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.~ THE-DIRECTOR, .

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
' WASHINGTON D.C. 20503

';uFebruary’§, 2002

THE PRESEDJENT HAS SEEN

~ MEMORANDUMFOR THEPRESIDENT = " olgygy

SUBJECT - Enrolled Bill S 1762 - Student Loan Interest Rate Amendments

Sponsors - Sen. Johnson (D) SD and Sen. Colhns (R) ME

Last Day for Action

February 11, 2002 Monday
Purpose
| (1) Extends currentstudent loan program borrower interest rate formulas through

June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and »
() permanently extends the ava11ab111ty to lenders of spec1a1 allowance payments on these loans

- based on separate lender 1nterest rate formulas

Agency Recommendations

- Office of Management and Budget - L App’royal“
_ _Department of Educ_:ation‘ L ' | Approval -
~ Department of Justice -~ . a0 No objection (Informally)
Department of the Treasury .. .. - No objection (Informally) -
_Dis'cussion _

‘The Federal Government operates two maJ or hrgher educatlon loan pro grams for students -

-~ and therr parents: (1) the Federal Family Educatron Loan (FFEL) program, under which private
L lenders make student loans: (guaranteed student loans); and (2) the Federal Direct Student Loan
' (FDSL) program, under whrch the Government provides loan funds directly to students, through

their schools.. Under the FFEL program private lenders provide loan caprtal and the Federal

' Government pays interest subsidies to lenders fot certain borrowers and guarantees loan
: repayment Types of loans avarlable include: (1) subsidized and unsubsidized Stafford loans to-

- students; (2) PLUS loans for parents and (3) consolidated loans that allow borrowers to combme
L exrstmg 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 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 pro gram 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 Lo
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 Feéderal
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
pnmanly with special allowance payments that the Federal Government w111 prov1de to lenders
in the FFEL program. OMB agrees with CBO's estimates.




Conclusion and Recommendations

The Department of Educatlon 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, Wthh passed the Senate by
unanimous consent and the House by a vote of 372-3.

YWUE it

Mitchell E. Damels Jr.
Director

Enclosures




THE SECRE’I‘ARY OF EDUCATION
. WASHING’I‘ON D.C.20202

January 29,"2002

. Honorable Mitch Daniels, Jr.
Director . -
Office of Management and Budget -

- Washington, DC 20503

: Deér Mr. DanieIS'

: lt ",I am wntmg in response to your reque:.t for the views of the Department of Educanon on
~enrolled bill S. 1762, a bill-"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 I strongly support this enrolled bill, and _ |

recommend that the Presxdent approve it

: 176” would extend a prov1sron due to expire Julv 1 2003 that sets the special allowance- .
. rates paid to lenders on the several types of loans avarlable under the Federal Family Education -
- Loan (FFEL) program. The current provision bases those rates on a short-term, commercial

paper rate, consistent with the rates at which lenders obtain capital. - The extension .of this

‘provision is needed because the 1mpendmg expiration hinders lenders' ablhty to raJse capnal for;v -

. new smdent loans Jeopardxzmg future student loan availabil 1ty

S .,The enrolled bill would also. estabhsh leed smdent loan mterest rates effectlve July 1, 2006, of =

', " 6.8 percent, 7.9 percent, and the lesser of a weighted average or 8.25 percent, for- sub:xchzed and
unsubsidized student loans; parent loans, and consolidation loans respecmelv under Lhe FFEL
: and William D. Ford Federal Direct Loan prognms »

There is strong blpartrsan support in Congress 16 address the specml allo“ance issue now, and

with the enrolled bill's inclusion of the interest rate provision, there is universal agreement within -
the higher education commumty 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,
o low rates on student loans in the furure » :

For these reasons, I recommend th'at the President 'appro‘}e the enrolled b'ill, S..1762.

