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Patricia A. Smith

05/29/97 05:11:59 PM

Record Type: Record

To: Kathryn B. Stack/OMB/EOP, Barry White/OMB/EOP, Robert M. Shireman/OPD/EOP

cc:
Subject: reconciliation language

Amy called yesterday and left this message.

David Evans, Sally Stroup, Pam Devit, and Bret Lief (NCHLP) met Tuesday on reconciliation langauge.

$1 B GA reserve callback. Sally will propose language reducing the GA reserve ratio — GAs that can't 
meet it will give back 29% of reserves, which will be put in escrow and interest will go back to GAs for 
the first 2 years. Sally wants the $1 B to be withdrawn in five even chunks— NCHLP wants most in the 
5th yr. but Sally prevailed. The main reason that the authorizing committees to want to play around with 
the the statutory reserve ratio is that GAs believe that lenders will lose confidence in them if they cannot 
meet the ratios even tho the ratios have no real teeth since the Feds guarantee the loans.

ACA assumptions. CBO assumed that GAs would get $150 a year in their baseline. NCHLP says 
^ they need $170 million to cover increasing loan volume. The authorizing committees will try to get the 

budget committees to accept language earmarking funds for ACAs even tho that is not part of the 
agreement.
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April 20, 1997

MEMORANDUM FOR GENE SPERLING

FROM: Bob Shireman

SUBJECT: Student Loan Proposals

The first two columns of the attached table show the CBO estimates of the student loan 
savings proposals that have been discussed in the negotiations. The table also shows the 
costs and benefits to the student borrowers of the different proposals. The third column is 
a possible alternative that would not hurt (or help) student borrowers. All of the options 
assume that schools would continue to have the option to choose to participate in 
either the direct or guaranteed loan program (FFEL). The options are described 
briefly below:

Administration

General Approach: The guarantee program would be cheaper and easier to manage if it 
used a simple Federal guarantee and had appropriate financial incentives for preventing 
defaults. This proposal fundamentally restructures the guarantee system, and uses some 
of the savings to reduce costs for students.

Guaranty Agencies: By ending the complicated “reinsurance” model, the Federal 
government can re-claim virtually all of the reserve funds held by 30-odd guaranty 
agencies. Performance-based agreements would govern the Education Department’s 
relationship with the guaranty agencies. Fees would be more closely related to actual 
costs, and there would be incentives for reducing costs.

Lenders: Banks and secondary markets would share 5% of the default risk, rather than 
the current 2%. In addition, the interest rate subsidy during the in-school period would be 
reduced by one percentage point (to the government’s discount rate - a 10/20 year bond 
average). The offset fee that Sallie Mae pays on all of its loan holdings would be 
extended to loans that it securitizes. Lenders would be required to offer flexible 
repayment options (except income-contingent repayment).



Administrative Costs; Would reduce the amounts set aside under current law for the 
Federal costs of operating the direct and guaranteed loan programs.

Students: Would reduce student fees from 4% to 2% in the subsidized Stafford loan 
program (both direct and guaranteed), and reduce fees on other loans to 3%. In addition, 
as a result of the reduction in the in-school interest rate (see lenders, above), borrowers 
with unsubsidized loans would pay less interest.

Republican

(This is the package that Bill Hoagland presented last week. He did not provide detail, he 
only recited the numbers to show that the savings figure was reachable).

General Approach: Consider frmdamental reform during reauthorization, not in 
reconciliation. Take a billion in excess guaranty agency reserves, a billion by extending 
the current interest rate scheme, and most of the rest through administrative savings.

Guaranty Agencies :^Would oppose the take-back of reserves. But otherwise, the cut is 
minimal.

Lenders: Major gain. Current law calls for the interest rate on student loans to change 
from an average of the 91-day T-bill plus 3.1 percentage points, to the government’s 
discoimt rate, which in this program is a meld of the 10- and 20-year bonds plus 1.0 
percentage points. Banks complain that not only is the new rate lower, but it is no longer 
matched to the volatile short-term securities that lenders use to finance student loans.
This Republican proposal would cancel this interest rate change.

Administrative Costs: Would reduce the amounts set aside under current law for the 
Federal costs of operating the direct and guaranteed loan programs.

Students: Would pay higher interest rates than current law calls for.

Alternative

(This is my attempt to find a middle ground).

General Approach: Fundamental reform can wait for reauthorization - but so can this 
question of the change in interest rates (it doesn’t take effect until July 1998 anyway). 
Instead of doing either, take a little more from reserves, reduce some guaranty agency 
payments, and accept the Republican cut in administrative costs.

Guaranty Agencies: Might claim that the changes would be destabilizing for some



agencies. (To the extent that it is, they would by definition be the agencies that are not 
efficient).

Lenders: No reduction in subsidies, but no “fix” to the interest rate change.

Administrative Costs: Would reduce the amounts set aside imder current law for the 
Federal costs of operating the direct and guaranteed loan programs.

Students: Status quo.



student Loan Proposals for FY 1998 to 2002
(outlays in millions of dollars)

Administration Discussion Alternative

Lender Subsidies (1.065) *

Guaranty Agencies:
Reserves
Default prevention incentives

(2,502)
(398)

(1,000)
(73)

(1.300)
(613)

Student Fees (on-budget) 1,296

Federal Admin (466) (629) (629)

Direct Loans 
$ 10/loan fee to schools
Cancel interest rate change*

(160)
(1,100)

(160)

TOTAL: (3.135) (2,962) (2.702)

Borrower Benefits (Costs):
Fees
Interest (NPV)

TOTAL:

2,600
1,000
3,600

(3,000)
(3,000) 0

The "savings" from canceling the current-law reduction in interest rates 
brings greater income to the direct loan program (from student payments) 
but costs the Federal government more in the guarantee program (for 
in-school subsidies to lenders). The $1.1 billion shown under direct 
is a net figure.

NOTE: Estimates are based on CBO figures, except the borrower 
impacts, vyhich are Administration estimates.
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Student Loans - Option I

(Outlays in Billions)

No Increased Costs To Students

The Administration's only major restructuring proposal - changing the 
relationship of guarantee agencies to the Federal Government - would be 
deferred until HEA reauthorization.

Summary

Sconng

1998-02

Option I Savings, Gross 
Option i Costs, Gross 

Net Savings

Non-Student

*GA reserves..

(2.702) 
0.000 

(2.702) 1

(1.300)

^Eliminate Supplemental Preclaims.................................................................... .
Replace the Federal payment to GAs for supplemental preclaims assistance with a 
lender payment based on guaranty agency success in bringing delinquent loans current.

(0.073)

^Reduce Default Collection Retention to 18.5%.
Reduce the percentage of defaulted loan collections retained by GAs from 27% to 
18.5%, which is the average that ED pays its default collection contractors.

^Administrative savings (Sec. 458)..................................................................
The $163 million in savings over the President's budget estimate of savings would be 
implemented in FY 2001 and 2002 through increased efficiencies in reengineering 
student loan ADP contracts.

(0.540)

(0.629)

Elimination of $10/ Loan Fee to Direct Loan Institutions. (0.160)

GRAND TOTAL: (2.702)
* The /\dministration's budget request includes a proposal in this area.

1. OMB scores Option 1 net savings at $2,451 billion, $251 million less than CBO.

04/17/97
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student Loans - Option II

(Outlays in Billions)

Mix of Student and Non-Student Savings Proposals

The Administration's only major restructuring proposal - changing the relationship of 
guarantee agencies to the Federal Government - would be deferred until HEA 
reauthoiization.

Summary
Option II Savings, Gross...........................................................................

Option II Costs, Gross.....................................................................
Net Savings............................................................ ..............

Non-Student
•GA reserves-------------------------------------------------------------------------------------

‘Eliminate supplemental preclaims..................................................................
Replace the Federal payment to GAs for supplemental preclaims assistance with a lender 
payment based on guaranty agency success in bringing delinquent loans current

‘Reduce Default Collection Retention to 18.5%---------------------------------------
Reduce the percentage of defaulted loan collections retained by GAs from 27% to 18.5%, 
which is the average that ED pays its default collection contractors.

‘Administrative savings (Sec. 458)...................................................................

The $163 million in savings over the President's budget estimate of savings would be 
implemented in FY 2001 and 2002 through increased efficiencies in reengineering student 
loan ADP contracts.

Elimination of $10 Loan Fee to Direct Loan Institutions....................................

Subtotal, Non-Students:
Student

Reduce Direct Loan Origination Fee by 1% - from 4% to 3%.........................

Make a comparable change in the FFEL program by eliminating the authority of GAs to
charge all FFEL borrowers a 1 % fee. This would save borrowers $966 million but would
have no budget impact Total savings to borrowers in both programs... 1.500

Revise the scheduled change in borrower interest rate effective July,
1998
Replace the scheduled reduction to students, with a rate of 91-day T-bill plus 2% during
the in-school period, and 91-day T-bill plus 3% during repayment This would save $50
million by reducing Federal in-school interest payments to banks, and save $800 million in
Direct Loans by increasing borrower interest costs. It would also increase borrower interest
paid to banks in the FFEL program by $1.6 billion, but this would not be reflected in the
budget Total increased cost to borrowers.... (2.400)

Net increased cost to students; (0.900)3

Subtotal, Students:

GRAND TOTAL:

* The Administration's budget request includes a proposal in this area.

1. 0MB scores Option II net savings at $4,695 billion, $1.663 billion more than CBO.
2.0MB estimate of CBO scoring.
3.0MB estimate of ‘net increased cost to students* is $4.3 billion, a difference of $3.4 billion from 
CBO scoring. This is due to a higher estimate than CBO of bonower interest paid by students both 
under FFEL (0MB: $3 billion; CBO $1.6 billion) and the Direct Lending program (0MB: $2.8 billion;
CBO: $0.8 billion).

CBO
Scoring

1998-02

(3.552) 
0.520 

(3.032) 1

(1.300)

(0.073)

(0.540)

(0.629)

(0.160)

(2.702)

0.520

(0.850)'

(0.330)

(3.032)

04/17/97



student Loans - Option HI
(Outlays in Billions)

No Increased Costs To Students at Higher Savings Level

The Administration's only major restructuring proposal - changing the relationship 
of guarantee agencies to the Federal Government - would be deferred until HEA 
reauthorization.

Scoring

1998-02
Summary_____________
Option III Savings, Gross................................................................................ (3.022)

Option III Costs, Gross................................................................................ 0 000
Net Savings................................................................................ (3.022) 1

Non-Student

*GA reserves__ (1.300)

"Eliminate Supplemental Preclaims......................................................................

Replace the Federal payment to GAs for supplemental preclaims assistance with a 
lender payment based on guaranty agency success in bringing delinquent loans current.

(0.073)

"Increase Lender Risk-Sharing by Reducing Insurance Rate from 98% to 
95%........................................................................................................................ (0.320)

"Reduce Default Collection Retention to 18.5%...........................................

Reduce the percentage of defaulted loan collections retained by GAs from 27% to 
18.5%, which is the average that ED pays Ks default collection contractors.

"Administrative savings (Sec. 458).....................................................................

The $163 million in savings over the President's budget estimate of savings would be 
implemented in FY 2001 and 2002 through increased efficiencies in reengineering 
student loan ADP contracts.

(0.540)

(0.629)

Elimination of $10/ Loan Fee to Direct Loan Institutions. (0.160)

GRAND TOTAL: (3.022)

* The Administration's budget request includes a proposal in this area.

1. 0MB scores Option III net savings at $2,823 billion, $199 million less than CBO.

04/17/97



student Loan Proposals in the FY1998 Budget - CBO Scoring
(Outlays in Billions)

1998 1999 2000 2001 2002 1998-02

GA reserves

(0.731) (0.127) (0.186) (0.186) (1.271) (2.502)

To clarify that the Federal Government is the sole insurer of guaranteed student 
loans, the Government would pay all eligible lender default claims and recall agency 
reserves, totalling $2.5 billion over 5 years.

GA default prevention incentives

(0.303) (0.025) (0.020) (0.020) (0.030) (0.398)

Reduce the percentage of defaulted loans retained by GAs from 27% to 18.5%, 
which is the average that ED pays its default collection contractors. Replace the 
Federal payment to GAs for supplemental preclaims assistance with a lender 
payment based on guaranty agency success in bringing delinquent loans current. 
Pay lenders full reimbursement of default claims, thereby correcting the 
misconception that non-Federal funds are at risk.

Reduce student fees

0.167 0.265 0.278 0.282 0.304 1.296

Reduced subsidies to lenders

Reduce FFEL and Direct Loan fees from 4% to 2% for new loans eligible for 
in-school interest subsidy, reducing the cost of borrowing for 4 million borrowers in 
FY 1998 and 9 million borrowers over the 5-yr. period. Reduce the fees for the 
remaining borrowers taking out new unsubsidized loans in both programs from 4% 
to 3%, 1 million in FY 1998 and 2.4 million over the 5-yr. period.

