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1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total Total

Ebiminete the change ia the formula foy estadlishing
place in July 1998, The change would set the rate at

and the 91-day Treasury bill rate + 3.1% while the borrower is in
(Assumes afl new loans are affected.)
BA -140 -255 =300 =340 -365
o ~30 -19% -255 -295 -325

(Assumes alf new loans are affocted.) _
BA ~170 -350 -395 -440 -465
o -100 -260 -345 -385 -415

the variable intevest racz on subsidized and unsubsidizeat

the comparable maturity rate (10-yeay bond rate) + 1% for stiudent loars and the 10-year bond mte + 2.1%
for paret loans. This proposal would keep the corrent stsdent Joan formula of the 9l7dsy'l"l§qsutvbal!nu

repayment and the curreat parent Ipan formula of the 365-day Treasury bill mate +3.1%.

~-480 -498 -510  -s52s -540 -1,820 -4,370
-430 -a45 ~460 -470 ~4BS -1,505 ~3,795

student loans and on parent loans which is o take

+2.5% while the borrower is in school and defermen:,

Forecast of Student Loan Interest Ratcs
Using the CBO Post-Policy March 1997
Economic Projections

Eiscal Yeax 2002 .,

91-day Treasury Bill Rote [BER] + 2.0% = 5.99%
91-day Treasury Bill Rate (BER) + 2.5% = 6.49%
91-day Treasury Bill Rate [BER] + 3.1% = 7.09%
365-day Treasury Bill Rate IBER] + 3.19; 7.10%
10-year Bond Rate + 1.09 = 6.50%

10-year Bond Rate + 2. 1%

7.60%
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CHAPTER FOUR ECONOMIC AND BUDGETARY IMPLICATIONS OF BALANCING THE BUDGET ¢

Table 4-2.
Balanced Budgaet ang Baseline Projections of Selected Economic Variables (By calendar year)

Eslimated _Forecas Prajected
1866 1987 1pog 1888 2000 2001 2002 2003 2004 2005 2008 2007

Calendar Ysar Average
(Blllions of dollars)

Nominal GDp
Balancedbudget 7,570 7918 8.282 8688 8,110 9,550 10,008 10481 10,872 11,484 - 12,017 12,573
Baseline 7.570 7916 8,277 8,678 8,087 §532 9,884 10453 10,838 11,443 11,968 12518

Year over Year
{Percentage change)

Naminal GDP*?

Balanced budget 4.4 48 46 49 4.9 48 48 47 4.7 4.7 4.6 46
Baseline 4.4 46 46 49 48 48 47 a.7 46 46 46 46

Real GOP®
Balanced budget 23 23 21 22 22 22 2.1 2.1 20 20 20 2.0
Baseline 23 2.3 20 22 2.1 21 21 2.0 20 20 1.9 190

Calendar Year Average
{Percent)

Three-Manth Treasury

Bill Rate
Balanced budgat 50 5.0 5.0 46 42 3 as 39 KN ] 38 38 38
Baseline 50 5.0 5.0 48 47 46 46 4.6 46 46 46 46

Ten-Year Treasury

Note Rate
Balanced budget 8.4 62 6.1 58 S8 . 85 9.5 5.5 558 5.8 55 55
Baseline 6.4 8.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2

: Incomg -
&itlions of dollars

Coarporate Profite -

Balanced budget 646 662 685 7068 740 778 811 846 887 929 97¢ 1023
Baseline . 648 661 881 602 707 727 751 780 814 850 888 832

Wage ang Salary

Olsbursements
Balanced bydget 3,628 3,799 3,953 4,131 4,321 4,521 4730 4,948 6,176 5412 5660 5018
Baseline 3,628 3768 3,051 4,127 4314 4612 4719 4835 5150 5303 5837 5,893

Percenlage of GDP

Corporate Profits
Balanced budget 85 84 8.3 8.1 8.1 8.1 8.1 8.1 8.1 8.1 8.1 8.1
Baseline a5 83 8.2 8.0 7.8 76 7.5 75 7.4 7.4 7.4 7.4

Wage and Salary

Disbursements
Ba!ancadbudget 47.8 480 477 478 474 473 473 472 47.2 47.1 47 1 471
Basaline 47.9 48.0 477 476 474 473 473 47.2 47.2 47 1 47 1 47.1

SOURCES: Cangressional Budgat Office; Depariment of Commerce, Bureay of Ecanomic Analysis; Department of Labor, Bureau of Labor
Statistics; Federal Regerve Baard,
A Incocporates data for the firal thres quarters of 1606 published November 27, 1996,
b. The gromh of GOP is aays greater in the balanced budgat projaction than in the basaline. Becausa of rounding, however, the differences do not
show up In tha tabie for every year,
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105TH CONGRESS
1sT SESSION Ho R'

IN THE HOUSE OF REPRESENTATIVES

Mr. introduced the following bill; which was referred to the Committec
' on

A BILL

To amend the Iligher Education Act of 1965 to reduce
interest rates and origination fees for student loans made
during academic year 1998-1999.

1 Be it enacted by the Senate and House of Representa-

48]

tives of the United Stales of America in Congress assembled,
SECTION 1. SHORT TITLE; REFERENCE.

(a) SHORI TITUE.—This Act may be cited as the
“ Aet of 197"

(b) REFERENCES.—Except as otherwise expressly

~N N AW

provided, whenever in this Act an amendment or repeal

September 10, 1997
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1 s expressed in terms of an amendment to, or repcal of,
2 a section or other provision, the reference shall be consid-
3 ecred to be made to a section or other provision of the
4 Higher Edueation Act of 1965 (20 U.S.C. 1001 ot 8Cq.).
S SEC. 2. LOAN PROVISIONS FOR LOANS MADE AFTER JULY
6 1, 1998.
7 (a) FFEI, LOANS.—
8 (1) INTEREST RATES.—Subsection (h) of sec-
9 tion 427A (20 U.S.C. 1077a(h)) is repealed.
10 (2) IN-SCHOOL AND GRACE PERIOD RULES FOXI
11 LOANS MADE AFTER JULY 1, 1998.—Section 427A(g)
12 (20 U.S.C. 1077a(g)) is amended—
13 (A) in paragraph (1), by striking “, but
14 subject to subsection (h),”: and
15 (B) by redesignating paragraph (3) as
16 paragraph (4); and
17 (C) by inserting after paragraph (2) the
18 following new paragraph:
19 “(3) RATE FOR LOANS MADE AFTER JULY 1,
20 1998.—For any loan under section 428 or 428H for
21 which the first disbursement is made on or after
22 July 1, 1998, the rate dctcrmined under paragraph
23. (2) shall be determined by substituting ‘2.3 percent’
24 for ‘2.5 percent’ in subparagraph (B) of such para-
25 graph.”.

[@oos
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(3) CONSOLIDATION LOANS.—Section 428C (20
U.S.C. 1078-3) is amended—

(A) in subsection (a)(4)—

(1) by redesignating subparagraphs
(C) and (D) as subparagraphs (D) aud
(E), respectively; and

(1) by inserting after subparagraph
(B) the following new subparagraph:
“(C) made under part D of this title;”;
(B) in subsection (b){(4)(C)(i1)—

(1) by inserting “made before the date

of enactment of the Act of 1997

after ‘‘consolidation loan” in subeclause (I);

(1) by strking ‘“‘or” at the end of sub-
clause (I);

(m) by inserting “ér (I1)” before the
semicolon at the end of subelause (11);

(1v) by redesignating subclause (II) as
subeclause (1I1); and

(v) by inserting after subelause (I) the
following new subeclause:

“(II) by the Secretary, in the
case of a consolidation loan made on
or after the date of enactment of the

Act of 1997, cxcept that the

idoo4
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Secretary shall pay such interest only
on that portion of the loan that re-
pays Federal Stafford Loans for
which the student borrower roeceived
an interest subsidy under section 428
or Federal Direct Stafford Loans tor
which the borrower received an intcr-
est subsi(iy under section 455; or'’;
and |
(C) by striking paragraph (5) of subsection
(b); and
(D) in subsection (c¢)(1), by adding at the
end the following new subparagraph:
“(D) A consolidation loan made on or after

the date of enactment of the Act of 1997,

shall bear interest at an annual ratc on the un-
paid principal balance of the loan that ts equal
to the rate specified in section 427A(f).".

(4) UNSUBSIDIZED LOANS.—Subsection (f) of

section 428H (20 U.S.C. 1078-8([)) i repealed.

(5) ORIGINATION FEES.—Section 438(ce)(2) (20

U.S.C. 1087-1(¢)(2)) is amended—

(A) by striking “(other than” and cvery-
thing that follows through ‘“Amendments of

1981”7 and mserting ‘“(including loans rade

vV
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~under section 428H, but excluding loans made
under sections 428C and 439(0))”"; and
(B) by adding at the end the following new
sentence: “With respect to any such loan for
which the first disbursement is made on or
after July 1, 1998, the preceding sentence shall

be applied by substituting ‘2.0 percent’ for ‘3.0

pereent’.”’,

(b) DIRECT LOANS.—

(1) INTEREST RATES.—Section 455(b) (20
U.S.C. 1087e(b)) is amended—

(A) by striking paragraph (3);
(B) in paragraph (4)—

(1) by striking “(A)”; and

(ii) by striking subparagraph (B); and
(C) by redesignating paragraphs (4) and

(5) as paragraphs (3) and (4).

(2) IN-SCHOOL AND GRACE PERIOD RULES FOR
LOANS MADE AFTER JULY 1, 1998.—Section
455(b)(2) is amended by adding at the end the fol-
lowing new subparagraph:

“(C) For any Federal Direct Stafford

Loan or Federal Direct Unsubsidized Loan for

which the first disbursement is made on or

after July 1, 1998, the rate determined under

@ oos
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subparagraph (B) shall be detcrmined by sub-

stituting ‘2.3 percent’ for ‘2.5 percent’ in elause

(11) of such paragraph.”.

(3) ORIGINATION FEES.—Seciion 455(c) 1is
amended adding at the end the following new sen-
tence: “For any Federal Direct. Stafford Loan or
Federal Direct Unsubsidized Loan for which the
first disbursement is made on or after July 1, 1998,
the preceding sentence shall be applied by substitut-
ing ‘3.0 percent’ for ‘4.0 pcreent’.””.

3. NEED ANALYSIS CHANGES FOR ACADEMIC YEAR
1998-1999.

(n) DEPENDENT STUDENTS.—Section 475(g)(2)(D)

U.5.C. 108700(g)(2)(D)) is amended by striking

“$1,750"" and inserting “$2,250".

(b) INDEPENDENT STUDENTS.—Section

476(b)(1)(A)(iv) is amended—

(1) by striking “$3,000” each place it appears
in subclauscs (I) and (II) and inserting “‘$5,500";
and

(2) by striking ‘“$6,000’" in subeclause (IIT) and
inserting “$8,500".

