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Education Dept. Weighs Big Changes in Federal 
Student-Aid Policies 
By DOUGLAS LEDERMAN 

The US Education Department is 
weighing numerous changes in federal 
student-aid policies. Among them: 

Changing how a family's assets are 
counted in gauging a student's need for 
assistance. 

Making aid more available to students 
engaged in distance learning. 

Giving more Pell Grant money to the 
neediest students as they enter their 
second year of college. to encourage 
them to continue their studies. 

Those proposals - and dozens of 
other ideas for altering federal 
student-aid programs - were contained 
in a draft of the Clinton Administration's 
recommendations to Congress for 
legislation to extend the Higher 
Education Act of 1965. which is due to 
expire next month. Education 
Department officials held two meetings 
for college lobbyists last week to explain 
the Administration's proposals. The 
Chronicle obtained a copy of the plan. 

The proposal that generated the most 
discussion and controversy at those 
meetings would factor into the 
calculation of a student's need a valuation 
of his or her family's assets based not on 
actual assets but on a formula using 
income and other factors. A median 
amount of assets would be calculated for 
each group. As a result, two families with 
similar taxable incomes and the same 
number of children would be assumed to 
have the same amount of money saved, 
even if they do not. 

The Administration's proposal is 
aimed at encouraging families to save 
and to eliminate what federal officials 
say is unfair treatment of families that 
have saved and that are forced to pick up 
more of the cost of educating their 
children than are families that have not 
saved. 

But many student-aid experts and 
college officials complained that while 
encouraging families to save is a noble 
goal. the Administration's proposal 
would punish students because their 

families did not save. A student from a 
family that had saved significantly less 
than the median for its income range 
would be expected to pay a greater share 
of the costs of educating the student than 
it is under the current system. 

"You'd be essentially taxing people 
for something they don't have. and 
assuming they don't have it because they 
haven't managed their lives properly." 
said Bryan K. Fitzgerald. staff director of 
the Advisory Committee on Student 
Financial Aid. a panel of college officials 
and other financial-aid experts who 
advise Congress. 

The Administration is also suggesting 
that the government use two-year-old 
financial information in calculating a 
student's need for federal aid. in an 
attempt to fix acknowledged problems in 
the current system. 

Right now. a student reports his or her 
family's income from the prior year. and 
because the family has not yet filed tax 
forms for the year at the time the student 
applies for aid. the college cannot 
double-check the estimate to insure its 
accuracy. A study by the Education 
Department's Inspector General this 
spring found that about 4.5 per cent of 
Pell Grant recipients had misreported 
their income in ways that inflated the 
amount of aid they deserved. 

By using information from a year 
earlier. and by getting it directly from the 
Internal Revenue Service, the 
Administration suggests. colleges could 
insure that the information they get is 
accurate. 

Such a change would create new 
problems. however. some college 
officials said. Tables prepared by the 
Education Department show that the 
taxable income reported by many 
families fluctuates significantly from 
year to year, so that using two-year-old 
data would overstate the income of some 
families and understate the income of 
others. 

In 1995, for instance, 288. 795 

student-aid recipients reported taxable 
incomes of zero to $10.000. In 1996. 
62.935 of those students rcport.:d that 
their families' incomes had risen to 
between $I 0. 00 I and $20. 000. and 
nearly 1.300 reported incomes of 
$50.00 I to $60.000. Over all. about .t5 
per cent of the families of student-aid 
applicants changed income categories 
between 199 5 and 1996. 

If colleges were to use two-year-old 
data. critics say. about I in 8 students 
would qualify for less federal aid than 
they need and would have to appeal to 
their colleges for more. About 30 per 
cent would qualify for more federal aid 
than they deserve. Mr. Fitzgerald said. 

College lobbyists who were briefed on 
the Administration's plan liked several of 
its other recommendations. They were 
intrigued by a proposal to give a $300 
"Super-Pell" award to the neediest 
recipients of Pell Grants in their second 
year. The aim is to decrease the rate at 
which low-income students drop out of 
college at the end of their first year. The 
standard maximum Pell Grant will be 
$2. 700 in the coming fiscal year and is 
set to rise to $3.000 in 1999 under 
spending bills now before Congress. 

Educators also applauded the 
Administration for suggesting changes 
that would make student aid more 
available to students in distance-learning 
courses. The proposals call for awarding 
financial aid to students who arc taking 
such classes toward certificate and other 
programs. rather than just toward 
associate's or bachelor's degrees. and for 
including the cost of a computer and 
possibly other expenses in calculating the 
"cost of attendance" for students in 
distance-learning classes. 

But the Administration's package also 
contained many proposals that are likely 
to anger Republican lawmakers. lend.:rs. 
or certain groups of colleges. Some of 
those proposals would: 

Limit to six years the length of time in 
which full-time students can qualify for 



, ... 

Pell Grants. The Administration's 
proposal is aimed at encouraging 
undergraduates to complete their degrees 
in a timely fashion. but critics fear it will 
hurt needy students. who otien take a 
long time to finish college because of 
financial hardship. There is no current 
limit on how many years a student may 
receive a Pdl Grant. 

Cut off federal aid for vocational 
programs of up to a y..:ar in length if 
fewer than 70 per cent of the students 
complete the program and fewer than 70 
per cent of them get jobs after finishing 
it. Such a requirement is already in place 
for shorter-term vocational programs. but 
community-college otlicials say it would 
be unfair to impose it on all year-long 
programs. 

Allow colleges to shift a greater share 
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of the money they receive through the 
Perkins Loan Program to two other 
federal programs. Supplemental 
Educational Opportunity Grants and 
Federal Work Study. Colleges an: now 
allowed to transfer as much as 25 per 
cent of their Perkins funds to the other 
programs. Many college officials fear 
that allowing further shifting between the 
programs could undercut support in 
Congress for Perkins Loans. by 
convincing lawmakers that colleges 
would prefer to use the money for other 
purposes. 

Allow institutions to raise the limits 
on the amount of federal loans that a 
professional or graduate student may 
have. but n:quire the institution to pay 
the Education Department a I 0-per-cent 

II 

"insurance" premium tl1r Lhc amount of 
loans over $18.500. The American 
Council on Education and other groups 
have opposed proposals that n:quire 
..:olleg..:s to share in the risk of insuring 
that loans will be repaid. 

Impose a number of costly restrictions 
on guarantee agencies and knders in the 
guaranteed student-loan program. 

To the dismay of some college 
o11icials. the Administration did not offer 
any proposals for significantly 1.:hanging 
the way the government deliv..:rs ti:deral 
student-aid information to colleges. 
students. and their families. Several 
higher-education groups. and many 
Republicans in Congress. have suggested 
that the department's system be put in 
private hands. • 

ADVANCED TECHNOLOGY CENTERS ARE HOT 
HUB FOR TRAINING 

Community colleges are 
increasingly developing 
advanced technology centers 

(ATCs) to serve as one-stop system for 
manufacturers. 

"ATCs are becoming strong members 
of the partnership structure in welfare 
reform. one-stop service centers. and 
vocational centers for high schools." says 
a new report from the national ATC 
group. 

Since January. the group has added 15 
colleges to its list of I 04 members. said 
Robert Auld. executive director of the 
nine-year-old National Coalition of 
Advanced Technology Centers 
(NCATC), a division of the Center for 
Occupational Research and Development 
in Waco. Texas. 

Often housing the latest technology on 
loan from its developers and local 
companies. the centers train students for 
local manufacturing jobs, foster 
entrepreneurs and make a sizable profit 
for the school. 

Most centers' services include. 
* Credit and non-credit courses, 

short-term and custom training. and 

seminars. 
* Demonstration of new technology, 

small business development and shared 
facilities with industrial partners. 

and * Technical assistance to 
education partners, including high 
schools and colleges. and local 
businesses. 

Kalamazoo Valley Community 
College in Michigan. for example, 
periodically holds an "education for 
employment" conference where teachers 
meet with vendors. 

The school also allows local high 
schools to use its industrial laboratories 
in the morning. 

Not Everyone's Happy But not all 
two-year public schools housing the 
centers had an easy time setting them up. 
said another NCA TC report. 

Many community college presidents 
had difficulty convincing faculty that 
training programs wouldn't sponge 
money from academics. 

The presidents argued that once the 
centers had run for a few years. they 
would chum out profits shared with 
academic programs. 

Curriculum Test With a $3 million. 
three-year grant from Lucent 
Technologies. NCATC is working with 
the lacocca Institute at Lehigh University 
in Bethlehem. Pa., to create a curriculum 
that focuses on core competencies of 
manufacturing technology. 

Five community colleges. along with 
eight Lucent plants. will test and evaluate 
the curriculum in early 1998. Auld said. 

A TCs even got a pat on the back from 
Senate appropriators last month. who 
suggested that the federal Labor 
Department funnel some of its fiscal 
1998 funds toward such projects. 

"Planning and Developing the 
Advanced Technology Center" is $10 
from National Coalition of Advanced 
Technology Centers. P.O. Box 21689. 
Waco, TX 76702-1689. (800)231-3015; 
e-mail, ncatc@cord.org. "Community 
Colleges and Economic Development" is 
$I 0 from the same address. 

For more information, contact 
NCATC Executive Director Robert Auld 
at the above address, (817)772-8756: 
e-mail. rauld@cord.org. -Matthew 
Dembicki• 
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In accordance with OMB Circular A-19, OMB requests the views of your agency on the above 
subject before advising on its relationship to the program of the President. Please advise us if this 
item will affect direct spending or receipts for purposes of tho "Pay-As-You-Go" provisions of Title 
XIII of the Omnibus Budget Reconciliation Act of 1990. 
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SUBPART 3--Fl~DERAL SCPJ>LEMENTAL EDUCATIONAL UPPOt<.TIJNITY GRANT 

PROGRAM 

EXTENSION OF PROGRAM 

SEC. 413. Section 413A(b) ofihe A~L is amcndc.d by ~triking out ''$67S,OOO.ooo for· 

fl$cal year 1993" tlvough the end thereof and inserting in lieu the.reof "such sums as may be 

n.ecesYaey for fiscal year 1998 and for each of the four succeedu1g fiscal years.". 

SBLBC'!ION OF RECIPIENTS AND tJSE OF FUNDS 

~EC. 4 14. S1:1ctlon 413 C of the A~ L i~ 1:U11i::ml~d .... 

( 1) by amending subsection (c)(2) to read as follows: 

P. 2/:36 

''(2) In carrying out paragraph (1), each institution of higher education shall, in 

the aJtreement made wider section 487. c:nsw-e that the selection procedures are designed to 

award 6upplemental grants 1.md•r thii subpart .fi~T to students who receive .Pell Grants and meet 

nu~ requirements ofsectior1484.''~ and 

(2) by amending subsection (d) to read as follows: 

';(d) l.l.SE..QEE.UNL'lS EOR ALL .. SilJDliNIS.--Awards made under this subpart shall be 

made reasonably available (to the extent of available funds) to all eligible stud.en.ts in the 

institution in ncied thereof/'. 

ALLOCATION OF FUNDS 

SEC. 4 l 5. Section 413 () of the Act is ame11Cied.--
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( l) in :oiubscction (a)- -

(A) m paragraph ( 1 )--

(i) by strikin.g out "100 percent" and inserting in lieu thereof "95 

percent"; and 

(ii) by striking out "fisc,nJ y~ar 1985" and insetting in lieu thereof 

"lht!: mlJ~t l'ecent fi:u.~-al yur for whicl, data are avllill\blc"; 

(B) ;n paragraph (2)--

(i) in subparagraph (A)--

(l) in the matter preceding clause (i). by striking out "1985" 

Anti lnot;P.tfinp, ln 'lieu thereof 11 1 CJ97"; and 

(II) in c;Jau$e (ii), by striking: out "90 percent" and inserting 

in Heu thel't'!of ''95 percent"~ 

(ii) in subparagraph (B) --

(I) in the matter preceding clause: (i), by strikiag om "1985" 

And im.erting in \ien thc:reof" 1997''; and 

(II) by .striking out 1190 }'>Cr<x:nt" caoh plncc it nppcru-s And 

inserting .in lieu thereof "95 percen·t11 ~ 

(iii) in subpauigraph (C) -~ 

(I) in clause (i), by ~triking out '1986" and inserting in lieu 

thereof ''1998"~ Ar.rl 

(U) in the fl\lsh l&\SU~:.ge M the end thereof, by striking out 

"90 percent" and inserting in lit~u thereof "95 !'tCl'CCl'lt
11

; at':d 

2 
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{C) in .Paragraph (3)--

(i) in subparagraph (A)·· 

(1) by striking out the subparagraph designation "(A)"; and 

(IJ) by striking out "paragraph (1) of'; 

(ii) by striking out subparaaraph (B): 

(2) lJy ~ulking out :iub.sc.c-tion (b) and inserting in lieu thereof th~ following new 

subsection: 

"(b) ALLOCATION FORMULA TRANSlDON.--Notwithstanding subsection (a), '100 

percent' shall be substituted for '95 percent' each place it appears in paragraphs (1) and (2) of 

s:ueh snbse.ction for pn'}'IMP.c; nf rl(l!t.ennining an Institution's allocation wider this subpart for the 

first fiscal year fur whii;h o~ wueudments me.de by [ln•crt name of Act) arc effective.''; 

(3) in subsection (c)(l), by striking out ''three quarters of'; 

(4) in subsection (d)(3), by inserting at the end thereof the following new 

subparagraph: 

"(E.) ThP- Si>!c.rnt11ry ni11y u~e the actual expected family contribution 

(computed in accordum.:t:: willi pt1.rl F) fv1 an l11stitution's eligible undergro.duo.tc ~t\ldcnts in lieu 

of the calculation in parngraph (2)."; and 

(5) by amending subsection (e) to read as follows: 

11 (e) REALLOCATION OF ~XCESS ALLOCATlQNS ... If an institution returns to the 

Secretary any portion of the siums allocated tC' srn~h 1Mtitntion nn<ler this scctk>n for any fiscal 

year, the Secretary shall reallocate such ~iu,;.c::ss in tll:~ordancc with 6cction 442( c ). ". 
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FI..EXIBLE USE Ol' FUNUS 

SEC. 416. Subpart 3 of part A of title IV of the Act is amended by a.dding at the end 

thereof the follo'Wini new section: 

"FLEXIBLE USE OF FUNDS 

"SEC. 413E. (a) ~ARRY-OYER AUTUOWIV.-(l) Of the 3um3 granted to cin 

eligible institution under this subpart for any fiscal year, 10 percent may, at the discretion of the 

institution, remain available for expenditure during the succeeding fiscal year to carry out the 

program under this subpart. 

"(2) Any nf 1hct Rums sn granted to 1111 institution for~ fiscal year thnt are not 

need~cJ by lh~ ins~i~uliuu to award supplemental grant& during that fi3cal ycnr, nnd thiit the 

institution does not wish to use during the next fiscal year as authorized in paragraph (1), shall 

remain available to the Secretary for reallocation urider section 413D(c) until the close of the 

second fiscal year Mxt succeeding the fiscal year for which such funds were appropriated. 

"(h) CARRY-BACK .AlrIHOBIIY.--(h) lJp to 10 percent of the allocation that an 

institution ma.y T~c~ivc from furn.ls "JJIJWpiiated fol' n fisc:.al year m.oy be u5cd by the in~titution 

for expenditure during the fiscal year preceding the fiscal year for which the sun1s were 

appropriated.". 

P. 5/36 
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SUBPART 2--FEDERAL SUPPLEMENTAL EDU~ATlONAL OPPORTUNITY ORAN'f 
PROGRAM: 

I 

Se!i;tion 413. Section 413 of the bill would amend section 413A(b) of the Act to extend 
the FSEOG program through 2002 by providing for such sums as may be necessary for fiscal 
yeBr 1998 imd ellch of the four succeeding fiscal yenro. : 

Sectiop 4.J 4. Section 414 of tb.c bill would amebd section 4 UC(c) ot the Act by 
removin~ the reQuiremcnt that institutions selecting students for FSEOG funds follow a specific 
order baged on financial need. This amendment would Jrequire instead that an institi.ttion award 
supplemental grantf; fit!il to those students who reQeive 1Pell Grants and meot the eligibility 
requirements of section 484 of the Act. The current req~irement is burdensome for institutions, 
and interferes with the ability of the aid officer to handle the needs of students by "packagmg" 
the student's flnancial aid in the manner most appropriate for the student. This amendment 
would retain a reasonable requirement that FSEOOs go; to the most needy (i.e.t Pell Grant 
recipients). without plCLCing im undue QWninistrg,tivo buJ'den on institutions. 

! 
Addlttonauy, section 414 ofthe bill would emehd section 4BC(d) orthe Act to elimlnate 

the requirement that an institution make at least 5 pere~nt of each of its Federal Supplemental 
Educational Opportunity Grant (FSEOG) funds ava.na~le to independent and less-than-full-time 
students if such students account foT at leost 5 percent Jf tho total finnncinl noed. of o.11 students 
attending the institution. Thls requirement causes on a4ministrative hardship, because 
inshtutions must keep track of students to whom they 9ner aid based on these artificial 
catejlories. and carry out additional calculations and reportinp, on students in these cate1itories. 
Furthermore, many institutions are far exceeding the ' pertent minimum for these categories of 
students, not j\.tlllt in offers, but in actutil expenditures. 'lT'his change will remove the 
achninistrative burden~ while still enabling the Secretary to take action against those few 
institutions that do JlOt make funds reasonably availabl~ to all students, 1ncludmg mdependent 
and less-tlum-full~time students. In its place, section 41f:l(2) of the bill wouJd add a requirement 
that funds be reasonably available, to the extent of available funds, to all eligible students in the 
institution in need thereof. This requirement currently:o.pplies to the Federa.l Work Study (FWS) 
and Federal Perkins Loan programs. ; 

Section 41.l. Section 415(1) of the bill would a.bend the institutional allocation fonnula 
in section 4130 of the Act. Under current law, the annha1 appropriation for each of the three title 
IV, HEA "crunpus ·bo.sed" prosrams the FSEOO, FWS, c.nd Federa.I Perkins Loon progrnms--is 
distributed to institutions according to a two-part statutbry formula. The first part, the "base 
guarantee," considers a school's program expenditures in a previous year. The second step in the 
current allocation formula. based on institutional need for additional funding. aUocates the 
amount remaining after the base guarantees are fully funded, by providing one-fourth of the 
romaining amount to institutiom on a pro rru:a buis (the "pro ni.ta increase"), and tluee-fourths 

I 

to institutions based on the instihlllon'& need (the "fait share"). Additional funding under the 
second step in the: aUocation fonnula is gellerally avail~blc if the annual appropriation i~ 
sufficient to fund the full amount to which each school !is entitled in step one. That is, all 
institutions are first "held harmless" to prior funding levels. Two statutory fonnulas-one for 
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FSEOG and a second for rws and l"~rkim; Loarus··mcnsurc institutional need (the Perkins Loan 
formula al$0 currently reflects an institution's default eKperlence). This formula essentially 
aggregates individual $tudent financial need to institutional levels based on national Qtandards. 
Age;rf=e11te. in~tit:utional need drives the second part of the institutional allocation process. 

Slaci; 1986, a.o institution's bu~ guarantee ha.s been the principal dct~nnint.1.T:lt of its 
current~year allocation. For most schools, the prior yea.r expenditure is linked to its program 
participation in the 1970's. Thus, today's allocation of campus-based fundr:i largely retlects a 2U~ 
ye1u·-olti rli~trih11tinn nf yiro~mm funds. 

P. 7/'.36 

The: 1.:urrcnl '1.llocation funuula ls inequitable because growing schools c:armot increase 
their funding and other institutions' funding levels are largely protected. Even though 
approximately 011e-founh of the FSEOG appropriations is dis~ributed on the basis of institutional 
netd, most of thtit fonrline (Q'i rercenf) is acccmnte:d for by the institutions that began 
participating in the program before 1986. Also, due to the base guarantee, schools with declining 
enrollments have noL na:c:.-i:!!!llfily i::x.pcricmc.ed a con·espondh1g decline in campus-ba.scd funding. 
Conversely, schools with increasing enrollments, and populations of needy students, have not 
received a conesponding increase in C8Illpus~ba.scd funding. 

Section 415 of the bill would modify the institutiona.l allocation formula so that 
increasingly ltirgcr i;h.un;:) uf 1.m:.isram appl"opdotionf! will be di$tributed on the basi$ of mcasutcd 
financial need. By shifting the distribution of program funds toward relative institutional need, 
the campus-based programs will better meet the needs of fmancially needy students. However. 
to avoid di.smption th111t r.nnlci he ~Bused hy drama.tic shifts in Pl'02t'ftll1 funds between institutions~ 
the amendment would ensure that no institution's allocation would be reduced by more than five 
perc~nt compMt:u Lu lh~ prillr yca.i·. Next, sections 415(2) md (3) of the bill would eliminate. 

section 413D(b) of the Act, which provides for the allocation of one fourth of the available f\mds 
to institutions on a pro r~ta basis, and make a oonfonning change. The pro rata increase is a 
needlesa complication in the fommla.. 

For most institutions, the base year for prior program t:xpc:ndiLur~~ w..•ulc.1 uc: tl 1i:i secuud 
year preceding the academic year for which allocations are being detennined. For example~ 
1999~2000 allocations would be based on 1997-98 program expenditures for those institutions 
that participated in that year. Base guaranteet for institutionsi that begRn pttrtitip~1i1'1a 111t A lAtt':r 
date would be computed ii1 a fashion similar to current law. Unlike current law, however, an 
institution's base year would continue 10 move forward each year, which woulcl "lock in" tUay 
annual funding an institution gains for the futwe and also helps ensure that no schooJ receives 
less than a specified percentage of its previous year funding. 

For the first year that the proposed amendments to the allocation fonnula would be in 
effect, the base guarantee percentage would be l 00 percent. That is, no tmhool would n::1,:cj "c 
less than 100 percent of their base year program expenditures. Thereafter. the ba$e guarantee 
percentaie would be 95 percent of the preteding year's arnolll1t. 

Section 415(4) of the bill would amend section 413D(d) of the Act to provide that when 
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th~ Sel:rc:l.ary t~·Lnbfo1bt:~ income categories for aid applice.nt!i to dc-tcnninc nn in11titution' s needi 
for purp1)ses r,tf cakulat\ng a fair share under the allocation formula, the Secretary would no 
longer bt: reCJ1lired to establish un expecti!d family contribution (EFC) for each income category. 
Thii changei. would :o~nnc~ administrative burden on institutions. which must cummtl.v add 
se"eral iteir1s on the output doctune.nts in order to c:omply with this requirement, even though the 
official EFC b alreaJy imfo.;"t~ 01.1 tbese documet1ts. These c.hange3 would proYidc flc>4.ibility 
so that. the Secretary can continue to collect income infonnnt\on tl'il1t is not available elsewbem 
and derive the EFCs needed for th~ allocation formula. 

Section 415(5) of the bill would amend section 413D(e) of the Act to combim: all 
returned f\mds 1l'om all of lhc Ft:ucral ~fuuputt·bn5ed pwgrams, and reallocate them Accord.;na to 
the current reallt>catic:n ml.es ir; the FWS Proiirtsrn. Institutions would only receive rcallc1cated 
fonds if they have: spent nt least ten percent of their FWS allocation on community sienice. 
Additonally. they must ilpend t<U ofthF· re~lloc11ted fund~ for cornm\Ulity service. This 
amendment would simplify the reallocation process for institutir.m~. and for the Department> e.nd 
would pm mme funding Into tbt' cummwuly !:\t:rviu: comp~"l.lltllt ~)fthc rws program. The cffc:c\ 
on the FSEOG and Perkins Loan programs, however> would not be significant, in thAt mo~t 
(almo~t seventy-fh·e percent) of returned funding is already in the FWS Program. A similar 
chanse ii p1opou~d to th~ Pe-rkim t .o~n Proeram 1n section 462 of the bill. 

.S~~- Six lion 416 of iht: I.till would wuen.d :iection 41 J of the Act to allow an 
institution to '~arry t'ack t.o the previous award yeiu,, or can)' forward to the upcoming award ye-ar, 
up to ten percent ofits FSEOG allocation. This flexibility> already available in the FWS 
Progtam, would give institut;ons thf'I fle\'.ihility to handle minor shortfalls. or cxoesse' ht thti 
FSEOO proaram. :Furth.er, it would Climi.nate the need for an institution to "spend~ PSBOO 
funds It \he last mim1tt:, ttnd \"wUU}U pn:veul lU$lltutiOll5 from having to vOllCCl rsr,()C l1Wt11ds, or 

to to cover FSEOO committments wjth their own fw1ds_. when they were :.;;lightly off on their 
award projections. 
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SPECIAL 
Total Pagea: SJ 

LRM ID: CJB 135 

TO:. 

FROM: 
OMB CONTACT: 

SUBJECT: 

DEADLINE: 

EXECU'rlVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WHhlngton, O.C. 20603-0001 

Monday, November 10, 1997 

LEGISLATIVE REFERRAL MEMORANDUM 

Legislative J-io4n Officer - See Distribution below 

~-M-t.· farsgre~f?~~ Director for Legislative Reference 
Constance J. Bowers 
PHONE: (202)396-3803 FAX: (202)395-6148 

EDUCATION Draft Bill on Higher Education Act Reauthorb:ation • 'rltle IV. 
Pert C -- Federal Work Study 

cob Tuesday, November 18, 1997 

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above 
subject before advising on its relationship to the program of the President. Please advise us If this 
Item will affect direct spending or receipts for purposes of the "Pay·Aa-You-Go" provisions of Title 
XIII of the Omnibus Budget Reconciliation Act of 1990. 

COMMENTS: 
DISTRIBUTION LIST 

AGENCIES: 

EOP: 
Robert M. Shireman 
Michael Cohen 
William R. Kincaid 
Barry White 
Wayne Upshaw 
S. A. Noe 
Kathryn B. Stack 
Daniel J. Chenok 
Daniel I. Werfel 
Robert G. Damus 
Edward M. Rea 
Beverly B. Thierwechter 
Winifred Y. Chang 
Janet R. Forsgren 
James C, Murr 
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LRM ID: CJB135 SUBJECT: EDUCATION Draft Bill on Higher Education Act Reauthorization • 
Title IV, Part C ·- Federal Work Study 

RESPONSE TO 
LEOISLATIVE REFERRAL 

MEMORANDUM 

If your reaponse to this requeat for views le short (e.g .. concur/no comment), we prefer that you reapond by 
e-mail or by faxing ue this re1ponae sheet. If the rasponae Is ahort and you prefer to call, please call the 
branch-wide line shown below (NOT the analyst's tine) to leave• message with a leglalatlve aaslstant. 

You may also respond by: 
( 1) calling the analyst/attorney's direct llne (you wlll be connected to voice mall If the analyst does not 

anewer); or 
(2) sending us • memo or latter 

Plea so Include the LRM number shown above, and the &ubject shown below. 

TO: 

FROM: 

Constance J. Bowers Phone: 395-3803 fax: 396-6148 
Office of Management and Budget 
Branch-Wide Line Ito reach leglslatlve aseiatantl: 395-7362 

~--------------<Date) 

~-----~-~----~~_(Name) 

~-----~~~-----~-<Agency) 

----------------(Telephone) 

The followlng Is the response of our egency to your request for view& on the above-captioned aubJect: 

Concur 

__ No Objection 

No Comment 

__ Sae proposed edits on pag99 -~--

Other:-----------

__ FA)( RETURN of __ pages, attached to this response 11heet 
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PART C--FEDERAL WORK STUDY PROGRAM 

EXTENSION OF PROGRAM 

SEC. 441. Section 441(b) of the Act is amended by striki~ out u$800,000,000 for fiscal 

year 1993 '' throuRh the end thereof and insertini in lieu thereof "such sums as may be neoessarv 

for fiscal ygu- 1998 md for ca.ch e>f th• four succeeding fi&cal ycon. ". 

