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STUDENT ASSISTANCE AMENDMENTS OF 1981

, MONDAY, MAY 11, 1981

.001 U.S. SENATE,
SUBCOMMITTEE ON EDUCATION, ARTS, AND HUMANITIES,

COMMITTEE ON LABOR AND HUMAN RESOURCES,
Washington, D.C.

The subcommittee met at 10:07 a.m., in room 4232, Dirksen
Senate Office Building, Senator Robert T. Stafford (chairman of the
subcommittee) presiding.

Present: Senators Stafford, Randolph, and Pell.

OPENING STATEMENT OF SENATOR STAFFORI:

Senator STAFFORD. The Subcommittee on Education, Arts, and
Humanities will please come to order.
.. The Education, Arts, and Humanities Subcommittee is today

convening this hearing to consider changes in the student financial
assistance programs under its jurisdiction. Changes are necessitat-
ed by the Senate's adoption of Senate Concurrent Resolution 9 last
month to restrain the growth of the Pell grant and guaranteed
student loan programs in accordance with the savings targets for
these programs established under that reconciliation resolution.
The targets for savings in these programs for the next fiscal year,
fiscal year 1982, are $711 million for Pell graiits and $566 million
in guaranteed student loans.

I convene this heating not out of any great 'desire to see cutbacks
in .these programs, but rather because we on this committee are
constrained by the action of the whole Senate in passing the recon-
ciliation resolution and thus we must make changes in the struc-
ture of student aid. If we members of the Education Subcommittee,
many of whom have had some considerable experience with these
programs, do not take the initiative to make the necessary modifi-
cations, .then we run the very great risk, absent our initiative, of
seeing changes enacted which could well be inimical to the best
interests of students-and parents.

Indeed, this hearing is being held with a considerable senseat
least from the perspective of the chairmanof dejti vu. Little more
than 6 months ago, Congress passed the Education Amendments of
1980 which, to this Senator, provided an optimal framework for
Federal student assistance. That legislation was painstakingly con:
stfucted, taking more than, 2 years to develop, during which time a
panoply of policy questions related to student aid were fully ad-
dressedincluding the need, particularly expressed by our Senate
colleagues, to contain the costs of the guaranteed student loan
program.

(1),
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Now we are back again, constrained to achieve substantial short-
term savings in an entitlement programguaranteed student
loanswhich does not lend itself to quick-fix solutions, and to
essentially vitiate many of the improvements made by Congress
last year in the Pell grant program.

Accordingly, I introduced legislation last week, S. 1108, for the
consideration of our subcommittee, which would make these
changes in accordance with the reconciliation instruction. I harbor
no illusions as to whether this proposal represents an optimum
policy for Federal student aid. I believe the current Higher Educa-
tion Act remains the bes,t, policy for assisting in the education and
training of those who will lead us in the future. Rather, S. 1i08,
which I have floated as a trial balloon as one option for achieving
the required savings, is perhaps the least imperfect of a number of
imperfect alternatives. It would eliminate convenience bdrrowing
in the GSL program, but it would retain the critically important
in-school interest subsidy for all students, whjle affording middle,
income ftimilies with high college costs continued access to loans.
In the Pell grant program, S. 1108 would allow the Secretary of
Education to establish a series of progressive assessment rates on
discretionary income, subject to the congressional review process,
which would offer greater equity to the lowest income students for
whom the program was intended.

Other legislation to effect the targeted savings has been proposed
by the administration. I cannot lend my support to that proposal at
this tine, gis it removes the in-school interest payment in GSL,
which would result in unreasonable debt burdens for students. Nor
do I believe that the substantial increase, called for in the adminis-
tratioh bill, in family and self-help student contributions, are war-
ranted at a time when the increase in college costs exceeds the rate
of inflation.

Earlier this week, a CBS News/New York Times nationwide poll
of political party preferences and policy choices indicated that only
20 percent of Democrats and 31 percent of Republicans supported
reductions in federally supported loans to college students. That is,
apparently, far from a popular mandate to cut student aid. As I
stated on the Senate floor during the debate over the reconciliation
resolution, I have been a strong advocate for education funding,
and the process of reducing funding is especially difficult. The
money we spend at the Federal level to educate our young people is
an essential investment in our future. Other programs might be
suspended or reduced, to be continued at a later date without great
national harm. This is not true for educationif our current poli-
cies fail to support America's students today, we must anticipate
reduced achievement from them tomorrow.

It is my hope that the testimony here today will help us better
understand the delicate balance among students, parents, colleges,
banks, and Government in student aid programs, and help us
formulate judiciously a viable policy of financial assistance which
is equitable for all students.

[The text of S. 1108 follows:]
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97Thi CONGRESS
1ST SESSION SO .1. 08

To amend title IV of the Higher Education Act of 1965, to emphasize theelement of need. in the guaranteed student loan program and the directstudent loan program, and for other purposes.

ar

IN THE SENATE OF THE UNITED< STATES
MAY 5 (legislative day, APRIL 27), 1981. .

Mir. STAFFORD introduced the following bill; which was read twice and referred to
the Committee on Labor and Human Resources

A BILL
To amend title IV of the Higher Education Act of 1965, to

emphasize the element of need in the guaranteed student
loan program and the direct student loan program, and for
other purposes.

1 Be it enacted by the Senate and House of Representa-
2 lives of the United States of America in Congress assembled,
3 That this Act may be cited as the "Student Assistance
4 Amendments of 19131".

,
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, . ..
NEEDS BASIS FOR FEDERAL PAYMENTS TO REDUCED

STUDENT INTEREST COSTS

3 SEC. 2. Section 428(a)(2) of the Higher Education Act'

4 of 1965 is amended to read as follows:

5 "(2)(A) Each student qualifying for a portion of an inter-
.

6, est payment under paragraph (1) shall-

7 "(i) have provided to the lender a statement from

8 the eligible institution, at which the student has been

9 accepted for enrollment, or at which the_ student is in

10 attendance in making satisfactory progress (as deter-

11 mined by such institution), whicli-

12 '`(I) sets forth such student's estimated- cost

13 of attendance; and
:,.

14 "(II) sets forth such student's estimated fi-

15 nancial assistance; and

16 . "(ii) meet the requirements of subparagraph (B).

17 "(B) For the purpose of clause (ii) of subparagraph (A),

18 a student shall qualifS, for a portion of an interest payment

,19 under paragraph (1) if such student's adjusted family
...

20 income=

21 "(i) is less than or equalto $25,000; or

22 "(ii) is greater than $25,000, and the eligible in-

23 stitution has provided the lender with a statement evi-

24 denting a determination of need and recommending a

25 loan in the amount of such need. - -
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1 "(0) For the purpose of paragraph (1) and this para-

2 graph -

3 "(i) a student's estimated cost of attendance,
4 means, iv the period for which the loan is sought, the

.5 tuition and fees applicable to such student together

6 with the institution's estimate of othei expenses rea-

'7 sonably. related to attendance at such institution, in-

..cluding,,but not limited to, the cost of room and board,

9 reasonable transportation costs, and costs for books

10 and supplies, pursuant to regulations proscribed by the

11 Secretary;

12 "(ii) a student's 'stimated financial Asistance

13 means, for the period for which the loan is sought, the

14 amount of .assistance such student will receive under

su i parts Pan. 2 of part A, and parts C and E of this

16 title, any amount paid under the Social Security Act

17 to, on the account of the student which would not be

18 paid if he were not a student, and any -amount paid the

19 "student under chapters 34 and' 15 of title 38, United

20 States Code, plus other scholarship; grant, or loan as-
.

21 .sistance; and

22 . the determination' of need and the amount of

23 a loan recommended by an eligible-institution under

24 subparagraph' (13)(ii) with respect to 'a student shall be

25 determined by subtracting from the estimated cost of .

10
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1 'attendance at the eligible institution the total of the ex-

2 petted family contribution with respecr to sueh student

3 plus any other resources or student fimincial assistance

4 reasonably available to such student.".

5 INTEREST RATE ON PARENTAL LOANS

6 SEC. 3. Section 428B(d(3) of the Higher Education Act

7 of 1965 is amended by striking out "9 per centum" and in-

8 serting in lieu thereof "14 per centuran

9 NEEDS ANALYSIS AMENDMENTS

10 SEC. 4. (a) Section 482(b)(3) of the Higher Education

11 Act of 1965 is amended by striking out "one-half". '1>

12 (b) Section 482(b)(4) of such Act is amended to read its

13 follows:

14 "(4) In determining the expected family contribution

15, under this section fo. r any academic year after academic year

16 1980-1981, the Secretary shall set a series of assessment

17 rates t) be applied to parental discretionary income. ".

18 tel Section 482(b)(5) of such Act is amended by-

19 (1) striking out clause (A);

20 (2) redesignating clause (B) as clause (A); and

21 (3) striking out "$10,000" in clause (A) (as redes-

22 ignated by this subsection) and inserting in lieu thereof

23 "$25,000".

24 (d) The third septence of section 482(c) of such Act is

25 repealed.
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1 (e) Section 482(d) is amended to read as follows;

2 "(d) For the purpose of this title, the term 'cast of at-

3 tendance' ,means for the period for which the loan is sought,

4 the tuition and fees applicable to such student together with

5 the institution's estimate of oilier expenses reasonably related

r attendance at such ins *Tufton, including, but not limited

.7 to, the cost of room and card. reasonable transportation

8 . costs, and costs for books and supplies.".

9 REMOVAL OF SEPARATE BORROWING LIMIT FOR

10' INDEPENDENT STUDENTS

11 SEC. 5. (a)(1) Section 425(a)(1) of the Higher Education

,......1-2-1Tir"".of 1965 is amended by striking out clause (A), and by

13 redesignating clauses (13), (C), and (D) of such paragraph as

14 clauses (A), (B), and (C), respectively.

15 (2) Section 425(a)(2) of such Act.is amended-

16 (A) by striking out "(other than an independent
. -
1 I student)", and

18 (B) by striking out "$15,000 in the case of an'

19 independent student who has not successfully complet-

20 ed a program of undergraduate edupation,".

21 (b)(1) Section 428(b)(1)(A) of such Act is amended-
22 (A) by striking out "(other than an independent

23 student)", and

,44., (B) by striking out "qr not more than $3,000 in
t

25 the ease of an independent student (defined in accord-

\-4
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6,
1 ante with section 482(0(2)) who has not successfully

2 completed a program of undergraduate education,".

3 (2) Section 428(b)(1)(B) of such Act is amended-
4 (A) by striking out "(other than an independent

5 student)", slid-

6 (B) by striking out "$15,000 in the case of any

,t7 independent student who has not successfUlly complet-

8 -id a program of undergraduate education,".

9. (c) Section 428A(a)(1)(A) of such Act is amended-
10 (A) by striking out ", other than an independent

11 student,",

12 (B) by striking out "$3,000 (in the case of an in-
.

13 dependent student (as defincd in section 482(c)(2)) who

14 has not successfully completed a program of under-

15 graduate education),",

16 (C) by striking out "(other than an independent

.7 student)", and

18 (D) by :striking out "$15,000 in the case of any

19 independent student who has not successfully complet-

20 ed a program of undergraduate education,".

21 EFFECTIVE DATE

22 SEC. 6. The amendments by this Act shall take effect

23 July 1, 1981.
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Senator STAFFORD. For the subcoinmittee, I am very happy this
morning to welcome not only those in the room who are intensely
interested in student aid programs, Dr. Alice Rivlin; the Director of
the Congressi-Cmal Budget Office with her accompanying assistants,
will be the first witness before the committee, but if she would
withhold a minute, I see that my dear friend and long-time partner
in many committee activities, Senator Randolph, has arrived. He is
most welcome and, Senator Randolph, if you would have an open-
ing statement, I have just completed mine and I would welcome
yours.

Senator RANDOLPH. Thank you, Mr. Chairman. As always, you
are on time, but I cannot be in West Virginia and here at the same
time. It takes sometime to travel between those two points.

Senator STAFFORD: If you ever figure out how to be in both places
at once, I hope you will let me know how to do it.

OPENING STATEMENT OF SENATOR RANDOLPH

Senator RANDOLPH. Thank you very much, Mr. Chairman.
This is a very important session today, and I think that several

of us, certainly yourself included, have for a period of timeI know
I have for 16 years within the subcommittee been working in
connection with the, support for our Education Act, and for student
aid provisions that were enacted in 1965. We are faced with a
painful task of considering ways to restrict and, in many cases,
remove the opportunity for young people and adults in this country
to obtain a college education.

I know that the higher education community strongly opposes
the p-oposed budget cuts and program changes that have been
orderea by the Senate when Senate Concurrent Resolution 9 passed
in April. It was a resolution of reconciliation of the Federal budget.
I do not believe in reconciliation mandates in connection with
education, very frankly.

Now, for, the sake of brevity, and I am never brief, I will not go
into too much detail at this time about the many reasonable con-
cerns that can be and have been expressed as to student aid pro-
grams changes and required cost savings, in order to comply with
reconciliation. I am confident that -we will hear those opposing
views from our witnesses who will testify today. There will natural-
ly be witnesses who will also give us a choice of alternate proposals
that can achieve cost savings under student aid programs without
a drastic effect on the students and institutions concerned.

I pause at this point to say that, on17 a few days ago, I was in
attendance at the annual college commencement from the college
in which I graduated, Salem College, in Salem, W. Va. We have.
Mr. Chairman, approximately 250 students there who are receiving
student guaranteed loans, just as Mr. Stockman, the chief budget
cutter for the new administration, also was the recipient of astudent loan.

We have a good rate of return of payment. We have kept default
rates down constantly so wel do not feel that there has been an
abuse of the loan process in connection with our students on that
campus. We in the Congress are constantly attempting to tighten
eligibility and access to loans, so I have the feeling always that the
program is soundly constructed and based. The problems that come

1 . :



10

are from failure of the institutions, in some cases, in seeing to it
that the students were actually checked, what were the payments,
how close were they to making them, matters of that kind. And
although Federal funds have not, been used for actual loan dis-
bursements but are used only to guarantee loans disbursed by the
private lenders, I think the Federal Government has also failed
miserably in connection with the collection of loans; many, many
employees of the Federal Government running into the thou-
sandshave not been repaying these loans, or are constantly delin-
quent. Perhaps this is the reason why we failednot the idea, not
the program, not the objective, but the failure to establish better
loan collection activities.

I think it is important for the members of our subcommittee to
develop modifications to the proposals of the administration, and so
the views that we will receive here today, hopefully, can help us
toward that end. I am very grateful to you, Mr. Chairman, for your
introduction of the bill, S. 1108, which contains, I think, many
desirable modifications to the proposals of the administration for
reforming the student aid programs. I am gratified that S. 1108
retains the inschool interest subsidy under the guaranteed student
loan program. I think that the interest subsidy is the backbone of
the GSL program, and without it the program would phase itself
out, certainly in a few years, and the benefits would be practically
nil.

I think that you have stated that you intend to work with all the
members of the subcommittee, and I know that to be true, and
within the committee's present structure in developing a measure
to comply with reconciliation as it will affect student aid.

