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Monday, September 10, 2007

Congress Gives Final Approval to Sweeping 
Student-Aid Bill
By KELLY FIELD

Washington

With the threat of a presidential veto no longer looming, members of Congress gave final approval on 
Friday to legislation that would provide the largest increase in federal student aid since the GI Bill.

The compromise bill, which would slash government subsidies to student-loan companies and use the 
savings to reduce the federal deficit, raise the maximum Pell Grant, and halve the interest rate on 
subsidized student loans, cleared both chambers easily, 79 to 12 in the Senate and 292 to 97 in the House
of Representatives.

The vote came a day after President Bush withdrew his threat to veto the bill, saying that Congress had 
met his demand to significantly increase funds for Pell Grants (The Chronicle, September 6). The president
had twice threatened to veto the measure, complaining that it would create too many new entitlement 
programs and would not raise the maximum Pell Grant enough.

In an effort to appease the president, lawmakers scaled back the number of new programs, from 10 to four,
and raised the maximum Pell Grant to $5,400, the level contained in his budget request. But they did 
nothing to control the bill's price tag, which ballooned from $18-billion to nearly $21-billion in the 
compromise version.

That cost would be borne entirely by lenders, which would see their federal subsidies shrink for the second 
time in two years. Under the bill, the subsidy rate for for-profit lenders would be cut by 0.55 percent, while 
the subsidy rate for nonprofit lenders would be trimmed by 0.35 percent.

At the same time, the bill would double the origination fees that lenders pay the government on loans they 
make, to 1 percent, and reduce the amount of money that the government reimburses most lenders for 
loans that go into default, from 97 cents to 95 cents of every dollar that is unpaid. It would also end a 
practice of rewarding lenders designated as "exceptional performers" with a default-reimbursement rate 
that is two percentage points higher.

Guarantee agencies would also take a hit. The bill would reduce by 7 percentage points, from 23 percent 
to 16 percent, the amount of money that the agencies can keep for themselves from the money they 
recover from borrowers who default. And it would cut an administrative fee that the government pays to 
guarantee agencies from 0.1 percent to 0.06 percent of the original principal.

Lenders Fight in Vain

In the weeks leading up to Friday's vote, lenders vigorously fought those cuts, warning that they would 
drive smaller companies out of the federal student-loan program and would force the remaining providers 
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to do away with borrower benefits, such as lender-paid origination fees and rate reductions for on-time 
repayments. When the House and Senate took their versions of the bill to the floor this summer, industry 
lobbyists urged lawmakers to adopt an amendment that would have scaled back the subsidy cut to 0.35 
percent for all lenders. Both chambers rejected the amendment, and the larger cut for the for-profit sector 
was included in the compromise bill, which was hammered out last week.

Last Wednesday, after that bill was introduced, the Consumer Bankers Association released a statement 
saying that the bill would "come to be viewed as irresponsible legislation that undermined rather than 
expanded college opportunity."

"Because of the unwise and excessive budget cuts to the Federal Family Education Loan program in the 
bill, most students and parents will find fewer borrower benefits and will pay more for their loans," said Joe 
Belew, the association's president.

At least one lender is already tightening its belt. On Thursday, Nelnet, a major national student-loan 
company based in Nebraska, announced that it planned to lay off 400 employees and close five small 
loan-origination offices to make up for the revenue it expected to lose under the bill.

The bill's sponsors said that lenders were exaggerating the effect of the bill on their bottom line. In a 
speech on the Senate floor on Friday, Sen. Edward M. Kennedy, the bill's chief Senate sponsor, noted that
lenders had raised similar alarms in response to past subsidy cuts, and yet the guaranteed-loan program 
continued to grow.

"Lenders will no doubt continue to complain that the cuts in this bill are too deep," said Mr. Kennedy, a 
Massachusetts Democrat. "But the reality is that our bill restores the balance to this grossly unfair 
student-loan system by directing funds to the students, not to the banks."

Billions in Student Aid

The bill, known as a budget-reconciliation measure, meets Congress's obligations under the 2008 budget 
blueprint, which instructed the chairmen of the House and Senate education committees to wring at least 
$750-million from the programs they oversee and use the money to reduce a portion of the federal deficit.

But in complying with that directive, Congress went much further, cutting lender subsidies by almost 
$21-billion and using the additional savings to sharply increase student aid.

