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October 23, 1996

Lawrence M. Noble, Esq. N ., -
General Counsel m ( { l, q 5 ﬁ
Federal Election Commission - =

999 E Street, N'W.

Washington, DC 20463

Re: Complaint against Sallic Mae and Representative Thomas Davis
Dear Mr. Noble:

This letter constitutes a complaint against Sallie Mae Student Loan Marketing Association
and Representative Thomas Davis and his principal campaign committee (collectively
“Respondents™), alleging violations of the Federal Election Campaign Act of 1971, as amended
(“FECA” or the “Act™), 2 U.S.C §§ 431 ¢t seq. and related regulations of the Federal Election
Commission (“FEC” or the “Commission™), 11 C.F.R. §§ 100.1 et seq.

On September 9, 1996, Sallic Mae sent out a packet titled: “Responding to
Clinton/Democrat Charges on Student Loans: Candidate’s Package on Federal Student Loans ™
Sallic Mae’s Director of Government Relations, Scott Miller, faxed the packet to the attention of
Congressman Davis’ official staffer, Peter Sirh, at his congressional office. The fax cover sheet
would indicate that this was not an unsolicited communication. Mr. Sirh and Mr. Miller had
clearly discussed this matter before the fax was sent'. This packet provided information to
Republican candidates on responding to “inaccurate attacks on Republicans” and “should be used
as a basis for countering misinformation and false claims being put out by Democratic
candidates.”

Sallie Mae is a corporation formed by authority of Congress as a student loan marketing
association.

Section 441b of the FECA, governing contributions made by corporations, states:

It is unlawful for any national bank, or any corporation organized by authority of
any law of Congress, to make a contribution or expenditure in connection with any
election to any politica! office.

' Document attached or being mailed under separate cover

By Authority of the Fairfax County Democratic Commitiee, Mark Heinitz, Treasurer (Reg. No. VA - 93 - 061) set@ier
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2 U S.C. §441b(a), A “contribution” is defined as “any services, or anything of value...to any
candidate in connection with any election.” 2 U S C. § 441b(b)(2).

This “candidate package” falls under the definition of a contnbution and is prohibited by
the FECA The materials were clearly designed to be used by candidates, such as Congressman
Davis, in connection with their election activities. The package gives Republican candidates
detailed information on the corporation’s area of expertise. This information could be used in
debates or press releases to benefit those gandidates’ campaigns. Sallie Mae, as a corporation
organized under authority of Congress, is prohibited by law from making any form of
contrnibutions in connection with an election, including providing information to Republican
candidates.

Because this communication must be considered a contribution, the cost of producing,
assembling and distributing the “candidate package™” must count against candidate contribution
limits and must be reported. 2 U.S.C. § 441a, 11CF R § 104 3(c). There is no evidence that
these production costs have been reported by Davis’ campaign as a contribution in-kind, or
reimbursed.

There is also evidence of a violation of House Rules by Mr. Davis and his staff -- using
official resources for campaign purposes. Because this occurred within 60 days of an election,
however, an ethics complaint cannot be filed

In light of these violations, the Commission should conduct an immediate investigation
into Respondents’ actions. Based upon the investigation, the undersigned asks the Commission to
impose the stiffest civil penalties authorized by law.
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SUBSCRIBED AND SWORN to before me this X 2 day of &764&1 1996.
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FEDERAL ELECTION COMMISSION
Washington, DC 20463

October 31, 1996

Mark D. Sickles, Chairman

Fairfax County Democratic Committee
7245 Arlington Boulevard

Falls Church, VA 22042

MUR 4539

Dear Mr. Sickles:

I'his letter acknowledges receipt on October 24, 1996, of the complaint you filed
alleging possible violations of the Federal Election Campaign Act of 1971, as amended ("the
Act”). The respondent(s) will be notified of this complaint within five days.

You will be notified as soon as the Federal Election Commission takes final action on
your complaint. Should you receive any additional information in this matter, please forward it
to the Office of the General Counsel. Such information must be sworn to in the same manner
as the original complaint. We have numbered this matter MUR 4539. Please refer to this
number in all future communications. For your information, we have attached a brief
description of the Commission's procedures for handling complaints.

Sincerely, )

/-

olleen T. , Attorney
Central Enforcement Docket

Enclosure
Procedures




FEDERAL ELECTION COMMISSION
Washington, DC 20463

October 31, 1996

Mary Jane Sargeant, Treasurer
Tom Davis for Congress

6429 Downing Court
Annandale, VA 22003

MUR 4539

Dear Ms, Sargeant:

The Federal Election Commission received a complaint which indicates that Tom Davis
for Congress (“Committee™) and you, as treasurer, may have violated the Federal Election

Campaign Act of 1971, as amended ("the Act"). A copy of the complaint is enclosed. We have
numbered this matter MUR 4539. Please refer to this number in all future correspondence.

U'nder the Act, you have the opportunity to demonstrate in writing that no action should
be taken against the Committee and you. as treasurer, in this matter. Please submit any factual
or legal materials which you believe are relevant to the Commission's analysis of this matter.
Where appropriate, statements should be submitted under oath. Your response, which should
be addressed to the General Counsel's Office, must be submitted within 15 days of receipt of
this letter. If no response is received within 15 days, the Commission may take further action
based on the available information.

This matter will remain confidential in accordance with 2 U.S.C. § 437g(a)(4)B) and
§ 437g(a)(12)(A) unless you notify the Commission in writing that you wish the matter to be
made public. If you intend to be represented by counsel in this matter, please advise the
Commission by completing the enclosed form stating the name, address and telephone number
of such counsel, and authorizing such counsel to receive any notifications and other
communications from the Commission.
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If you have any questions, please contact Erik Morrison at (202) 219-3400. For your
information, we have enclosed a brief description of the Commission's procedures for handling
complaints.

Sincerely,

N Moz ) (
S 728 2 Mo,

Colleen T. Sealander, Attorney
Central Enforcement Docket

Enclosures
Complaint
. Procedures
Designation of Counsel Statement




FEDERAL ELECTION COMMISSION
Washington, DC 20463

October 31, 1996

Peter Sirh, Legislative Assistant
Congressman Tom Davis

415 CHOB

Washington, DC 20515-4611

MUR 4539

Dear Mr. Sirh:

The Federal Election Commission received a complaint which indicates that you may
have violated the Federal Election Campaign Act of 1971, as amended ("the Act"). A copy of
the complaint is enclosed. We have numbered this matter MUR 4539. Please refer to this

number in all future correspondence.

Under the Act, you have the opportunity to demonstrate in writing that no action should
be 1aken against you in this matter. Please submit any factual or legal materials which you
believe are relevant to the Commission's analysis of this matter. Where appropriate, statements
should be submitted under oath. Your response, which should be addressed to the General
Counsel's Office, must be submitted within 15 days of receipt of this letter. If no response is
received within 15 days, the Commission may take further action based on the available
information.

This matter will remain confidential in accordance with 2 U.S.C. § 437g{a)(4)X(B) and
§ 437g(a)(12)(A) unless you notify the Commission in writing that you wish the matter to be
made public. If you intend to be represented by counsel in this matter, please advise the
Commission by completing the enclosed form stating the name, address and telephone number
of such counsel, and authorizing such counsel to receive any notifications and other
communications from the Commission.




If you have any questions, please contact Erik Morrison at (202) 219-3400. For your
information, we have enclosed a brief description of the Commission's procedures for handling
complaints.

Sin,cﬁ-rcly,
/

17 / ﬂ
20~ ?j{y o

Colleen T. Sealander, Attorney
Central Enforcement Docket

Enclosures

1. Complaint

2. Procedures

3. Designation of Counsel Statement
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FEDERAL ELECTION COMMISSION
Washington, DC 20463

October 31, 1996

I'he Honorable Tom Davis
3304 Juniper Way
Falls Church, VA 22044

MUR 4539
Dear Representative Davis:

T'he Federal Election Commission received a complaint which indicates that you may
have violated the Federal Election Campaign Act of 1971, as amended ("the Act™). A copy of
the complaint is enclosed. We have numbered this matter MUR 4539. Please refer to this
number in all future correspondence.

Under the Act, you have the opportunity to demonstrate in writing that no action should
be taken against you in this matter. Please submit any factual or legal materials which you
believe are relevant to the Commission's analysis of this matter. Where appropriate, statements
should be submitted under oath. Your response, which should be addressed to the General
Counsel's Office, must be submitted within 15 days of receipt of this letter. If no response is
received within 15 days, the Commission may take further action based on the available
information.

This matter will remain confidential in accordance with 2 U.S.C. § 437g(a)4)(B) and
§ 437g(a)(12)(A) unless you notify the Commission in writing that you wish the matter to be
made public. If you intend to be represented by counsel in this matter, please advise the
Commission by completing the enclosed form stating the name, address and telephone number
of such counsel, and authorizing such counsel to receive any notifications and other
communications from the Commission.




If you have any questions, please contact Erik Morrison at (202) 219-3400. For your
information, we have enclosed a brief description of the Commission's procedures for handling

complaints.

Sincgrely,

b . - 1
Colleen T. Sealander, Attorney
Central Enforcement Docket

Enclosures

|. Complaint
2. Procedures
L
A |

. Designation of Counsel Statement




FEDERAL ELECTION COMMISSION
Washington, DC 20463

October 31, 1996

Lawrence A. Hough, President
Sallie Mae Student Loan Marketing
Association

1050 Thomas Jefferson Street, NW
Washington, DC 20007

MUR 4539

Dear Mr. Hough:

'he Federal Election Commission received a complaint which indicates that the Sallie
Mae Student Loan Marketing Association may have violated the Federal Election Campaign

Act of 1971, as amended ("the Act"). A copy of the complaint is enclosed. We have numbered
this matter MUR 4539. Please refer to this number in all future correspondence.

Under the Act, you have the opportunity to demonstrate in writing that no action should
be taken against the Sallie Mae Student Loan Marketing Association in this matter. Please
submit any factual or legal materials which you believe are relevant to the Commission's
analysis of this matter. Where appropriate, statements should be submitted under oath. Your
response, which should be addressed to the General Counsel's Office, must be submitted within
15 days of receipt of this letter. If no response is received within 15 days, the Commission may
take further action based on the available information.

This matter will remain confidential in accordance with 2 U.S.C. § 437g(a)(4)(B) and
§ 437g(a)(12)(A) unless you notify the Commission in writing that you wish the matter to be
made public. If you intend to be represented by counsel in this matter, please advise the
Commission by completing the enclosed form stating the name, address and telephone number
of such counsel, and authorizing such counsel to receive any notifications and other
communications from the Commission.
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If you have any questions, please contact Erik Morrison at (202) 219-3400. For your
information, we have enclosed a brief description of the Commission's procedures for handling
complaints.

Sincerely,

/ o '_)‘ e .
WAL T i

Colleen T. Sealander, Attorney
Central Enforcement Docket

Enclosures

1. Complaint

2. Procedures

3. Designation of Counsel Statement
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FEDERAL ELECTION COMMISSION
Washington, DC 20463

October 31, 1996

Scott Miller, Director of Government Relations
Sallie Mae Student Loan Marketing
Association

1050 Thomas Jefferson Street, NW
Washington, DC 20007

MUR 4539
Dear Mr. Miller:

I'he Federal Election Commission received a complaint which indicates that you may
have violated the Federal Election Campaign Act of 1971, as amended ("the Act”). A copy of
the complaint is enclosed. We have numbered this matter MUR 4539. Please refer to this
number in all future correspondence.

Under the Act, you have the opportunity to demonstrate in writing that no action should
be taken against you in this matter. Please submit any factual or legal materials which you
believe are relevant to the Commission's analysis of this matter. Where appropriate, statements
should be submitted under oath. Your response, which should be addressed to the General
Counsel's Office, must be submitted within 15 days of receipt of this letter. If no response is
received within 15 days, the Commission may take further action based on the available
information.

This matter will remain confidential in accordance with 2 U.S.C. § 437g(a)(4)(B) and
§ 437g(a)(12)(A) unless you notify the Commission in writing that you wish the matter to be
made public. If you intend 10 be represented by counsel in this matter, please advise the
Commission by completing the enclosed form stating the name, address and telephone number
of such counsel, and authorizing such counsel to receive any notifications and other
communications from the Commission.




If you have any questions, please contact Erik Morrison at (202) 219-3400. For your
information, we have enclosed a brief description of the Commission’s procedures for handling
complaints.

Sincerely,

I o
X7
“Colleen T. Sea]ander Auurncy
Central Enforcement Docket

Enclosures

1. Complaint

2. Procedures

3. Designation of Counsel Statement
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Fairfax County Democratic Committee

7245 Arlington Boulevard Mark Sickles, Chair
Falls Church. Virgima 22042 (7055’373-6&1 ]ﬂ

MEMORANDUM

To: Lawrence M. Noble, Esq

Mark D. Sickles MUR 465 39

————

Complaint against Sallie Mae and Representative Thomas Davis

QOctober 24, 1996

Enclosed are the attachments referred to in my letter dated October 23, 1996, same
subject. If you have any questions, please contact me at the above telephone number.
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Outrage of the Week |Leadership

c o )
Friday, September 20, 1996 ommunicatons
Michard Gepharde, Qhair

How Republicans Hurt \ Michard Durbde, Vice Chair
American Families This Week...

Republicans Seek Campaign Help from
Government-Sponsored Enterprise to
Rewrite Their Dismal Record on Student Loans

In an effort to rewrite the GOP anti-education record, a House Republican has received
significant campaign help from the Student Loan Marketing Association (Sallie Mase), a
federally-sponsored corporation. Specifically, Rep. Tom Davis (R-VA) received highly-charged
campaign documents prepared by Sallie Mae from its Director of Governmont Relations,
appropriately entitled "Responding to Clinton/Democrat Charges on Student Loans
--CANDIDATE'S PACKAGE on federal student loans."

Federal election laws prohibit corporations from making contributions to candidates, even if they
are "In-kind” cantributions, such as the research provided by Sallie Mae. Furthermore, federal
agencies are generally prohibited by law from preparing or disseminating campaign-related
documents. At the very least Sallie Mae's actions were cleariy and blatantly improper, and
potentially illegal.

"Of course, the Republicans need all the help they can get, legal or illegal, in order to hide from

tha truth of GOP attempts to slash student loan tunding. Specitfically, Republicans voted to slash
other student financial aid programs by $10 billion. If the Republican plan had become law, the

average student would owe $700 more in Stafford loans, and parents who have to borrow heavily
}would face as much as $5,000 in additional student loan costs.

On top of that, Republicans voted repeatedly to efiminate direct student loans, an initiative begun
under Prasident Clinton, which has proven enormously successful and popular with college
administrators and students alike, because of reduced administrative costs and flexible
repayment terms. |t is no wonder that Sallie Mae would be so helpful -- Sallle Mae and
Republicans are on the same side whan it comes to eliminating direct student loans. Why?
Because direct loans cut Sallle Mae's prafit margin, by offering competition for the loans mads by
banks, that Sallie Mae then buys up and services. Republicans know that -- and that's why
they've taken up the cause of the banks and Sallle Mae, and engaged in a relentieas assault on
direct loans.

The bottom line: Republicans will go to any length to try to mask their appaliing record on student
lcans. And apparently, Sallie Mae will go to any length to make sure that Republicans succeed.
Who's hurt, in the end? The integrity of the political process, but more importantly, the 2.8 million
students who count on direct student ioans to make their dream of finishing coilege a reality.
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RESPONDING
TO
CLINTON/DEMOCRAT CHARGES
ON
STUDENT LOANS

CANDIDATE'S PACKAGE

O
Federal Student Loans

Saptamber, 1996
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TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON'S DIRECT LOANS HURT STUDENTS
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4. STUDINT LOANS ARE FLENTOFUL
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7. PRIVATE FUNDS ARE DELIVERED AS EFFICIENTLY AS
DIRECT LOAN FUNDS
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MYTH V8. FACT

NO CUTS TO FEDERAL STUDENT LOAN FPROGRAMS
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Peter Sirh
4707 Great Heron Circle
Fairfax, Virginia 22033

November 12, 1996

General Counsel's Office

c/o Erik Morrison

Federal Election Commission
999 E Street, N W
Washington, D C 20463

re MUR 4539
Dear Mr. Morrison

This letter is in acknowledgment of the receipt of a Federal Election Commission (FEC)
complaint filed by the Fairfax County Democratic Committee. I am requesting an extension of the
period of time in which to respond to the allegations made by the Democratic Committee. Please
allow for an extension of time of not less than 14 days. The extended time period is necessary
due to a delay in receiving the document upon which the allegations are based.

Thank you for your assistance with this matter. If you need additional information, please

feel free to contact me at 202-225-1492.
Sincerely,
@ "2‘ £ ; ;‘ f.

Peter Sirh
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BY HAND

Erik Morrison

Federal Election Commission
999 E Street, N.W.
Washington, D.C. 20463

RE: MUR 4539-Sallie Mae
Dear Mr. Morrison:

Enclosed please find Designations of Counsel
for Sallie Mae and Scott Miller. We are requesting an
extension of time of twenty days so that we may gather
the materials to prepare a response on behalf of Sallie
Mae and Scott Miller. Also, we were only recently ap-
pointed counsel to both respondents.

We received the complaint on November 4, 1996.
If the extension is granted, our response will be due on
December 9, 1996.

Thank you for your attention to this matter.

Enclosures
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"STATEMENT OF DESIGNATION OF COUNSEL

“YMUR__4s30__

NAME OF COUNSEL: Kenneth A. Gross

FIRM: Skadden, Arps, Slate, Meagher & Flom LLP

ADDRESS: 1440 New York Avenue, N.W.

Washington, D.C. 20005

-
-3
=y
o :
- A~
=
&<

TELEPHONE;( 202 ) 371-7007

FAX:( 202_, 371-7956

The above-named Individual Is hereby designated as my counsel and is
authorized to receive any notificalions and other communications from the
Commission and to act on my behalf before the Commission.

Date Signalure

RESPONDENT'S NAME: _sallie Mae
Student Loan Marketing Associatiog

ADDRESS: 1050 Thomas Jeffersom Street, N.W.

Wwashington, D.C. 20007

TELEPHONE: HOME( )

BUS'NESS" 202‘ 333-8000
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"STATEMENT OF DESIGNATION OF COUNSEL

hMUR 4539

NAME OF COUNSEL: Kenneth A, Gross

FIRM: Skadden, Arps, Slate, Meagher & Flom LLP

ADDRESS: 1440 New York Avenue, N.W.

Washington, D.C. 20005

-

TELEPHONE:( 202 ) 371-7007
FAX:( 202 ) 371-7956

The above-named Individual Is hereby designated as my counsel and is
authorized to receive any nolifications and olher communications from the
Commission and o act on my behalf befgre the Commission.

Signature

RESPONDENT'S NAME:__scott Miller

Sallie Mae
ADDRESS:__ student Loan Marketing Association

1050 Thomas Jeffersomn Street, N.W.

Washington, D.C. 20007

TELEPHONE: HOME( 39 ).2920/39

BUSINESS( 202 )_333-8000
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FEDERAL ELECTION COMMISSION

WASHINGTON DO 20461

November 20, 1996

Kenneth A. Gross, Esq.

Skadden, Arps, Slate, Meagher & Flom
1440 New York Avenue, N.W.
Washington, D.C. 20005-2111

RE: MUR 4539
Sallic Mae Student Loan Marketing
Association, Scott Miller

Dear Mr Gross

This is in response to your facsimile dated November 14, 1996 which we received on
that same day requesting an extension to respond to the complaint filed in the above-noted
matter. After considering the circumstances presented in your letter, the Office of the General
Counsel has granted the requested extension. Accordingly, your response is due by the close of
business on December 9, 1996.

If you have any questions, please contact the Central Enforcement Docket at (202)
219-3400.

Sincerely,

N7

Enk Mormison, Paralegal
Central Enforcement Docket
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CONGRESSMAN THOMAS M. DAVIS il

VIRGINIA
ELevenTH DisTRICT

November 12, 1996

General Counsel's Office

c/o Erik Morrison

Federal Election Commission
999 E Street, NW.
Washington, D.C. 20463

re. MUR 4539

o ¢
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Dear Mr. Morrison: %

This letter is in acknowledgment of the receipt of a Federal Election Commission (FEC)
complaint filed by the Fairfax County Democratic Committee. I am requesting an extension of the
period of time in which to respond to the allegations made by the Democratic Committee. Please
allow for an extension of time of not less than 14 days. The extended time period is necessary
due to a delay in receiving the document upon which the allegations are based.

Thank you for your assistance with this matter. If you need additional information, please
feel free to contact me at 703-256-4703.

Sincerely,

Many Yare Smjew\’
Mary Jane Sargent

Treasurer - Tom Davis for Congress




P

Peter Sirh

4707 Great Heron Circle
Fairfax, Virginia 22033

November 17, 1996

General Counsel's Office

c/o Enk Morrison

Federal Election Commission
999 E Street, N W
Washington, D C. 20463

re. MUR 4539
Dear Mr. Morrison

This letter is in acknowledgment of the receipt of a Federal Election Commission (FEC)
complaint filed by the Fairfax County Democratic Committee. In response to the FEC letter of
October 31, 1996 and the allegations contained in the Democratic Committee complaint, [ am

submitting this affidavit to document the facts surrounding the allegations made by the Fairfax
County Democratic Committee.

