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For Release: September 26, 1995
Contact: Theresa Bourgecis
202-224-4781

STATEMENT OF SENATOR EDWARD M. KENNEDY AT THR SENATE
LABOR AND HUMAN RESOURCES COMNITTEZ MARK-UP OF THE
REPUBLICAN RECONCILIATION PROPOSAL TO TAX AND CUT STUDENT LOANS

The Republicans have asked us to meet again today to raid $10.8 billion
from student aid in order to pay for tax cuts for the wealthy. This proposal
1s a Fepublican assault on every working family struggling to make ends meet
and pay for their children’s college education.

Senator Kassebaum’s reconciliation proposal strikes at the heart of the
federal commitment to higher education. It adds to the debt burden of
students. increases costs for working familieg struggling to pay for college,
and penalizes colleges and universities for accepting needy students.
Democrats are trying to take down the dollar sign on college doors.
Republicans want to raise it higher.

Today’s mark-up is the third time in a week that we’ve been asked to .
meet Co consider student loan cuts. It‘s no wonder that the Republican
propesal is meeting resistance from students, families, and colleges across
the country. It imposes an unprecedented student loan tax on colleges and
universities, it forces schools out of the direct lending program against
their wiil, and it triples the cut imposed directly on students.

More than two thirds of the proposed cuts -- $7.6 billion -- fall on
students and working families in the form of 4 new student loan tax, higher
fees, increased interest rates., and an assault on the highly successful direct
student loan program.

If the student loan tax is enacted into law, colleges will be forced to
pay the federal government nearly one percent (.85%) of every dollar their
students borrow for college -- nearly '
$2 billion over the next seven years. Universities facing tight budgets will
kave no choice but to pass the tax on to students :
and parents in the form of higher tuition and fees or reduced student aid.

The Republicans recognized that students would bear the brunt of this tax, and
they hav~ removed the provision from their biil Suggesting that the tax would
not be pu.sed on to students,

Students from Northeastern University in Boston have ridden all night to
express their outrage at these proposals. Northeastern has over 26,000
students, 78% of whom receive student loans. The new student loan tax will
cost Northeastern $680,000 a year -- funds that would otherwise §o to student
3id. Northeastern tells me thar 110 £O 130 students will lose or suffer
substantial cuts in their university grants 1f the student loan tax is
imposed.

-moYe-
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“e created the student loan program to make it easier for students from
working families to atternd college. Republicans think a ¢college education
should be a financial obstacle course, not a right of every qualified student.

And thati’s not all. Under the proposed legislation parents who take out
PLUS loans to ease the financial burden on their children will have ro pay
higher interest rates for those loans. And students will lose the interest-
free grace period, during which they look for jobs after college, despite the
fact that only about one in five students have jobs upon graduation.

The Republicans make light of these cuts. But students stand to lose
real money. The Department of Education estimates that students and their
families will have to pay an extra $5,800 to $7,600 each for college if these
<uts go through.

Milliions of students across the country will alse lose the benefit of
the direct student loan program. This proposal begins the process of
dismantling direect lending. Direct lending will be capped at 20% of total
student locan volume. Half of the 1,300 schools now in direct lending will be
forced ocut of the program or forced to cut back on their direct lending volume
by maintaining dual loan programs. This despite the fact that colleges in the
program are overwhelming in their praise for direct lending, as we heard this
SPring at a hearing before this Committee. Furthermore, even opponents of
direct leading acknowledge that the program has brought healthy competition,
iower costs and better service te all students.

But these student benefits are no match for the banks and other special
interests that stand to benefit from this bill. while imposing a staggering
$7.6 billion in cuts on students and their families, this legislation gives
away $1.7 billien to guaranty agencies by allowing them to gain control of
reserve funds accumulated under the protection cf federal law.

These reserve funds were set up out of an abundance of cautioen when the
guaranteed loan program was first created. But since the federal government
guarantees the loans, as a practical matter the reserve funds function as a
second guarantee. The reserve funds are federal, assessed under federal law.
They are in no sense the property of the guaranty agencies. The $1.7 billion
windfall provided by this legislation is completely unjustified and ought to
be rejected.

"e can meet our budget goals without cutting education, without burying
college students under a higher mountain of debt. I will offer an amendment

agreed tc in a bi-partisan vote of €7 to 32 on the Senate floor. Over 20
Republicans, :including four on this Committee supported that proposal, which
can be met out of the excess profits in the guaranteed loan indusctry.

I challenge my Republican colleagues to return to .the spirit of bi-
partisanship reflected in that vote,

#48

95/1.82
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SENATE REPUBLICAN RECONCILIATION PROPOSAL:
FACT SHEET

. Percent of
Proposed Cut or Fee Qollars Total Proposal

CUTS OR FEES WHICH FALL ON STUDENTS
Imposes .85% new student loan tax S2 billion 18%
Institutions pay new fee equal to .85%
of school's annual federal loan volume. and

payment 10 direct lending schools zeroed

Raises interest rate $1.5 billion 14%
on working families

Increases interest rate on PLUS {parent) loans
from 3.1% !0 4%. increases cap

on interest rate from 9% 10 10%, and

requires lender rebate to government

Rolls back Direct Student Loan $1.35 billion 13%
Program and slashes management
and oversight of all student loans

Caps direct lending at 20% and forces
/3 1o 1/2 of current schools out of the program

Cuts administrative budget of both direct

and guaranteed loan programs by a total of

$750 million over 7 years

Eliminates interest-free grace period $2.7 billion 25%
ADUSTMENTS TO LENDERS AND GUARANTY
AGENCIES IN GUARANTEED LOAN PROGRAM

Adjustments to Gdaranty Agency $1.4 billion 13%
Entitlements

Adjustments to Lender Entitlements S1.7 billion ' 16%

COST SHARING TO STATES $100 million 1%

TOTAL COSTS IMPOSED UPON STUDENTS $7.55 biltion 70%
TOTAL COSTS IMPOSED UPON LOAN INDUSTRY $3.1 billion 29%
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FOr Release: September 22. 199%

Contacrt: Theresa Bourgecis'
202-224-4781

SENATE REPUBLICAN RECONCILIATION PROPOSAL :
$10 BILLION PROM STUDENT LOANS

Senate Republicans have revised their proposal for cutting $10 billien
{rcm student loans. Again, the proposal strikes at the heart of our federal
ccmmitment to higher educatien.

Two thirds of the $1C 2illion -- $7.6 billion -- comes from students and
Sarents struggling to pay for college. This proposal tripies the direct curs
oo students to almost $Y biliion,

The Ant:-tax Republiican Congress Prcposes an unprecedented new tax on
l:ege loans. Colleges will have to pay the federal government a rax of .85%
their zotal volume of federal student loans -- close o §2 billion over )
2ven years. That means less grant money avazliable for students, higher
uizion and fees, and a penalty on coileges for accepting needy studencs.

o]
o

(SN e lNq]

The propcsal begins =o dismantle the highly successful direct loan
prcgram. No new schools may enter the program and direct lending will be
raduced to 20t of loan volume. Up teo half of the 1300 schools currently in
the program will be forced out -- even though they receive better service and
“ant o stay in. Students will no longer ®enefit from healthy competition,
lower costs, and better services. Althougr the reported “savings" from this
measure are S..35 billion, one half of that number results from a questionable
budget rule that directs CBO =o Score the federal administrative costs of
direct lending differently from the guaranteed loan program. The other half
comes from a $750 million reduction in management and oversight of all student
loan programs.

Parents wiil pay increased interest rates on the PLUS loans they assume
o help their children pay college bills, including tuition, room, board, and
other fees. TRhe increased interest rate to be paid by parents generates a
tc¢tal savings, iacluding fees paid by lenders, of $1.5 billion.

Under the new proposal, students will be charged an additional ¢£3

Sillion while they look for a job afteér college. The interest-free grace
rer.od is eliminated.

Meanwhile, the banks and guaranty agencies that have profited from the
stuZent loan program for thirty years will absorb minor adjustments in their
f=2deral subsidies -- amounting to $3.1 killion, or less than 10% of the:s
{ederal subsidies over the seven year budget perioed.

The Republican Congress has N0 business picking the pockets of the
natin's studernis and worxing families =g Pay for tax cuts for the weal:thny .

==
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THE STUDENT LOAN TAX COLLEGES wiLL HAVE TO PAY

First Year

State Institytion 85% Tax
California University of California System $3 million
Scripps College (Claremont) $34,000
Colorado University of Colorado at Boulder $578,000
Connecticut Yale Uhiversity (New Haven) $332,000
Florida University of Florida (Gainesville) $731,000
Georgia University of Georgia (Athens) $434,000
lllinois U. of Illinois at Urbana-Champaign $578,000
5. [I. U. (Carbondale,/ Edwardsville)  $510,000
Northwestern Unjv. (Chicago) $510,000
Chicago State $62,600
[ndiana Indiana University (Bloomington)  $7.1 million
Notre Dame University $213,000
[owa Iowa State (Ames) $553,000
Kansas Univ. of Kansas-St, Louis $297,000
Mar_vlana Univ. of Marvland (College Park) $255,000
Johns Hopkins Univ. (Baltimore) $204,000
Massachusetts Northeastern Univ. (Boston) $680,000
U. Mass-Amherst | $531,000
Michigan Univ. of Michigan (Ann Arbor) $723,000

21 September 1995
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Minnesota Univ. of Minnesota {Twin Citjes) $935,000
Missour; University of Missour; at St. Louis $172.000
North Carohna UNC-Chapel Hil $204,000
New Hampshire Univ, of New Hampshire (Durham) 5225 009
New Jersev Rutgers University $706.000
New York SUNY Schools $4.0 million
New York University $1.3 million
CUNY Schools $510.000
* ohe Ohio State Univ. (Columbus) $850,000

Case Westemn Reserve U. (Cleveland) $289,000

Pennsyivania University of Pittsburgh $230,000
Rhode Island Univ of Rhode [slang (Kingston) $255,000

Brown University (Providence) $145,000
Tennessee University of Tennessee (Knoxville) $374,000
Texas University of Texas at Austin $978,000
Vermont University of Vermont (Burlington) $213,000
Virginia James Madison Univ. (Harrisqnburg) $153,000

Marymount (Arlington) $171,000
Wachin gton Univ. of Washington (Seattle) $680,000

21 September 1995 .
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REPUBLICAN RECONCILIATION PROPQOSAL:
IMPACT ON INDIVIDUAL STUDENTS AND THEIR FAMILIES

Proposal

Elimination of grace period

Raise PLUS loan interest rates

New student loan tax

Dismantle Direct Lending

TOTAL

Extra Cost

$700 - $2,500 per student depending
on length of study and amount borrowed

Up to $5,000 additional cost for families
who must borrow heavily to meet cost of

attendance over 4 years of college

$25 for every student in the
country (14 million students) every year

Loan costs and fees could escalate for

students once competition in loan program is
eliminated.

$5,800 - $7,600
Per Student Over Life of Loan, plus further

potential cost increases due to guaranteed
loan monopoly

Sourcc:  United Slaley Deépartment of Education
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THE KENNEDY AMENDMENT TO THE
KASSEBAUM RECONCILIATION PROPOSAL

The Kennedy amendment would strike ail portions of the Republican
Reconciliation proposal that impose new financial burdens on students and their
families.

The amendment leaves intact the $4.4 billion in savings that comes from cuts
to banks and guaranty agencies, as provided in the Republican proposal.

Thus, this amendment meets the savings level -- $4.4 billion — passed on the

Senate floor in the Snowe-Simon amendment.on May 25, 1995.
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SBNOWE-SIMON AMENDMENT

Summary of legislative action on the concurrent budget resolution:

House Budget Resolution

Labor Committee instruction: $18.66 billion in cuts over seven
years.

Senate Budget Resolution

Labor Committee instruction: $13.795 billion in cuts over seven
years.

The Snowe-Simon Amendment
This amendment to the Senate budget resolution reduced the Labor
Committee instruction from $13.795 billion over seven years to
$4.4 billion.
The amendment passed the Senate by a vote of 67 to 32 on May 25.

Voting Record of Committe membars:

(Mikulski was absent.)

Yeas Nays
DeWine Dodd Abraham
Frist Harkin Ashcroft.
Jeffords : Kennedy Coats
Kassebaum Pell Gorton
Simon Gregg
Welistone

Conference Committee

The conference committee split the difference between the Senate
and House spending levels, making the official instruction
$10.8 billion in cuts over seven years.
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KENNEDY AAMENDMEAT

AMENDMENTS intended to be proposed bv Mr. KENNEDY
(for himself. Mr. PELL. Mr. Dobp, Mr. HARKIN, -

Mr. SiMoN, Ms. MIKULSKI, and Mr. WELLSTONE)

] (Purpose: To -reduce the recommendations from the
Commuttee on Labor and Human Resources (primarily af-
fecting student loans) from $10,779,000,000 in outlays
over 7 years, to $4,395,000,000 by striking the following):
Viz:

w A W N

(o))

On page 1, beginning with line 15, strike all through
7 page 2. line 25.

8 On page 3, beginning with line 13, strike all through
9 page 6, line 14.

10 On page 10, beginning with line 16, strike all through
11 page 13, line 13.

12 On page 13, beginning with line 16, strike all through
13 page 17, line 16.

14 On page 22,. beginning with line 10, strike all through
15 page 23, line 14.
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Senator Edward M. Kennedy
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For Release: September 22, 1995
Contact: Theresa Bourgeois
(202) 224-4781

- STATEMENT OF SENATOR EDWARD M. KENNEDY
MARK-UP E_SENATE DENT LO RECON ATl Bi

The Senate Labor and Human Resources Committee is asked today to take
$10 billion out of the student loan accounts to help pay for a tax cut for the wealthiest
Americans. That priority is wrong, and | oppose it. '

Senator Kassebaum's reconciliation proposal strikes at the heart of the federal
commitment to higher education. It adds to the debt burden of students, increases
costs for working families struggling to pay for college, and penalizes colleges and
universities for accepting needy students.

This is the second time this week we've been asked to meet to consider student
loan cuts, and the proposai has not improved with time. Today's proposal retains the
unprecedented student loan tax on colleges and universities, it forces schools out of
the direct lending program against their will, and it triples the cut imposed directly on
students.

More than two thirds of the proposed cuts -- $7.6 billion — fall on students and
working families in the form of higher fees, increased interest rates, and an assault on
the highly successful direct student loan program. Most surprising of all, this Anti-Tax
Republican Congress is imposing an unprecedented new tax on federal student loans.

If this student loan tax is enacted into law, colleges will be forced to pay the
federal government nearly one percent (.85%) of every dollar their students borrow for
college -- nearly $2 billion over the next seven years. '

Although the legislation states that the fee is not to be passed on to students,
that mandate will be impossible to enforce. Universities facing tight funding will have
no choice but to pass the tax on to students and parents in the form of higher tuition
and fees or reduced student aid.

~more-
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_ This tax falls especially hard on the vast majority of colleges with small or no
endowments and large numbers of students on financial aid. Small liberal arts

. colleges, small religious colleges. and many others, including Gordon College in
Massachusetts, St. Mary’s in Leavenworth Kansas, Trinity College in Burlington,

Vermont, Albion College in Michigan, and Ohio Dominican Coliege lack the resources
to offset such a blow to their budgets.

At the University of Massachusatts in Boston, a large urban university with a

diverse student body, half of the students receive financial aid. This new tax would =~~~ " *

force the college to pay $174,000 a year to the federal government. If UMASS-Boston
wanted to shield its students from the costs, it would have no choice but to tum to the
state for the money. Little wonder that the National Govemors Association has
described this student loan tax as "yet another unfunded mandate that is passed on to
the states.”

We created the student loan program to make it easier for students from working
families to attend college. If this provision stands, colleges will be penalized for
admitting needy students.

And that's not all. Under the proposed legislation parents who take out PLUS
loans to ease the financial burden on their children will have to pay higher interest
rates for those loans. PLUS loans pay for college expenses, including tuition, room,
board, and other fees. This provision falls hardest on the families who need the most
help. PLUS loans are particularly crucial for working families who have not been able
to save, or who do not own a home against which to take an equity loan.

The reconciliation package that Republicans unveiled at the beginning of the
week cut back the interest-free grace period, during which students look for jobs after
college, from 6 months to 4 months, imposing almost $1 billion in extra charges on
students. This new proposal eliminates the grace period altogether, forcing students
to pay almost $3 billion in additional interest over the next seven years. A student who
borrows the maximum over four years of college will be charged an extra $700 for the
grace period alone.

Millions of students across the country will also lose the benefit of the direct
student loan program. This proposal begins the process of dismantling direct lending.
‘Direct lending will be capped at 20% of total student loan volume. Haif of the 1300
schools now in direct lending will be forced out of the program or forced to cut back on
their direct lending volume by maintaining dual loan programs. This despite the fact
that colleges in the program are overwhelming in their praise for direct lending, as we
heard this spring at a hearing before this Committee. Furthermore, even opponents of
direct lending acknowledge that the program has brought healthy competition, lower
costs and better service to all students.

-Mmore-
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There " no justification for Congress to tilt the balance against direct lending in

order to prop up the guaranteed loan program that fattens the profits of banks at the

eoxpense Of colleges and students. In addition, If honeest accounting e . , It e -

- that capping direct lending adds to the deficit instead of achileving savings. If the
Repubtlicans had INnsened a falr scoring rule Into the Budget rather than one that favors

the guaranteed loan program, CBO would be telling us today that capping direct
lending at 20% would cost $1.8 billion over seven years, instead of saving $600
million as Senator Kassebaum claims.

Common sense tells us that it is cheaper to loan money to students directly from
the U.S. Treasury than to force students to go through banks as middlemen. In a letter
to Senator Abraham last June, Lawrence Lindsey, a Bush appointee to the Federal
Reserve Board, made precisely this point: "As long as it is necessary to provide a
profit to induce lenders to guarantee student loans, direct lending will be cheaper.”

We can meet our budget goals without cutting education, without burying
college students under a higher mountain of debt. The Republican Congress has no
business picking the pockets of students and working families to pay for tax cuts for the

wealthy.
#44

95/181
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For Release: September 22, 1995
Contact: Theresa Bourgeois
202-224-4781

SENATE REPUBLICAN RECONCILIATION PROPOSAL:
$10 BILLION FROM STUDENT LOANS

Senate Republicans have revised their proposal for cutting $10 billion
from student loans. Again, the proposal strikes at the heart of our federal
commitment to higher education.

Two thizrds of the $§10 billion -- $7.6 billion -- comes from students and
parents struggling to pay for college. This proposal triples the direct cuts
on students to almost $3 billion.

The Anti-tax Republican Congress Proposes an unprecedented new tax on
college loans. Colleges will have to pay the federal government a tax of .85%
on their total volume of federal student loans -- close to $2 billion over g
seven years. That means less grant money available for students, higher
tuition and fees, and a penalty on colleges for accepting needy students.

The proposal begins to dismantle the highly successful direct loan
program. No new schools may enter the program and direct lending will be
reduced to 20% of loan volume. Up to half of the 1300 schools currently in
the program will be forced out -- even though they receive better service and
want to stay in. Students will no lenger benefit from healthy competition,
lower costs, and better services. Although the reported "savings" from this
measure are $1.35 billion, one half of that number results from a questionable
budget rule that directs CBO to score the federal administrative costs of
direct lending differently from the guaranteed loan Program. The other half
comes from a $750 million reduction in management and oversight of all student
loan programs.

Parents will pay increased interest rates on the PLUS loans they assume
to help their children pay college bills, including tuition, room, board, and
other fees. The increased interest rate to be paid by parents generates a
total savings, including fees paid by lenders, of $1.5 billion.

Under the new proposal, students will be charged an additional $3
billion while they look for a job after college. The interest-free grace
period is eliminated.

Meanwhile, the banks and guaranty agencies that have profited from the
student loan program for thirty years will absorb minor adjustments in their
federal subsidies -- amounting to $3.1 billion, or less than 10% of their
federal subsidies over the seven year budget period.

The Republican Congress has no business picking the pockets of the
nation’s students and working families to pay for tax cuts for the wealthy.

