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pril 30, 1977 -

. Honorable Walter F. Mondale :
President of the Senate . .
'Waghington, D.C. .. ) v '

Dear Mr.: Pregi&ent: ' oyt

R

The Council was estgblisl;ed under ection 499 of the Higher
Efducation Act of 11965, as amended, [to advise the U.S.

in his adﬂinistratioﬁ\of programs , elating ta financial - o

assistance to ‘students. and oxf evalpation of the effectiVeness

. '—’ :
o Sincerely yours,

e

‘ . )t /| John P\ DeMarcus . .
: . | Chairman, Advisory Coimcifl '
e ) S .|. 'on Financial Aid to Students
N ’ - N B ~
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DEPARTMENT OF JHEALTH, EDUCATION AND WELFARE .0

. i

-

L

OFFICE OF EDUCATION

R . . WASHINGTON D€ 20202

°

. .
Honorable Thomas P. 0'Neill, Jr.
of the House of Representatives

Speake
Washington, D.C.

Dear Mr. Speaker:

e

D]

1

\

<

April 30, 1977 - .

- e hd 3
© ~ *

2

C\Students,for the Calendar Year 1976.

I have the honor to transmit to you the .enclesed report on.
agtivities of the Advisory Council on Financial Aid to )
_/\ .\
The Council was established under Section 499 of the Higher
Education Act of 1965, as. amendéd, 'tg advise the U. 8. .. -
Commissioner ‘of Education~on matters of general policy arising
in his administration of programs\relating to financial
assistande to students and on evaluation of ' the erfectiveness
of these programs. . o .

- ‘ L ) *
P VN . “ R . .
.
.\, ..

Sincerely yours,

. . John.P. DeMarcus
. Chairman, Advisory Council
B on Einancial‘Aid to 'Students
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Affalrs Northern Kentucky University -
Higbland Heights, Kentucky 41076

Mr. Wayne R.:DeSart'(3)

Director of Finargial Aid

Department of Financial Aid

Black Hills State College ) ~
Spearﬁsh South Dakota 57783
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Mr\Peter Ellisoh (3)
'Vice President and Senior Trust ficer

Zions First National Bank
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January-27, 28, 1977, Ramada Scotisdale Inn, Scottsdale, Arizona

)May 5, 8, 1977, Oide Colony Motor Lodge, Alexandria, Virginia
>
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o - TH]RD ANNUAL REPORT OF .
THE ADVISORY couucu oK FINANCIAL AID TO STUDENTS _

.

[
3

The work of the Advisory Council on Financial
‘Aid to Students is cumulative. The First Annua/
Report of the Council, published March 21,1975,
proceeded from a basnc assumption that the de-
mand for student .aid would _continue to grow
during the ensuing decade even thougﬁ the number
of traditional students may decline durnng the
1980's. The Councit recommended .anpually in
creased funding of student aid apd reliance upon
College Work-Study, as the most widely-accepted
and prominently-featured form of student support.
As funding' neells increase, the.Council felt that
requisite flexibility will be provided by Guaranteed
Student Loans and by Natanal Drrect Student.
{.oans and’ that the latter shouldl not be abolished;

even though there are pressures.to do so, until such )

time as- Guaranteed Student Loans prove capable
of meeting all reasonable demands.:Pursuant to
national efforts in attaining tFns goal, the Council
recognized gravé problems *in connectnon with’
. liquidity of the student loan paper itself, and
recommended. that Congress tak& whatever steps
‘necessaty to endow student loan paper ‘with

sufficient quahty to satisfy United’States regula’ .

.

tory agencies’ acceptance as official reserves.
The First Annual Report also made what was
then a novel suggest|on concernlng a slidirtg scale

of Federal guarantee levels for student loan paper,.. |

. the scale dependmg upon default rates experienced
by, the lendere. }

The First Report also came out strongly in
- suppo’\’t of retention of Supplemental Educational

Opportunity Grants as a-necessary [Federal pro-
“gram, providing latitude in the construction of
student aid packages and, just as importantly,
affdrdmg some degree of choice to the student in
selecting his postsecondary institution, A’ L

The Council’s Second Annual Report was issued

June 24, 1976, Two of its central concerns were,

access and chouce and the extent to whlch these
.objectlves have been accomplished in all types of
accredited higher education ipstitytions. ft recog
nized that thé Basic Educgional. Opportunity

Grant program should be the foundation on which

: _ INTRODUCTION ‘ SR

\ A

' .

)
other and programs are awarded and.it persrsted
for the decond year, in strong support of College
Work Study. It recommend, further, that a parallel
Wark- Study program be creatéd by the Congress,)
with similar matching requirements but, in this
case, matching money to.be provided by the States
and the programs operated by appropriate State
organnzatnons utilizing enrolled* students jn off:

.campus, vocationally oriented and socially orrented

jobs. :
Both the First, and Second Annual Reports
called for SImplmed student applicatign forms and

s

,for unified néed analysis procedures aJong lines |,

initiated by the National Task Force on Student
. Aid Problems, commonly known as the .Keppel
. Task Force. Further, the Council “pointed to‘the ,
" immediate need for thorough tralmng, at Federal
initiative if necessary, of |nst|tut|onal financial aid
officers. The Council called .for a significant en
Iargement of the staff in the Office o:’}eneral
Coungel in thg ‘Office;of Education, to exptdite the
writing" of regu-latrons and manuals, in response to
complaints by the flnancual aid community ahout
lack of sufficient, up-to-date guidelines.’

Finally, the Second Annual Report contained
many recommendations for the Guaranteed Stu-
dent Loan program, _many of wh|ch have since
become law. © ¢’ .,

" In reviewing its dellberatrons durrng the last

"year, the Coulncil, notes for future debate. that it

has given gonsideratiop to a reversal of some of our’,

basic pren-u_s?ehse underglrdmg existing student aid_.

legislation concept of “‘entitlement’”’ to post-
secondary education gradually has become the
accepted-norm, and entrtlement has come t6 mean
grant. We have assumed that children of“low
income families need outright grants, "while other
forms.of aid are ,to be considered supplementary.
Thus, the Basic ‘Edicational Opportunity Grant
program become law. The Courrcil will be guvrng
attention to th¢ possibility that “entitlement”

ensures "loans and work-study, but Federal grants -

would foflow as supplemental to these in cases of
greater need. . .

3
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RECOMMENDATIONS FOR CQLII.EGE~BASED PROGRAMS FOR 1977 " °

I. The Coumgil recommends the Creation of . IV. The, Council recommends that the U.S.,

| one coordinated, centralized system of . Office of Education cause to be distributed
. computerized- mformatnon covering student a comprehensive information pamphlet to |
aid, whether  the sources be State, Federal " all 8th and 9th graders in our sécondary
. or institutional, which is designed consist ‘ ., school system. The pamphlet should ex-
T enfly td’update data on a real-time- basns\ ) plain each major aid program and include |
and which will bnng about, among other . descriptions of eligibility as. well as dates }
thmgs the foIIowmg mrprovements - ) and addresses for application farms. The -l

pamphlet shquld contain special informa-
tion for potential science and engineering

.

1). A thor0ugh diagnosis of all ‘current

. .. programx™Jor purposes of snmplnfncanon students, who must begin their math/
"~ and consolidation; . " science sequencg early in high schoal. - .
2) A parficipative effort among Federal, . _ o v PR o
State and gfrivate institutions in supplying, . V. The Council recommends that means be |
storing and revealing common data, - ) . . established by each majar scholarship serv-
. 3) A centralized system of information >  ice and by the Federal Governmeant (in
with coordinated input of data from . . _thost" programs operated directly) “for |
sources -in both the public and private written advice to parents stating specifi i
) sector, eiiminating any highly undeswable . - cally the amount expected from them |
aspects of a giant "'Big, Brother computer N durmg the school year.. - . i
. ;'” Washington; : ) . e T
4) A shift of focus to dnrectlve ratﬁer &« VI The Council recommends that the Congress |
than responsive, actions in all’ student aid . . permit transfer of 25% of funds amdng the = * |
. -programs; three major college-hased programs (Col- ' |
" _ 5) Achievement of tighter control over lege Work-Study, Supplemental Educa- .
. student aid recipients, involving less re- tional Opportunity Grants and Nattonal
. liance upon complicated manual proce- * Direct Student Loans), at the optnon of the
. . dures and more upon effective monitoring; institutional financial aid officer, to pro.
. , 6) Equitable funding and f‘nstrlbutnon of vide for better utilization of such funds
aid. . ' and ‘to -compensate for changes in funding
< Lo . of individual mstntutnons through the oper-
o - ) : - atidns of the panel Teview’pracess, ds well
. Il. The Council further recommends that the . as uncertainties of enrollment.
., proposed data system, provndmg equltable ) L . .
» . (distribution of Federal and State student _ VII.. The Council recommends that any portion

ald funds, ‘with" condomitant economy to

the, US. Treasury, be placed upon opera-

.~ - tional control of a quasi-public hody simi-

' “ lar %o Fannie Mae. or Sallie Mae and be

" "independent ' of any of its three compo-

. .. nents. Such arrangement will also work to
protect students’ rights of privagy.

of Work-Study earnings constituting over- :
.ot award (that amount of wages for work .

- performed ‘exceeding need pre |ously ‘Slom-

puted by a responsible financial aid ‘officer) ,

be treated by Congress as an addition to"

that student’s savings for the next ensuing*

academic period. In no way should this

-

, S . . recémmendation be interpreted to -mean -
I1l. The Council recommehds that a small but . mtentlonal reduction, in the student’s
R redsonable part of all Federal funds pro- “normal dbllgatlon fo work during the next
“vided for postsecondary student aid‘be - non-academic period. to assist in his/her
specifically labelled for genera}«dissemina- own self-support. ~
‘tion" of information‘about student aid and . .
that the institutions utilize this help in the VII._The Councnl recommiends’ that a standard- *

most  efficiént informational grograms : yd “training progtam for. "tinanicial® aid .
available. * ’ administrators be developed immediately

S . - - - Y
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by the National Association of Student
Financial Aid Administrators jointly. with
the National Association of College and
Unlversrty Business Officers in consultation
with the U.S. Office of Education. Such

_ training shall include broad fdundations of

[y

- tion of the highest level.,

legislative history and intent, descriptions

of acceptable and efficient practicés, and -

adherénce to a code demanding administra-
The Council
recommends, concomitant with ‘the above,
full funding of thé trainfhg autHorjzed
under section, 493—C of the Hducation

- Amendments of 1976. )

. The: Council

. The - Cour@l/ recommends that the U.S.

Offlce of Education, to fully. utilize _the

training programs, proceed without further -

delay to set up a schedule of frequent apd
reasonable program reviews to he carried

out by qualified Offlce of Educatron per-

sonnel., ) i -
recommends that the U.S.
Commissioner of Education require certi-
fication of individaal financial aid admin-
|strators effectrve at earliest possnblevdate

+ ' suggested. to be September #4751978. Certi-
. fication procedure should be the responsi-

bility of national and state. professional

: *
-
.
A
B

* student . aid organlzatrons presently recog- .

. The Council deplores t

mzed by the U.S. Office of Education and
at no time shaul
cedure * be reg%?a ed by, or.subject to
directives~from, .the U.S. Office of Educa-.
tlon or a state government agency
elack of adequate
staffing in key stude aid positions wnthlrr
the Office of Education. The Councrl fegls.
the .addition of adequate personnel.is of
first priority i the pew-administration.

R
f

such certification' pro- . -

New personnel Wwili 'providé substantial help _°

N !

-, ‘\

RECOMMENDATIONS FOR GUARANTEED STUDENT LOANS 1977

. The Councll recommends that consrderable

simplification of the Guaranteed Student
Loan Program be accomphshed by:

> 1) Adoptnon of a’common loan applica-
tion incorporating all rnecessary‘feat$ res of
the present documents (sometimes as many

“

PERY
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“XII
..v

XV

“The Council i
~ that the campus-basgd programs he funded
"to amounts authorized, in a major effort to

in the issuance of regulations,” in* elimi-
ffating contradictions of policy ffom vari-
ous Federal regional officers and the Office
of General Counsel, in remedying the lack

of periodic program reviews by regronal .

staff-and the need for program information
on the part af the Amerlcan publrc

The Council

state dgencw he named as™dministrator of
all Federal and-State Student Financial Aid
Programs within that state and whergin
said agehcy wguld assume all reasonable
responsibility for program operation and

.teporting. A pilot program of this_kind

would indicate whether or not further

.. integration of the whole’ delivery. system is

pract|ca1t R

’

. The Council recommeénds that present law

be actiwated and that institutior:s holding
National Direct Student Loan inotes in
default for two years. turn such paper over
to the U.S. Commissioner of Edueatlon’fqr
further efforts. The Offic2 of Education
has not set up'a'ny procedure for this. .
. The Council recommends that the U.S.

" Office. of Education make ~ decision, long
overdue on the definition of an independ-
ent student and' apply this definition across
the hoard" to all Federal student aid pro-
grams sponsored by that office. It is hoped

“that thls definition-would then be adopted
“By states administering thelr own aid pro-

grams ~ _ X

repeats it recommendation

‘. preseive the pu\(ate ipstitutions o6f the

L

‘natlon . '

- . -
’ N .
~l‘ s 0
’
..!

as elght in number) which must be signed
by students, schodls and parents before
there'is dishursement;

2) Issuance of a firm insurance commit:
ment, so that lenders can depend upon the
guarantee status once such commitment is

1]
recommends that a .pilot’
‘program be established whereby a single

o~




.

" ¥ made, barring lender fraud .or m" epresen-,

tation. Present regulations governing the
Guaranteed Loan Program allow changes
o whlch ultlmately may prejudice the guaran-+
tee status;

3) Requiring that all Iegijgrs utilize pro-
cedures generally practicett by commeractal
lenders for comparable aniounts of unln-
sured loans; )

®

-and to safeguard against balloon payments
agat theend; - ' '
7) Review of the evidence that many
delays in the~delivery system arise from
. computerized systems how in operation.
Caution -is urged in experimenting with
additional untried systems.

!

XVII.

The Council recommends that eligible
lenders be relieved of the necessity of
furnishing disclosure statements to bor-
L1 rowers, : '
XVIIl. The Council recommends that longaterm, -

success of the Guaranteed Student Loan
‘program and expansion of the lending base
can bhest be served by assurance of a 1%

Flscal responsnblllty has remained a serious
concern “behind every recommendation of the,
Council in its attemfpts to treat with reason those’
tremendous demands made upon the nation today

for postsecondary education of numbers without .

?
. R “
A .
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-% ‘
minimum and 5% maximum special allow-
ance. ‘ -

XIX. The Couhcil recommends that student bor-
' - rowers_be obligated to apply and demon-
strate the benefits derived from the educa-
tion made possible by the loan over, the,
reasonable period of five years after.com-
pletion of studies hefore there i§ any

' - »eligibility for bankruptcy, excepting casks
' 4) Recognition that mandatory . state " of severe hardship (hospitalizati%n, or,
guarente€ agencies do not, by themselves, " . physical disability), in conformity with the
provide more "loan &sistance to students Education Amendments of 1976. This five -
.- and that sliding reinsurance rates may - year moratorium should apply to NDSL a5
. - - severely restrict loans in some areas;. g‘— . weII as'GSL. .
. '5) Mandating that, state ggericies be re-, - - i
quired to serve as gentral information posts XX.. The Council recommends that Congress
for administrative assistance with Guaran- revise the legislation governing the Student
7’ teed Student Loans; N * +Loan Marketing Association to inctude
. 6) Change of regulations Covermg gradu- clear authority Yor that'agency to huy or
-ate and professnonal students; in view of otherwise aSsume all major. student loan
the increase in total loan guarantee from °  paper and to consolidate it, when neces-
$10,000 to $15,000 and providing that » sary, to’provide the individual bofrower
husband and wife may consolidate their with a single repayment schedule and a-
lans, SO, that the repayment period is | single rate. . .
- extended 1o reflect reasonable repaymént XXI. If student debt consdlidation cannot be

achieved by, means of restructuring’ the
authorization for the Student Loan Mar-
keting Association, the Council recorrjt-
mends that amendments sheould he-adde
to fegislation ggverning National Direct
Student. Loans and Guaranteed Student
Loans to permit repayments under the
National Direct Student Loan program to
revert to the lending institution as seed -
money for a new Guaranteed Loan pro:
- _grafn operated by the lepding institution.
This would permit such institution tQ
receive interest on new loans and to dis-
. count or sell its paper to the Student Loan
Marketing Association, thus providing addi-
tional institutional hqund.rty and “consider-
ably more student loan potential.

-
noA
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-

v
[N
- , ~ A

i

-

: . /
prétedent. Acute dislocations,* broughtz into the

path of quick expansion of the higher education
facilities in the 1960's, concu)rrent with the rush
for more training of every 'description, strain the
framework of our institutional Sommunrty No

14
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_'Simplified Aid Application ‘ «

. . ) »

where dogs there seem to be 'adequate funding to
support the national ideal excepting the Federal
arm. '

M -
4 o
. -

Trair}ing of Financial Aid Administrators

The Council has always taken the position that .

the National Association of Student Financial Aid
Administrators should be giveh strong.encourage-
ment to bring about a completely- professional
group of practitioners. Progress to date has been
dlsappomtmg The turnover rate among the group

' continues to reach about 33% annually and the

situation is no longer amenable to half-measures.!

* common data form drawn up by the Keppel Task "
Force, provrded current field tests of this docu-

In a recent article about a related area, it appears * .

that high school counselors, responsible for college
guidance and information about financial aid,
receive virtually no formal training at all in this’
field. Among the 200 colleges now teachin¥sstu

dent counseling as a formal discipline, little or no
attentiodl is paid to either student finapcial aid
1eg|slat|on or to the practice thereof.? While it is
clear, of course, that high school counseling and
college financial aid administration are vastly dif-

ferent matters, the lack of formal training all along
the way is striking. A spokesman for the American
Council. on Education has called publicly for U.S.

Office of Education_training of student financial

‘aid officers and, at a meeting of the Coliege.
Entrance Examination Board_in New Orleans in
February, 1976,% was quoted\as saying, that the

postsecondary educational community itself "must .

work harder to identify, articulate and maintain
, the h|gh€st standards- of professional conduct and
' competence.’” .

The Council will have more to say about trafing
< in the report which follows,* but it would like to
reiterate here that suitable training programs can-
not be' d,eveloped without first carrying out a
recommended study of the "'state of the art’’ as it
exists today.’ Section 493C of the 1976 Amend-
ment specifies a training program for both State
and institutional financial aid of ficers which will be,
if funded, only’ the first step in the necessary
process. Aware that there is already a large corpus
of materjals avarlable the Council wishes to em-
phasize the national neeg fqr action iromediately. »

-+

.