In addition to raising the maximum Pell Grant, the bill would raise the income cutoff for automatic eligibility 
for the maximum award, from $20,000 to $30,000, and it would permanently repeal a federal rule, known 
as "tuition sensitivity," that has prevented some students attending low-cost colleges from receiving the 
maximum Pell Grant. It would also raise the income-protection allowance, permitting working students to 
deduct more of their earnings when calculating their expected contribution to college.

At the same time, the bill would make several changes aimed at helping borrowers who have taken on 
unmanageable levels of debt. It would extend income-contingent repayment to borrowers in the 
guaranteed-loan program; cap the amount of money that borrowers in income-contingent repayment must 
pay on their loans at 15 percent of the amount by which their discretionary income exceeds 150 percent of 
the poverty line; and forgive the remaining debt of students who have been in income-contingent 
repayment for 25 years. It would also create a new loan-forgiveness program for direct-loan borrowers who
go into public-service fields.

Luke Swarthout, a higher-education advocate for the U.S. Public Interest Research Group, called the bill 
"the most meaningful higher-education reform in more than 15 years." He hailed Friday's votes as a victory 
of good policy "over the pressure of a self-interested few."

'A Mockery of the Budget Process'

But some Republican lawmakers denounced the Democrats for using budget reconciliation -- legislation 
intended as a deficit-reduction tool -- to sharply expand spending on an entitlement program. Noting that 
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the bill would spend 29 times as much as it would save, Sen. Judd Gregg of New Hampshire, the top 
Republican on the Senate Budget Committee, called the measure a "joke" and "a mockery of the budget
process."

Mr. Gregg and other senior Republicans also accused the Democrats of masking the bill's true cost 
through a series of budgetary gimmicks. They pointed out that the bill's "score," or cost, was based on a 
five-year increase in the maximum Pell Grant and a five-year reduction in the interest rate on student 
loans; If Congress extends those changes, as it is likely to do, then the cost of the bill would be much 
higher.

Meanwhile, Sen. Michael B. Enzi of Wyoming, the education committee's senior Republican, lamented that
Congress was not acting on legislation to reauthorize, or renew, the Higher Education Act in tandem with 
the budget-reconciliation bill. The law, which governs most federal student-aid programs, expired in 
September 2004 and has since been extended eight times, while Congress has made faltering progress 
toward passing a reauthorization bill. The Senate passed its version of the bill in June, but the House has 
yet to introduce its measure.

"We are seeing only a fraction of the higher-education picture by considering this conference report 
separately from the larger higher-education package," said Mr. Enzi, referring to a House-Senate 
conference committee's report on the compromise bill. "We are cutting the bottom line without dealing with 
the quality of these important programs."

Despite such grumblings, few Republicans voted against the bill, realizing, perhaps, the political peril of 
doing so. With an election year fast approaching, it could be dangerous to cast a no vote that a political 
opponent could portray as a vote against the middle class.

The bill now heads to President Bush, who has said he will sign it.
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Congress passes student aid overhaul 
The plan would boost financial aid to students, reduce interest payments on their loans and slash subsidies to 
lenders. 
By Nicole Gaouette 
Los Angeles Times Staff Writer 
 
September 8, 2007 
 
WASHINGTON — -- Congress on Friday approved the largest overhaul of education funding in more than 60 years, a 
$20.9-billion program that would boost financial aid to students and reduce interest payments on their loans. 
 
Students who enter certain public sector jobs would have their debts erased under the plan, the total cost of which would 
be offset by slashing government subsidies to lenders. It also calls for a $510-million investment in minority colleges. 
 
The program would have particular impact in California, which has more recipients of low-income student grants than 
any other state. The bill's increases to those Pell Grants are expected to benefit about 5.5 million needy students 
nationwide. 
 
Democrats hailed the legislation, describing it as the largest college aid package since the 1944 GI Bill and a boon to 
families at a time of skyrocketing college costs. But lenders warned that the bill would drive smaller financiers out of 
business, leaving students with fewer and less attractive loan options. Republicans argued that it would burden taxpayers 
with costly new entitlement programs. 
 
Despite GOP opposition, President Bush indicated Thursday that he would rescind an earlier threat to veto the bill and 
would sign it into law. 
 
Passage of the College Cost Reduction and Access Act comes at a time when college costs have soared nearly 40% in 
the last five years. It also coincides with increased scrutiny of the $85-billion student-loan industry, which has been 
shaken by recent scandals involving conflicts of interest among lenders and school officials, as well as kickback 
schemes. 
 
