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Guaranty Agencies Collecting 27%
On Consolidetion of Defaulted Loans

The 16 guaranty agencies below have been audited by the Department's
Gueranty & Lender Oversight Staff and/or the Inspector General and
have been found to have retained 27% of collections on defaulted loans
being consolidated. (The maximum allownble retention is 18.5%.)

GLOSS and the IG are conﬁnu'mg their audits of the remaining guaranty

agencies. To date, the Department has collected $11.6 million from 11
GAs and has assessed an additonal $3.8 million at 5§ GAs.

State = Assessed  Collected

Kentucky $ 1,263,251

Tennesses 1,017,470

Great Lakes 1,012,000

Illinois 420,000

Vermont 65,000

NELA 4,253,678 $§ 4,253,678

Pennsylvani 3,978,135 3,978,135

Toexas 1,789,000 1,789,000

Nebraska , 439,778

New York 417,960

Northstar ' 156,580

Delaware 139,273 139,273

Utah 135,232

Oregon 104,048

Georgia 101,819

Alabame “60,68R
13 June, 1997

Budget Service
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Student Loans

We are pleased that both House and Senate bills bill include $1.763 billion in outlay
savings, including $1 billion in Federal reserves recalled from guaranty agencies, $160 million
from eliminating a fee paid to institutions in the Direct Loan program, and $603 million in
reduced Federal student loan administrative costs. All these provisions are consistent with the
budget agreement, and savings are achieved without increasing costs or reducing benefits to
students and their familics.

However, the Administration opposes a new provision in both bills, unrelated to the
Budget Agreement, requiring administrative cost allowances (ACAs) to guaranty agencies in the
Federal Family Education Loan (FFEL) program at a rate of .85% of new loan volume, to be paid
from mandatory funding authorized under Section 458 of the Higher Education Act of 1965
(HEA) in FY 1998-2002. This provision would represent a new federal entitlemnent. It would
also limit inappropriately the funds available to the Secretary to manage the FFEL Program
effectively. Any allowance to these agencies should bear some relationship to the costs these
agencies incur and not be based on an arbitrary formula. This is an issue for the upcoming
reauthorization of the Higher Education Act (HEA).

The Administration strongly prefers the House language for reducing student loan
administrative costs. The House, but not the Senate, language specifies that Education may use
administrative funds authorized under section 458 of the HEA to operate the FFEL program as
well as the Direct Loan program. Under the Senate language, the Secretary would not have
adequate funds available to administer the FI'EL program effectively.

The Administration also opposes a provision in thc House bill that would stipulate that the
guaranly agency rctention allowance on default collections that result from defaulted loans
rcentering repayment through loan consolidation would be 18.5%. This provision, currently
specified in regulation and Jetters as “up 10” 18.5%, would codify this share at 18.5%, without
regard to the actual expenses incurred by the guaranty agencies. This issue should be resolved in
the upcoming IIEA reauthorization.

Smith-Hughes

We are pleased that the Ilouse bill includes a provision that repeals the Smith-Hughes Act
of 1917 and is consistent with the budgetl agrecment. The Senate bill, however, does not include
such a provision, although thc Scnatc bill finds the agreed-upon $29 million savings from the student
loan programs. In the light of the $1.2 billion annual appropriation under the Carl D. Perkins
Vocational and Applied Technology Education Act, there is no justification for mandatory spending
of $7 million per year under Smith-Hughes. The Administration urges the conferces to adopt the
Smith-Hughes rcpcal provision in the House-passed bill.



Student Loans

We are pleased that, consistent with the Budget Agreement, the student loan provisions of
the legislation provide savings for taxpayers without imposing costs on borrowers. We are
concerned, however, about an added provision that would create a new entitlement for agencies
that administer the government guarantee of loans in the Federal Family Education Loan
Program. This provision reduces the Secretary of Education’s ability to effectively manage the
program to best protect the Federal fiscal interest and to ensure high quality service and accurate,
timely data on Federal liabilities.
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UNITED STATES DEPARTMENT OF EDUCATION

THE DEPUTY SECRETARY
JUN [ 1997
TO : Mark Zuckerman and George Conant
FROM :  Mashall S. Smith pe>td L4 4
Acting Deputy Secretary

The Department strongly opposes the proposed amendment under which guaranty agencies
would be allowed to retain 27 percent of collections resulting from consolidations of defaulted
loans made between the passage of the Higher Education Amendments of 1992 and July 1, 1997.
We also oppose provisions in the amendment that would set agency retention on consolidations
from default made after July 1, 1997, at 18.5 percent.

This proposal exemplifies the major structural flaw of the FFEL program: payments to program
participants are decided arbitrarily through the political process rather than by the competitive
forces of the marketplace. For the last few years, agencies have been allowed to retain their
actual collection costs on consolidations from default, up to 18.5 percent. The proposal would
require the Department to repay retroactively agencies 27 percent on these loans. We estimate
that these payments would total $110 million in FY 1997. Based on actual reported collection
costs of guaranty agencies, this level is clearly excessive.

The amendment would also mandate an 18.5 retention on all future consolidations from default.
We believe that this is also excessive. The Department of Education currently pays an average of
18.5 percent for all of its collection activities--not just the relatively inexpensive consolidations--
and expects to reduce this to as [ittle as 12 percent in at the conclusion of an ongoing
recompetition process. '

The Admimstration made a proposal to Testructure payments to guaranty agencies, and we

believe that all such changes should be discussed within the context of the upcoming
reauthorization of the Higher Education Act.

400 MARYLAND AVE., 5.W. WASHINGTON, D.C. 20202-0500
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SUMMARY OF HOUSE AND SENATE AUTHORIZING COMMITTEE
EDUCATION-RELATED RECONCILIATION PROVISIONS

In response to reconciliation instructions in the FY 1998 Concurrent Budget Resolution, the

House Education and the Workforce and the Senate Labor and Human Resources Committees ,
have reported legislative language to their respective Budget Committees. A summary of the g
provisions follows: -

Recall of Reserves

The House bill would recall $1 billion from FFEL guaranty agency reserve funds over FY
1998-2002. The Senate bill would recall $1.028 billion over the same period--the additional
$28 million is needed because the Senate declined to repeal the Smith-Hughes Act (see below).

Under the House bill, all reserves in excess of 2 percent of each agency’s outstanding loan
portfolio would bé recalled, with the balance of the recall achieved through a proportional
assessment of each agency’s remaining reserves. The methodology for determining specific
agency recall amounts is still under negotiation in the Senate, but the Committee appears to be
leaning toward the House approach.

Under both bills, agencies would be required to deposit roughly $200 million annually over FY
1998-2002 in restricted accounts specified by the Secretary. (The House would allow smaller
agencies to return less in the first year.) The full amount to be recalled would be transferred to
the Treasury from these accounts in FY 2002. Both bills allow agencies to use interest earned
on these restricted accounts for operational expenses; under the Senate bill, however, this
income could only be used for default prevention activities.

Both bills give the Secretary authority to recall additional amounts if the statutory recall
methodology fails to produce the required savings. The House bill includes stronger
mechanisms to enforce these additional recalls.

Elimination of Direct Loan Institutional Payment

Both bills would eliminate the $10 per loan fee authorized to be paid to Direct Loan
institutions to partially offset the cost of loan origination activities. These fees have been
eliminated through appropriations language since FY 1996.
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House and Senate Reconciliation Bills -- Page 2

Changes to Section 458 Administrative Funds

Both bills would reduce mandatory administrative funding levels authorized under Section 458
of the Higher Education Act by $603 million over FY 1998-2002 (CBO scoring). Funding
levels under both bills would be as follows: $532 million in FY 1998, $610 million in FY 1999,
$705 million in FY 2000, and $750 million each in FY 2001 and 2002.

Both bills would set FFEL guaranty agency administrative cost allowances--which are paid
from Section 458 funds--at .85 percent of each agency’s new insured loan volume, with annual
caps of $170 million for FY 1998 and 1999 and $150 million for FY 2000, 2001, and 2002.

Repeal of the Smith-Hughes Act

The House bill would repeal the Smith-Hughes Vocational Education Act. The Senate bill
does not include the repeal.

Guaranty Agency Retention on Consolidations of Defaulted I oans

The House bill would set the amount that guaranty agencies can retain on collections resulting
from consolidations of defaulted loans at 18.5 percent of the amount consolidated. This provision
would cover all such consolidations made since the passage of the Higher Education Amendments
of 1992.

Since 1992, the Department has allowed agencies to retain their actual cost of such
consolidations, up to a maximum of 18.5 percent. Over that time, a number of agencies have
inappropriately retained 27 percent--rather than 18.5 percent--on consolidations of defaulted
loans. (Agencies are allowed to retain 27 percent of collections achieved through means other
than consolidation.) House Republican staff believe that the language included in the
reconciliation bill would prevent the Department from seeking restitution from these agencies; the
Department does not agree with this interpretation of the language.

The Senate bill does not include this provision.

June 13, 1997
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Note #1

House bill

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

Conference agreement

HOLD [ou dollar amount. Part IT of Senate amendment not nceded because it is covered
under the geneml definition of “reserve funds.”)

Note #2
House bill

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

Senate amendment

‘The Senate amendment uses the term “‘equitable share”to descnbe each guaranty agency’s
share of recalled rescrve funds. \

Conference agreement
The Senate recedes.

Note #3

House bill

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

¢0°d C00°ON 80:9 26.ST Nt 14l aH



Note #5
House bill

The House bill uses the term “required shares.”
Senate amendment

The Senate amendment uscs the term “equitable shares.”
Conference agreement

The Senate recedes.
Note #6
6a
House bill

The House bill requires S equal annual installments to the restricted accounts, except that
a guaranty agency with a reserve ratio under 1.10-percent may make 4 ¢qual annual installments
beginning in 1999 or in accordance with an agreement with the Secretary.
Senate amendment

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

Conference agreement
The Senate recedes with an amendment incorporating the compromise formula.
6b

House bill

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

€0°d CO00'ON 60:9 2651 INC !



Note #9
House bill

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

Senate amendment

‘The Senate amendment does not mention Part B.
Conference agreement

The Senate recedes.

Note #10

House bill {//4, v (/W
/

The House bill includes a provision which establishes that a guaranty agency may retain
18.5 percent plus the reinsurance complement i/nc’ffcct, on payments received on a defaulted loan
which is being consolidated. This rule applies to all guaranty agencics for payments received on
defaulted loans being consolidated aﬁc}.lﬁly 1, 1997; except that, guaranty agencics which have
been retaining 18.5 percent are only allowed to retain 18.5 percent plus the reinsurance
complement, and agencies whic/h'h/avc been retaining 27 percent are allowed to rctain 27% plus
the reinsurance complement yntil July 1, 1997.

Senate amendment

The Senatg’amendment has no comparable provision.
Conferenc?a'grecment

OPEN
Note #11
House bill / )

. I/ ; . . -

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

The Sen/at'e amendment has no comparable provision.

Conference agreement
OPEN

FO'd CO0"ON 60:9 26.G1 nL !
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Subtitle B—Higher Education

SEC. 6101. MANAGEMENT AND RECOVERY OF RESERVLES.

(a) AMENDMENT.-- Section 422 ot the Higher lddu-

cation Act of 1965 (20 U.S.C. 1072) 1s amended by add-

ing after subsection (g) the tollowing new subscetion:

“(h) RECaLL OF RESERVES; LIMITATIONS ON USE

O RESERVE [FUNDS AND ASSETS.—

“(1) IN GENERAL.---Notwithstanding any other
provision of law, the Secretary shall, except as other-
wise  provided in  this  subsecetion,  recall
[‘bll-yﬂ-l—&ﬂmﬂ;ﬁﬁﬂfﬁ%ﬂﬂmz)] from the re-
serve funds held by guaranty agencies on Septeniber
1, 2002.

“(2) Dipostl.---funds reecalled by the Sce-
retary under this subsection shall be deposited 1 the
Treasury.

“(3) REQUIRED SHARE.—The Sceretary shall
require each gpuavanty agency to return rescrve
funds under pm'_agmpl'l (1) based on the ageney’s re-
quired share of recalled vescrve funds held by guar-
anty agencies as of September 30, 199G, For pur-
poses of this paragraph, a guaranty ageney’s re-
quired share of recalled rescrve {unds shall be deter-

mined as follows:

26.ST INL 1l
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“(A) The Secretary shall compute cach
cunaranty ageney’s reserve ratio by dividing (i)
the amount held  the agenev's veserve funds
as of September 30, 1996 (but reflecting later
accounting or auditing adjustments approved by
the Secretary), by (1) the original prineipal
amount of all loans tfor which the ageney has an
outstanding insurance obhgation as of such
date, including amounts of outstanding loaus
transferred to the agency from another guar-
anty agency.

“(B) If the reserve ratio of any guaranty
agency as computed under subparagraph (A)
exceeds 2.0 pereent, the agencey’s required shave
shall include so much of the amounts held in
the ageney’s reserve {und as exceed a reserve
ratio of 2.0 percent.

“(C) If any additional amount is veguired
to be recalled under paragraph (1) (after de-
ducting the total of the required shares cal-
culated under subparagraph (13)). snch addr-
tional amount shall be obtained by imposing on

guaranty ageney an cqual percentagee

cach sueh
reduction in the amonnt of cach ageney's re-

serve tund remaining after deduction ol the

26,51 INL !
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3
amount recatled under subparagraph (B), ex-
cept that such percentage reduetion under this
subparagraph shall not result in the agencey's
reserve ratio being reduced below 0.58 pereent.
The equal percentage reduction shall be the

percentage obtained by dwviding—

“(1) the additional amount required to

be recalled (after deducting the total of the

required shares calculated under subpara-

oraph (B3)), by

“(i1) the total amount of all sueh
agencies’ veserve funds remaining (after
deduction of the required shares caleulated
under sueh subparagraph).

“(D) If any additional amount is required
to be recalled under paragraph (1) (after de-
ducting the total of the required shares cal-
culated mnder subparagraphs (13) and  (C)),
such additional amount shall be obtained by im-
posing on each gunaranty ageney with a reserve

ratio (after deducting the requived shares -al-

cnlated under such subparagraphs) m exceess of

(.58 percent an equal pereentage reduetion i
the amount of cach such ageney’s reserve fund

remaining Giter sueh deduetion) that. exeeed

26.ST Nc 1 Q1
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veserve ratio of 0.58 percent. The equal per-

centage reduction shall be the percentage ob-

tained by diwvding—

“(0) the additional amount to be re-
called under paragraph (1) (atter deduct-
ing the amount reealled under subpara-
graphs (B} and (C)), by

“ti) the total amonnt of all such
agencies’ reserve funds remaining (after
deduction of the required shares caleulated
under such subparagraphs) that exceed a
reserve catio of 0.58 pereent.

“(4) RESTRICTED  ACCOUNTS  REQUIRED.—
Within 90 days after the beginning of each of the
fiscal years 1998 through 2002, each gnaranty agen-
cy shall transfer a portion of the agency's required

share determined under paragraph (3) to a re-

stricted account established by the ageney that is of

a type sclected by the ageney with the approval of

the Seeretary. Iands trausforred to suceh restricted
accounts shall be imvested i obhegations issued or
guaranteed by the United States -m' i other siu-
larly low-risk seeuvities. A gnaranty ageney shadl not

use the funds e sueh a restereled acconnt for any

purpose withont the express witien pernmssion of

26.ST TNL :al
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l the Secretary, except that a guaranty agency may
2 use the earnings from sueh restricted aceount for de-
3 fault veduction activities. In cach of fiseal years
4 1998 through 2002, each ageney shall transter the
S ageney's required share to such restricted account in
6 5 equal annual installments, except. that—

7 “(A) a guaranty agency that has a reserve
8 ratio (as computed under subparagraph (3)(4A))
9 equal to or less than 1.10 percent may transfer
0 the agency’s required share to such account m
11 4 equal installments beginning in fiscal year
12 1999; and

13 “(B) a guaranty agency may transfer such
14 required share to such account i accordance
(S with such other payment schedules as are ap-
L6 proved by the Secretary.

17 “(5) StoORTAGE.—If, on September 1, 2002,
18 the total amount in the restricted accounts deseribed \
19 in paragraph (4) is less than the amount the See-
20 retary is required to recall under paragraph (1), the

‘ sAal

21 Secretary Mquire the retivn of the amount of
22 the shortage from other veserve funds held by cuar-
23 anty agencies under procednres established Dy the
24 Seeretarv. The Seerctary shall fivst attempt to ob-
25 tain the amount of such shortage (rom cach cuar-

60°d C00°ON TT:9 26.ST 1INC ! : JH
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anty ageney that [tailed to transfor] the ageney's
required share to the ageney’s restricted account m
accordance with paragraph (4).

“(6) ENPORCEMENT.—(A) The Sceretary way
take such reasonable measures, and require such in-
formation, as may be necessary to ensure that guar-
anty ageneies comply with the requirements of this
subsection.

“(B) If the Secretary determines that a guar-
anty agency/(_has failed to transfer to a restrieted
account any portion of the ageney’s  required

sharef

148
under this subseetion, the ageney may not reecive
any other funds under this pavt until the Seeretary
determines that the ageney has Iso transferred or
paid] the ageney’s required share.

