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UNITED STATES DEPARTMENT OF EDUCATION
OFFICE OF THE SECRETARY

October 4, 1994

MEMORANDUM TO CHRISTINE VARNEY
ASSISTANT TO THE PRESIDENT AND
Secretary to the cabinet

/

FROM;

SUBJECT:

j / LESLIE THORNTON

POSSIBLE DIRECT LENDING/CONSOLIDATION EVENT

This memorandum is in response to a request for options for a Presidential event on 
Direct Lending and/or Loan Consolidation. In keeping with the theme "making college more 
affordable" and in consideration of the possible cites the POTUS may be visiting this month, 
we make the following suggestions.

STATES/T .OCATTONS:

Michigan

There are direct loan schools* in each of the states we understand the POTUS might be 
visiting but Michigan presents a unique opportunity. The University of Michigan has 
processed the largest volume of direct loans as compared to any other instimtion, and 
Congressman Ford, the leader in pushing the legislation which resulted in direct loans, is 
retiring.

New Jersey

In New Jersey, "direct loans for middle income America," is one of the primary 
accomplishments Senator Lautenberg is promoting in his TV ad campaign. There, we might 
do an event at a school.

possmi .F. f,vf.nts/vt.<;t t a t

► At any of the direct lending institutions or other sites, we could have parents 
and students in the audience. A financial aid administrator could describe how 
much easier, faster, and more effective direct loan processing is as compared to 
the FFEL program (we did this successfully at our customer service day event.)

' We can provide the percentage of loan volume which is being committed in 
each of the states the POTUS may visit.

400 MARYLAND AVE.. S.W. WASHINCTON. D C. 20203

Our muision is to ensure equal access to education and to promote educational excellence throughout the Nation.



Another possibility is to have a student and/or a parent describe the new direct 
loan processing system, emphasizing its simplicity, speed, and many repayment 
options.

We also could do a computer demonstration at any of the cites where an 
individual would ii^)ut data into the computer servicing center in Iowa resulting 
immediately in a loan origination form and promissory note being printed out 
while we wait. This idea is particularly interesting because it could make 
for a good visual and incorporate other Administration themes/initiatives 
like re-invention and technology.

We have a series of quotes from many of our direct lending users touting the 
improvements of the program (see Attachment A). A listing of these quotes 
might be distributed to the press, the POTUS might wish to include a few of 
these in his comments, or we could do a visual of the more catchy quotations.

Also appended (at Attachment B) is a before and after processing chart 
comparing the FFEL and direct loan process. This could be blown up as a 
visual as well.

The Federal Direct Loan Program will save over $4.3 billion. We might try to 
come up with a creative visual to emphasize this accomplishment.

Because the POTUS is so affective in a town-hall type setting, we might 
consider conducting a forum at a college - perhaps even MTV- at which the 
POTUS could answer questions from students and graduates who have loans, 
want to consolidate, or apply to the direct lending program. This would be a 
terrific forum in which to talk about the benefits of the Income-Contingent Loan 
Repayment Program (Lfi., permits young people to take public interest jobs and 
give back to their communities without the penalty of unmanageable debt).

OTHER

As you know, we are now gearing up for loan consolidation (s^ appended 
memorandum to the POTUS regarding the program at Attachment C). The 
POTUS might mention this program which potentially helps millions of 
American youths and adults.^ We will be outlining, in the near future, how 
persons will be able to consolidate their loans and take advantage of the 
President's Income-Contingent Repayment Program and other repayment plans.

^ The President's Income-Contingent Repayment Program also has the potential 
to reduce the country's default rate. The Department plans to demonstrate this program with 
5000 defaulters during October. Defaulters cost the federal government over $2 billion; we 
are now down to a 15% default rate - the best ever.



The POTUS could kick off the initiative but qualify it by emphasizing that 
details about the programs will be provided by the Department before the end of 
the year.



ATTACHMENT A



Attachment A

GEN-94-29

U.S. Department of Education Student Financial Assistance Programs August 1994

f As part of our initiative to keep the financial aid community and others interested in the federal Student 
I Financial Assistance Programs (SFAP) informed of major management improvements and other major 
j initiatives under way in SFAP, we plan to distribute a monthly update to the community through SFAP 

Highlights. In addition, the Department of Education (ED) has established a Bulletin Board on the Internet 
system to facility and encourage open communications between schools and the Depanment.

DIRECT LOAN UPDATE
Some people thought the Department of Education would not be able 
to implement the Direct Loan program successfully. They thought 
it would be burdensome and difficult to administer. Here is what 
some of our Direct Loan users are .saying about the program.

Rich Woodland of Rutgers University reports a 65 percent 
reduction in overtime. His award packages are up-to-date 
and he still goes home at 5:15 every evening. Rich also 
reported that he has almost eliminated the need for short­
term loans.

Scott Atkinson of SUNY Brockport told us about his pleasure 
at being able to provide one-stop shopping to transfer 
students who walk in concerned about how long they will have 
to wait to get their loans processed. Scott can take care 
of them that day.

Karen Fooks of the University of Florida raves about the 
greater control she has over the entire loan process.

Allan Hammond at Memphis State: "When we were with the FFEL
program our office would be inundated with phone calls this 
time of year, now it's quiet."

Becky Jensen at the University of Minnesota in Duluth: "The
Servicing Center has been very responsive. If there are any 
questions, they are answered on the phone or the Center says 
when they can call back. And they really do call back."

Ron Dunn at the University of Idaho: "Parents are amazed
that there isn't more to do. They just complete a 
promissory note and then have their account credited, 
without having to wait for banks.

ED/0PE94-7



Direct Loan Task Force 

U.S. Department of Education 

(202) 708-9951 

(201)401-3424 (fax)

Attached are some reactions put out on the internet from large institutions 

implementing Direct Loans, the Direct Loan weekly program update, an 

application and information brochure, and a schedule of training sessions 

open to non-Direct Loan schools.

Staff from the Direct Loan Task Force are available to answer any questions 

others at the university might have. Please call the Task Force at (202) 708- 

9951 if you have additional questions.

Attachments



1995-96 Direct Loan School Pariicipation Update

The total number of schools selected to date to participate in Direct Loans in 

1995-96 is 1,263. Including the 104 selected in the first year, this total 
represents more than 33 percent of the total student loan volume. The 

closing date for schools to apply to participate in the program in 1995-96 

has been extended to November 1 to allow schools that have not yet applied 

an opportunity to see a complete cycle of the Direct Loan process.

Training for all 1995-96 Direct Loan school participants has begun and will 
continue through December 1994. To date, more than 2,100 individuals 

representing more than 370 schools have registered for the training.
Training beginning in January 1995 will consist of classroom training 

sessions, video conferencing, PC software tutorials, user-fiiendly guides, 
training labs, and other techniques to make sure schools learn everything 

they need to know about administering the Direct Loan Program.

1994-95 Servicer Activities as of September 29

Loans booked —66,749, representing $134,029,552
Origination records received —247,764, representing $1,033,975,641

Public Reaction of Schools Participating in Direct Loans 1994-95

SUNY-Brockport - The program is so much simpler than FFEL that they 

have completed awarding aid to 800 more students this year than they had 

last year at the same time.

Transfer students come into the financial aid office ejqjecting to have to 

begin a long and tedious process to get loans and are shocked to find that 
the school can process the loan, produce a promissory note for them to sign, 
and transfer fimds to them that day.

Rutgers - The financial aid director at Rutgers stated, “Direct Loans has 

resulted in a 65 percent reduction in overtime at Rutgers and a 50 percent 
reduction in telephone calls from students with questions about their aid



packages.” He went on to say, “We zire up to date on all aid transactions 

and the staff and I are able to go home at 5:15 pm each night.”

Western Michigan University - “This [Direct Loans] is beyond a shadow of 

a doubt the way a loan program should have been designed 20 years ago.
For those of you who have concerns, so far the Department of Education has 

just been super!”

CAD Institute - A small proprietary school (300 students) stated they have 

successfully implemented Direct Loans with a staff of 3.

University of Florida - The financial aid director stated, “Some time ago, 
FFELP at my campus was considered beyond repair. Direct Loans is a step 

in the right direction toward loan simplification. Other administrative 

benefits include a happier, more in-control fmancial aid staff who are better 

able to meet their customers’ needs; an overall cash flow improvement for 

the school, resulting in fewer tuition and fee deferments and fewer short­
term loans; and new income of $150,000 through the Direct Loan 

administrative allowance.”



I was going through the financial aid forum on 
Internet, and saw a continuing thread of 
comments firom Ist-year schools concerning 
their experiences with Direct Loans. It made for 
some interesting feedback on how schools 
handle lending through their financial aid office, 
and how it affects their students.

Mike High 
Information Section 
September 15,1994

Subject: Re: Joys of EFT

Speaking strictly from our institution's viewpoint. Direct Lending has 
done exactly what we expected it to do-provide students (the ones that did 
everything they were supposed to do) with their loon funds when they 
needed it. Everything flowed so much smoother this year and needled to 
say our Bursar's Office was greatly enthused by the lack of checks to be 
handled. In oU honesty. I feel it has been a tremendous success at our 
school. We were sold on the concept from the very beginning and hove 
not been disappointed yet. However. I do caution all Year 2 schools to 
prepare oppropriately-there is a lot of work ahead. But then I feel .that 
is to be exp^ed with any new program.

Brenda Thompson
West Virginia University
U0636@WVNVM.WVNET.EDU

Subject: Re: Joys of EFT

m give a very quick general reply.. .ifs the first week of school and 
we're rather busy. In spite of some initial bugs, we ore over 2000 loans 
ahead of lost year at this time cmd we have been 2 staff members short 
(due to retirements.. .not cutbacks). Since this is our initial year, 
we hove stiU had lots of phone colls and peopjie coming in...some things 
never change. However, I feel that next year*we will see some big changes 
there as the students will have been 'trained'' to the new program. Our 
University cashier shakes my hand everyday with tears in Itis eyes. Has it 
been a stroll in the park...no, but overall we are very happy... we have 
not experienced any disasters, so far. Ifs the only way to go!!!!



Subject; Re; Joys of EFT

Doug, Ohio University is preixning for our fall disbursement on Sept. 
9,and even though we did Direct Loans for summer, fall is the BIG test. 
The phrase -’Where is my check' has been replaced by 'I hove not 
received my Prom note". I really don't think you con win.
Nevertheless, two of the benefits we see are; 1.) no long lines to 
endorse the checks, and 2) conectlons and adjustments ore really easy 
to do. We anticipate that on Sept 9 more than 5 million wlU be 
electronically tronsfened to student accounts. This will moke some of 
the start up pain seem worthwhile. We ore a mainframe DL school. I 
think that the payoff will come winter quarter when the bulk of the 
prom note process is behind us and we just hove to transfer the funds.

Subject; Direct Lending

We ore a year one school in Direct Lending and had our big registration day 
two days ago. The biggest joy of Direct Lending is having the money ready 
for the students when they e:iect to receive it. For those students who hadn't 
yet signed their promissory notes, we simply ran a duplicate copy and had 
them sign it at the office. Today we ore disbursing the funds for those 
students. We figure that we are 4-6 weeks ahead of last year's schedule in 
terms of students getting their funding and numbers of loons processed.

The critical aspect of Direct Lending is to allow plenty of time for working 
through the process. You will basically be redesigrring some of your internal 
procedures and communication needs to be happening on a re^or basis 

with all parties who will hove a hand in the processing of Direct Loans.

We are very pleased with the program and our students have definitely been 
the beneficiaries of better service. I would highly recommend that year two 
schools try and link with a year one school so you don't hove to reinvent the 
wheel. We have learned several things throughout this process and are 
eager to shore our experience with those who will be starting up next year. 
We are
using EDE and exporting to FAMS (88.1).

Harriet L. Rojas
Associate Director of Financial
University of Idaho •*

—2—



Subject: Re: DL Questions

Bob, I wouldn't reject a mix of pc and main frame out of hand. We hove 
successfully brought up a program that has delivered in round numbers 
12,000 loans worth 30 million on such a mix and if my memory serves me 
correctly we hadn't written a line of code by the first week in May.
The governments software has y^orked well and we expect that new versions 
will work even better. CXir approach has been to use existing main frame 
data base and botch programs such as verification, packaging, award letter 
creation etc and then write software that cross walks information from 
the governments pc software to our main frame and back the other way. 
Benefits include coming up quickly, less resources spent in first year, 
less training of counseling staff ie it all looks the same to them on 
main frame screens, good experience in running big programs in a pc 
environment from your office (giving you future options in operations), 
you take better advantage of government training this way and you buffer 
yourself against change which should be expected in a new program and 
is expensive to hondel on main frames. On the down side we hove 
experienced some long machine runs, but never so long os to foil cord we are 
approaching fixes to this through hardware and software ac^ustmenits. We 
think this has been a cost effective approach through which we hove learned 
a great deal that will come in handy for other programs in other times.

