
BASIC FACTS ABOUT 
DIRECT STUDENT LOANS 

Direct Student Loans have been a subject of intense controversy since before the program was 
created in 1993. Program proponents have touted it as a sUeamlined altemative to the byzantine 
Federal Family Education Loan (FFEL) program that offers greater accountability, more flexible 
repayment options for students, and billions of dollars in savings for taxpayers. Defenders of the 
FFEL program question the Department's ability to mn Direct Loans and maintain that savings 
estimates are wildly overstated. 

Even as President Clinton has proposed moving to 100 percent Direct Loans, Rep. Goodling and 
others in Congress axe ready to cap or even eliminate the program. FFEL proponents have 
carefully crafted congressional budget scoring rules to minimize Direct Loan savings, while at 
the same time proposing draconian funding cuts that threaten the Department's capacity to 
effectively manage both Direct Loans and FFEL. 

In the context of this ongoing assault on Direct Student Loans, the following materials are 
intended to answer some basic questions about the program and examine the implications of 
proposed scoring changes and fiinding reductions advocated by program opponents. 
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Why Direct Student Loans Save Money 

• BgijQĝ Hj:gBaxî P̂̂ rtnie.p.t̂ ather tb^nJsn^ 

As a result, interest payments on Direct Student Loans»totalling $38 billion over 7 
years-can be used to offset all Federal borrowing and admimstrative costs, and 
partially cover subsidy costs associated with in-school interest payments and defaults. 

- In the FFEL program, loan repayments are not available to offset Federal ̂ ^̂ ŝ, thê ^̂ ^ 
smdent payments-along with substantial Federal payments-are m^ad used by lenders 
to cover their borrowing and admimstrative costs and generate profits. 

. m ^ l m S H M ^ ^ i M l i m ^ . Moving to Direct student Loans eliminates the need for: 

- Over 7,000 lenders (which received over $600 million in Federal subsidies in 1995) 

- 41 guaranty agencies (which received over $200 million in Federal subsidies in 1995) 

- the guaranteed loan secondary market (which accounts for $2.5 billion in lost Federal 
tax revenue over 10 years through the use of tax-exempt bonds.) 

• T„Prr-d -^TTir" '̂*'"" improveilingaaggmfillt.. Direct Student Loans will be run 

Many of these same contractors also work in the guaranteed loan program. 
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Republican Scoring Rules 
Understate Direct Student Loan Savings 

Republicans have created a special congressional budget scoring rule for Direct Student 

Loans. 

At present the law requires each year's budget for all Federal credit programs to 
X 1 year's worth'of Federal administrative costs. The Republican mle reqm^ 
Congress to count 30 years of Federal administrative costs m each year s budget for 
Direct Student Loans. 

- This rule is unfairly limited to Direct Smdent Loans. None of the more than 60 other 
Federal credit programs, including guaranteed student loans, are affected. 

This arbitrary scoring change also increased the Federal deficit by adding $6 billion 
Smd!nt LoL administrative costs into the 7-year budget scoring window 

without a conesponding decrease in other spending. 

Savings estimates for Direct Student Loans vary depending on assumptions about future 
interest rates and loan volume. 

- Although the Department and the Congressional Budget Office (CBO) use different 
assSions for Lse factors, both agree that-even using the Republican sconng 
" l e T S c t smdent Lo^s still save money when compared to guaranteed smdent 

loans. 

Department estimates using cunent scoring rules show that Direct Student Loans 
W ^ g h l y an 8 percent advantage over guaranteed smdent loans on every $100 
brdTcBOmojectsa 6 percent advantage). The Republican sconng change 
Xces tils advlage to 1 percent (CBO = -1 percent)-if the change were applied 

To^eefasllLsDir^^^^ 
3 percent (CBO = 1 percent). 

When multiplied by more than $200 billion in student loans " 
even a 1 percent advantage for Direct Loans would produce $2 bilhon m savings 
over guaranteed student loans. 

T =,Hr1itinn to these savings, the Direct Student Loan program has clear advantages over 

justify moving to Direct Loans. 
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Cuts to Administrative Funds 
Threaten Delivery of Student Aid 

Congress is currently considering a number of proposals to reduce or eliminate funding for the 
Direct Student Loan program. The House appropriations bill includes a 42 percent cut in 
administrative funds for Direct Loans and the transition from guaranteed lending in FY 1996; 
Representative Goodling and others-in the context of a proposal to eliminate Direct Student 
Loans entirely-would cut student aid administrative ftinding by over 80 percent. These cuts 
would seriously impair-and under some proposals devastate~the Department's ability to 
effectively manage all Federal smdent aid programs. 

• The House appropriations bill reduces fiinds for Direct Loan administration and 
transition from guaranteed lending by $230 million for FY 1996-from S550 million to 
$320 million. The House bill would force major cuts in funding for Direct Smdent 
Loans, compromising the Department's ability to make and service loans, while at the 
same time earmarking $160 million-half of the remaining flmds-for excessive 
administrative payments to guaranty agencies. 

• The Goodling proposal includes an 80 percent cut in funds to support the delivery of all 
student aid (direct and guaranteed loans, Pell Grants, Work-Study, SEOG, and Perkins 
Loans.) Cuts in these funds threaten the intepitv of the entire studentLaid.dftliv.eai: 
system. 

• Even as Rep. Goodling proposes moving back to 100 percent guaranteed lending, his 
proposal would cut funds to oversee and manage the guaranteed loan program by 85 
percent. Cutting oversight fands for a program with a history of fraud, waste, and abuse 
makes no sense. 

A review of recent audit findings by the General Accounting Office and the 
Department's Inspector General indicate that these cuts could lead to from $1.5 billion to 
more than $4 billion in additional costs over 7 years as a result of increased fraud, waste, 
and abuse. 
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BASIC FACTS ABOUT 
DIRECT STUDENT LOANS 

Direct Student Loans have been a subject of intense controversy since before the program was 
created in 1993. Program proponents have touted it as a streamlined alternative to the byzantine 
Federal Family Education Loan (FFEL) program that offers greater accountability, more flexible 
repayment options for smdents, and billions of dollars in savings for taxpayers. Defenders ofthe 
FFEL program question the Department's ability to run Direct Loans and maintain that savings 
estimates are wildly overstated. 

Even as President Clinton has proposed moving to 100 percent Direct Loans, Rep. Goodling and 
others in Congress are ready to cap or even eliminate the program. FFEL proponents have 
carefully crafted congressional budget scoring rules to minimize Direct Loan savings, while at 
the same time proposing draconian fiinding cuts that threaten the Department's capacity to 
effectively manage both Direct Loans and FFEL. 

In the context of this ongoing assault on Direct Student Loans, the following materials are 
intended to answer some basic questions about the program and examine the implications of 
proposed scoring changes and ftinding reductions advocated by program opponents. 
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Why Direct Student Loans Save Money 

Borrowers repay the Department, rather than lenders. 

~ As a result, interest payments on Direct Student Loans-totalling $38 billion over 7 
years-can be used to offset all Federal borrowing and administrative costs, and 
partially cover subsidy costs associated with in-school interest payments and defaults. 

- In tlie FFEL program, loan repayments are not available to offset Federal costs; these 
student payments-along with substantial Federal payments-are instead used by lenders 
to cover their borrowing and administrative costs and generate profits. 

lyTiddlemen are eliminated. Moving to Direct Student Loans eliminates the need for: 

" Over 7,000 lenders (which received over $600 million in Federal subsidies in 1995) 

- 41 guaranty agencies (which received over $200 million in Federal subsidies in 1995) 

- the guaranteed loan secondary market (which accounts for $2.5 billion in lost Federal 
tax revenue over 10 years through the use of tax-exempt bonds.) 

Increased competition an^ jpiprnved management.. Direct Smdent Loans will be run 
though competitively awarded contracts for originating, servicing, and collecting loans. 
Many of these same contractors also work in the guaranteed loan program. 
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Republican Scoring Rules 
Understate Direct Student Loan Savings 

Republicans have created a special congressional budget scoring rule for Direct Student 
Loans. 

- At present, the law requires each year's budget for all Federal credit programs to 
include 1 year's worth of Federal administrative costs. The Republican rule requires 
Congress to count 30 years of Federal administrative costs in each year's budget for 
Direct Smdent Loans. 

" This rule is unfairly limited to Direct Smdent Loans. None of the more than 60 other 
Federal credit programs, including guaranteed student loans, are affected. 

- This arbitrary scoring change also increased the Federal deficit by adding $6 billion 
in Direct Smdent Loan administrative costs into the 7-year budget scoring wdndow 
without a corresponding decrease in other spending. 

Savings estimates for Direct Smdent Loans varj' depending on assumptions about ftiture 
interest rates and loan volume. 

- Although the Department and the Congressional Budget Office (CBO) use different 
assumptions for these factors, both agree that-even using the Republican scoring 
rules—Direct Student Loans still save money when compared to guaranteed student 
loans. 

- Department estimates using current scoring rules show that Direct Smdent Loans 
have roughly an 8 percent advantage over guaranteed smdent loans on every $ 100 
loaned (CBO projects a 6 percent advantage). The Republican scoring change 
reduces this advantage to 1 percent (CBO = -1 percent)"if the change were applied 
to guaranteed as well as Direct Student Loans, the advantage would move back up to 
3 percent (CBO = 1 percent). 

- When multiplied by more than $200 billion in smdent loans over the next 7 years, 
even a 1 percent advantage for Direct Loans would produce S2 billion in savings 
over guaranteed smdent loans. 

In addition to these savings, the Direct Student Loan program has clear advantages over 
guaranteed student loans—better service and more flexible repayment terms for smdents, 
vastly simplified administration for schools and the Department, and greater accountability 
for taxpayers. Even with minimal savings, these advantages would be more than enough to 
justify moving to Direct Loans. 
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Cuts to Administrative Funds 
Threaten Delivery of Student Aid 

Congress is currently considering a number of proposals to reduce or eliminate funding for the 
Direct Smdent Loan program. The House appropriations bill includes a 42 percent cut in 
administrative funds for Direct Loans and the transition from guaranteed lending in FY 1996; 
Representative Goodling and others-in the context of a proposal to eliminate Direct Student 
Loans entirely-would cut student aid administrative funding by over 80 percent. These cuts 
would seriously impair-and under some proposals devastate-the Department's ability to 
effectively manage all Federal smdent aid programs. 

• The House appropriations bill reduces funds for Direct Loan administration and 
transition from guaranteed lending by S230 million for FY 1996-from $550 million to 
$320 million. The House bill would force major cuts in funding for Direct Student 
Loans, compromising the Department's ability to make and service loans, while at the 
same time earmarking S160 million-half of the remaining ftmds-for excessive 
administrative payments to guaranty agencies. 

• The Goodling proposal includes an 80 percent cut in fiinds to support the delivery of all 
student aid (direct and guaranteed loans, Pell Grants, Work-Smdy, SEOG, and Perkins 
Loans.) Cuts in the.se funds threaten the integritv ofthe entire smdent aid delivery 
sy.stem. 

• Even as Rep. Goodling proposes moving back to 100 percent guaranteed lending, his 
proposal would cut fiinds to oversee and manage the guaranteed loan program by 85 
percent. Cutting oversight funds for a program with a history of fraud, waste, and abuse 
makes no sense. 

A review of recent audit findings by the General Accounting Office and the 
Department's Inspector General indicate that these cuts could lead to from $1.5 billion to 
more than $4 billion in additional costs over 7 years as a result of increased fraud, waste, 
and abuse. 
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The University of Vermont 
crntfor-MMmPVMT 

AjieUK22. 1993 

Th« HoBHraUA lonat M./dbrdt 
aiiitoi SUlM SaaM« 
513 Hut.SauteBuMfii 
WaahlBCtOn, DC 20510-4503 

DMT Senator JcSbrds: 

We write to a^ibr your BStist̂ mM ud advice OD pending leglslition alSKtiag tb* I'edanl 
Dlreot ScudKit Lou Pxogram (FD$t^). As you my bt atnin, flvo out of ak of Vomunt'i 
public initltutlonB psitieipitB in the projEratn. 

Oar eocperiuiee witli th« dirtxit lood'tog pr f̂fun hu been ̂ NfitUant, aiid all five of tha 
«d«Qto involved bftVA ImpieaKBtcd tfao nocassiry •jroUmc aari procodufw v;lth. hUe tUppMt «8d 
•MlstiOM from tht Deptstaiwt. of Rducatioa However, liflu laving iaveiced fubcUniUl 
iotlitudoAa] rwoicee inie revnaplng ou: loan ptocesiioe io utte to pirllclpaft la the 
IfiAdiag pTDgrtHM pn^am thit we viewed to be t Bimplcsr aad mon Qoftt'«IEci«flt SMM fbr the 
delivery of sfatdbtt losns - w» u« now .̂ uitr. disturbed to aee that CoQgteti it ceiiouBly co&sl,d«lDS 
ftr-rtachlfis chaogca to it. 

H M euui^V eiiauuliou of vh* program, whieJi orftun ttnAar Ht>uc« memben hftiVe 
ceceody feivooaled, woiiM setlotuly uodenninB our finandsl aid operexioss. Frota ss tostinrtlooal 
pcrspeoiivei, one of thp noei obvieu> »J*aiit&geii of dlnoot loudUift Je the setter kt wtiiob it . 
IntbsMH the eniire studciA aid proocK on cuiput. In the caont of tmphmenfing difMt lea^Qft 
vo hftvc Uf ed its ftpplloation aitd daltvery proceuu u ihe Ibundtdcntjf our IOM^OIMI ddivwy 
proocMftw 1 wide range of fixaodai aid. To forooua back Udo tbe b»ok-b«»d»ysten would 
lequlie u« «oi only to eaaantially write off tha cnsts inouned fbr the new loaa lyttm bvt it would 
alia impoST i*nw ovtfa wt we try lo TBtsrntc the old deUveiy tjltmn we tHouglA W» bad kft 

Even If tbe program is ndi oilinliuted outright, we Bt also oonoeniad about propo»al6 tli«l 
wouM aher tiie pregrweiwelwoyeaisaftei it̂ atieaUDeal Into lev. AJI you ara 
Iftglllation haa beob lotToduccd la botli chambcre to oap ihe prosrem or mice other ftiadamwitil 
ebi4se« to ii Also, Ibe 19V6 House i^r-tiHS-Bduoaiio? /VpproprlKions blli.eoiiulp* 
tegiaUtiv* chaâ ea that would ĉ pplo die Dapanaicnt's ability to majû e dtreoi loans. ThMO 
lê xUthM propo^« air eftanJurti/lBd by their backers at a means of ettfUliqg a t*lr fast bOtWMo 
tbe bank-baaed syBtam and direa IOUIE . 
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We lufj^ya that airrwit tow whloh ia antifolv <̂ riv«n by ĵ ahtuotww^ ^mmmi U tha btt 
form Af fMr ftnf»wii>t<«wn auM iKrt flft]{||ftB|HvJTTn«\—«t r^p| UBU>aff)f̂ rfâ , I f diraot Icildwg 
oonmM to woric ea w^ itt the fiituja as it htf thus ftr, mof« ichoolf will opt frr the ptognm. 
Wottpntr, If direct lendiog to Adhrtr on iu preisitee adiocla ifvmyt hten ikte e>ptioa of 
leKviag. 

Ot̂  ooocem with iheaa propouls it [hat they appcu to beput of e GG&oeited c^it to 
eliaiiakzc ̂ reot laadiag at iny cost, t progntra whose v«y fucceti bu threittned iho prollcs of 
mkldlamtii that It bis «poKdBsndundant» add thereby helped touoh off an • 
offbrt. These proponle. if aaacded, Would devakteto not oely ike Depaitoiaid̂  uaprdcedooted 
effbiti to be c«MpofiK{v» to hisker eduMtlon ibitituijonft. but would die be vtay den f̂lftt to ' 
eohools, Bke oaca. (hat eat«e4 the ptogran In gabi AiA aa « sieeBB of boptm̂ Ag tho elo proceta 
fbr etudesile. 

Tbfe letter U Imendod lo failug dicsc oooMar to your attcxitlocv aad alao to eeb- you io 
fibuv your virvi rtganUng direct leodllos ^* basiea to a,dd that direct lending bi 
Venoont Is by oo means United to public insiitutions. and thai lA kast two private acboole, 
Mddlebury College ud Venoont Law School bavt sJto opted Into thoprô nm. We would 
a^red«I»'iay iô Shtt luo the fUnire of thî  progrtm you msy be able to provide ue end hope 
that you win ooaaidiv iqiTitut^nal concerns in thn r/)urse-of your d d l ^ 

ThatM$y. SelmoA 
Preadflnt 

Chefiea I-Buntifif 
ChanccOor, V«cmont Staio CoDê a 

TPS/CTB/iiw 

OS2S04d 
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July 27.1995 

GSEs & Mortgage Finance eric I Hcmel (212) 

SaUie Mae (SLM): 
Repeal of Direct Lending 
Becoming a legislative jPosslbl̂ ity 

9 0 3 1 - S l S l . « 

OI^TTEWPOHM 

Yld Stu(MM) £rS9<A VS^jB 

tee 10ft 

Auk frtei ox ̂ /kf/ 23. /MJ. 

SoBiBiiry Bfld ScceauneBdetlan 

AnTtblag eait happen In tbe creiy lopajr lan^ world c< 
Student loaa pelldca. Over the ia|t f cvaral daŷ , a aaw 
^tilbiUt; has tuiiei'fed wiili oAcUlof \iâ \\<,ntiu\a fbr 
SalUf M M ibareiioldcn — a legislative repeal of direr t 
loneiec «itofcAor. w7i|)c uu» Kcaario >« • "•ure-
lUfli," It la a ooocrace poslbllity. We woeld estiiuit the 
bUewIm sequence of yrabeUUtlei: (1} the odib ar« 90% < 
piM Ifett tbe Hbu&c of Repteseuatlvei «Ui oais a (0(s2 
lepaal; (2) the odds are 75% ihu Ihi Senate wil] fcllnw ihe 
isine Muee nthsequmtfly: and (?) ilir nddt srr SD-SO thr 
ft repeal woeld wbhitisd or clrcuAvem a Pretidcndi] veto. 

la ihgn. Ibe eempooBded odds He ippioeLnuiety oos-lfi-
Ihrte that direct leodlsj wlU be ftpeaJcd 1B me nest Kviral 
tDAnihi. 