ALLOCATION OF FUNDS 

SEC. 442. Section 442 of the Act is amended--

(1) in subsection (a)-· 

(A) in p&\"&lfaph (1 )--

(i) by striking out "100 percen111 and inserting in lieu thercoi "95 

?trcent"; and 

(ii) by strikina out '1 fiscal year 1985" and iosening in lieu thereof 

"the most recent fiscal year for which data are available"~ 

(D) in paragraph (2)-· 

(i) in subp&rairaph (A)-~ 

(I) in the matter preceding clause (i), by striking out 11 198S'' 

and inserting in lieu thereof" 1997"; and 

(JI) in clause (ii). by striking out "90 percent" and insertina 

(ii) in subparagraph (B) ~-

(I) in the matter preceding clause (i). by striking out "1985" 
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111mi insei.rting in lieu thereof" 199711
; and 

(ll) by striking out "90 percent'' each place it appears and 

inserting in lieu thereof "9S pcrce11t11 in each such place; 

(iii) in subparagraph (C) •• 

P. 12/36 

(I) in clause (i), by striking out "1986" and inserting in lieu 

thereof "199811
; and 

(II) in the thuh Iansuaae at the end thereof, by striking out 

1190 percent" and inserting in lieu thereof 1195 percent\ and 

subsection: 

(C) in paragraph (3)--

(i) in subparagraph (A)·· 

(I) by striking out the BUbparagraph designation °(A)"; nnd 

(IIJ by striJdni out "paragraph ( 1) of'; 

(ii) by striking out subparagraph (B). 

(2) by striking out subsection (b) and inserting in lieu thereof the following new 

''(b) ALLOCATION EORMlJLA TU~SIDON.--Notwitbstanding 

subsection (a), '100 percent• shall be substituted for ·95 percent' each plaoe it appears 1n 

paragmphs ( l) and (2) of such subsection for purposes of determining an institution's allocation 

under this part for The first fiscal year for which the amendments made by [insert aame of Act) 

are eff'ective. ": 

(3) in subceotion (o)(l), by striking out "three qwutcrs of"; and 

2 
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(4) il1 •ubsiectlor~ (d)(4). by inserting at the end t.horcotth~ followina new 

subparagraph: 

"(E) The Secretary may use the actual expected family contribution 

(computed in accordance with part F) for an institution•s eligible undergraduate, and pduate 

and profe111ional studmts, in Ht.n nffhe cakulation in paraeraph (2) and (3). resJ)ectively:•. 

USE OF FUNDS 

SEC. 443. Section 443 is amended-~ 

(1) in subse<:tion (b)(3) by strikin1 out "assisted," throu&h the end thereof and 

imertins in liai thereof 11111si~~n;": A?\ti 

P l '•/'' ·' • ·) ·.JD 

(2) tn l:fUbl:iCc;Lluu (~)(2) by stdklng out "25 percent'' end inserting in lieu thereof 

"SO percent". 

3 
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PART C-FBDERAL WORK-STUDY PROGRA.\( 

Section 441. Section 441 o!the bill woul~ amend section 44l(b) of the Act to extend the 
Federal Work Study (FWS) program through fiscal year 2002 by providing for such sums as may 
be necessary for fiscal year 1998 and each of the four succeedina ti seal years. 

SQCtion 442. Section 442(1) of the bill would amend the institutional ~location fonnula 
ln section 442 of the Act. Under current law, the annual appropriation for each of the three title 
JV, HEA "campus-based" programa--the Federal Supplemental Educational Opportunity Grant 
(FSEOG), FWSr and Federal Perldns Loan pro1nun~--is distributed to institutions according to a 
two ... part statutory formula. The flnt part, tho "base suarantee", considers B sehool's program 
expenditures in a previous year. The: second step in the current allocation formula, based on 
tnstitutionaJ need for additional funding, auocates ttte amount remaming atter lhe base 
guarantees are fully funded by providi~ one-fourth of the remaining amount to institutions on 
a pro rata basis (die "pro rata increase"), and thfee.fourths to instirutlom based on the 
institution's noed (tho "fair share"). Additional funding under the 'eeond step in the alloc~tion 
formula is generally available if Che annual appropriation is sufficient to fund the full amount to 
which each school is entitled in step one. That is, all institutions are first "held harmless" to prior 
fundi.n~ levels. Two statutory fonnulu--onc for FSEOG and a second for FWS and Perkins 
Loans--measure institutional need (the Perkins Loan formula also cmrcntly reflects an 
institution's defau,h exporionoe). 11Us formula C99Clltiol)y tlglf'Cgntc:s individual stuek;nt financial 
need to iDstitutional levels based on nationaJ standards. Aggregate institutional need drives the 
second part oftbe mstitutionaJ allocation process. 

Since 1986, an institution's bue guarantee h8s been the principal detenninant of its 
current )'941' allocDtion. For mo't schools, the prior yu.r c:xp¢nditu~ is linked to its program 
pmticipation in the l 970's. Thus, today's allocation of campus·based funds largely reflects a 20-
year-old distribution of program tunds. 

The cmrent allocation fonnula is inequitable because growing schools eannot increase 
their funding Bnd other in$titutions' funding levels ore lnrgoly pTOtcetc:d. [Even though 
approximately one.fourth of the FWS appropriations is distributed on the basis of institutional 
need, most of that funding (~~ percent) is accounted itOr by the institutions that be.QBll 
participatin~ in the proR;ram before ] 986.] Also. due to the base auarantee. schools with 
declining enrollments have not necessarily experienced a corresponding decline in campus-based 
funding. Conversely, schools with incrcuinj (nrolhncn~. and population! of needy titudcnt5, 
have not received a conesponding increase in campus-based funding. 

Section 442<1) of the bill would modify the institutional allocation fonnula so that 
increasingly larger shares of program appropriations.will be distributed on the basis of measured 
finanoia.1 need. By shifting the distribution ofproJ~ funda toward rdn.tive institutional need, 
the campus-based programs would better meet the needs of financially needy students. However, 
to avoid disruption that couJd be causec1 by dramatic shifts in prOitmt funds between institutions, 
the amendment would ensure that no institution's allocation would be reduced by more than five 
percent compared to the prior year. Next, sections 442(2) and (3) of the bill would eliminate 
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sootion 442(b) of tho Act1 which provides for the ollocation of one fourth of the ava.ilBble funds 
to institutions on a pro rata buis, and make a conforming change. The pro rata increase is a 
needJess complication in the tonnuJa. 

For most institutions, the base year for prior program expenditures would be the second 
yoer pl'CCOding the e.cadaniic year for which ruloc!l.tions Ql'e being determined. for eXAmple, 
1999 .. 2000 allocations would be based on 1997-98 proaram expenditures for those institutions 
that pmticipatcd in that year. Base guaraatccs tor ioStitutiom that began participating at a later 
date would be computed in a fashion similllI' to cmmit Jaw. Unlike current law. however. an 
institution's base year would continue to move forward each year, which would "lock in'' any 
annual fundi0& an in1titution gaius for tho futw"c on4 also helps ensure that no sohool receives 
leH than a specified percentage Qf its previous year fwiding. 

For the first year that the proposed amendments to the allocation formula would be in 
effect, the base guarantee perocntage would be 100 percent. That is, no school would receive 
less than JOO pczwnt of their hue yc:ar program c:itp;:nditu~'· Thcrcd\cr, the base 1warantcc 
perccntag~ would be 95 ~t of the preceding year's amount. Similar changes llI'C proposed to 
the FSEOG program, in section 41 ~ of tht bill, and to the Perkins Loan program, in section 462 
of the bill. 

S~tion 442(4) of the bill would n.mcnd sootioa. 442(d)(4) of tho Act to provide thot when 
the Secretary establishes income catcsories for aid applicants to determine an institution's need, 
for purposes of calculating a tm share under the allocation fonnuJa, the Secretary would no 
lon~ be required to establish an expected family contribution (EFC) for each cateiOl'Y. This 
c.bange would reduce the administrative burderi on institutions, which must currently add several 
itt:rm on the output docwncmta iu order to comply with thia requirement, even though the official 
EFC is already indicated on these documents. Thl!lse changes would provide flexibiHty so thar. 
the Department can continue to collect income information that is not available elsewhere and 
derive the EFCs needed for the allocation fonnula. A similar cbanae to the FSEOO proif81TJ is 
proposed in seciion 415( 4) of the bill, and to the Perkins Loan program in section 462( 4) of the 
bill. 

Section 443. Section 443 ot'the bill would lllllend •ection 44J(b){J) of the Act to 
eliminate the requirement that an institution make at least 5 J)crt:ent of its Work Study funds 
a·vailable to independent and less-than-full·timc students, if such students account for at least 5 
percent of the total financial need of all students attending tho :institution. This roqWtom0nt 
causes an administrative hardship, because institutions must keep track of students to whom they 
otter aid based on these artificiaJ categories, and carry out additional caJucJations and reporting 
on students m these cateKOries. FW'thmnore. many lnstitutions are far excccdin& the 5 percent 
minitnwn for these categories of students, not just in offenf but in actUB.l expenditures. Instead, 
the cwrcnt low requirement that funds bo roasonnbly ovailnblc to all cJigiblo studonta in the 
institution in need thereof, would remain in effect without the additional S percent limitatio~. 
"Ibis change will remove the administrative burden, while still enabling the Secretary to take 

' 
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action egailu.t thU$t= few iustitutkm.s that do nett make furub l'COSOl'\!lbly ovW.lnble to nll etudents, 
including indc~ndtnt and less-than-full-time student". A similar change is proposed tQ the 
FSEOO prosram in section 414(2) of the bill and to the Perkins loan Program in section 464(2) 
of the bill. 

Secttor. 443(2) oft.'le bill woulll .urn::ml :,"~tion 443(c)(2) of the Act to inoroaoo from 25 
percent to SO percent the amount of an institution's Work Study allocation that can be used to pay 
the Federal shale for students employed at for-profit emp~o)'ets. This would provide greater 
flexibility and more carem·related job oppor.tnnit1~R fnr need)' students. 

3 
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SPECIAL 
Total Pagea: ;Lo 

LRM ID: CJB132 

TO: 

FROM: 
OMB CONTACT: 

SUBJECT: 

DEADLINE: 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

Washington, D.C. 20603-0001 

Monday, November 10, 1997 

LEGISLATIVE RffERRAL MEMORANDUM 

Legislative f)ai~ ?fficer • See Distribution below 

~~s·g~ r?~t Director for Legislative Reference 
Constance J, Bowers 
PHONE: (202)395·3803 FAX: (202)395-6148 

EDUCATION Draft Biii on Higher Education Act Reauthorization ·Title IV, 
Part E •• Parkin• louns 

cob Tuesday, November 18. 1997 

In accordance with OMB Circular A-19. OMB requests the views of your agency on the above 
subject before advising on its relationship to the program of the President. Please advise us if this 
item will affect direct spending or receipt• for purposes of the "Pay-As-You-Go" provisions of Title 
XIII of the Omnibus Budget Raconcillatlon Act of 1990. 

COMMENTS: 
DISTRIBUTION LIST 

AGENCIES: 
118-TREASURY • Richard S. Carro - (202) 622-0650 
61-JUSTICE ·Andrew Fois - (202) 614-2141 
24-Corporation for Natl end Community Service ·Gene Sofer - (202) 606·5000 

EOP: 
Robert M. Shireman 
Michael Cohen 
William R. Kincaid 
Berry White 
Wayne Upshaw 
S. A. Noe 
Kathryn B. Stack 
Daniel J. Chenok 
Daniel I. Werfel 
Robert G. Damus 
Edward M. Rea 
Beverly B. Thierwechter 
Winifred Y. Chang 
Thomas P. Stack 
Janet R. Forsgren 
James C. Murr 
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LRM ID; CJB132 SUBJECT: EDUCATION Draft Bill on Higher Education Act Reauthorization -
Title IV, Part E -- Parkins Loans 

RESPONSE TO 
LEGISLATIVE REFERRAL 

MEMORANDUM 

If your reaponae to this request tot "lewa la short (e.g., concur/no comment), we prefer that you respond by 
e-mail or by faxing u1 thl• re&ponae sheet. If the response Is ahort and you prefer to call. please call tha 
branch-wide line shown h•low (NOT the an•ly.i's llne) to IBBve a meaHge with a legislative aHlatant. 

You may also reapond by: 
(1) calllng the analyst/attorney's direct line (you wlll be connected to voice mall If the analyst does not 

anewttr); or 
(2) sending us a memo or letter 

Plu•att Include the LRM number shown above, and the subject shown below. 

TO: 

FROM: 

Constance J, Sower• Phone: 396-3803 Fax; 396-6148 
Office of Management and Budget 
Branch-Wide Line (to reach leglalatlve B88lstantl: 395-7362 

----------------(Telephone) 

The following I• the reaponse of our agency to your request for vlewa on the above-captioned subject: 

Concur 

__ No Objection 

No Comment 

-~ See propoaed edits on pages __ 

Other:-----------

__ FAX RETURN of __ pages, anached to this reaponse sheet 
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PARTE 

FEDERAL PERKlNS LOAN PROGRAM 

EXTENSION OF PROGRAM 

SEC. 461. Section 461 (b) of the Act is amended--

P. 19/36 

-··" 

( 1) in paragraph (1), by striking out "$250,000,000 for fiscal year 1993 and such 

sums as may be necessary" and inserting in lieu thereof "such sums as may be necessary for 

fiscal year 1998 and"; and 

(2) in paragraph (2)-~ 

(A) by striking out "fiscal year 1997" and inserting in lieu thereof ··fiscal 

year 2002"; and 

(B) by striking out .. October 1, 1997," and inserting in lieu thereof 

"October 1, 2002,". 

ALLOCATION OF FUNDS 

SEC. 462. Section 462 of the Act is amended--

(1) in subsection (a)--

(A) by amending paragraph (I) to read as follows: 

.. (1) From the amount appropriated pursuant to section 461 (b) for each fiscal 

year, the Secretary shall first allocate to each eligible institution an amount equal to 95 percent of 

the amount of Federal capital contribution allocated to such institution under this part for the 

most recent fiscal year for which data arc available."; 

(B) in paragraph (2 )--
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(i) in subparagraph (A)--

(I) in the matter preceding clause (i), by striking out 

"1985" and inserting in lieu thereof" 1997"; and 

(II) in clause (ii), by striking out "I 00 percent" and 

inserting in lieu thereof 1195 percent"; 

(ii) in subparagraph (B) --

(1) in the matter preceding clause (i), hy striking out 

"1985" and inserting in lieu thereof"J997"; and 

P. 20/36 

(II) by striking out "90 percent" each place it appears and 

inserting in lieu thereof "95 percent" in each such place; 

(iii) in subparagraph (C) --

(I) in clause (i), by striking out" I 98611 and inserting in Jieu 

thereof" 1 998"; and 

(II) in the flush language at the end thereof, by striking out 

"90 percent" and inserting in lieu thereof "95 percent"; and 

(iv) by striking out subparagraph (D); 

(C) in paragraph (3)--

(i) in subparagraph (A)--

(J) by striking out the subparagraph designation "(A)"; and 

(II) by striking out "paragraph (1) or'; 

(ii) by striking out subparagraphs (B) and (C); 

(2) by striking out subsection (b) and inserting in lieu thereof the following new 

2 
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subsection: 

"(b) ALLOCATION FORMULA TRANSITION.--Notwithstanding subsection (a), '100 

percent' shall be substituted for '95 percent' each place it appears in paragraphs (1) and (2) of 

such subsection for purposes of determining an institution's allocation under this part for the first 

fiscal year for which the amendments made by [Insert name of Act) are effective."; 

(3) in subsection (c)--

(A) in paragraph (1 ), by striking out "three quarters of'; and 

(B) in paragraph (3), by striking out from"; multiplied by" through the 

end thereof and inserting in lieu thereof a period; 

(4) in subsection (d)(4), by inserting at the end thereof the following new 

subparagraph: 

"(E) The Secretary may use the actual expected family contribution 

(computed in accordance with part F) for an institution's eligible undergraduate students, and 

eligible graduate and professional students, in lieu of the calculations in paragraphs (2) and (3), 

respectively."; 

(5) in subsection (f), by adding at the end thereof the following new paragraph: 

"(3) For fiscal year 1998 and any succeeding fiscal year, any institution with a 

cohort default rate (as defined under subsection (h)) that is equal to or greater than 25 percent for 

each of the three most recent fiscal years for which data are available shall not be eligible to 

participate in a program under this part for the fiscal year for which the dctcm1ination is made 

and for the two succeeding fiscal years, unless, within 30 days of receiving notification from the 

Secretary of the Joss of eligibility under this paragraph, the institution appeals the loss of 

3 
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eligibility to the Secretary. The Secretary shall issue a decision on any such appca1 within 45 

days after its submission. Such decision may permit the institution to continue to participate in a 

program under this part if --

"(i) the institution demonstrates to the satisfaction of the Secretary 

that the Secretary's calculation of its cohort default rate is not accurate, and that recalculation 

would reduce its cohort default rate for any of the three fiscal years below twenty-five percent; or 

"(ii) there are, in the judgment of the Secretary, exceptional 

mitigating circumstances, as defined by the Secretary in regulation, that would make the 

application of this paragraph inequitable. 

"During such appeal, the Secretary may permit the institution to continue to participate in a 

program under this part."; 

(6) in subsection (h)--

(A) by amending the heading to read as follows: "DEFINITIONS OF 

DEFAULT RATE. COHORT DEFAULT RATE. AND LOSS.DE ELIGIBILITY.--"; 

(B) in paragraph (3)--

(i) hy striking out subparagraph (B); and 

(ii) by redesignating subparagraphs (C), (D), (E), (F), and (G) as 

subparagraphs (B), (C), (D), (E), and (F), respectively; 

(C) in paragraph (4), by amending the matter preceding subparagraph 

(A) to read as follows: 

"(4) For purposes of calculating the default rate and the cohort 

default rate under this subsection, a loan shall be considered to he in default--"; and 

4 
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(D) by inserting at the end thereof the following new paragraph: 

·-cs) For the pwposes of subsection (f)(3), 'loss of eligibility' shaJJ be defined as 

the mandatory liquidation of an institution's revolving fund, and assignment of the institution's 

outstanding loan portfolio to the Secretary."; and 

(7) by amending subsection (j) to read as follows: 

"(j) REALLOCATION OF EXCESS ALLOCATIONS.--If an institution returns to the 

Secretary any portion of the sums allocated to such institution under this section for any fiscal 

year, the Secretary shaJJ reaJJocate such excess in accordance with section 442( e ). ". 

AGREEMENTS WITH INSTITUTIONS OF HIGHER EDUCA TJON 

SEC. 463. Section 463 of the Act is amended--

(1) by amending subsection (a)(2)(B) is amended to read as follows: 

"(B) a capital contribution by an institution, in an amount not less than 

three-seventeenths of such Federal capital contribution in fiscal year 1993, and one-third of such 

Federal capital contribution in each of the succeeding fiscal years, of the amount of the Federal 

capital contributions described in subparagraph (A);"; 

(2) by amending subsection (c) to read as follows: 

"(c) AGREEMENTS WITH CREDIT BUREAU ORGANIZATlONS.--(1) For the 

purpose of promoting responsible repayment of Joans made pursuant to this part, the Secretary 

shall enter into agreements with credit hureau organi7.ations regarding [defaulted?] loans held hy 

the Secretary or by an institution. 

"(2) Each agreement made pursuant to paragraph (1) shall be made in accordance 

5 
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with the requirements of section 430A except that such agreement sha11 provide for the 

disclosure by the Secretary or the institution, as the case may be , to such organizations, with 

respect to any (defaulted?) loan held by the Secretary or the institution, respectively, of--

P. 24/36 

"(A) the date of disbursement and the amount of any such loan, and the 

amount of loans made to any borrower under this part at the time of the disbursement of the Joan; 

and;·. 

"(B) information concerning (the repayment and ?)collection of any 

such loan, including information concerning the current status of the loan; and 

"(C) the date of cancellation of the note upon completion of repayment by 

the borrower of any such loan. (should this also reference cancellation under section 46S?) 

"(3) Notwithstanding paragraphs ( 4) and (6) of section 605(a) of the Fair Credit 

Reporting Act (15 U.S.C. J 681 c (a)(4), (6)), a consumer reporting agency shall make a report 

containing information received from the Secretary or an institution, as the case may he, 

regarding the status of a borrower's account on a Joan made under this part until the loan is paid 

in full. 

"(4) Except as provided under such criteria as the Secretary may establish under 

which the institution may cease reporting such information before a loan is paid in full, each 

institution of higher education, after consultation with the Secretary and pursuant to the 

agreements entered into under paragraph (1 ), shall disclose to any credit bureau organization 

with which the Secretary has such an agreement the information set forth in paragraph (2), and 

disclose promptly to such credit bureau organization any changes to information previously 

disclosed.H. 

6 
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TERMS OF LOANS 

SEC. 464. Section 464 of the Act is amended--

( I) in subsection (a)(2), by amending subparagraphs (A) and (B) to read as 

foJlows: 

P. 25/:36 

"(2)(A) Except as provided in paragraph (4), the total of loans made to a student 

in any academic year or its equivalent by an institution of higher education from a loan fund 

established pursuant to an agreement under this part shall not cxceed--

"(i) $3,000, in the case of a student who has not successfully 

completed a program of undergraduate education; or 

"(ii) $5,000, in the case of a graduate or professional student (as 

defined in regulations issued by the Secretary). 

"(B) Except as provided in paragraph (4), the aggregate of the loans for all 

years made to a student by institutions of higher education from Joan funds established pursuant 

to agreements under this part may not excccd--

"(i) $15,000, in the case of any student who has not successfully 

completed a pro&rram of undergraduate education prior to the effective date of the [insert name 

of Act); or 

"(ii) $30,000, in the case of any graduate or professional student 

(as defined by regulations issued by the Secretary) and including any loans from such funds 

made to such student before the student became a graduate or professional student."; 
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(2) in subsection (b)-~ 

(A) by striking out the paragraph designation .. (1 )"; and 

(B) by striking out paragraph (2); 

(3) in subsection ( c )( 1 )--

(A) by redcsignating subparagraphs (H) and (J) as subparagraphs (I) and 

(J), respectively; and 

(8) by inserting immediately after subparagraph (G) the following new 

subparagraph: 

"(H) shall provide that, in the case of a loan made on or after July 1, 1999, 

the Joan ~haJJ be considered to be in default (except as otherwise provided in section 462(h)) if 

the borrower of a loan made under this part fails to make an installment payment when due, or to 

meet other tenns of the promissory note or written repayment agreement, and such failure 

persists for--

"(i) 180 days in the case of a loan that is repayable in monthly 

instaJlments; or 

"(ii) 240 days in the case of a loan which is repayable in Jess 

frequent installments;"; 

(4) by amending subsection (e) to read as follows: 

"(e) FORBEARANCE.--(1) The Secretary shall ensure that--

"(A) upon written request. an institution of higher education shalJ grant a 

borrower forbearance, renewable at 12 month intervals, on tem1s agreed to in writing by the 

parties to the loan, and othciwisc consistent with the regulations of the Secretary if the borrower-
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"(i) is serving in a medical or dental internship or residency 

program, the successful completion of which is required to begin professional practice or 

service, or is serving in a medical or dental internship or residency program leading to a degree 

or certificate awarded by an institution of higher education, a hospital, or a health care facility 

that offers postgraduate training, provided that if the borrower qualifies for a deferment under 

subsection (c)(2), the borrower has exhausted his or her eligibility for such deferment; 

"(ii) has a debt burden under this title that equals or exceedi; 20 

percent of income; or 

"(iii) is serving in a national service position for which the 

borrower receives a national service educational award under the National and Community 

Service Act of 1990; 

"(B) the length of the forbearance granted by the institution--

"(i) under subparagraph (A)(i) shall equal the length of time 

remaining in the borrower's medical or dental internship or residency program, if the borrower is 

not eligible to receive a deferment described in such subparagraph,or such length of time 

remaining in the program after the borrower has exhausted the borrower's eligibility for such 

deferment; 

"(ii) under subparagraph (A)(ii) shall not exceed 3 years; or 

.. (iii) Wlder subparagraph (A)(iii) shall not exceed the period for 

which the borrower is serving in a position described in such clause; and 

"(C) no administrative or other fee may be charged in connection with the 
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granting of a forbearance under subparagraph (A), and no adverse infonnation regarding a 

borrower may he reported to a credit bureau organit.ation so1e1y because of the granting of such 

forbearance; 

"(2) To the extent provided in regu1ations of the Secretary) the borrower and the 

institution may agree to forbearance for the benefit of the student borrower; 

"(3) The fom1 of forbearance granted by the institution for purposes of this 

subsection shall be the temporary cessalion of payments, unless the borrower selects forbearance 

in the form of an extension of time for making payments, or smaller payments than were 

previously scheduled. 

"(4) The Secretary shall permit institutions to exercise administrative 

forbearances that do not require the agreement of the borrower, under conditions authorit'.ed by 

the Secretary. Such forbearances sha11 include forbearances for borrowers who arc delinquent at 

the time of the granting of an authorized period of defennent under subsection (c)(2)."; and 

(5) by adding at the end thereof the fol1owing new subsections: 

"(g) DISCHARGE--(1) IN GENERAL.--lf a student borrower who received a Joan 

made under this part on or after January 1, 1986, is unable to complete the program in which 

such student is enrolled due to the closure of the institution, then the Secretary shall discharge the 

borrower's liabHity on the loan (including interest and collection fees) by repaying the amount 

owed on the loan and shall subsequently pursue any claim available to such borrower against the 

institution and its affiliates and principals or settle the loan obligation pursuant to section 121 ( c ). 

11 (2) ASSIGNMENT.--A borrower whose loan has been discharged pursuant to 

this subsection shall be deemed to have assigned to the United States the right to a loan refund up 

10 
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to the amount discharged against the institution and its affiliates and principals. 

11(3) ELJGlBILITY FOR AODIIlONAL ASSISTANCE.--The period ofa 

student's assistance at an institution at which the student was unable to complete a course of 

study due to the closing of the institution shall not be considered for purposes of calculating the 

student's period of eligibility for additional assistance under this title. 

11(4) SPECIAL RULE.--A borrower whose loan has been discharged pursuant to 

this subsection shall not be precluded from receiving additional grant, loan, or work assistance 

under this title for which the borrower would be otherwise eligible (but for the default on such 

discharged loan). The amount discharged under this subsection shall be treated the same as loans 

under section 465(a)(5). 

"(5) REPORTING.~-The Secretary or institution, as the case may be, shall report 

to credit bureaus with respect to loans that have been discharged pursuant to this subsection."; 

and 

"(h) REHAlULIIATION OF LOANS.--(l)(A) If the borrower ofloan made under this 

part who has defaulted on such loan makes 12 on-time, consecutive, monthly payments of 

an10unts owed on such Joan, the Joan shaU be considered rehabilitated, and the institution that 

made the Joan (or the Secretary, in the case of a loan held by the Secretary) shall instruct any 

credit reporting organization to which the default was reported to remove the default from the 

borrower's credit history. 

"(B) As Jong as the borrower continues to make scheduled repayments on 

a loan rehabilitated under this paragraph, the rehabilitated loan shall be subject to the same terms 

and conditions, and qualify for the same benefits and privileges, a..i;; other loans made under this 

11 
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part. 

"(C) The borrower of a rehabilitated loan shal1 not be precluded by 

section 484 from receiving additional grant, loan, or work assistance under this title (for which 

he or she is otherwise eligible) on the basis of defaulting on the Joan prior to such rehabilitation. 

"(D) A borrower may only obtain the benefit of this paragraph with 

respect to rehabilitating the loan once. 

"(2) lfthe borrower of loan made under this part who has defaulted on such loan 

makes 6 on-time, consecutive, monthly payments of amounts owed on such loan, the borrower's 

eligibility for title IV student financial assistance shall be restored. A borrower may only obtain 

the benefit of this paragraph with respect to restored eligibility once.". 