(¢) EFFECTIVE Dari.—The amendments made by

seetion shall be effective with respect to determina-

@oo7
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1 tions of need under part I of title IV for periods of in-

2 struction beginning on or after July 1, 1998,

Seplember 10, 1997
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Record Type: Record

To: Robert M. Shireman

cc:
Subject: Action Alert On Student Loans (Brief) (fwd)

Bob,
FYI
This has been sent out very very widely.

lvan

HERHH R IR R SRR R R R B IR
Sign the student aid petition at www.pirg.org/student/aid/petition

HHHBHA BRI R R R R
Ivan Frishberg, | Internet: ivan@PIRG.org

PIRG's Higher Education Project | Phone: (202) 546-9707

U.S.Public Interest Research Group | Fax: (202) 546-2461

218 D St., SE, Washington, DC 20003 | WWW: www.pirg.org

HEHHR BRI

---------- Forwarded message ---———-——-
Date: Tue, 16 Sep 1997 11:38:18 -0400 (EDT)
From: Ivan Frishberg <ivan@PIRG.org>

To: FINAID-L@LISTS.PSU.EDU

Subject: Action Alert On Student Loans (Brief)

—

CONGRESS IS POISED TO CONSIDER A PROPOSAL TO INCREASE BORROWER INTEREST
COSTS BY $7 BILLION

Students Under Attack In The U.S. House Of Representatives

Some members of the House Education and the Workforce Committee and/or
Rep. Bart Gordon (D-TN) are apparently considering offering an amendment
to the Labor-HHS-Education appropriations bill that would either repeal or
delay the scheduled reduction in the interest rates on student loans.

The loan industry has been lobbying Congress to derail the reduction in
student interest rates that is currently scheduled to go into effect on

July 1, 1998. It now appears that some members of the House Education
and the Workforce Committee are poised to offer an amendment to either
repeal or postpone the upcoming reduction in interest rates. .



Under Congressional Budget Office projections, repealing the rate
reduction would cost student loan borrowers $10.9 BILLION in additional
interest payments for loans made from July 1, 1998 through Fiscal Year
2002.

To render the make the proposal more palatable, this nearly $11 billion
rate hike has sometimes been packaged with a 1% reduction in upfront
fees. Such a reduction would SAVE borrowers $1.523 BILLION over the
same 5 year period..

Some versions of the proposal also reduce in-school and grace period rates
by a total of $361 MILLION over five years. This is apparently an effort

to soften the blow to students. Regardiess, the total cost to students is
staggering.

The net cost to borrowers of packaging the three proposals (a rate hike

in the amount of $10.9 BILLION and a fee reduction in the amount of $1.5
BILLION, and a $361 MILLION reduction for in—-school/grace period) would
be a staggering $9.04 BILLION in additional cost to students.

Urgent Action Required

Call your member of Congress ASAP, and let them know that keeping low
interest rates on student loans is of critical importance to students.

Let them know that student debt is crushing, and that Congress should be
acting to reduce the cost of student loans, not the opposite.

Congressional switchboard: (202) 225-3121

HHETHHH ST R IR IR I R TR HR R I R AR R R R R R
Sign the student aid petition at www.pirg.org/student/aid/petition

HEHHHBHHHBHHHR IR R HE B R A R R S
Ivan Frishberg, | Internet. ivan@PIRG.org

PIRG's Higher Education Project | Phone: (202) 546-9707

U.S.Public Interest Research Group | Fax: (202) 546-2461

218 D St., SE, Washington, DC 20003 | WWW. www.pirg.org
HIRHBHHBHEHHHH BRI HRRH R AR AR RHT AR AR AR R AH R R



THERE THEY GO AGAIN: 4
CUTTING STUDENT LOAN BENEFITS 5 é W
Student loan borrowers next year will benefit from an estimated full percentage point
reduction in the interest rate they pay on their loans. But a plan being considered in the House of

Representatives would reverse that change, costing students $5.6 billion on the loans they take
out over the next five years.

Under current law, students will save $7.3 billion (NPV) on loans made over the next five
years. The Student Loan Reform Act of 1993 changed the formula for determining the interest
rate on student loans from the 91-day Treasuy bill plus 3.1 percentage points (or 2.5 during the
in-school and deferment periods), to the 10-year Treasury note plus one percentage point. On a
cash basis, students who borrow over the next five years will pay $10.9 billion less, using CBO
interest projections. On a net present value basis (discounting the savings to the time the loan is
originated), borrowers will save $7.3 billion.

All estimates point to significant savings for students. This is not an issue of one expert’s

estimates versus another’s. Interest rate projections from CBO, OMB, and 1 Sector
Blue Chip projection all show that students will benefit from a ction of significant reduction
in the interest rate paid. For example, for 1998, both the Blue Chip ction

of 1 percentage point, while OMB forecasts a reduction of 1.14 percentage points. In fact,
students come out better under the 1998 scenarios forecast by all 50 of the private sector
economists that make up the Blue Chip consensus.

The Congressional proposal would cost students $5.6 billion over five years. The draft
legislation purports to “reduce” interest rates and origination fees. But it in:r(easé costs by more
than four times as much as it reduces costs, forcing students to dig deeper info their pockets to
keep bank profits high. The net cost to students is $5.6 billion on a /et/present value basis or $9
billion on a cash basis. . y

They are holding low-income students hostage to protect bank profits. The interest rate
provisions are included in a draft bill that also makes | /unportant changes to ensure that all
deserving low-income students have access to Pell Grants. Supporters are cynically holding those
students hostage in order to increase student lodn interest rates at the behest of banks.
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Revised bullets from William.
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Attached is a slightly revised version of the one-pager you reecived carlier this afternoon.
The changes are stylistic rather than substantive.
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CONGRESS CONSIDERS $7 BILLION WINDFALL
FOR BANKS AT STUDENT EXPENSE'

Legislation expected to be introduced this week in the House would ingréase Teyenues for banks and
other student loan holders by $7 billion on loans made during the next{five years,While
simultaneously increasing costs [or students and parents by more than{$9 billion ovdy the same
period. (The change would also increase Federal revenues on Direct Lyans by $2 biflion.) More
specifically: ' /

 The proposed legislation would repeal a change--currently scheduled to take effect on July 1.
1998--in the formula by which student loan interest rates are sel.  Currently student rates are
based on the 91-day Treasury bill rate plus a tixed percentage--2.5 percent during in-school,
grace, and deferment periods and 3.1 percent while loans are in repavment. (The formula for
parent loans is slightly different.) The scheduled change, included in the Student Loan Reform
Act of 1993, will base rates on the 10-year Treasury bond rate plus 1 percent.

Under Congressional Budget Office projections, eliminating this change would increase
horrower rates, which are reset annually, by as much as 14 percent. Without the scheduled
reduction, which was included in the Student Loan Reform Act of 1993, student interest
pavments would increase by $11 billion on loans made over FY 1998-2002.

¢ To partially nutigate the impact on students of higher interest rates, the proposal would also
reduce loan origination fees hy 1 percentage point. Since borrowers pay these fees to the
Federal government, this proposal would reduce Federal revenue by $1.5 billion--safeguarding
lender revenues at the expense of the Federal Treasury.

As an additional ofiset, the proposal would also reduce interest rates slightly during and

immediately after the period horrowers are in school. This proposal will reduce borrower
payments by $361 million on loans made over FY 1998-2002.

September 15, 1997

b All tigures retlect actual Congressional Budget Ottice (CBO) cost estimates or estimates made
using CBO assumptions. '



THERE THEY GO AGAIN:
CUTTING STUDENT LOAN BENEFITS

House Republicans are preparing to introduce legislation that would repeal a
scheduled reduction in the interest rate charged to student loan borrowers. The lower rate
will take effect next July 1 -- unless the bankers succeed in getting Congress to protect

their excess profits. Vo

ew.rate will-save students [$5.4 billion] over the next five years (on an NPV
basis). This interest rate change was a part of the Student Loan Reform Act of 1993. It
changed the formula for determining the interest rate on student loans from the 91-day
T-bill plus 3.1 percentage points (or 2.5 during the in-school and deferment periods), to an
average of 10- and 20-year Treasury bonds plus one percentage point. On a cash basis,
students who borrow over the next five years will pay [$X billion] less.

All estimates point to significant savings for students. This is not an issue of one
expert’s estimates versus another’s. Interest rate projections from CBO, OMB, and the
private sector’s Blue Chip projection all show that students will benefit from a reduction
of [X to Y] percentage points. [Perhaps give detail].

The Republican bill would cost students [$3.6 billion] over five years. The draft
legislation purports to “reduce” interest rates and origination fees. But unfortunately, it
increases [three] times as much as it reduces, forcing students to dig deeper into their
pockets to keep bank profits high. The bankers want students to accept a recurring
interest rate charge that is one percent higher, in exchange for a one-time fee reduction of
one percent. But those same bankers, when they are at the other end of the equation
(charging points on a mortgage), insist that a one percentage point fee is equivalent to
only a X percentage point reduction in interest.

They are holding low-income students hostage to extort bank profits. The banker
protection provisions are included in a bill that also makes important changes to ensure
that all deserving low-income students have access to Pell Grants. Supporters are
cynically holding those students hostage in order to increase student loan interest rates at
the behest of banks.

Q&A

(What about PLUS?)

Does CRS say there’s no excess profit?

What about interest rates from the last 15 years?

Couldn’t the rate just as easily end up being higher?



Isn’t the ndw rate friore volatile?
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House Subcommittee Proposals--Cost to Students and Parents
(In millions of dollars)

Cost to Students of Repeal of Scheduled Interest Rate Reduction
NPV Basis 612 1,501 1,620 1,737
Cash Basls 965 2,288 2,425 - 2,587

7,306
2,694 10,927

Reduction of In-School #nd Gruce Perlod Interest Rate [ e / / )OS ?
NPV Basis -80 -219 227 -249 -1,012 — UMM R
Cash Basis -126 -334 -340 =349 -36S -1,514

Allow Consolidation Loans from DL inte FFEL
NPV Basis - .
Cash Basis -

NT'V Basis -
Cash Basis -
" Students may benefit from lower inferest rutes under FFEL consolidation. CBO) has not yet
costed, but should be minimal.

Reduce Origination Pec by J/Percent on All Non-Consolidated Loans

NPV Basis -145 305 325 340 -335 -1,450
Cash Basis -152 320 341 357 352 -1523 ‘
a2
Total Cost p o
NPV Basis 387 977 1,068 1160 1252 4,844 et G4 "
Cash Basis 687 1,634 1742 1,851 1,977 7,891 1a O W
S

Budget Service
9/12/97
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Comparison of Student Loan Interest Rates under Current Law and House
Subcommittee Proposed Policy

Calendar Year

1988 1999 2000 2001 2002
Throe Month Treasury Bill Rate

€BO 5.00% 460% - 4.20% 3.80% 3.90% .
OMB _ rl 527% 5.08% 4.72% 450% © 450%
i

Ten Year Treasury Note Rate .

