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INTRODUCTION -

g1ns of the Stugz, ) ’ -
‘Private colleges have viewed with 1ncreaS1ng alarm the deterioration- 2

of the1r financial pos:t1ons. As income from endowments -and contributions
has. yemained relatj vely stat1c .cost 1ncrements ‘haveée beén met by the only
means.w;th1n1nst1lu;1onal -control--increased:-‘tuitions. Alongs1de the trend
to-a-highet price §tfuétufe (but not demohst‘fabiv‘ise‘cause of it) has beén the
Amovement of - studeénts ‘to public un1vers1t1es. Pr1vate colleges -have found
'the1r :share of enrollment dropp1ng from- 40- percent: in 1960 to 26-percent in
'1970 It 1S—hardly-reassgrlngvto raise-prices in the-facegof dccl;n;ng

W1th .Aincreased educat1onal -costs -has-comé the -nééd. to enlarge student
~f1nanc1al assistance act1V1t1es. ‘It has been-.a trad1t1onal ‘role of colleges--
—espeC1ally pr1vate colleges~-to help ‘Students- manage the cost. of .attending:
collége. Thererlsj:xhezeﬁo:es‘aacloseubqndzbetween—the'oyerall:f;nanc;al
situation and financial aid policies and-activities.

T ‘This study, thérefOfé, was: conceivéd as :a-means. of‘finding out how the
chanse in f;nansxal aS§;stan¢e,pxogram§-, Stéted §9mewhat:d1ffe?en;1x».the
study-was proposed as-a-means of détermining whetheér there-were more effective
ways:to usé existing financial aid resources. Such improvements might be.
brought about thioﬁgh:diffefenf loan  concépts, altered imix of aid forms; and
imoreceffecfiVe use'of assistance programs,exfernaluxo,thé;college;

" A further objective was to seé whéthet there weré activitiés that could

.

be carried--out better through;consortial arrangements than -through the indi- "~

vidual éfforts of the 24 member-colleéges.

" Finally, some consideration needed to be g1ven to the factcrs that affect
educatlonal cost--t0 borrow- a phrase more acceptable in 1ndustry than education,
how.’to- increase productivity. It is apparent that any reduction in or restraint

of unit educational cost is of itself a powerful imstrument of financial aid.

=
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‘to get a -clear -picture of -the existing financial .aid situation. Accordingly

Because of the complexzty of this subject, only limited 2ttention can be given
1
to it.

&
.

The Method . | . i

Since 2 major purpose of the study-was to determ1ne what. Rznds .of changes

in the financial aid practices held promise for—zmprovemene;qa,f1rst step-was-

a .data collection instrument was devisea that covered: the follow1ng ‘areas of
information: , 7 i ' gEe—
a. Data. on current operating income ‘
'b. Educational costs.and charges. .
c; Financial aid-allocations and sources of thése funds o §
d. General 1nst1tut1onal ‘information: 1nclud1ng size,. staffzng, and '_ - gli
,salar/ Tevels- :
‘e.. The- tudent "market"pas 1nd1cated by appl1cations, adm1ss1ons, and o :os
matrzculat1ons : o : i'?
£. fLoansactzvxty—and'Collecfion:eiperience— : T :
g+ Student accounts ‘Teceivable 7

h. 7F1nanc1al -aid admzn:stratzon--organzzat1on, plann1ng, pol1c1es
‘When. the questionnaire-was. c1rculated _the last academlc year for- which:

- figlres were avazlable Was- 1970/71 -and :this is: the base ‘year: generally used. ’é ; é
?;n the study. In order ‘to-measure ‘trends; some of ‘the 1tems ‘were- ‘back-dated. ]

‘The -data were then programmed into a computer and a number of” relat1on- :

ships were: established: L ’

:What the Data Say ‘(and to Whom)

Some of the dsea lend themselves to general observation. For example,
‘all the colleges depend predom1nantly ‘on tuition income o, meet current ‘

foperat1ng expenses. And f-. most of them, the degree of dependence has in-
- -Creased over the past 10 years. Their charges have also increaséd over this

period, but by no means un1formly, nor in any linear fashzon. All use grants
.and ‘loans in combznat1on aid packages, and all but -one include work in the

-package.

An -ambitious. study of this subject is now underway under the direction of
~ Dartmouth College.
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7 lowever, the characteristic of the bulk of the data is that patterns are
‘hard to establish, All the colleges returs .some portion of their current ua--
restricted income as direct grants, or remissions -of tuition. One might
‘hypothesize, therefore, that these awards-:made entirely at the diseretiqn of
“the college--would encouragé matricﬁlation»of accepted students; that is; the 7
higher the average grant from such funds, the higher the ratio of cnrollment - 7xf
to acceptance. A correlation coefficient of -.02 dispels any such conclasror.’ . : :
: 7 T tht;emerges is that the data displdy charactéristics.of the individual - ) qu
5 —colleges. It isnot significant'thatﬂthefpractices or policies ¢~ Tollege A - o
differ from Colleze B, but it may be very important :that College A knows why
: ‘ 'thefdifferenée exists and that the difference is intentional.

; - ‘—The Orggnzzatron
: Grven the -objectives of this study and. ‘the method .ised in assembling
~-and analyz;ng ‘the: data, ‘the report ‘has:-been organxzed in four parts.

I !
] o
“a v e

The f1rst”part deals with: ex1st1ng praetxces. It sketches the financidl

Albackground aga1nst wh1ch the student assistance programs must be- V1cued. It E 3
-reviews: the "market" 1n-terms~of admission experience. And finaily, it sum=. -

e b

R L

" :marizes ‘the ex1st1ng fznancral azd patterns of the member €0 leges.r
B The. $écond :part -dedls: with- d1rect1ons ‘of change. Through analvszs of
~ the data and' by selceteg,examples, the 1mp11cat1ons and consequences of some: )
- -Variations in.existing pract1ces are considered. ] ' o %
In the third part, a_number. of consort1a1 activities. relateﬁ to frnancral . C
7fissistanc are: considered.. o 7 ' S *é'
'Finallx;-a fouzth section deals with topics related to productivity and: :
Afiedueationai costs. e 7 7

- €

f'rhe JPLight

The literature of higher education abounds with references to the "Plight
- of ‘the Private College." And since a ‘compelling reason for making this study
is to find some solutions to thisAniight,,azreasonable beginning ought to’hfj;
‘- to seek some definition of the.word and some measure of the degree of affliction.
1§ 7 Easier said than done. '

i L |

The most recent analysis of the subject is contained in Professcr :
~ Cheit's book published by the Carnegie Commission and ‘eatirely devoted to . T

w




-this top’i‘c.1 Yét I find the work singularly unhelpful, because the author
; usés such a vague definition of f1nanc1al d1ff1culty A college is in (or
7 '*head1ng for) f1nanc1al d1ff1culty, he says, "if its current financial cond1-,
t1on results in a loss of serv1ces that are’ regarded as a part -of 1ts program.
or a 16ss of quality. "2 )
Such a definition, I suggest, is a. shaky base on. which to make a Judgment
. about -an 1nst1tut10n 's: f1nanc1al condition. First, there is hardly a- college
1n ex1stence that could not eliminate .or curta1l some of its "serv1ces" W1th
inlttle measurable effect on its overall program. “Second, g1ven ‘the: capac1ty
‘;of educators to use the word "qual1ty" without. def1n1ng it,. "loss of qual1ty"
i 1s an unrel1able -measureé: of” 1nst1tut1onal f1nances. i
7 Indeed I would argue that it is prec1sely because our colleges -are-
-saddled wlth sérvices and concepts of’ qua11ty ‘that cannot be- quant1f1ed that
”:;p €81 dents and plann1ng agenc1es W1th1n our colleges are SO: hamstrung in the1r'
*,rts 6 ta1lor a program which is in balance W1th expected income.. ‘The
suré ‘to .add is unceas1ng, .and ahy curta1lment results 1n—angu1shed—cr1es
-of" calam1ty from affected constituéencies. At the r1sk of overstat1ng my
po1nt I would argue that the college that shows the capac1ty to reduce, ser-

V1ces may be the very oné héading out of not 1nto, f1nanc1al difficulty.

o5

Néveértheless, the financial problems of the colleges- 1nvolved in this
stiidy are real and compelling; no qu1bbl1ng about definitions will change
g~that sitdation. The question then is how serious 1s the problem, and an

1nescapable measure is the cash flow--that is, the relat1on -of total cash
income to total cash expenditure.

Surplus or Def1c1t i

TR

Cons1der1ng only the net cash position at the énd .of the fiscal years,
the respondent colleges have mahaged exceptionally well over the past decade:
Ini the 10-year interval between 1961/62 and 1970/71 most of the colleges showed

Sara e .

1Earl F. Cheit, The New Depression in Higher Education, McGraw-Hill Book
Company, New York, 1971.

2Che1t, p. 36.
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surpluses in -their educat10na1 -operations (that is, not considering auxiliary
.enterprises like dormitories and dining halls)

Table 1 shows operating surpluses and deficits accumulated over two
S=year periods=-1961 to 1965 and 1966 to 1970. In the first S-year interval
17 colleges showed surpiuSés; 6 deficits. The median of 23:cbi1eges was a
-$urplus of 2.0 percént of the total income. The second 5 yeéars shows a clear
:deterioration in cash flow. .Althéugh 11 colleges still show accumulated sur-
plus, the ﬁediéh,opérating result has sﬁrunk 6 a surplus of .1 percent.

TABLE 1 S ' i B

OPERATING RESULTS~~1961 TO 1965 AND 1966 TO 1970 . 3 %—
(In- $1900 and Pércent--of Total)

1961/62 to 1965/66 A_ 1966/67 to. 1970/71 _ :
o Surplus Perggnt Qf Surplus Percent of 5
-‘College (Def1c1t) _ Incomeé: . (Def1c1t) Income . ‘.
A -878 650 2711 1.0 ‘.
‘B- ‘687 5.8 284 1.4 ‘.
c 1763- 5.7 3021 6.5
D —825 5.5 1102 4.6
E 596 4.6 633 3.0
‘F 470 3L (5635) (18.5)-
G 286 2.9 RO) 0 ‘
H- 223 - 2:5 (581) (4.3)
I 357 2:4 129 .5
J 221 _2.4 (1355) (10.0)
K 390 2.1 82 3
L 278 2:0 (41) (.2)
M 242 1.8 95 .5
N 114 1.2 125 T
0 91 1.1 (43) (.3)
P 31 .2 22 .1 : <
Q 16 .2 110 .8
R (8) 0 (507) (1.7)
. S 1) 0 (572) 2.7)
T (5) 1) (158). 1.0 -
U (25) (.4) (673) (5.4)
v (216) (2.0) 0 0
L] (149) (2.0) (217) (1.5)

IA study like this one--in which time and money -preclude 1n-depth 1nterv1ews--
is vulnerable to over-simplified conclusions based solely on examining operating
f1gures. For example, one college may show a large deficit by virtue of having
-charged off accumilated losses. Another may show a surplus as the result of a
large, non-recurring gift.




As one would expect, the var1at10n in operatlng results over these years

is con51derab1e, but the trend is obv1ous--1t wds ‘more difficult to achieve

balaficed operations in- the second’ 5 years than in the first,

23 colleges showed poorer results in the second 5- -year period than in the first.

All but 4 of ‘the

And within the group were a few colleges with such large-accumulated deficits

(10 and 18.5 percent, for - example) that one -would speculate that their reserves

were Sériously depleted

Cash Flow and Tultlon Income

One of the few: qua11t1es that thé 24 colleéges have in: -common.- is- dependence

.

on tu1t10n income -as the maJor ‘source- of -current operat1ng funds. The rolé of

endowments and contrlbutlons 1n prOV1d1ng re11ab1e 1ncome is dw1nd11ng, nor

Table 2 shows the percent of current operatlng income- that derives- ‘from

TUITION AS SOURCE ‘OF- INCOME

~ College

oo U:C:'ﬂ‘r'tn‘z:cixb‘rtfa'nzh:'v&25><:>*:y=wﬁqu

Median

e

TABLE 2

(In Petceént of Total)
1961/62

73 9
79.7
75
68.
75.7

\! (‘ndwa)

L I
N OV OO = 00 (N WO \lmNN\lO‘N\lO\q\M‘
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B =R R T- RN TN

WA DDU VO N
OO EONIN
L] L L] L] L] . L]

69.6

1970/71

87. 9:
'85.0
83. 9 .
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student tuitions. . Only 2 of the colleges recéived less than 60 percént of

their income from tuitions in 1970/71, and theé median figure was 75.7 percent,

coiipared with 69.6 percent in 1961/62. S
Higher student income means higher tuition charges, and with eath price. g

inérément ¢omés increased :demand for financial assistance. Thus an inextricidble

.

relationship becomés establishéd between financial viability and student finan- L i
cial.aid. This study déals with that relationship. '
e o
e
. ) A :
:
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C}iaptér I

CURRENT PRACTICES- .

o

P
What 1s F1nanc1al A1d? N ) L *

Pr1vate colleges determifie théir charges on thé basis -of the: d1fference
betwéeén total costs and incomé. £¥oim non- tuition SOurces. Publ1c.rnst1tutlons
base- the1rs on the d1fference between costs and leg1slat1ve appropr1at1ons.
‘Thiis;. 10: studeént pays the full cost of h1s education, and in th1s;sense every-
student recéiveés-some: f1nanc1al a1d whether he needs 1t OF 1ot However,
the financial a1d that is cons1dered in th1s study is arb1trar1ly def1ned -as-
the- d1fference between the stated college chatges -afd the ‘payment made by ‘the
student -or h1s parents:

' It £61lows;. the*efore, that we should first 100k at the trénd in studeént
charges; since it is the relationship. of these charges to- the student's ability

to pay “that determ1nes the magn1tude -of financial -aid.

Pr1ces,*Pr1ce Trends, -and- Price: Pol1c1es

Table 3 shows the total b1lled charges of the responident colleges. for
l§61{§2 and 1970/71. These costs include tuition, feées, room, and board.
In the: 10-year inter}/é'—i, the median price has risen: from $1925. to. $3325, an
incredse of 77 percent:-

These f1gures of themselvesfdo not say very much, for in a. per1od
one- should expect that educat1onal charges would also rise. Therefore,.
Tablé 4 ‘has been constructed to show increase over the prior year of college
chargés, and these f1gures are then compared with rate of increase in the
mediafi- family income and the consumer pr1ce,1ndex, In these térms (and using
the interval 1961 t071969), college costs have risen faster (60 percent) than
the price index (22 percent), but not so fast as fam1ly income (67 percent).
However, what Table 4 seems to show most clearly is that there is no consist-

ency -of pattern among the colleges nor is there consistency even as to a
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‘ofi-this subject in the next chaptér. . . -

TABLE 3. o ’
_ TOTAL BILLED CHARGES
(Tuition, Fees, Room Board=-In Dollars) -
College 1961/62 1970/71

2100 3800 :

2200 3770 4
2210 3750:
2062 3750
1872 3667
1700 3550 - | &
2085 - 73525 , E =
2070 3470 ' »
18700 - 3450
1900 3450-
21000 . 3450
1925 . 3442:
1860 3340
. 3325.
2000 3320
2000: -3300-
2000 - 3210
1575 3200.
1760 . 3050 s . B
1500 ~3000 - ' "
1620 - 3000-
1950 3000
1725- 2925
1400- - 2585
Median 1925 3325,

b

T
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sifigle college. Givén the private college's &ommitment to restrain its charges
to.-thé Student, the results-displayed in the table aré hardly surprising.

