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Guaranty Aguncies Collecting 27%
On Consolidation of Defaulted Loans

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

GLOSS and the IG are continuing their audits of the remaining guaranty 
agencies. To date, the Department has collected $11.6 million from 11 
GAs and has assessed an additional 53.8 million at 5 GAs.

State

Kentucky $ 1,263,251
Tarmessee 1,017,470
Great Lakes 1,012,000
Illinois 420,000
Vennont 65.000
MELA 4,253,678 $ 4,253,678
Pennsylvani 3,978,135 3.978,135
Texas 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
Alabama 60,688

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 SI 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 families.

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 entitlement. 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 
reauihorizaiion of the Higher Education Act (HEA).

The Administration strongly prefers the House language for reducing student loan 
administrative costs. The House, but not tlie 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 FFEL program effectively.

The Administration also opposes a provision in the House bill that would stipulate that the 
guaranty agency retention allowance on default collections that result from defaulted loans 
reentering repayment thiough loan consolidation would be 18.5%. This provision, currently 
specified in regulation and letters as “up to” 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-Hushes

We arc pleased that the House bill includes a provision that repeals the Smith-Hughes Act 
of 1917 and is consistent with the budget agreement. The Senate bill, however, does not include 
such a provision, although the Senate bill finds the agreed-upon $29 million savings from the student 
loan programs. In the light of tlie SI.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 conferees to adopt the 
Smith-Hughes repeal 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 EDUCATTON

THE DEPUTY SECRETARY

TO

FROM

Mark Zuckermaa and George Conant

MarshallS. Smith 
Acting Deputy Secretary

JUN 1997

The Department strongly opposes the proposed amendment under which ^mty 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 consohdations 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 consoHdations- 
and expects to reduce this to as little as 12 percent in at the conclusion of an ongoing 

recompetition process.

The Administration made a proposal to restructure payments to guaranty agencies, and we 
beheve that all such changes should be discussed within the context of the upcoming 

reauthorization of the Higher Education Act.

400 MAKVLAND AVE.. S.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 
provisions follows;

Recall of Reserves

The House bill would recall $1 billion from FFEL guaranty agency reserve fimds 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 be 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 fimds-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-Huehes Act

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

friiaranty Agencv Retention on Consolidations of Defaulted Loans

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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July 14, 1997

SUMMARY OF STAFF AGREEMENTS

Note #1

House bill jU> p~^
'I'he House bill requires the return of $l|(bo0,000,000jii'guaranty agency reserve funds.

Senate amendment
yVtCe^'J^

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

entity.

Conference agreement
HOLD [ou4^ar amount. Part II of Senate amendment not needed because it is covered 

under the generaf 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

i'he Senate amendment uses the term “equitable share”to describe each guaranty agency’s 

share of recalled reserve funds. ^

Conference agreement

The Senate recedes.

Note #3

House bill

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

20’d 600' ON 80:9 Z6.9I inf :QI dH



Note H5 

House bill

The House bill uses the term “required shares.”

Senate amendment

The Senate amendment uses the term “equitable shares.”

Conference agreement

The Senate recedes.

Note #6 

6a

House bill

The House bill requires 5 equal annual installments to the restricted accounts, except that 
a guaranty agency with a reserve ratio under 1.10-percent may make 4 equal annual installments 
beginning in 1999 or in accordance with an agreement with the Secretary.

Senate amendment

The Senate amendment provides that the transfer to the restricted accounts in the first 
year is based on all agencies combined transferring 20 percent. All amounts in excess of a 2- 
pcrccnt 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 hill

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

£0'd 600’ON 60:9 ^6.91 inf :QI dH



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 hill

The House bill includes a provision which eidablishes that a guaranty agency may retain 
18.5 percent plus the reinsurance complement ip effect, on payments received on a defaulted loan 
which is being consolidated. This rule applie^s to all guaranty agencies for payments received on 
defaulted loans being consolidated aftej. Juiy 1, 1997; except that, guaranty agencies which have 

been retaining 18.5 percent are only.allowed to retain 18.5 percent plus the reinsurance 
complement, and agencies which-Kavc been retaining 27 percent are allowed to retain 27% plus 
the reinsurance complement until July 1, 1997.

Senate amendment

The Senatp'4mendment has no comparable provision.

Conference^reement 

OPEN 

Note #11

House bill ^ '

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

Senate amendment
The Senate cunendment has no contparable provision.

/Conference agreement 
OPEN

t70'd 200’ ON 60:9 Z6.ST one :QI dH
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1 Subtitle B—Higher Education
2 SEC. 6101. MANAGEMENT AND RECOVERY OF RESERVES.

3 (a) AmENi:)i\nONT.-• Section 422 of the Higher hhhi-

4 cation Act of 1965 (20 U.S.(i!. 1072) is ameiK.hal by add-

5 ing‘ after .subsection (g) the following new subsection;

6 “(h) llEOALL OF Reserves; Limitations on Use

7 OF Reserve Funds and Assets.—

X “(1) In GENEIUvL.—-Notwithstanding any other

9 provision of law, the Secretary shall, except a.s other­

wise; provided in this subsection, ivH^all
/

frotTi tlu' r(-

12 seive funds held by guaranty agencies on September

13 1,2002.

14 “(2) Defosi'I'.—-Funds recalled by the vSoc-

15 retary under this subsection shall be deposited in the

16 Treasury.

17 “(.3) Required sH/VRE.—Secretaiy shall

18 require each guaranty agency to return reseive

19 funds under paragraph (1) based on the agency’s re-

20 (|uired share of recalled rc-seivc funds held by guar-

21 anty agencies as of September 30, 199(). Foi- pm-

22 poses of this paragra[)h, a guaranty agency’s re-

23 ()uiied share of recalhvi r(’S(;rve funds shall be drtcr-

24 mimal as follows;

SO'd 300'ON 01:9 26.ST me :QI dH
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DISCUSSION DRAFT S LC

2

“(A) The Secretary simll compute each 

o-miraiity agency’s reserve ratio by dividing (i) 

th(? amount held in the agency’s rcs(}rv(> runds 

as of September 30, 1996 (but rellectiug latnr 

accounting or auditing adjustments approved by 

the Secretary), by (ii) the original principal 

amount of all loans lor which tlic agency has an 

outstanding insurance obligation as of such 

date, including amounts of outstanding loans 

transferred to the agency from another guar­

anty agency.

“(B) If the reseiv'e ratio of any guaranty 

agency as computed under subparagraph (A) 

exceeds 2.0 percent, tlu^ ageiuiy’s rc(]uircd share 

shall include so much of the amounts held in 

the agency’s reseive fund as e.xceed a rc'scivc 

ratio of 2.0 percent.

“(C) If any additional amount is rcciuii'od 

to be recalled under paragraph (1) (artcr flc- 

ducting the total of the riM|uirerl shares cal­

culated under subpai'agi'ai)h (B)). such addi­

tional amount shall he' oht aim'd by imposing on 

eaiih such guaranty agnm-y an ciiual pcii'cnlag.v 

reduction in the a.ninnnl nt each agency s rc- 

serV(' tnml remainin”. a('ti-|- di'dnctton ol the

26.ST inf :QI 8H
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3
aniounL recalled under subparagraph (B), ex­

cept that sueli iJOrcentagT rodnctioii mid<M- t.liis 

sub[)aragraph sliall not rcrsult in tlu* ageruty’s 

res('i’ve ratio being reduced below 0.58 pei'cent. 

The (Mpial [)ercentage leduction shall be the 

percentage obtained by dividing—

“(i) the additional aiTiontit required to 

bo rccalhal (after deducting the total of the 

required shares calculated under subpara­

graph (B)), by

“(ii) the total amount of all such 

agencies’ reserve funds r('maining (after 

deduction of the r-equired shares caUadated 

under such subparagrafjh).

“(D) If any additional amount is required 

to be ree.alled under paragraph (1) (after de- 

duetitig the total of the required shares cal­

culated nndei' subparagraphs (B) and ((.!)), 

such additional amount shall be obtained by im­

posing on each guaranty agetu/v with a reserve 

ratio (aCtf'r deducting tlu' rc(iuired share's cal­

culated under such sul)paragraphs) in ('xc.t'ss ol 

0..5S pcri'cnt an e<|ual pcrc(‘iitage reduction in 

llu' amount of each such agency’s r(>s<'rv(> fund 

remaining' (aftci' such deduct ion) that. ('Ncccd a

26.ST inr :QI aH
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DISCUSSION DRAFT S L (

4

resci'vo ratio of 0.r)8 pcrcnnt. equal por-

eentage rc'due.tion shall he the piuxaMitage ob­

tained bv dividing—

“(i) the additional ainouiit to bo ro- 

eallod under pai‘agTa[)h (1) (aftt'r deduet- 

iiig the amount recalled under sub[)ara- 

graphs (B) and (C)), by

“(ii) the total amount of all siudi 

agencies’ re.sei-ve funds remaining (after 

deduction of the i('qnire(l shares calculated 

under such suliparagraphs) that (ixc(!ed a 

re.ser\-e ratio of 0.58 percent.

“(4) RkSTIUC-I'KI) accounts RICQUIK’Kn.—

Within 90 day.s after tlu> beginning (d’ eacdi of the 

fiscal years 1998 through 2002, each gTiarantv agen­

cy shall transfer a portion of the agency’s roquirec 

share determined uruler paragraph (8) to a re 

strieted account establislu’d b\' the ageiuA' that is o 

a type soloctod by tlu' agcMK'v with tin.' approval o 

the vSeeretary. l'5inds transfetTed to su(>h restrietcc 

ac(‘ounls shall be invested in obligations issued o 

giiaraiittM'd by tiu' 1 hided Slates or in olhei- siini 

larly low-risk secnritii's. A guarant_\- agency .shall no 

us(' the funds in siudi a rcslrided aceoiinl lor a.n\ 

purpose wdlinut the cxpivss wrillim pernussion

80‘d 600'ON TT:9 26.SI inr :QI m
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Iho Secretmy, cncc()1 tIuU a {^-^laranty agoncy may 

ime the earnings tVom such restricted account for de­

fault reduction activities. In each of fiscal yc'ars 

1998 through 2002, each agency shall transha' the 

agency’s required share to suc.h r(astri(;ted account in 

0 equal annual installments, exca^pt that,—

“(A) a guaranty agency that has a rcscivc 

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

equal to or less than 1.10 percent may transfer 

the agency’s required share to such account m 

4 equal installmetits beginning in fis(;al year 

1999; and

“(B) a guaranty agi.mcy may transfer such 

required share to such account in ac<>()rdance 

witli such other payment schedules as are aj)- 

proved by the Secretary.

“(5) ShoRTaGIv—If, on Se|)tember 1, 2002. 

the total amount in the restnett'd accounts dcsi.Tibed 

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

retary is rcquii'cd to recall under paragraph (1), the 

Secretary Imw^dmcp^ir^^ the r(4urn of the aimuml o|

th(' shoi-tago from other rcsc'rve t\\nds held by gu;ir- 

;mt\- agencies utu.lcr proccslur('s ('st.ablishcd by ibc 

Sccii'tarv. 'flu' Secretary sliall I'irst atteiiipt tu ob­

tain the amount of such shortagv from ('Uch guar-

60'd 200'ON TT:9 26.SI inf :QI
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anty agency tliat (t‘ail<Ki to transfcrl llio ;if>(Mi«yv’s 

required share to f.ho ageney’s r('sti-i<*t('fl a(;coiiiit iu 

aceordaiiee with parajiraph (4).