“(C) The Secrctary may wave the requirements
of subparagraph (B) for a guaranty agency de-
seribed in such snl)p:u-;lg'm])l{ if the Secretary deter-
mines that there e extenuating eircumstances be-
vond the control of the ageney that justify such
waiver,

“(7) Linrrartiox,—The  Seceretary shall not
have any anthority to direet o gnaranty ageney to

roturn reserve funds under snbseetion (e HCA) duee

26.5T INL (B!
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mg the period from the date of enactinent of the

Balanced Budget Act of 1997 through September

. : . i

30, 2002 Any veserve funds divected by the See- {V'J’

retary to be returned under subparagraph (13) or {(() Vr/‘( BV"" .
B [ =] l r"vﬁ //

of subsection ()(1) during sueh period shall be used //

.' 3}Lt°/’”ﬁ

to satisfy the agency’s required share of reealled re-
. o v

. | /w vr
scive funds under paragraph (3) and shall be depos- A '4/ h
. | . i
ited 1 the restricted aceonnt maintained by the "
. o7
ageney under paragraph (4). Aay reserve funds re- st i afF
v 77
covered by the Secretarv i excess of the ageucy's 1L L.oL
| ko
required share shall be available for expenditure i /i w Jale
. - lAc )}ij,
accordance with subsection (g)(4). [

(8 DERINITIONS.—In this subsection:

() The term ‘default reduction activi-

ties' means activities, to ge¢

tw%b—— m[mw Shm/ﬂ%/"", (/7/ V£
Ny
\ . Alk,l;./
ltl/l wulations pro-
4 ‘) f\/ n)tl 2y
mnlgated by thess (('li‘[< \

“(i1) supplement and do not supplaut
the activities, of the guaranty ageney Lo re-
duee student loan (Iv(";\.lil_t,x, that were con-
ducted prior to the dale of enactment of
Act of 1997 and

the Dalance <l Podeet

) may inelode

26.ST NC 1l AH
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“(1) establishing a program of
partial loan cancellation to reward dis-
advantaged borrowers for good repay-
ment hstories with their lenders;

“(ID) establishing a financial and
debt management counsehing program
for high-risk borrowers that provides
fong-term tratming (beginnming prior to
the first disbursement of the borrow-
er’s furst student loan and continuing
through the completion of the borrow-
er’s program of education or training)
in budgeting and other aspects of fi-
nancial management, ineluding debt.
manageinent;

“(I10) establishing a program of
placement counseling to assist high-
risk borrowers in identilving employ-
ment or additional traming opportuni-
Lies: and

(V) developing publie seivice
annonneements that wonld detail con-
sequences ol student loan defantt and
provide information regarding a toll-

Meee telephone munber estabhished by

141

dH
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9
1 the guarantv ageney for use by bor-
2 rowers seeking assistance v avoiding
3 default. )
4 “(B) RessrvE reNDs.—The term ‘reserve
5 funds’ when used with respeet to a guaranty
6 agency—
7 “(1) includes any veserve tunds in cash
8 or [liquid securities] held by the gnaranty
9 ageney, or held by, or under the control of,
10 any other entity; and
[ “(i1) does not include buildings, equip-
12 went, or other nonliqud assets.”.
13 (b) CONPORMING AMENDMENT.—Seetion

14 428(e)(9)(A) of the IMigher Education Act of 1965 (20
1S U.S.Co1078(e)9)Y(A)) 1s amended—

16 (1) in the first sentence, by striking “tor the
{7 (iscal year of the agenecy that begins in 19493 and
[8 (2) by striking the third sentence.

9 SEC. 6102. REPEAL OF DIRECT LOAN ORIGINATION FEES 10

20 INSTITUTIONS OF HIGHER EDUCATION.
21 Section 452 of the [lhgher Kdueation Act of 1965 (20

22 S 10%7h) 1s amended

23 (1) by striking subseetion (b); and
24 (2) by redesignating subscetions (¢) and (d) as
25 subsections (U) and (¢), respeetively.

¢l°d Z00°ON €1:9 26.ST N 14l



O:N\SIG\SIC97 462

—_—

11
12

L4
5
16

18
19
20

F1'd CO0'ON €1:9

DISCUSSION DRAFT S

10

SEC. 6103, FUNDS FOR ADMINISTRATIVE EXPLENSES.

Subseetion (a) of section 458 of the [lLigher Isdu-

cation Act of 1965 (20 U.S.C. 1087h(a)) 1s amended to

read as follows:

“a) ADMINISTRATIVES [IXPENSES, —

“(1) IN GENERAL.—liach fiscal year, there
shall be available to the Secretary from tunds not
otherwise appropriated, funds to be obligated for

“(A) administrative costs under this part
and part B, including the costs of the dueet
student loan programs nnder this part, and

“(B) administrative cost allowances pay-
able to guaranty agencies under part I3 and cal-

culated in accordance with paragraph (2},
not to exceed (from such funds not otherwise appro-
priated)  $532.000,000 in fiscal  year  19US,
$610,000,000 it fiseal year 1999, %705,000,000 m
fiscal year 2000, $750,000,000 i fiseal year 2001,
and $750.000,000 in fiseal vear 20020 Administra
tive cost allowanees under subparagraph (13) of this
paragraph shall be paid quarterly and used i ac-
cordance with section A28(1). The Seeretary anay
carry over funds available under s seetion Lo a
subseguent hscal vear.

CU2) CALCULATION BaSIS, - =\dintstrative cost
allowinees pavable to gty azencies wder para-

26.ST INL QI
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graph (1)(13) shall be caleulated on the basis of 0.85
pereent of the total principal amount of loans upon
which insurance is issued on ov after the date of en-
actment of the Balanced Budget Act of 1997, except
that such allowances shall not exceed—
“(A) $170,000,000 for each of the fiseal
vears 1998 and 1999; or
“(B) $150,000,000 for each of the fiscal
vears 2000, 2001, and 2002.”.

10 SEC. 6104. EXTENSION OF STUDENT AID PROGRAMS.

Title 1V of the [ligher Bducation Act of 1965 (20

12 11801070 et seq.) is amended-—

16
17
18
19
20

ST1°d CO0°BN ¥1:9

(1) in scction 424(a), by striking 1998 and
#2002, and mserting ©2002.7 and *“2006.7, vespec-
tively:

(2) in seetion 428(a)(9), by striking 19987
and 200277 and inserting 2002, and 20067, re-
specetively; and

(3) in scetion A28C(¢), by striking 19987 and

mmserting 2002,

26,51 INL 14l
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Patricia A. Smith

06/09/97 07:58:19 PM

Record Type: Record

To: Kenneth S. Apfel/OMB/EOP, Barry White/OMB/EOP

cc: See the distribution list at the bottom of this message
Subject: reconciliation meeting on student loans with House and Senate staff (majority and minority)

House staff: Sally Stroup, Vic Klatt, George Conant (Goodling), Mark Zuckerman (Clay), David Evans
(Kildee), Cathy Ormiston, Shelly Amdur, (Majority and Minority Budget)

Senate staff: Scott Giles, Susan Hattan (Jeffords), Lisa Cieblack, Amy Abraham (Majority and Minority
Budget), Marianna Pierce (Kennedy)

Dept. of Education: Tom Skelly, William Graham (Budget), Jon Oberg, Charlotte Fraas (Cong. liaison)
WH, NEC, OMB: Andy Blocker, Bob Shireman, Kathy Stack, Pat Smith

Sally Stroup thought the House would have draft mark-up language this afternoon, but it has not been
forthcoming. :

There was discussion of a Dept. of Education proposal for establishing the amount to be returned by
each guaranty agency (GA) to make up the $1 B without undue harm to small agencies. That work is still
being revised and continues tonight.

The House staff accepted language proposed by the Administration to enforce the return of agencies'
share of the $1 B if they do not cooperate. .

ED had drafted language to clarify Congressional language that would apparently limit the Secretary's
authority to recall reserves for other reasons, such as litigation, but which did not satisfy CBO scoring
concerns. The House leg counsel is attempting to draft language to address ED's concern as well as
CBO. CBO want to be sure that any reserve funds recovered in addition to the $1 B not be used for sec.
458 funding.

The House wants to retain their provision allowing GAs to use the interest that accrues on the reserve
funds they put in restricted accounts, but accepts the Administration's language allowing ED to recall
remaining amounts from other reserve funds held by the GAs if funds in the restricted accounts are
insufficient in 2002.

Shireman reiterated his preference to delete the reserve ratios. Stroup replied that they had discussed
the issue with GAO, which needs time to review the issue. This is reserved to reauthorization.

Stroup says the draft mark-up will contain language on section 458 savings requiring that GAs receive
administrative cost allowances based on .85% of their loan volume for all five years. But there will be a
cap of $170 million per year in 1998 and 1999 and $150 million per year in 2000-2002.



CBO has revised its estimate, and there is no longer an outlay problem caused by the .85% provision.
Savings can be achieved without having to increase the $1 B recall of reserves.

Shireman said the Administration would oppose this permanent entitlement. Ormiston said it would be -
reexamined in reauthorization. Blocker objected, saying that reconciliation is an expedited process, and if
this change is enacted, it would become the "default" position in reauthorization.

Ormiston said their position is unchangeable. She said .85% is a compromise.
Smith~Hughes will be part of the House package though Kildee (David Evans) opposes it.

The Administrétion asked about Senate positions on these issuesf Scott Giles said nothing is firm,
including whether Smith Hughes will be part of the Senate package.

- Klatt asked if the Administration would oppose other amendments. Shireman and Blocker said yes
unless both sides agree. Klatt clarified that the Republicans have decided not to accept changes to the
student interest rate, including floor amendments.

Message Copied To:

Kathryn B. Stack/OMB/EOP
Ananias Blocker I//WHO/EOP
Lisa M. Kountoupes/OMB/EOP
S. A. Noe/OMB/EOP

Anita Chellaraj/OMB/EOP
Robert M. Shireman/OPD/EOP
Alicia K. Kolaian/OMB/EOP
Justin D. Sullivan/OMB/EOP




k'gxwwmv@ﬁ@¢

i%wmwwfmﬁwm)

/

/%;(KW

o g] %Ww-’ M / gwe 7

‘ [~ MC_ S W/M M
S ﬁ?in B Mé eyt ﬂL

’\\ bosh]( W/ sl fa 4@ ke

B Faen bame 5 [k bilg>

— (A0 walfs_. h(\ IO (@5 @ M\c{ a?a’
| Rt fr o




- uganlie gl syl A b

= Mlegres” S o ol mems
N

Sl [acorng by g’
L Wik -



TPAFT

GA Reserve Callback
New Option

1: Divide into three groups based on reserves as percent of loans outstanding: those with a ratio greater than 2%, 1.01% to 2%, and 1% or low
2: Group 1 pays 69% of total reserves, group 2: 46%, group 3: 30%

Hill minus New Option
Cash Reserves Reserve Loans Recall Options Difference

North Carolina 35932 3.62% 993,168 18,281 28,137 24,632 (3,505) 87.54%
Florida 74,747  2.97% 2,519,958 38,029 54,969 51,241 (3,729) 93.22%
South Dakota 17,018  2.84% 600,201 8,658 12,307 11,666 (641) 94.79%
Missouri 46,902 2.81% 1,671,418 23,862 33,784 32,152 (1,632) 95.17%
lowa 47,019  2.58% 1,823,488 23,921 32,707 32,232 (475) 98.55%
California 265,734  2.52% 10,532,472 135,196 183,072 182,167 (905) 99.51%
Utah 22,776 2.29% 994,172 11,588 14,974 15,614 640 104.27%
Tennessee 38418 227% 1,689,438 19,546 25,158 26,336 1,178 104.68%
Michigan 55,462  2.08% 2,669,269 28,217 34,513 38,021 3,508 110.16%
Oregon 17,657 2.07% 852,995 8,983 10,962 12,104 1,142 110.42%
Colorado 39,662  2.02% 1,965,098 20,178 24,239 27,189 2,950 112.17%
North Dakota 8,540 1.90% 449,736 4,345 5,011 3,929 (1,082) 78.40%
Louisiana 12,336 1.82% 678,158 6,276 7,014 5,675 (1,339) 80.91%
Maine 11,810 1.78% 662,812 6,008 6,608 5,433 (1,175) 82.21%
Montana 9,549 1.78% 536,971 4,858 5,335 4,393 (942) 82.34%
Pennsylvania 214,733 1.55% 13,826,083 109,248 106,221 98,777 (7,444) 92.99%
New Jersey 40,389 1.49% 2,705,023 20,548 19,159 18,579 (580) 96.97%
New York 131,220 1.47% 8,899,277 66,760 61,375 60,361 (1,014) 98.35%

. Budget Service
Page 1 6/9/97



GA Reserve Callback
New Option

1: Divide into three groups based on reserves as percent of loans outstanding: those with a ratio greater than 2%, 1.01% to 2%, and 1% or low
2: Group 1 pays 69% of total reserves, group 2: 46%, group 3: 30%

Hill minus New Option

. Cash Reserves Reserve Loans Recall Options Difference
USA Funds 423,866 1.45% 29,222,029 215,648 194,520 194,978 458 100.24%
Kentucky 48,316 1.40% 3,454,864 24,582 21,201 22,225 1,024 104.83%
South Carolina 13217  1.34% 988,218 6,725 5,462 6,080 618 111.32%
Washington 29,160 1.34% 2,181,500 14,836 12,039 13,414 1,375 111.42%
New Mexico 5,944 1.30% 455,619 3,024 2,368 2,734 366 115.46%
Rhode Island 8,408 1.30% 645,557 4,278 3,342 3,868 526 115.74%
Minnesota 43284 1.09% 3,965,931 22,021 12,953 19,911 6,958 153.72%
Connecticut 14,758  1.04% 1,423,324 7,509 4417 6,789 2,372 153.72%
Arkansas 6,885 1.01% 682,510 3,503 2,060 3,167 1,107 153.72%
Vermont 5,260  1.00% 525,967 2,676 1,574 1,578 4 100.25%
Georgia 13,512 1.00% 1,353,057 6,874 4,043 4,053 10 100.25%
Texas 75,688  0.94% 8,041,642 38,507 22,650 22,706 57 100.25%
Illinois 55,155  0.90% 6,112,657 28,061 16,505 16,546 41 100.25%
Massachusetts 51,079 0.88% 5,797,868 25,987 15,286 15,324 38 100.25%
Oklahoma 13,317 0.87% 1,527,516 6,775 3,985 3,995 10 100.25%
Wisconsin 84,965 0.75% 11,331,682 43,227 25,426 25,489 64 100.25%
New Hampshire 5,420 0.74% 735,549 2,758 1,622 1,626 4 100.25%
Nebraska 16,719  0.58% 2,885,581 8,506 5,003 5,016 12 100.25%
Total 2,004,857 135,400,806 1,020,000 1,020,000 1,020,000
Page 2
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Here is some language we recommend you look at to answer two of
the issues we previously discussed: no double recall, and a
suitable enforcement mechanism. The top item on our agenda is
still ACA. We have looked at alternative recall formulas but I do
not have one to send at this moment. --Jon

This is a proposed redraft of draft section 422(h) (5) as proposed
in the congressional staff proposal. Under this proposal, instead
of prohibiting the Secretary from using the 422(g) (1) (A) to
recover unnecessary reserves across the board until 9/30/02, the
Secretary would only be barred from collecting additional reserves
from those agencies that make the required deposit into the
separate account each year as required by the bill. Thus, those
agencies which didn't make the required deposit would still be
subject to our authority. This provides additional enforcement
authority. -

f
_ (5) During any fiscal year in which a guaranty rﬁ{\fw
agency has transfered the required portion of its Y Jﬁr§¥
equitable share to a restricted account in accordance dast
with this subsection, the Secretary may not require the @j
agency to return additional reserve funds based on a C
determination that the agency's reserve ratio exceeds a
certain level.

———

On the matter of an enforcement mechanism, the Administration's
bill provides, and we recommend for inclusion:

and require such information, as may be necessary to
ensure that guaranty agencies comply witht he Jd -
requirements of this subsection. Notwithstanding any

E other provision of this part, if the Secretary WQM?\
‘ determines that a guaranty agency is not in compliance 6{Q€ /
/

(//?ﬁ) The Secretary may take such reasonable measures, 0//F1A

‘with these requirements, it may not receive any funds
under this part until the Secretary determines that it
is in compliance. '



A BILL

To amend the Higher Education Act of 1965 to require the return of certain Federal funds
held in reserve by guaranty agencies under the Federal Family Education Loan program; to
eliminate the fee for origination services in the William D. Ford Federal Direct Loan program;
to reduce funding through FY 2002 for mandatory administrative expenses for the student
financial aid programs, including the Direct Loan program, to levels lower than the current
baseline; to authorize appropriations under the Smith-Hughes Act only through fiscal year 1997;
and for other purposes.

e it enact he Senate and se of Representatives of the Uni f America

in Congress assembled, That this Act may be cited as the "The Student Loan Balanced Budget
Amendments of 1997".