Whéthér or not this restraint is wise is anothér matter, and more will be said

The.True Plight

In spite of the anguished cries over the financial straits of the private

colleges, there is—no‘feal evidence that the membeér colleges, or colleges like )

them, will close théir doors for inability to pay their bills. The data dis-

played in Table 1 suggest that most have managed their financial problems

} e - -

adequately--albeit, one can be sure, with considerable pain. The more signi-
ficant issue is whether they can continue according to their own standards.of
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duality and purpose. The resolution of that issué depends on the strength

of the market for their programs. Given the increasing dependence on tuitions
" as the primary source of operating, funds, the future of the private college
requires that they be able to fill their rolls, and the quality of that future
_dépends upon how. selectivel'they can be in théir enrollments. -

In addition to number and quality .of Students, a new and 1n51stent con=
751derat10n ‘has becorie apparent. It is the question of the net prlce to be .
‘charged. That is, "how- can full enrollment be achievéd within the limits of ~
_manageable price dlscounts (grants) and deferred ‘payments (loans) 7 B

If -order to explore thess market considerations,. it i§ necessary to v
-eXamine (a) the ab;llgy‘of ;he °011¢8¢$ to f;ll their 16115; (b) the degree - ] f X
of é.&miséiar_‘w selectivity; and (¢) the size of the potential market. Cd

i )

;Ab1l1ty to F1ll the Rolls

The best avallable Measure -of a college s ab111ty to enroll the number ’ " 5 ;
;of studénts it needs to ‘Supporg a given ievel or progran -expend.ture is the N
:comparlson ‘of actual enrollmeﬁ% Wlfh!%hé figures usedfto éstimate -the budgeted
¢q1glpn~1negme; Table,5~cpmpare§gtheraetual—enrollment with the enrollment
;présumed in estimating tuition income-.

TABLE 5

FILLING THE ROLLS--ACTUAL VERSUS PREDICTED
(Actual Enrollment/Predleted in Budget--Percent)

College 19/1/72 College  1971/72
s 107.3 A 100.0
J . 106.9 G 100.0
E 106.0 R 99.5
L 104-1 K 992
X 102.0 H 97.0
P 100.7 T 95.4
B 100.3° Q 94.6
D 100.3 v 92.8
- C 100.1 I 92.1 )

In general, the respondent colleges have been successful in meeting

their estimates. In only two instances did actual enrollment fall as much

1"Selectlve" is not used here in the specialized. sense of academic poten-
tial (test scorés), but rather in the broader sense of capacity to set
institutional standards of admission, whatever those standards may be.
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’

as § percent below predictions.>

Selection o

o Enrollment capability rests squarely on the strength of the admissions
market, and this strength is commonly measured by the relationship of the
number ‘of entering students required to fill the rolls to the number of appli-
cations received. However, the admissions process must move from application
to-enrollment by anticipating the number of accépted students who will actually
enroll,

‘Table -6- tabulates these two 1mportant measures of ‘market strength--the
perceént of appllcatlons accepted, and the percent of those accepted who actually =

énroil., The flgures are given OVér a S-year périod: in- order%that trends may be S
{ :
examlned

offlcers. Of the 23 colleges Teporting; 18 -aré acceptlng a larger percentage
of the1r applicants in 1971 than they did in 1967. Only 3 colleges have main-
tained a 50 percent Or lower acceptance raté in -1971.

To make the p1cture 'somewhat bleaker, the enrollment rate after accept-
ance has dec11ned All but 4 of the collegeés show a lower percentage of
admitted students actualiyfmétTICUIatiﬁg'over the 5-year -period.

These two: séts of flgures add’ up  to the necessity of acceptir:, a larger
percentage of applicants in order to fill a predetermined enrollment. How

sucéessful the colleges were in meeting théir admissions target is also shown
“in Table 6.

The Potential Market

The acceptanice rate discussed in the section above is but one measure
of;gelectivity.g From the standpoint of institutional finance, an even more

e

lln read1ng these figures two factors must be borne in mind. (1) The figures
are based on fall enrollments and say nothing about attrition occuring during
the year. (2) In some colleges enrollment estimates are, consciously or sub-
consciously, understated. The practice is one of the few .devices by which
college management can build some cushion against over- expendltures. In a
sense the two factors work to offset each. other..

2

Such a measure is by no means absolute. At some colleges there is a high
degree of pre-selection by the student so that applications may come much
closer to admissions standards than at other colleges.
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TABLE 6

SELECTIONe-ACCEPTANCE_AND MATRICULATION
(In Percent)

1967/68 ' 11971/72

. College Accepted1 Matriculatedz Tagggg? Accep%ed1 Matriéulated2 Targggi ’
A 64 . 70 100 82 - 62 96
B 71 55 87 45
-C 49 56 97 42 . 53 101 - :
D 48 50 . 52 46 94 .
E 67 55 103 25 56 110 '
F 69. - 50 98 - 63 48 93 :
G- 43 62 . 101 50 . 70 116 :
H 67 52 89 79 . 54 - 78 :
T 48 64 106 ) 56 52 102 o
J 76 52 100 90 49 90 :
X 81 57 - 99 93 60 96
i 72 59 ' 76 55 103
M. 68 46 82 44 100
N 82 65 . 79 74 95
o 58 56 105 68 53 - 100
P 61 53 “100 75 41 97
Q 80 a5 86 a1 89
R 78 . 46 © 92 78 39 92
s 67 52 ‘ 70 43
T 87 - 57 105 91 50 T 92 .
U 78 49 102 75 45 108 j
-V 80 54 82 47
W 86 61 114 87 45 85 .
X 79 51 91 41

?Accepted/Applications
~25nr011ed/Accepted
3Enrolled/Objective
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important measure of selectivity is the capacity to select a certain number of
students with the ability to pay the educational costs. It is important, therc-
fore, to know both the gross size of the potenm.ial market and the size of that
ﬁéfket in terms of family resources.

In 1968 Humphrey Doermann published results of studies he had made at

‘Harvard on the potential pool of high school-graduates;1 As so often happens,

this exceptionally able and important work went largely umrnoticed except in
admissions circles. Its message did not percolate upward in college manage-

ment echeions, where concern was still largely limitéd to-the insistent ‘but
‘Vague worry entitled 'pricing-out-of-the-market." 'While no one can say at what

magic level price exceeds willingness,to,pax) here at iuast,were—somérspecifics:
as to what the size of the market was. 7 '

Table 7 estimates the pool of high school gradudtes in terms of family
income. These figures:aré"adapted'ftom’ﬁqgfmannzfﬁy doublinghis figures to
éSﬁyert from the male population he used to include female—graduates.sr'Thc
table further defines the pool in terms -of SAT 5cofes.47

The application of this table can be better understood if it is related
to}the data presented in.Figure 1. This curve is drawn to display the relation-
sﬁips of parental coutributiéns to taxable family income. The contribution
is-taken from College Scholarship Service tables for a family with 2 dependent

- The curve can be thought of as the "no-need" boundary. If the parental
contribution scale is read as educational cost, then the families with income
below the line will require no financial assistance. For example, the median

'IHumphrey Doermann, Crosscurrents in Coi{gge Admissions, Teachers College
Press, Néw York, 1968 i

%Doermann, pp. 140-141.

°A1though colleges converting to coeducational status rationalize the'change
on grounds of educational merit, one should not overlook the fact that by this
conversion they are immediately doubling their potential market.

QDoermann's tables show populations over a considerable range of test scores.
The score of 550 was arbitrarily selected for the purposes of this table as
being relatively applicable to the participating colleges.

§CSS uses "effectiwe" income in its tables, and defines the term as income
after taxes, medical 'expense, and other expenditures. In Figure 1 this '"net"
income has been converted to its before-federal-income-tax equivalent.

;-

Py
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‘total costs of the respondent colleges--$3340--can be met by families that

have pre-tax incomes of $20,000 or more.

TABLE 7

POOL OF HIGH SCHOOL GRADUATES--1969/70
(By Family Income and SAT Scores)

. Number -of Graduates Scoring
Family Income High School Graduates 550-on: SAT (Verbal}
.$ 000 ‘ 2,500,000 166,000
4,600 2,592,000 158,000 to.168,000 - -
7,500 1,822,000 144,000 to 164,000
10,700 , 1,238,000 120,000 to 156,000
16,200 - 626;000 '80;000 to 128,000
20,000 468, 000 66,000 to 112,000
_-25,300 - 316,000 - .50, 000" to: 194,000
28,800 -- 160;900 ) 30,000 to 62,000

'NOTE:. These ‘estimates- assume two- coeffzczents of correlatzon
between-aptitude and- income. The pool of graduatcs is
presumed to lie:within this range..

READ  TABLE: Line 1--Tetal high school graduates, 2, 900 000, of
which 166,000 would ‘score--550. or hzgher -on-verbal
SAT.

Line 6--High school graduates from families-.with-
incomes of $20,000 cr higher, 468,000, .of which
from 66, 000 to 112,G00 would score 550 or higher.

Let us now put together Tgble 7 and Figure 1. The combination says
that the total pool of high school graduates from families with income of )
320,600 or more is 468 thousand. However, if the further limitation of a
minimum aptitude score of 550 now be applied, then the pool of graduates
shrinks down to the range of 66 to 112 thousand. Aad it is in this small pool
that the colleges of ‘these assoczatzons (along with hundreds of others) are
fzshzng T

Admitting any number. of inexact assumptions ‘that underlie these compu-
tations, the situation is still a matter of serious concern. How the colleges
can face the problem will be considered later in terins of admissions planning.




"The Fabric of Financial Aid

Financial aid .s it exists today is a far cry from the original concept |
of an award or prize to the needy scholar. In its present form it is a crazy:

* quilt of allotments deriving from a wide variety of sources--from charitable ‘
contributions, from public funds, from the stpdént'x ownflaéors, and, mofe
recently, from the géneral income of the coilege. As practiced today, £ + =
cial aid is the device through which the student's financial resources are
brought into coincidence with the costs of attending a particular college.
[t nay be used to enroll students with high test scores, students from %ggfi?éd'
backgrounds, valedictorians, and, not infrequently, students who' just happen-
ta be 6 feet 7 inches tall. 7 '

How one puts together all these .components is hardly a precise process,

but. assuredly it is an-art. The practitioners-of this art are among the

~ newest professionals in academic administration; they -are the finanéiél aid
offizers. ' 7

‘How-do these aid officers put the pieces together and from what sources

‘do the pieces come?

s

The Aid Package

- Thé épnéept of financial aid as a package is relatively recent. Foi
many years aid was confined to outright grants of money, largely supplied by-
contributions for that.pirpose, and usually awarded on the basis of actdemic
achievement. Somewhat :ater, loan”funds--agiin established by charitable
gift--came into use but on a limited basis. With the establishment of the
National Defense Student Loan Program in 1958 ‘the use of loans grew rapidly,
In the 1970/71 year the 24 colleges supplying data for this study loaned
$5.3 million. The concept of the student acceépting responsibility for some
part of the educational cost through borrowing was fucther enlarged with the
advent of formal programs providing work opportunities for him.

As these three sources of aid--grai:ts, loans, and work--havi. become
established through publicly funded prograﬁs, the practice of "packaging"
financial aid has become -almost universal. How the respondent colleges formed
their aid packages during 1970/71 is displayed in Table 8.

Before considering these figures it is important to note two important
inherent limitations. '
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First, the dollars reported for work assistance are not consistent. It

is difficult to keep track of how much a student earns and what portion of it
-goes to college expenses. As a result, many colleges record and report only

~ honey expended through the federal College Work Study Program. It would require
much more sophisticated records than most colleges maintain to fhlly account
for student earnings.

A second uncertainty also derives from record shortcomlngs Many colleges
have no system for devéloping and recording data on aid paid directly to the

student. For example, a student may negotiate a—lo a:x directly under a state

_:program in the state of his residence, and such assistance may go unnoted on
‘the college records. Therefore, there are- inconsistencies between the colleges
- der1v1ng from différences in record systems.,

TABLE' 8
AID PACKAGING (1970 =71)
(In Péercent of Total Aid)

College ] Grants Loans Work
u 77.9 - 13.3 8.8
W 77.5 19.4 3.1
- K 75.8 24.2
) F 73.9 14.7 11.6
P 73.7 6.2 20.2
B v 71,7 21.2 . 7.1
T 70.0 24.3 5.7
X 69.8 16.1 14.2
N 67.4 17.7 15.0
J 66.4 11.3 22.3
E 66.1 31.6 2.3
M 65.6 14.8 19.7
D 64.4 19.6 16.0
B 63.6 17.8 18.7
H 62.9 21.8 15.3 -
C 62.2 20.9 16.9
L 60.6 29.6 9.8
I 56.7 33.9 9.3
S 55.6 33.5 10.9
Q 54.8 - 30.9 14.3
A 53.9 30.3 15.8
G 51.8 25.1 23.1
0 51.7 15.3 33.1
R 51.1 35.4 13.5
4 0 2

Average 64. 22, 14.

In spite of these differences, the figures can be read with useful results.
They measure, for example, the relative emphasis placed upon outright remissions
of cost (grants) as compared with deferred payments (loans), and the extreme

»
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variation of these ratios must be noted if not explained. Table 9 lists the
ratios of grants to loans, and does so in terms of both entering and upper
class students. These ratios vary from a low of 1.5 to a high of 12.4. The

res’ of the colleges have ratios varying widely around the median ratio of 3.3

TABLE 9 .
RATIO OF GRANTS TO LOANS ) . -
. e First Year
g College Students Upper Class Total
i P 12.4
- 7.6 5.2 6.0
u 6.4 5.7 5.9
A F 4.3 5.5 §.0
j M 3.7 4.8 4.4 N :
X 4.3 :
W 5.0 3.4 3.9 :
N 4.1 3.7 3.7
: B 3.8 3.4 3.6
0 3.5
v 4.1 5.2 3.4
D 4.6 2.9 3.3.
K l.6 4.2 3.2
c 3.0, 3.0 3.1 )
H 2.5 3.2 2.9
T 2.3 3.1 2.9
- E 1.9 2.2 2.1
G 2.5 1.8 2.1
L 2.6 1.8 2.0
Q 1.8 1.7 1.8
A 1.9 1.7 1.8
1 2.0 1.5 1.7
S 2.1 1.5 1.7
R 1.8 1.2 1.5
Median 2.6 3.0 3.3

It is important to note that all the colleges emphasize grants over loans
in their aid awards. A change in this practice could have a significant effect on
the overall financing of student assistance, and this topic will be considered

later.