Whether or not you hove time I con only soy that you will hove more time 
than we did and although I cant soy it was a cake walk we hove token 
on change that has been more burdensome than this. We brought up a 
brand new image processing system at the same time as we brought up 
Direct Loans and that was as much a challenge as DL. My suggestion on an 
approach to get started would be go to the earlist govt training you can and 
bring a team from your office including your technical types, maybe go 
twice. Then organize yourself into four areas: Technical with an analyst and 
a programmer. Communications with folks thinking through the need for 
keeping staff, faculty and students informed of the changes to expect 
in their life os a result of DL. Operotiorrs a group who needs to think 
through the printing mailing, collecting, data entry, and sending of 
promisory notes to the servicer, finally a quality control group that 
looks over everyone elses shoulder and asks questions. A small school 
could go about all this in a much less formal way, but just the very 
number of things that need to done hondeled. and people communicated 
with in a large volume operation requires you to more fomcdly organize 
and delegate. •*

As I indicated before we had to hustle this summer to make it all come 
together, but we had three times the amount of money on the bill as lost 
year on bill due dote. Our counselors could answer questions when things 
didn't appear to be working out for a student. If a student claimed he



never got a prom note we could detemune at a workstation that we had or 
had not printed a prom note on what dote and where it was mailed.
Generally speaking the promise of control over your lorgist program did come 
true. Sure we blew some loons just like the guarantors and lenders did but we 
had in our hands to fix it and fast and we could explain what happened.

Now we are finding that many things that we did before in processing aid 
was designed to accomodate how we related to other agencies and the 
delivery of part b loans. The big savings will come as we adjust to not 
having to do certain things any more. People often ask how many staff 
did you have to add? Sallie May indicated in thier study of lost year 
that we would need dozens more. I got news for them we did with one less 
and we and the bursar will do it with fewer fall and spring start up staff 
than we hove ever done with before next year. We ore trying to get a handle 
on postage, telephone, paper and printing costs. The total seems about the 
same but we spend in different ways.

At any rote sorry to ramble but I really think you hove plenty of time 
but urge you to get to one of those training programs soon so you can 
begin to get your hands dirty with the concepts envolved. In the end 
everyone has to make it work in their own enviomment. No one can really 
tell you how. They can tell you what you hove to do but in the end you 
hove to decide that ok we will do it this way here because of this exi^g 
policy or personality or resourse or lack of resourse.

One final thought envolve your business people early. Talk through things 
like refund checks, earlier money on accounts, disaster plans. Our bursar 
brought up a capability to produce checks on line rather than our old three 
day botch process and also started a new policy of mailing refund checks 
that were ready before the first day of school so that students would get 
them in thier mailboxes on the first day of school. Taken together with
DL and a nightly disbmsment on our part ....we revolutionized how school
starts around here.

of Cnlnmrfn at BouldOTSullivan, lirLversi

Subject: Re: DL Questions

The University of Florida chose to process Direct Loans strictly via the 
mainframe and we believe that Direct Lending was definitely worth the pain 
of rewriting all our computer systems. As of the end of the third week of 
classes we hove paid out over $ 11 million more in Staffords and nearly 3000 
more students than we did at this some point in time a year ago. My bursar 
told me last week that they hove token in $ 1 .€ more in fees as weU.

We decided to use the mainframe because of our size (38,000 student body, 
29,000 applicants, nearly $100 million DL volume), the fact that all our 
financial aid systems are on the mainframe, and that our office PC 
environment is strictly Macintosh-based. We began programming right after



going to training in early March ip94. It hasn't been easy especially otter my 
key DL programmer quit the first week in August (unrelated reasons), but we 
are already seeing the benefits even though we haven't finished writing all 
the pieces. We still have to send disbursement records back to the servicer 
and write the programs for reconciliation.

Because of our late start, we haven't realized the full benefits of Direct 
Lending yet. We didn't begin sending loan notes out until mid-July so we had 
a flood of students turning them in the first two weeks of the term. We will 
really see the improvements by the Spring semester when virtually all our 
students will be 'clean" and paid during the first week of the term. Next Fall 
should also be a vast improvement because we will be able to get on earlier 
start.

I would echo all that Jerry said about creating management and technical 
teams and involving the business office all the way. This has created a 
greater partnership between us and the business office than we hove ever 
experienced before.

We hove not added any additional staff to handle Direct Loans although it 
would hove helped to hove an additional programmer for one year to get this 
thing underway. We hove more than enough work in the office in general for 
ten additional staff so I won't say we could hove gotten by with fewer! but 
problem-solving as for as Stafford goes has been a breeze. No more hide and 
seek and multiple phone colls to track down a missing check. But since I 
figure to get somewhere between $125,000-$ 150,000 in DL administrative 
allowance annually, I do plan to treat myself to a couple of new staff in the 
coming months. We will put one in the systems area and at least one in 
customer service. I suppose TU have to give some of it to the business office too 
tho we are doing everything here except drawing down the money, entrance 
and exit interviews and cutting and mailing the checks.

like Jerry, we've blown it a few times and hove spent more than a few days 
tracking down missing batches, finding out why things bombed etc. But we 
go
through that kind of stuff annually with EDE so we're used to it.

The choice to go mainframe or moinframe/pc has to be a ijersonol coll based 
on the size, experience and current workload of your programming staff, loon 
volume, hardware, status of your existing computer s^em etc. Mainframe 

works for us but it would soy the moinframe/PC mix is probably the best • 
choice for the majority of institutions.

It isn't too late to decide to get in for Year 2 bul it also isn't too early to 
begin working now to get training and bring your system up. The additional 
3-4 months would hove made a world of difference to us this Fall.

Karen Fooks 
University of Florida



Subject: year one dl response

Ohio UniversitY Electronic Communication

Ohio University, like the University of Florida, chose to implement the 
Direct Loan Program on the moinlrame. We ore on IBM mainframe school 
and the financial aid office does not hove a LAN (we ore scheduled for 
LAN hookup in Oct). Whether a school decides to be strictly mainframe,PC, or a combination depends very much on the current s^em in use.
We hove a home grown system. If you hove a commercial vendor for your 
software some of the development work may be done for you.
Remember one of the advantages of Direct Loons is the flexibility it 
allows you.

We started with a very old outdated system that had suffered for many 
years from lack of attention. Computer r^urces are always limited 
and financial aid was never high on the list once the annual updates 
were done. But with the advent of DL and the selection for year one. 
we finally got the long overdue attention we needed. Because many of 
our programs needed to be changed, we were able to change more than 
just the loon processes. We improved the award letter process, 
initiated the use of bar codes etc. None of these improvements could 
hove happened without DL.

In the early spring, we put together a group of staff, technical folks, 
and the bursar and began meeting every week to try to plan, do 
timefines, status reports, etc. In addition I took as many staff 
members to the training sessions os possible. We requested and 
received a modest additional travel allowance for training. We did not 
receive additional staff for this project. However, the computer team 
did hire one temporary programmer for a 3 month period to assist with 
the programming.

Because the time lines were so short, we hove worked long hours , 
scaled many obstacles and travelled a road that was at times, quite 
bumpy. Nevertheless we ore nearly there. Like Karen, we still hove 
the lost few pieces to put in place, namely reconciliation and some 
final touches on disbursement. But we are also beginning to see the 
rewards.

Lost year we processed 9.100 loans (opprorimotely 30 million) the 
entire year. This year we hove certified more than 10,600 year to dote 
(More that 50 million). We hove disbursed nearly 7.4 million dollars 
in the first fall loon disbursement, compared to 1.3million for the 
some period last year. We hove seen 23% fewer students with problems 
the first week of classes. Prom notes were late because of the



piogiamming and were sent out in late July and August, now the late 
prom notes ore in the office for students to sign. We will moil them 
all in spring and summer next year.

Prom note processing is on area where we were able to shift staff. The 
staff that handled checks is now doing notes, which ore bar coded for 
easier and faster processing (actually students do this).

The real payoff comes with adjustments/conections. You hove control 
of the process. You con fix the problem, you do not hove to try to 
determine what this guarantor wonts or what the guarantor wont do.
Its aU in your control.

Two benefits that we predicted would result from DL were 1. Improved 
service for students, i.e. faster delivery of funds and 2. improved 
cash flow to the institution(we are not carrying students with large 
outstanding balances waiting for loan proceeds). This week both 
benefits were realized, much to the pleasure of the administration.

Advice, if any can be given, would be involve as many as you con from 
the begirming, plan for delays, look hard at the PC software provided 
because the screens ore already there. You probably can do it without 
new staff but may need to look closely at the prom note processing’ 
because this con be a bottleneck if volume is heavy. Who will handle 
the notes, the fa office or the business office. If you handle the prom 
notes, will you put the loarrs on one note or separate notes, 'Who will 
reconcile the funds, the Bursar or someone in toe fa office? Be 
prepared for jobs to change and use toe opportunity to do things 
differently or better.

We did not receive any more money in toe operating budget and we did 
not receive more staff, but we knew this from toe outset. As predicted 
you do not need dozens of new staff to do Direct Loans.

The major problems we hove encountered hove been toe very tight 
timelines, and toe small number of programmers available (those who 
have worked on this project have created miracles in on impossible time 
frame). We hove had our share of 'fixes’, restored files, bad 
assumptions etc. Some of this was toe result of toe antiquated system 
we hove. Everyone's system is different and your needs will be also.

If we had it to do all over again, I would have made toe some decision. 
Direct Loans put toe students back where they belong—at toe center of 
this business. Our purpose is to provide toe*best service possible and 
to deliver financial aid in a timely manner .Thanks to a wonderful staff 
we are nearly there. GO DIRECT LOANS!!!!

CAROLYN SABATINO



Date; Mon, 19 Sep 1994 17:46:07 -0700
From: Ed Vignoul <EVIGNOUL@OREGON.UOREGON.EDU>
Subject; Response to Charles Pruitt's questions about DL prosram implementation

Charles:

I inadvertently deleted your message but decided I would respond to the whole 
list since there may be others who might be interested in my responses.

Q. Is the system worth its initial investment?
A. Absolutely...we would do It again in a heartbeat. As you are well aware 

the University of Oregon Is the only school that Is both year one DL AND 
currently using the SCT Banner FA system. We are sharing our programs and 
experiences with the folks from SCT and I'm sure that they vrill do 
everything that they can to ensure that the year two DL schools, and the 
year one DL schools who >will start using the Banner FA system for 1995-96. 
will have a totally integrated approach to implementing Direct Loans.

Q. What was the game plan which your university took to make sure that all the 
offices acted in a coordinated fashion?

A. The entire University administration (from the president on down) was 
committed to the successful implementation of the Direct Loan program 
for 1994-95. To facilitate this endeavor, the Director of Student Financial 
Aid was made responsible for getting an "implementation team" together 
which was made up of representatives from ail of the departments that would 
be major players in the process...I.e. Financial Aid, Computing Center and 
Business Office. The initial meeting was during the first week In Februaury. 
with the following representation; FAO - 3, BO - 6, CC - 4. After the ' 
initial breifing, it was quickly decided that the actual work and decision 
making process would take place in a smaller group...FA(2),BO(3),CC(1)... 
under the direction of the FA Director. We have met about once a week for 
one hour since the middle of February. I am pleased to report that we have 
worked very well together and it's all woridng quite nicely.

Q. Was staffing an issue?
A. No. We have implemented Direct Lending without adding staff in any of the 

offices involved. Obviously, the preponderance of work that has occun*ed to 
this point has been done by our Systems Analyst in the Computing Center.
He is absolutely amazing and we are very appreciative of his efforts.

Q. Is the administrative fee worth the effort, and if it is vyhat will you use 
the funds for?

A. Yes. The administrative fee will go the way of all the other administrative 
fees that we receive for FA...that is it will go into the "great 
administrative fee pot In the sky" and the University will provide us the 
funds we need (hopefully) to do our job.

Q. What is the best selling point for the Direct Loan Program?
A. It allows us to provide IMPROVED LEVEL OF SERVICE for our students and their 

families. It also allows us to maintain control of what's happening and if



perchance we make a mistake (god fobide, wash my mouth out,...) we can make 
sure that it is rectified immediately. OR in the unlikely event that the 
student might change his/her mind about the amount they want to borrow, we 
can quickly make the appropriate changes and get the additional money to the 

student.

Q. What is its weakest point?
A. The biggest problem that I can discern is that it wasn't started this way 

in 1965. Seriously, I believe that any problems that arise are being dealt 
with in a very timely manner by the U.S. Dept, of Education and they seem 
to be willing to be flexible and committed to making this thing called 
Direct Loans work very well.

I guess it should be obvious that I am/we are extremely pleased with the way 
the Direct Loan program is working at the University of Oregon and I am/we are 
committed to providing any assistance we can to ensure that year two schools 
have the same,or better, posrtive experience. If you should have any questions 
or need additional information, please feel free to contact me via e-mail, 
phone or whatever.

Ed Vignoul
Director of Student Financial Aid 
University of Oregon 
e-mail: evignoul@oregon.uoregon.edu 
phone; (503) 346-3205

End of FINAID-L Digest -18 Sep 1994 to 19 Sep 1994



NATION

Studenlj loaus^anges startfwc^l
KNIGHT-RIDDER NEWS

As financial aid director Earl Dowl­
ing walked towards his otDce at Iowa 
State University earlier this month, a' 
colleague noted the absence of the long 
lines for student aid that traditionally 
Signal the start of the school year. 
'•-“The lines are gone," Mr. Dowling 
sAld. "We are much more dBcienL"

He credits the new Federal Direct 
Student Loan Program, in which stu­
dents borrow from their schools instead 
of frxim a bank or other third-party 
pjovider.
-• In an age of deep skepticism toward 
new government initiattves, the l?<«n 
program begun July 1 at 104 colleges, 
iiniversities and tr^e' schools nation­
wide'is generating Caiiy optimism. 
Some educators say it promises to ease 
the student loan process by cutting out 
■middlemen and confrision, and by low­
ering administrative costs. '

The program provides government 
109ns of about $1 billk)n,‘or 5 percent cf 
^ 120 billion student loan program for 
the 1994^ acadonic year, and wiU 
iMXOunt for at least 60 percent cf total 
student loans by the 1998-1999 academic 
year, according to Department cS Edu- 

•'cation ofBcials.
Under the existing federal student 

-program, which will be phased out, 
students go throu^ an often tedious 
'and confusing loan process that in- 
•volves banks and guarantor agencies.