CBO 8.10% 580% 550% 550% 550% 7°

OMB 6.11% 5.72% 5.44% 5.25% 520% '
In Repaymeont Student Interest Rates under Currant Law?

cBO 7.10% 8.80% 6.50% 6.50% 6.50%

OMB _ 7.11% 6.72% 6.44% 6.25% 8.20%

in Repayment Student interest Rates under House Subcomittes Pollcy

cBo 8.10% 7.70% 7.30% 7.00% 7.00%
OMB 8.25%  8.18% 7.82% 7.60% 7.60%
Savings to Students under Current Law :
CBO 1.00% 0.90% 0.80% 0.50% 0.60%
OMB 1.14% 1.44% 1.38% 1.35% 1.40%

' Represents the comparable maturity rete for a 10-20 year loan on a fisca! year basis
? For loans originated after July 1, 1998
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Sample Comparisons Of Student Payments and Fee Reductions
under Current Law and House Subcommirttee Proposal

Student Aftending s 4 Year S8chool and Orlginating a Stafford Loan
Loan Amount = 3,431

Student Payment Comparison (Cash Basis)
CurrentLsw  House Plan Difference
4676 4,780 106

Origination Fe® Caomparison
CurrentLaw  House Plan Difference
137 103 34

Net Cost to Students = 71

Student Attending a 4 Year School and Originating an Unsubsidized Loan
Loan Amount = 3,672

Student Payment Comparison (Cash Basls)
Current Law  House Plan  Ditferance
5,401 6,637 148

Origination Fee Comparison
Current Law  House Plan Differerce
147 110 -37

Net Cost to S8tudents = 109

Under Current Law, student (nterest rates for in school and in repayment periods are
schaduled to be set at the 10 yewr Bond rate + 1%. Under lhe House plan, studoil 1ates
for in school periods would be set st the 81 day T-Bill +2,3% and rates for in repayment
periods would be est at the 91 day T-Blil + 3.1%,

Budget Service
09/11/97
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Proposed House Higher Education Amendment

Revised Preliminary CBO Cost Eatimate
(n mnllonsml-:;rs)

The Housae Is currendy coneidacing ah amsndment to tha FY 1888 appropriations bl that would make a number of changes to
the Federal student finahoial assistance programs. The amsndment would: (1) repesl the interest rate rgguction scheduled to
po Into effect on July 1, 1998—under which retas would be based on the 10-Your Transury Bond rate; (2) reduse the interest
rale during In-schoo! ahy grace periods by 20 basis points, fram the H1-day Treasury BAll rate plus 2.5 paresnt to the 91-day
sl plus 2.8 peruont, () ulive Dicect Loan borowers to consolidate lato the FFEL progrem; (4) allow FFEL barewoere
conaolidating Stafford Legne to retoin talr interest aubsidy; (5) standerdize Consolidabion Loan Interest rates for FFEL and
Direet Leank: (6) reducs orlgination fees on Sisfford and Unsubsidized Stafford Loens by 1 parcentage palnt, to @ fotal of

3 paroent for Direct Loans and 2 parcent for FFEL; end (7) changs nesd analysis formufae by changing the Incoma protection
allowange from $4,750 to $2,260 fo? depandant students, from 83,000 Lo $8,300 for eingle Independent studsnia and married
indspandan! aludants whare doth Bpouses are full-limg sludents, and rom $3,000 © $8,500 for muwrded inuopenidenl vludents
where only ane spouss s § full-ime stident.

198 2 1wR 00 2000 00 20010 202 1RgA-02

Repeal of Scheguled Interest Rate Regucton

BA 140 -$28% -£300 3340 -$365 <§51.400
Oullays : -680 §10% -sass -$205 -$338 -$1,180

Reductlon of In-8choc! and Grace Periog
Interast Rate to T-Bll pus 2,3 Percent !

Ba $19 -S4 -$50 -854 -$58 §225
Oullays 55 -$ey “$4r $44 -$48 3(7)
Alow Canaolidgtion trem Dircot Loona Inte FPEL
BA $40 $10 315 $20 §20 8105
Outisys 835 $10 $10 8§15 $20 $80
Allow FEEL Borowerr to Rewaln Stafford Benafits
When Consolicating ©
BA - - - - - -
Outdgys

Standandize DL end FFEL Consolidation Loan Interast Rales *
BA - - - -

Outlays - - - - -

Radyce Origination Fea by 1 Percant on All Logne
Othar than Conrnlidstion | oans

BA §145 $305 §325 $340 $365 $1470
Outlays %60 3230 $200 $300 8315  $1,228

Changes to Nead Analysls Formule (i.0an (ngucaments)

BA g10 SR 815 $20 820 §80
Cubtays 86 818 $16 818 815 ses
Changes 10 Need Analysls Formula (Pell Costs)
BA 8510 £490 5490 8510 $810 $2610
Oullsys r102 8408 $490 $404 3510  $2,002
Total
B8A $563 $568 8545 8550 $540  §2,705
Quuays 8152 $53 $s80 $529 §535 62,822

VED esfimate of CRBO coct projectieng.
2 Not yot costed by CBO.

912197
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Proposed House Higher Education Amendment

Revised Preliminary ED Cost Estimate
(in millions of doltars)

The House Is currently consldering an amendment to the FY 1998 appropriations bill that would make @ number of changas to
the Federe! student N@ncia! Bsslstance progusais. The amcudinent would: (1) repsal the interest rate roduction scheduled o
0o lnta affect on July 1, 1998~under which rates would b9 baged on the 10-Year Treasury Bond rate; (2) reduce the interest
rate during in-aohaol and graco poriode by 20 bavic puints, from the ©1-day Tressury Blil rate plus 2.% parcent to the 91-day
rete pius 2.3 percent; (3) aliow Dirsct Losn borrowsrs to consolidate inte the FFEL progrem; (4) aliow FFEL bofrowers
sonsolidating StaMarr Leans o ratwin thalr [ntareat subsidy: (5) standerdize Consolidaton Loan interest rates for FFEL end
Direct Loans; (8) raduce origination (ese on Staflord and Unsubsidized Stafford Loans by 1 percentage point, to a tetal of

3 percent for Direct Loans and 2 percent for FFEL; and (7) change need anslysks formulee by changing the incoma protection
allowanca from $1,750 to $2,250 for dependent studernts, from $3,000 to §5,600 for singla indepsndent studants and married
Independsnt students where both spouses are full-time students, and from $8,000 to $8,600 for married indepandent students
where only one spouse is a full-time student.

18E¢ 1889 2 2000 2001 2007  iR@O-02

Repeal of 8cheduled Intarest Rate Redustion
BA -$194 -$357 -8392 -$432 -$455  -8$1,630
Outays £235% 4278 $289 ~-$382 -3408  -81.,802

Reduction of ln-Sshoal and Grace Period
Interest Rata to T-Bill plus 2.3 Percent

BA $27 «§&z -$85 -$68 -§72 8206

Outlays $15 ~$42 -$56 358 -$3 -$231
Allow Consolldetion trom Direct Long into FFEL

BA $0 $0 50 $0 $0 80

Qulays to 80 Bo $0 €0 $0
Allew FFEL Borrowerg to Retuln Stafford Bonefils

when Consolidating

BA $0 S0 80 $0 $0 $0

Qutiaye $0 80 80 $ - 80 $0
Standardize DL and FFEL Consolldation Loan Interest Rates

BA na na n/a n/a nla nia

Outlays nva na va wa W n/a
meducs Originaton Pee Dy | Pauent un Al Luas

Other than Consalidation Loans
BA $339 8361 $383 $4na f4249 £4.914
Outays $184 $365 $268 $356 L3784 91,541
# Changes © Need Analysis Formula (Pell Costs)

BA ’ $488 $470 $471 5474 3487 82,344

Oullays €93 457 $470 8471 470 81,661
Chenges to Need Anglysls Formula (Laan Inducement)

BA 80 $0 80 . $0 $0 $0

Ouleys 30 80 $0 g0 60 §0
Tatal

BA §583 8412 8397 $376 $369 $2,137

Cullevs 827 492 $385 $387 -$378 $1.669

Br2eT
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Forecast for 1998

Source
Barnett Banks, Inc.
Conference Board
Comerica
Michael Evans, Kellogg School
Deutsche Morgan Grenfell
Wells Fargo Bank
Northern Trust Company
Bear Stearns and Co., Inc.
JP Morgan

NationsBanc Capital Markets, Inc.

Morgan Stanley and Co., Inc.
Weyerhauser Company

First Chicago NBD Corporation
LaSalle National Bank

First Union Corp

Ford Motor Company

Reeder Associates (Charles)
Bankers Trust Co.

National City Bank of Cleveland
DuPont

U.S. Trust Co.

SOM Economics, Inc.

Merrill Lynch

Georgia State University

Dun and Bradstreet

Fleet Financial Group

Wayne Hummer Investment LLC
U.S. Chamber of Commerce
Brown Brothers Harriman
Inforum-Univ. of Maryland
Cahners Economics

Standard and Poors Corp.
Turning Points(Micrometrics)
CoreStates Financial Corp.

Eggert Economic Enterprises, Inc.

National Assn. of Home Builders
Eaton Corporation

Chicago Capital Inc.

Chrysler Corporation

UCLA Business Forecasting Proj.
Macroeconomic Advisers, LLC
Kellner Economic Advisers
Prudential Insurance Co.

Chase Securities

General Motors Corporation

5.9

!
1

3-Mo

nth
5.10
5.80
5.50
5.30
5.20
5.60
5.50
5.50
5.90
5.00
6.20
6.60
5.20
5.40
5.60
6.40
5.00
5.20
na
5.30
5.30
5.30
490
5.10
5.20
5.30
5.40
5.50
na
5.20
5.30
5.30
5.10
5.30
5.30
5.20
5.00
5.30
5.20
6.10
5.00
5.00
4.80
5.20
5.80

g

10-Year Difference

6.10
7.30
6.70
6.00
5.40
7.10
6.80
6.10
7.00
6.00
7.20
6.60
6.90
6.50
6.20
7.00
6.60
6.40

na
6.60
6.50
6.20
5.80
6.10
6.40
6.40
6.50
6.30

na
7.20
6.40
6.20
6.40
6.40
6.30
6.30
6.50
6.10
6.30
7.30
6.20
6.30
6.10
6.00
7.00

1.00
1.50
1.20
0.70
0.20
1,50
1.30
0.60
1.10
1.00
1.00
0.00
170
1.10
0.60
0.60
160
1.20

na
1.30
1.20
0.90
0.90
1.00
120
1.10
110
0.80

na.

2.00
110
0.90
130
110
1.00
1.10
150
0.80
1.10
1.20
1.20
1.30
1.30
0.80
1.20



Motorola, Inc.

Prudential Securities, Inc.

