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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 Sally wants the $1 B to be withdrawn in five even chunks—- NCHLP wants most in the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.




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 fundamental 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.
Mg “dfc

Guaranty Agencies: AWould 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
discount 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 under current law for the
Federal costs of operating the direct and guaranteed loan programs.

Students: Sratus quo.



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

Administration

Lender Subsidies (1,065)
Guaranty Agencies:

Reserves (2,502)

Default prevention incentives (398)
Student Fees (on-budget) 1,296
Federal Admin (466)
Direct Loans

$10/loan fee to schools

Cancel interest rate change*
TOTAL: (3,135)
Borrower Benefits (Costs):

Fees 2,600

Interest (NPV) 1,000
TOTAL: 3,600

‘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

Discussion

(1,000)
(73)

(629)

(160)
(1,100)

(2,962)

(3,000)
(3,000)

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, which are Administration estimates.

Alternative

(1,300)
(613)

(629)

(160)

(2,702)



Student Loans - Option |
(Outlays in Billions) .

* The Administration'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.

| No Increased Costs To Students j
The Administration's only major restructuring proposal — changing the CBO
relationship of guarantee agencies to the Federal Government -- would be Scoring
deferred until HEA reauthorization.
1998-02
Summary
Option | SAVINGS, GFOSS ....cccceevieriiiiriiriciiiiniiecniteeie e esreesaee s ereessaees (2.702)
Option | COsts, GroSS .......cccoevveiiiiiiiineiiiicinin e 0.000
Net SaVINGS ......ccoooeeiiiieecerer e (2.702) 1
Non-Student
HGA FOSOIVES.cuuereeenenneeeccressesesanseensssssssssssessmmansssssssssassssssssssnsssasssssssssasssaanannsasssssssssss (1.300)
*Eliminate Supplemental Preclaims.........cccccivrvieneiccicnnnncnssnesecnsssscnnnnsssssnsesesnes (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%..........ccccceccemrercscncerisiscnnnnrscnneee (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)..........c.............. (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.......ccccececurrrcnersceisencans (0.160)
GRAND TOTAL: (2.702)

04/17/97



Student Loans - Option Il
(Outlays in Billions)

L Mix of Student and Non-Student Savings Proposals -
The Administration's only major restructuring proposal — changing the relationship of CBO
guarantee agencies to the Federal Govemnment — would be defsrred until HEA Scorin
reauthorization. g
1998-02
Summary
Option Il Savings, Gross (3.552)
Option ll Costs, Gross 0.520
Net Savings ' (3.032) 1
Non-Student
*GA reserves (1.300)
*Eliminate supblemental 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)
Subtotal, Non-Students:  (2.702)
Student
Reduce Direct Loan Origination Fee by 1% — from 4% to 3% 0.520

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, 2
1998 (0.850)

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. 1t 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:  (0.330)

GRAND TOTAL: (3.032)
* The Administration’s budget request includes a proposal in this area.

1. OMB scores Option Il net savings at $4.695 billion, $1.663 billion more than CBO.

2. OMB estimate of CBO scoring.

3. OMB 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 (OMB: $3 billion; CBO $1.6 billion) and the Direct Lending program (OMB: $2.8 billion;
CBO: $0.8 billion). .

04/17/97



Student Loans - Option lll
(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

CBO
Scoring

reauthorization.

Summary
Option 1l SAVINGS, GrOSS .....c.cccvcveeniriimriiinteirerernseteestsesssesssssesesassseaes
Option Il COStS, GIOSS .......cccvvivmiuiiiriniienieisnisssetessssesssnssssesseseseenessnsnas
Net SavINgs .......cccccovrerrrviniie e,

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.

*Increase Lender Risk-Sharing by Reducing Insurance Rate from 98% to
95%

*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

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

1. OMB scores Option lll net savings at $2.823 billion, $199 million less than CBO.

1998-02

(3.022)
0.000

(3.022) 1

(1.300)

(0.073)

(0.320)

(0.540)

(0.629)

(0.160)

(3.022)

04/17/197



Student Loan Proposals in the FY 1998 Budget -- CBO Scoring

(Outlays in Billions)

GA reserves

GA default prevention incentives

Reduce student fees

Reduced subsidies to lenders

(1998 ] [1999 | [2000 | [ 2001 | [2002 | [1998-02]

(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.

(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.

0.167 0.265 0.278 0.282 0.304 1.296

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 (0.221) (0.210) (0.116) (0.014) 0.095 (0.466)
(Sec. 458)
1998 1999 2000 2001 2002 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 OMB scoring.

04/10/97



Student Loans - Option |
(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 reauthonzation.

Summary
Option 1 SAVINGS, GroSS .......ccccciiiviiieeeiiee e e e e sere e e
Option | COStS, GrOSS ...t
Net SaVINGS .........ooooiiii e

Non-Student

FGA TS OIVES...eveeieeeccreenisenmessannssssassssensassassesssenssssssssssssnssssnsssssssssssnssssnnsssenassennnsssnns

*Eliminate Supplemental Preclaims...........eeuiiiiiiiisineniiecccnnnssnnnsnsnnnnniccnnssen.

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 t0 18.5%.....ccccccccenecurmsrsnesennsesncsoscressssnssnss

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)..........cccevrvmmmriiiiciiiiiiineceerteeeenssssnnncccenenreenenes

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........ccceeeeceeerneenceensnnnees

_ GRAND TOTAL.:
* The Administration'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.

CBO

Scoring

1998-02

(2.702)
0.000

(2.702) 1

(1.300)

(0.073)

(0.540)

(0.629)

(0.160)

(2.702)

04/17/97



Student Loans - Option ll
(Outlays in Billions)

[ Mix of Student and Non-Student Savings Proposals |
The Administration’s only major restructuring proposal — changing the relationship of CBO
guarantee agencies to the Federal Govemment — would be deferred until HEA Scorin
reauthorization. 0
1998-02
Summary
OPpON Il SAVINGS, GIOSS .....cccceverriirerrerennseesrisemsnsesronsessssssnssnssreseaasassessasses (3.552)
OpLON [l COSES, GIOSS ......ccceeereirierreereenersesrsssessteseessssssssnssasessesessesssssanssans 0.520
Net SaVINGS ........cccorevrrnrrremrrirerrecrceeressnee e e et sesaeseens (3.032) 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)
Subtotal, Non-Students: (2.702)
Student
Reduce Direct Loan Origination Fee by 1% —from 4% to 3% 0.520

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

Revise the scheduled change in borrower interest rate effective July, 2
1998 (0.850)

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:  (0.330)

GRAND TOTAL: (3.032)
* The Administration's budget request includes a proposal in this area.

1. OMB scores Option |l net savings at $4.695 billion, $1.663 billion more than CBO.

2. OMB estimate of CBO scoring.

3. OMB 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 (OMB: $3 billion; CBO $1.6 billion) and the Direct Lending program (OMB: $2.8 billion;
CBO: $0.8 billion).

04/17/97



Student Loans - Option lll
{Outlays in Billions)

No Increased Costs To Students at Higher Savings Level ]
The Administration’s only major restructuring proposal - changing the relationship CBO
of guarantee agencies to the Federal Government - would be deferred until HEA Scorin
reauthorization. 9
1998-02
Summary
Option lll SAVINGS, GrOSS .....cccccieecreecieeeee e eree e sree e ee e eeeeens (3.022)
Option Il Costs, GroSs .......cooovcieveiee et e 0.000
Net Savings ... (3.022) 1
Non-Student
*GA reserves (1.300)
*Eliminate Supplemental Preclaims..........ccccccececneeseninsencnee (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.
*Increase Lender Risk-Sharing by Reducing Insurance Rate from 98% to
90 eiiriisnnntaininnnnninisnanetne st sae e s s s s e s n e s s e e s s st e R e R R e R e R AR R e SR aa R e e RO R RRSTE SRR ORRES (0.320)
*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)........cccccvvicenrccrsinnicnne (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: (3.022)

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

1. OMB scores Option lll net savings at $2.823 billion, $199 million less than CBO.

04/17/97
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Proposed Changes to the Student Loan Programs Estimated Relative to an Alternative Post-Policy March 1997 Baseline

(‘nddllyull‘uli-nﬂ.byﬁldynl in miflinas of dollacs) 1997-2002
1997

1990 . 199 2000 200y 3002 Toul

Change the percent of Lhe direct loan program fromn & 35% of total new studeat loan volume under current law (o 10% of tolad acw student and consolidated loan

valume beginning in academic year 1998-1999, and all years thereafter. (Asnmnsbothne'andm-mﬁdaldhammaﬂeud.)
BA - ] ] ] 0 0
o - o o ® L ()

Clnngtthcmmnlb-dgduulmitylewh for the Section 458 direct loan administsative cost mandaiory speading account from $953 million to §170 million ia 1998,
from $750 million to $85 for years 1999 thurcugh 2002 quqﬁmdsnmdcdnbmhm&dbniﬂkvdshm&emﬂndm&hghaﬁhg
dizect student loans would come from discretionary sppeopristions. In addition mmmwylmudmusmmm

10 come from discrelionary eppropriataoas. BA - - -S70 -468 -7 20
] - 440 -$97 -332 432 =346
Mhmh&cgnmﬂcdhnmlmmmlmwlopimu&ount&dnmhnnm.wmnmwm
would be al the discretion of the lender not the bosvower. CM,MIMMMW&M,MWMM
contingent scpayment than do guaranteed MMWMMMMMMM)
BA 230 70 7$ a3 S0 2
© m &3 0 75 a0 o8

Elhhﬁlhmmmbuzlqul(oo.ﬂmdtlt_ﬂ-dingplwdWMMMMMUM-MﬂGMmWM

WMMWMmJMMMMWWMWM ude Joans made as lender-of-last-reson—from 98% to 95% .

