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Coordinator:
Good afternoon and thank you for standing by. At this time all participants are in a listen-only mode. After the presentation we will conduct a question and answer session. To ask a question please press the star 1 and record your name.

Today’s conference is being recorded. If you have any objections you may disconnect at this time.

I would like to turn the call over to Justin Hamilton, press secretary at the Department of Education. You may begin, sir.

Justin Hamilton:
Thank you, operator. Good afternoon everyone and thanks for joining us. Just very quickly, in addition to Secretary Duncan, we have both Deputy Undersecretary of Education Bob Shireman and Assistant Secretary Carmel Martin here who are available to help go into in-depth questions should that be required.

Secretary Duncan is going to give a brief opening statement and then we’ll open it up to Q&A.

With that, here’s Secretary Duncan.
Arne Duncan:
Thanks so much for joining us. And as Justin said, I’ll be very quick and then open it up for any questions you might have.

The Obama administration wants to end tax payer subsidies to banks and invest billions in annual savings to send more young people and working adults to college, to strengthen our community colleges and improve early learning programs.


The banking industry has had a free ride from taxpayers for too long. They’ve had their bailouts. They’ve had their subsidies and have paid themselves very well while working families and students are struggling to make ends meet.

The student loan subsidy has been a very sweet deal for banks. Basically taxpayers pay up to $8 billion each year subsidizing student loans. And we guarantee the loans and students default.

Essentially we give banks our money and they lend it back to our children, our students with interest. And if our students can’t pay, we pick up the tab. Working Americans pay while the bankers get rich.

Sallie Mae executives have paid themselves hundreds of millions of dollars in the last decade while teachers, nurses and scientists, the backbone of a new economy face crushing debt because of runaway college tuition costs.

And now the banks are running advertisements in four states and lobbying Congress to protect their scheme all on the taxpayer’s dime.

The banks will do whatever they can to keep these subsidies flowing. They claim that ending this giveaway will cost tens of thousands of jobs. But we believe there’ll be little or no net job loss because we’ll use private loan servicing companies.

But you don’t have to take our word for it. You can ask Sallie Mae directly. Two years ago they shipped thousands of American jobs overseas.

Now they are rehiring thousands of Americans because they want a piece of this loan servicing business which under our contracts require them to do work in the United States.


The fact is because of the financial crisis, many banks are getting out of this business so the shift is already underway.

In the last two years our department has directly issued more than $50 billion in student loans. And today some 2300 colleges and universities participate in the direct lending program compared to just 1000 three years ago.

The lenders say they are getting subsidies but that they have a compromised proposal. But that proposal replaces subsidies with fees on taxpayers. And the lender’s plan would cost taxpayers $13 billion more over ten years and by definition cover many fewer students.

Americans want to invest in their children and their future and not in profit for banks.

The House passed the Student Aid and Fiscal Responsibility Act, SAFRA which ends this subsidy and invests the savings in higher education for working families and community colleges that are the lifeline to a bright future for low and moderate income students and in early learning programs all across the country that are critical to our nation’s overall educational success.

We now want to work with the senate to help them as they move forward with this proposal and end this boondoggle for banks. I’ll stop there and take any questions you might have.
Coordinator:
All right, thank you. And once again if you do have a question, please press the star 1 and record your name and information. One moment please.

All right, our first question comes from Seth Stern, CQ.

Seth Stern:
Mr. Secretary, it’s been a year since the initial proposal. And I’m wondering with the delay what that’s done with your cost assumptions and also the ability to implement this summer as originally intended?

Arne Duncan:
Yes, good question. We have real confidence in the Senate leadership that this will pass. Our cost assumptions haven’t changed at all. And our team has been working very, very hard. And I’m very confident in their ability to just step up this summer.

And obviously the sooner it passes, the better, gives us more lead time. But again, we’ve seen this huge migration over the past two years from 1,000 colleges and universities of 2,300 before we’ve done anything. And so far that’s gone extremely well.