Peter Sirh




AFFIDAVIT OF PETER SIRH

I, Peter Sirh, being duly sworn, and under penalty of perjury, deposes and says:
That I reside at 4707 Great Heron Circle, Fairfax, Virginia 22033, and am employed as a senior
legislative assistant in the office of Tom Davis, Member of Congress, Eleventh District of
Virginia, at 415 Cannon House Office Building, Washington, D.C 20515 | am submitting this
affidavit to document the facts surrounding the allegations made by the Fairfax County
Democratic Committee as contained in MUR 4539

On or about September 9, 1996 I had a routine conversation with Mr Scott Miller, an
employee of the Student Loan Marketing Association (Sallie Mae), in regards to several
legislative issues of concern to Rep. Davis, Sallie Mae, and the hundreds of Sallie Mae
employees who live and work in Virgina's | 1th Congressional District. Rep. Davis and his staff
had been working with Sallie Mae for almost two years on achieving full privatization status for
the corporation [ have personally worked with Sallie Mae, who is a corporate constituent
located in Reston, Virginia in the 11th District, and their employees on this and many other
1ssues impacting northern Virginia

As a legislative staff-member dealing with education issues, | am frequently called on by
constituents and other Congressional offices to provide information about issues such as Sallie
Mae's privatization and their role mn the student loan market Having previously received routine

non-political legislative information from Sallie Mae regarding the history and success of the
guaranteed loan program and the pending privatization legislation, I spoke with Mr. Miller and
asked him to send me an updated issue-briefing We concluded this legislative material would
be sent to me at our congressional office

At no time did I request a "candidate's packet” or any other documents of a political
nature The "packet” that eventually arrived in my office was not the type of information that |
had knowledge of or expected to receive. At no time did I provide the "packet” to any
congressional campaign. My understanding is that the only distribution and "political® use of the
Sallie Mae document was done by minority staff on the House Educational and Economic
Opportunities Committee, who received the materials from Sallie Mae, and by the Democratic
National Congressional Campaign Committee, the Fairfax County Democratic Committee, and
the Tom Horton for Congress campaign

On occasion during the campaign after I had completed my staff work duties, on my own
time on weekends, I volunteered to help in the Davis campaign. The help that I gave to the
campaign was in helping on projects such as attending campaign rallies and work of that type. It
had nothing to do with higher level campaign activity such as campaign strategy, or answering
Democratic positions, or anything of that nature. On that level I have never been involved in a
Tom Davis campaign and [ was not so involved when I unexpectedly received the
communication in question. I had no reason of my own to, nor was I ever requested by anyone
else to, ask for a political communication for campaign use
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Federal Election Commission - MUR 4539
Page 2

In sum, I neither requested nor distributed any campaign or political documents.
Furthermore, to my knowledge, the Sallic Mae document in question was neither provided to nor

used by the Tom Davis for Congress campaign

Peter Sirh

DISTRICT & " oA

On this 1&wday of November 1996
Peter Sirh personally appeared and swore to
and subscribed the above document

). R0~
5"(‘«“3Q 3 || @
Notary Public

DAVID J. ROBNSON

Nolmy Pubic

Diskict of Coksmbia

My Commission Exires September 14, 1967




CONGRESSMAN THOMAS M. DAVIS Il

VIRGINIA

ELevenTH DisTaRICT November 18, 1996

General Counsel's Office

¢/o Erik Morrison

Federal Election Commission
999 E Street, N W
Washington, D.C. 20463

re. MUR 4539
Dear Madam/Sir

This letter and the attached affidavit of Peter Sirh are in response to the complaint in the
above Matter Under Review

A check with the candidate, the campaign director, and all campaign committee workers
reveal that the document referred to in Mr. Scott Miller's fax as a "candidate's package” was
never requested by, transferred to, accepted by, or used by the campaign committee. The only
involvement with that document of anyone associated with the campaign committee, in any way,
1s fully explained in Mr. Sirh's affidavit.

Mark D. Sickles, Chairman of the Fairfax County Democratic Committee, who submitted
the complaint erroneously concluded the document was ordered, accepted, and used by the Davis
campaign committee. Mr. Sickles' conclusion was obviously based on the language in the fax
(COMMENTS: here's the full "candidate package"). It is also based upon conjecture and
guesswork, and his assumptions are untrue. The Davis campaign committee never ordered,
accepted, or used the communication.

Based upon the above there is no reason to believe that the "Tom Davis for Congress”
campaign committee received or accepted any "in kind" contribution or, "any services, or
anything of value”, 2 U.S.C. Sec. 441b (b) (2). In addition, because there is no "in kind"
contribution, there is no reason to report one. Therefore, the Commission should not take any

action, or make any finding, against respondent other than action dismissing the complaint. 11
CFR Sec. 111 6.

sl

Mary Jane Sargent
Treasurer, "Tom Davis for Congress"
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AFFIDAVIT OF PETER SIRH

I, Peter Sirh, being duly sworn, and under penalty of perjury, deposes and says:
That I reside at 4707 Great Heron Circle, Fairfax, Virginia 22033, and am employed as a senior
legislative assistant in the office of Tom Davis, Member of Congress, Eleventh District of
Virginia, at 415 Cannon House Office Building, Washington, D C 20515 [ am submitting this
affidavit to document the facts surrounding the allegations made by the Fairfax County
Democratic Committee as contained in MUR 4539

On or about September 9, 1996 I had a routine conversation with Mr. Scott Miller, an
employee of the Student Loan Marketing Association (Sallie Mae), in regards to several
legislative issues of concern to Rep Davis, Sallie Mae, and the hundreds of Sallie Mae
employees who live and work in Virgima's 1 1th Congressional District Rep. Dawvis and his staff
had been working with Sallie Mae for almost two years on achieving full privatization status for
the corporation | have personally worked with Sallie Mae, who is a corporate constituent
located in Reston, Virgima in the 11th District, and their employees on this and many other
1ssues impacting northern Virginia

As a legislative staff-member dealing with education issues, | am frequently called on by
constituents and other Congressional offices to provide information about issues such as Sallie
Mae's privatization and their role in the student loan market. Having previously received routine
non-political legislative information from Sallie Mae regarding the history and success of the
guaranteed loan program and the pending privatization legislation, I spoke with Mr. Miller and
asked him to send me an updated issue-briefing We concluded this legislative material would
be sent to me at our congressional office

At no time did I request a "candidate's packet” or any other documents of a political
nature. The "packet” that eventually arrived in my office was not the type of information that I
had knowledge of or expected to receive. At no time did [ provide the "packet” to any
congressional campaign. My understanding is that the only distribution and "political” use of the
Sallie Mae document was done by minonty staff on the House Educational and Economic
Opportunities Committee, who received the matenals from Sallie Mae, and by the Democratic
National Congressional Campaign Committee, the Fairfax County Democratic Committee, and
the Tom Horton for Congress campaign

On occasion during the campaign after I had completed my staff work duties, on my own
time on weekends, [ volunteered to help in the Davis campaign. The help that I gave to the
campaign was in helping on projects such as attending campaign rallies and work of that type. It
had nothing to do with higher level campaign activity such as campaign strategy, or answering
Democratic positions, or anything of that nature. On that level I have never been involved in a
Tom Davis campaign and I was not so involved when I unexpectedly received the
communication in question. [ had no reason of my own to, nor was I ever requested by anyone
else to, ask for a political communication for campaign use
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Federal Election Commission - MUR 4539
Page 2

In sum, I neither requested nor distributed any campaign or political documents,
Furthermore, to my knowledge, the Sallie Mae document in question was neither provided to nor
used by the Tom Davis for Congress campaign

Peter Sirh

DISTRICT © P comix4d

On this 1&rvday of November 1996
Peter Sirh personally appeared and swore to
and subscribed the above document

T ) R,

Notary Public
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Lawrence M. Noble, Esqg.
General Counsel

Federal Election Commission
999 E Street, N.W.
Washington, D.C. 20463
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Re: MUR 4539 - Scott Miller

Dear Mr. Noble:
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This is in response to the letter from the
Federal Election Commission ("FEC" or "Commission"),
dated October 31, 1996, notifying Scott Miller, an em-
ployee in Sallie Mae’'s Government Relations Department,’
of a complaint filed against him by the Fairfax County
Democratic Committee. The complainant alleges that Scott
Miller participated in an impermissible corporate contri-
bution under the Federal Election Campaign Act of 1971,
as amended, ("FECA") by faxing Congressman Davis’'s con-
gressional office an issues piece prepared by Sallie Mae
employees entitled "Responding to Clinton/Democrat Charg-
es on Student Loans: Candidate’'s Package on Federal
Student Loans" (the "Loan Document").

Mr. Miller reports to an Assistant Vice President in
the Government Relations Department and is not an
officer of Sallie Mae and does not serve on its
Board of Directors.




Lawrence M. Noble, Esq.
December 9, 1996
Page 2

In response to a request from Congressman
Davis's Congressional office, Scott Miller faxed on Sep-
tember 17, 1996, the Loan Document to Peter Sirh, an aide
to Congressman Davis. Other than having sent this fax,
Mr. Miller’s involvement with the Loan Document was
extremely limited. Mr. Miller was one of a number of
Sallie Mae employees who participated, in a minimal
fashion, in the development of the Loan Document. He
attended a few brief meetings and gquickly reviewed drafts
of the Loan Document. He was not involved in finalizing
the document and did not receive a copy of it. Indeed,
Mr. Miller did not even have a copy of the Loan Document
in his own files. He did not participate in any other
manner in the preparation or distribution of the Loan
Document. Including the time he spent at the meetings,
Mr. Miller spent no more than three hours on the Loan
Document over a four month pericd.

Please note, however, that regardless of the
extent of Mr. Miller’'s involvement with the Loan Docu-
ment, he may not be held personally liable for a viola-
tion of FECA’s prohibition on corporate contributions
because he is neither an officer nor on the Board of
Directors of Sallie Mae. 2 U.S.C. § 441b(a).

For these reasons, there is no basis to proceed
against Mr. Miller and the Commission should find no
reason to believe that he violated the FECA.

Respectful
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General Counsel
Federal Election Commission
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Re: MUR 4539 - Sallie Mae

Dear Mr. Noble:

This is in response to the letter from the
Federal Election Commission ("FEC" or "Commission"),
dated October 31, 1996, notifying Sallie Mae of a com-
plaint filed against it by the Fairfax County Democratic
Committee. The complainant alleges that Sallie Mae made
an impermissible corporate contribution under the Federal
Election Campaign Act of 1971, as amended, ("FECA") by
using its facilities and personnel to prepare an issues
piece discussing the availability of student loans enti-
tled "Responding to Clinton/Democrat Charges on Student
Loans: Candidate’'s Package on Federal Student Loans"
(the "Loan Document") and then sending a copy of that
document to Congressman Davis‘’s congressional office.
See Tab A for a copy of the Loan Document.

Sallie Mae believes that the preparation and
limited distribution of the Loan Document was inappro-
priate because Sallie Mae has a practice of not producing
partisan materials. Consequently, Sallie Mae’s manage-
ment directed that a thorough inquiry be conducted to
determine how the Loan Document came about. That inguiry
was conducted by Skadden, Arps, Slate, Meagher & Flom
LLP, serving as outside counsel, with the involvement of




Lawrence M. Noble, Esqg.
December 9, 1996
Page 2

a senior Sallie Mae attorney. No written report was pre-
pared, but an understanding of the facts and a number of
documents relating to the development of the Loan Docu-
ment were obtained. In an effort to cooperate fully with
the Commission, we are providing as part of this submis-
sion all non-privileged documents relating to this mat-
ter. See Tab B. We are also providing a chronology of
events. See Tab C. We believe that this information
will assist the Commission in expeditiously resolving
this matter and save investigative resources.

b 5P The Loan Document Was Not Prepared for the
Purpose of Influencing an Election

The Loan Document was prepared, in large part,
under the supervision of a member cf Sallie Mae’s Govern-
ment Relations staff in response to comments made by
Congressman McKeon in the course of his general remarks
at a May 10, 1996 presentation to a group of Sallie Mae
employees. One observation made by Congressman McKeon

was that the public was under the impression that Repub-
licans had cut student loans and that sufficient funds
were not available for the financing of higher education.

In response to these concerns, borne out in
newspaper stories and television coverage over the summer
which reflected a misunderstanding by the public and
public officials regarding student loan issues, Sallie
Mae employees from the Marketing Group, the Corporate
Communications Department, and the Government Relations
Department met and undertoock the preparation of what
became the Loan Document. In conjunction with this work,
employees from the Marketing Group and the Corporate
Communications Department developed non-political re-
sponses to address various media commentary. For exam-
ple, to counter the public perception that student loans
might not be available in the fall, radio public service
announcements regarding student loan availability were
prepared. And, on May 21, 1996, the Corporate Communica-
tions Department drafted a "factoid" on the availability
of student loans for distribution to universities and
colleges.




Lawrence M. Noble, Esqg.
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It is important to note that the impetus for
the Loan Document was not to influence the outcome of an
election, but rather to correct a public misperception
about the student loan program. Indeed, only two of the
ten employees who were involved at any level in develop-
ing or reviewing the Loan Document were from the Govern-
ment Relations Department, with the rest coming from the
Marketing Group or Corporate Communications., However, as
ultimately drafted, the document took on a partisan tone
that Sallie Mae has acknowledged was inappropriate.

Tkl The Time Spent by Sallie Mae Employees on the
Loan Document Was Minimal

Josh Dare, a lower level employee in Sallie
Mae’'s Corporate Communications Department drafted the
Loan Document. Rose DiNapoli, at that time an Assistant
Vice President in Sallie Mae’s Government Relations
Department, asked Mr. Dare to draft the document, al-
though others became involved in formulating approaches
to address the concerns raised by Congressman McKeon in
his May 10, 1996 presentation.

From the middle of May through the middle of
September 1996, Sallie Mae estimates that 30 to 40 staff
hours were spent preparing the Loan Document. Ms.
DiNapoli and Mr. Dare accounted for most of that time,
approximately 25 hours combined. The involvement of
others, from the Marketing Group, the Corporate Communi -
cations Department, and the Government Relations Depart-
ment, was very limited. That limited time of other
employees was spent reviewing drafts of the document and
attending one or more of the three meetings that were
held to discuss its development.’ Also, even as to the

In addition to Rose DiNapoli from the Government
Relations Department and Josh Dare from the Corpo-
rate Communications Department, the other employees
involved in the preparation were Robert Jackson,
John Reeves, and Jerry Davis from the Marketing
Group; Kristen Taylor, Gisella Vallandigham, and
(continued...)
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time of the two employees who accounted for most of the
time spent on preparing the document, it comprised a very
minor fraction of their total responsibilities at Sallie
Mae.

I1X: The Loan Document Was Directed to Only One
Congressional Office by Sallie Mae

Sallie Mae directed the Loan Document to only
one congressional office. 1In response to a request by
Congressman Davis to provide materials regarding student
loans, some time between July 31 and August 7, 1996, Ms.
DiNapoli hand delivered the Loan Document to Kathy Walsh,
an aide to Congressman Davis. We are not aware that
Congressman Davis gave this document to any other member.
In response to a second request for the materials, on
September 17, 1996, Scott Miller faxed what we believe is
essentially the same document to Peter Sirh, another aide
to Congressman Davis. On September 17, 1996, another
copy of the document that was faxed to Congressman Davis
was faxed inadvertently to Congressman Clay. Soon after
Congressman Clay received a copy of the Loan Document, it
came to the attention of Sallie Mae's senior management
that the Loan Document existed and had been sent to
Congressman Davis without senior management review or
authorization.

Although we cannot confirm receipt, on August
23, 1996, Ms. DiNapoli alsc mailed the Loan Document to
the Republican National Committee ("RNC") in an envelope
addressed to Haley Barbour, RNC Chairman. Sallie Mae
understands that despite diligent efforts to locate the
document at the RNC, there is no evidence of ita receipt.
More specifically, we understand that it never reached
Mr. Barbour, and that no one there has been identified
who has a recollection of ever having seen it.
Ms. DiNapoli sent the document to the RNC as a result of

}(...continued)
Ross Kleinman from the Corporate Communications
Department, and Scott Miller from the Government
Relation Department.
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a brief conversation at a charity event during the Repub-
lican National Convention between Larry Hough, Sallie
Mae‘'s CEO, and Mr. Barbour. During that conversation,
Mr. Hough informed Mr. Barbour that h;s staff was devel-
oping some factual response materials to counter miscon-
ceptions about student loans. Mr. .,ugh believed that
these materials would consist of a neutral, side-by-side
comparison of the Federal Direct Student Loan Program
("FDSLP") with Federal Family Education Loam Program
("FFELP") and that the materials would receive the appro-
priate internal review at Sallie Mae before being mailed
to the RNC. Without having seen the materials that had
been prepared, Mr. Hough subsequently asked Ms. DiNapoli
to send information to Mr. Barbour.

It should be noted t Ms. DiNapoli also pre-
pared a draft of a transmitt l addrﬁssed to Scott
Reed that references the Loan Docume as an enclosure.
See Tab B. The draft Let:er was never finalized, and
neither it nor the Loan Document was ever sent to Mr.
Reed. Finally, although the draft of that letter remarks
that the Loan Document had been shared with a number of
candidates, our inquiry concluded that its distribution
was limited to Congressman Davis.

The standard corporate practice at Sallie Mae
is for documents to be reviewed in an internal reporting
structure which assures accuracy and consistency with
corporate policy. The document described in this letter
did not receive senior level review and the company
believes that had the usual conventions been observed,
any document produced would have been free of partisan
commentary and tone.

IV. Sallie Mae Has Taken All Reasonable Remedial
and Corrective Steps

Sallie Mae’'s Management and its Board have
taken a number of steps to prevent a recurrence of the
type of activity that led to the creation and distribu-
tion of the Loan Document. In particular, the Government
Relations staff member under whose direction the Loan
Document was prepared has been reassigned outside the
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Government Relations Department of Sallie Mae. The
possibility of additional personnel actions, regarding
other employees, is under consideration. In addition,
Sallie Mae has adopted new Ethics Guidelines concerning
political contributions, lobbying activity, and enter-
tainment of public officials. Tab D. These Guidelines
have been distributed to all Sallie Mae officers and all
personnel in the Corporate Communications and Government
Relations Departments. All recipients are required to
attest to the fact that they have received and reviewed
the Guidelines, and will be required to attend training
sessions to reinforce the Guidelines.

V. No Further Action Is Warranted under Federal
Election Law

Sallie Mae's purpose in preparing the Loan
Document was not to influence the outcome of an election.
Rather, the Loan Document was part of a larger effort by
Sallie Mae to clarify a public misperception regarding

the availability of student loans. The political debate
generated much of this misperception in that candidates
were misinforming the public about the status and avail-
ability of student loans. Certain Sallie Mae employees
believed it necessary to correct those assertions. Thus,
if anything, it was an attempt at "grass-roots lobbying"
to persuade members of the public regarding the avail-
ability and benefits of private student loans. Indeed,
Sallie Mae’'s business interests were of paramount con-
cern, not its political interests. Moreover, the time
spent by Sallie Mae employees in preparing the Loan Docu-
ment was minimal.

Nevertheless, because of the uncharacteristie
partisan tone contained in portions of the Loan Document
and because it did not receive senior management review
as is usually the case, both the Board and the senior
management took strong measures to repudiate the Loan
Document when it came to their attention. Sallie Mae has
taken steps to discipline the employees involved in this
endeavor and has taken significant measures to prevent
recurrence.
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Considering all of these circumstances, we
request that the Commission take no further action
against Sallie Mae. 1If the Commission, however, believes
that this case does not warrant a dismissal, we request
that the Commission enter into pre-probable cause concil-
iation.

Thank you for considering this request.

Respect fu ¥/§1bmitted,

Attachments
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READING THE FINE PRINT
ON DIRECT CLINTON LOANS

Republicans are being attacked on the issue of student loans. These attacks suggest that the
Republican Congress has somehow cut aid to students. The facts are otherwise, but entail details
about student loan policy sometimes difficult to raise in a campaign. To set the record straight and
avoid being put on the defensive, candidates need to know the fine print of what Clinton has
supported in student loans. Inaccurate attacks on Republicans need to be responded to, simply and
accurately

The Student Loan Issue: Framing the Issue

Democrats are succeeding in framing the student loan issue so as to put all Republicans on the
defensive. They say: "Republicans want to cut student loans The issue needs to be reframed:
Republicans have not cut the availability or benefits of student loans. In fact, during the Republican
controlled 104th Congress, more students and families relied upon and received federal student loans
than ever before.

Millions of students and their families and college financial aid officials across the country agree
with the Republicans: that federal student loans are best administered by the private sector
where students can reap the benefits of private sector competition for borrowers.

Candidate's Package

The attached information package sets forth the facts and should be used as a basis for countering
misinformation and false claims being put out by Democratic candidates

Top Ten Things About the
CHton Lol Programi ... ociirnicisssssisnscssssssnssssssssssnssssesssrsssssssss sessesee PEGE S

Myth vs. Fact

Historical Background on the
Fedoral SIndent Loan Progratih. ... iicimsomissmrmsosiotinsosmiessessasaitieh .Page 11




BACKGROUND

In 1993, Congress approved a program proposed by the Clinton Administration called the Federal
Direct Student Loan Program (FDSLP), which gave the U S Department of Education authority to
undertake a program under which federal education loans were made directly to students from the
Federal Treasury. The new program affected neither the eligibility critena nor benefits available
for federal student loans. Rather its lone innovation was a new delivery mechanism for disbursing
loans which centralizes more control in Washington and costs several hundred million dollars to
create computer capabilities already present in states and in the private sector

In its first year, Congress authorized the Department of Education to make as much as 5% of student
loans through this pilot program, growing to 50% by the third year. Schools could apply to
participate in FDSLP or remain with the traditional guaranteed program, under which the federal
government-guaranteed loans are made through private lenders under the same terms and conditions.

While some proponents of the new direct loan program claimed that the FDSLP would result in
considerable savings to taxpayers, subsequent independent analyses by both the Congressional
Research Service and the Congressional Budget Office (CBO) revealed that not to be the case. In
fact, CBO concluded that direct lending under the FDSLP was substantially more expensive than
the guaranteed student loan program. Meanwhile, others began to question the government's ability
to administer this program, especially with regard to collection.

Along with budgetary concerns, many in Congress began to doubt the wisdom of creating another
federal bureaucracy within the Department of Education to administer the FDSLP. As a result, a
bipartisan effort within the Congress emerged during the 1995 budget debate to cap the growth of
the direct loan program.

Despite public comments to the contrary by proponents of direct loans, there are no Republican
proposals that would inhibit students access to loans or increase the cost of student loans for
borrowers. Candidates should note that the House passed version of the Balanced Budget bill in
1995 included a reduction in the borrower interest subsidies on student loans. These provisions
would have increased borrower costs during the in-school period, but were part of an overall
package that would have balanced the budget and led to lower overall interest rates on all loans,
including student loans, had it been enacted. On balance, borrowers would have benefited from
enactment of such Balanced budget legislation. In fact, the last major expansion of federal student
loan eligibility occurred during the Bush Administration with the enactment of the Higher Education
Amendments of 1992.

By attempting to curtail the growth of an untested and potentially budget busting direct government
loan program, Congress has tried to strengthen and stabilize federal student loan programs, thus
ensuring their integrity and availability for future generations of student borrowers. Federal
lawmakers are not considering imposing limits on the availability of loans for higher education, nor
were any such limitations made part of the Balanced Budget Act which the President vetoed. The
President’s suggestions to the contrary are not simply untrue, they also foster unwarranted anxiety
among students and their families




Legislative History

Responding to mounting pressures to balance the budget, various proposals were made to reform
entitlement spending on student loans and other areas. In Fall 1994, then Office of Management and
Budget Director Alice Rivlin proposed eliminating the current practice of allowing students to carry
their subsidized federal loans "interest free” while in school. An early, non-binding budgetary
resolution adopted by the House in 1995 contained this same recommendation  Various other, more
modest proposals to reduce subsidies on student loans were considered throughout the budget
debates. Ultimately, though, the Congress agreed upon savings to balance the budget which
preserved all existing loan benefits for students. The Balanced budget plan, vetoed by the President,
would have instead saved $4.95 billion from reforms in the administration of the student loan
program, mainly by requiring private sector providers of student loans to bear more financial risk
and reducing fees paid to them. Savings (31.6 billion) were also achieved by curtailing the size of
the costly new direct government loan program.  Wide access to loans for students attending eligible
schools across the country was preserved and loan volume was slated to increase by 50 percent over
the seven-year period Tax Code provisions of the same Balanced Budget bill would have reinstated
a student benefit that was lost in 1986--once again making it possible to deduct a portion of the
interest paid on student loans. Separate appropnations legislation that was later approved by
Congress and enacted into law included the largest one-year increase in the maximum Pell Grant
(up $140 to $2,470), the mainstay program of financial grant assistance benefiting low-income
students and families




TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON'S DIRECT LOANS HURT STUDENTS

That's right, hurt students!! For a President who talks about federal tax credits and federally
subsidized college scholarships to lower the costs of higher education, the President’s own loan
program is actually more expensive for students. Students who take out a direct loan, are not
eligible for many of the money-saving programs offered by hundreds of private lenders. A student
with $17,125 in loans, can save close to §1,800 in financing costs through private sector repayment
programs. The Clinton Direct Loan program is needlessly increasing the cost of college for
millions of students!