There is no doubt that Senator Stafford will do just that, and I
underscore the fact as I believe he will do so in a fair and equitable
manner. That is the way we must work, in a true spirit of give and
take. We must fashion the program so that the final effect of the
changes we expect to make will have the least detrimental _effect
on the students and on institutions. I am sure that our chairman is
concerned for students and the colleges where the students study,
not only in his State of Vermont, but also in the State of West
Virginia, also in all the States of the Union.

I pause at this point to say that there are some institutions,
Chairman Stafford, that will feel the impact of the changes in
student aid programs in greater degree than other institutions_

I do not want to document too much in detail, but I cannot make
my point without coming to the institution of which I speak, Salem
College. In Salem, we have an independent private college. Howev-
er, Mr. Chairman, we have no church constituency. Now, you can
understand that my comparison is not because of something that
Salem College does not have, but let us compare it with West
Virgi Wesleyan Methodist College at ,Buckhannon. Very frank-
ly, th Methodists have a very large number of churches in West
Virgi "a. It may be the predominant religion in our State. But the
Methodists are able, and do, support that institution in great
degree. The college at which I was privileged to be a faculty
member for several years, Davis-Elkins, located in my hometown,
also a private independent college, has a large Presbyterian con-
stituency and funds come from the churches consistently.



4$

11

It is true with Alderson-Broaddus College in Philippi, where the
Baptists of our State are a very large religious organization. I
mention these three colleges to indicate that they have the same
problems as we have at Salem, except they have a greater backup
of continuing contributions from members of the church body
which, in a sense, makes the college, although students attend
there from all faiths or no faiths. I am sure that is true possibly in
Vermont and certainly in other States. So we feel the impact of
reconciliation cost savings to a very substantial degree. We are
concerned about it, and we are holding special meetings within our
board of trustees en this subjea alone.

I am doubtful that we could continue really, and I do not I. _ mal-
ly speak in the rw;ative. We will not be able to continue in doing
the work we are now doingshall I say, innovative, creative pro-
grams, as well as our bachelor of arts basics, without the type of,
aid that we are now able to give to studentsstudents who I Live
will continue in this country to have the right of choice in the
kinds of institutions they attend. I am. not against the State sup-
ported college or university in Wesi. Virginia. But Iam saying that
we are facing z.. problem which may be, in some instances, insur-
mountable, at the independent college level through the United
States of America. I hope that this will not be a prophecy. I do not
want to make it as such. But we are really facing financial prob-
lems that we hope we can solve, at least in part, in a way that can
help us to bridge the gap that exists between the public and pri-
vate sector schools.

I know students who Wave talked and contacted me by telephone
who will have difficulty in returning to college next autumn be
cause of the situation that we are discussing. We have also, as I
understand it, been instructed to bring back credibility to these
programs And you will not find specific language to that effect in
the Senate reconciliation resolution or its instructions to members
of this committee. But just as sure as we are here today in this
hearing, when, 6 months ago, we would not have dreamed that we
would be here for this purpose, the responsibility to bring a needs
base' back for student aid is here. If we' do not bring back this
credibility, or proof of need in some realistic manner, and particu-
larly in the loan program, then we may lose programs of student
aid, possibly across the board in the years that are ahead.

Alti,.,!;11 I do not believe the fraud and abuse alleged, to exist in
st dent aid programs is as widespread as reported, there is the fact

it many members of the Congress and the public and the execu-
ti.e branch do believe the worst rather than the best about the
prograin And, for that reason, justified in degree perhaps, we must
try to modify existing programs in such manner as to reduce
opportunity for those funds to be used fo,- any reason whatsoever,
but for the intent and purpose of the student guaranteed loan; that
is to pay for the cost of students in attending institutions of higher
learning.

We want these programs I do not know how many members of
our subcommittee can give close attention to this problem, but I
hope they can give attention to these mattes because there is
involved here the survival of a program that l believe is worth-
while I believe that now perhaps as never before, these programs
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have a reason for existence. Many of the costs of the loan program
are beyond our control, tied as they are to the interest rates on
Treasury billsthere is not a person in this room who does not
have a knowledge of what is happening on interest fates. The
families that I meet, as I did this weekend in West Virginiaa
young man, young woman recently marriedare desirous of pur-
chasing a house. They had seen it, they liked it, but the interest
rate for the loan is so high that they have no way under their
present situation, as they see it, to purchase the home. But the
administrationand I am not a carping criticsays that these
interest rates will decline. I do not know whether that is true or
not. I have never seen anything go up or down as the interest rates
have. Many families. ale innundated by inflation, submerged by
inflation, annihilated by inflation and they have less and less
discretionary or spendable income left over to pay for the costs of
student education and so must borrow.

We cannot get away from the fact that the borrowing process is
involved, but until inflation is reducedand I do not know how
soon that wilt beaccording to the administration, it might be
sooner than later. But until the parent loan program is in place

-and viablestudents. must have access to these guaranteed loans if
their families are in the middle income range and, in some cases,
low income rangenearly 400,000 recipients of the Pell grants,
which normally go to low income students, also received loans last
year. .

I will have, Mr. Chairman, with your cooperation the opportuni-
ty to question the witnesses and perhaps develop certain other
matters. If I were to say this is a serious situation in the education-
al life of America, I am not sure that would be a strong enough
word. I hope that the subcommittee in these coming days and
weeks will give close attention to this matter and related problems
that face us.

Thank you, Mr. Chairman.
Senator STAFFORD. Thank you very much, Senator Randolph, for

a very thoughtful opening statement.
Your description of Salem College is quite similar to the college

that I graduated from in Vermont, Vermont Middlebury. It has the
same problems. .

Senator Pell, we are happy that you are here as ranking member
of this committee and most experienced member of all of us on
these questions that we are facing.

Do you have an opening statement?

OPENING STATEMENT OF SENATOR PELL

Senator PELL. Thank you very much, Mr. Chairman.
I apologize to the chairman and the witnesses, for I will be going

back and forth because we are marking up the foreign aid bill
down the corridor. But I did want to comment briefly on the
budget reconciliation which requires us to change both the guaran-
teed student loan program and the Pell grant programs.

The budget reconciliation limits spending in the grants program
tc $2.46 billion in fiscal year 1982. Thus, we have to adjust the
existing program to save $700 million. Unadjusted, the program
would cost $3.2 billion.

-:



13

Now, the only way we can make such savings and to do such
things as to raise the assessment rate, count equity in the house,
the home, delay implementing provisions of the Education Amend-
ments of 1980, or allow the Secretary to request a waiver of-statu-
tory provisions when it is economically impossible to meet those
provisions.

As. for guaranteed student loans, the budget resolution requires
savings of more than half a billion dollars, $566 million in fiscal
1982. The only way this can be accomplished is to make. the pro-
gram needs based, place an income cap on the program, make the
students repay the interest subsidy or reduce the special
allowances to lenders. These are all pydtty brutal choices. As some-
one who has played along with Senator Stafford, a role in creating
and expanding Federal assistance programs, I hate to see us in the
situation where we are now where we are compelled to reduce
these programs and to cut them. The witnesses know, I think, this
is a great mistake; that the real strength of this Nation is the sum
total of the education and the character of our people, and when
we start cutting into that, we are damaging our national strength.

We are all familiar with those most recent statistics showing the
success of basic education programs and the title I programs. These
programs work, and should be supported. Yet we all know that we
are faced with hard facts, and what we must do. We must substan-
tively alter both thejrant program and the guaranteed student

'loan program to accomplish the requirements of budget reconcili-
ation. And we have no choice. It is our responsibility to meet these
requirement in g workable manner so that.the programs in which
all of us believe so strongly will continue with their purpose and
their integrity intact. Your suggestions will be very helpful in this
task to this hearing.

I am hopeful that we can develop the information that will .

enable us to do our job as best we can. The task before us is not a
pleasant one, as any dismantling operation is not a pleasant one,
but it is a task that we ave to undertake. It is a question of
alternatives and here I am reminded, I guess, of the story of my
predecessor, Theodore Green. When he was 90, somebody said to
him, "Theodore, how does it feel to be 90?" He said, "Better than
the alternative."

This is where we are faced with many of these programs. We
have disagreeable alternatives and we will do our best.

Senator STAFFORD. Thank you very much, Senator Pell.
Now, Dr. Rivlin, we are again, I say, very happy that you are

here. I think Senator Pell's situation is typical of the other mem-
bers of this subcommittee this morning, that they are all trying to
be in three places at once, because they are all interested. And I
have talked about this matter with Senator Kennedy last night.
We are very happy that you are here and pleased to hear your
testimony.

83-431 0-81--2 /8
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STATEMENT OF DR. ALICE M. RIVLIN, DIRECTOR, CONGRES-
SIONAL BUDGET OFFICE, ACCOMPANIED BY DAVID LONGA-
NECKER, ANALYST, HUMAN RESOURCES AND COMMUNITY DE-
VELOPMENT DIVISION; AND DEBORAH KALCEVIC, ANALYST,
BUDGET ANALYSIS DIVISION

Dr. RIVLIN. Thank you very much, Mr. Chairman. I am delighted
to be here and I would like to introduce my two colleagues who are
experts on student aid, David Longanecker, from our Human Re-
sources Division, and Deborah Kalcevic, our analyst from our
Budget Analysis Division.

I am pleased to be here today to discuss the administration's, the
subcommittee's, and other proposals for reducing Federal spending
for student aid in fiscal years 1981 and 1982. It is going to be a
difficult process.

Senator Randolph, you used the word "painful." I just want to
assure you that the CBO is here to help you in any way that we
can.

The 1970's witnessed rapid growth in Federal aid to students. In
1972, the basic educational opportunity grants program (now
known as the Poll grant program) was introduced to supplement
other programs that ease low-income students' access to college.
The guaranteed student loan (GSL) program, established in 1966,
addressed somewhat different goals, namely, helping to lighten the
financial burden for less needy'students, and supplementing the
grant aid provided to the most needy students. But until recently,
even-the GSL program restricted eligibility for these highly subsi-
dized loans to students from families with incomes below a speci-
fied level.

In the late 1970's, the Federal focus began to shift. The Middle-
Income Student Assistance Act of 1978 (MISAA) and the Higher
Education Amendments of 1980 significantly broadened the Jpe
of Federal student assistance MISAA extended eligibility for GSL's
to all students enrolled at least half time, expanded eligibility for
Pell grants, and increased funding authorizations for most existing
student aid programs. The 1980 amendments raised all grants pro-
grams' maximum benefit amounts, eliminated equity in the family
home as a determinant of need, and created a loan program for
parents.

Federal funding also increasedby more than 230 percentafter
adjusting for inflationfrom $0.6 billion in 1970 to $4.5 billion in
1980. Nearly all of this increase, however, occurred early in the
1970's. Although eligibility has twice been expanded since 1976,
funding for student assistance has not increased in real terms.

Expanded eligibility without increased fundingin real terms
has reduced the Federal commitment to assist the most needy
students; at the same time, assistance to less needy students has
increased. This dual effect has been particularly evident during the
past year While $130 million was withdrawn frkm the need-based
Pell grant program in fiscal year 1980, the untargeted GSL pro-
gram, an entitlement program, required nearly $650 million in
supplemental funds, because both the demand for loans and inter-
est rates were higher than anticipated. Likewise, while the continu-
ing resolution for fiscal year 1980 increased funding for the GSL

is
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program by 56 percent$900 millionit cut the need-based nation-
al direct student loan (NDSL) program by 35 percent$100 million.

Without some change in the current programs, .7ederal student
assistance will almost certainly continue to shift away from help-
ing the most needy students. If overall funding were to be limited
but the programs not altered otherwise, funding for the needs-
based programs would have to be cut, since the GSL program, as
an entitlement, must always be fully funded.

Before setting policy for 1982 and beyond, the Congress must
resolve some funding issues for 1981. To maintain the level of
Services assumed in the continuing resolution and to pay for 1980
cost overruns, the Pell grant program would need a supplemental
appropriation of $1.5 billion above the $2.2 billion already appropri-
ated for fiscal year 1981. If the full supplement were provided, 2.8
million students would have access to $3.2 billion in fiscal year
1981. More than 70 percent of this amount would go to students
from families with incomes below $15,000.

Although the continuing resolution assured full funding for
GSL's, the program will cost $2.6 billion in fiscal year 1981, an
increase of nearly 65 percent from fiscal year 1980. Of this $2.6
billion, however, $2 billion will pay for obligations on loans made
in prior years, and only $0.6 billion will be the result of new loans
made in fiscal year 1981. The CBO estimates that 2.9 million stu-
dents-25 percent more than last yearwill borrow a total of $6.5
billion-35 percent more than last year.

To gain control of rising costs for student aid, the administration
has proposed changes to both the Pell grant and the GSL pro-
grams. In the Pell grant program, the administration proposes a
combination of five changes for fiscal year 1981: keeping the maxi-
mum grant at the fiscal year 1980 level of $1,750; rescinding the
previously approved inflation adjustment in the family living al-
lowance; requiring a $750 self-help contribution from every stu-
dent; rescinding the liberalized "cost-of-education" definitions in-
cluded in the Higher Education Amendments of 1980; and eliminat-
ing the $10 per grant payment to institutions to cover administra-
tive costs The CBO estimates that these changes would reduce
program costs by $0.7 billion, lowering the needed supplemental
appropriation to $0.8 billion. All students but the neediest would
receive less under this approach, and about 250,000or 9 percent
fewer would receive grants.

This subcommittee is examining a different proposal for reducing
1981 Pell grant costs. The subcommittee's plan, as we understand

would _keep_ the _maximum _grant_ at $1,7501 and rescind the
liberalized cost-of-education definition; both of these features are
also part of the administration's plan. The subcommittee's ap-
proach would not, however, rescind the inflation adjustment in the
family living allowance, require a pko self-help contribution, or
eliminate institutions' administrative allowances. Instead, to
achieve approximately the same level of spending reductions as the
administration proposes, the subcommittee's plan would make four
other changes: allow the Secretary of Education annually to estab-
lish the assessment rate used to determine how much a family
should be expected to contribute from its discretionary income;
count social security and veterans' student benefits as student aid
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rather than as family income; rescind the provision of the 1980
amendments that excluded home equity from consideration in de-
termining the expected family contribution; and rescind the 1980
provision that would have ended the distinction between families
in which the student is the family head rather than a dependent.

If the subcommittee's plan were adopted and the assessment rate
on discretionary income retained, this proposal would have virtual-
ly the same effect as the administration's proposal on program
costs and participatier in fiscal year 1981. Since--program costs are
highly sensitive to families' expected contributions, the costs and
effects would be appreciably different if the Secretary were ,to
change the assessment rate on discretionary income, however. Sav-
ings would also be much smaller if social security student benefits ,
were eliminated, as proposed by the administration and adopted by
the Senate Finance Committee. Savings would decline in this case
for two reasons: there would be fewer social security benefits to
count as student aid, more students would become eligible for Pell
grants.