DISTRIBUTION OF ASSETS 

SEC. 465. Section 466 of the Act is amended--

( 1 ) in subsection (a)--

(A) in the matter preceding paragraph (J ), by striking out "After 

September 30, 1996," through 0 March 31, 1997," and inserting in lieu thereof "Upon the 

expiration of the authorization for the program under this part,"; and 

(B) in paragraph (1), by striking out "at the close of September 30, 1996," 

and inserting in lieu thereof "upon the expiration of the authorization for the program under this 

part,"; 

(2) in subsection (b )--

(A) by striking out "Afler March 31, 2005," and inserting in lieu thereof 

12 
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"Upon the expfratjon of the authorization for the program under this part,"; and 

(B) by striking out "September 30, 1996," and inserting in lieu thereof 

"the expiration of such program authori:tation, "; and 

(3) in subsection (c), by striking out "prior to October 1, 1997,". 
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l'ART E-·Fl:DERJ\L PERKINS LOAN PROGRAM 

Sa;tion 461. Section '161 of the bill would amend section 46l(b) of the Act to extend the 
Federal Perkins Lom program throujh fiscal year 2002 by providina for such sums as may be 
necessary for fiscal year 1998 and each of the fuur tiu1.--cecding r~caJ yct&ra. In lldditiont section 
461 of the bill wouJd extend, through October l, 2002, the authoriDtion of approprie.tions to 
enable students who previously received Porkins Loans to obtain additional t'erldns Loans in , 
~1 lQ continue or coJtLplete their conncs of satudy 

Stction 462. Section 462( 1) of the bill woulll mu~u.d the institutionnl W.locatfon formula 
in s;""'.tinn 462 of the Act. Uoder current law, the annual appropriation for esch of the three title 
IV, HEA ''campus-based" programe--the federal Supplemental Educational Opportunity Orant 
(fSEOCJ), F~lll Work-Study (FWS), aml Federal PMlcin!\ Loan pro~-js distributed to 
institutions according to a two-part statutory formula. The first pan, the "base auarantee", 
conslders a school's program expenditures in a pl'ClvioWi yt:a1. TI1c se~ond step in tb8 cunent 
allocation fnnnula1 basf:d on institutional need for additional funding, allocates the amounl 
remaining after the base guarantees are fully funded by providiIJ& one-fourth or the remaining 
amoum to illlliLlPltloll.\ on a pro rota bula (the 16pro rata inc.l'f'-A~"), and three-fourths to 
instinuions based on the: institution's need (the "fair share"). Additional fundina under the 
sCCODd atcp in the allocation formula is generally available lf~ uuiual appropriation is 
,ufficient to funtl the full amount to which each school i!l entitled in step one. That is, all 
institutions m first "held harmless" to prior funding levels. Two statutory formulas-one for 
FSEOO and H St~ond for rws DO.d Perkin~ LOllll••measure institutional need (the Perkins Loan 
formula also currently reflects an institution's default experience). This formula essentially 
aggregates individual student financial need to lnstirutlonal levd:li uMed on Mtional SWidard&. 
Aasregat~ in~t.itutional need drives the second part of the institutional allocation process. 

SiJ1i.;i;: 1986, An institution'B bu• guarantee has bern thP. rnncipal dctcnninant ofitB 
current-year allocation. For most schools, the prior year expenditwc is linked to its program 
participation in the 1970's. Thus. today's allocation of campu~-li~d funds largely roflc(;t5 a 20-
year-old distiihntion of proifllm funds. 

lbt i.:ut'L'eo.t alloc.ation formula it incquitabte because gmwing schools cannot increase 
their funding and other institutions' funding levels are largely protected. [Even though 
approximately one-fourth of the l'erkins Loan appropriations is lli~u ibuted on the buia of 
~titlltion111 need. most of that fundina (95 percent) is accounted for by the institutions that 
began participating in the program before 1986.] Also, due to the bDSe guarantee, schools with 
decllnlng auvlhnenta have not nace1sarily ex.perimccd • corre~poncf ins decline in campus--based 
fuDdiq. Conversely. achool1 with Increasing enrollments, and populations of needy students, 
have not received a corresponding increase in campus·based fw,Jiug. 

Section 462 of the bill would modify the institutional allocation formula so that 
increasingly hugu 11hMC15 of progmm a.ppropriatio111 would be distrihuted on the basis of 
measured financial need By shifting 1he distribution of program funds toward relative 
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institutional need, the campus-based proiUlnlS will b~ttcr meet thP. n.ei~d1 offmancially needy 
students. However, to avoid disruption that could be caused by dramatic shifts in program fund~ 
bet\\·eon institutions, the amendment would cnsw'C th.at uo irnslilul.iun'!' l:lUocation woulcl be 
reduced by more than five percent compared 10 the prior year. Nex-., sections 462(2) and (3) of 
the bill would eliminate section 462(b) of the Act, which provides for the allocation of one 
fourth of the available fund" to inttitutions on a pro rata basis, and make a conforming change. 
The pro rata increase is a needless complication in the formula. 

For most institutions, the base year for prior proanm expenditures would be the second 
year preceding the academic year for which allocations are being detennincd. For example, 
1999.2000 allocAtinM would be based on 1997-98 program expenditures for those institutions 
that participated in that year. Base guarantees for institutions that began participating at a later 
dl.tc would \JC wmpuLru in" ftt}Shion slmilaz to cunem law_ Unlike current law, however, an 
institution's base year would continue to move forward each year, which would 11 lock in'' anv 
annual tunding an institution aaina for thr future and also helps ensure that no school receives 
le1R than a Rrecifiec1 ~rcr:ntAge of its previous year funding. 

Fo• the: Jltd yc.w- Lh"l I.he: prupo:sed amendments to the allocation formula would be in 
effect, the1 base guarantee percentage would be 100 percent. That is, no school would receive 
less than 100 percent of their bue year program expenditures. Thereafter, the ~c guarantee 
percentage wnulcf h~ 9~ ~rcent of the precedlna year's amount. In order to achieve 
comparability and uniformity among the campus·based programs, each eligible institution that 
began pa.rtkip4Livu iu the F~dum Luan prosram after fiscal year l 98~ but is not a first or second 
time participant, '-\ill have a base guarantee of 95 percent, instead of the current base auarantce of 
l 00 pttcent 

Section 462(4) of the biJl would amend section 462(d)(4) of the Act to provide that when 
the Seerctmy cstablbh~91 iuw1111; \:"Lcg1>ric!i fur aid 11pplicBllts to detennine an institution· s need, 
for purposes of calculating a fair share under the allocation fonnula., the Secretary would no 
longer be required to establish an expected family contribution for each income category. This 
chanee would rcduc~ the Administrative burd•n on institutions. which must currontly add seveml 
items on the output docwnents in order to comply with the requirement even though the official 
J:f.'C is already iJidlcist~ VU lht:lilC UUC.:WUtmtS. These changes WOUld provide flexibility SO that 
the Secretary can continue to collect infonnation that is not available elsewhere and derive the 
EFCs needed for the allocation formula. A similar change to the FSEOO program is proposed ill 
section 4 J 5(4) of the hill, Bntl ro th~ FWS program in eection 442(4) of the bill. 

Section 462(5) of lli.: bill would lillltmd section 462(t) of the Act to mandate the loss of 
eligibility f'or an institution participating in the Perkins Loan program if its cohort default rate is 
equal to or greater than 2S percent for each of the three most recent fiseaJ years for which data 
are availahle. Thi!lll 11mPnt1ment is similar to F~L provisions, as amended by this bill. Section 
462(6) would also add language to section 462(h) of the Act to define "loss of eligibility" a5 the 
bnuw.do.toJ)' Uquil.hltiuu of 1&11 iwnilutlon·s revolving tund and usigrunent of an institution's 
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portfolio to the Secretary. Thi111. would provide a powerful incentive for institutions to keep their 
Perkin1 Loan program cohort dcf~ult rates low and to improve their administration of the 
progrNn, ca~ially with 1q~"l lu lotm collection. This would lead to increased protection for 
students and taxpayers, and would improve the integrity of the Perkins Loan proaram. 

Finally. •ection 4ti2(7) afthe bill would amend section 462(j) of the Act to combino all 
returned funds from all of the Federal campus-based programs, and reallocate them according to 
the clllTmt reallocatio.u J·ulc:» fur lhc: FWS Program. Institutions would only receive reallocated 
funds if they have spcm at least ten percent of their FWS allocation on community service. 
Addi tonally. they must spend all of the reallocated funds for community service. This 
lllncndmcnt wou1ct ~implify the reallocation proceas for institutions, and for the Department, cmd 
would put more funding into the community service component of 1he FWS program. The effect 
on the FSEOO timl Pakim Loan programs. however~ would not be significant. in that most 
(almost s~cnty-five percent) of returned funding is already in the FWS µroaram. A similar 
change is proposed to the FSEOO Program in sc:ction 415(5) of the bill. 

Section 463. Section 463(1) of the bill would modify section 463 of the Act to eliminate 
the Expawkid L1:uiliu111 Opliun (ELO) that allows cenain schools to av;ard higher annual and 
aggregate loan amounts in award years in which they contribute to their Perkins· Loan fund an 
amount at leut equal to the Federal contribution for that year. 

This amendment would simplify the Perkins Loan proaram for institutions, and for the 
Department. TI1t:A~ .n; \.'.:um:ntly few" chan 100 schools panicipatfng in ELO- The current law 
is inequitable in that it bases the ability ofa school to award higher amounu on its matchinp; of 
Federal contribution. Therefore, a school with a miall amount of new Federal money might 
easily proyjde the full match. aud receive the benefits of the increased maximums, while a school 
with a lar1e Federal share mi&ht not. In either case, th.e total loan program might be the same!, 
and both school 1s :\tudeut$, 1t=FJl"~lf uf the Federal share. have need. Additionally, by increasing 
loan max.imwns for all schools, nothing would be taken away from the cuncnt ELO schools, and 
great flexibility would be available for all schools. 

S~ion 463(2) of the bill would amend section 463(c) of the Act to eliminate the 
prohlbition on reportin1 defaulted Perkins Loans as negative credit infonnation beyond seven 
years. Instead, credit bureaus would be required to continue to report negative infonnati.on 
recei~d from the institution that made the loan, or the Secretary, wltil the loan is paid in full. In 
additi014 the amendments would provide authority for the Secretory to d.cvtlop appropriate 
criteria to allow institutions to cease voluntarily the reporting of negative infonnation before a 
loan ls paid in :t\111. Floally, section 46J(c) of the Act would be clarified regarding what 
infonnation institutions are required to provide to credit bureaus, and other stylistic chanse!I 
would be made. These amendments would provide consistency between the statute of limitations 
for colJecting Joans and the period for reporting noglltiVO Otodit infonm.tion.. The reporting of 
defaulted loans to credit bureaus is an effective and impolUnt tool that should be available for 
the entire time that the Department is able to collect on the loan. Similar changes are proposed 
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for the FFEL program in seciion _of the bill. 

Serak>n 464. Section 464(1) of the bill would make conformins amendments lo section 
464(a) ot the Act, lU eliminate 3pooiru ELO maximums, tmn increase reeular loan maximums, . 

· consistent with the amendments in section 463(1) of the bill, discussed above . 

Section 464(2) of the bill would amend section 464(b) of the Act to removc·the 
requirement that an institution make at least S percent of its Perkins Loan funds available to 
independent and le11~0wi·full-timc lt\adoids, if such students Aooount for at least 5 percent of the 
total financial need of all students attending the institution. This requirement causes an 
administrative lwdahip, bec!luse institutions must keep track. of llll':se c.ategt)rios of studentt to 
whom the)' offer aid. ha.i.cd on ~$e artificial categories, and C8rI)' out additional calculations 
and reporting on students in th.He categories. Furthenncre, many institutions arc hr exceeding 
the 5 percent minimwn f'or those ~atcgorie:; of mldenta, not just ;n offers. but in actual 
CXl)C!nditurcs. lnste~ the current law requirement that funds be reasonably available to all 
eligible students in the institution in need thereof, would rt:nu'1u in effect without the additional S 
percent limitation Thi~ cbaqe will remove the administrative burden, while still enabling the 
Secrctmy to take action aaainst those few institutions that do not make funds reasonably 
available to all 111lw.ltmts, includina independent and leu-tlum-fu\1-time students. A similar 
change is proposed to the FSEOO progmm, in section 414(2) of the bill, and to the FWS 
propam, in section 442(4) of the bill. 

Section 464(3) of the bill would amend section 464 of the Act by adding a new 
subpuagraph (H) Lo ddine ndcfoult.". For all Pedant Lo1m~ made on or 1tfter JuJy I, 1999, 
default would be definc:d as 180 days put due 180 days, if the loan is repayJble in monthly 
installments, or 240 days past due if the loan is repayable ln less fteq!J\:Ul installmcnt5. Tbfa 
chans~ would be consi'1tent with tbf! rletlnition of default in the FFEL program, eliminatina 
disparities amona similarly situated borrowc:rs in the two programs. Section 464(3) of the bill 
would also redcsi&nate subpara&nJPb:; (0) and (JI) as (H) Dnd (1), re•pecti"ely. 

Section 464(4) of the bill would amend section 4b4(c) of the Act to providl: Llu:: same 
gQneral forbotir;uice provisions to borrnwers under the Perkins Loan Program as are currently 
availabk to FFEL and Direct Loan borrowers. This would eliminate diitparities among similarly 
situated borrowers who have loam Luu1 different progroms, and would red.uee conf\1Rion for 
borrowers who have both Perkins Loans and FFELs. 

P. 35/36 

Section '164(5) of the bill wonlcl limend sc:::ction 464 of the Act by addiog a new 
subsection addressing closed school dJscbarges in the Perkins Loan Program. Both the FFEL and 
Direct Loan programs Include provii&ious, intended to protect studems, that set the stAndards for 
the djllcliarie of FFEL and Direct Loans for students who were attending a school that closed. 
The lack of a similar provision in the ClllTent law for the ~erkins Loan program mc:wlli that a 
student who attellds a "hool that clo!llflA iR able to have his or her obligation on a FFBL or Direct 
Loan discharged, but cannot do the same for Perkins Loans. Section 464(5) would eliminate this 
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im:on11i1:1iLcn1.:) 4ml ·•dd tc. the Perkhu Loan r•rogriun compDrllblo discharge provisions as those 
that currently exist in the FFEl. and Direct Loan Programs. 

P. 36/36 

SeC'.tion. 464(~) of the bill would also add a new subsei..'1.ion (h) to section 464 of the Act 
on the rehabilitation of Perkins Loans. Th~ Act cUJTently coctains no authorization or procedures 
for loan r~hll.biliLuliuu in the Pc:rkllu Loan program.. ~c;t;on 464 would establish a rehabilitatil.)n 
program for Perkins LolUIS that bas the same general terms and conditions as the rehabilitation 
programs ir1 both th.: FFEL and Direct Loan Pro&x-ams. Loans would be rehabilitated atter twelve 
on-time, consecutiv~, monthTy payments, and at that time, the default would be removed from the 
borrower's credit history. Additionally. defaulted Perkins Loan borrowers would be able to 
renew eligibility fur ~luc.lc:.nL 1:1.il.l uy uulking six cm-time, corusccutivc monthly pLiymonti:;. 
Borrow~rs could rehabilitate the loan and renew eligibility for student aid only one time each. In 
the Peoons Loan proaram, the institution~ in its professional judgment. wotJJd determine what 
repayment amount wm1ld ~ reJHIOnflhle and affordable for tbe borrower. 

Authorizing such a 1i=h~biliLttLiuu 1-11oguun for PeTkin! Loans would provide n tool for institutions 

and servicers to return defaulted loans to repayment. It would abo provide motivation for 
borrowers to repay their lowis end for instltutfons to encn\ll'age '1dault~rs to repay, be.cause 
borrowers; would h1w~ their hAd credit erased, and reha~ilitated loans would be removed from an 
institution's cohon default rate. 

Section 46.S.. Section 465 of the bill would amend section 466 of the Act by removing the 
date for mandatory liquidation of Perkins Loan funds, and replacing it with a. generaJ authority 
for the S~retary to impll!lment liquidation proceclures upon the expiration Qfthe authorization for 
the Perkins Loan Program. A fixed date for the liquidation of Perkins Loan funds at each 
lnstitUtion l.nu~~ umacc~$S1ll')' problems ifroauthorization docs n.ot occur befo£e that flpecifk 
date. This amendment would provide institutions with adequate lead time to liqul,date the funds, 
shoW.d it ~me necessary. 
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Please Include the LRM number shown above, and the aubject ehown below. 

TO: 

FROM: 

Constance J. Bowers Phone: 396-3803 Fax: 396-6148 
Office of Management and Budget 
Branch-Wida line (to reach leglsletlve asslatant): 395-7362 

---------------- (Telephone) 

The following la the reponae of our agency to your request for views on the above-captioned subject: 

Concur 

__ No Objection 

No Comment 

__ See propoaad edlte on pa9ee ___ _ 

Other:-----------

__ FAX RETURN of __ pagea, attached to this reponae aheet 
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SUBPART _--ROBERT C. BYRD HONORS SCHOLARSHIPS 

EXTENSION OF PROGRAM; TECHNICAL AMENDMENTS 

SEC. 41_. (a) Section 419C(b)(l) of the Act is amended--

(!) by striking out "section 419D(b)" and inserting in lieu thereof "section 

419C(b)"; and 

(2) by adding "and" at the end thereof. 

(b) Section 419D of the Act is amended--

(1) in subsection (a), by striking out "section 419K" and "section 419E" and 

inserting in lieu thereof "section 4191" and "section 4 l 9D", respectively; and 

P. 3/ 4 

(2) in subsection (d). by striking out "Public Law 95-1134" and inserting in lieu 

thereof "Public Law 95-134". 

(c) Section 419K of the Act is amended by striking out "$10,000,000 for fiscal year 1993 

and such sums as may be necessary" through the end thereof and inserting in lieu thereof .. such 

sums as may be necessary for fiscal year 1999 and". 

{d) Subpart 6 of part A oftitle IV of the Act is further amended by redesignating sections 

419C, 419D, 419E, 419F, 419G, 419H, 4191, and 419K as sections 419B, 419C, 4190, 419E, 

419F, 419G, 419H, and 4191, respectively. 
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draft 9/4/97 

SUBPART _--ROBERT C. BYRD HONORS SCHOLARSHIPS 

Section 41_. Section 41_ of the bill would extend the Robert C. Byrd Honors 
Scholarship program in subpart 6 of part A of title IV of the Act for five years and make minor 
technical and conforming changes. 
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LRM ID: CJB98 

TO: 

FROM: 
OMB CONTACT: 

SUBJECT: 

DEADLINE: 

SPEC\Al 

EXECUTIVE OFFICE Of THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

Washington, D.C. 20503·0001 

Friday, September 12, 1997 

LEGISLATIVE REFERRAL MEMORANDUM 

---­
Total Pages: 1 

Legislative ~lals n Officer - See Distribution below 

~'sgr ( or si tant Director for Legislative Reference 
Constance J. Bowers 
PHONE: (2021395·3803 FAX: (2021395-6148 

EDUCATION Draft Biii on Higher Education Act Re11uthorlzatlon ·Title IV, 
Part A, Subpart 4 •· lnl.~~tutlon~!-R!JJ~JJ,tlC?.Q~qra11t~.~~N\'. .. }<\ 

·Jt~j.:;'(::~~(C~~-~ ;;~k~'.'7J; ':~~: ··.:~·::·:· .. . •·.:. -t -~~lh1i'1r:,,_ . . ' "\/•" 

noon Wednesday, Sept. 17, 1997 

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above 
subject before advising on its relationship to the program of the President. Pleaae advise ua If this 
Item will affect direct spending or receipts for purposes of the "Pay·As·You-Go" provision• of Title 
XIII of the Omnibus Budget Reconclllatlon Act of 1990. 

COMMENTS: The HE.A reauthorization legislation Is being circulated for clearance in separate parts 
for ED to transmit Informally to congressional committees. ED will consolidate the entire bill for 
formal transmittal later. 

DISTRIBUTION LIST 

AGENCIES: 
81-JUSTICE - Andrew Fois • (2021 614-2141 

EOP: 
Timothy A. Rosado 
S. A. Noe 
Kathryn B. Stack 
Wayne Upshaw 
Barry White 
Robert M. Shireman 
Jonathan H. Schnur 
Michael Cohen 
William R. Kincaid 
Daniel J. Chenok 
Daniel I. Warfel 
Robert G. Damus 
Edward M. Rea 
Janet R. Forsgren 
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LRM ID: CJB98 SUBJECT: EDUCATION Draft Bill on Higher Education Act Reauthorization· 
Title IV, Part A. Subpart 4 ·- Institutional Retention Grants 

RESPONSE TO 
LEGISLATIVE REFERRAL 

MEMORANDUM 

If your reaponse to this request for vlewa 11 ahort (e.g., concur/no comment), we prefer that you reapond by 
e·mall or by faxing u1 thla reaponae sheet. If the respon1& la •hart and you prefer to call, please call the 
branch-wide llne shown below (NOT the analy1t'1 line) to leave 1 meaaage with a leglslatlve assistant. 

You may also reapond by: 
( 1 l calling the analy1t/attorney'1 direct line Cyou wlll be connected to voice mall If the analyst does not 

answer); or 
121 aendlng ua a memo or letter 

Please Include the LAM number shown above, end the subject shown below. 

TO: 

FROM: 

Constance J. Bowers Phone: 396-3803 FH: 396-6148 
Office of Management and Budget 
Branch-Wide Line (to reach leglaletlve assistant): 395-7362 

---------------- IDatel 

--------------~(Name) 

----~~----------(Agency) 

---------------- (Telephone) 

The following Is the repon1& of our agency to your requeat for views on the above-captioned subject: 

Concur 

__ No Objection 

No Comment 

__ See propossd edits on pages ___ _ 

Other:-----------

__ FAX RETURN of __ pagas, attached to this reponse sheet 
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draft 9/12/97 

SUBPART 4--INSTITUTIONAL RETENTION GRANTS 

REPEALS; 
NEW SUBPART 

SEC. 415. (a) Subparts 4 and 8 of part A of title IV of the Act are repealed. 

P. 3/8 

(b) Part A of title JV of the Act is further amended by inserting immediately after subpart 

3 the following new subpart: 

"SUBPART 4--INSTITUTIONAL RETENTION GRANTS 

"INSTITUTIONAL RETENTION GRANTS 

"SEC. 415. (a) JN GENERAL.--The Secretary is authorized to make retention grants to 

institutions that participate in the program under subpart 1 to reward them for improving their 

retention of Federal Pell Grant recipients with expected family contributions of zero (as 

determined under part F) until the recipients complete their degree programs. 

"(b) GRA.NT REQUJ&EMENTS.--(1) APPLICATION REQUJREMENTS.--Each 

institution desiring to receive a retention grant under this subpart shall submit an application, at 

such time and containing such information as the Secretary may require, including information 

regarding the number of Federal Pell Grant recipients with expected family contributions of zero 

who enroJl in degree programs at the institution and who complete their degree programs at the 

institution. At the request of an institution, the Secretary shall assist the institution in identifying 

the number of these recipients. 
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"(2) MINIMUM NUMBER OF F6DERAL PELL GRANT RECIPIENTS.--An 

institution may not receive a retention grant under this subpart unless at least 50 Federal Pell 

Grant recipients with expected family contributions of zero complete their degree programs at lhe 

institution in the year succeeding the base year. 

"(3) PERMITTED USES OF GRANI.--An institution that receives a retention 

grant under this subpart shall use the grant for support services, such as remediation, academic 

counseling and guidance, tutorial services, personal and career counseling, or mentoring, to assist 

students in persisting in their studies to degree completion. 

"(c) ALLOCATION OF FUNDS.--(1) From funds appropriated under subsection (e) for 

each fiscal year, the Secretary shall compute grant amounts for institutions with approved 

applications under subsection (b )( 1) by--

"( A) determining the relative share of Federal Pell Grant recipients with 

an expected family contribution of zero who are--

"(i) enrolled in institutions that offer, as their most advanced 

undergraduate degree, programs of education or training that lead to an associate degree; and 

''(ii) enrolled in institutions that offer, as their most advanced 

undergraduate degree, programs of education that lead to a baccalaureate degree~ 

"(B) apportioning the amount appropriated according to the relative 

shares for each type of institution described under subparagraph (A); 

"(C) multiplying--

"(i) the number of Federal Pell Grant recipients with an expected 

2 
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family contribution of zero at each institution with an approved application who complete their 

respective degree programs in the year succeeding the base year identified by the Secretary; by 

"(ii) the percentage by which that institution's degree completion 

rate for Federal Pell Grant recipients with an expected family contribution of zero increased from 

the base year to the succeeding year; 

.. (D) dividing the product obtained in subparagraph (C) for each institution 

with an approved application by the total of the products for all such institutions; and 

"(E) multiplying, for each institution with an approved application, the 

quotient obtained in subparagraph (D) by that portion of the amount apportioned under 

subparagraph (B) that corresponds to that type of institution. 

"(2) Notwithstanding paragraph { 1 )--

•• {A) the Secretary shall establish for each fiscal year a minimum and 

maximum grant amount under this subpart; and 

"(B) if the Secretary determines that there are excess funds in one portion 

of the amount apportioned under subparagraph (B), the Secretary may reapportion those funds to 

the other portion of that amount for grants to the corresponding type of institution 

"(d) DEFINITIONS.--( I) DEGREE.--For purposes of this subpart, the term 'degree' 

means an associate or baccalaureate degree. 

"(2) DEGREE COMPLETIQN.--For purposes of this subpart, the term 'degree 

comp1etion' means obtaining, within 150 percent of the time usually required (as determined by 

the institution}, the academic credits necessary to receive the degree for which the student 

initially enrolled. 

3 
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"(3) COMPLETION RATE.-- The Secretary shall define completion rate for the 

base year and the succeeding year in regulations. 

"(e) AUTHORIZATION OF APPROPRIAIIONS.--Therc arc authorized to be 

appropriated for this subpart such sums as may be necessary for fiscal year 1999, and for each of 

the four succeeding fiscal years.". 

4 
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9/12/97 draft SUBPART 4--INSTITUTIONAL RETENTION GRANTS 
~p~· 7'1'0':i[f.·-:.i.i~B~~~';; ... ·~,:;;;,·:···~ .... ·:.1":¥.1~w.i:J.._~·#· (·. 

Section 415. Sectiov 4l~(a) of the bill would rq)eaG.ut{pkt~4;:ine,,-$tate si·u:~i'i~n1f· 
-~Jncemty.e·_:.Gran.r;c~~J.9}progtath~~diSiibpaii]~:.tbe-s1e§~[~nJia::Oif~'.s~rvices~fof;., 1 · 
. ..-1' .... ~...... . - ~--~ •• \-----~· ----~'t.-.,....,,,-.y:t" . !J;!'I.~!"·' ...... -~ ........ ~ .,, ·"·· ...... • • 

1
st,Pis&avarifage;'d:Collegc:Stildents-,progf8n1. ·The·SS-IG-program, which provides grants to States to 
- ·assist them J.t::i~P,.~o:~dfiil}g}:~.~ed'.'_'!?ased grant and work-study assistance to eligible postsecondary 

students,' i~1Jiar116Hg~f'-neces·s~because all States now have need-based student assistance 
programs and have committed a considerable level of funding to these programs, with most 
States overmatching the Federal contribution by a significant amount. The SSIG program has 
clearly achieved its purpose of encouraging,StatesJo provide financial aid to needy students. and 

_,. ,.....,.,., "l',•'•t, . '.7- • '.'.~"'~ .. >'.•;"";~ .. I ."('t.·.f"~"~;<' "";."'! ··,"'<"~~-. .~ • }\.:.:"' .~,,.,..{' ~~~J' t.;,.).:.J ·:· • ; . ' 

has outlived its user ulness. The $peci8:FCtiitdt':are~ServiCes:.for0Disadvanfaged1Colle·ge'Students 
program, which authorizes grants to institutions to cover the full cost of child car~ .expe,,n~~s .of. 
low-income students through vouchers, conlractcd services, or direct serviccs~:j{~i'ji~~~f:b~en .. , rf 

·tundea. J) 

··~<;.""' 