H##
95/181
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SENATE REPUBLICAN RECONCILIATION PROPOSAL:

FACT SHEET

Proposed_Cut or Fee
CUTS OR FEES WHICH FALL ON STUDENTS
imposes .85% new student loan tax $2 billion

Institutions pay new fee equalto .85%
of school's annual federal loan volume, and
payment to direct lending schools zeroed

Raises interest rate $1.5 billion
on working families

Increases interest rate on PLUS (parent) loans
from 3.1% to 4%, increases cap

on interest rate from 8% to 10%, and

requires lender rebate to govemment

Rolls back Direct Student Loan $1.35 billion
Program and slashes management
and oversight of all student loans

Caps direct lending at 20% and forces
1/3 1o 172 of current schools out of the program

Cuts administrative budget of both direct

and guaranteed loan programs by a total of

$750 million over 7 years

Efiminates interest-free grace period $2.7 billien

ADUSTMENTS TO LENDERS AND GUARANTY
AGENCIES IN GUARANTEED LOAN PROGRAM

Adjustments to Guaranty Agency $1.4 billion

Entitlements '

Adjustments to Lender Entitlements $1.7 billien
COST SHARING TO STATES $100 million
TOTAL COSTS IMPOSED UPON STUDENTS $7.55 billion

TOTAL COSTS IMPOSED UPON LOAN INDUSTRY $3.1 billion

Percent of

Dollars  Iotal Proposal

18%

14%

13%

25%

13%

16%

1%

70%
29%

P.

16
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OFFICE OF PUBLIC LIAISON

PAGE 1

EDUCATION
COMPANY CITY ST

AFL-CIO Region 1 Rolling Il
Meadows

AFL-CIO Region II Tulsa OK

AFL-CIO Region III Baltimore MD

AFL-CIO Region IV Austin TX

AFL-CIO Region IX Seattle WA

AFL-CIO Region V College GA
Park

AFL-CIO Region VI Los CA
Angeles

AFL-CIO Region VII New York NY

AFL-CIO Region VIII Boston MA

AFL-CIO Region X Nashville TN

AFL-CIO Region XI Denver co

AFL-CIO Region XII Edina MN

AFL-CIO; Department of Education Washington DC

Akron City School District Akron OH

Alabama Association of School Boards Montgomery AL

Alabama Parent-Teachers Association Montgomery Al

Alaska Council of School Administrators Juneau AK

Alaska Parent-Teachers Association Anchorage AK

Albuquerque Public Schools Albuquerqu NM
e

Aldine Independent School District Houston TX

Alpine School District American UT

' Fork

Amer. Asn of State Colleges and Washington DC

Universities

Amer. Assn of Community Colleges Washington DC

Amer. Assn of Higher Education Washington DC

Amer. Assn. of Colleges for Teacher Washington DC

Education

American Association of School Arlington VA



OFFICE OF PUBLIC LIAISON
EDUCATION

COMPANY
Administrators
American Association of University Women
American Council on Education
American Education Research Association
American Federation of Teachers
Anchorage School District

Anne Arundel County School District

Anoka-Hennepin Independent School
District

Arizona Parent-Teachers Association
Arizona School Administrators, Inc.
Arizona School Boards Association

Arkansas Assocation of School
Administrators

Arkansas Friends for Better Schools

Arkansas Parent-Teachers Association

Arkansas School Boards Association

Arlington Independent School District
Asn of Community College Trustees

Assocation of California School
Administrators

Association of Alaska School Boards

Association of Junior Leages
International

Atlanta Public Schools

Austin Independent School District
Baltimore County Public Schools
Baltimore Public Schools

Birmingham Public School System
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Washington
Washington
Washington
Washington
Anchorage
Annapolis

Coon
Rapids

Phoenix
Phoenix
Phoenix

Little
Rock

Little
Rock

North
Little
Rock

Little
Rock

Arlington
Washington

Sacramento

Juneau

Washington

Atlanta
Austin
Towson
Baltimore

Birmingham

ST

DC
DC
DC
DC
AK
MD

MN

AZ
AZ
AZ

AR

AK

AR

AR

TX
DC
CA

AK
DC

GA
TX
MD
MD

AL
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Board of Education of the City of New
York

Boston Public Schools

Brownsville Independent School District

Brunswick High School
Buffalo City Schools
Caddo Parish School District

Calcasieu Parish School Board

California Parent-Teachers Association

California School Boards Association

Charleston County Public Schools

Chersterfield County Public School

Chicago Public Schools

Cincinnati City School System

Clark County School District

Clayton County School district

Cleveland City School District

Cobb County School District

College of Santa Fe

Colorado Assocation of School Executives

Colorado Parent, Teacher, Students
Association

Columbus Public Schools
Committee for Education Funding
Connecticut Parent-Teachers Association

Corpus Christi Independent School
District

Council of Chief State School Officers
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Brooklyn

Boston

Brownsvill
e

Brunswick
Buffalo
Shreveport

Lake
Charles

Los
Angeles

West
Sacremento

Charleston

Chesterfie
1d

Chicago
Cincinnati
Las Vegas
Jonesboro
Cleveland
Marietta
Santa Fe
Englewood

Denver

Columbus
Washington
Hamden

Corpus
Christi

Washington

ST

NY

TX

GA
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CA

CA

SC

VA

IL
OH
NV
GA
OH
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NM
CO

Co

OH
DC
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TX

DC



OFFICE OF PUBLIC LIAISON
EDUCATION

COMPANY

Council of Great Cit§ Schools

Council on Educational Development and

Research

Cumberland County School District

Cypress-Fairbanks School District
Dade County Public Schools

Dallas Independent Schools

Davis County School District

DeKalb County School District
Delaware Parent-Teachers Association

Delta Head Start

Denver Public Schools
Detroit Public School District

District of Columbia Parent-Teachers
Association

District of Columbia Public School
System

Duval County School District
East Baton Rouge Parish Schools

El Paso Independent School District
Escambia School District

Fairfax County School District
Fayette County Public Schools

Federation of Illinois Colleges and
Universities

Florida Parent-Teachers Association

Fordan School District

Fort Bend Independent School Districts

Fort Wayne Community School District
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Lexington
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d

Orlando
Sandy
Sugar Land
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FL
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Fort Worth Independent School District
Fresno Unified School District
Fulton County School District

Garden Grove Unified School District

Garland Independent School District
Georgia Parent-Teachers Association

Granite School District

Greenville County School District

Gwinnett County School District

Hawaii District

Hawaii Parents, Teachers and Students
Association

Henrico County School District
Hillsbourough County School District

Hispanic Assn of Colleges and
Universites

Honolulu School District
Houston Independent School District

Idaho Congress of Parent-Teacher
Association
Illinois Parent-Teacher Association

Impact Aid

Indiana Parent-Teacher Association
Indianapolis Public Schools

Inman Residential Treatment Center
Iowa Parent-Teacher Association

Jackson Public School
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Fort Worth
Fresno
Atlanta

Garden
Grove

Garland
Atlanta

Salt Lake
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Greenville

Lawrencevi
lle

Hilo

Honolulu

Richmond
Tampa
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Honlulu
Houston

Pocatello
Springfiel
d

Washington
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is

San
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Des Moines

Jackson

ST
TX
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CA
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sC
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ID

IL

DC
IN

IN

TX

IA
MS



OFFICE OF
EDUCATION

Jefferson

Jefferson
Jefferson

Jefferson

PUBLIC LIAISON

COMPANY
County Public School System

County School District
County School District

Parish School District

Kanawha County schools

Kansas City Missouri School District

Kansas Parent-Teacher Association

Kentucky Parent-Teacher Association

Knox County School District

Long Beach Unified School District

Los Angeles Unified School District

Louisiana

Parent-Teacher Association

Madison Exploratory School

Maricopa County School Superintendent's

Office

Maryland Parent-Teacher Association

Massachusetts Parent-Teacher Student
Association

Memphis City Shcools

Mesa Unified School District

Michigan Parent-Teacher Association

Milwaukee

Public Schools

Minneapolis Public Schools

Minnesota

Mississippi Parent-Teacher Association

Parent-Teacher Association

Missouri Parent-Teacher Association

Mobile County School District

Montana Parent-Teacher Association

Montebello Unified School
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Birmingham

Louisville
Golden

Harvey
Charleston

Kansas
City

Topeka

Frankfort
Knoxville
Long Beach

Los
Angeles

New
Orleans

Canon City

Phoenox

Baltimore

Arlington

Memphis
Mesa
Lansing
Milwaukee

Minneapoli
s

Roseville
Starkville
Columbia
Mobile
Missoula

Montebello

ST
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KY
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KS
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CA
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co
AZ

MD

TN
AZ
MI
WI

MN

MN
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CA
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Montgomery County Public Schools
Montgomery County Schools
Mount Diablo Unified School District
Nashville~Davidson County

National Asn of Secondary School
Principals

National Asn of State Directors of
Vo-Tech Education

National Asn of Student Financial Aid
Administrators

National Assn of Colleges And
Universities

National Assn of Equal Opportunity in
Higher Education

National Assn of Secondary School
Principals

National Assn of State Universities and
Land Grant Colleges

National Association of Independant
Schools

National Association of School
Psychologists

National Association of State Boards of
Education

National Association of State Directors
of Special Education

National Council of Education
Opportunity Assn

National Education Association

National Parent TEacher Association
National Parent-Teacher Association
National School Boards Association

Nazarene Bible College

Nebraska Parent-Teacher Association

Nevada Parent-Teacher Association

PAGE 7

Rockville
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Reston

Washington

Washington

Washington

Washington

Alexandria

Washington

Washington

Bethesda

Alexandria

Alexandria

Washington

Washington
Washington
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Springs

Lincoln
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MD
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TN
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VA
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VA

DC

DC
DC
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New Hampshire Parent-Teacher Association

New Jersey Association of Parent
Coordinators

New Jersey Parent-Teacher Association

New Mexico Parent-Teacher Association

New York Parent-Teacher Association
New York State United Teachers
Newark Board of Education

Norfolk City Public Schools

North Carolina Parent-Teacher
Assoclation

North Dakota Parent-Teacher Association

North Est Indepentdent School District
Northside Independent School District

Oakland unified School District
Ohio Parent-Teacher Association

Oklahoma City Public Schools

Oklahoma Parent-Teacher Association

Omaha Public Schools
Omaha Public Schools

Orange County Public Schools
Oregon Parent-Teacher Association

Orleans Parish Public Schools
Palm Beach County School District

Pasadena Indepenent School System
Pennsylvania Parent-Teacher Association
Pinellas County School District

Pinkerton Academy
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Amherst
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Trenton

Albuquerqu
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Newark
Norfolk

Raleigh

Minot

San
Antonio

San
Antonio

Oakland
Columbus
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Moore
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Orlando
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New
Orleans

West Palm
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Derry
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NY
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ND
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NE
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FL

TX
PA
FL
NH



OFFICE OF PUBLIC LIAISON
EDUCATION

COMPANY

Pittsburgh Public Schools

Pleasant Lea Junior High School

Polk County School District
Portland Public Schools

Prince Georges County Public School
System

Prince William School District

Rainbow Hills Baptist School

Rhode Island Parent-Teacher Association
Richardson Independent School District
Richmond County School

Rochester City School District
Sacramenton County Office of Education
Saint Paul Public Schools

San Antonio Independent School District
San Bernardino County Office of
Education

San Diego Unified School District

San Francisco Unified School District

San Juan Unified School District
Santa Ana Unified School District
Santa Clara Coutny Board of Education

Savannah-Chatham County Board of
Education

School Board of Brevard County

School Board of Broward County
School District of Philidelphia
Seattle School District
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Pittsburgh

Lee's
Summit

Bartow
Portland

Upper
Marlboro
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Antonio

Cranston
Richardson
Augusta
Rochester
Sacramento
Saint Paul
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Antonio
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Seattle
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Seminole County Public Schools
Shelby County School System

South Carolina Parent-Teacher
Association

South Dakota Parent-Teacher Association
State of Colorado

Stockton Unified School District
Tennesee Parent-Teacher Association
Texas Parent-Teacher Association

The Benton Foundation

The School District of Lee County
Toledo Public School

Tucson Unified School District
Tucson Unified School District

Tulsa Public Schools

Utah Parent-Teacher Association

Vermont Parent-Teacher Association

Virginia Beach City Public School

Virginia Parent-Teacher Association
Volusia County School District

Wake County School District
Washington Parent-Teacher Association
Washoe County School District

West Virginia Parent-Teacher Association

Wichita Public Schools
Windham-Ashland-Jewett Central School

Winston-Salem Forsyth County Schools

Wisconsin Parent-Teacher Association
&
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Sanford
Memphis
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Pierre

Stockton
Nashville
Austin
Washington
Fort Myers
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Washington
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Wyoming Parent-Teacher Association

Ysleta Independent School District
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TX



SPECIAL

EXECUTIVE OFFICE OF THE PRESIDENT

" LRM NO: 2662
OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 20503-0001 [FILE NO: 1458
~ 9/28/95 _
LEGISLATIVE REFERRAL MEMORANDUM Total Page(s):

TO:
FRQM:

OMB CONTACT:

SUBJECT:

- Legislative Liaison Officer - See Distributi

0
(o) Jpwc
Assistant Director for Legislative Reference

Connie BOWERS 395-3803

Janet FORSGREN

Legislative Assistant's line (for simple responses):

3957362

Committee Markup on ngher Education provisions in S. Labor and Human Resources
Committee markup for Reconclliation,

DEADLINE:. “ Monday, October 02,1995~

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above subject before

advising.on.its relationship to the program of the President.

Please advise us if this item will affect dlrect spendmg or receipts for purboses of t’he'
"Pay-As-You-Go" provisions of Title XIll of the Omnibus Budget Reconciliation Act of 1990.

COMMENTS: The attached legislative language includes amendments adopted by the Committee on

DISTRIBUTION LIST:

AGENCIES: 30-EDUCATION - Jack Kristy - 2024018313~ N""\"QL* UV‘( {OSWUS
118-TREASURY - Richard S. Carro - 2026221146

EOP:

_Ellen Seidman

Ken Apfel/J. Himler
Jeremy Ben-Ami
Patil. Dimond
Barry White

Lisa Fairhall

Pat Smith

Dan Chenok

Ed Brigham
Janet Forsgren
Jim Murr
Josie Dade

September 26th. Please provide your views to assist in the development of language for a
Statement of Administration Policy to the Senate on the Reconciliation bill.



, SPONSE TO | LRM NO: 2662
LEGISLATIVE REFERRAL MEMORANDUM FILE NO: 1458

if your response {0 this request for vlews is slmple (e.g., concurlno comment), we prefer that you respond by e-mail or
by faxing us this response sheet.

-If the response is simple and you prefer to call please call the branch-wide line shown below (NOT the analyst‘s line)
to leave a message with a legislative assistant.

You may also r_aspond by:

(1) calling the analyst/attorney’s direct line (y'od will be connected to voice mail if the analyst doeé not answer); of
(2) sending us a memo or letter.

Please include the LRM number shown above, and the subject shown below.

TO: Connie BOWERS .395-3803
Office of Management and Budget
Fax Number: 395-6148 _
Branch-Wide Line (to reach legislative assistant): 395-7362

FROM: . (Date)
{(Name)
(Agency)

(Telephone)

SUBJECT: Committee Markup on Higher Education provisions in S. Labor and Human Resources Committee
markup for Reconciliation

The following is the response of our agency to your request for views on the above-captioned subject:

Concur
—_____ No Objection
No Conlwment
— See proposed edits on pages

Other:

FAX RETURN of ____ pages, attached to this response sheet
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Viz: (Page and line numbers refer to document
#S1G95.848) |
1 On page 2, lines 7 and 8, strike “and for each suc-

2 ceeding academic year’’.

3 On page 2, line 17, strike the quotation marks and

4 the semicolon.

On page 2, between lines 17 and 18, insert the follow-

5
6 ing:
7 . _ “(C) For academic year 1996—1997l and
8 for each succeeding academic year, loans made
9 undéx' this part, including Federal Direct Con- -
10 " solidation Loa1\1s,-. shall represent not more than
11 - 20 percent of the n-ew'-student loan volume for
12 such year, except that the 'Secretary shall not
13 entér into such an'-:ag"reement with an éligible
- 14 institution that has not applied and been ac-
15 cepted for participation in the direct loan pro-
16 gfém under this part on or before September
17 30, 1995.”;
18 - On page 4, strike. lines 5 and 6, and insert the follow-

19 ing:
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(9}

10
11
12

13
14

15

16
17

18
19

2 .
$125,000,00 for fiscal year 1996 (of which $40,000,000 |
shall be available for administrative cost allowances for .
guaranty agencies for October through December of

1995), and -$85,000,000 for each of the fiscal years 1997

On page 14, line 3, strike “2 percent” and insert
““0.85 percent”’. o

On page 14, strike lines 4 and 5, and i;lsert the fol-
lbwing: .. B
amount of the loan. Such payrhent shall be made within
60 days aftér the close of the calendar quarter in which
such loan is disbursed. It is the sense of the Senate that
such payment shail not be charged to students'attending
such institution in the form of increased tuitio.n or student

fees.
On page 14, line 14, strike “(1)" and insert “(m).

On page 14, line 21, strike “2 percent” and insert

“0.85 percent”. -

On -page 14, strike lines 22 through 24, and insert
the following: |
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1 such loan. It is the sense of the Senate that such payment
.2 “shall not be charged to students éttending such institution

3 in the form of increased tuition or student fees.”.

4 On page 15, strike lines 9 and 10, and insert the fol-
5 lowing: | B |

6  after the ciose of the calendar quarter in which the
7 loans are disbursed. The first such payment shall be
8 due on May 30, 19968y |

9 On page 15, between lines 10 and 11, insert the fol-
10 lowing: | |
11 (h) RISK SHARING.—Section 428(n) (20 U.S.C.

12 1078(n)) is amended by adding at the end the followi_ng
13 new paragraph: " |

14 “(5) APPLICABILITY TO PART D LOANS.—The
15 - provisions of this subseéltion shall apply to institu-
16 ~ tions of higher education participating in direct lend-
| 17 ing uﬁder part D with respect to loans made under
18 suéh part, and for the purposes of this paragraph,

19 paragraph (4) shall be applied by inserting ‘or part
20 D’ after ‘this part’”.

21 On pége 15, beginning with line 12, strike all through
22 page 16, line 21, and insert the foIlowing:
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1 (a) ELIMINATION OF GRACE PERIOD INTEREST SUB-
2 SIDIES.—Section 428(a)(3) (20 U.S.C. 1078(a)(3)) is
3 amended by adding at the end the following new subpara-
4 graph: _
5 “(C) Notwithstanding subpéfagraph (A),
6 no portion of the interest which accrues after
.7 the stﬁdént ceases .to carry at an eligible insfi- :
8 tution .at least one-half the normal full-time
9 academic workload (as detex_;mined"by the insti-
\10' | tution) and prior to the beginning of the repay-
11 ment period of the ldan shall be paid by the
- 12 | Secrétary under this sui)section on any loan for
13 which the first djsburéemellt is made on or
14 after January 1, 1996, to an indjvidual who is
15 " | a new \borrower on -such date. Interest on the
16 " unpaid principal amount of any such loan dur-
17 ing the interval described in the preceding sen-
18 ‘tence shall, at the option of the borrower—
19 “(1) Be paid monthly or quarterly; or
20 ‘ “(ii) be added by the lender to the
21 principal amount of the loan at the com-
22 . mencement of the repayment period.”.l
23 On .page 24, strike lines 6 thxjou_gh 8, and. insert the

24 following:
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10
11
12
13

14
15

16

17
18
19
20

3
(B) in the second sentence, by striking “in-
come-sensitive”” and inserting “graduated, in-

come-sensitive, or income contingent”.

On page 26, line 5, insert ““in repayment”’ after “such

loan”.

On page 31, lines 21 and 22, strike “the first dis-

‘bursement is made” and insert ‘“claims for insurance are

filed by eligible lenders”.

On page 33, line 14, strike “$170,000,000”" and in-
sert “$180,000,000”". |

On page 36, line 2, strike “and’’ and insert “or”’.