“(G) Enfoir.'FMKNT.—(A) Tlie Seeretary may 

take such reasonable measures, and naiuiix' sueh in- 

foniiatiori, as may be necessary to ensure that giiai-- 

anty agencies comply with tlu' r(!quir(mumts of this 

subsection.

“(B) If the Secretary determines that a guar­

anty agency^has failed to transfer to a restricted 

account any portion of the agency’s rcHpiired 

s h a r ez-J

under this subsectiem, the agency may not receive 

any other funds uiuhn- this part until the Secretary 

determines that tin* agency has Iso transferred or 

paid] the agency’s reciuired share.

“(C) Idle Secretary may waivi' the retiuirements 

of subparagraph (B) foi‘ a guaianty agency de­

scribed in such sul)|)aragTaph if the Secretaiy deter­

mines that there are estenuatiug (‘ircmustaiices be- 

v'ond the control of tin' agency Dial jiistily such 

walv('r.

“(7) IjlMI'r.ATU >N,—Th(' Sccri'tai'y sliall not 

ha\'(' any authority I.O din’ct a guaranty agvuiy to 

r('turn i‘('S('rNe IuikIs uiidi'r subs('c( inn (g)l 1)(A) dm •

Z6.SI me :QI dH
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ing- the p(!riod fr(Jin Mk^ date of enaelmeiit. of tlio

l>alanc('d l)ud{^(^t Act of 1997 tliroiiyli S('[)t.ciul)('i'

30, '2002. Anv r(^s('i'v'(' funds dif(!cti'd by llu! S(>(>- f

nd.arv to b(? rt't.urno.d uiid(>r subparagTafjli (H) (a- (( ) * t ^1/^
U——

of subs(;ct,ion (g)(1) during such poriod sliall b(> u.sf'd 

t,o satisfy the agency’s required share of re<‘idlial n'-
L full^

sci've funds under [)aragraph (3) and shall be do[)Os- ^

ited m the restricted aceonut maintained b'v the

'rtnrifl

Ir^i

agenev under paragraph (4). Any reserve funds re-
,6^ Lcovered bv the Seerctaiv in (^xc(sss of the ageuev’s ^ !

r(aptired share shall be available for expeiuliture iii

f

J

trVe I

a(“(‘,ordau('e with subseetiou (g)(4).

“(8) DlCFlN'lTIONS,—In this .subsection:

I"(A) 'I'he ti'rin ‘default reduction aeti^■i- 

ties' means activities, to reduce stii4cMt lutin rlr'-' 

f^H4t-ffr4^rab-- n ■^J'l A- / 5'/^'

r k^ “(i) j,YTC Jicr^rth^^re-^golatious pro- ^
iuulgate(n)y thn^.-Cret<>r5^"^

“(ii) suppltMiK'nl and d<) not supplant 

tiu' activitii's, of tlu' guaranty agmu'v to iv- 

dnre student Inaii defaults, that vvere enu 

dueled prior to the daO' iif (maeluieiii ul 

the r>ahuie('d Ifudgel Act of 1997; and 

"(iiO niav iiu-lndi'

V

IT'd 200'ON 21:9 26.9T inf :QI dH
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8

S.L.C-

“(I) t^-sLablishiiij^ a pruf^ram of 

parLial loan (auiocllation f.o ri'ward dis­

advantaged t)oiTo\v(M’S foi‘ good r(?{>ay- 

nuMit histories with their haiders;

“(II) establishing a finaneial and 

(kibt management eounsoling program 

for high-risk borrowers that provides 

long-term training (beginning prior to 

the first disbursement of the borrow- 

('r’s fiist student loan and eontimhng 

Lhrongli the completion of the borrow- 

ei 's [)rograin of (Hlueation or training) 

in budgeting and other aspects of H- 

nancial management, including' debt 

management;

“(111) establishittg a program of 

placement counseling to assist high- 

risk horrow(M‘s in identifying employ- 

nienl or additional training op[)ortimi- 

lies; and

“(IV) develO[)iiig piihlit- seivicH' 

ami(iimr('ments that would detail (‘on- 

S(Mincnccs ol' stud('iit loan delaull and 

provide liiCormatioii regarding a. toll- 

free lelephone miml)er eslabhshed by

21■d 200‘ON £T:9 Z6.ST inr :QI dH
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1

2

3

4

5

6

7

8 

9

10

DISCUSSION DRAFT S,I,C

9

thn guarariLv ag(uu;y for us<^ by bor­

rowers seeking assistance in avoiding 

default.]

“(B) Rksicrvi.: i-a'NDs.—Tiie term ‘restn-vo 

funds’ when used willi respect to a guaiaury 

agency—

“(i) includes any rcsciwc funds in ea.sli

or [liquid securities] held by the guaranty 

agency, or held by, (u' under the eont.rol of, 

any other entity, and 

1 1 “(ii) does not include buildings, (a.]uip-

12 ment, or other nonliquid ass(!ts.’’.

13. (b) CONFORMINO iUlENDMISNT.—Section

14 428(c)(9)(A) of the Higher Education Act of 1965 (20

15 U.S.r. 1078(c)(9)(A)) is amended—

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

17 fiscal year of the agency that begins in 1998”; and

18 (2) by striking the third sentence.

1 9 SEC. G102. RKI’KAL OF DIRECT LOAN ORIGINATION FKKS 10

20 INSTITUTIONS OF HIGHER EDUCA TION.

21 Section 4.52 of the Higher Education Act of 19(i5 (20

22 l.f ,S.(1087b) i.s anuMidi'd

23 ( 1 ) by striking snbsi'ctiou (b); and

24 (2) by redesignating subsections (<■) and (d) as

25 sill iscctions (b) and ((‘), n>s|U'Cl ividy.

erd 200' ON CT : 9 26.51 inr :QI dH
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10
1 see. filO.3. FUNDS Foil ADMINIS rilATIVE EXPENSES.

2 Subsection (a) nt‘ section 4f)8 of the HigluM- Ivlu-

3 cation Act of 19()b (20 U.S.C. l0cS7h(u)) is amciKh.'d to

4 r(aicl as follows:

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

P\-6 600’ON £1:9

“(a) iVniMiNiSTKA'nvio IOxi’knsks.—

"(1) In (JICNERjVL.—leach fiscal year, there' 

shall Ik! available to the Secretary from funds tiot 

othei-wise appropriated, funds to be obligated fm-

“(A) administrative costs under this pai't 

and part B, including tlu' costs of the direct 

student loan programs undi'r this part, and

“(B) adniinistrativi' cost allowatu'cs pay­

able to guaranty agencies under [>art B and cal- 

cnlati'd in accordance with [)aragraph (2), 

not to e.xceed (from such funds not otheiAvise appro­

priated) .S.5;i2,0()0,000 m fiscal year 1998. 

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

t'lseal year 2()00, $750,000,000 m fiseal year 2001. 

and $7.50,000,000 in fi.scal year 2002. Administra 

Live cost alhwvances under subparagraph (}.■)) of this 

paragra[)h shall b(’ paid c]uarlerly and used in ae- 

('ordauci' \vith .section 428(1). 1 he Secrelary may

(“any over funds available umlrr this s('ction l>i a 

sii!)s('(iU(‘iil fiseal years

“(2) ri.A'I’loN li.ASis. -Administral ive cnsl

allowances p.iyable to guaranty agencies under para-

26.ST 106 :QI an
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u
1 grai:)h (1)(B) shall bo cakuilated on l.ho l>asis of 0.8f)

2 ()ci(;(M>t, of Llio total [)niici[)al amount of loans upon

3 wliK-h insurance is issued on or after the date ol (mi-

4 ac'tment of the Ralane.ed Budget Act of 1997, exco|)t

5 that su(di allowanc<^s shall not exc('cd—

6 “(A) $170,000,000 for each of l.lu' fisc-al

7 years 1998 and 1.999; or

8 “(B) $150,000,000 for each of tin' fiscal

9 years 2000, 2001, and 2002,’’.
10 SEC. G104. EX TENSION OF STUDENT AID PROGRAMS,

11 Title IV of the Higher Bducation Act of lOh;) (20

12 U.B.l1070 et seq.) is amended—

13 (1) in .section 424(a), by striking “199S,” and

14 '‘2002.“ and inserting “2002.’’ ancl “200(1.’’. respec-

15 tiwly;

16 (2) in .section 428(a)(5), by striking “1998,’’

17 and ■2002.’’ and inserting “2002,’' and “200b. , re-

18 speetivoly; and

19 (8) 111 .section 428C(e), by striking “199S “ and

20 iiisci’l ing “2002.”.

9T‘d ZOO' ON I7l:9 26.SI IOC :QI dH



Patricia A. Smith

06/09/97 07:58:19 PM

Record Type: Record

cc:

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

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 Cieplack, 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, 0MB: 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 Administration asked about Senate positions on these issues; 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 lll/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
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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%

Agency

North Carolina 
Florida 
South Deikota 
Missouri 
Iowa
California
Utah
Tennessee
Michigan
Oregon
Colorado

Cash Reserves Reserve Loans 
a.s of 9/30/96 Percent Outstanding

Recall Options
Hill minus New Option 

Difference

35,932
74,747
17.018 
46,902
47.019 

265,734
22,776
38,418
55,462
17,657
39,662

3.62%
2.97%
2.84%
2.81%
2.58%
2.52%
2.29%
2.27%
2.08%
2.07%
2.02%

993,168
2,519,958

600,201
1,671,418
1,823,488

10,532,472
994,172

1,689,438
2,669,269

852,995
1,965,098

18,281
38,029

8,658
23,862
23,921

135,196
11,588
19,546
28,217

8,983
20,178

mu
28,137 
54,969 
12,307 
33,784 
32,707 

183,072 
14,974 
25,158 
34,513 
10,962 
24,239

New Option

24,632
51,241
11,666
32,152
32,232

182,167
15,614
26,336
38,021
12,104
27,189

Dollar

(3,505)
(3,729)

(641)
(1,632)

(475)
(905)
640

1,178
3,508
1,142
2,950

Percent

87.54% 
93.22% 
94.79% 
95.17% 
98.55% 
99.51% 

104.27% 
104.68% 
110.16% 
110.42% 
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%
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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%

Agency 
USA Funds 
Kentucky 
South Carolina 
Washington 
New Mexico 
Rhode Island 
Minnesota 
Connecticut 
Arkansas

Cash Reserves 
as of 9/30/96 

423,866 
48,316 
13,217 
29,160 

5,944 
8,408 

43,284 
14,758 
6,885

Reserve 
Percent 

1.45% 
1.40% 
1.34% 
1.34% 
1.30% 
1.30% 
1.09% 
1.04% 
1.01%

Loans
Outstanding

29,222,029
3,454,864

988,218
2,181,500

455,619
645,557

3,965,931
1,423,324

682,510

Recall Options
Hill minus New Option 

Difference
Proportional

215,648
24,582

6,725
14,836
3,024
4,278

22,021
7,509
3,503

Hill
194,520
21,201

5,462
12,039
2,368
3,342

12,953
4,417
2,060

New Option 
194,978 
22,225 

6,080 
13,414 
2,734 
3,868 

19,911 
6,789 
3,167

Dollar
458

1,024
618

1,375
366
526

6,958
2,372
1,107

Percent 
100.24% 
104.83% 
111.32% 
111.42% 
115.46% 
115.74% 
153.72% 
153.72% 
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 
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.