Although the Department's primary focus regarding postsecondary education has 
historically been on providing access throus!i stud~J}!J.i~anc~aJ.~_sis.!,~I-~£~._ <:Jn~_C?f the National 

.• ' ~r .J• ,,.;. l:. '• ·~ " '•'.t l(, •..,~ ".' '' • ,·.\ ,;r,y, ·.- ·' --~~ 'l- • 

Education Goals articulated in 1990 was to ihcfease:substaritia1lfthe1i:i'umb:~ .. Q'f-'q1~alified. . : 

s~:~~~?.~~r~~r~P~~itur~min.ppt~~~~~~r~~~·~]~~-°,]g~e!(~H~~~~~-d:c~:~T~!~lf;1~~J~~.J!~~~Q;~ 
pn;>pq~c.d J~t~~m91_1, gr:~~~ tQI::inst11u~1qns:-togcther t.WJ~nJlie"Re~s1stence;·supplemei:1\sJqr"studs:n~s 

i·•C1·, ... ,tr '4;•,Yl\ ·,.,.. ... ~,.......:...,.~.~-~~,..., ..... Jf.~,-_..~~~--...,. ''••. ~• .- .'1'':•:•.-'""r•o :i'••tl'~ .. \ .. ~,~•-'<1-4"~~:;.) .. 

~J,~p~~~jn·.~¢Ft_ion·4.0f_~o~-th,~;~~.H!~':_,f~1:,J.~~~~!.:l~~~r.~\a1e_pr6~a~1s_;~esigne4~~pecitically' toJ 

-rt~·~P.r~~7,$~~P~f~tP.~.!.s.~~!~!1~e!f 

For purposes of the proposed new retention grant program, the term "degree" would be 
defined as an associate or a baccalaureate degree ... Degree completion .. would be defined as the 
student· s 6.lit~nfil'g~~!(~!~'..'J§Q\P~~~]i}.ty§ltJjC:ijµf~~~s\.!~llf r~qiifred>,)lle ac·aaemiC' credits 7 
~~,r~t:!IT.~~~L~J;~~jYf:~~~~4~~e~Jof-~~lji£lHn~;s"tude~_tfiniti_alJy enrolled: The Secretary would 
define completion rates m rcgu1at1ons. 

Such sums as may be necessary to carry out the program for FY J 999 and each of the 
four succeeding fiscal years would he authorized. Based on the amount appropriated for a fiscal 
year, the Secretary would establish the minimum (below which an institution would not be able 
to receive an incentive grant) and maximum (which would cap the amount that an institution 
could receive under the formula) grant amounts for that fiscal year. Institutions that desired a 
retention grant would be required to meet the application requirements specified by the 
Secretary, and provide the information necessary to calculate their allocations. However, an 
institution with fewer than 50 Federal Pell Grant recipients with zero EFCs who completed their 
degree program at the institution in the year following the base year would not be eligible to 
receive a retention grant. 
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The allocation formula would first apportion the available funds between institutions that 
award associate degrees and institutions that award baccalaureate degrees, based on their relative 
share of Federal Pell Grant recipients with zero EFCs. This would ensure that institutions in both 
sectors have adequate opportunities to obtain retention grants, although if an insufficient number 
of institutions in one sector participate in the program, the Secretary would reapportion the 
excess funds to the portion available for the other sector. Next, the number of Federal Pell Grant 
recipients with zero EFCs that completed their degree programs at a particular institution in the 
year following the base year identified by the Secretary would be multiplied by the percentage by 
which that institution's degree completion rate for these students increased from the base year to 
the succeeding year. The result of this calculation would be used to determine the institution's 
relative share of the funds apportioned to institutions in that sector. 

An institution that receives a retention grant would be required to use the grant for 
support services to assist students in persisting in their studies to degree completion lo assist 
these students in persisting in their studies to degree completion, such as remediation, academic 
counseling and guidance, tutorial services, personal and career counseling, and mentoring. Since 
the awarding of retention grants would be based on the performance of institutions in retaining 
Federal Pell Grant recipients, the grants would also encourage other efforts by institutions to 
target retention efforts and support services to those students most likely to need extra help in 
order to complete their degrees. This approach would also complement the current Student 
Support Services program, which provides targeted support services to the most needy students. 

2 



LRM ID: CJB95 

TO: 

FROM: 
OMB CONTACT: 

SUBJECT: 

DEADLINE: 

FRC+l: SCOTT. A. 

I 

SPECIAL·~ 

EXECUTIVE OFFICE of THE PRESIDENT 
OFFICE OF M~NAGEMENT AND BUDGET 

Washington, D.C. 20503·0001 

Thursday. August 21, 1997 

LEGISLATIVE REFERRAL MEMORANDUM 

L_~gislative Liais?'\_9\ff~er · See Dis;ribu~n below 

P. 1/4 

Total Pages: _i:f_ 

l·.-0\\Ji'JJL ~100~1\,S {7>/' 
Janet R. Forsgren (forl Assistant Director for Legislntive Referenco 
Roberr J. Pellicci 
PHONE: (2021395-4871 FAX: (202)395-6148 

EDUCATION Report on Proprietary Institutions •• Response to GAO audit 
report 

5:00 p.m. Wednesday, August 27. 1997 

In accordance with OMB Circular A·l 9, OMB requests the views of your agency on the above 
subject before advising on its relationship to the program of the President. Pleaso advise us if this 
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title 
XIII of the Omnibus Budget Reconciliation Act of.1990. 

COMMENTS: This draft report i3ddresses a proposal that ED is considering as part o tho Higher 
Education Act Reauthorization. 

!?_ISTRIBUTION LIST 

AGENCIES: 

EOP: 
S. A. Noe 
Patricia A. Smith 
Kathryn 8. Stack 
Barry White 
Robert M. Shireman 
Michael Cohen 
William R., Kincaid 
Constance J. Bowers 
Janet R. Forsgren 
James C. Murr 

.1 I 

l : 
Ii 
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LRM ID: CJB95 
GAO audit report 

SUBJECT: EDUCATION Report on Proprietary Institutions -- Response to 

RESPONSE TO 
LEOISLATIVE REFERRAL 

MEMORANDUM 

If your response to this request for views is shoM (e.g .• concur/no comment). we prefer that you 1ospond by 
e-mail or by faxing us this response sheet. If the response is short and yo_u prefer to call, please c11ll the 
branch-wide line shown below !NOT the analyst's llnel to leave a message with a legislative assistant. 

You may also respond by: 
( 1) celling the enalyst/anorney' s direct lln~ (you will ba connected to voice mail it the analyst does not 

answer); or 
(21 sending us a memo or letter 

Please Include the LRM number shown above. and the subject shown below. 

TO: 

FROM: 

Robon J. Pelliccl Phone: 395-4871 Fax: 395-6148 
Office of Management end Budget 
Branch-Wide Line (to reach legislative assistant!: 395-7362 

------,----t~. !Telephone) 

·1 r 
The followlng ls the reponn of our agency to your req~est for views on the above-captioned subject: 

Concur 

__ No Objection 

No Comment 

__ See proposed edits on pagos ___ _ 

___ FAX RETURN of __ pages. attached to this reponse sheet 

·f 

:· . ..• . , 



. " 

Honorable Bob Livingston 
Ch11irmnn 
Committee on Appropriations 
House of Kcpresentatives 
W~hinitOn. DC 20515-1801 

Dem: Mr. Cbalnn.an: 

FROM: SCOTT, A P. :3/4 

Enclosed is the D~arlml.':tl~·~ respouse to tbc ~Accounting Uffi~ (liAU) audit report 
entitled, "Propriet3I)I Schools: Millions Spent to T~n Students for Ove1'Supplied Occupatlol.i!~" 
(OAO/HEHS-97-104), issued June 10. 1997. We apprctiate the opport1mity to rommcnt on this 
rcpurt.. 

This report com~ ul an opporninc time, a. .. we arc ii1 th~ process of reauthorizing the Higher 
EdUC3.ti.on Act (HE.A). We bt:li~ OHT rf'i'nllfMri7.rition rmposal will set the direction for federal 
support of higher education as we enter the nc>..1 cenlUr)'. Our chllllengc is to maximize the 
effectiveness of our investment in postseco~ education. 

The President has emphasized universal access to effective poruecood".ry edui.:L'\Lion and lifelong 
lt=aming as top priorities of hill Administration. The Department is working to cn&urc that all 

srudec.ts that invest in their futures are affordCd the benefits of postsecondary education. 

At rei]onal hearings we have held around the countrY and throughout the process of developing a 
proposal for reat.tthori:z.ation, we bave adhered to four criticul principles: ensuring access; 
~PQrtin~ high st!Ul.dards and high achlcvcmcn~ improving outreach tv pul~nlial stud.tuts aad 

linkages to employment and to elementary and secondary education; and simplifying program 
delivery and Improving mana.gemtnl. In di:sc~in~ ways to ensuie tbat students are cc1mpetently 
trained for existing jobs. all tbur principles come into play. 

A:s we iu~i~.Ucl i11 ow re~polllc to OAO's draft audit report, tbis Admini!'l'tmt\(ln hrui propo:'lod. 

Wld supported previous efforts ro provide useful and helpful informo.tion about educational 
programs for students to use in nialcing infonned decisions about where Lo enroll -- and we will 
continue to do so. Rcg~rding O~O'll ~nele report recommendation that we enSJ.rre prospective 
proprietary school !ml.dents have' access to employmcut and efU"Oings projections relevant to their 
cbosen training field and local ar~ wci b~lievcyi1c udve au idc:a that better add.re~~ the cone.cm 

of whether vocational proiTIJIDS provide a quality education to students. We arc considering a 
proposal during reauthori.221.ion that ~"Ould ~xlebd tbe so<.alled A1ono11 outcome requirement 
provision to all vocational programs, not j\1~ tho.-;~ nt prnrrietary iMtinrtiora, th.at are one year or 
less in kniith. 
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The 1992 ~c:ndments to the HEA legislated ou~me measures for program e:l1g1bility of short.. 
term vocation.al programs. Currently, 300-to-S99 hour condegree vo(;ati.onal pro~ams -
programs that prepare students for gainful employment in a recogniud occupation - at 
proprietary and vocational instltutlo.os, must have a rompletlon ru.te of 70 pcrc:r.nt uml u job 
pla.ccmcnt rate (of those comp let.en) of 7Q percent for iLS studt:nl~ to ht! di.riblt: to rccdve; student , . 
loans. . · 

The proposal we arc cyo.sidering. which is very sirQ.ilar to a proposal offered by the DCIJIUtID.cnt's 
Inspector Oeneral, wowd extend the 70170 outcome requirement to a larger subset of progmms 
thal ~ statutoril1 defined to be in exist.en cc: lo :scrYt: UH: panh:uhsr ¥Ua.l of preparing students for 
employment in the field for which the ~dent was tn1ilt'cd. Tb= change would expand tbe 
requirement to more pro;;rams st m.ore'io.stituti.ons, yltt would still limit it to the institutions 
where concerns about the quality of education by GAO are mast prevalent. lf less than 70 
percent of a vocatioa.J.l program's ifaduates fail to secure a job in a related occupation., fh~. that 
pro~rnm would be deemed ineli~ible for Title lV purposes. 11us proposal would ewn~ ai.:I;ess 
for students ar post:3:<:ondruy institutions tha.t are held occountnble for operating effective 
cducationnl progrums. r . 

We bclii:v~ Lhal. lhis prupo~ wuuhJ bt a direcl way lo addrc~s Lht: issues disi.:us.i;;ed in the report. 
An instirution's placement rate, of whi~h we will require an audit by a Certified Pahlic 
Accountant as part of the institution'9 aWrual cowpliancc audit, i:;i more n:::liohk: th.an csforuttcs of 
future employmc:m a.nd ea.rnin8$. FurtJ1crmur~, placcm~nt rates a;·c uime 111~a11i11gful) ~ 1J1cy 

better reflect an institution's ability to train students well in order to meet tht- 11f:('.cls uf employers. 

U you h:wt- miy q11P.-;ti(m~ on n.11r C:OTT"f".(:tlvl!'" M~tin.n Jinn, plC"JJSf'! f-.1 ~to r.ontnC"., 1be A.s9il/tnot 
St:cretmy for Posts::condary &iucation. David ~oagancck.er, at (202) 708-5547. 

Yours sincerely, 

• 
Richard W. Riley 

" 11 

... • " 

.1 
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LRM ID: CJB101 

URGENT~ 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WHhington, D.C. 20503-0001 

Friday, September 19, 1997 

LEGISLATIVE REFERRAL MEMORANDUM 

Total Pages: . J3 

TO: 

FROM: 
OMB CONTACT: 

Legislative hia~~- ~fficer - See Distribution below 

~a~-:-~sg~~~i'tant Dir~or for Legislative Reference 
Constflnce J. Bowers 

SUBJECT: 

DEADLINE: 
0 P IJUI IP144 141 40 4 

PHONE: (202)395-3803 FAX: (202)395-6148 

EDUCATION Draft Bill on Higher Education Act Reauthorization - Title IV. 
Part D -- Direct Loans 

6:00 p.m. Wednesday, September 24, 1997 
... .J.i .... 

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above 
subject before advising on its relationship to the prograin of the President. Please advise us If this 
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title 
XIII of the Omnibus Budget Reconclllatlon Act of 1990. 

COMMENTS: 
DISl~~8-9TIQ_N LIST 

AGENCIES: 
118-TREASURY • Richard S. Carro - (202) 622-0650 
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DRAFT 9/19/97 

FROM: DADE, J. 

1" rflR l'J" 
_..-"" 

PART D-- DIRECT LOANS 

TECHNICAL AMENDMENTS 

SEC. 451. (a) Section 451(b) of the Act is amended to read as follows: 

"(b) PROGRAM DESIGNATTON.--The program established under this part shaJl be 

referred to as the 'William D. Ford Federal Direct Loan Program'.". 

(b) Section 453 of the Act is amended--

(1) in subsection (a)--

(A) in paragraph (1 ), by striking out the third sentence therein; and 

P. 3/13 

(B) in paragraph (2)(D), by striking out "the academic year that begins in 

fiscal year 1998," and inserting in lieu thereof"academic year 1998-1999 and succeeding 

academic years,"; and 

(2) by amending subsection (c) to read as follows: 

"(c) SELECTION CRITERIA FOR ORTGINATION.--The Secretary and an institution 

(or consortium of institutions) that has an agreement under section 454(a) may include in thai 

agreement provisicms regarding the origination of loans if the institution (or consortium)--

''(1) desires to originate loans under this part; and 

"(2) meets the criteria established by the Secretary in regulation.''. 

( c) Section 455 of the Act is amended--

(1) in subsection (a){2)--

(A) in subparagraph (A), by striking out '"Federal Uirect Stafford Loans"' 

and inserting in lieu thereof "Federal Direct Stafford/Ford Loans'"; 

(B) in subparagraph (C), by striking out '"federal Direct Unsubsidized 
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Stafford Loans"' anc.J inserting in lieu thereof "Federal Direct Unsubsidized Loans"'; 

(2) in subsection (b)--

P. 4/13 

(A) in paragraph (1 ), in the matter preceding subparagraph (A), by 

striking out "Direct Stafford" and "Unsubsidized Stafford" and inserting in lieu thereof "Direct 

Stafford/Ford" and "Unsuhsidi:.Gcd", respectively; 

(B) in paragraph (2)(A), in the matter preceding clause (i), by striking out 

"Direct Stafford" and "Unsubsidized Stafford" and inserting in lieu thereof "Direct 

Stafford/Ford" and "Unsubsidized", respectively; and 

(C) in paragraph (3), in the matter preceding suhpan:t.graph (A), by 

striking out "Direct Stafford" and "Unsubsidized Stafford" and inserting in lieu thereof "Direct 

Stafford/Ford" and "Unsubsidized", respectively; and 

(3) in subsection (f){l), by striking out "Direct Stafford" each place it appears and 

insc1ting in lieu thereof "Direct Stafford/ford". 

LOAN CERTTFICA TION 

SEC. 452. Section 454(a)(J)(C) of the Act is amended to read as follows: 

"(C) provide a statement that certifies the eligibility of any student to 

receive a loan under this part that is nol in excess of the aimual or aggregate limit applicable to 

such loan, except that the institution may refuse to certify a statement that pennits a student lo 

receive a Joan under this part, or to certify a Joan amount that is less than the student's 

determination of need (as determined under part F)·· 

"(i) if the reason for such action is documented and provided in 

written form to each student so affected~ or 
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"(ii) in the case of a student who is in a category of students for 

which such institution has a policy (that is disclosed to students and to potential students as part 

ofthc institution's infonnation dissemination activities under section 48S(a)(l)} of refusing to 

certify, or certifying for a lesser amount~ provided that such certification policy is consistent with 

section 421 (a)(2).". 

JNTEREST RATE; CAPITALlZATJON 

SBC. 453. Section 455(b) of the Act is further amcnded--

(1) in paragraph (2)(B)--

(A) by rcdesignating cJaut;es (i) and (ii) as subclauses (I) and (11), 

respectively; 

(B) by inserting immediately afier the subparagraph designation the 

clause designation "(i)"; 

(C) by striking out "subparagraph (A)," and inserting in Jieu thereof 

"subparagraph (A) and, except as provided in daw•e (ii),"; and 

{D) by adding after c1ause (i) (as redcsignated by subparagraph (B)) the 

following new c1ause: 

"(ii) In the case of Federal Direct Stafford/Ford Loans or federal 

Direct Unsubsidi7.ed Loans for which the first disbursement is made on or aficr July 1, 1999, for 

purposes of subparagraph (A), the rate determined under this subparagraph shall, during any 12-

month period beginning on July 1 and ending on June 30, be delem1ine<l on the preceding June 1 

and be equal to the bond equivalent rate of the securities with a comparable maturity, as 

established by the Secretary, except that such rate shall not exceed 8.25 percent."; and 
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(2) by adding at the end thereof the following new paragraph: 

"(6) CAPITALIZATION OF INTEREST.--The Scercta1y may add unpaid 

accrued interest to the borrower's unpaid principal balance--

P. 6/13 

"( A) when the borrower enters repaynumt afier the expiration of a grace 

period, in the case of a federal Direct Unsubsidized Loan, a Federal Direct Consolidation Loan, 

or a Federal Direct PLUS Loan that qualifies for a grace period; 

"(B) upon the expiration Ma period of deferment, in the case of a Federal 

Direct Unsubsidized Loan, a Federal Direct PLUS I .oan, or a Federal Direct Consolidation Loan; 

"(C) upon the expiration of a period of forbearance; 

"(D) am1ually, in the case of a borrower paying under an alternative or 

income contingent repayment plan, in accordance with subsection (d)(4) or (e), as the case may 

be, if the borrower's scheduled payments do not cover the interest that has accrued on the loan; 

and 

"(E) when a borrower defaults on the Joan.". 

LOAN FEE 

SEC. 454. Section 455(c) of the Act is amended--

(1) by striking out "The Secretaiy" and inserling in lieu lhenmf "(1) For loans 

made under this part before July 1, 1999, the Secretary"; 

(2) hy striking out "of a loan made under this part"; and 

(3) by adding at the end thereof the following new paragraph: 

"(2) For loans made under this part on or afier July 1, 1999, the Secretary shall 

charge the borrower an origination fee of--
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"(A) 2.0 percent of the principal amount of the loan, in the case of federal 

Direct Stafford/Ford Loans; or 

"(B) 3.0 percent of the principal amount oft he loan, in the case of Federal 

Direct Unsubsidized Loans or Federal Direct PLUS Loans. 11
• 

REPAYMENT TERMS 

SEC. 455. Section 455(d) of the Act is amended--

( 1) in paragraph ( 1 )--

(A) in subparagraph (B), by inserting immediately aficr "an extended 

period of time," the following: "not to exceed 30 years,"; and 

(B) in subparagraph (C), by striking out "a fixed or extended period of 

time," and inserting in lieu thereof "an extended period of time, not to exceed 30 years,"; and 

(2) in paragraph (2), by striking out "subparagraph (A), (B), or (C) of paragraph 

(l ). " and inserting in lieu thereof "paragraph (I )(A). 11
• 

PAYMENT OF INTEREST FOR COMMUNITY SERVICE 

SEC. 456. Section 455(f) of the Act is further amended--

( I) in paragraph (1 )(B), by striking out "Unsubsidized Stafford Loan," and 

inserting in lieu thereof the following: "Unsubsidized Loan (except as provided in paragraph 

(5)),"; and 

(2) by adding ut the end thereof the following new paragraph: 

"(5) PAYMENT OF INTEREST FOR COMMUNITY SERYICE.--(A) In the 

case of a harrower of a Federal Direct Unsubsidized Loan who is rccci ving a dcfcm1Cnl under 
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paragraph (2)(C) for such loan while performing community service, as described in 

subparagraph (B), the interest on the loan that accrues while the borrower is receiving such 

deferment and is performing such community service shall he paid by the Secretary. 

P. 8/13 

"(B) To be eligible for the payment of inten:st under subparagraph (A), 

the bo1Tower--

''(i) shall be serving in n community service position for-­

"(I) a State (or subdivisiun thereof); 

"(II) a local government; 

"(III) an Indian tribe; 

"(IV) a public or private nonprofit organization; or 

"(V) a Federal agency; 

"(ii) shall be providing community service that-­

"(J) addresses an unmet human, educational, 

environmental, or public safety need; and 

the service is performed; and 

"(TT) provides a direct benefit to the community in which 

"(iii) shaIJ not he serving in a position with-­

"(l) a business organi1.ed for profit; 

"(II) a labor union; 

''(III) a partisan political organization; ur 

"(JV) un organi1.ation engaged in religious activities (unless 

such service docs not involve conducting worship services, providing instruction as part of a 

program that includes mandatory religious education or worship, the construction, operation, or 
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maintenance of facilities devoted to religious instruction or worship, or any fom1 of 

prose I ytization).". 

CONFORMING AMENDMENTS 

SEC. 457. (a) Section 45 l(c) of the Act is amended by striking out "basic grants" and 

inserting in lieu thcreof"Fcdcral Pe11 Grants". 

(h) Section 455 of the Act is further amended--

P. 9/1:3 

( I) in subsection (j)(2), by striking out "basic grants" and inserting in lieu thereof 

"Federal Pell Grants"; and 

(2) in subsection (k)(3), by striking out "basic grants" and inserting in lieu thereof 

"FedeTul Pell Grants". 

REPEAL 

SEC. 458. Section 457 of the Act is repealed. 

TAX TREATMENT OF CANCELLATION OF CERTAIN STUDENT LOANS 

SEC. 459. Section 108(f)(l) of the Jntemal Revenue Code of 1986 is amended by 

striking "any student loan if' and all that follows through the end thcTcof an<l inserting in lieu 

thereof "any student loan if--

.· (A) such discharge wai:t pursuant to a provision of such loan under 

which all or part oflhe indebtedness of the individual would he discharged if the individual 

worked foT a certain period of time in ce1tain professions for any of a broad class of employers, 

or 
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"(B) in the case of a loan made under pa11 D of title IV of the Higher 

Education Act of I 965 which has a repayment schedule established under section 455(e)(4) of 

such Act (relating to income contingent n.:paymcnts), such discharge is after the maximum 

repayment period under such loan (as prescribed under such part).". 
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DRAFT 9/19/97 PART D--DIRECT LOANS 

Section 45 J. Section 451 of the bill would amend sections 45 l(b). 453(c) cmd 455 of the 
Act to eliminate inconsistent names for some types of direct loans that resulted from the 
renaming of the program in l 994, continue the loan volume goals for years after academic year 
1998- I 999, and remove outdated language concerning the initial year of the program. 

Section 452. Section 452 of the bi11 would amend section 454(a)(l)(C) of the Act to 
pennil institutions to refuse to certify loan applications, or to certify loan applications for lesser 
amounts for entire categories of borrowers, consistent with the certification policy of the 
institution, provided that the policy does not discriminate based on race, gender, color, religion, 
national origin, age, disability status, or income. Institutions also would continue to have the 
current authority to refuse to certify a loan application, or to certify the loan application for a 

lesser amount, for an individual student on a case-by-case basis, with approp1iate documentation 
in the student's file. This amendment would reduce administrative burden on institutions, 
provide institutions with a greater ability to prevent overhorrowing, and reduce defaults. A 
similar amendment is proposed for the FFEL program in section 425 of the biJJ. 

Section 453. Section 453 of the bill would amend section 455(b) of the Act to reduce the 
applicable interest rate on subsidiwd and unsubsidized Direct Loans during in-school, grace, and 
deferment periods to the same rate as the Department of Education's own borrowing rate, 
although the interest rates would be capped at the same levels as in current law. This change 
would provide lower interest rates to borrowers of unsubsidi?-egJqans while thex are in in-

,r Jtl"'_f'_b~"-'''".°'"··P-- .r~n-:.~;a;·t-'-~"'-!t-1th'1~.:. . .: ·r~<::;-p.-.'I"" .~~~.-~-,:.·:M.rr.\ r~.P·'-:.· .... .or~,,.. ~ ......... _. -~ 

scl~~~l. grace, or de_fe!.111£Pt_peripcts., These·iuii'ei1d111ents,tnn~ 0sf~1ifaf~~IJ'~!iscs:;JtropJ:isC<;t!@r_Jh£.<\, 
~ : ~ .. ·. r.- r. ~ ~) lJ:.-... • ~~::·i,.~.:···~,,,. ct,.). .' -i· .;:.::::.· l'lf,....t:"!,:~.1'i-. ... :!-"-.-~;,...... '"' • • ., J"~ ... ,. ... .., •• :' ~·~;l-·r-~;--1.?·f;:·); ··.1t.(:1'.".!? ':;;::; • f·9· • .,~': :/..,.~. • ,'".'.'.-.Oft].· :b.'1• J': 111"\k'f-(,__.. ~ .,..,:p 

~~:tr,?~t~Q.1-,i_~'.~~·~&1,~I.~?S<if1the'bill, would;·standard1zc interest subs1dy'costs"fot'the·FFEt::;'. 
and:·~~pc:L¥.oan ·programs)) 

..... ~ ·;•.'1;1 ,•.,1;1.\1...:_( ~ . .. ~.·.Jo.·~~1· 

Section 453 of the bill would also place in the statute regulatory requirements concerning 
when interest may be capitalized on unsubsidi7.ed Direct Loans: when the loans enter repayment 
after the expiration of a grace period, at the expiration of a defennent or forbearance period, 
when a borrower defaults. and annually when a borrower chooses to repay under the alternative 
repayment plan and required payments arc less than interest accrued. A similar amendment is 
proposed for unsubsidized fFELs in section 42 _of the hiIJ. 

·~ .~<:-~~;~~~H.?~~.~~f~~i:~'£~i1~~lQ1~\~~~~:;P.~. th~-~~-Hl,~~r~}r~~.1~~~e~q-:~~.c~~:µ·~?:1~~£/~~~~,1 c r-Act 1g;~~~~1ll1 
"l.oaQ:[ee:;f!.011yf~11,ir~·ner~~pt-to,•tl~~e~p,~ce~1t:for uns.~l5s1d1;1.e<lUircct LOan~;::and· from~f,q_µr&p~i;ccnt,;i 
f'.~ ... ..-r.-~ ,"i15rf'~}f"1,.~ .~lt.•,. ~,-1\,··1.'f("'" M~·~,.fJil,.., .1 •• ,··r-r ..... · .. 

to'.J.~:P~~tq_C.iit.tfdr,.subsidizeutDffect~t.9a:n.~) ·yhe loan fee for Direct Loans is designed to be the 
equivalent of the FFEL insurance premium plus the FFEJ. origination fee, and these amendments 
arc proposed in conjunction with amendments in section 42_ of the bill that would eliminate the 
one percent insurance premium that may be charged to a FFEL borrower at the time his m her 
loan is originated an<l reduce FFEL origination fees on subsidized FFELs by one percent (i.~-. 
from tlrrce percent to two percent). 

These reductions in foes will provide significant benefits to all students, and will provide 
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additional funds to borrowen; up front, at the time that the loan funds are needed to pay for costs 
of attendance. The proposed changes would also assist in standardizing bo1Tower benefits within 
the FFRL program as well as between the FFEL and Direct Loan programs, because lenders and 
guaranty agencies will no longer be able to selectively reduce costs for ce11ain FFEL bonowers 
by waiving or paying the insurance premium on the borrower's behalf. The Secretaiy is not 
authorized to waive or lower loan fees under the Direct Loan program. 