The Extent of Financial Assistance

Although most of the colleges replied to a questicn on the objectives of
their assistance programs by such phrases as "To enable worthy young people to
attend our college without regard to their ability to pay,'" the fact is that

financial assistance i$ a crucial factor in enabling the colleges to fill their
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rolls. The extent to which colleges relied on financial aid eithef to meet en-
rollment targets or to admit the kinds of students.they wanted éprobably,both)
is displayed in the following tables.

Table 10 "normalizes' the amount of a%sistance granted by relating it to
the dollars of tuition billed. As is evident throughout this study, the varia:
tion between colleges is very great. The amount of assistance variés bBetween a
low of 15 percent to 58 percent, and the median falls almost squarely between
at 30.7 percent.1 ,

Table 10 also speaks to changes in amount of assistance over a 5-year peribd.2

i TABLE 10 )

THE EXTENT OF FINANCIAL AID--1965/66 TO 1970/71
- (In Dollars and Percent of Tuition)

1965/66_ - ) . _.1970/7 .
“Total “Total _Total ~ Total
o Tuition  Financial Tuition Financial
‘College  Income _Aid . Percent Income  Aid Percent

A 2801 837 - 29.9 5171 1532 29.6 .
B - 2063 619 30.0 3359 1253 37.3
C 4193 1363 32.5 6478 2390 36.9
D 2182 813 37.2 3360 1292 38.5
E 2157 3818 572 15.0
F - 2050 . 4413 2542 57.6
G 1764 431 24.4 2641 996 37.7
H 1429 - 438 30.6 2092 812 38.8
I 2704 538 19.2 5737 1715 29.9 -
J 1519 483 31.7 2245 788 35.1
K 3235 660 20.4 4078 =-1159 28.4
L 2350 4036 1309 32.4
M 2021 659 32.6 3122 994 31.8
N 1719 471 27.4 3401 1248 36.7
0 1450 2211 754 34.1
P 2416 4449 1040 23.4
Q 1549 441 28.5 2357 826 35.0
R 3428 639 18.6 5659 1229 21.7
S 2129 584 27.4 3356 1113 33.2
T 1305 1655 955 57.7
1] 1163 278 23.9 2918 568 19.5
v 2055 956 46.5 3399 1973 58.0
W 1582 549 34.7 2902 1158 39.9

Median 30.0 30.7

1The complicated interrelation between aid and market must be considered when
reading these figures. For example, included ir College V's figures is $588,100
of grant funds deriving from state sources. College Lk, on the other hand, shows
only $1,650 from state funds. Presumably, College V benefits from large enroll-
ment of residents eligible for the state's scholarship program.

2Data for 1965/66 are taken from a study made by the writer in that year,
involving most of the colleges in this project. :
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Although the dollar growth is very large over the interval, there is

little change in the median when the assistance is related to the billed

tuition.

Another measure of ithe extent of financial assistance is the number of

students receiving some form of aid.

21

Table 11 shows the unduplicated number

of students on aid and, again, compares them with the 1965/66 year.

relative to enrollment is slight. What Table 11 -demonstrates is that financial
asSistance is inextricably bound to the financial viability of the institution--

that is, half the students require supplements to parental income.

-

TABLE 11
NUMBER OF STUDENTS RECEIVING AID
. _1965/66. _ 21970/71
Number ‘Niimber
College  Aided  Percent  Enrdllment  Aided  ‘Percent

A 1124 .48 — 2677 1264 47

B ‘815 55 1800 721 40

C 995 49 2553 1365 53

D 803 59 1397 981 70

E 1763 403 23°

F 2060 -

G 481 44 1143 610 53

H 417 48 1007 433 43 -
- I 580 32 1986 723 36

J 495 52 1938 519 55

K 477 21 2370 705 - 30

L 1733 858 50

N 453 28 2022 1240 61

0 1365

P 2111 496 23

Q 407 47 964 530 55

R 512 45 1750 684 39

S 481 38 1390 560 40

T 854

u 323 44 1156 523 45

v 870 71 1409

W 872 82 1302 718 55

Median 48 46

“Source of Funds

How the colleges funded their aid program is shown in Table 12.

table indicates the sources of funds for each type of aid and does so as a

percent of the total.

The ¢hange
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TAELE 12

. (Percent of Total)

College Funds Non-College Funds
College Unrestricted Restricted Federal State Other
A
Grants 45.22 '‘6.58 15.99 12.58 19.65
Loans 0.00 6.00 94.01 0.00  0.00
Work 100.00 0.00 0.00 0.00 0.00
B, ’ -
Grants 29.64 19.14 6.70  38.43  6.12
Loans 7.40 0.00 66.53 0.00 26.08
Work 85.23 0.00 14.78 0.00 0.00
C R .
Grants 40.}0 43.87 7.76 3.83 4.47
" Loans 0.00 9.92 90.09 0.0  0.00
Work 88.63 0-.00 11.38 0.00 0.00
D o _ ° .
GTéntS 33.19 39.65 8.15 6;34 12.70
Loans 0.90 64.26 35.75 0.00 0.00
Work 84.38 15.63 0.00 0.00 0.00
E _ - —
Grants 46.85 35.82 14.48 0.44 2.43
Loans 0.00 11.12 88.89 0.00 0.00
Work 0.00 48.14 51.87 0.00 0.00
F
Grants 46.47 14.08 7.88 3.84 27.76
Loans 0.00 36.45 63.56 0.00  0.00
Work 73.88 8.11 18.02 0.00 0.00
G
- Grants 56.75 8.14 10.46 12.01 12.65
Loans 0.00 4.00 30.00 66.00 0.00
Work 60.87 0.00 39.14 0.00 0.00
H
Grants 62.01 9.37 7.08 17.73 3.83
Loans 4.19 0.00 95.82 0.00 0.00
Work 80.10 0.00 19.91 0.00 0.00
I .
Grants 46.98 1.03 19.16 0.00 33.88
Loans 35.44 0.00 24.15 40.43 0.00
Work 46.43 0.00 53.58 0.00 0.00
J
Grants 72.21 2.95 7.12 9.75 0.00
Loans 0.00 0.00 100.00 0.00 0.00
Work 100.00 0.00 0.00 0.00 0.00
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TABLE 12 (Continued)
~ College Funds _ Non-College Funds

Unrestricted Restricted Federal State Other

K
Grants
Loans
Work

L
Grants
Loans

L - -—~- _ Work

N
Grants
Loans
Work

0
Grants
Loans
Work

P
Grants
Loans
Work

Q

‘Grants
Loans
Work

R
Grants

Loans
Work

S
Grants
Loans
Work

T
Grants

Loans -

Work

U
Grants
Loans
Work

v
Grants
Loans
Work

26.81 47.52 ~ 7.58 16.72
0.00 10.00 90.00 0.00
- 0.00 0.00 0.00 0.00
77.94  10.09 6.12 5.87
60.26 0.00 39.75 0.00
64.07
34.10 2.98 ©17.09 42.28
0.00 ° 18.35 81.66 0.00
78.73 T 5.36 15.92 0.00
49.95 0.52 21.78 5.47 2
7.36 0.00 92.65 0.00
70.55 0.00 29.46 0.00
58.65 15.26 8.13 2.32 1
0.00 0.00 100. 00 0.00
100. 00 0.00 0.00 0.00 ...,
51.73 6.41 19.43  13.38
5.47 0.00 50.85 0.00 4
74.41 0.00 25.60 0.00
70.48 17.07 8.11 4.37
3.30 15.95 80.77 0.00
66. 26 0.00 33.75 0.00
43.04 28.54 7.46 12.08
0.00 23.92 51.49 24.60
01.21 [. 0.00 8.80 - 0.00
69.63 9.40 0.00 14.09
0.00 16.38 66.38 17.25
100. 00 0.00 0.00 0.00
55.86 23.62 3.83 3.8 1
0.00 24.64 75.37 0.00
100.00 0.00 0.00 0.00
33.80 14.84 2.07 41.56
0.00 0.36 99.65 0.00
93.65 0 0.00

.00 6.36

[ =R oo O O

O OoO'N

O ON OO, O O 0o O OO

OO

.39
.00
.00

.00
.00

.57
.00
.00

.30
.00
.00

.66
.00
.00

.07
.70
.00

.00
.00
.00 -

.90
.00
.00

.90
.00
.00

.85
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TABLE 12 (Continued)

) College Funds ] Non-College Funds
College  Uurestricted Restricted Federal State Other
w_ - T e .
Grants 45,91 2.90 5.87 39.39 5.96
Loans 11.12 0.00 88.89 0.00 0.00
‘Work 57.62 0.00 42,39 0.00 0.00

Sources are divided as to college and non-college origin. College funds
aré further subdivided between restricted and unrestricted sources. Restricted
sources 1nc1ude funds that are de51gnated for aid purposes (as, for example,
income from endowments establlshéj for the explicit purpose of providing
scholarshlps) The unrestricted category includes income drawn from sources
that -have no restriction on their usé. The largest source of such funds is
the current-operating income of the coliege. -~
' It is 1mportant in readihg this table to recognlze ‘that limitations or
d1fferences in record- -keéping have major effect on the distribution of these
percentages. Some colleges record only those funds that they administer,
while others try to keep track of all assistance that their students receive
whether disbursed through cblfegé or directly to the student. Thus, 18 colleges
réiort ""zero" loan funds from state sources, although it is obvious that these
colléges draw students from states haV1ng direct lendlng programs for théir
résidents. ‘

Table 12 also makes painfully evident that private philanthropy is
withering as a major source of grant assistance. Only 4 colleges have scholar-
ship endowments large enough to supply more than 30 percent’ "of the grant aid.
It is this situation that leads increasingly to the use of unrestricted income
for financial aid.

The Robin.Hood Principle

As colleges attempt to put together the assorted funds provided by
federal, state, and philanthropic programs into.some sort of sensible assis-
tance package, they have found it necessary to use their own unrestricted

income to supplement and complement'these external funds. Because the appro-

priation from unrestricted income makes up the difference between income
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designated for aid and expenditures going to aid, it is frequently called the
" "subsidy gap."1

Stated somevhat differently, the practice involves overstating tuition
to create a sum of money that is then returned to needy students as discounts
from tuition. Viewed in this light, it is sometimes called the "Robin Hood
Principle."

By any name, the practice is followed in all the reporting colleges.
They do-so, however, in widely differing degrees as can be seen in Table 13.
The first column lists the dollars awarded from.unrestricted income. The
second column indicates what percent of the total tuition income is returned
as grants. The third column shows the percent of grant funds that derived

from this source.

.
reemsinnaty

TABLE 13
GRANTS FROM-~UNRESTRICTED FUNDS (1970-1971)
- ‘ Amount Percent of Total Percent of
: College ($1000) = Tuition Income Total Grants

T 475 1 28.7 69.6 T o

F 871 19.7 46.5

J 378 16.8 72.2

L 618 15.3 ) 77.9

H 317 15.2 62.0

W 412 14.2 45.9

\'f 478 14.1 33.8

M 410 13.1 58.6

G 293 11.1 ' 56.8

Q 248 10.7 51.7

P " 449 10.1 58.7

X 529 9.5 52.9

C 596 9.2 40.1

U 260 8.9 55.9

. 0 195 8.8 50.0

N 287 8.4 34.1

D 276 8.2 33.2

, I 458 8.0 47.0

i S 266 7.9 43.0

R 442 7.8 70.5

A 373 7.2- 45.2

B 236 7.0 29.6

K 235 5.8 26.8

E 177 4.6 46.9

Median 9.4 48.5

1For a fuller discussion of the subsidy gap see The Golden Years, by Hans
H. Jenny and G. Richard Wynn, College of Wooster, 1870, pp. 97-102.
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It is interesting to compare these results with those from a study made
by the writer in 1965/66. Seventeen of the colleges participating in the
earlier study also supplied figures for this one. The rmedian percentage of
tuitions returned as grants was about 9.5 percent in both studies.1

The importance of this source of financial aid funds can hardly be
overstate&, for it is the only source fully within the college's discretion--
discretion as to both amount and use. To the extent that colleges chocse to
aiter their finanéial assistance practices, these discretionary funds provide
the means for doing so. ‘

Recruitment vs. Retention

Programs of financial assistance for students historically originated
with admissions officérs. It was the means by which a qualified student with
insufficient financial resources could be admitted. In some cases it was the
:cgmpetitive instrument for persuading a student to enroll in one college as
opposed to another. As the complexity of administering aid programs.has

grown, this aspect of the educational program has been integrated into the
overall administrative structure of the college, and the emphasis on admissions,
while still essential, has been diluted by the need to continue support of
students-in the upper-class years.

A commonly heard criticism--especially among students--is that students
.are recruited through generous grants and then given less advantageous assist-
ahce_in later years. Since grants aré clearly the most desirable form of
financial aid, it may be useful to compare the amount of grant money awarded
to entering students with the amount awarded to upperclass students. This
comparison is made in Table 14. In order that the comparison take into con-
sideration both the total amount granted and the size of the college, an index
is used. The index is the percent of the total grant money allocated to fresh-
men divided by the percent of freshmen in the total enrollment. Thus the
index means:

1Jenny and Wvnn view with some alarm the growth of the subsidy gap between
1959/60 and 1967/68. During the interval they found that the gap increased
from $3.2 to $8.2 million in the colleges they studied. However, if this
allocation to financial aid.is computed as a percent of total tuition income
(which reflects increases in both enrollment and tuition rate) then the increase
changed only from 6.8 to 7.5 percent during the nine-year interval.




1 - freshmen receive proportionate share
larger than 1 - freshmen receive more than proportionate sharc
less than 1 - freshmen receive less than proportionate share
On the basis of this tabulation, only 2 colleges appecar to favor cntering
students to a significantly greater degree (that is, an index of 1.5 or higher)
than the student body as a2 whoie.