Bued 00 All pouibillcy. we en opgradbig Sallle Mac ftom 
Neutral to Outperfona. There is s definite "trafilD| csU" 
etemmt to Mi recetniucBdecion cbtfigc; we aie reuossbly 
conndr^ Otal. onr esci«eOicD( over Utc oeeerele pouietUiy 
of direct lendiai repeal will tpieed to otbci maricet 
panidpaBu ev«r (bt «axi saversl d«y< nd vweks. 
Kevenhele«t. V>y our o«Tt erede pobebiliadc sKTbOdoIogy. 
Ihe odds exceed 5&<jO that repeal wOl not nltblUUty occur. 
Tbus, we eic iceoouiieQdiiaE S«lllc Mac baaed on a 
significaBi upiide pexrifrftfi>, not a concrewprflboft/i''>< 

The MagnUude of the Upside 

W)iU» the migoKude of itic upttd* f& very dlfUcTUt to 
flMe&s, wo would eiUmaic thai U iticeedl SSO per ihvc. 
Maine Mae vas a S75 stoek in eirly 1993 before reality 
of direct Irnding legltluloa becarrr ippafent. .̂ inc« then, 

isvcrai deveiapmemt ttsve occurred. oOici than tbt dtrefii 
lentfttif Icgislatiop icsclf. 

Or. 
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CD'd niLLQl 

10 uue eeanwuly i&oui Slnci Igndlet — pnitublr oicic uUUe wplfcs on (XmiKr I. IV. Rr.puMeBt — a ikty 
toftiathe toy >>fpbHaaai he.̂  

Ou IIR iK>'l'̂ '>'* Mc f>» SaUM M«e. i>« gegpe and Tiilinnri 
or 01* iiudDH loia pieciun hvi fro*g jlpiUIcaoily. The 
Dcvvtiueci of ejuLaiiufi (lamMC iTMt u«ti iCUStei 
leodlne will hare tTDwft fnim M*, m\On In fllCll 1992 to 

blU/OO l » A l r a l l««<L. ' n . K . . ^ mM»r«|« (V-o ID 

i>lf<*'>'(KJ t i | bflM«B at Hat 0 lau fut\M xnd dw: 
iMMIteSun* M M bv)«ihr. loan ftrm >lv .iii^iii*! Imici. 
"nnM. HI* pMoirtid irvu^. In Si>lli> Mu'i loon *nliimu —-
*b<enr filrtci WiiJiux CQulS V rBBimoiU. 

Oa (M eô oOvt Mr. .'an.c. U*f , of j y j j 
dtfccc Ion la«Ulsdaii — now piyi • jiVbuls^lal B K / 
*oe oa fUtfujDCKl luui uiii oihff iwideci dii ntit To u<a 
knovlesie. n-pcil of Hot ukor At II Bi» 
t | « 1 d l . A» « i r i u h o f (far t t t t tet, Smiht M W t i l l lOst I 

§aod.ihkic<̂  ih« ccoipeciû c ulvwatc ii ug vit->-'i> 
OdMrMoemlMlErl berorc 1 « 1 

iiitr nen enumereaon: aTci Ihe lut w.«ri«i jr/iiis« 
nuiabtr tf tttdrni Unflcri —pirfculkrl; kaekl — luvt 
aioppee er atcinpewuM ibclr i<uS«Bt loio funciiobi, widi 

foukl IcicotWiiic llicii ilnJtnl luta (AblU. tlni( CtUgm^ 

^hUU iivuiLincwKiU U difllculi, «L>c britc>c Ihu SklJic Mic 
«*Ul* nâ i. •oksi «| a ro f.lUl arnr̂  It TCBf 
— ift °' eireci Icnimi WRIT, to ô cur. We m 
pubUlM*K « U-mcntfa pKco itf|d ot SW. »luel>. 
idfflinedly sAiLniy. repfaieiili «ha[ my be • iusoeible 
l<}aid ita Ktv C3it <A4 «'Orsi-cue tcenvira fiy [It. 

What Ilaa lUppuiied Politically? 

Thi EtOvue of RBpRiriMai<v/« i« nn» ^'an-J lu |iw> ^ lUrrui 
i»>41n{i«p*«t Ttli ihin In poilitfc — w'.iiJi IIU m̂ u/rcd 
ijt rv* î <li)ri — It atolbutibte 10 iiuv powy faei0!. 

f lm Of EU, KOVM Krjkiitrligii)* tADttwly ffiCry IU lt>« 
Cllnlen AJnlnJlViliuB foi IHIII| l̂ c UirM ]enStP| 
prOfiun mr wn«t Ihry - ih' I f pu6;ir«nt — vttCvlve u 
pMlUA pufpOiei. A|^icnc1y, An rypiffi»i>> oF 

EiU/lliQi ku pioeurtJ tivertlilni ipice £ i aun r̂ il 
coU«a« eUipM aawtpKwff pronouof Olrea iBn^n; 
picfiuD u "^rr.uikni Cllnivn'i a i * nudtu lew 
llieitun." W I CtUIOI dlMtrn 10 what rsicnt thi* hai 
•BtMlly ecCluird. bui •(•pTirtlgr t <fUiiiLcf vlTXspuUicMk 

brliAirari II in l.t.r ucegmd. Tin aMeiu -"ly loprivni 

K ID ibollib the proj îrn. 

Dit (Ksad nison for Ito cndjii;& u 0\m T)K HepaUicuu 

tivt nKctitA m aoiuyisi roajrnilensl buOioi icDrisi 
nilM 10 Hi 10 iCHjaif nrv<n« mr priceJuo tudcriliy 
idvui(aji| ordlitn lalldlfi; vl;.t-vU Oa titaitioaa) 
giiamtcxd IUlI«>i' 'o<>i t̂ugiaw. AppwilSlly, ii» rciull (| 

iliai iU coBfreiliawi Uigti mtitioJolojy O0w il>o«i ital 
ilttti tcmSiAnteptti anil uvo fnmiry —11.7 hiUltmavet 

UXi u^ci y u n ' ~ isLAsr ihu coei money. Tbr 
fcuoiVI Tbr uia icvt,\ot*BrBl. •'bich «rc find urDorvtlt 
•llu)l)v«}. ar* 1lra.Tibr.1I Is gr**!*' daiiil t/*luv. 

WhMt Happene Next? 

Il UBqeicKdou p*)i B4i(cci leutunj rcp:»l, ii will %ti lnin 
(01 budfSl nooncilibiior. bill. tlnn| ailih r>r.r; rvl^i 
biidfMIW J**«lj/' lW« yaii. .r,cludiri[ HtiUur. mud 

^*SIcal4 cutt TTit CliKfon admtniurawi-.n Ki> uiriaienr.il 
IO "Cto Co«]tfcit'i Hit' •( ir^oiK'lllailon. which 'V 

lllrly lonrvuf. 

I ĉ pojjlbllllv IJ uiBi ConjTfM «nd (be 4jii»;cuu«tiOrt 
TM|Maic itXtMhilly 10 ifhUuf « coPTOHiJie lii^t^'W}-
pl&n. Uldtl Ik'.* >i.»B4nc. *r iMiik the flirrrt lOi" "^J""^ 
....ly r.ci n.-Wc iunplj U L . O M HaiWrm nluiOB 
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IO can eeAftneuiiy eOet'> eiren tandinj - probably IAM« 

to ihsia tlie ̂  Republleens he will be TTsding chips wilh 
(aamely, QlBtrich, Dele, Anney, et el I 

I 
Hie second pOMlblltty IS tfaal Congicsi and the 
idmleittntion will pl^ a |am« of "ehlolceti" on the budf ei 
bill, le which cue anything can happen, incbidlAj pusigje 
ef vblUlIly allRepublicu Icfislailon ictaix ihe ttatrtl Thn 
ICC In the Republlasni' pockrf i$ chai die federal d«bt 

ceiliiTg ezpfaet en October 1. The Rapublietiu — if ihey 
WS0I to play hardball — tat likely te inseit aa ettetttioe of 
Ihe debt celUflK into their budget packsge. In thai cue. a 
Pretldcntifti veto of Ihe budget padcagc would — In theecy 
_ Bsiouni to sbuoins dowe the federal goveixnncni in 
(Vraber. wttb «11 of the icaultii\g nnmpllCAllnrv. Th« 
possibility of ibc sdminisuaiioa lurtondedni ip ibis 
coiLfri>nl<cHoti crcntrj the ren» likaly •ccnArio uoder which 
the dircct-Undlfif repeal would actually occur. In mir »l«w. 

Changes in Congressional Budget Sdoring 

The (laj>v%}|4«»* >>T<^ »urr«v«e>d In eaod^fjittn 

eocgreilkOnal budget scorlar ivlei so as lo eUmlnate ibe 
perceived buOieiaiy ailvaatscei of direct leodini; vis-A-vls 
the iTalldoBa) gvuaateed ttudeet loin progrsni. Tbe&£ 
chmgei — wfcicb muk la direct leodinx actually 
ippearlnt more expensive then the fuarantced lending 
piO|tim—sre II liut twofold. 

PlK^ tbe Dew rules icquiie more coetplste rrrognincn uf 
Ibc admlnUirtdvc com of dlrict lendint in bii'ier>«ry con 
eompBiiieni, WbUe the datillt ere sketchy, d ipp&ars ibai 
ihA Cancretclenil B«)̂ tget Offlca ;CBO} is lokliif ihe 
idainiSDailve cotts ofthe fun baioh of direct l̂ ant aad 
ftKlrapeladni thees le fuiurc <iiiect |u«ua, tliui im)>Ucliiy 
assionifit or BO eoonomies of xcalc ui tlie pfofmn 

Seconil, for resions ihsl remiin obscure lu ui, (he CfiO Is 
uilng ieii.jeu Tr«a«itfy bond roiei lo e.iscs> me tXtseiii]! 

a\j3\a lite, diiê i lcuiiuij[ ̂ nĴ iom. wi4jc UJilB| 9 l-dajr 
Treasury rales to asieu tbe tundlflg com of the guanniced 
snideel loan prajrr* .̂ 'Ibui. tAe slope of ihe yield ewvo is 
cTcaiing s Bljnlficaat diitanion ID the perceived taapscls of 
aae program vcnui another. AppaxcDiiy. thi] cbugc alone 
sooonms fot Bswiat cf several bilUos doUan in ibe relative 
eo«t difTcrentli) between the dlract leodioi pregtUQ 
guarant««d Ittteiaf • 

As an addideDal compllcsilon. ih« new eett mctEuring 
mcihodoloiy applies to ibc ConKxessioas] Budgei OHice» 
but act 10 Iho Prctldcni'i OMee of Muwgboiot aad 
BudfcL Tbtu. tbe sdffiiiiiiuetlaii and Caagiw wUl likely 
B3e two dLffkrcDi ten of niUIibcn in turure det>flc< about 
direct leodlAK. 
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The University of Vermont 
orneiOTTWi 

eunuKsreti wMiet*r aM|Mia» 
(HRSOMlSa 

AiiEMfC 22. 1993 

The Hoaorehifi Ismas M. Jedbrds 
United StaUe SeaeU . 
513 Hkit.SeaBteBuMof 
WashlQflten, D C 205I0-4S03 

Dear Seoator Jeflbrds: 

We wdto to ukibr your assistiAce ud advice on peading lê lslttioti HXectixig th* Fedenl 
Direot Studeot Loan Ptogrem OPDSL?). As you may be esran). five out of alt of Vermofita 
pubbc iaiUtutioQB partieipete in the program. 

Our experieaoe with tha direel loDdlogproipim bas been ̂ aioallaot. and All Ave ofthe 
K J V O U involved beve lotpletBcijtcd tbe eocessory aydtttns and proeaduras vt i^ able lUppori MKA 

aislfUneo from tbe D^aitinenc of Bducatioa However, itflw bavios laveated Mbttei^ 
iastitutioiul rotources fauo revuapicg our loaji proceuiog b order ta paiilclpete la the dlrea 
leadbg prognm—a ptpgratn (hit we viewed to be a tiropios aad mora coftt>«ffid«at BMoa ft>r the 
dclivciy of Btudett lotfis- vre on oow.qultr. disturbed to eee that Coogrieis ii laioiuly cotisljdertof 
fkjviBachltig ohao^ to h. 

Hie outright eitaiiaauuti ef \b* progntn, nrbiek errtun aenlor Houc« membera have 
£«cet^ ftivoGCted. would eetioualy uodennlne our financial aid operuiooft. Frota U iastitutlooAl 
pcî pooiJvei, one of tfâ : oiosl obvious aJvuLtagô  of dio»ot Ua«tl>̂  ]a Ike m«tfe«r in whlab It 
integretot the aoiiiB studem eld prooees on cuipus. In the ooune of iaplemeodiag ̂ eetloading 
wo h*v« Uf ed tts ippHoet̂ on acd delivery processes the fbuiutadon of our Intagreied ilell very 
prooess tbr % wide rsnge of fiaeodal aid. To fbroo us back bto tha beok-besed tpim. would 
require ue sot crtly to vasentially write off the costii inounvd for the hew leus lysttaa but it would 
tlie impose tww roera ae we trv to reereitc the old itHv̂ ry syitaoi we thou((kt we bad left 

Even If tbe prograzu is not eUndnatad outright, we are also coooersed about propoeal̂  t̂ efc 
would alter the program a mnv two yews aflei >u «n*stsMai Into Isw. As yau ai« awarv, 
laglalalion has been itAroduced So bodi diarDbere to oep ̂  pvô ram or soeka other fiiadaxnaatal 
obattges to It Alao, the 1996 House i^r>ljHS-£duca4op Appropriations blll.ecuiielM 
lagjaltttvo chaages that would cripple the Departmcafs ability tc iaajuge direoi loans. Thoee 
lâ xUtlwa proposals SIT often juktifUci by their baokert as a locens of easuiit̂  % tidr teat becweao 
t>i« bank-baaed eyctent end direct loaac. 
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Wc bdieve that current law, whieh ia enfiralv driven hv inaritjjtleBial dmrtaiid. la tha bmtt 
ff>rin Affair eflmn«;î ftn thrt ybftl̂ ifttnyJmpftf/< cjpa are uwwaffiMtê  Ifdlraet Ididiag 
oontiEUOt to wolle aa weU b the &ture as it hu tfaui ftr, m9f6 tchoolf WlO opt fbr the prograin. 
Howcvoe. if direct leading (bOs eo deHver on iu prenitee aeboole aKviTa h«v« ihe optioti of 
leaving. 

Oiir ooocani «ith tbeaa propouli is ibl they appcir lo be put of a oQ&earted dSfbst to 
ellmisMrc 4ro« leDdin̂  st ti\y coit. a pfô ata Whoss vary euccees haa threiianBd ika proflts of 
middlBiiifB thit tt bas flqjoscd u loduiuiafltt eod 
affbrt. Tlaio proposale. if tiuoiad, would dEvaMtto not oŝ y die DeptTtinwrfe uaprdcodaoted 
efforta to be t«Mpwiaivft to Ktgher eduMtien iuxtituuone. but would else be ve^ den̂ giftt to ° 
eoKoolt, Hko outs, tbat eatered the pragrare In good fiitli ts a meofit of laproving tha eld process 
ibr atudeftta. 

Tbfa laitar U loteaded to biliî  tliac coaccrns to your attcaiior̂  aod ebo <e aik you to 
jlaue your MawiregardbgdrDotleodliig with us. We basieo to add that direct lending In 
Vermont li fay no means Uinlied to public institudons. end tbat at )cuc two private sdhoel*. 
MUdlebtuy College and Vermont Law SukooL beve also opted Jmo the prô nm We would 
•pprBdita'iny ioslghu Into the fUnŝ e of UUK program you inay be eble to prô do us lad hope 
tW you will ooaaldiu-leitiiutlnM] csnx̂ tis in thA course of your dcUbefsU 

'lYusmai K Saloioa 
President 

Cbâ lea I. Buatinf 
Chancdlor, Vonsont State CoUege 

TPS/CWdw 

omo4d 
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July 27.1995 

GSEB & Mortgage Finance Enr r Hrmtl (212) 70)-623i 

SaUie Mae (SLM): 
Repeal of Direct Lendlnx 
Becoming a Legislative Possibility OUTmAFonM 

Prict 32-Wkllng 

i9 ai - J> 

Div YM SbifMM) IJ'S9<A W&W5B SPS«E r/B 3-Yf r>vj OfP«tt» 

si.-«e 3.»» V 3 J a 4.91 S4.«7 le.e 9."> 

Satkptict9t tfJri} ii. 1995. 
Summaiy afld SeoDiDauDdadon 

Attythiaf tmt ha|ipen In (bs aijr lop*7 turi/7 world ot 
studeac load politics. Over tbe laii sevaral days, a new 
(wiiibi)ii<r bu cii>«rsed wiOi CAcldaa iiu(;Uca(iui(k tai 
Sallle Mae sfairehoUen — a legislative repeal of dlrcri 
lenaiax '"ofctbor. W))|K utu Kcaaho l« ao\»**i«re-
ihiB|," Il Is i ooDcreie povlUlitjr. We >MOald csiiioaie tbe 
fbllewlng sequence of ptebabilitlei: (i) the oddi are 90% i 
plui Uw the House of Repteaetuittvei will pass a loul ' 
vepeil; (2) the odds are 75% ibat tha Senate will follow the 
iUTM Mwee Ribeequnnrly. and (̂ ) thr ncMt an 5(VP>50 ibii 
t repeal would wiibstind or circunvcDC a Ptesidenda) veto. 