^ ln:an age of deep ^ 
skepticism toward new 
government initiatives, 
the loan program begun 
July 1 at 104 colleges, 
universities and trade 
schools nationwide is 
generating early 
optimism.

■ \They fi?equently wait sir weda or 
longer for checks to be issued. If there 
are delays, they often have to deal with 
out-of-state creditors who have bought 
their.ddits on secondaxy markets..:..

Under the new process; which finan­
cial aid oCDcers said takes three days or 
less, educational institations approve 
stodat applications and deal directly 
with the Dq^aitmoit d Education for 
loans. Students fill out a simplified loan 
appUcation that Inchides a promissory 
note. And cakulation fixmolas for dif- 
ferrat loan and grant programs have 
been unified; in the past, students had 
to fin out several forms.

David Longaneckm, the Department 
of Education’s assistant secretary for 
post-secondary education, says the pro­
gram wfll cost the government money 
in its first year but wiU save more than

14 billion by its fifth year.
The streamlined procedure saved 

money, Mr. Dowling said, because he 
did not have to hire additional part-time 
help for processing applications. And 
be expected to save another $13,000 in 
telephone caUs — the amount the 
school spent last year caUing lenders to 
check on delayed checks and resolve 
other problems.

"Our students are now moving into 
residaioe halls for the new school 
year,” be said, "and their loan checks 
are waiting for them.”

Univm^dty of Floida fina.''-^ add 
director Karen Fooks said the program 
bad allowed her ofifice to rthiinate 
considoable paperwork. Among-otba: tbinga, she saH loans will be d^bsited 
electronicallyv-^eliminating :.1^per 
diecks.

"Our real savings will come in reduc­
ing the number of piayen '. In the 
process," she sail'""We' ate. hcttvely 
Izi^lved with 2d0 banks and SSgnaw 
tee agencies aromid the oount^.|,WJfli 
dired ioiaing there wfll 1)e:nolyr6ne 
entity to deal with, the Department of 
Education.", . .

Phyllis Hooyman. director of finan­
cial aid at Hope CoDege in Holland. 

‘Mkh.. sakL “Believe it or'not, this Is a 
government program tiiat works.”



U.S. Department of Education
Direct Loan Training

Direct Loan training sessions and training materials are 
provided free of charge by the U.S. Department of Education.

Leant how to make Direct Loans quickly and easily. Loan training will be conducted by ED training officers, contractor 
staff, and trainers from the fmancial aid community, the 2-day sessions cover an overview of Electronic Data Exchange and 
programmatic aspects of the Direct Loan Program. You will work with computers and learn about the Direct Loan module of 
EDExpress. Meeting Package fees paid to conference centers cover room and board costs.iDExpress. Meeting Package fees paid to (

Consider sending staff ^resentatives from your fmancial aid office, business office, and computer services, since all of the 
departments involved will need to work closely together.

We look forward to seeing you in Washington, DC, Chicago, Boston, San Francisco, or Atlanta! Fax the registration form today 
to reserve your place at the Direct Loan Software Training.

Local participants commuting from home may be asked tc pay a SIS commuter fee at some sites which includes lunch; dinner is 
available for an additional fee. If you wish to commute, check the commuter registration box on the registration form below.

If your schedule will not allow you to attend one of the following training sessions, space may become available in other ses­
sions not listed below. For more information, call 703/276-1440 xSOl. Please leave a message and your call will be returned.

U.S. Department of Education Direct Loan Training Schedule
Atlanta
Abcnka Wood* Coalcrtacc Ccater 
Pcachtrcc CHy, GA

B6: Oct 13-14 
B8: Oct 20-21 
BIO: Oct 27-28 

November 
B12:Nov3-4

San Francisco Washington, DC
Sir Freecii Dreke Hetd 
ee Uoioa Sqeare

Twenty minutes south of the Atlsnu 
liipoft, youll Olid Aberdeen Woods 
in rural Georgia. Recreation includes 
indoor/outdoor pool, miles oQog/bik- 
ing trails and fitness center. Ftee air-

Chicago
Hkkery Ridge Cealercecc Ceater 
LWc,IL

Commuter rate ii SlS/day. Package 
be^iu with dimer the night before 
tmamg starts.

November 
A8: Nov 3-4 
AlO: Nov 9-10

Boston

This surburben meeting center has a 
pool, racquet courts, basketbaU. m* 
King, boneshoes and fiee shuttle to 
local malls. Convenient to Chicago 
aiipoits. Ground transport tvailaUe 
for SI4. Meeting package of S150/ 
ni^t includes meals sno room, p^- 
aMe to Hickt^ Ridge upon cbeck-m. 
Package begiiis with dimer the night 
before trainmg starts. Commuter rate 
is SlS/day.

Training will be held at the Sir Francis 
Drake. Airport shuttle is S8. Hotel 
paiiomg is S23/day with cheaper pirk- 

in lots nearby. All meals and over-
flight fg
on your own. Acoommodatioas at the 
SirFiancis Dnke are S120Aiigltt. You

NCSTraialag Ceater A 
Balbtaa Holiday lao 
Arliogtoa, VA
Minutes from DC, youll be dose u> 
shops and restaurants in the Ballston 
area of Arlington, VA Taxi from Na-

must make you own hotel anmge- 
I here. For the Sir Fmicii Dnlce,

tional Aitport is about SIS. Meeting 
package ofSl 13.00per night includrs 
ovcmight room and neaknst, payable 
to Holiday Im at cfaeck-in. Lmcn and

mcBtsl
call 1-800-227-S480 md ask for the 
Direct Lorn rate. HicR SR nuny other 
hotels within walking distance. No 
commuter fee is charged at this she.

dinner on your own. No commutes fee 
I charged at this the.

Factory Motaal Coofereacc CcaUr 
Nonro^ MA

All
for

In an urban setthm near shopping, 
you can eat bunets are served 
break^ lunch and dinner. Recre­
ation includes outdoor heated pooL 
sauna, exercise and game rooms. 
Meeting package of SlSO/night in'
eludes meals and room, payable tt> 
Factoty Muoial upon check-m. Pack­
age begins with oinner the night be-age begins with dinner the night be­
fore traming starts. Commuter rate is 
SlS/day.

September 
B2: Sep 29-30 

October 
B4: Oct 5-6

Smtember 
CI4: Sep 15-16 
C16: Sep 21-22 
CIS: Sep 29-30 

October 
C20:OctS-6 
C22: Oct 13-14 
C24: Oct 20-21 
C26: Oct 26-27 

November 
CM: Nov 3-4 
C30: Nov 9-10 
C32: Nov 17-18 
C34:Nov30-Dccl 

December 
C36:Dec8-9 
C38: Dec 14-15

September 
S6:SeplS-16 
S8: Sep 21-22 

October 
S12:OctS-6 
S14: Oct 13-14 
S16: Oct 20-21 
S18:Oa 26-27 

Novembv 
S20: Nov 9-10 
S22: Nov 17-18 

December 
S23: Dec 1-2 
S25:Dec8-9 
S27:Decl4-IS

Smtember 
D16:SeplS-16 
D18: Sep 21-22 
D20: Sep 29-30 

October 
D22:OctS-6 

.D24: Oct 13-14 
D26:Oa 20-21 
DM: Oct 26-27 

November 
D30: Nov 3-4 
D36: Nov 30-Dec 1 

December 
D40:Decl4-lS

A completed registntion form is required from each participant 
Thu information must be received to secure your reservation. 

Registrations are processed on first-come basis.
Please duplicate this form for colleagues.

REGISTRATION FORM l’lc;iM' 1' : or I’rint ( IrorK

Institution:.

Your Name:.

Address:___

City:---------

First Name for Badge:.

State:

Phone: ( ). Fax: ( )-
Code for the Training Session You Wish to Attend: 1st Choice:. 2nd Choice:

!o order lo gaaraatcc your todfiag, please provide the followiaf info. Vour credit card will oaly be billed at cbcck-ia. 
□ visa □ MasterCard CaMX Cardholder Signature:_______________________________

boutyour
Cheek ail that apply:
□ Commuter registration
□ Overnight registration
□ Speciafdietary need (explain):
□ Disability/special access 
Our institution uses primarily:
□ PC applications
□ Mainframe applications 
My experience is primarily:
□ Financial Aid OfTice
□ Business Office
□ Computer Services
□ Other;----------------- —

Credit Card Account Number:. Exp. Date:.
FAX to: 703 / 573-1703. You will receive written confirmation, if you do not have access to a fax machine.
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VIA SATELLITE OLD DOMIMION'S NEWSPAPER

I can go 
through the 
whole process 
right herel

TODW

NEWSUNE
SIMPLE TO UNDERSTAND:
New process designed to deal with 
one application, one disbursement 
system, and electronic comrrununi- 
cation with one servicer.

EUMINATES LOAN APPUCA- 
TIONS: Students and colleges will 
not have to fill out as much paper­
work to get loans next year.

REDUCES 
PROCESSING 
TIME: Students 
apply for loans 
through Old 
Dominion 
University elim- 
nating the cur­

rent system of middlemen which 
consists of over 7,800 lenders attd 
46 guarantee agencies.

OFFERS MORE REPAYMENT 
OPTIONS: Students will have a 
greater choice in repayment plans, 
including extended, graduated and 
income contingent plans.

TODU
TODAY

N0.1 IN VIRGINIA...FIRST IN DAILY READERS

Direct loans are one-stop shopping

THIS is 

Fasten
Now I don’t 
have to 
wait for a 
check!

I

COVER STORY
Direct lending comes 

to Old Dominion
New ‘Federal 
Direct’ program 
makes it simple

V... - ■ '..iu

pir' ■ -•
■ . ■y-.- ■ ' T

ODU TODAY
Federal Direct 

Students Loans are 
the new way for 
students to borrow 

money directly from the federal government 
through Old Dominion University. When 
you accept the loan amount offered in your 
1994-95 award letter, your loan is already in 
the works! Just sign the promissory note-no 
waiting for a check! Repayment, with 4 dif­
ferent options, is made directly to the federal 
government. What could be simpler?

\



cmhardis@uci.edu, jbunker@uci.edu, dmross@uci.edu, dblussie@uci.edu, 
dlcox@uci.edu, etanuwid@uci.edu, fmshimaz@uci.edu, hjueha@uci.edu, 
jamiles@uci.edu, jcfoster@uci.edu, llsecres@uci.edu, lsmith@uci.edu, 
lmmathia@uci.edu, mravelo@uci.edu, mespange@uci.edu, plharrel@uci.edu, 
otto@uci.edu, pcwilhoi@uci.edu, rgrapley@uci.edu, rppurcel@uci.edu, 
rrespero@uci.edu, rlison@uci.edu, cmbell@uci.edu, jswan@uci.edu, 
ovalenci@uci.edu, kstsui@uci.edu, miliescu@uci.edu, tdsnyder@uci.edu, 
kdhaynes@uci.edu, DIRL0AN@0REG0N.UOREGON.EDU

Subject: Fw: Thanks!!

Sometimes it's worth all the effort!
Go Direct Loans!!!!!!!
Otto

From: "Scott, Derek" <scottd@emba.gsm.uci.edu> 
Wed, 27 Jul 94 14:53:04 PST 
To: otto@uci.edu 
Subject: Thanks!!

Mr. Reyer,
The big man snapped his fingers and money somehow appeared at the 
Financial Services window. I want to thank you for taking this matter 
under your own hands. This new DLP is fantastic!! No more 3-5 weeks 
waiting, no more loan checks for $1245.998456, just a big easy $$'s 
and no cents figure, plus you see everything your going to get when 
you sign the P-note.. I hold you personally responsible for making 
this process so easy. And to think Sallie Mae wanted to rake the 
students over the back. I am fond of Fannie Mae and Freddie Mac, but 
death to Sallie Mae. Anyways, if there is anything I can do to help 
you, for example you may need a student to talk about how great the 
new system is, please do not hesitate to let me know. Your courage 
and foresight should be commended!! Thanks Again. I'll set up a time 
towards the end of summer to play golf. Talk to you later.

Derek Scott$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$ 
$ OTTO W. REYER PHONE 714-856-5337
$ ASSISTANT VICE CHANCELLOR
$ UNIVERSITY OF CALIFORNIA, IRVINE FAX 714-856-4876
$ ADMIN. 102
$ IRVINE, CALIFORNIA 92717-2825 E-MAIL OTTO@UCI.EDU
$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$



O 3U experiments 

with direct lending 

for student loans
byphiupwalzeh
STAFF WRITER

NORFOUC - Anthony Hill, an 
Old ponumoa University junior, 
got his Stafford loan check in mid- 
August, two months earlier than he 
did last year.