Both the First and Second Annual Reports

-

© solution may be’ achieved at ‘last under the_new”*

N

cation_ and systemmatnzatron of the appllcatlon
proqedu res which studerdts face when applying for
financial assistance. The Second Report specificdlly
urged the U.S. Office of Education. fo adopt the

ment prove satisfactory. The major problem has
been Office of Education’s insistence, in the BEOG
program, that a separate application is necessary
for this program alone. Recent evidence that the
Office 6f Education is willing 'to( compromise is
welcome, but much remains~to be done hoth to
streamline the form. itself and to synchronize the
calendar of events which fall between mrtra} f|||ng

of applrcatlors and final award~
L ]

Sprains and Fractures g

‘ . .

Enormous expansion in funding of student aid
hy both State and Federal largess has led to
structural fractures within the aid administration
community itself. For example, ;the Council is
aware of polarities between State and institutional
administrators althoygh these are%m‘lmal at pres’

“ent. Within the O_ﬁlce of Education there has been’

3 drchotomy in administration due to lodging the
Guaranteed Student Loan program in one Commis-
sioner’s ‘office and keeping the other major student
aid programs in another Commissioner’s offite.
Noting this ‘in the past, the Advrsory Council
pointed out the need of ‘close coordination and
communication between the two, but genumg

. HEW Secretary’s reorganization ofmearly 1977

called attention to the obvious THeed for simplifi- -,

wherein the two are brought under,a’single,
appropriate head. -

Regulations and Guidelines

Repeatedly, the Advisory Council has called for
prompt issue of program regulatrons \Indeed, lack
of these simple administrative tools has been one

’ . =

See especially pp. 20-24, Second Anm.al Report, Advnsory
Coundil on Financial Aid to Students, June 24, 1976. -
Financial Ay Training for®igh School Counselors, Journal of
Student F/nanc/alA/d NASFAA, Nov. 1976, vol. 6, no. 3.
“"Reguylating ths" Regulators”, by Charles Saunders, Jr., The-
Chronicle of H/_qher Educat/on, March 22, 1976, vol. XII no. 4, p.
32 et
See Training and Cemflcatron of Fmancnal Aid Offlcer under
Recommendations.
$See 'pp. 23 and 24, Second Annual Report, Advisory Councu
on Financiat Aid tOStudentsr June 24, 1976.
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of the glariné weaknesses of the Federal admin-
istrative precedure. Recommendation 18 of the

Second Annual.Report called attention to the need

for more flexibility during the process of regul

tion-writing, including well-informed public partici
pation by experts. Finally, in 1976, HEW Depart-
ment officials made an issue of*broad public
participation, and the Cohgres%has mandated
completion dates for the issue of hegulations by

Office of Education.
Once regulations are issued, explanatlve mstruc

<tions in the form of manuals and gurdelmes are

>

* The Council chose to
tion in light of vigorous disgigsion of fraud’ and -

. virtually a necessity, pamcularly for the new-

comers. A proposal to the U.S. Office of Education
made Jomtly by ‘the National Assogiation of
Student Financial Aid Administrators ( FAA)
and the National Association of College and
University Business Officers (JACUBO} wduld
commission these two grganizations to write and

publish manfials for all, major Office of Education |

aid programs, as well as hooklets describing in
detail those broad administrative principles found
to be efficient in the operation of these programs.
The American Council on Education has endorsed
the proposal, but it remains to be seen whether or
not the Office of Education will continue to tackle

must define, among other things, thdge students to
whom aid may be given in"the first place. Once the
student is enrolled, then a thorny, proflem foflows
in defining under what conditions there will be
renewals of grants and loans during the halance of

.t postsecondary career. *The Sexond Anhual

Reports second recommendation in 1976 spelled
out a definition of aca,demlc ‘good standing’’, on

the basis of which colleges could renew the stulent ,

aid package from one snadem ic period to the'next.

phasize this recommenda-

ahuse within the academ i&¢ community, the chronic
shortage of Federal funds to absist students,.and
the Council’s own previous statments regardmg
academic me?lt and student aill.t However, mstntu-

tions “have resisted, understandably, giving way dn

their qwn definitions of student advancement and,

.accordingly, have defeated any standardized defini-

tion of academic. “good standing” in the 1976
Amendments. It jseft to the institutions alone.

" controlled Collede Work-Study program.’ )
long time the Council has heen persuaded that

. this task alone as.it has in the past. N

\\; ) “ . l \ \ .w

Academic Good Standing ¢
Efficient financial aid progran\ management )

¢

-

‘A Second College Work-Study Program e

e

Reference was made in the Introduction to the

Council’s” previoud recommendation of a State-

For a

student work best émbodies the concept of self-
help implicit in the philosophy of student aid 1iefd
. by both the Congress and most American people.
Criticism of the present CoIIege Work-Study pro-
gram, though seldom heard, usually centers oh
-alleged interference of term-time work with aca-
demic ‘study. The Council has‘not found much
.$ubstance ‘in this criticism _and, in faet, has seen
evidence that work durlng term-time not only may
provide opportunities unavailable in other ways
but does not appear to have an adverse effect on
grade-point, averages.

To date, there has heen fho .progress in the
creation of a Stg;e -operated Work-Study program
paraIIeI and supplemental to the existing |nst|t0
t|onally.contrplfed, federally-financed program.?

Fraud—Verification of Aid Data
p

Fraud and, abuse in the management of the
" student aid prog:ams has heen subject to much
investigation lately and more investigation seems’
certain to come
connected with.all.this js the degree of rejiability
family finangial data provided on standard aid
application forms. -While some institutional aid
officers routinely verify these data, most are able
to give ,them only passing attention, relying on
innate honesty or spot checks. Last year; the
Councnl recommended that State and institutional
financial aid officers require a copy of the latest

available Federal income tax return as part of:the

regular submission for aid. This appears both
necessary and logical since, in the first place, there
seems to be no legal objection to" an agreement on
the application itself, sngned by parent(s) or stu-
dent (when “applying as an
cant), giving the financial aid officer permission to
verify ali data with Form “1040. Secondly,, there
dogs not seem to be objection to requirirg ‘an
applucant or applicant’s parents, to sendﬁ copy of
the latest Form 1040 wnth the aid a pllcatlon
N A

5See pp. 10-11 o/ First Annua'l Report, Advisory Council <'>n
Financial Aid tQ Students, March 21, 1975. ¢
See’ “Role of theTStatés "#op. 16:20, Second Annual Report,
Advisory Council on Financial Aid to Students, June 24, 1976.

in the future. One probler}
|

“indepéndent’’ appll- '

80% Federal money, 20% matching money by the institution.,”

5ok Feet a3 i ‘
s16 L
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‘proced
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further.® .

Guaranteed Student Loan Program

- ’?, v
N - ‘ .
However, evidence has persuaded the Advisory
Councn} that there is sttong resistance-to a direct
requirement by*Offlce of- Education for either
ufe. Since efficient custody of Federal funds
invblved, this ’matter should bhe considered

\
LY
L]

NDSL %hd SEOG—The Threatened Programs

Y

"There are many differences between institutions

‘and hetween students themselves. The Council has

contlnued to support both- Supplemental Educa-
tional Opportunity Grants -and Nat|onaI Direct
Student Loans, since thes#two programs provide a
+ very substantial tool for molding* aid packages to
the needs of the student and the philosophy of the
mstnﬁtlon The usual reasons given to abolish these
two programs have never convinced the Council
that the very erxnbullty.,they provide -should he
sacrificed in the name of admlnlstratWe simplifi-
- cation. The Council strongly supports contiriua-
tion, hut notes that the latest budget presented .to
the,Congress does not include provision for further
_capital contributiohs for NDSL

©

N . . . .

Significant parts of both earlier reports were
devoted to Guaranieed Student Loans. The Coun-
cil hasralways heen persuaded that the two types of

guaranteed loans, Federally-insured Student Loans’

(FISL) and State guarantee aggncy loéns, provide
the broadest fnscally viable latitude demanded by
the nation’s secular growth in student need. While

N
N <
]

student population remains stable. This was re- ,

, flected i;.the First Annual Report.

Since the Guaranteed Student Loan program
taps capital sources separate ,frorn the Federal
treagury, GSL segms more desirable than direct

"+ appropriation. Further, additional liquidity to the

the First Ahnual Report stressed a levelling-off in -

numbers of trad/tlona/ Students during the decade
1o come, it still appears ‘Cértain that total enroll-
ment will continue to Yrow,” dtke 1§ the_extension
of Federal aid programs te Ynclude part-time
studgnts, due to néw emphasis on life-time learning
{Title B of the 1976 Amendments) and due to
meeesence on campus of older students. Just as
aAt, however, .is the fact -that |anat|on
MgENs ever-increasing demands for aid -even if-the

AY

4

a

+

whole system s provided by the Student Loan
Marketing Association (Sallie Mae), acting as pur-
chaser or warehouse agent for bhoth institutionaly
and State loan officers and thereby providing hoth °
with "additional lending resofirces for. student
needs.'° , . ST v,

More specifically, here is a list of the changes
recently wrough m the program which were
specnfned in the two prevnous Council Reports:

St

. 1) The grace period for reﬁayment has been
modified so paymertts can Be -accelerated at the
option of the horrower;

2) Additional - f|e)(bl|lty is provided- in the
negotlatlon of repayment schedules; ~ v

3) Equitable revision of the U'S. Commis-
sioner of Education’s share of default collections;

4) More effective processing. of dlsablllty
claims;

5) Fee income-provided for training of admin-
|strat.ors in the lending community; e :8

6) Deferral of délinquent interest on unsub-

" sidized loans until time of repayment;

v

.9

1

7) Improved programmatic cooperatlon be-
tween the Office, of Educatlon and State and
independent agencnes

8) Income limit raised 1o $25, 000 )

9) Raising State guarantee rates; T

10) Sliding "scale of Federal ‘loan guarghtee
rates. ?]

In addition to the above the Council urged

revision of our bankruptcy laws to preclude volun-,« .

tary student bankruptcy for five years as_a means
of ‘evasion. - -
In looking over, the progress* of the last ‘twe
years, the Council .is gratlfned that so much has
been done. Much still remains, however and that
will he the substance of ‘the.Third Annual Report

which foIIows
F

, iy
‘

“¢

95ee "Gom’ Through Changes,” The Journal of Student .
F/nant:/al Aid, Feb. 1977, vol. 7, no 1, pp. 25-33, for a new study
disclosing that about 50% of the cases of famnly‘mcome reported to
college admissions offices in several Cahfornia colleges would be
changed by aid officials 1f dccompanied by Forms 1040 In this
study alone, the ard wwarded to students would have been about
three-quarters of a million dollars less thin ‘that actually awarded,

See report to the Council by Mr. Edward Fox, President of
the Student Loan Marketing Association, Appendix A

. -
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i ' REPORT AND RECOMMENDATIONS .

~ In November, 1976, Dr. Eugene Marin of
Arizona State University told the Council,

“Only'those intimately involved in‘the legislative

and administrative aspects of financial aid to 7

. students and those in the firing line at the
|nst|tut|onal level can feel the true impact of
, services offered, or services denied, to students.
But it is precisely because of these truths that
we feel especially -capable of assessing the
residue of implications, -and present our conclu-
sions to our. Congressionat leadership and to the
Administration. We do’ it with the hope that
having heen given the bHasic legislation necessary
to implement a variety of programs of assistance
to students in their postsecondary pu FsUits~NOw
is.thg-time to offer assistance from the vantage ¢
pointl of experience. It must fall'upon the new

structure of postsecondary 3id £o student§}

d

Administratjon to revise and ;nlzdfy the existing

inject into it whatever effic is requnred
achrevmg the maximum ef\fectlveness

"As stated in the Carnegle Gommrssnon ih 1974, .,
every index referring to tbe putcome of a college-
<~ N

~

R

educatlon mdrcates that college- trarned rndrvrd
uals are -more tolerant more part|0|patory in
civic ahd governmental affairs, haye higher in-
comes, stay in- better health, ‘have- fewer
divorces, and-a more ‘POSitivVe" attrtudeltoward
life than those who, in.the main, have not had
that advantage or prrvulege PR
”As'Stephen Bailey. “of the Amerrcan Councrl'on
Education has said, as long as there are national
needs that transcend the mterests of ipdividual
States, the Federal government will be involved
in direct categgrical relationship to colleges and
universities. As long as students need help, both
our States and the Federal government will
participate in supporting them through school.
And as long as schooling and training sucgess-
fully add to the pool of national talent vuhrch\ ’,
the Iegrslatlon intended for the purpose, claims
will 'he’ made upon ‘the Federal government for

assistance in supportlng the endeavors of éduca-

tion.

. . (i
The agenda for the Co

’

ress and the Offrce of

Education, therefore, contrnues ¢

.

~ PART |
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SPECIAlr RECOMMENBATIUNS FOR® IMMEDIATE ATTENTION

FuII discussion of the Counctl s recommenda

tions for 1977 follows, and a summary list of all

recommendations will be fourid at the beginning of

this Report However the Council has concluded
that immediate attention should be grven the
following specual concerns, all of- which are, in-
cluded Iater rn the body of the text:

I) CERTIFICATION AND ~ TRAINING OF
FINANCIAL AlD'ADMINISTRATORS; .

- 2) MANAGEMENT SYSTEM FOR THE US.

OFFICE OF EDUCATION;

3). CHANGES IN GUARANTEED LOANS TO °

ASSURE CONTINUING, STRONG PROGRAM;
4) SIMPLIFICATION OF STUDENT AID -DE-’

LIVERY SYSTEM BY MEANS OF COMMON
DATA FORM AND UNIFORM NEEDS ANAL-
YSIS; .

5) srch DEFINITIONS OF INDEPENDENT
AND NON:TRADITIONAL STUDENTS AND AD-~
HERENCE THERETO; - .

6) CONTINUATION OF THE FIVE-YEAR
MORATORIUM ON VOLUNTARY STUDENT
BANKRUPTCY;

7) VERIFICATION OF FAMILY [INCOME
DATA BY MEANS OF FORM 1040 OR EQUIVA-
LENT;

8y STUDENT INFORMATION PACKAGE -
COVERING AID PROGRAMS AND PROCE-
DURES.

10 ~ - .
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RECOMMENDATIONS FOR COLLE(iE BASED PROGRAMS FOR
1977 MANAGEMENT OF AID PROGRAMS BY U.S. OFFICE OF EDUCATION

The Council was concluded from evidence of
three vyears that the U.S. Office of Education
simply is not able, for a variety of reasons, to
promulgate practices conducive to efficient pro-
gram administration by institutional and State aid
officers. The Office has not proved able efficiently
to publish regulations, to apprise students of
updated information, to develop comprehensive .
audit expectations for each program, to conduct
frequent and appropriate program.reviews {(abso- °
lutely necessary to both institutional and Federal
interests), to arrive at policy concerning institu-
tional refunds, concerning non-traditional students
and concerning regular fiscal reporting practices.
As a result, the Council will address these short-
falls, .- } .

Management Fundamentals’ .

Fundamental to any medern mariagement Sys-
tem is a data base*for efficient coordination and
commfnicagipm, for. prompt collection and re-

strieval of .jnformation," for “identification of pro-

grammatic impact, trends and early warning of
abuse. The fact that the Office of Education

annually is responsible for billions of dollars of
student aid funds certainly warrants expectation of
realistically achievable common forms, reliable
_information flow, adequate staffing of offices and,
perhaps most of all, contrdi over the  flow of
dollars by means of -precise audit ar'\d.errqr'-preven-.
tion- techniques. Not one of these yhas been
realized. - ¢ ‘

The Council recommends the creation of one
vcoordinated, centralized system of computerized
information covering student aid,. whether the
sources be State, Federal or institutional, which is
designed consistently to update data-on a real tinfe
basis gnd which “will bring about, among other
things, the.fo//owmg /mprovemenfs~ '

1. A thorough diagnosis of all current progran;s

_ for purposes of simplification and consolidation,

. 2) ATparticipative effort among Federal; State

. 11

1Y

" and private institutions in supp/y/ng, stor/ng and
revealing common data;

3] A centralized system of /nformat/on with
coordinated input of data from sources it both the
public and private sector, eliminating any highly
undesirable aspects of a giant “Big Brother”

. computer in Washington,

4) A shift of focus to directive, rather than

“responsive, actions in all student aid programs;

5) Achievement of tighter control over student
aid recipients, involving less reliance upon compli-
cated manual procedurés and more upon effective
monitoring,;

'6) Equitable funding and distribution of a/d

More specifically, the Councnl believes it feasible
that the "early warring”. data base .of the Coilege
Entrance Examination Board covering high schooh
students seeking college entrance coudd be'part of
the data system. Further, College Scholarship
Service and , American College Testing (the two
large commercial components in needs analysis and
aid applications)’ would be asked to contribute
input regarding expected family contributions,

. student jdentity and cumulative obligations. State

and private loan guarantee agencies would bé asked
tq provide input and update on defaults, collection
data, vertification of student statu§, cumulativé
debt and to help with possibilities of YQan conso#-
dation.! ! - ’ .
¢ i . .
The Council further recommends that the pro-
posed data system, providing equitable distribution
of Federal and State student aid funds, with _
concomitant economy to the U.S. Treasury, be
placed under operational control of a quasi-public
body similar to Fannie Mae or Sallje Mae and be
independent of any of its three components. Sych

.arrangement will also work to protect stude ts’
- rights of privacy.

Much_ has been said jm the ‘past twentx years
concernlng ‘the need for more efficient program

Further discussion of loan consolidation wull be found in the
Guaranteed Loan section of this Report

bl
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"central -
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n"tanagement in the student aid field. It is past time
togmplement the necessary data management hase.

- N .
>
¢

°

Structural Reprghnization of U.S. Office of - ¢
Education %.

» .ot

' Several worklng papers prepared hy Conncll
memBers speclflcally for this report have dealt with
various phases of structUraI reogranization df the
Office of Educatlon One of "these, prepared by
Br; Roy Cogdell, dean of Governors State Univer-
srty, constltutes an ambitious effort to resolve the
ambiguous . linés of authority and communication”
which now prevarl That paper is presented in full |
as, Appendix B and it -deals.
relations, budde*, fund allocation and administra-
t|5rr monitoring, audit recapture and other prob-
lems. |t attempts to place each of these functions
in-clear relation to the other but within the broad
administrative structure which, has existed for so
many years, i.e., central offrcessun Washington and
-ten regional offlces as well as ever-growing num-
bers of institutional and State offices, both.public
and private. " Basically, Dr. Cogdell’s plan would
Irmlt severely present.direct lines, from Washington
offuces to  the institutions “and would
establlsh in. their place, more -authorrty in the
regions and the State offices. The plan is pre-
sented here as a prototype for further considera-
tion. .