RECOVERY OF RESERVES
SEC.101. (a) Section 422 of the Higher Education Act of 1965 (20 U.S.C. 1072) is
amended by adding after subsection (g) the following new subsection:
"(h) RECALL OF RESERVES.-- (1) (A) Notwithstanding any other provision of law,
the Secretary shall--

“(1) require each guaranty agency to transfer, in each of fiscal years 1998
through 2002, reserve funds held by the guaranty agency (which for purposes of this subsection
shall include any reserve funds held by, or under the control of, any other entity) to a restricted
account in an amount (based each guaranty agency’s proportionate share, as determined by the
Secretary, of all reserve funds held by guaranty agencies as of September 30, 1996) that, when
combined with the amount so transferred by all other guaranty agencies in such year, equals
$200,000,000 in the aggregate; and

“(i1) recall, in fiscal year 2002, from the reserve funds held by each
guaranty agency an amount (based each guaranty agency’s proportionate share, as described in

clause (i)) that, when combined with the amounts recalled from all other guaranty agencies,



equals $1,000,000,000 in the aggregate.

“(B) If the amount in the restricted accounts described in subparagral;h
(A)(1) is insufficient to satisfy the recall amount described in subparagraph (A)(ii), the Secretary > (A
may require the return of any remaining recall amount from other reserve funds held by the /
guaranty agencies under procedures established by the Secretary.

—

“(C) Funds returned to the Secretary under this subsection shall be
deposited in the Treasury.

"(D) The restricted accounts described in subparagraph (A)(i) shall be
established by the guaranty agency in accordance with requirements specified by the Secretary.
Except as described in paragraph (2), the guaranty agency shall not use the funds in such account,
for any purpose.

“(E) The Secretary may take such reasonable measures, and require such
information, as may be necessary to ensure that guaranty agencies comply with the requirements
of this subsection. Notwithstanding any other provision of this part, if the Secretary determines
that a guaranty agency is not in compliance with these requirements, it may not receive any funds
under this part until the Secretary determines that it is in compliance.

"(2) Non-liquid reserve fund assets, such as buildings and equipment purchased
or developed by the guaranty agency with reserve funds, and any liquid assets remaining in a
guaranty agency's restricted account after the recall in paragraph (1)(A), including any earnings
on any amounts transferred, shall--
"(1) remain the property of the United States; and

"(i1) be used only for such purposes as the Secretary determines

are appropriate.”.



DIRECT LOAN FEE FOR ORIGINATION SERVICES
SEC. 102. Section 452 of the Higher Education Act of 1965 (20 U.S.C. 1087b) is
amended--
(1) by striking out subsection (b); and
(2) by redesignating subsections (c) and (d) as subsections (b) and (¢),

respectively.

FUNDS FOR ADMINISTRATIVE EXPENSES
SEC. 103. Section 458(a) of the Higher Education Act of 1965 (20 U.S.C. 1087h(a)) is
amended, in the first sentence, by striking "$260,000,000" through the end of the sentence and
inserting the following: "$532,000,000 in fiscal year 1998, $610,000,000 in fiscal year 1999,
$705,000,000 in fiscal year 2000, $750,000,000 in fiscal year 2001, and $750,000,000 in fiscal

year 2002.".

AMENDMENTS TO THE SMITH-HUGHES ACT
SEC. 104. The Act of February 23, 1917 (20 U.S.C. 11 et seq.) is amended--
(1) insection 1 (20 U.S.C. 11), by inserting “through the fiscal year 1997" after
“annually appropriated”;
(2) in section 2 (20 U.S.C. 12)--
(A) by inserting “through the fiscal year 1997" after “there is annually
appropriated”; and
(B) by inserting “through the fiscal year 1997" after “There is

appropriated for each fiscal year”;



(3) in section 3 (20 U.S.C. 13)--
(A) by inserting “through the fiscal year 1997" after “there is annually
appropriated”; and
(B) by inserting “through the fiscal year 1997" after “There is
appropriated”;
(4) in section 4 (20 U.S.C. 14)--
(A) by inserting “through the fiscal year 1997" after “there is annually
appropriated”; and
(B) by inserting “through the fiscal year 1997" after “And there is
appropriated”; and
(5) in section 7 (20 U.S.C. 15), by inserting “through the fiscal year 1997" after

“There is authorized to be appropriated”.



THE STUDENT LOAN BALANCED BUDGET AMENDENTS OF 1997
Section-by-Section Analysis

Section 101. Section 101 of the bill would add a new subsection (h) to section 422 of the
Higher Education Act of 1965 under which the Secretary would recall $1,000,000,000 in fiscal
year 2002 from the reserve funds held by guaranty agencies. In order to ensure that this amount
would be available for recall in that year, guaranty agencies would be required to transfer an
aggregate of $200,000,000 per year in fiscal years 1998 through 2002 to restricted accounts, and
guaranty agencies would be unable to use the funds in those accounts for any purpose. If the
amount in the restricted accounts is insufficient to satisfy the entire fiscal year 2002 recall amount
the remaining amount could be recalled from other reserve funds held by the guaranty agencies
under procedures established by the Secretary. The amounts recalled would be deposited in the
Treasury.

td

The amount of reserve funds that each guaranty agency would be required to transfer to a
restricted account, and to return, would be based on its proportionate share, as determined by the
Secretary, of all reserve funds held by guaranty agencies as of September 30, 1996.

The proposed recall of reserves is consistent with the legal status of those reserves as
Federal property, as well as the current role of guaranty agencies in the FFEL program. Section
432(o) of the Act, which was added by the Higher Education Amendments of 1992 (P.L.
102-325), clarified that the Secretary is the ultimate insurer of all FFEL guarantees. Thus, in
practice, guaranty agencies function more like loan servicers than guarantors.

Section 102. Section 102 of the bill would amend section 452(b) of the Act to eliminate
the statutory requirement (currently overridden by the FY 1997 Appropriations Act) to pay all
participating institutions that originate Direct Loans a fee to assist in meeting the costs of loan
origination.

Section 103. Section 103 of the bill would amend section 458(a) to specify funding levels
through FY 2002 for mandatory administrative expenses for the student financial aid programs,
including the Direct Loan program, at levels lower than the current baseline.

Section 104. Section 104 of the bill would amend the nih-Yughes Ad t0 aulhorie appropriations enly
Urough fucal guan, 1997
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GA Reserve Callback
New Option

1: Divide into three groups based on reserves as percent of loans outstanding: those with a ratio greater than 2%, 1.01% to 2%, and 1% or low
2: Group 1 pays 69% of total reserves, group 2: 46%, group 3: 30%

Hill minus New Option

Cash Reserves Reserve Loans Recall Options Difference
Agency asof 9/30/96 Percent Quistanding  Proportional HilL  NewOption Dollar Percent
North Carolina 35932 3.62% 993,168 18,281 28,137 24,632 (3,505) 87.54%
Florida 74,747  2.97% 2,519,958 38,029 54,969 51,241 (3,729) 93.22%
South Dakota 17,018  2.84% 600,201 8,658 12,307 11,666 (641) 94.79%
Missouri 46,902 2.81% 1,671,418 23,862 33,784 32,152 (1,632) 95.17%
Towa 47,019 2.58% 1,823,488 23,921 32,707 32,232 (475) 98.55%
California 265,734  2.52% 10,532,472 135,196 183,072 182,167 (905) 99.51%
Utah 22,776 2.29% 994,172 11,588 14,974 15,614 640 104.27%
Tennessee 38,418 2.27% 1,689,438 19,546 25,158 26,336 1,178 104.68%
Michigan 55,462  2.08% 2,669,269 28,217 34,513 38,021 3,508 110.16%
Oregon 17,657 2.07% 852,995 8,983 10,962 12,104 1,142 110.42%
Colorado 39,662  2.02% 1,965,098 20,178 24,239 27,189 2,950 112.17%
North Dakota 8,540 1.90% 449,736 4,345 5,011 3,929 (1,082) 78.40%
Louisiana 12,336 1.82% 678,158 6,276 7,014 5,675 (1,339) 80.91%
Maine 1,810 1.78% 662,812 6,008 6,608 5,433 (1,175) 82.21%
Montana 9,549 1.78% 536,971 4,858 5,335 4,393 (942) 82.34%
Pennsylvania 214,733 1.55% 13,826,083 109,248 106,221 98,777 (7.444) 92.99%
New Jersey 40,389  1.49% 2,705,023 20,548 19,159 18,579 (580) 96.97%
New York 131,220 1.47% 8,899,277 66,760 61,375 60,361 (1,014) 98.35%

. Budget Service
Page 1 6/9/97



GA Reserve Callback
New Option

1: Divide into three groups based on reserves as percent of loans outstanding: those with a ratio greater than 2%, 1.01% to 2%, and 1% or low
2: Group 1 pays 69% of total reserves, group 2: 46%, group 3: 30%

Hill minus New Option

: Cash Reserves Reserve Loans Recall Options Difference

Agency asof 9/30/96 Percent Quistanding  Proportional HillT  New Option Dollar Percent
USA Funds 423,866 1.45% 29,222,029 215,648 194,520 194,978 458 100.24%
Kentucky 48,316 1.40% 3,454,864 24,582 21,201 22,225 1,024 104.83%
South Carolina 13,217  1.34% 688,218 6,725 5,462 6,080 618 111.32%
Washington 29,160  1.34% 2,181,500 14,836 12,039 13414 1,375 111.42%
New Mexico _ 5,944  1.30% 455,619 3,024 2,368 2,734 366 115.46%
Rhode Island 8,408 1.30% 645,557 4,278 3,342 3,868 526 115.74%
Minnesota 43,284  1.09% 3,965,931 22,021 12,953 19,911 6,958 153.72%
Connecticut 14,758 1.04% 1,423,324 7,509 4,417 6,789 2,372 153.72%
Arkansas 6,885 1.01% 682,510 3,503 2,060 3,167 1,107 153.72%
Vermont 5,260  1.00% 525,967 2,676 1,574 1,578 4 100.25%
Georgia 13,512 1.00% 1,353,057 6,874 4,043 4,053 10 100.25%
Texas 75,688  0.94% 8,041,642 38,507 22,650 22,706 57 100.25%
[llinois 55,155  0.90% 6,112,657 28,061 16,505 16,546 4] 100.25%
Massachusetts 51,079  0.88% 5,797,868 25,987 15,286 15,324 38 100.25%
Oklahoma 13,317  0.87% 1,527,516 6,775 3,985 3,995 10 100.25%
Wisconsin 84,965 0.75% 11,331,682 43,227 25,426 25,489 64 100.25%
New Hampshire 5420 0.74% 735,549 2,758 1,622 1,626 4 100.25%
Nebraska 16,719  0.58% 2,885,581 8,506 5,003 5,016 12 100.25%
Total 2,004,857 135,400,806 1,020,000 1,020,000 1,020,000

. Budget Service
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GA Reserve Callback
New Option

1: Divide into six groups, ranking by reserves as percent of loans outstanding, except for NM and ND, which are placed at the bottom.
2: Group | pays 150% its proportionate share -- Proportionate share = 51%, 150% = 76%
3: Each group lower pays sppox. 13% less (ie, 63%, 50%)

Cash Reserves Reserve {.oans Recall Options Difference
Agsncy a5 of9/10/06 Percent  Quistading  Proportional Hil  New Opfion Dollar Percent
North Carolina : 35932 3.62% 993,168 18,281 28,137 27,421 (716) 97.46%
Florida 74,747  297% 2,519,958 38,029 54,969 57,043 2,073 103.77%
South Dakota 17,018 284% 600,201 8,658 12,307 12,987 680 105.52%
Missouri 46,902 2.81% 1,671,418 23,862 33,784 35,793 2,009 105.95%
lowa 47019 2.58% 1,823,488 23,921 32,707 35,882 3,175 109.71%
California 265734  2.52% 10,532,472 135,196 183,072 202,794 19,723 110.77%
Utah 22,776 2.29% 994,172 11,588 14,974 14,346 (628) 95.80%
Tennessee 38,418 2.27T% 1,689,438 19,546 25,158 24,197 (961) 96.18%
Michigan 55462 2.08% 2,669,269 28,217 34,513 34,932 419 101.22%
Oregon 17,657 2.07% 852,995 8,083 10,962 11,121 159 101.45%
Colorado 39,662 2.02% 1,965,098 20,178 24,239 24,980 742 103.06%
Louisiana 12,336 1.82% 678,158 6,276 7,014 7,770 756 110.78%
Maine 11,810 1.78% 662,812 6,008 6,608 5,864 (744) 88.74%
Montana 9,549 1.78% 536,971 4,858 5,335 4,741 (593) 88.88%
Pennsylvania 214733 1.55% 13,826,083 109,248 106,221 106,621 401 100.58%
New Jersey 40,389 1.49% 2,705,023 20,548 19,159 20,054 896 104.67%
New York 131,220 147% 8,899,277 66,760 61,375 65,155 3,780 106.16%
USA Funds 423 866  1.45% 29,222,029 215,648 194,520 210,462 15,942 108.20%
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~ GA Reserve Callback

New Option

| : Divide inlo six groups, ranking by reserves as percent of loans outstanding, except for NM and ND, which are placed at the bottom.
2: Group | pays 150% its proportionate share -- Proportionate share = 51%, 150% =76%
3: Each group lower pays appox. 13% less (ie, 63%, 50%)

Cash Reserves Reserve Loans Recall Options Difference

Agency as 0f9/30/96 Percent Outstanding  Proportional Hill e ion Dollar Percent
Kentucky 48316 1.40% 3,454,864 24,582 21,201 17,550 (3,652) 82.78%
South Carolina 13217 1.34% 988.218 6,725 5,462 4,801 (661) 87.90%
Washington 29160  1.34% 2,181,500 14,836 12,039 10,592 (1,447) 87.98%
Rhode Island 8,408 1.30% 645,557 4,278 3,342 3,054 (288) 91.39%
Mionesota 43,284  1.09% 3,965,931 22,021 12,953 15,722 2,769 121.38%
Connecticut 14,758  1.04% 1,423,324 7,509 4,417 5,361 944 121.38%
Arkaansas 6,885 1.01% 682,510 3,503 2,060 1,583 477) 76.83%
Vermont 5260 1.00% 525,967 2,676 1,574 1,209 (365) 76.83%
Georgia (3,512  1.00% 1,353,057 6,874 4,043 3,107 (937) 76.83%
Texas 75,688  0.94% 8,041,642 38,507 22,650 17,402 (5,248) 76.83%
Ilinois 55,155  0.90% 6,112,657 28,061 16,505 12,681 (3,824) 76.83%
Massachusetts 51,079  0.88% 5,797,868 25,987 15,286 11,744 (3,542) 76.83%
Oklahoma 13,317 0.87% 1,527,516 6,775 3,985 1,286 (2,699) 32.28%
Wisconsin 84,965 0.75% 11.331,682 43,227 25,426 8,208 (17,218) 32.28%
New Hampshire 5420 0.74% 735,549 2,758 (,622 524 (1,098) 32.28%
Nebraska 16,719  0.58% 2,885,581 8,506 5,003 1,615 (3,388) 32.28%
North Dakota 8,540  1.90% 449,736 4,345 5,011 825 (4,186) 16.47%
New Mexico 5944  1.30% 455,619 3,024 2,368 574 (1,794) 24.25%
Total 2,004,857 135,400,806 1,020,000 1,020,000 1,020,000
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GA Reserve Callback
New Option

|: Divide into six groups, ranking by reserves as percent of leans outsianding
2: Group 1 pays 150% its proportionate share ~ Proportionatz share = 5194, 150% = 76%
3: Each proup lower pays appox. | 1% less (ie, 65%, 53%)

Page 1

Cash Reserves Reserve Loans Recall Options Difference
North Carolina 35,932  3.62% 993,168 18,281 28,137 27,421 (716) 97.46%
Flocida 74,747  2.97% 2.519,958 38,029 54,969 57,043 2,073 103.77%
- South Dakota 17,018  2.84% 600,201 8,658 12,307 12,987 680 105.52%
Missouri 46902 281% 1,671,418 23,862 33,784 35,793 2,009 105.95%
lowa 47,019 238% 1,823,488 23,921 32,707 35 882 3,175 109.71%
California 265734 2.52% 10,532,472 135,196 183,072 202,794 19,723 110.77%
Utah 0276 229% 994,172 1,588 14,974 14,730 44) 98.37%
Tenncssoe 38,418 227% 1,689,438 19,546 25,158 24,845 (313) 98.76%
Michizan 55,462  2.08% 2,669,269 28217 34,513 35,868 1,355 103.95%
Oregon 17,657  2.07% 852,995 8,983 10,962 11,419 457 104.17%
Colorado 39,662  2.02% 1,965,098 20,178 24,239 25,650 1,411 105.82%
North Dakora 8,540  1.90% 449,736 4,345 5,011 5,523 512 110.23%
Louisiana 12,336 1.82% 678,158 6,276 7014 6,542 4n) 93.27%
Maine 11,810 1.78% 662,812 6,008 6,608 6,263 (345) 94.77%
Montana 9,549  1.78% 536,971 4,858 5,335 5,064 271) 94.92%
Pemnsylvania 214733 1.55% 13,826,083 109,248 106,221 113,868 7,647 107.20%
New Jerszy 40389  1.49% 2,705,023 20,548 19,159 21,417 2,259 111.79%
Ncw York 131,220 1.47% 8,899,277 66,760 61,375 69,583 8,208 H13.37%
USA Funds 423,866 1.45% 29222029 215,648 194,520 175,414 (19,} 90.18%
Kentucky 48316  1.40% 3,454 864 24,582 21,201 19,995 (1,206) 94.31%
South Carolina 13217 1.34% 988,218 6,725 5,462 5,470 8 100.15%
Washington 29,160  1.34% 2,181,500 14,836 12,039 12,068 29 100.24%
New Mexico 5944 1.30% 455,619 3,024 2,368 2,460 9 103.87%
Rhode Island 8,408  130% 645,557 4,278 3,342 3,480 138 104.13%
Budget Service
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GA Reserve Callback
New QOption
(: Divide into six groups, ranking by reserves as percertt of loans outstanding