Coordinator:
All right, our next question is from Kim Clark, U.S. News and World Report.
Kim Clark:
Hi. Thanks for taking my call. Do you mind if I ask a slightly related question to the student debt?

You know, you guys have published the default rate numbers for each school. And I’m wondering, should parents pay attention to this? Is this a factor they should look at in making a decision?

Bob Shireman:
Hi. This is Bob Shireman. Hi, Kim.

Kim Clark:
Hey.
Bob Shireman:
It’s certainly one of the pieces of data that a family can look at. Default rates, retention rates and graduation rates are probably more important for our families to look at and then all of the other factors that go into choosing a college.
Arne Duncan:
I think, Kim, obviously that graduation rate would be the big thing. Because I’m a parent sending my child to college I’m not just sending them to send them. I’m sending them to graduate and so that’s...
Kim Clark:
But if a school has a high default rate, what does that tell you?

Arne Duncan:
Yes so, again as Bob said, I think that’s a piece of the information...
Kim Clark:
Yes.

Arne Duncan:
...that you should be - obviously, you know, there’s probably, you know, 50 factors you should be looking at. And should that be one of them, absolutely.

But as a parent, the top of my list would be are those students graduating.

Kim Clark:
Okay.
Coordinator:
Okay next question’s from Darlene Superville, Associated Press.

Darlene Superville:
Hi. Thanks for doing this call. Is it still - what is the amount of money that the administration was hoping to save through this change and funnel into other programs at community colleges and early learning?

Arne Duncan:
Eighty-seven billion.
Darlene Superville:
Eighty-seven billion. And is that over 10 years?

Arne Duncan:
Yes, yes. And obviously what - to me is what’s so amazing about this opportunity is we - that $87 billion to invest in early childhood programs and in higher ed access and affordability, that’s without going back to taxpayers, you know, for more money.

And you just so rarely in life get that opportunity to have a maximum investment in education and do it by simply stopping the subsidies of banks.

And so to me it’s just a simple choice, you know, subsidize banks or invest in children.
Darlene Superville:
Now if I could follow-up, is there a plan B for - I mean if the Senate doesn’t do anything with this year? I mean the window is short this year for the Senate to do much of anything.
Arne Duncan:
Yes well we’re - again, we’re very, very hopeful that the Senate’s going to pass this and, you know, pleased with the House’s leadership and courage.

And I have a lot of confidence in the Senate’s leadership to follow through and do the right thing.

And this is - and again this is a, you know, almost a once in a generation type of opportunity.
Darlene Superville:
Thank you.
Coordinator:
Okay and once again, if you do have a question, please press the star 1 and record your name.

And our next question’s from Eliza Krigman, National Journal.

Eliza Krigman:
Good afternoon Secretary. Thanks for taking our call.

The student loan company Nelnet recently approved a new executive bonus plan at the time when the government’s underwriting private bank’s ability to provide these loans. Is this an abuse of taxpayer’s money?

Arne Duncan:
Well I think that’s up to you to make that call. I mean I think we’ve been pretty explicit that, you know, you can look at what many of these executives have been making for years.

And I just think, you know, at a time when going to college has never been more important, it’s never been more expensive and our country’s families have never been under more financial duress.

So, you know, whether it’s, you know, hundreds of millions of dollars or frankly a single dollar, I just think every available resource we have of taxpayers’ dollars we need to put into students and into education.

And so whether it’s the, you know, bonuses, whether it’s money they’re paying lobbyists, whether it’s money they’re paying to run advertisements, that’s all taxpayer money.

And I just think there’s so many hardworking families out there. And you guys probably saw the stories today, you know, nationally where there’s this huge feeling nationally amongst hardworking families that college isn’t for them. They want to go but they can’t afford to do it.