The MignUude ofthe Upalde 

While ibe ma^tude nf the upitd* Is vrfy dllllcui lo 
asiOSl, we would Bllbnaic thai U nceedl SSO per ihvc. 
StillQ Mac was a %li stock la oirJy 1993 before the icBlliy 
of direct lending legUltUoD became appareni.. KInee then. 

In ibon. the campoimded odds aie eppratlmateiy oas-is-
lAraa tbai direci letuUag wiD be repealed ta tte scst •cvtril 
eeonchi. 

Sued 00 this posiibillcy, we aie gpiradbig Sallle Ma: tianx 
Seatrai to Outperfoim. There it a deFislte "tradlof ctU" 
eleiBBQi to iHli Tecomineedaiioi change; we are reuooibly 
confldcnf thai ottreseiteocat over tbe eeeerete poulblUiy 
of dbect lendiax repeal wIU spiaad to oibcr cniricei 
paitidp^ti owar tbs aist seveml dey and wveks. 
Nevenb«le«». by our Own crude piobebiliadc mrtbodolofy. 
(he odds exceed 50-30 thai npeil wOl aoc uhllMlely occur, 
Tbvu. we Bfc icconuiendifig S«llle M>c baaedon a 
sigaifiCBat upside ptfUfh/t/Qr, not s cottcreiê rehô lUly. 

teveral developTnents bave occurred, ndict Uian Cbe direct 
lending Jegvsluiop itself. 
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IO uiie eeormeuly leoui Mnci Isneiu — pnjiubly fine 
ifl u t t tte toy lUpiiMioMi he 

uUiiieupireio<i()Li(ihri I. IV.R<i|iuidieai i/ibey 

O i l ibe tM''(i*'* >:Uc ful S l l l l * iAme. 0X1 9C«pe will vnliinK^ 

erUutnuleoiloByfOCTinAjiviitowiiil^iiUlcnUy. Tb£ 
Dojiviiucni of fi<]iiL«Kijn •lamiiic lIUl n n l lluSCOl 
|«Ddb{ wlU hivc f nwB tmm «1A blUton In HiMl 1991 (o 
u e blUloa Ift etral l«Q{. Tlik^^ii a- iu»ra(« (U-o tn 

t)lN*^«V 111 telweea tts l ia* 0 Idui it Fundfd ind ibr 
nmi thu SUU* M M bus* thr. lo«n ttw\ ih» .ji.^itt^ UnJcj. 
T>Vtf.<h»|MBn(ii] iiowih InSilIia Mit ' i Inn/i «nlcmu — 
pbiant dlrtciUiilujl CSUld be eBAflflMi. 

Oa ae aeytdve iide, ."SuHif Mni. ^ „ « | „ y i i u j j 

dlMcr loin I K U U H D T I — no«r « iU-bub-ycilA u r r 
fe« cn fuirwmxi l u w lAii eiler wndeu du mjt, To wur 
knawleSfe. rrpcil of ihr u»or A« li B«t oa I « W T - , J „ : \ 
«|and<. A^ n irwh ofthc vwf fte, S«ilie M u ^ U k)9l t 
lOoSihuc of Ifit cwtipeimxc uiv«mitc li vil-s-.ii 
oOmt MiiOcot luidcq bcrons 

Our miMt cmiiiaeracicinr ovci Che I M ir.vml fnmt. a 

aiuB^er of ii^dcnt IcM^ci — puilcbltrly feoaks—hnv^ 

aioppfS or tccmpoaauei tbclrtrudoel Ion funCQont, ikiji 

utvi<wuiiiiht;TO|TvnubulicadlBcrorexiieeUeA. if 
dimi Uooiiic war* rspvgiDd. aoisf ot ibe»o paflla>'p̂ î% 

could irict-cliiiK iliei> iltiiJ«n( )u4u ttfotti. OutrbDaji*^ 

wiiili ^iwuiincviluu U difflculi, tit brKc'c O i l StUic Mie 
- •Vl« Rl<-c t lHol «( * rn f.llfl «rnrl .̂.x..-̂  _ iliU ycw 

— tf * repeal Ol direfl Icndirg wrrr. id ottui. W» « e 

pubUAla)(« 12-nicnlh price xtrga ot SCO, »Iucl>, ̂ tklim 

Idffllaediy lAiirwy, Mp(«4enb wB« D)iy be i reumihle 

Vreud o/ (be U i l cue lua n am -cue loenirira for ilip 

What Has Kappeued Politically? 

i«nein| f » p ^ TTUf ibifr m peiiurt — ~'.iislt h u otcuired 

l« iCUrit diyi — II <(Dlbutibl« ID I I W pniovy ficsss. 

n i H of all. H6U«< Rrpul)Li;*i»» « • •*6»n3»ly a p y BI î ie 
ClinlBn AdalslsUMioB foi u b i | i>ic tlircci lendint 
piOgfUn Tnr whM Ihry • rli» ••pub'jrinv — p«ittlv( u 
piRlUn pufpotta. Ai^arcnd^, rkr rirpinnoi'of 

FJU/ iLas kit pioeuni tivcTtliloi ipace !D & auf lLt of 

r o U ^ « t^M» •owkp^rt proooiUtf dlrea l«ndli\c 

|nO|>ui." W I C U D O I iisciirn lo r.xieni lUt t iu 

>£nj|])y occimrd, bui aiipa^riuly i iniiiiWi uf RepuUiuw* 

Ff«cui«iClii>ra- Item bo>cilB{ Jbsut "KH'' M M pmiftm 

Is 10 •holliti mt prD0ini. 

T>i* iKoiid nJisoD for Ito cnanî c. n 0\m tfc K«pabJlcn> 
htvc suKceiied is qoiuyiat <̂ oftsrniIcieil buSfel icvriDi 
niirt 10 n 10 ioiviiy iTvrru mr percrlvia bodeeuiy 
• i j v u i i | ( | ef dlrac Ucdlag v|s.t.vls Bioiboatf 
gaiBiacircd lludt-ii io.«i ^<U||sui. Appannily, chi; rsluLi l | 

iLi l iks conffttfiMil Lu i s« tnailraiiolojy bO» sLoivi Itet 
diicci icDOUtf icpeM will lAvo mnTtrx — S i .7 blUloD OTCT 
Ol* Dtii eavee yctn -> mihsr iTiu coei utooey. The 
leuDM fbr thii davelofxnrai. a-bich m fiTxi iaiBff*bl( 
•Ili^ivJ. t it ittiinbe-d Ic Brxiar il«iil| b»lu«. 

What HiippcnB Nert? 

II UbqeicSS dau pOktdUcCl IcnOuii lcpc«J. il • i l l [o hilii 
in* bud;ec Kdonciiiuisr bili. tUwi wiih f»r.<y 

cull Tht Cliiwon ^rnlnitif•iic.n hti ihfcBir.Dcrf 
lo •no C*QD)|ic(i t fliM ai iT^KiKlllminn. whirls 

61ni it tU^I). A( ihii tvihi. cnr of I * D buic teenftnot >3 
Mlrl)' in nrr.u 

iht ftmpojsibllK.'' la C o n r e " *i>d i'*' ^ii.;aitfnitiOft 
TM|fni3K(IJC>Uftjl1y IB K-M«>;« «C(M«<P">i>ll>C budtdU)' 
plan- l i i i tiTMTlei. VI- il.iiik ITi* «irr«i IO«B I C J « . ^ 

rci ni->.lvc linisl, bnc.*«» mildPW rilKO« * t f ^ 
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lockteaenmoutly about diren landing -probably mere 
to IhaB (be key Republicans he will be trading chips with: 
(Damely, Qlngrlcfa, Dole, Anney, et al.). i 

! 
The second poulbluty is ih« Congress and the 
idznleiitrttien will play • gamt of "ebteksn" on die bvdgti 
bill. le which case anythleg can happen, inctudifig pusigjc 
ef vtnuilly all Republican Icglilatlon icrcut the hoird Thn 
sec In Ihs Republiotns' pocket is (bribe fiederai d̂ bi ' 

ceUing DXfiitt on October l. The RcpubllceBft — if Oiey 
wsf t to plsy birdball — an lUcely re insert es exientioe of 
Ihe debt celling iato ibctr budget package, ta (bat cue, a 
Presidential veto of Ihe budget packigc would—(a ibeary 
— afflouni lo abutting down the federal gevemnieiu in 
Ociober, wlib all ofthe rcmulting nompllcatlnn.̂ . Tbe 
possibility of Ibe idminisiraiioo lurreodnlng Ifl this 
coafroncHen crcmrs the moii liVsly leenBrio und«r «»>iich 
the dircc(<l«ndh)g repeal would actually occur, hi our view. 

Chflngcg In Congressional Budget Scorinĝ  

oongressiaiu! budget scoring ivle* to as ro ebninaie tht 
perceived buOgeiary advaAllgei of direct lendini; vls-4-vlt 
the tradldoBBl gtiiraniead iiuda&t loan prognira. Tbe&c 
chMgei — wbich mult 1B direct leading actually 
appearing more expen»lvc iben (he fuararieed lend ine 
propen — ve 11 liast twofold. 

Fint. Ihe MW rules icqain more complste tKOgnitiua of 
Ihe BdsiinUirtlivc coiu of direct lending In hidgriaiy rvsc 
oompariioru. While the detilli are ckeieby. Il tppars ihni 
flw Congmclenal BudgRt Offlca (CBO) is taking ibe 
idxalniitrtilve cotti of tbe fiiii l»io)i of dixcct loans, aad 
Mtrapeladng tbees lo fti(urcdiicci loeui, dwi implicitly 
tssimilAg (bw or eo economies of scale in ttie Pfoxram. 

aecond, for reuons ihst rr-mtln obscure to us, (he CflO is 
uili«g leii'jrcax Traaeury bnn̂  reiei to uses* ihc rusding 

uuaiB ur cite JIiOLi Icuillui piu^tam, wltUe ualBg 91-^ay 

treuury rates 10 asiess the fundlog coics of the guarsnieed 
irudcel loafl prorram. Ihus, uie ilope ofthe yield curve Is 
creating s tigeificaei disconion ifi the perceived iiepeccs of 
anc pragram verius another. Apparently, thii cbUjc alone 
accOQUS for a iwiag of sevciel billloo dollars in tbe ndstive 
cost dlffcrentlil between (tie direct ieediag progren ud 
guarajitasd U « e i B | . 

As 2B addidoDal cotnplicailen, ihe new eeit acuunng 
mcibodology appliet to ihc Congiesiiooal Budget Office, 
but not to the ?rcifdcrtt's OfAce ef MuiegMQSBl eod 
Birigct. Tbw, ibe •dniiiutcnilika and Confraai wUI liVcly 
uae two dlfTereot teu of nuQibcn in furure OebaleS abeul 
direct lendtajt. 

(0-



UNITED STATES DEPARTMENT OF EDUCATION 
WASHINGTON, D.C. 20202-

October 25, 1995 

TO: 

FROM: 

Paul Diamond, OEOB 
Gene Sperling, White House Domestic Policy Council 
Jeremy Ben-Ami, White House Domestic Policy Council 
Gaynor McCowan, White House Domestic Policy Council 
Ken Apfel, OMB 
Barry White, OMB 
Stepiianie Babyak, ED 

Leo Komfeld 

As per our recent discussions, enclosed please find materials on Duect Loan Program recently 
distributed to Congress. These include: 

1) cover letters from Madeleine Kuhnin and Kay Casstevens; 

2) state-by-state lists of Direct Loan schools; 

3) two most recent fact sheets on direct lending; 

4) state-by-state list of quotes from direct loan schools; and 

5) pie charts mdicating Direct Loan volume in selected states (we anticipate preparing a more 
complete set). 

We will continue to keep you updated as we develop more materials. 

© Our mission is to ensure equal access to education and to promote educational excellence throughout the Nation. 



UNITED STATES DEPARTMENT OF EDUCATION 

OFFICE OF LEGISLATION AND CONGRESSIONAL AFFAIRS 

October 17, 1995 

Honorable Donald Manzullo 
U.S. House of Representatives 
Washington D.C 20515-1316 

Dear Congressman Manzullo: 

As you know, in the budget reconciliation process, dramatic changes are being considered for the 
new Direct Loan prog.'am. The Senate Labor and Human Resources Committee proposal would 
cap Direct Loans at 20% of total loan volume, while the House Economic and Educational 
Opportunities Committee proposal would eliminate Direct Loans completely. I wanted to provide 
you with some information which I think you will find useful in making informed decisions in this 
regard. 

During the 1995-96 academic year, more than 1,350 schools are making borrowing easier for their 
students through the Direct Loan program. We expect more than 3 million loans totaling $12 
billion to be made this year. Hundreds of additional schools have signed up to provide Direct 
Loans in 1996-97, sharing our commitment to reform the student loan system. Direct Loans is 
being praised all around the country by college presidents and students alike for its speed, 
efficiency and lack of bureaucracy. It is a program that is good for our country, good for our 
students, and good for our colleges. 

I have enclosed for your information a list of Direct Loan schools in your state. Also enclosed 
are the first two in a series of periodic fact sheets intended to address concems or 
misunderstandings that may exist about the new program. Tne first explains the true 
public/private sector partnership created by direct lending, providing straight answers on its 
market-based structure, incentives and benefits. The second looks at issues regarding student loan 
default rates at Direct Loan schools. 

We hope you find this information helpful. As we continue to work on easing access to financial 
aid, we welcome the opportunity to answer any questions you may have. 

Sincerely 

Kay Casstevens 
Assistant Secretary 



DIRECT LOANS 
DIRECT LOANS: 
A TRUE PUBLIC/PRIVATE PARTNERSHIP 
A TRUE PUBLIC/PRIVATE PARTNERSHIP... 

The private sector plays a major role in the Direct Loan program and is responsible for the 
core administrative tasks associated with servicing and collecting an estimated $12 billion 
portfolio at the end of the 1995-96 year. The Department of Education's private-sector 
partners are internationally known for their expertise: 

Electronic Data Systems (EDS) —prime contractor 
Computer Technology Services, Inc. 
Price-Waterhouse LLP 
Hewlett-Packard 
Informix 
Gencsys 

Computer Data Systems, Inc. (CDSI) —prime contractor 
AFSA Services (Division of Fleet Bank) 
Anderson Consulting 
Digital Equipment 
Deloittc and Touche Corporation 
BTI 

National Computer Systems (NCS) —prime contractor 

MARKET-DRIVEN INCENTIVES... 

Direct lending focuses funds on improving services to students and institutions by employing 
market-based competition to introduce accountability and responsiveness to the student loan 
program. Contracts are awarded on a competitive, best-price-to-value basis, with customer 
service structured into each contract. 

MARKET-BASED STRUCTURE... 

Simplicity and streamlining are achieved through the Direct Loan program by reducing the 
number of players in the student loan process —currently more than 7,000 banks, 90 sec­
ondary markets and 41 guaranty agencies are involved— and by establishing a direct, ac­
countable relationship between the Department of Education and the contractor. 

MARKET-RECOGNIZED BENEFITS... 

The Department of Educations private sector partners earn taxable revenues that will help 
reduce the federal deficit. Over the next six years, the private sector will hire additional tax-
paying workers in states like Alabama, California, Maryland, New York, Texas and Virginia. 
As additional loan servicers are used, additional employment will accrue to the private sector. 



DIRECT LOANS 
THE DIRECT LOAN PROGRAM IS NOT A SAFE HAVEN 
FOR HIGH DEFAULT-RATE SCHOOLS 

Direct Loans not only introduces improved default prevention mechanisms, but schools selected to 
participate in direct lending actually have lower FFELP cohort default rates than FFELP-only 
schools. The Department of Education's (ED) implementation of the Direct Loan program and its 
efforts to address schools' student loan default rates should be reviewed in their entirety: 

COHORT DEFAULT RATES ARE LOWER FOR SCHOOLS PARTICIPATING IN DIRECT LOANS... 

According to the General Accounting Office, the average FY 1992 (the latest data available) 
FFELP cohort default rate for schools panicipaung in Direct Loans is 11.3%, compared with 
15% for FFELP-only schools. A school must be eligible to participate in FFELP in order to 
be eligible to participate in direct lending and must maintain FFELP eligibility after it enters 
the Direct Loan Program. 

DIRECT LOANS REPRESENTS THE ENTIRE COH/IIVIUNITY OF EUGIBLE SCHOOLS... 

By law the Direct Loan program is required to achieve a reasonable representation of all 
schools participating in federal student aid programs. Proprietary schools represent the largest 
number of schools in both direct lending and FFELP, but they represent the smallest percent­
age of loan volume. 

ED INITIATIVES RESULT IN A DRAMATIC REDUCTION IN DEFAULTS... 

As a result of aggressive default prevention and default collection efforts begun in 1989, net 
annual default costs were less than $500 million for the past year. This compares to a high of 
$2.9 billion in FY 1991. 

DIRECT LOAN CENTRALIZED DATA COLLECTION SAFEGUARDS AGAINST DEFAULTS... 
The immediate and direct access to all student loan account activity provided by the Direct 
Loan centralized database represents a revolutionary breakthrough in default prevention. The 
availability of on-line, real-time data on all Direct Loan borrowers will facilitate the 
Department's monitoring of borrowers' loan repayment activity and calculation of schools' 
default rates in a more timely, accurate manner. For the first time, a real default prevention 
program can be initiated for both borrowers and schools. This level of control is not available 
under FFELP, where default rate calculations lag two years behind the current academic year. 

STRENGTHENED DEFAULT PREVENTION K/IECHANISIVIS ARE TO BE INSTTIVTED IN BOTH DIRECT LOANS 

AND FFELP... 
By December 1995, ED will publish final regulations to enhance the FFELP's default-
reduction initiative and provide additional default prevention measures in direct lending. 
Among other important modifications, the regulations will define a default measurement for 
direct lending similar to the FFELP cohort default rate and will establish triggers, similar to 
those in FFELP, that will kick out high default rate schools. 



