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REVIEW OF HIGER EDUCATION PROGRAMS, 1975

,Guaranteed Student Loan Program

WEDNESDAY, MARCH 5, 1975

U.S. SENATE,
SUBCOMMITTEE ON EDUCATION OF THE

COMMITTEE ON LABOR AND PUBLIC. WELFARE
TV ashingtOn,D.C.

The subcommittee met, purf3uant to notice, at 10 :04 a.m., in
room 4232, Dirksen Senate Office Building, Senator Claiborne Pell,
.subcommittee chairman, presiding.

Present : Senators Pell and Stafford.
Committee staff. present : Stephen J. Wexler, counsel ; and Gregory

Fusco, minority counsel.
Senator PELT.. The meeting of the Subcommittee on Education

will come to order.
Today's hearings will discuss certain facets of the guaranteed

student loan program which have been brought into sharp focus by
various actions of the Administration. They have sent to the Senate
suggested legislation which attempts to deal With the high default
rate in the program.

. Today'S hearings will discuss not only that proposed legislation;
but also the continuing high default rate, and the new policy on the
part of the Department of Health, Education, and Welfare with
regard to refunds due to students attending schools and how those
refunds affect the amount of the Federal guarantee.

Our first witness today will be the Department of HEW. They will
be followed by a panel of bankers.

Commissioner Bell, please proceed.

STATEMENT OF HON. T. H. BELL, U.S. COMMISSIONER OF EDUCA-
TION, DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
ACCOMPANIED BY EDWARD T. YORK, JR., DEPUTY COMMIS-
SIONER FOR MANAGEMENT; CHARLES M. COOKE, JR., DEPUTY
ASSISTANT DIRECTOR FOR LEGISLATION (EDUCATION) ; AND
KENNETH KOHL, ASSOCIATE COMMISSIONER

Mr. BELL. I am happy, Mr. Chairman, to appear before you today
to discuss the Administration's legislative proposals "To amend the
Higher Education Act of 1965 to decrease the amount of defaults
under the Guaranteed Student Loan Program, to amend the Bank-
ruptcy Act to limit the dischargeability in bankruptcy of educational
debts, and for other purposes."

(1)



2.
Before discussing our new proposed legislation, let me bring you

up to date ow certain-inatters. In September, I testified before the
subcommittee with the major emphasis on the default problem and
the administrative actions which were being taken and those which
were. contemplated in the future. We also provided you with statis-
tical data on the federally insured phase of the program, and
emphasized that this should not be confused with data relating to
limns guaranteed by State and private nonprofit agencies. And,
finally, we indicated that resolution of the operational difficulties
incurred' in the guaranteed student loan program were dependent
upon reliable inforn-liaon, adequate resources, and proper regula-
tions.

In connection with regulations, we should report several develop-
ments. On October 17; we published in the Federal Register pro-
posed regulations which, for the first time, set forth requirements
and standards with which educational institutions would have to
comply in order to participate in the guaranteed student loan pro-
gram. These same regulations also set forth detailed due process
procedures for the limitation, suspension, or termination. of any
postsecondary institution or federally) insured' which do not
comply with the regulationS. Public hearings were held in Washing-
ton, D. C. Chicago, and San Francisco on the proposed regulations.
As a result of the comments received, both at the hearings and in
writing, numerous changes were made and final regulations were
published in the Federal Register on February 20. We are con-
vinced that these new-regulations will do much to reduce the default
problem by providing (1) that students receive better information
about schools and colleges before enrolling; (2) that each participat-
ing educational .institution maintains a fair and _equitable refund
policy and that refunds are paid on a timely basis; (3) that insti-
tutions providing vocational, trade, or career programs UtiliZe
appropriate admissions criteria and provide students with relevent
employment information; (4) that correspondence schools provide
tudents with a schedule setting forth what is required in submit-
ing,,lessons, and also further clarify when withdrawal occurs and
repayment commences for such students; and (5) that each educa-
tional institutiOn adopt certain procedures and maintain records
which 1 be subject to inspection and audit by the Office of Edu-
cation in order to determine that an institution is protecting the
interests of students and the Federal Government. The regulations
also establish new disbursement procedures. clarify some existing
definitions, and add other new provisions which should improve the
administration of the program.

On February 24, we published a notice in the Federal Register
providing an- interpretation 'as to the amount of loss that would be
paid by
providing

Federal Government on claims ofiginated by school
lenders. The problem has several major aspects, including unpaid
refunds and the closing of an educational institution. In the very
near future, a .proposed regulation will be published in the Federal
Register setting forth detailed rules and procedures regarding
default claims. This regulation is now in the final clearance stages.

Thus far, we have described both the administrative and regula-
tory steps taken to attack the default problem. But legislative
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changes are also needed and, for the last several months, we have
been studying the 'problem in order to determine those changes to
the enabling legislation that could. further reduce the default rate.
We would like to clarify at this time the .major provisions of the
Administration's proposal.

DEFENSE OF INFANCY

Under present law, students may borrow under the federally
insured phase of the program without security or endorsement, even
though; under applicable State law, they may_ be minors.- Upon
completing their education-, some of these students have disavowed
their debts on the:grounds that their loan was invalid due to their
age at the time the note was executed. Most State guarantee agen-
cies do not have this problem because their State laws rule out the
defense of infancy. While this is not a major problem, it is a bother-
some one. We propose, in section 2 of the bill, that the Federal pro-
gram take a similar approach.

MINIMUM BEPAYMENT PERIOD

Present law requires leaders to provide borrowers with a repay-
ment schedule of not less than 5 yearsand a maximum of 10 years
unless to do so would result in annual payments of principal and
interest of less than $360, in which case a shorter term is required.
Some -students wish to repay their loans in less than 5 years and,
recognizing that more interest is payable over the longer term, have
refused to sign notes for the minimum 5-year term. Section 3 of the
proposed legislation would provide that the student may waive the
minimum 5 -year repayment period by requesting that the note pro-
vide for repayment over a shorter term. This provision would
apply to both State and Federal programs. At any time before total
repayment, the borrower would be dile to have the shortened period
extended to a total of 5 years. In order to prevent any coercion by
the lender as a condition for giving a loan, such a -waiver may only
be requested after the student 'graduates or withdraws from school.

MINIMUM PAYMENT FOR' MARRIED BORROWERS

Present law requires each borrower to repay his loans at an annual
rate of not less than $360, principal and interest. If two students
marry, both having loans outstanding, each is required to repay not
less than $360 each year. In some cases, this presents a 'hardship,
especially if there are young children- and one spouse is unable to
work. It is proposed in section 4 of the bill that, in the case of a
husband and wife, both of wh6m have student loans outstanding,
the -combined minimum annual payment on those loans would be
the same as for a single person$360 a year, rather than $720 a
year. This provision would apply to both the State and Federal
programs.

ENCOURAGE. LENDERS TO -MAKE MULTIPLE DISBURSEMENTS

Many defaults are caused by student dropouts. Because most lend-
ers disburSe the loan in a single installment before-. the academic
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year beginsto reduce administrative coststhe student dropout
has the entire loan to repay, even though he did not complete the
academic period for which the loan was obtained. However, if we
could encourage lenders to make multiple disbursements, only a
portion of the loan would be disbursed to students who drop out
early in the academic year, thus substantially reducing the amount
of claims paid by the Government if such students default. For

. example, if the $1,500 loan were disbursed in three equal install-
: ments over the academic years, only $500 would have been disbursed

to a student who withdrew in the first quarter of a three-quarter
academic year. If this student .subsequently defaulted, the principal
amount of the claim would be $50) rather than $1,500 as is now

. usually the case.
Section 5 of the bill would anthorize certain lenders under both

State and Federal programs to receive interest subsidy payments on
the entire amount of the loan to a student for ay given academic year,
even though the lender disburses such loan in, installments over the
course of that year. By providing the interest subsidy on the entire
than, lenders' would' be- encouraged to make miultiple disbursements.
Any lender desiring to receive such interest payments on the basis
of multiple disbursements would be required to obtain approval
from the Commissioner. It should be noted that the interest cost to
the Federal Government would be the same as though the lender
had made a single disbursement as almost 411 now do. We alSo pro-
pose that this "provision be limited only to commercial lenders, as
school and State agency lenders are not in the loan business to make
a profit on the interest yield on student loan paper, and they would
be required by our regulations, published on February 20, to make
such multiple disbursements. Because the result would be to increase
commercial lender yield, such lenders should be more willing to
make multiple disbursements.

REQUIRE EDUCATIONAL INSTITUTIONS. TO PROVIDE STUDENT, ADDRESS AND
ENROLLMENT DATA

-One of the problems in trying to determine student status' or
latest address is that certain State laws prohibit the schools from
releasing this data without the. written consent of the student. In
many cases, defaults could be prevented or recoveries made on
defaulted loans if schools were required to provide this information.
Section 6 of the bill would require each eligible institution to estab-
lish policies and procedures to provide the latest known address and
enrollment status of a student borrower to the commissioner, a State
or nonOtofit_private guarantee agency which has insured the loan,
or the lender.

INELIGIBILITY OF DEFAULTING STUDENT FOR FURTHER STUDENT A SSIST-
ANCE,

There are students who, after defaulting on a guaranteed student
loan, return at a later date to another or the same educational insti-
tution. Some of these students attempt to borrow again under the
guaranteed student loan program and, although there is no data

af



available, couldz,.very .well apply for and receive basic educational
opportunity grant. As a general rule, we do not believe that such
students should be eligible for further financial resistance under
these programs until they have taken care of their loan obligation.
Section 7 of this bill provides .that any student who defaults on a
guaranteed student loan would thereafter he ineligible to receive a
basic _grant Or_ another guaranteed student loan unless he subse-
quently repaid ;the loan in full or made satisfactory arrangements
for repayment. I would like to emphasize that latter part, Mr.
Chairman, because we would not be demanding immediate payment,
but we would ask for -satisfactory arrangements for repayment. The
commissioner is required under this provi-sion to give the student an
opportunity to show cause why such a determination should not be
made mmand the commissioner may decline;t

i
o make such a' determina-

tion f he finds that the circumstances leading to the prior default
of the student were beyond his control. This provision applies both
to the Federal and State Programs--

EXCLI7DE PROPRIETARY SCER,OLS AS ELIGIBLE LENDERS

In our assessment of the default problem, it has become clear that
certain types of lenders have contributed to the problem in, a. manner
that is disproportionate to their volume of loans as compared with
other categories of lending institutions. Commercial banks have the
best record. Educational instithtions who are lenders, the 'worst.
The high default and delikuency rates of school and college lenders
have been under review for the last few years, and major efforts
have been underway to screen their initial participation and provide
for an annual review of their lending activities. While this has
helped to some extent, problems still persist. For example, we have
examined carefully the data derived from our annual "call report"
which all lenders are required to submit. This report pr. ;ides infor-
mation on loans outstanding, loans in repayment status, and delin-
quency data on loans in repayment. Delinquency rates are calculated
on all loans that are 30 days or more delinquent.

At the end of fiscal year 1973, the national delinquency rate for
all lenders was 11.73 percent. This applies to both the Federal and
the State programs. By the end of fiscal war 1974, this had risen to
13.1 percent, based on preliminary reports out of our system.

As a result of our efforts to more closely monitor educational
lenders, the delinquency rate for college and university lenders
declined from 36.3 percent at the end of fiscal year 1973 to 30.8 per-
cent at the end of fiscal year 1974.

However, with. proprietary school lenders, where most of our
.major efforts were directed, their delinquency rate increased from
38.5 percent at the end of fiscal year 1973 to 46.3 percent at the end
of fiscal year 1974. This figure requires clarification because the call
report indicates only loans currently held by the school lender. Many
of the proprietary schools have been able to sell their paper to other
lenders.. We suspect that,-if the data were available, the delinquency
rate of proprietary school lender's originated paper would be even
worse. Because there has been so much movement of proprietary
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school originated paper, we are unable to have good data' on either
delinquency or default rates.

We are now convinced that the best solution would be to amend
the statutory definition of "eligible lender" to' exclude proprietary

-institutions from that term. Section 8 would make such amendment.
We must emphasize that we are in no way suggesting that pro-

prietary school students be excluded from being able to borrow under
--the program. We feel that prudent administration of the guaranteed
student loan program should recommend that such schools not be
permitted to take part as lending institutions, Thus, we would pro-
pose that such institutions be permitted to continue to be lenders

-. until June 30, 1978, with respect to those students to whom they have
already inade loans and who need additional loans to continue or
complete their educational programs.

DIgCHARGEABILITY,IN BANKRUPTCY OF EDUCATIONAL LOANS ,

There has been on increase in student loan bankruptcies. From
the inception of the program through fiscal year 1972; these totaled
2,146 for $2.4 million. The cumulative total reached 8,969 for $11.3
million as of February of 1975.

There has been much criticism in the press over the number of
students who borrow under the guaranteed student loan program
and then fail to honor their obligation to repay by taking personal
bankruptcy. While, as a percentage of total loans or total defaults,
bankruptcies are a relatively small part of the problem-, in absolute
numbers the growth has been significant. A congressionally appointed
commission considering changes to the bankruptcy laws has recom-

mended to the Congress that education loans be exempt from bank-
ruptcy during the in-school period plus the first five years of re-
payment.

As it may be a long time before the bankruptcy .1 ws are revised,
we are proposing a separate amendment to accompli li this purpose.
Section 9 of the bill would amend section 17 of the ankruptcy Act
to provide that educational debts would be exempt during the in-
school period and the first 5 years of repayment. E actment of this
pro-Vision will have an immediate effect on reducin the number of
bankruptcies in the student loan program.

While some -students may still default on their loans, uch losses
may still be recoverable, whereas presently they are irt, if the
student's debt has been discharged in bankruptcy.

Mr. Chairman, that completes our summary of this legislative
proposal.

We shall be pleased to answer any questions.
Senator PELL, Thank you, Commissioner Bell, for a very excellent

statement which I have had the opportunity to review. It has many
gd ideas.

Ticidentally, in connection with that last point about the bank -
ruptcy provisions, that would have to be referred to the Judiciary
Committee. You may have to break the proposed bill into two pro-
posals. Otherwise, we might find the education portion locked up .in
another committee, or we could secure some kind of agreement from
them.

1 0
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Would you be kind enough to introduce your colleagues for the
record?

Mr. BELL. Yes.
Charles Cooke, Deputy Assistant Secretary for Legislation from

the Department of HEW. Mr. Ed York, bo is Deputy Commis-
sioner for Management in the Office of Education. It is in his organ-
ization that this program is lodged,. Kenneth Kohl, the Associate
Commissioner, in charge of the gthaanteed student loan program,
just joined us in September 1974. He has a financial aid officer with
Princeton University.

Senator PELL. Now, going to the basie question as to the present
rate of default, about 6 months agewe were discussing whether it
was 24 percent or 18 peroent=-ThIGA0 estimate was 24 percent, and
the Office of Education estimated 18 percent.

Now, as I understand it, you are saying that the present general
rate of default is 11 or 12 percent.

Mr. BELL. Mr. Chairman, this is a different matter from default.
This is the delinquency- matter. I think I ought to call on Mr. Kohl
or Mr. York. Mr. York, Maybe you can make that distinction. I do
not think we made that distinction as well as we should have.

Senator PELL. I would like to be educated on the difference between
delinquency and default.

Mr. YORK. Yes, Mr. Chairman._ We refer to the delinquency rate,
which is in fact not the same as the default rate. The delinquency
rate..refers to those numbers of loans where the borrower, after the
loan has matured, is past due in making his payment.

Senator PELL. I am sorry, repeat that.
Mr. YORK. Where the borrower, after the loan bas matured, and

payments are due, is delinquent in making paymen'its. That does not
mean the claims have been filed with the Federal Government.

. If a payment is due after the maturity of the note, and the bor-
rower does not make the payment within 30 days after the date the
payment is due, the note is considered to be delinquent,

Defaults, on the other hand, .relate to claims that have in fact
been filed with the Federal Government, where the lender has deter-
mined, proceeding through due diligence, and all the other things
he is required to do, that that loan is uncollectible as far as he is
concerned, a claim is then filed with the Federal Government, andwe
pay the lender the amount due under that loan.

Senator PELL. It is the degree of seriousness, like absent without
leave, or. deserting?

Mr. YOiti. Yes: that probably is a fair analogy.
Senator PELL. Why is delinquency, which is less serious, a smaller

percentage .than the defaultTate?
Mr. Y0101. Because in discussing delinquency rates, we are talking

about the total program versus just the Federal program on the
default side.

Senator PELL. I see. So the delinquency rate is like a stage that
you gO through before you get to default?

Mr. YORK. That is correct. EVery delinquency would not become
a default. There may be many cases why a student would fall 2 weeks
or 30 days, or .60 days behind in payments, but continue to make
payments.

1.1
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Senator PELL. The default rate, would not include the delinquen-
cies?

Mr. YORK. No, they are different.'
Senator PELL. In other words; when the GAO, or you say that the

default rate. is somewhere between 18 and 24 percent, that would not
include the 11.73 delinquency?

Mr. YORK. That is correct.
. Senator PELL. You would have to add that onto it ?

Mr. YORK.- I am not sure that you can make an addition and come
up with a meaningful figure. There is such a distinction between
the two in that delinquencies do not necessarily become defaults.

Senator PELL. But everybody who is in default has been delin-
quent.

Mr. YORK. That is true.
Senator PELL. So in other words one would fit into the other.
What do you consider your present rate of default ?
Mr. YORK. Our present rate of default is essentially, as we testi-

fied to you about 6 months ago, and it is 18 percent in the Federal
program, and approximately 11.3 percent in the combined program,
Federal and State guaranteed agency program.

Senator PELL. You would adhere to your figures over those of the
GAO?

Mr. Your.. Well; Sir, as we testified to you before, we do not dis-
pute the figures that:the 'GAO provided you.

As a matter of fact; we agree with them completely. But there
is a certain assumpticm which goes along with that 24 percent that
GAO provided. That, assumption is that no further loans would be
made after June 30, '1974. And that the default rate then relates
to all of those loans that had already matured and would mature
that had been made prior to June. 3Q, 1974.--

The default rate figure of 24.3 perCent is a linear extrapolation
and a-forecast only if no action were taken to correct existing prob-
lems. Our 18 percent figure is an estimate through fiscal year 1975
and does not envision the program ending as of June. 30, 1974, ha 1

includes further loans being made, a larger matured volume, andz,-"
our being able to take some actions to reduce in fact that default
rate.

Mr, BELL. My feeling, Mr. Chairman, is that that rate may even
climb higher under the present economic situations.

Senator PELL. This is what I was going to go into.
Mr. BELT,. Because of the large amount of youth unemployment, r

think we ought to candidly admit that this is a very real possibility.
T am worried about that prospect.

Senator PELL I recognize that, and as far as the amount that is
predicted goes it would depend really on the state of the economy
in great part.

Mr. BELL. Yes. One of the questions often raised, and I might just
offer this, is why the State rate is so much lower than the Federal
rate.

We are sort of. getting`the needle, on that now, and we are asked
why our rate differs from theirs. And among other things, we guar-
antee all eligible institutions.- and we have many more private pro-
prietary institutions.

2
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In fact, in some States, where the. just work with the public and
nonprofit institutions, we, by law, underwrite or guarantee directly
the private proprietaries, and that is where the higher rate is. That
has something to do with the quite large difference there is.

They do have some programs which do cover some proprietary stu-
dents. We "ought to constantly be looking at how some States manage
this, with a low default rate, and ask ourselves if we can learn more
about it.

I am not trying to obscure the fact that there is a possibility that
they are better managers than we are ,here on the Federal level.

Senator PELL. In fiscal 1974 the appropriation necessary to cover
defaulted loans was about. $90 million. For fiscal 1975 the adminis-
tration estimated $115 million would be.needed. 'Rising default rates
req9ired you to increase this figure, to $198 million,, a rise of $83
million ove the original estimate.

Yet for fisca: 1976, the coming fiscal year, the- budget asks for
.$202 millioh to cover defaults, an increase of only $4 million:

How is it that you estimate such a low rate of increase, particu-
larly in light of the present depressed conditions of the economy?

Mr. BELL.; Mr. York, would you respond to that ?
Mr. YORK. think there are a number of factorS, Mr. Chairman,

which relate to that. Certainly an iiribortant factor is the substan-
ti/tilly increased collection efforti-that we are undertaking under this
program, ,which we estimate Will return substantial additional dol-
lars in fiscal year 1976, mucl-Ornore than we had been able to collect
on defaults in previous years.

Also, we believe that some of the actions we have taken adminis-
tratively, and through regulatory procedures, will start to have an
impact on that overall default rate.

'We really see a leveling of the eventual loss rate to the Govern-
ment. The actual default rate itself, the claim rate. numbers of claims
filed"with us may still increase slightly. But oily efforts to get collec-
tions, and therefore affect the eventual loss rate to the Government
we think I'S leveling. .

We see a leveling for 1976. of the actual loss rate to the Govern-
ment. That basically is the answer.

Senator PELL. Since we last spoke with each other at the hearing,
you have increased the number of people who aid engaged in trying
to collect these loans.

Has it doubled in number, increased by 50 percmt, what is the
percentage?

Mr. Yonic. Much more than that, Mr. Chairman.
If we gr back to February of 1974, we had a total of 26 people

Who were dealing-with colleajons, under the Federal program. Now,.
recognize that is abort half of the. proo,Tanr. In the State program
we do not make collections on the defaults. The States have that
responsibility.

At this point in time we bavy35 positions allocated- for collec-
tions in our regional offices with 129 of those filled. So there, has
been a very, very substantial increase in the amount of personnel.

I might point out that .although we have had this substantial in-
crease in the past few months, that the lag between growth and
volume in this program, and the provision of resources, personnel

J 3..,
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resources, to stay uP, with this, has run between 2 and 3 years. There
has' been R. 2- to 3-ear lag -between a tremendous volume increase
in the program and the provision of additional resources to try to
stay on top of the prograiii.----____

Senator PELL. The-differenCe-Tittween the State and Federal pro
grains, from the point of view of collection, is in favor of which
group?

' Mr. YORK, It was in favor of the States,,
Senator PELL. The States are doing a bett\er job in collecting?
Mr. Youit. Yes, they -were.
Senator PELL. Why would that be? ,

Mr. YORK. I think to the degree that relates to the fact that they
have had substantially more resources;--if you look at the total State
programs, the total resources ,4f all of those State programs, far
exceed the number of people who are monitoring the Federal pro-
gram.. .

Mr. BELL. I believe also, Mr. Chairman, it relates to the fact that
we make loans to a higher risk clientele than most of the States do
to many of the private proprietary groupS, and to many low-income
groups. This may have it factor in it.

Senator' PELL. How is the decision made that some States will
have their own program and other-States will not?

;Arr. BELL That is up tO the States, Mr. Chairman, by their own
State enactment, and their ONVI1 State. lecrislation.

Senator PELL. When a State does it, gederal Government does
not get into the picture completely then?

Mr. BELL. That is mit entirely correct. For most State programs,
we reinsure the guaraiitee agency to the extent of 80 Vercent of its
losses on defaults and 100 percent for death and total and permanent
disability cases. Loans guaranteed by these States are also eligible
for Federal interest benefits and special allowance payments: In
addition, we do provide Federal insur ce, to lenders in States for
lenders which operate on an interstate msis and for students attend-
ing schools not eligible tinder the Stat rogram. This is one reason
why we have sueli. a significant proprietary. school volume in the
Federal program and why Federal loans are being made in all 50
States.

!

Mr. YORK. Although there are. 26 State programs, the Federal pro-
gram is operative in all. 50 States, because the State programs. do
not cover the entire universe of students who are seeking loans: And
any State where the State program does not provide access, the Fed-
eral program does. )

i

So that. we in fact operate in all 50' States, even though thOe
are Stlite programs in 26 of those States.

Senator PELL. You are like the SBA.' wFitild be to the commercial
banks.

Mr. YORK. At least we insure those loans that the State will not
insure.

Mr. BELL. It might be of interest, Mr. Chairman, to say just for
the record that since the program started we have- made over 7
million loans. And a total of almost $7.7 billion, and there are nearly
1 million new loans a year made to students participating in the
program.

4
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One of the things we are interested in is the cost-benefit study on
this.

We know what it is costing the Government. We have read a lot
about the high default rates in the press, and we are also concerned
about it.

We think that maybe some study of the economics of this program,
what it is doing for making taxpayers out of perSons who otherwise
may be tax eaters, and so on, may have some interesting aspects, to it.

We are interested in doing a detailed analysis and cost study on the
cost benefits of the program.

Senator PELL. Could you give us a 'brief overview of what is hap-
pening at the Dallas regional office and Amherst, Mass? Both of
these have been drawn to my attention by the press reports.'

Mr. BELL. I will call on Mr. York- ana 1)1r. Kohl to talk about
this.

Mr. YORK. In th. Dallas situation, Mr. Chairman, there is an on-
going investigation which at this point is within the control of the
TT.S. Attorney. There are at least three Federal bodies involved. in
that investigation; the FBI, the Customs Service and the Depart-
ment of Health, Education, 'and Welfare through its Office of Inves-
tigations and Security.

Because of the fact that it is an ongoing investigation, there is
not a great deal of information that. we have available to us, or that
We can disclose in any open forum. It is of public record that at this
point there have been four employees discharged, And there was one
norther employee who was suspended, and upon beino. suspended,
resigned..All five of those were. in fact employees of the Guaranteed
Student Loan Program in the Dallas office.

As I say, that investigation is ongoing, and we are not sure how
long it will take for the U.S. Attorney to conclude that investiga-
tion.

Senator PELL. What is happening with regard to the program
there? -Do you have new people who have gone in to administer it
Is the program going on?

Mr. YORK. Yes, sir. We asigned a senior person from our San
Francisco regional office to move into it and to take over the running
of that program in the Dallas office, and the program is operating on
a day-to-day basis.

We are doing everything we would normally do in that program,
while at the same time trying to assist the U.S. Attorney in his
investigation.

Senator PELL. How many people were in the office before the in-
vestigation started ?

Mr. YoaK. I am not sure of what the number is.
Senator PELL. A dozen, two dozen?
Mr. YoRK. Fifty-one positions are assigned to the allas office this

fiscal year.
Senator PELL. Your thought is there "are only four or five. rotten

apples in that whole barrel.?
Mr. BELL. I .think we ought to be very cautious about that, Mr.

Chairman. Th4 is all we know of at this time. But the investigation
is going forward, and we hope, that that is all there are, but I think
we ought to be very 'careful and very open about the fact that we
just do not know. We may have more than that.
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Mr. roEK. It might be important to know that as a result of some
of the hings that have been disclosed that led to the four employees
being discharged, we have an ongoing study in all of the regional
offices related to our procedures for handling collections.

This review is being inade by the HEW audit- stair to insure we
have adequate control of all the cash flow in all the other regional
offices.

Senator PELL. Does the Department have the equivalent of an in-
spector's office ?

Mr. Youtu. The Department of TIEW, at the Department level, has
an Office ,' Investigation and Sc.curitv, and we call on them.

Mr. F. We do not have such an office in Dallas, so the Atlanta
officials h. to come over.

senator PELL. What officials?
. Mr. BETA,. The Atlanta regional office investigative officials were
assigned to the case. HEW investigative staff is quite limited. They
have only seven investigators in field offices, and only two to cover
the 15' States in regions IV and VI. They did not have any stationed
in the Dallas office.

Senator PET.T.. What exactly happened? .Could you give a brief
minute summary of what occurred?

Mr. Youx. There were apparently some unusual procedures being
used in rome of the collections aCtivityand there were questions
raised as to whether all payments that were in fact received in.., the
office were credited to the accounts of the students who made the
payitientS;

Mr. I3IT I wonder if Mr. Kohl ought to add a little hit more to
this.

Mr. Korn,. There is also the current possibility that certain loans
were insured. at the regional office level, and should not have been
insured.

Senator PEEL. For what reasons should they have not been in-
sated ?

Mr. KOHL They were ineligible for insurance from the standpoint,
of the student; the school; or what have you.

11Ir. BELL. One of the things, Mr. Chairman, that. we are concerned
about is that we have rushed a large munher of new employees into
this program, and we are concerned about the fact that with that
large number, and our urgency to get on top of the program, that
we have adequate training and adequate understanding of pro -
cedures. And as happens in a new program, new staff members, there
is a certain shakedown period when they do not know their duties'
as well as they ought to.

