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N.A. S F AA
25TH ANNIVERSARY 1966-1991

October 1991

Dear NASFAA Member:

On October 8, the House Subcommittee on Postsecondary Education completed its consideration of
its reauthorization bill (which is being referred to as the Higher Education Technical Amendments
of 1992), and referred the Committee print to the full Committee on Education and Labor. Among
the key elements of the bill are provisions that would make the Pell Grant Program an entitlement
and raise the maximum Pell Grant award to $4,500; provisions that would establish a single need
analysis system that incorporates several pieces of NASFAA's Plan for Reform; and provisions that
would phase out the current Stafford, SLS, PLUS, and Perkins Loan programs beginning in 1994 in
favor of a direct loan program. The enclosed materials relate to the direct lending proposal that
was included in the Committee print.

The concept of establishing a direct lending prograw is not new, but changes brought about as a
result of the Credit Reform Act and continuing concerns over the operation of the existing
Guaranteed Student Loan (GSL) programs have prompted many to reexamine the issue and to call
for such a program to be enacted during this reauthorization of the Higher Education Act.
Considering the seriousness of such a policy change, the impact upon postsecondary education
funding and the effects that it would have upon the student aid operational structure, we believe it
is important that the matter receive careful review and consideration.

To date, NASFAA has not taken a position on a direct lending program, believing that it would be
inappropriate to do so until specific details had been fully advanced describing how such a program
might work. The direct lending proposal included in the House Committee print clearly outlines
such an approach; therefore, we are providing information so that you may formulate your own

..sopinions on this important issue. We have included materials prepared by both proponents and
lipponents of the idea, and have developed a number of other questions for your consideration.

NASFAA's Board of Directors will discuss direct lending at their November meeting. We
1. encourage you to share your thoughts with us by November 1.

Finally, we also encourage you to share your thoughts on this and other issues with your
representatives in Congress. Your input and expertise in this reauthorization process will certainly
be crucial in our collective efforts to expand educational opportunity for students.

Sincerely,

Dallas Martin
President

NAT IONA I . ASSOCIATM OF 1.1'UDENT FINANCIAL AID ADMINISTRATORS

1920 L STREIJ N.W. SUITE 200 WASHINGTON. D.C. 20036 202-785-0453
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Background

The idea of establishing a National Student Loan Bank has been raised several times over
the past 25 years, but seldom has it gone beyond the discussion stage. In early January of
1991, a variation of the idea again was raised when several major newspapers (The New
York Times, January 7; and The Wall Street Journal, January 8) reported that the Bush
Administration was likely to advance a new institutional direct lending program to replace
the exisfing Guaranteed Student Loan Program es a part of its Fiscal Year 1992 (FY-92)
budget. The reports also indicated that direct lending would be less costly to the
government that the existing program and could save up to a billion dollars per year. A
few days later, it was learned that the story was a premature leak that had come from a
Department of Education (ED) internal taskforce that had been studying the idea. While
some in the Administration favored the idea, others, primarily at the Office of Management
and Budget (OMB), did not. Consequently, the proposal was not included as a part of the
Administration's budget proposal.

Instead the Administration indicated that the idea was still under consideration, but that
ED's first priority would be to improve the management and oversight of the existing
programs,

The renewal of the idea, however, struck a responsive chord with others in the education
community, and discussions on the merits of such a plan began to occur. By early April,
the American Council on Education (ACE) and the other five presidential associations
proposed that a pilot direct lending program be enacted as a part of Reauthorization,
enabling institutions with a proven management record to be eligible to participate.

Meanwhile, discussions over the pros and cons of direct lending continued, with many still
questioning whether or not the Administration's earlier claims would in fact produce the
savings that were stated. To this end, on April 25, Representative William D. Ford, D-
Mich., Chairman of the House Education and Labor Committee and the Postsecondary
Education Subcommittee, wrote to Secretary of Education Lamar Alexander requesting that
the Department's internal analysis be provided to the Committee on Education and Labor.
On June 28, Secretary Alexander responded to Chairman Ford in stating, "As you know,
ale.ough the Department has considered restructuring the student loan program to include a
Federal direct loan program, the Administration's Reauthorization bill does not contain a
proposal for any xind of direct loan approach."

The Sevietary's letter also noted that, 'Me Department's focus at this time is on resolving
problems in the current GSL programs." The Secretary indicated, however, that he wanted
to provide the Committee with information that would assist in their review and, therefore,
sent them the options paper [which is included as part of this publication] developed by
Department staff, a draft review of the staff's financial projcctions prepared by Kidder,
Peabody & Co Inc., and an analytical outline that raises questions that should be addressed
for a full scale developmental effort. The Secretary's letter also went on to say:

"In addition to thc information contained in the enclosures, I believe that the following
issues must be considered for any dircct loan option. They arc:

1. Increased Federal debt. The direct loan approach envisions capital raised by the
Federal Government. Budget scoring under the Credit Reform Act would not 'count'
this capital as budget authority or outlays, but this borrowing would still have a very
direct negative impact. It adds directly to the national debt. At current volume
projections, roughly $10 billion (the unsubsidized portion of loan volume) would have
to be borrowed by the Federal Government in the first year. Over a 20 year period,

borrowing would bc between $200 and $300 billion. Loan repayments would not bc
material for many years.

2. Risk to tljejsgeml Ammo The current problems in the rnancial industry
clearly demonstrate the importance of considering risk to the Governmeat in any new
policy venture. The Federal direct loan option would shift all loan risk to the Federal
Government. Knowledgeable individuals repay disagree on the extent to which the
current reinsurance rules and lender guarantee agency due diligence requirements
actually share risk, but there is no question that the Federal Government's risk is now
less than 100 percent.

3. Manaeement of the omgram. The use of contractors for loan servicing and
default collection dots not in any way reduce the complexity or enormity of the Federal
administrative tasks inherent in starting up a direct loan program while at the same time
winding down the guaranteed program and managing Mat program for some
considerable period into the future. This Department is not currently impaled for such
tasks. Our management review of the administration of the loan program; has made
that abundantly clear. My hew management team needs time to put new systems and
procedures in place.

Much of the bill I sent to Congress concenntes directly on combatting problems in the
behavior of institutions in the current loan programs. Obviously, most postsecondary
institutions are sound managers of their current wan program responsibilities, but it is
just as obvious that many are not. I do not believe this is the time to move to greatly
enhanced reliance on institutions. The reforms we propose should be enacted first and
given time to take effect."

In addition to the concerns raised by the Secretary, the accompanying material reviewing
projected savings of the Department's direct lending program (conducted by Kidder,
Peabody & Co., Inc.) did confirm that the Department should be able to "realize 10 percent
to 15 percent value savings over the life of the loans through such a program."

Kidder/Peabody's report did note, however, that their analysis:
assumed that ED would charge the student borrower a full 8 percent
guaranty/origination fee;
suggested that ED's savings projections are budget figures rather than "pure" economic
savings because of the Credit Reform directives and methods of costing which were
used;

believed that ED's Treasury rates may be too aggressive, therefore, causing an
understatement of costs; and
projected that 18 guaranty agencies would become insolvent during a phase-down and
would require an additional $200 million to remain solvent.

In conclusion, Kidder/Peabody stated that ED must carefully consider the specific structure
of a direct loan program and whether certain modifications to the GSL program might
produce a portion of the savings with far less dislocation to the present ppagram
participants. As July approached, it seemed clear that the Administration had finally
decided to concentrate its efforts upon improving the management of the existing (1. L.
program and postponing any consideration of direct lending.

On thc Congressional front, Representative Robert E. Andrews, D-N,J., a member of the
House Postsecondary Education Subcommittee believed that in spite of some of the



obstacles, direct lending was the best way to proceed. On August 1, Rep. Andrews
imported H.R.3211, a bill tp establish a direct federal lending program under which the
existing OSL program would be commlidated.

Tne Ardr:ws mriame, for the first time. provided everyone with a much more fully
developed dire er. lending program model. Many of the lingering questions over program
structure and loan terms at last wer.s defined in the Andrews bill, and pmponents and
opponents alike agreed that everyone could begin to analyze lir measure more carefully.

Finally, on Serember 2, a reviser version of H.R.321I vas included within the Committee
print, relexted by trie House Postsecondary Education Subcommittee staff, thereby providing
a more complete proposal and a biler explanation of how the new program would be
phased in over thc next five years.

The issue of direct !ending is now being considered very seriously by the House Education
and Lebo:. Committee. While tonsIderation of the measure was deferred in the
Subcommittee markup, it will be fully discussed by the full Committee when it begins
consideration of the reauthorization bill.

Clearly the idea of direm lending appeals to many aid administrators in that it would make
the application and awarding of aid e Islet for students. Still, there are numerous quIstions
and hues that need careful consideratior,

We have compiled the following materials *or you to study so that you may formulate your
own opidons NI what will work most effectively for your institution and your students. In
addition, we have attempted to identify a number of issues or questions, following these
materials, which we hope will be useful in your review.

Wnen you have completed your analysis, please let us know you what you have decided.
hay comments or suggestions that you have will be appreciated.



(NOTE TO NASFAA READERS: THIS INFORMATION ACCOMPANIED SECRETARY
ALEXANDER'S 6/28/)1 LETTER TO THE HONORABLE WILLIAM FORD)

Direct Student Loan Options

PTI N MAINTAIN CURRENT LOAN PROGRAMS AND PROPOSED POL1 (AS
PRESENTED IN THE FY 1992 BUDGET)

Currant Program Proposals: The Department's FY 1992 budget is based upon a wide-ranging set of
proposed legislative changes to the GSL programs. Among other things, these changes would increase
loan limits, strengthen the guarantee agency structure, and tighten the links between the States and
guarantee agencies. In addition, the focus of a number of the proposals is the reduction of default costs
through default prevention and the improvement of default collections.

For the cureent National Direct Student Loan (Perkths) program, the budget would not provide any new
Federal loan capital, relying instead on lending from repayments by students who had previously received
Direct Loans. (Approximately 15 billion is outstanding in revolving funds at institutions of nigher
education, from which approximately $700 million in new capital becomes available for new loans each
year from repayments.)

Making structural and substantive improvements to the current system will work better than trying to
set up a new system that is bound to have transition problems.
The current (ISL system is highly decentralized. Its use of competing private *lenders and guarantee
agencies ensures prompt and client-oriented services nationwide.
Snue-level guarantee agencies can work closely with State-level higher education licensing and other
agencies in policing the quality of schools and in tracking student loan defaulters.
The Department can provide new energized leadership for the program. Because of abuses, Congress
has been more willing to enact major changes. Several Administration reform proposals affecting
institutional eligibility and default reduction were enacted by the Congress in the 1990 budget
reconciliation bill.

goal
Guaranteed loans are significantly more expensive to provide than direct loans ($1.4 billion more
expensive in the first year than a comparable Direct Loan Program). See Tab A (Note to NASFAA
readers: Tab A is not included in these materials]. This is due to (1) the entitlement subsidy
payments needed to attract and maintain the participation of private for-profit lenders, and (2) the
administrative and default collusion allowances paid to guarantee agencies.
Due to its complexitythe great number of participating organizations, decentralized record-keeping,
and thousands of transactionsthe current GSL system is error prone and extremely difficult to monitor
arid audit.
Recent fraud and abuse scandals involving lenders and servicing contractors (e.g., Florida Federal,
FITCO, (iES/Bank of America) are only the latest in a lone history of such scandals which State-
level guarantee agencies have been unable to prevent.
The GSL system is burdensome to students and schools. Students have to fill cut multiple
applications for stUdent aid (one for GSL and one for all other aid). There arc often delays to obtain
lender and guarantor approval of loans. Because most loans are transferred among lenders and
services, borrower repayment checks may be sent to the wrong party. Schools now must deal with
up to 54 sets of applications, regulations, program reviews, and reports prescribed by 54 guarantee
agencies.

GSL program changes have always been "held hostage" by the bankswho can always threaten to
withdraw. Likewise, guarantee agencies have historically fought rcforms detrimental to their intcrcsts.

I

OPTION II: FULL DIRECT LOAN PROGRAM

Proposal,: All program components of the current GSL system (Stafford Lome, SLS and PLUS loans)
would be replaced by loans with similar borrower interest and other terms delivered via an expanded
Dircct Student Loan system. Capital would be raised through off-budget Treasury borrowing consistent
with the Credit Reform Act of 1990. Loans would be disbursed by schools, just as in the current GSL
system. Capital allocations to schools would be based upon estimates, and later updates of student needs.
The current roles of major intermediariesprivate lenders, secondary markets, and guarantee agencies--
would be eliminated. However, private servicing and collection fimis would have the same roles they
now have--but without the middlemen. They would be competitively selected and closely monitored
Department contractors. The same increased loan limits, default prevention and collection improvement
proposals contained in thc current 1992 budget proposals could be pursued under the new strecture.