The Congress could consider other options to achieve Pell grant
program savings. For example, the two-staged reduction procedure
contained in the current law, or some variant, could be used. Or, as
in the strategy adopted in fiscal year 1980, all awards could be cut
by a given dollar amount.

To control GSL costs, the administration proposes by. this July to
eliminate the in-school interest subsidy on student loans, to limit
borrowing to assessed financial need, and to raise the interest rate
on parent loans to offset all Federal costs. Because more than 50
percent of annual loan volume occurs from July through Septem-
ber, implementing the changes by 'July 1 would realize half the
future savings associated with a full year of program activity.

The precise reduction in loan volume would depend on the sever-
ity of the needs test. The CBO estimates have assumed that the
combined effect of elaninating the in-school interest subsidy and
limiting eligibility to assessed need would cut borrowing by about
half. We also estimate that increasing interest on parent loans to
market rates would reduce borrowing by about half.

The administration's proposals could also affect the supply of
private loan capitalfrom banks and thrift institutions. Requiring

..a needs assessment would add to the program's complexity and
diminish leaders' yield per dollar lent, because although the aver-.
age loan amount would go down, administrative costs for each loan,
which are approximately the same, would not. These changes
would make the program less attractive to lenders and, as a result,
some students particularly the most needy, who are generally less
preferred borrowerscould have difficulty obtaining loans.

This subcommittee has been examining a proposal that, as we
understand it, would restrict loans to' students whose family in-
comes are below $25,000 or who have financial need, count social
security and veterans' student benefits as financial aid rather than
as income, and increase from 9 to 14 percent the interest rates on
loans to parents. In total, the CBO estimates that the Subcommit-
tee's plan would reduce student loan volume by nearly 40 percent
and would affect primarily students from families with incomes
over the proposed cap, particularly thosT attending lower-cost insti-

21



tutions. If it were implemented by July 1, it would save $70 million
of fiscal year 1981 budget authority, although there would be no
outlays savings.

For fiscal year 1982, the administration would continue the Pell
grant program changes proposed for 1981: In addition, it would
increase the assessment rate on discretionary income and, in deter-
mining the family contribution, would eliminate the deduction of
State and local income taxes. We estimate these changes would
maintain programs costs at about $2.5 billion. Approximately
575,000 fewer students would receive grants than in the 1980-81
academic year.

The subcommittee's Pell grant plan would continue the, 1981
program changes for fiscal year 1982. As in 1981, it would have
virtually the same effects on costs and on participation as the
administration's proposal.

With respect to GSL's, the administration would continue in
Meal year 1982 the reductions proposed for initial implementation
in late 1981. Assuming a July 1 effective date, fisral year 1981 loan
volume would be significantly reduced, yielding sizable budgetary
savings in fiscal year 1982. Since burrowing in fiscal year 1982
would also be significantly reducedby 50 percent for both stu-
den& and parentsthe CBO estimates total program savings of
$0.8 billion in 1982.

In adopting-the reconciliation bill, the Senate implicitly accepted
the administration's GSL proposal, but with an October rather
than a July implementation date. As a result, the resolution as-
sumes no GSL savings in fiscal year 1981, but a $0.6 billion savings
in 1982

In 1982, the subcommittee's plan would continue the 1981 GSL
program changes. If these changes were implemented by this J 'fly
1, fiscal year 1982 savings would be $0.5 billion because new loan
volume would decline from $7.9 billion to $4.9 billion. Although
total program costs would still grow to $2.9 billion, only $0.4 billion
of this amount would be due to the new loans provided in fiscal
year 1982. If these changes were not implemente,d until October 1,
however, fiscal year 1982 savings would be significantly lessabout
$0.3 billion.

The Congress could reduce the growth in GSL program costs in
various other N rays. One option would be to limit special allowance
payments to lenders. At present, private lenders receive a special
Federal allowance payment that assures them a yield equal to the
91-day Treasury bill rate plus 3.5 percentage points-18% percent
on all outstanding loan capital in the last quarter. The actual
amount-of-savings-from reducing the special allowance payments
would depend on the size of the reductiSn. Since special allowance
payments for new loans represent only a small portion of total GSL
cost savings would be modest at first, but they would eventually
grow. A disadvantage of this approach is that any significant re-
duction in the special allowance that was not offset in some other
waysay, by allowing lenders to charge higher interest rates
would make the GSL program unprofitable and could discourage'
lenders from participating.

Another optiona variance of one of the administration's pro-
posalswould eliminate the in-school interest subsidy but would
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automatically defer payment of accrued interest until students
have left school. If the Federal Government were to pay the inter-
est while students were in schoolthus assuring lenders continu-
ous payments from the time the loans were madeinitial savings
would be small: But as the accrued interest was repaid, savings
would grow appreciably. Although this option would minimally
increase the administrative complexity of the program, it should be
possible to structure the changes in a way that still attracts lend-
ers

In conclusion, Mr. Chairman, the choices available for achieving
significant reductions in spending for student aid are quite limited,
and the time constraints on enacting new legislationespecially
any that is to become effective this Julyare severe. The subcom-
mittee is tberefore confined' o a few difficult choices and a rigorous
schedule. The CBO will try to assist you in any way we can during
the course of your deliberations.

Thank you, Mr. Chairman.
Senator. STAFFORD. Thank you very much, Dr. Rivlin, for your

very helpfut statement.
I will state to my colleagues on the committee we will use the 10-

minute rule in asking questions. I am told there may be a vote at
ll'o'clock. If that is so, we will have to recess the committee to go
over and vote.

Your testimony includes the option of deferring and accruing
interest on GSL while a student, is in school to be repaid with
principal when the student graduates.

Practically, would not the special allowance be paid on the cap-
italized amount of the loan while the student is in school, thus
diminishing a cost savings to the Federal Government as opposed
to savings achieved by requiring the student to pay interest while
in school? Could you tell us how much that would be?

Dr. RIVLIN. Let me pass that estimate to Dr. Longanecker.
Senator STAFFORD. Let me say on any question that we ask you,

if you prefer to give us a response in writing, it may be done that
way.

Mr. LONGANECKER. Let me give a brief capsule and, for the
record, I will prepare something more expansive.

Senator STAFFORD.. Could you pull the microphone up a little bit
closer?

Mr. LONGANECKill. Thank you.
To a great extent, the cost savings and the effect. on the demand

for loans would depend on how you structured any accrued provi-
sion. The .administration, for example, has proposed that students
with the consent of lenders.could now essentially give less; howev-
er, the banks are able to compound and cap that interest to the
principal: That does not turn opt to be a very attractive option for
the lender.

The specific option that we were discussing, offering here, is one
that would essentially not change the yield to the lender at all but
just have the Federal Government pay that interest while the
student was in school. They would not necessarily be capitalized, at
least in a compounding way, although, in effect, I think if I under-
gtand your question, that is correct. It is clearly increasing the
level of debt that the student would ultimately have to attain.

9 t1
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Senator STAFFORD. Dr. Rivlin, one of the critical elements in any
of the Alternatives that we are considering for modifying the GSL
prograirt is. the establishment of a viable patental loan program
which few lenders have yet undertaken.

Can you give us your views on how we might encourage the
startup of this program authdrized by last year's amendments to
the Higher Education Act, and whether you believe it can, in the
short term, help to offset changes in the student, loan program?

Could you also tell us if we were to enact it. needs analysis
provision of S. 1108, for the GSL program, how much it would cost
to open up the parent program to independent students and their
spouses?

Dr. Rivux. I think that is another question that we might want
to amplify for the record, but let me see what Dr. Longanecker
would like to say about it right here.

Mr. LONGANECKER. Yes, in terms of estimating the effects, if one
opens it up to independent students, we could certainly do an
estimate on that.

Aft to how to make the program more attractive, it involves
making it attractive both to the potential borrowers and to the
lenders. And actually I suspect the lending institutions which will
be here to discuss the student aid programs this afternoon may be
in a better position to answer that question than we would be.

Senator STAFFORD. We will expect an expanded answer on these
first two questions at your very earliest convenience, if you could,
please.

I am especially concerned that by imposing needs analysis, such
as that in S. 1108, for eligibility for Gat that we do not inadvert-
ently preclude students from farm families with farm assets over
$50,000 from borrowing under the program, as many farm families
may be wealthy on paper but not in reality.

Could you inform us of what the additional cost might be to
waive for GSL the provision that excludes only the first $50,000 in
farm assets in determining the family's expected contribution?

Dr. Rivux. Clearly there is a problem with respect to farm
assets.

We do not have an exact estimate of what waiving the farm
provision would do. Let me pass that one also to Dr. Longenecker.

Senator RANDOLPH. What is your name?
Mr. LONGANECKER. Dave Longenecker.
Yes, theie clearly are a number of families, farm families that

are excluded because of the value of their farm. I have heard it
said that a- 35-acre farm essentially disqualifies a family from
assistance. There are a number of factors that come into play here.

Many farnilies, -they- have a farm that is valued considerably in
excess of $50,000, but their own equity in that farm may not be
$50,000 because they have leveraged some of that farm debt value
by purchasing equipment or they simply may be working off a
mortgage and not have that much into the farm themselves, so
there are many factors that would come into account here.

In respect to the eligibility for the guaranteed student loan pro-
gram, if you had a $25,000 income cap, most farm families earn
less than $25,000, at least currently, in our economy. And they
would still be eligible even L.Jugh they had expensive assets, as I

9
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understand the provision of your bill. Pell grants, on the other
hand, clearly, many of the students are affected by that asset limit
on farms.

So within the farm community, farm families, a large proportion
of them may benefit from this; the overall cost effects cannot be
appreciable because only a small portion of our applicants live on
farms.

Eenater STAFFORD. Thank you.
One of the options proposed in GSL is to allow all students to

borrow up to their remaining needs to $2,500 for an undergraduate,
and $5,000 to a graduate student, with a floor loan of $1,000. If
students demonstrated need below that amourt, that is to a thou-
sand, this might alleviate the situation you have described in
which lenders are reluctant to make loans below $1,000.

Could you give us your assessment az thiS is a possible option
and, if available, a cost estimate assuming the rentention of the in-
school interest subsidy?

Dr. RIVL1N. That is a hard estimate to make, although we will
make an effort, I think. It is probably a more refined estimate than
cur. methodology allows us to make with greater conviction, al-
though we will attempt to do so. Limiting or excluding those who
borrow less than $1,Q00 would certainly reduce eligibility, although
it is probable that a lot of those students do not borrow now
because the lenders -do not find it particularly profitable to make a
small loan.

Senator STAFFORD. Thank you very much.
Senator Pell?
Senator PELL. Thank you very much, Mr Chairman.
I was struck in your testirnony.where you stated that funding for

student assistance programs has not increased in real terms in the
last half decade, in the last 5 years. Yet, we are constantly con-
fronted by the Budget Committees of both Houses, with statements
that the, student aid programs are always increasing. I guess what
we are talking about here are the differences between real increase
and actual paper increase. In other words, inflation. Has there
been lowering of the real percentage or the amount of help that is
being given to students than existed in 1976?

Dr. RIVLIN. That is right.
The dollar amounts have increased rapidly. but when discounted

for inflation, the real amounts have not increased since about 1976,
although they did increase rapidly during the first part of the
decade.

Senator PELL. Would not it also be a statement of fact that the
tuition increases in the colleges and universities on the average
have gone up at a rate considerably higher than inflation?

Dr. RIVLIN. I am not sure that is true.
Let me turn to my colleagues or. that.
I think over a long period they have gone up aboutat the rate

of inflation.
Senator PELL. I am thinking of the last 5 years.
Mr. LONGANECKER. We will certainly provide that. It is my recol-

lection, however, that out of the last 5 years, about the first 3 years
of those, the cost rise in higher education was below the inflation

25
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index and that the last 2 years they have, eon higher but we will
be glad to check that.

Senator PELL. Maybe you could submit that for the record, be-
cause I have heard the statements made, and maybe% it is an
incorrect statement; but I would like to know whether the average
cost of tuition increase has gone up at a rate higher than the rate
of inflation.

Senator PELL Dr. Rivlin, you stated in your testimony also sav-
ings in st,,dent assistance costs would be smaller if the administra-
tion's proposal to eliminate student social security benefits is
adopted. Thus if you take the converse of that, are you saying that
the cost to the student assistance programs would increase if we
adopt the administration's proposal?.

Dr. Rtvtati. Certainly, not on balance, not in total, but certainly
the. number of students eligible for Pell grants would increase if'
the social security grants were reduced. The administration has
taken account of that in their estimates of this proposal, or has
tried to.

Senator PELL. Thank you.
Senator STAFFORD. Thank you very much, Dr. Rivlin.
Thank you very much, Senator Pell.
Dr. Rivlin, we understand that it is necessary for you to leave

and the subcommittee will certainly want you to go and carryout
whatever duties you may have. But we would appreciate it if Dr.
Longenecker and Ms. Kalcevic could stand by in the event we need
help from them, with the panels that are going to follow.

Would that be possible?
Dr. RIVLIN. Yes; I will leave behind my able representatives here.
Senator PF4.1.. I also would like to submit a question in writing.
Senator STAFFORD. The Chair will reserve the right of all mem-.

bets, without objection, to submit questions in writing fc- early
answers so that those members who were not here and may have
"important questions can get them answered; is that agreeable?

Dr. RIVLIN. That is fine.
[The following was received for the record:).
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RESPONSES TO QUESTIONS RAISED AT THE MAY 11, 1981 HEARING
SESORE THE

SUBCOMMITTEE ON EDUCATION, ARTS AND HUMANITIES
COMMITTEE ON-LABOR AND HUMAN RESOURCES

Responses to Chairman Stafford's questions

Q. Your testimony includes the option of deferring r'd accruing interest
on CSLs while H student is in school, to be repels with principal when
the student graduates. Practically, wouldnli the special allowance be
paid on the capitalised amount of the loan while the student is in
school, thus diminishing the cost savings to the federal government,
as opposed to savings achieved by requiring the student to pay
interest while in school? Could you tell us how such that would bet

Under most ways of inplementing a proposal that would allow students

to defer and accrue interest on GSLs while in school, the'savings achieved

from eliminating the in-school interest subsidy would be partially offset

by other costs, such as increased special allowance payments resulting from

larger debt levels and depreciated values of future repayment streams. The

long -tern savings of approximately 25 cents per dollar loaned (discounted

to 1982 dollars) resulting from elimination of the in-school interest

subsidy would be offset by increased costs of approximately 5 to 7 cents

per dollat.loansd.

If accruing and deferring were a private agreement between the

borrower and lender, as proposed by the Administration, the increase in

special allowance payments would depend on whether the federal government

were to pay the special allowance on only the original principal amount

borrowed, or on both the principal and accrued interest. If special allow-

ance payments were made only on the amount of outstanding loan principal,

federal costs per dollar loaned would not increase but volume probably

would, thus increasing special allowance payments. It is unlikely, how-

ever, t.,at lenders would willingly agree to these provisions since doing so
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would reduce lenders' long-tera yield on these loans. If students were

unable to negotiate agreements with lenders to defer and accrue interest

payments, men, students would need to borrow enough more to pay their

annual interact charges. Tor students whose borrowing was not constrained

by the maximum borrowing amounts, the amount borrowed could be expected to

increase by 9 percent. The corresponding i in special allowance

payments would partially offset savings from elteinating in-school interest

subsidies.