S incerely,

- Rod Paige -

J L S TP I Y SOy




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503 N
LRy

s Y . v
. February 6, ZOOZTJ
THE DIRECTOR B . ;

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 bav for Action
February 11,2002 - Monday
~ Purpose o |
. (1) Extendscurrent student tqan progra1n‘ borrower interest rate formulas threugh : .
June'30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and ]

(2) permanently extends the ava11ab111ty to lenders of spec1a1 allowance payments on these loans -
based on separate lender interest rate formulas. :

Agency Recomrnendations

|
|
Office of Management and Budget,'f ‘ v‘ v : ApproVal ' P {

Department of Education o . Approval

Department of Justice | -~ No objection (Informally)

Department of the Treasury , ' No objection (Informally)
D}iscussioni :

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, undet which the Government provides loan funds directly to students, through
their schools. Under the FFEL program, private lenders providé 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”
ex1st1ng 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 part1c1pat10n 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 effectis to be
‘based on Treasury "securities of comparable maturity plus one percent. " Addltlonally, 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
consohdatlon loans.

The enrolled bill also would permanently extend the ex1st1ng formulas that govern the '
' 1nterest rates that 1enders earn in the FFEL program. :

i Pav-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. :




. Conc¢lusion 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." Accordlng to Education, the enrolled bill would
"head off a potentlal crisis in the FFEL program, " and it would prov1de 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.

W{W Q

-Mitchell E. Damels Jr.
Dlrector

Enclosures




'SS/RMNO. 505467

WHITE HOUSE STAFFING MEMORANDUM

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

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

| ACTION ~ FYI ~ ACTION FYI
viceprespent M O nawkns 00 ¥ O
CARD [ O HUBBARD ~ |
BARTLETT o [ O HUGHES Z O
BLAKEMAN O O RasTorza = O O
BOLTEN & O  JoHNsON O O
BRIDGELAND | ¥ O  LUNDSEY ¥« O
. |cauo # O MERs o &
|connavehTon & O RICE O O
DANIELS | r O  RIDGE | g O
( FLEISCHER | @ O row Z O
GERSON O [0  SPELLINGS v 0O
GONZALES v.g 0O CLERK
HAGIN O O  OTHER
REMARKS: | )

Please forward comments directly to Jim Jukes, x53458, fax 56‘i48, no later than Thursday, ,
February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you. '

RESPONSE: B

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 .

o February 6, 2002

MEMORANDUM FOR THE PRESIDENT

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

Last Day for Action
- February 11, 21002 - Monday
(1) Extends current student loan program borrower 1nteresf rate formulas through k
June 30, 2006, and establishes fixed borrower interest rates on loans made thereafter; and

(2) permanently extends the availability to lenders of spec1a1 allowance payments on these loans
based on separate lender interest rate formulas

Agency Recommendations

Office of Management and Budget | } ~ Approval

Department of Education - ’ Approval |

Department of Justice : o ‘No objection (Informally)

Department of the Treasury o No objection (Informally)
Discussion

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 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 comblne
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 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 hlgher 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 eamn in the FFEL program. :

: Pav-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. -




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.

waw,Q
- Mitchell E. Daniels, Jr.
Director

- Enclosures



Bills Recelved at the White House |

: , Date recelved and ’ ,
notification to OMB:  1/30/2002

‘Last day for action: 2/11/2002

 Official Title

'S.1762 | . An Actto amend the Higher Education Act of 1965 to
o ~ establish fixed interest rates for student and parent
borrowers, to extend current law with respect to spec1al

allowances for lenders, and for other purposes. -l 50 Sq (97 |
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SS/RMNO. 505467

~ WHITE HOUSE STAFFING MEMORANDUM

- Date: 2602 ACTION/CONCURRENCE / COMMENT DUE BY: 2-7-02 10:00 am _

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

o ~ ACTION FYI ACTION  FYI
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REMARKS:

~ Please forward comments directly to Jim Jukes, x53458, fax 56148, no later thari Thursday,
February 7, 2002 by 10:00 a.m., with a ccto 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
Puipose

‘(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 forrnulas

Agency Recommendations

~ Office of Management and Budget ' vv Approval
»Department of Education ' * Approval
Department of Justice - ' . o No objection (Informally)
Department of the Treasury - No objection (Informally)

Discussion -

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 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
ex1st1ng 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 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." Addltlonally, 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 othérwise 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 hlgher 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.

