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r EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENTAND BUDGET 

WASHINGTON, D.C .. 20503 

THE DlflECTOR· 
· February 6~ 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill s~ 1762 - Student Loan Inten~st Rate Amendments 
Sponsors - Sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

F ebruaiy 11, 2002 - Monday 

Purpose 

(l)·Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made th~reafter; and " . . 

(2) permanently extends theavailapility to lenders of special allowance payments on these loans 
· based on separate lender interest rate formulas.· 

Agency Recommendations 

Office of Management and Budget·· 

Department of Education 
Department ofJustice 
Department of the Treasury 

Discussion 

Approval 

Approval . 
No objection (Informally) 
No objection (Informally) 

The Federal Government dperates two major higher education loan programs for students 
arid their p·arents: (1) the Fed~ial Family Ed.ucation Loan(FFEL) pi:ogran1, under which private 
lenders:make student loans (guaranteed stuqent loans); and (2)the Federal Direct Student Loan 
(FDSL) program, under which the Government provides loan funds directly to students, through 
their.schools .. Underthe FFEL program, private lenders provide loan capital and the Federal 
Govetnnient pays interest subsidies to lenders for certain borrowers and guarantees loan 
r~payment Types ofloans avaiiable include: (1) subsidized and unsubsidized Staffordloans to 
students; (2)PLUS loans for parents; ari.d (3) consolidated loans that allow borrowers to combine 
existing studentloans. . · 



r 
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Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P.L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 

·would no longer receive quarterly ·special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 · 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulasthat govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subjectto the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that .S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to. be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year.period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that · 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

1{AC~,~ 
Mitchell E. Daniels, Jr. 
Director 
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THE SECRETARY OF EDUCATION 
WASHINGTON, D.C. 20202 

Honorable Mitch Daniels, Jr. 
Director 
Office of Management and Budget· 
Washington, DC 20503 · 

Dear Mr. Daniels: 

January 29, 2002 

. I am writing in response to your request for the views of the Department of Education on 
enrolled blll S. 1762, a bill 11To amend the Higher Education Act of 1965 to establish fixed 
interest rates for student and parent borrowers, to extend current law \1;ith respect to special 
allowances for lenders, and for other purposes." I· strongly support this enrolled bill, and 
recommend that the President approve it · 

' . . . 

S. 1762 would extend a provision, due to expire July 1, 2003, that sets the special allowance 
rat~s paid to lenders on the several types of loans available under the Federal Family Education 
Loan (FFEL) prograin. The current provision bases those rates on a short-terrri:, commercial 
paper rate, consistent with the rates at which lenders obtain capital. The extension .of this 
provision is needed because the impending expiration hinders lenders' ability to raise capital for 
new student loans, jeopardizing future student loan availability.. · ' 

The enrolled bill would also establish fixed student loan interestrates, effective July 1, 2006, of · 
6.8 percent, 7'.9 pe1cent, and the lesser ofa weighted average or 8.25 percent, for subsidized and 
unsubsidized student loans, parent loans, and consolidation loans, respectively, under lbe FFEL 
and Wi1lian1 D. Ford federal Direct Loan programs. 

There is strong bipartisan support in Congress to address the special allowa.-ice issue now, and, 
with the enrolled bill's inclusion of the interest rate provision, there is universal agreement within 
the higher education community regarding this extension. Moreover, the .enrolled bill would 
head off a potential crisis in the·FFEL program and would offer students and their parents fixed, 
low rates on student loans .in the future. · 

For these reasons, I recommend that the President approve the enrolled bill, S. 1762: 

'-· - _,, ____ .i.t..- .. -L. ........ 11.L.- ~,_.;,. .. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 
f\, 
i >·, 

THE DIRECTOR 
February 6, 2002[) 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

( 1) Extends current student loan program borrower interest rate formulas through 
June' 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Government operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Government provides loan funds directly to students, through 
their schools .. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine . 
existing student loans .. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students ahd parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P.L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003; the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments~ 