UNITED STATES DEPARTMENT OF EDUCATION 

October 23, 1995 THE DEPUTY SECRETARY 

Honorable' 
U.S. House of Representatives 
Washington, D.C. 20515-0515 

_̂  Dear Congressman fltaft: 

As you enter into the final stages of the budget reconciliation process, I wanted to provide you 
with some first-hand infonnation about the success of the new Direct Student Loan program in 
your state. It is my hope that this information will help you make an informed decision 
regarding the future of direct lending. 

Seldom has a new program received such positive reviews from the people it is designed to 
serve, namely, smdents and the schools they attend. We have received overwhelmingly 
positive reactions from oiu" customers, as indicated by no less than foiu: independent 
evaluations released this year, one by the Association of Community College Trustees, the 
second by Fducatinn Daily, the third by the General Accounting Office and the fourth by 
MACRO Intemationai (imder contract with the Department of Education). 

Smdents and schools can't say enough about the benefits of this new program. But don't take 
our word for it. Enclosed for your mformation is a list of quotes from fmancial aid directors, 
college presidents and smdents at Direct Loan schools in your state. Here is a typical example 
from a financial aid director at a second year Direct Loan school: 

"Direct Loans are everything they promised to be. In fact, they 
are the answer to my students' and institution's needs. They are 
easy to administer and extremely effective for both smdents and 
instimtions alike. Direct Loans are incredible!" < emphasis 
added > (Sue Armstrong, Director of Student Financial Planning, 
William Jewell College, Liberty, MO.) 

I have enclosed a list of Direct Loan schools in your state. I hope you fmd diis information 
helpful and welcome any questions you may have about direct lending. 

Sincerely youis. 

Madeleine M. Kunin 
Deputy Secretary 

Enclosures 

600 INDEPENDENCE AVE.. S.W. WASHINGTON. D.C. 20202-0500 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Michigan 

Direct Loans 
17% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Michigan 

FFEL 
43% 

Direct Loans 
57% 

Department of Education 10/23/95 



Direct Loan Volume as a Proportion ofthe Total 
Loan Volume, Year-One, California 

Direct Loans 
2% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, California 

Direct Loan 
33% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Kansas 

Direct Loan 
< 1% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Kansas 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion ofthe Total 
Loan Volume, Year-One, Vermont 

Direct Loans 
24% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Vermont 

Direct Loans 
42% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, New York 

Direct Loans 
6% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, New York 

Direct Loans 
40% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Virginia 

Direct Loans 
4% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Virginia 

Direct Loans 
64% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Rhode Island 

Direct Loans 
14% 

Estimated Direct Loan Volume as a Proportion of 
the Total, Year-Two, Rhode Island 

FFEL 
59% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Maine 

Direct Loans 
1% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Maine 

Direct Loans 
9% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Oregon 

Direct Loans 
% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Oregon 

Direct Loans 
53% 

Department of Education 10/24/95 



Direct Loan Volume as a Proportion of the Total 
Loan Volume, Year-One, Colorado 

Direct Loans 
31% 

Estimated Direct Loan Volume as a Proportion of 
the Total Loan Volume, Year-Two, Colorado 

FFEL 
47% 

Direct Loans 
53% 

Department of Education 10/23/95 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

ARKANSAS 

FINANCIAL AID ADMTNTSTRATORS' QUOTES 

"The Direct Loan Program is a good system that benefits both the students and the 
college." 

Bob Womack 
Director of Financial Aid 
Williams Baptist College 

"The best loan program is the one that best serves the student, and the Direct Loan 
Program best serves the students. It is a good program!" 

Travis Douglas 
Director of Financial Aid 
University of Central Arkansas 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

ALABAMA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Qur students are still in a state of shock when they fmd out how soon they can get their 
loan funds. We keep waiting to fmd out 'what's the catch?' Seriously, the system works 
great." 

Larry Smith 
Student Financial Aid Director 
Jacksonville State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

ARIZONA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We think the Direct Loan Program is wonderful. Qur student population has increased 
over 7 times in less than 3 years, and we have been able to maintain a level of service to 
students comparable to that prior to the increase. This would not have been possible 
imder the FFEL Program." 

Gina Myers 
Assistant Manager for Financial Aid 
The CAD Institute 
Phoenix, Arizona 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

CALIFORNIA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"This is a monumental step. It makes those of us in financial aid more sophisticated and 
user friendly in helping to serve students. We can't do anything but do our job better." 

Kenneth R. Clarke 
Associate Director of Financial Aid 
University of San Francisco 

"In any pilot program, and UCI has been involved in most state and federal pilots, there 
are going to be challenges. We knew this when we signed up for the Direct Loan 
Program. Every challenge we have faced has been solved. These solutions have come 
fairly easily. The three partners in the process (University, Department, AFSA) have 
worked well together. The institutions that are coming onboard in year two ofthe Direct 
Loan Program will face an easy transition into the Direct Loan Program." 

Otto W. Reyer 
Assistant Vice Chancellor and 
Director of Financial Aid 
University of Califomia, Irvine 

"Go Direct Loans~Qur experience so far has been very satisfactory." 
Esperanza Nee 
Director of Financial Aid 
University of Califomia, Santa Cmz 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

COLORADO 

FINANCIAL AID ADMINISTRATORS' QUOTES 

" I can hardly talk about eliminating the program without crying. Students are happy. 
Universities are happy. Why they want to cut it, I just don't get it." 

"Being in Direct Loans has been almost a spuitual experience. It helps us provide better 
services to students, period." 

Kay Jacks 
Director of Financial Aid 
Colorado State University 

" I estimate that we have saved 120 staff hours in the finance office alone because the 
Direct Loan Program has worked so well. Since there are just three of us in the Finance 
Office, that is a full week of staff time just this semester." 

Richard Batman 
Finance Officer 
Aims Community College, Greeley, Co 

"The most impressive aspect of our whole experience so far has been the fantastic level of 
support, from the account managers and from the servicing center. They have kept in 
touch with us from the beginning and answered all our questions." 

Barbara Wilder 
Director of Student Affairs 
Colorado School of Trades 

Peggy and her students cannot believe how quickly they get their money. "The students 
at I l i f f go into a lot of community service positions after they graduate. We all know how 
well these jobs pay. The students are thankfiil for the Income Contingency Repayment 
Plan because it allows them to serve their communities and still pay off their loans." 

Peggy Scroggins 
Director of Financial Aid 
Iliff School of Theology, Denver 



COLORADO 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"What should students expect fiom the new direct-loan system? We can answer students' 
questions ... and our counseling staff was like, 'Wow! We're not spending all our time 
chasing paper. We're actually talking to students.' " 

Susan 0'Flaherty 
Director of Financial Aid 
University of Colorado, Boulder 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

CONNECTICUT 

FINANCIAL AID ADMINISTRATORS' QITQTF.S 

'The Direct Loan Program is a perfect blend of technology and service to the students." 
William Hawkins 
Financial Aid Director 
Westem Connecticut State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

DISTRICT OF COLUMBIA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"This is to confirm the tremendous success of the Federal Direct Lending Program at 
American University. 

"In my seven years in fmancial aid, I have had extensive experience with both the FFEL 
Prograin and the Federal Direct Lending Program. That experience has been with schools 
ranging from 1,500 students to a school with 11,000 students. My colleagues and I have 
shared in the finsfration of having to implement a bevy of ever-changmg federal 
regulation[s]. We have been on the front lines and have actually witnessed the effect of 
federal policy on aid recipients. 

"The Federal Direct Lending Program is absolutely the best thing that has ever happened 
in financial aid. When AU was in the FFEL Program, our students had to navigate the 
myriad of agencies involved in loan processing. Despite the efficiency of individual 
banks and guaranty agencies, the FFEL Program was doomed to inefficiency. Too many 
cooks, no matter how skilled they are, min the soup. 

"In FFELP, our students waited two months for their loan ftinds ... in the best of 
circumstances. If anything happened to go wrong, they waited much longer. Under 
Federal Direct Lending, we make ftinds available to students as quickly as one day from 
the point they submit a loan application! The reduced administrative burden, combined 
with the tremendous reduction of problems and delays experienced by students, has taken 
a stmggling office and turned it into a model of efficiency. 

" I f the Federal Direct Lending Program is taken away from us, our 11,000 students will 
instantly perceive that Congress has completely disregarded their needs and experiences 
when determining the fate of this program." 

Erik McGunnigle 
Interim Associate Director 
Office of Financial Aid 
The American University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

DELAWARE 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct lending has many positive advantages that warrant its siu^ival. Some advantages 
are: It is easier and quicker for the student, more efficient for the school, and saves the 
school adminisfrative costs. For the school, the fraining is readily available, and the 
support service has been outstanding. There appears a genuine concem for the student by 
the Direct Loan servicer that should help reduce the default rates. Direct lending has been 
mn as a clean, concise operation, and thus should remain in fiill operation with no 
immediate changes." 

Randy Brown 
Financial Aid Officer 
Star Technical Institute, Wilmington 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

FLORIDA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We had been reluctant to enter the direct loan program because of our previous 
experience with ED. But I am happy to tell you that there has been a complete 
tumaround in attitude in the Department. ED staff, particularly the Direct Loan Task 
Force, have been exfremely responsive, supportive and dedicated. There is a tme 'can 
do' spirit and a genuine interest in working with the higher education commimity to make 
the program better and reduce the regulatory burden that prevents us from assistmg 
students as well as we otherwise might. Your initiatives for reinventing govemment and 
your executive orders to reduce regulatory burden and improve customer service have 
been the impetus for this changed attitude." 

Karen Fooks 
Director 
Office for Student Financial Affairs 
University of Florida 

"Karen Fooks, the financial aid director at the University of Florida, says her whole office 
threatened to quit i f it was ordered to retum to the bank system from direct lending." 

Excerpt from US News and 
World Report 
March 1995 

" We are very happy to be in the program. I consider the program to be much better than 
the old system." 

Ray Bennett 
Director of Financial Aid 
University of West Florida 

"The Direct Loan Program allows us to provide better service to our students. Also the 
student and the Business Office are relieved of navigating the sea of student loan checks." 

Sarah Testerman 
Director of Financial Aid 
Southern College 



FLORIDA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"The best part of direct lending is the level of support. The biggest difference compared 
to other federal programs is that we have people looking out for us. Direct lending 
provides excellent opportunity for our vocational students; there have not been any 
problems getting the money to the students, and I hope the Program is here to stay. I also 
hope that other programs offered by the Department of Education will become more like 
the Direct Loan Program with regard to the level of support. 

Tom Delgrosso 
Financial Aid Director 
Southeastem Academy 
Kissimmee, Florida 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

GEORGIA 

SCHOOL PRESIDENTS' QUOTES 

"When we applied to participate in the FDSLP [Federal Direct Student Loan Program], 
we were assured that the FDSLP would be in operation for a period of at least five years. 
Valdosta State University has invested considerable resources in implementing this 
program. We are distressed to leam that Congress is seriously considering curtailing or 
canceling the FDSLP and retuming to the bank-based student loan system. 

" I urge you to keep the current law which allows schools to choose whichever system 
they prefer. I f the FDSLP continues to work as well as it has up to this time, more 
institutions will choose to participate; i f it fails to provide efficient service to students, 
schools will abandon the program. 

"It is essential that Congress adopt the loan program that is in the best interest ofthe 
taxpayers, students and parents, not the program that benefits banks and guaranty 
agencies." 

Hugh C. Bailey 
President 
Valdosta State University 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Qur fall quarter regisfration started on Sept. 17, and I am pleased to report that it was the 
smoothest registration in years, thanks to direct lending. Last year (and for the last several 
years) under ... FFELP we were a month behind in processing loan applications by the 
end of August, and students often did not get their money to pay their tuition and rent 
until the end of November. This year every loan application tumed into our office by 
noon on Sept. 15 was processed in time for fall registration, and our students had money 
to pay their rent and tuition by the middle of October. 

"Unless you have worked in a financial aid office, it is difficult to imagine how much 
easier it is to process a student loan without the two layers of bureaucracy added by the 
banks and guaranty agencies." 

Tommy A. Moore 
Director of Financial Aid 
Valdosta State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

IOWA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Because of direct lending, students are again in confrol. It is the students who determine 
their individual repayment options. This means that an Iowa State joumalism graduate 
does not have to follow the same repayment schedule as the chemical engineer graduate. 
Students under direct lendmg have options. They can exercise those options. They can 
take fiill responsibility for their fmancial affairs. They are in charge. The student who 
elects a historically low paying career is not penalized, nor is the student who elects a 
historically higher paying career rewarded." 

Earl E. Dowling 
Assistant Vice President for 
Enrollment Services and Director, 
Office of Student Financial Aid 
Iowa State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

IDAHO 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"How do we measure the success or failure of our programs? It's obvious. The students. 
Our students continue to praise the program for its simplicity and ability to provide loan 
fimds to them in a short period of time. We had more loan funds available for students to 
use at regisfration than at any time in the history of the University." 

"The University of Idaho felt as an institution that the direct loan process gave us greater 
confrol over having funds available when students needed to pay their tuition and fees. 
The Direct Loan Program provides our students with better repayment options. The 
ability to consolidate a student's loans in one place with the choice of several payment 
options should help reduce default. The Direct Loan Program allows us to develop a 
simple program around the individual needs of our students." 

Daniel Davenport 
Director 
Admission & Student 
Financial Aid Services 
University of Idaho 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

ILLINOIS 

FINANCIAL AID ADMrSflSTRATORS' QUOTES 

"There is reduced adminisfrative burden for both our Financial Aid Office and our 
Business Office. Hundreds of hours of telephone calls with lending institutions, guaranty 
agencies, secondary markets and students have been eliminated." 

"The University of Illinois views direct lending as an opportunity to offer an efficient and 
responsive program that serves our students and their families well. Simply, the Federal 
Direct Student Loan Program has greatly reduced bureaucracy, principally by eliminating 
unnecessary middle level adminisfrative requirements and the accompanying subsidies." 

Michael Aiken 
Chancellor 
University of Illinois, Urbana-
Champaign 

"Judging the Federal Direct Loan Program without adequate evaluation or reflection is 
like finding an anesthetic ineffective during surgery because the patient was unconscious, 
and, therefore, unable to give reliable feedback. Students know what works and what 
does not work, what is overcomplicated and what is user friendly. Students participating 
in the Federal Direct Loan Program are generally pleased with the program, as in time, 
others who participate in the ftiture will be pleased." 

"Prior to the Direct Loan Program the educational loan environment was a more or less 
feudal system in which lenders and guaranty agencies held students as vassals to 
insensitive and oftentimes irresponsible management. With the advent ofthe Direct Loan 
Program, responsive and responsible management became available to students who 
needed to borrow in order to participate in the postsecondary experience. The fact ofthe 
matter is that without the presence of the Federal Direct Loan Program as competition, 
the Federal Family Educational Loan Program would never have begun the process of 
reform it has just embarked upon." 

John Olino 
Director of Financial Aid 
Columbia College, Chicago 



ILLINOIS 

STUDENTS' QUOTES 

"When I entered my undergraduate degree, I went in under Stafford, and I was fortunate enough 
that 1 had worked very hard in the summer before school to have enough money to survive for a 
month or two, because I myself - my Stafford didn't come through for a couple months. But now 
when I see the success of direct lending ~ we are ~ [we have] been very fortunate that it's gone 
so well. 

"You know, these students will come [to the financial aid office] daily to fmd out if their 
money is there because it overwhelms their life.... The disbursement of these [Direct Loans] 
checks was actually five days after they had tumed in their promissory note or less. And their 
whole lives just were uplifted, and they were able to actually enjoy Illinois State or any 
institutions overall because the money was no longer an issue." 

Brian Szuda 
Student and Financial Aid Assistant 
Illinois State University 

"I've worked through undergrad, but I still accraed over $20,000 in loans for undergrad and 
graduate school. So when I get out of school... I'm not going to be able to take a position like 1 
want in teaching ... if they change it [the Direct Loan Program] the way they want to change it." 

Paying back the loans as a percentage of income "would really help out. And a lot of 
people can do the work they enjoy, such as teaching and gerontology, or whatever." 

Vanika Mock 
Southem Illinois University 



D I R E C T LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

INDIANA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We have recently begun our first semester under direct lending and found the program to offer 
significantly increased service to students, both in ease of processing from the student standpoint 
and expediency and ease of disbursement. In a recent case, we were able to award a loan, process 
the prom[issory] note and fransfer the loan proceeds to a student's account in a total of 45 
minutes, so that he could have a check for books and rent the next day. 

"Our experience to date is that our student satisfaction level is much higher." 
Phyllis Schroeder 
Associate Director of Financial Aid 
Valparaiso University 

"17,445 lU students are borrowing $87,929,861 on the Federal Direct Loan Program to pay their 
1995-96 academic year costs. The Federal Direct Parent Loan [Program] for undergraduate 
students is loaning out $15,064,801 to 2,579 parents. They have noticed that this new loan 
program reduced their paperwork by 90 percent. They have noticed that they are receiving their 
loan funds five times faster. And you can be sure that they will notice if they have to go back to 
the Federal Family Education Loan Program if the Federal Direct Loan Program is eliminated." 

Susan L. Pugh 
Director of Student Financial Assistance 
Indiana University 

STUDENTS' QUOTES 

"I've been a graduate assistant at [Indiana] University financial assistance. It's a work-study 
position. And I've seen how the program works for students, both the Pell and direct lending.... 
Direct lending allows schools to provide more efficient services, and its elimination will not 
serve the larger public. At Indiana University, some borrowers and their families spent a lot of 
time waiting in lines, fixing problems and putting out fires. In those days, 20 percent of the office 
staff processed loan paperwork. Now, this same staff is in direct client service, meeting with 
students. 

"The direct lending is substantially less bureaucratic.... At Indiana University, basically, what 
you need to do is complete this application, which is very simple.... One page, that's it. That's it." 