PNC Bank
Econoclast
The Bostian Group

5.40
5.50
5.10
5.20
470

6.60

na
6.40
6.30
5.80

1.20
-5.50
1.30
1.10
1.10
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1998 Real GDP Consensus Forecast Jumps To 2.4%

ceees. -~ Percent Change 1998 From 1997 (Year-Over-Year) == |-~ Average For 1998 -—- | - Total Units-1998 - -1998-
1 2 3 4 5 6 7 8§ 9 10 11 12 13 14 15
:?{Real GDP GDP Nominal Consumer Indust. Dis. Pers. Persont] Noo-Res Corp. | Treas. . Treas. Unempl.| Housing Auto/Truck] Net
(Chained) Price GDP Price Prod. Income Cons. Exp Fit. Inx  Profits Bills Notes Rate Starts Sales Exports
| (92%) Index (Cur.$) Index (Total) (92%) (92%5) (925 (Cur.$) | 3-mo. 10-Year (Civ.) | (Mil) (Mil.) (92 %)
Barnett Banks, Inc. 32H 24 4.6 26 23 2.1 2.1 59 4.6 5.1 6.1 5.1 1.39 14.8 -142.0
Conference Board 3.1 22 54 29 42 28 35H "2 48 5.8 73 H 46 1.39 14.9 -148.0
Comerica 3.0 25 55 3.1 3.1 26 3.0 4 5.8 55 6.7 5.0 1.40 149 -115.0
Michael Evans, Kellogg School 3.0 19 49 2.7 36 40H 28 106 8.4 53 6.0 49 1.48 15.3 -146.0
Deutsche Morgan Grenfell 3.0 1.7 49 I15L 30 3.2 2.8 114 H 100 52 54 L 46 1.40 14.8 -146.0
Wells Fargo Bank 29 3.0 60H 29 30 28 24 c5 30 56 7.1 5.0 1.39 14.9 -113.0
Northern Trust Company 28 29 57 3.1 3.0 24 27 4 1.4 55 6.8 48 1.44 145 -109.5
Bear Stearns & Co., Inc. 28 18 45 24 37 27 24 109 6.1 55 6.1 45 L| 145 15.7 -156.0
J P Morgan 217 26 54 29 35 28 26 §.1 1.0 59 7.0 45 L| 136 149 -152.0
NationsBanc Capital Markets, Inc. 27 2.1 4.6 23 27 2.6 28 6.0 45 5.0 6.0 49 1.45 152 -134.0
Morgan Stanley & Co. Inc. 2.6 32 H 58 3.1 35 2.9 22 6.5 2.1 6.2 72 5.1 129 L na -138.0
Weyerhaeuser Company 2.6 2.5 5.1 3.1 33 2.6 27 95 5.0 66 H 6.6 46 1.41 15.1 -187.0
First Chicago NBD Corporation 26 25 5.2 26 43 H 2.1 2.6 9.6 127 H| 5.2 6.9 47 1.38 15.1 -134.0
LaSalle National Bank 26 25 5.1 29 2.9 25 27 "0 7.0 54 6.5 52 1.38 145 -120.0
First Union Corp 26 23 5.0 23 37 30 25 R 7.1 56 6.2 5.1 1.37 14.6 -107.0
Ford Motor Company 26 22 49 30 20 2.6 25 10.1 na 64 7.0 5.6 na na -141.0
Reeder Associates (Charles) 26 1.8 44 23 24 2.7 2.7 -8 1.4 5.0 6.6 5.4 1.45 15.0 -150.0
Bankers Trust Co. .25 26 53 29 2.6 24 23 -2 15 52 6.4 52 1.38 15.5 -136.4
National City Bank of Cleveland 25 23 48 3.0 3.1 29 2.7 -0 45 na na 49 1.40 15.5 -138.0
DuPont** 25 23 49 27 29 25 25 3 43 53 6.6 5.2 1.40 15.1 -118.0
U.S. Trust Co. 25 2.2 4.8 30 26 26 25 6.7 2.8 53 6.5 5.0 1.33 15.0 -136.0
SOM Economics, Inc. 25 2.1 47 24 30 29 26 67 48 53 6.2 4.6 1.40 15.0 -139.0
Merrill Lynch 25 1.8 44 2.3 3.1 27 24 £2 8.1 49 5.8 5.1 1.39 14.6 -139.0
Georgia State University* 25 1.6 42 2.7 29 35 2.7 53 15 5.1 6.1 4.6 1.40 15.3 -129.0
Dun & Bradstreet 24 26 5.0 28 24 2.6 2.7 £.1 22 52 6.4 55 1.35 15.5 -1494
Fleet Financial Group 24 25 5.1 3.0 28 26 26 -3 57 53 6.4 4.7 1.40 15.0 -106.6
Wayne Hummer Investments LLC* 2.4 24 49 29 3.0 26 26 6.1 38 54 6.5 52 1.35 149 -121.0
U.S. Chamber of Commerce 24 2.1 45 30 27 2.4 25 6.1 24 55 6.3 53 1.38 na -118.1
Brown Brothers Harriman 24 20 44 25 26 26 28 6.7 44 na na 52 1.38 14.9 -149.6
Inforum - Univ. of Maryland 23 2.6 49 30 29 26 2.0 £3 -3.1 5.2 7.2 49 1.45 14.4 -1185
Cahners Economics 23 23 46 3.0 2.7 24 23 9 44 53 6.4 5.5 1.33 149 -112.4
Standard & Poors Corp. 23 1.6 47 25 28 3.1 3.0 6.7 24 53 6.2 49 1.40 158 H| -200.1 L
Turning Points (Micrometrics) 22 24 46 29 25 2.8 2.1 42 5.1 5.1 6.4 5.1 1.44 158 H -1370
CoreStates Financial Corp. 22 24 45 27 25 23 24 56 na 53 6.4 53 1.33 14.8 -169.0
Eggert Economic Enterprises, Inc. 22 23 45 26 28 24 23 58 55 53 6.3 52 1.38 146 -130.2
National Assn. of Home Builders 22 23 47 25 24 23 22 65 1.7 52 6.3 5.1 1.38 15.0 -1152
Eaton Corporation 22 1.1 L 32 30 3.1 29 22 ) 8.0 5.0 6.5 53 1.41 15.2 -125.8
Chicago Capital Inc. 2.1 25 4.6 2.7 28 24 2.1 8.0 6.6 53 6.1 49 150H 149 na
Chrysler Corporation 2.1 25 4.6 2.6 24 23 23 57 49 52 63 55 1.40 na -135.0
UCLA Business Forecasting Proj.* 2.1 25 4.6 29 39 27 26 52 0.8 6.1 73H 538 1.30 14.6 -141.5
Macroeconomic Advisers, LLC** 2.1 23 44 24 1.7 23 23 §4 -14 5.0 6.2 5.0 1.33 15.2 -147.9
Kellner Economic Advisers 2.1 20 4.1 23 26 23 22 6.0 36 5.0 6.3 52 1.38 149 -128.0
Prudential Insurance Co. 2.1 20 4.1 24 3.0 20 22 27 40 48 6.1 5.7 1.42 na -147.0
Chase Securities, Inc. 2.1 1.9 40 2.1 37 21 2.6 84 37 52 6.0 50 na na -181.5
General Motors Corporation 20 25 46 29 26 20 21 45 20 58 7.0 54 1.31 na -118.0
Motorola, Inc. 2.0 24 44 27 24 2.6 26 65 na 5.4 6.6 5.1 1.40 15.4 -197.0
Prudential Securities, Inc. 20 23 43 3.1 26 21 23 40 40 55 na 53 1.35 14.9 -117.3
PNC Bank 1.9 22 43 26 2.1 20 na na 6.1 5.1 6.4 52 1.37 143 na
Econoclast 1.8 25 43 32H 20 1.9 1.9 i1 1.0 52 6.3 54 1.34 143 |- -1040H
The Bostian Group - HHG 07L 20 28L 26 I3L 15L 10L >25L -40L| 47L 58 58 L| 1.30 142 L{ -105.0
1998 Consensus: Sept. Avg. 24 23 4.7 27 29 2.6 25 6.8 4.1 54 64 5.1 1.39 15.0 -136.4
Top 10 Avg. 29 27 5.5 3.1 3.7 3.1 29 9.6 83 6.0 7.1 5.6 1.45 155 -110.5
Bottom 10 Avg. 19 17 4.0 22 2.1 20 20 L2 -0.3 5.0 59 46 1.32 14.5 -169.2
August Avg. 2.2 24 47 28 217 25 23 6.3 39 54 6.5 5.1 1.38 14.9 -1349
Number Of Forecasts Changed From A Month Ago:
Down 8 15 15 21 13 7 5 3 11 10 8 16 3 2 20
Same 14 26 13 26 18 21 13 10 13 22 30 28 31 20 8
Up 27 7 21 2 18 21 10 30 21 15 9 5 13 17 18
September Median 24 23 4.6 27 28 26 25 6.7 44 53 6.4 5.1 1.39 149 -136.2
September Diffusion Index 9% 42% 56% 31% 55% 64% T76% 3% 61% 55% S1% 39% 61 % 69 % 48 %

*Former winner of Annual Blue Chip Economic Forecasting Award, sponsored by Charles H. Brunie and the Manhattan Institute, N.Y., NY. **Denotes two-time winner.

BASIC DATA SOURCES: 'Gross Domestic Product (GDP), chained 1992$, National Income and Product Accounts (NIPA), Bureau of Economic Analysis (BEA);
2GDP Chained Price Index, NIPA, BEA; *GDP, current dollars, NIPA, BEA; “Consumer Price Index-All Urban Consumers, Bureau of Labor Statistics (BLS); *Total
Industrial Production, Federal Reserve Board (FRB); *Disposable Personal Income, chained 19928. NTPA, BEA; "Personal Consumption Expenditures, chained 19928,
NIPA, BEA; *Non-residential Fixed Investment, chained 19928, NIPA, BEA; *Corporate Profits Before Taxes, current dollars, with inventory valuation and capital
consumption adjustments, NIPA, BEA; "Treasury Bills, 3-month, secondary market, bank discount basis, FRB; "'10-Year Treasury note yield, FRB; "*Unemploy-
ment Rate, civilian work force, BLS; "Housing Starts, Bureau of Census; “Total U.S. Auto and Truck sales (includes imports and all weight classes of trucks), BEA;
5Net Exports of Geods and Services, chained 19928, NIPA, BEA
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1997 Real GDP Consensus Forecast Rises To 3.6 %

