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NA'S-F-AA

25TH ANNIVERSARY 1966-1991

October 1991
Dear NASFAA Member:

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

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

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

. 2pinions on this important issue. We have included materials preparcd by both proponents and
‘bpponents of the idea, and have developed a number of other questions for your consideration.

SNASFAA's Board of Directors will discuss dircct lending at their November meecting. We
," encourage you (o share your thoughts with us by November 1.

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

Sincerely,

Dallas Martin
President

)
E TC NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS o
1920 L STREET N.W. SUITE 200 WASHINGTON. D.C. 20036 202-785-0453
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Background

The idea of cstablishing a National Student Loan Bank has been raised several times over
the past 25 years, but seldom has it gone beyond the discussion stage. In early January of
1991, a variation of Lhe idea again was raised when several major newspapers (The New
York Times, January 7; and The Wall Street Journal, January 8) reported that the Bush
Administration was likely to advance a new institutional direct lending program to replace
the existing Guaraniced Student Loan Program »s a pan of its Fiscal Year 1992 (FY-92)
budget. The reports also indicated that direct lending would be less costly (0 the
govemment that the existing program and could save up to a billion dollars per year. A
few days later, it was leamed thal the slory was a premature leak that had come from a
Depantment of Education (ED) internal taskforce that had been studying the idca. While
some in the Administration favored the idea, others, primarily at the Office of Management

and Budget (OMB), did not. Consequently, the proposal was not included as a pant of the
Administration's budget proposal.

Instead the Administration indicated thai the idea was still under consideration, but that

ED's first priosity would be to improve the management and oversight of the exisling
programs. :

The renewal of the idea, however, siruck a responsive chord with others in the education
communily, and discussions on the merits of such a plan began 10 occur. By carly April,
the American Council on Education (ACE) and the other five presidential associations
proposed that a pilot direct lending program be enacted as a part of Reauthorization,
cnabling institutions with a proven management record to be eligible 1o paticipate.

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

The Scoietary's ieuwr also noted that, "*The Department’s focus at this time is on resolving
problems in the current GSL programs.’’ The Sccretary indicated, however, that he wanted
to provide the Commiltee with information that would assist in their review and, therefore,
scnt them the options paper {which is included as pan of this publication] developed by
Depanment staff, a draft review of the staff’s financial projections prepared by Kidder,
Peabody & Co., Inc., and an analytical outline that raises questions that should be addressed
for a full scale developmental effort. The Sccretary's letier also went on to say:

""In addition to the information contained in the enclosures, 1 belicve that the following
issues must be considered for any direct loan option. ‘They are:

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

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

2. Risk to the Federal Govemment ‘The current fstblems in the financial industry
clearly demonstrate the importance of considering risk to the Govemmeat in any new
policy venture. The Federal direct loan option would shift all loan risk o the Federal
Govemment. Knowledgeable individuals roay disagree or the extent to which the
current reinsurance rules and lender guarantec agency duc diligence requirtments
actually share risk, but there is no question that the Federal Govemment's risk is now
less than 100 percent.

3. Management of the program. The use »f contractors for loan servicing and
default collection does not in any way reduce the complexity or enomnity of the Federal
administrative tasks inherent in starting up a direct Joan program while at the same time
winding down the guarantecé program and managing that program for some
considerable period into the future. This Department is not currenily prepared for such
tasks. Our management review of the administration of the loan programs has made
that abundantly clear. My riew management team needs time to put new systems and
procedures in place.

Much of the bill I sent to Congress concentrates directly on combatting problems in the
behavior of institutions in the current loan programs. Obviously, most postsccondary
institutions are sound managers of their current ;oan program responsibilities, but it is
just as obvious that many are not. I do not believe this is the time 10 move to greatly
enhanced reliance on institutions. The refonns we propose should be enacted first and
given time to ake effect.”’

In addition to the concems raised by the Secretary, the accompanying material reviewing
projected savings of the Department’s direct lending program (conducted by Kidder,
Peabody & Co., Inc.) did confirm that the Department should be able to *‘realize 10 percent
to 15 percent valuc savings over the lifc of the loans througit such a program.'

Kidder/Peabody's repont did note, however. that their analysis:

¢ assumed that ED would charge the student borrower a full 8 percent
guarapty/origination fee;

¢ suggested that ED's savings projections are budget figures ratrer than ‘‘pure’’ economic
savings because of the Credit Reform directives and methods of costing which were
used;

¢ belicved that ED's Treasury raies may be too aggressive. therefore, causing an
understatement of costs; and

¢ projected that 18 guaranty agencies would become insolvent during a phase-down and
would require an additional $200 million to remain solvent.

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

On the Congressional front, Representative Robert E. Andrews. D-N.J.. a member of the
House Postsccondary Education Subcommittec belicved that in spite of some of the
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obstacles, direct lendling was the best way 1o proceed. On August 1, Rep. Andrews
intrnduced HK.3211, a bii} to estabhish a direct fuderal lending pivgram under which the
existing OSL program would be conzolidated.

Tne Ardr:ws measure, for the first time. provided everyane with o much more fully
developed diree, lemding program model. Many of the lingaring questions over program
structure and oan terms at last weee defined in the Andeews bill, and proponents and
opponents alikc agreed that everyone could begin to analyze the measure more carcfully.

Finally, on Seprember 25, a revised version of #.R.3211 was included within the Committee
print, relcaied by the House Pusisccondary Education Subcommittee staff, thercby providing
4 more complete proposal and a “lier explanation of how the new program would be
phased in over the nexy five years,

The issue of dirzct lending is now being considered very seriously by the House Education
and Latw: Commitice. While consideration of the measure was deferred in the
Subcomminee markup, it will be fully discussed by the full Commitice when it begins
consideration of the reauthorization bill.

Cicarly the idea of disect lending appeals to many #id administrators in that it would make
the application and awarding of aid eisier for students. Still, there are numerous qusstions
and icsues that need careful consideratior:,

We have compiled the following materials for you 1o study so that you may formulate your
owil opitions o what will work most effectively for your institution and your students. In
addition, we have attempied 10 identify a number of issues or questions, following these
materials, which we hope will be useful in your review.

Wnen you have completed your analysis, please let us know you what you have decided.
Aqny cominents or suggestions that you have will be appreclated.




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

Direct Student Loan Qptions

QPTION I:_MAINTAIN CURRENT LOAN PROGRAMS AND PROPOSED POLICIES (AS
ENTED IN THE FY 1992 B

ET

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

For the current National Direct Student Loan (Perkins) program, the budget would not provide any new
Federal loan capital, relying instead on lending from repayments by students who had previously reccived
Direct Loans. (Approximaltely $5 billion is outstanding in revolving funds at inslitutions of nigher

education, from which approximately $700 million in niew capital becomes available for new loans each
year from repayments.)

Prog

¢ Making structural and substantive improvements 1o the curent system will work better than trying to
s¢l up a new system that is bound (0 have transition problems.

¢ The current GSL system is highly decentralized. Iis use of compeling private jenders and guarantec
agencics ensures prompt and client-oriented services nationwide.

¢ Statelevel guarantee agencics can work closely with State-level higher educaton licensing and other
agencies in policing the quality of schools and in tracking student loan defaulters.

W ¢ The Department can provide new encrgized leadership for the program. Because of abuses, Congress

has been more willing 0 enact major changes. Several Administration reform proposals affecting

institutional eligibility and defaull reduction were enacted by the Congress in the 1990 budget
reconciliation bill.

Cons

¢ Guaraniced loans are significantly more expensive to provide than direct loans ($1.4 billion more
expensive in the first year than a comparable Direct Loan Program). See Tab A [Note 1o NASFAA
readers: Tab A is not included in these materials]. This is due to (1) the entitlement subsidy
payments needed 10 altract and maintain the participation of privale for-profit lenders, and (2) the
administrative and default collection aliowances paid to gnarantee agencies.

¢ Due 10 its complexity--the great number of participating organizations, decentralized record-keeping,
ar)g mc:’usands of transactions--the cument GSL system: Is error prone and extremely difficult to monitor
and audit.

¢ Recent fraud and abuse scandals involving lenders and servicing contractors (e.g., Florida Federal,
FITCO, UES/Bank of America) are only the latest in a long history of such scandals which State-
level guaranice agencies have been unable to prevent.

¢ The GSL system is burdensome to students and schools. Students have 1o fill cut mulliple
applications for student aid (one for GSL and onc for all other aid). There are often dclays to obtain
lender and guarantor approval of loans. Because most loans are transferred among lenders and
servicers, borrower repayment checks may be sent to the wrong party. Schools now must deal with
up ‘0 54 sets of applications, regulations, program reviews, and reports prescribed by 54 guaraniee
agencies.

¢ GSL program changes have always heen **held hostage” by the banks--who can always threalen to
wilhdraw.  Likewise, guarantee agencics have historically fought reforms detrimental to their interests.

OPTION 11: FULL DIRECT LOAN PROGRAM

Proposal: Al program componcents of the current GSL system (Stafford Loane, SLS and PLUS loans)
would be replaced by loans with similar borrower interest and other terms delivered via an expanded
Direct Student Loan system. Capital would be raised through off-budget Treasury borrowing consistent
with the Credit Reform Act of 1990. Loans would be disbursed by schools, just as in the current GSL
system. Capital allocations to schools would be based upon estimales, and later updates of student needs.
The current roles of major intermediaries--private lenders, secondary markets, and guarantee agencies--
would be climinated. However, private servicing and collection finns would have the same roles they
now have--bul without the middiemen. They would be compelilively selected and closely monitored
Depantment contractors. The sam¢ increased loan limits, default prevention and coilection improvement
proposals contained in the current 1992 budget proposals could be pursucd under the new structure.

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

Pros

¢ Dircct loans would be significantly less expensive than guaranteed loans. The Government can borrow
at lower rates (the Treasury bill rate) than can private sector lenders. Direct loans would not have o
provide middlemen with a profit. Also, various functions, such as marketing and guarantor review of
claims, viould bhe climinated. ED has estimated total savings at $1.4 billion in the first year (1993)
and $6.6 billion cumulative over the first four years (1993-96). See Tab A for detalls,

¢ The savings that could be realized from an expanded Direct Loan program could be reallocated to
other cumrent education programs (whirh some in Congress appear to favor) or be umed back 1o the
Treasury to reduce the Federal budget geficit which would help both taxpayers and the financial
markets.

¢ The savings could also be plowed back into the Direct Loan program ir the form of reductions in
repayment burden (e.g., through eliminating loan origination fces and/or reducing borrower interest
rates).

¢ A Direct Loan program would be casier to manage and would greally reduce opportunities for error
and abuse. A centralized data base would improve data integrily and auditability. Department
monitoring could be focused entirely on the postsecondary inslitulions and the collection contraclors.