(5) During any fiscal year in which a guaranty 
agency has transfered the required portion of its 
equitable share to a restricted account in accordance 
with this subsection, the Secretary may not require the 
agency to return additional reserve funds based on a 
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:

(E) The Secretary may take such reasonable measures, 
and require such information, as may be necessary to 
ensure that guaranty agencies comply witht he 
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.



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.

Be it enacted by the Senate and House of Representatives of the United States of 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-

“(i) require each guaranty agency to transfer, in each of fiscal years 1998 

through 2002, reserve fimds held by the guaranty agency (which for purposes of this subsection 

shall include any reserve fimds 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 fimds 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

“(ii) recall, in fiscal year 2002, Irom 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 subparagraph 

(A)(i) is insufficient to satisfy 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 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 accoimt, 

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 flmd 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-

"(i) remain the property of the United States; and

"(ii) 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 (c),

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.l is amended—

(1) in section 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”.

# # #
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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.

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 id to aX>^
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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%

Agengy

North Carolina 
Florida 
South Dakota 
Missouri 
Iowa
California
Utah
Tennessee
Michigan
Oregon
Colorado

Cash Reserves Reserve 
as of 9/30/96 Percent

35,932
74,747
17.018 
46,902
47.019 

265,734
22,776
38,418
55,462
17,657
39,662

3.62%
2.97%
2.84%
2.81%
2.58%
2.52%
2.29%
2.27%
2.08%
2.07%
2.02%

Loans

993,168
2,519,958

600,201
1,671,418
1,823,488

10,532,472
994,172

1,689,438
2,669,269

852,995
1,965,098

Recall Options
Hill minus New Option 

Difference
Proportional

18,281
38,029

8,658
23,862
23,921

135,196
11,588
19,546
28,217

8,983
20,178

Hill

28,137
54,969
12,307
33,784
32,707

183,072
14,974
25,158
34,513
10,962
24,239

New Option

24,632
51,241
11,666
32,152
32,232

182,167
15,614
26,336
38,021
12,104
27,189

Dollar

(3,505)
(3,729)

(641)
(1,632)

(475)
(905)
640

1,178
3,508
1,142
2,950

Percent

87.54%
93.22%
94.79%
95.17%
98.55%
99.51%

104.27%
104.68%
110.16%
110.42%
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%
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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%

Agency 
USA Funds 
Kentucky 
South Carolina 
Washington 
New Mexico 
Rhode Island 
Minnesota 
Connecticut 
Arkansas

Cash Reserves 
as of 9/30/96 

423,866 
48,316 
13,217 
29,160 

5,944 
8,408 

43,284 
14,758 
6,885

Reserve
Percent

1.45%
1.40%
1.34%
1.34%
1.30%
1.30%
1.09%
1.04%
1.01%

Loans
Out-Standing

29,222,029
3,454,864

988,218
2,181,500

455,619
645,557

3,965,931
1,423,324

682,510

Recall Options
Hill minus New Option 

Difference
Proportional

215,648
24,582

6,725
14,836
3,024
4,278

22,021
7,509
3,503

Hill
194,520
21,201

5,462
12,039
2,368
3,342

12,953
4,417
2,060

New Option 
194,978 
22,225 
6,080 

13,414 
2,734 
3,868 

19,911 
6,789 
3,167

Dollar
458

1,024
618

1,375
366
526

6,958
2,372
1,107

Percent
100.24%
104.83%
111.32%
111.42%
115.46%
115.74%
153.72%
153.72%
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
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GA Reserve Callback 

New Option

I: Divide inlo six groups, dudrio* by reserves ss pereen. of lo»rs
2: Group 1 pays 150% its proportionate share - Proportionate share - 51 /o. 150/o 76/. 
3: Each group lower pays appox. 13% less (ie, 63%, 50%)

placed at the bottom.

Difference
Cash Reserves Reserve 

ois rTfoyiO/Ofi Percent

Loans
nntstandina P|-^pnrtinnal Hill NewOntion Poller

(716)
2,073

680
2,009
3,175

19,723
o\

Percent
97.46%

103.77%
105.52%
105.95%
109.71%
110.77%in0Q

•V.

CO

AS^pCX 
North Carolina 
Florida
South Dakota 
Missouri
Iowa

35,932
74,747
17,018
46,902
47,019

265,734

3.62%
2.97%
2.84%
2.81%
2.58%
2.52%

993,168
2,519,958

600,201
1,671,418
1,823,488

10,532,472

18,281
38,029

8,658
23,862
23,921

135,196

28,137
54,969
12,307
33,784
32,707

183,072

27,421
57,043
12,987
35,793
35,882

202,794

o.
A
U\

Calitoroia
Utah
Tennessee
Michigan
Oregon
Colorado

22,776
38,418
55,462
17,657
39,662
12,336

2.29%
2.27%
2.08%
2.07%
2.02%
1.82%

994,172
1,689,438
2,669,269

852,995
1,965,098

678,158

11,588
19,546
28,217

8,983
20,178

6,276

14,974
25,158
34,513
10,962
24,239

7,014

14,346
24,197
34,932
11.121
24.980

7,770

(628)
(961)
419
159
742
756

96.18%
101.22%
101.45%
103.06%
110.78%

UQ '^A9yL

®
20

2 40
1 61

39

Louisiana
Maine
Montana 
Pennsylvania 
New Jersey
New York
USA Funds

11,810
9,549

214,733
40,389

131,220
423.866

1.78%
1.78% 
1.55%
1,49%
1.47%
1.45%

662,812
536,971

13,826,083
2,705,023
8,899,277

29,222,029

6,008
4,858

109,248
20,548
66,760

215,648

6.608
5,335

106,221
19,159
61,375

194,520

5,864
4,741

106,621
20,054
65,155

210,462

(744)
(593)
401
896

3,780
15,942

Ho. /»
88.88%

100.38%
104.67%
106.16%
108.20%

■Vf

O
*-t

I-
o>
Oi
o
CO
o
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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 I pays 150% its proportionate share — Proportionate share ^ 5 i %, 150% = 76%
3: Each group lower pays appox. 13% less (ie, 63%, 50%)

1/1
BQ

Agency 
Kentucky 
South Carolina 
Washington 
Rhode Island 
Minnesota 
Connecticut

Cash Reserves 
as of 9/3 0/96 

48,316 
13,217 
29,160 

8,408 
43,284 
14,758

Reserve 
Percent 

1,40% 
t.34% 
1.34% 
1.30% 
1.09% 
1.04%

Loans
Outstanding

3,454,864
988,218

2,181,500
645,557

3,965,931
1,423,324

Recall Options Difference
Proportional

24,582
6,725

14,836
4,278

22,021
7,509

Hill New Ontion I>ollar Percent
21,201 17,550 (3,652) 82.78%

5,462 4,801 (661) 87.90%
12,039 10,592 (1.447) 87.98%
3,342 3,054 (288) 91.39%

12,953 15,722 2,769 121.38%
4,417 5,361 944 121.38%

o Arkansas 6,885 1.01% 682,510 3,503 2,060 1,583 (477) 76.83%
Cl
U) Vermont 5,260 1.00% 525,967 2,676 1,574 1,209 (365) 76.83%

Georgia 13,512 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%

Illinois 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%

<J> Oklahoma 13,317 0.87% 1,527,516 6,775 3,985 1,286 (2,699) 32.28%
o
CO Wisconsin 84.965 0.75%. 1 1.331.682 43.227 25,426 8,208 (17,218) 32.28%

tH New Hampshire 5,420 0,74% 735,549 2,758 1,622 524 (1.098) 32.28%
o-i* Nebraska 16,719 0.58% 2,885,581 8,506 5,003 1,615 (3,388) 32.28%
Cl
o North Dakota 8,540 1.90% 449,736 4,345 5,011 825 (4,186) 16.47%
C-l

& New Mexico 5,944 1.30% 455,619 3,024 2,368 574 (1.794) 24.25%

'Tt
-p Total 2,004,857 135,400,806 1,020,000 1,020,000 1,020,000

t'-
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O
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GA Reserve CaBback 

New OptioM

1: Divide into six groups, ranking by reserves as percent ofkiaiis outstanding
2: Group 1 pays 150% hs proportionate share - Propordonate share = 51%, 150% = 76%
5; Each group lower pays appox. 11% less (le, 65%, 53%)

Page 1

Cash Reserves Reserve Loans Recall Options Difiiaence
Ag«tcv as of 9/30/96 Oirtstandinp Pnwwtirwiftl Hill New Ontioii nnllar

North Caroiloa 35,932 3.62% 993.168 18,281 28,137 27,421 (716) 97.46%
Florida 74,747 2S7*/, 2319,958 38,029 54,969 57,043 2,073 103.77%
South Dakota 17,018 2.84% 600301 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%
Iowa 47,019 238% 1,823,488 23,921 32,707 35.882 3.175 109.71%
Catifomia 265,734 232% 10332.472 135,196 183,072 202.794 19,723 110.77%
Utah 23,776 239% 994,172 1 i,5S8 14,974 14,730 (244) 98.37%
Tennessoe 38,418 237% 1389,438 19,546 25,158 24,845 (313) 98.76%
Mkhigan 35,462 2M% 2.669369 28317 34313 35,868 1355 103.93%
Oregon 17,657 Z07% 852,995 8,983 10362 11,419 457 104.17%
Colorado 39,662 2.02% 1,965,098 20.178 24339 25,650 1,411 105.82^4
North Dakota 8440 1.90% 449,736 4345 5,011 5323 512 110J23%
Louisiana 12,336 1.82% 678,158 6376 7,014 6342 (472) 9327%
Maine n,8io ).78*/4 662,812 6,008 6,608 6363 (345) 94.77%
Monrima 9^9 1.78% 536,971 4,858 5335 5.064 (271) 94.92^4
Pennsylvania 214.733 1.55% 13,826,083 109,248 IO6321 113.868 7,647 [07.20%
New Jersey 40,389 1.49% 2,705,023 20,548 19,159 21,417 2,259 111.79%
New York 131,220 1.47% 8,899377 66.760 61375 69383 8308 113.37%
USA Funds 423.866 1.45% 29322.029 215,648 194320 175,414 (19.106) 90.18%
ICentoric)' 48316 1.40% 3.454,864 24382 21301 19,995 (1306) 94.31%
SorJh CaroLina 13317 1J4% 988318 6,725 5,462 5,470 8 100.15%
WashngiOD 29,160 1.34% 2,181300 14,836 12.039 12,068 29 10024%
New Mexico 5,944 130% 455,619 3,024 2368 2,460 92 103.87%
Rhode Island 8,408 130% 645 357 4378 3342 3,480 138 104.13%

Budg^ Service 
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GA Reserve Callback 

New Option

I: Divide irto six groups, nnidiig by reserves as percent of loans outstanding
2; Group I pays 150% its proportionate share - Proportionale share = 51%, 150% = 76%
3: Each group lo’W'er pays appox. 11V. less (ie, 65%. 53%)

m 
o 

\ <= 
n 
D 
—I
I—I
CD
3!