I should indicate we have had training for these staff members,
and we have to ask ourselves if it were effective enough.

Of course, in the matter of dishonesty, I guess no amonnt of train-
ing could take care of that, obviously.

Senator PELT.. T am not sure shakedown is the right expression.
Why is the Citstoms Bureau involved?
Mr. YORK. I am not sure we can adequately speak to that, because

it is an ongoing investigation.
Mr. BELL. I think we can say there may have -been some -other

activities not involved in the GuaranteeA Student\ Loan activity
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Senator PELL. Maybe we will get the Narcotics Bureau in next.
Ncrw, can you explain what is going on at Amherst Mass., al-

though I realize the inhibitions caused by an ongoing investigation.
Mr. BELL. I think Charlie Cooke can respond to that. I do not

believe it is directly G511.
Mr. COOKE. My understanding on that one is that. this is under-

going investigation by the FBI currently. I do not have a lot of up-
to-date data on it.

I believe the U.S. Attorney is also in this investigation.
I am not yet seeing any evidence exactly of what Office of Educa-

tion money is,involved in this. I do not believe, at least what I have
seen so far, that there is any guaranteed student loan money.

My nn.derstanding was that there were some allegations with regard
to the use of Federal moneys which essentially was 0E0 money, I
believe, that was going to the University of Massachusetts in Am-
herst for career opportunity program. But that is sort of the level
of my understanding of this problem. It is under investigation at
the current moment.

I can attempt to get further information for you.
Senator PELL. It

get
to me that our information is coming from

the press at this point.
If there is anything that can supplement the press report, we

would be very interested in having it.
Going-to your suggestion about eliminating the defense of infancy,

so students can be held accountable for loans, no matter what his
age was, would having a cosigner who is an adult be as effective a
remedy ?

Mr.'BELT.. We considered that, I am sure.
Mr, York, would you respond ?
Mr. YORK. I -would like to call on Mr. ,Kohl to respond to that.
Mr. Kom,. A coborrower, if I understand your .question, it is 'why

is not a coborrower or comaker good--
Senator PELL. A cosigner.
Mr. Yonic.. Usually what this will do, Senator, is sometimes inhibit

the lending of the fund because there are many times that we under-
stand low-income students cannot get a comaker, yet they still need
these funds to go to school.

So I think that would work, in some cases, but it would not in all.
If we are interested in access, I think defense of infancy has to

be part of this legislation. .

Senator PELL. What happens when a student has gone into default,
dropped out for a year or ,two so he can earn more money to con-
tinue school, and then been penalized because he is in default and can-
not get a basic grant ?

. Mr. Korn,. You mean refusing the student additional funds be-
cause he has defaulted?

Senator PELL. Yes.
Your legislation would say no more funds could he loaned nor

could a basic. grant he' granted when the student is in default..
Yet, the very student who is in default, might have defaulted to

earn more money to complete his school.
Mr. KoirL. We were very careful in this area. We saw this pitfall.

That is, why we' put. that piece in there about satisfactory arrange-
ments being made.

1
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We would not just cut him out of everything and blacklist him,
because he is a defaulter. We find students who default because of
inability to pay, true inability, should positively be allowed to con-
tinue with some sort of Federal funding. That is why that piece is
in there.

Senator PELL. How do you determine that?
Would a student, let is say, in 'Topeka, Kans., where the nearest

Office. of Education may be a long way away
Mr. KOHL. Kansas City.
Senator PELL. How would that youngster make his need known?
Mr. KOHL. I think he would have to communicate with the re-

gional office, and they. would have to make an individual judgment,
sir.'

Senator PELL. That would be pretty difficult for many youngsters
of 18 in the ghetto areas.

Mr. KOHL. It would depend upon their need for the money.
I have found that when funding is desperately . necessary, they

will do almost anything. As -a matter of fact, students who cannot
get loans regularly call me, so I am not inclined to state they would
be reluctant to do that, sir.

Senator PEtt.... I am not sure.' would agree with you.
I- think the b sic grant should remain as is ;, as a matter of right,

with no inhibitio s on it. Perhaps a compromise that Congress may
make on this is to leave the basic grant still available even if the
youngster is in default butihave a special requirement for the loans.

What Would be your. reaction to that?
Mr. KOHL. I think that is an alternative, sir.
Senator PELL. AClow disagreeable is that alternative to the Admin-

istration.?
\IryMr. KOHL. Well, know the basic grant is considered a right, but

we are dealing with deral assistance.
Now, is it unreasonable. for us to ask a student's cooperation. in

arranging to repay a lOsan through thedever of the basic grant? .
I do not think it is unreasonable for is to do that After all, we

are providing the student with an education, in effect. And, in re-
turn, I think he would be to cooperate, or she would be
willing to cooperate, with us.

.Senator PELL. I just see more problems than you do for the young-
ster that is involved.

Mr. KOHL. I am- familiar with the bureaucracy, but only lately, sir.
Senator PELL. Would you deAne for the committee. your idea of a

fair and equitable refund policy?
Would it apply to private schools like HarVard and Yale, and State-,

run schools, as it does to Proprietary institutions?
Mr. BELL. Would you respond to that, Mr. Kohl?
Mr. KOHL.' Yes, sir. .

It would apply to -all sChools. It would apply to Harvard as well
as to Computer, Learning center.

The definition of equitable rebate is laid out in those
Senator PELL. How would you define it ?
Mr. KoHL. I think the elements for definition were laid out in

there. But the reason we did not come out with, let us say, 'pro
rata rebate policy for all schools is that we felt all schools were
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different, and we would have to make decisions in many individual
Cases.

Senator PELL. Going back to the infancy question for a moment,
can you furnish for the record the number of borrowers under both
Federal and State programs who have invoked that defense?

Mr. YORK. As much as we would like to, Mr. Chairman, we just
do not have that data. '

Senator PELL. Can you dig it up?
. Mr. You K. I am not sure

dig
we can get it at this point. We just

do not have solid data.
Senator PELL. Is there any way yiou can give us a rough figure?
Mr. BELL. I think we ought to make an attempt on that.

"P"
It is pertinent to our testimony, and I think we ought to make

every effort to provide that. for\ you, and we will struggle with that,
Mr. Chairman.

[The information subsequent) supplied follows :]

ROUGH FIGURE OF NUMBER OF BORROW RS 17.1smEn BOTH THE FEDERAL AND STATE'
PROGRAM WHO HAVE INVO ED THE DEFENSE OF INFANCY

As we indicated, data are not collet ed which would permit us to provide a
solid estimate. 'Under the guarantee a ency programs, the defense of infancy
is generally not a problem as most . tate laws under which these agencies
operate prohibit the infancy defense. n addition, there is no statutory prohi-
bition against obtaining endorsors a. l there is under the Federal program
(except if under the applicable law, the agreement would not create a binding
obligation). Two guarantee agencies require endorsors, (one only for those
under 21 years of age), twenty-one agencies permit endorsors at the option of
the lender and six of these require endorsors for married students. Only three
agencies prohibit endorsors. The number of borrowers who have invoked the
defense of infancy is, therefore, negligible.

Under the Federal program, if we were to assume that 5 percent of cumula-
tive defaults to date could be attributed to the use of the defense of infancy,
the total number of borrowers would be 8,300. We would expect that this is
a reasonable estimate but have no factual data to support this assumption.

Senator PELL. Thank you.
I agree with you two about" the bankruptcy. It may be small

quantitatively now, but its use is growing and you are right ; sharp
action should be taken to stop that.,'

I am concerned that the proprietary schools would be excluded.
This is the most significant proposal you have made, that proprietary'
schools would be removed 'from this prograM after fiscal, year 1978
as lenders therffselves.

Will this not deprive the very /groups in the community that most
need basic education from getting it?

What would you think woulcV be the iMpa'ct of such a decision ?
Mr. BELL. It was our feelings and maybe :gr. Kohl and Mr. York

ought to add to this, it was our feeling that they would be able to
get their loans through the normal route, and we have been con-,
cerned because of the enormous default rate and a possibility of
them using the loans as a capital for their institutions. That is why
we must move in an this.

I share your concern, Mr. .Chairman, about the whole mafter of
the student loan program. As we struggle with the default rate, we
have got to make sure we do not lose sight. of the purpose of the
program which is to permit student access' to schools.
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If I can just deviate a.minute:
Unlike a banker, we have the responsibility to make loans tothose whose credit is not very good. That is the whole purpose of

the program. So I think We should expect reasonably high defaultrates.
But it has been terribly high with private proprietary schools,

particularly those which act as their own lenders, and recycle money.
Because it is Federal money that is.used to pay default claims, this
has been a source of great concern to us.

Maybe you could add something, Mr. York, so we could give amore full response to what I. think is a very pertinent question.
Mr. YORK. I think, Mr. Chairman, that we, with all the other

things we are doing, we are trying as.hard as we can to remove someof the unattractiveness that this program may have had in the past
to commercial lenders. So I think our basic feeling is that if we cando enough of that, that we will not deprive these students of the
opportunity to get a loan, by eliminating proprietary schools aslenders, that: what we hope to be able to do is to encourage com-
merciallenders to participate in the program to even a greater
extent and to pick up that piece of the program.

We are talking about a relatively small number of schools at this
moment,'41 active, lenders, I think,- this would effect.

Senator PELL. Out of the present number of schools that arelenders a small number are proprietary schools, you say only about

Mr. YORK, There are 41 proprietary schools qualified as lendersat this point.
'Senator PELL. These are what yot call the sharper operators,

these 41 ?
Mr. YORK. Yes, I would have to answer that in the affirmative.
Senator PELL. Then the whole spectrum of proprietary. schools

would not be too upset at thiaprovision?
Mr. YORK. I would not apempt to Ei peal( for all proprietary

schools, but it does not affect a large percentage of them. It Only
affects those who have previously beeti qualified as lenders and ddesnot affect all the proprietary schools that, have not been lendersunder the program.

Senator PELL. Why wouldn't it ,be better to relate this to perform-
ance of a particular school? Therefore some of the proprietary
schoolS that have really done very well and are doing:a superior job,
could Continue to operate, while the others that have exploited stu-dents would be excluded?

Mr. YoRK. Thatris basically what we have been trying to do up tonow. Mr. Chairman.
The problem is that our action there is an after-the-fact action.

We have to wait until the horse is out of the barn, if you will, in
order to take action. We feel that this provision, that we are goingto close drat door before'llie.horse gets away from us completely

Senator .p ELI:. Why not make it more basic?
InStead Of pointing 1V.fiuger at the proprietary, why not\ say thatany institiftion that hits' a default rate of more than Apercent,

wherever yOuwant to set it, is ineligible to be a lending institution?

2.0
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Mr. YORK. In the, regulations that were published on February 20,
which will go into effect in the near future, we do have provisions
such 'as that which will allow' us to either limit, suspend or termi-
nate either schools or lenders, who are not performing up to the
standard that we think they should be in this program.

But, again, it is an after-the-fact determination. I think the-statis-
tics that we do have shoW that the default rate is so high coming
from this particular category of lender, that we feel that it is neces-
sary for us to remove them from the program, that '-category., of
lender.

Mr. BELL. I think Mr. Chairman, if yop would agree, it might be
well for us to discuss this in some detail with your staff and weigh
the alfe0atives.

Senator PELL. The thought that goes through my. mind would be
if you set it at 50 percent, it would probably knock out all of these
48 sharp operating schools anyway, and yet would not prevent some
good schools, like one I remember going through in my own home.
State a few weeks ago. It was the Hall Institute, 'a drafting and
business school, and I was terribly impressed with the job they did
and the placements, of students who went. through this school.

Mr. BELL. I think, in fairness, we should say we do not know that
they are all sharp operators,,but the probability ties are high.

Some of theiw may be very fine; The thin°. I want to avoid is
classifying theni;all in a negative light here. We do know enough
that this is a problem area.

One of the things, as we weigh the record, which we must do is
to look at the Clientele that some of them relate to. We might:find a
20-percent default' rate at one institution and a 35-peiteent rate in
another institution that is serving a different. clientele.

But I lumw thiS 'needs some examination and .discussion, and we
will be happy to go into it further with your staff:

.Senator-PELL. All right..
Finally, could you explain -in' very' simple terms how the refund

policy will operate?
It seems to me we are- asking banks to take a loss if the student

pockets. the refund, or the school goes out of business and did not
make. a refund. You may find the banks tending to pull out of the
program.

Also I would like to know Whether this policy that ydu are pro-
posing has been cleared within the Government by Treasury?

Mr: BELL. Yes, Mr. York, would you respond to both ,questions?
Mr. YORK. Mr. Chairman, are you referring to the public notice

that was published. on February 24?
Senator PELL. Yes.
Mr. YORK. I think that we have attempted to define in that notice

what we- think is a, reasonable approach in Till' an, outline form
relating to refunds, and how refunds will he applied and not applied
for the payment of claims..

We haVe not specifically defined what the amount of claim would
be that would he due or not due other than set a basic parameter.

So we have -not really defined specifically the amount of refund
that is due or not due.
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We have said that it should not be any more than an amount
which is equal to the amount of education ' that the. individual
received during the period that they were in school. But that has a
maximum, without defining what it should be 1N'ithin that context.

Senator PELL. Do you think you could sharpen up that definition
within the next couple of weeks while the record is being left open'?
Mr. Yt 7. Yes, sir; that is What we intend, to do.

Rego.; that are no. win final clearance will ,define that in
much more detail.

Mr. CooKE. I might respond, Senator, to whether or not the
Treasury participated in the development of the notice of February
44, and I would say that Treasury was in the discussions with us as
we began to develop that notice.

I would not say they had a formal concurrence, but they did
participate in the initial discussion on development of that notice.

[The information. referred to follows d
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SPF.CIFIC J\ r:: OF \'V1

The proposed rule published r. Marti, 1975, does net provide a sp-:ific

definitim Of-actual arounts of refunds that will be calculated. The propoed

amendments specify that, under certain circumstances, a refund which has

becoTe due but has not been paid will be treed as a payment by the student

on the loan, and that under other circumstances, the lenders and assignees

of loans will have responsibility to attempt collection of such refunds.

Section 177.52 defines the conditions for th determination of the amount

of loss on default claims and how refunds affect the amount uf the unraid

balance. A copy of the publication is provided for the record.

23 " -



2()

r-.4 TUESDAY, MARCH 25, 1975

WASHINGTON, D.C.

Volume 40 Number 58

PART II

9

DEPARTMENT OF
HEALTH

EDUCATION AND
WELFARE

Office of Education

GUARANTEED STUDENT

LOAN PROGRAM

Proposed Rules



13282

DEPARTMENT OF HEALTH,
EDUCATION, AND WELFARE

Office of Education
[ 45 CFR Fart In]

GUARANTEED STUDENT LOAN PROGRAM

Nonce of PAnwssd Rulemaking
Notice is herby given that, pursuant to

the authority contained in section 432
(a) (1) of the Higher Education Act of
11165, as amended (20 U.S.C. Wil(a) (1).
the Commissioner Of Education, with the
approval of the Secretary of Health.
Education, and Welfare. Proposes to
amend Part 177 of 'Title 45 of the Code
of Federal Regulations, by amending
11 177.44 and 177,49 and adding 1 177.52.
as set forth below. The purPose of these
amendments Is to clarify the amount of
loss which will be Paid by the Commis-
sioner on default claims submitted by
lenders holding loans which are insured
under the Federal Insured Student Loan
Program (Subpart E of 45 CFR Part
177) and ta.ePecify the responsibillUes
of lenders prior to Ming such claims.

Under the Federal Insured Student
Loan Program (FISLP), the Commis-
sioner issues a certificate' of insurance
for a loan made to an eligible student by
an eligible lender, Insuring the loan
against losses Incurred by the lender be-
cause of the student's failure to repay
the loan. For this purpose, an eligible
lender may be a bank or other financial
or credit Institution, or agency or in-
strumentality of State, or an institu-
tion of higher education or a vocational
school, as those terms are defined in the
Higher EducaUon Act, The Act and the
regulations further provide that insured
loans may be transferred or assigned by
an eligible lender to another eligible
lender. If the student fall/ to repay the
loan, the bolder of the loan may file a
claim with the Commissioner to be reins-
burs ad for the "unpaid balance of the
principal amount and Interest."
(20 On.n, lose ( a) ),

Several questions have been raised re-
g arding how the amount of the unpaid
balance of Use loan should be computed
in situations in which the student bor-
rower may have claims or defenses which
he could insert against the original
lender or a subsequent holder of the loan.
Although it has been generally under-
stood and accepted that a promissory
note made under the FII3L Program Is
not a negotiable instnunent and that a
Purchaser of such a note,cannot become

"holder in dde course." as thou terms
are defined by commehisi law, questions
have still remained concerning the
nroper interpretation and application of
the Act and regulations. The major is-
iues relate to: (1) Defenses which the
student borrower may have concerning
the origination of the loan: (2) the rights
of a holder who has obtained the loan by
transfer or assignment from the lender:
(3) the treatment to be kccorded refunds
to which the student borrower has be-
come entitled: (4) the consequences of
an educational institution closing during

21
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an academic term; and (5) whether.
lender which is not an educational in-
stitution but which has special rela-
tionship to an educational institution,
should be required to assume certain re-
sponsibillUes or risks beyond those of
other nonschool lenders.

I. Defenses on the loan, The PHILP
Program is designed to Insure lenders
against the student's failure to repay the
loan. It does not Insure the lendsr,'or
subsequent holder, against such legal
defehsos as fraud or forgery on the part
of the lender or third parties In the mak-
ing of the loan which would be available
to the student. In addition, the Act, par-
ticularly at 20 U.S.C. 1077. and the regu-
lations provide for a number of require-
ments which must be met if a loan is to
be Insurable. Subject to the provisions
of the proposed amendnient to 1177.44.
the Commissioner will not guarantee
lender or a subsequent holder against
loan failing to be in compliance with
thee, requirements.

The amendment to 1 177.44 would per-
mit a non - school lender, acting in good
faith and without information to the
contrarY, to rely upon the certification
Provided by the educational institution
that the student Is eligible for an FISLP
loan and upon the assurances and the in-
formation provided by the student to
establish his eligibility. The Commis-
sioner, In effect, would insure such e-

mir nc being false or Inaccurate How-
lener against such certifications and as-

u ls
ever, lenders which purchased loan notes
that were °debuted by a school (as spec-
Med In more detail lri the proposed
1 177.52(c1 ) would not be insured
against false certifications made by the
school in the making of the loan. Lend-
ers In these two situations would be ex-
pected to pursue their legal remedies
against the school. 'The.proposed regu-
lation thus encourages a lender to make
a sound professional judgment regard-
ing the practices of school before Pur-
chasing loans originated be the school.

The proposed 1177.52 state. that the
Commissioner will take cognisance of
legal defects affecting the initial Valid-
ity or insurability of a loan and, subject
to 177.44(b), will deduct from Abe de-
fault claim amounts attributable to such
defects. This Provision is intended pri-
marily to cover intentional misrenreeen-
Cations. fraud, forgery and other know-
ing or intentional acts undertaken in
order to obtain Federal insurance for
loan which would not be eligible for such
insurance. In addition to such lend de-
fects as these, there are a number of
other requirements imposed by the au-
thorizing legislation or the regulations

(for the FISL Program which could give
rise to defects impairing the InsurabilitY
of a loan. An example of such a defect
would be the lender obtaining an en-
dorsement In contravention of section
427(a) (2) of the Act (20 U.S.C, 1077(a)
(2)). Since such an endorsement would.
under the terms of section 427, render
the loan uninsurable, the commissioner
could not reimburse lender on a de-
fault claim filed for loan bearing such'
an endorsementDefects such as this

one may, however,. be remedied, with the
CommIssiOner's approval, if he deter-
mines that no one has been adversely
affected' by the defect and that it can
be remedied on a timely basis.

Thus, if a lender discovers such en un-
authorised endorsement and, with the,
agreement of the student, deletes the
unauthorized endorsement from the stu-
dent's promissory note prior to the
student becoming delinquent In his pay-
ments an prior,to the time any Porta,
(other than the lender) has relied upon
the endorsement, the Commissioner will
not deem the loan to have been void ab
Mine Rather, the Commissioner will
view the defect u having been harmless
up to the time of its deletion and will

. ratify the insurability of the loan,
2". Transfers and asignments of FISI.P

notes. The statute (20 U.S.C. 1079(d))
and the regulations.(45 CPR 171.49) pro-
vide for the transfer and assignment of
FISLP notes, even though such notes are
not negotiable instruments. However, in
order to provide the student and the sub-
sequent bolder of the not* with as much
Protection as possible, the regulations re-
quire that notice of such transfer or as-
signment be given to the student, and to
the Office of Education, if the rights or
responsibilities regarding any laYments
on such loan are affected by the transfer
or assignment. (See 45 CFR 177.411(b).) ti

-71u-ProPosecritmenclinersta set forth In
thlallotict attempt to clarify what state-
ments must be included In such notices
of transfer and to establish the legal'
consequences, si they relate to default
elision, of a failure to comply with the
notice requirement.

It should be noted that the regulation
does not necessarily require the assignee
of the loan to mend the notice to,the stu-
dent: rather It would permit the nonce
to he sent by either the assignor or the
assignee, However. If the assignee reties
on the assignor to send the notice, the as-
signee would bear the risk that such
notice was not sent. Thus, if properhotIce
has not been given to the student bor-
rower, and the student has made pay-
ments to the assignor of the note which
have not been passed on to the assignee
or otherwise taken into consideration in
computing the amount of the unpaid bal-
ance submitted on default claim, the
Commissioner would deduct the amount
of such payments from the amount .of
the default claim which he would pay to
the Legatee.

Another specific situation concerning
the transfer of FD3L notes that Is covered
by the pronoun amendment occurs
when the' lender has obtained from Use
student borrower a written statement au-
thorising the 'educational institution to
MS use refunds which become duo to
the student directly to the lender. This
issue in discussed in. detail below, under
the next beading.

3. Truirmerst of unpaid refunds. This
Uwe arises most often in case, in whieji
the original lender was an educational
thstitution, although It can Ulu in cues
where non - school lender has obtained
an authorisation to have the refund paid
directly to It, rather than to the student.

INDIRA Matte VOL 40, NO. 511TU5SOar, MARCH SS, IsrS'
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° The purposes of the program, Deltic-
'Marls the Interests of the students and
the Federal Oovernmont appear to be
best served in such circuit:stances If the
lenders are required to assume resPonsi-

.
Witte' or bear risks beyond those of

' other non- school lenders.
Section 177.52(c) of 1130 proposed

amendments would define certain rein-
tiosehips between lender and a school
which would result in the loans made by
the.lender being treated of if they were
made by a school and transferred to the
lender. Thus ender with such relation-

pe. unlike other non-school lender,
would bear the risk that refund had be-
come due Prior to the disbursement of the

gas loan, would bear the risk that payments
CP had been made to the school by the stu-

dent in the Marna of adequate informs-
lion about his repayment responsibili-
ties, would have to make a diligent effort
to collect an unpaid refund from the
school, sad would beareome risirin -tha
case tlacinstitution terminated its teach-
ing activities prior to the conclude* of
the academic period for which a IOUs
was made.

The relationships giving rise to roC11
additional neponsibilltles would br II
shool owning a majority of the voting
stock of thelender: (ii) the lender har-
ing common ownership or management
with one or more Institutions and a ma-
leried of the loans made under the PIM
From= by the lender are to the students
at such institution; and (ill) the lender
bee delegated to a school substantially
all of the loan-making functions and re-
IPOnsibillties which a non-school lender
would ordinarily exercise.

Sulxiinsion MD of this 'provision Is
not to be construed as authorizing or
encouraging lenders to adopt the prac-
tice of delegating a lender', normal re-
sponsibilities to en educational institu-
Mon. Rather, such a practice is discour-
aged and its use edfild raise serious
questions regarding the lender's exercise
of the requisite Cars and diligence in
making loans. This provision Is merely
intended to establish that any lender
which engage. in such a practice will be
held to assume additional r sks.

Public comment. All Interested parties
are invited to submit written comments.
suggestions or objections regarding these
proposed amendments to the regulations
to the Associate Commissioner, Mice of
Guaranteed Student Loans, Room 4051,
Regional OBas Building #3. Seventh
and 13 Streets, SW.. Washington,, D.C.
20203. All relevant material received on
or before April 24, 1975, will he consid-
ered. (Such response to this notice will
he available for public inspection on
Mondays through Fridays between 8:30
am. and 4:30
(Catalog ot godaiel Donestie Asahastua leo.
mew Guarantied Student Loan Protein:0

Dated: March 3. 1975.
T. H. Best,

U.S. Commistioner of tduccition,
Approved: March 19, 1975,

Curia W. Warameass,
Secretary, of ILealth, 'ducal."

mkt Welfare.
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Part 177 of Tide 45 of the Code of
Federal Regulations is amended as
follows:

177,42 tAineadedl
I.pition 177.42 is amanciedby delet-

ing graph (d) and gl redesignating
Paragraph tel as parikiliprz4M

2. Section 177.44 is amended by
noting the undeslgnated Pargralin
Paragraph (a) and by adding new
Paragraph (b) to read as follows: -

1 177,41 Visibility for Insured loans;
1

(b) In making a loan under this part.
lender which is not an institution of

higher education or a vocational school,
acting in good faith and In the absence
of Information to the contrary. may
rely upon the certifications provided by
an institution and upon the assurances
and other information provided by
student pursuant to paragraph (a) of
this section: lender which, by transfer
or assignment pursuant to 177.49 of
this part, obtains possession of loan
which has been made by an educational
institution may, acting in good faith and
in the absence of, information 'to the
contrary, rely upon the assurances and
information. provided by a student .to
such institution pursuant to Prainaph
(a) of this section, but such transferee
or assignee shall not die entitled to rely
upon the certifications provided by an
educational Institution pursuant to
paragraph (a) of this section in the
nuking of the loan. In making a loan
under this part, lender which Ls not an
educational Institution, but for which
the conditions set forth in paragraph (c)
of 1177,53 exist, acting In good faith and
in the absence of information to the con-
trary, may rely upon the assurances and
information provided by student pur-
suant to paragraph (a) of this section,
but shall not be entitled to rely upon the
certifications of the educational institu-
tion provided thereunder,

3. Paragraph 177.49(b) is. revised, to
read as follows:
§ 177.49 Treader of housed los

4. Anew f 177.52 is added, to read ae
follows:
§ 177.52 Determinstiou of amount of

has on default dabs..
The amount of lose to be paid on claims

filed pursuant to 1 177.18. for loanLfor
which the application for insurance in-
mitment was received by the U.S. Glace
of Education prior to July 1, 1972 or
between August 19.1972 and February 28,
1973 (or, with respect to claims Liked

the borrower's death or total and
Af*.Dapermanent disability, for loans made

prior to December 15, 1964), shall be
equal to the unpaid balance of the prin-
cipal amount of such loan other than
any interest or any other charges which
may have been added to, and become
part of, the principal amount of the loan.
For loans for which such applications
were received between July liand August
le. 1972 or after February 28, 1973 (and.
with respect to claims based on the bor-
rower's death or total and permanent
disability, for loans made on or after
December 15. 1958). the amount of the
loss to be paid on claims filed pursuant ,

to 9177.40 shall be equal to the unpaid 4\
balance of the principal and interest, In N..

determining what amount of such bal-
ance is unpaid, the Commissioner shall
take cognisance of legal defects affect-
ing the initial validity or insurability of
the loan which arias under the Aet, the
regidations set forth in this part, or ap-
plicable State law. SUbject to the provi-
sicau of 1 177.44 (b) of this part. the Com-
missioner shall deduct from- the claim
any amounts included therein which are
attributable to legal defects deriving from
fraud, forgery or intentional misrepre-
sentations on the part of the borrower.
the educational institution oaths lender

(b) The Commiasloner be noti-
fied of any assignment of ndte insured
under this subpart If the right to receive
interest payments has also been assigned.
The borrower shall be notified of the
assignment of any note insured under
this subpart If the assignment results
In his betas required to make installment
torments or direct other matters con-
nected with the loan to another Party.
Such notice to the borrower shall con-
tain a clear statement of all of. the bor-
rower's rights and obligations, both as
to the assignor and the assignee, Includ-
ing a statement regarding the conse-
quences of 'any payments made to the
assignor, or any prior holder of the losn,
subsequent to receipt of the notice and
if applicable, the effect of the assign-
ment on any authorization previously
signed by the borrower wIthrespect to
Payment of refunds due under 17753

of this part.

or deriving from noorOmPliaiww with
the statutory conditions and elements
set forth in sections 425 and 427 of the
Act. In determining whether deductions
should be made which are attributable
to other defects, the ComMissioner shall
consider whether there is any evidence
of an intention to mislead or defraud
end whether the lender, in making the
loan, failed to exercise tare and dili-
gence commensurate with prudent busi-
ness practices, In addition, the Commis-
sioner will determine the amount of the
unpaid balance In accordance with tie
following rules:

(a) Loans mode by lenders which are
not educational institutions. If the loan
for which a claim has been tiled was
orisinally made by on eligible lender
which was not an institution of higher

-education or a vocational school, the un-
paid balance shall be the amount of the
loan, minus any payments which have
been Properly made to the holder of the
loan by the borrower or on the borrow-
er's behalf. If, however, the lender has
obtained the borrower's authorisation to
have the educational institution In which '
the borr;:wer is enrolled Per directly to
the lender any refund from the lostiht-
don to which the borrower becomes- en-
titled, the lender must make a- diligent
effort to collect such refund prior to fil-
ing the claim: If the lender falls to make
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such efforts, the C,e,-,ioner will dr.-
duct from the claim any amount included
therein which Is attributable to such re-
fund-If the claim has been filed by an
eligible lender which did not( make the
loan, but has obtained It by transfer or
aludgament. the transferee or assignee
shall not be entitled to any payment
under this section greater than that to
which the transferor or assignor would
be entitled under this section. In par-
ticular. the Commissioner shall deduct
from the claim any amounts included
therein which are attributable to pal-
meat; made by the borrower to a prior
holder of the loan Prfor to, or in the
absence of, proper notice of the hams-
ter 4.: :-....alahMent to the borrower in ac-
cordance with 177.49(b) of this part.
If the loan for which a claim has been
flied was made by an eligible lender
which is not an educational institution,
but for which the conditions set forth
in paragraph (c) of this section exist, the
Commissioner will determine the amount
of the loss on such claim in accordance
with the rules set forth In paragraph
(b) (2) of this section.