¢ Such a system would be built upon a base of Education Department expertise in two key areas: (1)
allocating funds to schools (as in the Pell Grants and Campus-based student aid programs), and (2)
contracting direclly for student loan collcclions. ED has performed these functions well for many
years,

¢ Student loan availability would be more dependable because it would no longer depend on financial
market conditions and individual bank policies. Access would be better assured ‘o small loan amounts
loan consolidation, forbearance, and ficxible repayment schedules that banks may find unprofirable.

Cons

¢ Expanding Dircct Student Loans and eliminating the rule of private lendets would be seen as a major
shift wward centralized Government activity and away from the use of private seclor ¢ . tions,

¢ Likewise, climinaling the role of State:level guarante¢ agencies would be seen as 2 shift toward
centralized Federal Government activity and away from decentralized State-level activity at a time
when the Administration’s policies seem to be moving in the other direction. This proposal could be
viewed as being inconsistent with the President’s FY 1992 budget request which includer a massive
new block grant to States:-designed to move control over dollars and programs closer to the taxpayer
and the consumer. :

12
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¢ A myor Direct Student Loan expansion would require new ED staffing and administrative costs in the
near tem and new challeriges a1 a time when the Depannient is having difficulty managing current
programs,

¢ Introducing a new system would entail transition risks and could reduce the availability of loans if
implementation is not smooth,

¢ At atime when the US. banking industry is in a weakened condition, eliminating G3L subsidies ray
affect the financiai viability of some banks, which in tum would add problcms to other Federal
agencies, to citizens whose funds are being held by such banks, and to taxpaycrs if the banking
industry requires further public relicf.

PTION HI: MIXED PROGRAM

Propoval: This approach would use a Direct Loan delivery system to replace only the highiy subsidized,
need-based Stafford Loans to students. It would retain the GSL structure--privale lenders and State-level
guarantee agencies--for delivery of the less-subsidized and non-need based PLUS and SLS loans which
more closely resemblc private sector loans.

Pros

¢ Polentiul problems related to phase-out of the entirc GSL system could be mitigated or avoided. Since
guaranice agencics would remain in business, they could be allowed (o retain their reserve funds and
they may be more willing to work out their own Stafford Loan portfolios.

¢ Student loans for the neediest students would be more assuredly available than under the current GSL
structure, while PLUS/SLS loars would be made by banks to their more noraal customers--
middleApper income familics--using normal binking standards of creditworthiness.

¢ Loan dclivery would bz much simipler than under the current GSL system; the Deparuncnt's
moniloring burden and the potential for error and program abuse would be reduced.

¢ Federal subsidy costs would be reduced, although not as much as under the full Direct Loan proposal.

¢ This approach would potentially produce a lower level of Federal <avings than the full Direct Loan
proposal.

¢ 1t would jcave some continuing program complexity along with related problems. Thousands of
lenders, servicing agents, secondary markels, and 54 guaranlee agencies, and transactions among them,
would “tll need to be monltored.

¢ Like the full Direct Loan proposal, it would raise the specter of “*big Govemment' displacing private
and State-level activity. Each of the **cons'* listed under Option 11 would still hold truc for this
oplion.

OPTION 1V: EXPANSION OF CURRENT DIRECT LOAN PROGRAM

Proposal: ‘The Department would provide substantial new Federal capital contributions to the current
Perkins Loan (formerly National Direct/Defense Loan) program--using off-budget Federal financing
consistenl with Credit Reform.  This option would gradually expand the current decentralized Perkins
Loan program, with school-level revolving funds and school responsibility for contracling with servicers.
The entire GSL system (Stafford Loans, SLS, and PLUS) would remain intact at the present time.
Hov.ever, an cxpanded Perkins Loan program would compete with the GSL system and could gradually
reduce demand for GSL loans over ume. The terms of this competition could be make identical, allowing
a fair compelition between e two sysiems.

12

¢ Excepl for the new capital infusion, this approach involves no change from current student loan
structure.

¢ A Perkins Loan expansion approach would allow more time lo strengthen Department loan
management, would allow more time for a transition to a complete Direct Loan approach (e.g., with
Federal contracting for loan servicing and collecting), and would facilitate the transition for a phase-
out of current GSL system participants.

¢ Any expanded Perkins Loan availability would better ensure loan accessibillty, especially with respect
1o small loan amounts that banks find unprofitable. It would also provide some protection against
major bank withdrawals from GSL due to changing economic or banking industry circumstances.

¢ Budgelary savings would be realized 1o the extent Perkins Loans arc used instead of Stafford Loans,

¢ Over time, the Administration and Congress could evaluate the cost-effectiveness and other benefits of
replacing Stafford Loans with Direct Loans. Moreover, students and schools could *‘vote"’ through
their choice of direct loans or guaranteed loans, assuming they are offered on the same interest terms.

Cons

¢ There would still be substantial program complexity for some time. The GSL system, with its related
monitoring and accountability problems, would continue, albeit at a gradually reduced size as its role
in the overall system diminishes,

¢ Federal cost reduction would be much less than under Options 1 or 1,
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els comparable to traditional academic programs; rec-

ognizes the educational role of work-learning supervisors;
and includes consequences for nonperformance or failure
in the work-learning program similar to the consequences
for failure in the regular academie program.

PART D—FEDERAL DIRECT LOANS
SEC. 451, ESTABLISHMENT OF FEDERAL DIRECT LOAN

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

follows:

“PART D—FEDERAL DIRECT LOANS
“SEC. 451, PROGRAM AND PAYMENT AUTHORITY.

“(a) PROGRAM AUTHORITY.—The Secretary shall, in
accordance with the provisions of this part, carry out a
direct loan program for qualified students at institutions
of higher education to enable the students to pursue their
courses of study at such institutions during the period be-
yinning on July 1, 1994.

“(b) PAYMENT AUTHORITY.—The Secretary shall,

from funds made available under section 457, make pay-

ments under this part for any fiscal year to each institu-
tion of higher education having an agreement under sec-
tion 452, on the basis of the estimated needs of the stu-

dents of that institution for student loans taking into con-

1¢
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1 sideration the demand and eligibility of such students for

2 subsidized and unsubsidized direct loans under this part.

3
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“(ec) PAYMENT RULES —

“(1) IN GENERAL.—The Se:retary shall make
payments required by subsection (b) of this section
in such installments as the Secretary determines—

“(A) reflects accurately the disbursement
of funds for student loans by the institution of
higher education concerned, and

“(B) will best carry out the objectives of
this part.

«(2) INITIAL PAYMENTS,—The initial payments
for any academic year required by subsection (b)
shall be made available to institutions of higher edu-
cation not later than July 1 for the academic year
which begins on or after that date. Payments of cn-
titlements by the Secretary under this part shall be
made promptly.

“(d) ENTITLEMENT PROVISION.—An institution
whose application has been approved by the Secretary
under section 452(b) shall be deemed to have a contrac-
tual obligation from the United States for making the pay-

ments specified in that application.

o). 47-011—0 1 v
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STITUTIONS OF HIGHER EDUCATION.
“(a) APPLIC? "ION REQUIRED.—

“(1) IN GENERAL.—Any institution of higher
education desiring to receive payments from the Sec-
retary under this part shall make an agreement
under subsection (b) and shall submit an application
for such payments to the Secretary in accordance
with the provisions of this part. The Secretary shall
set dates before which such institutions must file ap-
plications under this section. Each such application
shall contain such information as is necessary to as-
sure the correctness of estimated need for funds for
students at the institution of higher education.

“(2) FIRST COHORT OF INSTITUTIONS.—For
the academic year beginning July 1, 1994, the Sec-
retary shall make agreements with not less than 450
institutions but not more than 500 institutions.
Agreements with institutions for the academic year
beginning July 1, 1994, shall be concluded by July
1, 1993, and the Secretary shall publish the list of
the institutions with which he has concluded agree-
ments in the Federal Register not later than July 1,
1993. For the academic year beginning July 1,
1994, the Secretary shall make agreements with in-

stitutions whieh represent a cross-seetion of institn-
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tions of higher education in terms of size, geographic
location, length of program, control and eomposition
of student body.

| “(3) SECOND COHORT OF INSTITUTIONS.—For
the academic year beginning July 1, 1995, the Sec-
retary shall make agreements with not less than 950
institutions but not more than 1,000 institutions in
addition to the institutions with which the Secretary
made agreements for the academic year beginning
July 1, 1994. Agreements with institutions for the
academic year beginning July 1, 1995, shall be con-
cluded by July 1, 1994, and the Secretary shall pub-
lish the list of institutions with which he has con-
cluded agreements in the Federal Register not later
than July 1, 1994,

“(b) AGREEMENT REQUIRED.—An agreement with

any institution of higher education for the payment of ad-

vances under this part shall—

“01Y provide for the establishment and mainte-
nanc. yrogram at the institution under which—
“(A) the institution will identify eligible
students at the institution, in accordance with

section 484,

-1
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“(B) the institution will estimate the need
of cach such student as renuired by Part I
and
“(€) the institution will originate loans to
such eligible students in accordance with this
part;

*(2) provide assurances that the institution will
comply with the provisions of section 4634, relating
to student loan information;

“(3) provide that the note or evidence of obliga-

tion on the loan shall be the property of the Sec-

retary and that the institution of higher education

will act as the agent for the Seeretary only for the
purpose of making loans under this part; and

“(4) include such other provisions as may be
neeessary to protect the financial interest of the

United States and promote the purposes of this part

as are agreed (o by the Secretary and the institu-

tion.

*(¢) ADMINISTRATIVE EXPENSE PROVISION.—Z11 in-
stitution which has entered into an agreement under sub-
seetion (b) shall be entitled, for each fiscal year during
which it makes student loans under such agreement, to
4 piyment in liew of reimbursement for its expenses in

administering its student loan program under this subpart
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accordance “ith section 489 or shall be an amount equal
to $20 per academic year for each student enrolled in that
institution who receives a loan under this part for that
year. Payments received by an institution under this sub-
section shall be used first by the institution to carry out
the provisions of section 489(b) of this Act and then for
such additional administrative costs as that institution de-
termines necessary. An institution which has an agree-
ment under subsection_ (b) shall be deemed to have a con-
tractual right to the payments required by this subsection. _

“(d) EXEMPTION FROM TKUTH IN LENDING ACT.—
An institution which has enter d into an agreement under
subseztion (b) shall not be subject to the Truth in Lending
Act with regard to loans made under this part.
“SEC. 453. ELIGIBILITY FOR AND AMOUNT OF LOANS.

“(a) ELIGIBILITY.—

Y(1) COMMON ELIGIBILITY REQUIREMENTS FOR
SUBSIDIZED AND UNSUBSIDIZED LOANS.—Any sub-
sidi* " loan under this part may be made only to a
student eligible to participate in programs under this
title pursuant to section 484, and any unsubsidized
loan under this part may be made only to such ¢
student or the parent of a dependent undergraduate

student.

o). 47-011—0 1 3,
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“(2) NEEDS TESTING FOR SUBSIDIZED
LOANS.—A subsidized loan under this part may be
made only to a student who (in addition to meeting
the requirements of paragraph (1)) demonstrates fi-
nancial need for such loan (pursuant to part F of
this title).