Cash Reserves Reserve Lx>ans Recall Options Difference
as of 9730/96 Percent OiitUanHinp Pmnorfiorwl Hill New Orlion Dollar PCTcent

Minnesota 43;2M 1.09% 3,965,931 22,021 12,953 12.873 (80) 9938%
Connecticut 14,758 1.04% 1,423,324 7309 4,417 4389 (27) 9938%
Arkansas 6.883 1.01% 682,510 3303 2,060 2,048 (»3) 9938%
Vennent 5,260 1.00% 525,967 2,676 1JF74 1364 (10) 9938%
Georgia 13,512 1.00% 1,353,057 6.874 4,043 4,018 (25) 9938*/«
Texas 75.688 0.94% 8,041,642 38,507 22,650 22,510 (139) 9938%
Illinois 55,155 0.90% 6,112,657 28,061 16305 9,982 (6324) 60.48%
Massachusetts 51,079 0.88% 5,797,868 254W7 15,266 9,244 (6,042) 60.48%
Oklaboma n.317 0.87% 1,527,516 6.775 3,985 2,410 (1375) 60.48%
Wisconsin 84-965 0.75% 11331.682 43227 25,426 15377 (10.049) 60.48%
New Hampshir 5.420 0.74% 735349 2,758 1,622 981 (641) 6048*/.
Nebraska 16,719 0.58% 2,885 381 8306 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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Comparison of GA Reserve Call-Back Proposals -- Draft
(In thousand of dollars)

ED Iteserve Levels Republican Reserve Levels

Agency

Arkansas
California
Colorado
Connecticut
Florida
Georgia
Illinois
Iowa
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 Recall 
Under FD 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 
11,36 I 
2,623 

14,545 
42.380

Toial Recall Under 
Republican Policy

$2,060
183,072
24,239
4,4.7

54,969
4,0a3

16,505
32.707
21,201

7,014
6,608

15,236
34,513
12,953
33,784
5,335
5,003
1,622

19.1.39 
2,368

61,375
28,137

5,011
3.935

10,962
106,221

3,312
5,462

12,307
25,158
22,650

194,520
14,974

1,574
12.039 
25.'<26

Difference Total Recall Total Recall Under Difference
Dollar

-$1,374
50,526
4,456

(2,945)
17,686
(2,696)

(11,005)
9,255

(2,898)
861
717

(10,192)
6,849

(8,637)
10,390

572
(3,336)
(1.082)

(987)
(597)

(4,076)
10,215

751
(2,657)
2,155
(886)
(852)

(1,131)
3,819
5,996

(15.102)
(16,899)

3,613
(1,049)
(2,506)

(16,954)

Percent

60.00 
138.12 
122 52 
60.00 

147.44 
60.00 
60.00

139.46 
87.97

113.99 
112 18
60.00 

124.76 
60.00 

144 41 
112.00 
60.00 
60.00 
95.10 
79.88
93.77

156.99 
117.63
60.00

124.47 
99.17 
79.68 
82.84

144.99 
131.29
60.00
92.01

131.80
60.00
82.77 
60.00

$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

Dollar Percent

$2,048 -$1,371 59.91
182,527 50,565 138.32
24,145 4,449 122.59
4,385 (2,943) 59.84

54,834 17,714 147.72
4,015 (2.694) 59.85

16,381 (11,014) 59.80
32,614 9,264 139.68
11,672 (2.528) 82.20
8,979 2,853 146.57
6,574 709 112.09

15,180 (15,152) 50.05
33,382 6,640 124.83
12,861 (7,844) 62.11
33,708 10,466 145.03
5,308 567 111.95
4,967 (3,333) 59.84
1,811 (881) 67.27

19,019 (1.038) 94.83
2,348 (554) 80.91

78,940 (5,506) 93.48
28,087 10,243 157.40
4,997 756 117.83
3,968 (2,645) ■ 6000

10,936 2,163 124.66
110,557 5,927 105.67

3,308 (868) 79.21
5,412 (1,152) 82.44
5,769 (2,682) 68 27

25,071 5,993 131.42
22,573 (15,097) 59.92

193,094 (17,395) 91.74
15,114 3,658 131.93

1,583 (1.039) 60.37
12,445 (1,882) 86.86
ZLSflfl (14,349) 59.85

Total $1,000,000 $1,020,000

No of states paying more: 
No of states paying less:

$20,000 102 00

15
21

$1,000,000 $1,020,000

No of states paying more: 
No of states paying less:

$20,000 102.00

15
21

6 June, 1997 
Budget Service



O:\SIG\SIG97.305 s.L.r.

1 TITLE VII—COMMITTEE ON
2 LABOR AND HUMAN RESOURCES

3 SEC. 7001. MANAGEMENT AND RECOVERY OF RESERVES.

4 (a) Amendment.—Section 422 of tlie Higher Edii-

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

6 ing- after subsection (g) tiie following new subsection:

7 “(li) Recall of Reserves; Limitations on Use

8 OF Reserve Funds and Assets.—(1) Notwithstanding

9 any other provision of law, the Secretary shall, except as

10 othei-wise provided in this subsection, recall $

11 from the resei-ve funds held by guaranty agencies (which

12 for puiposes of this subsection shall include any resent

13 funds held by, or under the control of, any other entity)

14 on Sei)tember I, 2002.

15 “(2) Funds recalled by the Secretary under this sub-

16 section shall be deposited in the Treasury.

17 “(3) The Secretary shall require each guaranty agen-

18 (W to retui-n re.seive funds under paragraph (1) based on

19 siK'h agency’s equitable share of excess reseiwe funds held

20 by giiai-anty ageiu'ies as of September 30, 1996. For piu’-

21 pose's of this paragraph, a guaranty agency’s equitable

22 shai'c of ('.xcess i-e.ser-ve funds shall be detei'inined as fol-

23 lows:

24 “(A) ’flu' S('creta,ry shall compute' each agenew’s

25 re'se'iAe' I'atie) bv elivieliiig (i) the ameuint he'lel in sue-h

/ ^
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2

2

3

4

5

6

7

8 

9

10 

jy 11 

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

agency’s r('sei'V(' (iiicludiiig' funds held by, or under 

the eonti'ol of, any other (Mitity) as of Se|)t(Mnber 20, 

1996, by (ii) tlu' oi-iginal priiu'ipal atnonnt of nil 

loans for whic'li such ag('ney has an outstanding in­

surance obligation.

“(B) If the res(Mve ratio of any agency as (‘oni- 

puted under snbi2a^igraph (A) e.xceeds 1.12 percent, 

the agency’s/e(|nitabl^share shall include so niuch of 

the amounts ludd in such agency’s i-eseia^e fund as 

exceed a reseiTC i-atio of 1.12 percent.

“(C) If any additional amount is required to be 

recalled und(‘r paragi-aph (1) (after deducting the 

total of the equitable shares calculated under sub- 

paragraph (B)), the agencies’ equitable shares shall 

include additional amounts—

“(i) determined by imposing on each siu'h 

agency an equal percentage reduction in the 

amount of each agency’s reser\(' fund remain­

ing after deduction of the amount recalled 

under snb|)ai-agi-aph (B); and

“(ii) tlu' total of vvhi('h equals the addi­

tional amount that is r(‘qnir('fl to b(' rcH-alh'd 

iind(M‘ paragraph (1) (afb'r (h'dncting the total 

of th(‘ (‘(|nitabl(' shares (ailcnlab'd iukUt snb- 

|)a.ragi-a,ph (B)).



O:\SIG\SIG97.305 S.L.C.

:3

1 “(4) WitJiin 90 days after tlie beg’iimiiig- of each of

2 fiscal years 1998 tlirougii 2002, eax'.li giiaraiity agency

3 shall transf('r a portion of ('ax*h agxMK'v’s (Kinital)l(' share'

4 deteianined under paragraph (8) to a restricted ae'connt

5 established by the gnai-anty agx'ncy that is of a type' se-

6 leeted by the gnai-anty agency with the apprewal of the

7 Secretaiw. Funds ti’ansferred te) sneeh restricted aceionnts

8 shall be invested in obligations issued ea- gnarantee.'d by

9 the United States oi‘ in othei' siinilai-ly low-risk securities. 

10 A guaranty agency shall not use the funds in such a re- 

1 1 stricted aceieeunt for any purpose without the ex}jress wTit-

12 ten permission e>f the Secretary, exe'.ept that a guaranty

13 agency may use the eaiaiings from such I’csti-icted account

14 to assist in meeting the agency’s operational expenses

15 under this i>art. The portion rc'quired to be transferred

16 shall be d(4,ermined as follows:

“(A) In fiscal year 1998—17
18
19

20 

21 

22

23

24
25

“(i) all agencies combined shall transIV'r to 

a restricted account an amount c((ual to one- 

fifth of the total amount recalled imdi'r para­

graph (1);

“(ii) each ageiu-y with a, r('.s{'r\’e ratio (as 

('onipnted under paragiviph (8)(A)) that I'xi'i'i'ds 

2 [M'rci'iit shall transfer to a ix'Striclx'd aci'onnt 

so iniH'h of th(' a,mounts lu'ld in siu'h agi'iicy’s
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1 ros(‘rve fund as (ix(',eed a, rosei-ve ratio of 2 [X'r-

2 ('(!iit; and

3 “(iii) oac'h a^xMicy shall ti'ausfVr any addi-

4 t.ioiial amount required uud('r ('.laiisc' (i) (afl,(!r

5 dethudiug the amount transferred under elause

6 (ii)) by transferi-ing- an amount that repiH^scmts

7 an equal percentage of each agency’s (;quitable

8 share to a resti-icted account.

9 In fiscal years 1999 through 2002, (‘ach

10 agency shall transfer an amount equal to one-fom‘th

11 of the total amount remaining of the agency’s equi-

12 table share (after deduction of the amount trans-

13 ferred under subparagraph (A)).

14 “(b) The Secretary shall not have any authority to

15 direct a guaranty agency to return reserve funds under

18 2002.”. 

19 (b) C()NF()Hi\IlN(i

20 428(c)(9)(A) of the Higher Education Act of 19(if) (20

21 U.S.C. 1078(c)(9)(A)) is amended—

22 (1) in the first sen((Mi(‘(^, by sti-iking “for tlu'

23 fiscal y(‘ar of the agency that b('gins in 199:1”; and

24 (2) by striking the thii'd seiit('iic(‘.

Q
dat(' of

)(>r :i(),

-S('('tion
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5
1 SEC. 7002. REPEAL OF DIRECT LOAN ORIGINATION FEES TO

2 INSTITUTIONS OF HIGHER EDUCATION.

3 Section 452 of the Higher RdiK-ation A(-t of 19()5 (20

4 U.S.C. 1087b) is cuueiided—

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

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

7 subsections (b) and (c), i-espectively.

8 SEC. 7003. FUNDS FOR ADMINISTRATIVE EXPENSES.

9 Subsection (a) of section 458 of th(> Higher Edu-

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

11 read as follows:

12 “(a) In Generai..—Each fiscal yc'ar, thei-e shall be

13 available to the Seeretaiy from funds not otlua-wise appro-

14 priated, funds to be obligated foi-— -----

15
16

17
18

19

20 

21 

22 

23

“(1) administrative costs trmler__tlii.Sr--pa.rt, in­

cluding the costs of the direct student loan pi-ograms
\ runder this part, and

“(2) administrative cost allowaiu'C's payable to 

guaranty agencies under part B and (‘alcnlated on 

the basis of 0.85 percent of the total pi-incipal 

amount of loans upon which insni-juun' is issiu'd on 

or after the datx' of enactment of tlu' Balaiu-ed 

Budget Act of 1997,

24 not to excec'd (from such funds not otherwise' ai)pro-

25 priated) $5:12,000,000 in fiscal year 1998, $610,000,000

26 in fi.scal year 1999, $705,000,000 in fiscnl year 2000,

r'
Hr'A

r8t,.
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1 $750,000,000 ill fiscal year 2001, and $750,000,000 in

2 fiscal year 2002. Acliniiiistrafi\'(‘ cost allowances under

3 parag'rapli (2) of this snbsiM'tion shall be paid quarterly

4 and used in accordance with sc'ction 428(f). The Secretary

5 may carry over funds available under this section to a. siib-

6 sequent fiscal year.”.