On page 39, strike lines 17 ‘through 24, and insert
the following:
(f) ELIMINATION OF SUPPLEMENTAL PRrRECLAIMS

ASSISTANCE.—

(1) AMENDMENT. —Sectlon 428(1) (20 USC -

1078(1)) is amended— |
~ (A) by striking paragraph (2); and

(B) by strkag “(1) PRECLAIMS” and all

that follows through “Upon receipt” and insert-
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10

11

12
13

14
15

16
17
18

19
20

21
22
23
24

\L(
6
ing *(1) PRECLAIMS ASSISTANCE AND SUPPLE-
MENTAL PRECL;-\'L\I.S AssISTANCE.—Upon  re-
ceipt”’. |

(2) EFFECTIVE DATE.—The amendment made

by this subsection shall apply to loans for which the

first delinQuency occurs on or after January 1,

1996.

On page 41, between lines 19 and 20, insert the fol-

lowing:

(3) LIMITATION ON OWNERSHIP OF STOCK.—

(A) SECRETARY OF THE TREASURY.—The

. Secretary of the Treasury, in completing the

sale of stock pursuant to subsection (c), may

" mot sell or issue the stock held by the Secretary

~ of Education to an agency, instrumentality, or

establishment of fhe.. 'United States Government,
or to a Government corporation or a Govem-
ment controlled corporafion as such terms are
defined in section 103 of title 5, United States
Code, or to a government-sponsored enterprise
as such term is defined in section 622 of title
2, United States dee. |

(B) STUDENT LOAN MARKETING ASSOCLA-

TION;—The Student Loan Marketing Associa-
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tion shall not increase its share of the owmner-

~ship of the Corpdration in excess of 42 percent

of the shares of stock of the Corporation out-
standing on the date of enactment of this Act.

The Student Loan Markéting Association shall

- not control the operation of the Corporation,

‘except that the Student Loan Marketing Asso-

ciation may participate in the election of direc- |
tors as a sharéholder, and may continue to ex-
ercise its right to appoint directors under see-
tion 754 of the Higher Education Act of 1965
(20 U.S.C. 1132f-3) as long as that section is

in effect.

On page 45, beginning with line 13, strike all through

15 page 46, line 21, and insert the following:

16
17
18
19
20
21
22
23
24

(1) SALE OF STOCK REQUIRED.—The Secretary

of the Treasury shall sell, pursuant to section 324
of title 31, United States Code; the stock of the Cor-
- poration owned by the Secretary of Eduéation as
soon as possible after thé date of enactment of this

Act, but not later than six months after such date.

(2) PURCHASE BY THE CORPORATION.—In the

‘event that the Secretary of the Treasury is unable

to sell the stock, or any portion‘thereof,‘at a price
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acceptable to the Secretary of Education and the

‘Secretary of the Treasurv, the Corporation shall

‘purchase, within 9 months after the date of enact-

ment, of this Act, such stock at a price determined
by the Secretary of thé Treaéury and'l'acceptable to
the Corporation based on the independent .appraisal
of one or: more nationally recognized financial ﬁrms,
except that such price shall not exceed the value of
the Secretary of Education’s stock as determined by
the Congreséional Budget Ofﬁcé in House Report
104-153, dated June 22, 1995.

(3) REIMBURSEMENT OF COSTS OF SALE.—The
On page 47, line 3, strike “(5)” and insert “(4)".

On page 47, beginning with léne 12, strike all through

- 15 page 48, line 3.

16

Execute appropriate technical and conforming

17 amendments.
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TITLE X—COMMITTEE ON LABOR
AND HUMAN RESOURCES
Subtitle A—Student Loan
Provisions
SECTION lOOOi. B.EFERENCES; GENERAL EFFECTIVE DATE.
(a)l REFERENCES. —E\'éept' as otherwise expressly
plonded whenever in this subtitle an amendment or re-
peal is e\'plessed in terms of an amendment to. or repeal
of, a sectlun or other provision. the reference shall be ¢on-
sidered to be made to a xectlon or othex Provision of the
Higher Education et of 1965 (‘20 U.S.C. 1001 et seq.).

(b) GENERAL EFFECTIVE DATE.—Unless otherwise

~gpecified in this subtitle, the amendments made by this

subtitle shall take effect on January 1, 1996.
SEC. 10002. PARTICIPATION OF INsTlTUTIQNS AND ADMIN-
| ISTRATION OF LOAN PROGRAMS.

(a) LIMITATION ON PhopoRTION OF Loaxs MabE
UNDER THE DIRECT L0aN PRroGRaM.—Section 453(a)
(20 U.S.C. 1087c(a)) is amended—

(1) by amending paragraph (2) to read as fol-
lows: | |

| “(2) DETERMINATION OF NUMBER OF AGREE-

MENTS.—The Secretary may enter iﬁto agreements

under subsections (a) and (b) of section 454 with in-
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1 " _stitutions for participatién_in the direct loan pio-
2 g'rém under this'pzlart,' subject to the following: |
3 “(A) For academic vear 1994-1995, loans
4 made under t__lﬁs_pért__ shall represent not more
5 'thén d percent of new student loan volume for
6 such-vear. |

7 | ‘;(B) f’or academic vear 1995-1996 -end—
8 for-ench-sueceedine-aoademic=yeas, loans made
9 under.th'is part. inclixdjllg Federai Direct Con-
10 solidation _Loans.'shall represent not more than
11 30 percentr_of the new student loan volume for
12 such vear, except that the Sec-retax'_\' shall not
13 enter into such an agreement with An eligible
14 institution that has not épplied and been ac- -
15 cepted for partiéipation in the direct -loan pro-
16 oram under this part Jn or betore Se])texlli?)en'

el 1 30, 1995.’*:‘%__.7

18 (2) by striking paragraph (3):

19 . (3) by redesignating paragraph (4) as para-
20 graph (3); and |
21 (4) in the second sentence of paragraph (3) (as '
22 redesignated by paragraph (3)). by striking “on the
2.3. most recent program data available” and inserting
24 ' ‘“on data from the academic vear preceding the aca-

25 ° demic vear for which the estimate is made”.
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(b) ELIMINATION OF CO.\'SCRIPTIOX.——SectiQn
(2) (20 U.S.C. 1087¢(b)(2)) is amended—
(1) by stnkmg subparagraph (B): and
(2) In subparagraph (A)—
(A) by striking *(1) categorizing and in-
serting ‘‘categorizing’’:
' (B) in clause (i))—
(i) by striking “‘beginning’: and
(i) by ftriking . and” and inserting
a period.: and
(C) bx redesignating clause (11) (as él!lend-
" ed by subparagraph (B)) as subparag'raph (B).

(¢) CONTROL OF ADMINISTRATIVE EXPENSES.—Sec-

tion 458 (10 U.S.C. 1087h) is amended—

(1) by amending subse(;tlon (a) to read as fol-
lows: J
(a) EXPENSES.— |
“(1) IN GENERAL.—

“(A) IN GENERAL.—Except as provided mn
subparagraph (B). each fiscal vear there shall
be available to the Secretary from funds not
other\wse appropnated funds to be obligated

for sub51dv costs under this part. There shall

also be available from funds not othermse ap-

propriated, funds to be obligated for indirect -

»
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administrative expenses under this part and

~ part B. not to exceed (from such funds not oth-

erwise appropriated) $260,000,000 for fiscal
vear 1994, $345,000,000 for fiscal vear 1995,

125 . _
$F$2.000.000 for fiscal year 1996{ and |
5™ (oF wh ‘ch

92, 000 000 for each of the hseal vears 1997
fl-}o 000, 06D

through 2002. . N - 5th be .
aila bl i
\ +(B) REDUCTION.—The amount author- — Admimghan,
| ' 0o%t a :
ized to be made available for fiscal vear 1997 o oance

’ _ Vaxram
under subparagraph (A) shall be reduced by the ‘(“)5"““‘5 ﬁnj |
amount .of any unoblicated unexpended funds ' - mb\w
available to carry out this subsection for any (99 ‘>—>
fiscal vear prior to fiscal year 1996.

+(2) DIRECT AND INDIRECT ADMINISTRATIVE

'EXPENSES.—

-
“(A) DIRECT ADMINISTRATIVE EXN-

pEN<Es —For purposes of this subsection the
. - 4

term “direct administrative expenses means

~the cost of—

(i) activities related to credit exten-
;1on loan origination, loan SEI'VICIHQ‘, man-
avement of contractors, and pa\ments to
- contractors, other government entities, and

program participants;
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13
14

16
17
18

19

20

22
23
24

SR
5 .
(1) collect.ibn of delinquent loans:
and - |

““(iii) write-off and closeout of loans.

“(B) INDIRECT | ADMINISTRATIVE  EX-

pENSES.—For purposes of this subsection the

term ‘indirect- administrative expenses’ means

_the cost of—

“(i) personnel engaged in developing’
program re;qulations. poliey and adminis-
tmti\ré guidance:

+(11) audits of institutions and con-
tractors;

“(111) program re\de\\'é; and

“(iv) other oversight of the program |
unéer this part or under pari B.

o 3
“(C) LIMITATION ON CERTAIN EXPENDI-
TURES.— ',

“(i) INDIRECT ADMINISTRATIVE EX-
PENSES.—Expendjtﬁres for indirect ad-
ministrative expenses for loans made pur-
suant to this part for a fiscal vear shall
not exceed 50 percent of the amount of -
funds appropriated under the second sen- |

tence of paragraph (D(A).
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*‘(ii) DIRECT AND INDIRECT AD.\II..\/'.I.'.\.'-
TRATIVE 'EXPE.\'SES.—N() funds made
available for direct achninistratixé expenses
or indirect' administrative e.\;penses may be
used for marketing. advertising or i)ro-
.-motion of the William D. Ford Federal Di-
rect Loan Program, or for the hiring of
advertising ageﬁcies or other third_.parties

to provide advertising services.

’
(3) SUBSIDY ¢OST.—The term ‘subsidy cost’

‘means the estimated long-term cost to the Federal

Government of direct administrative expenses cal-
culated on a net present value basis.: and

(2) by striking subsection (d).

(d) DEFAULT RATE LIMITATIONS ON DIRECT LEND-

)

16 ING.—

17
18
.19
20

22
23

25

(1) INSTITUTIONAL ELIGIBILITY BASED ON DE-
4

FAULT RATES.—The first sentence of section

435(a)(2)(4) (20 U.S.C. 1085(a)(2)(A)) is amended

by inserting “‘or part D" after “under this part’.

(2) COHORT DEFAULT RATE.—Section

~435(m)(1) (20 T.S.C. 1085(m)(1)) is amended—

(A) in subparaglfaph (A)—
(1) by striking “428, 4284, or 428H"

and inserting 428, 428A, 428H, or part
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D (other than Federal Direct PLUS

Loans)”: én_d
(ii) b}"striking “428C" and inserting
+498C or 455(g)"; |
(B) in subparagraph (B)—

(i) by striking “only’; and

(1) by 'inserting “and loans made
under part D determined by thé -Selcretar_\-'
to be n dffault." after *‘for insurance.”

and

(C) in subparagraph (C), by striking

“428C" and inserting **428C or 455(g) .
(3) TERMINATION OF INSTITUTIONAL PARTICI-
PATION.—Section 435 (20 U.S.C. 1087e) is amend-

ed by adding at the end the folloxxing new sub--

g

() TERMINATION <'_DPJI.\'.'\'TITI'TI("_\'.'\_‘ For HiGgH DE-

18 FAULT RATES —

19
20
21
22
23
24
25

METHODOLOGY AND CRITERLA.—After

consultation with institutions of higher education
and other members of the higher education commu-

nity, the Secretary shall develop—

“(A) a methodologv for the caleulation of

institutional default rates under the loan pro-

grams operated pursuant to this part;
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“(B) eriteria for the initiation of termi-
nation proceedings on the basis of such default
rates; and |

“(C) Iptﬂ_'ocedure_‘s for the conduct of .such
terlmination proceedings.
“(2); DATA COLLECTION.—

“‘(A) IN 'GE.\*ER_}L.—The Secretary shall
compile data on loans subject to repayment

schedules . under sections  423(b)(1)}(E)Q).

’ . N
123C)(2)(), and 453(e)(4) at the end of
each f’xscalﬁ vear setting forth for such year by
institution. and by programs under parts B and
D individually and combined—

*‘(i) the number and amount of ldans
scheduled for pa&ments that did not equal
the interest accmi;)lg on the loans:

“(n) the; number and amount of loans
where no paymént was scheduled to be re-
ceived from the borrower due to their low-
income status;

“(i11) the number and amount of loans
where a scheduled pafment was more than
90 dayvs delinquent; and |

“(iv) the projected amount of interest

and principal to be forgiven at the end of

..,
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~the 25 year repayment period, based on

the projected payment ééh_edule for the
borrower over that period.

- “(B) .{ngL‘AL _COLLECTION AND USE.—
Such data shall be compiled annually and used
in developing the methodology, criteria and pro-
cedt{res required by paragraph (1). Such data
shall be available for review by institutions of
higher eduéation, members of the higher edu-
-cation cornnlunit’}’; and the Adwisory Committee
on Stude?t Financial Assistance established

under section 491.

©*(3) COMPARABILITY TO PART B.—In develop-

ing the methodology, criteria, and procedures re-

quired by paragraph (1), the Secretary, to the maxi-
munf extent possible, shalluestablish standards for
the termination of in§tituti0_ns from participation n
loan proé_‘rams under this part that are comparable
to the standards established for the termination ot;
institutions from participation in the loan programs
undér part B. Such procedures shall include provi-
sions for the appeal of default rate calculations.
based on deficiencies in the servicihgof loans under

this part ‘that are comparable to the provisions for
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such appeals based on deficiencies in the servicing of
loans under pa'rt B.
“(4) LIMITATIONS OX AUTHORIZATION '1;«_»
ISSUE NEW LOANS UNDER THIS pART.—The meth-

odology. criteria, procedures and standards required

'by parég‘réphs_ (1) and (3) shall be promulgated in

final form not later than 120 days after the date of '
enactment of this paragraph. Notx\jthstandixig any-
other provision of this part, if such methodology. cri-

’ 4
teria, procedures and standards have not been pro-

mulgated in final form witlun 120 days after the

18
date of enactment of this paragraph, then no loans

under this part shall be made until the Secretary
promulgates such methodology, criteria, _procédures
and standards.”.

.J :
(e) " ELIMINATION  OF TRANSITION  TO  DIRECT

17 Loaxs—The Act (20 US.C. 1001 et seq.) is further
. R . |

18 am‘ended—‘—

19
20
21
22

23

(1) m section 422(e)(7) | (20 U.S.C.
1072(e)(7)—
| (A) in sﬁbparag'aph (A). by striking “dur-

ing the.transition” and all that follows through

“part D of this title: and
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(B) in subparagraph (B), by striking "sec-
| tion 428(c)(10')(F)(\')” and inserting “section
428(c)(Q)F)(V)"™:
(2) in . section  428(c)(8) 20 U.S.C
1078(e)(8))—
(A) by striking subparagTaph (B); and
(B) by striking “(a) If” and inserting
“apn
(3) in section 428(c)9NE) (20 U.S.C
1078(ENOEN— |
(4) in clause (iv). by inserting “or’ after
" the semicolon:
(B) in clause (v), by striking ™ or’” and in-
serting a period; and |
(C) by striking clause (vi):
(4) in clause (vin) 0f s?ec-tion_ 428_(6)(9)(F)_ (20
U.S.C. 1078(0)(9)(1:‘));— |
(A) by inserting “‘and” before “to avoid
disruption’’; and
(B) by étriking “ and to ensure an orderiy
transition” and all that follows through the end
of such clause and iilsertillg a vperiod;
(3) in section - 428(c)(9)(K) (20 C.S.C.
1078(c)(9)(K)), by striking “the progress of the

transition from the loan programs under this part
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to” and inserting “‘the integrity and administration
of”;-
(6) I section 428(e)(1)(B)(Iii) (20 U.S.C.

1078(e)(1)(B)(ii)). by striking “‘during the transi-

tion” and' all that follows through ‘“‘under part D of"
this title” I

(7) in section $28(e)(3) (20 U.S.C. 1078(e)(3)),

b}-; striking “of transition™: |
(8) in  section  428(j)(3) (20 U.S.C.
WTGE—
(A) in{_ the heading for paragraph (3). by
striking "‘DL'RI.\'GI  TRANSITION TO  DIRECT

'LE.\'DI_\'G“;-and |

(B) in subparagraph (4), by_strikihg"‘dur-
iné‘ the t;ansitibn" aﬁd all that follows through
- ~part D of this title"; S

(9) n the headin% for péragraph (2) of section
453(c) (20 L'.S.C.I10780(c)), by striking “TRANSI-
TI0N” and inserting “INSTITUTIONAL”;

(10) in the heading for paragraph (3) of section' .
153(e) (20 U.S.C. 1078c(e)), by striking “AFTER
TRANSITION; _ |

(1) in section 436(b) (20 T.8.C. 1087£(b)—

"~ (A) in paragraph (3), by inserting “and”

after the semicolon:
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(B) by striking paragraph (4)‘:
(C) by redesignating paragraph (3) as :
paragraph (4);
(D) in paragraph (4) (as redesignated by

subparagraph (C)), by striking “successtul op-

" eration” and inserting “‘integrity and efti-

ciency’’; and
(12) in paragraph (1) of section 422(g)—
(A) in the first sentence. bv striking “or
14
the program authorized by part D of this title™:
and .

(B) in the second sentence. by striking “or

the program authorized by pal;t D of thus tuitle™.

(f) FEES FOR ORIGINATION SERVICES.—Subsection

" 15 (b) of section 452 (20'U.S.C. 1087b) is repealed.

16 .
17
18
19
20

)

(g) SCHOOL ORIGINATION PAYMENT —

(1) PADIE:_\'T.——"

(A) FFELP.—Part B of title IV\" (20

- U.S.C. 1071 et seq.) is amended by adding at

the end the following new section:

21 “SEC. 440. LOAN PAYMENTS FROM INSTITUTIONS.

22

“(a) LoaN PAYMENTS BY ELIGIBLE INSTITUTIONS

23 ox Cerrtalx Loans.—With respect to each loan under

24 this part (other than a consolidation loan under section

25 428C) for which the first disbursement i1s made on or after

i
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1 January 1, 1996 for attendance at an eligible institution,

such eligible mn

stitution shall pav to the Secretary a pay-
009;

ment in an amount equal tcyf percent of the principal

amount of the

: Shall b Mmade within w‘do.ﬂs af b he .
loan. Such paymentjmas not be charged Close of H#e
wHending inshivhen Ca lendar quas br

to che studenivee&é-ng such leamyin the form of inereased L, opeh sueds

nt fees. loaa 5 disbursed.
: ; ' ColE s e a0
“(b) DISTRIBUTION OF LOAX PAYMENT.—The Sec- o ke Seank
retarv shall deposit all payments collected pursuant to ol vk
- Pt oM

’

subsection (a) into the insurance fund established in sec-

2
3
4
5
6 tuition or stude
.
8
9
10

tion 431.7.

11 (B‘) DIRECT LOAN PROGRAM.—Section 452
12 (20 U.S.C. 1087e) is amended by adding at the
13 e‘nd the following new subsection:

14 /(56“ LoaN PAYMENTS BY ELIGIBLE INSTITUTIONS

15 ox CERTAIN Loans.—With respect to each loan under
J

16 this part (other than a Federal Direct Consolidation

17 Loan) for which the first dj§bm‘sement 1S made on or after

18 January 1, 1996, for attendance at an institution of high-

CHo1s Hw stnse 2

[a—y

19 - er education 'participating‘in the program under this part.

20 such institution shall pay to the Secretary a payment In

©.35 :

an amount equal to‘2' percent of the principal amount of

« e Senale : shatl
-?{Md’ mﬁuch pavment ma; not be charged to-te stu-

s akoending

inshhhurs

23 deﬁtdveeemng such dea® in the form of increased tuition

24 or student fees.

1
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(2) ENFORCE.\IE.\'T.'—-Section' 435(a) (20
U.S.C. 1085(a)) is amended by adding at the end
the_lfollo{ving new paragraph:

“(4) INSTITUTIONAL ~ PAYMENT R_EQL’IRE-. |
MENT.—To be an eligible institution under this sub-
section. for purposes of tﬁis ‘part and pari D, an eli;
gible institution shall pay the lpan pavments re-

quired under section 440 and 455(1) within 60 days.