“(3) STUDENT ELIGIBILITY FOR UNSUBSIDIZED
LOANS.—(A) Independent students shall be eligible
to borrow unsubsidized loans under this part in
amounts specified in subsection (¢)(2). In addition,
undergraduate dependent students shall be eligible
to borrow funds under this section if the financial
aid administrator determines, after review of the fi-
naneial aid information submitted by the student
and considering the debt burden of the student, that
exceptional circumstances will likely preclude the
student’s parents from borrowing under this part. If
the financial aid administrator makes such a deter-
mination, appropriate documentation of such deter-
tiaaon shall be maintained in the institution’s
records to support such determination. No student
shall be eligible to borrow unsubsidized loans under
this part until such student has obiained a ecer-

tificate of graduation from a school providing sec-
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ondary education, or the recognized equivalent of
such certificate.

“(B) Unsubsidized loans may not be borrowed
under this part by any undergraduate student who
is enrolled at any institution during any fiscal year
if the cohort default rate for such institution, for the
most recent fiscal year for which such rates are
available, equals or exceeds 30 percent. The Sec-
retary shall notify institutions to which such restrie-
tion applies annually, and specify the fiscal year cov-
ered by the restriction. The Secretary shall afford
any institution to which such restriction apples an
opportunity to present evidence contesting the aceu-
racy of the caleulation of the cohort default rate for
such institution.

“(4) PARENT ELIGIBILITY FOR UNSUBSIDIZED
LOANS.—Parents of a dependent student shall be eli-
gible to borrow unsubsidized loans under this part in
any amount, subjeet to subsection (¢)(1).

“(b) SUBSIDIZED LOAN AMOUNTS.—

“(1) DETERMINATION BASED ON COST OF AT-
TENDANCE.—Tle amount of all subsidized loans for
cach student for each academic year made from loan
funds paid pursuant to agreements under this part

may not exceed the cost of attendance at the institu-
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1 tion of higher education for that year minus the ag-
2 gregate of—
3 “(A) any financial assistance received by
4 the student borrower under parts A and C of
5 this title, and any other provision of Federal
6 law;
7 “(B) any other scholarship, grant, and
8 loan assistance received by the student bor-
9 rower; and
10 “(C) the expeeted family contribution,
11 “(2) ANNUAL LIMITS.—No student may borrow
12 uider this part an amount of subsidized loans in
13 any academic year or its equivalent (as determined
14 under regulations of the Secretary) in excess of—
15 “(A) In the case of a student at an eligible
16 institution who has not successfully completed
17 the first and second year of a program of un-
18 dergraduate education—
19 “(i) $6,500, it such student is carry-
20 ing at least the normal full-time academic
21 workload (as defined in regulations of the
22 Seeretary);
23 “(ii) $4.875, if such student is carry-
24 ing three-quarters of the normal full-time

f) N
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academic workload (as definec in regula-

tions of the Secretary); and

“(ii) $3,250, if such student is carry-
ing at least one-half of the normal full-time
academic workload (as defined in regula-
tions of the Secretary);

“(B) In the case of a student at an eligible
institution who has successfully completed such
first and second year but has not successfully
completed the remainder of a program of un-
dergraduate study—

“(i) $8,000, if such student is carry-
ing at least the normal full-time academic
workload (as defined in regulations of the
Secretary);

“(i1) $6,000, if such student is carry-
ing at least three-quarters of the normal
full-time academic workload (as defined in
regulations of the S(;cretary); and

“(ii1) $4,000, if such student is carry-
ing at least one-half of the normal full-time
academic workload (as defined in regula-

tions of the Secretary),

N
5
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“(C) In the case of a graduate or profes-
sional student (as defined in regulations of the
Secretary) at an eligible institution—

“(i) $13,000, if such student is carry-
ing at least the normal full-time academic
workload (as defined in regulations of the
Secretary); and

“(i1) $6,500, if such student is carry-
ing at least one-half of the normal full-time
academic workload (as defined in regula-
tions of the Secretary); and

except in cases where the Secretary determines, pur-
suant to regulations, that a higher amount is war-
ranted in order to carry out the purpose of this part
wi-h respect to students engaged in speeialized train-
ing requiring exceptionally high costs of educatjon.

“(3) AGGREGATE LIMITs.~—No student may
borrow under this part an aggregate  principal
amount of subsidized loans in excess of—

“(A) $38,500, in the case of any student
who has not successfully completed a program
of  undergraduate  education (excluding
unsubsidized loans); or

“(B) $98,500, in the case of any graduate

or professivnal student (as defined by regula-
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tions of the Secretary and including any loans
under this part made to such student before the
student became a graduate or professional stu-
dent, but excluding unsubsidized loans).
“(¢) UNSUBSIDIZED LOAN AMOUNTS,—-
“(1) DETERMINATION BASED ON COST OF AT-

TENDANCE.—The amount of all unsubsidized ldans

for any student (whether obtained by the student or

a parent, or both) for each academic year made from
loan funds paid pursuant to agreements under this
part may not exceed the cost of attendance at the
institution of higher education for that year minus
the aggregate of—

“(A) any finaneial assistance received by

the student borrower under parts A and C of

this title, and any other provision of Federal
law, including any subsidized loan under this
part; and
“(B) any other scholarship, grant, and
loan  assistance received by the student bor-
rower,
“(2) LIMITS ON UNSUBSIDIZED LOANS T0 ST
DENTS—
“(A) ANNUAL LIMITS.—No student nay

horrow  nnder  this part an amount  of

i
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unsubsidized loans in any academic year or its
equivalent (as determined under regulations of
the Secretary) in excess of—
“(i) $4,000, in the case of a student
who has not successfully completed the
first and second year of a program of un-
dergraduate education, except as provided
in subparagraph (C);
“(i1) $6,000, in the case of a student
who has successfully completed such first
and second year but who has not success-
fully completed the remainder of a pro-
gram of undergraduate edueation; or
“(iii) $10,000, in the case of a grad-
uate or professional student (as defined in
regulations of the Secretary);
except in cases where the Seeretary determines,
pursuant to regulations, that a higher amount
is warranted in order to carry out the purpose
of this part with respect to students engaged in
specialized training requiring exceptionally high
costs of education,

“UB)  AGGREGATE LIMITS.—No student

may borrow under this part an aggregate prin-
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cipal amount of unsubsidized loans in excess
of—
“(i) $28,000, in the case.of any stu-
dent who has not successfully completed a
program of undergraduate education (ex-
cluding subsidized loans); or
“(ii) $78,000, in the case of any grad-
uate or professional student (as defined by
regulations of the Secretary and including
any loans under this part made to such
student before the student became a grad-
uate or professional student, but excluding
subsidized loans).

“(¢) SPECIAL RULE FOR FIRST-YEAR PART-TIME
STUDENTS.—In the case of a student who has not success-
fully completed the first year of a program of undergradu-
ate education and who is not enrolled in a program that
is at least one academic year in length, as determined in
accordanee with regulations prescribed by the Secretary,
the maximum amount of unsubsidized loans a student may
borrow in any academic year or its equivalent shall be—

“(1) $2,500 for a student who is determined, in
accordance with such regulations, to be enrolled in

a program whose length is at least ¢4 of an aca-

dernie year;

*J. 47-011—0
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“(2) $1,500 for a student wio is determined, in
accordance with such regulations, to be enrolled in

a program whose length is less than 24, but at least

Y3, of an academnic year; and

“(3) zero for a student who is determined, in
accordance with such regulations, to be enrolled in

a program whose length is less than ¥ of an aca-

demie year,

“(d) DETERMINATIONS BASED ON COST OF ATTEND-
ANCE.—Determinations under subsections (b)(1) and
(¢)(1) shall be made by the institution of higher education
in accordance with the provisions of part F of this title.

“(¢) ANNUAL LIMIT DETERMINATIONS.—The annual
limits contained in this section shall not be deemed to be
exceeded by a line of credit under which actual payments
to the borrower will L2l be made in any year in excess
of the annual limit.

“SEC. 454, TERMS OF LOANS.

“(a) REQUIREMENTS IFOR BOTH SUBSIDIZED AND
UNSUBSIDIZED LOANS.—A loan may be made with funds
paid under this part only if—

*(1) made to a student, or the parent of a stu-
dent, who (A) is an eligible student under section

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

retary concerning any change of address; and (C) is
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carrying at least one-half the normal full-time aca-
deinic workload for the course of study the student
is pursuing (as determined by the institution); and
“(2) evidenced by a note or other written agree-
ment which—

“(A) is made without security and without
endorsement, except that if the borrower is a
minor and such note or other written agreement
executed by the burrower would not under the
applicable law, create a binding obligation, en-
dorsement may be required;

“(B) provides that periodic installments of
principal need to be paid, but interest shall ac-
crue and be paid, during any period—

“(i) during which the borrower (I) is
pursuing a full-time course of study ~t an
eligible institution, (II) is pursuing at least
a half-time course of study (as determined
by such institution) during an enrollment
period for which the student has obtained
a loan under this part, or (III) is pursuing
a course of study pursuant to a graduate
tellowship program approved by the Sec-
retary, or pursuant to a rehabilitation

training program for disabled individuals

*J. 47-011—0Q .
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approved by the Secretary except that no

borrower shall be eligible for a deferment

under this clause or any subsidized loan

made under this part, while serving in a

medical internship or residency program;

“(1) not in excess of 24 months, at
the request of the borrower, during which
the borrower is seeking and unable to find
full-time employment; or
“(11) not in excess of 36 months for
any reason which the lender deems will
" cause economiz hardship for the borrower,
pursuant to regulation by the Secretary,
and that any such period shall not be included
in determining the 10-year period provided in
subparagraph (B), except that ounly the provi-
sions of clauses (i), and (ii) of this subpara-
graph shall be available in the case of a bor-
rower who is a parent of a qualified student
under section 453(a);

“(C) entitles the borrower to accelerate
without penalty repayment of the whole or any
part of the loan;

“(D)(1) contains a notice of the system, of

disclosure of information concerning such loan

o, 47—011—3(‘)
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to credit bureau organizations under section
430A, and

“(i1) provides that the Secretary on request
of the borrower will provide information on the
repayment Status of the note to such organiza-
tions; and

“(E) contains such other terms and condi-
tions, consistent with the provisions of this part
and with the regulations issued by the Sec-
retary pursuant to this part, as may be agreed
upon by the parties to such loan;

“(3) the funds borrowed are disbursed to the
student by check or other means that is payable to
and requires the endorsement or other certification
by such student, except nothing in this part shall be
interpreted to allow the Secretary to require checks
to be made copayable to the institution and the bor-
rower or to prohibit the disbursement of loan pro-
ceeds by means other than by check; and

“(4) the funds borrowed are disbursed by the
institution in accordance with a schedule that is con-
sistent with subsection (d).

