


Executive Message

Getting results for students

Students pursue higher education with
the desire to enhance their economic
and professional opportunities, prepare
for public service, hone a skill or satisfy a
lifelong passion for learning.

For 47 years, USA Funds® has been helping
students get the best results from postsec-
ondary studies and training. During the past
year, USA Funds provided more support to get
results for students than in any previous year in
our organization’s history. Examples of this
record level of service in support of students

include the following items.

¢ The selection of a school and academic
program are among the most-important
decisions a family can make, given the
high cost of postsecondary education.
USA Funds partners with Envictus Corp.,
a company that enhances high school
counseling services with an online college
and career planning resource. As a result,

students and families become more
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knowledgeable consumers of higher educa-
tion and are better equipped to identify the
academic programs and institutions where

they are likely to achieve the greatest success.

¢ Leaders of economically disadvantaged
communities see education as a key to the
future success of their constituents. Working
with a coalition of organizations, USA Funds
is helping six communities bolster their resi-
dents’ college participation rates, through
scholarship support and through programs
that explain the benefits of higher education
and help students and families prepare aca-
demically and financially for education after

high school.

¢ Finances can be a major stumbling block for
students seeking a postsecondary degree.
USA Funds helps students overcome finan-
cial barriers with its national scholarship
program and education loan services that
annually support billions of dollars in

financial aid.

¢ Student loans represent an investment
in an asset — higher education — that
pays big dividends over a lifetime. On
the other hand, excessive debt can be a drag
on a student’s future. During the past year,
USA Funds introduced new borrower
counseling programs and enhanced USA
Funds Life Skills®, its nationally recognized
financial literacy program for college stu-
dents, to help students become better man-
agers of their money so that they graduate
on time and minimize their student loan
debt. And if former students encounter
difficult financial times while repaying a
student loan, USA Funds contacts them to
offer counseling about the options for

resolving their payment problems.

In this annual report, you will read about
students who have benefited from USA Funds’
services, and the outstanding results that those

students have achieved.
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Scholarships

Film student gets boost from USA Funds scholarship

At age 30, Joshua Caraballo can boast
educational and career accomplish-
ments that would put many twice his
age to shame.

Earning bachelor’s and master’s degrees.
Pursuing a doctoral degree, which he plans to
receive in 2010. Establishing and running a
film company. Teaching film making, acting
and screenwriting to college students.
Receiving recognition for his work as a film

maker, educator and student.
And overcoming health obstacles along the way.

But Caraballo isn’t done yet. And the education
that has helped the Coconut Creek, Fla., resi-

dent achieve so much is not inexpensive.

That's where financial aid comes in. Caraballo
says that aid — including a USA Funds Access
to Education Scholarship and USA Funds-
guaranteed education loans — are helping him

satisfy his passion for lifelong learning.

“Having an education is extremely
important,” Caraballo says. “I don’t want
to rely on just luck with the hope that’s
how my life will be taken care of. But
without financial aid, it wouldn’t have

been possible for me to go to school”

In 2007 USA Funds awarded more
than $8.3 million in USA Funds Access
to Education Scholarships® to help
5,623 low-to-moderate-income students
nationwide pursue higher education.
Since 2002, the scholarship program has
provided more than $42 million to assist
more than 13,000 students.

And the more than $25 billion in education
loans that USA Funds guaranteed in 2007
helped 1.7 million students and parents pay
postsecondary-education expenses. During
the past 47 years, the USA Funds guarantee has
supported a total of nearly $154 billion in finan-

cial aid for 18.2 million students and parents.

Joshua Caraballo teaches a film-making
class at Digital Media Arts College.

For Caraballo, such assistance is helping to ease
his concerns about paying for work toward his
doctoral degree in global leadership from Lynn

University in Boca Raton, Fla.