(Asmanmes al) aew koans are affocted.) BA - 45 0 73 -80 -
o - 40 43 .70 .70 13

Reduce the federal reinsursnce oa all loars induding those inwared by guasantee agencies with exceplional performance from 98%/B8%/78% (0 969VH6W76% cxcept excmde
those made as lender-of-last-resort. (Assunses all new loans erc affected.) .
BA - -45 43 -30 -55 -35
o -~ -23 -40 435 -50 -50

mmwmwm@mm-mm IQMMMMWMWM“MWM temders, and the
fenders did not file a default dnim an or before the 390 day from delinquency. WMM“W[@M“M)

BA -5S -$ 0 -3 -5 -5

o -33 -3 -5 -3 -5 -5

-2607
-2:17

-430
-363

-230
-195

-373%
-320

-250
-210
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APR-98-97 12.:83 FROM:CBO/BAD/HRCEV

Proaposal:  Sheliry Asnd: B0 Ontioa--1ledated .

Proposed Changes to the Student Loan Programs Estimated Relative to an Alternative Post-Policy March 1997 Baseline
| Estimates Refloct an effective date of October 1997 unless oiherwise noted. |

(preiaminsry stafl estimaites, by Giscal year, in midions of dellary) 1992-2002
19927 1999 1999 2000 2000 2002 Total

Kerp the time before lenders may file for an insurance daim al 180-days from delinquency. However, increase the lime before guarantee agencies may file for reinsucance

from the federal government 10 & mininwus of 360 days from ddinquency, cxcept for documented uncollectible oans which cndd be filed prior to 360 days. Guaranty

agencies would be required Lo use their reserve hund's 10 puschase and hold these defsalted foans. (Assuses both mststanding and new loaas ase affected.)

. BA -140 38 -353 -55 -3s -5 ~420
(4] -0 AS -50 -50 -0 -50 -360

Rrestablish an administrative cost aflowance (ACA) for gnarantce agencics st 0.85% of new loan volunse or, at their choice, 0.08% of cutsianding vojume. This subsidy

would be cappod anamafly et $220 riltion [ar 1998 and ) 999 and $160 million in all other years. (Asmumes only new foans are affectod.)
BA . - 70 198 190 160 180 9%
o - 105 168 175 180 180 805

Eliminate the (ederal subsidy to schools and allernate originators for a loan origination fer. This fee i set st § 10 for school odginators for academic year 1994-1995 is
assumed to be adjusted by the Secretasy in the cutyeasr and set by contract for alicrnaste originators. (Assumes all new foans are affiected.)
BA — -3$ -1 40 40 43 =195
o - -20 -0 3% -3 -40 -160

Require that direct loan schools be subject 10 the sanwe default mate ot off requirements as guarantoed loan schicols. (Assumes all new hoans are affected )
BA - e [ ] o e [ o
o - ‘0 0 (] o (1] [

Give student loan bosvowers with direct student louns the oplien (o consolidate any direct loans into » guaramteed coasolidaled koan. (Assumes both outstanding and
new loans are aflected ) BA - e

] [ [ o [}
o —_ e [} [ ] [} [ (I
chmmmhummda\ggumwmonmmwwma.ummmummmmmmm
Wmhumﬂd“mh&“wﬁdm (Assumes both ng and srw loans are affected )
BA - ] [ ] o - 9 [} (]
a - ] o : o L1} 0 o
ll«lummemtmmwﬁomzmwlsjﬁonuéwdda\medmliduﬁmhuuonly. {Assumes new coasolidation loans ase
affected ) : A 13 K K) X} -3 3 -30
o -3 -3 -3 -3 -3 -3 -30

Qn-ge_ various provisions govevaing the guaranty agencies and their resesve funds. these changes include incerasing (he pesalty for nol mainiaining the minimum reserve
levels and lowering the minimum required Jevel of reserves. BA - - - -
[ — -— - -

(higcdkmspkmlﬁxkoduol-hdmm\(ﬂl)m Bomowers would anly have 10 huve one lender refusal (0 be eligible for an [LR loan and all 11R applications
mmst be processed within 15 days. Carrently bosrowers munt have two lender refusals and the process can take 30 days. (Assomes all acw loans affected.)
an - . . L] L J -

[0} —_ - [ . [ -
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Proposed Changes to the Student Loan Programs Estimated Relative to an Alternative Post-Policy March 1997 Baseline

[ Estimates Reflect an effective date of Octeber 1997 unless otherwise moted. |

(poefininary stalf cotimases, by Rscal yous, in willions of dollan) 1997-2803
1997 1994 1999 2000 2000 . 2002 Toual
Exesnpt lenders with bess than $5 million in stedent loan holdings from the annual awdit requiresarnts.
ah - . .
[ _— [ - . .
Net progmmmatic interactions among all progmm chenges listed above.
= o 13 ~-62 -7 -e7 -92 -30s
o [] -2 -32 -62 -72 72 -260
TOTAL CHANGES INCLUDING mA 0 -ee6 -720 -643 -542 453 -3,172
PROGRAMMATIC INTERACTIONS ’ o 3s -40S -702 -667 -582 —aa1 -2,002

NOTES: 1. Each propesed program change listod s estimated ecpasmidy trom the CBO pant pelicy baseline. There are not additive duse to programmetic intoractions.

3. Fox most years of the bife of foans dishussed b 1997 sad 2062, the CBO projoctien for the 10-Year Tressury Boad Rate is 5.5 perornt. This rte
ased ta caliculate the vesiable interest vaies and ts discousnt the cash flows.
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Shelly Amdar's 4/2/97 Request for Student Loan Program Changes Relative to the Masch 1997 Post-Policy Baseline
W assuming Proviaions Effective October 1997 : 0-ApeRT
<
. (poeki y stalll estimmal by Heal yeur, I8 milluns of doilars) 1992.2003
1997 1998 1999 2000 2001 2002 Tetal
Eliminste dmchmgeinmeﬂonnula locesublishingth:vuiahleinmlmcm subsidized and unsubsidized mndcnuoamwhkhismukephmhlﬂy 1998. The change
would set the rate at the comparable matarity rale (10ycar bond rate) + 19%. This proposal would leave the cvavent formwia of the 9 )-day Treasury bil} rate +2.5%
whilbe the Wummmmmmomamiqunnu+ S.I%Mmminhwm(mmnﬂmmw)
BA -- -130 -245 -265 -330 -35% -1345
) o -- -75 -160 -245 -285 -315 - -1100
N
S
NOVES: |.mm-.nmm.‘.w hM*ﬁdybm(hmw'&yw Vhese ase Aol I“ﬂ'ﬂﬁ'bpqu_'“‘m-
2 hmﬂ,&!dlﬁel‘edhﬂ.ﬁ-‘d\d‘ﬂ lmmmmmwmuhu l.-'-"l‘.-uywl.ubup--. This rete
Muwum&mmdumuﬂm :
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MAR-13-97 28.:56 FROM:CBO/BAD/HRCEU ID:1202 226 2820 PAGE

MEMORANDUM

March 13, 1997

TO: Interested Parties

FROM: Deborah Kalcevic

SUBJECT: An Altemative 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:

Table 1.

Table 2.
Table 3.
Table 4.

Table 5.

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.

o the diﬂ'er_ence between the above two tables

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

includes the loan volume and subsidy rate projections for the guaranteed student
loans for the Altemative Baseline :

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

the Sec 458 expenditures under the capped entitlement for direct loan
administrative expenses for the Alternative Baseline

2/10
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1D.202 226 2820 PAGE

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 multipie 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 legislative proposal which caps either the
level of guaranteed loan volume or the level of direct loan
-volume.

3710
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Talnp Jl. 11-Mar-97
A AN ALTERNATIVE BASELINE REFLECTING CREDIT REFORM ACCOUNTING CHANGES INCLUDED IN RECENT BUDGET RESOLUTIONS &/
AN ALTERNATIVE BASELINE MARCH 1997 BUDGET ACCOUNT TOTALS: STUDENT LOAN PROGRAMS
(by fiscal year, in mil. §)

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

&Guanmced Loan Program BA 241 2277 2,282 2,358 2,442 2,518 2,587 - 2,657 2,728 2,800 2,872
Program (Subsidy) Account op 598 652

OL -500 2,074 2,072 2,119 2,192 2264 2,329 2,391 2,455 2,490 2,555

ranteed Loan Program BA 90 -168 292 309 271 231 -179 -129 -89 -59 37

Liquidating Account or 65 14 '
oL 142 -128 272 -306 -280 237 -187 -136 95 -63 40
aranteed Loan Program BA 46 48 49 51 52 53 56 58 60 62 64
DISCRETIONARY Administrative or 7 10 '

{from BADS model) oL 43 47 19 51 5t 53 55 55 57 59 6l

Direct Loan Program BA 669 1,645 . 1,660 - 1.441 1,399 1,417 1,429 1.440 1,450 1.459 1,466
Program (Subsidy) Account or 118 221

oL 503 1219 1,511 1,382 1,291 1,290 1,303 1,313 1,323 1,332 1,339

Duect Loan Program BA 491 941 663 553 432 328 318 312 302 289 272
IMmdawry Adaovinistrative or 112 {46

(1art of Program (Subsidv) Accouny) ol . 434 709 720 627 . 518 401 344 321 309 298 283

TOTAL BA 1,055 4,743 4,362 4,094 4,053 4,085 4,211 4,338 4,452 4,551 4.637
Swdent Loan Programs orp 900 1,044

oL 621 3.922 4.080 3,874 3,772 3,770 3,843 3,944 4,049 4115 4,198

The Credit reform Act of 1990 provides that the federl budget would recoed the cost of direct loans and guaranteed loans on a subsidy basis rather that a aash basis. The sct defined the subsidy cost of
¢ loun 10 equal the present discountad vakue of all boan disbursements, repayments, default costs, Interest subsidies, and other payments associated with the loan programs conunue to be accorded a

cash-accounting seatment

The budget resohations for fiscal years 1996 and 1997 specifiad that the direct administrative costs of direct sudent loans should be induded in the subsidy estimates of tat program for pusposes of

Congressional scorckeepling.

