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0;\SIG\SIG97.465 DISCUSSION DRAFT S.L.C.

1 Subtitle B—^Higher Education
2 SEC. 6101. MANAGEMENT AND RECOVERY OF RESERVES.

3 (a) Amendment.—Section 422 of the Higher Edu-

4 cation Act of 1965 (20 U.S.C. 1072) is amended by add-

5 ing after subsection (g) the following new subsection:

6 “(h) Recall of Reserves; Limitations on Use

7 OF Reserve Funds and Assets.—

8

9
10
11
12
13
14
15
16

17
18
19
20

“(1) In general.—Notwithstanding any other

provision of law, the Secretary shall, except as other­

wise provided in this subsection, recall

$1,000,000,000 from the reserve funds held by

guaranty agencies on September 1, 2002.

“(2) Deposit.—Funds recalled by the Sec­

retary under this subsection shall be deposited in the

Treasury.

“(3) Required share.—The Secretary shall

require each gua^nty agency to return reserve

funds under paragraph (1) based On the agency’s re­

quired share of recalled reserve funds held by guar­
anty agencies as o^ September 30, 1996. For pur-

21 poses of this paragraph, a guaranty agency’s re-
**/22 quired share of recalled reserve funds shall be deter-

23 mined as follows:

24 “(A) The Secretary shall compute each

25 guaranty agency’s reserve ratio by dividing (i)
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DISCUSSION DRAFT S.L.C.
2

the amount held in the agency’s reserve funds

as of September 30, 1996 (but reflecting later

accounting or auditing adjustments approved by

the Secretary), by (ii) the original principal

amount of all loans for which the agency has an

outstanding insurance obligation as of such

date, including amounts of outstanding loans

transferred to the agency from another guar­

anty agency.

“(B) If the reserve ratio of any guaranty

agency as computed under subparagraph (A)

exceeds 2.0 percent, the agency’s required share

shall include so much of the amounts held in

the agency’s reserve funds as exceed a reserve

ratio of 2.0 percent.

“(C) If £iny additional amount is required

to be recalled under paragraph (1) (after de­

ducting the total of the required shares cal­

culated under • subparagraph (B)), such addi-
I j

tional amount shall be obtained by imposing on

each guaranty agency an equal percentage re­

duction in the amount of the agency’s reserve

funds remaining after deduction of the amount

recalled under subparagraph (B), except that

such percentage reduction under this subpara-
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graph shall not result in the agency’s reserve 

ratio being reduced below 0.58 percent. The 

equal percentage reduction shall be the percent­

age obtained by dividing—

“(i) the additional amount required to 

be recalled (after deducting the total of the 

required shares calculated under subpara­

graph (B)), by

“(ii) the total amount of all such 

agencies’ reserve funds remaining (after 

deduction of the required shares calculated 

under such subparagi-aph).

“(D) If any additional amount is required 

to be recalled under paragraph (1) (after de­

ducting the total of the required shares cal­

culated under subparagraphs (B) and (C)), 

such additional amount shall be obtained by im­

posing on each guaranty agency with a reserve

ratio (after ‘ deducting the required shares cal- 
! j

ciliated under Such subparagraphs) in excess of 

0.58 percent an equal percentage reduction in 

the amount of the agency’s reserve funds re­

maining (after such deduction) that exceed a 

reserve ratio of 0.58 percent. The equal per-
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centage reduction shall be the percentage ob­

tained by dividing—

“(i) the additional amount to be re­

called under paragraph (1) (after deduct­

ing the amount recalled under subpara­

graphs (B) and (C)), by

“(ii) the total amount of all such

agencies’ reserve funds remaining (after

deduction of the required shares calculated

under such subparagraphs) that exceed a

reserve ratio of 0.58 percent.

“(4) Restricted accounts required.—

Within 90 days after the beginning of each of the

fiscal years 1998 through 2002, each guaranty agen­

cy shall transfer a portion of the agency’s required

share determined under paragraph (3) to a re­

stricted account .established by the agency that is of

a type selected by the agency with the approval of

the Secretary. Funds transferred to such restricted
I i

accounts shall be invested in obligations issued or

guaranteed by the United States or in other simi­

larly low-risk securities. A guaranty agency shall not

use the funds in such a restricted account for any

purpose without the express written permission of

the Secretary, except that a guaranty agency may
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use the earnings from such restricted account for de­

fault reduction activities. In each of fiscal years

1998 through 2002, each agency shall transfer the

agency’s required share to such restricted account in

5 equal annual installments, except that—

“(A) a guaranty agency that has a reserve

ratio (as computed under subparagraph (3)(A))

equal to or less than 1.10 percent may transfer

the eigency’s required share to such account in

4 equal installments beginning in fiscal year

1999; and

“(B) a guaranty agency may transfer such

required share to such account in accordance

with such other payment schedules as are ap­

proved by the Secretary.

“(5) Shortage.—If, on September 1, 2002,

the total amoun^ in the restricted accounts described

in paragraph (4) is less than the amount the Sec­

retary is required to recall under paragraph (1), the
I i

Secretary shall reqiiirC the return of the amount of

the shortage from other reserve funds held by guar­

anty agencies under procedures established by the

Secretary. The Secretary shall first attempt to ob­

tain the amount of such shortage from each guar­

anty agency that failed to transfer the agency’s re-



O:\SIG\SIG97.465

1

2

3

4

5

6

7
8

9
10 

11 

12
13
14
15
16

17
18
19
20

22

23
24

25

'/

DISCUSSION DRAFT s.Ii.C.
6

quired share to the agency’s restricted account in ac­

cordance with paragraph (4).

