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HEARING ON THE REAUTHORIZATION OF THE
HIGHER EDUCATION ACT OF 1965

WEDNESDAY, JUNE 19, 1991

Housg or REPRESENTATIVES,
SuBCOMMITTEE ON POSTSECONDARY EpucaTion,
CoMMITTEE ON EDUCATION AND LaBor,
Washington, DC.
The subcommittee met, pursuant to call, at 9:46 a.m., Room 2175,
Rayburn House Office Building, Hon. William D. Ford [Chairman]

Members present: Representatives Ford, Williams, Hayes, Lowey,
&WGMM&W » Kildee, Murphy, Coleman, Klug, Goodling,
TSon.

Staff present: Thomas Wolanin, staff director; Jack Jennings,
education counsel; Maureen Long, legislative associate; Gloria
gﬁy-Watson, administrative assistant; Rose DiNapoli, minori

director; and "Iﬁ-‘helarie St. Mla?;lﬁ' gigflrity education el%e ty

Chairman Forp. next ichael Basham, u
Assistant I"edemlpane ent olp the

for Finance, U.S. De
Tmmw,mA:dF , Assistant Comptroller General for
government Progr&fns, Mrogfllamg L. Blum, Ag;al:tdanhtdr Dilr:ctor for
udget Analysis, Congressional udget Office; . Lawren
gough, President and CEO of the Student Loan Marketing Associa-
on.

Your statements will be included in the record in full immediate-

following your testimony.

We wili start with Mr. Basham. You can summarize, :dnﬂpl&
ment, or describe your testimony in any way you think be
most helpful to this record.

ING OFFICE; JAMES L. BLUM, ASSISTANT DIRECTOR FOR
BUDGFT ANALYSIS, CONGRESSIONAL BUDGET OFFICE; AND
LAWRENCE A. HOUGH, PRESIDENT AND CEO, STUDENT LOAN
MARKETING ASSOCIATION

Mr&muu.'l‘hankﬂ, Mr. Chairman. 1 have just a brief sum-
mﬁdmymtﬁnom I will read.

.Chmrmanandmsmbemofthembeommittee,itisapleamre
tobeheretodaytodiscuuthemﬂtsofthel‘mnry’sstudyof
government-sponsored enterprises and the administration’s legisla-
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tion that will provide for more effective financial oversight of these
im t institutions.

failure of many federally-insured thrift institutions in the
1980s and the massive Federal funding required for their resolution
have focused the attention of the administration and Co: on
other areas of taxpayer exposure to financial risk. With this con-
cern in mind, Congress enacted legislaﬁonreg:iﬁngtheSecretary
of the Treasury to study and make recommendations regarding the
financial safety and soundness of GSEs.

The immense size and concentration of GSE activities served to
underscore the need for effective oversight of GSEs. The outstand-
ing obligations of GSEs, including direct debt and mo backed
securities, totaled almost $1 trillion at the end of calendar
1990. This is greater than the total deposits of the morethani‘.'OOO
insured savings and loans, and about one-third the size of the de-
posits of the more than 12,000 insured commercial banks.

Thus, financial insolvency of even one of the major GSEs would
strain the U.S. and international financial systems and could result
in a taxpayer-funded rescue operation.

GSEs are insulated from the private market discipline applicable
to other privately-owned firms. The public policy missions of the
GSEs, their ties to the Federal Government, the importance of
their activities to the U.S. economy, their growing size, and the
rescue of the Farm Credit System in the 1980s, have led credit
market participants to view these GSEs more as governmental
GSEs than as private entities.

Because of this perception, investors ignore the usual credit fun-
damentals of GSEs and look to the Federal Government as the ulti-
mate guarantor of GSE obligations. Based on Standard & Poor’s
analysis of the financial safety and soundness of the GSEs, we have
concluded, as we did last year, that no GSE poses an imminent fi-
nancial threat.

Because there is no immediate problem, there may be the temp-
tation to adhere to the old adage, “If it's not broke, don’t fix it.”
However, this course of action would be inappropriate. The experi-
ence with the troubled thrift industry and the Farm Credit System
in the 1980s vividly demonstrates that taking action once a finan-
cial disaster has already taken place is costly and difficult.

Given the need for effective financial oversight of GSEs, Treas-
ury has developed four principles of effective safety and soundness
regulation. These are: first, financial safety and soundness regula-
tion of GSEs must be given primacy over other public policy goals.
Second, the regulator must have sufficient stature to avoid capture
by the GSE or special interests. Three, private market risk mecha-
nisms can be used to help the regulator assess the financial safety
and soundness of GSEs. And, four, the basic statutory authorities
for safety and soundness regulation must be consistent acioss all

Oversight can be tailored through regulations that recognize the
uniquen'atureofeachGSE.Treasuryhasanalymdtheadmof
the existing regulatory structure of the GSEs against the rop
of the four principles. One of the deficiencies we found in the exist-
ing regulatory structure is that no Federal agency has the responsi-

6
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bility to oversee the financial sasf::ﬂeand soundness of the Student
Loan Marketing Association, or ie Mae.

?hhile Treasury has some :hm?lhgal authority ovl::e SalliebeMne, the
authority is not parallel wi t already in p or being pro-
posed for other GSEs. The administration's proposed legislation
would expand Treasury's current oversight responsibilities over
Sallie Mae to make them consistent with the safety and soundness
authorities of other regulators.

Under existing law, Sallie Mae is required to submit a report of
its annual audit by a certified independent auditing firm to the

of the Treasury and is required to provide the Secretary
with access to all of Sallie Mae's books and records. The Secretary,
in turn, is required to report to the President and Congress on the
financial condition of Sallie Mae, including a report on any impair-
ment of capital or lack of sufficient capital noted in the audit.

The administration proposes that Treasury’s regulatory author-
ity over Sallie Mae be expanded to include the authority to deter-
mine capital standards, to require information disclosure, to pre-
scribe standards for books and records, and to take prompt correc-
tive action and administrative enforcement actions, as needed.

The administration proposal also establishes s safe harbor for
Sallie Mae if it receives the highest investment credit rating from
two nationally recognized credit rating organizations. If the Secre-
tary determines that Sallie Mae merits the highest investment
grade rating, Sallie Mae would be deemed to meet the proposed
minimum risk-based capital requirement for 1 year following the
date of the Secretary’s determination. This would result in a sig-
nificantly reduced regulatory burden for Sallie Mae, which is ap-
propriate for a financially strong GSE.

Sallie Mae received a triple-A rating from Standard & Poor’s
Corporation, a credit rating agency, when it was rated for the pur-
pose of the April 1991 Treasury report on GSEs. Sallie Mae would,
in all likelihood, be eligible for this safe harbor, assuming its finan-
cial condition had not deteriorated significantly from the time S&P
conducted its analysis.

In conclusion, given the immense size of GSEs and the tremen-
dous concentration of potential risk in so few institutions, the tax-
payer is entitled to expect and the administration to focus
on more effective oversight of these institutions. We believe that
passage of this legislation will result in more effective oversight of
these important entities, sharply reducing the threat the taxpayer
would be called upon for another y and painful financial
rescue.

Moreover, effective safety and soundness oversight, by assuring
the long-term financial viability of GSEs, will enhance the effec-
tiveness of these entities in achieving their public p . Action
on-this legislation will send a strong signal that we have learned
some important lessons from the recent and painful difficulties we
have experienced in the financial services industry.

Thank you.

[The prepared statement of Michael Basham follows:]
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STATEMENT OF NMICHAEL E. BASHAN
DEPUTY ASSISTANT SECRETARY OF THE TREASURY
FOR FEDERAL FINANCE
BEFORE THE SUBCOMMITTEE ON POSTSECONDARY EDUCATION OF THE
HOUSE COMMITTEE ON EDUCATION AND LADCR

Nr. Chairman and Nembers of the Subcomsittes:

It is a pleasurs to ba hera today to discuss the rasults of
the Tremasury's :;comd study of Governmant-sponsorsd senterprises
and the Administration'’s legislation that will provide for mors
affactive financial ovarsight of these lmportant institutions.

The failure of many fsderally insured thrift institutions in
the 1980a, and the massive Fsderal funding regquired for their
resolution, have focused the attention of tha Administration and
Congress on cother srsas of taxpayer sxposure to financial risk.
with this concern in mind, Congress ehacted legislation raquiring
the Secretary of the Treasury to study and make recommendations
regarding the financial safety and soundnass of GSEs.

The Financial Institutions Reform, Recevery, and Enforcesent
Act of 1989 (FIRREA) rsquires the Trsasury to conduct two annual
studies io assess the financial safety and soundness of the
activities of all Government-sponsored enterprises. The first of
these studiss wvas submitted to Congress in May 1990.
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The Camibus Budget Reconciliation Act of 1990 {OBRA)
r-quir;a the Tresasury to provide an cbjective assessment of the
financial soundness of GSEs, the adeguacy of the exiating
regulatory structure for GSEs, and the financial exposusrs of ths
Faderal Government posed by GSEs. 1In addition, OBRA requires the
Treasury to submit to Congress recommendad legislation to ensure
the financial soundness of GSEs. Legislation reflacting the
approach identified in the April 30th report has been submitted.

The 1991 study i{s intended to meet the study raquirements of
FIRREA and OBRA. It includes an objective assessment of the
financial soundness of the GSEs, which was perforaed by the
Standard & Poor's Corporation (S&P) at the Treasury's reguest.
The study also includes the results of the Treasury's analysis of
the existing requlatory structure for GSEs and recommendations
for changes to this structure.

The immense size and concantration of GSE activities serve
to undarscore the need for effective financial safety and
soundness regulation of GSEs. The outstanding obligations of the
GSEs, including direct debt and mortgage-backed sscurities,
totaled almost §1 trillion at the end of calendar year 1990.
Thus, financial insolvency of aven ons of the major GSEs would
strain the U.5. and international financial systess and could
result in a taxpaysr~fundsd rescue operation.
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The concentration of potential taxpayer axposurs with GSEs
is cbvicus when coaparsd to the thrift and banking industries.
The total of credit market dedt plus mortgage pools of the five
GSEs included in this report is greater than ths total deposits
of the more than 2,000 insured Sils and about one~third the size
of the deposita of ths mors than 12,000 insursd commercial banks.
Consequently, the Fadaral Govarnmant’s potential risk ixposure
from GSEs, rather than being dispersed across many thousands of
institutions, is dependent con the managerial abilities of the

officars of a relativaly small group of entities.

Despite the size and importancs of their activities., GSEs
sre insulated from the private market discipline applicable to
other privately owned firms. The public policy missions of the
GSEs, their ties to the Federal Government, the importance of
their activities to the U.8. sconomy, their growing size, and the
rescus of the Farms Cradit Systam in the 19808 hava led credit
market participants to visw these GSEs mora as governmsntal than
#8 private entities. Becauss of this percaption, investors
ignore the usual credit fundasentals of the GSEs and look to the
Federal Covernment as the ultimate guarantor of GSE obligations.
Therefors, some GSEs are in a position to increase financial
leverage virtually unconstrained by the market or by effectivs
oversight. Grsater levarage results not only in higher returns
for GSE sharsholders, but also in potentially grsatsr taxpayer
exposure if a GSE expearisnces financial difficulty.

10
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Baged on the S54F analysis of the financial safety and
mndn;us of the GSEs, ws have concluded, as ve did last yesar,
that nc GSE posss an imminent financial thrsac. Because there is
no immediate predlem, thars may ba the teamptation to follew ths
old adagse "if it's not hroke, don’t fix it®. We, howevar,
belisve that this course of action would be inappropriats. The
sxperiance vith the troubled thrift industry and the Fars Credit
Systes in the 1580s vividly demonstrates that taking action once
8 financial disaster has already taken place ls costly and
difficuit.

Given the nesd for effective financial oversight of the
GSEs, ths Trsasury has developed four principles of sffactive
safety and soundness requlation. These principles are:

IZ. Pisancial safaty and soundness regulstion of GSEs must be
givas primacy over other pudlic polioy goals.

Regulation of GSEs involves mltiﬁh public policy goals.
without a claar statutory prefersncs, ; current GSE requlator
nead not give primary consideration to safety and scundness
oversight. Therefore, unless a regulator has an explicit primary
statutory mission to ensure safety and soundness, the Governmant
Ay be exposed to excsssive risk.



S
1. The reguliator must have suffiocient staturs to avoid capture
by the GSEs or speocial intarests.

The Problas of avoiding capturs appears to be particularly
acute in the case of regulation of GSEe. Tha principal GSEs are
fav in number; they have highly gualified staffs: they have
strong support for their prograss from special interest groups;
and they have significant resources with which to influence
political cutcomes. A wsak financial regulator would find GSE
political povar ovarvhelming and evan the most poverful and
respacted Govsrnment agencies would find regulating guch sntities
a challenge. Clearly, it is vital that any GSE financial
raqulator be given the nscessary support, both political and
matarial, to function effesctively.

The Treasury Departsent is under no illusions concarning the
capture problam, No regulatory structure can ensure that it will
not happen. continued recognition of the importance of snsuring
prudent management of the GSEs and vigilance in this regard by
both the executive and legislative branches will be necessary.
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131. Privats market risk mechanisss can De used to help the
n'qulmmmm financial safety and soundness of GSis.

The traditional structurs and elsments of financial
oversight are an important starting point for GSE regqulation.
Howvevar, Governssntal financial regulation over ths last decade
has failed to avart financial difficulties in the banking and
thrift industries. Additionally, the financial services induatry
has become increasingly sophisticated in the creation of nsw
ginancial products, and the pace of both change and product
innovation has accelerated in the last several ysars. As a
result, to aveid the prospect that GSfs might operate beyond the
abilities of a financial ragulator and to protect against the
inherant shortcomings in applying a traditional financial
ssrvices regulatory modsl to entities as unigue as GSEs, it would
be appropriate for ths regulator to enlist the aid of the privata
sector in assessing the creditworthiness of these firms.

IV. The basic statutory authorities for safety and soundnsss
regulation must Do consisteat scroes all G8Bs. Oversight
oan be tailorsd through regulations that recognise the
unigue mature of sach USE.

The basic, but essential, authorities that a GSE regulator
should includs:

13
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7
(1) authority to determine capital standards;

{2) authority to require psriodic disclosure of

relevant financial inforsations

{3) authority to prescribe, if nacessary, adsquate
standards for books and racords and other intarnal controls:;

{4) authority to conduct examinations; and

{5) authority to take prompt corrective action and
administrative snforcement, including cease and desist

povars, for a financially troubled GSE.

Consistency of financial oversight over GSEs does not imply
that the requlatory burden is the same irrespective of the GSEs’
ralative risk to the taxpayer. Weaker GSEs should ba subjected
to much closer scrutiny, while financially sound GSEs should be
subjected to less intensive overaight. Howsvar, the basic povers
of the ragulator to assure financial safety and soundness should

be essentially the same for all GSEs.

Regulatory discretion is necessary within these broad powsrs
becauss the CSEs are unique sntities and, as such, need
regulatory oversight that rsflects the nature of the riske
inherent in ths way sach conducts its businass. Additionally,

14
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8
becauss financial products and markets change rapidly, regulatory
discretion would allow for flexibility to deal with the changing

financial environsent.

The Treasury has analyzed tha adequacy of the existing
regulatory structure of the GSEs against the backdrep of the four
principles of effective financial safaty and soundness
regulation. One of the deficiencies in the existing regulatory
structure for GSEs is that no Federal agancy has the
responsibility to oversse the financial safety and soundness of
the Student loan Marketing Association (Sallie Mae). While
Treasury has sope nominal authority over Sallie Mae, the
authority is not parallel with that alresady in place or being
proposed for other GSEs.

Trsasury Requlatory Authority Should be BExpanded

The Administration’'s proposed legislation would expand
Treasury’s current oversight responsibilities over Sallie Nae in
to make them consistant with tha safety and soundness authorities
of the other regulators.

Undar existing law, Sallie Mae is reqguired to sudbmit a
report of its annual audit by a certified independent auditing
firm to the Secrstary of the Treasury and is raquired to provide
the Secrstary with access to all of Sallie Mae's books and
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9
mordl.._ The Secretary, in turn, is required to report te the
Presidant and Congrass on the financial condition of Sallie Nae,
inciuding a report on any impairment of capital or lack of
sufficient capital noted in the audit. The Administration
proposes that Trsasury's rsgulatory authority over Sallie Mas be
sxpanded to include tha authority to determina capital standards,
to require inforsation disclosure, to prescribe standards for
books and records, and to take prompt corrective and

administrative enforcement actions.

The Administration proposal also sstablishes a safe hardor
for any GSE that recsives the highest invastzent grade credit
rating from tvo nationally recognized statistical rating
organizations (NRSROs). If the Secretary determines, after
receiving ratings from two NRSREOs, that Sallis Nae merits the
highast investment grads rating, Sallie Nas would bes dsamed to
meat the proposed minimum risk-based capital requirsment for one
year followving the date of the s.crotagy"n deternination. This
would result in a significently roduu;d.nguhtory burden for
Sallie Mae, which is appropriate for a financlally strong GSE.

Sallis Mas resceived s triple-A rating from SiP, an NRSRO,
vhen it vas rated for the purposs of the April 1991 Treasury
report on GSEs. Sallie Mas would, in all likelihood, bs eligible
for this safe bharbor, assuming its financial condition had not

16
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deteriorated significantly from the time S&P conducted its

analysis.
Conelusion

In conclusion, given the immense size of GSEs and the
toemendous concentration of potential risk in so fev
institutions, the taxpaysr is entitlad to expect Congress and ths
Administration to focus on mors affective ovarsight of thess
institutions. The recommendations which I havae outlined form the
basis for the GSE legislation the Administration has proposed.

We believe that the passags of this legislation will result in
more sffective safety and soundness oversight of these important
entities, thersby sharply reducing the thrsat the taxpayer would
be called upon for another costly and painful financial rescue.
Noreovar, effective safety and soundnsss oversight, by assuring
the long-texs financial viability of the GSEs, will enhance the
effectivensss of these entities in achisving their public
purposes. Action on this legislation will send a strong signal
that ve hava lsarned some important lessons from the recent and
paintul aifficulties we have sxperienced in ths financial
services industry. ’

This concludes my prepared statement. I will be happy to

Answer any qusstions that you may hava.
o000

17
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Chairman Forp. Mr. Fogel.

There is a mcurri.lgsigue with respect to the federally-connected
but privately-owned . How can we best balance the stockhold-
ers’ interest with the government’s twin objectives of achieving

purposes and minimizing risk to the taxpayer?

e problems of the thrift industry m renewed attention to
the question of taxpayer risk. The legislation required
GAO to issue two reports on this matter. Last year we reported
that the GSE overai%ht was inadequate to protect the mmer’s in-
terest, particularly for Fannie Mae, Freddie Mac, and ie Mae.
On May 22 of this year, we recommended in our second report a
regulatory structure and regulatory authorities including the au-
thority to set ca&tal rules to protect the government against the
risk posed by GS

To oversee the GSEs and protect the government’s interest, we
recommend an independent Federal enterprise rﬁulatory board,
with a presidentially—asmilnted chairperson, and the Secretary of
the Treas and the irman of the Federal Reserve as voti
members. The Secretaries of Agriculture, Education, and HU
would be nonvoting members to assure that the regulator is aware
of program policy considerations and has access to any program ex-
pertise that may be needed.

We also recommended that the board be given clear authority to
establish safety and soundness rules for all GSEs, including risk-
based capital rules, authority to monitor compliance with these
rules, and authority to take appropriate enforcement actions simi-
lar to those of a bank regulator in the event of noncomfliance.

Current arrangements for regulating the GSEs, including Sallie
Mae, do not provide adequate protection for the taxpasver, who has
already been called upon to bail out the Farm Credit System. GSEs
can get into trouble and may turn to the Federal taxpayer when
they do. We believe that implementing our recommendations
would help protect against that risk.

Sallie Bfae is somewhat unique in that it is not currently regulat-
ed. While its student loan operations have to conform to the De-
partment of Education and the guarantor ﬁency’s requirements
and its books and records may be audited by 'ble ?epartment of :lge
Treasury, no government agency is responsible for overseeing the
safety and soundness of Salalgee Mcie

lie Mae, thougl'%hposes little risk to the government from its
current rations. The rantees on its student loans greatly
reduce ﬁe Mae's credit risk, and current management of its
assets and liabilities greatly reduce Sallie Mae's interest rate risk.

However, risks and management of those risks can change.
Before the Farm Credit crisis and the thrift crisis, those institu-
o recoBaiaing the buge caet aeooelatad wirh inagoquate regu.
are now uge uate regu-

Salli:f Mae’ o 4 mttiop!::'liciea d proced and

S managers, managemen an ures,
business risk can also change, creating additional risk for the gov-
ernment. We believe the time is to act now before problems
emerge. We have seen too often, in working with the Congress in
dealing with the savings and loan crisis, Farm Credit crisis,

18
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Summary of Statement By -
Richard L. Pogel
Asajistant Comptroller General
Ganezal Government Programs

In zasponse to a request from the Honorable william D. Foezd,
Chairman, House Subcommittes on Postsecondary Bducation,
Committee on Sducation and Lebor, GAO presentsd its
recommendations for improving federal oversight and capital rules
for government-sponsored entexprises (GSE).

GAO found that shortcomings in current federal oversight of GSEs
inhibit the government’s ability to identify futvre problens that
could lead 2o taxpayar lossss and to deal with any such problems.
Corrent fsderal regulators lack sufficient authority and
responsibility to enforce safsty and soundness rules and require
minioum capital based on the risks undertaken by the GSEs. In
addition, the current requlatoxy structure lacks sufficient
preminence in governmant and independence from GSEs and the
markets they serve to sffectively and efficiently protect the
govarnment'’s interest in GSEs.

GAO racommends that Congress establish an independent Paderal
Enterprise Regulatory Board to overses the activities of G5Es.
The Board would be headed by a Bosrd of Directors comprised of
three voting memberes--a presidentially appointed Chairzparson, the
Secretary of the Tresasury, snd ths Chairman of ths PFederal
Resexrve System--and three nonvoting meabers-~~the Secretaries of
Agriculture, Bducation, and Nousing and Urban Developasnt. GAOD
recommends that the Board be given the anthority and
responsibility to establish and enforce rules of safe and sound
operations, and monitor compliance with these pules.

GAO also recommends that Congress direct the Board to establish
minimum required capital standards based on the risks GSEs
undeztake. GAO's preferred standsrd would include the sum of
capital levels determined by (1) swpirically-based tests of s
GSE's capital adequacy to withstand crsdit and interest rate risk
in stressful econdmic snvironments and (2) a ratio of capital to
assets that establishes a level of capital for mapagement,
opexations, and business risks.
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Mr. Chairman and Mambers of the Sudbcoomittes:

Ne are Plesasad to be here today to discuss fsdexal oversight of
governnent-sponsored enterprises (GSE). The Financial
Institutions Reform, Recovery, and Enforcement Act of 1989
reguized two GAO reports on this sobject; one in 1999 and anothe:x
in 1991. As you may zecall, in eour first report,} we described
the GSEs' purposes and opsrating metheds, the financial risks
they bear, snd how they are regulated. ¥We concluded that the
sheer size of the GSEs® financial obligations, now over $1
trillion, their public purposes, and the probabdbility th:t the
federal government would assist a financially troubled GSE, make
it appropriste for the government to (1) supervise GSE risk-
taking activities and (2) establish minimum levels of capital.
We wBre concerned that federal oversight of CSEs--particularly
for Fannie Mae, FPreddie Mac, and Sallie Mas--was insdequate to
identify, prevent, or contain the effects of problems like those
that led to taxpayer losses in the thrift industry and Farm
Credit system. wWe said that this year we would recommend

specific improvements for federal oversight of GSEs.

1See our report Government-fponsored Enterprises: The
Government's Ex

5, 1999).
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in my testimony today, I will discuss the major rscommandations
contained in our May 22, 1991 report.? We recommend that
Congress (1) provide a GSE regulator with appropriate
snforcament authoxities, (2) establish a new federal regulatory
structure to administer GSE oversight, and ({3) establish
reasonadle capital rules based on the risks undertaken by the
GSEs. We slso plan to issue later this year s third report on
the results of our audit of intarnal risk control procedures at

Fannie Mae, Freddie Mac, and Sallie Mae.

ADDITIONAL OVERSIGHT AUTHORITIES NEEDED

Our first report on GSEs found several shortcomings in federsl

oversight of variocus GSEs.

== The Department of Housing and Urban Development {HUD) does
not have clear Qutho:ity to set capital rules based on the
risks undertsken by Fannie Mae and Freddie Mac. NOr does
HUD have the range of specific enforcement authorities
typically granted to bank regulators; morsover, HUD has not
fully used the authorities it has baen granted. Finally,
inhexent conflicts could exist between HUD's housing goals

and its goals as a financial regulator.

2548 our report Government-Sponsored Enterprises: A Framework
or Limiting the Government's Exposurs to EIIEI, {GAD/GGD-31-3a,

H.y r i .

2
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Sallie Mae has no federsl regulator overseeing its financisl
activities: it also has no minimum capital requirzesent.
The Farm Credit Mminiatration lacks gpecific authority te,

sat capital standszds for Farser Mac.

The statutory capital rules for the Federsl Home Loan Banks
require a capital-to-outstanding-debt ratio that considers
neither the risks of off-balance sheet activities nor the

relative riskiness of various bank assets.

To asdequately protect the government's csbjsctive that GSEs carry

out their public purposes safely and soundly, we zecommend that

the GSE regulator have suthorities and xesponsibilities to

establish rules that clearly define regulatory expactations
and promote the safe and sound accoaplishment of GSEs’
purposes. These should include, but not be limited to,

rulas that define minimum capital levels, prohibit unsafe
sctivities, set minimuv doundaries of a sound financial
condition, and estadblish information Teporting reguirements.
The rules should be established using procedures that conform
to the Administrativa Procedures aAct, including reguirements

for public comment before adoption of rules.

2Y
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== monitor financial pexformance and compl iance with regulations
to provide an adequate understending of the GSE's opsrations,
condition, and the potential risk to the government. The
regulator should have unimpeded, timely access to all
information, systems, and personnel. wWhile such monitoring
is necessary to keep the regulator well informed, it should
be done as non-intxusively as possible. Monitoxing should

increase when conditions warzant.

-~ act in a timely manner to enforce charter restrictions,
regulations, and capital requirements. Enforcement actions
should result from a fair and reasonable process.
Enforcement authorities should be sufficiently bzoad, and
some enforcement actions should be mandatory when pre-

specified conditions are met.
-- levy assessments to cover oversight and supervision costs.

These authorities ghould Supplement, not obstruct, the existing
corporate governance at each GSE. The regulator normally would
not need to involve itself in a GSE's business affairs--that is,
it would not approve operating strategies, budgets, salaries,
biring, and the like. Under current chsrters, such powers
nOrmally sxre assigned to the GSEs' boards of directors. We would

noé changs that. Permitting corporate governance the fresdon to
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manage the GSEs allows them to quickly respond to changes in the

marketplace and serve their customers,

Under normal conditions, rsgulatory activity would usually
consist of parformance monitorxing to ensure that corporate
governance is working effectively and according to astablished
regulations. Prompt interventions by the regulator would bs
warranted when corporate Sovernance Processes were not working as
intended or when the GSE was sexperiencing financial or managerial

difficulties.

SINGLE INDEPENDENT REGULATOR FAVORED

Recent regulatory experiences during the thrift and Farm Credit
crises indicate that an effective GSE tegulator should be
structurad so that it is both prominent in governmsnt and
objective. These characteristics should give the regulater the
visibility and the Capability to act promptly and effectively if
a2 GSE experiences severe Sifficulties. The regulatory body
should be independent from the GSEs, their compstitors, and all
advocacy responsibilities. To avoid possidle conflicts of
interest, a GSE regulator should not 8lso regulate the market
served by the GSE., Finally, fairness demands that GSEs facing

similar risks receive similsr regulatory treatment.




To achieve these goals, we propose s single regulatox, which we
call the Federal Entarprise Regulatocy Board. The Board would
have threa voting members--a full-time chairpersvn appointed by
the Presidsnt, the Secretary of the Treasury, and the Chairman
of the Federal Reserve System. The chaixperson would serve as
the Chief Executive officer of the regulatory steff. The
chairperson should serve s fixed-length term and be an
individual familiar with government, who has a respacted racord
of achievement. The Secretary of the Treasury would provide
financial expertise and represent the administration’s viewa.
The Federal Ressrve Chairman would provide an independent view

and expertise in the workings of financial markets.

To provide advice on specific agriculture, education, and housing
programs and markets, the Board would have three nonvoting
members-~-the Secretaries of Agriculture, Bducation, and HUD. The
Secretaries would provide their views and perspectives on public
policy issues. Their nonvoting status should protect the arm's-
length nature of the Board by minimizing the possibility that
these members use the GSEs to address public concerns not

envisioned by GSE charters.

REGULATORY CAPITAL REQUIREMENTS
§ﬁBUEE'EE‘EKEEE'EE‘ET%R?‘ﬁﬁEEE?A§§§

Requizing that GSEs maintain a minimum amount of capital provides

several public benefits. Foremost, it provides some assurance of

6
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a buffer adequate to absord unforseen GSE losses and to prsvent
taxpaysr losses. Also, 8 Capital standard gives GSE shareholdaxs
a greater incentive to demand that managesent not take undue
risks. Finally, a capitsl standard provides the government a3 way
to influence a G5B's risk-taking without involving itself in the

GSE's daily business opsrations.

To accomplish these objectives, GSE capital requirenents should
{1) be based on all risks they undertake, (2) provids an sdeguate
buffer for possible GSE losses, (3) be clear and prospective, and
{4) be eguitable for competing G5Es. Becauss Fars Credit System
banks compete directly with commercial banks, their capital
requirements should continue to be patterned sfter bank risk-
based capital rules. For the other GSEs, the new Fedsral
Enterprise Regulatory Board should establish minimum cepital
standards that are based on the sum of (1) empirically-based
measurements of the capital nesded to withstand credit risk and
interest rate risk losses in stressful economic environments,
commonly known as "stress tests,” and (2) an amount eGual to a
proportion of a GSB's obligations (leverage ratio), both on- and
off-balance sheet, so that capital is held for management,

opexations, and business risks.
Where possible, the capital standard should bs based on enpirical

evidence and should use the best available mesasursment methods.

The "stress tests” are espacially applicable for financial firms

28
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in 8 single line of business, like GSEs, because sconomic
environments adverss to such firms are relatively easy to
identify compared with firms in multiple lines of business like
banks. The specific measurements, assusptions, and ratio levels
should be 1eft to the new Bosxd's discretion, to provide the
flexidility needed to xevise xules during the evolution of
mazkets, technologies, and GSE operations. Such flexibility is
currently missing for rFannie Mss and Freddie Mac, where the
capital rules have become outdated now that off-balance shest

activities are commonpiace.

The proposed standard needs to bs the sum of the amount needad to
mest the “"stress test” reguiremsnt and that needed to meet the
leverage ratio requirement. It must provide sufficient capitat
to provide a buffer against possible 1osses srising from all

sources of risk.

CONCLUSION

I recognise that some will argue that increased ragulation of
GSEs is unnecessary becauss none of the GSES now PoOSe an

imminent financial threat to the government. Available svidence
suggests the GSts are now gensxally in sound condition. However,
future changes in management strategies, economic downturns, or
other adverse events could prescipitste future GSE losses. The

speed with which a firm can go from apparently sound to




financially imperiled was vividly desonstrated in the thrift
industzy, the Farm Credit System, and Fannie Mas in the sarly
198gs. The time to act to improve the zagulatory structure and
the safety and soundness of GSBs is when the situvation is calm.
History has shown that rlguinto:y improvements are moxe difficult
to design and implement in 8 crisis environment, after huge

losses have occurred.

That concludes my prepsred statement. My collergues and I would

be pleased to answer any guestions.
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appear before mmi
to discuss the Congressional ’s recent report on con-

trolling the risks of governmen nsored enterprises and its a
flication to the Student Loan Mmtmg Association. As mquesteg:

will submit my written statement for the record and limit my re-
marks to a bri .

My stawmentmm points: First, the financial risk that
SalheMaemeswtheFederalGovemmentisverymnallat
resent. The firm which provides financing liquidity to the student
oan market has consistently earned ts since it began oper
ations in the early 1970s, Neither recessions nor swi:mein
interest rates have significantly affected this ability of Sallie L

The steady profitability is both evidence of the absence of risk
and a buffer against loss by mpms and the government as a
result of Sallie Mae's operations. ie Mae’s exposure to credit
risk is small because of the nature of its assets, most of which are
either guaranteed by the government or fully collateralized.

Interest rate risk is also minimized due to Sallie Mae’s policy of
matching the interest sensitivity of its assets and liabilities. Final-
ly, Sallie Mae maintains a le\nely of capital that seems ample, given
its Sggztfolio and hedging strategies.

nd, although the risks associated with Sallie Mae are cur-
rently small, there can be no iron-clad guarantees that the GSE
will never fail and expose the government to loss. The Association
could elect or be forced to adopt a business strategy in the future
that would expose the rnment to ter risk.

In any event, it is highly likely that the Federal Government
would assume responsibility for losses incurred by Sallie Mae on its
$40 billion Eortfo jo in excess of its equity capital, which now ex-
ceeds $1 billion. Thus, the government a substantial interest in
the extent to which Sallie assumes risk in the future.

Third, there are several defensive stratifies available to the Fed-
eral Government for reducing the possib ity of future loss. These
incltadgaprivatmn' ing Sallie Mae and thus severing the ties between
1:11131‘v and the Feda,raé Government, estarl:li: ing an a?&pmveg
early warning system etect increases in risk-taking, crea
ing a MF?:ﬁ regulator to supervise the safety and soundness of

The strategy of fully privatizing Sallie Mae could be appealing if
A genuine separation, one that increases competition in the educa-
tion finance system and assures continued access by education to
the capital markets, could be achieved. The CBO report, however,
points out several difficulties in pursuing this strategy.

vornmonts bphet gassenire hoe sredible termination of the
government'’s guaran it may be necessary
transform the iation into several in ndent component
parts. It is not clear, however, that the gains privatization would
offset the substantial legal and administrative costs involved.

A second stra would be to require the under exist-
ing authority, to a greater role in monitoring Mae’s risk
ﬂmnxthasassumedtodate.SalﬁeMaaaboeonldbemquiredto
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make itself more susceptible to private risk assessment, for in-
stance, by issuing subordinated that subjected investors to
some risk of loss,

No amount of monitoring, however, can assure that the govern-
ment will detect in the riskiness of Sallie Mae. It could also be
arguedthatSdlieMae’seommonstockalreadyeontainsnearlyas
muchinfomaﬁonaseouldbeobtainedﬁ'omthepricingofsubordi-

the safety and soundness of Sallie Mae. The administration has

?roposed legislation that would give Treasury a much more power-

ul role as a safety and soundness supervisor of Sallie Mae. The

General Accounting Office has proposed creating a new agency 10

;:I:apervise the safety and soundness of all GSEs, including Sallie
e.

Effective supervision requires a detailed knowledge of the regu-
lated entity’s operations. A poorly informed su i agency
could impose more costs than benefits. The potential cost of
strengthened Federal regulation could be reduced in one of two
ways: first, the Congress could direct the supervisory agency to
streamline monitoring and supervision of Sallie Mae as long as the
Association posed little risk to the government.

Alternatively, Sallie Mae could reach a safe harbor from regula-
tory interference by obtaining a triple-A rating from two private
rating firms, provided the supervisory agency agreed with the

rating.

Under the administration’s proposed legislation, the cost of en-
hanced monitoring and supervision of Sallie Mae would appear to
be minimal, as long as Sallie Mae com lied with the risk-based cap-
ital standards set by the Secretary of the Treasury. If Sallie Mae
fell out of compliance, however, a succession of increasingly tough
cnforcement measures would be adopted.

While there seems to be little urgency in the case of Sallie Mae
to adopt any of these strategies, it might be frudant to put into
statute some nonintrusive measures that would guard against high
risk assumption by Sallie Mae or enable the government to antici-
pate and address a rapid deterioration in Sallie Mae's financial
condition.

Mr. Chairman, that concludes my summary.

[The prepared statement of James L. Blum follows:]
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Mr. Chairman, 1 appreciaste the opportunity to appear before this
Subcommittee to discuss the Student Loan Marketing Association (Sallie
Mae). My testimony will be based on the Congressional Budget Office’s
(CBO’s) recent report, Controlling the Risks of Govermmeni-Sponsored
Enterprises. 1 will make three points in my statement:

o First, Sallie Mae poses a risk of loss to the government that is
quite small, probably negligible.

o Second, the association could elect, or be forced, to adopt a
business strategy in the future that would expose the
government to greater risk.

0 Third, the government has a number of options available that

might reduce this exposure to risk.

THE GOVERNMENT'S CURRENT EXPOSURE TO RISK

The Student Loan Marketing Association is one of five government-sponsored

enterprises (GSEs), which are privately owned, federally chartered financial
intermediarics. Sallie Mae has achieved its public purposes of providing

34
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mmmmmmmmwmmmmmﬁm
markctsandprwidingfundsmlendenwhodealdﬁ'ecﬂywhhmm The

risk to the government and taxpayers arises—as with all GSEs—from the
impﬁchfedemlguammeenfSauieMac'sdebtsemniﬁumdﬂnMimy
that the enterprise might not be able to meet all of its debt obligations without
federal assistance.

In the case of Sallic Mae, the consensus—shared by CBO--is that the
risk to the government is minimal. The government’s risk is quite low because
Sallic Mace’s exposure 10 risk is minimal. This conclusion emerges from a
consideration of the various types of risk to which this sponsored enterprise
is subject—namely, credit, interest rate, program, and management and
operating risks,

Credit Ris)
Qeditriskarisesbecausealendermnnmbcmthatabonmrwﬂlbeable
and willing to repay a Joan. SaﬂieMaecngaguinmbaﬁclypuofkndﬁu:

warchousing advances and Joan purchases. Through the Warehousing
Advance Program, Sallie Mae lends money to financial and educational

30
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institutions and to state agencies to enable the borrower to make or hold
student and other education-related loans. Warehousing loans are fully
secured by borrowers’ pledges of federally insured assets, such as Guaranteed
Student Loans (GSLs), Treasury, or agency debt. Under the Loan Purchase
Program, Sallie Mae buys student loans from originators. Many lenders prefer
to originate and hold loans when the student is in school and the loan is
inexpensive 10 service (because no payments have to be collected from
students) and to sell loans just before the student leaves school, after which

servicing becomes more complex and expensive.

In addition to purchasing loans and making warehousing advances,
Sallie Mae has the authority (provided by the 1986 amendments to the Higher
Education Act) to buy, sell, insure, or underwrite obligations made to finance
plant and equipment for institutions of higher education. Sallic Mae currently
offers secured financing to educational institutions for academic facilities.
Sallie Mae also holds 75 percent of the outstanding voting common stock of
the College Construction Loan Insurance Association (Connie Lee), a mixed-
ownership, for-profit corporation chartered by the Congress in 1986 to insure
and .einsure obligations for educational facilities.



Sallie Mae's exposure to credit risk is small because most of its assets
are gither guaranteed by the federal government or fully collateralized by
federally guaranteed claims. Unless a GSL has not been properly serviced,
Sallic Mac has a direct claim for 100 percent of principal to the guarantee
agencies and an indirect claim to the federal government. However, Sallie
Mae could experience losses as a result of the insolvency of a guarantee
agency, default on an insufficiently collateralized warehousing advance, or the
bankruptcy of a firm with which Sallie Mae has financial agreements.

Guamntee Agency Risk. Agencies that guarantee GSLs receive 100 percent
reinsurance from the federal government so long as their annual default rates
are less than S percent of their total guarantees. Agencies with default rates
greater than 5 percent must pay from their own resources the difference
between the insured amount due 10 the holder of the defaulted GSL and the
amount recovered from the federal government (st Jeast 10 percent of the
amount due). These costs may eventually deplete the reserves of the

gusrantee agery and force the agency into defsult on its guarantee
commitments.

One cxample of this risk involved the Higher Education Assistance
Foundation (HEAF) case. In that instance, aithough the U.S. government had

37



34

no legal obligation to do so, all GSL holders were fully protected from loss.
If that case indicates current federal policy toward the liabilities of the
guarantee agencies, then Sallie Mae’s credit risk exposure from this quarter
s very small,

Risk from Warehousing Loans. Warchousing advances are also subject to
default losses, if the loans are not sufficiently collateralized. Sallie Mae is
sware of this risk and has policies in place to require 100 percent (or more)
of high-quality collateral to secure these advances. To date, Sallie Mae has

not incurred any losses from defaults on warehousing advances.

Interest Rate Risk

Interest rate risk occurs when the margin between interest income and interest
expense is affected by changes in the level of interest rates. Interest income
on most of Sallic Mae's asscts tends to move with the open-market interest
rates on Treasury securities to which they are indexed. For example, the rate
of interest received by Sallic Mae on a Stafford loan is 3.25 percent above the
average 91-day Treasury bill rate, adjusted every three months for changes in
the bill rate.

o
s
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Ehmm,&memmmmmm&c-memwﬁh
Mmtedcb&afsninmmmmldminmhmmcbmm
interest expense unchanged. In that case, Sallic Mae would suffer losses. To
avoidthisrisk.SaﬂieMaehasmatchedthememucmiﬁvityofiudcb:with

the interest sensitivity of its asscts.

Onmsion,bowcvcr,SanieMaebeﬁcvuthatitmminimh:iulong-
term interest costs (and maximize its net interest income) by issuing fixed-rate
debt. To avoid the risk inherent in this mismatch between assets and
liabilities, Sallie Mae uses interest rate exchange contracts or "swaps.” Under
these agreements, Sallic Mac pays a varisble interest rate stream in exchange
for a flow of payments sufficient to meet its fixed-rate obligations. With such
a hedge in place, Sallie Mae’s interest expense varies with its interest income,
and a positive income spread is assured.

Tohedgeagaimtﬁwadvemeﬁectsonirmmofchangesinimcm
rates, Sallie *viae enters into interest rate exchange agreements under which
hmaﬁm@ghm&mummwmdmmmepaymmm
ummmmmmmmwmmmmmmm
mmmhwwmmmmwdm«mm
agmemem.SaﬂieMachnsemplqedvaﬁowmofminimiﬂnsmbr&.
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m“mmﬁmyweemwmﬁngmeaedhqmmydmwh
whom it enters such agreements. Sallic Mac has suffered only one foss of
modest size ($300,000) on such a defsult.

Program Risk

Some observers believe that the greatest threat to Sallie Mae’s financial
viability comes from the government itself, Sallic Mae is currently attuned to
and depends on existing federal policy toward postsecordary education. That
policy, of course, could be changed. If, for example, the GSL program were
to be dropped in favor of a direct federal loan program for students, the
change could adversely affect the financial outlook for Sallie Mae.

The existing stock of GSL contracts, however, assures Sallie Mae of
opportunities to generate earnings for the next 7 10 10 years, even if the GSL
program were to be terminated. During this transition, Sallie Mae would
lluinkinabsolutesbc.buttheﬁrm’sinvm:wouldnmbeupmedwm
from the downsizing of the firm. In fact, it is reasonable to expect that with
abuﬁt-inMﬁonpeﬂod,SaHieM&ewouldbcabktosdaptinwedﬂimd
ﬁmncialknowledgeandbw-cmbanmvicingopemﬁomsothatitmuld

4



87

continue to piay a role in postsecondary education fisance. For example, if
the government establishes a federal direct loan program, Sallic Mae might
be = successful bidder for Joan servicing. If the federal direct loan program
is targeted at Jow-income students, Sallie Mae might be able to develop s
direct loan program for moderate- and higher-income students.

Mansgement and Operations Risks

Federal guarantees of student loans are not unconditional. To collect from
a guarantor sgency and ultimately from the federal government, the holder of
a GSL must be able to demonstrate that it has complied with a variety of "due
diligence” requirements, If Sallic Mae were 1o fail to service its loan portfolio
according to federal regulations, it could suffer significant losses even though
it holds federally guaranteed assets. CBO did not cxamine Sallie Mae’s
operating and internal control systems because this is outside our area of
expert knowledge. We therefore cannot offer any definitive conclusions about

the association’s exposure to management and operations risks.

We did ascertain, however, that this source of risk has not been s
significant factor in Sallic Mac’s past eamnings. We did so by confirming that



Sallie Mae’s earnings have shown extraordinary stability. Since Sallie Mae
began operating, it has consistently earned profits. Ssilic Mae’s earnings have
been relatively unaffected by recession, sharp swings in interest rates, declines
in real estate and commodity prices, and changes in management and
operating systems. The stability of eamings per dollar of assets means that
the principal determinant of Sallie Mae’s earnings has been the book value of
assets held by the firm.

SALLIE MAE AND FUTURE RISK

Although the past is prologue, there is no guarantee that Sallic Mae will
always be able to avoid and control risks as completely as it has in the past.
One could more confidently predict the future if one could explain the past,
but it is not clear why Sallic Mae has operated as it has. A change in
environment-in federal policy toward financing higher education, for
example—could trigger a change in the composition of Sallie Mae’s loan
portfolio toward riskier assets. A shift in investor preferences might incline
Sallie Mae toward retaining & greater portion of the interest rate risk that it
now hedges. A change in management might lead to a deterioration of
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intemnal controls and operating systems and a significant rise in the chances of
operating failures. Sallic Mae's future level of risk is simply unpredictable.

It is fairly clear, however, that the federal government would assume
responsibility for Josses incurred by Sallie Ma= on its portfolio in excess of its
eJuity capital, which now exceeds $1 billion. Thus, the government has a
substantial interest in the extent to which Sallie Mae assumes risk in the

future,

OPTIONS FOR LIMITING FUTURE FEDERAL EXPOSURE TO RISK

The implicit federal guarantee of Sallie Mae’s liabilities raises the policy issue,
therefore, of what action—if any—the federal government should take now to

address tl.e possibility that Sallic Mae might adopt a significantly more risky
financial posture in the future. CBO's report discusses three federal

strategies.
o The first is to fully privatize Sallic Mae and thus terminate all

federal responsibility fos the enterprise’s debt.

10
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o The second is to put in place an enhanced “early warning”
systemfordctecﬁnsincreasshrisksthattheassociaﬁon

assumes.

o The third is to give a federal agency statutory authority to limit
Sallic Mae's ability to choose more risky lines of business and
modes of operation and to set and enforce capital standards for

the GSE.

The first strategy is appealing if 8 genuine scparation—one that
increases competition in the education finance system and assures continued
access by education to the capital markets—can be achieved. If, however, the
government wishes to maintain a close relationship with the dominant firm in
this market, then adding an early waming ar supervisory mechanism to an
otherwise unchanged Sallic Mae could be prudent. If the latter option is
chosen, consideration could be given to establishing a streamlined supervisory
process, or permitting Sallic Mae to reack & "safc harbor” from federal
regulation, provided that the enterprise continues to adhere to the highest
commercial standards of safety and soundness. The "safe harbor™ provision
is intended to afford some protection from an overzealous regulator that

11
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might do substantial, but needless, harm to the public policy objectives of
Sallie Mae.

Erivatize Sallic Mac

One of the major difficulties 1o be overcome by attempts at privatization is
that the severing of all federal responsibilities for the GSE’s debt must be
credible. This requirement is made all the more difficult because the current
federal guarantee of Sallie Mae's debt is not explicit. One approach to a
credible renunciation of the implicit guarantee is to make it explicit. Under
this approach, the federal government would explicitly guarantee the timely
payment of interest and principal for all outstanding securities issued by Sallie
Mae before the cffective date. This guarantee should be extended by statute.
When the guarantee is made explicit, 8 schedule should also be announced for
its withdrawal. One option would be to guarantec existing issues to their
maturity or for some fixed period (say three years), whichever is less.

One of this plan’s shortcomings is that it would leave the Student Loan
Marketing Association as the issuver of more than $40 billion in outstanding
debt. Given the power of the notion of "too big to fail,” the markets might

12
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continue to perceive Sallie Mae debt as implicitly guaranteed by the federal
government, despite the expiration of the explicit guarantee.

This shortcoming suggests that the effective privatization of Sallie Mae
would require dividing the firm into scveral independent entities. Specifically,
Sallie Mae could be required to divest itself gradually of its component
operations, assets, and liabilities by distributing to its current common and
preferred investors shares in each of several, new, fully private, independent
firms created from Sallie Mae. The new entities would have none of the links
to the federal government that normally distinguish GSEs, such as s line of
credit at the Treasury or exemption from the Securitics and Exchange
Commission's registration requirements or state laws that protect investors.

They would also be subject 1o the antitrust lawr.

By creating several new and correspondingly smaller entities, markets
might be persuaded that the federal government would not intervene to
protect creditors from loss in the event of insolvency by one of these firms.
This result requires that none of the surviving entities be oo big to fail. In
addition, this approach could significantly increase competition in the
secondary market for GSLs and assure the continued access of primary
lenders to the capital markets.

13
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A second option discussed in CBO's report would be that of requiring the
Department of the Treasury, under existing authority, to examine Sallie Mae’s
five-year strategic and annual budget and business plans. Thiimight'enabk
Treasury to anticipate changes in planned risk at Sallic Mae and to alert the
President and the Congress in time to block them, if desired.