. opw.-“hf, close OF Hhe C"WM QU“% A whieh Ha

loans are &Sbmsu{‘rh Arst Such P“JM. shadl b

1
2
3
4
S
6
7
8
9
10
INseel a
Qe 12 (¢
.QJSL . 13
SHAZANG
. 14
15 |
16
INSeE
2 17
Lk 18
- per10d 19'
INTEeLs T
svesipo 20 _'
21
22
23
24
25

SEC. 10003. LOAN TEB(.MS AND CONDITIONS.

ELIMINATION OF THE PAYMENT OF THE INTER-
EST SURSIDY DURING A PORTION OF THE 6-MONTH
GRACE PERNOD.—

N GENERAL.-—Section 428(a)(3)(A)(1) (20

\, 4

by insertinxand clause (vi)” after “"438(¢) ™
and

(B) \by adding at the end the following new -

clause:
“(vi)(I) The\portion of the interest on

' a loan insured uhd this part which a stu-
deﬁt is entitled to ha\e pa_id to the holder

of such loan pursuant t} clause (1)(I) shall
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include the total amount of the interest’ on

" the unpaid principal amount of the loan

which: aéerues during the period that be-
gins on the day after the date the student
ceases to carry at least one-half the normal
full-time 'aléademjc workload (as. deter-
: ined by fhe institution) and ends 4
onths after such day.
“(II) The portioﬁ of the interest on a
4

loan\insured under this part which accrues

durink the pericd that begins the day after
[ .

the 4Ynonth period described in such

(2) EFFECTIVE DAT —_The amendments made

4

by this subsection shall a Iy with respect to loans

for which the first disbursenent is made on or after

Januarv 1, 1996 to an indivi al who is a new bor-

roaver on such date.

NI NI 1%
Ee (8 N

(b) PLUS LOAN INTEREST RATE AND SUBSIDY RE-

BATE.—

(1) INTEREST RATE.—
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(A) IN GENERAL.—Section 427A(c)(4) (20
U.S.C. 1077a(c)(4) 1s amended by adding at
the end the following new subparagraph:

“(F) Ngt_:withst_e_mding subparagraphs (A),
(D), and (E), for any loan made pursuant to
section 428B for which the first disbursement
is mé.de on or after January 1, 1996—

“(i) subparagraph (B) shall be apphed
by substituting ‘4.0’ for ‘3.25"; and
“(1) th'e interest rate shall not exceed

10 pe{t_'cent.”.

(B) CONFORMING AMENDMENT.—Section
427A(h) (20 U.S.C. 1077a(h)) is amended—

(1) by striking paragraph (2); and
(1) by redesignating paragraph (3) as

paragraph (4). i
(2) INTEREST REBATE.—

(A) AMEN;)MEN'I‘.——Section 4288 (20
U.S.C. 1078-2) is amended by adding at the
end the following new subseetion:

“(f) INTEREST REBATE.—
«(1) REBATE.—Each holder of a loan under
this seetion shall pay to the Secretary, on a biannual

basis, an interest rebate in an amount equal to 1

percent of the unpaid principal amount of each loan
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made, insured or guaranteed under this section that
such holder holds.
+(2) DEPOSIT.—The Secretary shall deposit all
rebates collected pursuant to paragraph (1) into the
insurance fund established in section 431.".

(B) EFFECTIVE DATE.—The amendment
made by this paragraph shall apply with respect
to loans for which ‘the first disbursement 1s
made on or after January 1. 1996.

r
(c) COMPARABILITY PrOVISIONS.—Paragraph (1) of

section 453(a) (20 U.S.C. 1087e(a)) is amended to read
{.

12 as follows:

13
14
15
16
17
18
19
20
21
22
23
24
25

(1) PARALLEL TER.\FS. CONDITIONS, ELIGI-
BILITY REQUIREMENTS, BENEFITS AND AMOUNTS.—
Unless otherwise specified in this part. loans made
to borrowers under this pé)rt shall have the same
terms. conditions. eligibility requirements and bene-

4
fits. be subject to the same administrative require-
ments for origination, payment and processing of ap-
plications, deferments and forbearances. be available
in the same amounts, and be subject to the same -
terest rates and same amount of fees, as the cor-
responding types of loans made to borrowers under

sections 428. 428B, and 428H. The Secretary shall

promulgate regulations implementing this paragraph
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not later than 120 days after the date of enactment

of the Omnibus Budget Reconciliation Act of

1995.".

(d) Use oF ELECTRONIC FoRMs.—Section 483(a)
(20 U.S.C. 1090(a)) is amended by adding at the end the

following new paragraph:

“(5)‘ ELECTRONIC FORMS.—

“(4) The Secretary, in cooperation with
representatives of institutions of higher edu-
cation. eligible lénders. and guaranty agencies.
shall presc{ribe an electronic version ot the form
described in paragraph (1). Such electronic ver-
sion shall not require signatures to be collected
at the time such version 1s submitted if the
data contained.in such version is verified by the
student In one or morg separate writings. The
Secretary shall preseribe such version not later

4
than 90 davs after the date of enactment ot
this subparagraph.

“(B) Nothing in this Act shall be con-
strued to prohibit the use of the electronic ver-
sion prescribed under subparagraph ()
through software developed, produced. distrib-

uted (including by diskette. modem or network

communication, or otherwise) and collected. by
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EREE EIA
20

an eligible lender, a guaranty agency, or a con-

sortium thereof.

*(C) Each eligible lender, guaranty agency,
or consortium that intends to reproduce the
electronic version described in subparagraph
(A) shall submit to the Secretary for review a
COp}:' of such reproduction. If such reproduction
is inconsistent with this section, the Secretary
shall notify such lender, agency, or consortium
of the Secretar}"’s objections within 30 days of
such submission. and shall specifically idenufy

[ @
the changes necessary to make such reproduc-
tion consistent with this section. In the absence
of such an objection, such lender, agency, or
consortium mziy use such reproduction as so
subnutted. ’

(D) No fee may be charged for use of the

4
electronic version described in subparagraph
(A), or for any other electronic form used with
such version in applying for—
“(i) assistance under this Act; or

“‘(ii) State student financial assist-

1
ance. .

(e) APPLICATION FOR PART B Loaxs UsING FREE

75 FEDERAL APPLICATION.—
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(1) Ix GENERAL.—Section 183(a) (20 U.S.C.

1090(a)) is further amended—

(2)

(A) in paragraph (1)—
(i) by inserting “B,” after “‘assistance
under parts A.:

(i) by striking “part A) and to deter-

‘mine the need of a student for the purpose

of part B of this title” and inserting “‘part
A):and

(111) byI striking the last sentence: and
(B) in paragraph (3)—

{

(i) by striking “and States shall re-
ceive. and inserting 7, any guaranty agen-
ev authorized by an institution of higher
education. and States, shall receive, at
their request and’*? and

(n) by Iinserting “processing loan ap-
plications uxllder part B and” before “de-
termining need and eligibility”.

CONFORMING AMENDMENT.—Section

432(m)(1)(D) is amended by inserting “‘or to pro-

hibit the use of the form described in section

483(a)(1) as the application for loans under this

part” before the period.
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1 (f) ABILITY OF PaRT D BORROWERS To OBTAIN
2 FEDERAL STAFFORD CONSOLIDATION LoaNs.—Section
3 428C(a)(4) (20 U.S.C. 1078-3(a)(4)) 1s amended—
(1) by redesignating subparagraphs (B), (C)
and (D) as subpanragraphs- (C), (D) and (E), respec-

tively; and

N e RV R

(2) b\ inserting after subparagraph (A) the tol-
lowing new subparagraph:

-(B) made under part D of this title: .

S O ©

r R
(g) ABILITY OF ParT B BORROWEKs To OBTAIN

FEDERAL DIRECT CONSOLIDATION LoaNs.—Paragraph
.

12 (5) of section 123C(b) (20 U.S.C. 1078=3(b)) 1s amended

1

[a——

13 to read as follows:

14 +(5) DIRECT CONSOLIDATION LOANS FOR BOR-
15 ROWERS IN SPECIFIED CIRCUMSTANCES.—

16 “(A) Subject to section 433(a)(2)(B). the
17 Secretary may offer a borrower a Federal Di-
18 rect Consolidatiotl loan if a borrower otherwise
19 eligible for a consolidation loan pursuant to this
20 section 1S—

21 (i) unable to obtain a consolidation
22 loan from a lender with an agreement
23 ~ under subsection (a)(1); or

24 “(i1) unable to obtan a consolidation

25 loan with income contingent repayment
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terms from a lender with an agreenient

under subsection (a)(1).

“(B) The Secretary shall establish appro-
priate certification procedures to verify the el-
gibility of borrowers for consolidation loans
under this paragraph.

“(C) The Secretary shall not offer consoli-
dation loans under this paragraph if, the
Secretary’s judgment. the Department does 1ot

N 4
have the necessary origination and servicing ar-
rangements in place tor such loans. or the pro-
jected volume In such loans will be destabilizing

to the availability of loans otherwise available

under this part.”.

(h) INCOME CONTINGENT REPAYMENT IN THE FED-

)
16 ERAL FaMILY EDUCATION LoaN PROGRAM.—

(1) INSURANCE, PROGRAM AGREEMENTS.—3ec-
4

tion 428(b)(1)(EN) (20 U.S.C. 1078(b)(1)(E)(1)) 18
amended by striking “or income sensitive-repayment
schedule’” and inserting “‘repayment schedule, an n-
come-sensitive repayment schedule, or an income

contingent repayment schedule,”.

(2) REPAYMENT SCHEDULES.—The matter pre-

ceding clause (1) of section 428C(c)(2)(A) (20
L.S.C. 1078-3(c)(2)(8)) is amended— |
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(A) in the first sentence, by striking"‘or
income-sensitive repayment schedules” and in-
serting “‘repayment schedules, income-sensitive
repayment schedules. or income contingent re-
payment schedules™: and by st ting

(B) in the second sentence,|®&& inserting

oy

g'ad.urkd)
L ACORE - Sons ih

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

SEC.

T‘ll_)‘r: income contingent”, efier—=treonre-ser—

(3) Cn_\IPARABI;E TERMS AND COXDITIONS. —
Section 428(m) (20 U.S.C. 1078(m)) 15 amended by
adding at the gnd the following new paragraph:

(3) INCOME CONTINGENT REPAYMENT SCHED-
ULES.—For the purpose of this part, income contin-
gent repayment schedules established pursuant to
subsections (b)(l)('E)(i) and (¢)(2)(A) may have

J
terms and conditions comparable to the terms and
conditions established‘ by the Secretary pursuant to
section 455(e)(4).".
10004. AMENDMENTS AFFECTING FFELP LENDERS
AND LOAN HOLDERS.
(a) RISK SHARING BY THE L0aN HOLDERS.—

(1) AMENDMENT.—Section 428(b)(1N(G) (20

U.S.C. 1078(b)(1)(G)) is amended by striking “98

percent”’ and inserting “95 percent’’.

u (NnCame -
S2ns 1w
and
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] (2) EFFECTVE DATE.—The amendment made
2 by this subsection shall apply with respect to loans
3 for which the first disbursement is made on or after
4 January 1, 1996.

5 (b) EXCEPTIONAL PERFORMANCE INSURANCE RE-
6 DUCTION.—Section 4281(b)(1) (20 U.S.C. 1078-9(b)(1))

7 is amended—

8 (1) in the paragraph heading, by striking o0
9 PERCENT ; and

10 (2) by striking 100 percent of T and inserting
11 95 percent of .

12 (¢) Loax FEESCFRO.\I LENDERS.—

13 (1)  AMENDMENT.—Section  433(d)(2) (20
14 U.S.C. 1037-1(d)(2)) is amended by striking 70.50
15 percent’” and inserting 1.0 percent’ .

16 (2) EFFECTIVE DATE —~The amendment made
17 by this subsection shall apply with respect to loans
18 for which the first djs‘bm'semem is made on or atter
19 January 1, 1996.

20 (d) LEXDER AND HOLDER REBATE.—

21 (1) AMENDMENT.—Section 438 (20 U.S.C.
22 1078) is amended by adding at the end the following
23 new subsection:

24 *(g) SUBSIDY REBATE 0N STAFFORD Loaxs. —
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1 “(1) REBATE.—Each holder of a subsidized or
2 unsubsidized Federal Stafford loan under this part
3 shall payv to the Secretary, on a biannual basis, a
4 subsidy rebate m. an amount equal to 025 percent
5 of the unpaid principal amount of each such loan‘m raf”ﬂmm
6 that such._' holder holds.
7 «(2) DEPOSIT.—The Secretary shall deposit all
8 subsidv rebates collected under paragraph (1) mto
9 the insurance fund established in section 431.".
10 (2) EFFECTIVE 'DATE.—The amendment made
11 by this subsectjon shall apply with respect to loans
12 for which the first disbursement is made on or after
13 Januarv 1, 1996.
14 (e) SMaLL LENDER AUDIT EXEMPTION.—Section

15 428(h) (1)) (20 US.C. 1078(b)(1)(U)(iii)) is amend-
J

16 ed—

17 (1) by inserting "‘lin the case of any lender that
18 originates or holds more than $5.000.000 in prin-
19 cipal on loans made under this title in any fiscal
20 vear,” before “for (I’

21 (2) by inserting “sueh’” before ‘‘lender at least
22 once’’;

23 (3) by inserting “‘such”’ before “a lender that 1s

24 audited”’; and
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(4) by striking “if the lender” and inserting if
such lender”.

(f) DEFINITION OF ELIGIBLE LENDER.—Paragraph

(1) of section 433(d) (20 U.S.C. 1085(d)(1)) 1s amend-

2
3
4
5 ed—
6
7

(1) in subparagraph (1), by striking “‘and’ atter
the semicolon;

(2) in subparagraph (J), by striking the period
and inserting *; and”’: and

’

(3) by adding at the end the following new sub-
paragraph: c

“(K) a wholly owned subsidiary of a pub-
licly held holding eompany which, as of the date
of enactment of this subparagraph, through one
or more subsidiaries—

(1) acts as a?ﬁnance company: and
(1) pa;micibates in the program au-
thorized by this part pursuant to subpara-

.

graph (C)

90 SEC. 10005. AMENDMENTS AFFECTING GUARANTY AGEN-

CIES.

(a) USE OF RESERVE FuxDs TO PURCHASE DE-

23 FAULTED Loaxs.—Section 422 (20 U.S.C. 1072) 1s

74 amended by adding at the end the following new sub-

25 section:
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“(h) USE OF RESERVE FUNDs TO PURCHASE DE-

FAULTED LOANS.—

(1) IN GENERAL.—Except as provided in para-
graph (2), a guaranty agency shall use not less than
50 percent of such agency's reserve funds to pur-
chase and hold defaulted loans that are guaranteed
by such égency and for which a claim for insurance
is filed with such agency by an eligible lender. The
amount of such purchases shall be considered as re-

’
serve funds under this section and used in the cal-
culation of thet_minimum reserve level under section
1238(e)(9).

*(2) SPECIAL RULE.—A guaranty agency shall
not be required to use 1ts reserve tunds to purchase
and hold defaulted. loans in accordance with para-
oraph (1) to the extent tllati-

“(A) the dol‘lar volume of insurance claims

filed with such agency does not amount to 20

percent of such agency's available reserve

funds;

“(B) such use 1s prohibited by State law;
or

“(C) such use will compromise the ability
of the guaranty agency to pay program ex-

penses.’.
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(b) EXTENSION OF PERIOD A GUARANTY AGENCY
MesT HOLD A DEFAULTED LOaN.—

(1) EXE}IPTIOX FOR EXTENDED HOLDING PE-

RIOD—The last sentence of section 428(c)(1)(A)

(20 U.S.C. 1078(e)(1)(A)) 1s amended by striking

“A guaranty agency’ and inserting “‘Except as {)1‘0-

vided in section 428K, a guaranty agency .

(2) NEW EXTEXNDED HOLDING PERIOD PRO-

GRAM.——-

-’
(A) AMENDMENT.—Part B of ttle IV (20
U.S.C. 1071 et seq.) is amended by imserting
after section 4284 the following new section:
“SEC. 428K. GUARANTOR PURCHASE OF CLAIMS WITH RE-
SERVE FUNDS.

“(a) LOANS SL‘B.JECT 10 EXTENDED HoLDING PE-
R1ND.—Except as provided n suf)section (b). a guaranty
agency shall file a claim fgr reimbursement with respect
to losses (resulting from the default of a borrower) subject
to reimbursement by the Secretary pursuant to section
128(c)(1) not less than 180 days nor more than 225 days
after the guaranty agency discharges such agency’s Insur-
ance obligation on a loan insured under this part. Such
claim shall include losses on the unpaid principal and ac-

crued interest of any such loan. including interest acerued



0:\SIG\SIG5 848 | SRS

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

30
from the date of such discharge to the date such agency
files the claim for reimbursement from the Secretary.

“(b) LOANS ExéLt'DED FroM EXTENDED HOLD-
ING.—A guaranty agency may file a claim with respect
to losses subject to reimbursement by the Secretary pursu-
ant to section, 428(e)(1) prior to 180 days after the date
the guaranty agency discharges such agency’s insurance
obligation on a loan insured under this part. if—

(1) such agency used 50 percent or more of

r

such agency's reserve funds to purchase or hold

loans 1n accordtz_mce with section 422(h):

*(2) such claim 1s based on an inability to lo-
cate the borrower and the guaranty agency certifies
to the Secretary that—

“(A) diligent attempts were made to locate
the borrower through ’ the use of reasonable
skip-tracing techiliques in accordance with sec-
tion 428(c)(2)(G); and

*(B) such skip-tracing attempts to locate
the borrower were unsuccessful; or
“(3) the guaranty agency determines that the

borrower is unlikely to possess the financial re-

sources to begin repaying the loan prior to 130 days

after default by the borrower.
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1 “(¢) GUARANTY AGENCY EFFORTS DURING Ex-

TENDED HOLDING PERIOD.—A guaranty agency shall at-

tempt to bring a loan desecribed in subsection (a) into re-

A W N

pavment status during the period prior to 180 days after

n

the date the guaranty agency discharges its insurance obli-
gation on such loan, so that no claim for reimbursement
by the Secretary is necessary. Upon securing pavments
satisfactorv to the guaranty agency during such period.

such agency shall, if prac;icable, sell such loan to an eligi-

o v oo N

ble lender. Such loan shall not be sold to an eligible lender

1

—

that the guaranty.agency determines has substantially
12 failed to exercise the due diligence required of lenders
13 under this -part.

14 “(d) REGULATION PROHIBITED.—The Secretary
15 shall not promulgate regulations_) regardjng the collection
16 activity of a guaranty agency with respect to a loan de-
17 scribed in subsection (a) for which reinsurance has not

18 been paid under section 428(ce)(1).".

19 (B) EFFECTIVE DATE.—The amendment
| iyl
20 made by this paragraph shall apply \\'1t‘hc‘ r espect |
claims a endefrs
21 to loans for which tlenJﬁrsL Y‘t‘s‘\xetd %A el
22 made on or after January 1, 1996.\%‘” (Nsoramee—
23 (¢) ADMINISTRATIVE COST ALLOWANCE.—Section

24 423(f)(1) (20 U.S.C. 1078(f)(1)) is amended—
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(1) in the matter preceding clause (1) of sub-

paragraph (A), l)‘\-'.xtriking “For a fiscal vear prior

to fiscal vear 1994, the” and inserting “The”: and

(2) by amending subparagraph (B) to read as

follows:

“(B)(i) The total amount of pavments for
anv fiscal year prior to fiscal vear 1994 made
under this paragraph shall be equal to 1 per-
cent of the total principal amount of the loans

’
upon which insurance was issued under this
part during such fiscal vear by such guaranty
agenc.v‘.‘

“(11) For fiscal vear 1996 and each suc-
ceeding fiscal vear. each guaranty agency shall
elect to receive an administrative cost allow-

3}

ance, pavable quarterly, for such fiscal vear cal-
culated on the basis of either of the following:
“(I) 0.85 percent of the total principal
amount of the loans upon which msurance
was issued under this part during such fis-

cal vear by such guaranty agency: or
“(I1) 0.08 percent of the original prin-
cipal amount of loans under this part

ouaranteed by the guaranty agency that
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was outstanding at the end of the previous

fiscal vear.