Pav-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
pnmarlly with special allowance payments that the Federal Govemment will prov1de to lenders
in the F FEL program. OMB agrees with CBO's estimates.




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,
p g eXp y p

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 _

w1th 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.

W{W)

~Mitchell E. Daniels, Jr.
Director

Enclosures
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WHITE HOUSE STAFFIN G MEMORAN DUM

Dafe:’ 5-6-02

ACTION / CONCURRENCE / COMMENT DUE BY: 2-7-02 10:00.am :‘

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

Subjeét AMENDMENTS

N  ACTION FYI ) | ACTION  FYI
VI‘CE,PRESIDENT‘ | ﬂ , ‘I:I ‘,’I’-_IAWKINS g lf ‘EI
CARD ¥ O HUBBARD 2 O
| BARTLETT I O  HUGHES 7 O
BLAKEMAN O O IRASTORZA o o
Bo,TEN. @ O  JoHNsON o o
BRIDGELAND o O  LINDSEY ¥ O
CALIO @ O  MERs o &
lconnaventon ® O Rice O O
DANIELS | #d O RIDGE o O
| FLEISCHER @ O row ¥ O
, GERSON . O O  SPELLINGS w O
GONZALES - O CLERK O vd
‘| HAGIN 'O O  OTHER o o
REMARKS:

Please forward comments directly to Jim Jukes x53458, fax 56148 no Iater 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

A

February 6, 2002

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
Pu'gpoée"

(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

: Of_ﬁvc.e of Managvementvand Budget -~ e 'ApproVal
-Department of Education e ; Approval
Department of Justice e ~ No objection (Informally)
Department of the Treasury : o , - No objection (Informally)
Discussion

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 prlvate
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 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 combme
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.

o The most recent reauthorization of the HEA'in 1998 (P.L. 105- 244) and the Ticket to
Work and Work Incentives Improvément 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, Jenders
- 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 :

Prov1sions.of S. 1762

S. 1762 would extend to June 30, 2006, the interest rate formula for borrowers now in ' e
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-elghth of one percent or-8.25 percent, for
consolidation loans.

7 ~ The enrolled bill also would permanently extend the ex1st1ng formulas that governthe
“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 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. ’



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, Wthh passed the Senate by
unamrnous consent and the House by a vote of 372- 3

W{W )

" Mitchell E. Daniels, Jr.
Director .

. Enclosures
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ACTION / CONCURRENCEI COMMENT DUE BY: 2-7-02 10 00 am

ENROLLED BlLL MEMO S. 1762 STUDENT LOAN INTEREST RATE

* Subject: AMENDMENTS
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" Please forward comments dlrectly 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. J ohnson (D) SD and Sen. Collins (R) ME |

Last bav for Action
" Febniary 1"’1, 2002 - Monday
Purpose
| , .'(.l ) Extends current student loan program borrower interest rate fofmulas 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 o’f Management and Budget - ¢ - Approval
Department of Education R " Approval
Department of Justice : : ~ No objection (Informally)
- Department of the Treasury - | ~ No objection (Informally)
Discussion _

- 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 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 comblne
' ex1st1ng 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 retum

- on their loans, thus ensuring lender part101pat10n in the program

- The most recent reauthorrzanon 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." Add1t1ona11y, 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 ' : .

' vProv131ons 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 ex1st1ng formulas that govem the
1nterest rates that lenders earn in the FFEL program. -

Pav-As—You-Go Scormg

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 spendmg by $345 millionin 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 CBQO's estimates. .