------------- Percent Change 1997 From 1996 (Year-Over-Year) -—-- Average For 1997 -- | - Total Units-1997 - |  -1997.
1 2 3 4 5 6 7 8 9 |10 11 12 13 14 15
Real GDP  GDP  Nominal Consumer Indust. Dis. Pers. Personal Non-Res. Corp. | Treas: Treas. Unempl. Housing Auto/T ruclj Net
(Chained) Price  GDP Price Prod. Income Cons. Exp Fix.Inv. Profits | Bills Notes Rate Starts Sales Exports
(928) Index (Cur.§) Index (Total) (92%) (92%5) (92%) (Cur.$)| 3.mo. 10-Year (Civ.) (Mil.) (Mil.) (92%)
J P Morgan 40H 2.1 61H 25 5.0 3.0 3.2 9.9 9.3 5.2 6.5 49 1.46 15.1 -136.0
Northern Trust Company 38 2.2 6.0 25 4.1 28 3.0 9.0 5.8 5.1 6.5 49 1.45 14.8 -124.1
Ford Motor Company 38 2.1 58 24 39 2.8 3.1 9.6 na 55 6.8 5.1 1.43 15.4 -132.0
Fleet Financial Group 3.8 2.1 6.0 2.5 4.1 29 32 10.3 79 52 6.5 49 1.46 15.1 -127.0
PNC Bank 38 2.1 61H 24 4.0 28 na na 8.8 5.2 6.5 48 L| 146 14.9 na
First Union Corp 38 2.1 6.0 25 4.6 28 3.0 9.1 8.2 5.3 6.4 5.0 1.43 14.9 -1220 H
Wayne Hummer Investments LLC* 38 2.1 6.0 26 44 35H 35 9.3 9.4 53 6.6 5.0 1.45 15.4 -125.0
Conference Board 38 20 59 24 43 29 32 9.2 10.5 5.2 6.6 4.9 1.48 15.0 -126.0
Wells Fargo Bank 3.7 22 6.0 25 39 27 29 9.5 7.2 5.1 6.6 5.0 1.47 15.1 -128.0
Barnett Banks, Inc. 37 2.1 5.8 24 39 2.6 30 9.1 8.6 5.1 6.4 5.0 1.44 15.0 -133.0
Bankers Trust Co. 3.7 2.1 59 25 39 28 31 10.0 9.6 5.1 65 5.0 1.45 15.1 -137.6
NationsBanc Capital Markets, Inc. 37 2.1 5.6 23 40 35H 3.1 8.0 6.0 5.1 6.4 5.0 1.46 15.1 -132.0
First Chicago NBD Corporation 37 2.1 59 24 40 2.6 3.0 10.0 78 5.1 6.5 5.0 1.44 15.4 -131.2
Dun & Bradstreet 3.7 2.1 58 2.4 4.1 24 L 21L 101 3.0 5.1 6.6 5.0 1.43 15.0 -1233
Deutsche Morgan Grenfell 3.7 2.0 59 1.7L 37 26 3.1 108 120 H| 5.1 6.4 49 1.40 144 L| -1320
U.S. Chamber of Commerce 37 2.0 5.7 2.7 34 33 3.2 8.9 1.1 5.1 6.6 5.1 1.46 na -122.7
Chase Securities, Inc. 3.7 20 5.7 24 4.1 2.8 30 94 84 52 6.5 50 na na -139.2
Michael Evans, Kellogg School 37 19 57 25 42 2.7 29 10.3 73 5.2 6.4 5.0 1.44 15.4 -127.1
Georgia State University* 3.7 1.8 5.6 24 42 3.1 3.1 9.2 5.6 52 6.5 49 1.45 14.9 -1414
Turning Points (Micrometrics) 36 24 H 6.0 29 H 39 3.2 2.8 8.7 6.7 5.1 6.6 5.0 1.44 155 -133.0
Motorola, Inc. 3.6 23 57 25 4.1 33 35 8.9 na 5.2 6.7 5.1 1.44 15.3 -1609 L
Morgan Stanley & Co. Inc. 3.6 22 59 25 45 32 3.0 9.7 717 59H 70H 50 137 L na -1430
Chicago Capital Inc. 3.6 22 5.8 24 4.0 3.1 36 H 100 6.6 5.1 6.5 5.0 1.45 14.7 na
Prudential Securities, Inc. 36 22 58 25 4.7 3.1 32 8.1 6.8 52 na 5.1 141 15.1 -124.4
Cahners Economics 36 2.1 5.7 25 4.0 2.8 29 95 6.7 53 6.6 5.1 1.41 15.0 -129.7
Macroeconomic Advisers, LLC** 36 2.1 58 24 39 26 3.0 99 1.7 50L 65 49 1.44 15.3 -1323
Chrysler Corporation 3.6 2.1 5.7 24 4.0 26 29 9.2 9.1 52 6.5 5.1 1.43 15.3 -133.0
Brown Brothers Harriman 36 2.1 5.8 23 3.9 26 3.1 93 6.3 na na 50 1.44 15.0 -138.3
National Assn. of Home Builders 36 2.1 5.8 25 4.0 2.7 29 9.0 79 52 6.5 5.0 1.44 15.1 -128.2
DuPont** 36 2.1 5.8 24 42 28 29 9.4 6.5 5.1 6.5 51 1.46 153 -127.0
Reeder Associates (Charles) 3.6 20 56 22 38 2.7 29 9.0 54 52 6.5 5.0 1.45 15.0 -135.0
UCLA Business Forecasting Proj.* 36 20 53 25 64H 32 33 79 44 53 6.8 49 1.46 16.2 H| -1394
LaSalle National Bank 3.6 19 55 25 4.0 3.0 3.1 9.0 10.0 52 6.5 5.0 1.46 147 -130.0
General Motors Corporation 35 2.2 57 25 4.1 35H 35 9.0 50 52 6.6 5.1 1.42 na -129.0
Econoclast 35 2.1 56 2.7 38 29 3.1 75 6.5 5.3 6.6 5.0 1.40 149 -126.0
Comerica 35 2.1 5.6 27 42 29 3.1 9.9 74 5.2 6.6 49 1.48 15.2 -130.0
Eggert Economic Enterprises, Inc. 35 20 55 25 42 32 3.1 85 73 5.2 6.4 5.0 1.46 15.0 -133.7
Bear Stearns & Co., Inc. 35 2.0 55 25 43 28 29 103 7.1 5.2 63 L 49 1.48 15.5 -141.0
National City Bank of Cleveland 35 20 5.5 26 4.1 3.2 30 9.0 6.0 na na 5.0 1.SOH 155 -136.0
Weyerhaeuser Company 3.5 20 55 25 4.8 3.1 3.1 99 9.5 53 6.5 5.0 147 na -146.0
U.S. Trust Co. 35 1.9 57 26 34 34 33 ILSH 175 52 6.4 5.0 1.44 14.9 -143.0
CoreStates Financial Corp. 34 22 52 22 4.0 217 3.0 87 na 53 6.5 5.0 1.42 14.8 -143.0
SOM Economics, Inc. 34 2.1 55 24 4.2 27 28 9.1 79 52 6.5 4.9 1.44 154 -135.0
Kellner Economic Advisers 34 2.0 54 25 39 3.1 3.0 85 70 5.2 6.5 5.0 1.43 15.1 -130.0
Eaton Corporation 34 19 54 2.7 3.7 28 29 9.6 84 50L 65 5.1 1.45 5.1 -132.8
Merrill Lynch 34 1.9 54 24 42 3.0 29 9.7 9.9 5.1 63 L 5.1 1.43 14.8 -140.0
Standard & Poors Corp. 34 I3 L 55 24 42 27 32 8.9 9.0 5.1 64 5.0 1.S50H 154 -155.4
Prudential Insurance Co. 33 20 53 2.5 4.0 27 28 7.0 7.5 50L 64 52 H| 144 na -137.0
Inforum - Univ. of Maryland 32 22 55 26 38 2.5 2.8 93 48 5.1 6.9 50 1.44 14.6 -130.0
The Bostian Group - HHG 27L 20 48 L 24 32L 29 28 60L -20L| SOL 64 5.2 H| 1.40 14.7 -130.0
1997 Consensus: Sept. Avg. 3.6 2.1 5.7 25 41 29 3.0 9.2 7.4 52 65 5.0 1.44 15.1 -133.6
Top 10 Avg. 3.8 22 6.0 2.7 4.7 33 34 10.3 10.0 54 6.7 5.1 1.48 15.5 -124.8
Bottom 10 Avg. 3.3 1.9 53 23 3.7 26 28 79 44 5.0 6.4 4.9 141 147 -145.3
August Avg. 34 2.1 56 25 4.1 3.1 3.0 8.9 75 52 6.5 50 1.44 15.1 -134.5
Actuals 1993 23 2.6 50 3.0 34 17 29 7.6 15.1 3.0 59 6.8 1.29 14.2 -70.2
1994 3.5 24 59 2.6 5.0 22 33 8.9 15.8 43 7.1 6.1 1.46 15.5 -104.6
1995 2.0 25 4.6 2.8 33 33 24 9.0 139 55 6.6 5.6 1.35 15.1 -98.8
1996 28 23 5.1 30 2.8 29 2.6 92 13.2 5.1 6.4 54 1.47 15.4 -114.4
Number Of Forecasts Changed From A Month Ago:
Down 5 10 7 19 22 20 10 9 15 14 14 14 6 4 9
Same 12 30 10 29 15 23 20 14 13 26 24 30 22 20 14
Up 32 8 32 1 12 6 18 25 18 7 8 5 20 18 25
September Median 36 2.1 57 2.5 40 28 3.0 9.2 75 52 6.5 50 1.44 5.1 -132.2
September Diffusion Index 8% 48% 76% 32% 40% 36% 58% 67% S3% 43% 43 % 41 % 65% 67 % 67 %

*Former winner of Annual Blue Chip Economic Forecasting Award, sponsored by Charles H. Brunie and the Manhattan Institute, N.Y., NY. **Denotes two-time winner.



Forecast for 1997

Source
JP Morgan
Northern Trust Company
Ford Motor Company
Fleet Financial Group
PNC Bank
First Union Corp
Wayne Hummer Investments LLC
Conference Board
Wells Fargo Bank
Barnett Banks, Inc.
Bankers Trust Co.
NationsBanc Capital Markets, Inc.
First Chicago NBD Corporation
Dun and Bradstreet
Deutsche Morgan Grenfell
U.S. Chamber of Commerce
Chase Securities, Inc.
Michael Evans, Kellogg School
Georgia State University
Turning Points(Micrometrics)
Motorola, Inc.
Morgan Stanley & Co., Inc.
Chicago Capital Inc.
Prudential Securities, Inc.
Cahners Economics
Macroeconomic Advisers, LLC
Chrysler Corporation
Brown Brothers Harriman
National Assn. of Home Builders
DuPont
Reeder Associates(Charles)
UCLA Business Forecasting Proj.
LaSalle National Bank
General Motors Corporation
Econoclast
Comerica

Eggert Economic Enterprises, Inc.

Bear Stearns and Co., Inc.
National Bank of Cleveland
Weyerhauser Company
U.S. Trust Co.

CoreStates Financial Corp.
SOM Economics, Inc.
Kellner Economic Advisers
Eaton Corporation

3-month

5.20
5.10
5.50
5.20
5.20
5.30
5.30
5.20
5.10
5.10
5.10
5.10
510
5.10
5.10
5.10
5.20
5.20
5.20
5.10
5.20
5.90
5.10
5.20
5.30
5.00
5.20
na
5.20
5.10
5.20
5.30
5.20
'5.20
5.30
5.20
5.20
5.20
na
5.30
5.20
5.30
5.20
5.20
5.00

10-year

6.50
6.50
6.80
6.50
6.50
6.40
6.60
6.60
6.60
6.40
6.50
6.40
6.50
6.60
6.40
6.60
6.50
6.40
6.50
6.60
6.70
7.00
6.50

na
6.60
6.50
6.50

na
6.50
6.50
6.50
6.80
6.50
6.60
6.60
6.60
6.40
6.30

na
6.50
6.40
6.50
6.50
6.50
6.50

Difference
1.30
1.40
1.30
1.30
1.30
1.10
1.30
1.40
1.50
1.30
1.40
1.30
1.40
1.50
1.30
1.50
1.30
1.20
1.30
1.50
1.50
1.10
1.40

-5.20
1.30
1.50
1.30

na
1.30
1.40
1.30
1.50
1.30
1.40
1.30
1.40
1.20
1.10

na
1.20
1.20
1.20
1.30
1.30
1.50



Merrill Lynch
Standard and Poors Corp.

Prudential Insurance Corp.

Inforum-Univ. of Maryland
The Bostian Group-HHG

5.10
5.10
5.00
5.10
5.00

6.30
6.40
6.40
6.90
6.40
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House Subcommittee Proposals--Cost to Students and Parents
(In millions of dollars)

1998 1999 2000 2000 2002 199802

Cost to Students of Repeal of Scheduled Interest Rate Reduction
NPV Basis 612 1,501 1,620 1,737 1,836 7,306
Cash Basis 965 2,288 2,423 2,557 2,694 10,927

Reduction of In-School and Grace Period Interest Rate
NPV Basis -80 -219 -227 - 237 -249 -1,012
Cash Basis -126 -334 -340 -349 -365 -1,514

Allow Consolidation Loans from DL into FFEL
NPV Basis - - - - - -

Cash Basis - - - - - -
* Students may benefit from lower interest rates under FFEL consolidation. CBO has not yet

costed, but should be minimal.