Democrats campaigning to retake control of Congress in last year's midterm election focused on the issue, with now-
House Speaker Nancy Pelosi (D-San Francisco) declaring that cutting student loan interest rates in half would be one of 
her party's top priorities. 
 
On Friday, one of the bill's sponsors, Rep. George Miller (D-Martinez), described the bill's passage as a victory for 
middle-class families. "This bill takes extraordinary steps to bring urgently needed financial relief to students and 
families who are working very hard to pay for college," he said. 
 
The leading Republican on the House Budget Committee, Rep. Paul D. Ryan of Wisconsin, said Democrats were not 
being upfront about the bill's cost to taxpayers. 
 
"This is a cynical attempt to make good on a campaign promise," Ryan said, predicting the interest rate cuts, now 
temporary, would be extended. If that happens, Ryan said, over 10 years "we'll see another $20 [billion] to $30 billion 
blow out the door." 
 
Gabriel Pendas, president of the United States Student Assn., which represents 1.3 million students, called the bill a 
"good first effort." Pendas, who graduated last year from Florida State University with a degree in physics and $45,000 
in debt that he expected to "be paying my whole life," said Congress needed to tackle the underlying problem: rising 
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tuition. "A lot of folks are being priced out of college," he said. 
 
The bill would halve interest rates for students starting July 1, from a current 6.8% to 3.4% phased in over four years. 
Those rates would reverse an increase enacted by the previous Republican-led Congress to fund tax cuts. The lower rates 
would expire after five years unless Congress renewed them. 
 
At the beginning of the 2008-09 academic year, the bill would begin increasing the maximum Pell Grant from $4,310 to 
$5,400 by 2012. In the 2005-06 school year, 584,580 California students received those grants. 
 
Students with direct loans from the government would receive debt forgiveness after 10 years of working in certain 
public sectors, including emergency first-responders, nurses, firefighters, prosecutors, early-childhood educators and 
librarians. That provision would take effect July 1. 
 
Undergraduates who committed to teaching in high-need public schools would receive upfront tuition assistance of 
$4,000 a year, up to $16,000, starting from the 2008-09 academic year. 
 
From July 1, 2009, onward, the bill would also cap students' monthly federal loan repayments to 15% of what the 
government considers their discretionary income. 
 
It also would funnel $285 million toward Upward Bound, a program that prepares students who are in financial need or 
whose parents did not receive higher education to go to college. 
 
Patrick Callan, president of the National Center for Public Policy and Higher Education in San Jose, described the bill as 
a "response to the large, building public anxiety about the cost of college." 
 
He said that since the early 1980s, family income increased 170%, inflation rose 95%, the cost of healthcare climbed 
225%, and the price of a college education soared 375%. 
 
"This bill restores the principle of educational opportunity without having it depend on your financial resources," Callan 
said. He noted that the bill particularly helps states like California, with a rising generation of elementary-school 
children who are "heavily low-income, first-generation students." 
 
Jamie Merisotis, president of the Institute for Higher Education Policy in Washington, praised the investment in 
institutions serving black, Latino and Native American students. "That will be a big help, given the demographic 
trajectory of the country," he said. 
 
Miller and his co-sponsor, Sen. Edward M. Kennedy (D-Mass.), who lead their chambers' education committees, 
stressed that the bill's programs would be fully covered by the $20.9 billion in cuts to lender subsidies over five years. 
 
Those cuts target the subsidies loan companies receive from the government for lending to students. The subsidies are 
meant to offer some security for extending loans to students who have no income, sometimes no co-signer and usually 
no collateral. 
 
A few lenders, including SLM Corp., known as Sallie Mae; Student Loan Corp.; and Nelnet Inc. dominate the industry, 
but more than 3,500 lenders provide, service and finance federally guaranteed student loans. 
 
Kevin Bruns, executive director of America's Student Loan Providers, argues that by shaving the subsidy for for-profit 
firms by 0.55%, the bill narrows lender profits to the point that they would have no return. He predicted that smaller 
lenders would shut their doors, while larger lenders would take over, leading to fewer choices. 
 
