WASHINGTON UPDATE

Department Releases FY 2007 Draft Cohort Default Rates

For the first time, on March 26, 2009, the Department of Education released draft cohort default rates for FY 2007 broken down by type and control of institution. In the past, ED only issued cohort default rates when the rates were officially released in September. 

For the first time, the Department issued cohort default rates by program, for the Direct Loan Program and for the Federal Family Education Loan Program (FFELP). In the past, ED only issued the cohort default rates integrating the data from the Direct Loan Program and the FFELP.  Could it be because the Direct Loan Program rates looks better than the FFELP rates and President Obama’s FY 2010 budget proposal calls for eliminating the FFELP and originate all student loans through the Direct Loan Program beginning July 1, 2010? The release of the draft cohort default rates comes a day after the House Budget Committee passed the House Budget Resolution for FY 2010, which includes instructions for the House Education and Labor Committee to enact reforms that produce $1 billion in savings for taxpayers over the next five years. Chairman George Miller (D-CA) announced that the Committee intends to enact student loan reforms that will make the programs more efficient and reliable. Congressman Miller’s press release noted the discrepancy in cohort default rates between the Direct Loan and the FFEL Programs. (See next article.)  

The figures demonstrate that the draft FY 2007 cohort default rate for the FFELP was 7.3 percent, while the draft FY 2007 cohort default rate for the Direct Loan Program was 5.3 percent.    Could the disparity in rates between the two programs reflect the different mix of institutions? A Wall Street Journal article of March 26, 2009, noted that the Direct Loan Program is heavily concentrated in four-year public universities and the FFELP tends to have more participants that are for-profit institutions that tend to enroll more high-risk students.

Observations made by the lenders and guaranty agencies suggest the following reasons for the discrepancies in cohort default rates between the two loan programs as noted by  the NCHELP Daily Briefing on March 26, 2009:

· The cohort default rate data does not take into account Direct Loan borrowers whose loan repayments are less than the amount of accruing interest or even zero because borrowers in the Direct Loan income contingent repayment plan are considered “current” borrowers.  A significant number of Direct Loan borrowers are participating in the income contingent repayment plan, a plan not available in the FFELP.

· The cohort default rate does not take into account the additional 30-60 days before a loan is considered to be in default in the Direct Loan Program. These additional days could provide time for Direct Loan borrowers to avoid going into default, a time frame not available in the FFELP; 

· There is a higher percentage of high risk borrowers in the FFELP; and

· Guaranty agencies and other FFEL providers were able to avert $52 billion in defaulted loans last year.

The effects of the recession are reflected in the cohort default rates, which rose significantly from the FY 2006 cohort default rates.  The draft FY 2007 cohort default rate for the FFELP is 7.3 percent, up from 5.3 percent in FY 2006 and 4.7 percent in FY 2005.  For Direct Loans, the FY 2007 cohort default rate is 5.3 percent, up from 4.7 percent in FY 2006 and 4.1 percent in FY 2005.  The national cohort default rate is 6.9 percent for FY 2007, compared with 5.2 percent in FY 2006 and 4.6 percent in FY 2005.

The cohort default rate was higher for students who attended for-profit institutions (11.3 percent) than the national rate.  The cohort default rate for students who attended public institutions was 6.1 percent and for students attending private institutions was 3.8 percent.   The cohort default rates are expected to rise significantly in the future when the rates, beginning with the FY 2009 cohort default rates, begin use a three-year, rather than a two-year window, to calculate the rates.

The Department’s announcement is available at: http://ifap.ed.gov/eannouncements/032609DraftStudentLoanCohDfltRatesFY07.html 

House and Senate Pass Budget Resolutions; Next Step Conference Committee to Work out Differences

On February 26, 2009, President Obama released the Administration’s FY 2010 budget outline to Congress, which called for the origination of all new student loans in the Direct Loan Program, a change that was projected to save $4 billion a year, savings that could be reinvested in the form of aid to students. The budget proposal would also make the Pell Grant Program an entitlement program, which would put the Pell Grant Program on “sure footing.”

