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'REVIEW OF HIGER EDUCATION PLOGRAMS, 1975
Guaranteed Student Loan Program

WEDNESDAY, MARCH 5, 1975
U.S. SExaTE,

STBCOMMITTEE 0N EDUCATION OF THE
Coxarrree ox Lasor axp PusLic WELFARE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:04 am., in-.
room 4232, Dirksen Senate Office Building, Senator Claiborne Pell, *
.subcommittee chairman, presiding. _ T

Present : Senators Pell and Stafford. o

Committee staff. present : Stephen J. Wexler, counsel ; and Gregory
Fusco, minority counsel. ’ :

‘Senator Perrn. 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 inte sharp focus by
various actions of the Administration. They have sent to the Senate
suggested legislation which attempts to deal ivith the high default
rate in the program. o :
. 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 IIEW, They will -«
be followed by a panel of banlkers. ’

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 o )

Mr. Bewn. 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-
ruptey 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 on' certaimmatters. 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 .

loans guaranteed by State and private nonprofit agencies. And,
“finally, we indicated that resolution of the -operational difficulties
incurred in the guaratuteed student loan program were dependent
upon religble inforn:siion, 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 fortll requirements
and standards with which educational institutions would have to
comply in order to participate in the guaranteed student loan pro-
gram. These same Tegulations also set forth detailed due process
procedures for the limitation, suspension, or termination of any
postsecondary institution or federallyinsured:lender 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 utilizé .

appropriate admissions criteria and provide students with relevent
employment information; (4) that correspondence schools provide

~[repayment commences for such students; and (5) that each educa-
tional institutién adopt certain procedures and. maintain records
ghich will 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 am interpretation ‘as to the amount of loss that would be
paid by the 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 praposed 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

dtudents with a schedule setting forth what is required in submit-
ing lessons, and also further clarify when withdrawal occurs and
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changes are- also needed and, for the lz}sf 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 REPAYMENT PERIOD

Present law requires leaders to provide borrowers with a repay-
ment schedule of not less than 5 years—and 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 retuesting 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
repavment, the borrower would be able 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.

MINIMTM 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 fhan $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 whém have student loans outstanding,
the -combined minimum annual payment on those loans would be
the same as for a single person—$360 a vear, rather than $720 a
vear. This provision would apply to both the State and Federal
programs. ' N

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

he Y
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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
i 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 $300 would have been dishursed
: 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 $500 rather than $1,500 as is now
. usually the case. -
Section 5 of the bill would aithorize certain lenders under both
-+ State and Federal programs to receive interest subsidy payments on
" the entire amount of the loan to a student for a given academic year,
even though the lender disburses such loan in installments over the
course of that year. By providing the interest subs‘dy on the entire
loan, lenders  would be- encouraged to make mpnltiple 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 all now do. We also pro-
pose that this provision be limited only to commercial lerders; 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 Februnary 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 EDGCATIONAL 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 nonprofit private guarantee agency which has insured the loan,
or the lender. : .

INELIGIBILITY OF DEFAULTi"S’G STUDENT FOR FURTHER STUDENT ASS.IST-

ANCE. :

There are students who, after defaulting on a gnaranteed 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

-
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available, could,very well apply for and receive basic educational
opportunity grant. Ay a general rule, we do not believe that such

~ students should be eligible for further financial agsistance 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 be ineligible to recéive a
basic grant or another guaranteed student loan unless he subse-
quently repaid the loan in full or made satisfactory arrangements
for repaymernt. 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 provision to give the student an
opportunity to show cause why such a determination should not be
made and the commissioner may decline:to make such a’ determina-
tion 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 SCII(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 i 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 institutions who are lenders, the “worst.

“The high default and deliliquency rates of school and college lenders

" have been under review for the last few years, and major efforts

have been underway to screen tlieir 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 #ecall report”
which all lenders are required to submit. This report pr. -ides infor-
mation on loans outstanding, loans in vepayment 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 year 1974, this had risen to
18.1 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 dirvected, their delinquency rate increased from
38.5 percent at the end of fiscal year 1973 to 46.3 percent at the end

of fiseal 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 delinguency

‘rate of proprietary school lender's originated paper would be even

worse. Because there has been so much movement of proprietary




6 .
séhool 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
—f’}ﬂﬁtj‘lltutions from that term. Section 8 would make such amentdment.
e must emphasize that e 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 reccmmend that such schools not be ™

permitted to take part as lending institutions, Thus, we would pro-
pose that such institution's be permitted to continue to be lenders
- until June 30, 1978, with respect to those students to whom they have
already made loans and who need additional loans to continue or
complete their educational programs. ' :

DISCHARGFABILITY IN BANKRUPTICY 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 Il)oans or total defaults,
bankruptcies are o 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 2 long time before the bankruptcy laws are revised,
we are proposing a separate amendment to accompiigh 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 5 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, guch 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. : ’ v -
‘We shall be pleased to answer any questions. ‘
Senator Perr, Thank you, Commissioner Bell, for a very excellent
statgrpéant which I have had the opportunity to review. It has many
ideas.
g,}i[}"lcidentally, in connection with that last point about the bank-

-

iruptey 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 agreeinent from
them. : '
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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 Departinent of HEW. Mr. Ed York, who is Deputy Commis-
sioner for Management in-the Office of Education. It is in his organ-
ization that this program is lodged. Kenneth IXohl, the Associate
Commissioner, in_charge of the gu.ranteed student loan program,
just joined us in September 1974. He has a financial aid officeir with
Princeton University. s . :

Senator Peur. Now, going to the bgsic question as to the present
rate of default, about 6 months age we were discussing whether it
was 24 percent or 18 pereent:"Tle GAO 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. Berr. Mr. Chairma, 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, raybe you can make that distinction. I do
not think we made that distinction as well as we should have.

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

Mr. York. Yés, Mr. Chairman. We refer to the delinquency rate,
which is in facf 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 Perr. I am sorry, repeat that. '

Mr. York. Where the borrower, after the loan ims matured, and
payments are due, is delinquent in making payments. That does not
mean the claims have been filed with the Federal Grovernment.

1f 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, J .
" 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 1s
concerned, a claim is then filed with the Federal Government, andwe
pay the lender the amount due under that loan. T

enator PeLy. It is the degree of seriousness, like absent without
leave, or deserting? : .

Mr. Yorg. Yes:that probably is a fair analogy. .

Senator Perr. Why 1s delinquency, which is less sérious, a smaller
percentagé than the default-rate? - - \‘

" Mr. York. Because in discussing delinquency rates, we are talking
about the total program versus just the Federal program on the
default side. T

 Senator Peur. I see. So the delinquency rate is like a stage that
you go through before you get to default?
Mr. Yorg. 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. T
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Senator Perr. The default rate would not include the delinquen-
cies? : :
Mr. York. No, they arve different.

Senator PeLL. In other words, when the (FAQ, or you say that the

defanlt rate is somewhere between 18 and 24 percent, that would not -

include the 11.73 delinquency ? Cem

Mr. Yorg. That is correct,

Senator Perr. 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 1s such a distinction between
the two in that delinquencies do not necessarily become defaults.

-

Senator Perr. But everybody who is in default has been delinm— -+

quent.,

Mr. York. That is true. ‘

Senator PerL. So in other words one would fit into the other.
- What do you consider your present rate of defaunlt?

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. .

‘ “ fgl?ator Pern. You Wolilld acthere to your figures over those of the

T 4 '

Mr. Yori. Well; &ir, as we testified to you before, we do not dis-
pute the figures that:the G.AO provided you. “

As a matter of fact; we agree with them completely. But there
-is a certain assumption 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 30, 1974."

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

includes further loans being made, a larger matured volume, and,

our being able to take some actions to redunce in fact that defaulf
rate. o ’
Mr. Benn, My feeling, Mr. Chairman, is that that rate may even
climh higher under the present economic situations. )
Senator Perr. This is what T was going to go into.
My, Bern, Because of the large amount of youth unemployment, T
- think we ought to candidly admit that this is a very real possibility.
-Tam worried about that prospect. ]
Senator Perr. T recognize that, and as far as the amount that is
predicted goess it woyld depend really on the state of the economy
in great part,
Myr. Berr. Yes. One of the questions often raised, and T might just

offer this, is why the State rate is so much lower than the Federal

rate, \ : o
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.

1

i
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: In fact, in some States, where they- just work with the public and :
nonprofit institutions, we, by law, underwrite or guarantee directly

the private proprictaries, 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 propriefary stu- -
dents. We ought to constantly be looking at how sowme States manage
this, with a low Jefault rate, and ask ourseives if we can learn more
about it. .

-T am not trying to obscure the fact that there is a possibility that
they are better managers than we are here on the TFederal level.

Senator Perr. In fiscal 1974 the appropriation necessary to cover
defaulted loans was about $90 million. For fiscal 1975 the adininis-
tration estimated $115 million would be needed. Rising default rates
required you to increase this figure to $198 million, a rise of $83
million over the original estimate. : : N
v " Yet for lEiscai 1976, the coming fiscal year, the budget asks for
-§202 millioil 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. BeLr. Mr. York, would you respond to that? '

Mr, Yorx. I think there are a number of factors, Mr. Chairman,
which relate to that. Certainly an invportant factor is the substan-
tjally increased collection efforts that we are undertaking under this
program, which we estimate ivill return substantial additional dol-
Iars in fiscal year 1976, much'more 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 rateto the Govern-
ment. The actual default rate itself, the claim rate, numbers of elauns
filed'with us may still increase slightly. But otr efforts to get collec-
tions, and therefore affect the eventual loss rate to the Government

- we think 1 leveling. : . . : '

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

Sendtor Prrr. Since we Iast spoke with each other at the hearing, ’
you have increased the number of people who ard engaged in trying y
to collect these loans. . - .

Has it doubled in number, increased by 50 percent, what is the
percentage? ' ' ' :

Mr. Yorx. Much more than that, Mr. Chairman.
~ If we ge back to February of 1974, we had a total of 26 people
who were dealing”with collections, under the Federal program. Now,

. recognize that is abgut half of the progrant. In the State program
we do not make collections on the defaults. The States have that
responsibility. - ‘ o : |
" At this point in time we have 135 positions allocated for collec- i
{ions-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

&
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resources, to stay upj with this, has run between 2 and 3 years. There
has been a 2- to 3-year lag between a tremendous volume increase
in the program and the provision of additional resources to try to
stay on top of the progrants~ : v

Senator Pzrf. The differenc’?'m:‘bwepn the State and Federal pro-
gmmszi ‘from the point of view of collection, is in favor of which
group ? , : :
‘ I\III‘T York, It was in favor of the States.

Senator Perr. The States are doing a better job in collecting?

Mr. Yorg. Yes, they, were.

Senator PeLL. Why would that be? | :

Mr. Yorg. I think to the degree that relates to the fact that they .

have had substantially mote resources;-if you look at the total State

programs, the total resources' of all of those State programs, far
exceed the number of people who are monitoring the Federal pro-
gram. :

" Mr. Berrn. T believe also, Mr. Chaifman, it relates to the fact that

we malke 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 4 factor in it.

\

. program. '

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

Mr. Brot. That 15 up t¢ the States, Mr. Chairman, by their own
State enactment, and their own State legislation. ’

Senator Per.. When a State does it, the Fecderal Govermnent does
not get into the picture cgmpletely then?

Mr. Bern. That is ndt entively correct. For most State programs,
we reinsure the guarantee agency to the extent of 80 percent of its
losses on defaults and 100 percent for death and total and permanent
disability cases. Loans guaranteed by these States are zlso eligible :
for Federal interest benefits and special allowance paymenis: In
addition, we do provide Federal insurgpce to lenders in States for
lenders which operate on an interstate basis and for students attend-
ing schools not eligible under the Statéprogram, This is one reason
why we have such. a significant proprietary. school volume in the -
gedeml program and why Federal loans are being made in all 50
States. E . ' .

Mr. Yorx. Although there are 26 Stpté 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 secking loans. And
any State where the State program does not provide access, the Fed-
eral program does. !

So that we in fact operate in all 50 States, even though there
are State programs in 26 of those States. é
. S]enator PerL. You are like the SBA wgtlld be to the commercial

anks.
. Mr. York. At least we insure those loans that the State will not
insure. - :

Mr. Beun, 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

- . /
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}\1 One of the things we are interested in is the cost-benefit study on
. this, ' '

TWe 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. v, :

Senator Perr. Could you give us XL 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.'
hMr. Berr. I will call on Mr. York and Mr. Ikohl to talk about
this. ’ :

Mr. Yorxk. In the Dallas situation, Mr. Chairman, there is an on-
going investigation which at this point is within the control of the -
TU.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 im&estigation, 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
further employee who was suspended, and upon being suspendled,
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. A ' L .

Senator Pern. What is happening with regard to the program

. there? Do you have new people who have gone in to administer it?
Is the program goingon? -~ ' , .

Mr. York. Yes, sir. We asigned a senior person from our San
Trancisco 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 Peur. How many people were in the office before the in-
vestigation started? - ) ,

Mr. Yorx. I am not sure of what the number is.

' Senator PeLL. A dozen, two dozen ? .

Mr. York. Fifty-one positions are assigned to the})’aﬂas office this
fiscal year. :

Senator PeLL. Your thought is there are only four or five rotten
apples in that whole barrel ? : C

Mr. Brrn. I.think we ought to be very cautious about that, Mr.
" Chairman. T hakt. is all we know of at this time. But theé investigation

. is going forward, and we hope that that is all there are, but T 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.

1
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Mr. [York. Tt might be important to know that as a result of some

of the things that have beeri disclosed that led to the four employees
" being discharged. we have an ongoing study in all of the 1og10nal
offices related to our procedures for h‘m(llmv collections. :

This review is being made by the TIE \V audit stafl to insure we
bave adequate control of all the cash flow in all the other regional .
offices.

Senator Prrr. Does the T)opmtmont have the equivalent of an in-
spector’s oftice ?

Mr. Y ORK. The Department of HEW, at the Department level, has
an Officc " Investigation and Scenrvity, and we call on them.

Mr. B We do not have H)ll(‘h an office in Dallas, so the Atlanta
officials he.: to come over, '

Senator Perr. What oflicials?

My, Brrrn, The Atlanta 1'00'10na1 office investigative ofhcmlq were
assigned to the case. ITETV investigative staff is qmte limited. They
hnvo only seven investigators in ﬁold offices, and only two to cover
tho 15 States in regions I\ and VI, They dld not have e any stationed
in the Dallas office,

Senator Pern. What exactly happened? -Clould you give a brief
minute summary of what oceurred ?

Mr. York. There were apparently some unusual procedures being
used in vome of the ecollections actlvltv.‘and there were questmns
raised as to whether all pavments that were in fact received in, the
office were credited to the acconnts of the students who made the

“ pavments.
‘ h\[l' BerL, T wonder if Mr, Kohl oun'ht to add a little bit more to
this

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

Senator Prrr. For what reasons should they have not been in-
sared ?

Mz, Korrn, They were ineligible for insurance from the qtandpomt
of the student. the school, or what have you. .

Mr, Bern, One of the things, Mr. Chairman, that we are concerned
about 1s that we have rushed a Iar e nmumber of new emplovees into
this program, and we are concer ned about the fact that with that
large number, and our urgency to get on top of the program, that
we have adequate tmmmrr and adoquato understanding of pro-
cecires. And as happens in a new program, new staff members, there
is a certain shakedown period when they do not know their duties
ax well as they ought to.

T shonld 111(11("1to we have had training for these staft members,
and we have to ask omrselves if it were oﬁoch\ e enough,

Of conrse, in the matter of dishonesty, T guess no  amowunt. of train-
ing conld take eare of that, obviously.

Senator Perr. T am not sure shakedown is the right expression.

Why is the Customs Bureait involved ?

Mr. York, T am not sure we can qdoqmtolv speak to that, because
it is an ongoing investigation.

Mr, BFLL. T think we can say there may have been some other
activities not involved in the Gnmanteod Student Toan activity

I
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Senator PeLL. Maybe we will get the Narcotics Bureau in next.
Now, can you e\plam what is going on at Amherst. Mass., al-

. thOll‘Th I 1(’&]1Z(’ the lllhll)ltIOIlS camed 1)V an 0110‘01110‘ 1nveqt1vatlon

M. Berr. I think Charlie Cooke can rospond to that I do not
believe it is directly GSL.

\[r CoOKE. \[v understanding on that one is that this is under-
going investigation by the FBI cmlenth I do not have a lot of up-
to-date data on it.

I believe the T8, Attorney is also in this investigation.

I am not yet qeom«r any evidence exactly of what ()ﬁlce of Educa-
tion money is, involved i in this. T do not believe, at least what I have
seen so far, that there is any guaranteed student loan money.

My nndorstandln«r was that thore were some allegations with re gard
to the use of I‘edoml moneys which essentially was OEO money, I
believe, that was going to the University of \[aqq‘lchusetts in Amn-
herst for career opportumh ‘program. But that is sort of the level
of my understanding of this problem. It is under investigation at
the current moment.

1 can attempt to get further information for you.

Senator PrrrL. It seems to me that our 1nformat10n is coming from
the press at this point.

If there is anything that can supplement the press report, we
would be very inter oqted in having it.

Going-to your suggestion about eliminating the defense of infancy,
S0 studonts can be hold accountable for ]o‘mq. no matter what his
ago was, would hmmrr a cosigner who is an adult be as effective a
Iomedv ) v

Mr. BeLL. We considered that, I am sure. )

Mz, York, would you respond ? - g

Mr. Yorg. I would like to call on Mr. Kohl to respond to that.

Mr. Komr. A coborrower, if I understand your question, it iswhy

is not a coborrower or comaker good—-

.Senator PerL. A cosigner.
Mr. York. Usually what this will do, Senafor, is sometimnes inhibit

the Iondln«r of the fund because there are many times that we under-

stand low-income students cannot «ret a comalker, vot thew still need
these funds to go to school.

So T think that would work in some cases, but it would not in all.

If we are interested in access, I think defense of mfancv lms to
be part of this legislation.

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

\[1‘ Korr. You mean refusing the studont additional funds be-
cause he has defanlted ?
Senator PerL. Yes.

Your legislation would q'w no more funds could be loaned nor
could a bnql(' grant be «rrmltod whon the student is in default.

Yet, the very ratudont who is in default, might have defaulted to
earn more money to complete his school. '

Mr. Kot We were very careful in this arca. We saw this pitfall.
That is. why we put that plece in there about qathfactory arrange-
ments beln«r made

N
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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
mability 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 ?

r

Would a student, let us say. in "opeka, Kans., where the nearest

. Office of Education may be a long way away——

Mr. Konv. Kansas City.

Senator PrLL. How would that youngster make his need known?

Mr. Konr. I think he would have to. communicate with the re-
gional office, and they would have to make an individual judgment,
sir.

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

Mr. Konr. 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 PeLL. I am not sure I would agree with you. ‘

L think the bagic grant should remain as is; as a matter of right,
with no inhibit‘i%Q 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 but'have a special requirement for the loans.

What would be your reaction to that?

Mr. Konw. I think that is an alternative, sir. -

Senator Perr. Klow disagreeable is that alternative to the Admin-
istration? - : ‘ o

Mr. Xomr. Well, I know the basic grant is considered a right, but

‘we are dealing with Pederal assistance.

Now, is it unreasongble for us to ask a student’s cooperation-in

_arranging to repay a loan through the.lever of the basic grant? .

I do not _think it is unreasonable for us to do that. After: all, we
are providing the student with an education, in effect. And, in re-

“turn, I think he would be willing to cooperate, or she would be

willing to cooperate, with us. L o
-Senator Pert. I just see more problems than you do for the young-
ster that is inivolved. : . : ,
Mr. Konr. L am familiar with the bureaucracy, but only lately, sir.

Senator PeLL. Would you defiie 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?

M. Bers. Would you respond to that, Mr. Kohl?
Mr. Konr. 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 cut in those——

Serator PeLL. How would you define it ? .

Mr. Koup. 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 rebaté 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 Prrr. 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?

_every effort to provide that for, you, and we will stru

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

Senator PeLr. Can you dig it up?
_Mr. York. I am not sure how we can get it at this point. We just
do not have solid data. -

Senator Prrr. Is there any way ypou can give us a rough figure?

Mr. Bece. I think we ought to make an attempt on that.

It is pertinent to our testimony, and I think we ought to malke

ggle with that,

Mr. Chairman.

[The information subsequently; supplied follows :]

Rovci FIGURE oF NUMBER OF BORROWHKRS UNDER Boti THE FEDERAL AND STATE

1

PrograM Wio HAVE INVOKED THE DEFENSE OF INFANCY

As we indicated, data are not collected “which wouid permit us to provide a
solid estimate. Under the guarantee agency programs, the defense of infancy
is generally not a problem as most $tate laws under which these agencies
operate prohibit the infancy defense. ﬁn addition, there is no statutory prohi-
bition against obtaining endorsors a: there i¢ 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 pumber of borrowers who have invoked the
defense of infancy is, therefore, negligible. - -

nder the Federal program, if we were to assume that 5 percent of cumula-
tive defaults to date eounld be attributed to the use of the defense of infancy.
the total number of borrowers would be 8300. We would expect that this is
a reasonable estimate but have no factual data to- support this assumption.

Serngtor Perr. 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 theniselves. : o

Will this not deprivée the very jgroups in the community that most
need hasic education fromn getting it? oz I .

What would you think would/be the impact of such a decision?

Mr. Berr. Tt was our feeling; and maybe Mr. 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 routé, 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 on 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 schaols. ' \
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IfT can just deviate a-minute:

Unlike a banker, we have the responsibility to make loans:to
" those whose credit is not very good. That is the whole purpose of
the program. So I think we should expect reasonably high default
rates. —_— ' :

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 defaunlt claims, this
has been a source of great concern to us.

Maybe you could add something, Mr. York, so we could give a .

more 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 some
of the unattractiveness that this program may have had in the past
to commercial lenders. So I think our basic feeling is that if we can
o enough of that, that we will not deprive these students of the
opportunity to get a loan, by eliminating proprietary schools as
lenders, that what we hope to be able to do is to encourage coms-
mercial. lenders 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 numnber of schools at this
moment,'41 active Jenders, I think, this would effect.

Senator PerLn. Out of the present number of schools that are

- lenders, a small number are proprietary schools, you say only about -

" 48—
Mr. York. There are 41 proprietary schools qualified as lenders
at this point. ’ :
©Senator Perr. These are what you call the sharper operators,
these 4117 : ) .

Mr. Yorxk. Yes, I would have to answer that in the affirmative.

Senator Perr. Then the whole spectrum of proprietary. schools
would not be too upset at this provision ? :

Mr. Yorx. I would not attempt to speak for all proprietary

- schools, but it does not affect o large percentage of them. It only -

affects those who have previously beefi qualified as lenders and does
‘not affect all the proprietary schools that have not been lenders
~under the program. . ' . :
Senator Perr. Why wouldn’t itbe 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 operite, while the others that have exploited stu-
dents wonld be excludec ? o c.
Mr. Yorx. That'is basically what we have been trying to do up to
‘now. 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 going -

to close thiat door beforé the, horse gets away froimn us completely:
Senator PeLr. Why not make it more basic ? '
Instead of pointing asfinger at the proprietary, why not, say that

T any institufion that hds'a cdefault rate of more than a\percent, -

wlrerever you want to set it. is ineligible to be a lending institution ?

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

But, again, it is an after-the-fact dotermnmtlon I think the. statls-

tics that we do have show that the defanlt 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. Berw. I think Mr, Chairman, if you would agree, it might be

" well for us to discuss this in some detail with your staﬁ and wewh

the altegnatives. '

Senator Perr. The thought that goes through my. mind would be
if you set it at 50 percent, Vit would: probably knock out all of these
48 sharp operating schodls anyway. and yet would not prevent some
good schools, 111\0 one T remember going through in my own home
§tate a few weeks ago. It was the Hall Inqtltuto. a dmftmo' and
business school, and I was terribly impressed with tle job the) did
and the placementq of students who werit through this ‘school.