Lisa Loftin, a graduate student in 
humanities, is saving on phone 
calls. “You doDt have to call so 
ffi-ny p^ to find out about your 

she said. “You can just call 
Opu and ask: Where's my loan.>

send iny ch6ck?^ ■
Hill and , Loftin have'become 

quick supporters of ODU’s new di­
rect-lending program, which elimi­
nates banks and guarantee agencies 
to streamline the student-loan 
proc^.

Old Dominion is the cmly univer­
sity in ^Tiiginia participating in the p^ prpgnun,;^wUdbvS^Clinton 
adnunistiW^phJmises- wffl ' re­
duce the confusion surroundins 1^ and Bare the pffi 
billii^ of doUaiB by cutting down 
on defats and 1<^ fees. ,

On Tuesday, Madeleine,Kunin, 
U-S; depuQr seaetary for education, 
visited ODU’s financial aid office to 
add her stamp of approval Her ap- 

I peanmce was part of an Adminis­
tration campaign to promote better 
customer service by . the 
government

With direct lending, Kunin said, 
“yjm have a simplified process, it
will serve the students better and,
not to be forgotten, it will save tax- ' 
payers money.”

Under the dd system, a loan ap- 
phcanon would ^ through a maze 
of hands, including a guarantee 
agency and bank, before a check 

I said Helga A. Green-
fidd, director of ODU’s financial 
aid of^ In direct lending there 
are virtually no middlemen; the 
university can approve the loan and 
pay the student directly, later bill­
ing the government

The direct lending program also 
has reduced annual loan fees ftom 
about 6.5 percent to 4 percent, sav­
ing students up to nxidily S60 a 
year, Greenfield said.

Loftin, the graduate student, said
the ^ system spares students the
cumbersome - and often fiitile - 
effort of figuring out how much 
money they're eligible, for. ODU’s
COmDUter ______^mputer automatically

"You don't have to iurebut bow 
f much money to borrow,” she said. 

It's already done for yoa Befine, 
^ were never quite so sure. You 
fiUed out the numbers even thmigti 
t*»Q[might not be correct” - 

About 100 coUeges and '^trade 
schools were selected by the Edu- 
CThon Department tn ^
the VOluiitartr .
—UUV4AI ^u_P|H^uC^P8Be iDthe voluntary program ifaia • c year. Next year,J«ter'ihaAi^' 
^ win join. More thSm^: 
<^uding Hampton and Norfolk State

^method. ODU,wKiSuK
processes $33 million wortS

I chose to transfer an itsfotift '
to direct lending. Nearly half the ^ «°rver^slL7jM0 stiKteff^v 
lo^ Greenfield said. : '

Oto loan redpienls at ODU hAd 
mixed reactions to the new oro-

speed. Ifs about the smnA to nw»"

fi^ftu^tobeTSS^Sl :
the comer, but you^t i 

fii^aliMmymore.” Liro.-. ^ 
Greenfield said she's heanl sooto. 

o^lamts fiem parents: “Some ^ hare a relatioafcip^lifo 
a^banker that can make it fester 
^ley know Mr. So-and-So at tha ^

The plan has faced more vocal. 
<4>positi(Ri ftom bankers and guar, 
antee agencies, who stand to lose 
money and clout with the ciuinge.

McGhee, vice president for . 
student lending at Crestar Bank m 
Wclmond, said the government. • 
should focus on improving the old ■' 

r^ than replacing ft.' 
“Thu busmess is not really bro- ; 
ken, be said. “You can continue to 
have a public-private partnership.” 

But Kunin said government stud- ' 
les regularly documented “coifu- 
8k» and waste in the program. Stu-* 
de^ sometimes need a road map . 
to find their loans. The bank sells 
the loan to the secondary market,-, 
and they seU the loan again. 
Sometimes they didn't know whOT
.ft wwL”

And (keenfidd di8mi.ssed 
tkns to giving the federal govon-
ment a greater oversight role in the . 
process: “Yes, customer service is . 
not always what ft should hare.- 

i” fioip the government “But I

Smce ODU has been selected, 
direct lending, we hare received - 

nperb service ftom the Dqwrt-' 
t^Education.- '
Witfatte *dv« rf direct lending^, 

preenfield said, “I know lending- 
itutioos hare a lot to lose. Buu 
people we hare to keep in mind I 
the students. The program is'' 

forthem.”
[ For more information on direct 

the/ederol hotline, 
U-800-4FED-AID, or Old Dominion 
fJnivensity, 683^683. , , ,
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UNITED STATES DEPARTMENT OF EDUCATION
THE SECRETARY

September 16, 1994

MEMORANDUM FOR THE PRESIDENT 

from J Jl^^CHARD W. RILEY 

SUBJECTS DIRECT LOAN PROGRAM - REPAYMENT PLANS AND 
LOAN CONSOLIDATION

I- INTRODUCTION AND BArKHROTIND

We kicked off the Administration's new Federal Direct Student Loan Program 
(developed under the Student Loan Reform Act (P.L. 103-66)) as the first direct loans were 
issued on July 1, 1994, to college students for the 1994-95 academic year. Approximately 
$1 billion m direct loans, or five percent of the new smdent loan volume, will be made at 104 
schools during the program's first year, 1994-1995. By academic year 1998-99, direct loans 
will comprise at least 60 percent of total volume.

In addition to borrowers obtaining direct loans through their schools, approximately 
10 million borrowers presently in repayment (representing about $50 bUlion of outstanding 
guaranteed smdent loans) are now eligible to reHnance their loans by consolidating into the 
direct loan program. An additional four million borrowers who are now in school will be 
eligible to consolidate their loans in the future. The new repayment provisions are available 
to all direct loan borrowers.

The Federal Direct Consolidation Loan program allows borrowers to convert their 
guaranteed loans into direct loans to take advantage of the new repayment provisions, 
includmg a plan tailored to borrowers' income. Under this program, borrowers can obtain 
lower interest rates (in some cases), and make one payment for multiple loans.

In response to your request for more information about how these plans would work,
I have set out below some of the key mechanics of the Federal Direct Student Loan Program 
with panicular emphasis on the repayment options and consolidation, as well as an overview 
of constimency sentiment. I also outlme a possible approach to phase-in implementation of 
loan consolidation so that the program is successful.

400 MARYIAND AVE.. S.W. WASHINGTON. D.C. 20a0j-0100 
Our mission is to ensure equal access to education and to promote educational eseeUence tlin>ii0tiout the Notion.



repayment plans TINDFR THF DTRF.rT T pan PROriRAM

A. Repayment Oprinrn;

Under the direct loan program, borrowers may choose among four repayment plans, 
including a plan in which borrowers may pay their educational debt as a small percentage 
of their income. All student borrowers, regardless of whether they obtain direct loans while in 
school or by consolidating into the program, may choose between any of the four plans.
Parent borrowers may not repay their loans under the income-contingent repayment plan but
may choose among any of the other repayment plans. All borrowers may change repayment 
plans at any time.

The four repayment plans are: (1) the Standard 10 year Plan; (2) Extended Plan - up 
to 30 years; (3) Graduated Plan - up to 30 years; and (4) Income-Contingent Plan - up to 25 
years. These plans allow borrowers substantial choice in how to repay including the option of 
repaying over longer periods of time (up to 30 years), repaying as a percentage of income, or 
making small payments at the beginning of the repayment period and larger payments later in 
the repayment period (see Appendix A for sample repayment amounts for borrowers at various 
mcome and debt levels). If none of these repayment plans suits a borrower's exceptional

Under the income-contingent repayment plan, a borrower may repay his or her educational 
debt as a small percentage of his or her income. Borrowers will have two options. Under Option 1, 
borrowers will pay between 4 and 15 percent, as calculated according to the repayment formula, of 
their mcome each year for up to 25 years. Any principal and/or interest that the borrower fails to 
repay after 25 years is forgiven. The borrower's "payback rate," that is, the percentage of adjusted 
gross mcome (AGI) (and the AGI of the borrower's spouse, if applicable) that he or she repays, is 
calculated as follows. The payback rate equals 4 percent for the first $1,000 of debt and increases at 
the rate of two-tenths of one percent (.02) for each additional $1,000 borrowed. Thus, the amount of 
debt the borrower has accumulated at the time the repayment period begins is considered in the 
calculation of the repayment obligation. The payback rate is computed at the start of the repayment 
period and remains constant during the repayment period.

Although the minimum payback rate is 4 percent and the first dollar of a borrower's income 
figures in the repayment obligation calculation, a payment is not required under Option 7, if the 
computed monthly amount is less than $25.00. Furthermore, the amount is reduced by $7.00 for each 
non-spouse dependent, up to a total of five. In other words, income-contingency will not require 
payments by many low-income borrowers. Still, all borrowers in these circumstances will have the 
opportunity to make payments in order to limit interest accrual and minimize negative amortization.

Option 2, which limits monthly payments to a 12-year extended plan, ensures that middle and 
high-income borrowers will not be forced to repay their loans "too quickly." Under the prevaUing 
interest rate (7 percent), the annual repayment obligation for a 12-year loan is about $123 per $1,000 
borrowed. Thus, Option 2 provides middle and high-income borrowers the opportunity to extend their 
repayment periods.



circumstances, the Department may establish an alternative repayment plan for that borrower 
on a case-by-case basis. ‘

B. Constituency .SpntiTnent

Despite fairly little publicity about the new repayment options and the benefits of 
consolidation, the Department has received thousands of calls from borrowers who are eager 
to consolidate into the Direct Loan Program and obtain extended and income contingent 
repayment. These borrowers, many of whom have large debts, are excited about the prospect 
of reducing their monthly payments. However, sentiment in the higher education community 
is mixed with respect to the direct loan repayment plans.

There is sigmflcant vocal opposition from some higher education associations about the 
repayment plans. Some believe that the Department is enticing students to malcft poor choices 
about repayment of their loans that will result in students stretching out their smdent loan 
payments for too many years. They believe that our borrowers are not sophisticated enough to 
understand the consequences of interest accrual. The associations believe that borrowers 
should not be permitted to extend the length of their repayment unless the Department 
substantially reduces the amount of interest that is accrued and capitalized.^

ni. CONSOLIDATTONr CONVF.RTTNG fiUARAbJTFFD T OAMf;
INIQDIRECT LOANS

In order that existing borrowers obtain the advantages of direct loans, the authorizing 
statute provides borrowers a mechanism by which to convert their guaranteed loans into direct 
loans. These provisions allow guaranteed loan borrowers to benefit from the new repayment 
plans and permit borrowers to make a single monthly payment to a single entity (rather than 
making multiple payments to the current holders of each of the borrower's loans). Many

^In developing the parameters for all of the repayment plans, we obtained input from these 
associations through the negotiated rulemaking process and during numerous individual anH group 
meetings. Although we adopted many of the suggestions raised by the associations, there is a basic 
philosophical difference between some of the associations and the Administration concerning the length 
of time needed for borrowers to repay their loans. The associations believe that the Department is 
giving middle-income borrowers too long to repay their loans under the income-contingent repayment 
plan and demanding payments that are too large from the "working poor." We do not know how many 
borrowers will choose the income-contingent repayment plan, but we estimate that up to 25 percent will 
choose this plan.

The current repayment plans are final for the first year of the Direct Loan Program (July 1994 
through June 1995), but may be changed for the second year and subsequent years of the program. A 
Notice of Proposed Rulemaking containing the repayment plans for the second and stibsequent years of 
the program has been published and is open for comment until October 4. The Department will have 
an opportunity to reconsider whether to make changes to these plans before publishing a final rule by 
December 1.



borrowers will obtain a better interest rate by consolidating their loans,' and the Federal 
government will receive a substantial budget savings from the consolidation of guaranteed 
loans into the Direct Loan Program. That savings will increase with each loan that is 
consolidated into the Direct Loan Program.

A. Borrower*; Eligihlp fnr Consnlidafinn

A student or parent borrower may obtain a Federal Direct Consolidation Loan if the 
borrower (1) has an outstanding balance on a Direct Loan or a Guaranteed Student Loan; and 
(2) is unable to obtain a consolidation loan from a private lender; or is unable to obtain a 
consolidation loan with income-sensitive repayment terms acceptable to the borrower and is 
eligible for the income-contingent repayment plan under the Direct Loan Program ^ Married 
borrowers may consolidate their loans joinUy if at least one spouse is eligible for consolidation
and both agree to be liable for the entire amount of the loan regardless of any future change in 
marital stanis.

B. Loans Eligible for Cnn.sniidatinn

Any loans made under the Direct Loan Program, the Federal Family Education Loan 
Program (FFEL) (formerly the Guaranteed Student Loan Program), the Perkins Loan 
Program, or certain programs under the Department of Health and Human Services may be 
consolidated into a direct loan (see Appendix B for a complete list of loans eligible for 
consolidation). A borrower may consolidate multiple loans or may consolidate only one loan.

Timing: When Can Borrowers Cnnsnljdate TTieir Txians*^

For the 1994-1995 school year, a borrower must be: (1) in the grace period; or (2) in 
repayment; or (3) in default, but have made satisfactory repayment arrangements (six timely 
and consecutive full monthly payments made before consolidating); or (4) in default, but have 
agreed to repay the consolidation loan under the income-contingent repayment plan.
Beginning in the 1995-96 academic year, guaranteed student loan borrowers who attend a 
direct loan school may consolidate their loans while they are in school.

