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2) FFELP cost students less than Direct Lending.
The assertion that the STAR Act will actually save the government money is both unproven
and highly unlikely. In fact, FFELP saves students $700-$2,000 more than DL through
lower fees upfront and generous repayment incentives, Payment of the government-
mandated fees on behalf of bortowers by lenders saves the typical borrower over §500 at the
time students need it most — as they begin each school year. Additional repayment incentives
and rebates encourage timely repayment and reduce defaults.

3) Schools prefer FFLEP over direct lending.
Since 1997, more than 600 schools have dropped out of the Direct Lending 'rogram because of
its inferior sefvice to students and families. The Direct Lending share of annual lending is down to 20
percent and falling. 96 percent of the schoals that have left the Direct Lending program identify
administrative and service problems as key reasons.

Colleges and universities around the country have recognized the benefits of a competitive
matketplace. FFELP offers students more choices and better service - a ditect result of innovation
and improved technology from lenders competing for student borrowers. Loan providers offer a
continuum of services, including financial aid, debt management and default prevention counseling.

4) The Direct Lending Program costs taxpayers money.
The Direct Lending Program has lost taxpayer money every year since 1997, totaling $18
billion. The Direct Lending Progtam has had to borrow $105 billion, adding to the national
debt, but has only $89 billion in performing loans to meet its obligations to the U.S. Treasury.

Direct Lending has not “saved” taxpayers a single penny to date, In every year but one since
its inception, the program has actually cost more, on a cash basis, than FFELP.

Colleges and universities shouldn't have to choose between infetior service or less financial
aid, and taxpayers shouldn't bear the burden of supporting this inefficient government

program.

5) FFELP helps minority and low income students.
Since 1997, the majority of histotically black colleges and universities that initially chose to use
Direct Leading have voluntarily left the program. Yet some politicians still favor the
bureaucratic Direct Lending Program, despite its inferior service and track record for
American families.

As the new Congress moves forward with its agenda, it should reaffirm its commitment to students - not
through cuts to the nation's most relied upon student aid program, but through additional investments to
make college more accessible.









Summary of H.R, 5

On Jan. 17,2007, the U.S. House of Representatives voted (356 to 71y on HR. 5, the *College Student
Relief Act” introduced by House Education and Labor Comunittee Chairman George Miller (D-CA).

The bill would ratchet down student loan interest rates for select borrowers over the next five years. While
the original thetoric was to immediately cut rates in half for all students and parents, the final proposal
would only reduce them for a subset of undergradunate students who have unsubsidized Stafford loans. In
fact, the 3.4% rate (half of today’s 6.8% rate) would not take effect until July 1, 2011 and would last for
only six months before returning to 6.8% on January 1, 2012.

Specifically, the proposal would be phased in over five years, with interest rates on subsidized Stafford
loans to undergraduates going to 6.12% for loans made between July 1, 2007, and June 30, 2008; 5.44% for
Ioans made between July 1, 2008, and June 30, 2009; 4.76% for loans made between July 1, 2009 and June
30, 2010; 4.08% for loans made between July 1, 2010, and June 30, 2011; and 3.4% for loans made on or
after July I, 2011, The rate cut would expire after only 6 months, when loan rates for all new loans would

return to 6.8% on Jan. 1, 2012.

The move to halve student loan interest rates comes with a significant price tag: the CBO estimate the cost
to exceed $7 billion over 5 years.

New House rules require that increased entitlement spending be offset by other entitlement spending
reductions or tax increases. Although there is no requirement that the legislation be paid for by cutting
investment in other federal financial aid programs H.R. 5 recklessly proposes to pay for the entire cost of the
interest rate reduction with punitive cuts to the Federal Family Education Loan Program:

~  Reducing lender yield by 0.10% with an exemption for small lenders (those lenders that make up the
bottom 10% of holdings). Today, lenders are paid a market rate on behalf of borrowers set at the 90 day
commercial paper rate plus 2,34 percentage points. Under the new plan, lenders would earn the 90 day
commercial paper rate plus 2,24 percentage points.

— Reducing defauit insurance from 97 cents for every dollar that is not paid back to 95 cents.

—  Eliminating by July 1, 2007 the exceptional performer designations (which provide a the 2% increase in
default insurance for high-performing loan servicers)

— Doubling the lender origination fee on all loans, from 0.5% to 1% as of July 1, 2007;

— Reducing payments to guarantors for collections {immediately from 24% to 20% and phased down to
18% in 2008 and then to a level designated by the Secretary in 2010 );

— Increasing the consolidation offset fee from 1.05% to 1.3% for lenders that have more than 90% of the
holdings in consolidation loans.

Last year Democrats rightfully criticized the $12 billion in cuts to the student loan program. The Deficit
Reduction Act was labeled the “Raid on Student Aid.” Surprisingly, H.R. 5 makes $6 billion in cuts in the
same exact manner the $12 billion was cut last year.

Not only do cuiting interest rates on student loans have no impaet on college access, the punitive cuts to
FFELP would place the benefits students receive from private lenders in jeopardy.