The Department of Edw;:ation and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. · 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7 .9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of$8.2 billion 
between FYs2002 and 201 L The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conelusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that · 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

0AC~,~ 
·Mitchell E. Daniels, Jr. 
Director 

Enclosures 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

ACTION I CONCURRENCE I COMMENT DUE BY: 2··7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762 - STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT 21' D HAWKINS c:( D 

CARD fl D HUBBARD b2' D 

BARTLETT r/ D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND .~ D LINDSEY ~ D 

CALIO 121 D MIERS D ~ 
ri ~ 

CONNAUGHTON D RICE D D 

DANIELS ri D RIDGE D D 

FLEISCHER ll1 D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

GONZALES r;i D CLER.k(; 
' 

HAGIN D D OTHER 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday,, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENTAND BUDGET 

WASHINGTON, D. C. 20503 

THE DIRECTOR 
February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: ~ Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - Sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

(1) Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 

" 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Government dperates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Government provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. ', 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the.Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate of return 
on their loans, thus ensuring lender participation in the program. 

The most re.cent reauthorization of the HEA in 1998 (P .L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the.interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the sayings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

, We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. · 

Enclosures 

1)AC~/) 
Mitchell E. Daniels, Jr. 
Director 
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Bills -Received at the White House 

Date received and 
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Last dlay for action: 2/11/2002 

Official Title 

S.1762 An Act to amend the Higher Education Act of 1965 to 
establish fixed interest rates for student and parent 
borrowers, to extend current law with respect to special 
allowances for lenders, and for other purposes. 5D5 'i G·7 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762- STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI 

VICE PRESIDENT v/C rf 0 

CARD .,._,, fl 0 

BARTLETT ~ 0 

BLAKEMAN 

BOLTEN 

BRIDGELAND 

CALIO 0 \(___ 

CONNAUGHTON 

DANIELS 

FLEISCHER 

GERSON 0 

GONZALES f\J(./· r;/ 
HAGIN D 

RE.MAR:KS: 

D 

D 

D 

D 

D 

D 

D 

D 

D 

D 

ACTION FYI 

HAWKINS 

HUBBARD 

HUGHES 

~ D 
rz' D 

~ D 
IRASTORZA [] 

JOHNSON D 
LINDSEY dJL- ~ 

MIERS 0 

RICE 0 

RIDGE 0 

ROVE N ~ '2'° 
SPELLINGS () K--~ 
CLERK 

OTHER 

D 

D 

D 

D 

D 

if 
D 

D 

D 

D 

~ 
D 

Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: -.. =7 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



THE DIRECTOR 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - 'sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

'(1) Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 
/ 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Governrnent operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Governrnent provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Governrnent pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types of loans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3)consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay· below market interest rates', and 
the Government provides certain payments to lenders depending upon the type of loan and status 
ofthe student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofretum 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P.L. 105-244) and the Ticketto 
Work and Work Incentives Improvement Act (P .L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 

· rates for new borrowers and lenders will change. The index scheduled to take effect is tobe 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. l 762 would affect direct spending; therefore, it is subject to the pay,..as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolid!lted after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a pot,ential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

f;liC~r? 
Mitchell E. Daniels, Jr. 
Director 
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SS/ RM NO; 505467 

·WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762 - STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE .PRESIDENT rf D HAWKINS c( D 

CARD ~ D HUBBARD ~ D 

BARTLETT r# D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND ill D LINDSEY "· D 

CALIO Ill D MIERS D ~ 
CONNAUGHTON ri D RICE D D 

DANIELS ri D RIDGE D D 

FLEISCHER ll1 D ROVE ~ D 

· GERSON· D D SPELLINGS ~ D 

GONZALES r;i D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

THE DIRECTOR 
February 6~ 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - 'Sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