The interest rate on a Federal Direct Consolidation Loan for students is a variable rate equal to 
the bond rate of 91-day Treasury bills plus 3.1 percentage points capped at 8.25 percent. Currently, 
the rate is approximately 7.43 percent (approximately 90 percent of outstanding student loans have 
fixed interest rates of 8 percent or higher)

Private lenders are not permitted to offer an income-sensitive repayment plan that is 
comparable to the income-contingent repayment plan under the Direct Loan Program, because there is 
no loan forgiveness under the Guaranteed Student Loan Program. Accordingly, this provision provides 
to any student borrower the opportunity to consolidate a guaranteed loan into a Federal Direct 
Consolidation Loan.



D. Impiementatinn of Cnnsnlidatinr[

The Department is permitted by statute to implement the program at any time. There 
are risks, however, in implementing the program too quickly. That is, there is potentially a 
great demand for Federal Direct Consolidation Loans but presently, the Department lacks the 
capacity to process the entire potential loan volume. It should also be noted that efforts to 
encourage consolidation into direct loans will impact the current Guaranteed Student Loan 
Program. If too many borrowers leave the Guaranteed Student Loan Program, guaranty 
agencies may fail and lenders may stop making student loans. In that event, the Department 
must be prepared to provide loan capital to additional borrowers if the Guaranteed Smdent 
Loan Program collapses as a result of borrowers consolidating into direct loans

To handle the volume of loan applications we expect, the Department could phase-in 
consolidation until we are sure of the Department's capacity to handle large volumes of loans. 
One phase-in option that we are considering is to provide loan consolidation on a first-come, 
first-serve basis with a five percent cap on outstanding loan volume currently in repayment. 
The five percent limit, which would mirror the five percent limit on new direct loan volume 
this year, could result in $2.5 billion of loan consolidation for an estimated 500,000 
borrowers.

Under this option, the Department would begin to test implementation of the new 
program next month on the almost 7,000 borrowers who have already called the Department 
and asked for information on how to consolidate their loans and obtain new repayment 
provisions. As of November 1, the Department would process applications on a first-come, 
first-serve basis. Any excess demand for consolidation above the five percent limit would be 
handled next year, also on a first-come, first-serve basis. We would examine the first year's 
performance before setting limits for the second year.

E. Cnnsfittipnry .Senrimffnf

The banking community, many schools, and the organizations that represent them, 
are concerned that widespread avaUability of Federal Direct Consolidation Loans will 
encourage too many borrowers to consolidate their loans out of the Guaranteed Student Loan 
Program before the Department is prepared to handle the entire loan volume. They fear that 
lenders and guaranty agencies will discontinue their participation in the Guaranteed Student 
Loan Program before the direct loan program is fully implemented, and that loan money will 
not be available for eligible students.

IV. coNrT.TT.<;TnNr
Currently, the Department is assessing further the option to phase-in loan consolidation 

on a first-come, first-serve basis with a cap on outstanding loan volume. We are also 
unproving our customer inquiry center and preparing our operators to handle a large volume 
of calls about the direct loan program. We will continue to address the question of how 
quickly the Department can implement the new program, considering the Department's 
capacity, the importance of not destabilizing the FFEL and direct loan programs, and the 
absolute necessity that the program succeed.



APPENDIX A



DIRECT LOAN REPAVMPNT PLANS 

The following repayment plans are available under the direct loan program:

IOS&OSXSfltiD&BL&SZ8UQaiL£laD

Under the income cootingont repayment plan, a borrower reoavi between four andl S petwiPfif
borrower's income each year dq)cnding upon tbc amount ofthc borrower's debt Specifically, a bonower
Ttptjs four percent plus 0.2 petceot for each $1,000 borrowed over Sl.OOO, capped at 15 penent If the
^atedraonthlypa5miemamountisIeathanS25,theborrowerisiiotrequiredtomakeapaymcnt Seven 
doUars IS subtracted fiiom a borrower's required payment fiar each dependant other tban a spouse. Bocrowera

fixed 12-yearschedule. (Examples of monthly payment amounts for botrowan at various income and dd)t levels are 
attached.)

If a borrower's payment is insufficient to cover interest accrued, ds c is capitalized until theprincipal balance is 150 percent ofthe original principal balance. After that level is reached, interest
contmues to accnie but is not capitalized.

To calculate payment amounts under flic income contingent rep^mient plan, the Dttartment of 
Educatwnobtoins the borrower's inconwfiomtbc Internal Rcvem»Servi» If a borrower is married and 
filed ajomt Federal tax return, thejoint income is used to calculate djc moodily payment amount The
Department of Educadon, the Treasury Department, and the Imeraal Revenue Service are working to develop
a plan that wdl allow borrowers to choose wage withholding as a way to repay tbeir loans.

has not repaid a loan after 25 yean ofrepayment under this plan, the unpaid portion of 
la forgiven. However, under the Internal Revenue Code, the forgiveneis of a student loan is t taxable

Under the standard repayment plan, borrowen make fixed poymcoia of at leaat $50 for up to ten
years. This plan is identical to die rqiqmieot plan currently available for repeymot of guaranteed loana.

Extended ReoavmeBt Plan

Under the extended repayment plan, borrowers make fixed moodily payments for an extended period 
ofdme. The maximum number ofycari that a borrower may rqiay a loan under this plan depends on the 
amount of the loan as follows:

Leu than $10,000 12
$10,000-$19,999.99 15
$20,000-$39,999.99 20
$40,000. $59,999.99 25
$60,000 or more 30

Graduated Reonvinent Plan

Under the graduated repayment plan, a boirovwf's required payment is small at the
repayment period and gradually iDcreasea over time. The maximum number ofyearsofrqiaymeot under this 

plan is the same number of years that is pennitted uodcf tlie exieoded repaymeot plflfl. (See table HbOVC.)



Comparison of Repayment Plans 

Available Under the Direct Loan Program

Fcjmuta 
ow arll>yr

lanl 

OrMKwtoe 
ExIarmaMl

No«a:
l/Tbattei

•38

38

90

25

42%

4J%

a
12

mm a
30% 12

nta a/k

986

06

232

118

159

7.a%

7t%

2Sk

25*

27J% 10

142% 20

108% 20

9145

103

110

00

90

&a%
4.1%

4.0%

2.4%

30%

7

12

10

15

15

1345

345

iao% 16

13.0% 16

501 Z&2% HI

297 11.0% 25

3S3 14.1% 25

isre
514

138%

122%

a
12

sai 138% 10

287 7.1% 25

363 02% 25

SI.2S0 150% 

1.078 122%

1,161 13.9%

586 7.1%

686 0.0%

».••• ;/.r-

0

12

10

30

30

larinola ««.«7p. lnl%wi44|M



Income Contingent Repayment Plan
Sample Monthly Repayment Amounts foi a Single Bonower at Various Income and Debt Levels Under Option 1 
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Under Option 2, the monthly repqnnenl amountwill never exceed the values in the fblk>wing line-
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loans eligible for CONSQI.IDATIQN

The Mowing loans are eUgible for conaoUdation into the direct loan program:

Federal Stafford Loam
Guaranteed Student Loam
Federal Insured Student Loam
Federal Direct Stafford Loam
Federal Perldm Loam
Federal Consolidation Loam
Federal Direct Consolidation Loam
National Defense/Direct Student Loam (NDSL)
Federal PLUS Loam
Federal Direct PLUS Loam
Federal Supplemental Loans for Students (SLS)
Auxiliary Loam to Assist Students (ALAS)
Health Proiessiom Student Loam (^SL)
Health Education Assistance Loam (HEAL)

u ^ »ubsidized during in-school, grace, and deferment periods will retain their
subsidies after consolidation.
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Current Estimates: September 1994

Number of Borrowers:
In repayment 
In school
New borrowers annually

Dollars volume of loans:
In repayment 
In school
New loans (included in in-school) 
Outstanding end of year

Number of loans:
In repayment 
In school 
New loans

10 million 
4 million 
2.9 million

$48 billion 
$28 billion 
$22 billion 
$76 billion

25 million 
8 million 
6.5 million



EXECUTIVE OFFICE OF THE PRESIDENT

28-Sep-1994 04:12pm ^

TO:

FROM:

CC:
CC:
CC:

Lawrence W. Hush
<^ar

OTF
arry WhiteJ) 
rtTcJe OfTigmt and Budget, LVE

Isabel Sawhill 
Bernard H. Martin 
Patricia A. Smith

SUBJECT: Sperling Talking points on the economy: Student loans

You asked for quick turnaround on this, so here it is, but I 
caution you that the issue below is a matter of fairly high 
policy. Please inform who ever is working this stuff that we feel 
strongly about the views here. Further, this paragraph should be 
run by Undersecretary of Education Mike Smith to be sure he is 
comfortable with it.

Under the heading "College Made More Affordable", different 
language appears on page 3, 9, and 11. Each of these texts should 
be stricken and replace by the foljj>wina^--------^^
"Borrowers will be able to take advantage of the simpler new ^ 
Federal direct student loan program at an increasing number of 
colleges each year (40% of all new borrowing beginning July 1, 
1995, less than two years after enactment; more each year 
thereafter). Current borrowers under the old programs will also 
soon be able to consolidate their guaranteed loans into direct 
loans. Over the next two years, about 20 million borrowers could 
benefit — 14 million current borrowers and 3 million new ones 
each year. All borrowers in direct or consolidation loans will 
benefit from a greater range of repayment options, including 
income contingent repayment that limits payments to the amount an 
individual can afford. The new programs, plus reforms in the old 
programs, will save taxpayers at least $4.3 billion over five 
years."

KEY POINTS:

We should take credit for the rapidly expanding new direct 
student loan program.

The "20 million" figured used in previous WH materials 
needs better definition as attempted in the Sperling text, but the 
changes here are the more accurate figures, and still add to 20 m.
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We should avoid at all costs any reference to lower 
interest rates under consolidation. It is a fact that most 
consolidations will result in lower interest rates, but the law 
does NOT permit an individual to come to the Federal government 
for a consolidation on that basis. The individual must first seek 
from current note holders a consolidation with "income sensitive 
repayment" terms satisfactory to the borrower. Only after 
rejecting by the current holder can she then apply to the Feds.

Premature White House emphasis on the interest rate 
artifact could flood ED's system, bringing it down in a management 
disaster that would harm the President. It could also lead to 
premature implosion of the guaranteed loan system, which the Feds 
are in no position to deal with, leading to another managment 
disaster.

Income contingency is explained.

The savings are tied to both sources: direct loans and cuts 
in spending on guaranteed loans.

Please convey these points to the drafters.

Thanks.



AGENDA FOR MEETING ON THE FEASIBILITY 

OF IMPLEMENTING A SYSTEM FOR THE REPAYMENT OF FEDERAL 

STUDENT LOANS THROUGH WAGE WITHHOLDING

August 23, 1994, at 4:30 PM 

Ulysses S. Grant Room (Room 2127), Main Treasury

1. Opening Remarks:

• Maureen McLaughlin, Deputy Assistant Secretary 
(Postsecondary Education)

• Margaret Richardson, Commissioner, Internal Revenue 
Service

2. Review of Conclusions, Recommendations and Decisions, 
including mandatory and voluntary withholding.

• Maureen McLaughlin, Deputy Assistant Secretary 
(Postsecondary Education)

• Edwin A. Verburg, Director, Financial Services 
Directorate/Deputy Chief Financial Officer

3. Discussions:

• Decisions to be taken

• Preparation of Final Report for Both Audiences, i.e., 
the Administration and the Congress

Attachments

1. Matrices on Attributes/Options and Withholding 
Burden

2. List of Attendees



THE BURDEN OF MANDATORY WITHHOLDING

ENTITY
Column B Cohunn C Column D Column E

IRS: Using the 
Current Tax 

Withholding System

Education: 
Withholding is 

Separate from the 
Tax Withholding 

System, With 
Annual 

Reconciliation

IRS: Use Current 
Tax Withholding 

System with Monthly 
Reconciliation

Education: 
Withholding is 

Separate from the
Tax Withholding 
System, but with 

Monthly 
Reconciliation

EMPLOYER Gndustry-wide):
• SMALL EMPLOYER (Under 10 employees) 2 4 4.5 5
• MEDIUM EMPLOYER (10 to 99 employees) IJ 3 3.5 4
• LARGE EMPLOYER (100 or more employees) 1 IJ 2 3

EMPLOYEE/BORROWER 2 2 1 1

INTERNAL REVENUE SERVICE (IRS) 2 0 5 0

DEPARTMENT OF EDUCATION 0 2 0 5

TOTAL SCORE 8^ 12.5 16 18

Legend: 
o No Burden = 0 
o Low Burden = 1 
o Medium Burden = 3 
o High Burden = 5

Considerations (see tables attached):
0 Table 1-Distribution of Companies, Employees, and PayroU, by Employment Size Class 
0 Table 2-Analysis of Mandatoiy Withholding Burden 
0 Table 3-Analysis of Voluntary Withholding Burden

Other Issues:
o Perception of IRS participation by employers and employees, contractors 
0 Finding for the IRS Tax Systems Modernization Program



Rationale; (NOTE: Columns are alpha, rows are numeric.)

Cell B-1: All employers are currently withholding taxes: employers must report quarterly and deposit funds in accordance with a schedule which is a function of the amount of taxes withheld. 
For all employers, therefore, the burden of reporting withholding for repayment of student loans would be a piggyback operation (i.e., piggybacking on current procedures) which would involve 
making a separate entry for the total amount of student loan repayments withheld. On annual withholding reports, the employer would be obliged to reconcile student loan repayment amounts 
separately from income taxes, which creates new, additional burden. This burden is not, however, as great as that involving monthly reconciliations.