(b) Loans made by educational Mai-
tutimu. (1) If the loan for which a claim
hag been filed was Odell& UT mad* by
an eligible Institution of higher educa-
tion or vocational school. and the claim
her been filed by such lender. the Cora-
miesioner shall deduct from the claim
any amount" Included therein which are
attributable to either (I) a refund which
the ipstitution is obligated to make pur-
suant to I 177.63 of this part; or (It)
any portion of the Proems.) of study
Which the student was 'unable to com-
plete du* to the ,institutions' termina-
tion of it" teaching activities during the
Period of time for which the student
obtained a loan under this part. If the
situation described in paragraph (b) (1)
(II) of this section arises, the lender
shall not make any effort to collect on
the loan from the student, shall not hold
the loan during the grace period Pro-
vided for in 1 177.46(d) of this part.
and shall PmPtly Ale a claim pursuant
to 1 177.411/The Commissioner shall re-
imburse the lender in an amount which
bears the same ratio to the total amount
of the loan as the amount of the educa-
tional services which the student re-
ceived before the Institution terminated
its teaching activities bears to the total
services which he would have received.

94
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during the period for which the loan
was obtained, had the Inititution not
terminated it"' teaching activities. The
Commissioner will then determine
whether, after the loses period has ex-
pired, the student Is obligated to make
any repayments on the lotn and, if so.
in what amount.

(2) If the loan for which a claim has
been flied was originally made by an
eligible institution of higher education
or vocational school, but the claim has
been filed by another eligible lender
which obtained the note by transfer or
assignment, -the Commissioner shall de-
duct from the claim any' amounts in-
cluded therein which are attributable to
(i) a refund which the Institution be-
came obligated to make, pursuant to
1 177.63 of this part, prior to the trans-
fer or assignment; m (ID any payments
made to the institution (or any other
prior holder of the loan) which the
lender filing the claim authorized to be
made or knowingly permitted to be
made, or which were made prior to or
In the absence of a proper notice of the
transfer or assignment having been sent
to the student in accordance with 1 177. -
'49(b) of this part: or (111) any Portion
of ple Program of study which the stu-
dent was unable to complete due to the
Institution's termination Ld its teaching
activities during the period of time for
which the student obtained a loan under
this part. "-he Commissioner will not de-
duct from the claim an amount which
would be attributable to a refund which
the institution became obligated to make
after the date of the transfer or &satin-
meat. If the lender, prior to Ming the
claim, has made a diligent effort to ob-
tain an assienrnzat Loin the student of
the right to receive such refund and, if
the lender received such assignment
from the student, haS made s diligent
effort to collect such refund frpm the in-
stitution. U, however, the student, Prior
to trie transfer or assignment of the loan
by the institution, had signed an au-
thorisation for the bistittition to Engle
the refund to the unpaid balance of the
loan, the transferrer' or assignee will be
held responsible for obtaining an assign-
ment of such authorisation and for
making a diligent effort, Prior to Ming
claim, to collect such refund from the
Institution; if the lender fails .to make
such effort, the Commissioner will de-
'duct from the claim any amount in-

eluded therein which is attributable to a
refund which the institution is obligated
to make. If a lender holding a loan that
was made by an educational institution
has knowledge that the institution has
terminated its teaching activities during
the period of time for which the student
obtained a loan under this part, the,
lender shall not make any effort to col-
lect On the loan from the student, shall
not hold the loan during the grace period
provided for in 1177.46(d) of this part,
and shall promptly file a claim pursuant
tat 177.41; the lender will be reimbursed
an amount which beara the same ratio
to the total amount of the loan as the
amount of the educational services
which the student received before the
institution terminated its teaching ac-
tivities bears to the total serviced
which he would have received, during the
Period for which the loan was obtained.
had the institution not terminated Its
teaching activities. The Commissioner,
will then determine whether, after the
trace Period has expired, the student Ls
obligated to make any repayment on
the loan, and, if so, in what amount.

(c) Loans =de by lenders having spe-
cial relationships (Milk educational teen-
tutions. For purposes of this section, a
loan which has been mad. by a lender
which is not. an educational institution
shall be treated, in accordance with
ParagraPti(b) (2) of this section, as It it
were a loaf) made by an educational
inslitutionend transferred to the lender
on the date of the Initial disbursement
of the !pan. In any case in which the
lender: (1) has a majority of its voting
stock held by an educational institution;
or (II) has common ownership or man-
agement with one or more educational
institutions and more than 69 percent of
the loans made under this part by the
lender have been made to student' at
such institution; or (iii) has delegated
to an educational institution aubstan-

, tally all of the functions and responsi-
bilities normally Performed by a lender
prior to, making a loan, such an inter-

. viewing the applicant for the loan,
explaining the applicant's responsibilities
under the loan, obtaining completion al
necessary fords, obtaining necessary
documentation, and (subject to 1177.41
(b) of this part) verifying that the stu-
dent is eligible for the IMO.
(20 17.8.0. 1000, 1042(a) (1) )

(P% D24.71-760 Tiled 3-24-75;e:45 am)
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Mr. COOKE. As far as, a complete regulation; I would hope we
would have that in the very near future.

Senator PELL. Thank you very much.
The Senator from Vermont.
Senator STAFFORD. Thank you, Mr. Chairman.
I am sorry I arrived late for this part of the hearings, due to

other commitments I had to keep this morning.
Under the circumstances, I shall examine Mr. Bell's statement

very carefully, that is in the record,. but I have no questions.
Senator PELL. It is an excellent statement, too, with some very

good suggestions, each one of which will be cOnsidered very seriously
by the committee.

I would say, on the staff level, we might be able to 'work out
some of these problems I mentioned here.

Thank you very much, Commissioner Bell.
Mr. BELL. Thank you.
[The .'separed statement of Mr. Bell and other information sup-

plied f he record follows:]
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Mr. Chairman and Membere of the Subcommittee:

I am happy to appear before you today to discuss. the Administration's

legislative proposals "To amend the Higher Education'Act of 1965 to

decrease the amount of defults under the Guaranteed Student Loan Program,

to amend the Bankruptcy Act to limit the dischargeability in bankruptcy of

educatiOnal debts, and for other Purposes."

Before, discussing our new proposed legislation, let me bring you up to

date on certain matters. In September, I testified before this subcommittee

with the major emphasis on the default problem and the administrative

- actions which were being taken and those which were contemplated in the

future- We aleo provided you with statistical data on the federally

insured phase of the program, and emphasized that this should not be confused

with data relating to loans guaranteed by State and private nonprofit agencies.

And-finally, we indicated that reeolution of the operational difficultie's

incurred in the Guaranteed Student Loan PrOgram were dependent upon reliable

information, adequate resource:, and proper regulations.

In connection with regulation:sr-We should reFort several developments.

On October 17, we published in the Federal Register proposed regulations t

which, for the first time, set forth requirements and standards with,which

educational institutions would have to comply in order to participate in

the Guaranteed Student Loan Program. These same regulations also set forth

'detailed due process procedures for the limitation, Suspension or termination

of any postsecondary institution or federally insured lender which do not

comply with the regulations. Public hearings were held in Washington, DX.;

Chicago and San Francieco on the propoded regulations. As a result of\the

comments received, both at the hearings and in writing, numerous changes

were made and final regulations were published in the Federal Register
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on February 20. We are convinced that these new regulations will do much

to reduce the default problem by providing (1) that students receive better

information abotit schools and-colleges before enrolling, (2) that each

participating eduCational institution maintains a fair and equitable refund

policy and that refunds are paid on a timely basis, (3) that institutions
4

providing vocational, trade or career programs utilize appropriate

admissions criteria and provide students with relevant employment information,

(4)- that correspondence schools provide students with a schedule setting

fOrth what is required in submitting lessons, and al,o further clarify

when withdrawal occurs and repayment commences for'such students, and (5) that

each educational institution adopt certain procedures and maintain records

which will be subject,to inspection and audit by the Office of Education in

order to determine that an institution is protecting the interests-of

students and the Federal Goveriii.ei.t. The regulations also establish new

disbursement procedures, clarify some existing definitions and add other new

provisions which should improve the administration of the Program.

On February 24, we published a notice in the Federal Register providing

an interpretation as to the amount of loss that would be paid by the Federal

Government on claims'Originated by school lenders. The problem has several

major aspects, including 'unpaid refunds and the closing of an educational

institution. In the very near future, a proposed regulation will bc published

in the Federal Register setting forth detailed rules and procedures

regarding default claims. This regulation is now in the final clearance

stages.

3 9
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Thus far, we have described both the administrative and regulatory

steps taken to attack the default problem. But legislative changes are also

needed, and for the last several months we have been studying the problem in

order to determine those changed!to the enabling legislation that could further

reduce the default rate. We woad: like to clarify at this time the major

provisions of the Administration's proposal.

zJDefense of Infancy Undee present law, students may borrow under the

federally insured phase of the program without security or endorsement, even

though under applicable State law they may be minors. Upon completing their

education, some of,these students have disavowed their, debts on the grounds

that their loan was invalid due to their age at the time the note was executed.

Most State guarantee .....genciaa do not have this problem because their State

laws rule out the defense of infancy. While this is not a major problek,_,

it is a bothersome one. We propose in section 2 of the bill that theiederal .

program take a similar approach.

Minimum repayment period Present law requires lenders to provide borrowers

with a repayment period of not less than five years (and a maximum of ten years'

unless to do so would result in anntial payments of principal and interest of

S. less than $360, in which case, a shorter term is required.' Some students wish

to repay their loans in less than five years and, recognizing that more interest

is payable over the longer term, have refused to sign notes for the minimum

five year term. Section 3 of the proposed legislation would provide that the

student may waive the minimum five-year repayment period by requesting that

the note provide for repayment over a shorter term. This proVision would

5- 3 :33



30

Page 4

apply to both State and ?edam]. programs. At any time before total re-

payment, the borrower would be able to have the shortened period

extended to a total of five years. In order to\kevent any coercion by the

lender as a condition for giving a loan, such a waiver may only be requested

.after the student graduates or withdraws from school.
\\

Minimum payment for married borrowers.. Present law requires each

borrower to repay his loans at an annual rate of not less than $360

(principal and interest). If two students marry, both, having loans out-

standing, each is required to repay not less than $360 each year. In ,

some cases, this presents a hardship, especially if there are young

Children and ons,spouse is unable to work. It is proposed in section 4

of the bill that, in the case of a husband and wife, both of whom have

student loans outstanding, the combined_xinimum annual payment on those

loans would be the same as for a single person--$360 eyear, rather than

$720 a year. This provision would apply to both the State and Federal '

programs.

Encourage lenders to make multiple disbursements. Many defaults are

caused by student dropouts. Hecauie most lenders disburse the loan in a

single installment before the academic year begins (to reduce administrative

' costs), the student dropout has the entire loan to repay, even though he did

not complete the academic period for which the loan was obtained. However,

if we could encourage lenders to make multiple disbursements, only a portion

of the loan would be disbursed to students who drop out early in the academic

ft
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R. year, thus7substantially reducing the amount of claiMs paid by the government

if such students default. For example, if the $1,500 loan were disbursed

in 3 equal installments over the academic year, only $500 would have been

disbursed to a student who withdrew in the first quarter of a 3 quarter

academic year. If this student, subsequently defaulted, the principal amount

of the claim would be $500 rather than $1,500 as is now usually the case.

Section 5 cf the bill would authorize certain lenders under both State

and Federal programs to receive interest subsidy, ,payments on the entire

amount of tbe loan to a'student for a given academic year, even though the

t

lender disburses such loan in installments over the course of that year.

By providing the interest subsidy on the entire loan, lenders would be

.encouraged to make multiple disbursements. Any lender desiring to receive

such interest payments on the basis of multiple disbursements would be

reqUired to obtain approval from the Commissioner. It should be noted that

the cost to the Federal Government would be the same as though the lender

had made a single disbursement as almost all now do. We also propose that

this provision bs limited only to commercial lenders, as school and State

agency lenders are not in the loan business to make a profit on the interest

yield on student loan paper, and they would: be required by our-regulations

published on February 20 to make such multiple disbursements. Ekteause the

result would be to'increase commercial lender yield, such lenders shquld be

more williag.to make multiple disbursements.
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Require educational institutions to provide student address and enrollment data.

One of the problems in trying to determine student status or latest

address is that certain State laws prohibit the achnols frnm_ralaasina this

data without the written consent of'thestudent. In may cases,,,defaults

could be prevented or recoveries mane on defaulted loans if schools were

required to provide this information. Section 6 of the bill would require

each eligible institution to establish policies and procedures to provide

the latest known address and enrollment status of a student borrower to

the Commissioner, a State or nonprofit private guaiantee agency which has

insured the loan, or the lender.

Ineligibility of defaulting student for further student assistance. There are.

students, who, after defaulting on a guaranteed student loan, return at a

later date to another.or the same educational institution:Some of these

students attempt to borrow again under the Guaranteed, Student Loan Program

and, although there is no data available, could very well apply for and

receive a Basic Educational Opportunity Grant,' As a general rule, we do

not believe that suqh students should be eligible for further financial

assistance under these programs until they have taken care of their loan

obligation. Section 7 of the bill provides that any student who defaults

on a guaranteed student loan would thereafter be ineligible to receive a

Basic Grant or another guaranteed student loan unless he subsequently repaid

the loan in full or made satisfact6i.v arrangements for repayment. The

Commissioner is required under this provision to,give the student an op- /

portunity to, show cause why such a determination should not be made and_the

3G
O
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Commissioner may decline to make such a determinaion if he finds that the

circumstances leading to the prior default of the student were beyond his

control. This provision applies both to the Federal and State programs.

Exclude proprietary schools as eligible lenders. In our assessment

of the default problem, it has become clear tilt certain types of lenders

have contributed to the problem in a manner that is disproportionate to

their volume of loans as compared with other categories of lending insti-

tutions. Commercial banks have the best record; educational institutions

who are lenders, the worat.t The high default and delinquency rates of school

and college lenders have been under review for the last, few years, and major.

efforts have been under way to screen their initial, participation and provide

for an annual review of their lending activities. While this has helped to

some extent, problems still persist. For example, we. have examined carefully

the data derived from our annual "call'report" which all lenders are rewired

-to submit. This report provides inforiation on loans outstanding, loans in

repayment status, and delinquency data on loans in repayment. Delinquency

rates are calculated on all loans that are 30 days or more delinquent.

At the end of FY 1973, the national delinquency rate, for all lenders, ,-.,

was 11.73 percent. This applies to both the Federal and the State programs.

By the kind of FY 1974, this had risen to 13.1 percent, based on preliminary

reports out of our system. As a result of our efforts to more closely

monitor educational lenders, the delinquencyarate for college and university

lenders declined from 36.3 percent at the end of FY 73 to 30.8 percent at .

3 "/
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the end of FY 74. However, with proprietary school lenders, where most of

our major efforts were directed,,their delinquency rate increased from

38.5 percent at tho end of FY 73 to 480 percent at the end of FY 74. This

figure requires clarification because the call report indicates only loans

currently held by the school lender. Many of the proprietary schools have

been able to sell their paper to other lenders. We suspect that, if the

data were available, the delinquency rate of proprietary school lender's

originated paper would be even worse. Because there has been so much

movement of proprietary school originated paper, we are unable to have

gooddata on either:delinquency or default rates.

We are now convinced that the best solution would be to amend the

statutory definition of "eligible lender" to exclude proprietary institutions

from that term. Section 8 would make such amendment. We must emphasize

that we/are in no way suggesting that proprietary school students be excluded

from being able to borrow under the program. We feel that prudent administra-

\

tion of the Guaranteed Student Loan Program shoUld recommend that such schools

not be permitted to take part as lending institutions. Thus, we would propose

that such institutions bepermitted to continue to be lenders until June 30,

1978, With respect to those students to whom they have already made loans 'and J

who need additional loans to continue or complete their educational programs.

Dischargeability in bankruptcy of educational loans. There has been a growth

in student loan bankruptcies from 1,342 totalling $1.6 million in FY 1972

to 2,914 totalling $3.8 million in FY 1974. There has been much criticism

38
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in the press over the number of students who borrow under the Guaranteed

Student Loan Program and then fail to honor their obligation to repay by

taking personal bankruptcy. While as a percentage of total loans or

total defaults, bankruptcies area relatively small part of the problem,

in absoluta'nuMbers. the growth hris been significant. A Congressionally

appointed commission considering changes to the bankruptcy laws has recommended

to the Congress that education loans be exempt from bankruptcy during the

.in-school period plus the first five years of repayment.1 As it may be a

long time before the bankruptcy laws are revised, we are proposing a separate

amendment to accomplish this purpose. Section 9 of the bill would amend

section 17 of the Bankruptcy Act to provide that educational debts would be

exempt during the in- school period and the-first five years of repayment.

Enactment of this provision will have an immediate effect on reducing the

number of bankruptcies in the student loan program. While some students

may still default on their loans, such losses may still be recoverable,

whereas presently they are not, if the student's debt has been.disCharged

in bankruptcy.

Mr. Chairman, that completes our summary of this legislative proposal.

We shall be pleased to answer any questions.
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Honorable Nelson A. Rockefeller
President'of the Senate
Washing,-en, 0. C. '20510

Dear Mr. President:

Enclosed for the consideration of the Congress is a draft
bill, "To amend the Higher Education Act of 1965 to
decrease the amount of dafaultsunder the guaranteed tudent
loah program, to amend the Bankruptcy Act to limit the
dischargeability in 13nkruptcy of educational debts, and
,for other purpose's."

The purpose of the -enclosed draft bill is to amend the
guaranteed student loan program under title IV of the -

Higher Education Act in a number of ways that would; in
our opinion, reduce the default rate under that program.
As you are aware, the number of defaults has been growing
at an alarming rate over the last few years.

The most important of our proposals are (1) an incentive
offered to lenders to encourage the multiple disbursement
of loans over the course of a school year, (2) a provision
to eliminate proprietary schools as eligible lenders, and
(3) an amendment to the Bankruptcy Act to make student
loans nondischargeable in banliruptcy during the five-year
period after the first installment thereon becomes due.
The draft bill also contains a proposal to make any student
who defaults on a guaranteed student loan ineligible to
receive e basic educational opportunity grant or any further
guaranteed loans unleL,tJ the loan is repaid or other special
circumstances' exist.

We realize that programs euthorizeAuL0er the Higher Education
Act will be considered for extension during this CongreSs.
We feel, however, that the growing default rate is a matter
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Honorable Nelson A. Rockefeller 2

of such urgency that separate and early consideration of
these and any other proposals designed to reduce that rate
is essential.

We therefore urge the prompt and favorable consideration of
this draft bill. A section-by-section summary,of the draft
bill is enclosed for iour convenience.

We are advised by the Office of'Management and Budget that
enactment of this draft bill would be in accord with the
program of the President.

Enclosures

Sincerely,

AcIA333secretary

4
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Summary of the Student, Loan Amendments of 1975

Section 2 of the draft bill would amend section 427(b)

of'the Higher Education Act of 1965 by adding a new subsection

providing that the defense of infancy would not be available

with respect to Federally insured student loann.

Section 3 would provide that in both the State and

Federal student loan insurance programs, the student may waive

the minimum fiveyear repayment period by requesting that

the note provide for repayment over a shorter period. At

any time before total repayment, the borrower would be able

to have the shortened period of repayment extended to a

total of five years.

Section 4 would provide that in the case of a husband

and wife, both of whom have student loans outstanding, the

combined minimum annual payment on those loans would be

the same as for a single person--$360 per year, rathei than

$720 per year. This provision would apply to both the

State and Federal student loan insurance programs.

Section 5 would authorize certain lenders to receive

interest subsidy payments on the entire amount of a loan to a

student for agiven academic vear, even though the lender

disburses such loan in icistallments over the course of
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that year. By providing the interest subsidy on the entire

loan, lenders would be encouraged to make multiple disbursements.

In the event that the student left school before the end

of the academic year and before all of the loan had been

disbursed, the amount of any potential default would thereby

be reduced. Any lender desiring to receive such interest

payments on the basis of multiple disbursements would

be required to approved by the Comissioner.

Section 6 would require each eligible institution to

establish policies and procedures to provide the latest

known address and enrollment status of a student borrower

to the Commissioner, a State or nonprofit private institution

or organization which has insured his loan, or the lender.

Section 7 would provide that any student who defaults

on a guaranteed student loan would thereafter be ineligible

to receive a basic grant or another guaranteed student

loan unless he subsequently
repaid the loan in full or

made satisfactory
arrangements for repayment.
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Section 8 of the bill would modify the definition of

"eligible lender" to exclude proprietary institutions from

that term. However, such institutions could continue to

be lenders until June 30, 1978, with respeOt to those

students to whom they have already made loans and Who

need additional loans to continue or complete their

educational program.

I
Section 9 of the draft bill would anend section 17

of the Bankruptcy Act to provide that Educational debts

would be exempt from discharge in bankruptcy during the

in-school period and the first fivfi years of repayment.
I
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A BILL

To amend the Higher Education Act of 1965 to decrease the

amount of defaults under the guaranteed student loan

program, tol amend the Bankruptcy Act to limit the

dischargeability in bankruptcy of educational debts,

and for other purposes.

Be it enacted by the Senate and House of Representative.

of the United States of America in Congress assembled, That

this Act may be cited as the "Student Loan Amendments of

1975".

ELIMINATION OF THE DEFENSE OF
INFANCY WITH RESPECT

TO FEDERALLY INSURED STUDENT LOANS

Sec.. 2. (a) Section 427(a)(2)(A) of the Higher Education

Act of 1965 is amended by striking out, except that

if the borrower is a minor and such note or other

written agreement executed by him would not, under the

applicable law, create a binding obligation, endorsement

may be required,".

(b) Section 427 of such Act of 1965 is further

amended by adding at the end thereof 1e following new

subsection:

"(d) No borrowef Who is otherwise el gible for a loan

insured by the commissioner under this \part Sik.a.11 be under

legal disability, by reason of minority, to execute 's note
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or other written agreement for that purpose, and no such

note or other written agreement may be disavowed because

of the minority of such borrower.".

MINIMUM REPAYMENT PERIOD

Sec. 3. Ca) ti) Section 427(a)(2)(B) of such Act is

amended by inserting "or unless the student, during the

9- to 1?-month peribd preceding the start of the repayment

period, specifically requests that repayment be made over

a shorter period" immediately following "repaid" in the

second parenthetical.

(2) Such section is further amended by striking cut

"and" after clause ;ii) and by inserting after clause (iii)

"and (iv) that in the event a student has requested and

obtained a repayment period of less than five years, he

may at any time prior to the total repayment of the loan

have the repayment period extended so that the total repayment

s4

period is not less than five years,".

(b) (1) Section 428(b)(1).(D) of such Act is amended by

inserting "iunless the student, during the 9- to 12-month.

A

A
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period preceding the start of the repayment period,

specifically requests that repayment be made over a shorter

period)" immediately following "not less than five years".

(2) luch section is further amended by inserting

"(i)" after "except that and by inserting before the

semicolon ", and (ii) if a student has requested and

obtained a repayment period of less than five years, he

may at any time prior to the total repayment of the loan

have the repayment period extended so that the total

repayment period is not less than fiVe years.".

MINIMUM ANNUAL PAYMENT FOR MARRIED coung3

Sec. 4. (a) Section 427(c) of such Act is amel.:qed

by inserting immediately before the period at the end

thereof a comma and "except that in the case of a husband

and wife, both of whom have such loans,. outstanding, the

totalrof the combined payments for such a couple during

any year shall not be less than $360 or the balance of all

such loans, whichever is less".

(b) Section 428(b) (1)(K) of such Act is amended by

inserting immediately befdre the semicolon ' except that

4
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in the case of a husband. and wife,-both of whom have such

loans outstanding, the total of the combined payments for

Such a couple during any year shall not be less than $360

or the balance of all such loans, whichever is less".

INTEREST SUBSIDY ON MULTIPLE DISBURSEMENTS

Sec. 5. '(a) The first sentence of section 426(a),(3)

of such Act is amended to read as .follows:

"(3)(k) Except as provided in subparagraph (C) of this

paragraph, the portion ofthe interest on a loan which a

student is entitled to have paid on his behalf and for his

account to the holder of the luan pursuant to paragraph (1)

of this subsection shall be equal to the total amount of

the interest on th unpaid principal amount of the loan

which accrues pri r to the beginning of, the repayment period

of the loan, or w ich accrues during a period in which

principal need n t bel paid (whether or not such principal

is in fact paid) by reason of a provision described in

section 427 (a) (2) (C) or section 428Zb)(1)(L); but except

as provided in subparagraph (C) of this paragraph, such

portion of, the interest on a loan shall not exceed, for any,
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period, the a1rount of the interest on that loan which is

payable by the tudent after taking into consideration the

amount of any interest on that loan which the student is

entitled to have paid on his behalf for that period under

any State or private loan insurance program.".

(b) Section 428(.4(3) of such Act is amended by adding

the following new subparagraph at the end thereof:

"(C)(i) In the case of any eligible lender. (other than

an eligible institution or an agency or instrumentality

T

of a State), which is approved by the Commissioner pursuant

to division (ii) of this subparagraph for the purpose of

authorizing multiple disbursements and which enters into

a binding agreement with a student to make a loan (I) for

which the .Student is entitled to have aeportion of the

interest paid on his behalf under this section and (II) the

proceeds of which loan are to be paid to the student in

multiple disbursements over the period of enrollment for which

the loan is made, but not to exceed 12 months, the amount

of the interest payment which such lender may be paid

under this section shall be determined as if the entire

amount to be made available for that period of enrollment
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had been disbursed on the date on which the first i aliment

thereof was disbursed: Provided, That this subparagr oh

shall apply only in the case of loans paid ,n

in accordance with regulations Of the Commissioner, based

on the need of the student for the proceeds of such than

over the course of .the academic year.".