(1) Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Government operates two major higher education loan progi:ams for students 
and their parents: (1) the Federal Family Education Loan (FFEL) progi:am, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) progi:am, under which the Government provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the _Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. , 

The most recent reauthorization of the HEAin 1998 (P.L, 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106.:170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. · 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 

\ Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 

-2-



Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would. 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 17 62, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

VW<~,J 
Mitchell E. Daniels, Jr. 
Director 
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'• 
SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6~02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S; 1762 -STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT rf -D HAWKINS rr D 

CARD ~ D HUBBARD bA' D 

BARTLETT rl D HUGHES ~ D 

BLAKEMAN D D IRASTORZA .D D 

BOLTEN ri D JOHNSON D D 
' 

BRIDGELAND rl1 D LINDSEY ~ D 

CALIO Ill D MIERS D 'if 

CONNAUGHTON ri D RICE D D 

DANIELS·. ri D RIDGE D D 
/ 

FLEISCHER ll1 D ROVE ~ D 

GERSON D ) D SPELLINGS ~ D 

GONZALES ~ D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

February 6, 2002 ·~· ..... .; ~-:~ ;- s· . ·.;: '> ·-, 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

(1} Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special aUowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department ofEducation 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Government operates two major higher education loan programs for students 
and theirparents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders mctlce student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Government provides loan funds directly to students, through· 
their schools. Under the FFELprogram, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types of loans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 

- -!L '· 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type ofloan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, ~bus ensuring lender participation in the program. 

The most recent reauthorization ofthe HEA in 1998 (P.L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable, 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEAto specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7,9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 17 62 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FY s 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S.1762~ Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

~('~,~ 
Mitchell E. Daniels, Jr. 
Directm 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFINGMEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO -S. 1762 - STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT rf D HAWKINS rr D 

CARD . rj D HUBBARD ~ D 

BARTLETT r/ D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND Ill D LINDSEY ~ D 

CALIO ~ D MIERS D ~ 
CONNAUGHTON ri D ·RICE ·o D 

DANIELS ri D RIDGE D D 

FLEISCHER il1 D ROVE l;l" D 

GERSON D D SPELLINGS ~ D 

GONZALES r;i D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc fo the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT.AND BUDGET 

WASHINGTON, D.C. 20503 

THE DIRECTOR February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Emolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 ~Monday 

Purpose 

( 1) Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availl,lbility to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office ofManage1nent and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Govermnent operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Stud~nt Loan 
(FDSL) program, under which the Govermnent provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types of loans available include: {l) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by ameriding the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. · 

The most recent reauthorization of the HEA in 1998 (P .L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs thatotherwise would expire on July 1, 2003. 
It wpuld amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7 .9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it-is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 17 62. Education notes that 
. e?Ctending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

1{AC~,~ 
Mitchell E. Daniels, Jr. 
Director 
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S~i/ RM NO. 505467 

WIDTE HOUSE STAFFINGME1\'IORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762 ·STUDENT LOAN INTEREST RATE 

Subject: AMENDMENTS 

ACTION. FYI ACTION FYI 

VICE PRESIDENT 21' D HAWKINS rf D 

CARD ~ D HUBBARD r;r D 

BARTLETT rt D HUGHES ~ D 

BLAKEMAN D D IRAST'ORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND ~ D LINDSEY ~ D 

CALIO Ill D MIERS D ~ 

CONNAUGHTON ri D RICE D D 
\ 

DANll!LS ~ D RIDGIE D D 
\ 

\ 
····-D. '1" D 

FLEISCHER ROVE 

GERSON D D SPELLINGS ~ D 

GONZALES ri D Cb.ERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
.Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
FPhr11arv 7. 2002 bv 10:00 a.m., with a cc to the Staff Secretary. Thank you. 
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SS/ RM NO. 505467 

WHITE H,OUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S .. 1762 - STUDENT LOAN INTEREST R~TE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT rf D HAWKINS rr D 