CLINTON'S DIRECT LOANS ARE MORE COSTLY TO
TAXPAYERS

The Clinton Administration convinced Congress to pass the Direct Loan program by promising that
it would save taxpayers millions of dollars. Three years later, direct lending experience
demonstrates just how false these claims were. Both the nonpartisan Congressional Research
Service and the Congressional Budget Office -- each with its own independent analysis - concluded
that direct lending offered no savings to the American people! The CBO concluded, in fact, that
abolishing the Direct Loan program would save the government $1.5 billion. With that kind

of savings, the government could afford to write a $100 check to each of the country’s 15 million
college students.

THE GOVERNMENT HAS A PITIABLE RECORD AT LOAN
COLLECTION

The last time Congress placed the responsibility of collecting student loans in the hands of the
government it was a disaster! In fact, loan collection was so mismanaged and enforcement of rules
50 lax, under the Federally Insured Student Loan program that Congress abolished the program in
favor of private sector loan collection. In the end, this program collected only 20 cents on every
dollar loaned. Traditionally, the government is much better at giving out money than it is at
collecting it. Can we expect better of today’s Department of Education? Doubtful. Just this past
spring for example, the Department experienced a processing backlog of close to one million
financial aid applications, creating anxiety about the availability of student aid for hundreds of
thousands of families. Consider the experience of our neighbors to the north. The Canadian
government did such an abysmal job at collecting student loans, it recently asked private lenders to




4. STUDENT LOANS ARE PLENTIFUL

Despite Democrats drumbeat of warnings that Republicans are slashing student loan funds, the fact
is that there have been no such cuts. On the contrary, thanks to Republican efforts that began under
the Bush Administration, and continued under the Republican controlled 104th Congress, student
loans are available to more students today than at any other time in our nation'’s history. And while
President Clinton promised to increase grant moneys for higher education, it was in fact the
Republican controlled Congress that has raised Pell Grant levels to their historic high

THE CLINTON LOAN PROGRAM IS LIKELY TO DRIVE UP
DEFAULTS '

Another misleading promise of the Direct Loan program was its pledge to decrease student default
rates. By allowing students to pay off their loans as a percentage of their gross monthly incomes -
and, not incidently, forgiving the loan if it is not paid off in 25 years -- the Clinton Administration
reasoned that such ease of payments would dramatically decrease defaults. The nonpartisan
Congressional Research Service (CRS) however, concluded that such a plan could likely increase
defaults. A CRS report said that direct lending is "largely irrelevant as a means of reducing” default
rates and costs and that the program "may well increase default costs.” Moreover, where the private
sector administered loan program requires holders to assume 2% nisk in defaulted loans and must
meet government collections standards to receive any reimbursement. The government assumes
100% of the risk under direct lending regardless of the quarterly of collection operations. With $58
billion of loans made to date, even the two percent differential adds significant costs per year to
the American taxpayers

THE CLINTON LOAN PROGRAM IS A HAVEN FOR TRADE
SCHOOLS

In a shameless effort to increase loan volume under the Direct Loan program, the Education
Department has opened the program to a high percentage of trade (or proprietary) schools, which
traditionally have higher default rates than regionally accredited colleges and universities, OFf the
more than SO0 schools which have signed up for the third year of direct lending, a full 60% are
proprietary schools such as Bjorn's Hairstyling Academy, Suncoast School of Massage; Academy
of Healing Arts, Massage & Facial Skin Care; Divers Academy of the Eastern Seaboard; Modern
Welding School; and Northwest Nannies Institute and Oklahoma Horseshoeing School. The high
concentration of trade schools in the program is in direct conflict with Congress' mandate to keep
the mix of schools balanced




7. PRIVATE FUNDS ARE DELIVERED AS EFFICIENTLY AS
DIRECT LOAN FUNDS

Technological advances and industry-wide cooperation among private loan participants have led to
dramatic improvements and efficiencies in the delivery of private funds to students. The entire
processing and disbursement of student loan funds has been standardized and streamlined, virtually
eliminating the need for paperwork. Not only is application information shared via computer
networks, but funds are also delivered electronically. Some direct lending schools, however, have
reported problems. The Ohio State University newspaper reported over the summer that students
at OSU, Ball State and Shawnee State, all institutions participating in direct lending were
experiencing delays because, as one financial aid official said, "the program doesn't work well with
large amounts of loan records.”

8. COMPETITION WITHIN THE LOAN INDUSTRY WILL
CONTINUE TO BENEFIT STUDENTS

Competition among private lenders, guaranty agencies, loan holders and servicers has made
shopping for a student loan a buyers market over the past few years. Many industry participants
with the ability and desire to review responsible borrower behavior, are offering borrowers an array
of discount programs for on-time payments, cuts and rebates of loan origination fees, a variety of
repayment programs, and higher standards of customer service. This competition, which will
continue with or without direct lending, means cheaper student loans and better service to the
student borrower

9. THE CLINTON LOAN PROGRAM HAS GROWN MOSTLY
THROUGH INDUCEMENTS

The Direct Loan program has not grown to more than 37% of loan volume in the past three years
because schools view it as a better program. But rather because the Clinton Administration is
actually paying schools to participate in the program? In the first two years of the program, for
each student borrower receiving a loan through the direct lending program, the Department of
Education has paid out the schools $10 per loan to induce them to participate in direct lending.
Congress has not authorized the payment of this subsidy for the 1996-97 school year which will help
level the playing field between the two programs. One has to wonder whether colleges will be
forced to increase tuition to pay for their expensive investment in direct lending or whether in the
absence of the Education Department's bribes, direct loan institutions will remain in the program.




10. CLINTON LOANS ARE CREATING A MASSIVE NEW FEDERAL
BUREAUCRACY

The Clinton Direct Loan program is not cheaper for students and is more expensive for
taxpayers. It also adds to the government's overall borrowing burden, increases taxpayers’
risk and likely increases default rates.. Yet despite all of these shortcomings, the Education
Department is mobilizing a huge new federal bureaucracy to manage this burgeoning program. The
Department has already added 200 new employees to its ranks and is committed to spending over
$800 million on loan servicing for loans already made, a number that increases dramatically each
year the program is in place. And again, this bureaucratic behemoth offers no discernible benefit
to either students or the American public.




MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

MYTH 1

"Students are better off [under the direct loan program| ...and the country is better off because we're
going to have more people going to school.” President Clinton (Associated Press, September 11,
1995)

FACT 1: How are students "better off" by having to pay more for their college education? By
conscripting students into the direct lending program, the President is denying them consumer
choices and forcing them to forego the money-saving programs they otherwise would have been
eligible for under the guaranteed loan program. A student with $17,000 in federal loans could save
as much as $1,800 through private loan repayment plans. How does raising the cost of college for
millions of students translate into "more people [will be] going to school?”

MYTH 2

“Congress is ...cutting almost every important program to help qualified students go to college.”
Richard Riley, U.S. Secretary of Education, Media General, September 10, 1995

FACT 2: Not true. In fact, this Congress increased the size of Pell Grants to their highest levels in
history. While Congress has attempted to cap the growth of the Direct Loan program at pilot levels,
student loans would have remained available to all students in the lower cost guaranteed loan
program. There have been no cuts in federal student loan programs. Republicans have no intention
nor taken any action to limiting the availability of loan funds for students and their families.

MYTH 3

[Republican budget cuts are] “going to come largely out of students' pockets. It will certainly
reduce the probability of students completing college.” Michael Smith, U.S. Undersecretary of
Education, Boston Globe, September 12, 1995.

FACT 3: What is coming out of students' pockets are the extra financing costs which the Direct
Loan program is imposing on them. Students in direct lending miss out on potential savings of
hundreds, even thousands, of dollars in borrowing costs that are available through private lenders
as repayment incentive. If anything, the guaranteed loan program makes college more affordable
and i1s more likely to help students complete coliege.




MYTH 4

(Republican budget proposals] "raised the rate of interest for every parent trying to borrow to send
their child to school. [IJt'll cost the student himself or herself more for that student loan." U.S.
Senator Edward Kennedy, CBS Sunday Morning, September 27, 1995

FACT 4: Wrong again. The interest rate on federal student loans is identical (currently 8.25%),
whether or not that loan is through the Direct Loan program cr the guaranteed loan program.
However, once borrowers enter repayment, the private loan program offers an array of money-
saving benefits that reduce interest rates and credit loan origination fees. Savings for students
through the bank-based program can amount to sometimes thousands of dollars, depending on how
much they borrowed.

MYTHS

[The Direct Loan program] "is better for students, better for the schools, and, believe it or not, it
costs the taxpayers less money." President Clinton, Illinois State University, September 11, 1995

FACT S: Don't believe it. The Direct Loan program is more expensive for students, provides funds
to schools on a par with private industry loan delivery systems, and costs taxpayers more money,
not less. According to the Congressional Budget Office, direct lending at its legislated target levels
will cost the American people an additional $1.5 billion over the next seven years.

MYTH 6

“Perhaps the maost important feature of the Direct Loan program is that you can now pay back your
loans as a perceniage of the income of the job you have when you leave college.” President Clinton,
lllinois State University, September 11, 1995

FACT 6: If that is the "most important” feature, it still falls short of the guaranteed loan program.
Under the bank-based program, student borrowers not only have the option of repaying their loans
as a percentage of their gross monthly income, but borrowers have much more flexibility in
determining what that percentage should be than they do in the Direct Loan income-contingent
repayment plan.




THE FEDERAL STUDENT LOAN PROGRAM
HISTORY

Today, student loans represent the largest and most important source of student financial aid in
America. Without question, the student loan program has opened the doors of educational
opportunity to millions of Americans who could not otherwise have pursued it. The public-private
partnership has kept pace with surging demand, delivering more that $200 billion in student loans
since the program's inception. The Guaranteed Student Loan Program (GSLP), now called the
Federal Family Education Loan Program (FFELP), was created in 1965 in conjunction with the
Higher Education Act of the same year

The GSLP was originally designed to assist middle-income families caught in a cash-flow pinch
occasioned by college costs. While recognizing the importance of investing in human capital
through education, federal policy makers opted for a public-private partnership -- rather than a
centrally administered and financed government program -- to deliver student loans.

As the program evolved, private sector lenders, Sallie Mae and a number of non-profit secondary
markets provided the capital for the GSLP, principally state agency guarantors and a few non-profit
backed and processed loan guarantees; schools helped students gain access to the loan program; and
the federal government reinsured guarantors, subsidized interest rates and exercised legislative and
regulatory authority over the program.

The program has grown exponentially in volume and scope over the years In 1972, for example,
Congress extended financial aid to students attending proprietary for-profit trade and technical

schools, opening a vast new use for student loans. As the program grew, the federal government
abandoned its failed attempt to manage the program directly in states that lacked a guarantor. The
Federally Insured Student Loan program (FISL) was scrapped in favor of a decentralized network

of guarantors.

In 1978, the GSLP was expanded to include every student by removing a needs test from GSL
eligibility. Then, in the face of surging demand and program costs, Congress in 1981 reinstated the
need test and created two less costly, unsubsidized loan programs, one for independent students
(SLS), and one for parents of dependent students (PLUS). The 1992 amendments to the Higher
Education Act greatly expanded access to middle income families through an unsubsidized loan
program that is available to any student regardless of need. Improved accountability measures
including stricter oversight of trade schools, were also introduced that have helped cut default rates
in half, from 22 4 percent to 11.6 percent.

Omnibus budget legislation in 1993 added increased risk and reduced fees the government paid to
the private sector. Much of the savings from these changes ($4.3 billion) were plowed into reducing
the loan fees students pay and capping borrower interest rates at lower levels under both the
guaranteed program and the newly-established direct government loan program. With the Higher
Education Act due to be reauthorized again in 1997, further restructuring of the guaranteed loan
program is anticipated to assure even greater accountability and cost efficiencies for the taxpayer
while maintaining wide access to loan funds for America's students.
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Ross E Kleinman

Wendy Rueda

Subject: Media Interview

By all accounts, everyone is doing a terrific job during the recent
spate of media interviews. College Answer reports that you guys are
really driving up call volume. Keep up the good work, and we'll keep
working to find you those eager audiences.

A couple points to mention that grew out of some recent meetings
around here:

1. There is some concern that the political debate over alleged
Republican cuts in federal education programs has led some peocple to
conclude that there is a diminished level of federal student loan funds
available. As you know, that is not the case. We believe that's a
point worth mentioning during your interviews, which you might do very
matter-of-factly. For instance: *By the way, there have been some
concerns among families that the government is cutting the availability
of student loan funds. Let me reassure you that that is not the case.
Loan money for college is out there.® From there, you could segue into
how to apply, etc.

2. We've had a number of requests for tapes of the radio interviews.
Some stations won't mind sending you a cassette, if you request one.
Thanks .

Again, keep up the great work. Anything we can do on ocur end, just
holler.

Josh
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TO: Rose DiNapoli

Subject: Direct Lending Debate

Just some quick thoughts on an anti-direct lending message chat might
resonate for Dole.

I think the two most compelling arguments are:

1. Clinton's student loan program is costing taxpayers hundreds of
millions of dollars; and

2. Direct lending is costing students more for their education (by
denying them the money-saving borrower benefits available through the
bank-based program). So, for a President who says he's FOR students;
Clinton is actually costing them potentially hundreds, even thousands
of dollars in college financing costs.

(This latter argument will alsoc put pressure on FAAs and schools to
justify to students their decision to participate in FDSLP, pressure
which we can't ourselves apply.)




NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

BACKGROUND

In 1993, Congress approved a demonstration student loan program that gave the U.S.
Department of Education authority to make federal education loans directly to students,
called the Federal Direct Student Loan Program (FDSLP). In its first year, Congress
authorized the Department to make as much as 10% of higher education loans through
this pilot program, growing to 40% by the third year. Schools could apply to participate
in FDSLP or remain with the traditional guaranteed loan program in which the federal
government guarantees the loans made through private lenders.

While some proponents of the direct loan program claimed that the new program would
result in considerable savings to taxpayers, subsequent independent analyses by both the
nonpartisan Congressional Research Service and the Congressional Budget Office

revealed that not to be the case. In fact, CBO concluded that direct lending was billions of
dollars more expensive than the guaranteed loan program. Meanwhile, others began to
question the government’s ability to admiruster this program, particularly the collection of
the loans when they come due

Given the significant savings associated with scaling back FDSLP as well as other
concerns over the efficacy of creating another huge federal bureaucracy, a bipartisan effort
in Congress emerged in 1995 to cap the growth of the direct loan program. Although this
mitiative met with predictable political resistance, the debate over the future of federal
student loan programs has become distorted largely as a result of a misinformation
campaign over the effects such a cap would have on students.

Despite public comments along the lines of those cited below, there are mo Congressional
proposals that would inhibit students’ access to loan funds in any way. By curtailing the
growth of an untested and potentially budget-busting loan program, Congress is moving to
future generations of students. Federal lawmakers are not considering imposing limits oa
the availability of loans for higher education and suggestions along those lines are
fostering unwarranted anxiety among students and their families.

Associated Press, September 11, 1995

President Clinton: “Students are better off [under the direct loan program] ...and the
country is better off because now we’re going to have more people going to school.”




Media General News Service, September 10, 1995

. “Congress is...cutting almost every important
program to help qualified students go to college.”

Boston Globe, September 12, 1995

Michael Smith, U.S. Undersecretary of Education: [Republican budget cuts are] “going to

come largely out of students’ pockets. It will certainly reduce the probability of students’
completing college.”

CBS Sunday Moming, September 27, 1995

U.S. Senator Edward Kennedy: [Republican budget proposals] “raised the rate of interest
for every parent trying to borrow money to send their child to school. [I]t’ll cost the

student himself or herself more for that student loan.”

Denver Post, October 15, 1995
Kathryn Mohrman, President, The Colorado College
“Current proposals in Washington could cost students and their families nearly $20 billion

in the next five years. Should that happen, thousands of students may be forced to
abandon their dream of a college education.”

Bloomberg Business News, December 1, 1995

ULS. Senators Edward Kennedv and Paul Simon: “The cuts — part of Republican-backed
legislation to balance the budget in seven years — would limit the choices and quality of
education available to U S. students.”

News Release, December 11, 1995

Democratic Leader Richard A. Gephardt: “And [the Republicans] are paying for those
trickle-down tax toys by ravaging Medicare, taking health care away from poor children,
slashing student loans, and letting their corporate cronies degrade the environment.”
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STUDENT LOAN MARKETING ASSOCIATION
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DOLE THEMES

|  Direct Lending is Anti-Student.

While President Clinton is proposing tax credits and federal scholarships to help students
pay for college, his Direct Loan program today costs college students more to finance
their education. The average college student pays about $1,000 more to finance his or her
education in the Direct Loan program than through repayment programs offered through
private lenders.

2 Direct Lending is More Expensive for Taxpayers.

By supplanting a privately run loan program with one managed by the federal government,
taxpayers will pay an additional $1.5 billion over the next seven years. That is the
equivalent of the federal government writing a check for $100 to every college student in
America

3 Can the Government Effectively Collect the Loans?

Remember, these are /oans, not grants. The government may be terrific at doling at
money, but its record at collecting from its debtors is less than encouraging. Think about
it. Whom do you think would do a better job at collecting student loans: the government
or private lenders? Consider the track record of the Department of Education which
carlier this year experienced a backlog of processing close to one million financial aid
applications  Or look to our neighbors to the north. The Canadian government did such
an abysmal job at collecting student loans, it recently asked private lenders to take over
this responsibility. Defaults on student loans are already too high. Without aggressive
loan collection efforts, student loan defaults could go even higher

4 Student Loan Funds Are Plentiful.
There are no plans to cut students’ access to funds for higher education. Last year,

students borrowed more than $25 billion through federal loan programs, and this year
student borrowing is expected to approach $29 billion.
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STUDENT LOANS & STUDENT LIES

THE HIDDEN COSTS OF THE
CLINTON LOAN PROGRAM




BACKGROUND

In 1993, Congress approved a proposal by the Clinton Administration called the Federal
Direct Student Loan Program (FDSLP), which gave the U.S. Department of Education
authority to make federal education loans directly to students. The new program affected
neither the eligibility criteria nor benefits available for federal student loans. Rather, it
offered a new delivery mechanism to schools participating in the program

In its first year, Congress authorized the Department of Education to make as much as
10% of higher education loans through this pilot program, growing to 40% by the third
year. Schools could apply to participate in FDSLP or remain with the traditional
guaranteed loan program, under which the federal government guarantees the loans made
through private lenders.

While some proponents of the new direct loan program claimed that the FDSLP would
result in considerable savings to taxpayers, subsequent independent analyses by both the
Congressional Research Service and the Congressional Budget Office (CBO) revealed that
not to be the case. In fact, CBO concluded that direct lending under the FDSLP was
substantially more expensive than the guaranteed loan program. Meanwhile, others began
to question the government’s ability to administer this program, especially with regard to
collection.

Along with budgetary concerns, many in Congress began to doubt the wisdom of creating
another huge federal bureaucracy to administer FDSLP. As a result, a bipartisan effort
within the Congress emerged during the 1995 budget debate to cap the growth of the
direct loan program. Although this initiative met with predictable political resistance, the
debate over the future of federal student loan programs has become distorted with partisan
hyperbole, misleading accusations, and a general campaign of misinformation.

=%
Despite public comments to the contrary, there are no Republican proposals that would '~ "
inhibit students’ access to loan funds or increase the cost of student loans for borrowers.

In fact, the last major expansion of federal student loan eligibility occurred during the )

Bush Administration with the enactment of the Higher Education Amendments of 1992. )
This legislation not only expanded the availability of student loans to more than

X000 previously ineligible applicants, it also lowered the costs of loans to students.

By attempting to curtail the growth of an untested and potentially budget busting direct
government loan program, Congress has tried to strengthen and stabilize federal student
loan programs, thus ensuring their integrity and availability for future generations of
student borrowers. Federal lawmakers are not considering imposing limits on the
availability of loans for higher education, and suggestions along those lines are fostering
unwarranted anxiety among students and their families.




TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON DIRECT LOANS HURT STUDENTS

That's right, hurt students!! For a President who talks about federal tax credits and
federally subsidized college scholarships to help students and families pay for higher
education, the President’s own loan program is actually more expensive for students. By
taking out a direct loan, students are not eligible for many of the money-saving programs
offered by hundreds of private lenders. A typical student with $17,125 in loans, for
instance, can save close to $1,800 in financing costs through private sector repayment
programs. That same student who borrows through the Direct Loan program receives no
such savings. The Clinton Direct Loan program is needlessly increasing the cost of
college for millions of students!

(INSERT CHART SHOWING SAVINGS HERE)

2. CLINTON DIRECT LOANS ARE MORE COSTLY TO TAXPAYERS

The Clinton Administration convinced Congress to pass the Direct Loan program with the
promise that it would save taxpayers millions of dollars. Today, three years later, we
recognize that pledge as the empty promise it was. Both the nonpartisan Congressional
Research Service and the Congressional Budget Office -- each with its own independent
analysis — concluded that direct lending offered no savings to the American people!
The CBO concluded, in fact, that abolishing the Direct Loan program would save the
government $1.5 billion. With that kind of savings, the government could write a $100
check to each of the country’s 15 million college students.

The last time Congress placed the responsibility of collecting student loans in the hands of
the government, it was a disaster! In fact, loan collection was so mismanaged and
enforcement of rules so lax under the Federally Insured Student Loan program that
Congress abolished the program in favor of private sector loan collection. Traditionally,
the government is much better at giving out money than it is at collecting it. Can we
expect better of today’s Department of Education? Doubtful. This past spring, the
Department experienced a backlog in processing close to one million financial aid
applications, creating undue anxiety and hardship for hundreds of thousands of families.
Consider the expenence of our neighbors to the north. The Canadian government did
such an abysmal job at collecting student loans, it recently asked private lenders to take
over this responsibility.