“(6) Enforcement.—

“(A) In GENERiVL.—The Secretary may 

take such reasonable measures, and require 

such information, as may be necessary to en­

sure that guaranty agencies comply with the re­

quirements of this subsection.

“(B) Prohibition.—If the Secretary de­

termines that a guaranty agency has failed to 

transfer to a restricted account any portion of 

the agency’s required share under this sub­

section, the agency may not receive any other 

funds under this part until the Secretary deter­

mines that the agency has so transferred the 

agency’s required share.

“(C) "yVAlVER.—The Secretary may waive

the requirements of subparagraph (B) for a

guaranty ageiicy described in such subpara- 
! i

graph if the Secretary determines that there are 

extenuating circumstances beyond the control of 

the agency that justify such waiver.

“(7) Limitation.—

“(A) Restriction on other ai'tiior- 

ITY.—The Secretary shall not have any author-
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7

ity to direct a guaranty agency to return re­

serve funds under subsection (g)(1)(A) during

the period from the date of enactment of the

Balanced Budget Act of 1997 through Septem­

ber 30, 2002.

“(B) Use op termination collec­

tions.—^Any reserve funds directed by the Sec­

retary to be returned under subsection

(g)(1)(B) during such period that do not exceed

a guaranty agency's required share of recalled

reserve funds under paragraph (3)—

“(i) shall be used to satisfy the agen­

cy’s required share of recalled reserve

funds; and

“(ii) shall be deposited in the re­

stricted account established by the agency

under paragraph (4), without regard the

whether such funds exceed the next install­

ment required under such paragraph.
I i

“(C) Use 'op sanctions collections.—
Any reserve funds directed by the Secretary to

be returned under subsection (g)(1)(C) during

such period that do not exceed a guaranty

agency’s next installment under paragraph

(4)—
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22 ?

23

24

“(i) shall be used to satisfy the agen­

cy’s next installment; and

“(ii) shall be deposited in the re­

stricted account established by the agency

under paragraph (4).

“(D) B^VLANCE AVAILiVBLE TO SEC­

RETARY.—^Any reserve funds directed by the

Secretary to be returned under subparagraph

(B) or (C) of subsection (g)(1) that remain

after satisfaction of the requirements of sub- 

paragraphs (B) and (C) of this paragraph shall

be available in accordance with subsection

(g)(4).

“(8) Definitions.—For the purposes of this

subsection:

“(A) Default reduction activities.—

The term .‘default reduction activities’ means/ /
activities to reduce student loan defaults that

improve, strengthen, and expand default pre-
I i .vention activities,‘such as—

) <7

“(i) establishing a program of partial

loan cancellation to reward disadvantaged

borrowers for good repayment histories

with their lenders;
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“(ii) establishing a financial and debt 

management counseling program for high- 

risk borrowers that provides long-term 

training (beginning prior to the first dis­

bursement of the borrower’s first student 

loan and continuing through the comple­

tion of the borrower’s program of edu­

cation or training) in budgeting and other 

aspects of financial management, including 

debt management;

“(iii) establishing a program of place­

ment counseling to assist high-risk borrow­

ers in identifying employment or additional 

training opportunities; and

“(iv) developing public service an-
I

nouncements that would detail con- 

sequenjces of student loan default and pro­

vide information regarding a toll-fi’ee tele­

phone number established by the guaranty
I iagency for u^e by borrowers seeking assist­

ance in avoiding default.

“(B) Reserve funds.—The term ‘reserve 

funds’ when used with respect to a guaranty 

agency—
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10
1 “(i) includes any resei-ve funds in cash

2 or liquid assets held by the guaranty agen-

3 cy, or held by, or under the control of, any

4 other entity; and

5 “(ii) does not include buildings, equip-

6 ment, or other nonliquid assets.”.

7 (b) Conforming Amendment.—Section

8 428(c)(9)(A) of the Higher Education Act of 1965 (20

9 U.S.C. 1078(c)(9)(A)) is amended—

10 (1) in the first sentence, by striking “for the

11 fiscal year of the agency that begins in 1993”; and

12 (2) by strildng the third sentence.
13 SEC. 6102. REPEAL OF DIRECT LOAN ORIGINATION FEES TO

14 INSTITUTIONS OF fflGHER EDUCATION.

15 Section 452 of the Higher Education Act of 1965 (20

16 U.S.C. 1087b) is amended—

17 (1) by striking subsection (b); and

18 (2) by redesignating subsections (c) and (d) as

19 subsections (b) and'(c), respectively.
I i

20 SEC. 6103. FUNDS FOR ADmNISTRATIVE EXPENSES.

21^ -V Subsection (a) of section 458 of the Higher Edu-
22 'cltion Act of 1965 (20 U.S.C. 1087h(a)) is amended to

23 read as follows:
24 “(a) ADMINISTRiVTIVE EXPENSES.—
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11
“(1) In GKNKR.VL.—Each fiscal year, there

shall be available to the Secretary from fimcls not

otherwise appropriated, funds to be obligated for—

“(A) administrative costs under this part

and part B, including the costs of the direct

student loan programs under this part, and

“(B) administrative cost allowances pay­

able to guaranty agencies under part B and cal­

culated in accordance with paragraph (2),

not to exceed (from such funds not otherwise appro­

priated) $532,000,000 in fiscal year 1998,

$610,000,000 in fiscal year 1999, $705,000,000 in

fiscal year 2000, $750,000,000 in fiscal year 2001,

and $750,000,000 in fiscal year 2002. Administra­

tive cost allowances under subparagraph (B) of this

paragraph shall be paid quarterly and used in ac­

cordance with section 428(f). The Secretary may

carry over funds available under this section to a

subsequent fiscal yekr.
! j

“(2) Calculation‘BiVSis.—^Administrative cost

21 V allowances payable to guaranty agencies under para-

22 J- graph (1)(B) shall be calculated on the basis of 0.85

23 percent of the total prin(;ipal amount of loans upon

24 which insurance is issued on or after the date of eii-
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actrnent of the Balanced Budget Act of 1997, except 

that such allowances shall not exceed—

“(A) $170,000,000 for each of the fiscal 

years 1998 and 1999; or

“(B) $150,000,000 for each of the fiscal 

years 2000, 2001, and 2002.”.