CARD r;t D HUBBARD ~ D 

BARTLETT ~ D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND , ill D LINDSEY ~ D 

CALIO ~ D MIERS D ~ 
CONNAUGHTON ri D RICE D D 

DANll!L8 ·:' D RIDGE D D 

FLEISCHER D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

GONZALES r;i D Cl:..ERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON; D.C. 20503 

THE DIRECTOR 
February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Emolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - 'Sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

( 1) Extends current student loan pro gram borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on sep~rate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 
I 

Department of Education 
Department of Justice 
Department of the Treasury 

. Piscussion 

Approval 

Approval 
No objection(Informally) 
No objection (Informally) 

The Federal Government operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Govemment provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized ai1d unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P.L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P .L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requites annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change, The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for 0PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FY s 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The netincrease in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders 
in the FFEL program. OMB agrees with CBO's estimates, 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that 
·extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recomm_ending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

\ 

1)AC~,) 
Mitchell E. Daniels, Jr. 
Director 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFINGMENIORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMJ:NT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO· S.1762 ·STUDENT LOAN INTEREST RATE 
Subject:. AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT rI D HAWKINS cf' D 

CARD fl D HUBBARD r;Z D. 

BARTLETT r/ D HUGHES \ ~ D 

BLAKEMAN D D IRASTORZA D 0 

BOLTEN ri D JOHNSON D D 

BRIDGELAND ~ D LINDSEY rl D 

CALIO Ill D MIER:S D ·~ 
CONNAUGH;U»J -~ D RICE D D 

DANIELS D RIDGE D D 

FLEISCHER ll1 D ROVE: ~ D 

GERSON D D SPELLINGS ~ D 

·GONZALES ri D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762 - STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT rf D HAWKINS c( D 

CARD rj D HUBBARD ~ D 

BARTLETT r/ D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGELAND ~ D LINDSEY ~· 
~ D 

CALIO 121 D MIERS D ''if 
CONNAUG~ ~ D RICE D D 

DANIELS D RIDGE D D 

FLEISCHER il1 D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

·GONZALES ~ D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you.-

. RESPONSE: 

Harriet E. Miers 
Assistant to the President 

a11d Staff Secretary 
Ext. 62702 



THE DIRECTOR , 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday· 

Pumose 

- .. ., .. , ', .. - ~ 

(1) Extends current student loan program borrower interest rate form~las through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval . 
No objection (Informally) 
No objection (Informally) 

The Federal Government operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan {FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Government provides loan funds direcdy to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for p'arents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P .L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P .L. 106-1 70) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in · 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value ofthe savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees ·with CB O's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 17 62. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." ·According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. · 

Enclosures 

1MC~,~ 
Mitchell E. Daniels, Jr. 
Director 
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SS/RM NO. ,505467 

WIDTE HOUSE STAFFINGMEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762 -·STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT rf D HAWKINS rf'. D ,,, D 
~ 

CARD HUBElAliD ··y D 

BARTLETT r1 D HUGHES r;t D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND ~ D· LINDSEY ~ D 

CALIO ~ D MIERS D ~· 

CONNAUGHTON ri D RICE D D 

DANIELS ri D RIDGE D D 

FLEISCHER rl1 D ROVE '1" D 

GERSON 0 D SPELLINGS ~ D 

~ONZALES ri D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
Februarv 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO - S. 1762 - STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT ~ D HAWKINS c( D 

CARD ~ D HUBBAliQ --y D 

BARTLETT rt D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 
' 

BRIDGELAND ill D LINDSEY ~ D 

CALIO 121 D MIERS D 'if. 