@ 7
]“';’{l)’ﬂ{\r\ \f

?':,j@jm LOAN FUNDS ARE PLENTIFUL

te the steady, doleful drumbeat beating out warnings that Republicans are slashing " (\,";_,
student loan finds, the fact is that there have been no such cuts. On the contrary, thanks y~ F ¢/
to Republican efforts that began under the Bush Administration, student loans are
available to more students today than in our nation’s history. And while President Clinton
promised to increase grant moneys for higher education, it was in fact the Republican-
controlled Congress that has raised Pell Grant levels to their historic high

S. THE CLINTON LOAN PROGRAM IS LIKELY TO DRIVE UP DEFAULTS

Another of the vacuous promises of the Direct Loan program was its pledge to decrease
student default rates. By allowing students to pay off their loans as a percentage of their
gross monthly incomes -- and, not incidentally, forgiving the loan if it is not paid off in 25
years -- the Clinton Administration reasoned that such ease-of-payment plans would
dramatically decrease defaults. The nonpartisan Congressional Research Service (CRS),
however, has concluded that such a plan could likely increase defaults. A CRS report
said that direct lending is “largely irrelevant as a means of reducing” default rates and
costs and that the program “may well increase default costs.” Moreover, where the
private loan program assumes a two percent risk on defaulted loans, the government
assumes 100% of the nisk under direct lending. With $29 billion in loans, that two percent
differential is an added cost of XXX million per year to the American taxpayers.

6. THE CLINTON LOAN PROGRAM IS A HAVEN FOR

In a shameless effort to increase loan volume under the Direct Loan program, the
Education Department has opened the program to a high percentage of trade (or
proprietary) schools, schools which traditionally have higher default rates than accredited
colleges and universities. Of the more than S00 schools which have signed up for the third
year of direct lending, a full 60% are such proprietary scheols as Bjomn's Hairstyling
Academy, Suncoast School of Massage, Academy of Healing Arts, Massage & Facial Skin
Care, Divers Academy of the Eastern Seaboard, Modern Welding School, Northwest
Nannies Institute and Oklahoma Horseshoeing School.




7. PRIVATE LOAN FUNDS ARE DELIVERED AS EFFICIENTLY AS DIRECT
LOAN FUNDS

Technological advances and industry-wide cooperation among private loan participants
have led to dramatic improvements and efficiencies in the delivery of private funds to
students. The entire processing and disbursement of student loan funds has been
standardized and streamlined, virtually eliminating the need for paper. Not only is
application information shared via computer networks, but funds are delivered
electronically as well. The days of long lines at the financial aid office are over,

8. COMPETITION WITHIN THE LOAN INDUSTRY WILL CONTINUE TO
BENEFIT ENT

Competition among private lenders, guaranty agencies, loan holders, and servicers has
made shopping for a student [oan a buyer’s market over the past few years. Many
industry participants are offering borrowers an array of discount programs for on-time
payments, cuts and rebates of loan origination fees, a broad selection of repayment
programs, and new standards of customer service. This competition, which is likely to
continue with or without direct lending, means cheaper loans and better service to the
student borrower.

(INSERT CHART OF FFELP DISCOUNT PROGRAMS)

9. N NP W Y
INDUCEMENTS

Has the Direct Loan program grown to more than 30% of student loan volume in the past
three years because schools view it as a better program? Or, more like, is it because the
Clinton Administration is actually paying schools to participate in the program? For
each student borrower receiving a loan through direct lending, the Department of
Education provides a $10 administrative fee. To date, the Department has paid out more
than $XXXX million to schools, inducing them to participate in direct lending.




10.
BUREAUCRACY

The Clinton Direct Loan program is neither cheaper for students nor taxpayers, is
likely to drive up default rates, is adding to the government’s overall borrowing
burden, and is increasing taxpayers’ risk. Yet, despite all of these shortcomings, the
Education Department is mobilizing a huge new federal bureaucracy to manage this
burgeoning program. The Department has already added XXX new employees to its
ranks and spent $XXX millions in federal contracts to create a service already being ably
provided by private industry. And again, this behemoth federal program offers no
discernible benefit to either students or the American people.




MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

MYTH 1

“Students are better off [under the direct loan program| ...and the country is better off
because we 're going (o have more people going to school.” President Clinton
(Associated Press, September 11, 1995)

FACT 1: How are students “better off” by having to pay more for their college

education? By conscripting students into the direct lending program, the President is

denying them consumer choices and forcing them to forego the money-saving programs

they otherwise would have been eligible for under the guaranteed loan program. A

student with $17,000 in federal loans could save as much as $1,800 through private loan

repayment plans. How does raising the cost of college for millions of students mean that
o “more people [will be] going to school?”

./maz -\

& \_  “Congresyis ...cutting almost every important program o help qualified students go to
: “~college” Richard Riley, U.S. Secretary of Education, Media General, September 10,

1995

FACT 2: Not true. In fact, this Congress increased the size of Pell Grants to their
highest levels in history. While Congress has attempted to cap the growth of the Direct
Loan program at pilot levels, there have been no cuts in federal student loan programs.
Republicans have no intention of limiting the availability of loan funds for students and
their families.

MYTH 3

[Republican budgei cuts are] “going to come largely out of students’ pockets. It will
certainly reduce the probability of students completing college.” Michael Smith, U.S.
Undersecretary of Education, Boston Globe, September 12, 1995.

FACT 3: What is coming out of students’ pockets are the extra financing costs which the
Direct Loan program is imposing on them. Students in direct lending miss out on
potential savings of hundreds, even thousands, of dollars in borrowing costs which are
available through private lenders. If anything, the guaranteed loan program makes college
more affordable and is more likely to help students compliete college.




MYTH 4

[Republican budget proposals] “raised the rate of interest for every parent trying to
borrow to send their child to school. [I]t'll cost the student himself or herself more for

that student loan.” U.S. Senator Edward Kennedy, CBS Sunday Morning, September 27,
1995

FACT 4: Wrong again. The interest rate on all federal student loans are identical
(currently 8.25%), whether or not that loan is through the Direct Loan program or the
guaranteed loan program. However, once borrowers enter repayment, the private loan
program offers an array of money-saving benefits that reduce interest rates and credit loan

@ origination fees. Savings for students through the bank-based program amount to

sometimes thousands of dollars, depending on how much they borrowed.

MYTH 5§

[The Direct Loan program] “is better for students, better for the schools, and, believe it
or nol, it costs the taxpayers less money." President Clinton, Illinois State University,
September 11, 1995

FACT 5: Don’t believe it. The Direct Loan program is more expensive for students,
provides funds to schools on a par with private industry loan delivery systems, and costs

) taxpayers more money, not less. According to the Congressional Budget Office, direct
lending will cost the American people an additional $1.5 billion over the next seven years.

MYTH 6

' “Perhaps the most important feature of the Direct Loan program is that you can now pay
™ back your loans as a percentage of the income of the job you have when you leave
college.” President Clinton, Illinois State University, September 11, 1995

FACT 6: If that is the “most important™ feature, it still falls short of the guaranteed loan
program. Under the bank-based program, student borrowers not only have the option of
repaying their loans as a percentage of their gross monthly income, but borrowers have

) much more flexibility in determining what that percentage should be than they do in the

Direct Loan income-contingent repayment plan
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BACKGROUND

In 1993, Congress approved a proposal by the Clinton Administration called the Federal N'
Direct Student Loan Program (FDSLP), which gave the U.S. Department of Education

authority to make federal education loans directly to students. The n. .~ program affected

neither the eligibility criteria nor benefits available for federal student loans. Rather, it

offered a new delivery mechanism to schools participating in the program

10% of higher education loans through this pilot program, growing to 40% by the third
year. Schools could apply to participate in FDSLP or remain with the traditional A
guaranteed loan program, under which the federal government-Guaranteed tim lonns made

through private lenders.

In its first year, Congress authorized the Department of Education to make as much as ﬁ

While some proponents of the new direct loan program claimed that the FDSLP would
result in considerable savings to taxpayers, subsequent independent analyses by both the
Congressional Research Service and the Congressional Budget Office (CBO) revealed that
not to be the case. In fact, CBO concluded that direct lending under the FDSLP was
substantially more expensive than the guaranteed loan program. Meanwhile, others began
to question the government’s ability to administer this program, especially with regard to
collection.

Along with budgetary concerns, many in Congress began to doubt the wisdom of creating
another huge federal bureaucracy to administer FDSLP. As a result, a bipartisan effort
within the Congress emerged during the 1995 budget debate to cap the growth of the
direct loan program. Although this initiative met with predictable political resistance, the
debate over the future of federal student loan programs has become distorted with partisan
hyperbole, misleading accusations, and a general campaign of misinformation.

Despite public comments to the contrary, there are no Republican proposals that would
inhibit students’ access to loan funds or increase the cost of student loans for borrowers.
In fact, the last major expansion of federal student loan eligibility occurred during the
Bush Administration with the enactment of the Higher Education Amendments of 1992,
This legisiation not only expanded the availability of student loans to more than
XOOOKX previously ineligible applicants, it also lowered the costs of loans to students.

By attempting to curtail the growth of an untested and potentially budget busting direct
government loan program, Congress has tried to strengthen and stabilize federal student
loan programs, thus ensuring their integrity and availability for future generations of
student borrowers. Federal lawmakers are not considering imposing limits on the
availability of loans for higher education, mggmonsdongthoselnm fostering
unwarranted anxiety among students ir families. o X T




TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON DIRECT LOANS HURT DENT

That's right, Aurt students!! For a President who talks about federal tax credits and
federally subsidized college scholarships to help students and families pay for higher
education, the President’s own loan program is actually more expensive for students. By
taking out a direct loan, students are not eligible for many of the money-saving programs
offered by hundreds of private lenders. A typical student with $17,125 in loans, for
instance, can save close to $1,800 in financing costs through private sector repayment
programs. That same student who borrows through the Direct Loan program receives no
such savings. The Clinton Direct Loan program is needlessly increasing the cost of
college for millions of students!

(INSERT CHART SHOWING SAVINGS HERE)

2. CLINTON DIRECT LOANS ARE MORE COSTLY TO TAXPAYERS

The Clinton Administration convinced Congress to pass the Direct Loan program with the
promise that it would save taxpayers millions of dollars. Today, three years later, we
recognize that pledge as the empty promise it was. Both the nonpartisan Congressional
Research Service and the Congressional Budget Office -- each with its own independent
analysis - concluded that direct lending offered no savings to the American people!
The CBO concluded, in fact, that abelishing the Direct Loan program would save the
government $1.5 billion. With that kind of savings, the government could write a $100
check to each of the country's 15 million college students.

The last time Congress placed the responsibility of collecting student loans in the hands of
the government, it was a disaster! In fact, loan collection was so mismanaged and
enforcement of rules so lax under the Federally Insured Student Loan program that
Congress abolished the program in favor of private sector loan collection. Traditionally,
the government is much better at giving out money than it is at collecting it. Can we
expect better of today’s Department of Education? Doubtful. This past spring, the
Department experienced a backlog in processing close to one million finamcial aid
applications, creating undue anxiety and hardship for hundreds of thousands of families.
Consider the experience of our neighbors to the north. The Canadian government did
such an abysmal job at collecting student loans, it recently asked private lenders to take

over this responsibility




A ND

Technological advances and industry-wide cooperation among private loan participants
have led to dramatic improvements and efficiencies in the delivery of private funds to
students. The entire processing and disbursement of student loan funds has been
standardized and streamlined, virtually eliminating the need for paper. Not only is
application information shared via computer networks, but funds are delivered
electronically as well. The days of long lines at the financial aid office are over

8. COMPETITION WITHIN THE LOAN INDUSTRY WILL CONTINUE TO w/f

BENEFIT STUDENTS

Competition among private lenders, guaranty agencies, loan holders, and servicers has -
made shopping for a student loan a buyer’s market over the past few years. Many
industry participants are offering borrowers an array of discount programs for on-time

payments, cuts and rebates of loan origination fees, a broad selection of repayment
programs, and new standards of customer service. This competition, which is likely to

o/
continue with or without direct lending, means cheaper loans and better service 1o the O""U:r e

student borrower.
— @
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INDUCEMENTS

Has the Direct Loan program grown to more than 30% of student loan in the past
three years because schools view it as a better program? Or, more like, is it because the
Clinton Administration is actually paying schoels to participate in the program? For
each student borrower receiving a loan through direct lending, the Department of
Education provides a $10 administrative fee. To date, the Department has paid out more
than $XXX million to schools, inducing them to participate in direct lending.

.MUZMB«Q:*@J o e 9

3 ol T (;wﬂu)w"'/”)




10. CLINTON LOANS ARE CREATING A MASSIVE NEW FEDERAL
BUREAUCRACY

The Clinton Direct Loan program is neither cheaper for students nor taxpayers, is

up defau , i adding to the government’s overall bo
burden, and is increasing taxpayers’ risk. Yet, despite all of these shortcomings, the
Education Department is mobilizing a huge new federal bureaucracy to manage this
burgeoning program. The Department has already added XXX new employees to its
ranks and spent $XOCX millions in federal contracts to create a service already being ably
provided by private industry. And again, this behemoth federal program offers no
discernible benefit to either students or the American people.




MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

MYTH 1

“Students are better off [under the direct loan program] ...and the country is better off
because we 're going to have more people going 1o school.” President Clinton
(Associated Press, September 11, 1995)

FACT 1: / s “befter off” by having to pay more for their college
education? ' 1 i 1

' oices and forcing them to forego the money-saving programs
they otherwise would have been eligible for under the guaranteed loan program. A
student with $17,000 in federal loans could save as much as $1,800 through private loan
repayment plans. How does raising the cost of coliege for millions of students ?dr

“more people [will be] going to school?” .
m ‘Aﬁ
MYTH 2

“Congress is ...cutting almost every important program (o help qualified students go to
college.” Richard Riley, U.S. Secretary of Education, Media General, September 10,
1995

FACT 2: Not true. In fact, this Congress increased the size of Pell Grants to their
highest levels in history. While Congress has attempted to cap the growth of the Direct
Loan program at pilot ievels, there have been no cuts in federal student loan programs.
Republicans have no intention of limiting the availability of loan funds for students and
their families.

MYTH 3

[Republican budge! cuts are] “going to come largely out of students’ pockets. It will
certainly reduce the probability of students completing college.” Michael Smith, U.S.
Undersecretary of Education, Boston Globe, September 12, 1995.

FACT 3: What is coming out of students’ pockets are the extra financing costs which the
Direct Loan program is imposing on them. Students in direct lending miss out on Cﬁ‘
potential savings of hundreds, even thousands, of dollars in borrowing costs Hﬂﬁ'
available through private lenders. If anything, the guaranteed loan program makes college
more affordable and is more likely to help students complete college.




MYTH 4

[Republican budget proposals] “raised the rate of interest for every parent trying to

borrow to send their child to school. [I]t'll cost the student himself or herself more for

that student loan.” U.S. Senator Edward Kennedy, CBS Sunday Morning, September 27,

1995 -

. . @ i

FACT 4: Wrong again. The interest rate on all federal student loans are identical

(currently 8.25%), whether or not that loan is through the Direct Loan program or the

guaranteed loan program. However, once borrowers enter repayment, the private loan

program offers an array of money-saving benefits that reduce interest rates and credit loan

onigination fees. Savings for students through the bank-based programgamount to
—sometimes thousands of dollars, depending on how much they borrowed: o

MYTH S

[The Direct Loan program] “is better for students, betier for the schools, and, believe it
or not, it costs the taxpayers less money." President Clinton, lllinois State University,
September 11, 1995

FACT 5: Don't believe it. The Direct Loan program is more expensive for students,
provides funds to schools on a par with private industry loan delivery systems, and costs
taxpayers more money, not less. According to the Congressional Budget Office, direct
lending will cost the American people an additional $1.5 billion over the next seven years.

wEs U

“Perhaps the most important feature of the Direct Loan program is that you can now pay
back your loans as a percentage of the income of the job you have when you leave
college.” President Clinton, [llinois State University, September 11, 1995

FACT 6: If that is the “most important™ feature, it still falls short of the guaranteed loan
program. Under the bank-based program, student borrowers not only have the option of
repaying their loans as a percentage of their gross monthly income, but borrowers have
much more flexibility in determining what that percentage should be than they do in the
Direct Loan income-contingent repayment plan
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BACKGROUND

In 1993, Congress approved a proposal by the Clinton Administration called the Federal
Direct Student Loan Program (FDSLP), which gave the U.S. Department of Education
authority to make federal education loans directly to students. The new program affected
neither the eligibility criteria nor benefits available for federal student loans Rather, it
offered a new delivery mechanism to schools participating in the program

In its first year, Congress authorized the Department of Education to make as much as
10% of higher education loans through this pilot program, growing to 40% by the third
year. Schools could apply to participate in FDSLP or remain with the traditional
guaranteed loan program, under which the federal government-guaranteed loans are made
through private lenders.

While some proponents of the new direct loan program claimed that the FDSLP would
result in considerable savings to taxpayers, subsequent independent analyses by both the
Congressional Research Service and the Congressional Budget Office (CBO) revealed that
not to be the case In fact, CBO concluded that direct lending under the FDSLP was
substantially more expensive than the guaranteed loan program. Meanwhile, others began
to question the government's ability to administer this program, especially with regard to
collection

Along with budgetary concemns, many in Congress began to doubt the wisdom of creating
another huge federal bureaucracy to administer FDSLP. As a result, a bipartisan effort
within the Congress emerged during the 1995 budget debate to cap the growth of the
direct loan program. Although this initiative met with predictable political resistance, the
debate over the future of federal student loan programs has become distorted with partisan
hyperbole, misleading accusations, and a general campaign of misinformation.

Despite public comments to the contrary, there are no Republican proposals that would
inhibit students’ access to loan funds or increase the cost of student loans for borrowers.
In fact, the last major expansion of federal student loan eligibility occurred during the
Bush Administration with the enactment of the Higher Education Amendments of 1992
This legislation not only expanded the availability of student loans to more than
XOOXXXX previously ineligible applicants, it also lowered the costs of loans to students.

By attempting to curtail the growth of an untested and potentially budget busting direct
government loan program, Congress has tried to strengthen and stabilize federal student
loan programs, thus ensuring their integrity and availability for future generations of
student borrowers. Federal lawmakers are not considering imposing limits on the
availability of loans for higher education, despite suggestions along those lines, which are
fostering unwarranted anxiety among students and their families.




TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON DIRECT LOANS HURT STUDENTS

That’s right, hurt students!! For a President who talks about federal tax credits and
federally subsidized college scholarships to help students and families pay for higher
education, the President’s own ioan program is actually more expensive for students. By
taking out a direct loan, students are not eligible for many of the money-saving programs
offered by hundreds of private lenders. A typical student with $17,125 in loans, for
instance, can save close to $1,800 in financing costs through private sector repayment
programs. That same student who borrows through the Direct Loan program receives no
such savings. The Clinton Direct Loan program is needlessly increasing the cost of
college for millions of students!

(INSERT CHART SHOWING SAVINGS HERE)

2. CLINTON DIRECT LOANS ARE MORE COSTLY TO TAXPAYERS

The Clinton Administration convinced Congress to pass the Direct Loan program with the
promise that it would save taxpayers millions of dollars  Today, three years later, we
recognize that pledge as the empty promise it was. Both the nonpartisan Congressional
Research Service and the Congressional Budget Office -- each with its own independent
analysis — concluded that direct lending offered no savings to the American people!
The CBO concluded, in fact, that abolishing the Direct Loan program would save the
government $1.5 billion. With that kind of savings, the government could write a $100
check to each of the country’s 15 million college students

The last time Congress placed the responsibility of collecting student loans in the hands of
the government, it was a disaster! In fact, loan collection was so mismanaged and
enforcement of rules so lax under the Federally Insured Student Loan program that
Congress abolished the program in favor of private sector loan collection. Traditionally,
the government is much better at giving out money than it is at collecting it. Can we
expect better of today’s Department of Education? Doubtful. This past spring, the
Department experienced a backlog in processing close to one million financial aid
applications, creating undue anxiety and hardship for hundreds of thousands of families.
Consider the experience of our neighbors to the north. The Canadian government did
such an abysmal job at collecting student loans, it recently asked private lenders to take

over this responsibility




4. STUDENT LOAN FUNDS ARE PLENTIFUL

Despite the steady, doleful drumbeat beating out warnings that Republicans are slashing
student loan funds, the fact is that there have been no such cuts. On the contrary, thanks
to Republican efforts that began under the Bush Administration, student loans are
available to more students today than in our nation’s history. And while President Clinton
promised to increase grant moneys for higher education, it was in fact the Republican-
controlled Congress that has raised Pell Grant levels to their historic high

S. THE CLINTON LOAN PROGRAM IS LIKELY TO DRIVE UP DEFAULTS

Another of the vacuous promises of the Direct Loan program was its pledge to decrease
student default rates. By allowing students to pay off their loans as a percentage of their
gross monthly incomes -- and, not incidentally, forgiving the loan if it is not paid off in 25
years -- the Clinton Admunistration reasoned that such ease-of-payment plans would
dramatically decrease defaults. The nonpartisan Congressional Research Service (CRS),
however, has concluded that such a plan could likely increase defaults. A CRS report
said that direct lending is “largely irrelevant as a means of reducing” default rates and
costs and that the program “may well increase default costs ™ Moreover, where the
private loan program assumes a two percent risk on defaulted loans, the government
assumes 100% of the risk under direct lending. With $29 billion in loans, that two percent
differential is an added cost of $XXX million per year to the American taxpayers.

AN PROGRA

In a shameless effort to increase loan volume under the Direct Loan program, the
Education Department has opened the program to a high percentage of trade (or
proprietary) schools, schools which traditionally have higher default rates than accredited
colleges and universities. Of the more than 500 schools which have signed up for the third
year of direct lending, a full 60% are such proprietary scheels as Bjorn's Hairstyling
Academy, Suncoast School of Massage, Academy of Healing Arts, Massage & Facial Skin
Care, Divers Academy of the Eastern Seaboard, Modern Welding School, Northwest
Nannies Institute and Oklahoma Horseshoeing School.




7. PRIVATE LOAN FUNDS ARE DELIVERED AS EFFICIENTLY AS DIRECT
LOAN FUNDS

Technological advances and industry-wide cooperation among private loan participants
have led to dramatic improvements and efficiencies in the delivery of private funds to
students. The entire processing and disbursement of student loan funds has been
standardized and streamlined, virtually eliminating the need for paper. Not only is
application information shared via computer networks, but funds are delivered
electronically as well. Some direct lending schools, however, have reported problems.
The Ohio State University newspaper reported over the summer that students at OSU as
well as Ball State and Shawnee State were experiencing delays because, as one financial
aid official said, “the program doesn’t work well with large amounts of loan records.”

§. COMPETITION WITHIN THE LOAN INDUSTRY WILL CONTINUE TO

BENEFTT DENT

Competition among private lenders, guaranty agencies, loan holders, and servicers has
made shopping for a student loan a buyer’s market over the past few years. Many
industry participants are offering borrowers an array of discount programs for on-time
payments, cuts and rebates of loan origination fees, a broad selection of repayment
programs, and new standards of customer service. This competition, which will continue
with or without direct lending, means cheaper loans and better service to the student
borrower

(INSERT CHART OF FFELP DISCOUNT PROGRAMS)

9. THE CLINTON LOAN PROGRAM HAS GROWN MOSTLY THROUGH
INDUCEMENTS

Has the Direct Loan program grown to more than 30% of student loan volume in the past
three years because schools view it as a better program? Or, more likely, is it because the
Clinton Administration is actually paying schools to participate in the program? For
each student borrower receiving a loan through direct lending, the Department of
Education provides a $10 administrative fee. To date, the Department has paid out more
than $XXX million to schools, inducing them to participate in direct lending. As Congress
has not authorized the payment of this subsidy for the 1996-97 school year, one has to
wonder whether colleges will be forced to increase tuition to pay for their expensive
investment in direct lending.