' TABLE 14

RELATIVE ALLOCATION OF GRANTS--FIRST YEAR VERSUS UPPER CLASS
(Index--Percent First Yecar Grants co- Percent First Year Enrollment)

College Index Co’lege Index
R 1.7 D 1.0
H 1.5 Q 1.0
A 1.4 L 1.0
I 1.4 N 1.0
W 1.3 B 1.0
F 1.2 K .9

E 1.1 v .9
J 1.1 T .9
G 1.1 S .8
C 1.1 U .7

Equal Opportunity

One of the cruelest hoaxes in the area of public assistance is the insis-
tant use of "equal opportunity' as a phrase to describe subvention programs
" for children of low income families. These programs do not even approach the
goal of equal opportunity. In the latest version of federal legislation the
maximum sum of $1400 is called a "basic educational opportunity grant." There
is nothing basic about this kiud of opportunity. The maximum grant would meet
-only half of the billed charges at the lowest-cost college in this study.

If equal opportunity means anything in the context of higher education,
it must signify that a student from the lowest economic background has the
same college selection options as cne from the highest income_family. Quite
clearly, existing and planned programs do not begin to provide this kind of
equality.

" Such abuse of the English language does more than mislead the student

and the public, for the existence of these proérams tempts the private colleges
to admit students with such large financial needs that even when all the loan

and work programs are parlayed into a package, a residual need remains that

can be met only from the college's own resources.




One measurc of the degree to which colleges are involved with high-need

students is their participation in the federal Economic Opporiunity Grant

Program. Table 15 shows the number of students re

S-year period.

ceiving these grants over a

TABLE 15
PARTICIPATION IN E.0.G. PROGRAMS
(Number of Students) .
College 1966/67 1967/68 1968/69 1969/70 1970/71

A 94 154 132 94 46
B 31 37 68 66 61
c 59 155 206 180 130
D 37 59 71 64 73
E 40 71 88 82 66
F 103 112 - 135 159 146
G 48 78 82 71 71
H 35 56 72 52 45
I 104 119 136 135 195
J 18 42 53 56 59
K 72 74 73 67
L 26 44 65 74 62
M 44 72 87 68 59
N 71 165, 216 194 195
0 73 94 83 93 109
p 39 30 "34 21 23
Q 30 51 91 54 42
R 51 231 100 59 54
S 50 76 101 73 55
T Do not participate

U 0 8 20 17 18
\ 42 58 39 36 36
W 46 97 94 65 69

In Table 16 these figures are converted to percentage of total enroll-

ment. As is characteristic of most of the data in this study,

a wide variety

of patterns are displayed. The median participation is 4.5 percent of the
total enrollment.

No data were obtained that would relate the degree of participation to
some institutional policy.

It is, nevertheless, an area that can use policy.
The natural desire of colleges to serve low-income students can obscure the

financial burden that these admissions put upon the institution. Put somewhat

differently,

resources.

private colleges need to ask how much of the national policy towards
providing education for high

-need students they can underwrite from their own
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TABLE 16

PARTICIPATION IN E.O0.G. PROGRAMS
(Percent of Enrollment)

College 1967/68 "1968/69 1969/70 1970/71

A 6.04 5.13 3.63 2.10
B 2.17 3.74 3.56 3.39
c 6.17 8.20 7.0C 5.10
D 4.30 4.81 4.49 5.23
E 4.40 5.33 4.91 3.75
F 6.19 6.91 8.10 7.09
G 7.03 7.43 6.58 6.22
H 5.72 6.94 4.62 4.47
I 6.51 7.44 6.41 9.82
J 4.30 5.42 5.66 6.30
K 2.94 3.04 3.00 2.83
L 2,78 4.11 4.56 3.58
N 9.14 11.16 9.64 9.65
0 7.74 6.49 7.00 7.70
P 1.60 1.70 1.01 . 1.09
Q 5.10 8.97 5.31 4.36 iy
R 15.33 5.79 3.41 3.09 —
S 5.94 7.48 5.51 3.96
T Do not participate

U 1.00 2.56 1.76 1.56
\4 4.47 3.00 2.57 2.56
W 7.34 6.13

Work

Although every college in this study includes work as part of its finan-
cial aid package, it is the form of assistance most open to serious question.
Indeed, considering the pay scales that the study discloses, one must raise
the question as to who is aiding whom.

The 1970/71 pay scales as reported by 20.respondents are as follows:

Hourly Rate Number of Colleges

under 1.60 ¥
1.60

1.61 to 1.65

1.66 to 1.70

over 1.70

N W N O -

If we convert the median rate of $1.60 to an annual wage by assuming an
effective work week of 38 hours for 50 weeks (2 weeks allowed for vacation

and/or sick leave), then the annual wage computes to $3,000. One must doubt
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that many of the member colleges have pay scales as low as this for rcguiar
emplo,vees.1

The conclusion, then, is either that the students are underpaid, or
that the value of their part-time services is far below the standard of other
cmployecs.

Another, perhaps more serious, objection to work as a form of assistance
is that it presupposes availability of time on the part of students with nced.
If a student is to carn as little as 15 percent of the median billed costs
($3400), he must work approximately 10 hours per week for 32 weeks. To recquire
such an assignment of time--particularly in advance of knowing his academic

scheduling and academic ability--is at best unrealistiec and at worst discriminatory. -

"More promise lies in coupling work and loan as the single unit of self-help
assigned to the student. By doing so, the student has the choice of meeting
his end of the financial aid obligation either through undergraduaté earnings
(that is, work concurrent with study) or through postgraduate carnings (that
is, liquidating loans).

How student employment might be up-graded is discussed in 'Chapter II.

Administration of Financial Aid

-

If the member colleges of the two associations were in the position in
which Yale says it is--that is, they aémit students first and then supply
whatever financial aid is required--then the administration of student finan-
cial aid might well be a technical task. It would consist’ of putting together
‘the various public programs with college-assigned funds to close the difference
between educational costs and parental contribution. Unfortunately, few, if v
any, of the colleges in this study are in such a position. Thus the financial
aid officer must juggle a whole array of uncertainties into some sort of
overall pattern which falls within the money at his disposal on the one hand
and the inexorable financial requirements of full enrollment. Giver the
current level of tuitions, a shortfall of even § percent can have a disastrous
effect on the budget predictions.

What this means, therefore, is that the decisions of the financial aid
officer have impact upon all phases of the college programs. This broad

1These computations will change, of course, as new federal minimums become
applicable, but the comparison wiil still hold, albeit less invidiously.

& _ . _ I .
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relationship is reflected in the location of financial aid in the adminis-

trative organization. = - - :

The following tabulation indicates the line organization of financial

aid.

Reports to Number of t.‘.ollcges1

Admissions

Dean of Students

Business Officer

President

Academic Officer or Provost -

3

8
4
3
4

As to the manning of the financial aid uffices, the study discloscs the

‘typical wide range of practices: The most generous assignment of personnel

is 3 administrative-level people and 2 clerical; the sparest is one half-time

-administrator with one half-time clerk. The most common pattern is 2 pecnle--

onc administrator and one clerk.

1One college enswered this query in a fashion that could not be tabulated:
"Not clear. This is a cerious answer, not a facetious one. On the orgaiiza-
tion chart he reports to the V.P. - Student Affairs.

to and receives instructions from the President."

-

In practice he reports




Chapter I1

DIRECTIONS OF CHANGE

There is no sleight of hand that will solve the problems attendant
upon the inextricable relation of institutiona finances and student finan-
cial assistance. There is little likelihood that brilliant new .oncepts .ie

unnoticed somewhere. But this does not say that changes in current practice

may not have promise, at least for some of the colleges in the associations.

It is the purpose of this chapter to indicate the nature and directions of

these changes.

From Expense to Asset _
In the fiscal year 1970/71, ‘the 24 member colleges diverted $9,279,000

of unrestricted current income to outright grants. These price discounts

constitute current expense. If a portion of this money were loaned instead
of given as gifts, that portion then would become a receivable and have asset
value. Let us see how this works in terms of a particular college.

We take College P as the example. In 1970/71 College P's assistance
package took the form of 74 percent outright grants, and 26 percent self-help
(that is, loan plus work). In dollars the grants amounted to $766,000, of
which $449,000 derived from unrestricted college income. Let us suppose that
as a matter of policy this college would adopt an aid pattern of half gift,
half self-help. Then, in the year 1970/71 they would have reduced their grants
by 24 percent, or $185,000, and this sum would go to loans. In 10 years, the
college would have created a new asset just under $2 million.

However, more important by virtue of using unrestricted funds--that is,
funds the use of which is not dict d by external program--it is possible to

conceive of loans in new forms ani . _th new conditions.

\Pay As You Earn

Largely through the interest of the Ford Foundation, and especially

through the work of Bruce Johnstone and Stephen Dresch, a new concept of
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manageable debt was develoned into operational form. It was most commonly
called "income contingency lending" or "pay-as-you-earn."1

This form of loan differs from conventional educational lecaus in the
following respects:

1. Repayment is determined as a percentage of income. It fluctuates
according to the borrower's earnings, as opposed to level payments under con-
ventional loans.

2. Repayments are generally over a longer period of time in order to
encompass the high earning years of the borrower's middle years of life.

3. The plar permits (but does not require) a sharing of risk among the
borrowers. That is, borrowers with high earnincs pay more than they borrow
to offset under-payments by those with low earnings. Thisvconcept of
"mutualization" is designed to produce a plan that has no external subsidy.

Apart from uncertainties that are inherent in any new plan, the length
of the repayment period dictates a long time span before repayments are large
enough to support new loans. Thus, a formidable amount of capital is required
to maintain the scheme as a continuous operat. n. The lack of interest on
the part. of commercial banks in lending against these kinds of notes was in
some measure responsible for the Ford Foundation's withdrawal from the program.

Nevertheless, both Duke and Yalez have instituted income contingenéy
lending plans. Yale has raised capital by using unrestricted endowment as
collateral for bank loans. It is uplikely that many colleges in this study

would have such arrangements at their disposal.

The Harvard Plan

Harvard has put an ingenious version of income contingency lending into

operation.

1The definitive development of this loan concept is contained in New Patterns
for College Lerding: Income Contingent Loans by D. Bruce Johnstone and Stephen
P. Dresch, to be published in early 1973 by Columbia University Press.

2For detailed descriptions of income contingent loan plans see The Yale
Tuition Postponement Seminar, Yale University, New Haven, 1971; and Income
Contingent Loans: Conceptual and Applied Framework for the Small College,

by Ceorge Lamson, Marv Johnson, and David Lundeen, MASFAA Monograph Series,
Number 2.




The administrative regulations on the Guaranteed Student Loan program
are surprlslngl\ sparse. In fact, there are only two conditions as to repay-
ment. - (1) The repayment period is limited to 10 years. (2) There is a minimum
repayment schedule of $360 per yecar. Har?ard, therefore, as a G.S.L. lending
agent has taken the loan funds at its disposal and loaned them under the G.S.L.
progran. Lowever, they have devised a repayment schedule that is geared to
carned income. If the loan goes to default, they claim from the governnent
under the principal guarantee. If, on the other hand, the loar is current but
not fully paid because the borrower's income has been too low, then at the
termination of the 10-year period the borrower may apply for either some form
of contipuance or forgiveness of all or part of the balance. At that point

larvard terminates the federal obligation and uses its own funds.

A Deferred Scholarship
' The Harvard plan is what might be called a "deferred scholarship."
The conventional scholarship looks backwards from enrollment. It is given
on the basis of the family's econonmic position at the time of application
for aid. No consideration is given to what the economic status of the student
may be in the future. The possibility of converting a portion of a loan to
an outright gift on the basis of post graduate economic status in effect post-
pones or defers a remission of tuition.

Viewed in this light, the example given earlier in this chapter assumes
new meaning. That is, College P does not necessarily reduce its allocation to
cutright grants, it merely postpones the decision as to how much, until the

student S economic position becomes clearer.

Guaranteed Student Loan Agencies

The Higher Education Act of 1965 sought fo increase the availability
of loan capital for student borrowing by guaranteeing the principal of such
loans. Commercial banks were seen as the principal source of these loans.

As early as 1968, a-few colleges saw the advantage of becoming direct lending
agencies under the provisions of the act. By doing so, they were able to

convert their own loan funds into loans with federally guaranteed principal.

However, of 23 colleges reporting, only 7 are qualified as direct lending
agents.




Unfortunately, it will no longer be easy for colleges to attain the
status of lending agents. The government is now requiring that two condi-
tions be met by new applicants: (1) that there be evideuce of 'due diligence"
in loan collections, and (2) that there be assurance of substantial available
capital. The individual member colleges who are not already agents will have
some trouble in mceting these requirements. However, a consortial approach

to this form of lending is suggested in the next chapter.

Financial Aid Policies

The determination of who shall receive how much financial assistance,
and in what form, is the administrative task of the financial aid officer.
These are difficult decisions to make under any circumstances, but when the
resources fall short of the demand--as they probably do in every college in .
this study--the juagments required begin to border on the impossible. é
The task of allocating aid should become more reasonable if there were :
some explicit statements of financial aid policies. The data forms attempted
to find out what colleges had such policies.1 The results were not helpful.
Although 15 colleges indicated that they had written statements of finan-
cial aid policies, only 7 enclosed such statements. Most of these were financial
aid pamphlets, primarily describing kinds of aid available and how to apply for
it. A few colleges indicated elements of policy--as for example, the first
$500 of aid to freshmen is in the form of loan or work; acceptance of the loan
is a condition for the grant; if grade point falls below 2.4, all aid is in
form of loan or work, etc.
Policy statements provide, at the least, some articulation of ground
rules. They give assurance of even-handed distribution of available resdurces;
they provide some basis on which to formulate a financial aid budget and to
extend the budget into future years as the students move through their under-
graduate years. Another factor that can be predicted to emerge more strongly
in the future is student dissatisfaction with the vagueness of the policies

that determine the amount and kird of aid they receive. According to a study

1I was also trying to find out how useful these policies were in dealing
with specific ail applications. Respondents were asked to indicate degree of
usefulness on a scale from '""They meet all situations" to "They provide little .
guidance." The responses were not enlightening except for one. It stated e
that the college had no explicit policies and they met all situations. This
reply at least verified what happens when you put zero in the denominator.
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by the College Scholarship Service, students want "better dissemination of

information, reorientaticn in the criteria used for granting and packaging

aid, and the creation of mechanisms by which students can actively partici-

. . . . s qs 1
Pate 1in making the decisions that affect their lives."

While no policy statements should be so explicit as to infringe upon

the aid administrator's capacity to make individual judgments, the chart

(Figure 2) suggests areas in which policy positions might be useful, and it

then shows. the kinds of decisions that would be influenced by the policies.

Policy Area

Kinds.of Decisions

Academic performance
Non-academic performance
Other student attributes

Amount of aid

Kind of aid (package)

Special factors

Budgeting

How is eligibility for aid related to academic
potential (entering scores) or achievement (grades,
evaluations); is amount related to performance?