Noemi Rivera-Morales 
Indiana University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

KANSAS 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We are very happy with this program, it has been good for the students and for the 
University. Once we had the program in place, it proved to be less work for the Financial 
Aid Department. We are impressed with the speed of the fransmission of data and how 
fast the students receive their money. The University was cutting checks to the students 
one day after sendmg the disbursement information." 

Chris Martindale 
Director of Financial Assistance 
Kansas Wesleyan University, Salina 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

KENTUCKY 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct lending has streamlined our entire operation. We have complete control over 
every phase of the lending process, corrections, adjustments, all of it, without some ofthe 
mistakes and misunderstandings between the school and students. The support from the 
servicer has been terrific, and the whole implementation and procedure has been smooth 
flowing." 

Carol Becker 
Financial Aid Officer 
Morehead State University 

"Qur students are surprised at how quickly they receive their funds and at how easily the 
entire process is completed. They love having only one application. The business office 
is amazed at how smoothly the cash flows and has not reported any problems. There 
have been absolutely no problems so far.... Qur entire experience has been positive." 

Chris Tolson 
Director of Financial Aid 
Lees College 

" I am heartened by your Department's obvious commitment to excellent client service, 
and we look forward to a continuing strong relationship among all the players in the 
Direct Loan Program." 

Robert Laurie 
Director of Financial Aid 
Kentucky Career Institute 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

LOUISIANA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"It is an excelkiit program. It is an advantage to the students and the Financial Aid Office due 
to the fast tumaround time in receiving fiinds. It reduces finastration and anxiety for both the 
Financial Aid Office and students because of the reduced paperwork and because it does not 
involve a third party. Students do not have to wait three or four weeks to receive thefr loans, so 
it is a 'win-win' situation. 

"Paperwork is reduced because of automation, which reduces labor costs in the Financial Aid 
Office. The automation of the Direct Loan Program has provided easy access to information 
which previously took days to locate. 

"The Direct Loan Program helps financial aid officers plan for ftiture workload. Although I am 
using the Direct Loan Program only for first-time borrowers, I would have gone 100% Direct 
Loans this year i f l had the ftinds for additional hardware. 

" I hope the Program will be allowed to grow so that it can be judged on its own merits. I rate it 
as excellent in every way." 

Gerald Williams 
Financial Aid Officer 
Southem University at New Orleans 

"The Federal Direct Student Loan Program has provided the Fiscal Office with a very efficient 
method for processing student loans. We have been able to disburse student loans very shortly 
after loan authorization is completed. In doing so, we have been able to eliminate many clock 
hours and tedious manual steps previously required under the other loan programs. 

Under the Federal Direct Student Loan Program, ftinds are easily accessible thorough the 
ACH/EFT method for drawdowns. We have chosen to drawdown ftinds after disbursmg the 
loans in order to avoid the appearance of and possibility of excess cash. We have been very 
satisfied with the promptness in which fiinds have been transferred to our bank account. 

The Federal Direct Student Loan Program has been very positive and beneficial to us. Qur 
cash flow has improved and our students are more satisfied. We strongly urge that the Federal 
Direct Student Loan Program be continued." 

Calvin S. Tregre 
Vice President, Fiscal Services 
Xavier University of Louisiana 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MASSACHUSETTS 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"It's wonderful. From a school view and a student point of view, it is a system that 
works. I would hate like heck to get rid of it." 

Lana West 
Associate Director of Financial Aid 
University of Massachusetts, Amherst 

STUDENTS'QUOTES 

"Getting a student loan was easier than I ever imagined. I didn't have to shop around to 
find a lender and wait for all the paperwork to be processed. Instead I went to the 
financial aid office to coordinate all my student fmancial aid. There's so much to be done 
when you're going to school, and this was one less important thing to worry about. It was 
a tremendous relief" 

Jennifer Phillips 
Graduate Student 
John F. Kennedy School of Govemment 
Harvard University 

University of Massachusetts senior Jessica Yara spent less than 10 minutes putting a wrap 
on her student loan. "This is wonderftil. Normally you'd spend a whole aftemoon 
standing in line with a million other people." 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MARYLAND 

PRESIDENTS' QUOTES 

"Direct lending is an effective program for colleges and universities, but most of all for 
the students. It would be devastating for a program that works so well to be eliminated." 

Thomas E. Bellavance 
President 
Salisbury State University 

FINANCLM: . AID ADMINISTRATORS' QUOTES 

On cash flow in the Direct Loan Program: " I like the way the money's already in the 
bank. You don't have to ask for it." 

On the Direct Loan Servicing Center: "They've been very helpful, and they retum my 
calls immediately." 

Intemationai Beauty School has three other campuses, in Maryland and West Virginia, 
which did not participate in dfrect lending this year. "All of our locafions will be using it 
next year.... We feel very positive about direct lending.... I really would like to see it 
continue." 

Marie Wohlford 
Director of Financial Aid 
Intemationai Beauty School, Cumberland 

"The smoothest registrafion we've ever had! Also, students had the ftinds they needed to 
buy books, pay rent and start the year off right. The office has been strangely quiet in 
October, as we are not spending time tracking down loan applications and checks. We can 
actually do outreach and counseling instead of paperwork. All because of direct lending... 
Please don't make us retum to the 'old way' of doing business." 

Ellen Frishberg 
Financial Aid Director 
Johns Hopkins University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MAINE 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct lending has injected honest competition into a monolithic program which was 
cumbersome, expensive and slow to respond to the needs of our students. It has 
simplified the process, cut bureaucracy and reduced the cost of educational loans for 
those who choose to borrow under the Direct Loan Program as well as those who borrow 
under FFELP. I believe that if Direct Lending is allowed to proceed, market forces will 
continue to reduce the cost of borrowing for our students, as well as save the American 
taxpayer a significant amount of money." 

Christopher Bell 
Associate Director of Financial Aid 
University of Maine at Presque Isle 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MICHIGAN 

SCHOOL PRESIDENTS' QUOTES 

"With one-stop shopping, students have been able to obtain their loans in record time. By 
the end of the first month of school this year, there was a 43 percent increase over 1993 in 
loans originated and fiinds disbursed to students." 

"The University of Michigan is proud to have been among the first 104 institutions to 
successfully implement the Federal Direct Student Loan program enacted by the Congress 
and President on August 10,1993. We are pleased to help to shape this new initiative which 
will have a profound positive impact for years to come on the way students and families 
finance higher education." 

James J. Duderstadt 
President 
University of Michigan 

' FINANCIAL AID ADMINISTRATORS' QUOTES 

"From our perspective, the key advantage is simply that of institufional control. Our 
Financial Aid Office now controls the entire loan process. It is no longer necessary to cut 
refund checks back and forth with a lender. If there is any problem with the loan amount 
throughout the loan period, we can simply adjust it in-house in an accurate and efficient 
manner. It is no longer necessary for us to spend hours tracking the loan status of a student. 
We simply access our direct lending software to determine a student's loan status. We no 
longer stmggle to comply with the various administrative policies and procedures of the 
various national guarantors and several hundred lenders." 

Phyllis K. Hooyman 
Director of Financial Aid 
Hope College 



MICHIGAN 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Why have Hope College and almost 2,000 institutions nationally decided to participate 
in the Federal Direct Student Loan Program? Qur only vested interest is that of securing 
the finest loan service for our students." 

Phyllis K. Hooyman 
Director of Financial Aid 
Hope College 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MINNESOTA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We love direct lending. For the first time ever, we had no lines of students. Everyone 
had their check. For every valid promissory note we had as of last Friday, we were able 
to disburse loans on Tuesday. In the past, our staff was requfred to spend most of their 
time contacting the guaranty agency to check on the status of loans. This year we spent 
our time with our students. During a staff meeting, I asked if anyone wanted to retum to 
FFEL and got nothing but laughter in response." 

John Schullo 
Director of Financial Aid 
Bemidji State 

"We like the Direct Loan Program because we have more control over when our students 
get their financial aid. There are no banks or guaranty agencies to wait for to get money." 

Jill Riverso 
Financial Aid Officer 
Minneapolis Drafting School 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MISSOURI 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct Loans cut down on this bureaucracy because there is one lender instead of 1,000. 
... The Direct Student Loans defmitely make the delivery of fiinds to the students more 
speedy." 

Leonard Johnson 
Associate Director of Financial Aid 
Missouri University 

"I've always been told, ' I f you can't say anything nice about someone (or something), 
then don't say anything at all!' With respect to Direct Loans, I simply cannot remain 
silent as I have only great things to say about the program. Direct Loans are everything 
they promised to be. In fact, they are the answer to my students' and institution's needs -
they are easy to administer and extremely efficient for both students and institution alike. 
Direct Loans are incredible!" 

Sue Armstrong 
Director of Student Financial Planning 
William Jewell College, Liberty 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

MONTANA 

PRESIDENTS' QUOTES 

"There is no question that direct lending has brought healthy competition to the loan 
program resulting in greatly improved service to students and institutions." 

Ronald P. Sexton 
Chancellor 
Montana State University, Bozeman 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct lending has vastly improved the service to students. Students, as well as staff, 
have been exfremely satisfied with the system and we believe that it would be a move 
backwards if the program were curtailed. 

James R. Craig 
Director of Financial Aid 
Montana State University, Bozeman 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NEBRASKA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"In our first year of the Direct Loan Program, we are doing freshman only, which gives us 
an opportunity to compare direct lending with FFELP. We foimd Dfrect Loans to be 
simpler to administer because there is less paper work involved and processing is faster. 
We have found the servicer to be readily accessible and efficient. If we have had any 
problems in bringing up dfrect lending, it is with our student information system 
software." 

John Beacon 
Director of Scholarship and 
Financial Aid 
University of Nebraska-Lincoln 



DmECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NEW HAMPSHIRE 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"The fmancial aid office at Michael's School of Hafr Design is pleased to report the 
Federal Direct Student Loan Program [is] miming very smoothly since inception in July 
1995. The loan process is quick and uncomplicated, a benefit for staff as well as students. 
All counseling videos and materials are well-produced for quality presentation to Direct 
Loan borrowers. The variety of repayment options are advantageous for the diversity of 
borrowers entering repayment. To date, we are quite content with our decision to 
participate in the Federal Direct Loan Program." 

Cynthia Dyck 
Financial Aid Director 
Michael's School of Hair Design 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NEW JERSEY 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct lending is hugely popular with students. It has, in fact, dramatically reduced the 
time and effort it takes to receive a loan. It is hugely popular with the adminisfration in 
that student service has been enhanced and complaints reduced. It has also been 
enthusiastically received by the fiscal side of the administration. ...In sum, the dfrect 
lending project is one of the finest available examples of how the intelligent use of 
computing resources can more efficiently serve the needs of the University community." 

"Direct Loans has resulted in a 65 percent reduction in overtime at Rutgers and a 50 
percent reduction in telephone calls from students with questions about their aid 
packages." 

Stephen Rouff 
Director of Financial Aid 
Rutgers University 

"I'm very impressed with the Department of Education staff, their helpfulness, and their 
grasp of the subject. They've all demonstrated enthusiasm for the project that is going to 
rise with the increase in volume. I think that they will rise to the occasion." 

Robert Mc Bride 
Director of Financial Aid 
Jersey City State College 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NEW MEXICO 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"The Direct Loan Program is a success at the University of New Mexico. It has 
simplified the process for students to apply for loans. It has made a significant difference 
in getting money to students quickly. The ease of adminisfration has been a great benefit 
for the institution. The Department of Education framing for the Direct Loan Progi am 
and the response from the servicer have been excellent." 

Joe Martinez 
Assistant Financial Aid Director 
University of New Mexico 

" I have handled the cashiering operation at the University of New Mexico for the past 10 
years. The decision to go with Direct Loans was made because of the problems the 
University was having in getting loans to students. UNM wanted to simplify the process and 
have everything under one lender. Direct Loans accomplished this and allowed UNM to 
streamline the whole loan process. It has made a difference in the attitude of students and 
allowed them to get their money more quickly. During the fall semester, 900 students a day 
went through the cashiering system without problem. Lines were very short. The Bursar's 
Office will be able to reduce the number of hours they are open in the evening. There has 
been a cost savings for the University with a reduction in staff that will save taxpayers 
money. The Direct Loan Program has cut down processing and has limited the possibility 
of fraud by eliminating the need for checks. In the 10 years I've been with UNM this is the 
easiest processing has been. I have had great response from everyone involved in Direct 
Loans and am very positive about the program." 

Leo Moya 
Bursar 
University of New Mexico 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NEVADA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"During enfrance interviews students who were used to getting FFEL loans were relieved 
not to have to worry about having their loans sold, now that they have Direct Loans." 

"It seems to mean more to them to be borrowing from the Federal Govenunent than from 
a bank." 

"It's a big deal for students to borrow. The less complicated it is, the better for the 
consumer." 

"From the institutional point of view, there is no more work with Direct Loans than 
before, but the confrol that you have is empowering." 

Peter Hurley 
Assistant Director of Financial Services 
University of Nevada 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NEW YORK 

SCHOOL PRESIDENTS' QUOTES 

"With our first year of experience in direct lending behind us, I can say confidently that 
this is a system that works. It is more efficient for us, far better for the students than the 
previous process and saves the taxpayers a significant amount of money." 

John Van de Wetering 
President 
SUNY College at Brockport 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"I understand that there is an issue of budget in all of these negotiations. However, our 
purpose is to serve students. For us that is the Direct Loan Program. For others, it may 
be the FFELP.... However, there is one fact that neither side can deny: Competition 
between the two programs has been good for all parties involved. There has been 
significant improvement in FFELP, and the govemment and participating schools have 
had to work hard to make the Direct Loan the success it has been. This is the message 
that we need to send to Congress." 

J. Scott Atkinson 
Director of Financial Aid 
SUNY College at Brockport 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

NORTH CAROLINA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Westem Carolina University is a year-two Direct Loan School. It has been a very 
positive experience. We delivered over a half million dollars more to students at the 
beginning of fall semester than ever before," 

Thomas Grant 
Dfrector of Financial Aid 
Westem Carolma University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

OHIO 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"The program works like this: A student applying to college fills out one application for 
financial aid, and that also serves as a loan application. I f approved, a loan is deposited 
elecfronically in a student's name in an account at the college, reducing processing time and 
eliminating paperwork and checks. ... Under the old system, this would have been the week 
to do those things. Some students would have been in the financial aid office last week ... 
spring break ... fretting over their loan checks. It's wonderfijl. We now confrol the work 
flow instead of the work confrolling us." 

Carolyn Sabatino 
Director of Financial Aid 
Ohio University 

" I have, for many years, understood the need for a balanced federal budget and have voted 
accordingly in the past. I am an opponent of bureaucratic waste, typified by the redundant 
functions of many federal programs, and believe that, in general, private entities can more 
efficiently and effectively offer services. These beliefs have been challenged by the activity 
of the dfrect lending agents. The product delivered by this conglomerate, the Task Force, the 
Servicers, School and Borrower Relations, et al., is significantly better than the service 
rendered by FFELP lenders and guarantors. The application process is simpler, the fiinds are 
delivered more quickly and with fewer problems, and problem resolution, when necessary, 
is greatly improved. An objective measure of the success of this program is the number of 
schools which have tried it and decided against it. To my knowledge, this number is zero. No 
one who has tried it has decided to stay with the 'old' FFELP program." 

Jonathan R. Green 
Associate Director of Financial Aid 
Ohio Wesleyan University 

" I hope this means no more lines. ... I can't see any negatives. There were a lot of start-up 
costs in systems development, but we are saving other kinds of costs. I am confident it will 
be one of the best things we've ever done for our students." 

Michelle Nemes Meeker 
Assistant Director of 
Financial Aid 
Ohio State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

OKLAHOMA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

In a letter to President Clinton, Gary Garoffolo wrote: "As you pointed out in your speech 
at SlU-Carbondale, students and institutions are well served by the Direct Loan program. 
It represents an efficient, cost effective means to provide loan capital to needy students and 
parents. I have grown weary of the budget 'scoring' debate in congress. A banking fiiend 
of mine who has been in the student loan business for years, stated the case against dfrect 
lending quite succinctly. 'It works.' The elimination of this program would serve various 
entities with financial interests well, but not students and thefr parents." 

Gary Garoffolo 
Assistant Director of Financial Aid 
Oklahoma State University 

"All that I have heard has been positive. I was concemed about whether we could 
monitor this program effectively, but everything that I have heard from others in the 
program indicates that we could." 

Yvonne Maxwell 
Director of Financial Aid 
Langston University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

OREGON 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Direct Lending at the University of Oregon is a resounding success story. We have been 
able to provide a much higher level of service for our students and their families with 
fewer staff members. Qur ability to deliver fimds to students in a timely and efficient 
manner has improved dramatically with the implementation of this program. Direct 
Lending is supported wholeheartedly by the entire University, and we believe it is the 
most significant improvement in Student Financial Aid in the last 29 years. 

Edmond Vignoul 
Director of Financial Aid 
University of Oregon 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

PENNSYLVANIA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

" I urge the Congress to allow the dfrect lending program to continue and to allow schools the 
choice of which program they will participate in. 

"Although I think the argument over which program is cheaper has gotten to the point of 
being ridiculous and I think that the focus of this discussion should be dfrected more toward 
which program works better and what is fair to the institutions that have made a commitment 
to the Dfrect Loan Program, I do want to say that no one has shown me any data that proves 
that the FFEL program is cheaper. It is widely believed that the CBO sttidy which led to this 
conclusion did so only because the study was done using assumptions dictated by certain 
Congressmen who want to see the program ended. Everyone knows that the CBO director 
alluded to this in her remarks conceming the study. Based on the knowledge that I have, I 
would have to agree with that belief Logically, how can a program which cuts out 
middlemen who receive millions of dollars in payments be more expensive?" 

