SUMMARY OF FINAL VERSION OF BUDGET RECONCILIATION PROVISIONS FOR PASFAA MEMBERSHIP

February 15, 2006

Loan Limits:

· $3,500 for 1st year students.

· $4,500 for 2nd year students.

· $12,000 for Unsubsidized Stafford Loans for graduate students.

· Increases to $7,000 the maximum Unsubsidized Stafford Loan for students with bachelor’s degrees preparing for graduate or professional school or for teacher credentialing examinations.

· All provisions effective 7/1/07.
PLUS Loans:

· Permits graduate and professional students to borrow under the PLUS program

· Retains the adverse credit provisions for student borrowers.

· Adds an eligibility requirement that a borrower, i.e. parent or graduate or professional student, who has been convicted of or pled nolo contendere or guilty to a crime involving fraud in obtaining Title IV funds, has completed the repayment of such funds.

· Retains the 60 day repayment start date for student borrowers.

· Establishes PLUS interest rate at 8.5%.

· All provisions effective 7/1/06.


Deferments:
· Not in excess of 3 years during which a borrower is serving on active duty during a war or other military operation or national emergency or is performing qualifying National Guard duty during a war or other military operation or national emergency.

· Effective 7/1/06 for loans with a first disbursement made on or after July 1, 2001.

Study-Abroad Program:
· Enrollment verification by a lender or guarantor when funds are disbursed directly to a student enrolled in a study abroad program.

· Effective 7/1/06.

Disbursement Requirements:
· Reinstates the delayed delivery and multiple disbursement exemptions that expired on September 20, 2002.

· Eliminates the multiple disbursement exemption for a student attending an eligible foreign school.

· Effective on date of enactment

Academic Year:
· A clock hour program is required to have a minimum academic year of 26 weeks and 900 clock hours.

· Effective 7/1/06.

Stafford Loan Interest Rates:

· Stafford rate becomes fixed at 6.8% as of July 1, 2006.


Borrower Origination Fees:

· Sets the FFELP origination fee at 2% and the FDLP fee at 3% for loans first disbursed as of 7/1/06.
· Reduces both the FFELP and FDLP fee by ½% per year until July 1, 2010 when the FFELP origination fee will be 0% and the FDLP Loan Fee will be 1%. 

· Does not include any new restrictions on the Secretary’s ability to reduce FDLP fees or offer repayment incentives.

Guaranty Fee:
· Establishes a 1% the (Federal Default Fee) fee that must be deposited in the Federal Reserve Fund for loans first guaranteed on or after 7/1/06.
· The fee may be collected from the borrower or derived from non-federal funding sources.

· Requires VFA agencies to be subject to the requirement to deposit the fee in the Federal Reserve Fund.


Insurance and Reinsurance Rates:

· Reduces lender insurance to 97% for all new loans.

· Provides that “exempt claims” will be paid at 100% insurance.

· All provisions effective for loans first disbursed on or after 7/1/06.
· No change made to reinsurance rate.


Exceptional Performer:
· Reduces insurance to Exceptional Performers to 99% (no other changes made to EP provisions).

· Effective 7/1/06.

Loan Consolidation:

· Maintains current fixed interest rate formula based on the weighted average of the loans being consolidated.

· Eliminates in-school consolidation by repealing the provision allowing borrowers to enter repayment early.

· Eliminates spousal consolidation.

· Tightens up the “super two-step” process by limiting the conditions under which the Secretary may consolidate a FFELP loan.

· Conforms FFELP and FDLP loan consolidation terms (with the exception of the ICR option in FDLP).

· Effective date is the 7/1/06.


Special Allowance Payments:

· Special Allowance payments made on or after April 1, 2006, require the return of excess interest when the Special Allowance rate is lower than the borrower rate.

· Makes permanent the provisions of the Taxpayer Teacher Protection Act.

· Repeals, as of the date of enactment of the Act, the ability of holders to bill 9.5 percent on recycled loans within eligible pre-1993 tax exempt financings (except non-profit agencies with $100 million or less in 9.5% loans may recycle until 10/1/10).

· Closes the PLUS “SAP gap”.