Estimates of the savings from this option are attached as Tab A. So that the savings estimates would
reflect only the potential structural change from guaranteed to direct student loans, we assumed that direct
loans would be make on the current GSL borrower interest terms. Also, it should be noted that the
estimates take into account GSL phase-out costs (i.e., Department claim payment snd collections on the
outstanding GSL. portfolio) during the initial five-year period.

rem
Direct loans would be significantly less expensive than guaranteed loans. The Government can borrow
at lower rates (the Treasury bill rate) than can private sector lenders. Direct loans would not have to
provide middlemen with a profit. Also, various functions, such es marketing and guarantor review of
claims, would he eliminated. ED has estimated total savings at $1.4 billion in the fast year (1993)
and $6.6 billion cumulative over the first four years (199346). See Tab A fa details.
The savings that could be realized from an expanded Direct Loan program could be reallocated to
other cutrent education programs (whirh some in Congress appear to favor) or be tumed back to the
Treasury to reduce the Federal budget deficit which would help both taxpayers and the financial
markets.
The savings could also be plowed back into the Direct Loan program ir the form of reductions in
repayment burden (e.g., through eliminating loan origination fees and/or reducing borrower interest
rates).

A Direct Loan program would be easier to manage and would greatly reduce opportunities for error
and abuse. A centralized data base would improve data integrity and auditability. Department
monitoring could be focused entirely on the postsecondary institutions and the collection contractors.
Such a system would be built upon a base of Education Department expertise in two key areas: (1)
allocating funds to schools (as in the Pell Grants and Campus-based student aid programs), and (2)
contracting directly for student loan collections. ED has performed these functions well for many
years.

Student loan availability would be more dependable because it would no longer depend on financial
market conditions and individual bank policies. Access would he better assured to small loan amounts,
loan consolidation, forbearance, and flexible repayment schedules that banks may find unprofitable.

Expanding Direet Student Loans and eliminating the role of private lendets would be seen as a major
shift toward centralized Government activity and away from the use of private sector tions.
Likewise, eliminating the role of State.level guarantee agencies would be seen as a shift toward
centralized Federal Government activity and away from decentralued State-level activity at a time
when the Administration's policies seem to be moving in the other direction. This proposal could be
viewed as being inconsistent with the President's FY 1992 budget request which includer a massive
new block grant to Statesdesigned to move control over dollars and programs closer to thc taxpayer
and the consumer.

BEST COPY AVAILABLE
1Z



A major Direct Student Loan expansion would require ncw ED staffing and administrative costs in thc
near temi and new challenges at a time when the Dcpannient is having difficulty managing current
programs.

Introducing a new sysiem would email transition risks and could reduce the availability of loans if
implementation is not smooth.
At a time when the U.S. banking industry is in a weakened condition, eliminating GSL subsidies may
affect the financial viability of some banks, which in turn would add problems to other Federal
agencies, to citizens whose funds are tring held by such banks, and to taxpayers if the banking
industry requires further public relief.

OPTION III: MIXED PROGRAM

pmposal: This approach would use a Direct Loan delivery system to replace only the highly subsidized,
need-hased Stafford Loans to students, h would retain the GSL structureprivate lenders and State-level
guarantee agenciesfor delivery of the less-subsidized and non-nccd based PLUS and SLS loans which
more closely resemble private sector loans.

Pros

Potential problems related to phase-out of the entirc GSL system could bc mitigated or avoided. Since
guarantee agencies would remain in business, they could be allowed to retain their reserve funds and
thcy may lle more willing to work out thcir own Stafford Loan portfolios.
Student loans for the neediest students would be more assuredly available than under the current GSL
structure; while PLUS/SLS loans would be made by banks to their more normal customers--
middleMpper income families--using normal hulking standards of creditworthiness.
Loan delivery would be much simpler than undcr the current GSL system; the Department's
monitoring burden and the potential for error and program abuse would bc reduced.
Federal subsidy costs would be reduced, although not as much as under the full Direct Loan proposal.

c_om

This approach would potentially produce a lower level of Federal savings than the full Direct Loan
proposal.
It woukl leave some continuing program complexity along with related problems. Thousands of
lenders, servicing agents, secondary markets, and 54 guarantee agencies, and transactions among them,
would -till need to bc monitored.
Like the full Direct Loan proposal, it would raise the specter of "big Government" displacing private
and Slate-level activity. Each of thc "cons" listed under Option 11 would still hold truc for this
option

OPIION IV: EXPANSION OF CURRENT DIRECT LOAN PROGRAM

Proposal! The Department would provide substantial new Federal capital contributions to the current
Perkins Loan (formerly National Direct/Defense Loan) program--using off-budget Federal financing
consistent with Credit Refomi. This option would gradually cxpand the current decentralized Perkins
Loan program, with school-level revolving funds and school responsibility for contracting with servicers.
The entire GSL system (Sta [ford Loans, SLS, and PLUS) would remain intact at thc present time.
However, an expanded Perkins Loan program would compete with the GSL system and could gradually
reduce demand tor GSL loans over time. The tcrms of this competition could be make identical, allowing
a fair competition between tne two systems.

12

41)

F.xcept for the new capital infusion, this approach involves no change from current student loan
structure.
A Perkins Loan expansion approach would allow more time to strengthen Department loan
management, would allow more time for a transition to a complete Direct Loan approach (e.g., with
Federal contracting for loan servicing and collecting), and would facilitate the transition for a phase-
out of current GSL system participants.
Any expanded Perkins Loan availability would better ensure loan accessibility, especially with respect
to small loan amounts that banks find unprofitable. It would also provide some protection against
major bank withdrawals from GSL due to changing economic or banking industry circumstances.
Budgetary savings wonld be realized to the extent Perkins Loans art used instead of Stafford Loans.
Over time, the Administration and Congress could evaluate the cost-effectiveness and other benefits of
replacing Stafford Loans with Direct Loans. Moreover, students and schools could "vote" through
their choice of direct loans or guaranteed loans, assuming they are offered on the same interest terms.

comis

There would still be substantial program complexity for some time. The GSL system, with its related
monitoring and accountability problems, would continue, albeit at a gradually reduced size as its role
in the overall system diminishes.
Federal cost reduction would be much less than under Options 11 or 111.
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1 els comparable to traditional academic programs; rec-

2 ognizes the educational role of work-learning supervisors;

3 and includes consequences for nonperformance or failure

4 in the work-learning program similar to the consequences

5 for failure in the regular academic program.

6 PART DFEDERAL DIRECT LOANS

7 SEC. 451. ESTABLISHMENT OF FEDERAL DIRECT LOAN

8 PROGRAM.

9 Part D of title IV of the Act is amended to read as

10 follows:

11 "PART DFEDERAL DIRECT LOANS

12 "SEC. 451. PROGRAM AND PAYMENT AUTHORITY.

13 "(a) PROGRAM AUTHORITY.The Secretary shall, in

14 accordance with the provisions of this part, carry out a

15 direct loan program for qualified students at institutions

16 of higher education to enable the students to pursue their

17 courses of study at such institutions during the period be-

18 ginning on July 1, 1994.

19 "(b) PAYMENT AUTHORITY.The Secretary shall,

20 from funds made available under section 457, make pay-

21 ments under this part for any fiscal year to each institu-

22 tion of higher education having an agreement under see-

23 tion 452, on the basis of the estimated needs of the stu-

24 dents of that institution for student loans taking into con-

1 4
47-011----0
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1 sideration the demand and eligibility of such students for

2 subsidized and unsubsidized direct loans under this part.

3 "(c) PAYMENT RULES

4 "(1) IN GENERALThe Se2retary shall make

5 payments required by subsection (b) of this section

6 in such installments as the Secretary determines-

7 "(A) reflects accurately the disbursement

8 of funds for student loans by the institution of

9 higher education concerned, and

10 "(B) will best early out the objectives of

11 this part.

12 "(2) INITIAL PAYMENTS.The initial payments

13 for any academic year required by subsection (b)

14 shall be made available to institutions of higher edu-

15 cation not later than July 1 for the academic year

16 which begins on or after that date. Payments of en-

17 titlements by the Secretary under this part shall be

18 made promptly.

19 "(d) ENTITLEMENT PROVISION.An institution

20 whose application has been approved by the Secretary

21 under section 452(b) shall be deemed to have a contrae-

22 tual obligation from the United States for making the pay-

23 ments specified in that application.

.J. 4 7-01 I ---0
15
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1 "SEC. 452. APPLICATIONS OF AND AGREEMENTS WITH IN-

2 STITUTIONS OF HIGHER EDUCATION.

3 "(a) APPLIC1 'ION REQUIRED.

4 "(1) IN GENERALAny institution of higher

5 education desiring to receive payments from the See-

6 retary under this part shall make an agreement

7 under subsection (b) and shall submit an application

8 for such payments to the Secretary in accordance

with the provisions of this part. The Secretary shall

10 set dates before which such institutions must file ap-

11 plications under this section. Each such application

cr% 12 shall contain such information as is necessary to as-

13 sure the correctness of estimated need for funds for

14 students at the institution of higher education.

15 "(2) FIRST COHORT OF INSTITUTIONS.For

16 the academie year beginning July 1, 1994, the See-

17 retary shall make agreements with not less than 450

18 institutions but not more than 500 institutions.

19 Agreements with institutions for the academic year

20 beginning July 1, 1994, shall be concluded by July

21 1, 1993, and the Secretaiy shall publish the list of

22 the institutions with which he has concluded agree-

23 ments in the Federal Register not later than July 1,

24 1993. For the academic year beginning July 1,

25 1994, the Secretary shall make agreements with in-

26 stitutions which represent a cross-seetion of institu-

187

1 tions of higher education in terms of size, geographic

2 location, length of program, control and composition

3 of student body.

4 "(3) SECOND COHORT OF INST1TUTIONS.For

5 the academic year beginning July 1, 1995, the Sec-

6 retary shall make agreements with not less than 950

7 institutions but not more than 1,000 institutions in

8 addition to the institutions with which the Secretary

9 made agreements for the academic year beginning

10 July 1, 1994. Agreements with institutions for the

11 academic year beginning July 1, 1995, shall be con-

12 eluded by July 1, 1994, and the Secretary shall pub-

13 lish the list of institutions with which he has con-

14 eluded agreements in the Federal Register not later

15 than July 1, 1994.

16 "(b) AGREEMENT REQUIRED.An agreement with

17 any institution of higher education for the payment of ad-

18 vances under this part shall-

19 "(1) provide for the establishment and mainte

nane

-

,20 wogram at the institution under which-

21 "(A) the institution will identify eligible

22 students at the institution, in accordance with

23 section 484;

4111
J. 47-011-0

411)
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"(B) the institution will estimate the need

of each such student as required by Part F;

and

4 "(() the institution will originate loans to

5 such eligible students in accordance with this

6 part;

7 -(2) provide assurances that the institution will

8 comply with the provisiom; of section 463A, relating

9 to student loan information;

10 "(s) provide that the note or evidence of obliga-

11 tion on the loan shall be the property of the See-

12 retary and that the institution of higher education

13 will act as the agent for the Secretary only for the

14 purpose of making loans under this oft; and

15 "(4) include such other provisions as may be

16 necessary to protect the financial interest of the

17 United States and promote the purposes of this part

18 as are agreed to by the S'eeretary and the institu-

19 tion.

20 "(e) ADMINIsTRATIVE EXPENSE PROVNION.An in-

21 stitution which has entered into an agreement under sub-

22 section (b) shall be entitled, for each fiscal year during

23 which it makes student loans under such agreement, to

24 a paynwnt in lien of reimbursement for its expenses in

25 administering its student loan program umler this subpart

W
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1 during such year. Each such payment shall be made in

2 accordance with section 489 or shall be an amount equal

3 to $20 per academic year for each student enrolled in that

4 institution who receives a loan under this part for that

5 year. Payments received by an institution under this sub-

6 section shall be used first by the institution to carry out

7 the provisions of section 489(b) of this Act and then for

8 such additional administrative costs as that institution de-

9 termines necessary. An institution which has an agree-

10 merit under subsection (b) shall be deemed to have a con-

11 tractual right to the payments required by this subsection.

12 "(d) EXEMPTION PROM TRUTH IN LENDING ACT.

13 An institution which has enter d into an agreement under

14 subset:tion (b) shall not be subject to the Truth in Lending

15 Act with regard to loans made under this part.

16 "SEC. 453. ELIGIBILITY FOR AND AMOUNT OF LOANS.

17 "(a) ELIGIBILITY.

18 "(1) CONIMON ELIGIBILITY REQUIREMENTS FOR

19 SUBsIDIZED AND UNSUBSIDIZED LOANs.Any 5u1)-

20 loan under this part may be made only to a

21 stndent eligible to participate in programs under this

22 title pursuant to section 484, mal any unsubsidized

23 loan under this part may be made only to such r
24 student or the parent of a deiwndent undergraduate

25 stinlent.

47-011--0 AS
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1 "(2) NEEDS TESTING FOR SUBSIDIZED

2 LOANS.A subsidized loan under this part may be

3 made only to a student who (in addition to meeting

4 the requirements of paragraph (1)) demonstrates fi-

5 nancial need for such loan (pursuant to part F of

6 this title).

7 "(3) STUDENT ELIGIBILITY FOR UNSUBSIDIZED

8 LOANS.(A) Independent students shall be eligible

9 to borrow unsubsidized loans under this part in

10 amounts specified in subsection (e)(2). In addition,

11 undergraduate dependent students shall be eligible

12 to borrow funds under this section if the financial00

13 aid administrator determines, after review of the

14 naneial aid information submitted by the student

15 and considering the debt burden of the student, that

16 exceptional circumstances will likely preclude the

17 student's parents from borrowing under this part, If

18 the financial aid administrator makes such a deter-

mittation, appropriate documentation of such deter-

20 11111latIon be maintained in the institution's

21 records to support such determination. No student

22 shall be eligible to bormw unsubsidiml loans under

23 this part until such student has obtained a eer-

24 tilwate or graduation fmn a school providing sec-

0. .17-1 1-0

191

1 ondary education, or the recognized equivalent of

2 such certificate.