Section 45.5.. Section 455 of the bill would umeml section 455(d) of the bill to make 
certain minor confonning changes to the amendments proposed in section 42_ of the bill thut 
would provide FFEL borrowers with the extended and graduated repayment options currently 
available only to Direct Loan borrowers. 

~ Section 456. Section 456 of the hill would add a new para~~llP.h (5) to ses;~ion-455(f).of....). 

the Act that would ..f.:~q11.i'i~W~"iS·ecietary't<.1'pay'.:~!1~4!1J.~!~~~~~~~~iJ~~~~~:~"-IJ~1tiµri~ub~idiZcd l~an 
1 

wI~tl~l9I¥H?.9ti:Cj~ef.Cis~rccciv,i1;1g1anecono1i"iiC:hiifdship deferment on the loan and perfo1ming 
comrt1iml'tyTs"civice.v A simi Jar amceJ1d~cnt, i~~~QPQ,~~l}.Jgr,,Y,n~~~~j.~i~~~ .. ~lflJTQi:~.:~oans. in .~;' . 
section 42 _ .Q_fJ.he_h_ill_:. Tnis·pfop:q'~~l~jfil,p)ii_(~f::lht{l~r~sidci1t '-s.c·au to ·action to all Am~ri~~il~fo-

-· se~~lti~fr''·to;1~~~1ti·c;g~a11a-}t9-:y.iWfiu_6~!1-~l'~i4.~~t~~%rm!,§t~~,@illi~~[,~~~~~!i~1'e3ii>;fo tlife~-~e"41-s 
to s~~e'!ljry~iti~~i'.i~m~~~t!es~~~lJfo~utYU'c~Hhnillcl<li\ional hltei~st on :their loans. ~: 

Many people performing community service qualify for deferments of their loans under 
an economic hardship defennenl. During periods of economic hardship, inleresl is not paid by 
the borrower on subsidized loans, but interest continues to accrue on unsubsidized loans. This 
amendment would provide similar treatment of subsidized and unsubsidized loans, in these 
limited circumstances, in order to remove this financial obstacle to community service for 
borrowers who already satisfy economic hardship criteria. 

Section 451. Section 457 of the bill would amend sections 455U)(2) and (k)(3) of the Act 
to conform with changes proposed in section 401 of the bill that would update Federal Pell Grant 
program references from "basic grunts" to "Federal Pell Grants." 

Section 458. Section 458 of tin: bill would repeal section 457 of the Act, which pertains 
to regulatory ai1d application requirements applicable to the first year of the Direct l .oan 
program's operation, and is no longer necessary. 

Section 459. Section 459 of the bill would amend section 108(1)(1) of the Internal 
Revenue Code of 1986 to exclude from income any balances remaining on Direct T .ouns that are 
forgiven after the maximum number of years on the income-contingent repayment plan. Under 
current law, a taxpayer generally has income when all or part of a loan made to the taxpayer is 
forgiven. However, an exception is provided in section 108(1) of the Code for the forgiveness of 
certain student loai1s, under which loans made by the United States, a State or local government, 
or a public benefit corporation with control over a state, county, or municipal hospita) to a 
student in order lo support the student's attendance at an educational institution and all or part of 

2 
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the loan is subsequently forgiven, the income resulting from the cancellation of indebtedness is 
excluded from the student's income, provided the loan forgiveness is contingent on the student's 
working for a certain period of time in ce1tain professions for any of a broad class of employers. 
In addition to the expansion of this provision to include income contingent Direct Loans, this 
provision would also he expanded to cover forgiveness of loans extended by nonprofit tax­
exempt charitahlc or educational institutions to their students or graduates when the proceeds are 
to bl! used to repay outstanding student loans, provided the loan forgiveness is contingent on the 
student's working for a certain period of time in certain professions for any of a hroa<l class of 
employers. 

The Administratiun believes in encouraging Americans to use their education and 
training in community service. Providing tax reliefin connection with the forgiveness of certain 
student loans will help make it possible for students with valuable professional skills to accept 
lower-paying jobs that serve the puhlic. 

3 
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PART B--FEDERAL FAMILY EDUCATION LOANS 

MANAGEMENT AND RECOVERY OF RESERVES 

SEC. 421. (a) Section 422 of the Act is amended--

(1) by amending subsection (g)(l) to read as follows: 

"(I) MANAGEMENT AND RECOVERY OF RESERYES.--(A) 

Notwithstanding any other provision of law, the reserve funds of the guaranty agencies, and any 

assets purchased or developed with such reserve funds, regardless of who holds or controls the 

reserves or assets, are, and shall remain, the property of the United States. 

"(B) The Secretary may direct a guaranty agency to require the return, to 

the guaranty agency or to the Secretary, of any reserve funds or assets held by, or under the 

control of, any other entity, that the Secretary determines are required--

"(i) to pay the program expenses and contingent liabilities of the 

guaranty agency; 

"(ii) to satisfy the guaranty agency's requirements under 

subsection (h); or 

"(iii) for the orderly temiination of the guaranty agency's 

operations and the liquidation of its assets. 

"(C) The Secretary may direct a guaranty agency, or such agency's officers 

or directors, to cease any activity involving expenditure, use, or transfer of the guaranty agency's 

reserve funds or assets that the Secretary determines is a misapplication, misuse, or improper 

expenditure of such funds or assets."; 



(2) by amending subsection (h) to read as follows:--

"(h) RECALL OF RESERVES IN FISCAL YEARS 1999 THROUGH 

.2illll.--( 1 )(A) Notwithstanding any other provision of law, the Secretary shall, except as 

otherwise provided in this subsection, recall from the reserve funds held by guaranty agencies 

(which for purposes of this subsection shall include any reserve funds held by, or under the 

control of, any other entity) not less than $1,000,000,000 in fiscal year 2002 and not less than 

$1,183,000,000 in fiscal year 2003. 

"(B) Funds returned to the Secretary under this subsection shall be 

deposited in the Treasury. 

"(C) The Secretary shall require each guaranty agency to return reserve 

funds under subparagraph (A) based on its proportionate share, as determined by the Secretary, 

of all reserve funds held by guaranty agencies as of September 30, 1996. 

"(2)(A) Within 45 days of enactment of this subsection, reserve funds held by a 

guaranty agency in an amount that represents the guaranty agency's proportionate share of 

$2, 110,000,000 as determined by the Secretary in accordance with paragraph (I )(C) shall be 

transferred by the guaranty agency to a restricted account (of a type specified by the Secretary) 

established by the guaranty agency, and be invested in United States Government securities 

specified by the Secretary. The manner and timeframe in which reserve funds so invested are 

recalled shall be specified by the Secretary, consistent with the requirements of this subsection. 

"(B) Within the first 45 days of fiscal year 2003, reserve funds held by a 

guaranty agency in an amount that represents the guaranty agency's proportionate share of 

$73,494,548 as determined by the Secretary in accordance with paragraph ( 1 )(C) shall be 
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transferred by the guaranty agency to the restricted account described in subparagraph (A). 

"(C) The guaranty agency shall not use the reserve funds in the restricted 

account, other than the earnings thereon, for any purpose without the express permission of the 

Secretary. The guaranty agency may use the earnings from its restricted account for each of the 

fiscal years 1998 through 2003 to assist in meeting its operational expenses for each such year. 

"(3) In order to assist guaranty agencies in meeting program expenses, the 

Secretary shall permit the use of not more than an aggregate of $350,000,000 of the reserve 

funds, not included in the restricted accounts described in paragraph (2)(A), that are held by 

guaranty agencies with agreements under section 428(c), as working capital to be used for such 

purposes as the Secretary may specify. The Secretary shall specify the amount of reserve funds 

held by each guaranty agency that may be used as working capital, based on the guaranty 

agency's proportionate share of all borrower accounts outstanding on September 30, 1996. The 

amounts used as working capital shall remain reserve funds that are the property of the United 

States. 

"( 4) If, on September 1, 2002, and on September 1, 2003, the total amount in the 

restricted accounts described in paragraph (2) is less than the amount the Secretary is required to 

recall under paragraph (l)(A) in each of the fiscal years 2002 and 2003, respectively, the 

Secretary shall require the return of the amount of the shortage from other reserve funds held by 

guaranty agencies under procedures established by the Secretary. The Secretary shall first 

attempt to obtain the amount of such shortage from each guaranty agency that failed to transfer 

the agency's required share to the agency's restricted account in accordance with paragraph (2). 

"(5)(A) The Secretary may take such reasonable measures, and require such 
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information, as may be necessary to ensure that guaranty agencies comply with the requirements 

of this subsection. 

"(B) If the Secretary determines that a guaranty agency has failed to 

transfer to a restricted account any portion of the agency's required share under this subsection, 

the agency may not receive any other funds under this part until the Secretary determines that the 

agency has so transferred the agency's required share. 

"(C) The Secretary may waive the requirements of subparagraph (B) if the 

Secretary determines that there are extenuating circumstances beyond the control of the guaranty 

agency that justify such waiver. 

"(6) Non-liquid reserve fund assets, such as buildings and equipment purchased 

or developed by the guaranty agency with reserve funds, and any reserve funds that continue to 

be held by a guaranty agency after the recalls in paragraph (I)(A), shall--

"(A) remain the property of the United States; 

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

appropriate; and 

"(C) be subject to recall by the Secretary no later than the date on which 

such agency's agreement under section 428(c) ends (through resignation, expiration, or 

termination, as the case may be).". 

PRORATION OF LOAN AMOUNTS 

SEC. 422. (a) Section 425(a)(l)(A) of the Act is amended-­

( 1) in clause (i )--
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(A) in subclause (I), by adding "or" at the end thereof; 

(B) by striking out subclauses (II) and (III); and 

(C) by adding at the end thereof the following new subclause: 

"(II) if such student is enrolled in a program of 

undergraduate education whose length is less than one academic year, the maximum annual loan 

amount that such student may receive may not exceed the amount that bears the same ratio to the 

amount specified in subclause (I) as such program length measured in semester, trimester, 

quarter, or clock hours bears to one academic year;"; and 

(2) by amending clause (iii) to read as follows: 

"(iii) $5,500, in the case of a student at an eligible institution who 

has successfully completed the first and second years of a program of undergraduate education, 

but has not successfully completed the remainder of such program; and". 

(b) Section 428(b )(I )(A) of the Act is amended--

(1) in clause (i)--

(A) in subclause (I), by adding "or" at the end thereof; 

(B) by striking out subclauses (II) and (III); and 

(C) by adding at the end thereof the following new subclause: 

"(II) if such student is enrolled in a program of 

undergraduate education whose length is less than one academic year, the maximum annual loan 

amount that such student may receive may not exceed the amount that bears the same ratio to the 

amount specified in subclause (I) as such program length measured in semester, trimester, 

quarter, or clock hours bears to one academic year;"; and 
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(2) by amending clause (iii) to read as follows: 

"(iii) $5,500, in the case of a student at an eligible institution who 

has successfully completed the first and second years of a program of undergraduate education, 

but has not successfully completed the remainder of such program; and"; 

(3) by striking out clause (iv); 

(4) by redesignating clause (v) as clause (iv); and 

(5) by amending the flush left language at the end thereof to read as follows: 

"except that the annual insurable limit per student shall not be deemed to be exceeded by a line 

of credit under which actual payments by the lender to the borrower will not be made in any 

years in excess of the annual limit, and that, in the case of a student who has received an 

associate or baccalaureate degree and is enrolled in an eligible program for which the institution 

requires such degree for admission, the number of years that a student has completed in a 

program of undergraduate education shall, for the purposes of clauses (ii) and (iii), include any 

prior enrollment in the eligible program of undergraduate education for which the student was 

awarded such degree;". 

(c) Section 428H(d)(2) of the Act is amended--

(1) in subparagraph (A)--

(A) in clause (i), by adding "and" at the end thereof; 

(B) by striking out clauses (ii) and (iii); and 

(C) by adding at the end thereof the following new clause: 

"(ii) if such student is enrolled in a program of undergraduate 

education whose length is less than one academic year, or the remainder of which is less than 
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one academic year, the maximum annual loan amount that such student may receive may not 

exceed the amount that bears the same ratio to the amount specified in clause (i) as such program 

length, or remainder, as the case may be, measured in semester, trimester, quarter, or clock hours 

bears to one academic year;"; 

(2) by amending subparagraph (B) to read as follows: 

"(B) $5,000, in the case of a student at an eligible institution who has 

successfully completed such first and second years but has not successfully completed the 

remainder of a program of undergraduate education; and"; and 

(3) by striking out the flush left language at the end thereof. 

REPAYMENT TERMS 

SEC. 423. (a) Section 427 of the Act is amended-­

(1) in subsection (a)(2)--

(A) in subparagraph (B), in the matter preceding clause (i), by striking 

"over a period" through "nor more than 10 years" and inserting "in accordance with the 

repayment plan selected under subsection (d),"; 

(B) in subparagraph (C), at the end of the subparagraph, by striking out 

"the 10-year period described in subparagraph (B);" and inserting the following: "the length of 

the repayment period under a repayment plan described in subsection (d);"; 

(C) by striking subparagraph (F); 

(D) by redesignating subparagraphs (G), (H), and (I) as subparagraphs 
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(F), (G), and (H), respectively; and 

(E) in subparagraph (G) (as redesignated by subparagraph (D)), by 

striking "the option" through the end of the subparagraph and inserting "the repayment options 

described in subsection (d); and"; 

(2) in subsection (c), by striking "in subsection (a)(2)(H)," and inserting the 

following: "by a repayment plan selected by the borrower under subparagraph (C) or (D) of 

subsection (d)(l),"; and 

(3) by adding after subsection (c) the following new subsection: 

"(d) REPAYMENT PLANS.--(1) DESIGN AND SELECTION.--In accordance with 

regulations of the Secretary, the lender shall offer a borrower of a loan made under this part the 

plans described in this subsection for repayment of such loan, including principal and interest 

thereon. Except as provided in subsection (c), no plan may require a borrower to repay a loan in 

less than five years. The borrower may choose from--

"(A) a standard repayment plan, with a fixed annual repayment amount 

paid over a fixed period of time, not to exceed ten years; 

"(B) an extended repayment plan, with a fixed annual repayment amount 

paid over an extended period of time, not to exceed 30 years, except that the borrower shall repay 

annually a minimum amount determined in accordance with subsection (c); 

"(C) a graduated repayment plan, with annual repayment amounts 

established at 2 or more graduated levels and paid over an extended period of time, not to exceed 

30 years, except that the borrower's scheduled payments shall not be less than 50 percent, fl.or 

more than 150 percent, of what the amortized payment on the amount owed would be if the loan 

8 



were repaid under the standard repayment plan; and 

"(D) an income-sensitive repayment plan, with income-sensitive 

repayment amounts paid over a fixed period of time, not to exceed ten years. 

"(2) LENDER SELECTION OF OPTION IF BORROWER DOES NOT 

SELECT.--If a borrower of a loan made under this part does not select a repayment plan 

described in paragraph ( 1 ), the lender shall provide the borrower with a repayment plan described 

in paragraph (1 )(A). 

"(3) CHANGES IN SELECTIONS.--The borrower of a loan made under this part 

may change the borrower's selection of a repayment plan under paragraph ( 1 ), or the lender's 

selection of a plan for the borrower under paragraph (2), as the case may be, under such 

conditions as may be prescribed by the Secretary in regulation. 

"(4) ACCELERATION PERMITTED.--Under any of the plans described in this 

subsection, the borrower shall be entitled to accelerate, without penalty, repayment on the 

borrower's loans under this part.". 

(b) Section 428(b) of the Act is amended-­

( 1) in paragraph (I)--

(A) in subparagraph (D), by striking the clause designation "(i)" and all 

that follows through the clause designation "(iii)"; 

(B) in subparagraph (E)--

(i) in clause (i)--

(1) by striking "or section 428A," and inserting "or section 

428H,"; and 
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(II) by striking "the option" through the end of the clause 

and inserting "the repayment options described in paragraph (9); and"; and 

(ii) in clause (ii)--

(1) by striking "over a period" through "nor more than 10 

years" and inserting "in accordance with the repayment plan selected under paragraph (9), and"; 

and 

(II) by striking "of this subsection;" at the end of clause (ii) 

and inserting a semicolon; and 

(C) in subparagraph (L)(i), by inserting after the clause designation the 

following: "except as otherwise provided by a repayment plan selected by the borrower under 

paragraph (9)(A)(iii) or (iv),"; and 

(2) by adding after paragraph (8) the following new paragraph: 

"(9) REPAYMENT PLANS.--(A) DESIGN AND SELECTION.--ln accordance 

with regulations of the Secretary, the lender shall offer a borrower of a loan made under this part 

the plans described in this subparagraph for repayment of such loan, including principal and 

interest thereon. Except as provided in paragraph ( 1 )(L )( i ), no plan may require a borrower to 

repay a loan in less than five years. The borrower may choose from--

"(i) a standard repayment plan, with a fixed annual repayment 

amount paid over a fixed period of time, not to exceed ten years; 

"(ii) an extended repayment plan, with a fixed annual repayment 

amount paid over an extended period of time, not to exceed 30 years, except that the borrower 

shall repay annually a minimum amount determined in accordance with paragraph (2)(L); 
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"(iii) a graduated repayment plan, with annual repayment amounts 

established at 2 or more graduated levels and paid over an extended period of time, not to exceed 

30 years, except that the borrower's scheduled payments shall not be less than 50 percent, nor 

more than 150 percent, of what the amortized payment on the amount owed would be if the loan 

were repaid under the standard repayment plan; and 

"(iv) an income-sensitive repayment plan, with income-sensitive 

repayment amounts paid over a fixed period of time, not to exceed ten years. 

"(B) LENDER SELECTION OF OPTION IF BORROWER DOES NOT 

SELECT.--If a borrower of a loan made under this part does not select a repayment plan 

described in subparagraph (A), the lender shall provide the borrower with a repayment plan 

described in subparagraph (A)(i). 

"(C) CHANGES IN SELECTIONS.--The borrower of a loan made under 

this part may change the borrower's selection of a repayment plan under subparagraph (A), or the 

lender's selection of a plan for the borrower under subparagraph (B), as the case may be, under 

such conditions as may be prescribed by the Secretary in regulation. 

"(D) ACCELERATION PERMITIED.--Under any of the plans described 

in this paragraph, the borrower shall be entitled to accelerate, without penalty, repayment on the 

borrower's loans under this part. 

"(E) COMP ARABLE FFEL AND DIRECT LOAN REPAYMENT 

PLANS.--The Secretary shall ensure that the repayment plans offered to borrowers under this 

part are comparable, to the extent practicable and not otherwise provided in statute, to the 

repayment plans offered under part D.". 
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(c) Section 428C of the Act is amended--

(1) in subsection (b )(3)(F), by striking "alternative"; and 

(2) in subsection (c)--

(A) by amending paragraph (2) to read as follows: 

"(2) REPAYMENT PLANS.--(A) DESIGN AND SELECTION.--In accordance 

with regulations of the Secretary, the lender shall offer a borrower of a loan made under this 

section the plans described in this subparagraph for repayment of such loan, including principal 

and interest thereon. Except as provided in section 428(b)(l)(L)(i) and paragraph (3), No plan 

may require a borrower to repay a Joan in Jess than five years. The borrower may choose from--

"(i) a standard repayment plan, with a fixed annual repayment 

amount paid over a fixed period of time, not to exceed ten years; 

"(ii) an extended repayment plan, with a fixed annual repayment 

amount paid over an extended period of time, not to exceed 30 years, except that the borrower 

shall repay annually a minimum amount determined in accordance with paragraph (3); 

"(iii) a graduated repayment plan, with annual repayment amounts 

established at 2 or more graduated levels and paid over an extended period of time, not to exceed 

30 years, except that the borrower's scheduled payments shall not be less than 50 percent, nor 

more than 150 percent, of what the amortized payment on the amount owed would be ifthe loan 

were repaid under the standard repayment plan; and 

"(iv) an income-sensitive repayment plan, with income-sensitive 

repayment amounts paid over a fixed period of time, not to exceed ten years. 

"(B) LENDER SELECTION OF OPTION IF BORROWER DOES NOT 
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SELECT.--lf a borrower of a loan made under this section does not select a repayment plan 

described in subparagraph (A), the lender shall provide the borrower with a repayment plan 

described in subparagraph (A)(i). 

"(C) CHANGES IN SELECTIONS.--The borrower of a loan made under 

this section may change the borrower's selection of a repayment plan under subparagraph (A), or 

the lender's selection of a plan for the borrower under subparagraph (B), as the case may be, 

under such conditions as may be prescribed by the Secretary in regulation.". 

"(A)"; 

INTEREST RA TES 

SEC. 424. (a) Section 427A of the Act is amended-­

( 1) in subsection (g)(2 )--

(A) by inserting after the paragraph heading the subparagraph designation 

(B) by redesignating subparagraphs (A) and (B) as clauses (i) and (ii), 

respectively; 

(C) by striking "paragraph (I)," and inserting "paragraph (1), and except 

as provided in subparagraph (B),"; and 

(D) by adding after subparagraph (A) (as redesignated by subparagraph 

(A)) the following new subparagraph: 

"(B) In the case of loans made or insured under section 428 or 428H for 

which the first disbursement is made on or after July 1, 1999, for purposes of paragraph ( 1 ), the 

rate determined under this paragraph shall, during any 12-month period beginning on July 1 and 
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ending on June 30, be determined on the preceding June I and be equal to the bond equivalent 

rate of the securities with a comparable maturity, as established by the Secretary, except that such 

rate shall not exceed 8.25 percent."; 

(2) in subsection (h){l ), by striking out "(t), and (g)" and inserting in lieu thereof 

"and (t),"; and 

(3) in subsection (i)(7)(B), by adding at the end the following: "Notwithstanding 

any other provision of law, the interest rate determined under this subparagraph shall be used 

solely to determine the rebate of excess interest required by this paragraph and shall not be used 

to calculate or pay special allowances under section 438.". 

LOAN CERTIFICATION 

SEC. 425. Section 428(a)(2)(F) of the Act is amended to read as follows: 

"(F) An eligible institution may refuse to certify a statement that permits a 

student to receive a loan under this part, or may certify a loan amount that is less than the 

student's determination of need (as determined under part F)--

"(i) if the reason for such action is documented and provided in 

written form to each student so affected; or 

"(ii) in the case of a student who is in a category of students for 

which such institution has a policy (that is disclosed to students and to potential students as part 

of the institution's information dissemination activities under section 485(a)(l)) of refusing to 

certify, or certifying for a lesser amount, provided that such certification policy is consistent with 

section 42l(a)(2).". 
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TIMING OF INTEREST CHARGES 

SEC. 426. (a) Section 428(a)(3)(A)(v) of the Act is amended to read as follows: 

"(v) A lender may not receive interest on a loan, or any portion 

thereof, for any period that precedes the date that is--

"(I) in the case of a loan, or any portion thereof, disbursed 

by check, 1 O days before the disbursement by the institution of the loan or that portion thereof, as 

the case may be; or 

"(II) in the case of a loan, or any portion thereof, disbursed 

by electronic funds transfer, 3 days before the disbursement by the institution of the loan or that 

portion thereof, as the case may be.". 

(b) Section 428B( d)( 1) of the Act is amended--

(1) by inserting the subparagraph designation "(A)" immediately after the 

paragraph designation; and 

(2) by adding at the end thereof the following new subparagraph: 

"(B) COMMENCEMENT OF INTEREST CHARGES.--A lender may 

not receive interest on a loan made under this section, or any portion thereof, for any period that 

precedes the date that is--

"(i) in the case of a loan, or any portion thereof, disbursed by 

check, 10 days before the disbursement of the loan or that portion thereof, as the case may be; or 

"(ii) in the case of a loan, or any portion thereof, disbursed by 

electronic funds transfer, 3 days before the disbursement of the loan or that portion thereof, as the 
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case may be.". 

(c) Section 428H(e)(l) of the Act is amended--

( I) by inserting the subparagraph designation "(A)" immediately after the 

paragraph designation; and 

(2) by adding at the end thereof the following new subparagraph: 

"(B) COMMENCEMENT OF INTEREST CHARGES.--A lender may 

not receive interest on a loan made under this section, or any portion thereof, for any period that 

precedes the date that is--

"(i) in the case of a loan, or any portion thereof, disbursed by 

check, I 0 days before the disbursement of the loan or that portion thereof, as the case may be; or 

"(ii) in the case of a loan, or any portion thereof, disbursed by 

electronic funds transfer, 3 days before the disbursement of the loan or that portion thereof, as the 

case may be.". 

GRADUA IE AND PROFESSIONAL STUDENT LOAN LIMITS 

SEC. 427. (a) Section 428H(d) of the Act is amended--

(1) in paragraph (2), by amending subparagraph (C) to read as follows: 

"(C) in the case of such a student who is a graduate or professional 

student attending an eligible institution,--

"(i) $10,000; or 

"(ii) such higher amount (not to exceed the student's estimated 

cost of attendance minus other financial aid, as certified by the institution under section 
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428(a)(2)(A)) for which the institution agrees to share the risk of default by paying to the 

Secretary an insurance premium equal to ten percent of the amount that the loan exceeds the 

amount specified in clause (i)."; and 

(2) in paragraph (3)--

(A) by inserting immediately after the paragraph heading the 

subparagraph designation "(A)"; 

(B) by striking out "The" and inserting in lieu thereof "Except as 

provided in subparagraph (B), the"; and 

(C) by adding at the end thereof the following new subparagraph: 

"(B) In order to reflect increased annual loan limits on loans made under 

paragraph (2)(C)(ii), the Secretary may increase the maximum aggregate amount under 

subparagraph (A) in an amount that exceeds the increased annual loan limits described in 

paragraph (2)(C)(i) by not more than $40,000.". 

(b) Section 425(a) of the Act is amended--

(1) in paragraph (1 )(B), by striking out the first sentence therein; 

(2) in paragraph (2)--

(A) by striking out subparagraph (B); 

(B) in subparagraph (A)--

(i) by striking out the subparagraph designation; 

(ii) in clause (ii), by striking out the comma at the end thereof and 

inserting in lieu thereof a period; 

(iii) by striking out the flush left language at the end thereof; and 
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(iv) by redesignating clauses (i) and (ii) as subparagraphs (A) and 

(B), respectively. 

( c) Section 428(b )( 1 )(B)--

( I) in clause (ii), by striking out the comma at the end thereof and inserting in 

lieu thereof a semicolon; and 

(2) by striking out the flush left language at the end thereof. 

LENDER AND HOLDER RISK SHARING 

SEC. 428. Section 428(b)(l)(G) of the Act is amended by striking "not less than 98 

percent" and inserting "95 percent". 

FEES AND INSURANCE PREMIUMS 

SEC. 430. (a) Section 428(b)(l)(H) of the Act is amended--

(1) by inserting the clause designation "(i)" following the subparagraph 

designation; 

(2) by striking "the loan," and inserting "any loan made under section 428 or 

428B before July 1, 1999,"; and 

(3) after clause (i) (as redesignated by paragraph (1)), by adding "and" and the 

following new clause: 

"(ii) provides that no insurance premiums shall be charged to the 

borrower of any loan made under section 428 or 428B on or after July I, 1999;". 
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(b) Section 428H(h) of the Act is amended--

(1) by inserting the paragraph designation "(l)" following the subsection heading; 

(2) by striking "under this section" and inserting "of a loan made under this 

section made before July 1, 1999"; and 

(3) by adding at the end of paragraph (1) (as redesignated by paragraph (1)) the 

following new paragraph: 

"(2) No insurance premium may be charged to the borrower on any loan made 

under this section made on or after July I, 1999.". 