How is aid related to skills (athletic, etc.)?
What respective weights are assigned to academic-
and non-academic performance?

What other factors are considered in determining
aid (geography, personality, race, etc.)? How are
they weighted?

Is entire need covered by aid? If not, is aid
some predetermined percent? Is percent related to
parental income and/or social background? Does
aid percent vary according to year in college?

Are packages uniform? Are packages related to
performance, amount of need? ' Is student required
to take loan as a condition of grant?

Are there special policies for special groups
(total need, ninorities, faculty children, ath-
letics)? Under what conditions (other than need)
does aid package change?

To what extent will unrestricted income be used
for aid? What procedures operate if anticipated
aid income is not realized?

Figure 2.

Checklist for Financial Aid Policies

1New Approaches for Student Financial Aid, Allan M. Cartter, Chairman,

College Entrance Examination Board, New York, 1971, p. 38.




There is a good deal of pain associated with being specific.
assuming that the total need of all admitted students will be met

erable assumption for these colleges), how should you package it?
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preference is given to academic ability?

Even
(a consid-~
What

What effect does amount of need

have? Is year in residence a factor? How about athletics? The College

Scholarship Service gives examples of how specific guide-

in a situation which considers only size of need and yeai

variables.l

In the example a cost of $3000 per year is a

o

&

5 might operate

~~sidence as

1st Year 2nd Year SrdA;;;;- 4th Year
_ Amount -

Of Need G?ant ::iﬁ- Grant 3:%5- Grant ::iﬁ- Grant 3:%;-
1500 1000 500 500 1000 0 1500 0 1500
2000 © 1500 500 1000 1000 500 1500 0 2000
3000 2500 500 2000 1000 1500 1500 1000 2000

My assumption is that the pattern suggested in this C.S.S. model will

evoke cries of outrage from readers at the member colleges.

No matter. The

point is to suggest that to the extent that the model is wrong, there should

be one that is much closer to right for a particular college.

Admissions Planning

-

The wide variation in the data developed by this study supports only a

few general conclusions, but while they are exceedingly broad, they are also

of compelling significance.
1.

income.

2.
3.

The financial viability of the member colleges rests upon tuition

The total tuition income depends upon both unit price and enrollment.

Because of the general practice of returning a portion of the current

income in the form of discounts (grants), stated tuition is not of itself a

measure of net cost.

4.

By reason of outside programs of financial aid, the colleges collect

their tuition income from a wide variety of sources, and these sources are

frequently related to individual students.

1

Ibid.,

p. 83.
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The combination of these factors brings the member colleges together in
having to face a common financial fact of life. It is that they must admit
some number of students with no need or modest need. Stated less pleasantly,

ability to pay all or most of the costs is of itself a criterion for admission.

Although most colleges have in practice weighed ability to pay in admission
decisions, it is not generally acceptable in academic circles to admit that
a student without need has an admissions advantage over one with need.

However, given the essential relationship between capacity to pay and
institutional solvency, it would appear that a more open and sophisticated
approach to admissions planning needs to be developed.

Data :

It would help a great deal in developing a model of admission planning
if the colleges had consistent and complete data both on candidates and
admitted studerts. That is not the case. For example, very few of the
colleges have a record of the family incomes of their $tudents except for
those who have applied for financial aid. The result is that there is no way
of determining what effect a given price increase will have on demand for
financial assistance, and hence only an approximation can be made as to the
Ret increase in income that will accrue from the price rise.

Of the 23 responding colleges, 5 couldn't (or, at least, didn't)
provide the unduplicated number of students receiving financial assistance.
Another essential piece of data that is either missing or unreliable is the
amount of assistance going directly to the students. This area includes many
of the state loan and scholarship programs. The need for developing a common

system of financial aid records is discussed in Chapter III.

An Admissions Model

) What follows, then, is an approach to pre-planned admissions using infor-
mation commonly at hand. This model is built on the basis of input data fed

to some automatic data processing facility in order that a series of approxima-
tions may lead to an optimum plan of admission--optimum, that is, in terms of
current needs, current array of applications, and a choice of admissions

criteria.

Current needs determine the strategy of the plan. These needs are:

1. Total tuition income (fixed by budget requirements)
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2. Tuition rate (based on trend, policy, market)
3. Enrollment (based on physical capacity, past history, market, policy)
4. Financial assistance available
(Note: Although four factors are listed, the first is the product of the
second and third.)
The variables selected for illustration are:
1. Financial assistance (kind and amount)
2. Sex
3. Academic aptitudes
4. Socio-economic background (as determined by family income)
5. Geographic origin
These variables are contained in the sample input form, shown as Figure 3.
Other important criteria--for example, intended field of concentration, class

standing, alumni parents, etc.--could be added.

Name of Student Code No.

State of Residence

Sex

)
K

Senior Class

SAT (Verbal) SAT (Math) Standing

Total Cost

Parental Contribution

Need

State Aid Eligibility

Grant

Loan

Other Non-College Assistance

Grant

Loan

Figure 3. Sample Input Form -- Admissions Planning

For purposes of illustration, current needs are taken as follows:

Projected enrollment: 1300
Tuition charge: $2600

New students: 450
Total costs: $3800

Projected tuition income: $3,400,000
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Available financial assistance:

Grants Loans Total
Unrestricted college funds 300,000 300,000
College administered 25,000 190,000 125,000
Total available 325,000 100,000 425,000

The first step in developing an admissions plan is to create a hypo-
thetical distribution of the 450 entering students by size of financial need,
such that the total need falls within the sum estimated to be available. The
distribution might be as follows:

Need Class (average dollars) Number Need Total
No need (0) ' 245 0
0-500 (500) 40 20,000
501-1500 (1000) 45 45,000
1501-2500 (2000) 50 100,000
2501-3500 (3000) 45 135,000
3501-full (3800) _25 : 95,000

450 395,000

The process from this point becomes one of matching applications at hand
with this financial model. A first tabulation might indicate a possible match
on financial need alone, but an unacceptable balance on sex. A second run
could then introduce the male-female criterion. A third run might introduce
the factor of geographic residence where state aid programs would have the
effect of reducing need. A fourth run might correct for aptitude averages.
And, finally some adjustment in the initial distribution by need could be made
using the margin built into the ﬁodel--that is, the difference between aid
available ($425,000) and aid postulated in the model ($395,000).

The Limits of Utility

The model I have constructed here has been deliberately simplified. Much
more complicated approaches can be devised, but then there is a fair chance

that they will collapse under the weight of their complexity.1

1See, for example, College Admissions Planning: Use of a Student Segmentation

Model, by James E. Jewett, University of California, Berkeley, November, 1971.
This study applied its theoretical concepts to the data of Ohio Wesleyan, but
Ohio Wesleyan makes no use of the plan.
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In the final analysis, the private colleges arc juggling a formidable
array of variables as they compose the financial and academic nceds of these
institutions with the externally imposed limitations based on applications
in hand. All this or any other system of planning can do is to make the process
a little more orderly, and, by its insistence on rccognizing the interrelation
of the variables, it may cause the colleges to be franker about their admis-

sions practices.

Pricing Policies

One of the most sensitive decisions a college must make is how much to
charge. The constant pressure towards increased expenditure derives from the
rise in costs of goods and services, the need to respond to demands for salary
and benefit improvements, and the insatiable aspirations for more and better
educational services. When this pressure is met by increasing the educational
charges, then the ever-present worry as to the response of the market emerges.
Further, to the extent that the cost increase exceeds the capacity of parental
resources to absorb the rise, then there is a larger demand on financial assist-
ance. The result is that the increment of income related to the rise in price
may be dimirished by the amount of the increment that must be channeled back
into tuition remissions.

How the respondent colleges made thesc price decisions is shown in
Table 4 (Chapter I). Table 4 tabulates the increase in total educational costs
over a 10-year period as a percent rise over the prior year. The table also
enables comparison of the rates of increase of individual colleges with the
median rate, the median family income and the consumer price index. This com-
parison is made graphically in Figure 4. Although one would have had to be
privy to the long, painful debates that took place on 24 college campuses each
year in order to fully understand why particular prices were finally set, the
dynamics are likely to have been pretty much the same. Against the strong
(and frequently boundless) demands for higher expenditure is the countervailing
determination to restrain student costs.

The proposition made here is that this difficult compromise between
equally valid pressures can be more easily achieved in the presence of some
policy guidelines. One ingredient of such pblicies would be, at the least,

acceptance of the need for annual increments in price of the order of the rise

in cost of goods and services. If colleges manage a reduction in expenditures,
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as the Carnegie Commission so strongly urges, or if means are found to increase

productivity, as discussed in Chapter IV, then this proposition could be vacated.

In the meantime, prices ought to reflect change in costs.

What could the nature of such policies be?

A basic policy might be to relate increascs to the consumer price index.
This would be tantamount to constant price in "adjusted dollars." To this
could be added a further increment related to cnlarged educational services,
when these can be identified.

Auvther would be to relate increases to the growth in median family in-
come, since this index is a mecasure of capacity to pay. Such a policy would
be most likely to provide reliable increase in net income--that is, tuition
receipts less grant remissions.

It is interesting to notice what would have happened to total billed
costs in the interval of 1962/63 to 1970/71 if that policy had been in effect
for the ''median' college. In the following table, the first column shows the
actual median charges for the 24 member colleges. The second column shows the
percent increase in median family income over the prior ycar. The third column
shows what the charges would have been had they been increased at the same rate

as income growth.

Median Family Incomes Adjusted
Year Charge % Increases Median Differcnce

1961/62 1925

1962/63 2045 4.3 2007 - 38

1963/64 2170 5.0 2107 - 63

1964/65 2325 : 4.7 2206 - 119
© 1965/66 2405 6.6 2351 - 54

1966/67 2538 6.7 2508 - 30

1967/68 2727 7.7 2701 - 26

1968/69 2874 8.2 2922 + 48

1969/70 3092 9.6 3202 +110

1970/71 3325 4.4 3342 + 19

Some colleges have tried using a flat rate of increase--for example,
$100 per year. If one can live with relatively fixed annual increments, this
policy permits easier future planning.

Although this section suggests the need for a pricing policy that recognizes
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the growth tendencies of educational costs, some colleges have opted for-a
"guaranteed price"; that is, they assure the entrance price throughout the
4-year enrollment interval. The practice must be viewed as a marketing device,
for no college is in a position to assume constant cost for such a long period.
Whether the advantages gained from the appeal of the plan offset the complica-
tions of reapportioning cost increases to folléwing cohorts of students needs
to be carefully weighed.

Cost-Price Relationship

In most areas of our cconomy, a comrorting slogan operates--"You get
what you pay for." The higher the pricc for a given product, the higher the
quality. This principle does not extend to higher education. Someday, perhaps,
someone will be bold enough to make the kind of qualitative judgment on under-
graduate education that the American Council on Education has made on graduate
programs. In the mcantime, we can only look with amazement at the differen-
tials in the price structure.

It has been traditional in private colleges to fix prices on the basis
of the difference betwcen cost and non-student income. Private colleges were,
therefore, ''charitable" institutions in the sense that clients paid only a
fraction of the cost of education. That situation has changed, and, as dis-
Cussed earlier, the member colleges now rely primarily on student-generated
income. Nevertheless, income from endowment and gifts still is a factor in
determining price.

An additional factor in the cost-price relationship has been introduced
in recent years. It is the practice of redireciing current unrestricted in-
come into grants. The effect of this practice is to reduce the net price to
the average student.

The relationship of these three factors--unit cost, stated tuition,
and net tuition--is displayed in Table 17 for each of the respondent colleges.
IT one were to apply the 'you get what you pay for" philosophy, then the
highest unit cost would be the '"best product." However, the "best buy'" would
.be determined by the last column, which represents '"mark-down" from cost.

The issue these figures raise is whether the cost-price differentials
are justified. Ignoring the average grant from unrestricted income (because

these awards are based on need), the difference between unit cost and tuition
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cﬁarged represents a bianket reduction in cost without regara In need. To
illustrate the point, consider the median unit cost, which is abou: $3100.
Now add a reasonably typical room and board charge of 81100.] The total of
$4200 wiil be called the full educational cost.2 According to the C.S.S.
need curve (Figure 1), family incomes of $22,C J and over would not quaiify

for financial assistance.

TABLE 17
COST-PRICE RELATIONS
Av. Grant Diff.
Unit Stated From Net Cost-Net
College Ed. Cost Tuition Inst. Funds Tuition Price

T 4515 2420 585 1835 2680

F 4316 2050 416 1634 2682

C 3916 2400 231 2169 1747

' R 3884 2900 2068 2632 1252
S 3714 2365 186 2179 1535

D 35689 2265 185 : 2080 160¢

J 3681 2230 388 1845 1836

L 3275 2259 501 1758 1517

G 3209 2145 255 1890 1319

I 3126 2700 202 2498 628

Q 3076 2295 242 2053 1023

U 3073 2400 201 2199 874

H 3042 2000 284 1716 1326

v 2978 2456 333 21235 855

E. 2839 2000 98 1902 J37

P 2662 2150 214 1936 726

W 2620 2270 350 1920 700

B 2618 1900 134 1766 852

0] 2435 1305 145 1160 1275

K 2293 2100 103 1997 296

¥ A 2257 2100 141 1959 298
N 2104 1650 140 1510 594

The aquestion that the member colleges are asked to face is whether sub-
sidies to students at the top income levels are justified, given the demands
for access to these colleges from low-income, and, even more significant, from

middle-income families.

1This figure represents the median of 11 GLCA colleges for 1970/71 as taken
from Ohio Wesleyan Financial Report for that year.

2The figure, of course, does not represent the full cost. Were plant depre-
ciation charged as an item of expense, the figure would be higher.
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If we had data giving the income distribution of families of all cur-

rently enrolled students, then it would be possible to estimate the effect on
total income of a policy of full-cost pricing. Unfortunately, that informa-
tion is hard to come by. Many colleges record, or at least have on hand, che
income distribution of parents of students applying for aid, but not for those
who are fully self-supported.

We can, however, give a rough illustrative example, using College I's
figures for its 1970/71 freshman class. This college's unit educational cost
for that year w~r $3126. Add to that figure room, board, and fees of $967,
or a total attendance cost of $4,093. According to C.S.S. standard (Figure 1),
a family income of $22,000 would support that cost. The freshman profile for
this year estimates that approximately 35 percent of the parents had incomes
of this amount or higher--that is, about 190 students. On a fuxl cost basis
College I would have charged these students a tuition of $3126 instead of
$2700. The net increase in revenue would have been $71,000.

There are, of course, penalties for capturing this added revenue. First,
the increase in stated costs greatly increases the number of students eligible
for aid, and it carries to the ultimate stage the allocation of current income
to tuition reduction.