CONNAUGHTON ri D RICE D D 

DANIELS ri D RIDGE D D 

FLEISCHER ll1 D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

~ONZALES ~ D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by .10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND. BUDGET 

WASHINGTON, D.C. 20503 

r- -

THE 'DIR ECTOR 
February 6, 2~02 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Emolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - 'Sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

(1) Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 

~ .. -,:;: t:b 

(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on .separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Govermnent operates two major higher education loan programs for 'students 
mid their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make .student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Govermnent provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital ~nd the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to' 50 basis points) to provide a guaranteed rate of return 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P.L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for ne;w borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
riot be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEAto specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
· interest rates that lenders earn in the FFEL program. · 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

. The Department of Education recommends approval of S. 1762. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED .in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 3 72-3. 

Enclosures · 

1{A(1~,) 
Mitchell E. Daniels, Jr. 
Director 

-3-
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SS/RM NO. 505467 

WlllTE HOUSE STAFFINGMElVlORANDUM 

Date: 2-6-02 
ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-0210:00 am 

ENROLLED BILL MEMO· S.1762 ·STUDENT LOAN INTEREST RATE 

Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

E# 5i> rr 
VICE PR!!S'fDEN I 0 HAWKINS 0 

CARD r/ D HUBBARD r;r D 

BARTLETT r1 D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND ill 0 LINDSEY gt 0 

CALIO ~ 0 MIERS D ~ 

CONNAUGHTON ri D RICE 0 0 

DANIELS ri D RIDGE [] 0 

FLEISCHER ll1 0 ROVE: '1" D 

GERSON 0 D SPELLINGS ~ D 

GONZALES ri D CLERK D lil" 
HAGIN D D OTHER D 0 

REMARKS: Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff St!cretary. Thank you. 
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SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION/ CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO -S. 1762 -STUDENT LOAN INTERESl RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE P R'E'SrO'E'r'JT 
::: )' D HAWKINS rr D 

CARD ~ D HUBBARD ~ D 

BARTLETT r/ D HUGHES rZ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND ~ D LINDSEY ~ D 

CALIO Ill D MIERS D ~ 
CONNAUGHTON ri D RICE D D 

DANIELS ri D RIDGE D D 

FLEISCHER il1 D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

GONZALES ~ D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

THE. DIRECTOR 
February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Emolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen: Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

(1) Extends current student loan program borrower interest rate formulas through 
_June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management an~ Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Government operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Government provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type ofloan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate ofreturn 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in 1998 (P .L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P .L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in.both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3Ythe lesser of the weighted average ofthe interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL pro gram," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

1{;1C~r~ 
Mitchell E. Daniels, Jr. 
Director 

-3-



SS/ RM NO. 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2:..5.02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 

ENROLLED BILL MEMO- S. 1762 - STUDENT LOAN INTEREST RATE 
AMENDMENTS 

~ 

Subject: 

.. ,, .. ll') t:::~=;:~ ~; PM2~4·~·~1 

ACTION FYI ACTION P,.,.,;:.; FYr ~ 

VICE PRESIDENT rf D HAWKINS rr D 

SI ;> ~ CARD D HUBBARD o· 
BARTLETT ~ D HUGHES g D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND ~ D LINDSEY ~ D 

CALIO IZ1 D MIERS D ~ 
CONNAUGHTON ri D RICE D D 

DANIELS ri D . RIDGE D D 

FLEISCHER· ll1 D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

GONZALES r;i D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
.. Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
. February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary; Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

THE DIRECTOR 
Fe~ruary 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Int,erest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Purpose 

(1) Extends current studentloan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) perinanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 

Department of Education 
Department of Justice 
Department of the Treasury 

Discussion · 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Goveminent operates two major higher education loan programs for students . 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Goverilment provides loan funds directly to students, through 
their schools. Under the 'FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans foLparents; and (3) consolidated loans that allow borrowers to combine­
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
·formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student bQrrower. Jn the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points) to provide a guaranteed rate of return 
on their loans, thus ensuring lender participation in the program. 