Cell C-1; Burden here would be higher than that for reporting student loan payments withheld to the IRS. The employers obligation to report taxes withheld would continue, with an additional 
obligation to report student loan payments withheld to Education (or their contractors). Periodic payment of withheld amounts to Education and reconciliation at year end would entail essentially 
the same level of burden as that involved in discharging these obligations to the IRS.

CeO D-1; Employers would be requited to make periodic deposit of payments withheld and to reconcile these payments with borrower information on at least a monthly basis. This would 
enable IRS to update borrowers accounts on a timely basis. Deposit of loan payments withheld would be made at the same time as deposit of taxes withheld. Overall, the burden would be 
relatively higher than that for B-1 &. C-1, but would not be the maximum burden.

Cell E-1: Employers could not piggyback on the IRS withholding system, but would be required to establish a separate protocol for withholding, depositing repayment amounts with the 
Education, and reconciling loan repayments.

Cells B-2 and C-2: Employees would be required to keep records in order to reconcile their accounts on a timely (monthly) basis if adjustmenu to reflect changes in earning power or payment 
methods are to be effected.

Cells D-2 and E-2: Employees would be able to utilize the withholding system provided by the employer (IRS or non-IRS) , and would be able to obtain timely information as required.

Cell B-3: The IRS would need to modify reporting forms to reflect withholding of student loan repayment amounts, and provide an annual recoiKiliation by borrower.

Cell C-3: The IRS would not have any burden.

Cell D-3: The IRS would be obliged to establish a system for reconciling deposits of loan repaymente with borrowers on a timely basis (e.g., monthly).

Cell E-3: The IRS would not incur any burden.

Cells B-4 to E-4: The burden for Education would be the opposite of that for the IRS.



TABLE 1.
Selected Statistics, By Size of company. 

By Nvunber of Employees; 1987
Employment Size Owned Annual Sales and

Class: Companies Establishments Employees Payroll Receipts
(000) (000) (000) (billions of dollars) (billions of dollars]

TOTALS 100.0% 100.0% 100.0%
Office of Planning and Management Analysis 
August 12,1994

100.0%

0to4 2,231.0 2,239.4 4,121.2 $50.6 $384.6
5 to 9 783.8 804.9 5,135.0 56.2 357.9

10 to 49 722.3 841.7 14,092.7 161.6 1,008.3
50 to 99 81.9 146.3 5,583.2 63.5 386.4

100 to 499 51.1 200.2 9,699.2 110.6 669.5
500 to 999 4.6 61.4 3,141.1 35.5 217.2

1,000 and over 4.2 454.2 26,368.2 435.9 2,338.1
TOTALS 1 3;878*8 : 4,748.1 68,140.5 $913.9 $5,362.0:

DISTRIBUTION 1
Oto 4 57.5% 47.2% 6.0% 5.5% 7.2%
5 to 9 20.2% 17.0% 7.5% 6.1% 6.7%

10 to 49 18.6% 17.7% 20.7% 17.7% 18.8%
SO to 99 2.1% 3.1% 8.2% 7.0% 7.2%

100 to 499 1.3% 4.2% 14.2% 12.1% 12.5%
500 to 999 0.1% 1.3% 4.6% 3.9% 4.0%

1,000 and over 0.1% 9.6% 38.7% 47.7% 43.6%
100.0%



TABLE 2

Student Loan Feasibility Study
Analysis of Burden under Option 6: Mandatory Withholding 

Separate From the Tax System 
Firms, by number of Employees

by number of 
employees

Number of Electing Per Firm 
Companies Withholding (average)

Recordkeeping
Burden

Reporting
Burden

Total
Burden

Burden per Burden per 
Emoiover Emolovee0 to 4

5 to 9
10 to 49
50 to 99 

100 to 499 
500 to 1,000

1.000 and ove 
Total 1

3.726.000
1.128.000

972.000
102.000 
60,000

6,000
6.000

6.000.000

480.000
504.000

1.290.000
462.000
700.000
234.000

2.250.000 
6.000.000

0.1
0.4
1.3
4.5

13.0
39.0 

375.0
1.0

$670,680,000
$203,040,000
$174,960,000

$18,360,000
$10,800,000

$1,080,000
$1,080,000

$1,080,000,000

$380,160,000
$399,168,000

$1,021,680,000
$365,904,000
$617,760,000
$185,328,000

51.782.000. 000
54.752.000. 000

$1,050,840,000
$602,208,000

$1,196,640,000
$384,264,000
$628,560,000
$186,408,000

$1,783,080,000
$5,632,000,000

$282
$534

$1,231
$3,767

$10,476
$31,068

$297,180
$972

$2,189
$1,195

$928
$832
$806
$797
$792
$972

Internal Revenue Service; Burden Estimataon Models Developed by Arthur O. Little, Inc.
Bureau of the Census 

Aeeumptlons:
a) Per reporting period, recorcSreepIng represents a marginal Increase of 1 hour per employer
b) While 20 million loans are in repaynient. 6 million are repaid through wage Wthhofding
c) Stratification of firms and employees are based on Census data
d) Labor cost of $10 per hour
o) Recordkeeping burden Is based on the distribution of emplopyers—all employers keep records 
0 Employer reporting burden based on the distribution of employees electing wage withholding

Internal Revenue Service 0af17/94



TABLE 3

Student Loan Feasibility Study
Analysis of Burden under Option 2: A Voluntary Withholding System 
Firms, by njmber of Employees

I
-<]

I

Size of Firm; 
by number of Number of Employees Using

Average 
Employees per Employer Burden per Burden per

employees Participating Firms Wage Withholding Employer Burden Employer Employee
0to4
5 to 9

0
992,084

0
547,826 0.6

$0
$544,803,554 $549 $994

10 to 49 854.881 1,402,174 1.6 $545,500,908 $638 $389
50 to 99 89.710 502,174 5.6 $86,273,970 $962 $172

100 to 499 52,770 847,826 16.1 $95,918,806 $1,818 $113
500 to 1,000 5,277 254,348 48.2 $23,456,381 $4,445 $92

1.000 and over 5277 2,445.652 463.5 $202,628,381 $38,398 $83
Total 2.000.000 6.000.000 3.0 $1,498,590,000 $749 $250

Data:

I-*
M

n

Automated Data Processing, Inc.
Bureau of the Census 

AseumpBons:
a) 20ml(lion student loans In repayment, 6 million loans repaid through wage withholding
b) 2 million employers participating in the voluntary withholding program
c) Firms with less than 5 employees will not participate
d) Stratification of firms and employees are based on Census data

tui\j
ru

TJ

h
Internal Revenue Service 08/17/94



THE BURDEN OF VOLUNTARY WITHHOLDING

Cohnnn B Cohnnn C Cohnnn D Cohnnn E
ENTITY

Education: Education:
Withholding is IRS: Use Current Withholding is

IRS: Using the Separate from the Tax Withholding Separate from the
Current Tax Tax Withholding System with Monthly Tax Withholding

Withholding System System, With Reconciliation (1) System, but with
(1) Annual Monthly

Reconciliation (2) Reconciliation (2)

EMPLOYER (industiy-wide):
• SMALL EMPLOYER (Under 10 employees) n/a 2 n/a 2.5
• MEDIUM EMPLOYER (10 to 99 employees) n/a 1 n/a 1.5
• LARGE EMPLOYER (100 or more employees) n/a 0.1 n/a OJ

EMPLOYEE/BORROWER n/a 2 n/a 1

INTERNAL REVENUE SERVICE (IRS) n/a n/a n/a n/a

DEPARTMENT OF EDUCATION n/a 2 n/a 4

TOTAL SCORE n/a 7.1 n/a 93

Legend:
0 No Burden = 0 
0 Low Burden = 1 
0 Medium Burden = 3 
0 High Burden = 5 
0 n/a = Not Applicable

NOTES:
(1) Under * voluntary withholding system, it is assumed that employers would choose to make payments and file reports with the 

Department of Education. It follows, therefore, that IRS would not provide an alternative, and burdens would not be applicable..
(2) Burden under a volunury system would be proportionately leas than under a mandatory system. It is estimated that the voluntary

burdens would range from one-half to one-tenth that of the burdens of a mandatory system.



ATTENDEES FOR MEETING ON THE FEASIBILITY 
OF IMPLEMENTING A SYSTEM FOR THE REPAYMENT OF FEDERAL 

STUDENT LOANS THROUGH WAGE WITHHOLDING 
August 23, 1994

DEPARTMENT OF THE TREASURY

Josuha Steiner, Chief of Staff
Alan Cohen, Senior Advisor to the Secretary
George Munoz, Assistant Secretary (Management)/Chief
Financial Officer
Edwin A. Verburg, Director, Office of Financial Services 
Directorate/Deputy Chief Financial Officer (622-2202)
Lowell Dworin, Director, Office of Tax Analysis (622-0269) 
Daniel Opitz, Office of Planning and Management Analysis 
(622-2290) (Fax: 622-2232)
Alexander Basso, Office of Planning and Management Analysis 
(622-2212)(Fax: 622-2232)

INTERNAL REVENUE SERVICE
• Margaret Richardson, Commissioner
• Heather Maloy, Assistant to the Commissioner
• Edward Emblom, Project Manager, Research Division

[(874-0644); Fax: (874-0634)]

DEPARTMENT OF EDUCATION
• Maureen McLaughlin, Deputy Assistant Secretary 

(Postsecondary Education) [708-5547] [Fax: 708-9814]
• Mitch Laine, Deputy Chief Financial Officer (401-0085)
• Francine Picoult (708-9139)[Fax: 708-9107]
• Robert Biehl
OFFICE OF MANAGEMENT AND BUDGET
• Jack Smalligan, Acting Chief, Treasury & Postal Branch 

(395-1093)[Fax: 395-6825]
• Pat Smith, Human Resources (395-3880) [Fax: 395-4875]
• Kenneth Ryder, Deputy Associate Director for Housing,

Treasury and Finance (395-4516)

WHITE HOUSE

• Gene Sperling, Deputy Assistant to the President for
Economic Policy (456-1414) (FAX: 456-2878)

• - William Galston, Deputy Assistant to the President for
Domestic Policy (456-1414) (FAX: 456-2878)



REPAYMENT OF STUDENT LOANS THROUGH WITHHOLDING

Borrowers are offered a variety of convenient and easy ways to
repay loans. One method is to withhold loan payments from the
borrower's salary.

• Fulfills the President's goal

• Automatic deductions from salary have the advantage of being 
taken for granted; thus, withheld funds are not considered 
available when it comes time for borrowers to budget for 
personal expenses

A. Mandatory withholding for employers.

• Employers to establish system for student loan repayments 
separate from the current tax withholding system

• Requires more detailed and more frequent reporting

Pros:

Cons:

1. Easy and convenient repayment method for 
borrowers
2. Reduces defaults
3. Minimal impact on large employers who now 
offer wage-withholding allotments
4. Eliminates the need for U.S. Government to 
offer incentives or subsidies to employers

1. Requires legislation and an enforcement 
mechanism
2. Imposes a burden on employers, especially 
small businesses which would have to create 
necessary accounting systems
3. Burden estimated to reach $5.8 billion

• Could discourage some businesses from hiring student loan 
borrowers.

B. Voluntary withholdincr. Employers would not be required to 
set up a system to withhold student loan repayments.
Participation by employers would be voluntary, similar to the 
current system of employer allotments for charitable deductions.