"(ii) The Commissioner may approve an eligible lender

for the purposes of this subparagraph if he determines--

"(I)'that such lender is making or will be making

a suostantial volume of loans on which an interest

subsidy is payable under this section, and

"(II) that such lender has sufficient experience

and administrative capability in processing such
4-

loans to enable the lender to make such multiple

disbursements in accordance with regulations issued

by the Commissioner under this subparagraph.
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AVAILABILITY OF STUDENT ADDRESS AND ENROLLMENT DATA

Sec. 6. Section 438(a) of such Act is, amended by

redesignating paragraph (3) as paragraph (4) and inserting

.the folloWing new paragraph after paragraph ;2):

"(3) the establishment by eachelagible'institution

of policies and procedures under which the latest known

address and enrollment status of a student who has received

a loan insured under this part or insured by a State or

nonprofit private institution or organization with which

the Commissioner has an agreement under section 428(b)

are made available, upon request, to the Commissioner, to

the State or nonprofit private institution or organization

which has insured such loan, to the lender who made

such loan, or to the holder of such loan;".
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INELIGIBILITY OF DEFAULTING STUDENT
FOR FURTHER STUDENT ASSISTANCE

Sec. 7. Section 430 of such Act is amended by

redesignating subsection (e) as subsection (f) an0 by

inserting after subsection '(d) the follouing ne subsection:

"(e) No student--

"(1) who has been determined by the Commissioner

to have defaulted on any student loan made or insured

by the Commissioner under this title or insured by

a State or nonprofit private institution or organization

;with which the Commissioner has an agreement under

section 428(b), and

"(2) who has not subsequent to such default repaid

the entire amount owed on such loan or made arrangements

satisfactory to the holder of such loan to resume payments

thereon

shall be eligible to receive (A) a subsequent lon insured by the

Commissioner under this title or insured by a State or nonprofit

private institution or organization with which the Commissioner

A
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has an agreement under section 428(b) or (B) a basic

educational opportunity grant under section 411 of thiscr.The

Commissioner shall not make any determination under

this subsection until he has given the student affected

by such determination notice and opportunity to show cause

why such determination should not be made. The Commissioner

may decline to make such a determination if.he finds that
\

the circumstances leading to the prior default of thg"ftt

student were beyond the control of such student,".

ELIMINATION OF PRO?RIETARY I::STITOTIDNS
AS ELIGIBLE LENDERS

Sec. 8. Section 435(g) of such Act is amended (1) by

inserting "which is a public or-other nonprofit institution"

immediately following "eligible institution', and (2) by

inserting at the end thereof the following new sentence:

"In the case of a student '1,,,ho, prior to June 30, 1975, has

received a loan insured or guaranteed under this'part from

an eligible institution other than a public. or nonprofit

institution, the term also includes such an institution to
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the extent that it makes a loan to such a student prior to

June 30, 1978, to enable him or her to continue or complete

his or her educational program.".

DISCHARGEABILITY IN BANF1RUPTCY
OF EDUCATIONAL LOAL\S

Sec. 9 Subdivision a. of section 17 of the

Bankruptcy Act (11 U.S.C. 35(a)) is amended by striking

out "or" following clause (7), by striking out the period

following clause (8) and inserting in lieu thereof a

semicolon and "or", and by addinget the end of the subdivision

the following new clause;

'(9) are .debt's arising but 1oansfor educational

purposes made or insured bY:the Federei government,

a State, or a nonprofit priVete itStitUtion or

.

organization with whichtheCOMmissioner of Education

has an agreement under section 428(b) of the Higher

Education Act of 1965, the first payment of any

installment of which was due on a date less than

five years prior to the date of the petition.".

(Pt
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Senator PELL. The next witnesses and a panel representing the
Consumer Bankers Association.

I hope they will discuss' the whole question of the guaranteed
student loan program, how they as bankers view it, and what they
think will happen to the program in light of the high default rate, the
10 percent limitation of income, and also the new regulations that are
proposed by HEW. Introduce yourselves, please.

STATEMENT OF ROBERT E. TOBEY, PRESIDENT, CONSUMER BANK-
ERS .ASSOCIATION AND FIRST VICE PRESIDENT OF THE
NATIONAL BANK OF DETROIT; JAMES L. SMITH, SENIOR VICE
PRESIDENT, SECURITY PACIFIC NATIONAL BANK, LOS ANGELES,
CALIF.; E. S. AMAZEEN, JR., VICE PRESIDENT,'FIRST NATIONAL

BANK OF BOSTON; AND REW TIDWELL, LEGISLATIVE REPRE-
SENTATIVE, CONSUMER BANKERS ASSOCIATION, A PANEL

Mr. TOBEY. My name is Robert Tobey. I am preSident of the Con-
sumer Bankers Association, st vice president of the National Bank
of Detroit.

To my left is Mr. James ith, senior vice piesident, Security
Pacific National Bank, Los ATI, Yes, Calif.. and to my right is E. S.
Amazeen, Jr., vice president, First National Bank of Boston, who is
(:hairman of our Legislative Committee; and to my far right is
Drew Tidewell, who is the staff representative of the Consumer
Bankers Association.

Senator PELL. If you would proceed.
Mr. TOBEY. We appreciate the opportunity, gentlemen, to visit

with you this morning and to discuss what we believe are important
aspects of the student loan program.

The Consumer Bankers Association's membership, represents com-
mercial banks holding in excess of 75 percent of the total outstand-
ing in student loans. The problems experienced by banks and other
lenders in the federally insured student loan programs are numerous.
The most significant problem is in the matter of defaults. Defaults
currently represent in excess of 20 percent of the total outstanding
loans in repayment in many major banks and delinquent student
loans have a similar ratio or higher. This compares to the national
average of 5.4 percent for unsecured revolving consumer credit at
December 31, 1974, as reported recently in a national survey.

The second most frequent complaint among participants in this
program is the very complex operating procedures required by the
present law and regulations. We are aware of the substantial in-
creases in staffing that is phomed by the Office of Education. How-
ever, the effective, implementation of these plans could be 2 to 3 years
from now. It is our contention that more immediate relief is neces-
sary to ,maintain the present participation level of bank lenders.
Most banks are involved today in measuring the profitability of all
loan programs, some banks have made 'definite._ plans for limiting
their investment in the program, and some banks have discontinued
the program entirely in recent weeks. A notable example is the Bank
of California with $28 million in outstandings, representing approx-

r
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imately one -sixth of the total outstandings in the State of California.
The amount of time required for processing the proposed changes is
cioino. to be simply too long for many participants. -More effective
and immediate relief is necessary.

It is our recommendation that any legislative effort attempt to :
One : Grant authority to regional offices to establish supervision

over loans fOr that area in order to provide a more immediate
response to problems; Two : Directly support individual state loan
programs;

Three: -Identify specific standards of qualification for .participat-
ing institutions; Four: Require participating schools to provide
necessary information needed by the Office of Education for pro-
ceeding loans;

Five : Recognize that student 'loans are a special type of credit not
comparable to other types of bank consumer loans.

This legislative effort should direct that regulations be timely and
clear so that 'student applicants may understand the eligibility,
income, and repayment requirements of the loan. Congressional
action is necessary if this very desirable support of postsecondary
education is to continue.

Since our notice of this hearing was short, we request the permis-
sion of the chairman to revise and extend our testimony in the
record within the next 14 days.

Senator PELL. Certainly. I would be appreciative too, if the bank-
ers in my own §tate, who are very much involved with these student
loan programs, could be involved in this supplemental statement.

Now, what is your reaction to the elimination of the defense of
infancy, do you think this is a good, a good idea, or a bad idea?

Mr. TOBEY. I think it is a necessary step. I listened carefully to
the testimony previously given; and I concur.

However, in our own operation, I will speak now not as president
of Consumer Bankers Association, but referring back to my banking
operation in Michigan, we attempt in every instance where it is
possible to secure the signature of one or more of the parents of the
students that are. minors, not only to lend credence to the legality of
the contract. This helps us to ge't the support of the parent if the
student defaults.

Senator PELL:that was not a requirement,
Mr. TOBEY. That is correct.
Senator PELL. Ts it your experience that in every State there is

one bank of last resort where a student can go and get a guaranteed
student loan if all else fails?

Mr. TOBEY. That is not true in Michigan. I would like to ask these
other gentlemen to perhaps comment on this area since they are
more "familiar with it. Mr. Smith?

Mr. Smrrtt. I, of course, am not certain of the situation in every
State. but I believe it is true that there is some source of funds if
the student will pursue it diligently. The .assistance of his school
financial aid officer can be very helpful in obtaining a loan.

Senator PELL. It was just said there was not such a case in
Michigan.

Mr. TdnEr. What I meant was that the banks in MichiRun have
stepped up to their responsibility. We have not really found it neces-
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sary at least not in our experiencewhere the students must search
for a source of last resort for borrowing for the purpose of educa-
tion.

Senator PELL. You do not require the family to have an account
there, or the boy- wear a necktie and have his hair brushed, et cetera?

Mr. TOBEY. .-STo. In our program, we operate through the United
Student Aid Fund. Our delinquency and our default rates are far
betterand why that is so I cannot answer at this poirit in time
but our experience has been far better than the average.

Senator PELL. I am struck by another factor. That is, small loans,
when they are given out by banks, to buy a car or refrigerator, or
something of that sort are hand1 td44lifferently from a guaranteed
student loan,

Why do some banks have .different persons assigned' to giving
those different loans, as a rule?. I think this is true in all banks.

Mr. AMAZEEX. Mr. Chairman, a couple of answers .,pop through
my mind here.

First of all, it is trifferent kind of credit. from the point of view
that we are not dealing with crediting in its traditional. sense. We
are talking to an 18- or 20-year-old individual who does not neces-
sarily have any past experience in the business

Senator PELL. .My question is, that a 20-year-old individual can
Come in and borrow money to buy a-car, and one person will handle
this loan. If he wants to borrow money for his education, then
another person will handle that loan. Why would that. be in most
banks?

Mr. AMAZEEN. In the case of where the individual wishes to
finance an automobile purchase, one would take a look at that request
like fliy other credit request, such as'if thLkeson is employed, and
so frth.

It requires a credit analysis that would not be required on a guar-
ante d student loan.

-

S nator PELL. That is right. I recognize' -that because you have got
Fed, rid guarantee backing you up, why would not the same person
ha dle both loans ?,

Ir. AmazEEN.--I think:in many cases this is done. I know, gener-
ally speaking,%wherever you have any branch banking, an individual
can walk into a branch and discuss an educational loan, as well as
any other type of loan.

Senator PELL. The. reason I ask this, is that my son is a banker,
and he only handles the noneducation loans. INasked him why he
does nRt handle the education loans, and he said'. is a completely
separate department.

I was wondering if this was true across the country.
Mr. AMAZEEN I cannot speak across the country, but 1'am quite

sure that for each case, such as the one you have just described, you
could find one such as I have just described.

Mr. Swrir. Mr. Chairman, if I might add to that answer a little
bit, in speaking for California, and I believe it is p\obably the same
elsewhere, 'this is such a highly specialized and ckmplex type of
transaction for the bank in that it is essentially not\ credit in the
traditional sense, such as an applicant for any other tyPe of install-
ment loan.
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This is essentially a credit operation in the bank that requires a
level of expertise that is distinctly different from that required of a
typical loan officer. It is not judged as banking credit would be, and
that is part of the reason for the differences in the 'default and
delinquency ratios which we compared in our testimony to the more
popular type of direct bank credit.

It is essentially a papermill in the bank. It requires a very, highly
labor intensive operation. We are just processing paper in that
department.

Senator PELL. In the 'guaranteed student" loan program?
Mr. SMITH. night.
Senator PELL. You heard the testimony of the officials of the Gov-

ernment. What were your reactions to their suggestions and their
proposals in. general. Do you take any particular exception to any
of their suggestions, or do you have any recommendations for this
subcommittee?

Mr. SMITH. Let me answer first. My own reaction is that I see the
bank 1 der being put in the position of policing this activity more
and.

I link in spite of the fact that banks are being paid a subsidy,

n
re. .

it is difficult for us since .we do not have the legislative or regulatory
power to enforce the policing of educational institutions.

I think it is unfair of the Office of Education to require banks to
absorb the loss of the refund for schools that have closed. We do not

---in-apositionTor -at leastwe-have not been in a position, of measur-
ing the school's quality or ability to continue in business, or to
deliver, the educational product. To transfer this responsibility to
the banks may indeed cause many banks to decide that Since this
program is already marginally profitable, or is operating at a loss,
or is done by that bank as part of its social responsibility, they will
not continue.

. Senator PELL. At the same time there is an incentive in the bill,
that you would have the use of the money for a longer period of
time, you get $1,500, a subsidy and special payment on the example,
tiled, and $500 is turned over to the student, and you have not paid
the, use on the total amount of that money until it is paid out. Would
that not be correct?

. Mr. SMITH. You are referring to partial disbursements?
Senator PELL. Correct.
Mr. SMITH. I am not as concerned about partial disbursements

because banks typically have mechanical processes to make partial
disbursements such as during the life of a construction project.

We file-a claim and under the proposed regulations, the Govern-
ment only pays a proportionate amount of the total claim. .

Senator PELL. But that is to encourage you to give it out in smal-
ler installments, that is the whole reason for it.

Mr, SMITH. Again that is transferring the policing activity back
to the lender, awn do not. think the lender will respond by accept-
ing that responsibility.

Senator PELL. It is not transferring. It is saying please do not
give $1.500 all at once to the student. Give it to them in $300 or $500
lots, and then you are absolutely covered.
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Mr. SMITH. I disagree that there is any absolute protection. If we
had it in three installments, it might lessen the loss, but suppose the
school went out of business the clay after we.made the second install-
ment?

Senator PELL. You would still have the $500.
Mr. SMITH. Still have the loss. They are loan losses to the banks

involved in this program, in addition to the operating expense.
Senator PELL. I always think it is a privilege for a bank to be

willing to lend money to somebody, 'otherwise you gO out of business.
But banks look on it as a Privilege for somebody to borrow from
the bank

Mr. SMITH. I hOpe that has been a more historical image than it
is now.

You must remember, however, that there is keen competition for
AvPilable funds for a bank to loan.

Senator PELL. I think that the Guaranteed .Student Loan Program
has done a great deal to change the image of the bankers, from the
time of J. P. Morgan and the midget, when the bankers did not
enjoy such a reputation in the community. Socially bankers have
always been of the highest order, but in general were thought of as
hardhearted persons.

I do not think that image remains. I think the Guaranteed Stu-
dent Loan Program has played a role in that image. Also, banks
have become more socially Conscious, and gotten more into public
service program.

Would there not be some way of working this out to encourage
banks to make partial payments, and at the same time maybe' the
regulations could be altered a certain amount to have a lower risk?

Obviously, if you are going to make any return at,all, particularly
with the guaranteed loan, there should be a little risk in it.

Mr. SmrriLl agree. I think it can be Worked out. I think that has
changed

Senator PELL. You cannot have any loan- without a risk at all?
Mr. SMITH. We acknowledge that.
Incidentally, there is a very low loyalty level of the stiident to the

bank after graduation as far as retaining that student as a perma-
nent bank customer.

Senator PELL. They do not tend to come back?
Mr. Stull. No. They tend to return to their home, and bank

where they live.
Mr. AMAZEEX. If I may, I would just like to add a word to Mr.

Smith's comments.
I think that Many of the proposals that we heard a few minutes

ago are very constructiVe ones.
Of course, the major one is the possible exclusion of the proprie-

tary schools. I am not sure what the impact of that is. It does strike
me separatinga move toward separatin the business. of lending from the
business of education, and maybe that would make some good sense
in the long run.

Senator PELL. Thank you.
Senator Staffort
Senator STAFFORD. Thank you, Mr. Chairman.

a..
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I have a question, Mr Tobey, in connection with page 2 of your
statement. You say that the amount of time required for processing
proposed changes is OW to be simply too long for many partici-
pants. More effective and immediate relief is necessary.

I wonder if you had any concrete suggestion you wanted to make
today on how this could be done, or if you intended to supply them
for the record when you revise and extend your remarks?

If you have them today, we would like to hear it.
Mr. TOBEY. Mr. Ainazeen, would you care to answer?
Mr. AMAZEEN. We would like to get much more specific in the

next couple of weeks, -but specifically we stand,ready as an industry
to provide assistance to the Office of Education as they are trying
to strengthen their regional efforts. We stand ready to try to supply
talent, or training, or whateVe it may be, and to have them actually
come into the- banks and deft e with us the possible problems that,
perhaps we as an industry ar not even aware of at this. paiticular
time; so we can highlight t problems and take specific actions.

Senator STAFFORD. In your discussion, Mr. Tobey, and discussion
of the. Administration Witnesses earlier, there were figures about
delinquency rates, default rates. and I am wondering if you have
any statistics as to how%-many students, or what percent of students
out of those who apply for a lean are turned down in the first
instance?

Mr. AMAZEEN. For student loan?
Senator STAFFORD. Yes, under the Guaranteed Student Loan Pro-

gram.
Mr. -ALMAZEEN. 1 doubt that very few are. I know we handle it on

a first-come, first-served basis, if they Ineet the qualifications of the
statute and regulations.

Senator STAFFORD. Let me ask it this way. Do you have many who
apply who do not meet the qualifications for a loan?

Mr. AMAZEEN. In our experience that number has been, declining
each year as more people come to understand what the qualifications
are. k .-

Senator STAFFORD. Without binding you to anything, would you
put any percent .figure on the number who might not qualify for
loans ; would it be 10 percent, or 20 percent?

Mr. SMITH. Senator, "I would say it is less than 10 percent, and
primarily affected by an individual participating bank's own rules.

Senator STAFFORD. I see.
Mr. ,SmiTH. If you were literally following the provision of the

law. everyone would be eligible.
Senator STAFFORD. Taking care of applications on a first-come,

first-served, basis, do you find that the available funds for guaran-
teed student loans have. been utilized before the total number of
students Who, want them have had a chance to apply?

Mr. AMAZEEN. Well, I am . not aware that that is happening. I
realize there was a downturn, in volume. I believe over the last fiscal
year, but I can answer by saying that. I do not know of a student,
at least in our area of the country, that has needed this type of
assistance and has not been able' to obtain it.

Mr. TOBEY. I was going to add, Senator, that I think you will find
that the normal cornmerciaT banking operation involvina student

t)
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loans is such that if they are to turn downward the amount of
volume that they feel that they are capable of handling, their first
concern is,t6 take care of previous customers. This is the second-
year student, third-year, fourth-year student that has previously
borrowed.

I do not know of any instance where that student has not been
able to have its further borrowing needs satisfied. The new student
coming into borrowing marketplace for the first time might have
some difficulty. But, again, he has undoubtedly, through his pareds
or himselt gained some relationShip with a commercial bank that
could take care of his needs,

Senator STAFFORD. I know, Mr. Tobey and your colleagues, there
are some congressional offices that. get a considerable volume of
inquiry from students who want loans in which they say they have
not been able to get them.

This is not necessarily true of my own State, but it is in some of
the States and some districts. And that is why I have asked these
questions.

You may find other Senators and Congressmen asking you these
questions directly since they have students who were not able to get
loans. And there have been newspaper accounts also indicating stu-
dents have not been able to obtain loans when they wanted them.

wSo we may want to pursue this question further from the con
mittee as well.

Thank you.
Senator PELL Thank you very much.

---enefina-Hetail--question.
Whitt Would be your view with -regard to the hiring or engage-

ment of private collection firms to recover these loans ?
Mr. TOBEY. Well, if I May comment on something. We are using

a service provided by the First National Bank of ''Minneapolis. It
has started to specialize, and this is probably 2 years ago, in the
handling of processing, collection, et cetera, of student loan port-
folios.

I think, at the present time, they have five or six major banks
across the country that they are providing a service forof course,
at a fee. And, very frankly, our experience has been excellent
because they are highly specialized.

As Mr. Smith has indicated, this is a very complex lending func-
tion from the beginning to the very end. And having specialized in
this, they are performing at a level of efficiency that we are not our-
selves capable of arriving at.

Senator PELT.. What percentage do they get of the amount col
lected as their fee ?

Mr. TOBEY. Our delinquency rate on our loans of repayment, last
month slightly under 5 percent

Senator PELT.. My question is : What percentage does First of
Minnesota receive when they collect for you?

Mr. TOBEY. I am sorry, sir. I do not recall the .exact figure. It is
the flat amount per loan per month, and it is a nominal amount.

Senator PILL. Would you submit that for the record ?
" Mr. TOBEY. I would be glad to.
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Mr. AMAZEEN. If I may add to that point.
I think in the area of specific collections, if the Office of Educa-

tion were going to attempt to do business with outside private
agencies, it would be a very constructive move.

They alluded this morning to a startup period, a time of training
and hiring of their own personnel.

iI think if we went out to private collection agencies, they would
go to someone with experience and begin to resolve the problem
now. And if the problem slackened in a couple years from new, they
could back up and not be stuck with a staff that they did not know
what to do with.

Senator PELL. Thank you very much.
At this point I order printed the" statement af Mr. Tobey, with

attachments and the statements of those who could not attend and
other pertinent material submitted for the record :

[The material referred to follows :]
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STATEMENT OF ROBERT E. TOBEY, PRESIDENT
THE CONSUMER BANKERS ASSOCIATION

BEFORE THE
SUBCOMMITTEE ON EDUCATION

SENATE LABOR AND PUBLIC WELFARE COMMITTEE
MARCH 5, 1975'

Good Morning, Gentlemen: My name is Robert.E. Tobey. I

am First Vice President of the National Bank of Detroit 4nd President

of The Consumer Bankers Association. I appreciate the opportunity to

visit with you this morning and to discuss what we believe are impor-

tant aspects of the Student Loan Program.

The Consumer BanXers Association's metubership:represents

commercial banks holding in excess of 75; of the total outstanding in'

student loans. The problems experienced by banks and other lenders

in the Federally insured student loan program Are numerous. The most

significant problem is in the matter of defaults. , Defaults currently

represent in excess of 20A of the total outstanding loans in repayment

in many major banks and delinquent student loans have a similar taLiu

nr higher, This compares to the national average of 5.4% for un-

secured revolving consumer credit at December 31, 1974, as reported

recently in a national survey.

The second most frequent complaint among participants in this

program is the very complex operating procedures required by the present

law and regulations. we are aware of 'the substantial increases in

staffing that is planned by the Office of Education. However, the

effective implementation of these plans could be two to three years

from now. It is our contention that more immediate relief is necessary
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to maintain the present participation level of bank lenders. Most

banks are involvel today in measuring the Piofitab'ilify of all loan

programs, some banks have made definite plans for limiting their in-

vestment in the program and some banks have discontinued the program

entirely in recent weeks. A notable example is The Bank of California

with $28 million in outstandings, representing approximately one-sixth

of the total outstandings in the state of California.' The amount of

time required for precessing the proposed changes is going to be

simply too long for many participants. More effective and immediate

relief is necjsary.

It is our recommendation that any legislative effort attempt

to 1. establish regional supervision for more immediate response and

to determine specific action necessary to resolve present problems;'or

2. directly support individual state loan 'programs; 3. identify specific

standards of qualification for participating institutions; 4. require

participating schools to provide necessary information needed by the

Office of Education for processing loans; 5. recognize that student

loans are a special type of credit not comparable to other types of

bank consumer loans.

This legiAlative effort should direct that regulations be

timely and clear so that student applicants may understand the

eligibility, income and repayment requirements of the loan. Con-

gressional action is necessary if this very desirable support of

post secondary education is to continue.
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Since our notice of this hearing was short, we request the

permission of the chairman to revise and extend our testimony in the

record within the next fourteen days.

57-316 0 - 75 -6

- 00 -
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An Additional Statement for
The Consumer Bankers Association
Regarding Student Loan Defaults

Mr. Chairmaq:

We appreciate your according our Association an oppor-
tunity to present additional comments regarding the student
loan'default problem. Before commenting generally on the
Administration's recommendations we would like to emphasize
that commercial banks will be willing to act as the primary
lenders for student loans. However, a realistic rate of
interest in light of today'4Thigh costs of funds and the
guarantee that the Federal'government will quickly process
our claims when defaults occur are essential. We feel
strongly that if these two reforms were enacted there would
be a significant increase in lender participation.

With regard to the general problem of defaults, we
feel strongly that the student loan program has been run
by the Office of Education in a manner which would encourage
the student to default. All of us are aware that if you
are delinquent on an installtnent loan to a bank or other
lender that action will be taken to encourage you to begin
payments. Most borrowers know that banks will either refer
the matter to a collection agency or use some other means.
If this does not work the creditor will take court action
or, if possible, repossess the collateral.

Students are aware that the Office of Education does
not have any type of effective collection mechanism and that
essentially when they default no realistic effort will be
made to collect.

Many lenders will candidly admit that their collection
operations do not yield large amounts of money. However,
the same lender will admit that without their collection
activities the psychological impact upon the borrower to
pay his debt in a timely fashion would be devastating. I

am afraid that this' psychological effOrt is not present in
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the student loan'prograM. Also, there is a possibility that
a properly run recovery operation could yield the government

a substantial return on its investment.

NoW. turning to the Administration's recommendations
we have a few points which we would like to make:

Recommendation for minimum payment for married borrowers

Under the proposed changes student borrowers who happen
' to marry each other would pe granted a combined/loan repay-

ment program. If each student had incitrred,a mA.Almum amount
of loans and the maximum repayment period were utilized, pay-.
ments would be in excess of $232 per month. If each stude t
had dissimilar loan amodtits, the effort to combine the r ay-

ment ir\ a single payment amount would necessitate proportioning
the payment to reduce each ldan in an appropriate aMount. We

are concerned as to the fate of, the combined loan if the stu-

dents who marry are later divorced. Perhaps an alternatfVe
solution would be .to Offer a 1oWer monthly payment on each
loan with an annual review to determine the necessity for the
reduced payment amount. This is an alternative permissib4e
at the present time with the approval of the Regional Direcf*or.

Multiple disbursements

Multiple disbursements places the lender more signifi-
cantly into a position of policing the entire program. if

multiple disbursements are to be included in the regulations
they should be on a "letter of credit" or "undisbursed loan"
basis. The mechanics could then involve a simple request
from the'student verified by the school to allow future
advances. Otherwise multiple disbursement presents a .costly
and time-consuming approach from the standpoint of the lender.

Requirement for Schools to provide student data

We endorse the requirement that educational institutions,
be required to cooperate in providing student address and
enrollment information.'

ci
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Proprietary schools as eligible lenders

The question of proprietary schools as eligible lenders
is a very difficult proposal. We agree that the majority of
proprietary schools that also act as eligible lenders have
created many problems. However to bar proprietary schools
without restricting all educational institutions may be
excessively discriminatory. The extreme delinquency ratio
cited for proprietary school students is not exclusive to
the portfolio generated by proprietary school lenders. I

believe the delinquency ratio for proprietary school students,
regardless of who the original lender was, is equally high.
Consideration should be given to barring any kind of special
arrangements or referral programs for proprietary schools if
they are to be eliminated from the program. The barring or
all- educational institutions would reinstate their proper
role as educators and let the lenders handle the making'qf
loans.

Collection activities

Any proposed regulations should identify the responsibility
of the Office of Education to develop more realistic and effec-
tive collection pr ctices than has been demonstrated to date.

Student loan bank tcies

The student loan bankruptcy issue may be merely symptom-
atic of the general permisSivenes-s-7of -this piugram: iWth-more --
explicit instructions to students better defined eligibility
requirements and stronger collection effort, perhaps we could
restore enough discipline in this program to avoid the ques-
tion of providing the U.S. Government with an additional priority.

Mr. Chairman: Over the next month The Consumer Banker6
Assbciation is going to send a questionnaire relative to the
federally guaranteed insurance on studelte loan programs to
all its member banks. From the,questionnaires, we should be
able to ascertain the feelings of consumer bankers throughout
this country as to how to make the program more workable and
viable.
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STUDENT LOAN SWIMS) AORROCUT

ACRE:WERT, Made as of the day of 1973,

between FIRST NATIONAL BASK OF MIRRIAPOL/S (herein called ',First') and RATIONAL

RAM OF DETROIT (herein called " Lender'!).