The most recent reauthorization of the HEA in J 998 (P .L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P.L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders 'in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2)7.9 percent 
interest rate for PLUS loans; and (3) thdesser of the weighted average of the interest rates on the 
loans consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FYs 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from ·higher interest rates on loans expected to be consolidated after July 2003. 
(Budget scoring rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 
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Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL pro gr~," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

VVt<~f; 
Mitchell E. Dani~ls, Jr. 
Director · 
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Racord Type: 

Susan 8. Ralston 
0210612002 04:35:38 PM 

Record 

To: Harriet Miers/WHO/EOP@EOP 

cc: Carolyn E. Cleveland/WHO/EOP@EOP, Karen D. Cruson/WHO/EOP@EOP 
Subject: Red Dots 

Karl has several red dots w/ him on the trip: 
(1) Cybersecurity - no comments 
(2) Healthcare - no comments 
(3) State of Utah - comments given to Ed Walsh 
(4) US Athletes USIOC - comments given to Ed Walsh 

r 

c(5) Student loans - no comments 1 
-, 

Sorry I could not bring down or fax to you, but he's got them in hand in NY. 

} 

--:-1 
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SS/ RM NO.' 505467 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION I CONCURRENCE I COMMENT DUE BY: 2-7-02 10:00 am 
·:-02 ~FEB b PM5~2f~ : 

ENROLLED BILL MEMO - S. 1762 - STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI ACTION FYI 

VICE PRESIDENT ~ D HAWKINS rr D 

CARD rj D HUBBARD ~ D 

BARTLETT ~ D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ri D JOHNSON D D 

BRIDGE LAND liZl D LINDSEY ~ D 

CAU<i> D MIERS D ~ 
CONNAUGHTON· D RICE D D 

DANIELS D RIDGE D D 

FLEISCHER D ROVE '1" D 

GERSON D D SPELLINGS ~ D 

GONZALES ri D CLERK D ~ 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: . 1~ if cr/~1-ll-.1-
Harriet E. Miers 

Assistant to the President 
and Staff Secretary 

Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASH I NG TON, D. C. 20503 -

THE DIRECTOR 
February 6, 2002 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill S. 1762 - Student Loan Interest Rate Amendments 
Sponsors - ·sen. Johnson (D) SD and Sen. Collins (R) ME 

Last Day for Action 

February 11, 2002 - Monday 

Pumose 

(1) Extends current student loan program borrower interest rate formulas through 
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and 
(2) permanently extends the availability to lenders of special allowance payments on these loans 
based on separate lender interest rate formulas. 

Agency Recommendations 

Office of Management and Budget 
\ . 

Department of Edu_cation 
Department of Justice 
Department of the Treasury 

Discussion 

Approval 

Approval 
No objection (Informally) 
No objection (Informally) 

The Federal Governrnent operates two major higher education loan programs for students 
and their parents: (1) the Federal Family Education Loan (FFEL) program, under which private 
lenders make student loans (guaranteed student loans); and (2) the Federal Direct Student Loan 
(FDSL) program, under which the Governrnent provides loan funds directly to students, through 
their schools. Under the FFEL program, private lenders provide loan capital and the Federal 
Government pays interest subsidies to lenders for certain borrowers and guarantees loan 
repayment. Types ofloans available include: (1) subsidized and unsubsidized Stafford loans to 
students; (2) PLUS loans for parents; and (3) consolidated loans that allow borrowers to combine 
existing student loans. 



Separate interest rate structures for students and lenders are determined through statutory 
formulas, which Congress modifies periodically, usually by amending the Higher Education Act 
of 1965 (HEA). Generally, students and parent borrowers pay below market interest rates, and · 
the Government provides certain payments to lenders depending upon the type of loan and status 
of the student borrower. In the FFEL program, for example, lenders may receive a "special 
allowance" from the Government (equal to 50 basis points)'tO provide a guaranteed rate of return 
on their loans, thus ensuring lender partidpation in the program. 