"With that said, I think that the Congress has a commitment to allow currently participating 
institutions to continue that participation (with adequate administrative support from the 
Department of Education) and I believe that the Direct Loan Program will be much better for 
both students, schools, and the American taxpayer. Shedding the fiiisfrafions of dealing with 
the multiple lenders and burdensome paper processes has been a great relief for our 
institution. 

"Please give the program a chance." 
Greg Gearhart 
Director of Financial Aid 
Messiah College, Grantham 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

RHODE ISLAND 

FINANCIAL AID ADMINISTRATORS' QUOTES 

The University of Rhode Island states that the Direct Loan program has been "... a 
fremendous help in providing service to our students by facilitating the disbursement 
process and enabling the fimely delivery of fiands. The Dfrect Loan Program enables us to 
make changes very quickly to accommodate ever-changing student needs." 

Harry Amaral 
Assistant Dean 
Director of Financial Aid 
University of Rhode Island 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

SOUTH CAROLINA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"As a year-one, and now a year-two school, we're very happy with direct lending. We 
find the program to be very beneficial for students and the institution. In the short term, 
students can get fiinding when they need it. The direct lending program also addresses 
long-term concems we've had about the old FFEL Program. Students were not getting the 
level of responsiveness from lenders they needed and deserved. Loan paper could be sold 
numerous times. Students could never be certain who to contact about their loans. Under 
direct lending, loan paper is never sold. Students can call one number regarding thefr 
repayment status. They can call our financial aid counselors and we can actually help 
them solve problems related to thefr loans, rather than spending our time tracking a loan 
through a paper trail to determine the current holder of the loan. Our counselors actually 
have more time now to help students. 

"The College of Charleston is extremely pleased with the success of direct lending for our 
students and would highly recommend the program to other institutions." 

Donald Griggs 
Director of Financial Aid 
College of Charleston 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

TENNESSEE 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We are very excited to be in the Direct Lending program. It is an excellent program for 
all of our students." 

Wilson Lee 
Dfrector of Financial Aid 
Tennessee State University 

" I love the program.... The level of service we have received is excellent, and the 
tumaround time is even better than we expected." 

Ed Kilgour 
Director of Financial Aid 
Moflow State Community College 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

TEXAS 

SCHOOL PRESIDENTS' QUOTES 

"It is rare that the federal govemment creates a program that both saves money and 
improves services to its constituents. Direct lending is such a program...." 

"When the direct lending program was aimounced, we eagerly applied to be in the first 
group of institutions to implement the program, hoping that the reduced complexity 
would allow us to meet the needs of our students in a more timely fashion. The results 
have more than met our expectations. We have gone from an institution that was 
scrambling to meet our students' needs, often after classes had started, to an institution 
that was one of the first in the state to get awards out last fall. So early, in fact, that it had 
a positive effect on our admissions program." 

Jerome H. Supple 
President 
Southwest Texas State University 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Quite honestly, I was skeptical as to the Department of Education's abilities to deliver. 
... I am delighted to say that I have been proven wrong." 

Mariko Gomez 
Director, Student Financial Aid 
Southwest Texas State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

VIRGINIA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

" I can say that as a year-two school we have seen drastic improvement in our service to 
students, and they will suffer not only from the proposed cuts (financially) but from us 
having to revert back to FFELP (service) if it comes to that, not to mention the blow to 
our sanity to just be figuring out one system to have to start back to revamping one that 
did not work for us before...." 

Gary Brewer 
Director of Financial Aid 
Virginia Polytechnic Institute & 
State University 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

VERMONT 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"Instead of telling us how to administer the program in excmciating detail. Department 
officials have consulted us about what works best before issuing arbifrary regulations. 
Instead of mandating procedures for all different types of institutions, the Department has 
given us a range of adminisfrative options to best serve the unique needs of our own 
student populations. Whenever we experienced a processing glitch during our first year 
of participation, the Department's Direct Loan Task Force and the federal processor have 
been prompt and effective in their responsiveness. Far from being an albatross that hangs 
over us, the Department has been a cooperative partner in this enterprise." 

Donald M. Honeman 
Director of Financial Aid 
University of Vermont 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

WASHINGTON 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"After two ftill quarters in the Ford Federal Direct Student Loan Program, the University 
of Washington is convinced that our early support for direct lending was more than 
justified. Earlier disbursement of Direct Loan proceeds resulted in other efficiencies at 
the UW. We saw a drop in the number of students requesting short-term emergency 
loans, and we were able to process an ever increasing number of Stafford/PLUS loans 
with reduction in staffing. The Direct Loan Program works." 

Judith Fingar 
Chief Fiscal Officer 
University of Washington 

At the University of Washington in Seattle, officials say that by the beginning of classes 
last fall, students had three times as much money in hand as they did the previous year 
under FFEL. "The money flows faster," said Eric Godfrey the school's Assistant Vice 
President of Student Affairs and Financial Aid Director. 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

WISCONSIN 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"We surveyed students this year who were recipients of a Stafford bank loan last year and 
received a Direct Loan this year. The results were that only 12% of the students preferred 
a Stafford bank loan over the Direct Loan." 

Robert Sather 
Financial Aid Director 
University of Wisconsin-Eau Clafre 



DIRECT LOANS WORK FOR STUDENTS, SCHOOLS AND TAXPAYERS 

WEST VIRGINIA 

FINANCIAL AID ADMINISTRATORS' QUOTES 

"The Direct Loan Program has been working exfremely well for the students as well as 
the schools. Having only one agency to deal with has taken much burden off of all 
participants." 

Karen Lay 
Financial Aid Adminisfrator 
Glenville State College 

"West Virginia University was one of the year-one institutions in the Direct Loan Program 
and has the honor of being the first school to disburse a Direct Loan to a student borrower. 
We entered the Direct Loan Program with the belief that we would accomplish the following: 

1. Simplify the process of applying for loans for our students 
2. Deliver loan proceeds to students in a more timely fashion 
3. Uncomplicate the repayment process for our students 
4. Ease the administration of the student loan process for institution 

We have not been disappointed. All of the above has been accomplished and both the 
students and the administration are extremely pleased with the results. Our students spend 
far less time in our office or on the phone trying to locate their loan proceeds from 
commercial lenders and more time in class and studying than they did two years ago when 
we participated in the FFEL Program. Dfrect lending has proven to be a much more effective 
delivery system for the 10,000+ student borrowers at West Virginia University. Simply 
stated -- WE LOVE IT!!!!" 

Brenda S. Thompson 
Associate Director of Financial Aid 
West Virginia University 
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troduced it in '93. In the end, Congr«s brokered a com-
p^mise: The govemment would phase m direct lend̂  
?ng over five years, and the private sector could 
cont le to compete for business. The deal satisfied 
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1 the federal treasury, it 
le for colleges and stu-
direct student lending 

ing out the middleman 
loan money directly to 
JUS repayment options, 
trative hassles, and tax-
: lender subsidies were 
tiding was a better deal 
urse, the loan industry, 
lending when Clinton in-
]ongtess brokered a com-
uld r in direct lend-
e private sector could 
iness. The deal satisfied 

many opponents and supporters - competition would 
keep bodi the gpvemment and industry m line. 

This time around, however, die lenders have been out 
for blood. And diey're getting it by relying on high-
priced, weU-connected lobbyists; slanting poUing and re­
search data; and buUying coUeges diat opposed dietn. It 
has been "a sophisticated, orchestrated campaipi, which 
has everything to do with arm-twisting belund the 
scenes." says Barmak Nassirian, an advocate for state 
coUegeSw What's more, die high-priced eflfbrt has been 
financed in part with taxpayer doDars. 

W
HEN LENDING-INDUSTRY REPRE 
sentatives met m a Washington oflSce 
for a strategy session diis past January, 
several key aUies were already lined up. 

One was Rep. BiU Goodling, a Pennsyh«mia Republican 
widi wire^immed glasses and a puckered fece. who would 

chair'die House Economic and Educational Opportuni­
ties Committee. He opposed direct lending because of his 
anti-gpvemment ideology and his ana-Clinton agenda. 
Anodier was Democratic Rep. Bart Gordon of Tcnn»-
see, who had received campaign contributions bom the 
chairman of die nation's largest guaranty agency, United 
Smdent Assistance Group. The boyish Gordon, who at 
42 posed as a smdent for a 1991 NBC investigation mto 
trade schools widi high smdent-loan default rates, had 
already convened a working group of lenders, including 
die Smdent Loan Marketing Association (or SaUie Mae), 
die Consumer Bankers Associaaon and USA Group. 
According to a memo sent to the participants at the 
January meeting, Gonlon s woddng group was planning 
to circulate a Tive biU" diat Goodling and Gordon wouU 
sponsor and provide information to mobUize odiw con­
gressional members, such as conservative Republion 
Daniel Coats, who comes from Indiana, where USA 
Group is based. (Coats' Senate seat has an, uh, disan-
guished record: Dan Quayle was his predecessor.) 

The lenders' message found a sympadietic ear in Newt 
Gingrich's Congress. Not only were Republicans rager 
to remove one of CUnton's potential campaign show­
pieces, but diey also wanted to get even. RepubUcans who 
fought direct lending in 1993 were stiU sore about the rail­
roading tactics used by both die president and his Demo­
cratic aUies in Congress. Widi his 1995 budget, Clinton 
blundered by asking Congress to disregard the bipartiMn 
compromise and implement direct lending fiiUy within 
two years. (Even Democrats Ted Kennedy and Paul 
Simon, direct lending's loudest cheerleaders in the 
Senate, thought that proposal went too hr.) 

Congress had odier reasons for listening. Among die 
key players were such traditional heavyweights as Citicorp 

and SaUie Mae. Meanwhile, USA G— «= 
chairman, Roy Nicholson, had ba 
tributing to poUtical campaigns. C O H N 
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1994 election cycle he gave ̂ 0.000 to the 
Indiana RepubUcan State Central Com­
mittee, 1̂.300 to Gordon's campaign 
(Gordon got 5̂,000 fiom other lenders) 
and 9̂00 each to Reps. Howard "Buck" 
McKeon, R-Cali£, and David Macintosh, 
R-Ind., both of whom oppose direct lend­
ing. Coats got 1̂,000 from two other 
USA Group executives. Although USA 
Group is a nonprofit corporation that 
benefits from govemment subsidies and 
tax shelters, it has its own Washington 
lobbyist, Terry Muilenberg, who — bke so 
many industry lobbyists — used to work on 
Capitol HiU. 

Not wanting to gamble, the lending 
industry also hired pricey. weU-connected 
lobbying firms. USA Group, for instancx. 
had for some time retained Aldn, Gump, 
Strauss, Hauer 6i Feld. a high-profile 
firm that gave a total of 1̂24,000 of its 
own money to both parties during the 
1994 election cyde. In 1993, Akin, Gump's 
service cost IJSA Group ̂ 10,000. ac­
cording to a Senate stafifer who re­
searched the issue. Consumer Bankers 
had on their side Clohan Si Dean (now 
Dean, Blakey Si Moskowitz), a firm 
headed by former Department of Educa­
tion official John Dean (who punctuates 
his introductions by saying, "Not the 

JONATHAN COHN is the imaupng editor 
of Tlye American Prospect,' a quarterly 
political jottnuiL 

Watergate felon'^ and stafikd by several 
other veteraiis of govemment service. 
With years,of experience in both the 
pubUc and private sector. Dean knew 
more about student loans than just 
about anybody else in Washington. As a 
result. HiU stafiers often sought out his 
and his colleagues' expertise, which they 
happily gave — with the bankers' spin. 

THE HARD PART, OF COURSE, 
was persuading Congress 
that direct lending was a bad 
idea. In an independent sut̂  

vey by Education Dtaiy, more than 90 per̂  
cent of the schools involved with the pro­
gram rated their experience very hi^ily. 
(Giving away money is easy; it's the col­
lecting that's tough.) And while everyone 
knew the Congressional Budget Office's 
estimate of 1̂2 billion in savings due to 
direct lending was wildly inflated because 
of a quirk in the methods of calculation, 
it was StiU dear that the program would 
be cfaeaper. Direct Imding was generat­
ing just enough good news to get the 
attention of moderate Republicans, 
whose votes could decide its fiite. 

So what to do? Give direct lending a 
bad name. To accomplish the task, the 
Coalition for Student Loan Reform 
(which sounds like a ooUection of coU^ 
activists but is really a trade group of guar­
antors) tumed to puUic-teJations special­
ists such as the Widmeyer Groups spea^ 

ing as much as ̂ .000 a month since ini­
tiating its campaign. Joe Clayton, who 
handles the ooaUtion's account ibr Wid­
meyer, outlined the industry imperative in 
a 12-page memo dated May 4, ]995. 

Step 1 was reaching reporters and edi­
torial boards with the right message: 
"Raise the specter of a bureaucracy-laden 
'bank' at the Education Department," 
Clayton advised. He urged the coaUtion 
to UteraUy create news by placing Op-
Eds, commissioning audits, sponsoring 
congressional testimony and taking polls. 
This would give the coalition a "news 
hook" to generate &vorable coverage. 

The Op-Eds were easy. Widmeyer 
first mmed to Bentley CoUege president 
Joe Cronin, who happens to be a board 
member of the New England Education 
Loan Marketing Corp. (or Nellie Mae). 
Cronin dutifully penned Op-Eds that 
ran in the Was/)ington Times and the 
Boston Herald, sending copies to his fel­
low coUege presidents. Nowhere did he 
mention his own ties to the loan indus­
try. Widmeyer then offered ghostwritten 
material to the CoUege RepubUcans and 
several members of Congress, induding 
"Dear Colleague" letters and press 
releases urging opposition to direct lend­
ing. From a poUtidan's point of view, this 
was like cash in the bank. "You can give 
me ^3,000 for my campaign," says Ivan 
Frishberg, who works for a student-advo­
cate nonprofit, "or you can do the work 

for me, and FU be equaUy gratefiiL" 
For the polling, the coaUtion mrn^ to 

Frank Luntz. a conservative poUster who 
worked for Ross Perot in 1992 and who 
now handles business for a number of 
RepubUcans, induding GOP presidential 
aspirant Phil Gramm. The strategy was 
simple: Exploit the feet that most Amer­
icans don't know much about student 
loans. As Clayton explained in the memo, 
"Questions would obviously be designed 
to eUdt useful responses." The coaUtion 
would not reveal how much it paid Luntz, 
but in the proposal, Widmeyer said a poU 
could cost up to ^23,000. 

Released on July 18, the poU demon­
strated the way dever pollsters can get 
anyone to say almost anything. Luntz led 
the respondents along a tortured trail of 
logic that mentioned aU of direct lending's 
fxjtential flaws but none of its strengths. 
At the end of this critique, 72 percent of 
the rê x>ndents conduded that they pre­
ferred that private instimtions handle the 
loan business. Only a third of those sur­
veyed had any personal knowledge of the 
loan program, however, making them 
totaUy dependent on Luntz for context. 
Most national reporters recognized the 
poU as less than scientific and didn't write 
about it, but the coaUtion deverly pitched 
its poU to mote credulous reporters in 
local oudets and directly to Congress. 

With the media spinning like a top, 
the lending industry could [Gmt. on 83] 

r h e p r e s l d « & t s 
o f T h e U K l t a d S t 
a t a s o f A n e r l c a 



mQEO 
T H E V I L L A I N S 

Rep. Bill Goodling. R-Pa. Committee 
chairman who cosponsored repeal of 
direct lending and changed budget rules so 
his measure wouldn't drive up the defiac 

Ŝen. Mancy l lat8oha>m^»i^ 
'" Chairwoman of the Labor and Human: 
iResources Committee who shephettled 
1; l^islation to dip direct lending at 30 per-

, cent of total loan volume, ^•^i^.^t^ 

Rap. Bart iSordon, B-Tein. (bdspdn-
soted repeal biU with GoodUng. 

SOD. Dan Goats. R-lnd. Helped lead 
charge to restrict direct lending even be-
yond Kassebaum's 

Rep. Robert Andrews. D-N.J. Coupon-
sored the 1993 legislation and fought 
hard against special interests. 

T O 06*1- I N V O L V E D , 
; C O N T A C T : 

Onlted States Stodent Association 
A national stiident^tun grass-toots otgam-
T^r^ representing 33 miOioii students at 
^ppcosimatdly 300 campuses.- Write to it 
at 102 K St. N W , Suite 510. Washington. 

t bXZ: 20006; caU 202-347-8772; or semd 
ê̂ mail to ussa@essetitiidjorg. ' ? i d 

i|/S. Pnlilic Interest Researeh Gronp 
' A nonprofit.* nonpartisan advocacy 
group representing 500.000 student 

imembers. Contact the Higher Educa-

Xr 
^HrVilUIMsTMSsfB^^^^^ HEROES: KEMMEDY. SIMON 

Ern«it Istook. R-Dkla. Cosbbi" -̂ obn Project at 218 D St. SE. Washmg-
ff tok D.C: 20003; caU 202-546-9707; or 

Rep. Ernest Istook, R-Okla. Cospon 
iwjred biU to repeal direct lending^; ;: 

v^Goalltlon for Student Loan Reform 
u Nonprofit trade group representing 
' guarantors that led lobbying efibrts to 
kiU direct lending. ... 

Consumer Bankers of America 
MobiUzed local bankets across the coun-

. try against direct lendifig. ?: >:-

Onlted Student Assistance Group 
. Nation's largest guarantor of student 
loans; lobbied aggressively against direct 
lending on Capitol HilL 

T H E D E F E N D E R S 

Sen. Ted Kennedy. D-Mass. Brokered 
the direct-lending compromise m 1993; 
successfiiUy fou^t lucrative giveaways 
to guaranty agencies this year. 

Sen. Paul Simon. D-lll. Member of the 
education subcommittee who sponsored 

'•' die 1993 direct-lending biU. 

, 1 Petri, R-Wis. Bucked his own 
party to co-sponsor the '93 measure. 

'^id (Mnail to 'ustmg@p^jorg. 