1. First has established a program and system for processing sad administering
American Medical Association Rducatian end Research Foumdetion guaranteed student

loans. First agrees to act as agent fan Lender is admdmisterimg much student loans
and First, in its discretion, mndertakes to service and will perform the !Snowing
functions and duties in connection theremitht

a. Transfer all loon information on existing loans into First's
earvicing system.

b. Process new loan applications for guarantee onmaitmont.

o. Prepare note for student's signature.

d. Prepare forms required by American Medical Association
Education and Research Foendatiaa tar reputing disburse-
ments, convertions, cancellations and pald loans.

e. Provide lender all necessary reports described in First's
Student Loan operating =nal to properly control its lee
portfolio.

f. Perform all audits and provide all reports as may be required
by American Sedisal Association Iducation and Research Foundatian.

g. Prepare annial neaten Ragout for hyment of Interest', due from
student.

b. Compute menassary informatisn for conversion of interim mote to

mast ctatas.

I. Rootlets nipsyment sehnhas with student prior to maturity of
interim loans.

Convert interim loans to moot status an First's Installsent
Loan System and furnish student with ashedulo of remount and
Gowen book.

Collect and record all monetary transactions and status changes
affecting swift student's loon.

Remit payments ressined inslnding all fees and charges due
Leader on a weekly basis.

Perform all ooliection procedures consistent with acooptable
collection practices.

6'5
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n. Bret r'e'run the right to allow apy payout note obligor
extensions, revisiona, or reconveraiona back to interim Status,
consistent with the regulations which nay be necessary for orderly
liquidation of .a loan.

o. Prepare and process death, total disability and default claims.
ti

p.. -ferform other functione set forth in First's Student Loan Operating
Manual previdod to Lender.

2. Lender hereby appoints First as its agent to administer those student loans
made by Lender as described in Paragraph 1, in accordance with ties above-listed
activities and Rules and Regulations of the American Medical Association Education
and Research Foundation and with full power to sign and act on Lender's behalf in all
transactions with said Foundation.

3. First shall have no responsibility for leas or damage suffered hy Lender
on any serviced loan, except as is directly attributable to First's negilgence, and
Lender swamies all respqmehility for correctness and completeness of all loan
related paper' turned ever to First.

t. First nay return to Lender at any time any loan related papers Which it
has been servicing, and Lender may demand return %Cagy Lean related papers upon
written notice delivered to First at least thirty (30) calendar days prior to the
end of any calendar quarter. Either party say teamahmate this agency agreement upon
written notice to the otber party delivered at least thirty (30) calendar dare prior
to the end of any calendar quarter. First shall then have the.respoosibility for
returning all loan related papers to Lender within a reasoaa?le time thereafter.

rusr NATIONAL BANK OF MINNEAPOLIS

BY

Title

NATIONAL BANN OF DETROIT

B

Title

7 0



6

. Jay 1973

First National Bank of Minneapolis
120 S. Sixth Street

4) Minnsapblia, Minnesota 55402

Gentlemen:

J-1 It is our waderetanding that the fee echedulea in oonnaction with the
Student Loan Servicing Agreement betweenyour bank and this bank
covering the procasaing and administering American Medical Association
Education and Beaearch Foundation guaranteed student loans will be as

follows,

FEE =DOLES

INTERIM (IM-SCIDOL) LOANS

$3.60 Per note acquisition coat on sainting
loans in portfolio

$3.00 Per note acquisition cost on new loans

.85 Per month per note servicing fee

PAM LOANS

When a student's interim notes reach maturity and are cal-
ve:led to a payout status the following schedule replaces the
above fee schedule. The fee applies to each student's Install-

mentLoan.

$1.46 Per Month per payout loan

There will be a $3.60 per loan acquisition fee on loans in
payout status at the time the befic subscribes to the service. $0

acquisition fee on future loans automatically converted from an
interim status to a payout status.

71
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First National Bank of Minneapolis Page 2 July 2$73

It is our further understanding that you agree that the foregoing
fee echedulna shall remain in effect unchanged for a minimum of
one year from tho date of the Agreement to which they relate.

Will you please indicate your confirmation of and agreement with
tho foregoing by signing and returning to us the encloeod copy
of this letter.

Very truly yours,

NATIONAL BANI OF DETROIT

By
Vice-President

BET:WWStsak

Confirmed and agreed to

this day of , 1973.

FIRST NATIONAL BANI OF MINNEAPOLIS

By

Title

7 2
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..____11111 'First

_. ow Minneapolis

Mr. Albert A. Maier
Manager, Student Loan Section
National Bank of Detroit
P. 0. Box 334A
Instaloan Division
Detroit, Michigan 48232

Dear Mr. Maier:

Stucirrit

4. .

December 6, 1974

Increasing costs and inflation are not strangers to anyone
these days. The Student Loan Servicing Center is no exception.
Personnel costs have risen sharply, as has paper, phones, com-
puter costs, and just about everything else, as an example;
postage, which is a necessarily large expenditure for us, with the
anticipated increase will have risen 62. 5% since we settled on our
initial fee schedule.

For the past four years we have been able to hold the line.
However, we have found that with costs spiraling we can no longer
service loans at 1971 prices and still maintain the high quality of
service that you have the right to expect. It is for this reason we
have no choice but to adjust our prices.

The attached fee schedule reflects these changes which will
occur in part January 1, 1975, with additional changes effective
May 1, 1975.

Please contact us if you have any questions.

Sincerely,

KNE/Imo

Enclosure

78

K. N. Erickson
Assistant Vice President



.0L',CE./7LY

3 :-="

70

STUDENT LOAN SERVICING CENTER

FEE SCHEDULE

Effective January 1, 1975 (February 1, 1975 - Billing)

New Loan Fee:

$2. 00 Per note acquisition cost on new lochs if
lender processes application through regional
office and prepares input document.

or

$2. 50 Per note acquisition cost on new loans if
Service Center prepares input document.

or

$3. 60 Per note acquisition cost if Service Center
processes the application and prepares input
document.

Monthly Servicing Fee: (Payout)

$1.79 Per student per month during Repayment
(payout) period.

Effective May 1, 1975 (June 1, 1975 -

Monthly Servicing,Fee:

,s $ .85 Per month per note during in-school period,

51. 20 Per month per note during gr.4ce period.



DATE:

TO:

FROM:

SUBJECT:

MEMORANDUM
October 2, 1973

PARTICIPATING BANK

STUDENT LOAN SERVICING CENTER

TRANSACTION CODES

DEBIT CODES

5507 - Reverse late charges originally received by bank or waived

5508 - Reverse paid late charges originally received by the Student
Loan Servicing Center

5509 Assess late charges

5513 Reverse payment originally received by Student Loan Servicing
Center

5514 - Reverse payment originally received by bank

5531 - Rebate L.tnk discount

5537 - Rebate g rnment inte-est

CREDIT CODES

7707 Cash received by bank to pay late charges

7708 Cash received by Student Loan Servicing Center to pay late
charges

7713 Payment made by student to the Student Loan Servicing Center

7716 - Advice of payment by bank to the Student Loan Servicing Center

3353 - Grant extension

3357 - Cancel extension

9909 - Request coupon book

7 5
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OBJECTIVES OF THE SERVICE

To provide lenders participating in a guaranteed student loan program
with a complete service for the administration of their student loan port-
folio and which will:

1. Relieve them of the costly bookkeeping, control
and other administrative responsibilities.

2. Prepare all necessary reports and maintain all
required records.

3. Assure the lender of compliance with all rules
and regulations.

4. Provide a uniform and more effective collection
and liquidation procedure.

5. Enable the lender to maintain maximum partici-
pation and to be in a better position to share in
the benefits of the Student Loan Marketing
Association when available.

37-31.6 O - 75 - 6
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FEATURES OF THE SERVICEInterim Loans 1-2

NEW AND EXISTING INTERIM LOANS
The service program is designed to accommodate the lending bank's
existing Interim Loan Portfolio and all new loan requests received.

BOTH USAF AND FISL
The service program allows a mixture of both USAF and FISL for a stu-
dent. Each note is treated individually for reporting, controlling, and
billing of Interest.

BILLING OF INTERIM INTEREST
The service will take complete control of the interest billing. Interim
interest is automatically calculated and maintained by an automated
system for each loan. Interest will be billed directly to student on those
loans which are ineligible for interest benefits and to the Government on
eligible loans.

BILLING OF PAYOUT INTEREST
Some loans qualify for interest benefits from the Government when the
loan is converted to a payout status. The service program will continue
to bill and maintain control of this interest for the life of the payout loan.

BALANCE.CONTROL AND BILLING OF "SPECIAL ALLOWANCE"
Servicing will include the control and reporting to Government the unpaid
principal balance on those loans which qualify for the Special Allowance
payment.

MONETARY AND STATUS TRANSACTIONS
The service will include the processing and control of all monetary
transactions and status changes received.

AUDITING.
The service will include the handling and auditing of the various reports
received from the Office of Education and the USAF Agency. Thruugh
an automated system the service will insure and maintain complete and
accurate records of all student loan transactions.

CONVERSION OF MATURING INTERIM LOANS TO PAYOUT
The Service Center will calculate the repayment options, negotiate a
repayment schedule with the student and automatically convert the
student's loans into a single Installment Loan on it's Installment Loan
System. Coupon payment books will be furnished to the student for the
term of the payout loan.

81
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FEATURES OF THE SERVICEPayout Loans 1-3

EXISTING PAYOUT LOANS
The service is designed to accommodate the lending banks existing payout
loans.

BILLING OF PAYOUT INTEREST AND SPECIAL ALLOWANCE
Some loans qualify-far-Interest Benefits and Special Allowance from the
Government after the loan is converted to a payout status. The service
will c-c7tinue to bill and maintain control of the interes't benefits and
report to the government the principal balance of those loans that qualify
for Special Allowance for the term of the payout loan.

COLLECTIONS
The service will include all necessary collection procedures to insure
orderly liquidation of accounts. Such collection procedures will include
past due notices, collection of late fees, collection letters, personal
contacts, and collection referrals as required.

MONETARY AND STATUS CHANGES
The service will include the processing and control of all monetary
transactions and status changes received, with monetary proceeds
remitted to the lender/on a peri2dic basis.

AUDITING & REPO TING
The service will include the handling and auditing of all reports received
from or supplied ,Co the Office of Education and the U, S. A. F. Agency.
Through an automated Installment Loan System the service will insure
and maintain complete and accurate records of all student loan transac-
tions and supply Lender with all necessary reports to properly control
it's loan portfolio and General Ledger Accounts.

DEFERMENTS
The service will include reconversion of a student's loans from payout
status to deferred status 'if the borrower is eligible for such deferment as
a member of the Armed Forces, Peace Corps, or Vista, or has returned
to an eligible school to pursue a full time course of study.

CLAIMS
The service will include the filing of Claims on behalf of the lending bank
at appropriate times and circumstances.
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BENEFITS OF THE SERVICE

ADMINISTRATION

1 -4

-.-

The lending bank is relieved of all administrative duties in connection
with it's student loan portfolio.

STANDARDIZED PROCEDURE

Procedures for remittances, servicing, processing, and collection are
standardized through central servicing and constantly reviewed by a
group working full time in the servicing of student loans. Standardization
will result in a program easier to administer and control.

PERSONNEL

Using the facilities of a service center with standardized loan bookkeeping
and servicing, the effect of personnel turnover and the inherent problems
of retraining, conth Ltity, and follow-up are eliminated.

ECONOMY

The use of central servicing with automated procedures will stabilize
costs on a program that must be administered for several years. The
student loan program is continuously expanding and administration costs
will continue to increase unless central servicing is utilized.

REDUCED DELINQUENCY

The use of professional techniques in processing and servicing of a loan
should result in loiver delir ency. The continued updating and education
on tried and tested collective. methods are available through specialized
servicing. Our twenty-five years of collection experience and credit
information facilities help speed the collection efforts.

STATISTICAL DATA

Through the use of automated equipment, required statistical data can be
furnished as a by-product of loan bookkeeping. Any changes required by
the government from time to time can be readily implemented through
the servicing center.
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PARTICIPATING LENDER AGREEMENT 1-5

STUDENT LOAN SERVICING AGREEMENT
_

AGREEMENT, Made as of the day of

197 , between FIRST NATIONAL BANK OF MINNEAPOLIS (herein called

"First") and

(herein called "Lender"),

1. First has established a program and system for processing and
administering United States Government Insured Student Loans under
Title IV Part B of the Higher Education Act of 1965, as'amended, and
United Student Aid Funds, Inc. guaranteed student loans. First agrees to
act as agent for Lender in administering such student loans and First, in
it's discretion, undertakes to service and will perform the following func-
tions and duties in connection therewith:

a. Transfer all loan information on existing loans into First's
servicing system.

b. Process new loan applications for insurance or guarantee
commitment....

c. Prepare note for student's signature and calculate insur-
ance or guarantee fee.

d. Prepare forms required by U. S. Commissioner of Educa-
tion or United Student Aid Funds, Inc. for reporting
disbursements, conversions, cancellatir- and paid loans.

e. Provide Lender all necessary reports described in First's
Student Loan Operating Manual to properly control it's
loan portfolio.

1. Perform all audits and provide all reports as may be
required by insuring agency.

g. Prepare quarterly "Lenders Request for Payment of
Interest and subsidy" due from U. S. Commissioner of
Education and/or student.

h. Compute necessary information for conversion of interim
note to payout status.

Negotiate repayment, schedule with student prior to maturity
of interim loans.

8 4
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PARTICIPATING LENDER AGREEMENT -0

Convert interim loans to payout ,tatu, on First's Install-
mentLoan System and furnish :student with schedule of
repayment and coupon b'ook.

-0111ect-and recorttallInonetary transactions and status
changes affecting each student's loan.

1. Remit payments received including all fees and charges
due .Lender on a periodic basis.

m. Perform all collection procedures ,unsistent with accept-
able collection practices.

n, First reserves the right to allow any payout note obligor
extensions, revisions, or reconversions back to interim
status, consistent with the regulations which may be
necessary for orderly liquidation of a loan.

Prepare and process death, total disability and default

P. Perform other functions set forth in First's Student Loan
Operating Manual provided to Lender.

Z. Lender hereby-appoints First as its agent to administer those
student loans made by Lender as described in Paragraph 1, in accordance
with the above-listed activities and Rules and Regulations of the U. S.
Commissioner of Education and the trustees of United Student Aid Funds,
Inc. and with full power to sign and act on Lender's behalf in all trans-
actions with said Commissioner and Trustees.

3. First shall have no responsibility for loss or damage suffered
by Lender on any serviced loan, except as is directly attributable to First's
negligence., and Lender assumes all responsibility for correctness and
completeness of all loan related papers turned over to First.

4. First may return to Lender at any time any loan related papers
which it has been servicing, and Lender may demand return of any loan
related papers apon written notice delivered to First at least thirty (30)
calendar days prior to the end of any calendar quarter. Either party may
terminate this age,ncy agreement upon written notice to the other party
delivered at least thirty (30) calendar days prior to the end of any calendar
quarter, First shall then have the responsibility for returning all loan
related papers to Lender within a reasonable time thereafter.

FIRST NATIONAL BANK OF MINNEAPOLIS

BY

/ BANK
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SUMMARY OF RULES AND REGULATIONS-FISL 1-7

The following is a brief summary of important facts to remember when
- granting loans to students-which- are subj-ect_to the provisions of Title _

Part B of the Higher Education Act of 1965, as amended. Also, included
-a-sA:ppendix A is a,xeproduction oftheFaderal Register which reflects
the applicable rules and regulatiOns governing loans made under the Act.

WHO MAY BORROW

Regardless of family income, any student is eligible to apply for a loan
provided he or she:

is enrolled and in good standing or has been accepted for
enrollment at an eligible school; c?

Z. is carrying at least one-half of the normal full-time
workload as determined by the school; and

3. is a citizen or national of the United States or is in the
United States for other than a temporary purpose.

HOW TO APPLY

Applicant:

1. Obtains Student Application for Federally Insured Loan,
OE Form 1154 and Supplement) OE Form 1Z60 from
lending bank or school.

Z. Completes Part A of both application and supplement.

3. CompleteS Part B of application (with family, as
applicable).

4. Submits to education institution for completion of Part C
of application and Part B of supplement.

5. Submits completed application and supplement to lending
bank for 'it's approval and completion of Part D of
application and Part C of supplement. (Please note that
under this program, loans are made or de ied at the
discretion of the lender.) (The Govern ent expects to
combine the applicatibn and suppleme into a single fertile
When available, the sections to be c mpleted by the
student, school and lender will be clearly identified.) '
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SUMMARY OF RULES AND REGULATIOVSFISL

MAXIMUM LOAN AMOUNT

1 -8

1. $2500. 00 Maximum each academic year (normally 8-9
months) but must never exceed the cost of education less
other financial aid received. .

2. $500 Maximum (must be applied for on a separate
application) if student is pursuing a program of study
longer than a normal academic year of nine months.

$7500. 00 Maximum for under graduate education.
$10, 000.00 Maximum for graduate or professional
students.

ELIGIBLE SCI-POLS

Most colleges, universities, schools of nursing and many business,
vocational and technical schools are,eligible. Generally, this includes
public or private educational institutions located in the United States or
elsewhere that offer at least a one-year program of study leading to a
degree or employment in a recognized occupation. Further information
regarding the eligibility status of a particular school may be obtained
from theOffice of Education or the Service Center.

INSURANCE PREMIUM

A prepaid_insurance p;)rnium of one-fourth of one percent calculated on
the amount of the loan for the term of the interim note will be collected
from the borrower or deducted from the proceeds of the loan by the
lender. This premiumi's-paid'oriTydfiFe-; and no-reluild3 or adjustments
will be made.

INTEREST RATES

6% per annum (Sn the unpaid principal balance of any loan disbursed prior
to August 3, 1968.

7% per annum on the unpaid principal balance of any loan disbursed on or
,after August 3, 1968.

FEDERAL INTEREST BENEFITS

For students who qualify, the Federal Government pays the interestr_____------
while the student is attending school plus a grace period of from 9-1
months.

81i 4
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SUMMARY OF RULES AND REGULATIONS-FISL 1-9

Prior to March 1, 1973, a student qualified for this interest benefit
providing the Adjusted Family Income was ler's than $15, 000 per year.

On or after March 1, 1973 a student will qualify for this subsidy provided
the loan does not exceed the amount recommended by the school in
Section IV of Part B of the supplement.

A lender may exceed the school's recommendation, and still make a
subsidized loan providing he clearly records the basis for his determina-
tion and:

A. If family adjusted income is less than $15,000, the
lender is encouraged to communicate with the school.

B. If adjusted family income is over $15, 000 the lender
must communicate with the educational institution.

While a lender has the authority to make a subsidized loan that exceeds
the school's recommendation, it is expected that he will do so only where
he has knowledge of the family financial situation and where in his,judge-
ment, the school's recommendation is not adequate to meet the student's
need. In such cases, and as indicated above, the lender must record in
his files the basis for his determination.

During the repayment period, the student is responsible for all interest
with the following exceptions:

I. Loans disbursed prior to August 3, 1968 when student is
eligible for interest benefits, student pays 3% per annum
with government paying 3% per annum.

Z. Loans disbursed on or after August 3, 1968, but before
December 15, 1968 when student is eligible for interest
benefits, student pays 4% per annum with government
paying 3% per annum.

(Students who do not qualify for Federal interest benefits may borrow,
but they must pay all of the interest.)

SPECIAL ALLOWANCE

Any loan disbursed on or after August 1, 1969 may be eligible for a
special allowance which is established at the end of each calendar quar-
ter for the preceding quarter and may range from 0 to 3% per annum.

88
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SUMMARY Of RULES AND REGULATIONS-FISL

REPAYMENT

1-10

Although a loan may be prepaid at any time without penalty, repayment of
the loan begins not earlier than nine months nor later than one year after
the date of graduation or withdrawal from school. Repayment schedules
will normally be arranged for 5 to 10 years, however the student will be
required, to pay,a minimum of $360 per year, Repayment may be deferred

the-borrowar is amernber-of thaArnied Forces, a full-tima volun-
teer in the Peace Corps or VISTA, or for any period during which he
returns to an eligible school to pursue a full-time course of study. The
borrower is encouraged to make at least partial payments dUring such
periods of deferment in order to reduce the principal amount of the loans.
For students eligible for Federallnterest benefits, such payments on
behalf of the borrower will continue or resume during such periods of
deferment.

COLLECTIONS

Lenders will use due diligence in servicing and collection of loans, and
shall utilize collection practices no less extensive and forceful than those
generally in force among financial institutions.

CLAIMS

Claims may be filed when it is concluded that the borrower no longer
intends to honor his obligation, is in default for 120 days and a written
demand for payment has been made on the borrower not less than 30 days
or more than 60 days prior to filing of claim. In the event of bankruptcy,
death, total or permanent disability a claim may be filed when proper
determination of such circumstances ha3 been made.

The Federal Government insures 100% of the principal balance on each
loan. On loans where the commitment date is between July 1, 1972 and
August 19, 1972 or is after March 1, 1973, both principal and interest is
insured.

In case of death or permanent and total disability on loans made on or
after December 15, 1968 the Federal Government will pay the entire
amount owed by the student.
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CONVERSION WORKSHEET
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2 1

STUDENT LOANS - INTERIM NOTE

(Conversion work sheet)

I. Complete and attach to copy of original note and application for each in'tet'irn
note to be serviced by the Student Loan Servirmg Center. Also attach copies
eail.deter.mert .and-ntil(kIsirmS.pextisterit'lp,ths loan.

Date Funds Disbursed:
month day

Present Unpaid Principal Balance:$

year

11. Complete only on loans ineligible for interest benefits.

Interest Paid To: Total Interest Paid by Student
date amount

III. Complete only if current data differs from that shown on most recent application.

Student's Nitric

Address
city state zip code

Telephone Number ( )

area code

School Attending institution Code No.

School Address

Anticipated Date of Graduation

F 36-294ns

city state zip code

month year
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CONVERSION OF EXISTING LOANS 2-2

To enable the Service Center to administer your current portfolio, a
supply of conversion worksheets will be furnished for both interim and
payout loans.

INTERIM LOANS

Complete an Interim Note Conversion Worksheet for each outstanding
interim note. The form is self explanatory, however the following
explanations, might be helpful. (See example on facing page.)

Section I. This mist be completed tsnd-a: copy of the note,
application, and any per,inent papers attached.

Section IL

Section III.

Complete only when the student is responible
for payment of the interest.

Complete only when there has been a change in
the student's status different from that shown
on the application.

When worksheets are completed, submit them to the Student Loan Servicing
Center in batches of approxirriately fifty notes. Identify each batch by
number and enter the batch number, number of notes, and total principal
amounts of each on the Recap form, (See example on page 2-3.) The
total of all batches submitted should equal the total of interim student
loans as carried on your general ledger.

The Service Center on it's first occasion to contact those students will
enclose a notice informing them of this servicing arrangement. (See
example A on page 2-4.) However, since this might not be for some-
time, the lender' is encouraged to inform them immediately. A suggested
letter for this purpose is shown as example B on page 2-4 .

0 9
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BATCH RECAP FORM 2 - 3

STUDENT LOAN-CONVERSION
BATCH RECAP

NM...A er.1,..1.1. lemlet ID Hunt.,

BATCH
NO

NUMB
OF

NOTES
IMINCPAL AMOUNT LATCH

NO

NUMBER
OF

NOTES
IMINCIPAL AMOUNT

Comments

TOTAL

LliAgilagglimilligaiiiallir
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NOTICE TO STUDENT 2-4

BXAMPLE A:

IMPORTANT NOTICE!

Dear Student:

Your Bank has made arrangements with us, the Student Loan Servicing
Center, to service your Federally Insured and/or United Student Aid Fund
Student Loans. Our address is:

STUDENT LOAN SERVICING CENTER
P. 0. BOX A-1577
MINNEAPOLIS, MINNESOTA 55480

From time to time you will be receiving correspondence from us relating
to your loans. Please direct all correspondence to us at the above 'address
or feel free to contact the Bank where you initially received your loans.
Should you desire to contact us personally, our phone numberis (612) 370-4035.
We appreciate _this opportunity to be of Ser...iCe to you and your Bank.
Thank you.

Richaid K. 'Engstrom, Manager
Student L n Servicing Center

EXAMPLE B:

D ar Student:

We have made arrangements to have your Zaderal Insured student loan
serviced by:

STUDENT LOAN SERVICING CENTER
P. 0. BOX A-1577
MINNEAPOLIS, MINNESOTA 55480

When the occasion arises for them to correspond with you concerning your
loan, please give them your full cooperation. Be sure to notify them
promptly of any address change. If you have any questions at anytime,
feel free to call ikeerr--7944ciaay--call the Center. Their phoile number is
(612) 370-4035. ,

First State Bank Anytown

94
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2 -5

F3414SNS 2 73 STUDENT LOANS-PAYOUT LOAN
(conversion worksheet)

TD THIS FOAM PLEASE ATTACH. 1 Copies of all Interim notes included In payout loan.
2 Copy of payout note
3 Copy of ledger card

r

INTERIM NOTES INCLUDED IN PAYOUT LOAN

tFTrUgt,FIZI
ORINA

DISBURSEMGIENT L DATE
PRAINCIPAL

MOuNT RATE WAS INTERIM N. TE ELIGIBLE
FOR INTER ES !BENEFITS

FIXED INFORMATION

Borrower's
Name ,
Current ra

Address

Telephone Number 4

wy,

Buthdate

c " zor cow

r So., Security Number /
c rs. Never.

Sex M F Marla! Shit. Marr.ed Married Dther_____
ma nay r

Present Employer Address Posmon

PAYOUT LDAN INFORMATION

1 Date of payout
2 Ongsnal principal
3 Intern) I Student's
4- Total Ldan.ladddrnes
5 Total number of
6 Amount of payment
7 '.4ntrunl °MS.)
8 Dater fast PreYmPn'
9 Malkin), Date

10 Tout of all payments
11. Present Balance
12 Date next payment
13 Number of late
14 Amour), of ,nterett
Only loans Msbursed

Masonurn .nterest
Comment, -

note Ill

portion)
2 and 3t

payments .
151

paYtnerb 171S

dk)e 14).

191

ro pr -nrpal and nteresr pa4 by student
;Sub', act Ine 10 tr VT tle 4/

due 1121

charges unpa rl 4131 _
due from Grw'r dornq Payout

on or alter Nov a 1965 thru Dec 14. 1568 are ehdpie for ntereS)
benef,), ,5 3 per ,ocorb

. -

121 5

131 5

141S

z \
110) S

_. _L....

t.. till

hene..,s during

11.1/ 5

payout

FOR STUDENT LOAN SERVICE CENTER USE ONLY

ParbalSobwly
Scre,a1 Allowance _ .

F I S I. .._. .

USAF _....
SAGY

1

P.- I Purpose Code I Bank Number
, % Ser No . _ 1 Dealer Number

Pir USAF Code Account Number
% ' SAGY Code I ate Charge

% 1 Account Flag I Sonple Interest

714

Amount I
Code 3

...,
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CONVERSION OF EXISTING LOANS

PAYOUT LOANS

2-6

A conversion worksheet is prepared for each existing Student's Payout
Installment Loan. Include all loans presently in a payout status.

In preparing the payout conversion worksheets care must be taken to
insure all information is current and accurate. It is necessary to attach
a copy of each original interim note involved, a copy of the payout note,
and a copy of the ledger card.

Submit to the Student Loan Servicing Center the completed worksheets and
all copies with a transmittal letter in which is stated the number of work-
sheets being sent and the total of present balances (line 11).

The payout conversion worksheet is self explanatory, however, the
following explana`tion's of certain information may be helpful. (See exam-'
ple on facing paie.)

INTERIM NOTES INCLUDED IN PAYOUT LOAN SECTION

List here each interim note involved in the payout loan showing type of
loan, date funds were disbursed, original principal amount of each note,
the rate of interest that applies to each note and if the note was eligible
for interest benefits.

FIXED INFORMATION SECTION

Taken from the most current information available.

PAYOUT LOAN INFORMATION SECTION

1. Date Of itayout<ndte 11-15. S is the date the interini'notes were
converted to payout loan and ihe date from which interest was
computed:

2. Original principal - This is the total principal amount of all
notes included in the payout loan.

3. Interest (student only) - This is the total interest due from the
student during the entire term of the payout loan.

4. Total loan - This isthe original principal amount plus the
student's original portion of the interest.

577315 0 - 75 r
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CONVERSION OF. EXISTING LOANS 2-7

5. Total number of payments - This is the original number of
installments required to liquidate the payout installment loan.,

6. Amount of payment - This is the amount or each installment pay-
ment to be paid by the borrower.

7. Amount of final payment - This is the amount of the,final install-
ment if different from the regular payment amount.

8. Date first payment due - This is the day, month, and year when
the first payment was due.

9. "filaturity date - This is the date the final installment is due.