7 SEC. 6104. EXTENSION OF STUDENT AID PROGRAMS.

8 Title IV of the Higher Education Act of 1965 (20

9 U.S.C. 1070 et seq.) is amended—

(1) in section 424(a), by striking “1998.” and 

“2002.” and inserting “2002.” and “2006.”, respec­

tively;

(2) in section 428(a)(5), by striking “1998,” 

and “2002.” and inserting “2002,” and “2006.”, re­

spectively; and

(3) in section 428C(e), by striking “1998.” and 

inserting “2002.”.^

Subtitle C—^Repeal of Smith- 

Hughes Vocational Education Act
|i

20 SEC. 6201. REPEAL OF SMITH-HUGHES VOCATIONAL EDU-

21 y CATION ACT.
I22 J The Act of February 23, 1917 (39 Stat. 929, chapter

23 114; 20 U.S.C. 11 et seq.) (commonly known as the

24 “Sinith-PIughes Vocational Education Act”), is repealed.
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STATEMENT OF MANAGERS
SUBCONFERENCE ON STUDENT LOANS/OTHER (US)
BALANCED BUDGET ACT OF 1997 (H.R. 2015/ S. 947)

Subtitle B — Higher Education

RECALL OF GUARANTY AGENCY RESERVES

Note #1

House bill

The House bill requires the return of $1,000,000,000 in guaranty agency reserve funds.

Senate amendment

The Senate amendment requires the return of $1,028,000,000 in guaranty agency reserve
funds and defines reserve funds as any reserve funds held by or under the control of any other
entity.

Conference agreement

The Senate recedes.

Note U2
^ !

House bill

The House bill uses the term “required-share’’ to describe each guaranty agency’s share of
recalled reserve funds.

Senate amendment
' i .

3The Sena^ amendment uses the term “equitable share” to describe each guaranty
agency’s share oErecalled reserve funds.

Conference agreement

The Senate recedes.



Note #3 

House bill

The House bill allows for accounting adjustments approved by the Secretary in 
determining reserve ratios and ties the outstanding insurance obligations to September 30,1996.

Senate amendment

The Senate amendment defines reserve funds as including funds held by, or under the 
control of, any other entity.

Conference agreement

The Senate recedes with an amendment adding at the end of the subparagraph “including 
amounts of outstanding loans transferred to the guaranty agency from another guaranty agency.”

Note #4

Hoiise bill

The House bill includes all funds in excess of a 2-percent reserve ratio in an agency’s 

required share.

Senate amendment

The Senate amendment includes all funds in excess of a 1.12-percent reserve ratio in an 

agency’s equitable share.

Conference agreement ^

The Senate recedes v^th an amendment. The compromise amendment includes a three 
step formula for calculating the required sharefor each guaranty agency. In step one, all funds in 
excess of a 2-percent reserve ratio v^dll be included in an agency’s required share. In step two, 
the total amount recalled under step one shall be subtracted from the total amount to be recalled 
under this part an^the difference shall be calculated as a percentage of total remaining reserves. 
Each agency wiU/then include this percentage of its remaining reserves in its required share with 
the exception that no agency will be required to reduce its reserve ratio below .58%. If an 
additional amount is required to meet the total recall, a third calculation shall be employed. The 
remaining amount required to meet the total recall after steps one and two shall be calculated as a 
percentage of the total reserves above .58% of all agencies v^dth reserve levels above .58%. This 
percentage shall, in turn, be multiplied by each agency’s remaining reserves over a .58% level. 
This additional amount shall be included within the agency’s required share. If any agency fails 
to transfer its required share to its restricted account, the Secretary will attempt to obtain the 
shortage from the agency which fails to make the required payment. If, on September 1, 2002,



after collecting funds from agencies which have failed to make required payments, the Secretary 
determines that the total amount within the restricted accounts is less than the amount required, 
the Secretary shall require the return of the amount of the shortage from other reserve funds held 

by guaranty agencies.

Note US

House bill

The House bill uses the term “required shares.”

Senate amendment

The Senate amendment uses the term “equitable shares.”

Conference agreement

The Senate recedes.

Note #6 

6a

House bill

The House bill requires five equal annual installments to the restricted accounts, except 
that a guaranty agency with a reserve ratio under 1.10-percent may make four equal annual 
installments beginning in 1999 or in accordance with an agreement with hie Secretary.

Senate amendment ^

The Senate amendment provides that tfie transfer to the restricted accounts in the first 
year is based on all agencies combined transferring 20 percent. All amounts in excess of a 2- 
percent reserve ratio would first be transferred'and, then, equal percentages would come from 
each agency. In 1999 through 2002, each agency must transfer 25 percent of its remaining 

equitable share.

Conference agreement

The Senate recedes with an amendment incorporating the compromise formula. (See 

note #4.)



6b
House bill

The House bill allows guaranty agencies to use earnings on the restricted account for 
operational expenses.

Senate amendment

The Senate amendment allows guaranty agencies to use earnings on the restricted account 
for activities to reduce student loan defaults.