The most recent reauthorization of the HEA in 1998 (P .L. 105-244) and the Ticket to 
Work and Work Incentives Improvement Act (P .L. 106-170) enacted various provisions that 
constituted a temporary rate structure that requires annual recalculation of student loan interest 
rates. In addition, the HEA specified that on July 1, 2003, the formula for calculating interest 
rates for new borrowers and lenders will change. The index scheduled to .take effect is to be 
based on Treasury "securities of comparable maturity plus one percent." Additionally, lenders 
would no longer receive quarterly special allowance payments. 

The Department of Education and others believe that lenders in the FFEL program may 
not be able to finance student loans under the change scheduled to take effect in 2003, because 
making loans would not be profitable. 

Provisions of S. 1762 

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in 
effect in both the FFEL and Direct Loans programs that otherwise would expire on July 1, 2003. 
It would amend the HEA to specify borrower interest rates for new FFEL and Direct loans made 
on or after July 1, 2006, as follows: (1) 6.8 percent interest rate for student loans; (2) 7.9 percent 
interest rate for PLUS loans; and (3) the lesser of the weighted average of the interest rates on the 
loan's consolidated, rounded to the nearest higher one-eighth of one percent, or 8.25 percent, for 
consolidation loans. 

The enrolled bill also would permanently extend the existing formulas that govern the 
interest rates that lenders earn in the FFEL program. 

Pay-As-You-Go Scoring 

S. 1762 would affect direct spending; therefore, it is subject to the pay-as-you-go 
requirement of the Omnibus Budget Reconciliation Act of 1990. The Congressional Budget 
Office (CBO) estimates that S. 1762 would decrease direct spending by $180 million in 
FY 2002, and increase direct spending by $345 million in FY 2003 and a total of $8.2 billion 
between FY s 2002 and 2011. The FY 2002 net savings reflect increased income to the Federal 
Government from higher interest rates onloans expected to be consolidated after July 2003. 
(Budget sconng rules require the present value of the savings to be recorded in the year the 
changes become law.) The net increase in direct spending over the ten year period is associated 
primarily with special allowance payments that the Federal Government will provide to lenders · 
in the FFEL program. OMB agrees with CBO's estimates. 

-2-



r ·. 
Conclusion and Recommendations 

The Department of Education recommends approval of S. 1762. Education notes that · 
extending provisions for lenders to continue receiving special allowance payments is needed 
because "the impending expiration hinders lenders' ability to raise capital for new student loans, 
jeopardizing future student loan availability." According to Education, the enrolled bill would 
"head off a potential crisis in the FFEL program," and it would provide student loan borrowers 
with low fixed rates in the future. 

We join ED in recommending approval of S. 1762, which passed the Senate by 
unanimous consent and the House by a vote of 372-3. 

Enclosures 

1;{!\C~/) 
Mitchell E. Daniels, Jr. 
Director 
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02/06/2002 WED 15:27 FAX 
'02/06/02 WED 14: 52 FAX 202 456 6279 

. sst HM NO. 505467 

WHITE HOUSE STAFFINGMEMORAND~~. -N---o-.-E,,_· '""""L,__ 

Date: 2-6-02 ACTION I CONCURRi'ENCE I COMMENT DUE BY: ~~7-02 10:00 ~m 

ENROLLED BILL MEMO - S. 1762 ~STUDENT L.OAN INTEREST RATE 

141001 
!gi 0.01 

Subject: AMENDMENTS Yil') '!=·if:~ iE= ~·Hii~ZB 

ACTION FYI ACTION FYI 

VICE PRESIDENT Plf D HAWKIN:> ~ D 

CARD ~ D HUBBARD g 0. 