2: Group | pays 150% its proportionaie share — Proportionate share = 51%. 150°% = 76%
3: Each group lower pays appox. 11%: less (ie, 65%, 53%)

Cash Reserves Rescrve Loans Recall Options Difference

Minnesota 43,284 1.09% 3,965,931} 22,021 12,953 12,873 (80) 9958%
Connecticut 14,758 1.04% 1,423,324 7,509 4417 4,389 27 9938%
Askansas 6.885 1.01% 682,510 3,503 2,060 2,048 (13) 99.38%
Verment 5,260 1.00% 525,967 2,676 1,574 1,564 10) 9938%
Georgia 13,512 1.00% 1,353,057 6,874 4,043 4018 (25) 99.38%
Texas 75,688 0.99% 8,04i,642 38.507 . 22,650 22510 (139) 99.38%
[Uincis 55,15  0.90% 6,112,657 28,061 16,505 9,982 (6,524) 60.48%
Massachusetls 51,079 0.88% 5,797,868 25,987 15,286 9,244 (6,042) 6048%
Oklaboma 13317  0.87% 1,527,516 6,775 3,985 2410 (1,575) 60.48%
Wisconsin 84965 Q.T5% 11331682 43227 25,426 15577 (10,049) 60.48%
New Hampshir 5420 0.74% 735,549 2,758 1,622 9381 641) 60A48%
Nebraska 16,719 0.58% 2,885,581 8,506 5,003 3,026 (1.977) 60.48%
Total 2,004 857 135,400,806 1,020,000 1,020,000 1,020,000
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Agency

Arkansas
Calfornia
Colorado
Connecticut
Florida
Georgia
Hlinois

lowa
Kentucky
Louisiana
Maine
Massact.usetts
Michigan
Minnesota
Missouri
Montana
Nebraska
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Okiahoma
Oregon
Pennsyl/ania
Rhode island
South Carolina
South Dakota
Tennessee
Texas

USA Funds
Utah

Vermont
Washington
Wisconsin

Total

Comparison of GA Reserve Call-Back Proposals -- Draft

ED Reserve Levels

(In thousand of dollars)

Republican Reserve Levels

Total Recall Toual Recall Under Difference Total Recall Total Recall Under Difference

$3,434 $2,0A0 -$1,374 60.00 $3.419 $2,048 -$1,371 59.91
132,545 183,072 50,526 138.12 131.962 182,527 50,565 138.32
19,783 24,239 4,456 122.52 19,696 24,145 4,449 122.59
7.361 44.7 (2,945) 60.00 7.328 4,385 (2,943) 59.84
37,283 54,969 17,686 147 .44 37.120 54,834 17.714 147.72
6.739 4,043 (2,696) 60.00 6.709 4,015 (2.694) 59.85
27,510 16,505 (11.005) 60.00 27,395 16,381 (11,014) 59.80
23,452 32,707 9,255 139.46 23,350 32,614 9,264 139.68
24,100 21,2m (2,898) 87.97 14,200 11,672 (2.528) 82.20
6,153 7.0°4 861 113.99 6.126 8,979 2,853 146.57
5.891 6,618 717 112 18 5.865 6.574 709 112.09
25,478 15,236 (10,192) 60.00 30,332 15,180 (15,152) 50.05
27,664 34,513 6,849 124.76 26,742 33,382 6,640 124.83
21,580 12,953 (8.637) 60.00 20,705 12,861 (7.844) 62.11
23,394 33,784 10,390 144 41 23,242 33,708 10,466 145.03
4,763 5,335 572 112.00 4,741 5,308 567 111.95
8.339 5,003 (3,336) 60.00 8,300 4,967 (3.333) 59.84
2,704 1,622 (1.082) 60.00 2,692 1,811 (881) 67.27
20,145 19,159 (987) 95.10 20,057 19,019 (1.038) 94.83
2,965 2.368 (597) 79.88 2,902 2,348 (554) 80.91
65,451 61,375 (4,076) 93.77 84,446 78,940 (5.506) 93.48
17,922 28,137 10,215 156.99 17.844 28,087 10,243 157.40
4,260 5011 751 117.63 4,241 4,997 756 117.83
6,642 3.935 (2,657) 60.00 6.613 3,968 (2,645) - 60.00
8,807 10,962 2,155 124.47 8,773 10,936 2,163 124.66
107.106 106.221 (886) 99.17 104.630 110,557 5,927 105.67
4.194 3,342 (852) 79.68 4176 3,308 (868) 79.21
6.593 5462 (1.131) 82.84 6,564 5412 (1,152) 82.44
8,488 12,007 3.819 144.99 8.451 5,769 (2.682) 68.27
19,162 25,138 5,996 131.29 19,078 25,071 5,993 131.42
37,752 22,650 (15.102) 60.00 37.670 22,573 (15,097) 59.92
211.419 194,520 (16,899) 92.01 210.489 193,094 (17,395) 91.74
11,364 14,974 3,613 131.80 11,456 15,114 3,658 131.93
2,623 1.574 (1,049) 60.00 2,622 1,583 (1,039) 60.37
14,545 12.039 (2,508) 8277 14,327 12,445 (1,882) 86.86
42,38Q 25.426 (16,954) 60.00 38737 21,388 (14,349) §9.85
$1.000,000 $1.020,000 $20,000 102.00 $1,000,000 $1,020,000 $20,000 102.00

"No of states paying more: 15 No of states paying more: 15

No of states paying less: 21 No of states paying less: 21
6 June, 1997
Budget Service
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TITLE VII-COMMITTEE ON
LABOR AND HUMAN RESOURCES

SEC. 7001. MANAGEMENT AND RECOVERY OF RESERVES.

() AMENDMENT.—Section 422 of the Higher Edu-
cation Act of 1965 (20 U.S.C. 1072) is amended by add-
g after subsection (g) the following new subsection:

“(h) RECALL OF RESERVES; LIMITATIONS ON USE
Or RESERVE I'UNDS AND ASSETS.—(1) Notwithstanding
any other provision of law, the Secretary shall, except as
otherwise provided in this subsection, recall $
from the reserve funds held by guaranty agencies (which
for purposes of this subsection shall include any reserve
funds held by, or under the control of, any other entity)
on September 1, 2002,

“(2) Funds reealled by the Secretary under this sub-
section shall be deposited in the Treasury.

“(3) The Secretary shall require each guaranty agen-
ev to return reserve funds under paragraph (1) based on
such ageney’s equitable share of excess reserve funds held
by guaranty agencies as of September 30, 1996. For pur-
poses of this paragraph, a guaranty agency’s equitable
share of excess reserve funds shall be determined as fol-
lows:

*“(A) The Seerctary shall compute cach ageney's

reserve ratio by dividing: (1) the amount held in sueh

27
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ageney’s reserve (including funds held by, or under
the control of, any other entity) as of September 30,
1996, by (1) the orginal principal amount of all
loans for which sueh ageney has an outstanding in-

surance oblhigation.
“(B) If the reserve ratio of any ageney as com-

puted under subparagraph (A) exceeds 1.12 pereent,

the agency’s share shall include so much of

the amounts held in such agenev’s reserve fund as
exceed a reserve ratio of 1.12 pereent.

“(C) If any additional amount is required to be
recalled under paragraph (1) (after deducting the
total of the equitable shares calculated under sub-
paragraph (I3)), the agencies’ equitable shares shall
include additional amounts—

“(1) determined by 1mposing on each such
agency an equal percentage reduetion i the
amount of each agency’s reserve fund renm,in-.
ing after deduction of the amount recalled
under subparagraph (B); and

“() the total of which equals the addi-
tional amount that 1s required to be recalled
under paragraph (1) (after deducting the total
of the equitable shares caleulated under sub-

paragraph (13)).
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3
“(4) Within 90 days after the begimning of cach of
fiscal vears 1998 through 2002, cach guaranty agency
shall transfer a portion of each ageney’s equitable share
determined under paragraph (3) to a restricted account
established by the guaranty ageney that is of a type se-
lected by the guaranty agency with the approval of the
Seeretary. Funds transferred to such restricted accounts
shall be mvested in obligations issued or guaranteed by
the United States or in other similarly low-risk securities.
A guaranty ageney shall not use the funds in such a re-
stricted account for any purpose without the express writ-
ten permission of the Secretary, except that a guaranty
agency may use the earnings from such restricted aceount
to assist in meeting the agency’'s operational expenses
under this part. The portion required to be transferred
shall be determined as follows:
“(A) In fiscal year 1998—
“(1) all agencies combined shall transfer to
a restricted account an amount equal to one-
fifth of the total amount recalled under para-
oraph (1);
“(n) ecach agenev with a reserve ratio (as
computed under paragraph (3)(A)) that exceeds
2 pereent shall transfer to a restricted account

so-mueh of the amounts held m sueh ageney’s
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13
14
15
16
17
18
19
20
21
22

24

4
reserve fund as exceed a reserve ratio of 2 per-
cent; and
“(m) each ageney shall transfer any addi-
tional amount required under clause (1) (after
deducting the amount transferred under clause

(i1)) by transferring an amount that represents

an equal percentage of cach agency’s equitable

share to a restricted account.

“(B) In fiscal years 1999 through 2002, cach
ageneyv shall transfer an amount equal to one-fourth
of the total amount remaining of the ageney’s equi-
table share (after deduction of the amount trans-
ferred under subparagraph (A)).

“(5) The Seerctary shall not have any authority to
direct a guaranty agency to return reserve funds under
subsection (2)(1)(A) during the period from the date of
enactment  of this subsection through September 30,
2002.7.

(b) CONFORMING AMENDMENT.—Section

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

U.S.Co1078(¢) (9 (A)) is amended
(1) i the first sentence, by striking “for the
fiscal vear of the ageney that begins in 19937 and

(2) by striking the third sentence.

v
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SEC. 7002. REPEAL OF DIRECT LOAN ORIGINATION FEES TO

[—

INSTITUTIONS OF HIGHER EDUCATION.
Section 452 of the Iligher Education Aet of 1965 (20
U.S.C. 1087b) is ame

(1) by striking subsection (b); and
(2) by redesignating subsections (¢) and (d) as
subsections (b) and (¢), respectively.

SEC. 7003. FUNDS FOR ADMINISTRATIVE EXPENSES.

NeRENe I =), Y - L N \S]

Subsection (a) of section 458 of the Higher Kdu-
10 cation Act of 1965 (20 U.S.C. 1087h(a)) is amended to
1

[Ty

read as follows:

12 “(a) IN GENERAL.—Each fiseal vear, there shall be

13 available to the Seeretary from funds not otherwise appro-

14 priated, funds to be obligated for—
L
15 “(1) administrative costs wader this—part, in- ¢ /f

"o §f mé«f
16 cluding the costs of the direct student loan programs 7/6 {Mﬂ

r{\% F(

17 under this part, and

18 “(2) administrative cost allowances pavable to
19 guaranty agencies under part B and caleulated on
20 the basis of 0.85 p(-zrcen.t. of the total prineipal
21 amount of loans upon which insurance 1s issued on
22 or after the date of cnactment of the Balanced
23 Budget Act of 1997,

24 not to exceed (from such funds not otherwise appro-
25 priated) $532,000,000 m fiscal vear 1995, $610,000,000

26 in fiscal vear 1999, $705,000,000 i fiscal vear 2000,



O:\SIG\SIG97.305 S

NolEENe S e Y R - S

~N N W AW — O

6
$750,000,000 in fiscal year 2001, and $750,000,000 in
fiscal vear 2002, Adminstrative cost allowances under
paragraph (2) of this subsection shall be paid quarterly
and used m accordance with section 428(f). The Seerctary
may carry over funds available under this seetion to a sub-
sequent fiscal vear.”.

SEC. 7004. EXTENSION OF STUDENT AID PROGRAMS.
Title TV of the Higher ISducation Act of 1965 (20
U.S.C. 1070 et seq.) 1s amended

(1) in section 424(a), by striking “1998.” and
“2002.” and inserting “2002.” and “2006.”, respec-
tively;

(2) in scetion 428(a)(5), by striking 1998,
and “2002.” and inserting 2002, and “2006.”, re-
spectively; and

(3) in seetion 428C(¢), by striking “1998.” and

inserting “2002.7.



Agency

Arkansas
California
Colorado
Connecticut
Florida
Georgia
lllinois

lowa
Kentucky
Louisiana
Maine
Massachusetts
Michigan
Minnesota
Missouri
Montana
Nebraska
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Oklahoma
Oregon
Pennsylvania
Rhode island
South Carolina
South Dakota
Tennessee
Texas

USA Funds
Utah

Vermont
Washington
Wisconsin

Total

Comparison of GA Reserve Call-Back Proposals -- Draft

ED Reserve Levels

(In thousand of dollars}

Republican Reserve Levels

Difference

Total Recall
Under ED Policy

Total Recall Under
Republican Policy

Total Recall

Total Recall Under
Under ED Policy  Republican Policy

Total Recall
Under ED Policy

Total Recall Under
Republican Policy

$3,434
132,545
19,783
7,361
37,283
6,739
27,510
23,452
24,100
6,153
5,891
25,478
27,664
21,590
23,394
4,763
8,339
2,704
20,145
2,965
65,451
17,922
4,260
6,642
8,807
107,106
4,194
6,593
8,488
19,162
37,752
211,419
11,361
2,623
14,545
42,380

$1,000,000

$2,060
183,072
24,239
4,417
54,969
4,043
16,505
32,707
21,201
7,014
6,608
15,286
34,513
12,953
33,784
5,335
5,003
1,622
19,159
2,368
61,375
28,137
5011
3,985
10,962
106,221
3,342
5,462
12,307
25,158
22,650
194,520
14,974
1,574
12,039
25,426

$1,020,000

$3.419
131,962
19,696
7,328
37,120
6,709
27,395
23,350
14,200
6,126
5,865
30,332
26,742
20,705
23,242
4,741
8,300
2,692
20,057
2,902
84,446
17,844
4,241
6,613
8,773
104,630
4,176
6,564
8,451
19,078
37,670
210,489
11,456
2,622
14,327
35,737

$1,000,000

$2,048
182,527
24,145
4,385
54,834
4,015
16,381
32,614
11,672
8,979
6,574
15,180
33,382
12,861
33,708
5,308
4,967
1,811
19,019
2,348
78,940
28,087
4,997
3,968
10,936
110,567
3,308
5,412
5,769
25,071
22,573
193,094
15,114
1,683
12,445
21,388

$1,020,000

-$16
-584
-87
-33
-163
-30
-115
-103
-9,900
-27
-26
4,855
922
-884
-162
-21
-39
-12
-89
-63
18,995
-78
-19
-29
-34
-2,477
-18
-28
-38
-85
-82
-930
95

-1
-218
-6,642

$0

-$12
-545
94
-32
-135
-28
124
93
-9,529
1,965
34
-106
-1,131
-92
-76
27
.36
189
-140
-20
17,565
-50
14
A7
.26
4,336
-34
-50
-6,538
-87
77
1,426
140

9

406
-4,038

$0

6/5/197
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/ Robert M. Shireman
©06/05/97 11:49:14 AM

Record Type: Record

To: Jon_Oberg @ ed.gov @ INET @ LNGTWY

cc:
Subject: Re: Committee print -— FFEL provisions

1. On Brian's second point, | don't think we should at all weaken the Secretary's current authority. to take
back reserves, or to take actions necessary to protect the Federal fiscal interest. + U s M(N G ¢

making "adjustments" to them. If the Committee wants to adjust them, | will suggest just eliminating

[2. Reserve ratios. There is no justification for them, and | do not want to give them any credence by
them.

3. ACA. No entitiement for middiemen. This gets at the fundamental issues around our reform
proposals. If they want to continue to address this issue in appropriations, fine. But not an entitiement.
(We also need to know how .85 vs. actual dollar figures would affect the remainder and our need for $.