Conference agreement

The House recedes with an amendment defining default reduction activities as activities 
to reduce student loan defaults that improve, strengthen and expand default prevention activities. 
It is the intent of the conferees that guaranty agencies use the earnings on the restricted account 
to improve and strengthen current default prevention activities as well as to expand these 
activities.

Note #7

House bill

The House bill gives the Secretary the authority to withhold funds if a guaranty agency 
fails to comply with this part, prohibits the Secretary from requiring the return of excess reserves 
under subsection (g)(1)(A) and requires that any reserve funds returned under (g)(1)(B) or 
(g)(1)(C) will be placed in the restricted accounts and returned to the Treasury in 2002.

Senate amendment I
The Senate amendment has no comparable provision dealing with the withholding of 

funds but does prohibit the Secretary from requiring, the return of excess reserves under 
subsection (g)(1)(A) and requires that any reserve funds returned under (g)(1)(B) or (g)(1)(C) 
will be placed in the restricted accounts and reWied to the Treasury in the year 2002.

Conference agreement

The Senite recedes with an amendment clarifying that a guaranty agency which has not 
transferred its required share to a restricted account may not receive any other funds under Part B 
of Title IV until the Secretary determines the agency is in compliance. The Secretary may waive 
this provision due to extenuating circumstances beyond the control of the agency.

In addition, the amendment clarifies that reserve amounts returned to the Secretary under 
section 422(g)(1)(B) will first be applied to the agency’s total required share. Amounts recalled 
to the Secretary in excess of the required share will be returned to the Treasury. Reserve 
amounts recalled by the Secretary under section 422(g)(1)(C) will first be used to satisfy the



agency’s next installment required under the recall formula. Amounts recalled in excess of this 
amount will be returned to the Treasury.

Note #8

House bill

The House bill refers to cash reserve funds when defining reserve funds.

Senate amendment

The Senate amendment refers to reserve funds without specifically mentioning cash. 

Conference agreement

The Senate recedes with an amendment including both cash and “liquid assets” in the 
definition of “reserve funds.”

Note #9

House bill

The House bill provides that funds under Section 458 may be used for administrative 
costs under Part B.

Senate amendment

The Senate amendment does not mention Part B.

Conference agreement

The Senate recedes.

Note #10

House bill

The House bill includes a provision which clarifies the amounts that may be retained by 
guaranty agencies when defaulted loans are collected through consolidation. Under the House 
provision, guaranty agencies may retain 18.5 percent plus the reinsurance complement in effect 
for all such loans consolidated on or after July 1,1997. For defaulted loans consolidated prior to 
that date, guaranty agencies which have retained 18.5 percent are allowed to retain only 18.5 
percent, and agencies which have been retaining 27 percent plus the reinsurance complement are 
allowed to retain 27 percent plus the reinsurance complement.



Conference agreement

The House recedes. This agreement to remove this provision is not an endorsement or
rejection of any particular position on the collection retention issue. Rather, it represents the
conferees’ agreement that this policy issue should be addressed during the reauthorization
process where it can be given full and thorough consideration. In recognition of that agreement,
five of the six coaferees will be asking that the Department defer further attempts to collect
amounts in dispute with respect to these particular loans for a period of one year or until the
Higher Education Act is reauthorized, whichever occurs first. It is the conferees’ understanding
that the Department has issued final regulations on this issue which went into effect on July 1,
1997. The conferees fully expect that guaranty agencies will comply with those regulations for
loans consolidated on or after that date until Congress has the opportunity to act on this issue.

Subtitle C - Smith-Hughes Vocational Education Act

SMITH-HUGHES VOCATIONAL EDUCATION ACT

Note #11

House bill

The House bill repeals the Smith-Hughes Vocational Education Act.

Senate amendment

The Senate amendment has no comparable provision.

Conference agreement /

The Senate recedes.
/

li

Sr



SECTION-BY-SECTION ANALYSIS OF CONFERENCE AGREEMENT 

Subtitle B—Higher Education 

Section 6101. Management and Recovery of Reserves

This section describes section 422 of the Higher Education Act of 1965 as proposed to be 
added to or amended by the conference agreement. Unless otherwise noted, all section and 
paragraph references are to the Balanced Budget Act of 1997.

Required shares

The conference agreement requires that the guaranty agencies return one billion dollars 
of their current excess cash reserves to the Federal Treasury in Fiscal Year 2002. The Secretary 
shall require each guaranty agency to return excess reserve funds based on each agency’s 
required share. This share will be calculated based upon the excess reserve funds held by the 
agency as of September 30,1996. For the sole purpose of determining each agency’s required 
share, the calculation of the reserve ratio will include transfers of the liabilities to each agency of 
the outstanding loans from merged agencies as well as transfers of the reserves from the merged 
agencies. Once the reserve ratios are determined for each agency, their required shares will be 

calculated in accordance with a three-step formula.

In step one, all funds in excess of a 2-percent reserve ratio will be included in an agency’s 
required share. In step two, the total amount recalled under step one shall be subtracted from the 
to^ amount to be returned under the recall ($1 billion) and the difference shall be calculated as a 

percentage of the total remaining reserves. Each agency will then include this percentage of its 
remaining reserves in its required share with the exception that no agency will be required to 
reduce its reserve ratio below .58%. Such guarantors will pay their share up until the point 
where their reserve level is .58%.

If an additional amount is required to /neet the $1 billion recall, a third calculation shall 
be made. The remaining amount required to meet the $1 billion recall after steps one and two 
shall be calculated as a percentage of the reserves above .58% of all agencies with reserve levels 
above .58%. This percentage shall, in turn, be multiplied by each agency’s remaining reserves 
over a J8% level. This additional amount shall be included within each agency’s required share.