This approach requires the Treasury to take a greater role in
monitoring Sallic Mae’s risk. No amount of monitoring can assure that the
government will detect an increase in the riskiness of Sallie Mae. For
mmple.:hangesmthcmnmoftheGSmegmmmyfomSaHieMae
into unplanned departures from its longterm business plan.  Also,
management may take steps to increase risks that were not contemplated in
advance, although it has substantial incentives not to do 0. Thus, the Treasury
may not detect an increase in risk until it has occurred. When a significant
increase in risk is detected, the Secretary could recommend removal of the
board.

A shortcoming of this approach is that the Treasury Secretary and the
President might be reluctant to remove the board, especially if increased risk
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had not led to Josses. Some observers have suggested that a supervisory
agency with a statutory mandate to assure safe and sound operation and
equipped with sufficient enforcement powers would be less reluctant to act.

Increased use of private risk assessment might also enhance federal

oversight and carly warning effectiveness. For example, Treasury might be
required to report publicly the market value of the association’s assets,

liabilities, and contingencies. Private credit rating agencies could also be used
to rate the government’s exposure to risk. Finally, if an agency was
adequately capitalized, it could be required to issue subordinated debt that did
not carry a8 federal guarantee.

Assi New S isor for Sallie M.
Athﬁdapproachwonldbetomanewamwitbmpmﬁbﬂhyfm
supervising the safe and sound operation of all GSEs, including Sallie Mae, as
the General Accounting Office has proposed. The agency woukd have

statutory authority t0 examine Sallie Mae, impose a risk-based capital
requirement on the GSE, enforce that capital standard and other limits on risk
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taking, take action if Sallie Mae became insolvent or close to insolvency, and
assess the association for the cost of supervisory activities.

Effective supervision requires a detailed knowledge of the regulated
entity’s operations. A regulator would have to become knowledgeable about
Sallie Mae’s affairs. Achieving this expertise could be costly for both Sallic
Mae and the supervisory sgency. A poorly informed supervisory agency,
however, might set a capital requirement that did not take into account Sallie
Mae’s true exposure to risk and thereby impose unnecessary costs on Sallie
Mae’s sharcholders, as well as lenders, stugents, and postsecondary education
institutions. Because Sallic Mae currently poses so little risk to the
government and has strong incentives to continue operating in a low-risk
manner, there are no guarantees that the potential benefits from effective
supervision—prevention of greater risk taking by the GSE-are worth the
potential costs associated with poorly informed supervision.

The high information nceds and costs essential to effective, controlling
regulation could be reduced in one of two ways. First, the Congress could

direct the supervisory agency to streamline monitoring and supervision of
Sallie Mae as long as the GSE posed little risk to the government. A

streamlined regulatory process woukd minimize the explicit and implicit cost
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of more intensive monitoring of Sallie Mas, Alternstively, Sallie Mae could
reach a "safe harbor” from regulatory interference by obtaining a triple-A
rating from two private rating agencies, provided the supervisory sgency
agreed with the rating. (Such agreement appears to be necessary to avoid an
unconstitutional delegation of federal authority to 8 nongovernmental entity.)
The GSE probably could obtain such a rating at very little cost to
stockholders. If Sallie Mae achieved and maintained the rating, the
supervisory agency would be able to monitor Sallie Mae, but could not require
any changes in its operations. However, if the enterprise fell out of
compliance with the standard, jt could be required to submit a business plan
to the supervisory agency that would enable it to comply within one year. If
Sallie Mae failed to comply within that period, the agency would be able to
impose a business plan on it.

The Administration has proposed legislation that would give the
Treaswry a much more powerful role as the supervisor of the safety and
soundness of Sallie Mae. The bill would establish a statutory leverage limit
and a critical capital ratio for Sallic Mae and greatly increase the Secretary’s
statutory authority with respect to issues of safety and soundness. The
Secretary would be required to define 8 minimum risk-based capital standard
for the enterprise that exceeded the statutory leverage imit. The risk-based

17
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standard would include components for credit, interest mte, business, and
management and operations risks. If Sallie Mae failed to comply with the
risk-based standard the Secretary sets, the Secretary could disapprove any of
the GSE'’s activities and would possess a spectrum of mandatory and
discretionary enforcement powers. The enforcement powers would be
identical 10 those the Administration's banking reform legislation proposes be
given to the Federal Deposit Insurance Corporation (FDIC), and would
become increasingly tough as Sallie Mae’s capital fell short of the minimum
risk-based standard imposed by the Secretary.

CONCLUSION

The financial risk thit Sallie Mae poses to the federal government is very
small at present. The firm, which provides financing and liquidity 1o the
student loan market, has consistently earned profits since it began operations
in the early 1970s. Neither recessions nor sharp swings in interest rates have
significantly affected the stability of Sallie Mae’s earnings. This steady
profitability is both evidence of the absence of risk and a buffer against loss
by taxpayers and the government as a result of Sallic Mae’s operations.

18
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Sallic Mae's expasure to credit risk is small because of the nature of
its assets, most of which are either guaranteed by the government or fully
collateralized. Interest rate risk is also minimized, because of Sallic Mae’s
policy of matching the interest sensitivity of its assets and liabilities. Finally,
Sallie Mae maintains a level of capital that seems ample, given its portfolio
and hedging strategies.

Although the risks associated with Sallie Mae are currently small, there
can be no ironclad guarantees that the GSE will never fail and expose the
government to loss. Several defensive strategies are available to the federal
government for reducing the possibility of future loss. These include
privatizing Sallie Mac and thus severing the ties between the GSE and the
federal government, establishing an improved "ear.; warning” system 1o detect
increases in risk taking, and creating a new federa! regulator to supervise the
safety and soundness of Sallie Mae.

While there seems to be little urgency by Sallie Mae to adopt any of
these strategies, it might be prudent to put into statute some nonintrusive
measures that would guard sgainst higher risk assumption by Sallic Mae or
would enable the government to anticipate and address a rapid deterioration
in Sallie Mae’s financial condition.
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Chairman Forp. Mr. Hough.

Mr. HoucH. Mr. Chairman and members of the subcommittee, 1
am Lawrence Hough, president and chief executive officer of Sallie
Mage. I am especially pleased to appear before this committee, be-
‘1’3!11? it was this committee that created Sallie Mae's charter in

Let me say clearly, at the outset, the official reports concerni
GSE safety and soundness from Treasury, GAO, and CBO have
determined that Sallie Mae itself poses no risk to the taxpayer.
The CBO concluded in its report Sallie Mae, without a safety and
soundness lator, has conducted its business in such a way as to
have limited Federal exposure to an insignificant level.

OMB, in the 1992 budget, acknowledged that Sallie Mae is ex-
tremely strong financially. Perhaps the most noteworthy evidence
of this achievement is '1‘¥easury's report that Sallie Mae holds a
triple-A investment e rating, the highest level awarded by
Standard & Poor’s. These studies only confirm what you and we
have known all along, and that is, Sallie Mae is accomplishing the
mission set forth by statute and doing so prudengs'.

Over the past 18 years, Congress has amended our charter nu-
merous times to stre en our self-sufficiency as a private corpo-
ration and to respond to the developing needs for educational
credit. We have funded over 20 million loans, providing students
with over 851 billion. Our programs have supported directly over
2,000 commercial banks, thrifts, schools, and State agencies.

Using authority ted during the last reauthorization, Sallie
Mae has begun to finance directly higher education facilities. We
have provided support to 121 institutions in 34 States for a total of
more than $1.6 billion to construct facilities, acquire new equip-
ment, and refurbish facilities in need of repair.

In the testimony gereeedmg mine, it been suggested that
Sallie Mae needs to regulated simply because we are not now
regulated. 1 take strong exception to this view. Current law now
provides for meani and effective congressional oversight, as
well as ample outside scrutiny by the Department of Treasury.

Our statute specifically provides that the Secretary of Treasury
keep the President and Congress informed of such operations and
financial condition of the Association, including a report of any im-
pairment of capital or lack of sufficient capital. ie Mae is re-

ujred to submit a report of our annual audit to the Secretary of
» who also enjoys full access to our books and records.

Mr. i , our ¢ rmakesusst&jecttooversightfmm
the education committees of Congress. With both committees,
Sallie Mae has established a frequency and quality of dialogue that
goes far beyond the formal reports required by statute. It also
needs to be understood that, as distinguished from all other GSEs,
Sallie Mae supports an activity that is itself created and regulated
by the government.

ly, we are reviewed by the Department of Education’s
Office of Inspector General, its Division of Audit and Program
Review. We are reviewed by State agencies, as well as the Depart-
ment of Health and Human Services. These are the extensive offi-
cial oversight provisions under current law. They do not include
ongoiug, ad hoc reviews by GAO, CBO, OMB, Treasury and others.
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There is only one Sallie Mae, and we live in a huge fish bowl.
Moreoever, as a8 clg-traded corporation, we are subject to the
rules of the New York Exchange, the antifraud provisions of
the Federal securities laws, and the watchful eye of our investors
and analysts on Wall Street, as well as other credit rating agencies.

Our 2]-member board has a fiduciary res ibility to ensure the

and soundness of our operations. members of our
are appointed by the President of the United States, and the
President designates the chairman of the board.

However, despite our consistent success, there are those who are

e ok sad aro. calling Tor drastic: repsiatory propoeais

are or c atory pro
While I appreciate the very positive comments I have heard this
morning about our corporation’s management, 1 would like to be
very clear on the substance of what has actually been proposed by
Treasury and the GAO.

What are the obvious flaws in the Treasury proposal? First,
Treasury acknowledges no need for balance between financial regu-
lation and program mission. Despite the CBO test.imgitx that there
needs to be an appropriate balance between finan tion
and programmatic mission, Treasury holds the view that financial
T tion must be an absolute priority. This view is held in disre-
gard of any consideration for concerns about student loan access,
stability, and certainty for other GSL participants.

The capital levels would be set completely at the discretion of the
SecmtarL:ef the Treasu?h'l'hm is even w Sallie Mae is at the
highest 1 of capital. The Secretary can prevent us from enter-
ing into transactions he believes might us in a lower capital
level. is given the clear-cut ability to control our business.
In essence, the of the Treasury can veto a business trans-
action by unilaterally determining that Sallie Mae is engaging in
an unsa}e and unsound practice.

To put this gower in context, under that authority, Sallie Mae
could be prohibited from purchasing loans guaranteed by weaker
guarantee agencies. This could create severe access problems in
ceWh'ats'tam ith the GAO proposal? The GAQ proposal, as de-

\ is wrong with the GAO p ro , 88

highligh g

scribed in their report and ted today, would put in place a
mngle super tor. Once we are thrown r with all GSEs
and placed

P r an enti&euchartered to te, investors in our
debt security would shift their current focus away from our credit-
worthiness and rely fully on the Federal Government.

At the same time, cost of mui capital would increase,
makiﬁitmomexpensiveanddiﬁi t for Sallie Mae to raise the
kind of private sector buffer to taxpayer risk which the GAO and
others to reinforce.

. Our inclusion in a group of veﬁ dissimilar and less well-posi-
tioned GSEs will also force Sallie to manage to the standards
of the weakest GSE, for the weakest GSE will set the risk levels a
super-regulator will expect us to meet in the conduct of our busi-
ness.

Mr. Chairman, the proposals put forth by both GAO and Treas-
ury would create a discretio;e:;}' and unlimited intervention mech-
anism, cne outside your co ttee’s control. The presence of an
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entity so empowered could irrevocably alter and destabilize the
structure you have crafted. It could provide a direct, unpredictable
means for intervention, intervention which might be triggered as a
result of dissatisfaction with the program policy objectives you
would have us support.

We are not alone in voicing the risk and cost of heightening reg-
ulation, nor are we alone in believing that Sallie Mae's unique fi-
nancial strength affords you, the Congress, other means of dealing
with us. For example, the CBO has pointed out Salliec Mae exposes
the government to a negligible amount of risk at gx:wnt. The prin-
cipal policy issue with respect to Sallie Mae is what action, if any,
the government should take to prevent the enterprise from increas-
i.n%‘its exposure in the future?

r. Chairman, I believe that this committee, with its experience
overseeing programs supporting American higher education is
uniquely qualified to judge how best to assure that Sallie Mae con-
tinues to perform its mission in a manner which maintains finan-
cially strong operations with no risk to the American taxpayer.

I urge you to set aside solutions which would impede Sallie Mae's
ability to act quickly and creatively in response to programmatic
initiatives requested or supported by our congressional overseers. I
urge you to mijlect the proposed structures lest they be enacted and
transform Sallie Mae into a corporation that manages its business
for the safety and soundness regulators.

As this committee now looks ahead to the postsecondary educa-
tion challenges of this decade and the next, you will need a proven
source of innovation and change. I am well aware of the developing
prsrammatic needs: programs for the middle class, a simpler Staf-
ford program, support for nontraditional students, fail-safe contin-
geipcies for major parts of the present delivery system, to name just
a few.

We are confident that, af*fer thoughtful consultation with this
committee, Sallie Mae will Le able to provide critical support for
these emerging needs. I am very eager to join with you and this
committee to fashion a solution which we both can feel confident
will ensure our continuing support of higher education. It should
be a solution that draws from our strength and not one which falls
prey to unfounded speculation about the future.

I Jook forward to working with you and would be pleased to
answer any questions that you may have.

{The prepared statement of Lawrence A. Hough follows:]
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Mr. Chairman and members of the Subcommitee, T am Lawrence Hough, President
and Chief Executive Officer of the Student Loan Marketing Association, better Imown
a1 Sallic Mae. 1 appreciste the oppostunity to discuss the safety and soundness of
Sallic Mae. [am particularly pleased that this hearing on Sallie Mae is before the
committee which created our corporate charter in 1972 10 assure the availability
nationwide of education credit. This Committee deserves much of the credit for the
successful growth of the guaranieed student Joan program and the importam
contribution Sallie Mae has made in providing private capital to meet that growth. As
the only government sponsored enterprise chartered to serve postsecondary education,
Sallic Mac is proud of its record and is especially gratified that as you undertake a
review of our safety and soundness, you will find that the official reports concerning
GSE safety and soundness from Treasury, GAO, and CBO have 81l determined that

Sallie Mae itself poses virtually no risk to the taxpayer.

THE RESULTS OF THE STUDIES

The Treasury, GAO, and CBO reports, and OMB in its commentary in the Budge1 for
Fiscal Year 1992, all acknowledge Sallie Mae's successful performance in fuifilling our
mission with private capital and at zero risk 10 the taxpayers. Perhaps the most
noteworthy evidence of this achievement is Treasury's report thst Sallic Mae holds &
AAA investment grade rating, the highest Jevel awarded by Standard & Poor'’s. As
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Treasury’s specific request and as 8 key pant of the Treasury study, S&P evaluated the
likelihood that each GSE might not be able to meet its future obligations from its own
resources. On the basis of this study, only Sallie Mse and the Federal Home Loan
Bank System achieved 8 AAA. To our knowledge only two commercial banks of the
more than 10,000 in this country today carries such a high rating by Standard & Poor's.
This is an appropriate starting point for examining the reports” commentary on how
Sallie Mae has operated.

The CBO concluded in its report that Sallic Mae represents & negligible risk to the
government. *..Sallic Mae...withou! a safety and soundness regulator has conducted its
business in such a way as to have limited the federal exposure to an insignificant Jevel."
OMB, in the Budget for Fiscal Year 1992, acknowledged that Satlie Mae is "extremely
strong financially” and that "so long as jt manages its interest rate risk well, Sallie’s only
real risk is that the government might change the rules of the game.” From the

Treasury Report, the Standard & Poor’s comments are also very positive.

The assessment of Sallie Mae reflects its consistently good operating
performance, the high quality of jts asset base, and its strong risk-adjusted
capitalization. Sallie Mac has managed well the servicing risks attendant upon
guaranteed student loans,..(Sallie Mac's) capital is maintained at levels to protect
agsinst 8 variety of risks, including the remote risk of guarantor failure.
Leverage has increased in recent years, reflecting an active stock buyback
program, but Sallic Mae remains sppropristely capitalized on a risk-adjusted
basis. [APRIL 1991 TREASURY REPORT, p. A-46}
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THE COMPANY AND THE PUBLIC BENEFIT

These studies only confirm what you and we have known all along, Mr. Chairman, and
that is that Sallie Mae is accomplishing the mission set for it by statute and is doing so
prudenmly.

Over the past 18 years Congress has amended our charter numerous times to
strengthen our self-sufficiency as a private corporation and to confirm and respond to
the develi..-»; needs for education credit. Following each such change, Sallic Mae
adjusted its course in an appropriate way and continued to fulfill its public mission
while at the same time avoiding harmful, unnecessarily risky initiatives. The public
benefits have been tremendous in terms of students served, educations obtained, and
national objectives achieved. Sallie Mae has to date funded over 20 million loans,
providing students with over $51 billion dollars. Today the corporsation, both by buying
student loans and by providing collateralized warehousing loans to participating lenders,

funds about four in ten of all student loans outstanding.

By buying education loans, Sallie Mae provides lenders with the cash needed 10 make
more student Joans or other investuents. Over 2,000 commercial banks, thrifts, schools,

and stste agencies Jook to Sallie Mae for a comprehensive array of financial services ~




Joan purchases, financings, commitments ~ cusiomized o meet the needs of individual
participants in the education marketplace.

To ensure the continued participation of the nation’s lenders through the decade of the
80's when the guaranteed student joan program became increasingly complicated, Saltie
Mae devoted much of its resources to the development of sophisticated products that
serve student Joan lenders and provide better service to schools and students. Sallie
Mae's development of a state-of-the-art student loan servicing system has enabled us to
nnice,h«home,methanbaﬂdm:mnmmdpmvidelmnnngcd
technical assistance products 10 Jenders who want to participate in the student loan
program but cannot afford the expense of developing the unique systems needed 1o
properly originate and service loans. And, in this past year Sallic Mee's "back room"
expentise ~ our strong knowledge of theopenﬁonalmdadminbmﬁv:'aspem of
student Joans ~ combined with the autharity granted 1o us by the Congress, provided
much needed assistance to the Department of Education as it quickly moved 10 achieve
an orderly wind-down of the Higher Education Assistance Foundation (HEAF).

Using authority granted during the last reauthorization, Sallie Mse has also lsunched »
successful program of faciliies financing for educational institutions. As a result of this
initiative, we have financed or provided support to 121 institutions for a total of more
than $1.6 billion. These funds have been used to refinance existing debt related to

op
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construction and renovation, to construct new facilities, 0 acquire new equipment, and
to refurbish facilities in need of repair. We have become a key player in ensuring that
the infrastructure of American higher education keeps pace with the demands of the
1990’s and the next century.

To fund our investments, Sallie Mae raises capital that would not otherwise be invested
in higher education, Our issuance of short- and intermediate-term securities in the
global capital markets, where the corporation hes gained a reputation as one of the
highest quality credits, has brought new investors to American education. By using a
variety of often innovative financing techniques in both domestic and overseas markets,
Saflie Mae has been sble 10 borrow cost effectively and maintain a near perfect
balance sheet, one in which the interest rate and maturnity of borrowed funds matches

the rate and maturity of investments,

Success, in our view, includes operating soundly with healthy profits. Those profits
serve to attract equity investment in our business from the general public, and
educational and financial institutions. Profits also provide the critical buffer 1o enable
Sallie Mae 10 survive periods of economic adversity or to recover from unexpected
losses. This latier use of profits constitutes one of the most significant aspects of the
safety and soundness discussion. The fact that Sallie Mae returns nearly 80% of is

healthy profits 1o its business is 8 major reason why we earned 8 AAA and were able

b1



10 survive a variety of externally adwinistered economic stress simulstions. These
additions to capital strength in the past three years were:  $192 million in 1968, $209
million in 1589, and $233 million in 1990,

The most crucial element of the prudent management of a financial institution,
especially through its period of rapid growth, is its ability to develop or attract equity
capital. This hallw=rk of conservative private sector financial management is onc of
the two most important concepts 1 would offer todsy. And, Mr. Chairman, this area is
one where Sallie Mae is doing very well, However, to continue to have the capital
needed to serve the growing need for educational credit, Sallie Mae must be widely
and accurately seen as being able 10 continue to operate in much the same way it has
since 1972 Sallie Mae’s financial strength as scen by the markets is the principal
reason that invesiors have had the confidence to provide an uninterrupted supply of
credit for higher education, even when, as recently has been the case, a credit crunch
has afflicted oiher sectors of the economy. Our ability to adapt 1o changing economic
conditions, to identify and serve higher education needs, and 1o be financially strong
despite national economic problems, confirms the extraordinary valve of marrying
private business 10 our public purpose objectives.



CURRENT LAW OVERSIGHT

Mr. Chairman, instead of resorting to the creation of a siifling regulatory bureaucracy,
this Coromittee and its Senate counterpart thoughtfully included as a part of our

original charter » carefully constructed system of checks and balances on our operations
and & method to reduce federal involvement over time.

Current law provides for meaningful and effective congressional oversight and ample
outside scrutiny of Sallic Mae's financial condition by the Treasury Depaniment. In
addition to approving all of Sallie Mac’s debt issuances, the Secretary of the Treasury
is directed by statute to "..kecp the President and the Congress informed of such
operations and financial condition of the Association, together with such
recommendations with respect thereto as the Secretary may deem advisable, including a
report of any impsirment of capital or lack of sufficient capital noted in the audit.*
Sallie Mse i required to submit a report of our annual audit 10 the Secretary of the
Treasury, who also enjoys access to all our books and records. Indeed, we believe
Treasury’s current statutory authority to oversee the safety and soundness of Sallie Mae
10 be considerably broader than its authority with regard to other government-
sponsored corporations. In our eighteen year history Treasury has never raised with us
8 single issue with respect to our safety and soundness, and we are unaware of any
reported to the Congress or the President.




Mz, Chairman, our charter also makes us subject to oversight from the education
committees of Congress. With both committees, Sallie Mae has established 3 frequency
and quality of dislogue that goes far beyond the formal reports required annually by
our Charter. 1 delicve that it is Jargely as a result of this history that the Congress has
been willing to broaden our authorities on some occasions, and 1o constructively caution
us on otherx.

It also needs to be understood that, as distinguished from others, Salliec Mae is
essentially engaged in supporting an activity that is itselfl crested and intensely regulated
by the Government. Accordingly, Sallic Mac is reviewed from time fo time by the
Departient of Education’s Office of Inspector General and Division of Audit and
Program Review and by state guaranty agencies in regard to its hokiing of GSLP Joans,
and by the Department of Health and Human Services on its HEAL loan portfolio.

1 have atiempted to summarize the extensive, official oversight of Sallie Mae under
current law, not including the ongoing ad hoc reviews by GAO, CBO, OMB, the
Treasury and others. But as you know well, Mr. Chairman and Members of this
Committee, Sallie Mse lives in a sizeable fishbowl. As a publicly traded corporation,
we are subject 10 the rules of the New York Stock Exchange, the anti-fraud provisions
of the federal securities laws, and the watchful eye of investors and analysts on Wall
Street, as well as the credit-rating agencies like Standard & Poor’s, the one which has

64



61

just rated us AAA, independent of any benefits of government-sponsorship. An
fndependent, public accounting firm audits us annually and provides comfort on interim
financial reports to investors. Our risks, profitability, policies, and management
practices are analyzed continually by our debdt and eguity investors. Our many
competitors and others in the higher education marketplace scrutinize our actions, and
report directly to you on Sallie Mae,

Finally, any summary of current oversight of this corporation would de incomplete
without reference to its significant internal controls. Internal scrutiny starts st the top,
with the governance structure fashioned by the Congress. Our 21-member Board has a
fiduciary responsibility 10 ensure the safety and soundness of Sallie Mae's operations,
Management is accountable to this Board, 14 of whom are elected by the shareholders
and 7 of whom are appointed by the President of the Unjted States. The President also
designates the Chairman of the Board. And, mindful of the need to strengthen Sallie
Mae's accountability, we are seeking in this reauthorization an amendment 1o our
charter that would strengthen further the governance of the corporation by giving all
Sallic Mae's shareholders voting rights. Such an amendment will not only intensify the
market discipline on Sallie Mae management and directors, it will also enhance our
ability to raise capital.

b5

Q
47-282 0 -91 -3

IToxt Provided by ERI



WHERE DO WE GO FROM HERE?

As an active participant in the reauthorization of the Higher Education Act, Sallic Mae
is confident that with your support we will continue to bring our considerable financial
strength and entrepreneurial creativity to meet the nation’s requirements for various
forms of postsecondary education credit. However, despite our consistent success,
there are some who are seting aside the conclusions from the studies that we are safe

and sound and are calling for drastic regulatory proposals.

Mr. Chairman, Treasury’s kegislative proposal which you have heard today came as a
surprise 1o us. On the one hand, Treasury reported that Sallic Mae was awarded the
highest possible stand-alone credit rating from Standard & Poor's, AAA. And Treaswy
has consistently maintained over the past year, and most recently in its April report,
that a governmeni-sponsored enterprise which enjoys 8 AAA rating “will be exempt
from regulatory capital requirements and the frequency of reports and examinations

may be reduced.”

But the legislative expression of the Treasury report now proposes that even in
instances where Sallic Mac is scored 8t the highest Jevel by two different independent
rating agencies, the Secretary of the Treasury can still intervene in the management of

the company. The extremely broad discretionary powers Treasury cedes to itself could

10



be highly disruptive to the program. There is no question in my mind that the
mumw.mmwmmamm-mmm
m«m:nowmmmmmmmm
of the purchase commitment agreements we have with lenders. And, in Oris regard Mr.

Mm&ﬂhﬂaehpuuhmmmﬂmemmﬂwmmmvhkhnwkmn
rely on to support their continued participation in the program.

The Committee should understand clearly that the Treasury's legislative proposal would
pmhphxmemguhmtywluuonmﬁedfmmhnglmngmﬁhhdumy. While
longﬂnolmundrcuomanbcoﬁuedwsbowwhywcharegnlatorym!uﬁmk
entirely inappropriate for Sallie Mae, let me offer just a few:

1. There are thousands of thrift institutions scatiered all across the country.
The legislative remedy proposed by Treasury for Sallie Mae includes broad
provisions taken directly from the FIRREA legislation which as you know
mndoptedmcwbﬁaudmdlbmaﬁenhewidﬂpmdhﬂureoﬂhﬁﬁ
institutions throughout the country. By contrast, there is one and only one
Sameme;wemhereln\vuhﬁumwm“expedﬂmdam
tnddemofhndorlbm;lndmduimnhapmwbymdmu
the pleasure of the President of the United States. Moreover, we never
Mnuuwmilymﬁmwdvmwemmwmmmmm
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challenge which is in any respect comparable to that encountered in the
pursuit of the thrift institution excesses and fraud.

In the decade prior 1o the industry’s failure, thrift institutions enjoyed
widely broadened business opportunities. Their rapid growth into unknown
areas of risk, their weak capital base, their failure to retain profits, and
their lack of institutional controls were among factors which produced the
need for FIRREA legislation. By contrast, Sallie Mae serves a very narrow
business niche. Our growth has been steady and prudent and our
investment in controls has come well befose entering new business
activities. Finally, and most importantly, our commitment to building equity
has resulted in our attainment of risk-based capital levels well above those

set for nations} banks.

The *hrift industry regulatory mechanism was never equipped to deal with
the growth and ncw ventures underiaken in the years leading up to the
widespread failures. By contrast, Sallic Mae's narrow range of business
and its very public nature make it far casier 10 oversce. Moreover the
sources of control, the checks and balances listed earlier in this testimony,

are many, diverse, and well suited io the oversight required.

12
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mmo&mmsmmmmmmmmwmmmm
would put in place a single, super-regulator. We believe that this approach is at best
mm-pmdmﬁwmtmwdmmmtmhﬁﬁmm&ymtm&m:
Mae’s existing credit quality. The matings provided by S&P were: Sallie Mase—AAA;
Fannie Mae—A minus; Freddie Mac—A plus, and Farm Credit System~—BB. The
mmdammmxommmos&wmmmmeupwmu
mwﬂl&GSEdebtlhatdwukﬁn}:credilthanbemenGS&mdmlt
their reliance in the event of faflure is on the federal government. In other words,
what is today an implicit gusrantee would become an explicit guarantee, At the same
time,themnf:quiwcapilalwmﬂdinmumiﬁmofombahmshut
quality diminished and fear of regulatory intrusion increased. The result would be to
meike it more expensive and difficult for Sallie Mae to attract the very kind of private
sector "buffer” 1o taxpayer risk the GAO and others propose to reinforce, Our
inclusion in a group of very dissimilar and less well pusitioned GSEs will force our
corporation 1o manage to standards of the weakest GSE, for the weakest GSE will set
therbklevelsnmpu-nwhtmwﬁupeﬂmwmmmmemdmofoubmm
The combined effects of these factors could ultimately have serious consequences 10

students, other secondary markets, lenders, and postsecondary educational institutions.
[ J
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THE RANGERS OF UNWARRANTED REGULATORY INTRUSION

These drastic regulatory proposals hold great potential for undermining the structure

Congress has 50 carefully buidt to ensure available private capital Cyucial 10 the

integrity of a private sector secondary market is its reliability, predictability, and

discipline. When capital flows readily as is the case with the structure you created

nearly two decades ago, it does 30 because there is cenainty in the process and trust

among the participants. Sallic Mae has become the ceatral component of the steady

Bow of capital. The introduction of new, unpredictable, and perhaps unwarranted -
interventions, 8 clear consequence of both the Treasury and GAO proposals, represents

the type of change that financial markets may neither trust nor readily acceps. As f
importantly, the perception of Program participants may be badly shaken. Sallie Mae's A
ability to be ready under all economic and political conditions is one of our mos;

important contribution 10 ensure availability of educationa) credit. -

Mr. Chairman, the sccond key point in this testimony is one which 1 wish to ensure
that there be no possibie misunderstanding as fo its consequences. The proposals put
forward would create a highly discretionary intervention mechanism, one outside your
Committee’s control. From our perspective, it is one with truly unlimited power, and
one which could be administered by those with very little program kmowledge. The

presence of an entity s0 empowered could irrevocably alter and de-stabilize the
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structure you crafied. Jt could provide a direct, unpredictable means for Executive
Branch intervention, perhaps motivated by a crisis in another industry that has nothing
to do with education finance. Or worse, such a regulatory intervention may be
triggered as a result of dissatisfaction with the program policy objectives you would
have us support. Had such regulations been in place in the past, it is doudtful that
Sallic Mae, in spite of its willingness to act, would have been permited 1o respond to

meet Congressional or Department of Education objectives.

Not only would such regulation tie our hands in meeting the needs of the marketplace
we serve, it would sccomplish the contrary of its stated objective. Proponents hold the
position that mure fegulation would somehow decrease risk o the taxpayer. In our
opinion guite the contrary would be true. Through the proposed expansive regulation,
the government would become increasingly accountable for what Sallie Mae does, and
any implicit guarantee would becor..e €xplicit. From management’s point of view, with
the ever present threat of regulator intervention, and its totally discretionary power to
pre-emp: decisions and remove officers from employment, the single most predictable
consequence of proposed regulstion would be a sudden denigration of entrepreneurial
spisit and 3 rapid slide down to the comfort zone of mediocrity. One either turns the
keys of the business over to the regulator or one manages 1o the level needed to avoid
any possible pretense for its discretionary intrusion. In neither instance will this

prograns be well served.
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IHE NEXT STEP

We are not a lone voice in citing the risk and cost of heightened regulation. Nor are
we alone in believing that Sallie Mae's unique financial strength affords you, the
Congress, other means of dealing with us. For example, the Congressional Budget
Office pointed out:

The Student Loan Marketing Association (Sallie Mae), which provides
financing and liquidity 1o the market for student Joans, exposes the
government 1o a negligible amount of risk at present. The principal
policy issue with respect 10 Sallie Mac is what action ~ if gy ~ the
government should take to prevent the enterprise from incressing its
exposure 1o risk in the future. (emphasis added)

Mr. Chairman, your Comminee has the prerogative of leaving the structure you have
built in place. The CBO bhas highlighted some of the reasons why Sallic Mae’s low risk
profile and financial strength would support 8 conclusion that the existing oversight

structure is sound,

Because Sailie Mae poses 30 little risk to the government today and has strong
incentives to continue 10 operate in a fow-risk manner, there are no guarantees
that the potential benefits from effective supervision — prevention of greater
risk-taking by GSE - are worth the potential costs associated with poorly
informed supervision.

Although no single federal agency has specific regulatory responsibility for Sallie
Mac’s safety and soundness, the GSE is subject 1o operating restrictions and
oversight. The most important is probably periodic Congressiona) oversight.
Congressional review of Sallie Mae’s operation exercises an important influence
on management..The Secretary of the Treasury also has statutory suthority to
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examine o) financial records of the association. The Secretary is required to
report annually to the President and to the Congress on the financial condition
of Saltie Mae.

Additionally, the CBO states that with respect 1o Sallic Mae, there is no urgency.

The lack of urgency in the case of Sallic Mae stems from the fact that the
firm — without a safety and soundness regulator ~ has conducted its business in
such 3 way as to have limited the federal exposure to an insignificant Jevel.
Sallie Mas has carefully controlled its risks and maintained a Jevel of capital that
scems 10 have been appropriate. A well-informed regulstor would have required
exactly this type of behavior... [April, 1990, CBO Repart, pp 260]
Ms. Chairman, 1 believe that this Committee, with its experience in oversecing
programs supporting American higher education, is uniquely qualified 10 judge how best
1o assure thet Sallie Mae continues to perform its mission in a manner which maintains
financially strong operations, posing no risk to the American taxpayer. I urge you to
reject solutions devised for some other industry’s problems which would impede Sallie
Mae’s ability to act quickly and creatively in response to programmatic initiatives
requested or supported by our Congressional overseer. I urge you 10 reject the
proposed structures, Jest they be enacted and transform Sallie Mae into a corporation
that manages its business for "the safety and soundness regulators.” That style of
mansgement has not served other industries well and would be in stark contrast 1o the
aftention management now gives to properly balancing marketplace risk pressures and
our public purpose. The legitimacy of this concern w's foreshadowed in the 1985
report of the Congressional Budges Office (CBO): "Regulstion aimed st locking Sallie
Mae into its present Jow-risk mode of operation would probably put an end to its
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innovative product and service development efforts. Management turnover would
probably increase if a stalic environment was imposed.”

We strongly believe it is lasgely because you establuhed Sallie Mae 1o work in the
private sector with ity tradition of innovation and prompt responses to marketplace
needs that many of the program objectives you sought have been accomplished. In the
past these have included: providing Jenders with commitments to purchase the loans
that they will make in future years; developing new products and services for students
and Jenders as their needs required; helping small lenders stay in the business of
offering guaranteed student loans; developing financing instruments to assist other
secondary markets and lenders; and praviding a new source of financing for academic

plant and equipment when governmental resources could not accommodate them.

Mr. Chairman, as you and your Commitiee now look ahead to the posisecondary
education financing challenges of this decade and the next century, you will need 3
proven source of innovation and change. 1 am well aware of the developing
programmatic needs: programs for the middle class, a simpler Stafford program,
support for non-traditional students, fail-safe contingencies for major parts of the
present delivery system, to name just 8 few. We are confident that afjer thoughtful
consultation with your committee Sallie Mae will be able to provide critical support 1o
those emerging needs however you choose to solve them. Moreover, as you are aware,
under the present statute, to undertake special initiatives, should the Secretary of

18
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Education determine a situation in the industry warrants such action. With respest to0
boih existing and future authorities, it is important 1o understand how severely limited
would be our support in the future if your Committee does not successfully counter the
regulatory proposals you have heard others support today.

Obwiously, Mr. Chairman, | am very zager 10 join with you and this Committee to
fashion a solution which we both can fee] confident will ensure Sallie Mae’s continuing
suppont of higher education. It should be a solution that draws from our strength and
not one which falls prey to unfounded speculation about the future. Mr. Chairman, at
the risk of appearing to be melodramatic, the burden of my testimony today is that this
Committee should avoid the siren voices of the Treasury Department and the GAG
which would, in our judgment, without justification, be tantamouns 10 the reversal of
the original decision to sely on the private sector to support the GSLP. We believe
the effect of these proposals would be to make Sallic Mae behave bike an agency of
government.  This would destroy the carefully constructed balance between our public
and private purposes which bas been the hallmark of our success.

I Jook forward 1o working with your Committee and would be pleased to answer any
questions you may have,
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Chairman Forp. Thank you very much.

I have kind of a general question that anybody can respond to.
Just why is regulatory consistency, which in this case is the simple
statement of treating all GSEs alike, essential? Regulatory consist-
ency is basically a policy that would treat things that are vastly
d;ég' rent in the same manner, rather than regulating each GSE in
a way that is appropriate to its size, mission, and risk.

Our examination of the Treasury proposal indicates that it seems
like a classic example of the proverbial cast iron fly swatter. I don’t
know how you take unlike entities like these and come to the con-
clusion that the immutable end objective is to treat them all the
same. That makes about as much sense as does adopting an educa-
tion policy and saying that all students, regardless of their
strengths or weaknesses or needs or the purpose of the education,
as perceived by them, ought to be treated the same.

en we say “treated the same” about students, we talk about
not getting unduly intrusive into their own decision-making proc-
ess and treating them fairly, and I don’t think anybody at the table
sees what is s by =I‘reasury as any different. But falling
back on something 1 have heard ever since I came here 27 years
a&o, if we've got something that works, and nobody says it isn't
likely to work, why are we fixing it?

Mr. Basham, could you give me some help on that?

Mr. BasHamMm. Sure, gdr. i . In terms of regulatory consist-
ency, the approach that we took was——

airman Forp. Please don’t use that term *‘regulatory consist-
ency.” T just told you why I think it's an oxymoron. Regulatory
consistency is what 1 learned in elementary accounting in under-

uate school, and that means that you have the column on the
eft match the column on the right. That’s regulatory consistency,
and it's dumb. Any idiot can do that.

We are talking here about an agency that was created by this
g:x:;mittee bmnﬁ; there was n else ;fn ;he busingss, imd we

ap that wasn’t going to get off the ground unless we
constmm ourselves a unique system which now is known by
the acronym of Sallie Mae. I am almost an expert on its beginning
because I opposed it. It reallfy is the product of a Republican on this
committee, Mr. Erlenborn of Illinois, who worked for a long time to
convince us that we were never going to make this student loan
program work if we didn’t create our own bank.

I didn’t have a very fond feeling for creating, helping, or even
having anything to do with banks, but we were finally convinced
that it was an essential element of the program. What has alwa
been important to us is not Sallie Mae, who runs it or who the
President appoints over there. We have never interfered in that in
any way at all. We don’t care what they do as long as they are
there when we need them to make sure that our train runs on
time. In the case of this committee, the trains that we want to run
on time are the Guaranteed Student Loan .

Now, T hope 1 am not conveying too much anxiety to you, but I
get understandably upset if somebody wants to come and play in
our puddle and say, well, everything is going fine. They are doing
what you set them up to do. And, as a matter of fact, most recently
they have helped us avoid real serious problems across the country.
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But now Treasury would like to come and tell them how to do it

better.

Treasury is already in the ball game, but you gave us a list of all
the thi thatTreasurywantstodoinadditgntothat,anda
couple of them suggest to me another level of decision-making
in between this committee and our creature, Sallie Mae.
We are somewhat jealous of the relationship that the committee
has continued to maintain during the 18 years of Sallie Mae, and
we have several times made significant changes in their mission
and their without getting involved in the day-to-day oper-
A would like fo know h feel th ting a specialized

w0 ike to know how you feel that operating a speciali
agency such as Sallie Mae, which has only one reason for being—
I'm surprised, Mr, Blum, when you talk about privatizing. If you
want to talk about privatizing Sallie Mae, I can privatize it for you
in this reauthorization. We will just abolish it.

Because if Sallie Mae is privatized and no longer has as its total
reason for be'ﬁ the Guaranteed Student Loan Program, it isn’t
what we created, it isn’t what we wanted, and we don’t want an-
other bank, good, bad, or indifferent; we want an agency that has
as its fundamental mission support of the Guaranteed Student
Loan Program.

So I guess the easy way for us to respect the direction to legislate
13' September, we can simply take the suﬁestion to privatize it.

e'll just dump it. Now, 1 don’t know what the impact of that
would be on your feelings and your bookkeepers’ feelings about
symmetry and regulatory consistency, but I know what it would do
:ﬁﬂ the Student Loan Program, it would bring it to a screeching

{.

_ This committee is more concerned with action by Sallie Mae that
impinges on access to student loans by ple seeking education
than we are about how the bookkeepers eel about regulatory con-
gistency. And we are going to continue to do that. Now, my under-
standing is we do have to legislate something before September. 1
am not at all sure what happens if we don’t, unless somebody else
tries to legislate, and then we have one horrendous turf fight
around here.

Do any of the other agencies that are being treated with this reg-
ulatory consistency enjoy the same rating with the rating agencies
as Sallie Mae?

Mr. BasuaM. The only other GSE, Mr. Chairman, that was rated
triple-A was the Federal Home Loan Bank system. 1 think you
could characterize their oversight of their safety and soundness as
quite extensive, particularly with respect to Sallie Mae.

Chairman Forp. Why does Treasury feel that the present author-
ity that it has in Sallie Mae is not adequate to assure safety and
soundness?

Mr. BasHam. Currentl& Mr. Chairman, Sallie Mae—our author-
ity is nominal at best. We can ask for their annual report to be
submitted to us. If their independent auditor within that annual
report makes note of any impairment of capital or any things that
they are concerned about, the Secretary has a responsibility under
the law to communicate that, both to the President and to Con-
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We should be sending up to this committee, I think sometime
shortly, the letter that we send every June, which includes our as-
sessment based on the assessment of the independent auditor in
their annual report. Beyond that our only other real authoritK of
consequence, besides the ability just to go in and look and their
books, is the ability to control, to a certain extent, their access to
the debt markets.

We have historicaily not used this authority over Sallie Mae or
over any of the other GSEs in anything other than sort of a traffic
cop function; i.e., to try to let them know what the Treasury itself
is doing as well as what other GSEs are doing. And to the extent
they decide it is inappropriate or unwise for them to come to
market at a particular time, they make that decision themselves.

There is one current situation in front of Treasury where they
had recently proposed borrowing some money off shore. We are
having our tax people as well as our international affairs people
analyze that particular borrowing. That would be a rare, rare ex-
ception to our traffic cop funetion.

ut beyond these sort of nominal authorities, there is no general
rulemaking authority. I would say Sallie Mae, for the most part,
has complete discretion with respect to the level of capital it choos-
es to maintain for itself, the complete level of discretion with re-
s to how much risk it chooses to take in its business activities.
ortunately for us, for the taxpayer, for this committee, and for ev-
fryone involved, that level of risk is low and has been historically
ow.

1 think we feei that maintaining the status quo presumes that we
can foretell what the future is oing to be. \8@: don’t E)rofess to be
able to do that. I think we would feel more comfortable, given the
discretion that Sallie Mae currently has—in essence, some people
would suggest they have a government credit card that they are
able to use with no &)endin imit on it,

Chairman Forp. Wait right there. You just turned the corner on
me, and I want you to understand where you’re going when you
turn that corner. You acknowledged that you can oversee what the
auditors find in examining the way in which they are doing busi-
ness, and that you have the authority and you do in fact use that
authority to notify this committee when you see some indication
that they may be deviating from what anybody, the auditors or
Treasury, believes to be sound business practices.

Now, what I am concerned about is why you want to be able to
make decisions at Treasury about those business practices without
consulting us or the board of directors of Sallie Mae; in other
words, to be able to veto an action of Sallie Mae, even if it is some-
thing we have asked them to do?

Mr. Basuam. Mr. Chairman, I would characterize that as prob-
ably not our approach, quite frankly. We probably feel very strong-
ly that heavy-handed regulation is counterproductive, particularly
with respect to a GSE like Sallie Mae that is so well capitalized
and so well run, in terms of its exposure of the taxpayer.

We feel that the intrusiveness of regulation should be inversely
proportional to the risk that the GSE poses to the government. |
think the legislation that we set up reflects those views, in terms of
both the provision of a safe harbor for Sallie Mae, as well as as-
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suming that thel)‘rnmeet the capital standards that would be promul-
gated, and we have no reason to believe, based on our analysis,
that they would not be able to meet any reasonable level of capital
standar&,, that might be promulgated, there is no room for intru-
siveness on the of the regulatory body.

Again, we feel strongly that heavy-handed regulation would be
counterproductive. We don't want to run this business. Qur prefer-
ence would be not to run this business. Our preference would be for
Congress to determine the programs, the programmatic issues that
tha want Sallie Mae to ad .

ngress determines there is a targeted beneficiary. We want
this particular group of Americans to be served by this particular
GSE. We would support that. Our only concern is that, once Con-
gress has made the programmatic decisions, that Sallie Mae does it
prudently and with as little risk to the taxpayer as possible. We
would not anticipate—

Chairman Forp. Do you foresee, for example, when you talk
about authority to dictate standards, the situation that has arisen
in recent years with a guarantee agency that became, on its books,
overburdened with a population of low-income students in proprie-
tary schools and found itself getting into trouble? We knew that
trouble was developing, we know why, and it has more to do with
the of person that is being serveg by those loans than it has to
do with anything else.

You are faced with a choice: We either quit protecting and af-
fording education to low-income people because they are bad risks,
or we continue. We asked Sallie Mae and the Secretary of Educa-
tion to step in. Sallie Mae did, and we had practically no interrup-
tion in flow of access to loans to low-income people in the of
the country, including the District of Columbia, that would have
been shut off.

Now, what mour people at Treasury decide that taking over
that kind of a risk is not a good business investment? I can tell you
right now it’s not a good business investment. And if all I was wor-
ried about is the business investment side of it, and that’s what I'm
afraid is all Treasury is worried about, I would have no trouble
telling them, “Don’t take this over. Let them flounder.”

But since ] am concerned that we are even-handed about educa-
tional ogportum‘ty for good risks and bad risks, and in fact we are
in this business to remove capital risk as an impediment to educa-
tion for the less fortunate, then I would tell them, “Do what we put
you in business for, and don’t worry about the fact that you are not
going to make as much money out of it.”

My problem is, at that point, whose regulation wins, yours or the
desires of this eommittee?po

Mr. Basaam. Mr. Chairman, to the extent that this committee
had Sallie Mae serving a particular public beneficiary, whether it
be low-income, moderate-income students, in trade schools, in medi-
cal schools, or wherever, that's a decision that the itself
would make. Our only goal would be to make sure that in fact
are tgrpaingtheserviceswithminimalexposumtoﬂwtaxm-
er. 81

We would not dictate in the particular instance that you are re-
ferring to. They were performing as Congress intended them to
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rform. Our role there would be strictly as a function—and we
identified the potential exposure, the guarantor exposure in our
1990 report. We mentioned that in a couple of places, and in fact it
did come to pass. It was handled, we think, expeditiously. S&P
commented to us that the way it was handled was done extremely
well. That was fine.

Our concerns were not that they shouldn’t be doing that, because
the decision had already been made by Congress for them to serve
this particular program, this particular sefment of the population.
That’s not our concern. Our concern would J,m be to make sure
that in serving this particular segment of the population with a
particular p that it be done safely and soundly.

Chairman Forp. We are going to have to go over for two quick
votes, and we will be back as quick as we can. I would appreciate it
if [the panizl could stay for other members to ask questions.

Chairman Forp. There is a possibility there will be another vote.
Xbl’e will probably have Mr. Coleman back quickly. In his absence,

r. .

Mr. Reen. Thank you, Mr. Chairman.

The issue of government-sponsored enterprises is a very critical
one, because we all, I think, recognize the potential loss to the Fed-
eral taxpayer if we don’t take appropriate action, but it is an issue
which involves very complex financial markets, financial transac-
tions, and I think it is useful, certainly for me, to try to understand
more fully some of the premises that we are operating on and some
of the objectives we are trying to realize.

The first issue—and my Qquestions are general in nature, so I
would encourage all of the el to respond at will—at issue here,
or why we are here, basically, is the implicit Federal guarantee for
these quasi-public or quasi-private entities. I would just like a com-
ment about the extent to which this implicit guarantee would re-
quire a Federal response.

In the testimony we heard that during the Farm Credit crisis in
the 1980s, the Federal Government stepped in—but how explicit or
impl‘ic&d is this Federal guarantee? General comments would be ap-
preciated.

Mr. FoceL. Well, let me start, Mr. Reed, from a GAO perspective,
you are correct that it is implicit. I think that history is the only
thing that we have to go on. When there have been programs that
have been set up where there is a very clear public policy purpose,
as indeed is the case in the GSEs we are ing about, I think it
has been our expectation that if things really got tough, you know,
the government would step in, because we are dealing with public
purpose types of enterprises.

So that's why we think the government does have an interest in
assuring that, not intrusively, but assuring that these GSEs are op-
erating in a safe and sound manner.

Mr. Regp. Let me follow this up by & more detailed approach.
There are various groups, constituent groups, if you want to use
that term in the broader sense, that, in varying d , see the
government as 3ponsoring these agencies. And, just for the record,
among stockholders of this publicly-traded corporation, do you feel
that there is an implicit recognition that the government will step
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in, or do they recognize that there is no legal obligation for this
government to step in?

Mr. FockL. 1 think, if you read the prospectuses of the GSEs and
everythh:ﬁ they say, they say there is no explicit Euarantee But
the way the market behaves indicates that the market does under-
stand that there is an implicit guarantee that the government
would step in.

Mr. REED. Just, again, to continue, about bondholders, you would
make similar comments?

Mr. FogEeL. I would say it would generally apply, yes.

Mr. ReEp. And then another constituent group, the actual stu-
dent borrowers—in fact they actually have a guarantee, or at least
they are borrowing with a guarantee,

r. FoGeL. Right. That's rtight. That's why it's called the guaran-
teed program, so they know they are covered.