(0.145) (0.225) (0.210) (0.230) (0.255) (1.065)

Reduce FFEL guarantee to lenders from 98% to 95%. Set the FFEL interest rate at 
the Education Department borrowing rate from Treasury in the Direct Loan program. 
Require Sallie Mae to pay the .3% offset fee on securitized as well as 
non-securitized loans. Require FFEL lenders to provide flexible repayment options 
offered under the Direct Loan program.

Administrative savings 
(Sec. 458)

(0.221) (0.210) (0.116) (0.014) 0.095 (0.466)

1998 1399 2QQQ 2QQ1 2092 1998-02 *
GRAND TOTAL: (1.233) (0.322) (0.254) (0.168) (1.157) (3.134)

* note: CBO 1998 to 2002 scoring of the Administration's proposals is $0,336 billion less than 0MB scoring.

04/10/97



student Loans - Option I
(Outlays in Billions)

No Increased Costs To Students

The Administration's only major restructuring proposal - changing the 
relationship of guarantee agencies to the Federal Government - would be 
deferred until HEA reauthorization. Scoring

1998-02
Summary
Option I Savings, Gross.............................................................................. (2.702)

Option I Costs, Gross.............................................................................. 0.000
Net Savings.............................................................................. (2.702) 1

Non-Student

*GA reserves................................................................................................................... (1.300)

‘Eliminate Supplemental Preclaims............................................................................. (0.073)

Replace the Federal payment to GAs for supplemental preclaims assistance with a 
lender payment based on guaranty agency success in bringing delinquent loans current.

‘Reduce Default Collection Retention to 18.5%.......................................................... (0.540)

Reduce the percentage of defaulted loan collections retained by GAs from 27% to 
18.5%, which is the average that ED pays its default collection contractors.

‘Administrative savings (Sec. 458)................................................................................ (0.629)

The $163 million in savings over the President's budget estimate of savings would be 
implemented in FY 2001 and 2002 through increased efficiencies in reengineering 
student loan ADP contracts.

Elimination of $10/ Loan Fee to Direct Loan Institutions.................................... (0.160)

GRAND TOTAL: (2.702)
* The Administration's budget request includes a proposal in this area.

1. 0MB scores Option 1 net savings at $2,451 billion, $251 million less than CBO.

04/17/97



student Loans - Option II
(Outlays in Billions)

Mix of Student and Non-Student Savings Proposals

The Administration's only major restructuring proposal - changing the relationship of 
guarantee agencies to the Federal Government - would be deferred until HEA 
reauthorization.

Summarv
Option II Savings, Gross 

Option II Costs, Gross 
Net Savings

Non-Student
*GA reserves.

*Eliminate supplemental preclaims..................................................................

Replace the Federal payment to GAs for supplemental preclaims assistance with a lender 
payment based on guaranty agency success in bringing delinquent loans current

CBO
Scoring

1998-02

(3.552) 
0.520 

(3.032) 1

(1.300)

(0.073)

^Reduce Default Collection Retention to 18.5%..
Reduce the percentage of defaulted loan collections retained by GAs from 27% to 18.5%, 
which is the average that ED pays its default collection contractors.

(0.540)

*Administrative savings (Sec. 458)...................................................................

The $163 million in savings over the President's budget estimate of savings would be 
implemented in FY 2001 and 2002 through increased efficiencies in reengineering student 
loan ADP contracts.

(0.629)

Elimination of $10 Loan Fee to Direct Loan Institutions....

Student
Reduce Direct Loan Origination Fee by 1% - from 4% to 3%........................ .

Make a comparable change in the FFEL program by eliminating the authority of GAs to 
charge all FFEL borrowers a 1% fee. This would save borrowers $966 million but would 
have no budget impact Total savings to borrowers in both programs...

Subtotal, Non-Students:

1.500

(0.160)

(2.702)

0.520

Revise the scheduled change in borrower interest rate effective July,
1998...................................................................................................................

Replace the scheduled reduction to students, with a rate of 91-day T-bill plus 2% during 
the in-school period, and 91-day T-bill plus 3% during repayment This would save $50 
million by reducing Federal in-school interest payments to banks, and save $800 million in 
Direct Loans by increasing borrower interest costs. It would also increase borrower interest 
paid to banks in the FFEL program by $1.6 billion, but this would not be reflected in the 
budget Total increased cost to borrowers.... (2.400)

Net increased cost to students: (0.900)3

Subtotal, Students:

GRAND TOTAL:

(0.850)'

(0.330)

(3.032)

* The Administration's budget request includes a proposal in this area.

1.0MB scores Option II net savings at $4,695 billion, $1.663 billion more than CBO.
2.0MB estimate of CBO scoring.
3. 0MB estimate of "net increased cost to students* is $4.3 billion, a difference of $3.4 billion from 
CBO scoring. This is due to a higher estimate than CBO of borrower interest paid by students both 
under FFEL (0MB; $3 billion; CBO $1.6 billion) and the Direct Lending program (0MB: $2.8 billion; 
CBO: $0.8 billion).

04/17/97



student Loans - Option III
(Outlays in Billions)

No Increased Costs To Students at Higher Savings Level

The Administration's only major restructuring proposal - changing the relationship 
of guarantee agencies to the Federal Government - would be deferred until HEA 
reauthorization.

Summary

Sconng

1998-02

Option III Savings, Gross 
Option III Costs, Gross 

Net Savings

(3.022) 
0.000 

(3.022) 1

Non-Student

*GA reserves. (1.300)

^Eliminate Supplemental Preclaims......................................................................

Replace the Federal payment to GAs for supplemental preclaims assistance with a 
lender payment based on guaranty agency success in bringing deiinquent loans current.

(0.073)

*lncrease Lender Risk-Sharing by Reducing Insurance Rate from 98% to 
95%........................................................................................................................ (0.320)

‘Reduce Default Collection Retention to 18.5%.

Reduce the percentage of defaulted loan collections retained by GAs from 27% to 
18.5%, which is the average that ED pays its default collection contractors.

(0.540)

‘Administrative savings (Sec. 458).....................................................................

The $163 million in savings over the President's budget estimate of savings wouid be 
implemented in FY 2001 and 2002 through increased efficiencies in reengineering 
student loan ADP contracts.

(0.629)

Elimination of $10/ Loan Fee to Direct Loan Institutions. (0.160)

GRAND TOTAL: (3.022)

* The Administration's budget request includes a proposal in this area.

1. 0MB scores Option III net savings at $2,823 billion, $199 million less than CBO.

04/17/97
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March 13.1997

MEMORANDUM

TO: Interested Parties

FROM: Deborah Kalcevic

SUBJECT: An Alternative Baseline for the Student Loan Programs Which Reflects the Changes to
Credit Reform Accounting Included in the Budget Resolutions for Fiscal Year 1996 and 

Fiscal Year 1997.

Attached are five tables which detail the costs, loan volumes, and subsidy rates for both the 
guaranteed and direct student loan programs for the Alternative Baseline. The Alternative Baseline 
reflects the credit reform accounting changes for direct student loan administrative costs included in the 
budget resolutions for fiscal years 1996 and 1997. Below each table is summarized:

Tablet. includes three parts-
o the cost projection for each budget account associated with the 

student loan programs for the March 1997 Alternative Baseline.

0 the cost projection for each budget account associated with the 
student loan programs for the CBO March 1997 Baseline-the 
numbers which are shown on the CBO computer runs in Function 
500.

0 the difference between the above two tables

Table 2. includes the loan volume and subsidy rate projections for all guaranteed and 
direct student loans for the Alternative Baseline

Table 3. includes the loan volume and subsidy rate projections for the guaranteed student 
loans for the Alternative Baseline

Table 4. includes the loan volume and subsidy rate projection for the direct student loans 
for the Alternative Baseline

Tables. the Sec 458 expenditures under the capped entitlement for direct loan 
administrative expenses for the Alternative Baseline
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For your information, below is a summary of the definitions of budget authority, program 
obligations, and outlays as they apply to the student loan program subsidy or "program" accounts;

subsidy budget authority

subsidy obligations

subsidy outlays

Subsidy budget authority figures express what total subsidy costs would 
be if all the loans for which an application was received during a year 
were made. But all loans are seldom made—only about 90 percent. This 
is because prospective borrowers either do not show up for school or 
decide not to take the loan.

Subsidy obligations are the costs associated with all loans for which there 
actually will be at least one cash disbursement [shown on the attached 
tables as Net Annual Loan Volume]. Typically, the subsidy obligation 
estimates are not included on budget tables.

Subsidy outlays reflect the subsidy obligations adjusted for the timing of 
the loan dollar disbursements. Because of the multiple disbursement 
requirements and the timing of the academic school year calendars 
compared to the federal fiscal year, only about two-thirds of the dollars 
are disbursed to the borrowers during the first fiscal year. The remaining 
dollars are disbursed in the following year.

A Scoring Note:

Under the Alternative Baseline concept, CBO will score as 
budget neutral any lepslative proposal which caps either the 
level of guaranteed loan volume or the level of direct loan 
volume.



'I- '

T.b.= 1
K AN ALTERNATIVE BASELINE R£fLECriNG CREDIT RBfORM ACCOUNTING CHANGES lnaUDED IN RECENT BUDGET R£SOU/nONS a/

ll'UarAI? I
uI
ID

S
01

w•>1

•n30
oX
nB
O
N
B
>
O
N
X
30
nnc

AN ALTERNATIVE BASELINE MARCH 1997 BUDGET ACCOUNT TOTALS: STUDENT LOAN PROGRAMS
(by fisal year, in miL $)________________ _____________

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Cuannteetl Loan Program 
Program (Subsidy) Aroount

Guarante«d Loan Program 
Liquidating Account

GuaranLccd Loan Program 
DISCRETIONARY AdmiiusUative 
[from BADS model]

Direct Loan Program 
Program (Siibudy) Account

Dinri'i Dun rmgiam 
Mandatory Adaiinislralivc 
(1‘irt Cit Pf>JKTam (Siilj>itK') Aixountj 

tOTAl.
Student Luatt Programs

BA
OP
OL

BA
OP
OL

DA
OP
OL

BA
OP
OL

DA
OP
OL
ba'
OP
OL

•241
598

-500

90
65

142

46
7

43

669
118
503

491
112
434

LOSS
900
621

2,277
652

2,074

•168
14

-128

48
10
47

1,645
221

1,219

941
146
709

2,282

2,072

-292

-272

49

49

1,660

1,511

663

720

2.358

2,119

-309

-306

51

51

1,441

1.382

553

627

2,442

2.192

•271

-280

52

51

1,399

1,291

432

518

2,518

2,264

-231

-237

53

53

1.417

1,290

328

401

2,587

2.329

•179

-187

56

55

1,429

1,303

318

344

2.657

2,391

-129

-136

58

55

1,440

1,313

312

321

2,728

2,455

-89

-95

60

57

1,450

1,323

302

309

2,800 

2,490 

, -59

-63 

62 

59 

1,439 

1,332 

289 

298
4,743
1,044
3,922

4,362

4.080

4.094

3,874

4,053

3,772

4,085

3,770

4,211

3,843

4,338

3,944

4,452

4,049

4,551

4^115

2007
2,872

2,555

•37

-40

64

61

1,466

1,339

272

283
4.637

4.198

The Credit reform Act of I'MO provider that the federal budget would record the cost of direct loanE and guannceed loana on a rubcidy barb rather that a cadi bam. TheactdeAncd the subsidy cost of 
a loan to eqtnl the present dbcotaitoi value of all loan dirbuisemenu. rrpsyinenu. default coals. Irtlescst subsidies, and other payments associalcd with the loan programs oonUnue to be aooonkd a 
cash-accounting ueacment.

The budget RsofuUons fur litcal yean 1996 and 1997 tpeciried that the direct admlnisiraiive cosu of direct (Uident loans rhotdd be induded in the subddy cslinula of that program for purposes of 
Congrssianal scorekeeping.