10. Total of all payments to principal and interest paid by student -
This is the total of payments student has made to date.

11. Present baliince - This is the present gross balance outstanding
on the installment loan.

12. Date next payment due - This is the date the next payment is due
ors should have been due if the loan is now delinquent.

13. N'imber of late charges unpaid - This is the number of times
late charges have been assessed and are unpaid.

14. Amount of interest paid by/or billed to government on this payout
loan - This is the total amount of partial subsidy interest which
has been paid by or billed to government on the installment loan.

Upon receipt of the Payout Loan Conversion Worksheets the Service
Center will enter each loan into its Automated Installment Loan System.
A Notice is prepared to notify the borrower of the arrangements made
with the Student Loan Servicing Center. (See on page 2-8.)

9
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NOTICE TO BORROWEq 2-8

STUDENT LOAN SERVICING CENTER

INIpt TAN r NoncE,

Dear

r t -WI r,a. 11.Ade Arrangements watt: us, the Student byrtit mg
. e v<atr guaranteed student loan. Our address Is

Studert Loan Sery,Ing Center
P. 0 Box A1577
Minneapolis, MN 55480

YO,. ,!.11 rek tine your new payment book in a feu days. Please mail all
pavrr.ertI and any future < urresponde.n< e to us at the above address. The

en, used .ontirmation ate shows the remaining balan: 0, amount
and raranber of payments yet to be paid. and date the next payment Is due

.nor loan. Please sign and return this c ertifb.ate with Your first
p1.111ent

Should desire to t it personally, :air phone mranbr Is
570-4035. We appre, tate this opportunity ti be of to sou ant

Y,,or hank Thank

RI: hard K Engstrom. Manager
L.yar Center

9 is
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PROCESSING NEW LOAN APPLICATIONS-FISL . 2-10

When accepting an application from a student for a new loan, be certain
the application (OE Form 1154) and supplement (OE Form 1260) are com-
pleted in every respect.

STUDENT APPLICATION (OE FORM 1154) (See example on page 2-12.)

Part A - Identification Data (Completed by Student)

Part B - Financial Data (Completed by Student)

Statement of Adjusted Family Income - (Completed and
signed by Student, Spouse, and parents as applicable)

Part C - Education Data

Part D - Lending Bank Data

(Completed by School)

(Completed by'Lender)

IMPORTANT - Insert your Bank name as "Lending
Institution" using the following mailing
address:

% STUDENT LOAN SERVICING CENTER
P. 0. BOX A-1577
MINNEAPOLIS, MINNESOTA 55480

APPLICATION SUPPLEMENT (OE FORM 1260) (See example on page Z-14. )

Part A - Affidavit (Completed by Student,
signed and notarized)

Part B - Completed by the educational institution when student is
applying for Federal interest benefits.

Part C Completed by Lender (See instructions on page 2-17.)

IMPORTANT -Insert your Bank name as "Lending
Institution" using the following mailing
address:

% STUDENT LOAN SERVICING CENTER
P. 0. BOX A-1577
MINNEAPOLIS, MINNESOTA 55480
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PROCESSING NEW LOAN APPLICATIONSFISL

Forward properly completed application and supplement to Student Loan
Servicing Center for review and processing through Office of Education
for insurance commitment.

When application and supplement are completed, forward all three copies
of application but only ohe copy of supplement to the Service Center for
processing through Office of Education for insurance commitment. One
copy of the Supplement is to be retained by the Lender and one qe used as
a tickler of loans pending.

IMPORTANT

Until revised forms are available combining the application and supple-
ment, 'Form 1260 is required from ati students.

1 0 t
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LOAN APPLICATION SUPPLEMENT (OE FORM 1260)

0

2-15

INSTRUCTIONS FOR COMPLETING
rOE Form 1260. Pan Ai

if the student is applying tAr Federal Interest benefits t :op.,
ties of this form. together with the .onmirred stddent lean
appltcatton should he submitted to the ttnatisdat add
of the educational institution Additional financial intorma
non may he required by the ychnol in .4der to enable the
school in determine the student's financial need

If the student does not wish to apply for Federal interest
benefits. or If family Income tnformatIon is not available.
the educationat instounon does not need to complete Part ft
of this f01171 in such cases. the student should type Of print
"Not applying for Federal Intetest benefits" where the name
of the educational institution would normally be placed and
submit 2 comes of this form to the lending institution

Affidavit. All students are required to complete this section.
whether or not they apply for Federal Interest benefits The
students should read carefully and understand the signtli
cance of the affidaint he must sign However, the student
must not sign this affidavit exeept in the presence of or
tary or other person legally. authorized to adrrunuter oaths
or affirmations, who must also sign thu form Only the or

pita] cony need he notartzed. Alter obtatning this notarised
signe,re indicate "original notarteed- in the total, area
an the . tic, it II, VisSaiN

Adjusted Family Income 11 the student is applying for
Cede (Al mtetest bete hi, this I ntorroAti. must he Lomple
ted The adjusted Loney income as found on line 241, of the
Student Apolt:atton for FeJetally Insured Loan 10E //14,0
or an tine t; of the Lenders Report it Guaranteed Slu
dent loan OF I which Is used under State or private
guarantee agency mograms The statement on these forms
that if the amount shown on tine NG (op d/Gs shove Is
less than 51,1100 the student is eligible for Federal interest
heneto,s" is no longer applicable due to a change in Federal
law /Eligibility fair Federal Interest benefits is now depend.
ent upon the submission of this supplemental-form to the
lending insttlutton Indicating the school's recommendation as
to the need of the student borrower To assist the educa.
tonal Institution in making this determination. the student
must answer the two questions in Put A of this form, which
ate the same questions as those found an the Statement of
Adjusted Family Income section of forms OE 1154 and
OE 1070,

INSTRUCTIONS FOR EDUCATIONAL AND LENDING INSTITUTIONS ARE AVAILABLE FROM GUARANTEE AGENCIES
OR REGIONAL OFFICES OF THE OFFICE OF EDUCATION
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SUPPLEMENT INSTRUCTIONS
Z-16

STUDENT-LOAN APPLICATION sonnen
OE FORK 1260

INSTRITTIOGS FOR EDUCATIONAL AND LENDING INSTITUTIONS

(NOTE: Slutent Instructions are found en ......e site

of .1. supple...en.)

IN"vilkhr it.foRNAIY, rI tn10 ciNkcLt AhD LINDIRS

Nho suet
c ti1ete the alfilevit In fart A. whethet or

net they ayyly for ...... 1 Interest

iecalit." the k,,,wer ri-t siga the affidavit except In the pre... of not.rya r ether ..... n 1.11.11,

ro administer oaths Yr aft...clone, who must else sign.
Only the erletnel cagy need be ester... The

okra,. "original a. cariscd" should be printeu or typed
in the notertal ere. en ether ...lee. If student is ...lying

for Toler. Interest benefits, the entire form oust V. fully completed.
Otherwtso, emly the etfidevit le requited.

(Not.. All talents must ,...inke
,crklece either Form IT 104 et OE 1070 as ....... lat.).

Dp.r.,. o" oalscal inter.r henet,te. 1. "ale. Pert. and r ae fully eespleted by the .11.1

end lender,
is rot elistble fat Federal Interest benefits,

Students who. tern et quality fer subeidirei lean

eeLeeel,, ,
up to tho noltinnaamayy sothrited.

liavevelyilleas cese

t_nancs,,sisicra, :he r 41 csi
klliasflon less artier financial atd recetv. (exclusive of family soppett).

in 6., elan ,,r, a, ,yuv.dea the lender with echaml recemmenietfen that is based

on .du- oat ythet mid ...fort end resources
te the student, end, In the prof...nal judgment el

the fintn..lal ail officer, the emoLnt the
family cen reeltscitellY Previte tewatis ...tn. these ..... %..11 c .....

lend.* ,re espy". to give careful con...ration te this exeunt.

". ,".7
Gldinstilf, it can be presumed that flnenctel need psis. ter s

stuie.- W. .se si!ascol.famiTYinccmo
Less than 10,000. The role If the finenciel old office, le to

determine the exisicc.e and extent et sate need. If the lender (see net ceneldet the school recoonsnietion

realistic; he is en.ouraGed to ...mica. with the ..... tienal inetitotiem re.l. Mr..... After

careful cenelJerativn
the .chcnl recessundatimn, the lessor will determine the amount of the lean. This

amount will be eligible far Federal inteteei benefit. If the
1.4. rec.. in his silo. the basis ter salt..

loan in an amount to excess of the eehoel recemmendatien.

b. A.jyyteiyaoili Ay Maritally, e subelttcet leen may met d the ...int recommended

by the srh.,1 in ',II., 1V of part B. if the lender. In his juigsent, believes a loess lean juetlftei,

the lender must canmaylcate wtth the clucettenal institution,
Aft. ceneldering the schwa'. point of view,

the leader wtll deter... the amount ef the lean.
This amount will qualify fer Federal lour.. t benefice if

the lend.., tecerds in het files Seth
record ef his contact with the.schaet end the baele lot sableg the

larger loon aount.

3. If art
Institution I. the loonier, It say net mske a eubelitred lean te

etudent that ..... de Its

own recammendation In Se:tion IV of Part R.

5. 4Gille lender ha, the autherity to mak.
subsiilsed lean [het ...is the school.. r commendatien, It le esyected

that he will de 44
)'there he has knowledge et the featly finenciel eituetteu sod

there In the Inicoont of the

lender. the
.ommendatien Is net adequate te meet the stoient's need. In such ...... artil es telleted

al.., the lender must Indicate In hie files the heels fot hie ietersinatfen.

FART 1 (TO IE COMPLETED SF 111. IDLEATIONAL 11.61111mom IF TEE
STUDENT IS APPLYING FOR FEDERAL INTEREST BENEFITS)

Three copies of the Student Loan Applicatten Supplesent sheult
be 'reps.( by che educetienel Inetitutien. One cep?

should be retained by the scheel and the ether tms given te the
student to ferward to the lender. This vett mist

be completed In ,riet for the student so quellfy for Federal Int... benefits.
It the student isms net wish to

apyly for these hermit. er if financial data Is net
available ter the cesputetien of the Expect. Featly Contribution,

the Sate In Part g Is not regal... In such cases, type
print "Net Applying Fer F ..... I Inter.. ...fits" where

the name of the el....0.AI institution would normally
be placed,

ttenrltuttc
lean iorlrh:h7t7,11:::11:4.tCr."1111!

cn'n't1:::14med ens

er tat the

acaieole year (normally menthe).
better amounts indicatei in Sect'. I through IV should octet. to this period.

SISI`N I F.1,atell Cost ,f Fi.aatinh:
Indic.. the total ...tenet cost. to be incurred by the scuient during

the yeriedkf the lc..
Fir ,. student., this would inctude cultism and fees, tee.

end board, !woke end euyeliee,

..... nal expenses and tran ...... tion costs.

.1U 5
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SUPPLEMENT INSTRUCTIONS 2-17

SAIFIOXII,,Pinancisi sid sustdedAndosher re.ucceet LIGE only financial .Id snd ashes new chat are firm
cmusilecns. ad whichpaly te Eh. period of she' loan. Do eat include ssoissence which esy h.. been spelled err, .-e'lbus nos yes .sewed. Included .hould be all grans, scholarship... educasional loans, snd ocheol.awsrded J..,
including aseissance under .11 federally sponsored 'roar...( sudsns financial dig. De net include resources shoe
..,being ccnal ..... In she ...... Inaslan of .'spore fr. sh family.

SECTION, ISE - Suopme_t_tro,loollx,._Sol.rs A; The she petsans wheee !nen. W. W. I.. in she desirminasion of sha
Adju ssei family Income oust be considaseiiershe ..... mI.Els, el [As AM.. of Family .u' arc avallsbie Es het,oeyoducesional . This Informosion may be absained from fire A of this fare es tallow.. If the student an eeeee
"yea" to the firat_euession, he le roneldvrcd so . dependent student and the income and ..elm al the oar.. as.

1

la ba consId.r.d. if he answers ^n o", he le an indraendens ssudens end she Inc... and s&SSES ef she oar.. ere nos"ben ince acceons. If she msudens le married end ha an eeeee "no" so she ascend qu eeeee n, she income and
she op.. ore Es be coneldeted. If she answer Is "yes", sh. maeuee's Inc.. end eeeee ore nos Eaten Inc. cc were.WI.. besh she se.. el the composed suppers pro. `I(. family and she leashed of needs analysis used in making shle
deserminasion. This ameons ohould relase to she oerl f ire loan. Nash.. eeeeeee d by she Commissioner el
Eloceslen I. osier Ill su eeeeeee finencial old ores.es are etc- eeeee la de we Il .. she Alsernass Inc... ayes.,
she American College Testing eeeeee a evsEGA, she Celled. Scholarship Service sysscm, she Inc.. Tax .yeses en,.
ocher OSEA0.1 If it oredoree reeols. which ere, on she [thole, similar Es E.. which w.uld be 'reduced under she meshed.
I eeeee Moe.. A needs analysis meshed oromulgased by Ehe C,InIssiener for indeacndans ...dens. (As defined eboys)
my slsernasively be used for such scud.. way ony ashes metAnd which produce. resulss which are, en Cae whets,
stellar Es [As. which 'mold be 'reduced under any eeshed which hes been so promulgated,
SECTION flI,,Sepauirom Fselly_-_5.pors Se The eaouns lies. in Section IlfA is mere cesningful Phan adlueseense
for she Individual else...nee. of she esudons arc canal eeeee . The F4nsnslal Aid Officer is eepecced EG eeeee lee \

his ....... lone! Judged. in tecn_Case_amd Indices. In Sec.. IIIII she GmeGOE [AGE con be reelissically .

be contrIbused for educasponsl COS. eVer EAS MIN el she loan. Ns sheuld sake Inn actoons eeeee WIC differences
in coot of living, ectuel summer earnings, rosily clscumsrsnces, end ashes recurs nos always equasably eeeeee d in .
esiovelde esandardised cousUEGE1e0. Indic.. In [AS ..... preGISSS she loll. codeis) for the eeeee ns used In
reducing she moons of sha comoused fully au eeeee t (I) x.d.cEion in Incas, (2) death .r dloebilisy of wage earner,
(3) loss el Jab, (4) unansiclassed medical et. .Cher eeeeeee dinar? expenses, (5) non-liquid AGGStG (..g. hone equisy),(I) comes no. eeeeeeee cantribusion from ince., (2) ether. If cods '(7) ashes" is used, brielly.indicase in she
specs arevided the bogie for Ole eeeee n. If n eeeeeee y, provide this infs.-m.14o on a, eeeeeeee sage, capiee ef which
should be sstechad bosh ED sha lender snd goorsnsar copy of the farm.
SECTION IV - Scheel Reesertendasion: Ens.r she amount in Section IV ding Ee Ehe IneEructlenS eeeee d. In ashes
wards so eeeee t aysllsble tessurcee (Secsien II end IIIII) fr. [AS CSGES el Eiticasion (Section I). If e negative
figure resulse. ans. "0".
Sigaltur. of Ausherited Scheel Officls1; Ey signing Ellis fare, the edocasionsl inatisusien Is cersifyIng slut she
esudent le easel'. and in geed esanding er hse been eCessEGS par enrollment. Gs. esandlng is eeeeee in. hy she
imeEftutloo. If the esudens le nos it geed .ending, she 14[7 should not be ceeplesed or signed by she schema
official.

PART C (TO IC COMPLETED IT THE LENDING INSTITUTION IF THE STUDENT IS A:PLYING FOR FEDERAL INTEREST MEW'S)
The lender skit compless all 1EGUS in Pars C. Lenders making federally Insured, as. should receive Ews copies of
shi tars fr. Ehe eeeee wee, The lender must rain she original copy. The esh r coy should be eeee had to the
yellow copy of she OE 1154 snd .ailed Es she regionsl office of she Office of Ed caslen for the insurance
csoulEms4E. Lender...king Inane under Scats .r 'rives. guerensee agency eeeeee e should follow eeeeee us.
eeeee lished by the .i..ci.

In ell eeeeee she lender should bulks. she dooms she chsel rocs...kende, she arsoons she lender eeeeeeee and
( ding Es the es.d.rde OGE fora above) whosher er nos she la. qualifies far Federal in eeeeee beneflse.

If she moons of sho loan le eq.! ES OE less than she smouns .mended by she school In Section IV of Pais I,
the ensire &Nouns qualifies fee e 4 eee 1 In eeeeee beneliss. If she amouns of she lean eeeeeee shs :hool
recoomendeslon, the entire amount will qualify for Federal in eeeeee henells or id. Eh. lender Ind eeeeee
in hia eeeeeee she basis for exceeding she hool' recommendrion (and, if she tudens' adjussed really ince.
le 115,000 or greeter, she lender's eeeeee lse Indices. shss lie Ass consatred cha GC110.1). Neu ..r, II Ehe
leen &usune exceeds she school's resommendeslen, end the lender he. nor bssls fu ding chide receemendesien,sly she &moons race...noted by she echos' vlould qualify per she in eeeeee benell e. In was eeeeee indices..
she farm the .mount that qualifies and the eseons EASE do. 111. qualify for Eh Federal In eeeee t benefise.

Am oushirited official of the lender oust sign the form, indicssing hie title and solophontnueber snd she doss Is
sho eeeee 'reviled. If share le echo.' recomeendasien, Parse I and C need nes be ...lased es she esudent
comes qualify for %coder.' Incomes benefiss.
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DISCLOSURE Of FINANCE CHARGES 2-19

email of Lending Institution 'Iran...ciao identification

DISCLOSURE OF FINANCE CIMIGES
to be used in conjunction with OZ Form 1144

Date on which finance charge begins to accrue
(The date need not be included if it is the same as the data of the transaction)

2. ANNUAL PERCENTAGE RATE (a) prior to beginning of repayment period*
(b) During repayment period**

3. Amount Financed (amount of loan lees insurance premium)

4. PREPAID'FINANCE CHARGE (insurance premium)

5. Delinquency and Default Charge.:

A late charge of percent of the monthly payment or $ , whichever is less, may
be charged on, any payment made later than days from the due date. Reasonable
attorney's fees, and other costs and charges necessary for the collection of say
amount not paid when dua, may also be charged. Any obligation of the U. S.
Commis.ioner,of Education to pay interest shall terminate upon default by the
borrower (as:defined by Regulations of the U. S. Commissioner of Education),

6. Acceleration of Maturity Date by Prepayment:

The Mlker may, at his option, and without penalty, prepay all or any part of the
principal plus the accrued interest at any time. In the event of any such prepay-
ment,,thi maker shall be entitled to a rebate of unearned interest computed by:

The Sum of the Digits Formula (Rule of lithe)

/ 7 Other (Identify)
(check one)

Date Signature-Lender

The Maker acknowledges receipt of an, exact copy of this statement,

Date ,Signature -Maker

Address

*This should reflect the actual rate of interest and insurance premiums charged
to the borrower whether paid or accrued, prior to the repayment period. If the
borrower is eligible for Federal interest subsidy, the rate shown should be "1/4%"
even though the note reflects a higher rate.

**This should reflect the actual rate of interest.poid by the borrower during the
repayment period.

OE Form 1200
111113.383

1 O8
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PROMISSORY NOTE AND DISCLOSURE-FISL 2-20

PROMISSORY NOTE (OE FORM 1164) AND DISCLOSURE (OE FORM 1200)

Upon receipt of endorsed application from Office of Education, the Service
Center will prepare the Promissory Note and Disclosure of Finance
Charges for the amount of the insurance commitment and forward to lend-
ing bank for disbursement of loan proceeds. '[See example on pages
2-18 & 2-19. )

INSURANCE FEE

Applicable insurance fee will lSe calculated by the Service Center. The
amount of the idsurancefee will be shown in Item
Finance Charges.

' DISBURSEMENT OF LOAN PROCEEDS

The lending bank will-secure proper signatures of student and parent
where applicable on both the note and disclosure and disburse loan pro-
ceeds. The Office, of Education encourages lenders to send the check to
the school along with the green copy of the application.

IMPORTANT - The amount to be disbursed is the "Amount
Financed" (Amount of loan less insurance
premium) as shown in Item #3 on the
Disclosure.

If the amount to be disbursed is different than the "Amount Financedr
as shown on the disclosure of finance charges as prepared, it will be
necessary for you to prepare a new promissory note and disclosure
re-calculating the insurance feet accordingly.

STATEMENT OF RESPONSIBILITIES

Federal law requires that lenders exercise reasonable care and diligencW
both in the making and collection of loans. The lender has a major re-
sponsibility to be sure that it's students are made fully aware of the
seriousness of this obligation and to counsel students wisely on estab-
lishing good credit habits. Having each student read and sign a state-
ment similar to the one illustrated on Page, 2-22 is recommended. You
may purchase a supply of this form prepared in duplicate from the Service
Center at a cost of .06 each in lots of 50 or more.

#4 on the Disclosure of
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ADVJCE OPLOAN DISBURSEMENT 2 -21

After loan proceeds have been disbursed, advise the Service Center of
disbursement by completing an "Advice of Loan Disbursement" form
for each promissory note. (See examp6 below.) Upon receipt of this
advice, the Service Center will assign the student loan an account num-
ber and enter the transaction into it's system for servicing.

ADVICE OF LOAN DISBURSEMENT
From

Nam Of Lenchns Sank Lender ID Num.,

To First Nation:1 Bank of Minneapolis Student Loan Dept.
This is to notify you that the following STUDENT LOAN was disbursed!

STUDENT'S NAME:

IAMOUNT OF N Tt:

DATE DISB RSED:

INSUBANCE'FEE COLLECTED:

F 31-104 NS

First

Month

Initial

Amount

Day

Amount

Last

Year

By

110
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STATEMENT OF RESPONSIBILITIES 2-22

GUARANTEED STUDENT LOAN

STATEMENT OF RESPONSIBILITIES

A guaranteed student lean Is a sOus legal bligatin It n eatrernely important that you
the borpaeotr under stand your rspOnsibililies When you sign this statement it Tans yea
understand these responsibilities and to hen., them

I I understand I must inanediately report to you or your serviicing agent any of the
following changes Status

a II 1 uithdrait from school
b II I Punster to another or hoof.

If I r honge to part -Hint- student status
it II mu (plebes n. or mu parents' addresn changes
e If my name should change ffnr example, because of marriage,.

2 I and d this loan ,s0 is no eligible for interest benefits and if net
ell.ible failure on my part to pay the quarterly \ interest when billed may con sir
lute default 0

3 I understand the terms of the promissory note and agree to its conditions including

it That this note *wares v months alter
I I graduate
2 I teithdran from school
I I r ease tor army at, feast one half a normal full timeaiademo u-ork load

at an eligible institution.
b That I Mug! itegottate J repayment or hedulo prior to mutants
e That there is a minimum payment under ans repayment schedule
1 That a request for deferment of payment can he math' if I to, imp a full

tone member Id the trim! P ri's of the Tnaed Stairs. her ome n tall 'me
iunteer gn the Pear i rurp ism, or it I return I' fall time Herds at
an approred sr hoof

4 I understand my guaranteed loan funds must be used only roi, espenSeS related to
attendance at the educational institution named in my appliCation and is a viola
lion of federal law if I use the funds for any other parpose

5 I understand that failure to repay my loan in accordance with the terms and cord-
tions of the promis4ory note could result inilegai action against me or my Cosigners

I aulnorire my lender or it's servicing agent to Contact my school Jr anytime to
obtain Inlormatton as to my status

eoeipt of a copy of th,s statement is hereby acknowledged

lb Its.

LC, It - - it
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NOTICE OF LOAN DISBURSEMENT 3-1

TO: FINANCIAL AID OFFICER

The student named billow has received a Guaranteed Student Loan.
Please retain this notice in the student's fills and us the lower
portion to notify us of any Future change in the student's status.
Your cooperation is appreciated in assisting us to keep our recards
:urrent.

STUDENT'S NAME LOAN AMOUNT

370
112

DATE DISBURSED

'PLEASE REPORT ANY CHANGE BY RETURNING THIS PORTION OF NOTICE)

TO: STUDENT LOAN OFFICER
THIS IS TO NOTIFY YOU THAT
LONGER IN ATTENDANCE AT

SEND TO

IS NO

AS OF CHECK ONE
DATE OF CHANGE

TRANSFER

ARMED SERVICES

DROPPED OUT

DEATH

FAILED

GRADUATED

OTHEH

ATTENTION FCC 555 15.711
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NOTICE OF LOAN DISBURSEMENT

The Notice of Loan Disbursement i, prepared by the .'7ervice Center on
each new loan to inform the ;..howl of the luan granted. (See example
on facing page. )

The Notice is divided into two sections: The first section reports the
loan information to the school. the second section is used by the school
to report any change in the student's status.

Following is a detailed description of the Notice:

The top portion contains the name and address of the college.

STUDENT NAME

LOAN AMOUNT

DAZE DISBURSED

- The full name of the student.

The principal amount of the
loan.

The date on which the loan was
granted.

The bottom portion of the form contains

THISAS TO NOTIFY YOU THAT

IS NO \ONGER IN ATTENDANCE AT -

information about the student. '

To the right of this statement

AS OF

CHECK ONE

SEND TO

is printed the student's name.

To the right of statement is
printed the school name.

The computer completion of
the above sentencemakes it a
meaningful sentence.

- To be completed by the school
in the event a student status
changes.

- Completed by the school to in-
dicate the reason for the noti-
fication.

- The name and address of the
lender at its Minneapolis
Post Office address.
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LENDERS MANIFEST-FISL 3-4

The Lender's Manifest which is prepared for the Lending Bank by First
Minneapolis as agent is forwarded to the'Office of Education notifying
them of new loans disbursed, paid or converted to a payout status. The
Manifest is produced monthly when there is any activity to report on a
2-Part pre-printed form. The original is for the Office of Education,
the copy is retained by the Service Center. The copy retained shows
the amount of fee collected and is used as a check off list when remit-
ting payment of insurance fee to Government. (See example on facing.
page.)

Following, is a detailed descripticin of each field.

Name and Address of Lender

The name and address of Lending Bank

Lender's fdentification Number

The number assigned to the Lending Bank by the Office of Education.

Transaction Code Number

Disb - A - An "X" in this column indicates a new
disbursement of funds to a student.

Cony - B

Paid - C

- An "X" in this column indicates the loan
(s) have been converted to a payout
status.

- An "X" in this column indicates a loan
has been paid,in full by student.

Note: The system can only report paid loans if the
loan was paid while in an interim status.

Name of Borrower

The student's name, last name first, first name and initial last.

Social Security Number

The student's social security number.

I.1 Ea
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LENDERS MANIFEST-FISL

Date of Disbursement
Or

Due Date of First Payment
Or

Date Loan Paid in Full

3-5

This date works in conjunction with the transaction code number. When
an "X" appears in DISB - A the date reported is the date of disburse-
ment, When an "X" appears in CONV g the date reported is the date
of the first payment on a payout loan. When an "X" appears in PAID - C
the date reported is the date the loan was paid in full.

Amount Disbursed

Applies to new., loans only. The principal amount of the loan.

Anticipated Graduation Date

The date the student is expected to graduate.

School Code Number

This is the six digit number which is assigned to each eligible school
by the Office of Education. This number is found in Part C, Item #34
on the Student Application for Federally Insured Loan (OE Form 1154).

Amount Fee

The amount of fee paid by the student.

Comments

Blank space provided for internal operational comments by the user.
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MONTHLY TRANSACTION STATEMENT 3-7

The Monthly Transaction Statement is received by First Minneapolis
acting as Agent for the Lender from the Office of Education. (See ex-
ample on page t 3-6. ) The Service. Center audits new loan section of
statement for completeness and accuracy, and pays insurance fees
billed, charging Lenders Account with advice to lender. The Service
Center will conduct necessary follow up reflected in changes to exist-
ing loan section. A copy of the monthly statement will be sent to the
lending bank for its file.

T.e following is a detailed description of each category and the format
of he Monthly Transaction Statement.