“(b) ADDITIONAL TERMS FOR SUBSIDIZE ) LOANS,.—

24 The note or other written agreement for any subsidized

25

loan shall—

oJ. 47-011—0
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“(1) provide for repayment (exeept as provided
in subscetion {¢)) of the principal amount of the
loan in installments over a period of not less than
5 years (unless sooner repaid or unless the student
during the 6 months preceding the start of the re-
payment period, specifically requests that repayment
be made over a shorter period) nor more than 10
years, beginning 6 months after the month in which

the student ceases to carry at an institution of high-

er education one-half the normal full-time academic

workload as determined by the institution; except—
“(A) as provided in subsection (a)(2)(B);
“(B) that the note or other written instri:-
ment may contain such reasonable provisions
relating to repayment in the event of default in
the payment of interest or in the payment of
the cost of insurance premiums, or other de-
fault by the borrower, as may be authorized by
regulations of the Secretary in effect at the
time the loan is made; and
“(C) that the lender and the student, after
the student ceases to carry at an eligible insti-
tution at least one-half the normal full-time
academic workload as determined by the insti-

tution, may agree to a repayment schedule
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which begins carlier, or is of shorter duration,

than required by this subparagraph, but in the

event a borrower has requested and obtained

the repayment period of less than 5 years, the

borrrwer ma; at any time prior to the total re-

payment of the loan, have the repayment peried

extended so that the total repayment period is

not less than 5 years; and

“(2) provide for interest on the unpaid principal
balance of the loan at a rate of 8 percent per year,
which interest shall be payable in installments over
the period of the loan exeept that, if provided in the
note or other written agreement, any interest pay-
able by the student may be deferred until not later
than the date upon which repayment of the first in-
stallment of prineipal falls due, in which case inter-
est aeerued during that period may be added on that
date to the principal.

“(¢) ADDITIONAL TERMS FOR UNSUBSIDIZED

LC -« The note or other written agreement for any

unsuwsidized loan shall—

“(1) provide for repayment (except as provided
in subsection (¢)) of the principa' amount of the
loan in installments over a period of not less than

o years (unless sooner repaid’ or unless the borrower

I)‘D



—
(V)]

O 0 N O U & W N e

NNNNNN#——-—-—-—-—-—-—-»—A-—-—-
M-‘ZWNF‘O\OW\IO\MAWNP‘O

‘ 204

during the 6 months preceding the start of the re-
payment period, speritically requests that repayment
be made over a shorter period) nor more than 10
years, beginning not later than 60 days after the
date such loan is disbursed, or, if the loan is dis-
bursed in multiple installments, not later than 60
days after the disbursement of the last such install-
ment; exeept—
“(A) as provided in subsection ()(2)(B);
“(B) that the note or other written instru-
ment may contain such reasonable provisions
relating to repayment in the event of default in
the payment of interest or in the payment of
the eost of insurance premiums, or other de-
fault by the borrower, as may be authorized by
regulations of the Secretary in effect at the
time the loan is made; and
“(C) that the lender and the horrower,
after the student ceases to carry at an cligible
institution at 'east one-half the normal full-time
academie workload as determined by the insti-
tution, may agree to a repayment schedule
which begins earlier, or is of shorter duration,
than reguired by this subparagraph, but in the

event a corrower has requested and obtained
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the repayment period of less than 5 years, the

borrower may at any time prior to the total re-

payment of the loan, have the repayment period
extended so that the total repayment period is
not less than 5 years;

“(2) provide for interest on the unpaid principal
balance of the loan at the rate most recently deter-
mined under subsection (f)(2) at the time the loan
is made, which interest shall be payable in install-
ments over the period of the loan except that, if pro-
vided in the note or other written agreement, any in-
terest payable by the student may be deferred until
not later than the date upon which repayment of the
first installment of principal falls due, in which case
interest acerued during that period may be added on
that date to the principal.

“(d) REQUIREMENTS FOR DISBURSEMENT OF STU-

18 DENT LOANS.—

19
20
21
22
23
24

“(1) MULTIPLE DISBURSEMENT REQUIRED.—
“(A) TWO DISBURSEMENTS REQUIRED.—
The proceeds of » v loan made under this part
that is made for any period of enrollment shall
be disbursed in 2 or more installments, none of

whieh exceeds one-half of the loan,

R
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“(B)  MiNIMUM INTER\’:‘:L REQUIRED,—
The interval between the first and sceond sueh
instaliments shall be not less than one-half of
such period of enrollment, except as necessary
to permit the second installiment to be disbursed
at the beginning of the second semester, quar-
ter, or similar division of such period of enroll-
ment,

“(2) METHOD OF MULTIPLE DISBURSEMENT,—
Disbursements under peragraph (1) shall be made
in accordance with a schedule determined by the in-
stitution that con'plies with the requirements of this
seetion,

“(3) WITHHOLDING OF SECOND DISBURSE.
MENT —

“(A) WITHDRAWING STUDENTS.—An iustj-
tution or designated lending agent that is in-
formed by the borrower or the institution that
the borrower has ceased to he enrolled hetore
the dishursenent of the second or any sueeeed-
g instalhwent shadl withhold suel disbiese-
ment. Any dishursement which is so withhoeld
shall be eredited to the borrower's loun anud

treated as g prepavinent theeeon,
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“(B) STUDENTS KECEIVING OVER-

AWARDS.—If the sum of a disbursement for any
student and the other financial aid obtained by
such student exceeds the amount of assistance
for which the student is eligible under this title,
the institution such student is attending shall
withhold and return the portion (or all) of such
installment that exceeds such eligible amount.
Any portion (or all) of a disbursement install-
ment which is so returned shall be credited to
the borrower’s loan and treated as a prepay-
ment thereon.

“(5) SPECIAL RULES FOR MULTIPLE Dis.

BURSEMENT.—For the purpose of Jhis subsection—

“(A) all loans issued for the same period
of enrollment shall be eonsidered as a single
loan; and

“(B) the requirements of such subsection
shall not apply in the case of a loan made to
a student to cover the cost of attendance at an

cligible institution outside the United Statos.

“(e) SPECIFIC REPAYMENT RULES. —

(1) MINIMUM AMOUNTS TO BE REPAID ANNU.

ALLY.~The total of the payments by a borrowor

during any year of any repayiment peviod with ro-

o) 47 1—10) ‘
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speet. to the aggregate amount of all subsidized and
unsubsidized loans to that borrower which are paid
from loan funds paid pursuant to agreements under
this part shall not, unless the borrower and the Sec-
retary otherwise agree, be less than $600 or the bal-
ance of all such loans (together with interest there-
on), whichever amount is less, exeept that in the
case of husband and wife, both of whom have such
loans outstanding, the total of the combined pay-
ments for such a couple during any year shall not
be less than $600 or the balance of all sueh loans,
whichever is less.

“(2) GRADUATED AND INCOME CONTINGENT
REPAYMENT SCHEDULEs.—If a borrower so0 re-
quests, the repayment of a loan under this part shall
be made in aceordance with a graduated or income
contingent repayment schedule established by the
Secretary by regulation. In order to carry out the
provisions of this paragraph, the Secretary and the
borrower may agree to inerease the repayment pe-
riod described in subseetion (b)(1) or (e)(1) of this
section, but in no event may the repayment period
be extended beyond 20 years.

“(3) NCTICE.~The Secretary shall notify the

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

33
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ginning of the repayment period of the availability of
the flexible repayment program.
“(f) INTEREST RATES.—

(1) ORDER TO ESTABLISH RATES ON
UNSUBSIDIZED LOANS.~The Seeretary shall, by
order published in the Federal Register, establish
the interest rates for unsubsidized loans made under
this part. Such order shall be published not later
than January 2, and shall be effeetive with respect
to loans made during the one-year period beginning
on the July 1 following such publieation. The Sec-
retary’s order shall not be subject to judicial review.

“(2) INTEREST RATE FOR UNSUBSIDIZED
LOANS.—The order preseribed under paragraph (1)
shall establish an interest rate for subsidized loans
made after the effective date of such order and be-
tore the effective date of a subsequent order. Such
rate shall be equal to—

“(A) the bond eguivalent rate of 52-weck
Treasury bills auctioned at the final auction
held prior to the date such order is preseribed;
plus

“(B) 3.25 percent.

“(3)  REPORT ON INTEREST RATE ON
UNSUBSIDIZED LOANS.—The Seeretary shall submit

bR J
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to the Congress a report for any fiscal year for
which the interest rate for unsubsidized loans estab-
lished under paragraph (2) subsection is not suffi-
cient to recover for the Government—
“(A) the cost to the Government of obtain-

ing the funds for such loans under section 457,

“(B) the costs to the Government of ob-
taining collection services for such lcans under
section 456; and

“(C) the costs to the Government of ad-
ministering this part wifh respect to such loans,

(D) the costs to the Government that re-
sult from any defaults on such loans by the bor-
rowers,

“(4) REPORT ON INTEREST RATE ON SUB.
SIDIZED LOANS.—The Secretary shall submit to the
Congress a report for any fiscal year for which the
interest rate for subsidized loans established under
subsection (¢)(2) is not sufficient to recover for the
Government—

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

g the funds for such loans under section 457,

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

taimng collection services for such loans under

section 456; and
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“(C) the costs to the Government of ad-

ministering this part with respect to such loans.

“SEC. 455. CONSOLIDATION LOANS.

““(a) AGREEMENTS FOR PROVISION OF LOANS.—

(1) AGREEMENT REQUIRED FOR PROVISION OF
LOANS.—For the purpose of providing loans to eligi-
ble borrowers for consolidation of their obligations
with respect to eligible student loans, the Secretary
shall enter into agreements in accordance with sub-
section (b).

“(2) PROVISION OF FUNDS TO CONSOLIDATION
AGENTS.—The Secretary shall, by regulation, pro-
vide for the distribution of funds obtained pursuant
to seetion 457 through consolidatim agents to eligi-
ble borrowers under this section. Such regulations
shall, to the extent practicable, reflect the proce-
dures used to distribute funds to institutions under
section 452,

“(3) DEFINITION OF ELIGIBLE BORROWER.—
(A) For the purpose of this section, the term ‘eligi-
ble borrower’ means a borrower who, at the time of
application for a consolidation loan—

“(1) has an outstanding indebtedness on el-

igible student loans, at the time of application
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for a consolidation loan, of not less than
$5,000; and
“(ii) is in repayment status, or in a grace
period preceding repayment, and is not delin-
quent with respeet to any required payment on
such indebtedness by more than 90 days.