3 "(B) Unsubsidized loans may not be borrowed

4 under this part by any undergraduate student who

5 is enrolled at any institution during any fiscal year

6 if the cohort default rate for such institution, for the

7 most recent fiscal year for which such rates are

8 available, equals or exceeds 30 percent. The Sec-

9 retary shall notify institutions to which such restric-

10 tion applies annually, and specify the fiscal year coy-

11 eyed by the restriction. The Secretary shall afford

12 any institution to which such restriction applies an

13 opportunity to present evidence contesting the accu-

14 racy of the calculation of the cohort default rate for

15 such institution.

16 "(4) PARENT ELIGIBILITY FOR UNSUBSIDIZED

17 LOANS.Parents of a dependent student shall be eli-

18 gible to borrow unsubsidized loans under this part in

19 any amount, subject to subsection (c)(1).

20 "(b) SUBSIDIZED LOAN AMOUNTS.

21 "(1) DETERMINATION BASED ON COST OF AT-

22 TENDANCE.The amount of all subsidized loans for

23 each student for each academic year made from loan

24 funds paid pursuant to agreements under this part
25 may not exceed the cost of attendance at the institu-

NJ. 47-011---0
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tion of higher education for that year minus the ag- 193

2 gregate of-
1 academic workload (as defined in regula-

2 tions of the Secretary); and
3 "(A) any financial assistance received by

4 the student borrower under parts A and C of
3 "(iii) $3,250, if such student is carry-

5 this title, and any other provision of Federal
4 ing at least one-half of the normal full-time

6 law;
5 academic workload (as defined in regula-

6 tions of the Secretary);
7 "(B) any other scholarship, grant, and

8 loan assistance received by the student boy-
7 "(B) In the case of a student at an eligible

9 rower; and
8 institution who has successfully completed such

9 first and second year but has not successfully10 "(C) the expected family contribution.
10 completed the remainder of a program of un-11 "(2) ANNUAL LIMITS.No student may borrow

12 under this part an amount of subsidized loans in
11 dergraduate study-

13 any academic year or its equivalent (as determined
12 "(i) $8,000, if such student is carry-

14 under regulations of the Secretary) in excess of-
13 ing at least the normal full-time academic

14 workload (as defined in regulations of the15 "(A) In the case of a student at an eligible

16 institution who has not successfully completed
15 Secretary);

17 the first and second year of a program of 111'-
16 "(ii) $6,000, if such student is carry-

18 dergraduate educat ion-
17 ing at least three-quarters of the normal

18 full-time academic workload (as defined in19 "(i) $6,500, it' such student is carry-

20 ing at least the normal full-time academic
19 regulations of the Secretary); and

21 workload (as defined in regulations of the
20 "(iii) $4,000, if such student is carry-

21 ing at least one-half of the normal full-time22 Secretary);
22 academie workload (as defined in regula-23 "(ii) $4,875, if such sti(k is carry-

24 ing three-quarters of the normal full-tinw
23 tions of the Secretary).

J. 47-4) I 1
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"(C) In the ease of a graduate or profes-

2 sional student (as defined in regulations of the

3 Secretary) at an eligible institution-

4 "(1) $13,000, if such student is carry-

5 ing at least the normal full-time academic

6 workload (as defined in regulations of the

7 Secretary); and

8 "(ii) $6,500, if such student is carry-

9 ing at least one-half of the noimal full-time

10 academic workload (as defined in regula-

11 tions of the Secretary); and

12 except in eases where the Secretary determines, pur-

13 suant to regulations, that a higher amount is war-
14 ranted in order to earry out the purpose of this part

15 wi:h respect to students engaged in specialized train-

16 ing requiring exceptionally high costs of education.

17 "(3) AGGREGATE LIMITs.No student may
18 borrow under this part an aggregate principal

19 amount of subsidized loans in excess of-
20 "(A) $38,500, in the ease of any student

21 who has not successfully completed a program

22 of undergraduate education (excluding

23 unsubsidized loans); or

24 "(B) $98,500, in the ease of any graduate

25 or profrssional student (as defined by regula-
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tions of the Seeretaiy and including any loans

under this part made to such student before the

stu(Ient became a graduate or professional stu-

dent, but excluding unsubsidized loans).

"(e) UNSUBSIDIZED LOAN AMOUNTS.

) DETERMINATION BASED ON COST OF AT-

TENDANCE.The amount of all unsubsidized loans

for any student (whether obtained by the student or

a parent, or both) for each academic year made from

loan funds paid pursuant to agreements under this

part may not exceed the cost of attendance at the

institution of higher education for that year minus

the aggregate of

"(A) any financial assistance received by

the student borrower under parts A and C of

this title, and any other provision of Federal

law, including any subsidized loan under this

part; and

"(13) any other scholarship, grant, and
loan assistance reeeived by the student hor-

rower,

"(2) Limn's ()N tINSuBSIDIY,ED IMANS STU-

DENT:4.

"(A) ANNTAL 1,1311T8.No st Went may
horrow under this part an amount of

4110
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unsubsidized loans in any academic year or its

2 equivalent (as determined under regulations of

3 the Secretary) in excess of-

4 "(i) $4,000, in the case of a student

5 who has not successfully completed the

6 first and second year of a program of un-

7 dergraduate education, except as provided

8 in subparagraph (C);

9 "(ii) $6,000, in the ease of a student

10 who has successfully completed such first

11 and second year but who has not success-

- , 12 fully eompleted the remainder of a pro-- ,

13 grain of undergraduate edueation; or

14 "(iii) $10,000, in the ease of' a grad-

15 mite or professional student (as defined in

16 regulations of the Secretary);

17 except in eases where the Secretary determines,

18 pursuant to regulations, that a higher amount

19 is warranted in order to carry out the purpose

20 of this part with respect to students engaged in

21 specialized training requiring exceptionally high

22 costs of education.

23 "(B) AGGREGATE LIMITS.No student

24 may borrow under this part 'an aggregate prM-
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cipal amount of unsubsidized loans in excess

of-
"(i) $28,000, in the case .of any stu-

dent who has not successfully completed a

program of undergraduate education (ex-

cluding subsidized loans); or

"(ii) $78,000, in the case of any grad-

uate or professional student (as defined by

regulations of the Secretary and including

any loans under this dart made to such

student before the student became a grad-

uate or professional student, but excluding

subsidized loans).

"(c) SPECIAL RULE FOR FIRST-YEAR PART-TIME

STUDENTS.In the case of a student who has not success-

fully completed the first year of a program of undergradu-

ate edueation and who is not enrolled in a program that

is at least one academic year in length, as determined in

accordance with regulations prescribed by the Secretary,

the maximum amount of unsubsidized loans a student may

borrow in any aeademie year or its equivalent shall be

"(1) $2,500 for a student who is determined, in

accordance with such regulations, to be enrolled in

a program whose length is at least 2/3 of an aca-

deinie year;

J. 47-011,---0 27
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"(2) $1,500 for a student w:lo is determined, in

2 accordance with such regulations, to be enrolled in

3 a program whose length is less than 2/3, but at least

4 l/3, of an academic year; and

5 "(3) zero for a student who is determined, in

6 accordance with such regulations, to be enrolled in

7 a program whose length is less than 1A3 of an ilea-

8 demic year.

9 "(d) DETERMINATIONS BASED ON COST OF ATTEND-

10 ANCE.Deterininations under subsections (b)(1) and

11 (e)(1) shall be made by the institution of higher education

12 in accordance with the provisions of part F of this title.

13

14

15

16

17

18

19

20

21

22

23

24

25

"(e) ANNUAL LIMIT DETERMINATIONS.The annual

limits contained in this section shall not be deemed to be

exceeded by a line of credit under which actual payments

to the borrower will is;;', be made in any year in excess

of the annual limit.

"SEC. 454. TERMS OF LOANS.

"(a) REQUIREMENTS FOR BOTH SUBSIDIZED AND

UNSUBSIDIZED LOANS.A loan may be made with funds

paid under this part only if

"(1) made to a student, or the parent of a stu-

dent, who (A) is an eligible student under section

484; (B) has agreed to notify promptly the Sec.

retary concerning any change of address; and (C) is

47-011-0
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1 carrying at least one-half the normal full-time aca-

2 demic workload for the course of study the student

3 is pursuing (as determined by the institution); and
4 "(2) evidenced by a note or other written agree-

5 ment which-

6 "(A) is made without security and without

7 endorsement, except that if the borrower is a
8 minor and such note or other written agreement

9 executed by the burrower would not under the
10 applicable law, create a binding obligation, en-

11 dorsement may be required;

12 "(B) provides that periodic installments of

13 principal need to be paid, but interest shall ac-

14 crue and be paid, during any period-

15 "(i) during which the borrower (I) is
16 pursuing a full-time course of study q an
17 eligible institution, (II) is pursuing at least
18 a half-time course of study (as determined

19 by such institution) during an enrollment

20 period for which the student has obtained
21 a loan under this part, or (III) is pursuing

22 a course of study pursuant to a graduate
23 fellowship program approved by the Sec-
24 retary, or pursuant to a rehabilitation
25 training program for disabled individuals

J. 47-011.-0
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1 approved by the Secretary except that no

2 borrower shall be eligible for a deferment

3 under this clause or any subsidized loan

4 made under this part, while serving in a

5 medical internship or residency program;

6 "(ii) not in excess of 24 months, at

7 the request of the borrower, during which

8 the borrower is seeking and unable to find

9 full-time employment; or

10 "(iii) not in excess of 36 months for

11 any reason which the lender deems will

12 cause economic, hardship for the borrower,

13 pursuant to regulation by the Secretary,

14 and that any such period shall not be included

15 in determining the 10-year period provided in

16 subparagraph (B), except that only the provi-

17 sions of clauses (i), and (ii) of this subpara-

18 graph shall be available in the case of a bor-

19 rower who is a parent of a qualified student

20 under section 453(a);

21 "(C) entities the borrower to accelerate

22 without penalty repayment of the whole or any

23 part of the loan;

24 "(D)(i) contains a notice of the system, of'

25 disclosure of information concerning such loan

stl.47-011_1110
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1 to credit bureau orgaaizations under section

2 430A, and

3 "(ii) provides that the Secretary on request

4 of the borrower will provide information on the

5 repayment status of the note to such organiza-

6 tions; and

7 "(E) contains such other terms and condi-

8 tions, consistent with the provisions of this part

9 and with the regulations issued by the See-

retary pursuant to this part, as may be agreed

11 upon by the parties to such loan;

12 "(3) the funds borrowed are disbursed to the

13 student. by check or other means that is payable to

14 and requires the endorsement or other certification

15 by such student, except nothing in this part shall be

16 interpreted to allow the Secretary to require checks

17 to be made copayable to the institution and the bor-

18 rower or to prohibit the disbursement of loan pro-

19 eeeds by means other than by check; and

20 "(4) the funds borrowed are disbursed by the

21 institution in accordance with a schedule that is con-

22 sistent with subsection (d).

23 "(b) ADDITIONAL TERMS FOR SUBSIDIZE ) LOANS.-

24 The note or other written agreement for any subsidized

25 loan shall

J. 47-011-0
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1 "(1) provide for repayment (except as provide(l

2 in subsection (e)) of the principal amount of the
3 loan in installments over a period of not less than
4 5 years (unless sooner repaid or unless the student

5 during the 6 months preceding the start of the re-
6 payment period, specifically requests that repayment

7 be made over a shorter period) nor more than 10
8 years, beginning 6 months after the month in which

9 the student ceases to carry at an institution of high-

10 er education one-half the normal full-time academic

11 workload as determined by the institution; except-
12 "(A) as provided in subsection (a)(2)(B);

13 "(B) that the note or other written instre.-

14 mcnt may contain such reasonable provisions

15 relating to repayment in the event of default in

16 the payment of interest or in the payment of

17 the cost of insurance premiums, or other de-
18 fault by the borrower, as may be authorized by

19 regulations of the Secretary in effect at the
20 time the loan is made; and

21 "(C) that the lender and the student, after
22 the student ceases to carry at an eligible insti-

23 tution at least one-half the normal full-time

24 academie workload as determined by the insti-
25 tution, ma; agree to a repayment schedule

203

1 which begins earlier, or is of shorter duration,

2 than required by this subparagraph, but in the

3 event a borrower has requested and obtained

4 the repayment period of less than 5 years, the

5 borrower nik at any time prior to the total re-

6 payment of the loan, have the repayment period

7 extended so that the total repayment period is

8 not less than 5 years; and

9 "(2) provide for interest on the unpaid principal

10 balance of the loan at a rate of 8 percent per year,

11 which interest shall be payable in installments over

12 the period of' the loan acept that, if provided in the

13 note or other written agreement, any interest pay-

14 able by the student may be deferred until not later

15 than the date upon which repayment of the first in-

16 stallment of principal falls due, in which case inter-

17 est accrued during that period may be added on that

18 date to the principal.