7 SEC. 7004. EXTENSION OF STUDENT AID PROGRAMS.

8 Title rV of the Higher h^dneation Act of 1965 (20

9 U.S.C. 1070 ct scq.) is amended—

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

11 “2002.” and inserting “2002.” and “2006.”, respec-

12 tively;

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

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

15 spectively; and

16 (8) in section 428()(e), by striking “1998.” and

17 inserting “2002.”.



Aaency

Comparison of GA Reserve Call-Back Proposals
(In thousand of dollars)

Draft

ED Reserve Levels
Total Recall 

Under ED Policy
Total Recall Under 
Republican Policy

Republican Reserve Leveis_____
Totai Recail Totai Recail Under 

Under ED Policy Republican Policy

Difference

Totai Recaii 
Under ED Poiicv

Totai Recail Under 
Republican Poiicy

Arkansas
Caiifornia
Colorado
Connecticut
Florida
Georgia
Illinois
Iowa
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

$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

5,011
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
110,557

3.308 
5,412 
5,769

25,071
22,573

193,094
15,114

1,583
12,445
21,388

$1,020,000

-$16
-584

-87
-33

-163
-30

-115
-103

-9,900
-27
-26

4,855
-922
-884
-152

-21
-39
-12
-89
-63

18,995
-78
-19
-29
-34

-2,477
-18
-28
-38
-85
-82

-930
95
-1

-218
-6,642

-$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
-17
-26

4,336
-34
-50

-6,538
-87
-77

-1,426
140

9
406

-4,038

6/5/97 
Budget Service



^ Robert M. Shireman 
06/05/97 11:49:14 AM

Record Type: Record

Jon_Oberg @ ed.gov @ INET @ LNGTWY

cc:
Subject: Re: Committee print — FFEL provisions

1. On Brian's second point, I 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. 'j~ 0/ '

2. Reserve ratios. There is no justification for them, and I do not want to give them any credence by 
making "adjustments" to them. If the Committee wants to adjust them, I will suggest just eliminating

'“them.

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

4. The take back isj Sept. 1 2002. Why the specificity? Why not just during that FY?

,5. Use of earnings oh the amounts in the restrict account: What is ED's position?

6^

^6-
r

U‘



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

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.

I 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

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

Reply Separator.

I 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

Record Type: Record

To: Robert M. Shireman, Patricia A. Smith

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

Jon:

I 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-SI 65 million 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 best approach.

I 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 WDCB03 
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.

I 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 WDCE05 
Date: 6/5/97 10:05 AM

I 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.



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. I 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 1:00,1 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 independent 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

Cbnstarice J. Bowers 
06/05/97 11:37:37 AM

■ty

Record Type: Record

To:

cc:

Patricia A. Smith/OMB/EOP, Kathryn B. Stack/OMB/EOP 

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.

Forwarded by Constance J. Bowers/OMB/EOP on 06/05/97 11:36 AM

Constance J. Bowers 
06/05/97 11:28:53 AM

Record Type: Record

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.

w.sibil.wpd slltr.wpd sisec.wpd 
bill letter sectional
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H.L.a.

[COMMITTEE PEINTJ
June 4, 1997

1 TITLE V—COMMITTEE ON EDU-
2 CATION and
3 WORKFORCE

THE

PhGE 2

I4I002

4 Subtitle B—Higher Education 

^ Programs
6 SEC. 8101. ftlANAOmKNT AND RECOVKHY OP RESERVES.

7 (a) AMKNDMHNT.—Section 422 of the Higher Edu- 

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

9 ing alXer subsection (g) the foUowing new subsection:

10 (h) Recall of Reserves; Limitations on Use

11 OF Reserve Funds and Assets.—(l) Notwithstanding

12 any oliier provision of law, tho Secretaiy shall, except as 

otherwise provided in this subsection, reoall $
14 from the reseive fiinds held by guaranty agencies (which

15 for purposes of this subsoction shall include any reserve

16 ftinds held by, or undor the control of, any other entity)

17 on September 1, 2002. >

18 (2) hhinds recalled by tlie Secretaiy under this sub-

19 section shall be deposited in the Treasuiy.
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PftGE 3

12003

H.L.C.

t

. /■'

8

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

1 "'®>'"‘«Seereta.yahaU require each guaranty agen-

2 cy to return reeerve flrnde under paragraph (1) baaed on

3 such agency’s equitable share of excess reseree &nds held

4 by guaranty agencies as of September 30, 1996. For pur- 

3 poses of this paragraph, a guaranty agency’s equitable

6 share of excess reserve funds shall be determined as fol-

7 lows:

shall compute each agency's 
lerve ratio>y^ding (i) the amount held in such 

tgehey'g reserve (includi^nds held by, or under

(b^^flecting kterjaec^nting or auditing ad-

all loans for which such agency has an outstanding 

insurance obligation.

“(B) If the reserve ratio of any agency as com­

puted under subparagraph (A) exceeds 1.12 percent, 

the agency's equitable share shall include so much of 

the amounts held in such agenp/s reserve fund as 

exceed a reserve ratio of 1.12 percent.

“(C) If any additional amount is required to be 

recaUed under paragraph (1) (after deducting the 

total of the equitable shares calculated under sub-

paragraph (B)), the agencies’ equitable shares shall 
include additional amounts-_

tfi
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1

2

3

4

5

6

7

8 

9

10

11

(i) determined by imposing on each such 

a«ency an equal percentage reduction in the 

amount of each agency’s reserve fund remain­
ing after deduction of the amount recalled 

under subparagraph (B); and

(ii) the total of which equals the addi­
tional amount that is required to be recalled 

under paragraph (1) (after deducting the total 

of the equitable shares calculated under sub- 

paragraph (B)),

“(4) Within 90 days after the beginning of each of

12 fiscal years 1998 through 2002, each guaranty agency

13 shall transfer a portion of each agency’s equitable share

14 determined under paragraph (3) to a restricted account

15 estabhshed by the guaranty agency that is of a type se-

16 leeted by tlie guaranty agency with the approval of the

17 Secretary. Funds transferred to such restricted accounts

18 shau be invested in obUgations issued or guaranteed by

19 the United States or in other eilmler^y low-risk securities.

20 A guaranty agency ahaU not use the funds in such a re-

21 strietod account for any pun,ose without the express writ-

22 ten permission of the Secretary, except that a guaranty

23 agency may use the earnings from such restricted account

24 to assist in meeting the agency’s operational expenses ^

PPGE 4

@004
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8

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22 

23

1 under thie part. The portion required to be tranefened

2 shall be determined as follows:

^ “(A) In fiseal year 1998—

^ “(i) all agencies combined shall transfer to

^ a restricted account an amount equal to one-

6 fifth of the total amount recaUed under para-

graph (l)j

“(li) each agency with a reserve ratio (as 

computed under paragraph (3)(A)) that exceeds 

2 percent shaU transfer to a restricted account 

so much of the amounts held in such agency’s

reserve fund as exceed a reserve ratio of 2 per­

cent; and

(iii) each agency shall transfer any addi- 

tionel amount required under clause (i) (after 

deductiug the amount transferred under clause 

(u)) 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 shall transfer an amount equal to one-fourth 

of the total amount remaining of the agency’s equi­

table share (after deduetion of the amount trans- 

ferred under subparagraph (A)).

PAGE 5
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5
1 “(5) The Secretary ahaU not have any authority to

2 direct a guaranty agency to return reserve funds under

3 subsection (g)(1)(A) during the period from the date of

4 enactment of this subsection through September 30,

5 2002.”.

6 (b) Conforming AMBNDMBNT.-Section

7 428(c)(9)(A) of the Higher Education Act of 1965 (20

8 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 1993”j and 

(2) by striking the third sentence.
12 SEC. 6102. REPEAL OF DlBEOr LOAN ORIGINATION FEES TO 

^ ^ institutions of higher education.

14 Section 452 of the Higher Education Act of 1966 (20

15 U.8.C. 1087b) is amended—

(1) by striking subsection (b); and

(2) by redesignating subsections (c) and (d) as
18 subsections (b) and (c), respectively.

19 SEC. 6108. FUNDS FOR ADMIN18TOATIVB EEPBN8E6.

20 Subsection (a) of section 468 of the Higher Edu-

21 cation Act of 1965 (20 U.S.O. 1087h(a)) is amended to

22 read as follows.-

23 (a) In Gbnbral.—Bach fiscal jear, there shall be

24 available tu the Seorotaiy from funds not othenvise appro-

25 priated, funds to be obligated for

PAGE 6
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6
“(1) administrative costs under this part, in­

cluding the costa of the direct stu^ loan programs 

under this part, and

1

2
3

.avrwo, «PUJ.U,UUU,UUU

12 in fiscal year 1999, $705,000,000 in fiscal year 2000,
13 $750,000,000 in fiscal year 2001, and $750,000,000 in

14 fiscal year 2002, Administrative cost aUowances under 

13 paragraph (2) of this subsection shaU be paid quarterly
16 and used in aceordance with section 428(f). The 8eoretaiy

17 may cany over funds available under this section to a sub-
18 sequent fiscal year.”.

19 SEC. 6104. Banra!N8ION OF STUDENT AID PEOGBAMS.
20 litle IV of the Higher Education Act of 1965 (20

21 U.S.C. 1070 et seq.) is amended—

^ section 424(a), by striking ”1998.” and
23 ”2002.” and inserting ”2002.” and ”2006.”, respec-
24 lively,•

PAGE 7
I2|007

V

4 "(2) administrative cost allowances payable to
5 guaranty agencies under part B and calculated on '

6 the basis of 0.85 percent of the total principal

1
7 amount of loans upon which insurance is issued on
8 or after tho date of enactment of the Balanced
9 Budget Act of 1997,

10 not to atceed (from such funds not otherwise appro-

--------
^
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PAGE 8

OI006

1

2

3

4

(2) in section 428(e)(5). by stii)dn(t “1998,'■
and “2002,” and inserting “2002," and “2006.”, re- 

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

inserting “2002.”.
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Conunittee on Labor and Human Resources 
Proposal to Meet the Reconciliation luslruclious 

Contained within the Bipartisan Budget Agreement 
June 4,1997

On May 23, 1997, the Senate approved a bipartisan budget agreeuient by a vote of78-22. 
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 
ftinding for liloriicy programs. The hndget agrof-.Tne.nT supporrs providing an additional .SR.6 
billion for Pell Crrants 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 to $3.^.8 billion in 2002.

In order i.o accommodate Increased Federal investment in these priorities, modest 
reductions in the mandatory fUnding withiir Function 500 are required. Programmatic changes to 
achieve these reductions are to be submitted to the Budget Committee by June 13,1997. The 
savings required by the agreement and recommended by the Comniittee will not Increase costs, 
reduce benefits, or limit access to loans for students and their families. In accordance with the 
budget agrecinent, this proposal attempts to achieve an equitable balance in the savings between 
the guaranteed student loan program and the Federal direct lending program

A. Elimination of the Direct Lending Loan Origination Fee

This projxjsal repeals the provision authorizing the Federal payment of $10 per loan to 
school aiid/oi altojiiaic yriginaiurrj who make direct loans. This repeal extends for five 
years a provision currently contained within the FY 1997 Labor, HHS, Education and 
Related Agencies Appropriations Bill and will provide savings of SI 60 million over five 

years.