Mr. Reep. There is another issue which is sort of the flip side of
the proposed regulations.

Right now we are talking about an implicit guarantee. In effect,
if we pass significant regulatory authority for the Secretary of the

ury or anyone else, that implicit guarantee becomes much
more explicit, because the government is taking a firmer grasp of
the institution and in effect is saying, not only will we guarantee
these particular loans, put we will be guaranteeing the continuity
of Sallie Mae.

Is that a fair judgment?
Mr. FogrL. I think, from omﬁve, I don’t know that we
think the legislation would n ily guarantee the continuity. 1

think what we view it as doing is saying that the government

an interest in assuring that organizations that were set up for a

public purpose and have a potential draw upon the Treasury are

operated in a safe and sound manner. But, | don’t know, maybe
ury has some different views on that.

But I don’t think we view this as having it set up so that the
legislation would explicitly guarantee either the existence of these
0 izations or say that therefore the government would now ex-
plicitly stand behind what they do.

_Mr. Reep. Not cutting off Mr. Basham, but it seems to me that
right now we are here gecause there is an implicit guarantee, be-
cause of historical events, because of market behavior, and yet we
are proposing to take much more definitive regulatory steps. I
would suspect that if the market is responding now, upon im-
plicit legislative authority, that we certainly have to consider the
effect, or should consider the effect, of more substantial regulation.

Mr. FooeL, Yes. I think—I'm not the best person to speak on
how the markets act—but I think one of the reasons we are here is
that there is 8 general recognition that because this implicit guar-
antee for all the GSEs is out there that it is important to take a
ook and see whether the government’s interests, not only on the
programmatic side but on the safety and soundness side, are ade-
quately protected.

I think the sense we got from our study was a feeling that at the
present time we don’t think the government’s interests, from a
safety and soundness standpoint, are adequately protected. It's nice
to hear that, and I'm glad ‘we're able to report that the GSEs,

Q
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almost all of them, are in very good shape; they are being managed
well, but that'’s today. And our concern is that it is difficult to look
into the future and say, well, because everything is okay today, we
ought to just keep our fingers crossed and say things will be okay a
couple from now.

r. BasHam. I was going to address your questions with respect
to making the implicit guarantee more explicit.

As we perused all the various regulatory venues in deciding the
approach that we wished to take with respect to GSEs, we saw cer-
tain consistent powers that were there, including utilities, public
utilities, that are regulated by various State utility commissions,
securities firms. Those are two instances that came to our attention
where there is quite active and effective governmental regulation
that in no way suggests to the participants in those markets that
there is any sort of government guarantee.

More to the point, with respect to how the market perceives
these securities, as someone who came from the financial industry
before 1 came to Treasu?r, I can assure you that, when we would
get the annual reports from these entities, we would file them
away, but effectively, based on our experiences and our percep-
tions, the government, if things really got difficult, given the close-
ness of these securities to the government, that the government
would probably step in.

I would suggest that the spreads that they are able to borrow
over the Treasury curve right now are more reflective of liquidity
concerns and less a function of any concerns about the underlying
credit. As a matter of fact, we  ve done some analysis at Treasury
that would s t that some . the GSEs who have been issuing a
lot of callable debt as of late are effectively, when you factor in the
value of that call, are effectively able to borrow money at rates
better than the Treasury itself is able to borrow.

So I would suggest that the market’s perceptions are that, irre-
spective of the Treasury's comments that there is no explicit or im-
plicit guarantee, irrespective of the comments of the GSEs them-
selves that there is no explicit or implicit guarantee, the fact re-
mains that actions speak louder than words. When the Farm
Credit System experienced difficulties, the U.S. Government
stepped up to provide assistance. And I think that provided, some
people would suggest, a living embodiment of the implied guaran-
tee right there,

Mr. Rexp. I have a—unless you wanted to answer, Mr. Hough?

Mr. Hou . - Congressman Reed, let me put on the record the his-
tory of Sallie Mae on this issue. Around the middle of the 1980s, at
the request of Treasury, we terminated a relationshi% that we had
had, as long as it was made available to us, under which we could
borrow from the Federal Financing Bank. Clearly, the debt that
supports our programs that came through the Federal Financing
Bank carried the explicit guarantee.

'ItmaWoppoﬂunity forus,becausewe,foralong
time, have to our investors that what they can look to an
only what they can look to is th~ eor%;a‘gon's capital. So in the
action we took in leaving the Federal cing Bank we made a
giant st~ide towards meeting that objective.
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We consistently, in all debt offerings and all the occaaions in
which we stand before analysts who are interested in both our debt
and our vquity, emphasize that the capital of this corporation rep-
resents the total recourse that they have, that there 18 no explicit
guarantee, there is no implicit guarantee, and as long as they con-
tinue to invest in us they should do so knowing that we are not in
any way, shape, or form relying on the government to come to our
rescue. We believe that today as strongly as we have ever believed
it. As to the question of whether or not our debt today em'ois the
advantage of this implicit gu~rantee, it is deceiving to stack that
question u bg comparing Farm Credit, Fannie Mae, and Freddie
Mac that do hold rates substantially below ours, but yet are bor-
rowing at costs very close to ours.

To gain insight as to what stands behind the investors’ motives
in borrowing our debt at a fraction over Treasury, you have to look
at the only two other major banks in this country that are triple-
As, Morgan and Wachovia. When you compare our financing costs
to their financing costs, and you can do it only imperfectly, because
we are not in the market on the same day with the same instru-
ments, but, generally speaking, you are going to find that our
spreads are very close to those two triple-As.

So I would submit that the difference between U.S. Government
borrowing and Sallie Mae's borrowing is more representative of the
fact that the market understands that we are a triple-A and ac-
cords us the same safety and soundness that they accord to the two
other triple-A financial institutions in the United States.

Having said that, it is very difficult to prove, because we zre per-
ceived to be an agenci issuer, but as compared with the other
GSEs, we alone can make the comparative study of where we stand
with where two other major financial institutions stand on this
question.

Mr. Reep. Thank you.

I have a follow-up question 1 am trying to determine the govern-
ment’s exposure—and I don’t want to simplify this, because I think
it is « very complex field—but, basicalli,oour exposure comes in the
actual guarantees that we give to the borrowing by students. I am
talking now, of course, about Sallie Mae, not the other GSEs.

It is my understanding that in the budget proposal that has been
sent up this year, as a result of reforms, that we are beginning to
recognize the discounted cost of these guarantees over time. My
question is, if we are in fact budgeting for potential losses in the
guarantee p m, aren't we recognizing directly the potential
cost that would be borne ultimately by Sallie Mae?

Mr. Basiam. Well, the budgeting tj‘:’at takes place and has taken
place is really a function of the Department of Education’s guaran-
tee of the loans. Obviously, if students default, the Department of
Educatirn has to have the money to make good on that loan. So
that's where the exposure to the taxﬁlyer is on that specific lend-
ing p m. The exposure through ie Mae, obviously, in a situ-
ation like that—or to Sallie Mre—is minimal.

There was some question, obviously, when HEAF experienced fi-
nancial difficulties. There were some provisions that would not
have provided 100 percent insurance of the student loans that
HEAF had originated, based on their default experience. In fact,
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the government made good—the De t of Education effec-
tively ended up making on all of those loans, and there would
have been no 1m to or to Sallie Mae, from that perspec-

tive. So, really, exposure to the actual student loans is really to
the Department of Education.

I think what you were alluding to earlier was this issue of Feder-
al credit policy reform, which has to do with whetherthefwem-
ment services various constituencies, either through direct lending
programs by the ent itself, through guaranteed loans, or
through some facility similar to a GSE, and what is the most effi-
cient way to gzovide that benefit to the icular constituency.

Mr. Reep. Let me just follow up on this question. If we, at least
for the sake of discussion, concede that there is minimal risk to
Sallie Mae because of the guaranteed loans, because that has been
budgeted now and discounted forward, or backwards, depenqmgat;r;
mr sense of direction, what are the specific risks that Sallie

run that rec%ire increased regulatory supervision?

Mr. Basnam. Well, fortunately, the way they e their busi-
ness doesn’t expose us to a lot of risk right now. jously, the
major asset that they invest in are these guaranteed student loans,
which are effectively guaranteed by the Department of Education.
Ultimately, they are guaranteed by State agencies, but the Depart-
ment of Education provides the reinsurance. So, effectively, there is
not a lot of risk there. You are talking about a full faith and credit
obligation.

Now there are other areas of their business. They do make ware-
housing advances that they have chosen to have collateralized.

Mr. Reep. By guaranteed loans?

Mr. BasnaM. Pardon? Yes, they will make warehousing advances
to institutions to make government-guaranteed loans, and those
warehousing advances are fully collateralized. But there is some
credit exposure there. There is potentially some interest rate expo-
sure, although, again, given ihe structure of their business, when
gou have an asset that effectively, by statute, reprices its cost every

1 days, you don’t have as much flexibii ity with respect to asset
and liability management as you might have.

Agnin, we have said repeatedly, all of us, I think, and S&P, as
well, have said that the structure of the business, the way it is cur-
rently managed today, does not pose a tremendous amount of risk.
Again, I think our greatest concern is that we can’t tell the future.

At one time in the past, Sallie Mae owned a thrift that it got rid
of several years back. To the extent that they are inclined, at some
point down the road, to do things like that—I'm not suggesting
that they are going to—but we can’t foretell the future. We would
feel more comfortable having an infrastructure in place that could
deal with these things when they arise.

Mr. Reep. Our gﬁnmnan is being very patient. I have a few
more questions, Mr. Chairman.

Mr. FoceLr. Congressman, let me just add one thing to that.
There is another type of risk that we think has to be recognized for
all GSEs and that is the management risk that occurs. Now, that is
not something that you can determine by running a stress test or
applying risk- capital standards. That’s why you need, we pro-
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pose, a leverage capital ratio in there. That can be tied in some-
what with business risk.

Mr. Reen. Let me just follow up Mr. Fogel. Gomg back to what
Treesuﬁasaid, they have indicated that they don’t want to run
Sallie Mae. Effectively, what lirou are saying is that the risk we
might be ultimately be controlling for is the management of Sallie
Mae; is that a fair conclusion, based upon your comment? v

Mr. FoczL. Well, it’s one of the risks that you need to recognize
that exists in any type of financial institution.

Mr. Reep. Just so I don’t lose this thought—the other institu-
tions we are talking about, the GSEs, and particularly, if you move
away from the GSEs, the thrift industry and the banking industry
don’t deal exclusively with guaranteed products like this.

Mr. FoceL. No, that's correct.

Mr. Reep. So we are looking at something unique, even within
the field of GSEs; is that fair?

Mr. FoceL. There is no doubt that the interest rate and credit
ahssk E:or Sallie Mae are much lower than similar risks for the other

Mr. Reep. Thank you.

We do have, I think, a problem here, and let me sketch out some
thoughts 1 have for your response. First the most recent failure
among the guarantee agencies which operate in conjunction with
Sallie Mae was the HEAF. Are there any proposals to directl reg-
ulate the guarantee agencies? If the problem is not at Sallie Mae, if
the problem is at guarantee agencies, are we picking the wrong
target simply because they are the one that is most easily regulat-
ed? That’s one issue.

Mr. Basnam. Well, effectively, as originators and servicers of stu-
dent loans, they have some involvement with the De ment of
Education, who moritors those programs quite closely. 1 think they
have a erful incentive, again, given the way the insurance was
ch back in 1986. Heretofore, there had always been 100 per-
cent insurance by the Department of Education, irrespective of the
default experience.

They found that the default experience in some of these .
tors was so high, they felt they needed some incentives. So, depend-
ing upon their default experience, that insurance cove% gg
down to as low as 80 percent. This was the problem with .
there is incentive there. There is oversight of the programs from
the Department of Education.

Obviously, I think we are all cognizant of the fact that if you
make a particular type of loan to a particular student in a particu-
lar of school, that irtmgrobably, with respect to all student
loans, a much higher risk profile. But, again, that is not to sug-
gest that they shouldn’t be made; it is just that they need to be
made within the prudent confines of not jeopardizing these guaran-
tee agencies. I think that is what the Department of Education is
ho&ing to accomplish with this new reinsurance provision.

r. REED. Just another question that goes to the nature of the
product. Unlike other financial institutions, and unlike other fi-
nancial products, there is no real underwriting or diligence done
before the extension of a loan. That is by Federal law. if you qual-
ify under the statute, you get the loan.

1
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And little is done—in fact, we are wrestling with that issue in
the Title IV how do we, Congress, control the default
ven as

uch specifications
qunliﬁmmtherthantbeﬁnancgllns?m?on?lneﬁsct,thenm

you trying to control us?

1 don’t want to be facetious, but we are the ones who specify who
fmtheloans,andwehaven't an ability to pay or an abil-
ty to repay or the t ] standard. we do is, at the
taﬂendgmake institutions, the lenders, go through hoops to
eollecthm?‘.}ly,nottounderwrite, but to collect.

Mr Well, effectively, Congress makes the tic
decision that they want this to succeed. And, again, now,

that can be accomplished either by providing i
guaranteed loan, or some other faclg' ty. To the extent that -
realizes that these loans are of a highly risky nature, and
re is going to be, on a percentage basis, a greater incidence of
default tg:nto there %tr?:km some Othetre ptxl'iograms, Congress is
prepared to assume appropria © necessary monies
to make up for the default experience. ’Fhat is certainly within the
province of Congress to do.

Mr. Reep. One final questjonz observation, et cetera, is that, to
the extent—] know, Mr. Fogel's and most of the proposals, the
Treasury proposal see as one solution an increase in capital rela-
tive to assets, an increase is the equity ratio. That is, I think, a fair
description of the bulk of the proposals. The flip side of this, and
we are seeing that right now in the banking community, is that
one way to do that is you downsize your assets. Simply, you stop

loans.
.Weameqioyingeaﬂreditcrunch-—“e" ' is a facetious term
in my region of the cLuntry—and I think the Chairman alluded to

this, that to the extent that we direct higher capital ratios, the flip
side of that could be a decrease in the amount of Jending authority.
And, stepping back a bit further, I wasn't there at crestion,
but my thought is that what motivated the creation of Sallie Mae
in the first was a notion that there wasn’t sufficient available
credit for hgl:er education loans in this country and that we were
going to do that Sallie Mase.
Have you considered the fact that one unintended consequence of
ratios, dictated by Treasury and not by the i
tion, is that there would be a in credit av ity for stu-
dents trying to go to school, which contradicts, I think, what we are
to do here in Congress, which is make college affordable for

le?
Mr.m.\vecerhinlytalkedahoutthspmandmminthe
GAO when we were coming up with our recommendation. I think a

i

locked at these is we had large financial institutions
that were setting their own capital. t‘gulookatmrme
ples of financial regulation, one of them that we wanted to follow
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was,becausethegovemmenthadaninterest,wethoughtitwas
imlsortant that it set capital.

ow, in setting capital standards, again, this isn’t done by fiat.
Therehastobealotofdiscumion,alotofdialogue. You know,
there are procedures that are followed. And we wouldn't anticipate
that any regulator is going to be capricious in doing that, because
you don’t want to set capital levels at a point where they drive the
m?(imlimogtd gt f de I think you all

r. . But, as a point of departure, ink you all recognize,
I hope, that capital is related to the extent that they will lend, or
will expand or contract their lendi abilities, and that’s—we are
at one side urging college be available, access to credit, the Ameri-
can dream. On the other hand, I don’t think we can say, without
taking into consideration, you've got to raise capital, raise capital,
raise capital. I just want that })oint clearly ized,

Mr. Basuam. Mr. Reed, if I could just respond. I think we are
sensitive to that, as well. We have said from the very beginning
thatth our goal here }i; to look after the interests of tll}e tax r aﬁd,
at the same time, have no programmatic impact, if at possible.

And one thing that is, I think, fortunate about this whole exer-
cise is, we are not dealing with failed thrifts or banks that have an
insurance fund that is seriously depleted, we are dealing with rela-
tively healthy institutions, for the most part. And to the extent
more capital would be required—and, quite frankly, given the
triple-A rating of Sallie Mae and the structure of their business, 1
can’t ima'gine there would be signiﬁcantly more, if any—but I
think, to the extent that more might be required, there are number
of ways besides downsizing that you accomplish that.

One, of course, the obvious one, is to issue equity. Very profitable
company; very popular stock. Admittedly, management would
prefer not to dilute the ownership of existing shareholders, but,
again, we are concerned with the taxpayer. We are concerned with
the public sector beneficiaries of Sallie Mae. Unfortunately, we
can’t look out after everyone's interests.

Mr. Reep. Your concerns are legitimate and important, 1 recog-
nize, though. 1, again, want to thank the Chairman for his indul-
gence. | have just one final question.

The board of directors of e Mae, many are appointed by the
President; is that correct?

Mr. HoucH. Yes, seven.

Mr. Regp. Seven. ically, the way we govern corporations in
this country is through their board of directors, and I wonder, if in
fact there 18 authority right now for the directors to be appointed
by the President, whether those directors aren’t conscious of the
same concerns that you are raising and whether that regime of

tion is—I raise the question; I don’t have an answer—is that

Mrcient in and I:f itself? tha b

. BAsHAM. In some respects—it’s interesting that you bring up
the board. I think Sallie Mae has a significant benefit that some of
the other GSEs don’t have, as they do have a board of directors
composed almost entirely or I believe entirely of outside directors.
They have played an active role in the company. The chairman is
appointed by the President.
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Bqtourmalysisofthemponsibiﬁtyofthedimtors,em_ﬂ;e

presidentially-appointed directors, they have the same

ities that all directors have for any corporation, which is to ensure
thatmeeorporaﬁonhonmitscharter,thatitparformspmﬁtably
for the shareholders. They don’t have anyﬂzecial—-any to
carry with respect to overseeing the financi safety and soun
from the taxpayer’s

perspective.
They may have this implicitly bly being presidential :Epoint.ees,
but,infact,tbereisnoexplicitom requirement on the part of
the directors, even the presidentially-appointed directors, to view
the interest of the r above the interest of the shareholders.

In point of fact, according to our legal analysis, their primary fi-
duciarirzxrgponsibility is to the shareholders.

Mr. . Mr. Hough.

Mr. Houcn. If I could respond to that question, I hold a different
view. I think this Nation has manﬁ,mmany private sector corpora-
tions that do extraordinarily well. They are overseen by boards of
directors who in fact take to heart the liabilities they have in pur-
suing any activities that jeopardize the safety and soundness of
those organ‘zations.

With respect to Sallie Mae, our directors absolutely understand
the exposure they have, as directors of a public corporation, and
the need that follows with that exposure to tend to the business of
safetx and soundness. The chairman of Sallie Mae is appointed by

the ident. In assuming that position, he is acutely aware of the
need for him to preside over an 0 ization which is never a polit-
is;u;l embarrassment to the Chief tive Officer of the United

tes.
Ihavesatinngears’worthofboardmeetmgs,‘ through three
administrations, and I can tell you that all chairmen and all presi-
dentially-ag)oinwd board rs keep as one of their foremost
objectives the need to avoid action which could be politically
embarrassing to the President. all also understand that they
can be removed from office by the President.

Sallie Mae’s board composition includes more appointed presi-
dential board members than any other GSE and is one of the few
GSEs where the chairman is appointed by the President. And, fi-
nally, the issue is not little management presence on the bou
there is no insider position among our directors. are all out-
side directors. I think there is a great deal of oversight safety and
soundness cushion built into that governance.

Mr. Rzxp. Thank you.

Mr. Chairman, thank you very much for the time.

Chairman Forp. you.

Mr. Coleman.

Mr. CoLeMAN. Mr. Basham, I guess most of my ions will be
directedtoyou.lmttostartoffﬁ that concerns the
Chairman has and I have as well, and in

own on today, you make the distinction, the differen-
between the GSEs and in , the one we are

about here today. You do it constantly, and 1 that is our con-

cern about this ucratic cookie cutter OgY where
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You cite the Farm Credit System experience, and 1 was involved
with that one as well. The fact that others, who are very sophisti-
cated investors, ] might add, look at these entities as, as you say,
more governmental private, always amazes me because these
are people who have billions of dollars for investment purposes.
And if theg don’t understand the agency status of these entities,
who would?

I am not sure that the fact that we tried to bolster the Farm
Credit System lends credence to it, other than to say it was a nec-
emm;y ing to do under the circumstances and less costl{’eihan
any forecast I saw at the time. Alorlxig with that, there have been a
lot of changes and reforms in the Farm Credit System. The inde-
pendence, if you will, of that system has been diluted by the politi-
cal process because of the reforms we made, and the requirements
we created.

I mean, there was a price tag involved. And I would suggest that
there would be a price tag with this one, too, to the extent that this
legislation goes forward. I don’t know that we want to end up
having Sallie Mae become part of a process which we have tried to
insulat it from, I think, in most as :

Let me ask you this question: o is it that we are protecting
under your proposal? If Sallie Mae were to somehow announce
today that they are in deep financial trouble, who are we going to
be bailing out, if that's the word, under the circumstances? Would
you please explain to me what liabilities are here?

Mr. BasnaM. Well, Sallie Mae has a number—I forget the exact
number; I have it in my briefing book—but it’s $39 billion worth of
outstanding debt that is guaranteed by Sallie Mae. That number
may be too bigh. But to the extent that, for some reason, Sallie
Mae were unable to fulfill any one of its obligations, any one of the
liabilities on the corporation, I think our concern is that the benefi-
ciaries of Sallie Mae would look to Con'gress to rectify the situation.

Obviously, there are important beneficiaries——

Mr. CorLemaN. Let’s stop right there. Are we talking about the
stockholders?

Mr. BasuaM. No, the holders of these obligations. The stockhold-
ers, I can only assume, irrespective of the fact that the sharehold-
ers of the Farm Credit Sl)‘rstem were protected during that bailout,
a lot of their at-risk stock was converted to not-at-risk stock. I can
only assume, though, that most GSE shareholders would probabl{
view their capital to be at risk, and I don't think they would loo
to the government to bail out shareholders at all.

But I think the holders of the obligations of any of these GSEs, if
they were to, for one reason or another, be unable to fulfill on their
nbixfations, there are serious co uences with respect to that.

r. CoLEMAN. You are talking about bondholders, in this case?

Mr. BastaM. Bondholders. And, to the extent that that eliminat-
ed the ability of Sallie Mae to go to the credit markets, it effective-
ly shuts them down. They are unable to fulfill thei Cgublic purpose
intended by Congress. And to that extent, I think Congress would
ﬁ;obably come under some pressure from all of the groups that

ve an interest in seeing Sallie Mae succeed to do something to
rectify the situation.

Mr. CoLeMAN. Too big to fail?

§3
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Mr. BassHaM. That'’s a term that some people have used. We have
avoided it. But, effectively, some people have suggested, yes, these
GSEs now are too big to {ail.

Mr. CoLeMaN. How big do you have to be before you can fail and
not create a problem. We had a problem out in California recently
with a servicer, and there were tens of millions of dollars at stake,
as I recall. And yet Con didn’t rush in and bail out those
bondholders or those people at all.

Mr. Basuam. Well, 1 don't know how the servicer funded the
loans that it made.

Mr. CoLemMaN. He borrowed from Japan, from Japanese inves-
tors, as I understand it, who, as a result of this, are quite skeptical
of investing any further in these programs or other investments in
the country. So there you have your unsophisticated mega investor
getting involved with something he claimed he didn’t know wasn’t
sugforted and guaranteed by the government.

r. Basnam. I think a big distinction there, Mr. Coleman, is that
ﬂ.mrantee agency out in California was not a creation of the
nited States Government.

Mr. CoremMaN. But, as 1 understand your arguments today in
answer to other questions, the real nexus of the involvement is the
guarantee on the loans.

Mr. BasnaMm. The exposure that Sallie Mae itself faces, from a
credit perspective, is on the loans that it owns, and that exposure is
effectively done away with by the government or the Department
of Education guarantee. So the real exposure on student loans is to
the United States Government, the Department of Education.

Mr. CoLEmaN. Right. And it really doesn’t matter if it is Sallie
Mae, or “X" guarantee agency, does i1t? The exposure is there.

Mr. Basnam. To the extent that Sallie Mae is a creation of the
United States Government, the debt that Sallie Mae issues, for all
intents and pu , has all of the attributes, all of the unique
characteristics that the Treasury debt, the debt of the United
States Government, has, except the lack of the name and the full
faith and credit guarantee leads investors to view these in a much
different light than they would, say, the subordinated debt or the
senior debt of, say, General Motors, or someone like that.

So, again, these GSEs are very unique entities, created by the
government, and some people have suggested if the government
created it, the government will support it.

Chairman Forp. Will the gentleman yield there?

Mr. CoLEMAN. Yes,

(_Ihtairman Forp. The gentleman touches on a very important
point.

_After we created Sallie Mae, we saw a real mushroom patch of
similar agencies develop around the country. Now, if it had been
the other way around, if the money lenders would have come out of
their temple in this country and started to support the Guaranteed
Student Prqgmm in the early 1970s, as we had hoped they
would, we wouldn’t have a Sallie because these other guaran-
tee agencies would have all popped up around the country, and
States like California that got into the business with gusto, would
have all been in business and we wouldn’t need Sallie Mae, so we
wouldn’t be sitting here today.

Ju
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You have the cart before the horse when {ou pass quickly over

what Tom Coleman is talking to you about. It really doesn’t make

any difference to the Department of Education, in terms of its li-

ability, whether you are talking about a loan that is being ulti-

mately serviced by a California guarantee ngen%; a Texas guaran-

f.t?e agency, a secondary market, or Sallie Mae. There is no real dif-
rence.

So why don’t we worry a little bit about what they are doing out
there, too? If in fact the failure in California didn’t affect us, then
why would the failure of Sallie Mae affect us? Except for the differ-
ence in size—and it wasn’t tens of millions, Tom, it was hundreds
of millions of dollars in California—oxcept for the difference in
size, what is the difference in principle?

Mr. Basiam. Well, Mr. Chairman, I think the Department of
Education is concerned. Again, they bave direct, immediate, pro-
grammatic involvement with all of these agencies that make these
student loans. Obviously, they are the guarantor of these loans,
and theg want to make sure that the Jwrogram is done according to
the wishes of Congress and done pru entl’y. So 1 wouldn't suggest
that we are overlooking them at all. That’s something the Depart-
ment of Education frcuses ?uite a bit of resources and effort on.

Our concern is w..h Sallie Mae. Sallie Mae, as you rightly ob-
serve, basically created this market. Heretofore, banks were reluc-
tant to make these loans. They were bad credit risks. And even
though there was a government guarantee, they were illiquid; they
had to make them and hold them. Sallie Mae came along at the
right time; in essence, developed this market, which led to the cre-
ation of these other guarantee entities.

But, again, Sallie Mae does operate differently from them. We
are not as concerned about these guarantee agencies, because,
again, they are effectively overseen, their programs are overseen
by the Department of Education, who has the immediate, direct ex-
posure.

The exposure with Sallie Mae is somewhat different. Admittedly,
it is relatively small currently, given the nature of the assets and
the way they run their business. But, effectively, if the Department
of Education has no oversight over Sallie Meae, our concern with
Sallie Mae is that they run the portion of this guaranteed loan
business that Congress has instructed them to focus on in a pru-
dent fashion. So far they have done that.

Mr. CoLemaN. Well, you have, currently, some overséﬁht role,
and I'm not sure it is even exercised. Let me ask you another ques-
tion, in your pro , you have this triple-A m::le. If you go out
and get a triple-A rating, you are not automati put in a safe
harbor. You still have discretion to deny that; isn’t that true?

Mr. BasuaMm. That’s correct.

Mr. CoLeman. Why do you recLuire further discretionary reasons
to require Sallie Mae to Jumg through a hoop before it can come
into the safe harbor condition’

Mr. Basnawm. I think, originally, it was not our intent to do that.
If you remember our proposal from last year, our proposal was that
a.n{,one who was tﬁi e-A effectively mimmal‘ regulatory over-
sight. As we went through the administration’s clearance process
on this piece of legislation, some of the attorneys within the admin-
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;ml:mt.ion expressed concerns about the presidential appointment
use,

To the extent that this director or the Secretary is appointed by
the President, the Secretary would effectively be ceding some of
the president’s power to an outside private sector entity. ] am not
an attorney. I know the issue was raised. 1 am not s that
onrattorneysarerightorwmng;’gutlﬂnnk,asares\uto_ that
concern, it was something that to be left to the discretion of
the Secretary.

Mr. CoLEMAN. Is there a substantial difference between double-A
and triple-A? What is it?

Mr. . In terms of capital, there is a substantial differ-
ence. It can take considerably less capital to be double-A. I think,
in terms of default experience, the studies that have been done on
default experience with these entities show that, as {ou go from
triple-B, to A, to double-A, to triple-A, you experience less and less

ault experience.

The bigg:st ui)ick-up in default—the biggest itive pick-up in
terms of default experience; i.e., reduction in default experience,
takes place when you go from triple-B to single-A rated, which
would be considered sort of middle investment grade, then appre-
ciably less when you go to double-A, and then appreciably less
when you go to triple-A,

there is not a lot of—] wouldn’t say there is a dramatic
amount of difference in default exferience between double-A and
tnfle-A, but in terms of the capital that it would require, it prob-
ably could be a substantial amount.

Mr. CoLeman. You know, the concern that we have, if it hasn't
already been articulated, is that you would have the control,
throuih the regulatory process, of Sallie Mae, and that, if you felt
that the makz:g of the portfolio or some of their actions re&ardmg
these guaran loans was not to your liking, you eould, rm.:g
the back door, effectuaie change in these programs because of the
massiveness. Here's the 800-pound gorilla we ve got here. Because
of that, you could make a substantial impact on programs.

And we would basically have no oversight or authorization power
over you to do anything about it. Yon understand that? I mean, I
know vou come here with good intentions, and perhaps so has ev-
e y who has worked on this, but, when tgiengs become law,
sometimes 10 years down the road, 15 years, a new crew comes in
and they could have a whole new agenda, you are giving them
1 authority to do it.

r. BAsHaM. To a certain extent, Mr. Coleman, you are correct.
Again, as I have indicated, we feel—and if you are familiar with
our banking bill—the conce;')t of regulatory intrusiveness is in-
versely pro&ortional to the level of riskiness of the institution.
Clearly, with an institution structured and managed the way that
Sallie Mae is, we would, quite frankly, hope there was nothing for
us to do, to the extent that they are in this safe harbor.

I think, though, Congress and the administration would want to
feel that someone was not asleep at the switch, per se, but someone
was there just to make sure that, if it was a question of the compa-
ny continuing to be managed the way it is managed, that at least
that effectively is happening. Clearly, the Congress has to make a
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decision. Does Congress want to retain that authority itself, or
would Congress feel comfortable allowing somebody within the Ex-
ecutive Branch just to maintain some oversight authority?

Mr. CoLeMAN. Well, we have to vote. But I can imagine, for ex-
ample, you lumping all of these together, and your regulations are
the same for all of them, and then, eventually, it is like the banks
coming to us, the ones that were conservative and doing the right
things are being assessed to pay for the sins of the other ones. I bet
that could possibly happen here in the long run.

Mr. BassaMm. Mr. Coleman, we have tried to work hard to make
sure we did not lump them all together. That’s why we have taken
the approach that we have. They would be regulated quite differ-
ently, I think, in terms of oversight.

Mr. CorLemaN. Thank you.

Chairman Forp. I don’'t know if we have other members who
want to continue the questioning who are on the floor awaiting
this vote or not. If you could hold on until I check over there and
call back to Tom, we may dismiss the panel. If not, we would ask
you to take a 15 minute break and come back and see us. We will
dismiss it, if we can.

{Whereupon, at 12:30 p.m., the subcommittee was adjourned, sub-
ject to the call of the Chair.]

[Additional material submitted for the record follows.]
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STATEMENT OF
THE AMERICAN COLLEGE OF PHYSICIANS
SUBMITTED FOR THE RECORD TO THE
POSTSECONDARY EDUCATION SUBCOMMITTEE
HOUSE EDUCATION AND LABOR COMMITTEE ON STUDENT
LOAN DEFERMENT
FOR MEDICAL RESIDENTS
June 19, 1991

Student Loan Deferment for Medical Residents

The American College of Physicians, representing 70,000 specialists in internal
medicine and its subspecialties, strongly supports the legislation (H.R. 179)
introduced by Congressman Penny 10 allow the deferment of payments on {ederally-
insured student loans during medical residencies. Almost a third oi ACP’s
membership are Associate Members, the majority of whom are residents, These
20,000 individuals are the future of internal medicine and our slatement is made
today on their behalf.

Prior 10 the passage of the Omnibus Budget Reconciliation Act of 1989,
medical residents in university-b-.sed institutions were allowed to defer payments on
their loans throughout the duration of their training. In an effort 1o address the
inequity of granting "student status” to these residents and not 1o residents training
in community hospitals, "OBRA ‘89" established a two-year deferment period for all
residents regardless of the training Jocus. The College supports the equal treatment

of medical residents but believes the deferment period must be extended for these
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reasons: 1o avoid a rise in loan defaults; to keep the profession of medicine open to
all individuals; to ease the burden of repayment that falls especially hu:d on minority
residents; and to mdnmt!mnwessityto"nmonlis‘hl.' which has implications for the
quality of care by already overworked residents. And finally, the College raises the

issue of the impact of indebtedness on the overall attractiveness of internal medicine.

] Related 1o Aordabili

The education and training of a physician is not complete afier four years of
medical school but usually extends to a three-year residency for medical specialities
such as internal medicine and pediatrics and a five-year residency for surgical
specialities. The requirements for certification in a specialty are increasingly
considered a minimum standard as the pressures increase to ensure that physicians
mainta‘n a high level of competency. Specialty boards are moving toward time-
limited certification. and Congress has given serious consideration to federal re-
certification requirements.

To comply with the new requirements contained in "OBRA °89," residents must
begin loan repayment during the third year of residency. The combination of high
levels of debt and relatively low stipends make it unrealistic for a large percentage of
residents to meet their obligations. Over 80 percent of the 1989 medical school

graduates have an average debt of $42,000; 32 percent of graduates owed more than

0o
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§50.000. In the third year of residency when loan repayment begins, the mean

stipend is $28,577.
To comfortably repay a loan, lending agencies suggest that payments not exceed
cight percent of gross income. The Association of American Medical Colleges
(AAMC) Survey of Third Year Residents provides an interesting example of the
difficulty of repayment during residency and in the early years of one’s professional
life. The case study illustrates the 1] percent of medical students who have g $75,000
debt. The interest and principle payment on this debt, from Stafford, SLS and
HEAL/ALP sources, would total $971.53 a month. The annual salary needed 1o
retre the debt comfortably would be $145,000; difficulty would arise at $97,000; and
repayment would be impossible at $73.000. With stipends less than $30,000 and first
year incomes after residency of $80.000 or less for many primary care specialists, the
nisk of loan default is apparent. This simple companson of debt and income tells
only part of the story as the following description of a "cash flow" study illustrates.
This 1990 study of student loan indebtedness, published in the Journal of the
Americap Medical Association (JAMA), evalusted the effect of varying levels of
indebtedness on tae cash flow of a “typical” resident. The authors conclude that
"Numbers such as ‘average reimbursement’ and ‘average indebledness’ have been
reported, but are cumulative and do not convey the effect of educational indebtedness

on the cash flow of a typical house officer.” A simple comparison of level of debt
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and potential income can be misleading. One exampie from the attached table shows
that a typical house officer, even with a low level of indebtedness, would have a
negative cash flow during a simulated S-year residency.
In their evaluation of the implications of study findings, the suthors explore the
short- and long-term effects of the negative cash flow findings:
“Ia the short term. this negative cash flow and accumulating deficit has effects
on a residents’ value sysiem, outlook on his or her training, attentiveness 1o
clinical responsibilities, recepliveness to ieaching and ultimately on his or her
overall professional education and residency performance.  Further. it
encourages (and at higher levels, likely mandates) the resident to participate in
available extracurricular. remunerative activities In the long run, the need lo
accentuate financial remuneration at the expense of other factors in practice
selection (rural vs urban location, working in medically underserved areas or
with the medically indigent, heaith mainienance organization employment vs
private practice. aftractiveness of academic careers or primary care specialities)
has obvious effects on trends in health care manpower allocation and medical
economics by promoting physician specialization. high professional f{ees.
practice tn urbap environments, and practice in affluent populations.”
In addition 1o these broader issues, the JAMA study findings seriously
challenge the wisdom of relying on forebearance as the solution to the indebtedness
problem. Since interest accrues during forebearance and repayment periods are not

extended beyond the estabnshed payment period, one faces the question of whether

residents and young practitioners will be able to meet their loan obligations.

, .

The College 1s increasingly concerned that the cost of medical education is a
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deterrent for highly qualified students 10 choose the profession of medicine, We

strongly believe that sociceconomic status should not be a barnier 10 any qualified
medical student candidate and that the profession benefits greatly by representation
of individuals from different backgrounds. But even the most motivated student
would find an average debt of $42.000 daunting. especially 1o minority students
whose debt is on average $5.000 greater.

The decline in the number of applicants to medical school over the past decade
gives pause for concern. In Canada where the average tuition is less than $2,000 a
year, compared to a2 median cost of $17.454 for private schools and $5,849 for public
schools in the U S, there is an average of four applicants for each first year opening
in medical schools, compared to the U.S. average of 1.6, The cost of medical
education may be a deterrent for choosing medicine in the first place and deferment
pentod of only two years may be an additional and unneeded disincentive,

The impact of indebtedness on specialty choice and practice Jocation needs
additional study Current research indicates that other factors such as hifestyle and
patient charactenistics have a greater influence on these choices than debt or income,
In a time of great need for additional primary care physicians, ACP urges the
undertaking of additional research on the factors that influence speciality choice.

QOur final comments address the implications of the two-year deferment period

on patient care. Data from the AAMC's survey of third year residents indicates that

]:A
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75 percent of residents said that they would be unable to discharge their debts if their

mcomss were limited to housestalY incomes only. Three-quarters felt that they had
to seek outside employment 10 meet their financial obligations and two thirds
indicated that they were currently moonlighting. At a time when there is a growing
consensus that residency hours should be limited in the interest of good patient care,
we urge the Congress to examine whether a deferment period that ends before the

residency 1s sound public policy.

Conclusion

The issue of loan deferment for medical residents may seem relatively
inconsequential in the context of the far-reaching implications of the Higher
Education Act reauthorization, but the decisions made by the Congress on this matter
will have a serious impact both on individual residents and the medical profession.
We are very aware that tight fiscal constraints make these decisions especially
difficult. It is our view that H.R. 179 will reduce loan defaults, lessen the need to
moonlight and therefore improve patient care, and contribute to keeping the medical

profession open to individuals from all socioeconomic groups.
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Omington 8t Devis
Evanston, Mlinos 602040552
Phone 708~ 491 -6000

Soha W, Tiytor 11
Charrman of the Board

June 27, 1991

The Honorable William D. Ford
United States House of Repregentatives
washington, D.C. 20515-2215

Dear Congressman Ford:

I would like to request the following comments, concerning
reauthorization of the Bigher Bducation Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student iLoan Program held by the House
Subcommittee on Postsecondary Education.

The comments that follow address what I woild currently conaider
to be the major Guaranteed Student Loan (GS5L) isaues of concern
to my institution. As you consider changes and improvements to
the Programs, please note the concerns and suggestions I have
listed.

1. Issue: BR/108 Stafford interest rate and associated windfall
profits provision

Comments: The BA/10% rate and, espascially, the windfall profits
provision, are both difficult to administer and
difficult for borrowers to understand., I suggest:

* Eliminate the 8%/10% Stafford and windfall profits
provision,

* Replace it with a new variabie rate Stafford with
an 8% floor and a 123 cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

* Convert all existing 83/10% loans to fixed rate
8% loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a fiat 8% prograo.

It would also minimize administrative error by lenders since
ve, and most others, already have varisble rate programs we
administer. {We do not have any windfall profits programs.}

L )
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N The Honorable william D, pord
1)1 June 27, 1991
Fage Two

2, Iasum: Risk sharing

Lomments: Risk sharing already exists for lenders in the
due diligence procedures currently required for
the collection of student loans. Additional
risk sharing would;

* Limit student access, as lenders will minimize
their high risk/low balance 1van portfolio
proportionately.

* Result in diminished gupport to students attending
moderate- to high-default schools, directly
proportional to the stringency of the risk sharing
requirements.

I continue to be required to meet performance standards set
by wmy institution. High-cost borrowers will be the first
to be excluded from our portfolio {f new risk sharing costs
80 require,

3. Isaue: Special Allowance Payments (SAP)
somments: SAP should remain unchanged.

* Any reduction in SAP will Jecrease further the number
of participating lenders, thus adversely affecting
access to student loans.

* A change in computing SAP, if applied the first
guarter of a calendar year to a 365-day basis, could
save the Federal Government money {on a one-time
pasis).

4. lasua: Simplification of Pinancial Aid

Conpentn: The financial aid process and administration continue
to be very complex for students, parents, schools,
and lenders. I recommend simplification in the
following areas:

BEST ER%Y fVAT ABLE
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William D. Ford

* Use only one need analysis calculation for all
Title IV programs.

* Make Stafford loans available to middle-incope
students.

* Reduce the number of deferments for all GSL prograss
to:

1) in-school; for full-time students and
degres-seeking students attending at least
half time but less than full tice and caking
satisfactory progress

2}  unemployment
3) total temporary disability

4) wmilitary; including acceptance of other
documentation {e.g., orders) as certification

* Expand acceptable reasons (documentation,
notification, and certification)} for granting
deferments le,g., Stpdent Status Confirmation
Reports, school letter, loan application, etc.).

* Allow backdating of in-school deferments to the start
of a Bchool term but not more than 180 days.

5. JIssue: Flexibility in Collection Bfforts

Conuentsg:

ERIC

Aruitoxt provided by Eic:

I am very concerned about the present due diligence
requirements. Their prescriptive nature makes no use
of the experience and expertise of our staff in loan
collections. There is no incentive to concentrate on
collections; only a disincentive to stray from the
prescribed guidelines. I suggest:

* pefine new measures that allov use of our collections
expertise.

* Define nev measures that sre flexible.

* Allow cures for actions missed inadvertently.
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June 27, 1981

{; The Honorable William D, Pord
Page Four

6. Isaus: Tisely Requlations
fommentn: I recommend the following:

* Require regulations to be created through
a4 negotiated rulemaking process.

* Require requlations to be issued in a timely manner
that allows for proper systes changes (including
testing) and staff training.

1 am sure you understand sy concern surrounding rumors of a direct
loan program to replace the current Stafford Program. wWhile I have
seen no proposal to camment on specifically, I feel ths comments

and suggestions I have made address many of the same issues that

a direct loan program would intend to address, such as reduced costs
and program simplification. Should a specific pProposal be put
forth, I trust you will solicic input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such
an important piece of legislation.

Sincerely

ohn Ta;l

JNT/ple

€C: The Honorable Paul Simen
The Honorable Alan J. Dixon
The Honorable Sidney R. Yates
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June 25, 1991

The Monorable William D. Ford
United States Houss of RepPressntatives
Washington, D.C. 20515-2215

Congressaan Ford:

I would like to rsquast the following comments, concerning
raauthorisation of the Nigher EBducation Act of 1985, be accepted
and entared as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Progras held by tha Houss
Subcomnittee on Postsscondary Pducation.

The comments that follow addrass what I would currently consider to
be the major Guaranteed Student Loan {GSL) iasues of concern to my
institution. As you considar changss and improvemesnts to the
Programs, please note the concerns and suggestions I hava listed.

1. 1asus: 8%/10% Stafford interest rate and associated wind-
fall protit provision

Commante;: The B3/10% rate and, sspecially, the windfall

profits provision, are both difficult to administer and

difrficult for borrowers to understand. I suggsst:

. Eliminate the 3%/10% Stafford ani windfall profits
provision.

. Replacs it with s new variakie rate Stafford with
an 8% floor and 128 cap, based on the same Tresasury
8i11 rats ussd currently for SLS and PLUS loanwm.

. convert all existing 8%/108 loans to fixed rate 8%
loans.

This would minimize governsant intsrest end special allowance
peyments, while maintaining the concept of ths borrowsr paying
a largsr portion of intersst than under a flat 8% program. It
would also minimise administrative srror by landers since we,
and most others, alrsady bhave variable rates progranms we
administer. (We 4o not have any windfall profit programs.)

2. Issus: Risk Sharing

Commqnta: Risk sharing slready exists for lsnders in the

dus diligence procedures currantly required for the

collsction of student loans. Additionsl risk sharing

would:

. Limit student access a8 lenders ¥ill minimize their
Bigh risk/low balance loan portfolio
proportionately.

1ANA T AST ABTM SIREERT CREAGO (L LINIS 80818 1313 684 10U FAR (L1141 0R8 4560
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. Result in diminished smupport to students attending
moderate to high default achools, dirsctly
proportional to the stringency of the risk sharing

remants.
1 continus to be required to mest performancs standards sst by
By institution. High cost horrowers will be the 2irst to be
nn:lmutli from our portfolio if new riskx sharing costs so
require.

3. Isaue; Special Allowance Payments {SAP)
Comaanta: SAP ahould remain .

. . Any raduction in SAP will decrasse further the
mmber of participsting lenders thus advarsely
affecting eccess to student loans

. A changs in cosputing SAP, ir applied the first
quarter of a calendar year, o a 1§65 day basis
conldnnmr.dmlmanmntmoy {en a one
time basis).

4. 1ssue: simplification of FPinancisl Aid
Cogments: The financial aid process and administration
continues to be very complex for students, parsnts,
schools and landers. I recommend simplification in the
following arsas:
. Use only one need analysis celculation for all

Title IV prograss.

. Make stafford loans available to middle income
students.
. Reduce the nusber of deferments for al)l GSL

Prograns to:

1) in-school; for full time studants and degres
ssaking students attending at lsast half tige
but less than full tise and making
satisfasctory progress

2) unamploysant

1) total temporary disability

4}  military; including acceptance of other
documentation (e.g., orders) am certification

. Expand acceptadls TEARONA (documentation,
notification and certification) for granting
deferments. (s.g., Student status Confirmation

Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the
start of a schoel tars but not more than 180 days.

5. Jasue: Flaxibility in Collection Efforts

I am very concerned about ths present due
diligence requiremsents. Their prescriPtive nature makes
no uss of the experience and sxpartise of our gtaff §n
loan collections. There is no incentiva to concantrate
on collections: only a disincentive to Stray from the
Prescribed quidelines. I suggest:
- Define new wmeasures that allow use of our

collections expertise.

s RaFAR] ARTHSTREEY ORI AGO HEINTNS 8O8 14 {31684 1200 FAX 330 AR4 4560,
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. pDafine new measuras that are flexible.
. Allow cures for actions missed inadvertently.

6. 1ssue; Timely Regulations
Commentg: I recommend the following:
s Require regulations to be created through a
negotiated rulemaking process.
. Require ragulations to be issued in a timely sanner
that allows for proper system changes (including
testing) and statf training.

1 am sure you understand my concern surrounding rusors of a direct
loan progras to replace the current Stafford program. Wnhils I have
seen nho proposal to comment on specifically, I feel the comments
and suggestions I have made sddress many of the same issues a
direct loan program would intend to addrass, such as raduced costs
and progras simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions froa the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
isportant piecs of legislation.

Sincere
o

R. Sticken
Vice President

BS/mjx
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June 25, 1991

The Honorable ¥illiam D. Ford
United States House of Representativas
washington, D.C. 20515-2215

Congresspan Ford:

I would 1like %o request the following commants, concerning
resuthorizetion of the Higher Education Act of 1965, be accepted
and entcred as part of the recoid asSociated with the June 19, 1991
hearing on the stafford student Loan Program held by the House
Subcommittes on Postsecondary Bducation.

The comments that follow address what I would currently consider to
be the major Guaranteed Student Loan {GSL) issues ot concern to my
institution. As you consider changes and improverents to the
Programs, please note the concerns and suggestions 1 have listed.

1. Iosue: 83/10% Stafford interest rats and associated wind-
fall profit provision
i The 8%/10% rate and, especially, the windfall
profits provision, are both difficult to adeirnister and
difficult for borrowers to understand. I suggest:
. Eliminate the 8%/10% stafford and windfail profits
provision.
. Replace it with a new variable rate Stafford with
an 8% floor and 123 cap, based on the same Traasury
Bill rate used currently for SLS and PLUS loans.
. Convert all existing 8%/10% lpans to fixed rate 8%
loans.

This would minimiZe government intarest and special aiiowance
paymenta, while msint=ining the ~oncep? of the borrower paying
8 larger portion of interest than undes & fiat 8% program. It
would also minimize administrative grror by lenders since we,
and most others, slready have variable rate programs we
administer. (We do not have any windfall profit programs.)

2. dSsue: Risk Sharing
Conmenta: Risk sharing aiready exists for lenders in the
due diligence procedures currently required for the
collection of student loans. Additional risx sharing
would:
Limit student access as lenders will mininize their
high risk/low balance loan portfolio
propartionately.

Estabiished 1011
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. Result in diminished support to students sttending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
raquirements.

1 continue to be requirad to mest performance standards set by

my institution. Bigh cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so
require.

3. Isgue: Special Allowance Paymsents {SAF)

commants: SAF should remsain unchanged.

. Any reduction in SAP will decrease further the
nuaber of participating lenders thus adversely
atfecting access to student loans

. A change in computing SAP, if applied the first
quarter of a calendar year, to a 365 day basis
could save the Federal Government moniey {(on a one
time basis).