19 "(c) ADDITIONAL TERMS FOR UNSUBSIDIZED

20 Lc The note or other written agreement for any

21 unsuusidized loan shall-

22 "(1) provide for repayment (except as provided

23 in subsection (e)) of the principa' amount of the

24 loan in installments over a period of not less than

25 5 years (unless sooner repaid or unless the borrower

47-0110
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1 during the 6 months preceding the start of the re-
2 payment period, specifically requests that repayment

3 be made over a shorter period) nor more than 10
4 years, beginning not later than 60 days after the

5 date such loan is disbursed, or, if the loan is dis-
6 bursed in multiple installments, not later than 60
7 days after the disbursement of the last such install-

8 nwnt; except-

9 "(A) as provided in subsection (a)(2)(B);

10 "(B) that the note or other written instru-

11 ment may contain such reasonable provisions

12 relating to repayment in the event of default in

13 the payment of interest or in the payment of

14 the cost of insurance premiums, or other de-

15 fault by the borrower, as may be authorized by

16 regulations of the Secretary in effect at the
17 time the loan is made; and

18 "(C) that the lender and the borrower,

19 after the student ceases to earry at an eligible

20 institution at 'east one-half the normal full-time

21 academie workloal as determined by the insti-

22 tution, may agree to a repayment schedule

23 which begins earlier, or is of shorter duration,

24 than required by this subparagraph, but in the

25 event a :,orrower has requested and obtained

..J. 47-011-0
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1 the repayment period of less than 5 years, the

2 borrower may at any time prior to the total re-

3 payment of the loan, have the repayment period

4 extended so that the total repayment period is

5 not less than 5 years;

6 "(2) provide for interest on the unpaid principal

7 balance of the loan at the rate most recently deter-

8 mined under subsection (f)(2) at the time the loan

9 is made, which interest shall be payable in install-

10 ments over the period of the loan except that, if pr0 -

11 vided in the note or other written agreement, any in-

12 terest payable by the student may be deferred until

13 not later than the date upon which repayment of the

14 first installment of principal falls due, in which ease

15 interest accrued during that period may be added on

16 that date to the principal.

17 "(d) REQUIREMENTS FOR DISBURSEMENT OF STU-

I 8 DENT LOANS.-

19 "(1) MULTIPLE DISBURSEMENT REQUIRED.-

20 "(A) Two DISBURSEMENTS REQUIRED.-

21 The proceeds of e- v loan made under this part

22 that is made for any period of enrollment shall

23 be disbursed in 2 or more installments, none of

24 which exceeds one-half of the loan.
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"(B) MINIMUM INTERVAL REQUIRED.

The interval between the first and second such

installments shall be not less than one-half of

such period of enrollment, except as necessary

to permit the second installment to be disbursed

at the beginning of the second semester, quar-

ter, or similar division of such period of enroll-

inent.

"(2) METHOD OP MULTIPLE DISBURSEMEN7.

Disbnesements under peragraph (1) shall be made

in accordance wit)4 a schedule determined by the in-

stitution that eon,plies with the requirements of this

section.

"(3) WITH HoLDINc; OF SEMND DISBUR.SE-

MENT.

'(A) WITIIDRAWIN STUDENTS.An insti-

tution or designated lending agent that is in-

fornwd hy the borrower or the institution that

the borrower has ceased to be enrolled bonny

the disbursement or the second or any sueveed-

ing installment shall vithhold such disburse-

ment. Any disinirsement vhieli is so 'itilheid

shall be credited to Hie borrower's ham and

treated as a prepayment thereon,

207

1 "(B) STUDENTS RECEIVING OVER-

2 AWARDS.If the sum of a disbursement for any

3 student and the other financial aid obtained by

4 such student exceeds the amount of assistance

5 for which the student is eligible under this title,

6 the institution such student is attending shall

7 withhold and return the portion (or all) of such

8 installment that exceeds such eligible amount.

9 Any portion (or all) of a disbursement install-

10 ment which is so returned shall be credited to

11 the borrower's loan and treated as a prepay-

12 ment thereon.

13 "(5) SPECiu, RULES FOR MULTIPLE DN.

14 BURSEMENT.For the purpose of this subsection-

15 "(A) all loans issued for the same period

16 of enrollment shall be considered as a single
17 loan; and

18 "(B) the requirenients of such subsection

19 shall not apply in the ease of a loan made to

20 a student to cover the cost of attendance at an

21 eligible institution outside the United States.

22 "(e) SPECIFR REPAYMENT RULES.

23 "(1) MINIMUM AMOUNTS TO BE REPAID ANNU.

24 ALLY.The tottil or the payments by fl I JOI'll/WPI.

25 during any year of any riliityment period with re-

1110 .1. 17-011-0
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1 spect to the aggregate amount of all subsidized and

2 unsubsidized loans to that borrower which are paid

3 from loan funds paid pursuant to agreements under

4 this part shall not, unless the borrower and the See-

5 retary otherwise agree, be less than $600 or the bal-

6 ance of all such loans (together with interest there-

7 on), whichever amount is less, except that in the
8 case of husband and wife, both of whom have such

9 loans outstanding, the total of the combined pay-

10 ments for such a couple during any year shall not
11 be less than $600 or the balance of all such loans,

12 whichever is less.

13 "(2) GRADUATED AND INCOME CONTINGENT

14 REPAYMENT SCHEDULEs.If a borrower so re-

15 quests, the repayment of a loan under this part shall

16 be made in accordance with a graduated or income

17 contingent repayment schedule established by the
18 Secretary by regulation. In order to carry out the
19 provisions of this paragraph, the Secretary and the
20 borrower may agree to increase the repayment pe-

21 riod described in subsection (b)(1) or (e)(1) of this
22 section, but in no event may the repayment period

23 be extended beyond 20 years.

24 "(3) NcTIcE.The Secretary shall notify the

25 student borrower of a loan under this part at the be-

3 13
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ginning of the repayment period of the availability of

the flexible repayment program.

"(f) INTEREST RATES.

(1) ORDER TO ESTABLISH RATES ON

UNSUBSIDIZED LOANS.The Secretary shall, by

order published in the Federal Register, establish

the interest rates for unsubsidized loans made under

this part. Such order shall be published not later

than January 2, and shall be effective with respect

to loans made during the one-year period beginning

on the July 1 following such publication. The Sec-

retary's order shall not be subject to judieW review.

"(2) INTEREST RATE FOR UNSUBSIDIZED

LOANS.The order prescribed under paragraph (1)

shall establish an interest rate for subsidized loans

made after the effective date of such order and lw-

fore the effective date of a subsequent order. Sueh

rate shall be equal to

"(A) the bond equivalent rate of 52-week

Treasury bills auctioned at the final auction

held prior to the date such order is prescribed;

plus

"(13) 3.25 percent.

"(3) REPoRT ON INTEREST RATE oN

UNSUBSIDIZED LOANS.The Seeretary shall submit

ert
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to the Congress a report for any fiscal year for

which the interest rate for unsubsidized loans estab-

lished under paragraph (2) subsection is not suffi-

cient to recover for the Government

"(A) the cost to the Government of obtain-

ing the funds for such loans under section 457;

"(B) the costs to the Government of ob-

taining collection services for such loans under

section 456; and

"(C) the costs to the Government of ad-

ministering this part with respect to such loans.

"(D) the costs to the Government that re-

sult from any defaults on such loans by the bor-

rowers.

"(4) REPORT ON INTEREST RATE ON SUB-

SIDIZED LOANS.The Secretary shall submit to the

Congress a report for any fiscal year for which the

interest rate for subsidized loans established under

subsection (e)(2) is not sufficient to recover for the

Government

"(A) the cost to the Government of obtain-

ing the funds for such loans under section 457;

"(B) the costs to the Govtrnment of ob-

taining collection services for such loans under

seetion 456; and

1

2

211

"(C) the costs to the Government of ad-

ministering this part with respect to such loans.

3 "SEC. 455. CONSOLIDATION LOANS.

4 "(a) AGREEMENTS FOR PROVISION OF LOANS.

5 (1) AGREEMENT REQUIRED FOR PROVISION OF

6 LOANS.--For the purpose of providing loans to eligi-

7 ble borrowers for consolidation of their obligations

8 with respect to eligible student loans, the Secretary

9 shall enter into agreements in accordance with sub-

10 section (b).

11 "(2) PROVISION OF FUNDS TO CONSOLIDATION

12 AGENTS.The Secretary shall, by regulation, pro-

13 vide for the distribution of funds obtained pursuant

14 to section 457 through consolidathn agents to eligi-

15 ble borrowers under this section. Such regulations

16 shall, to the extent practicable, reflect the proce-

17 dures used to distribute funds to institutions under

18 section 452.

19 "(3) DEFINITION OF ELIGIBLE BORROWER.

20

21

22

23

24

(A) For the purpose of this section, the term 'eligi-

ble borrower' means a borrower who, at the time of

application for a consolidation loan

"(i) has an outstanding indebtedness on el-

igible student loans, at the time of application

410 J. 47-011.-0
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2

3

4

912

for a consolidation loan, of not less than

$5,000; and

'(ii) is in repayment status, or in a grace

period preceding repayment, and is not delin-

5 quent with respect to any required payment on

6 such indebtedness by more than 90 days.

7 "(13) An individual's status as an eligible boy-

8 rower under this section terminates upon receipt of

9 a consohdation loan under this section except with

10 respeet to eligible student loans received after the

11 date of receipt of the consolidation loan. Loans made

12 under this section shall, to the extent used to dis-8
13 chorge loans made under this title, be counted

14 against the applicable limitations on aggregate in-

15 del 4cdness contai iwd in sections 425( a),

16 428(b)(1)(B), 428A(b)(2), 454, and 464(a)(2).

17 Nothing in this subparagraph shall be interpreted to

18 authorize the Secretary to require agents for consoli-

19 dation loans to receive, to maintain, or to nmke re-

20 polls with respect to preexisting records relating to

21 ttiy eligible stmlent loan (as defined under para-

22 graph (4)) discharged by a borrower in receiving a

23 colisididation loan.

24 ''14) NM( )N OF ELIGIBLE STUDENT

25 LoANS.For the pumose of paragraph (1), the term

A
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1 'eligible student loans' means any of the following

2 loans, if at least one loan is a- loan described in sub-

3 paragraph (A) of this paragraph:

4 "(A) loans made under this part except for

5 loans made to parents;

6 "(B) loans made, insured, or guaranteed

7 under part B except for loans made to parent

8 borrowers under section 428B, including loans

made to parent borrowers under section 428B

as in effect prim' to the enactment of the High-

er Education Amendments of 1986;

"(C) loans made under part E of this title;

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

01'

"(D) loans made under subpart II of part

C of title VII of the Public Health Ser7ice Act.

"(b) AGREEMENTS WITH AGENT.Any agent se-

leeted by the Secretary to operate a program of transmit-

ting consolidation loans from the Secretary to eligible bor-

rowers under this section shall enter into an agreement

with the Secretary which p1'ovides

"(1) that the agent will provide a consolidation

loan to an eligible borrower (on request of that. bor-

rower) only if the borrower certifies that the bor-

rower has no other application pending for a loan

under this section;

J. 47.-011----0 tr
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1 "(2) that each consolidation loan will bear in-

2 terest, and be subject to repayment, in accordance

3 with srhseetion (c);

4 "(3) that each consolidation loan will be made,

5 notwithstanding any other provision of this part lim-

6 iting the annual or aggregate principal amount for

7 all insured loans made to a borrower, in an amount

8 (A) which is not less than the minimum amount re-

9 quired for eligibility of the borrower under sub-

10 seetior (a)(3), and (B) which is equal to the sum of

11 the Lnpaid principal and accrued unpaid interest

12 and late charges of all eligible student loans received

13 by the eligible borrower which are selected by the

14 borrower for consolidation;

15 "(4) that the proceeds of each consolidation

16 loan will be paid to the holder or holders of the loans

17 so selected to eischarge the liability on such loans;

18 "(5) that a consolidation loan will not be made

19 unless the agent has determined to its satisfaction,

20 in accordance with reasonable and prudent business

21 practices, for each loan being consolidated-

22 "(A) that the loan is a legal, valid, and

23 binding obligation of the borrower;

Nt
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1 "(B) that each such loan was made and

2 serviced in compliance with applicable laws and

3 regulations; and

4 "(C) in the case of loans under part B,

5 that the insurance on such loan is in full force

6 and effect;

7 "(6) the reporting requirements of the Sec-

8 retary on the agent and an identification of the of-

9 flee of the Department of Education which will proc-

10 ess claims and perform other related administrative

11 functions;

12 "(7) the alternative repayment terms which will

13 be offered to borrowers; and

14 "(8) such other terms and conditions as the

15 Secretary may specifically require of the agent to

16 carry out this section.