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

Some of them may be very fine. The t]nnfr I want to avmd 1s
classifying themi:all in a negative light here. “o do know enough
that this is a problem areq.

One of the things, as we weigh the record. which we must do is
to look at the clientele that some of thém relate to. We might:find a
20-percent default’ rate at one institution and a 35- pet‘eent 1ate in
another institution that is serving a different clientele.

But I know this needs some O\ammatmn and discussion. and we
will be happy to go into it further with yowr- staff:

Senator PrLr. All r ight.

Finally, could you mplmn in velv r-nmp]e terms how the refund
policy will operate?

It seems to me we are: aql\mg banks to take a 1oqs if the student

‘ pocketq_ 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 T would like to know whothm this pohcv that you are pro-
posing has been cleared within the Government by Treasury?

Mr: Bent. Yes, Mr. York, would you respond to both. quoqtlonq?

"~ Mr. York. Mr. Chairman, are you 1ef011mfr to the public nofice
that was published on Felr uary ')4?

Senator Prrr. Yes. = -

Mr. York. T thln]\ that we have attomptod to cdefine in that notice
what we. think is a_ reasonable approach in qnly an outline form
relating to refunds, and how refnnds w1]1 be applied and not applied
for the | payment of claims.

We have nof spomﬁcnﬂv defined what the amount of claim would
be that would be due or not due othér than set a basic parameter,

So we have not really defined spemﬁ(‘a]lv the amount of refund
that is due or not due.

i
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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 within that context.

-~ Senator PerL. Do you think you could sharpen up that definition
within the next couple of weeks while the record is being left open?
Mr. Y¢. -, Yes, sir; that is what we intend to do.

Regui ..ions that are no. win final clearance will .define that in
nmuch more detail, : ' : '

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

T 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:]




SPECIFIC BIVINITION OF Aot

AND DEAS T RUSILT Q) qat
- The proposed rule publiszhed o March 23, 1975, does not provide a spesific

- * -~

definition of“4ctual arounts of refunds that will ‘be caleulated, The preposed

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

become due but has not been paid will be treated as a payment by the student

on the loan, and that under ether circunstances, the lenaders and assignees
] . L

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

Section 177.52 defines the conditions for th dctermination of the arount
v of 1oss on default claims ard Low refunds affoet the amount of the unpaid

balance, A copy of the publication is provided for the record.
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PROPOSED RULES
an scademic term; snd (5) w‘het.h'ex;.ns

one may, however, be remedied, h‘:m.h the
e N laner

lender which is not an

- astitution but which has a special rela-
(o to an sducational

s App! N deter~
mines that no one has been adversely
V! d- by the defect and that it can

should be required to assume ceriain re-
sponsibilities or risks beyond those of
other nonschool ienders.
1. Defenses on the loan. The FISLP
Program 13 designed to insure lenders
{nst the stud

the authority contained in section 432
(a) (1) of the Higher Education Act of
1965, as smended (30 U.8.C. 1083(a) (1),
the Commissioner 6{ Education, with the
approval of the -Becratary of Health,
Fducation, and Welfare. Proposes to
smend Part 177 of Titie 45 of the Code

’s tailure to repay the
loan. It does not insure the lendsr,‘or a
aubsequent holder, against such legal
defefisca as fraud or forgery on the part
of the lender or third parties in the mak-
fng of the loan which would be available
to the studerit. In addition, the Act, par-
ticularly at 20 U‘.B.c. 1077, and the regu-
de for

of Federal Yy
§§ 177.44 and 177.49 and adding § 177.53,
as set forth below. The purpose of these
larify the amount of
loss which will be pajd 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 to.gpecily the responsibilities
of lenders prior to flling such claims.
Under the Federal tud

lations p a of require-
gl:ntl which must be met if a loan is to .
O biect to

e P

of the proposed amendnient to § 177.44.
the Commisaloner will not guarantes &
lender or a subsequent holder against a
loun falling to be in compliance with
thess requirements.

The amendment to § 177.44 would per-
mit a non-school lender, acting in wood
falth and without information to the

Loan Program (PISLP), the Commis-
atoner issues a certificate of 1

v, to rely upon the certification
provided by the educational institution

ce
for a loan made to an eligible student by
an eligible lender, insuring the loan
against Josses incurred by the lender be-
cause of the student’s feilure to rebey
the loan. Mor this purpose, an eligible
lender may be a bank or other financial
or credit institution, or sgency or -in-
strumentality of a State, or an institu-
tion of higher education or & vocational
school, as thoss terms are defined in the
Higher ¥ducation Act, The Act and the
regulations further provide that insured
loans may be tranaferred or assigned by
an eligible lender to another eligible
lender. If the student falls to repay the
loan, the holder of the loan may file &
claim with the Commissioner to be reim-
bursed for the “unpald balance of the
principal ‘amount and interest.”

(30 U8.C. 1080(8) ).

Saveral questions have been ralsed re-
garding how the amount of the unpald
balance of the loan should be computed
in situations in which the stgdent bor-
rowsr may have clalms or defenses which
he could &isert Agalnst the original
Iender or a subsequent haider of the loan.
Although {t has been generally under-
stood and d that a 4

that the 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 -a- —The-proposed &mendments set forth in’ .

tender agalnst such certifications and as-
surances being false or insccurate. How-
ever, lenders which purchased loan notes
that were originated by a school (as spec-~
ifled In more detail In the pmpoug

be remedied on & timely basis.
Thim, if a lender dlscovers such an un-

suthorized endorsement and, with the,

t of the deletes the
unsuthorized endorsement from the stu-
dent’s promissary note prior to the

ent b o bl In his pry-

ments and, prior,to the time any party

(othsr than the le&derg has relied Upol;ll
a 4. the

. w
noj, deem tie loan {0 have been void ab.

initio. Rather, the Commissioner-

view the defect as having been harmless

up to the time of its deletion and will

ratify the insurability of the loan.

2. Transfers and adsignments of FISLP
notes. The statute (30 U.8.C. 1079(d))
and the regulations (45 CFR 17/.49) pro-
vide for the transfér and sssignment of
PISLP notes, even thoukh such notes are
not negotiable instruments. Howerer, in
order to provide the student and the sub-
sequent holder of the note with as much

tection as ible, the 1 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 payments
on such loan are affected by the transfer

or sssignment. (Sse 45 CFR 17749(b).)

this Notice attempt to clarify what state-

ments muat be included in such notices

of transfer and to establsh
consequences, as they relate
claims, of s fallure to comply with the

§17752(c)) would not be
against false certifications made by the
school In the making of the loan. Lend-
ers In thess two situations would be ex-
pected to pursue their legal remedies
against the gchool. The proposed regu~
Iation thus encourages a’lender to make
a sound professional judgment regard-
ing the practices of & school before pur-
chasing loans originated by the school.

The proposed § 177.53 states that the
Ci issl will: \] of

- tako 1
legal defects affecting the initisl valld-
ity or insursbility of a loan and, sublect
to § 177.44(b), will deduct from.the de-

notice requl

It should be noted that the regulation
does not il the
of the loan to sehd the notice to,the stu-
dent: rather 1t would permit the notice

to bhe sent by either the masignor or the
oo, llnww,:’r. i the assiames relies

or ctherwu:h taken into consideration in

fault claim to such
defecta. Thiz provision s intended pri-
marlly to cover intentional misrépresen-
tations, fraud, forzery and other know-

nots made under the FIEL Program is
not & negotiable lna ent and that a
purchaser of such a nots;cannot become
s “holder in dus courss.” as these terms
are defined b Yoial law,

have still remained concernink

the

.proper interpretation and application of
rogulaf

the Act and tions. ‘The major is-
sues relats to: (1) Defenses which the
student borrawer may have 1

ing or scts undertaken

order to obtain Federal insurance for &
loan which would not be sligible for such
{nsurance, In addition to such lexal de-
fects as these, there are s number of
other requirements imposed by-the au-
thorizing legislation or the

1 . t of the unpaid bal-
ance submitted on s default clair, ‘the
Commissioner would deduct the amcunt
of such from the .of
the default claim which he would pay to
the assignee,

Another specific situation concerningk
the transfer of FIBL notes that Is:

‘for the FISL Program which could give
rise to defects Impairing tha insurability
of a loan. An example of such a defect

the origination of the loan: (2) therights
of & holder who has obtained the loan by
trana(er or assignment froin the lender:
(3) the treatment to be dccorded refunds
to which the student borrower has be-
come entitled: (4) the consequences of
an educational institution closing during
7
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would be the lender obtaining an en-

in of section
427(a) (2) of the Act (20 UB.C. 1077(a)
(2)). Bince such an endorsernent would.
under the terms of section 4327, render
the loan {e, the £ i

the student directly to the lender. This
jasue in discussed in detall below, under

could not reimburse s lender on a de-
fault clalm filed for a loan bearing such
an endorsement. Defects such as this

N

i
AR

lad &
i

D2

directly to it, rather than to

-

'

| a

the legal"
to default

S
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student loan and that, under
other ¢l s, the lend
amigness of Joans will\have some res-

' default claim and he woul

PRCPOSED RUNLES

mnder section 4£30(d) of the Act (20
USC. 1080(h)), s ted o the
rights of a lander to whom he has patd
d thew exer-
clss these righty 1o teek collection of the
refund. 1f, hoWerer, & lender failed to

regard, the er would deduct
from the.default clatm any amounts in-
Tuded * 3 reresented the

c ) which
refund Which was due. In that event, the
lender would be expected to pursue

13283
if the institution for any reason has ter-
inated its teachi during the

scademio period for which the loan was
made, with the result that tho student
13 unable to cbialn the academic services
for which he snrolled, the Canmissioner
will rot reimburas the institution, or any
subsequent holder of the loan, for the full
amount of the unpaid balance.of the
loan, Bince the Joan was made golely and
specifically $6 enable the student to en-

ever Temedizs it might have inet the

I.]
. student, the scfiool or a prior holder of

the lean, -

t 1s the original lender and has
the default claim, An unpeld re-
fund would be trested, in the same man-
~14L, a8 & payment by the student In any
case in which the loan

1f the original lender was an educa-
tional in and the loan had not
been transferred to another lender (or, if
t ferred, lug been d by the
original lender), an unpatd refund due
from such institution would, as noted
above, be conaldered & payment by the
student and would be deducted from the

roll in school, the school's termination of
ta teachl 1 would result in &

default clatm filed by such 1
1t the origl

lender was an educa-
tionsl Inatitution and: the loan has been
transferred, so that another lender is
holding the loan at the time of the stu-
dent's default, an unpaid refund which

the loan.
Should this situation arise, the nstitu-
tion, or the subsequent holder q! the loan

became due prior to the tranafer would,
as noted above, be treated as & n
by the student and deducted from the
claim filed by the holder. In addition, any

. baymenta which tha student made to the

. achool after the tranafer which the sub-
°= saquent. holder r;;ll'.horiud to be made

Joan.
1f the erigiral | Wi not, an edu-
cational instiution, the holder of

would 3¢ resporuible for making a dili-
gent effort to colleot the refund from the
school. It the student had previoualy
signed an suthorization to have the
school pay the refund directly to the
lender, this would mean that any as-
“slgnes of the Joan would be responsible
for oblaining an asignment of the au-
thortsation and seeking to collect on it
from the school. If the student had not
signéd such an suthorization pricr to
becoming delinquent on the loan, the dili-

diligence, but Wea nonetiteless unable to
collect the refund, would be reimbursed

- generslly (sse

pursus any
sgainst the school. (Similarly, as dis-
cussed above, If the student had not been

iven proper notice of the t o it
suchi notice were given belatedly, any
bayments mads to the school by the stu-
dent prior to or in: tha sbeence of such
nou%o‘.;mdb'dedgxudtmmuahnld-
;1:! ault clalm and the holder would

to any

be expec to pursus it dl
against the school.) With respect to un-
pald refunds which become due.after the
transfer, the holder would be required
to' dlligence in atiempt.

rights which the holder ef the note might -
under

have had,
t{:_elvo peyments

spplicable Iaw, 4o re-
lm\hom&:{m

y

.. the same
ing to collect the refund from the school

that 1 required of non-school lenders
discussion sbove). Such

taining an assign-

maent of any autharixation which the stu-
dent- has algned to have his refund paid
to the lendor or, if no such authorization
had been signed previowly by the stu-

‘dent, l‘dllhmt effort to obtain from the

to the paymant of the refund, As dis-
cuased sbove, if the holder exercised such
dilifsnce but was not able to collact the
refund Zrom the school, it would be reim-
burssd on a default claim for the ful
amount 3{ the unpaid balance of the loan

would re-
sponsibllity or collecting the refund from
the achool.

by the Commisaicer for the full unpafd

h-hpuo{(mclom.'x‘mcomml.-low._'

‘made by

4. ¢! of & achoo! terminating
its teaching activities. 1f & Joan has been
Y aD educats \ §

tonship
Iight Fesult b the Jender ot saerciais
res

the indepcadent Wigment and

bility in making loans which would other-
wise be expected of a nou-school lender.
Buch circumstances include casés in
which the lender and the instRution have
mutusl financial interests and cases in
which the lender has delegated Itg nor-

and mal)

king activities to the school,

. .
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& purposss of the program, -
" iiarly the interests of the students and

the Fedars! Governmunt appear to be
beat sarved in :@Jdnmuncu if the

are req!
bilities or bear risks beyond those of
other non-school lenders.
‘Bection 171.52(c) of the proposed
ts would define certain rela-

madubyltchoolmcmlenedwtha
1etider, Thus, lenders with such relation-
other non-school lenders,

uld bear
‘been made to the school by the stu-

dent in the absence of adoquate infornia~ -

tion about his repayment responsibili-
would have to make a diligent effort

f

to collect an unpaid refund from the

achoot, snd would bear_some.risk-irr the
case the institution U ted its teach~
ing activities prior to the conclusie™ of
tha scademic period for which & ISz

relationships giving rise fo anth
additional responsibilitios would Yz (42 &
achoal nwning s majority of the voting
:nh;cl: of the lqnder; ‘(}1) the lander hnv:

i

* parsgraph (ef &8

’ PROPOSED RULEE
Part 177 of Title 45 of the Cods of
1 ded a3

' 4. A new § 177.52 15 added, to read as

Yederal
follows: '
§17742 [Amended]

1. fection 17742 Iz amendéd by delet-
h (@) and by redesignatl

H 171.52 Determination of amoant of
Joss on default clabms. -

The xmount of loss to be paid on clsims
od v

parsgrapnad) .
9, Bection 177.44 is amended by «leiig-

to § 17748, for loanj for

_ which the application for ipsurance com-
tuitment was received by the U.8. Office .
of Ed

nating the undesignated par &
paragraph (a) and by adding a new
paragraph (b) to read sa follows: -

§ 17744 Eligibility for insured loans,
. . . . -

‘ (b In making a loan under this part,
a lender which is not an of

'( permanent dissbility, for loans made

{l prior to July 1, 1972 or
between August 19, 1972 and February 28,
1973 for, with respect to clatme unsed

the borrower's death or total and

o December 15, 1968), shall be:
oqusl to the unpaid balance of the prin-

prior to

higher education or & vocational school,
acting in good faith and In the absence
of information to the conirary, may
rely upon the certifications provided by
an Institution and upon the assurances
and other {nformation provided by »
student pursuant to paragraph () of
this section.-A lender which, by transfer
or assignment pursuant to § 17749 of
this part, .obtains possession of & loan
which has been made by an educational
institution Inay, acting in good fajth and
in the absence of.information 'to, the
contrary, rel7 upon the assurances and
information- provided by a studeri to

ip or
with one or more inatitutions and & ma-
toﬂtyoxthah‘mmndeunduthemﬂb
Program by the lender 21e to the students
=t such Inatitution; and (i) the lender
has delegated to s achool substantially
all of the losn-making functions and re-
sponsibilities which 8 non-school leader
would ordinarily exercise.

‘Subdivision (H1) of this provision is
not to be construed ss suthorixing or
encoursging lenders to adopt the prac-
tice of delegating a lender’s normal re-

i to an educational Institu-
#ion. Rather,

such 1 p t to parayTaph
(a)’ of this section, but such tranaferee
or assignes shall notbe entitled to rely
upon the (I:ertlﬁuuom provided by an

ina bt to

cipal t of such loan other than
sny interest or any other charges which -
may have been added to, and become
part of, the prificipal amount of the loan.
For loans for which such spplications
wers received between July 1jand August
18, 1972 or after February 28, 1973 (and,
with respect to claims based on the bor-
rower's. death or:total and permanent
disabllity, for loans made on or after
December 15, 1068), the amount of the
loss to be paid on claims filed pursuant
to § 177.48 shall be equal to the unpaid
balance of the principal and interest. In
determining what amount of such bal-
ance s unpaid, the Commissioner shall
take of legal defects affect-
ipg the initial valldity or insurabllity of
the loan, which arise under the Act, the
regiilations set forth |n this part, or ap-

paragraph (a) of this section In the
making of the loan, In making & loan
under this part, a lender which is not an
educations] inatitution, but for which
the conditiona set forth in paragraph (c)
of § 177,53 exi4t, acting in good faith and
in'the absence of information to the con-
trary, may rely upon the assurances.and
information provided by a student pur-
suant to paragraph (s) of this section,

cer

but shall not be entitled to rely Upon the
ttons of the educational Inst!

such & practice is dlscour-
and lts use cald Taise serious
of the requisite ‘cars and diligence in
mnklnllocm.'rbhpmmlonumcml:
intended to establish that any lender
which angages in such a practice will
held to asums additional risks,
Public comment, All intaresied parties
are invited to submit written commgm.
uggestions or oblectl gardl s

tlon provided th
3. Parsgraph
read as follows:

§177.49 Tednsfer of insured loa
. . . . .
(b) The Commissioner bs notl-

fied of any ent of a ndte insured
under O:bls subpart if the right to receive

177.49(b) u‘mmﬁd. to

Reglo!

and D Btreets, SW., Washington,, D.C.
20203, All relevant material recelved on
or bofors April 24, 1876, will be conaid-
ored, (Buch response to thic notice will
be avallable for public lnspection on
Mandays through Fridays between 8:30
a.m. and 4:30 pan.)

(Catalog of ¥ederal Domestls Assistance No.
18.400: Loan ? )

Dated: March 3, 1875,

Us.C AP

T, H. BewL,
of Educat

P has also been assigned,
The borrower shall be notified of the
of any nots insured under
this subpart if the assignment results
in his being required to make installment

payments of 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 cbligations, both &8
to the aasignor and the ssaignee, includ-
ing a statement regardiog the conse-

‘quences of /sny .payments made to the’

ssslgnor, or any prior holder of the losn,
subsequent to receipt of the notice and,

Approved: March 18, 1875,
Casear W. WEKINBEROER

i licable, the effect of the asslgn-
ment on sny suthorization previously
signed by the borrower with respect to

tate Iaw, Bubject to the provi-
sions of § 177.44(b) of this part, the Com-
mizsioner ghall deduct from: the clalm.
any amounts included therein which are
attributable to legal defects deriving from
fraud, forgery or intentional misrepre-
seDtations on the part of the barrowsr,
the educational institution or the lander
or deriving from non-compliance with
the statutory conditions and slements
set forth in sections 425 and 427 of the
Act.In d ooy S o deductions .
should be made which are atiributable
to other defects, the Commissioner shall
consider whether
of an intention to
ana whether the lender, in making the
loan, falled to exercise Tare and diit-
gence commensurste with prudent busi-
ness practices, In addition, the Commis~
sloner will determine the smount of the
unpaid balance in accordance with the
following rules:
() Loans made by lenders which are
not educational institutions, M the losn
for which a claim has been filed was
originally made by on eligibls lender
which was not an institution of higher
reducation or & yocational scheol, the un-
pald balance shall be the smount of the
loan, minus any payments which have
been Droperly made to the holder of the
loan by the borrowsr or on the borrow-
er's behalf. I, howaever, the lender has
obtained the borrowsr's suthorization to
have theeducational institution in which
the borrower 1s enrolled pey directly to
the lender any refund from the Institu-
. tion to which thé borrower becomes: et
titled, the lender must make & ditigent

Secratary’ of Hrwh', lduca:tion, payment of refunds due under §177.63 effort to collect such refund prior to fil-
Weifare. N of this part. o ing the claim: If the lender falls to make
PIGERAL RAGHSTER, VOL 40, NO.-S6—TURSOAY, MARCH as, 1975 .« .
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such efforis, the Commissisner wi.l -
duct from the claim any

PROPOSED RULES
during the period for which the loan
was obiained, had the nstitution n

therein which is attributable to such re-
fund..lf the clalm has been filed by an
eligibly lender which did not/ meke the
loan, but lias obtained it by tnn.sler or
alignment, - the tr

ot
terminated its teaching activities. The
Commissioner will shen determine
whether, after the grace period has ex-
plred the student is obilgated to make

shall not be entitled to An.y payment
under this section greater than that to
which the transferor or aspignor would
be entitled under this section. In par-
ticular, the Commissioner shall deduct
from the claim any amounts jncluded
therein which ars attributable to pay-
ments made by the borrower to a prior
holder of the loan prior to, or in the
absence of, proper notice of the trans-
for 4l asslynment to the borrower in e~
cordance with §177.49(b) of this part.
1t the loan for which a claim has been
-was made by an eligible lender.
which ll not an educational instltution,
but for which the conditions set forth
in in paragraph (c)l;)! this section axht. the

of the loss on such clalm in lccotdlncc )

.with the rules set forth in paragraph
(b) (3) of this section. *
t (b) Loans made by ectucational inati-
tutions. (1) It uu loc.n for which a claim
- has Deen filed made by
an eligible lnxtituuon of higher educs-
tion or vocational school. and the claim
hes been filed by such lender, the Com-
missioner shall dedust from the claim
ALy amounts tncluded therein which ara
attributabls to either (1) a retund which
the Ipatitition s obligated to make pur-~
susnt to §$177.63 of this part; or (il
sny portlon of the program. of study
which the student was ynable to com-
plaste due to theinstitutions’ termina-
tion of its teaching activitles during the
period of time for which the student
obhh;cdnkonnundcrf.hhp.n It the
n described in paragraph (b) (1)
(u) of thu section arises, the lender
shall not make any effort to collect on
- the loan from the student, lhlll not hold
the loan during the grace period pro-
ﬂd.d for in #177. “(d)d:l‘mmh Dll't

to ! 177. 4.}”:“,

o“hclonnuthomountotmoeduu-
tional services which the studmt Te-
calved before the i

ts on the lokn and, if so.
ln what -mount

(2) If the loan for which a claim hru
beer q!cd wus originally made by an
eligible institution of higher education
or vocational school, but the clalm has
been filed by another eligible lender
whlch ob!slned the note by transfer or
shall de-
duct from the ch.im tny oinounu in-
cluded therein which to

13285

cluded therein which is ibut.
refund which the {nstitution ls obllnted
to make. If o lender holding e loan that
was made by an educouonnl institution
Thay ledge that the | jon has
terminated ts tesching getivities during
the period of time for which the student
obtained e loan under this part. the,
lender shall not make any effort to col-
lect Un the loan from the studcnt, shall
not hold the loan during the grace period
provided for in § 177.46(d) of this part,

and shall promptly file a claim pursuant
to§ 177 4l the lender will be reimbursed
an amount which bears the same ratio
to the hl&!l smount of the lom as the

(1) a refund which tht institntion he-
came obligated to make, to

the rvices
whlch the ltudent recelvcd betorl the

§ 177.63 of this part, prior to the trans-
fer or assignment: ¢r (1) any payments
made to the institution (or any other
prior holder of the loan)' which the
lender Niling the claim authorired to be
made or knowingly permitted to be
made, or which were made prior to or
In the absencs of a proper notice of the
transfer or assignment having been sent
to the student in aécordance with § 177.-
A9(b) of this part! or (i) any portion
of the program of study which the stu-
demt was unable to complete due to the
Institution’s termination i its teaching
activities during the period of Yme for
which the student obtained & loan under
this “The Commissioner will not de-
duct from the clalm an smount which
would be attributable to a rafund which
the § to make
after the date of the transfer or assign-
ment. if the lender, prior to filing the
ciaim, has made a diligent effort to ob-
tain an assignmiciit Z,uin the student of
the right to recelve such refund and, if
the lender recsived such Assignment
from the student, has made a diligent
effort to collect such nlg.nd from the ﬂk‘l’-
b

‘to the n-unfer or aasignment of the locn
by the institution, had signed an
thorization for the uuuthtlon to
‘the refund to ths unpaid b

prlor to

tlviues bonn -to um ww servlcel
which he would heve recelved, during the
period for which the loan was obtained,
had the lmmutlon al_gt terminated its
e C
will then determine whether, after the '
grace period has expired, the student is-
obligated to make any repAyments on
the loan, and, if so, in what amount.
{c) Logns made by lmdzr: h«whw spe-
clal relat insti~
tutions. For purposu of this section, a
loan which has been made by & lender
which 1s not an educational institution
shall be treated, in accordance with
paragrapli(b) (2) of this section, as If it
were & loan made by an educational
institutionAnd transferred to the lender
on the dats of the initial disbursement
of the loan, in any cass in which the
lender: (1) has a majority of its voting
st0ck held by an educational institution;
or (i) has common ownership or man-
agement with one or more educational
ihstitutions and more than 50 percent of
the 1oans made under this part by the
lender have been made to students at
such {nstitution; or (i) has delegated
to an
tially all of the functions and responsi-
bilities normally performed by s lender
mlkin' a loan, such an inter-

w&l:
Joan, the tranaferres or asal

for the loan,
lities

wm be
‘held for
ment of such luthorluuon and for
maaking a diligsnt effort, prior to filing &
chlm to collect such refund from the
if the lender falls to make

its teaching actfvities bears to the tobal
services which he would have received,

such ‘effort, the Commissioner will de-

‘duct from ihe clalm sny amount in-

L‘le

under the loan, obmmn; completion ol
necessary forms, obtaining necessary
documentation, and (sublect to § 177.48
(b) of thia part) verifying that the itu-~
dent s eligible for the loan.