4. issue; Simplification of Financial Aild
comments;: The financial aid process and administration
continues to be very complex for students, parants,
schools snd lenders. I recommend simplification in the
following Areas’

Use only one need analysis calculation for all

Title IV programs.

. Make Stafford loans available to middle income
students.

. Reduce the number of detersents for all GSL
prograns to:

1) in-school:; for full time students and degres
seeking students attending at least half time
but less than  full time and making
satisfactory progress

2) unemployment

) total temporary disability

4) military:; including acceptance of other
documentation {e.g., orders} as certification

Expand acceptable reasons {documentation,
notificativn and certification) for granting
deferments, {e.g., Student Staftus Confirmation

Reports, school letter, loan application, stc.)
. Allow backdating of in-school deferments to the
start of a school term but not more than 180 days.

5. Lﬂﬁugl Flexibility in collection Efforts

i I am very concerned 8DOut the present due
diligenee regquiresents. Their prescriptive pature makes
no use of the experience and expertise of our staff in
ioan collections. There is no incentive to concentrate
on collections: only a disincentive to stray from the
prescribed guidelines. 1 suggest:
. Define new moasures that allow use of our

collections expertise.
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. Define new messures that ars flaexible.
. Allow curas for actions wmissed inadvertentiy.

6. Isnue: Timely Regulations
Comments: I recommead the following:
. Require regulations to be¢ created through a
nagotiated rulsmaking process.
. Require regulations to be issued ip a timely manner
that allows for proper systes changes {including
tosting) and staff training.

I am sure you understand my concern surrounding rusors of a direct
loan program to replace the currant Stafford program. While I have
s8en no proposal to comment on specifically, I feel the comments
and suggestions I have made address aany of the same issues a
direct loan program would intend to address, such as reduced costs
and program simplification. Should a specific proposal dbe put
forth, I trust you will solicit input and suggestions froms the
lending community. I commit te providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincersly., N 7

f{,’ - ‘7/
PR s oSt A
LR o M AR e

"Louise Erickson
Student Loan Coordinator

cc: Paul Simon
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Frank L. Dwojscki

voe Fresioe ang Menagos

June 27, 1961

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 20515-2215

Congressman Fordt

I would 1like to request the following comments,
concarning reauthorication of the Higher Education Act of
1965, be accepted and entered as part of the record
associated with the June 19, 1991 hearing on the Stafford
Student Loan Program held by the House Subcommittee on
Postsecondary Education.

The comments that follow address what I would currently
consider to be the major Guaranteed Student Loan (GSL)
issues of concern to my institution. As you consider
changes and improvaments tc the Programs, please note the
concerns and suggestions I have listed.

1. 1ssue;s B8%/10% stafford interest rate and
associated windfall profit provision
Compents: The BR/10% rate and, especially, the
windfall profits provision, are both difficult
to adminster and difficult for borrowers to
understand. I suggest:

* Eliminate the 8%/10% rate and, especially,
the windfall profits provision.
* Replace it with a new variable rate

Stafford with an 8% floor and 123 cap,
based on the same Treasury Bill rate used
currently for SLS and PLUS loans.

* Convert all existing 88/10% loans to fixed
rate B% loans.

This would minimige government interest and special
allowance payments, while maintaining the concapt of the
borrower paying a larger portion of interest than under
a flat BS program. It would also minimize administrative
error by lenders since we, and most others, already have
variable rate programs we administer. (We do not have
any windfall profit programs.)
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2. lssu@: Risk Sharing

Commentg: Risk sharing already exists for

lenders in the due diligence procedures

currently required for the collection of student
loans. Additional risk sharing would:

* Limit student access as lenders will
minimize their high risk/low balance loan
portfolico propertionately.

. Result in diminished support to atudents
attending moderate to high default
schools, directly proportional to the
stringency of the risk sharing
requirements,

I continue to be required to meet performance standards
set by my institution. High Cost berrowars will be the
first to be excluded from our portfolio if new risk
sharing cost® 80 requira.

3. 1ssue: Special Allowance Payments {SAP)

Commentss SAP shonld remain unchanged.

* Any reduction in SAP will decrease further
the number of participating lenders thus
adversely affecting access to student
loans

* A change in computing SAP, if applied the
first quarter of a calendar year, to a
365 day basis could save the Pederal
Goverment money (on a one time basis).

4. Issue: Simplification of Financial Aid
Comments: The financial aid process and
administration continues to be very complex
for students, parents, schools and lenders. 1
racommend simplification in the following
areas:

* Use only one need analysis calculation for all

Title IV programs.

*  Make Stafford loans available to middle income
students,

Reduce the number of deferments for all

GSL programs to:

13 in-school; for full time students and
degree sescking students attending at
least half time but less than full time
and making satisfactory progress

2) unamployment

3) total temporary disability

4) military; including acceptance of
other documentation (e.g., orders)
as certification.

113
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LaSalle Bank Lok View

bl Expand acceptable reasons {(documentation,
notification and certification) for
granting deferments. {(e.g., Student
Status Confirmation Reports, school
letter, loan application, etc.).

. Allow backdating of in-school deferments
to the start of a school term but not more
than 180 days.

5. Ipsue: Plexibility in Collaction Bfforts
Commpents: I am very concerned about the present
due diligence requirements. Their prescriptive
nature makes no use of the experience and
exportise of our staff in loan collections.
There is no incentive to concentrate on
collections; only & disincentive to stray from
the prescribed guidelines. I suggests

Define new measures that allow more use of
our ceollection expertise.

* Define new measures that are flexible.
» Allow cures for actions missed
inadvertantly.

6. Igsue: Timely Regulations

_cm: 1 recommend the following:

Require regulations to be created through
a negotiated rulemaking process.

. Reguire regulations to be issuod in a
timely manner that allows for proper
system changes {[including testing) and
staff training.

I am sure yYou understand my concern surrounding rumors
of a direct loan program to replace the current Stafforcd
program. While I have seen no proposal to comment on
specifically, I feel the comments and suggestions I have
made address many of the same issues a direct loan
program would intend to address, such as reduced costs
and progran simplication. Should a gpecific proposal be
put forth, I txust you will splicit input and suggestions
from the lending community. 1 commit to providing input
on such & proposal.

Thank you for you consideration and for your commitment
to such a impo;tant iece of legislation.

L. Dwojacki
Vice President
Installment Loan Department

Copys Jock MacMorran
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AMERICAN NATIONAL BANK

307 CHICAGO ROWD + SOUTH CMICAGD NEIGHTS LUINOIS 60411 + PHONE 708756 2518 - FAX 708/ 756 1282
1056 DIXIE HIGHWAY « CRETE HLINOIS 60817 + PNONE 708 £72 7000 + FAX 708872 7002
19201 LAGRANGE ROAD - MORENA  fLLINONS 60448 = PMONE 708.479 4490 - FAX T08 479 4495

June 25, 1991

The Honorable william D, Ford
United States House of Representatives
washington, D.C. 20%15-2215

Congressman Ford:

1 would like to request the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcommittee on Ppstsecondary Pducation.

The comments that follow address what I would currently consider to
be the major Guaranteed student Loan (GSL) issues of concern to my
institution. As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. Issue: 8%/10% Stafford interest rate and associated wind-

fall profit provision

¢omments: The BY/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

dztfxcult for borrowers to understand. I suggest:
Eliminate the 83,/10% stafford and windfall profits
provision.
Replace it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convert all existing Bi/10% loans to fixed rate 8%
loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program. It
wpuld also minimize administrative error by lenders since we,
and most others, already have wvariable rate programs we
administer. (We do not have any windfall profit programs.)

2. Issue: Risk Sharing
comments: Risk sharing already exists for lenders in the
due diligence procedures currently reguired for the
collection of student loans. Additional risk sharing

would:
Limit student access 85 lenders will minimize their
high risk/low balance loan portfolio
proportionately.

AL v
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. Result in disinished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing

irements.

I continue to be raquired to mest performance standards set by
ay institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so
require.

3.

Issug: Spscial Allowance Paymaents ({SAP)
2 SAP should remain unchanged.

. Any reduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access to student loans

. A changs in computing SAP, if applied the first
quarter of a calsndar year, to a 355 day basis
could save the Federal Government Doney (on a one
time basis).

Issue: Simplification of Financial Aid

comments: The financial aid process and administration
continues to be very complex for students, parents,
schoels and lenders. I recommend simplification in the
following areas:

. Use only one need analysis calculation for all
Title 1V programs.

- Make Stafford loans available to wmiddle income
students.

. Reduce the number of defersents for all GSL
programs to:

1) in-school; for full time students and degree
seeking students attonding at least half time
but less than full time and making
satisfactory progress

2} uneaploysent

3}  total temporary disability

43 military; including acceptance of other
documentation (e.g9., orders) as certification

. Expand acceptable Yeasons {docunmentation,
notification and certification) for granting
deferpents. {e.g., Student status Confirmation

Reports, school letter, loan application, stc.)

. Allow backdating of in-school deferments to the
start of a school tarm but not more than 180 days.

Issue;: Flexibility in collection Efforts

Commentes: I am very concernad about the present due
diligence requirements. Their pPrescriptive nature makes
no use of the experisnce and expertise of our staff in
ioan collections. There is no incantive to concentrate
on collections: only a& disincentive to stray from the
prescribed guidelines., I suggest:

. Define new measures that allov use of our

collections sxpertise.
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. Define new seasures that are flexible.
- Allow cures for actions sissed inadvertently.

6. I1ssua: Timely Regulations
Commanta: I recommend the following:
- Require regulations to be created through a
negotiated rulemaking process. )
. Require regulations to be issued in a timely manner
that ailows for proper system changes (including
testing) and staff training.

I am sure you understand my concern surrounding rumors of a direct
loan program to replace the current Stafford program. While I have
seen no propeosal to comment on specifically, I feel the comments
and suggestions I have made address many of the same issues a
direct loan program would intend to address, such as reduced costs
and program simplification. sShould a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
inportant piece of legislation.

Singerely .
/’; ‘,;
’74
< James EspOS;;o
President

cc: Honorable Paul sSimon
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June 25, 1991

The Honorable Williss D. Ford
United States House of Representatives
washington, D.C. 20%15-2215

Congressman Ford:

1 would like to reguest the following comvents, concerning regutherization

of the Higher Education Act of 1985, be accepted and entered as part of the
record associstion with the June 19, 1991, hearing on the Stafford Student

Loan Program held by the House Subcommittee on Postsecendary Education.

The comments that follov address whar I wnuld currently consider to be the
sajor Cuaranteed Student Loan {GSL) i{ssues of concern to my institution.
As you consider changes and improvements tu the Programs. please note the
concerns and suggestions 1 have listed.

1. Issue: 8%/10% Stafford interest rate and associated windfall

prafit provision.

Cosments: The BX/10% rate and, especially, the windfall profirs

provision, are both 8ifficult to adminiater and difficult for

borrowers to undersfand. 1 suRgest:

. Fliminate the 8%/10% Stafford and windfall profits provision.

. Replace it with a new variable rate Stafford with an 8% floor
and 12% cap, dased on sase Treasury Bill rate used currently
for SLS and PLUS loans.

. Convert all existing 83/10% loans to fixed rate BI loans.

This would minimize Rovernment interest and special allowsnce puyments,
while maintaining the concept of the borvower paying a larger portion of
interest thaw under & flat 8% program. It would also minimize administra-
tive error by lenders since we, and most others. dlready have variable

rate programs we administer. (We do not have any windfall profit programs. )

2, 1ssue: Risk Sharing
Comments: Risk sharing already exists for lenders in the due

diligence procredures currently required for the collection of
student loans. Additional risk sharing would:

. Limit student access as lenders will minimize their high
risk/low balance loan portfolioc proportionately.
. Result in dimtnished support to students Attending moderate

to high defsulr schools, directly proportional to the
stringency of the risk sharing requirements.

1 continue to be required to meet performance standards set by my
institution. High cost borowers will be the first to be excluded from
our portfolic 1f new risk sharing costs so reguire.
33 S Fourth St » Pekin, THinovs 51554 » (309) 347-1131
MEMBE 1 FEDERAL DEPOSIT INSURANCE CORPORATON
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Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

Issue:

Any reduction in SAP will decrease further the number of
participsating lenders thus adversely sffecting access to
student loans.

A change in computing SAP, (f applied the first quarter of
A calender year, to & 365 day basis could save the Federal
Government woney {(on 8 one time basts).

Simplification of Financisl Aid

Comments: The financial aid process and adwinistration continues

to be

very complex for students, parents, schools and lenders.

1 recomsend simplification in the following areas:

tasars

Use only one need snalysis calculation for all Title IV
pPrograms,

Make Stafford loans ava{lable to middle 4ncome students.
Neduce the number of deferments for all GSL prngrams tg:
({17 dp-schonl; for full time students and degree seeking
students attending at least half time, but less than
full time and making satisfactorv progress
unemploveent

total temporary disability

military; including acceptance of other documentation
{e.g., orders) ar certification

Fxpand acceprable reasons  (docusentation. notlfication and
tertification) for granting deferments. f{e.x.. Student
Status Contirmation Reports, school letter, loan applicarion,
etc.)

Allow hackdating ot fa-school defertments to the start of o
sehool term, but not more than 180 davs.

Flexibility in Collectdon Fttorts

tomments: I am very concerned about the present due diligence
tequirements. Thelr prescriptive nature makes 10 ung of the ex-
perience and expertise of our staft in lean collections. There is
ne fncentive to cvoncentrate on collections; only 4 desxlucentive
to strav from the prescribed gutdelines. I suggest:

.

Issues

Pefine new mednoeres that allow use of oul collect tnns vXpert ise.
Define new measutes that are flexible.
Allow cures for actions missed fnadvertentty

Timelv Regulations

§§@§§Hl§: ! recommend the following:

Require regulattons to be <reated through a negotiated rute-
making process.

Require regulations 1o be ussued in o timelv manner that allows
tor proper system changes (including tenting) and statf training.

1 am sure you understand my concern surrounding rumors of 4 direct loan Propram
to replace the current Stafford program. While 1 have seen no proposal fo com-
ment on specificallv, I feel the comments and suggestions 1 have made addrecs
many of the same fsswes 8 direct lvan program would intend to address. such as
reduced costs and program simplification. Should s specific proposal be put

O
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forth, I trust you will solicit input and suggestions from the lending
comuunity. I commit to providing input on such & proposal.

Thank you for your consideration and for your commitment to such an
importsnt piece of legislation.

Sincarely,

Tk

Melody A. Lo
Student Losgn Officer

Q

¢c: The Honorable Paul Sipon
United States Senate
Washington, D.C. 20510-1302

cc: The Honorable Robert H. Michel
Houre of Representatives
2112 Rayburn Mouse Office Building
Washingten, D.C. 20515-221%

MAL: 3d
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Student Loin Center

1400 North Gannon Do
MoMmen Forares 11 B0
2081 8% 1004

June 2%, 1991

The Honorable William D, Ford
uUnited States House of Kepresentatives
washington, D.C. 20515-221%

Congressman lMord:

I would like to request the following  omments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 199}
hearing on the Stafford Student foan Program held by the Nouse
Subcommittee on Postsecondary Education.

The comments that follow address what | would currently consider to
be the maijor Guaranteed student Loan (GSL) issues of concern to ny
institution. As you consider changes and improvesents to the
Programs, please note the concerns and suggestions 1 have listed.

1. iESuUE: B1/10% stafford interest rate and associated wind-

fall profit provision

comments: The 51/10% rate and, esperially, the windfall

profits provision, are both difficnlt to administer and

difficult for borrewers to understand. 1 suggest:

- Eliminate the 83/10% sStafford and windfall profits
provision.

. Replace it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
B1ll rate used currently for SLS and PLUS loans.

. convert all existing B3,/10% loans to fixed rate st
loans.

This would minimizZe government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program. It
would also minimize administrative error by lenders since we,
and most others, already have variable rate programs we
administer., (We do not have ahy windfall profit programs.)

2. Issue: Risk Sharing
Comments: Risk sharing already exists for lenders in the
due diligence procedures courrently regquired for the
collection of student loans. Additional risk sharing

would:

. Limit student access as lenders will minimize their
high risk/low balance loan portfotlio
proportionately.
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. Result 1n diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
requirements.

1 continue to be required to meet perforsance standards set by
®sy institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so
require.

3.

isgue: Special Allowance Payments [SAP)

Copments: SAP should remain unchanged.

. Any reduction in SAP will decrease further the
nusber of participating lenders thus adversely
affecting access to student loans

. A change in computing SAP, if applied the first
quarter of a8 calendar year, to a 36% day basis
rould save the Federal Covernment money (on a one
time basis).

lssue; Simplification of Financial Aid

Coppents: The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. I recommend simplification in the
following areas:

- Use only one need analysis calculation for all

Title IV programs.

Make Stafford loans available to middle income

students.

. Reduce the number of defersents for all GSL
programs to:

1 in-school; for full time students and degree
seeking students attending at least helt time
but less than full time and making
satisfactory progress

2) unemployment

1) total temporary disability

4) military: including acceptance of other
documentation (e.g., orders) as certification

Expand acceptable reasons {documentation,

notification and «certification) for granting
deferments. {e.g., Student Status Confirsation
Reports, school letter, loan application, atc.}

- Allow backdating of in-school deferments to the
start of & school term but not more than 180 days.

lssue;: Flexibility in Collection Efforts

Comments: 1 am very concerned about the present due
diligence requirements. Their prescriptive nature makes
no use of the experience and expertise of our staff in
joan collections. There is no incentive to concentrate
on collections: only a disincentive to stray froe the
prescribed quidelines. I suggest:

. pefine new measures that allow use pf our

collections expertise.

122
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. Define new measures that are flexible.
. Allow cures for actions missed inadvertently.

6. issue: Timely Regulatiors
Comments: I recommend the following:

. Require regulations to be created through a
negotiated rulemaking proces=.
. Regquire requlations to be issued in a timely manner

that allows for proper system changes ({including
testing) and staff training.

1 am sure you understand my concern surrounding rumors of a direct
loan program to replace the current stafford program. While I have
s@en no proposal to comment on specifically, 1 feel the cobments
and suggestions 1 have made address ®any of the same issuss a
direct loan program would intend to address, such as reduced costs
and program simplification. Should a specific proposal be put
forth, 1 trust you will solicit input and suygestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration ansd for your commitment to such an
important piece of legislation.

Sincerely,

Brpageser ol it e
Foooegr g Moagsooge-t

P
S
-

»
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June 21, 1991

The Honorable William p. Ford
United States House of Representatives
washington, D.C. 2051%-2215

Congressman fFerd:

1 would 1like to request the foliowing comments,
concerning reauthorization of the Hicher Education Act
of 1965, be accepted and entered as part of the record
associated with the June 19, 1991 hearing on the
Stafford Student Loan Program held by the House
Subcommittee on Postsecondary Education.

The romments that follow address what I would currently
consider to be the major Guaranteed Student loan (GSL)
issues ©f concern to my institution. As you consider
changes and improvements teo the Programs, please note
the concerns and suggestions I have listed.

1. Issue: B¥/10% Stafford interest rate ard

associated windfall profit provision

Comments: The B%/10% rate and, especially, the

windtall profits provision, are both difficult

to administer and difficult for borrowers to

understand., Y suggest:

. Elirinate the £%/108% stafford and windfall
profits provision.
Replace it with a new variable rate Stafford
with an 8% floor and 12% cap, based on the
sap® Treasury Bill rate used currently for
S1S and PLUS loans.

. Convert all existing B%/10% loans to fixed
rate 8% loans.

This would minimize government interest and special
allowance payments, while maintaining the concept of
the borrower paying a larger portion of interest than
under a flat 8% Pprogram. It would also minimize

administrative error by lenders since we, and most
others, alreadyY have variable rate programs we
administer. (We do not have any windfall profit
programs.)
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Issue: Risk Sharing
comments: Risk sharing already exists for lenders
in the due diligence procedures currently required
for thas collection of student lcans. Additiconal
risk sharing would:
. Lipit student access as lenders will
minimize their high risk/low balance loan
portfolio proportionately.
Result in diminished support to students
attending moderate to high default schools,
directly proportional to the stringency of
the risk sharing reguirements.

I contitue to be required to meet performance standards
set by my institution. High cost borrowers will be the
first to be exciuded from our portfolic if new risk
sharing costs so regquire.

3.

Issue: Special Aslowance Paynments ([SAP)

Conments: SAP should remain unchanged.

. Any reduction in SAP will decrease further
the number of participating lenders thus
adversely affecting access to student loans

. A change in computing SAP, if applied the
first guarter of a calander year, to a
365 day basis could save the Federal
Governsent money {on a one time basis).

Issue: Simplification of Financial aAid
Comments: The financial aid process and
administration continues to be very complex for
students, parents, schools and lenders. I
recormend simplication in the following areas:
. Use only one nead analysis calculation tor

31l Title IV programs

Make Stafford loans available to middie

incoma students.

Reduce the number of deferments for ajl GsL

programs to:

1) in-school; for full time students and
degree seeking students attending at
least half time but less than fuill
time and making satisfactory progress

2) unemployment

3} total temporary disability

4) military: including acceptance of other
documentation (e.g., orders) as
certification

Expand acceptable reasons (documentation,

notification and certification} for

granting deferments. (e.g., Student Status

-
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Confirmation Reports, school letters, loan
application, stc.)

. Allow backdating of in-school deferments to
the start of a school term but not more than
180 days.

5. Issue: Flexibility in collection Efforts
Comments: I am very concarned about the present
due diligence reguirements. Their prescriptive
nature wakes no use of the experience and
expertise of our staff in loan collections.
There is no incentive to concentrete on
collections; only a disincentive to stray from
the prescribed guidelines. 1 suggest:

. Define new measures that allow use of our
collections expertise.

. pefine new measures that are flexible.
Allow cures for actions missed
inadvertently.

6. issue: Timely Regulations

Comments: 1 recommend the fellowing:

. Require regulations to be created through a
negotiated rulemaking process.

- Require regulations to be issued in a
timely manner that allows for proper systen
changes {including testing) and staff
training.

1 am sure You understand my concern surrounding rumors
of a direct loan progran to replace the current
Stafford program. while T have seen no propeosal to
comment on specifically, I feel the comments and
suggestions 1 have made address many of the same issues
a direct loan program would intend to address, such as
reduced costs and program simplification. Should a
specific proposal be put forth, I trust you will
spl .t input and suggestions frem the lending
community. I commit to providing input on such R
proposal.

Thank You for Yyour consideration and for Your
commitment to such an important piece of legislation.

Sincerely,
h N
k '(.’.. .‘1’#.

Stephen C. Conti
Assistant Vice President

cc: Honorable Paul Simon, United States Senate,
wWashingten, D.C. 20510-1302

126
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June 25, 1991

The Honorable William D. Ford .
United States House of Representatives
Washington, p.C. 20515-221§

Congressman Ford:

I would like to reguest the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
ant entered as part of the record associated with the Juna 19,
1991 hearing on the Stafford Student Loan program held by the
House Subcommittee on Postsecondary Education.

The comments that follow address what I would currently consider
to be the major Guaranteed Student Loan (GSL) issues of concern
to my institution. As you consider changes and improvements to
t?e Programs, please note the concerns and suggestions T have
listed.

1. Issue: 83/10% stafford interest rate and associated
wind fall profit provision

Comments: The 83/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

- Eliminate the BR%/10% Stafford and windfall profits
provision.

- Replace it with a new variable rate Stafford with
an 8% floor and 124 cap, basad on the same
Treasury Bill rate used currently for SLS and PLUS
loans.

~ Convert all existing 83%/10% loans to fixed rate 8%
loans.

This would minimize government interest and gspecial
allowance payments, while maintaining the concept of the
borrower paying a larger portion of interest than under a
flat 8% rograms. It would alsce pinimize administrative
error by geggers since we, and most others, already have
variable rate programs we administer. {We do not have any
windfall profit programs.)

127
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2. Issue: Risx Sharing
mmm%nfrmi“ O aran  euirentiy requized T the
currently reguir or the
col};etion student locans. Additional risk sharing
vould:

- Linit studant access as leanders will minimize
their high risk/lov balancs loan portfolio
g::portionat.ly.

ult in diminished s rt to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
requiremants -
I continue to be required to mest parformance standards set
by »y institution. High cost borrowers will be the [irst
to be excludsd from our portfolioc if npew risk sharing costs
so require.

3, Issue: Special Allowsnce Paywents (SAP)
Tommants: SAP should ramain unchanged.
= Xny reduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access to student loans
- A change in ting SAP, {f applied the first
quarter of a calendar year, to a 365 day bagis
could save ths Fedaral Govarnment money (on a one
tinms basis)

4. Issue: Simplification of Financial Aiad
Touments: e financial aid process and adsinistration
continngs to Dbe vary complex for students, parents,
schools and lenders. I reacommend simplification in the
following areas:
- Use only onse nesd analysis calculation feor all

Title IV prograss.

- Make Stafford lopans available to middle income
students.

- Reduce the mmber of dJdefarzente for all Gsh
programs to:

1) in-school; for full time students and degree
seeking students attending at least half time
but ess than full “time and making
satisfactory progress

z; loymen

3 total temporary disability

4) nilitar{: including acceptance ©f other

documentation (e.g., orders) as certification

- nd accesptable reasons {documentation,
notification and certification} for anting
deferwents. (2.¢., Student Status for Confirmation
Reports, school letter, loan application, stc.)

- Allow backdati of in-schoo)l deferments to the
start of & school ters but not sore than 180 days.

-y
 §)
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5, Issue:Flexibility in collection Efforts

Commdnts: I am vary concarned about the asent dums
JENCe reguirsmants. Their nsrnscri ive nature

makes no use of the experiance and e ise of our

staff in loan collections. Thers is no incentive to

concantrats on calloctionli only a disincentive to

stray from the prascrided guidelines. I suggest:

- Dafins new nmeasures that allow use of our
collactions sxpesrtise.

- Define newv measures that are flexidble.

- Allow cures fur actions aissed inadvertently.

6. Issue: Timsly Regulations
CTomibants: I recomsend the following:
- Requirs regulations to be created through a
negotiated rulemaking grocals.
- Require regulations 0 ba issued in a ¢timely
nanner that allows for groger systam changes
{including testing) and gtaff training.

I am sure you understand my concern surrounding rumors of a
direct loan program to raplace the current stafford program.
While 1 have seen no proposal to comment on specificall , I feel
the comments and suggestions I have made address many of the same
issues a direct loan program would intend to address, such as
reduced costs and prggran sizplitication. should a specific
proposal ba put forth, I trust you will solicit input and
suggestions from the lending community. I commit te previding
input on such a proposal.

Thank you for your consideration and for your commitment to such
ap impportant plece of legislation.

—

Since

BAyid H,. Curtis
Presideont

cc: Congressmsn John Porter
Senator Paul Simon
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17081 348 8500
June 2%, 1991

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 20515-2215

Congressman Ford:

I would 1like to reguest the following comments, concerning
resuthorization of the Higher Education Act of 1965, be accepted
apd antered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcormmittee on Postsecondary Education.

The comments that follow address what I would currently comsider to
be tha major Guaranteed studsnt Loan (GSL)} issues of concern to Ry
institution. As you consider changeus and improvements to the
Programs, plsase note the concerns and suggastions I have listed.

1. Issue: 8%/10% stafford interest rate and associsted wind-

fall profit provision

Componts: The 8%/10% rate and, especially, the windfall

profits provision, sre both difficult to administer and

difficult for borrowers to understand. I suggest:

. Eliminate the B3/10% Stafford and windfall profits
provision.

. Replace it with a new variabls rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convart all existing 8%/10% loans to fixed rate B%
loans.

This would minimize government interest and special allawance
paymonts, while maintaining the concept of the borrowser paying
a larger portion of intersst than under a flat 8% program. It
would also minimize administrative error by lenders since we,
and most others, already bhave variable rate progroms we
administer. {We do not have any windfall profit programs.)

2. Iasug: Risk Sharing
conpants: Risk sharing already exists for lenders in the
due diligence procedures currently required for the
collection of student loans. Additional risk sharing

would:

. Limit student access as lenders will minimize their
high risk/low balanca loan portfolic
proportionately.
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ORLAND STATE BANK page 2
9612 W. 143rd St.
Orland Park, IL 60462

. Result in diminished support to students attending
msoderate to high defanlt schools, directly
proportional to the stringency of the risk sharing
regquiresents.

I continue to be reguired to meet performance standards set by
xy institution. High cost borrowers will be the first to be
excluded fros our portfolic if new Tisk sharing costs so
regquire.

3.

XIssye: Special Allowance Payments (SAP)

consenty: SAP should remain unchanged.

. Any rsduction in SAP will decrease further the
nuaber ©f participating lenders thus adversely
affecting access to student loans

- A change in computing SAP, if applied the first
quarter of A calendar year, to s 385 day basis
could save the Federal Governmeont money (on a ons
tine basis).

Isaue: Sioplification of Financial Aid

compents: The financial aigd process and administration
continues to be very complex for students, parants,
schools and lenders. I recosmend simplification in the
following araas:

. Use only one nesd analysis calculation for all

Title IV programs.

. Mska Stafford loans available to middle income
students.

. Reduce the numder of defarments for all GSL
programs to:

1) in-school; for full time students and degres
seaking gtudents attending st least half time
but less than full time and saking
satisfactory progress

2) unenploymsent

3) total tsmporary disability

4) military; including acceptance of other
documentation (e.g., orders) as certification

- Expand acosptable TreASONRs {documentation,
notification and certification) for granting
defsrments. (e.9., Student Status confirsation

Reports, school 1stter, loan application, etc.)

. Allow backdating of in-school defermants to the
start of a school term but not more than 180 days.

Issue: Flexibility in Collection Efforts

conpents: I AR very concernsd about the present due
diligence raquiresants. Their prescriptive naturs makes
nc use of the sxpsrience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections; only a disincesntive to stray fros ths
presorided quidelines. I suggest:

. Define new measurss that allow use of our

collections sxpertise.

13}
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ORLAND STATE BANK
9612 W. 143rad St.
Orland Park, IL 60462 page 3

. Defins new maasurss that are flexible.
. Allow curss for actions missed inadvartently.

6. Issua: Timely Requlations
Copmenta: I recommand the following:
. Require requlations to be created through a
negotiated rulesaking process.
. Require regulations to be issued in a timaly sanner
that allows for proper systen changes {including
testing) and staff training.

I am surs you undsrstand By concarn surrounding rumors of a direct
ioan program to replace the current Stafford Program, #hile I hava
soen no propesal to comment on spacifically, I feel the comments
and suggastions I have made address many of the samé jissues &
direct loan programs would intend to address, such as reduced costs
and program sinplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
i1anding community. I commit to providing input on such a proposal.

Thank you £or your consideration and for your comaitment to such an
important piece of legislation.

Sinceraly.

- . nﬁl:/\-)
Romti

Student Loan Officer
Orland State Bank
708-349-8500 X 266
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The Bonorable William D. Ford
United States House of Representatives
Washington, D.C. 20515-2215

Congresssan Ford:

1 would like to request the following comments, concerning reauthorization
of the Higher Education Act of 1965, be sccepted and entered as part of the
record associsted with the June 19, 1991 hearing on the Stafford Student
Loan Program held by the House Subcommittee on Postsecondary Educatien,

The comeents that follow address what 1 would currently consider to be
the major Gusrantesd Student Losn (GSL) issues of concern to my institution.
As you consider changes and improvements to the Progrsms, please note the
concerns and suggestions 1 have listed.
1. Issue: BF/10X Stafford interest rate and assoctated windfall
profit provision
Comments: The 8I/10% rste and, especially, the windfall profits
provision, are both diff{icult to sdminister and difticulr for
borrowers to understand. 1 suggest:
. Eliminate the BT/10% Stafford and windfall profits provision.
. Replace it with & new variable rare Stafford with an BI floor
and 12% cap, based on the same Treasury Bill rate used
currently for SLS and PLUS loans.
. Convert all existing BXI/10% losns to fixed rate 8% loans.

This would minisize government interest and special allowance payments,
while maintaining the concept of the borrower paying a larger portion
of interest than under & flat BY program. It would also minimize
administrative error by lenders since we, snd most others, already
have variable rate programs ve administer. (We do not have any
windfall profit programs.)

2. Issue: Risk Sharing
Comments: Risk sharing already exists for lenders in the due
diligence procedures currently required for the collection of
student loans. Additional risk sharing would:
. Limit student access as lenders will minimize their high
risk/low balance loan portfolio proportionately.

A Subexhary of Bostmen'a Bancahares, InC
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THE DOATMENS NATIONAL BANK OF ST. LOLIS

. Result in diminished support to students attending moderate
to high default schools, directly proportional to the stringency
of the risk sharing requirements.

I continue to be reguired tv meet performance srandards set by my
institutton. High vost bosrowers will be the first to be excluded
trom our portfolio 1§ new risk sharing costs so require.

3. lusue: Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

. Any reduction dn SAF will decvreane further the nusber of
participaring lenders thus adversely affecting acress o
student loans.

. A change in comput fng SAF, i1 applied the 1irst quarter ot
4 calendar vear, to a 309 dav basis could sdave the Federal
tovernment momey (on 3 ane time basis).

. dssuer Simpliticetion of Financial Asd
Comments:  The financial aid process and administration contiuues
to be very complex tor students, parents, sohools and lenders. o
recommend simplilication in the following arevas:
. Use unly uite sieed analvsis calculation tor all Tigle IV
rragrams,
. Make Stalford loans avaflable ro middle tneome scudengs,
. Resduce the muober of determents tor wll w8l programs to:
1Y dn-schonl; far tull time studeits and degree seeking
students attending at least halt time but leas than
full time and making satistactory progress
J1 unemplovment
3) total temporary disabhiiity
«r wmilitarv; including acceptance of other Jocumentatton
(e.p0,, orders) as certification
. FExpand acceptable reasons (documenzation, notif{cattion and
certification) for granting deferments.  t(e.p., Student Status
Confirmetion Reports, school letter, Loan application, etce.)
. Allow backdating o1 {o-school determents to the start of
<ohanl term Lut ot more than 180 da, ..

5. dssur: Flexibility in Uollectdon Ettorts
Comments: 1 am very concerned aboutl the present due diligence
regquirements.  Thedr prescriptive nature makes no use of the
esperience and expertise or our staft in loan solleczions,  There
is 20 incentive to concentrate on ¢ollectlions; snlv a4 disfncentive

to stray from the prescribed guldelines. | suggest:

. Define new measures that alleow use of our collections
expertise.

. Deiine new measures that are flexible.

. Allow cures for actions missed tnadvertentiy,

[
-
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THE BOATMEN'S NATIONAL BANX OF ST, LOUIS

O

. Issue: Timely Regulations
CLomments: I recommend the following:
.7 Require regulations to be crested through a negotiated
rulesaking process.
. Require regulations to be issued in a timely manner that
allows for proper system ¢hanges (including testing) and
stafl training.

I am sure vou understand my concern surrounding rumors of a direct loan
program to replace the current Statford program. While I have seen no
proposal to comment an spreifically, 1 feel the comments and suggestions
I have made add.ess won ol ohe sage Lssues 4 divect loan prograw would
intend to address, such as reduced costs and program simplification.
Should a specitir proposal be put torth, 1 trust you will solictt input
and suggestions (rom the lending community. 1 commit to providing input
on such 4 proposal,

Thank vou for veuT coasideraticn and for your comuitment to such an
{mportant plece of Jegislation.

Sincerely,
/7 )
oo fdt ke o

. Jme Parres
Vice President

JP/ee
co: Hemorable Paul Simon

fnited States Senate
Washington, D.C. JOSIU-1 302
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+hne Honerable william D. reord
tUmited States House of Representatives
washington, D.C. 205%1%-2021»

congressman Ford:

1 wauld like to request the following comments, concernang
roauthor:za%t:on of the Higher Education Act of 1765, be arcepted
and entered as part of the record associated with the June 19, 1991
hearing on the Staftord Student Loan Program held by the House
subcommittee on Postsecondary Education,

The comments that follow address what I would currently consider to
be the majer Guaranteed Student Loan (681} i1ssues ©f concern to my
instatution, A5 you consider chonges and improvements to The
yengrams,. please note the concerns and suggestions 1 have listed.

1. lesug; 8Y/10% staftord anterest rate and associated wind-

tall protat provision

vemments: The 81/10% rate and, especially, ithe windfall

profits provision, are both difficult to administer and

difticult for borrowers to understand. I suggest:

. £liminate the 83/10% Stafford end windrall profits
Provision.

. Replace it with A new variable rate Stafford with
an 8% tloonr and 12% cap, based on the same Treasuly
Bi1ll rate used currently for SLS and PLUS loans.

. Convert all existing 83%/10% loans to fixed rate 8%
loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portiun of interast than under a flat 8% program. It
would also minmimize sadmimistrative error by lenders since we,
and most others, already have wvariable rate programs we
administer- (wWe do not have any windfall profit programs.)}

2. lssue: Risk Sharing

comments; Risk sharing already exists for lenders in the

due diligence procedures currently required for the

collectien of student loans. Additional risk sharing

would:

. Limit student access as lenders will minimize their
high risk/low balancs loan portfolic
proportionately.

136
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. Result in ciminished support to students attending
soderats to high default achools, directly
proportional to the stringency of the risk sharing
reaquircsents.

1 continue to b regquirsd to neet per{nruance standards sat by
my institution. High cost borrowars willi be the first to be
gxcluded fros our portfolio if neEv rigk sharing costs so

requits.

3.

lssue; Special Allowance Paysents {SAP)

Comounts: SAP shoutd remain unchanged.

. Any reduction in SAP will decraasse further the
nupbar of participating lenders thus adversely
affecting AcCess to student loans

. A chanae in computing SAP, if apptied rhe Ifrs®
guartet of a calendar year, to a 165 day Dasis
could save the Federal Covernment Eonay (on 8 one
tine basis).

1ssuQ; Simplification of Financial Aid

Comments: The financial aid process and adminintration
continues to be very complex for students, parents,
schools and lenders. 1 recommend simplification in the
following arsas:

. use only one need analysis calculation for all

Title IV prograns.

. Make Stafford loans availabls to middie 1ncTOmR
students.

Reduce the number of deoferments for all GSt

proqrams to:

1) ip-school; for full Time students and degree
sepking students attending at least half firve
but less Than full time ang making
gatisfactory progress

2} unemployment

3) total tomporary disability

q) milatary: including acceptance of other
decumantation (e.g9., orders; as certification

. Expand acceptable reasoens {documentation,
notitication and certification) for granting
deferments. (e.9.. Student Status confirmation

Reports, school letter, loan application, etc.)

. Alipow backdating of in~-schoel deferments to the
start of a schoel term but not more than 180 days.

1gsue;: Flexibility i Collection Efforts

Commenis: 1 am very concernad about the preosent due
diligence requirenents. Their prescriptive nature makes
no use of the experience and expertise of our sta€f in
loan cpllections. There 1S no incentive to concentrate
on cellections: only a disincentive to stray from the
prascribed guidelines. I suggest:

. pefing new ®weasures that a&llow use of our

collections axpartise,

Pradd,
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. Defin® new neasures that are flexible.
- Allow cures for actions missed insdvertentiy,

&, lesue: Timely Regulations
fopments: I recommend tha following:
- Require regulations to be Created through a
negotiated rulemaXing process.
- Require regulations to be issued in a timely manner
that allows for proper systsm changes {including
testing) and staff training.

I am sure you understand =Y concern surrounding rumors of a direct
loan progran ta replace the current stafford progra®. While I have
seen no proposat to comment on specifically, 1 feel the compents
and suggestions I have made address many of the same issues a
direct loan program would antend to address, such as reduced custs
and preogram simplification. Should a specific proposal be put
forth, I trust you wiii sO0licit input and suggestions from the
lending compunity. I commit to providing input on such a proposal,

Thank you for your consideration and for your commitment to such an
important piece of legqislation.

Vil Anen.

Mona Thurman
Student Loan Representat ive
First of America Bank ~ Illinots, N.A

L Honorable Paul Simon

135
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FIRST NATIONAL BANK
OF MORTON GROVE

6201 DEMPSTERSTREET + MORTON GROVE. {LLINOIS 60053
TELEPHONE (312) 965-4400

June 24, 1991

1he Honorable Williw B. Ford
United States House of Representatives
Washington, D.L.  20%15-2215

Congressean ford:

1 would like to regquest the followinp comments, conrerning reauthorization
of the Righer Education Act of 1965, be acrepted and entered gs part of

the record assoriated with the June 19, 1991 hearing on the Stafford Student
Loan Program held by the House Subcommittee on Postsecondary Education.

The comments that follow address what 1 would cnrrently consider to be the
major Guaranteed Student Loan (CSL) {ssues of concern to my institution. As
you consider changes and improvements to the Pregrams, please note the concerns
and suggestions 1 have listed.

1. Issue: 8&%/10%7 Srafford interest rate and associared windfall
5;377? provision
Comments: The 81/102 rate and, cspecially, the windfall profits
provision, are both difficule to wadminister and difficulr for
borrowers to understand. 1 suggRest:
. Eliminate the BI/107 Stafford and windfall protits

provision.
Convert all existing 82/107 loans to fixed rate 8% loans.
. rReplace 1t with a new variable rate Stafford wieh an 82

{loor rnd 127 cap, based on the same Treasury Bill rate
used currtently for 5'8 and PLUS loans.

This would minimize govermment interest and special allowance pavmentis,
while maintaining the toncept of the barrower paving a larger portion
of interest than under a {lat B2 profram. It would alse mintmize
admninistrative error by lenders.

2. lssue: Risk Sharing

Comments: Risk sharing alrveady exists for lenders in the duc

diligence procedures currently required for the collection of

student loans. Additional risk sharing would:

. Limit stuacnt access as lenders will mini-ize their
high risk/low balance loan portfolio propertion.telv.

. Result in diminished support to students aftending
moderate to high default schoels, directly proportional
to the stringency of the visk sharing requirements.

MORTON GROVE S FIRST BANK

El{fC‘ 1373

Aruitoxt provided by Eic:
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Page 2

I continue to be required to meet performance standards set by ov
institotion. High cost borrowers will be the first to be excluded
from our portfolio if new risk sharing costs so require.

3. 1ssue: Special Allowsnce Payments (SAP)

Comments: SAP should remain unchauged.

. Any reduction in SAP will decrease further the
nunber of participating lenders thus adversely
affecting access to student loans,

. A vhange in computing SAP, if applied the tirst
quarter of a ralendar year, to a 165 day basis
¢ould save the Federal Government goney (on a rne
t ime basis).

4. 1ssuel simplification of Financial aid
Comments: The tinanclal aid process aud sdministration continues
to be very complex for students, parents, schools and lenders.
I recommend simpliffication i{n the following areas:

. U'se only one need analysis calcrulation for all
Title 1V programs.
. Make Stafford loans available to widdle income
wtudents.
. Reduce the number of deferments for all GSL PTORFEMS to:

1) fn-scheol; for full time students and degree
seeking students attending at least half time
but less than full time and making satisfactory
Progress
2) unemployment
3) total remporary disability
4) militaryv; including acceptance of other
documentation (e.g., orders) as certification
. Expand acceptable reasons {documentation, notification
and certification) for granting deferments. (e.g.,
Student Status Confirmation Reports, school letter,
loan application, ete.)
. Allow backdating of fn-school deferments to the start
ot a schoel term but not more than 180 days.

5. Issue: Flexibility in Collection Efforts
Comments: 1 am very concerned about the present due diligence
requirements. Their prescriptive nature makes no use of the
experience and expertise of our staff in loan collections. There
{5 no incentive to concentrate on collections; only a disincentive
to stray from the prescribed guidelines. I suggest:
. Define pew measures that allow use of our collections

expertise.
Define new measures that are flexible.
. Allow cures for actions missed fnadvertently,

6. 'ssue:; Timely Regutations
Comments: I recommend the following:
. Require regulations to be created through a
negotiated rulemsking process.
Require regulations to be fssued in a tively manner
that sllows for proper system changes {including
testing) and staff training.

[y
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1 an sure you understand my concern surrounding rumors of a direct
lcan program to replace the current Stafford program. While ¥ have
seen no Propesal to cosment on specifically, 1 feel the comments
and suggestions I have made address many of the same issues 2
direct losn program would intend to sddress, such as reduced coste
and progrem simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
iending comvunity. I commit to providing input on such s proposal,

Thank you for your consideration and for your comnitment to such an
isportant piece of legislation.

very truly yours,
"
AR P S S

¢ ¢ -

'Joellen J. Davis

Student Loan Administrator
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SOUTH CHICAGO BANK

Telephone: {312) 768-1400

June 25, 1991

The Honorable William D. Ford
United States House of Representatives
Washington, D.C. 20515-2215

Congressman Ford:

We would 1ike to request the following comments, <concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcommittee on Postsecondary Education.

The comments that follow address what we would currently consider
to be the major Guaranteed Student Loan (GSL) issues of concern to
South Chicago Bank. As you consider changes and improvements to
the Programs, please note the ccncerns and suggestions we have
listed.

1. JIssue: 8%/10% Stafford interest rate and associate wind-
fall profit provision
Comments; The 8%/10% rate and ,especially, the windfall
profits provision, are both difficult to administer and
difficult for bporrowers to understand. We suggest:

. Eliminate the 8%/10% Stafford and windfall profits
provision.
. Replace it with a new variable rate Stafford with

an 8% floor and 12 % cap, based on the same Treasury
Bill rate used currently for SLS and Plus loans.

. Convert all existing 8%/10% loans to fixed rate 8%
loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying a
larger portion of interest than under a flat 8% program. It would
also minimize administrative error by lenders since we, and most
others, already have variable rate programs we administer. (We do
not have any windfall prefit programs.)

2. Issue: Risk Sharing
Comments: Risk sharing already exists for lenders in the
due diligence procedures currently required for the
collection of student loans. Additional risk sharing

would:

. Limit student access as lenders will mininize their
high risk/low balance loan portfolio
proportionately.

Established 1902

A Commercial Bank and Trust Company - A Subsiiiary of Advance Bancomp, Inc
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. Result in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
réquirements.

We continue to be required to meet performance standards
set by BSouth Chicago Bank. High cost borrowers will be
the first to be excluded from our portfolio if new risk
sharing costs so require:

Isgues: Special Allowance Payments (SAP)

Compenta: SAP should resain unchanged.

. Any reduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access to students loans.

. A change in computing SAP; if applied the first
quarter of a calendar year, to a 365 day basis could
sav? :he Federal Government money { on a one time
basis).

Issue: simplification of Financial Aid

commentg: The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. We recommend simplification in the
following areas:

. Use only one needs analysis calculation for all

Title IV programs.

. Make Stafford lcans available to middle income
students.

Reduce the number of deferments for all GSL

programs to:

1) in-school; for full time students and degres
seeking students attending at least half time
but 1less than full time and wmaking satis-
factory progress

2) unemployment

3) total temporary disability

4) military; including acceptance of other
documentation { e.g., orders) as certification

. Expand acceptable reasons {documentation,
notification and certification) for granting
deferments. (e.yg, Student Status Confirmation

Reports, school letter, loan appllcation, gtc.)

Allow backdating of in-school deferments to the

start of a school term but not more than 180 days.

Issue: Flexibility in Collection Efforts

i We are very concerned about the present due
diligence requirements. Their prescriptive pature makes
no use of experience and expertise of our staff in loan
collections. There is no incentive to concentrate on
collections; only a disincentive to stray from the
prascribed guidelines. We suggest:
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- Daefine new measures that allow use of our
collections expertise.

. Define new measuraes that are flexibdble.

. Allow cures for actions missed inadvertently.

6. Issue; Timely Regulations
conments: We recommend the following:
. Require regulations to be created through a
negotiated rulemaking process.
. Reguire regulations to be issued in a timely manner
that allows for proper system changes { including
testing) and staff training.

We are sure you understand our concern surrounding rumors of a
direct loan program to replace the current Stafford programw. While
we have seen no proposal to comment on specifically, we feel the
Comments and suggestions we have made address many of the sase
issues a direct loan program would intend to address, such as
reduced costs and program simplification. should a specific
propos+«1 be put forth, we trust Irou will solicit input and
suggestions from the lending community. We commit to providing
input on such a proposal.

Thank You for your consideration and for your commitment to such an
important piece of legislation.

sincerely,

smmnkL GO BANZ

“I T N
acb LeSter

@i.c ~President

cc: The Honorable Paul Simon
The Honorable Gus Savage

O
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June 23, 1991

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 20515-2215

Ccongressman Forxd:

1 would like to reguest the following comments, concerning
reauthorization of the Higher Bducation Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Lloan FProgram heid by the House
Subcommittee on Postsecondary Education.

The comments that follow address what 1 would currently consider to
be the pajor Guaranteed Student Loan (GSL) issues of concern to sy
institution. As you consider changes and improvamants to the
Prograss, please note the concerns and suggsstions I have listed.

1. 1ssue: 8%/10% Stafford interest rate and assocliated wind~

fall profit provision

Comments: The 5%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Eliminate tbe B$/10% Stafford and windfall profits
provision.

. Replace it with a new variable rate Stafford with
an 8% floor and 123 cap, based on the same Treasury
Bill rate used currantly for SLS end PLUS loans.
Convert all existing 8%/108% loans to fixed rats 8%
loans.

This would minimize government intersst and special allowance
payments, while maintaining the concapt of the borrowsr paying
a larger portion of interast thap under a flat 8% progras. 1t
would also minimize administrative error by lsndsrs since we,
and most others, already have variasble rate programs we
adpinister. (We do not have any windfall profit programs.)