Student Aid Program Information and Assistance

The current interest in consumer affairs, as it
relates to ‘student_aid, is an imperative for institu-
tions to provide much more information about
their policies and aid programs than is currently
given. In-this tonnection, the Council has been
mterested for two years in student thinking about
present financial aid policies and what recom-
mendations students themselves might™Rave. A
Council study!? made at the end of 1976 inYicates
that knowledgeahle students, aware of steeply
rnflated cotlege ‘costs, seg a “‘high tuitter, high
aid"" strategy taking the piace of the “"low tuition”
strategy of the 1960's. This leads to increased
.demand for student,aig:at a time when neither the
Federal government no:’ State government will.
guarantee financial support for postsécondary edu-

th congressidnal °

N frequently expressed problem.

»

analysrs"”rn the past has often been used as a
device to ration the available student aid funds
through’ artrfrcla‘f or arbitrary decisions about the
amount of ‘need’ that the students and .pa-
rents presented. What frequently passed for ‘needs
analysis’ was really ‘resource analysis.”’ The Keppel

* Task Force finds this unacceptable in a_system

which attempts to provide access, choice and re-

tention for students without sufficient resources’
of theit own. The Advisory Council study con-.

cludes. that many students in this environment feel
that concepts such as "‘entitlement’, “choice” and
""equal opportu nlty” become little more than huzz

< words. .

This lack of information about -aid programs,
eligibility requirements and deadlines mystifies the

student and alienates him from the whole system.

.According to a College Scholarship Service study,

“Information—~or lack of it—was the srngle most
1] 4 .

.-The Coun(:// recommends that a-small but reason-

able part of all ‘Federal funds provided for post- -

secondary student aid be spemf' Tcally labelled for
general dissemination of Cformat/on about student
aid and that the institutions utilize'this help in the-
most efficient in format/qna/ programs available,
nThe Countil will have.mg/€ to say’ about this in
“Training of Student Financial Aid Officers” he-

low, but another, aspect of the problem tends to-

compound the inadequacy of the present systeni,
. and* it relate¥ to students still in high%school. A
report issued for the National Advrsory Council on

Minorities in Englneerlng shows clearhg that stu- .

dent estimates of the chances for flnancral aid in
college very definitely affect plans ear thehigh
school career and the cyrriculum-followed there.

The Council recommends that the U.S. Office of

Education cause- .to be distributed a comprehensive

information pamphlet to all 8th and 9th graders in
our segondary school system. The pamph/et should
explain each ma/or akd program and include de-
scriptions of eligibility as well as .dates and ad-
dresses for application forms. The p’amph/et should
contain special information for potential science

o

-
.

~

"Student Attrtudes unpublrshed paper by Thomas Cc

cation,. and students iook upon this allocation -.. ’ Navlgr member ¢f the Council.

procedure as a device for rationing limited funds.,
Page 12 of the National Task Force Report on
Student Aid Problems'? concludes that need.

¢

1 Usually referred to as the "Keppel Task Force Report.”
“What 250 students say about financial aid problems”, CSS
Student Advisory Commuttee of the College Entrance Examlnation

‘Board, College Board Review no 100, Summer 1976

.
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and ehg/neer/ng students, who must beg/n their
math /science sequence early in high school. 7

The Council is aware of current publications in
this field, but none serves adequately the purposes
deslgnated above., = . ,

Another problem relating to mformatlon for
students arises when .the institution making the
award prepares its aid package Some colleges make
special _efforts to acquaint parents with ' " their’
expected contribution toward expenses, as deter-

mined by. the college but this practice is by no

means universal. Parental complaint is common.

The Cauncil recommends ' that means be estab-
lished by eth ma/or scholarship service and by the
Federal Goyernment (in those pragrams operated
directly) for written advice to parents stat/ng
-specifically the amount expected from them during
the schoo/ year. t

.

Transt‘erabil_ity of Funds in the _Federal Programs

Funds for each of the ma}or Federal programs

dre .appropriated as_line items in’ the biidget and. " -
pass through many hands before reaching the - i

¥

student” One of the important intermediaries in the
 college-based prograpmis . is the institution itself,
which is subject to all the uncertainties of enrdll-
ment change, drop-outs, stop-Quts and so on,
frequently resulting in shortages ofsfunds for one~
type of aid (loan; work or grant) o%er another.
Presently, funds: for each program are acdounted
for separately and periodic program reviews, when
conducted hy Office of Education regional staff,
are designed to ensure that the -institutional aid
officer has utilized his funds with due regard for
. prpperstewardshlp

0

CounC/l recommentdls that the Congress perm/t
transfer of 25% of funds among the three mafor
college- ‘based programs (co/ e work-study, sup-
p/ementa/ educational opportunity grants and na:
“tional direct student loans), at the option of the
institutional . financial aid a%f/cer to provide for
better utilization of such funds and to compensate
for changes in funding of individual institutions
through the,operations of the panel review process,
as well as uncertaintiés"of’ enro//ment

“There is already .s,omewtransferability between
two of the programs, but the Council moves the
above in the interests of better service to students

.

@ ° B -
‘ *

and for better expression. of institutional 'philoso-°
phly regardlng thie role of student aid on. the whole
postseeondarye perience® (

Overawar‘ds ol"Financial Aid

*

As long as the campus-based aid prograTns have
been in operation, they have bheen plagued with a
; compllcated and recurring problem relating to
"overaward.” A financial aid package, put to-
gether by the aid officer “during the summer
preceeding the academic year involved, obviously
represents a best estimate of needs to be met.
When the package includes College Work-Study; it
is entirely possible for the student to find later on
that the allotted quota has heen earned well prior
to the end_of the_ term, yet boeth studept and
emplgyer” (frequently the institution’ itself) wish.
“the student to continue. I® the student does
contin ,and if he is paid in Federal fua’ds Athere ig
a véry rea‘lmdssnblllty of audit, involving restitution’
ot/ alt Federal monies involved in overpayment.
Strict equity demands no overawards, but the logic
demaﬁds some leniengy and Congress has approved
_some overawards in its latest legislation.
. . e 0 .0
The- Council recommendd thgt any portion:-of
' work-study earnings c%itutingvoveraward (that
samount. of wages for %ork performed éxceeding
need previously gompyted by a'responsible f/nan-
\Cial aid* officer) be treated by Congress as an
“addition to that ,student’s - sawngs for the néxt
-ensuing academic period. In mio way shou/d this
recommygndation be /rtterpretedio mean inten-
tional Feduction in the student’s mormal obI/gat/on
to work during the néXt non-academic period to
assist in- h/;‘/héio n self-support v ; T
Training and Certlflwtlon of tudent Fmancnal Aid -
Offlcersii.. . -

ey, . .
'

One of the thorniest problems in Office of.
Elucation management refates to its 0l responsi-
bility for stewardship of taxpayers’ money, on one
hand and for preservation of instifutional auto- - .
nomyy on the other. Accountability ‘for  Federal
funds concomltant W|th assurances - of eqmtable

15 , A
[ The term '’ cer;nflcatlon 1s used hereitg mean approval by a
. selevant professional organization, after prpbf of compkance with,
and full knowledge of, established professuonal cnitena for the
performance of duties reasonably associated with the job of\student

. axd administration. SDBCIfI%a“Y, the derm does not mean “licensure’’
or approval by a State or Federal iicensing bpdy.
5 . .
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"g exists.' 7 Some States have ste
¥

d|str|but|on of assistance are matters of grave and
generat’ concern. The Coundil has studied these
matters over the past three years with an eye to
history. ’ . ‘
~ Prior to 1958 the year in whrch the Natlonal
Direct g’mléent Loan program was ‘enacted, distri-
bution of.student aid by colleges was a relatively
simple matter. With enactment, of the Educatlonal
Opportunity Act of 1965, the Amendments™df
‘1972 1974 and 1976, however, the problems have
increased enormously and, at the same time, State
governments havé begun substantial aid “programs
of their own. The demand for more sophisticated
* aid officers has far surpassed thg. supply of experi-
enced practitioners wi'ling to stay in the field for
more than a year or two.
.1t is estimated that in 1974 there were ‘about
" 10,000 “‘professional” staff people handling $tate,’
local and Federal student assistance funds, but
only a few of “these had acdess to organized
_instruction defining their responsibilities and func-
“tions, Indeed, irf the matter of training, there,have
been only sporadic and uncoordinated efforts, 1o
roduce a truly professional group, nor i$ the;e an.
establlshed source of supply ofstudent aid officers,
. in the senge of graduates of planned high,'school
curricula or baccalaureate. Student aid salafies rank
" almost at the bottom of the lagder on college
campuses, resulting in a turnover rate of about 33°/
annually. When it.is recalled that about four billion
dollars of Federal funds and five hungdred million
doHars of State funds flow annually t rough these
channeIs thesltuatnon appears uncon
The National Task Force on Studént Aid Prob '
lems reviewed the training efforts/ of both the -
College Scholarship Service and. American College
Testing, as well as the efforts of the U.S. Office of
Education under the Education Professions Devel-
bpment Act and under the Basic Education Oppor-
tunlty Grant program, and concludes that none of
these gives assurance of continuing, sophisticat®d -
mstructlon of student aid adminjistrators on the
national level.'®
A few “years ago the Natlon I Association of
' Student Financial Aid Ademinis rators, created a
+. subcommittee on certification, but this no fonger
d into the gap
“with their own trafning and certjfication Jprograms
and more States are currently onsldermg quality
controls The States now enggged in structured
“training procedures are Texas, Colorado, North
Carolina, South Carolina and Arjzona.
The problem appears to be not so much whether

. [
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or not adequately certified aid officers are needed,
but rather a question of what group will do the
cettifying. Since this specifically falls within the
mandates of the Charter provided for the Advisory

Council, a questionaire *was sent to all, State
presrdents of “tife national student aid adminis-
trators, organizatiog. '® Replies clustered heavily
about the need for adequate and extensive, up-
dated training, and the most surprising result,was
the fact that 23 of the respondents advocated some
kmd of certlflcatlon procedure.‘ ° Lt

’ The Coun(:// recommends that a s andardlz;c?

training program. for financial aid administrators

. ‘developed immediately by the National Associa-

«tion "of Student Financial Aid Administrators
jointly with the National Association of College
and Univetsity: Busmgss Officers in consultation
with the U.S. Office of Educat/on Such training
shaH /nc/ude} broad foundat/ons of /eg/s/at/ve’ his~,
tory and® intertt, descr/ptzoas' of accéptaple” and
efficient . practices, and adherence to a code da-
manding’ qdm/n/strat/on of the highest level. The
€oumcil recommends, concom/tant with the above,
full funding of the training ,author/zed under
Sect/on 493-C of the Education Amendmeq!ts of . |
7976 > .t A . |
. : 1 -

It is agreed génerally that even were the training.
pr‘ogram *to start rmmedrately, at least two 'years
- will be Lequired o complete the program with due,
attention to-the legal responsubllltres of all parges
involved. . : . ’

-

-

v
-

v

"The CounCII recommends that the US Off/ce of .

~ Education, to fully Utthtze the tra/n/ng programs,

proceed without further delay to se up aschedule
of frequent and reasonable progfa iews-to be »,
carried out by qua//f/ed~ Off/ce of Education
person/re/ . , .- :

-

.

Assumlng |mplementat|on of these three recom-
mendations, it is entirely possible that a responsi- -

“ble certlflcatlon procedure could be in place by

1980, %wth all the advantages of effittency of

__l_—_ .
16Fmal Report Natlonal Task Force on Student Aid Problems,
pp. 78-84 . .
See JAppehdix b for Natronal Assocratron of Student Fmanc-al
Ard Admrmstrators tentatnve criteria for certification..
8poil conducted W “Mrs. JZusmUa_Ltght Dlrector Career
Education Center‘ Randolph Macon Woman s, College, December
19 See Appendix D for text of questions and resuits. .
»
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operation and economy to the taxpayers ’% This
should be helpful, also, in the current problems of
* fraud and abuse.

- «

. The Council recomménds that the U.S. Commis-
sjomer’of Education require certification of indwvi-
dual Financial Aid Administrators, eféective at
earliest-possible date, suggested to be September 1,
1978. Certification procedure should be the re-
sponsibility of national and State professional

student -aid organizatjons present/y recognized by .

the U.S. Office of Educdtion and_at no time
. should such/Eert/f/cat/on procedure b€ regulated
‘by, or subject to directives from The U.S, Office of
. /_'-'cfuc;at/on or g State Government Agency.
° - -
"Good Standing (Academic).
Germane to certain problems of efficient pro-
. gram ac'imimstratjon is a definition of ‘good
academic standing’’ as it ‘relates to students who
fail to, move- ahead annually toward acceptable
-academic goals, The question constantly arises as
to what extent Fede,ral funds are heing used by
~institutions to support “‘professional students”
those not making real progress to the next IeveI
Slnce quantitative data presently are virtually
impossible to obtain,?! t_here is no estimate of the
amount-of funds “lost” in this manner, but the
Councul continues ta believe it 1s a very serlous
problem which, in the short-run, must be faced
through special *emphasis in"the , training "and
certification procedures stresseq earlier. It ilus-
trates ‘again the need for a thoroughly reliable
national inforiational system . ;

Offuce of Education.Staffing

The Council addressed the problem of Offlce of
Education staffing in rts First and Second Annual
Reports, but it remains serious enough to requjre
emphasis once more. Colncil Chairman Dr. John
DeMarcus undertook this year his own study of
the effectiveness of the Office of Education and
copcluded {with frank concurrence by some Fed-
eral pfficials involved) that there is not only a
deplorable ,lack of modern technology, but a
scarcity of trained personnel to sustain a suitable
administrative system. It is clear that, whether or

" not there.will be a reor'ganization Qf the Office of
Education, immediate steps ‘m
improve the services which the Office of Education
-should be providing. The section on Training and
Certification of Student Finafcial Aid Officers

‘ 4

he taken to

.

' ’ ’ .. 1 *
refers to the need for more program reviews, and
this will involve either an increase of reqional staff
or extension of a system already on trial, whereby

. experienced financial aid offiters from ¢ollege

campuses are hired part-time by Office of Educa-
1tion. 1t-has been estimated that all campus ypro-
grams in the nation could be revuewed by 150 such

individual institutional aid officers on contract,.
workmg with Offite of Education reguonal people.

in addition, however:

- Inst‘tutuons currently havea serious need for

technical assistance (other than reviews) from the

regional officers, and“these servrces simply are not
3 available; .

b. Financial” aid. offlcers in the field have an

.

4

immediate need for formal training and Office of -*

_ Education staff could*perform this service;

c. Loan defaults need to he followed up quuckly
. and efficiently; »
- d. Disparities between Papel Review recommep

datlons (for sums to he atlocated to partrcnpatmg-v—/

institutions_ by the Federal government) and the
final allocations actually received are such that all
participan® in the process need more communica-
tign and sharing of information d\rmg the critical

perjod following institutianal application; .
. e Expeditious issue of rules and regulations is 4.
problem: e , .

.
K

The Cou%ri/ deplores the lack of adequate staffing
in key stlglent aid positions within the Office of
Education. The Counr:// fqe/s the addition of
adequate* personnel is of first pr/or/'ty i the new
administration. New personne/ will prowde sub-
stantial help in the issuance ‘of regulatians, in
eliminating contradictions of policy from various
Federal Regional Officers and the Office of Gen-.
eral Cagnse/ in remedying the lack ‘of periodic

v

s

program reV/ews“to regional staff and the need. for .
program /nformat/on on the part of the Amer/can P

-public.?? . '

Role of the States .. ,

.

What role should the States have in-a national

system of student financial aid? Some advocate a , i

—

2OSee Appenélx E forimpiementation detail.
See ‘“Management Fundamgntals’* above.
As an example, the New York Regiofal Office of the U.S
Office of Education 15 responsibie for aid programs in the Stated.af
New York, New Jersey, Pennsy!vama Puerto Rico and Virgin
Istands. Federal aid, as of this -writing, amounts to about
$622, 000 000. There 1s one program officer to cover it all

L
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much stronger role than they now have, based
upon the historical proposmon that it is the States
which have prime responsibilities for educatiomnd
that focal - authority derives from the States by
statute. The Education Amendments of 1976
augment the parts played by Sties by 1) estab-
lishing Education Lnformation Centers, financed by
State funds (oné-third). and Federal funds (two-
thirds); 2) encouraging States to set up guarantee
agencies for student loans, if they “have not already
#4done so; 3). further _cooperation in, community
services and- COntlnuung education. In addition,
there is, @ provision for State processing of Basic .
Educational Opporturu;y Grant apphcatlons (cur-
rently done entirely in ‘one Federally- sponsored
* contract) and for State participation in a training
program. for student aid officers. The Council
_ believes additional [mutual expernﬁtce shared by
. Federal and’ State offlcers wduld, be beneficial for
« future planping. - )
[ 4 3 l
" The Coanci/ recommends that a pilot program be
established ,whereby a single State agency be
named @ administrator of all Federal ang State
. 'student financial aid programs within_ that State
and wherein said agency would assume all reason- ,

\  able, responsibility. for program operation .and

reporting. aA -pilot program of this kind would
indicate whether or not further iftegration of the
whole delivery system is practical. . ‘

. o 7

National Direct Student Loan Notes ‘ .

Present law provides for the assugnment of
National Direct Student Loan notes §n defaylt for

+ two years tq the U.S. Commissioner of Education.
This is not being done generally. . )

.. The Council recdmrnends that present law be
" -activated and that institutions holding national

direct student loan notes in ‘default for two years
turn such paper over to the U.S. Comm;ss;oner' of
Education for farttrer efforts. The Office of Educa-
tion has not set up ahy proEfdure for this.

The Independent and Non—Tradltional Student

Readers of this report may he familiar with-tHe
nfaterial already on record concernmg independent
and non-traditional ‘students. An mdependent
student” is usually described as being of college-age -,
and -having no significant financial support from -

). Parents or relatives to attend postsecondary
- £y ™
..