Tlius, under the Altenutive Baseline. Use subsidy cost of direct siudcm loans issued in a given yar Indudes all direct admiiustntive oosu over the Ufe of the loan portfolio, taking account of the time 
value of funds. The subsidy omu of any cohost of direct loans win include the Jisoounted future adminisUsUve ooso of servidng loans wtWdi may be iit repayment (or ooflectlon) for as long at 25 to 30 
years. 1 he indtnion of these adnurusirative ousts in the subsidy cakulations fos direct loans inercaw the subsidy rates for these loaru by 6 to 7 peroenL The Sctxion 454 aaxMinl is adjusted for this
dung!.
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Xable 1 (continue J)

B. CBO BASEUNE

11-Mar-97

CBO BASELINE MARCH 1997 BUDGET ACCOUNT TOTALS: STUDENT LOAN PROGRAM POST-POLICY BASELINE
(by fiscal year, in mil. S)

1997 1998 1999 2000

Cuaranieed Loan Program 
Program (Subsidy) Account

BA
OP
OL

•241
596

-500

2^77
652

2,074

Guaranteed Loan Program 
Liquidating Account

BA
OP
OL

90
65

142

• 168 
14

• 128

Guaranteed Loan Program 
DISCRETIONARY AdminUtrative 
from BADS model]

BA
OP
OL

46
7

43

48
10
47

Dirrct Loan Program 
Program (Subsidy) Account

BA
OP
OL

669
118
503

649
221
717

Diieci Loin Program 
Maiulatury Admiiustrativc 
[t>4r< o( Fr-.icram (Sulitidy) AxoraUl
roi Ai,

Siudenl Loan Prugrams

RA
OP
OL

491
112
434

953
146
715

2.282

2,072

-292

•272

49

49

826

757

750

768

2,358

2.JI9

-309

-306

51

51

567

593

750

756
RA
OP
OL

1,055
900
621

3,959
1,044
3,425

3,616

3,374

3,418

3,213

2001 2002 2003 2004 2005 2006 2007
2,442 2.518 2,587 2,657 2,728 2.800 2,872

2,192 2.264 2,329 2,391 2,455 2,490 2,555

-271 -231 -179 -129 -89 -59 -37

-280 -237 -187 • 136 -95 -63 -40

52 53 56 58 60 62 64

51 53 55 55 57 59 61

498 496 491 485 477 467 456

473 452 448 443 436 428 418

750 750 750 750 750 750 750

753 745 747 749 750 750 750
3,470 3.586 3.70S 3,821 3.926 4,020 4,105

3.189 3.276 3,392 3,502 3,604 3.663 3.744
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Xable 1 (continued)

C ALTBRANT(VE BASEU NE COMPARED TO CBO BASEUNE

11-Mar-97
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AN ALTERNATIVE BASELINE MARCH 1997 COMPARED TO CBO BASELINE MARCH 1997
(bv fiscal year, in mil. <)_____________________________________

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Guannteed Loan Program 
Program (Subsidy) Account

Guaranteed Loan Program 
Liquidating Account

Guaranteed Loan Program 
DISCRETIONARY Adminisiratiye 
[from BADS model]

Direct Loan Program 
Program (Subsidy) Account

Diiect Loan Prugratii 
Marwialfiiy Admiitistrative 
[Pin .jf IVyriin (Siituidy) Aceountl

rdiAL
Student Loan Programs

BA
OP
OL

BA
OP
OL

BA
OP
OL

BA
OP
OL

BA
OP
OL
BA
OP
OL

0
0
0

0
0
0

0
0
0

0
0
0

0
0
0

0
0
0

0
0
0

0
0
0

796
0

502

-12
0

-6
O
0
0

785
0

496

0

0

0

0

0

0

834

754

-87
0

-47
746

707

0

0

0

0

0

0

874

789

-197
0

-129
677

661

0

0

0

0

0

0

901

818

-318
0

•235
583

583

0

0

0

0

0

0

921

838

-422
0

•344
499

494

0

0

0

0

0

O

938

855

-432
0

•403
505

451

0

0

0

0

0

o
955

871

-438
0

-428
517

442

0

0

0

0

0

0

973

887

-447
0

-441
526

446

0

0

0

0

0

0

992

904

-461
0

-452
531

451

2007

0

0

0

0

0

1.010

-478
0

■467
532
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TOTAL GUARANTEED AND DIRECT LOAN PROGRAMS, Match 1997 AMcmatlvc BaacUne
(by lUcil vt«f) 

19991996 1997 1990 2(XX> 2001 2002 2003 2004 20» 2006 looTl

TOTAL ALL NEW LOANS | New G« i4 Direct UwM 1
Net Annual Loan Volume (Mil S)
Net Number of Loans (000)
Atemgc Loan Amounl

2<97S
7.093

$3421

27.189
7.463

13.643

28.832
7.701

13.744

30,533
7.945

13,843

32.430
8.210

13.950

H173
8.431

$<053

35.784
8.605

K158

37.343
8.758

K264

38,955
8,915

14.369

40.630
9,081

$4,474

42,356
9,250

14.579

44,139
9.426

14.683

SdbtidyRate a/tyqfdf 8.9844 9.9746 12.1646 11.5546 10.5746 10.1746 9.9546 9.7446 9.5346 9.3246 9.1246 8.9246

»d>»ldy amta (IT tiM gatrmf iriiy rrWinIItMtlre yuMiiili 
tmrrmtur l^llll»l^ll ia Ma tmottaa 434 tmth-htaa
•oowt akovn «■ twia 3 wra InnliHH
HI tftt nt^i4r r«to>».t5« it.W U.OSt It.OJ* 1C. $tt to. 37* to.14* 3.31* 3.43* 3.47* 3.t«*

SUBSIDIZED STUDENT LOANS ( New G« ti mU Diiect L<mum )
N« Annual Loan Volume (Mil S) 
Nc« Number of la>ani (000) 
Average Loan Amount

S'jbiidy Hate

K«25
<421

S3.3S4

IS 1294

UNSlinsiDIZED S1UDENT LOANS ( New Gtwranteerf uwl Direct Lomu |

Net Annual Loin Volume (Mil $) 
Net Number o( l.oani (000) 
Average Loan Amowu

Subsidy Rate a/hit/tV 

PARENT LOANS | New Guani

7.440
2.279

13,442

0.67»4

I5.4S1
4.SI4

13.423

15.971
t.576

13.490

I6.S92
<667

$3,555

17.273
<774

$3,618

17,870
4.6S8

13.678

18.354
4.913

$1736

18.773
4.953

13.791

19,191
<995

13.842 ill 20.027
S.0S8

13.936

20.439
5.138

11978

16.8746 19.0846 18.4946 17.6246 17.3546 17.2946 17.21% 17.19% 17.14% 17.09% 17.05%

8,990
2. SI 2 

13,579

9.639
2.642

$3,648

10.272 
2,760 

13.721

11.09S 
2.896 

13.831

11.903
3.021

11940

12.668
3.129

14.018

11121
3.230

K1S6

M.202
1333

14.261

15,017
1440

14.366

15.858
1549

K468

16.730
3.662

KS69

1.7146 4.S346 4J746 3.5146 3.2546 119% 3.11% 308% 3.04% 2.99% 2 95%

ad and Dirtci Loans ]

Net Annual Loan Volume (Mil t) 
Net Number of Loans (000) 
Average Loan Amoevtt

Subsidy Rale a/IVcfdf

2.310
393

2.748
438

1222
483

3.669
517

4.062
540

4.400
5SI

4.762
563

5.149
575

5.562
588

6.002
600

6.471
613

6.970
62715.896 16.276 $6,674 17,090 17.526 17.980 18,455 18.948 19.462 19.996 I10.SS0 111.124

■1.76% •1.75% 0.65% 0.31% ■0.13% -029% -035% ■0.40% ■0.45% ■0.50% ■0.55% ■0.59%

KEriNANCED LOANS-OUTSTANDING GUARANTEED LOANS (BOTH PRE.I99S AND POST.I993) CONSOUDATEO INTO DIRECT LOANS

Net Annual Loan Volume (Mil $) 
Net Number o( Loans (000) 
Aterage Loan Amount

Subsidy Rale 4/

803 i.ao 1.200 1.300 1.400 1.500 1.600 1,700 1,900 1.900 2.1OO 2.10083 91 100 100 2i» 214 229 243 257 271 286 3<X)$9,716 111.000 112.000 $13,000 sr.rjoo $7,000 $7,000 17.000 $7,000 $7,000 $7,000 $7,0C<0

-1.«9% 2.87% 5.22% 4.76% 2.28% 1.52% 1.36% 1.21% 1.06% 0.92% 0.79% 0.66%
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TOTAL GUARANTEED LOAN PROGRAMS. March 1997 AltenuiUve B«MJlne
(br n*ol year)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
PicBaduir

TOTAL ALL NEW LOANS | New G«araatce4 LbAm Oiilx I

Net Annudl Loan Volume (Mil $) 16,618 17.673 18.741 19.846 21.079 22,212 23,260 24.273 25,321 26,410 27J3I 28.691
Net Number oILodni (000) 4.720 4.851 5.005 5,164 5.336 5,480 5.593 5.693 5.795 5.902 6.013 6.127
Avenp Loan Amount $3,521 $3,643 $3,744 $3,843 $3,950 $4,053 $4,156 $4,264 $4,369 $4,474 K579 $4,683

SiAtidyRaie VNe( 11.58% 11.87% 11.17% 1060% 10.34% 10.16% 10.01% 9.86% 9.71% 9.57% 9.42% 9.28%

ae»l^ bt> HW ciM ^marmtr ‘
aimaujr inalMWe <• «M ttatim 4M 
soBotmt iti !■ <a Bbl« J man HHni* 
la ttm rtUt U.M* 12.1*4 n.f7» M.JM tl.05* 10.M JO.««» 1C. 4t» ».Jit 10.14» ».»r»

SUBSIDIZED STUDENT lOANS ( New Oa rfLoMMOidrI

t.M»

Net Annual Loan Volume (MU $) 9.797 10.043 10.381 IR785 11.227 11.616 11,930 12.203 12.474 12.748 13,017 13.266
Net Number of Loans (000) 2.921 2.934 2.974 3.033 3.103 3.158 3,193 3.219 3.247 3.276 3.307 3.340
Avcrafc Loan Amount $3,354 $3,423 $3,490 $3,555 $3,618 $3,678 13,736 $3,791 $3,842 $3,891 $3,936 $3,976

SidKldyRaie 18.16% 18.96% 18.13% 17.39% 17.18% 17.12% 17.12% 17.12% 17.12% 17.12% 17.12% 17.12%

UNSUHSIDIZEO student loans ( New GuosMUed Loans Only )
Net Annual Loan Voltmne (Mil $> 5.311 5,844 6.266 6.677 7.212 7.737 8,234 8.724 9431 9.761 10,308 10.874
Net Number of Leans (000) 1.543 1.633 1.717 1.794 1.882 1.964 2,034 2.099 2.166 2,236 2.307 2,380
Average Loon Amount $3,442 $3,579 $3,648 $3,721 $3,831 $3,940 $4,048 $4,156 $4,261 $4,366 $4,468 $4,569

SUaadyRatc aM/o( 2.25% 2.71% 2.70% 2.71% 2.71% 2.71% 2.71% 2.71% 2.71% 2.71% 2.71% 2.71%

PABENT loans ( New Goasantced Loans Only ]
Net Annual Uion Volume (MU $) 1.510 1.786 2.094 2485 2.640 2.860 3,095 3.347 3,615 3,90r A206 4.531
Net Ntonbertd Loans (000) 256 285 314 336 351 358 366 374 382 390 399 407
Avenge Loon Amoimt $5,896 $6,276 $6,674 $7,090 $7,526 17,980 $8,455 $8,948 $9,462 $9,996 SI04S0 $11,124

Subsidy Rate »/bf€/ 1.68% 2.00% 2.01% 2.02% 2.04% 2.05% 2.05% 2.05% 205% 2.05% 2.05% 2.05%

REFINANCED LOANS>-OirrSTANDING GUARANTEED LOANS (BOTH PRE.1991 AND FOST-1991) CONSOUDATED INTO DIRECT LOANS

Net AnnusI loon Volume (Mil $) 0 0 0 0 0 0 0 0 0 0 • 0 0
Net Number o( Loons (OCD) 0 0 0 0 0 0 0 0 0 0 0 0
Average Loan Amount $0 $0 $0 $0 $0 $0 $0 SO $0 $0 $0 so
Subsidy Rate a/l^J 0.00% 0.CX}% aoo% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
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•' IlK 1 nic ■ ihr ml pmiCM v4wc ^«hc iMknl <Mh Aom iMOdtial wWi Air loui 4n4>a dhlwnaA u> bonowcfi cadi ync. Foe 
aiUlknor ll.<7«Df ihc ncwtoanudaoK (»I7.*7) * .11«7 - S2^t [. Arod^mey u> tocfc at ihc oBI cl ila kaa p«(naa h dial aacadl k aifll onai iKe (cdCial (oacniacat an annfc ibaul |3 ccau fcr cadt new4a0ai loaned In IM7.
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TOTAL DIRECT LOAN PROGRAMS, March l«*7 Allcnative Buelific
(favfiical year)