17 "(e) TERMS AND CONDITIONS OF LOANS.-A consoli-

18 dation loan made pursuant to this section shall be made

19 only to an eligible borrower who has agreed to notify the

20 Secretary promptly concerning any change of address. The

21 consolidation loan shall be evidenced by a note or other

22 written agreement whieh-

23 "(1) is made without security and without en-

24 doisement, except that if the borrower is a minor

25 and such note or other written agreement executed

4110 J. 47-0 1-0 110
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1 by him or her would not, under applicable law, ere-

2 ate a binding obligation, endorsement may be re-

3 quired;

4 "(2) provides for the payment of interest and

5 the repayment of principal in accordance with sub-

6 section (c) of this section;

7 "(3) provides that periodic installments of prin-

8 cipal need nob be paid, but interest shall accrue and

9 be paid by the Secretaiy, during any period foi

10 which the borrower would be eligible for a deferral

11 under sectirm 454(a)(2)(B), and that any such pe-

12 riod shall not be included in determining the repay-

13 ment period pursuant to subsection (c)(2) of this

14 section;

15 "(4) entitles the borrower to accelerate without

16 penalty repayment of the whole or any part of the

17 loan; and

18 "(5)(A) contains a notice of the system of dis-

19 cloiure coiwerning such loan to credit bureau orga-

20 nizations under section 430A, and

21 "(B) provides that the lender on request of the

22 borrmver will provide information on the repayment

23 status of the note to such organizations.

24 "(t1) PAYMENT OF PIUNCIPAL AND INTFREST.-

,1 6
J. 47-4)11----0
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1 "(1) INTEREST RATES.-(A) Consolidation

2 loans made under this section shall bear interest at

3 rates determined under subparagraph (B) or (C),

4 "(F) Except as provided in subparagraph (C),

5 a consolidation loan shall bear interest at an annual

6 rate on the unpaid principal balance of the loan

7 which is equal to the weighted average of the inter-

8 est rates on the loans consolidated, rounded to the

9 nearest whole percent.

10 "(C) A. consolidation loan shall bear interest at

11 an annual rate on the unpaid principal balance of

12 the loan equal to not less than 8 percent.

13 "(2) REPAYMENT SCHEDULES.-(A) Not-

14 withstanding any other provision of this part, the

15 Secretary shall establish repayment terms as will

16 promote the objectives of this section, which shall in-

17 dude the establishment of graduated and income

18 contingent repayment schedules. Such repayment

19 terms shall require that if the sum of the consolida-

20 tion loan and the amount outstanding on other stu-

21 dent loans to the individual-

22 "(i) is equal to or greater than $10,000

23 but less than $20,000, then such consolidation

24 loan shall be repaid in not more than 15 years;

J.
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9
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11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 that is a multiple of $5.
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"(ii) is equal to or greater than $20,000

but less than $40,000, then such consolidation

loan shall be repaid in not more than 20 years;

"(iii) is equal to or greater than $40,000

but less than $60,000, then such consolidation

loan shall be repaid in not more than 25 years;

"(iv) is equal to or greater than $60,000,

then such consolidation loan shall be repaid in

not more than 30 years.

"(B) Unless a consolidation loan under sub-

paragraph (A)(ii) will be used to discharge at least

$5.000 of loans made under this part, such loan

slwll be repaid in accordance with subparagraph

(A)(i).

"(C) The amount outstanding on other student

loans which may be Counted for the purpose of sub-

pamgrapl: (A) may not exceed the amount of tlw

consolichition loan.

"(3) ADDITIONAL REPAYMENT REQUIRE-

MENTS.Notwithstanding paragraph (2), the Sec-

retary may, with respect to repayment on the loan

whoa the amount of a monthly or otlwr similar pay-

ment on the loan is not a nmltiple of $5. round the

payment to the next highest whole dollar =mint

0-0 I IO
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1 "(4) COMMENCEMENT OP REPAYMENT.&-

2 payment of a consolidation loan shall commence

3 within 60 days after all holders have, pursuant to

4 subsection (b)(1)(D), discharged the liability of the

5 borrower on the loans selected for consoliilation.

6 "SEC, 456. ADMINISTRATIVE PROVISIONS,

7 "(a) IN GENERAL.In carrying out the provisions of

8 this part, the Secretary is authorized-

9 "(1) to consent to the modification, with respect

10 to rate of interest, time of payment of any install-

11 ment of principal and interest or any portion there-

12 of, or any other provision of any note evidencing a

13 loan which has been made under this part;

14 "(2) to enforce, pay, compromise, waive, or re-

15 leme any right, title, claim, lien, or demand, however

16 acquired, including any equity or any right of re-

17 deinption;

18 "(3) to conduct litigation in accordance with

19 the provisions of section 432(a)(2);

20 "(4) encourage either directly or by way of con-

21 tract or other arrangement the participation of insti-

22 tutions of higher education in the program author-

23 ized by this part; and

24 "(5) to enter into competitive contracts or other

25 arrangements with State agencies, guaranty agen-

J. 47-0 11--0
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1 cies, nonprofit organizations, institutions of higher

2 education, and with collection and servicing agencies,

3 for servicing and collection of loans under this part,

4 "(b) LOAN COLLECTION FUNCTIONS UNDER COM-

5 PETITIVE PROCUREMENT CONTRACTS.The Secretary,

6 by one c.r more contraets made in aceordance with Federal

7 laws concerning Government procurement, shall provide

8 for-
9 "(1) the collection of principal and interest of

10 student loans made under this part;

11 "(2) the establishment and operation of a

12 central data system for the maintenance of records
t.)

13 on all loans made pursuant to this part;

14 "(3) programs for default prevention; and

15 "(4) such other programs as the Secretary de-

16 termines are necessary to assure the success of the

17 student loan program authorized by this part.

18 "(e) LOAN CONSOLIDATION PUNCTIONS.The See-

19 retary, by one or more contracts made in accordance with

20 Federal laws regulating Government procurement, shall

21 provide for loan consolidation in aecordance with section

22 455.

5w
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1 "SEC. 457. SOURCE OF FUNDS FOR FEDERAL DIRECT

2 LOANS.

3 "(a) OBLIGATIONS AUTHORIZED.( 1) The Secretary

4 shall, not later than April 1 of each fiscal year, issue and

5 have outstanding at any one time notes, debentures,

6 bonds, or other obligations in such amounts as shall be

7 necessary to carry out functions under this part, except

8 that the Secretary shall not issue any such obligation with-

9 out the prior coneurreace of the Secretary of the Treasury

10 as to the terms and eonditions of such obligations. The

11 Seeretary of the Treasury may direct that any such issu-

12 ance by the Secretary be sold to the Department of Treas-

13 ury for its own account or to the Federal Financing Bank.

14 "(2) The Secretcry of the Treasury is authorized and

15 directed to purchase any obligations issued under this see-

16 tion, and for that purpose, the Secretary of the Treasury

17 is authorized to use as a public debt transaction the Iwo-

18 ceeds for the sale of any securities hereafter issued under

19 the Second Liberty Bond Act, and the purposes for which

20 seeurities may be issued under the Second Liberty Bowl

21 Act are extended to imitate sueh purehases. Earh pi

22 ehase of obligations by tlw Secretary of the Treasui.y

23 under this section shall be upon such terms and eonditions

24 as to yidd a return at a rate not less than a rate tleter-

25 mined by the Secretary of the Treasury, taking into (qui-

26 sideration the (lima average yield on outstailqiNg mar-
1
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1 ketable obligations of the United States of comparable ma-

2 turity. Interest due on obligations of the Seeretwy held

3 by the Treasury may be deferred, at the discretion of the

4 Secretary, but any such deferred interest shall bear inter-

5 est at the rate specified in this section. The. Secretary of

6 the Treasury may sell, upon such terms and conditions

7 and at such price or prices as he shall determine, any of

8 the obligations acquired by him under this section. All re-

9 demptions purchases, and sales by the .S.'ecretary of the

10 Treasury of such obligations under this section shall be

11 treated as public debt transactions of the United States.

12 "(b) GUARANTEE.-All obligations of the Secretary

13 issued under this section shall be fully and unconditionally

14 guaranteed as to principal and interest and shall eon-

15 stitute general obligations of the United States, backed by

16 the full faith and credit of the Government of the United

17 States of America. Such guarantee shall be expressed on

18 the face of all such obligations.

19 "(c) SCHSIDY PROVISIONS.-(1) Obligations of the

20 Secretary ksued pursuant to this section shall be lawful

21 investments, and may be accepted as security for all ridu-

22 ciary, trust, itnd publie funds the investment or &posit

23 of whieh shall be under the authority or control of the

24 United States or any Officer or officers thereof. All stock

-25 and obligations issued by the Secretary pursuant to this

J. 17-011-0
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1 section shall be deemed to be exempt securities within the

2 meaning of laws administered by the Securities and Ex-

3 change Commission to the same extent as securities which

4 are'direct obligations of, or obligations guaranteed as to

5 principal or interest by, the United States.

6 "(2) In order that the Secretary may be supplied with

7 such forms of notes, debentures, bonds, or other such obli-

8 gations as it may need for issuance under this section,

9 the Secretaiy of the Treaswy is authorized to prepare

10 such forms as shall be suitable and approved by the See-

11 retary, to be held in the Treasury subject to delivery, upon

12 order of the Secretary. The engraved plates, dies, bed

13 pieces, and so forth, executed in connection therewith shall

14 remain in the custody of the Secretary of the Treasury.

15 The Secretary shall reimburse the Secretary of the Treas-

16 wy for any expenses incurred in the preparation, custody,

17 and delivery of such notes, debentures, bonds, or other ob-

18 ligations.

19 "(3) All moneys of the Secretary not otherwise emu-

20 ployed may be-

21 "(A) deposited with the Treasury of the United

22 States subject to withdrawal by the Secretary, by

23 check drawn on the Treasury of the United States

24 by a Treasury disbursing officer, or

6.1. 47-011 ----0
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1 "(B) with Hie approval of the Seeretary of the

2 Treasury, deposited ill any Federal Hescl Tl! bank, or

3 "RI) with the approval of the Secretary of the

4 Treasury, and by authorization of the Secretaiy,

5 used in the purchase for redemption awl retiremeat

6 of any notes, debmtures, bonds, or other obligatimis

7 issued by the Secretary.

8 "SEC. 458. DEFINITIONS.

9 "As used in this 1)art-

10 "(1) the term guaranty agency' has the same

11 meaning given that term by section 4356): and

12 "(2) till' terni 'institution of higher educatioli'
c.n

13 n nwas any eligible institution described in section

14 481 which has demonstrated administrative eapacity

15 to carry Out the provisions of this iiart.".

16 SEC. 452. AMENDMENT 1'1 WIND-DOWN THE STAFFORD

17 STUDENT LOAN PROGRAM.

18 Section 428(a)(5) of the Act is amended to read as

19 tbllows:

20 "(5) DultATIoN AUTIIOHITY.Th, period

21 reP.rred to in paragraph (1)(B) of this subsection

22 shall begin on the date of enactnwnt of this Act and

23 end at the close of June 30, 1996.".

47-011..()

1 SEC. 453. ADMINISTRATIVE EXPENSES,

2 Part G of title IV of the Act is amended by adding

3 at the end the following new section:

4 "AUTHORIZATION OF APPROPRIATIONS FOR

5 ADMINISTRATIVE EXPENSES

6 "SEc. 492. There are authorized to be appropriated

7 such sums as may be necessary for fiscal year 1992 and

8 for each succeeding fiscal year thereafter for administra-

9 tive expenses necessary for carrying out this title, includ-

10 ing expenses for staff personnel and compliance activi-

11 ties.".

Note: Since the draft of the House bill was distributed, the Subommittee has technically
amended certain portions of the bill to clarify certain provisions. Among these technical
amendments arc the following:

I. In section 452, the technical amendment clarifies that for 1996-97 academic year, those
institutions desiring to participate in the direct loan program can do so.

2. In section 452, the technical amendment permits institutions or consortia of institutions to
use a designated lending agent to carry out their irsponsibilities for originating direct loans.

3. In section 454, the technical amendment clarifies that the Secretary shall pay the in-
school interest and interest dining defament periods for subsidized loans, and also clarifies
that borrowers must pay in-school and deferment period interest for unsubsidized loans.

4. In section 454, the technical amendment conforms the unsubsidized loaa interest rate to
the current SLS and PLUS rates by capping the rate at 12 percent.
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The Committee Print for the Reauthorization of the Higher Education Act, Part D of Title
IV, would phase in the replacement of the Stafford, Supplemental Student Loan (SLS),
Parent Loans for Undergraduate Students (PLUS) and Income Contingent Demonstration
Loans with a program of direct Federal educational lending for all families. Beginning
July 1, 1994, 500 schools will be eligible to participate in the program. An additional
1,000 schools will be added for the 1995-96 academic year, and In 1996-97 all
institutions will be able to participate.

The bill has a number of important provisions which, in addition to being less costly to
taxpayers, will improve benefits for students with financial need. Additionally, it will
expand loan eligibility for middle income students and parents and simplify the
application pocess for students and institutions.

Uke Guaranteed Student Loans (GSLs), direct loans will be funded as an entitlement
under the mandatory part of the budget. As in the GSL system, there will be no limit on
the amount of capital that will be available. Capital availability will be determined by
student and parent eligibility.

Student eligibility for subsidized direct loans will be based on financial need and annual
loan limits will be increased to the following levels:

$6,500 for first year students
$8,000 for the balance of an undergraduate degree
$13,000 for graduate and professional students

Perkins loan revolving funds will become institutional endowments to fund additional
grants for students.

Student eligibility criteria for aired loans will be similar to the current SLS program.

Parents will continue to be eligible for direct PLUS loans Without a financial needs test
and the amount borrowed will be increased from $4,000 to the cost of education minus
any financial aid received by the student.