“(B) An individual's status as an eligible bor-
rower under this seetion terminates upon reeeipt of
a consolidation loan under this section except with
respect to eligible student loans received after the
date of receipt of the consolidation loan. Loans made
under this seetion shall, to the extent used to dis-
charge loans made under this title, be counted
against the applicable limitations on aggregate in-
debtedness  contained  in - seetions  42d(a),
425(b)(1)(B), 428A(L)(2). 454, and  464(a)(2).
Nothing in this subparagraph shall be interpreted to
authorize the Seeretary to require agents for consoli-
dation loans to receive, to maintain, or to make re-
ports with respect to preexisting records relating to
any eligible stadent loan (as defined under para-
graph (4)) discharged by a borrower in receiving a
consolidation loan,

“(4)  DEFINITION  OF  ELIGIBLE  STUDENT

LOANS,—For the purpose of paragraph (1), the ter
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‘eligible student loans’ means any of the following
loans, if at least one loan is a loan deseribed in sub-
paragraph (A) of this paragraph:

“(A) loans made under this part except for
loans made to parents;

“(B) loans made, insured, or guaranteed
under part B except for loans made to parent
borrowers under section 428B, including loans
made to parent borrowers under section 428B
as in effect prior to the enactment of the High-
er Education Amnendments of 1986;

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

“(D) loans made under subpart II of part
C of title VII of the Publie Health Service Act.

“(L) AGREEMENTS WITH AGENT.—Any agent se-

lected by the Secretary to operate a program of transmit-
ting consolidation loans from the Secretary to eligible bor-
rowers under this section shall enter into an agreement

with the Secretary which provides—

“(1) that the agent will provide a consolidation
loan to an eligible borrower (on request of that bor-
rower) only if the borrower eertifies that the bor-
rower has no other application pending for a loan
under this seetion;

LY
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“(2) that each consolidation loan will bear in-
terest, and be subject to repayment, in accordance
with svhsection (c);

“(3) that each consolidation loan will be made,
notwithstanding any other provision of this part lim-
iting the annual or aggregate principal amount for
all insured loans made to a borrower, in an amount
(A) which is not less than the minimum amount re-
quired for eligibility of the borrower under sub-
seetior (a)(3), and (B) which is equal to the sum of
the wnpaid principal and acerued unpaid interest
and late charges of all eligible student loans received
by the eligible borrower which are selected by the
borrower for consolidation;

“(4) that the proceeds of each consolidation
loan will be paid to the holder or holders of the loans
so selected to cischarge the liability on such loans;

“(5) that a consolidation loan will not be made
unless the agent has determined to its satisfaction,
in accordance with reasonable and prudent business
practices, for each loan being consolidated—

‘“(A) that the loan is a legal, valid, and

binding obligation of the borrower;
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“(B) that each such loan was made and
serviced in compliance with applicable laws and
regulations; and
“(C) in the case of loans under part B,
that the insurance on such loan is in full force
and effect;

“(6) the reporting requirements of the Sec-
retary on the agent and an identification of the of-
fice of the Department of Education which will proe-
ess claims and perform other related administrative
functions;

“(7) the alternative repayment terms which will
be offered to borrowers; and

“(8) such other terms and conditions as the
Secretary may specifically require of the agent to
carry out this section.

“(¢) TERMS AND CONDITIONS OF LOANS.—A consoli-
dation loan made pursuant to this section shall be made
only to an eligible borrower who has agreed to notify the
Secretary promptly concerning any change of address. The
consolidation loan shall be evidenced by a note or other
written agreement which—

“(1) 1s made without security and without en-
dorsement, exeept that if the borrower is a minor

and such note or other written agreement executed

oJ. 47-011—0 ‘
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by Inm or her would not, under applicable law, ere-
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“(1) INTEREST RATES.—(A) Consolidation

2 ate a binding obligation, endorsement may be re- 2 loans made under this section shall bear interest at
3 quired; 3 rates determined under subparagraph (B) or (C).

4 “(2) provides for the payment of interest and 4 “(P) Except as provided in subparagraph (C),
5 the repayment of principal in accordance with sub- 5 a consolidation loan shall bear interest at an annual
6 section (e) of this section,; 6 rate on the unpaid principal balance of the loan
7 “(3) provides that periodic installments of prin- 7 which is equal to the weighted average of the inter-
8 c¢ipal need nov be paid, but interest shall acerue and 8 est rates on the loans consolidated, rounded to the
9 be paid by the Secretary, during any period for 9 nearest whole percent,

10 which the borrower would be eligible for a deferral 10 “(C) A consolidation loan shall bear interest at
11 under sectinn 454(a)(2)(B), and that any such pe- 11 an annual rate on the unpaid principal balance of

= 12 riod shall not be included in determining the repay- 12 the loan equal to not less than 8 percent.

13 ment period pursuant to subsection (¢)(2) of this 13 “(2) REPAYMENT SCHEDULES.—(A) Not-
14 section; 14 withstanding any other provision of this part, the
15 “(4) entitles the borrower to accelerate without 15 Secretary shall establish repayment terms as will
16 penalty repayment of the whole or any part of the 16 promote the objectives of this section, which shall in-
17 loan; and 17 clude the establishment of graduated and income
18 “(H5)(A) contains a notice of the system of dis- 18 contingent repayment schedules. Such repayment
19 closure concerning such loan to eredit bureaun orga- 19 terms shall require that if the sum of the consolida-
20 nizations under section 4304, and 20 tion loan and the amount outstanding on other stu-
21 “(B) provides that the lender on request of the 21 dent loans to the individual—

22 borrower will provide information on the repayment 22 “(1) 1s equal to or greater than $10,000
23 status of the note to sueh organizations. 23 but less than $20,000, then such eonsolidation
24 “() PAYMENT 0F PRINCIPAL AND INTFRENT, — 24 loan shall be repaid in not more than 15 years;

ERIC 16 1

—— o, 47-011—0 *J. 47-011~—0



218 219

1 “(ii) is equal to or greater than $20,000 1 “(4) COMMENCEMENT OF REPAYMENT.—Re-

2 but less than $40,000, then sueh consolidation 2 ’ pavment of a consolidation loan shall commence

3 loan shall be repaid in not more than 20 years; 3 within 60 days after all holders have, pursuant to

4 “(iii) is equal to or greater than $%40,000 4 subseetion (b)(1)(D), discharged the liability of the

5 but less than $60,000, then sueh consolidation 5 borrower on the loans selected for consoliilation.

6 loan shall be repaid in not more than 25 years; 6 “SEC, 456. ADMINISTRATIVE PROVISIONS,

7 “(iv) is equal to or greater than $60,000, 7 “(a) IN GENERAL.—In carrying out the provisions of

8 then such consolidation loan shall be repaid in 8 this part, the Seeretary is authorized—

9 not more than 30 years. 9 “(1) to consent to the modification, with respect

10 “(B) Unless a consolidation loan under sub- 10 to rate of interest, time of payment of any install-

11 paragraph (A)(ii) will be used to discharge at least 11 ment of principal and interest or any portion there-
N 12 $5.000 of loans made under this part, such loan 12 of, or any other provision of any note evideneing a

13 shall be repaid in accordance with subparagraph 13 loan whieh has been made under this part;

14 (AYQ). 14 “(2) to enforce, pay, compromise, waive, or re-

15 “((*) The amount outstanding on other student 15 lease any right, title, elaim, lien, or demand, however

16 loans which may be eounted for the purpose of sub- 16 acquired, including any equity or any right of re-

17 paragrapl: (A) may not exceed the amount of the 17 demption;

18 consolidation loan. 18 “(3) to conduet litigation in accordance with

19 “(3)  ADDITIONAL  REPAYMENT  REQUIRE- 19 the provisions of section 432(a)(2);

20 MENTS.—Notwithstanding paragraph (2), the Sec- 20 ‘“(4) encourage cither direetly or by way of eon-

21 retary may, with respect to repayment on the loan 21 tract or other arrangement the participation of insti-

22 when the amount of a monthly or other similar pay- 22 tutions of" higher education in the program author-

23 ment on the loan is not a multiple of $5. round the 23 ized by this part; and

24 pavment to the next highest whole dollar amount 24 “(5) to enter into competitive contracts or other

that is a nmltiple of $5. 25 arrangements with State agencies, guaranty agen-
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cies, nonprofit organizations, institutions of higher

education, and with collection and servicing agencies,

for servicing and collection of loans under this part,

“(b) LoaN CoLLEcTION FUNCTIONS UNDER COM-
PETITIVE PROCUREMENT CONTRACTS.—The Secretary,
Dy one cr more contracts made in aceordance with Federal
laws concerning Government procurement, shall provide
for—

“(1) the collection of principal and interest of
student loans made under this part;

“(2) the establishment and operation of a
central data system for the maintenance of records
on all loans made pursuant to this part;

“(3) programns for default prevention; and

“(4) such other programs as the Secretary de-
termines are necessary to assure the suceess of the
student loan program authorized by this part.

“(¢) LOAN CONSOLIDATION FUNCTIONS.—The Sec-
retary, by one or more contracts made in aceordance with
Federal laws regulating Government proeurement, shall
provide for loan consolidation in accordance with seetjon

100.
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“SEC. 4567. SOURCE OF FUNDS FOR FEDERAL DIRECT
LOANS,

“(a) OBLIGATIONS AUTHORIZED.—(1) The Secretary
shall, not later than April 1 of each fiscal year, issue and
have outstanding at any one tine notes, debentures,
bonds, or other obligations in such amounts as shall be
necessary to carry out functions under this part, except
that the Seeretary shall not issue any such obligation with-
out the prior coneurrence of the Secretary of the Treasury
as to the terms and conditions of such obligations. The
Seeretary of the Treasury may direct that any sueh issu-
ance by the Seeretary be sold to the Department of Treas-
ury for its own account or to the Federal Financing Bank.

“(2) The Sccretery of the Treasury is authorized and
direeted to purchase any obligations issued under this see-
tion, and for that purpose, the Scceretary of the Treasury
is authorized to use as a publie debt transaction the pro-
ceeds for the sale of any securities heveatter issued under
the Seeond Liberty Bond Act, and the purposes for which
securities may be issued under the Sceond Liberty Bond
Act are extended to inelude such purchases, Bach pur-
chase of obligations by the Seerotivy of the Treasuiy
wnder this section shull be upon such terms and conditions
as to wvield a return at a vate not less than a rate dotoer-
mined by the Seeretary of the Treasury, taking into con-
sidevation the cwrrent average vield on uutstm#iug -

]

]
®J. 47-011—0



1 {4

O 0 3 O v & W N e

[ T L N T (D T (O N o T T P S G SO oy
L Y I o R < R Y o B < e = 7 T e U L S R =]

222
ketable obligations of the United States of comparable ma-
turity. Interest due on obligations of the Secretary held
by the Treasury may be deferred, at the discretion of the
Secratary, but any such deferred interest shall bear inter-
est at the rate specified in this section. The Secretary of
the Treasury may sell, upon such terms and conditions
and at such price or prices as he shall determine, any of
the obligations acquired by him under this section. All re-
demptions purchases, and sales by the Secretary of the
Treasury of such obligations under this section shall be
treated as public debt transactions of the United States.