The formula approved by the conferees meets the goals of the bipartisan budget 
agreement withoi/jeopardizing the viability of guaranty agencies with low reserve levels. This 

step -was necessary to ensure that students participating in the Federal Family Education Loan 
Program would continue to be able to access loans and services without disruption. The 
conferees deferred consideration of all proposals to restructure the FFELP program until they 
could be reviewed in the context of reauthorization of the Higher Education Act.



Restricted accounts

Each agency shall establish a restricted account of its own choosing with approval from
the Secretary. Each agency shall, consistent with current law, invest the reserves placed within
the restricted accounts in obligations issued or guaranteed by the United States or in other
similarly low-risk securities. A guaranty agency may use the earnings from these funds to
improve and strengthen current default reduction activities as well as to initiate new default
reducation activities. Authorized activities include, but are not limited to, partial foan
cancellation programs, debt management counseling programs, placement counseling programs,
and development of public service armouncements.

Orderly recall

Paragraph (4) establishes a timetable for the orderly recall of the $1 billion in excess
guaranty agency reserves over the next five years. In each of fiscal years 1998-2002, each
guaranty agency that has a reserve ratio in excess of 1.10 percent must transfer its required share
into its restricted account in five equal annual installments. Each agency with a reserve ratio
equal to or less than 1.10 percent may transfer its required share into its restricted account in four
equal payments beginning in fiscal year 1999. A guaranty agency may also transfer its required
share in accordance with an alternate payment schedule approved by the Secretary of Education.

Shortage

Paragraph (5) provides that if, on September 1,2002, any agency has failed to transfer all
of its required share to its restricted account, the Secretary will attempt to obtain the shortage
from the agency which fails to make the full required payment. If, on September 1,2002, after
collecting funds from agencies which have failed to make required payments, the Secretary
determines that the total amount within the restricted accounts is less than the amount required,
the Secretary shall require the return of the amount of the shortage from other reserve funds held
by guaranty agencies.

IEnforcement

Paragraph (6) provides that the Secretary of Education may take reasonable measures to
ensure that guaranty agencies comply vrith th^ requirements of the subsection. If a guaranty
agency fails to transfer a portion of its required share into its restricted account, the agency may
not receive any other funds under Part B of Title IV until the agency has made the required
transfer of funds'The Secretary may waive this provision in the case of extenuating
circumstances.;.-?

Limitations on recall authority

In order to ensure that sufficient reserve funds will be available to meet the $1 billion
recall, paragraph (7) places restrictions on the Secretary’s recall authority during the five year
period covered by the budget agreement. The Secretary may not recall reserves under
422(g)(1)(A) of the Higher Education Act. Funds recalled to the Secretary under 422(g)(1)(B)
must first be used to satisfy the agency’s required share of reserve funds and deposited in the
restricted account established by the agency. Funds recalled to the Secretary in excess of this



amount will be deposited in the Treasury. Funds recalled to the Secretary under 422(g)(1)(C) 
shall be used to satisfy the agency’s next installment of its required share and deposited in its 
restricted account. Funds recalled to the Secretary in excess of the amount required for the next 
annual installment will be deposited in the Treasury.

Minimum reserve ratio

Each guaranty agency is required to maintain a minimum reserve level in order to ensure 
that it will be able to meet its insurance obligations. In 1993, the minimum level was 0.5% of 
outstanding loans guaranteed by an agency. Between FY 1994 and FY 1996, the minimum level 
rose to 1.1%. In order to accommodate the reduced reserve ratios that will be produced under the 
recall formula. Section 428(c)(9)(A) of the Higher Education Act of 1965 is amended to restore 
the minimum reserve ratio for guaranty agencies to .5%.

Section 6102. Repeal of the direct lending loan origination payment

This section describes section 452 of the Higher Education as proposed to be amended by 

the conference report.

The authority to make the Federal payment of $10 per loan to schools and/or alternative 
originators that make direct loans under subsection (b) of section 452 of the Higher Education 
Act of 1965 is repealed. This repeal extends for five years a provision currently contained within 
the FY 1997 Labor, HHS, Education and Related Agencies Appropriations Bill and provides 
savings of $ 160 million over five years.

Section 6103. Funds for Administrative Expenses

Unless otherwise indicated, references are to section 458 of the Higher Education Act of 

1965, as proposed to be added or amended by the conference report.

The bipartisan budget agreement preserved a commitment to maintaining two viable 
student loan programs and called for “an equitable balance of savings between the direct student 
loan program and the guaranteed student loan program.” In order to preserve this balance, $604 
million in savings are required from the Depaitoent of Education’s mandatory account to 
administer the federal direct lending program, ;jdie FFELP program and to pay the administrative 
cost allowance to guaranty agencies. The Department will receive $3.2 billion for this account 
over the next five years.

fIn accordance with current law, the payment of administrative cost allowances to
guaranty agencies is to be provided by the Department of Education from funds available in 
Section 458. The conference agreement provides that the administrative cost allowance paid to 
guaranty agencies will be capped at .85% of every new loan. These expenditures are capped at 
$170 million in each of Fiscal Years 1998 and 1999 and $150 million in each of Fiscal Years 

2000,2001, and 2002.



Section 6104. Extension of Student Aid Programs

This section refers to Title IV of the Higher Education Act, as proposed to be amended by
the conference report.

Section 424 (a) is amended to extend the duration of the Federal Loan Insurance program
from 1998 to 2002. Section 428(a)(5) is amended to extend the duration of the authority to
make interest subsidized loans from 1998 until 2002. Section 428C(e) is amended to extend the
authority to make consolidation loans from 1998 until 2002. These extensions are required for
Congressional Budget Office scoring purposes.