2. Issua: Risk Sharing
compsnts: Risk shering already esxists for lenders in the
due diligenca procedures currently requirsad for the
collection of student loans. Additional risk sharing

would:

. Limit student access 88 landers will minimize their
high risk/low balance loan portfolio
proportionately.
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. Result in diminished support to students attending
moderate to high defsult schools, directly
proportional to the stringency of the risk sharing
requirasents.

I continue to ba requirsd to meet performance standards set by
my institution. High cost borrowers will be the first to be
sxCluded from our portfolio if new risk sharing costs so
requirs.

3.

Issue: Special Allowance Payments (SAP)

CQEEGNLA: SAF should reamain unchanged.

- Any reduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access to student loans

- A changs in computing SAP, if applied the first
quarter of a calendar Year, to a 36% day basis
could save the Federal Covernment money (on a one
time basis).

lsgue: Simplification of Pinancial Aid

Copmants: The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. I recommend simplification in the
following areass:

. Use only one need analysis calculation for all

Title IV programs.

. Make sStafford loans available to =middle income
students.

. Reduce the number of deferments for all gGsL
programs to:

1) in~school; for full time students and degres
seeking students attanding at lgast half time
but less than full time and wmsaking
satisfactory prograss

2) unemploymsant

3) total temporary disability

4) pilitary: including acceptance of other
documentation (e.g., orders) as certification

. Expand accaptablae re8sons {documentation,
notitication and certification) for granting
defersents. (e.¢g., Student Status Confirmation

Reports, school letter, loan application, etc.)

Allow backdating of in-school deferments to the

start of a school term but not more than 180 days.

115



1438

'I Uptown National Bank

O

ERIC

Aruitoxt provided by Eic:

5 xr
of Chicago
4753 North Broadway
Chicago Hnois 60640

312 878 2000

issue; Flexibility in Collection Efforts

comments: I am very concerned about the present due

diligence regquirements. Their prescriptive nature makes

no use of the experience and expertise of our staff in

loan collections. There is no incentive to concentrate

on collections: only a disincentive to stray from the

prescribed quidelines. I suggast:

. Define new wmoasuraes thet allow use of our
collections expertise.

- Define new neasures that are flexible.

. Allow cures for actions missed inadvertently.

%)

. issye: Timely Regulations
Commentsi I recommand the following:
- Require regulations to be created through a
negotiasted rulemaking process.
. Require regulations to be issued in a timely manner
that allows for proper system changes (including
testing) and staff training.

I am sure you understand my concern surrounding rumors of a direct
loan program to replace the current Stafford pProgram. While I have
seen no Proposal to comment on specifically, 1 feel the comments
and suggestions I have made address BAny of the same issues s
direct loan program would intend *o address, such as reduced costs
and program simplification. sShould a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legisliation.

Sincerely,

pan)

Brad I., Rossi
Manager, Loans Operations

BLR/ow
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First Bankers Trust Compsny, N.A.
Student Loan Department

3333 Broadwny

Quiney 1L 62301

June 25, 1991

Tha Honorable wWilliam D. Ford
United Statess House of Reprasentativaes
¥ashington, D.c. 20515-221%

Congrasssan Foxd:

I would 1like to request ths following comments, concerning
reauthorisation of the Higher Education Act of 1965, be accepted
and entersd as part of the rescord associated with the June 19, 1991
hoaring on the Stafford Studant loan Progras held by the House
Subcommittes on Postsscondary Education.

The comments that follow address what I would currently consider to
be tha major Guarsntesd Student Loan {GSL) issues of concern to my
institution. As you considar changes and isprovemsnts to the
Programs, please note the concerns and suggastions I have listed.

1. Jasue: 93/10% stafford intersst rate and associated wind-

fall profit provision

Coumenta: The 58/108% rate and, espscially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to undsrstand. I svovast:

. Bliminate the 83/10% Stafford and w.nafal?! orofits
provision.

. Replace it with a new variable rate Stafiurd with
an 8% floor and 12% cap, based on the sams Treasury
Bill rate used currently for SLS and FLDS loans.

. Convert a1l sxisting 88/10% loans to fixed rate B3
loans.

This would minimize government intexest and special allowance
paysents, while maintaining ths concept of the borrowar paying
a8 larger portion of intsrest than undar 2 flat 8% program. It
vould also mininize administrative arror by lenders since we,
and most others, already have wvariable rate programs we
administer. (We do not have any windfall profit programs.)

2. Ismue: Risk Sharing
Riak sharing slresdy exists for lenders in the
due diligencs procadurss currantly required for the
col:ll:ctxm of student loans. Additional risk sharing
would:
. Limit student access as lenders will minimize their
high risk/low balance loan porttfolic
proportionately.
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. Result in diminished support to students attonding
moderate to hign  default schools, directly
pProportional to the stringency of the risk sharing
requiresents.

I continue to be required to meet performance standards sot by
my institution. HAgh cost borrowers will be the firot to be
excluded from our portfolic if new risk sharing costs so
requira.

3.

issue;: Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

- Any reduction in SAP will decrease further the
number of participating lenders thus adwversely
affecting access to student loans

. A change in computing SAP, if applied the first
quarter of a calendar year, to a 365 day basis
could save the Federal Government moneY (on a one
tiwme basis).

Issug: simplification of Financial Aid

Comments: The financial aid process and administration
continues to be very cosplex for students, parants,
schoels and lenders. I recommend simplification in the
following areas:

. Use only one need analysis calculation for alil

Title 1V prograps.

- Make Stafford 1looans available to siddle income
students.

. Reduce the nurber of defersents for all GSL
programs to:

1) in-school; for full time students and degres
seexing students attending at least half time
but less than full time and making
satisfactory progross

2) unesployment

N total temporary disability

4} military; including acceptance of other
documentation {(@.g9., orders) as certification

Expand acceptable rassons {docusentation,

notification and certification) for granting

deferments. {e.g., Student Status Confirmation

Reports, school letter, loan application, etc.)

Allow backdating of in-school deferments to the

start of a school term but not more than 180 days.

Issye;: Flexibility in Collection gfforts

Comments: I am very concerned about the present due
diligence requirements. Their prescriptive pature makes
no use of the experience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections: only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new measures that allow use of our

cellections expertise.

140



O

ERIC

Aruitoxt provided by Eic:

\

146

. Define new measurss that areg flexible.
. Allov cures for actions missed inadvertently.

6. Isaup: Timely Regulations
m I rocommend the following:
Require regulations to be created through a
negotiated rulemaking process.
. Require regulations to be issued in a tiaely manner
that allows for proper systsm changes {including
testing) and staff training.

I ap sure you understand sy concern surrounding rumors of a direct
loan program to replace the current Statford program. While I have
sean no proposal to comsent on specitically, I feel the comments
and suggestions I have mads address many of the same issues a
direct loan program would intend to address, such 88 reduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitsant to such an
igportant piece of legislation.

sincerely

rJames R Obert
Student Loan Officer

P
1
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June 25, 1991

The Honorable William D. Ford
United States House of Reprasantatives
washington, D.C. 205185-221%

congresssan Ford:

I would like to reguest the following comments, concerning
reauthorization of the Hichar Education Act of 1965, be accepted
and enterad as part of the record associated with the June 19, 1991
hearing on ths Stafford Student Loan Program held by the House
Subcommittee on Postsecondary Education.

The commants that follow address what I would currently consider to
be the major Guaranteed Student Loan (GSL) issues of concern to my
ingtitution. As you consider changess and improvemants %o the
Prograns, pleass note the concerns and suggestions I have listed.

1, 155ua: 83/10% starford interest rate and associated wind-

fal1l profit provision

commants: The 8%/108 rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Eliminate the 83%3/10% Stafford and windfall profits
provision.

- Replace it with a new variable rate Stafford with
an B% flopor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convart all existing 88/10% lcans to fixed rate 8%
loans.

This would minimize government interest and spacial allowance
payments, while maintaining the concept of the borrowar paying
a larger portion of interest than u .der a flat 8% program. It
would also minimize administrative arror by lenders since we,
and post others, alresdy have variable rate programs we
administer. (We do not have any windfall profit prograss.)

2. lsgue: Risk Sharing
commente:i Risk sharing already exists for lenders in the
dus diligences procedures currently required for the
collection of student lcans. Additional risk sharing

would:

. Limit student access as lenders will minimize their
high rigk/low balance loan portfolio
proportionatsly.
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Festm DuPege Bank

» Rasult in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing

ts.
I continue to be required to meet performance standards set by
ny institution. High cost borrowers will be the first to be
uch;d'd from our portfolio if new riek sharing costs so
require.

3.

Iagus: Special Allowance Paysents {SAP)

Commsntsi SAP should remain unchanged.

. Any reduction in SAP wiil decrsase further the
number of participsting landers thus advarsaly
atfacting access to student lpans

- A changs in computing SAP, if applied the first
gquarter of a calendar year, to a 365 day bhasis
could save the PFaederal Governzent money (on a one
tixe basis),

ilssue: Simplification of Pinancial aAid

conments: The financial aid process and administration
continues to be very complax for students, parants,
schools and landers. I recommend simplification in the
following areas:

. Use only ons need analysis calculation for all

Title IV prograsms.

. Make sStafford loans available to middle income
students.
. Raduce the number of defersents for all csL

Programs to:

1) in-schoel; for full time students and degres
seeking students attending at loast half time
but less than full time snd making
satisfactory prograss

2) unamploymsent

3) total temporary disability

4) wmilitary:s including acceptance of other
documentation (e.g., orders) as certification

. Expand acceptabls rassons {documentation,
notification and certification) for granting
deferments. (e.g., Student Status Confirmation

Reports, school letter, loan application, etc.)

. Allow backdating of in-school defermants to the
start of a school term but not more than 180 dsys.

Isaue: rlexibility in Collection Efforts

Copmanis: X am very concerned about the present dup
diligence reguirsments. Their prescriptive naturs makes
no use of the axperience and expertiss of our staff in
loan collections. There is no incentive to concentrate
on collections;: only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new measures that allow use of our

collections expertiss.
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. Define new measures that are flexible.
. Allow cures for actions missed inadvartently.

6. lssue: Timely Regulations
comments: I rscommend the following:
. Requira regulations to be created through a
negotiated rulemaking process.
. Require regulations to be issued in a timely manner
that allows for proper system changss (inciuding
testing) and staf?f training.

I am sure you undarstand my concern SUrrounding rumors of a direct
loan progras to replace the curyvent Stafford program. While I have
S@en no propesal to commant on gpecifically, I fesl the CORBENts
and gugqestions I have made address nany of the same issues a
direct loan program would intend to addross, such as rsduced costs
and program simplification. Should a specific proposal be put
foreh, I trust you will sgolicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
izportant piece of legislation.

Sincerely,

ész;zyumx- = ?“ji;“"* M-
[

Joanne (. Neumann
Assistant Vice President
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Firstar Park Forest Bank

FIRSTAR

June 2%, 1981

The Honorable william D. Ford
United States House of Hepresentatives
washington, D.C. 2051%-2215

Cong. essrman Ford:

I would lirve to roguest the follewing comments, concerning
reauthorization of the 4Higler Education Act of 1965, be accepted
and entered as part of the record asscociated with the June 19, 1991
hearing on the stafford Student Loan Program held by the House
Subcommittee on Postsacondary Education.

The comments that follow address what I would currently consider to
be the major Guaranteed Student Loan (GSL) issues of concern to my
instaitution. As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. lssue: 8%/10% Stafford interest rate and associated wind~-

fall profit provision

compments: The 8%,/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

dsz;rult tor borrowers to understand. 1 suggest:
Eliminate the B8%/10% Stafford and windfall profits
provision.
Replacve it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate uvsed currently for SLS and PLUS loans.

. convert all existing 8%/10% loans to fixed rate 8%
loans.

This would minirize government interest and special allowance
payments, while maintaining the concept of the borrower paving
a larger peortion of interest than under a flat 8% program. It
would also mininize acministrative error by lenders since we,
and most others, already have variable rate programs we
administer. (We do not have any windfall profit programs.)

2. Issue: Risk Sharing

conments: Kisk sharing al:ieady exists for lenders in the

due diligsnce procedures currently required for the

collection of student loans. Additiconal risk sharing

would:

. Limit student access as lenders will minimize their
high risk/low balance loan pertfolio
proportionately.

P
o
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Frutar Park Forest Sank

. Result in dimimished support to students attending
moderste te  high detauit schools, Jdirectly
proportional to the stringen-y of the risk sharing
reguirements,

1 continue to be reguired to nert performance standards set by

my

institution. High cost borrowers will be the first to be

~¥Cluded from our portfrlio if new risk sharir; costs so
requare,

N

{ssue: Special Allowance Payments {SAR)

comments; SAY should remain unchanged.

. Any reduction 1n SAP will decrease further the
number of participating lenders thus agversely
affecting access to student loans

. A chan3im in computing SAP, if applied the first
quattut ot a calendar year, to a 365 day basis
€ v ave the Federal Government money (on 8 one

™ DheBis).

Issuer, simplitication of Financial aid

comments: The financial aid process and administration

continues to be wvery complex for students, parents.,

schoels and lenders. I recommend simplification in the

following areas:

. Use only one need analysis calculation for aill
Title IV programs.

. Make Stafford Loans available to middle income
students.
- Reduce the number of deferments for al} oSl

programs to:

13 in-school: for full time students and degree
seeking students attending at lesst half time
but less than full time ang making
satisfactory progress

2} unemployment

3} total temporary disability

&) military: inciuding acreptance of other
Jdocumentaticn {e.qg., oraers;) us certification

. Expand acceptable reasons {documentatzon,
notification and certification) for granting
defernents. ({e.g., Stvdent Status confirmation

Reports, school letter, loan application, etc.}

. Allow backdating of in-school deferments to the
start of a school term but not more than 180 days.

Issue; Flexibility in Collection Efforts

Comments: 1 am very concerned about the present due
diligence requirements. Their prescriptive nature makes
no use of the experience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections; only a disincentive to stray from the
prescribed guidelines., 1 suggest:

. Define new measures that allow use of our

collections expertise.

M
oy
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Frratar Parh Forast Bank
. Define New measures that are flexible.
. Aliow cures for actions missed inadvertently.

6. Issue; Timely Regulations
Copmenis: I recommsnd the following:
. Require regulations to be created through a
negotiated rulemaking process.
. Require regulations to be issued in a timely manner
that allows for proper system changes (including
testing) and staff training.

I ap sure you undatrstand my concern surrounding rumors of a dirsct
loan program to replace the current Stafford program. While I have
seen no propossl to comment on specificelly, I feel the comments
and suygestions I have made address many of the same iSsues a
diract loan program would intend to address, such as reduced costs
and progrsm simplification. Should a specific proposal be put
forth, I trust you will splicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincerely,
TMichata € Rpota uo
Michele C. Sportiello

Administrative Agsistant
Student Loan Pepartment

Y
oy |
s
e
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Federal

Juns 25, 1991

The Honorable William D. Ford
United States House Of Representatives
washington, D.c. 20515-2218

Congressman Ford:

I wounld 1like to reguest the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and antered as part of tha record associated with the Juns 19, 31993
hearing on the sStafford Student Loan Progras held by the House
Subcommittee on Postsecondary Pducation.

The coxments that follow address what I would currently consider to
be the major Guarantead student Loan (GSL) issuea of concern to my
institution. AS you consider changes and improvemsnts to tha
Programs, please note ths concerns and suggestions I bhave listed.

1. lssue: 88/10% stafford interest rate and associated wind-

fall profit provision

CoRments: Ths B3/10% rate and, especially, the windfall

profits provision, ars both difficult to administer and

difficult for borrowars to understand. I suggest:

. Elininate ths B5%/10% Stafford and windfall profits
provision.

. Replace it with a new variable rats stafford with
an 8% floor and 123 cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convert all existing 83/10% loans to fixed rate 8%
loans.

This would minimize govarnment interest and special allowance
paysants, while maintaining the concept of the borrower paying
a8 larger portion of interest than under a flat 8% progras. It
would alsc ainimize administrative error by lenders since we,
and most others, already have variable rate programs we
administer. (We do not havs any windfall profit programs.)

2. 1asue;: Risk Sharing

Comnanta: Risk sharing already exists for lenders in the

due diligence procedures currently required for the

collection of student loans. Additional risk sharing

would:

. Linit student access as lenders will minimize their
high risk/low bxlance ioan portfolio
proportionately.

Charmoion Fecderal Sevings and Loan Assacistion
Home Office 115 € veshingron 8t PO Box 127 Bioomngton, Binos 817020127 309 8290458 =
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. Result in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing

rements.

I continue to be requirsd to mast parformance standards set by
my institution. High cost borrowers will be the first to be
excluded from our portfolio if nev risk sharing costs =so
require.

3.

Issug: Special Allowance Payments {SAP)

S:mn SAP should resain unchangad,
Any resduction in SAP will decresase furthar the
number of participating lsndars thus adversaly
atfecting access to student loana

. A changs in computing SAP, if applied the first
quarter of a calendar year, to & 265 day basis
could ~ave the Federal Government aoney (on & one
time basis).

Issug: Simplification of PFinancial Ald

Commentss The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. I recommend -1np11t1ution in the
fallowing areas:

. Use only one nesd analysis calculetion for all

Title IV programs.

. Make Stafford loans available to middle income
students.

. Reduce tha number of defsrasnts for all GSL
programs to:

1}  in-achool; for full tims studants and degree
seeking students attending at least bhalf time
but Jess than full tise and making
satisfactory prograss

2) unsmployment

3) total temporary disability

4) military; including sccaptance of other
documentation (e.g., orders) as certification

. Expand acceptable rO38ONS {documentation,
notification and certification) for ting
defsrmsants. (e.g., Studsnt Status Confirmation

Reports, school letter, loan application, etec.)

. Allow backdating of in~school deferments to the
start of a school tarm but not mors than 180 daya.

lsguk: Flexibility in Collection Bfforts

Comaants: I am very congsxned about the presant due
diligence requirssents. Their prescriptive nature sakes
no use of the sxperiencs and expertise of our sta:if in
lcan cpllectione. There is no incentive to concentrate
on collectionss only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new weasures that allow use of our

collections axpertise,
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. Defina now meamures that are flexible.
. Allow cures for actions missed inadvaertently.

6. Issue: Timely Regulations
CommAnts: I recommend the following:
- Requirs regulations to be created through a
negotiated rulesaking process.
. Requira reqgulations to be issued in a timely manner
that allows for proper system changes {including
testing) and staff training.

I am sure you understand my concern surrounding rumors of a direct
loan program to replaca the currant Stafford program. Whila I have
s8en no proposal to comment on specifically, I feal the cosments
and suggestions I have mads address many of the sama issues a
direct loan program would intend to address, such as reducaed costs
and program simplification. sShould a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. 1 commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincarely,
CHAMPION FEDERAL SAVINGS AND LOAN ASSOCIATION

W_}Vl Mkt

Theresa M. Mickels
Student Loan Manager

tam
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of Edwardsville

June 27, 1991

The Honorabdle William D, Ford
United States House of Reprosentatives

washington, D.C.

2051%-2218

Dear Congresaman Foxd:

I would bike to requast tha following comments, concerning rasuthozrization of
the Migher Education Act ot 196%. be accepted and entexedd as pari of the recosd
associated with the Junm 19, 1991 hearing on the Stafford Student Laan Program
heid by the Nouse Subcommittes on Postasocondary Education.

The comments that follow address what I would Cur:ently consider to be the
ma310r Guarsnteed Student Loan {GSL} issuss of concesn to my institution. As you
consider changss and iMprovements to the Programs, please note the concerns and
suggestions I have listed.

1. Issues 8%/108 Statford interest rate And associatad wandfall profit
provision.
Comments: The 88/10% zate, and, especislly, the windiall protits provision
are poth Gifficulyr to adminiater and difficulr for borrowers to
understand., I suggest:

*
*

Fliminate the 88/108 Statford and windfall protits provimion.
Replace it with A& new varishle rate Stafford with an Rt floor
and 12% cap, based on the same Trassury Bill rate used
currently for SLS and FLUS loans.

Convert ail exsating 88/10% loans to fixed zate BV loans,

This would minimiza Sovarnment interest and special allowance payments, while
maintaining the concept of the borrowss Paying & larger portion of interast
than under a filat By program. It would alse Minimize A&dminiserative sercor by
lenders since wo, and most others, aiready have variabls rate programs wo

administer. {(Ma do not heva any windfail profit programs.)
MAIN OFFICE MONTCLAIRE CENTER QOLLINSVILLE CENTER TROY CENTER
0 Want Vandalia 300 Monicisire Averus 107 South Morreon 120 Went Market
Edwardeville, [T AXQS Edwardaville, f1. 3% Colimeyille. i 821% Troy, L&
S181 650057 618/ 856 0087 218/ 340100 618/ 667 6702
»
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2. 1ssues; Risk Sharing
Commonts: Risk shecring already exists for lenders in the dus diligencs
proc.auxo- currently regquired for the collection ot student loans.
Addstxonll risk sharing would:
Limit studant access as landexrs will minimize their high risk/
Jow balencs loan portiolio proporticnately.
. Result in dimished support to atudents attending moderate to
high defaulit schools, dirsctly propeortionsl to the stringency
of the risk sharing reguirsments.

I continue to bo reguired to meet performance standards set by my institution.
High cowst borsowess will be the tarst to be sxcluded from ocur portfelio it new
£ish ahaxring costs BO Tequirse,

3. 1ssue; Special Allowanco Payments {SAP}
Comments: SAP should remasn unchanged.

A Any 1eductien in SAP will decressp turther the number of
participating lenders thus sdversely affecting access to
atudent loans.

* A change in computing SAP, 3t applisd the first quartes of &
calenda: vear, to 8 365 day basis could save the Federal
Government money {on a one time basis).

4. Issue: Simplitication ot Finencial Axd
Commantn: The financial aid process and admintstration continues 1o be
very camplex tor students, parsnte, schools and lendezs. 1
recommend simplification in the tollowing Arsas.

b Use only one need analysis calculation tor all Title 1¥
progsams.

. makes Statford f{oans available to middle income students.

- Reduce tha number of deferments for all GSL programs to:

13 in schoel; for tull time students and degree seeking
students sttending At least half time but less than full time
and making satisfsctory progress
21 unemployment
3} total tempprary disabilaty
4) military; including acceptance of other documsntation
{®#.9., ordars) as certitication
. Expand acceptable reasons [documentation, notification and
cartification) for granting determents. {e.g. Student Status
Contirmation Reports, school letter, loan applications, stc.}
. Allow backdating ot in-schopl de{erments to the start of a
school term but not mors that 18D days.

5. fasue: Flexibility in Collection Efteres
Comments: 1 am wvery concernsd about the pressni due diligence
requiremants. Their prescriptive nature makes no use of the
expertence and expertise of our staff in losn collertions,
There {8 no incenlive to concentrate on collections; only a
disincentive to stray from the prescribaed guidelines. 1
suggest:

47-282 0 -91 -6
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Define now measures that allow use of our collertion expertiss.
Detine new measures that are flexible
Allow curss for Actions miased inadvertently.

3, lssue: Timely Regulstions
Eééments: I recommend the following:
- Require regulations to be crested thiough a negotiated
rulemaking process.
Require regulations to be issued in a timely mannez that allows

105 proper system changes {including testing) and staf?
training.

1 am sure you understand my concarn surrounding rumors of 8 direct loan
program to saplace the current Stattord program. while | have sesn no proposal o
coamment on specifically, I teel the comments and suggestions I have made address
Tany of the same jssues 8 diract loan program would intend to address, such as
reduced costs and program Simplification. Should a specitic proposal be put

forth, 1 trust you will solicat input and suggestions from the lending comMunily.
I rommit to providing npul ob such a proposal.

Thank you tor your consideradtion and for your commitment to such an imputtant
Pifce ot jegislation.

Yours very truly,
i .
rhar i Lr

Patt1 J. Ambual
Student Loan Administrator

!

PJIA/8D

ce: 11110018 unsted States Nouse of Ropresenatives Jerry F. Costedlo

€cr United States Senate The NHonorable paul Simon
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June 24, 1991

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 205156-2215

Congressman Forgd:

I would like to request the following comments, concerning
reauthorization of the higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19,
1991 hearing on the Stafford Student Loan Program held by the
House Subcommittee on Postsecondary Education.

The commernts that follow address what I would currently
consider to be the major Guaranteed Student Loan (GSL) issues
of concern tomy institution. As you consider changes and
improvements to the DPrograms, please note the concerns and
suggestions 1 have listed. :

1. Issue: B%,/10% Stafford interest rate and associated
windfall profit provision
Comments: The B%/10% rate and, especially, the
windfall profits provision, are both difficsit to
administer and difficult for borrowers to understand.
I sugguest:
. Fliminate the B%/10% Stafford and windfall
profits provision,
Replace it with 3 new variable rate Stafford
with an 8% floor and a 12% cap, based on the
same Treasury Bill rate used currently for SLS
and PLUS 1oans.
Convert all existing 8%/10% loans to fixed
8% loans.

This wou' . minimiZe government interest and special allowance
payments, while maintaining the concept of the borrower paying
A Jarger portion of interest than under a flat B% program. It
would alsco minimize administrative error by lenders since we,
and most others, already have variable rate programs we
admintister. (We do not have any windfall profit programs.)

193
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Issue: Risk Sharing
Comments: Risk sharing already exists for lenders in
the doe diligence procedures curtently required for
the collection of student loans. Additional risk

sharing wouild:

. Limit student access as lenders will mimimize
their high risk/low balance loan portfolie
proportionately.

. Result in diminished support to students attending

moderate to high default schools, directly
proportional to the stringency of the risk
sharing requlrements.

T continue to be required to meet performance standards set
by my 1nstitution, High rost borrowers wiil be the first to
br excluded from our portfolio 1f new risk sharing costs so

require.

3.

Issue:  Special Allowance Payments (SAPY

Comments: SAP shouid remein unchanged.

. Any reduction 1n SAP wi'l decrease further
the number of participating lenders thus adversely
affecting access to student loans.
A change in computing SAF, 1f applied the first
quarter of a ¢alendar year, to a 316% day basis
couid save the Federal Government money fon a
one time basaisl).

Issue: Saimplafication of Financial Aud

Comments: The tinancial aid Process and administistion
Cont 1nues to be very comptex for students, pareats,
sehools and lenders. I recomment simplification an

the following areas:

Use only one need analysis calculation for ali

Title IV programs.

Make Sta; ford loans available to middle 1ncome

students.

Reduce the number of deferments for ald L

programs to:

1) in-school; for full time students and degree
seeking students attending at least half-time
but less than full time and making satistactory
FIOgress

Fa unemployment

3} total temporary disability

4y military: including acceptance ot other
documentation fe.g., orders) as certtaification

Expand acceptable reasons (documencation,

notification and certification? far graneing

deferments. le.qg., Student Status Confirmation

Reports, schooi letter, loan application, etc.!
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. Allow backdating of in-school deferments to the

start of a school term but not more than 180 days.

S. 1ssue: Flexibility in Collection Efforts
Comments: 1 am very concerned about the present due
diligence reguirements. Their prescriptive nature
makes no use of the experience and expertise of our
staff in loan collections. There is no incentive to
concentrate on collections: only a disincentive to
stray from the prescribed guidelines. I suggest:
. Define new measures that allow use of our

collections expertise.

. Define new measures that are flexihle.
. Allow cures for actions missed inadvertentiy.

6. TIssue: Timely Regulations
Comments: I recommend the following:
- Require regqulations to be created through a
negotiated rulemaking process.
. Require requlations to be issued in a timely
manner that allows for proper system changes
{inciuding testing) and staff training.

I am sure you understand my concern surrounding rumors of a
direct loan program to replace the current Stafford program.
While I bave seen no proposal to comment on specificaliy, 1
feel the comments and suagestions I have made address may of
the same issues a direct loan program would intend to address,
such as reduced costes and program simptiification. Should a
specific proposal be put forth, I trust you will sc.tcit smput
and suggestions from the lending community. I commit to
providing imput on such a proposal.

Thank you for your consideration and for your sommitment to
such an important piece of legislation.

Sincerely,
ety 'y st a

Judy Veronda
Student Loan Coordinator

165
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. MARINE BANK

June 25, 1991

The Honorable William D. Ford
United States House of Representatives
Washington, D.C. 20%15%-221%

Dear Congreasman Ford:

I would like to request the following comsents concerning reauthorization of the
Righer Education Act of 1955, bde accepted and entered as part of the record
associsted with the June 19, 1991 hesring on the Stefford Student Losn Progras held
by the House Subcommittes on Postsacondary Education.

The coswents thet follow sddress what I would currently consider to be the major
Guaranteed Student Loan (CSL) {ssues of concarn to my institution. AS you consider
changes acd improvements to the Programs, please note the concerns and sugiestions
I have listed.

1. lasue: BX/10% Stafford intere#st rate and associated windfall profit
provision.

Comments: The 81/102 rate and, especially, the windfall profits provision,
are both difficult to adwinister and difficult for dorrowers to
understand. I suggest:

* Elisinate the 81/10% Stafford and windfsll profits proviaion.

“ Replace it with s new variable rate Stafford with an 8% floor and 12%
rap, hased on the same Treasury Bill rato veed currently f: SLT aud
PLUS loans.

Convert a1l existing S1/10% locans to fixed-rate 8% loans.

This wauld minimite government interest and special allowance payments,
vhile mainteining the concept of the borrower paying & larger portion of
fnterest than under a flat 8% program. 1t would also minimire
administrative error by lenders since we, and most cthers, already have
varisble rate programs we adoinister. (e do not have any windfall profit
programs).

A DA L N R 'R LTI A A N R L TR N T PNl VTNV N
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The Honorable William D. Ford
June 25, 1991
Fage Two

2. lamua: Risk Sharing
Comaenta: Risk shariog already sxists for lenders in the dus diligence
procedurss currently required for the collection of student loans.
Additional risk sharing would:

* 1imit student access &8 landers will sinimize their high risX/lov
balsncs loan portfolio proporticonately.

* Resultl in diminished support to students attending moderats to high
default schools, directly proportional to the stringency of the risk
sharing requirements.

1 continue to be required to meet perforsance standerds set by my
fnstitution. Bigh cost borrowers will be the fizat to be axcluded from our
portiolio if a=w risk sharing costs so require.

3, Jsaus: Sperisl Allovance Payments SAF)
Comventa: SAP shoid remain unchanged.

* Any reduction in SAP wil} decrease further the number of participating
lendars thus adversely affecting access to student loans.

* A change in computing SAP, if spplied the firar guarter of a calendsr
year, to 8 365-day basis could seve the Federal Covernment suney (on 8
one-time dasisl.

4, lasue: Sisplification of Financisl Adua
Comments: The financiml xid process and adeinistration continues to be
very complex for students, parents, #chools, and lenders. 1 recommend
sioplification in the following sraas:

* Use only one nesd ansiysis calculation for all Title IV programs.

* Make Stafford loana available to middie-incose students.

* Reduce the number of deferments for all GSL programs to:

{. In-scheol; for full-time students and dagree seekiag
students sttending st iesst half-time but less than
full-time and making satisfactory progress.

2. Unesployvent

3. Total tesporary disability

O
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The Honorable William D. Ford
June 25, 1991
Page Three

4. Milictary; including scceptance of nther documentstion
{e.g.. orders) as certification.

* txpand scceptabie ressons {(documentation, notification and
certificmtion) for granting deferments. (e.g., Student Status
Confirmation Report, school letter. loan spplication, etrc.)

¢ Allow backdating of jfn-school deferments to the astart of a
schoel t&rm but not more than 180 daya.

5. lasug: Flexiblility in Collection Efforts

Compents: 1 Aaw very concermed abour the present due diligence
requiraments. Their prescriptive nature makes no use of the
experience and expertise of our staff in loan collections. There is
no incentive to ¢oncentrate on collections; only a disiucentive .o
stray from the preacribed guldelines. I suggest:

* Define new measures that allow ust of our rollections expertise.
* Define new measures that are flexible.
* Allow cures for actione wissed {nadvertently.

6. juaue: Timely Regulations
Copmenta: | recomsend the following:

* Require regulations to be created thruugh & negotiated
rule-maxing process.

* Reguire regulations to be igsued in & timely manner that allows
for proper systen changes (including testing) and staff training.

1 am gure you understand oy concern surrounding rumors of a direct loan
Program to replace the current Stafford progras. While I have seen no
propose] to comwent on sperifically, I feel the comments snd suggestiors !
have made address many of the ssme {ssues a direct loan prograny would intend
to address, such as reduced cost® and prograd sispiirication. Should s
specific pruposal be put forth, I trust you will solic{t input ang suggestions
from the lending comsurnity. 1 coswit to providiag i{sput in guch a proposal.

Thank you for your consideration and for your cosmitment to such an isportant
plece of legislation.

Sincerely,

1 . -

M. Gary Jacobs
Student loan Dfficer

MG ko
8710
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June 28, 1991

The Soooradle ¥illiam D, Yord
.S, Sousa of Representatives
Washington, D.C. 20515-2215%

Congreasman Ford$

I would 1ike ro request the following cosments, concerning remauthorization of
the Righer Blucation Act of 1965, de mcceptad and entered ap part of the
record assoclated with the June 19, 1991 hearing on the Stafford Student Loan
Frogres held dy the House Subcommittes on Poatsscondary Sducation.

The comments that follow address what I would currestly consider to ba the
sajor Quarentead Student lLosn (GSL) issues of concars to sy institution. As
you consider changes and {mprovaments to tha programs, plessa oote the
concerns and suggeetions I hawe lfeted.

1. Yssus: B8X/10X Stafford Intarest Rate and Associasted Windfall Profit
alon

Comments: The 5%/10% rate and, tepecially, the windfs11 profits
provialon are both difffcult to edminister and d1fficult for borrewers to
understand. I suggest!

-  Kliminsts the 8%/10% Stafferd aod windfall profits provision.

-~ Replace it with a new variabdle rate Stafford with an 83X floor and
12X cap, based on the same Tressury Rill rate used currestly for
SLS and PLUS loans.

-  Convert all axisting 8%/10% losns to fized rato BT loans,

This would sintaize goverment interast and special allowence payments,
while maintaining the concept of the Porrower paying & larger portioco of
intsrest than uader a flar 8% progras. It would also sinisize
admtnistrative arror by lenders since ws, and most others, slready have
variable Tats Programs we adninister. {We do not hawe sny windfall
Frofit programs.)

2. Issue: Risk Sharing

Comsents: Risk sharing already sxiste for lenders in the due diligenca
procedures currently required for the collection of studant oass.
Additional risk sharinog woulds

-  Limit studest sccess 88 lenders will minimise their i igh risk/low
balance loan portfolio proportiocately.

- Rasult in disinished support to students sttending acderste to
high defsult schools divectly proportional to tha stringency of
the risk sharing requiresants.

El{fC‘ 167
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I continus to de required to mest performance standards set by my
iustitution. High cost borrowsrs will be the first to be excluded from
our portfolio if new risk sharing costs so require,

Issue; Special Allowance Payments (SAF)
Commants: SAP should rasain unchanged.

- Aoy reduction in SAP will decrease further the number of
participating jenders thus sdversely affecting access to student
losans.

= A changs in computing SAP, {f applied the first quarter of a
calendar year, to a 365 day bastis could sawe the Federsl
Government monay (on & ooe time basis).

Issue: Simplificetion of Financial Ald

Commentst The finsacial aid process snd administratics contiones to be
very complex for students, perents, achools sad lenders. I recosmend
simpliffcatioo in the following aveas:

~ TUas only ons oesd anslysis calculation for ail Title IV progress.

~ Maks Stafford losns availsbdle to middie f{ncome students.

=~  Reduce the susber af dafearwents for all GSL pProgrems to:

4. ip-school; for full-tise students and degrae-sesking students
attending st lesst half time Dut less then full time and
mking satisfactory progress.

b. uneaployment.

€. total temporary disabdility.

4. wmilirtary;: including scceptsance of othar documentation
{a.8., orders) ss certification.

- Rzpand acceptadle reasons {documentation, notificstion and
cortification) for granting deferments (e.g., Student Status
Confirsation Reports, school leiter, loan application, etc.)

- Allow dackdating of in-school daferments to ths start of s school
ters but not more than 180 days,

Issue: Flaxidility in Collection Efforts

Commancts: 1 a® vary concerned about tha present dus diligence
requinemsots. Their prescriptive nature makes oo use of the axperimnce
a#nd sxpartiss of our staff is loap callecticns. There is 20 incective to
concsntrate on collectioos; only a disincentive to strsy froa the
prascribed guidelices. I suggest:

~ Defipe new measures that sllow use of our collectiocns expertise.
~ Define nev seasures that are flexidle,
= Allor cures for actioos nissed i{pnadvertently.
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f. Iasus: Timaly Regunlstions
Comments: I recommand the following:

-  Reguire regulations to De crestad through s negotisted ruls
making procsss.

- Ssquire ragulaticas to be {soued 1z 2 timely masner that allows
for propar systes changes {{ncluding testing) and staff tmising.

I am sure you undgrstand By concarn surrowding rusors of a direct losn
progran to replacs the curreot Stafford progres. Fhile I have sesn no

to comment oo specifioally, I feul the coamants and suggestions 1
have msde address many of the ssme lsmies s direct loan progres would intend
to aldrass, such a9 reduced costs and program simplification. Should
specific propossl de put forth, I trust you will saliett doput acd suggestions
from the landing commmity, I commit to providing input on such a proposal.

Thank yen for your considerstion and for your comsitment to such sn isportant
place of legislsticn.

Sincarely,

J T. Ford
Saniox Vics President

JT7isad
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June 78, 1991

The Honorable ¥illiam D. Ford
United States Hpuse of Respresentatives
Washington, D.C, 2D515-7715

Congressman Ford:

1 would like to request the following comments, concerning
reauthorization of Higher Education Act of 1965, be accepted and entered
as part of the record associated with the June 19, 1991 hearing on the
Stafford Student Loan Program held by the House Subcommitte on
Postsecondary Education.

The comments that follow address what I would currently consider to be
the major Guaranteed Student Loan (GSL) issues of concern to my
institution. As you consider changes and improvements to the Programs,
please note the concerns and suggestions 1 have listed.

1. Issue: 8%/10% Stafford interest rate and associated windfall
profit provision

Lomments: The 83/10% rate and, especially, the windfall

profits provisien, are both difficult to administer and

difficult for borrowers to understand, 1 sugqgest:

- Eliminate the 82/10% Stafford and windfall profits
provision.

- Replace it with a new varfable rate Stafford with an 8%
floor and 12% cap, based on the same Treasury Bill rate
used currently for SLS and PLUS lopans.

- Convert all existing B%/10% loans to fixed rate BY Joans.

This would minimize government interest and special allowance
payments, while matntaining the concept of the borrower paying a
larger portion of interest than under a flat 8% program. It would
also minimize administrative error by enders since we, and most
others, already have variable rate programs we administer. {We do
not have any windfall profit programs.

2. Issue: Risk Sharing
Comments: Rish sharing already exists for lenders in the due
gence procedures currently required for the collection of
student loans. Additional risk sharing would:
- Limit student access as lenders will minimize their high
risk/Tow balance loan portfolio proportionately.
- Result in diminished support to students attending
moderate to high default scholls, directly
proportional to the stringency of the rish sharing

.
requirements,

Fast 3% enbis arsd Srth € anns Soast A bt 1t b prore ewed g © e TR G4 K Atevbhes 1 1)
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1 continue to be required to meet performance standards set by my
institution. Migh cost dorrowers will be the first to de excluded
from our portfolio 1f new risk sharing costs so require.

3. Issue: Special Allowance Payments (SAP)

Tomments: SAP should rematn unchanged.

- Rny reduction in SAP will decrease further the number of
participating lenders thus adversely affecting access to
student loans.

- A change in computing SAP, if applied the first quarter
of a calendar year, to a 365 day basis could save the
Federal Government woney {on a one time basis).

8. Issue: Simplification of Financial Afd
Tomments: The fianancial aid process and administration
Schools and lenders. 1 recommend simplification in the
following areas:
- lise only one need analysis calculation for 811 Title
1V programs,
Make Stafford loans avaiable to middie income students.
Reduce the number of deferments for all GSL programs to:
1) in-school; for full time students and degree seeking
students attending at least half time but less than
full time and making satisfactory progress
2)  unemployment
3) total temporary disability
4) military; including acceptance of other
documentation (e.g., orders) ss certification
- Expand acceptable reasons {documentation, notificstion
and certification) for granting deferments. f{e.q.,
Student Status Confirmation Reports, school letter,
1oan application, etc.)
- Allow backdating of ip-school deferments to the start of
3 school term but not more than 180 days,

5., Issue: Flexibility 4n Collection Efforts
Compents: 1 am very concerned abput the present due diligence
requirements. Their prescriptive nature makes no yse of the
experience and expertise of our staff in loan collections.
There §s no incentive to concentrate on collections; only
a disincentive to stray from the prescribed guidelines. I
suggest:
- Define new measures that allow use of our collections

expertise.

Define new measures that are flexible,

Allow cures for actions missed inadvertently.

6. lssue: Timely Regulations
Tomments: I recommend the following:
- Kequire regulations to be created through a negotiated
rulemaking process.
- Require requlations to be issued in a timely manner that
allows for proper System changes {including testing)
and staff training,

173
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1 am sure understand my concern surrounding rumors of a direct loan
program to replace the current Stafford program. While 1 have seen no
proposal to comment on specifically, 1 feel the comments and suggestions
1 have made address many of the same issues direct loan program would
intend to address, such as reduced costs and program simplification,
Should a specific proposal be put be put forth, 1 trust you will solicit
input and suggestions from the lending community. I commit to providing
input on such a proposal.

Thank you for your copsideration and for your commitment to such an
important piece of Yegislation.

Sincerely,

. s 2
&{; s @/é’cf;}

cc: Senator Paul Simon
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June 28, 1991

The Honorable William D. Ford
United States House of Respresentatives
Washington, D.C, 20515-2215

Congressman Ford:

T would 1tke to request the following comments, concerning
reauthorization of Higher Education Act of 1965, be accepted and entered
as part of the record associated with the Jure 19, 1991 hearing on the
Stafford Student Loan Program held by the House Subcommitte on
Postsecondary Education,

The comments that follow address what 1 would currently consider to be
the major Guarantced Student Loan {GSL) issues of concern to my
institution. As you consider changes and improvements to the Programs,
please note the concerns and suggestions 1 have listed.

1. Issue: 8%/1D% Stafford interest rate and associated windfall
profit provision

Comments: The B%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. | suggest:

- Eliminate the 8%/10% Stafford and windfal) profits
provision.

- Replace it with a new variable rate Stafford with an 8%
floor and 12¢ cap, based on the same Treasury Bil) rate
used currently for SLS and PLUS loans.

- Convert all existing BY/10% loans to fixed rate 8% loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying a
larger portion of interest than under a flat 8% program. It would
also minimize administrative error by lenders since we, and most
others, already have variable rate programs we administer. (We do
not have any windfall profit programs.

2. lssue: Risk Sharing

Comments: Rish sharing already exists for lenders in the due

divigence procedures currently required for the collection of

student loans, Additional risk sharing would:

- Limit student access as lenders will minimize their high
risk/low balance loan portfolio proportionately,

- Resuit in diminished support to students attending
moderate to high default scholls, directly
proportional to the strinrency of the rish sharing
requirements.
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I continue to be required to meet performance standards set by my
institution. High cost borrowers will be the first to be excluded
from our portfolio §f new risk sharing costs so reguire.

3. Issue: Special Allowance Payments (SAP)

Tomments: SAP should remain unchanged.

- Rny reduction in SAP will decrease further the number of
participating Yenders thus adversely affecting access to
student loans.

- A change in computing SAP, if applied the first guarter
of a calendar year, to & 365 day basis could save the

Federal Government money {on a one time basis},

4, Issue: Simplification of Financial Aid
Comments: The fianancial aid process and administration
schooTs and lenders. 1 recommend simplification in the
following areas:
- Use only one need analysis calculation for all Title
1V programs.
Make Stafford loans avafable to middle income students.
Reduce the number of deferments for all GSL programs to:
1) in-school; for full time students and degree seeking
students attending at least half time but Yess than
full time and making satisfactory progress
2)  unemployment
3} total temporary disability
4) military; including acceptance of other
documentation {e.g., orders) as certification
- Expand accoptable reasons {documentation, notification
and certification) for granting deferments. (e.g.,
Student Status Confirmation Reports, school letter,
loan application, etc.)
- Allow backdating of in-school deferments to the start of
a school term but not more than 18D days.

5. lssue: Flexidbility in Collection Efforts
Comments: 1 am very concerned about the present due diligence
requirements. Their prescriptive nature makes no use of the
experience and expertise of our staff in loan collections.
There is no incentive to concentrate on collections; only
8 disincentive to stray from the prescribed guidelines. 1
suggest:
- Define new measures that allow use of our collections
expertise,
- Define new measures that are flexible,
Allow cures for actions missed inadvertently.

6. lIssue: Timely Regulations
Comments: I recommend the following:
- Require regulations to be created through a negotiated
rutemaking process.
- Require regulations to be issued in a timely manner that
allows for proper system changes {including testing)
and staff training.

Y
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1 am sure understand my concern surrounding rumors of a direct loan
program to replace the current Stafford program. While ! have seen no
proposal to comment on specifically, I feel the comments and suggestions
1 have made address many of the same issues direct Yoan program would
intend to address, such as reduced costs and program simplification.
Should a specific proposal be put be put forth, 1 trust you will solicit
input and suggestions from the lending community. 1 commit to providing
input on such a proposal,

Thank you for your consideration and for your commitment to Such an
important piece of legislation,

Sincerely,
I MW

i

P

cc: Senator Paul Simon

) 1 7'1’
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June 28, 1991

The Honorable William 0. Ford
United States House of Respresentatives
Washington, D.C. 20515-2215

Congressman Ford:

I would like to request the following comments, concerning
reauthorization of Migher Education Act of 1965, be accepted and entered
as part of the record associated with the June 19, 1991 hearing on the
Stafford Student Loan Program held by the House Subcommitte on
Postsecondary Education.

The comments that follow address what I would currently consider to be
the major Guaranteed Student Loan {6SL) issues of concern to my
institution. As you consider changes and improvements to the Programs,
please note the concerns and suggestions 1 have listed.

1. Issue: B%/10% Stafford interest rate and associated windfall
profit provision

Comments: The 8%/10% rate and, especi "y, the windfall

profits provision, are both difficult administer and

difficult for borrowers to understand [ suggest:

- Eliminate the R1/107 Stafford and windfall profits
provision,

- Replace it with a new variable rate Stafford with an B%
floor and 123 cap, based on the same Treasury Bil) rate
used currently for SLS and PLUS loans.

- Convert all existino B%/10% loans to fixed rate 8% loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower Paying a
Yarger portion of interest than under a flat 8% program. It would
also minimize administrative error by lenders since we, and most
others, already have variable rate programs we administer, {We do
not have any windfall profit programs.

2. lssue: Risk Sharing
Comments: Rish sharing atready exists for lenders in the due
aence procer s currently required for the collection of
student lToans. Ada.tional risk sharing would:
- Limit student access as lenders will minimize their high
risk/1ow balance 1oan portfolio proportionately.
- Result in diminished support to students attending
moderate to high default scholls, directly
proportional to the stringency of the rish sharing
requirements.
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I continue to be required to meet performance standards set by my
institution. High crst borrowers will be the first to be excluded
from our portfolio if new risk sharing costs so require.

3.

Issue: Special Allowance Payments {SAP)

Comments: SAP should remain unchanged.

- Rny reduction in SAP will decrease further the number of
participating lenders thus adversely affecting access to
student loans,

- A change 1in computing SAF, if applied the first gquarter
of a calendar year, to a 365 day Lasis could save the
Federal Government money {on & one time basis).

Issue: Simplification of Financial Aid

Tomments: The fianancial aid process a. 4 administration

schools and lenders. | recommend simplification in the
following areas:
- Use only one need analysis calculation for all Title
1¥ programs.
- Make Stafford joans avaiable to middle income students,
- Peduce the number of deferments for al) GSL programs to:
1) in-schonY; for full time students and degree seeking
students attending at least half time but less than
full time and making satisfactory progress
2} unemployment
3} total temporary disability
3)  wilitary; including acceptance of other
documentation {e.q., orders) as certification
- Expand acceptable reasons (documentation, notification
and certification) for granting deferments. {e.g.,
Student Status Confirmation Reports, schoo! letter,
Toan application, etc.)
- Allow backdating of in-school deferments to the start of
a school term but not more than 180 davs.

Issue: Flexibility in Collection Efforts

omments: 1 am very concerned about the present due diligence
requirements. Their prescriptive nature makes no use of the
experience and expertise of our staff in loan coliections,
There is no incentive to concentrate on collections; only

3 disincentive to strav from the prescribed guidelines, 1

suggest:
- Define new measures that allow use of our collections
expertise,

- Define new measures that are flexible.
- Allow cures for actions missed inadvertently,

Issue: Timely Regulations

Comments: 1 recomwend the following:

- Require regulations to be created through & negotiated
rulemaking process.