“(b) GUARANTEE.—AIl obligations of the Secretary
issued under this section shall be fully and unconditionally
guaranteed as to principal and interest and shall con-
stitute general obligations of the United States, backed by
the full faith and credit of the Government of the United
States of Ameriea. Such guarantee shall be expressed on
the face of all such obligations.

“(¢) SUBSIDY PROVISIONS.—(1) Obligations of the
Seeretary issued pursuant to this seetion shall be lawtul
investments, and may be aecepted as seeurity for all fidu-
ciary, trust, and publie funds the investment or deposit
of which shall be under the authority or control of the
United States or any officer or officers thercof. All stock

and obligations issued by the Seeretary pursuant to this

vJ. 17-011—0
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section shall be deemed to be exempt securities within the
meaning of laws administered by the Securities and Ex-
change Commission to the same extent as securities which
are 'direct obligations of, or obligations guaranteed as to
principal or interest by, the United States.

“(2) In order that the Secretary may be supplied with
such forms of notes, debentures, bonds, or other such obli-
gations as it may need for issuance under this section,
the Secretary of the Treaswy is authorized to prepare
such forms as shall be suitable and approved by the See-
retary, to be held in the Treasury subject to delivery, upon
order of the Secretary. The engraved plates, dies, bed
picees, and so forth, executed in connection therewith shall
remain in the custody of the Secretary of the Treasury.
The Seeretary shall reimburse the Secretary of the Treas-
ury for any expenses incurred in the preparation, custody,
and delivery of such notes, debentures, bonds, or other ob-
ligations.

“(3) All moneys of the Seeretary not otherwise em-
ploved may be—

*“(A) deposited with the Treasury of the United

States subject to withdrawal by the Seeretary, by

check drawn on the Treasury of the United States

by a Treasury dishursing officer, or

o), 47-011—0
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“(B) with the approval of the Sceretary of the
. Treasury, deposited in any Federal Reserve bank, or
“((") with the approval of the Seeretary of the
Treasury, and by authorization of the Sceretary,
used in the purchase for redemption and retiremeat
of any notes, debentures, bonds, or other obligations
issued by the Seeretary, |
*SEC, 458, DEFINITIONS,
“As used in this part—
“(1) the term guaranty ageney’ has the same
meaning given that term by section 435(j): and
“(2) the term ‘institution of higher education’
means any cligible institution deseribed in section
481 which has demonstrated administrative eapaeity
to carry out the provisions of this part.”.
SEC. 452, AMENDMENT ‘U’ WIND-DOWN THE STAFFORD
STUDENT LOAN PROGRAM.
Section 428(a)(5) of the Act is amended to read as
follows:
“(H) DURATION OF AUTHORITY.—The pertod
referred to in paragraph (1)(B) of this subscetion
chall begin on the date of enactment of this Aet and

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

o
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SEC. 453. ADMINISTRATIVE EXPENSES.,

poy

Part G of title IV of the Act is amended by adding
at the end the following new section:
‘““AUTHORIZATION OF APPROPRIATIONS FOR
ADMINISTRATIVE EXPENSES
“SEC. 492. There are authorized to be appropriated
such sums as may be necessary for fiscal year 1992 and

for each succeeding fiscal year thereafter for administra-

O &0 3 O v & W BN

tive expenses necessary for carrying out this title, includ-
ing expenses for staff personnel and compliance activi-

ties.”.

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

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

2. In section 452, the technical amendment penmits institutions or consortia of institutions to
usc a designated lending agent to carry out their responsibilities for originating direct Ioans.

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

4. In section 454, the technical amendment conforms the unsubsidized loan intcrest rate to
the current SLS and PLUS rates by capping the rate at 12 percent.
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DIRECT LENDING
SYNOPSIS OF HOUSE COMMITTEE PRINT
September 27, 1991

The Commitiee Print for the Reauthorization of the Higher Education Act, Part D of Tille
IV, would phase in the replacement of the Statford, Supplemental Student Loan (SLS),
Parent Loans for Undergraduate Students (PLUS) and Income Contingent Demonstration
Loans with a program of direct Federal educational lending for all families. Beginning
July 1, 1994, 500 schools will be eligible to participate in the program. An additional
1,000 schoois will ts added for the 1995-96 academic year, and in 1996-97 all
institutions will be able 1o participate.

Tite bill has a number of important provisions which, in addition 10 being less costly 1o
taxpayers, will improve benelits for students with financial need. Additionally, it will
expand loan eligibility for middle income students and parents and simplify the
application p.ocess for students and institutions.

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

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

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

Perkins loan revolving funds will bacome institutional endowments to fund additionat
grants for students.

Student eligibility criteria for airect loans will be similar 10 the current SLS program,

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

Direct loans will be offerad at interest rates similar to the current GSL program, excepl
that student interest rates will not exceed 8% in the subsidized program. (Under GSL,
the rate increases from 8% to 10% in the fitth year of repayment). Neither a student
ornginaton fee (Currently 5%) nor an insurance premium {currenlly up 1o 3%) will
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The Secretary of Education will be required to offer students income-contingent,
graduated and conventional repayment plans.

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

Parent loan interest rates will continue at the existing PLUS program level. Intarest
income over cost of funds will be used, in pan, 1o toth heip offset administrative costs
and cover any defaults in the program.

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

The Secrelary of Education will receive the proceeds from Treasury sales and authorize
the funds 1o eligible inslitutions of postsecondary education.

On behalt of the government, Institutions will determine student and parent eligibility,
prepare necessary promissory noles and aliocate funds 1o students following procedures
similar to those used in the Perkins Loan Program.

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

The Secretary of Educatlon will operate the servicing aspects of the program through
compatitive, private seclor conlracts, including a contract for management of the
national direct koan data system, servicing, collection, and loan consolidation.
Instiutions will be provided a $20 per loan administrative fee each year.

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

Like GSLs, direct loans will be exempt from the Truth in Lending Act.
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September 24, 1991

RE: DIRECT LCANS
Dear Colleague:

A number of peopte have requested background material on some of the inaccurate
and misieading information recenily presented by opponents of direct fenaing.
Documents circulated by several guaraniee agencies and the Student Loan Marking
Assouiation have raised a numoer of questions. Most take their lead from Education

Secretary Alexander's June 28, 1991 letter 10 House Educanon and Labor Comminiee
Chairman 8ill Ford.

It is undarstandable that the entities that presently benefit from the Federai
subsidies in the Guaranteed Student Loan Program (GSL) would object to a proposal that
wouid ie-target billions of doliars from them to studenls and their famities as weil as
simplify the student loan process.

Lc

The savings of direct federal lending over guaranteed lending are real ana
significant. This has been contirmed bv responsible analysts in the Education
Depariment, CBO and the GAO. The estimates may be refined. but as even one guarantee

agency head recently wrote “...| am willing to concede for now that some savings wouid
accrue.”.

Direct lending would enable the Federal government to leverage private sector
dollars by paying wholesaie prices for i1ts student loan capital rather than the relail
rales now pad for GSL capital.

Some have argued that simplifying the delivery of loans 1o students wouid make
direct lending wonth doing even !f no 3avings resuited. However, expecied savings of
approximately $1.4 biltion in the first year and $6.6 billion over tour years are not
unreasonanie. These savings couid be directed to even grealer numbers of eligible
students ana ‘qeir famiiies.

While the February 1991 Kidder, Peabady & Co. repon that reviewed the ED
projections raised minor questions about the Department's esumating procedures. the
bottom line was that ... We believe (hat it is not unreasonable to project that ED can
realize 10% 10 15% p-esent vaiue savings over the life of the loans thorough sucn a
program (direct loans)..." Further. Kidder, Peaboay stated that *...ED professionals
working on this project are highly compelent. and ... a significant amount of efiont was
devoted toward the preparation of these projections... (Al of the variables we oelieve
are relavant to a comparnison of a airect ioan program 1o the current GSL program seem
10 have peen accurately incorporated in ED's projections.,..’
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To those of us who have studied direct loans. il i curious thal the Sallis Mae
document On costs indicates that such a program could resuil in revenue losses at the
state and Federal levels. Our analysis indicates that lenders interested in making loans
would no doubt invest in other areas and the so caled revenue iosses would be restored.

- There may be some modest loss. however, since a recent ED study indicates that GSL

loans are more profitable than home morigages and car loans.

Assuming, however, that the revenue loss estimates are correct on this point, the
$140 million Federal revanue loss esimated would suggest profits of about $400
miliion for the program. These profits would occur after expenses, including seven

figure compensation packages for Saliie Mae CEOs and six figure salaries tor non-profit
guarantors.

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

On June 28, 1991, Secretary Alexander sent a letter to Chairman Ford listing
three “...issues which must be examined for any direct loan program.” In a subsequent
August 23, 1991 letler 10 its network, the United Student Aid Funds stated that
“Secretary Alexander has identified with exceptional clarity and forthrightnass the
weaknesses in the proposal for direct loans. He effectively counters the specious claims
of significant savings widely praclaimed by [direct loan] proponents.*

Following are Alexander's alleged “weaknesses” of direct loans. and my
responses:

1

“The direct loan approach envisions capital raised by the Federal Govemment.
Budget sconng under the Credit Reform Act would not “count® this capilal as
budget authority or outlays, but this borrowing would still have & very direct
negative impacl. Il adds directly to the national debt. At current volume
projections, roughly $10 billion (the un:ubsidized portion of loan volume)
would have o be borrowed by the Fedeial Government in the first year, Overa
20 year period, borrowing would be between $200 and $300 billion. Loan
repaymenis woukd not be malerial for many years.*

Notwithstanding the Secretaty's concern. Credit Reform makes good sense 10 the
economists---see the CBO Dec. 1989 study and others. As one might recail from
Economics 101, loan quarantees have the same effect on the economy as direct loans. In
fact. GSL loan guarantees are listed in the President's FY a2 budget as a 100%
contingent liability of the Federal Government.--lhe same as would be its
responsibility for direct loans. Loan guarantees impact treasury bill rates vinuaily as
much as direct borrowing and loan guarantee programs are more costly overail.