4. The take back is éept. 1 2002./-.Why the specificity? Why not just during that FY? _— dv"\r(‘;\ﬂ ALy

. T (_*J ¢
{ 5. Use of earnings on the amounts in the restrict account: What is ED's position? f



- Jon_Oberg @ ed.gov
=5 06/05/97 09:32:00 AM

e

Record Type: Record
To: Robert M. Shireman, Patricia A. Smith

cc:
Subject: Re: Committee print ——- FFEL provisions

The meeting on the House reconciliation bill at 1:00 p.m. will be in
2261 Rayburn. A van will depart south side of FB-10 at 12:45 for the
meeting.

| circulated the Committee Print this morning. It has some problems.
See Brian Siegel's note, below. Please e-mail your reactions to the
Committee Print, if any, to the addressees on this message, so we can
compare notes elactronically before the meeting. --Jon

Reply Separator

Subject: Committee print -— FFEL provisions
Author: Brian Siegel at WDCE05
Date: 6/5/97 10:05 AM

| have two comments on the draft Committee provisions on the GA
reserve funds:

1. The formula is too complex and will result in significant

conflicts over how the numbers are calculated. In addition, the use

of terms such as “the agency's equitable share" is confusing since it
suggests that the agency has an ownership interest in the funds and it
is also a term used in other contexts in the HEA.

2. More important to me is that the Department has to oppose proposed
422(h)(5) on page 5 of the bill. That provision stops the Department
from requiring a repayment of funds under 422(g)(1)(A) and could be
read to bar the Department from requiring an agency to return reserve
funds thru FY2002. This would give even financially weak GAs a
guaranteed life through 2002 and would significantly reduce our

ability to make the FFELP more cost effective by encouraging
consolidation of GAs. It would also interfere with ongoing

litigation. We could live with a direction not to implement an action

to recover funds under 34 CFR 682.417(b) which partly implements
422(g)(1)(A) but the current language should not be accepted. My
suggestion would (I think) get at the concern that we not require an
agency to return "excess reserves" under 682.417(b) at the same time
the agency is depositing funds into an escrow account.



Thomas_Skelly @ ed.gov
06/05/97 10:40:00 AM

e
i

Record Type: Record

To: Robert M. Shireman, Patricia A. Smith

cc:
Subject: Re[2]: Committee print —- FFEL provisions

Jon:
| would defer to Brian on the GA call back.

On 458, the language could use a little more room to indicate funds
can be used for all student loan administration expenses, rather than
the two "this part" references which refer to Direct Loans only. Jon
Kane has marked up.

The bigger issue is the imposition of a 0.85 % ACA payment. My
concerns:

--Should it come out of 458 or be included in the subsidy? Paying out

of the subsidy is less risky for us. However, if in the subsidy, and

0.85 % is applied to CBO loan volume, the cost would be higher than

what has been assumed for ACAs under section 458. Also, we would have
to subtract a fixed amount from the section 458 numbers.

—-If ACAs are in section 458, FFEL volume increases would tend to
limit the amount available for other administrative expenses. The
numbers we have proposed to live with to achieve the $600 million in
savings are tight enough as it is, and we presumed 50 % of loan volume
would be FFEL (about $150-$165 miillion per year for ACAs). At 65 %,
the CBO loan volume assumption, the ACAs would cost us up to $45
million per year more than we had assumed ($195 to $210 million per
year). '

--Paying ACAs at a fixed rate is inconsistent with the President's
Budget proposals for a more “performance-based" arrangement.

--The 0.85 % is too high for the value of the work. A lower rate
would make them more feasible for the subisdy or section 458. Of
course, we are getting back reserves, so maybe we can't pile on.

--None of the ACA formula is in the budget agreement, so we don't have
to accept any of it. Keeping current law, i.e., payments at the

discretion of the Secretary, except when appropriations language
specifies .85 %, might be the bast approach.

| would like to hear them out before reaching a final decision.



Tom S.

Reply Separator

Subject: Re: Committee print -- FFEL provisions
Author: Jon Oberg at WDCBO03
Date: 6/5/97 10:32 AM

The meeting on the House reconciliation bill at 1:00 p.m. will be in
2261 Rayburn. A van will depart south side of FB-10 at 12:45 for the
meeting. -

| circulated the Committee Print this morning. It has some problems.
See Brian Siegel's note, below. Please e-mail your reactions to the
Committee Print, if any, to the addressees on this message, so we can
compare notes electronically before the meeting. --Jon

Reply Separator

Subject: Committee print -- FFEL provisions
Author: Brian Siegel at WDCEQS
Date: 6/5/97 10:05 AM

| have two comments on the draft Committee provisions on the GA
reserve funds:;

1. The formula is too complex and will result in significant -

conflicts over how the numbers are calculated. In addition, the use

of terms such as "the agency's equitable share" is confusing since it
suggests that the agency has an ownership interest in the funds and it
is also a term used in other contexis in the HEA.

2. More important to me is that the Department has to oppose proposed
422(h)(5) on page 5 of the bill. That provision stops the Department
from requiring a repayment of funds under 422(g)(1)(A) and could be
read to bar the Department from requiring an agency to return reserve
funds thru FY2002. This would give even financially weak GAs a
guaranteed life through 2002 and would significantly reduce our
ability to make the FFELP more cost effective by encouraging
consolidation of GAs. It would also interfere with ongoing

litigation. We could live with a direction not to implement an action

to recover funds under 34 CFR 682.417(b) which partly implements
422(g)(1)(A) but the current language should not be accepted. My
suggestion would (I think) get at the concern that we not require an
agency to return "excess reserves" under 682.417(b) at the same time
the agency is depositing funds into an escrow account. -



o Kathryn B. Stack
# 06/05/97 12:28:03 PM

Record Type: Record

To: Robert M. Shireman/OPD/EOP

cc: Patricia A. Smith/OMB/EOP, Barry White/OMB/EOP
Subject: student loan package

We haven't cleared the language yet, wanting to resolve with you the GA reserve recall timing. | can
think of a couple of reasons why you'd want to press for all the money going into escrow in year 1 [ (1) to
keep the GAs from taking the money and squandering it, or (2) so you can take back the money before
GAs undergo a massive restructuring which someone might want to propose in HEA reauthorization] .
But I'm not sure what your rationale is for doing it in year 1 is (and what we would want to say to the
authorizers). If there's no way to resolve this before 1:00, | guess you guys will have to play it by ear.

We've put in a call to ED to get the cost impact of the indepehde’nt student change on the loan programs.
Pat is pretty sure William said awhile back that it did not have an effect. (If it did, it would have been a

paygo item in the HOPE package.)
—————————————————————— Forwarded by Kathryn B. Stack/OMB/EOP on 06/05/97 12:19 PM

Record Type: Record

To: Patricia A. Smith/OMB/EOP, Kathryn B. Stack/OMB/EOP
cc: Janet R. Forsgren/OMB/EOP
Subject: student loan package

The three documents on student loans are attached below. They appear in word perfect in the j drive,
subdirectory "legis". Thanks.

Record Type:  Record

To: Lori_Templeman @ ED.GOV @ inet

cc:
Subject: student loan package



Here are the three pieces as they currently appear in my system. Please make sure they are correct
from your standpoint. Thanks.
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[COMMITTEE PRINT]
JUNE ¢4, 1997

TITLE V—-COMMITTEE ON EDU-
CATION AND THE
WORKFORCE

Subtitle B—~Higher Education
Programs
8EC, 5101. MANAGEMENT AND RECOVERY oF RESERVES.

() AMENDMENT.—Section 422 of the Higher Edu-
cation Act of 1965 (20 U.S.C. 1072) is amended by add-
ing aller subsection (2) the following new subsection:

“(h) REOALL OF RESBRVES; LIMITATIONS ON Use
OF RESBRVE IP'UNDS anD ABSETS.~—(1) Notwithstanding
any other provision of law, the Secretary shall, except as
otherwise provided in thig subsection, recall $
from the reserve funds held by guaranty agencies (whick
for purposes of this subsoction shall juclude any reserve
funds held by, or under the eontral of, any other entity)
on September 1, 2002.

“(2) Funds r'cc.alled by the Secretary under this sub-
section shall be depusited [n the ‘Treasury.
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1 “(3) The Secretary shall require each guaranty agen-

¢y to return reserve funds under paragraph (1) based on
such ageney’s equitable share of excess reserve funds held ) b g
by guaranty agencies as of September 30, 1996. For pur-

share of excess reserve funds shall be determined as fol-

lows:

2

3

4

5 poses of this paragraph, a guaranty agency’s equitable
6

7

8 “(A) The Secretary shall compute each agency’s
9

erve ratio by dividing (i) the amount held in such

10 ' gernicy’s roserve (including funds held by, or under

LN,\?\ 11 . the control of, any other entity) as of September 30,

T N o 12 1996 (but reflecting later accounting or auditing ad-
.\\(},' P

13 Justments), by (ii) the original prineipal amount of
L/\/\_/ .
14 all loans for which such agency has an outstanding

15 insurance obligation.

16 “(B) If the reserve ratio of any agency as com-
17 puted under subparagraph (A) exceeds 1.12 percent,
18 the ageney’s equitable share shall include so much of
19 the amounts held in such agency’s reserve fund ag
20 exceed & reserve ratio of 1.12 percent,

21 “(C) If any additional amount 18 required to be
22 recalled under paragraph (1) (after deducting the
23 total of the oquitable shares calculated under sub-
24 paragraph (B)), the agencies’ equitable shares shall

25 Include additional amountg—
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3
“(i) determined by imposing on each such

agency an equal percentage reduction in the
Amount of each agency’s reserve fund remain-
ing after deduection of the amount recalled
under subparagraph (B); and

“(ii) the total of which equals the addi-
tional amount that ig required to be recalled
under paragraph (1) (atter deducting the total
of the equitable ghareg caleulated under sub.-

paragraph (B)). o
“(4) Within 90 days after the beginniug of each of
fiscal years 1998 through 2002, each guaranty agency
shall transfer a portion of cach agency’s equitable share
determined under paragraph (3) to a restricted account
established by the guaranty agency that is of g type se-
lected by the guaranty agency with the approval of the
Becretary. Funds transferred to such restricted accounts
shall be invested in obligations issued or guaranteed by
the United States or in other similarly low-rigk securities.
A guaranty agency shall not use the funds in such a re-
stricted account for any purpose without the express writ-
ten permission of the Secretary, except that a guaranty
agency may use the earnings from such restricted aceount

to assist in meeting the agency’s operational expenses
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1 under thijg part. The portion required to be transferred
2 shall be determined as follows:

3
4
5
6
7
8
9

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

“(A) In fiscal year 1998—

“(i) all agencies combined shall transfer to
8 restricted account an amount equal to ope-
fifth of the total amount recalled under para-
graph (1);

“(ii) each agency with a reserve ratio (as
computed under paragraph (3)(A)) that exceeds
2 percent shall transfer to a restricted account

80 much of the amounts held in such agency’s

reserve fund as exceed a reserve ratio of 2 per-

cent; and

i “(iil) each agency shall transfer any addi-
tional amount required under clause (i) (after
deducting the amount transferred under clause
()) by transferring an amount that represents
an equal percentage of each agency’s equitable
share to a restricted account.

“(B) In fiscal years 1999 through 2002, each

agency shell transfer an amount equal to one-fourth
of the total amount remaining of the agency’s equi-
table share (after deduction of the amount trans.
ferred under subparagraph (A)).

PAGE 5
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1 “(5) The Secretary shall not have any authority to 1w ///f i
direct a guaranty agency to return reserve funds under | ., ),g( (,w‘/bnﬁ/,..

subsection (g)(1)(A) during the period from the date of :
enactment of this subsection through September 30, __
2002.”.

(b) CoNFoRMING AMENDMENT.—Section
428(c)(9)(A) of the Higher Education Act of 19685 (20
U.S.C. 1078(c)(9)(A)) is amended—

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

10 fiscal year of the agency that begins in 1998”; and
11 (2) by striking the third sentence.
12 8EC. 6102. REPEAL OF DIRECT LOAN ORIGINATION FEES TO

\ooo\)a\u.p.wm

13 INSTITUTIONS OF HIGHER EDUCATION.
14 Section 452 of the Higher Education Act of 1965 (20
15 U.8.C. 1087b) is amended—

16 (1) by striking subsection (b); and
17 (2) by redesignating subsections (c) and (d) as
18 subsections (b) and (c), respectively.

19 BEC. 5108. FUNDS FoR ADMINISTRATIVE EXPENSES.

20 Subsection (a) of section 458 of the Higher Edu-
21 cation Act of 1965 (20 US.C. 1087h(a)) is amended to
22 read as follows:

23 “(a) IN GENBRAL.—Each fisca) year, there shall be
24 available to the Secrotary from funds not otherwise appro-
25 priated, funds to be obligated for—
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“(1) administrative costs under this part, in-
—
cluding the costs of the direot student loan programs
under this part, and
—
“(2) administrative cost allowances payable to
guaranty agencies under part B and calculated on
the basis of 0.85 percent of the total principal
amount of loans upon which insurance 18 issued on
or after the date of enactment of the Balanced
Budget Act of 1997,
not to exceed (from such funds not otherwise appro-
priated) $532,060,000 n fiscal year 1998, $610,000,000
in figeal year 1999, $705,000,000 in fiscal year 2000,
$750,000,000 in fiseal year 2001, and $750,000,000 in
fiscal year 2002, Administrative cost allowances under
paragraph (2) of this subsection shall be paid quarterly
and used in accordance with section 428(f). The Secretary
may carry over funds available under this section to a sub-
sequent fiscal year.”.
SEC. 5104. EXTENSION OF STUDENT AID PROGRAMS,

Title IV of the Higher Education Act of 1965 (20
U.8.C. 1070 et seq.) is amended-—

(1) in section 424(a), by strilking “1998.” and
“2002.” and inserting “2002.” and “2006.”, respec-
tively;
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1 (2) in section 428(a)(5), by striking “1998,”
2 and “2002.” and inserting “2002,” anq 2006.”, re-
3 spectively; and
4 (3) in section 428C(e), by striking “1998.” and
5 ingerting “2002.".
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. Committee on Labor and Human Resources
Proposal to Mect the Reconeiliation Instructivus
Contained within the Bipartisan Budget Agreement
June 4, 1997

On Muay 23, 1997, the Senate approved a bipartisan budget agreement by a vote of 78-22.
This agreement. reflecting the strong bipartisan support for education, establishes Function 500
as a priority and assumes increased Federal support for Special Education, Head Start, and
fiinding for literncy programs. The hudget agreement supports providing an additional $8.6
billion for Pel! Cirants allowing the maximum grant to grow from $2,700 to $3,000.

In addition, the subsidy for student loans is assumed to grow from $3.9 billion in 1998 to
$4.1 billion in 2002. This will support growth in Federal student loan volume from $28.8 billion
in 1998 10 $35.8 billion in 2002.

In order 10 accommodate increased Federal investment in these priorities, modest
reductions in the mandatory funding within Function S00 are required. Programmatic changes 10
achieve these reductions are to be submitted to the Budget Committee by Jupe 13, 1997. The
savings requirod by the agresment and recommended by the Committee will not Increase costs,
reduce benefits, or limit access to loans for students and their families. In accordance with the
budget agreemetit, this proposal attempts to achieve an equitable balancs in the savings between
the guaranteed student loan program and the Federal direct lending program.

Committes Proposal
A Elimination of the Direct Lending Loan Origination Fee

This proposal repeals the provision authorizing the Federal payment of $10 per loan to
schools end/or alteruate uriginaturs who make direct loans. This repeal extends for five
years u provision currently contained within the FY 1997 Labor, HHS, Education and
Relatcd Agencies Appropriations Bill and will provide savings of $160 million over five
years.

B. Recall of Excess Guaranty Agency Reserves

The budpet agreement assumes the recall in the year 2002 of $1 billion in excess
Guaranty Agenocy Reserves. The Committee proposal rcquircs cach Guaranty Agency to
deposit its share of the total excess reserves into a newly created restricted account in
annual payments over the next five years. Consistent with the President’s budget
proposil, the agencies may use the earings from the restricted accounts to assist in
meetiry their operational expenses. These provisions will yield approxirately $1 billion
in savings over the next five years.
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C. Reductions in Section 458 Expenditures

Section 458 of the Higher Education Act provides funds o the Secretary of Education for
the administrative expenses associated with the direct lending program as wel] as the
adminisuative cost allowance paid 1o guaranty agencles for administration of FFEL
(guaranteed loan) programs. Amendments to the Higher Education Act of 1992
provided mandatory spending of $750 million for this account in FY 1998. This level of
funding is not needed in view of the current and projected volumec for the dircet lending
program, which is lower than initially estimated, The Committee proposal reduces
Section 4538 expenditures {o contorm with anticipated needs-- resultirig in savings of $603
million aver five years.



Shelly Amdur's 6/03/97 Requested Option 05-Jun-97

Proposed Changes to the Student Loan Programs Estimated Relative to the CBO Post-Policy March 1997 Baseline
« | Estimates Reflect an Assumed Enactment Date Prior to October 1, 1997 with all the Provisions Effective Upon Enactment Unless Otherwise Noted. )

(preliminary staff estimates, by fiscal year, in millions of doliars 1997-2002 1998-2002
1997 ~ 1998 1999 2000 2001 2002 Total Total

Change the annual budget authority levels for the Scction 458 direct loan administrative cost mandatory spending account from $953 million to $532 million in 1998, from $750 million
to $610 in 1999, and from $750 million to $705 Million in 2000. Mandate that from these amounts ACA must be paid ac a rate of .85% of new guaranteed loan volume. Any necessary

funds needed above the new section 458 levels to cover the costs of servicing direct student loans would come from discretionary appropriations. In addition, funds for other activities
currently funded out of Section 458 monies would have to come from discretionary appropriations.