(20 U8.0. 1080, 1063(s) (1))

[PR Doc.76-T6832 Flled 3-24-75;8:48 am]
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Mr. CoogEe. As far as a complete regulation; I would hope we
would have that in the very near future. |

Senator Perr. Thank you very much.

" The Senator from Vermont.

Senator Starrorp. Thank you, Mr. Chairman.

T am sorry I arrived late for this part of the hearings, due to
other commitments I had to keep this morning. : oo

Under the circumstances, I shall examine Mr. Bell’s statement
very carefully, that is in the record, but I have no questions.

Senator Peni. It is an excellent statement, too, with some very
good suggestions, each one of which will be considered very seriously
by the committee. -

' . T 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.
v Mr. Berr. Thank you. :

[The :.vepared statement of “Mr. Bell and other information sup-
plied 1. ;. *he record follows:]
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' FOR_RELEASE UPON DELIVERY

1
Statement by
Honorable T. H. Bell X
U.S. Commigsioner of Education t .
Department of Health, Education, and Welfare v
: Before the ' ’
Subcommittee on Education ,
. Committee on Labor and Public Welfare
’ United States Senate
Wednesday, March 5; 1975
10:00 a.m.
i
Commissioner Bell is accompanied by: .
Charles M. Cooke, Jr., Deputy Assistant Secretary for Legislation (Education),
DHEW . . .
« Edward T. York, Jr., Deputy Commissioner, Office of Management, OE : -
Kenneth ‘A. Kohl, Associate Commissioner, Office of Guaranteed Student Loéns,
Office of Management, OE
' »
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Mr. Chairman and Members of the Subcommittee:
I am hapéy to appear bafore you today to discuss. the hdministration'ék
legislative propouels "To amend the Higher Education ‘Act of 1é65 to

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

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

educatisnal debts, and for other purposes.” , .

Before discussing our new p;opoeed legislation, let me bring you up to
date on certain matters. In September, I tastiﬁied'before this subcommittee
with the major amphasis on the default problem and the administratlve
actions which were being taken and those which were contemplated in the
future. We also provided you with etatistical'data on the federally

’ .

insured phase of the program, and emphasized that this should not be confused
with data relating to ioang guaranteed by’State end private npnprofit agencies;
And "finally, we indicated that resolution of the operational difficultiels
incurréd in the Gulrahteedetudept Loan Program were dependent upon reliable
information, adequate resources, and proper reqqlationu.

In connection with rsgulations,. we should rerort several developments.
On October 17, we published in the Pederal Register proposed regulatlons
which, for the first time, set forth ;equirements and standards withiwhich

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 wWashington, D.C.:
Chlcago and San Francisco on the proposed ragulations. As a ;esult oﬁ\the
comments received, both at the hearings and in writing, numerous’changes

'

were made and final regulations were publishad in the Federal Register
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on February 20. We are cénvinced that these new regulations will do much
to reduce the default problem by providing (1) tﬁat students receive better
information abonérschégls and- colleges before.énrolling, (2) tbat each
" participating e;ﬁtationai ins;ituéion maintains avfair and equitable refund
poliéy and that refunds are paid on a timely basis, (3) that institutions
providing vocational,&tiade or career prbgrams utilize appropriate
a?missions criteria and provide students with rele?;nt employment information,
(4)" that correspondence schools provide students with a schedule setting
forth what is required in submitting lessons, and also furtger clarify |
when withdraw§l occurs and répé&ment commencgs ?or*such students, and (5) that
. eaéh'educational insgitution adopt certain procedures and maintain records
which will he subject.-to inspeg;ion and audit by the Office of Education in .
orﬁqr to degermine that an institution is protecting the interests:of
Qtudenté and thu}Feéafal‘Govetumaat.‘ The rcgulations aiso establish new
N “‘dishursement procedures, clggify some existing definitions and add other new
. R .
provisions which should improve tﬁe adiinistration of the Program.

On February 24, we published a notice in thg Federal Register providing
an interpretation as to the amount éf loss that would be paia by the Federal
‘Government on claims Br!gina;ed by scﬁool,lenders. ~The problem has several
méﬂor aspects,Vincluding‘uﬂpdid refunds and the closing of an educational
irstitu;ioh. In the very near future, a proposed regulation will ke published
in the Federal Register setting forth detailed rules and procedures
regarding default claims This regulation is now in the final clearance

stages. 3

ERIC " - 82
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Thus far, we have described both the administrative and regulatory
steps taken to attack”the default probl;m. " But legi;lative changes are also
needed, and for the last several mohéha we'hayé been studying the problem in
order to deéermine shose changed: to the enabling iegislqtipn that could gﬁrther
reduce the defauit fate. We wouldjliké to clar;fy.at this tiﬁe the major

provisions of the Administration's proposal.

. Defense of Infancy Under preeent law, students may borrow unéer tpe
féderally iﬁsured phase of the program without security or endorsement, evenf
though under Sppiicable Séate law thny may ﬁe minorg. Upon compleéing their
education, soms oéﬁthele étudenti have dilavowpd theiridebts on the grounds
that their loan was invalid due to their age at the tiﬁe the note was executed.
, ' ' Most State guaranéeo ~genciea do not have this p;oblem because their ébate

laws rule out the defense of infancy. While this is.not a major pfobléﬁy__\j
it is a bothersome one. wé propose in section 2 of the bill that the*f;deral
program take a similar approach. )

A

Minimum repayment period Present law requires lenders to provide borrowers

w;th a repayment period of not less than five years (and a maximum of géh years\
unless to do so would result in anﬁﬁ&l payments of principal and interest &f

s less than $360, in which .case, a shorter term is required.’ éome students wish
to repay their loans in less than five yéars and, recognizing that more interest
is payable over the longer term, have réfused to sign notes for the minimum
five year term. VSection 3 of the proposed legislation would prnvideAthat the
student may'waive the minimum five-year repayment period by requesting that

the note provide for repayment err a shorter term. This provision would

)
El{l‘fc 57210 0« 5. 3 o 3 3
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apply to both State and Federal programs. At any time before total re-
payment, the borrower would be abie to have the shortened period

extended to a total of five years. In order to‘brevent any ‘coercion by the -

.after the student graduates or withdraws from school.

. ' N\
Minimum payment for marriedrborrowers._ Presant law :eqqires each

-,

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

bérrower to repay his loans at'an annual rgte of notzleas than $360 - t}
(pzin&ipal an interest). If two students marry, both.havi£g loans out- i
standing, each is required to repay riot less than $360 each year. 'In - i‘
_some cases, téis presents a hardship, especially if there are yéun; |
children and ohe, spouse il unable to work. It is prcposed in section 4 -

of the bill 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 a"year, rather than

, $720 a year. Tﬁia provision would apply to both the state and Federal . ;

programs,

Encourage lenders to make multiple disbursements. Many defaults are

caused by student dropouts. Becausfe most lenders disburse the loan in a
single installment before the academic year begins (to redﬁceiadministrative
costs), the student dropout has the entire loan to repay, even though he did

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

if we could encourage lenders to make multiplgfgisburséments, only a portion ’
o . _ e M

of the loan would be disbursed to studénts who drop out early in the academic "
g . . i

’

rRiC
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i _year, thus substantially reducing the amount of claims paid by the government
.- if such students default. For example, if the $1,500 loan were dxsbursed .
_in 3 equal installments over the academic ysar, on1y $500 would have been
. disbursed to a student who withdrew in the first quarter of a 3 qusrter
academic year. If this stndantvsubsequently defaulted, the principa1~amount
- of the claim woul&ibe $500 rather than $1,§00 as is now usually thercase..

v

Section 5 ¢f the bill would authorize certain lenders under both State

and Federal programs to receive interest subsidy payments on the entire
amount of the loan tP a’studant for a given academic Year, sven*though the

" lender disBursss such ioan in.installments over the course of that Year.

. By nroviding ths interegt subsidy on the entirelloan, lenders would be
,encouraged to make multiple disburaements. Any lender desiring to reteiys
such interest payments on the basis of multiple disbursements would be
requxred 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 sll now do. We also propose that

I3

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 19sn paper, and they would. be reguired by our-regulations
published on February 20 to make such multiple disburcaments. Bacsuse the
result wouid be to increase commcrcial iender yiald,‘such lenders shquld be !

. more willirg to make multiple disbursements.

ERIC 35
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Reqqire educational institutions to provide student address and enrollment data.

One of the probigms in Cryihg'CO determine student scacus:or latest

address is that certain state laws prohibit the scheols from. releasing this
data without the written consent ofvcpg,sCudenc. In mééy cases, defaults
>c;uld be prevented or rgcéveries made on defaulted loans if schools.were
.requir;d t& provide this information. Section 6 of the bill would require &
each eligible institution to establisb.policies and p;ocedufes to provide

the latest known adg;ess and enrollmeng status of a QCudenc borrower to ’

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

insured the loan, or the lender.

>

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

" stu@ents, who, after defaulcing on a guaranteed gtudent loan, return at a

later date to another.or the Qameweducacional institution.” Some of these

students attempt to borrow 2gain under the Guaranteed Student Loan Program

and, although there.is no data availaﬁle, coulq very well apply for and

receive a Basic Educational Opportunity Grant., As a generalvrule, we do

not believe that sugh students should be eligib;e for further financial ,
assistance under these progrhms'un;il they have taken care of cheir loan
obligation. Section 7 of the bill provides that any student who defaults

on a guaranteed student loan would thersafter be ineligible to receive a /
sasic’Granc or another guaranteed student loan gnless he subsequently repai§
cﬁevloag in full or made %acisfaccdzy arrangements for repaymené. The .‘ .
Commissioner is required under this provision to, give ;he student an op- /

portunity to show cauée why such a determination should not be made and .the
: - I

ERI
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Commissioné; may decline to make such a determinaion if he finds that the

circumstances leading to the prior default of the s;udenc were beyond his

. control. This provision applies both to the Fedaral ;nd State programs.

Exclude proprietary schools as eliéible lenders. In our assessment
of the default proble;, it has become c;ear tth certain tyﬁes of lenders
have contributed to the broblem in a manner at is disproportionate to
their volume of loans as compared wiéh éther categories of lending insti-
tutions. Commercial banks ﬁave the bast record; educational institutions
who are lepders,Athe worst.* The high default and delinquency rates of scho§1
and colleée lendéra have been under review for the last few yearé, and major -
efférts have bqon under way to screen their initial participation and‘provide

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

gome extent, problems still persist. For aexample, we.have examined carefully

the data derived from our annual "cali'report" which all lenders are re-uired
S .

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

repayment status, and delinquencyvdata on loans in repaymené: Delinquency
rates are calculatea on all loans that are 30 days or more-delinquent.

At the éﬁd of FY 1973, tﬁe'national délinquoncy ratg, for All lenders,
was 11.73 percent. This applies to both the Federal and the State programs.
By th; End of FY 1974, this had risen to 13.1 percent, baséd on preliminary
repoits out of our aysteﬁ. As a result of oux efforts to more closely

monitor educational lenders, the delinquency.rate for college and university

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

N
:
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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 the end of FY 73 to 46y3 percent at the end of FY 74. This -

-.ERIC
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figure requires clarification because the call report indicates only léans
currently held by the school lender. Many dflthe preprietary schools have
been able to 3;11 their paper to other lenders. We suspect that, if the
data were lvailabl;, the délinquengy rate of proprietary s;hool'lender's
'origin;ted plpef would be even worse. Because there has been so.much
nnvemsﬁé of proprietary scho?l oriéinatéd paper, we are unable to have '
good,datalon sither ‘delinquency or default rateg. ‘

~We are now convinced that the bast sglution would be to amend tﬂe
statuaory definitidn of "eligible lender" tg exclude proprieﬁary institutions
from tgat term. Section B would make such amendment. We must emphasize
thag we jare in no way suggesting that proprietary school students be excluded
from being able to borrow under the program. We feel that prudent administra-
tiop‘of'the Guaranteed Student Loan Program should recommend that such schools

s

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

_that such institutions be ‘permitted to continue to be landers until June 30,

1978, with fespect to those students to whom they have already made loans and -

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

Dischargeability in bankruptcy of educational loans,  There has been a growth
in student loan bankruptcies from 1,342 totalling $176 million in FY 1972

tb 2,914 totalling $3.8 millioﬁ in FY 1974. There has been much criticism

2
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in the press over tﬁe 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 g% a percentage of t&tal lo§ns 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 blnk;;btcy laws has recommended
to the Congress that education loans be exempt from bankruéccyrduring thé
ﬁ - in-sthol period plus the first five years of repaymeng.z As it ma§ be a
long time ﬁofore the bankruptcy laws are revised, we are Proposing a separate
amendment to accomplish this purpose. Section 9 of the bill would amend
saection 17 of the Bankruptcy}ﬂct to provide that educational debts would be

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

. EQactment of this provision will have an immediate effect on reduc%ng the
' number of bankruptcies in the student loan Program. While some students
may still default on their loans, such lossss may still be recoverable,
s 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 answar any questions.

EY ! ; o
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Honorable Nelson A. Rockefeller

President of the Senate .
Washing*on, D. . '20510 R
Dear Mr. President: N
énclosed for the consi&cration of the Congress is a draft
bill, "To amend the Higher Education Act of 1965 to

decrease the amount of defaults..under the guaranteed : :udent
loah program, to amend thé\Bankruptcy Act to limit the :

dischargeability in b&nkrup&cy of educational debts, and
{or other purposcs." .

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 alaraing rate over the last few years.

The most important of our proposals are (1) an incentive
offered to lenders to encourage ‘the mulliple disbursement
of loans over the course of a school year, (2) a provision
Lo eliminatle proprietary schools as eligible lenders, and
(3) an aweéndment. to the Banikruptey Act tc make student
loans nonéischargeable in ban¥ruptcy during the five-year
period after the first installment  thereon becomes due.

‘The draft bill also contains a proposal to makc any student
who dcfaults on a guaranteed studeni loan ineligible to
reccive @ basic educational opportunity grant or any further
guacranteed loans unlesu the loan is repaeid or other special
circumstancgs‘exist.

We realize that programs eutnorized wider the Higher Education
Act will be considered for extension drring this Congress.

" We feel, howuver, that the growing defavlc cate 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 your 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.
Sincerely,
Actin8gecretary 7

Enclosures

-
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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
withﬁreSpect to Federally insured student loans.

Sectién.3 would provide that in both the State and

Federal student loan insurance programs, the student may{waive

the minimum five-year repayment period by requesting that

F— ) 3

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 iﬁ the case of a husband
and wife, bdth of whom have student loans outstanding, the
combined minimum annual payment on those loans wauld be '
tﬁe same as for a single person——$360vper>year, rather 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 tne entire amount of a loan to a

student for a@given;academic vear, even though the lender

disburses such loan in ifistallments over the course: of

Do
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lthat 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 acadepic year and before all 6f 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
R4

be required to approved by the Comissioner.

I

Section 6 would require each eligible institution to
establish policiés and procedures to provide the latest
known address and enrollment status of a student borrower

to the Commissioner, a State or nonprofit private institution

i
y .

or‘organization which-has insured his loan, or the lender.
‘Section 7 would provide that any student who defaults

on a guaranteed studént loan would thereaftet be ineligible

to receive a basic grant or another guaranteed student

‘ioan unless he subsequently repaid the loan iﬁ.full or

made satisfactory arrangements for repayment.

EKTC ,‘ 43 ? .
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Section B of the bill would modify the definition of
"eligible lender" to exclude proprietary institutions from

that term. However, such institutions couyd continue to
: “ !

be lenders until June 30, 1978, with respeét to_thos;

studenté go whom they héve already made lo?ns and who

need additional loans to continue or compl%;e th;ir

educational péogfam. . '

- Section 9 of the draft bill would agend section 17

of the Bankruptey Act to provide that/gégpational debts

would be exempt from discharge in b@Akruptcy during the

. ; .

in-schoel period and the first fiqﬁ years of repaymeant.

/

/
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A BILL
To amend the Higher Education Act of 1965 to decrease the
amount of defaults under the guaranteed'studént loan
program, to amendvthe Bankruptcy Aét to limit the

. VY

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

2

s

this Act may be ‘Cited as the "Student Loan Amendments Of
1975". o :
ELIMINATION OF THE DEFENSE OF ‘ b
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 b§ striking out. "except that
if the borrower is a minor and such note or other

v

written agreement executed by him. would not, under the

applicable law, create a binding obligation, endorsement
may be req;ired,". .

. (b) Section 427 of such Act o% 1965 is further
émendéd by adding at the egd thereof éﬁg following nev

subsection: \

4

"(d) No borrowef:who is otherwise\el'gible for a loan | o7

- |
insured by the Commissioner under this part ghall be under

legal disability, by reason of minority, to execute 'a note

45 | |
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or -other written agreement for that purpose, and no such

* note or other written agreement may be disavowed because

N

of the minority of such borrower.".

>

MINIMUM REPAYMENT PERIOD

Sec. 3. (a)l) Section 427(a) (2) (B) of such Ac£ is
‘amendedmby inserting "or unless the student, during thg
9- to %;fmonth peflod preceding the starﬁ of the repayment 7
period, specifically requests th;t repayment be made over
é shorter period" immediately following "repaid" in the

- second éafénthetiqal.

(25 ngh section»is further amen;ed by str;king cut
"and" after c}ause {ii)‘anﬁ 5y inserting after clause (iii)

"and (ivx that in the event a student has requested ;nd
obtained g repéyment éeriod of less than five years, he
- may at ;ﬁy timelprior ;6 the total repayment of tﬁe loan

have the repayment period extended so that the total repaymenf

period is not less than five years,". ™
(b) (1) Section 428(b) (1) (D) of such Act is amended by

inserting "{unless the student, during the 9- to l2-month.

N
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3 B g
period preceding the start of the repayment period,

specifically requests that repayment be made over a shorter
“

period)"” immediateiy following "not less than five years”.
(2) fuch section is further amended by 1nsert1ng
“(i)" after "except that" and by inserting before the

semicolon and (ii) Af e 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

e

have the repayment period extended sc that the total

repayment period is not less than five years."
MINIMUM ANNUAL PAYMENT FOR MARRIED COUPLES
Sec. 4. (a) Section 427(c) of such Act is amended

by inserting immediately before the pericd at the end

thereof a comma ‘and "except that in the case of a husband
v . -

and wife, both of whom have such loans.outstanding, the
total of the comblned payments for such a couple durlng

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 before the semicolon ", excent that

Aruitoxt provided by Eic:




in the case of a husband and wife,-both of whom have such
~~
loans outstanding, the total of the combined vayments for,

g such a couple during any year shall not be less than $360
o . + R \
or the balance of all such loans, whichever is less".

+

INTEREST SUBSIDY ON MULTIPLE DISBURSEMENTS " | K
Sec. 5. .(a) The fi{st sentence of section'428(a)(3)
of sucﬁ Act is amended to.réad as follows: |

“(3) (A) Except as érOVided in subparagraph (C) of this
paragraph, the portion of.the 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.intérest on thg unpaid principal amounﬁ ofwfhe loan
which.accrues pfi T to the beginning of the repayment period
of the ldan, or w ich accrues during a period iniwhich
principal néed ngt be'paid (whether or not such principal

is in fact paid)/ by reason of a provision’descrised in
section 427(a)Q2)(C5 or section 428 (b) (1) (L): but except

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

portion of the interest on a loan shall not exceed, for any.

/ e
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\\ * 5 ) “
\-. . .
period, the ahount of the interest on that loan which is
X, . il
payable by the student 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(a} (3) of such Act is amended by adding

the following new subparagraph at the end thereof:
"(C)(l) ‘In the case of any eligible lender- (other than
"an ellglble institution or an agency or instrumentality

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

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

7, 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 as portion of the
ihterest paid on his behalf under-this section and (II) the
pfoceeds of which loan are to be paid to the student in
multiple disbursements over the period of anrollment for which
the -loan is made, but not to exceed 12 months, the amount

of the interest paymén; which such lepder may be paié

5

under this sectlon shall be determlned .as 1f the entire
{
amount to be made avallable for that period of enr011ment

¢
f
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in accordance with regulations of the Commissioner, based
on the need of the student for the proceeds of such loan

over the course of .the academic year.".
RN

- "(ii) The Commissioner may approve. an eligibfle lender

for the purposes of this subparagraph if he determines-—-
. < .

"(£)'that such lender is making or will be making
a supstantial volume of loans 3n which an integest
subsidy is payaSie under this sectién, and ‘ ’ . s .
"(II) that such légder has sufficiegt experience

and administrative capability in processing such
4 . i .
v loans to enable the lender to make such multiple
s . N
disbursements in accordance with regulations issued

by the Commissioner under this sdbparagraph.

- ERIC B
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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 pafagraph (4) and inserting

_the following new paragraph after paragraph {2):

"(3) the establishment by eachdelﬁpible'iﬁstitution
. ‘ ,

of policies and procedures under which the latest known
address and enrollment status of a student whorhas receiyed
a loanAinSured under this part or insured by a State or
nonprofit private insﬁitution or organizatiom with whbich
the Commissioner has an agreement undér section 428 (b)
are made available, upgn request, to the Commissioner, to
the State or nonproéit private inétitution 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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8

INELIGIBILITY OF DEFAULTING STUDENT
FOR FURTHER STUDENT ASSISTANCE

Sec. 7. Section 430 of such Act is amended by
) redesignating subsection (e) as subsection zf) and¢ by
inserting after subsection '(d) the following uae 'subsnction:
" (e} No stuéent—-

" (1) who has been determined by the Coﬁmissioner *
to have defaulted on any student loan aade or iﬁsured
by the Commissioner under this titie or insured by
a State or nonprofit private institution or organization

/ with which the Commissioner has.an agreement under
sectionr428(b), and

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

the entire amount owed on such loan or made arrangements

A

satisfactory}to the holder of such loan to resume payments

thereon

%

shall be eligible to receive (A) a subsequent loan insured by the
Commissioner under this title or insured by a State or nonprofit

private institution or organization with which the Commissioner

1

-
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9

has an agreemept‘uhder section 428(b) or (B) a basic ’ i
educational opportunity grant under section 411 of:this/ﬂEET/

{
The Commissioner shall riot make any deteémination under

this subsection uﬁtil he'ﬁas"given the student affected-
- by such determination notice and opportunity to show cause
why suchVAetermination shdu}d not be made. The Commissioner
L may decline to make.such a determination if-ﬁe £inds that\\

the circumstances leading to the prior default of thé”!

student were beyond the control of such student.".