Thus, wwder the Alternative Baseline, the subsidy cost of direct studert loans issued in a given year indudes all direct administrative oosts over the life of the loan portfolio, taking account of the time
valuc of funds. The subsidy osis of any cohort of direct loans will indude the discounted future adminisurative a0sts of servicing kaans which may be in repaymant (or colloction) for as long as 251030
years. The inchasion of these adminustrative anbs in the subsidy clculations for direct 10ans increases the subsidy rates for these loans by 6 1o 7 peroent. The Seation 458 account is adjusted foc this .

clange.
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Table 1 (continued)

B. CBO BASELINE

11-Mar-97

(by Rscal year, in mil. $)

[CBO BASELINE MARCH 1997 BUDGET ACCOUNT TOTALS: STUDENT LOAN PROGRAM POST-POLICY BASELINE
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1997 1998 1999 2000 2001 2002 2003 2004 2005 . 2006 2007
rCuanm.eed Loan Program BA 241 2277 2,282 2,358 2,442 2,518 2,587 2,657 2,728 2,800 2,872
Program (Subsidy) Account or 598 652
OL -500 2,074 2,072 2,119 2,192 2,264 2,329 2,391 2,455 2,490 2,555
uaranteed Loan Program BA 90 -168 292 -309 27N -231 -t79 -129 -89 -59 -37
Liquidating Account op 65 14 :
oL 142 -128 272 -306 -280 -237 -187 -136 95 -63 40
Guaranteed Loan Program BA 46 48 49 M | 52 53 56 58 60 62 A
DISCRETIONARY Administrative or 7 10
{from BADS model) oL 413 47 49 51 si 53 55 55 57 59 61
Direct Loan Program BA 669 849 826 567 498 496 491 485 477 467 456
Prograa: (Subsidy) Account or 118 221 )
OL 503 717 757 593 473 452 448 443 436 428 418
Direct Loan Program BA 491 953 750 - 750 750 750 750 750 750 750 750
[Mandatory Administrative op 112 146
[Part of Proagram (Sulsidy) Account) oL 434 715 768 756 753 745 747 749 750 730 750
TOTAL BA 1,055 3,959 - 3,616 3,418 3,470 3.586 3.705 3,821 3.926 4,020 4,105
Student Loan Programs orP 900 1,044
g_l_ ‘621 3,425 3,374 3,213 3,189 3.276 3,392 3,502 3,604 3,663 3,744

pzB8Z 9T TBZ'0!
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Tavte 1 (con(:in_ued)

11-Mar-97
C. ALTERANTIVE BASELINE COMPARED TO CBO BASELINE
AN ALTERNATIVE BASELINE MARCH 1997 COMPARED TO CBO BASELINE MARCH 1997
(by fiscal year, in mil. $) -
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Guaranteed Loan Program BA 0 0 0 0 0 0 0 0 o 0 0
|Program (Subsidy) Account orP 0 (]
oL 0 0 0 0 0 0 0 0 0 0 0
Guaranteed Loan Program BA 0 0 o 0 0 0 0 0 o o 0
|Liquidating Account or 0 0
oL 0 0 0 0 0 0 o 0 0 0 0
Guaranteed Loan Pro BA 0 0 0 0 0 0 0 0 0 o 0
DISCRETIONARY Administrative or 0 0
[from BADS model) oL 0 (1] 0 (1] ] 0 0 o (] 0 0
Direct Loan Program BA ] 796 834 874 901 921 238 955 973 992 1,010
Program (Subsidy) Account or 0 0 )
oL ] 502 754 789 818 838 855 871 887 904 921
Direct Loan I'rogram BA 0o -12 -87 -197 318 422 -432 438 447 461 478
Manulatory Administrative or 0 0 0 1] 0 1] 0 0 0 0 0
Part of Frogram (Subsidy) Account] oL 0 6 47 -129 -235 -344 403 428 441 452 467
TOTAL : BA o 785 746 677 583 499 505 517 526 531 532
Student Loan Programs opP (1] (1]
OL 0 496 707 661 583 494 451 442 446 451 454
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T. LE2 _ . 11-Mar.97
TOTAL GUARANTEED AND DIRECT LOAN PROGRAMS, March 1997 AMernative Baseline
{by fiscal year)
1996 1997 1998 1999 2000 2001 20602 2003 2004 2605 2006 zooj
FPrchiodoury

TOTAL ALL NEW LOANS [ New Guaraateed and Direct Loans )

Net Annual Loan Volume (Mil §) 24,975 27,189 28,832 30,533 32430 4,173 35,784 37,343 18,955 40,630 - 42,356 44,139

Net Number of Loans (000) 7.093 7,463 7,701 7.945 8,210 8,431 8,605 8758 8915 9,081 9,250 9.426

Average Loan Amount $3,52) $3643  $3744 $3.003 $3,950  $4.053 $4,158 $4.264 $4.369 $4474 34,579 $4.683

Subsidy Rate o/ tvo o/ 8.98% 9.979% 12.16%  11.55% 10.57% 10.17% 9.95% 9.74% 9.53% 9.32% 9.12% 8.92%
Subaidy Rate (IT the g y actmintatreti

ourrently isaluded in the Ssotion ¢34 onsh-Dased
account shovn om fable 3 were Anstead fnaluded
An the subsidy rate) 9.45¢ 10.53¢ 12, o0 12.058 11.038 10.61¢ 10.37¢ 10. 144 $.916 9.69¢ 9.479 9.2640

SUBSIDIZED STUDENT LOANS [ New Guanatced aad Direct Loaas )

NIOHH/0VE/08D'HO¥d BS 808 L6-C1-dVH

Net Annual Loan Volume (Mif $) 14,825 15,451 15.97} 16,592 17,273 17,870 18,354 18,773 19,191 19,612 20,027 20,439
Net Number of Loens (000) 4,42} 4.514 4576 4,667 4,774 4.058 4913 4,953 4.995 5.040 5,088 5.138
Avenge Loan Amount $3.354 $3,423 $3,490 $3,555 $3.618 $3,678 $3.736 $3.79 $3.842 $3,691 $3.936 $3,976
Subsidy Rate ¥ivag &/ 1512%  16.87% 19.08%  18.49% 17.62% 17.35%  17.29%  17.24%  17.19%  17.14% 1709% 17.05%

UNSURSIDIZED STUDENT LOANS { New Guaranteed and Direct Loans |

Net Annual Loan Volume (Mil $) 7.640 8,990 9.639 10,272 10,095 11,903 12,663 13,42) 14,202 15017 15,858 16.730
Net Number of L.oans (000) ) 2,279 2,582 2,642 2,70 2.896 3,021 2129 3,230 3,333 3,440 3.549 3,662
Awerage Loan Amount $3.442 $3579 $3.648 $3.721 $3.831 $1.940  $4.048 $4,156 $4.26) $14.366  $4.408 $4.569
Subsidy Rate WiV &/ 0.67% 1.71% 4.53% 437% 3.51% 3.25% 3.19% 3.14% 3.08% 3.04% . 2.99% 2.95% -
o
PARENT LOANS [ New Guaranteed and Disect Loaas ) N
Net Annual Loan Volume (Mil $) 2.310 2,748 3,222 3,669 4.062 4.400 4,762 5,14y 5.562 6,002 6,471 6.970 n
Net Number of Loans (000) ’ 393 138 483 57 540 551 563 575 588 600 613 627 [V
Average Loan Amount $5.896 $6.276 $6,674 $7,090 $7.526 $7.980 $9,455 $8,948 $9.462 £9.996 $10,550 $t1,124 3
Subsidy Rate v o/ o/ : -1.78% -1.75% 0.65% 0_.31% 0.13% 0.29% ;0.3596 0.40% 0.45% 0.50% 0.55% 0.59% »
- R
REFINANCED LOANS---OUTSTANDING GUARANTEED LOANS (BOTH PRE-.1992 AND POST-1992) CONSOLIDATED INTO DIRECT LOANS ®
Net Annuat Loan Volume (Mil $) 803 1.000 1,200 1,300 1,400 1,500 1,600 1,700 1,800 1.900 2.000 2.100
Net Number of Loans ((un) 83 91 100 100 200 204 229 243 257 27t 286 300
Average Laan Amount $9.716  $11,000 512,000 $13,000 $7.000  $7,000  $7,000 $7.000 $7.000 $7.000 37,00 $7,000
Subsidy Rate ¥ v &/ ' T A89% -2.87% 5.22% 4.76% 2.28% 1.52% 1.36% 1.21% 1.06% 0.92% 0.79% 0.66%
¥ The suteidy mic b the ret prrsen vaue of the future ederd cash Bows anacieted with the Joan dollers disbuned 0 bonrowen coch year. Far cxaeple, the 1997 federad cont assoctased with the 327,109 mition in new lown valume seould be $2.71
million or V.97% of the ncw loaa valuene ($27.189 * 0997 = $2.741 |. Another smy W took at the coet of the loan prograas b duet oveosll it will ooet the fedend govemanent on eversge about 10 cents for emch new dalar loaned in 1997, ;
um.mm-nmlu‘wmdlmwmm.ly Jenbnk ©oet pary 0 p ty agend h\ncwnﬂ\u.-M\Mmhﬂu&dhw-bu‘umnmhhnhlnnalurb\dgﬂm l?l
4 The sduidy e for dircct losrs DO INCLUDE the direct audmnd e oomte de tod with debunby end seevicing the foams. s«m«slwwmmhu.smmupwhwnw
&

The sy s were calodated wing the CBO Fehruary 1997 post-policy buerost raee korcoatt. These mtes wauld be diflcse U other forocms w axc uscd.
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TasLE 3