B. Recall of Excess Guaranty Agency Reserves

The budget agreement assumes the recall in the year 2002 of $I billion in excess
Guaranty Agency Recerveo. The Committoc proposal requires each Ouaramy 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 
proposjJ, the agencies may use the earnings from the restricted accounts to assist in 
meetmg their operational expenses. These provisions will yield approximately $1 billion 
in saving^; over the next five years.
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C. Reductions in Section 458 Expenditures

Srction 45X of the Higher Education Act provide* funds lo the Secretary of Education for 
the administrative expenses associated with the direct lending program as well as the 
administrative cost allowance paid to guaranty agencies 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 gf 
funding is not needed in view of tire current ond projected volume for the direct lending 
program, uhich is lower than initially estimated. The Committee proposal reduces 
Section 458 expenditures to contorm wlin anticipated needs-- resulting in savings of $603 
million over five years.
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1997-2002 1996-2002

Shelly Amdur*s 6/05/97 R.c<|ucsted Option

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

(preliminaty staff estimates, by fiscal year, in millions of dollars 
________________________________________________________________________ 1997 1998 1999 2000 2001 2002

Cliange the annual budget authority levels for tl»e Section 458 direct loan administrative cost mandatory spending account from S953 million to $532 million in 1998, from $750 million 
to $610 in 1999, and from $750 million to $705 MiUion in 2000. Mandate that from these amounts ACA must be paid at 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 oul of Section 458 monies would have to come from discretionary appropriations.

BA — -421 -140 -45 — — -606 -606
O — -221 -204 -109 -40 -4 -578 -578
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NOTES; 1. Each pcoiHMcd progmm change UsUd If esthnated teparately from the CBO Poft-PoUcy Bafcllne. The provlslow are not addlUve due Vo pcognnutatJc InteracUona.

2. For most years of the life of loans disbursed betweeu 1997 and 2002, the CBO protection for the 10-Year Treasury Bond Rate la S.5 percent. ThU rate used to calculate 
Uw variable Interest rates and to discount (he cash Hows.
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SECXION ^58—-Direct Loan Administration Account—Various Proposals

CBO March 1997 Baseline Assumptions

Shelly Amdur's 6/5 Requested Option
Cap ihe Annual levels of Section 4S8fundlJS32 aiillion 1998, 
$610 million 1999, $705 million 2000, and $750 million 
thereafter. In addition, mandate that ACA must be paid out of 
these funds at a rate of .8596 of new guaranteed loan volume.

(in oulbofu of doUan)
1994 1995 1996 1997 1998 1999 2000 2001 2002

Direct Lo«a Direct AdnunUcraiive BA 21 98 151 197 231 306 388 487 571
Co4is or 4 67 108 157 201 260 332 420 508

BA 47 82 117 141 572 294 212 113 29

Indirect AdmiDictrallve CobU CT 21 69 88 124 364 358 274 183 87

GuArsMteMl Lo*n GuATAnty Agency BA 98 213 167 153 150 150 150 150 150
Paymenu or 98 213 167 153 ISO 150 ISO ISO ISO

TOTAL BA 260 284 43$ 491 953 750 750 750 750
or 122 349 363 434 71$ 768 756 753 745

(in miUiotu of doUan)
1994 1995 1996 1997 1998 1999 2000 2001 2002

Direct U>«n Direct AdrrunistrAUve BA 21 93 151 197 231 306 388 487 557
CosiA OT 4 67 108 157 201 260 332 420 501

GuATAAteed And Direct Loan BA 47 32 117 141 146 140 143 79 0

Indirect AdmlnUtraUvc Costs or 21 69 88 124 138 140 141 109 47

GuA/Antecd Loan CuBrAuiy Agency BA 98 213 167 153 155 164 174 184 193
Payments OT 98 213 167 153 155 164 174 184 193

TOTAL BA 260 284 43S 491 532 610 705 750 750
err 122 349 363 434 494 564 647 713 741
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Bipartisan Budget Agreement between the President and the Leadership of Congress

> I>

1.

2.

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.

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 Congressional 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 tills, 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 oni amendments and scheduling as necessary.

Agreed upon budget levels are shown on the tables included in this agreement, including deficit reduction levels, 
maj or category levels for discretionary, mandatory, and tax and receipt changes.

’ Discretionary priority spending ^ill be protected by the amounts set forth in this Agreement.
: j .
I Agreed budget process items wijl 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

3.

4.

5.



8.

9.

10.

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 a good faith effort by all parties to enable such a legislative
process to succeed.

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.

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 10c55AM



SUMMARY OF DEFICIT REDUCTION IN BUDGET RESOLUTION MARK
(Dollars In billions)

1997 1998 1999 2000 2001 2002 5-Yr Total

Baseline deficits a/........................ 67 89 109 121 95

Discretionary:
Defense......................................... “

1 *3 “8 *17
•*••»«■■*»•••> ••*<******** **********

Mandatory;
Presidential initiatives................ — 6 6 7 7
Medicare...................................... “
Medicaid....................................... 1 ■■ “
Other mandatory***  ̂ ^ ^

Revenues:
Net tax relief********************************** ^
Total policy changes.................... : — 1
Debt service.................................. ” ®
Total deficit reduction................. -- 1 ”19 “38 -41
Resulting deficit/surplus..........................6790908353
NOTE: Details may oot add to totals due to rounding. All totals shown on a imJned budget basis. Revenue reduction shown as
^°'BaseliM taclude's'fccu'dlvldend, CBO revenue update, and assumes discretionary spending increases at the rate of inflation. 
Prepared by SBC Majority Staff, 15-May-97

105

-28
-32

6
-40

-6
-19

21
-99

-7
-106

-1

-77
-61

31
-115
-14
-40

85
-190
-14

-204



Long Rang® Suflfim»ry, 18B7-200? 
(In billions of dollars)

[i:
Currer^l Services Deficll,

IfifiZ
67.2

........
IHF *'15i 
69,0 109.1 1213

e ament 
>55 ■ 2iirQ '2^

94.5
2002

104.9
J 2QD5

103.2

67.2

-3.0
dJQ
-4.0

-6,5

f,
fiJ3

M,

i

-9.9

-12.5

-16.B
-1.5

-3.6

-23.9
rJLfi

-36.8
6.1

1L3
dJW
69.7

-178

-259

-227
-24

■15
zm
-39L5

=2Q
■67.4

e,7
214

■JlIZ
810

-10.3
dLA
-35.7

-29.0
-3.6

-27.7
;32.3
-59,9

■40.0
-8.2

-32,1
r3fl.fi
■68.6

-50.0
-7,1

Dlscretloiary savings:
Deffente..................................
Non{f06ns61* .................. ........

Subtotal, discretionary savings....
Mandatory savings:

Medicire, net..........................
MedlciW, net........... ............
Other nandatory 

Spaitmm.............................
I..................................... ... .......................................*......................

Subtotal, nratvlalory savings........
Debt senlce, net.........................
Subtotal, savings proposals.........
Oomestichitiatlvas.............. ......
Nd tfliX .......

.......*.....Resulting defic«/surplus(-).......... i _______________________ ___ _
•NOTE|wiSdl00Fi5« ra 6i'mjr?a/iW.-vr20^^^ ,^^r.Ta■^i«5i■hi^bSn■idlu.ted (d -.ttedl tiMmatealion lo 12 banatt
paymanh In each year.

-4.6
Safi

-31.6

-1,9
ri3.

■60.6
J.lfi

-14.6

•65.4
__  :3A

-71.1 -132.6 -141,6
6.5 6.0 6.6

2IL4 21Lfi 713
;41.2 :lQfi.a '.m3
63.3 -1.3 -4.6

iota 2QDfi 20Qfi 2Dfl7. !9fir>Q2
105.6 133.3 127.0 117.0

-33.0 -34,0 -35.0 •36.1 -76.6
:3S.9 r42.fi ALl :4Lfi rfll2
-72.9 -76.6 -60.1 ■63,6 -136.0

-60.0 ■66.0 •70.0 -74,0 -116.0
■8.6 -10,2 -12.0 •13.9 -13,7

-1.0 -1.0 -1,0 -1.0 •26.3
=3.2 r.t2.I :4.S 113

-72.8 -93.9 -67,9 •76.6 -168.3
rifl.2 AtLQ :32J5 ria.fi

-163.9 •195,6 -200.6 -200.0 -319.9
7.0 7.0 7.0 7.0 31,2

2fl.fi 31.4 3BJ2 41.A fl£.Q
-J23A dfi.7.1 •157.3 =1514 -203.7

-19.8 -23.9 -29.5 ■34.4

Tot^sH^

-247,0
r222.fi
■619.9

-43^,0
■65,5

-32.2
r2fi-2

-659,9
rl4l5

-1,221,4
65,8

2.49.9
■805.T

G:\LOTUS\FI N ALOF F. WK4 
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Domestic Initiatives and Restorations in Agreement
(in billions of dollars)

5-year
1998 1999 2000 2001 2002 total

Assistance to immigrants:
Elderly/Disabled

Medicaid 0.4 0.4 0.3 0.3 0.3 1.7
« SSI i 1.7 1.6 1.6 1.2 1.2 7.5
Disabled kids (SSI only)’ i
Refiigees/asylees

Subtotal, immigrants

0.1
0.0

0.1
0.0

0.1
0.0

0.1
0.0

0.1
0.0

0.3
0.2

2.2 2.2 2.0 1.7 1,6 9.7

Nutrition assistance; ; j
0.2 0.2 0.2 0.2 1.0Add work slots for 18-50’s ' ! 0.2

■15% exemption for 18-50’s
Subtotal, nutrition assistance

0.1 0.1 0.1 0.1 0.1 0.5

0.3 0.3 0.3 0.3 0.3 1.5

Welfare to work add to TANF i .
^ ^ *

0.7 0.7 1.0 0.6 - 3.0

> 1 ;
Subtotal, immigrants, nutrition, and work 3.2 3.3 3.4 2.4 2,0 14.2

ChUdren’s Health 2.3 2.7 3.2 3.7 3.9 16.0

Federal land acquisition & exchange* 
Environmental reserve

0.3
0.2

0.2
0.2

0.2
0.2

0.1
0.2 0.2

0.7
1.0

Offset low-income Medicare premiums 0.2 0.3 0,3 0.3 0.4 1.5 •

Total, Domestic Initiatives and restorations 6.3 6,6 7.3 7.0 6.5 33.6

2/ Discretionary 

05/16/97 10;65AM



Agreement on Dlecnllonary Funding
(InmllllonBoldoflaw)

Fcriuncllons .pocHled below, Implemenllrva Ifflislellon will proteoUhe function levels.

ie.M«v»r
«M»AM

AOAECtjM

FY 1998 
BA OU

FY 1199 
BA Ok.

.. l«9.O0D 271.500 206,518
I »»NftUoTi3l D«f®nS'....................... *...... ...................

257.857 288,445 261i4B9 292,803
DlsoretlfliBTy................... ............-................. ...... ...................-....................

525,657 885,289 532,999 559,321
al .................................................................................... ..... '

Fv aooD FY 2001 FY 2002
BA OL BA OL BA ur.

.‘76,367 268,995 281,647 270,881 299,610 273,100

261;828 295,270 260.18S 293,73 281A64 287,699

J37.193 684,265 642,032 664,39 681,074 680,799

iteet«dFuncMont:

(50- lrterft4»tonalFfal/i.,......... .............

joo Natural ResofceJ and Envifooirent,

400 •• Tranaportallot...................■

500

19,036 

22,607 
l|j.559

I

. Educafon, Tiinh®. Empbymenl and Social Servlcaa..., 4^,721

24.405

. ...........