10. CLINTON LOANS ARE CREATING A MASSIVE NEW FEDERAL
BUREAUCRACY

The Clinton Direct Loan program is neither cheaper for students nor taxpayers, is
likely to drive up default rates, is adding to the government’s overall borrowing
burden, and is increasing taxpayers’ risk. Yet, despite all of these shortcomings, the
Education Department is mobilizing a huge new federal bureaucracy to manage this
burgeoning program. The Department has already added X3CX new employees to its
ranks and spent $XXX millions in federal contracts to create a service already being ably
provided by private industry. And again, this behemoth federal program offers no
discernible benefit to either students or the American people.




MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

MYTH |

“Students are better off [under the direct loan program] ...and the country is better off
because we ‘re going to have more people going to school.” President Clinton
(Associated Press, September [ I, 1995)

FACT 1: How are students “better off" by having to pay more for their college
education? By conscripting students into the direct lending program, the President is
denying them consumer choices and forcing them to forego the money-saving programs
they otherwise would have been eligible for under the guaranteed loan program. A
student with $17,000 in federal loans could save as much as $1,800 through private loan
repayment plans. How does raising the cost of college for millions of students translate
into “more people [will be] going to school?”

MYTH 2

“Congress is ...culling almost every important program to help qualified students go to
college.” Richard Riley, U.S. Secretary of Education, Media General, September 10,
1995

FACT 2: Not true. In fact, this Congress increased the size of Pell Grants to their
highest levels in history. While Congress has attempted to cap the growth of the Direct
Loan program at pilot levels, there have been no cuts in federal student loan programs.
Republicans have no intention of limiting the availability of loan funds for students and
their families.

MYTH3

[Republican budget cuts are] “going to come largely out of students’ pockets. It will
certainly reduce the probability of students completing college.” Michael Smith, U.S.
Undersecretary of Education, Boston Globe, September 12, 1995.

FACT 3: What is coming out of students’ pockets are the extra financing costs which the
Direct Loan program is imposing on them. Students in direct lending miss out on
potential savings of hundreds, even thousands, of dollars in borrowing costs that are
available through private lenders. If anything, the guaranteed loan program makes college
more affordable and is more likely to help students complete college.




MYTH 4

[Republican budget proposals] “raised the rate of interest for every parent trying to
borrow to send their child to school. [I]t’ll cost the student himself or herself more for
that student loan." U.S. Senator Edward Kennedy, CBS Sunday Morning, September 27,
1995

FACT 4: Wrong again. The interest rate on all federal student loans is identical
(currently 8.25%), whether or not that loan is through the Direct Loan program or the
guaranteed loan program. However, once borrowers enter repayment, the private loan
program offers an array of money-saving benefits that reduce interest rates and credit loan
origination fees. Savings for students through the bank-based program can amount to
sometimes thousands of dollars, depending on how much they borrowed

MYTH S

{The Direct Loan program] “is better for students, better for the schools, and, believe it
or not, it costs the taxpayers less money.” President Clinton, lilinois State University,
September 11, 1995

FACT S: Don't believe it. The Direct Loan program is more expensive for students,
provides funds to schools on a par with private industry loan delivery systems, and costs
taxpayers more money, not less. According to the Congressional Budget Office, direct
lending at its legislated target levels will cost the American people an additional $1.5
billion over the next seven years

MYTH 6

“Perhaps the most important feature of the Direct Loan program is that you can now pay
back your loans as a percentage of the income of the job you have when you leave
college.” President Clinton, lllinois State University, September 11, 1995

FACT 6: If that is the “most important” feature, it still falls short of the guaranteed loan
program. Under the bank-based program, student borrowers not only have the option of
repaying their loans as a percentage of their gross monthly income, but borrowers have
much more flexibility in determining what that percentage should be than they do in the
Direct Loan income-contingent repayment plan.
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CANDIDATE’S PACKAGE
Federal Student Loans

STUDENT LOANS & STUDENT LIES

THE HIDDEN COSTS OF THE
CLINTON LOAN PROGRAM




READING THE FINE PRINT
ON DIRECT CLINTON LOANS

Whether it's deals with Arkansas bankers, Whitewater development or federal student aid
programs, President Clinton seems to have trouble getting his stories straight when it
comes to loans.

On the subject of federal student loans, for example, the President is touting his Direct
Loan program as being better for students and taxpayers alike. Wrong again, Mr.
President. Perhaps Mr. Clinton, as any experienced lawyer knows, ought to read the fine

. print on his own loan program.

Campaign Issue

The President and Democratic candidates are likely to use the Clinton Direct Loan
program as a campaign issue, accusing Republicans of attempting to cut back his pet
program. But this untested program is more expeasive for studeats, more expensive
for taxpayers, and has quickly grown into another massive federal bureaucratic

program.

Millions of students, families and college financial aid officials agree with the Republicans:
that federal student loans are best administered by the private sector where studeats

can reap the benefits of industry-wide competition for borrowers.

Candidate’s Package

The artached package sets forth the facts and should be used as a basis for countering
musinformation and false claims being put out by Democratic candidates.

Backgreund. Page 2
Top Ten Things About the Clinton Loan Program. Page 3

Myth vs. Fact : Page 7
Facts and Figures on Federal Loan Programs. Page 10




BACKGROUND

In 1993, Congress approved a proposal by the Clinton Administration called the Federal
Direct Student Loan Program (FDSLP), which gave the U.S. Department of Education
authority to make federal education loans directly to students. The new program affected
neither the eligibility criteria nor benefits available for federal student loans. Rather, it
offered a new delivery mechanism to schools participating in the program.

In its first year, Congress authorized the Department of Education to make as much as
10% of higher education loans through this pilot program, growing to 40% by the third
year. Schools could apply to participate in FDSLP or remain with the traditional
guaranteed loan program, under which the federal government-guaranteed loans are made

through private lenders.

While some proponents of the new direct loan program claimed that the FDSLP would
result in considerable savings to taxpayers, subsequent independent analyses by both the
Congressional Research Service and the Congressional Budget Office (CBO) revealed that
not to be the case. In fact, CBO concluded that direct lending under the FDSLP was
substantially more expensive than the guaranteed loan program. Meanwhile, others began
to question the government’s ability to administer this program, especially with regard to
collection.

Along with budgetary concerns, many in Congress began to doubt the wisdom of creating
another huge federal bureaucracy to administer FDSLP. As a result, a bipartisan effort
within the Congress emerged during the 1995 budget debate to cap the growth of the
direct loan program. Although this initiative met with predictable political resistance, the
debate over the future of federal student loan programs has become distorted with partisan
hyperbole, misleading accusations, and a general campaign of misinformation.

Despite public comments to the contrary, there are no Republican proposals that would
inhibit students’ access to loan funds or increase the cost of student loans for borrowers.
In fact, the last major expansion of federal student loan eligibility occurred during the
Bush Administration with the enactment of the Higher Education Amendments of 1992.
This legislation not only expanded the availability of student loans to more than
XOOOOKX previously ineligible applicants, it also lowered the costs of loans to students.

By attempting to curtail the growth of an untested and potentially budget busting direct
government loan program, Congress has tried to strengthen and stabilize federal student
loan programs, thus ensuring their integrity and availability for future generations of
student borrowers. Federal lawmakers are not considering imposing limits on the
availability of loans for higher education, despite suggestions zlong those lines, which are
fostering unwarranted andety among students and their families.




TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CL ND LOAN T E

That's right, kurt students!! For a President who talks about federal tax credits and
federally subsidized college scholarships to help students and families pay for higher
education, the President’s own loan program is actually more expensive for students. By
taking out a direct loan, students are not eligible for many of the money-saving programs
offered by hundreds of private lenders, A typical student with $17,125 in loans, for
instance, can save close to $1,800 in financing costs through private sector repayment
programs. That same student who borrows through the Direct Loan program receives no
such savings. The Clinton Direct Loan program is needlessly increasing the cost of
college for millions of students!

(INSERT CHART SHOWING SAVINGS HERE)

2. CLINTON DIRECT LOANS ARE MORE COSTLY TO TAXPAYERS

The Clinton Administration convinced Congress to pass the Direct Loan program with the
promise that it would save taxpayers millions of dellars. Today, three years later, we
recognize that pledge as the empty promise it was. Both the nonpartisan Congressional
Research Service and the Congressional Budget Office - each with its own independent
analysis — concluded that direct lending offered mo savings to the American people!
The CBO concluded, in fact, that abolishing the Direct Loan program would save the
government $1.5 billien. With that kind of savings, the government could write 2 $100
check to each of the country's 15 million college students.

The last time Congress placed the responsibility of collecting student loans in the hands of
the government, it was a disaster! In fact, loan collection was so mismanaged and
enforcement of rules so lax under the Federally Insured Student Loan program that
Congress abolished the program in favor of private sector loan collection. Traditionally,
the government is much better at giving out money than it is at collecting it. Can we
expect better of today's Department of Education? Doubtful. This past spring, the
Department experieaced a backlog in processing clese to one millien financial aid
applications, creating undue anxiety and hardship for hundreds of thousands of families.
Consider the experience of our neighbors to the north. The Canadian government did
such an abysmal job at collecting student loans, it recently asked private lenders 1o take

over this responsibility.




4. STUDENT LOAN FUNDS ARE PLENTIFUL

Despite the steady, doleful drumbeat beating out warnings that Republicans are slashing
student loan funds, the fact is that there have been no such cuts. On the contrary, thanks
to Republican efforts that began under the Bush Administration, student loans are
available to more students today than in our nation’s history. And while President Clinton
promised to increase grant moneys for higher education, it was in fact the Republican-
controlled Congress that has raised Pell Grant levels to their historic high.

5. THE CLINTON LOANPROGRAM IS LIKELY 7O DRIVE UP DEFAULTS

Another of the vacuous promises of the Direct Loan program was its pledge to decrease
student default rates. By allowing students to pay off their loans as a percentage of their
gross monthly incomes - and, not incidenthly, forgiving the loan if it is not paid off in 25
years — the Clinton Administration reasoned that such ease-of-payment plans would
dramatically decrease defaults. The nonpartisan Congressional Research Service (CRS),
however, has concluded that such a plan could likely increase defaults. A CRS report
said that direct lending is “largely irrelevant as a means of reducing” default rates and
costs and that the program “may well increase default costs.” Moreover, where the
private loan program assumes a two percent risk on defauited loans, the government
assumes 100% of the risk under direct lending. With $29 billion in loans, that two percent
differential is an added cost of SXXX million per year to the American tazpayers.

6. AN PROGRAM IS A R

In a shameless effort to increase ioan volume under the Direct Loan program, the
Education Department has opened the program to a high percentage of trade (or
proprietary) schools, schools which traditionally have higher default rates than accredited
colleges and universities. Of the more than 500 schools which have signed up for the third
year of direct lending, a full 60% 2re such proprictary schoels as Bjorn's Hairstyling
Academy, Suncoast School of Massage, Academy of Healing Arts, Massage & Facial Skin
Care, Divers Academy of the Eastern Seaboard, Modern Welding School, Northwest
Nannies Institute and Oklahoma Horseshoeing School.




7. PRIVATE LOAN FUNDS ARF DELIVERED AS EFFICTENTLY AS DIRECT
LOAN FUNDS :

Technological advances and industry-wide cooperation among private loan participants
have led to dramatic improvements and efficiencies in the delivery of private funds to
students. The entire processing and disbursement of student loan funds has been
standardized and streamlined, virtually eliminating the need for paper. Not only is
application information shared via computer networks, but funds are delivered
electronically as well. Some direct lending schools, however, have reported problems.
The Ohio State University newspaper reported over the summer that students at QSU as
well as Ball State and Shawnee State were experiencing delays because, as one financial
aid official said, “the program doesn't work well with large amounts of loan records.”

8. COMPETITION WITHIN THE LOAN INDUSTRY WILL CONTINUE TO
BENEFIT STUDENTS

Competition among private lenders, guaranty agencies, loan holders, and servicers has
made shopping for a student loan a buyer’s market over the past few years. Many
industry participants are offering borrowers an array of discount programs for on-time
payments, cuts and rebates of loan origination fees, a broad selection of repayment
programs, and new standards of customer service. This competition, which will continue
with or without direct lending, means cheaper loans and better service to the student
borrower.

(INSERT CHART OF FFELP DISCOUNT PROGRAMS)

9. THE CLINTON LOAN PROGRAM HAS GROWN MOSTLY THROUGH
INDUCEMENTS

Has the Direct Loan program grown to more than 30% of student loan volume in the past
three years because schools view it as a better program? Or, more likely, is it because the
Clinton Administration is actually paying scheels to participate in the program?® For
each student borrower receiving a loan through direct lending, the Department of
Education provides a $10 administrative fee. To date, the Department has paid out more
than $)OCX million to schools, inducing them to participate in direct lending. As Congress
has not suthorized the payment of this subsidy for the 1996-97 school year, one has to
wonder whether colleges will be forced to increase tuition to pay for their expensive
investment in direct lending.




The Clinton Direct Loan program is neither cheaper for students nor taxpayers, is
likely to drive up defaulit rates, is adding to the government’s overall borrowing
burden, amd is increasing taxpayers’ risk. Yet, despite all of these shortcomings, the
Education Department is mobilizing a huge new (ederal bureaucracy to manage this
burgeoning program. The Department has already added XXX new employees to its
ranks and spent $XXX millions in federal contracts to create a service already being ably
provided by private industry. And again, this behemoth federal program offers no
discernible benefit to either students or the American people.




MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU’VE HEARD)

MYTH1

“Students are better off [under the direct loan program) ...and the country is better off
because we 're going to have more people going to school.” President Clinton
(Associated Press, September 11,-1995)

FACT 11 How are students “better off” by having to pay more for their college
education? By conscripting students into the direct lending program, the President is
denying them consumer choices and forcing them to forego the money-saving programs
they otherwise would have been eligible for under the guaranteed loan program. A
student with $17,000 in federal loans could save as much as $1,800 through private loan
repayment plans. How does raising the cost of college for millions of students translate
into “more people [will be] going to school?

MYTH 2

“Congress is ...cutting almost every important program (o help qualified students go to
college.” Richard Riley, U.S. Secretary of Education, Media General, September 10,
1995

FACT 2: Not true. In fact, this Congress increased the size of Pell Grants to their
highest levels in history. While Congress has attempted to cap the growth of the Direct
Loan program at pilot levels, there have been no cuts in federal student loan programs.
Republicans have no intention of limiting the availability of loan funds for students and

MYTH 3

[Republican budget cuts are] “going to come largely out of students’ pockets. It will
certainly reduce the probability of students completing college.” Michael Smith, U.S.
Undersecretary of Education, Boston Globe, September 12, 1995.

FACT 3: What is coming out of students’ pockets are the extra financing costs which the
Direct Loan program is imposing on them. Students in direct lending miss out on
potential savings of hundreds, even thousands, of dollars in borrowing costs that are
available through private lenders If anything, the guaranteed loan program makes college
more affordable and is more likely to help students compiete college.




MYTH 4

[Republican budget propasals] “raised the rate of interest for every parent trying to
borrow to send their child to school. [I)t’ll cost the student himself or herself more for
that student loan.” U.S. Senator Edward Kennedy, CBS Sunday Morning, September 27,
1995

FACT 4: Wrong again. The interest rate on all federal student loans is identical
(currently 8.25%), whether or not that loan is through the Direct Loan program or the
guaranteed loan program. However, once borrowers enter repayment, the private loan
program offers an array of money-saving benefits that reduce interest rates and credit loan
ongination fees. Savings for students through the bank-based program can amount to
sometimes thousands of dollars, depending on how much they borrowed.

MYTHS

[The Direct Loan program] “is better for students, better for the schools, and, believe it
or not, it costs the taxpayers less money.” President Clinton, [llinois State University,
September [ 1, 1995

FACT S: Don't believe it. The Direct Loan program is more expensive for students,
provides funds to schools on a par with private industry loan delivery systems, and costs
taxpayers more moacy, sot less. According to the Congressional Budget Office, direct
lending at its legislated target levels will cost the American people an additional $1.5
billion over the next seven years.

MYTH ¢

“Perhaps the most important feature of the Direct Loan program is that you can now pay
bd)wbaumawajhmofdnpbmm-hnm
college.” President Clirson, Iliinois State University, September 11, 1995

FACT €: If that is the “most important” feature, it still falls short of the guaranteed loan
program. Under the bank-based program, student borrowers not only have the option of
repaying their loans as a percentage of their gross monthly income, but borrowers have
much more flexibility in determining what that percentage should be than they do in the




July 12, 1996

Bob,

I think the paragraphs below represent the data you needed
when we talked a couple of days ago. This was the request that
came out of the Rose, Scott, et al. meeting.

During the first three federal fiscal years of Direct Loans
(1994, 1995, and 1996) the FDSLP is expected to lend $17.7
billion to 2.1 million borrowers. The FFELP is expected to lend
$58.9 billion to over 7 million borrowers.

This year, FFY 1996, we expect $15.2 billion in FFELP loans
and $11.5 billion in Direct wLoans. Put another way, the FFELP is
expected to make 57 percent of the loans this year. For FFY 1996,
the FFELP volume will represent about 43 percent of all federal
student financial aid and 32 percent of all federal, state, and
institutional aid.

Between 1965 and 1955, the FFEL Program furnished a grand

.~ total of $204 billion in 75 million loans to over 50 million

borrowers. The $204 billiocn represents about 50 percent of the

1 $410 billion in total federal aid furnished over this 30-year

time period.

During the Reagan-Bush years, federal financial aid grew at

‘an average annual rate of 4.1 percent. During the present

Clinton administration, federal financial aid has grown at an
average annual rate of 13.6 percent. (There was a 24 percent
growth between 1992-93 and 1993-94.)

This is it for now. If you have further questicns, please
do not hesitate to ask them. You should also know that some of

the statistics reported above are estimates. If you need to know
which ones, I have a record.

‘Happy Trails,

Jerry
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RESPONDING
TO
CLINTON/DEMOCRAT CHARGES
ON
STUDENT LOANS

CANDIDATE'S PACKAGE
on

Federal Student Loans

September, 1996




READING THE FINE PRINT
ON DIRECT CLINTON LOANS

Republicans are being attacked on the issue of student loans. These attacks suggest that the
Republican Congress has somehow cut aid to students. The facts are otherwise, but entail details
about student loan policy sometimes difficult to raise in a campaign. To set the record straight and
avoid being put on the defensive, candidates need to know the fine print of what Clinton has
supported in student loans. Inaccurate attacks on Republicans need to be responded to, simply and
accurately

The Student Loan Issue: Framing the Issue

Democrats are succeeding in framing the student loan issue so as to put all Republicans on the
defensive. They say: "Republicans want to cut student loans The 1ssue needs to be reframed:
Republicans have not cut the availability or benefits of student loans. In fact, during the Republican
controlled 104th Congress, more students and families relied upon and received federal student loans
than ever before

Millions of students and their families and college financial aid officials across the country agree
with the Republicans: that federal student loans are best administered by the private sector
where students can reap the benefits of private sector competition for borrowers.

Candidate's Package

The attached information package sets forth the facts and should be used as a basis for countering
misinformation and faise claims being put out by Democratic candidates

S —— ..Page3

Legislative History Page 4

Top Ten Things About the
Clinton Loan Program

Myth vs. Fact.

Historical Background on the
Federal Student Loan Program




BACKGROUND

In 1993, Congress approved a program proposed by the Clinton Administration called the Federal
Direct Student Loan Program (FDSLP), which gave the U S Department of Education authority to
undertake a program under which federal education loans were made directly to students from the
Federal Treasury. The new program affected neither the eligibility critenia nor benefits available
for federal student loans. Rather its lone innovation was a new delivery mechanism for disbursing
loans which centralizes more control in Washington and costs several hundred million dollars to
create computer capabilities already present in states and in the private sector

In its first year, Congress authorized the Department of Education to make as much as 5% of student
loans through this pilot program, growing to 50% by the third year. Schools could apply to
participate in FDSLP or remain with the traditional guaranteed program, under which the federal
government-guaranteed loans are made through private lenders under the same terms and conditions

While some proponents of the new direct loan program claimed that the FDSLP would result in
considerable savings to taxpayers, subsequent independent analyses by both the Congressional
Research Service and the Congressional Budget Office (CBO) revealed that not to be the case. In
fact, CBO concluded that direct lending under the FDSLP was substantially more expensive than
the guaranteed student loan program. Meanwhile, others began to question the government's ability
to administer this program, especially with regard to collection.

Along with budgetary concerns, many in Congress began to doubt the wisdom of creating another
federal bureaucracy within the Department of Education to administer the FDSLP. As a result, a
bipartisan effort within the Congress emerged during the 1995 budget debate to cap the growth of
the direct loan program.

Despite public comments to the contrary by proponents of direct loans, there are no Republican
proposals that would inhibit students access to loans or increase the cost of student loans for
borrowers. Candidates should note that the House passed version of the Balanced Budget bill in
1995 included a reduction in the borrower interest subsidies on student loans. These provisions
would have increased borrower costs dunng the in-school period, but were part of an overall
package that would have balanced the budget and led to lower overall interest rates on all loans,
including student loans, had it been enacted. On balance, borrowers would have benefited from
enactment of such Balanced budget legislation. In fact, the last major expansion of federal student
loan eligibility occurred during the Bush Administration with the enactment of the Higher Education
Amendments of 1992.

By attempting to curtail the growth of an untested and potentially budget busting direct government
loan program, Congress has tried to strengthen and stabilize federal student loan programs, thus
ensuring their integrity and availability for future generations of student borrowers. Federal

lawmakers are not considering imposing limits on the availability of loans for higher education, nor
were any such limitations made part of the Balanced Budget Act which the President vetoed. The

President's suggestions to the contrary are not simply untrue, they also foster unwarranted anxiety
among students and their families




Legislative History

Responding to mounting pressures to balance the budget, various proposals were made to reform
entitiement spending on student loans and other areas. In Fall 1994, then Office of Management and
Budget Director Alice Rivlin proposed eliminating the current practice of allowing students to carry
their subsidized federal loans "interest free” while in school. An early, non-binding budgetary
resolution adopted by the House in 1995 contained this same recommendation Various other, more
modest proposals to reduce subsidies on student loans were considered throughout the budget
debates  Ultimately, though, the Congress agreed upon savings to balance the budget which
preserved all existing loan benefits for students. The Balanced budget plan, vetoed by the President,
would have instead saved $4.95 billion from reforms in the administration of the student loan
program, mainly by requiring private sector providers of student loans to bear more financial risk
and reducing fees paid to them. Savings ($1.6 billion) were also achieved by curtailing the size of
the costly new direct government loan program. Wide access to loans for students attending eligible
schools across the country was preserved and loan volume was slated to increase by 50 percent over
the seven-year period. Tax Code provisions of the same Balanced Budget bill would have reinstated
a student benefit that was lost in 1986--once again making it possible to deduct a portion of the
interest paid on student loans. Separate appropnations legislation that was later approved by
Congress and enacted into law included the largest one-year increase in the maximum Pell Grant
(up $140 to §2,470), the mainstay program of financial grant assistance benefiting low-income
students and families




TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON'S DIRECT LOANS HURT STUDENTS

That's right, hurt students!! For a President who talks about fedeiai tax credits and federally
subsidized college scholarships to lower the costs of higher education, the President's own loan
program is actually more expensive for students. Students who take out a direct loan, are not
eligible for many of the money-saving programs offered by hundreds of private lenders. A student
with §17,125 in loans, can save close to $1,800 in financing costs through private sector repayment
programs. The Clinton Direct Loan program is needliessly increasing the cost of college for
millions of students!