“I really can appreciate an organization like
USA Funds that takes time out to assist people
in achieving their dreams,” he says. “T enjoyed

learning so much when I got my bachelor’s,and

“I really can appreciate an organization like

USA Funds that takes time out to assist

people in achieving their dreams.”

when I got my master’s, it was the best thing I'd
ever done. But now that 'm getting my Ph.D.,

I've never learned so much in my life”

The USA Funds Access to Education
Scholarships program provides $1,500 scholar-
ships for full-time undergraduate, graduate and
professional students, and half-time undergrad-
uate students. The scholarships assist students in
financial need, with a special emphasis on stu-
dents who are members of ethnic-minority

groups or are physically disabled.

“USA Funds; Caraballo says, “is giving me the
support that helps me see that I can graduate

when I want to.”

When he does graduate with that doctoral
degree, Caraballos options will be many. His
master’s degree is in motion-picture producing
from the University of Miami in Coral Gables,
Fla., where he was named outstanding gradu-
ate student in his academic division.
His bachelor’s degree is in theater arts
from Florida Atlantic University in

Boca Raton.

He created his film company, Minerva
Films, as he was completing his master’s
thesis — a 45-minute movie that earned
him the top feature-film award at a

Florida independent-film festival.

Caraballo chose global leadership as

the focus of his doctoral work as a way

to gain insight on how best to lead Minerva
Films. While Caraballo would be happy to stay
in the Miami area, home to a bustling film-
and-television industry, he also sees himself
returning to his hometown of New York City to

do work in movies and television.

Another possibility for Caraballo’s future is
teaching. He's been honored for his work as an
adjunct professor at Digital Media Arts College
in Boca Raton. Caraballo has held that position

for more than two years. He credits his work in



the classroom — both as student and teacher

— with improving his film making.

“Education has helped me to understand how
important it is to create a venue where everyone
has an open mind, and where people rely on
you and feel safe to try;” he says. “It's important
to let them know they can trust you to take
them to a place where they can finish a project,

even if its a very difficult thing to do”

Caraballo knows a thing or two about tackling
difficult things. In 1995, shortly after starting
college at the School of Visual Arts in New York
City, he was diagnosed with Hodgkin’s Disease.
He moved to Florida, where his parents live, to
receive treatment — all the while remembering
the love of learning that he developed during

his time in college in New York.

Two years later and cancer-free, he enrolled at

Florida Atlantic University.

And last summer, concerned about his educa-
tion expenses for 2007-2008 and beyond,
Caraballo got a pleasant surprise that he says
helped him get “that boost” again: He would
receive that USA Funds scholarship for which
hed applied.

“Something like this scholarship gives you

renewed faith” he says.

To encourage success stories like Caraballo’, in
2007 USA Funds awarded a total of more than
$8.6 million in scholarships through its own initia-
tives. Among the other USA Funds-provided
scholarships are $315,000 in USA Funds
Scholars awards presented to 210 students. The
$1,500 awards go to high-school seniors in the
states where USA Funds is the federally designat-
ed guarantor of education loans, and in the com-

munities where USA Funds has offices.

USA Funds also awarded a total of $350,000 to
the scholarship funds of the American Indian
College Fund, Hispanic Scholarship Fund,
Thurgood Marshall College Fund and the
United Negro College Fund. Additionally,
USA Funds provided financial and staff sup-
port to scholarship organizations’ fund-raising
activities. In 2007 USA Funds-sponsored
events for the American Indian College Fund,
Asian and Pacific Islander American Scholarship
Fund, HSF and UNCEF raised $1.7 million

toward scholarships.

Working in the classroom has improved Caraballo’s
film-making skills, he says.

Caraballo says he hopes USA Funds’ giving

will inspire other organizations to do the same.

“There are a lot of ways to assist and a lot of
companies that offer support to students, but

there can never be too many;” he says. “When

people acknowledge students — which is what
USA Funds has done for me — it shows that
those students aren't just numbers. USA Funds
showed me that it appreciates what I do and

wants to assist me. And that really means alot.” ¢




Default Prevention

USA Funds helps borrower resolve payment problems

It's not every day you hear someone
describe the process of resolving a
student-loan-repayment problem as“fun.”