American Association of State Colleges 
and Universities A Washington. D.C. 
higher-education assodation of more 
than 370 pubUc coUeges and universities. 
Write to it at 1 Dupont Circle, N W , 
Suite 700, Washington, D.C. 20036-U91, 
nor caU 202-29J-7070. 

National Association of State Univer­
sities and Land-Grant Colleges A 
national higher-education association 
that represents aU major pubUc univer­
sities and is in the forefront of pushing 
for direct-lending legislation. Write to 
it at 1 Dupont Cirde N W , Suite 710, 
Washington. D.C. 20036-U91. or caU 
202-778-0818. 

To find out who your congressional rep­
resentatives and senators are and how to 
contact them, caU the Capitol Switch­
board at 202-224-3121 or 202-225-3121, or 
you can call 800-574-4AID, a hot Une run 
by the Alliance to Save Student Aid 
that Unks caUers directly to their sena 
tors' offices. 

So» US* Oolnbum. ROTV A™fiqv«. Inc, NV. NV. SO Proof. U * AHJVol. C1996 



•[Cont. from 46] turn its attention to 
Step 2: research data. The coalition paid 
former Congressional Budget Office 
chief Rudolph Penner, now managing 
director of the accounting firm KPMG 
Peat Matwick, to conduct an indepen­
dent audit. Like the host of a cocktail par­
ty, Penner made the rounds on Capitol 
Hill, testifying about the budget office's 
calculation, known as scoring, before a 
Senate subcommittee and visiting the 
offices of such "swing" legislators as Sen. 
Michael DeWine of Ohio. With help 
from other industry lobbyists, Penner's 
argument carried the day: Goodling and 

^ Sen. Nancy Kassebaum, R-Kan., 
rounded up the votes to change the 
scoring rules so that direct lending 
would be judged by a set of criteria that 
made it seem sUghtly more expensive 
than the old loan program. 

Although the original scoring method 
had problems, so did the new version, 
which relied on dubious assumptions 
about industry costs and the defiat, and 
never considered that the guaranty agen­
des, most of which arc state chartered, 
finjuiced some operations with tax-free 
bonds - amounting to a multimiUion-dol-
lar taxpayer subsidy. What's mote, the 
new version didn't take into account that 
guarantors were sitting on top of a ̂ L8 bU­
Uon defeult reserve financed by taxpayer 
dollars, investing it and keeping the 

' interest - even though federal courts had 
ruled that the money belonged to the 
federal govemment. 

Even some conservatives cried foul but 
direct lending's advocates didn't have the 
resources to make their response stick. 
"We've been overwhelmed with misinfor­
mation," complained one coUege lobbyist. 
"We're just plain outgunned." 

Step 3 of the campaign focused on the 
grass roots. The lenders had plenty of 
bankers to support their case, but they 
needed some students on their side, too. 
Lenders had to be carcfiJ, though. In 1993 
the Student Loan Funding Corp., an 
Ohio buyer of student loans, set up a pup­
pet student organization that consisted of 
two students with office space in the agen­
cy's headquarters. As Steven Waldman re­
counts in his book. The Bill, the agency 
financed alarmist anti-direa-lending ad­
vertisements sponsored by the so-caUed or­
ganization and set up a toU-fi?ee number to 
connea students directly with their con­
gressmen. When SaUie Mae approached 
students in Wisconsin about setting up a 
similar organization, the students alerted 
an Education Department staffer, who 
caUed the office of Senator Simon, a chief 
industry antagonist. Simon held a head­
line-making press conference. 

This time around, lenders made more 
subtle overtures. Mark Cannon, the 
CoaUtion for Student Loan Reform's 

president, had met Kevin boyer, tne 
executive director of the National 
Association of Graduate-Professional 
Students, over dinner at a restaurant in 
Washington's Dupont Circle. Along 
with the United States Student As­
sociation and the U.S. Public Interest 
Research Group, the NAGPS is a lead­
ing representative of student opinion. 
Like most student groups, it's always in 
need of money. Carmon helped arrange 
a ^3,000 donation from the Student 
Loan Funding Corp., the same Ohio 
agency that had created the puppet 
group two years before. (The group's 
entire annual budget is approximately 
^60,000.) Boyer insists that the money 
never influenced the feet that direa lend­
ing wasn't a high priority for his orgam-
zation at the time. He says it is now. 

Nonetheless, the donation and the 
NAGPS' stance were a source of fric­
tion between Boyer and other student 
leaders. "It's better to co-opt an existing 
group than to create a new one," said 
Robert Kraig, of the federal Student 
Advisory Committee on Financial A i i 
"It has more legitimacy." And accord­
ing to one lobbyist involved in the 
industry campaign, Caimon was inter­
ested in courting aUies in the student 
community in order to neutralize sup­
port for direct lending. Carmon denies 
the donation had anything to do with 
direct lending. 

Lenders also went after higher-educa­
tion officials who could sign lertets, pro­
vide testimony and - most important -
make the private lenders' case in visits to 
members of Congress. In its most benign 
form the pitch to coUeges was just sUck 
marketing. SaUie Mae, the banks and the 
guarantors flooded coUege financial-aid 
offices with mail In one instance. Chemi­
cal Bank distributed press releases from 
Kassebaum and Goodling that talked 
about the dangers of direct lending. While 
congressmen are prohibited from having 
the private sector distribute official con­
gressional mail. Chemical got around the 
rule by mass-maiUng a "press release" - in 
effect a legal, though unregulated, subsidy 
to members of Congress. The lenders also 
dispatched "consultants" with kits and 
charts that showed, lo and behold, direct 
lending would increase administrative has­
sles and cost more. 

The lenders operated like they were 
driving a Mack truck that could bareel 
through stoplights. When Marsha 
Weiss, director of financial aid at the 
University of lUinois-Chicago, decided 
to stick with direct lending, the DUnois 
guaranty agency went over her head to 
the university chanceUor and asked for a 
one-on-one meeting. Weiss heard about 
it only when the chancellor personally 
invited her. In the end the chancellor 
backed Weiss' decision to partidpate in 

1 the program. "They were very aware of 
where the decision-makmg power was," 
Weiss says. "They went around me." 

I In such places as Pennsylvania, the 

lenoersmaut a-f(B»-i.uun,^i.i.oo. »^iw 
sylvania Higher Education Assistance 
Agency, one of the largest and most pow­
erful guaranty agendes in the nation, has 
extensive ries to the Pennsylvania state leg­
islature. Several state lawmakers serve as 
board members, some with leadership 
positions on budget and appropriations 
committees. When Pennsylvania State 
University, the agency's largest client 
school, began considering direct lending, 
agency officials warned GoodUng's staff 
that the loss of business might jeopardize 
the agency's bond rating, which could 
threaten jobs and damage its abUity to 
deUver on other financial-aid programs. 
Shordy thereafter, Penn State officials got 
a heads-up from Goodling's staffers, 
according to a Penn State official femiUar 
with the exchange. GoodUng's stafiers said 
that they understood the appeal of direct 
lending, but the program was very new, so 
did Penn State reaUy want to gamble? 

The Penn State official said the impU-
cation was that if the agency had fewer 
funds, the state legislature wodd have to 
make up the difierence, and that could re­
duce the subsidies to Penn State. Sud­
denly the university had to weigh whether 
direct lending was worth jeopardizing its 
^273 miUion annual subsidy, which ac­
counts for 17 percent of its operating bud­
get It dedined to partidpate. 

Since cornering Penn State, the lenders 
have used quotations from officials there 
to pepper their propaganda. More signifi-
candy, the rcfijsal provides grist for the 
industry's best argument: The decision of 
major schools not to partidpate is evi­
dence of direct lending's weakness. 

AT THIS POINT, HOUSE AND SENATE 

conferees are dedding whether to repeal 
direct lending or severely restria it. Of 
course, direct lending's opponents have 
some very real concerns. Would the col­
lection of money go as smoothly as its 
dispersal? Could the Education Depart­
ment, historically plagued by misman­
agement, administer such a vast prtjgram 
over a long period of time? Such questions 
deserve to be discussed. But the direct-
lending experiment also deserves a chance 
to prove itself in the marketplace. It's one 
thing to mount a critique and quite 
another to smother the opposition. The 
private-lending community did nothing 
blatantly iUegal, but the real scandals, as 
the saying goes, are not what the law pre­
vents but what the law condones. • 
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SRTMIW OF EDUCATION W N E V V S 

STUDENTS, SCHOOLS TO BE DROPPED FROM DIRECT LENDING 
UNDER CONGRESSIONAL BUDGET PLAN 

Congress is preparing to kick out ihousands of college students and hundreds of 

schools from the new direct loan program. Approximately 2 million college students at more 

than 1,350 schools have direct loans. 

Under direct lending, students bypass the maze of lenders and other middlemen that 

comprise the old guaranteed loan system and borrow direcUy from the federaJ government 

through their campus fmancial aid office. Eliminating these middlemen saves taxpayers 

billions of dollars. And students are given the option of paying back their loans as a 

percentage of their income, so that they can repay the loans more casUy. 

•Congress is pitting students against special interests,' said U.S. Secretary of 

Educaiion Richard W. Riley. 'Partisan politics and special interests are winning out over 

common sense and the best interests of students, schools and taxpayers. Retuming to the old 

loan pix)grajn means wasted time and hassle for students when they take out their loans, but 

it also means preserving billions of dollars in profits for all the middlemen that make up the 

old sysiem." 

Recently, Congress changed the accounting rules to show that direci lending costs 

more. However, respected economists disagree. For example. Î wrence Lindsey. a Bush 

appointee to the Federal Reserve Board, said. 'As long as it is necessary to provide a profit 

to induce lenders to guarantee student loans, direci lending will be cheaper.' 
-MORE-
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UNITED STATES 1 x 1 
DEPARTMENT OF EDUCATION ^ ^ P ' I >I I V V » * 

FOR IMMEDIATE RELEASE Centre. ^ ^ ^ ^ ^ 
November 3, 1995 ^ ' 

STATEMENT BY U.S. SECRETARY OF EDUCATION RICHARD W. RILEY 
regarding reported House-Senate deal to cap Direct Student Loans , 

at 10 percent of loan volume 

Outrageous! For months the lending industry has been lobbying Congress to keep a 

stranglehold on the highly profitable student loan business. Now, they reportedly have 

accepted a "compromise" that will assure special interests billions more in risk-free profits -

perhaps as much as $9 billion more - and destroy the direct student loan program-

By capping direct lending at 10 percent of the national loan volume, the 

Congressional majority contradicts every stated goal of its so-called 'Contract with America': 

smaller govemment, less red tape, more competition and more choice for consumers. 

The fact is direct lending works for students, families and schools. And despite the claims 

of special interests, direct lending saves money for taxpayers. 

As President Clinton said yesterday, "We should let the market work by letting the 

consumer decide." Each school should have the chance to choose direct lending. But special 

interests don't want competition. They want guaranteed profits. House and Senate 

Republicans appear to agree. The congressional majority would give special interests a 

monopoly over 90 percent of student loans. 

This back-room sell-out to special interests shows just how out of touch this Congress 

is with the needs and dreams of the American students and their families. 

m 

O Our mission is to ensure access to educstlon and to promote educsVonal excellence throughout theNsthn. 
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William D. Ford Federal Direct Loan Program 

Progmn. studcou borrow money for college ' ^ ^ ^ ^ ^ J ^ ^ ^ ^ ^ agencies ai«l 
to federal govertmeru ihrough theff schooU. ^ " ^ e ^ ' ^ ^ j S . direct le.»iing 
secondary markets Ihat trade in sudent loans. By cutting out tne ™ao«m 
! r S ^ « a s proposed by President Obton ̂ d enacted mto Uw m W« »v« *e 
axpayeis moiiey and makes borrowing simpler, faster, and mots DexiWe ior smoe 
schools. 

In flie fust year. IW public and private colleges, universities, and trade schools 
parricipated. Now more than 1400 schools offer direct loans. 

For smdents. iorrc^S is easier end faster. Sin« smdents get toir loans dir«Uy 
tough Oieir coUege, aid is posted to their accounts fas r̂ jn ̂ ys nther than w«ks, 
Smdelts can also taUor itpaymeni plans to match then ability to pay. 

more dme for helping studenis. and bcoer cash flow. 

l^Il998. Under that plan, savings would uicreasc to $12 billion. 

'--"ftv̂ ";r̂ rris''r:scr̂ ^ 
surveys of the ' ^ " f ' ^ ^ J ^ ^ . ^ ' ^ j y , . ^ publication; the American Assoeunon 

International, Inc. 
T AAW HJr̂ rt loans received the fii5t clean audit ever for a federal Stodent aid 

prô '̂™^ ̂ ^ Z i ^ t " ^ 
firiendly.* 
J ^ . : . ^ X to its constiniems. Direa lending is »ch a ̂ ^ - ^ ^ ^^^ .̂̂ ^ 

Soulhwesr Texas Stale Univer^ 
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Preliminary Analysis of the Impact of 
Congressional Reconciliation Proposals 

^Tl^pPNTS ANP P ARFT^^ MORE 

• No comparable provision. 

Honse 

• Eliminate Inierest-Free Grace 
Period for All Borrowers 

- This would increase cosis for 5 
million studenis in FY 1996 alone. 

- Costs for individual borrowers 
could increase by ais much as $700 
for undergraduates and $2,500 for 
graduates. 

CBO Savings: SO S3.S billion 

• No comparable provision. 

CBO Savings: SO 

• Increase Interest Costs on All Loans 
to Parents 

- Increases interest rates for 340.000 
parent borrowers by .9 percent and 
increases the maximum interest rate on 
parent loans from 9 to 11 percent. 

— Costs to parents could increase by as 
much as $5,000, given current interest 
rate assumptions. 

S800 millioD 
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pypurr siJB îmTFS T O GTI AR ANTFKD I OAN MIDDLEMEN 

• Cut Subsidies to Lenders and Loan 
Holders 

— Provisions include increased lender 
fees, reduced Federal guarantees on 
defaulted loans, and a new fee on 
loan holders. 

Cut Subsidies to Lenders and Loan 
Holders 

~ Provisions are similar to those 
included in the Senate package, but 
lender and holder fees are structured 
difrercntly, leading to substantially 
reduced savings. 

CBO Savings: S2.1 billioD 

Cut Subsidies to Guaranty Agencies 

— Provisions include an annual cap of 
$170 milUon on administrative 
payments and a reduction in the 
amount of default collections 
agencies can retain. 

CBO Savings: S1.4 billion 

S1.3 billion 

Cut Subsidies to Guaranty Agencies 

~ Provisions include a new fee, a 
reduction in the amount of default 
insurance agencies can receive, and 
the replacement of Federal 
administrative payments with a fee 
paid by lenders. 

S3,l biUion 

TOT^T SAVINGS; 

Senite: S4.9 billion 

SAVTT<r.s FROM PAttFvrs AND STUPEISIS 

Senate: Sl.4 billion 
(28% of total) 

House: 

House: 

S10.4 billion 

S6.0 biUion 
(58% of total) 

10/30/95 
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UNITED STATES DEPARTMENT OF EDUCATION 
PUBUC AFFAIRS 

Talking Points for* 
Richard W.Riley 

U.S. Secretary of Education 

Direct Lending Press Conference 
Washington, D.C. 

Thursday, November 2,1995 

• For the past few months, we have heard a lot of mind-boggling numbers thrown around in all 
of this talk about balancing the federal budget. 

• Yes. we need to balance the budget, but we can do it without hurting education, wiihout" 
hurting students, 

• Yet, the Congressional majority's budget plans would slash education spending by as much as 
$36 billion over the next seven years. Hie Clinton Administration wants to balance the budget 
while increasing investment in our fumre with an additional $40 billion for education over the 
same period. That is a difference of $76 billion in the investment m education. 

• Within those numbers is an equally short-sighted Congressional plan for the Direct Loan 
Program for college students. 

• The Congressional effort to kill Direct Lending would wipe out a choice made by more than 
1,350 colleges that have issued Direct Loans to over 2 million borrowers. 

• Those instimtions chose Direct Lending because it is a simpler, faster, ^d more flexible 
system. Direct Lending means no more long lines for students at college fmancial-aid offices, no 
more red tape for students and families. 

• It eases the burden of repayment by giving students and parents more choices in how they 
repay their loans after graduation. Only with direct loans can students choose to base ^eir 
payments on how much they eam. which enables them to work as teachers or pohce officers 
while still meeting their obligations. 

• Direct Unding serves the needs of students instead of special interests served by highly paid 
lobbies. The perks for the special interests that the majority in Congress would provide show 
whose interests they want to serve. 

*The Secretniy may depart from prepared remarks. 

. 600 INDEPENDENCE AVE.. S.W, WASHINGTON. D.C. 20202-0131 

1202) 401-1576 

Our .^. .on .o e . s u . e<,ual ^ c . s . .c ^uc.tio. and .o p.o.nc.e « . . c a . . . = l «c , , i*n .c iHro.g.ou. rhc No.o.. 



NOV 09 '95 10:27flri USDE-OFFICE OF SECRETPRY P.9/16 

• -Die Senate wisely voted to remove from its budget plan some measures that would have driven 
up the cost of borrowir̂ g for college smdents and their families. Unfortunately, those cuts ^ 
retained in the House package. Any concession to the House positions on the smdem4oan grace 
period, or the interest rates on loans to parents, will put smdents and families even deeper m red 
ink. 

• But, both the House and Senate bills would effectively kill Direct Loans. To get the whole 
story on Direct Lending, it is worth asking some questions that look beyond the numbers. 

• Why is the Congressional majority so intent on effectively destroying Direct Lending? 

• Why did the Congressional majority rewrite federal accounting mles only as they apply to 
Direct Lending? When considered under the mles applied to other federal loan programs. Direct 
Lending produces much less red ink for taxpayers and no red tape for smdents. 

• Why is the majority in Congress trying to kick smdents and schools out of a progrin that they 
chose to use? 

• I am sure that many members of Congress know from personal experience how important it is 
to fmance a college education, and how complicated the old loan system has been. 