Subtitle C-Repeal of Smith-Hughes Vocational Education Act

The Smith-Hughes Act (39 Stat. 929, chapter 114; 20 U.S.C. 11 et seq) provides a
permanent appropriation for vocational education. Consistent with the Administration’s budget
request, this program is repealed providing $29 million in savings over 5 years.



SECnON-B Y-SECTION ANALYSIS OF CONFERENCE AGREEMENT

Subtitle B-Higher Education

Section 6101. Management and Recovery of Reserves

This section describes section 422 of the Higher Education Act of 1965.as proposed to be
added to or amended by the conference agreement. Unless otherwise noted, ^Section and
paragraph references are to the Balanced Budget Act of 1997. * '

- /
••Required shares ^

The conference agreement requires that me guaranty agencies return one billion dollars
of their current excess cash reserves to the Federsfl Treasury in Fiscal Year 2002. The Secretary
shall require each guaranty agency to return excess reserve funds based on each agency’s
required share. This share will be calculated based upon the excess reserve funds held by the
agency as of September 30, 1996. For the sole pvlipose of determining each agency’s required
share, the calculation of the reserve ratio will include transfers of the liabilities to each agency of
the outstanding loans from merged agencies as well as transfers of the reserves from the merged .
agencies. Once the reserve ratios are determined for each agency, their required shares will be
calculated in accordance with a three-step formula.

In step one, all funds in excess of a 2-percent reserve ratio will be included in an
agency’s required share. In step two, the total amount recalled under step one shall be
subtracted from the total amount to be returned under the recall ($1 billion) and the difference
shall be calculated as a percentage of the total remaining reserves. Each agency will then
include this percentage of its remaining reserves in its required share with the exception that no
agency will be required to reduce its reserve ratio below .58%. Such guarantors will pay their
share up imtil the point where their reserve level is .58%.

If an additional amount is required to meet the $1 billion recall, a third calculation shall
be made. The remaining amormt required to meet the $1 billion recall after steps one and two
shall be calculated as a percentage of the reserves above .58% of all agencies with reserve levels
above .58%. This percentage shall, in turn, be multiplied by each agency’s remaining reserves
over a .58% level. This additional amount shall be included within each agency’s required share.

The formula approved by the conferees meets the goals of the bipartisan budget
agreement without jeopardizing the viability of guaranty agencies with low reserve levels. This
step was necessary to ensure that students participating in the Federal Family Education Loan
Program would continue to be able to access loans and services without disruption. The
conferees deferred consideration of all proposals to restructure the FFELP program until they
could be reviewed in the context of reauthorization of the Higher Education Act

Restricted accounts



Each agency shall establish a restricted account of its own choosing with approval fiom 
the Secretary. Each agency shall, consistent with current law, invest the reserves placed within 
riie restricted accounts in obligations issued or guaranteed by the United States or in other 
similarly low-risk securities. A guaranty ageiicy may use the earnings from these funds to 
improve and Strengthen current default reduction activities as well as to initiate new default 
leducation activities. Authorized activities include, but are not limited to, partial loan 
cancellation programs, debt management counseling programs, placement counseling programs, 
and development of public service armouncements. ^'

Orderly recall '

Paragraph (4) establishes a timetable for the orderly recall of the $1 billion in excess 
guaranty agency reserves over the next five years. In each of fiscal years 1998-2002, each 
guaranty agency that has a reserve ratio in excess'of 1.10 percent must transfer its required share 
into its restricted account in five equal armual installments. Each agency with a reserve ratio 
equal to or less than 1.10 percent may transfer its required share into its restricted accoxmt in four 
equal payments’beginning in fiscal year 1999. A 'guaranty agency may also transfer its required 
share in accordance with an alternate payment schedule approved by the Secretaiy of Education.

Shortage

Paragraph (5) provides that if, on September 1,2002, any agency has failed to transfer 
all of its required share to its restricted accoimt, the Secretary will attempt to obtain the shortage 
from the agency which fails to make the full required payment. If, on September 1,2002, after 
collecting funds from agencies which have failed to make required payments, the Secretaiy 
determines that the total amount within the restricted accounts is less than the amount required, 
the Secretaiy shall require the return of the amount of the shortage from other reserve funds held 
by guaranty agencies.

Enforcement

Paragraph (6) provides that the Secretary of Education may take reasonable measures to 
ensure that guaranty agencies comply with the requirements of the subsection. If a guaranty 
agency fails to transfer a portion of its required share into its restricted accoimt, the agency may 
not receive any other funds imder Part B of Title IV until the agency has made the required 
transfer of funds. The Secretaiy may waive this provision in the case of extenuating 
circumstances.

Limitations on recall authority

In order to ensure that sufficient reserve funds will be available to meet the $1 billion 
recall, paragraph (7) places restrictions on the Secretary’s recall authority during the five year 
period covered by the budget agreement. The Secretaiy may not recall reserves under 
422(g)(1)(A) of file Higher Education Act. Funds recalled to the Secretaiy under 422(g)(1)(B) 
must first be used to satisfy the agency’s required share of reserve funds and deposited in the 
restricted account established by the agency. Fimds recalled to the Secretary in excess of this 
amount will be deposited in the Treasuiy. Funds recalled to the Secretaiy under 422(g)(1)(C) 
shall be used to satisfy the agency’s next installment of its required share and deposited in its 
restricted account. Funds recalled to the Secretaiy in excess of the amount required for the next

f



wnmial installment will be deposited in the Treasury.