Conclusion and Recommendations

‘The Department of Educatlon 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 1t would prov1de student loan borrowers

w1th low fixed rates in the future:

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

/
Mitchell E. Daniels, Jr.
Director

Enclosures
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WHITE HOUSE STAFFING MEMORANDUM

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

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

 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 Dav for Action

February 11, 2002 - Monday, ‘
Pugp ose

(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 o |
based on separate lender interest rate formulas. ' '

Agency Recommendations

‘Office of Management and Budget L o Approval
Department of Education =~ I Approval
- Department of Justice - o » - No objection (Informally)
Department of the Treasury : _ No objection (Informally)
' Discnssion

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 of loans available include: (1) subsidized and unsubsidized Stafford loans to

- students; (2) PLUS loans for parents and (3) consohdated loans that allow borrowers to comblne ’
existing student loans.




Separate 1nterest 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 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." Addltlonally, lenders
would no longer receive quarterly spec1a1 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 hlgher one- elghth of one percent or 8.25 percent for

.consohdatlon 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

prrmanly with special allowance payments that the Federal Government will prov1de to lenders =
~ in the FFEL program. OMB agrees with CBO's estimates.




Conclision 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. ' ' ' A

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.

%{’M Q

/
Mitchell E. Daniels, Jr '
Dlrector
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WHITE HOUSE STAFFING M.EMORANDUM

bate: 2-6-02 : ACTION/ CONCURRENCEI_ COMMENT DUE BY: 2-7-02 10:00 am

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

Subject: AMENDMENTS
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Please forward comments directly to >Jim Jukes, x53458, fax 56148, no later than Thursday,

Eehruarv 7. 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you.




SS/ RM NO. 505467

WHITE HOUSE STAFFING MEMORANDUM |

Date: 2-6-02 - ACTION/ CONCURRE_NCE / 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 : i . O  HAWKINS o o
CARD ¥ O  HueearD & O
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| BRIDGELAND ¥ O  LNDSEY v.{ O
CAL}IO 2 0 MIERS O e
CONNAUGHTONY r d  RICE - Od o
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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

February 6, 2002

"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

P.llzb pose

bl

il

( (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.

Ag‘ency Recommendations

Office of Management and Budget ‘ - “Ap.proval

Department of Education ' : | Approval

Department of Justice : ) -~ No objection- (Informally)

Department of the Treasury .~ No objection (Informally)
“Discussion

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 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
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 partlclpatlon 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 Educatlon and others beheve 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 : '

Prov151ons 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 hlgher 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
pnrnarlly with special allowance payments that the Federal Government will prov1de to lenders
in the FFEL program. OMB agrees w1th CBO‘s estlmates :




?

Conclusion and Recommendations

The Department of Education recommends approval of S. 1762. Education notes that
extending provisions for lenders to continué 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." Accordlng 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 recommendlng approval of S. 1762, which passed the Senate by
unanimous consent and the House by a vote of 372-3.

W{WQ

Mitchell E. Daniels, Jr.
Director

Enclosures : : .
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WHITE HOUSE STAFFING MEMORANDUM

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

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

" Subject: AMENDMENTS

ACTION FYI
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REMARKS:

Please forward comments directiy to Jim Jukes, x53458 fax 56148, no fater than Thursday,

February 7, 2002 by 10:00 a.m., with a cc to the Staff Secretary. Thank you.
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WHITE HOUSE STAFFING MEMORANDUM

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

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

ACTION Yl ~ ACTION  FYI
VICE PRESIDENT ¥ O  Hawkins ¥ o
CARD ¥ O HUBBARD 2 0O
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HAGIN O 0  OTHER 0O O

REMARKS:

Please forward comments directly to Jim Jukes, x53458, fax 56148, no later t‘han 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 B

' 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 o . Approval

,.Departn‘lent of Education " Approval

‘Department of Justice - C I No objection (Informally)
- Department of the Treasury » ~ No objection (Informally)

- Discussion

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 of loans available include: (1) subsidized and unsubsidized Stafford Joans 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 amendlng 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 ensunng 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." Addltlonally, lenders
would no longer receive quarterly special allowance payments.