3 g ELIMINATION OF PROPRIETARY INSTITJTIONG N
: A3 ELIGIBLE LE=NDZRS '

Sec. 8. Section 435(g) of such Act is amnended {1) by
inserting "whiéh is a puplic o%‘other nonprofit institu:zion"
immediately following "eligible institution”, aud (2) by

. inserting at the egﬂ thereof the folldwing naw sentence;
,"In the case of a student who, prior to Juns 30? 1975, has

received a loan insured or guaranteed under this part from

an eligible institution other than a public or nbnprofit_

i . . . .
institution, the term.also ingcludes such an institution to
A

A

1
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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 BANI-éRUPTCY
OF EDUCATIONAL LOANS

Sec. 9. Subdivision a. of section 17 of the

Eankruptcy Act (11 U.s.C. 35(a)) "is amended by striking

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

following clause (8) and inserting in lieu thereof a

" semicolon and "or", and by adding;at ‘he end of the subdivision

the following new clause; SE T
; ]

"{9) are, debts arlslng cht.oﬁ loans for educatlonal
purposes made or 1nsured by the Pederal government

\\ ~a State; or a nonproflt prlvate 1nst1tut10n or

,r'-

\ organization with which,tﬁe ¢ommissioner of Education
: [

. oL
\ ‘ : ST

has an agreement under sectién 428 (b) of the Higher
\\\\Education Act of 1965, the first payment of any

installment of which was due on a date less fhan

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

ERIC o5
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Senator Perr. The next witnesses aré a panel representing the
Consumer Banlkers Association. v

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, 10S ANGELES,
CALIF.; E. S. AMAZEEN, JR., VICE PRESIDENT, FIRST NATIONAL
BANK OF BOSTON; AND DREW TIDWELL, LEGISLATIVE REPRE-
SENTATIVE, CGHSUMERKBANKERS ASSOCIATION, A PANEL

Mr. Tosey. My name is Robert Tobey. I am president of the Con-
'st vice president of the National Bank

of Detroit. ]

To my left is Mr. James Syith, senior vice president, Security
Pacific National Bank, Los Angetes, Calif.; and to my right is E. S.
Amazeen, JT., vice president, First National Bank of Boston, who is

chairman of our Legislative Committee; and to my far right is
Drew Tidewell, who is the staff representative of the Consumer
Barlkers Association. z

Senatur PrrL. If you would proceed.

Mr. Tosey. We appreciate the opportunity, gentlemen, to visit
with you this morning and to discuss what e 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 tlie 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 tévolving 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 plwaned by the Office of Edncation. How-
ever, the effective iinplementation 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- .
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imately one-sixth of the total outstandings in the State of California.
The amount of timne required for processing the proposed changes is
going 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; ‘ 7

Three: Identify specific standards of qualificatior: 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 Ptate, 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. Tosey. 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 get the support of the parent if the
student defaults., :

Senator PerL. That was not a requirement.

* Mr. Torey. That is correct.

Senator Pern. Is it your cxperience 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. Topgy. That is not true in Michigan. T would like to ask these
other gentlemen to perhaps comment on this area since they are
more familiar with it, Mr. Smith? '

Mr. Sarrrm. I, of course, am not certain of the situation in every
State. bnt 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 Peru. Tt was just said there was not such a case in
Michigan,

Mr. Tdsey. What T meant was that the banks in Aflichiean have
stepped up to their responsibility. We have not really found it neces-
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- - 'sary—at least not in our experience-—where the students must search
for a source of last resort for borrowing for the purpose of educa-
tion. * .

Senator PertL. 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. Tosey. No. In our program, we operate through the United
Student Aid Fund. Our delinquency and our default rates ave far
better—and why that is so I cannot answer at this point in time—
but our experience has been far better than the average.

Senator Prrr. 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 handled.differently 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. Adrazeex, Mr. Chairman, a couple of answers pop through

my mind here.

First of all, it is a-different 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 Pern. My question is, that a 20-year-old individual can
¢ome 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
gnothe:zr person will handle that loan. Why would that be in most

anks?

Mr. Aaazeen. In the case of where the individual wishes to
finance an automobile purchase, one would take a look at that request

. like any other credit request, such as'if thésgerson is employed, and .,
: so forth. Y , -

Itirequires a credit analysis that would not be required on a guar- -
anteed student loan. - ' ‘

Senator Pert. That is right. I recognize*that because you have got
Fedéral guarantee backing you up, why would not the same person
handle both Joans?, i : '

¥r. Axazeex. 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 Pert. The reason I ask this, is that my son is, a banker,
and he only handles the noneducation loans. T asked him why he
does npt handle the education loans, and he said\it\is a completely -
separate department. .

I was wondering if this was true across the country. i}

Mr. Axazeew. 1 cannot speak across the country, but I 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. Sstrrm Mr. Chairman, if T might add to that answer a little
bit, in speaking for California, and I believe it is probably the same
elsewhere, ‘this is such a highly specialized and complex 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.

~
~




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
i - that is part of the reason for the differences in the -default and
delinquency ratios which we comnpared in our testimony to the more
popular type of direct bank credit. , '
It is essentially a paperinill in the bank. It requires a very highly
labor intensive operation. We are just processing paper in that
department. ' ,
endtor PerrL. In the guaranteed student.loan program?
Mr. Snaerrm. Right.
Senator PerL. You heard the testimony of the officials of the Gov-
ernment. What were vour 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 ? o

~ > Mr. Sarxta. Let me answer first. My own reaction is that I see the

: banlyder being put in the position of policing this activity more
and mgre. . S ,

I-¢hink in spite of the fact that banks are being paid a subsidy,
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 -

T Tinraposition;-or-at-least—ve-have not been in a position, of measur-

, ing the school’s quality or ahility 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‘wilf
not continue. , _ =

Senator Peri. 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 -
used, and $500 is turned over to the student, and you have not paid

_ the use on the total amount of that money until it 1s paid out. Would
that not be correct ? no

“Mr. Sytrrsr. You are referring to partial disbursements?

Senator PeLr. Correct.

Mr. Smrta. I am not as concerned about partial disbursements .
because banks typically have mechunical 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 proportirnate amount of the total claim. . ot

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

Mr. Sarrra Again that is transferring the policing activity back
to the Jender, and“T do not think the lender will respond by accept-
ing that responsibility.

Senator Perr. It 1s 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.

IToxt Provided by ERI
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Mr Sarrrin I dlsamee that there is anv absolute protection. If we
had it in three 1nstallments. it might lessen the loss, but suppose the
school went out of business the dav afte1 we.made the second 1nstall-
ment ?

Senator PeLL. You would still have the $500.

Mr. Syorin Still have the loss. They ‘are loan losses to the banks
involved in this program. in addition to the oper ating expense,

Senator Prrr. 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 1t as a «punlege for somebody to borrow from
the bank.
~ Mr. Sarrrsn. T hope that has been a more historical image than it
is now.

You must remember, however, that there is keen competltlon for
available funds for a bank to Toan.

Senator Perr. 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 1eputatlon in the commumty Socially bankers have
always been of the highest order, but in general were .thought of as
hardhearted persons.

I do not think that 1mz1rre remains. I thlnk the Guaranteed Stu-
dent Loan Program has plmed a role in that image. Also, banks
hdve become mote socially conscious, and gotten more into public
service program. :

Would there not be some way of wmkm(r this ont 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?

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

Mr. Ssrrrm. T agree. I think it can be worked out. I think that has

Senator PrLr. Yon cannot have any loan without a risk at all?

- Mr. Sarrin. We acknowledge that.

Incidentally, there is a very low loyalty level of the qtudent to the
bank after graduation as far as retaining that student as a perma-
nent bank customer.

Senator Pery. They do not tend to come back?

Mr. Sarrrr. No. They tend to return to their home, and bank
where they live.

Mr. Axrazezx, If I may, I would 3ust like .to add a word to Mr.
Smith’s comments.

I think that many of the ploposals that we heard a few minutes
g0 are very LUuth‘HCCl\e ones.

"Of course, the major one is the possible e\('hmqn of the proprie-
tary schools. I am not sure what the impact of that is. It does strike
me as a move toward separating the business. of lending from the
business of education. and maybe that would make some good sense
in the long run.

Senator PELL. ’J&l}ﬁnk you. -

Senator Stafford:

Senator Starrorp. Thank you, Mr. Chairman.
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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 going to be simply too long for many partici-
pants. More effective and immediate relief is necessary.

I wonder if you had any concrete suggestion vou 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. Topey. Mr. Amazeen, would you care to answer ?

Mr. Axazeen. We would like to get much moré 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 whatevey it may be, and to have them actually

come into th& banks and defie with us the possible problems that

perhaps we as an industry arg not even aware of at this. particular
time,"so we can highlight thé problems and take specific actions,

Senator Starrorp. In your discussion, Mr. Tobey, and discussion
of the Administration switnesses earlier, there were figures about
delinquency rates, default rates. and I am wondering 1f you have
any statistics as to how:many students, or what percent of students
out of those who apply for a loan are turned down in the first
instance? : ’

Mr. Axrazeen. For student loan? ' _

Senator SraFrorp. Yes, under the Guaranteed Student Loan Pro-
gram.

Mr. AmazeeN. I doubt that very few are. I know we handle it on -

a first-come, first-sefved basis, if they ineet the qualifications of the
statute and regulations. - :
Senator Starrorp. Let me ask it this way. Do you have many who
apply who do not meet the qualifications for a loan? )
Mr. A»azees. In our experience that number has been. declining

each year as more people come to understand what the qualifications
are, : .

put any percent figure on the number who might not qualify for
loans; would it be 10 percent, or 20 percent ? ’ .
~ Mr. Sy, Senator, T would say it is less than 10 percent, and
primarily affected by an individual participating bank’s own rules.
Senator Starroro. I see. ' :
Mr. Sarrra. If you were literally following the provision of the
law, everyone would be eligible. . ‘
Senator Srtarrorp. Taking care of applications on a first-come,
first-served, basis, do you find that the availuble 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. A>xazeex. Well, I am not aware that that is happening. I

realize there was a downturn. in volume. T believe over the last fiscal -

vear, but T can answer by saying that I do not know of a student,
at Jeast in our area of the country, that has needed this type of
assistance and has not been able-to obtain it. )

Mr. TosEY. I was going to add, Senator, that T think vou will find

that the normal commercial banking operation involving student

’

6y .

LS - : T
Senator Starrorp. Without binding you to anything, would you

2.
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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-to take care of previous customers. This is the second-
vear stydent, third-year, fourth-year student that has previously
borrowed. A ‘ ‘

I do not know of any instance wheve that student has not been f
able to have its further boirowing needs satisfied. The new student -
coming into borrowing marketplace for the first time might have
some 5ifﬁculty. But, again, he has undoubtedly, through his parents
or himself; gained some relationship with a commercial bank that
could take care of his needs,

. Senator Starvorp. I know, Mr. Tobey and your colleagues, there
are some congressional offices that get o considerable volume of
inquiry from students who want loans in which they say they have
not been abie 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 vou these -
questions clirectly 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.

So we may want to pursue this question further from the co
mittee as well.

LY

Thank you. , R
Senator Pert. Thank you very much. S =
One-final detail-question— ——— -

_ What would be your view with regard to the hiring or engage-
“ment of private collection firms to recover these loans? :

Mr. Topey. 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
lfmndling'of‘ processing, collection, et cetera, of student loan port-

olios. :

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

As Mr. Smith hes 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 Perr. What percentage do they get of the amount col- -
lected as their fee? , :

Mr. Torex. Qur delinquency rate on our loans of repayment, last
month slightly under 5 percent ’

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

Mr. Topey. I am sorry, sir. T do not vecall the exact figure. It is
the flat amount per loan per month, and it is a nomninal amount.

Senator Prrr. Would you submit that for the record?
© Mr. Tosey. I would be glad to. -~ -

;
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Mr. Ayazeew. If I may add to that point.
I think in the area ofy specific collections, if the Oﬁice 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 pelsonnel
I think if we went out to private collection agencies, they would
go to someone with experienice 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 staﬁ that they did not know
what to do with.

Senator PeLL. Thank you very much.
At this point I order printed the statement of Mr. Tobey with

-attachments and the statements of those who could not attend and-

other pertinent Jnaterml submitted for the record:
[The mateérial referred to follows: ]




STATEMENT OF ROBERT E. TOBEY, PRESIDENT
: THE CONSUMER BANKERS ASSOCIATION
BEFORE THE . :
N SUBCOMMITTEE ON EDUCATION
SENATE LABOR AND PUBLIC WELFARE COMMITTEE
MARCH 5. 197%° '

Good Morning, Gentlemen: My name is Robert:E. Tobey. I
am First Vice President of the National Bénk of Detroit apd Presideng
of The Consumer Bankers Associazion: 1 appreciate the opﬁortunity to
visit with you this morning agd to discuss what we believe are impor-
thnt aspeéts of the Student Loan Program. \/T

The Consumer Bankers Association's mepbership:representsﬁ\
commercial banks holding in excess of 75/ of the total outstanding iﬁ\
student }oans. The problems experienced by banks and other lenders
in the Federally lnsuréd student loan program are n&merous. The most

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

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

in many major banks and delinguent student loans have a similar ratio

ar higher This compares to the national average of 5.47 for un-

ERIC.
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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.comp;ex operating procedures required by the present
law and regulétions. we are aware of ‘the substantial increases in
staféing that is planned by Ui Office of Education. However, the
effective implementation qf these plans could be two to thteé'years

’
from now. It ig our contention that more immediate ¥elief is necessary
! .
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entirely in recent weeks. A notable example is The Bank of California

to maintain the present yqrciciputxoﬁ level of bank lenders, Most

barks are involved today in measuring the profitability of all lean
|

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

vestment in the program and some banks have discontinued the program

)

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

of the total outstandings in the state of california. The amount of

time required for prccessing the proposed changes is going to be

simply too long for many participants. More effective and }mﬁediate A
relisf is neceésary. / .

It is c¢ur recommendation that any IEgislative.effort attempt
to 1. establish regiunal’supervision for more iﬁmediate response anJ'

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

ERIC G4
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Office of Education for processing loans;wgtv;ggggnlze tgat student
loans are a spec;;l type of credit not tomparable to other types of
bank éonsumer loans.

This legidlative effort should direct that regulations be
timely and clear so that student applicants may understand the
eligibility, income and repayment requirements of thé loaél Con-

gressional action is necessary if this very desirable supporc of : "

1
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.

. - 00 ~

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

.o — =~

‘Mr. Chairman:

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's high 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.

N With regard to the general problem of defaults, we .
Eeel 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 delinguent on an instaltnent 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 larde amounts of money. However,
the same lender will admit that without their collection
activities the psychological impact upon the berrower to
pay his debt in a timely fashion would be devastating. I 4
am afraid that this' psyvchological effort is not present in

\
|
|

1
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the student loan’program. A%lso, there is a possibility that
a properly run recovery operation could yield the government
a substantial return on its investment. .
’ j

Now. turning to the Administratfon'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 whq‘happen
to marry each other would oe granted a combined&loan repay- -
ment program. If each student had incyrred- a maximum amount
of loans and the maximum repayment period were utilized, pay-*
ments would be in excess of $232 per month. If each studesit
had digsimilar loan amothts, the effort to combine the rgpay-
ment iﬁ a single payment amount would necessitate proportioning
the payment to reduce each loan in an appropriate afiount. We
are concerned as to the fate ofi the combined loan if the stu-
dents who marry are latsr divorced. P?rhaps an alternatfve
solution would be o offer a lower monthly payment on each
loan with an annual review to determine the necessity for the
reduced payment amount. This is an alternative permissilb-he
at the present time with the appgoval of the Regional Director.

~

-

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 simplé request
from the'student verified by the school to allow future
advanced. 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

“enroliment information.’
il

¢ S B
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Proprietary schools as eligible lenders

a

The question of proprietary schools as eligible lenders
is a very difficult proposal. We agree that the majority of
proprietary schools ithat 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 delinguency ratio
cited for proprietary school students is not exclusive to
the: portfolio generated by proprietary school lenders.. I .
believe the delinguency ratio for proprietary school ‘students,

. regardless of who the original lender was, is equally high.

A 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 of
all educational institutions would reinstate their proper

-role as educators and let the lenders handle the making gf
loans. '

Collection activities

Any Proposed regulations gshould identify the responsibility
of the Office of Education to develop more realistic and effec-~
tive collection pzz;fices than has been demonstrated to date.

. (=}

Student loan bank tcies

. \ :

The student loan bankruptcy issue may be merely symptom- \
atic of the genkral permiSSIVEUESSWUf’this“programTwﬁwiﬁhumOfe:¥~f—~4Wﬁ*~
explicit instructions to students better defined eligibility
requirements and stronger collection effort, perhaps we could
restore enough discipline 'in this program to avoid the gues-
tion of providing the U.S. Government with an additional priority.

Mr. Chairman: Over the next month The Consumer Banker$ '
. Assbcfatioq is going to send a questionnaire relative to the . haar et
federally guaranteed insurance on studeft loan programs to 4
all its member banks. From the,guestionnaires, 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. - «

Aruitoxt provided by Eic:
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STUDENT LOAN SEXVICING AQRKEMENT

AQREEMENT, Made as of the _ day of . , 1973,

between FIRST NATIONAL BANK ornmmmﬁs (harein called "First®) and XATIONAL
BANK OF IETROIT (herwin callsd "Lender®).

1. First has established nmdqmtmmmm
Amsrioan Medical Associatiom Miucatiom and Reeearch Foumdstion gusranteed student
lcans, Pirst agrees %o act as agent fer Lender ia sdministering such studént loans
and Firet, in its disoretion, undertakes te servios and will perform the following
functions and dutiss in comneotion therewlth:

&

- b,
.

d.
L I3

£.

L.

3o

| B8

1.

ERIC

Aruitoxt provided by Eic:

rmnrmmmrm-umamlmnmmm
servicing system.,

Pmulmlmnmlmumtormrmmmmt

Prepars nou for stadent's sdgnature,

Prepare forms required by Amsricsn Hedical Association
Education and Research Fomndation for repirting disburewe-
mants, conversicns, cancellations and pald losns.

Provide lander all nacessary reports desaribed in First's
Student Loan operating mamual to properiy control its lsan
portfolio,

Perform all audits and provide all reports as'may bs required
wm»mmmmmmmwmm

mwwmzrormtotmmn-m:m
studenat,

Cempute asosasary informatisn for comversion of interim note W0
payout otatus.

Negetiate repayment sehsduls with m-t pricr to maturity of
interin leans.

Conwert interim loane to paycut status on First's Installasat
Losn System sad furnish student with ssheduls of repayment and
coupen book.

Oanutandmordmmwtrunoum-m-ummu
affecting each student's lomn.

Remlt payments Teeeived insluding all fees and charges due
ngn;vnklybuh.

" Perform all cclleotion procedures cooaistent with acoeptable

solleotdon prastioces.
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n. First recervea the right to allow amgy payout note obligor
extansions, revisions, or reconversions back to interim -um
consistent with the rcgulat.ions wvhioh may be necessary for ord.rly
liquidation of a loan.

"o. Prepare and process death, total disability and defsult claims,

N
p+ ~Perform other functions set forth in First's Student Loan Operating
Hamal provided to Innder.

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

3. First shall have no responsibility for loas or damage suflered by Lander
on any serviced loan, except as ls direotly attributable to First's msgligence, snd
Mumwmmqudwwrwcmmnandcmmdtubm
related papers turned over to First.

b Fiutwnwmtox‘c:doratawunmylomnhwpammu
has besn servicing, and Lender may demand retum sf any loan related papers vpon
written notice delivered to First at least thirty (30) calendar days prioreoun

... eod of any calendar quarter. Bither purty may teminate this y agreemsnt )
~written notice to th-ok\.rpcrtwddim‘d at laast thirty (30§ calendar days prior
to the end of any calendar quortar, First shall then have the responsibility for
nmmmmmmmwm-rumnamm.}muum.

FIRST NATIONAL BANK OF MINNEAFOLIS

.

By
Titls

. e
L

HATTONAL BAMK QF CETROIT

Title

o i ’7 () ~':' ,f

ERIC - : -
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Firet National Bank of Minneapolis
120 S. Sixth Street
iinneapblis, innssota 55402 ¢

Gentlemens

It is our understanding that the feo schedulss in comnsction with the

Student Loan Servicing Agresment between your bank and this bank .

ccvering the procsssing and administering American Medical Association
Education and Research Foundation guarentssed studeat loans will be as

followss

FRE SCHEDULES
INTRRIM (IN-SCHOOL) LOANS

$3.60 Per nots acquisition cost on existing
loans in portfollio

$3.00 Per note acquisition cost an neu loans
. ‘$ .85 Per month per nots servicing fee

PAYOUT LoRSS

when a student's interim notes reach maturity nnd are c M-
v.rtadtoawmtmwnthotouosringochod\nonplaces the
above fee scheduls., The feo applies to each studeat's Installe
ment loan. : :

81,46 Per nonth per payout loan

Thare will be a $3.60 per loan acquisition fee on loans in
payout status at tho time the bani subscribes to the ssrvice. Mo
soquisition fee an future loans automaticelly converted from an .
interin status to a payout status,
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First National Bank of itinneapolis Page 2 July , 1973 |

It 1s our furthor understanding that you agree that the foregoing
fee schedules shall remain in effect unchanged for a minimum of
ons year from the date of the agreement to which they relate.

Will you please indicats your confimation of and agreement with

the foregolng by algning and returning to us the enclosod copy
of this letter.

Very truly yours,
NATIONAL BANK OF DETROIT

Vice rresident

BET sWW5 183k
Encl.

Confirmed and agreed to

this day of , 1973.

FIRST NATIONAL BANK OF MINNEAPOLIS
By

72
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December 6, 1974 ‘\k

Mr. Albert A, Maier

Manager, Student Loan Section

National Bank of Detroit

P. O. Box 334A

v Instaloan Division -
Detroit, Michigan 48232

Dear Mr, Maier:

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. Itis 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, ¢ .

K. N. Erickson
Assistant Vice President

KNE/lmo

Enclosure

73
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STUDENT LOAN SERVICING CENTER

FEE SCHEDULE

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

New Loan Fee:

_— .

Per note acquisition cost on new loans if
lender processes application through regional
office arnd prepares input document.

$2.00

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 - Billing)

Monthly Se rvicing Fee:

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

$1.20 Per month per note during grace period.




MEMORANDUM |

DATE: October 2, 1973
TO:  PARTICIPATING BANK

FROM: STUDENT LOAN SERVICING CENTER
SUBJECT: 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 t.ink discount

5537 - Rebate g rnment intevest

CREDIT CODES
¥
v 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
O .
ERIC ;
J)
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OBJ):'CT/VES OF THE SERVICE . 1-1

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.

57316 0 - 75 - 6
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FEATURES OF THE SERVICE —Interim 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. ’ o

BILLING OF INTERIM INTEREST

The service will take complete control of the interest billing. Interim
interest is automatically calculated and maintained by an automated
systern 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 TRANSA CTIONS
The service will include the processing and control of all monetary
transactions and status changes received.

AUDITING. ' i

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.

¢
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FEATURES OF THE SERVICE —Payout Loans 1-3

. "

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

. N e

BILLING OF PAYOUT INTEREST AND SPECIAL ALLOWANCE

Some loans qualify for.Interest Benefits and Special Allowance from the
Government after the loan is converted to a payout status., ~ The service
will centinue to bill and maintain control of the interest 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 2all monetary
transactions and status’ changes received, with monetary proceeds
remitted to the 1ender/ on a perigdic basis.