750 - Adniinlaliallorot Juallco..

Subtotal, Efotacad Function!..

All Other..................

:el Dlacrolloiiary .....................................-..............

19.179

21,393

33,267

43,165

22.170

....................... .

125.627 144.194

4OT.330 409,074 

B (1.268

18.601 18,642 10.633 15,909 18.348 1B.6G 10.215 10,442

22,222 21,657 21,558 21.944 21,105 21.52 21,152 21.472

14,974 38,933 14,788 39,310 15.066 39,4-0 15,347 39,410

47,016 46,107 47,855 47.056 48.470 47.r8 49,199 45.659

24,795 24.191 23.957 24,996 24.094 25,60 24.675
•••■•••••a

24,713

127,807 140,730 128,832 182,115 127,170 153,2(4 125,691 151,504

405,392 409,591 410.581 412,140 414.662 411.1Q 422.453 408,195

*••••••••■

532.999 559,321 537,193 68 4,*65 842,032 664,315 661,074 60O,7M

13^95^nomall88 InoludotAbova: ,
SubJidited Housle (Function 500).......................... .
Fixed Aseeta (Up'ionl Funding and Advance Apptojxlatlons);

050 •• Dahnae............. .......................-...........................
250 •• General iclence. Spaca, and Technology............
270 •• Energy...................................... ................
300 •• Envlrornart....-............. ..............-....... .......
370 - Ccmmene and Houaing ..................................
400-TranapomOon........—-.......... -............. .......
550 •• Health......................................................... *
760 •• Admlnhlellon of Jualka....................................
600 •• General jovernmant...................... .......... ...... ..—

B.D81
Tcial, ................................................................

tal Olacretlonary ........ ................................................... 516,795 663,288

2,736 
52

set
724 
675 
129 
45

15.098 
617,903 559.3*1

J6,0BB ____
521,106 584,255

263
480
424

18.1M
626,787

B4
375
206

... «

564,»5

18,440
634,534 650,799
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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)
• Bilingual and Immigrant Education
• Pell ($300 increase in 1998 maximum award amount, to $3,00Q) I ( “p
• Child literacy initiatives consistent with the goals and the concepts of the President’s America Reads program.

/n Ml'
Department of Health and Human Services '

• Head Start -

Department of the Interior |
• National Park Service: Operation of the National Park System, Land Acquisition and State Assistance, and Everglades Restoration 

Fund (including Corps of Engineer^):.
• Bureau of Indian Affairs, Tribal Priority Allocations

Department of Labor I
;• Training and Employment Services, including Job Corps
• : '» ;Department of Treasury |
• Community Development FinanciJil Institution Fund

Environmental Protection Agencj'
• EPA Operating Program
• 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



spectrum Auctions
(outlay savings in billions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Spectrum — -3.5 -3.5 -4.5 -14.8 -26.3 -32.3

Note: 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 svith expected receipts totaling $26.3 bUlion over five years and $32,3 billion over ten

years (CBO scoring).
, A 78 of soectrum piirrf.T$tlv allocated to analog broadcasting: Codiiy current Federal Communications

■ Commission (FCC) plans to reclaim surplus ."analog” broadcast spectrum after broadcasters have migrated to new digital channels.

2. A.inHnn of 36 MTTz nf snectrum rnrrentlv ^located to television channels 60-69:24 MHz wiU be reserved for public safety uses (e.g., 
police and emergency vehicle commumcatidns).

7 Rroaden 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 Anrtior “Vanity” Toll Free Tel cnhone Numbers: 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 cunent 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



Student Loans
(outlay savings in millions of dollars)

Total, Student Loan savings
1998
-241

1999
-240

2000
-151

2001
-81

2002
- 1,050

5-Year
Savings

- 1,763

10-Year
Savings

- 1,996

The Agreement provides for outlay savings of $1.763 bUlion over five years and $1,996 biUion over ten years from the student loan programs:

• savings will be achieved without increasingj costs, reducing benefits, or limiting access to loans for students and their families

• savings will be derived as follows:

(a) $ 1,000 miUion over five years from guaranty agency reserves

(b) $603 million over five years, and $606 million over ten years, from section 458.
!

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

in the direct loan program. j

05/16/97 10:55 AM



Civil Service Retirement
(deficit reduction in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Increased Agency Contributions -597 -591 -586 -582 -577 -2,933 -2,933

Increased Employee Contributions — -214 -423 -571 -621 -1,829 -1,985

. Increase agency contributions (encept Postal Service and D.C.) for Civil Service Retirement System (CSRS) by 1.51 percentage points 

effective October 1,1997 through September 30,2002.

• Phas*e in increased employee contributions to the Civil Service Retirement System (CSRS) and Federal Employees Retirement System 

(FERS).

. Employee contributions would increase 0.2? percentage points January 1. 1999;
a fiMl 0.10 percentage points for a total cuiUulative increase of 0.50 percentage pomts January 1,2001. Increased contnbutions tcmam in 

effectthrough December 31,2002. ; ;

. Legislation provides that agency contributions to FERS would remain unaffected by this change.

. The[CBO March Baseline is explicitly assumed for all CivQ Service Retirement options, including any potential FEHB options.

i I U.S. Postal Service
(outlay savings in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

End Transitional Payment tor 
Worker’s Compensation

-25 -33 -32 -31 -121 -261

. Tbe proposal would repeal the payment to the U.S. Postal Service (USPS) to fmauce workers eompensatiou benefits for employees 
injured before the USPS was cieated in 1971. USPS would be required to pay these costs out of the Postal Fund.

05/16/97 10:55 AM



Veterans Home Loan Benefit Fund
(outlay savings in millions of dollars)

1998 1999 2000 2001 2002
5-Year 
Savings

10-Year
Savings

Allow VA to use refund offset 
to collect deficiency balances...

-90 0 0 0 0 -90 -90

• This provision would aUow VA to collect outstanding VA loan guaranty debts by Federal salary offset or Federal income tax offset. 
Currently VA is prohibited from using non-VA Federal offeets to satisfy debts unless the debtor consents m wnting, or if a court has
determined that the debtor is liable to VA fpr the deficiency.

i
• This will save the program $90 million in outlays in the first year of implementation.

Veterans Compensation Program
' (outlay savings in millions of dollars)

- 1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Round down monthly 
compensation benefits after 

applying COLA

. -23.! : -51 -88 -101 -128 -391 ^ -1,469

• Authorizes VA to permanentiy round-down monthly compensation benefit payments to the nearest dollar after applying the annual COLA 

in each year, an extension of current law.

• The practice of rounding down monthly benefit checks is consistent with aU other major pension programs including veterans pensions 

and military and civilian retirement benefits.

05/16/97 10i55AM



Medical Care Cost Recovery
(outlay savings in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Mandatory Admin. Savings from 
moving receipts to discretionary

-118 -123 -128 -133 -139 -641 -1,427

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 
willlcsult in a mandatory savings of $641 linillion over five years and $1,427 million over ten years.

Veterans Pension Program
! ■ (outlay savings in millions of dollars)

1

i { ■

1998|' ’ 1999 2000 2001
1

2002
5-Year
Savings

10-Ycar
Savings

Extension of OBRA
Provisions for VA Pensions 
(SeeNo'te 1)

i
I

1
1 =

-133 -211 -143 -190 -677 -1,866

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,

• This pro\ision extends the authorization for VA to match income information submitted by beneficiaries with ERS and SSA records.

Note 1: The savings reflected in the table arc net of Medicaid costs.
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Veterans Housing Benefit Fund
(outlay savings in millions of dollars)

*
1998 1999 2000 2001 2002

5-Year
Savings

10-Year
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 enhancmg their 

value.
. To cover obligations of VA’s home loan program, VA secures its direct or “vendee’’ loans and ^arantees Ae ^rtificates sold to 

invdslors VA has its own securitization vehicle which issues multiple-class pass-through secunties ^d is taxed as a Real-Estate
Mortgage Investment Conduit (REMIC). Va’sREMlCcuixenUy carries the iull faith and credit of the Umted States.

1998 1999 2000 2001 2002
5-Year
Savings

10-Year 
Savings

Extend Higher Loam Fees/Resale
Loss Provisions (OBRA) & increase 
home loan fees for non-veterans

'M -228 -227 • -224 -219 -909 -1,993

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

n charee borrowers using VA’s home loan guaranty program a 2% instead ofa 1.25% fee,
2) charge veterans who use the loan guarantee benefit more than once a funding fee of 3 percent to reduce losses, and
3) include expected losses on the resale of foreclosed properties.

. Second, this provision increases the fee for non-veterans using VA’s vendee loan progr^ xheL
obsession of properties resulting fiom defaulted veterans loans, the homes are ultimately sold to the genial public. VA fin^ces tl^ese 
properties thro^ugh its vendee loan program, charging fees that are lower than those offered to veterans. This provision would raise these 

fees to 2.25% - the same up-front funding fee that the general public pays for FHA loans.
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FHA Assignment Program
(outlay savings in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Extend FHA Assignment -136 -145 -147 -128 -no -666 -1,126

. This assumes continuation of cunent law policy to provide FHA wth 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 expenencmg temporary economic
distress to stay in their homes.

I Vessel Tonnage Duties
(outlay savings in millions of dollars)

!

199811 1999 2000 2001 2002
S-Year
Savings

10-Year
Savings

Extend Vessel Tonnage Fees — 1 ; -49 -49 -49 -49 -196 -441

• This proposal would extend vessel tonnage, duties at their current levels through 2002. These duties, which would othenvise be reduced 
after 1998, are collected by the U.S. Custoijns Service from commercial vessels entering U.S. ports from foreign ports, based on their
cargo-carrying capacity.

1 ;

Lease of Excess Strategic Petroleum Reserve Capacity
(outlay savings in millions of dollars)

1998 1999 2000 2001 2002
,5-Year
Savings

10-Year
Savings

Lease Excess SPR Capacity — -1 -2 -4 -6 -13 -43

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

• Proposal assumes that a total of five million banels of oil are stored with a fee of $1.20 per barrel.
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Unemployment Trust Fund
(outlay savings in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Raise UTF Ceilings — — -200 -208 -216 -624 -624

• Increases the ceilings of the Federal FUTA-l\mded accounts in the Unemployment Trust Fund to increase trust fund solvency.

Unemployment Benefits
(outlay savings in millions of dollars)

i
19981■ 1999 2000 2001 2002

5-Year
Savings

10-Year
Savings

Ul Benefits Integrity -1181 L -158 -160 -162 -165 -763 -1,658

I I * .Provides savings in mandatory unemploynrbnt insurance (Ul) benefits due to increased discretionary spending on UI integrity activities 
(e.g;, increased eligibility reviews, tax audifs).

I

Assumes President’s Budget requested lev^L of funding for Ul integrity ($89 imllion in 1998) is provided in addition to continuing 
integrity activities already funded in the ba se UI administrative grants to obtain these savings.
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VA Medical Care Cost Recovery and SSA User Fees
(in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
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 proposal:
» BA 35 1 75 80 90 100 380 1,065

OL 33 ' 73 80 89 99 374 1,054

The proposals described below are included in [he 1998 Budget and are assumed in the Budget Agreement 

VA Medical Care Cost Recovery Fees
• The -1998 Budget included a proposal to shaft existing ofisctting receipts ftom the mandatory side to the discretionary side. The 

Agreement assumes that Medical Care Cost Recovery fees are available to support domestic discretionary spending associated with VA
Medical Care. i

. The[shift of the offsetting receipts from mahdatory spending to discreUonary spending has been incorporated into the Budget Committee’s 

adjifrted baseline.
I .'