On the other hand, if special allowance payments were paid on both the

original loan principal and the accrued interest, lenders would be assured

of a long term yield comparable to what they currently receive, so they

would be sore likely to make private agreements with students to accrue and

defer interest. Even under these conditions, however, lenders would have

reduced current cash flows, so many of them might still refuse to negotiate

agreements to defer and accrue interest. If lenders were to refuse to

allow students to defer and accrue interest, many of them would need to

borrow an additional amount to pay their annual interest costs- -presuming

they were not already borrowing the maximum amount allowed. Again, overall

loan volume would increase, as would the requisite special allowance

payments.

Under another option--which was discussed in our testimonyloans

would accrue i 1,:2111t from- the time they were originated, but these

interest chargei would automatically be deferred until the student left

school. To ensure that the supply of loans would not be disrupted due to
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reduced returns for lenders, the federal government would continue to pay

the interest amounts while the students were in school, but would recoup

these costs when the loans entered repayment. While this option would not

achieve large savings until the deferred interest payments were repaid,

future savings would be significant. Even if the federal government were

paid back the full amount of deferred interest at the time that the loan

entered repayment, however, a cost to the federal government --over and

above the special allowance payment - -would remain if the federal cost of

borrowing to pay the interest subsidy exceeded the amount of interest

earned on the loans.

Q- I am especially concerned that, by imposing needs analysis such as
that in S. 110& for eligibility for GSLs, that we do not inadvertently
preclude students from farm families with farm assets over $50,000
from borrowing under the program, as many far: families ay be wealthy
on paper but not in reality. Could you inform us of what the
additional cost might be to waive, for MIA, the provIsion that
excludes only the first 550,000 in farm assets in determining the
family's expected contribution?

Eliminating any expected family contribution from the asset worth of

family farms would increase the proportion of farm children attending

college who would be eligible for .MLs. The aggregate impact on program

costs, however, would be minimal because only a small portion of students

come from farm families, and only a portion of these students would be

affected by a $50,000 cap on the farm asset exclusion.
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Not all children from families whose farms are worth more than $50,000

world be ineligible for GSLs. Equity in the farm, not the full value of

the property, would be used to determine the expected family contribution.

Although farms may be valued at much more than $50,000, families' equity in

the farm may be less if the families have large mortgages on their property

or equipment.

Under the Subcommittee's proposal, the asset exclusion would not

affect GSL borrowing by most farm children because their families generally

have less than $25,000 in adjusted gross income; therefore, . e children

would be eligible for loans regardless of the value of the Liras. On the

other hand, the $50,000 asset exclusion would limit GSL eligibility for

students from farm families if the Administration's needsbased GSL

proposal were adopted.

Q

1'

One of the critical elements in any of the alternatives we are
considering for modifying the GSL program is the establishment of a
viable parental loan program, which few lenders have yet undertaken.
Can you give us your views on how we might encourage the startup of
this program, authorized by last year's amendments to the Higher
Education Act, and whether you believe it can, in the short term, help
to offset changes in the student loan program? Could you also tell
us, if we were to enact the needs analysis provisions of S. 1108 for
the GSL program, how 'such more it would cost to open up the parent
program to independent students and their families?

As I mentioned at the hearing, the CEO is not particularly expert in

how to make the parent loan program work or in ing whether it is

likely to be a viable alternative to the student loan program. I would
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recommend working with lenders, state guarantee agencies, and the Education

Department to determine if and how this program can be designed to best

accomplishjts objectives.

ad* do know'at this point that implementation of the parent loan

program has been sluggish and that many lenders have expressed

to participate in it. As a result, we anticipate relatively low levels of

parental borrowing in fiscal years 1981 and 1982.

We estimate that extending eligibility for parent loans to independent

students would increase borrowing by approximately $200 million, which

would increase program costs by $2 million in fiscal year 1982. Virtually

all of the increased demand would come from students who would already be

borroVIng the maximum allowed amount in the student loan program, but who

would like to borrow more. Few independent students would be expected to

borrow only IL the parent loan program, because the terms of parent loans

are so such less attractive than the terms of student loans. We estimate

that 20 percent of undergraduate borrowers and 50 percent of graduate

borrowers are independent students, and that 10 percent of these students

would also borrow in the parent loan program.
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Q. One of the options proposed in GSL is to allow all students to borrow
up to their remaining need, to $2,500 for ar undergraduate and $5,000
to a graduate student, with a "floor" loan of $1,000, if students
demonstrated need below that amount. This might alleviate the situa-
tion you have described fn which lenders are reluctant to make loans
below $1,000. Can you give us your assessment of this as a possible
option, and if available, a cost estimate, assuming the retention of
the in-school interest subsidy?

We estimate that limiting borrowing to remaining need would reduce

loan volume by 50 percent and the number of borrowers by 40 percent. If

all students were allowed to borrow up to $1,000, regardless of need, many

additional students would apply for loans. If lenders were willing to

provide loans of $1,000, we estimate that as many as 1.4 million additional

students would want to borrow, thus increasing loan volume by $1.4

billion. But lenders are nrc likely to make $1,000 loans readily available

because their yield is relatively small on loans of this size. If banks

were willing to provide $1,000 loans for half of the 1.4 million students,

loan volume would increase by $0.7 billion, which would increase fiscal

year 1982 program coats by approximately $60 million.

Responses to Senator Pell's Questions

Q. How have college costs grown over the past five years, relative to the
cost of living?

Over the past five years, average college costs have not increased. as

rapidly as the cost of living, as measured by either the Consumer Price

Index (CPI) or the Personal Consumption Expenditures (PCE) deflator (see

Table 1). This result is consistent with findings reported in previous CB0

papers that indicate that the burden of college costs on the average

student has not increased appreciably over 'the past decade.

3 *-1
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TAXI 1. INCREASES IN TUITION COSTS, THE CONSUMER PRICE INDEX (CPI), AND
THE PERSONAL CONSUMPTION EXPENDITURES (PCE) DEFLATOR: 1976-1980
(In dollars)

Average Tuition Costs CPI PCE Deflator
Percent Percent Percent
Annual Annual Annual

Amount Change Amount Change Amount Change

1976 1,150 --- 170.5 --- 1,084 ---1977 1,238 7.7 181.3 6.5 1,206 11.21978 1,319 6.5 195.4 7.7 1,349 11.91979 1,422 7.8 217.4 11.4 1,511 12.01980 1,551 9.1 246.5 13.4 1,670 10.5

Change from
1976 to 1980 401 34.9 76.0 44.6 586 54.0

SOURCES: National Center for Education Statistics and Economic Report of
the President.

Average tuition charges, however, do not necessarily accurately

reflect the cost increases with cific sectors of higher education. To

some extent the increase in average 'costs has been held down because a

higher proportion of students are attending less expensive institutions,

'particularly two-year public community colleges. At many types of institu-

tions, tuition and fees have increased more rapidly than either the Con-

sumer Price Index or family inc-.me. I
although these increases have not

grown as rapidly as personal consumption expenditures. Cost increases have

varied appreciably within both the private and public sectors. For

example, from 1967 through 1977 among five groups of institutions, costs

1. See, Carol Prances Van Alstyne, Is There or Isn't There a Middle-
Income Crunch? (American Council on Education, 1979).

3,1
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_= rose -proportionally Molt_ rapidly for the_Ivy League and
the Seven Sisters

schools and less rapidly for public institutions in the Pacific Eight, Big

Ten, and Southeastern Conferences.2

Q If I an not mistaken, the Administration and the Congressional Budget

Office use different economic assumptions in estimating the costs of

programs such as Guaranteed Student Loans. If we used the

Administration's economic assumptions for Treasury bill and interest

rates, and if we did not alter the Guaranteed Student Loan program at

all, what would be the cost of this program in fiscal years 1982,

1983, and 19841 '

All of the estimates provided in the testimony are based on Senate

Budget Committee (SBC) economic assumptions. The table below provides

estimates of what the current GSL program, if not changed,,would cost in

fiscal years 1982 through 1984 under both the SBC economic assumptions and

the Administration's economic assumptions.

COSTS OP THE CURRENT GSL PROGRAM UNDER DIFFRENT ECONOMIC ASSUMPTIONS

191:2 1983 1984,

SBC Economic Assumptions
BA 3,439 4,118 4,568

0 3,247 3,955 4,470

Admin_straiion's Economic Assdmptions RA 2,799 3,204 3,668

0 2,725 3,106 3,555

2. Unpublished data from Susan Nelson, The Brookings Institution, 1978.

35
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Im your testimony, you discuss-the possibility of- capping the special
allowance that is paid to lenders. In your analysis of where interest
rates and the cost of money may be going in the next few years, do you
have a suggestion as to what a reasonable cap might be.

In our testimony we discussed the possibility of limiting special

allowance payments to lenders. Two ways in which they could be limited

are:

o Impose a maximum cap on special allowance rates, or

o Revise the special allowance formula to reduce lenders' yield.

Limiting special allowance payments by imposing a maximum cap on the

special allowance rates used to determine payments to lenders could reduce

program costs, but its inflexibility to changing money market conditions

also would seriously jeopardize the availability of loans to ligible

students. Any cap, once in effect, would sake GSLs less attractive to

lenders in comparison to other loans and investment opportunities for which

yields were not constrained. As a result, lenders would likely shift at

least a portion of their current student loan capital into other bankirig

activities. For example, imposing the same cap on special allowance rates

that existed prior to the fourth quarter of fiscal year 1979 (a 5 percent

cap on 7 percent loans and a 3 percent cap on 9 percent loans) would reduce

lenders' fiscal year 1982 yield on GSLs from 16.5 percent to 12 percent. A

reduction of this magnitude would achieve significant cost savings- -

approximately $100 million in fiscal year 1982 on new low. volume alone,

even if the amount borrowed did not decline, and much greater savings if

borrowing were reduced. It is likely that borrowing would decline appre

ciably, because few leaders would be likely to continue participating

actively in the CSL program if their yields were reduced by this amount.

3'
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An alternative way of controlling special allowince costs would be to

change the formula for determining lenders' overall yield on GSLs. Cur

rently lenders are assured a yield that varies with the 91day Trtasury

bill rates and is equal to the bond equival4icy rate of these Treasury

bills plus 3.5 percentage points. It may be possible to reduce this yield

solewhigt and still assure lenders a yield adequate to keep them actively

participating in the program. Some evidence suggests, that the special

allowance rate could be reduced by 0.5 to 1.0 percentage points without

eliminating lenders' margin for profit in the program. The clot savings

associated with such & change would depend greatly upon whether the revised

special allowance applied only to new loans or to all outstanding loan

volume. . If applied only to new loan volume, a 0.5 percentage point (50

basis points) reduction in the special allowance rate would reduce fiscal

year 1982 costs by only $20 million. On the other hand, if applied to

payments on all outstanding loan volume, reducing tne special allowance

rate by 0.5 percentage points would reduce fiscal year 1982 payments

approximately $100 million. If lenders restricted the supply of loans

because their yields were reduced, costs would decline even more.
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Response to Senator Randolph's Question

Q. What would be the affect of adjusting the family size offset allowance
in fiscal year 1962 to account fully for lunation between 1950 end
1982?

The C30 estimates that under 8. 1108 the Pell Grant program would cost

$2.5 billion le fiscal year 1982. This estimate assumes that the family

size offset (f.s.o.) allowance would continue to be fully adjusted in °

future years to account for inflation. If, on the other hand, the

Administration's proposal were adopted, and the f.s.o., were increased

between fiscal year 1980 and 1962 by only enough to offset inflation from

1981 to 1982, benefits (end program costs) would be reduced by an addi-

tional $166 million.

Senator STAFFORD. Thank you very much.
The committee would now invite the first of our two panels totake the witness chairwitness table, we should say--

ause.]
nator STAFFORD. Dr. Rivlin, could you wait just a minute?I understand Senator Randolph, who had to leave the room, mayhave a question or two after all. So we will withhold a minute.

[Pause.]
Senator STAFFORD. Dr. Rivlin, we see the Senate has started avote.
Would it be possible for you to remain long enough for Senator

Randolph, after we return?
Then, ladies and gentlemen, we are going to recess the commit-

tee simply long enough for Senator Pell and myself to get over andvote and come back, which I would estimate will take about 15minute'.
[Recess.]
Senator STAFPOI The committee will please come to order.In order for participants to anticipate what the committee maydo, since between rollcalls and other things, we are going to find

our hearings are overrunning the time we have allotted, it will be
the Chair's intention to call the second panel first, after Dr. Rivlin,
since the second panel is made up of people who are out of this
area and the first panel is not. It is also the Chair's intention torun through until we have finished, if we can do it by 1 o'clock,
rather than break for lunch earlier. I hope that will be agreeable
to those who are here.

Having said that, Senator Randolph, Dr. Rivlin has remained
'and is available to answer questions for you.

Senator RANDOLPH. Thank you very much, Mr. Chairman.
Dr. Rivlin, I am now passing a pleasantry; I think you are one ofthe most knowledgeable and capable individuals that I have met in

Government, and that would mean that you are always on an evenkeel as to subject matters; your position within the organization,
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within Government, has given you an opportunity to help many
members of the Congress better to understand our problems.

If budget cuts in the loan program are made, as recommended in
the budget, how many students do you estimateand it could only
be an estimatewould be forced to leave this program nationwide?

Dr. RIVLIN. We dealt with this to a limited degree in the testimo-
ny, Senator Randolph.

For 1981, if I can find the rest of itiet me tun to Dr. Longan-
ter. I guess we do not have the 1981 r umber in th.'re.
Mr. LONGANECKER. We estimate the rea...,ction be about 50

percent of the number of borrowers; actually, it turns out to be
about 40 percent of the borrowers; 50 percent in eligibility. 40
percent brings it down to $3.35 million to $2,200,000; it is a reduc-
tion of about 1.4 million students in borrowing in 1981.

In 1981, it is a 50 percent reduction, although it is not quite as
large because you are only d-aling with the borrowing of the 'final
quota of the year.

Senator RANDOLPH. You are speaking now of the guaranteed
student loan when you made this comment?

Mr. LONGANECKER. That is correct.
Senator RANDOLPH. Is that right?
Mr. LONGANECKER. Yes.
Was that responsive to your question?
Senator RANDOLPH. In part, yes.
J want to continue it.
What is your feeling about that reduction?
Dr. RIVLIN. Well, it is not my job to have feelings about reduc-

tions. It will certainlyit will disappoint 'many students, it would
presumably be concentrated in those who need it least and have
other sources of funds, but it will make it difficult for many stu-
dents to finance their education.

Senator RANDOLPH. What about the college I spoke Of as an
illustration?