Perhaps more serious is the psychological effect on the market of pub-
lishing such a high gross cost, eveﬁ though most of the students (in the above

case, 65 percent) would receive remissions.

The Beloit Plan

Beloit will institute in the fall of 1972 a graduated tuition plan that
responds to the two problems identified in the p}eceding section. Under this
plan, families with incomes of $21,000 or more (and no other child in college)
will pay the full unit cost of $3300 for a 2-term academic year. Those with
lesser income pay a lower tuition according to a published scale, subject to a
minimum of $500 at the $7000 income level.

In effect the Beloit plan provides for automatic tuition remission without
any financial aid applicatior. This reduces the volume of aid applications to
those who seek supplemental assistance for room and board costs. The plan also
deals with the problem of potential applicants who are scared off by high gross

costs before they know what their net will be after filing for tuition remission.

The plan introduces a new problem, however. Were the accepted app.icants
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to fall predominantly at the low end of the tuition scale, total tuitions
collected might fall short of the figures required by the current operating
budget. Beloit hopes to forestall this situation by pre-establishing a
distribution of parental incomes in their admissions such that the actual
and budgeted tuition income will coincide. The process is a form of admis-

sions planning discussed earlier in this chapter.

Helping the Student Help Himself

The pattern of financial assistance falls into three broad divisions:
first, the payment by parents from current or accumulated res: .rces; second,
the outright reduction in cost through grants and tuition remissions from a
combination of college and external programs; third, the portion of the cost
assumed by the student himself either through current or future earnings. Of
all these segments, the least reliable is current earnings.

The low rate of pay applicable to student work is the most important
reason for this weakness. Low hourly rates require large segments of work
time in order to make any significant contribution to the student's cost,
and long hours impinge upon the student's academic responsibilities. Assuming
that the student is not exploited, one must conclude that he has low produc-
tivity or skills in the work assigned to him. Neither of these qualities
should be necessary attributes of student employment

It is in the interest of the colleges to find improved ways of using
student labor.

Since this study has not included any detailed examination of existing
employment schemes, one can only hint at directions of improvement.

' 1. Establish cooperative coverage of a single position; that is 2 to 4
students team to cover one full-time job.

2. Capitalize on student know-how by using oldér students in advising-
counseling roles.

3. Use students in night shifts when there is least conflict with aca-
demic scheduling (clerical tasks, janitorial services).

These suggestions arc no more than indicative, and what seems to be

needed is a follow-up examination of the subject. A task force1 composed of

1It is not possible within the scope of this study to develop ideas into
fully operational form. Therefore, a number of areas are identified where
follow-up activity on a consortial basis has promise of producing useful change.
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interested people from the member colleges should be able to bring in useful
recommendations for- improving the potential of work as a form of financial

assistance,

Living Arrangements

One important way a college can assist a student to carry a share of his
own expenses is to free him of requirements to live in college housing and to
eat in college dining halls. There are very few students .(especially upper-
class students) who cannot establish their own style of housekeeping at a
lower cost than the college's.

There is no practical way for many colleges to offer this kind of option
immediately and on a blanket basis. Most of them have plant investments, debt
service charges, and employment commitments . hat require a guaranteed level of
student patronage. It is possible, however, to move gradually towards greater
freedom of choice by retiring out-dated dormitory structures, by refraining
from new construction, and by accepting an enrollment }arger than the housing
capacity. In fact, many of the colleges reporting housing data in the ques-
tionnaire already have a substantial number of students living in non-college

housing.

Special Tuition Privileges

It has been customary.for many years to grant special tuition privileges
to children of faculty and to children of clergy in church-affiliated colleges.
At a time when both clergy and college teachers were paid shabby salaries,
the 'shoes for the cobbler's children" philosophy was compelling. The same
period in time was marked by low enrollments, so that filling empty chairs
was regarded as a no-cost action. Both the salary and the enrollment situa-
tions are now very different. Further, the concept of free tuition at the
"home" collcoge has at many institutions been extended to reimbursement for
costs of attendance at some other college.

So firmly established is this subsidy concept that it is probably a
waste of paper to suggest the possibility of eliminating these automatic
privileges by requiring that this class of applicants be subject to the same
need criteria as other students. Nevertheless, it is the purpose of this study

to identify potential areas of change, even though some--or even most--colleges

will choose to ignore them. And here is one involving substantial expenditures.
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Although the variation in number, size, and total amount of this kind

of grant is very great (see Table 18), the total awarded is impressive.

Twenty-one colleges reported awards totalling §967,000 in this category.

TABLE 18
BENEFIT GRANTS

College Benefits Number Average
M $ 58,005 17 $3,412
C 16,800 7 2,400
G 51,000 25 2,040
J 22,458 12 1,872
T 13,000 7 1,857
R 80,388 44 1,827
L 89,500 50 - 1,790
Q 27,705 16 1,732
B 39,590 24 1,650
0 7,315 5 1,463
D 62,576 46 1,360
I 6,750 5 1,350
E 53,470 40 1,337
W 60,180 48 1,254
A 80,616 67 1,203
K 123,081 110 1,119
u 22,795° 21 1,085
P 88,000 85 1,036
H 7,052 15 470
F 12,375 28 442
N 0 0 0
\ 0 0 0
S 44,580

It has been argued that the question of eliminating this class of auto-

matic assistance is not a proper topic for inclusion in a study of financial

aid, since these privileges are not financial aids at all, but rather are

fringe benefits. This argument has a particularly hollow ring precisely at

a point in time when the National Association of College and University Busi-

ness Officers and other educational associations are maintaining before the

Internal Revenue Service '"that these grants are scholarships or fellowships.”1

In any event, at many colleges these sums--be they ''scholarships'" or

"fringe benefits'--are coming off the top of financial aid allocations.

1The College and University Business Officer, 30 June 1972, p. 4.

In




S0

L 4
any consideration of redirection of resources, this is an area that deserves

scrutiny.

Quality of Records

Since financial aid is determined by the gap between what the student

can pay and total educational costs, the college needs to consider all the
sources of funds available to the student. It is, therefore; ﬁnfortunate

that so many colleges record only such assistance as they administer. For
example, among the 23 colleges reporting, only 3 disclose loan funds deriving
from state sources. Given the number of states that have loan assistance pro-
grams, the only way to explain this array of "zeroes" is by assuming that the
colleges are not recording the loans which the student negotiates directly.

If the only outcome of failure to record student-generated assistance
were to change the appearance of financial aid statistics, there would be
little significance to the omission. However, the task of financial Qid
administration is to parlay all resources into the maximum total assistance.
Therefore, when an aid officer grants a federdl or college loan to a student
who could have secured all or some of the funds from the state of his resi-
dence, he has lessened the dollars available for other students without
this resource.

Another advantage deriving from full information on student-related
assistance lies in its application to admissions planning. Through famil-
iarity with programs available to the student (as opposed to the college),
it may be possible to accept a student with relatively high need, if he has
direct access to some non-college assistance program.1

Another service that adequate and automated records should provide is
tc disclose the relationship between price increase and net income. Since
each increment in cost to the student has some impact on total financial
assistance claims, it is important to know what net advantage will accrue to
the college from these increases.

A further advantage of complete records will accrue if the recording

1The most complete summary of programs of state support of private educa-
tion that I have found is contained in "Higher Education in the States,"
January-February 1972, the Education Commission of the States, 1860 Lincoln
Street, Denver, Colorado 80203.
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systems of the member colleges are reasonably compatible. Then interchange
of information becomes easy, and trends can be consistently studied. The

development of a uniform record system is considered in the next chapter.

Validity of Parental Contributions

In a recent study of 63 randomly selected applications for financial
aid, Allegheny Collepe found that 56 parents had underestimated their income.1
The study does nnt suggest that these underestimates are due to fraud, but
rather that they may be due to inflation, or innate pessimism. The fact
remains that 1n these cases larger aid was granted than C.S.S. standards would
dictate. '

Most of the member colleges may regard this as a messy area in which to
become involved. It can be made a good deal less messy if the application
for assistance routinely gives the college access to the federal tax return.
Then, the college can, without further contact. with the parent, make such
checks as it deems desirable. Because their tuition is now scaled directly to

family income, Beloit routinely requires such authorization.

1"Belt Tightening Through Student Aid Programs," by Allen B. Edward, College
and University Business Officer, December, 1971, p. 6.




Chapter III

CONSORTIAL ACTIVITIES

Introduction

One of the purposes of this study, as set forth in the original pro-
posal, is to determine whether there are activities that can be undertaken
on a consortial basis with better results than if handled by the individual
colleges. This chapter will explore some of these possibilities.

The Random House Dictionary gives the word "consortium' two definitions--
it is (1) a financial combination to enable activities requiring large re-
sources, and (2) more generally, any association or partnership. This section
will deal with both kinds of consortial activities.

In general, the areas nominated for consortial activity have promise
of improving the overall effectiveness of the member colleges without impinging
on the individuality of their educational programs.

The areas I have chosen to discuss are generally divided according to the
dictionary definition. Some are a good deal more controversial and difficult
to implement than others.

Financial Association

Loan accounting and collection
Financing installment payments
Guaranteed lending agency

Collective Activities

Common financial aid policies
Promotion programs

Positions on public policy
Data exchange ©

Loan Collections

While the use of loans has provided a powerful method for supplying

operating cash, it has created some new problems. One of the most formidable

of these is now clearly apparent--the collection of the loans. Unless that




problem is solved, we-shall find ourselves in the position of having done
little more than exchanging current expense for deferred expense.
The ingredients of the problem are not hard to identify.

1. The size of the receivables: The sheer size--both in dollars and

in numbers--of the receivables has changed the complexion of ‘the collection
process. Existing procedures no longer follow individual students with atten-
tion tailored to their personal _ircumstances.

2. The size of the debt: Loans are determined by availab’ ity of loan

funds, availability of grant funds, and educational costs. Only ca: al and
half-hearted attention goes to the crucial factor of the future capacity of
the student to repay.

3. The source of the money: Loans now derive largely from sources

other than the college's own funds. Thus the college is charged with the
collection of someone else's money--a situation not likely to produce the
most vigorous effort.1

4. The cost, of collection: If collection of someone else's money is not

the most compelling task, doing so without compeggation is downright depressing.

The answer to this unrewarding problem among the member - colleges has been
to unload the task on someone else. Of the 21 colleges supplying data on loan
collection procedures, 15 use an outside agency for loan accounting and
collection.

The data suggest that the system isn't working. Table 19 lists the extent
of loan delinquencies in number and dollars among the respondent colleges. In
this table the percentage figure is computed by dividing the past-due accounts
by the total of accounts that have reached repayment status.

Just how bad these figures are is hard to say for the reason that we
have no applicable standards for comparison. Further, there is no way of
determining how many of the past-due accounts will eventually go to default.
Nevertheless, the average percent of past-due accounts--19 percent as to number,

and 13 percent as to dollars--is high enough for real concern.

1Sorﬁe measure of how effective the colleges can be when charged with collecting
their own money is disclosed by the data. In the year 1970/71, 15 colleges who

supplied the information charged off $61,970 in bad student accounts. In that
year these same colleges billed $57 million in tuition alone (that is, not in-
cluding charges for room and board), or a loss rate of about 1/10 of one percent.
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TABLE 19

LOAN DELINQUENCY
(Past Due as Pcrcent of Current)

Past Due (Percent)

College Dollars Number Collection Agency
T 43.5 29.6 College
v . 32.8 21.9 College
P 28.5 14.2 Wachovia
0 25.5 13.1 American National
G 20.8 20.9 College
N 20.6 10.3 American National
L 14.4 13.2 College
F 13.5 - American National
D 12.3 38.0 American National
C 12,2 28.4 College
K 10.3 31.0 American National
U 7.7 - 26.0 American National
A 4.0 16.5 American National
H 4.0 17.0 American National
B 3.0 11.1 American National
Q 2.4 12.6 American National
W 2.0 - American National
S 1.8 9.5 American National
E 1.7 15.1 College
J 1.7 14.9 American National
L College
R American National
Average 13. 19.0 .
Median 12.2 16.5

It probably does not help much to compare these figures with the expect-
ancy of banks, whose losses on personal loans are in the range of one half of
one percent. On the other hand, banks define what the word "loan'" means, and
one of these meanings is that the sum advanced will be fully repaid. If edu-
cational advances carry some different expectation, we had better coin a new
word for them.

We can also compare these figures with some recent estimates supplied
during congressional debates on appropriations of funds to reimburse guaran-
teed loans. The figures jump about between 3.5 percent and 4.2 percent, but
HEW figures are generally viewed as understated. More highly regarded are the
estimates of the New York Higher Assistance Corporaticn. As of December 31,

1971 their default rate’ was 5.5 percent.

1This rate is computed as the ratio of defaulted loans purchased to all
students out of school and subject to repayment.




The New York Higher Assistance Corporation is already advising some
institutions with above-average delinquency rates that it will no longer
guarantee their loans. In the view of Elwood Hollister, director of the agency,
without some such action '"the loan program could become a national scandal."

The colleges of the two associations should give heed to this warning,
for failure to cope with the collection problem will assuredly influence the
flow of public funds and curtail the guarantee ‘rograms.

There may be an answer to the collecticn j “ohlem and one that would be '
in the interest of the colleges. It lies in the estavlishment of a consortial

loan collection agency.

A Consortial Loan Collection Agency1

To some extent a cooperative effort to collect loans exists through the
common use of an outside ageﬁcy to account for and collect National Defense
Student Loans. Of 23 colleges reporting, 15 contract with the American National
Bank of Chicago for these services. However, tis arrangement, or any similar
effort by a commercial enterprise, has inherent limitations.

First, the emphasis of present commercial programs is on the efficient
mailing of bills te students, not the efficient collection of accounts. The
billing service is designed to maintain a high cash flow at the lowest cost.
This means that commercial services tend to ''cream" the accounts, letting the
slow payers and hardship cases slip into delinquency.

Secondly, as this kind of operation becomes more competitive with more
private companies entering into billing service operations, pressure has in-
creased towards sending more paper to students with less personal contact.
The emphasis has been placed on sale of billing service and computer program
development, not on collection. Indeed, the so-called collection effort is
little more than 21 screening to determine what accounts should go to a col-
lection agency.

Trere is no reason to think that the delinquency situation is going to
get any better under any of the existing arrangements, and there are factors
that suggest a further deterioration.

Private colleges have entered into more and more so-called "high risk"

loans to low-income students. These low-income students have many accumulated

v

economic- aspirations that have priority after graduation. More affluent students

1This section of the report is based on the work of Dale Anderson and Harold Lewis,
both of Fort Lewis College, Durango, Colorado, who acted as consultants to the writer.
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are accepting--even seeking--"poverty" situations after graduation, and in all
groups of students there is a trend to a more relaxed view on the obligation
to repay educational loans.