11-Mar-97

TOTAL GUARANTEED LOAN PROGRAMS, March 1997 Alternative Baseline

. (by fiscal yeas)
[ 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 ZuﬁJ
Proiminasy
TOTAL ALL NEW LOANS { New Guaranteed Loaas Oaly |
Net Annual Loan Votume (Mi $) 16,618 12,673 18,740 19,846 21,079 22,212 23,260 24.27§ 25,3214 26,410 27.531 28,691
Net Number of Loans (000) 4720 4.851 $.005 5.164 5,336 5,480 3.593 5.693 5,795 5.902 6,013 6,127
Avenape Loan Amount $£3.521 $3,643 $3,744 $3.843 $3,950 $4,053 $4.158 $4,264 $4.369 $4.474 $4.579 $4.683
Subsidy Rate v Y/ 11.56% 11.879 1L.I7%  10.60% 10.34% 10.16% 10.01% 9.86% 9.71% 9.57% 9.42% 9.28%
Subsidy Rate (IF the guaranty agemoy pay
ourreatly luded 18 the Sectiom €30 cesd-based
acommt sbhove cu Babie § vesw iastesd Lmaluded
in the abwidy rate) 12.38% 12.748 13.97% 11.36¢ 11.05¢% 10.648 10. 66% 10. 46% 10.318 10, 148 .97 $.808
SUBSIDIZED STUDENT LOANS [ New Quannateed Loans Owly )
Net Annual Loan Volume (Mil $) C 9297 10,043 10,381 10,785 11,227 11616 11,930 12,203 12,474 12,748 13,017 13.266
Net Number of Loans (000) 2.92) 2,934 2974 3033 3,103 3.158 3.193 3.219 3,247 3,276 3,307 3.340
Average Loan Asmours $3.354 $3,423 $3.490 $3,555 $3.618 $3.678 $3,736 $3.79) $3,842 $3.891 $3936 $3.976 .
Subsidy Rate ¥ v &/ 18.16% 18.96% 18.13% 17.39% 17.18% 17.12% 17.12% 17.12% 17.12% 17.12% 17.12% 12.12%
UNSUBSIDIZED STUDENT LOANS | New Guarsatsed Losns Only |
Net Annual Loan Volume (Mil $) 53 3,044 6,266 6.677 .212 7.737 8,234 8.724 9231 9,761 10,308 10,874
Net Number of Leans (000) 1,543 1,633 L.n7 1,794 1,882 1.964 2,034 2,099 2,166 2,236 2,307 2,380
Average Loan 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
Sulsidy Rate ¥/ ¢/ 2.25% 2.71% 2.70% 2N1M% 2.71% 2.71% 2.719% 2.71% 2.71% 2.71% 2.71% 2.71%
PARENT LOANS { New Guaranteed Loans Oaly ]
Net Annual Loan Vohame (Mil $) 1LS10 1.786 2.094 2,385 2,640 2,860 . 3.095 3,347 3,615 3.%1. 4.206 4,531
Net Number of Loans (000) 256 285 914 336 351 358 366 374 382 390 399 407
Avenage Losn Amount $5,696 $6.276 $6,674 $2,090 $7.526 $7,960 $8,455 $8,948 $9,462 $9.99¢ $10550 $1,124
Subsidy Rate Wt/ ¢ 1.68% 2.00% 2.01% 2.02% 2.04% 2.05% 2.05% 2.05% 2.05% 2.05% 2.05% 2.05%
REFINANCED LOANS-—OUTSTANDING GUARANTEED LOANS (BOTH PRE-1992 AND POST-1992) CONSOLIDATED INTO DIRECT LOANS
Net Annusl Loan Volume (Mil §) L] o o 0 0 0 0 0 0 0 0 0
Net Number of Loans (000) 0 0 (1] 0 0 0 0 Q 0 (4] 0 0
Average Loan Amount $0 $0 $0 $0 $0 $0 $0 $0 $0 30 $0 $0
Subsidy Rate ¥ ¥ ’ 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.008¢ 0.00% 0.00% 0.00% 0.00%

o The subsidy ratc s the art prerverd value of the funare fedenad ash o sssodieted with the bosn dolian dithunod 10 bonrwen cadh year. Fas eample, the 1997 federal ot asvaciated sAth the ll7..673 milllan in acw loan volume wauld be $2.00§
muilion or £1.87% of e ncw foan walume ($17.67) ° 1187 = 32,098 |. Anosher way 10 look ol the cont of dhe boan prograos b thal cverall I will amt the fedéral government an everage about |2 cemts for cach new dallar loaned in 1997,

bW
The subsidy reua ki puamasccd boarm DO NOT inchade any  sdaninisUeiive ot pey w g vy agencics. These payssents, when pald, ase brvhadod in the budget on & cush besis fn anothe s budget socoment.
i The subnidy raus wer caloulated weing the CBO Febouary 1997 poat-policy bnterest s forcasst. These rescs wodd be diffaret if odher foreonets are ased.
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T: _1L.E4 11-Mar-97
TOTAL DIRECT LOAN PROGRAMS, Marsch 1997 Alternative Baseline
(by fiscal year)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Preliminary '
TOTAL ALL NEW LOANS { New Direct Loans Only )
Net Annual Loan Volume (Ml $) 8357 9516 10,091 10,687 11.350 11,961 12,524 13,070 13.634 14,221 14,824 15,449
Net Number of Loans (000) 2373 2,612 2,695 2,78) 2873 2951 3012 3,065 3.120 3.178 3,238 3299
Average Loan Amount $3.521 $3.643 $3.744 $3.843 $3,950 $1,053 $4.158 $4.264 $4.369 $4.474 $4.579 $4.683
Subsidy Rate ¥ty o 3.83% 6.44%  13.99% 1332% 1101% 10.16% 9.84% 9.519% 9.18% 8.86% 8.55% 8.25%
SUBSIDIZED STUDENT LOANS { New Direct Loans Only )
Net Annual Loan Volume (Mil §) 5,028 5.408 5,590 5,807 6,045 6,255 6,424 6,571 6,717 6,864 7,009 7.154
Net Number of Loans (000) 1.500 1,580 1,602 1,633 1,671 1,700 1,720 1,733 1,748 1,764 1.781 1,798
Average Loan Amount $3,354 £3.423 $3,490 $3.555 $3.618 $3.678 $3.736 $3.791 $3,842 $3.891 £3,936 $3.978
Subsidy Rate ¥y @ 9218 1298% 20.84% 20.52% 18.44% 17.78% 17.62% 17.47% 17.32% 17.18% 12.05% 16.92%
UNSUBSIDIZED STUDENT LOANS [ New Dircct Loans Only )
Net Annuat Loan Volume (Mil $) 2,529 3.147 3.374 3.595 3,883 4,166 4.43.4 1.697 4,971 5,256 5.550 5.855
Net Numbser of Lnans (O00) 736 879 925 9266 1014 1,057 1,095 1,130 1.166 1,204 1.242 1,282
Average Loan 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
Subsidy Rate ¥ Y -2.64% 0.16% 7.92% 7.47% 4.99% 4.24% 4.07% 3.92% 3.771% 3.63% 3.50% 3.30%
PARENT LOANS [ New Direct Loans Only )
Net Annual Loan Volume (Ml §) 800 962 1.128 1,284 1,422 1,540 1.667 1,802 1.947 2.101 2,265 2,440
Net Number of Loans (000) 137 153 169 181 189 193 197 201 206 210 213 219
Average Loan Amount $3.896 $6,276 $6,674 $7,09 $7.526 $7,980 $8,455 $8,948 59,462 $9.996 310,550 $11.124
Subsidy Rate ¥ &/ o -8.31% -8.73% -1.87% -2.87% -4.16% -4.63% ~4.799% -4.95% -5.09% -5.239% -5.36% -5.49%6
REFINANCED LOANS--OU TSTANDING GUARANTEED LOANS (BOTH PRE-1992 AND POST.1992) CONSOLIDATED INTO DIRECT LOANS
Net Annual Loan Volume (Mil §) 803 1,000 1,200 1,300 1,400 1.500 1,600 1,700 1,800 1.900 2,000 2,100
Net Number of Loans (000) 83 91 100 100 200 214 229 243 257 271 286 300
Average Loan Amount $9,716 $11,000 $12,000 $13,000 $7,000 $7.000 $7,000 $7.000 $7.000 $7.000 $7.000 $7.600
Subsidy Rate ¥ ¥ o -4.89% -2.@7‘! . 522% 4.76% 22%% 152% 1.36% 1.21% 1.06% 0.92%- 0.79% 0.66%

Y e subsily 1260 B Uhe et present vabue of the future feden) cash flows smociated with the loan dollars Jistarmed 1 borrowery cach year. For cample. the 1997 feders] cont associaind with the $9.51 6 mallion in new koar. vohume would be $613
Aullion o1 6.44% of the new boan volune (39,510 ° 0644 ~ $613 |. Anodwcr way w0 tooh st the cont of the loan prograne b that ovenall it will cost the federal goverunent on average about 6 172 cents for each new dotlar loanced in 1997,

b T subeidy eates were cabeuslited using the CBO February 1997 pust-pollcy intcren rawe forecast. These rates would be different If othes forecary ore used.