Direct loans will be offered at interest rates similar to the current GSL program, except
that student interest rates will not exceed 8% in the subsidized program. (Under GSL,
the rate increases from 8% to 10% in the fifth year of repayment). Neither a student
origination fee (currently 5%) nor an insurance premium (currently up lo 3%) will
be charged.
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The Secretary of Education will be required to offer students income-contingent,
graduated and conventional repayment plans.

Loan consolidation with direct lending authority will be available to students who have
Stafford, Perkins or HEAL (health education) Loans and also receive direct loans.

Parent loan interest rates will continue at the existing PLUS program level. Interest
income over cost of funds will be used, in part, to toth help offset administrative costs
and cover any defaults in the program.

The direct loan program will be financed through the sale of government securities by
the Secretary of the Treasury and counted in the budget under the provisions of credit
reform.

The Secretary of Education will receive the proceeds from Treasury sales and authorize
the funds to eligible institutions of postsecondary education.

On behalf of the government, Institutions will determine student and parent eligibility,
prepare necessary promissory notes and allocate funds to students following procedures
similar to those used in the Perkins Loan Program.

Each institution will transmit signed promissory notes to its ED contractors which will
be responsible for servicing and collecting loans including the use of IRS offsets on
defaulters.

The Secretary of Education will operate the servicing aspectS of the program through
competitive, private sector contracts, including a contract for management of the
national direct loan data system, servicing, collection, and loan consolidation.

Institutions will be provided a $20 per loan administrative fee each year.

To ensure adequate administrative support for ED, student aid administrative costs will
be mandated via line items In appropriation bills.

Like GSLs, direct loans will be exempt from the Truth In Lending Act.

2 5 ;7

BEST COPY AVAILABLE



ROBERT E. ANDREWS

fiRsr DISTRIcr, New JERSEY

TENTATTII

EDUCATION ANO LADON

NISCONNATIM

DOIOYMINT women's
MALTS ATIO Will

KNITIECENIONITT EDUCATION

Dear Coheague:

Congas% of tije ntttb litatto
Imose of Stprolentatibts
imoington. Il( 20515-3001

September 24, 1991

TINNITITENT

WAY OUSTIMESS

ANTITMT.
MACE 01 OINIOULMON.

MO le01,0GY
INIOULMM. 'Moon ommutinies.

MO WM,

ERECT coeurrrn ON
NANCOOLS MUM MO CONTIKK,

RE: DIRECT LOANS

A number of peopte have requested background material on some of the inaccurate
and misleading information recently presented by opponents of direct lenoino.
Documents circulated by several guarantee agencies and the Student Loan Marking
Assooation have raised a numoer of questions. Most take their lead from Education
Secretary Alexander's June 28. 1991 letter to House Eiucation and Labor COMMinee
Chairman Bill Ford.

It is understandable that the entities that presently benefit from the Federal
subsidies in the Guaranteed Student Loan Program (GSL) would object to a proposal that
would ;e-tafget billions of dollars from them to students and their families as weii as
simplify the student loan process.

The savings of direct federal lending over guaranteed lending are real ano
significant. This has been confirmed by responsible analysts in the Education
Department, CI30 and the GAO. The estimates may be relined, but as even one guarantee
agency head recently wrote "...I am willing to concede for now that some savings would
accrue.".

Direct lending would enable the Federal government to leverage private sector
dollars by paying wholesale prices for its student loan capital rather than the retail
rates now pad for GSL capital.

Some have argued that simplifying the delivery of loans to students wow make
direct lending worth doing even if no savings resulted. However, expected savings of
approximately $1.4 billion in the first year and $6.6 billion over tour years are not
unreasonaole. These savings could be directed to even greater numbers of eligible
students arm 'lair families.

While the February 1991 Kidder. Peabody 8 Co. reDort that reviewed the ED
projections raised minor questions about the Departments estimating procedures. the
bottom line was that We believe that it is not unreasonable to project that ED can
realize 10% to 15% resent value savings over the life of the loans thorough sucn a
program (direct loanc..." Further. Kidder, Peabooy stated that '...ED professionals
working on this project are highly competent. and ... a significant amount of effort was
devoted toward the preparation of these projections... (A)lt of the variables we oelieve
are relevant to a comparison of a affect loan program to Mecurrent GSL program seem
to have been accurately incorporated in ED's projections...*
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To those of us who have studied direct loans. is curious that the Sallie Mae
document on costs indicates that such a program could result in revenue losses at the
state and Federal levels. Our analysis indicates that lenders interested in making ION
would no doubt invest in other areas ancl the so caNed revenue losses would be restored.
There may be some modest loss, however, since a recent ED study indicates that GSL
loans are more profitable than home mortgages and car loans.

Assuming, however, that the revenue loss estimates are correct on this point. the
$140 million Federal revenue loss estimated would suggest profits of about $400
million for the program. These profits would occur atter expenses, including seven
figure compensation packages for Sallie Mae CEOs and six figure salaries tor non-profit
guarantors.

Since civil servants at Treasury can readily handle all of the financing aspects of
direct loans, the need for more highly compensated personnel will be diminished.

On June 28. 1991, Secretary Alexander sent a letter to Chairman Ford listing
three '...Issues which must be examined for any direct loan program.' In a subsequent
August 23, 1991 letter to its network. the United Student Aid Funds stated that
'Secretary Alexander has identified with exceptional clarity and forthrightness the
weaknesses in the proposal for direct loans. He effectively counters the specious claims
of significant savings widely proclaimed by (direct loan) proponents.'

Following are Alexander's alleged "weaknesses" of direct loans, and my
responses:

1 increased Federal Det
'The direct loan approach envisions capital raised by the Federal Government.
Budget scoring under fhe Credif Reform Act would not 'count' this capital as
budget authority or outlays, but this borrowing would sfill have a very direct
negative impact. It adds directly to the national debt. At current volume
prorections, roughly $10 billion (the univbsidired portion of loan volume)
would have to be borrowed by the Fedeial Government in the first year. Over a
20 year period, borrowing would be between $200 and $300 billion. Loan
repayments would not be material for many years.'

Notwithstanding the Secretary's concern. Credit Reform makes good sense to the
economistssee the CEO Dec. 1989 study and others. As one might recall from
Economics 101, loan guarantees have the same effect on the economy as direct loans. In
fact. GSL loan guarantees are listed in the President's FY 92 budget as a 100%
contingent liability of the Federal Governmentlhe same as would be its
responsibility for direct loans, Loan guarantees impact treasury bill rates virtually as
much as direct borrowing and loan guarantee programs are more costly overall.

Opponents of direct lending have further attempted to contuse people by mixing
the annual deficit with the national debt. The $10 billion dollars in loan volume
each year would be added to the $4 trillion dollar national debt. If direct loan savings
were not given to students, they could be used to reduce the annual deficitsomething
that really counts.

2
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2. Bisk to the Federal augment
"The current problems in the financial industry clearly dmonstrate the
importance of considering risk to the Government in any new policy vnture. The
Federal direct loan optton would shift all loan nsk to the Federal Government.
Knowledgeable individuals may disagree on the extent to which the Current
reinsurance rules and lender guarantee agency due diligence requirements
actually share risk, but there a no question that the Federal Government's risk
is now less than 100%.'

II the risk is now less than 100% for GSL. one- wonders why President Bush
considers GSL capital a 100% contingent liability c: the Federal Government. If there is
risk. it is due to mismanagement on the part of lenders and, for the most pan, guarantee
agencies. The current program is not structured to incur risk. The stales do not
appropriate money for defaults. If agency annual default triggers go into effect for Dart
of a year, the cost is borne by launciered Federal dollars or student insurance premiums.
If one is concerned about reducing Federal risk, then one neeas to reduce the
government's exposure to while collar crime Offered by the current system. Direct
loans reduce Federal risk by providing clear, simple lines of accountability.
Government servicing contracts, with positive performance bonuses and direct
government oversight, wiii further reouce risk. However, if policy makers believe
there should be some form of risk sharing in direct loans, then they and their
supporters should send such a proposal to Congress.

3. Management of the omorarn
'The use of contractors for loan servicing and default collection does not in any
way reouce the complexity or enormity of the Federal administrative tasks
inherent in starting up a direct loan program while at the same time wincing
down the guaranteed program and managing that program for some considerable
period into the future. This Department is not currently prepared for sucn
tasks. Cur management review of the Wm listratIon of the loan programs has
mace that abundantly clear. My new management team needs time to put new
systems and proceaures in pace.

This Point would make sense il one looks only al the GSL program which is minty
acknowledgeo as unmanageaole. Perhaps that is why the report of the Senate Government
Operations Committee. which Sen. Sam Nunn chairs. recommends that alternatives to the
guarantee agency system by cc aidered.

Naturaily. the Educanon Derwiment is '...nct currently ready-- to manage
direct loans. The program riasryt been enacted. However. with a July 1, 1994 start-up
date and building from existing ED delivery systems that have been shown to wont.
surely direct loans can be ettectwew implemented under the leadership of a former
governor and university president ano a past president of the Xerox Corporation.

Institutions that have studied direct tending believe that it wdl ease institutional
administration and serve students better, Administrative costs and possible liabilities
for institutions may indeed be less unoer direct fencing than under GSL. accoroing to
institutional representatives who have thought this program out with great care

Financing for direct loans will be handled by Treasury the same way il raised
cacital for Sallie Mae until 1981. That system wonted. Moreover, Sallie Mae still has
$4.13 billion of Treasury acquireo capital as an asset.

6i 3

If a college, university or trade school can process a Pell Grant or GSL, it can
handl direct bans. For the student as well as the instituUon, the apclication proCess
would work much like Me Pell Grant program. Students would Sigh promissory notu
that the institution would forward to its servicing agent. The OppOrtunity lor error
would be considerably less than that of the complicated GSL program and the simplicity
of the operation would reduce overall institutional 0;:ists.

Indeed, direct loans promise a number of significant operational advantages to
institutions:

--Fewer disgruntled students; fewer students unaware of who holds their loans;
fewer students with multiple lenders;

--Elimination of complicated GSL overaward procedures;

--Elimination of the need to process thousands of cheCkS
made out to the institution and the student;

--Improved cashflow:

--Elimination of financial aid transcripts;

--Elimination of multiple guarantee agency forms and rules.

The Education Department has done a good job of managing student loans with
contractors for the Pell Grant and campusased programs. Direct loans are in no way
comparable to the old FISL guarantee program and the Department has developed
considerable expertise in collections over the years. In fact, the cUrrent Deputy
Assistant.Secretary for Student Assistance recently indicated that ED can do a better job
of collection on defaulted loans than guarantee agencies.

Some have asserted that direct loans would be open to fraud and abuse by
Institutions. One only has to look at the capers undertaken by some lenders and
secondary markets in the current program to know that fraud and abuse in the existing
loan system is not confined to a few schools. Without over 50 guarantee agencies,
thousands of lenders, and secondary markets to oversee, the Department's efforts can be
focused on contractors and schools. With clean lines of accountability and financing
managed by Treasury, opportunities tor fraud and abuse would be minimized.

Further, the reauthorization of the Higher Education Act will complete the task of
removing unscrupulous schools from the student aid programs with changes in
institutional eligibility requirements.

In addition to the Secretary's objections, listed above, an added argument yamst
direct loans is that trade schools will use them to increase tuition. Whatever ones view
about that, there can be no difference between GSL and direct loans on that point. The
Administration has proposed increasing loan limits for the GSL program. if there is an
incentive to increase tuition artdicially it would be the same with either program.
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Finally, some have predicted phase down problems with the guarantee program.
Certainly, lenders will want their claims paid on outstanding loans and will, therefore,
perform due diligence. Guarantee agencies will be supplied an administrative allowance
based on outstanding loan volume lo assist it the process. As the HEAF problem
demonstrated, loan guarantees can be transferred. A shakedown among guarantee
agencies is widely expected in the near future, even if the direct loan program iS not
enacted.

Ultimately, lenders participate in the GSL program because it Is profitable. In
the transition from GSL to direct loans, one must assume the same economic process
would continue. It is hard to accept the usual 'sky is falling" cry that we have heara so
many limes before from the advocates of traditional lenders. In any case, higher
education does business with the lenoing industry in a vahety of ways: one would hooe
that. during a tranVion, a spirit of cooperation would prevail from corporate
boararooms.

With a July 1, 1934 start date for direct lending and the phase in plan provided 8
smooth transition is possible.

Direct loans offer a wonderful opportunity to turn the corner on the 1980'S
decline in support for students and families. One would hope that the lending industry
will recognize the social benefits of direct loans and offer their support while finding
other investment opportunities and participating in the servicing and support functions
of direct lencling.

Sincerely,

ROGERT E. ANDREWS
Member of Congress
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THE PROPOSAL FOR DIRECT LOANS: AN UNEASY CASE

In its search for ways to distribute assistance to students at a lower cost to
the federal government, Congress has indicated its willingness to seriously
consider phasing out the existing Guaranteed Student Loan Program with a
"direct" loan program. Under such a program, the current network of private
capital providers -- primarily commercial banks, savings and loans, and credit
unions, supported by both for-profit and non-profit secondary markets -- would
be replaced by the U.S. Treasury which would raise capital for student loans.
Instead of private lenders making loans to students and disbursing funds
through the schools they attend, the federal government would, through a new
and untried mechanism, disburse funds to schools, who would make loans to the
students who qualify.