Minimum reserve ratio

Each guaranty agency is required to maintain a minimum reserve level in order to ensure
that it will be able to meet its insurance obligations. In 1993, the minimum level was 0.5% of
outstanding loans guaranteed by an agency. Between FY 1994 and FY 1996, ^e minimum level
rose to 1.1%. In order to accommodate the reduced reserve ratios that will b^roduced under
the recall formula. Section 428(c)(9)(A) of the Higher Education Act of 1965(5s amended to
restore the minimum reserve ratio for guaranty agencies to .5%. /•’

Section 6102. Repeal of the direct lending loan ^igination payment

This section describes section 452 of the Higher Education as proposed to be amended by
the conference report.

The authority to make the Federal paymei/t of $10 per loan to schools and/or alternative
originators that make direct loans under subsection (b) of section 452 of the Higher Education
Act of 1965 is repealed. This repeal extends for five years a provision currently contained
within the FY 1997 Labor, HHS, Education and Related Agencies Appropriations Bill and
provides savings of $160 million over five years.

Section 6103. Funds for Administrative Expenses

Unless otherwise indicated, references are to section 458 of the Higher Education Act of
1965, as proposed to be added or amended by the conference report.

The bipartisan budget agreement preserved a commitment to maintaining two viable
student loan programs and called for “an equitable balance of savings between the direct student
loan program and the guaranteed student loan program.” In order to preserve this balance, $604
million in savings are required from the Department of Education’s mandatory account to
administer the federal direct lending program, the FFELP program and to pay the administrative
i;nst allowance to guaranty agencies. The Department will receive $3.2 billion for this account
over the next five years.

In accordance with current law, the payment of administrative cost allowances to
guaranty agencies is to be provided by the Department of Education from funds available in
Section 458. The conference agreement provides that the administrative cost allowance paid to
guaranty agencies >vill be capped at .85% of every new loan. These expenditures are capped at
$170 million in each of Fiscal Years 1998 and 1999 and $150 million in each of Fiscal Years
2000,2001, and 2002.

Section 6104. Extensionof Student Aid Programs

This section refers to Title IV of the Higher Education Act, as proposed to be amended
by file conference report.
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Section 424 (a) is amended to extend the duration of the Federal Loan Insurance program
from 1998 to 2002. Section 428(a)(5) is amended to extend the duration of the authority to
make interest subsidized loans from 1998 until 2002. Section 428C(e) is amended to extend the
authority to make consolidation loans from 1998 until 2002. These extensions are required for
Congressional Budget Office scoring purposes.

Subtitle C—Repeal of Smith-Hughes Vocational Education Act

The Smith-Hughes Act (39 Stat. 929, chapter 114; 20 U.S.C. 11 et seq[) provides a
permanent appropriation for vocational education. Consistent with the Administration’s budget
request, this program is repealed providing $29 riiillion in savings over 5 years.



Subtitle B — Higher Education

STATEMENT OF MANAGERS
SUBCONFERENCE ON STUDENT LOANS/OTHER (#8)
BALANCED BUDGET ACT OF 1997 (H.R. 2015/ S. 947)

rV;

Note#l

RECALL OF GUARANTY AGENCY RESERVES
i'

•1

/House bill

The House bill requires the return of $1,000,000,000 in guaranty agency reserve funds.

Senate amendment

The Senate amendment requires the return of $1,028,000,000 in guaranty agency reserve
funds and defines reserve funds as any reserve fimds held by or imder the control of any other
entity.

Conference agreement

The Senate recedes.

Note #2

House bill

The House bill uses the term “required share” to describe each guaranty agency’s share
of recalled reserve funds.

Seriate amendment

The Senate amendment uses the term “equitable share” to describe each guaranty
agency’s share of recalled reserve funds.

Conference agreement

The Senate recedes.

Note #3



House bill

The House bill allows for accounting adjustments approved by the Secretary in
determining reserve ratios and ties the outstanding insurance obligations to September 30,1996.

Senate amendment eThe Senate amendment defines reserve fimds as including fimds held by, or xmder the
control of, any other entity.

Conference agreement

The Senate recedes with an amendment adding at the end of the subparagraph “including
amounts of outstanding loans transferred to the guaranty agency from another guaranty agency.”

P'
Note #4

House bill

The House bill includes all funds in excess of a 2-percent reserve ratio in an agency’s
required share.

Senate amendment

The Senate amendment includes all funds in excess of a 1.12-percent reserve ratio in an
agency’s equitable share.

Conference agreement

The Senate recedes with an amendment. The compromise amendment includes a three
step formula for calculating the required share for each guaranty agency. In step one, all funds
in excess of a 2-percent reserve ratio will be included in an agency’s required share. In step two,
the total amoimt recalled under step one shall be subtracted from the total amormt to be recalled
under this part and the difference shall be calculated as a percentage of total remaining reserves.
Each agency v^dll then include this percentage of its remaining reserves in its required share with
the exception that no agency will be required to reduce its reserve ratio below .58%. If an
additional amount is required to meet the total recall, a third calculation shall be employed. The
remaining amount required to meet the total recall after steps one and two shall be calculated as
a percentage of the total reserves above .58% of all agencies with reserve levels above .58%.
This percentage shall, m turn, be multiplied by each agency’s remaining reserves over a .58%
level. This additional amount shall be included within the agency’s required share. If any
agency fails to transfer its required share to its restricted account, the Secretary will attempt to
obtain the shortage from the agency which fails to make the required payment. If, on September
1,2002, after collecting funds from agencies which have failed to make required payments, the
Secretary determines that the total amount within the restricted accounts is less than the amount
required, the Secretary shall require the return of the amount of the shortage from other reserve
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funds held by guaranty agencies.

Note #5

Home bill

The House bill uses the term “required shares.”

Senate amendment

The Senate amendment uses the term “equitable shares.’

Conference agreement

The Senate recedes. t

Note #6

6a

Home bill

The House bill requires five equal armual installments to the restricted accounts, except
that a guaranty agency with a reserve ratio imder 1.10-percent may make four equal armual
installments begiiming in 1999 or in accordance with an agreement vdth the Secretary.