/ +
AUDITING & REPOKTING -
The service will include the handling and auditing of all reports recelved
from or Supplled ){o the Office of Education and the U.S. A. F. Agency.
Through an autornated 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 . ) o
The scrvice will include reconversion of a stud,ent 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 £111ng of Claims on behalf of the lending bank
at appropriate times and circumstances.




BENEFITS OF THE SERVICE 1.4

"

‘ADMINISTRATION o /

The lending bank is relieved of all administrative dutids in connection
with it's student loan portfolio.

STANDARDIZED PROCEDURES

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 adrhinister and control. I

¢ 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, contiruity, 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.

P

REDUCED DELINQUENCY . ,

The use of professional techriques in processing and servicing of a loan
should result in lower delir.:ency. The continued updating and education
on tried and tested collectivi. rnethods 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.

ERIC.
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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\a_mended, 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'sfdiscretion, undertakes to service and will perform the following func-
a tions and duties inconnection therewith:

a. Transfer all loan information on existing loans intd First's
servicing system.

b, Process new loan applications for insurance or guarantee
commitment. . .. . :

¢, Prepare note for student's signature and calculate insur-
ance or guarantee fee.

4 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. .

f. Perform all audits and provide all reports as may be
required by insuring agency.

) g. Prepare quarterly i'L,ekders Request for Payment of
[ Interest and subsidy'' due from U, 5. Commissioner of

i Education and/or student.

, h, Compl'x'te necessary information for conversion of interim
note to payout status. ’

i, Negotiate repayment schedule with student prior to maturity
of interim loans.

ERIC . 84
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PARTICIPATING LENDER AGREEMENT o

j. Convert interim loany tu payout stutus on First's Install-
e . , .. -, .ment Loan System and {urnish student with schedule of
repayment and coupon book, ’ T ! A s
AT - =t = k. "Gollect-and record-all moneatary transactions and status .-
changes affecting each student's loan. s )
1, Remit payments received including all fees and charges
due Lender on a periodiv hasis.
. . -
m, Perform all collection prucedures vonsistent with accept-
able collection practices.
n,  Figst 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.
“u, Preparc and process death, total disability and default
claims,
p. Perform other functions set forth in First's Student Loan
Operating Manual provided to Lender.
2, Lender hereby -appoints First as it's 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,
Commisgioner 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-
AN actions with said Commissioner and Trustees.

3. First shall have no responsibility for loss or damage suffered

AN by Lender on any serviced loan, except as is directly attributable to First's
N 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

- o which it has been servicing, and Lender may demand return of any loan \
- related papers upon written notice delivered to First at least thirty (30)
calendar days prior to the end of any calendar Quarter. Either party may i

terminate this dgeacy agreement upon written notice to the other party
delivered at least thirty (30) valendar days prior to the end of any calendar
quarter. First shall then have the responsibility for returning all loan
related papers to Lender within 4 reasonable time thereafter.

FIRST MATIONAL BANK OF MINNEAPOLIS -
. !
BY
BANK
; L]
7 BY

ERIC L85
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SUMMARY OF RULES AND REGULATIONS—FISL 1-7

The following is a brief summary of important facts to remember when
T e *gra_ﬁtixig loans to students-which are subject to-the provisiong of Title IV.. . .. .
Part B of the Higher Education Act of 1965, as amended. Also, included
-as.Appendix A is a.reproduction of the Federal Register which reflects e
the apphcable\rules and regulations governing loans made under the Act.

\

WHO MAY BORROW

Regardless of family income, any sfudent is eligible to apply for a loan
provided he or sh‘é:

1. is enrolled and in good standing or has been accepted for
enrollment at an eligible school; g

2, 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 1260 from

lending bank or school.

2, Completes Part A of both application and supplement.

. /
- 3, Completes Part B of application (with family, as /
applxcable) /
4. Subm1ts to education institution for completion of Part C /
of application and Part B of supplement. '\
/
- . v‘
5. Submits,completed application and supplement to lending /

bank forit's approval and completion of Part D of /
apphcatn.on and Part C of supplement. {Please note that "’
under this program, loans are made or denied at-the /
discretion of the lender.} . (The Governpfent expects to '+
combine the application and supplement’into a single forms
When available, the sections to be ¢ mpleéed by the

student, school and lender will be clearly identified.)*

w24

ERIC o 806
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SUMMARY OF RULES AND REGULATIONS—FISL | 18

MAXIMUM LOAN AMOUNT

1. ~$2500. 00 Maximum each academic year (normally 8-9
'months) but must never exceed the cost of education less ¢
O . . .other financial aid received.

om < AN -y - € i . e . -

2. $500 Maximum {must be applied for on a geparate
application) if student is pursuing a program of study
longer than a normal academic year of nine months.

. 3. $7500. 00 Maximum for under graduate education, v =
g $10, 000. 00 Maximum for ‘graduate or professional
students.

' \
ELIGIBLE SCHOOLS

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 ocupation. Further information
regarding the eligibility status of a particular school may be obtained\
from the'Office of Education or the Serviee Center.

INSURANCE PREMIUM

!

A prepaid_insurance px;é}nium 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 premmm‘i‘s ‘paid orTJSr once, and norefunds or adjustments
w111 be made. r—

" INTEREST RATES

6% per annum én the unpaid principal balance of any loan disbursed prior

to August 3, 1968. . ‘ v
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 inwz_/—
while the student is attending school plus a grace period of from 9-1

months.

7

ERIC : 87 - .
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SUMMARY OF RULES AND REGULATIONS—FISL 1-9

Prior to March 1, 1973, a student qualified for this interest benefit

O

Aruitoxt provided by Eic:

ERIC

providing the Adjusted Family Income was less 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. : -

S e L S . - . L

A lender may exceed the school's recommendation. and séill 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 commuricate with the school.

B. If adjusted family income is over $1.‘;, 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 folldwing exceptions: ~

1. 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.

2. 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 ma;‘r borrow,
but they must pay all of the interest. )

SPECIAL ALLOWANCE N

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.
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SUMMARY OF RULES AND REGULATIONS—FISL 1-10

REPAYMENT '

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

requu'ed to pay.a minimum of $360 per year, Repayment may be deferred )
7 awhile thet borrower is a member of the’ Armed Forces,  a full-time volun- 7 70 774

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 _dliring such

periods of deferment in order to reduce the principal amount of the loans. "

For students eligible for Federal*tfiterest 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 has been made.

The Féderal 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.-

. -
y “
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YA

Q

ERIC -

Aruitoxt provided by Eic: - -~

CONTENTS

Conversion of Existing Interim Loans

1. --Conversion Worksheet .

2. -Noticeto:Studenf. . <. ... <

Conversion of Existing Payout Loans

1. Conversion Worksheet

2. Notice to Borrc;wer

Processing New Loan Applications - FISL

1, Student Loan Abplication (OE Form 1154)

2. Stxident Loan Application Sup;plement (OE Form 1260)
3. Student Loé.n Application Suppiemgnt Instructions
4. Promisso.ry Note and Disclosure S

5, Insurance Fee, /

6. Disbursementof Loan/Proceeds

7. Statement of Responsibilities

8. Advice of Loan Disbursement




CONVERSION WORKSHEET ) 2-1

STUDENT LOANS - INTERIM NOTE .
. (Conversion work sheet)
R R N c e et N
I Complete and attach to copy_of original note and application for each intefim =~ - “" §- - .. e
- , note o be serviced by the Student Loan Servirang Center, Also attach copies -

" of ali.deferment and, Gthel, (Srms.prriinent 1o 1he loan,

Date Funds Disbursed:
month day year

Present Unpaid Principal Balance:$

II. Compjete 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 Narae . 1
i »

Address

city state z1p code

HR
Telephone Number_( ) / )
area code B -
School Attending . Institution Code No.
. School Address .

city state z1p code

‘Anticipated Date of Graduation
month year

F 36-2%4ns ~

ERIC ‘ I 4 \
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CONVERSION OF EXISTING LOANS 2-2
To enable the Seruice 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.)
$uil. o+ .0 .. . Sectionl This myst be c‘o.m~p1éted ~hd=a copy of the note,
) R =apphcat10n, 'and any penment papers attached.

Section II. Complete only when the student is responmble
for payment of the interest.

Section III. ‘Complete only when there has been a change in
the student’s status dszerent from that shown
on the application.

. / .
When worksheets are completed, submit them to the Student Loan Servicing
Center in batches of approximiately 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 m.formmg 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 .

ERIC 92
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o
v )' . -
BATCH RECAP FORM 2:3
BATCH RECAP
Noma ot . anding o Lendara 1D Numbar
A v PRINCIPAL AMOUNT il -l I PRINCIPAL AMOUNT
NOTES NOTES
Comments
E TOTAL *
Al G0 K e
7/
O |
2 [
ERIC - 99
. A
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NOTICE TO STUDENT 2-4

EXAMPLE A:

" IMPORTANT NOTICE!

Dear Student:

Your Bank has made arrangements with us, the Student Loan Servicing
Center, to gervice your Federally Insured and/or United Student Aid Fund

Student Loans. Our address is:

v STUDENT LOAN SERVICING CENTER N
P. O, BOX A-1577 i '
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 ug personally, our phone number-is (612) 370-4035,
We appreciate this opportunity to be of serwvice to you and your Bank.

Thank you. :

Richatd K. ‘Engstrom, Manager
Student Lgé.n Servicing Center - . , p

SN B

. S
R TR S N
- R N - .

RIS ET

/ ..
/ EXAMPLE B: - TR TN e e

l
94:‘ Student: - 3
7/ !

/

/We have made arran.gements to have your Federal Insured student loan

serviced by:
STUDENT LOAN SERVICING CENTER

P, O. BOX A-1577
MINNEAPOLIS, MINNESOTA 55480

'

hd When the occasion arises for them to correspond with you concerning your
o/ loan, please give them your full cooperation. Be suré to notify them
promptly of any address change. If you have any questions at anytime,
feel free to call we—or—you-maycall the Center. Their phojw number is

’ (612) 370-4035. £y /

First State Bank tAnytown

ERIC*

BIA 1701 provided by ERic:
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CONVERSION WORKSHEET : g 2-5

bt

FoR NS 213 STUDENT LOANS.-PAYOUT LOAN
(conversion w-rksheet)

TD THIS FORM PLEASE ATTACH. 1 Copres of all interim notes included in payout loan
2 Copy of payout note
3 Copy of ledger card .

INTERIM NDTES INCLUDED IN PAYOUT LDAN |

TYPE OF LOAN ORIGINAL PRINCIPAL AS INTER TE ELI
tFISL-USAF SAGY! DISSURSEMENT DATE AMOUNT RATE w ;so'n ,N,E':ENS .EENES','SLE
el — 4 R
R AU |
- |
1
FIXED INFORMATIDN \
Borrower's \
Name - [ [ z . o
Current - \
Address S -
ar-eer Ty State o Zio Cose
T Number ! ! Sociat Security Number i L
AasCode . Never
Birthdate . Sex M o F e Maraat Status Marved _____ Married Dther
Ma
Present E Address ___ Position

PAYOUT LDAN INFDRMATION

1 Date of payout note
2 Driginal principal
3 luteres| {Student’s portioni
" & Total Laanladduhines 2 and 3
Totat number ot payments . A
Amount ot payment ’
"Amount ot.that paymedt
Date tirst payment due e - . .
Maturity Date :
10 Totatof ail payments fo pronc-pas and :nterest paid by student
11, Present Balance :Subtract Ine 10 trym b ne 4) w [LR LR ——
12 Date next payment due 1124
13 Number of tate charges unpa o [ 1
14 Amaunt of ‘ntetest dus om Gay't durng Payout* s _

“Onty 10ans dbursed on ar atter Nov 8. 1965 thru Dec 14, 1958 are etgple for .nterest hene!i1s duning payout
.

i

oo um o

Maximum interest henefits 1§ 3 per annym
Comments _ B - e e

FOR STUDENT LOAN SERVICE CENTER USE DNLY -

. T g
Partial Subsicly % | Purpose Code Bank Numpee . 714 -
Speoial Allowance ... % |Ser No . o e e Dealer Number .

FISt ... R % | USAF Code B o« .-~ | Account Number —
USAF . ... % | SAGY Cnde . - i ate Charge Amount ... —
SAGY [ L% lAcccumFlag . G . [ Simple Interest Code 3 .

ERIC

Aruitoxt provided by Eic:
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CONVERSION OF EXISTING LOANS 2-6

PAYOUT LOANS

A conversion worksheet is prepared for each existing Student's Payout

Aruitoxt provided by Eic:

Installment Loan. Include all loans presently in a payout status.

In preparing the payout conversion worksheet, 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 worf(sheets and
all copies with a transm1ttal letter in which is stated the number of work-
sheets being sent and the total of present balances (line ll). .

'
i
/

The payout conversion worksheet is self explanatory, howeQer, the
following explanations of certain information may be helpful.
ple on facing page.)

(See exam-*

RIC

INTERIM NOTES INCLUDED IN PAYOUT LOAN SECTION s pd
o
List here each interim note involved in the payout loan showing type of e
loan, date funds were disbursed, original principal amount of each note, V4
the rate of interest that applies to each note and if the note was eligible *
for interest benefits. ' P
. - ’/‘///
FIXED INFORMATION SECTION | ¢ : iy
. ///
Taken from the most current information available.
PAYOUT LOAN INFORMATION SECTION / .
SR B d
1. Date of payoutendte - This is the date the 1nter1m notes were-
Y converted to payout’ loan and the date from. whxc,h 1nterest was
computed: i N T J
: b 7 / : RN

2. Original principal - This is the total prmcx/'il amount of all
riotes 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 is'the original principal amount plus the !
student's original portion of the interest.

.

a7-318 (- T8 2 7
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. CONVERSION OF EXISTING LOANS 2-17

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 of 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. /giaturitx 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 baldnce - This is the present gross balance outstanding
! on the instal\]:nent loan.

12, Date next payment due - This is the date the next payment is due
or should have been due if the loan is now delinquent.

13. Number 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 Worhksheets, the Service
Center will enter each loan into it's Automated Installment Loan System.
A Notice is prepared to notify the borrower of the arrangements made
with the Student Loan Servicing Center. (See e7ample on page 2-8.)

A\

\
v

‘

P
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NOTICE TO BORROWEQ 2-8
‘\
B -
STUDENT LOAN SERVICING CENTER
By oAt e w1 203035 e M FREVER
-
-
)
. s
IMPCRTANT NOTICE! N
fhear Borrower .
Y .r Fank rnds nade arrangements with us, the Student Loan Serviong
. L enter, tooseru e vour guarenteed student loan. Our address ise
Studert Loan Servivcing Center
. 1. O Box A1577
¢ Minneapolis, MN 55480
You atll recewve vour new payment book 1n a few davs. Please mail all
p.hrn-rtq and any future ¢ orresponden: e to us at the above address. The
e losed onfirmation certift, ate shows the remaining balen. e, amount
aud number of payments yet to be paid, and date the next payrent 15 due
o6 vour luan. Please sign and return this certificate with your first
pasment
Shonld youu desire to cantact us personally, vnur phune numher 1w
(.12} 370-4035. We appreciate this opportunity to be ot -ervice to sou ani
your Bank  Thank vou
N

Richard K Engstrom, Manager
Studernt Loan Serticing Center

. ,

-

Q : (
ERIC I
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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 Farm 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 ‘B
signed by Student, Spouse, and parents as applicable)

Part C - Education Data (Completed by School)
Part D - Lending Bank Data (Completed by Lender)

IMPORTANT - Insert your Bank name as ‘'Lending
Institution' using the following mailing

address:

7, STUDENT LOAN SERVICING CENTER
P. O, BOX A-1577
. MINNEAPOLIS, MINNESOTA 55480
"W

APPLICATION SUPPLEMENT (OE FORM 1260) (See example on page 2-14.)

Part A - Affidavit ) (Completed by Student,
signed and notarized)

Part B - Completed by the educational institutidn 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, O. BOX A-1577
MINNEAPOLIS, MINNESOTA 55480

-~
Nt
-,
et ¢

ERIC

Aruitoxt provided by Eic:




08

o

/
PROCESSING NEW LOAN APPLICATIONS—FISL 2-11

Forward properly completed application and supplement to Studept 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 dne 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 he used as
@ a tickler of loans pending.

IMPORTANT

v
- N

Until revised forms are available combining the application and supple-
ment, "Form 1260 is required from a_ﬁ students.

ERIC : 100 ¢ ‘
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OQEPARTUEMT CP MEALTM EDULATION AMD SELFARE
OF#1CE OF EOUT AT:ON
AN TN € C ReISE FORM APPROVED
. QuE MO 3RO ] P
[
[
[
- STUDENT APPLICATION FOR FEDERALLY INSURED LOAN €
(Tutle (V-B. P L 89-129, Higher Education At of 1965, ax umended) ]
5
r
[
. ]
PLEASE READ INSTRUCTIONS SBEFORE COMPLE TING THIS FORM L
T
v
FARY o = DENTIFICATION BATa T9 88 comaieisd he ouniens. Amaunt of f
T L AST NAME - F RET NAME = MIDDLE MiTiAL 12 socas secumiry nuueen Cammitment .
LOAN COMMITMENT EXPIRES ON* .
DATE SHOWH 1N ITEK 37 .
3 PERUANEN® AGDAESY Yum) o II iy 3 BTATE |‘ e coor
T BIRTW LATE Lee ! duirs D 0 ,; Y OR [ HNIC GRDUR WX e Ser enuctioner g [ auEmCAN
N B TTEaAR 1 MALE 4 AMER C AN NDIAN 2] ORIEMTAL AMEN(! AN rane n
in ¥ I % LR ANIEm SUANAMED AMER-GAN B ALL @THERY
O AR TALSTATIA 'Y T u x IITITEN QR NATIGHAL T11 wA OR COURE OF 3EUDY
wEVER Ne aee atmiclinng
. wanmire ! !
TS ARLA “OCE ANU TELEPHONE NuMBE® B ors T
* T4 MANEL OF PARCNT OR GJARDIAN e WANE U MEAREST RELATIVE BITH BnQM ROT L1VING (nal par
1§ WEMWAMENT AULRESS OF PARENT Yuune: 1T PERMAMEST ADCREISOF TiiS RELATIVE Nuwmber. streel, cily. Stote,
. o, Stata LiPceds o 24P tnes,
PART § - PIMNANCIAL DaTa To Somp @il By otudent,
. Lo ....s. ...r, Tov @ cown undes ‘;. p,‘., Tneurad 5 0. SIMANCIAL AID FOR THIS ATACIUC YEAR .m dallecy. sretusive
Prror n oy my PHHY of family suntersuriana) If HOWE, PLACE THTAL BDX
e ae .,.». 7 7GR ICnO0L AER-GDENDING | A. Callere werk-sludy prapiwm s
1. Educstiena) epportunity grent B
Te L AN EILL ARPLY TO 1 SCALEM TEAR C. Schelarhips, fallowships, 3ther prents
L sEmTyTEe L qeARTER delenue etudent jeens
. TRMESTER ) BLUMER 3THLOL uc atsanel toans - *
. TOTAL |3
DetE OF -
LoAN AMOUNT e
- g —
- Ty o rnee
| wavanit PasMINTY
ATATEMENT OF ADIUSTED PAMILY (MCOME T - Ae -smale +d Ar N ot ilant. spcaes, O0d pasanss 2 Spploanie §
. 1
72 Mevre » o uring he preceding 12 m nthe o ceurded with, b Taimed wn @ lependent f20 Federel fn ome Tas parpsses br,
e been the re upoent §an Bmount imoeacess of §600 frn ne v btk oty wr parente? -
E Ti T L)
e T TR A e e e on Ty Wer n abule riern o urperent o bieh f yus parents, € ihey are Lieing fopether. aad)
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ey
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STUDENT LOAN APPLICATION (OF FORM 1154)

2-13

i

28. AQIUSTEE GAOIS INCOME ; From Vuderal fas tatume} (When |

74 1a A4 InCome o rapert, N8871 'inena’’ in Ihs eppeepeiais Mioch.)

A Father § Mether § s
. M._Student § Speuse § 3
C. Telal sdjusted groes inceme (Add itnex 2JA and 241 - ; ] ]
D. Enter 10 pescent ol ltne 24C s
) E. Multiply the number of sxemptions claimed on lox rolums by 5600 s
¥. Enter 1311 of lines 74D and 24E g 3
. G. Adjusted family inceme (Subirecrt ine 24F [mm line 24C» [}
AF THE AuOUNT SHOWN ON LINE 24C aROVE IS LESS THAN $13,000, THE STUDENT IS ELICIBLE FOR FEDERAL INTEREST BEREFITS

I, sach of us, cortify Ihet the d in this 1, 2 irue, cumple
and Welief, and 10 mede in geed [alth, and I, eech of un, sutherize the U.S. Conmie.
Direcier of Intemel Revenus with whedn it wes filed, o <-vv of my Faderel Incems Tes Relum o7 satimete for the 142 yesr upen
waich this cemputatien of edjusted family inceme 1 In wrder 1o vorsly the feregeing stetemant. 1, the spplicant, certily
coived under the Gueran: -4 Lasn Pregrams, Title IV, Port B/M.L, §9-329) os smended, will not
7 ner will the tetsl sutstanding lesna fer sl! scodemic yoors sucend §7,500. 1 furthes corilly thet
this leen will be used enly fer aducational purpesss fer the academic yasr (a1 portion theresf; covered ky the spplication, SIGHA-
TURES ARE REQUIRED FOR ALL PERSONS WHOSE INCOME 18 REPORTEU ON THE FORM., THE STUDENT MUST SIGN
EVEN THOUGH HE HAS NO INCOME.

, and Curfect te the besl of my newledye
ner wl Xducetion te sblein frem the District

13, SIONATURE 87 ARPLICANT 17, SIGNATURE OF 3POUSE
a
- - 18, $PRUILT SACIAL IECURITY NO. /7
M, SIGNATURE OF PATHER ~ M. SIGNATURE OF MOTNER
M. FATHEA'S SECIAL SECURITY NO. 312, MOTNER'S SOCIAL SECURMITY MO, / /
PART C - EDUCATIONAL DATA 170 bo complatad by aehoel)
13. WeuT ANB ADDACSS 67 EBUCATIONAL INSTITUTION 14, $CHBOL CODE MO,
. ACADEMIC YEAR (/X" ongy 39, EOUCATIONAL COSTS PSR TNIS ACABEMIC YEAR (€ ilimere mhsra necosse v}
1 T @ o m A~ Tullien and fees " - 13
0 T ATHBA $TH i [Tommapuare! . Resm and heerd
3.1TEu I3 BEGINS AT T C, Bashs end supplies
", BAT, YEAN MONYH, BAY, YEAN Ds Persensl sxpenses
19 19 E. Transpertsiisn
38, ANTICIPATEO GRAQUATION DATE (Use ", TOTAL 3
f1eures =manth and yoor) 19 @, LOUCATIONAL COBTS LESS FIRANGIAL AID (J0F minve 187) | 3
A} 41.0F THE TOTAL AMOUNT AZQUESTED 1N ITEm 18(1], WNAT AMOUNT (5 ARSUIAED FOR TNE STUDENT T® B
MEET MI3 IMMER(ATE ERUCATION CXPENSEY ENTER AMOUNT HERE com—gp| ¥
42 STUBRKT STATUS et one, 1| CERTIPY thet the ahuve-nsmed student 1o antalled end in goed ttending o hab basn
S ITIMALy e an DT UL, Tiug sccetted lor enveilment. The srudent's sretement of linencial 81d for 1hia yeu
corrael te the bast of my Snemledge.
43, IGHATUAR 8F FIRKANCIAL AID SFPICEA SR AUTH- | TYPE OA FAINT NAME AND TITLE 4a, DATE
OAIZ€0 OFPICIAL
- PART D « (Te bo complatad and s1gned snty slier spylication 11 spproved ey Imdet)
€3, WAME AMD MAILING ADBARSS GF LENDING INSTITUTION ¢include ZiP 4, LEXBEA 10 NB. 48, LOAM AMOUNT
code) . COmIT cont1)
47. TELEPHENE NUMBER (inefude
ares ande) s
' [ €5, HGNATURL 8% AUTHORIZED OF NICIAL TYFE SR FAINT WAME AND TITLE M. BATE
—~—— e} ~

WARNING
Any pervan whe knewingly mehes o lolte statement ar-w misreprasentaiion on this ferm thall be subjest te o fine of net mere
than 310,000 o1 te imprisenment for nat mare then § yeers, 8¢ beth, vnder previtlen of the Unired $tatas Criminel Code,

OF FORM 1154, or7m PALZYIOUS ESITIONS OF ToI3 FORM ARE

oLETE LENDER'S COPY

O

=
o
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LOAN APPLICATION SUPPLEMENT {OE FORM 1260) S2-14

DEPARTMENT OF HEALTH, ELUCATION, ANL WELS 2L
OF 1L € OF EDUCATION

STUDENT LOAN APPLICATION SUPPLEMENT

WARNING Any ‘c un whe knewingly mekes o folse sioicment or @ mustepresenielion on thes letm shiell be subject to o line ol
el mere then $10 imet-senment of ael mere then § yeurs, th, under provisiens of the United Stetes Creminel Cade.