BA - 421 -140 -45 -- -- -606 -606
o -= -221 -204 -109 -40 -4 -378 =578
NOTES: 1. Each proposed program change listed ls estimated separately from the CBO Post-Policy Baseline. The provisions are not additive due o programmatic interactions.

2. For most years of the life of loans disbursed between 1997 and 2002, the CBO projection for the 10-Year Treasury Bond Rate is 5.5 percent. This rate used to calculate
the varieble interest rates and to discount the cash flows.

SECTION 458----Direct Loan Administration Account--Varicus Proposals

(in milbons of dollars)
CBO March 1997 Baseline Assumptions 1994 1995 1996 1997 1998 1999 2000 2001 2002

21 98 151 197 231 306 383 487 571
67 108 157 201 260 332 420 508

Direct Loan Direct Administrative
Costs

47 82 117 14] 572 294 212 113 29
21 69 88 124 364 358 274 183 87

Guarantoed and Direct Loan
Indlrect Admisistradve Costs

%% 8°¥%

Guaranteod Loan Guaranty Agency  BA 98 213 167 153 150 150 150 150 150
Payments ot 98 213 167 153 150 150 150 150 IS0
TOTAL BA 260 284 435 491 953 750 750 750 750

OoT 122 349 363 434 715 768 756 753 745

(in millions of dolass)
Shelly Amdur's 6/5 Requested Option (994 1995 1996 1997 1998 1999 2000 2001 2002
Cap the Annual levels of Section 458 funds $532 million 1998,
$610 million 1999, $705 million 2000, and $750 million Direct Loan Direct Administrative  BA 21 98 151 197 231 306 388 487 557
thereafter. In addition, mandate that ACA must be paid out of Costs oT 67 108 157 201 260 332 420 501
these funds at a rate of .85% of new guaranteed loan volume.
Guaranteed and Direct Loan BA 47 82 17 141 146 140 143 79 0
Indirect Administratdve Costs or 21 69 88 124 138 140 141 109 47
Guaranteed Loan Guarauty Agency  BA 58 213 167 153 155 164 174 184 193
Payments ot 98 213 167 153 155 164 174 184 193
TOTAL BA 260 284 435 491 532 610 705 750 750
or 122 349 363 434 494 564 647 713 741
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Bipartisan Budget Agreement

May 15, 1997

Bipartisan Budget Agreement between the President and the Leadership of Congress

Summary Tables

Description of Agreement by Major Category
A. Discretionary Programs

B. Mandatory Programs:

Budget Process

Letters pertaining to tax issues

®
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Bipartisan Budget Agreement between the President and the Leadership of Congress

1. The elements of this Bipartisan Budget Agreement provide for deficit reduction amounts that are estimated to
- result in a Balanced Budget by fiscal year 2002. '

2. The Bipartisan Budget Agreement is approved by the President, the Speaker of the House of Representatives, the
Senate Majority Leader, and the Senate Minority Leader. The President and the Congressiondl leadership agree to
engage in a coordinated effort seeking to enact the Bipartisan Budget Agreement. Their coordinated effort shall
seek to produce support for the Agreement by a majority of Democrats and Republicans in both the House and the

_Senate. This agreement represents commitments to good faith efforts; it does not purport to amend or suspend
rules of the House or Senate. If bills, resolutions, or conference reports are deemed to be inconsistent, remedial
efforts shall be made by all parties to assure consistency. Such efforts shall include bipartisan Leadership

- consultation and concurrence ong amendments and scheduling as necessary. : .

3. . Agreed upon budget levels are sthn on the tables included in this agreement, including deficit reduction levels,
. major category levels for discret}on’ary, mandatory, and tax and receipt changes.

4. . Discretionary priority spending %vill be protected by the amounts set forth in this Agreement.

: ]
5. i Agreed budget process items wi'lll be included in the budget resolution (as appropriate} and reconciliation, and are
set forth in the budget process description included in this Agreement.

6. An increase in the debt limit sufficient to extend the limit at least to December 15, 1999 will be included in a
reconciliation bill carrying out this Agreement.

7. Both Houses shall pass the 1998 budget resolution with reconciliation instructions fully reflecting the Bipartisan
Budget Agreement. Such budget resolution shall contain 602(a) allocations consistent with this Agreement and
shall instruct appropriate Committees to report, with or without a recommendation, legislation necessary to
implement this Agreement. Conference reports on the reconciliation bills and appropriations bills that reflect the
Bipartisan Budget Agreement shall be voted in both houses of Congress.

05/16/97 10:55 AM 2
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8. It is the intention of the leaders that Congress shall present the revenue reconciliation bill to the President after the

spending reduction reconciliation bill. This assumes & good faith effort by all parties to enable such a legislative
process to succeed.

9.  If during the reconciliation process it is determined that the target of a balanced budget in fiscal year 2002 cannot

be achieved, all parties to the agreement commit to seeking additional savings necessary to achieve balance.
10. To the extent possible, efforts will be exercised to exclude other mandatory savings and appropriations riders

unacceptable to the Congressional Leadership or the Administration, as so identified in official Administration
announcements, letters, Statements of Administration Policy, or other communications.

05/16/97 10:55 AM 3
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SUMMARY OF DEFICIT REDUCTION IN BUDGET RESOLUTION MARK
(Dollars in billions)

1997 1998 1999 2000 2001 2002 5-Yr Total

Baseline deficits aluiaeeieicensencssenses 67 89 109 121 95 105
Discretionary: ‘

Defenseu i inenmarsssarossiosessossassssens - -3 -10 -18 -18 -28 =77
Nondefensecuu--uounouuuon-nnocnnuouo | - -] '3 ‘8 '17 -32 -61
Mandatory: |

Presidential initiatives....ceceesarens - 6 6 7 7 6 31
MEICAT Crerrssearorssensasesasassonsonsrsnsson - == -7 -17 -23 -29 -40 -115
Medicaito mmsarrssssssssosssrsonsorsaanesses | == - -2 -2 -4 -6 14
Other MANAAtorYerrseeisoseassossers = -1 -6 -14 1 -19 -40
Revenues: :

Net tax reliefuuuounnn 1000000000000800800 —-— 7 11 22 23 21 85
Total policy changes....ieucresseese - 1 -19 -36 -37 .99 -190
Debt SEIVICR ccrearetscrnsreasasercascssorsas | . - 0 -0 -2 -4 -7 -14
Total deficit reduction......cccecueceres - 1 -19 - 38 -41 -106 -204
Resulting deficit/surplus..c.cceees 67 90 90 83 53 -1

NOTE: Details may not add to totals due to roundlog. All totals shown on a unifled budget basis. Revenue reduction shown as

positive because it increases the deficlt.
o/ Baseline includes flscal dividend, CBO revenue update, and assumes discretionary spending increases at the rate of inflation.

Prepared by SBC Majority Staff, 15-May-97
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Long Range Sutrmary, 1887-2007.

(In billlona of dollars)
(- Agreement | Propallons . _]___ Tolals ___J
1587 "1a@s  19PR w0 2001 2002 2003 004 2008 2006 2007 PA-02 P80
Cusren| Servicas Deflcil. .. 87.2 89.0 1021 1213 p45 1048 1032 108.6 1333 1278 1170
Discretioiary savings:
DelBR coeneirnre siesieviaressassanrin . 3.0 9.9 -178 -18.3 277 =321 -33.0 -34.0 +35.0 -38.1 76,8 -247.0
Nonde'ense ) 1.0 2.5 80 =174 323 3648 38R0 428 451 415 812 2748
Subtotal, discretionary savings..... -4.0 125 -258 a57 509 688 -729 788 -80.4 .83.6 -138.0 6169
Mandatoy savings:
Medicers, Net....ieiiisasiieane - .65 -16.8 227 -200 400 -50.0 800 860 70,0 -740 -1160 430
Medictid, Net......ccovieicisersorines - -- -1.5 <24 -3.8 8.2 74 88 102 120 138 137 85§
Other nandalory
SPEUM. e rssiarenasisinansseee .- - -3.6 35 46 148 48 0 -1.0 1.0 40 <263 322
Other.,. - = 1.3 24 -108 b.b 4.4 48 32 AL 4.9 J23 4923 82
Subtotal, mandalory savlngs ......... - 7' 239 385 316 654 £08 -128 939 -87.9 .788 -168.3 -559.9
Debl senice, net... a2 0.0 0.8 2.0 LA 24 -125 182 250 225 S48 238 14’8
Subtotal,savings proposms wreviae - 48 -368 6724 714 -132.0 4418 -182.9 -1856 -200.6 -2000 -31B.9 1,224
Domestic | Hiativas..ieierieenes - 58: 8.1 €7 6.6 6.0 6.6 70 70 70 7.0 31.2 85.8
NOLLAX Cltivrerirmrarsrnssescssarssaarnsranses e L& B e 224 234 20.8 212 208 14 8.2 418 85.0 249.8
TotRl CREBEucersieerirsesmarssnassinsass - L&t .194 363 412 1083 10748 6284 4521 -167.3 -151.4 -203.7 -905.7
Resultmg deficit/surplus (=)...- 67.2 BO 4-- B9.Y 82 0 633 -4.3 46 198 =239 285 344

paymant\ in each year.
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Domestic Initiatives and Restorations in Agreement
(in billions of dollars)

_ S-year

_ 1998 1999 2000 2001 2002 total
Asgistance to immigrants:

Elderly/Disabled

' Medicaid . 0.4 0.4 0.3 0.3 0.3 1.7

»  SSI | 1.7 1.6 1.6 1.2 1.2 7.5

Disabled kids (SSI only)’ ? 0.1 0.1 0.1 0.1 0.1 0.3

Refugees/asylees - 0.0 0.0 0.0 0.0 0.0 0.2
Subtotal, immigrants 2.2 2.2 2.0 1.7 1.6 - 97
Nutrition assistance: L

Add work slots for 18-50’s o 0.2 0.2 0.2 0.2 02 - 1.0

'15% exemption for 18-50"s ; 0.1 0.1 0.1 0.1 0.1 0.5
Subtotal, nutrition assistance ' 0.3 0.3 03 0.3 03 1.5
Welfare to work add to TANF i 0.7 0.7 1.0 0.6 - 3.0
Subtotsl, immigrants, nutrition, and work . 3.2 3.3 3.4 2.4 2.0 14.2
Children’s Heslth 23 27 32 37 3.9 160
Federal land acquisition & exchange’ 0.3 0.2 0.2 0.1 - 0.7
Environmental reserve 0.2 0.2 02 0.2 0.2 1.0
Offset low-income Medicare premiums 0.2 0.3 03 03 0.4 1.5-
Total, Domestic Initiatives and restorations 6.3 6.6 7.3 7.0 6.5 33.6
17 Medicaid costs reflected in elderly/disabled medicaid line
2/ Discretionary
05/16/97 10:65 AM 6



Agreement on Discrationary Funding 10 Mey-9?
. {n milians oldofats) 1620 A
AGREEL
For functions spaciiled below, Implementing ligisiation will protectthe function levels,
FY 1898 FY 1099 £Y 2000 FY 2001 FY 2002
B oL BA BA oL oL BA oL
1o Naltonal Defeng e R . 269,000 288,023 271,500 208,518 175,387 168988 281,047 270,08 299,640 273,400
+Defeane Dlscratiqiary.. weennrs 267,067 280,445 284,499 292,809 164,820 288,270 280,186 293,72 281,484 267,688
3] DISCTE LLOTRIYsruursise:ssarsesasiaisiimstmasas it pssasmaestittsnsian ainss 510,057 583,209 832,000 669,321 137,193 584,285 £42,032 564,39 561,074 660,798
tected Funcilons:
i
£50 - 1A OAHORAL AIAIIS. et rercesss anamreissscsssssessscrassmsssam s isesee 1?,038 19,179 13,601 18,642 10,533 18,809 18,348 18,5G 18,218 10,442
300 -- Nature! Resolces and Envilmmsnt.._................'........... ﬁ.em 24,393 22,221 21857 21,568 21,844 21,185 2182 21,152 21,472
400 - TEANSPORBYION . ioceuvcrruasrsrspguesssarsomimssan st stissseresssnsarasesst 15 558 28267 14,974 38,933 14,798 39,310 16,066 39,48 15,347 38,418
£00 -- Educafion, Tidning. Employmenl end Soclal Services..., 43 721 43,185 47,016 46,107 47,656 47,065 ' 48,478 47,78 49,189 48568
160 — Administralierof RIVEL (o] S 24 405 22,170 24,795 24,191 2,887 24,986 24,084 25,60 24,875 24713
Suhtotal, Protaced Functlons.... ' 116.527 144,194 127,807 149,730 120,832 182,423 127,170 153,24 123 591 151,004
AU OHNOEuceraernsess i sesmensssss shas esssssrsseamsssmissessamstsamanpasscasosee 22 4?0.330 409,074 405,302 408 51 £10,68% 412,140 414,662 411,12 422.483 408,188
: - RN, P sevserein e e merensr J
-al Discratlonarny SRNAING e imrmmemammmuiiressasiass 5|26_.567 £53,268 532,938 589,321 537,193 554,265 542,032 664,313 661,074 600,788
! "
anomalles InaludecAbove: : :
subsidized Housig (Function 800}.... .. 5682 8,652 - 12,047 e 13295 14,504
Fixed Asvets (UpZront Funding nd Admwe Appmpaatlon s): A
050 -- Defanse........ 2,218 - . - - .- -
250 -- Geners! .clance @aca. and Techno!ow s 2,736 2,226 1,917 - 12NM -
270 «« Enorgy.... v - 1190 .- 52 8 - ~ee - ..
300 .- Envlronmnt. 54 581 .- 488 253 o 84 .-
370 - Commene and Housing Credl- 724 —_ 551 480 - 7b -
400 -- Transporation..... . . - - 876 T4 424 - 208 -
650 -- Haalth.... [T TRRPTRE I PRI ase 129 ee (4 ~ e - . ee
760 - Mmhﬁs‘allon o! Juallce . v 48 - -
800 -- General sovernmant.... T - 50 el v v ed
Toral, Anomelsd..n . —— 8,084 e ABOSY e 16085 - A8 - 16440 o
tal Discretionary Ly ANOTAL BB crseriimrstsisibsmsensntirsmsssssies 516,798 683,288 817,003 558,321 $21,108 564,206 625,761 5b4,36 634,834 560,799

NOolLOSHIa HWO:-Wodd 6Sr'al 26-91~AYKW
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Protected Domestic Discretionary Priorities

(Funded at levels proposed in the President’s FY 1998 budget.)

Department of Commerce
¢ National Institute of Standards and Technology (NIST)

Department of Education
« Education Reform (includes Technology Literacy Challenge Fund)

o Bilingual and Immigrant Education / |
o Pell (3300 increase in 1998 maximum eward amount, to $3,000) ~ —= 17 5y [ o
« Child literacy initiatives consistent with the goals and the concepts of the President’s America Reads program.
Department of Health and Human Services
¢« Head Start - '
Department of the Interior | i : : :
National Park Service: Operation of the National Park System, Land Acquisition and State Assistance; and Everglades Restoration -
Fund (including Corps of Engineers).
‘s Bureau of Indian Affairs, Tribal Pn“lority Allocations

Deparfment of Labor N

s Training and Employment Servicei, including Job Corps
Depariment of Treasury | :
« Community Development Financial Institution Fund

Environmental Protection Agency
e EPA Operating Program
e Superfund appropriations will be at the President’s level if policies can be worked out.

Violent Crime Reduction Trust Fund, including COPS

05/16/97 10:55 AM 8



Spectrum Auctions
(outlay savings in billions of dollars)

5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Spectrum 35 35 4.5 -14.8 -26.3 -32.3

Note: Estimates for 1998-2002 were developed by the Congressional Budget Office (CBO). CBO has not formally provided estimates for

2003-2007. Tentative estimates for 2003-2007 are provided.

Four auction proposals and a penalty fee are assumed with expected receipts totaling $26.3 billion over five years and $32.3 billion over ten

years (CBO scoring).

1.. Auction of 78 Megahertz (MHz) of spectrum currently ellocated to analog broadcasting: Codify current Federal Communications
Commission (FCC) plans to reclaim surplus "‘.‘analog” broadcest spectrum after broadcasters have migrated to new digital channels.

2 Auction of 36 MHz of spectrum currently allocated to television channels 60-69: 24 MHz will be reserved for public safety uses (e.g.,
police and emergency vehicle communicatidns). '

3. Broaden and Extend FCC Auction Authority: Expand the FCC’s current authority to auction non-broadcast spectrum and extend FCC
auction authority beyond 1998, when it currently expires. This proposal continues a policy to allocate spectrum via auctions.

4. Auction “Vanity” Toll Free Telephone INumfbers: Authorize the FCC to award new generations of toll-free vanity telephone numbers (e.g.,
1-888-BALANCE) through an auction.