But thats exactly the word Laurie Dent uses
when she explains how she went from a frus-
trated student-loan borrower who's behind on
her payments, to a relieved student-loan bor-

rower who's back on track.

“By the time I was finished talking with people
about my problem,” says Dent, “I thought,
‘Oh, my gosh. This was fun’ It's become
ingrained in my mind that I pay my student-

loan bills. In honor of the people who helped
me, [ pay my bills”

Dent admits she was angry when David Hurd
called her in fall 2006. A default-prevention
counselor who works on USA Funds’ behalf
to assist education-loan borrowers who have
fallen behind in their payments, Hurd reached
Dent at her St. Louis home.

After depleting her savings to earn a bachelor’s
degree in business administration from

Lindenwood University in St. Charles, Mo.,

Laurie Dent says assistance supported by USA Funds
got her back on track in student-loan repayment.

that spring, Dent had little money left to apply

toward student-loan payments.

The 50-year-old mother of five says her irate
reaction to Hurd didn’t faze him. Instead, he
listened to her concerns and then went to work

to help her solve her problems.

“He worked his magic; she says. “He explained
exactly what process I needed to follow, what I
needed to do and how to do it. So now I no
longer was being bothered. Now I felt like I was

being served.”

“By the time | was finished talking with

people about my problem, | thought, ‘Oh,

my gosh. This was fun.’ It's become

ingrained in my mind that | pay my student-

loan bills. In honor of the people who

helped me, | pay my bills.”




Hurd is part of a team of more than 250 full-
time professionals who — backed by the latest
information and telecommunications technol-
ogy — counsel borrowers about their options
for resolving payment problems. Those
options can include flexible repayment plans,
loan consolidation and opportunities for bor-
rowers to temporarily suspend or reduce their

loan payments.

Following Hurd’s step-by-step instructions,
Dent requested and was granted a forbearance
based on financial hardship, which allowed her

to briefly suspend her payments. Then she con-

Dent’s success in higher education has inspired her family;tncluding,
clockwise from left behind her, husband James Dent, daughter Tami:Little;
and sons Joseph Dent and Jonathan Dent.

T ol

solidated her education loans to bring her

monthly payments to a more-manageable level.

She’s been up to date on her education-loan
payments in the more than one year since she
talked to Hurd.

The default-aversion assistance provided ¢
USA Funds’ behalf prevented more tha
$16.7 billion in potential loan defaults in 2007.
As a result, U.S. taxpayers saved more than
$16 billion in potential default costs, and
student-loan borrowers avoided an estimated

$5.5 billion in additional loan costs.

In more than nine of every 10 cases, the
default-prevention professionals successfully
avert default. Hurd says this success comes
from “listening to a borrower’s needs and

finding the right solution for that borrower”

Dent works in customer service herself and
also is a human-resources consultant. She says
that successfully staying up to date on her
student-loan payments is only part of her
higher-education success story. Now that she’s

earned a college degree — the culmination of

30 years of work — two of her sons and her

husband have been inspired to follow suit.“T’m

quite proud of myself,’ Dent says. ¢




opportunities for Patty and her younger sister.
Patty’s mother, Laura Gamez, believes that
Sunnyside’s commitment to providing those
opportunities through Learning Communities

motivates all of the district’s students.

“I'm happy that the school district is taking this
initiative;” Laura Gamez says in Spanish trans-
lated by Patty. “Without it, the students would
be less motivated to do well in school, be
involved and continue their education. The
Learning Communities initiative encourages

students to do better in general”

“Sunnyside’s involvement in Learning Communities

shines the light on the district and shows that there

are good things going on here.”

4
4

Patty Gamez, a graduate of Sunnyside High School in
Tucson, Ariz., received a scholarship raised through

Patty Gamezs other involvement in Learning
Communities programs at Sunnyside High
School included serving on the district super-
intendent’s student advisory council and
teaching elementary-school children about

financial literacy.

Since their start in 2005, Learning Com-
munities activities have made a difference in
the Sunnyside School District community.
Manuel Isquierdo, the district’s superintend-
ent, says the area is abuzz with talk about the
schools’ added emphasis on high-school

completion and college attendance.