STATEMENT CATEGORIES

A. New Loans: Disbursement has been reported on a Lender's Man-
ifest (Form OE 1151) and processed, by the Office of Education.

B. Changes to Existing Loans: The particular item which has been
changed will appear in parenthesis O. Student statue changes will
appear in Column, 7. Corrections to the student's status should
be reported on this statement as outlined in the Reconcilement Pro-
cedure. There will be no insurance charge for changes reported
in this section.

C. Deleted Loans: Loans which were assigned to your institution in
error. This will include duplicate loans.

Totals: There are subtotals for number and dollar amount of
loans at the end of the "New Loan" section and the "Change to Ex-
isting Loans" section. At the end of the'statement are "Total New
Loans" summaries, listing number of new loans, dollar amount of
new loans, and insurance premiums due on those loans.

EXPLANATION OF THE FORMAT OF THE MONTHLY LOAN TRANS-
ACTION STATEMENT

Column (1) Name of Student -- Listed in alphabetical sequence,
last name first.

Column (2) Social Security Number -- Office of Education control
number.
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MONTHLY TRANSACT /OA

Column *(3) Loan Date Date loan was disbursed.

3-8

Column (4) Amount of Loan Principal amount disbursed on loan
date.

Column (5) Interest Eligibility -- Asterisk indicates student not
eligible for interest benefits.

Column (6) Insurance Charge -- Indicates the insurance premium
due on the loan.

Column (7) Status Code -- Indicates student's schobl status (see
codes on statement).

Change Notice /Mo -Yr -- Date that the status of the student changed.

Column (8) Anticipated Graduation Date -- Date student expects to
graduate.

Column (9) Batch Number -- For OE use only.

Column (10) Column in Error -- To be used by lender to indicate any
errors in Columns 1-8 for that particular loan.

Column (11) Correction Data-- To be used for inserting the correct
data noted as being in error in Column 10.
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INTEREST BILLING REPORT 3-9

121
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INTEREST BILLING REPORT

INTEREST BILLING REPORT

3-10

The Service Center will maintain a daily accrual of interest due on each
student loan and produce a quarterly "Interest Billing Report", a copy
of which is sent to the lending bank. (See example on facing page.) The
Interest Billing report shows the interest to be billed to either the Office
of Education or student for each note. The Service Center will bill the
government or student for interest due.

Following is a detailed description of each field on the Interest Billing
Report. A copy of this report will be forwarded to Lending Bank for its
records..

Key Information

----Account Number The number assigned by the Service
Center to the student's loan.

Dates

Codes

Student Name The first 24 characters, start-
ing with the last name.

Note

Maturity

Pry. Bing

The original date of the loan's
disbursement.

The date the loan is to be con-
verted to payout.

(Previous Billing. ) The date of
the previous interest billing.

T - (Type of Loan, USAF or FISL, )

I - (Interest Calculation Code. )

E - (Eligible or Ineligible Code.)

C - (Converted to Payout Code.)

122
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INTEREST BILLING REPORT

Principal Balance

The amount of the loan.

Interest Rate (t

The rate by which interest is accrued.

Ihterest Due From Student

Amount of interest dil from the ineligible student. An amount
in this field indicates an interest billing notice to the student was
prepared.

Interest Due,From Government

Amount of interest due from the government. This amount is
maintained by First Minneapolis and automatically credited to
accrued interest when payment is received.

Interest Due Payout

Amoun of interest due from government on payout loans, where
applicable.

Pre us Unpaid Interest

Totals

Accrued interest previously billed but not paid.

Int. Due St. - (Interest Due From Student)

Total amount of interest due from student.

7% Int. Due Gov. - (7% Interest Due Government)

Total amount of interest du.?. on 7% notes.

6% Int. Due Gov. - (6% Interest The Government)

Total amount of interest due on 6% notes.
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INTEREST BILLING REPORT 3-12

Int. Due Payout - Total Amount of Payout Interest Billed.

Prey. Unpaid Int. - (Previous Unpaid Interest)

Total amount of interest previously billed but not collected.
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GOVERNMENT INTEREST BILLINGEligible Loans 3-13

LENDER'S REQUEST FOR PAYMENT OF INTEREST ON STUOINT LOANS
P 1 6 ,v ,
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GOVERNMENT INTEREST BILLINGEligible Loans 3-14

LENDER'S REQUEST FOR PAYMENT OF INTEREST ON STUDENT LOANS

First MinneapOlis acting as-Agent for Lending Bank, will gather necessary,
"totals and complete the interest billing report forwarding it to the Office
of Education requesting payment of interest due. A copy of this report
will be sent to Lending Bank for their records. (See example on facing
page.) Interest payment when received by First Minneapolis will be
credited to Lending Bank's account with advice to Lender.

SPECIAL ALLOWANCE

All Student Loans disbursed on or after August 1, 1969 are eligible for
a "Special Allowance" payment from the Office of Education. The Service
Center will maintain a control total on loans which qualify for the Special
Allowance payment.

Acting as Agent for the Lending Bank, First Minneapolis will complete
the Special Allowance sertion and forward to the Office of Education for
payment on a quarterly basis.
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STUDENT INTEREST BILLINGIneligible Loans

INTEREST BILLING STUDENT LOAN
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STUDENT INTEREST BILLINGIneligible Loans

On loans ineligible for interest benefits from uovernment. First Minn-
eapolis acting as Agent for Lender will produce quarterly an "Interest
Billing Notice" which will be sent directly Co student requesting pay-
ment. (See example on facing page.) Interest payments when re-
ceived by the Service "enter will be credited to Lenders account With
advice to Lender.

The notice consists of two parts:

1. Name and address section
2. Loan information section

The name and address section contains the student's name and address,
account number, etc. , and serves as a turnaround document to accept
payments of interest from student.

The loan information section details each-loan, and is the student's
copy for his records.

Following is a detailed description of each field on the notice.

NAME AND ADDRESS SECTION

Contained within the boxed area is the student's name and address.

ACCOUNT NO. - (Account Number) the number
assigned to the student's loans.

BILLING DATE The date of billing. The date
interest is accrued through.

Note - Is always of a quarter date.

AMOUNT PAID Spaceprovided for the stu-
dent to enter the amount sent.

LOAN INFORMATION SECTION

CODE

12 )

- Code indicates whether the
loan is a USAF or FISL.
(Codes are annotated on the
form.)
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STUDENT INTEREST BILLINGIneligible Loans 3-17

SUFFIX - The suffix number of the stu-
dent's loan.

NOTE DATE - The original date of the loan.

PRINCIPAL AMOUNT The amount of the loan or the
balance, depending on debit or
credit action.

INTEREST RATE - The rate by which interest is
accrued.

INTEREST DUE The amount of interest
accrued since the previous
billing. Interest is calculated
throtigh the billing date only.

"UNPAID INTEREST DUE" A computer printed comment
that prints directly above
total due if any previously
billed interest was not paid.

TOTAL DUE The total accumulation of
interest due on all notes for a
given student.
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STUDENT STATUS LETTER 3-18

.tteg

1234 MAIN
MPL., 7 ;2

We have teen adz 1

vri,

A..C.lbtT ttt. DATE
ot41-g APR 21,1971

oF LOAN AMOUNT ?F LOAN RATE
.TDDENT LOAN 11-15-1961 7.o00u

AID J9 -23 .-1167 6.01)uj

aro n, longer a student att

At :tipilatod jr the terns of your ante(,.), your gtNient Loant, mature and repayment
;e1mph,.es nine ttnntt, frre the date yo:, ,paw he enrolled at an eligible institution.
In order for g, tz, tr,p,?rly .`candle ygr annIsht, please tuevlotP the fallowing question-
flair and ret.rn thig letter In the envelope provided. :f ye, Are still a st.Ident and
with to ,ontirg tg defer t.aTrent you must retgrn with tt)V, letter an authorized verifi-
cation from the, ; hon,1 are en-ell:n:1 verifyinj your enr)Illemant and the datoTg

IraAgaticl.

Please give thi, matter itgr imneliate attention gtherwi,e the -atgrity at of your
loan(,, will be ad.',. -,steel a, Thank ?g, for !ggr ,teration.

Student'. Nam,:

31n,orely,

Ingtall:etnt tiankint

My permanent addro.-.

I am no 1,flgor a t.lent ar..1 wish. Ni ndi.d Arran lutrt t I/

I de, MY F,11-time

Name and addro., a,tenlinl:

I am at Fre-,man l-rhamlre i,r )radgato 5tgdent

I anticipate tratetatint ,r coMpiPtint w^rk on ,4 noxt immediate 1F.,Jrne by

. Remarks:

(mo. yr.)

13'0
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STUDENT STATUS LETTER 3-19

A Student Status Letter is produced by the Service Center whenever in-
formation has been received from either Lending Bank, School, or
Office of Education indicating a change has occurred in a student's stat-
us. (See example page 3 - 18.)

The letter provides a method of student contact, allowing the Service
Center or the Lending Bank to gain current information about a student.

57-316 () - 75 - lo 1.31
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LOANS MATURING REPORT 3-21
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LOANS MATURING REPORT 3-22

Loans Maturing Report is produced by the Service Center as loans
approach maturity dates, (See example on facing page.) The report
lists all loans for a given stude9t and combines listed loans into a single
suggested repayment schedule. i This is the beginning of the prepara-
tion necessary to convert the s+dent's loans to a payout status.

Interest is pre-calculated and divided between the student and the Office
of Education as applicable.

At the same time a Loan Maturing Letter is prepared listing the stu-
dent's loans and a, suggested repayment schedule.

Following is a detailed description of each field.

KEY INFORMATION

Account Number - The number assigned by the
bank to the student's loan.

Student Name - The first 24 characters,
starting with the last name.

DATES

Note

Grad

CODES

- The original date of the loan's
disbursement.

(Graduation) The student's
anticipated graduation date.

Maturity The date the loan is to be con-
verted to payout.

T - (Type of loan, USAF or FISL.)

I - (Interest Calculation Code)

E - (Eligible or Ineligible Code)

S - (Subsidy Code)
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LOANS MATURING REPORT 3-23

C - (Co-signer Code)

P - (Pledgeable Loan Code)

PRINCIPAL BALANCE

The current unpaid amount of principal balance.

% SUBSIDY

Percentage of the principal which is eligible for the "Special"
Allowance" payment from the. Government.

ELIGIBLE INTEREST

Percentage of the principal balance which is eligible for the 3%
interest payment from the Government during the. Payout period
of the loan.

STUDENT INTEREST (Stu Int)

The student's share of the interest when the loan is converted
to a payout status.

GOVERNMENT INTEREST (Gov Int)

The government's share of the interest when the loan is converted
to a payout status.

NOTE AMOUNT

The total of the principal balance and student's share of interest.

NUMBER OF PAYMENTS

A result of calculating a repayment schedule. The number of
payments necessary to repay the loan.

PAYMENT AMOUNT (Pr* Amount)

Amount of periodic payments needed to repay the loan.
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,f

LOANS MATURING REPORT

ODD FINAL

3-24

Amount of the last payment if it is different from the normal
payment amount.

TOTALS

Loans Matured

The accumulated number of notes being converted to payout.

Principal Balance

The accumulation of principal balances of notes being con-
verted to payout.

Interest Due From Government

The accumulation of the government's share of payout interest,
when applicable.

Interest Due From Student

The accumulation of the student's share of payout interest.

13
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STUDENT LETTER OF MATURITY,
3-25

LOANS MATURING NOTICE - STUDENT LOANS

11541 FIRST NAT1LUL BANK CF OLMTUJI
STUDENT LOAN SEKVILE CTA
BOX A1577 MPLS MN 554B.

r
,ARNINGTON. TERRY L
1404 MINNESUTA
BENIUJI MN 56E61

121=1:1:11

40032 -C

370

14

Date

JAN 26.1-;;;I

a a, ra

RE UNITED STUDENT A10 HAD LOAN 1-31-1571

FET/ERAI INSDFFU STUDENT LOAN 1 -21 -1911
FADER/1i INSLikter 911r3ENT LOAN 1 -01 -1911

500.00
ICGC.00
ICUG.°C

6.4000
7.0000
7.0000

On the Isy dts, yur Guarntd Sturl.nt Bank Lnfsi.rt11 mtur tote must b. ptd in full to c

rnstIment loon I r.ular monthly pyofnts T. ,rl you rn your ducs,on, w lug est you Inii.ct your pr.lrsta

by chc111n1 n f the fellow,no optns, von
it the bttern of Mrs not..., and return it re us im

mdrtly
I order py the muntfs) du. o shown in full

I prefer to consort the rnuntlst du s ,hewn d.. t .n.loimnt loon a
59 monthly wtstolmnts 47.25 and n 1,11.1 telaillialnt 147

with inslylrzt..sc::71;z:,141.32-05-.11..
.moss

24506.00 135.22 JAN 1. 1971N, 7635.72 rTliWin5.0600

Ina unpaid barman may Is pad m NU at any tne and leturttl at M. ununU latant tn.. till In man. 0.ud no the

Rut. it ars
Late Charges an, at ma arlthq Paymant a! IS 00 omen..., rs lass nn any osyrn.nt mil. Ist.1 than 10 days limn Ina Isla

If you bun. Ict.d the ,nstIrndnt loan ptrn d r.pyrnnt, pl." complete the nclosorl Student Infrmtion Show

end mute, it with flits niece s w my airtne3 our rcrds up to dot. re...4,n' your .44r... .n4 mplymnt

If, fro shy rn, you or unl t mt Ithr 1 the Isv pnns, thr rpymnt schdules my I. ,..91-
11 iv you Shuld flys srtutn rrarst it d you ho any oustosns, pl cntct us, ProfrIslY in ..... n fir

wrt1 us on the th,s non.

Az cpvd end r. sot cknwlisriod I o cmpl.t..py of thr nt.c
this day 197 prwr t 5..cut,an of flits rroremnt

SJOENT ,,,Oaoat

136
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STUDENT LETTER OF MATURITY 3-26

A Student's Letter of Maturity is produced by the Service Center in con-
junction with the Loans Maturing Report. (See example on facing page.)
It notifies the student that his loans are maturing in the near future,
lists each loan granted and advises the student of options available with
regard to repayment., The Service Center will suggest a repayment
schedule which will represent. either the minimum monthly payment
available or a five year repayment schedule which ever is less. Student
is requested to indicate his preference by checking one of the two options
available, sign the acceptance at the bottom and return letter to the Service
Center for processing. Should the student desire a different repayment
schedule, he is asked to contact the Service Center or indicate his prefer-
ence on the reverse side of the letter returning it to the. Service Center.

The Service Center will then produce a new Student Letter of Maturity,
and forward to student for acceptance and return.

"Students Letter of Maturity" properly accepted eliminates the need of
an installment note on Federally Insured Student Loans. Upon receipt of
all forms and information necessary maturing loan can then be converted
to an Installment loan.

PLEASE NOTE

In the event the Service Center experiences difficulty in locating a student,
assistance from the Lending Bank will be required.

1
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CROSS REFERENCE LIST 3-28

The Cross Reference List provides a cross-reference of the student's
name to the account number. (See example on facing page.) The loans
are sorted so that they appear alphabetically in columns, so the col-
umns read vertically. Indication is also made as to the number of loans
each student presently has on the books.

The Service Center will from time tb time furnish Lending Bank with an
updated cross-reference list.

The following is a detailed description of each field.

NAME

The Student's Name, last name first, first name and initial last.

ACCOUNT NUMBERS

The number assigned to the Student's loan and an indication of
the number of loans.

ADDRESS

The student's address, indented below the student's name, con-
sisting of two lilies.

v
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TRIAL BALANCE 3-29
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TRIAL BALANCE 3 -30

Periodically the Service Center will furnish the Lending Bank a copy of
the Trial Balance. (See example on facing page.) The Trial Balance
shows current detailed information about each note. The report pro-
vides as nearly as possible all information needed to answer a students
inquiry.

Following is a detailed description of each field on the Trial Balance.

KEY INFORMATION

Account Number The number assigned by the Service
Center to the student's loah.

Student Name The first 24 characters, starting
with the last name.

DATES

Note The original date of the loan dis-
burs ement.

Grad (Graduation.) The student's
anticipated graduation date.

Maturity The date the loan is to be con-
verted to payout.

CODES (See Code Values)

T - (Type of Loan, USAF or FISL. )

I - (Interf.tst Calculatir Code.)

E - (Eligible or Ineligible Code.)

S - (Subsidy Code.) \
. _ \

C - (Converted to Payo tit Code.)

D - (Deferred Code.)

P - (Pledgeable Loan Code.)

1 4 1.
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TRIAL BALANCE

PRINCIPAL BALANCE

The amount of the note.

INTEREST

Rate - Rate of interest by which interest is accrued.

Accrued. - Amount of unpaid'accrued interest to date.

3 - 3 1

Past-Due - Amount of unpaid past due interest to date.
Interest accumulates to this field when a stu-
dent's loan goes beyond the maturity date.

Payout - Amount of unpaid payout interest due from the
government.

Daily - Amount of interest to accrue for one day.

LAST TRANSAC7ION DATE

The date the last 4nsaction was posted to the loan. Thiel

includes internal t ansactions generated by the Service
Center.

TOTALS

Notes - The total number of interim notes. on'file.

Principal Bal - The accumulation of the principal balances
for each interim note.

Accrued Int - The accumulation of the unpaid accrued in-
terest.

Past Due Int - The accumulation of the unpaid past due
accrued interest.

Payout Int - The accumulation of the unpaid payout interlst
due from the government.
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TRIAL BALANCE 3-32

CODE VALUES

Type Code (T)

O - Invalid
1 - FISL (Federal Insured Student Loan)
2 - USAF (United Student Aid Fund)
3 thru 9 For State Guaranties

2. Payout Interest Calculation (I)

O - Invalid
1 - Student Pays 3% - Government Pays 3%
2 - Student Pays 6% - Government Pays 0%
3 - Student Pays 4% - Government Pays 3%
4 - Student Pays 7% - Government Pays 0%

3, Eligible/Ineligible Code (E)

O - Invalid
1 - Student Eligible for Government Interest
2 Student Ineligible for Government Interest

4. Subsidy Code (S)

O - Invalid
1 - Loan Subsidized
2 - Loan Not Subsidized

5. Co-Sign Code (C)

O - Not Applicable
1 - Co-Signer
2 - No Co-Signer

6. Deferment Code (D)

0 - Invalid
1 - Additional Education
2 - Armed Services
3 - Peace Corp
4 - VISTA

7. P Code Not applicable at this time
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RECAP REPORT 3-36

;The Service Center will furnish the Lending Bank a copy .f the Recap
Report weekly for it's information and control. (See exa ple on facing
pages.)

The report has four major sections.

1. Balance & Control
Z. Information Totals
3. Posting Date Control
4. Output Control

Balance,Control

The Balance Control section provides for the control'of in-
put transactions, principal outstandings, accrued interest
outstandings, past due interest outstandings, and payout
interest outstandings. It also provides the Lending Bank
with the necessary information to update its general ledger,
accounts.

Information Totals

The Information Totals section provides the Lending Bank
with total information consisting of various groupings of
loans accumulated. Totals are shown for eligible and in-
eligible loans in all cases.

Posting Date Control & Output Control
4. Posting Date Control and Output Control sections are for

the Service Center use only.

1 4 G
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MONETARY AND STATUS TRANSACTIONS 3-37

' From

ADVICE OF MONETARY AND STATUS TRANSACTIONS

Name of cond,"q Bank r Landeri ID Numb.,

To. Student Loan Servicing Center rm

Re
S7,10; :t s Nan.

STATUS CHANGE I

CHANGE NAME

CHANGE ADDRESS

CHANGE SCHOOL

Ci t

Name

CHANGE ANTICIPATED DATE OF GRADUATION

ENROLLMENT STATUS CHANGE Graduated

DATE ENROLLMENT STATUS CHANGED

LA.

Z. Code

mann,

Ei Withdrew Deceased

DaY

Year

Other

MONETARY CHANGES I

ACCOUNT NO

Amount

Apply To Principal. S __ Date Recewed
Amount Mo Day Yr

Apply To Accrued Interest. S

FOR'SERVICE CENTER USE ONLY I

ANK

I

F36 103N5 1.13

OW, NO. TotAN CO

By
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MONETARY AND STATUS TRANSACTIONS

Status Transactions

3-38

Status transactions represents changes in the students fixed in-
formation or educational data. Any changes received by Lend-
ing Bank should be reported to the Service Center on the form
provided. (See example on facing page.)

Status transactions include changes in:

Name
Address
School
Enrollment
Graduation Date

Monetary Transactions

Monetary transactions represent any monetary changes in prin-
cipal and interest effecting a students loan. All such payments
received by the Lending Bank must be reported to the Service
Center on the form provided for 'entry into the Servicing System.
(See example on facing page.)
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PAID INTERIM; NOTES REPORT 3-40

Periodically the Service Center will furnish the Lending Bank a copy of
the "Paid Interim Note Report".

This report is generated for eligible notes that go to zero principal bal-
ance and for ineligible notes that go to both zero principal and zero in-
terest balanced. This report a so provides the Lending Bank control
in returning notes which are pal in full during the interim period.

KEY INFORMATION

Account Number - The number assigned by the
bank to the student's loan.

Student Name - The first 24 characters, start-
ing with the last name.

- Student's street address.Student Address

City, State, Zip

DATES

Note

Paid

CODES

- The student's city and state
address s.nd zipcode.

- The original date of the loan's
disbursement.

- The date the note.was paid.

T - (Type of Loan, USAF or FISL.)
I - (Interest Calculation Code. )
E - (Eligible or Ineligible Code. )
S (Subsidy Code.)
P - (Plecteable Loan Code.)

ACCRUED INTEREST - Accrued interest due or over-
paid.

150



2
1
5
5
5
1

S
T
U
D
E
O
 
6
6
A
N

F
I
R
S
T
 
S
T
A
T
E
 
M
A
,
R
 
A
7
.
Y
t

S
T
.

2
0
9
'
,

'
9
1

7
7

.
.
 
N
A
M
E
 
C
 
A
D
D
R
E
S
S

L
O
M
E
,
 
7
0
7
1
6
3
7
7
 
C
T

0
7
,
1
7
0

'
,
A
T
E

S
A
N
R

P
A
G
E

0
4
-
0
4
,
6

0
0
0

P
R
/
,
 
,
1
6
.
6
1
.

B
A
L
A
N
,
E

1
2
0
0
 
O
T
T
.
.
 
o

m
R
6
5

M
C
'
.
,
A
.
S
O
N
,
 
A
R
,

2
5
0
6
 
6
6
.
 
L
I
.
M
A
N

6
S
.
1
R

T
O
O
T
 
7
-
;

0
7
-
0
2
.
.
7
6

0
6
-
-
 
I
-

1
.
6
1

.
2
7

s
m
a
t
.
.

1
.
0
2
0
1
0
0
.
0
0
0
6

1
.
5
1

1
,
2
1
0
-
4
0
0
0

T
o
D
P
,
 
L
A
R
R
Y
 
o

,
^
o
N
4
-
1

6
6
,
1
,
1
-
7
5

A
I
B
O
T
T
 
w
E
s
T

7
,
1
6
6
 
2

.
9
4

6
3
0
.
0
0

m
P
L
S

M
N

5
5
6
6
.
,

.
9
6

6
5
0
.
0
0
.
6
6

N
E
L
S
n
N
,
 
T
E
R
R
Y
 
:

7
1
,
9
9
-
1

0
6
-
1
I
-
7
5

A
2
.
3
n

S
T
A
R
 
R
0

7

C
O
L
M
T
2
A

M
D

5
2
2
3
1

2
.
3
0

1
,
5
0
0
.
6
V
.
.

A
.
1
1
4

3
,
6
4
0
.
0
0
6
,
x



152

INTERIM LOAN PAST DUE REPORT 3-42

The Past Due Report is prepared weekly with a copy furnished the Lending
Bank by the Servi^e Center.

This report is generated on all loans that have gone beyond the maturity
date and have not been converted to a payout status.

KEY INFORMATION

Name and Address

Loan Numbers

Maturity Date

Days Past Due

Past Due Interest

Principal Balance

- Student's name and most
current address.

- Account number assigned to
student by the Service Center.

Last day of the grace period.

- Number of days from maturity
date to date of report.

- Interest accrued from maturity
date to date of report.

- Principal balance still owing
on student's loan(s).
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NEW LOAN REPORT 3-44

The New Loan Report is prepared monthly with a copy furnished to the
Lender by the Service Center.

This report is produced for all new loans going on the system during the
month. The report identifies each individual note as well as the total
number of notes and total principal balances during the period.

KEY INFORMATION

Name and Address Student's name and current
address.

Loan Number The account number assigned
to the student by the Service
Center.

Note Date The date funds were disbursed.

Maturity Date The date the note is, due
including grace period allowed.

Principal Balance The face amount of the note.

Interest Rate

Eligible Code

Subsidy Code

Calc Code

I ti

The interest rate that applies
to the note.

- Eligibility for Government
Interest Benefits.

Eligibility for Special
Allowance.

Payout interest calculation
code.
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LOAN PROCESSING PROCEDURES

NEW LOANS IN HAYOU T STATUS

4 -1

When the Student Loan Servicing Center has completed the negotiation of
a satisfactory repayment schedule with the borrower, his loans are auto-
matically converted into .a single payout installment loan on the Service
(":irt'r'o, Installment Loan System.

CONFIRMATION

A confirmation .form is produced for all 'existing payout loans and new ..
loans entering payout status. The confirmation is forwarded to the
borrower to confirm hi, understanding of the terms of the loan. (See
example on facing page.)

COUPON BOOK

As loans are transferred to the Installment Loan System, a coupon book
is prepared and mailed to the borrower. The book consists of one
coupon for each installment, a change of address form, and a loan inquiry
form. The borrower is instructed to enclose the appropriate coupon with
each remittance to be forwarded directly to the Loan Servicing
Center. (See example on facing page.)

LOAN INQUIRY COUPON

This coupon is included in each payment book for borrower's use to
inquire about additional loans. (See example on facing page. f When
received by the Student Loan Servicing Center, it will be forwarded onto

'the lending bank for its consideration.
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LOAN PROCESSING PROCEDURES 4-2

CONFIRMATION MSUALSLDILA
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DELINQUENT NOTICES 4-3

J 16553 LATE NOTICE INSTALMENT LOAN
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COLLECTION PROCEDURES

PAYMENTS

4-4

Payments received will normally be posted to each borrower's account the
same day. The lender's correspondent bank account will be credited on a
weekly basis for payments received with appropriate advice and copies of
the cash receipts journals forwarded to the lender.

LATE NOTICE

On the tenth day of delinquency a late notice is produced and forwarded to
the borrower. This notice includes permissable late charges and reflects
the total amount due. (See example on facing page.)

FINAL NOTICE

On the twentieth day of delinquency a final or second notice is produced
and forwarded to the Student Loan Servicing Center collection division for
action. Dependent on individual account experience (frequency of delin-
quency, etc.) the collector determines whether the notice should be mailed
or if a personal follow up is more appropriate. (See example on facing
page.)

PERSONAL FOLLOW UP

On the twentieth day of delinquency personal follow up will be implemented
and continued at five day intervals thereafter. All collection procedures
will be employed which.are consistent with normal collection practices.

LATE CHARGES

Late charges as permitted by law will be assessed for failure of a'borrower
to pay all or any part of an installment within ten days after its due date.
Payment of late charges may be waived at the discretion of the Lender or
the Service Center. All late charges collected will accrue to the benefit
of the lender and credited to its account periodically.

EXTENSIONS

The Student Loan Servicing Center reserves the right to allow extensions
consistent with the regulations which may be necessary for orderly liquid-
ation of a loan. There may be occasions when the lender is asked by the
borrower to permit extension of a payment., If this occurs and the lender
is satisfied that the request is Valid, details will be reported promptly to
the Service Center by the lender in writing:
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COLLECTION PROCEDURES

REFINANCES

4-5

Any request for .refinances to increase or reduce payment schedules
should be referred.by the lender to the Student Loan Servicing Center.
This is necessary to maintain proper control of the account and insure
that a tefinance conforms to the regulations and does not jeopardize any
claim rights under the insurance.