Given the present methods of loan collection combined with a situation
of larger receivables of poorer quality, it can be expected that increasingly
harsh collection tactics will be imposed by the agencies that supply the loan
capital--principally state and federal activities.

What is proposed here, therefore, is that the member colleges will estab-
lish an activity to account for and collect student loans. The agency will
have specific purposes that would differentiate it from any existing crmmer-
cial enterprises.

1. It recognizes that all the debtors are alumni, and its activities
are influenced by this fact.

2. It emphasizes service to the college, to the borrower, and, by mini-
mizing delinquency, to the public sources of funds.

3. It assures that all member colleges will pass any external audit on
their loan collection procedures and thus meet the "due diligence" requirements

of federal agencies.

‘A. The Operating Concept

The agency that is proposed will, by design, be directed toward collecting
student loans and not merely to separating those who pay from those who don't.
The emphasis will be placed on personal service, with heavy reliance on tele-
phone communication. The agency will work closely with the colleges in preparing
students for repayment and will stress the importance of communication between
the student and the agency in order to differentiate genuine hardship from

delinquency.

B. The Structure

The agency postulated is a non-profit cooperative endeavor of the 24
member colleges. It would have a 12-man board of directors which, in consul-
tation with the two parent associations, would determine policies, set charges,
and supervise the project's director.

The operating personnel would grow as the functions or *he agency enlarge.

Because the full function of the activity cannot be achieved all at once, growth

is achieved best in stages.
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Stage 1: The National Defense Student Loan Program constitutes the
largest loan activity in these colleges. The program also has common condi-
tions and regulations. The agency would move immediately into the area needing
greatest attention--the collection of NDSL loans 90 days or more past-due. It
would then move to loans 60 days past-due, and finally all past-due accounts.

Stage 2: Beginning with colleges now handling their own collections and
billings, the agency would convert these accounts to its standard procedures.
Colleges using commercial agencies would be absorbed next.

Stage 3: College loan funds and guaranteed student loans (where the
college is a lending agency) would be added. It would also be possible for
the activity to solicit collection responsibility from non-college GSL agencies -

or state lending agencies on a contract basis in order to capitalize on the

relationships established through collection of cnllege-administered loans.

C. The Organization

The agency is organized into two functional parts. .Operations include
the accounting, billing, and reporting. Collections include the procedures
and activities related to follow-up of the accounts receivable. Both divisions
are under the direction of an agency manager.

The cost of this organization in its initial year and its initial task

(Stage.l), including supporting services, is estimated as follows.

Director $ 20,000
Secretary 6,500
Operations Marager 14,000
Operations Clerks (2) 13,000
Collection Manager 14,000
Collection Representatives (2) 16,000
Space Rental 4,000
Equipment 10,500
Telephone (2 Watts lines) 40,800
Telephone Equipment 4,200
Computer Rental 25,000
Consultant Fees 1,000
Travel 7,500
Supplies and Contingency 22,000

Total $198,500
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The activity could be centered anywhere that provided access to sophis-
ticated computer hardware and adequate telephone facilities. It would not
need to be geographically centered as to the 24 colleges, nor in high-rent,
high-salary locations.®

D. Allocation of Cost

It is impossible to compare the cost of this consortial agency with any
existing cost, simply because no comparable job is being done. Certainly
typical commercial bank charges ($500 set-up charge plus $9 annually per account)
is no base line, since the emphasis is primarily on billing with limited atten-
tion to collection. What exists is a disorganized combination of billing service,
collection agency activity, and more recently, the promise of an array of fed-
eral activities apparently designed to lower the boom.

Nevertheless, there is an absolute cost determination. Let us, ignore
the 3 percent cost allocation in federal loan programs (which does not begin
to cover the cost of making the loans, much less collecting them); ignore the
charges paid to banks for billing; ignore the 30 percent fees charged by
collection agencies. Instead consider the agency cost in relation to the fact
that the 24 colleges have about 20,000 loans totalling $13,000,000 currently
receivable. In terms of the individual college, the cost averages about
$8,000 per college. That cost equates to a single clerical person with modest

. - . 2
allocation for supervision and support services.

E. Bringing Some Sense to the System

Perhaps the most appealing aspect of a consortial collection_.agency is
that it just might bring socme sense to a senseless system. Colleges desper-
ately need outside capital to finance their student charges. Students need
the resource to pay the charges. The public agencies need revolving capital
to meet the demand from their constituencies for educational assistance. An
agency such as that one proposed ties these interests together.

If it can become operational--and successfully so--then the lending
sources may see that it is in their interests to pay for these services--and

1This freedom of site selection could be used as a recruiting attraction by
choosing a location in an arjealing area--Colorado, for example.

zAlternate charge methods would probably be selected. For example, each
college could pay a flat fee for access to the agency plus a per-account charge.
This method would differentiate more fairly between the relative work loads.
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not, it should be added, by subtracting such reimbursements from the aid allo-
cations made to t colleges. They migiit even be wise enough to stop deducting
repayment of outstanding loans from the allocation requests of the colleges--
assuredly a devise to remove all incentive for the colleges to aggressively
collect their ldans.

F. And What It Leads To
The consortial loan agency becomes the vehicle for easy extension into

other areas closely related to financing student charges. The most important
of these are the financing of current accounts receivable and the establishment
of a coasortial Guaranteed Student Loan agency.

Accounts Receivable

For many parents, payment of college.charges in the large chumnks asso-
ciated with the academic terms may be impractical. As a result personal
finance companies have entered the field by offering installment plans. It is
a highly lucrative enterprise. As colleges have recognized the high costs of
these plans, more of them have begun to carry their own accounts, either to
capture the net revenue available, or to reduce the costs to their students
by charging rates lower than the commercial companies.

The questionnaire sought data on the size of installment accounts and
the manner of collecting them. This, apparently, was not easy data to come
by, for only 15 of the colleges supplied it. Among those responding, 10 carried
their own accounts, 3 used commercial agencies, and 2 used a combination.

It is obvious that the collection of these current =ccounts involves
exactly the same essential services as would be provided by the loan collection
agency--automated billing and accounting, and collection procedure. By com-
bining the two services--that is, loan and installuent payments--the consortial
agency has access to the net profits‘that accrue from the differential between
the 18 percent charged by commercial companies and the 5 to 6 percent money
that would be available through bank credit. It could be a polizy option of
the consortial agency whether to reduce the charges (and hence the costs to
parents) or to use the profit of this operation in support of the loan collec-
tion activity.

For the cclleges already carrying their own installment accounts there

would be advantage to joining such a common effort. The 1C colleges in this




category report 11 people assigned to the operation. It is most unlikely that
the loan collection agency would need this many additional people to service

current accounts. —

Guaranteed Student Loans

Soon after enactment of the federal Guaranteed Studen: Loan program, a
few colleges saw the advantages that would accrue to them ir they were appointed
as authorized lending agencies. By channeling existing coliege loan funds
through the GSL agency, the college made its students eligible for applicable

interest benefits and got its principal guaranteed. Some were able to borrow

from commercial banks. at wholesale and loan the money to individual ,students.

The number of colleges acting as lending agents has grown. Nevertheless, of
23 colleges responding on this subject, only 7 are direct iending agents.

According to HEW officials, it will not be easy for colleges to gain
this status in the future. Two criteria will be applied: (1) evidence of
substantial and continuing flow of capital, and (2) evidence of 'due diligence"
in loan cdllections; ' —

The consortial collection agency that is proposed in this chapter pre-
cisely meets the second criterion. And with modest changes in personnel it
can provide the first. By extending the function of the collection agency to
serve also as a lending agency, a true educational banking facility begins to
take shape. It is not much of an extension in'promotion to see the third
essential of banking added--the capacity to generate and receive "deposits."
These deposits could be generated through sale of "educational bonds" (that is,
obligations not competing with commercial obligations, but having appeal for
their assistance to needy students), loan capital invested by the member
colleges, wholesale bank borrowing, and use of the newly-established Student
Loan Marketing Association (Sally Mae).

Educational Banking Cooperative

This combination of facilities for lcen collection, accounts receivable
financing, student lending, and promoting loan capital constitutes, in a sense,
the creation of a bank in reverse. One might call the activity for a starte-

the "Educational Banking Cooperative." Quite clearly, its creation will require

-
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a good deal of investigation as to feasibility, policies, and manner of par-
ticipation by the member colleges. Here, then, would be a fruitful area for

task force activity.

Policy Positions :

As Number One Dupont Circle takes more and more educational associations
un its roof, .a power structure in higher education has taken shape. A num-
ber of knowledgeable people associated with the member colleges have expressed
uneasiress about whether the positions taken by these national associations i 7
are giving sufficient weight to the interests of the private college typified
by the GLCA and ACM membership.

There can be no question that these colleges have a major stake in the
amount and kind of public assistance programs; especially those relating to
financial assistance. How, then, can their particular needs and concerns be
made known? This question is especially pertinent as to state programs that
are vital to the member colleges, but receive less attention from the Washington
lobbies. ’

There is a great difference of opinion among the presidents of the member
colleges as to whether common positions should be sought. Nevertheless, it
seems to me that a proper area of consortial activity would be, at the least,
to assess the commonality of point of view on public policies, and, in some
cases, to take an associated position.1

Any such consortial activity .aises some knotty problems. Can a mechanism
be devised to organize and state common concern? Can positions be taken on
particular issueézﬁ How can minority positions be fairly dealt with? Should
there be actual lobbying activity?

Clearly s:..ch questions as these cannot be resolved in this report.

However, it would seem that this may well be a fruitful area for a task force

approach.

Common Awards and Common Procedures

A characteristic of the member colleges is to adhere fiercely to indepen-

dent positions. Indeed, one can argue that one of the essential contributions

1Considering the pervasive concern that the member colleges have about the
price differential between public and private institutions, it is artificial
that they should take no position on the issue of whether public unive °~ es
should extend blanket subsidies without any regard for need.
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that these colleges make to higher education is their variety of style. How-
eéver, consensus may also bring promising results in some areas.

One area of commonality that has often been discussed, but never acted
upon, is in financial aid awards. As the data presented in Chapter I clearly
disclose, there is a wide variation in the packaging of financial aids. Would
there be advantages in developing standard aid awards to which the member
college would adhere? Stating the question differently, would the complicated
negotiations necessary to establish policies of financial aid to which all or
most of the member colleges could subscribe be justified by the mutual support
that would result?

While no attempt will be made to answer that question in this report,
we can at least raise certain points that bear on the answer.

1. Competition: Competition among the member institutions is a virtue
insofar as it states the divérsity of educat.onal programs. It is doubtful,
however, whether the relative attractiveness of one college's financial aid
offer over another's adds a constructive element. On the other hand, elimina-
tion of competition among the member colleges does not speak at all to the
competition with public or private institutions outside the associations.

2. Effecting Change: Chapter II sugzests certain directions of change

that have potential for increasing the rsack of available aid resources (for
example, reduction of grant to loan ratios, establishing specific assistance
policies, elimination or reduction of automatic financial aid subsidies).
The adoption of such changes would be easier if done on a consortial basis.

3. A Statement of Principle: A consortial agreement would constitute

an important statement of principle. That is, financial aid is a means for
enabling students with limitations on their resources to attend the college
of their choice. It is not a recruiting device.

While common awards would be the most far-reaching area of consortial
activity, there are other avenues of cooperative endeavor. Easiest to achieve
would be the establishment of fixed dates for notifying students of the assist-
ance award and for requiring acceptance by the student. The advantages and

problems related to association-wide aid policies and practices could be

profitably studied by a task force.
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Data Exchange

It should not require a specific study such as this one for member colleges
to compare their financial aid practices. Under present conditions lack of
uniformity makes such an exchange time-consuming, and, to the extent tha* there
is no agreement on definitions, the data that are retrievable may provide mis-
leading comparisons.

It would seem a very desirable consortial undertaking to develop a common
system for recording financial aid. The system should be designed for automatic

data processing.1 This kind of undertaking could be assigned to a task force.

The Common Market

The financial viability of the colleges of these associapions rests
squarely upon their capacity to fill their enrollments, and to do so within
the limitations imposed by their price structure on the one hand and the finan-
cial aid resources on the other. Thus a prime concern of all th: ‘:olleges is

on the quality of their marketing efforts. One must question whether the
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current marketing techniques are adequate to meet the change in demand fbr;L<°
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higher education; especially as the change is manifested in the increased
proportion of young people going to public institutions.

There is, it seems to me, splendid opportunity to develop promotional
programs on a consortial basis. The diversity that makes common positions
difficult in many areas becomes a virtue when it is presented as a character-
istic of a group of colleges. It is this diversity that constitutes choice
as tke student and his parents close in on specific college plans.

By means of a consortial program, new avenues of promotion are opened.
For example, general circulation advertising2 becomes a clear possibility once
it is freed from the stigma of under-demand that now falls on ads of a single
college. The experience of the ACM colleges suggests that common applications
m:y have more draw than separate applications.

A budget of sensibl. size for this form of marketing could be established

with relatively small dive.:ion from existing admission departments' allocations.

1Of 21 colleges reporting, 10 indicate that they now use automatic data
frocessing; 11 do not. -

I find it intriguing to think of a series of ads appearing in the alumni
magazines of the Ivy League colleges.




64

The elements of establishing a common marketing program and the costs of it
should be a rewarding effort for a task force.

Prepayment of College Expense T e

The general pattern of payment for higher education encompasses a time
span from enrollment to some point in the student's postgraduate life. Parents
start paying with first term bill and the obligation is completed with last
installment of a student loan. The omission in this continuum is the pre-
college period.

A variety of college savings plans are avaiiable under the sponsorship of
savings_banks and life insurance companies. They fail} however, to capture
the essential element of principal growth, and most of them would have fared
poorly in meeting the 10-year growth in the median college's total cost, which
amounted to 72 percent. Equity investment should have done much better.

While the development of a scheme for receiving pre-payments of college
expense into an equity fund has many operational problems, the most formidable
one is the impact of price fluctuation on an accumulation that "matures" at a
given time, even though the time is sbread out over 4 undergraduate years.
However, -if this fund were underwritten by 24 colleges, then the short-term
fluctuations could be absorbed, and the long-term trend captured.

Since no acceptable prepayment plan could be based on the assumption
that payments starting 10 or more years before college would go to one of the
sponsoring colleges, there would need to be advantages to the member colleges
over and above assistance to parents of prospective students. The virtue of
a consortial prepayment plan would lie in its promoticnal possibilities. It

could be an important aspect of a jointly conceived marketing program.