Ri*

u

ID1996
PkIMmiv

1997 1998 1999 2000 2001 2002 J003 2004 2003 2006 2007 nj

TOTAL AIX NEW LOANS ( New Direct Loana Ooly 1 '

o10

s
m

Net Annual Loan Voliune (MU 0
Net Number of Loam (000)
Average Loan Amotmt

8.3S7
2J73

S3.S3I

9,516
2,612

$3,643

(0,091
2,695

$3,744

10,687
2,781

$3,843

11.350
2.873

$3,950

11,961
2,951

$4X133

12,324
3,012

$4,158

13,070
3,065

$4,264

13.6)4
3.120

$4,369

14.221
3.178

$4,474

14.824
3238

$4279

13.149
3299

$4,683

Si

%78
O

SubiidyRate *l\il <i 3.839b 6.4494 13.9996 I3J294 11.0194 10.1694 9.8494 9.5194 9.1894 8B694 82394 8.3394
mm

n
SUBSIDIZED STUDENT LOANS ( New Dlicct Loam Onlf ] O

V

Net Annual Loan Volume (Mil $)
Net Number o( Loana (000)
Average LoanAmotM

3,028
1,300

S3J34

3,408
1,380

$3,423

5,590
1,602

$3,490

5,807
1,633

$3,353

6,043
1,671

$3,618

6,255
1,700

$3,678

6.424
1.720

$3,736

6.371
1,733

$3,791

6,717
1,748

$3,842

6,864
1,764

$3,891

7,009
1.781

$3,936

7.154
1,798

$3,978

m
sN
X

Subsidy Rate <t 9,2194 I2.98H 20.8494 20.3294 18.4494 17.7894 17.6294 17.4794 I7J294 17.1894 170394 (6.92%
78
nM

UNSUBSIDIZED STUDENT LOANS | New Direct Loam Only )
C

Net Annual Loan Volume (Mil $)
Nrt Number id Loans (000)
Average Lrjan Amount

2,329
736

S3,4$2

3.147
879

$3,379

3.374
923

$3,648

3,595
966

$3,721

3,883
1.014

$3,831

4.166
1.057

$3,940

4.434
1,095

$4,048

4.697
1.130

$4,136

4.971
1.166

$4261

5,256
1204

$4,366

5250
1242

$4,468

5,853
1.282

S4.S69

Subsidy Rau VN c7 -2.6-19b -0.1694 7.9294 7.4794 4.9994 4.2494 4,0796 3.9294 3.7794 3.6396 3.5094 3.38%

PARENT LOANS ( New Direct Loans Only )
Net Annual Loan Volume (Mil %)
Net Number ol Loans (000)
Average Loan Amount

800
137

S3,896

962
133

$6,276

1.128
169

$6,674

U84
181

$7,090

1,422
189

$7,326

IJ40
193

$7,980

1,667
197

$8,455

1.802
201

$8,948

1.947
206

$9,462

2.101
210

$9,996

2265
213

$10230

2.440
219

$11,124
o
M

Subtidy Rale i/b/ d -8.3194 -8.7394 -18794 -2.8794 -4.1694 •4.6394 -4.7994 -4.9594 -3.0994 -3.2394 •5.3696 -3.49%
s
N

REnNANCED LOANS-OUTSTANDING GUARANTEED LOANS (BOTH PRE.I992 AND POST.I991) CONSOUDATEO INTO DIRECT LOANS
M
M
0)

Net Annual Loan Volume (Mil $)
Net Number of Loans (000)
Average Loan Amount

803
83

S9.716

1.000
91

$11,000

1,200
100

$12,000

1,300
100

$13,000

1.400
200

$7XX)0

1.500
214

$7,000

1,600
229

$7,000

1.700
243

$7,000

1,800
257

$7,000

1.900
271

$7,000

2,000
286

$7,000

2,100
300

$7,000

N
O
»>
o

Subsidy Rale »/W d -4.8994 -2.8794 3.2294 4.7694 22894 IJ294 1 3694 1.2194 1.069b 0.9294 0.7994 0.66%
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SECTION 458—Direct Lom AdmiAistratien Accoauit, March 1997 Alternative Baacliac
fin mlltofu of doB*it>

u
u>M

DmetUoKOUc
C«M«

«4 aad OUMt Lsaii
Induce* AdHtaOMMlie Cotfi

CuvMtfced LunGuvMCjr Mfi
rejmenu

TOTAL

1994 199S 1996 1997 I99B 1999 2000 2001 2002 2003 2004 2005 2006 2007

BA V 21 98 ISl 197 220 219 191 169 149 139 133 123 no 93
OT af 4 67 loe 157 195 212 203 ISS 164 148 139 130 119 104

BA <7 82 117 141 572 294 212 113 29 29 29 29 29 29
OT 21 69 88 124 364 358 274 183 87 46 32 29 29 29

BA 98 213 167 IS3 ISO ISO ISO ISO ISO ISO ISO ISO ISO ISO
OT 98 213 167 153 150 150 ISO ISO ISO ISO ISO. ISO ISO ISO

BA 1«6 393 435 491 941 663 553 432 32i 318 312 302 l89 272
OT 122 349 363 434 709 720 627 518 401 344 321 309 298 283

S
10

s

•9
TO
O
X
n0
o\0
>o
sX0
n
mc

Btpnidnginfiaalyearl99«.4adifealoMiduoc*»<ta«inlitf»liv**i*t*usoeUttdwilhlo«n»o«ilelnl990indilljre»rihenoe»i«reowvcdlfomaiiicM»vb»5ed»ooount ThoM oosU have bee recUcubted 
on t iidcldy bask tnd induded in the rubodjr nia rhoam In Table 3.

ENTITLEMENT CAP HISTORY
(in milUoni of doMin) Hac-Veae

pv ia»« rr t»»» fv i»o* m»»T m»»d
Original Law I 2«0 2.S00I

1995 Keaebnon Bill

1996 Approp. Bill

1997 Apptop. Bill

.61
260 284 5S0 S9S 750

.61
2.439

•IM IH
260 286 436 709 750

0
2.439

0 -218 218 
260 284 436 491 968

0
2.439
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70
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145

240
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-70
-40
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BA
O

45
30
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40 45
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O
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1.065
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-320
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215

-600
-540
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O
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K
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Patricia A. Smith 

04/16/97 05:25:23 PM

Record Type: Record

Robert M. Shireman/OPD/EOP

cc:
Subject: Individual case studies - reduce interest rates

Forwarded by Patricia A Smith/OMB/EOP on 04/16/97 05:29 PM

William_Graham @ ed.gov
04/16/97 04:09:00 PM

Record Type: Record

To: Patricia A. Smith

cc:
Subject: Individual case studies - reduce interest rates

Pat ~

Four case studies.

Option A: continue current law of student interest rate equal 10 year 
+ 1

Option B: in-school rate equal 91 -day T plus 2.5%, in repayment rate 
equal 91-day plus 3.1%

Assume: loans originated July, 1998

Case 1: Stafford borrowers in school 4 years

Loan amount: $3236 
Origination fee: $129
Additional interest payments from moving to Option B: $120 
Analysis: Students would need to reduce ALL fees to be indifferent to 

Option B



Case 2: Unsubsidized Stafford borrowers in school 4 years

Loan amount; $3312 
Origination fee: $132
Additional interest payments from moving to Option B: $203 
Analysis: Students would always pay more under Option B, even if all 

origination fees were revoked

Case 3; Stafford borrowers in school 2 years

Loan amount: $3236 
Origination fee: $129
Additional interest payments from moving to Option B; $103 
Analysis: Students would need to reduce fees by 3% to be indifferent 

to Option B

Case 4: Unsubsidized Stafford borrowers in school 2 years

Loan amount: $3312 
Origination fee: $132
Additional interest payments from moving to Option B: $135 
Analysis: Students would always pay more under Option B, even if all 

origination fees were revoked



"Administration Alternative Savings Proposal 
April 16,1997

Goa): $3 billion in savings wirhout hitting shidcnts

Eliminate SPCA (default prevention fee)
Reduce GAdeiiuilt retention fmi 27% to 18.5% 
Reduce lender default insurance to 95'' ii 
Reduce Section 458 funds 
I Eliminate $10 adminisb'ative fee paid to schools

Recall GA reserves

Reduce m-school interest rate to 91-day T bill plus 2% 
Reduce lender default insurance to 9.3"

FV 98-02
S73 CBOcst 
.540 CBO esl 

CHOest 
629 CHOest 
16(1 CHOest 

$1,402 
1.300 

$2,702
ED estimate
Id) estimate of Clio

$2,702

GA's
Banks
Schools
Departnent

1913
0

160
622

2702
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OPTIONS

1. Federal savings from canceling student interest rate reduction

OMB scoring 
($3.3 billion)

CBO scoring
($1.1 B) (est. because CBO estimates 1/3 lower DL vol. and because CBO 
docs not estimate repayment plans separately)

2. Increased cost to students from canceling student interest rate reduction 

OMB scoring
$3.7 billion in Direct Loans 
$3.9 billion in FFPL 
total $7.6 billion

3. Reduce cost to student from reducing origination fee 1% and eliminating 1% insurance 
premium

OMB scoring
$656 million in Direct Loans 
$690 million in FFEL 
total $1.3 billion

OMB CBO

lOyr 6.11 6.2
10+1 7.11 7.2
91 T 4.92 5.0
91 T+2.5 7.42 7.5
91 T+3.1 8.02 8.1
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THE WHITE HOUSE

MEMORANDUM FOR GENE SPERLING

FROM: Bob Shireman

SUBJECT: Student Loan Proposal

Yesterday, Bill Hoagland laid down a $2.8 billion option taking $1 billion from reserves, 
saving $1 billion through interest rate changes, and the remainder through administrative 
costs and miscellaneous. Unless we agree to disagree on the policies underlying the 
numbers, this could set us up for a triple disappointment for students: (1) taking away the 
interest reduction that they are entitled to under current law beginning July 1998 (doing so 
would “cost” students an estimated $3 billion NPV in higher payment to banks and, in the 
direct loan program, to the government), (2) no further reduction in the in-school interest 
rate (justifiable because lender costs are so low during that period), and (3) no relief on 
fees. I would suggest an alternative package that moves in their direction, but does not hit 
students as hard (cost/savings figures are very rough).

1. Agreement that reforms in the structure of the guarantee system, and further 
reductions in costs to students, should be considered in the context of the 
reauthorization.

2. Base interest rates on the 91-day T-bill (instead of the movement to the 10- 
year, scheduled for July 1998), but reduce the rate to T+3.0 during repayment (a 
reduction of 10 basis points), and to T+2.0 during the in-school period (a 
reduction of 50 basis points). Overall, this is still higher than students are 
projected to get under the current-law shift to the 10-year bond. This has not been 
costed out, but would probably save about $1 billion.

3. Take back $1 billion in reserves.

4. Reduce the origination fee to 3 percent for all loans. This costs $520 million, 
but provides students with a benefit exceeding $1 billion (because in the guarantee 
program, the one percent is collected by the guaranty agencies so this does not 
reduce income to the Treasury).

5. Reduce administrative costs, eliminate supplemental pre-claims assistance 
payments, and eliminate the $10 fee, for a total of around $800 million.

TOTAL: About $2.3 billion net



Note on the 1998 interest rate change

The genesis of this problem is 0MB’s decision, after passage of the Credit Reform Act, to 
use the 10-20 year rate for present-value discounting of the costs in the student loan 
program. In an effort to match the interest rate with the discounting instrument, the 
Administration pursued the 1993 change to use the 10-20 year bond as the instrument to 
which to peg interest rates, rather than the 91-day T-bill.

The problem is that for a variable-rate loan, the discount rate should really be a short-term 
rate, either the 91-day T-bill or a one-year instrument. That is the instrument that the 
banks use to finance their student lending, which is why they are so concerned about 
moving to a long-term instrument that does not match with the variable-rate nature of the 
loans.

Fixing this problem -- by changing the discount rate assumption ~ would save 
money (in baseline), perhaps several billion dollars. Treasury and CEA have been 
supportive of this in the past, but 0MB has been resistant. Republicans Larry Lindsey 
(former Fed governor) and Rep. Tom Petri have both recently written to Frank Raines 
about this issue. You may want to consider raising this question with the Director.



Barry White 
04/16/97 01:35:47 PM

Record Type: Record

To: Robert M. Shireman/OPD/EOP
cc: Patricia A. Smith/OMB/EOP, Kathryn B. Stack/OMB/EOP
Subject: Re: Quick thoughts — What you think?

Unless you've heard otherwise, I doubt $2.3b is enough. Presenting this way could be an inadvertent 
invitation to delete Item #4 in order to hit the putative target.