The Congressional Budget Office’s (CBO) analysis of the Administration’s FY 2010 contained bad news for the White House by concluding that the Obama budget plan would increase the deficit higher than the Administration’s proposal had estimated, $9.3 trillion over the next decade, $2.3 trillion more than the Administration had estimated.  However, on a positive note for the Obama budget proposal, the CBO concluded that the elimination of the FFELP and the origination of all loans through the Direct Loan Program would save the government $94 billion over 10 years, which is double the Administration’s own estimate ($47 billion over the 2010-2019 period).

A budget resolution establishes overall guidelines for spending. The appropriations committees determine how much funding will be available for each program.  The House’s budget resolution, in contrast to the Senate-version, contains reconciliation instructions that the House Education and Labor Committee needs to save $1 billion, which would be achieved by eliminating the FFELP. These savings must be reported by September 30, 2009.  The savings would then be used to switch the Pell Grant Program from a discretionary program to an entitlement program, the other Administration proposal.  

In the evening of April 2, 2009, by a party-line vote of 233 to 196, the House passed its Budget Resolution that includes $1 billion in reconciliation instructions to the House Education and Labor Committee.  The instructions direct the authorizing committees to make legislative changes to meet the requirements set forth in the budget by September 30, 2009.  It also makes the Pell Grant Program a mandatory spending program, which would make it an entitlement program, expands the Perkins Loan Program, and creates a college access and completion fund.

House Majority Leader Steny Hoyer (D-MD) issued the following statement regarding the education priorities in the House bill:


“On education, this budget builds upon the investments made in President Obama’s 


recovery plan with additional support for early childhood education, elementary and 


secondary school students, and efforts to help more Americans obtain a college degree. It 


expands access to early childhood programs, makes college more affordable with increased


Pell Grants, and promotes job training and significant education reform.  A lasting recovery


isn’t simply about ending the turmoil in our financial markets-it’s about having workers who 


are prepared to compete in the 21st century economy with anyone in the world.”

Congressman Howard P. “Buck” McKeon (D-CA), the ranking Republican on the House Education and Labor Committee, said that while he opposed the budget because he believes it spends too much, taxes too much, and borrows too much, according to an April 3, 2008 press release, he noted that Congress has clearly expressed bipartisan support for the primary federal student loan program. He said:


“Millions of students and families rely on the Federal Family Education Loan program to turn 


their dream of a college education into reality.  Although this year’s budget has been the source


of widespread disagreement, an unmistakable consensus has emerged about the importance


 of preserving this critical program.”

In an early morning vote of 55-43 on April 3, 2009, the Senate agreed to their Budget Resolution following its annual “vote-a-rama” on 134 amendments.  The “vote-a-rama” is a process where dozens of amendments are voted on in back-to-back votes that take hours.  The Senate version does not include reconciliation instructions to the Education Committee, nor does it make Pell Grants subject to mandatory spending as requested by President Obama. The Senate bill does provide for a maximum Pell Grant of $5,550 for the 2010-2011 award year.

In an effort to preserve choice in the federal student loan programs, Senator Lamar Alexander (R-TN) offered an amendment that expresses support for a competitive student loan program and the retention of the FFELP, which was agreed to.  Senator Alexander stated in a press release: “The United States not only has the best colleges and universities in the world, we have almost all of them.  And its competition and the markets that have helped us get where we are today.  We need to make sure that we keep student lending competitive so that students can choose the right program for them.”

The two Budget Resolutions now move to a Conference Committee where negotiators will work out the differences in the two bills.  The negotiations will take place in full force after Easter/Passover recess from April 6-17.

The differences in the two versions of the FY 2010 Budget Resolution could make it difficult to eliminate the FFEL Program.  On the other hand, the CBO estimates of savings in eliminating the FFELP could prove attractive to congressmen.