Learning Communities activities.

The school district is developing plans for
tracking Learning Communities’ impact on
high-school-graduation rates over time. But
Patty Gamez says she already knows how the
initiative is affecting the mindset of Sunnyside

students and graduates like her.

“People think of Sunnyside as ghetto, as the
poor, dumb side of town,” she says. “Sunnyside’s
involvement in Learning Communities shines
the light on the district and shows that there are
good things going on here. It motivates me —
along with other people — to prove that
Sunnyside isn't what people think it is” ¢
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Access and Outreach

Online resource prepares student for change in college plans

Ruth Kirklin had her heart set on study-
ing at the U.S. Air Force Academy. When
she learned last spring that she had not
been accepted into the academy, she
and her family were devastated.

But PathfinderHS helped soften the blow.

Thanks to the online college-planning pro-
gram that Kirklin used during her junior and
senior years at Edgewood High School in
Merritt Island, Fla., she understood the impor-
tance of having several options in place for
postsecondary education. So Kirklin and her

family turned to Plan B.

“Now I'm doing well in college;” Kirklin says,

“and I love it”

Kirklin, 19, will receive her associate degree in
education in fall 2008 and then begin work

toward a bachelor’s degree.

PathfinderHS is a product of Envictus Corp., a
Virginia-based organization that works to assist
high-school guidance staff. Envictus combines
software, training and professional develop-
ment in helping schools to incorporate
PathfinderHS’ customized college-planning

information in their curricula.

USA Funds has partnered with Envictus to
bring PathfinderHS into 30 schools serving
more than 25,000 students in Florida. USA
Funds also is sponsoring the implementation
of PathfinderHS in the states of Arizona,
California and Washington.

Edgewood Junior-Senior High School began
offering PathfinderHS to its 1,000 students in
spring 2006.

Neleffra Marshall, Edgewood assistant princi-
pal, appreciates that PathfinderHS makes it
easy for her to incorporate college-planning
material in courses as early as seventh grade.
She also says her students are well-served

by the program’s ability to provide information

PathfinderHS helped Kay Kirklin, left, and her daughter Ruth Kirklin plan for Ruth’s

higher education.

about postsecondary-training opportunities

throughout the nation.

Edgewood’s students and parents like that
PathfinderHS saves them time, Marshall says.
Instead of wading through a variety of separate
books and online sites themselves, they access
just one site for the information they need.
And, she says, because they can access the
program anywhere, parents and their children
can plan for the students’ college and career

futures together.

Kay Kirklin of Merritt Island is one of the par-
ents who value the portability of PathfinderHS.

“I'm an involved parent;” says Kirklin, whose
daughter Ruth is the youngest of six children.
“The fact that Ruthie could use PathfinderHS
at home showed that it isn’t off-limits to me,
that it really is a tool for both students and

parents to use.”

The Kirklins turned to PathfinderHS for
financial-aid information, career-planning
tips and details about colleges that Ruth
Kirklin might want to consider based on her
own interests and aptitudes. While their success
in using PathfinderHS is impressive, it’s not
atypical, according to a pilot-implementation

test of the program in 2005.

In that test, Florida high-school students who
had used PathfinderHS showed significantly
greater knowledge of key aspects of the college-
planning process than they did prior to using
the tool. After viewing PathfinderHS, about 99
percent of the students had a solid plan for pur-
suing college admission. Prior to using

PathfinderHS, only 18 percent had such a plan.

Eighty-one percent of students who had used
PathfinderHS showed that they had a plan for
paying for college — up from 55 percent who

had such a plan prior to PathfinderHS. In fact,
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“I'know a lot of kids have a college they want

to go to. They think, ‘This is where I’'m going,

and if | don’t get accepted, | don’t have a |
backup plan.’ Thanks to PathfinderHS, | did |
have a backup plan.” I. | ‘
|
) I:l

Ruth Kirklin learned through PathfinderHS that she is well-
suited for her future career in elementary education.

before using the program, only 4 percent knew
about the Free Application for Federal Student
Aid, the form required to apply for federal aid
as well as many types of scholarships and state
aid. After using PathfinderHS, about 90 percent

demonstrated knowledge of the application.