“(iii) The guaranty agency shall be deemed
to have a contractual right against the United
States to receive payments according to the
provi.sions of this subparagraph. Payments shall
be made promptly and without administrauive
delayv to any guaranty agency submitting an ac-
curate and complete application therefor under

4
this subparagraph.

(v) {,\’ot\\ithsmnding clauses (i) and ().
for each of the fiscal vears 1996 through 2002,
the Secretary shall pay an aggregate amount
for such vear of not more than $1A0.000.000 10
all guaranty a-gencies receiving administrative

J
cost allowances under this subparagraph.

(d) SECRETARY'S EQUITABLE SHARE OF CoLLEC-
4

18 TioNSs ON CONSOLIDATED DEFAULTED LOANS.—Section

19 428(c)(6)(A) (20 U.S.C. 1078(C)(6)(A) 1s amended—

20
21
22
23
24

(1) in the matter preceding clause (1)—

(A) by inserting “or on behalf of” after
“‘made by”’; and

(B) by inserting . including payments

made to discharge loans made under this title
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] to obtain a consolidation loan pursuant 10 this
2 part or part D.” after “porrower’: and

3 (2) in clause (ii), by inserting after ““an amount
4 equal to” the following: “—

5 “(I) for defaulted loans consoli-
6 dated pursuant to this part or part D
7 on or after January 1. 1996, 25 per-
8 cent of the amount of the balance of
9 the pri'ncipal and accrued mterest out-
10 standing at the time of such consoll-
11 dation: or

12 “(I1) for all other loans.”.

13 (e) RESERVE FUND REFORMS.—

14 (1) STRENGTHENING AND STABILIZING GUAR-
15 ANTY  AGENCIES.—Section  428(c) (20 U.S.C

"

16 1078(c)) is amended—

17 (A) In paragraph (8)(A). by adding at the
18 end the following new sentences: “Prior to mak-
19 ing such determination for guaranty agencies.
20 the Secretary shall, in consultation with guar-
21 anty agencies, develob criteria to determine
22 whether such agencies have made adequate col-
23 lection efforts. Such ecriteria shall be preseribed
24 b\ regulations that are developed through nego-
25 tiated rulemaking and that include procedures
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for administrative due process. In determining
whether a guaranty agency's collection efforts
have met such criteria, the Secretary shall con-
sider such agency’s record of success in collect-
ing on defaulted loans, the age of the loans. and
the amount of recent payments received on the
loans.”’;

(B) in subparagraph (9)(C), by striking
80 percent’’ and inserting 78 percent’’:

4

(C) by amending subparagraph (9)(E) to
read as folJows:

“(E) After providing a guaranty agency
notice and opportunity for a hearing on the
record, the Secretary may terminate a guaranty
agency’s agreemen{ in accordance with subpara-
graph (F) if— ’

“(1) SUO}] guaranty agency 1s required
to submit a management plan under this
paragraph and fails to submit a plan that
is acceptable to the Secretary;

“(ii) the Secretary determines that
such guaranty agency has failed to improve
substantially its administrative and finan-

cial condition and that such guaranty
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agency is in danger of financial collapse:

sa.nd/o—/ or

“(ii1) the Secretary determines that
such action is necessary to ensure the con-

tinued availability of loans to student or

parent borrowers.”:

(D) in paragraph (9)N(F)—

(i) in clause (i), by inserting “In ac-
cordance with any recommendation, sub-

’

mitted by a State, for a successor agency
if suc;_h succeessor agency 1s not subject to
an outstanding limitation, suspension, or
termination action” before the semicolon;

(i1) in clause (ii), by inserting in ac-
cordance with any recommendation, sub-

‘)

mitted by a State. for a successor agency
if such suco‘essor agency is not subject to
an outstanding limitation, suspension, or
termination action” before the semicolon:
and

(iii) in clause (i), by Inserting and
if no guaranty agency Is willing to act as
a successor guaranty agency under clause

(i) or (i) before the semicolon; and.

(iv) in clause (Vi1)—
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(D b\ inserting “dedicated to the
functions of the guaranty —agency
under the loan insurance program
under this part’ after “assets of the
guaranty agency’; and

(II) by inserting ~. except that
the Secretarv shall take action only to
require the guaranty agency to return
to the 'Secretar_\' the Federal portion
of a reserve fund as such term 1s de-
fined in section 422(i)" before the
semicolon; and

(2) STRENGTHENING GUARANTY AGENCY  RE-
SERVES.—Section 422 (20 U.S.C. 1072) is amend-
ed— |

7
(A) in subsection (g)—
(i) in pgragraph (1)—

(1) in the sentence preceding sub-
paragraph (&), by inserting “current
and future”’ before “program €x-
penses’’; and

(II) in subparagraph (D)—

(aa) by striking “(A) or’

and inserting *(A),: and
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(bb) by inserting “or ()"
before “‘shall be based"
(ii) in paragraph (2)—

(D in__subparag'raph (A). by -
serting *, after notice and an oppor-
tunity for a hearing,” after Secretary
determines’’; and

(II) in subparagraph (B). by in-
serting *‘, after notice and an oppor-
tunity 'for a hearing,” after “direct a
gglaranty agency’; and
(iii) by adding at the end the follow-

ing new paragraph:

“(5) DEFINITION.—For the purpose of this
subsection. the term “reserve fund’™ means the Fed-
eral portion of a reserve funZl."; and

(B) by adda;ng after subsection (h) (as
added by subsection (a)) the following new sub-
section:

(1) DEFINITION.—As used in this section. the Fed-
eral portion of a reserve fund means the amount remain-
ing after the encumbered and unencumbered non-Federal

portion of the reserve funds is ascertained pursuant to sec-

tion 422(a)(2)."”.
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! (3) ADDITIONAL AMENDMENTS.—Section 122
2 (20 U.S.C. 1072) is further amended—

3 (A) in the last sentence of subsection
4 (a)(2). by striking ‘‘Except as provided in sec-
5 | tion 423(¢)(10) (E) or (F). such” and inserting
6 “Such™: and

7 (B) in subsection (g), by amending para-
8 graph (4) to read as follows:

9 (4) DISPOSITION OF FUNDS RETURNED TO OR
10 RECOVERED BY THE, SECRETARY.—Any tunds that
11 are returned tg or otherwise recovered by the Sec-
12 retarv pursuant to this subsection shall be returned
13 1o the Treasury of the United States for purposes ot
14 reducing the Federal debt and shall be deposited
15 into the special account under section 3113(d) of
16 title 31. United States Code..J”.

17 (f) ELIMINATION OF, SUPPLEMENTAL PRECLAIMS

(| Amen DM T = —
18 ASSISTANCE.—Section 428(1) (20 U.S.C. 1073() 1s

19 amended—
A

20 —> (4) by striking paragraph (2); and

21 gs) by striking *“(1) PRECLAIMS” and all that
22 follows through “Upon receipt” and inserting (1)
23 PRECLAIMS  ASSISTANCE  AND SUPPLEMENTAL
24 PRECLAIMS AsSISTANCE.—Upon receipt’.

(2) EFFecnve DATE.—-Th amendnsent made
%us,_@bwm Lha il WB 4o loam e Which Vhe Arst
Aﬁ-(lﬂﬂ(}%@s oLCArs om or AF-MJMUM; ’) /74& .
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(g) NATIONAL STUDENT Loax CLEARINGHOUSE.—
Seetion 428(f)(1)(A)(v) (20 U.S.C. 1078(£)(1)(AI(v)) is
amended by inserting ““whether such monitoring 18 con-
ducted through the National Student Loan Data System
established under section 485B or otherwise” before the
semicolon.

SEC. 16006. REAUTHORIZATION.

Notwithstanding any other provision of law, the au-
thorization of appropriatiops for each program under part
B of title IV (20 U.S.C. 1071 et seq.) and the duration
of such program, is extended through fiscal vear 2002.
SEC. 10007. CONNIE LEE PRIVATIZATION.

(a) STATUS OF THE CORPORATION AND CORPORATE
POWERS: OBLIGATIONS NOT FEDERALLY GUARAN-
TEED.—

(1) STATUS OF THE (,‘.JURPORA'I‘lO.\'.——The Col-
lege Construction Loa,ln Insurance Association (here-
after in this section referred to as the “Corpora-
tion”’) shall not be an agency, instrumentality, or es-
tablishment of the United States Government. nor a
Government corporation nor a Government con-
trolled corporation as such terins are defined 1 sec-
tion 103 of title 5. United States Code. No action

ander section 1491 of title 28. United States Code

(commonly known as the Tucker Act) shall be allow-
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1 able against the United States based on the actions
2 of the Corporation.
3 (2) CORPOPQTE pOWERS.—The Corporation
4 shall be subject to the provisions of this section, and,
5 to the extent not inconsistent with this section. to
6 the District of Columbia Business Corporation Act
7 (or the comparable law of another State. if applica-
8 ble). The Corporation shall have the powers con-
9 ferred upon a corpolr?tion by the District of Colum-
10 hia Business Corporation Act (or such other apphca-
11 ble State law) as from time to time in effect n order
12 to conduct its affairs as a private, for-profit corpora-
13 tion and to carry out its purposes and activities inci-
14 dental thereto. The Corporation shall have the power
15 to enter into contracts. to execute instruments. to
16 incur liabilities. to proﬁde-J products and services.
17 and to do all thing‘sf‘as are necessary or incidental
18 to the proper management of its affairs and the effl-
“"se_':z_ﬂ_* 19 cient operation of a private, for-profit business.
LimiTATION 20 ¢8) NO FEDERAL GUARANTEE.—
0N OWNUSKH (F .
21 (A) OBLIGATIONS INSURED BY THE CUR-
oF STLCK
22 PORATION.—
23 o (i) FULL FAITH AND CREDIT OF THE
24 UNITED STATES.—No obligation that 1s in-

25 sured, guaranteed, or otherwise backed by
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the Corporation shall be deemed to be an

obligation that 1s guaranteed by the full

faith and credit of the United States.
(i) STUDENT LOAN MARKETING ANSO-

CIATION —No obligation that 13 insured,

guaranteed, or otherwise backed by the

Corporation shall be deemed to be an obl-

gation that is guaranteed by the Student

Loan Marketing Association.

4
(iii) SPECIAL RULE.—This paragraph
shall  not affect the determination of
whether such obligation 1s guaranteed for
purposes of Federal income taxes.

(B) SECURITIES OFFERED BY THE COR-
PORATION.—No debt or equity securities of the
Corporation shall be d;emed to be guaranteed
by the full faitl,} and credit of the United
States.

(4) DEFINITION.—The term “Corporation  as
used in this section shall refer to the College Con-
struction Loan Insurance Association as in existence
as of the dayv before the date of enactment of this
Act. and to any successor corporation.

(b) RELATED PRIVATIZATION REQUIREMENTS.—

(1) NOTICE REQUIREMENTS.—
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(A) IN GENERAL.—During the si_'\'-}'eax"pe-
riod following the date of enactment of this Act,
the Corporation shall include, In each of the
Corporation’s contracts for the insurance, guar-
antee, or reinsurance of obligations, and in each
document offering debt or equity securitiés of
the Corporation a prominent statement provid-
ing notice that—

(i) such obligations or such securities.
’

as the case mav be. are not obligations of

the L'-(_nite(l States. nor are such obligations

guaranteed in any way by the full faith
and eredit of the United States; and

(i) the Corporation is not an instru-
mentality of the United States.

(B) ADD[TI(_)_\'.-\L.] NOTICE.—During  the
five-vear period flollowing the sale of stock pur-
suant to subsection (¢)(1), in addition to the
notice requirements in subparagraph (A), the
Corporation shall include, in each of the con-
tracts and documents referred to in such sub-
paragraph, a prominent statement providing no-

tice that the United States is not an investor in

the Corporation.
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(2) CORPORATE CHARTER.—The Corporation’s
charter shall be amended as necessary and without
delayv to econform to the requirements of this section.

(3) CORPORATE NaME.—The name of the Cor-
poration, or of any direct or indirect subsidiary
thereof, may not contain the term ~College Con-
struetion Loan Insurance Association’, or any sub-
stantiallv similar variation thereof.

(4) TRANSITIONAL REQUIREMENTS.—

r
(A) REQUIREMENTS UNTIL STOCK SALE.—

;\"otwithstapdjng subsection (d). the require-

ments of sections 754 and 760 of the Higher

Education Act of 1965 (20 U.S.C. 1001 et

seq.), as such Act was in existence on the day

before the date 'of enactment of this Act, shall

continue to be effecti\'é until the day mne-

diatelv following t,lhe date ot closing of the pur-

chase of the Secretary of Education’s stock {or

the date of closing of the final purchase, in the

case of multiple transactions) pursuant 10 sub-

section (¢)(1) of this Act.

(B) REPORTS AFTER STUCK SALE.—The
Corporation shall, not later than March 30 of

the first full calendar year immediately follow-

ing the sale pursuant to subsection (c¢)(1), and
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each of the two succeeding vears, submit to the
Secretary of Education a report describing the
Corporation’s efforts to assist in the financing
of education facilities projects, including
projects for elementary, secondary, and post-
secondary educational institution infrastructure.
and detailing. on a project-by-project basis. the
Corporation’s business dealings with edu-
cational institutic')ns that are rated by a nation-
ally recognized statistical rating organization at
or below the organization's third highest rating.
(¢) SALE OF FEDERALLY OWNED STOCK.—

(1) SALE OF STOCK REQUIRED.—The Secretary

of the Treasury shall___,_]_pg_u_x,lq@--|=@(-;-urest—U‘f'*n‘}'I?"‘S"E"CE

ik el — . N [P .
setarrotUuCationT TaRE TrEt s approprrate affort
3

e sell. pursuant to section 324 of title 31. United

States Code. the wotme—eonrnon stock of the Cor-
¢ as Soom 45 PoSsibl
poration owned by the Secretarv of Education, s
later—than—enwe—vear after the date of enactment of
this Act> bu+ not+ Llader Than 51X MRS GfFfer Suth Onde
(2) PURCHASE BY THE CORPORATION.—In the

event that the Secretary of the Treasury is unable

to sell the vetimg—eemumeon. stock, or any portion

0
| - Coct™
thereof. at a price acceptable to the Secretary of )«W\b G

radl W

Education and the Secretary of the Treasury within
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3 1 T paragrapi : = &-

tion_shall pusekase such stock at a price determined

by the Secretary of the Treasury and acceptable to

the Corporation based on the independent appraisal

of one or more nationally recognized financial fi;-ms.) xcept 4t

Such price

Tre ' ltation with the S ;S et
e Treasury in consu tation with the Secretary o -
v . LCad the

wch firm or firms shall be selected by the Secretar}

valve of He

G COMMON &“Wj of

Edvcwnon’s

EDUCATION.— stuet as

in completing the dedermine
b‘j ﬂ{_

lo L{ -1 {3,
tates Government, or to a
5 dade £ urw?/7)
Government corporation ol\a Government controlled (11

corporation as § defined in section 103

sponsoregd’ enterprise as such term\is defined n sec-

(A) REIMBURSEMENT OF COSTS OF SALE.—The
Secretary of the Treasury shall be reimbursed from
the proceeds of the sale of the stock under this sub-

section for all reasonable costs related to such sale,
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including all reasonable expenses relating to one or
more li}ndependent appraisalé under this subsection.
(R) ASSISTANCE BY THE CORPORATION.—The
Corporation shall provide such assistance as the Sec-
retarv of the Treasury and the Secretary of Edu-
cation mayv require to facilitate the sale of the stock
under this subsection.
(¢) REPEAL OF STATUTORY RESTRICTIONS AND RE-
LATED PrOvIisions.—Part D of title VII of the Higher
.’
Education Act of 1965 (20 U.S.C. 1001 et seq.) 1s re-

pealed.

ubtitle B—Labor Provisions

Section 2 of \he Act of Jdne 13. 1934 (40 U.S.C.
4
276¢) (commonly kndymn as phe Copeland Act) is repealed.

SEC. 10103. TENNESSEE Y AUTHORITY CONTRACTS.
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of any contract in ex-

1 that such~amendments shall n

2 istence on that made pursuant to invitations for

3 bids outstangh



STUDENT LOAN CUTS IN SELECTED STATES

ARKANSAS

Governor Jim Guy Tucker

Speaker Bobby L. Hogue

Senate Pro Tem Stanley Russ

Joint Senate & House Education Committee Chairpersons:
Senator Lu Hardin and Rep. Bob McGinnis

CALIFORNIA

Lt. Governor Gray Davis

Senate Majority Leader Bill Lockyear

State Superintendent of Public Instruction Delaine Eastin
Chairman Leroy Greene (Senate Education Committee)
Chairwoman Dede Alpert (House Education Committee)
Supervisor Yvonne Burke (Los Angeles)

Supervisor Zev Yaroslavsky (Los Angeles)

Chair Board of Supervisors Gloria Molina (Los Angeles)
Supervisor Carol Migden (San Francisco)

Supervisor Susan Leal (San Francisco)

Mayor Shirley Dean (Berkeley)

Mayor Beverly O'Neill (Long Beach)

Mayor Frank M. Jordan (San Francisco)

Mayor Harriet Miller (Santa Barbara)

CONNECTICUT

Senate Minority Leader William Di Bella
Speaker Thomas D. Ritter

House Majority Leader Moria Lyons

Mayor Michael J. Peters (Hartford)
Mayor John DeStefanao (New Haven)

DISTRICT OF COLUMBIA
Mayor Marion Barry, Jr.
DELAWARE

Lt. Governor Ruth Ann Minner

House Minority Leader Robert Gilligan

Senate Majority Leader Thomas B. Sharp

Dennis Greenhouse (County Executive New Castle County)

FLORIDA

Governor Lawton Chiles

Lt. Governor Buddy MacKay

Speaker of the House Peter Rudy Wallace
House Majority Leader Jim Davis



Suzanne Gunzburger (Broward County--Ft. Lauderdale County
Executive)
Mayor Dick A. Greco (Tampa)

ILLINOIS

Senate Minority Leader Emil Jones Jr.

House Minority Leader Michael J. Madigan

President John Stroger (Cook County Board of Supervisors)
Paul Mulcahey (Rock Island County Executives)

Mayor Richard M. Daley (Chicago)

Mayor Tod Satherwaite (Urbana)

INDIANA
Governor Evan Bayh
IOWA

Senate President Leonard Boswell

Senate Majority Leader Wally E. Horn

House Minority Leader David Schrader

Chairman Senate Education Committee Mike Connolly
Mayor John Dorrian (Des Moines)

Mayor Robert Scott (Sioux City)

Jack Bishop (Polk County Executive)

KENTUCKY

Governor Brereton Jones

Lt. Governor Paul Patton

Senate President John A. "Eck" Rose

Speaker Jody Richards

Joint House/Senate Education Committee Chairpersons Senator Joe
Meyer and Rep. Freed Curd

Judge David Armstrong (Jefferson County--Louisville County
Executive)

Mayor Jerry E. Abramson (Louisville)

LOUISIANA

Governor Edwin Edwards

Lt. Governor Melinda Schwegmann

Speaker of the House John A. Alario, Jr.

Senate President Samuel B. Nunez

Chairman Senate Education Committee Cecil Picard
Chairman House Education Committee Johnny McFerren
Mayor Marc Morial (New Orleans)

MAINE

Senate Leader Mark Lawrence
Speaker Dan Gwadowsky
Chairman House Education Committee John Martin



Mayor Phillip John Dawson (Portland)

MARYLAND

Governor Parris N. Glendening

Lt. Governor Kathleen Kennedy Townsend

Speaker of the House Casper R. Taylor

Senate Majority Leader Clarence Blount

Douglas Duncan (Montgomery Co.--Rockville Executive)
Dutch Rupersburger (Baltimore County Executive)
Wayne Curry (Prince George's County Executive)

Mayor Kurt Schmoke (Baltimore)

MASSACHUSETTS

Speaker of the House Charles F. Flaherty

Senate President William Bulger

Joint House/Senate Education Committee Chairpersons Senator David
Magnani and Rep. Shirley Owens Hicks

Mayor Thomas Menino (Boston)

Mayor Keneth Reeves (Cambridge)

Mayor Raymond V. Mariano (Worcester)

MICHIGAN

Senate Leader Arthur J. Miller, Jr.