How about adding a menu of other cuts we proposed, from which they could chose variations 
that reach $500 m (or better, we could have a specific offer but note that there are other variations), and 
which do not, arguably represent major structural changes in the program. Like: Cutting back on the 
default retention, which is pure profit to the GAs; increasing bank risk sharing; requiring flexible 
repayment.

Item is fine.

Item #2: I'm confused here, which may be due to my growing distance from the program. Doesn't the 
interest rate increase (over baseline) raise what students will pay in both FFEL and FDSL? The cut in 
special allowance is only FFEL.

TTie next-to-last sentence isn't clear: "this" is higher... means what? student interest rate?
Since it follows the special allowance reference, it seems to conflate student costs and bank benefits.

In the last sentence, the "this" means the whole item or just the student cost increase?

Item #3. straightfoward, but you might add to it: "leaving $xx billion in case reserves and several billions 
more in assets, all of which are Federal resources."

Item #4. Not clear enough. The reduction for direct loans should be specified. The reference to "the one 
percent" is too obscure. Should it be: "This would eliminate the authority of guarantee agencies to charge 
students a 1% insurance fee, which does not affect Federal revenues but does provide a substantial 
student benefit. GAs do not need these resources to operate effectively."

Item #5. Okay, but again. I'd specify that admin costs hits both programs, SPCA is FFEL, and the $10 
fee is FDSL.
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CDO CulniM rf autfwi: Lou< *>clkjkk.- FV l>rMidwiri »u4g*l (*hfnllinw)

Pilor
Conent USl 1£2S 2SS2 MS) 20Q 6B-02

SludanU

Raduca Ol, MU Jam toaa rram 4H lo 315 BA 110 110 120 180 Old
0 70 106 11D 115 120 630

S(|Dlr*i« in guvwny cgvncy iniwanoo 1— (non>jM» BA nil nm n(a ri/e Ma
0 nis rVs fWd n(a pf nim

Raduo* atudonOoat mUKtanil IK (Or ad S(6Ford loam' BA -1 176 1V1 1711 185 202 921
D -1 SB 100 100 107 104 T70
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0M6 S-wrifiCi
FY98 Student loan policy -- outlays in millions

96 97 98 99 00 01 02 97-02

Baseline 3,643 778 3,523 3,595 3,522 3,489 3,630 18,537

Reduce student fees
Direct Loan fees from 4% to 3% 36 112 157 170 181 656

Direct Loan Stafford fees from 3% to 2% 21 64 89 95 101 370

Eliminate FFEL 1% borrower insurance premium paid to GAs [non add] [690]

FFEL Stafford fees from 3% to 2% 30 72 89 95 100 386

Sub-total 87 248 335 360 382 1,412

GAs
Return reserves (731) (127) (186) (186) (1,271) (2,501)

ED pay total default claims [small % now paid by GAs out of reserves] 64 94 93 97 103 451
Eliminate supp.preclaims assistance pymnts. to GAs [replace with bank pymt. of $100 per loan to GAs] (63) (6) (10) (10) (10) (11) (110)

Reduce GA default retention rate from 27% to 18.5% (277) (23) (37) (37) (39) (42) (455)

Sub-total (340) (696) (80) (140) (138) (1,221) (2,615)

Banks
Increase lender risk sharing from 2% to 5% (52) (77) (77) (81) (85) (372)

Require banks to offer all flexible repayment options excluding ICRP (53) (68) (62) (60) (64) (307)

Require SLMA offset fee to be paid on securitized loans 0 (6) (18) (29) (39) (92)

Set in-school interest @ interest rate ED pays Treasury for funds borrowed (216) (255) (191) (200) (211) (1,073)

Sub-total (321) (406) (348) (370) (399) (1.844)

ED
sec.458 student loan admin savings (113) (107) (75) (68) (61) (424)

Interactive effects (7) (3) 2 7 5 4

Policy 3,643 438 2,473 3,247 3,296 3,280 2,336 15,070

Savings from baseline (340) (1.050) (348) (226) (209) (1,294) (3,467)

02/06/9702:04 PM



US Department of Education 
Cost Estimate

Reducing the Rate of Comparable Maturity and Canceling the Scheduled Borrowers Interest Rate Reduction

Current Services

(Using FY 98 President's Budget volume and interest rate assumptions; all amounts in millions)

Option I: Change definition of Rate of Comparable Maturity from the 10 year bond rate to the 1 year 
bond rate for interest rate and discounting

FFEL

Direct Loans

Total Loans

FY98 FY99 FYOO FYOl FY02 FY 98-02

BA (69) (166) (171) (180) (191) (776)
O (39) (115) (154) (161) (170) (639)

BA (447) (119) (108) (121) (125) (919)
0 (269) (203) (102) (106) (113) (793)

BA (515) (285) (279) (301) (315) (1,695)
O (308) (318) (256) (267) (283) (1,431)

On July 1, 1998 student interest rates are scheduled to be tied to the Department's Rate of Comparable Maturity. Using a lower Rate of Comparable Maturity 
will reduce student interest rates both in school and in repayment. This will reduce the in-school interest subsidy in FFEL. The Rate of Comparable 
Maturity is also used as the Department's rate for discounting cash flows for subsidy estimates. Using a lower Rate of Comparable Maturity will 
increase the present value of loan repayments in Direct Loans.
Note: A change in the discount rate could be considered a change in the baseline with no scorable savings.

Option II: Change current law to cancel scheduled student interest rate reduction in July 1998

FFEL

Direct Loans

Total Loans

FY98 FY99 FY 00 FYOl FY 02 FY 98-02

BA 31 96 103 113 120 462
0 16 63 91 99 106 374

BA (378) (915) (1,014) (1,069) (1.126) (4,502)
O (234) (653) (885) (948) (999) (3,719)

BA (347) (819) (911) (956) (1.006) (4,040)
O (218) (590) (794) (849) (893) (3,345)

Currently student interest rates are based on the 91-day Treasury bill plus 2 5% while a student is in school and the 91-day Treasury bill plus 
3.1 percent while in repayment. This will change under existing law on July, 1, 1998; the in-school and in-repayment rate will be based on 
the Department's Rate of Comparable Maturity plus 1%. (Parent loans have a slightly different rate currently and post-July 1998 ) Ifthis 
scheduled change is canceled and borrowers continue to pay interest based on the 91-day Treasury bill students will pay a higher interest rate 
in FFEL and Direct Loans

Under this option the cost of FFEL increases with additional in school interest subsidy payments The cost of direct loans will
decrease as students pay higher interest rates in repayments. (Students would also pay higher interest rates in repayment under the FFEL program
but this is not a federal cost.)

Option III: Change definition of Rate of Comparable Maturity AND change current law to cancel scheduled interest rate reduction
FY 98 FY99 FYOO FYOl FY 02 FY 98-02

FFEL
BA 63 124 130 142 136 595
O 32 90 115 124 125 485

Direct Loans
BA (1.162) (1,888) (2,086) (2,220) (2,350) (9,706)
0 (677) (1,482) (1,816) (1,958) (2,077) (8,010)

Total Loans
BA (1,099) (1.764) (1,956) (2.078) (2,214) (9,111)
0 (645) (1,392) (1.702) (1,834) (1,952) (7,526)

Note: A change in the discount rate could be considered a change in the baseline with no scorable savings. If so the savings under 
Option III would be the same as under Option II

15-04-97 
Budget Service



US Department of Education 
Cost Estimate

Reducing the Rate of Comparable Maturity and Canceling the Scheduled Borrowers Interest Rate Reduction

FY 98 President's Policy

(Using FY 98 President's Budget volume and interest rate assumptions, all amounts in millions)

Option I: Change definition of Rate of Comparable Maturity from the 10 year bond rate to the 1 year 
bond rate for interest rate and discounting

FFEL

Direct Loans

Total Loans

FY 98 FY 99 FY 00 FYOl FY02 FY 98-02

BA (15) (171) (175) (186) (195) (742)
0 (10) (98) (158) (166) (175) (606)

BA (349) (120) (110) (122) (127) (829)
0 (216) (169) (103) (108) (115) (711)

BA (364) (291) (285) (308) (323) (1,571)
0 (225) (267) (261) (274) (290) (1,317)

On July 1, 1998 student interest rates are scheduled to be tied to the Department's Rate of Comparable Maturity. Using a lower Rate of Comparable Maturity 
will reduce student interest rates both in school and in repayment. This will reduce the in-school interest subsidy in FFEL. The Rate of Comparable 
Maturity is also used as the Department's rate for discounting cash flows for subsidy estimates. Using a lower Rate of Comparable Maturity will 
increase the present value of loan repayments in Direct Loans.
Note: A change in the discount rate could be considered a change in the baseline with no scorable savings.

Option II: Change current law to cancel scheduled student interest rate reduction in July 1998
FY 98 FY 99 FY 00

FFEL

Direct Loans

FYOl FY02 FY 98-02

BA 492 308 322 342 363 1,826
O 270 347 288 304 323 1,531

BA (280) (917) (1,017) (1,072) (1,129) (4,414)
O (181) (620) (886) (951) (1,002) (3,639)

BA 212 (609) (695) (730) (766) (2,589)
O 89 (273) (599) (647) (679) (2,108)

Total Loans

Currently student interest rates are based on the 91-day Treasury bill plus 2 5% while a student is in school and the 91-day Treasury bill plus 
3 1 percent while in repayment. This will change under existing law on July, 1, 1998: the in-school and in-repayment rate will be based on 
the Department's Rate of Comparable Maturity plus 1%. (Parent loans have a slightly different rate currently and post-July 1998 ) If this 
scheduled change is canceled and borrowers continue to pay interest based on the 91-day Treasury bill students will pay a higher interest rate 
in FFEL and Direct Loans

Under this option the cost of FFEL increases with additional in school interest subsidy payments. The cost of direct loans will
decrease as students pay higher interest rates in repayments (Students would also pay higher interest rates in repayment under the FFEL program
but this is not a federal cost.)

Option III: Change definition of Rate of Comparable Maturity AND change current law to cancel scheduled interest rate reduction
FY98 FY99 FY 00 FYOl FY 02 FY 98-02

FFEL

Direct Loans

Total Loans

BA 520 333 347 368 391 1,959
O 284 371 310 326 347 1,638

BA (1,104) (1,890) (2,088) (2,222) (2,352) (9,656)
O (663) (1,448) (1.818) (1.960) (2,079) (7.968)

BA (584) (1.556) (1,741) (1,854) (1.961) (7,697)
O (379) (1,077) (1,508) (1,634) (1,732) (6.330)

Note: A change in the discount rate could be considered a change in the baseline with no scorable savings. If so the savings under 
Option III would be the same as under Option II

15-04-97 
Budget Service



Cost of New Mandatory Programs, Student Loan, and Select Education Tax Expenditures

($ in mWions)

Budget Kern 1997 1998 1999 2000 2001 2002 1998-2002

School Construction (mandatory);
BA 0 5,000 0 0 0 0 5,000
OL 0 1,250 1,250 1,250 1,250 0 5,000

America Roads Challenge (mandatory):
America's Reading Corps;

BA 0 200 230 275 320 400 1,425
OL 0 24 164 225 271 320 1,004

Parents as First Teachers:
BA 0 60 60 60 60 60 300
OL 0 7 48 59 60 60 234

HOPE: tax credit 0 2,000 3,100 3,800 4,600 5,200 18,700

HOPE: tax deduction 100 2,100 3,100 4,000 4,100 4,200 17,500

Section 127 tax deduction 82 645 670 758 247 0 2,320

Direct Loan (OL):
Baseline 304,1, 524 690 627 437 363 2,641
Policy 304 (1) 581 867 873 703 645 3,669
Net 0 57 177 246 266 282 1,028

FFEL (OL):
Baseline 2,189 (1) 2,351 2,194 2,130 2,195 2,316 11,186
Policy 2,531 2,088 1,903 1,920 1,973 2,072 9,956
Net (342) <1, (263) (291) (210) (222) (244) (1.230)

Loan Administration (OL):
FFEL (D) 41 44 48 51 53 55 251

Direct, baseline 412 602 663 715 805 899 3,684
Direct, policy 412 489 556 640 737 838 3,260

I':::::::.:: i i ^^ .'i i ii i .. i i! r i! i i ii i i i i i i i i! . -['.V-[[[[[[[[[[[[[[[[[WyWWlil]

Total, New Mandatory (OL) 0 1,281 1,462 1,534 1,581 380 6,238

Total, Tax 182 4,745 6,870 8,558 8,947 9,400 38,520

Total, Loans;
Baseline 3,521 3,595 3,523 3,490 3,633 17,762
Policy 3,202 3,374 3,484 3,466 3,610 17,136