Meanwhile, lenders, some state associations, NASFAA, and some members of Congress are fighting efforts to end the FFELP.  (NASFAA has also proposed an alternative to the current student loan system, which would be an entirely new loan program that would combine the positive aspects of the FFEL, the Direct Loan, and the Perkins Loan Programs.) At least 11 associations have sent letters to their senators and representatives opposing the plan. A group of 16 Senators issued a letter on March 23, 2009, expressing “great concern” over the elimination of the FFELP. Consumer Bankers Association (CBA) announced on March 27, 2009, that a nationwide, online petition urging Congress to preserve choice and competition in federal student loans was presented to the House and Senate Budget Committees that includes over 2,500 signatures. The “Petition for Choice and Competition in Federal Student Loans” is located on the CBA website at www.cbanet.org. www.cbanet.org Sallie Mae has not opposed the plan to eliminate the FFELP suggesting that it would bid on an expanded contract to manage the Direct Loan Program.

President Signs FY 2009 Omnibus Appropriations Act into Law

Despite containing billions (from $5.5 to $7.7 billion) in earmarks, on March 11, 2009, President Obama signed the FY 2009 Omnibus Appropriations Act into law.  President Obama had campaigned against the use of earmarks but called on Congress to reform the process before the FY 2010 appropriations process begins. He claimed that the earmarks were from the time of the prior Administration; however, many contended that the President could have directed Congress to eliminate the earmarks or even veto the bill. P.L. 111-9 bundled nine spending bills together to fund every cabinet department, except for the Defense, Homeland Security, and Veterans Affairs Departments, which were passed last fall, for the remainder of the FY 2009.  P.L 111-9 contains:

· A maximum annual Pell Grant of $5,350;

· FSEOG level funding of $757,465,000;

· FWS funding of $1,180,492,000, which includes $200 million from the stimulus package; and 

· No Perkins Loan funding.

House Passes Technical Corrections Bill for HEA
On March 31, 2009, the House passed H.R. 1777 by voice vote to make technical changes to the Higher Education Act (HEA).  The 54 page bill that makes minor changes to the HEA  includes a one-year suspension of the pilot auction program to sell the rights to make Parent PLUS Loans in a state for a two-year period.  The pilot project was scheduled to begin on July 1, 2009 and the Department of Education planned to hold the auction on April 15, 2009.  The bill would postpone the auction until July 1, 2010.

Another provision included in H.R. 1777 would help borrowers who are eligible to rehabilitate their loans, but remain in default because of disruptions in the credit market prevent lenders from participating in the rehabilitation program.  The provision would permit guaranty agencies to assign loans to the Secretary of Education if they have secured nine payments within 20 days of the due date for 10 consecutive months and the guaranty agency is unable to sell the rehabilitated loan due to current market conditions.  

The bill would also delay implementation of the simplified FAFSA for one year to 2010-2011.  The simplified form would make it easier for some students to apply for financial aid.

The Senate Health, Education, Labor and Pensions Committee is not expected to consider a Technical Corrections bill until late April.

ARRA Overview

An overview of the education provisions of the American Recovery and Reinvestment Act (ARRA) is available in a PowerPoint presentation released by the Department of Education. Guiding principles and funding availability is found at: http://www.ed.gov/policy/gen/leg/recovery/presentation/. 

VA Issues Final Regulations

The Department of Veterans Affairs published final regulations in the Federal Register for the Post-9/11 Veterans Educational Assistance Act of 2008 on March 31, 2009.  A summary of the regulations will be provided in a separate mailing.
ACE Publishes Guidance on Military Transfer Credits

The American Council on Education (ACE) has issued a new guide to assist service members and veterans in how institutions of higher education award academic credit acquired for military training and occupational experiences.  A Transfer Guide: Understanding Your Military Transcript and ACE Credit Recommendations provides simple, straightforward guidance on understanding military credit recommendations and transcripts. The Guide also includes definitions of common terms, answers to frequently asked questions, and a transfer credit checklist.

The publication is available on the ACE website at: http://www.acenet.edu/Content/NavigationMenu/ProgramsServices/MilitaryPrograms/Transfer_Guide.htm 

http://www.acenet.edu/Content/NavigationMenu/ProgramsServices/MilitaryPrograms/Transfer_Guide.
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