Dr. RIVLIN. I am not familiar with the, exact situation at Salem
College, Senator Randolph, but certainly for small, private institu-
tions that have a large proportion of their student bodies on stu-
dent aid and I suspect this is one, it will mean very difficult
readjustment.

Senator RANDOLPH. I pointed out one source of giving which is
not available to us. You understood that?

Dr. RIVLIN. Right.
Senator RANDOLPH. And that comes with the smaller college,

usually, the independent private college, because added to rio State
aid, there is this additional lack of aid which can come from any
so-called body of church membership represented in the college'
that I speak of, my own, so you realize that you are compounding
not you, but there is the compounding of this problem as it affects
certain institutions of learning in the country that have no State
aid and have no body of a church constituPncy, as we would call it,
to help with the giving process and,so it is an accentuated'proble,m
that faces many independent institutions of higher learning in our
country.

I know of many, many cases, but I am thinking of one, with
which I am most familiar, where I am personally inliolvedgradu-
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ated after being a student; and where I have been a member of the
board of trustees for more than 50 years, although I am not at the
present time.

But we are in a place where we are frightened by the possibility,
Dr. Rivlin, of college closings;'oi" closing institutions which are very
productive in their work and where young men and women need
the opportunity to continue their studies in the college of their
choics... These matters are deeply felt by many of us; we have just
had an amendment voted in the Senate; I would be interested in
knowing if a member of the staff would check the vote for me, the
Moynihan amendment, in which he attempts to remove certain
moneys from mass transit and to place those moneys back in the
program of student loans; so there will be continuing effort, even
being made at this time, in reference to the budget votes in the
Senate, that is indicative of the seriousness of the financial situa-
tion for which we are attempting to find an answer so as not to
decimate the student aid section of the Higher Education Act.

What is your estimate on the cost of indexing the family subsist-
ence allowance for fiscal year 1982; that would be the academic
year of 1982-83, for, the Pell grants?

Dr. Rivux. Let me ask my colleagues if they have an estimate of
that. If not, we will supply it for the record.

We have _attempted to break down the various pieces of the
changes, and, David, do we have it? . .

Mr. LONGANECKER. This is in 1981 or 1982, sir?
Senator RANDOLPH. 1982. That would be an academic year of

1982-83, of course. For the fall of fiscal 1982.
Mr. LONGANECKER. Roughly, it looks like about $100 million, sir.
would be glad to refine that estimate when we get a chance.
Senator RANDOLPH. What is the totenow?
Mr. LONGANECKER. What isexcuse me?
Senator RANDOLPH. What is the total of the Pell grant costs?

.Mr. LONGANECKER. OK.
In that year, it depends on which option you are starting from as

a base.
Senator RANDOLPH. I am not starting from any option.
Go back to when it was in effect.
Mr. LONGANECKER. OK.
The program is currently estimated to cost'abdut..$2.5 million

bijlion, excuse me$2 5 billion to $2.7 billion. The progran, around
that would be about $2 3 billion, the program 1108 would cost
about $2.5 billion.

Senator RANDOLPH. Dr Rivlin, du you and your colleagues be-
lieve that loan eligibility should be based on the remaining need
only without a family income cap and, if so, why?

Dr. RIVLIN. The CBO does not make recommendations about
policy matters before the Congress; that I 'cannot answer directly.
Fortunately for us, it is up-to you to make these difficult decisions.It is not ourjob.

Clearly, if the Congress wants to use fun,' available to aid the
most needy students, then this is one way to do that; is to limit the
eligibility for GSL's in some way, to make it a need-based program,
again, as originally it did have an income limit on it.

Senator RANDOLPH. So there would be savings achieved?

) . ..,
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Dr. Rivux. There would be savings achieved by doing this and it
would tend to target the Government's subsidies on the needier
students, those who have least access to other kinds of funds.

Senator RANDOLPH. Thank you, Dr. Rivlin and your associates.
We will be talking to other witnesses, Mr. Chairman.

Senator STAFFORD. Thank you very much, Dr. Rivlin. If you could
leave your two associates behind, it would be very helpful to us and
we are very grateful to you and all three of you for being with us
this morning.

Dr. RIVLIN. Thank you, Mr. Chairman.
Senator RANDOLPH. I 'NTFir d like to inquire, what was the vote

that I requeited? I

Senator STAFFortri.--the vote that you are questioning was for
Moynihan 30; opposed, 55. So the Moynihan amendment lost.

Senator RANDOLPH. Yes, which I expected it to do.
I supported it.
Senator STAFFORD. It put you and I in a rather difficult position,

since it was taking $200 million away from the committee over
which me have shared joint responsibility to make part of it availa-
ble to this subcommittee.

The Chair would ask the second panelsince that appeared to be
agreeable and nobody objected, if they would take the witness
table, Mr. Douglas R. Seipelt, president, Colorado guaranteed stu-
dent loan program, Denver, Colo.; Mr. John Barrett, assistant vice
president for student loans, Chemical Bank, New York, N.Y.; Mr.
Robert Spiller, president, Boston Five Cent Savings Bank, Boston,
Mass.; and Dr. Gordon K. Davies, director, State council of higher
education, Commonwealth of Virginia, Richmond, Va.

GentleinPn, do yu have _a speaking order in which you piefirtiio
go? ........_ ... ............

STATEMENTS OF DOUGLAS }c. SEIPELT, PRESIDENT, COLORA-
DO GUARANTEED STUDENT LOAN PROGRAM, DENVER, COLO.;
JOHN BARRETT, ASSISTANT VICE PRESIDENT FOR STUDENT
LOANS, CHEMICAL BANK, NEW YORK, N.Y.; ROBERT SPILLER,
PRESIDENT, BOSTON FIVE CENT SAVINGS BANK, BOSTON,
MASS.; AND DR. GORDON K. DAVIES, ,DIRECTOR, STATE
COUNCIL OF HIGHER EDUCATION, COMMONWEALTH OF VIR-
GINIA, RICHMOND, VA., A PANEL

Mr. SEIPELT. I believe, Mr. Chairman, I will be leading off for my
distinguished colleagues.

Senator STAFFORD. All right.
Before you start, and in view of the fact that we have to finish by

1 o'clock, the committee would ask you to observe that stop-and-go
system we have there. It is not really very satisfactory but it gives
you four minutes to the yellow light and 1 minute to that, and
your full statements will be placed in the record, if that is agree-
able.

Mr. SEIPELT. I am Douglas R. Seipelt, president of the National
Council of Higher Education loan programs and director of the
Colorado guaranteed student loan program. The National Council
draws its membership from the 46 State-guaranteed and direct-
lending agencies, from major commercial lenders participating in
the guaranteed student loan program, from principal members of
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the revenue- financing and loan-servicing communities, and anumber of other associated groups.
The council and I appreciate the chance to share with you our

thoughts concerning potential changes in the guaranteed student
loan program which could result from the Federal fiscal year 1982budget process.

As you know, the guaranteed student loan program is a classic
example of Federal expenditure leveraging large amounts of pri-
vate capital for social purposes. This Federal expenditure fo1 fiscal
year 1981 new loans was approximately $500 million and leveraged
over $5 billion in new private capital from the comme cial lending
community.

The GSL came into being from the Federal perspective in 1965
with the passage of the Higher Education Act. Even then, 16 years
ago, it was conceived as a program to support the credit financing
needs of middle-class America in meeting the total costs associated
with higher education. Today, that concept has not changed and hi
reviewing our overall economy I can safely say we now need it
worse than ever.

In the early 1970's, access to higher education became a national
goal so much so that in 1976 Congress passed legislation to help
States establish guarantee agencies to insure adequate private capi-
tal for financing higher education costs. Again in 1978, Congress
moved to expand eligibility through the Middle Income Student
Assistance Act by deleting any reference to family income as__a_--prerequisite to loaneligibility.--As-you- nmy- refti-ernIiir, until 1978,

Ivtritlifa-ysaeUrmined eligibility for in-school interest subsidy via
an income cap limitation, for example, $15,000 in the early days
and $25,000 from 1976 until MISAA.

Today, through congressional legislation, State agency hard workand lender acceptance, we have a mature student loan program
which provides access to higher education nationwide through rea-
sonably priced credit for students. This along with many years of
double-digit inflation, which has eroded parental and student dis-
cretionary income, escalating educational costs, and a national
social goal of open access, has created a situation where the Ameri-
can educational economy relies in large part on the availability of
guaranteed student loans.

But at the same time the overall costs of open access through
low-cost credit is takinga larger and larger share of the Federal
education budget. I would like to point out though that in^ ouropinion this cost over the last 2 years has not blossomed because of
fraud and abuse, but is due to the establishment of 22 new Stateagencies, mandated in the 1976 congressional amendments, and
more importantly to extremely high national interest rates.' Theinterest rate escalation is unparalleled in our recent history, and
has pushed -the Federal costs associated with the guaranteed loan
program to exorbitant levels.

We recognize, pursuant to our national fiscal goals, that the
number of students who can borrow under this program just be
limited to control Federal costs.

In this regard, I understand there are two bills which would
reduce the number of eligible students who can participate in the
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program: Senate bill 1109, which is. the administration's bill, and
Senate bill 1108, which is your proposal, Mr. Chairman.

I would like to very shortly discuss Senate bill 1109 in terms of
the National Council's position.

We cannot stand by in .terms of delivering the program in rela-
tionship to proposals that are in Senate bill 1109 concerning the
way the program would be administered. The program in 1109 is
generated to change the program in two main ways: No. 1, elimi-
nating in-school interest subsidy and, two, reducing the amount of
the loan to something called remaining need.

vRemoving in-school interest subsidy has two effects:
The first is that it makes the credit very costly to the student.

For example, a student who borrows $8,000 over 4 years will accrue
$2,269 in interest before he begins repayment and will repay
$15,610 for the $8,000 he borrowed. Many potential students may
decide this amount of indebtedness is not cost effective. In addition,
delinquency and default problems will inc.ease as the student debt
grows. We believe that is truly a very costly program to. students.

The administration's proposal for recovering the in-school inter-
est includes accruing, capitalizing, or billing the interes;. This
would present lenders with major administrative problems. Many
lenders, which we utilize today, would not participate under these
new operational criteria. We are gravely concerned that if these
changes are required, the availability of credit financing of higher

uzatianimaysollapse_ entirely `Me;rmining need" is another iastip
which will have the effect of shutting out middle-class students
from credit availability. Remaining need is calculated by subtract-
ing from the cost of education, the expected family contribution,
and other student aid to approve at a cost figure not covered
through all sources.

It is fallacy to assume that in today's economy a four-member
family with $22,000 in income will have cash resources each Sep-
tember 1, for each of the next 4 years, to fund a $2,000 need
analysis expected contribution toward the cost of education. The
credit advanced through GSL has always been the mechanism
which for many families cover the expected amount not available
through savings or current earnings.

Need analysis assumes, and I underline "assumes," that families
have cash in savings or checking accounts to fund computerized
need analysis assessments. I believe that without credit for most of
middle America, those funds are not there.

I have dwelled to long on the administration's proposal, but it
must be clearly understood the National Council of Higher Educa-
tion loan programs feels very strongly that Senate bill 1109 will
hurt middle-class America very badly and will create a new needy
class. That class is those families whose needs analysis says cash is
there when in reality it N not.

We-applaud your efforts to reduce the GSL program in a more
equitable manner by reducing the eligible population, but keeping
the program available for the truly needy middle class who need
credit financing for higher education.

The National Council advocates an income ceiling of $35,000 with
eligibility for students with family incomes over that figure based
on a need analysis.
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We have consistently fought any recommendation of needs analy-
sis for all itudents because of the lack of sensitivity toward expect-
ed versus real family contribution at the low to middle income
levels. In the twenty to mid-thirty thousand dollar income range,
we cannot equate expected parental contributions to actual cash. It
is our contention that families over the $35,000 income level may
not have the parental contribution available in cash, but are in a
much better position to secure more expensive credit financing
outside the GSL environment.

We feel, though, that a $25,000 adjusted income is too low given
all the aforementioned problems of inflation and costs, however, we
support the concept of limitint, program eligibility through an
income level.

We support Senate bill 1108's position on social security. VA and
the independent student reductions. It is much easier to count the
aid resources and limit levels of indebtedness than to exclude stu-
dents from borrowing at all.

The Council has two other positions which you might wish to
examine:

First, eliminate all deferments except the in-school and unem-
ployment deferment, and;

Second, eliminate the newly enacted 6-month grace period after
deferments.
'ITUFEaTetiTations show a potential saving cf $31 million for fiscal

year 1982 in these two areas which could be used to increase the
level of the income ceiling.

There is one problem concerning implementation dates which I
would like to share with you. Senate bill 1108 carries a July 1
implementation date, which we feel could bring the current GSL
processing to an abrupt halt. We are now processing loans for the
fall and any changes which might retroactively effect loan Guaran-
tees would drive lenders from the program and delay disburse-
ments.

Whatever changes are enacted by Congress will require adequate
leadtime for implementation or many students will fall short of
their financing plan this fall. We implore you to look at an effec-
tive date which would more closely resemble the manner in which
you implemented the 1980 Education Amendments; such as loans
which are for periods of enrollment which begin on c after Octo-
ber 1, 1981.

We know you share our ecncern for the importance of the credit
financing mechanism for higher ° ducation in the form of the guar-
anteed student loan program. Lack of credit to students, higher
education institutions and their communities could have detrimen-
tal long term effects on the goals of our citizens and that segment
of our economy.

We applaud your support of the guaranteed student loan pro-
gram and support your concepts in limiting its growth.

We thank you again aid will answer any questions you might
have concerning our position.

Senator STAFFORD. Well, thank you very much, Mr. Seipelt.
Mr. Barrett, do yo'i wish to go next?
Mr. BARRETT. Yes, sir.

A .
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Mr. Chairman, members of the bubcorranittc, I thank you for
the opportunity to testify under the studenr loan program.

I am John Barrett and the officer in charge of the student loan
program at the Chemical Bank.

Chemical Bank is a lender in student loans in New York State.
We have at the present time 60,000 student borrowers on loans,
totaling $230 million. We participate in two programs: the New
York State higher education and the united student aid program.

The major portion of our loans are made under the New York
State higher education program. We project that by year end 1981,
our outstanding loans will total in excess of $300 million. In New
York State, Chemical and other lenders have made a commitment
to the student loan program in the past and hopefully will continue
to do so in the future. Since Congress passed the 19'79 amendments
which removed the ceiling and permitted the allowance to reflect
the current market rate, student loans have given the lenders a
fair return on their investments.

Major changes in the program could have an adverse effect on
the return that the lenders presently receive. This would be par-
ticularly so in the case of small lending institutions. The result
would be the elimination of small lenders to the program and the
total concentration of student loan volume by the large lenders.

SpecfficatiT-1- amreferfingv-th6-elithination of the subsidy and
the alternatives available for collecting such interest. One proposed
alternative would be the monthly, quarterly, or periodic billing and
collecting of unsubsidized interest by the subsidized institution.
This is something that I have had some personal experience with.
Back in 19'72, lenders were required to bill and collect unsubsidized
interest. The results were disasterous. In most cases, the interest
was not paid by the student and collection and default proceedings
had to be followed.