Total, New Mandatory and Loans (policy) 4,483 4,836 5,018 5,047 3,990 23,374

Total, All Hems --- 1 9,2281 1 11.7061 1 13,5761 1 13.994] 1 13,390] 1 61,8941

(1) rMtfmato or pr»-1998 cohorts



FY1998 Education Department mandatory budget

1996 1997 1 1998 budget |

School Construction Initiative BA n.a. n.a. 5,000.000
OL n.a. n.a. 1,250.000

America Reads Initiative:
Parents as first teachers challenge grants BA n.a. n.a. 60.000

OL n.a. n.a. 7.200

America's Reading Corps BA n.a. n.a. 200.000
OL n.a. n.a. 24.000

Subtotal, America Reads Initiative BA n.a. n.a. 260.000
OL n.a. n.a. 31.000

Rehab services (mandatory baseline) BA 2,456.092 2,509.428 2,583.376
OL 2,410.178 2,702.207 2,626.626

Vocational education (Smith-Hughes Act) BA 7.148 7.148 0.000
OL 6.477 8.538 6.488

FFEL, liquidating BA 1,152.916 0.000 0.000
OL 615.609 7.266 (413.615)

FFEL, program costs and loan subsidies BA 3,546.085 130.521 2,077.941
OL 3,006.817 (17.944) 2,087.713

Subtotal, FFEL mandatory BA 4,699.001 130.521 2,077.941
OL 3,622.426 (10.678) 1,674.098

Federal Direct Student Loan program account:
New loan subsidies BA 243.720 108.993 751.345

OL 200.092 (0.553) 581.458

Federal administration BA 435.652 491.000 532.000
OL 394.669 413.658 489.096

Subtotal, Direct Student Loans BA 679.372 599.993 1,283.345
OL 594.761 413.105 1,070.554

Higher Education Facilities Loans BA 0.000 (3.500) (3.000)
OL 8.837 (4.300) (4.164)

CHAFEL liquidating BA 5.927 3.000 3.000
OL 6.458 6.831 3.995

College Housing Loans BA 0.000 (30.000) (32.000)
OL (43.140) (31.906) (32.028)

Departmental management:
contributions BA 0.138 0.000 0.000

OL 0.182 0.085 0.023

receipts, proprietary BA (60.975) (61.581) (61.180)
OL (60.975) (61.581) (61.180)

Total, mandatory programs BA 7,786.703 3,155.009 11,111,482
OL 6,545.204 3,022.301 6,565.612
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US Department of Education 
Cost Estimate

Reversing Planned Student Interest Rate Reduction and Reduce the Rate of Comprablo Maturity

Current Services

(Using FY President's Budget volume luul interest rate assumptions; ull unounts in millions)

Option I: Reduce the Comprnbic Maturity rate from the 10 year bond^roiMo tbe^l^ycar bond^te ^yQ2 FY 98 02

FFEI-

Direct Loons

Total Loans

On July 1, 1998 student Interest rates arc scheduled to be lied to the Department's comprablc maturity rate, Lowering that rate In FFHL will 
reduce in-school interest payments, 1‘or Direct Lo.ins the discounted value for future retwyments will be higiter under the 1 year discount rule. 
Note; A change in the discount rate cotilil be considered a change in the baseline with no storable savings.

BA (69) (166) (171) (180) (191) (776)
0 P9) (115) (154) (161) (170) (639)

BA (447) (119) (108) (121) (125) (919)
0 (269) (203) (102) (106) (113) (793)

BA (515) (28.5) (279) (301) (315) (1.695)
0 (308) (318) (256) (267) (283) (1.431)

1,1998
FY 98 FY 99 FYOO FYOI Em FY 98.02

BA 31 96 103 113 120 462
0 16 63 91 99 106 374

BA (378) (915) (1,014) (1.069) (U26) (4.502)
0 (234) (653) (885) (948) (999) (3.719)

BA (347) (819) (911) (956) (1,006) (4,040)
0 (218) (590) (794) (849) (893) (3,345)

FFEL

. Direct Loans

Total Lutins

Currently student iniere.st rates arc based on the 91-doy Tieosuiy bill plus 2.5% while a student is in school and the 91-day Trc.asury bill plus 
3.1 percent while in repayment. This will change under existing law on July. I. 1998; the in-school and in-repayment rate will be based on 
the Department's Rate of Comprable Maturity plus 1%. (I’arenl loans have a slightly din’erent rate currently and post-July 1998,)
Option 11 asstimes the Rate of Compurablc Maturity will remain the 10-year l>ond rate.

Under this option the cost of FFLL increases willh tuldilional iii'School interest subsidy payments. The w>st of direct loans will
decrease ns students pay higher interest rates in repayment,'!. (Students would alst> pay higher interest rate under the FFFL program but this is
not a fedoal cost.)

Option II; Reduce the Kate of Comprable Maturity AND keep current student interest rntei after July 1,1998
FY 98 1-Y 99 FY 00 FYOi I' Y 02 FY 98-02

FFEI.

Direct Loans

Total Loans

Note: A change in the discount rate could be eonxidered a change, in the ba.«elinc with no fcorabic savings. If to (he savings under 
Option III would be the tame as under Option II

BA 63 124 130 142 1,36 595
0 32 90 115 124 125 485

BA (1.162) (1,888) (2.086) (2,220) (2,350) (9,706)
0 (677) (1,482) (1.816) (1,958) (2,077) (8.010)

BA (1,099) (1.764) (1,956) (2.078) (2.214) (9,111)
0 (645) (1.392) (1.702) (1.834) (1,952) (7.526)

4/1/97 
Budget Service
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US Department of Education 
Cost Estimate

Reversing Tlanned Student Interest Rate Reduction and Reduce the Rate ofComprable Maturity

FY 98 President’s Policy

(Using FY 98 President's Budget volume and interest rate assimiptions; alt amounts in millions)

Option I: Reduce the Comprable Maturity rate from the 10 year bond^lothe^rbon^e ^ ^

i-FEL

Direct I.oatis

Total Loans

On July I 1998 student interest rates arc scheduled to be tied to Ihc Department's comprable maturity rate. Uwering tliat rate in FFF.L will 
reduce in-school interest payments. For Direct Loans the discounted value for future repayments will be Itigher under the I year di.scount rate. 
Note: A change in the discount rate could be considered a change in the baseline with no scorable savings.

BA (IS) (171) (175) (186) (195) (742)
O (10) (98) (158) (166) (175) (606)

BA (349) (120) (MO) (122) (127) (829)
0 (216) (169) (103) (108) (115) (711)

BA (364) (291) (285) (308) (323) (1.571)
0 (225) (267) (261) (274) (290) (1.317)

\jpilUII lie I\VV|I ^Ul 1 Clll aas«*a vf a s a*»ww •••.vr. m ^ m ^ — EY99 F'Y 00 FYOl FY02 FY 98-02
FILL

BA 492 308 322 342 363 1.826
0 270 347 288 304 323 1,531

Direct Loans
BA (280) (917) (1.017) (1.072) (1,129) (4,414)
0 (181) (620) (886) (951) (1.002) (3.639)

Total Loans
BA 212 (609) (695) (730) (766) (2.589)
0 89 (273) (599) (647) (679) (2.108)

Currently student intere.st rates arc baswl on ilie 91-day Treasury bill plus 2,5% wltile a student is in scliool and the 91-day Treasury bill plus 
1 I isercent while in repayment. Tltis will change under existing law on July, 1,1998; the in-schooI and in-repayment rale will be based on 
the Department's Kate of Comprable Maturity plus 1%. {I'arcnl loans hove a slightly dilVerem rate currently and post-July 1998.)
Option II assumes the Rule of CompamWe Maturity will remain llie 10-ycar btmd rate.

Under tiiis option the cost of FFEL increases wilih additiomil in-scltnol interest subsidy payments. The cost of direct loans will
decrease as students pay higlier imerost rates in repayments. (StudenUs would also pay higher interest rate under tlie FFEL program but llil.s is
not a fcdcal cost.) Assumes removal of policy proposal on Uie lowering lender’s in-school interest rote to the government borrowing rate.

FFF.I.

Direct Loans

Total Ixtons

FY 98 FY 99 FYOO FYOI FY 02 FY 98-02

BA 520 333 347 368 .391 1,959
0 284 371 310 326 347 1.638

HA (U04) (1.890) (2,088) (2.222) (2,352) (9.656)
0 (663) (1.448) (1.818) (1,960) (2,079) (7.968)

BA (584) (1.556) (1.741) (1.8.54) (1,961) (7.697)
0 (379) (1.077) (1.508) (1,634) (1.732) (6.330)

Note: A change in the discount role could be considered a change in the bosellne with no scorable savings: If so the savings under 
Option 111 would be the same as under Option II

4/1/97 
Budget Service
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DRAFT

STUDENT LOANS

The Senate FY 1998 Budget Resolution will contain language on student loan scoring as 
in 1996 and 97. CBO has announced an alternative baseline for student loans reflecting 
this language. This directed scoring will raise the deficit by $2,941 billion.

CBO, however, has announced that it will score as budget neutral any legislative proposal 
which caps the level of either the FFEL or DL programs.

The CBO scoring of the Clinton Student Loan changes totals $3.134 billion from the 
CBO "Post-policy baseline," which does not assume directed scoring. After subtracting 
the impact of the directed scoring, the result is a net saving of $193 million. See attached 
tables.

The OMB scoring of the Clinton Student Loan changes, totalling $3,482 billion, would 
save $541 million off the directed scoring baseline.

The Senate Budget Committee is also looking at the impact of savers, setting aside 
costers. In that context, CBO scores $5,055 billion in Clinton cuts. This amount would 
save $2,114 billion off the directed scoring baseline.

The majority on the Senate Budget Committee have their own stream of numbers 
estimating the President's net savings of $3,482 billion, which are very different from 
both the OMB and CBO numbers. Amy Abraham does not know the source of these 
numbers (see her attached memo).
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Student Loan Changes
(outlays In milons)
to post policy baseline

1997
-236

1996
-997

1999
-322

2000
-254

2Q01
-168

2002
-1157

07-02
-3134

deficit add from directed 
scorekeeping/alt baseline 0 496 707 661 583 494 2941

Net Effect in recondliat’n -236 -501 385 407 415 -663 •193

Student Loan Program 
Changes in Budget
(ouNsyalnireKans)
S.C.R. 17'*ClintonCuts" 0 1 O

l0
9 1999

-604
2000
-625

2001
-612

20^
-621

07-02
-3482

deficit add from directed 
scorekeeping/alt baseline 0 496 707 661 583 494 2941

Net Effect in reconciliafn 0 -524 103 36 -29 -127 -541

Student Loan Program 
Changes in Budget
(ouBsysInmlBara}
CBO scored "Clinton Cuts

1997
-275

1998
-1260

1999
-697 mo.-652

2001
-580

20Q2
-1591

07-02
-5055

deficit add from directed 
scorekeeping/alt baseline 0 496 707 661 583 494 2941

Net Effect in reconciliafn -275 -764 10 9 3 -1097 -2114
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Studfc oan “Savers" 
in President's Budget
(ouBays In mHEom)
recall ga reserves 
eliminate SPA 
lower defautt retnt'n allow 
reduce lender paymts 95 
Sadie Mae fee 
lower in>schooi subsidy 
reduce sec. 458 admin 
Total "Savers"

Student Loan "Costers" 
in President's Budget

1997 1998 1^ 2QQ0 2QQ1 2002 97-02
0 -731 -127 -186 -186 -1271 -2501

-50 -3 -5 -5 -5 -6 -73
-225 -55 -60 -60 -65 -75 -540

0 -40 ■65 -70 -70 -75 -320
0 0 -10 -30 . -50 -70 -160
0 -210 -220 -185 -190 -190 -995
Q :21Q zll6 95 =466

-275 -1260 -697 -652 -580 -1591 -5055

(odlaya bt mllona) 1997 ms 1999 2QQQ 2001 2002 97-02
flexible repay options 40 65 70 75 80 80 410
lower borrower fees/unsub 0 70 105 110 115 120 520
lower borrower fees/sub 0 145 215 225 235 245 1065
increase reinsurance 0 30 4Q 46 56 56 215
Total "Costers" 40 310 430 455 480 495 2210

Interactive Effects of , *
Sayers and Costers
(ouBayelnmaara) 1997 1696 1999 2060 2661 2602 97-02
net Interactive scoring -1 -47 -55 -57 -68 -61 -289
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CBO Scoring of Clinton 
Student Loan Changes
(ouHaya In fniHonsJ
to post policy baseline

Any Peck Abraham 
305«7

1997
-236

1998
-997

1999
-322

2000
-254

2001
-168

2002
-1157

97-02
-3134



Author I Ann« Miller at Budget 
'tei 3/24/97 4i31 PM
'.orityi Nomal 
t Amy Abraham

Subjactt Re(3]i Studetn Loan assumption 
——------------ -— ---------------------------------Message Contents

igetherI believe it is just the cuts. Our intent in putting together 
mandatory #‘e was to take only cuts not adds.