• Pros: 1. No legislation is required; borrower can elect
immediately upon entering the job market
2. Imposes smaller burden on employers
3. Voluntary participation may meet less 
resistance from employers

• Cons: 1. Employers may not voluntarily participate
2. Could require an extensive PR campaign
3. Burden estimated at $1.5 billion



THE INTERNAL REVENUE SERVICE AND 
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LOAN SYSTEM CRITERIA

OPTIONS FOR ms INVOLVEMENT

STEPS TAKEN BY EDUCATION

MATRIX OF ATTRffiUTES AND OPTIONS



ATTRIBUTES OF IDEAL STUDENT LOAN SYSTEM

SIMPLICITY AND ACCOUNTABILITY

CUSTOMER SERVICE

EASE AND FLEXIBILITY OF REPAYMENT

MINIMIZE BURDEN

REDUCE DEFAULTS

COST EFFICIENCY

MINIMIZE FTE USAGE



OPTIONS FOR IRS INVOLVEMENT

EVFORMATION SHARING/PRIVATE WITHHOLDEVG
OPTION 1 - CURRENT LEVEL OF IRS INVOLVEMENT

INCREASED INFORMATION SHARING
OPTION 2 - SUPPORT INCOME-CONTINGENT REPAYMENT 

AND AH) COLLECTION OF DEFAULTED DEBT

LEVERAGING THE TAX SYSTEM
OPTION 3 ~ COLLECT ONLY DEFAULTED DEBT 

OPTION 4 ~ PLUS COLLECT INCOME CONTINGENT LOANS 

OPTION 5 ~ PLUS COLLECT OTHER DIRECT LOANS

TREATING STUDENT LOANS OUTSIDE THE TAX SYSTEM
OPTION 6 ~ COMPLETE LOAN SERVICING AND DEBT COLLECTION



STEPS TAKEN BY EDUCATION
EDUCATION APPROPRIATION OF $2.5 BILLION (FY94-FY98) 

CONTRACTS IN PLACE:
• ELIGIBILITY DETERMINATION

• SERVICING AND COLLECTION

IMPROVED CAPABILITY FOR CUSTOMER SERVICE
• SINGLE BORROWER DATA BASE

• MULTIPLE SERVICERS COMPETING ON BASIS OF PERFORMANCE

• SINGLE POINT FOR BORROWER ACCESS

• ANNUAL ACCOUNT RECONCILIATION STATEMENT

NEW REGULATIONS FOR REPAYMENTS
• PAYMENT OPTIONS ENCOURAGE COMPLIANCE

• SAME OPTIONS FOR CURRENT BORROWERS



MATRIX OF ATTRIBUTES AND OPTIONS

ATTRIBUTES
OPTION NUMBER

1* 2* 3 4 5 6

SIMPLICITY AND ACCOUNTABILITY 2 2 0 0 0 1

CUSTOMER SERVICE 2 2 0 0 0 1

EASE AND FLEXIBLITY OF REPAYMENT 2 2 1 1 1 1

MINIMIZE BURDEN 2 2 2 2 2 0

REDUCE DEFAULTS 1 2 2 2 2 2

COST EFFICIENCY 0 0 1 1 1 2

FTE USAGE 2 2 1 1 1 0

TOTAL SCORE 11 12 7 7 7 7

* WITH PRIVATE WITHHOLDING

LEGEND: 2 = FULLY SATISFIES ATTRIBUTE
1 = PARTIALLY SATISFIES ATTRIBUTE 
0 = DOES NOT SATISFY ATTRIBUTE
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AQEND& FOR MEETINO OM THE FEASIBILITY 

OF IMPLSMEKTING A SYSTEM FOR THE REPAYMENT OF FEDERAL 

STUDENT LOANS THROUGH VAGE WITHHOLDING

August 23, 1994, at 4t30 PM 

Ulyasas S. Grant Room (Room 2127), Main Treasury

1. opening Remarks t

• Mike Smith, Under Seoretary, Department of Education

• Margaret Richardson, Commissioner, internal Revenue 
Service

2. Review of Conolusions, Recommendations and Deoisions, 
including mandatory and voluntary withholding.

• Maureen McLaughlin, Deputy Assistant Seoretary 
(Postsaeondary Eduoation)

• Edwin A. verburg. Director, Financial Services 
Directorate/Deputy Chief Financial Officer

3. Discussions:

• Decisions to be taken
• Preparation of Final Report for Both Audiences, i.e., 

the Administration and the congress

Attachments

1. Matrices on Attributes/Options and withholding 
Burden

2. List of Attendees

Z'd 66SS 229 202 Sdldl Ud2T :90 22 SHb
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DEPARTMENT OF THE TREASURY
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Robert Carver, Executive Officer for Service center 
Operations (622-6860)
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Edward Emblom, Project Manager, Research Division 
((874-0644); Fax: (874-0634))
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Mike Smith, Under Secretary
Maureen McLaughlin, Deputy Assistant Secretary 
(Postsecondary Education) [708-5547] [Fax: 708-9814] 
Mitch Laine, Deputy Chief Financial Officer (401-0085) 
Francine Picoult (708-9139)[Fax: 708-9107]
Robert Biehl

OFFICE OF MANAGEMENT AMD BUDGET
Christopher Edley, Program Associate Director for General 
Government and Finance (395-3120)[Fax; 395-4639]
Jack Smalligan, Acting Chief, Treasury & Postal Branch 
(395-1093)[Fax: 395-6825]
Pat Smith, Human Resources (395-3880) [Fax: 395-4875]
Kenneth Ryder, Deputy Associate Director for Housing, 
Treasury and Finance (395-4516)
Barry White, chief, Education Branch (395-4532)
Adam Hoffberg. Treasury & Postal Branch

WHITE HOUSE

Gene Sperling, Deputy Assistant to the President for 
Economic Policy (456-1414) (FAX; 456-2878)
William Galston, Deputy Assistant to the President for 
Domestic Policy (456-1414) (FAX: 456-2878)
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UNITED STATES DEPARTMENT OF EDUCATION 

OrnCE OF POSTSECONDARY EDUCATION

STUDENT FINANCIAL ASSISTANCE PROGRAMS 

IMMEDIATE OFFICE OF THE DEPUTY ASSISTANT SECRETARY

TELEFAX MESSAGE COVER SHEET

DATE:

NUMBER OF PAGES;

OCTOBER 6. 1994

TELEPHONE NUMBER OS RECEIVING TELEFAX: (202^ 456-2878

TO;

FROM:
phone;
fax;

Gene Snerling

Cindy Battle for Leo Kornfeld 
r202I 708-8391 
(202)708-7157

MESSAGE: The draft brochure is being reviewed internally right now, but I want to 
get your input at the same time. Also, attached are case studies for your review. I 

, would appreciate your input as soon as possible.

Thanks.

400 MARYLAND AVE.. S.W. WASHINGTON. D.C. 20202

Out mission is to ensure equal access to education and to promote educational excellence throughout the Nation.
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Federal Direct Student Loan Proftram

Why Refinance with Direct?

Unique New Income Contingent Plan

Because:

October 5,1904 
Draft IV

You can pay loss each month.

Regardless of how nuoiy siuUcm loau.s you're repaying, you may gain substantial benefits 

from refinancing under the, hedeml Direct .Student Loan Program. Here is the information 

you need to sec why — and how much you could save.

Now borrowers witli one. or mom lo.ms, including parents with PLUS l-oans. can 

refinance their loans into Direct Consolidation Loans. Direct Uans arc a more convenient 

and more aff<.irUablc way lo repay smUem loans, Tlicy combine compctiuve interest rates, 

longer lenus. and tini.nr.ial tlr.xihility that otlier .student loan programs can't match.



DEP^T. OF. EDUC AT @003

October 5.1994
Draft IV

bnerest rues under the Program are. among ilie lowest av;iilable: amently 7.43 percent* for 

student borrowers and never higher than 8-25 percent; and currendy 8.38 percent* for 

parents who hold PLUS Loans and ncvci liighcr dian 9.0 percent. (‘These rates ore in 

effect throughout 1994.) And hy giving you the option to repay over a longer period of 

tinK, going Direct ratty cut your monthly payment substantially.

You can pay ba.sed on your income.

You'll have more choices than ever before.

Yuu urn clianee your repayment plan.

You get everything on one monthly .staiemem.

You can qualify even if you're in default.
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October 5,1994 
Draft IV

You can pny hasftrt on your income.
Finally, an income-based repayincm plan. Only the Federal Direct .StiuiftnM.nan Program 

offeni a icpuyiiicm option designed to adjust automatically to fit your abUity to pay: the 

iinitiiK' Income. Contingent Repayment Plan. It can give you the freedom to pursue your 

chosen career, ev*n wlien that means accepting lower-paying employiwnt ofpflrtir.iil.'ir

imcrcsi to you.

The Income Contingent Repayment Plan, only through Dirext.

The Income Contingent Rcpoymcni Plan h one of four payment options listed on tlie next 

page. In rcnnanciiig under the Program, you can select the option that fits your financitvl 

needs now, and change when your drc.timstanc.es change.

The Income Comingeni Repayment Plan uilowi me the flexibility w choose the career 

that I want I nn longer have to worry if my salary will he enough U) covttr my loan 

payments; now my loan payments will automatically he geared to my salary."

— Michelle Mui ale.u Student, San Juan, PR
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October 5.1994 
Draft IV

You’ll have more choices than ever before — includiiii' the Income 

Contingent Repayment Plan .

Choose the repayment plan that is rij^hiforyou.

Each individual's career plans and financial goals arc different. But the Direct Loan 

Program is de.signed to help you tailor a repayment plan that firs your financial situation. 

Only Diioct offers a choice of four repayment plans. Tliese include:

1. Income Contingent Plan — Under the Income Contingent Plan, payments are 

linked to the borrower's income. This unique plan is especially appropriate for persons 

with high debt but low income.

2. Oraduated Plan — payments rise gradually in two-year steps over a fixed term 

(depending on the amount you owe), so you can repay more as you earn more.

3. Extended Repayment Plan — lower monthly payments over a relatively long (12* 

to 30-year) term, depending upon the amount borrowed. The longer lenn permits a smaller

monthly payment.
\

4. Standard Repayment Plan — fixed payments over a term of 10 years or less. The 

monthly repayiiieiu is somewhat higher than other options, but it's the fastest way to repay 

a Direct Loan, with lower overall charges.

Once you select your repayment plan, you can choo.se how you want to pay each niomh: by 

check, through automatic deductions from your bank account, or by automatic deductions 

from your paycheck (consult your emjiloyer for availability). The .Servicing Center can also 

notify you of payments due by monthly statements, or you can request a coupon book.
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October 5,1994 
Draft IV

"Sure, we're making decent money now. Dui with consolidation, we could decide what's 

best for our fimndal future: paying off our loans as quickly and economically as we can. 

or paying more slowly and putting money Oiide in savings each month. With a choice of 

repayment options, we can plan far our financial future right from the start."

— Sebastian fiuta. Computer Systems Analyst, and Jyoti Vaswani. Analyst. 

Investment Bank, Mew York, MY
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Draft IV

You can change your l epaynK'nl plan.

Choose a different repayment option if your neadt diangc.

Life doesn't stand still, diid nciilici du youi caicc; and financial situations. Dy refinancing 

under the. Procram, yon can choose the right repayment plan now and then change your 

repayment plan to fit your developing career. Only the Federal Direct Student Loan 

Prognun offers Piis oppoitunily to switch your repayment option as often as once a year 

whenever yotir financial situation changes.

"When I graduate next semester, I'll need to consolidate my graduate and 

UJUiersradltate loans. / have dtnsen a public service career, and i/w low .salary will 

ntake it very difficult to make monthly payments unless I con pay .smnUe.r OnmunVi in 

the besinning. With the Graduated Plan I can repay my Ujan without going broke. 

Then when my career gets going, I can choose a different option and pay it off 

faster."

— John Wooth, EEOC Investigator, Brooklyn, NY
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You get everything on one statement.
See all ihe information you need to take control of your luans.^\th a Federal Direct Student 

Ujun, there is just one billing statemem each moinh;^a single Servicing Center instead of a 

comple;^ network of private lenders, firefvftjpplying is streamlined and hassle-free, with just 

one application to fill out and stcp-by-siep assistance ju.st a phone call away. Tliat means —

• Better control. With all your present student loans consolidated a.s a single Direct Loan 

account on one statement, with one balance and one monthly payment, keeping track of 

your loan status is easier — an aid in keeping your financial life under control.

• Better service. If questions do arise about your loan account, or if you want to change 

your repayment plan, there is no paper chase — Just one phone number and one address to 

reach the help you need.

"By the time we gradiuiie from law school, we'll probably luive 17 educational loans 

between us. Dealing with tlvem all is a drag, to say the least., .that's one reason why better 

service is a priority for us. I've had to make aljout ten phone calls ju.u to get a statement of 

my loan account from the hank. Consolidaling into one loan and one statement would .save 

us an incredible amount of lime and headaches."

^ David Lcichiman and Laura McGinn, Law .Students. New York, NY
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You can qualify even if you're in default

Gciin invnediaiefinancial relief—or improve your credit siandinff

When repeated late or missed payments lead to default, the borrower's credit rating can

reflect past mistakes for years. The Federal Direct Student Loan Program offers potential

solutions to this credit crunch. You can lower your total monthly payments through

consolidation into a single loan, and regain control of your monthly ca.sh flow. Or. if you

can make .sati.sfactory payments on your existing loan.s tor six months or a year before

consolidating, you can improve your credit record after con.solidation.

• For financial relief now: Tf your existing .student loans arc cutrcntly in default and 

you're imtible to make satisfactory payments on them for six or 12 months, you can 

consolidate them immediately under the Income Cmuingeni Repayment Plan for a 

single, affordable monthly payment. Loans you consolidate under this option will show 

a "paid collection" notation on your credit record -- showing that you defaulted on the 

loan, but that it was paid in full. Consolidatit)n will al.so limit further collection costs,

• To improve your crcdil record: You may be able lo '•rchabiliiaic" your defaulted 

loans by making 12 consecutive months' payments of an amount agreed to by you and 

the agencies holtling your loans. This will clc:ir your crcdii recoid of any default 

notation on these loans. You may then choose from any of the four repayment plans 

when coiusolidaiing your loans under the Federal Direct Suidcni Loan Program.
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If you are in default and would like more information, call 1-800-621-3115.

'"I'd like to start paying my loans back now instead of accruing interest in forbearance, but 

the whole process seemed overwhelming. Now that I can choose a realistic payment plan 

for my salary and get one statement each month instead of several notices each week, it will 

definitely get me going in the right direction. It will also he much easier to write one check

instead of several."
_Kathleen Weissenberger, Executive Assistant, Indianapolis, IN
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Direct Loan Income Contingent Repayment Case Studies

The following scenarios present situations in which borrowers would benefit from 
choosing the income contingent repayment plan available under the Direct Loan 
Program. All of the following case studies assume an annual income growth rate of 
five percent, unless otherwise specified.

Borrower went to private 4-year college, then pursued graduate study in social work. 
The borrower's total undergraduate and graduate debt is $40,000 dollars. His first job 
is with a community outreach organization that offers social services to people with 
mental illness or disabilities. His starting income is low, approximately $25,000 
dollars. The borrower consolidated his loans and elected to repay under the income 
contingent repayment plan. He chose the income contingent repayment plan because 
his monthly payments would be $246 dollars; under the standard repayment plan, he 
would have to pay $473 per month.