For the most part, this process was done manually since elabo-
rate and expensive computer systems were required to perform the
billing and followup required. Chemical Bank assures the getting
out of the loan program.

In New York, we were extremely fortunate to have a State
,agency take over this very burdensome job. If the lenders were
again required to bill and collect the interest. I feel that many
lenders, particularly the small lenders, would discontinue student
loans.

Another propobed alternative would be the capitalization of in-
terest during the in-school and grace period. Again, the smaller
lenders would be unable to wait 4, 5 or more years for return on
their investment and, consequently, they would be forced out of the
loan program. Only large lenders would be in a position to wait
until repayment commences.

I am not aware of any type of consumer loan in which a borrow-
er can defer payment for a period of time that can exceed 4 years.
The effects of capitalization would be greatly reduced by the
number of lenders in the program.

Let me comment briefly on current loans.
If the rate on current, loans to be fixed, and today the rate is 17

percent and next month the rates are at 14 percent, next year at
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18 percent, it could commit the lender at a mix of many different
rates.

Chemical Bank fully intends to support participants in the cur-
rent loans, provided the rate is comparable to student loan pro-
grams. A fixed rate of 12 or 15 percent to be paid by the current
is reasonable, providing there is also a variable rate tied to current
market conditions to assure the same return on current loans that
we receive on student loans.'

I" would like to also mention that the 1980 amendments which
grant a 6-month grace period after each deferment is, in my opin-
ion,-unnecessary and should ae eliminated.

I thank you for the opportunity to discuss these proposed
changes on the student loan program.

Thank you.
Senator STAFFORD. Thank you very much, Mr. Barrett.
Who will go next?
Mr. Spiller?
Mr. SPILIZR. I am Robert Spiller, president of the Boston Five

Cent Savings Bank. We are the largest savings bank in Massachu-
ietts and I think the second largest student-loan lender in Massa-
chusetts, but being a large savings bank today does not mean much
any more. My work has been in housing in the past, this past year,
fist tobecause the thrift bank is very different from the Chemi-
cal Bank; it is a different operation, which it is important that both
views be heard, although they are similar. This past year, we did
under-6,000 loans in an amount over $15 million, and currently we
are processing, in the first 5 months of this year, about $7 million
in current new loans to students. I would talk some policy; I do not
have a prepared text. I would rather respond to somethe issues
that I think a, e important. I can lend money to 'students; I can sell
the loans and I can relend again and keep a fairly substantial flow
of dollars available to a very large student population in our indus-
try. I believe there is some tightening down that needs to be done,
either through mandating of some minimum amounts, either
within the program or by a lender; I beligve That people who earn
over $200,000 should not come in and borrow student' loans, and I
see that abuse and I ,could cite you many examples of something
that has been an abuse.

A few years ago, when we could not track down where a student
had moved to because the school would not give out the address
things like that have tightened down, but there ate more things
that need to be done.

The question of interest subsidy; I do not really think it is a
question. If the interest subsidy does not continue in its current
form, or something comparable, the lender, such'as myself, could
not participate in the program. Interest to us cannot be capitalized.
It has to be earned and received in a timely manner, simply
because the industry that I am in is in battle sufficiently well now
that it cannot afford loss leaders.

I think a question is always asked: Why are we in the student
loans? Rather than wait, I will answer the qUestion. up front. We
are in the student loan business because it is of benefit to our
economics; it provides to our institution some future customers,
which is very important; we are in the retail business:,
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It provides us with a liquid portfolio because we sell all of our
student loans so that we can take care of a lot more kids and
within the charter of what we do, we are dedicated to housing and
therefore we would also be dedicated to student loan lending; oth-
erwise, we should function as a different institution, as you know.

I think there are a couple of things that could well be reviewed. I
think within Sallie Mae, I think some significant achievements
could be achieved in the area of servicing. I think there are too few
people servicing Sallie Mae loans. I think some cooperative effort
in "software, and then putting up the bid, more people to get in-
volved in servicing and letting these people buy the software pack-
ages in Sallie Mae.

I think there are some practical things that could be done to
simplify some of the cost of servicing and I think also there ought
to be some review of some of the guidelines that Sallie Mae lives
with; I have wat,..iied housing grow; I have watched Ginnie Mae
and Freddie Mack grow and I do not like to see the tail wagging
the dog, if that is the right way of putting it; because I think they
are a service agency and should not be the agency making the
basic decision; that should be coming from the education side and,
the final comment I would make is, in the world of housing today,
the typical piece of paper or pieces of paper necessary to put a loan

--thYough a e Probably-34 feet long a.ncLLwould certainly hate to see
that happen in the world of education, for a sTuiretirloan, because
that would ery clearly drive all private lenders out of the market-
place. They ,:ould not afford that kind of paperwork.

Thank you.
Senator STAFFORD. Thank you very much, Mr. Spiller.
Dr. Davies?
Dr. DAVIES. Mr. Chairman, members of the committE I am

Gordon K. Davies, the director of the Virginia Council c, Higher
Education and I chair the Federal Relations Committee ot. the
State higher education executive officers.

Our organization is the organization of the central State agencies
in the United States who have the responsibility for coordinating
or governing higher education in the States.

Mr. Chairman, let me start by saying that we fully support the
Federal efforts to reduce spending and to control inflation. I was
struck, Mr. Chairman, by your comments on the delicate balance
which must be maintained with the abilities of the students, par-
ents, colleges, banks, to support education.

I would like to add to that balance, if you will allow me, the
ability of State governments to pay their share, not only to the
public institutionsand Senator Randolph, but to the private insti-
tutions.

Many of our States, Virginia being one of them, has a substantial
grant program in support of private higher education. We give
$700 to every Virginia student in a Virginia private institution this
year and next year that number will go as highwell, by 1983, as
high as $1,000 per student.

Our job in the State is generally to make the tough decision at
the State level among good things, deciding which good things to
do; and that way, it is analogous to the kinds of decisions that this
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subcommittee and the Senate is facing in higher education. Good
higher education costs money..

If the Federal Government has to cut back on its support of
higher education, if the State revenues are tight and they are
across the country, then parents and students reust expect to pay
more money in tuition and fees.

If we are to take, Senator Stafford, take Vermont's figures as an
example, Vermont receives from the Federal Government, from the
guaranteed student loans, the Pell grant, and the other institution-
based program, receives more than 50 percent of .11 the tuition and
fee revenue it must collect to run its instittr;',..s.

If these moneys are not ,available, then clearly they have to be
passed on to the students themselves and their parents.

Now, Virginia is a prettyis in a pretty good position as a State,
financially, right nqw. We are still growing as a population and
industry is still growing but if we were to take a base of $500
tuition for a Virginia student, in a public college, in 1982, through
1984 on that basis, something in the neighborhood of $90 will be
added just because of inflation; that takes tuition from $500 to
$590. On top of that, something in the neighborhood of $50 will be
added' to replace general-fund tax dollars which are simply not
available. That takes the tuition increase to $140 on a base of $500.
Clearly, what is happening in the States is that the pressure is on
the parents and the students to come up with more money; and it

ialronie and -potentially- tragic that-at the-Federal-level-the- pres--
sure is on you to makeup decisions about which money to take
away from the same parents and the students.

Mr. Chairman, on behalf of my organization, I would like to tell
you that we can enforce Senate bill 1008. The interest subsidy that
yo propose to maintain we strongly .support; whether the need
lin it is $25,000 or higher. I would suggest it needs to be discussed.

We would certainly support counting social security and veter-
ans' benefits as part of the student's assets; we would support
higher interest, rates on parental loans. We would suggest to you
that it would be gory to look at the peculiar situation of independ-
ent students, especially those students who are independent and
have families, have responsibilities in the communities.

There are many colleges in Virginia where there are more
people over 22 than there are under 22 enrolled. The average age
in our community colleges is 28; the average age in the urban
communities is higher than that.

These people, many of them, find themselves as single parents
looking for their first career, as young married people looking for
theirsthe break which will give them a lytter economic life and
a better opportunity to contribute to the wel.-being of this country.

We would suggest to you, then, Senator, that it would be useful
to go back and consider whether provisions could not be made to
include these independent students as separate category receiving
special treatment in S. 1108. ,

Mr. Chairman, as part of my testimony, I have appended a set of
positions adopted by the State higher education officers on these
and other positions and I will be pleased to answer any questions
that the subcommittee might have.

Thank you very much.
[The prepared statement of Dr. Davies follows:]
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Mr. Chairman and Members of the Subcommittee:

My name is Gordon K. Davies. I am Director of ihelVirginia

Council of Higher Education and Chairman of the Federal Rela-

tions Committee of the State Higher Education Executive Officers

(SHE20)s The organization which I represent is composed of the

director, chancellor, commissioner, or president (the title

varies from state to state) of the agency in each state which

is responsible for coordinating or governing that state's system

of higher education. SHEEO also includes the executive head

of each state's postsecondary planning commission established

initially under Section 1202 of the Higher Education Aot - as

that Act was written prior to its reauthorization last October:

My organization very much appreciates the opportunity to

'offer some observAions and to make some-recommendation.. L,5ay.

We also thank you, Mr. Chairman, and,Senator Pell for the expert

SA4A1488.-e...,Whigb_iA_CPTibintlaila_provided,-borh tn-SHEE0 and-to-

its members in our individual capacities in the states, by the

fine staff members whidh are under yousr direction. Each member of

your staff is always ready to provide information which we

need in the states: Moreover, each one is always eager to

listen to our problems and concs.zs and to request our opinions
.

about educational issues of importance to our states. For this

and for your c'acious hospitality today, we are most grateful.

I would like first of all, Mr. Chairman, to errdhasize

that SHEEO supports the efforts of Congress and the Administration

to bring federal expenditures under control and to halt the

inflationary rise in costs which has been so damaging to all of

83-431 0-:81--4 50
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higher education. For several years the energy costs to provide

heating and electricity for our institutions have generally

doubled'over the previous year, the construction costs of new

academic facilities have increased in my own state by at least

150 percent in the last five-year period, and the charges for

faculty and staff salaries, while never managing to keep up

with inflation, have nevertheless grown annually between 6 and

12 percent. These increased and uncontrollable costs have

resulted in grave fiscal consegyences for most of higher education.

- AS heads of coordinating and governing boards, it is often our

responsibility to assist in the allocation of the scarce

resources provided for higher education in each of our states.

Therefore, we perhaps have more sympathy -- and empathy -- for

the difficult task which you and your colleagues face in attempt-

ing to trim expenditures than do most organizations and individ-

\
4 I

All of the increasing costs for higher education must ba

borne by someone, and this is'ihe message that I would emNlasize

to you toda, For whi,le higher education, and especially.

SHEE0, supro. 6 the'need to reduce federal spending,

we understand all too painfully that as federal support for

higher education stabilizes'or even declines - at the same

time that inflation continues to rise and the cost of higher

education inevitably increases - the states will be called

upon to assume a larger burden of the total educational costs.

Unfortunately, most states are in a situatIon comparable to

that of the federal government, even though most are not

operating with actual monetary deficits. The states' resources
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are already strained and, without additional increases in taxes,

most states will not be able fully to meet escalating costs

which will apparently not be met in part by a growth in

federal funds for education. This means that the consumers

of education - the students themselves and their parents - will be

forced to ply higher and higher tuitions, and this could

seriously endanger student access to higher education.

In calling this potential danger to your attention, I do

not mean to imply that the states are not prepared to assume

their fair share of the increased financial burden which
elcao

will fall to the states as a result of the effort to

controi federal spending. Indeed, many states, including

my own, have already moved to address the potential

loss of federal educational funds, particularly as the loss

might affect the ability of students to enroll at the insti-

----tuticivs, Reor4qisang-the-sbortage of dollars at the federal

level and with the realization that student tuitions in

Virginia will be 'forced up dramatically in the next biennium

because of a shortage of state revenues, Governor John N. Dalton's

preliminary budget targets for 1982-84 would more than double

the institutions' funding for student aid. Still,the additional

dollars provided will only offset a one dollar out of every

five which must be raised in addition to the normally expected

tuition increases. The increased aid dollars proposed cannot

begin to address the losses which we estimate will occur if

the Pell Grant program ouffers the decrease which we estimate

(about $10 million over a two-year period in Virginia)

if the program is funded at levels currently proposed. And the

,srr
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economic climate in my state is generally much better

than that found in many other states which have been hurt by

more severe economic problems.

Mr. Chairman, as part of the necessary effort to control

the cost to the federal government of the Guaranteed Loan

program, I am pleased, on behalf of SHEEO, to endorse the

concepts proposed in the student aid bill whic you recently

introduced and which is.now before this Subcom\ ttee. Most SHEEO

members recogriized very early after the passage of the Middle
IncomeStqdent Assistance Act that the escalating crating

and administrative costs of the Guaranteed LOan program would
,A

tlitsoon be out of control and must eventually be checked in order

not to endanger the fundt available for other aid programs.

As a result, at its Spring leeting here in Washington in

April, SHEEO adopted a posiiion paper advocating the re-

---------rstlbanTffieririOrIll income capcap for this program. Under it,

students from families'w1 ad3usted incomes below a specified

level would automatically qualify for interest payments while

students from families with'adjusted incomes above the specified

level might still qualify, on the basis of need, .for the

subsidy. Whether that cap should be set at $25,000, as proposed

in the bill, or at some other level, I would leave to the

Subcommittee to decd., with the assistance of the able

representatives who are here today from the loan program and

from the banking industry.
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SHEEO also supports the propobal to count as financial

aid, for purposes of determining the size of a loan, all Social

Security and Veterans Benefits payments received by a student.

We also favor charging a higher interest rate on parental loans.

Both of these proposals are, of course, included in your bill.

In addition, I am particularly pleated that the federal

government's payment of the interest subsidy is retained under

this bill. The interest subsidy remains the heart and soul of

the loan program.

While I defer to my colleagues in the financial aid com-

munity to comment in greater detail with regard to the proposals

embodied in the measure before us to modify the Pell Grant pro-

gram, I would like to touch on one matter that particularly con-

cerns us at the state level. As 1 am wore you are well aware,

the proportion of students attending our colleges and universi-

ties who may properly be classified as adults has_rsen. ...--.--

cally in recent years. In many schools, adult students approach

or indeed exceej thr number of traditional 18 to 22 year olds.

When the Pell Grant program was initially enacted, it was

directed towards that traditional. relatively youthful cohort.

Now, however, it must also serve as a very basic instrument of

financial assistance for the head of a household seeking to im-

prove his or her employability. or for the single parent striv-

ipg for a new or first career. The 1980 amendments sought to

eliminate the gross inequities against such independent students
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with dependents by limiting the differential between assessment

rates for these students and w would be assessed for their

own children. The new measure before this Committee eliminates

this very important rotectior, and jdopardizes the ability of

many legitimately needy adults to obtain the educational ser-
a

vices they need a d desire. *I urge you to incorporate language

into this measur which restores reasonable equity for the adult

student who st have the dual responsibilities of maintaining

his or h family and seeking, through higher education, to Im-

prove their condition.