. : . e

wll Toxt Provided by ERIC
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schools. The ‘“‘non-traditional stJdent” is usualty
v referred to as that student, indeperdent or not,
who is older and perhaps part-time, a group
< includitg women whose famuly responsibilities
have “finally permitted a few courses at the local
communlty cellege and others returning to the
campus after. prolonged Separatlon *Full descrip-

t|ons may be had Trom the extensive bibliography :

‘on this subject. -

It was from®the ranks of the non- -traditional
students that suéh programg as Upward Bound,
Talent Search and Special Sérvices (the so-called

Trio Pro\grams) discovered campetencies from the,

ghettos ang barrios which could be developed at
the collegl te level. In addition, targe numbers of
veterans were returning to school,, with other
.groups of adults who_ had mterrupted their educa-
tional careers years before. Those assistech hy the
Bureau of Indian Affairs showed increased interest
/in postsecondary education, ahd disabled students,
hitherto hy about a traditionat campus, added to
_the numbers’ BE enrollees competing with tradi-
t|onaI students for financial assistance. To .quotea
Un|verSlty of Maryland official, 'The term’¥non-
trad|t|onaI " which only a few years ago applied to
minerity and low-income ‘students, is “now being
applied ifstead to a new clientele for higher

. education: the older student returning to college *

after a break of some time, or attending eollege for
the, first time, often a part-time student, often with
family responsibilities, sometimes a solo parent,
sometimes & displaced home'maker often working
full-time. Our older populatlon which initially was
made up of veterans and some older women whose
" children had grown up and for whom education
was quasi-recreational, now is expanding
people for whom education is @ new venture, who

study “to get-a job, to upgrade their skills, for’

_reasons no less serious than those of the 18-year-
old.

4
N

"This new student somehow humps into all the ’

corners, and the rules, and the assumptions of our
institutions. Qur application forms do not make
any sense for him. Our questions ahout depend-

ency s:eem silly. Our focus on the full-time student

"leaves him out of things. Our emphasis on day-tjme
classes makes life difficult for him. He is our new
clientele, but our institutions are not designed to
let him fit comfortably, let alone meet his
“needs.”?® - o :
— 7 . ) .

. ~

23Dr. Judith Sorum, Dean of Undergraduate Affairs, University

of Marytand, December, 1976.
v v N
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. major programs, but critics

\ '
2 . ’

. * © o~ Y

Present/IeglsIatnon already provides for students
aid to needy part time .students in.most d&f the
aintain, nevertheless

that the non-traditional stu@ent is subject %0 a
number of “‘hidden-4 ptions" about need and
aid. Again quoting Dean Sorum, "“We assumg .that
the, full-time student is more worthy"of our
support than the part-timé student. We assume that
the younger ‘student is fan%ncaally more needy than
“the older student. We assume that the older learner
is* ‘just here for the fun of it,’ and we need to

.Guestion these assumptiens &s we evaluate the ‘fit’

between needs of the new studehts and those of
the .existing student. financial aid structure. We
need to ask what our social goals are in relation to
these older learners. And most of aII we need to
realize ahat by our current pohcnes wé may well be
having an impact. that deo not wish to have.”

The numbers of mdependent and non-traditional
students have grown ammensely in regent years. In
the BEOG program ,alone,' the proportion of
independent, students has. increased steadily each
“academic yégr from 13.3% of all eligible students

e.dunng 19734 to nearly 30% in 1975-6. This

eXtrapoIates &0 40% in ‘the near futi¥e and poses
. two very fundamental questions about our assump-

> tions behind stident aid, i.e., the respdnslblluty of-

parents for their children’s education_and what
gamesmanshlp, if any, is involved in weighing
mcome tax deduttions against Federal student aid.

The Council recommends that the U.S. Office of
Education.make a decision, fong overdue, on the

-~ defm/t/on of an’independent student and‘ apply

.“tfs definition across the board to -all Federal
student aid programs sponsored by that o ffice. It is
hoped Yhat this definition would then be adopted
by States g jrpm/ster/ng their own aid programs.

Choice and Flexibility in Aid Programs

The two loan programs (NDSL and GSL) to-
gether ‘with Supplemental Educational Oppomi
d

. nity Grants+ and College Work-Study, provi

financial aid. administrato¥s with the tools neces-
sary to enflarge an aid package for a student who
opts to attend a more expensive college. lt‘ls very
dlfflm}lt to determine quantitatively the extent of

"’chdice” {of colleges) under existing student aid
arrangements, but some hints are given in a study
by-FThe National Commission on the Financing of

Postsecondary Education, using Department of the
Census data, wherein it appears that

\t\he vastIy

<
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differing cost structures of our colleges do not
present insurmountable barriers to students from
families earning ‘less than. ten thapsand dollars
annually.?* Since Supplemental Educational Op-
portunity Grants may be added by the financial aid
officer to Basic Grants (or other aigl) up to fifteen’
hundred dollars annuatly {maximum four thousand
dollars SEOG over four years), there is latitude for
* the student to qpt for a more expensuve college or
go out-of-State.  *

This has obvious relevance to, the financial
health of eur small, private colleges. The Council
continges to believe that attention to students, and
the’ willingness, te~ carry on modest research
small colleges could be lost to the nation if
students do not erjoy some measure of choice.
While it is reasonable to assume that Basic Educa-
tional Qpportunity Grants, when “fully-funded”,
. has assisted measurably the lower-cost public insti-
tutnons thererare few who argue that BEOG alone
prowdes much help for high-cost private colleges.
* Insfact, it.may be entirely possible that BEOG
enahles the Iawer cost publlc universities to trans~"
fer from their own ald programs funds to asslst
middle.income students not eligible for BEOG in -

'L,

\:e first place.?
e e i
Ye Coungcil repeats its recommendation that the

campus-based prograrr‘:s be funded to amounts
author/zed Ina major effort to preserve the private
* istitutions of the nation.? '

»

Income Tax Credits .

) Middle-income groups facing the problem of |

choice usually must'consider an edugationéln loan.
During the recent presidential campaign, both .
candidates discussed tax credits for educational
expense, pursuant to various proposals in the
Congress for years. The Ribicoff Amendment of
1976 would have provided up to three hundred
twenty five dollars credit for each’ college student,

’

\\2 Financing Postsecondary. Educahon mn the United States, The

National.Commussion on the Fmancing of Postsecondary Education,
Table4 11, p. 163, December, 1973.

J Samuel Jones, Director Finangial Aid & Masachusens
Institute of Technology, “The public uversities with low tumon
are in much better shape than they were four years ago. . .Basic
Opportunity Grants are seally meeting their costs. But the ‘privates’
are not better off." The Chronicle of Higher Education, October 25,
1976

See Appendlx F for bibliography an financgal problems of the
small, private colleges '




computed on, the basis of 100% for the first two
hundred dollars of qualifying expenditure for
tuitioh, _fees and books, 25% for the next three

hundred dollars, 5% for the subsequent gne thou-

sand “dollarg,e with no tax’ gredit “or expenses -,

beyond fifteen hundred dollars. The tax credit
would have begun to phase out when taxpayer’s

gross ad;usted annuaI ancome passed fifteen thou n 8

sand dollars, with no‘crednt allowed on adjusted

income above thirty one thousand two hundred_

and fifty dollars. . .

Advantages of tax credits lie in their avanlabnhty
to middle income: groups, the speed with” which
they can be implemented and the low cost of
administration. Major disadvantages are Joss ‘of
.revenue,™ and the charge of “abuse’* of our tax
system as §revenue device.

The €duncil has considered at lengtt the idea of
tax credits for costs of postsecbndary educatnor;
and recommends that it be taken up again by the

.

. -

‘

In recent 'years the Guaranteed Student Loan

. program has shown clearly that, even in, years of
extremely tight money, the nation’s bankers have

- been extendlng loan rmoney to students who,
otherwnse would probably never have received

-such assistance. This has proved to be the case guegy g -,
though student loans were being made at ﬁ
r, -

unfavorable by comparison to other bank ™

d ewn though the paper work arid costs of

ministration were Iarge complex and subject to
unsettlnng‘ changes in rules and regulations in
Washington. |t should be noted, too, that Guaran
teed Student Loans have,added immeasurabl;:t#o
student choice for , low ‘indome students, sice
about 75% of the Ioans are extended to students
, with family adiisted gross incomes below $10,000.

Extrapolation of the curves of postSecondary
attendance into the next decade lndlcates annual =
incremepts of students and generaily incréasing
college. costs. The Gdaranteed Loan program seems
to be the only major effort which can manage- to
keep pace with expandlng *hational goals of educa-
tion opportumty, provided it can expand its own.
lending base.The’base includes all major ,{ehdn’ng

9" ';,-.» .
.o R ”.‘? .
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Congress, as-it possesses considerable merit, how .
ever, the Courcil would resist passage of tax q}edut
legisldtion should it affect unfavorably the fugtdlng
of exuwg student aid programs. . {

A}

Professuonal Schobls

Professuonal schools age part of the. problem of.
choice, but not in the same sehse used above and

‘ hence are considered separately. There is genuine,

underutilization of our PhD s incthe marketolace,
but there is also need, Yor sens:tuvuty to the who
structure of_education, lest_some ‘segments now‘é
disregarded b€ essential to the technological-and

scientific competition in world affairs. The Council

commends to the attention of the' Congress the.

‘ngeds of, professional school students, necessary to

the national well-being in matters of health ‘and
science, such needs being part of the totaIIy -coordi
nated student aid program. ( -

-~

- mst:tunons of the country whlch may e consnd

.

ered aspotenual refol}rces-for student Ioans

. .
. -

15, 000 commercial Banks; ™’
5,000, savings and loan institutions;

600 mutual savmgs panks; .- -
23,000 credit unions,. wuth membership of 23
nillions; ) o .
.insurance corpanies; .

- pension plans. .
Flgures of the American Bankers Assocnatlon
show ledder partncnpamon in the Guaranteed Loan

, Pprogram as follows: / .
.. R A
o "Table | -
Total Lenders in the GSL Program as oé June, 1972
Institution Number, %of . %of
kenders Lenderg Loans
& A3 T e
. < . - .
Commercial Banks 14,127 73.9% . 63.4%
Mutual Savings Banks ° 447 23 8.7
Savings and Loan 1,665 8.7 73
Credit Unions 2592 135 ° , 30
Direot Loan program.  ® - 2 . =" .+ b9
“Other 34 . 18 59
Total 19,167 100.0% 100,0%

18
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, Figures for 1974 (two ‘years later) show that
“there was a decrease in participation hy commer-
cial banks (from 73.9% to 65,.3%), and a decrease
by Savings and Loan Associations (from 2.3% to
* 1.6%), but a significant increase in participation hy
vocational school lenders. The latter, however, will
cease being lenders under the Education Amend-
ments of 1976. Lo all, the number-cf loans, as well
as the number of lending: institutions, declmed by
almost 25% hetween 1972 and 1975, with clear
indications that education loans are increasingly
hard to find. e
Broader lender part&cnpatton should he a matter
of prime concern for the Office of Education.
Some specialists feel that theTarger lendmg institu-

v tions, which have & separate departmeént for stu-

-dent loans with personnel $pecializing in that field,
may have reached a saturation.point under cursent

rates. [n fact, most of the larger institutions with -

which the Council has been in touch indicated
that, barring. unforseen developments, they will
maintain their present position in the market but
will not actively engage in enlarging it. However, it
is the smaller hanks, which are not participating in
the program at all or are dropping out of the
program, and these are the main source of future
participation. In addition, the credit unions—all
23,000 of them—as well &s 5,000 commercial
banks=snd 3000 savings and loan institutions are
not now in the program god’ represent to. the
Councul tremendous potential if utilized properly.
These have already established close relationships
wnth their customers. The way to lure them into
the progrdm could be reduction of paperwork and
maintenance of yield.
. ’ . , » s.// i

The Council recommends that considerable simpli-
fication of the guaranteed student /oan .program be
accomp/Jshed by. M

*

‘1) Adopt/'on
incorporating all necessary features of the present
documents (sometimmes as many as eight in num-
ber) which must be S/gned by students, schools and-
parents before there is disbursement; o
"2 Issuance of a firm insurance commjtment, so
that /enders can depend. upon the guarantee status
once’ such commitment is made, barring lender
fraud or -misrepresentation. Present regulatidons

governing the guaranteed loan program allow: .

changes.which ultimately may prefudice the guar-
antee status,
3) Requiring that all lenders utilize” prOcedures

of a COmmOn loan application .

~ generally practiced) by commecial lenders for

comparable amou s of uninsured.Joans;

4) Recognitio that fnandatory state guarantee,
agencies .do not, by themse/ves provide more loan
assistance to students and that’sliding réinsurance

rates may severely restrict loans in some area!} -
ed. to

5) Mandating that State agencies be requi
serve as central information posts for administra-
tive assistance with guaranteed student loans;

6) Chapge of regulations covering graduate and
professzona/ students, in view of the /ncfease in
‘total loan guarantee from $ 10,000 to $15,000 and

providing that huspand and wife may consolidate '
so that the repayment per/od is

their Joans,
extended to reflect reasonable repayment and to
safeguard against balloon payments at the end; .

7) Review of .the evidence that many delays in
the delivery system atise from computer/zed sys-
tems now in operation. Caution is urged 'in

-. experimenting with additionf untfied systems.

Regulation Z

To date, private lenders have put up more than

nine hilliory dollars in loans to students despite .

extensive regulation. One, of the principal disin-
centives is expense of administration and, in
particular, the burden of ‘Regulation Z (Truth in
Lending), requiring a Ldan Disclosure Statement
for each horrower. In most commercial |oans,
Regulation Z serves a useful and necessary purpose,.
- enabling prospective lenders to do “‘comparison
shopping” for the best terms and to be provided

with assurance against hidden costs, by in the case ,

of the Guaranteed Student Loan program,.Federal
law and regulations issued by the U.S. Office of
Education prescrlbe in detall «b‘oth terms and
.conditions of ‘a student loan. The interest rate is

specifically stated; the maximur amount to he '

horrowed is’ stlpulated the-period over which the
. loan runs is set forth; the terms and conditions
under which the loan may be extended or altered
are stated the maximum fee which may be charged
(1% per annum at present) for guaranteeing the
loan is set. Elimination of Regulation Z would
represent a most constructive step toward making
student loans more attractive to lenders and mlght
even assist in brmgmg hack sonré lenders who have
defected.?”’ . .

Y~ -

27One banker closely connected with administration of GSL
program has estimated that about one-third of the loan procedure
manual could be eliminated if Regulatipn Z were no longer redliired,

LA
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The Council recommends that eligible lenders be
relieved of the necessity of furnishing disclosure

statements to borrowers. . -

Loan notes, signed by students, may Basily be
modified to specify the level of student loan fee,
maximum interest rate, maximum amount borrow-
able and other prescribed terms and conditions.

»

Guaranteed Floor of 1% fpr GSL Lenders’ épeclal .

- Allowance

, > : ‘ )
. The'Guaranteed Student Loan program’s special

‘ . K .
/ . *

_ The Council recorimends that student botrowers

allowance should assure a level at which total

return to the lender represents adequate compensa-
tion for the funds.advanced and the administrative
costs involved. "It is proposed, that there be 5%
maximum and 1% minimum set by law and that
within these limits the actual rate paid be estab-
lished by a formula of "3 1/2% under the average
91-day Treasury bill rate.” In other words, if the
average 91-day Treasury bill rate were 5%, then the
special allowance would be set at 1 1/2%. A
guaranteed floor of 1% is indicated! to be necessary

at the moment to bring total lender returnup to a.

level appropriate for long-term viability of the
student loan program. )

The Council recompends that long-term success of
the Guaranteed Student Loan Program and expan-

sion of the lending base can best be served by

assu'rance of a 1% minimym and 5% maximum
. speciatallowance. —  °

.

Student Bankruptcy

Voluntary student bankruptcy- has become
another major concern. Probably most students do
not, countenance bankruptcy, if only for funda-
mental reasons of basic, ethical behavior, fairness
to otherystudent borrowets in years to come,-and
adverse eNfects of bankruptcy upon ditnratings.
Yet,®stugeyt bankruptcies are continuing at such

an alarming rate that it becomes neggessary 10
prevent—turther detgrioration of the entire Guaran-
_teed Loan program. The Council is concerned not
with true hardship extensions of ~time, but with
what seems increasingly evident, premedi}ated,

immature and selfish bankruptcy well before the’

establishment of a regular, working career with the
normal remuneration to be expected “therefrom.

The intent of Congress in the 1976 Amendments
" should be preserved. o '

.

be obligated to apply and demonstrate the benefits
derived from the education made possible by the
Joan over the reasonable period of.five years after
completion of studies before therg is any ellgibility
for bankruptcy, excepting cases of severe hardship
{hospitalization or physical disability), in con-
formity with the education Amendments of 1976.

This 5 year moratorium should apply-to NDSL as..

well as GSL. . ¢

& ”

hY e
-

Loan Cons;)lidatiqn

The Council has considered the cOmpIEations
for students graduating with several notes due at
different times, at different rates, at different
institutions. ‘Clearly, some kind of conso]idation
similar to that in regular consumer loans Is called
for. Doing so becomes enormously complex, how-
ever, since student loans originate in such diverse
agencies as Public Health, Department of Justice
(Law Enforcement Education Program), Housing

‘and Urban Development (Comprehensive, Planning
Assistance), Guaranteed Student Loangs{both Féd-

erally-insured and State guarantee), National Direct
Student Loans and.others. Obyiously, some form
of "superagency’’ may be necessary to transcend
regular agency boundaries and to provide both
simplification and ‘consolidation. A few major
attempts in this“direction have been made by
Congress, primarily to permit consolidation of
National Direct Student Loan with .Guaranteed

Student Loan repayments, but nothing has been |

passed to date. s C

The Council recommends that Congress revise the
legislation governing the Student Loan Marfetir_;g
Association to include clear authority for that
Agency to buy or otherwise assurje all ‘major
student paper and to consolidate it, when neces:
sary, to provide the individual borrower with a
single repayment schedule and a single rate.

The above step may be taken without Federal
budget " inflation, since funding for Sallie Mae
comes from outside sources.