< The wubsidy v for disect boane DO INCLUDE thie disect sdministrative costs smociated with disbursing and servicing the Joans. Socton 458 hunde included in Table S have been adjusted fos this change.
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SECTION 458---Direct Loan Administration Account, March 1997 Alternative Bascline
(in milions of dollars)
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2003 2006 2007
Dicect Loan Direct Adminictative  BA o 21 9 151 197 220 219 19) 169 149 139 133 123 110 "
Coste or o 4 67 108 157 195 212 208 185 164 148 139 130 19 104
Guarsniced and Disect Loaa 8A 7 82 nz 141 572 294 212 113 29 29 29 29 29 29
indirect Adeinisu stive Costa or 24 69 88 124 364 258 274 183 37 46 32 29 29 29
Guarsrieed Loan Guaranty Agency A 98 213 167 153 150 150 150 150 150 150 150 150 150 150
Payments or 9 213 167 153 150 150 150 150 150 150 150. 150 150 150
TOTAL BA 166 kT %) 435 91 91 663 553 932 328 318 317 302 38y . 272
or 122 49 363 434 209 720 627 Sis - 400 M4 321 309 298 283

¢ Beginning in fisal year 1998, ali direct losn dirert sdministrative costs assodiated with loans made In 1998 and all years hence are remaved from this cash-based acoount. Those costs have bee recslaudated
on s subsidy basis and induded in the subsidy rats shown in Table 3.

ENTITLEMENT CAP HISTORY
(in millions of dollars) Five-Year
PY 1994 FY 1995 FY 1996 FY 1997 FY 1999 Comuleive
[Original Law [ 260 345 550 S 50 3,
1995 Resdssion Bill 61 61
r 260 284 $50 593 750' 2,439'
1996 Approp. Bil “114 e |’7 —ﬂ
[ 260 264 436 709 150 2.439
1997 Appeop. Bill l 0 =218 2I8L (TI
260 284 436 49 968 2.439
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" President's FY1998 Propased Stodent Loan Program Changes Relative (o the March 1997 Post-Policy Baseline

-Assuming Provisions Effective October 1997 Page 1 10-0da0-97

]

Grlimiaary stall cattmalcs, by Gocal yout, b sulions of doliuss) — 997.3003
997 1998 1999 2000 2001 2002 Total

mmmm«-i‘m.uu,uu.mmunWmmmwmm Eligsinate the carrent 1% loan premium foe 0 guaramty agendes
-ﬂwmmwmm (Assumen all new loans affected)
BA

- 110 115 125 130 135 €15
® (] —_ 70 105 110 118 120 520
4 .
:r..wl- , & mmmmhqnu.wanmmmwmm Eltminste the current 1% loas
m—hummnmmmmumummmunn'..um.ux Kaswwomes all new
@ ) affected) .
3 BA -_ 235 240 250 260 270 1,255
~ o -— 145 215 228 23s 245 1,085
iy : .
‘!IM&&MM“MMMhMMMWmh-MN,Sﬂmdnewln-n..lndd)
(s ]
- BA - -70 =70 -75 -840 -80S -2300
o - -40 ~-65 =% ~J0 -75 -320
incrense the fedesat nin-u-no-co--llloanhn-,mmuu 100% on all loans. (Assumes ol new loans affected)
" BA -— e 50 50 55 SS 2ss
o -_— 30 40 43 50 50 215
Awer the retentlon allo engu Y agency defauit collectiens from 27% te 18.5%. (sesume both old and new loans affeactod)
BA -250 -60 ~&3 -70 ~-75 -80 -600
5 o -225 -5 -60 -60 -&5 -1 . =540
]
U @wes the intorest rate on studest Joans in beth the diroct mmmwmvwhwmuhmd-mmnmunw
gw-dnuo 1% o the ten-year bond rate + 0% [Befove Judy 1998 che la&“ﬂdhbuudhmlh’l-‘l"l’mqmOuﬁbh?l-d-y'hc-.yhlc«lm
\ Assumcs all new boans affected)
a BA - -340 -200 -208 -205 -210 -1,160
2 [+] -- -210 -220 -103 -390 ~-190 -995
3 . .
nwhmmJ%Snmuuho-quhmmdﬁmwmmﬁﬁdmu (assusses anly mew lsans affocred)
v BA - - -20 -3s -85 -8s -205
IO: o — - ~-10 -30 -$0 -70 : ~160
™ _ .
Lluﬂmeurp&umtdpodaimm-mumgu.wy-mm (Assames both old and new loage affected) :
~ BA -50 -5 T -5 -5 -5 -5 -75
n o -50 -3 -5 -5 -5 -5 =73
s -
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™ 10-Mar-927
Continued. : - .
Presideat’s FY1998 Proposed Studeat Loan Program Changes Relative to the March 1997 Post-Policy Baseline

g Assuming Provisioas Effective October 1992 Page: 2
E Mmmmqwmwwmmadm.;mymummwmwmmm Thas, the cstimates are subjoct to change
! a1 deteu] heconeer availabls,
(@rritwioary stall cotim by sl year, s millione of dolias) 1996-2002
1997 1998 1999 2000 2000 1002 Totel _
Mandate the federa) goverrmment rechein the guarsnty ageney reserves.
BA -— -731 -127 -186 -106 -1,.211 -2,501
® (+] -~ -™ -127 -186 -186 -1,2712 -2,50%
~ .
=I-¢l the Section 456, adulsistrative cost capped entidlesnent Jevel trom $953 million in 1998 w $532 millien. Afier 1998 establish entiticment cap lovels for these
cxpesvlitures at §610 million for 1999, § 265 aillion for 2000, $806 milliea fos 2001, sad $904 millien for 2002,
(1} BA - -421 -140 -45 36 154 -396
S o - -~an _ -n:o0 -116 -14 95 -466
guummmmummmwwm
o BA -1 -60 -59 -7 =75 -0 =334
a o -1 - -a7 -SS -57 -68 -61 -209
TOTAL CHANGES INCLUDING B 7Y -2 -1,277 -206 -102 -100  -1,100 -3,046
PROGRAMMATIC INTERACTIONS (1) -236 -997 -322 -254 - -168 -1,157 ~3,134
‘. tnsignificant costs

JOTLS: ‘l.mmmwlﬂd s emtimatad saparsicly (rom the (B0 post policy baseilac Thewe are aot sdditive dut 40 progra cemstie folamctions

R For mont yeare of Ui bife of lnans distrereed Detwern 1997 and 2002, the CBO grojaction for the 16¥ens Trossury Baad Raie ts 5.5 perocnt. Thiv ama
wind 40 cnlouliste (he variable ot sniss and (o discount the cash Bows.
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ER AR

;hgﬂyMMsﬂlWquﬂfan(Mngxmwnzhﬁwwthem 1997 Post-Policy Basclime

\ssmming Provisions Effective October 1997 ree= 8 17 Mee07

NOTE: MWdetwkwmmpwduugnmeuwwdmmw:m Thas, Ok atimates arc subjoct to changs

as detail bacomes avaiilable.
vy siafl cotimaten, by Sncal yesr, fn millions of defiaes) 1997-2003
1997 1998 1999 2000 2008 2002 Todal

Decrease the barrowes loan osigination fec by 19 ¢o0 a totsl of 3% on
:nnllgurn-bﬂm“dp‘mlonu. (Assumcs all acw loans affected)
BA -- 110 115 125 130 135 615

(4] - 70 105 110 115 120 520

Muﬁﬁﬂmw.mﬁew&adﬂnﬁulm”ﬂb.ﬂlﬂlﬁuﬂ&mmmcm Ekminate the curveat 1% lean
Fmi—&ehmtynpdum‘mwdcﬁdﬁudhun—dmﬁcmtwmmwl‘lhnbnldzﬁ. (Assames all new

Aldhu!_mc-ndpna'tm Elssinate the carrent l%mFe-i—ﬁethpdu

1 s .
BA -- 235 240 250 260 270 1,255
o .- 145 215 225 235 245 1,065

Net programeatic intersctions amoag all program changes fisted above.
_ BA - -65 -60 -63 -65 -70 -325
o - -40 -55 -85S -60 -65 -275
TOTAL CHANGES INCLUDING _ BA - 280 T 29S8 310 - 32% 33% 1,545
PROGRAMMATIC INTERACTIONS O - 175 265 200 290 300 1,310

o, lasigaificant costs.
NOTES: 1. Esch prepesod program chruge lsted uwwmmcﬂ)”pﬂqm There are aat additiee Sue 40 programmatic htesactiens.

5 M“md&&dmwmlﬂ1ﬂmmﬂowhﬁe 10-Year Trensusry Sond Rate is 5.5 pesuent. This sate
wsod 40 calouinte the variable Mntesest rates and to disceuat the cush Slows.
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Patricia A. Smith

04/16/97 05:25:23 PM

Record Type: Record
To: Robert M. Shireman/OPD/EOP

cC:
Subject: Individual case studies - reduce interest rates

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

Goal: $3 billion in savings without hitting studcnts

Eliminate SPCA (dcfault prevention fee)
Reduce GA defuult retention frm 27% (o 18.5%
Reduce lender default insurance to 93"

Reduce Section 458 funds

Iiliminate $10 administrative fee paid to schools

Recall GA reserves

Reduce in-school interest rate to 91-day T bill plus 2%
Reduce lender default insurance to 93"

(tA's

Banks
Schools
Departmient

FY 98-02
S73
540

629
160
$1.402
L300
$2,702

$2.702

1913
0
160
629
2702

CBOcst
CBO el
CRO est
CRO est
CRBO est

ED cstimatc
1:13 estunate of CRO
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OPTIONS

1. Federal savings from canceling student interest rate reduction

OMB scoring CBO scoring
($3.3 billion) (81.1 B) (est. because CBO estimates 1/3 lower DL vol. and because CBO
docs not estimate repayment plans scparately)

2. Increased cost to students from canceling student interest rate reduction
OMB scoring
$3.7 billion in Dircct Loans

$3.9 billion in FFEL
total $7.6 billion

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

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

OMB CBO
10yr 6.11 6.2
10+1 7.11 7.2
91T 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
WABH N6GTIDR

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



o8 interest r.

The genesis of this problem is OMB’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 OMB 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.



f' 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? 3

Unless you've heard otherwise, | 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.

ltem #1 is fine.

ltem #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 cutin
special allowance is only FFEL.