Mr. Chairman, I have appended to my statement copies

of the position summaries adopted by SHEEO with regard to the

Pell Grant program; the Title I programs, about which I would

like-to say a few words; the reauthorization'of the Vocational

iducation Act; and'the duaranteedStudent Loan program. I

would be hai-.1:11 to elaborate on any of the position summaries,

but because the time is limited today, I would like to conclude

my testimony with a brief statement about the role of the

Title I programs in the federal-state partnership for post-

secondary education,:

ist Fall, Congress combined several federal programs

which are administered at the state level into Title I of the

reauthorized Higher Education Act. Among the programs included'

are the state postsecondary planninc activity (formerly the

postsecondary commission - or 1202 - program), the Educational

Information Services program, and the Community Services and

Continuing Education program rew5?tten to empnasize the con-
_
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tinuing education aspect of the program. Title I0 as

reauthori7.sed, is actually la block-grant program, which demon-

strates how that concept can be applied to higher education and

emphasizes the partnership for postsecondary education which

has now developed between the federal government and the states.

In short, Title I embodies-the focus on federalism

which the Administration is eager to establish for many other

federal programs. It would b.. contradictory,in my judgment,

to the goals of the Administration and Congress to eliminate

funding for this program at this time. It would also be

counterproductive because, despite arguments that that the

states -%ould be solely responsible for funding the activitles

under Title I, there can be no better demonstration of the

federal-state partnership than is found when both levels of

government work together to plan for the future development

of education in this country. We have mutually accepted a

responsibility to provide more information to students about

educational opportunities or to reach unserved or underserved

adults with educational programs which will make.them more

.productive members of society. I urge, therefore, that this

Subcommittee continue to be supportive of the Title I proc _ .

Mr. Chairman, again I appreciate the opportunity to speak

to you today and to thank you on behalf of SHEEO for the support

which you continue to give to the states, which do have the

final responsibility for providing higher education to the_

_____oitizene-of-this-hition. I would be pleased to answer any

questions which you might wish to pose to me.

.,
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A. Cost of attendance and family contribution schedule as

provided under current law.

B. Structure award formula to Include a mtnimum student self-

help commItment. through work or loans, in addition to

expected parental contribution and grant ad.

C. Include all education benefits under social security and

veterans programs as student resources.

D. MaIntain half cost limita%ton.

E. Support the legislatively mandated maxImum grant. if ap-

ibropriatton is Inadequate. ratable reduction for-

mula im.luded ib.present law.

2. State Student Incentive Grant (SSIG)

The State Student Incentive Grant (SSIG .rogram should be sup-

ported and expanded to provide a greater incentive for states

to provide matchIng funds in the form of State Scholarship and

Grant Programs designed to provide for local needs. States

should determine institutional and student eligibtIrtv for pro-

grams: 7
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3. Guaranteed Student Loans

C
A. Limit eligibility for .SL to students with adjusted family

income of 536,000 or less, except where need demonstrated.

B. Maintain the in-school interest subsidy.

C. Eliminate all deferment periods except those for in-

school: unemployment and hardship.

D. Eliminate 6-month grace period following deferments.

E. Delete separate treatment for'independent students.

F. Treat Social Security and Jeterans' education benefits

as student financial aid for purpose of computing GSL

level.

4. Oppose tuition tax credits as a substitute for direct student

financial assistance.

Adopted by the full memberspip

April 10, 1981
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Senator STAFFORD. Thank you very much, Dr. Davies.
Might I start with an informal question to the two bankers?
I note especially, Mr. Barrett, you referred to small lenders, and

that term has been kicked around quite a lot, but not defined.
Could you tell us, in your opinion, what you consider a small

lender?
Mr. BARRETT. Yes, Senator, I am referring to the savings bank,

savings and loan associations, not Chemical Bank or any major
commercial lenders.

Senator STAFFORD. Would you put some kind of a dollar limit,
just for our guidance, on what you would consider small?

Mr. BARRETT. I would rather not at this moment, Senator. But
for the past several months I received numerous telephone calls
from savings banks, wanting us to buy their portfolio, because of
the need for cash, and this has happened more and more today,
Senator.

Senator STAFFORD. Mr. Spiller, would you have any comment
there?

Mr. SPILLER. Yes, I think it breaks down, John, we agree, no
problem. I think the thrift bank that is under $100 million, that
has not _learned its way into the secondary market, be it for stu-
dent loans, or even in the world of mortgage lending, to use the
Fannie Mae over therein a sense, they are a small lender, be-
cause they do not have the expertise or the people to explore those
areas, and I think that is where the definition really falls.

Senator STAFFORD. Thank you very much. That gives us some
kind of a benchmark.

Mr. Seipelt, one of the concerns that has been expressed concern-
ing the need test in the GSL program is that lenders would not
make loans of small amounts. '-

Can you tell us, from the perspective of a State guarantee agency
the problems associated with a need test?

Mr. SEIPELT. Yes, Senator, I believe there are two problems in
regard to the problem of a need test analysis and the problem of
small loans.

The first problem' with the small loan is to the middle size and
small lender which these gentlemen were just talking about, in
terms of the profitability of those small loans in relationship to
their overall portfolio. The smaller a loan gets, in terms of the
service costs, it does not change the cost to service that loan. Co
whether tliat loan be a $500 loan, or $2,500 loan, the servicing cost
in relation to how the loan is put on the system, the collection
requirements, and those kinds of things do not bear it.

Therefore, if you move those portfolios to smaller loan amounts,
dealing with more students, the effective cost of that lender is to
drive his cost up.

The second problem with the need test is, as I perceive it, and as
the counsel perceives it, is the fact that Senator Randolph was
talking about in terms of discretionary incomes. The needs analysis
system allocates parental contributions to families. Those expected

- parental contributions are assumed to be available through some
cash resources, cash, checking accounts, what have you.

It is our contention that the lower income levels, $25,000 to
possibly $40,000, which is mid-America,that those contributions are

I.
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not available in cash;*and therefore if _those contributions are to be
met, .which is what this program has been all.. about since 1965,
they must be done through a credit financing mechanism.

Senator .STAFFORD. Thank you.
Would either of the gentlemen representing banks care to com-

ment?
,

Mr. BARRm. No, sir. '

Senator STAFFORD. Is there disagreement?
Mr. SPILLER. There is the need for a minimum amount of loans,

there is a need for that.,
I have a concern for the great middle range of income, and I see

a figure of $25,000 being bandied about, and I think that needs a
lot more flexibility than that, because there are other factors that
must _come into play, and I think the deterioration of that, lies
within the world of kimation, not within the world of banking.

. Mr. BARRErr. I would like to add a word or two.
There is a great difference, Senator, between a student loan and

a personal loan, or automobile loan, where the lender'disburses a
check, and the borrower pays or does not pay, Before a student
loan is satisfied, theie is many phases that the loan goes through.
A s'dent is entitled. to various types of deferment, unemployment.

, The conversion of the loan from in-school status to repayment
status.

There is a great deal of contact, a great deal of paperwork
involved in student loans. At Chemical our average loan is not
around $1,000, but $2,400 to $2,500, and that is because of a lot of
medical student loans that we have, graduate loans.

There is no question in my mind but that if the lenders were to
make a lot of thousand dollar loans we would go out of the pro-
gram.

i Senator .STAFFORD. Thank you.
Mr. Bartett, as one of the largest GSL lenders in the N4tion,

currently, could you tell us what effect the changes envisioned in
S. 1108 would have on Chemical Bank's operations, and your will-
ingness to participate in the program? ,

AlF. ), could you give us your assessment of the effects of the
administrations proposal?

Mr. BARRETT'. OK, Senator.
There is no question in my mind but that Chemical Bank and

the larger commercial banks would be in the program, regardless if
there was a sufficient return or not." This has been true in the past.
Probably it would be continued in the future.

The changes that I mentioned would have a specific effect on the
small lenders. We have the funds, the *coney to have elaborate
computer systems and, we have them. We could take on many
additional loans without substantial increase in the cost of oper-
ation, because we have these systems. Not every bank can say that.
Very few banks can say that.

Have I adequately answered your question?
Senator STAFFORD. I think so.
Mr. Spiller, do you have any comments on that?
Mr. SPILLER; I cannot go into detail on both bills. I did notI was

not apprised of my need to be down here until about 24 hours ago,
so it was tough. I am not familiar with the background matters. I

n 2'
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can only talk to what I perceive of what I can and cannot do from
a viewpoint of the kind of lending that I can, be it the interest rate
o'n the student loan, or the parents' loan.

On the parent loan, I think we have to be at a market rate in
one form or another, be it subsidized or unsubsidized. But I do not
believe that parents who are of sufficient means should be receiv-
ing a subsidized rate. I think that should be brought to market,
and I think to move it to a fixed rate is not the right answer. I
think it has to go to a market rate that floats, or adjustments.

Senator STAFFORD. Mr. Spiller, your bank is one of the few lend-
ers embracing a parental loan program. Can you tell us why you
think this is important to your operations, and why other lenders
have not similarly embraced the program?

Mr. SPILLER. We did write the first parent loan in the country
shortly after the first of the year, and then struggled for 30 days to
change the paperwork. I think a lot of lenders, particularly the
smaller ones in my industry, the savings, S&L's, are a little slow in
moving and, I think they are not overly aggressive, and they are
not marketing oriented in looking for new ways of finding custom-
ers, and finding income, and we are happy to be aggressive, and I
think that is honestly the only answer to the question.

Senator STAFFORD. Any other members of the panel car to com-
ment on that matter?

If not, Senator Pell?
Senator PELL. Thank you, Mr. Chairman.
There has been some discussion about what effective dates for

any changes in the GSL program would be workable. I am curious
what dates you would select?

Would July 1, for example, be the date that you would use, or do
you have any better suggestion?

Mr. BARRETT. We are processing applications for the September
semester, and we are approving them, sending them up to the.
higher education in Albany. I do not know what ei."-.ct this would
have in changes if the program became-effective July 1. .

We are presently, right now, very busy with new applications.
Mr. SPILLER. 1 would answer quite equally.
Any effective date, any earlier than October 1, would be political

dynamite for both people here in the city and people in our institu-
tions if there were to be a July 1 date, because there would be ,a
significant number of disappointed people who would have to take
their wrath our some place.

Senator PELL. There are going to be a significant number of
disappointed people period.

Mr. SPILLER. I think that might be true.
Senator PELL. As to the date we put in the bill, October 1 would

be your recommendation?
Mr. SPILLER. But with the number of loans, applications that our

various institutions have approved, and are in process, the undoing
of that, and the disappointment that has accumulated because of
those sensitive approvements, would be rather difficult.

Mr. SEIPELT. Can I respond to that?
Senator PELL. Yes.
Mr. SEIPELT. I believe in my written testimony we have indicated

the July 1 date to implement the changes, any changes that we are
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talking about could be potentially very disastrous for higher educa-
tion this fall.

We have suggested to the committee, through our testimony,
that the implementation date for any changes in GSL be drafted
along the fines of the way you implemented the Higher Education
Amendments of 1980, which would be an October 1 date for loans,
for periods of enrollment beginning on or after October 1, so that
we do not get caught in the processing period for all disbursements.

Mr. BARRETT.. May I add just a word or two about that?.
At this time of the year our processing has consisted of volume of

200 applications a day, and we have to start that right now. If we
were in a situation that everything had to be held until July, and
processed before September, that would be havoc in our shop,,with
any other major lender.

Also, for changes to be effective, it is not just a matter of passing
something. There are computer changes, operational changes, and
to come out with this middle of June, and to be effective July,
would just be absolutely impossible.

Senator PELL. Of course, you recognize the fact that if you post-
pone it to October 1, we would not make the savings that we have
to make under the requirement of reconciliation.

Mr. BARRETT. I realize that, sir. But there would be tremendous
loss to the lenders.

Senator PELL. It would have to come out of some other portion?
Mr. BARRETT. That is right.
Senator PELL. Well, going back to this for a second. If we have to

do it July 1, when we Flay feel compelled to do it, besides a lot of
angry'people and some pressures on you, what other problems are
there?

Mr. BARRETT. The students would not have the money before
September. We cannot process the volume that has already started.
We cannot process that between July and September. It would be
virtually impossible, Senator. The students would get the money
perhaps, in December or January.

Senator PELL. Dr. Davies?
Dr. DAVIES. Some years ago there was a processing snag in the

basic grants program, and I think something analogOus to that
would occur again, in at least our -State, where we had a tremen-
dous disruption in the fall, in terms of just who was there. A lot of
people who were planning on being there just did not show up.

Senator PELL. You may have to do it. I hope not.
Mr. SEIPELT. I would not like to lead you to believe that if it

comes down to between July 1 and October 1, concerning the policy
decision behind the legislation, in my opinion, and in the council s
position, the process of an income ceiling with the continuation of
in-school subsidy and needs analysis system, if we had to trade that
off because the budget concerns for those 3 months, we would not
want to support a long range program of doing away with in-school
subsidy? and -needs analysis because of our budgetary problems for
that particular quarter.

Senator PELL. Thank you.
Now, another question.
Because we hear that a needs-based program would not work,

because lenders do not like to make small loans, what is the
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smallest loan that a lender will make and . still remain in the
program? What are the factors that determine render participation
in the program? Also, what is the definition of a small lender?

Mr. BARRETT. Senator, we have no limit. We get occasionally
$500 requests, even $200 requests. However, there are very few
requests for under $1,000. Our average loan is in the vicinity of
$2,400 to $2,500. And veryI would say less than 1 percent were
under that amount.

Senator PELL. Do you make loans to students who have no con- ..

nection whatever with the Chemical Bank?
Mr. BARRETT. Yes, sir.
Senator PELL. So you are the lender of last resort in New York

City?
Mr. BARRETT. Right. ,

Senator PELL. WO,Ild the other banks?
Mr. BARRETT. In New York, Senator, most banks make student

loans to anyone, a deposit relationship is rare.
Senator PELL. Even without a previous relationship? A poor

black fellow can walk in and get a loan from your bank?
Mr. BARRETT. No question.
Senator PELL. Right, good. I am afraid it is not true all across the

country. Is it true in Boston?
Mr. SPII.LER. Rather than make a speech, I can say the exact

same words that he has spoken but, there are banks that do not
participate in , the student loan programs, and there are some
banks that will only lend'to their customers, and why they will do
it, I do not know the answer. But we will lend to anyone who
comes in our door.

Senator PELL. Good.
What has been your experience, Mr. Seipelt, with other areas of

the country, in this regard?
Mr. SEIPELT. I believe the experience is that since 1976 we have

expanded the program in relation to the direction that the Con-
gress indicated, of open access for guaranteed student loan.

We have, practically in every State in the country, a last resort
program, which in my particular State, the State of Colorado, those
loans are made by the largest lender in the State who, for the
reason because of residency, or does not meet the qualifications of
an individual lender, can meet the program. So we do have open
access.

In regard to theI am not sure, did you askpart of your
question was the small balance?