. If student debt consolidation cannot be achieved

by means of festructuring the authorization for the
Student Loan Marketing Association, the Council
recommends that amendments should be added.to

legislation governing National Direct Student ”
*

) " 1
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(Loans and Guaranteed Student. Loans o permit
repayments under the National Direct Student
Loan program to revertto the lending /nst/tut/on
as seed money for a new Guaranteed Loan program
operated by the.lending institution. This would

3
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permit such institution to receive interest on new-
7 loans and to discount or sell its paper,to ‘the
Student Loan Marketing Association, thus pro-
“viding additienal institutional liquidity and con
siderably more studeny loan potent/a/
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: ‘APPENDIX A J <

" TEXT OF ADDRESS BY MR. EDWARD FOX,
" PRESIDENT OF STUDENT LOAN MARKETING ASSOCIATION, .~
T0 ADVISORY couucu ON FINANCIAL AID TO STUDENTS -
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| think the easiest thing for me to do would be
to trace bhack the growth of the participation of
educatlonal and financial institutions providing
loans to students and then *building up*to the
Federal mvolvement in those programs and ulti-
mately to the creation of what we call a secondary
market whick’is Sallie Mae. s

| guess in New England in the m|d 195Q's and
perhaps in New York State in the late 1950's, it
was clear that the combination of grant programs
and other forms of financing that were ‘made
available by the states and by the unlversmes
either through philanthropy or by dollars thatwere

. appropriated by the legislature, that there were

insufficient funds to meet the needs of a grownng
population of students.

The result of this really had its genesis with
Sputnik. | guess that when Sputnik went up
suddgnly there was a terrific demand for scientists,
teachers of the sciences and mathematics, things of
this sort, ‘in the mid to late 1950's. Suddenly,
something called the Natlonal Defense Student
Loan Program-—whlch made it, | guess, .easfer to

-sell—=Student Loan'Programs got their start),wnth

the Congress. At the same time we saw in
Massachusetts, we saw in New York State, “the
creation of loan guarantee type, -programs \ where

institutions in those states, financial or educational .

institytions, were encouraged to lend mongy to
students with either the state or a state insurance
fund or some eqdivalent kind of an institution
being the guarantor of repayment of those obliga-
tions. There was a tradition of expenslve private
schools in the northeastern part of the Unlted

States. There was a tradition for educatlon and.

excellence in education in thatpart of the country.
| think it was only reasonable to dsume that this
kind of a need would first be fulfilled in that part

NONEMBER 6,1975

-

These programs were trying to make certain that
a student had access to the educatjonal institution
of h/s choice and was not refused an education for
lack of financial resources. In other words, they

were putting these dollars in the hands of the -

_ student so that he could choose the institution to

which he would go. We had seen a lot of .

institutional baséd programs before that: where the
schools had the money and they could pick the
students and say we will give you the money. But
these state programs working through the banking
institutions put the dollars in the hands of the

. student and give him some freedom of choice and
accessibility to institutions that he really didn’t
have hefote.

Then in 1960 another program, the one that Bill
Mirandon now represents, United Student Aid
Funds, had .ts start. That was another form 6f a
guarantee or insurance kind of a program. I will let
Bill get into the details some other time because it
is a rather tomplex kind of a thing. But it was felt
that a private nongovernmental entity with philan-
thropic support from some of.the major corpora-
tions and some_of' the major people in our
country—the first- chairman was the then former _
President of the United States, Dwight Eisenhower,
this was 1960—could attract' funds and offer
programs to states and offer programs to educa-
tional institutions whereby they too could provnde
the insurance to make certain that funds were
*available s¢* that-’students could get into the
institutions of their choice and -get the education

N _they wanted. Again, it was the opportunity to
"expand the base of, students due to the fact that
financial resources were available, and thé oppor-
tunity for them to be able to finance their
ed,ucatlon out of their owh earnings. The induce-
ment to the lending institutions was that thére was

{
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of ‘the country. So it was. ~ - a guarantor, Somehody \xllllng to pay the freight if »
Y a3 '
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. ~ the student couldn’t make it.

-
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. oxysms of expansion and contraction,”

The need for this gufirantor was that unlike a

) mortgage or autornobile loan, there 'is no solid
~ .piece of collateral that you can grab and theh sell.
You have a human mind of course. You have a
contributor to the economy. You have a hetter
contributor to his own well being and financial
_ standing in the community. You have a tax payer.

-

You™ can go through all of these economic and .

¥ financial argumeants about why you should lend to

peopIe But.there had to he an equnvalent of a

- cosigner. There had to be somebody -willing td

. stand up behind that student. That is where the

) Umted Student Ald‘Funds that is where the state

. programs and ultlmately the Fedsral program, felt

that the need was established and the program had
to be created. ’

These "various state and USAF programs func-

tioned with reasonable success and reasonable

volumes through about 1965. At that time &

¥ massive effort in the higher education act of 1965
- to bring the Federal government into these pro-
. grams was exercised. The Federal government came
in November 1965. What has been created in the
last 10 years is a variety of programs.subject to a
“lot of changes over these 10 years as they have
been*.amended and gone through various par-
like only
Federal programs can be .manipulated and man-
.aged . .

So that now you have various statewide pro-
“‘grams*in ahout 25 or 26 states. You have the
United Student Aid Fund programs offermg guar
antees in a number of states as administrator, i
others as insurer, and | guess in various mstltutsons

" as weli hoth financial and educational. And you
have the Federal program in the rest of the states,
“covering even some’international institutions where

_ United States stu dents attend.

guaranteed loans have heen made since 1965 under
the Federal and state programs.’ | suspect that
another billion or so was made hefore that by the
state and USAF programs. Se what you are looking
at today is probably the largest single source of

nonparental funding in support of postsecondary

edycation, the guaranteed student foan program.
I would like to distinguish this from the Na-
tional Direct Student Loan program. NDSL is a

school administered program. | am sure you are all

familiar-with it. The schoql gets a capital contribu-
tion thiough .3grocess of making a request for
funds, having it analyzed by the regional HEW
office and then by virtue of the dollar amount that
is appropriated by the congress, getting their
appropriate share. There have heen a
attempts to phase out the NDSL' program. There is

an attempt to do that right now in some progosed

legislation. The alternatives are interesting but they

_ are so broad that if anyone has any questions we

What.they have in common is that they are

insurfng or guaranteeing that repayment will he
made if the student-to whom the accommodation
¢ has been made doesn t pay. Loans are made today
" by about 20,000 institutions. These include hanks,
savings and loans, mutual savings banks, colleges,
> universities, postsecondary trade, technical, home
- study and vocational schools. In addition, 6,000 or
8,000 education institutions are eligible for their
- students to obtain Ioans Now whéther all of these
« are still in the program today or not | can’t tell you
but over the years tifese are the numbers that have’
r become eligible by vnrtue of the law.

»
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will'get to them a little later.

‘But the guaranteed student lodn program is the
program By which the.dollars are put in the hands
of the student, Kot in the hands.df the school.
NDSL i$ probably a $2-1/2 to $3 biltion totality
program. The guaranteed student loan program is
perhaps a "$10 billidn program. | won’t bother with
the variety of othet programs, the grants and the
like, hecause. that is outside of my field of
knowledge But I understand that you had a review
or will have @ review or have heen Iookmg into
those at other times. :s

Now since this program was created in. 1965 the
national economy has' gone through a number of
upheavals and changes. What had be‘e‘noa relatively
stable bond and..debt market, in the early 19§0’s,
where interes} rates were stable, where there was a
predictahilityf as to interest rates, where things

seemed to fall into ‘patterns and were -reasonably -
-explainable, that has all gone by the boards.

Political economics being what it is and the
international economics and 'finance

eing .what
they are, we are seeing changes in interedt rates in 1

, week that used by surprising f they.octurred in a

year if not a.décade. Just last week we saw interest
rates change by almost half a percent in a number
of areas in 2 days. “Those are very dynamic shifts.
They have an impact’ on the bankmg institutions.
Any of you who have ever borrowed, and | am sure
that incjudes most of us, know that what-is a 5

percent rate to horrow one day could be 7 pergent
) -

Somethirg in the vicinity. of 39 bhillion of these

lot ‘of.
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a week or two later. .This makes planning very

 difficult. Tﬁls makes financial aid a very risky kind
» .of thing to pred|ct L

. magnitude.
, . financial institutions

In 1966, 1969, 1970, 1972, and 1974 we had
what they call “crunches” of varying degrees of
These crynches are such that the
e put into a bind. The cost

of funds that they had tracked to their portfolios

" goes up and in turn they have to offer higher cost

funds to people who horrow from them. That is
only natural because they want to make some

',nwney on what they are Hoing, not lose.some.

In addition: Federal Reserve policy, for what:
eversiyeasons it rhight be, frequently draws funds
out of the banking system so- that there is less.
money available. People just a few weeks ago were
taking money out of’ the hanks to invest in high
yield Government bonds. That reduces thé amount.

". « of money that the banking system has.

“

.

»

-
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So. for a vgriety of reasons, hoth political,
financial and gconomic, monetary and fiscal pol-
icy, .disintermediation as we have gotten to kpow
it, the banks have just not,had a constant source of

funds to meet all of the demands that are made on ..

them. As a result, who suffers? The, first person
, that suffers is you or | if we want to go to the bank
"and get a consumer loan at a time when funds are
scarce. The second group.of people who hurt are

_ awvhat we “call marginal borrowers in just:about.

évery category: your smaller corporation, your
smaller municipality who likes to borrow from
banks. Basically, it is your have-nots who suffer
first when somethings like this happens.

The have-nots who seems to have suffered the
most when disintermediation and other forms of

distress’ hit the banking system.are your student ,

borrowers. This is not the most popular_income
producing portfolio vehiclé for many financial
institutions. They have other uses of the funds that
are ghore productive and earn more money for
them. In defense of the banking system, they have
made an amazing contribution by putting up $10-.
billion in support of studeht loans. | think that
most of our bankers. around ‘the country_are good

neighbors. | believe that they have do-good parts, ,

as | characterize them, in which they make
mmortty' enterprlse business 10ans, small business.
admlnlstratlon Ioans“They make student financial
aid loans. They make " loans to neighborhood
redevelopment projects and the like. They know
that they.are going to be éamined by their pu blic
constituencies.
business has gotten done where there have been

- \
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| think by and large, a lot of -
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alternative investments for these institutions that
would have been much more profitable for them.

| have met a number of institutions that like this
kind of bisiness and encourage it hecause it means
that ultimately they will have a local student
growing into a homeowner and a husinessman in
their community. They can establish a bgnklng
relationship. They feel that this is a good way to
start doing bhusiness with an individual. Other
institutions just feel that there i3 a compulsion on
the part of heing a good neighbor and a compul-
sion_.oh the§part of the review from bartking
exarniners, the Congress and people such as your-
self, who look to them to provide these social
amenities and services in financing' If they don’t

they are going to be subject to very strong '

criticism:

So as | say, in fairness to the banks, for whatever
reasons have motivated them, they have gon‘e out
and they have put out $10 billion in these

programs. That is an awful lot of money, particu- *

larly considering the low yield, the amount &f red
tape that is implicit in this program, the ‘frequent
difficulties they have in a variety of ways with the

= administration of the program, and the fact that-

they have been inhibited in expanding their pro-
grams because, of this tightness of money and these

financial crunches that they have been forced to .

suffer. 2
Back in the late 19605 and early 1970s after
. the first couple of crunches had hit, somebody got
. up, and said, look, you put a kid into school you
give him a Ioan you have got to see him through
The banking system suddenly says we can’t make

Joans any more hecause we are in one of these -

crunches. How can we assure that there is going to
be & constant source of funds in support of those
students the ones-we put in school, the anes we
havé given the encouragement to get an education,
and the ones who are coming up that ‘we wpuld
like tos an education. Give us some klnd of a
vehicle] give us some k|nd of an institution that
will make certain that there will be a constant flow
of funds, evening out the flows of funds so that
dollats will always be there.

'[_hat was the basis for the Congress reviewing

the aIternattves by which Satlie Mae was created. It -

was decided that they needeqwan entity that didn’t
depend dn tax revenues or direct Govérnment
borrowrng 1 think the drift of Government is to
¥ get away from setting up Iarge Governﬂent corpo-
rations that use tax revenues in support of social
programs. You can look at. FHA, you can look at

- M -
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. this program, you coutd look at a variety of others
. where the Government feels it. would prefer to
msu re the repaymént of the obligation rather than

put up all of the money for the obligation itself, It

"is much easier t0 pay a 1 percent a year insurance
. or to take a risk for 1 percent or to.pay a couple
.percent instirance or interest subsidy to alender if
you can get a lender to put up the 100 cents ‘on the
dollar.

.| think the former Secretary of the Treasury,
Joe Barr, used to call that "'more bang for the
buek”. If you get the consortium of.lenders here.in
Washington to lend the dollar and the Governmént
puts up 2 or 3 cents of interest subsidy and agrees
to meet the defaults and deficiencies, they are

. getting a lot more to make those loans than if they

had to make the loans themselves. | think if the
Government'was required to meet all of the social
obligations that they, are.requested to fund, there
would be insufficient tax revenues. So they are
forced into prioritizing and discriminating between
programs.

It appears that about 10 years ago the Govern-
ment got into the business of trylng to put the
burden of putting.up the dollars on the private
sector, either insured or guaranteed by the Govern-
ment,. getting more dollars working with the
guarantee of the Government hut not having to put
up the tax.revenues each year.

Sallie Mae is the third corporation that is

“ privately owned that is funded from outside of .the

Government but yet is Government chartered and
has some positive attributes by virtue of that
charter.

The first corporation $o chartered was COM

.- SAT, the Communications’ Satellite Corporation.

This is today a $500 million corporation. It has
heen trylng to. articulate and exercise a poficy in
*communications satellites that has heen keepnng
the giant communncatnons companies from com-
peting with each other in a way that. might have

dominated the business; take IT&T, AT&T, West-.

.ern Electric, -Western Union alike. It h#s done a
good.job trying to provide a service at, low cost in
_the area. of international_commynications exper-
tise, working with the Gove
big-satellites up n the air.

The second corporation is Fannie Mae. Fannie

Mae just reached $30 billion in size, providing
housing credits by virtue of buying loans made by.
- institutions .all over the country. | think the FHA
{program’s success owes itself to Fannie Mae own-
mg roughly half of the loans that are currently in
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existance. This FHA program has so broa‘d'ened the

+ dollars available for housing in this country as to

make housing available to millions of people who
otherwise couldn’t have gotten it.-

So the concept was to set up Sallie Mae, a
private corporation, attracting its funds from the
private sector—we sold our stock to banks, coIleges
and savings institutions—raising its money through
the sale of its debt—this is where the Government
comes in. The Government guarantees our debt, at
jeast in ‘the first few years of our operation—and
telling us to take this mQney, and go out and make
it available to bamks, schools, savings institutions, in
the ¢heapest way we can, consistent with making a
mgdest profit in our own name. To go ahead and
make .these funds available in a variety of ways to
those institutions who make student loans.

Now, the way we can do this is in two or three

"different ways. First, we can lend money ditectly

to banks, schools and savings institutions and
others who are ‘lenders. Because our source of
funds, by. virtue ‘of the Government guarantee, is
the lowest cost of funds in the country, we have
been able to offer loans to banks—Bank of America
for one and the First National ‘Bank of Salinas,

.‘Kansas, for another, just to give you an idea of the

spectrum of institutions we deal with, and perhaps

"a couple of hundred in between who have availed

L 2

ent in putting these

themselves of our services. We lend money and the
collateral for that ‘loan. is" the student loans that
those institutions have. The requirement is that
money they borrow from us Tust be relnvested
within a reasonable perlod of *time in additional
student loans.

We have been able to’ put our approximately
$250 million 'worth of those loans to corporations
and banks and schools all over the United States in
our first~18 months of operatlon | should have
mentjoned that we have only been’if business fpr a
little less than 2 years. t

T
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We have been gomg all over the country, -

meet|ng with lenders and letting them know that
we have the dollars,
inhibited our growth has been the reluctance of
certain, institutions to want to work with a.
Government entity and also the,last 6 or. 7 months,

The :only thing that has 3

the fact that there has been a lot of money in the:

_banking system so there have bheen few takers

among the, bankers far the funds that we have ’

avallable But we expegt that if money gets

expensnve again these peoplé will know that we

exist and they will come to horrow from us.
As | say, we have $250 mllhon of. loa
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The reasonable perlod depends on the term of the .

loan mvolved from us and our expectation of their
loan by what we think is an appropriate perlod for
them to get this'money back in.

The second way in which we can deal with
lenders is to buy the loans-that they have made.
Now this program is a vem one for us. We
have been in it for only about 9 months now. We
have approximately $70. million worth of loans
that we bave purchased. Most of them have been
purchased in the last 6.months.,We are prospec-

tively ‘the largest owner of student logns in the
country. We have to make certain that they are

properly originated; that due diligence has been -

ohserved in the maintenance of the loan; ‘that
appropriate servicing requirements and standards
have been established; that the student’s fights are
being understdod and protected; that communica-

_ tion is made between the student and the lender

and the’ educational institution so that they under-

stand the contractual obligations. That is not just -

the student, it is all three. Frequently we have
found that there are some dlfflcultles with any one

5 of those three; the lender, the.educatronal institu-

"tion, or the borrower. )

We are trying to put together standards, ‘servm
icing procedures, origination procedures, so that -

we can have a positive impact on the way this
program is administered. |If anybody wants to do
“business with us in the pygchase program where we
go out and buy loans, we want to be certain that in

terms of the responsibitities that each ope of those

people; the educational institution, the financer,
and the student, that his rights, responsibilities and
need to know have heen satisfied. We have worked
with the departments of the various state agencies.
We have worked with USAF. We have worked with
HEW. We have worked with_the big lenders—to
articulate a set of standards that some of the

methods by which businress is done today could be

tightened up to the improvement of the program
and for the advantage of all partles concerned.

For example, a student who is a freshman who
makes a. loan may not hear from the lender for 5
years, 1and then suddenly when that student can’t
be found it-is a default. We live in a very mobile

saciety. That student may not be at fault there. It

could he that there js insufficient income on this
note for the lending institution to go and try and
find the student. Yet here we have a default.

We think that there should be timely communi-

cation between all of the parties involved. We think
that there should he prudent businesélike standards
on how loans are serviced. We %ﬁk there can be

. economies of scale in servicingWe have a small
“number of services and*we helr.pput together those
standards and put “the volume in those institutions
SO that we can take advantage of these economies
and pass that’savings on down to the educational
institution, to the student and to the person who
sells us the loan.

Now, we have been working very diligently for
the, last’ 2 “years to try to put together the
foundation here, the means by which we can
handle millions of pieces of paper, because basi-
cally that is- what we are dealing with, We\are

- dealmg with perhaps the wegst conceived corsumer
note that has ever heen created. We are asked to
. buy thousands of pieces of paper, to know where
those pieces of paper are, to kngw there those
students are, to know what the am#unt owing is.
We arte asked to bhuy these pieces of papér not
knowing what the rate of return is, not knowing
when they are going to be paying back the loan,
not knowing if it is going to be paid back, not
knowing who is responsiple for the different flows
of funds. We have notgs where the student is
responsible for a ptece of it, the lender is respon-
sible for a piece of it, the guarantee agency is
responsible for a piece of it, the Federal Govern-
ment can be responsible for interests subsides. All
of these,thlngs mean that we haven’t any idea of
re the money is coming from, when it is
comlng and how much is coming to us. Yet we are
asked ‘to -out apd buy hundreds of millions of
dollars of these pieces of paper which you the

bankers have been suffering with for many, many ‘

years. Our only business is student loans. We have
to be very, very careful how we do this.