The Department of Education and others believe that 1endets 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. :

Pr0v1510ns_ 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.
[t 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 hlgher one- elghth of one percent or 8.25 percent, for
consohdatlon loans. ,

The enrolled bill also would permanently extend the ex1st1ng formulas that govern the
Interest rates that lenders earn in the F FEL program. »

Pav-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
pnmanly with special allowance payments that the Federal Government will provide to lenders
1n the FFEL program OMB agrees 'with CBO's estimates..




~ 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
w1th Jow fixed rates in the future. '

- Wejoin ED in recommendmg approval of S 1762, which passed the Senate by
unanimous consent and the House by a vote of 372-3. _ ,

M Qgnih Q :
/
Mitchell E‘ Danlels Jr.
D1rector
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WHITE HOUSE STAFFING MEMORANDUM

bat_e: 2-6-02 ACTION / CONCURRENCE | COMMENT DUE BY: 2-7-02 10:00 am

. ENROLLED BILL MEMO - S. 1762 - STUDENT L()AN INTEREST RATE
~ Subject: AMENDMENTS

ACTION  FYI - ACTION FYI
VICE PRESIDENT ] - a HAWKINS | E{ 0O ¢
CARD B { 0  HUBBARD .. O
BARTLETT [ O  HUGHES ¥ O
BLAKEMANA 0 R i lRASI'ORZA O | |
BOLTEN v O JOHNSON 0 ]
BRIDGELAND il O LINDSEY Z O
CALIO B O MERs O g
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DANIELS d 0O roce 0 0
FLEISCHER i} [0 ROVE | Z O
GERSON a [0 SPELLINGS w O
}(:‘:;ONZALES M’ ‘0  CLERK O I~4
HAGIN O 0  OTHER ] 0

REMARKS:

Please forward comments dir'ectly 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.

-




' SS/RM NO. ~ 505467

WHITE HOUSE STAFFING MEMORANDUM

Date: 2-6-02 ACTION / CONCURRENCE / 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 i 0O  HAWKINS ad O
| carD v dE s HUBBAM O
BARTLETT [ O  HUGHES ¥ O
BLAKEMAN‘ O 0O IRASTORzZA o o]
- | BOLTEN & O  JoHNsON 0 0
BRIDGELAND . O  LINDSEY d O
CALIO Z O  MERS o &
CONNAUGHTON d O  Rrce o O
DANIELS d O Rroce O O
FLEISCHER A O Rrouve w O
GERSON O O  SPELLINGS w O
GONZALES ' O CcLerk o ¥
HAGIN O O  OTHER o 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




- THE 'DIRECTOR

‘EXECUTIVE OFFIECE 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 Amendmen_ts_
’ 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 spemal allowance payments on these loans
based on'separate lender interest rate formulas

Agency Recommendations '

Office of Management and Budgét" o R Approval |

Departmeri‘t‘of Education ; . Appr.ovalv | _
- Department of Justice S -~ " No objection (Informally)

Department of the Treasury RTINS ~ = No objection (Informally)

Discussion

\ 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 Joans (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 of loans available include: (1) subsidized and unsubsidized Stafford loans to
students; (2) PLUS loans for parents; and (3) consohdated loans that allow borrowers to combine

ex1st1ng student loans .)



N

Separate interest rate structures for students and lenders are determined through statntory
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 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

' maklng loans would not be proﬁtable

Prov151ons of S. 1762

S. 1762 would extend to J une 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-elghth of one percenTt or 8.25 percent for N
consohdat1on loans.

The enrolled bill also would p.errnanently extend vt'he 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 -

pnmanly with special allowance payments that the F ederal Government w1ll provide to lenders ‘

~in the FFEL ‘program. OMB agrees with CBO's estimates.