5. Spectrum Penalty: As authorized by cm-rent-law, a penalty fee would be levied against those entities who received “free” spectrum for

advanced, advertiser-based television services, but failed to utilize it fully.

05/16/97 10:55 AM 9
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Student Loans

(outlay savings in millions of dollars)

5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Total, Student Loan savings -241 - 240 - 151 - 81 - 1,050 -1,763 - 1,996

The Agreement provides for outlay savings of $1.763 billion over five years and $1.996 billion over ten years from the student loan programs:

!
e savings will be achieved without increasing costs, reducing benefits, or limiting access to loans for students and their families

e savings will be derived as follows:

(2) $1,000 million over five years from gud:anty agency reserves
() $603 million over five years, and 3606 million over ten years, from section 458.

(c) $160 million over five years and $390 million over ten years from elimination of the $10 per loan fee paid to institutions participating

2
in the direct loan program. :
: 1.
i
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Civil Service Retirement

(deficit reduction in millions of dollars)

5-Year 10-Year

1998 1999 2000 2001 2002 Savings | Savings
Increased Agency Contributions -597 -591 -586 -582 -577 -2,933 -2,933
Increased Employee Contributions -—- -214 -423 -571 -621 -1,829 -1,985

o Increase agency contributions (except Postal Service and D.C.) for Civil Service Retirement System (CSRS) by 1.51 percentage points
effective October 1, 1997 through September 30, 2002

¢ Phase in increased employee contributions t;o the Civil Service Retirement System (CSRS) and Federal Employees Retirement System
(FERS). '

+ Employee contributions would increase 0.25 percentage points January 1, 1999; an additional 0.15 percentage points January 1, 2000; and

a final 0.10 percentage points for a total curhglaﬁvc increase of 0.50 percentage points January 1, 2001. Increased contributions remain in

effect through December 31, 2002.
¢ Legislation provides that agency conttibutlcj'pns to FERS would remain unaffected by this change.

. - . l
J TheiCBO March Baseline is explicitly assu;med for all Civil Service Retirement options, including any potential FEHB options.

% | U.S. Postal Service

(outlay savings in millions of dollars)

S-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
End Transitional Payment for -—- -25 =33 -32 -31 -121 -261
Worker's Compensation '

o The proposal would repeal the payment to the U.S. Postal Service (USPS) to finance workers compensation benefits for employees
injured before the USPS was created in 1971. USPS would be required to pay these costs out of the Postal Fund.

05/16/97 10:55 AM 11 -
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Veterans Home Loan Benefit Fund
(outlay savings in millions of dollars)

' S-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Allow VA to use refund offset -90 0 0 0 0 -90 -90
to collect deficiency balances...

¢ This provision would allo

w VA 1o collect outstanding VA loan guaranty debts by Federal salary offset or Federal income tax offset.

Currently VA is prohibited from using non-VA Federal offsets to satisfy debts unless the debtor consents in writing, or if a court has

determined that the debtor is liable to VA for the deficiency.

¢ This will save the program $90 million in oiut.lays in the first year of implementation.

Veterans Compensation Program

(outlay savings in millions of dollars)

_ S . 5-Year - 10-Year
; 1998 . 1999 2000 2001 2002 Savings Savings
Round down monthly c =231, -51 -88 -101 -128 -391 -1,469

compénsation benefits after B

applying COLA

[ ]
in each year, an extension of current law.

and military and civilian retirement benefits,

05/16/97 10:55 AM
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Authorizes VA to permanently round-down monthly compensation benefit payments to the nearest dollar after applying the annual COLA

The practice of rounding down monthly benefit checks is consistent with all other major pension programs including veterans pensions
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Medical Care Cost Recovery

(outlay savings in millions of dollars)

_ S-Year- 10-Year

1998 1999 2000 2001 2002 Savings Savings

Mandatory Admin. Savings from -118 -123 -128 -133 -139 -641 -1,427
moving receipts to discretionary

o This proposal allows Medical Care to retain user fees to offset the cost of care provided in VA facilities. Currently, all receipts in excess
of administrative costs are returned to Treasury. Under this structure, the administrative costs of debt collection are mandatory spending.
Allowing the discretionary VA Medical Care account to retain all of these receipts and fund the cost of this activity out of its collections
willresult in a mandatory savings of $§641 r;nillion over five years and $1,427 million over ten years.

Veterans Pension Program
| - (outlay savings in millions of dollars)

i ¢ S ~ 5-Year |: 10-Year
1998 1999 2000 2001 2002 - Savings | Savings
Extension of OBRA - -133 -211 -143 -190 -677 -1,866
Provisions for VA Pensions |
(See Note 1) b

_ -
There are two OBRA savings provisions related to the veterans pension program. The overwhelming majority of the above savings are
attributed to the $90 benefit limit described below. :

« This provision extends the current limitation on VA pension benefits to Medicaid-eligible recipients in nursing homes. Under this
provision veterans get to keep a greater monthly benefit (the $90 VA benefit). The full cost of the beneficiaries’ nursing home care would
be paid by the Medicaid program, where costs are shared with the states.

o This provision extends the authorization for VA to match income information submitted by beneficiaries with IRS and SSA records.

Note 1: The savings reflected in the table are net of Medicaid costs.

05/16/97 10:55 AM ' 13



wivaiw

Veterans Housing Benefit Fund

(outlay savings in millions of dollars)

| . 5-Year 10-Year
1998 1999 2000 2001 2002 Savings | Savings
Extend Loan Asset Sale Authority -5 -5 -5 -5 -5 -25 -50

» This provision would extend VA’s authority to guarantee VA securities issued in the secondary market directly, thereby enhancing their

value.

e To cover obligations of VA's home loan program, VA secures its direct or “vendee” loans and guarantees the certificates sold to
investors. VA has its own securitization vehicle which issues multiple-class pass-through securities and is taxed as a Real-Estate

ORI )

Aava A aeaw

R R

Mortgage Investment Conduit (REMIC). VA’s REMIC currently carries the full faith and credit of the United States. o

D : 5-Year 10-Year
1998 1999 2000 2001 12002 Savings Savings
Extend Higher Loans Fees/Resale -].I - -228 =227 =224 =219 =909 -1,993
Loss Provisions (OBRA) & increase i
home loan fees for non-veterans i

This in';:ludes two proposals—extend OBRA pqu»risions and increase the

1) charge borrowers using VA’
2) charge veterans who use the loan guarantee bene

'3) include expected losses on the resale of foreclosed properties.

« Second, this provision increases the fee

possession of properties resulting from defa
program, charging fees that are lower than those offered to veterans. This provision would raise these

funding fee that the general public pays for FHA loans.

properties through its vendee loan
fees to 2.25% -- the same up-front

05/16/97 10:55 AM
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s home loan guaranty program a 2% instead of a 1.25% fee,
fit more than once a funding fee of 3 percent to reduce losses, and

fee for non-veterans financing through “vendee” loans. .

The OBRA provisions permanently extend three provisions that sunset September 30, 19998. This extends VA’s authority to:

for non-veterans using VA’'s vendee loan program to match FHA fees. When VA takes
ulted veterans loans, the homes are ultimately sold to the general public. VA finances these



FHA Assignment Program

(outlay savings in millions of dollars)

_ 5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Extend FHA Assignment -136 -145 -147 -128 -110 -666 -1,126

» This assumes continuation of current law policy to provide FHA with tools to encourage lenders to forbear for only up to 1 year. This
would improve the targeting and efficiency of HUD's current program, and allow FHA homeowners experiencing temporary economic
distress to stay in their homes.

| Vessel Tonnage Duties

(outlay savings in millions of dollars)

| ' '- . 5-Year

i - 10-Year -
1998 - 1999 2000 2001 2002 Savings Savings
Extend Vessel Tonnage Fees -— -49 -49 -49 - -49 - -196 -441

!

o This proposal would extend vessel tonnagei duties at their current levels through 2002, These duties, which would otherwise be reduced
after 1998, are collected by the U.S. Customs Service from commercial vessels entering U.S. ports from foreign ports, based on their
cargo-carrying capacity. , f ; _

14

| .
Lease of Excess Strategic Petroleum Reserve Capacity

(outlay savings in millions of dollars)

,5-Year - | 10-Year
1998 1999 2000 2001 2002 Savings Savings
Lease Excess SPR Capacity -=- -1 -2 -4 -6 -13 -43

o Proposal would lease excess Strategic Petroleum Reserve storage capacity to foreign nations for storage of their crude oil.

s Proposal assumes that a total of five million barrels of oil are stored with a fee of $1.20 per barrel.

05/16/97 10:55 AM
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Unemployment Trust Fund

(outlay savings in millions of dollars)

5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Raise UTF Ceilings --- --- -200 -208 -216 -624 -624

e Increases the ceilings of the Federal FUTA-funded accounts in the Unemployment Trust Fund to increase trust fund solvency.

. Unemployment Benefits

(outlay savings in millions of dollars)

P _ 5-Year 10-Year
19981 . 1999 2000 2001 - 2002 Savings |- Savings
Ul Benefits Integrity -118:¢ ¢ -138 -160 ~162 - =165 - =763 -1,658

e Provides savings in mandatory unemploymfent insurance (UI) benefits due to increased discretionary spending on UL integrity activities
(e.g:, increased eligibility reviews, tax audits).

. |
e Assumes President’s Budget requested level of funding for Ul integrity ($89 miilion in 1998) is provided in addition to continuing
integrity activities already funded in the ba*se‘_UI administrative grants to obtain these savings.

05/16/97 10:55 AM 16



VA Medical Care Cost Recovery and SSA User Fees

(in millions of dollars)
S5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Estimated spending associated with the VA user fee proposal:
BA 604 628 654 681 710 3,277 7,282
OL 544 620 651 678 707 3,200 7,788
Estimated spending associated with the SSA user fee prop osal:
. BA 35 75 80 90 100 380 1,065
OL 33 i 73 80 89 99 374 1,054

The proposals described below are included in :th_e 1998 Budget and are assumed in the Budget Agreement.

VA Medical Care Cost Recovery Fees - _

¢ The:1998 Budget included a proposal to shift existing offsetting receipts from the mandatory side to the discretionary side. The
Agreement assumes that Medical Carc-Cost Recovery fees are available to support domestic discretionary spending associated with VA
Medical Care. ¥

: |
) Thefsbiﬁ of the offsetting receipts from ma‘hdatory spending to discretionary spending hes been incorporated into the Budget Committee’s
adjusted baseline. |-

i
.

SSA Fees .
« The Agreement assumes a proposal to increase existing fees to offset SSA-related spending.

05/16/97 10:55 AM - 17
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Earned Income Tax Credit
(deficit reduction savings in millions of dollars)

S-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Earned Income Tax Credit --- -13 -36 -37 -38 -124 -332

e Treasury announced a package of legislative initiatives in April concurrent with the release of an IRS study on EITC noncompliance
levels. Final scoring is not available.

e Other mutually acceptable EITC reforms targeted to reducing noncompliance and fraud may also be considered within these total savings
targets. |

The Smith-Hughes Act of 1918

(outlay savings in millions of dollars)
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: l ~ 5-Year |  10-Year
: 1998 | 1999 2000 2001 2002 Savings | Savings
Repeal appropriations under -1 -7 -7 -7 -7 -29 -64
Smith Hughes h

o Elmunate the mandatory appropnanon under the Smith-Hughes Act of 1918 in favor of increased discretionary spending on job training

and vocational education in the Administration’s GI Bill for America’s Workers.

o Eliminating this program would save $29 million over five years and 64 million over ten years.

o Activities funded under the Smith-Hughes Act can be supported by the Department of Education’s vocational education program.

05/16/97 10:55 AM
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Environmental Reserve Fund

(outlay increases in millions of dollars)

5-Year 10-Year
1998 1999 2000 2001 2002 Spending | Spending
Orphan share spending 200 200 200 200 200 1,000 2,028

« The proposal would provide new mandatory spending for orphan shares et Superfund hazardous waste cleanup sites. Orphan shares are

portions of financia! liability at Superfund sites allocated to non-Federal parties with limited or no ability to pay.

« The funds will be reserved for this purpose based on the assumption of a policy agreement on orphan share spending.
: |

Priority Federal Land Acquisitions and Exchanges

- (outley increases in millions of dollars)

S-Year 10-Year
1998 ; 1999 2000 2001 2002 Spending | Spending
Priority Federal Land 150 150 100 -- 700 700

Acquisitions and Exchanges

300

e Under this proposal, up to $315 million would be available from the Land and Water Conservation Fund (LWCF) to finalize priority

Federal land exchanges in FY 1998 and ¥

e TFunding from the LWCF for other high priority Federal land acquisitions and exchanges (totaling $385 million) would be available in
fiscal years 1999 through 2001.

Y 1999.

e The funding will be allocated to function 300 as a reserve fund exclusively for this purpose.

05/16/97 10:556 AM
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Major Mandatory Programs

‘Medicare
(outlay savings in billions of dollars)
5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Medicare, net _ -6.5 -16.8 -22.7 -29.0 -40.0 -115.0 -434.2

e Reduce projected Medicare spending by $1 "l 5 billion over five years.

e Extend solvency of the Part A Trust Fund for at least 10 years through a combination of savings and structural reforms (including the

home health reallocation). P

o Structural reforms will include provisions tq give beneficiaries more choices among competing health plans, such as provider sponsored
organizations and preferred provider organizations. :

o TheMedicare program reforms provide bgd:cﬁciaﬂes with comparative information about their options, such as now provided Federal
employees and annuitants in the FEHB proérp.m. ' :

« Maintain the Part B premium at 25 percent !of program costs and phase in over seven years the inclusion in the calculation of the Part B
premium the portion of home health expenditures reallocated to Part B.

» Reform managed care payment methodology to address geographic disparities.

¢ Reform payment methodology by establishing prospective payment systems for areas such as home health providers, skilled nursing
facilities, and outpatient departments. _ ' '

o Funding for new health benefits including: (1) expanded mammography coverage; (2) coverage for colorectal screenings; (3) coverage for
diabetes self-management; and (4) higher payments to providers for preventive vaccinations to the extent it will lead to greater use by
beneficiaries. Invest $4 billion over five years (and $20 billion over ten years) to limit beneficiary copayments for outpatient services,
unless there is a more cost-effective way to provide such services to beneficiaries as mutually agreed. '

05/16/97 10:55 AM 20
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Medicaid

(outlay savings in billions of dollars)

5-Year 10-Year
. 1998 1999 2000 2001 2002 Savings Savings
Medicaid, net 0.0 -1.5 -2.4 -3.6 -6.2 -13.6 -65.5

¢ Include net Medicaid savings of $13.6 billion over five years.

« Net Medicaid savings include 2 higher meatch for D.C., an inflation adjustment for programs in Puerto Rico and other territories, Part B
premium interactions, and $1.5 billion to ease the impact of increasing Medicare premiums on low-income beneficiaries.

e The $13.6 billion in Medicaid savings do not reﬂect the health care investments for children’s coverage, protect:ons for legal immigranats
under welfare reform, or the extension of veterans Medicaid income protections. '

-

o Savings derived from reduced dxspropomonate share payments and flexibility provisions.
¢ Include provisions to allow States more flexibility in managing the Medicaid program, including repeal of the Boren amendment,

converting current managed care and home/community-based care waiver process to State Plan Amendment, and elimination of
unnecessary administrative requirements.

05/16/97 10:35 AM 2]



N Ve

s m A v

aavaA aAae -

Ve awr e

Immigration, Nutrition Assistance and Work

(outlay increases in billions of dollars)

5-Year 10-Year
1998 1999 2000 2001 2002 Spending Spending
Immigrants 2.2 2.1 2.0 1.6 1.6 9.7 16.5
Nutrition Assistance 0.3 0.3 0.3 0.3 0.3 1.5 3.1
Welfare to Work 0.7 0.7 1.0 0.6 --- 3.0 3.0
Total 32 3.3 34 2.5 2.0 14.2 22.5
Immigrants :

« Eligibility for legal immigrants. Restore SSI and Medicaid eligibility for all disabled legal immigrants who are or become disabled and
who entered the U.S. prior to August 23, 1996. Those disabled legal immigrants who entered the U.S. after August 22, 1996, and are on
the rolls before June 1, 1997 sha!l not be removed.

o Refugees and asylees. Lengthen the exempiﬁbn for refugees and asylees from the first 5 years in the country to 7 years in order to provide
SST and Medicaid. ‘ _ '
Nutritt;on Assistance ,
.
e Redlrect existing food stamps employment pﬁd training funds and add $750 million in new capped mandatory funding to create additional
work slots for individuals subject to the time limits.

¢ Permit States to exempt 15 percent of the individuals who would lose benefits because of the time limits (beyond the current waiver
policy), at a total cost of $0.5 billion.

Welfare to Work

e Add $3.0 billion in capped mandatory spending through 2001 to TANF, allocated to States through a formula and targeted within a State
to areas with poverty and unemployment rates at least 20 percent higher than the State average. A share of funds would go to
cities/counties with large poverty populations commensurate with the share of long-term welfare recipients in those jurisdictions.