Whatever it is, it is Pres, policy, not ours.

The baseline adjustment is not in there, but it should be and will be 
in later versions.

3

Reply Separator
Subject! Re(2]t Studetn Loan assumption 
Author: Amy Abraham at Budget
Date: 3/24/97 4:22 PM

1 just asked Debb Xalcevic at C80 and she did not recognize that 
stream at all. They do not jive with what she has scored for effect 
of the President’s policy changes for student loans to be. Did you 
ask CDO for sotnething formulaic that the analysts there would not have 
been involved in?

Putting the numbers (which are throwing me) aside, am Z correct that 
the instructions in S.C.R. 17 for Labor Cmte are the President's 1998 
budget policy recommendations an scored by C607

Does it include net policy effects of costers and savers, or did you 
just ask for the "cuts" (savers) the President recoownends?

Is the baseline adjustment for the credit scoring change in for 
S.C.R,177

Reply SeparatorSubject: Re: Studetn Loan assumption ^ 
Author: Anne Miller at Budget ^ v \
Date: 3/24/97 10:28 AM ^

Since these are CBO estimates I would suggest you ask them.

Reply Separator
Subject: Studetn Loan assumption 
Author: Amy Abraham at Budget
Date: 3/24/97 10:03 AM

98 -$1.020b
99 -S604m
00 >$62Sm
01 -$612m
02 •$621m

I guess my main confusion if these are the president's savere/cuts, 
why isn't the 02 figure higher to account for the ga reserves recall 
in the last year?

90‘d 900*ON 170:61 16.ZO ddb SZ8t7-S6£-203:QI NQiibonaa awo
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HCFA survey fee 
Ut ceiling 
Medicaid 
Medicare 

Subtotal Finance

Govt Affairs (DR): 
Asset sales 
Fed emp contributions 
COLA delay 
USPS payment 
Vendor user fee 
Agency contribution 

Subtotal Govt

Judiciary (OT): 
PTO fees

Labor (DR): 
Alien labor fees 
FDA fees 
Student loans 
Subtotal Labor

Veterans (OT): 
Various mand

Total reconciliation

-0.010 -0.010 -0.010 -0.010 -0.010 -0.050
0.000 0.000 -0.200 -0.200 -0.200 -0.600
1.417 0.412 -1.414 -3.884 -5.783 -9.252

-4.310 -11.390 -22.150 -27.820 -34.550 -100.220
-2.903 -10.988 -23.774 -31.914 -40.543 -110.122

0.000 -0.500 0.000 0.000 -0.040 -0.540
0.000 -0.211 -0.429 -0.585 -0.648 -1.873

-0.300 -0.335 -0.350 -0.367 -0.383 -1.735
0.000 -0.025 -0.033 -0.032 -0.031 -0.121

-0.017 -0.008 -0.004 -0.002 -0.002 -0.033
-0.597 -0.591 -0.586 -0.582 -0.577 -2.933
-0.914 -1.670 -1.402 -1.568 -1.681 -7.235

0.000 -0.119 -0.119 -0.119 -G.119 -0.476

-0.019 -0.037 -0.037 -C.037 -0.037 -0.167
-0.079 -0.189 -0.200 -0.211 -0.223 -0.902
-1.020 -0.604 -0.625 -0.612 -0.621 -3.482
-1.118 -0.830 -0.862 -0.860 -0.881 -4.551

-0.247 -0.835 -0.953 -0.904 -0.989 -3.929

-6.198 -13.720 -32.449 -40.792 -51.026 -149.185
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student Loan Policies -- FY 1998 President's Budget 
($ in millions)

Prior

Students
Cohorts 1998 1999 2000 2001 2002 98-02

Reduce DL student fees from 4% to 3% BA 68 165 185 196 209 823
0 36 112 157 170 181 656

Eliminate 1% guaranty agency insurance fee (non-add) BA 93 172 178 196 207 846
O 50 127 159 171 183 690

Reduce DL student fees additional 1% for Stafford BA 39 92 102 108 113 454
0 21 64 89 95 101 370

Reduce FFEL student fees 1% for Stafford BA 55 96 100 107 111 469
0 30 72 89 95 100 386

Students BA
Students 0

161
87

353
248

387
335

411
360

433
382

1,745
1,412

GAs (including reserves)
Increase default reinsurance payment to 100% BA 106 101 102 109 114 532

0 64 94 93 97 103 451

Eliminate SPCA BA (63) (10) (11) (12) (11) (12) (119)
0 (63) (6) (10) (10) (10) (11) (110)

Reduce default retention from 27% to 18.5% BA (277) (44) (40) (42) (45) (47) (495)
0 (277) (25) (37) (37) (39) (42) (457)

Net Return of Agency Reserves BA (731) (127) (186) (186) (1,271) (2,502)
O (731) (127) (186) (186) (1,271) (2,502)

GA BA (340) (679) (77) (138) (133) (1,216) (2,584)
GAO (340) (698) (80) (140) (138) (1,221) (2,618)

3/18/97 
Budget Service



student Loan Policies - FY 1998 President's Budget 
($ in millions)

Prior
Cohorts 1998 1999 2000 2001 2002 98-02

Banks and Secondary Markets
Reduce guarantee to 95% BA (87) (83) (85) (90) (95) (440)

0 (52) (77) (77) (81) (85) (372)

Flexible repayment options required BA (77) (72) (64) (65) (71) (349)
0 (53) (68) (62) (60) (64) (307)

Sallie Mae fee on securitized loans BA 0 (6) (18) (29) (39) (92)
0 0 (6) (18) (29) (39) (92)

Set in-school interest rate at the govt borrowing rate

- Reduce in-school subsidy to lenders in FFEL BA (414) (233) (243) (256) (270) (1,416)
0 (227) (276) (216) (228) (241) (1,187)

- Reduce in-school rate on Unsubsidized Stafford loans BA 20 26 30 32 34 142
(federal cost in Direct Loans) 0 11 21 25 28 30 114

- Subtotal, Change to in-school interest rate BA (394) (207) (213) (224) (236) (1,274)
0 (216) (255) (191) (200) (211) (1,073)

Banks and Secondary Markets BA (558) (368) (380) (408) (441) (2,155)
Banks and Secondary Markets 0 (321) (406) (348) (370) (399) (1,844)

Other
Section 458 Savings BA (218) (58) (59) (60) (61) (456)

0 (113) (107) (75) (68) (61) (424)

Make $10 per loan payment to all new schools BA 1 2 1 - - 4
0 1 2 1 - - 4

Interactive changes (FFEL) BA (12) (5) 0 (3) (2) (22)
0 (7) (3) 3 6 5 4

Other BA (229) (61) (58) (63) (63) (474)
Other 0 (119) (108) (71) (62) (56) (416)

3/18/97 
Budget Service



($ in millions)
Prior

Cohorts 1998 1999 2000 2001 2002 98-02

Total Federal BA
Total Federal 0

(340)
(340)

(1.304)
(1,050)

(154)
(347)

(190)
(225)

(193)
(210)

(1,287)
(1.294)

(3,468)
(3,467)

Total FFEL BA (340) (463) (227) (232) (251) (277) (1,790)
Total FFEL 0 (340) (265) (290) (210) (221) (244) (1,570)

Recall GA Reserves BA (731) (127) (186) (186) (1,271) (2,502)
Recall GA Reserves 0 (731) (128) (186) (186) (1,271) (2,502)

Total DL BA 107 259 288 304 322 1,280
Total DL 0 59 177 247 265 282 1,030

Section 458 Reduction BA (218) (58) (59) (60) (61) (456)
Section 458 Reduction 0 (113) (107) (75) (68) (61) (424)

Total BA (340) (1,304) (154) (190) (193) (1,287) (3,468)
Total 0 (340) (1,050) (347) (225) (210) (1,294) (3,466)

3/18/97 
Budget Service



CBO Estimate of Student Loan Pdicies - FY1900 Prastdent's B jdget
($ n millions)

Prior
Cohorts 1998 1S99 2000 2001 2002 9B-C2

Students
Reduce DL student fees from 4% to 3% BA 110 115 125 130 135 615

0 70 105 110 115 120 520

Eliminate guaranty agency insurance fee ('lon-addi BA n/a Va n/a n/a n/a r/a
0 n/a Va n/a n/a n/a r/a

Reduce studsn: fees additional ' % for al Stafford loans BA -1 176 181 179 135 202 922
0 1 9E 160 168 167 184 777

Reduce FFEL student fees 1% for Stafford BA nfe n/a n/a n/a n/a n/a
0 n/£ n/a n/a ri/a n/a n/a

O

o

cd
o
ro

o
ho
o

Students BA
Students 0

■1)
(1)

285
168

296
265

304
278

315
232

337
304

1,537
1,297

GAs (Including reserves) m
Ircrease default reinsurance payment to 100% BA 45 50 50 S5 55 255 o

0 30 40 45 50 50 2-'5
o

Eliminate SPCA BA (£0) {S) (5( (5) (5) (5) (75)
TJ
O

O (50) (5) (5) (5) (6) (73)

Reduce default retenlion from 27% to 18.5% ^ BA ;2£0> |60) (65) (70) (75) (BC-) (600) i
G :225) (55) (60) (60) (65) (75) (5^0) ,1

Nat Return o~ Agency Reserves BA (731) (127:- (lae) (186) (1.271) (2502)
K
00

C (731) (127; (186) (186) (1.271) (2,502)

GABA i300) {751 i (147) (211) (211) (1.301) (2,922)
GA 0 (275) (759t (152) (206) (206) (1,301) (2,9C0)

o
o
hO

o
o
c,-
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CBO Estimate of SfcjdenI Loar Policfes -FY 1996 President's Budget
($ in mtlltons)

Prior
Cohorts 1998 2000 2001 2002 96-02

Total Federal BA 
Total Federal O

(23i; (1.227) (206) ('82) (100) (HOC) (3.C47)
_(236) (997) (322) (254) (168) (1157) (3.135)

1) RetJjces origination fee for atl Stafford borrowers in FFEL and DL sum of line item plus interactive effects frorr CBC 
10 Mar. 97 release
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Estimates of $10 Per Loan Payment to DL Schools
in frcosarKis)

Current Law-POS Payments resume for FY 88

FY 97 FY 98 FY 59 FYOO FY01 FY 02 FY 96-02 
BA - 23,504 28,098 30,926 32,062 33,221 147,870

0|»tion 1-POS Payments resume for new DL schools in AY 87-98

FY97 FY 9S FY99 FY QQ FYQ1 
BA 292 1,474 1,835 851

FY02 FY 98-02 
3,060

Option 2-POS Payments resume for all DL schools In AY 97-98

FY97 FY98 FY99 FYOO FYOl FY 02 FY 98-02 
BA 9,374 23,564 28,008 30.926 32,062 33,221 147,870

Budget Service 
3/12/97
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Student Loans

In mid-January, Chairman Goodling met with Secretary Riley to ask that the Budget not include 
any significant changes to the student loan programs. He argued that the Republicans are not 
planning to put a cap on direct lending, but that they might do so if the Administration is seen as 
attempting to undermine the banks and guaranty agencies.

The Budget does include modest reductions in subsidies to banks and guaranty agencies, for 
three reasons:

To make it possible for students and parents to pay less for loans 
To improve the management efficiency of the guaranteed loan program 
To eliminate excessive subsidies

Nothing in the Budget is an attack on the viability of the guaranteed loan program: the Budget 
continues to support the policy of permitting schools to choose which program, guaranteed 
loans or direct loans, they believe best serves their students.

Specific proposals tnet five year savings: $3.5 billionl:

• Reduce subsidies to lenders of $1.8 billion over five years, similar to what was in the 
Republican FY 1996 Reconciliation bill. Analysis supports the position that banks can 
absorb such cuts without affecting their ability to provide loan capital.

• End the no longer needed system whereby guaranty agencies (State and non-profit 
entities) hold Federal ftmds “in reserve” from which they pay bank default claims. 
Instead, direct Federal payments would cover default claims efficiently, and avoid the 
need to have unused Federal funds remain in agency hands. Over 5 years $2.5 billion in 
unneeded reserve funds would come back to the Treasury and count as deficit reduction.

• Implement management improvements with reasonable accountability standards for 
guaranty agencies based on performance agreements.

• Cut student-paid loan fees in half for needy students, and by a quarter for other loans to 
students and parents.