FART A1t
bo NAME [leet. Jitnr. middte imtiel PLEASE PRINT

FORM ARFROVED
Q MU, HO. 3LROYNY

be vompieiud by the stwlent) Reed insiruciians en 1everse

$. Sumscribed and sworn hefore me this dey ef

LA

l -l!.m that any hun pcoumh wtileined o5 @ resull of this dpplie - SEAL
Catron witl e used solely for expeases telated (o dtteadina e at
ihe educetsons] nstitution named sn the tached appiscativn.

2 SIGNATURE  Sidn unly 1 prasen. ¢ of arterys Sranature ol NofaemDublics

L SOCIAL SECURITT O 14 AREA COBE TELEFHGNE NO. (Natery s Addresss DIy Commeseron Expirest
i . N

[ -

manths rarresded witl,

(I becn laimed as 4

. “ADJUSTEO FAulILY INCOKE

b lleve you during the preceding 12
! be enlered by Ih tude 1
dependent for Federal Incume Taa parpuacs by, ur (17 beea the rec ipient uf en AR Lt Al
smeunt in eAseas af S6M from ane (or doth) of your pareats > [lves [Cwo OF 1070t

7. U metried ere yuu legelly separdted or have you fur the preceding 12 munths heen tiviag
{lves Mo

apatt from ynue $pou

PART B “10 be  ompletd hy'the educational nsteluteon) nstruchone

¥, WAME OF EDUCATIONAL NS4 (TuT 10. COOE NUMBER

1. FERIOD OF LOAN
i From To

15, 2Ty STAVE AND TR fUBE

SECTION ! - ESTIKATED COST OF EOUCATION SCCTION 11l « SUPPORT FROM FAMILY

4 Dased i 2 anabormly spphwd detesmination f aced what ia the computed

14, 8

- amount of support frum the ldmily

17, Methoal Used
W i er, takang 60 ace auat $11 faclors,

19, Reasins Sea boatmuviane e ndew

e s . .
SECTIOM Il = FINANCIAL AID AWARDED srunis. b ln the hewt jodgment 4 the Tanane yat
s.haleraheps. er.. AND OTHER what « 4n the femily realisticatly - onltihutes
RESOURCES
1, 8.
18,8 20, 1f code * explain

SECTION IV ~ SCHOOL RECOMMENDATION FOR CUARANTEED LOAN

21, Section { tess Section 1 3t NIk $

I HERERY CERTIFY *ha® the ab e nemed student s enr
entullmenl and thet the .t rm

FTY T 2w e

T2 SIGRATURE OF AUTHOR ZRL 3 w0

end oy -
Ui given ahive a8 omplete an o et th

ha heen cpted far
ok wledge

[u‘ vATE

PART G ' be _ompieted by the lending sestiturl wny

FLERCING INSTITUT AN

TLWARE

27. ADORESS “fn<tide 21P - ite

Inteseat beaelits —
EERETEN
\Jl. Nt ehgible for Fed- ¢
etel intetest Grarlits

s

I

e snstructiens

T oir wumsra

{ W ARFAC CDE T TELERNONE NOY

|
AoausuNT AMQUNT LENGER ARRROVES 32 GILNATURE SIF AUTHORIZED CEND N NASITLTION OFF iAL
SCHOOL
MECOMMENDS | 30, Fliginie for Frderal

34 TaTe

OF FORM 1260, 1723

REFLACES GE FORM 1260 7772 WHICH 15 ORSOLETE

inel  Lender

o U3
mlc i
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LOAN APPLICATION SUPPLEMENT (OF FORM 1260) 2-15

1€ the student is applying tar Federal mecrest henefity 1 cap-
1es of this form. together with the _ompleted student loan
applivation should be submirted to the Linanaal ud otfer
of the educattonal instztution  Addimnal financial intorma-
fion may he required by the whuol in order Lo enable the
school 10 desermune the student’s Lnanial need

I the student docs not wish 10 apply for Federal interest -
hencfits. or 1f family 1n.ome information 15 not avadable,
the eduvationai institution Joes not need to wompicte Part B
of thus form  ln such cases. the student should type or print
“Not applving for Federal interest benefits™ where the name
of the educational nstitutton would normally he placed and
submt 2 copies of this Jorm to the lending insntutton

AHidant. Al studeqts are requited to complete this sectton.
whether or not they apply for Federal intesest benefits The
studeats should tead carefully and understand the signific X
cance of the affidanit he must sign Howaever, the student
must not sign this affidevit exeept in the pressnce of a ne-
ey o other person legally. authonzed to admmster oaths
or affirmations, who must also sign this form Only the-on-

N

INSTRUCTIONS FOR EDUCATIONAL AND LENDING INSTITUTIONS ARE AVAILABLE FROM GUARANTEE AGENCIES

OR REGIONAL OFFICES OF THE OFFICE OF EDUCATION

INSTRUCTIONS FOR COMPLETING «
1OE Form 1260. Part A}

il copy necd be notanzed.  Alter abtaimng this notanired
wemature andiate Tonginal nolanzed” i the rotary atea
on the othes ey gt ogesary

Adjusted Famuly Income It the student 15 applying fus
Federal interest henetils. this mtormation must be womple-
ted  The adjusted tamly invome i found on hine 233G of the
Student Apphicaan far Feletally Insured Loan 108 11542
wrop tme 11 of the Lenders Report of Guaranteed Stu.
dent Loan OF 107 whih s used under State or private
guarantee agenvy programs  The stalement on these forms
that "If the amount shown on hne 3G (or MG iahove ts
less than $1S.000 the student is elyble for Federal interest
henenits s no Langer applicable due 1o a change tn Federal
law  JEhpibilnty for Federal interest beacfits 15 nuw depend-
ent upon the sub of this suppl I-form to the
leading institution 1ndicating the school’s reconnmendation as
10 the nced of the student horrower  To assist the educa-
tional tsbitubion 1n making this determunation, the student
must apswer the two questions tn Part A of this forni, which
ate the same questions as those found n the Statement of
Adjusted Famtly Income scction of forms OF 1153 and

OE 1070, ‘

O
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SUPPLEMENT INSTRUCTIONS 2-16

STUDENT -LOAN APPLICATICN SUPPLEMENT
OF FORH 1260 B

' INSTRUCT12#S FOR ELUCATIONAL AND LENDING INSTITUTIONS

(NOTE; Stuident Instructiens are feund en teverse slde
of epplicatfen euppirments}

e W AN VRN IOV 5 R BOTH AN LS AD_LLXDERS,

t_completes ALl stoiinis nuat < wlete the atfidavit in Part A, whethet or net the
bei 1he Botrower Fast oot s1ga the atfidavit except in the preaence of a netary ot sthar per
euthor fzed rp al@intater osths_or affirmations, who must elss sign, Only the sriginel cepy need be
] . tartacd” should printeu or typed in the notarial erce en ether cepiee, 1f e student is epplying
Lor Federal tuCervse benefits, che eatlre form oust te fully completed. Othervi anly che eiftdevit {e requiced,
{Note. Al 37ulents sust continue t- oorulere either Form If 1(3% er OF 1070 as apprepriscel,

Detarmint g @' gittifey £or ®edeval intercs tove 1. iless Psrcs B and € ave fully cesplecéd by che schoesl
end Terder, a i-an is mt eligible fot feder 1t bemctits: Students vhe de net gualify fer e sudetdized lesn
- DieS 417 up €0 th maxieun anu,:t gthorized, Juwever, in no cese may ¢ leen, suvetdized
cign

z 4 123 d received (exclusive ef £
L eian 3y of institution ptuvidcy the lender with

R Cheel recermendetion that is ¥
on edu-atinal ooves, ottee atd svarted end resources avellable te the student, snd, in the prefeasienal juigment
the finar. lal atl afficer, the emount the faaily cen re 1iscicelly previde tevaris maeting these c s, 1In all ce
Lenders re enpvcted 1o give careful conefdaracien te this ameunt. .

e, Adfusted Family Tmo me dess than $15,50 Ordinatily, ft can be presuzed that finenciel need existe fer s
Student v .oe 34 iusted family tnccas le 1 than 515,000. The rela of the financial eld efficer le te
dcternine the exfstcrie and extent ef suth need. 1§ the lendet & net cenetdet the schesl recommsnietien
realistic, he L3 ervoura; s conunicate with the educerienal tnetitutien te reselve d1ffetenc After
careful ceneideratin of the schenl recemmendacien, the 1 r will determine the ameunt ef the lean. Thie
ancust will be eligivle Tederal inteteet benefite Lf the lendet recetde 1p his filee the baels fer nakieg
2 loan (n an amount in excess sf the echoel teccraendatien,

apply fer Tedetel interest
n legally

». Adjusged Fastly Inoome $15,000 or greater: Hermally, e subeidized leen may ast exc
by the schock 1n ‘isction IV of Part Tt the lender. in his judgaent, belleves s lerger lean fe juetiltad,
the lender = rcmasrlcate with the educetlensl fnstitutien, Aftet ceneidaring the schasl’e peint ef viev,
the leader vill deterdine che amcunt of the lean. This smeunt will qua 1fy fer Trderal imtereet benefitw if
the lendet tecards In his files both 4 record of his centact vith the. scheel and the baeie
larger loen ameunt. . -

3. 1f an educational trstiturton is the lender, Lt may 0ot make o eubetdized lean te ¢ etudent thet exceede fts

sun recomendation n Sestion IV ef Parg B.

A EhIC & lender har the autherity te make s eudsldized lean thet excsads the schesl'e recommendatien, {t le

that he vi1l de se ¢ y'vhere he hae knowledge ef the faatly [inenclel eltuetien aed vhere in the Juigment ef the

lender, the echeol®:  .omaendatien is net adequate te mcet the student’s need. In euch cases, end indicated
avave, the lender must ndfcate in hie flles the beets fot hie detersinatien,

d the emeunt recommenied

et waking the

e R TR T T S Ty T
FART 3 (10 BE CGPLETED 8Y THE FPUCATIONAL INSTITUTION IF THE STCDENT 1S APPLYING FOR TEOERAL INTEREST

Three coples ef the Student Lcan Applicatien Supplement sheuld be preps ed by the educatienel institutien, One cepy
eheuld ba retatned by the scheel a d the sther twa glven te the student te fervard te the lender. Thie pect must

be complered Lo urdet for the student tn quellfy for Federal Intcrest veneftts, 1f the sgudent dees nec wish te

apply for these penefita er 1f financial data 1s net avalladls fer the cewputetien ef the Expected Tamily Contyibutlen,
i the date tn Part B 1s not requlecde o such cases, type ot print "Net Applylng fer Federal Intereet Benefits™ where
the nase ef the etucetienal {nsitution would noteally de placed
1 1f1cac a. tosplete the name, address, telcphene nuaber and ¢ dipit code nunver fot the educetienal
Tnstitution and {ndicate the peried ol che lean far the student batrever. The period ef the lean may not exc d wne
acadeatc yesr {normally 9 xonthal. Dellar unts indlcated tn Sectien T threugh TV should rclate to this peried.
SECTIMN 1« Fypfmated Cost uf Fds Indicate the tetal educacl be tncurred by the student during
the peried ef the loan. . tesm and board, bseka end euppliee,
yereenal expenses and transperracion coscs.
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SUPPLEMENT INSTRUCTIONS

104

SECTIOX It - Financ! € swarded aod sther resgurcee: Lisc enly [inancial etd end echer ressurces chat are f1rm
comxitecues and vhich apply e the peried of the lean: Do nec {nclude sssistence which been epplled for,
sut nec yor eppreved. Included should e all grance, schelarahiy ucatienal leane, snd echusl-avsrded Jone,
tncluding aemtscance under ol federatly span. prograns ef etudsnc [lnancial sid, include reseurces chac
era Yeing coneldered tn che dcterminacion of eupporc frea che faslly. y

SECTION Tf1 - Supporc from Pamily = Subpart A: The 33se persans vhees income vas uttlized in the detérminatien of the
Adjuste ly Incear muet %o cansidreced in the deterzinacton of the ameunt of faaily supporc availssle te hely poy
sducerfenal ceere. This (nformacien may 9o ebrained from Pirc A of chis ferm ee fellous. 1f the scudent ansvere
“ys3” te the [irag yueetien, he e ronetdercd te be a depondent etudent and the incems and essets of cthe Parencs
te be censldersd. I he ancwers “ne™, he fe an independent student snd che fncews and assers of che parencs ere
taben inte acceunt. [f che student fe warried end he answers “ne” te the secend quescien, the inceme and
the epeuse ere te be coneidered, € the anaver 1s “yee", the npeuse’s {ncems end easere are necr teken fnte e
Indicace vach the smounc of che computed supparc from ofe family and cthe ueched of needs anaivsis used in making this
dacerminacion, This ameunt ehsuld relate te the pery the 16an. Metheds eppreved by the Cermissiener of
Educecien fer echer federally supperced finencial atd programs are agcepeabie as vell as the Alternats Income syetem,
the Amsrlean Cellega Tearing dregran evatea, che Celfexe Schelarship Service systes, che Inceme Tax syscem or eny
ather methed {f 1T praduree results vhich ere, oa the whole, oimilar te thess which veuld ba preduced usder the cecheds
Itetad abeve, A neede anelysia méched pramulgaced by © for indepcndanc scudents {as deftned evava)

mey slcernatively be uesd fer which preducee resules vhich are, en tie vhale,
ajuiler te these vhich weuld 98 preduced under any m Seen se praculgated,

SECTION 1T - Suppark fron Faelly ~ Subpart 8: The emounc listed In Sectien TIfA s oere ceaningful shen adfustmence
for che (rdividvel circumstances of the etudenc arc censtdered. The Fénanefal Ald Officer 1s expected te Y
fcnet fudgment {n sech case end indicate in Secc 13 che emeunt thet cen %e realistically expccred tu
uted for sducatfonsl coste ever tha parisd of che 1oan. He eheufd take fnce acteunt gesgraphic 4lfferences
in ceet of 1tving, scluel suseer eernings, femily clrcumersnces, ond scher fetters net alvaye equitadly treated in a
matiewwide etandsrdised computetien. Indlcste (n che spate pravided che fellev codels) fer the re. ¢ in
raducing the amgunc of the cempured famlly eupperc: (1) Reduction 1n {ncome, (2) deach er dleedilicy of vage earner,
3 1 { jab, (4) unancicty: medtcel ot ether extrasrdinary expenses, (3} non-liquid as {e.1. hone squity),
{€) cennec meer expected centriducien from inceme, (7} ether. LI cads "(7) ather” fa used, driefly. indicace in the
epace previded che beste far thie resssn, 1€ necessary, previde this {nfermacion sn a-teparete page, cepies of which
sheuld be sctechad Both to tha lender snd guarsncer cepy of the ferm, -

SECTION IV ~ Schael Recernendatien: Encer che aweunt {n Section IV accerding te the fnecructiens scated. In echer
wvargs subtrsct avails! (Sectien 1T end TIIR) frem cthe Ceste of Educatien (Sectien 1), If o negetive
figure resulee, anter 0!

Signature of Autherired Scheel Officisl: Wy eigning chis ferm, the educaciensl inscicucien s corcifying chat the
etudent 1o errelled and in gsed etanding er hse ¥ Gt 1s decerained Wy the
fasitutien. If the ecudent fe nec 1a geed ecanding, the ferm sheuld net be cespleced or signed by che echeel
wifictel,

PART € (TO 8E COMPLETED BY THE LENDING INSTITUTION IF THE STUDENT IS APFLYING FOR FEDERAL INTEREST BENEFITS)

The lender muec cempiece all ftems 1n Parc €, Lendere eaking federally tneured lesns eheuld receive tve ceples of
this ferm frem the berraver, The lender must rerain the arigtnal copy. The echier cepy sheuld be ecteched te che
yellev copy of the OF 1154 snd matled te the reglansl affice of tha Office of Edlcacien for the fneurance
commitmant, Llenders making Inans under State ar privace guerentc e sheuld fellev preceduree
edlished by tha egency.

ency pregra

and
te,

In o1l ceese, the lender eheuld indicere che aseunc the scheel recesmends, che apeunt the lender spprev
(eccording te the erandarde eer ferth ebove) whether or ner the feen quelifies fbr Federal intereet ben

If che smeunc of the lean Lo equal ts et less than che amaunt rerermended by cthe schosl In Secklen IV of Pact B,
the encire sweunt qualifies fes Fedors] interesr benefics, 1If che axeunt of the lasn excesds chs echesi
recemmendecion, the eétire anount will qualify for Federel inteceet benefite pravided cthe lender indicates

{n hla reverds the beste for axcecding the echosl's recormendrien (and, 1f the studenc’s adjusced fesily fnceme
1e 313,600 s recerds alse indicace that He has centatred [che echoel). Hewever, LI the
leen amsunt sxceeds the schesl’s recsrmendecien, ond the lender has ne basis fuf excerding thie recemmsndecian,
enly the ameunt recommended by the echesl weuld quelify fer the interest bencfife, In guch cases, indicecs on
the ferm the ewsunt that quetifics end the eseunc that dees noc qualify fer chy Federel interest benefite,

An suchérized offictal of che lender must sign the fevm, {ndicsting hie title and relephons number sod the dece 1n
the speces previled. ([ there Lo ne echasl recemmendetion, #arte B end C need net be complored es the scudent
cennet quslify fer 7ederal Interset benefits,

.
s 0c 12.ren

0
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DISCLOSURE OF FINANEE CHARGES 2-19

4 R -

3.
4,

. Name of Lending Institution / Transsction !dant‘iucltin-

DISCLOSURE OF FINANCE CHARGES
to e used in conjunction with 0% Form 1164

Date on which finance charge begine to accrue
(Tha daté need not be included if it 1s the sams &8 the date of the tranaaction)

ANNUAL PERCENTACE RATE () prior to beginning of repaywent periods % !
(b) During repaywent periodt* b3

Amount Financed (ssount of loan less insurance premiua) $

PREPAID FINANCE CHARGE (insurance premium) $

Delinquency and Default Chargee:

A late charge of percent of the monthly payment or §_____, whichever ia le. may

be charged on, any paysent made later than . _days from the ¢ the dug date. Reasousble

attorney's hu_ and other coats and chnqe- necessary for the collection of eny
amount not piid when dua, may also be charged. Any obligation of the U. S.
Comatseioner; of ¥ducation to pay interest shall terminete upon default by the
borrower (n’ defined by Regulatione of the U. S. Commissioner of Education),

Accelantinn of Maturity Date by Pr;pny-ent:

The maker -a)’. 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-
went, thé maker shall be entitled to s rebate of unearned interest computed by:

/77 The Sua of the Digits Formula (Rule of 78ths)
(check one)

b

/T oOther (1dentify)

Date 3 Signature-Lender

The anfr‘ncknnuledp- receipt of an exact copy of this statement.

Date .Signature-Maker

Address P

*This should reflect the actusl rate of interest and insurance premiums charged
to the borrower whether paid or accrued, prior to the repayment period. 1If the
borrower is eligible for Federal interest subsidy, the rate shown should ‘be "1/4%"
aven though the note reflects a higher rate.

**This should reflect the actual rate of interest.paid by the borrower during the
repayment period.

OF Form 1200 Gre sena0) '

ERIC
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g PROM|SSORY NOTE AND DISCLOSURE—FISL : 2-20

o . -

. .
.

PROMISSORY NOTE (OE FORM 1164) AND DISCLOSURE (OE FORM 1200)

*a

Upon receipt of endoréed 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
v - Applicable insurance fee will e calculated by the Service Center. The .
' ) amount of the irsurance-fee will be sh8wn in Item #4 on the Disclosure of
. Finance Charges. ’

¢ DISBURSEMENT OF LOAN PROCEEDS o

Y
, 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. ’ /
1f the amount to be disbursed is different than the "Amount Financecf’\*aﬁ/(
as shown on the disclosure of finance charges as prepared, it will be
necgssary for you to prepare a"n,éw promissory note and disclosure
re-calculating the insurance fee;accord;}ngly. . : ' ¢

. STATEMENT OF RESPONSIBILITIES S ’ A

Federal law requires that lenders exercise reasonable care and diligen’céﬁr
- both in the making and collection of loans.’ The lender has a major re-
* sponsibility to be sure that ii'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 & 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. '

‘ deu™” g '

‘ = ¢

ERIC 104,
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ADVICE OP'L OAN DISBURSEMENT _ 2-21

.
..
& :\’-s‘.._,
. .

~

After loan proceeds have been disbursed, advise the Service Center of
disbursement by completing an "Advice of Loan Disbursement" form
{or each promissory note. (Seé example 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:

—
Name Of Lending Benk Lender 1D Numbar

To: Fust National Bank of Minneapolis Student Loan Dept.
This is to notify you that the following STUDENT LOAN was disbursed*

STUDENT'S NAME:

First fmnal Last

{
AMOUNT OF NQTE: : !
Amount
"DATE DISBYRSED: ]
\ Month Day Year
.Y
INSURANCE FEE COLLECTED: |
o : Amount

By

F 38-104 NS
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STATEMENT OF RESPONSIBILIT/ES

GUARANTEED STUDENT LOAN
STATEME!!T OF RESPONSIBILITIES

L.
J .

A guaranteed student lean vx a sebieus legal ebligatien It 15 exiremely 1mpertant that yeu

the berrewer understand your respdnsshilities When you sign this statement 1t means yeu

understand these respensibsisties dnd agree te hener them

1. 1 understand | must iminediately feport to you of your setv.Cing agent any of the
toliowing changes w.my status '

a It | withdrau from school

b1} I ironsfer 1o another se huol

« M lehange to part-time student status

d 1 my uddress, or my parents” address changes

e If mv name should change lfnr example, because of marniage).

2 1 understand this loan lsD 15 nc D eligible for interest benelits and 1t net
elipible failure on my part to pay the qul!(:!ly\ml:resl when billed may consti-
tute default —

.