The legislation could have drastic unintended consequences, such as an increase in student loan default
rates, as lenders assume greater risk and become more selective about where to offer products and services
to help students and schools manage their student loan defauli rates. Today’s national cohort default rate of
5.1% could increase, and each 1% rise in that figure costs taxpayers $4 billion.
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Student Loan Sunshine Act Summary

The overarching goal of the “Student Loan Sunshine Act” is to ensure student loan borrowers are

provided the necessary information and disclosures they need to make informed decisions. To

achieve this important goal, the bill takes a number of steps in the right direction. These steps

include:

¢ Requiring that lenders inform students and parents of their federal loan options, including the
terms and conditions that are more favorable to the borrower than the terms and conditions of
most private education loans.

¢ Providing lenders with a model disclosure format to be developed by the Secretary of
Education.

e Ensuring schools generally use three or more lenders on their preferred lender list and
maximize benefits for students.

¢ Prohibiting lenders and guarantors from providing any gift to school employees or agents in
order to secure or maintain business.

All stakeholders should be very concerned, however, that the proposal as written will have
potentially dire unintended consequences that will limit consumer choice, compromise personal
privacy, impose unmanageable burdens on schools, force borrowers to more expensive
borrowing options and significantly disrupt the financial aid process and the ultimate
disbursement of funds for borrowers.

Borrower Choice

o The bill effectively ends a student’s ability to obtain a private education loan directly from a
financial institution where the private loan is not certified by the school (“direct-to-
consurner” loan).

e Borrower options would be severely limited based on the onerous information and
notification requirements placed on lenders and schools,

o The vast majority of direct-to-consumer borrowers are either non-traditional students (adults)
who are, continuing their education or returning to school after starting their working careers
helping finance their children’s education. These students/borrowers typically elect not to go
through the financial aid office. In fact, nearly 50% of all Title IV undergraduate students
and parents of students attending post-sccondary schools did not go through the financial aid
office to finance their education in 2003,

o If direct-to-consumer loans are not available and students or their parents make the personal
choice not to go through the financial aid office process with the required disclosure of
significant private information to the federal government, these students will be forced to
borrow through credit cards, lines of credit and more expensive, high risk alternatives.

o Financial aid offices (“FAOs™) could be paralyzed by the additional notification requirements
in section of the bill that amends the Truth in Lending Act (the “TILA Amendments”).
Already overburdened, they will be swamped with thousands of notifications from direct-to-
consumer lenders to which FAOs must respond in a detailed, time-consuming manner before
the students can obtain funds from the private lender. This would likely result in a complete
disruption of the financial aid process and would compromise the ability of tens of thousands
of students to find their edueation since federal borrowing limits are inadequate at most



schools. This threat is even more acute because borrowers typically apply for direct-to-
consumer loans very late in the process, often just before schools starts.

Privacy

e Many consumers make the free choice of borrowing private education loans to avoid
disclosing to the government the very detailed and extensive private and financial
information that the government requires with the Free Application For Federal Student Aid
(“FAFSA™) in order to secure a federal loan,

e The loan information disclosures would require schools to inform each student or parent of
their “remaining options” for federal loans before that student or parent may take out a
private loan from a lender with which the school has an “educational loan arrangement”. In
order to determine what the student’s or parents “remaining options” are, the school must
require the student and parent complete a FAFSA thereby frustrating the student’s/parent’s
desire to keep private from the government a significant amount of very personal
information.

Reporting

e The new annual reporting requirements will be very onerous for both schools and lenders.
While some lendets may be able to accommodate the additional burdens imposed by such
detailed annual reporting, financial aid offices may not have sufficient staff or resources to
meet the requirements. For schools, the annual report required under Section 153 will
include a requirement to provide a detailed explanation of why the school believes each type
of loan offered by a lender with whom it has an educational loan arrangement is beneficial to
borrowers. Most schools simply do not have the staff to meet such an unnecessary burden.
And lenders will be reluctant to assist schools in meeting this requirement for fear of
violating the new gift ban requirements.

Disclosure

o The required lender disclosures required by the proposed TILA Amendments are
significantly more burdensome than those required for any othet consumer loan. For
example, they include a requirement to disclose on every loan application any complaints
(and their resolution) filed with any state or private consumer protection agency. Lenders
with millions of customers will naturally be the subject of complaints from customers, many
of which may lack any merit. Moreover, this disclosure requirement applies to every loan
solicitation, marketing or advertisement. Such disclosure requirements will create an undue
and unreasonable burden on all lenders without any obvious benefit to borrowers. In fact,
more important information such as the basic terms and conditions of the loan may be
obscured by such unnecessary and potentially voluminous information.

Preferred Lending List

e Schools should generally have at least three unaffiliated lenders named on their preferred
lending lists. However, ceriain schools may be able to secure the best deal for their students



through an RFP process resulting in a single loan provider. There should be an exception for
schools to choose fewer than 3 preferred lenders as long as the school documents that it
engaged in a competitive bidding process that involved at least 3 unaffiliated lenders. This
approach would be consistent with the ability schools have to select the Direct Loan Program
as a sole loan provider. It is noteworthy that schools that select the Direct Loan Program are
not required to disclose to students the process they engaged in to make that selection.