CLINTON'S DIRECT LOANS ARE MORE COSTLY TO
TAXPAYERS

The Clinton Administration convinced Congress to pass the Direct Loan program by promising that
it would save taxpayers millions of dollars Three years later, direct lending experience
demonstrates just how false these claims were. Both the nonpartisan Congressional Research
Service and the Congressional Budget Office -~ each with its own independent analysis — concluded
that direct lending offered no savings to the American people! The CBO concluded, in fact, that
abolishing the Direct Loan program would save the government $1.5 billion. With that kind
of savings, the government could afford to write a $100 check to each of the country's 15 million
college students.

THE GOVERNMENT HAS A PITIABLE RECORD AT LOAN
COLLECTION

The last time Congress placed the responsibility of collecting student loans in the hands of the
government it was 3 disaster! In fact, loan collection was so mismanaged and enforcement of rules
s0 lax, under the Federally Insured Student Loan program that Congress abolished the program in
favor of private sector loan collection. In the end, this program collected only 20 cents on every
dollar loaned. Traditionally, the government is much better at giving out money than it is at
collecting it. Can we expect better of today's Department of Education? Doubtful. Just this past
spring for example, the Department experienced a processing backlog of close to one million
financial aid applications, creating anxiety about the availability of student aid for hundreds of
thousands of families. Consider the experience of our neighbors to the north The Canadian
government did such an abysmal job at collecting student loans, it recently asked private lenders to

take over this responsibility.




4. STUDENT LOANS ARE PLENTIFUL

Despite Democrats drumbeat of warnings that Republicans are slashing student loan funds, the fact
is that there have been no such cuts. On the contrary, thanks to Republican efforts that began under
the Bush Administration, and continued under the Republican controlled 104th Congress, student
loans are available to more students today than at any other time in our nation’s history. And while
President Cunton promised to increase grant moneys for higher education, it was in fact the
Republican controlled Congress that has raised Pell Grant levels to their historic high

THE CLINTON LOAN PROGRAM IS LIKELY TO DRIVE UP
DEFAULTS “

Another misleading promise of the Direct Loan program was its pledge to decrease student default
rates. By allowing students to pay off their loans as a percentage of their gross monthly incomes --
and, not incidently, forgiving the loan if it is not paid off in 25 years -- the Clinton Administration
reasoned that such ease of payments would dramatically decrease defaults. The nonpartisan
Congressional Research Service (CRS) however, concluded that such a plan could likely increase
defaults. A CRS report said that direct lending is "largely irrelevant as a means of reducing” default
rates and costs and that the program "may well increase default costs." Moreover, where the private
sector administered loan program requires holders to assume 2% risk in defaulted loans and must
meet government collections standards to receive any reimbursement. The government assumes
100% of the risk under direct lending regardless of the quarterly of collection operations. With $58
billion of loans made to date, even the two percent differential adds significant costs per year to
the American taxpayers.

THE CLINTON LOAN PROGRAM IS A HAVEN FOR TRADE
SCHOOLS

In a shameless effort to increase loan volume under the Direct Loan program, the Education
Department has opened the program to a high percentage of trade (or proprietary) schools, which
traditionally have higher default rates than regionally accredited colleges and universities. Of the
more than 500 schools which have signed up for the third year of direct lending, a full 60% are
proprietary schools such as Bjomn's Hairstyling Academy, Suncoast School of Massage; Academy
of Healing Arts, Massage & Facial Skin Care; Divers Academy of the Eastern Seaboard; Modern
Welding School; and Northwest Nannies Institute and Oklahoma Horseshoeing School. The high
concentration of trade schools in the program is in direct conflict with Congress’ mandate to keep
the mix of schools balanced




7. PRIVATE FUNDS ARE DELIVERED AS EFFICIENTLY AS
DIRECT LOAN FUNDS

Technological advances and industry-wide cooperation among private loan participants have led to
dramatic improvements and efficiencies in the delivery of private funds to students. The entire
processing and disbursement of student loan funds has been standardized and streamlined, virtually
eliminating the need for paperwork. Not only is application information shared via computer
networks, but funds are also delivered electronically. Some direct lending schools, however, have
reported problems. The Ohio State University newspaper reported over the summer that students
at OSU, Ball State and Shawnee State, all institutions participating in direct lending were
experiencing delays because, as one financial aid official said, "the program doesn't work well with
large amounts of loan records.”

8. COMPETITION WITHIN THE LOAN INDUSTRY WILL
CONTINUE TO BENEFIT STUDENTS

Competition among private lenders, guaranty agencies, loan holders and servicers has made
shopping for a student oan a buyers market over the past few years. Many industry participants
with the ability and desire to review responsible borrower behavior, are offering borrowers an array
of discount programs for on-time payments, cuts and rebates of loan origination fees, a variety of
repayment programs, and higher standards of customer service. This competition, which will
continue with or without direct lending, means cheaper student loans and better service to the
student borrower.

9. THE CLINTON LOAN PROGRAM HAS GROWN MOSTLY
THROUGH INDUCEMENTS

The Direct Loan program has not grown to more than 37% of loan volume in the past three years
because schools view it as a better program. But rather because the Clinton Administration is
actually paying schools to participate in the program? In the first two years of the program, for
each student borrower receiving a loan through the direct lending program, the Department of
Education has paid out the schools $10 per loan to induce them to participate in direct lending.
Congress has not authorized the payment of this subsidy for the 1996-97 school year which will help
level the playing field between the two programs. One has to wonder whether colleges will be
forced to increase tuition to pay for their expensive investment in direct lending or whether in the
absence of the Education Department's bribes, direct loan institutions will remain in the program.




10. CLINTON LOANS ARE CREATING A MASSIVE NEW FEDERAL
BUREAUCRACY

The Clinton Direct Loan program is not cheaper for students and is more expensive for
taxpayers. It also adds to the government's overall borrowing burden, increases taxpayers'
risk and likely increases default rates.. Yet despite all of these shortcomings, the Education
Department is mobilizing a huge new federal bureaucracy to manage this burgeoning program. The
Department has already added 200 new employees to its ranks and is committed to spending over
$800 million on loan servicing for loans already made, a number that increases dramatically each
year the program is in place. And again, this bureaucratic behemoth offers no discernible benefit
to either students or the American public.




MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

MYTH 1

"Students are better off [under the direct loan program] ...and the country is better off because we're
going o have more people going to school.” President Clinton (Associated Press, September 11,
1993)

FACT 1: How are students "better off" by having to pay more for their college education? By
conscripting students into the direct lending program, the President is denying them consumer
choices and forcing them to forego the money-saving programs they otherwise would have been
eligible for under the guaranteed loan program. A student with $17,000 in federal loans could save
as much as $1,800 through private loan repayment plans. How does raising the cost of college for
millions of students translate into "more people [will be] going to school?"

MYTH2

"Congress is ...cutting almost every important program (o help qualified students go to college.”
Richard Riley, U.S. Secretary of Education, Media General, September 10, 1995

FACT 2: Not true. In fact, this Congress increased the size of Pell Grants to their highest levels in
history. While Congress has attempted to cap the growth of the Direct Loan program at pilot levels,
student loans would have remained available to all students in the lower cost guaranteed loan
program. There have been no cuts in federal student loan programs. Republicans have no intention
nor taken any action to limiting the availability of loan funds for students and their families.

MYTH 3

[Republican budget cuts are] "going to come largely out of students’ pockets. It will certainly
reduce the probability of students completing college.” Michael Smith, U.S. Undersecretary of
Education, Baston Globe, September 12, 1995.

FACT 3: What is coming out of students' pockets are the extra financing costs which the Direct
Loan program is imposing on them. Students in direct lending miss out on potential savings of
hundreds, even thousands, of dollars in borrowing costs that are available through private lenders
as repayment incentive. If anything, the guaranteed loan program makes college more affordable
and is more likely to help students complete college.




MYTH 4

[Republican budget proposals] “raised the rate of interest for every parent trying to borrow to send
their child to school. [T]t'll cost the student himself or herself more for that student loan.” U.S.
Senator Edward Kennedy, CBS Sunday Morning, September 27, 1995

FACT 4: Wrong again. The interest rate on federal student loans is identical (currently 8.25%),
whether or not that loan is through the Direct Loan program or the guaranteed loan program
However, once borrowers enter repayment, the private loan program offers an array of money-
saving benefits that reduce interest rates and credit loan origination fees. Savings for students
through the bank-based program can amount to sometimes thousands of dollars, depending on how
much they borrowed.

MYTH §

[The Direct Loan program] "is better for students, better for the schools, and, believe it or not, it
costs the taxpayers less money.” President Clinton, Illinois State University, September 11, 1995

FACT S: Don't believe it. The Direct Loan program is more expensive for students, provides funds
to schools on a par with private industry loan delivery systems, and costs taxpayers more money,
not less. According to the Congressional Budget Office, direct lending at its legislated target levels
will cost the American people an additional $1.5 billion over the next seven years.

MYTH 6

"Perhaps the mast important feature of the Direct Loan program is that you can now pay back your
loans as a percentage of the income of the job you have when you leave college.” President Clinton,
[llinois State University, September 11, 1995

FACT é: If that is the "most important™ feature, it still falls short of the guaranteed loan program.
Under the bank-based program, student borrowers not only have the option of repaying their loans
as a percentage of their gross monthly income, but borrowers have much more flexibility in
determining what that percentage should be than they do in the Direct Loan income-contingent
repayment plan.




THE FEDERAL STUDENT LOAN PROGRAM
HISTORY

Today, student loans represent the largest and most important source of student financial aid in
America. Without question, the student loan program has opened the doors of educational
opportunity to millions of Americans who could not otherwise have pursued it. The public-private
partnership has kept pace with surging demand, delivering more that $200 billion in student loans
since the program's inception. The Guaranteed Student Loan Program (GSLP), now called the
Federal Family Education Loan Program (FFELP), was created in 1965 in conjunction with the
Higher Education Act of the same year.

The GSLP was originally designed to assist middle-income families caught in a cash-flow pinch
occasioned by college costs. While recognizing the importance of investing in human capital
through education, federal policy makers opted for a public-private partnership -- rather than a
centrally administered and financed government program -- to deliver student loans

As the program evolved, private sector lenders, Sallie Mae and a number of non-profit secondary
markets provided the capital for the GSLP, principally state agency guarantors and a few non-profit
backed and processed loan guarantees, schools helped students gain access to the loan program; and
the federal government reinsured guarantors, subsidized interest rates and exercised legislative and
regulatory authority over the program.

The program has grown exponentially in volume and scope over the years. In 1972, for example,
Congress extended financial aid to students attending proprietary for-profit trade and technical

schools, opening a vast new use for student loans. As the program grew, the federal government
abandoned its failed attempt to manage the program directly in states that lacked a guarantor. The
Federally Insured Student Loan program (FISL) was scrapped in favor of a decentralized network
of guarantors.

In 1978, the GSLP was expanded to include every student by removing a needs test from GSL
eligibility. Then, in the face of surging demand and program costs, Congress in 1981 reinstated the
need test and created two less costly, unsubsidized loan programs, one for independent students
(SLS), and one for parents of dependent students (PLUS). The 1992 amendments to the Higher
Education Act greatly expanded access to middle income families through an unsubsidized loan
program that is available to any student regardless of need. Improved accountability measures
including stricter oversight of trade schools, were also introduced that have helped cut default rates
in half, from 22 4 percent to 11.6 percent.

Omnibus budget legislation in 1993 added increased risk and reduced fees the government paid to
the private sector. Much of the savings from these changes ($4.3 billion) were plowed into reducing
the loan fees students pay and capping borrower interest rates at lower levels under both the
guaranteed program and the newly-established direct government loan program. With the Higher
Education Act due to be reauthorized again in 1997, further restructuring of the guaranteed loan
program is anticipated to assure even greater accountability and cost efficiencies for the taxpayer
while maintaining wide access to loan funds for Amenica's students
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READING THE FINE PRINT
ON DIRECT CLINTON LOANS

Republicens sre being sttacked on the issue of student loans. Thess stiacks suggest that e
Republican Congress hes somehow o1t aid 10 sudants. The faots are otherwish, but emmsil desails
shout wudent loun policy sometimes difcult to reles in & campaign To sst the resard ecruight aad
wvoid being put oo the deferwive, candidetss meed to imow the fise print of what Clistos bas
suppertad in sudent lowns. [naccurats exacks on Reyublicans rowd 1o be respondad to, simply sad

" sosarataly.

Ths Sadent Loan lovusx Framiang the lnue

Demecrats are sucosading In framing the studeat loan e 00 a8 20 put all Rapubliesns eu the
dafensive. They say: “Rapublicans weat to ot stodent loans.  The insue aeeds 10 be refumed:
five aot ax the evailehlity or benetits of sudent losns. In fact, during the
cantrolled 104¢th Congress, more studesss end fiiilis refiod upon and received Rdearal sudent lowss

than cver bafore.

Millloas of stdents sod their families $ad college Gasacia] ald officials across the coumtry agres
with the Republicens: thet faderal student loans are bert admimistered by the private sscesr
where stidents can reap the benefits of privats sectdr compatition for béirewers,
Candidste's Packags

The wttashed ixfarmetion peckage sets Rrth Bhe Miats and shouid be used &3 a basis for counsering
oisisforowtion snd filss claims being pos out by Democratic candidates.

Baskgreusd.. . : Fagpe 3

Legisiative Eistory. : Pagn 4
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BACKGROUND

In 1993, Congress approvad & progren ropossd by the Climan Admisigtration called the Fedeoal
Direst $tudect Loen Program (FDSLP), which gavo the US. Depmrtment of Education eutherity ©
usdertala & progrem under whish foderal education logns ware mede directly to amrudents fram the
Fedarel Tressury. The mew program affectsd aither the cligibifity oritaria nor beeefies avalishble
for federal studert loane. Rather its joos movation wes & pew defivery mechanisn for dishursing
loens which cerrrulizes mote control o Washingtog end costs several busdred milllon doliars 10
mwap-bﬂiﬁu“ymhm-dhbpﬁmm.

It: izs §iryt year, Congress uthorized the Departre of Bdumtion 1o make a3 much ¢3 3% of etudan
losss through this pilot program, growing 10 50% by the third yesr. Schools could apply to
participste in FOSLP or romgin with the traditional guarsatesd programn, under which the figderal
SOVarnmment-gusranceed loans are made trough private kenders under the sams Loy and coaditions.

While som proponcats of the now direct josn program claimed thar the FDILP would cesult in
cousidersbic yavings to txpeyers, subsoquent ndepandent snalyses by both ths Cosgressiaml
Rescarch Service and the Congreasioss Budgm Office (CBO) revesled that 2ot to be the case. 12
fiot, CBO enncluded that direct landing under the FDSLP was subetentially are expassive then
the guareated studen joen progrem.  Mamwhils, others begas to question the governmment's ehifity
10 adminimer this program, especially with regard to caljection.

Along with budgetary coscmms, magy in Congrern begen to demix the wisdom of cresting saather

Zederul burcaucracy within the Department of Bducstion 10 edounister the FDSLP. As & result, &
biperisan effort witlin the Congress anerged during the 1995 budget dobata Lo cap the growth of
the direct {os2 program.

Despite public cocmments 10 the contrmry by propooents of divoct loecs, thare are 50 Republissn
proposals that wouid fohibh sudents accets 10 loans or increass the cox of studext losms for
borrowers. Candidetes should nots thet the House pacsed version of the Balenced Budget bill i
1995 inciuded 3 reduction in the borrower interest subsidies oo srudat logas. Thees provisions
would heve incressed borrower costz during te in-schoo! period, but wers purt of s ovenall

that weuld have talaneed the duxiget aad lad 10 lower oversll rneres rates on all loass,
incinding student loans, had Kk becn emotsd. Ou belases, borrowers would have beacfited fiom
estcamens, of sush Ralsaced budget legisistion. fn ez, the lest msjor expension of federsl studant
lomn alighility consred during the Bush Administrazion with the esactment of the Migher Bduoation
Amendsvente of 1902.

By sstenapting to curteil the growth of &0 uzteried sad pownsially budget busting direct government
{oan program, Congress bas tried 10 strengtien and stabilins Aderal sxudert joan programs, thus
somiring their integrity and evailabilty for fiture gesarsons of studers borrowers. Fedenl
lewmmakers 4re a0t cossidering impoang (irvts on the evailshifity of (oans for higher educmion, nor
wera eny much Emitstions made pert of the Belenoed Budget At which the President vewoed, The
President's sugpostions L0 the contrary are act simply untrue, they also foster vewwrrwned amdery
unoag Rudonts end their femilies.
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Legislative Histery

Responding to mounting pressures 10 daiance the dudget, viricus proposels were meds to veferm
ectitiemnant spexing an studen losns and other ercss. In Fall 1994, theo Ofce of Mensgement snd
Budgst Director ABoe Riviis proposed elminering the curmes practice of sllowing students 1o carry
thalr subsiizcd fedaral Joans *increst fee” whils in shoel  An esrly, noe-binding budgemery
o rosolution adopred by the Houss in 1999 coctuned this srse resermmendstion. Varicus other, mese
modest proposals to reduce subsidise on Ruder? losny were cansidersd throughou: the budget
debetes. Ultimataly, though, the Congress egresd upon tavings 10 balance the budget which
prossrved all gusting loan benefits O swdents. The Balsnood budget plar, vetoed by the Prasident,
would bave instesd sgved $4.9$ bdBog from reformu in the adminisoranon of the student loss
progrem, msinly by requiring privets sector providurs of swudeat loazs to desr more Sosesial sisk
and reducing fhes peid o them. Saviags (31.6 billion) were aiso achioved by curtailing the sias of
the coetly nsw direct governmans loan progron. Wide access 1o Ioens for students sttending eligible
schools eoroms the eoustry was preserved and jows vohums was dsted 10 increase by SO parcaat over
the seven-yetr pariod.  Tx Code provisions of the sems Balsnosd Budgst bill would beave reiaststed
t student benafit that was lost ia 1986—ance again maicag it postible to deduct o portion of the
intorest peid on cuden: loens. Separmo eppropriations legidation that was leter spproved by
Cougreas and enanted into brw instuded the largen oaeyvar increase in the mmexcrmum Pall Grant
(up $140 1o 32.470), the ouinngy pregram of fnaaciyl graxt essistanee benefiting low-insowe
saudents epd threihien s
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TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

1. CLINTON'S DIRECT LOANS HURT STUDENTS

That's cight, hart students!! Fer s President who alia ebous federa) tax crediis and fodamily
sbeidized coliege scholarships to lower the coqs of bigher education, the Prasident's owa losn
progrem is sctuslly mare expansive for studons.  Studerms who take out & drect logn, are aot
clighis for many ef the money-saving progrums offered by lumdrads of private leaders. A shudomt
with $17,125 i loszs, can save clese to $1.800 i Suancing cost1 through private secior repeysnest
progrems. The Clineen Direct Losa program & wewdletsly iacreasing the cost of collags for
rollliens of rtudests!

2. CLINTON'S DIBRECT LOANS ARE MORE COSTLY 7O
TAXPAYERS

The Ciaron Adminiszretion comvinead Congress to pess the Dire: Lo program by premising that
# weuld save txxpayery milllens of daliars. Thres yesrs lster, direct leading expericmce
Servics and the Congrossional Budge: Office — each with it own indepeadent smalysis — ecnslinded

ther divect leading offersd 8o savings (3 the American peoplsl The CBO conchaded, in fict, thet
abelishing the Direet Loun progrum would cave the goverament $1.5 bllllen. Wigh thes kind
of sevings, the gUvErmmens oouid sfihrd to writs « $100 check (o each of the country's 19 asilice
collegs sadents.

THE GOVERNMENT HAS A PITIARLEY RECORD AT LOAN
COLLECTION

The lssx tims Comgrens piaded the respoasibility of cofiecting student lomns in the hands of the

£ was e dmuier! In foct, Joan cofiection was so misanaged ead stfroament of rules
0 Jox, under the Redarylly Innsred S0stent Loan program thas Congress abelished the program i
favor of privass secsor loen callectien. In (he end, this program collected oaly 20 cents on every
dollsr joancd.  Truditioually, the povernmant is much better o2 giviag out monsy das & Iy at
collecting it Can we expect betser of today's Deportracet of Education? Doubtefol. Jast this past
speing for example, tha Departmmet experienced 1 processing backiog of close ® one million
financial sid spplications, cresting emucty sbout the aveiability of studeat sid for bmadreds of
thosssnds of families Cooslder the expericnoe of our ssighbors 10 the north.  The Camadian
povemment did such 12 abyumal job &1 caliecting studan: [oans, it recemtly asked privets lendars to
taks gver this responsibility.