We have managed to make a very modest profit
in our first couple of -years of business. We are up
to over $320 million in total footings right;

We think the most |mportant role we have, outS|de
of providing the funds, is providing some standard
by which the loan programs can by administered.
If we, outside of the political processes, independ-
ent, privately funded institution, outside of the
competition between the Federal government and

the states, outside of the comp'eti‘tion between the.
legislative and executive branches, can articulate

standards” of excellence and can try 10 put the
businesslike procedures on this program, we think
that the program will hot only be improved by this
but people willing to put their dollars-up, including
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ourselves, will feel much moré comfortable about
it and will continue ‘1o support the program,

We think that we can probably put about $250 .
million in the program in the coming year. That is
roughly ou¥ goaI If the demand is there for more
volume we can do that. We have an open ended .
charter from the Cong:ess in terms of dollars. So if
all $10 hillion of those loans were thrown to.us we
could buy them- -

I am very fearful of buying loans where there is
not adequate review of how the Ioan was Created,
if there is a-student behmd the loan—fraud” isa blg
prohlem Here. We“want to be certain that” those
various defenses that a student of alending
institution can raise agginst repayment have been
explored by ourselves. We want to make certain
that there’is a student at the other end of the note,
that he got the education that he is supposed to be

: paying for, that he was apprlsed of his rights. These

are things ‘where a student can defend- against
repayment of the loan and suddenly, what appears -
o) be a guaranteed or insured loan with a ederal
Government guarantee turns out not to bhe so.

We waht to work with_the Congress, HEW and

" the states as we’ expand into_those various pro-

grams that are somewhat dlfferent than the Federal
prograrnt, Not évery program is the same. Some
programs are guaranteed 100 percent by the
Federal government, some re-insured for 80 per-
cent.,.Some are guaranteed for interest payments,
some are not.-Some are coinsured by the states.
%ome there is no retinsurance at all. | beleive in the
State of Ohio some: portiop of the Ioan is not
guaranteed by anybody« -

There have been changes in the interest rate on
these loans 3 or 4 times in the last 7 or 8 years.

There have been,changes in standards’of minimun’

income that a student’s family can have in order to

how many changes. What: that has done is created
200 or 300 different types of loans outstanding.
Each time they make a change in the law they are

" We think we Wlll\have improved the whole progr

- -

-
- . .
. e .

backing but are a solely private corporation, ‘we
think we can have a soynd balance sheet. We think
we will have properly a¥ministered our programs.

by virtue of our willingness to put up capital.

In recapitulation, -there was a need for sonmve-
body to put up dollars on an even_ flow basis so~

that students would have access to /%ollars in N

support of their ‘education through e whole
&ucatWes We are that vehicle. The
banking systeM¥the educational institutions, have
been supportive but' they don’ t always have the
dollars and as_a result they turn-to us. We have

been puttmg the system and the controls and the
operational program functions that are necessary

- 10 run a prudent business.

a

| think we understand both the social and the.
fingncial implications of what we are doing. It has -

" been gratifying to us that such diverse institutions.

qualify for a loan. There have been Lord knows °

changing all of the characteristics of the note. 'Yet "

we are asked to go out and buy this stuff.
We think we can. We think we have got a small

as the Carpegie Commission, the Brooking Institu-
tion, and the Amerlcan Bankers Association have*
commended our efforts to this point.ilt is inter-
esting to note that a number of the. legislative
proposals that ‘are hefore the Congress right now
would expand our authorities.and responsghilities
into the NDSL program as well. | don’
whether” we are ever.going to get that or\not. | ..
don’t know whether | want that. Itis one th\ggto °.
be given the opportunity to provrde sérvice bul we
are here to preserve our capital pos|t|on As a .
credit.generating institution we would Have to treat
our constituencies different than;a capltal contri-
buting Federal government. " ’

But it is. comforting tha?r;people think we- are
moving in the right direction. It is a very complex =
business. Nobody ever said it was simple but itis- 1
far more complex than‘| ever enV|5|oned it would
be. | commiserate with all of yrou that-are in the

student lodn business. It is very, V ; tough but
very necessgry, not only for theg dent but, far .
survivll of some of our |nst|tut|ons | would be

e

delighted*to answer any qyestions you may have.

"MR..STEERS: To start off, since you are bent in L,,q

éroup of people with financial and ¢ducational .

backgrounds. | don’t believe in "large bureaucracies.

- We have 55 people on our staff right now .after 2

‘years of operation. It is a group of people who are,,

socnally aware and financially adépt. We think we -

can make this corporation go, so that when the
umbilical is cut with the Federal government in
about 5 years and we no longer have the Federal

28’

.

the direction of being prudent and since apparently
the student loan program capsidered-at large has
been accused of not being sut’fucuently prudent, the
loans that you take over by purchase or otherwise,
presumably will*be kind of the cream, that is, in
terms. of repayablllty | am- just wondering what
your commeht would be if you ahsorbed all .
good loans, what do you envision will happ%— wuth
regard to aII of the bad Ioans7 " . i
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MR. FOX: When you say good, are you referring

. to those—

MR. STEERS: That are going to be paid back.
MR. FOX: That won't &o into default.
MR. STEERS: That is correct. .
- MR. FOX: We have no difficulty 4n buying loans
that are going to ‘90 mto default after we have done
some analysis of why. I will give you an example. |
-know some loans tha were created by hanking
. institutions to lower mcome and minority students
in what could basically be called an uplift kind of a
progfam. These were vocatuonal schools. They were
under the aegis of state agencues like'the state-run 2 ,
year trade, technical and vocatibnal schools. The
likelihood that' yQu are going to get 100 percent
repayment is somewhat remote hut offermg the
opportunity to those students is very essential.

Now we would {ook one way and approve of
loans where there is a hngh potential for default
that were created under that kind of a set of
conditions. But we look another way, if we found
an mstltﬂtaon that had a hook out and: pulled a
bunéh of people’ off the street and soakéd them
»and the -high default is because they didn't get an
education. | shink the Federal Trade Commission
at some of the hearings recently has distinguished
between these two different types of programs. .

We look at the insurability, of the piece of paper.
If we think that the Federal government in_looking
at the paper will fee! that it is an insurable loan,.
that if the Qefault if put to the Government they
are going to pay it—we feel that is the criteria far .
deciding whether it is a viable loan for ug to buy. |
think they look at it quite that way too; as | just
mentioned.

We have seen some shoddy practuces and we
won't buy those leans. We have seen some institu-
tions with potentially high default rates where we
will buy the loans.*"We'try to Uistinguish_between’

those loans that are going to be”kicked back by

HEW and those that won t/We canN’'t, as you-
obviously knéw, go out and rlsk our very modest
- capitdl. We have heen in business onIy 2 years and °

yet we are probably leveraged at about 13 or 14 to'"

1. We have $25 million of capital and $320 million *

in, borrowings. It takes a very modest loss of
incremental dollars there to wipe out our capital.
That is where the prudence comes in. tt is survival,
-both politically and fmancually *that makes ‘us
somewhat prudent. \

We think we can do. as good a job in making
those kinds of distinction as anybody. The loans

we have bought have been pretty reasonably
JO

skewered from the portfolios of the institutions we
have been IGoking at. We‘haven’t and we won(t buy+
any of those loans except where we have seen a
bapk portfolio.” We are Iookmg for stratified
portfolios. We buy that kind of portfollo We don’t
-~ want to buy just one segment. We are looking to
buy an even stratification of their whole portfollo

MR. STEERS: One final other question. | noticed
that you raise your money, | think you said, from
lenders—the $25 millaion, your capital—was it from
eddcational insfitutions. Has any part of the equity
capital been supplied by the Goverament?

MR. FOX: No. We are ermltted to borrow up to
$5 million doltars from the Fed overnment for
seed money. How 1'did it | dbn't'know bt | got

. $500,000 from a consorti of bhanks in the

dlStrlCt to start our corporatlon with. You might
be:amused by the fact that our first statement 3 )

months of operations and $200 million of debt. |
don’t know how we pulled. that eff but today, with -

" $25 million in capital and $320 million in debt we

fell so secure compared to that first time,

MR. MIRANDON: You never touc,hed the seed

meney? t
MR. FOX: | will teII you the truth my Board—let
me tell you something about this botrd by the

waay Fhe Board is bapartlsan young and old, black

and white, male and female. It is a great board
sThere-are seven “financial people, seven educational
and seven public-interest, They come to work. We

. havé got the presepce of some of the biggest banks

in “the country who have been involved -in student

sfinancial aid for vyears. ,We have  got student
financial aid officers from universities, deans. You
have got a realty good group of people;{here This
board has really been puttlng in the hours over the

year or so. Y .

Joe Barr, again to use the former Secretarys e
name said if | could avoid using Government seed
money | would Avoid an awful lot of red tape fater

.“on, Of course | begged this from institutiong that
dont want to do busmess with me now.gHe was
right. We have doné it stgictly with prnvat funds.

%B,ut the law says that,we have to sell our stock to
those peopIe who are Ienders under the guaranteed
student loan program. We héve about 700 stock-

. holders, two thirds banking institutions and one
thitd edugation. Our Board includes people from
higher ‘education, trade and technical, vocational.
Some of you in financial aid -may know Allen
Purdy who is one of the very active people in this
, area. In financing we have the president of the

First National Gity Bapk of New &ork which s .
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probably the most dynamic banking institution 1n .

the country. We have the dedan of the business
school of the University of Texas. ot
As you go around the country.sthesc.arepeople
v’vHo J1dve been activists 1n student financial aid in
.ong way or lanott:er over the years. | wrote a paper
a few years ago and found in my rescarch that
most of my orumal Board sl Lo
various institutions in support of tlwc creation ot o
secondary markgt. That answered wher: many of
‘them hard come from in the oriyinal upydintment
_ process.

QOur Boar.. .15 now clected, two thnrds‘cl'ected.
Spven are elected by bankiy sharcholders and
seven by educational shiareholuers. We had our [,l/'rst
clection in Apnil of this yeqr,Seven were aprointed
by President Ford Onginally the full Board.was
oy aolnt\(. by President Nixon i December 1972,
i bu,dn e summer f 1973 as an sntity
QR ‘COGDELL. How do you reconcihy philusoph
ncally yoRr altrinstic statements J.out your con
cern for social muatters and renmmlng solvent?
MR. FOX. | think, that only be remaiming solvent
—~Tam we have dany 1mpact i the @ny run on the
program  Let us say we have 21 various Board
members and they all agree that only be expansion
of se’rvncqs to the educationak and financial com
munities ©) .
Politically we have yot to show that dercarry
“cour own weyht. Otherwise, we can’t make it.
Financually/ we ‘look to,outside capital to support
ourselves On[y with a halance sheet\'(hat Is strong
and prudent Management: can we continue to
at®act the funds we need for our budiness. We
think that unce we imposc the disciphines of the
miarketi:lace on our uwn business and IMpose some
disciphine on the admustrative and financidl func
tions of the loan proyrams, can we make 1t an
attractive vehicle for eoplesother than ourselves to
continye to but money into It
We think  we can expand and sustain  this
‘program by bninging some .credibility to 1t "The
grechblllty means oug own credibility which means
not losingour tail Lf we start losiny « lot of money
we lose our credibilfty and we can't raise furds in
the marketptace. We are -dependent, as a private
corporation, on being able to raise money at low
cost which we dan i turif put into financidl"and
educational institutions in support of this program,
| am not suggesting we go out and try to make
maximum.profits. 1 don’t bhelieve that is anybody'’s
intent in this corporation. We pay no dividends, for
example, or anything like that. What we are trying

) . .
M ' .
<.

3

EIKTC ) J o . R “ .

Aruitoxt provided by Eic:

en lobhyists for.

-~

\ ~ .

1
to do s to pay.our owh way, have a rcasonable s
return en‘equity to those people. who houyht'our
ock, and-1o be al)ackbone,.’: successful financial
backBlone to . the program. Only hy bringing thase
4|sc1| lines and a-modest proﬂtabﬂlty do I thmf\ we
4 can do that. oot
: We allhave tha same,somal and aItrmstuc foelmgs
t rd the program Wz all believe this. | have a
\*muuu kind of pegson working for me. These
vaung peopte, mostly with qrdduaté degrees,
who would sather be selling &his product than
setling something else. Theresare two returnS'for
«them. Yes, they sre looking for a profit”making
tdrporation but the product is+a sccial product. .
They- hke that. 1t (s a very umigue kind of person©
that you draw into o situation of this type. Ouy
salaries aren’t as Dig as industry butt we have to
competd for the bright people cominyg out of
rsraduate school with financial backgrounds. | think
the social motivation 1s in every one of them. Some *
of ‘them come out of- erucational nstitutions,
others. out of graduate school But they are
“ motivated toward the social implications of this
tung | thuink that 1s what has attracted them to

> ' = B
. our corporation. That 1s what attracted me. N

iS. MC AULEY: | like your description of the ~
X&@s beiny socially aware and fmancaally adept.
"Wiat kend of advice would yau give to those of us ¢
who are managing the NDSL m’ogranjv? _ .
MR. FOX: | don't know that much about that
drogram.
MS. MC AULEY: You know that §} has a high
default rate and that you don’t want ta buy that
paner. ¢
MR. FOX | have heard people say that the
defauit rate ranyes from less than the consumer
« |loans foreclosed at your major bhanks ‘to 100"
percent, Zependiny on the institution. | have heard
it said that some institutions don’t hike to collect
this money because they like to think of it as a
postponed grant. Others are very diligent. Others
. don’t have the capacity or the staffs to do the
collectjon. | have never done any personal studies.
that would tell me.what Aite tcuth is about this
program. | have heard numbers from'3 percent to
.30 percent In the guaranteed s student loan program
tas the patential default rate. | have yet to find
+ anyhody -who had sufficient data to prove either
extreme. | would be ill advised to make a quess at
what th¥ default 1s within NDSL. - -
What | see i$ a welling up of interest in somehow
or, other making NDSL and GSLP loan programs

"with one set of criteria with the same interest ate,
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the same subsidy and everything else and removnng
the two parallel bureaucracies that support these

the compuyter working we dearly would like to be

things. | see the Governgnent wishing to get out of ¢ able to offer as a service to the student.

funding the NDSL program. | guess with the
o Hara hill he went so far as to suggest that too. |

guess ] can ‘t really make any more comments than

- heart

r

that except to say that the whole student aid
budget as part of the higher education budget here
at HEW has been growing so rapidly at a time when
the total higher educatiort budget has been some-
what stable that the percentage of dollars going in
support ef_student aid has been eating up other
programs.
another pregram would like to get the Government
out of student financial aid one way or anqther. |
think that is the argument to wipe out the capital

.contribution and to change these programs around.
MR. MIRANDON: Ed, two munddnhe questions,’

one related fo the other, | believe. Have you ‘ever

had any. repercussions from the student when he

suddenly woke up to find his paper was in your
hands? Will you actept a consolidation of loans? In.

other words, most students have more than one
loan. v
MR. FOX: We have only been owning toans for

about 6 months. Most of the loans we have bought
if not all- have been in school or grace period
because it is much easier and less costly to transfer
to out servicers. We have not attempted to buy
loang, where the student is paying’it back but that
is something we have to start changing around. We
will eventually but for the moment we are just,
walking before we start running. | don’t believe the
students are really aware ‘or have made any
comment about it. They are not going to come

directly to use. They are going to be going to banks .

and service institutions around the country.

1 have always thought that the computer
here at HEW could spit“out for me a listing. If |
were to fhrow in the social security numbers of all
of the students whose .loans we owned, that ‘they
could theow back at me é&ll the other loans that -
student has. They ‘do list them by social securlty
number. If they couTd throw back .to me that that
student whose note we own has notes here, here
and here, | could go out and buy. that paper:|
could buy it at a very attractivecprice. | have
already been committed to the se'rvicing of that
paper with the segmentﬂthat .own. | could ,
consolidate and | could cure one of the biggest
problems we, face.today. That is the mu'ltlple

repayments these students have, under not on|y .

Everybody, with a vested interest in .

% other, point was one that is very close to my ’

~ this Iggt year. ¢

these prog/zms That is somethnng that if they get

MR. STENEHJEM: 'We have been buying loans for
3 years. | think | worked with Mr2Simmons dn this
_program. We do not buy those that are in
repayment because of the administrative difficulty.
But wq do consolidate loans from various banks-
within the state. To date we have had no repercus-

. sions from the students. We notify them that we

have bought the loans, not because the bank that"
sold it to us didn't, like them or are, “afraid of them
'‘but to make more money avallable to other
students. We have had no problem with that at all.

Now, | .often wondered about one of your

- programs. On your warehousing you insist that

they put the money back into the program. Ofi"'the
buying you don't. Shouldn 1 that be the other w.
arbund? - —

MR. FOX: Logically you wouId say so but that is

* what the law is. .

MR. STENEHJEM: | see what you mean because |
have often wondered why when you bdy they
don’t have to put it back in but— . :
MR. FOX: That is right. When somebody borrows
money from me he has to reinvest in addntlopa|
loans and he pays back the loan. If he pays back
thé loan to me he now has two student loans and
. he really hasn’ t gotten the kind of help he was
looking for. Whereas when somedne sells a loan to
me he has no loans and be has no responsibility by
law to make another one. 6. .

MR. STENEHJEM: You contract servrcnng in all
cases?

MR. FQX: Yes snr

MR, STENEHJEM: Have you reached a point 6n
your buylngwhere you have students in repayment .
or default?’ <. .
/ MR. FOX: Yes.'
MR. STENEHJEM: You have only been buy|ng
MR. FOX: That is right.
MR. STENEHJEM: You.have not had to walt for
HEW to pay the default then like some of the rest
of us for a year or more,
MR. FOX: | was at the American Bankers Associa-
tion conference last year. The California bankers
brought to my attention_the fact that HEW was a
year behind in.curing some defaults out there. |
.came here to HEW and | got assurances that they
were contracting to the outside to get outside fabor

- and that by June of 1974 the State of California

would be caught up. So | said that | had good news
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,jor those bankers out there in Calrfornla and | told
“them that. It.is fow a yean later and they stille
“haven't been paid. .. >
,MR. STENEHJEM: The ideal was to .go to the
“ regions and then the regions would service the
claims instead of having them in boxes here in
Washington. Now they are in boxes in the fegions.
MR. FOX: | don't want to get into the position of
castlgatlng and criticising my host here today. We,
.one day, will be the largest Iender in the program. |
think we all recognize that “this growth of the
program and the limited numbér of personnel and
budget that the .agency has had and some other

.

operatlonal problems that have .been created over -

the years have made it a’ bit difficult to keep
people interested in the program.