Senate amendment

The Senate amendment provides that the transfer to the restricted accounts in the first
year is based on all agencies combined transferring 20 percent. All amounts in excess of a 2-
percent reserve ratio would first be transferred and, then, equal percentages would come fi'om
each agency. In 1999 through 2002, each agency must transfer 25 percent of its remaining
equitable share.

Conference agreement

The Senate recedes with an amendment incorporating the compromise formula. (See



6b
House bill

The House bill allows guaranty agencies to use earnings on the restricted account for
operational expenses.

Senate amendment rThe Senate amendment allows guaranty agencies to use earnings on the rr^tricted
account for activities to reduce student loan defaults.

Conference agreement

The House recedes with an amendment defining default reduction activities as activities
to reduce student loan defaults that improve, strei4then and expand default prevention activities.
It is the intent of the conferees that guaranty agencies use the earnings on the restricted account
to improve and strengthen current default prevention activities as well as to expand these
activities.

Note#?

House bill

The House bill gives the Secretary the authority to withhold fimds if a guaranty agency
fails to comply with this part, prohibits the Secretary fi-om requiring the return of excess reserves
imder subsection (g)(1)(A) and requires that any reserve fimds returned under (g)(1)(B) or
(g)(1)(C) will be placed in the restricted accounts and returned to the Treasury in 2002.

Senate amendment

The Senate amendment has no comparable provision dealing with the withholding of
fimds but does prohibit the Secretary fi'om requiring the return of excess reserves under
subsection (g)(1)(A) and requires that any reserve fimds returned under (g)(1)(B) or (g)(1)(C)
will be placed in the restricted accounts and returned to the Treasury in the year 2002.

Conference agreement

The Senate recedes with an amendment clarifying that a guaranty agency which has not
transferred its required share to a restricted accoimt may not receive any other finds under Part B
of Title IV until the Secretary determines the agency is in compliance. The Secretary may waive
this provision due to extenuating circumstances beyond the control of the agency.

In addition, the amendment clarifies that reserve amounts returned to the Secretary under
section 422(g)(1)(B) will first be applied to the agency’s total required share. Amounts recalled
to the Secretary in excess of the required share will be returned to the Treasury. Reserve
amount recalled by the Secretary under section 422(g)(1)(C) will first be used to satisfy the
agency’s next installment required under the recall formula. Amounts recalled in excess of this



amoimt will be returned to the Treasuiy.

Note #8

House bill
m ♦
*W ■ ■The House bill refers to cash reserve funds when defining reserve fui^.

Senate amendment

The Senate amendment refers to reserve fimds without specifically mentionmg cash.
•»

Conference agreement

The Senate recedes with an amendment including both cash and “liquid assets” in the
definition of “reserve funds.”

Note #9

House bill

The House bill provides that funds imder Section 458 may be used for administrative
costs under Part B.

Senate amendment

The Senate amendment does not mention Part B.

Conference agreement

The Senate recedes.

Note #10

House bill

The House bill includes a provision which clarifies the amounts that may be retained by
guaranty agencies when defaulted loans are collected through consolidation. Under the House
pro\ision, guaranty agencies may retain 18.5 percent plus the reinsurance complement in effect
for all such loans consolidated on or after July 1,1997. For defaulted loans consolidated prior to
that date, guaranty agencies which have retained 18.5 percent are allowed to retain only 18.5
percent, and agencies which have been retaining 27 percent plus the reinsurance complement are
allowed to retain 27 percent plus the reinsurance complement.

Senate amendment
The Senate amendment has no comparable provision.

Conference agreement



The House recedes. This agreement to remove this provision is not an endorsement or
rejection of any particular position on the collection retention issue. Rather, it represents the
conferees’ agreement that this policy issue should be addressed during the reauthorization
process where it can be given full and thorough consideration. In recognition of that agreement,
five of the six conferees will be asking that the Department defer further attempts to collect
amounts in dispute with respect to these particular loans for a period of one year or until the
Higher Education Act is reauthorized, whichever occurs first It is the confers’ understanding
that the Department has issued final regulations on this issue which went into effect on July 1,
1997. The conferees fully expect that guaranty agencies will comply with those regulations for
loans consolidated on or after that date until Congress has the opportunity to act on this issue.

1'

Subtitle C — Smith-Hughes Vocational Education Act

^ SMITH-HUGHES VOCATIONAL EDUCATION ACT

Note #11

Home hill

The House bill repeals the Smith-Hughes Vocational Education AcL

Senate amendment

The Senate amendment has no comparable provision.

Conference agreement

The Senate recedes.



Subtitle D - Expansion of Portability and Health Insurance Coverage

House bill

The House bill amends the Employee Retirement Income Security Act (ERISA) to
establish a certification procedure for Association Health Plans (AHPs) in order to promote
multiple employer pooling, particularly among small businesses, so as to exp^d health
insurance coverage for the employees of such businesses and their families, dn general, bona
fide associations, multiemployer plans, fiunchise networks, and certain other entities meeting
financial, reporting, fiduciary and solvency requirements would be able to offer self-insured
coverage as well as fiilly-insured coverage options. The bill also clarifies the status of single
employer, multiemployer and other collectively-bargained plans with respect to the application
of the preemption provisions of section 514 of ERISA. The bill amends ERISA’s enforcement
sections to provide federal cease and desist authority to shut down fi-audulent health insurance
operations and to provide for criminal penalties for certain willful misrepresentations by such
entities.

Senate amendment

The Senate amendment has no comparable provision.

Conference agreement

The House recedes.
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