"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 ' '

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

/W(W)

Mitchell E. Daniels, Jr.
Director

Enclosures -
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'WHITE HOUSE STAFFING MEMORANDUM -

Date: 2-6-02 ACTION / CONCURRENCE | COMMENT DUE BY: 2702 10:00 am_

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

| ACTION FYI - ACTION FYI
VICE PRESTDER O HAWKINS o O
CARD . HUBBARD 2 0O}
BARTLETT O HUGHES Z O
'BLAKEMAN O O  IRASTORZA o o
BOLTEN - @ O  JOHNSON g O
BRIDGELAND ¥ O  LINDSEY ¢ O
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DANIELS @ O RDeE n o
FLEISCHER @ O ROE w O
GERSON O [0  SPELLINGS w O
GONZALES' d 0  CLERK O D/
| HAGIN 0 O OTHER 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.
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WHITE HOUSE STAFFING MEMORANDUM

» Date: 2-6-02

ACTION / CONCURRENCE /| 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 PR‘E‘S“I‘ITE‘@‘ O  HAWKINS D/ O
CARD "¢ O  HusBARD O

| BARTLETT F O  HUGHES ® O
BLAKEMAN | o 00  IRASTORZA o O
BOLTEN @ [  JOHNSON ‘o o
BRIDGELAND il O  LINDSEY Z O
CALIO 2 O  MERS o &
CQN_NAUGHTO’N‘ [Zf - 0O  RicE o o
DANIELS @ O Rice o O

| FLEISCHER o O  ROVE ¥ O
GERSON o o SPELLINGS w O
GONZALES # . O CLERK o
HAGIN ] O  OTHER O O

REMARKS:

Please forward comments directly to Jlm 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:

v 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

THE DIRECTOR

MEMORANDUM FOR THE PRESIDENT

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

Last Dav 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 Recommendation

Office of Management and Budget _ Approval

Department of Education Approval
Department of Justice : No objection (Informally)
Department of the Treasury ‘ No objection (Informally)

Discussion

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 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
ex1st1ng 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 1ender participation in the program. :

The most recent reauthorization of the HEA in 1998 (P.L. 105- 244) and the Tlcket 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." Addltlonally, lenders
would no longer receive quarterly special allowance payments.

The Department of Educatlon 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

8. 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 ex1st1ng formulas that govern the
interest rates that lenders earn in the FFEL prograrn

: Pav 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
pnmanly with spec1a1 allowance payments that the Federal Government will prov1de to lenders
in the FFEL program OMB agrees thh CBO‘S estimates.




~4

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." Accord’ing to Bducation, the enrolled bill would

"head.off a potential crisis in the FFEL pro gram " and it would provide student loan bqrroWers )

“with low fixed rates in the future '

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

. .’ g ]
Mitchell E. Daniels, Jr.
Director '

Enclosures
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WHITE HOUSE STAFFING MEMORANDUM

Date: 2-6-02 L ACTION / CONCURRENCEICOMMENT DUE BY: 2-7-02 10: 00 am

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

- ACTION  FYI  ACTIONUZERF A
vicePrResDENT M O HAWKINS o o
CARD eSS [ HUBBARD 7 O
BARTLETT [ O  HUGHES 7 O
BLAKEMAN O o IRASTORZA O O
BOLTEN ' O  JoHnson o o
BRIDGELAND ¥ O LNDSEY Z O
CALIO @ O MERs O =

lconnavehton o O  RICE - o O
DANIELS ' O rice »I o O
FLEISCHER - ad O  ROVE 2 O
GERSON O O  SPELLINGS w O
GONZALES E( O  CLERK O |
'HAGIN O O  OTHER 0 o |

REMARKS

.. .Please forward comments directly to Jim Jukes, x53458, fax 56148, no later than Thursday,b' _
" . -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




. THE DIRECTOR.