0071
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o
4. STUDENT LOANS ARE FLENTIFUL

S, THE CLINTON LOAN PROGRAM IE LIKELY TO DRIVE UTr
DREFAULTS :

6. THE CLINTON LOAN FROGRAM I§ A HAVEN FOR TRADE
SCHOOLS ' :

In 2 shamelese ofrt 10 inwrwees loaa volums wndar the Direct Losn progmem, the Bdusstion
Deperemest hes opensd W progren (0 ¢ bigh of wade (ot proprictary) schools, which
tredithenally bove highc defioil reted than sccrwtived solleges amd vriversitica. OCthe
mare then 300 schools which have sigeed up for the thind yeer of direct landing, « full G0% arv

sshools such &4 Bjorrs Lisiryling Academy, Saacoes Bchool of Message; Academy
of Hasling Arcr, Mossage & Facial §ida Care: Divers Acadastry of the Besttrs Seabosrd; Moders
Weiding $obool; and Northwest Nessies institom and Okishome Hocesshosing Sehoel. The bigh
conomntration of erade schools in the program it in direct eoafic with Comgress’ mumdute o leep
s mix of sobouly balansed,
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7. PRIVATE FUNDS ARE DELIVERED AS EFFICIENTLY A8
DIRECT LOAN FUNDS

o Techmalagical sdvences and indusay-wide cooparasion enoag privero leen partinipanis heve led
dramatic improvements and efficiencicy in the delivery of privese faads 0 mudentz The emire
procsssing sod dishrsemcn: of udent losn fiunds bas becu standerdizad snd streamiingd, virnsally
elimingsing tho need for peperwork. Not culy ls-spplication inbinaction shered via computer
ncewarks, dut Amds o also deifvared eloctronically. Some direct landing achools, hewever, have
reporsed problems. The Ohio State University sewspeper reported over the suzumer thet stadeuts

) st OSU, Ball State and Shewnas Stute ol inmittions perticipating in direst leading ware
experisncing dalsys because, ¢ one finsncial ald officis] eald. “the progrem dosm’t work wall with
large emouny of leea records * .

| 8. COMPETITION WITHIN THE LOAN INDUSTRY WILL
'1 CONTINUE TO BENEFIT STUDENTS

Competition smong private leaders, gusreaty agmcies, loan boldars end serviesrs hes mads
shopping for ¢ student ioan & buyers merket over the past fow years. Many industry perdelpans
with the abifty snd desire t0 review respeaaihie borrower bebevior, are offacing botrowart e acay
of discount programs £t on-tins peymoma, Gty and rebates of loan origiation fess, s vasiesy of
repsymdas programs, ehd bigher etandards of custotier servics. This competition, whish will
contises with er witheat divect lending, metns chesper student loans and bemer servies = the
student borrower. £

5. THE CLINTON LOAN PROGEAM HAS GROWN MOSTLY
THROUGH INDUCKMENTS

The Direct Losa progrem bas not grown 1o ore titn 3 7% of loan volupse in W8 pes: thege yesrs
becate schook view i 8¢ ¢-better pogram. Bz razher because the Clinteu Adminiseration &
scumily paytag schosh % participase fa the program? In the Syt 1wo yours of Yhe prageam,
sach seudant Sorrower Tecsiving & loan Through the dimct leading program, the Departeset of
Bducstion his paid ewt the schools $10 per loss 10 (nCuce e to perticipate fn diress landiag.
Congress bus 2ot emhoried the Payweent o ds subsidy By the 1996-57 school yeas which will beip
leval the ploying fleid betwemn the two pregams. Oac has 80 woader whether collnges will be
forced to morenss tuitise to pay for thelr expensive isvesmment in direct iendiag or whether ln the
sbeuncs of the Educazion Department's bribes, ¢irex logn tastitutions will remain in the progran.
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THE FEDERAL STUDENT LOAN PROGRAM

HISTORY

Today, studam losas repreess the lergant snd most imporan: scuce of studess Suenciel ald in
America Without question, the studect loen progrem has opened the doers of edudstionsl
opportasisy to millicas of Amaricens who could aot otherwiso bave pursued k. The publie-privete
Mummmmummmmmnmu
since the proguns tnceprdon. The Student Lotn Program (GSLY), now called the
Federul Panily Educetion Loan Program (FFELP), was crested in 1965 in aampumction with the
Higher Bduostion At of the ssmes yoar.

The GSLP was originally desigeed to aasint middie-incame Gxmilies caught ln 4 cash-Gow piwch
cccasioned by coliegs costs.  While recognizing the importance of investing ic baxnan capital
thoough educstion, federsl policy makers opted fr & public-privaic pertnersitp — vether than o
camrelly administzred and fnesced goverament program — to delivar swdent loans.

As the program evolved, privase scoxor lendars, Salie Mae and ¢ oumber of non-pre@t sesssdery
markets provided the capital for the GELY, principelly siste agenioy guarantors and & fow som-prefi
backed end procemed losn gusrasises; schools belped stidents grin eo0ess T0 the loen program; end
the federal govermment reiascred gusraors, aubsdised imeres: rates sad oxarvised laglalative end
reguistory authority over the grogramn,

The progam ks grows expensanally {0 vohane 6ad ssope over the yesrs. In 1972, for cmple,
cmmmamunmwmmmu-“

schocls, opeciag & vant sew wee for mudent loans. As the progrem grew, the fadersl governmen
shendoned ita failed sttampt to manzge the program directly in Gates that lecked & guarsssor. The
Fedarally [oscred Student Loan progrem (FISL) was serapped in fivor of 8 decuntralised sstwork
of garentors.

In ISR, maﬂ:wqddwhﬁammtymua“ul-ﬂ.
ciighlity. Then, in the fics of surging dcmend and program essts, Congress in 1981 roinstesad the
oead sant ¢nd crasted two lets costly, unsubsicized loss programs, ose for independen stedasss
(SLY), and ane for parenty of dependet pudemts (PLUS). The 1982 emendomnts 10 the Jigher
Bducatien Act grexly expended sooess ™ midde income families through en unsubsidized loan
program thst is cvalishia ® oy rudent regerdiess of ssad. lmproved scoounubifity measures
tnciuding stricter oversigin of treds s0hools, were aiso isrroduced that have heiped ot dathal rumes
in belf, Gum 22.4 parawat (0 1.6 peresst.

Ouwnibus budget legielation in 1993 added iacressed risk sard redueed fom e governman: paid wo
the privese ssctor. Much of the savings fom these changas (4.3 billion) wane piowed mo reducing
the josa fhes studeats pey and capping bDorrower intevest races ot lower lovals under both the
guarextesd program and the aswiy-esisblished direct governmere loga programn. With the
Educatica A due to be resuthecized qgain m 1997, further restructitring of the gusrensesd
PIOgTE 3 amticipeand 10 LN even Erester ascoumtahility end cont efficlencios for the wempayer
wile mainzaising wids acoass 10 loun fnds tor Armerion's ssadents.,

11
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MYTH VS. FACT
NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPTIIX WHAT YOU'VE HEARD)

MY

*Syusiants are berwr off fundsr the direct lon progrem | _ and the coanry Is beiier uff Becaves we're
mbhwmzupbm:oukaol' Presidant Clinton (Associaied Press, Septamber 11,

1993)

PACT 1: How re studsnts "beder off by having 1o pay mere r their college education? By
conscripting studems into the direct lending program, the President {s denying them conmamer
chotoss and forcing them to forego the money-saving programs thoy otharwise would heve besn
ofigihie for undes the guersntasd loen progrem. A audem with 317,000 in foderal loans could mve
aa much as $1,800 through privats loaa repayment plins. How doss raising the cost of collsgs for
miliions of ctudents translate rato “mors people [will be] gaing o sahooi?

MYIEZ

“Congress s _.cutling aimust every hepartar progrem (o help qualified studemts go (o college. *
Richerd Rilsy, U.S. Secretary of Kducanon, Madia General, Sepmmbar |0, 1993

FACT 2: Notwue. In fact, this Congress ncresaad 1he ¢ise of Pall Grunts 10 their highnat lovels in
hisory. While Congress has srsernpand 1o cap the growah of the Direet Laoan program s pilot levels,
studens loans would bave remwised gvailsble to ol studems in the idwer cont guarantesd losa
progran.  Thace have bean 50 cuts in federal studert loan programs. Republicans heve so tension
Doy taken eny action W limiting the sveilabilty of losn funds for srudents and their taeilios.

MYTHR

(Repudlionn budige! cuts are] “gotng 10 come kargely oui of stxdemst’ pockess. [t will carsainly
rediecy she prodobilily of students compissing colisge.” Miches! Swith, U.S. Usndersecrattry of —
Zdvonsion, Mg Gilghe, Seprowder (2, [993. ¥

FACT 3: What is coming out of studemtst’ pociosts are the extre Snancing coss whish the Direst
Lomn pragrem is imposing ca them. Studens in direcs iending tiss owt on potenzial pevings of
bundreds, even thousands, of dollars in borrowing costs tha ore available through privam leaders
| s repsymem {acentive. [f uyything, the guarantesd loan program makes collags were affordabls
and s mare likely 10 help studeats sompiste collage

0074 .
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MITH4

[Rapublioan budge: propossls] “retsed S rew of tnierex o every parent rying 10 berrow (9 sund
o thetr ohild to sshoel [T}l cost the studewt hmself or hesseif more for thee suedent leen.® U.S.
Serator Edword Kavweady, CBS Svndoy Morring, Sapaamber 27, /995

FACT 41 Wrong egain. The inierest rate ou foderal sudent loans is idwuical (erremtly 8.29%),
whether o zot that loss it through the Direct Losa program of the guaraniesd loms program.
Flowever, 0008 barTowers entar rvpsyment, the peivats loan program effers ex arrey of seasy-
| saving bemefits thet resiuce irtacest razes and credit loan originetion fest. Sevings fr studests
Mhmmuwwvmdmdufhn-gmgh
zush they borrowed.

MYTHS

[The Direct Loan program] “is beswr for snedents, bower for the sciools, and, deliews it ar mey, 1t
ocasty the Kmpayery less meney.” Prevident Clrven, [irsis Sume Universtty, Sapromber 11, 1993

FACT & Domt belleve it. The Divect Loan program is more expensive for stadesss, provides fasds
10 schools an & par with private indoecry loxs defivery syscma, 08d eothh (nSpayers siere MONOY,
st las. Aceording ™ the Congressiond! Budget Office, direct leading t ity legisiated target levels
will cot the Ameriesn people an additiomal $1.5 blllica over the nect seven yeurs. ‘

MYIE£&

“Pevicps she motl imporkon foaters §f te Divect Loan program (s that yeu can pow pay baok your
Maam(ﬁmiﬁjﬂynm-ﬁnhaﬂq&' Pregident Clireon,

[imots Stese Univarsery, Sepesmber 11, 1993

FACT 6 I that i3 the “moxt importast” fhsnizre, 1t sl falls short of the gusinnseed less progras.
Under the bank-besed program, ssudem: borrowars sot onty beve the optioa of repaying thel loens
Y of their grom monthly insome. bt borrowers kave wwch more Sechiliny i
determining what thet peresaasge thould be than they o In the Dircs: Loan income-condagent
repoywant plea.

ie
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THE FEDERAL STUDENT LOAN PROGRAM

HISTORY

Today, studam |oass repressnt the lergan and most important scgros of sthudest fisancial ald fn
America. Withot question, the student losz peogram has opensd ths doors of educational
opporamity to axillioas of Americens who could oot otherwise bave pursued t. The ’
parmerdsp bas kept pace with dezund, defivering mare thet $200 hillios in udent loens
since the progun’s oeptian. The Studert Loxn Program (GSLT), now called the
Federnl Panily Eduostios Loen Program (FFELP), was cested in 1965 in comunction wizh the
Higher Bduostion At of the sams your.

The OSLP was originally desigesd to eamint adddle-lncome Gumiliss caught Ln a cash-Oow plach
oceationed by collegs costs. While reoognizing the importance of investing in laxnen capital
tirough educstion, fiders! policy malars opesd fr & public-private partnersiip ~ rather than o
camrally administered and fuaced goverament program ~ to deliver fiuden loans.

As the prograro evolved, privase sccior lepders, Sallle Mase and 3 sumber of non-prefit sesoadery
markets grovided the capttal for the QSLY; priacipally state agenoy guaramors and ¢ w sce-prafh
backnd end procemsd loan gusrestees schools balped scadents gain eooess T the loan program; and

reguistory euthority over tho grogrem.

Ths progran bas grown expensually (0 vohane 63d e0ope over the yesrs. [n 1972, for example,
Congress exzended financial sid o emdoxs arteading propristary for-profit trade end seshaiesl
schools, openiag & vast sew wee for mudent loans. As tha progrem grew, the fideral governmans
shandoeed its failed sttempt to mansge Bo program directly in sases that leched & guarsssor. The
Fedarally [nscrad Studeat Loss progrem (FISL) was serapped i fivor of & decuntrelised astwork
of guareaton.

mm wWNqﬁdmmmema“—i-u

. Then, in the facs of awging dcomad end program eosts, Congress is 1981 roinsteend the
audmnluu-dmhsudy unsubsicized l0sn progrems, one for indopenders shedusns
(31.8), sad one for paremmy of dependent studers (PLUS) The 1992 amendmenty 19 the Higher
Bducxtion Act grestly epanded p0oest T middle inceme families tirough an unssbsidized loan
program that is cveiishis 1 eoy wudemt regardiass of seed. lmproved accountabliiity measeres
including etricter ovarsigin of trede schools, were aiso inroduoed that heve haiped oxt defnit runss
ia half, fom 32.4 parcent 0 1.6 persem.

Ovnibus budget lagisistion in 1993 added incressed risk and reduced fom \be goveraman: paid w
the privete soctor. Much of the savings £om these changas ($4.) billion) were plowed into reducing
the Joen foes studcats pay and cappiag borrower tnaerest rats m lower lovels under both the
gusrmteed program and the aswly-essblished direct goveramere Joga program. With the
Educatioa AT dus t0 be resutherized egain i 1997, further restructiring of the pusransesd
programs i emicipaiad 10 LAY EVen Crexter ascountability end cont eficiencies for the txpayer
witle mainsaining wids acosts 1o losn fiunds for Americs's srudents.

i1
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‘ maintaining the guaranteed student loan prograa given the
@ availadility of direct student loans. W
vt »~
author » to suggest that Republican oppogition ¢to the
A
Mnuninigtration’s direct loan progras is oy affort to
L decresse the funding available for fedarally gueranteed student
loans. As you know, that lumum@wlot‘ly unfounded.

Republican opposition to direct lending is besed exclusively
oa the fact that, in the face of bDi-partisan recognitiem of the
benefits of privatising federal programs that 4o not serve core,

® governmental functions, direct lending would reverse s generation
of successful private sector funding and servicing of federal
student lcans. Por this reason, while Republican budget proposals

® uo\udnutmmm-orcmmumtmduw
direct lending, nons weuld have reduced the availahilisy offatudent

loans by aven one dollax. m.mm:mmm

hw-‘_ eding
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M Republican mo:d on studeat loans
o prondly. o
isa one Senator Dols &oﬂt ch.uplonA rather—than—ohrini—Le0dbv=____

Given the importancs of guarantsed student loans to the milljions of
tamilies with college-aged children, it is critical that Senator

9 Dole set the record straight about JRepublican Party views 00 Hee wess,
—gttodent-loans. The most effective vay to do ec would be for him to
repeatedly exphasize that the debate in Congress has been about how
._ such loans are funded rlthc.: than ebout wvhethar, and at what level,
such loans will be available to students and their families. He
should wwumt he and Congressiocnal Repudlicans
¢ favor maintaining the privately fundsd guaranteed student loan
program, vhile the President {ntends to replace it, and its 30 year
track record of success, vith an untested direct loan program that
¢ would make the Department of Education the mation’s largest lemder
| and dedt collector. Sisply pot, no one believes that the
Department of Education, vhose administrative prodlems are well

o knoun end legion, is up to the task.

® competition has made borrowing under the guaranteed progrem
significantly less expensive than under the Presidant’s direct loan
progran. Decause private lendsrs are discounting the integest
v rates and Zfees on many of these loans, the average student loan
borzower today can eave §1,000 or more during the life of his or
her loan over what he or she would pay on the same smount of

®  indabtetness wdar divect leding. While the Presidest 1l to 8
othervise, the truth is that déseop loans re Mq coar
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Attached for your use i{s a 'cu\didato@cmt' that ve have
davaloped and shared vit_h many Rspublicar Congressional candidates.
This document addresses s number of issues relstad to student
loang. Rapublicans bhave no reason to be defensive about their
stand on student loans and -hou.l.@!.n fact, point with pride to
their record.

Qleo oontact me if I can be of any further assistance. I a»
enxious for the Republican Party and Senator Dole to sst the record

streight on this iesus,

Sincerely,

2ose N. DiNapoll




08/11/96
or
08/12/96

08/12/96-
08/23/96

08/23/96

09/15/96-
09/17/96

09/17/96

Larry Hough, Sallie Mae CEO, mentions to

Haley Barbour, RNC Chairman, that Sallie Mae
staff was preparing information regarding stu-
dent loans. Mr. Hough believed these materials
presented a neutral side-by-side comparison.

Mr. Hough asks Ms. DiNapoli to send stu-
dent loan materials to RNC.

Ms. DiNapoli mails a copy of Loan Document to
Haley Barbour.

On September - DiNapoli pre-

pares draft 3 - to Scott Reed (Dole’s
Campaign Manager) 1icl "Candidate’s
Package" -- Ms. DiNapoli faxed the draft to
Nell Payne at Verner, Liipfert on September 16,
and received comments from Ms. Payne on Septem-
ber 17, but the letter was never finalized or
sent out.

In the morning, irh member of Con-
gressman Davis’ ks Sco Miller for the
"Myth vs. Facts" ; iller faxes to
Mr. Sirh at ] an Document which
yth vs. Facts."

At 1:48 p.m., the Loan Document was mistakenly
faxed to Congressman Clay’s office along with a
one page sheet regarding revenues generated by
privatization that Congressman Clay had re-
quested earlier that day.




LIST OF SALLIE MAE EMPLOYEES
INVOLVED IN THE PREPARATION AND
DISTRIBUTION OF THE LOAN DOCUMENT

Rose DiNapoli, Assistant Vice President!, Government
Relations, assigned Josh Dare the task of preparing a
draft of the Loan Document. Ms. DiNapoli participated in
various meetings which led )y the preparation of the Loan
Document. Ms. DiNapolil edi the draft Loan Document
and delivered it to h, an aide to Congressman
Tom Davis. We do not exact date on which the
Loan Document i Ms. Walsh but believe that
it was between July 1996. Ms.
DiNapoli also mailed Document to Haley
Barbour, Chairman ional Committee on
August 23, 1996.

Q.

O OMN
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Scott Mill Relations, on
Document to
in response

"Myths an ts" presenta-

(a sectio Loan Document). Mr. Miller also
participated in meetings which led to th reparation of
the Loan Document, d received a copy of Mr. Dare’s
initial draft of the Loan Document for lew and com-

ment .
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Kristin Clark Taylor, Vice President of External
Affairs, participated in a meeting with Ms. DiNapoli and
Mr. Dare prior to preparation of the Loan Document and
was given a copy of Mr. Dare‘s initial draft for review
and comment.

Gisela Vallandigham, Assistant Vice President Corpo-
rate Communications, reviewed and commented on Mr. Dare’'s
initial draft of the Loan Document and participated in a
meeting held on May 16 with Ms. DiNapoli, Mr. Dare, and
others which preceded the preparation of the Loan Docu-
ment .

Ross Kleinman, Director of Corporate Communications,
reviewed and commented on Mr. Dare’'s initial draft of the
Loan Document and participated in a meeting held on May
16 with Ms. DiNapoli, Mr. Dare and others which preceded
the preparation of the Loan Document.




Josh Dare, Corporate Communications Director, draft-
ed the original version of the Loan Document. Mr. Dare
also participated in a number of meetings with Rose

DiNapoli, Assistant Vice President,

and others which led to the
Document .

Robert Jackson, Vice
;:;pa ed in meetings wh
h L Docume 1
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Meeting attended by Rose DiNapoli, Scott Miller
(Government Relations), Bob Jackson and John
Reeves (Marketing) and Josh Dare (Corporate
Communications) to discuss development of a
point-counterpoint regarding the direct locan
program versus private sector federally spon-
sored loans.
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Josh Dare sends draft Loan Document to Rose
DiNapoli, Kristin Tayler and Bob Jackson. This
is the first time the term "Candidate’s Pack-
age" appears in writing on a circulated docu-
ment ,

Rose DiNapoli edits Josh Dare’s draft and
delivers final product by hand to Congressman
Davis’ Administrative Assistant, Kathy Walsh.




INTEROFFICE MEMORANDUM DATE: November 13, 1996

TO

Distribution

FROM Timothy G. Greene
Executive Vice Press

SUBJECT  Ethics Guidelpies for ing and Political Activity

The attached Ethics Guidelines have been developed to assist you in understanding the
applicable laws governing political activity such as making political contributions and fundraising,
lobbying, and providing gifts and entertaining public officials. To comply with these laws, Sallie

N Mae employees must follow these Guidelines which cover Political Activity, Lobbying Activity

and Gifts and Entertainment of Public Officials

Training programs will be provided to supplement the Guidelines as part of the
Company's ongoing ethics training. In addition, the Employee Standards of Conduct will be
amended to incorporate the basic features of these Guidelines

Please read the Guidelines carefully and sign and return the attached Attestation to the
Human Resources Department at your location. If you need additional guidance or clarification,
please feel free 10 call me, Bill Ginivan or Rob Lavet of the Corporate Law Division. In addition,

o please provide copies of this memorandum to any of your staff who may engage in lobbying or

political activities. Following the anticipated reorganization next year, these Guidelines will be

revised, as needed, to reflect the new structure

Distribution

Officers
Altorneys

Government Relations Personnel
Corporate Communications Personnel



ATTESTATION

I have reccived and read copies of the attached Guidelines covering Lobbying
Activity, Political Activity, and Gifts and Entertainment of Public Officials.

(Printed Full Name) (Signature)

(Extension) (Location)




ETHICS GUIDELINES FOR POLITICAL ACTIVITY

Employees of Sallie Mae may be solicited for political contributions
to candidates for federal office. The following are guidelines for making federal
contributions as well as engaging in federal political fundraising activities by Sallie
Mae and its employees. Guidelines for such activities involving candidates for state
or local office are also briefly discussed.

Making Federal Contributions
A. By Sallie Mae

Corporations such as Sallie Mae may not make contributions to
federal candidates, political parties or PACs. This includes using any Sallie Mae
funds. assets, facilities, or personnel to benefit such federal candidate, political party
or PAC

B. By Sallie Mae Employees

Federal contribution limitations for individuals making contributions
are $1.000 per candidate, per election (primary and general are separate elections),
$20.000 per national party committee, per calendar year, $5,000 per PAC, per calen-
dar vear, and $25,000 in the aggregate for all federal candidates. committees, and
elections in a "calendar year." A Sallie Mae employee and his or her spouse have
separate individual limits.

Please note that the $25.000 aggregate "calendar year" limit has
caused some confusion for large contributors because of the way the limit is applied.
For example, if an individual makes a contribution in 1997 to a candidate who is
running for election in 1998, the contribution is applied against that contributor's
1998 aggregate $25,000 calendar year limit, not the 1997 limit. You must make
every effort 10 ensure that your individual federal contributions stay within these lim-
is.

IL Federal Soliciting and Fundraising Activities of Sallie Mae Employees

Generally, federal law permits an individual to engage in volunteer
fundraising activity on behalf of a campaign. However, if a Sallie Mae employee
provides services to a campaign or uses corporate facilities, ¢.g., office supplies,
postage, phones, fax machines, or photocopiers, in connection with a fundraiser, then
the value of those services or uses may be considered impermissible contributions
from the corporation to the campaign. Therefore, each employee must limit his or
her fundraising activities as described below. Note that the following guidelines
cover fundraising activities and events directed to certain Sallie Mae employees (in-
ternal) or the general public (external) held on or off Sallie Mae premises. In addi




tion. Section B.6 addresses the special contribution exception that applies when an
emplovee conducts a fundraiser at his or her home

A. Internal Fundraising Activity - Solicitations Limited Exclusively To
Sallie Mae Officers

Corporations are generally prohibited by federal law from making
contributions or expenditures in connection with a federal election including the use
of corporate resources, facilities. or personnel to raise funds for a candidate. Federal
law, however, permits a corporation to use its facilities and employee services to
communicate to its executives on any subject, including expressly advocating the
election or defeat of a candidate and solicitations. Therefore. an employee may
engage in so-called "internal fundraising activity” where only Sallie Mae officers are
solicited. There is also an express exception for expenses borne by a corporation for
corporate-sponsored events at which a candidate appears such as a breakfast,
luncheon. or cocktail reception for a candidate to which only officers are invited.