Opponents of direct lending have further atiempted ‘o confuse peopie by mixing
the annual deficit with the national debt. The $10 billion dollars in loan volume
each year wouid be added to the $4 trilllon dollar national debt. If direct loan savings

were not given to students, they could be used to rediice the annual daficit--something
that really counts.
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2. Risi o the Federal Government

“The current problems in the financial indusiry clearty demonsirate the
importance of considenng risk to the Govemment in &ny new palicy venture. The
Federal direct loan option would shift all loan risk to the Federal Govemmeni,
Knowfedgeable individuals may disagree on the extent fo which the current
reinsurance rules and lender guaraniee egency due diligence reguirements
actually share nisk. but there 1s no question thal the Federal Govemment's nsk
is now less than 100%."

if the risk is now less than 100% lor GSL. one-wonders why President Bush
considers GSL capital a 100% contingent liability <. the Federal Govemment. If there is
risk. it is due to mismanagement on the part of lenders and, for the most pan, guarantee
agencies. The current program 1s not siructured 1o incur risk. The states do not
appropriate money for defauits. H azency annual defaull triggers go into effect for pan
of a year. the cost is borne by launcered Federal dotlars or siudent insurance premiums.
it one is concerned about reducing Federai risk, then one neeas lo reduce the
government's exposure to while collar cnme offered by the current sysiem. Direct
loans reduce Fede:al nsk by providing clear, simple lines of accountability.
Government servicing contracts, wih positive performance bonuses and direct
governmeni oversight, will further reouce risk. However, if policy makers believe
there shouid be some form of risk sharing in direct loans, then they and their
supporters shouid send such a proposal to Congress.

3. Management of the program

“The use of contractors for loan servicing and default collection does not in any
way reouce the complexity or enormily of the Federal adminisirative 1asks
inherent in starting up a direct loan program while at the same time winaing
down the guaranteed program and managing thal program for some considerable
period into the future. This Depariment is not currently prepared for sucn
tasks. Cur management review ol the adm -ustration of the loan programs has

mage that abundantly ctear. My new management team needs lime {0 put new
systems and proceaures in place.”

This point would make sense If one looks only at the GSL program which is widely
acknowiedgeo as unmanageaole. Perhaps that is why the repont of the Senate Govemment
Operations Commitiee. which Sen. Sam Nunn chairs. recommends that altematives to the
guarantee agency system by cc sidered,

Naturailv, the Education Ceranment is “...nct currently ready...” to manage
direct loans. The program hasn't been enacted. However. with a July 1, 1994 starl-up
date and building from existing ED delivery sysiems that have been shown 1o work,
surely direct loans can be effectively implemented under the leadership of a former
governor and university president ang a past president of the Xerox Corporation.

institutions that have studied direct lending believe that it will ease institutional
administration and serve students better. Administralive costs and possible liabililies
for nstitutions may indeed be less uncer direct iending than under GSL. accoroing to
institutional representatives who have thought this program out with great care

Financing for direct 10ans wni te handled by Treasury the same wav il raised

capnat for Sallie Mae untl 1981. That system worred. Moreover, Sallis Mae suil has
$4.8 biilion of Treasury acquire¢ caciial as an asset.

6% ’

if a college, universily or irade school can process a Peli Grant or GSL it can
handle direct loans. For the student as well as the institution. the application process
would work much like the Pell Grant program. Students would 8ign promissory notes
that the Institution wouid forward 1o its sesvicing agent. The opportunity for error
would be considerably lass than that of the complicated GEL program and the simpicity
of the operation would reduce overall institutional costs.

Indeed. direct loans promise a8 number of signiticant operational advantages 10
institutions:

..-Fewer disgruntied students: fewer students unaware of who holds their loans:
fewer students with mulliple tenders;

---Elimination of complicates GSL overaward procedures;

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

...improved cash-flow:
---Elimination of financial aid transcripts;
---Elimination of mulliple guarantee agency forms and rules.

The Education Deparimeni has done a good job of managing student loans with
contractors for the Peli Grant and campus-based programs. Direct loans are in no way
comparabie 1o the old FISL guarentee program and the Depariment has deveioped
considerable expertise in collections over the years, In fact, the current Deputy
Assistant'Secretary for Student Assistance recently indicated that ED can do & baetier job
of coilection on defaulied loans than guaraniee agencies.

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

Funther, the reauthorization ot the Higher Education Act wili comblete the task of
removing unscrupulous schools from the student aid programs with changes in
institutional eligibility requirements.

In addition to the Secretary's objections, listed above. an added argument arainst
direct loans is that trade schools will use them to increase tuition. Whalever one s view
about that. there can be no ditlerence between GSL and direct loans on that point. The
Adminisiration has proposed increasing loan limits for the GSL program. |f there is an
incentive to increase luition artificially it would be the same with either program,
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Aruitoxt provided by Eic:

Finally, some have predicted phase down problems with the guarantee program.
Cenainly, ienders will want their clams paid on outstanding loans and will, therefore,
perform due diligence. Guarantee agencies will be suppiied an administrative allowance
based on outstanding loan volume 10 assict in the process. As the HEAF problem
demonsirated, loan guarantees can be transferred. A shakedown 8mong guarantee
agencies is widely expected in the near future, even it the direct loan program is not
enacted.

Ulimately, ienders participate in the GSL program because it Is profitabla. In
the transition from GSL to direct foans. one must assume the same economic process
would continue. [t is hard to accept the usual “sky is failing” cry that we have heara so
many limes before from the advocates of traditional lenders. In any case. higher
education does business with the ienoing industry in a vanety of ways: one wouid hooe

that. dunng a transition, a spint of cooPeration would prevail from corporate
boararooms.

With a July 1, 1934 start date for direct Jending and the phase in plan provigeg a
smooth transiiion is possible.

Direct loans offer a wonderful opporiunily to turn the corner on the 1980's
decnne in suppof for students and families. One wouid hope that the lending industry
will recognize the social benelits of direct loans and offer thair support while tinding

other investment opportunities and pariicipating in the servicing and support funclions
of direct lending.

Sincerely,

(bt E sbopd

RCBERT E. ANDREWS
Member of Congress
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TIIE PROPOSAL FOR DIRECT LOANS: AN UNEASY CASE

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

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

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

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

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

Direct Lending Will Not Simplify Loan Adminijstration

While at first blush direct loans may appear to be simpler to administer
than guaranteed student foans, there is, on further reflection, no support for this
assumption. The direct loan program would necessarily involve the development
of a complex system of funding mechanisms, none of which currently exist, and a
vast increase in the administrative (and cost) burden for schools. Direct lending
would have to he administered through a massive federal data system that would
dwarf, in size and complexity, the often promised but as yet unimplemented
National Student Loan Data System. As proposed, direct loan allotments would
be disbursed to schools through a funding channe! that begins at the Federal
Treasury and ends 21t the financial aid or business offices of more than 9,000
schools or their lending agents. Schools would have to request funds jn an
application submitied well in advance of the commencement of each school year,
based on the estimated need of their students, and disburse funds directly or
through agents tc each student individually via check or credit to their account.
The efficient delivery of loan funds would be dep.ndent on the centralized
federal data sysiem and its ability to successfully i.teract with funding agents
and intermediaries in order to deliver loan dollars to schools. Following each
transaction involving the school would be a comprehensive audit trail that would
bave to account for the loan fund whether managed by an agent or directly,
track full and partial loan cancellations to borrowers who never enroll or leave
schoo! early enough to qualify for a refund, and serve as back up for the funding
requests made to the federal government. Schools that did not initially receive
sufficient funds based on their estimates would have to reapply to the federal
government for additional allotments in the bope that these funds would be
made available in time to meet the needs of students. Students that enroll at
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less traditional times, such as those attending schools with trimester systems, or
those undertaking independent programs, would be especially exposed to delay
as would those students whose need for financial aid did not arise until after the
start of the school year.

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

today under the current system, and they will still be held accountable for loan
defaults.

Students Could Not Rely on_the Availability of Djrect Loans

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

When direct loan funds are not delivered when needed, schools will have no
choice but to, in effect, provide the necessary interim student financing from
their own resources. Students attending schools that cannot provide this "float”
will be unable to meet their educational costs and may have no choice but to
withdraw.

Direct Lending Will Increase the Administrative and Financial Bitrdens on
Schools

There can be little douht that the administrative burder (and expense) for
schools will increase dramatically under a direct loan model. Today some
schools may have to deal with a large number of guaranty agencies on a regular
basis and occasionally uirectly with loan holders, but their interaction is, as a
rule, limited to supplying current information as to whether the borrower is still
enrolled in school. Under direct lending, schools will still have to report
borrower status and other information to perhaps a large number of government
collection contractors, as well as the government itsell, who will be attemnpting to
respond to borrower inquiries. In addition, of course, schools will be responsible
for the opening of “teller windows” to deliver funds to students; executing
promissory notes; issuing checks to students; maintaining student loan records,
including the safe-keeping of promissory obligations, in accordance with federal
requirements; ensuring that in making loans they are in compliance vith local
consumer protection laws; complying with all federal regulations and other
issuances governing their administration of the lean program; and preparing for
extensive federal audits and reviews of their operations. This is in addition to
the loan counseling and eligibility determination responsibilities they perform
under existing program rules. Schools will be stepping up for these
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responsibilities based on the promise of a flat-fee administrative allowance from
the feder2] government, unrelated to the actual costs they incur, Given the
checkered history of the Government in meeting its obligations to fund such
allowances for other aid programs, including the GSLP, and the extent and
potential price-tag of their administrative duties, there is no assurance that such
an allowance will either cover the costs of schools er be available to them in a
consistent and timely tnanner.

Direct Lending Will Not Provide Schools With More Freedom or Control Over
Student Lendin

While the direct loan program necessarily shifts burdens and risks
currently borne by others to the schools, the schools will receive little, if any,
offsetting benefits in the form of additional control and discretion. The rules
governing the eligibility of students and parents, the amnunts they are entitled to
borrow, the needs to be met, the repayment terms, the timing of disbursements
to borrowers, the processes and record-keeping to be employed, will all be
determined by federal rules as is the case today in the GSLP. On the other
hand, the amount of federal oversight required to monitor the direct use of
federal funds and its collection can be expected tv ve an order of magnitude
increase over the GSL. This follows from the fact that, while financial
institutions are subject to independent oversight by financial regulators, there
can be no such reliance when loans are made by schools -- the Department of
Education will have to assume the role of financial and program overseer. Given
that the GAQ, the Inspector General, Members of Congress, and others have
been pointing to a need for increased nionitoring of federal financial assistance
programs, it can be expected that the Department of E " 1cation will be required
to commit itsell to the adoption of strict oversight poticies and pror .res
commensurate with the increased financial and administrative responsibilities
assumed by schools in direct lending. Accordiugly, colleges and universities may
well find the oversight, review, and auditing procedures that will necessarily be
instituted by the Federal Government to be time consuming and costly,
occupying considerable staff time of financial aid and business offices. Building
on recent trends, it could alsc be expected that the heavy presence f a federal
regulator (or its agent) might ultimately lead to unwanted federal ir. ~rlerence in
traditional areas of institutional jurisdiction such as admission standai ds,
allirmative action, tuition charges, and the packaging of financial aid.
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Direct Loans Place Schools at Financial_Risk