05/16/97 10:55 AM 22
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Children’s Health

{outlay increases in billions of dollars)

5-Year 10-Year
1998 1999 2000 2001 2002 | Spending " Spending’
Children’s Health 2.3 2.7 3.2 3.7 3.9 16.0 38.9

 Spend $16 billion over five years (to provide up to 5 million additional children with health insurance coverage by 2002)

e The funding could be used for one or both of the following, and for other possibilities if mufually agreeable:

1. Medicaid, including cutreach activities to identify and enroll eligible children and providing 12-month continuous eligibility;
and also to restore Medicaid for current disabled children losing SSI because of the new, more strict definition of childhood

eligibility; and

2. A program of capped ma.ndatory g:rants to States to finance health insurance coverage for uninsured children.

o The resources will be used in the most oost-cﬁ'ectlve manner possible to expand coverage and services for low-mcome and uninsured
children with a goal of up to 5 million currently uninsured children being served.

05/16/97 10:55 AM 23
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Budget ProceSs

o Extend discretionary caps to 2002.

« Extend and revise discretionary caps for 1998-2002 at agreed levels shown in tables included in this agreement, and extend current
law sequester enforcement mechanism.

» Within discretionary caps, establish separate categories (firewalls) for Defense and Non-Defense Discretionary (NDD) at agreed levels
shown in agreement tables for each year 1998-1999 with associated sequester firewall enforcement as provided in BEA for 1990-93.

= Retain current law on separate crime cap;s (VCRTF) at Jevels shown in agreement tables.
» Extend and update special allowance for !outlays; extend existing adjustment for emergencies.

i
= Cap adjustment for exchanges of moneta:;ry assets, such as New Arrangements to Borrow, and for international organization arrears.

¢ Extend PAYGO to 2002. B

o Revise the asset sales rule, which prohibits sfcor'mg the proceeds of asset sales, to score if net present value of all associated cash flows
would not increase the deficit; scoring, if allowed, based on cash effect, not NPV,
|

e The Superfund tax shall not be used as a rcv;eﬁue offset.
¢ Reduce paygo balances to zero, including tlfose derived from budget agreement.
!

e Provide for debt limit increase sufficient to extend limit to December 15, 1999.

05/16/97 10:55 AM 24
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Congress-of-the Tnited States
Tdlashington, BL 20515

May 15, 1997 -

The Honorable William J. Clinton _
Presi(lent of the United States

The White House :

1600 Pennsylvania Avenue, N.W.
Waslzington, D.C. 20515

Dear Mr. Pxesiclent:

We would like to take this opportunity to confirm important aspects of the Balanced Budget
Agreement. It was agreed that the net tax cut shall be $85 billion through 2002 and not more than $250
billion through 2007. We believe these levels providecenogh room for important reforms, including
broad-based pexmanent capital gains tax reductions, sigm'fican_t dea.t}x_tax relief, $500 per child tax credit,
and expansion of IRAs. o

In the course of drafting the legialation to i,mplement_tlxe balanced lmtlget plan, there are some
additional areas that we want to be sure the committees of jurisdiction consider. Spccificaﬂy, it was agreed
that the package must include tax relief of roughly $35 billion over five years for post-sécon&ary education,
including a deduction and a tax credit. We believe this package should be consistent with the objectives put
forward in the HOPE scholarship and tuition tax proposals contained in the Administration’s FY 1998
budget to assist middle-class parents.

Additionally, the House and Senate Leadership will seek to include various proposals in the
Administration’s FY 1998 budget (e.¢., the welfare-to-work tax credit, capital gains tax relief for home
sales, the Administration’s EZ/EC proposals, brownfields legislation, FSC software, and tax incentives
Jcsignzd to spux economic graw’:ll in the District of Columbia), as well as various pemling congtessional
tax pmposals.

In this context, it should be noted that the tax—wntxng _comﬁiiﬂ:ecs will be requirecl to balance the
interests and desires of many parties in crafting tax legislation within the context of the net tax reduction
goals which have been adopted, while at the same time p_x‘otécting the interests of taxpayers generally.

We stand to work with you toward these ends. Thank you very much for your cooperation,

Sincerely,

- Speaker - o . _ Senate Majority Leader

. PRINTED ON RECYCLED PAPER 2 5- .
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Congress of the nited Htates f
Sashington, BE 20515

May 13. 1997

Mr. Erskine Bowles
- Chief of Staff to
the President
The White House
Wasi’xington. D.C. 20302

Dear Mr. Bowles:

We are writing to express our desire for continued cooperation between Coi:gressional staff and the
staff of the various Administration agencies &iu:in'g the de’velopment of the current imtiget agreement.

Much of the most difficult work in connection with the i)utiget agreement will involve the
(ieveiopment of the revenue provisions that will satisfy the parameters of the agreement. Historically, the
staff of the Joint Committee on Taxation has provicied technical legal and quantitative support to the
House and Senate. The Budget Act requires the use of Joint Committee on Taxation revenue estimates.
Ken Kies and his staff are committed to facilitating our work on the tax provisions of this budget
agreement. You can be assured that tl'ley will éooperate with Administration counterparts in receiving

Administration input as they carry out their statutory responsi])iliﬁes.

The revenue estimating staffs of the Joint Committee on Taxation and the Office of Tax Analysis
at Tteaéury have a long history of cooperation and communication among analysts. (t is our
unciersta.nding that steps have alrea.ciy been taken to insure that the cooperative efforts of these two staffs
will be intensified during the current imdget process. It is also our understanding that the professional
staffs at the Office of Tax Analysis at Treasury and the Joint Committee on Taxation will consult and
share information necessary to understand fully the basis of their revenue estimates and to minimize
revenue estimating differences. The proposal shall not cause costs to explo(ie in the outyears.

Now that we have agreed upon the overall parameters of this significant agreement, an inordinate
number of details concerning specif‘ic provisions must be drafted and a.na.iyzec! i;y the JCT and the
committees of judsdiction. We look forward to working with the Administration.

Sincerely,
_ Newt Gingricl{ Trent 1ott
Speaker Senate Majority Leader

e "IN VECHED i3S 2 6
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A BILL

To amend the [Tigher Education Act of 1965 10 require the return of certain Federal funds
held in reserve by guaranty agencies under the Federal Family Education Loan program; to
eliminate the fee for origination services in the William D. Ford Federal Direct Loan program,
to reduce funding through FY 2002 for mandatory administrative expenses for the student
financial aid programs, including the Direct Loan program, 10 levcls lowcer than the current
baseline; to authorize appropriations under the Smith-Hughes Act only through fiscal year 1997;
and for other purposes.

L= DalC & : senlative e s .
. That this Act may be cited as the "The Student Loan Balanced Budget
Amendments of 1997".

RECOVERY OF RESERVES
SEC.101. (a) Section 422 of the Higher Education Act of 1965 (200.8.C. 1072) is
amended by adding afier subscction (g) the following new subsection:
"(h) RECALL OF RESERVES -- (1) (A) Notwithstanding any other provision of law,
the Secretary shall--

‘(i) require each guaranty agency to transfer, in cach of fiscal years 1998
through 2002, reserve funds held hy the guaranty agency (which for purposes of this subsection
shall include any reserve funds held by, or under the control of, any other entity) to a restricted
account in an amount (bascd cach guaranty agency’s proportionate share, as detcnnined. by the
Secretary, of all reserve funds held by guaranty agencies as of September 30, 1996) that, when
combined with the amount so transferred by all other guaranty agencics in such year, equals
$200,000,000 in the aggregate; and

“(ii) recall, in fiscal year 2002, from the reserve funds held by cach
guaranty agency an amount (based each guaranty agency's proportionate share, as described in

clause (i)) that, when combined with the amounts recalled from all other guaranty sgencies,
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equals $1,000,000,000 in the aggregate.

“(B) !f the amount in the restricted accounts described in subparagraph
(A)(@) is insufficient to satisly the recall amount described in subparagraph (A)(ii), the Secretary
may require the return of any remaining recall amount from other reserve funds held by the
guaranty agencies under procedures established by the Secretarv,

“(C) Funds returned to the Secretary under this subsection shall be
deposited in the Treasury.

"(D) The restricted accounts described in subparagraph (A)(i) shall be
established by the guaranty agency in accordance with requirements specified by the Secretary.
Except as described in paragraph (2), the guaranty agency shall not use the funds in such account,
for any purpose.

“(E) The Secretary may ke such reasonablc measures, and require such
information, as may be necessary to ensure that guaranty agencies comply with the requirements
of this subsection. Notwithstanding any other provision of this part, if the Secretary dctermines
that a guaranty agency is not in compliance with these requirements, it may not receive any funds
under this part until the Secretary determines that it is in compliance.

“(2) Non-liquid reserve fund assets, such as buildings avd equipment purchased
or developed by the guaranty agency with reserve funds, and any liguid assets remaining in a
guaranty agency's restricted account afier the recall in paragraph (1)(A), including any earnings
on any amounts transferred, shall—-
"(i) remain the property of the United Statcs; and

"(ii) be used only for such purpuscs as the Secretary determines

are appropriate.”.
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DIRECT LOAN FEE FOR ORIGINATION SERVICES
SEC. 102. Section 452 of the Higher Education Act of 1965 (20 1J.S.C. 1087b) is
amended--
(1) by suiking out subsection (b); a.nd.
(2) by redesignating subsections (c) and (d) as subscctions (b) and (c),

respectively.

FUNDS FOR ADMINISTRATIVE EXPENSES
SEC. 103. Section 458(2) of the Higher Education Act of 1965 (20 U.S.C. 1087h(a)) is
amendcd, in the first sentence, by striking “$260,000,000" through the end of the sentence and
inserting the following: "$$32,000,000 in fiscal year 1998, $61 0,000,000 in fiscal year 1999,

$705,000,000 in fiscal year 2000, $750,000,000 in fiscal year 2001, and $750,000,000 in fiscal

year 2002.".

AMENDMENTS TO THE SMITH-HUGHES ACT
SEC. 104. The Act of February 23, 1917 (20 U.S.C. 11 et geq.) is amended--
(1) in section 1 (20 U.S.C. 11), by inserting “turough the fiscal year 1997" after
“annually appropriated”;
(2) in section 2 (20 U.S.C. 12)--
(A) by inscrting “through the fiscal year 1997" after “‘there is annually
appropriated”; and
(B) by inserting “through the fiscal year 1997" after “There is

appropriated for each fiscal year™;
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(3) in section 3 (20 U.S.C. 13)--
(A) by inserting “through the fisca) year 1997" afier “there is annually
appropriated”’; and
(B) by inserting “through the fiscal year 1997" after “Therc is
appropriated”;
(4) in scotion 4 20 US.C. 14)--
(A) by inserting “through the fiscal year 1997" after “there is annually
appropriated”; and
(B) by inseiting “through the fiscal year 1997" after “And there is
appropriated”; and
(5) in section 7 (20 U.S.C. 15), by inserting “through the fiscal year 1997" after

“There is authorized to be appropriated™



Reconciliation Status Report
Program: Education
Committee: House, Education and the Workplace
Provision: Student Loans
Brief description of the provision: Outlay savings will be achieved without increasing costs, reducing benefits, or limiting access to
loans for students and their families. Qutlay savings will be derived as follows: (a) $1,000 million over five years from guaranty agency
reserves, (b) $603 million over five years from section 458, (c) $160 million over S years from elimination of the $10 loan fee paid to
institutions participating in the direct loan program.

CBO estimates (deficit impact in millions of dollars; + indicates increase in the deficit)

1998 1999 2000 2001 2002 1998-2002
Budget Agreement:
Outlays -241 -240 -151 -81 -1,050 -1,763

Committee Action:
Outlays

Comparision to the Budget Agreement:
[ ]

Outstanding issues/problems:

Early reports indicate:
«Committee may object to taking $1 billion from GA reserves in FY 2002 (as assumed in number stream), and distribute the recall over
several years.
eCommittee is considering earmarking a portion of section 458 funds for administrative cost allowances to guaranty agencies.
(Agreement was silent on this; we oppose it on policy grounds.)
eBanks and Sallie Mae are actively lobbying budget and authorizing members to add a provision eliminating or postponing a statutory
reduction in borrower interest rate scheduled to go into effect July 1998. (Such a change would violate the agreement not to increase
costs or reduce benefits to students and their families.)

Objectionable provisions:



Actions required (mention possible solutions):

. ED and OMB staff will meet to discuss issues with House authorizing committee staff on 6/5
[ ]

Other relevant comments:

[ ]

Examiner: Pat Smith

Phone: x55882

Date: June 4, 1997

Filename: J\BAB\RECON\STULNH.WPD



June 4, 1997
MEMORANDUM FOR GENE SPERLING
FROM: Bob Shireman

SUBJECT: Student Loan Interest Rates & Reconciliation

Sallie Mae lobbyists are working the Hill -- hard -- to include a provision in reconciliation
that would delay or repeal the interest rate change scheduled to take effect next year. As
you know, under a provision that was part of the 1993 reforms, student and parent
borrowers in the guaranteed and direct loan programs will benefit from a reduced interest
rate scheduled to take effect for new loans made starting July 1998. Lenders are arguing
that it will not be profitable to make loans next year unless this change is repealed or
changed.!

The position that I laid out to the industry several weeks ago -- and will repeat this
afternoon in a meeting with Sallie Mae -- is that, for us to consider any change, they need
to:

(1) provide more information about whether the real problem is the instrument
(91-day T-bills versus 10 year bonds) or whether it is the yield over costs under the new
rate;

and

(2) describe how they propose to change it in way that will not impose costs on, or
reduce benefits to, borrowers (as the budget agreement stipulates).

Unless and until we receive both the information and a do-no-harm proposal, I am
portraying the Administration as absolutely opposed to any change to the interest rate
being included in reconciliation. OMB and Legislative Affairs concur with this.

FYI, T have been asked to represent the Administration at the student loan negotiating
session on Thursday. Unless I hear from you otherwise, I will attend and will maintain the
position outlined above.

'Lenders always claim they need more, and until direct lending, we have never been in a
position to call their bluff. Both Peter and I think the numbers suggest that the new interest
rates could be cutting close to the bone. But that is where the rate should be, and it is
difficult to tell if it is going too far. Furthermore, if it does cut too deep, direct lending is
there to fill in the gaps.
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TALKING POINTS ON HIGHER EDUCATION TAX PACKAGE AND CHANGES

June 3, 1997

¢ The Administration is proposing several changes in our higher education tax
package that will:

make it more progressive,
respond to concerns, and

simplify the propeosals.

. Specifically, we are proposing to:

Allow more low-income students to receive both a HOPE Scholarship and a
Pell Grant by eliminating the HOPE offset for Pell and other federal grants.
The HOPE tax credit will not be reduced by the amount of Pell and other federal
grants.

Require satisfactory progress rather than a B average to receive second
HOPE tax credit. To allay concerns about grade inflation and IRS intrusion into
academic affairs, this package eliminates the requirement that students maintain a
B average in order to be eligible for a second HOPE tax credit, and instead
requires students to meet the current satisfactory progress requirements used for
eligibility for existing federal student aid programs.

Pay for changes by phasing in the proposals more slowly. Thus, the HOPE
tax credit and the tuition deduction together will cost $35 billion over 5
years.

. We will also propose (outside the $35 billion):

To restore the student loan interest deduction

To extend the tax exclusion for employer provided education (Section 127)
(through at least 2002)

To establish a new 10% small business tax credit for businesses that provide
their employees with education and training (as proposed in our FY98 Budget)
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Due mainly to the low cost of retail deposits at banks, loans are still very
profitable during the in-school (and deferment) period, at 1.94 percentage points.
Once the student leaves school and goes into repayment, however, the lender
return drops to 1.02 percentage points. This occurs despite the upward
repricing of the loan in repayment because the primary lenders (banks) generally
sell the loans, just before they enter repayment, to large secondary market
investors that have higher costs of funds than banks. These costs are not fully
offset by scale advantages in servicing. Loans that have entered repayment also

have higher costs due to the risks of prepayment.

s——
——

Table 1. Risk-Adjusted Spreads For FFEL Student Loans

Ginnie Maes 1.'20

Source: Calculations by CRS. For details, see Appendix A.

If a student’s loans in repayment are consolidated into a single loan, the
returns are virtually the same. This occurs despite the benefits that accrue to
lenders from: rounding up the blended interest rate on loans being consolidated
to the next whole percentage point (in this case, raising it from 8.25% to 9.0%);
a decline in servicing costs that results from spreading those costs over a larger
loan amount; and the virtual elimination of further prepayment risk.

Part of the increase in return that would normally be expected from these
benefits is taken by the government requirement that 1.05 percentage points be
rebated annually by loan holders. Another part is taken by increased
competition among lenders which has begun to produce significant savings for

1996-97 Academic Year
In-School In
& Deferment Repayment
Student Loan Interest Rate 7.68 8.25
Effective Rate - -
Less Costs:
Matched Funds _ 5.10 5.55 .5.55
Origination/Holding Fee 17 - 105 |
Servicing 35 1.00 50
Default Risk .00 .08 08
Prepayment Risk .60
Risk-Adjusted Spreads 1.94 02! 1.02
Student Loans (over-the-life) | U 1.25 / 8 '
Adjustable Rate Mortgages 1.25 } )