Three principal reasons have Deep cited by proponents of the direct loan
concept as the rationale for scrapping the existing Guaranteed Student Loan
Program (GSLP) and its 26-year history of success, in favor of an untested
approach to providing education credit. First, it is said that the direct loan
program will be less costly to the federal government than the GSLP; second, the
direct loan program will be simpler to operate than the GSLP; and third, the
direct loan program will proside schools with a more desirable degree of controlt.d
over the loan process. Upon closer scrutiny, the direct loan program would not
likely deliver on any or these claims. Instead, it promises to inject concerns and
risks that are not inherent in the existing GSLP and reduce the level of service
received by students, parents and schools. These concerns become apparent as
one compares the direct loan approach with the existing GSLP on the basis of
the factors of simplicity, reliability, allocation of burdens, quality and integrity,
all of which tell us how good a program is.

Direct Loans Do Not Cost Less Than Guaranteed Student Loans, In Fact, They
Cost More

The question of federal cost savings, which is perhaps the paramount issue
for proponents of direct loans, while not entirely divorced from qualitative
issues, has been the subject or separate quantitative analyses which tell us how
much it costs to deliver loans to students which are funded directly by the
United States as opposed to the existing GSL program. As the attached analysis
indicates, the promised sasings associated with a direct loan program are simply
not there. If the actual costs of direct loans are recognized rather than the
partial costs currently identified by the GAO and the CBO, there will be no
savings to the Federal Treasury, and no additional source of funds that can be

used to support other financial aid programs.

Sallie Mae's analysis shows that, when all of the costs are accounted for,
direct loans will cost the federal government $159 million more in the first year
than a comparable amount of guaranteed student loans, in addition to the
federal costs, other program partners -- schools, servicers and others -- will need
to allocate nearly $500 million to create the administrative mechanisms
necessary to run a direct loan program. Assuming that a direct loan program
delivers the same amount of aid to students as the existing guaranteed loan
program, no federal savings would be available as a result of the switch to direct
loans until at least Fiscal Year 2005, and even then the savings would be
minimal.

Pkect LendinE Will Not Simplify Loan Administration

While at first blush direct loans may appear to be simpler to administer
than guaranteed student loans, there is, on further reflection, no support for this
assumption. The direct loan program would necessarily insolve the development
of a complex system of funding mechanisms, none of which currently exist, and a
vast increase in the administrative (and cost) burden for schools. Direct lending
would have to he administered through a massive federal data system that would
dwarf, in size and complexity, the often promised but as yet unimplemented
National Student Loan Data System. As proposed, direct loan allotments would
be disbursed to schools through a funding channel that begins at the Federal
Treasury and ends at the financial aid or business offices of more than 9,000
schools or their lending agents. Schools would have to request funds in an
application submited well in advance of the commencement of eacb school year,
based on the estimated need of their students, and disburse funds directly or
through agents tr each student individually via check or credit to their account.
The efficient delivery of loan funds would be depoident on the centralized
federal data sys,,em and its ability to successfully interact with funding agents
and intermediaries in order to deliver loan dollars to schools. Following each
transaction involving the school would be a comprehensive audit trail that would
have to account for the loan fund whether managed by an agent or directly,
track full and partial loan cancellations to borrowers who never enroll or leave
school early enough to qualify for a refund, and serve as back up for the funding
requests made to the federal government. Schools that did not initially receive
sufficient funds based on their estimates would have to reapply to the federal
government for additional allotments in the hope that these funds would be
made available in time to meet the needs of students. Students that enroll at
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less traditional times, such as those attending schools with trimester systems, or
those undertaking independent programs, would be especially exposed to delay
as would those students whose need for financial aid did not arise until after the
start of the school year.

Direct lending would not necessarily simplify the loan process for students
or parents. Most student loan borrowers obtain their loan applications through
the school today, as they would under a direct loan program. Borrowers who
attend more than one school (e.g., community college students that articulate
into four-year schools, or undergraduates who continue their studies as graduate
students) would, by definition, obtain their loans through multiple lenders and
would, likely, have their loans serviced at multiple sites. These students would
not have the option, as they do today, to receive all their loans through a single
lender, nor would parents whose children attend different schools be able to
obtain loans from a single source. Since few schools will service direct loans
once they enter repayment, accounts will be transferred to loan servicing agents
just as most are under the existing guaranteed loan program. Any advantage
envisioned in the borrower's dealing directly with the school will disappear as
soon as repayment begins; schools will have no more impact on the borrower's
repayment behavior on kArect loans than they do with regard to loans made
today under the current system, and they will still be held accountable for loan
defaults.

Students Could Not Rely on the Availability of Direct Loans

The reliability of the system of loan delivery is key to the issue of student
access to higher education. In the current GSL system, loan capital is available
virtually on demand, regardless of the stage in the academic year it is requested
or the school's expectation of need for such funding. Recent innovations in
GSLP loan delivery, as well as the constant spur of a competitive marketplace,
have significantly reduced the processing time for loan applications, minimized
the paperwork burden on schools, and helped to ensure that funds are availableto students in a timely fashion. The inherent constraints of a federally directed
system prevents the delivery of funds to students from being as efficient or
reliable as the current model. This is because of the built-in limitations of any
single source of funds system; the time-consuming cumbersomeness of annual
school-by-school application for funds based on estimates of need and demand,
which are then reviewed by the Government for reasonableness; and because
there is no market-driven incenthe for the Government to move expeditiously in
approving and supplying the needed funds. In point of fact, the Government
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saves money as the delivery system bogs down and funds are held longer by the
Treasury. Given its recent track record in performing its limited tasks under the
existing GSLP, there is good reason to be concerned about the ability of the
Department of Education to deliver the services necessary to ensure the
uninterrupted flow of loan capital to students and parents. It is instructive to
recall that tbe program of federally insured loans in which the government
directly insured loans under the GSLP gave way to a program or insurance by
guaranty agencies largely due to management inefficiencies and failures or the
central government. As if in remembrance of this recent history, the Secretary of
Education recently advised the Congress "this Department is not currently
prepared for such tasks." In addition, there is always the risk of a short-fall In
appropriations for, or administratively imposed restraints on, the use of funds
appropriated to support the government's loan delivery system operations.
When direct loan funds are not delivered when needed, schools will have no
choice but to, in effect, provide the necessary interim student financing from
their own resources. Students attending schools that cannot provide this "float"
will be unable to meet their educational costs and may have no choice but to
withdraw.

Direct Lending Will Increase the Administrative and Financial Burdens on
Schools

There can be little doubt that the administrative burden (and expense) for
schools will increase dramatically under a direct loan model. Today some
schools may have to deal with a large number of guaranty agencies on a regular
basis and occasionally uirectly with loan holders, but their interaction is, as a
rule, limited to supplying current information as to whether the borrower is still
enrolled in school. Under direct lending, schools will still have to report
borrower status and other information to perhaps a large number or government
collection contractors, as well as the government itself, who will be attempting to
respond to borrower inquiries. In addition, of course, schools will be responsible
for the opening orteller windows" to deliver funds to students; executing
promissory notes; issuing checks to students; maintaining student loan records,
including the safe-keeping of promissory obligations, in accordance with federal
requirements; ensuring that in making loans they are in compliance with local
consumer protection laws; complying with all federal regulations and other
issuances governing their administration of the loan program; and preparing for
extensive federal audits and reviews of their operations. This is in addition to
the loan counseling and eligibility determination responsibilities they perform
under existing program rules. Schools will be stepping up for these
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responsibilities based on the promise of a flat-fee administrative allowance from
the federel government, unrelated to the actual costs they incur. Given the
checkered history of the Government in meeting its obligations to fund such
allowances for other aid programs, including the GSLP, and the extent and
potential price-tag of their administrative duties, there is no assurance that such
an allowance will either cover the costs of schools or be available to them in a
consistent and timely manner.

Dirvt Lendinz Will Not Provide Schools With More Freedom or Control Over
Student Lending

Whik the direct loan program necessarily shifts burdens and risks
currently borne by others to the schools, the schools will receive little, if any,
offsetting benefits in the form of additional control and discretion. The ruks
governing the eligibility of students and parents, the amounts they are entitled to
borrow, the needs to be met, the repayment terms, the timing of disbursements
to borrowers, the processes and record-keeping to be employed, will all be
determined by federal rules as is the case today in the GSLP. On the other
hand, the amount of federal oversight required to monitor the direct use of
federal funds and its collection can be expected t. Je an order of magnitude
increase over the GSL. This follows from the fact that, while financial
institutions are subject to independent oversight by financial regulators, there
can be no such reliance when loans are made by schools the Department or
Education will have to assume the role of financial and program overseer. Given
that the GAO, the Inspector General, Members of Congress, and others have
been pointing to a need for increased monitoring or federal financial assistance
programs, it can be expected that the Department of E icatimi will be required
to commit itself to the adoption of strict Oversight policies and pror ..res

commensurate with the increased financial and administrative responsibilities
assumed by schools in direct lending. Accordingly, colleges and univeisities may
well find the oversight, Review, and auditing procedures that will necessarily be
instituted by the Federal Government to be time consuming and costly,
occupying considerable staff time of financial aid and business offices. Building
on recent trends, it could also be expected that the heavy presence of a federal
regulator (or its agent) might ultimately lead to unwanted federal ih ^rference in
traditional areas of institutional jurisdiction such as admission standai ds,
affirmative action, tuition charges, and the packaging of financial aid.
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Direct Loans Place Schools at Financial Risk

Schools will be stepping up for a great deal of risk and uncertainty as a
consequence of their participation in a direct loan program. Under the current
GSLP, approximately 11 percent of .01 loan default claims are not paid by
guaranty agencies or the Federal Government due to defects in their origination
or servicing. This risk is borne primarily by loan holders, with the remaining
portion being assigned to senicing agents. Presumably, a direct loan model will
assign the risk of non-compliance to the school and the loan collection
contractors.

Since the school is responsible for disbursing the loan to the student, it
xxill bear primary responsibility for errors in loan origination. If, for example,
the puimissory note is not properly completed, if the loan was not made for an
amount allowable under the needs provisions of the program or is in excess of
annual or multiple year aggregate limits, if the funds are disbursed to the
student too early or too late in the academic year, or if the origination audit trail
is not sufficiently detailed, the school will be expected to bear the financial
consequences of its mismanagement of federal funds. These risks are added to
the risks of loss that schools currently operate under in connection with their
certifications of borrowers for GSLP eligibility -- if the borrower is incorrectly
certified by the school, the guaranty agency or the Secretary reqdests recompense
for the benefits paid on the loan. As direct lenders, schools can expect to have
to defend themselves against a rising tide of borrower lawsuits alleging that they
did not receive the education they mre promised or that the school did not
comply with applicable state or federal disclosure or other consumer protection
lam and that, therefore, they should not be responsible for repaying their loans.
Borrower success in such suits results in an unenforceable loan for which the
Goxerntnent will expect the school to reimburse the Treasury. Schools that
choose to act as collectors of direct loans will be stepping up for even greater
risk in that they will also be held C.,ancially accountable for all errors in the
servicing of direct loans.

As lenders under the GSLP can attest, there is no small amount of risk in
originating and servicing student loans. As a profit-making financial institution,
a lender expects to absorb some of the losses associated with that risk. It is an
inherent part of its business, and it has the expertise necessary to limit those
risks. Public and non-profit private entities, such as two- and four-year colleges
will have no loan earnings to offset such losses and may be iH-equipped to keep
them at a minimum. Stale-supported schools will encounter additional
difficulties in having to use public funds to offset penalties assessed due to its
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administrative failures in regard to making or servicing direct loans.

The Quality of Loan Administration and Services Will Decline Under Direct
Lending

One of the inherent advantages of the Guaranteed Student Loan Program
and its reliance on the private sector to supply capital and perform critical
functions is the benefits derived from competitive market forces. The interplay
of these forces results in the continual development of products and services
designed to enhance the quality of loan administration. Loan servicers, lenders,
secondary markets, software developers, and guaranty agencies are among those
who are spurred by the competitive pressures of the marketplace to develop and
maintain quality products which deliver increasingly efficient services to schools
and student,. In recent years, for example, these partners in the GSLP have put
on the market: faster, less paper-oriented ways to deliver funds to students and
schools; automated, overnight loan guarantee systems; debt management
softare packages; sophisticated, desk-top loan origination and management
systems for lenders and schools; automated, dial-up loan inquiii systems for
students and schools; advanced collection techniques; and servicing systems
capable of offering borrowers a wide range of repayment options. Experience
tells us that this type or compditive strive for quality is the exception rather
than the rule in centrally administered federal systems. Rather than taking
advantage of the diversity of the marketplace and the full capacities of service
providers, federal eontrads generally force all providers to a middle-ground,
where minimum contractual standards are met and federal cost limitations are
paramount. There is little incentive for a federal senice provider to develop
expensive systems or innovative new techniques, when there is no assurance that
an existing contract will be renewed (typically in a two- or three-year cycle) and
when low cost is generally given precedence over imagination or resourcefulness.
In setting qualification standards, the federal government will have to be careful
not to raise its standards too high, or it will risk not having enough bidders to
keep the price in line. The end result of such a move away from the private
sector will almost certainiy be a diminution in the level of customer ..tmce
received by schools and students and a dampening of provider willingne is to
perfect their products.
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Direct Loans Will Tend to Further Undermine the Integrity of the Student Loan
program

Student loans have found themselves under increased scrutiny in recent
years. This is largely due to the risidg federal costs of loan defaults and reports
of fraud and abuse, primarily among a limited number of schools participating
in the loan programs. Recent Congressional hearings and reports by federal
agencies have pointed out the poor track record of the Department of Education
in policing the loan program participants, in unearthing evidence of fraud, and
in successfully stemming the flow of federal funds to schools that are abusing
ftderal funds or defrauding students. While there are admittedly an alarming
number or bad apples in the student loan barrel, their number has been limited
by the oversight carried out by guaraoty agencies in their areas ofjurisdiction.
Guaranty agencies have become the primary enforcers of student loan rules and
the first line of prevention against those who would abuse the loan program. By
conducting comprehensive program reviews, working closely with local law
enforcement and consumer protection agencies, and investigating borrower-
initiated complaints, these agencies have successfully prosecuted persons
involved in loan fraud and stripped undeserving schools of their loan eligibility.
Under direct lendihg, the overall integrity of the program can be expected to
decline as the network of program overseers shrinks and the protection of
student borrowers vanishes. As the integrity of the program continues to be
undermined, the continued viability of student loans as a form of student
assistance and its political foundation twill be called into question.