The 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: "Ieavmg $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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CBO Catimare of Suden: Loan Peliclas «- FY 188U President's Dudget

% n mitions)
Fior
fojpns 1EBR 1098 2000 2001 20@  se02
Sludents
Rayuce NI, Mudant fess from 4% 1o 1% [ 1) 10 116 126 130 13 [1F}
L] 0 105 10 1l 120 820
Efminate 1% guaranty agenoy Insurenca fse (Non add) Aa nr (%] 1% ] ne e ne
. . 0 ns s nd e wa

Roduoe studant foos additiorel 1% for ol Stafiord ians ! BA - 0 B e 188 kD] 921
. 4] ] %0 10 100 1or 104 778
Rosucs FFEL shudent loas 1% for StaWard BRA e ne 7] L e na
-] 1] na e e Na s
Bludarns BA (f 205 208 M W8 337 1538
Snigerts O 1) 166 206 27b 262 304 1206
GAs (Including ressrves)
) increase delsull relreurence payment 0 100% BA 46 50 &) 65 56 66
e o 20 < [ 80 80 21¢
Euminaie 8PCA BA (80) % @& & 9 (5) (75)
9 [£--] [£)} @ O U] {9 s
NeAuna dafaul ratentinn from 27% w0 18.6% BA [280) €0) (&8 (™ (78) (80) (800
Q (228) (56} (80) (o) (6%) () G
Not Retarn of Agency Ressrves [-13 (731) (127) (108) (168) (1.274) (2,802}
° (131) (@) (\88) (168) (1.27Y) (2,602;

GA A oM OF) (141 (@) (210) (1.301) (2.922;
GA O @7€)  (T60) (362) (208) {208) (1.301) (2800

Banks and Sscondery Markels
Reduce gumantise to WO 8A () (70 (75 8y [LLY) b0)
o (@) (86 (0 (0) (%) @20
Flexble repayment options required HA (] 0 1% [} a 90 480
(o) 40 ("5 () 78 80 L] 410
Salie Mae fas oh setavilzed loane BA 0 {20 (3% (&b (88} (205}
© 0 (10) (M) (r5) ("0} (10D}
ol in-achoot Interedt rete ot the gavt Jorrowing relo
Hodwoo In coheol eubsidy 0 londers on ol bane® 8A (360) (200) (205} (208) (310) (118D
0 (210) (220) (18%) (190) (180) (P08}
« Reduee n-echool rele o Unsubsicized Olgtord loane oA Ve s o ne L] e
{lederel 0o In Duedt L nore) o] na L nh Ne rin nin
«s $udlotal, Change to irecroot nleres! rele A (3%0) (ioo) (20%) (208) (210} (1.160)
(o} {210y (220) (188) (180) (140 (965,
Ranks and Geconusry Makels WA 70 {340) (216) (230) (280) (200) (1.269)
Banke und Bwouridmy Murkete O 40 (18 (@A) @ IR 2G5} (1,086
Oher
Oautlun 468 Qevings aA (e24) (140) (48) 88 164 (808;
‘ [~} {(221) (210} (118} (1@ [ (406
Make $10 per foan paymant 1o all new sanooks * Ba M nR Al e ns e
[4] e ~a wa na ria na
Intersctive changes (FFEL) BA - - . . e
° . o - . . .
Other DA (€a@a1) (14D) (48) [1] 1564 (30s;
I Other O (821) (240} (149) _ (14) (] {468)
Tolal Federal BA 23) (1,227) (206} (382) (100) (1.190) (3,04T)
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FY98 Student loan policy -- outlays in millions

Oomp écadﬂj

96 97 98 99 00 01 02 97-02
Baseline 3,643 778 3523 3595 3522 3489 3630 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) @1 (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) a7 77 (81) (85) (372)
Require banks to offer all flexible repayment options excluding ICRP (83) (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 ) 3) 2 7 5 4
Policy 3,643 438 2473 3247 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

FY 98 FY 99 FY 00 FY 0l FY 02 FY98-02

FFEL

BA (69) (166) (171) (180) (191) (776)

(0] (39) (115) (154) (161) (170) (639)
Direct Loans

BA (447) (119) (108) (121) (125) 919)

(6] (269) (203) (102) (106) (113) (793)
Total Loans

BA (515) (285) (279) (301) (315)  (1,695)

(0] (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 [I: Change current law to cancel scheduled student interest rate reduction in July 1998

v‘la\*‘\( \(5

FY 98 FY 99 FY 00 FY 0l FY 02 FY98-02
FFEL
BA 31 96 103 113 120 462
(6] 16 63 91 99 106 374
Direct Loans
BA (378) (915)  (1,014)  (1,069) (1,126) (4,502)
(0] (234) (653) (885) (948) (999) (3.719)
Total Loans
BA (347) (819) [CIRD) (956)  (1,006)  (4,040) L\"70_ (“ {059
(6] (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.) 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 I11: Change definition of Rate of Comparable Maturity AND change current law to cancel scheduled interest rate reduction

FY 98 FY 99 FY 00 FY 01 FY02 FY98-02

FFEL

BA 63 124 130 142 136 595

(0] 32 90 115 124 125 485
Direct Loans

BA (1,162)  (1,888) (2,086) (2,220) (2,350) (9,706)

(0] 677y  (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 111 would be the same as under Option 11

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

FY 98 FY 99 FY 00 FY 0l FY 02 FY98-02

FFEL

BA (15) (171) (175) (186) (195) (742)

(0] (10) (98) (158) (166) (175) (606)
Direct Loans

BA (349) (120) (110) (122) (127) (829)

(0} 216) (169) (103) (108) (115) (711)
Total Loans

BA (364) (291) (285) (308) (323) (1,571

(6] (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 bascline with no scorable savings.

Option I1: Change current law to cance! scheduled student interest rate reduction in July 1998

FY 98 FY 99 FY 00 FY 0l FY02 FYO98-02

FFEL

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)

o (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 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 I11I: Change definition of Rate of Comparable Maturity AND change current law to cancel scheduled interest rate reduction

FY 98 FY 99 FY 00 FY Ol FYO02 FY98-02

FFEL

BA 520 333 347 368 391 1,959

(0] 284 371 310 326 347 1,638
Direct Loans

BA (1,104)  (1,890) (2.088) (2,222) (2.352) (9,656)

(@) (663)  (1.448) (1.818) (1,960)  (2,079)  (7.968)
Total Loans

BA (584)  (1,556)  (1.741)  (1,854)  (1.961) (7.697)

(0] (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. 1f so the savings under

Option I1I would be the same as under Option I1

15-04-97
Budget Service



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

($ in millions)
Budget item 1997 1998 1899 2000 2001 2002 1998-2002
School Construction (mandatory):
0 5,000 0 0 0 0 5,000
oL 0 1,250 1,250 1,250 1,250 0 5,000
America Reads 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 [ 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 82 845 670 758 247 0 2,320
Direct Loan (OL):
Baseline 304 524 690 627 437 363 2,641
Policy 304 o 581 867 873 703 845 3,669
Net 0 57 177 246 266 282 1,028
FFEL (OL):
Baseline 2,189 ¢ 2,351 2,194 2,130 2,185 2,318 11,188
Policy 2531 o 2,088 1,903 1,820 1,973 2,072 9,956
Net (342) o (263) (281) (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

Total, New Mandatory (OL) [+] 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 tems — 9,228] [ 11,706 I [ 13578] [ 13.994] [ 13,3980} | 61,894|

(1) restimate of pre-1998 cohorts



FY 1998 Education Department mandatory budget
(BA, millions)

1996 1997 I 1998 budget I
Schoo! Construction Initiative BA n.a. na. 5,000.000
oL na. na. 1,250.000
America Reads Initiative:
Parents as first teachers chailenge grants BA na. n.a. 60.000
oL na. na. 7.200
America's Reading Corps BA na. na. 200.000
oL n.a. n.a. 24.000
Subtotal, America Reads Initiative BA na. n.a. 260.000
oL na. 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 §32.000
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 3995
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 3,156.009 11,111.482
OL 6,546.204 3,022.301 6,665.612
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US Depariment of Education
Cost Estimate

Reversing Planned Student Intercst Rate Reduction and Reduce the Rate of Comprable Maturity

Current Services

(Using FY 98 President's Budgot volume and interest ratc assumptions; ull amounts in millions)

Option I: Reducc the Comprable Maturity rate from the 10 year bond rate to the 1 ycar bond rate

FY SR I'Y 99 EY Q0 FY 01 FY02 FY98-Q2

FFEL

BA (69) (166) a7n (180) (191) (776)

0 9 (115) (154) (161) (170) (639)
Dircet Loans

BA 447 (119) (108) a2l (128) 919)

0 (269) (203) (102) (106) (113) (793)
‘fotal Louns

BA (515) (289) (279) (301) (318)  (1,695)

(o] (308) (318) (256) (267) (283)  (1,431)

On July 1, 1998 student interest rates arc scheduled to be tied to the Depariment's comprable maturity rate, Lowering that mte in FFEL will
reduce in-schaol intercst payments, For Direct Loans the discounted valug for future repayments will be higher under the 1 ycar discount rute-
Note; A change in the discount rate could be considered a change in the baseline with no scorable savings.

Option IT: Keep current student Interest rates after July 1, 1998

FY 98 FY 99 1'Y 00 FY 0! FY Q2 FY098.02

¥FEL

PA 3 96 103 113 120 462

(4] 16 63 91 99 106 374
Direct 1.0ans

BA (378) (915)  (1,014)  (1L069)  (1,126)  (4,502)

0 (234) (653) (88%) (948) (999) 3,719
Total Loans

BA (347) (819) ()] (956) (1,006) (4,040)

0 Q18 (590) (794) (849) (893) (3.345)

Currently student interest rates are based on the 91-day Treasury bill plus 2.5% whilc 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, |, 199%; the in-school and in-repayment rate will be bascd on
the Department's Rate of Comprable Maturity plus 1%. (Parent loans have a slightly different ratc currently and post-July 1998,)

Option 11 assumes the Rate of Compuruble Muturity will remain the 10-ycar bond rate.