- Require requlations to be issued in a timely manner that
allows for proper system changes (including testing)
and staff training.
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1 am sure understand my concern surrounding rusmors of a direct loan
program to replace the current Stafford program. While I have seen no
proposal to comment on specifically, I feel the comments and suggestions
I have made address many of the same issues direct 102n program would
intend to address, such as reduced costs and program simplification.
Should a spacific proposal be put be put forth, 1 trust you will solicit
input and suggestions from the lending community. 1 commit to providing
input on such 8 proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincerely,

P
o . /
PO TR

cc:  Senator Paul Simon
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Northern Trust Bank/Q'Hare

8501 West Higgins Road. Chicago, tliness 60631 -2882
{312) 893-5555

June 25, 1991

The Honorable william D. Ford
United States House of Representatives
Washington, D.C. 20515-2215

Congrassman Ford:

I would 1like to reguest the jollowing comments, concerning
rsauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the stafford Student Loan Program held by the House
Subcommittes on Postsecondary Education.

The comments that follow address what I would currently consider to
be the major Guaranteed Student Loan {GSL) issues of concern to ny
institution. As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have 1isted.

1. issun: 83/10% stafford interest rate and associated wind~

fall profit provision

Compents; The 8%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Eliminate the 8%/10% Stafford and windfall profits
provision.

- Replace it with a new varjable rate Stafford with
an 8% floor and 12% cap, based on the samo Treasury
Bill rate used currently for SLS and pPLUS loans.

. Convert all existing 83/10% loans to fixed rate 8%
leans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a8 larger portion of interest than undser a flat 8% preogram. It
would alsc minimize administrative error by lenders since we,
and most cthers, slready have variable rate programs we
administer. (We do not have any windfall profit programs.)

2. Issue: Risk Sharing
i Risk sharing already exists for lenders in the
due diligence procedures currently required for the
coliection of student loans. Additional risk sharing

would:

“ Limit student access as lenders will mininmize their
high risk/low balance loan portfolio
proportionately.

Nimthern Trust Bank. O Hare N & o abolly o mwad submechiary of Newthern Trust Corpenntson Chyoam
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. Result in diminished support to students attanding
moderte to0 high default schools, girectly
proportional to the stringency of the risk sharing
requiresants.

I contimie to be roguired to mset performance standards set by
xy institution. High cost borrowers will be the first to ba
excluded from our portfolio if mnew risk shsring costs se

require.

3.

Issyg: Special Allowance Payments (SAP)
: SAP should remain unchanged.

- Any reduction in SAP will decrease further the
nmber of participsting lenders thus adversely
atfecting access to student loans

. A change in computing SAP, if applied the first
guarter of 2 calendar ysar, to a 3185 day basis
could seve the Fedoral Government soney {(on a one
tipe basis).

1ssue;: Simplification of Financial Aid

commpents: The financiasl aid process and administration
continues to be very complex for students, paronts,
schools and lenders. 1 recommend simplification in the
foliowing areas:

. Use only one need analysis calculation for all

Title IV programs.

. Make Stafferd lcans available to middle income
students.

. Reduce the number of deferments for all GSL
programs to:

1) in-school; for full time students and degree
seeking students attending at lasast half time
but less than full time and making
satisfactory progress

2) unesployment

3) total tempo, ary disability

4) nilitary: including acceptance of other
documentation {e.g., orders) as certification

- Expand acceptable reasons {documentation,
notification and certification) for granting
defermonts. {e.g., Student Status Confirmation

Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the
start of a school ters but not more than 180 days.

lssus: Flexibility in Collection Efforts

;i 1 am very concerned about the Present due
diligence requirements. Their prescriptive nature sakes
no use of the experience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections; only a disincentive to stray froms the
prescribed guidelines. I suggest:
. Define new wmeasures thet allow use of our

collections expertises.

152
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- pDafine new measures that are flexibkle.
. Allow cures for actions missed inadvertently.

6. lsgue: Timely Requlations
Cunnan&s* I recommend the following:
Regquire regulations to be created through a
negotiated rulenaking process.
. Require regulations to be issued in a tixely panner
that allows for proper system changes {including
testing) and staff training.

I am sure vyou understand By concern surrounding rumors of a direct
loan progran to replace the current Stefford program. While I have
seen no proposal to comment on specifically, I feel the comments
and suggdestions I have made address many of the same issues a
direct lcan program would intend to address, such as reduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending cummunity. I cemmit to providing input en such a proposal.

Thank you for Your coOnsideration and for your commitment to such an
important piece of legislation.

Sincerely.

7
‘f{:ynft} LK Sty
Raquel Morales
Second Vice President

Student Loan Offfcer
{31 214-6306

Q 1 "}
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The Hororable Nilliam D. Ford
United States House ©f Reprasentatives
Washington, D.C. 20515-2215

Congressman Ford:

I would 1ike tp reguest ths following cosments, concarning
reauthorization of the Highar Bducation Act of 1965, be accepted
and enterod as part of the racord associated with the June 1/,
1991 hearing on the Stafford Studant Iloan Program held by tne
House Subcommittes on Postsecondary Educatiorn.

The comments that follow addrass what I would currently consider
to be the major Guaranteed Student loan (GSL) issues of concern
to my institution. As vou consider changes and isprovaments to
the Programs, Please n..e the concerns and suggestions I have
listed.

1. JIgsug: 93/10% stafford interast rate and associated
windfall profit provision

ComRsents: The 8%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

L Eliminate the 83/10% Stafford and windfall profits
provision.

* Raplace it with a nev variable rate subaidized
Stafford with an B} tloor and 123 cap, based on
the same Treasury Bill rate used currently for
S18 and PLUS lcans,

- Convert all existing 8%/10% loans to fixed 5%
loans.

This would minimize government interest and special
allovance payments, while maintaining the concept of the
borrowar Paying a larger portion of interest than under a
flat 8% progras. It would alsc minimize administrative
srrors by lenders since we, and most others, already have
variable rate prograps we administer. (we do not have a
vindfail profit program.)

2. lgsue: KRisk Sharing
Compents: Risk sharing already exists for lenders in

River Forest State BEsnk and Trust Company
Membey FDIC
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Tha Horable william D. Ford
-June 27, 1991

Page -2-

O
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the due diligence procedures currently required for the

collection for student loans. Additional risk sharing

would:

» Limit student access asv lenders will minimize
thair high risk/low balance loan portfolio
Proportionately.

« Result in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
requirenents.

1 continue to be required to meet performance stsndards set

by my institution. High cost borrowsrs will be the firet to
be excluded from our portfolic if new risk sharing costs so

require.

3.

dfisue; special Allowance Payments (SAP)

Qonpentp;: SAP should remain ed.

* Any reduction in SAP will decrease further the
nuaber of participating lenders thus advarsely
affacting access to student loans

- Chnnge the computation of SAP from a 360 day year
to 8 365 day year. This would save the faderal
Governmant money (on a one time basis) and make
ED Form 799 more consistant.

Isgue: simplirication of Financial Aid

Couments; The financial aid process and administration

continues to be very complex for students, parents,

schools and lenders. I recomsend simplification in the
following areas:

. Usa only one nesd analysis calculation for all
Titla IV progranms.

* Nake sStafford loans available to amiddle income
students.

. Reduce the number of deferments for all GSL

programs to:

1) in-schools for full time students and degree
seaking students attending at least half time
but less than full time and making
satisfactory progress

2) unsmploynent

3) total temporary disability

4) =mflitary ~ including acceptance cf other
documsntation (e.g., orders) as certification

Expand acceptable ressons (documsntation,

notification and certificstion) for granting

deferments. (a.g,, Student Status Confirmation

Reports, school letter, loan application, etc.)
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The Horabls Williaw D. Ford
June 27, 199
Page -3-

. Allov backdating of in-school deferments to the
start of a school tsrm but not =Ore than 180 days.

5. Issue; Flexibility in Collection Efforts
Cogments; I am Vary concerned about the present dus
diligance requirements. Their prescriptive nature
makes no use of the experience and sxparties of our
staff in loan collections. Their is no incentive to
concantrate on collections; orly a disincentive to
stray from the prescribed guidsline. I suggest:
b Defins nev measurss that allow use of our

collection expertise.

b Define nev massures that are flaxible.
s Allow cures for unimportant actions missed
inadvertently.

6. Issues: Timely Regulation
Copments;: I recommend the following:
» Reguire rsqulations to be created through a
negotiated rulamakxing process.
* Require ragulations to be issued in a timely
sanner that allows for proper systes changes
{including testing) and staff training.

I am surs you understand =Xy concern surrounding rumors of a
direct loan program to replace the current Stafford program.
while I have seen no proposal to comment on specifically, I feel
the comments and suggestions I have made address many of the same
issues & direct loan progras would intend to address, such as
reduced costs and program simplification. Should s specific
proposal be put forth, 1 trust you will solicit imput and
suggestions from the lending community. I commit to Pproviding
input on such a proposal.

- Thank You for Your consideration and for your commitment teo such
an important piece of legislation.

§§ncetel v
b i

v/ Peter lantero
vice President
Rive} Forest Bank

150
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June 25. 1491

The Honorable Wiiltam D. Ford
Unfted States House of Representatives
washington, 0. €. 20515-221%

Congressman ford:

I would T4xe to request the following comments, concerning
reauthorization of the Higher Fducation Act of 1965, be accepled
and entered a5 part of the record assoctated with the June 19, 1991
hearing on the Stafford Student {oan Program held by the Nouse
Subcommitiee un Postserondary Education.

The comments that follow address what 1 would currently consider
to be the major Guaranteed Student Loan {GSL) ssues of concern
ta my fmstitution. As you consider changes and {mprovements

to the Programs, please note the concerns and suggestions |

have listed.

1. Jssue:  BA/10% Stafford interest rate and associated
fall profit provision

Comments: The 83/10% rate ard, especially, the

windfall profits proviston, are both difficult to

administer and difficult for borrowers to understand.

1 suggest:

* [liminate the B¢/10% Stafford and windfall profits
provisian.

* Replace 1t with a new variable rate Stafford with an
8% floor and 12% cap, based on the same Treasury Bi1l
rate used currently for SLS and PLUS loans.

* (onvert all ex{isting 82/10% Ioans to be fixed rate
8% loans.

This would minimiZe government interest and special) allowance
payments, while maintaining the Concept of the borrower paying
a lorger portion of interest than under a flat 8% program. it
would alsc minimiZze administirative error Dy lenders since we,

and most others, already have varfable rate programs we administer.

{¥e do pot have any windfall profit programs.;

2. lssue: Risk Sharing
Comments: Riskx sharing already exists for lengers 1n the
due diYigence procedures currently required for the
co\{ect10n of student loans. Additional risk sharing
would:
* 1imit student access as lenders will minimize their
high risk/low balance loan portfolio proportionately.
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* Result in diminished support ot students attending
woderate to high default schools, directly proportional
to the stringency of the risk sharing requirements.

i continue to be required to meet performince standards set by my

{nstitution.

High cost borrowers will be the first to be exclivded

from pur portfolto 4f npew risk sharing costs so require.

3.

O

ERIC

Aruitoxt provided by Eic:

Issue: Special Allomance Payments (SAP)

fomments: SAP should resdin unchanged.

*Any reductfon in SAP will docrease further the mumber
of participating lenders thus adversely affecting
access to student loans.

* A change in € ting SAP, 1f applfed the first
quarter of a calendar yesr, to 2 355 day basis
could save the Faderal Govermment money {on a one
time basis),

issue: Simplification of Fimancial Add

fomments: The fimancial add process and administration

continues to de very complex for students, parents,

schools and Jenders, | recomwend simplification 1n
the following areas:

* Use only one need analysis celculation for al}

Title 1V programs.

*  Make Stafford loans available to middle 4ncome
students.

* Reduce the number of deferments for al) G5
programs {p :

1} tn-school; for full time students and degree
seexing students attending at least half time
but lass than ful) time and making satisfactory
progress

2 unengloy-ent
3) tota) temporary disabiiity
&) mil{tary; fncluding acceptance 0f other
documentation { &. g., orders) as certification
* Exp-nd sccaptable reasons {documentstion, notification
and certification) for granting deferments. (e. g.,
Student Status Confirmation Reports, school letter,
Toan application, ptc.)
*  Allow backdating of in-school deferments to the start
of 2 school term but not more than 180 days.

issve: Flexidility 1n Collection Efforts

Comments: 1 am very concerned about the present due

diTigence requirements. Their prescriptive nature makes

no use of the expertence and expertise of our staff n

Joan collections. There 1. no incentive td COncentrate

on collections; only & disincentive to stray frue the

prescrided guidelines. 1 suggest:

* Define new measures that allow use of our collections
expertise.

155
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* Define new measures that are flexible.
* Allow cures for actions missed inadvertently.

f. Issue: Timely Regulattons
Comments: 1 recommend the following:
¢ Require regulations to be created through 2
negotfated rulemaking process.
* Regquire regulations to be Yssued in 2 timely manner
that allows for proper system changes { including
testing) and staff training.

I am sure you understand my concern surrounding rumors of a
direct 1can program to replace the current Stafford program.
Wnile I nave seen no froposal to comment on specifically, | feel
the comments and suggestions | have made address many of the
same $ssues & direct Toan program would fntend to address,

SUCh as reduced costs and program simplification. Should a
specific proposal be put forth, I trust you wil} solicit tnput
and suggestions from the lending community. 1 commit to
providing i1nput on such a proposal.

Thank you for your constderation and for your commitment to
Suth an drportant ptece of legistation.

Stncerely, ?

st D taens

{arol Brown
Student Loan OffiLer

¢yt Pawl Simop
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@ south shore Bank

71si and Jeflery Boulevaro
Cheago Binos 60649 2096
312 288 1000
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June 26, 1991

The Honorable wWilliam D, Ford
Unfted States House of Representatives
washington, D. C. 20515-2215

Dear Congressman Ford:

I would 1like to reguest the following comsents, concerning
reauthorization of the Higher Education Act of 1985, to be accepted
and entesred as part of the record associated with the June 19, 1981
hearing on the Stafford Student lLoan Program held by the House
Subcommittee on Pnetsecondary Education.

The comments that follow, address what 1 would currently consider
to be the major Guaranteed Student Loan (GSL) issues of concern to
my institution. As you consider changes and improvesents to the
Programs, please note the concerns and suggestions I have listed.

1. Issue: B8%/10% Stafford interest rate and associated windfall
profit provision
Comments:The 88/10% rate and, eapecially, the windfall profits
provision, are both difficult to administer and
difficult for borrowers to understand. 1 suggest:

Eliminate the B3/10% Stafford and windfall profits
provision.

Replace it with a new variable rate Stafford with an
8% floor and 12% cap, based on the same Treasury Bill
rate used currently for SLS and PLUS loans.

Convert all existing B83/10% loans to fixed rate B3
loans.

This would wminimize goverment interest and special allowance pay-
ments, while maintaining the concept of the borrower paying a
larger portion of interest than undexr a flat 8% program. It would
also minimize administrative error by lenders since we, and most
others, already have variable rate programs we administer. (We do
not have any windfall profit programs.)

2. Issup: Risk Sharing
Comments: Risk sharing already exists for lenders in the due
diligence procedures currently required for the collection of
student loans. Additicnal rioc- sharing would:

Limit student access as lenders will minimize their high

Memper f aoera D00 inswrance Covmorghon
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risk/low balance loan portfolio proportionately.

Result in diministed support to students attending moder-
ate to high default schools, directly proportional to the
stringency of the risk sharing requirements.

I continue to be required to meet performance standards sset by my
institution. High cost borrowers will be the first to be excluded
from our portfolio if new risk sharing costs m0 requirae.

3. Issue: Special Allowance Payments {SAP)
Comments: SAP should remain unchanged.

. Any reduction in SAP will decrease further the number of
participating lendera thus adversely affecting access te
student loans
A change in computing SAP, if aspplied the first quarter
of & calender year, to & 3565 day basis could save the
Federal Goverment money (on a one time basis).

q. Issue: sSimplification of Financial Atld
Comments: The financiasl aid process and administration con-
tinues to be very complex for students, parents, schools and
lenders. 1T recommend simplification in the following areas:

Use only one need analysis calculation for all Title IV

programs.

Maxe Stafford loans available to middlse income students.

Reduce th® number of deferments for all GSL programs to:

1)  in-school; for full-time students and degree seek-
ing studants attending at l1ease half-time, but less
than full-time and making satisfactory progress.

2) unenployment

3 total temporary disability

4) military; {nclucing acceptance of other documenta-
tion {e.g., orders) as certification

Expand acceptable reasons {documentation, notification
and certification) for granting deferments. {e.g.,
Student Status Confirmation Reports, school letter,
loan application, etc.)

Allow backdating of in-school daferments to the atart of
& gchool term but not more than 180 days.

5. Issue: Flexibility in Collection Efforts
Comments: I am vary concerned about ’he present due diligence
reguirements. Thelr prescriptive niture makes no use of the
experience and expertise of our staff in loan collections,
There is no incuntive to concentrate on collections; only a
disincentive to stray from the prescribed guidelines. I
Buggent:

Define new measures that allow use of our collections

expertise.
Define new measures that are flexible

131
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. Allow cures for actions missed inadvertently.
6. Issue: Timely Regulations
Comments: I recommend the following:

Require regulations to be created through a nagotiated

rulenaking procass.

. Require régulations to be issued in a tisely mannsr that
allows for proper system changes {Iincluding testing) and
staff training.

1 am sure you understand my concern surrounding rusors of a direct
loan program to replace the current Stafford program. While 1 have
seen no Proposal to comment on specifically, I feel the comments
and suggestions I have made address many of the same fenues &
direct loan program would intend to address, such a8 reduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such & proposal.

Thank you for your consideration and for your rr.amitment to such an
important plece of legislation.
Sincerely,
SOUTH SHORE BANK OF CHICAGO
——— -
s Fletcher,
esident

[ e
-
-
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COLE TAYLOR BANK
Juns 27, 1991

The Honorabla Willfam D. Ford
Untted States House of Reprasentatives
Washington, D.C. 20515-2215

Congressman Ford:

T would like to requeat the following comsents, concerning resuthoriszation
of the Higher Eduration Act of 1965, be accepred and entered as part of the
record associated with the June 19, 199) hearing on the Stafford Student
Loan Program held by the House Subcommittes on Postsecondary Educstion.

The comdents that follow addreas what I would currently consider to be the
sajor Guarantesd Studsnt Losn {GSL) issues of concern to my institution.
As you consider chenges and improvemants to the Programs, plesss note the
concerns and suggestions I have listed.

1. lssue: B8I/10X Stafford intersat rate and associated wind-

fall profit provision

Cooments: The 83/10% rate and, especially, the windfall

profites provision, are both d1fficult to adwinister and

difficult for borrowers to underatand. 1 suggest:

* Eliminats tha B¥/10%7 Stafford and Windfall profits
provision.

® Replace it with a new variable rate Stafford with an
BI floor and 12T cap, dased on the sams Treasury Bill
rate used currantly for SLS and PLUS loans.

® Convert all existing 8%/10% lcana to fixed rats BT
losns,

This would mininize governmenr in.erest and spscial aliowance
paynants, while ssiatsining the concept of the borrowsr paying

a largar portion of intsrest than under a flat 8% progras. It
would also minimige adoinistrative error dy lenders since we,

end moat othera, alroady have variable rate programs we adoinister.
(Wa do not have any windfall profit programs.)

2. Issus; Risk Sharing
Commants: Risk sharing already exista for lenders {n the
dus di{ligence procedurss currently required for tba collection
of studant losna. Additfonal risk sharing wonld:
® Linit student sccese as lenders vill minimize their
high risk/low balance loan pertfolio proportionately.

Mo FRNLC

ERIC

47-282 0 -91- 7



O

ERIC

Aruitoxt provided by Eic:

190

The Honorable William D. Ford

June 27, 1991

Page 2

% Result in diminished support to students attendiog
ooderate to high default schools, directly proportional
to the stringency of the risk sharing requirements.

1 continue fo De required to meet performance standards pet by
my tnstitution. HIgh cost borrowers will de the first to be
excluded from our portfelio ¢f new rigk sharing costs sp require.

3.

issue: Special Allowance Payments (SAP)

Compents: SAP should remain unchanged.

* Any reduction fn SAP will decresse further the nusber of
patticipating lenders thus adversely affecting sccess to
student joans

* A changs i{n computing SAP, {f applied the first quarter
of a calendar vyear. tc & 38% d«v bamis could save the
Federal Governsent money {on a one fime basis).

Issue: Stoplitication of Financtal Atd

Comments: The financial atd pro. ess and administracion
continues to e very complex for studenfs, parents, schools
and lenders. ! recommend simplitication in the following
areas®

® llae only one need analysis calculation for 811 Tirle IV
Programs.
* Mske Staftord loans avsilable to siddle income students.

* Reduce the number nf deferments for all GSL proRrams fo;
1Y din-school; for full time students and degree seeking
students attending ot leant half time but less than
full time and making satisfactorv progress
7Y unemployment
3) total tesporary disability
4) wilitary; Ipcluding acceptance of other documentation
(e.8.» orders) as certification
* Fxpand acceptable reasons (docusentasion. notification and
certification) for granting deferments. (e.g., Student Status
Confirmation Reports, school letter, lopan application. etc.)
* Allow dackdating of tn-school deferments to the start of s
schopl term but not more than 180 days.
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The Henorabls Willlam D. ¥ord
Juuse 27, 199}
Page 3

5. Issue: Flexibility in Collection Efforts
Commants: I aw very concernad about the present due
diligence requiremsnts. Their prescriptive naturs
makes no uss of the sxparisnce and sxpertise of our
staff in losn collsctions. There is no incentive to
concentrats on collections; only a disincentive to
stray from the prescridbed guidelinws. I sugges::
* Dafins new measurss that ailow use of our collections

expartios.

* Defins new measurss that ars fiaxidls.
* Allow curss for actions missed inadvertently.

6. Issue: Timely Rsgulaticns
Commants: I recommend ths following:
* Require ragulstions to be created through s negotiated
rulemaking process.
# Require rsgulations to de issued in & timely manner
that sllows for propsr system chsnges {including testing)
and staff trsining.

1 aw sure you understend my concern surrounding rumors of a dirsct losn prograsm
to replace the curreot Stafford program. Whils I have sssn no propesal to
cosssent on specifically, I feel the comments and suggestions I have made sddress
many of the same issues a direct losn program would {ntend to address, such

as reduced costs and program simplification. Should s specific proposal be

put forth, 1 trust you will solfctt fnput and suggestions from the landing
comsunity. I commit to providing ioput on such a proposal.

Thank you for your consideration and for your comsitment to euch an isportant
ptece of legtisiation.

Sincerely,

Q‘Afﬂ" (:\/‘ f MLujﬂ

Regina Broadnax
Student Losn Department

RB/3y
ec: BRonoradle Paul Simon
U.S. Senate

1315
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June 25, 1991

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 20515-2215

Congressman Ford:

I would like to reguest the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
ana entyrea as part 61 the i:ecord assccizted vith the fang 16, 18971
hearing on the Stafford Student Loan Program held by the House
Subcommittee on Postsecondary Education.

The comments that follow address what I would currently consider to
be the major Guarantesd Student Loan (GSL) issues of concern to my
institution. As You consider changes and improvements to the
Programs, Please note the concerns and suggestions I have listed.

1. Issue: 8%/10% Stafford interest rate and associataed wind-

fall profit provision

Comments: The 8%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Eliminate the 8%/10% Stafford and windfall profits
provision.

. Replace it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convert all existing B3/10% loans to fixed rate 8%
lpans.

This wouid minimize Jovernment interect and cyecial allovwance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program. It
would also minimize administrative error by lenders since we,
and most others, =already have variable rate programs we
administer. {We do not have any windfall profit programs.)

2. Issue: Risk Sharing
CommentS: Risk sharing already exists for lenders in the
due diligence procedures currently required for the
collection of student loans. Additional risk sharing

would:

. Limit student access a5 lenders will minimize their
high risk/low balance loan portfolio
proportionately.

10
PERVEY
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. Result in diminished support to students attending
moderate to high defsult schools, directly
proportional to the stringency of the risk sharing
raguirasents.

I continue tO be required to meet performancs standards set by
my institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so

regquire.

3.

Issuye: Special Allowance Payments (SAP)

Commonts;: SAP should remain unchanged.

. Any reduction in SAP will decresase further the
nunber of participating 1sanders thus =adversely
aftscting access to student loans

. A change in computing SAP, if applied the first
guarter of a calendar ysear, to a 1365 day basis
could save the Federal Governmsnt monsy (on & one
time basis).

Isgue; Simplification of Financial Aid
conpenta:

The finsncial aid process and administration
continues to be vary complex for students, parsnts,
schocls and lenders. 1 reconmend simplification in the
following arsas:

. Use only one need analysis calculation for all

Title IV programs.

. Make Stafford loans available to niddle income
students.

. Reduce the number of defersents for all GSL
programs to:

1) in-school: for full time students and degree
seaking studants attending at least half time
but less than full time and making
satisfactory progress

2) unsmploysent

3) total temporary disability

4) w©military; including acceptance of other
documentstion {s.g., orders) as certification

’ Expand acceptable reasons {documentation,
notification and certification) for anting
defersents. (©.g., Student Status Confirmation

Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the
start of a school ters but not more than 180 days.

issus: Flexibility in Collection Efforts

Coppsnts: I am very concernsd about the present due
diligence rsquirements. Their prascriptive nature sakes
no use of tha experience and expertise of our staff in
loan collsctions. There is no incentive to concentrate
on collections: only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new measures that allow use of our

collections expertise.
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. Dafine new measures that are flexible.
. Allow cures for actions missed inadvertently.

6. Issue: Timely Regulations
Comments: I recommend the following:
- Regquire regulations to be created through a
negotiated rulemaking pProcess.
. Require regulations to be issued in a timely manner
that allows for proper system changes {including
testing) and staff training.

I am sure you understand sy concern surrounding rusors of a direct
loan program to replace the current Stafford progras. While I have
seen no proposal to comment on specifically, I fesl the comments
and suggestions I have made address many of the same issues a
direct loan program would intand to address, such as reduced costs
and program simplification. Should a specific proposal be put
forth, I trust vou will solicit input and suggestions from the
lending community. I commit to providing input on such & proposal.

Thank You for your consideration and for your commitment to such an
important piece of legislation.

Sincerely,
.

K. A. Prank S~

Senfor Vice President
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June 25, 1991

The Honorable william D. Ford
United States House of Representatives
washington, D.C. 20515-221%

congressman Ford:

I would 1like to request the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcomnittee on Postsecondary Education.

The comments that follow address what I would currently consider to
be the major Guaranteed Student loan (GSL) issues of concern to my
institution. As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. Issue; 83/10% Stattord interest rate and associated wind-
fall profit provision
comments: The 8%/10% rate and, especially, the windfall
profits provision, are both difficult to administer and
difficult for borrowers to understand. 1 suggest:
. Eliminate the B%/10% Stafford and windfall profits

— provision.

O

2. Issue: Risk Sharing -

Comments: Risk sharing already exists for lenders in the

due diligence procedures currently required f
1 °©
collection of student loans. : ring

Additiona i
g 1 risk sharing
Limit student access as lenders will minimize their
high risk/low balance loan portfolio
propertionately.

199
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. Rosult an dLrlmashead suppert to students attending
moderate 1. hian detault schools, directly
proportional to the stringency ot the risk sharing
regquirenents,

1 continue to be requirad tn meet pertormance standards set by
my institution. High cont borrowers will be the first to be
excluded from our porttolio it new risk sharing costs so
require.

3.

Issug: Special Allowanve Payments { TAP)Y

Compents: SAP should remain unchanged.

- Any reduction in U5AP will decrease further the
number of participating lenders thus adversely
aftecting access to student loans

. A change in computing SAP, if applied the tirst
quarter ©of 4 calendar year, to a 365 day basis
could save the Federal Government money (un a one
time bavais).

lssue; Simplitication of pinancial Aid

Comments: The finmancaal mid process and administration
continues to be very complex for students, parents,
schools and lenders. 1 recommend simplification in the
following arcan:

- Use only one neod analysis calculation for all
Title IV progranms,

- Make Statford loan:. available to middle income
students.

. Reduce the nunbker of  determents  for all GSL
programs to:-
1) in-school; sor tull time students and degree

seeking students attending at least half time
but lens than tull time and making
satisfactory progross
2 unenployment
1) total temporary disability
militacy: in-luding acceptance of other
documentation {¢.gq., orders) as certification
. Lxpand acireptable reasons {documentation,
notification and certification) for granting
deferments. (e.4.., Student Status Confirmation
keports, school letter, loan application, ctc.)
. Allow bachdutimg ot in-uschool deferments to the
start of a :hon} tern but not more than 180 days.

Iogue:s Flexitaiot, oo aedtion Litorts

comments: 1 oan ey con erned about  the present due
diligence roguiterants,

270
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. Allow cures for actions missed inadvertently.

6. Issye: Timely Regulations
comments: I recommend the tollowing:

. Regquire regulations to be created through a
negotiated rulemaking process.
- Require regqulations to be issued in a timely manner

that allows for proper system changes (including
testing) and stoff training.

1 am sure you understand my cencern surrounding rumors of a direct
loan program to replace the current Stafford program. While I have
seen no proposal to comment on specifically, I feel the comments
and suggestions I have made address many of the same issues a
direct loan program would intend to address, such as reduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a propesal.

Thank you for your consideration amd for yvyour conmitment to such an
important piece of legaslation.

Sincerely,

///Z( ¢! C.v’«\ IR,

LAURIE SEVERS

STUDENT LOAN COORDINATOR
I.H. MISSISSIPPI VALLFY ¢.U.
17 AVE & KENNEDY DR.

FAST MOLINF, II. 61244
309-797-7210

o 2’}1
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B Palos Bank and Trust

June 25, 1991

The Honorable wi.liam D. Ford
I'mited States House O Representatives

washington, C£.C, 2n815=-24:5

Congressman Forl:

I woull like to fmum T TME follTwaag CTeoenTo.  LonUerTiag

aacthar 1 Tan un <t eme Loobor Educatior act of (Se., b oeoopla

And @hveid ST PATL 50 L Led asscceabed will: 202 Juro Ly, 14y
3

he

mearing n U
nnoes ]

& SLuitrrd I+ dent Lean Program hald by Lo RO

eS0T sy evertion.

-
N

SCEmITTS TL f.;;:w A_dress wnat 1 would currently cosclter o

DE TRr mCSor Suaraniesd OUudan. lean {G3L) 1ssues ST oconcern TO0Ny
institatiza A; eme urmsiac. obanses and impsovenerts oo Toe
DIoerpns. PIFIZ2 NOLE AT uto iR a:nd suggesIisno . aavs 2it.ts
‘e Tageise 34 0T Treploent anogirsl TATR AR sCeneianLl wens-
“al. LvTo [SPAPPIP I

T T h WG Lat o and, eprCiﬂ- vy,
: 2vL.nio 3t Uorn difficult tooad
.01l Lne Lot awers o understang. Lo
. LoLesmess Thne ®r e Smafiord and enrafifzll

EKapiace 10 4.0 @8 new variable Tato utaftovn w.ona
aa A% slucr &nd L2% Cap. based on the Tare Treasury
;1. Tete usen curyentiy for SIS anc PLOS 1ains.

. roavert a2l rxasting Bx/10% loans to fixed ratc 8%
ioans.

This wnutd moncmien ~oyes-sment imearsst and STesiial SilIuan
pavrents, wWoL:@§ na;ﬁ'ai"‘-ﬂ the ~oncept ¢F the Dorrower” o iag
3 largers sore ¢ ant:resc than snder 3 flat 8% prujgen. o
woualsd alens muonlinilez -lw'"':._a:;va errecr Ly lencars sivvi- w2,
and most o ~ers. :treardy have variakle rat: proTrals we
agminister. iWe 3¢ Azt have any windfall proflz prucraes.;

)
3
TR

- Issue: Rick 3narins
comments: ni3k sharinc already exists for landevs irmothe
due .;liqenre pracsdures currently reguirs? Ior the
collecticn of stucant lcans.  Additiomal risk sharing

would:
- Limis =tuden*t zoCess as innders will wininsde therr
niqgh risk/Liow balance lzan gertrolio

oroportiosnately.

s Baak: 17500 Sauth MHariem Avenue  Marfd Benk 12400 & Narerm [ Pios NegNTs Senon SO4K) 1 PRone. (708) 448 9100
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v Rasult in diminished support to students attending
soderate to high default scheols, directiy
proportional to tne stringency of the 1isk sharing
raquirements.

I continue to be required to meet performancs standards set by
my institution. High cost borrowars will be the first to be
exciuded from our peortfolio if new risk sharing costs so
ragquire.

3. Issue: Special Allowance Payments {SAP)

:nnngn:s, SAP should remaln unchanged.
Any wduction in SAY will derrease {.rihsr the
nuabar of pacticipating lenders thus adversely
affecting 27Cenn to ot.ailsTh lOANS

. A chenge in computing SAF, if appiiod the fi.~%
ou3rear &fF 3 Shlendtar yeel, Loe v -3 doy pIzaE
counia ~ae the Felerll Governm=cat mdney (< « one
tine basaiz).

- ibSue: Simplification of Financial AiAd
comments: The financisl 4id process ond wimiaistr el un
continues to ke very corpiex for students, parent.,
schocls and londers. I scoommend simplizication iy he
f.livwing areas:
. Lae arly Gl et 222Wsis tHlaulineyon wog =21l
Tivle I fregraxmc.
Moke Zonfleed s o Evasi4anlc fT mifeds Gne s

2 le s

Nogus TN noeder ol dsfeipents for il (L

TrLesAams tol

Vi ineschowl s for futl timpe studonts and dearee
sueking studentn Atranding »¢ least half time
fut less tha ful: tine alie rERIDG
satisfastery prooress

<} unagployment

2 rotzl tooporarv disability

4, &itsearyy  dnclading  accteptance  of s AN
Aocusentation {(e.o., orders) &« rmar+illcagicn

. Lxeard acceptable raeasons {decuamentation,

notification and certification) for granting
deferments. [e.g., Student Status Confirmation
Reports, school letter, loan application, etc.)

- Allow Dlackdating of in-school deferments to the
start of a school term but not more than 180 days.

5. Issug;: Flexibility in collection Efforts
Comments: I am very concerned about the present due
diligence requirements. Their prescriptive nature makes
no use of the expsrience and expertise of our staff in
loan ccllections. There is no incentive to concentrate
on colluctions: only a disincentive to stray from the
prescribed guidelines. I suggast:
- Define new measures that allow use of onr
cnllections expertise.

nf",’}
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. Dafine new measuraes that are flexible.
. Allow cures for actions missed inadvertently.

6. Issue: Timely Regulations
Cansn:a‘ I recommend the following:
Require regulations to be created through a
nagotiated rulemaking process.
. Require regulations to be issued in a timely nanner
that allows for proper system changes {(including
testing) and staff training.

I am sure you understand my concern surrounding rupors of a direct
loan program to replace the current Stafford progran. While I have
seen no proposal to comment on spercifically, I fesl the compents
an? suggestions I have made address nagy of the samw issues a
direst igan nroqres wgould intend te addresn, such 38 recucdd cosls
angd pregrom simplification.  Should a specific proposal bc put
forth, I trust vou will solicit input ang sunggertione from the
lending ~ommunity. I ~ommit to providing input on such a propcscl.

Thank vou for your consideration and for your commitzerit to such an
important piece of legisiation.

tincerc.y,

Thomas 7, Tae’ w
dsgistant Vice Pres dent
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€ Heritage Glenwood Bank

1831 B Mpisted Strenth. Glenwood i1 50428 9151 Ave & 1591h Streat, Orland Milis, 1L BO4?T
1708) 755-3800 {708) 403-0001

Juns 25, 194}

The Ronorebls ¥illtes D. Ford

United Stster House of Representatives
Wsshington, D.&, 20%15-221%

Congreasssn Poprd:

1 would 11¥e to request the following commen:is, concerning
resauthorizatfon of (he Aigher Fducetiosn Act of 1985, ba sccepiad
snd entered #s part of the record swsocisted with the

Juse 19, 1991 pearing on the Stafford Student foan Progrem held
by the Hnuse Subcommittee on Fosisscondery Educarion.

The comments :hst follow sddrees what I would currenily consider
to be Ihe N8lor Guarentesd Student Loso (GSL) tesues of roncern
1o By institulion. As you consider chenges and improvesents o

the Prograse, piesse note the concerne end suggesttons I have
1isted.

1. Isene: 8/10% S:efford fotsres: rate end sesociered
winafal}l prefit provision
Commsptat The 8/10% rate sad the windfail profit
provieion are borh difflcult ro administer snd d4fficult
for dorrowers to understand. I suggest:

. Elisinete the 8/10% Stefford and wiodfell profits
provision.
. Replece it with o new varisble reie Stefford with

an 8% floor and 12% ceP, based on the sane
Treeoury Bill re:e used currently for SiS and PLUS

loens.

. Convert 211 exisring B/10% losns to fixed rete 5%
loans.

* 1t vot elistneting 8/10%, ellow deferments 1o hump

ihe 8 rate for the seme lengtd of tha deferment.

This would siloisies government fntersst snd apecionl
sllowsnce paysents, while meintaining ths comcept of the
borrower paying a lerger portion of interest thes under &
fiet BT progrem. It would aleo minisire admintetretive
error by leaders gince we, and smost olhers, alreedy have
verlable r-te progrems we administer (We do not have any
windfall profit progrese.)

2. 1smua: Risk Sharing
chsentei Kisk edering slreedy sxiote for lenders in
the dus diligences procsdurse currently requirsd for the
collection of studest losns. Additionel riek sharing

wvould: @
Membder FDIC Equal Dopporiunity Empiloyer

n ?3 .
ERIC
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hd Limit student access as lenders will cinimtze
their high risk/low dalance loan portfolie
proportienately.

. Result in diminisbed support o studenis atiending
moderate to high defsulp schools, directly
proportional to the stringency of the rigk sharing
requiresents.

{1 continue to be required 1o meel performsnce standards set
by my institution. High cest horrowers will be the first to
be excluded from our portfolio 1f new risk sharing cpRis so
require.

3. 1Isswes Special Allowance Paymenis {SAP)

Comments: SAP should remaln unchanged .

. Aoy reduction in S5AP will decrease further the
number of participating lenders thus adversely
sttecting arcess to student loans .

. A change in cosmpuling SAP, {f applied the first
quarcter of a calendar year, 1o ¢ 365 day basis
could save ithe Federal Gevernment money {on a one
time basis).

4. 1ssue: Simplificatten of Financlal Ald
Comments: The financial aid proress and administration
continues 1o be very complex for students, parenis,
schools, and lenders. I recomamend simplification In the
following sreas?

. Use only one need analysis caglcularion for all
Tigtle IV PTORTramS.

. Make Stafford loans available lo eiddle income
studentis.

. Reduce the number ot deferaents for all GSL

prograns Lo:

1) TIn-~schoel; for full time siudentis and degree
seeking students artending at least hali-tiope
but less than full-time and ®making
satisfsctlory Progress

1y tnesployment

1) Tpial i1fmporary disability
Milfrary; lucludling arceotance of other
docymentation (e.g., orders) as cerxification

%% Initernship/Resfdency; however, {f keeping,
extend time 1imitarton go longer than 2 years,
ss wost internship residencties eoxceed this
Lime .

. Fxpand accepiable TEssSONS {documentaction,
notdfication snd certification) for Rranting
deferments {e.g. Student Statusr Confirmation
Reports, school letter, loan application, etc.)

. Allow backdaiinr of In-school deferments to the
start of a schopl tera but not Sore than 1RO davs.

oo e

3EST COFY ALAILABLE
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5. ZXssues “lexi1bdili:ry in Collection Bfforis
Commants: T a® very concerned ahout the present due
gence requirsments. Their prescriptive nature makes
no use of the experience and expertise of our siaff 1o
loan collections. TherTe 18 no incentive 1o concentrate
on collections; only a distucentive to atray from the
preacribed guidelines. I suggast:

. Define nev measures that allow use of pur
collectifion® oxpertise.

- Define new measures that sre flexibdle.

. Allow cures for actions sissed inadvertently.

®. Imsue: Tisely Regulations
LommentsZ [ recommend the following:
. Require regulations to de created through a
negoltated rulemmking process.
. Require regulatlons Lo be {ssued in a timely
manner that allows for proper system changes
facluding testing) and staff rraining.

I am sure you understand ®y concern surrounding rusors of a
direcy loRn program to replace the current Stafford progras.
While I have seen no proposal (o comment on specificslly, I feel
the comsents and suggestions I have oade address many of the same
i{ssues a direc: loan progras would {ntend ro address, such as
reduced costs and progras siaplificatinne. Should a specifi:z
proposal be put forth, T trust vou will solic$t Inpui and
suggesationy frow the lendiag comsuntity. I commit to providing
input on such & Propossli.

Thank you for your consideration snd for your commilment 1o such
an isportsnt piece of legtislistion.

S{ncerely,

iy ey

Student Loan Manager

MLR/d1s
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GREAT LAKES CREDIT UNION
GREAT LAKES, 1L 60088-8290
1-800-323-3160

{708)689-1510

3

June 25, 1991

The Monorable William D. Ford
United States House of Representatives
washington, D.C. 20515-2215

congressman TFord:

I would like to reguest the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record asseciated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcommittee on Postsecondary Education,

The comments that follow address what I would currantly consider to
be the major Guaranteed Student Loan (GSL) issues of concern to my
institution. As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. Issuc: 5%/10% Stafford interest rate and associated wind-

£fall profit provision

Comments: The 8%/10% rate and, aspecially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Fliminate the 8%/10% Stafford and windfall profits
provision.

- Replace it with a now variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. convert sl1 existing 8t/10t loans to fixed rate 8%

loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under 8 flat 8% program. It
would also minimize administrative error by lenders since we,
and most others, already have variable rate programs we
administer. (We do not have any windfall profit programs.)

2. Issue: Risk Sharing
. Risk sharing already exists for lenders in the

due diligence procedures Ccurrently required for the
collection of student loans. Additional risk sharing

would:

. Limit student access as lenders will ninimize their
high risk/low balance loan portfolio
proportionately. :
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. Result in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
regquiraments.

I continue to be required to meot porforsance standards set by
ay institution. High cost borrowers will be the first to be
oxcluded from our portfolico if new risk sharing costs so
require,

3.

Issye: Special Allowance Payments (SAP)

Gﬂnnﬂh&ﬂ‘ SAP should remain unchanged.
Any reduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access teo student loans

. A change in computing SAP, if applied the first
guarter of a calendar year, to a 1365 day basis
could save the Pederal Government soney {on a one
time basis).

Isoue: Simplification of Financial Aid

Comments: The financial aid process and administration
continues to be wvery complex for students, parents,
schools and lenders. I recommend simplification in the
following arsas:

. Use only one need analysis calculation for all

Title IV programs.

. Make Stafford loans available to niddle income
students.

. Reducs the number of deferments for all GSL
programs to:

1) in-school; for full time students and degree
seeking students attending at least half time
but less than full <time and =making
satisfactory progress

2) unemployrent

3) total temporary disability

4) military:; including acceptance of ©other
documentation {e.g., orders) as certification

- Expand acceptable Teasons {documentation,
notification and certification) for granting
deferpents. (e.g., Student Status Confirsation

Raports, school letter, loan application, etc.)

’ Allow backdating of in-school deferments to the
start of a school term but not more than 1B0 days.

I1ssua: Flexibility in Collection Efforts

compants: I am very concarned about the present due
diligence regquirements. Their prescriptive nature makes
no use of the experience and expertise of our staff in
loan cellections. There is no incentive to concentrate
on colloctions; only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new measures that allow use of our

collections expertise.

209



. Define new mpasurses that are flexible.
. Allow cures for actions missed inadvertently.

6. Issus: Timely Regulations
Commanta: I recommend the following:
. Require regulations to Dbe created through a
negotiatad rulemaking process.
. Requirs regulations to be issued in a timely manner
that allows for proper system changes (including
testing) and staff training.

1 am sure you understand my concern surrounding rumors of & dirsct
loan program to replace the current Stafford program. wWhile I have
seen no proposal to cosmment on specifically, I feel the comments
and suggestions I have made address many of the same issues 8
direct loan program would intend to address, such as rsduced costs
and progran simplification. should 8 specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a propesal.

Thank you for your consideration and for your commitment to such an
impeortant piece of legislation.

Sinceraly,

GREAT 1AKES CREDIT UNION

.«:/;'..’f_"f’ < / e A N //J
LOAN OFFICER

cc: Paul Simon
United States Senate
Washington, D.C. 20510-1302
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MARQUETTE NATIONAL BANK

June 25, 1991

The Honorable William D. Ford
United states House of Representatives
Washington, D.C. 20515-2215

Congressman Ford:

I would 1like to request the following comments, concerning
reauthorization of the Highar Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcommnittee on Postsecondary gducation.

The comments that follow address what I would currently consider to
be the major Guarantesd Student Loan {GSL) issues of concern to my
institution. A5 you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. lssuna: 83/10% Stafford interest rate and associated wind-

fall profit provision

Coumants: The 88/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowars to understand. I suggest:

. Elisinate the B3/10% Stafford and windfall profits
provision.

. Raplace it with a new variable rate Stafford with
an B8 floor and 12% caP, based on the same Treasury
Bill rate ussd currantly for SLS and PLUS loans.

. convert all existing 88/10% loans to fixed rate B8t
loans.

This would minimige government interest and special allowance
paysents, while maintaining the concapt of the borrower paying
a larger portion of interest than under a flst 8% program. It
would also minipize administrative error by lenders since we,
and most others, already havs variable rate programs we
adainister. (We do not have any windfall profit programs.)

2. Isgug: Risk Sharing
Commentsi: Risk sharing slready exists for lenders in the
due diligence procedures currently required for the
collection of student loans. Additional risk sharing

wotild:

. Limit student access as lenders will minimize their
high risk/low balance loan portfolio
proportionately.
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. Result in diminished support to students attending
moderate to high default schools, directly
proporticnal to the stringsncy of the riak sharing
raguiremants.

I coptinue to be required to meat perforsance standards set by
my institution. High cost borrowers will be thes first to be
axcluded from our portfolio if new risk sharing coste o0

regquire.

3.

4.

Issua: Spacisl Allowancs Fayments (SAP)

Commenta: SAP should remain unchanged.

. Any raduction in SAP will decreass further the
mmber of participating lenders thus advarssly
affecting accass to student loans

. A changa in computing SAP, if applied the first
quarter of a calandar year, to & 365 day basis
could save the Pedsral Govsrnment monsy (on a one
time basis).

1Isaue; Simplification of Financial Aid :
Comments: The financial aid process and administration
continuas to be very complex for students, parents,
schools and lenders. I recommend simplification in the
following arsas:

. Use Only ons need analysis calculstion for all

Title IV programs.

. Nake Stafford loans availabla to middle income
students,
» Reduce the numbar o©of dsfersents for all GSL
ams to: .

1) in-school; for full time students and degree
seaking students sttending at least half time
put less than full time and making
satisfactory prograss

2) unamploynant

3)  total temporary disability

4) military; including acceptance of other
documentation (e.g., orders) as certification

. Expand acceaptabls reasons {documentation,
notification and certification) for anting
deferments. (e.g., Student Status Confirsation

Reports, school lettar, loan application, etc.)

. Allow backdating of in-school defermants to the
start of a school tars but not mors than 180 days.

Issue: Flexibility in Collection Efforts
mxummmm.prm:m
diligence requirements. Their prescriptive nature makes
no use of the sxperience and sxpertise of our staff in
loan collections, Thers is no incentive to concentrate
on collections; only a disincentive to stray from the
prescribed guidslines. I suggest:

. Define new wmeasurss that allov uss of our

collections expertise.

' g%
pnd
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. Define now mensures that are flexibls.
. Allow cures for actions missed inadvertently.

6. Issue; Timely Regulations
commontsi I recommend the following:
. Requirs regulations to be craeated through a
negotiated rulemaking process.
. Require regulations to be issued in a timely manner
that allows for proper system changes (including
testing) and staff training.

I am sures You understand my concern surrounding rumors of a direct
loan progras to raplace the current statford program. While I have
seen no proposal to comment on specifically, I feel the comments
and suggestions I have made address many of the same isaues a
direct loan program would intend to addraess, such as reduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important pieces of legislation.

rely,

s4 ]

Carol Majdecki
Student Loan Re entative

cc Mr, Paul Simon
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Roosdod, o 811100128
Teaprone §15 0077068

Junes 25, 1991 Flerq

The Honorabls William D. Ford
tnited States Mouse of Reprasentatives
Nashington, D.C. 20515-221%

Dear Congressman Ford:

I wonld 1ike to reguest the following commwents, concerning
rasuthorization of the Higher Education Act of 1965, bs accepted
snd sntersad As part of tha racord associated with the June 19, 1991
hearing on the Stafford Studant Loan Frogram held by the House
Subcommittee on Postsscondary Education.

The comments that follow address what I would currently consider to
be the major Guaranteed Student Loan (GSL)} issues of concern to xy
institution. As you consider changes and imProvesments to the
Programs, please note the concerns and suggestions I have listed.

3. Insum: 83/10% Stafford interest rate and associated windfall
prefit provision.

] The 83/10% rate and, aspacially, the windfall
profits provision, are both difficult to administer and
difficult for borrowers to understand. 1 suggest:

. Elioinate the 837108 Stafford and windfall profits
provision.

Replace it with a pew variable rate Stafford with an 8%
floor and 12% cap, based on the same Traasury Bill rate
used currently for SLS and PLUS l1eans.

Convert all existing 8%/10% loans to fixed rate 8% loans.