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASH!NGTON D.C.".20503

February-G,_ZOOZ

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Enro_lled Bill S. 1762 - Student Lban Inferest Rate Amemdmenté
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 - | o .  Approval
Department of Education - ' , : Approval
Department of Justice R ' No objection (Informally)
~ Department of the Treasury : SRR No objection (Informally)
Discussion "

: 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 of loans available include: (1) subsidized and unsubsidized Stafford loansto
students; (2) PLUS loans for parents and (3) consohdated loans that allow borrowers to combine - -

o ex1st1ng student loans.




Separate interest rate structures for students$ and lenders are determined through statutory
‘formulas, which Congress modifies periodically, usual]y 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 retum
on their loans, thus ensuring lender part1c1pat10n 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." Addltlonally, lenders
’would no longer receive quarterly spec1a1 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.

Prov151ons of S. ]762

'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 S
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- elghth of one percent or 8.25 percent for IR |

o consohdatlon loans

The enrolled bill also would perrnanently extend the ex1st1ng formulas that govern the
interest rates that lenders earmn in the FFEL program..

' Pay-As-You-Go Scormg

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
prrmarlly with special allowance payments that the Federal Govemment will provide to lenders
in the FFEL program. OMB agrees with CBO's estimates. -




Conclusion and Recommendations

‘The Department of Education recommends approval of S. 1762. Education notes that-
extendlng 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,
Jjeopardizing 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 EDin recommendmg approval of S. 1762, which passed the Senate by
unanimous consent and the House by a vote of 372- 3

W{W )

Mltchell E. Daniels, Jr.
Director

. Enclosures
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Lf ‘Susan B. Ralston
02/06/2002 04:35:38 PM

Rebord Type:  Record

“To: Harriet Miers/WHO/EOP@EOP

cc: Carolyn E. CIeveIandNVHO/EOP@EOP Karen D CrusonNVHO/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
(5) Student loans - no comments ¥

. So‘rry | could not bring down or fax to you, but he's got them in hand in NY.
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SS/IRMNO. 505467

WHITE HOUSE STAFFING MEMORANDUM

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

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

o ACTION FYI | ~_ ACTION FYI
vicePRESIDENT M O HAWKINS ¥ o
CARD f O HuBBARD ¥ O
BARTLETT I O  HUGHES 7 O
BLAKEMAN ‘0 O  IRASTORZA o 0o
soteNn @ O JOHNSON o o

|eriDGELAND O = LNDSEY g O
'cAu@———’——@* - O  'MIERS o &
connaughton B O RIcE o O
DANIELS @ O Roce O O

| FLEISCH’ER & O 'ROVE v O]
|eERsON O O  sPELLINGS w O
GONZALES & O cLerk O |
HAGIN R O O OTHER - O | O

" . REMARKS:
~ Please forward comments directly to Jlm 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:

/ M’;@( /%& CG{.(/,,I),.L_

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
THE Dl’RECTOR -
MEMORANDUM FOR THE PRESIDENT

SUBJECT:  Enrolled Bill S. l762‘— Student Loan Interest Rate Amendments
Sponsors - Sen. Johnson (D) SD and Sen. Collins (R) ME

Last Day for Actlon,.‘
February 11, 2002 - Monday‘
N 1 Extends currerlt s'tudent'lc')anlprogram 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 spec1al allowance payments on these loans
based on separate lender interest rate formulas : '

Agency 'Recom'm endations

Office of Management and Budget - . - Approval -
D’epartment of Education - I ' Approval _
Department of Justice =~ .~ C , No objection (Informally)
Department of the Treasury S ' No objection (Informally)

Discussion .

- 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 of loans available include: (1) subsidized and unsubsidized Stafford loans to
students; (2) PLUS loans for parents; and (3) consolldated 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 penodrcally, 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 the1r loans thus ensuring lender partrcrpatron 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 1nterest
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 1ndex scheduled to take effect is to be
based on Treasury "securities of comparable maturity plus one percent.” Addltlonally, lenders
would no longer receive quarterly spec1a1 allowance payments '

o The Departrnent of Educatlon and others beheve 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—elghth of one percent or 8.25 percent for -
consolidation loans. o

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

Pay-As- You-Go Scoring

S. 1762 would affect direct spendlng, 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 inéome to the Federal
Government from higher interest rates onloans 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
‘ pnmanly with special -allowance payments t that the Federal Government will prov1de to lenders
in the FFEL program. OMB agrees with CBO's estlmates




-

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 FF EL program," and it would prov1de student loan borrowers
with low fixed rates in the future.