Under this option the cost of FFEL increases wilth additional in-school intcrest subsidy payments. The cost of direct loans will
decrease as students pay higher interest ratcs in repayments. (Students would also puy higher interest rate under the FFEL program but this is

not a fedeal cost.)

Option II: Reduce the Ratc of Comprable Maturity AND keep current student intcrest rates after July 3, 1998

EY 98 LY. 99 EY 00 I'Y 01 EYO02 FY98-02
FFEl.
BA 63 124 130 142 136 595
0 32 9 - 118 124 125 485
Direct Louns
BA 0,162)  (1,888) (2,086) (2,220) (2,350)  (5.706)
0 677 (1,482) (1.816) (1,958) (2,077) (8.010)
Total Loans
BA (1,099  (1,764) (1,956) (2,078) .2149)  (9,111)
0 (648) (1,392) (1,702)  (1,834) (1,952) (7.526)

Note: A change in the discount ratc could be considered a change in the buseline with no scorablc yavings. If so the savings under

Option ITI would be the same as under Option I1

4/1/97

Budget Serviee
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US Department of Education
Cost Estimate

10:56 No.001 P.03

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

FY 98 President's Policy

(Using FY 98 President’'s Budget volume and intercst ratc assumptions; alt amounts in millions)

Option I: Reduce the

FFEL

Dircct J.oans

Total Loans

Comprable Maturity rate from the 0 ycar bond rate to the | year bond rate

FYS8 FEY®  FY00
BA (1) am (17%)
o (10) 98) (158)
BA (349) (120) (110)
0 (216) (169) (103)
BA (364) @91 (285)
o (225) (267 (261)

FYQl EYO02 FY98-02
(186)  (195)  (142)
(166)  (175)  (606)
(122) (12 (829)
(108)  (115)  (711)
(308)  (323) (LSTD)
Q1) (90) (1317

On July 1, 1998 student intcrest rates arc scheduled to be ticd to the Department's comprable maturity ralc. I.owering that ratc in FFEL will

reduce in-school intercst puyments.

Note: A change in the discount rate could be considered 8 change in the baseline with no scorable savings.

Option II: Keep current student intercyt rates after July 1, 1998

FFLL

- Direct Loans

‘Total Loans

Currently student interest rates arc bused on the 91-day Treasury bill plus 2.

For Direct Loans the discounted value for future repayments will be higher under the 1 year discount rate.

FY98 FEY9 Fyos FYol Fyo2 FY93-02
BA 492 308 322 342 363 1.826
0 270 347 288 304 323 1,531
BA (280) o171 1,017 (1.072)  (L,129) (4,419)
0 (181) (620) (886) 9s1)  (1.002)  (3,639)
BA 212 (609) (695) (730) (766)  (2.589)
o] 89 (273) (599) (647) (679)  (2,108)

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; tho in-school and in-rcpayment rate will be basod on
the Department's Ratc of Comprable Maturity plus 1%. (PParent louns have slightly difTerent ratc currently and post-July 1998.)
Option 1 assumes the Rute of Comparable Maturity will romain the 10-year bond rate.

Under this option the cost of FFEL increases wilth additional in-schnol intcrest subsidy payments. The cost of direct loans will
docrease as students pay higher interost ratex in repayments. (Students would also pay higher intercst ratc under the FFEL program but this is
not a fedeal cost.) Assumos remaval of policy proposal on (he lowering londer's in-school interest rate 10 tho government borrowing rate.

Option 11: Reduece the Rate of Comprable Maturity AND keep current student Interest ratcs aftcr July 1,1998

FFEL

Direct Loans

Totul Loans

Iy 98 FY99 FY 00 FY Ot Y02 FY9R-02
PBA 520 333 347 368 391 1,959
0 284 m 310 326 347 1,638
BA (1.104)  (1,890) (2,088) (2,222) (2,352)  (9.656)
(] (663) (1.448)  (1,818)  (1,960) (2,079)  (7,968)
BA (s84) (1,5%6) (1,741)  (1,8%4)  (1,961)  (7.697)
0 (3719) (1,077)  (1.508) (1,634) (1,732)  (6,330)

Note: A change in the discount rate could be considered & change in the baseline with no scorable savings: If o the savings under
Option ILI would be the same as under Option [T

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 basclinc for student loans reflecting
this language. This directed scoring will raisc the deficit by $2.941 billion.

. CBO, however, has announced that it will score as budget neutral any legislativc 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 dirccted scoring, the result is a net saving of $193 million. See attached
tables.

. The OMB scoring of the Clinton Student I.oan changes, totalling $3.482 billion, would
save $541 million off the directed scoring baseline.

. The Scnate Budget Comimittec 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 (sec her attached memo).
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CBO L .ing of Clinton
Student Loan Changes

(outiays In mifiona)
to post policy baseline

deficit add from directed
scorekeeping/ait baseline

Net Effect in reconciliat'n

Student Loan Program
Changes in Budget

(outieya In milions) .
S.C.R. 17 “Clinton Cuts”

deficit add from directed
scorekeeping/alt baseline

Net Effect in reconciliat'n

Student Loan Program
Changes in Budget

(cutizys In milione) '
CBO scored "Clinton Cuts

deficit add from directed
scorekeeping/alt baseline

Net - Effect in reconciliat'’n

Amy Peck Abraham
ARTR7

1997
<236

1997
=275

-275

1998
-997

496

-1020

496

1998

-1260

496

1999
-322

707

385

707

103

—
O
D
Jo

&
©
~

707

10

2000
-254

661

407

2000

625

661

36

2000

652

661

2001

-168

583
415

612

583

-580

583

2002
-1157

494

621
494
-127
2002
-1591
494

-1097

07-02
3134

2941

-193
07-02
-3482

2941

07-02
-50585

2941

-2114
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Stude. .0an "Savers”

in President's Budget

(outiays in miSons)

recall ga reserves

eliminate SPA

lower default retnt'n allow

reduce lender paymts 95

Saliie Mae fee

lower in-school subsidy
U 8 in

Total "Savers"

Student Loan "Costers™

in President's Budget
(outiays In miElons)

flexible repay options
lower borrower fees/unsub
lower borrower fees/sub
increase reinsurance
Total "Costers”

Interactive Effects of
Savers and Costers
{outiays in millons) .
net interactive scoring

CBO Scoring of Clinton
Student Loan Changes
(outiays In millions)

to post policy baseline

Amy Peck Abraham
kT7- 1

(] e
) ©
h)g; O
woooondoN

)
N
~d

b
O
e}
~

Snoooél

1997
-1

1998

.70
145

310

1998
-997

1999
-127
-5

-10
220

697

1999
70
105
215

430

1999 -

2000
-186

-70
-30
-185
-116
-652

75
110
225

455

2000
-254

80
115
235

50
480

-68

2001
-168

2002
-1271
-5

-75
-75
-70
-180
95
-1591

2002

120
245
50

49

2002

2002
-1157

97-02
-2501
-73
-540
-320
-160
-995

-5055

97-02
410
520

1065
215

2210

-3134



Author: Anne Miller at Budget -

~<ate
L0

s Amy Abraham

Subj

Subj

: 3/24/97 4:31 PM
ritys Normal

ect: Re(3): 8tudetn Loan assumption

------- Message Contentg —~-e=——- e

I believe it is just the cute. Our intent in putting together
randatory #°'s was t0 take only cute not adds.

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

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

\
Rnply Separator

eot: Re(2]s Studaetn Loan assumption

Author: Amy Abraham at Budgat
Date: 3/24/97 4:22 PM

Subject: Re: Studetn Loan aeeumption

I 4ust asked Debb Kalcevic at CBO and she did not recognize that
etream at all. They do not jive with what ehe has ecored for effect
of the President’'e policy changes for student loane to be. Did you
ask CBO for somathing formulaic that the analysts thaza would not have
bean involved in?

Putting the numbers (which are throwing me) aside, am I correct that
the instructions in S8.C.R. 17 for Labor Cmte are the Prasident's 1998
budget policy recommendations as scored by CBO?

Does it incClude net policy effecta of costers and savers, or did you
just ask for the "cuts" (savers) the President recommends?

Ie the baselina adjustment £0t the credlt scoring change in for
8.C.R.177?

Reply Separator

Author: Anne Miller at Budget < - N Q_Q% Q-AL-’(': -

Date: 3/24/97 10:28 M

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

Reply Separator

Subject: Studetn Loan assumption
Author: Amy Abraham at Budget

Date1 3/24/97 10:03 AM
98 -$1.020b
99 -$604m
00 . ~$625m
01 - —-§612m
02 -$621m

I guese my main confusion if these are the president’'s savers/cuts,
why ien‘t the 02 figure higher to account for the ga reserves recall
in the last year?

90°d 900°ON pO0:61 26.C0 JdU S487-S6£-20C:(1

NOILYINd3 dwo
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HCFA survey fee .
Ul ceiling
Medicaid
Medicare

Subtotal Finance

Govt Affairs (DR):
Asset sales

Fed emp contributions.'

COLA delay

USPS payment

Vendor user fee

Agency contribution
Subtotal Gowvt

Judiciary (OT):
PTO fees

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

Veterans (OT):
Various mand

Total reconciliation

-0.010

0.000 .
1.417 .