This would minimize government interest and special allowancs
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under s flat 8% program. It
would also mininize administrative srror by lsndsrs since wa,
and most others, already have variable rate programs ve
administer. (We do not have any windfall profit programs.)

if
!
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|
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The Honorable William D. Ford

United States House of Reprasentatives
June 25, 1%91

Page Two

2.

Ispue: Risk Sharing.

1 Risk sharing already exists for lenders in tha due
diligance procedures currently regquired for the collection of
student loans. Additional risk sharing would:

. Limit student access as lenders will minimize their high
risk/luw balance loan portfolic proportionately,

. Result in diminished support to students attending
moderate to high default schools, dirsctly proportional
to the stringency of the risk sharing requirements.

I continue to be required to meet performance standards set by
ny institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so
require.

Ipgue: Special Allowance Payments {SAP).

comments: SAP would remain unchanged.

» Any reduction in SAP will decrease further the affecting
access to student loans.

A change in computing SAP, if applied the first gquarter
of a calendar year, to a 1316% day basis could save the
Federal Government money {on a one time basis).

Yasues Simplification of Financial Aid.

comments: The financial aid process and administration
continues to be very complex for students, parents, schools

and lenders. 1 recommend simplification in the following

argas:

. tUse only one need analysis calculation for all Title 1V
programs.

Make Stafford loans available to middle income students.

15
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The Honorable William D. Ford

United States House of Raprssentatives
June 25, 1991

Page Thres

. Reduce the nunbar of deferpents for all GSL prograss tos

1) in-schoel; for full tipe students and degrss
ssaking students attending at least half tims dut
less than full time and making satisfactory
progress.

2) unsmployment.
k)] total temporary disability.

4) pilitary; including acceptance of other
documentation (e.g., ordars) as certification.

. Expand acceptable reasons {documentation, notification
and certification) for granting deferments. {s.g.,
Student Status Confirmation Reports, scheol lettar, loan
application, etc.).

. Allow backdating of in-school deferments to the start of
a school term but not more than 180 days.

Issue: Flexlibility in Collection Efforts.

Comments: I am very concerned akout the present due diligence
reguiremants. Their prescriptive nature makes no use of the
experience and expertise of opur staff in loan collactions.
There is no incentive tec concentrate on collections; only a
disincentive to stray from the prescribed guidalinse. I
suggaest.:

. Define new measures that allow use of our collections

expertise.
. Define new measures that are flexibls.
. Allov cures for actions misse. inadvertently.

Isaues Timely Regulations.
Commenta: I recommend the following:

. Require regulations to be created through 8 negotiated
rulemaking process.

Q)
Pt
-
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The Honorable williar D, Ford

United sStates House of Representatives
Juna 25, 1991

Paga Four

. Require regulations to be issued in a timely manner that
allows for proper system changes {including tasting) and
staff training.

I an sure you understand my concern surrounding rumors of a direct
loan progras to replace the current stafford program. While I have
Ses8n no pProposal to comment on specifically, I feel the comments
and suggestions I have made address many of the game issue a direct
loan program would intend to address, such as reduced costs and
program simplification. Should a specific proposal bs put forth,
I trust you will solicit input and suggestions from the lending
compunity. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of tegislation,

Sincerely,

//f§;4¢24x43——~

Alvin G. Becker
President & CEO

AGB:mas

H2-15
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CUMMURITY BANK

Sconic a1 Sterling Teona, 1. 61614 3092686-6100 Fax 309+686-7117

June 25, 1991

The Honorable Willias D. Ford
United States Mouse of Representatives
Washington, D.c. 20515-221%

congresssan Ford:

I would like to request the following comments, concerning
reautherization of the Higher Education Act of 1965, be accepted
and entered ac part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Frograms held by the House
Subcommittes on Postsecondary Education.

The comments that follow address what I would currently consider to
be the major Guarantesd Student Loan (GSL) issues of concern o my
institution. As you consider changes and improvemants to the
Programs, pleasse hots the concerns and suggestions 1 have listed.

1. 1ssu@; 8%/108 Stafford intersest rate and associated wind-

fall profit provision

Comments: The B$/10% rate and, especially, the windtal)

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Pliminate the R3/10% Stafford and windfall profits
provision.

. Replace it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convert all existing 8%/10% loans to fixed rate B%
loans.

This would ®minimize government interest and special allowance
paveents, whils BAintaining the concept of the borrowsr paying
o larger portion of interest than under a flat 8% progras. It
would slso minimize administrative error by lenders since we,
and most others, olready have variable rate Programs ws
administer. (We do not have any windfall profit programs.)

2. Iasys: Risk Sharing
Commants: Risk sharing already exists for landers in the

dus diligence procedures currently required for the
collection of Studeunt loans. Additional risk sharing

would:

. Limit student access as lenders will ainimize their
high risk/low balance lcan portfolio
proportionately.

r2
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» Result in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
requirements.

1 continue to be required to meet performance standards set by
By institution. High cost borrowers will be the first to be
excluded from our portfolieo if new risk sharing costs so
require.

3.

ERIC

Aruitoxt provided by Eic:

Issug: Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

. Any reduction in SAP will decrease further the
number of participating 1lenders thus adversely
affecting acress top student loans

. A change in computing SAP, if applied the first
quarter of a calendar Year, to a 355 day basis
could save the Federal Government money {on a one
time basis).

lesue; Simplification of Financial Aid

commentsS: The financial aid process and administration
continues to be very complex for students, parents,
schoois and lenders. 1 recommend simplification ip the
following areas:

» Use cnly one need analysis calculation for all
Title IV prograns.

. Make Stafford loans Bavailable to nmiddle inconme
studaents.

. Reduce the number of deferments for all GSL
prograss to:

1 in-school: for full time students and degree
seeking students attending at least half time
but less than full time and making
satisfactory progress

2) unenployment

3) total temporary disability

4) military: including acceptance of other
documentation {(e.g., orders) as certification

. Expand acceptable reasons {documentation,
notification and certification) for granting
deferments. (e.g., Student Status Confirmation

Reports, school letter, lcan application, etc.)

. Allow backdating of in-school deferments to the
start of a school! term but not nore than 180 days.

Issue; Flexibility in Collection Efforts

copments: I am very concerned about the present due
diligence requirements. Their prescriptive nature makes
no us~ of the experience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections: only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new measures that allow use of our

collections expertise.

213
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. pefine new measures that are flexible.
. Allow cures for sctions missed inadvertently.

6. Issus; Timely Regulations
. I recommend the following:
. Require regulations to be created through a
negotiated rulemaking Process.
. Require regulations to be issued in a timely manner
that allows for proper Systen changes {including
testing) and staff training.

1 am sure you understand my cCOncern surrounding rumors of a direct
loan program to replace the current Stafford program. while I have
seen no proposal to comment on specifically, 1 feel the comments
and suggestions I have made address many of the same issues a3
direct loan program would intend to address, such as reduced costs
and progran simplification. should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

sincerely,

o
- : -
Jitl A. Callow
Loan Officer
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June 25, 1991

The Honorable William D. Ford
United States House of Representatives
Washington, D.C. 208515-2215

Congressman Ford:

I would like to request the following comments, conceIning reauthoriza-
tion of the Higher Education Act of 1965, be accepted and entered as
part of the record associated with the June 19, 1991 hearing on the
Stafford Student Loan Program held by the House Subcommittee on
Postsecondary Education.

The comments that follow address what I would currently consider to be
the major Guaranteed Student Loan (GSL) issues of Concemm to my institu-
tion. As you consider changes and improvements to the Programs. please
note the concermns and suggestions listed.

1. Issue: 8%/101 Stafford interest rate and associated windfall profit

provision

Comments: The 8§3/10% rate and, especially, the windfall profits

provision, ars both difficult to administer and difficult for bor-

rowers to understand. 1 suggest:

* Eliminate the BV/1Q% Stafford and windfall profits provision.

* Replace it with a nev variable rate Stafford with an sy floor and
124 cap, based on the same Treasury Bill rate used currently for
S1L8 and FLUS loans.

* Convart all existing 8%/13% loans to fixed rate 8% loans.

This would minimize government interest and special allowance payments,
shile maintaining the concept of the borrower paying a larger portion of
intarest than under a flat 8% progras. It would also minimize ad-
mninistrative error by lendars since we, and meost others, already have
variable rate programs we administer. (¥We do not have any windfall
profit programs.)

oD
"
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© 2. Issves Risk Sharing

Cogments: Risk sharing already exists for lenders in the due dili-

gance procsdures currently tequired for the collaction of student

loans., Additional risk sharing would

* 1igit student access an lenders will minimire their high risk/low
balance loan portfolio proportionately.

* Result in diminished spport to students attending moderats to
high default schools, directly proportional to the stringency of
the risk sharing requiressnts.

1 continue to bs required to meet performance standards set by sy in-
stitution. Nigh cost borrowers will be the first to be excluded from
our portfolio if new risk sharing costs so require.

3. Issue: Special Allowance Paymants (8AP)
Comments: SAP should resain unchanged.
* Any reduction in SAP will decrwase further the number of partici-
pating lenders thus advarsely affecting access to student loans.
* A change in computing SAP, if applied the first quarter of a
calendar year, to a 365 day basis could save the Federal Govern-
mant money {on a cne time bawis).

4. Issus: Simplification of Financial Aid
Comments: T™he financial ajd process and administratiocn continues to be
very complex for studants, parents, schools and lenders. I recommend
simplification in the following areas;
* Use only one nead analysis calculation for Title IV programss,
* Make Stafford loans avajlable to middle income students.
* Reduce the number of deferments for all GSL prograss to:

1) in-school; for full-time students and degree seeking students
attanding at lesst half-time but less than full-time and making
satisfactory progress

2) \nesploymant

3) total tesporary dimability

4) military; including acceptance of other documentation {e.g.,
orders) as certification

* Expand acceptable reasons (Docusentation, notification and
certification) for granting defersents. (e.g., Student Status

Confirmation Reports, school letter, loan application, etec.)

* Allow dackdating of in-school defersents to the start of a school .
tarm but not wors than 180 days.

r>
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5. Iasue: Flexibility in Collection Efforts
Comments: I am very concerned about the present due diligsnce
requirepents. Their prescriptive pature makes no use of the ex-
perience and expertise of our staff in lomn collections. There is no
incentive o concentrate on collections; only a disincentive to stray
from the prescribed guidelines. I suggest:
* Define nev measures that allow use of our collactions sxpertise.
* Define New measurss that are flexible,
* Allow cures for actions missed inadvertently.

6. Issues: Timely Regulations
Cmgm I recommend the following:
Require regulations to be created through a negotiated rulesaking
pProcess.
* Require regulations to be issued in a timely manner that allows
for proper systes changes {including testing) and staff training.

I a= sure you understand Sy concemn surrounding rumors of direct loan
program to replace the current Stafford program. While I have seen no
proposal to comsent on specifically, I fesl the comments and suggestions
I have made address many of the same issues a direct loan progras would
intand to address, such as reduced costs and progras simplification.
Should a specific proposal be put forth, I trust you will solicit input
and suggestions from the lending community. I commit to providing input
on such a proposal,

Thank you for your consideration and for your comsitment to such an im-
portant piece of legislation.

Sincerely, B
()2&“‘“4 «.7’ /t’/’/&déf-

Patricia A. Schuster
Student Loan Adwinistrator

ces The Honorable Paul Simon
The HKonorable Jerry Costello

ERIC
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Juneg 25, 1991

The Honorabls William D. Ford
United States Houss Of Reprasentatives
Washington, D.C. 20515-2215

Congresswan Ford:

I would like to raquast the following comments, concerning
reauthorization of the Mighsr Education Act of 1965, be accepted
and entered as part of the racord as8sociated with the June 19, 1991
haaring on the Stafford Student Loan Program held by the House
Subcommittes on FostsSecondary Education.

The comments that follow address what I wounld currently consider to
be the major Guarantsed Studant Loan (GSL) issues of concern to my
institution. As you consider changes and improvements to the
Programs, please nots the concerns and suggestions I bave listed.

1. Issue; 83/10% Stafford intersst rate and associated wind-

fal) profitc provision

Copments: The 83/10% rate and, sspecially, the windfall

profits provision, are both difficult to mdmipister and

difficult for borrowers to understand. I suggest:

. Eliminate ths 887103 Stafford and windfall profits
provision.

. Replace it with a nev variable rats Stafford with
an 8% floor and 12% cap, based on the same Trsasury
Bill rate used currantly for SLS and PLUS loans.

. Convert all existing 83/10% loans to fixed rate 5%
loans.

This would minimise governsant intersst and special allowance
paymants, while maintaining the concept of the borrowsr paying
a iarger portion of interest than under s flat $% progras. It
would also minimise administrative error by lendars since wa,
and most others, already have variable rats programs we
sdminister. (We do not have any windfall profit programs.)

2. Isaus; Risk sharing

Coxmentsi Risk sharing already sxists for lsnders in the

due diligence procsdurss currently required for the

collection of student loans. Additional risk sharing

would:

. Limit student accass a8 lenders will minimize their
nigh risk/low balance loan peortfolio
proportionatsly.

Subsidiary of NBD Bancorp, Inc.
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. Result in diminished support to students Attending
soderate to high defsult schools, directly
proportional to the stringency of the risk sharing
requirements.

I continue to be regquired to meet performance standards set by
my institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs =so
require.

3. Issue; Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

» Any reduction in SAP will decrease further the
nugber of participating lenders thus advarsely
affacting access to student loans

- A change in computing SAP, if applied the first
quarter of a calendar year, to a 355 day basis
could save the Faderal Government money (on a one
time basis).

4. 1ssua; Simplification of Financial Aild
Comments: The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. 1 recommend simplification in the
following areas:
- tse only one need analysis calculation for all

Title IV programs.

. Make Stafford lcans available to niddle income
students.

. Reduce the number of deferments for all GSL
prograns to:

1 in-school: for full time students and degree
seaking students attending at least half time
bput less than full time and making
satisfactory progress

2) unesployrent

3) total temporary disability

&) military: 4ncluding acceptance of other
documentation {e.g., orders) as certification

. Expand acceptable reasons {documentation,
notification and certification) for granting
deferments. (e.g., Student Status Confirmation

Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the
start of a school term but not more than 180 days.

S. Issye: Flexibility in Ceollection Efforts
comments: 1 am very concerned about the present due
diligence requirements. Their prescriptive nature makes
no use ©of the experience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections; only a disincentive to stray from the
prescribed guidelines. I suggest:
. Define new measures that allow use of our
collections expertise.

o
{9
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¢ . Define new measures that ars flexible.
. Allow cures for actions missed inadvertently.

6. Issue: Timely Regulations
mmm. I recommend the following:
Require regulations to be craeaated through a
negotiated rulemaking process.
. Require regulations to be issued in A timely sanner
that allows for Proper system changes {including
tosting) and staff training.

=

I ap surc you understand my concern surrounding rumors of a direct
iocan prograp to replace the curraent Stafford program. While I have
seen NhO proposal tO comment on specifically, I feel the commants
and suggestions I have sade address many of the same issues a
direct loan program would intend to address, such as raduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing ipput on such a pProposal.

Thank you for Your consideration and for your commitment to such an
important piece of legislation.

Sincerely,

/]du?—u/%a

Carolyn Hsu
Student Loan Counsslor

O

ERIC

Aruitoxt provided by Eic:
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June 25, 1991

Washington, D.C. 20525-2215
Congressman Fuid:

1 would like o requast the following comments. coneerning reauthorization of the Higher
Education Act of 1965, be and snfered as part of the record associated with the
June 19, 1991 hearing on the Stafiord Student Loan Program heid by the House
Subcommittes on Postsecondary Education.

Themmemmrolmaddmsswhatlmﬁcunsmweonsidmmbetthw
Guaranteed Student Loan {GSL) issues of concem to my instifution. As you consider
mmmmwﬂwmams.pbmm concems and suggestions |
ve .

1. lm&WtO%&mmmtmaMassodamdMMaﬂpm
provision
Comments; The 89/10% rate and, especially, the windiall profits
m,mmmmmmimmmmm
rs to undersiand. | 1%
. Eummmew13§mmmmm1anpmﬂm

. mnmammmmmmmm
fioar ard 12% cap, based on the sams Treasury

. Bill rate used cumentiy for SLS and PLUS loans. Convert
afl existing 8%/10% loans to fixed rate 8% loans.

This would mtnimm\rmwm interest and special allowance
Paymems,wmem ing the concept of the borrowser paying a
arger portion of interest than under a flat 8% program. it would also
minimize administrative error by lenders since we, and mos! others,
airsady have variabie rate programs we administer. (We do not have

any windtall profit programs.)

2. Igsue: Risk Sharing
Comments; Risk sharing already exists for lenders in the due
diligence procedures curm required for the collection of
studant loans. Additional risk sharing would:
. Limit studenmt access as lenders will minimize their high
risk/low balance loan portfolio proportionately.




. Result in diminished support fo studants attending moderate to high
default schools, dlrecﬁymm;mnommcyoim:iskshadm

raguirements,
1 continue to be requirad to meet performance standa institution. High
costbonomwmboﬂ\eﬁmmbemehmdm“nmgzo"?mﬂskshaﬁng

costs so requirs.
3. SpedalA!bmeaynmes(SAP)
cﬂum SAP shouid remain
. Mym&cﬂonmwwmhmuwnmmmmpamg
lenders thus adversely affecting access to student ioans
. A rhange in .omputing SAP, if applied the first quarter of a calendar

year, toa365daybas¢s could save the Faderal Goverrment mohey (on
a one time basis).

4. lssue.sinwkaﬁondﬂnarﬁdm
Commeants: The financial aid process and administration continues to be very
compiex for students, parents, schools and Jsnders. | recommend
o U mmmedawysiscmw!aﬁontoranﬂﬁew
. 50 one programs.
. Make joans avaflable fo mitkfle income students.
. Reduce the number of defesments for all GSL. progmms to:

. Allow backdating of in-school deferments fo the start of a
school tarm but not mora than 180 days.

5. lssue FlaxtblﬁtthothctbnEm
lemm 2m very concemed abut the present due diligence
xpedsmeand xpertise of sm';fmba:‘m usen?;mﬂg
@ e our ns
no incentive fo concentrate on collections; only a disincentive fo

oaxpertice.
. Define new measuras that are flexible.
. Allow cures for actions missed inadvertently.

ARE
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6. Mua.ﬂmelrneguiaﬂons
Comments: | ecommend the following:
. Require reguiations to be created through a negotiated nuismaking

. mmgumnsmbetssmmawniymmmmmm
proper system changes (including testing) and staff training.

{ am sure you understand my concem surrounding rumors of a direct joan program to
ﬂnmm&aﬂordpmgmm.wwolhmummptw to comment on
z feelmecommmaand t have made address many of the same

fo address, such as reduced costs and program

-hn*“ﬁ*av_'cﬂ Qhﬂﬂ!ﬂ 2ihe prnfme!bepulw § trust you wifl soliclt input and

mmesﬁmsmmlendlngeommmmy 1 commit to providing input on such & proposal.

Mﬂmbryowmmmﬁonmmrmwmmmnmmsuchanmpommm

Sincerely,
alCo!m
Student Loan R
Harris Trust and Bank




First National
Bank and Trust Company

500 South Uiniversity Avenue
Post Offilce Box 2227
Carbondale, IL §2002.2217
Phone 515-457-3381

FAX 810-520-1148

W. Craig Addison

Loan Oticer

June 25, 1991

The Honorable William D. Ford
United States House of Representatives
Washington, D.C. 20515-2215

Congressman Ford:

I would 1like to reguest the following commants, concerning
raauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
Subcomnittee on Postsecondary Bducation.

The comments that follow address what I would currently consider to
be the major Guaranteed Student Loan (GSL) issues of concern to my
institution. As you consider changas and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. Issue; 8%/10% Stafford interest Tate and associated wind~

fall profit provision

compents: The 83%/103 rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowsrs to understand. I suggest:

- Eliminate the B83%/10% Stafford and windfall profits
provision.

. Replace it with a new variable rate Stafford with
an 8% floor and 123 cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.
Convert all existing B8%/10% loans to fixed 1ate B%
loans.

This would minimize governmant interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program. It
would alsc minimize administrativs error by lenders since we,
and most others, already have variable rate programs we
administer. {(We do not have any windfall profit programs.)

2. Issye: Risk Sharing
copments: Risk sharing already exists for lenders in the
due diligence preocedures currsntly reguired for the
collection of student loans. Additional risk sharing
would:
Limit studant access as lenders will minimize their
high risk/low balance loan portfolio
proportionately.
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. Result in diminished support to students attending
sodarate to high default schools, directly
proportional to the stringency of the risk sharing
ragquirements.

T continue to be required to meet performance standards set by
py institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so
require.

3.

Issug: Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

. Any reduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access to student loans

. A change in computing SAP, if applied the first
gquarter of a calendar year, to a 365 dsy basis
could save the Federal Governpent money (on a one
time basis).

Issue: Sioplification of Fipancial Aid

Comments: The financial aid process and administration
continues to be very complex for students, Pparents,
schools and lenders. I recommend simplification in the
following areas:

. Use only one need analysis calculation for all

Title IV programs.

. Make Stafford loans available to middle income
students.

. Reduce the number of deferments for all GSL
pPrograms to:

1)  in-school; for full time students and degree
speking students attending at least halt time
but less than full time and naking
satisfactory progress

2) unemployment

3y total temporary disability

4) military; including ac;eptance of other
documentation {(e.g., orders) as certification

. Expand acceptable reasons {documentation,
notification and certification) for dgranting
deferments. (8.9., Student Status Confirmation
Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the

start of a school term but not Bore than 180 days.

Issye: Flexibility in Collection Efforts

: I am very concerned about the present due
diligence requirements. Their prescriptive nature nakes
no use of the experience and expertise of our staff in
ioan collections. There is no incentive to concentrate
on ceollections: only a disincentive to stray from the
prescribed guidelines. 1 suggest:
. Define new measures that allow use of our

collections expertisa.
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. Define new measures that are flexible.
. Allow cures for actions missed inadvertently.

6. Issus: Timely Regulations
compents: I recommend the following:
. Require regulations to be created through a
negotiated rulemaking process.
. Require regulations to be issued in a timely manner
that allows for Proper syster changes (including
testing) and staff training.

I am sure yYou understand my concern surrounding rumors of a direct
loan progran to replace the current Stafford program. While I have
seen no propesal to comment on specifically, I feal the comments
and suggestions I have made address many of the same issues a
direct loan program would intend to address, such as reduced costs
and progran simplification. Should a specific proposasl be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for Your consideration and for your commitment to such an
important piece of legislation.

Sincerely,

YIRST NATIORAL BANK AND TRUST CONPANY

RN/ Py

W. ¢.” Addison
Loan Officer

WCA: jw
cc: The Honorable Paul Simon, United States Senate

The Honorable Glenn Poshard, United States House of
Representatives

3
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June 25, 1991

The Honorable William D. Ford
United States Houss of Representatives
washington, D. €. 20515-221%

congressman Ford:

1 would like to resgquest the following comments, concernirg
reautho: ization of the Nigher Education Act of 1965, be accapted
and encered as part of the recosrd associoted wilh the Juns 19, 1551
hearing on the Stafford student Loan Program held by the House
Subcommittea on Postsecondary Education.

The comments that follow address what I would currently consider to
be the major Guartantesd Student Loan {GSL) issues of concern to oy
inatitution. As you consider changes and improvements to the
Programs, piease note the concerns and suggestions I have listed.

1. lsgue; 83/10% Stafford interest rate and associated wind-

fall proefit provision

comments: The 853/10% rate and, aspecially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. 1 suggest:

. Fliminate the 8%/10% Stafford and windfall profits
provision.
Replace it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
B1l1l rate used currently for SLS and PLUS loans.

. Convert all existing 8%/10% loans to fixed rate 8%
loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrowor paying a
larger portion of interest than under a fiat 8% program. It would
also dinimize administrative error by lenders since we, and most
others, already have variable rate programs we administer. (We do
not have any windfall profit programs.)

2. Issue: Risk Sharing
Comments: Risk sharing already exists for lenders in the
due diligence procedures currently required for the
collection of student loans, Additional risk sharing

would:?
Limit student access as lenders will minimize their
high risk/low balance loan portfolio
proportiocnately.
I N N S S R BEra B £ HENNEE MO TR INE N I RE]
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Result in diminished support to students attending
soderate to high default schools, directly
proportional to the stringency of the risk sharing
requirements.

I continue to be required to meet performance standards set by
my institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so

require.

3.

lssue: Speciail Allowanca Payments (dAP)
Comments: SAP should remain unchanged,

Any reduction in SAP will decrease further the
number of participating lenders thus adversely
affection access to student iocans

A change in computing SAP, if applied the first
quarter of a calendar year, t0 A 165 day basis could
save the Federal Government money {(on & one time
hasis) .

Xssug: Simplification of Financial Aid

comments: The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. I recommend simplification in the
following areas:

Use only one need analysis calculation for atl

Title IV programs.

Make Stafford loans available to middle income

students.

Reduce the number of deferments for all GSL

programs to:

1) in-school; for full time students and degree
segking students attending at least half time
but less than full tipe and making satistactory
Progress

P3] unemployment

3 total temporary disability

4) military; including acceptance of other
documentation (e.qg., orders) as certification

Expand acceptable reasons (documentation,

notification and certification) for granting

deferments. {e.g., Student Status Confirmation

Reports, sChool letter, loan application, etc.)

Allow backdating of in-school deferments to the

start of a school term but not more than 180 days.
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5. Issue; Flexibility in Collection Eflorts
Compents: I am very concerned about the present due
diligence requirements. Their prescri)*ive nature makes
nc use of the experience and expertise af our staff in
loan collections. There is no incentive to concentrate
on collections; only a disincentive to stray from the
prescribed gquidelines. I suggest:
. Define new measures that allow use ©f our
collections expertise.
Define new measurss that are flexible
Allow cures for actions missed inadvertently.

6. I1ssuye: Timely Regulations
ggmmgn;g* I recommend the following:
Require regulations to be created through a
negotiated rulemaking process.
Require regulations to be issued in a timely manner
that allows for proper system changes (including
testing) and staff training.

I am sure you understand nmy concern surxounding rumers of a direct
loan program to replace the current Stafforad program. While I have
seen no proposal to comment on specifically, I feel the comments
direct loan program would intend to address, such as reduced costs
and program simplification. Should a specific proposal be put

forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your conmitment to such an
ippertant piece of legislation.

Sincerely, .-

fod (\

Ronald Suits
Senier Vice President

RS/sam
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June 26, 1991

The Homorable William D. Ford
tnited Ststes House Of Representatives
Washington, D.C. 20515-2215

Congressman Ford:

I would like to request the following comments, concerning reauthorization

of the Higher Education Act of 1965, be accepted and entered as part of the
record associated with the June 19, 1991 hearing on the Stafford Student Lopan
Program held by the House Subcommittee on Postsecondary Education.

The comments that follow address what 1 would currently consider to be the major
Suaranteed Student Loan (GSL) issues of concern to my {nstitution. As you
consider changes and improvements to the Programs, please note the concerns and
sugRestions 1 have listed.

O

ERIC

Aruitoxt provided by Eic:

1.

issuwe: 8%/107 Stsfford interest rate and gssociated windfall
profit provision.

Comments: The BX/10% rate and, especially, the windfall profirs
provision, are both difficult to adwinister and difficult for
borrowers to understand. 1 suggest:

. Eliminate the 8%/10% Stafford and windfall profirs
provision,
. Replace it with a new variable rate Stafford with an

8% flpor and 12X cap. based on the same Treasury Bili
rate used currently for SLS and PLUS loans.
. Convert all existing 8%/10%7 loans to fixed rate 8% loans.

This would minimize Rovernment interest and special allowance payments,
while msintaining the concept of the borrower paying a larger portion

of interest than under a flat BX prograw. It would also minimize
administrative error by lenders since we, and most others, already

have varisble rate progracs we administer. (We do not have any windfsll
profit programs.)

2.

issue: Risk Sharing

Comments: Risk sharing already exists for lenders in the due
diligence procedutes currently required for the collection of
student loans. Additional risk sharing would:

- limit student access a5 lenders will minimize their high
risk/low balance losn portfolio proportionately.

A Sutmauary ©f Soatmen’'s Bencettres int
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. Result in diminished support to students attending moderate
to high defsult schools, directly proportional to the
stringency of the risk sharing requirements.

1 continue to be required to mest performance standards sot bv my {pstitution.
High cost borrowers will be the first to be excluded from out portfolio if

new

3.

O

ERIC

Aruitoxt provided by Eic:

risk sharing costs so require.

1ssue: Special Allowance Pavments (SAP}

Compents: SAP should remsain unchanged.

. Any reduction in SAP will decrease further the number of
participating lenders thus adversely affecting access to
student lpans

. A change in computing SAP, {f applied the first guarter
of a calendar year, to a 165 day basis could save the
Federal Covernment money {on 2 cne time basis).

Issue: Simplification of Financial Aid

Comments: The financial sid process and administration continues
to be very complex for students, parents, schools and lenders. |
recomend simplificatton in the following areas:

. t'se only one need anslysis calculation for sll Title 1V
programs,

. Make Statford loans available to middle income students.

- Reduce the number of deferments for sll GSI prograns to:

1) in-school; for full time students and degree seeking
students attending at Jeast half time but less than
tull time and making satisfactory progress.

2) unemployment

1) total temporary disabilicy

4) milicary; including acceptance of other documentation
{e.¥., orders) as certification.

. Expand acceprable reasons (documentation, notification and
certification) for granting deferments. (e.g., Student Status
Confirmation Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the start of a schaol
term but not more than 180 days.

Issue: Flexiblility in Collection Efforts
Comments: 1 am very concerned about the present due diligence requirements.
Thelr prescriptive nature makes no use of the experience and expertise of
our staff in loap collections. There is no incentive to concentrate on
collections; only a disincentive to stray from the prescribad guidelines.
1 suggest:
. Define nev measures that allow use of cur collections expertise.
. Define new measures that are flexible.

Allow cures for sctions missed inadvertently.

237
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6. lssue: Timely Regulations
Comments: 1 recommend the following:
. Reguire regulations to be created through 2 negotiated rulemakiog
process.
. Require regulations to be issned in a timely manner that allows
for proper system changes (including testing) end staff training.

{ am sure you gnderstand my concern surrounding rumors of a direct loan progras
to replace the currest Stafford program. While 1 have seen no proposal to comment
on specifically, 1 feel the comBenis and suggestions 1 have made address many of
the same issues 3 direct loan program would intend to address, such as reduced
costs and program simplif ication. Should a specific proposal be put forth, 1
trust you will golicit input and suggestions from the lending community. 1
comuit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such and important
piece of legislation.

Sincerely.

BOATMEN'S NATIONAL BANK OF CHARLESTON

)<$£ﬁ Y C;} fu,,kfaqfagﬂ{={)

(Mrs.) Sara Jane Preston
President

SJP:me



FirstNational
Bank and Trust Company

509 South University Avenue
Post Dffice Box 2227
Carbondals, Il §2902-2227
Phone 818-487-3384

FAX 818-829-1145
W. Cralg Addison
Loan Othcer
June 25, 1991 l‘m AL I

The Honorable William D. Ford
United States House of Representatives
Washington, D.C. 20515-2215

Congressman Ford:

I would 1like to request the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the Stafford student Loan Program held by the House
Subcommittes on Postsecondary Pducation.

The comments that follow address what I would currantly consider to
be the major Guaranteed Student Loan (GSL) issuss of concern to py
institution. As you consider changes and inprovements to the
Programs, please note the concerns and suggestions I have listed.

1. Issye; 8%3/10% stafford interest rate and associated wind-

fall profit provision

Compents: The 83/10% rate and, sespecially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. I suggest:

. Eliminate the 8%/10% stafford and windfall profits
provision.

' Replace it with a new variable rate Stafford with
an 8% floor and 123 cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. Convert all existing 8%/10% loans to fixed rate s%
loans.

This would minimize government intersst and special allowance
paynments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flast 8% programs. It
would also minimize administrative error by landers gince we,
and mpst others, already have variable rate programs we
administer. (We do not have any windfall protfit prograns. )

2. Issus: Risk sharing
Sompenis: Risk sharing already exists for lenders in the
due diligence procedures currently required for thae
collection of student loans. Additional rigk sharing

would:

. Limit student access as lenders will minimize their
high risk/low balance loan Portfolio
proportionately.

233
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. Result in diminished support to students attending
moderate to bhigh default schools, directly
proportional to tha stringency of the risk sharing
requirssents.

I continue to be reguired to meat performance standards set by
my institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs 50
ragquire.

3.

Issug;: Special Allowance Payments (SAP)

Comments: SAP should remain .

. Any reduction in SAP will decrease further the
number of participating lenders thus advarsely
affecting accass to student loans

, A change in cosputing SAP, if applied the first
quarter of a calendar year, to a 365 day basis
could sava the Federal Governmsnt money {on a ons
time basis).

Issua: Simplification of Financial Aid

Comments: The financial aid process and administration
continuss to be vary complex for students, parants,
schools and lenders. I recomnend sisplification in the
following areas:

. Use Only one nesed analysis calculation for sll

Title IV programs.

. Make Stafford loans available to middle income
students.

. Reduce the number of deferments for all GSL
programs to:

1) in-school: for full time students and degree
seexing students attending at least half time
but 1less than full time and
satisfactory prograss

2) unapployment

3) total temporary disability

4) wmilitary: including acceptance of other
documsentation {e.g., ordars) as certification

. Expand scceptabls raASons {documentation,
notification and certification) for granting
defsrments. (e.g., Studant Status Confirmation

rts, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the
start of a school term but not mora than 180 days.

Isspa: Flexibility in collaection Efforts

conpaents: I am very Concerned about the presant due
diligence requirsments. Their prescriptive nature makes
no use of the experisnce and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections: only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define now measures that allow use of our

collections expertisa.
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. Define new neasures that are flexible.
. Allow cures for actions missed inadvertently.

6. Issus: Timely Regulations
coppanty; I recommend the following:
. Require regulations to be created through a
negotiated rulemaking process.
. Require requlations to be issued in a timely manner
that allows for proper system changes (including
testing) and staff training.

I am sure you understand oy concern surrounding rumors of a direct
loan program to replace the currsnt Stafford progran. While I have
sean no Pproposal to comment on specifically, I feel the comments
and suggestions I have mada address many of the same issues a
direct loan program would intend to address, such as reduced costs
and progran simplification. Should a specific proposal be put
forth, I trust yon will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincerely,

FIRST NATIONAL BANK AND TRUOST COMPANY

o Dol

W. C. Addison
Loan Officer

WCA: 3w
cc: The Honorable Paul Simon, United States Senate

The Honorable Glenn Poshard, United States House of
Representativas

24
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L BAR OF
u'?)nrm ISLAND

13057 S Wastern Ave, Biue Islandt, liinois 60406 (708) 385 2200

June 25, 1991

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 20515-221%

congressman Ford:

1 would like to regquest the following comments, Concerning
reauthorization of the Higher Education Act of 1965, be accepted
nd entered as part of the record associated with the June 19, 1991
hearing on the Stafford Student Loan Program held by the House
subcommittee on Postsecondary Education.

The comsents that follow address what I would currently consider to
be the major Guarantesd Student Loan {GSL) issues of concern to ny
institutrion. As you consider changes and improvesents to the
Programs, please note the concerns and suggestions I have listed.

1. Issue: B§/10% Stafford interest rate and associated wind-

fall profit provision

comments: The 8%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrovaers to understand. I suggest:

. Eliminate the 5%/10% Stafford and windfall profits
provision.

. Replace it with a new variable rate Stafford with
an 8% floor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PILUS loans.

. convert all existing 83/10% loans to fixed rate 8%
loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program. It
wouid also minimize administrative error by lenders since we,
and post others, already have variable rate programs we
administer. (We do not have any windfall profit programs.)

2. Issue: Risk Sharing

Comments: Risk sharing already exists for lenders in the

dus diligence PpProcedures currently required for the

collection of student loans. Additional risk sharing

would:

. Limit student access as lenders Will minimize their
high risk/low balance loan portfolio
proportionately.

2
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. Result in diminished support to students attending
sodarate to high default schools, directly
propertional to the stringency of the risk sharing
ragquirements.

1 continue to be required to meet performance standards set by
®my institution. High cost borrowers will be the first to be
axclgded from our portfolio if new risk sharing costs so
require.

3.

Issue: special Allowance Payments {SAP)

cannnn;ﬂ; SAP sheould remain unchanged,
Any reduction in SAP will dacrease further the
mumber of participating lenders thus adversely
affecting access to student loans

. A change in computing SAP, if applied the first
quarter of a calendar year, to a 365 day basis
could save the Federal Government money (on a one
time basis).

Issug: Simplification of Financial Aid
Conmentss The financial aid process and administration
continues to be vary complex for students, parents,
schools and lenders. I recommend simplification in the
tollowing areas:
. Use only one need analysis calculaticon for all
Title IV prograns.
. Mske Stafford loans available to middle income
students.
. Reduce the nunber of deferments for all GSL
programs tos
1) in-school; for full time students and degree
sseking astudents attending at least half tine
but 1less than full time and wmaking
satisiacLory progress
2) unerg loynent
3) total temporary disability
4) military; inciuding acceptance of other
documentation (e.g., orders) as certification
. Expand accaptable reasons {docunmentation,
notification and certification) for granting
defermonts. (e.g., Student Status Confirmation
Reports, school letter, loan application, etc.)
. Allow backdating of in-school deferments to the
start of a school term but not more than 180 days.

Issue; Flexibility in Collection Efforts

copments: I am very concerned about the present due
diligence requirements. Their prescriptive natare makes
no use of the experience and sxpertise of our staff in
loan collections. There is no incentive to concentrate
on collections; only a disincentive to stray from the
prescribed guidelines. I suggest:

. Define new measures that allow use of our

collections expertise.
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. pefine new measuras that are flexible.
. Allow cures for actions missed inadvertently.

6. 1ssug: Timely Regulations
copmentsS: recommend the feollowing:
. Require regulations to be Ccreated through o
negotiated rulaemaking process.
. Require regulations to be issued in a tisely manner
that ellows for Pproper system changes {including
testing) and staff training.

I am sure you understand my concern surrounding rumors of a direct
ioan progran to replace the current Stafford program. While I have
seen no proposal to comment on ppecifically, I fesl the commants
and suggestions I have mads address many of the samre issues a
direct loan program would intand to address, such as reducaed costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a propossl.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincerely,
el A e

Sheila A. Berens
student Lvan Representative. FNBBI

SAC/sc

CC: Senator Paul Simon

D
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June 21, 199y

The Honorable William D, Ford
United States lousce of Representatives
Washington, D.C. 20515-22%15%

congressman Simon:

I would 1like to request the following comments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 13,
1991 hearing on the stafford Student Loan Progrsm held by the
House Subcommittee on Postsecondary Education.

The comments that follow address what I would currently consider
to be major Guaranteed Student Loan (GSL} issues of concern to my
tnpstitution, AS Yyou consider changes and improvements to the
Froarams, please note the concerns and suggestions I have listed.

1. i1ssue; B3/10% Stafford interest rate and associateo
windfall profit provisien

Conment s The B8%/10% rate and, aspectally, the

windfall profits provision, are hoth difficult ¢po

administer and difficult for borrowers to understand,

I sudgest:

. Lliminate the 88/10% Stafford and windfall profits
provision,

. Replace it with a ncw variable rate stafford with
an 8% floor and 12% cap, hased on the same
Treasury Bill rate used currently for SLS ans PLUS
loans,

. Convert all existing BR/10% loans to fixed rate B8
loans,

This would minimize government interest and special allowance
mayments, while naintaining the concept of the borrower paying a
larqer portion of interest than und®r a flat B% program. It would
also ninimize adninastrative prror by lenders sance we, and most
others, already have varisble rate programs woe administer, (we
4o not have any windfall profit prosgrams. }

¥ Nouth Rierr Street ) Autiaed, B G050 BY2.00252 e R /
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Isgun: Risk Sharing

Comments: Risk sharing already exists for lenders
in the due diligence procedures currently required
tor the collection of student loans, Additional

risk sharing would:

. Timuit student 4ccess as lenders will minimize
their high risk/low balance lman portfollo
proportionately.

. Resuit in diminished support to students

attending moderate to high idefault schools,
directly proportional to the strinaency of
the risk sharing requirements.
to e roquired to meet performance standards set
itution, High cost Morrowers will be the first to

be excluded  from our portfolio 1f new risk sharing costs sn

ssue;  Special Allowance Payments (SAP)

Comments: SAP should remain unchancved.

. Any reduCtion in SAP will decrease further
the number of participati.q lenders thus
adversely aftecting access to student loans

. i wvhange in computing SAP, i€ applicd the
first guarter of a calender yearx, to a 365
day basis could save the Federal Coverament
money {on a one time Imsis).

Issue:  Simplification of Financial Atd

Comments: The financial aid process  and

administration continues to be very complex for

students, parents, schools and lenders., 1

recommend simplification in the followina arcans:

. Bse only one need  analysis coleulation tof
all Title IV programs.

. Make Stafford loans awvailable to  middle
incone students.

. Redure the number of deferments tor all 0L

programs tos

1) in school; for fnll time students and
degrer  secking  students  attendipag  at
least half time but less than tull time
ang making satisfacrtory progress
unemployment

total temporary disability

militarys ancludaina acceptance of other
document ation (e.a., orders) an cert-
1fication

o e M3
-
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. Expand acceptable reasons Llocumentation,
notificatlion and cerification) for granting
deferments,  {e.4., Student Status Confir-
ration Reports, school letter, loan appli-
cation, etc,)

. Allow backdating of in-schonl deferments to
the start of a schocl term hut not 1ore than
189 days.

Flexibility in Collection Lfforts
dommentse 1 am very concerned about the present
due diligence reguirements, Their prescriptive
nature makes N0 use of the experienc~ and
expertise of our staff in luan collections.

There 15 no incentive to concentrate on
collections; only a disincentive to stray from

Lhe prescribed quidelines, 1 sugyest:

- Define new measures thet allow use of our
collections expertise,

. Define new measures that are flextible.

. Allow cures for actions missed fnadvertently.

6. Issue: Timely Reyulations
Comments: 1 recammend the following:
- “equire regulations to be created through a
negotiated rulemaking process.
. Require requlations to be tssued in a timely
manner that allows for proper system chanaes
fincluding testing) and staff training.

I am sure you umderstand my concern surrounding rumors of a
direct loan program to replace the current stafford program.
bhile I have seen no proposal to comment on specifically, 1
feel the ocomments and suggestions I have made address many
of the same issues a direct ioan proyram would intend to
address, such as reduced costs and program simplificattion.
Should & specific proposal be put  forth, I trust you will
solicit input and suggestions from the lending community. 1
conmit to providing snput on uch a proposal,

Thank you for your consideration and for your commitment to
suth an important piece of legislation.

Yice President

1T South River Streed * Aurora, 1 60507 7 892.0202 -
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June 25. 1991

The Honorable william b. Ford
United States House of Representatives
washington, D.C. 20515-2215

congressman Ford:

1 would like to request the ¢ollowing conments, concerning
reauthorization of the Higher Education Act of 1965, be accepted
and entered as part of the record associated with the June 19, 1991
hearing on the stafford Student Leoan Frogram held by the House
subcopmittee on Postsecondary Education.

The comments that f{ollow address what I would currently consider to
be the maijor Guaranteed Student Loan {GSL) issues of concern to my
institution, As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1- issue: 8%/10% stafford interest rate and associated wind-

tall profit provision

Comments: The 8t/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

difficult for borrowers to understand. 1 suggest:

. Eliminate the 8%/10% Stafford and windfall protits
provision.
Replace it with 2 new variable rate Stafford with
an 8% fioor and 12% cap, based on the same Treasury
Bill rate used currently for SLS and PLUS loans.

. convert all existing B3/10% loans to fixed rate 8%
loans.

This would minimize government interest and special allowance
payments, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program, It
would alsp minimize administrative error by lenders since we,
and most others, already have variable rate prograns we
administer. {(wWe do not have any windfall profit programs.)

2. lgsue: Risk Sharing
comnents: Risk sharing already exists for lenders in the
due diligence procedures currently required for the
collection of Student leoans. Additional risk sharing

would:

. Limit student access as lenders will minimize their
high risk/low balance loan portfolio
proportionately.

R N R A S A T Y [ AR ]
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’ Result in diminished support to students attending
moderate to high defasult schools, directly
proportional to the stringency of the risX sharing
requiresents.

I continue to be required to meat performance standards set by
my institution. High cost borrowars will be the first to be
excluded from our portfolio if new risk sharing costs so
require.

3. lssue: Special Allowance Payments (SAP)

Comments: SAP should remain unchanged.

. Any raduction in SAP will decrease further the
number of participating lenders thus adversely
affecting access to student loans

. A change in computing SAP, if applied the first
quarter of a calendar year, to a 365 day basis
could save the Federal Government money (on a ons
time basis).

4. Isgue: Simplification of Financial Aid
comments: The fipancial aid process and administration
continues teo be wvery complex for students, parents,
schools and lenders. I recommend simplification in the
following areas:
- Use only one need analysis calculation for all

Title IV programs.

- Make Stafford loans available to middle income
students,

. Reduce the number of deferments for all GsL
programs to:

1) in-school; for full time students and degree
seaking students attending at least half tixe
but less than full time and making
satisfactory progress

2) unemployment

3) total temporary disability

4) wilitary; including acceptance of othsr
documentation (e.g., orders) as certification

Expand acceptable reasons {documentation,

notification and certification) for granting

deferments. (e.g., Student Status cConfirmation

Reports, school letter, loan application, etec.)

. Allow backdating of in-school defaerments to the
start of a school term but not more than 180 days.

L Igsue: Flexibility in Collection Efforts
coxments; I am very concerned about the present due
diligence raquirements. Their prescriptive nature makes
ne use of the sxperience and expertise of our staff in
loan collections. There is no incentive to concentrate
on cecllections: only a disincentive to stray from the
prescribed guidelines. I suggest:
’ Define new measurss that allow use of our
collections expertise.

249
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. pefir.a new measures that are flexible.
. Allor cures for actions missed inadvertently.

6. 1ssue: Timely Regulations
Commantg: I recormend the following:
- Raquire ragulations to be created through a
negotiated rulemaking process.
. Require regulations to be issued in a timely manner
that allows for proper system changes {including
testing) and staff training.

I am Sure you understand my concern surrounding rumors of a direct
loan program to replace the current Stafford program. while I bave
seen no proposel to Ccomment on specifically, I feal the comments
and suggestions 1 have made address many of the seme issues a
direct loan program wounld intend to address, such as reduced costs
and program simplification. Should a specific proposal be put
forth, I trust you will solicit input and suggestions from the
lending community. 1 commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Singerely;
YReictrone
Sandra L.Marihicne,

Assistant Vice Fresident
Student Luoan Off icer

)
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June 25, 1991

The Honorable William D. Ford
United States House of Representatives
washington, D.C. 20515-2215

Congrassman Ford:

I would like to reguest the following comments, concerning
reauthorization of the Higher Education Art of 1965, be accepted
and enterel .~ part of the record associated with the June 19, 1991}
hearing - tre Stafford Student Loan Program held by the House
Subcopmit - »2 on Postsecondary Education.

The comments that follow address what I would currently consider to
be the major Guaranteed Student Loan {GSL) issues of concern to my
institution. As you consider changes and improvements to the
Programs, please note the concerns and suggestions I have listed.

1. Issug: 8%/10% Stafford interest rate and associated wind-

fall profit provision

Comments: The B8%/10% rate and, especially, the windfall

profits provision, are both difficult to administer and

dif!icult for borrowers to understand. I suggest:
Elininate the 8%/10% Stafford and windfall profits
provision.

. Replace it with & new variable rate Stafford with
an 8% floor and 12% cap, based on the same Traasury
B8ill rate used currantly for SLS and PLUS loans.

. Convert all existing 8%3/10% loans to fixed rate 8%
loans.

This would minimize govarnment interest and special allowance
paynents, while maintaining the concept of the borrower paying
a larger portion of interest than under a flat 8% program. It
would also minimize administrative error by lenders since wse,
and most others, 8already have wvariadble rate programs we
administer. (We do not have any windfall profit progranms.)

2. 1ssuye: Risk Sharing

compents: Risk sharing already exists for lenders in the

dus diligeance procedures currently required for the

collection of student loans. Additional risk sharing

would:

. Limit student access aAS lenders will minimize their
high risk/low balance loan portfolioe
proportionately.

12250 S. Ciowro Avenue, Alsip, iL B0658-2946, (708) 385-8800
2100 W. Roosevedt Road, Srosdvew, fL 60153-3888. (708} 4501207
150 S. Fith Averim, £ 0. Box 459, Maywood. it 8U153-1388, (T08} 4504100
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. Result in diminished support to students attending
moderate to high default schools, directly
proportional to the stringency of the risk sharing
requirsments.

I continue to be required to meet performance standards set by
my institution. High cost borrowers will be the first to be
excluded from our portfolio if new risk sharing costs so

require.
3. Issue: Special Allowance Payments (SAP)
Commentsi SAP should remain unchanged.
. Any reduction in SAP will decrease further the

number of participating lenders thus adversely
affecting access to student loans

- A change in computing SAP, if applied the first
gquarter of a calendar year, to a 3§55 day basis
could save the Federal Governmant money (on a one
time basis).

4. Issue: Simplification of Financial Aid
Comments: The financial aid process and administration
continues to be very complex for students, parents,
schools and lenders. I recommend simplification in the
following areas:

- Use only one need analysis calculation for all
Title IV programs.

- Make Stafford loans available to middle income
students.