We join ED in recommendlng approval of S. 1762, Wthh passed the Senate by |
unanlmous consent and the House by a vote of 372-3. ‘ o ,

WAL Bt

Mitchell E.-Daniels, Jr..
Director

Enclosures
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Date: 2-6-02 ) ACTION/ GONCURRENCE / COMMENI' 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 i L1 ‘ I{ g}
CARD ¥ O  HUBBARD 2 O

BARTLETT [ O HuGHes O
BLAKEMAN | 1 O I(RASTORZA O O
BOLTEN f 0  JOHNSON o o
BRIDGELAND ¥ O  LNDSEY v.J O

CALIO A O | O ﬂ |
CONNAUGHTON IZf - O O |

DANIELS ) d O O O |
FLEISCHER d O | ¥ O
GERSON o O SPELLINGS IB/ O
, s n &
HAGIN “ =g 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 Secr,

%Wmﬁm

ry Thank you.

RESPONSE:

Harriet E. Miers (
. Asgistant to the President
and Staff Secretary

Ext, 62702
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Date: 2-6-02 ACTION / concunneribs ! COMMENT‘ DUE BY;: 2-7-02 10:00 am
. ENROLLED BILL MEMQ S.1762 - STUDENT LOAN INTEREST RATE |
Subject; AMENDMENTS
ACTION FYI | CACTION FYt | |
{vicepresipenr ¥ O HAWKINS oy ol
CARD ¥ O HuBBARD Z O
| BARTLETT [ O  HUGHES & O
BLAKEMAN O O  IRASTORZA o o
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 REMARKS: '

Please forward comments directly to Jim Jukes, x53458, fax 581 48, no later than Thursday,
February 7, 2002 by 10:00 a.m,, with a c¢ to the Staff Secretary. Thank you.

RESPONSE:

Harriet E. Miers
Asslstant to the President
and Staff Socretary

Ext, 62702
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WHITE HOUSE STAFFING MEMORANDUM

Date: 2-5-02

) Subject: AMENDMENTS

ACTION / CONCURRENCE | COMMENT DUE BY: 2-7-02 10:00 am

ENROLLED BILL MEMO - S. 1762 - STUDENT LOAN |NTEREST RATE

~ ACTION FYI" ACTION  FY!
VICEPRESDENT ¥ O  HAWKINS o o
lcaro ¥ O wesaRp & O
BARTLETT I O  HUGHES ' 0O}
BLAKEMAN O O IRastorza . [ O
BOLTEN & O  JoHNsON O O
BRIDGELAND ¥ O  uNDsE ‘ M
'CALIO 2 O MERs o o
connaueHton  H O N RICE | g . O
DANIELS f O Roee O i
FLEISCHER @~ O Roe w O
GERSON O O  SPELLINGS & O
GONZALES @ O LRk o W
HAGIN 0 O OTHER g o

"REMARlKS

~ Please forward comments dlrectly to Jim Jukes, x53458 fax 56148, no Mater than Thursday;
_ F»ebruary 7, 2002 by 10:00 a.m., with acc to the Staff Secretary. Thank you.

oY N~

' 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  ooFEETmeE:
| MEMORANDUM F OR JIMJ UKES

FROM: JONATHAN B
: DEPUTY STAFF SECR TARY TO THE VICE PRESIDENT

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

The Ofﬁce of the Vice Pres1dent has reV1ewed the above—refcrcnced
draft and has no comments.

cc:  Harriet Miers :
- STAFF SECRETARY

TOTAL P.01
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