DEFERMENTS

Requests for deferments will be handled by the Student Loan Servicing
Center. Upon receipt from borrower of acceptable proof of eligibility
for permissable deferment the Service Center will reconvert the Install-
ment Loan to the Student Loan Interim System on an individual interim
note basis.' The center will then continue to bill the government for
interest benefits for the period of deferment. At expiration of the defer-
ment period the notes will be again converted and serviced in a payout
status.

CLAIMS

Acting as agent for the lender, the Student Loan Servicing Center will file
death and total disability claims upon receipt of official evidence of death
or required medical evidence of total disability. Default Claims will be
filed when it is reasonable to conclude that the borrower no longer intends
to honor his obligation and failure to repay persists for 120 days in the case
of a loan repayable in monthly installments or in 180 days in the case of a
loan repayable in less frequent installments.

\\ 1
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MONETARY TRANSACTION ADVICE 4 - 7

,J6, ns STUDENT LOAN INSTALLMENT LOAN - MISCELLANEOUS
MONETARY

ni,t
714

:..1-3,7111 .4I

TRANCO colas TRANCO CREDITS REMAN

5514 : 7716 Apply to loan balance

5507 7707 . Apply to late fees

-',-

TOTAL

'
I

I

I

.4 . III 3 G. Nl
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COLLECTION PROCEDURES

PAYMENTS RECEIVED BY LENDER

4-8

There may he occasions when the borrower will make payments to the
lender. When this occurs, the lender will retain the payment and late
fees if any, and prepare a monetary transa,tion form to be forwarded
promptly to the Service Center. (Se example on facing page.)
Borrowers should however be encouraged to remit payments directly to
the Student Loan Servicing Center.

The monetary transaction form is self explanatory, however the following
explanations of certain information may be helpful:

Date - This is the date the lender received the payment
Dealer No. This Is th number assigned to the lender by

the acrcice Center
Account No. - This is the borrowers account number

Enter the amount received in the credit column opposite the appropriate
tran code:

Trancd 7716 - Credit to Loan Balance
Trancd 7707 - Apply to Late Fees

RETURN ITEMS

There may be occasions when a check the lender accepted in payment on
a borrower's loan is returned and the lender may nut be able to recover.
Should this occur, prepare a monetarytransacijA th,
previous credit to the borrower's account and forward promptly to t;:e
Service Center . (See example on facing page. )

Enter. the amounts to be charged back to the account the debit ,olumn
opposite the appropriate tran

Trancd 5514 Debit Loan Balan, e
Trancd 5507 - Debit Late Fees
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LOAN INDEX 4-10

This report will be produced for each existing payout loan and new loans
converted to the Student Loan Service Center Installment Loan System
and will be forwarded to the lender. It provides the lender with a com-
plete record of each loan in a payout status, and if filed alphabetically,
serves as a cross reference for all reports in account number sequence.
(See example on facing page.)

CONTENTS

Column headings on the report are for the most part self-explanatory,
however, the following detail clarifies certain headings uded which may
be of interest to the lender. Most of the other areas are used by the
Service renter for interest billing and collection procedures.

COLUMN HEADING BRIEF DESCRIPTION

DEALER NUMBER Bank number assigned to lender

FREQ Frequency - payment schedule
code (only one applicable to
student loans) 1. Monthly

AMOUNT OF NOTE Principal plus student's share
of interest

DISCOUNT Interest due from student

LIFE INSURANCE - Interest (partial subsidy) due
from government

NET PROCEEDS Disregard amount in this field

4
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TRIAL BALANCE 4-12

'This report is produced .end forwarded to the lender monthly. The re-
port ,s ,n a. L,,unt scilticn,-,. and ,-ontams two lines of information
per a. count. (Se example on facing page.)

PURPOSE

Provides a complete listing of all active accounts, printed with totals.
The trial balance is designed to handle the greatest percentage of inquiries
about an account as well as being a reference point for such use as
quoting rebates for accounts. To support the information shown on the
trial balance during the course of the month, a cash receipts journal. is
produced daily, updating pertinent information on accounts which have
had activity. The cash receipts journals are forwarded to the lender on
a weekly basis.

CONTENTS

Column headings on the report are for the most part self explanatory
however the following detail briefly explains certain headings used which
may be in question and of .nterest to the lender.

COLUMN HEADING BRIEF DESCRIPTION

DEALER Bank number assigned to
lender

'PURPOSE First two digits pekcentage
of loan eligible for interest
benefits (partial subsidy)
Second two digits percentage
of loan eligible for special
allowance

PY SCH

LATE CHGS PAID

LT CIIGS WAIVED

- Payment Sc hedule Code (only
one applicable to student
loans)
1. Monthly

Amount of late charges'
collected by the Service
Center for credit of lender

Amount of late charges waived
by Center or Lender or col-
lected and retained by Lender
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TRIAL BALANCE

COLUMN HEADING BRIEF DESCRIPTION

4-13

10-29 - Number of times 10 to 29
days past due

30-59

60+

AMOUNT OF NOTE

DISCOUNT

LIFE INSURANCE

DY REBT CHANGES

UNEARNED AMOUNTS

DISCOUNT

LIFE INSURANCE

TOTAL

DT LAST MONETARY

DT LAST STATUS

- Number of times 30 to 59
days past due

- Number of times 60 or more
days past clue

- Original principal plus
students share of interest

- Original amount of interest
to be paid by student'

Original amount of'interest
due from government

The day of the month the
next rebate amounts become
effective

- Amount of current and next
unearned interest dtit from
borrower

Current and next unearned
interest due from government

- Current and next total of un-
earned amounts

Month and day of last mone-
tary transaction.

Month and day of last status
transaction
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TRIAL BALANCE

COLUMN HEADING BRIEF DESCRIPTION

MT

FLAG

4-14

Type of last monetary trans-
action
P Payment
D Miscellaneous debit
C Miscellaneous credit
R Payment reversed

Accoftnt Flag
G1 Special allowance
G2 --Interest benefits
G3 Both special allowance

and interest benefits

. TOTALS

DEALER TOTAL Lender's number of accounts and the accumu-
lation of outstanding balances.

BANK DISCOUNT Total of all rebates e. g. unearned interest.

AMOUNT OF BALANCE SUBSIDIZED - Total amount of principle
balances eligible for Special Allowance.

AMOUNT OF BALANCE ELIGIBLE - Total amount of principle
balances eligible for interest benefits (partial subsidy).

TOTAL ON FISL - Total amount of principle balance outstanding
on Federally Insured Student Loans.

TOTAL ON USAF Total amount of principle balance outstanding
on United Student Aid Funds Loans.

TOTAL ON SAGY - Total amount of principle balance outstanding
on (State Agency) State Operated Student Loan Programs.
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CASH RECEIPTS JOURNAL 4-16

This report is produced daily and forwarded to the lender weekly. The
report is account number sequence and provides a detail listing of all
monetary transaction activity which supplements the trial balance be-
tween trial balanc runs. It shows the action taken on each transaction,
balances after updating, and a picture of the next installment due. The
cash receipts journal evidences the credits and debits made to the
lender's account for payments and late tees received.

CONTENTS

Column headings on the report are for the most part self explanatory,
however, the 1,..1.1owing detail briefly explains certain headings used

h may be in question and of interest to the lender.

COLUMN READING

CONTROL

DEALER-ACCOUNT NO.

BRIEF DESCRIPTION

- Lender number and borrow-
er's account number

NAME The first nine letters of the
borrower's last name

CURRENT TRANSACTION

TRAN CD - 7713 Payment received by
Center

7716 Payment received by
Lender

LATES

OWING - Amount of charges owing

PAID - Amount of late e harges paid

WAIVED - Late charges received by
Lender or waived by Service
Center or Lender

1
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CASH RECEIPTS JOURNAL

COLUMN HEADING

LA TES

HISTORY

4-17

HRIEF DESCRIPTION

10-29 Number of times-the loan
was 10 to 29 days late

30 -59 Number of times the loan
was 30-59 days late

60 1- Number of times the loan
was 60 days or more late

TOTALS

Prey - NBR Total number of payout loans serviced prior to
posting

NBR - NL - No. of new loans going on system this day

NBR Adj - Number of adjustments this day
NBR - Pd - Number of loans paid in full this day
New - NBR - Total number of payout loans serviced after postilig

NBR Diff - Difference in number being serviced
Prey - Amt - Total outstanding balance of loans serviced prior

to Posting
Amt - NL Amount of new loans processed this day

Amt - DR - Total of all debits posted by Service Center
Amt - DLR DR - Total of debit advices received from Lender

Amt CR - Total amount of payments received by Service Center

.Amt - DLR CR - Total amount of 'payments received by Lender and/or
rebates on unearned interest

New - Amt Total outstanding balance of loans after posting

Amt - Diff Not applicable
Lt - WVD - Total late fees collected by Lender or waived by

Service. Center or Lender
Lt - PD - Total late fees received by Service Center

Misc DR Total of miscellaneous debits posted

Misc CR - Total of miscellaneous credits posted
Lt - Assd - Total late fee assessed during this days processing

ADJ. - DR - Total amount of debits initiated by the Service Center

ADJ. - CR - Total amount of credits received directly by the

Service Center

The formula for arriving at the total amount of money due "Lender" is:

Lt-PD less ADJ-DR plus ADJ-CR = Total Amount Due Lender
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DELINQUENT ACCOUNTS REPORT 4-20

This report is produced weekly in account number sequence and contains
three lines of information per account. It provides a detail report on all
accounts 15 days or more past due. In addition, it is used to report pay-
ment activity on delinquent accounts and accounts which have become past
due since the last complete delinquent report. (See example on facing
page.)

CONTENTS

Column headings on the report are for the most part self explanatory,
howeVer, the following detail briefly explains certain headings used which
may be in question and of interest to the Lender.

COLUMN HEADING BRIEF DESCRIPTION

PURPOSE First two digits percentage
of loan eligible for interest
benefits (partial subsidy)
Second two digits percentage
of loan eligible for special
allowance

10-29 Number of times the loan was
10-29 days past due

30-59 Number of times the loan was
30-59 days past due

60+ - Number of times the loan was
60 days or more past due

MAT DT - Month and year of maturity

AC FLG Account Flag
G1 - Special allowance
G2 Interest benefits
G3 Both special allowance

and interest benefits

PYM Number of payments paid
direct to Lender

LATES WVD

,174

Late charges paid direct to
Lender or waived by Service
Center or Lender



177

ACCRUAL REPORT 4-21

1 7 5



178

ACCRUAL REPORT 4-22

This report is produced monthly and provides accrual figures for interest
due from borrower and government. It summarizes the amount of interest
earned during the month based on the 78th's method. The line headed
"Disc" is utilized to reflect the accruals of borrower's interest. The line
headed "Life" reflects the interest accrual on loans. eligible for partial
subsidy (interest benefits) due from the government. (See example on
facing page.)

CONTENTS

COLUMN HEADING

PREVIOUS UNEARNED

CHARGES ON NEW LOANS

REBATES

ADJUSTMENTS

CUMULATIVE UNEARNED

CURRENT EARNINGS

BRIEF DESCRIPTION

- The unearned interest of all
loans now on the file as it was
on the first day of the month

Total interest due of all new
loans converted to payout
during the month

Total unearned interest re-
bated during the month on
prepaid loans

Any adjustments, made during
the month

Unearned interest at end of
month

- Interest earned this month

CURRENT UNEARNED - Net unearned interest at
month end

1'7t)
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PAID ACCOUNTS REPORT 4-24

This report is produced daily in alphabetic sequence, and forwarded to
the lender weekly. It provides a listing of all paid-in full accounts for
use in the internal bank functions such as releasing of notes to borrower.
(See example on facing page.)
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TAX INFORMATION 4-25

This tax notice provides borrowers with inte.re-S:t charges for incometax
purposes. It is produced annually for all active accounts. When a loan
is paid up during the Course of the year, this notice is produced for that
account on the day it is paid off.

These tax forms will be forwarded to the lender for distribution to their
student loan borrowers. (See example below. )

1655A TAX INFORMATION INSTALMENT LOAN

IN .)RDER ASS,'" N"H TAX RFuRN. NE ARE PR3,C, NG THIN ,N...,.HAAT -R hiT A_

',ENT LOAN. Mn ;,ENT 7.-,N.,ENN,N: 'HE 7.A. 7 . A, 7N A TAX E/EDJG,,N ',6.L9 RE AN.CENHEZ, v k TAX

ACCOUNTANT ,;/4 THE N,ERNA, APEN-E
Y`f Mc,

r- 7

L _J

1 7 9
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. , C "4 .'7 p p

flonorable Lloyd Bentsen
rnited.!7ttos Senator
912 Federal Duilding
Austin, Texas 787(l

Pear Senator Bentsen:

1S2

February 7, 1075

A A, -Au al

F6closed is a letter that I received .rom the HEW relative to the funding system
we are ',gin.; for federally insured student loans. Also enclosed are copies of a
letter from "r. Kohl to our bank, my on 1 answer, and a letter which I requested
fror "r. Fo,11 by telephone. AlthowhOis situation concerns no for the benefit of
ry c,mpInv, I am even more concerned for the state of affairs under the Federally
insured ::taunt lean Program.

The Federally Insured Student Loan Program is now approaching a $7 billion program.
Default rat.7s are extremely high and the entire program has been fraught with
problems since-its inception. Instead of attacking the real problems, the Depart-
ment of Health, Education and Welfare has continually "nit-picked" items such as
the long dtatance lending program as is discussed in the enclosed letters.

To bee.in with, the-Office of Education does not have the authority to decide which
students do ar.. which students do not get federally insured student loans. Legis-
lation provide: Heat any student who is enrolled in good standing, at an accredited
institution on at least a half-time basis and is a citizen of the rnited States may
be eligible for the loan. It also provides that the bank or lender, whoever that
may he, will rake the decision as toAghether or not to one of the loons.
Since there is no provision for direct control, the HEW continually tr,.en to regulate
by Innuendo as opposed to specifics. This is where the real problem begins. one
of Ow primary purposes of the loan was to qualify students who were unable to obtain
credit due to their age, background, and lack of berrowin.; history to borrow money
to :urther their education. This, in turn, would take the strain off the Mavern-
ment for grants and loan money and\ynlv the problers relative to paying the guarantee
would remain. However, since the current default rate is high, the VFW continually
clairs that banks did not use dun diligence in making the loans (the whole purposo
of the guarantee is to provide credft for people who otherwise could not obtain
credit) or aid not use due diligence in collecting the loan. The VFW has never
provided specifics relative to defining doe diligence. Pence banks and other lenders
sit?lv shy away from the loan because of its low yield, its high administrative
expen,:e, and the problems relative to whether or not the guarantee is really a
guarantee.

1 8
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February 7,1975
Page lwo

hr l: has continually claimed that thee loans .sh,uld made by banks "for the

good of the country" and should not be looked upon al "vonev makini." loan';. ,hey

refuse to accept the fact that their regulations, and moreover their innuendos
alluding to what may be interpreted from the regulations, cause the administrative
costs to be three and four tires as high as the administrative costs on other loans.

The bank cannot have a known interest rate going into the loan since the only thing

the }{11 will guarantee is a 77, yield. The maximum a bank could expect would be 07

which in recent history would he far below the necessary yield, especially considering
the high administrative cost. The method of picking the interest rate between 7 and

1C'T has been admittedly a "dart throw". Banks simply do not make loans based on

"guesstimates" of future interest.

The innuendos and veiled threats re7.ati.,,, to the guarantees have continued to decrease
the number of outlets for federally insured loans and have left the loan with abso
lutely no credibility from lending institutions. The only institutions that will
make these loans are those that do it under pressure. The pressure may be from

individuals who have large accounts at the hank (hence the student doesn't need the
loan any way) or the pressure may be from the school itself. Laws are written which

prohibit points, premiums, or other incentives to be given to the hank (by the school)

for raking such loans. Since the 11KW knows that, in fact, these loans do have an
unpalatable yield, banks that do make the loans are automatically suspect. The only

way a hank could make mon.v out of this type of loan is to do it in mass volume so .

that they can have specialists who develop procedures to a Eine science. Yet when

this is done, the EFW accuses the schools and banks of having an "arrangement" which
is automatically insinuating that they are not following regulations, even though
all business done anywhere in the United States at any time is by "arrangement".

If, in fact, it is the Government's inuntion to eliminate the federally insured loan,
I think it wouldbe well that the Government foret'arn thole who ram desire to parti

cipate in this program. lf, in fact, it is the Government's wish to make the loan a
credit lean, then why not remove the guarantee anyway, Students who have credit could

get the loan to begin with. The original act was passed knowing that defaults would

occur. These defaults were theoretically to he considered the same as a grant for
those students who could not make tie payments. If, in fact, the defaults were not to

be grants, then strict rules for collection should he proposed for legislative action.
The banks and other lending institutions should not he told on the one hand that they
are to help the country by helping educate its youth, and on the other hand if they
do they run the risk of having their guarantee revoked because of lack of "due dili

gence".

If the Government truly wants to collect the past due defaults, it could do sb through

18i
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February 7, 1975
Page Three

the Internal Revenue Service, or the Social Fecurity System. Eoth of these

entities provide vehicles wherein students who default for n valid reason (did
not let whit they paid for and were not capable of upgrading her income level)
would pay back the default anywa out over a much longer period than students who
defaulted simply because they knew they could bilk the Government that way. Anvers
to why this couldn't be clone have ranged anywhere from "Arc you kidding, two agencies
of thell. S. Government work together" to the IRS saying "There is no room on our
forms to provide collection data". With several billion dollars at stake, I cannot
understand the Internal Revenue Service refusing to reprint its forms (no matter
what it costa) if this simple revision is all that is necessary to accomplish the

As you can see from the enclosed letters, we participate in this program in a
relatively small way. One of our competitors has used up to 5120 million worth
of federally insured loans. This school and others have in effect carried their 4
oun guarantee and have not submitted some of their paper in order to keep gond
relations uith the Government and with the banks. However, due to the fact that
the UE4 cortinually cuts off each lending source by one vehicle or another, the
carh flow for all. schools, whether :hey be proprietary or university level, is
going down. This has the three-fold effect of (1) eliminnting a nuaer of tdu-
cational irstitutions when, in fact, we need more educational institutions, (2)
causing these institutions who Are Left to he so tight on roney that they cannot
afford to rrovide a quality education, and (3) just an important, the threat of
massive defaults in the range of hundreds of millions of dollars to he returned
to the Government for self preservation of schools involved.

I have sorted as a Consultant to the Coranissioner of Fducntien en the Federally
Insured Lora Program for the past year. One of our Toard rerhers Alr,o served es
ene of 6,7.ven Consultants to the Commissioner of education on federally insured
loans for the pant year and current!), serves on the Advisory Council of Finrneial
Aid to Su:tents of the Office of Education. Cur Financial Aid Officer serves on
ram, state, regional and national financial aid advisor committees. Yet the Fry
continually admits "Yep, we got a problem" but doesn't do anything about it while
the "problem" that they are relating to grows by more than a billion dollars per
year.

There are several very simple things that would make the program work, They are

as follows:

1. Increase the interest rate of the loan to entice lending institutions to
consider this a favorable alternative, and make the interest Fluctuate with the
times on an established formula compatible with the banLing Industry so that hanks
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wool,1 not liar,. to guess nt their future li4uldity.

2. Ineert the federally insured loan in the capital adequacy section of the

b4n:dm' labs so that these laws would benefit the banks.

3. Prov;di strict guidelines for servicing procedures and make them to conform

to nor.al lark and installment loan procedures.

t-'er
system wherein the stu:vnt pays interest or at least small principle

in school and irredittely therafter co that he cannot later claim

t
the cevetument vas ,sivlap Lin a grant. This would also give the

r,,, rd ei the student's p. sr hahit, and opportunity to work with hit
he:o:i It e:f. out of school. The bank would have no more than one month lnp time

botoro overing that a student has changed his address. rnder present regulations

cent,,ot wish the student is difficult to maintain since his nonpayment status spans

the Imth of time he is in school in addition to nine month,: thereafter.

5. !:egotiitc an arrangement with the IRS or Social Security Fystem which would

Le retroacsive and thus eventually collect all claims turned in by the hanks.

6. Pay cl,ims Itmediately upon verification of meeting the due diligence require

ment:1 ar sYecifically outlined.

Me oho, mn)d clirinate the need for any school to make ,rrangements with lynd`ng

in4,tirutiois :rod would rerbve the mountains of claims. It would also furnish an

rethod of financing education for tto country's youth, ns well as those IAA,

near, rotrainin!:. rducation cannot be used as collateral and cost educational frsti

tution'. at. inherently poorly financed. Thus, the availability of funds for student

fimolcing Is the only way to make sure that educational institutions themselves

survive without core and more federal assistance.

The ,:hove Iita is important to me both an a husine5a mac sod as a citizen of the

initcd States interested in fairness to our tarpm.ers and education of our youth.

I will Fe ;Ind to meet with you and talk shout alternatives and work with you in any

way possible to get the proper chunges made. It is important to our country from a

financial Viewpoint, as well as an educational viewpoint.

Yours very truly,

B. B. Elkins,

President
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February, 1975

Student Loans and Bankruptcy

The growing default rate of student loans is a matter of considerable

concern to everyone interested in student loan programs. Much thought has

been given to ways and means of improving the
default rate but it is a difficult

problem to deal with because it may well be related to such matters as social

climate, campus attitudes and other hard to define, hard to measure factors.

There is one part of the default problem, however, that could he dealt with

effectively through legislation. That is the matter of bankruptcy.

While it is true that, so far, only a small proportion of student loan

defaults are attributable to bankruptcy procedures, this proportion is growing

rapidly as more and more student loan horrowers
become aware of the availability

of the bankruptcy route. Unless steps are taken to close this loophole, the

bankruptcy problem could grow to a point where it might seriously damage and

possibly destroy the student loan programs. If this were to happen, it would

have disastrous consequences to the overwhelming majority of student loan

borrowers who are conscientious and want to meet their moral and legal student

loan obligations.

United Student Aid Funds, as a not-for-profit, tax exempt organization

with the sole function of helping students borrow money for higher education,

is much concerned with the bankruptcy question as-it pertains to student loans.

United Student Aid Funds is the only private guarantor of student loans operating

nationwide. It also is the administrative agent for the student loan programs

of several states. Since it began its operations in 1960, United Student Aid

Funds has guaranteed more than 500,000 student loans totaling about $400

millions.

Because of our deep interest in student loans, we have prepared a paper

on the subject of student loans and bankruptcy. We are pleased to enclose a

copy and will be glad to supply additional copies upon request. ftie hope you

will take the time to read this paper and,
if yott share our view, do what you

can to help achieve legislative action.

CWVM:ms
Enclosure

Charles W. V. Meares

President

18
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UNITED STUDENT AID FUNDS, INC.

Student Loans and Bankruptcy

A matter of considerable concern to all those interested in

keeping student loan programs alive and thriving is the default rate.

It has risen to a level, particularly where the guarantor is the Federal

government, that would have been unthinkable a few years ago. Even in

the private and state sponsored programs, the default rates are much

hiigher than they used to be, although they are considerably lower than

the Federal rate. For example, United Student Aid Funds, the only

private guarantor operating nationwide, is currently having to buy as

"defaulted" about 6% of its matured paper. While this is well below the

Federal level of between 14% and 18% (exact figures not available bUt the

Office of Education has publicly stated this is the range), it is still

considerably higher than it was a few years ago.

The increasing awareness of the default problem is causing

strenuous efforts tO be made to prevent defaults iq the first place and to

pursue vigorous collection practices after they hve occurred. The latter

includes an increased use of professional collection agencies. Lamentably,

more and more defaulters are frustrating these efforts by seeking the haven

of bankruptcy. Thus they can entirely avoid repayment of the student loans

that enabled them to attend college and other institutions of post-secondary

education (vocational schools, etc.). In most cases, this is obviously a

gross misuse of the bankruptcy laws. If it is allowed to go on, it could

very seriously damage all student loan programs, as practically any student

just emerging from college with a burden of student loan debt can demonstrate

that his liabilities exceed his assets and thus can avail himself of the

186
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privileges of bankruptcy. We don't have any figures for the Federal

government but for United Student Aid Funds the facts are as follows:

85% of our defaulters who take advantage of the bankruptcy route do so

within three years of getting out of school. It is apparent, therefore,

that such bankruptcies are produced by the student loans themselves and

not by the hazards of business undertakings or other circumstances

normally contemplated by the bankruptcy laws. We have seen many cases

where student loans represented more than 90% of a bankrupt's liabilities;

60% to 70% is commonplace.

Because this increased misuse of bankruptcy has troubled a great

many people, there have been suggestions from several quarters that the

bankruptcy laws be amended to except student loans from the usual discharge

provisions of such laws, at least for a five-year period following cessation

of studies, The Commission on the Bankruptcy Laws of the United States was

sympathetic to these suggestions and incorporated such a provision in their

proposed revision of the laws submitted as part of their official report

which they made in July, 1973.' On October 9, 1973, Represpntatives Edwards

and Wiggins of California submitted to the House of Representatives H.R. 10792,

a revision of the bankruptcy law, modeled on the Commission report, which

included in Sec, 4-506-(a), a provision excepting from discharge "(8) any

educational debt if the first payment of any installment thereof was due

on a date less than five years prior to the date of the petition and if

its payment from future income or other wealth will not impose an undue

hardship on the debtor and his dependents." A companion bill in the Senate

contained the same provision.

18
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In view of the more-or-less universal handwringing that has been

going on over the abuse and misuse of the bankruptcy laws by students, one

might expect that this proposed provision in the revised law would meet with

general enthusiastic acclaim. Strange to say, this has not been the case.

True, there has not been, so far, concerted opposition, Emit neither has there

been much whole-hearted support. The typical reception might be described as

"damning with faint praise." In some quarters, where strong support might

have been expected, a hands-off position of neutrality seems to be developing.

Without vigorous support, Congressional acon may well not be forthcoming.

Why hasn't the proposed change generated greater support? The

principal reason seems to be a reluctance by a number of people to add to

the already long list of "exceptions from discharge" and the feeling that the

change would create two classes of creditors: first class and second class.

The argument goes "Why should a lender who provided funds for college tuition

he paid in full while a lender who provided funds for the purchase of an

automobile to enable the student to get to college is forced to accept perhaps

as little as 5 cents on the dollar, or even nothing?"

The counter-argument, of course, is that a proper distinction can

and ought to be made between student loans and other kinds of loans. Student

loans are made at low rates of interest and represent, at best, a non-profit

endeavor for the lender. Mostly lenders lose money on them but are willing

to make them solely because they serve a very worthy purpose for the public

good. Other kinds of loans are usually made at much higher rates of interest

which allow not only a profit margin but also a margin for loss. There are
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two principal arguments for excepting student loans from bankruptcy dis-

charge, one being the low interest rate and the non-profit nature of the

lenders' operation. The other is that anyone lending money to a student,

who has no collateral and no earnings, is obviously doing so on his faith

in-the student's future earning potential. The student knows this, enters

into the arrangement voluntarily on this understanding and, therefore, should

not be entitled to relief except in cases of real hardship. And even hardship

should usually be a reason for postponement, not for forgiveness.

In our view, the present law is unwittingly creating an intolerable

situation. Bankruptcy was never intended to provide an escape hatch for

student loan borrowers who quite knowingly mortgage their futures, futures

which are usually much brighter financially as a result of the mortgaging.

While so far the great majority of defaulters are not filing for bankruptcy,

the practice is growing and represents a considerable threat to the integrity

ef
of the entire student loan program. With inflation, the larger families of

the post-war years and the rapidly rising costs of education, all the signs

point to a greater need than ever for student loans. It would be a national

disgrace if our inability to close the bankruptcy loophole should lead to

the debilitation and perhaps abandonment of programs that are so essential

to the continued well-being of the nation's education process. We must not

let the great majority of student borrowers who are faithful in carrying out

their legal and moral obligations be deprived of the opportunity to make

student loans.

February 3, 1975
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Charles W. V. Meares, President
United Student Aid Funds, Inc.
20 East 42nd Street
New York, New York 10017
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Senator PELL. The hearing of this subcommittee is recessed until
the call of the Chair.

[Certain information supplied for the record in the interest of econ-
omy was uc printed but may be found in the files of the subcom-
mittee.]

[Whereupon, at 115 a.m., the subcommittee recessed, subject to
the call of the (hair.
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