-4.310
-2.903

0.000
0.000
-0.300
0.000
-0.017
-0.597
-0.914

0.0C0

-0.019
-0.079
-1.020
-1.118

-0.247

-6.198

-0.010
0.000
0.412

-11.390
-10.988

-0.500
-0.211
-0.335
-0.025
-0.008
-0.591
-1.670

-0.119

-0.037
-0.189
-0.604
-0.830

-0.836

-18.720

-0.010
- -0.200
-1.414
-22.150
-23.774

0.000
-0.429
-0.350

--0.033
-0.004
-0.586
-1.402

-0.11S

-0.037
-0.200
-0.625
-0.862

0.953

-32.449

-0.010
-0.200
-3.884
-27.820
-31.914

0.050
-0.585
-0.367
-0.032
-0.002
-0.582
-1.568

-¢.7119

-C.037
-0.211
-0.612
-0.860

-0.904

-40.792

-0.010
-0.200
-5.783
-34.550
-40.543

-0.040
-0.648
-0.383
-0.031
-0.002
-0.577
-1.681

-0.116

-0.037
-0.223
-0.621
-0.881

-0.989

-51.026

-0.050
-0.600
-9.252
-100.220
-110.122

-0.540
-1.873
-1.735
-0.121
-0.033
-2.933
-7.235

-0.476

-0.167
-0.902
-3.482
-4.551

-3.929

.149.185
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Student Loan Policies -- FY 1998 President's Budget

($ in millions)
Prior
Cohorts 1998 1999 2000 2001 2002 98-02
Students
Reduce DL student fees from 4% to 3% BA 68 165 185 196 209 823
@] 36 112 157 170 181 656
Eliminate 1% guaranty agency insurance fee (non-add) BA 93 172 178 196 . 207 846
0] 50 127 159 171 183 690
Reduce DL student fees additional 1% for Stafford BA 39 92 102 108 113 454
o 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 161 353 387 411 433 1,745
Students O 87 248 335 360 382 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)
0] (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)
o] (52) (77) (77) (81) (85) (372)
Flexible repayment options required BA (77) (72) (64) (65) (71) (349)
: o (53) (68) (62) (60) (64) (307)
Sallie Mae fee on securitized loans BA 0 (8) (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)
o) (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 (5658) (368) (380) (408) (441) (2,155)
Banks and Secondary Markets O (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
O 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 O (119) (108) (71)  (62) (56) (416)

3/18/97
Budget Service
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Prior
Cohorts 1998 1999 2000 2001 2002 98-02
Total Federal BA (340) (1,304) (154) (190) (193) (1,287) (3,468)
Total Federal O (340) (1,050) (347) (225) (210) (1,294) (3,467)
Total FFEL BA (340) (463) (227) (232) (251) (277) (1,790)
Total FFEL O (340) (265) (290) (210) (221) (244) (1,570)
Recall GA Reserves BA (731) (127) (186) (186) (1,271) (2,502)
Recall GA Reserves O (731) (128) (186) (186) (1,271) (2,502)
Total DL BA 107 259 288 304 322 1,280
Total DL O 59 177 247 265 282 1,030
Section 458 Reduction BA (218) (58) (59) (60) (61) (456)
Section 458 Reduction O (113) (107) (75) (68) (61) (424)
Total BA (340) (1,304) (154) (190) (193) (1,287) (3,468)
Total O (340) (1,050) (347) (225) (210) (1,294) (3,466)

3/18/97
Budget Service



CBO Estimate of Student Loan Pclicies — FY 1988 Prasident's Budget

" (3 nmillions)
Erior
chois 1838 1€99 2000 2001 2002 98-C2
Students
Reduce DL student fees from 4% to 3% BA 110 115 125 130 135 615
0 70 10§ 110 115 120 520
Eliminate 1% guaranly agency insurance fee {1on-add) BA nia Va n/a nfa nfa rfa
: O n/a Va n/a nfa nfa rfa
Reduce studen: fees additional *% for al Stafford lcans ' BA -1 175 181 179 185 202 922
8] -1 Bt 160 168 137 184 777
Red.ice FFEL studert fees 1% for Stafford BA : na na na nla  wa
0 nfz nfa n/a rfa nfa n‘a
Students BA 1) 28t 296 304 315 337 1,537
Students O i1} 168 265 278 232 304 1,297
GAs (Including reserves)
Ircrease defaul: reinsurance payment to 100% BA 45 50 50 55 55 255
o 30 40 45 50 50 275
Eliminate SPCA BA (£0) 5 Q) (5) (5) 5 (35)
a (£0) 3 (6]] {5) &) (5 (73)
Reduce default retenfion from 27% to 18.5% 2 BA 250) 60) 65 (f0) (75 (80) (600)
C 225) 158  (BO) (60) (65} (75} (5<0)
Nat Return o® Agency Reserves BA (731) (127: (188) (186) (1.271) (2502)
C (731) (127; (186) (186) (1,271) (2502)
GA BA 300y (751 (147) (211) (211) (1,301} (2922)
GA O i275) (759 (152) (206) (206} (1,501) (2,9C0)

kTal 1T g
Bwdget Sewvice

o

“w
-~

HLT

T0

ant

020 Int

0d5-9R0 a3

qRO -

002007

¢



CEO Esiimate of Studenl Loar Policies -- FY 1898 President's Budget

($ in millions)
Prior
Cohorts 1998 1999 2000 2001 2002 98-02
Total Federal BA (231, {1.227) (206) ('82) (100) (11 00) (3,c47)
Tolal Federal O (236) (397) _(322) (254) (168} (1.157) (3,135)

1) Reduces arigination fee for all Stafford borrowers in FFEL and DL sum of line item plus interactive effects fromr CBC
10 Mar, 97 release
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Estirnates of $10 Per Loan Payment to DL Schools

(Deollars in thousands)
Current Law-POS Payments resuma for FY 98
FY 97 FY 98 FY 59 FY 00 EY 01 FY Q2 FY 95-02

BA - 23,564 28,098 309826 32,062 33,221 147870
o S

Opticn 1-POS Payments resume for new DL schools in AY 97-98

FY 97 FY 98 FY g8 FY 00 FY 01 FY02 EYgsCz
BA 292 1,474 1,835 551 - - 3.860
f—————"

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

FY 97 FYe8  EY99  £Y00 EY01  EY02 FYos02

BA 0,374 23564 28,008 20028 A2,082 33221 147870
Budget Servicw
3112187
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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 (net five year savings: $3.5 billion):

. 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 funds “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.

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



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

{budget outlays, all amounts in $mullions)

FY 96 Reconciliation Bill

Lenders:
Repayin=nt optiens in FFEL
Increase lender ongination fees
Create interest rebate fee
Reduce insurance rate

Total lender savings

GAs:
Reduce remnsurance
Eliminate SPCA
Reduce default retention

Tota! GA savings

Administrative funds:
Reduce Section 458 amount

Savings to students:

Total student savings

Total savings in conference bill

estimates for years FY 98-02 by Department of Education

Five Year Savings

-$812
-296
-352

372

-$1.832

-$224
-110

L1537

-$791

-$409

S0

-$3,032

FY 98 President’s Budget
Lenders: Five Year Savings
Repayment options in FFEL -3307

(exclude ICL)

Reduce msurance rate

SLMA fees paid on securitized loans
Set in-school rate to government rate
Total lender savings

=372

97

-1,073

-$1,844

savings included in both proposals:

GAs:
Increase reinsurance
Elininate SPCA
Reduce default retention
Recall of reserves
Total GA savings

$451
-110
-457
-2.502
-2,618

savings mncluded in both proposals:

Administrative funds:
Reduce Section 458 amount

Savings to students:
Reduce fee 1 %for all borrowers
Eliminate GA insurance fee
Reduce fee 1% for Stafford loans
Total student savings

note:eliminate GA insurance fee non-federal funds. excluded in

total proposal savings estimare

Total savings in President's proposal

-$409

8656
690

136

$2.102

-$3,459

-$679

'
o

~1
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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
DIRECT LOANS
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
Sub-total 57 176 246 265 282 1,026
ED
sec.458 student loan admin savings (113) (107) (75) (68) 61) (424)
Total Direct Loan (56) 69 171 197 221 602
GUARANTEED LOANS
Reduce student fees
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
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) n (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)
Total Guaranteed Loan (340) (987) (414) (399) (413) (1,520) (4,073)
Interactive effects ) (4] 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)
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ANALYTICAL PERSPECTIVES
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* 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 1995, 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
restructuring the guaranty agency system. These pro-
posed changes will achieve savings of $35 billion over
five 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
Federal funds in reserve, making possible the return
of $2.5 billion in reserve funds over five years.

To improve accountability for the Federal guarantee,
the Secretary's agreements with guaranty agencies will
be revised and will be subject to periodic recertification.
They will include specific, publicly released performance
information—confirmed by reliable audits—to ensure
the submission of timely, accurate. and consistent data
for management purposes. The Secretary will have au-
thority to move to a system of performance-based con-
tracts for the administration of the guarantee, rather
than designation of intermediary agencies.

The Department of Education continues to work to
reduce default costs and to eliminate excessive sub-
sidies to financial intermediaries. In the “gatekeeping”
operation—that is, the process for certifying schools for
eligibility for Federal student aid—the Department is
attempting to identify high-risk institutions and target
its regulatory and enforcement efforts on these institu-
tions. Through its legislative proposals, it attempts to
reduce defaults through revised incentives to lenders
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8. UNDERWRITING FEDERAL CREDIT AND INSURANCE

and guaranty agencies, and increased lender risk-shar-
ing—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
and attain college degrees at the same rate as middle-
income 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
information technology systems needed to manage the
student loan programs, in accord with requirements of
the Information Technology Management Reform Act
of 1995, to ensure that investments in these systems
are cost effective and provide high quality service to
users.

Sallie Mae and Connie Lee

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

Connie Lee. The College Construction Loan Insur-
ance Association was created by the Higher Education
Amendments of 1986 to insure and reinsure the financ-
ing of postsecondary education facilities. In 1988, the
Department of Education helped provide initial financ-
ing of the corporation by purchasing, with appropriated
funds, $19 million of newly issued common stock. Sub-
sequently, the corporation sold additional stock to insti-
tutional investors.
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Cieo et o JOMESHT Sutiory 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
arigination 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.

e 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.

e 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 Agency 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 heip 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