In light of the very burdensome additional reporting requirements, more lenders may elect to
bypass the financial aid office by deliberately refusing to be on a school’s preferred lender
list. This would lead lenders to focus on direct-to-consumer marketing.



Impact of President Bush’s
Fiscal Year 2008 Budget

The President’s fiscal 2008 budget proposes massive cuts of $19 billion over the next five years
to the Federal Family Education Loan Program (FFELP). Other student aid programs are also
targeted, including Perkins loans, Supplemental Educational Opportunity Grants (SEOG), and
Leveraging Educational Assistance Partnerships (LEAP). Cuts in student aid are used primarily
to offset the costs of increasing Pell Grants, the new Academic Competitiveness Grants, and
raising loan limits for undergraduates after their first two years.

The proposed FFELP cuts would have far-reaching negative consequences for students, schools,
and taxpayers. The cuts would reduce competition in the program, increase the cost of loans to
students and parents, and would undermine the superior service provided to borrowers and
schools under the private-sector based program.

The $19 billien in proposed cuts to FFELP include:

« Reducing the market rate of return paid to lenders by 0.50 percent. Lender payments would
be slashed from the commercial paper rate from 2.34 percent to 1.84 percent. Estimated five-
year savings: $12.4 billion.

+ Increasing student lender risk share by reducing default insurance from 97 percent to 95
percent (including a 2 percentage point reduction for lenders deemed “exceptional
performers™). Estimated 5-year savings: $1.6 billion.

+ Increasing the lender fee on consolidation loans by 50 percent. The lender fee of 0.5 percent
paid by lenders on each consolidation loan based on the loan balance would be increased to 1
percent. Estimated five-year savings: $850 million.

+ Reducing guaranty agency default collection payments from 23 cents on each defaulted
dollar they collect to roughly 16 cents. Estimated five-year savings is $2.3 billion.

. Moving guaranty agency account maintenance fees to a unit cost basis based on the number
of accounts each agency manages. Agencies currently are paid an administrative fee based
on the original principal amount of active loans they have guaranteed. Estimated five-year
savings is $1.6 billion.

Impact

s Lenders would be forced to completely re-evaluate the level of participation and commitment
to the program, resulting in substantially fewer lenders participating in the program and
reduced competition and service levels.

& The size of the cuts would reinforce a “one-size-fits-all” approach to student lending and
would make it more difficult lenders to address the needs of schools for which Direct
Lending is not a good solution. This is especially true for smaller, more resource-poor



schools, such as many Historically Black Colleges and Universities and Hispanic Serving
Institutions.

Students and families would be forced to pay more for their loans and taxpayers would carry
the burden and cost of higher student loan defaults as lenders would be forced to slash

programs designed to prevent defaults. High default rates would place the viability of the
entire student aid system at risk.

Impact of Specific Proposals

»

The 0.50 percentage point cut to lender yield is unprecedented in size and unsupportable by
the economics of the student loan program. FFELP lenders gencrally make less than 2 a

penny on a dollar of student loans. These cuts would virtually eliminate the profitability of
the loans and could not be sustained without increasing fees on borrowers, eliminating
borrower benefits, and substantially reducing the level of service and investment FFELP
lenders provide.

o A typical undergraduate borrower who borrows $17,000 can save anywhere from
$700 to over $1300 from the widely-provided fee reductions and borrower benefits.

The reduction in default insurance from 97 percent to 95 percent attacks one of the most
critical features of the student loan program, ensuring that all students from all schools,
regardless of credit worthiness, have access to student loans if they need them. The
guarantee is what makes universal access possible. The guarantee was reduced just last year,
from 98 percent to 97 percent. This proposal introduces additional default risk into the
decision-making process and will harm those schools and students where defaults tend to be
higher.

The collections cuts are bad policy and discourage gearanty agencies from using more
successful, but more expensive, collection techniques. The end result will mean higher
default costs shouldered by current and future taxpayers.

o In 2005, the President’s budget proposed to cut collections payments to an “average™
of 16%, but did not offer specifics for the proposal. The final Deficit Reduction Act
enacted a cut o collections, by reducing collections through the Direct Loan
consolidation program from 18.5% to 10%. This appropriately aligns incentives for
the best types of collections and should result in an average amount of payment that
the Depariment’s private collectors receive.

The lender fee on consolidation cuts further into the consolidation yield, which is already
under attack by the proposal to reduce its yield by 0.50 percentage points. Because of the
lender-paid annual consolidation offset fee, the yield on a consolidation loan is already 0.75
percentage points below the Stafford loans.

There are litile details available to judge the impact of the reductions in payments made to
ouaranty agencies. Cuts of this size, however, are likely to affect default prevention and
management efforts as well as the outreach and education services that guaranty agencies
now provide.