‘I think the fire is behind us and the smoke is in N

front of us. | think that the disclosures and the
brow beating and breast beating at HEW is still in
front of us. We have hearings and potential
legislation. | understand they have hired 150
people for the regions. Is that the right number
gi?
MR. SIMMONS: It is 2201 think.
MR. FOX: They have hired the people for the
regions. Now they have got to train them and put
- them in the regfons. That took a couple of year’s
doing to get that appropriation. | know Charlie
Cooke and Ken Kohl and”'} would like to believe
*and | do believe that they understand the prob-
Iems They ane workmg with a gigantic bureauc-
racy. | am told that there i il room in the
basement of one of these buildings that frequently

» takes 11 days for interoffice mail. | read in a
magazine a few weeks ago that some bankers have
taken to sending letters to the homes of some of
the "byreaucrats here as the only way of getting
mail on the proper desk. This kind &f thing is
appdlling but it is true; You are dealing with
150,000 people here. That is as big assl.ittle Rogk,
Arkansas. .
DR. O’HARA: | thought your response to B|II a
moment ago created some problems for me ifi an
area that | can’t visualize. When you are talking
about buying paper | would assume that iyou “are
talking about. bu,ying on an organizational level
rather than from individuals and when'V'ou talk
about consolidating loans that throws me off:. |
can’t visualize that through. . ‘ o

< MR. FOX: Let me walk through a transaetion. The
only people who are allowed to make loans under
‘this program are those that are empowered - by
HEW. They are institutions.- They are p_rlmary

_ DR. O'HARA:

lending |nst|tut|ons and -institutions of higher
education,,Once that institution gets an authority
to grant a’loan and make a loan, the student has to

0 through a process—and | guess Ken Kohl must
gave talked about this this mornmg-l-to create that
-loan. ¢

We are only empowered to deal with those
institutions and onIy-have power to deal with those
loans that qualifyinder either state, Federai or
USAF guarantee. So there is a very limited kind of

“paper that we can deal with..They have to be
guaranteed loans that have been created by those
institutions that are empowered t0 create that
loan.

The student, in the course of hls educatlon may
borrow from the school, may borrow frbm the
local bank. He may go 4o school out of town and

. become a resident of another state and borrow
“fromi’ that bank. In the course of his equcation and
perhaps for graduate school he goes someplace else,
he may actﬁally become ‘a borrower at two, three
or even four or five institutions, maybe a couple of
schools_and a couple of banks _his hdme bank and
others.

When the time comes to start paylng back the
loans he has to make a minimum repayment of $30
a month. The suggestion is that if we could find
out who all of those lenders are that that student
has done business with, we could buy all of those
notes and consolidate them inte one ldmp-sum.
debt. If need be,if his'requirements were such, he '

oafy have to pay back the 'single $30 a

h minimum rgpayment in order to satrsfy his

obllgatlon In so doing,there are certain mduvnduals

who will find that their capacity to pay is

enhanced by such a consolidation, It is frequeritly

beyond the capacity of & student just out of school
to make those multiple repayments.

That is where we think that we-may be able to
' perform a service. It would be enhanced by having
" access to this computer data which would tell us
where these individual loans are and we could
identify those students ourselves and try to per-
_form this consolidation before the student gradu-
“ates. " < '

. DR. O'HARA: So in that sense the purchase would
be bn an individual basis in those instances.”

‘MR. FOX: An individual note basis

In buying the paper. from the

institutions. In other words you are glvmg indi- .

vidual treatment— . )

MR. FOX: We. are offenng to buy other Ioans too.

.Generally, we arf going into those lnstltutrons and
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saying we Would itke to buy your loans but by the

_way, you could be helping the student out as well |

as helping yourself out if that loan were sold to us
too. It would.be probably inopportunistic for us to
go out and buy one Ipan, but if we identified that

DR. COGDELL: What | am falking about is'rthe
" cost of borrowing money’ for 3 or.more years My
_question 1s, the pruncupal of the loan still has to be

the Bank of Arterica has 200 or 300 of these netes . -

then financially it makes somesense to do that.

DR. COGDELL: I5 it correct to assume that if you
buy two @ three ‘loans for a student and reduce
the payments from $150 to $30 and probably ih so
doing extending the period of payment, would that
increase appreciably the amount of interest that
the student would have to pay on the aggregate

.loan? ° 3

.MR. FOX: Absolutely. But ‘the reason for doing
this is not to go to the student and say you must
make a minimum payment. The student comes to
terms with the owner of the loan as to how he
wishes to pay it back. What this would do.is give
the student the opportunity to work out a repay-
ment schedule that gives him at least the opportu-
n|ty to pay back less per month if that is his need.”
| would never ever encourage a student to take
more debt than Re needed, in the first place. |
would never encourage a student to hald that debt
longer than he had to. But every option the
student has to deal with his own cash peyment
enhances the opportunity for that student to
manage his financial affairs to his own self-interest.
DR, COGDELL: Yes, but | think the fundamental ,
questton in my mind would be is that a help or a
hinderance to the student in the sense that the

" period*of loan repayment would be_ elongated and
also the amount of interest associated- with the

3

combining ‘of those loans and reducing the pay-
ments. | wdnder if it is beneficial to the student to
engage 'in such an gperatlon '

MR. 'STENEHJEM: Mr. Fox you are held to the
same regulations 1n repayment that we are. %
MR. FOX: That is correct.

-MR. STENEHJEM: In that case, theré Jsa 10year
limit, 15 years from the start of the laar: Also, in”
cases of multiple loans, all loans must be taken into
consideration when repayment schedule is set up.
In other words, not all banks will want to.do g3t
but if he had 5 loans 3t $1000 each, for easy
figuring, each oné of the banks would be entltled
tg one fifth of thit minimum payment. Now it

paidin addition to the intere®t. The interest, | am
assuming, would be increased if the pern&d of time
is extended.

MR. STENEHJEM: That is the student’s preroga-
tive. He can pay up that sooner no matter what
kind of a minimum payment you have set him on.
He can pay that up any time without penalty.

DR. COGDELL: | understand that. What | am
trying to find out is would it be to the student’s

_ best interests in tertns of the long run— .-

MR. MIRANDON: In ne case would he be asked to
pay so hittle that he would not be able to cope with
the interest if that is what you mean,

MR. FOX: If the 'student decides that h% wants’to .
pay it out,un a longer p\trnod, yes it i§ true he will
pay more interest. But it is also true that he, might
_not be able to pay the demand that is made on Kim
“by the bank and he becomes a dﬂult‘er He is then
chased by the guarantor for repayment. 30 he has
the option, Let me rake ome point here that |
. think takes us off the hook as being the mean guy
here The longer the loan is on our books the less

‘e make because we have to pay a common cost of

en the loan is a Iarge dollar amount on

- 6tE>pooReNd | am paying $20 a year for servicing

| make money. But the last 2 or 3 years when the
loan gets down to $300, $200 or $100 and.| am

paying $20 a year for servicing | am losing maney.

So in actuality, the longer the repayment progess,
the less we make on the loan. If the student opts tQ.s,
stretch it out, | don’t make the windfall because
mY big cost is servicing cost which is constant. -
.On a $500 ioan, $20 a year servicing cost works
out to what, 4 percent a ‘year. That is a heavy taR
for me when | am onIy grossing about 7- percent on
the paper. On,the other hand-if | buy a $5000
loan and | am paying $§0 a year for servicing that
is less than 1/2 of. 1§ercent of the cost chargeable
to me off the top. So | would prefer ‘to see it get
pgld up very rapidly because my servicing costs are
reduced. It'is not_in my best mterest to do- this.

DR. COGDELL: I' am not trylng to belabor thé

apoint. | am just snrhply trymg to see if there is any

might not be $30. On $5000 it would be more Jlke .

60. But $60 is much easier for a student than
150 28, month Thel just can’t possibly do it.

- T’here automatic defaults when they get into

that, blg‘a r@ayment s

= . . “

-
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» difference if the option is opén to the stutlent in
‘terms of jumpmg in .the water which is too deep
and they cant swim or in terms of jumping into .
the fire. If you can’t pay it immediately versus the
amount of interest on fhe total loan whenever he
does get to pay it in térms of the long run.

-
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MS. MC AULEY First of all, you have ta.really
back up ande think -about whether or not a loan
should be made in the_first place. That | think is
where a lot of mistakes are made. A loan in my

_book is the type‘of aid that you give'as a last resort

AN

.DR, COGDELL: Also,

)

loart

and not‘the flrst That is ‘Where the blggest defauits
occur because you give it to a student who really
you cannot expect to pay back the loan.

MR, STENEHJEM: You can get some awful
surprises by trying to prequdge who is going to pay
and who isn't.

MS. MC AULEY: That is true.*

a loan may make the
difference between a student going to college and
not going to college. The grants and other aids may
not stretch.

MS. MC AULEY: It is a last resort but it is not the
thing you do first. . -
MR. GORDON: It might make the difference

between retention sometimes too. *Maybe- the
college work study, for example, might be too
much of a strain. He may have to resort to a loan

" o stick in. >

MR. STEEBS: | am a fittle confused. You speak of
your loans as being guaranteed. Will you sometnmes
or ever be in the position wherg”you will, be
collecting directly from the studefit on a defaulted
or will. that always be the precedlng lender

" from whom you got the loan?

-

'

MR. FQX: We buy the loans. .
MR. STEERS Lock, stock and barrel. If it comes
"3 default on which you would have to sue if you
ever wanted to collect and be h%dnosed about-it,
do you have any rights back against, in.some cases
at least, these guarantors when you spoke of
guaranteed loans? N
MR. ROX: We have some rlghts When we buy the
noté from the financial or educational institution
we undertake on an ongoing basis the servicing of
that note. We ourselves don’t service it. We have
five banks around the country to date—l am sorry,
four banks plus the State of Pennsylvania. There is
Wachovia,  First of Minneapolis, Bank America,
AFSA a_,west coast subsidiary for a Chicago bank,
plus the State of Pennsylvania. Those are our
servicers at the moment.

These institutions perform the savicing-for us,

_go through the apphcatlons of our serwcmg man-

ual, collect the monies, remit them to us. !f the
student doesn’t default those are thie various stages
as outlined. by the HEW manual. After a certain
number of days if there has been no collection
they ser?dwa note just as any other lender would to

-

L)
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* deal.
- department,
institutions because we may be forced to have _

the guarantor, the state agency or ‘the Federal
government, for collection..The Government of the
state examines the documentation, makes certain
there |; no inappropriateness or defenses against it
and then pays out.

MR. STEERS: To you.

MR. FOX: To whoever the lenders were, We are no .

different than any other lender. A- commertial

_bank or school would be treated exactly the same

way. Then the ‘Federal government or the state
would try to locate the student and 'would try to
collect from that student.

As | understand, the biggest cause of default,,

particularly in higher education, is the mability of
the student and the inability to find the student
after many years because there is n6 provision that
requires constant monitoring of the location, ad-
dress or the educational process of the student. A
lot of defaults have come from the trade, technncal
vocational, home study schools. «

MR. STEERS | am not sure, whether you are
protected&n many cases or in all cases by the
guarantor.

MR. FOX: No. There are defenses, just as there are
defenses against other lenders. For example, if the
student has not received the education contracted
for and the financing was providéd by an educa-

tional institution there is a defense. Therefore, the -

insurance doesn’thold. - . =

There are a number of others, partlculfarly as we
have seen consumers within the last couple of years
in Washington—I should mention alsp that we had
worked with the Federal Trade Commission and
others in developing our own standards of how we
We have been forced to. set up a: credit

not of the students but of the

recourse against the institution for certain origina-
tion, aberations or fraud or any number of things.
We have recourse under the fraud provision, for
example, back to the originating |nst|tut40n

MR. STEERS: Are you at least protected in all of
the. cases where it is merely the student who is
really be|n fraudulent, where |t isn't a matter that’
he didn’t get the education or that kind of thinyg.
He simply maybe even can pay but won t. In those
cases aré you protected? ®

MR. FOX: The truth is that | really don't know
We are in an evolutionary period in the program
where they are trying to come up with regulations
ahd examining just what defenses are applicable in
this program. That of course puts an extra dimég-
sion to our exposure. It forces us to write contracts

‘




‘\(f-v?th lenders in g way that are tighter than we
or’uginally envisioned For example, with certain
schools we actually will gggput und take o sample
of the paper and find outkif there 18 a student at
the other end, make eertain that hefhad gotten the
education. Some Instltutuns will only take what
they call “‘end paper’” where thg student has
completed his educatson. They will not take paper
when he 1s beginning his schooling and 1s not

seasoned, oOr earned and where there can be a

defensc.” 1

- These are thinys we are,Jearniny ds We are f}ettmg
~ into the program. | think as we are 5etting into 1t
we are also bAnginy to, the surface issues that
weren’t even considercd before.

MR. STENEHJEM: How do you envision the
fandling of claims or defaults to you where it is a
state agency where they have 80 percent Federal

t,uaranteos?
MR. FOX: We would _make clalms to the state the
same-way fhat you would. .

MR. STENEHJEM: You would then go through
the states and tney woulg pay the 100 percent and

then— Lo
MR. FOX: Just assume that we are a lender just as
your mstntutlon IS v

MR. MIRANDON: How are you doing with New
York, by the way?

MR. FOX: With New York State, who 1s Joing

"uaranteed We are WOkan(} with thOSe states to try
and do that. .

One other thiny of interest,>a number of states
are becominy Federal program lenders. The largest
lender in'the country 1s the State of Texas. It is not
a state Juaranteed program hut they have become a
cirect lender under the Federal insurec. program.
They now have well over S200 million worth of
loans. So the state im-the sense becomes the source
of funds for this program. They get their money
from the sale of revenue bonds, general obligation
bonds, or funds that are appropriated by the state.
There 1s perhaps $300 or $400 millipn of that

* paper outstanding right now. Suddenly, with New

.

v

'_ through their own particular brand of hell rfight

about now, we have come to an accommodation,
Bill, whereby they have jotten a modest _appropria:
tion from the budget commissioner to allow them,
after they have moved to their quarters next year,
to start putting tuge ether*a system and hire the
human resources necessary to become servicer for
us. 1t 15 probably a year to 2 years away from
meeting the standards.
In the interim we are going to Obtam a third
" party servicer,and are now offering to purchase
notes in the Statg of New York using.a third party
"servicer. At such tmé as New York is ready, they
- as a servicer will be given right of first refusal on all
loans n the state. But this was worked out In the
- last couple of weeks. ]
« | should add that for those 25 or 26 states Wwhere
there are state agencies, there is some question in
‘seyeraTof~them as to whether the state guarantee Is
portable 1f we buy. There IS some question as to
whether- they will transfer their quarantee If the
. servicer 1s out of state. As a result, we are not yet
‘able to buy loans In many states that are state

Q
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York State having difficulty wnth the’ problems af
raising municipal cond money, we see a number of
states coming to us. Fifteen states met with us last
wegk to try to fiqure out some way in which we
could be the source of funds because the appropri-
ations process was becoming a Iittle sticky. The
municipal ond market is stickier,

DR. COGDELL: In 'the event that a state guar\an
tces a loan and the student moves out of that State,
what. jurisdiction does the state have" over the
student in another state? '

MR. FOX: | think 1t 1s a cQntractual obltqatlon \

MR. MIRANDON: | know- in"New York when |
was there, the venue actually was Albany unless
- the student hadl a yalid defense-for not nermuttrng
some Ssuit In Aluany which was the focus of the
“agency. | think that 1s what you mean, i1sn't 1t? In
other words, they have the right to sue in another
jurisdiction, usually through another--

MR. FOX: | think the question was If you have the
capacity to collect if he leaves the state. .

. MR. MIRANDON: Generatlly, you do. | don’t know
the mechanics of that.

MR. FOX: City Bank told me that a good two
thirds of their loans have been -to out of staters
who come in for an education and leave. | would
suspect that they would have stopped that a long
time ago f they couldn’t collect., They have
roughly a 10 percent>default rate and they have
been collecting in others.

DR. MARIN: Of the institutions that qualify to
part|<:|pate do you‘ solzc:t thewr business on a
blanket ster or do you have certain criteria (e} “deal

with them? v . -

MR. FOX: We have used both the rifle and the
shotgun if that 1s what you mean. Our literature
goes out to most eljgible lenders. We have symposia
around the céuntry where we invite educators,
financial aid afficers and the Jike to our meetings.

v
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Finding the key person in an institution has
turned out to be our most difficult task That 1s
both financial and educdtiondl Titles:are mislead
iny. Power structures being what they dre—| sec
some laughter here. | guess 1t Is an appreciation for
our problem. We jenerally have to send out three
things to a college something tc the business
officer, -something to .the student financial aid
officer, and something, to the chief executive
officer so that he at Ieast knows what is gomo on.
We redlly don't know where finaricial aid 1s
Jo come in. We try, to appnise all of these ;rou{ls 10
be in their area as to what we have to offer and
how we can do business. . 2

Also, since we are forced to deal only with
portfolios that already exist, the amount of time
we spend with non-lenders 1s very hmited. Wy

<spend our time with those people who do have the

portfolios "\We can identify data we et from HEW
that lists the lenders in” the proyram Our mailing
list 1s about 4,000 or 5,000 institutions_right about
now. I the course of the last 12 months we have
had about 8 or 10 symposia- round the country
where we have mnvite. most of those 4,000 ol
5000 lenders who have more than perhaps
$100,000 in loans to our meetings. Today we are
i, Phuladelpnia, for example We have planned for
about 8 or 10 more of these meatings next year.
" We also have a staff of 60 veople where only 6
are actually yoinyj out scliciting business. The bulk
of our busiress 1s the contfols and everything else.
We are constantly soliciting business to people and
making them aware of what we hdve to offer.