. Reduce the number of deferments for all GSL

prograns to:

1) in-school: for full time students and degree
seeking students attending at least half time
but less than full time and making
satisfactory progress

2) unamployment

3) total temporary disability

4) military: including acceptance of other
documentation (e.9., orders) as certification

. Expand acceptable reasons {documentation,
notification and certification) for granting
deferments. {(e.g., Student Status Confirmation

Reports, school letter, loan application, etc.)

. Allow backdating of in-school deferments to the
start of a school term but not more than 180 days.

5. Issye: Flexibility in Collection Efforts
Comments: I am very concerned about the present due
diligence requirements. Their pPrescriptive nature makes
no use of the experience and expertise of our staff in
loan collections. There is no incentive to concentrate
on collections: only a disincentive to stray from the
prescribed guidelipes. I suggest:
. Define new measures that allow use of our
collections expertise.

g
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. pefine new moasurgs that are flexible.
» Allow cures for actions missed inadvertently.

6. Issue; Timely Regulations
comments: I recommend the following:
. Requirs regulations to be created through a
negotiated rulemaking process.
. Require ragulations to be issued in a timely manner
that allows for proper 8ystem changes {including
testing) and staff training.

1 am sure you understand sy concern surrounding rumors of a direct
10an program to replace the current Stafford progran. While I hava
seen no proposal to comment on specifically, I fsel the comments
and suggestions I have made address many of the same issues a
direct loan program would intend to address, such as reduced costs
and progras simplification. Should a specific propesal be put
forth, I trust you will solicit input and suggestions from the
lending community. I commit to providing input on such a proposal.

Thank you for your consideration and for your commitment to such an
important piece of legislation.

Sincersly, .
S
5 g A
~ ey s, /(:;4_//['"'
Roegt P. Franch
President
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June 18, 1991
The Honorable William D. Ford
Chairman, Subcummittee on Postsecondary Bducation
2451 Rayburn Building
washington, D.C. 20515

Dear Bills

I request that the Subcommittee print the enclosed materials
in its hearing record for its hearings on the Higher Education Act
Reauthorization.

I regret 1 was not able to appear at the June 19 hearing.

If you have any questions about my legislation or about

testimony, Please have your stff contact Chuck Ludlam at x4-3095.
Thank you very much for your assistance.

pB/cl
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TESTI!ONY or SBRASOR DALE BUHPBRS
BEFORE THE
SUBCOMMITTEE ON POSTSBCQNDARY EDUCATION
JUNE 19, 1991

Mr. Chairman and Members of the Subcommittee, I am

delighted to appear here today to outline my proposal to
partially cancel the Federal student loans of young persons who
perform full-time service in their community upon graduation.

I will keep my statement mercifully short. I will make
four points about my proposal:

1. Mafor Sacrifice: In order to qualify for partial
cancellation of his or her loans, my proposal requires the young
person to make a major sacrifice.

2. Simple Equity: My proposal extends the Peace Corps and
VISTA model of full-time service into the private sector. Wwe
should provide the same incentives for comparable full-time
service in the public and private sectors.

3. Engcourages Service: My proposal encourages young persons
to devote a year oxr more to full-time community service. It is
not desigyned to change the career plans of young persons
graduating from college.

- Cost-Effective: My proposal is an extremely cost-

effective way to encourage full-time community service.

Majox Secrifice

Eirst, there is no losn cancellation proposal pending
before the Subcommittee that requires more sacrifice on the part

of the young person..
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in order to gqualify for loan cancellsation under my proposal
the young person -~

-- must serve full time;

~~ pust serve with a non-profit community service
organization;

-~ must serve for at least one year; and

-- must not be paid more than the Federal minimum wage.

This is not a Yuppie program.

1f the young person does perform this service, his or her
Federal loans -- both Stafford and Perkins loans -~ are cancelled
according to the following schedule:

~~ First year of Service -~ 108 cancelled;

-~ Second year of Service -- 153§ cancelled;

-- Third year of Service -- 20% cancelled; and

-~ Fourth year of Service -- 25% cancelled.
So, for four years of service, the ycung person would qualify for
70% cancellation of his or her loans.

Let me emphasize, my proposal is income-contingent.

The young person is not permitted to earn a markst salary.

The minimum wage for one year -~ 40 hours a week, 52 weeks
a year -- is only $8,800. This is the maximum salary the young
person can earn.

I am convinced that many young persons would be willing to
perform full-time service if my proposal is adopted.

Young persons who make this commitment and perform this
service deserve a break on their student loans.

Cancelling their loans is justified given the hardship the

young persons have endured in serving their community.

g
<



Simple Equity

Second, my proposal extends the Peace Corps and VISTA model
of service into the private saector.

We should provide the same incentives for comparable full-
time service in the public and private sectors.

Poace Corps and VISTA volunteers have received deferments
on the repayment of their loans gince the 1960’'s.

In 1980 Mr. Chairman you were responsible for extending
this same deferment to young persons who performoed service in the
private sector that is comparablg to the service of Peace Corps
and VISTA volunteers.

Comparable service in this case is full-time, low-paid
service in the private sector with a with a non-profit community
service organization, like the Red Cross or the Jesuit Volunteer
Corps.

You recognized then that it doesn’t make any difference to
the Congress if the young person performs full-time, low=-paid
service with the Peace Corps or VISTA 9r with a comparable
private sector community service organisation.

This is a matter of simple eguity.

In 1986 the Congress enacted & law providing for partial
cancellation of the Perkips loans of Peace Corps and VISTA
volunteers, but it did not provide this same benefit for those
who perform ¢ompacable service inm the private sector.

in 1987 I first introduced my proposal to partially cancel
the Perkins loans of young persons who perform comparable

service.

qW]
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The purpose of my proposal is to equalige the treatment of
Peace Corps and VISTA volunteers and of volunteers performing
comparable service with 8 private sectox community service
organization.

When I reintroduced my proposal in 1989 and 1931 1 provided
for partial cancellation of Stafford loans as wall as Pexkins
loans.

The partial cancellation of Perkins and Stafford loans
would be available for both Ppace Corps and VISTA volunteers and
those who perform comparable gexvice.

1 am proposing to cover Stafford loans because they are
extendad to many more young persons than are Perkins loans, so we
have a more powerful incentive for community service if we cover
both Stafford and Perkins loans.

Last year as part of the National Service legislation my
proposals for partial cancellation of Perkins loans was adopted
in both the House and Senate., My proposal for partial
cancellation of Stafford loans was only adopted in the Senate.

As you know, all of the provisions of the National Service
bill amending the Higher Education Act were taken out of the bill
in the conference so they could be considered in this

reauthorization bill,

Rocoyrages Community Sexvice

Third, the purpose of the loan cancellation I am proposing

is simply to encourage young persons to devote a Year or more of

their lives to full-time service in their community.

1
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I am not attempting to change their career plans.

Once these young persons have performed this service, their
career plans might change, but that is not the purpose of the
proposal.

Student loan debt is a major barrier to full-time community
service.

Partial cancellation of a student’s loans will tell
students not to worry about their loan debt when they consider

full-time service.

Lt~ e

Finally, my proposals are extremely cost-sffective.

The Congressional Budget Office has found that my proposal
for partial cancellation of Perkins lcans would cost less than
$500,000 per yvear.

C.8.0. has found that my proposal for partial cancellation
of Stafford loans would cost $2~4 million per year when it's
fully implemented.

C.B.0. estimates that approximately 2,000 full-time
volunteers would gqualify for the partial loan cancellation
program I am proposing.

The Peace Corps budget for Fiscal 1991 was about $185
milliorn and this funded about 5,000 volunteers.

The students who would tend to have the largest loan
balances are those with graduate degrees, like doctors and

lawyers. My partial loan cancellation is an incredibly cheap way

L giv)
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to encourage these professionals to perform full-time service in

the community.

So, 18t me conclude by saying that my proposal

-~ requires a major sacrifice;

-- it extends the Peace Corps and VISTA model of service
into the private sector and equalizes the incentives for
comparable full-time service in the public and private sectors;

-- it is not designed to change the career plans of those
who Berve;

-- and it’'s incredibly cost-sffective.

I would be happy to answer your gquestions about my
proposal.

TR
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Apeil 3, 1991

— The Honornable Dale Bumpens
229 Senate Dirksen Office Building
Washington, DC 20810-0401

Dear Senator Bumpers;

Mwummmmmmwommms.m.wmmwm
on March 4. Wewmﬂymﬁmmmwmmm&meMp
young people pay for postsecondary education has resuliad in indebiadness levels that
discounage many of these poople from selecting lower paying jobs, or working for some
ron-profit community service programs upon completing their degrees.  Your idea of
mmmrmmwmwmmmmn,wm.wmm
conmideration.

As | understand yous tall, 8 former student loan borvower who becomes 8 full-time
employer of 2 non-profil 1as exempt community service organization would be entitled 1o
10% rancellation of their Perking and/or Staffors Joan for the fimt year of such service,
mmmmwmwumueam:s%.m,mzs%mmm:umm
employment in their second, third, and founth year of employment for a potensial maximum
loan cancelistion of 70%. Further, in order 1o be eligible to qualify for such cancelation,
utcmpioyucouldmlm:ivemmwmmhmummhﬂmmwmmc.
cumently MZSperhow.ormmnumamuaedlm%ormemﬁmfou family
of two as defined in Section 673(2) of the Community Services Block Grant Ac.
lid.

wmemrmmmmpowdmmmmwmmmmo ating loan
delerment and cancellation provisions under both the Stafford and Peskins student loan
programs. we ronces that if cancelistion is 1o be svailable, that the kind of service you
have idennfied §s av deserving as some others which are suthorized. 1 should also noie thst
uniike other service cancelimtion pprions, your proposal would restrict the amount of
compensanon thal 5 person could eam and sill qualify for cancellation. ‘This income
festncuon, tn My opinion, is overdy regtrictive, and will greatly Hmit the number of people
who will qualify for the cancellation.

Wihie I realize that most non-profit community service entities have lower mes of
mmpcmaﬂmﬂmdoudmpmﬁlmkhgﬂmlﬂﬂﬁnkmpmmdmmﬁm
!evcbmonﬂymkﬁve.mdwmwydbcmns:mpwﬂeﬁmpmmgw
linds of work that you are encouraging. Most non-profits pay & Jeast Federal minimum
wage raes for beginning employees, mnd annual increases sbove thay for satisfactory service.
Under your proposal, however, such a person might not be eligible for annual increases
above the minimum wage mae increase, unless they were willing to give up their loan
canceliation benefits in subsequent vears. The prodlem is even further compounded if &
mn—pmmqemymmwomcon:aem:numdmofmwahighkmof
student loan indedtegness, and the other only 2 small amount. Assume both were paid the
cumen; federal mimmum wage raie of $4.23 per hour for their first year of service, and
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National Headquariers
Washington, DC 20000

Elizabeth Dole
+ American Red Cross Presdent

April 19, 1991

e
Dear § r/Bumpers:

Thank you for your letter addressed to my predecessor, Mr. Richard F. Schubert. Mr.
Svhubert has left the presidency of the American Red Cross and is currently serving as
President and CEOQ of the newly established Thousand Points of Light Foundation.

1 am wking the liberty of answering in his place, since your letter asks the American Red
Cross 10 comment on the National and Community Service Incentive Act of 1991 (§.527).
This bill would provide incentives in the form of partial cancellation of Perkins and Stattord
college loans for recent college graduntes to work for at least a year in low-paid community
service jobs, 1 am very pleased that you have asked the Red Cross to comment on your pro-
posal. Any initiative that promotes the fuller panticipation of young people in community
service is of interest 1o us.

We share your concern that many young coliege gradustes are preventad from aceepting low-
sdlaried community service jobs, including r2aching jobs in primary and secondary schouls,
because of the need to repay their college Joans. We also share your objective of making
cOMmuRily service more attractive and more affordable for young people starting out on theur
first job. As was brought out in the debate on the National and Community Service Act of
1990, early exposure 10 such work helps form important “habits of the heart*,  Finally, we
agree fully that existing non-profit community service agencies are in the best position to
organize service opportunities for imerested young adults.

Theretore, the American Red Cross supports 5,527 as 3 useful tool for encouraging young
peopie (o enter careers in community service. However, it is important to place the concepr ot
vommunity service in a broader contest. In addition to sncouraging community service
employment for recent college graduates, we need also 10 encourage community service
through volunteerism for people of all ages, education levels, and financial resources.

Revently, the American Red Cross completed 3 major study of volunteerism known as
Volunteer 2000. One of the recommendations of the study was to encourage full-time vul-
unteer commitments through the use of subsistence level stipends, much tike VISTA, the Peace
Corps, and various state and municipal consgrvation corps.  Unfortunately, private non-profis
organizations gre virtually prevented from operating such programs because present federal

law treats such stipends {except in governmenl-run programs} as wages subject to income tux,
sovial security, and minimum wage requirements. The same logic that excludes from tasation
the stipends of VISTA, the Peace Corps, and the civilian conservation corps volunteers, should
be applied 10 similar programs developed by non-profit organizations,
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Let me give you an-txample of how the American Red Cross would use stipended volunteers
if legisiation were enacted to makoe it feasible. Wo currently provide a varisty of support
services to members of the armed forces and their families on military bases in the United
States, Europe, Jspsn, Korea, Okinawa and, more recently, the Persian Gulf. There are, how-
ever, many small military installstions which we cannot afford to staff. By recruiting and
tralning volunteers, paying their expentes and s subsistence Jevel stipend, we would be able 10
staff such installations. We have in the past staffad the naval Insallation on Diego Garcia in
the Indian Ocean with two stipeaded volunteers, a retired couple. 1f legislation were enacted
to relieve subsistence leve! stipends for non-profit volunteers from tax, social security, and
minimum wage considerstions, we could expand our sffort and extend it to young adults,
Other non-profit organizations would be able to develop programs that fit cheir mission and
special concerns.

As indicated above. the American Red Cross supports 8,527, However, we would prefer
tegislation broad enough to encourage volunteer community service efforts. 1 have asked
Maria Smith, 3 volunteer with considerable knowledge of community service legislation. W
contact your office so that we can continue our discussion.

Thank you for your intesest in an issue of grest interest and concern to all of us at the
American Rod Cross .

Sincerely,
Eli e

The Honurable Dale Bumpers
United States Senate
Comminee on Small Business
Washington, D.C. 205106350
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May 6, 1991

Haonorable Dale Bumpess

United States Senate

229 Disksen Senaste Office Building

Washington, DC  20510-0401

Dear Senstor Bumpers:

Thank you for with us 2 of §.527, tbe National and Commu-

nity Service mmul”m!mmywmmmm

work jon prizes commmunity service and would be happy to g0 on
in suppost of your initistive.

At the same time, bowever, we have some more compelling concerns that

$.527 docs not address. There are human services cur-

rently in the grip of crisis because of » drastic shortage of gualified staff,

Child welfare is one such ficld, where the siaff has led to case~

Salaries for family service workers in the Arkansss Department of Human
Services, for example, start af only $13,832. Our confirms

our contention, Senator, that many young people feel they must forego
4 service careers because of 10 repay student loans.

We believe that deferment and cancellation of student loans should be
judicially used to help move motivated students into specific areas of dire
need, like child welfare.

§.527 clearly deserves NASW's support. We hope we can likewise count
©p Your suppart for the use of Joan forgiveness 10 enhance staffing in child
welfare and other crisical fields.
Sincerely,
L
G. Battle, ACSW
Executive Director

MGB:bks
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April 8, 1950

Mr. Dale Bumpers, Chatr
United States Senate
Committee on Small Business
Washington, D.C. 20510-6350

Dear Mr. Bumpers:

This 4s in response to your request for writtep Cosments regarding
legislation S, 527 which you introduced last month. Please note that
my compents are based primarily upon my role as a citizen concerned
with issues surrounding education and community service. NCLJ
colleagues in our 70 chapters across the country may not necessarily
share the views expressed here.

The spirit of S, 527 is commendable -~ a provision which would
encoursge co)liege graduates to work in the community service drena by
partially cancelling student loans. There are several {ssues which
immediately come to mind in trying to understand the effects of the
Jegislation:

1. Does the total debt accumulate interest while the person is
engaged in community service or is the rate of cancellation
based on actual dollars owed on the student loan?

1t the rate of interest on the loan counters 2 significant propor-
tion of the rate of cancellation, enthusiasm to do community
service would diminish accordingly. I1f so, the Tegisiation would
be of little or no value to cOllege graduates who Are caught in
the dilemma that you are concerned about.

2. How well do we balance the "prestige of service" between Peace
Corps/¥1STA and community service in the private, non-profit
sector?

Serving in the Peace Corps and VISTA carries a prestige which is
associated with honorable and philantropic (self) giving, S. 527
seems to undermine the historical prestige of volunteerism by
focusing on community service as 8 way for graduates to defer and
reduce payment of Joans.

peace Corps and YISTA volunteers go through orientation ard
training before "immersing" themselves in countries and/or commu-
nities which would benefit from their services, In most cases,
volunteers go to their hpst communities knowing that they have
something to give and something to learn. S, 527 does not pro.ide
for sny preparation of agraduates for community service. It
assumes that participants are ready, intellectually and pragmatic-

n‘D(.
&) 4)
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21ly, to ge & part of organizations which serve communities in myriad ways.
The legisiation further assumes that non-profit groups are Prepared to include
college graduates in carrying out their missions. Some organizations may be
ready and willing to be part pf this endeavor as a way to obtain cheap lador
force or personnel. On the other hand, other organfzations may have good
intentions of providing apprenticeship or internship training but may not know
how to go about Taunching activities that would mutuslly benefit the gradustes
and sponsoring groups.

I wonder, therefore, 1f non-profits should go through parsliel orientation and
training (as college graduates should go through) to clarify goals which extend
beyond student Toan obligatfons.

1 would de wﬂhng to assist in assessing snd/or outlining the orientation and
training agendas for the college gradustes and non-profit sector. In the
Yong run, American society should benefit from the entire process.

3. Who will determine which nonDprofit organizations gqualify for participation?

It seems that in plotting fnitistives such as this, specific entities have
tornered the attention of and benefits from the legislation. Many organiza-
tions seem left out deliberately and/or are not given the opportunity to
express their needs or to showcase their service capabilities,

4. what steps are to be taken tp ensure inclusiveness, fnnovative approaches and
effective wmays in promoting community service while alleviating the pressure
of meeting student lpan obligations?

¥olunteerism in our country is alive and well. There is sufficient evidence that
our citizens. young and old, are willing and able to serve at no or little cost.
Fowever, there is a need to cultivate future volunteer professionals and to
invite college graduates to consider careers in community service jobs, This
legislation has the potential of meeting these multilevel concerns.

In its present state, 1 am not adle to recommend to NCCJ President Gillian M,
Sorensen to support Jegislation S, 527, There are several questions (including
those | raised above) which need clarification particularly in defining the role
of organizations such as NCCJ.

Thank you for your interest in my comments. Pilgase keep me informed about the
progress of this important piece of legisiation. If I could be of further
assistance, feel free to call or write me again,

Sincerely,
. 7 / ! s : —) ; é
/{S«;«m"é }n;l‘ Ro{:id-ozg"' ! —Z

National (Coordinator
Youth and fgucation Programs

tc: G. Sorensen, NCCJ President
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THE FORD FOUNDATION

320 ECASY 43" STREET
NEW YORK, NEW YORK 10017

FRANKLIN A THOMAS

mREmREnT 16 April 1991

Dear Senator Bumpers:

Thank you for writing us about your introduction of S. 527. 1share the
view that it is in the nation's interest to make voluntary service a serious option
for college graduates. As you point out, as Jong as so many young graduates
must immediately begin repaying their education debts, they cannot afford to
serve others. As a result, the enormous potential of that kind of experience -
for the individual, community and nation - is lost.

You might know that the Ford Foundation continues to support Youth
Service America, which I think it is fair to say is now among the principal
organizations in the nation working to promote voluntary service. Iam sure
Roger Landrum and the Jeadership of Youth Service America would be eager to
assist you in any way possible.

Sincerely, .. ~

Y yn%.:\./‘

S~

The Honrrable Dale Bumpers
Chairman

Commitiee on Small Business
United States Senate
Washington, D.C. 20510-6350

W)




March 22, 1991

The Honorable Dale Bumpers
Committee on Small Business
Washington, DC 20510-6350

Dear Senator Bumpers:

Thank you for your Jetter of March 18, 1991 which outlines §. 547, the
National and Community Service Incentive Act. This is an important piece
of legislation that will give young people who are graduating from college the
option o serve their communities and nation by working in the independent
sector.

1 will bring your bill to the attention of Youth Service America's Working
Group on Youth Service Policy for further comment.

Thank you for giving young people the opportunity to serve others.

S/'pcemly,
/4 (../,{ \.n/
Frank Slobig

Director
Pohey and Programs

1319 F Sirpet NW Suee 900, Wasiungion OC 20004
A02/TES-EE5S » FAN 202/ T-2603
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THE UNIVERSITY OF MARYLAND
BALTIMORE COUNTY CAMPUS

TEe Py

Ap1il 17, 1991

Hon, Dale Bumpers

Committee on Small Business
United States Senate
washington, D.C. 205 10-6350

Dear Dale,

Thank you for your letter of March 18 asking for written
cemments on 5. 527 which you introduced. 1 am happy to attach
memorandum comments from Jon “Martello, the director of our office
of Professional Practice, + gives him good reasons why the Bill
should be supported, and a :ouple of specific comments. If there
is some way we can help in securing its enactment, please let me
know. I would be glad to testify, or perhaps better, to arrange
for one of my colleagues with more direct experiencc to testify
before the House Sub-Committee on Post-Secondary Education and
describe how ouy programs cou benefit specifically.

b D -
- - éﬁ"v,“\bf“! \; Sincerely,

- | \! -
% Y{qno!’{‘;)'sky

Encl.

g’
~1
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THE UNIVERSITY OF MARYLAND \) ;«-S-};’,&&;‘T"
BALIMORE COUNTY CAMPUS - i’ /o
e of fotmone Procsce

Comperatve foncown Communty Senaca and Leoming
wrehos Sehoon
Sote Cooperatve Favoohon e Chaoe Progrom
MEMORANDLUM
0: Adam Yarmolinsky. Provost
FRON: John S. Nartelle, Darsctor
office of Prolessional Practice
PATE: April 3, 1991
RE: Comments on S$.327, National end Comsunity Service

Incentive Act of 19%)

Thank you for Providing se with an opportunity to comment on
Senator Buapers’ bilil.

Your request is especially timely since 1 have Jjust returned fros
a visit {3719 - 3/22) to Boston whers Nark and I recruited students
for caseworker Positions in The Cheice Program. The pesitions for
whiCh we recruitsd are the type 5.527 addrasses. The students with
whom we spoke {from Boston College, Moly Cross, Providence Collaege,
and Narvard) heva given me & unigue perspective from which tc
express an opinion.

In short, 1 support the bill. The idsa of supporting community
service through partial loan forgivensss is 8 good one. I believs
that this is especially true for public colleges and universities
in which the tradition of service is not well established; and
because public collsges aserve & ssgment of students who ars
unlixaly to have the rescurces to afford a year of low paid
compunity service.

I do have two specific comments, however: 1) The smount of
allpwsble pay should ba incressed (beyond the annualized minimum
wage total or the poverty level for o family of two)! and, 2} ¥e
should think about other positive incentives, such as scholarships,
stipends, etC. wa could provide to students in college in exchange
for service, rather than cresting incentives (vis debdt reduction)
sfter college.

(1, ¥
Sommpre Momylaond 29228 4108
104 455 JE04  BAX (301] 488 4074
X4 485 2203 (W DO

O
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Regarding materials that would be of interest in support of this
bill, I would call your attention to the following:

. A study by Gansnader and Kingston {1984) which documented the

positive correlation betwean undsrgraduate service and post
graduate eRployment in service caresrs; b

A study by Hamilton and Fenzsl (1988) which showed adolascents
developed pro-social attitudes as a result of service;

Janet Hansen’s survey, titled ®Student Loans: Ara They
Overburdening & Generation? (Report to the Joint Economic
Committes Of the U.S. Congress, 12/8s8) which cites studies on
both sides of the debate as to whether college debt is a
disincentive to service careers.

Although 1 would support this bill, I do not believe it is the
ultimate answer. Specifically,

1.

The way to instill an ethic of service among collage students
16 to make service part of the sducational Rainstream (e.gq.,
our afforts to link service to learning).

Positive reintorcenent {the application oOf something
rewarding) is far more effective than negstive reinforcement
{removal of an aversive stimulus) or punishment. Thus,
Creating Pesitive incentives for servica (monsy, credit) will
work batter than removing aversive consequences (loans, debt)
as a lasting strategy for @ncouraging civic respenaibiliry.

Student debt 1s probably One of a number of variables whach
1nfluences college students’ career cheice. Obviously, our
carger decisions are based on many variables, including
expected inCome after college.

JEM: krea
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A April 11, 1991

[T Sanator Dals Bumpers

b united States Sanate
oo Committes on Small Business
. washington, DC 20%10-6350

A Dear Dale:

Thank you for Xour March 18 letter regarding s,
i 527 which provides incentives for young pecple to
Yo " participate in voluntary community service upon

~ < graduation from —ollege. It is very important

o legislation and it was unfortunate that it was dropped
i in confsrence along with provisions that would have
Lt aosended ths higher education act.

- your loan cancellation proposals would provids an
. important incentive for young peoples to become involved
in a wide variety of voluntary community services and
we support that initiative.

E T T
]

We ars grateful for the leadership you have given
to this proposal and we support its snactment.

Sincersly,

s
, O et

"

T . Brian 0'Connell

cc: AMdam yarmolinsky

AT e ol AT T ENCOL RAGE CIVING, YOLUNTEERING AND NOT » FOR & PROFIT INGT ATV
THIR L Mueet MM » Washingion DC 20036 » 1202; 22138100
TR ST TE N DF NATIONAL VOLUNTARY ORCANZATIONS AND THE NATIONAL CO SO ON PHILANTHIUIN
~ ¥ N
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National Urban League, Inc.

The Equs! Opgortunity Buting
300 Fass S2nd Strewt, Npw Rwd NY 20021

Telephone (212) 310-9000

April B, 1991

Ths Honorable Dale Bumpers
United States Senate
washington, BC 20510

Pear Senator Bumpers:

on behalf of ¢the National Urban Lesague, 1

A Bar Laeiny commend you for introducing the “National and
Pomes 8 Tamanoe Community BService Incentive Act of 1991" {B.527).
et T The concept of promoting post-graduate voluntary
LA B twy con-unitx service throngh partial cancellation of
Shoaw | Pecim college loans is a positive ons,
Qean 3 Feeen
Lmorge Mt L Srohee
Brrap Runam Larmon biner Middle and upper income students who can
Aon ¢ 4t £ afford to make a fipancial sscrifice and dell{
) gt # b their labor mark»+ entry for one Of BOre years wil
i i e find this prop 1 helpful in fulfilling their
foch Lo desige to do munity ssrvice while receiving
poog Sl partial loan c8n ilation as a specisl bonus.

LT
iy foridieg fowever, low income students who have had to

moke substantial financial sacrifices just to get
through college cannot afford to delay their entry
into the lsbor market upon graduation. Thess young
adults recognise the necessity of 1-a-di.talg
o beginning to build finencial stability throug

e e fuli-timse employment at above poverty wages, not
el only for loan repayment, but for a solid foundation

Fe Ot ne for their employment and marital futures.

LARRY A)y

immedhate Padt { hd imas
M ANTHONY BURNS

Makwar Jrustees

COY Bty
MIND A GARRIN S
ORID T KEaARNY
THEQDORE W KHELL
LInDSEEY B AINSBALL
HENRY STHEGER

o :2
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Sonorable Dale Bumpers
April 8, 1991
Page 2

For certain African American students, delay
of labor market entry at the critical point of
transition from college to full-time employment can
create an added barrier to simply getting into the
job market, and onze in, moving up career ladders.
Such students hail from a national situation where
the absolute and relative economic status of
African Americans is characterised b high
unemployment, inferior occupational distributions,
lov wages, low incomes and high poverty rates.
Yurther, such disparities have persisted at roughly
the same level for the last two decades.

In the end, 5.527 will be welcomed by those
individuvals who can afford to take advantage of its
provisions. Howvever, for 1low income black and
minority students, the delay of job entry at an
important crossroad in their life, coupled with
*low-paid” community service work does not
represent sound planning for their economic future.
It is our hope that this legislation can be aude
more responsive to these needs so that it can be
accessible to all gradvates. Fror example, the wage
levels would have to be increased to at least 150%
of the poverty line for a family of two.

Thank you for inviting the National Urban
League to review §.527 and offer comment.

Sincerely,
uuwli
John E. Jacob

President and
Chief Executive Officer
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Grergrrow X Ui ersiny
Schoel of Busenrss Adwisrstratoon
Ofir o/ b Dot
Georgetown University RD2, Box 348D
New South, Box 3304 Sunbury, PA 17801

Washington, DC 20057
April 12. 1991

The Honorable Dale L. Bumpers
229 Senate Dirkson Office Building
Washington. DC 20510-0401

Dear Senator Bumpers:

In toduy’s edition of the Georgetown Hoya, our newspaper of record, it wis
teported that you are sponsoring a bill in Congress that would "reduce individual
udents' toans up to 70 percent if they worked for up 10 four years at a low rate of
pus for a enmmunity service organization in the privale sector®, 1 am writing to vaice
my support for such a proposal.

As I am re you know, private college costs have skyrocketed over the past
decade. Even with substantial financial aid, 1 will have at least fifteen thousind
dollars ($15,000) in loans 1o repay at the end of my undergraduate years alone.
Obyivusly, with this amount of debt, taking a low or minimum wage job would hort
my financial stability in the short-run.

T miust asauire sGu that your proposal makes me reconsider the possibility of
working st sumething 1 truly enjuy. 1 already volunteer my time freely in many
titferent campus activities, includisg the Knights of Columbus. the Georgetown
Cotlege Democrats Club, and the Georgetown Admissions Ambassadors Program.,
which serves 1o help inform prospecrive Georgetown students. ¥ afso teach Sunduy
school a1 Holy Trinity Parish and occasionally volunt °r at the S.OME. (S0 Othens
Might Fat) shelter, both in the Northwest. While 1 plan 1o continue such activities
sfter praduation, 1 feel that the experience of a full-time volunteer position would be
inestumable.

1 I hut ome suggestion that the ill be amended 10 include puhlic volunteer
actaties, oo, Tt seems 1o me that limiting the estent of the hill to only private
sectof autngties units the possible benefits of the hill as well

PRI AN

Fomny 00 a2

oD
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1 would have liked 10 have sent 2 copy of this Jetter 1o both the Seaators from
Pennsylvania, however, because of Sen. Heinz unfortunate death, I will only be
sending & duplicate 1o Sen. Arlen Specter. Please keep me informed on the progress
of this legislation. Feel free to contact me if you feel that 1 could be of any help in
goining student support of this proposal.

Sincerely,

0,1 & ks ()

Jobn Gotaskie, Ir.

¢c: The Honormable Arlen Specter
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LAWDFECES

HELLER, ROSENBLATT & SCHEMAN
SHUTE 230
1200 NEW HAMPSRIRE AVESUE B W
WASHINGTIN DL 20038 6807

1R S EMX

. RONA L Sorfaan SACAMLE (NU TR
PEOERE iy AT March 21' 1991 Thats BWOIS ISk LN
e ~toEn CARE NOSEPEDER WASHNGION

The Honnrable Dale Bumpers
United States Senator
Committee on Small Business
washington, D. C. 20510-6350

Dear sSenator Bumpers:

Thank you for your letter of March 18 regarding your bill,
S. 527, on vomnunity service. You have requested my comments and
they are as follows:

1. My colleajues at CDM and I have long felt that too lit-
tle is asked of our young people and that, in the absence of a
systen of universal military service. some form of community
service would be highly desirabdle. we supported Congressman
McCurdy's bill in the past.

2. {1 think the basic idea of rewarding students for their
comnanity service in the manner proposed is sound, 1 have not
computed the combined value of the minimum wage base and partial
loan fnrgiveness as against other opportunities which might be
available to college graduates, but agree with the bili's clear
asSumption that the young people to whom this appeal is directed
ar? not l1ikaly to be motivated primarily by a desire for gain, so
long as they are enabled to meet their ubligations.

3. { wonder whe her you have, however, considered the
prssible impact of this program upon potential community service
volunteers from older age groups. To the extent that that is
important, the bill clearly discriminates in favor of younger
people with student loan obligations. Older potential volunteers
are likely to have greater resources, but also far greater family
and other obligations,

wWith best wishes; . }

Sicegdy',-; C
0 7)-5

‘RosenBlatt

_‘____fc’;i.._
) SN
Péter R.

PRR."vw
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COALITION FOR NATIONAL SERVICE

5140 SHERIER PLACEN W
WASHINGION, DT N
N2 8

March 20, 199}

Lon. Dale Bumpers, Chairman
Committes on Small Business
United Stetes Senete
Washingten, DC 20510~6350

Desr Senator Bumpoers:

Many thanks faor your letter anc anclosure of
rarch 18. We heve been corresponding sbout your
proposal for a Netional and Community Service
Incentive for several years end I am optimistic akowot
1£91 being the year it finally passes.

Your proposal is a nitural complement to tle
Lational sand Comrunity Service Act of 1990 and
feserves to be enacted.

Ey coincidence, I just had & visit from a
speechvriter for Peace Corps DPirector Paul Coverdell,
w20 will be sperking to student volunteers =t Emory
University this weckend. I gave him a copy of your
bill and recommended he sby somethino zbout it as it
vi1l be gerrane to his auciencc.

Sin cly,

n&ld J. Eber

I N I L IR L L A N N LTI R A SRR T 2T S O
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154 Faat 320d Mreet. New York, New York 10022
12121223 - 030

’l-‘kl'

Charle= A. Dana
Foundation
hicorporated

t N Nt

April 18, 1991

Senator Dale Bumpers
United States Senate
washington, D.C. 20510-6350

Dear Senator Bumpers:

Thank yo for your March 18 letter requesting support for
your proposew legislation, S. 527. I have reviewed your
proposal and believe that it contains many worthy elements.

1 have long been a proponent of national service, and I
believe that your proposal that full-time, low-paid community
service be recompensed by partial cancellation of student loan
debts {to the same extent as is now available in the Peace
ctorps and VISTA programs) appears to provide a useful
incentive for such service.

I applaud your efforts to address this national concern

and wish you good luck in your attempts to encourage recent
cellege graduates to perform veoluntary community service.

Sincerely yours,

NV
S A
Dokere ¥, ¥reidler
President

RNK:am

cc: Congressman William D. Ford
Senator Claiborne Pell
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INTERNATIONAL LIAISON OF
LAY VOLUNTEERS IN MISSION

US, CATHOLIC NETWORK OF LAY MISSION PROGRAMS

MOST REV. JOSEPH A. FRANCIS, SY.D. D.D.
SPISCOPAL ADVISOR

JOHN R. GEIGER
POARD CHAIRPERSON

PN Y
N e SR. ELLEN CAVANAUGH
April 14, 1991 EXECLTIVE IMRECTOR

Senator Dale Bumpers
UNITED STATES SENATE
Comnittes on Smpall Business
Washington D.C. 20510-8350

Dear Senator Bumper:

First of all, I apologize for my latenass in responding to your letter
of March 18, 1991, concerning your newest legislation addrassing loan

deferment and partial cancsllatio.. ¥We ars deeply interested in this

pill, §.:127, for we ses herein the actual means for allowing our young
prople to consider a time of service.

Twica a ponth we issue a listing of names of Persons interested in
sarvice. We attain these names through visits to college campuses,
addressing youth groupPs and, in general, sharing our message with all
whom we meet.

Sanator, if Your bill becomes the law ve can promise our figures,
already on the increase, will st least double. Our young people
want to give service but i{n most instances, because of loans, this
service is not possible. PEACE CORPS and VISTA have seen & rise in
their serving population. Our private organizations can experience
the sampo growth.

We see in your legislation a means of motivating a naxt generation.
For the good of our nation wa must put your challenge before our
youth,

W8 have asked to tastify in defense of the legislation and we will
continua to use svery oppertunity to support the legielation.

4121 HAREWOOD ROAD N.E, WASHINGTON, D.C. 20017  (202) 5291100 [-00-S43S048  FAX (202) S26-100¢
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Ssnator Bumpars Page 3.

our pecple have besn supported conaldsrably by Chuck Ludlam who has
been responsiva to svery inguiry. chuck, through advice, has sant
many a person to a succsssful ngiving time of service®.

It is our praysr that with the successful passage of 5.527 = nation
vill exparience a continued escalation of giving Americans. OoOur
rewaxrd will ba graat ss our future Bolds Americans who know their
birthrights are complets whan one rsachss out ip sarvice to another.
Thank you for all your affortsi

Sincerely yours,

Sister Ellen CAvanaugh, Executiva Director

252
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FACT SHEET

PURPOSE

intemnational Liaison of Lay Volunteers In Mission (LLVIM) ie & non-proft network of
isy mission programs supported by the LS. Catholic bishops. Our specific purposs is
o coordinate and faciltate the sfforte of over 150 lay voluntesr programe based in the
United States with placement in the U.S. and other countriss. This is accompiished by
communicating to the lalty the urgency of their role in the Mission of the Church. KLVIM
also assists dicossas and religious communities in satislying their need for lay sxpertise
and deciicated collaboration in mission arsas all over the worid.

HISTORY

In 1963, the membership association was founded in the Archdiocess of Newark by
Father George Mader when the nesd was identified for 8 network of volumeer
programs. The success of the program I reflected In the number of inquiring
individusis. Recsnt intersst In voluntewing has resuited in the placemant of
approximately 4,450 voiunteers in 1850, as comparad with 1,050 in 1885-88, in member
organizations,

OFFICE

The National Office, located in Washington, DC has five stal¥ members. The Executive
Diractor is the only salaried amployee, She brings many years of axpertise to the office
- administration, mission, and networking within the Church.  The ramaining stafl are full
time lay volunteers from various backgrounds wiling 10 do service for the Church.

The Board of Directors consists of fiteen-member, lay volunteer program directors
who ars slected o two consecutive two-ysar terms.

The Consultative Committes, who assists the Board of Directors, are four
professionals with backgrounds In finance, govemment, and business,

The Episcopal Advisor is Most Reverend Jossph A Francis, Auxiiiry Bishop of
Nowark, New jersoy.

SERVICES

Services of the ILLVIM office are currently supported through ILLVIM member duss,
grants and donations. These sarvices/activities have increased fivefolkd since 1986,
Foremost services consist of:

THE RESPONSE - catalog fisting mission opportunities available

HOW CAN | HELP? - Bl-wesidy isting of potential voluntssrs

Conferences, workshops, other informative tools for volunteer programs

Networking and recruitment of voluntsers with 1-800 telephone number

INTERNATTONAL LIAJSON OF LAY YOLUNTEERS N MISSION
4121 HAREWOOD RD., NE WASHINGTON, DC 20017 20285291100 1-800.543-5065
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v, EVANGELICAL LUTHERAN
$z§ CHURCH N AVEERCA

4“'&“‘(} - - ey . BTN s PO B

.« 4

March 26, 1881

United Siates Senate
Washington, DC 20810

Dear Mr. Bumpers:

Your letter of March 18, directed to Mis. Susan Brook, Evangelical
Lutheran Church in Americs, 8765 West Higgins Road, Chicago, Iilinois
80631, has been forwarded to me. 1 have replaced Mis. Brook as the
Director for Lutheran World Mission Volunteers.

Ploase substitute my name, Dr. Jack F. Reents, for Misy Susan Brook on

your mailing iist. Thal\kywverymchforyourmpentbnlnthh
matter.

1 read with interest your proposed Bill for making it easier for people
who go into volunteer service to postpone the repayment of their studant
t>ans. With my past experience with volunteers, this is & key issue for
them in baing able to take & volunteer or stipended position.

Sincerely ym;s)

g LNt
Dr. Jack F. Reents
Director

Lutheran World M ssion Volunteers
JFR/kr

0o
-
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means repaying a debt

National service recently got an endorse-
ment from some important people,

Gen. Norman Schwarzkopf, our leader in
the Persian Gulf, told
Barbara Walters on na-
tional TV that he sup-

rted the idea, Then
t week, William F.
Buckley, the conserva-
tive writer and televi-
810N commentator,
. praised it }glowmgly in

Sesrcy at Harding Uni-

versity's final lecture in

Robgrt the 1990-91 American
MeCord Studies series.
.}

These men represent
groups that usually find fauls with compul-
sory Nétional service,

The military's objection is that today's
weapon; are 1oo complicated to be oper-
ated by people dragged in off the streets.
Besides. the one year of service that is
usually talked about is too short a time 1o
teach someone how to be a soldier Conaer-
vatives usually reject national service as a
restriction of freedom {conscription) and
an enlargement of government.

But Schwarzkopf is so popular at the
moment and Buclie® such a recognized
conservative intellsctaal that their en-
dorsements could have an effect. But prob-
ably pot much until there is & Democrat in
the White House.

It's true thet the first national service
pilot programs were passed last October
with the help of Republican President
George Bush. He talks a good game ot
voluntarism and has set up a Office of
National Service in the White House and
caused his friends 1o start the Points of
Light Foundation in Washington to en-
courage Americans 1o become volunteers
and help in all kinds of worthy causes.

But the national service of Bush and
most Republicans is highly gentrified.
They think of it being per[ormed only by
those who rould work at a nursing home
for free instead of getting & sumzzer job. or
whose {amilies would sustsin them for &
year between high schoo! and college while
they taught illizerates.

Republicans almost beat the pilot pro-
grams in Congress becsuse the Democrats
insisted that the volunteers at Jeast had to
be given living expenses. Finally they were
passed after Democrats insisted that most
Amenicans could never afford to sign up
without money tc live on,

Eight palot programs wiil be created. and
it would be great if Arkansas were selected
for one of them. Even though President
Bush hss not even named the 21 commis.

Some leaders amon =
conservatives and the
military noso supportit.

sioners who will run these programs, the
governor's office and our Conmssxonal
delegation ought to be getting ready to
applv. Sen. Dale Bumpers, D-Ark., sup-_
ports national service and is upecwd to
try to get Arkensss involved.

What kind of national service would be
best for the country? Well, pretty much
what Buckley expisined to 8 couple of
thousand people in Searcy.

He called it "pnvmg the debt we owe 10 -
our patrimony.” How do we repsy the -
founding fathers for the Bill of Rights, the’
debt we owe our parents and teachers” '+

His answer is that gt age 18 young men -

and women would be required 1o spend a
year doing non-professional work with the
aged, in education. the environment, law
and order, ete. Buckley has 8 goowl sugges-’
tion for getting it started: 40 of the ‘eeding
colleges could require 8ll freshmen in the
class of 1993 to have completed one year of ~
public service.

The Democratic Leadership Counail's”
approach which is the best one. in my
opimon, aiso would include the military as
ap avenue of service and provide a stipend
for all volunteers that could be used fos’
coﬂege, down-payment on 8 home or start:
ing 8 business,

uckley didn’t mention the militaryora -
post-service reward. What he stressed was
the value of the voung helping the old. .
“For the aged it would mean continuing
contacs with young spinted people in their
most effusive vears. It would remind young
people at their most impressionable age of..
the nature of genuine bumamtarian ser-
vice, which is the disinterested personai
act of kindness administered by one indi- -
vidual directly to another individual. | .

"The experience would touch the young .
with the reality of old age. the capscity to

ve plessure to others without the stimo-
F:xs of drugs or sex .
instincts of Amennn youth, ms:mcts that .
go unstimulated at our penl.”

Thus, young people would lesrn how to
acknowledge s *“a debt they cannot repay’
to & nation that must be preserved and
nourished as it has pourished them. Buck-
ley said.

“We need to guard against any possibil-
sty that forgetful generanions will {ml to
serve ﬂ
Semor Editor Rubert McCord's COlumns sppesr’
on Tussday, Thursday and Sunday. X
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NISBCO

Nationat Interreligious Service Bcara for Conscientious Objectors

28 March 1991

Washington, DC  20510-6350
Dear Senator Bumpers:

| was gratified 1o see you introduce S 537. As you know, NISBCO supported the similar
legislation you proposed last year. We will do what we can 10 help secure passage for S 527.

1 have two questions: whnif:permmdvi:hummmofmvicemndapcﬁod
of non-service? For example, s person completes a two-year service program.  After working
elsewhere for 2 yeas, be or she retums for another two-year service program. Would the loan
forgivmmpmsnmbesmlg&nmtheﬁm-yemfwgimme {10%), or would it resume at
the third-year forgiveness rate (20%)?

Semndly.whydoamhbmnmminmmmudymde? If 1 understand comectly,
lbmmded\kyenbyamﬂegeﬁwmmuldmbediﬁbkfwfmgimmdnﬂﬁsm.
We would like to see the hill support students with educational Joans who would like to serve,
regudlmofwhexhnxheygndumdhlmo:mduatehlm

Sincerely,
(_w.’.‘ ﬂi’ehkzh

Arlyn Miller
Legislative Liaison

Sulte 750, 1601 Connecticut Aw., NW, Wamhingion, DC 20009-1005 {202) 6834310
B L MRLAM AR CHARES MARESCA DAVID W TREMER REMAH TUBVER AN MULED

S Ao ILoareing Asxx D /oy o) Rbicclere ABTETG AT Aguw Dn X3 IS (ATNON
CraR S §00 JOSEPH § TUCHINGRY MEDVAN WL R D SERALD SENK EREVY w0 MOTY RAREN LR P
Mt Dapmearaxe N Lty NONRES TN N fou Boastons Lonts
LB XN
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243 Sevond 8, NE, W DC 20006 $ ™S (M0)S87-6018  SAX
FRENDS COMMITTEE ON NATIONAL { EGISLATION —

March 21, 1991

Senator Dale Bumpers
U.S. Senate
vashington D.C. 20510

Dear Senstor Bumpers-

We are very interested in your commurity service bill, S 527 Ve agree

that the repayment of student loans {3 & Rignificant barrisr to comsunity
service -- especially {Ironicelly) IoT low-income students who might want to

glve of thelr time and skills to help isprove thelr commrunities a dit.

The wvage rate that estabifshes eligibilicty for the progrem. however,
seems top low to be o! much help -- eospecially {(again) to the lowsr.income
students who have no family resources to support them during their year of
servicea  Depending on the expense of the area in which rhey work, the sinimus
wage Tate mav not provide adequate support to keep bhody and soul togerher
For example. we provide approximately $1D00 a month for our interns here in
D.C.. thr ones who &re able to get by on rhar live very frugally in group
homes  Others have told us thar they just wouldn't be able to afford to live
in 0 €. on our stipend.

Twe possibilities ovcur

1. 1 recall (from mv own davs in VISTA) that the ACTION agency provides
a housing and feod allowsnce in addition ta a stipend Could agencies provide
the same for their volunteers. leaving the volunteors' cash income below the
guidelines”

2 Perhaps the minimum wage rate could remain as the eligibilicy
standard fov partial cancellstion nf the lean, and a somevhat higher rate
could gualify an individusl for an additional period of deferment

The vancept of the legislation is positive, and we hope to be able tfo
suppart it Cug comncern is that, by serting the eligibilicty standard too low,
the Hill mipht actually benefit volunteers who are a 1itrle better off
financiallv. and be of little assistap e to those who actuslly have to “make
it” on the stipend thev receive during their volunteer year

D11 coll or stop by to speak with Chuck Ludlum. as you suggest. in the
aextl week or so

Sincerely,
.él}i J Lo
Ruth Flower
) N . Nra e i g PR TN BT Y Patoaand b % L% Fhe vhed N s
ey o . LS LAY T F R A R Nan Ly Algsande ey 1 ey,
b 0 ot . e e s . A » Al [ L3ghan [gg-,‘puu L N A
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Bumpers Community Service Incentives
Principal Advantages

Encourages Full-Time, Long—Te'm Community Service
Extends Peace Corps & Vista Model of Service into Private Sector
Reduces Major Barrier to Community Service — Student Loan Debt

Promotes Service that is Entirely Voluntary
Requires Financial Sacrifice to Qualify for Incentive
Based on Financial Need of Volunteer
Very Low Cost to Government
No New Government Bureaucracy required to Administer

¢D

D



i_Bumpers Community Service lncentives}

Qualifying Service
# Service as a Peace Corps or Vista volunteer, or
% Comparable service, meaning —

Full- Time service; For at least a year;
With tax-exempt community service organization;
And paid no more than the federal minimum wage.

i
| s
|
‘ i
3 | g
3 i
| Incentive

# Receive partal Cancellation of Perkins/Stafford loans

10% Cancelled (1st year of service)

16% Cancelled (2nd year of service)
20% Cancelled (3rd year of service)
25% Cancelled (4th year of service)

!
|
o1 | Total: 70% Cancelled with 4 years of service |

241
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Existing COmmunlty Servlce lncentlves |

Type of Deferment on Partial Partial
Service Repayment as Cancel Cancel ;
Serve Perkins Stafford ;
Peace Corps/Vista YES, since YES, siace NO ,
Volvleers 1960 1988 |
Comparable Bervice m, since NO NO ;
with tax—exempt
Community service
orgaalzations




R

Bumpers Commumty Serwce Incentwes I

Type of Deferment on
Service Repayment as
Serve

Partial Partial :

Peace Corps/Vista
Voluteers

Comparadlie Service
with tax—sxempt
Community service
organizations

Cancel Cancel |
Perkins Stafford
YES
YES YES

295
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