.
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Chapter IV

EDUCATIONAL COSTS AND FINANCIAL AID

Cost and Financial Aid

The magnitude of financial aid requirements is determined by the dif-
ference between educational charges and parental ¢ atribution. The second
factor is not within the college's control (except as it makes admissions
decisionsj but the first is. Thus the reduction or restraint of costs can be
viewed as a form of financial assistance. The dynamics that determine educa-
tional cost to the student are exceedingly complex, and this chapter does not
presume to deal with the subject in any detail. Nevertheless, an attempt will
be made to catalogue some of the factors that determine costs. In general
these items fall into two categories--those related to productivity and those

related to change in edu-ational program.

Unit Costs

Taking credit hours as one measure of productivity, June O'Neill1 found
no increase in productivity in the interval between 1930 and 1967. She cautioms,
however, that this measure fails to consider the quality of the credit hours.

No data was gathered to compare her findings with the experience of the
ACM-GLCA colleges. A rough measure of productivity, however, is the relation
of total educational expenses to total enrollment.

Table 20 shows these unit costs for the respondent colleges for the aca-
demic year 1967/68 and compares them with the costs 4 years later. In the
interval, the median rises from $2503 to $3073. This 20 percent increase must
be viewed in the light of the 16 percent increase in the consumer price index
that took place during these years. Also, there is no means of determining
from the data of this study what qualitative changes took place.

Finally, unit cost must be considered in the lig- of the impact of

1Jum_e O'Neill, Resource Use in Higher Education, "~rnegie Commission on
Higher Education, Berkeley, California, 1971.
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enrollment changes. For example, among the colleges listed in the table, only
one showed a decrease in unit cost. Again disregarding any qualitative con-
siderations, the decrease resulted from an increase in expenses of about 10
percent, but an increase in enrollment of 15 percent. It is generally true
that reduction in total expense is exceedingly difficult except under extreme
financial pressure, but it is frequently possible to restrain growth of expense
during periods of enrollment increases. Indeed, planned growth in size is one

of the most powerful instruments for reducing or restraining unit cost.

TABLE 20
UNIT COSTS

College 1967/68 1970/71
R 3632 3884
T 3253 4515
C 3139 3916
F 3055 4316
S 3048 3714
D 2968 3689
H 2843 303S
J 2797 - 3681
U 2765 3073
L 2639 3275
G 2561 3209
Q 2443 . 3076
v 2420 - 2978
P 2284 2662
1 2257 3126
0 2238 2435
B 2152 2618
E 2136 2839
W 1958 2620
K 1933 2293
A 1803 2257
N 1720 2104

Median 2503 3073

NOTE: Unit cost equals total expense divided
by enrollment,

Student-Faculty Ratios

Although the term "productivity" as applied to higher education is a
complicated subject--and, in some settings, a sensitive one--there is one index
that at least speaks to the subject, and it is easily determined. It is the

ratio of total enrollment to the number of classroom teachers. And since the




total of faculty salaries is the largest single item in most educational
budgets, the ratio assumes great importance in determining unit cost and the
financial outcome of a college's operations.
The leverage that student-to-faculty ratio exerts can be well illustrated
by example. Table 21 lists the student-faculty ratios for the respondent colleges,

TABLE 21
STUDENT-FACULTY RATIOS
Fall 1967 ] Fall 1971

) Classroom Classroom
College Enrollment Faculty Ratio Enrollment Faculty Ratio

1199 - 79 15. 1346 80 16.
980 69 14. 1115 69 16.
1320 83.4 15. 1178 72. 16.
1806 120 15. 2051 133 15.
1361 90 15. 1437 94 15.
2450 188 13.0~ 2281 158 14,
787 1295 95. 13,
1710 1765 132, 13.
975 73 13. 1027 78 13.
2551 14. 2651 203 13.
1880 2098 16l 13,
1540 13, 1650 127 13.
1163 - 10. 1251 99 12.
1616 12. 1813 144. 12,
1607 11. 1831 148 12,
983 10. 982 83 11,
1821 13. 2097 180 11.
1376 . 11. 1492 127 11,
2513 . 12. 2587 224. S N
1282 10. 1435 128 11.
891 12, 811 75 10.
1078 9. 1150 108 10.

Median 1540 13. 1650 13.
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and shows a median figure of 13.1. For illustration, let us suppose;that
College S increases its ratio from its 1970/71 figure of 11.2 to the median
figure of 13.1. Using their 1970/71 enrollment of 1435, the higher ratio
would produce 110 faculty as compared with 128 under the old ratio. Now
multiply the difference of 18 positions by the average salary of three faculty
ranks (instructor omittea) as reported in the 1971/72 AAUP figures; namely,
$16,900. The product is $304,000. If that cost reduction could be maintained
for as long as two years, this college would have absorbed all the deficits




accumulated between 1967 and 1971, with something left over as surplus.1

While this arithmetic may be impressive, achievement of the restlts it
promises is exceptionally difficult. For there is a built-in stability in
this ratio. As indicated ir Table 21, the median ratio remains unchanged in
the 5-year interval.

The opportunity for increase in the ratio occurs during periods of
enrollment advance, and the colleges in this study did not grow substantially
in the interval shown in the table. Only 7 of the colleges increased their
enrollment by as much as 10 percent.

Planning

Because the ratio has such a powerful impact on operating results, I
attempted to measure the extent to which the ratio had been considered in insti-
tutional planning. One of the items in the data collection instrument asked
whether "an institutionally accepted" student/faculty ratio existed. The
purpose of the question was to permit comparison of such a "standard" with the
actual ratio. The responses--or, more precisely, the absence of them--indicated
that most of the colleges had not established any target ratio. Only 9 pro-
vided figures for this item of the questiomaire.2

An essential step in any effort to reduce or stabilize costs ought to be
the establishment of guidelines for faculty manning followed by periodic review
in the light of curricular needs.

Students to "People' Ratios

Student to faculty ratios measure the weight of academic curriculum manning,
and, for most colleges, this segment of the total personnel constitutes the largest
single item of expenditure. The second largest category of expense will generally
be the salaries of support personnel. Table 22 shows the ratios of students to
non-faculty academic employees (that is, all employees on the educational budget
except maintenance workers) for the two academic years 1967/68 and 1971/72.

1For a fuller treatment of this important subject, see The Turning Point by
Hans H. Jenny and G. Richard Wynn, College of Wooster, p. 33 ff.

2A number of the respondents misunderstood the question and simply inserted
the actual arithmetic ratio.
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There is a much wider variation in these ratios than in the ratios of
teaching faculty--presumably becaugé the differences in student services and
administrative functions are greater than in curricular programs. Nevertheiess,
the -same consistency as was apparent in faculty ratios appears in non-faculty
and administrative ratios. In the five-year period covered by the data, the -

median ratio changed from 16.5 to 15.4.

TABLE 22
STUDENT TO NON-FACULTY RATIOS
College 1967/68 1971/72
R 32 28
Q 25 25
C 24 24
0 21.0 21.7 —t
U 21.6
N 20.8 18.0
- - A 18.2 17.8
J 17.3 17
S 16.5 16.3
‘B 15.4
W 15.8 15.3
H 10.3 14.5
E 12.2 11.8
L 11
F 10 10.8
K 12.5 10.8
T 12.0 10.5
D 10 10
p 7.8
G 7.6
Median 16.5 15.4

When faculty and non-faculty positions are combined, the median ratio
becomes 8 students per '"person.' Were we to add the hourly employees of main-
tenance, dormitories, and dining halls, the relationship of employees to
students served Would'begin to approach the personnel complement_of_a_luxury
cruise ship.

No experienced college administrator would think of seeking major change
in unit educatioual cost in terms other than number of personnel. Obviously,
" rate of pay is important, but it is the number of people in relation to the

number of students served that most significantly determines cost.
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Time in Residence

Charles F. Kettering, the distinguished engineer and inventor, was com-
mitted to the idea that men were too subservient to preconceived and accepted
"truths." He would frequently illustrate this view by remarking that man
began to design aircraft that would fly precisely at the point he stopped
putting feathers on the wings.

There are more than a few "truth§" in higher education that need to be
questioned. And one of these is that 4 years is the time that is needed to
earn the bachelor's degree. If we consider the question of time required for
the degree in the light of financial aid, it is apparent that reduction in
time is of itself a powerful instrument of student assistance. For example,
by devising a program that could be accomplished in 3 years, the student's
cost is immediately reduced by one-quarter.

The feasibility of curtailing the length of the undergraduate program
is currently under study at the State Universit& of New York and at Princeton
University. The latter institution has already developed a complete model

1
for a 3-year course.

A Mid-wWay Degree

In colleges that are members of these associations--and others like
them--a student is either a graduate or a "drop-out." There is no provision
in the academic certification process to recognize the possibility that a
student has satisfied his own educational objectives in a period short of
completion of the full degree requirements.

Were it possible to sp.cify an educational way-point short of the typical
4-year time span, then students could ""graduate' with credentials appropriate
to their having completed a course of “udy short of the AB requirements.z Such

p—

an optiop vould obv*ously be less expeusive for the student.

7
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Off-Campus Learning

. Those colleges that have successfully mounted cooperative education pro-

grams have found financial leverage in the fact that learning can take place in

1"A Report to the Commission on the Future of the College," by Marvin Bressler
(mimeographed document), Princeton University, 1971.

2In the mid-1950's Dr. A. T. M. Wilson of the Tavistock Institute in London
studied in depth Antioch "drop-outs." One of his conclusions was that Antioch
was operating a highly successful junior college without knowing it,

.,
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situations less costly than the classroom, the library, and the college laboratory.
Any program that sets up off-campus learning situations hus the potential for
reducing unit educational costs. To capture this potential, however, requires
either that the vacated places be filled or that a reduction in home-campus
expense reflects the exported student population.

The Grass on the Other Side of the Fencg

These three means of reducing student cost--shorter time to earn the
degree, opportunity to earn a junior degree, and creditable off-campus learning--
all have a common problem. It is that to capture their fipancial advantage
requires a larger annual intake of students. For some colleges in this study,
larger admissions quotas would be hard to accomplish especially without reduc-
tion in current academic achievement standards or without increase in financial
assistance allocations.

However, there is an important.asset to offset the liability. Any of
these plans has potential appeal to young peoplc and their parents. Indeed,
they may strengthen the market precisely at the time when ability to recruit

.looms as the greatest problem.

Contracted Services

It is just a little degrading to find private colleges seeking tax-generated
revenues from state and federal governments solely on the basis of financial hard-
ship. A more satisfactory arrangenent would be to relate paymenté to services
rendered. The problem is to locate those services that increase income without
corresponding increase in expense. So long as state institutions continue to
expand their facilities whi'e private colleges have under-used capacity, mutually
advantageous associations should be possible. Contracted service might be on
a consortial basis or with individual colleges.

The overseas programs come to mind as an example of the first kind. These
programs are in existence and, in :any cases, are already open to students of
non-association colleges. The advantage of enlisting out-of-association students
is that these enrcllments are net additions to income because they do not reduce

resident enrollment.1

1A constant headache to business officers is the insistence that off-campus
programs are without cost because the participating students' tuitions are
credited to the off-campus program as income. That supposition is justified
only if the "exported" student is replaced by a resident student.




72

A possible contracted service available on an individual college basis
is to offer the state university student one or more year's experience in the
small campus setting. Compared with the cost of setting up "inner" colleges
as has been done at the University of Michigan and at Wayne State, this approach
would be incomparably less costly to the state system.

In some cases special programs that supplement the university's offerings
may be available at individual colleges.1 Because of the logistic problems
attendant upon the movement of students between campuses, programs of this
type would, in most cases, require full-time units of residence,; as, for

example, an entire term.

1An item in the July 9, 1972 New York Times reports that the lew York State
Board of Regents will contract with Private colleges to enroll S00 students
who are candidates for admission to the City University.
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Chapter V

CONC™*s  "NS AND SUMMARY

What emerges clearly from t, «udy is the conclusion that financial
aid today is a far cry from the original cbncept of enabling worthy students
to attend the college of their choice. It has become the cruciai instrument
through which colleges maintain their enrollments at a level sufficient to
support their programs. The financial viability of the member colleges is
inextricably tied to student assistance programs. While rthe colleges display
amazing variety in almost every area tested by the data, they all have in
common one compelling restriction--income depends on enrollment and enroll-
ment depends on financial aid. The data show that 74 percent of operating
revenues come from tuition, and 46 percent of the students receive some form
of aid.

The combinations through which this assistance is put together show all
the variations one would expect from 24 ruggedly individual colleges. The
packages have in common anly that outright grants outweigh as' .stance through
loans.

. These packages derive from widely assorted sources of income--from college,
philanthropic, and public funds. With such an array of programs, all the
colleges have resorted to the diversion of unrsstricted current income into
student aid as the means for providing flexibility and cohesion. It is this
kind of money--totally within the college's discretion both as to amount and
use--that glues the packages together. P

The size of this appropriation and the use to which it is-put constitutes
one of the most important iss;es raised by this study. In essence the practice
constitutes over-stating the tuition to those who are able to pay and then re-
turning the overage to those who need assistance. Two major policy questions
are inherent in the practice.

First, how large a mark-up can be tolerated before the market support
weakens? Second, how can the proceeds of this mark-up be applied to achieve
the maximum return of net income?
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It is unlikely that any definitive answer to the first question exists.
There are simply no data at hand that relate price to market. As far as this
study goes, neither the stated tuition nor the average tuition after deducting
grants correlates with market position as measured by the number of applications
received.

However, the second quest on may have answers that are worthy of explora-
tion. One of these is to alter the ratio of grants to loans, but to do so in
a setting that is somewhat different from the conventional loan. The study
suggests that rewly-created loan funds may be based on repayment schedules
related to post graduate income with the further possibility that some of the
indebtedness may be forgiven; that is, the concept of a "deferred scholarship"
is introduced.

To implement this different concept of loan assistance, the establishment
of a consortial lending agency is suggested. However, any enlargement of loan
activity is probably doomed to failure if adequate cash flow is not assured,
and for that reason, the study proposes to.Lally revised procedures for loan
collections.

Other consortial activities are also discussed: the establishment of
common positions on public policies, the development of consortial marketing
programs, the standardization of financial aid procedures and packaging, the
use of common data systems. In all of these a balance must be achieved between
the potential advantages inherent to cooperative endeavors and the sacrifice of
some measure of independent determination.

Finally, thé report considers the relationship of cost restraint or re-

duction to financial aid. The factors that have the greatest influence on

unit educational costs are identified in Chapter 1V.

There is no~hagic in this report. My purpose has been to raise questions
and suggest directions that have promise for more effective use of financial
aid resources. The final outcome of this study will be determined by how it

'is used.

1 U o | i 5 1S s dond i D e

e Yo o R R M