Default Collections:

· Limits collection retention for guaranty agencies on loans consolidated out of default to 10 percent with 8.5 percent remitted to the Treasury.  For loans that are rehabilitated, guaranty agencies may retain the full 18.5 percent. Effective 10/01/06.
· As of 10/1/09, guaranty agencies must remit all collections obtained from the consolidation of defaulted loans when those collections exceed 45 percent of total collections on defaulted loans.

· Reduces the required 12 on time monthly payments for rehabilitation to 9 on time monthly payments within 10 months (none of which can be more than 20 days past due). Effective7/01/06. 

·  Increases from 10% to 15 % the amount that may be withheld from a defaulted borrower via wage garnishment. Effective 7/01/06.
Loan Cancellation:
· Adds “identity theft” to the list of conditions under which the Secretary may cancel a borrower’s loan under False Certification provisions. Effective 7/01/06.
Teacher Loan Forgiveness:
· Extends borrower eligibility to individuals employed as teachers in private schools who take and pass a competency test of subject knowledge and skills.  Effective 7/01/06.
College Access Initiative:

· Requires guaranty agencies to provide the public with information on college planning, career preparation, and paying for college and to provide the Secretary with information on how students can obtain such information in each state where the agency is the designated guarantor it. 

· Specifies that no changes need to be made to current efforts if they meet the requirements of the initiative.

Loan Repayment:

· Reinstates the three-year deferment option for borrowers serving as active duty military.

· Effective for loans disbursed on or after 7/1/01.


School as Lender:

· Institutes a “moratorium” on schools acting as lenders as of April 1, 2006 (although the effective date language is confusing – the moratorium could be effective as of the date of enactment).

· Makes clear schools may only lend under the subsidized and unsubsidized FFEL program -- PLUS and Consolidation lending are not permitted.

· Schools may only lend to graduate and professional borrowers enrolled at that institution.

· Clarifies that all funds derived from the school as lender program, including loan premiums, must be applied to need based aid at that institution and that such funds must supplement, not supplant the schools funding of need based aid.

· Schools acting as lenders must offer students origination fees and/or interest rates that are less than that required within the HEA.

· Schools acting as lenders must submit loan administration and financing contracts to competitive bidding.

· Each SAL must have an annual audit that is to be submitted to the Secretary.


Guaranty Agency and Other Administrative Fees:
· As of 10/1/07, the Account Maintenance Fee will still be paid from mandatory funding, but the amount will be determined by the Secretary, not to exceed 0.10% of the original principal amount of the loans on which insurance was issued.

· As of 10/1/07, funding for the administration of the FDL Program and other ED expenditures will be subject to annual appropriations.

New Grant Programs:

· Authorizes “Academic Competitiveness Grants” of $750 and $1,300 to first- and second-year undergraduate students, respectively

· Authorizes “National Science and Mathematics Access to Retain Talent (SMART) Grants” of $4,000 for third- and fourth-year undergraduate students

· To be eligible, a student must be a citizen of the United States, be eligible for a Pell Grant, and meet academic requirements.  First- and second-year students must have completed a rigorous secondary school program of study recognized by the Secretary; second-year students must also have earned at least a 3.0 GPA in their first year.  Third- and fourth-year students must be pursuing a major in one of several areas related to science, mathematics, or foreign language and have earned at least a 3.0 GPA in the coursework required for their major. 

· Authorizes and appropriates $790 million for FY 2006 and increasing amounts in each succeeding year through FY 2010; provides for ratable reductions in grants to eligible students if the amount made available in any fiscal year is less the amount required

· Establishes an Academic Competitiveness Council of Federal officials to examine and recommend improvements in Federal programs with a mathematics or science focus


Need Analysis:

· Dependent student earnings exemption raised to $3,000

· Independent student earnings exemption raised to $6,050 ($9,700 for married students)

· “Taxation” rate on earnings reduced from 35% to 20% for dependent and independent students

· Treats the proceeds of pre-paid tuition and 529 tuition savings plans as assets

· Small business (less than 100 employees) assets excluded from need analysis
· Active duty members of the armed forces are considered to be independent students

FAFSA Simplification:
· Expands auto-zero eligibility for dependent students whose families’ adjusted gross income is less than or equal to $20,000 or if they are recipients of certain Federal “means-tested” benefits

· Simplifies need analysis for married students if the adjusted gross income is less than or equal to $20,000

· Amends the drug provision to apply only to those students who are enrolled, receiving title IV aid and who are convicted of a drug offense
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