And so here’s an opportunity to invest tens of billions of dollars to make it more affordable. And, you know, what choice are we going to make as a country? I think the choice is very, very clear.
Eliza Krigman:
Right, but would you agree that under ECASLA, which is different in the situation of previous years, that this is an abuse of taxpayers to have expanded bonus compensation?
Arne Duncan:
When I’m not going to toil on it. I’ll just say is it the best use? You know, I don’t want - you know, abuse is your word. You can, you know, figure that out.

Is it the best use of taxpayers’ money? I would say no. It’d say the best use of taxpayers’ money is not to be subsidizing banks and not to be, you know, helping adults. And it’s to help students. And this money should go into education.
Eliza Krigman:
Thank you Secretary.

Coordinator:
And the next question is from Stephen Spruiell National Review Magazine.

Stephen Spruiell:
Yes, hi. I was just wondering about the CBO has come out ever since they put that $87 billion number on the savings. They’ve come out and downgraded that a couple of times.

There was a study that they did at the request of Senator Judd Gregg that accounting for interest rate risk and market risk knocked about $33 billion off of that estimated of savings.

What is your response to that and to people who say what you’re doing is instead of compensating the banks for interest rate risk, you’re just putting that risk directly on the taxpayer and ignoring the cost?

Bob Shireman:
This is Bob Shireman. The - really anybody can ask a hypothetical question of a CBO and get a hypothetical answer. And that was the case of the letter that you described.

The government takes the interest rate risk in the current government guarantee program and would continue to have the interest rate risk under the Direct Loan program.

So, you know, Congress makes the decisions about how to account for loan programs. And the 87 billion is the figure that will be used in the actual decision that Congress will be making.
Stephen Spruiell:
Okay so you’re rejecting the idea then that the second estimate is more accurate? Because they’re all kind of hypothetical estimates?

Bob Shireman:
The second estimate would be - is the kind of thing to consider in the question of whether to create a loan program whether it’s guaranteed or direct.

But when you’re talking about a switch from a -- from loans that will be made regardless and a switch from guaranteed loans to direct loans, that’s really not as valid a question.

And the way that we do account for loans is something that was agreed to by, you know, an array of economists in a bi-partisan manner with the passage of the Credit Reform Act.
Stephen Spruiell:
Okay, thank you.

Bob Shireman:
Sure.

Coordinator:
Okay, next question’s from Claudio Sanchez, National Public Radio.

Claudio Sanchez:
Hello Secretary. My question is as you probably know, the lobbyist for the private lenders have argued that the savings actually don’t come from subsidies but from the income that the government is going to make from having a low cost of funds and then being able to get payments at 5.6%, 6.8%, 7.8% on loans to families. Is that true?

Bob Shireman:
Again, this is Bob Shireman. The government guaranteed returns don’t always show up in the form of a check from the government.

And so as with current low interest rate environment when we guarantee returns to the banks while taxpayers take all of the risk it doesn’t necessarily show up as a check.

But it is a subsidy nonetheless and Congressional Budget Office has shown that $87 billion would come our way if we were to switch from the guaranteed loan program to the direct loan program. And students would not pay a penny more.
Claudio Sanchez:
As a follow-up, why not use some of the savings to lower the interest rate on especially graduate student loans that are now projected to be 8.5%?

Bob Shireman:
Well as you know, the President has proposed limiting the percentage of someone’s income that needs to be paid for student loans.

So targeting some assistance in the form of Pell grants in the form of income based repayment is the best way really to help ensure that people can pay for college and not suffer as a result of excessive debt burden.
Arne Duncan:
Thank you. We’re trying to do both things, just trying to help folks on the back end as you know, a particular focus on people going to the public sector.

So, you know, teachers, so a law school graduate who wants to go work at a legal clinic in the inner city in a rural community or, you know, a med school graduate who wants to go work in a disadvantaged area. Those guys would have their loans erased after ten years - whatever was left there.

So it’s a huge opportunity to get more talent into public sector. We’d love to get, you know, many more really talented folks coming into education.

And so you can do that in the back end, in the front end, dramatically expand access to Pell grants and Perkins loans through this program.