SSA Fees ; _
• The Agreement assumes a proposal to increase existing fees to offset SSA-related spending.
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Earned Income Tax Credit
(deficit reduction savings in millions of dollars)

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Earned Income Tax Credit — -13 -36 -37 -38 -124 -332

• 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.

• 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)
t 1j

-■

5-Year 10-Year
;

1

1998 j 1999 2000 2001 2002 Savings Savings

Repeal appropriations under 
Smith Hughes

-1 i
1 .

-7 -7 -7 -7 -29 -64

• Eliminate the mandatory appropriation under the Smith-Hughes Act of 1918 in favor of increased discreUonary spending on job training 
and vocational education in the Administration’s GI Bill for America’s Workers.

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

• Activities funded under the Smith-Hughes Act can be supported by the Department of Education’s vocational education program.
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Environmental Reserve Fund
(outlay increases in. millions of dollars)

1998 1999 2000 2001 2002
5-Year

Spending
10-Year

Spending

Orphan share spending 200 200 200 200 200 1,000 2,028

• The proposal would provide new mandatory spending for orphan shares at Superfund hazardous waste cleanup sites. Orphan shares are 
portions of financial liability at Superfund sites allocated to non-Fcderal 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
! ; (outlay increases in millions of dollars)

1998 i 1999 2000 2001 2002
5-Year

Spending
10-Year

Spending

Priority Federal Land 
Acquisitions and Exchanges

300 L 150 150 100 700 700

• Under this proposal, up to $315 million woiild be available from the Land and Water Conservation Fund (LWCF) to finalize priority 
Federal land exchanges in FY1998 and FV 1999.

• Funding from the LWCF for other high priority Federal land acquisitions and exchanges (totaling $385 million) would be available in 

fiscal years 1999 through 2001.
1

• The funding will be allocated to function 300 as a reserve fund exclusively for this purpose.
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Major Mandatory Programs 

Medicare
(outlay savings in billions of dollars)

■

1998 1999 2000 2001 2002
5-Year
Savings

10-Year
Savings

Medicare, net -6.5 -16.8 -22.7 -29.0 -40.0 -115.0 -434.2

t Reduce projected Medicare spending by $115 billion over five years.

• 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). I ;

• Structural reforms will include provisions to give beneficiaries more choices among competing health plans, such as provider sponsored 

organizations and preferred provider organi^tions.
i

• The Medicare program reforms provide beiieficiaries with comparative information about their options, such as now provided Federal 
employees and annuitants in the FEHB pro^am.

* • I« 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 expenitures 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. i

• 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 biUion 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.
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Medicaid
(outlay savings in billions of dollars)

» 1998 1999 2000 2001 2002
5-Year
Savings

10-Year
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 a higher match for D.C., an inflation adjustment for programs in Puerto Rico and other territories, Part B 
premium interactions, and $1.5 billion to case the impact of increasing Medicare premiums on low-income beneficiaries.

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

Savings derived fiom reduced disproportionate 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 
uimecessary administrative requirements.
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Immigration, Nutrition Assistance and Work
(ouday increases in billions of dollars)

1998 1999 2000 2001 2002
5-Year

Spending
10-Year

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 3.2 3.3 3.4 2.5 2.0 14.2 22.5

Immigrants \
i

• Kligibilitv 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, 19!96. Those disabled legal immigrants who entered the U.S. after August 22, 1996, and are on 
the rolls before June 1, 1997 shall not be removed.

• Refljpees and asvlees. Lengthen the exemp^bn for refugees and asylees from the first 5 years in the country to 7 years in order to provide
SSI Medicaid. |

Nutrithn Assistance i
l i :

• Redirect existing food stamps employment^d training funds and add $750 million in new capped mandatory funding to create additional 
work slots for individuals subject to the tiine 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 ^

• Add $3.0 bilUon 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.
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Children’s Health
{outlay increases in billions of dollars)

1998 1999 2000 2001 2002
5-Year

Spending
10-Year

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)

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

1. Medicaid, including outreach 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

I.

2. A program of capped mandatory ^ants to States to finance health insurance coverage for uninsured children.

The resources will be used in the most cost-effective manner possible to expand coverage and services for low-income and uninsured 
children with a goal of up to 5 million currently uninsured children being served.
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Budget Process

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 (firewaUs) for Defense and Non-Defense Discretionary (NDD) at agreed levels 
shovm 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 caps (VCRTF) at levels shown in agreement tables.

■ Extend and update special allowance for outlays; extend existing adjustment for emergencies.

■ Cap adjustment for exchanges of moneta^ assets, such as New Arrangements to Borrow, and for international organization arrears.
j

Extend PAYGO to 2002. |;

Revise the asset sales rule, which prohibits scoring 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.

; I
The Superfiind tax shall not be used as a revenue offset.

Reduce paygo balances to zero, including thbse derived fixjm budget agreement.
i

Provide for debt limit increase sufficient to extend limit to December 15,1999.
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Congrs^i-ot4je^2aiuteb
Plastlington, jBC 20515

Tke Honoratle William J. Clinton 
President of tke United States 
Tke Wkile House 
1600 Pennsylvania Avenue, N-W.
Waskington, D.C. 20515

May 15. 1997

Dear Mr. President:

Wc would like to take tkis opportunity to confirm important aspects of tke Balanced Budget 
Agreement. It was agreed tkat tke net tax cut skall ke $85 killion tkrougk 2002 and not more tkan $250 
billion tkrougk 2007. We belies tkes^ levels providc^'enough room for important reforms, including 
broad-based permanent capital gains tax reductions, significant deatk tax relief, $500 per cki]d tax credit, 

and expansion of IRAs.

In tke course of drafting tbe legislation to implement tke balanced budget plan, there are some 
additional areas that we want to be sure tbe committees of jurisdiction consider. Specifecally, it was agreed 
tkat tke package must include tax relief of roughly $35 billion over five years for post-secondary education, 
including a deduction and a tax credit. We believe this package skould be consistent with die objectives put 
forward in tke HOPE scbolaxsbip and tuition tax proposals contained in tke Administration s FY 1998 

budget to assist middle-class parents.

Additionally, tbe House and Senate Leadership will seek to include various proposals in tbe 
Administration’s FY 1998 budget (e.g., tbe weli^e-to-work tax credit, capital gains tax relief for kome 
sales, tke Administration's EZ/EC proposals, brownfields legislation, FSC software, and tax incentives 
designed to spur economic growtk in tbe District of Columbia), as well as various pending congressional 

tax proposals.

In tkis context, it should be noted that the tax-writing committees will be required to balance the 
interests and desires of many pa^es in crafting tax legislation witkin the context of tke net tax reduction 
goals wkick have been adopted, while at the same time protecting tke interests of taxpayers generally.

We stand to work witk you toward tkese ends. Tkank you very muck for your cooperation.

Sincerely,

Trent Lott
Senate Majority Lcade:
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CongrefiJf of t!je ®nitei> ittatei
ViBatbinaton, 9C 20515

@027

May 15. 1997

Mr. Erskine Bowles 
CKief of Staff to
tke President 
Tkc WKite House 
Waskiniton, D-C. 20502

Dear Mr. Bowles:

We ate wiitiiig to express our de-sire for continued cooperation ketween Congressional staff and tkc 

staff of tke various Administration agencies during tkc d^elopment of tke current kudget agreement.

Muck of tke most difficult work in connection witk tke kudget agreement will invoke tke 
development of tke revenue provisions tkat will satisfy tke parameters of tke agreement. HUtoncally. tke 
staff of tkc Joint Committee on Taxation kas provided tecknical legal and quantitative support to the 
House and Senate. Tke Budget Act requir^s tke use of Joint Committee on Taxation revenue estimates. 
Ken Kies and kis staff ate committed to faeiktating our work on tkc tax provisions of tkis budget 
agreement. You can ke assured tkat tkey will cooperate witk Administration counterparts In receivrng 
Administration input as tkey cany out ikcir statutory responsikilities.

Tke revenue estimating staffe of tkc Joint Committee on Ta.xation and tke Office of Tax Analysis 

at Treasurv kave a long kistory of cooperation and communication among analyst, (t is our 
understanding tkat steps kave already keen taken to insure tkat tke cooperative efforts of these two starts 
will ke intensified during tke current kudget process. It Is also our understanding tkat tke professional 
staffs at tkc Office of Tax Analysis at Treasury and tke Joint Committee on Ta.xahIon will consult and 
share information necessary to understand fully the basis of tkeir revenue estimates and to minimize 
revenue estimating differences. Tke proposal shall not cause costs to explode in tke outyears.

Now tkat we kave agreed upon tke overall parameters of this signifecant agreement, an Inordinate 
numker of details concerning specific provisions must ke drafted and analyzed by tke JCT and tkc 
committees of jurisdiction. We look forward to working witk tke Administration.

Sincerely,

Newt Gingricn 
Speaker

Tren^rott 
Senate Majority Leader
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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 prognun, to levels lower than the current 
baseline; to authori/xi appropriations under the Smith-Hughes Act only through fiscal year 1997; 
and for other purposes.

ftp IT enacted hv the .Senme. find House of Representatives of the United Slates of AHieriCfl 
in roppress 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 (20U.S.C. 1072) is 

amended by adding after subsection (g) the following new subsection:

"(h) RF.r.Al.T. OF RF.SF.RVLS.- (1) (A) Notwithstanding any other provision of law,

the Secretary shall-

“(i) 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 ftinds held by, or under the control of, any other entity) to a restricted 

account in an amount (based each gtiaranty agency’s proportionate share, as determined by the 

SecreUiiy, of all reserve funds held by guaranty agencies as of September 30,1996) that, when 

combined with the amount so transfened by all other guaranty agencies in such year, equals

$200,000,000 in the aggregate; and

“(ii) recall, in fiscal year 2002, from the reserv'e 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.
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equals $1,000,000,000 in Uie aggregate.

“(B) If the amoiinl in tlie icstriclcd accounts described in subparagraph

(A)(i) is insufficiem to satisfy 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 Secretary.

“(C) Funds returned to the Secretary under this subsection shall be

deposited in the Trea.sury.

"(D) The restricted accounts described in .subparagraph (AXi) 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 fimds in such account, 

for any purpose.

“(E) T he 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-

"(i) remain the property of the United Slates; and

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

are appropriate ".
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DIRECT LOAM FEE FOR ORIGINATION SERVICES

SEC. 102. Section 4$2 of ihe Higher Education Aci of 1965 (20 U.S.C. I087b)is

amcnded-

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

(2) by redesignating subsections (c) and (d) as subsections (b) and (c),

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" tlirough 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 yeai 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 cl SfiQ.) is amcnded-

(1) in section 1 (20 U.S.C. 11), by inserting “through the fiscal year 1997" after

“euinually 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";
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(3) in3CClion3(20U.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 llie 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”.

# « #



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. Outlay 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 5 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

Budget Agreement:
Outlays -241

1999 2000 2001 2002 1998-2002

-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.
•Committee 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.)
•Banks 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 0MB staff will meet to discuss issues with House authorizing committee staff on 6/5
0

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 he 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. 0MB and Legislative Affairs concur with this.

FYI, I 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 proposals.

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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Student Loan Interest Rate 
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