This internal fundraising. if conducted in accordance with the follow-
ing procedures, will be considered a fundraising activity on behalf of Sallie Mae, but
will not be deemed an in-kind contribution by Sallie Mae. An officer may also use
his or her secretary and corporate facilities in connection with such fundraising
activity. The following limitations. however. apply

I A solicnitation, including an invitation to a fundraising event,
may be oral or in wniting. The solicitation should be prepared by the corporate
officer. The executive may not merely pass along candidate provided materials
unaccompanied by a solicitation prepared by an officer.

A solicitation may recommend a suggested amount for the
contribution.
3. A solicitation must inform the solicitee that contributions are
not tax deductible and that all contributions must be voluntary.

4. An officer may not engage in so-called "bundling” where the
executive accepts a contribution and forwards it 10 a candidate. Indeed, an officer
must not physically handle any contribution check, but rather, should provide the
contributor, if he or she wishes to make a contribution, with the address of the
campaign and advise him or her to send the check directly to the campaign.

<




§! An officer may not facilitate the making of a contribution by
providing postage or envelopes for any contribution. The officer should not even
distribute candidate provided envelopes. An officer, however, may provide the con-
tributor .ith the address of the campaign and a campaign provided contributor card
seeking contributor information. Moreover, if there is a candidate appearance, the
candidate or his or her representative may distribute envelopes and collect
contributions during that appearance.

6. If an internal fundraising event is held, invitees may only in-
clude Sallie Mae officers, and. on a limited basis, certain other individuals. Other
individuals who may be present at such an event include non-officer employees of
Sallie Mae who are necessary to administer the fundraising event, limited invited
guests and observers, and representatives of the news media

7 To avoid the administrative necessity of filing certain reports
with the Federal Election Commission, Sallie Mae should not incur costs directly
autributable to a communication (such as postage. phone. fax, and delivery charges)
directed to Sallie Mae officers expressly advocating the election or defeat of a clearly
identified candidate, if such costs exceed $2.000 for all elections in an election cycle.

8 All internal fundraising events must be approved by the
General Counsel's Office.

9. If a solicitation involves soliciting both internally and
externally (a dual event), the internal portion of the solicitation shall be treated under
this section [1LA. and the external portion of the solicitation shall be treated under the
rules set forth in section I1.B below. Further, prior approval of the General Counsel's
Office in consultation with outside counsel should be obtained for a dual event.

B. External Fundraising Activity - Soliciting Persons Other than
Sallie Mae Officers

In the case of so-called "external fundraising activity,” ie., soliciting
persons other than Sallie Mae officers, the limitations listed in Section [I.A above
(except A.6 and 7 which do not apply) must be followed. In addition, a Sallie Mae
employee must adhere to the following:




3 An employee's fundraising activities for personal contributions
must be completely voluntary

2 As a general rule, an employee must engage in fundraising
activities by himself or herself and not ask other employees, including secretaries. to
work on the fundraiser especially if those other employees are subordinates. An
employee, however, may direct other Sallie Mae employees to work on external
fundraising activity if Sallic Mag is paid for the market value of any corporate facili-
ties and employee services that are used in connection with such fundraising and the
pavment is made in advance of using the facilities or performance of services by
corporate personnel. The advance payment must be made by:

(1) the campaign benefiting from the fundraiser;
(2) a PAC; or
(3) the employee organizing the fundraiser.

The market value of Sallie Mae employee services for such advance payment
purposes shall be calculated as follows: $16 per hour for ministerial services (e.g..
secretarial services) and $30 per hour for non-ministerial services (g.g., fundraising
services). Please note that if a PAC or the employee makes the advance payment, the
payment is considered a contribution from the pavor and attributed to that payor’s
contribution limit, Le.. $1,000 per election. per candidate for an individual and
$5.000 per election, per candidate for a PAC. Also, an employee may use an outside
consultant. paid for by the employee. to assist him or her in working on the fund-
raiser. The amount paid to the consultant counts toward the employee's individual
contribution limit to that candidate since it 1s an in-kind contribution. An employee
must notify the General Counsel's Office in advance of all external fundraising activ-
ity so that use of corporate facilities and employee services may be properly paid for
in advance.

3. An employee. except an employee who engages in political
activity as part of his or her job such as an executive in the Government Relations
Department, may use corporate facilities in carrying out volunteer fundraising activi-
ties during normal working hours but such activity must be limited to one hour a
week or four hours a month, and then the employee must pay Sallie Mae within 30
days for any out-of-pocket expenses incurred in carrying out such activities (g.g..
long distance telephone, postage and photocopy expenses). An employee must
notify the General Counsel's Office as soon as these expenses are incurred so that
any use of corporate facilities is paid for properly. Such payments count toward the

-




employee's personal contribution limits because they are considered in-kind contri-
butions. An employee who is in the Government Relations Depariment must abide
by the advance payment requirement for use of corporate facilities or personnel as
outlined above in section I11.B.2.

4. If an employee, such as a higher level executive, has discretion
over his or her time, that employee’s services to Sallie Mae may not diminish in any
way due to his or her fundraising activities

5 If an employee does not have discretion over his or her time.
he or she may engage in fundraising activities only during non-working hours, such
as lunch. weekends. and in the evening

6 An employee may conduct a fundraising event in his or her
residence without making a contribution to the campaign. An employee may host a
fundraiser in his or her residence each election cycle and may pay for invitations,
food and beverages related to such fundraiser up to $1,000 if the employee is single
and $2.000 if the employee is married (Lg.. $1.000 per spouse). These payments do
not count toward the employee's or spouse's individual per election contribution limit
as described in Section [.B. However. if these payments exceed the $1,000 per
spouse, per election exemption for fundraisers held at an employee's residence, any
payments over that amount are counted toward the employee's and his or her spouse’s
individual contribution limits for that election. That excessive amount must also be
reported by the candidate on whose behalf the fundraiser is held as a receipt of a
contribution. An employee must also comply with the following when holding a
fundraiser at his or her residence:

An employee should engage in such fundraising activ-
ities by himself or herself and not ask other employees,
including secretaries, to work on the fundraiser, espe-
cially if those other employees are subordinates. If the
employee does use other Sallie Mae employees, how-
ever, the employee must abide by the advance payment
requirement for use of corporate employees described
above in section I1.B.2.

An employee, except an employee who engages in
political activities as part of his or her job such as an
officer in the Government Relations Department, may

5




use corporate facilities in carrying out such voluntary
fundraising activities during normal working hours but
such activity must be limited to one hour a week or
four hours a month and then the employee must pay
Sallie Mae within 30 days for any out-of-pocket ex-
penses incurred in connection with using those facili-
ties (e.g., long distance telephone, postage and photo-
copy expenses). Employees who engage in volunteer
activity more than one hour per week and four hours
per month and employees in the Government Relations
Department must abide by the advance payment
requirement for use of facilities described above in
section [[.B.2.

An employee may send out candidate prepared mate-
rial or a candidate prepared invitation to the fundraiser.
Candidate prepared materials must contain the legally
required language that contributions are not tax de-
ductible for charitable or other purposes.

Contributors must send their contribution checks
directly to the candidate, or if they prefer, they may
give their contribution checks directly to the candidate
or his or her campaign committee at the fundraiser. An
executive must not collect any contribution checks
before or after the fundraiser or provide postage or
envelopes in which to send the contributions.

Il Other Services Benefiting Federal Candidates

In addition to providing fundraising services, if services provided by
Sallie Mae employees or Sallie Mae facilities are used to benefit a federa! candidate
in any other manner, ¢.g.. preparing position papers for a candidate, expressly
advocating the election or defeat of a candidate, or preparing materials in
coordination with a candidate, that may also be considered a prohibited in-kind
corporate contribution from Sallie Mae. Thus, before a Sallie Mae employee
provides such services or uses corporate facilities to benefit a candidate in any man-
ner, he or she must obtain pre-clearance from the General Counsel's Office.




IV.  State and Local Contributions and Fundraising

Each state has 1ts own laws regulating contnibutions made by
individuals and by corporations, such as Sallie Mae. Thus, when making individual
political contributions at the state or local level, Sallie Mae employees should
become familiar with the applicable state or local contribution limits and strictly
apply with those limits.

If a Sallie Mae employee intends to provide services or use Sallie Mae
Facilities to benefit a state or local candidate, he or she must first obtain pre-
approval from the General Counsel's Office so that the General Counsel's
Office may determine that such in-kind corporate contribution is not
prohibited under the applicable state or local laws.

No Reimbursement

Under no circumstance may Sallie Mae reimburse or compensate an
employee for any political contribution to a federal. state, or local candidate or
commuittee.

ETHICS GUIDELINES FOR GIFTS AND ENTERTAINMENT OF PUBLIC
OFFICIALS

Gifts and Entertainment of Federal Officials

The Executive Branch of the federal government, the U.S. Senate, and
the House of Representatives each have a separate gift rule restricting gifts, g.g.,
meals. entertainment. transportation and lodging. that may be provided to its officials
and employees. Thus. to comply with these rules, a Sallie Mae employee must
obtain pre-approval from the General Counsel's Office before providing any gift 1o a
federal official or employee.

Il Gifis and Entertainment of State or Local Officials

Each state and certain local jurisdictions have their own separate gift
law restricting gifts to its officials and employees. Before providing a gift to any
state or local official, a Sallie Mae employee must obtain pre-approval from the
General Counsel's Office before providing any gift to a state or local official.




ETHICS GUIDELINES FOR LOBBYING ACTIVITY
Lobbying the Federal Government

Under the Lobbyving Disclosure Act of 1995, vhich went into effect
on January 1, 1996, a company such as Sallie Mae may have to register and report
the lobbying activities of its employees. Such activity includes (1) communicating
with any member or employee of the U.S. Senate or the House of Representatives for
the purpose of influencing legislation; (2) communicating with certain Executive
Branch officials for the purpose of influencing any Executive Branch action; or (3)
engaging in research or other activities to support or prepare for such commu-
nication.

So that Sallie Mae may properly register and report under this
lobbving law, a Sallie Mae emplovee must notify the General Counsel's Office
before engaging in any of the lobbying activities listed above.

IL. Lobbying at State and Local Governments

Each state and centain local governments have their own separate
lobbying registration and reporting laws. Depending on the jurisdiction, the
applicable lobbying law may require Sallie Mae or its employee to register and report
as a lobbyist if a Sallie Mae employee communicates with a (1) legislative member

or employee, or (2) an executive branch official for the purpose of influencing
legislation. formal rulemaking by an executive agency, or any other official decision
by such agency. including decisions to enter into financial arrangements.

So that Sallie Mae may comply with these laws, Sallie Mae
employvees must notifv the General Counsel's Office before making any commu-
nication described in this Section I1.




BEFORE THE FEDERAL ELECTION COMMISSION
Kar ¢/ 3 3 1 53

In the Matter of

CASE CLOSURES UNDER
ENFORCEMENT PRIORITY

GENERAL COUNSEL’'S REPORT WSI“!E

INTRODUCTION.

The cases listed below have been identified as either stale or of low
priority based upon evaluation under the Enforcement Priority System
(EPS). This report is submitted to recommend that the Commission no

longer pursue these cases.

CASES RECOMMENDED FOR CLOSURE.

A. Cases Not Warranting Further Action Relative to Other Cases
Pending Before the Commission

EPS was created to identify pending cases which, due to the length of their
pendency in inactive status or the lower priority of the issues raised in the
martters relative to others presently pending before the Commission, do not
warrant further expenditure of resources. Central Enforcement Docket (CED)
evaluates each incoming matter using Commission-approved criteria which
results in a numerical rating of each case.

Closing cases permits the

Commission to focus its limited resources on more important cases presently




pending before it. Based upon this review, we have identified 14 cases that do
not warrant further action relative to other pending matters.! The attachment to
this report contains a factual summary of each case, the EPS rating, and the
factors leading to assignment of a low priority and recommendation not to
further pursue the matter.
B. Stale Cases

Effective enforcement relies upon the timely pursuit of complaints and
referrals to ensure compliance with the law. Investigations concerning activity more
remote in time usually require a greater commitment of resources, primarily due to
the fact that the evidence of such activity becomes more difficult to develop as it
ages. Focusing investigative efforts on more recent and more significant activity
also has a more positive effect on the electoral process and the regulated
community. In recognition of this fact, EPS provides us with the means to identify
those cases which remained
unassigned for a significant period due to a lack of staff resources for effective
investigation. The utility of commencing an investigation declines as these cases
age, until they reach a point when activation of a case would not be an efficient use

of the Commission’s resources.

! These cases are: Pre-MUR 360 (First National Bank of Wheaton, IL); Pre-MUR 361 (Teresa Isaac for Congress);
MUR 4663 (Rodnguez for Congress); MUR 4698 (Mayor Lowts Bencardino); MUR 4699 (Warren County
Democratic Commuttee); MUR 4705 (Fox for Congress); MUR 4706 (Carl Lindner); MUR 4712 (Fox for Congress);
MUR 4714 (Mary Janc Garca for Congress); MUR 4717 (Hostettler for Congress); MUR 4718 (Oxley for Congress);
MUR 4723 (Oscar H. Flores); MUR 4724 (Feinberg for Congress); and MUR 4727 (Madison Magazine).

wod b,



We have identified cases that have remained on the Central
Enforcement Docket for a sufficient period-of time to render them stale. We

recommend that these cases be closed.?

We recommend that the Commission exercise its prosecutorial discretion
and direct closure of the cases listed below, effective June 3, 1998. Closing these
cases as of this date will permit CED and the Legal Review Team the necessary

time to prepare closing letters and case files for the public record.

3 These cases are: MUR 4539 (Sallic Mac
Student Loan); MUR 4543 (Besicorp); MUR 4625 (Hinojosa for Congress); MUR 4640 (New Mexicans Accion de!
Pueplo Citizen Action); RAD 97L-02 (Cooksey for Congress); RAD 97L-03 (Maxficld for Congress); RAD 97NF-03
(Dan Hansen for Congress); RAD 97NF-08 (Congressional Accountability PAC); RAD 97NF-16 (America’s Fund);
97NF-18 (Faith, Family & Freedom PAC); and 97NF-19 (Pro-Hispanic PAC).




III. RECOMMENDATIONS.

A. Decline to open a MUR, close the file effective June 3, 1998, and
approve the appropriate letters in the following matters

RAD 97L-02
RAD 97L-03
RAD 97NF-03

RAD 97NF-08
RAD 97NF-16
RAD 97NF-18

RAD 97NF-19
Pre-MUR 360
Pre-MUR 361

B. Take no action, close the file effective June 3, 1998, and approve the

appropriate letters in the following matters:

MUR 4539
MUR 4543
MUR 4625
MUR 4640
MUR 4663

MUR 4698
MUR 4699
MUR 4705
MUR 4706
MUR 4712
MUR 4714
MUR 4717

MUR 4718
MUR 4723
MUR 4724
MUR 4727

I71) flobte (Z %)

Lawrence M. Noble
General Counsel
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BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

Agenda Document No. X98-31
Case Closures Under

Enforcement Priority

CERTIFICATION

I, Marjorie W. Emmons, recording secretary for the
Federal Election Commission executive session on June 9,
1998, do hereby certify that the Commission took the
following actions with respect to Agenda Document

No. X98-31:

Decided by a vote of 5-0 to

A. Decline to open a MUR, close the
file effective June 15, 1998, and
approve the appropriate letters
in the following matters:

- 1 97L-02 &§. RAD S57HNP-18
- 97L-03 7. RAD 97NF-19
3 9TNF-03 8. Pre-MUR 360
4. 97NF-08 9. Pre-MUR 361
5. 97NF-16

(continued)




Federal Election Commission

Certification: Agenda Document
No. X98-31

June 9, 1998

Take no action, close the file
effective June 15, 1998 and
approve the appropriate letters
in the following matters:

4539 8. 4706
4543 10. 4712
4625 B IS 4714
4640 12. 4717
4663 13 4718
4698 14. 4723
4699 15, 4724
4705 1g . 4727

@-~20nWndwn

Commissioners Aikens, Elliott, McDonald,
McGarry, and Thomas voted affirmatively
for the decision.

SecYetary of the Commission




FEDERAL ELECTION COMMISSION
WASHINGTON, DC 20463

June 16, 1998

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mark D. Sickles, Chairman
Fairfax County Democratic Commitiee
7245 Arlington Boulevard

Falls Church, VA 22042

RE: MUR 4539

Dear Mr.Sickles:

On October 24, 1996, the Federal Election Commussion received your complaint
alleging certain violations of the Federal Election Campaign Act of 1971, as amended ("the
Act”).

After considering the circumstances of this matter, the Commission exercised its
prosecutorial discretion to take no action in the matter. This case was evaluated objectively
relative to other matters on the Commission's docket. In light of the information on the record,
the relative significance of the case, and the amount of time that has elapsed, the Commission
determined to close its file in this matter on June 15, 1998. This matter will become part of the

T public record within 30 days.

The Act allows a complainant to seek judicial review of the Commission's dismissal of
this action. See 2 U.S.C. § 437(g)XaX8).




FEDERAL ELECTION COMMISSION

WASHINGTON, D.C 20463

June 16, 1998

Mary Jane Sargeant, Treasurer
Tom Davis for Congress

6429 Downing Court
Annandale, VA 22003

RE: MUR 4539

Dear Ms. Sargeant:

On October 31, 1996, the Federal Election Commission notified you of a complaint
alleging certain violations of the Federal Election Campaign Act of 1971, as amended. A copy
of the complaint was enclosed with that notification.

After considering the circumstances of this matter, the Commission exercised its
prosecutorial discretion to take no action against Tom Davis for Congress and you, as treasurer.
This case was evaluated objectively relative to other matters on the Commission's docket. In
light of the information on the record, the relative significance of the case, and the amount of
time that has elapsed, the Commission determined to close its file in this matter

on June 15, 1998.

: The confidentiality provisions of 2 U.S.C. § 437g(a)(12) no longer apply and this matter
g is now public. In addition, although the complete file must be placed on the public record
within 30 days, this could occur at any time following certification of the Commission's vote.
If you wish to submit any factual or legal materials to appear on the public record, please do so
as soon as possible. While the file may be placed on the public record prior to receipt of your
additional materials, any permissible submissions will be added to the public record when
received.

If you have any questions, please contact Jennifer H. Boyt on our toll-free number,
(800)-424-9530. Our local number is (202) 694-1650.

Sincerely,

F. Andrew T

Supervisory Attorney
Central Enforcement Docket




FEDERAL ELECTION COMMISSION
WASHINGTON, D C 20463

June 16, 1998

The Honorable Tom Davis
224 Cannon House Office Building
Washington, DC 20515-4611

RE: MUR 4539

Dear Representative. Davis:

On October 31, 1996, the Federal Election Commission notified you of a complaint
alleging certain violations of the Federal Election Campaign Act of 1971, as amended. A copy
. of the complaint was enclosed with that notification.

After considering the circumstances of this matter, the Commission exercised its
prosecutorial discretion to take no action against you. This case was evaluated objectively
relative to other matters on the Commission's docket. In light of the information on the record,
the relative significance of the case, and the amount of time that has elapsed, the Commission
determined to close its file in this matter on June 15, 1998.

The confidentiality provisions of 2 U.S.C. § 437g(a)12) no longer apply and this matter
ol is now public. In addition, although the complete file must be placed on the public record
. within 30 days, this could occur at any time following certification of the Commission's vote.
If you wish to submit any factual or legal matenals to appear on the public record, please do so
) as soon as possible. While the file may be placed on the public record prior to receipt of your
& additional materials, any permissible submissions will be added to the public record when
received.

If you have any questions, please contact Jennifer H. Boyt on our toll-free number,
(800)-424-9530. Our local number is (202) 694-1650.

Sincerely,

F. Andrew Tufley

Supervisory Attomey
Central Enforcement Docket




FEDERAL ELECTION COMMISSION
WASHINGTON, D C 20463

June 16, 1998

Peter Sirh, Legislative Assistant
Congressman Tom Davis

224 CHOB

Washington, DC 205154611

RE: MUR 4539

Dear Mr. Sirh

On October 31, 1996, the Federal Election Commission notified you of a complaint
alleging certain violations of the Federal Election Campaign Act of 1971, as amended. A copy
of the complaint was enclosed with that notification.

After considering the circumstances of this matter, the Commission exercised its
prosecutorial discretion to take no action against you. This case was evaluated objectively
relative to other matters on the Commission's docket. In light of the information on the record,
the relative significance of the case, and the amount of time that has elapsed, the Commission
determined to close its file in this matter on June 15, 1998.

The confidentiality provisions of 2 U.S.C. § 437g(a) 12) no longer apply and this matter
is now public. In addition, although the complete file must be placed on the public record

~ within 30 days, this could occur at any time following certification of the Commission's vote.

: If you wish to submit any factual or legal matenals to appear on the public record, please do so

as soon as possible. While the file may be placed on the public record prior to receipt of your

additional materials, any permissible submissions will be added to the public record when

received.

If you have any questions, please contact Jennifer H. Boyt on our toll-free number,
(800)-424-9530. Our local number is (202) 694-1650.

Sincerely,

F. Andrew T
Supervisory Attorney
Central Enforcement Docket




FEDERAL ELECTION COMMISSION
WASHINGTON, D C 20461

June 16, 1998

Kenneth A. Gross, Esq.
Skadden, Arps, Slate, Meagher & Flom
1440 New York Avenue, NW

Washington, DC 20005-2111

RE: MUR 4539
Sallie Mae Student Loan Marketing Association
and Scott Miller

Dear Mr. Gross:

On October 31, 1996, the Federal Election Commission notified your clients of a
complaint alleging certain violations of the Federal Election Campaign Act of 1971, as
amended. A copy of the complaint was enclosed with that notification

After considering the circumstances of this matter, the Commission exercised its
prosecutorial discretion to take no action against your clients. This case was evaluated
objectively relative to other matters on the Commission's docket. In light of the information on
the record, the relative significance of the case, and the amount of time that has elapsed, the
Commission determined to close its file in this matter on June 15, 1998

The confidentiality provisions of 2 U.S.C. § 437g(a)12) no longer apply and this matter

is now public. In addition, although the complete file must be placed on the public record

within 30 days, this could occur at any time following certification of the Commission's vote.

) If you wish to submit any factual or legal materials to appear on the public record, please do so

n as soon as possible. While the file may be placed on the public record prior to receipt of your
additional materials, any permissible submissions will be added to the public record when
received.

If you have any questions, please contact Jennifer H. Boyt on our toll-free number,
(800)-424-9530. Our local number is (202) 694-1650

Sincerely,

F. Andrew Tufley

Supervisory Attorney
Central Enforcement Docket
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