For Ruth Kirklin, having an understanding
of such college-planning information meant
that when she got that disappointing news

from the Air Force Academy, she was ready

with alternate plans. She selected Brevard

Community College in Cocoa, Fla.

Based on what shed learned from PathfinderHS,
she knew that going to Brevard Community
College would permit her to build on dual-
enrollment credits shed already earned there
while she was in high school. She could
graduate early — which would save her money
and provide her the opportunity to then pur-

sue a bachelor’s degree in elementary education

in Colorado, where she and her fiancé will

move following their June wedding.

With grants, Ruth Kirklin currently pays no
education-related expenses but the cost of her

books — and has not taken out a student loan.

“Good for me;” she says. “I know a lot of kids
have a college they want to go to. They think,
‘This is where T'm going, and if T dont get
accepted, I don’t have a backup plan’ Thanks to
PathfinderHS, I did have a backup plan” @
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Financial Highlights

USA Funds provides record levels of service

USA Funds supported a record level of
education-loan services during the fiscal

year ending Sept. 30, 2007.

Under the federal Higher Education Act,
the activities of an education-loan guar-
antor are financed from two distinct funds.
The Agency Operating Fund includes
guarantor-owned assets that may be
applied to a wide range of initiatives in
support of financial-aid-related activities
to promote access to education. The
Federal Reserve Fund consists of federally
owned resources managed by the guar-
antor to pay lender claims and support
the guarantor’s default-prevention efforts.

Agency Operating Fund

USA Funds’ total operating assets of more
than $851 million, which includes $316 mil-
lion in assets held in trust on behalf of the
Federal Reserve Fund, support most of its
services (Table 1). USA Funds’ assets consist
largely of cash, investments and receivables.
USA Funds has no significant fixed assets
in either fund because most of its opera-
tional support is provided under contract
by Sallie Mae®, the premier guarantor-
servicing organization. USA Funds employs
its net assets to deliver exceptional default-

prevention services, support its access and

outreach programs in support of higher-
education access, invest in new technolo-
gies that enhance education-loan services,

and meet unexpected contingencies.

Excess operating revenues over expenses
increased to $48.6 million from $21.4 mil-
lion between 2006 and 2007 due to
reduced payments under USA Funds’
performance-based contract for default-
aversion services, as well as gains in invest-
ment income and in loan volume, which
generated additional loan-issuance-and-

processing and account-maintenance fees.

During the year, USA Funds made a signif-
icant investment of nearly $29.9 million in
the research and development of new and
enhanced products to improve education-
loan service. Included in this investment
were new initiatives to enhance customer
service, improve access to key loan-
processing services, and upgrade loan-

delivery products.

USA Funds also provided $16.3 million to
programs that promote higher-education
preparedness, access and success. These
expenditures include support of need-based
scholarships for postsecondary studies
and outreach programs that help families

plan and prepare for higher education.

Federal Reserve Fund

As a guarantor of federal education loans,
USA Funds is required to maintain suffi-
cient reserves to back the outstanding
loans in its portfolio. As of Sept. 30, 2007,
USA Funds’ federal reserves totaled nearly
$247 million, or 0.28 percent of the value
of its outstanding loan guarantees (Table
2). The reserve figures are based on net
assets, an allowance for future defaults and

deferred revenue.

To comply with federal law, USA Funds is
collecting a federal default fee of 1 percent
of the principal amount of the new Federal
Stafford and PLUS loans that it guarantees.
Effective for loans guaranteed beginning
July 1, 2007, for lenders that subsidize
the fee for Stafford loans guaranteed by
USA Funds, USA Funds has been subsi-
dizing the fee on Grad PLUS loans from its
nonfederal agency operating fund.