The curious thing s that—this-is what amazes

)
they didn’t want 1t At the same timu they wera
bidding for our money 1 the sume maturity arce ,
for ¢ CD where they would hgwe to pay 13-172
percent plus keep an 11 wercent reserve, which
meant the true cost of funds werc 15 percent. So
here they were willing to sell me a certlfncatt of

"deposut at 15 percent but they were unW|II|n\, to

jotny

do business with me in the student loan nrogram at
9 percent. There ®Was nothing that they couldn’t,
Comply witihv in terms of our legislation because
they were a yood nerjhbor and they had ¢ program
“that wds yoiny out und they had met the reinvest
ment and everything aelse. For the ife of me | can't,
understand why there are institutigns around the
‘country that behave that way.

| cun pourl;v?i educational institutions the same
thing where could but the costs. | spoke before
1100 presidents of independent private colleges in
St. Louis a year ago January. They kept wringing
their hands and saying that they hfd money
problems. | said, | have money, | have money.
They, said, go away from me, | have money
problems. | don't know what was more a problem,

© cominy together and just cOmmuserating with each

me. A major institution could have borrowed $15 .

million from us a couple of summers ajo when
interest rates were abysmally high. We were able to

Jend ‘money at 9 percent to that institution and

- ‘

O

other. But | stood up and said, | have S500 miltion
that | can provide your institutions | remember
one college presigdent’s wife turned to him and said,
deaer, 1sn't that rice, he has $S500 thousand that he
can offer. | sail, you have knocked off 3 zeroes.
There was a look like that. I got that college
presicdent alone in a corner and ‘6 weeks later he
borrowed threé quarters of a million dollars from
me. -7

But to get somebody ‘to listen, 1s really our
biggest problem. They don’t believe 1t. They say,
we will have'to fill out forms forever, there will be
a hassle with red tape. . i

-
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'« APPENDIXR - .

FEDERAL FINANCIAL AID TO STUDENTS
A NEW MODEL FOR STREAMLINING THE ADMINISTRATIUN

' - -
There is a growing consensus among those close
to financia, aid-to student programg that therelare
enormous problems associated with their admihis
tration. Theselproblems span the entire spectrum
of financial aid (including agreement, on a uniform
3 common needsassessm,ent phitos
ophy and approach coordination between the
federal, state and local levels, accountability, loan
afid colleetion strategies, rea!location of unenc@m

bered funds, information retrieval, eté.). The fol- well. Consider, for exampié, that” the OE is *,
lowing represents one of many possrble models "responsrblé for:

which, if adopted in‘essential outline, may serve to .

simplify and re‘duce current ambiguity — amblgwty 1. Congressmnal relations. .

which leads to negative perceptions of the federal 2.- Developing a comprehenSIbIe and deﬁnmve

“student-aid system by deliverers of the service and

- . . 5. Allocation and maintenante of |nst|tut|onal

1. Definition of roles for. o " authorizations and appropriations. "

a. Federal . " 6. Monitoring approprlanons to partlmpatmq
b. Region . ) T ~ institutions. ) .

c. State : o 7 Reallocation of unused funds.

d. Institution . . 8. Audits {contracted to.external non- govern -

2 Overall smanagement-coordination «nd com- mental agency.) * -
‘munication. , o 9.-Other rélated duties.

3. Consistent and un/iform policy guidelines for . '
each of the ‘above levels explicating interde- - Thé functions resulting from these reSponsrbrt
pendent and depéendent relationships. = - 5 , ities are simply too many and§oo, removed from °

4. Delegatiorn of responsibility with appropriate ,the final transactions, delivery of.services to the
authority. - consuriier, not to have dysfunctions.

5. Fiscal accountability and reportlng on &aeh Perhaps an analysis of the role that conceivably
above level. . - could be delineated on each level—federal, regional,

" 6. Delegation of purposes. ot state, and local—would suggest a need for some

consumers as well In response 10 the myriad of
problems, this-mode! attempts to anticipaté sevéral

tommon problems and assures:

~ Evaluative mechanism.

This paper is not irfended to, be|construed as
definitive. It is only presented a§ a basis for
discussion of an alternative to, what presently
exists. One assumption undergirdiflg this paper is
that, for the most part, the Offige of Edusation

< byDr. Roy-Thomas Cogdell ~ ~ *
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) Propo:sed Model for Financial Aid Adrninistrétion

».k/

. ‘- . .
deals directly with over twenty five hundred insti-
tugons of higher education, and that (except for
quas™ntermediary relations between these. two
entities) there exists no hierarchy through whieh
meaningful functions dre delegated. The lack of a
hierarchial structure between OE and these
twenty five hundred ifistitutions renders it neces-
sary for the central office of OE to handle more
functions than it can teasonably be expected to do

budget.
3. Presentations to congress:onal subcommittees.
4. Administration of all federally funded and
+ . operated student-aid programs.

char!ges to océur.

L]

P-4
The\tollowmg model takes into consideration
each level as a vehacle for change and, hopef_ully,
nmprovemen? .| .

LR
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Reorganization Model for Finahcial Aid Administration

N

Formal Explication of Purposes

-

/

Formal Explication of Purposes —»

-——

”
.

.

¢

Level . Role .
* 1. Congressional retations’ L
« |2 Budget devetopment and defense
. - 3. Development of policy and procedures,
Federal ——— —  ———p& 4, Authorization approbriations by regions
. ’ 5 Monitoring " )
- 6. .Regional reallocation of unused funds -
-~ -
= ..
- . Information rétrieval and reporting
g ) .
» a e
o
4] I
4 . = ]
h-]
2 .
g ~
kY . v - ’
3 ' 1. Implementation of OE Policy and Procedures
‘ i 2. Statg-atbocation : ¢
3. State allocation and rgatiocation of financial aid to students funds
Regional ———— = 4. State comphiance N
t 5 State monitoring
1 6. Audit .
Y f e 2 .
P W Informatson retrieval and reporting
Z - . .
3 L - - - . .
2 0
c
> 4 . S
g £ .
c. ! -
v R H . L ‘o
-] . . . 1 Implementation of Regionat P & P .
2 . ¢ 2. Institutionat @ " N
. ) . a. Ehgibility ) *
* b. Aflocation L 3
n ¢. Monstormg / ‘ K-
., d. Comphance -
. >
State — R ) F.
\ 3. Loan collecuon 4
‘ . 4. Reatlocation of unused funds
’ 5. Audit . . .
*
s z ) i Information retrieval and reporting
e ¥
Q - 1]
g
] . -
& e 3 4 i
. ' 1 implementation of State P"& P
\ | 25 Articutatian of Financial-Aid-Need Formula:, Institutional funding level
Insfitutionat . 3. Determination of student eligibility
{Public and ———— . Stydent counseling services
Private “ Disbursement N
? . R 6. iInternal audit o
> - . L
o= Information retrieval and reporting
- B :
® 3 -
g5 . ‘ '
v Q .
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Federal-

_ The Office of Education ought .to delimit its
contact to each -of the regional offices, except
when absolutely necessary and only then clarify a
policy or p&cedural issﬁ.re between administrative
levels..(OE ‘would need to establish and maintain
impeccable Congressional relations. At each step of

.
£

its budget development *OE ought to consult the .

. appropriate Congressrona_l,subcommlttee to ascer-
tain 'direction and consent o' that when a final
budget is submitted, the probability of its full
acceptance by Congress is enhanced.)

The Office of Education, in consultation with
reglonal “state and institutional representatives,
ought. to develop. policies and procedures for
formally delegatihg responsibility and accompany-
ing authority to the four distinct levels of adminis-
tration so that each level AGnambiguously under-
stands its role and is héld accountable for dis-
charging its re®ponsibjlities. A flow. chart ought
to.be developed which details, with appropriate
checks and balances, the role, responsiblities, pur-
poses, and ‘expectations of each level of operation

to each other. Ny
. The OE ought to maintain a ¢lo% vigilance over

the various regions, through timelyninformation
retrieval  systems, so ‘that unused funds in one
region can be expeditiously transferred to an
under-funded one. .

Regional ,

The reglonal offices ought to-be held responsible _

by OE for assuring state adherence to OE guide-

lines in, the disbursement of funds to the; “states

within a given region. The fegional officesshould
require each state to conduct a needs-assessment |n
order to determine its levet of need and fundlng

and allocate to each state a level of funding that is -

based upon its need ‘level in' relationship to the
aggregate” level of available funding within the
region. Another funding-level determinant could be
the state per capka index which varies -from one
state to another. ~ -

Another function’of-the reglonal offlces would
be that of monitoring state coordination of its
“functions in relation to the regional gftfice and,

regularly collecting data to be: comprled by the

Central O&Yn advisjng €ongress.

State

Each sfate ‘otight to be held responsible by the
respective regional of'flce for requlrrng public and

Ky

i
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‘levels - of government.

private institutions within its jurisdiction to, con-
duct needstassessment# in “preparation for the
“submission of eI|g|b|I|ty letters and applications to
. partrmpate in the f‘nanCIaI aid-to-students program.

Upon receipt of applications to participate, the
state- office ought to review each institution in
relation to the aggregate level of funding and other

related variables, in preparation of determining
p_riority distribution of awards and level of awards
each applicant institution is to receive. Also, the

state ought to assume responsibility for collecting

student loans made to students by the institution.

. The above functions presuppose a formalized .
i reportihg system which keeps each level abreast of

what the other is do|ng at any given point in time.

Instrtutronal -

The institution ought to be held respons‘ible for
assessing and communicating to the state its best
estimate of the appropriate funding level it ‘is to
receive for each financial aid program (grant, loan
or work-study). 1t would be further responsible for
articutating within the community the types and
description of aid available 'in .addition to the

" eligibility criteria associated with each program.

Finally, the institution ought to be responsible
for adequate student counseling (needs, personal
finances, loan repayment budgetlng, etc.).

SUMMARY .

This model provides for delegation of those
responsibilities logically associated with the various
Instead of the OE dealing
directly “with participating institutions ‘of higher

education, it should delegate certain of its responsi- )

bilities +with 'approp’riate authority to regional
offices, which would in turn delegate to the states
those approprrate purposes. -~

Policy and procedural guidelines expllcatlng the
involvement and |nterre0at|onsh|ps between levels
ought to be thrashed out by representatives of
each level. In that way, problems can be antici-~
pated and communication and coordination be-
tween levels can be assumed.*®

The current ambiguous administrative structure
appears administratively. unsound and ought to_be
replaced. The model suggested conforms with

sound administrative theory by allowing for, clear -

delegation _ ofg responsibility. and accompanying
authority “to fultill the purposes intended py
Congress—effectively, . officially fum|sh financial
aid to deserving students wrthrn |nst|tut|ons of
h|gher education. ‘

*

v




- APPENDIX C...

CERTIFICATION OF STUDENT-AID OFFICERS

a

s« From'Natiohal Assocratron of Student Fmanmal Aid Administrators Commlttee
s _ On Certlflcatlon Report, JuIy,L1974 - L

-

_ A standard of excellence will include adherence
to ‘ethical principles, training which provides a
broad base of kriowledge necessary for student
financial aid administration, continued prdfessuon&

growth and fulfillment of the establisfied requnre .

ments for professional certification. .

The scope of this profession is broader than the
technical skllls that can be measured by. objective
criteria. It encompasses those qualmes of interper-
sonal relations including empathy, f|6XIbI|It\/ and
concern for the unigueness of the individual stu-
dent. Therefore these standards for certjfication
are only “the foundation upon which true profes-
sionalism can be'built.

Criteria for Professional. Certification
H

o orcfer to Be qualified for professional certifi-
cation, a financial aid administrator will be re-

quired to meet the following criteria:

.

/
1) Three (3) years of experience as a financial
aid adminfstrator (membér of the professional staff

in g financial aid office).

2) Current membership in a professlonal frtnan

* cial aid association.

3) Formal training or academic preparatlon in

area relevant-to the profession. >

4) Recommendatiop of the State’ Certlflcatlon
{ln states where there is no ‘State
Financial Aid Assocwmon the Reglonal Associa-
tion shall appomt a State Certlflcatlon Commit-

Committee.

. tee.)

.~

. In addition to the above:

- N - . a

1) Managerial Expertise. {e.g., establishing goals
and objectives; planning, budgeting for and orga-
nizing a financial aid office; establishing staff
training and development programs; supervising
office personnel and eétabllshmg and maintaining
effective working relationships with on-campus
offices and off-campus agencies which have an
simpact on the administration and coordlhatlon of

financial aid programs.)

LS

<

#

’

=~ *

u .
2) Financial Aid Administration. (e.g., keeping

abreast of federal and state statutes and reguila-
.tions; preparing recommerrdations with_respect to
mstrtutronal policies and prbcedures; _generating
funding requests developing student ald applica-
. tion processing and: evaluation proc,edyres deter-
mining eligibility « criteria; allocating resources;
authorizing fund disbursements; reconciling fund
balances; and establishing clear audit trail.)

3) Counseling. (e.g., analyzing financial need;
conferring with students about expense budgets
arld money management problems; récommending
awards and finagcial aid adjustments as appropri-
ate, based upon s nx:gmal student circumstances and

. the availability of resources.)

4) Communicative Skills. {that eftectlvely relate

the role of the profegsion to its many. publics.)
5) Research .and ‘Evaluation. (preparing annual _
report summarles evgluating and modifying office.
~ procedures and poljcies; and conducting® studies
measuring the impact of financial aid programs on
students and the:inStitution,) A e

The candidate for certification must °also show
evidence_of professional development by meeting
at least two of the following requirements:

1. Attendance at professional ‘fheetlngs* work-
shops, etc.

2. Partrcrbatron in professlonaT meetings in a
leadership role. -

3. Holding office in professnonal as t"ckzrons
4. Publishing and/or prepannggo\( essional

papers.
5. Serving as a _resource person to various
» publlcs ' 3 PR
. :;,’“ .‘
Certification Procedures
\ .

-é1. Applications and certificates shall be devel- .

.

”

4

ed and printed by the National Certification -

Committee subject to approval of the National

Councn s
2. Certificatioh Commrttees shall be establlshed

== within each state. ¢ )
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3 Appllcatlons and criteria wnII be distributed
to the State Certlflcatlon Commlttees and appln
cants. - /-

4. Individuals shal1 submit application with doc-
umentation and application fee to the State Certifi-
cation Committee. .

5. The State Certification Committee shall sub-

mit the application and fee with its recommenda--

tions to the National Certification Cammittee. ,
" 6. The Natiohal Certification Committee shall
respond to the applicant and State Certification
Committee with an action letter. A copy of the
positive action 'letter shall be sent to the Presndent

of the applicant’s.institygion.
7. A complete set g?\@jﬁcation records will *

be maintained-in the National Office. =~ — .
8. The Natlonal Association shall award certifi-
cates to approved appllcants

-

v

9. An appeal procedure shall be developed.

10. Certification shall be approved fora five-
year period with renewal criteria to be developed,
by the National Certification Commlttee sub;ect to -
the approval of the National Councnl

Suggested Appeal Procedures:

A. Rejection by the State/Rejection by National
Appeal Committees shall be developed pn the state
and natlonal levels, no member of which shall be
on the Certification Committee. First appeal shall
be with the State Committee and final appeal 10
National. 4 ) . .

-B. Approval by State/Rejection by National ap-
peal made only to the Natlonal Appeals Commlttee
as outlired above.
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APPENDIX D

CERTIFICATIUN OF STUDENT AID OFFICERS

~

POLL CONDUCTED FOR ADVISORY COUNCIL ON FINANCIAL AID TO STUDENTS IN
JANUARY 1977 BY MRS. PRISCILLA LIGHT, CAREER DEVELOPMENT CENTER OF ;
’ BANDO LPH-MACON WOMAN'S COLLEGE

-4

Y

. Questionnaire sent to all State’ presndentssof National "Association of . B
Student Financidl Aid Admlmstrators . .
A - - ? r
1) Has your state adopted certification procedures _ student aid programs which would J# simitar to
the BEOG worksh3p now condfcted by Na-

‘ for its membership?'Yes -8 No 23 ' .
2) If NASFAA established minimum certification
procedures, would your state be willing to
adopt such procedures to assure equity, stand
ardization and reciprocity?
Yes 9 No 0 Maybe 22
" . #6)
3) If you favor certification, do you think it \
should: ~
. <. Be required for all administrators?
1 Yes 24 No 0
; } b. Be on aoluntary basis? Yes 7. No 0

L)

tional Assouatlon of °Student _Financial Aid
Admimistrators and National Assocnatlon of

~ College and University Business Officers, under *

U"S/Offlce of Education sponsorship?

Yes 29 No',1

Do you think abuse and rmismariagement of
the campus-based student programs could be
alleviated hy carefully conducted U.S. Office of
Education Program Reviews performed on cam-
pus by USOE’personneI? Yes "No 2,

A

’

NI there Whre current and clgar program man- %,
4) I either state/or NASFAA certification proce- uals, timely and coordinated program feviews
-i dures are gdopted in each state, who'do you . and.adequate information about the campus-
feel could best conduct the actual certifying based programs, do you feel certification would !
process? . be necessagy7 Yes 24 No 6
a. State: assocnatlons of Student Financial- -
T Ad 11 . - 8) If.you favor pertification; which of the follow
b. NASFAA 13 : . ing crlteﬂa should be requnred7 .
——C. Office of Education 0 a. An appllcatlon requiring adherence to a’ -,
d. National accrediting agencies 3 . L national:code of ethlcs 19 N
e. Educationalinstitutions 1 _ b. A written test to cover knowledge of
o regulations, procedures, need analy,S|s
B) Do you think it is rmportant for all financial aid etc. 25 7
admmlstrators to -have attended a tralmng ¢. .A program- rev:evLca(ucted by the U. S
wdrkshop for administration of campus-based Office_bf Education personnel. 21
- -~
/ .":' ‘ ~
. 2 v .
‘. o ’ N - , .
N N - -
. ¥ @ .
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y | :A%EN‘I‘DIXE' |
L ~ IMPLEMENTATION UF CERTIFICATION P\RUC\EDUI‘(E ' '. <

» Assuming reasonably prompt. adoption of the certification gundelmesb approprlate State organi-
recommendatlons of the Third Annual Report zations by September, 1978;

. regarding instraction and. certification of student 2) Review of effectlvenéss of processes by Sep-
financial aid officers across the nation, it is net  terhber, 1979; * oot
impossible that certification could be instituted by 3)" Notification by US. Offlce of Educatlon
State associations and accepted by U. S. Office of to all postsecondary institutions calling attention
Education as mandatory by September, 1980. to the ‘September, 1978 acceptance date and, at -

_ . »+same time, encouraging. professiorfal "development
The procedures appear to be: of personnel in préparation for the September,

1 Acceptance of the joint NASFAA/NACUBO 1980 certification requirement date. N

1 LN .
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