(d) Section 438(c) of the Act is amended--

(1) in paragraph (2), by striking "paragraph (6)" and inserting "paragraphs (6) and 

(8)"; and 

(2) by adding after paragraph (7) the following new paragraph: 

"(8) ORIGINATION FEE ON SUBSIDIZED LOANS ON OR AFTER JULY I, 

1999.--In the case of any loan made or insured under section 428 on or after July 1, 1999, 

paragraph (2) shall be applied by substituting '2.0 percent' for '3.0 percent'.". 

FUNCTIONS OF GUARANTY AGENCIES 

SEC. 429. (a) Section 428 of the Act is further amended--

(1) in subsection (a)--

(A) in paragraph (l)(B)--

(i) in the matter preceding clause (i), by striking "which is 

insured" and inserting "which, before July 1, 1999, is insured"; and 
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(ii) in clause (ii), by inserting "as in effect the day before the day 

of enactment of this section," after "subsection (b),"; and 

(B) in paragraph (3)--

(i) by striking subparagraph (B); and 

(ii) in subparagraph (A)--

(1) in clause (ii), by striking "under any" through the end of 

. the clause and inserting a period; 

(II) by striking the subparagraph designation "(A)"; 

(III) by redesignating clauses (i), (ii), (iii), (iv), and (v) as 

subparagraphs (A), (B), (C), (D), and (E), respectively; 

(IV) by redesignating subclauses (I) and (II) of 

subparagraph (A) (as redesignated by subclause (III)) as clauses (i) and (ii) of such subparagraph, 

respectively; and 

(V) by redesignating subclauses (I) and (II) of 

subparagraph (E) (as redesignated by subclause (III)) as clauses (i) and (ii) of such subparagraph, 

respectively; 

(2) in subsection (b )--

(A) by amending the heading to read as follows: "REQUIREMENTS TO 

QUALIFY LOANS FOR INSURANCE AND INTEREST SUBSIDIES.--"; 

(B) in paragraph (1)--

(i) by amending the heading to read as follows: 

REQUIREMENTS.--"; 
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(ii) by amending the matter preceding subparagraph (A) to read as 

follows: "A loan by an eligible lender shall be insurable by the Secretary, and students who 

receive such loans shall be entitled to have made on their behalf the payments provided for in 

subsection (a), under a program of student loan insurance that--"; 

(iii) by amending subparagraph (K) to read as follows: 

"(K) provides that the holder of any such loan will be required to submit 

to the Secretary, at such time or times and in such manner as the Secretary may prescribe, 

statements containing such information as may be required by regulation for the purpose of 

enabling the Secretary to determine the amount of the payment which must be made with respect 

to that loan;"; 

(iv) by amending subparagraph (0) to read as follows: 

"(O) provides that, if the sale, assignment, or other transfer of a loan made 

under this part to another holder will result in a change in the identity of the party to whom a 

borrower who is in the grace period described in section 427(a)(2)(B) or 428(b)(7), or who is in 

repayment, must send subsequent payments or direct any communications concerning the loans, 

then--

"(i) the transferor and the transferee shall, not later than 45 days 

from the date the transferee acquires a legally enforceable right to receive payment from the 

borrower on such loan, either jointly or separately provide a notice to the borrower of--

"(1) the sale, assignment, or other transfer; 

"(II) the identity of the transferee; 

"(III) the name and address of the party to whom 
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subsequent payments or communications must be sent; and 

"(IV) the telephone numbers of both the transferor and the 

transferee; and 

"(ii) the transferee shall notify the Secretary, and, upon the request 

of an institution of higher education, the Secretary shall notify the last such institution the student 

attended prior to the beginning of the repayment period of any loan made under this part, of--

"(I) any sale, assignment, or other transfer of the Joan; and 

"(II) the address and telephone number by which contact 

may be made with the new holder concerning repayment of the Joan; 

(v) in subparagraph (Q), by striking "guarantee" and "428A" and 

inserting "insurance" and "428H", respectively; 

(vi) by amending subparagraph (R) to read as follows: 

"(R) provides for the making of such reports, in such form and containing 

such information, including financial information, as the Secretary may reasonably require to 

carry out the Secretary's functions under this part and protect the financial interest of the United 

States, and for keeping such records and for affording such access thereto as the Secretary may 

find necessary to ensure the correctness and verification of such reports;"; 

(vii) by amending subparagraph (S) to read as follows: 

"(S) provides that a lender shall pay a default prevention fee in 

accordance with subsection (g); 

(viii) in subparagraph (T)--

(1) in clause (i), by inserting", by the guaranty agency, in 
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accordance with regulations prescribed by the Secretary," after "limitation"; 

(II) in clause (ii)--

(aa) in the matter preceding subclause (I), by 

inserting", in accordance with regulations prescribed by the Secretary," after "institution"; 

(bb) by striking subclauses (I) and (II); and 

(cc) redesignating subclauses (III), (IV), and (V) as 

subclauses (I), (II), and (III), respectively; and 

(III) by adding "and" at the end thereof; 

(ix) by amending subparagraph (U) to read as follows: 

"(U) provides--

"(i) for such additional criteria concerning the eligibility of lenders 

described in section 435(d)(l) as may be permitted by the Secretary; and 

"(ii) an assurance that the guaranty agency will report to the 

Secretary concerning changes in criteria under clause (i), including any procedures in effect 

under such program to take emergency action, limit, suspend, or terminate lenders."; and 

(x) by striking subparagraphs (V), (W), and (X); 

(C) by amending paragraph (2) to read as follows: 

"(2) SKIP-TRACING REQUIREMENT.--In the case of a default claim based on 

an inability to locate the borrower, a lender shall certify to the Secretary, at the time of 

submission of the default claim, that diligent attempts have been made to locate the borrower 

through the use ofreasonable skip-tracing techniques in accordance with regulations prescribed 

by the Secretary."; 

23 



(D) in paragraph (3)(B), by striking out the parenthetical through the end 

of the subparagraph and inserting in lieu thereof a semicolon; and 

(E) by striking out paragraph (5) and inserting in lieu thereof the 

following new paragraph: 

"(5) COMPLIANCE AUDITS.--(A) Except as provided in subparagraph (B) or 

by the Single Audit Act Amendments of 1996, an eligible lender that originates or holds more 

than $5,000,000 in loans made under this title during a fiscal year shall submit to the Secretary a 

compliance audit for that fiscal year that is conducted by a qualified, independent organization or 

person in accordance with the Government Auditing Standards issued by the Comptroller 

General, and the regulations of the Secretary. 

"(B) The Secretary may permit a lender to submit the results of an audit 

conducted for other purposes if the Secretary determines that such other audit results provide the 

same information as required under subparagraph (A)."; 

(3) in subsection ( c )--

(A) by amending the heading to read as follows: "AGREEMENTS WITH 

GUARANTY AGENCIES.--"; 

(B) in paragraph (3)--

(i) in the matter preceding subparagraph (A), by striking out "A 

guaranty agreement" and inserting in lieu thereof "An agreement between the Secretary and a 

guaranty agency"; 

(ii) in the flush left language at the end of the paragraph, by 

striking out "Guaranty agencies" and inserting in lieu thereof "The Secretary"; and 
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paragraphs: 

(iii) by redesignating paragraph (3) as paragraph (11 ); 

(C) by striking out paragraphs (1), (2), (4), and (5); 

(D) by inserting after the subsection heading the following new 

"(1) AUTHORITY TO ENTER INTO AGREEMENTS.--(A)(i) The Secretary 

may enter into an agreement with a guaranty agency, under which the Secretary shall insure 

loans made under this section through the guaranty agency as the agent of the Secretary. 

"(ii) Any guaranty agency that had an agreement with the 

Secretary under section 428(b) as of the day before the date of enactment of the [insert name of 

Act] Act of 1997 may enter into an initial agreement with the Secretary under this subsection. 

"(iii) An agreement under this subsection shall be five years in 

duration, and may be renewed by the Secretary for successive five-year periods. 

"(iii) The Secretary may terminate the agreement prior to its 

expiration in accordance with paragraph (9). 

"(2) EFFECT ON PRIOR GUARANTY AGREEMENTS AND LOAN 

INSURANCE BY GUARANTY AGENCIES.--(A) All guaranty agreements made under this 

subsection as it was in effect on the day before the date of enactment of the [insert name of Act] 

Act of 1997 shall terminate not later than 180 days after the date of enactment of that Act. 

"(B) Notwithstanding any other provision of law--

"(i) to the extent that a guaranty agency had insured loans under 

this part, loan insurance by such guaranty agency that is outstanding as of the date of the 

termination under subparagraph (A) shall be replaced on such date by loan insurance issued by 

25 



the Secretary, and the guaranty agency shall be relieved of any further liability thereon; 

"(ii) the Secretary's liability for any outstanding liabilities of a 

guaranty agency (other than outstanding loan insurance under this part), shall not exceed the fair 

market value of the unrestricted funds of the guaranty agency, which shall consist of--

"(I) all accumulated earnings not otherwise placed in a 

restricted account in accordance with section 422(h)(2)(A); and 

"(II) any reserves that may be used as working capital 

under section 422(h)(2)(B); and 

"(iii) for the first year after the date of enactment of the [insert 

name] Act of 1997, the Secretary may specify such interim administrative measures as the 

Secretary determines to be necessary for the efficient transfer of the loan insurance function, and 

to carry out the purposes of this part. 

"(3) TERMS OF AGREEMENT.--The agreement between the Secretary and a 

guaranty agency shall include, but not be limited to--

"(A) provisions regarding the responsibilities of the guaranty agency for-­

"(i) administering the issuance of insurance on loans made under 

this section on behalf of the Secretary; 

"(ii) monitoring insurance commitments made under this section; 

"(iii) default prevention activities; 

"(iv) review of default claims made by lenders; 

"(v) payment of default claims; 

"(vi) collection of defaulted loans; 
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"(vii) adoption of internal systems of accounting and auditing that 

are acceptable to the Secretary, and reporting the result thereof to the Secretary on a timely, 

accurate, and auditable basis; 

"(viii) timely and accurate collection and reporting of such other 

data as the Secretary may require to carry out the purposes of the programs under this title; 

"(ix) monitoring of institutions and lenders participating in the 

program under this part; and 

"(x) such other program functions as the Secretary may require of 

the guaranty agency; 

"(B) provisions regarding the fees the Secretary shall pay to the guaranty 

agency under the agreement, and other revenues that the guaranty agency may receive 

thereunder, as described in paragraphs (4) and (6); 

"(C) provisions requiring the guaranty agency to carry out its 

responsibilities under the agreement in accordance with paragraph (5); 

"(D) provisions regarding the use, in accordance with paragraph (10), of 

net revenues in excess of the guaranty agency's need for working capital, as determined after 

compliance with section 422(h), for such other activities in support of postsecondary education 

as may be agreed to by the Secretary and the guaranty agency; 

"(E) provisions regarding such other businesses, previously purchased or 

developed with reserve funds, that relate to the program under this part and in which the 

Secretary permits the guaranty agency to engage (as determined on a case-by-case basis); 

"(F) provisions setting forth such administrative and fiscal procedures as 
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may be necessary to protect the United States from the risk of unreasonable loss thereunder, and 

to ensure proper and efficient administration of the loan insurance program; 

"(G) provisions regarding the submission of the results of audits of the 

guaranty agency that are conducted--

"(i) at least annually; 

"(ii) by a qualified, independent organization or person in 

accordance with the standards established by the Comptroller General for the audit of 

governmental organizations, programs, and functions; and 

"(iii) in accordance with the regulations of the Secretary; 

"(H) provisions requiring the making of such reports, in such form and 

containing such information, including financial information, as the Secretary may reasonably 

require to carry out the Secretary's functions under this part and to protect the Federal fiscal 

interest, and for keeping such records and for affording such access thereto as the Secretary may 

find necessary or appropriate to ensure the correctness and verification of such reports; 

"(I) adequate assurances that the guaranty agency will not engage in any 

pattern or practice which may result in a denial of a borrower's access to loans under this part 

because of the borrower's race, sex, color, religion, national origin, age, handicapped status, 

income, attendance at a particular eligible institution, length of the borrower's educational 

program, or the borrower's academic year in school; 

"(J) assurances that--

"(i) upon the request of an eligible institution, the guaranty agency 

shall, subject to clauses (ii) and (iii}, furnish to the institution information with respect to 
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students (including the names and addresses of such students) who received loans made or 

insured under this part for attendance at the eligible institution and for whom preclaims 

assistance activities have been requested under subsection (l); 

"(ii) the guaranty agency shall require the payment by the 

institution of a reasonable fee (as determined in accordance with regulations prescribed by the 

Secretary) for such information; and 

"(iii) the institution may use such information only to remind 

students of their obligation to repay student loans and may not disseminate the information for 

any other purpose; and 

"(K) such other provisions as the Secretary may determine to be necessary 

to protect the United States from the risk of unreasonable loss and to promote the purposes of 

this part. 

"(4) FEES AND OTHER REVENUES.--(A)(i) The Secretary shall pay to a 

guaranty agency with an agreement under this subsection the following uniform fees: 

"(I) a one-time issuance fee for each new loan made under 

this part that is insured by the Secretary through the guaranty agency; and 

account. 

"(II) an annual maintenance fee for each active borrower 

"(ii) The fees described in clause (i) shall-­

"(!) be paid on a quarterly basis; 

"(II) be counted as part of the cost of a loan guarantee for 

purposes of the Federal Credit Reform Act; and 
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"(III) for fiscal year 1999, the one-time issuance fee shall 

be $23.80 per loan, and the annual maintenance fee shall be $5.00 per active borrower account; 

"(IV) for succeeding fiscal years, the Secretary is 

authorized to adjust the amounts specified in subclause (III) after consultation with guaranty 

agencies with agreements under this subsectio~ and consideration of the guaranty agencies' 

expenses in carrying out their responsibilities under this part, alternate sources of revenue for the 

guaranty agencies and the amount of administrative cost allowances provided to guaranty 

agencies for fiscal year 1997. 

"(B) A guaranty agency with an agreement under this subsection also may 

receive revenues derived from--

"(i) a default prevention fee paid by lenders in accordance with 

subsection (g); 

"(ii) the collection retention allowance under paragraph (6); 

"(iii) the interest earned on funds in the restricted account 

established under section 422(h); 

"(iv) the interest earned on reserves that the Secretary permits the 

guaranty agency to use as temporary working capital under section 422(h); 

"(iv) such other businesses, previously purchased or developed 

with reserve funds, that relate to the program under this part and in which the Secretary permits 

the guaranty agency to engage (as determined on a case-by-case basis); and 

"(v) such other fees as may be authorized under this part. 

"(5) PERFORMANCE REQUIREMENTS.--(A) A guaranty agency with an 
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agreement under this subsection shall carry out its responsibilities thereunder in accordance with 

such measurable performance-based standards as the Secretary may specify, and shall submit 

such timely and accurate data to the Secretary in support of its performance, as the Secretary may 

require. 

"(B) The Secretary shall apply the performance standards uniformly to 

guaranty agencies with agreements under this subsection. 

"(C) The Secretary shall assess the performance of each guaranty agency 

on the basis of the audits required under paragraph (3)(G), and shall compare such guaranty 

agency's performance against the performance of other such guaranty agencies and publicly 

disseminate such comparison. 

"(D) The Secretary may impose a fine, in accordance with the terms of the 

agreement, on a guaranty agency that fails to achieve a specified level of performance on one or 

more performance standards. If the guaranty agency's failure to achieve such performance level 

results in a financial loss to the United States, the guaranty agency shall indemnify the Secretary 

for such loss."; 

(E) by amending paragraph (6) to read as follows: 

"(6) COLLECTION RETENTION ALLOWANCE.--(A) If, after the Secretary 

has paid a claim on a loan made under this title, any payments are made in discharge of the 

obligation incurred by the borrower with respect to such loan (including any payments of interest 

accruing on such loan after the payment of the default claim by the Secretary), the guaranty 

agency shall pay to the Secretary that portion of the payments remaining after the guaranty 

agency with which the Secretary has an agreement under this subsection has deducted from such 
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payments an amount for costs related to the student loan insurance program that--

"(i) shall be specified by the Secretary on the basis of the 

Secretary's review of payments for similar services in a competitive environment; and 

"(ii) in no case shall exceed 18.5 percent of such payments 

(subject to subparagraph (B)). 

"(B) If the liability on a loan made under this title is discharged by 

payment of the proceeds of a consolidation loan under this part or under part D after the 

Secretary has paid a claim on the loan discharged, the guaranty agency may not deduct the 

amount specified in subparagraph (A), but may charge the borrower an amount specified by the 

Secretary and not to exceed 18.5% of the principal amount of the defaulted loan at the time of 

consolidation, to defray the guaranty agency's collection costs on the defaulted loan to be 

consolidated."; 

(F) by amending paragraph (7) to read as follows: 

"(7) SECRET ARY AUTHORIZED TO RENEW OR MAKE ALTERNATE 

AGREEMENTS.--Notwithstanding any other provision of law, once the initial agreement with a 

guaranty agency entered into after the date of enactment of the [insert name] Act of 1997 has 

ended (through its expiration, the termination of the guaranty agency agreement by the Secretary 

in accordance with paragraph (9), or the resignation of the guaranty agency, as the case may be), 

the Secretary, in his discretion, may enter into--

"(A) another agreement with the guaranty agency; 

"(B) an alternate agreement under which the functions previously 

performed by the guaranty agency shall be performed by another State or private nonprofit 
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agency with which the Secretary has an agreement under this subsection; or 

"(C) a contract under section 428E."; 

(G) by amending paragraph (9) to read as follows: 

"(9) TERMINATION OF GUARANTY AGENCY AGREEMENTS.--(A) A 

guaranty agency's agreement under this subsection may be ended in advance of its expiration 

date in accordance with subparagraph (B) or (C). If its agreement is so ended, the guaranty 

agency shall immediately--

"(i) cease to be an agent of the Secretary for purposes of the 

program under this part; and 

"(ii) surrender all remaining liquid and non-liquid reserve funds, 

and assets purchased or developed with reserve funds, still held by the guaranty agency 

(including reserves held by, or under the control of, any other entity) to the Secretary or the 

Secretary's designated agent. 

"(B) A guaranty agency's agreement under this subsection shall be void, 

and the Secretary shall immediately so notify such guaranty agency, if--

"(i) the guaranty agency fails to comply in a timely manner with 

the recall of reserve requirements of section 422(h); 

"(ii) the guaranty agency fails to increase the amount of funds in 

its unrestricted account (as measured by comparing the amount of funds in such account at the 

beginning and end of a year) for each of two years (that may or may not be consecutive) in the 

five year period of the agreement under this subsection; 

"(iii) any other agreement that the guaranty agency has with the 
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Secretary is terminated; 

"(iv) the guaranty agency becomes insolvent or declares 

bankruptcy; or 

"(v) there is any legal impediment to the guaranty agency 

substantially performing its responsibilities under the agreement. 

"(C) The Secretary shall, after notice and opportunity for a hearing, 

terminate a guaranty agency that has substantially failed to achieve an acceptable level of 

performance under its agreement with the Secretary. A substantial performance failure under 

this subparagraph may include the existence of material internal control weaknesses relating to 

data quality in the guaranty agency's audits for each of two years (that may or may not be 

consecutive) in the five year period of the agreement under this subsection. 

"(D) Notwithstanding any other provision of Federal or State law, if the 

Secretary has terminated or is seeking to terminate a guaranty agency's agreement in advance of 

its expiration date--

"(i) no State court may issue any order affecting the Secretary's 

actions with respect to such guaranty agency; 

"(ii) any contract with respect to the administration ofreserve 

funds held by a guaranty agency, or the administration of any assets purchased or developed with 

the reserve funds of the guaranty agency, that is entered into, or extended, by the guaranty 

agency, or any other party on behalf of, or with the concurrence of, the guaranty agency, after the 

date of enactment of the [insert name] Act of 1997 shall provide that the contract is terminable 

by the Secretary upon 30 days notice to the contracting parties if the Secretary determines that 
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such contract includes an impennissible transfer of the reserve funds or assets, or is otherwise 

inconsistent with the terms or purposes of this section; and 

"(iii) no provision of State law shall apply to the actions of the 

Secretary in tenninating the operations of a guaranty agency."; and 

(H) by adding after paragraph (9) the following new paragraph: 

"(10) USE OF SURPLUS FUNPS.--(A) A guaranty agency with an agreement 

under this subsection may retain the amount determined in accordance with subparagraph (B) for 

activities in support of postsecondary education that are approved by the Secretary. 

"(B)(i) A guaranty agency may retain 50 percent of its net 

revenues for fiscal year 1999 in excess of the guaranty agency's need for working capital for such 

year, as detennined after compliance with section 422(h), for approved activities. 

"(ii) A guaranty agency may retain for approved activities for 

fiscal year 1999 and succeeding fiscal years the lesser of--

"(I) 50 percent of its net revenues for such year in excess 

of its need for working capital, as detennined after compliance with section 422(h); or 

"(II) the amount of its net revenues for such year in excess 

of its need for working capital, as determined after compliance with section 422(h), that is equal 

to a uniform percentage, established annually by the Secretary, of federal revenues received by 

the guaranty agency for the preceding year. In determining such percentage, the Secretary shall 

take into account all guaranty agencies' revenues and costs for the preceding year to detennine an 

adequate level of economic incentive for guaranty agencies to maximize their efficiency."; 

(4) by amending subsection (g) to read as follows: 
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"(g) DEFAULT PREVENTION FEE PAID BY LENPERS.--(1) An eligible lender 

shall pay a guaranty agency, to which such lender referred a delinquent loan, a default prevention 

fee set by the Secretary, but not to exceed $100 per borrower account if the guaranty agency 

succeeds in bringing such loan into current repayment status. 

"(2) The Secretary shall prescribe in regulations the circumstances in which a 

lender may obtain a refund of a default prevention fee if the borrower of a loan on which such fee 

was paid subsequently defaults on such loan."; and 

(5) in subsection (1)--

(A) in paragraph (I), by striking out the paragraph designation and the 

paragraph heading; and 

(B) by striking out paragraph (2). 

(b) Section 432 of the Act is amended--

( I) in subsection ( e ), by striking out "having a guaranty agreement under section 

428(c)(l)," and inserting in lieu thereof a comma; and 

(2) in subsection (f)( I), by amending subparagraph (A) to read as follows: 

"(A) any guaranty agency, as defined in section 435(j);". 

(c) Section 435(j) of the Act is amended by striking out "section 428(b)." and inserting in 

lieu thereof "section 428(c).". 

LENDER REFERRAL SERVICES 

SEC. 431. Section 428 of the Act is further amended by striking out subsection ( e ). 
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LENDER OF LAST RESORT; LOAN ACCESS 

SEC. 432. Section 428(j) of the Act is amended--

(1) in paragraph (1 ), in the first sentence therein, by striking out "eligible to 

receive interest benefits paid on their behalf under subsection (a) of this section" and inserting in 

lieu thereof "eligible to borrow a loan made under section 427, 428, or 428H,"; 

(2) in paragraph (3), by adding at the end thereof the following new 

subparagraph: 

"(C) Notwithstanding any other provision of law, the Secretary may 

provide advance funds under this subsection directly to an eligible lender serving as a lender-of­

last-resort, and the requirements of subparagraphs (A) and (B) applicable to a guaranty agency 

shall apply to such lender."; and 

(3) by adding at the end thereof the following new paragraph: 

"(4) ACCESS TO DIRECT LOANS.--Ifthe Secretary determines that a 

significant number of students attending an eligible institution do not have adequate access to 

loans under this part, the Secretary may deem such institution eligible to participate in the direct 

student loan program under part D. If the Secretary makes such a determination, the institution 

shall be eligible to participate in the programs under this part and under part D at the same time, 

or, if the Secretary and the institution agree, to participate only in the program under part D, and 

may begin its participation in the program under part D at any time during the academic year.". 

REPEAL OF STATE SHARE OF DEFAULT COSTS 

SEC. 433. Section 428 of the Act is further amended by striking out subsection (n). 
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PLUS LOAN DATA VERIFICATION 

SEC. 434. Section 428B is further amended by adding after subsection (e) the following 

new subsection: 

"(f) VERIFICATION OF IMMIGRATION STATUS AND SOCIAL SECURITY 

NllMBER.--Notwithstanding any other provision of law, a parent who borrows funds under this 

section shall be subject to verification of his or her--

"(1) immigration status in accordance with the requirements of section 484(g); 

and 

"(2) social security number in accordance with the requirements of section 

484(n).". 

CONSOLIDATION LOANS 

SEC. 435. (a) Section 428C of the Act is further amended-­

(1) in subsection (a)(3)--

(A) in subparagraph (A), by inserting "in an in-school period," after "for a 

consolidation loan is"; 

(B) in subparagraph (B), by amending clause (i) to read as follows: 

"(i) Eligible student loans received by the eligible borrower may be 

added to a consolidation loan during the 180-day period following the making of such consolidation 

loan."; and 

(C) by adding at the end thereof the following new subparagraph: 

"(D) A borrower of a loan made under this part may consolidate such loan 
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under this section only under such terms and conditions as the Secretary shall establish in 

regulation." 

(2) in subsection (b)(4)(C), by amending clause (ii) to read as follows: 

"(ii) provides that interest shall accrue and be paid--

"(!) by the Secretary, in the case of a consolidation loan 

made before July 1, 1999 that consolidated only Federal Stafford Loans for which the student 

borrower received an interest subsidy under section 428; 

"(II) by the Secretary, in the case of a consolidation loan 

made on or after July 1, 1999, except that the Secretary shall pay such interest only on that 

portion of the loan that repays Federal Stafford Loans for which the student borrower received an 

interest subsidy under section 428; and 

"(III) by the borrower, or capitalized, in the case of a 

consolidation loan, or portion thereof, other than one described in subclause (I) or (II);"; and 

(3) in subsection (c)--

(A) in paragraph (1)--

(i) in subparagraph (A), by striking out "subparagraph (B) or (C)." 

and inserting in lieu thereof "subparagraph (B), (C), (D), or (E), and subject to subparagraph 

(F)."; 

(ii) in subparagraph (C), by striking out "after July I, 1994," and 

inserting in lieu thereof"after July 1, 1994 and before July 1, 1999,"; and 

(iii) by adding after subparagraph (C) the following new 

subparagraphs: 

39 



"(D) A consolidation loan made on or after July 1, 1999, that repays loans 

made under section 428 or 428H, or a combination thereof, shall bear interest at an annual rate on 

the unpaid principal balance of the loan that is equal to--

"(i) the rate specified in section 427 A(g), in the case of a borrower 

in an in-school or grace period; or 

"(ii) the rate specified in section 427 A(h)(l) in all other cases. 

"(E) A consolidation loan made on or after July 1, 1999, that repays loans 

made under section 428B shall bear interest at an annual rate on the unpaid principal balance of 

the loan that is equal to the rate specified in section 427 A(h)(2). 

"(F) Notwithstanding any other provision of this section, the Secretary 

may prescribe in regulation such procedures as may be necessary to ensure that--

"(i) a borrower of a consolidation loan that repays a combination 

of loans eligible to be consolidated under this section, shall continue to receive, after 

consolidation, any interest subsidy benefits associated with a particular loan, without extending 

such benefits to any other loans consolidated that do not have interest subsidy benefits; 

"(ii) in the case of a consolidation loan that repays a combination 

of loans described in subparagraphs (D) and (E), the interest rate on such consolidation loan shall 

be calculated in a manner that reflects the interest rate applicable to loans made under each such 

subparagraph; and 

"(iii) in the case of a consolidation loan that repays a loan eligible 

to be consolidated under this section other than those described in subparagraphs (D) and (E), the 

interest rate applicable to such other loan shall be the interest rate described in subparagraph (D) 

40 



if such other loan is considered by the Secretary to be subsidized, and the interest rate described 

in subparagraph (E) if such other loan is considered by the Secretary to be unsubsidized."; and 

(B) in paragraph (4)--

(i) by striking out "Repayment" and inserting in lieu thereof "(A) 

Except as provided in subparagraph (B), repayment"; and 

(ii) by adding after subparagraph (A) (as designated by clause (i)) 

the following new subparagraph: 

"(B) In the case of a consolidation loan that repays a loan made under this 

part for which the borrower is in an in-school period at the time the consolidation application is 

received, the repayment period for such consolidation loan shall commence after the completion 

of a grace period, as described in section 428(b )(7)(i).". 