Allow FFEL Borrowers to Retain Stafford Benefits When Consolidating

NPV Basis - - - - - -
Cash Basis - - - .- - -
* Students may benefit from lower interest rates under FFEL consolidation. CBO has not yet

costed, but should be minimal.

Reduce Origination Fee by 1 Percent on All Non-Consolidated Loans

NPV Basis -145 =305 -325 -340 -335 -1,450
Cash Basis -152 -320 -341 -357 -352 -1,523
Total Cost

NPV Basis 387 977 1,068 1,160 1,252 4,844

Cash Basis 687 1,634 1,742 1,851 1,977 7,891

Budget Service
9/12/97

g1003/003
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Proposed House Higher Education Amendment -- Preliminary ED Cost Estimate
(In millions of dollars)

The House is currently considering an amendment to the FY 1998 appropriations till that would make a number of changes to
the Federal student financial assistance programs. The amendment would: (1) repaal the interest rate reduction scheduled to
go into effect on July 1, 1898--under which rates would be based on the 10-Year Treasury Bond rate; (2) reduce the interest
rate during in-school and grace periods by 20 basis points, from the 91-day Treasury Bilt rate plus 2.5 percent 1o the 91-day
rate plus 2.3 percent: (3) aliow Direct Loan borrowers to consolidate inlo the FFEL program: (4) allow FFEL borrowers
consolidating Stafford Loans to retain their interest subsidy; (5) standardize Consolidation Loan interest rates for FFEL and
Diract Loans: (6) reduca origination fees on Stafford and Unsubsidized Stafford Loans by 1 percentage point, to a total of

3 percent for Direct Loans and 2 percent for FFEL; and (7) change need analysis formulae by changing the income protection
allowance from $1,750 to $2.250 for dependent students, from $3,000 to $5.500 for single independent students and married
independent students where both spouses are full-time students, and from $6,000 to $8,500 for married independent students
where only one spouse is a full-time student.

1908 18 2000 2001 @ 2002 199802

Repeal of Scheduled interest Rate Reduction

BA -$194 -$357 -3392 -$432 -3455 -31,830
Outlays -$235 -$278 -$299 -$382 -§408  -$1,602

Reduction of In-School and Grace Period
Interest Rate to T-Bill plus 2.3 Percent

BA -$27 -362 -$65 -368 -§72 -$295

Outlays -$15 -842 -$55 -$58 -361 -$231
Allow Consolidation from Direct Loans into FFEL

BA $0 $0 $0 $0 $0 $0

Outlays $0 50 $0 50 80 $0
Allow FFEL Borrowers to Retain Stafford Benefits

When Consolidating :

BA 80 $0 $0 S0 $0 $0

Outlays $0 $0 $0 30 $o $0
Standardize DL and FFEL Consolidation Loan Interest Rates

BA wa 'E nia n/a n‘a n/a

Qutlays na na n/a n/a n/a n/a
Reduce Origination Fee by 1 Percent on All Loans

Other than Consolidation Loans
BA ' $339 $361 3383 $406 $428  $1,918
Outlays $184 $355 $2689 $356 $377 §$1,541
PN

Changes to Need Analysis Formula (Pell CostsD '

BA L $85 $94 -$40  -5166  -$370  -$397

Outlays $17 $85 $67 -363 -$204 -$08
Changss to Need Analysis Formula (Loan Inducement)

BA $0 30 $0 $0 $0 $0

Outlays $0 $0 $0 $0 80 §0
Tolal :

BA ' $203 $36 $114 -$261 -8468 -$604

Outlays -84¢ $120 -318 -$147 -$296 -$390

9/11/97
Budget Servica
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Proposed House Higher Education Amendment -- Preliminary CBO Cost Estimate
{In millions of dollars)

The House Is curently considering an amendment to the FY 1998 appropriations bill that would make a number of changes 1o
the Federal student financial assisiance pragrams. The amendment would: (1) rapeal the interest rate reduction schaduled to
g0 Into effect on July 1, 1998-under which ratas would be based on the 10-Year Traasury Bond rate; (2) reduca the interest
rate during In-school and graca periods by 20 basis peints, from the 91-day Traasury Bili rate plus 2.5 percent to the 81-day
rate plus 2.3 percent: (3) allow Direct Loan bofrowers te eonsolidate into the FFEL program; (4) aliow FFEL borrowars
consolidating Stafford Loans to retain their interast subsidy; (5) standardize Consolidalion Loan Interegt rates for FFEL and
Direct Loans; (B) raduca erigination fees an Stafford and Unsubsidized Stafford Loans by 1 percenlage point, to a total of

3 percent for Diract Loans and 2 percent for FFEL; and (7) change need analysis formuiae by changing the incame protection
allowance from $1,750 1o $2.250 for dependent students, from 53,000 to $5.500 for single independent students ang married
Bacausa the proposed language would amend the FY 1998 appropriations bill, its affect would be limited to the pariod ending
September 30, 1998. Costs for this pariod are shown below under FY 1998. For illustrative purposes, however, the

follswing estimates alsc show costs that would otur if the proposal was In affact for the full FY 1998-2002 budget window.
independant students where both spouses are full-tlime students, and from $6,000 © $8,500 for married independent students
where only one spouse is a full-time student.

0
L

jo08 1889 2000 2001 2002 189802

Rapaal of Scheduled Interest Rata Reduction

BA 8140 -§255 -$300 $340 $365 -$1,400
Outlays -380 -$195 -$255 -3295 -5325 -81,150

Reduction of In-Schaool and Gracs Pariod
Interest Rate to T-Bill plys 2.3 Percent '

8A 319 -$44 -350 -$54 -$58 -§225

Outlays -85 -329 -$47 <344 -348 -$173
Allow Consolidation from Direct Loans Into FFEL

BA $40 $10 $15 $20 320 $105

Outlays 335 $10 $10 315 $20 $90
Allow FFEL Borrowers to Retain Stafford Benefits

When Consolidating ?

BA - - - - - -

Qutiays - - - - - -
Standsrdize DL and FFEL Consolidation Loan Interest Rates

BA - - - - - -

Outlays - - - - - -
Reduce Origination Fee by 1 Percent on All Loans

QOther than Consolidation Loans

BA $145 $305 $325 9340 $355 $1,470

Qutlays $90 $230 $290 $300 $315 $1.225
Changes to Nead Analysts Formula (Loan Inducements)

BA $10 $15 $15 $20 $20 $80

Ouwtlays . $5 315 $15 S15 %15 $65
Changes lo Nead Analysls Formula (Peli Costs)’

BA : $35 §85 $85 $85 $85 %425

Outlays $17 $83 $85 $25 385 $355
Tota!

BA $140 $180 $140 $125 $115 $650

Qutiays $67 $143 $145 $120 $110 3585
! ED estimats of CBO cost projections,
2 Nt yot eostad by €8O,
3 ED astimats of CBO projection. Assumes FY 1998 coats stralghtiinad through FY 2002.

9/11/87
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Pell Awards for Hypothetical Students in Award Year 1998-98

. Assuming a $3,000 Maximum Grant

Current
Profile Law

Dependent Student
Four in Family

One in College

Parents Married
$30,000 Parent Income
$2,500 Student Income
Assets below Threshold
Independent Student $1,150
Single, No Dependents
$7,500 Income

Assets below Threshold
Independent Student $760
Married, No Dependents

One in College

$15,000 Income

Assets below Threshold

/mq?a»cxfr

President's
Proposal

$1,850

AY

House
Amendment
$1.950 $2,150
$3,000 $2.450
$3,000 $2,050

‘mﬁu

o (’)Vm (Ainn

P.4s7

Budget Service 08/11/97
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Sample Comparisons Of Student Payments and Fee Reductions
under Current Law and House Subcommittee Proposal

Student Attending a 4 Year School and Originating a Stafford Loan
Loan Amount = 3,431 -

Student Payment Comparison (Cash Basis)
Current Law  House Plan  Difference
4,675 4,780 105

Origination Fee Comparison
CurrentLaw  House Plan Difference
137 103 -34

Net Cost to Students = 71

Student Attending a 4 Year School and Originating an Unsubsidized Loan
Loan Amount = 3,672

Student Payment Comparison (Cash Basis)
Current Law House Plan Difference
6,491 6,637 146

Orliglnation Fee Comparison
Current Law House Plan Difference
147 110 =37

Net Cost to Students = 109

Under Current Law, student interest rates for in school and in repayment periods are
scheduled to be set at the 10 year Bond rate + 1%. Under the House plan, student rates
for in school periods would be set at the 91 day T-Bill + 2.3% and rates for in repayment
periods would be set at the 91 day T-Bill +3.1%.

Budget Service
9/11/97
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Sample Comparisons Of Student Payments and Fee Reductions
under Current Law and House Subcommittee Proposal

Student Attending a 4 Year School and Originating a Stafford Loan
Loan Amount = 3,431

Student Payment Comparison (NPV Basis)
Current Law  House Plan Difference
2.739 2,800 62

Origination Fee Comparison
Current Law House Plan Difference
137 103 -34

Net Cost to Students = 27

Student Attending a 4 Year School and Origlnating an Unsubsidized Loan
Loan Amount = 3,672 =

Student Payment Comparison (NPV Basis)
Current Law House Plan Difference
3,803 3.888 86

Origination Fee Comparison
Current Law House Plan Difference
147 110 37

Net Cost to Students = 49

Under Current Law. student interest rates for in school and In repayment periods are
scheduled to be set at the 10 year Bond rate + 1%. Under the House plan, student rates
for in school periods would be set at the 91 day T-Blll +2.3% and rates for in repayment
periods would be set at the 91 day T-Bill + 3.1%.

Budget Service
9/11/97
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Comparison'of Current Law Student Interest Rates and House Subcommitte Policy
(Using CBO Interest Rate Foracasts)

In School/ln Grace Interest Rates
Current Law
House Subcommittee Policy

in Repayment Interest Rates
Current Law
House Subcommittee Policy

CBO Forecasts

10 Year Treasury Note
3 Month Treasury Bill

' For loans originated after July 1, 1998

1998’
7.10%
7.30%

7.10%
8.10%

6.10%
5.00%

1999
6.80%
6.90%

6.80%
1.70%

5.80%
4.60%

Fiscal Year
2000

6.50%
6.50%

6.50%
7.30%

5.50%
4.20%

2001
6.50%
6.20%

6.50%
7.00%

5.50%
3.90%

2002
6.50%
6.20%

6.50%
7.00%

5.50%
3.80%

Budget Service
9/11/87
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Rate (%)

20.00

18.00

16.00

14.00

12.00

10.00

8.00

6.00

4.00

2.00

Interest Rate Comparison Betwean Two Treasury Formulae

— a3 0. Bill + 3.10%
e 10-Y1 Trey + 1.00%
Smmenmen § 25%, Interest Rate Cap

p
-+
qb
p
-
<
-
p

7/81 7/82 7/83 7/84 7/85 7/86 7/87 7/88 7189 7/90 7/91 7192 7193 7/94 7135 7/26
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2002.04

1886.04 1993.04 1998.04

1982.04

1978.04

May 1997 through September 2007 (CBO Projection)
1973.04

10-Year US Treasury Note Yield less 91-Day US Treasury Bill Yleid
April 1953 through April 1997 {(Actua)) and

1968.04

1963.04

-----------------------------------------------

1958.04

1963.04

5.00
4.00
-2,00

g
q.,

-4.00
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WHY BORROWERS, SCHOOLS, AND LENDERS WILL BE BETTER OFF BY
REPEALING THE INTEREST RATE FORMULA CHANGE SCHEDULED FOR 1998
Under current law, the rate charged to borrowers on new Stafford loans will change on
July 1, 1998. The new rate will be the 10-year Treasury Note plus 1.0 percent. instead of the

current 91-day Treasury Bill plus 3.1 percent (2.5 percent for in-school periods).