BARTLETT r:/ q HUGHES ~ D 

BLAKEMAN D D IRASTOR.ZA D D 

BOLTEN ·~ D JOHNSON D D 

BRIDGELAND ~ D LINDSEY ~ D 

CALIO rll D MIERS D ~ 
CONNAUGHTON 'ri D RICE D D 

DANIELS rt D RIDGE D D 

FLEISCHER llf D ROVE ~ D 

GERSON D D SPELLINGS ~ D 
GONZAM"" ,,_eo ~ D CLERK D liY' 
HAGIN D D OTHER D D 

REMARKS: 
Please forward comments directly to Jim Jukes, x5345B, tax 56148, na later than Thursday, 
February 7, .2002by10:00 a.m., with a cc to the Staff Seer 

~ 
RESPONSE: 

ry. Thank you. 

\ 

Harriet E. Miers 
Assistal"lt to the President 

and Staff Secretary 
Ext. 62702 



CEQ 
02/07/2002 08:29 FAX 202 456 2710 
02/06/02 WED 14: 57 FAX laloo2 

SS/RM NO. 505467 

WIDTE HOUSE STAFFING l\1E1~0RANDUM 

Date; 2..S.02 ACTION I CONCURRENCE I COMMEN"i DUE BY; 2-7-02. 10:00 am 

ENROLLED BILL MEMO· S.1762 .. STUDENT LOAN INTEREST RAiE 
Subject: AMENDMENTS 

ACTION FYI ·ACTION FYI 

VICE PRESIDENT rr 0 HAWKINS r:r D 

CARD ~ D HUBBARD ~ 0. 

BARTLETT rt D HUGHES r;t 0 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ~ D JOHNSON 0 0 

BRIDGELAND ill [J LINDSEY rt D 

CALIO ~ D MIERS D ·if 
.CONNAUGl·Q#nl ~ D RICE D D 

. DANIELS 0 .RIDGE D D 

FLEISCHER if D ROVE ~ D 
GERSON D D SPELLINGS ~ D 

·GONZALES r.i 0 ·cLEf{K 0 ~ 
. HAGIN D D OTHJ:R 0 a 

RE MAR.KS: 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 71 2002by10:00 a.m., with a cc to the Staff Secretary. Thank you. 

-- . 
RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62.702 

'I . 

~ 01 · 
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SS/RM NO. 505467 ·------
WIDTE HOUSE STAFFING MEMORANDUM 

Date: 2-6-02 ACTION /CONCURRENCE I COMMENT DUE BY: ·2-7-!0210:00 am 
. - ' 

ENROLLED.BILL MEMO - S. 1762 -STUDENT LOAN INTEREST RATE 
Subject: AMENDMENTS 

ACTION FYI· ACTION FYI 

VICE PRESIDENT rf 0 HAWKINS. rr 0 

CARD r/ . D HUBBARD r¥ 0 . 

BARTLETI ~ D HUGHES ~ D 

BLAKEMAN D D IRASTORZA D D 

BOLTEN ~ D JOHNSON D D 

BRIDGELAND ~ D LINDSEY ff ·:, D 

~ D ~ ·CALIO MIERS D 

CONNAUGHTON llf. D RICE D D 

DANIELS. ri D RIDGE D D 

FLEISCHER ll1 D ROVE ~ D 

GERSON D D SPELLINGS ~ D 

GONZALES ~ D CLERK D ~ 
HAGIN D D OTHER D o· 

REMARKS: . 
Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday, 
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary . 
Ext. 62702 

' 
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OFFICE OF THE VICE PRESIDENT 

WASHINGTON 

February 7, 2002 

MEMORANDUM FOR JIM JUKES 

FROM: 

SUBJECT: 

jQNATHAN BUR5B~ . . 
DEPUTY STAFF SECRETARY TO THE VICE PRESIDENT 

Enrolled Bill Memo.- S 1762 - Student Loan Interest Rate 
Amendments 

. The Office of the Vice Presi'dent has reviewed the above-referenced 
draft and has no comments. 

cc: Harriet Miers 
STAFF SECRETARY 

p .01/01 

TOTAL P.01 
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