House Minority Leader Curtis Hertel

Ed McNamara (Wayne Co.--Detroit County Executive)
Douglas Bovin (Delta Co.--Escanaba County Executive)
Mayor Dennis W. Archer (Detroit)

Mayor Robert J. Phipps (East Lansing)

MINNESOTA

Senate President Allan H. Spear

Speaker Irv Anderson

Chairman Senate Education Committee Lawrence Pogemiller

Chairman House Education Committee Lyndon Carlson

Chairman Peter McLaughlin (Hennepin Co.--Minneapolis
CountyExecutive)

Mayor Sharon Sayles Belton (Minneapolis)

MISSOURI

Governor Mel Carnahan

Lt. Governor Roger B. Wilson

Senate Majority Leader J.B. Banks

Speaker Bob Griffin

Chairman Senate Education Committee Joe Mosely
Mayor Freeman R. Bosley, Jr. (St. Louis)



Mayor Emanuel Cleaver II (Kansas City)

NEBRASKA

Governor E. Benjamin Nelson
Lt. Governor Kim Robak

NEVADA

Governor Bob Miller
Senate Minority Leader Dina Titus
Speaker of the Assembly Joseph E. Dini, Jr.

NEW MEXICO

Senate Majority Leader Manny Aragon

Speaker Raymond Sanche:z

Chairman House Education Committee Samuel Vigil
Chairman Senate Education Committee Carlos Cisneros
Mayor Martin Chavez (Albuquerque)

Mayor Rubin Smith (Las Cruces)

NEW JERSEY

Senate Minority Leader John A. Lynch
House Minority Leader Joseph V. Doria
Mayor Ted Light (Piscataway Township)

NEW YORK

Speaker Sheldon Silver

House Majority Leader Michael Bragman

Senate Minority Leader Martin Connor

Chairman Assembly Education Committee Steven Sanders
Mayor Anthoney Masiello (Buffalo)

Dennis Gorski (Erie Co.--Buffalo County Executive)

NORTH CAROLINA

"Lt. Governor Dennis Wicker

Senate President Marc Basnight

Senate Majority Leader J. Richard Conder

House Minority Leader Jim Black

Chairman Senate Education Committee J. Clark Plexico
Mayor Sylvia S. Kerckhoff (Durham)

Mayor Martha S. Wood (Winston-Salem)

PENNSYLVANIA

Senate Minority Leader Robert J. Mellow

House Minority Leader William DeWeese

Chairman Tom Foerster (Allegheny Co.--Pittsburgh County
Executive)

Mayor Edward Rendell (Philadelphia)



Mayor Tom Murphy (Pittsburgh)

SOUTE DAKOTA

Commissioner of Schools & Public Lands Curtis Johnson
Senate Minority Leader Lars Herseth
House Minority Leader Craig Schaunaman

TEXAS

Lt. Governor Bob Bullock

Senate President Pro Tem Gonzalo Barrientos

Speaker of the House James F. Laney

Dionne Bagsby (Tarrant Co.--Ft. Worth County Executive)
Mayor Bruce Todd (Austin)

VERMONT

Governor Howard Dean

Speaker Michael Obuchowski

House Majority Leader Paul Cillo

Senate Minority Leader Peter Schumlin

Chairman Senate Education Committee Jeb Spaulding

WASHINGTON

Governor Mike Lowry

Senate Majority Leader Marcus S. Gaspard
House Minority Leader Marlin Applewick
Gary Locke (King Co.--Seattle Executive)
Mayor Norman Rice (Seattle)

WISCONSIN

Senate Minority Leader Robert Jauch
House Minority Leader Walter J. Kunicki
Thomas Ament (Milwaukee County Executive)
Mayor John O. Norquist (Milwaukee)
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" Letters to the Editor
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\

Concerned About Assault
on Ald to Education

As President of Visginia's Samt
Paul's College, 1 am joining the

thousands of others in bigher edu-

cation who are conceened about the
pending wholesale assanit by our

on fedesal aid to higher
education. To balance the budget is
not a bad goal in and of itsclf, how-
ever, tho travesty lies within the
process which is ditected dispro-

potlionately at the expease of the
nation’s..117. Historically.Black.

Colleges and Universitles (HBCUS).
| - Asyoumagbéiware, Soint Paul’s
College is among five Virginia in-

" . stitutions with these historic special

missions. Others are Hamplon,
Nosfolk State, Virginia Stale and

e ———

Virginia Union Universities, and
Virginia Seminary and College.
Statewide, the proposed cuts would
eliminate 9,872 low income students
and $9,738,135 eanmarked to help

them get a college education at these

historic colleges. ,

If thc potential impact of the
Budget Resolution on Saint Paul’s
‘College is any indication of the na-
tional impact on HBCUs, these
special-mission institutions will
cease toexistaswe know themtoday
and shutdown thc opportunity
structure for African Americans,
{ atinos, and poor and low income
people of all races.

Congscss must address this dis-
parity relative to the HBCUs, which
descrve the right to continue the
missions for which they were cs-
tablished. The potential Congres-
sionsl impact by lawmakess on the
Historically Black Colleges is as
follows:

» Student Tuition Assistance and
Scholarships—From the pipelineto

.higher education- to- graduate-and-

professional school, the pending cuts
would kill the dreams of peaple of
color, low income people of allraces,
and much of the middle class. Also
proposcd is the eradication of TRIO

(Continved on Page 15A)

="+ Eliatastion of

(Confinped from Page 14A)

progvams including Upward Bound,
Studeat Support Services, Talent
Search and othes programs;

* In-Schoo) Juierest Walves —
Most of the $35 billion spent in
federal aid to bigher cducation in
1994-9S went to about five willice
students (hrough Staflord Loaes,

_ which are subsidized in two major
ways: 1) the government guaranices
banks makiag the loans (hat they
will be paid back—even If studests
default; 2) students do ot have Io

pay Interest on their losns which -

they are in college, graduste school
or trade school;

* Pell Gram Ctbacks — 26 per-
cest of all black students who receive
financial aid are supported by Pell
Grants. Congressisplanningtolevel
spendimg on Pell Grants, 2 cwl which
the U.S. Department of Education
sayswould lofal 40 percent (adjusied
fos inflation). 1t is estimated that

. 47,000 students depend oa the Pell

sward;

* Work-Study Program—Law-.
makers are recommending leveling
funding for Federal Wosk-Study. All
sotal, HBCUs stand 0 lose $15
million in Woik-Siudy (unds, about
the cos! of 2 single B-2 bamber; the
sumber of Work-Study studests af
HBCVUs is projecied to decline by

more hen 18,000;

tance to Hourard University — Pro-
possls are to zero out fundiag for
Howard Universily in Washington,
D.C. Fedenal funding for Howard
tataled $206 millios in 1995. Ono
plan would tcrwinase all direct ap-
propriations for Howard in FY 1996.

Fedeeal Assis-

Viginia's Saint Pawl College i
small witjon-deiven independ:
collcge, wish a student body of 7
The expecied impac fromthesep
pased cuts on earollment {
teatis) envollment is frightening
imagine. Indeed this oollege
nations other HBCUs im particu
ate asked 10 pay most dearly. B
is Lhe predominanty black sed
population shese Instilutions
seaving who are hit broadside. )
roniic’ thet these institations wh
aré crested to engower Afri
Americsnstostandontheit 1 f
are now sialed 0 be key victim

budgetary proposals which will.

shroy "personal responsibility” <
“seif-reliance” rathes than con
ote [0 theit development.

‘thomas M. L:
SPC Presidemt
Lawrenceville
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Budget plan hurts youth

GUEST COLUMN

duction in federal spending on ed-
ucation. [t will affact student loan
programs by increasing student
coats for educational loans by $10
piliion. This would increase the
cost of collegs education by as
much as $2111 for Florida's

By OSWALD P, BRONSON SR.
T he flame of the candle of hope for moat of Amer-

ica’s youth is beginning to dim in the wind of

congrassional strategies to balance the federal
budget. While the country agvees thata stabilized bud-
get is essential. some political leaders are planning to
accomplish this. in part, by taking away acceas 1o edu-
cation for millions of middles and.low-income Stu-
dents. They propose & $36 billion cutback in education
and training during the next seven years. This may
happen despite what Americans beliave.

A January 1998 poll conducted by The Alliance to
Save Student Ald shows 89 t of Americans agree
that the country's future ligs in the hands of today's

outh and support helping students pay for college.
ey view this faderal expenditure as important and
desirable. second only to Social Security.

However. Congress is threatening the future of
many of America’s studenta by limiting or reducing
access t0 education. Higher edueation is affordable for
less than half of all students attending the nation's
public colleges and only a fourth of those attending
private colleges and universities. Access to higher ed-
ucation is a dim flieker of hope for thess students
without federal financial aid and loan programs.

To make higher education possidie for these stu:
dents. the federal government provides more than 831
dillion esch year in aid theou such as Pell
Orants. Supplemental Educstional O portunity
Grants (SEOG), Federal Work-Study (FWS), Perkins
Loans, State Student Incentive Grants (S8IG), and Fed-
eral Student Loans. Adoption of the proposed $38 bll-
lion cutbsck will diminish aspirstions of many
students who seek education to elevate their lives and
to be competitive in the world marketplace. Middle
America will be affected since tha average income of

. families who receive federal student loans fs §85,000.

Dr. Brongon |

184,500 undergraduate students

and as much as $9,424 for 26,400 eraduate students. ,
In historically black colleges and universities, '

whare many minority stadents get their undergradu-

ate education and a majority their uate degrees,

the proposed cuts will atrip away a poaaibility of a

chance to pursue a college degree.

More than half the families of black college students
earn less than $20,000 a year. .
o'xl:thu. t‘l‘\ymt °':‘°'ﬁ' the Suhppumgltln E&u&mcn Op-

portunity grant will cause histor colleges

and universities to lose an addmoulrm million in, |
federal assistance. At Bethune-Cookman College this |
loss will equal $708,000 annually, resulting in 1,400 fow- \

er students receiving this aid.
Besides the severe reductions in higher education f1-
nancial aid programs. proposed education and train-
ing budget cuts will aiso impact such programs as: .
Head Start, where 180,000 children nationwide and
6,654 in Florida will be denied Head Start opportunity: .
and school-to-work initiatives where summer jobs will -
be sliminated for an sstimated 186,256 youths In Flor- .
ida over the next saven years.
- As & nation, wa must rise to the challenge left to us
ay‘acc founder mlmwwt Bethuna, who said: Ouxt-
ve YOu . .. & Tespons 0 our young people.
chiheg it e on e Bl e
wo ey must n m aapiring
toward greatness, for they are to be e leadery of to-

While we applaud the resolve to balance the budget.
we must not forget that investment in education is an
{nvestment in America's future. The aventual effect of
undercutting access to college education will, in the
long run, cost nm{orl pillions of dollars in lost tax
revenus and could lead to increased dependency on

welfare.
In Florida, proposed cuts will mean a $1.8 billion ro-

pE

morTow ... I leave you a thirst for education. Knowl-
{e the prime need of the hour."”
erica can't afford to blow out the flame of educa-
tional opportunity for future leaders and taxpaying
citizens. As we move to balance the budget. we must
not act at the expense of our youth.

@ 8ronson. Ph.D.. is president ot B-CC.
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Halting federal aid will hurt historically black colleges

Bdlwe, B jck Times-Gazerre:

As President of Virginia’s Saint Paul’s College.
I am joining the thousands of others in higher edu-
cation who ares concerned about the peanding
wholesale assault by our Congress on federal aid to
higher education. To balance the budget Is oot
bad goal in and of itself, however, the travesty liss

ately at the expense of the nation's 117 ori-
cally Blagk Colleges and Universites (HBCUS).

As you may be aware, Saint Paul's College is
among five Virginia institutions with thess historic
special missions, Others are Hampton, Norfolk
State, Virginia State and Virginls Union Universi-
tics, and Virginia Seminary and College. State-
wide, -the proposed cuts would eliminate 9.872 low
income stndents and $9.738,135 earmarked to help
them get a college education at these historic cole
loges.

If the potential impact of the Budget Resolution
on Salnt Panl’s College is any indicstion of ths na-
tional impact on HBCUs, thess special-mission in-
stinations will cease 0 exist as we know them to-
day and shutdown the opportunity structure for Afri-
can Americans, Latinos, and poor and low income
people of all races. :

Congress must address this disparity relative to
the HBCUs, which deserve the right to continue

... Lhe missions for, which they wers established, Ths
potential Congressional impact by lawmakers on

the Historically Black Colleges is as (ollows:

& Student Tultion Assistance and Scholarships
— From the pipeline to higher edycation o gradu-
ste and professional school, the peading cuts
would kill the dreams of people of color, low in-
come peopls of all races. and much of the middle
class. Also proposed is the ersdication. of TRIO
programs {ncluding Upward Bound. Student Sup-

pott Services, Talent Search and other programs;
B In-School Interest Waiver — Most of the $35
billion spent in federal aid to higher education In .

1994-95 went (o about flve million studants through
Stafford mes. which are subsidized in two major

o

ways: 1) the govarmment guarantzes banks making
the loans that they will be paid back — even if
students default; 2) students do not have to pay in.
terest on their loaas which they are in college. gri-
duate school or trade school:

B Pell Grant Cutbacks == 26 percent of all black
students who receive financial aid are supportad by
Pell Grants. Congress is planning to level speading
on Pell Grants, a cut which the U.S. Deparmment of
Educadon says would total 40 percent (adfusted for
inflation). It is estimated that 47.000 students de

‘pead on the Pell award: .-

8 Work-Study Programn — Lawmakers are tec-
ommending leveling funding for Federal Work-
Study. All total, HBCUs stand to loss $15 mitlion
in Work-Study funds, gbout the cost of a single B-2
bomber: the number of Work-Study students ot
HBCUs is projected to desline by more than
18,000;

M Elimination of Pederal Assistance 10 Howard
Ualversity = Proposals are to zero out funding for
Howard University in Washington, D.C. Federal
funding for Howard totaled $206 million in 1995.
Ons plan would terminate sl direct appropriations
for Howard in FY 1996. _

Vlirginia's Saint Paul’s College is a small tui-
tlon-driven independent college, with a swdent
body of 700. The expected impact from these pro-
posed cuts on earoliment and potential earollment
is frightening to imagine.

Indeed. this college and the nation’s other HB-
CUs in particular, are asked to pay most dearly.
But it is the predominantly black student populs-
ton thess instimtions are serving who are hit
broadside. .

It is ironic that these iastitutions which are crea-
ted 1o empowar Affican Americans to stand oa
their own feet are now slated 10 be key victim in
budgetary proposals which will destroy “personal
responsibility” and “self-reliance” rather than con-
tribute 1o their development.

Thomas M. Law
President, St. Paul’s College
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Independence through

8y Thomas W. Cols

the rich will be able to asford &
i college education.

Of course. balancing the fed-
<ral budget should be a high pri-
onty for the Clintol sdministra-
tion and the 104th Congreas. But

roposais go too far.
Presiden

l { Congress has its way, cnly

middle-incoms students to obtain
awﬁegcedwnﬂmmldbecur-

mmmmﬁmm-
cation would be affected by the
pmedcm.wybhck
comcu.bmmldm-
ance the grestast adverse impact.
Thuewunmmmonly
3pmmtoflhawm
comumw.YRWthnk
colleges enroil about 17 percent
ofmum-mm
attend college and confer almost
40pemntonh|bmhuwl
dagrees awarded t0
Americans.

Thmmuuﬂmmuvnu-
able nagonal resourcs. Hiatori-
cally black colleges bave
pmducedmmmnmumd
the African-American profession-
amnanﬁcmm.emuthe
paccalaureats origin for mere

These cuts contradict
what the Republican
agenda proposes 10
accomplish:
increased
self~empowerment
and less government
dependence.

than 60 percent of African-
Amsricans who recsive dostorats
They have never dis-

vmmw
Sumuamwillbecutbvﬂo
billicn. Thess are deep cuts, and
they will hurt. The effects on
highsr education, however, are
particularty drastic.

[1I programs. .
In fact. thess cuts contradict
what ths Republican agenda pro-

education

poses to accomblish: increased
salf-empawerment and lass gov-
ernment dspendence. One of the
single most effecave factors in
empowerment of minoity com-
munities in the past 100 years is
increased access to educational

opportuniness.

Educanon has been the ksy t0
tlmnm'unnmmﬂmﬁdd
worker to factory worker to
teacher. doctor. lawyer and cor-
porate leader in the African-
American comununity.

We have coms a long way
toward realizing the American
Dream. but we still have a very
long way to go and many b

dents

cial asxistance.
10 pay as much of the cost as pos-
sible, but the total cost of &
m«mum

their resch without grants

beyond
and loans from the federal gov

Thomas W. Cole Jr. is president of
Qark Atlanta University.
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Proposed budget cuts wo
college opp

By DR. LEONARD E. DAWSON

The 104th Congress, in ils at-
tempt to inuplement the features
of the contyoversial Contract with
America. appenrs deter-
mined 1o balance Lhe
budgel in part by drasti-
cally reduciug federal fi-
nandal aid for sludents.

Budget resolutions
now being considered re-
quire culs in federal stu-
dent loan prograns o
sinve 310.4 billios over
the mnexl seven years.
Second, the plan puts a
ceiling on Lhe tutal amount of
snoney thal may be spent for dis-
crelionary programs in each of
the nexl seven yenvs. Included are
Pell Grants. campus-baged stu-
dent aid neel TRIO Programs, the
progrons thal are essential to
providing access to higher educa-
Lion for the most needy students.
If these measures are enacted
intw law, higher education will
again becmue Lhe preserve of the
financially-well-ofl portion of our
dtizeory. '

Presidents and chancellors of
the 112 historically and predomi-
nantly black colleges are rightful-
ly concerned that major cuts in
federal spending will have dispro-

portionate adverse impact. They
recently journeyed to Washington
to voice their concerns to both
House and Senate members over
what they view as a major threat
to the very survival of
gsome of these institu-
tions. Plans are now
under way lo continue to
snake their views knowa
in Washinglon durinF
Historically Black Col-
leges and Universities
Week, which is scheduled
fur Sept. 25-30.

Sen. Strom Thurmond
sponsors a resolution
each year designaling a week in
Seplember to celebrate the contri-
bution of this group of institu-
tions. While no one opposes the

_need for a balanced budget, pro-

ms that bave made it possible

r Lhousands of low- and middle-
incomne students to attend college
should be maintained if we are to
create a truly diverse educated

population.

Historically black colleges and
universities are a valuable nation-
al resource. Even today, they con-
tinue (o ormdnce more than 60
percent African-American bac-
calaureates who later receive doc-
torate degrees. They represent a
major entry point of {nghet educa-

tion opportunity for thousands of
young men and women who
would not otherwise allend eol-
lege. No other subset of American
higher education institulions can
boast of the diversity amang facul-
ty, stafl, and studenls as these in-
stitutions can.

Despite the positive economic
impact that a college education
guarantees our country, the bud-

et resolution would cut the stu-
ent loan program by $10.4 billion
over seven years, eliminate the in-
echool interest exemptiou for
duates and &r:l’uuional atu-

ts and raise the erigination fee
that every student must pay lo
gel a loans, In eddition, the mini-
mum Pell Grant would be set at
$600, elfectively eliminating ap-
g:i:ﬂ:lely 300,000 studentls

Enactment of these provisions
would drastically eliminate oppor-
tunities for thousands of African-
Americans and other minorities
at a Lime when they are trying to
move into the American main-
stream by attending eo:ﬁe in
record numbera. These ents

heavily an federal student
aid to help them meet college

uld restrict
ortunities for many students

cosls. Approximalely 93 percent
of the students who attend
Voorhees College receive some
form of financial aid. While we, of
necessily, strive to keep our costs
as low as possible and hence al-
fordable, Jimited parental support
is available to close the unmet
need gap for our students. Reduc-
Lions in the aid avsilable from the
federal government would make
it virtually impossible for many of
our students to attend college.
Approximately 36 percent of

Voorgwes graduates presently go
directly to graduate or profession-
al schools, a significant increase
from a few years ago. We have
worked very hard to achieve this
goal. Elimination of the in-achool
interest subeidy for graduate and
professionsl  school students
threatens to undermine this ef-
fort

We must all urge Congress to
pass legislation that ensures that
the opportunily to attend college
is the right of every American, not
just a privileged few.