"Six million borrowers will feel that," Bruns said. "The taxpayers are going to hurt." 
 
nicole.gaouette@latimes.com 
 

COMING SUNDAY IN BUSINESS  
One parent's financial dilemma  
Stick to the budget, or shell out for a private college? 
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September 8, 2007

Congress Passes Overhaul of Student Aid Programs

By DIANA JEAN SCHEMO

WASHINGTON, Sept. 7 — Congress gave final approval to a broad overhaul of federal student loan programs Friday, sharply cutting subsidies 

to lenders and increasing grants to needy students. 

In quick succession, the Senate and the House approved the changes, allowing Democrats to say they had made good on one of their campaign 

promises last year, to ease the strain of rising college costs. In the Senate, the bill passed 79 to 12, reflecting broad bipartisan support, while the 

House approved it 292 to 97 .

The federal education secretary, Margaret Spellings, said she was recommending that President Bush sign the bill because it “answered the

president’s call to significantly increase funding” for Pell grants for low-income students. The administration had issued a veto threat against an

earlier House version of the legislation.

Republicans in the House expressed disappointment at the administration’s change of course, arguing that the cuts in lender subsidies went too

far.

The final bill, hammered out this week in a House-Senate conference committee, alters many of the ground rules for financing higher

education, offering forgiveness on student loans to graduates who work for 10 years or more in public service professions like teaching,

firefighting and the police, and limiting monthly payments on federally backed loans to 15 percent of the borrower’s discretionary income.

It also raises the maximum Pell grant, the basic federal grant for middle- and low-income students, to $5,400 from the current $4,310 over the 

next five years. To pay for the changes, the bill reduces federal subsidies to lenders by roughly $20 billion over the same period. 

Democrats likened the legislation to the G.I. Bill that sent millions of veterans to vocational training and college after World War II. “Today

we’ll need a similar bold new commitment to enable the current generation of Americans to rise to the global challenges we face,” said Senator

Edward M. Kennedy, Democrat of Massachusetts and chairman of the education committee. “Today we’ll help millions of students achieve the

American dream.”

Representative George Miller, Democrat of California and chairman of the House education committee, said that last year, Republicans took

nearly $12 billion from federal student aid programs. “We took $11.39 billion and put it back into Pell grants,” Mr. Miller said. “That’s the

difference that an election makes.”

Campaign promises aside, the changes reflect the steep and sudden decline in the fortunes of the $85 billion student loan industry after years of

generous subsidies and support in Congress. Investigations by Congress and the New York attorney general revealed a series of potential 

conflicts of interest as lenders had provided free travel, gifts and financial incentives to colleges and college officials in the hope they would 

steer student borrowers their way. 

Lenders, which had campaigned hard against the subsidy cuts, warned that the reductions would compromise the federal loan program, forcing

some of them out of business and reducing competition and, inevitably, services to students.

Kevin Bruns, executive director of America’s Student Loan Providers, said the legislation “punishes the industry,” while Joe Belew, president of

the Consumer Bankers Association, said it would “come to be viewed as irresponsible legislation that undermined rather than expanded college
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opportunity.”

Mr. Kennedy dismissed the complaints, saying, “The reality is that our bill restores the balance to this grossly unfair student loan system by

directing funds to the students, not to the banks.”

House Republicans, some of whom had received generous campaign contributions from lenders in the past, derided parts of the legislation —

particularly the forgiveness of loans for certain professions — as a form of socialism.

Representative John A. Boehner, Republican of Ohio and a former chairman of the education committee, predicted that the subsidy reductions

“will cripple the private sector loan program,” which he credited with bringing “lots of innovation” to students and parents.

Representative Howard P. McKeon of California, the ranking Republican on the House education committee, said the law created new

entitlement programs, like forgiveness of student loans, that would ultimately drive up taxes. “This legislation does nothing at all to reduce the

cost of college,” Mr. McKeon said.

But advocates for students said lenders had little credibility in the public mind.

“It’s an industry where we’ve seen exceptional and enormous profits at the expense of taxpayers,” said Luke Swarthout, a specialist in higher

education at the U.S. Public Interest Research Group. “I don’t know how we can treat banks as credible arbiters of what appropriate subsidies

should be.”

With the law, Congress is reducing federal subsidies to lenders by roughly $20 billion and gradually halving the interest rate on need-based 

student loans over the next four years. Some $11.4 billion of that money will go toward increasing Pell grants.

For the first time, the government will now auction off the right to offer federally backed educational loans to parents state by state, instead of 

setting the rate from Washington. The two lowest bidders in each state will win the right to make subsidized college loans to parents. 
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