All oversight responsibility in a direct loan program would fall to the
Department of Education, which has repeatedly proven that it is incapable of
carrying out its currently more limited responsibilities under the GSLP. The
existing expertise of guaranty agency program review teams and their ability to
coordinate with local agencies would be lost. The opportunities for fraud and
abuse would niultiply greatly and the chance of preventing such acthities would
be severely diminished. Because of their local positioning, many guaranty
agencies have been able to stop acts of fraud before they are widely perpetrated.
The same Is not true of the federal government whkh historically has been.slow
to react and generally only takes action after a widespread fraud has become a
matter of public knowledge.

Also lost under a switch from guaranteed to direct lending is the effect of
the credit marketplace on students' decisions on where to attend school.
Currently, if a borrower encounters difficulty in obtaining a loan for attendance
at a certain school he or she may seek cut the reasons why and find that the
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school's default rate may be excessive or that the educational program has not
translated into a high rate ofjoh placement. This is the type of result that the
Department of Education has hoped for when it recently encouraged lenders to
take a more careful look at the types of schools for whose students it makes
money available. If such a student goes so far as to contact a guaranty agency
lender of last resort program, the borrower will most probably receive additional
counseling and a list of alternative programs that offer similar training.
Students seeking direct loans will obviously not be provided with any such
counseling on alternative programs at other schools or with early warning that
the program they are intending to enroll in may not be their best option.
Student borrowers mill be a captive audience of the school and will not have the
benefit of information on program quality supplied by impartial sources, such as
:he lender or guaranty agency.
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TIIE RFAL COSTS OF DIRECT LENDING:
A COMPREHENSIVE ANALYSIS

Its proponents argue that a direct loan program will save the federal government
millions of dollars each year in comparison to the costs of the existing Guaranteed
Student Loan Program and free up funds for use in other financial aid programs. To
examine these claims in more detail, Sallie Mae conducted a comprehensive
omparative cost analysis of direct lending versus guaranteed loans. The following

highlights the results of this examination. The full analysis, including supporting
documentation, is available from Sallie Mae on request.

DIRECT LOANS DO NOT COST LESS THAN GUARANTEED STUDENT
LOANS IN FACT THEY COST MORE

Reports of cost savings associated with direct lending have relied on
a new generation of "smoke and mirrors" stemming from Credit
Reform legislation enacted in 1990. These reports count, for budget
cost purposes. only the costs of the loan subsidies and neglect both
the ongoing federal administrative costs of direct lending and the
program costs of direct lending that are borne by others, such as
colleges.

Taking all expenditures of taxpayer funds into account, the total
costs to the government of the first year of direct lending will be
$159 million more than the cost of a comparable amount of
guaranteed loans.

When other costs borne by parties other than the federal
government are added to the expenditure of taxpayer funds, the
total cost of the first year of direct loans will be $647 million more
than it would be in the GSLP.

The government will not begin to save any money as a result of
direct lending until at least Fiscal Year 2007 and, even then, the
savings will be minimal.



TO DATE, ANALYSES OF DIRECT LENDING HAVE UNDER-STATED THE
COST OF DIRECT LOAM

The actual cost experience in the GSLP tells us that the costs of
servicing direct loans will be considerably higher as much as
400% higher -- than the amounts factored into Congressionally
sponsored cost analyses.

The switch to direct lending will require the federal government to
make a multi-million dollarinvestment in pei sonnet and data
processing resources. These start-up costs, estimated at $82 million
in the first year, are not recognized in any other cost estimates.

The inefficiencies associated with abandoning the established
network of loan providers and replacing them with a new set of
players who will not have the same incentives, experience or capital
will result in an increase in loan defaults and heightened
opportunity for program abuse.

Existing costs analyses do not address the additional costs and
government borrowing (estimated at 1 billion for the first 5 years)
required to ensure borrowers' future ability to consolidate their
direct and guaranteed loans.

Additional borrowing by the federal government will adversely
increase the cost to the government of direct loans and add to the
national debt. These costs have not been taken into account by
other analysts.

SCHOOLS WILL NOT BE ADEOUATELY REIMBURSED FOR THE COSTS
THEY INCUR IN MAKING DIRECT LOANS

Conservatively, schools will have to spend $420 million to prepare
themselves to administer direct loans.

Once they are operationally ready to deliver direct loans to students,
schools will find that their costs of originating direct loans will be
up to three times greater than the $20 per loan the government
proposes to reimburse them for their services this weans that
schools will be spending as much as $120 million each year out of
their own pockets to coNer the costs of making direct loans, in
addition to the costs they will incur for their other administrative
duties under a direct loan program.
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Schools will be expected to shoulder the risk for any loans that are
not made in strict compliance with federal standards and to
reimburse the U.S. Treasury for loans that are not properly
originated.



Student Loan Marketing Association
GSLP Program vs. Direct Lending Program Cost Comparison

$9 Billion Loan Cohort
(present value dollars in millions) (1)

I. Subsidy Costs:
Origination Fees
Reinsurance Fees
Stated rate/Special allowance
Defaults less collections

Interest income
Principal payments
Collections
New funds (2)

Total subsidy costs:

II. Administration Costs:
ACA
Tax revenue offset
Administrative expenses
Origination/Servicing fees
Collection fees

Total administration costs:

III. Other Gove,nment Costs:
Additional cost of funds
USDE lender of last resort
USDE systems

Total other costs

TOTAL GOVERNMENT COSTS 1

IV. Servicer/School Costs:
School/servicer capital costs
Contractor loss liability

Total servicer/school costs

TOTAL PROGRAM COSTS r

Budget Year FY 1992 GSLP Better/(Worse)
Than DLPGSLP DIRECT LOAN

391

15

(1,704)
(1,052)

$ 1,822
3,821

524
(7,350)

(2,350) (1,183) $ (1,167)

(63)

189

(89) (171)
(608)

(269)

37 (1,048) 1,085

(63)

(96)
(82)

(241) 241

(2.313) $ (2,472) 159

(459)

(29)

(488) 488

(2,313) (2,960) 64-7 ]
(1) Gash flows discounted at 6.3% (7 yr. treasury note projected rate)
(2) Car0 flow is net of origination fee (5%) aid guarantee fee (1.6%)



Issues for Consideration

We encourage your consideration of these issues. You may wish to consult with
institutional leadership, your business office, and any othcr interested institutional persormel.
Questions have bun categorized into operational or policy areas. Where possible, the
section numbers of the draft legislation have been included for your reference.

Operational Issues

1. Section 451: The language in section 451(d) states that "An institution whose
appheation has been approved by the Secretary undcr section 452(b) shall be deemed to
have a contractual obhgation from the United States for making the payments specifled in
that application." Is this an open entitlement covering all eligible students, or only for the
amount specified on the application?

2. Section 451: Pursuant to section 451, the Secretary is required to make initial payments
available to institutains by July 1 of the academic year which begins after that date.
Additionally, as pan of the application that must be submitted to panicipatc in the program.
1HE5 must estimate the needs of the students at their institutions. The initial payments to
IHEs will be based on these estimates. Assuming that the deadline for submitting these
estimates wilt need to be well before April 1 (when the Secretary must issue bonds to
finance the program pursuant to section 457). will IFIEs be able to accurately estimate their
need for loan funds, especially in light of the unsubsidized loans which parents may borrow
to replace EFC? From the draft bill description, it is unclear whether or not schools will
have an opportunity to adjust their funding requests later in the year. Should more detail
bc provided, or should we assume that the Department will accommodate this in
regulations?

3. Section 451: It appears that the language in the bill does not provide for subsequent
payments to institutions if their estimates arc incorrect except in section 45I(c)(2) where it
states that "Payments of entitlements by tha Secretary under this part shall be made
promptly." Is this provision adequate to ensure that IHEs will have the funds they need to
administer the program? Institutions may perceive "promptly" to mean prior to
disbursement. Will the Treasury or ED be motivated to provide this assurance or will
current ntract reimbursement procedures be followed, which usually does not insure
payment :ad 30 to 45 days after the expense has been incurred? If Hi Es art given only
one opportunity to receive funds, will this be an incentive to grossly overestimate need'?
Given the multiple disbursement requirement in section 454(d), the bill does not specify
what ponion of the total estimated (or actual) need for funds IHEs will receive as an initial
payment. Should this bc specified in the statute? If IHEs receive the estimated amount
needed for the entire academic year as an initial payment, what is an 1HF. to do with the
ycar's loan funds prior to subsequent student disbursements? Is it likely that the Treasury
would want to advance all of these funds to schools up front? If not, how will the funds
flow to the school?

4. Sectioi. 452: The Secretary shall establish the application deanne dates and
information or the application to ensure the correctness of the institution of higher
educatiolos (111E's) estimated need for funds. What constitutes "correctness'"? If the
Secretary disagrees with the institution's estimate of need, could he/she approve a lower
amount? Do schools have any ability to appeal? What information would a school provide
to justify its request?

7 ')

5. Section 452: In lieu of reimbursement for its expenses in administering its student loan
program, 111Es am entitled to a payment in accordance with section 489 OR an amount
equal to $20 per academic year for each student enrolled in that 1HE who receives a loan.
(These payments are also established as an entitlement). Is $20 a reasonable payment for
an institution? Could your institution panicipate without the fee? Schools will obviously
have some additional administrative responsibilities under a dimct lending program as well
as being relieved of other administrative tasks. In comparing these responsibilities, do you
feel that this will be mom work or less work for your institution? Do you have adequate
staff to carry this out or will your school have to add additional resources?

6. Section 452: In section 452(b)(3) it states that "the note or evidence of obligation on
thi, loan shall be the property of the Secretary and that the IHE will act as the agent for the
Secretary ONLY for the purpose of making loans under this pan." Where does
institutional liability begin and where does it end in this process? If a loan was improperly
originated or fails to include a required statement or signature, is the school liabk for it
until it is resolved? Will ED have the authority to disable any incomplete or improper
loan? How will these decisions be made and how will differences be reconciled?

7 Section 453: Should there be a provision to preclude students who are near the
maximum aggregate than limits in the pan 13 programs during the phase In of the direct
loan program from borrowing under new aggregate limits? Will schools be responsible for
monitoring both the annual and cumulative loan limits or will this be check by ED? Will
schools be vequired to interface with the separate data system required by proposed section
456? How will this work for transfer students if it is not done centrally?

8. Section 456: Since institutions will hare primary responsibility for administering the
direct loan program, is it logical to assume that they will be subject to more extensive
auditing requirements than under current law? What will these Ix? What additional costs
related to such audits could schools anticipate?

Broader policy questions

1. IHEs initially selected to panicipate would be allowed to pmvide students with larger
loans that would a non-participating school. Inclusion of these higher loan limits assume
that the panthipating school will no longer be able to make Petkins loans. Will all non-
participating schools have cnough Perkins and Stafford funds to match the aid packages
offered by a participating school? If not, does this create problems of equity in trying to
package student ald?

2. In the event that the direct lending program becomes inoperable, art adequate safeguards
provided that would allow the GSL program to continue operating with assurances that all
participating institutions would have access to such funds for meir students?

3. Is it reasonable to assumc that all currently participating in the GSL program can
administer a dirtat loan program? If schools are the direct recipients of funds, will this
impact thdr pricing policies?

4. Many lenders do provide borrowers with a number of services. In addition, many of
the I nders also help to cover costs for schools with their informational and counseling
materials. Will this impact your operations? Can you provide these services to students?



5. During the phase-in of the program, there has been concern that decreased volume maynegatively impact the currently participating entities. Will lenders continue to participate?
If not, will this impact schools who are not initially selected to participate in the direct
lending program? Will guaranty agencies be able to continue their operations without
interruption or will we see many of Mem bccoming insolvent similar to the phase-out of
HEAR If a guaranty agency has to be shut down before the direct lending program is
fully operational, who will be charged with fulfilling their role? Will schools in these states
be assured of cominued service and access to GSL? Will the changes have any impact
upon current holders of notes, including letter of credit agmements, and other secondary
market operations? Is ED willing and able to cover these possibilities so as to insure anorderly transition?

6. How might the political alliances be affected if some participants in the GSL Programam eliminated?
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