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

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

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

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

One of the inherent advantages of the Guaranteed Student Loan Program
and its reliance on the private sector to supply capital and perform critical
functions is the benefits derived from competitive market forces. The interplay
of these forces results in the continual development of products and services
designed to enhance the quality of loan administration. Loan servicers, lenders,
secondary markets, software developers, and guaranty agencies are among those
who are spurred by the competitive pressures of the marketplace to develop and
maintain quality products which deliver increasingly efficient services to schools
and student<. In recent years, for example, these partners in the GSLP have put

" on the market: laster, less paper-oriented ways to deliver funds to students and

schools; automated, overnight loan guarantee systems; debt management
software packages; sophisticated, desk-top loan origination and management
systems for lenders and schools; automated, dial-up loan inquiiy systems for
students and schools; advanced collection techniques; and servicing systems
capable of offering borrowers a wide range of repayment options. Experience
tells us that this type of competitive strive for quality is the exception rather
than the rule in centrally administered federal systems. Rather than taking
advantage of the diversity of the marketplace and the full capacities of service
providers, federal contracts generally force all providers to a middle-ground,
where minimum contractual standards are met and federal cost limitations are
paramount. There is little incentive for a federal service provider to develop
expensive systems or innovative new technigues, when there is no assurance that
an existing contract will be renewed (typically in a two- or three-year cycle) and
when low cost is generally given precedence over imagination or resourcefulness.
In setting qualification standards, the federal government will have to be carefu!
not to raise its standards too high, or it will risk not having enough bidders to
keep the price in line. The end result of such a move away from the private
sector will almost certainiy be a diminution in the level of customer <trvige
reccived by schools and students and a dampening of provider willingne s to
perfect their products.

T

Direct Loans Will Tend to Further Undermine the Integrity of the Student Loag
Program

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

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

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

benefit of information on program quality supplied by impartial sources, such as
‘he lender or guaranty agency.

Ve

THE REAL COSTS OF DIRECT LENDING:
A COMPREHENSIVE ANALYSIS

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

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

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

* Taking all expenditures of taxpayer funds into account, the total

costs to the government of the first year of direct lending will be

$159 million more than the cost of a comparable amount of
guaranteed loans.

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

* The government will not begin to save any muney as a result of
direct lending until at least Fiscal Year 2007 and, even then, the
savings will be minimal.
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TO DATE, ANALYSES OF DIRECT LENDING HAVE UNDER-STATED THE

COST OF DIRECT LOANS

»

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

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

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

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

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

SCHOOLS WILL NOT BE ADEOUATELY _REIMBURSED FOR THE COSTS

THEY INCUR IN MAKING DIRECT LOANS

3

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

Once they are operationally rcady to deliver direct loans to students,
schools will find that their costs of originating direct loans will be
up to three times greater than the $20 per loan the government
proposes to reimburse them for their services -- this means that
schools will be spending as much as $120 million each vear out of
their own pockets to cover the costs of making direct loans, in
addition to the costs they will incur for their other administrative
duties under a direct loan program.

4

Schools will be expected to shoulder the risk for any loans that are
not made in strict compliance with federal standards and to

reimburse the U.S. Treasury for loans that are not properly
originated.

[



Student Loan Marketing Association
GSLP Program vs. Direct Lending Program Cost Comparison
$9 Billion Loan Cohort

(present value dollars in millions) (1)

Budget Year — FY 1992 GSLP Better/(Worse)
GSLP | DIRECT LOAN Than DLP
I. Subsidy Costs:
Origination Fees $ 391
Reinsurance Fees 15
Stated rate/Special allowance (1,704)
Defaults less collections (1,052
Interest income $ 1,822
Principal payments 3,821
Collections 524
New funds (2) (7,350)
Total subsidy costs: ' (2,350) (1,183) $ (1,167)
Il. Administration Costs:
w ACA (63)
o Tax revenue offset 189
Administrative expenses (89) (171)
Origination/Servicing fees {608)
Collection fees (269)
Total administration costs: 37 (1,048) 1,085
lll. Other Gove.nment Costs:
Additional cost of funds (63)
USDE lender of last resort (96)
USDE systems (82)
Total other costs (241) 241
TOTAL GOVERNMENT COSTS | (2,313) $  (2472) 159 |
IV. Servicer/School Costs:
School/servicer capital costs (459)
Contractor loss liability (29)
Total servicer/school costs (488) 488
TOTAL PROGRAM COSTS | (2,313) (2,960) 647 |
7 (; (1) Cashflows discounted at 6.3% (7 yr. reasury note projected rale) 7 ?

(2) Cashflowis net of origination fee (5%) a 'd guarantes fee (1.6%)




Issues for Consideration

We encourage your consideration of these issucs. You may wish to consull with
institional leadership, your business office, and any other interested institutional personnel.
Questions have been categorized into operational or policy arcas. Where possible, the
section numbers of the draft legislation have been included for your reference.

Operational Issues

1. Scction 451: The language in section 451(d) stales thal *'An instilution whose
application has been approved by the Secretary undcr section 452(b) shall be deemed o
have a contractual obligation from the United States for making the payments specified in
that application.” s this an open cntitiement covering all cligible students, or only for the
amount specified on the application?

2. Scclion 451: Pursuant to scction 451, the Sccrelary is required to make jnitial payments
available to institutions by July | of the academic year which begins afier thal date,
Additionally, as part of the application that must be submitted to participate in the program,
1HEs must estimale the needs of the students at their institutions. The initial payments (o
THEs will be based on these estimatcs. Assuming that the deadline for submitting these
cstimates will need to be well before April 1 (when the Secretary must issue bonds to
finance the program pursuant to section 457), will IHEs be able to accurately estimate their
need for loan funds, especially in light of the unsubsidized loans which parents may borrow
to replace EFC?  From the draft bill description, it is unclear whether or not schools will
have an opportunity to adjust their funding requests later in the ycar. Should more dctail
be provided, or should we assume that the Department will accommodate this in
regulations?

5. Scction 452: In licu of reimbursement for its cxpenses in administering its student loan
program, IHEs arc cntitled to a payment in accordance with scction 489 OR an amount
cqual (o $20 per academic year for cach student enrolled in that 1HE who receives a loan.
(These payments are also cstablished as an entitlement). s $20 a reasonable payment for
an instituion? Could your institution participale withou: the fee? Schools will obviously
have some additional administrative responsibilities under a divect lending program as well
as being relieved of other administrative tasks. In comparing these responsibilities, do you
fecl that this will be more work or less work for your institution? Do you have adequate
staff to carry this out or will your school have to add additional resources?

6. Section 452: In section 452(b)(3) it states that *'the nole or evidence of obligation on
tht loan shall be the propenty of the Secretary and that the 1HE will act as the agent for the
Sccretary ONLY for the purpose of making loans under this part.”' Where docs
institutional liability begin and where does it end in this process? If a loan was impropery
originated or fails to include a required statement or signature, is the schooi liable for it
until it is resolved? Will ED have the authorily to disable any incomplete or improper
loan? How will these decisions be made and how will differences be reconciled?

7. Scction 453: Should there be a provision to preclude ‘students who are near the
maximum aggregate loan limits in the pait B programs during the phase in of the direct
loan program from borrowing under new aggregate limits? Will schools be responsible for
monilcring both the annual and cumulative loan limits or will this be check oy ED? will
schools be jequired to inlerface with the separate data System required by proposed section
4567 How will this work for transfer students if it is not done centrally?

8. Section 456: Since institutions will have primary responsibility for administering the
dircct loan program, is it logical to assume that they will be subject to more extensive

L\*)’ 3. Scction 451 1t appears that the Janguage in the bill does not provide for subsequent auditing requirements than under current law? What wili thesc he? What additional costs
payments o institutions if their estimates arc incorrect except in section 451(c)(2) where it related to such audits could schools anticipate?
states thal “'Payments of entitlements by the Sccretary under this part shall be made
promptly."* Is this provision adequate to cnsure that IHEs will have the funds they need to
administer the program? Institutions may perceive 'promptly’’ 1o incan prior to Broader policy questions
disbursement.  Will the Treasury or ED be motivated o provide this assurance or will
curent ¢ntract reimbursement procedures be followed, which usually does not insure 1. IHEs initially selected to participate would be allowed to provide students with larger
payment  atil 30 to 45 days afier the expensc has been incurred? If 1HEs arc given oniy louns that would a non-participaling school. Inciusion of these higher loan limits assume
onc opportunity to receive funds, will this be an incentive to grossly overestimalc need? that the participating school will no lunger be able to make Perkins loans. Will all non-
Given the multiple disbursement requirenient in section 454(d), the bill does not specify panticipating schools have enough Perkins and Stafford funds tc match the aid packages
what portion of the total esumated (or actual) need for funds IHEs will receive as an initial offered by a participating school? If not, does this creale problems of equity in trying to
payment.  Should this be specified in the statute? 1f 1HEs receive the estimated amount package student ald?
needed for the cnlire academic year as an initial payment, what is an 1HE (o do with the
year's loan funds prior (o subscquent student disbursements? s it likely that the Treasury 2. In the event that the direct lending program becomes inoperable, are adequate safeguards
would wint 1o advance all of these funds to schools up front? If nol, how will the funds provided that would allow the GSL program 10 conlinue operating with assurances that all
flow to the school? panticipating institutlons would have access to such funds for tneir swdents?
4. Sectioi. 452: The Secretary shall establish the application deadiine dates and 3. Is it reasonable to assume that all currently participating in the GSL program can
information or the application to ensure the correctness of the institution of higher administer a direct loan program? If schools are the direct recipicnts of funds, will this
cducation’s (IHE's) esimated need for funds. What constitutes '*correctness'™? If the impact their pricing policics?
Sccretary disagrees with the institution's estimate of need, could he/she approve a lower
amount? - Do schools have any ability to appeal? What information would a school provide 4. Many icnders do provide borrowers with a number of services. In addition, many of
to justify its request? the 1-nders also help to cover costs for schools with their informational and counseling

materials.  Will this impact your operations? Can you provide these services to students?
7N
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5. During the phasc-in of the program, there has been concem that decreased volume may
negatively impact the currently participating entitics. Will lenders continue to participate?
If not, will this impact schools who are not initially selected to participate in the direct
lending program? Will guaranty agencies be able lo continue their operations without
interruption or will we see many of them becoming insolvent similar Lo the phase-out of
HEAF? 1f a guaranty agency has to be shut down before the direct lending program is
fully operational, who will be charged with fulfilling their rle? Will schools in these siates
he assured of conanued service and access to GSL? Will the changes have any impact
upon current holders of notes, including letter of credit agreements. and other secondary

market operations? Is ED willing and able lo cover these possibilities so as to insure an
orderly transition?

6. How might the political alliances be affected if some participants in thc GSL Program
are climinated?
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