CONTRACTS WITH OTHER ENTITIES 

SEC. 436. Part B of title IV of the Act is amended by inserting after section 428D the 

following new section: 

"CONTRACT AUTHORITY 

"SEC. 428E. The Secretary may enter into one or more contracts to carry out any of the 

functions that otherwise would be carried out by a guaranty agency with an agreement under 

section 428(c).". 

CAPITALIZATION OF INTEREST; 
PAYMENT OF INTEREST FOR COMMUNITY SERVICE 
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SEC. 437. (a) Section 428H(e) of the Act is amended-­

(!) by amending paragraph (2) to read as follows: 

"(2) CAPITALIZATION OF INTEREST.--Except as provided in paragraph (8), 

interest on a loan made under this section for which payments of principal are not required 

during the in-school and grace periods, or for which payments are deferred under section 

427(a)(2)(C) and 428(b )(I )(M), shall, as agreed upon by the borrower and the lender--

"(A) be paid monthly or quarterly; or 

"(B) be added to the principal amount of the loan only-­

"(i) when the loan enters repayment; 

"(ii) at the expiration of a grace period, in the case of a Joan that 

qualifies for a grace period; 

"(ii) at the expiration of a period of deferment or forbearance on 

the Joan; and 

"(iii) when the borrower defaults on the loan."; 

(2) in paragraph (3), by striking out "No" and inserting in lieu thereof "Except as 

provided in paragraph (8), no"; and 

(3) by adding at the end thereof the following new paragraph: 

"(8) PAYMENT OF INTEREST FOR COMMUNITY SERVICE.--(A) In the 

case of a borrower of a loan made under this section who is receiving a deferment under section 

428(b)(l)(m)(iii) for such loan while performing community service, as described in 

subparagraph (B), the interest on the loan made under this section that accrues while the 

borrower is receiving such deferment and is performing such community service shall be paid by 
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the Secretary. 

"(B) To be eligible for the payment of interest under subparagraph (A), 

the borrower--

"(i) shall be serving in a community service position for-­

"(I) a State (or subdivision thereof); 

"(II) a local government; 

"(III) an Indian tribe; 

"(IV) a public or private nonprofit organization; or 

"(V) a Federal agency; 

"(ii) shall be providing community service that-­

"(I) addresses an unmet human, educational, 

environmental, or public safety need; and 

the service is performed; and 

"(II) provides a direct benefit to the community in which 

"(iii) shall not be serving in a position with-­

"(I) a business organized for profit; 

"(II) a labor union; 

"(III) a partisan political organization; or 

"(IV) an organization engaged in religious activities (if 

such service involves conducting worship services, providing instruction as part of a program 

that includes mandatory religious education or worship, the construction, operation, or 

maintenance of facilities devoted to religious instruction or worship, or any form of 
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proselytization). ".[looking into DOJ/OLC comment on this issue] 

(b) Section 427(a)(l)(E) of the Act is amended to read as follows: 

"(E) provides that the lender--

"(i) will not collect, or attempt to collect, from the borrower any 

portion of the interest on the note which is payable by the Secretary under this part; 

"(ii) may add unpaid accrued interest to the borrower's unpaid 

principal balance only--

"(I) upon the expiration of a period of forbearance; and 

"(II) when the borrower defaults on the loan; and 

"(iii) will enter into such agreements with the Secretary as may be 

necessary for the purpose of section 43 7;". 

( c) Section 428(b )( 1 )(F) of the Act is amended--

(1) by inserting the clause designation "(i)" immediately following "authorizes"; 

and 

(2) by adding at the end thereof "and" and the following new clause: 

"(ii) the addition of unpaid accrued interest to the borrower's unpaid 

principal balance only--

"(I) upon the expiration of a period of forbearance; or 

"(II) when the borrower defaults on the loan;". 

(d) Section 428B(d)(2) of the Act is amended to read as follows: 

"(2) CAPITALIZATION OF INTEREST.--(A) Interest on Joans made under this 

section for which payments of principal are deferred pursuant to paragraph ( 1) shall, as agreed 
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upon by the borrower and the lender--

"(i) be paid monthly or quarterly; or 

"(ii) be added to the principal amount of the loan only-­

"(I) when the borrower enters repayment; 

"(II) at the expiration of a period of deferment or 

forbearance on the loan; or 

"(II) when the borrower defaults on the loan.". 

"(B) Capitalization of interest under this paragraph shall not be deemed to 

exceed the annual insurable limit on account of the borrower.". 

(c) Section 428C(c)(l) of the Act is amended by ending at the end thereof the following 

new paragraph: 

"(D) CAPITALIZATION OF INTEREST.--A lender may add unpaid accrued 

interest to the borrower's unpaid principal balance only--

for a grace period; 

"(i) when the borrower enters repayment; 

"(i) at the expiration of a grace period, in the case of a loan that qualifies 

"(iii) upon the expiration of a period of forbearance or deferment; or 

"(iv) when the borrower defaults on the loan.". 

CREDIT REPORTING 

SEC. 438. Section 430A(f) of the Act is amended by striking out "until--" through the 

end thereof and inserting in lieu thereof the following: "until the loan is paid in full. The 
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Secretary may develop criteria under which guaranty agencies and lenders may cease reporting 

such information before the loan is paid in full.". 

FINES; 
AUTHORITY OF THE SECRETARY TO EVALUATE TRANSACTIONS 

SEC. 439. Section 432 of the Act is further amended--

( 1) in subsection (g)--

(A) in paragraph (1), in the flush left language after subparagraph (B), by 

striking out "of not to exceed $25,000"; 

(B) by striking out paragraphs (2), (3), (4), (5), and (6); and 

(C) by adding at the end thereof the following new paragraph: 

"(2) AMOlJNT OF PENALTY: COMPROMISE.-- Any civil penalty under this 

subsection may be compromised by the Secretary. In determining the amount of such penalty, or 

the amount agreed upon in compromise, the Secretary shall consider the appropriateness of the 

penalty to the resources of the lender or guaranty agency subject to the determination; the gravity 

of the violation, failure, or misrepresentation; the frequency and persistence of the violation, 

failure, or misrepresentation; and the amount of any losses resulting from the violation, failure, 

or misrepresentation. The amount of such penalty, when finally determined, or the amount 

agreed upon in compromise, may be deducted from any sums owing by the United States to the 

lender or guaranty agency charged."; and 

(2) by adding at the end thereof the following new subsection: 

"(q) REVIEW OF SUBSTANCE OF TRANSACTIONS.--Notwithstanding any other 
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provision of law, the Secretary is authorized to review all program-related activities of lenders, 

guaranty agencies, eligible institutions, and third-party servicers for substantive, as well as 

technical, compliance with the purposes and requirements of this part, and to take such action as 

the Secretary determines to be necessary to ensure such substantive compliance.". 

DEFINITIONS 

SEC. 439A. Section 435 of the Act is amended-­

(!) in subsection (a)--

(A) in paragraph (2)--

(i) in subparagraph (A), by adding at the end thereof the 

following: "If an institution continues to participate in a program under this part, and its appeal 

of the loss of eligibility is unsuccessful, the institution shall be required to pay to the Secretary an 

amount equal to the amount of interest, special allowance, reinsurance, and any related payments 

made by the Secretary (or which the Secretary is obligated to make) with respect to loans made 

under this part to students attending, or planning to attend, that institution during the pendency of 

such appeal. In order to continue to participate during an appeal under this paragraph, the 

institution shall provide a letter of credit in favor of the Secretary or other third-party financial 

guarantees satisfactory to the Secretary in an amount determined by the Secretary to be sufficient 

to satisfy the institution's potential liability on such loans under the preceding sentence."; 

clause (ii)--

(ii) by amending subparagraph (C) to read as follows: 

"(C)(i) This paragraph shall not apply to any institution described in 
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"(I) until July 1, 2000; and 

"(II) until July 1, 2003, provided that such institution 

demonstrates sufficient improvements in its cohort default rate, as determined in accordance with 

the regulations of the Secretary. 

"(ii) An institution is subject to clause (i) if it is--

"(I) a part B institution within the meaning of section 

322(2) of this Act; 

"(II) a tribally controlled community college within the 

meaning of section 2(a)(4) of the Tribally Controlled Community College Assistance Act of 

1978;or 

"(III) a Navajo Community College under the Navajo 

Community College Act."; and 

(iii) by adding at the end thereof the following new subparagraph: 

"(D) Notwithstanding any other provision oflaw, if an institution outside 

of the United States that meets the requirements of section 481 (a)(l )(B)(ii), has a cohort default 

rate for the three most recent years for which data are available that equals or exceeds five 

percent, such institution shall not be eligible to participate in a program under this part for the 

fiscal year for which the determination is made and for the two succeeding fiscal years."; 

(B) in paragraph (3), in the flush left language following subparagraph 

(C), by striking out "of the affected guaranty agencies and loan servicers" and inserting in lieu 

thereof "used by a guaranty agency in determining to pay a claim on a defaulted loan,"; 

(2) in subsection (d)--
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(A) in paragraph (1 )--

(i) in the matter preceding subparagraph (A), by striking out "(6)," 

and inserting in lieu thereof "(7),"; 

(ii) by striking out subparagraph (C); 

(iii) by amending subparagraph (E) to read as follows: 

"(E) For purposes of making loans to students attending that eligible 

institution, only to the extent that the Secretary determines necessary to ensure adequate loan 

access to such students, an eligible institution that meets the requirements of paragraphs (2) 

through (5);"; and 

(iv) by redesignating subparagraphs (D), (E), (F), (G), (H), (I), and 

(J) as subparagraphs (C), (D), (E), (F), (G), (H), and (I), respectively; and 

(B) by adding after paragraph (6) the following new paragraph: 

"(7) UNIFORM TERMS AND CONDITIONS.--Subject to such exceptions as 

the Secretary may prescribe in regulations, the term 'eligible lender' shall not include any lender 

that offers different terms and conditions to different borrowers of the same type of loan made or 

insured under this part."; and 

(3) in subsection (m)(l ), by amending subsection (B) to read as follows: 

"(B)(i) In determining the number of students who default before the end 

of such fiscal year, the Secretary shall include only loans for which the Secretary or a guaranty 

agency has paid claims for insurance. 

"(ii) In considering appeals with respect to cohort default rates 

pursuant to subsection (a)(3), the Secretary shall exclude, from the calculation of the number of 
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students who entered repayment and the calculation of the number of students who default, any 

loans which, due to improper servicing or collection, would, as demonstrated by the evidence 

submitted in support of the institution's timely appeal to the Secretary, result in an inaccurate or 

incomplete calculation of such cohort default rate.". 

BANKRUPTCY 

SEC. 439B. Section 437(b) of the Act is amended--

(1) in the matter preceding paragraph (1), by inserting immediately after "a loan" 

the following: "made before July 1, 1999 and"; 

(2) by redesignating paragraphs (I), (2), and (3) as subparagraphs (A), (B), and 

(C), respectively; 

(3) by inserting immediately following the subsection heading the paragraph 

designation "( 1 )"; and 

(4) by adding at the end thereof the following new paragraph: 

"(2) Notwithstanding any other provision oflaw, no loan made, insured or 

guaranteed under title IV of the Higher Education Act of 1965 on or after July 1, 1999 shall be 

released by a discharge in bankruptcy under any chapter of Title 11, United States Code.". 

SPECIAL ALLOWANCE 

SEC. 439C. (a) Section 438 of the Act is amended--

(]) in subsection (a)(3), by striking out "quarterly rate" each place it appears and 

inserting in lieu thereof "rate"; and 
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(2) in subsection (b )--

(A) in paragraph (2)--

(i) in subparagraph (A), by striking out "subparagraphs (B), (C), 

(D), (E), and (F)" and inserting in lieu thereof "subparagraphs (B), (C), (D), (E), (F), and (G)"; 

(ii) in subparagraph (B), by adding at the end thereof the following 

new clause: 

"(v) Notwithstanding clauses (ii) and (iv), the rate of the special 

allowance for holders of loans that are financed on or after October 1, 1999, with funds obtained 

by the holder from the issuance of obligations, regardless of when originally issued, the income 

from which is excluded from gross income under the Internal Revenue Code of 1986, shall be 

one half of the rate of the special allowance established under subparagraph (G). Such rate shall 

also apply to holders of loans which were made or purchased on or after October 1, 1999 with 

funds obtained by the holder from collections, or default reimbursements, on, or interest or other 

income pertaining to, eligible loans made or purchased with funds described in the preceding 

sentence of this subparagraph or from income on the investment of such funds."; and 

(iii) by adding after subparagraph (F) the following new 

subparagraph: 

"(G)(i) Notwithstanding any other provision of this section, in the case of 

loans made or insured under this part for which the first disbursement is made on or after July 1, 

1999, the special allowance paid pursuant to this subsection shall be computed for any 12-month 

period beginning on July 1 and ending on June 30 by--

"(1) determining the bond equivalent rate on the preceding 
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June 1 of the securities with a comparable maturity, as established by the Secretary; and 

"(II) subtracting the applicable interest rate on such loans 

from such amount. 

"(ii) The amount of special allowance computed under clause (i) 

shall be paid in quarterly increments for the 3-month periods described in paragraph (l)."; and 

(B) in paragraph (3), in the second sentence, by striking out "determined 

for any such 3-month period shall be paid promptly after the close of such period," and inserting 

in lieu thereof "calculated under this subsection shall be paid promptly after the close of the 3-

month period for which such special allowance payment is due,"; 

(3) in subsection ( d), by amending paragraph ( 1) to read as follows: 

"(l) DIRECT COLLECTION OF LOAN FEES OR DEDUCTION FROM 

INTEREST AND SPECIAL ALLOWANCE SUBSIDIES.--(A) Notwithstanding subsection (b), 

the Secretary shall collect a loan fee in an amount determined in accordance with paragraph (2)-­

"(i) directly from the holder of a loan; or 

"(ii) by reducing the total amount of interest and special allowance 

payable under section 428(a)(3)(A) and subsection (b) of this section, respectively, to any holder 

of a loan. 

"(B) If the Secretary chooses to collect the loan fee under this subsection 

through the reduction of interest and special allowance, and the total amount of interest and 

special allowance payable under section 428(a)(3)(A) and subsection (b) of this section, 

respectively, is less than the amount of such loan fee, the Secretary shall deduct from the amount 

of interest and special allowance that would otherwise be payable in subsequent quarterly 
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increments until the total amount has been deducted."; and 

(4) in subsection (e)--

(A) by striking out paragraph (I); 

(B) in paragraph (2)--

(i) by amending the heading to read as follows: "ELIGIBILITY 

FOR SPECIAL ALLOWANCES.--"; and 

(ii) by amending the matter preceding subparagraph (A) to read as 

follows: "A holder of loans, any portion of which were made or purchased with funds obtained 

by the holder from an Authority issuing obligations, the income from which is exempt from 

taxation under the Internal Revenue Code of 1986, shall be eligible to receive a special allowance 

under subsection (b )(2) if--"; and 

(C) by redesignating paragraphs (2), (3), and (4) as paragraphs (1 ), (2), 

and (3), respectively. 

(b) Section 432(f)(l)(D) of the Act is amended by striking out "required" through the 

end thereof and inserting in lieu thereof"that meets the requirements of section 438(e).". 

STUDENT LOAN MARKETING ASSOCIATION OFFSET FEE 

SEC. 439D. Section 439(h)(7) of the Act is amended by adding after subparagraph (C) 

the following new subparagraph: 

"(D) The calculation of the fee required under subparagraph (A) or (B), as the 

case may be, shall be determined on the basis of the principal amount of all loans (except for 

loans made under sections 428C, 439(0), or 439(q))--
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"(i) owned, in whole or in part, by the Association, any subsidiary of the 

Association, or any company, trust, or other entity owned by, or controlled by, the Association; 

or 

"(ii) held by a trust (including by a trustee on behalf of a trust), or by any 

other entity in which the Association, or any subsidiary, holds more than a minimal beneficial 

interest (as determined by the Secretary).". 

REPEALS 

SEC. 440. Part B of the Act is further amended by repealing sections 4281, 4281, and 

436. 
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draft 9/24/97 

PART B--FEDERAL FAMILY EDUCATION LOANS 

Section 421. Section 421 of the bill would rewrite subsection (h) of 422 of the Act, and 
make conforming changes to subsection (g) of that section. Under new section 422(h), the 
Secretary would recall from the reserve funds held by guaranty agencies at least $1,000,000,000 
in fiscal year 2002 (the amount in current section 422(h)), and at least $1, 183,000,000 in fiscal 
year 2003. The amounts recalled from each guaranty agency each year would be in proportion to 
its share of the total reserve funds held by guaranty agencies as of September 30, 1996, and 
recalled funds would be deposited in the Treasury. 

Each guaranty agency would be required, within 45 days of the date of enactment of this 
provision, to transfer an amount of reserve funds that represents the guaranty agency's 
proportionate share of $2, 110,000,000, as determined by the Secretary, to a restricted account 
and invest those funds in United States Government securities specified by the Secretary. Within 
the first 45 days of fiscal year 2003, each guaranty agency woudl be required to transfer to the 
restricted account its proportionate share of $73,494,548 as determined by the Secretary. The 
guaranty agency could not use any restricted account funds for any purpose without the express 
permission of the Secretary, but may use the earnings from its restricted account for each of the 
fiscal years 1998 through 2003 to assist in meeting its operational expenses. 

The Secretary would permit the use of up to $350,000,000 in the aggregate ofreserve 
funds, that guaranty agencies hold outside of the restricted accounts, for working capital to assist 
with guaranty agency operating expenses. A guaranty agency's share of working capital would 
be based on its proportionate share of all borrower accounts outstanding on September 30, 1996. 
Working capital provided to the guaranty agency would continue to be part of the reserve funds 
held by the guaranty agency and the property of the United States. 

Next, the provisions from current section 422(h) of the Act regarding the Secretary's 
authority in the event of a shortage in the restricted accounts, or a failure by the guaranty agency 
to transfer reserve funds to the restricted accounts, would be included in proposed new section 
422(h) of the Act. 

Finally, new subsection 422(h) would specify that non-liquid reserve fund assets, such as 
buildings and equipment purchased or developed by the guaranty agency with reserve funds, as 
well as any reserve funds held by a guaranty agency after the recalls, would remain the property 
of the United States, could only be used for purposes that the Secretary determines are 
appropriate, and would be subject to recall by the Secretary no later than the date on which the 
guaranty agency's agreement under section 428( c) ends. 

The proposed recall ofreserves is consistent with the legal status of those reserves as 
Federal property, as well as the current role of the guaranty agency in the Federal Family 
Education Loan (FFEL) program, as well as the changes proposed in section 226 of the bill, 
described below. Section 432( o) of the Act, which was added by the Higher Education 



Amendments of 1992 (P .L. 102-325), clarified that the Secretary is the ultimate insurer of all 
FFEL guarantees. Thus, guaranty agencies function more like loan servicers than guarantors, 
and their need for reserve funds is currently limited to their 2 percent risk-sharing requirement, 
which also comes from Federal funds. The changes proposed in section 226 of the bill would 
eliminate any need for a guaranty agency to hold capital in excess of their working capital 
requirements. 

Section 422. Section 422 of the bill would amend sections 425(a), 428(b), and 
428H(d)(2) to require all proration of loan limits to be done proportionally. Currently, a school 
must calculate loan proration under two formulas. The formula that is used depends on the 
program length, type of loan, and whether the borrower is in a final period of enrollment in his or 
her academic program. The current proration requirements are difficult for schools to understand 
and administer. 

This amendment would require proration for programs of less than one academic year in 
length and for remaining periods of enrollment in programs that are greater than one but less than 
two academic years in length, and eliminate proration requirements for programs of study greater 
than two academic years in length for any remaining periods of enrollment. As in current law, 
no proration would be required for PLUS or loans to graduate and professional students. This 
change will simplify the proration requirements. Requiring proportional proration for all loans 
will be more beneficial and equitable to students and may reduce "course stretching" by 
institutions. The amendment would retain proration for short-term programs that have a higher 
risk of default and closure, while reducing burden for institutions with longer-term programs that 
have a lower risk of default and closure. 

Section 423. Section 423 of the bill would amend sections 427, 428(b), and 428Cof the 
Act to provide FFEL borrowers with the extended and graduated repayment options currently 
available only to Direct Loan borrowers. These new options would be in addition to the standard 
and income sensitive repayment plans currently available to FFEL borrowers (a more limited 
form of graduated repayment is also currently available to FFEL borrowers), and would provide 
far greater flexibility to FFEL borrowers in managing their loan obligations, and therefore may 
avoid defaults. As with Direct Loan repayment, a FFEL borrower would also have the ability to 
change repayment plans. The Secretary would also be required to ensure that, to the extent 
practicable and not otherwise provided in statute, the repayment plans offered to FFEL borrowers 
are comparable to Direct Loan repayment plans. A similar amendment to section 455(d) of the 
Act is proposed in section 453 of the bill. 

Section 424. Section 424 of the bill would amend section 42 7 A of the Act to reduce the 
applicable interest rate on all subsidized and unsubsidized FFELs during in-school, grace, and 
deferment periods to the same rate as the Department of Education's own borrowing rate, 
although the interest rates would be capped at the same levels as in current law. This change 
would reduce Federal costs by reducing excess profits to lenders during times when there are few 
servicing costs associated with subsidized loans, but the highest profit margins. It would also 
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provide lower interest rates to borrowers of unsubsidized loans while they are in in-school, grace, 
or deferment periods. A similar amendment is proposed for the Direct Loan program in section 
45 _ of the bill. These amendments would standardize interest subsidy costs for the FFEL and 
Direct Loan programs. 

In addition, section 424 of the bill would clarify that the interest rate used to determine 
the rebate of excess interest under section 427 A(i)(7)(B) of the Act was not intended to be used 
to change special allowance payments for the period affected by the rebate. This change would 
correct a recent contrary court decision. 

Section 425. Section 425 of the bill would amend section 428(a)(2)(F) of the Act to 
permit institutions to refuse to certify loan applications or to certify loan applications for lesser 
amounts for entire categories of borrowers, consistent with the certification policy established by 
the institution and provided to its students, provided that the policy does not discriminate based 
on race, national origin, religion, sex, marital status, age, or disability status. Institutions also 
would continue to have the current authority to refuse to certify a loan application, or to certify 
the loan application for a lesser amount, for an individual student on a case-by-case basis, with 
appropriate documentation in the student's file. This amendment would reduce administrative 
burden on institutions, provide institutions with a greater ability to prevent overborrowing, and 
reduce defaults. A similar amendment is proposed for Direct Loans in section 45 of the bill. 

Section 426. Section 426 of the bill would amend sections 428(a)(3)(v), 428B(d)(I), and 
428H(e)(I) of the Act to provide that a lender may not charge interest to the Federal Government 
or to the borrowers any earlier than a 3 or 10-day period (depending on whether the loan is 
disbursed by electronic funds transfer or by check) before the institutions credit the student's 
account with any disbursement of the loan funds. Current law prohibits lenders from billing the 
Federal Government for interest prior to that time on with respect to the first disbursement of 
subsidized Stafford loans, and lenders are free to bill students and parents for interest on all 
disbursements of unsubsidized loans prior to that time as well. These amendments would 
provide for comparable treatment between subsidized and unsubsidized Stafford loans, as well as 
for PLUS loans, and would ensure that borrowers are not required to pay interest on an 
unsubsidized loan until they have effective use of the funds. 

Section 427. Section 427 of the bill would amend amend section 428H(d)(2)(C) to 
increase unsubsidized loan limits for students enrolled in graduate and professional programs at 
institutions that are willing to share the default cost. Currently, graduate and professional 
students may borrow $8,500 of subsidized FFELs and an additional $10,000 of unsubsidized 
FFELs. Aggregate limits for subsidized loans are $65,500 and are prescribed by the Secretary 
for unsubsidized loans in accordance with section 428H(d)(3). (The total subsidized and 
unsubsidized aggregate loan limits for graduate and professional students is $138,500; ~ 34 
CFR 682.204(e)). In addition, sections 425(a)(l)(B) and 425(a)(2)(B) of the Act authorize the 
Secretary to increase the annual and aggregate loan limits for students with exceptionally high 
costs of education. 
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The amendment would require an institution, if it wished to certify a loan greater than 
$18,500 for a graduate or professional student, to pay to the Secretary an insurance premium 
equal to ten percent of the amount greater than $18,500. No student could borrow more than the 
student's estimated cost of attendance minus other financial aid, as certified by the eligible 
institution. The aggregate loan limits for unsubsidized loans would be increased by $40,000 for 
loans in which the institution is sharing in the default risk, and the authority for the Secretary to 
raise loan limits for high cost programs would be eliminated. 

These amendments are designed to assist graduate students by meeting financial need that 
cannot be met under current loan limits. In the past, the HEAL program, administered by the 
Department of Health and Human Services, loaned additional funds to graduate students in 
health professions. This program has not been funded for two years, and future funding is 
uncertain. Through Secretarial discretion, annual loan limits in the FFEL and Direct Loan 
programs have been increased for former HEAL borrowers. Other graduate programs have 
sought similar increases in loan limits. 

Section 428. Section 428 of the bill would amend section 428(b)(l)(G) of the Act by 
reducing lenders' insurance rate from 98 to 95 percent. This change would give lenders a greater 
economic incentive to prevent loan defaults. 

Section 429. Section 429 of the bill would amend sections 428(b)(l)(H), 428H(h), and 
438(c) of the Act to eliminate the one percent insurance premium that may be charged to a FFEL 
borrower at the time his or her loan is originated, and to reduce FFEL origination fees on 
subsidized FFELs by one percent (i&, from three percent to two percent). A similar provision in 
section 452 of the bill would reduce comparably the loan fee charged on Direct Loans. 

These reductions in fees will provide significant benefits to all students, and will provide 
additional funds to borrowers up front, at the time that the loan funds are needed to pay for costs 
of attendance. The proposed changes would also assist in standardizing borrower benefits within 
the FFEL program as well as between the FFEL and Direct Loan programs, because lenders and 
guaranty agencies will no longer be able to selectively reduce costs for certain FFEL borrowers 
by waiving or paying the insurance premium on the borrower's behalf. The Secretary is not 
authorized to waive or lower loan fees under the Direct Loan program. 

Section 430. Section 430 of the bill would substantially revise section 428 of the Act to 
reflect more accurately the current role of the guaranty agency in the FFEL program, and to 
affirmatively recognize that the Secretary is the sole guarantor ofFFELs. Section 432(0) of the 
Act, which was added by the Higher Education Amendments of 1992 (P.L. I 02-325), clarified 
that the Secretary is the ultimate insurer of all FFEL guarantees. Thus, in practice, guaranty 
agencies actually function more like loan servicers than guarantors. The changes proposed in 
section 430 of the bill would treat guaranty agencies in a manner more consistent with their 
current program functions. 
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Subsections (a) and (b) of section 428 would be modified and reorganized to reflect the 
substantive changes proposed primarily to section 428(c) of the Act. Under these changes, the 
Secretary would be authorized to enter into an agreement with a guaranty agency, under which 
the Secretary would insure loans with the guaranty agency acting as the.agent of the Secretary. 
Any guaranty agency that had an agreement with the Secretary under section 428(b) on the day 
before the date of enactment of this bill could enter into an initial agreement with the Secretary, 
and all existing guaranty agency agreements would expire within 180 days of the date of 
enactment. Outstanding loan insurance issued by the guaranty agency would be replaced by loan 
insurance issued by the Secretary, and the guaranty agency would, in general, be relieved of any 
further liability on the loans. To help ensure a smooth transition, for the first year after the date 
of enactment the Secretary could specify interim administrative measures necessary for the 
efficient transfer of the loan insurance function. 