After 5 years, this borrower moves into a management position at his agency. Once 
in this position, his salary is $40,000. Now that his income is higher, the borrower 
considered switching to the standard repayment plan; however, under the standard 
repayment plan, he would have to repay his loan in five years at $758 per month. 
Under the income contingent repayment plan, his monthly repayment will now be 
$393, and he will repay his loan within 10 years. The borrower chooses to remain in 

income contingent repayment.

Borrower went to private law school and plans to serve in the public interest before 
joining a law firm. While in public service, she will make payments she can afford, 
based on her income. Her income is $20,000 and her debt totals $50,000. She will 
make monthly payments of $230 under the income contingent repayment plan- 
option 1; she would have to make monthly payments of $592 under the standard 

repayment plan.

After 1 year, the borrower decides to take a job at a private law firm. Her salary will 
begin at $70,000. Under the income contingent repayment plan-option 1, she would 
pay $805 per month. If she switched to the standard repayment plan, she would 
make payments of $636 per month and repay her loan in 9 years. She decides to 
switch to the income contingent repayment plan-option 2, where she will make 
payments of $526 per month for approximately 12 1/2 years.

Borrower went to medical school and graduated with $75,000 in debt. She receives a 
deferment while in her residency program. Subsequently, she takes a high-paying
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private practice job. Her starting salary is $90,000. She chooses to keep her total 
repayment amount as low as possible and makes payments of $888 per month under 
the standard 10-year plan. However, after several years, she decides she would like 

to work in a community clinic.

When she makes the choice to serve in the public interest, she is relieved to learn of 
the income contingent plan. She can no longer make the $888 monthly payment.
The income contingent repayment plan would allow her to make payments she can 
afford. While working at the clinic, borrower will make $30,000 per year. She will pay 
$375 a month under the income contingent repayment plan.

After four years at the clinic, the borrower decides to return to private practice. Her 
salary is back up to $90,000; if she stayed in the income contingent repayment plan- 
option 1, her monthly payments would be $1,125. Therefore, she changes to option 2, 
where her payments are capped at $789. She chooses not to switch to the standard 
repayment plan because she would have only several years to repay her total 
remaining debt under this plan.

After completing an undergraduate degree and working in a large computer software 
design company and paying under the standard repayment plan for several years, the 
borrower has decided to start his own company. Due to startup costs, his new income 

will be $15,000 in the first few years.

The borrower's debt totals $10,000. Under the income contingent repayment plan, he 
will pay $73 per month, while under the standard repayment plan he was paying about 
$118 dollars per month. After the first few years of owning his own firm, his income 
becomes much higher. However, it fluctuates significantly. In the fifth year of the 
company his income reached $60,000 and in the sixth year it went down to $30,000.
If he had chosen option 1, his repayments would be $290 based on the higher income 
and $145 based on the lower. The borrower chose option 2, so that his payments 
would be capped at $105 regardless of changes in his income.

After completing a program in cosmetology, the borrower finds an entry level position 
paying $5.25 an hour (her annual income is $10,920). She has decided to repay her 
$2,500 debt under the income contingent repayment plan. Her repayment amount will 
be approximately $26 dollars a month (under option 2, which caps the amount 
borrowers repay). Under the standard repayment plan, she would have been 

scheduled to pay $50 per month.
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After 10 years, her income has increased minimally (an annual rate of about five 
percent): her income is now about $17,000. Borrower has a remaining loan balance 
of about' $585. The borrower will pay off the loan in two more years. She decides to 

remain with the income contingent repayment plan-option 2.

Borrower has been intermittently employed for the last few years. He has $7,500 in 
debt and has approximately $5,000 in annual income. Under the income contingent 
repayment plan, he will not make any payments until his income rises to about $5,800. 
Under the standard repayment plan, he would have been scheduled to make monthly 

payments of $89.

After three years of making no payments, the borrower finds a great sales job; his 
income is based on commission. While the starting salary is comfortable (about 
$25,000 per year), the job has the potential to be extremely lucrative in the future. 
Therefore, the borrower chooses to switch into the graduated repayment plan. His 
payments'will start off low (about $55 dollars per month) and will increase in the later 

years, when the borrower expects his salary to increase significantly.

Borrower completed a degree in special education in a private teaching college. Even 
though he received a scholarship, his total debt after graduation is $15,000 dollars.
He has accepted a position with an inner-city school operated by a non-profit 
organization. His yearly income is $15,000 dollars. He chose to repay under the 
income contingent repayment plan because he will be able to repay his loans while 
serving his community. He will repay $85 dollars under income contingent repayment, 
while under standard repayment, the monthly amount would have been $178.

Borrower decides to stay with his teaching career. Eventually, he moves into the 
public school system, where his salary begins at $28,000. He has been in repayment 
for 5 years. Now, his monthly repayment amount will be $159.

#8

The borrower is a single mother of one. The borrower's total undergraduate debt is 
$25,000 dollars. The borrower is currently employed as a receptionist for the 
Department of the Treasury while looking for a job in her field of study, chemical 
engineering. Because the borrower has a high debt level and child care costs, she 
elects to repay her loans under the income contingent repayment plan. Her annual 
income is approximately $20,000. Under the income contingent repayment plan, the 
borrower would repay $140 monthly ($147 minus an offset of $7 for her dependent 
child) Under the standard repayment plan, the borrower would repay $296 monthly.
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After five years, the borrower has found a job in her field and received a major 
promotion. Her annual income has gone up to $45,000. She now has a second child. 
If she keeps paying under the income contingent repayment plan, her repayment will 
be $316 ($330 minus an offset of $14 for her two children), and she will repay in 
slightly over seven years. She could also switch to income contingent repayment 
option 2. Under option 2, she would make monthly payments of $263; however, it will 
take longer for her to repay her loan under this option. She decides to stay under
Option 1.
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Congressionally Mandated Student Loan Feasibility Study
Preliminary Session

Meeting Agenda

May 12, 1994

3:00 pm

1. Study Parameters
• Due date for Congressional Report
• Essential elements of Cost/Benefit Analysis

• Privacy concerns

Major Assumptions of IRS and Education working group:
• Department of Education maintains and services

student loan accounts
• No changes in the current tax withholding i^stem 

(i.e., employers would not be able to distinguish 
student loan payments from income tax 
withholdings)

• Student loan repayments will be treated as an 
income tax liability, subject to income tax 
penalties and interest

2. Five Options developed by IRS and Education working group 
concerning IRS involvement:

1: Program as Currently Authorized
2: Increased Information Sharing
3: IRS Collects Defaulted Debt
4: IRS collects Income-Contingent Student Loans
5: IRS Collects Direct Student Loans, Regardless 

of Repayment Plan



w
3. Perspectives

• Internal Revenue Service
• Depcirtment of Education

• NEC and Domestic Policy 

0MB
Department of Treas\ary

4. General Discussion and Consensus on Recommendation

PARTICIPANTS;

Treasxiry;

IRS:Tax Policy; 

White House

0MB:

Education:

Josh Steiner, Chief of Staff
George M\jhoz, Assistant Secretcury iVSg^t)
Alan Cohen, Special Advisor to the Secretcu^r
Lowell Dworin, Director of Tax Analysis 
Robert Carver, DAS for Returns Processing

Gene Sperling, NEC
Bill Galston, Domestic Policy
Chris Edley, Assoc. Dir. of Econ. & Govt 
Barry White, 0MB Education Branch 
Ken Ryder, Dep. Assoc of Econ. & Govt 
Peggy Young, 0MB Treasury & Postal Branch 
Jack Smalligan, 0MB Treasury Branch
Don Wurtz, Chief Financial Officer
Maureen McLaughlin, Acting DAS for Higher Ed.
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Student Loan Study

Background

1.

Pact Sheet

Act of 1993, Congress estabiished

2.

3.

As part of Omnibus Budget Reconciliation 
the Federal Direct Student Loan Program (FDSLP). Congress also gave the 
Department of Education the authority to fexpand the number of repayment 
options available to borrowers as a means to reduce the default rate. 
Borrowers can elect extended, graduated! or income contingent repayments in 
addition to the standard (normal) repayment plan.

The Federal Direct Student Loan Prograrrt will be available to borrowers at 
selected schools in July 1994. By the beginning of the 1995-1996 academic 

year, 40% of loan volumes are to be Direfct Loans.

To aid the Department of Education in establishing the repayment amounts for 
income-contingent loans, OBRA ’93 authorized IRS to disclose adjusted gross 

income and filing status to employees of the Department of Education. IRS
fav roh im nfnrmntinn tn Fducfltion’fi contract!

4.

was not authorized to disclose tax return

To deal with the disclosure to contractors 
contractors to administer their programs).

nformatlon to Education’s contractors.

issue (Education depends on 
the Department of Education has

drafted regulations requiring a consent by| borrowers ele^ng to repay£iaY loan 

through the income-contingent option. TT
release tax return information to Education’s contractors

e consent would authcxize IRS to

The OBRA ‘93 conference report directec 
Education to study the feasibility of implei|n 
student loans through wage withholding 
options were developed. The options are

Option 1: Program as Currently Authoriz 
Option 2: Increased Information Sharing 
Option 3: IRS Collects Defaulted Debt 
Option 4: IRS Collects Income-Contingent Student Loans 
Option 5: IRS Collects Direct Student Loans, Regardless of Repayment Plan

Loan Repayment Processing

the Departments of Treasury and 
enting a system for the repayment of 
other means involving the IRS. Five

1. The options developed for the study asst me that (1) Education will maintain 
and service loan accounts, (2) there will be no changes in the current tax 
withholding system, and (3) student loan Repayments taken over by IRS will be 
treated as income tax liabilities. Relaxing any of these assumptions makes IRS 

involvement infeasible.

-1 -
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For the options involving withholding, bori*owers would estimate the adcStlonal 
withholdings and then adjust their W-4s ti account tor the loan. This would 
prevent further burden on employers. Self-employed borrowers would have to 
increase their quarterly estimated tax payfnents. Income-contingent loan 

payments would be indistinguishable from tax payments.

ated tax payments throughout the 
idividual ta^ayers’ liabilities occurs 

pjayments received through the tax 
. During the year, it would not be 

gaining current. For some 
1l||| when they filed their returns, it 

been satisfied-student loan

3. While IRS collects withholdings and estim 
year, reconciliation of the payments with 
only after a return is filed. Student loan 
system would be posted only once a year 
poGsiblo to toll whether a borrower was n 
borrowersAaxpayers who did not pay in 
would be unclear which obligation had no 
repayment or income tax.

Defaulted Debt Collection
j

1. Student loans are completely different frojn taxes. Tax liabilities are based on 
income whereas student loans are provided to borrowers who have financial 
need. As such, student loans should be Expected to have a high degree of risk 

associated with them; IRS’ success in col ecting taxes may not be replicated on 
student loans.

2. Upon defaulting, tlie remaining loan balar ce becomes duo. The average
■ defaulted student loan account is approximately $3,500. A high percentage of 

all defaulted loans are below IRS’ "deferrii level" - the amount below which IRS 

does not take any enforcement action. B 
student loans, relatively few would qualify

3sed on the distribution of defaulted 
for Collection field action.

IRS would treat defaulted debt like a tax ih order to use its enforcement 
functions to collect defaulted loans.

IRS has the authority to garnish wages, livy bank accounts, and seize physical 
assets to recover delinquent taxes. IRS <^ould use these tods to collect student 
loans if Education referred defaulted debt to IRS as a tax (using an 
administrative judgement). Other than nopces and phone calls, the only 
collection tool Education has is administrative wage garnishment.

Based on IRS’ refund offset studies, long 
following a refund offset for defaulted stuc

term voluntary compliance declines 
lent loans.

Based on data from IRS’ study of taxpayer 
education debt in 1989, the average taxabl

-2-

’s with refunds offset for defaulted 
le income was $7,672 and 83% of
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the offset debtors had taxable income below $15,000. Only 3% of the offset 
taxpayers had taxable Income above $25 ,000,

Cost Estimates

1. Based on the five options, IRS estimated costs for Information Systems, 
Payment Processing, Defaulted Debt Col ©ction, and Taxpayer Services.

3.

4.

2. IRS estimates that it would require three
system requiring substantial IRS involvement.

The majority of IRS costs represent staffi ig (more than 2,000 FTEs). 
Education’s costs are for their direct loan servicing contract. Rscal Year 1999 

coste are;

^ears to develop and implement any

($ Million)

Option 1 
Option 2 
Option 3 
Option 4 
Option 5

IRS Costs 
$0 
$0
$257.0
$261.2
$320.1

Education Costs
$848.2 
$849.1 
$491.1 
$470.1 

J 349.3

Total
Program Costs
$848.2
$849.1
$748.1
$731.3
$669.4

While it appears tliat IRS collection woul 1 be loss exponsiva than collection by 
Education, the nature of the tax collection system (wage withholdirig, estimated 
payments, and annual reconciliation) would prevent IRS or Education from 
providing the level of customer service usually associated with loan servicing. 
To provide that level of service would rediuire that employers withhold separate 
amounts for income tax and student loar^ repayments and file monthly reports 
on student loan withholding for each emfiiloyee repaying a student loan.

-3-