Cumparison of Student Loan Savings Proposals:
FY 96 Reconciliation Bill and FY 98 President's Budget

(budget outlays, all amounts in SmiUions)

FY 96 Reconciliation Bill FY 98 President's Budget

Lenders; Five Year Savings Lenders: Five Year Savin'
Repaunent options m FFEL -S8i: Repayment options in FFEL -S307
Increase lender ongination fees -296 (exclude ICL)
Create mterest rebate fee -352
Reduce insurance rate -372 Reduce uisurance rate -372

SLMA fees paid on secuntized loans -92
Set m-school rate to government rate -1,073

Total lender savings -S1.832 Total lender savings -SI,844

savings included m both proposals

GAs: GAs:
Reduce reinsurance -$224 Increase reinsurance $451
Elimmate SPCA -110 Eliminate SPCA -110
Reduce default retention -457 Reduce default retention -457

Recall of reserves -2,502
Total GA savings -S791 Total GA savings -2,618

savings mcluded in both proposals:

Administrative funds; Administrative funds:
Reduce Section 458 amount -S409 Reduce Section 458 amount -S409

Savings to students: Savings to students:
Reduce fee 1 %for all borrowers $656
Elimmate GA insurance fee 690
Reduce fee 1% for Stafford loans 756

Total smdent savings SO Total student savings $2,102

-$679

-S567

note: eliminate G.4 insurance fee non-feJeral funds, excluded in 
total proposal savings estimate

Total savings in conference bill -S3,032 Total savings in President's proposal -S3,459

estimates for years FY 98-02 by Department of Education

07-Jan-97 
Budget Service



96
3,643

FY98 Student loan policy -- outlays in millions

Baseline

DIRECT LOANS 
Reduce student fees

Direct Loan fees from 4% to 3%
Direct Loan Stafford fees from 3% to 2%

Sub-total

ED
sec.458 student loan admin savings

Total Direct Loan

GUARANTEED LOANS 
Reduce student fees

Eliminate FFEL 1% bomower insurance premium paid to GAs [non add]
FFEL Stafford fees from 3% to 2%

GAs
Return reserves
ED pay total default claims [small % now paid by GAs out of reserves]
Eliminate supp.preclaims assistance pymnts. to GAs [replace with bank pymt. of $100 per loan to GAs] 
Reduce GA default retention rate from 27% to 18.5%

Sub-total

Banks
Increase lender risk sharing from 2% to 5%
Require banks to offer all flexible repayment options excluding ICRP
Require SLMA offset fee to be paid on securitized loans
Set in-school interest @ interest rate ED pays Treasury for funds borrowed

Sub-total

Total Guaranteed Loan

Interactive effects

Policy

Savings from baseline 

02/06/9702:04 PM

3,643

97 98 99 00 01 02 97-02
778 3,523 3,595 3,522 3,489 3,630 18,537

36 112 157 170 181 656
21 64 89 95 101 370

57 176 246 265 282 1,026

(113) (107) (75) (68) (61) (424)

(56) 69 171 197 221 602

[690]
30 72 89 95 100 386

(731) (127) (186) (186) (1,271) (2,501)
64 94 93 97 103 451

(63) (6) (10) (10) (10) (11) (110)
(277) (23) (37) (37) (39) (42) (455)

(340) (696) (80) (140) (138) (1,221) (2,615)

(52) (77) (77) (81) (85) (372)
(53) (68) (62) (60) (64) (307)

0 (6) (18) (29) (39) (92)
(216) (255) (191) (200) (211) (1,073)

(321) (406) (348) (370) (399) (1,844)

(340) (987) (414) (399) (413) (1,520) (4,073)

(7) (3) 2 7 5 4

438 2,473 3,247 3,296 3,280 2,336 15,070

(340) (1,050) (348) (226) (209) (1,294) (3,467)
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ANALYTICAL PERSPECTIVES

redit in Four Sectors

. Loan servicing and default collection is handled 
by contractors selected through competitive bid­
ding processes. This ensures that the Federal Gov­
ernment obtains high quality administrative serv­
ices at the lowest price possible. The FFEL pro­
gram, by contrast, guarantees payments to all par­
ticipating lenders and guaranty agencies based on 
fixed rates set by law, without regard to how well 
their services are performed.
The simplified program structure is more manage­
able and significantly less vulnerable to fraud and 
abuse. In 199,5, the Inspector General issued a 
clean audit opinion of the program, the first time 
a clean audit has ever been received by any of 
the Department’s student loan programs.

Reform proposals. The Administration continues to 
support allowing individual institutions to choose 
whether to participate in FFEL or FDSL. To improve 
both programs for students and taxpayers the 1998 
Budget includes proposals for reducing borrower fees 
matching subsidies more closely with lender costs and 
restructunng the guaranty agency system. These pro­
posed changes will achieve savings of ,$3.5 billion over 
live years.

The U.S. General Accounting Office and Federal 
courts have acknowledged that the Federal Government 
IS the actual guarantor of loans made under FFEL. 
The State and non-profit intermediaries in FFEL act 
as agents of the Federal Government; there are no non- 
Federal funds at risk. Guaranty agencies are not inde- 
pendent guarantors, but are in fact administrators of 
the Federal guarantee. The Administration proposes to 
end a system in which the guaranty agencies hold Fed­
eral funds from which they pay default claims. Instead, 
direct Federal payments will cover default claims 
Guaranty agencies therefore no longer need to hold

u possible the return
ot 3).i.5 billion in reserve funds over five years

To improve accountability for the Federal guarantee, 
the Secretary s a^eements with guaranty agencies will’ 
prevised and will be subject to penodic recertification. 
They will include specific, publicly released performance 
information—confirmed by reliable audits—to ensure

student 
Family 
Direct 
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— ■ciiduie auaics—to ensurethe submission of timely, accurate, and consistent data 
for management purposes. The Secretary will have au­
thority to inove to a system of performance-based con­
tracts for the administration of the guarantee, rather 
trian u0Sign3tion of intermodiary agencies 

The Department of Education continues to work to 
reduce default costs and to eliminate excessive sub­
sidies to financial intermediaries. In the “gatekeeping” 

a’ process for certifying schools for 
e igibility for Federal student aid-the Department is 
attempting to identify high-risk institutions and target 
its regrdatory and enforcement efforts on these institu- 
tions. Through its legislative proposals, it attempts to 
reduce defaults through revised incentives to lenders

8. UNDERWRITING FEDERAL CREDIT AND INSURANCE

guaranty agencies, and increased lender risk-shar- 
from 2 percent to 5 percent. To minimize unneces* 

sary subsidies to lenders, the Administration proposes 
to continue the current policy of providing a lower inter­
est rate when students are in school, reflecting lenders’ 
lower servicing costs during that period. This also re­
duces interest payments by parents and some students.

Performance Measures and Management. The 
Department of Education has collected longitudinal 
data showing that student loans enable college students 
from low-income backgrounds to progress academically 
pd attain college degrees at the same rate as middle- 
mcome students whose families have had sufficient fi­
nancial resources to avoid borrowing. Work continues 
on performance indicators for a broad spectrum of pol­
icy objectives that are comparable for both the direct 
and guaranteed programs. These indicators will meas­
ure efficiency. Federal costs, and financial management, 
as well as borrower and institutional satisfaction The 
Department is engaged in an extensive review of its 
mformation technology systems needed to manage the 
ardent loan programs, in accord with requirements of 
r Technology Management Reform Act

ot 1995, to ensure that investments in these systems 
are cost effective and provide high quality service to 
users.
Sallie Mae and Connie Lee

Sallie Mcie. The Student Loan Marketing Associa­
tion IS a for-profit, shareholder-owned corporation char­
tered by Congress in 1972. Its purpose is to expand 
^ds available for student loans by providing liquidity 
to lenders participating in the FFEL program. Sallie 
Mae purchases msured student loans from eligible lend­
ers and makes warehousing advances (secured loans 
to lenders). It currently holds about one-third of all 
outstan^g guaranteed student loans. Sallie Mae also 
has authority to finance academic facilities and equip-

Connie Lee. The College Construction Loan Insur- 
Mce i^sociation was created by the Higher Education 
^endments of 1986 to insure and reinsure the financ­
ing of postsecondary education facilities. In 1988, the 
Department of Education helped provide initial financ- 

we corporation by purchasing, with appropriated 
tunds, $19 million of newly issued common stock. Sub- i 
sequently, the corporation sold additional stock to insti- I 
tutional mvestors.

mmmmm



ro poi’ Y The 1998 Request

The Administration is proposing a number of changes that would reduce student borrowing 
costs by more than $2 billion over the next five years while improving the effectiveness and 
efficiency of the student loan programs. These changes include significantly reducing 
borrower fees, creating greater uniformity between FFEL and Direct Loan program benefits, 
improving incentives for default reduction, and restructuring the guaranty agency system.
In addition to savings for students, the Department estimates that these proposals would 
save taxpayers $3.5 billion over the same period.

Borrower-Related Proposals

The budget includes the following proposals to reduce student borrowing costs and 
facilitate repayment;

• Loan fees for the neediest borrowers would be cut in half, thus increasing the loan 
dollars available to meet college costs. In the FFEL program, the 1-percent 
guaranty agency fee would be eliminated and the Stafford Loan origination fee 
would be reduced from 3 percent to 2 percent. For Direct Loans, the Stafford Loan 
origination fee would fall from 4 percent to 2 percent, while the origination fee for 
other loans would be reduced from 4 percent to 3 percent.

• Offering FFEL borrowers three of the flexible repayment plans available in the Direct 
Loan program—graduated, extended, and alternative—under the same terms and 
conditions. The current FFEL income-sensitive plan would be maintained.

• Clarifying that Direct Loan obligations remaining after 25 years, which are forgiven 
under income-contingent repayment, will not be treated as income for Federal tax 
purposes.

• Providing more similar terms for consolidation between the FFEL and Direct Loan 
programs, including applying to FFEL Consolidation Loans the same variable 
interest rate currently used for Direct Consolidation Loans, allowing borrowers to 
maintain interest subsidy benefits associated with the Stafford portions of their 
consolidation loans, and allowing FFEL borrowers to consolidate while they are in 
school.

Guaranty Aaencv Proposals

The Administration is proposing changes in the guaranty agency system to emphasize that 
these State and private nonprofit entities act only as agents of the Federal Government. 
Currently, guaranty agencies use Federal funds they hold in reserve to pay a small portion 
of each lender default claim; the balance is funded through Federal payments. To clarify 
that the Federal Government is the sole insurer of FFEL loans, the Department would pay 
100 percent of each eligible lender default claim. With these changes, guaranty agencies 
would no longer need to hold Federal funds in reserve. Therefore, the Administration 
proposes to recall some $2.5 billion in unneeded Federal reserve funds over the next five 
years. Other proposed changes include:

• Reducing the percentage of default collections that guaranty agencies may retain 
from 27 percent to 18.5 percent—the same average percentage the Department
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pays its default collection contractors. This would help eliminate a current financial 
disincentive to preventing student loan defaults.

• Requiring periodic recertification of, and certain changes to, guaranty agency 
agreements. Department agreements would require public disclosure of specific 
performance information, annual audits, and submission of timely, accurate, and 
consistent data to the Department’s National Student Loan Data System.

• Providing the Secretary with the authority to terminate guaranty agency agreements 
based on agency performance, and to use performance-based contracts for services 
currently performed by guaranty agencies.

Lender-Related Proposals

The following proposals would affect lenders participating in the FFEL program;

• Increasing the incentive to prevent defaults by raising lender default risk-sharing 
from the current 2 percent to 5 percent. The Federal Government would reimburse 
lenders for 95 percent of eligible default claim amounts, instead of the current
98 percent.

• In order to reduce borrower costs and standardize Federal interest subsidy costs 
across the FFEL and Direct Loan programs, the interest rate for Stafford Loan and 
Unsubsidized Stafford Loan borrowers during in-school, grace, and deferment 
periods would equal the Department’s borrowing costs. Since FFEL lender loan 
servicing costs are lower when borrowers are not in repayment status, the lender’s 
return can be lowered, with the savings passed on to students by reducing the 
interest rate.

• In place of the current supplemental pre-claims assistance payment to guaranty 
agencies to help lenders collect delinquent loans, the Department proposes a 
performance-based lender payment to guaranty agencies tied to agency success in 
bringing delinquent loans current.

Student Financial Aid Management

In 1998, the Department will spend almost $668 million, an increase of $44.2 million over 
the 1997 level, to administer the Federal student aid programs and make payments for 
services by FFEL guaranty agencies. This total, which makes up nearly 65 percent of the 
Department’s overall administrative budget, is funded from three sources: mandatory 
funding authorized under Section 458 of the Higher Education Act (80 percent) 
discretionary Program Administration (13 percent), and a discretionary appropriation 
covering a portion of administrative costs associated with the FFEL program (7 percent)
The Department’s request for funding under Section 458 is $218 million below the 
authorized level. Of these student aid management funds, $152 million reflects direct