3 1 understand the terms of the prom:ssory note and agree o 1ts conditrons ncluding

a Thot this note hutures 9 months after

I | graduate f

2 1 wuhdrau from sehool

t lcease tearry at least one haff u normal full ime academsc unrk load
ot an ehigible wmsgrution

h That | myst hegotwate o ropuyment schodule prior to maturedy

¢ That lhu-n-.ix @ mingmym poyment under any repavment sehedule

d Thut a request for deferment of pavment can he made 3 | hecume a full

T time momber of the \rmend Farces of the Unsted State s hecume o [ull timee
voiunterr o the Meace Curp or Vasta, or of | return to full time study at
an approied schonl

4 | understand my guaranteed foan lunds must be used only for expenses related 1o
attendance at the educational institution named +n my apphication and /s a vioia
S 1 understand that fadlure to repay My fo0an in accoidance with the terms and :o.nd-

tigns of the promisgory note could resutt \n iegat action against me or my cCosigners

& Vauthorize my lender or i1's sefviCing agent to cantact my School at anytime to
obtan 'nformation as to my status

Regept of a copy of this statement +s hereby acknowtedged

[ . T Raadre A Naténr

[T F AN

tson of federal taw 1f V use the funds for any other pdarpose . Py

YRR S IR I )
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NOTICE OF LOAN DISBURSEMENT 3-1
TO: FINANCIAL AID OFFICER ’ il
370
. The student named below has received a Guaranteed Student Laan. 112
Pleose retain this notice in the student's file and use the lower
portion ta natify us of any future change in the student’s status.
Your coaperation is oppreciated in assisting us ta keep our recards
zurrent. . -
w
A J
STUOENT'S NAME LOAN AMOUNT DATE DISBURSED
T T T PLEASE REPORT ANY CHANGE By RETURNING THIS PORTION OF NoTICE)
TC: STUDENT LOAN OFFICER
THIS IS TO NOTIFY YOU THAT ’ 1S NO
LONGER IN ATTENOANGE AT
AS OF _CHECK ONE
sENO TO T DATE OF CHANGE D TRANSFER:
D ARMED SERVICES
D DROPPED OUT
D DEATH
D FAILED
‘ O cravuareo
Dornzn
.
ATTENTION FCC 595 (9-71)
n
+
F3
o ‘

: *




112

NOTICE OF LOAN DISBURSEMENT

The Notice of Loan Disbursement :» prepared by the Jervice Center on

each new loan to inform the 5 hool of the luan granted.
on facing page.)

(See example

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

- The full name of the student.

LOAN AMOUNT - The principal amount of the
loan.

Dm DISBURSED

The date on which the loan was

.

The bottom portion of the form contains

TH)@,(S TO NOTIFY YOU THAT

N
“

\
1S NO\B\ONGER IN ATTENDANCE AT -

AS OF -

CHECK ONE ) : -

SEND TO . -

ERIC 114
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granted.
information about the student.

To the right of this statement
is printed the student's name.

To the right of statement is
printed the school name.

The computer completion of
the above sentence 'makes 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.

L

"
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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 description of each field.

Name and Address of Lender

The name and address of Lending Bank

Lender's Hdentification 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.

Conv ~ B - An "X'" in this column indicates the loan
{s) have been converted to a payout
status. )

Paid - C - An VX" 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 aad initial last.

Social Security Number

The student's social security number.

+




LENDERS MANIFEST—FISL - ) 3-5

Date of Disbursement
or
Due Date of First Payment
- or
Date Loan Paid in Full

4

.

. 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 - B the date reported is the date
of the first payment on a payout loan. When an "X" appears in PAID - C

LAY 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 ig 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.

e . be s

Aruitoxt provided by Eic:
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MONTHLY TRANSACTION STATEMENT
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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 # 3-6.) The Service. Center audits new loan section of
1 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.ie following is a detailed description of each category and the format
v 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 {). Student status 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.

D. Totals: There are subtotals for number and dollar amount of
loans at the end of the '""New Loa.(x“ section and the ""Change to Ex-
isting Loans'' section. At the end of the statement arg "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) Socxal Secuntx Number -- Office of Education contral ~ -
number, L

ERIC o
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MONTHLY TRANSACT/O/\%l\\‘STA TEMENT R 3-8

Column (3) Loan Date -- Date loan was disbursed.

Column {4} Amount of Loan »- Principal amount disbursed on loan
date. )

Column (5) Interest Eligibiiity -~ Asterisk indicates student not

. eligible for interest benefits.. ' ’ .
Column (6) Insurancc Charge -- Indicates the insurance premium .
. due on the loan,

Colurhn (7) Status Code -- Indicates student's schobl status (see
-o= ¥ odes on statement).

P

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 Numbér -- For OE use only.

Column (10} Column in Error -- To be used by lender to indicate aay
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. )

e

wle
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"INTEREST BILLING REPORT 3-10

\

\INTE’,REST BILLING REPORT

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 numnber assigned by the Service
. T Center to the student's loan.
Student Name The first 24 characters, start-
= ing with the last name. :
Dates
Note The original date of the loan's
: ' disbursement.
Maturity The date the loan is to be con-
verted to payout.
Prv. Blng {Previous Billing.) The date of
the previous interest billing.
Codes : °

T - (Type of Loan, USAF or FISL,)
I - (Infergst Calculation Code. )
E - (Eligible or Ineligible Code.)

C - (Converted to Payout Code. )

FRIC | . 122 -
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N TEREé T BILLING REPORT 3-11

\

Principal Balance

The amount of the loan.
Interest Rate &
The rate by which interest is accrued. ' ;-

. Ihterést_Due From Student

t

Amount of interest diid from the ineligible student. An amount
in this field indicates jan 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
accrucd interest when payment is received.

Interest Due Payout

Amoun- of interest due from government on payout loans, where
applicable. :

/ -

i Preq‘.{o‘u-s Unpaid Interest 7
‘vAccrued interest previously billed but ‘not paid.
Totals 7

Int. Due St. - (Interest Due From Student) .
Total amount éf interest due from student.

7% Int. Due Gov. - (7% Interest Due Government)
Total amount of interest auue on 7% notes.

6% Int. Due Gov. - (6% Lnterést “ue Government)

Total amount of interest due on 6% notes.

.

ERIC - 128 , '
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INTEREST BILLING REPORT - ) 3-12

Int. Due Payout - Total Amount of Payout Interest Billed,

v

Prev. Unpaid Int. - {Previous Unpaid Interest)

Total amount of interest previously billed but not collected.

'El{l‘C 124
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GOVERNMENT INTEREST BILLING—E| ligible 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 Ager‘\'t for the Lending Bank, First Minneapolis will complete °
the Special Allowance section and forward to the Office of Education for
payment on a quarterly basis.

o
——~
s o

. l{llC | o
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STUDENT INTEREST BILLING—Ineligible Loans . : : 3-16

On loans ineligible for interest benefits from government, First Minn-
eapolis acting as Agent for Lender will produce quarterly an 'Intereat
Billing Notice' which will be sent directly {o student requesting pay-
ment. (See example on fa¢ing page.) Interest payments when re-
ceived by the Service Tenter will be credited to Lenders account with
advice to Lender.

The notice consists of two parts:

I. Name and address section
2. Loan information section : )

B The name and address section contains the student’s name and address,
account numbér, 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 ia 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 - Space provided for the stu-

dent to enter the amount sent.

LOAN INFORMATION SECTION

CODE - Code indicates whether the
- : : loan is a USAF or FISL. : N
(Codes are annotated on the
form. )

ERIC : 12§

Aruitoxt provided by Eic: 3




STUDENT INTEREST BILLING—Ineligible 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
v . accrued. :
INTEREST DUE - The amount of interest

accrued since the previous
billing. Interest is calculated
through the billing date only.

"UNPAID INTEREST DUE" - A computer printed comment v
: 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,

ERIC 1249

A FuiText provided by Eric ‘ |




128 d

STUDENT STATUS LETTER 3-18

< - ) F—.
C TATE LA AT Toety NI o TA
b LAt RV e T

U PR T S ,
AR LT ME Gy

_ JATE —
APR 21,1971

M To ey,
1234 MAIN STRELT

MEL s My aHTI2 . .
£y
. i
. DATL_ UF LDAN  AMOUNT 0F LOAN _RATE
RE L BEULRAL 1%.uRin CTUDENT LOAN 11-15-1969 RS HINTD J.00au
SHETRL S TUDENT ATL Vb LOAN g-23-1467 1.2000h G.unnd

We tave fesn adsiied trat you are 5o longer a stadent ats

As <tipalated in the terms of your note{c}, yo.r Student Loanis' mature ang repayment
Lamment s nine months from the date you (ease to be enrolled at an eligible institution.
In order for .i to priparly hanidle your acoount, please camplete the following guestlon-
nalr and ret,rn this letter 1o the envelope pravided. 1f yoi are gtill a student and
wish to .ontir ¢y defer payment yo. must return with tris le*ter an authorized verifi-
cation from the s hool you are attenting verifying your enrallement and the date, yo
“anticipate jraduating. : “

dlate attestinn atherwi-e tre ~aturity date of your
Thark you far sour seperation.

Please glve this matter your i
loan{./ will ve a1 od ar

Jincerely,

Instaliment ranking

Student*s Namot

My permanart addre.s [ .8

I am no itnaer a ctudent and wish £ raké arrangeserts *¢ 1epiy L.anis.,
— tar 4

Toam oaeilloa tiders, Wil atidert sege o (o8 Fillesime

Name amt addre.s -f  nool ateendingt

I ar at Frosemar irrhamare fanior

wor sraduate student

I anticipate jraguating .r completing work on my next immedlate dejree by
mo. yr.

- Remark-
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STUDENT STATUS LETTER . 319

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

g .Center or the Lending Bank to gain current information about a student.

\‘1 " DTSRG O - 70 . U)’ ) i

A i Tex: provided by ERIC
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LOANS MATURING REPORT 3-22

AN
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 studen,t and combines listed loans into a single
suggested repayment schedule. | 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 . - The original date of the loan's
disbursement.
Grad - {Graduation) The student's
anticipated graduation date.
Maturity - Thbe date the loan is to be con-
' verted to payout.
CODES

T - (Type of loan, USAF or FISL.)
I - (Interest Calculation Code)
E - (Eligible or Ineligible Code)

S - (Subsidy Code)

133
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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. 4
% SUBSIDY

Percentage of thie principal which is eligible for the "Specmf
Allowance'* payment from the Government.

3

ELIGIBLE INTEREST
Percentage of the principal balance which is eligible for the 3%
\ interest payment from the Government during the Payout penod
' - of the loan. -

)
/

STUDENT INTEREST (Stu Int)

y o 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
A to a payout status. : -

NOTE AMOUNT

The total of the principal balance and student's share of interest.

NUMBER OF PAYMENTS

’ ) A vesult of celculating a repayment schedule. The number of
payments necessary to repay the loan.
PAYMENT AMOUNT {Pymt Amount)
L} .
. Amount of periodic payments needed to repay the loan.
.
i"
O

ERIC 134,




. ' 134 _
y o

LOANS MATURING REPORT . 3-24

ODD FINAL -
“4.

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.

h

Aruitoxt provided by Eic:
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STUDENT LETTER OF MATURITY, ‘ 3-25

. LOANS MATURING MOTICE - STUDENT LOANS

13540 FIRST NATICNAL BANK CF BEMIDJT 370
: STUNENT LOAN SEXVILE CTR
HOX A1S577 MPLS MN  55%4du 14
i ,
. ’
. r ° ]
rARNINGTUON, TERRY I. ’ 4C032-C JAN 26,1973
1404 MINNESUTA AVE .
ﬂU‘llUJI MN 56601
L \ 4

i;T" virave | awo.wvout | wavt |

RE- UNITED STUDENT AID FUNU LCAN 1-31-16T71 ‘500,00 l &.L000 l
FEOLRAT INSURFU STUUOENT LOAN 1-31-1971 160,006 7.0000
FEOERAL INSUREE STLOENT LOAN 1-¢1-1671 TIceG.ne 7.0000

N

On the ebave detes, yeur Guarenteed Student Baak Leenls} wiil meture and must be paid 1n full er canverted te ¢
nstelment (aen et regular menthly payments Te you n yeur decitien, we suggest you indicete yaur preferen
by checking sne of the fellow:iny ephiens, s1gn the ecceptence ot
mediataly -

the bettem af this netice, end return 1t te u3 1M -
o Lprafer 1e pay the emeuntis} due o3 shewn ebeve in full
\

. L prafar te canvart the emeunl(s} dve o3 thewn sbave fe en insteiment leen of

59 menthly rastelments of § 47.25 end ene finel instelment of § 41.41
” with instelments cemmancing on  02-05-71

3 wm-m-
2.568.00 335,22 1 2.835.22

V
The unpsid Balance mey be perd in fult at sny Lime and € refund et the unee
Rule ot 708

Lete Cherges 5% ef the menthiy paymsnt o1 $5 D0 whichever 13 leys en 0y 2ayment ™

L PTRIATGE RATY |

1ned Linence cheree wiil he made hacad An the

ster then 10 days fhiem due date
\f you heva elucted the instelment lean sptien of tepey 1 1

d Student laf Sheet
sad return 1t with this netice se we may bring evr recards

plees the
up te dete reqarding your eddres end empleyment.

. yeu wre uneble te meet aither ol the abeve eptians, ather repeyment s hedules mey be

situatian sxist o 1f you huve eny questiens, please centect uy. pre arably in pe
o of this notice

.

Azcepred end rece:nt ecknewiedged of o camplete copy of this netice .

thit oy @b e 197 .. prierte cuticn ef this egreement
\J

T T T RTUDENT § HIONATURES
f
0 . 4 -
) _ }

ERIC 138 "
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STUDENT LETTER OF MATURITY 3-26

|
i ' 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 'i'epresenh 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 Maturlty,
" 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 jnstallment loan.

PLEASE NOTE

In the event the Service Center experiences difficulty in locatmg a student,
assistance from the Lending Bank will be required.

El{lC 137
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3-27

CROSS REFERENCE LIST

-~
60455 N 7 STdn E41111 NN ¢ $dn BOINSS WY 57dn
0S 3AV 13[WaAVH 91§Z ¥0 XIWD IINA 64S ‘ IV WINIVM ZIST
€ MaKL 1-11101 v INVP “3NLLSnOnY § AWML T-92001 ¥ ADdvH ‘NOS¥IONY 7 nani 1-61001 Q Awd3d “SWvov
111111 N Y GNYIINVY 131111 Ny * SN 144111 LU : S Tdw
1 1 3A7 SINOP 6TLE ¥ Nvud ZIL6
z MWL 1-$1101t Q ASS08 ‘AvSY 7 namL 1~98001 1 HHOP ‘NOS¥3ONY € numL 1-97001 AdVH “SWYaY
1£585 N ¥015730X3 2ZhSS NH . STdW 15885 NS #015130x3
ST x08 9 1% 0S 3JAY CUVHID STiw 171 X0 9 1¥
€ NUKHL 1-6000T 0 WyS ‘NOSNOAY 7 NuKL 1-8011 S 30P ‘NOSYIANY 7 nams T-5iN61 4 NHOT CWYHYEGY
12858 N © VIVZIA¥A 11111 N Sdn . P L11Y ’ §7dW
1S 0¥03XO0 90nT 0S JAV SIWYr 185 -
Z nnv: -30001 ¥ 51vi3 ‘NOSNO¥Y & MUkl 1-%R00T K IN3TYG NOSUIONY T (NHL T-m{GET
G AT LY TErrerresresseeeecgN CHIGWAN 133y *rvritcerecrosientozn S JENAN 135 .
1 00¢ 1£-$0-10 . VIOSINNIW NMOLANG NVA JiVi5 L1S¥1d
39vd  AINVE ILvo . 1S1% 3ONIWIITA-SS0UD NYOT AN3ONLS CHOSEr L¥04IR




. 138

|
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 Cevter will from time to 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 lines. i

El{fC‘ | 134
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3-29

TRIAL BALANCE
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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 4

shows current detailed information about each note. The report pro-
vides as nearly as possible all information needed to answer a students
inquiry.

A Following is a detailed ciescriptwn of each field on the Trial Balance. A

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- ~
' bursement. ’
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

T - (Type of Losn, USAF or FISL.)

I - (Interest Calculatipon Code. ).

l\‘ B
E - (Eligible or Ineligi‘bt Code. )
S - (Subsidy Code.) \\ \
C - (Converted to Payout Ct}de.)

D - (Deferred Code.)

P - (Plédgeable Loan Code. )
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TRIAL BALANCE

PRINCIPAL BALANCE

" The amount of the note.
INTEREST |
» | Réte - Rate of interest by which interest is accrued.
Accrued - Amount of unpaid-accrued interest to date.
* - ’LPast-‘Du;z - Amount of unpaid past due intere_gt to date.
Interest accumulates to this field when a stu-

dent's loan goes beyond the maturity date.

Payout - Amount of unpaid péyout interest due from the
governmeént.’ : ’

Daily - Amount of interest to accrue for one day.

LAST TRANSACTION DATE

%
The date the lasttrinsaction was posted to the loan. This
includes interndl tiansactions generated by the Service
Center. '

TOTALS

Notes - The to'tal number of interim notes. on file.

W
t

Principal Balv- The accumulation of the principal balances
. for each interim note. ‘

Accrued Int - The accurmulation of the unpaid accrued in-
terest.

* Past Due Int - The accumulation of the unpaid past due

accrued interest.
N

. ] Payout Int - The accumulation of the unpaid payout interast.
* due from the government.

ERIC

:
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TRIAL BALANCE

CODE VALUES

Type Code (T)

0 - Invalid .

1 - FISL (Federal Insured Student Loan)
2 - USAF (United Student Aid Fund)

3 thru 9 - For State Guaranties

Payout Interest Calculation (1)

- Invalid .

- Student Pays 3% - Government Pays 3%
- Student Pays 6% - Government Pays 0%
- Student Pays 4% - Government Pays 3%
~ Student Pays 7% - Government Pays 0%

W N = o

Eligible/Ineligible Code (E)

0 - Invalid .

1 - Student Eligible for Government Interest

2 - Student Ineligible for Government Interest
3

Subsidy Code (S)

0 - Invalid
1 - Loan Subsidized
2 - Loan Not Subsidized

Co-Sign Code (C)

0 - Not Applicable
1 - Co-Signer
2 - No Co-Signer

Deferment Code (D)

0 - Invalid

1 - Additional Education
2 - Armed Services

3 - Peace Corp

4 - VISTA

P Code - Not applicable at this time
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RECAP REPORT | \\ 3-36

Report weekly for it's information and control. (See exa
pages.)

.The report has four major sections.

1. Balance & Control .
2. 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. ’ ’ |

bl

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

" Posting Date Control and Output Control sections are for
the Service Center use only.

ERIC =
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MONETARY AND STATUS TRANSACTIONS ‘ 3-37

ADVICE OF MONETARY AND STATUS TRANSACTIONS

© From ———— -
Name of Londing Bank v Lender's 1D Number

- To. Student Loan Servicing Center ™™ . .
L ]
Re  mmmee

Stadent s Name

STATUS CHANGE l

s CHANGE NAME .. .. __

Adutrass \

Fist tatiat “Last

CHANGE ADDRESS - . L . =
. Cuty Stale Zi» Code

CHANGE SCHOOL . .__ . I . ]

Name - T Addren” T

CHANGE ANTICIPATED DATE OF GRADUATION

Montn

Yoor

, : ENROLLMENT STATUS CHANGE L] Graduated [ Wwitharew [ peceasea  [[] Other

DATE ENROLLMENT STATUS CHANGED

MONETARY CHANGES

T aCEounT N

Apply To Principal. S .- e DateBeceved . . 000000
Amount Mo Dav Yr

. ACCOUNT NO. '
_ Apply To Accrued Interest. $ . . .
; . : Amount

By

FOR SERVICE CENTER USE ONLY |

BANK Az OUNTND. | TRAN D
¥ - t By
b4 i

FIE I0INS 1.2

ERIC
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MONETARY AND STATUS TRANSACTIONS

. ~
Status Transactions

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 Servxcmg System.
(See example on facing page.)

148
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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 gen'erated for eligible notes that go to zero principal bal-
ance and for ineligible notes th_az go to both zero principal and zero in-

terest balances. This report also provides the Lending Bank control

in returning notes which are paid 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, sgtart-
ing with the iast name.

Student Address ' - Student's street address.
City, State, Zip © - The student's city and state

address and zipcode.

DATES
Note ‘ ‘ ~ The original date of the loan's
. disbursement.
’ Paid - The date the note was paid.
CODES

T - (Type of Loan, USAF or FISL.)

I - (Interest Calculation Code. )

E - (Eligible or Ineligible Code.)

S - (Subsidy Code.)

P - (Plekeable Loan Code.) .

ACCRUED INTEREST - Accrued interest due or over-
paid. :

[RIC 5y
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INTERIM LOAN PAST DUE REPORT
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INTERIM LOAN PAST DUE REPORT 3-42

The Past Due Report is prepared weekly with a copy furnished the Lending
Bank by the Service 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 - Student's name and most
current address,

Loan Numbers - Account number assigned to
) student by the Service Center.

Maturity Date - Last day of the grace period.

Days Past Due - Number of days from maturity
date to date of report.

Past Due Interest - Interest accrued from maturity
date to date of report.

Principal Balance - Principal balance still owing
on student's loan(s).

ERIC B 5 %% )

Aruitoxt provided by Eic:




3-43

NEW LOAN REPORT
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NEW LOAN REPORT

‘The New Loan Report is prépared monthlyAwith a copy furnished to the
Lender by the Service Center.

This report‘i's' 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 zand Address - Student's name and current »
address.
Loan Number i - 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. ‘\\\
. ) V \’
Interest Rate - The interest rate that applies ;
to the note. :
B .
Eligible Code - Eligibility for Government
) Interest Benefits.
Subsidy Code - Eligibility for Special
Allowance,
Calc Code - Payout interest calculation
code.
L
Ed
y 4
O
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LOAN PROCESSING PROCEDURES 4-1

v

NEW LOANS IN RAYOUT STATUS

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
Jentor’s Installment Loan System.

.

CONFIRMATION

o A confirmation form is produced for all existing payout loans and new ..
loans entering payout status, The confirmation is forwarded to the
horrower to confirm his understanding of the terms of the loan. (See

¢ <-x$mplv 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 thé Student 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 it's consideration:

ERIC - 154
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LOAN PROCESSING PROCEDURES 4-2
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PAYMENTS ’
On the tenth day of d‘elmquency a late notice is produced and forwarded to

160

"COLLECTION PROCEDURES . 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 ona

weekly basis for payments received with appropriate advice and copies of
the cash receipts journals forwarded to the lender.

LATE NOTICE

the borrower. This notice includes permissable late charges and reflects
the total amount due. (See example on facmg 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.) v

PERSONAL FOLLOW UP h
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 it's 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 it's account periodically.

EXTENSIONS

The Student Loan Servicing Center rcserves 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 writings™

ERIC 180 .
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COLLECTION PROCEDURES .. - 4-5

REFINANCES

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 refinance conforms to-the regulations'and does not jeopardize any
v 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 irstallments or in 180 days in the case of a
loan repayable in less frequent installments.

El{llC SN .\\ 161
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MONETARY TRANSACTION ADVICE 4-17
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COLLECTION PROCEDURES . 4-8

PAYMENTS RECEIVED BY LENDER

There may be 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. tzon form to be forwarded

promptly to the Service Center. (Sce example on facing page.) b
Borrowers should however be encouraged to remit payments directly to L)
the Student Loan Servicing Center.