+ Or. Leonard E. Dawson is pres-
idemt of Voorhees Callege in Den-
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Colleges battling funding ax

'y MYER L. TITUS

There \v & Rrest CONLiC! LOINK LA (N
1NIT country, and \s primary bailleground
1< the Ralia of Congress. (s ouscome will
directly and profoundly attsct our
economic, pulitical and mcial loriunes.

We ara playing foe the highaet srakas
imaginable: (he furure of our children snd
“ue 10Ciety, and our Banding m the global
marketplace.

In on etfore ta baience the Pederel
budget by 2002, curTent proposals seeh (o
curnail programs that have made
possible far thoussnds of kiw- and
middierincome Tnidents 10 obista &
colioge education. These proposed ruls in
Liaancial aid dicecily oppnee whnt
AMErICONnd Want.

A January survey of 1.000 Ameticens
(comminsioned by the Alliance w0 Save
Student Ald) revesied that Athericans
acrass all bachgrounds, inesmae levels and
potitival alfilissions overwhelrmngly
Luppurt tedersl spanding on Programe
\hat enabie srudentn 1o atend college, and
thay value fedarel studentaid a0 8
NECERSEry INVEtTMEnt iR heaping the
natinn’s economy srong campantive,
In addition, the vast majpority ranhad
continued funding for shudent aid Wit
Sacial Security 5o b 1op nations| priority,
and they agreed that accew locollege
should not be ssenficed In the nams of
deficit reduction. In additinn to undercus-
iy the dreams of students wha wam and
need 10 g0 tncoliege, thase culs would
alsn make graduste snd profmsional
schoois less accessible.

The surest way 10 make an engae quit
running 16 to deprive it of fual. The (usl of
auf NAHOA's ECONOMY (s Iis worbers.
Technologscal sdvences have ereated the
need far a betier-edutsind and sere
highly shilled worker. Our worhers
caAROt compete with other rations f we
price o college rducetion out of thois
reach. Il we do not train the nest genere
tion of enginesrs, ressarchers, and the
people who sy them, (hose high-
poying tech fobs will go sversess.

Hetu are some of the quts thet am

R , and their anssquenses!

- Foderst Covernment provides
” lmm of all finannisl ald for eoliege,
including grants, work-erudy, and student
ioans. Por ensmple, Pell Greate ass -
voucham hat & quaiitiod studonts o
envoll ot the coliege or univeruily of their
chotce. The maxisaum stoumt for indi-
vidusl Pell Grants bas been sffecievely
framen fof 1he last sin yesrs and & pro>
pased rise ia the Peil Great flou from
$400 10 5600 wiil effectively deprive many
Jens-needy students the sppartunity to ge
(0 college. Can you do IMAgS now én the
aamae money you did sia yeam age?

= Hliminstiun of the In-tchosi lnterest
Eaomption. which relieves undergraduaie
and graduste sivdents of having o poy
interest on thelr inana while enveited. and
for alx months sivey hey gradusie.
Students nevd 10 concenirate on leerming,
not on making 1hete N1l TDISTENR Paythvant.

— Preexing TRIO (unda (for college-

_prap programs like Upward Seund for

A\sadvantaged yoush) st the cwstent fevel
will pagauvaly Impact the numbere of
lalented paor sudanm seeking 8 college
educalinn.

Howard Univemity, is nn

agren. U.C.. 4 the No. | producer o
bisck Baccalsursaie dagres-haidsre. but -
reeeives 52 pErcent of ith JURAING (fom 1he
fedarel guvernment. i1 i ailso the naton's
inrgest producsr.s blach PA.Ds. In
sedition Howard prnducsd the sesund
largwet number (1) of blach appiicents
acewpied Into medicsi schools IR 1994. The
{ouse bill would reducy uheit appropria-
tiom and sleo eliminate earmazhed funds
Ing sivengthening Howard's sndewmmen!
and revearch eftorts, depriving Howard of
the ability 10 schisve (inencul indepen:
denon.

At Philander Smith College, we have 2
diverse studane body, facuity and siaif.
Our campus Is not exclusively pepulated
by biachs. as meny still believe. noe 1
baag bisch a requiramont for afaiseion.
Posple from all continsas excapt Austrer

* Us aRd ANRICYICa 1€ TODIesenasd ON our

CoMpus, ex ab fiction thal Bssintein-
\ng Mstorienily dlack colleges and
univemsities encnurage scgragation, And
those who maks (he argument that black
colleges could assily be roilad into
pradominantly white insatutions mies the
thet there 15 something to be gained
y being \n an anvironmens whera thare
are msny, MeRy more rele medals for
oung Africen Americans. ‘
Tha lung-tenn aifeces of
cutn in edusation sve lika dropping s big
rock in & small pend:
0 veduived compatency of ous aations)

werkiotes, insressed "uwr“d'

profesmions)

@ historically black eolioges snd
untversities heve an outsieading record of
.u‘nnlu“vuu"m
studonts whe were not perasived 10 be
*college material.* When tooking et black
teadarship In the siate and in che hitle
Reck area, one would have 0 dnw abe
conthusion (hat Phiandar Gimith College
has made o ouislanding contridutiss to
Its cameunity, and shovld cominue tn

Tha mast veluable things © be
fram o ((bers) arts sdusarion aedithis ™
m--mnmﬂnﬂ shility
18 igarn how 10 lesvn. Thase abiiihies u

. udy’p-mnmuoﬁ'm

lwgmd-nwllq.ﬁ-nﬁl'
stadam o4d AIS ERPOraat,
Pre . sestyitident
ke
purmit a degres posuible.
mumﬂunm‘nmmo(
tha hands of Amenea’s prudente, Sur.
Nogre teademe. © oo
InmmbﬂlwAGu
call, Jax or write yunst .
representotive protesiing propuand
cuts! Toll them you oppass tha
cuts tri bedoral aid 1 eduratah. Bducation
15 on ivestment in the future of ouwr
natea wo have ol 0 maim, an
\mvsstmant thot wil ol ot v
1Dv. Ttine is prosidend of
relales Smish Coflege 1o Lite Roah

2027378651~

024012088:#% 2
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Sominary siarifisation

A lewrer sppearing in g recent {6sue
refersed o n vatvice of WOrSAIp &t
G:arrav-Evengelicsl Theologieal
seminery Ia which ¢ litany mentioming
goddesees was used. Joms reading \hv
latter Might have sspumed that the voe
of this litany was spproved snd
defendaed by the seminary.

Guldelines estwdlished by our Duan
of the Chapel and by tha Worship
Comenirtes explicitly direct thet we
draw upon scrpIurs) and iraditiensl
images tor God (hat are falihiul “1a the
revelotion of Ood in jesus-Chrisn.”

The litany was introduced by
audent without the conauitation that
normaelly akes place Datween & studem
snd o professor. The liuany was not
introduced by, nor approved by, a

rofessor.

The seminary respondad Immedi-
ately with a ihought{ul disaussion
invelving facully and atudenta on
appropriate images of God 1o be used
in oue worship.

{ sppreciats the oppastunity to
ciarify the position of Garrstt-Gvan-
golical an the worship conducted in its

chapei.
Nesi §. Flakar prei
Garreir-Evengelicel Theslogioal Srminary
Eogmaten, lil.

Travhiing thoughls
Aug. Un .
ekt o AR sreek on
the lecel church from oo Whalen. 5o
far, Mr. Whaien has managed 1o
or denigrate & majerity of Ihe qhurches
in the srete of Arkanses.

My concum Ihis ume {nvolves two
phrasea Me. Whalea usest “private
chapeis end mussums” ‘and *} can't
how anyone would willingly 10
three of fout pecple, let s

o gratifiestion from i1,°

Pirst of sil, Is theve a suggestion in
tha first phrase that some people,
beconise of where they chooss o

and serve Ged, are undeserv.
ing of rappor (rem r Churah?
A6 they w be cant out Boeause th
chéose 10 woeship and sorve In o plats
that is comiorisble o tham and whare
there are neads that they €an Mtsmpt *
\a mens? Interestiag coneeph. § wender
If tho sposties arrempted o 30 resirict
oyt Lond,

Another commant! MUIGNIS &t
primanily plsces where dead Wnge are
siared and displaysd. Mosi of the
small churchas | sm (amiliar with
(st from dead. They aes living, breaine
ing testimantes 10 ihe pawer of n
the lives of pesple and rommunities, -
no maner whare or how dig. No. Mr.
\Whalen. not museumsi

Latters, opinions weloomed
Taa Arbonsss Unived Mesadin
mmmn‘
opimtess from ns renders- ALl must he
Hjees and inciuds the suthor's
abdrnsh ane daylics phess SUMber.
Sebmimians may bo o8Had (0r Dravily
ang slanty. Sead ot Avhgasas

M P.O. Ses 347, Linis
.
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Student
Loans; The
Wrong Cuts

With this vital program,
Republicans appear 10 prefer
a wasteful monopoly to
effective competition

BY JONATHAN COHN

M Washingwn Momthly 7 Qetober 1993

ouny people (n this country are fecling the
quuceze. Even as it's getting harder to get a

decent job without a college degree. cotlege
itself is becoming prohibitively cxpensive for mure
and more people. From 1984 to 1993, median fami-
ly income increased by 3 percent, while the average
cost of tuition and fces at private colleges went up
91 percent. [n real ierms, the median lamily income
keeps going down while tuiton—at public as well
as private schools—-keeps shooting up.

The story gets even worse. As uition explodes,
federal and state cducalion money is drying up and
students are bearing a larger and larger share of the
tuition burden. Reflecting the need for more aid. the
federal swdent loan guarantee program Saw louns
grow 57 percent between 1992 and (994. And these
loans leave stdents with huge debts. Paying back
$50,000 at 8 percent aver 10 yeurs, (or example,
would mean & monthly payment of §644. This
makes it impossible for many graduates to go into
low-paying lines-ot work like tcaching, and it also
discourages many trom secking a college cducation
in the firw place.,

Mecanwhile, a host of {inancial institutions have
becn making a mint off struggling students. Until
recenlly, the federal government did not actually
loan muney w students directly; rather, it guaran-
tecd private loans. The sysiem proved expensive
and wastetul, Private lenders made huge sums of
moncy while doing litlc work and taking no risk.
And service to smdents was decidedly not a priori-
ty.

In 1993, President Clinton decided to do sone-
thing about ir. Under his plan, which passed in
Congress that suimnmer, the government wem be-
youd merely guaranteeing bank loans. Students
were given the option of borrowing moncy directly
from the Trcasury. “Direct lending,” as thix pro-
gram is called, quickly bccame wildly popular
among studenats und schools, in pun because the
guvernment strewmlined the process to reduce par-
perwork. 1t has also saved taxpayer dollars by cut-
ting out the middlemen.

The crucial element of direcet lending, though, is
the option of whar's called income-contingent
loans, which lets students pay ofY their debt as a

Joagihan Cohn s managing edliar of ‘The Agencan ivospeet,
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pereentage of their income, rather than set,
monthly sums. Tying debt repayment (0 incorme
was Clinton’s original goal in reforming the stu-
dent o progrun: He wanted w encourige col-
lege graduwes to ke low-paying jobs in public
SeVICL,

‘The benelits of direct lending, then, are con-
nceted hoth 1o goveriment reform and to the
broad social good. As a reform, it has injccted
cometition inuy i student loan system once mo-
nupolized by lethargic privaic lenders. The social
good is that by allowing tlexibility for students
tepayig Ureir debt - somcething thar banks were
unwilling to do—-he governnical cacournges
post-graduate jobs in Teach for America and rhe
Pesce Corps, as oppused 10 just Wall Street and
Madison Avenue. For these reasoos, student loan
reform is an all too rure success story in the fed-
ernd government’s recent history. “It's the best
thing since microwaveablc browaics,” Colorado
State University student Anthony Gallegos raved
in U.S. News & World Keport.

Sound like a good candidaie tor a round of bi-
partisan back-slapping? It would seem so, but de-
spitc direct lending's clear successes, Republi-
cang in Congress are moving o limit sharply—or
eliminarc entirely-- the program, which would
also spell the end of pay-as-you-cun loans. The
financial institutions who were once making out
like handits have been lobbying hard (o get beck
the business they've lost. And the GOP is in-
clined to give it to them. cven though it's a bad
deal for cveryone clse. Instcad of doing more 10
fix 1he student loan program, Republicans scem
intent on breaking it again.

Federal Loan Follles

Since 1966, the Federul Family Education
l.oan Program (141°4:1.P) has helped more than 40
wmillion Americans through college. But the pro-
gram carying out this admirable wission also
developed a reputation as one of the federad gov-
crament’s most incilicicnt. The prograin cost hil-
lions 1 run---most of which wen not ro suxlents
bul 10 Yudsi-governmental corporstions that had
lcarned to scam the system. For years, the loan

TEL NC.617-547-3896

Oct 03.85

program was denounced from both sules ol the
aisle us waslelul: it prompted & constant stream

of invesugations and warnings from the Generul

Accounting Olfice. In 1991, for example, loans
lost to detault cost the tederal govermment 5.3.6
billion.

The trouble was herent in IFELP'S busic de-
sign. Ualil Clinton’s refonns, the govemment did
not actuaily lend money (o students, but rather
coaxcd banks to do so—by both guamntceing
loans and otfering subsidies. Because the banks
had very little incentive to get the money buck
once they'd loancd it--they'd get their mancy
rcgardless, whether from the student or the gov-
crnment—“guaranty agencies" were creaicd o
police the banks. Thesc guaranly agencies, state-
chariered but privately owned, had three jobs,
When a bank asked the governmem for reim-
bursement, claiming that a studcnt had detaulicd
on the loan, the guaranty agency would: (1) find
out if the bunk had made a “'pood-faith” efTort o
collect; (2) If it had, pay the hank with money it
was holding on behalf of the federal treasury;
and (3) finally, pursuc the loan ilself, in a last
dltch effort to save the federal government irom
swullowing the cost of the loan.

But there were scrious problems with this
plan. For onc. guaranty agencies were literally
guarunteed the contract by law, so they never had
10 bid for the work or worry that they'd get axed
for poor performance. Worse still, the guaranty
agencics actually had an incentive to do their job
poortv. If thcy reponted a luzy bank for failing (0
try to collect a loan, they got no reward. But if
they ignored the banks, and went afier all the
louns themselves, they pot to kecp 27 pereent of
the moncy they recovered,

Nuot il guaruny agencies were conupt, uuny
did their jobs honestly and well. But there were
cnough bad apples—-and cuough other laopholes
that allowed privaic companics to make a killing
off the student loan program—that the federal
government found irelf wasting taxpayer dollary
that were supposed to he helping younyg people
go (o cullege.

when he assutacd office, Clinton pushed to
refarm this system, both to improve the pro-

Ortubat 19957 e Washington Mouhly 43
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gram’s cfficiency and to give studenis the optivn
of paying their loans -back as u percentage of
their income. Since the government was assum-
ing the risk anyway---and since the maze of
banks und guaranty agencies had proven 1o be a
nightmare of waste and abuse—why not lend
woncy directly from the federal Trcasury? This
would require the governinent 10 comne up with
the cash for loans, But there was potential for
long-term savings, since taxpayers wouldn’t have
to pay interest subsidics (o the banks or fork over
8 27 pereent cut (o guaranty agencics. Clinton’s
1dea was 10 have the IRS—which would have the
necessary dats on income—handle loan collec-
lions.

In a compromise with Congress, the bill the
President signed implementcd direcy lending
only partially. 'The Department of Education
would have to compete with the private Joan
providers—banks and government.chartered
groups like the Srudent Loan Marketing Associ-
ation (Sallic Mue)—for much of the business.
Direct lending would be capped at § percent of
the (otal loany in the first year, but eventually
anyonc wha wanted to could participatc.

Blinded by the Right

Actually, the final bill was in many ways an
improvement over what Clinton originally wani-
cd. Setting up dual programs—both the Fduca-
tion Department (through direct Jending) and
private lenders (through the old sysiemn) woald
make loans to students—is a tried and (rue
method of maintaining cfficiency. Sure enough,
when the government implemented a simplified
application process and a specdicr transfer of
funds, private lenders followed suit. Forced 1o
compete with direct lenders, Sullie Mac, which
holds morc student loans than any other lending
agency, now offers all kinds of new n:payment
uptions for students. The samc benefit was cvi-
dent in the carly ycars of the Tennessce Valley
Authority, which acted as a yardstick (o keep
privaic utilities from gouging their customers,

‘The great disappoiniment of the battic aver
student lonn reform was the loss of the IRS col-
lection plun. As Steven Waldman recounts in The
Hill, this idea dicd not duc to curporate lohby-
ing- - which was fierce—but because of congres-
sional turf battles. Jn the current political climate,

44 TIx Wushingion Moathly / October 1993
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there's little chance of reviving this idcit. But it is
a reform (0 keep pushing, since it would vastly
simplity the process of tyinp loan payments o
incom.

So if these reforms were so sman, why do Re-
publicans insist on rolling them back? Js it that
they can’t stand the idea of President
Clinton—or activig government—doing some.
thing right? Or ure they caving 1o privaic Jenders,
who prefer the old systein of incfficient monopo-
lies because they made more money that way?

The answer is “both.” “It’s pretty ridiculous to
turn the Department of Fducation into some big
lending ingtitution, und the povernment has not
cxuctly proved jiself adept at this,” says an aide
to House Education and Opportunities Commiit-
tee (hair William Goodling, clearly playing the
anti-government card. “This js not somcthing
most Americans are comfortable with.”

To make their point, Republicans cite figures
that depict direct Jending as vastly more expen-
sive than the old sysiein of banks and guaranly
agencics. But their calculations are screwy. The
Republicans changed the scoring rules for stu-
dent Joans, instructing the Congressional Budget
Office (CBO) o count the administrative costs of
the direct lending program—but not the puaran-
tecd loan program. 1n other waords, the CBO had
to take into account all the costs associated with
overseeing direct lending, while cxcluding, for
example, $160 million in annual subsidics to
puaranty agencies that cxisted in the old pro-
gram.

The Republicans’ new accounting method by
itself wouldn't be objectionable if the CRO ap-
plied it equally 10 both programs. Rut this way.
the dircet Jending program is portrayed as much
morc expensive than the old guaranteed loan pro-
gram. In fact, the original CRB() ertimate showed
direct lending could save $12 billion over five
yeaurs, That estimate may have been inflied be-
cause CBO didn"t account for administrative
costs (the Republicuns did have a point on that),
hut the existence of a1 Jeast some savings is un-
deniable. Since direct lending clininates all the
subsidies to banks, guaranty agencies. and othier
intermediarics. it is bound 10 bring significant
savings. “As long as il is necessary 1o provide a
profil 1o inducc lenders 10 guarantee student
loans,” Federal Rescrve Board member
Lawrence Lindsey wrote reeently in u letier to

10-03-95 05:11PM
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GGOP Senator Spencer Abfaham, “direct lending
will be cheaper.”

The best system would have dircet lending
and private banks compete, so thut cach could
keep the other 1 line. ‘Fhe Republican solution.
on the other hand, is w0 give the private-lending
industiy back its monopoly and then make it
very difficult for the government (o prevent
abuse. Goodling's proposal would cut adminis-
trative {unding for loan programs by two-thirds.
Some of these cuts account for
staff reduction in the direct
lending program. But they
would also force scalebacks in
the Administration’s ability 10
oversee the banks and guaranmy

TEL NO.617-547-3836

Oct 03.985

If Gooding's bill pusses, who will pay Tor
these anti-reforms? Students, most likely. Al-
though the government Fequires income-contin-
pent payback options for all student loans. pn-
vale lenders have shown preat resistance in the
absenue of goverment competition. and enfory-
ing the rule is difficudn. ‘The hottom line is thin
pay-as-you-can loans simply aren’t feasibie with-
out dircct lending. Private Jenders don't want 10
do anything that might losc them moncy. and

with the government removed

ay a coupetiton, they 'l ave

The beSt_ SyStem w_ould no inccmliw; lm nlffcx? comph-
have direct lending
and private banks

cated payback plans. That
means fcwer graduates doing
noble or necessary- -but Jow-

agencics. Qver seven years, Competﬂ, SO that QECh puying---work.