' Even though under current Congressional Budget Office projections borrowers would appear

10 be better off under the new 1998 rate, borrowers should not expect lower rates in the long
run. Interest rates change constantly; so do the relative levels of 10-year Treasury Notes and
9] -day Treasury Bills. In fact, interest rate movement since the CBO projections were issued
already show that projected borrower savings are, at best, significantly overstated. Over the
past 15 years. borrowers would have paid on average slightly more had the 1998 interest rate
been in effect instead of the current rate.

All experts agree that a market for financing student loans indexed to the 10-year Treasury
Note does not exist. Financing costs for FFELP lenders would increase substantially at a
time when a recent Congressional Research Service report makes it clear that there is
virtually no fat left in the FFELP to cut. The healthy competition between the FFELP and
Direct Loans which benefits borrowers and schools wil] be undermined. In contrast. there is
an efficient global market for financing student loans indexed to the 91-day Treasury Bill.
Repealing the 1998 interest rate change will result in scoreable budget savings. These |
savings c;n be used to provide rea] rather than illusory bcneﬁts to borrowers. For example,

the borrower paid origination could be lowered and the current 8.25% interest cap could be

rcduced._

REPINRATE.DOC June 2. 1997
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Comparison of Borrowar Interest Rates

-Month T-Bi -Year T-

3-MONTH T-BILL + 10-YEAR T-NOTE +
YEAR 3.1% (8.25% CAP) 1.0% (8.25% CAP) |
1983 8.25% 8.25%
1984 8.25% 8.25%
1985 8.25% 8.25%
1986 8.25% 8.22%
1987 8.25% 8.25%
1988 8.25% 8.25%
1989 8.25% 8.25%
1990 8.25% 8.25%
1991 8.25% 7.70%
1992 7.36% 7.69%
1993 6.22% 6.79%
1994 7.43% 8.25%
1995 8.25% 7.60%
1996 8.25% 7.90%

5131 quotes
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Goigman. Sacns & Co. | 85 Braad Street | New York. New York 10004
Yel: 212-802-6376

Tnomas D. Lasersohn

ng Director .
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SHci

May 16. 1997

William M.E. Rachal. Jr.

Vice President

Stuaent L.oan Marketing Association
11600 Sallie Mae Drive

Reston. VA 20193

Dear Bill:

As you requested. we have reviewed the financial impact of the scheduied change of the interest
rate on FFELP student loans from the quarterly average of the weekly auctions of three month
Treasury Bills (3M T-Bill) plus 310 basis points (in repayment) to the yield of a “secunty with a
comparable maturity” pius 100 basis points. In the absence of authoritative guidance on exactly how
the new rate will be calculated. we have assumed that the new rate will be the yield of the then
current ten year Treasury Note (10 Yr UST) at the beginning of each calendar quarter plus 100 basis
points (Dp). We have the foliowing observations.

Historical Data

We reviewed data from the first quarter of 1982 through the fourth quarter of 1996. Over that period,
3M T-Bills « 310 bp exceeded the 10 Yr UST + 100 bp by an average of 6 bp. The accompanying
cnans graph the data over time (Charm 1 shows the spread between the two series; Chart 2 shows
tne values of the two senes). The greatest positive difference was 219 bp, and the greatest negative
difference was 238 bp. The standard deviation of the quarterly abservations is 108 bp. By factoring
in the borrower interest rate cap of 8.25%, one can compare the approximate rate that wouid have
been paid by student borrowers under the two indices. This companson shows that the Treasury
Note based series exceeded the T-Bill based seres by an average of 7 basis pomts.

Discussion

The significant volatiiity of the difference between the two interest rates suggests that a holder of
student loans who funds them sc as to minimize swings in net mterast income would have to adjust
its current tunding strategy if the 10 Yr UST became the new index for student loans. Two ways to
do this would be to (1) issue securities indexed to the yield of the 10 Yr UST with & Quanerly reset or
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(2) hedge the rate nsk atributable to the difference between 3M T-Bills and the 10 Yr UST quanterly
reset.

tssuing 10 Yr UST Quarterly Reset Securities

The closest market to a 10 Yr UST quarterly resst is the market for fioating rate securities indexed to
the 10 Yr Constant Maturity Treasury (10 Yr CMT). Although 10 Yr CMT ficaters are issued from
time to time. there are few natural buyers of that index, and the volume of issuance is quite limited.
A significant expansion of that market, such as would be required to suppont large scale issuance to
fund student ioans, would require the unearthing of a substantial new group of investors.

Hedging

Because few natural buyers of 10 Yr UST quarterly reset exist hedging requires establishing
positions in the Treasury bond market (cash or futures) and short term market (T-Bills or Eurodoliar).
The cost of this hedge is reflected in the quotes for 10 Yr CMT vs. 3M T-Bill interest rate swaps. We
have priced tnis “"swap” for different trade dates assuming the notional balance of the swap matches
tne baiance of a student loan that does not amortize for two years and then is paid back over ten
vears. The following table sets out the spread (or cost) at which a swap counterparnty would agree to
receive 10 Yr CMT reset quarterly and pay 3M T-Bill weekly reset quarterty.

Receive 10 Yr CMT vs.
Pay 3M T-Bill + Spread

December 23. 1993

Pricing Date ‘ Spread
December 31, 1996 ' 77 bp
Augusi22, 1995 | 79 bp
June 20, 1996 ' 72 bp
January 25, 1996 l 87 bp
January 25. 1995 f S1bp
J
I

141 bp
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This indicates that, although a swap would sliminate the interest rate risk between student loans and
their funding, the effective gross yield of the student loans before expenses (including_costs of
financing. origination, servicing, offset fees and taxes, etc.) would be reduced from 3M T-Bills + 310
bp to a range of 3M T-Bills + 151 bp to 3M T-Bills + 241 bp. Today's yield would therefore be

reduced by between 9 bp and 159 bp.

As mentioned above, there are few natural receivers of 10Yr CMT. As a result, most counterparties
wiliing to receive 10 Yr CMT are dealers. This limits the liquidity and capacity of the market as
dealers reach balance sheet and risk exposure limits. Trades of several hundred miliion dollars

Alternatives

As an alternative 1o trving to match the yield on assets and liabilities. a holder of student loans could
SimDly accept the interest rate mismatch. This would reduce the predictability of eamings and
inCrease the riskiness of their business. Access to financing in this case would be more expensive
tor substantially all student loan originators.

Conclusion

It 15 not possible to know whether the data we analyzed or current marke! conditions are

reoresentative of future relationships. Nevertheless. if historical and current relationships do prevail,

the scheduled change of index for FFELP loans will both increase the voiatility of eamings of student
. loan lenders and decrease the expected retum on FFELP ioans.

Sincerely.
/
7 2 {.

‘/I./ﬁ.’-”"f*—.o G e
Thomas D. Lasersohn
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An_Analysis of the Scheduled Recalibration of Student Loan Interest Rates

Prepared by PaineWebber

On July 1, 1998. the index used to determine the interest rate on federal student loans is
scheduled 1o be recalibrated from the 9] -Day Treasury Bill to the “bond equivalent rate of the
securities with a comparable maturity.” which has been determined to be the 10-Year Treasurv
Note. Ostensibly. the motivation behind this change is to offer students lower interest rates and
10 parallel more closely the Department of Education's Borrowing Rate ("DBR").

As the implementation date for this change nears, PaineWebber has performed extensive
analyses of the impacts of the conversion in rate. We conciude that the use of the DBR does little
to improve the program for borrowers or to encourage lenders to remain in the FFEL Program.

Thz replacement of the existing Treasury bill rate system with a DBR based system is a needless
change 10 2 pair of programs that delivers 7.5 million loans to borrowers annualiyv. The FFEL
and Direct Loan Programs originated over $250 billion of loans. which have a Treasun\ bill-
based return and/or statutorily fixed interest rate. over the past 20 vears. The success of these
systems relative to their predecessor. the defunct Federally Insured Student Loan Program
(FISL). can be atributed 10 the establishment of market interest rate-based Joans and the
deveiopment of an adequate secondary market for these loans.

Legislation passed in 1972 and 1976 was instrumental in developing the infrastructure of a
secondary market in student loans to encourage lenders to participate in the program. thereby
expanding student access 10 postsecondary education. A shift today 10 a DBR-based svstem
would be a significant departure from the mechanism that has provided the high degree of
hiquidity that exists in the svstem today and under which al| loan servicing systems have been
c=veloped.

The major drawback to the DBR s that it is not representative of the funding costs that Joan
holaers face in the marketplace 1o finance therr loan portfolios. Indeed. it is not a true market
rats to the Depanment either. but rather a rate assigned to the Depaniment by the Treasurv
Department. Further. the rate assessed by Treasury is established as a matter of policy. rather
than a reflection of any direct or indirect financing activity 1o finance the Department of
Education’s direct ioan portfolio. The Treasurv's borrowing program and govermnment financing
schedule is in no way related 10 or dependent upon the volume or timing of Direct Loans i
originated by the Department.

In contrast. banks. financial institutions. and secondary markets finance their student loan
holdings primarily through the issuance of a variety of debt instruments whose matunity or
Interest rate reset perjod is generally not longer than 90 days. The reason for this is that this is
the most liquid sector of the market. The existing Treasury bili-based special allowance payment

DaicAVZLL
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structure supports the secondary market for loans. in that there is no mismatch between the
establishment of the loan rate (shortly before June | of each vear) and the date of actual ioan
origination. Lenders do not have to raise money in June in order to lock in interest rates in
anucipation of financing a loan's second disbursement the following January. Sales of loans
from lenders to secondary markets could also be affected bv the staleness of the loan and SAP

rates.

Before addressing other issues that may arise from such a radical change in the interest rate reset
mechanism, it is useful 10 review what impact the proposed change may have on borrowers and
the federal government. This may determine whether there are sufficient benefits to warrant the
significant cost that would be imposed on lenders to modify servicing systems to accommodate
the proposed reset methodology.

Borrowers

Borrowers would benefit from a DBR mechanism if the resulting ioan rate were iower than the
rate determined by the existing reset feature. To determine how each reset mechanism would
have performed (i.e. which method was befter) over time through a vanety of market
environments, a pro forma analvsis was undertaken from 1975 to0 present. The results were as

follows:
Borrowers' rate in repayment was lower: of Years Avg. Size of Benefir (%)
As a result of the DBR Formula 2 0.49%
As aresult of the Treasury Bill Formuila 4 : 1.03%

Hepce. bomrowers would have fared beuner. more ofien and by a wider margin. with the Treasun:
bill-based formula rather than the DBR Formula

Federal Government

Thne rederal government currently pavs SAP to holders and reinsures the Interest on defaulted
loans to guaranty agencies. Any change in the method of computing these rates could affect
federal outlays. Once again. a pro forma analysis from 1983 forward was performed for the two
rate-sening mechanisms. Although the two rates flucruated wildly in a cyclical fashion. the
average spread differential between them over the past 14 years was only 10 basis points
(0.10%). For the most recent five-year period. the Treasury bill-based formula would have
resulted in a lower overall interes: rate by 13 basis points. Indeed. the anached graphs show that
the moving average spread berween these two formulae are rarely far from zero. A look at a
polvnomial trend analvsis shows a high degree of cvclicality with the current trend indicating the
Treasury bill formula wil] result in lower future interest rates than the DBR. For different
peniods of time the differential js as follows:

) ¢ SEPRPA | '/ A K T
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Observed Period Amount DBR Formula Exceeds The T-Bill Formula

January 1992 - December 1996 0.13%
January 1987 - December 1996 -0.23%
January 1983 - December 1996 -0.10%

It appears then that the existing Treasury bill-indexed borrower interest rates and SAP rates
provide better execution for borrowers, the federal government and lenders. More imporantiy.
Congress and the Administration have agreed to operate both the Direct Loan and FFELP
programs and to permit “individual educational institutions to choose which program best meets
their needs and the needs of their siudents.”