• Are they afraid of some good old-fashioned American competition between Direct Lending and 
the old guaranteed-loan system? What's wrong with letting instimtions choose which loan 
program they use? 

• The answer to each of those questions points toward the Congressional majority favoring the 
special interests that profit from the old smdent-loan system. 

• The threat to Direct Unding is just one example of what is wrong with the majority's budget 
plans ... and it underscores the need for lobbying refonn. 

• TTiis reconcihation package cannot be reconciled with the needs, hopes and dreams of smdents 
and their families. 

• What good does it do to balance the budget today if our young people are not equipped for the 
challenges of tomorrow? This nation can afford to balance its budget without pilmg up an 
education deficit. 
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WHY DIRECT LENDING SHOULD NOT BE DISMANTLED 

Baclcg round 

Direct lending permits college students to bypass the maze of lenders and 
middlemen in the guaranteed loan program and borrow directly from the federal 
government through their campus student aid office. 

Under the Student Loan Reform Act of 1993. direct lending is being phased in 
over 8 five-year period - 5 percent of student loan volume in the first year. 40 
percent in this, the second year. 50 percent in the third and fourth years, and 60 
percent in the fifth year. Beginning next year, direct lending may exceed these 
percentages if a larger number of colleges and universrties decide to participate in the 
program. 

This year more than 1,350 colleges and universities offer direct loans, vsrith an 
estimated loan volume of $12 billion. With more than 2 million borrowers, direct 
loans now account for 35 to 40 percent of total student loan volume. 

Direct Lending Helps Students 

Needed money is getting to students more promptly. In 1993. when the 
University of Colorado at Boulder was still using guaranteed student loans, only 3.000 
checks were available to students by the first day of class. This year, under the 
direct lending program 6.585 checks were ready for students to pick up to buy 
needed books and supplies. 

Direct Lending provides "One-Stop Shopping" for students. Borrowers make 
single loan payments to the Department of Education for the life of their loans. Direct 
Loans are never sold from agency to agency as is common in the guaranteed loan 
program. 

The application process is simpler for students. Students do not submit a 
separate loan application to a bank. Instead, they only complete the Free Application 
for Federal Student Aid. One student called rt "the best thing since microwaveable 
brownies." 

Students do not wart in lines to endorse bank checks because schools receive 
loans electronically from the Federal government and disburse them to students 
directly. 

Direct Lending enables students to borrow more responsibly. Under the old 
program, students would borrow as much money as they were eligible for because 
they knew rt would take 6 to 8 weeks to get additional funds during the year if they 
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needed it. Now students are borrowing less to start wrth because they are confident 
that they can get more money quickly if necessary. 

Direct lending created more flexible repayment terms. Direct Lending 
guarantees students the option of paying their loan back as a percentage of their 
income- When graduates are starting a family, working in their first job. or starting a 
business, they can choose to make smaller payments. 

Wrth the proposed cap on Direct Lending, the availability of flexible repayment 
options, such as Income-contingent repayment, will depend on whether a particular 
guaranteed loan holder chooses to offer rt. 

Direct Lending Helps Colleges And Universities 

A recent survey by the trade publication Education Daily found that more than 
90 percent of participating colleges and universrties rated the Direct Lending system 
as "excellent." 

Easy administration of Direct Lending frees up finandal aid staff to serve the 
needs of students. With Direct Lending, financial aid counselors can now solve many 
student loan problems with one phone call. As a resurt, fewer students are taking out 
emergency loans, and fewer students are going into the financial aid office with 
problems and complaints. For example, student traffic In the financial aid office at 
the University of Florida has dropped from about 14,000 students to 8.600 a year. 
This leaves counselors time to deal wrth late applications, family crises, and 
academic problems instead of just chasing papers. 

Direct Lending allows colleges and universrties to cut costs. When Iowa State 
University shifted to direct lending rt shifted four people from student loans 
administration to other departments and canceled an order for eight computers. 

Capping Direct Lending Will Raise Havoc In Colleges Across The Country 

Capping loan volume at 20 percent would shut 500 schools out of the program 
that have signed up for next year and remove half of the current 1,350 Direct Lending 
participants from the program. 

The Department of Education will have to decide how to ration Direct Lending. 
They may have to cut colleges with less than 100 percent participation, limrt the 
program to first-year participants, or force coiieges to operate dual programs. In any 
case, thousands of students will be forced back into the old system. 

As one financial aid administrator has said. "No matter how many letters we 
send to students telling them of the change, I can tell you now that we will be flooded 
by students expecting us to give them their loans. It is going to be very disruptive for 
students." 
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Schools across the country Invested heav ly h changing ^P^J^W^^^^^^^ 
hardware and software, and explanatory materials for students when tĥ ^̂ ^̂ ^̂ ^̂  
SfrecSTfen̂ ^̂ ^̂ ^ Capping Direct Lending will Impose significant conversion costs for 
participating colleges and universrties. 

Direct Lending Really Saves Taxpayers Money 

Republicans claim that capping or eliminating Dired Lending will̂ save the. 
taxpayers money. This is a false claim based on a .̂ P̂ '̂̂ '̂ "*̂ ^̂ ^̂ ^̂ ^̂ ^ 
nserted by Republicans into the 1996 Budget Resoluhon. Under the unfair sconng 
ute imposed on the Congressional Budget Office by Republicans, defaul 

manaqement collection of loans, oversight, and printing and processing >oa"j°"^s 
a r e T n S InThe c^^^ of direct lending but not included in cost of guaranteed loans. 

Under a fair rule the Office of Management and Budget calculates that direct 
loans are 20 percĴ nt cheaper than guaranteed loans. If direct lending is eliminated, rt 
will cost taxpayers $1.5 to $2 billion over seven years. 

Larry Lindsey, member of the board of the Federal Reserve wrote in a recent 
letter that "As long as rt Is necessary to provide a profit to induce lenders to 
guarantee student loans, direct lending will be cheaper. 

A Cap On Direct Lending Is A Cap On Competition 

A cap on direct lending denies colleges the right to choose what is best for 
their students undercuts frel competition, and substitutes a statutory monopoly for 
maricet forces. 

If two programs could freely compete, both programs would have an incentive 
to improve, because colleges would be able to switch If one or the other does not 
deliver prompt, efficient, and cost-effective service. 

James Belvin. a Duke University official who opposes Direct Lending admits 
The presence of Direct Lending has cleariy improved the perfomiance of the private 
secto? Frankly. I would submrt that the continuing presence o private lenders 
i r S i n g T o retain their martlets has been good for the Direct Loan Program. The 
SJmpelrtbn has certainly been good for both students and institutions. Administrative 
costs have been reduced and students have saved money. 

Thus, loan costs and fees could escalate for students once competition in loan 
programs is eliminated. 

William Niskanen. Chair of the Cato Instrtute and a former economic a^vis°r to 
President Ronald Reagan wrote: "The two programs should be allowed to cx,mpete 
and then be carefully evaluated - on their merit and as a stimulus to each other. 



NOV 09 '95 10:2efiri USDE-OFFICE OF SECRETARY P.13/16 

Capping Direct Lending Leaves In Place The Inefficient Guaranteed Loan 
Program 

The guaranteed loan program is complex. It Involves 7.000 lenders. 41 
guaranty agencies, and 25 secondary markets. 

The guaranteed loan program is a bloated bureaucracy, employing more than 
5.000 people - 25 percent more than the entire Department of Education and ten 
times more than administer Direct Lending. 

Pov̂ êrful Special Interest Groups Are The Only Winners If Direct Lending 
Is Capped 

The student loan industry is already highly profitable. According to William 
Niskanen. chair ofthe Cato Instrtute. "Guaranteed loans are a sweet deal for the 
banks- unless they choose to collect on the loans, banks provide no services other 
than to make a loan guaranteed by the federal government at a substantial premium 
above the rate if they made the same loan to the government." 

According to the Congressional Budget Office, the Senate proposal to cap 
Direct Lending would increase loan volume under the guaranteed loan program by 
$77 billion. This would insure $4.5 to $6 billion in additional profit for banks, lenders, 
and others who hold guaranteed student loans. 

Even Republicans Acknowledge The Benefits Of Direct Lending 

Thomas Petri, a Republican Congressman from Wisconsin said, "If at the end 
of this whole process we do kill off direct lending, President Clinton and others will tell 
the American people that the Congress under Republican control shut down a 
conservative reform effort that was good for students and schools in order to keep 
the gravy flowing to powerful special interest. And that argument will resonate wrth 
the American people because rt will be right," 

In a letter to Members of Congress in 1993. a number of Republicans, 
including Rich Bond, the former chair of the Republican National Committee wrote: 
"Over the years, the guaranteed student loan program has developed a degree of 
regulatory and administrative complexity that now undermines rts fundamental 
integrrty and effectiveness. Replacing the GSL structure wrth a streamlined structure 
will mean not only enhanced accountability and budget savings, but also a more 
rational delivery system that will particularly benefit students and educational 
instrtutions." 

People In Colleges Across The Country Want Direct Lending Preserved 

Massachusetts: Stonehill College in North Easton. Mass.. where 1.700 of 
2,000 students received direct loans for the past two years, doesn't want to return to 
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the old way of doing things. "With the old guaranteed student loan program, there 
were so many people and so many steps that the process was so confusing," Janice 
Lindstrom, a loan officer there says. "Now we know at any given time what the 
status of a loan is. The students are happier and the treasurer is happier." 

For example, where rt used to take parents 4 to 6 weeks to get a PLUS loan, 
the financial aid office can now turn them around in 5 days. "The Direct Lending 
Program is as streamlined as ft could possibly be." Undstrom says. "It has been 
nothing but an excellent experience." 

Georgia: Tommy Moore, director of financial aid at Valdosta State University, 
points out, "Unless you have worthed In a financiaf aid office, rt is difficult to imagine 
how much easier rt Is to process a student loan wrthout the two layers of bureaucracy 
added by the banks and guaranty agencies." 

Ohio: Jonathan Green, associate director of financial aid at Ohio Wesleyan 
University, has become a believer in Direct Lending. He says. "I am an opponent of 
bureaucratic waste, typified by the redundant functions of many federal programs, 
and believe that, in general, private entities can more efficiently and effectively offer 
services. These beliefs have been challenged by the activity of the direci lending 
agents. The application process is simpler, the funds are delivered more quickly and 
wrth fewer problems, and problem resolution, when necessary. Is greatly improved." 

Colorado: Kay Jacks, director of financial aid at Colorado State University 
laments. "I can hardly talk about eliminating the program wrthout crying. Students are 
happy. Universities are happy. Why they want to cut rt. 1 just don't get rt." 

Texas: Jerome Supple, President of Southwest Texas State University says, "It 
is rare that the federal government creates a program that both saves money and 
improves services to rts constituents. Direct Lending Is such a program," 
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DIRECT LoMiS 
DIRECT LOANS: 
A TRUE PUBLIC/PRIVATE PARTNERSHIP 
A TRUE PUBLIC/PRIVATE PARTNERSHIP... ui r u 

The private sector plays a major role in the Direct Loan program and is responsible tor the 
core administrative tasks associated with servicing and coUccting an estimated $12 biUion 
portfolio at the end ofthe 1995-96 year. The Depanment of E îucation s private-sector 
partners arc internationally known for their expertise: 

Electronic Data Systems (EDS) —prime contractor 
Computer Technology Services, Inc 
Price-Watcrhouse LLP 
Hewlett-Packard 
Informix 
Gencsys 

Computer Data Systems, Inc. (CDSI) —prime contractor 
AFSA Services (Division of Fleet Bank) 
Anderson Consulting 
Digital Equipment 
Dcloltte and Touche Corporation 
BTI 

National Computer Systems (NCS) —prime contractor 

MARKET-DRIVEN INCEMIVES.,, J • • - L 

Direct lending focuses fiinds on improving services to students and insututions by employing 
market-based competition to introduce accountabiUty and responsiveness to the student loan 
program. Contracts are awarded on a competitive, bcst-pricc-co-valuc basis, with customer 
service structured into each contract. 

MARKET-BASED STRUCTURE... . j • u 
Simplicity and streamlining are achieved through the Direct Loan program by reducmg the 
number of players in the student loan process —currendy more than 7.000 banks. 90 sec­
ondary markets and 41 guaranty agencies arc involved— and by establishing a direct, ac. 
countable relationship between the Department of Education and the contractor. 

MARKET-RECOGNIZED BESEFTTS... U , -uh^in 
The Department of Education's private seaor panncrs earn taxable revenues that will help 
reduce the federal deficit. Over the n « i six years, the private sector will hire addiuonal tax-
paying workers in states like Alabama. California. Maryland. New York. Texas and Virginia. 
As additional loan servicers are used, additional employment will accrue to the private sector. 
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DIRECT LOANS 

p.16/16 

THE DIRECT LOAN PROGRAM IS NOT A SAFE HAVEN 
FOR HIGH DEFAULT-RATE SCHOOLS 

Direct Loans nor only introduces improved default prevention mechanisms, but schools selected to 
participate in direa lending actually have lotver FFELP cohort defavh rates than FFELP-only 
schools. The Department of Educations (ED) implementation of the Direa Loan program and its 
efforts to address schools' student loan default rates should be reviewed in their entirety: 

COHORT DEFAULT RATES ARE LOWER FOR SCHOOLS PARTICIPATING IN DIRECT LOANS... 

According co the General Accounting Office, the average FY 1992 (the latest data available) 
FFELP cohon default rate for schools participating in Direct Loans is 11.3%, compared with 
15% for FFELP-only schoob. A school must be eligible to participate in FFELP in order to 
be eligible to participate in direct lending and must maintain FFELP eligibility after it enters 
the Direa Loan Program. 

DIRECT LOANS REPRESENTS THE ENTIRE COMMUNITY OF ELIGIBLE SCHOOLS... 

By law the Direa Loan program is required to achieve a reasonable representation of all 
schools participating in federal student aid programs. Proprietary schools represent the largest 
number of schools in both direct Unding and FFELP, but they represent the smallest percent­
age of loan volume. 

ED INfTJAVVES RESULT IN A DRAMATIC REDUCTION IN DEFAULTS... 
As a result of aggressive default prevention and default collection efforts begun in 1989, net 
annual default costs were less than $500 million for the past year. This compares to a high of 
$2.9 billion in FY 1991. 

DIRECT LOAN CENTRALIZED DATA COUECTION SAFEGUARDS AGAINST DEFAULTS... 

The immediate and direa access to all student loan account activity provided by the Direct 
Loan centralized daubase represents a revolutionary breakthrough in default prevention. The 
availability of on-line, real-time daa on all Direa Loan borrowers will facilitate the 
Department's monitoring of borrowers' loan repayment aaiviiy and calculation of schools' 
default rates in a more umely, accurate manner. For the first time, a real default prevention 
program can be initiated for both borrowers and schools. This level of control is not available 
under FFELP, where defeult rate calculations lag two years behind the current academic year. 

STRENGTHENED DEFAULT PREVENTION MECHANISMS ARE TO BE WSTTTVTED IN BOTH DIRECT LOANS 

AND FFELP... 
By December 1995, ED will publish final regulations to enhance the FFELP's default-
reduction initiative and provide additional default prevention measures in direct lending. 
Among other important modifications, the regulations will define a default mcasarcmcnt for 
direct lending similar to the FFELP cohon default rate and will establish triggers, similar to 
those in FFELP, that will kick out high default rate schools. 



OCT 2 6 1995 

Washington Office 

The College Board 
1717 Massachusetts Avenue, N W., Washington, D.C. 20036-2093 

Telephone: (202) 332-7134; Facsimile: (202)462-5558 

October 1995 

Dear Colleague: 

I am pleased to provide you with a copy of Trends in Student Aid: 1985 to 1995. The report comes on the heels of 
the College Board's Annual Survey of Colleges, which reported last month that average tuition and fees for the 
current academic year continued to increase at twice the rate of inflation. 

Trends in Student Aid: 1985 to 1995 is the latest edition in the College Board's annual data series on the amount 
of financial assistance available to help students and their families pay the rising costs of attendance in 
postsecondary education. We attempt in this report to assemble the most complete statistics available on aid from 
federal, state, and institutional sources. In addition to the most recent decade, historical tables are included showing 
trends back to 1963. In brief, the study finds that: 

> In 1994-95 more financial aid was available than ever before ~ almost $47 billion, up 8 percent from 1993-94 
and 70 percent compared to a decade ago, in inflation-adjusted dollars. 

> The lion's share of this growth has been in the fomi of loans, a trend that date backs to the late 1970s. The 
acceleration of borrowing has been especially pronounced in the past two years, reflecting the expansion of 
student and parent loan eligibility legislated by Congress in the 1992 reauthorization of the Higher Education 
Act. Federal loan programs provided over $26 billion to students and parents in 1994-95, up from $17 billion 
in 1992-93. 

> A growing share of student loans are now unsubsidized, which means that interest charges during the period of 
college enrollment are added to the borrower's total cost. In 1994-95, about one-third of federal student loan 
dollars was unsubsidized. 

> In contrast to loan aid, federal grant support shows no increase over the past year. In fact. Pell Grants and 
other non-repayable aid have been nearly flat for the past decade, again adjusting for inflation. 

> Overall, grants now represent about 43 percent and loans 56 percent of total aid; a decade ago the grant-loan 
split was much closer to 50-50. 

Finally, the report shows that federal programs generate 75 percent of all aid, down from 80 percent 10 years ago. 
Obviously the federal govemment remains the principal supplier, and that in tum is why so much of the future of 
student aid hinges on the outcome of congressional budget debates. 

We hope this information is helpfiil to you. We welcome your questions or suggestions for how the database could 
be expanded and future such reports made more usefiil. Feel free to call me or Jacqueline King at 202-332-7134. 

Sincerely, 

LEG:rm 

Lawrence E. Gladieux 
Executive Director for 
Policy Analysis 

Educational Excellence for All Students 
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