Education-Loan Operations

USA Funds guarantees loans on behalf of
thousands of financial and educational
institutions for millions of students and
parents nationwide. The volume of Stafford
and PLUS loans that USA Funds guaran-
teed grew to more than $15.6 billion
during fiscal 2007. This figure represents

(Table 1) (Table 2)

Agency Operating Fund Federal Reserve Fund

(in thousands) FY 2006 FY 2007 (in millions) FY 2006 FY 2007
Total Assets $831,131* $851,130*  Total Reserves $222 $247
Total Liabilities $521,532* $528,410*  Total Loan Guarantees

Net Assets $309,599  $322,720 Outstanding $77,495 $87,249
Total Revenue $418520  $425,567 Reserve Ratio 0.29% 0.28%
Excess Revenue Over Expenses $ 21,393 $ 48615

*Includes assets, and corresponding liabilities, held in trust on behalf of the Federal

Reserve Fund.



an increase of 24 percent in loan volume
over the previous fiscal year (Chart 1). In
addition, USA Funds guaranteed more
than $10.2 billion in Federal Consolidation
loans to help student- and parent-borrowers
manage education debt. Consolidation-
loan volume declined following several
consecutive years of exceptional increases
in loan-consolidation activity due to
borrowers’ locking in lower fixed rates on
consolidation loans to avoid increases in

variable rates on Stafford loans.

USA Funds invests significant resources to
help borrowers avoid default on their
education loans. These default-prevention
efforts spare borrowers the severe finan-
cial consequences of loan default, preserve
the favorable default records of postsec-
ondary institutions, and protect the federal

fiscal interest.

During the fiscal year, USA Funds’
default-prevention efforts successfully
averted default on more than 91 percent of
seriously past-due accounts, thereby
preventing nearly $16.7 billion in poten-
tial loan defaults. On the other hand,
several factors contributed to an increase
in USA Funds’ annual default rate to 2.13
percent for fiscal 2007 (Chart 2).

First, a significant number of borrowers
whose payments had been suspended
temporarily in the wake of the 2005
Hurricane Katrina disaster ended up in
default after their loan-forbearance period
expired, and extraordinary efforts to con-
tact the borrowers were unsuccessful.
Second, USA Funds portfolio includes a
growing percentage of loans to students
who attended private career schools,
which, as a class, have higher rates of
default than other institution types. Third,
a legislative change eliminating the
exceptional-performer designation, and
the resulting reduction in the rate of insur-
ance to lenders with that designation, pro-
vided an incentive for lenders to accelerate

the submission of loan-default claims.

The annual default rate compares the
dollars in default on loans guaranteed by
USA Funds against the dollar value of all
USA Funds-guaranteed loans in repay-
ment at the start of the year. This default
rate often is called the trigger default rate
because higher default rates trigger lower

federal reimbursement to a guarantor.

If, in spite of its intensive default-prevention
efforts, a borrower defaults, USA Funds
continues to pursue payment of the
education-loan obligation. During fiscal
2007, USA Funds’ default-recovery efforts
collected $950 million (Chart 3), of which
$748 million was remitted to the federal
government. This figure excludes collec-
tions from Internal Revenue Service federal

tax-refund offset.

USA Funds’ default collections included
more than $400 million in loan rehabili-
tation. Loan rehabilitation provides a
more-satisfactory resolution for many
borrowers in default, because a successful
rehabilitation removes the guarantor’s
reporting of the default from the bor-
rowers’ credit records. Loan rehabilitation
accounted for 42 percent of USA Funds’
total default recoveries.

Outlook for 2008

Enacted just before the close of fiscal 2007,
the College Cost Reduction and Access Act
imposes more than $20 billion in federal
budget cuts on education lenders and
student-loan guarantors during the next
five years. Despite these severe cuts,
USA Funds intends to continue to deliver
the finest education-loan services to
postsecondary institutions, education
lenders, students and parents. USA Funds
will continue to invest in powerful debt-
management and default-prevention
programs; nationally respected training
programs for financial-aid and education-
lending professionals; new technology;
and the support of programs that promote
preparation for, access to and success in
higher education.

(Chart 1)
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