The monetary transaction form 1s self explanatory, however the following
explanations of certain information may be helpful: .
b Date - This 1s the datel the lender received the payment
\ ) Dealer No, - Thas is the number assigned to the lender by
the Service Center .
Account No. - This is the borrowers account number
Enter the amount received in the credit column opposite the apprapriate
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 not be able to recover,
___Should thig occur, prepare a monetary transa won_form to reverse the
previous credit to the borrower's account and forward promptly to the
, Servicz Center. (See example on facing page.)
Enter.the amounts to be charged back to the account in the debit column
opposite the appropriate tran codes.:
Trancd 5514 - Debit Loan Balance
Trancd 5507 - Debit Late Fees M
g
3
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LOAN INDEX 4-10
This report will be prod\iced 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.)
. v
CONTENTS
Column headings on the report are for the most part self-explanatory, v
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 Center for interest billing and collection procedures. 3
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
.
: L 4
[y
|
|
I
O :

ERIC 1657

Aruitoxt provided by Eic:




—
— . .
. ) ——
A o
T T T T T e T L T 1 T T 11
$ ADYS NOD Y104 7$* 286’195 JvSn NO IviOL €9 2€L°SEns 1S14 NO V101 3.
. z6jeznRor 3 3hu1olIp uuzl 4o} LNACHY nm.m: w9z § o% arsens IMvIve) LLE: 7 cxda}1015ans [iunosy wg vial ¥3ar3asieer
6°p w1234  ¥3v3a heleriSLs  aMpodpLy wave xxxQFUVIND ¥3Y30unx| T
i T -
K LNNOWY aN1aGNYASLAD (184 FMpN ONIANYLSINO xx Y101 ¥ATVIAuxx -
19902 19026 ROIB R bs [oo1] [14-01-¢ L6¢ os _0zey jp1uIll
INjZIn TT6Les ieow f1 U bown [ooT|tjZERTE REIeIs€ [wvid avi
. To{L16 | 828t toten psor |l TRS Dose 0T99
<d|zoz vOLRE lcoteq [zo1ses  [rto6 w9 (300U’ Tl
It gs2ubt onezal  f1s06 | 1 L Ksss 0299
cd| 9129 T0LL6T oz |onezes 1ok i 2 cze2es  [rorfowvod
Tof€tL | w2592 ensb1 8505 | [T 916¢ c066 0299
g STLY 85942 eath SEEHET 13418 4 192661 HLY%3IWIX
i ossgz  [soT | |1 294€ v 0299 :
g1z 15812 seser  frroty gt osgcer  [uasow’s3T| 660
——
. -
. o
~ N B
S =
= | de)
- St
! -
l '
i | 1
L | y
| | ”
. '
! r _,
, ‘ ! i : |
W T 5502 2945 0299 [095211 i
@] < | (100 a1n3ar  [OHLYBNOAN| EESD
> 3 96 02 {99+ 0299 (055211
[ “ 1102 nEREMT 1w GHOMN | 6660
< 1 1 250 Tesot sk, ozsstomsilt
-~ € T108 ne9sZT  IMS‘073SIN| 5660
< 1 i ss0z L9n% jes  ozay log€Tlt —
Q < . 1100 055681 T 193108| 6660
UG S B ‘ N S
TR s 1 o O A
=i Smtmee TRarving Y At mme
Mlﬂh iy ) T e
h~ H ’
.
¥ »
¢ " » -~




e 168

i TRIAL BALANCE a-12

This repurt :» produced und forwarded to the lender monthly,  The re- l
Jport s oinas count nuniber sequence and contains two lines of information
pes avcount, (See example on facing page,) .

PURPOSE

Provides a complete Listing of all active accounts, printed with totals,

The trial balance 1s designed to handle the greatest percentage of inquiries
about an acvcount 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 activaty. 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 percentage
C. of loan cligible for interest

benefits (partial subsidy)
Second two digits percentage
of loan eligible for special
allowance )

PY SCH - Payment Schedule Code (only
one applicable to student
loans) v
1. Monthly

s

LATE CHGS PAID - Amount of late (‘hargosl
collected by the Service s
Center for credit of lender

LT CHGS WAIVED - Amount of late charges waived
by Center or Lender or col-
lected and retained by Lender

FRIC o 167
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TRIAL BALANCE

COLUMN HEADING

10-29

30-59

60+

AMOUNT OF NOTE

DISCOUNT

LIFE INSURANCE

DY REBT CHANGES

UNEARNED AMOUNTS

DISCOUNT

LIFE INSURANCE
TOTAL
DT LAST MONETARY

A ' DT LAST STATUS

ERIC

Aruitoxt provided by Eic:
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BRIEF DESCRIPTION

Number of times 10 to 29
days past due

Number of times 30 to 59
days past due

Number of times 60 or more”
days past due ‘

Original principal plus
students share of interest

7/
Original amount of ngerest
to be paid by student’

Original amount of interest
due from government
o

The day of the month the
next rebate amounts becomy

effective

Amount of current and next
uncarned interest due from
bourrower

Current and next uncarned
interest due from government

Current and next total of un-
carned amounts

Month and day of last mone-
tary transaction.

~,
\

Month and day of last status
transaction
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TRIAL BALANCE 4-14
COLUMN HEADING BRIEF DESCRIPTION
MT - Type of lust monetary trans -
action
P - Payment
D - Miscellancous debit
C - Miscellancous ¢ redit v

R - Payment reversed

FLAG - Accofnt Flag
’ ’ Gl - Spec:ial 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.

s
op
ol
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CASH RECEIPTS JOURNAL
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CASH RECEIPTS JOURNAL 4-16

This report is produced daily and forwarded to the lender weekly, The
report is inaccount number sequence and provides a detail histing of all
monetary transaction activity which supplements the trial balance be-
tween trial balance runs. It shows the action taken on cach transaction,
balances after updating, and a picture of the next installment due. The
¢ash receipts journal vvidences the credits and debits made to the
lender's account for pavments and late fees received,

¥
CONTENTS
Column headings on the report are for the most part self explanatory, »
however, the following detail briefly explains certamn headings used
which may be in question and of interest to the lender.
COLUMN HEADING BRIEF DESCRIPTION
CONTROL
DEALER-ACCOUNT NO. - 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 recerved by
. Lender
LATES
OWING ) - Amount of charges owing
PAID - Amount of late charges paid
L3
WAIVED - Late charges received by
Lender or waived by Service
Center or Lender
I4
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CASH RECEIPTS JOURNAL 4-17
COLUMN HEADING BRIEF DESCRIPTION
LATES
HISTORY
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 + - Number of times the loan
was 60 days or more late
¢ TOTALS
Prev - 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 posting
NBR - Diff - Difference in number being serviced
Prev - 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
v ADJ - DR - Total amount of debits initiated by the Service Center
: ADJ - CR - Total amount of credits received directly by the
Service Center
hY 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

ERIC
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DELINQUENT ACCOUNTS REPORT
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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

DELINQUENT ACCOUNTS REPORT 4-20 , ‘
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

t AC FLG ‘ - Account Flag
\ Gl - Special allowance
’ G2 - Interest benefits ‘ N

G3 - Both special allowance
and interest benefits \

° #DL PYM - Number of payments paid
direct to Lender

LATES WVD - Late charges paid direct to
Lender or waived by Service
Center or Lender

O | 1?‘1
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4-21

ACCRUAL REPORT
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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.)

X
CONTENTS
COLUMN HEADING BRIEF DESCRIPTION
PREVIOUS UNEARNED - The unearned interest of all
R ' loans now on the file as it was
on the first day of the month
CHARGES ON NEW LOANS - Total interest due of all new
y loans converted to payout ‘
during the month ‘
REBATES - Total unearned interest re- |
bated during the month on |
L prepaid loans
ADJUSTMENTS ) " - Any adjustments made during
the month
CUMULATIVE UNEARNED - Unearned interest at end of -
month
CURRENT EARNINGS - Interest earned this month
CURRENT UNEARNED - Net unearned interest at

month end.

ERI!

Aruitoxt provided by Eic:




4-23

179
17

M~
[vd t SANNOIIY 20 WIWRAN IV
g : )
g TL-1n T vt [ 381 LIANR 14 6600 0000 Ne01 IN3OMLS ‘Wo301Yy 0T314NIIw9 DZ6ITY 668D
o~ 13 £4-90 [T IR 2T 0904 0000 NY0Y INFONLS 3 19wN39 AYC DLFOZU 666D
w3 781 [ ARSI 31 ZUUELN 200§ 0000 NYO1 INJANLS o duvW *NOSTHY3 DZiDZ1 666D
zi-i0 T 1ot oS 2y Zrco0Th 0560 0000 NYO1 INIONIS o guvwdla “07314NYD 09SOZT 6660
(%] TL-59 [T TIE1E 1 0505 0000  NYOY INJONLS ‘@ TYNOC “NOSNIS DheUZ1 6660
~ T3 u-1e t 8 s0°3IS 0066 0000 NY01 N3OS ‘g 132~ QTONMY 04601 6660
. > Te-zt 0008 00°S1 1 2ZUSIETT §600 0008 NYOQT 1N3ONLS ‘¥ LBE0W °NOSHIONY DEZ3OT 6660
M . - 44 ¥PLVW iX3 JSN 3 09-0S-0T AYM-11 Gd-17 Odd-SAT INd IHY-NYO1 J¥Nd 3441 NOTLJTUDSIQ-QOWA *° "7 * "7 IMWN T WIBWONSLDOY
1000 WTL ZZ-LT-T ¥3INID ONIDIAYZS NVO7 ANIANLS
. Q 39v4 ANV 3iva 3IN3NDIS YHIIVY - SINNGIIY Olvd NYO1 INIWTYLIND AT 204N
S~
. Q ‘
OF
B—)i
H
. . _— =
N . | Z
-




-

e

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 intereSt charges for income-tax
purposes. It 1s 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

2 student loan borrowers. (See example below.)
(4
116554 TAX INFORMATION  istatment Loan
IN ORDER TO ASSHST 7700 N.TH LR ING M TAX RE*URAN, NE ARE PRIOVIDING THIS INFTRYMAT T4 AD LT P R CNGTA
MENT LOAN. ANY LLEGT SNy TOWZERNING THE TALD L ATSON OF A TAX DEDLCTIIN SMG LD Ak REFERRED * . Y, .k TAX
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- February 7, 1975
B
THe tonorable Lleyd Bentsen A
Tnited- “tates Senator - Qij R S
;2 Federal Building
Austin, Texas 78701 ) v

Pear Senator Pentsen:

rfictosed is a letter that I received “rom the HEW relative to the funding svystem

we are usiny for federally insured stwlent loans. Also enclosed are copies of a

letter from “r. Kohl to our bank, my origiral answer, and a letter which I requested
fror ‘'r. Kol by telephone. Althoush ¢tis situation concerns me for the henefit of

©y own corpmv, T am even more concérned for the state of affairs under the Federally
insurcd Stulent Loan Propram. /

The Federally Insurcd Student Loan Frogram is now approaching a $7 billion program.
Default rat~s are extremely hlgh and the entire progpram has been fraught with
proeblems since ite inception. Tnstead of attacking the real problems, the Nepart-
ment of Health, Fducation and Welfare has continually "nit-picked" items such as
the lang dijtance lending program as ig discussed in the enclosed letters.

To benin with, the 0ffice of Fducation does not have the authority to decide which

. students do ar.. which students do not get federally insured student loans. Legis~-
latioa provide: rhat any gtudent whe is errolled in rood standing at an aceredited
ingtitution on at least a half-time basis and is a citizen of the Imited States ray
te elinible for the loan. Tt also provides that the bank or lender, whoever that
may be, will make the decision as to.whether or nof to rale one of these losns.
Since there is no provision for direct control, the FEW continually tries to repulate
bv fnnucnde ag oprosed to specifics. This is vhere the real problem hegins. Ope
of the primiry purposes of the loan was to qualifv students who were unahle to ohrain
credit due to their age, background, and lack of borrowins history to horrow moncv
to J{urther their education. This, in turn, would take the atrain off the Govern-
ment for grants and loan money and\enly the problers relative to payins the ruarantee

/ . would remain. However, since the current default rate is hiph, the PIW continuallv

i clairs that banks did not use due diligence in making the loans (the whole purvose

of the puarantee is to provide cred{t for people who otherwvise could not ohtaln

credit) or iid not use due dilipence in cellecting the lean. The W has never

provided specifics relative to defining due diligence. UDence banks and other lenders

sinplv shv away from the loan because of its low yield, its hich administrative

expenie, and the problems relative to whether or not the Ruarantee is really a

guarantee. ) hd

ERIC o180

Aruitoxt provided by Eic:




ERIC

Aruntoxt provided by ERIC

13:

February 7,1975
Pape Two

The RTU has contimuailv clafred that thewe leans should he eade by banks "for the
pood of the country” and should ner be icoked upon as "oney making” loans.,  Thev
refuse to accept the fact that their rerulations, and rareover their innuendos
alluding to what may be interpreted from the regulations, cause the administrative
costs to be three and four times as high as the adrinistrative costs on other loaus.
The bank cannot have a known intercst rate goinpg into the loan since the only thing
the HEW will guarantee is a 7% yield., The maximum a bank could expect would be 107
which in recent-history would be far below the necessarv vield, especiallv considering
the high administrative cost. The method of picking the interest rate between 7 and
10" kas becn admittedly a ’dart throw”. Banks airply do not make loans based on
"wuesstimates” of future interest.

te innuendos and veiled threats reliative to the puarantees 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
rake these loans are those that do it under pressure. The pressure mav be from
individuala who have large accounts at the bank (hence the student doesn't need the
loat anv wav) or the pressure may be from the school itself. laws are written which
prohihit peints, premiums, or other incentives to be given to the bank (by the sciiool)
for raking guch loans. Since the NIW knows that, in fact, these loans do have an
unpalatahle yield, banks that do make the loans are auteratically suspect. The only
way a bank could make mon:y out of this tvpe of loan is ro do 1t in mass volume so
that thev can have rpeclaliste who develop procedures te a fine scifnce, Yct when
this is done, the BEW accuses the schools and banks of havire an "arranpement” vhich
is automatically insinuating that they are not followiny repulations, even though

all business done anywhere in the United States at any time i{s by "arranpement”.

If, in fact, it 1s the Glovernment 's intcntion to eliminate the federally insured loan,
I think it would-be well that the Covernment forevarn these who mav desire te parti-
cipate in this program. £, in fact, it is the Government’s wish to make the loan a
credit lean, then whv not remove the guarantee anyway? Students who have credit could
pet the loan to begin with., The oripinal act was passed ¥Ynowing that defaults wenld
occur. These defaults were theoretically to be considered the same as a grant feor
those students who could not make the pavments. If, in fact, the defaults were not to
Le grants, then strict rules for collection should be proposed for lestislative action.
~he banks and other lending institutions should nat be 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'',

i
If the Government truly wants to collect the past due defaults, it could do sb through
1
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Februarv 7, 1975
Paje Three

the Internal Revenue Service, or the Social Fecurity System. Foth of these

entities provide vehicles wherein students who default for n valid reason (did

rot pet whot they paid for and were not capahle of upgrading rheir income level)
would pay back the default anywa out over a much longer period than students who
defaulted eimply because they knew they could bilk the Goverument that way. Ansvers
to why thir couldn't be done have ranpged anvwhere from "Are vou ¥idding, two agencies
of the\ U, &. Government work togethar! to the IRS saving "There 18 no roeom on our
forms to provide collection dsta'”. With several billion dollars at stske, T cannot
understand the Interpal Revenue Service refusing to reprint its forms (no matter
what 1t costs) 1f this simple revislon 18 all that is necessary to sccomplish the
tae},

As you can see from the enclosed letter:, we participate in this program in a
relatively small way. One of our competitors has used up to $320 million worth
ol federally insured loans. This school and others have In effect carried their
own puarantee and have not subnmitted some of thelr paper in order to keep goad
relatirns with the Government and with the hanks. However, due to the fact that
the tilw cortinually cuts off ecach lending source by one veliicle or another, the
cark flov for all schools, whether rhey be proprietary or universitv level, 1s
roing down. This has the three-fold effect of (1) eliminating s nurber of e¢du-
catfonal irstitutions when, ian fact, we need more educational institutions, (€3]
causing thcase Jostitutions who are ieft to he so tipht on roney that they cannot
afford to rrovide a quality education, and (3) just as impertant, the threat of
masafve defaults in the range of hundreds of millions of dollars to he returned
to the Government for self preservation of schools invelved.

I have served as a Consultant to the Cormisstoner of Tducation on the Federallv
Irsured Losn Profram for the past vear., nNne of our Teard rerhern alro rerved as
ene of eaven Consultants to the Comnissfoner of Iducation on federallv ineured
lonns for the past vear and current'y sorves on the Advisory founcil of Tinsncia®
Ald to Stucents of the Office of Education. (ur Financial Aid Niflcer serves con

‘many state, reglonal and national financial atd sdvismore comnlttees. Yet the 1TV

ERIC
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continually sdmits “Yep, we got a problem" but doesn't do anythinf about it while

the "prohlem" that they are relating to 8rows by more than a hillion dollars per
p Yy

yedr.,

There are several very simple things that would make the pregram work. They are
as follows:

1. Increase the interest rate of the loan te entice lendinp tnstitutions to

consider thkis a favorable alternative, and make the interest fluctuate with the

times on an established formula corpatible with the banling Industry so that hanks
/
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Fibruary 7, 1975
Pape Your

woeuld net Lave to puens at their future liguidiey.

2. Tnwert the federaily insured loan in the capital adequacy section of the
bankine lavs so that these laws would benefit the banks.

3. Provide strict guidelines for servicing procedures and make them to conform
to norral tark and installment loan proceduves.

4. Yot up o oayatewm vherein the stulent pavs interest or at least srall principle

pew eate wiile In school and ignedfately therafter so that he cannot later claim
tia e thon bt the Covernnent was oIviap Lir. a4 grant, This would also give the
Bere 4 revord of the student's puytort hablts and an opporturity to work with hir

e oee he o ete out of school., The banb would have no rore than one month lnp tine
betore i overing that a student has channed his address. Vnder prescnt regulation:
contict wi'h the student is difficult to maintain since his non-payment status spans
the lenpth of time he is in school in addition to nine wonths thereaf{ter.

"5, “Nepotiite an arrangement with the IRS or Social Security System which would
be retronctive and thus eventually collect all claims turned in by the hanks.

€. Pay cliime {umediately upon verification of meeting the due dilipence require-
ments ad grecifically outlined.

The aboue sould elininate the need for avy school to male ~rranpements stith lending
iustitutiors and would rerfue thie nonntalns of claims. Tt would also furnish an
es v rethod of financing education for tie country's vcuth, ng well as those vto
recd retraining.  Fducation cannot te used as collateral and rost educational Insti-
tutinn. are inherently poorly finarced. Thus, the availabitity of funds for stulent
finineing Lo the only way to make sure that educational institutions thenselvesn
survive without more and rore federal wssistance. .
“he above lata is important to me both as a tusinces man and as a citizer of the
inited States interested in fairness to our tarpayers and educatien of our youth.
7 will be 2lad to meet with you and talk abeut alternatives and work with you ip any
way possible to get the proper chauges made. It is {mportant to our country from a
financial_yiewpoinc, as well as an educational viewpoint.

Yours very truly,

T B E e T T

B, B. Flkins,

President

ERIC

Aruitoxt provided by Eic:




W0l Thamrae Tt vacr

ottty e, “rrdran
hol =

Marpi 7, 107C

B
2.

-1

ot

Tematanw Malkawmps Tall | Teara af BT

T Caneatna
R e e T 20000

fear Tt

wegd @ e ve s fptancet an artipla dn tha Tamegrer 1 tarie A" ke AL
‘artovm Harkem fnowh rh Se gac strtad von halieye mrarsr tesd ctuitmnt Taane et oild

ce diem et siad,

M e AP A Tr baa Yar 1 hark T g 1A 1ike vy Fa bnnw skrat tnig hork hae

boee cears gelratives im opapting Tpane ta anlyv mombore ~f acw bankins ctnmare

L A a1 agvanieera Fan ton meeb Aelinmeancy,  Thaca Tasne arly Faar o q 7Y annaal
rarcrraea mave with acme @vrlamantal caverpmect infaracs vavmant Aavrapi no wran
Hip vmeeailine watail interect watee in affact, Tr tha noet vane we bavre entier
fe b thp reapces af Tagniting eame Taane Snta manthlse rarment ravem b crntragte
Wi thae otudante ac thavw have nay oradvated Ar arit echanl, Reliare ma thia ia
o copatntant vrind tn hanpd theca atudenta far emal ravmente whier are sat at a
vary minimr, " tha Pimet mlaee the coverprent hae naid tha M1 Srtevact frr
Ane bn Panm spanre wlieg afaoht, manthe and afrer thot i+ faban un ta Five more sonre
tr ot vhe Tamr naid an pantRle navpenhe, Matarally, we rem act tha Michican
“HrTant Taan Ansanrintian tn nick uw the 1tnnatd 1aan halanes when the Jg2n cate
esinky apeyh o ramrly i th vedemrtian ramdatinne,  Hawerer, ko thie tima thae
Yanl hae cmenk Frame Al bima and Anldape aff axrence an theea Tau-ineome nrodirine
Tann 4n whiek tha ‘nyactmant cneld e dn 4 mich hiphar wradueine incame.

™ a tyn rraraeale oytandad by Layie B Nayvide, 45717 Pv‘o"nean‘nf Rank

. ) , !
Mararem~ +, "nivereity of Migsauri, sharld he civen irmediate cnneideration and
~helAd he piven ratroactive affart on 211 Tanne now in exd ctanre,

Trpomnrdl e a, eama maane Af anfavnemont mict ha made ta atan the frras.
roneible 3*iit. ' and lack nf Tesnoncitility beine need hy reririents af atudent
Tnane, Ae a citizen and %oy parer T surnort veur decision to Afecontinua ‘te
ardant Jnan proerar., N

Qi neapalsr yonre,
i .

Al T 7 é,.,,.. -
Mahlaw B, Patorsmn
4

ERIC 184

Aruitoxt provided by Eic:




Aruitoxt provided by Eic:

187

“Uned .

Student Aid Eae, s oee

Zoe Fatt 4004 Sneer

New ¥ oum New Yok LT
L i

Funds & i

A Not o Prodit Carponatien

g B " February, 1975

Student lLoans 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 be dealt with
effectively through legislarion. 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 S
of the bankruptcy route. Unless steps are taken to close this loophole, the
bankruptcy problem could grow to a point vhere 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 concerngd with the bankruptcy question as-it pertains to student loans.
United Student Aid Funds is the only private guarantor of student loans operating
natiomwide. 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. Ye hope you
will take the time to read this paper and, if you share our view, do what you

can to help achieve legislative action.
Plots &V Mennirs

WM:ms Charles W. V. Meares
Enclosure President
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UNITED STUDENT AID FUNDS, INC.

Student Loans and Bankruptcy

A matter of considerable concera to all those interested in -
keeping student loan programs alive and thriving is the default rate.
It has risen to a leve},rparticularly 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
\qigher than they used to be, although they are consideraBly lower than
éhe Federal rate. For example, United Student Aid Funds, the only
pfivate guarantor operating nationwide, ié 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 stilly
considerably higher than it was a few years ago.

v The increasing awareness of the default pyoblem is causing
strenuous efforts to be made to prevent defaults id/the first place and to
pursue vigorous collection practices after they hé;e occurred. The latter
includes an increased use of p;ofessional 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 othéf 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 onm, it could
very seriou§1y damage all student loan programs, as practically any student
just emerging frohraaiiége with a burden of student loan debt can demonstrate

that his liabilities exceed his assets and thus can avail himself of the
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" privileges of bankruptcy. We Jon't have any figures for the Federal
goverrment but for United Student Ald Funds the facts are as follows:
85% of our defaulters who take advantage of the bankfuptcy réute 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 trnubled a great
many people, there haQe 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, Represgntatives Edwards
and Wiggins of Cal1fornla submitted to the House of Representatlves 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 nnpose an undue
. hardship on the debtor and his dependents." A companion bill'in the Senate

contained the same provision.
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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 th}s proposed provision in the revised law would meet with
general enthusiastic acclaim. Strange to say, this has not heen the case.
True, there-has not heer, so far, concerted opposition, but neither has there
been much whole-hearted supﬁort. The typical reception miéht 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 ac..on 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
be 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 S cents on the dollar, or even nothing?"

The counter-argument, of cohrse, is that a proper distinction can
and oughtvto be made between student loans and other kinds of loans. Student
loans are made at low rates of interest and represent, at best, a noq-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 &lso 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 ﬁresent law is unwittingly creating an intolerable
situation. Barkruptcy was never intended to provide an escape hatch for
student loan borrowers who quite knowingly mortgage their futures, futures
which aré 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
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 Lankruptcy loophole should lead to
the debiiitation 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 m;ral obligations be deprived of the opportunity to make
student loans. . A

Charles W. V. Meares, President

United Student Aid Funds, Inc.

’ 20D East 42nd Street
New York, New York 10017

February 3, 1975
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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 ne: printed but may be found in the files of the subcom-
niittee, ]

[ Wherenpon, at 11:28 anu, the subcommittee recessed, subject to
the call of the Chair.]
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