The underlying premise of the Direct Loan Program is that it is publicly financed. and the
underiying premise of the FFELP is that loan capital is provided by private lenders. It would
seem counter 1o these premises to convert the subsidy mechanisms of the market-based FFELP
system to the non-market based. internal cost allocation structure of the public Treasuny.

Pain A AYahhoo
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105TH CONGRESS
- 1sT SEssioN H. R. ﬁ\\

IN THE HOUSE OF REPRESENTATIVES

Mr. introduced the following bill; which was referred to the Committee
on

/4' '- '
To amend the Higher 1 .:_Wf'-, A
interest rates and origh </ .ut loans made

to reduce

during academie vear 19

1 Be 1t enacted by the Senate and House of Representa-
twves of the Unated States of America in Congress assembled,
SECTION 1. SHORT TITLE; REFERENCE.

 (a) SHORT TITLE—This Act may be cited as the
__Act of 1997,

(b) REFERENCES.——Except as otherwise expressly

NN AW

provided, whenever in this Act an amendment or repeal

September 10, 1997
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1 is expressed in terms of an amendment to, or repeal of,

({8 ]

O o0 S b W

10
11
12
13
14
15
16
17
18
19
20
21
2
23
24

Septemnber 10, 1937

-SEC.

- & section or other provision, the reference shall be consid-
ered to be made to a section or other provision of the

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

2. LOAN PROVISIONS FOR LOANS MADE AFTER JULY
1, 1998.
(a) FFEL LoaNs. —
(1) INTEREST RATES.—Subsection (h) of sec-
tion 427A (20 U.S.C. 1077a(h)) is repcaled.

(2) IN-SCHOOL AND GRACE PERIOD RULES FOR

LOANS MADE AFTER JULY 1, 1998.—Section 427A(g)
(20 U.S.C. 1077a(g)) is amended—
(A) in paragraph (1), by striking “, but
subject to subsecction (h),”; and
(B} by redesignating paragraph (3) as
paragraph (4); and
(C) by inserting after paragraph (2) the
following new paragraph:

“(3) RATE FOR LOANS MADE AFTER JULY 1,
1998.—For any loan under section 428 or 428H for
which the first disburscrment is made on or after
July 1, 1998, the rate determined under paragraph
(2) shall be determined by substituting ‘2.3 percent’
for ‘2.5 percent’ in subparagraph (B) of such para-

"
graph.”.

P. 03
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(3) CONSOLIDATION LOANS.—Section 428C (20

U.S.C. 1078-3) is amended—

(A) in subscction (a)(4)—

(1) by redesignating subparagraphs
(C) and (D) as subparagraphs (D) and
(E), respectively; and

(i) by inserting after subparagraph
(B) the following new subparagraph:
“(C) made under part D of this title;”;
(B) in subsection (b)(4)(C)(i)—

(1) by inserting “made before the date

of enactment of the Act of 1997,

after “consolidation loan” in subclause (I);

(11) by striking “or” at the end of sub-
clause (1);

(11) by inserting “or (II)” before the
semicolon at the end of subelause (I1):

(1v) by redesignating subclause (II) as
subclause (II1); and

(v) by inserting after subclause (T) the
following new subclause:

“(11) by the Secretary, in the
case of a consolidation loan made on
or after the date of enactment of the

Act of 1997, except that the

P. 04
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1 Secretary shall pay such interest only
2 on that portion of the loan that re-
3 pays [Federal Stafford Loans for
4 which the student borrower received
5 an Interest subsidy under section 428
6 or Federal Direct Stafford Loans for

7 which the borrower received an inter-
8 est subsidy under section 455; or’;
9. and

10 (C) by striking paragraph (5) of subsection
11 (b); and

12 (D) in subsection (¢)(1), by adding at the
13 end the following new subparagraph:

14 “(D) A consolidation loan made on or after
15 the date of enactment of the __ Act of 1997,
16 shall bear interest at an annual rate on the un-
17 pald principal balance of the loan that is equal
18 to the rate specified in section 427A(f).”.

19 (4) UNSUBSIDIZED LOANS.—Subsection (f) of

20 section 428H (20 U.S.C. 1078-8(f)) is repealed.

21 (5) ORIGINATION FEES.—Secction 438(c)(2) (20

22 U.S.C. 1087-1(¢)(2)) is amended—

23 (A) by striking “(other than” and every-

24 thing that follows through ‘‘Amendments of

25 1981”7 and inserting ‘‘(iucluding loans madec

September 10, 1997
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under section 428IH, but excluding loans made
under sections 428C and 439(0))”’; and

(B) by adding at the end the following new
sentence: “With respect to any such loan for
which the first disbursement is made on or
after July 1, 1998, the preceding sentence shall

be applied by substituting ‘2.0 percent’ for ‘3.0

percent’.”,

(b) DIRECT LLOANS.—

(1) INTEREST RATES.—Scetion 455(b) (20
U.S.C. 1087¢(b)) is amended—

(A) by striking paragraph (3);
(B) in paragraph (4)—

(i) by striking “(A)”; and

(1) by striking subparagraph (B); and
(C) by redesignating paragraphs (4) and

(5) as paragraphs (3) and (4).

(2) IN-SCHOOL AND GRACE PERIOD RULES FOR
LOANS MADE . AFTER JULY 1, 1993.—Section
455(b)(2) 1s amended by adding at thec end the fol-
lowing new subparagraph:

“(C) For any Federal Direct Stafford

Loan or Federal Direct Unsubsidized Loan for

which the first disbursement is made on or

after July 1, 1993, the rate delermined under

P. 06
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1 subparagraph (B) shall be determined by sub-
2. stituting ‘2.3 percent’ for ‘2.5 percent’ in clause
3 | (11) of such paragraph.”.
4 (3) ORIGINATION FEES.—Section 455(c) is
5 amended adding at the end the following new sen-
6 tence: “For any Federal Direet Stafford Loan or
7 Federal Direct Unsubsidized l.oan for which the
8 first disbursement is made on or after Julv 1, 1998,
9 the preceding sentence shall be applied by substitut-
10 ing ‘3.0 percent’ for ‘4.0 percent’.”.
L1 SEC. 3. NEED ANALYSIS CHANGES FOR ACADEMIC YEAR
12 1998-1999.
13 (a) DEPENDENT STUDENTS.—Section 475(g)(2)(D)
14 (20 U.S.C. 108700(g)(2)(D)) is amended by striking
15 $1,750” and inserting “$2,250".
16 (b) INDEPENDENT STUDENTS.—Section
17 :476(b)(1)(A)(1v) i1s amended—
18. (1) by striking “$3,000” each place it appears
19: in subclauses (I) and (II) and inserting “$5,500";
20 and
21 (2) by striking “$6,000” in subclause (III) and
22 inserting “‘$3,500"".
23 (¢) EFFECTIVE DaTE.—The amendments made by

24 this section shall be effective with respect to determina-

September 10, 1937
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1 tions of need under part F of title IV for periods of in-

2 struction beginning on or after July 1, 1998.

September 10, 1997
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Student Loan Yield -- Sallie Mae Owned Loans

Gross Return* T-Bill + 3.10%
- Funding Costs (T-Bill + .30%)
- Offset Fee (.30%)
2.50%
- .50% Origination Fee Not Applicable
- Interim SAP Reduction Not Applicable
- Risk Sharing (.07%)
- Servicing Costs (1.00%)
- Origination Support (.15%)
- Prepayment Risk (.04%)
Yield** 1.24%
- Overhead (.30%)
Pre-tax Net Yield** .94%

*Analysis applies to loans acquired by Sallie Mae at repayment with an average remaining life of
six years (net of prepayments, five years). The analysis assumes 100% debt financing and does
not reflect equity costs.

**All these numbers exclude the cost of premiums (needed to compensate originating lenders for
origination costs and origination fees paid to the Department of Education) and the cost of
borrower benefits.
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Description of Yield Components

Gross Return

> Interest and special allowance on Stafford loans made on or after October 1,
1992.

Funding Costs
> All-in costs to finance loans on balance sheet to maturity.

Offset Fee

> 30 basis point per annum fee assessed by statute on Stafford loans owned
by Sallie Mae.

.50% Origination Fee
> One time 50 basis point origination fee paid by loan originators to the
Department of Education (cannot be passed on to borrowers).

Interim SAP_Reduction

> The yield on Stafford loans made on or after July 1, 1995 is reduced 60 basis
points during in-school, grace and deferment periods (the gross yield on the
chart assumes loans are in repayment rather than in-school or in grace, and
does not adjust for reduced yield during deferment periods).

Risk Sharing
> Reflects default losses on insured loans (insurance payments are limited to
98% of the outstanding balance).

Servicing Costs

> Recurring life of loan costs associated with the servicing function — including
collections, borrower correspondence, reporting and account maintenance,
guarantee claim filing, etc. Servicing costs include servicing-related loan
losses. Claims not immediately honored by the guarantor because of
origination or servicing defects are returned for remedial servicing, during
which period income is not recognized. Some loans must ultimately be
written off in their entirety due to such defects. On certain paid claims,
guarantors assess a penalty for minor servicing defects

» Life of loan servicing costs for Stafford Loans in repayment are higher than
Sallie Mae’s current overall servicing costs because: 1) due to growing
purchases, Sallie Mae's portfolio has a shorter than average weighted age--
servicing costs displayed as a percent of principal balance increase as a
portfolio ages (principal declines with payments while costs are fixed); 2) our
Stafford Loan portfolio includes interim and grace loans which have lower
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servicing costs (but also a lower gross return) than repayment loans; and 3)
our portfolio includes high balance HEAL and consolidation loans in addition
to Stafford Loans (servicing costs as a percentage of principal are lower on
these loans). The servicing cost figure cited is equal to or lower than the life
of loan servicing fees charged by other servicers.

Origination Support

> Upfront costs associated with processing loans for originating lenders, which
costs include loan documentation, setting up loans on system, processing of
applications, loan disbursement (including electronic funds transfer) costs,
and linkages to colleges and guarantors.

Prepayment Risk

> Prepayments attributable to defaults, loan consolidation and advance
payments from borrowers reduce the average life of a loan portfolio,
effectively increasing the over the life cost of certain fixed expenses (e.g.
origination support, claim losses and risk sharing). Reinvestment/refunding
risk attributable to prepayment is included in either funding costs or
prepayment risk.

Overhead
> Represents corporate overhead and support costs, which include general
management, legal, accounting, human resources and marketing costs.