‘The other potential loss for

those culs could precipitate could keep the Other in college students is the cut-

anywhere from §1.5 billion to
$4 billion in new waste und
fraud, according to reponts by
the GAO und he Education
Deparunent.

The conspicuous beneficiaries of these
changes would be the guaranty agencies and
banks. hoth of which showed their strength in the
1993 student loan debate and came buck with a
venpeance: this year. Republican proposals cx-
plicitly forbid the Education Department from
culling subsidies 10 the guaranty agencics. Re-
publicans have also thwarted the Adminisira.
tion's effort 10 lake back a $1.% billion fund that
the gpuaranty agencics are siling on- -taxpayer
mouey originully designuted 1o repay banks for
studdent Joan defaulws that the apencies now use 10
invest and makc profiL

Leas Competition, More Waste

Republicans claim 1o be secking free market
cfficiency. But with student loans, they are mov-
inp 1oward a sysiem with less competition and
mure witste. A provision in Goodling's bill
would forbid the Education Deparntment from ad-
veitising (o students the option to transfes a pri-
vale Join 1o the government, and thus get the
benefits of paying back as a percentage of in-
come. Lenders hud complained they were losing
business- - 25,000 loans have been switched over
since 1993, But they were only losing business
beeause students saw 2 better deal clsewhere.

line. The GOP
prefers a monopoly.

hacks in subsidics that they
now receive 1o ease the loan
burden. Republicans have put
the in-school intercst sub-
sidy—which pays interest on loans while stu-
dents are in school, so they can conpleic their
studics before having to worry about loans—on
the blocks. Under Republican plans, the averape
student debt under the Statford 1.0an propram
could increase by morc than $1,400 for & four-
year undergraduate, and more than $10.000 for a
four-ycar graduate student, according o the Edu-
cation Depurtment. Again, it's not just that siu-
dents will be lefi with big bills,. Many will be
scared of! from coliege in the first place,

'I'he Repuhlican proposals on student oans arc
indicative of their idcological world view i the
true natusre of their political loyalties. GOP* fond-
ness for the “privale sector” is defended on the
proonds of efficiency and fairness: Citizens
should receive the hest services possible and
bloated government bureaucracics oflen can’t de-
liver. BBut, in this case, reducing government
presence means Worse service, ad a worse deal
for taxpaycrs as well.,

With the student loan program, Republicans
have an oppurtunity to prove that they are truly
inicresied in fighting povernment waste and pro-
tecting (he working class—just as they have al
ways ¢laimed. Instead, they are choosing o et
as patrons for rich financicrs, assuming no one
wiil call them on i1,

1t's not 100 ate 10 prove them wrong, -

Ocaoher 1995 /' 1he Wasblapton Monmly 4%
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THE REPUBLICAN EDUCATION AGENDA:
Putting the Special Interests Over The Students’ Interests
October 5, 1995

It’s The Students’ vs. Special Interests.

. The majority in Congress is so busy looking out for the middlemen -- with their guaranteed profits
from student loans-- that they have lost sight of the middle class.

. Killing or gutting direct lending means giving in to powerful special interests and punishing
students who are trying to realize the dream of a college education.

. That kind of partisan, political move is the last thing if we are to help more American students go
to college.
. The assault on direct lending is a prime example of how Congress is out of touch.

Republicans are taking away choice and will not let the market decide.

. Even as they profess devotion to competition, Republicans are abandoning competition with their
attack on direct lending

. They are taking away from the schools the choice e to decide what works best for the school and
students.
. The Republicans would actually kick out of program students and schools that are enthusiastic

about direct lending.

Colleges and students like it.

. Direct lending is highly popular with students, families and colleges. Surveys have shown
overwhelming support for direct lending among those participating In it.

. Borrowing is easier and faster for students. For schools, processing is easier and service to
students is improved.

Direct Lending Saves Money for Taxpayers

. Contrary to the special interest arithmetic applied by the Congressional majority, direct lending
saves taxpayer money. As Lawrence Lindsey, a member of the Federal Reserve Board who was
appointed by President Bush has written, "As long as it is necessary to provide a profit to induce
lenders to guarantee student loans, direct lending will be cheaper.”
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NEVWS

DEPARTMENT OF EDUCATION - |
FOR RELEASE Contact: Kathryn Kahler
September 21, 1995 (202) 401-3026

STATEMENT BY U.S. SECRETARY OF EDUCATION RICHARD W. RILEY
regarding Senate budget reconciliation

No matter how you slice it, $10 billion is a huge cost to impose on students, families,
and colleges -- and there’s no need to impose this burden. As the President has shown, we
can balance the budget and increase our investment in education.

Now, the Senate Labor and Human Resources Committee -- trying t0 make their $10
billion target and unwilling to deprive banks of guaranteed profits or cut excessive fees to
middlemen -- has hit on a new idea: create a 2 percent tax on student loans, call it a fee,
and hope no one notices.

They could 100k to the obvious savings associated with direct lending, but instead
remain captives of the special interests that profit from the status quo. It’s a sad day for
education.

It's an even sadder day for traditional American values. This country is rooted in the
principles of opportunity and responsibility. We as Americans have always shared a
common ground belief that educating our people is an investment in our nation’s future.
Education should never be about politics -- it should be about doing right by our people.

This tax on students and colleges is the absolute wrong way to balance the budget.
Instead of dreaming up new taxes -- that would ultimately be paid by working Americans and
their children -- the Senate should go back to the drawing board.

#in

Q Ouwr mission is to ensure sceess to edyesation and fo promote educational excelience throughout the Nstion.
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UNITED STATE

DEPARTMENT OF EDUCATION

FOR RELEASE - Contact: Kathryn Kahler
Friday, September 15, 1995 (202) 401-3026

STATEMENT BY U.8. SECRETARY OF EDUCATION RICHARD W. RILEY
regarding Senate Appropriations Committee markup

The education funding approved by the Senate Appropriations
Committee is somewhat of an improvement from the bill passed by
the House, but still falls considerably short of the level of

investment needed to prepare students for the future.

The Cong;essional majority says the sky is not falling, but for
millions of children in public schools, millions of students who
depend on federal loans and grants for college, and for millions
of working Americans who know they will need more training to

keep up with changing times, there is a severe storm warning.

We must balance the federal budget and we must invest in the
future. We can do both -- but as a nation, we cannot afford to
cut education to pay for a tax cut for those who need it least.

###

e’ Our mission /s to ensure sccess to educstion and fo promote educetions/ excalionce Biroughout the Nation,
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UNITED STATES DEPARTMENT OF EDUCATION

THE SECRETARY

September 28, 1555

The Honorable Edward M. Kennedy
United States Senate
Washington, D.C. 20510

Dear Senator Kennedy:

I am writing to express my serious concern about a particular
.provision of the Student Loan amcndments recernzly passed by the
Senate Committee on Labor and Human Resources as part of its
budget reconciliation package. In particular, undér the guise of
strengthening guaranty agency reserves, Secticn 1004 (e) (2) of the
bill would have the effect of giving away approximately $1.8
billion in Federal assets to non-profit and State guaranty
agencies.

An analysis of the effect of the proposed change on the Federal
interest in the guaranty agency reserve funds by the Department’s
General Counsel is attached for your consideration. In my view,
enactment of this change would be an alarming development that
would further exacerbate the current problems in the student loan
program. I urge the Committee to reconsider this decision.

I am sending an identical letter to Senator Xassebaum.
Yours sincere}y,
Richard W. Riley
Attachment

cc: The Honorable James Jeffords
The Honorable Claiborne Pell

400 MARYLAND AVE., S.W. WASHINGTON. D.C. 20202-0100

Our mission is to ensure cqual access (o education and Lo promote educarional cxcellence throughout the Natian.
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF THE GENERAL COUNSEL

THE GENERAL COUNSEL
September 28, 1995

EMO UM
TO : The Secretary
FROM : Judith A. Winsto ;ﬁﬂmA

General Counsel

SUBJECT :+ Guaranty Agency Reserves

farlier this week, the Senate Committee on Labor and Human
Resources approved certain changes to the statutory provisions
relating to the Federal Family Education Loan (FFEL) Program in
connection with the budget reconciliation bill. One of the
approved provisions would make significant changes in the status
arnd ownership of gquaranty agency reserve funds. If enacted,
these changes would cede Federal ownership of more than $1.7
billion in funds and assets to state or private non profit
agencies.

In particular, the bill passed by the Committee would make
significant changes to §422(9g) of the Higher Education Act of
1965, as amended (HEA). currently §422(g) reflects numerous
Federal court decisions that the reserve funds of the guaranty
agencies are Federal property which is held by the guaranty
agency as a trustee of the funds for the general public. See
puerto Rico Higher Education Assistance Corp. v. Riley, 10 F.3d
847, 851 (D.C. Cir. 1993); State of Colorado v. Cavazos, 962 F.2d
968, 971 (10th Cir. 1952); Rhode Island Higher Education

ssistance Auth. v. Secreta U.S. Dep’t of Education, 929 F.2d
844 (1st Cir. 1991); Great lakes Higher Educatjon Corp. V.
cavazog, 911 F.2d 10 (7th Cir. 1990); Education Assistance COID.
v. Cavazos, 902 F.2d 617, 627 (8th Cir. 1990), cert. denied

U.S. , 111 s.Ct. 246 (1990); Ohio Student Loan Com’n. V.
cavazos, 902 F.2d 894 (6th cir. 1590), cert. denied U.S.

, 111 S.Ct. 246 (1990); South Carolina State Education
Assistance Auth Corp. v. Cavagos, 897, F.2d 1272 (4th Cir. 1990},
cert. denijed U.Ss. , 111 S.Ct 243; Delaware v. Cavazos,
723 F.Supp. 234 (D.Del. 1989), aff’d without opinion, 519 F.2d
137 (34 Cir. 1990). Earlier this month, the United States
District Court for the District of Idaho reaffirmed the holding
of these earlier decisions that guaranty agencies do not have
(and have never had) a property right in their reserve funds.
Instead, that court held that the guaranty agencies’ reserve
funds are Federal property and are subject to the control of the
Secretary of Education. Student Loan Fund of Idaho V. Riley,
case No. CV 94-0413-S-1LMB (D.Ida., Sept. 14, 1995).

The bill would essentially give away the overwhelming amount

400 MARYLAND AVE_ SW, WASHINGTON, DC. 20202-2100
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Memorandum to the Secretary/p. 2

of Pederal property included in the guaranty zgency reserve
funds. Most importantly, the bill would redefine the term .
‘reserve fund" to mean “"the Federal portion of a reserve fund¥.
See §1004(e) (2) of the committee bill, p. 38, lines 14-16. The
bill would then limit the Federal property to an anmount
calculated under the formula in §422(a) (2) -of the EEA. — THe
formula in §422(a)(2) of the HEA would, in most cases, limit the
“Federal portion" of the reserve fund v the amourt of Federal
advances maintained by the guaranty agency plus interest. As of
September 30, 1994, the amount of outstanding Federal advances
was $40 million out of total guaranty agency reserves (all of
which came from federal sources or under Federal authority) of
more than $1.8 billion. See FY 1993 Loan Programs Data Book, at
65, 67. Thus, the Federal governnment would be relinquishing
ownership and control of more than $1.7 billion in Federal funds
and property. :

. Enactment of these propesed changes to the definition of
“reserve fund" would also effectively end Federal control over
the uses of the reserve funds by the agencies. If the reserve
funds are the property of the quaranty agency and the agency uses
those funds for purposes unrelated to the FFEL program, the
Department would have no authority to take action against the
agency. Thug, the Department would be unable to take action
against an agency that used funds intended to be used to pay
lender claims on elaborate offices or high executive salaries.
If this provision were enacted, the strong possibility exists
that an agency could choose to use reserve funds for non-programn
purposes and be unable to pay lenders’ claims. A% that point,
the lender would then be able to demand payment Z-om the
Department under €432(0) of the HEA. The Departrent would have
to use taxpayer funds to pay the lenders.

This propesal would also provide an incentive for some
guaranty agencies to leave the program. An agency which left the
program would be able to take its reserve fund (minus Federal
advances and interest) with it and use it for purposes unrelated
to higher education or student loans.l/ Moreover, those

1/Those agencies which are tax exempt non profits under
§501(¢) (3) of the Internal Revenue Code would have to use the
funds in accerdance with the regquirements of that section.
However, some agencies have already transferred significant
portions of reserve funds to associated non-profit companies
which may net be tax exempt and thus net bound by those
restrictions. Moreover, some state laws appear to allow non-
profit corporations which dissgsolve to distribute remaining assets
to members (generally the company’s directors) in certain
circumstances. See 805 ILCS 105/112.16 (lllineis); A.R.S. §10-

2422 (Arizona). In regard to state agencies, it appears that a
{(continued...)
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Memorandum to the 8Secretary/p. 3

agencies which have already established loan servicing and *
secondary'market operations could use the reserve funds to
compete with private parties which provide services in this area.

1/(...continued)
State could close the guaranty agency, put the reserve funds into
its general fund for use for other purposes and leave the
Department with the responsibility for paying lenders.

89°d 8caLISYe oL WOd4 £S:4T  Se61-6C-d3S
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Before the ultimate Lisbility of the Department of Educetion for FFELP guarentees was clarified in
1993, the guarantes agencies were financially structured like insurance companies: their revenues
designed to cxceed operating expenses in order to create a rescrve to satisfy future default claims and
operating expenses of their guarantees. The guarantec agencics have been required to deposit all revenues
into their reserve funds. The revenue of 2 typical guarantee agency includes:
all ingurance premiums collected from FFEL borrowers,
any state funds sllocated for the GA’s activities,
any federal advances (seed money for claims payments),
all federa! cleims payments for reinsurance on defaulted lozns, bankruptcies, death, disability,
etc.,
Supplemental pre-claims assistence payments (federal),
Administrative cost allowance payments (federal),
collections received by the GA from defaulted borrowers,
investment earnings of the reserve,
and any other funds received by the GA for guarentee egency activitics

Pl ol S o

el R

The use of the guarantee agency reserve fund wes restricted to solely for the ectivities es & guerantee
egency. The reserve balance generated by this process over the last thinty years is approximetely $1.80
billion dollars.

In the late 1980s, Congress recovered a small portion of the GA reserves in the 1989 spend-down
of reserves to apply to deficit reduction. GA met this requirement by rewming federa! advences mede
sveilable to the GA when it began as s guarantec agency. As e result, today there is only zbout $40.0
million in federal reserves on deposit at GA. Although the GA chellenged Congress’s euthonity to
recapture the rescrves in the courts, the courts upheld Congress 2nd clerified that the entire GA reserve
was in fact federal property.

Also in the late 1980s, the largest GA, HEAF, went benkrupt due to high defaults end the repid
depletion of their reserves. As & result, Congress in 1993 required ED to stand behind the guarantee of
any GA that failed in the future. This new requirement virtually eliminated the necessity for & guarantee
agency to eccumulate reserves for future claims payments since ED was now required by law to assume
100% of the ultimate guarante¢ on FFELP loans.

Currently, the total reserves of all GA in the FFELP amounts to epproximately $1.80 billion in
liquid assets as of September 30, 1995. As mentioned ezrlicr, approximately $40.0 million of the total
$1.80 billion in GA reserves is in the form of federal advances.

The current Senats Markup of the 1996 Budget Reconciliation re-defines the FFELP reserve fund
to include & federa! and nonfederal portion, the federal portion being restricted to federal advances
contained in the reserve fund (the $40.0 million mentioned sbove). Given the court rulings on the
reserves actually being the property of the federal govemnment and the congressionel reguirement that ED
stand behind all FFELP loan guarantees 100%, the Senate markup language has virtually given up almost
all the $1.80 billion dollars in federnl asscts to the GA.
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U.S. Department of Education

ESTIMATED
($ (N THOUSANDS) CASH CASH
RESERVES RESERVES
AGENCY AT 9/84 AT 9/85
ALABAMA 12,469 13,303
ARKANSAS 7,560 9,641
CALIFORNIA 281,984 212,302
COLORADO 34,831 36,630
CONNECTICUT 7,005 10,114
DELAWARE 4,088 3,933
FLORIDA 52,684 89,723
GEORGIA 17,506 3,491
IDARQ 4916 5,481
ILLINOIS 47,718 49,280!
INDIANA 18,808 21,083
IOWA 42,478 44,562
KENTUCKY 23,216 27,806
LOUISIANA 8,285 12,630
MAINE 11,801 10,063
MARYLAND 25,688 28,644
MASSACHUSETTS 38,160 33,266
MICHIGAN 51,781 55,442
MINNESOTA Il 24,822 32,837
MISSOURI 35,977 45,508
MONTANA i 8,508 11.672
NEBRASKA Ii : 9,858 24,607
NEW HAMPSHIRE 6,983 6.130
NEW JERSEY 25 565 25,260
NEW MEXICO 4,266 6,295
NEW YORK 77,648 121,485
NORTH CAROLINA 22,814 30,750
NORTH DAKOTA 8,720 11,680
OHIO 41,210 45071
OKLAHOMA 11,223 12,157
OREGON 14,604 16,346
PENNSYLVANIA ] 133,634 199,231
RHODE ISLAND 5,461 8413
SOUTH CAROLINA 6,661 9,680
SOUTH DAKOTA 14,175 13.513
lENNESSEE 34,614 48,872
TEXAS 58,810 51,255
USAF 212,151 281618
UTAH 17,030 18,644
VERMONT 0 5.325
VIRGIN ISLANDS 298 332
VIRGINIA 20,832 15,019
WASHINGTON 24,856 36,372
WISCONSIN 50,938 56,593
TNTAI C 4 892 Qra 4 QDA N4 4
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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 2ll 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 Student Loans.

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

.- This arbitrary scoring change also increased the Federal deficit by adding $6 billion
in Direct Student Loan administrative costs into the 7-year budget scoring window
without a corresponding decrzase 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
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 Student Loans
have roughly an 8 percent advantage over guaranteed student joans on every $100
loaned (CBO projects a 6 percent advantage). The Republican scoring change
reduces this advantage to ! percent (CBO = -1 percent)--if the change were applied
to guaranteed as well as Direct Student Loans, the advantage would move back up t0
3 percent (CBO = 1 percent).

—. When multiplied by more than $200 billion in student loans over the next 7 years,
‘even a | percent advantage for Direct Loans would produce $2 billion in savings
over guaranteed student loans.

« In addition to these savings, the Direct Student Loan program has clear advantages over
guaranteed student loans--better service and more flexible repaymaent terms for students,
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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Why Direct Student Loans Save Money

e Borrowers repay the Department, rather than lenders.

-- As a result. interest payments on Direct Student Loans--totalling $38 billion over 7
vears--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 the 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.

Middlemen 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)

-- 4] 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.) -

Insreased competition and improved management, Direct Student 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.



. By Joasthan Risking -
- Dupetch Hiskingem Burean

-WASHINCTUN — Republicans in Congreas want
" 10 rduce student han programs to pay for ax cde for
- the weaithy, a White House officia. said yestentay. _
Hous¢e am] Senate Ropublieans say ther smilar
rosals, both of which would squecze more than $10
- ystem over .geven years, are ‘aceded. io balance the-
budget by 2002, . : .
_ They maintain stadents wouwld benefit more

LT -~
$182 billion for MeRlicaid 2 grant a $245 billion tax out.

The student loan cuts “are necessary only if you are

Clinton official hits proposals
“to cut student loan programs -

trying & come up with marey for a lax cut for the
wealthy,” Ben-Ami waid. H= =aid the direct ban program
is ane of Clinton’s bop priorties. ' ' _

Undir the progrum, the federal government hands
vut student lans directly, skirting banke =&
lenders. The ystem alw bypssees the gtate and pri
guzrantee agencies, including the Ohio Student
Commission, that secure banks agunst student
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