The new guaranty agreements would be for five years, renewable by the Secretary for 
successive five-year periods, although the Secretary could terminate the agreements prior to 
expiration in certain circumstances. After the initial agreement with a guaranty agency entered 
into after the date of enactment has ended (through its expiration, the termination of the guaranty 
agency agreement by the Secretary, or the resignation of the guaranty agency), the Secretary, in 
his discretion, may enter into another agreement with that guaranty agency, an alternate 
agreement under with a different guaranty agency, or one or more contracts under section 428E 
(as added by section 436 of the bill) under which contractors would carry out one or more of the 
functions formerly performed by the guaranty agency. 

The agreement between the Secretary and a guaranty agency would specify the 
responsibilities of the guaranty agency, if any, for: administering the issuance of insurance on 
FFELs on behalf of the Secretary; monitoring insurance commitments made under this section; 
default prevention activities; review of default claims made by lenders; payment of default 
claims; collection of defaulted loans; adoption of internal systems of accounting and auditing that 
are acceptable to the Secretary; reporting requirements; and monitoring of participating 
institutions and lenders. The Secretary could also permit the guaranty agency, on a case-by-case 
basis, to engage in such other businesses, previously purchased or developed with reserve funds, 
that relate to the FFEL program. 

Under the agreement, guaranty agencies would receive the following fees and revenues: 
a one-time issuance fee for each new FFEL insured by the Secretary through the guaranty 
agency; an annual maintenance fee for each active borrower account; a default prevention fee, 
paid by lenders, of not to exceed $100 per borrower account if the guaranty agency succeeds in 
bringing a loan into current repayment status; a collection retention allowance of not to exceed 
18.5 percent, determined on the basis of the Secretary's review of payments for similar services 
in a competitive environment; the interest earned on funds in the restricted account; the interest 
earned on reserves that the Secretary permits the guaranty agency to use as working capital 
provide under proposed new section 422(h) (as amended by section 421 of the bill); and revenues 
derived from other FFEL-related businesses in which the Secretary permits the guaranty agency 
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to engage. The amount of the issuance fee and maintenance fee that a guaranty agency shall 
receive shall be $23.80 and $5.00, respectively, for fiscal year 1999. For succeeding fiscal years, 
the amount of the fees would be determined by the Secretary, after consultation with guaranty 
agencies with agreements under this subsection, and consideration of 
the guaranty agencies' expenses in carrying out their responsibilities under this part, their 
alternate sources of revenue for the guaranty agencies; and the amount formerly received as an 
administrative cost allowance. 

In addition to restructuring guaranty agency agreements, the changes proposed in section 
430 of the bill would provide guaranty agencies with an incentive to improve their efficiency by 
permitting them to retain a share of their net revenues for activities, approved by the Secretary, in 
support of postsecondary education. The share that guaranty agencies may retain and use for 
this purpose would be calculated by the Secretary after determining an adequate level of 
economic incentive for guaranty agencies to maximize their efficiency, in an amounts not to 
exceed 50 percent of guaranty agency net revenues. 

A guaranty agency would be required to carry out its responsibilities under the agreement 
in accordance with performance standards specified by the Secretary, which would be uniformly 
applied to all guaranty agencies. The Secretary would compare the performance of the guaranty 
agencies with one another, and publicly disseminate the comparison. A guaranty agency that 
fails to achieve a specified level of performance on one or more performance standards could be 
fined, and if its failure resulted in a financial loss to the United States, the guaranty agency would 
be required to indemnify the Secretary for that loss. 

A guaranty agency's agreement could be ended in advance of its expiration date, either 
because its agreement becomes automatically void under certain circumstances, or because the 
Secretary, after notice and opportunity for a hearing, terminates the guaranty agency for 
substantially failing to achieve an acceptable level of performance under its agreement. 

Finally, while most of the changes proposed in this section of the bill pertain to guaranty 
agencies and their functions, section 430(a)(2)(E) of the bill would require only eligible lenders 
that originates or holds more than $5,000,000 in FFELs during an annual audit period to submit 
to the Secretary a compliance audit for that audit period. This change is similar to exemptions 
provided in recent Appropriation Acts, and would alleviate the burden and disproportionate 
expense that annual compliance audits impose on lenders with small FFEL portfolios. 

Section 431. Section 431 of the bill would eliminate section 428( e) of the Act, which 
provides payments to guaranty agencies for referring students to lenders. This provision has 
never been implemented, and is unnecessary, as guaranty agencies are already required to serve 
as lenders of last resort, or to find other lenders to act in that capacity 

Section 432. Section 432 of the bill would make a series of changes to section 428(j) of 
the Act designed to strengthen the current system for ensuring loan access, which uses a 
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combination of private lenders, the FFEL lender-of-last-resort (LLR) program under sections 
428(j) and 439(q) of the Act, and the potential availability of Direct Loans for institutions that 
cannot obtain service under the FFEL program. In addition, secondary markets using tax exempt 
financing are currently required by section 438(e)(2) of the Act to deal with all eligible lenders in 
their service areas on the same terms and conditions. Within the limits of their capital, they are 
also required to purchase all eligible loans involving students or schools within those areas. 

Section 432(1) of the bill would amend section 428(j)(l) of the Act to make LLR 
provisions applicable to unsubsidized as well as subsidized loans. Section 432(2) of the bill 
would add a new subparagraph (C) to section 428(j)(3) of the Act that would authorize the 
Secretary to make advances directly to lenders for LLR loans. Section 428(j)(3) of the Act 
currently requires that guaranty agencies be used as intermediaries for LLR Joans, an 
unnecessary additional complexity. Finally, a new paragraph (4) would be added to section 
428(j) of the Act to provide that, if the Secretary determines that a significant number of students 
attending an eligible institution do not have adequate access to loans under the FFEL program, 
the Secretary may deem the institution eligible to participate in the Direct Loan program. The 
institution would be able to participate in both the FFEL and Direct Loan programs at the same 
time, or, if the Secretary and the institution agree, to participate only in the Direct Loan program. 
In order to ensure that there are no gaps in loan access for students at the institutition, the 
institution would be able to begin participating in the Direct Loan program at any time during the 
academic year. 

Section 433. Section 433 of the bill would repeal section 428(n) of the Act, which 
requires a State to pay to the Secretary an annual amount that represents the State's share of risk 
for high default rates at institutions within the State. This provision has never been implemented. 

Section 434. Section 434 of the bill would amend section 428B of the Act to require the 
same systematic verifications of immigration status or social security numbers for PLUS Joan 
applicants as currently apply to the student Joan programs. This would greatly improve the 
monitoring of PLUS borrower eligibility 

Section 435. Section 435 of the bill would make a number of changes to section 428C of 
the Act pertaining to FFEL consolidation Joans that would make the terms of these Joans more 
comparable to Direct consolidation Joans. (Changes to repayment terms for FFEL consolidation 
loans are proposed in section 422 of the bill.) Section 435 of the bill would permit borrowers to 
obtain a FFEL consolidation loan while they are in "in-school" status, and to consolidate FFEL 
consolidation loans into new FFEL consolidation loans. 

Section 435(a)(l)(C) of the bill would also add a new subparagraph (D) to section 
428C(a)(3) of the Act to provide that a FFEL borrower may consolidate his or her FFELs only 
under the terms and conditions established by the Secretary in regulation. The Secretary 
currently has the authority in the Direct Loan program to prohibit the consolidation of Joans in 
particular circumstances; there is no parallel authority in the FFEL program. The Secretary is 
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planning to prohibit consolidation of loans in the Direct Loan program for which the borrower 
has exhibited an unwillingness to pay and the Federal Government has had to expend time and 
resources in order to secure a judgment or place the borrower under wage garnishment. This 
change would allow the Secretary to do the same in the FFEL program. 

Under the amendments proposed by section 435 of the bill, lenders would also retain the 
interest subsidy on the portion of a FFEL consolidation loan that repays subsidized loans, and the 
interest rate on FFEL consolidation loans would be changed to a variable rate comparable to the 
rate applicable to Direct consolidation loans. By extending favorable terms currently available 
only to borrowers of Direct consolidation loans to borrowers of FFEL consolidation loans, these 
amendments would reduce costs for, and provide greater flexibility to, these FFEL borrowers, 
particularly those FFEL borrowers with loans from multiple lenders who have not consolidated 
these loans because they would lose the benefits associated with the separate loans. 

Section 436. Section 436 of the bill would add a new section 428E to part B of Title IV 
of the Act that would authorize the Secretary to enter into one or more contracts to carry out any 
of the functions that otherwise would be carried out by a guaranty agency. This amendment is 
consistent with the changes to guaranty agency functions that are proposed in section 430 of the 
bill. 

Section 437. Section 437(a)(l) of the bill would amend sections 428H(e)(2)of the Act to 
require FFEL lenders to capitalize interest only when unsubsidized loans enter repayment, at the 
expiration of a grace period (if any), at the expiration of a deferment or forbearance period, when 
a borrower defaults, and annually when a borrower chooses to repay under the alternative 
repayment plan and required payments are less than interest accrued. This would be a major 
benefit to FFEL borrowers, and would make statutory what is already available to Direct Loan 
borrowers in regulation, ensuring consistency across programs. In addition, the statute would be 
clarified as to when interest may be capitalized on subsidized FFELs, PLUS Loans, and 
Consolidation Loans. 

Section 437(a)(3) of the bill would add a new paragraph (8) to section 428H(e) of the Act 
that would require the Secretary to pay the interest that accrues on an unsubsidized loan while the 
borrower is receiving an economic hardship deferment on the loan and performing community 
service. This proposal is part of the President's call to action to all Americans to serve their 
communities, and would allow individuals with student loans to take up to three years to serve 
their communities without accruing additional interest on their loans. 

Many people performing community service qualify for deferments of their loans under 
the economic hardship deferment in section 428(b)(l)(M)(iii) of the Act. "Economic hardship" 
is defined in section 435(0) of the Act on the basis of income and debt to income ratio. During 
periods of economic hardship, interest is not paid by the borrower on subsidized loans, but 
interest continues to accrue on unsubsidized loans. This amendment would provide similar 
treatment of subsidized and unsubsidized loans, in only these limited circumstances, in order to 
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remove this financial obstacle to community service for borrowers who already satisfy economic 
hardship criteria. 

The amendment would also describe what community service may qualify the borrower 
for this interest payment on his or her behalf. To be performing "community service'', the 
borrower must be working in a position that is carried out by a state, a subdivision of a state, a 
local government, an Indian tribe, a public or private nonprofit organization, or a federal agency. 
Additionally, the service must address an unmet human, educational, environmental, or public 
safety need through services that provide a direct benefit to the community in which the service 
is performed. Examples of service which would be eligible include such fields as health care, 
child care, literacy training, education, welfare, social services, transportation, housing and 
neighborhood improvement, public safety, crime prevention and control, recreation, rural 
development, and community improvements. Participants receiving tuition assistance or loan 
forgiveness under the National and Community Services Act of 1990 are eligible for this 
deferment, as are VISTA volunteers under Title 1 of the Domestic Volunteer Service Act of 
1973. Service with for-profit businesses, labor unions, partisan political organizations, and 
organizations engaged in some types of religious activities would not meet this definition of 
community service. A similar change is proposed for Direct Loans in section 453 of the bill. 

Section 438. Section 438 of the bill would amend section 430A(f) of the Act to eliminate 
the current seven year limitation on reporting defaulted FFEL and Direct Loans as negative credit 
information beyond seven years. This amendment would require that guaranty agencies and 
lenders report negative information to credit bureau organizations until a Joan is paid in full, 
except that the Secretary would be authorized to develop criteria under which guaranty agencies 
and lenders may cease reporting that information before the Joan is fully repaid. This 
amendment is necessary for consistency between the reporting of negative credit information and 
the 1991 elimination of the statute of limitations on the collection of student Joan debts. Under 
current law, student loans are generally collectible throughout the student's lifetime, but 
information about these debts cannot be reported on the borrower's credit report after seven 
years. The reporting of defaulted student Joans to credit bureaus is an effective and important 
tool that should be available for the entire time that the Department is permitted to collect on the 
loan. A similar change is proposed for Perkins Loans in section 46 _. 

Section 439. Section 439 of the bill would amend the Secretary's powers under section 
432 of the Act. First, section 439( I) of the bill would amend section 432(g) to provide the 
Secretary with the ability to impose fines that is more comparable to the Secretary's ability to 
fine institutions of higher education. Under current law, the Secretary may impose a penalty of 
up to $25,000 on a lender or guaranty agency, but all violations relating to the same practice or 
policy must be treated as a single violation. Additionally, the Secretary is required to show that 
the violation is material, and that the lender or guaranty agency knew or should have known that 
it was violating the law. Finally, no fine may be imposed under current law if the lender or 
guaranty agency corrects the violation prior to receiving notice from the Department that it 
intends to levy a civil penalty, even if the correction occurs only after knowledge that the 
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Department is preparing an action against the lender or guaranty agency. 

The current limitations on the Secretary's authority to impose civil penalties unduly 
hinder the exercise of the Secretary's ability to administer the FFEL program. For example, 
because all violations relating to the same practice or policy must be treated as a single violation, 
the Secretary is limited to a $25,000 fine even though millions of dollars and a large number of 
borrowers are involved. This provides no disincentive for lenders and guaranty agencies to 
engage in prohibited practices. 

Under the proposed amendment, these limitations would be removed, and the Secretary, 
in determining the amount of a penalty would consider the appropriateness of the penalty to the 
resources of the lender or guaranty agency to be penalized; the gravity of the violation, failure, or 
misrepresentation; the frequency and persistence of the violation, failure, or misrepresentation; 
and the amount of any losses resulting from the violation, failure, or misrepresentation. The 
amount of such penalty, when finally determined, or the amount agreed upon in compromise, 
may be deducted from any sums owing by the United States to the lender or guaranty agency 
charged. 

Next, section 439(2) of the bill would add a new subsection (q) to section 432 of the Act 
that would explicitly authorize the Secretary to review all program-related activities of lenders, 
guaranty agencies, eligible institutions, and third-party servicers for substantive, as well as 
technical, compliance with the purposes and requirements of part B of title IV of the Act, and to 
take actions that the Secretary determines to be necessary to ensure substantive compliance. 
Although the Secretary already has implicit authority to evaluate transactions and arrangements 
on the basis of their substance, an explicit statement of this authority in the statute would reduce 
time-consuming legal challenges to the Secretary's ability to examine the substance of lender and 
guaranty agency transactions and arrangements rather than their form. The purposes of the FFEL 
program would be better served if these transactions and arrangements could be more readily 
examined to ensure that they do not merely pay "lip service" to program requirements. 

Section 439A. Section 439A of the bill would amend the definitions in section 435 of the 
Act. First, section 439A(l)(A)(i) of the bill would amend section 435(a)(2)(A) of the Act to 
require institutions that unsuccessfully appeal high cohort default rates and that choose to receive 
loans during the appeal process to be held liable for loans made during the appeal process and to 
post surety in an amount sufficient to cover these costs. 

Resolution of cohort default rate appeals has required substantial Departmental resources. 
Consideration of appeals requires a detailed review of school, guaranty agency, and loan 
servicing records. Schools often have an incentive to file default rate appeals because they 
generally remain eligible during the appeal process and consideration of those appeals is a 
time-consuming process during which the schools continue to receive loan proceeds. A surety 
requirement would reduce the number of frivolous appeals and eliminate the current incentive 
that schools have to file appeals even ifthere is no reasonable basis for the appeal. Frequently, 
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schools that lose appeals close soon after the decision and their students' loans are discharged 
under the closed school discharge provision in section 437(c) of the Act. A letter of credit would 
at least partially protect the government from the costs that result. The General Accounting 
Office recommended this type of amendment in a report to Congress in June, 1995. 

Next section 439A(l)(A)(ii) of the bill would amend section 435(a)(2)(C) of the Act to 
extend the exemption from the elimination on the basis of high default rates for Historically 
Black Colleges and Universities, Tribally Controlled Community Colleges, and Navajo 
Community Colleges. This institutional exemption, which is currently due to expire on July 1, 
1998, was intended to recognize the particular challenges of enrolling high risk students at 
institutions of higher education which have limited administrative resources. The bill would 
extend this exemption until July 1, 2000 (in order to provide time to adapt to the proposed new 
requirements) for all of the institutions described above, and until July 1, 2003 for those 
institutions that demonstrate sufficient improvements in their cohort default rates, as determined 
in accordance with the regulations of the Secretary. The Department is committed to ensuring 
access for all disadvantaged students, but an institution should not be allowed to avoid penalties 
from high default rates simply because it enrolls a high percentage of those students. This 
amendment would not penalize these institutions for high cohort default rates if they are working 
to make them lower and can demonstrate progress. 

Section 439A(l)(A)(iii) of the bill would amend section 435(a)(2) of the Act to add a new 
subparagraph (D) that would eliminate a foreign institution from participating in the FFEL 
program for the fiscal year for which the determination is made, and for the two succeeding fiscal 
years, if its cohort default rate is five percent or more. While the overall default rate for all 
foreign institutions is consistently quite low (between five and six percent), the administrative, 
diplomatic, and logistical difficulties inherent in monitoring these institutions dictate a more 
stringent approach in dealing with default rates at these institutions. Approximately 140 foreign 
institutions could have their eligibility eliminated under this amendment. 

Section 439A(l)(B) of the bill would amend section 435(a)(3) of the Act to clarify that 
the records to which an institution appealing its loss of participation in the FFEL program on the 
basis of allegation of improper loan servicing may have access are those records on which the 
guaranty agency decided whether the lender satisfied the loan servicing requirements for 
payment of a default claim on the loan. Some institutions have claimed that they need access to 
loan servicer records that were not submitted to the guaranty agency to determine if the loan 
servicer properly performed collection activities. However, the only loans included as defaulted 
loans in the cohort default rate are those on which the guaranty agency has paid a claim, and the 
specific loan servicing requirements which are reviewed as part of a loan servicing appeal are 
reflected in the records received by the guaranty agency in deciding whether to pay that claim. 
Records maintained by loan servicers may provide additional detail regarding the collection 
activities on the loan but are not relevant to a determination of whether the loan servicing 
activities relevant to the cohort default rate appeal process were performed. This amendment 
would reduce confusion in, and eliminate some means for protracting, the appeal process. 
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Next, section 439A of the bill would amend the definition of an eligible lender in section 
435(d) of the Act by prohibiting institutions from acting as lenders, except where the Secretary 
determines it necessary to ensure adequate loan access to students, and would remove insurance 
companies from the list of eligible lenders. The FFEL program has experienced numerous 
problems with insurance companies acting as lenders, and the regulatory system for insurance 
companies is not sufficient for a consumer loan business. In addition, the authority for 
institutions to act as lenders is no longer necessary. Institutions can currently opt to participate in 
both the FFEL and Direct Loan programs, which should provide sufficient access to students at 
all eligible institutions. Furthermore, lending is not an appropriate role for institutions. 
Institutions must counsel their students about their loans both before and after they borrow, and 
when an institution has a direct financial interest in the loan, it has a serious conflict of interest in 
performing its counseling role. When the Secretary does determine that a institution may act as a 
lender, the current limitations in section 435 of the Act would continue to apply. 

Section 439A(2)(B) of the bill would add a new paragraph (7) to the definition of an 
eligible lender in section 435(d) of the Act to require lenders to offer uniform terms and 
conditions to all borrowers taking out the same type of FFEL loans (for example, Unsubsidized 
or Consolidaton Loans). The Secretary would be authorized to prescribe regulatory exceptions to 
this requirement. 

Section 439A(3) of the bill would amend section 435(m)(l)(B) of the Act to specifically 
provide that improperly serviced loans will be eliminated entirely from the calculation of the 
school's cohort default rate. The cohort default rate is the percentage of a institution's borrowers 
who enter repayment in one fiscal year and default on their loan on or before the end of the next 
fiscal year. It is generally expressed as a fraction with the number of defaulters as the numerator 
and the number of borrowers as the denominator. Section 435(m)(l)(B) of the Act provides that, 
in considering cohort default rate appeals, the Department shall exclude from the calculation of 
the rate any loans on which the institution can show there was improper loan servicing. The 
Department interprets the statute to mean that the improperly serviced loans are eliminated from 
both the numerator and denominator of the calculation. A number of schools and school 
organizations have argued that improperly serviced loans should be eliminated only from the 
numerator of the calculation. The purpose of the loan servicing appeal is to ensure that schools 
are not harmed by loan servicing that does not meet certain standards and that could result in an 
incomplete or inaccurate calculation of the cohort default rate. Elimination of improperly 
serviced loans from both aspects of the cohort default rate calculation serves that purpose; 
elimination of improperly serviced loans from the numerator but not the denominator of the 
calculation would allow schools to benefit from improper servicing by artificially reducing the 
rate. The proposed change would clarify Congressional intent. 

Section 439B. Section 439B of the bill would amend section 437(b) of the Act to 
eliminate the bankruptcy discharge for loans certified on or after July I, 1999. Section 43 7(b) of 
the Act currently provides that under certain circumstances, borrowers may have their loans 
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discharged when they file for bankruptcy. However, in recent years this discharge has been 
rendered unnecessary by the greatly increased availability of income contingent and income­
sensitive repayment plans, deferments, and forbearances that allow borrowers to make affordable 
payments, or to make no payments, when they are experiencing financial problems. 
Furthermore, the 1991 elimination of the statute of limitations on the collection of student loan 
debts also argues against the continued availability of the bankruptcy discharge. Elimination of 
the discharge will save Departmental resources and equalize treatment of borrowers. 

Section 439C. Section 439C of the bill would amend section 438 of the Act to provide 
for the computation of special allowance rates at the same time and in the same manner as 
student loan interest rates (annually rather than quarterly), to eliminate the potential for special 
allowance payments merely because the rates are calculated on a different cycle. 

Section 439C(a)(2) of the bill would also amend section 438(b) of the Act to partially 
restore the special allowance treatment for lenders using tax-exempt financing that was in effect 
prior to 1993. The special allowance rate for loans financed on or after October 1, 1999 with tax­
exempt funds (regardless of when the obligations generating the tax-exempt funds were 
originally issued) would be one-half of the rate used for other loans. There would be no floor on 
the reduced payment, which was the feature in the earlier version of this provision that resulted 
in increased program costs. Lenders using tax-exempt financing have a substantially lower cost 
of obtaining funds than other lenders, and should be compensated accordingly. 

Section 439C(a)(3) of the bill would amend section 438(d)(l) of the Act to provide the 
Secretary with discretion to collect lender fees directly or through reduction of interest and 
special allowance owed to the lender. Current law requires the Secretary to deduct lender fees 
from payments of interest and special allowance from the Department to the lender and prohibits 
the direct collection of these fees. There is no reason to relieve lenders of the obligation to pay 
lender fees (or postpone that obligation) on highly subsidized FFEL loans simply because there 
are no Federal funds coming in to the lender for the Secretary to offset, whether because there is 
no special allowance paid for that period or because the lender does not have a sufficient number 
of borrowers still in school or in a grace period. This amendment would enable the Secretary to 
collect fees from these lenders directly and would allow the Secretary to develop a system in the 
future that would ensure that fees are collected in the quarter in which they are incurred. 

Finally, sections 439C(a)(4) and (b) of the bill would amend section 438(e) of the Act, 
and make a conforming amendment to section 432(f)(l)(D) of the Act, that would eliminate the 
requirement that a secondary market prepare a plan for doing business plans. The substantive 
requirements of the assurances secondary markets would have otherwise provided in those plans 
would be retained. Apart from these assurances, the plans contain little useful information, and 
the review of these plans is not an efficient use of the Department's limited resources. 

Section 4390. Section 439D of the bill would amend section 439(h)(7) of the Act to 
reflect congressional intent that the Student Loan Marketing Association (Sallie Mae) not be able 
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to circumvent the requirement that it pay an offset fee on loans it holds by "securitizing" loans 
upon which it would otherwise be required to pay the offset fee. This provision would also 
remedy a recent, partially adverse, court decision and would be effective retroactively to August 
10, 1993, the date of enactment of the Sallie Mae offset fee requirement, but would not apply to 
the privatized entity that may be created as a result of the Student Loan Marketing Association 
Reorganization Act of 1996. 

Section 440. Section 440 of the bill would repeal 4281, 4281, and 436 of the Act. Section 
4281 allows for 100 percent insurance for lenders and servicers whose compliance performance 
rate exceeds 97 percent. This provision has never been implemented, and other incentives are 
sufficient to encourage high compliance and performance. Section 4281 provides loan 
forgiveness for teachers, individuals performing national community service, and nurses, but has 
never been funded. Section 436 authorizes the estabishment of a guaranty agency for the 
District of Columbia. A guaranty agency for the District of Columbia does not currently exist 
and is unnecessary, because FFEL loans in the District of Columbia are guaranteed by the 
Massachusetts guaranty agency. 
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William R. Kincaid 
07/08/97 02:48:54 PM 

Record Type: Record 

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP 

cc: Michael Cohen/OPD/EOP 
Subject: HEA Reauthorization/clinical programs 

The Department of Education's Higher Education Act reauthorization package currently includes 
a proposal to consolidate several graduate education programs (some funded, others not) into a 
single program that would provide incentives and support for U.S. citizens, especially from 
underrepresented populations, to complete grad programs leading to academic careers in areas of 
national need. One piece eliminated from the current HEA would be a grant program designed 
to encourage law schools to establish clinical programs .. 

The Department states that in 1994, the White House intervened with OMB to restore funding 
for the program, but other than that the Administration has consistently requested no funds. It is 
unfunded for FY 1997 and we requested no funds for FY 1998. (A more detailed funding history 
of the program is below). 

The Department argues that the program was originally intended to encourage law schools to 
establish clinical programs--basically to build capacity-- but now all schools must have clinical 
programs to be accredited, and so the HEA funding can be ended. 

It's my sense that most law schools do have clinical programs now, but I also have the 
impression that they sometimes operate close to the edge financially, and that a large number 
have a focus on providing legal services for the poor. Especially given the First Lady's 
long-term interest in this area -- both her involvement with the Legal Services Corporation and 
the fact that she battled to get the first legal clinic opened at the U of A law school -- do you 
feel that we need to explore the fate of the clinical program more carefully? With the current 
Congress, as a practical matter, it may not matter anyway, because such a program might not be 
reauthorized or funded regardless of the approach we take. On the other hand, the program is 
already on the books, and symbolically it might say something for us to make a Higher Ed Act 
proposal that would explicitly end it. 

Please let me know what you think. As you know, the Department is trying to move these 
smaller provisions of the HEA on a fast track and get them up to the Hill ASAP. 

Thanks. 

Funding history: 



.. 

1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 

Request 
0 
0 
0 

Appropriation 
$5.9 million 
$8.0 million 
$9.9 million 

$9.9 million $9.9 million 
0 $13,2 million 
0 $5.5 million 
0 0 
0 NA 



. Maureen_Mclaughlin @ ed.gov 
_,_.i;:-:C,i:~i 07/07/97 08:38:00 AM 

Record Type: Record 

To: William R. Kincaid, Robert M. Shireman 

cc: 
Subject: Re[2]: law school clinical 

Bill--here is the info you requested on law school clinical. Maureen 

_____________ Forward Header ______________ _ 

Subject: Re[2]: law school clinical 
Author: David Bergeron at WDCA07 
Date: 7(7/97 8:32 AM 

The Administration has been fairly consistent in its efforts to 
eliminate the law school clinical experience program. In 1994, the 
Administration sought funding for the program but since then the 
request has been 0. In fact, 1994 was the only year in which an 
administration has sought funding since 1980! My recollection is that 
the White House intervened with OMS to restore the funding for the 
program in 1994 but seemed to loss interest since that time. 

Request Appropriation 
1991 O $5.9 million 
1992 O $8.0 million 
1993 0 $9.9 million 
1994 $9.9 million $9.9 million 
1995 O $13,2 million 
1996 O $5.5 million 
1997 0 0 
1998 O NA 

The program was intended to encourage law schools to establish 
clinical programs. Our understanding is that all law schools must 
have clinical programs to be accredited. We have argued, therefore, 
that the program has been successfully accomplished its purpose. I 
understand why some in the White House might like to see the program 
resurrected but we would need a new mission -- like assuring that law 
schools provide legal services to those who can not afford them. This 
would be a very different kind of program since the prior program was 
designed to build capacity. 



_____________ Reply Separator _____________ _ 