And a lot of families as I said earlier, who simply think college is not affordable for them. And that’s my huge concern now that we have to get many more people into college today. And it’s never been more difficult for families to overcome that financial hurdle. We have a chance to fundamentally break through. This is a real game changer here.

Coordinator:
All right and once again, if you have a question, please press the star 1 and record your name.

And the new question is from Anne Ryman, Arizona Republic.
Anne Ryman:
Hi. Thank you for doing this teleconference today. I was wondering if there’s anything in this bill that would impact the rising student loan default rates that we’re seeing?


And I was also wondering whether you could comment and whether you’re concerned about this rising rates?

And beyond this bill, do you have any specific things you’re working on to lower those rates?

Arne Duncan:
Yes, well a big piece of this bill that were talked about is -- and I think folks haven’t fully understood this -- and on the whole servicing of loans, that’s all going to be done by the private sector.

So that’s not our expertise. It’s not our core competence. And 100% of that business -- and that’s a growing business -- is going to go to the private sector. And we’re going to compete that out. And there are four or five players now.


And going forward, part of how we’re going to judge performance is based on those private companies doing a good job of reducing those default rates.

Obviously in a tough economy that’s harder. But what we want to do is have the marketplace play. And those companies that do a great job of taking care of individuals and building relationships with the universities and driving down those default rates, they have a huge business opportunity and a chance to grow their businesses.

And those companies that do a poor job are going to lose business. And so the marketplace is really going to work here and it’s going to be all done. A hundred percent of that’s going to be done by the private sector.

So we’re really trying to put in place those mechanisms that will allow excellence and expertise to shine.

And companies have a phenomenal opportunity to grow their businesses here by doing a good job in a couple different ways. And one of those criteria would be keeping those default rates low.

Carmel Martin:
I would just add to that as Secretary and Bob mentioned, the income based repayment plan will also enable borrowers that are - manage their debt which we hope would help to contribute to reduce default rates as well.

Anne Ryman:
And could I just add a quick clarification on that? Is that just for federal loans or is that for private and federal loans?

Carmel Martin:
That’s just federal loans.
Anne Ryman:
Okay, thanks.

Arne Duncan:
Operator, if we can do two more please.

Coordinator:
All right. And our next question is from Doug Lederman inside Higher Ed.

Doug Lederman:
Hi there folks. Thanks for doing this. Secretary, is there a drop dead date for by which this bill needs to pass to still sort of get schools ready for the July 1 start date or not if they’re...
((Crosstalk))
Arne Duncan:
We don’t really have a drop dead date. You know, we obviously want this to, you know, to happen. And, you know, the sooner it happens, the better in terms of planning. But we don’t have a drop dead date. We’re in this for the long haul.

And again, the benefits to students, the benefits to families, the benefits to the country over the next decade are extraordinary.


And so, you know, we want to see this happen. We want to see it happen sooner than later, but we don’t have a firm drop dead.

Doug Lederman:
And just a quick follow-up, is the administration sort of dead set against the extension of ECASLA, if this date, if the passage of SAFRA lingers?

Bob Shireman:
This is Bob Shireman. The ECASLA was a temporary program and we see no reason to extend a ECASLA.


If schools are having any difficulty gaining access to loans, they can either make use of the lender of last resort provisions in the guaranteed program or make use of the Direct Loan program as the Inspector General reported.


We are 100% ready to help any - every - and any school with getting into the Direct Loan program if they need to.

Doug Lederman:
Okay, thank you.
Arne Duncan:
And again as you know, we’re seeing this mass migration this way anyway over the past couple years.

One more question please.
Coordinator:
All right, there are no other questions at this time sir.
Arne Duncan:
All right, thank you so much everybody for joining us -- really appreciate it.

Bob Shireman:
Just quickly before you hang up, if you have any follow-up questions, please email them to press@ed.gov. Thanks again for joining us today.

Coordinator:
This completes today’s conference. You may disconnect at this time.
END