Senator PELL. No, my question was do vpu, in your experience,
do you find that students in any city around the country can go to
any bank and get a loan?

Mr. SEIPELT. Yes, I believe they may not be able to get it in their
particular town, but if they come through the guarantee agency,
the guarantee agencies have lenders of last resort. So we do have
the availability.

Senator PELL. In discussing the guaranteed student loan pro-
gram, one of the things we hear always is escalated costs because
of the Middle Income Student Assistance Act. Yet two other rea-
sons for the escalating costs are increases in interest rates and the
fact that.we removed the cap on the special allowance to lenders.

P:::



61

Do you think there is anything we could do to cap the special
allowances and still keep the 'SL program operating?

Mr. SPILLER. If there is a cap on the special allowance lenders
and, at a particular moment in time the rate, plus the cap is below
the market, then the lender will not be able to participate in that
program. The lender must be able to participate at full market or
he cannot participate.

In the environment of the thrift institution, simply because he
cannot afford to subsidize this kind ofany kind of program today,
not in his environment.

Mr. BAmterr. Senator, I heard someone this morning, I do not
know who it was, mention the fact that with the fixed rate, plus
the variable allowance, the return was 18 percent. It is true that
for one quarter we received 18 percent. However, in iwking back
over 1980, k believe the average rate was 13 percent, and if we were
to assume that for 1981 it was going to be 18 percent, this is what
we get on our charge _cards, and other types of consumer credit
and, there is far more processing cost involved in student loans.

Mr. SPIELER. May I add one more point?
Just by reason of comparison this past week, the Federal Reserve

was more than willing to lend money to us for equity at 18 percent.
This is for a major bank, and therefore, I cannot afford that kind of
negative.

nator PELL. Finally, State guaranteP agencies receive, as you
know, administrative cost allowances and insurance premiums on
guaranteed loans.

Why do the agencies need both of ti.ese sort of subsidy pay- -
ments? Could the agencies live with a flat $10 allowance, similar to
that which the financial aid directors get now?

Mr. SEIPELT. If I might, Senator Pell.
The process by which a guaranteed agency is financed is quite

intricate, and quite unique in relationship to the debt it. must pay
6' back, in relationship of its Federal contracts, in our cash flow for

defaults dealing from bankruptcies and this type of thing.
The situation in regard to the premium and administrative cost

allowance, the administrative cost allowance came about in the
1976 educational amendments, by which, as I have testified, the
direcVon that the Congress wanted the program to go at that point
in time was an expansion of the program to provide the kinds of
things that these gentlemen were talking about in relationship to
enrollment verification procedures, the managing of their portfo-
lios, and the overall upgrading of the system so that we did not
have a large default program as -was being experienced in the
Federal Government.

So my answer in relationship to the administrative cost allow-
ance, plus the insurance is, yes, in many States, thoseespecially
the new States west of the MissisMppi, which is where 22 new
States have been. created since 1976, many of those States are
totally responsive and totally dependent on the guarantee preiniuni
for their funds, and also for administrative cost allowances, to
provide the kind of services that were mandated in the 1976 educa-
tional amendments.

As far as $10 a head fee, like is made to the administrative .
overhead for the individual institutions and for the educational
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institutions, I would see no wVy that a guaranteed student loan
program, guaranteed/agency could finance both its reserve fund, its
operating overhead at that kind of rate.

Senator PELL. Thank you very much, gentlemen.
Senator STAFFORD. Thank you very much, Senator Pell:
Senator Randolph?.
Senator RANDOLPH. Yes, Mr. Chairman.
Mr. Seipelt, I am going to ask you a question which will ire the

same question asked to our panel of four witnesses today.
Do you believe that the program that has been in a sense sus-

pended by the new administration, was a good program?
.Mr. SEIPELT. The program had been suspended-.-I am sorry?
Senator RANDOLPH. The guaranteed student loans.
Mr. SEIPELT. The program in terms of relationship to student

loan program, the potential administrative proposals embodied in
S. 1109, in my opinion, my personal opinion, will pretty much bring
to a halt the credit financing mechanism. The attendant collapse of
the availability of credit for those students to attend public and
private education this fall, and the attendant problems with the
community, the communities which are being supported around
those educational communities will be disastrous.

Senator RANDOLPH. That is a reaffirmation of what you said in
your opening statement?

Mr. SEIPELT. Yes, sir.
Senator RANDOLPH. I appreciate it.
Mr. Barrett, what is your feeling about the same question I

asked?
Mr. BARRE1T. I have heard many people talk about the loan

program as a giveaway program, a program that students get the
money and they run, and there is no tracing or tracking. and the

'Government does not do anything.
My experience has been limited in that we deal with the New

York higher education program, and I can say, in all sincerety,
that this has noibeen the case with the program that I have been
involved in. The students do pay the money back.

Our default ratiothis is not actual payoffs from the Federal
Government, but we. run a delinquency ratio of about 4 percent.
Out of all the accounts that are turned over, or referred to the
State agency, because they were .present, uncollectable, 80 percent
of those are resolved.

We have a good program, and I do not think it is a giveaway
program. I think there is a great need for it, and I just hate to see
these things cut out.

Senator RANDOLPH. You would have been in favor then of con-
tinuing it?

Mr. 'BARRETT. Yes, sir.
Senator RANDOLPH. Thank you, Mr. Barrett.
Mr. Spiller?
Mr. SPIELER I wish that some years ago when I went to college

that I had a student loan program that I could have used. I would
have gotten a much better education than I got.

I think there needs to be some tightening down, but on the other
:side of the coin, a discontinuance of the interest subsidy would kill

ti
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the program, and there has got to be somewhere in between a
workable position that relates to those various factors.

But I believe that the abuses were largely curtailed about 3 years
ago, with some basic changes at that point. I think 'perhaps we
gave away perhaps a little too much, like a year ago.

Senator RANDOLPH. Thank you very much.
Dr. Davies?
Di. DAVIES. Senator, I too think it is a good program. I think

there is a basic set of problems under the given economic condi-
tions that we are dealing with today, and I think with my col-
leagues to the left, that some tightening down has to be done.

However, it-'seems to me that the difficulties in the program do
not warrant scrapping the program, or abandoning the commit-
ment that you have made to this program, and that the States
have made.,

Senator RANDOLPH. Well, I assume my colleagues know, the
chairman and rrnking minority of this subcommittee, we do not
have the votes, do we, in the Senate, to continue the program as it
was?

Senator STAFFORD. That would be the Chair's estimate of the
situation. Otherwise we'would not have introduced S. 1108, which
may be the least Imperfect of any alternative offered to us under
present conditions.

Are thercrany further questions?
Senator RANDOLPH. I would like to make a comment that I

appreciate the responses that you-have given. They all, in effect,
are thafthe program was effective, is that correct?,.

Mr. BARRETT. Yes, sir.
Senator RANDOLPH. And that the -program, if you were to say

here 'today that we continue to need it, your response would be
affirmative, is that correct?

Mr. BARRETT. Yes, Senator.
Mr. SEIPELT. Yes, Senator.
Senator RANDOLI1H. I do not know how much it would change the

opinion of the Senatorsthe administration on that matter. But I,
for one, will 0:ay awake at night trying to find the answers becauseI think a vt, letrimental approach has 'copie into the administra-
tion's hand".ig of the educational program n connection, particu-
larly I speak of it now, the student loan guarantee program. We
will do what we can and perhaps can take some measure and work
upon it,' strengthen it, as I am sure Senator Stafford would want us
logically to attempt to do. But, as of today, I am very discouraged
about this whole situation, and I am discouraged as I talk with the
college Presidents mid the officers and the fliculty advisers and the
students throughout the college community in the State of West
Virginia, about the impact on private institutions, and why I think
the impact would be greater for them than the impact perhaps
some other institutions.

I feel thiit an error has been committed, a grievous error, and
yet, hopefully, we can work out something which will, in part, take
the place of a program that, as Senator Stafford knows, came out
of this committee. It did not come out of some other committee
here on the Hill. This program, as Senator Pell, the long-time
chairman of the subcommittee knows, of student loan guarantees
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was a part of our effort to strengthen the process of education at
the institutions of higher education leveland I am very concerned
that we, in a sense, are now engaged in stifling the continuance of
this program as well as the Pell grants.

But I am thinking especially now of P.ie student guarantee loan
program, which I think was soundly based. I think there were real
improvements being made in the collection of those loans which
were, for one reason or another, in arrears. I think we were
strengtheningdoing some of the tighteningthat Mr. Spiller,
spoke about. But the higher interest rate problem is something
that is beyond the control of this program, which concerns me very
much. Financial policies establishing market interest rates origi-
nate and are extended, through the Federal Reserve system. I
think this is damaging to the building of the economy, and'places a
very heavy burden, one that I am not sure they can carry on
parents and students alike.

I do not know what one individual can do about it, except she
and he can continue to address this problem. I try to think of
problems as opportunities and experiences. I have always done
that, but this is a problem that does not seem to fall into either
category very quickly. There are, I think, millions of people in this
Nation that are greatly concerned about the Reagan proposals for
reforming student aid, not because they are one political party or
another, or even conservatism versus liberalism. I think the body
politics is being weakened by what has been done and is being done
in connection with a loan program which requires repayment as
soon as that young man or that young woman has completed his or
her education. I am not able to give 'much direction at the moment,
but I think what we are asked to do with regard to student aid is a
grieveous error 'on the part of the new administration.

Senator STAFFORD. Thank you very much, Senator Randolph.
I must say that the Chair shares much of your anguish in what

is going on. I am a graduate of a college that sounds very similar to
Salem in its makeup and financial background.

I hate to be here this year, as do you, taking apart the work that
we did under Senator Pell last year, which we must prefer to what
we are` having to do now, but we simply have to carry out the
mandates of the full Senate, so here we are.

Gentlemen, may I, on behalf of the committee, thank you all for
being here with us. I know you have traveled some distance to be
here.

I want to acknowledge that the committee is grateful to Mr.
Michael Goldstein, counsel for the State Council of Higher Educa-
tion for being with us also. Your principal answered everything so
well. You did not have to give him any legal advice in tne mean-
time.

We are grateful for your coming and assisting the committee at a
difficult time. If you are looking for airplanes out of here this
afternoon, the weather may mean some substantial delay before
you can get out of here, but I think you can do it.

Thank you all very much.
There will be some questions in writing, if that is agreeable, in

order to cut this hearing a little short, and we would appreciate
answers at your earliest convenience. Would that be agreeable?
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Mr. SEIPELT. Yes, sir.
Mr. BARRETT. Yes, Senator.
Senator STAFFORD. Now, the Chair would ask the final panel to

come forward. Dr. Charles Saunders, vice president for government
relations, American Council on Education; Mr. Peter Gossens, di-
rector of government relations, National Association of Independ-
ent Colleges and Universities; Mrs. Gene Miller, director, financial
aid, Pasadena City College, Pasadena, Calif.; Mr. Steven Leifam,
national director, National Coalition of Independent College and
University Stuc'ents, Washington, D.C.,, and, I understand that ac-
companying the principals are Mr. Dallas Martin, executive direc-
tor, National Associ:tion of Student Financial Aid Administrators,
Washington, D.C., and Mr. Eduardo Wolle, Legislative Director,
United States Student Association, Washington, D.C.

I would say, lady and gentlemen, you can proceed in what order
you wish. But I would point out that again, we are going to use the
5 minutes stop and go sign, because we are approaching 1 o'clock.
We need to bring this toil conclusion.

Your full statements will appear -in the record as if read.
STATEMENTS OF DR. CHARLES B. SAUNDERS, JR., VICE PRES-

IDENT FOR GOVERNMENT RELATIONS, AMERICAN COUNCIL
ON EDUCATION, WASHINGTON, D.C.; MR. PETER J. GOSSENS,
DIRECTOR OF GOVERNMENT RELATIONS, NATIONAL ASSOCI-
ATION OF INDEPENDENT COLLEGES AND UNIVERSITIES,
WASHINGTON. D.C.; MRS. GENE S. MILLER, DIRECTOR, FINAN-
CIAL AID, PASADENA CITY COLLEGE, PASADENA, CALIF.; MR.
STEVEN .LEIFMAN, NATIONAL DIRECTOR, NATIONAL ASSOCI-
ATION OF INDEPENDENT COLLEGE AND UNIVERSITY STU-
DENTS. WASHINGTON, D.C.; ACCOMPANIED BY DALLAS
MARTIN, EXECUTIVE DIRECTOR, NATIONAL ASSOCIATION OF
STUDENT FINANCIAL AID ADMINISTRATORS, WASHINGTON,
D.C., AND MR. EDUARDO WOLLE, LEGISLATIVE DIRECTOR,
UNITED STATES STUDENT ASSOCIATION, WASHINGTON, D.C.,
A PANEL

Dr. SAUNDERS. Thank you, Mr. Chairman
I am Dr. Charles Saunders, speaking for the American Council

on Education, and nine higher education associations, representing
all the colleges and universities in this country.

I would say, we certainly share, Mr. Chairman, your statements
expresst,1 in your opening statement, and the opening statement of
Senator Pell and Senator Randolph

Certainly, it is distressing for us to come before this subcommit-
tee, which has sponsored so much historic legislation to expand and
to discuss ways to restrict those opportunities. The legislation you
are considering today would remove

Senator RANDOLPH. Mr. Chairman, ordinarily I would not inter-
rupt, as you know.

I wonder if I may ask a question of Dr. Saunders?
Where are your supporters who should be standing around the

walls of this room today? This is a most serious matter that we are
discussing here in connection with higher education.

Where are the presidents, the deans, the members of the facul-
ties, and the students in this country?

Dr. SAUNDERS. I think that is a very valid question.
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I think the higher education community has heard, made itself
heard in the budget debater, we have done everything we could to
support your efforts and the efforts of your colleagues to increase
the budget cc ling. I am not sure that wf... have any more encour-
agement over the prospects, or the final outcome, than you do.

Mr. Chairman, the legislation you are considering today would
remove over 1 million middle-income recipients from the 2 pi imary
programs for assisting college students, and reduce the value of
awards to all lower-income students.

The administration has made its recommendations, and the
chairman has introduced his own legislative alternatives, in S.
1108. We have grave misgivings about the magnitude of program
cuts proposed in both bills, but believe that the approach of S. 1108
accomplishes its savings with less damage to the fundamental ele-
ments of the programs.

We have serious objections to the administration's proposal, for
example, the $1,800 maximum award proposed by the administra-
tion for fiscal 1982 represents no increase in 1079, although college
costs have risen 30 percent since then Therefore, this administra-
tion would permit the value of the award to erode to the point
where it would be worth only $1,350 in 1982-83, compared to 1979-
80 dollars.

The proposal to increase the assessment rate to 20 percent
would, in effect, repeal the Middle Income Student Assistance Act
of 197° -vhich Congress enacted in specific recognition of the need
to help mi(Ale-income families meet the rising costs of college. It
would drop some 600,000 students from eligibility for Pell grants,
those in the e19,000 to $25,000 income range.

The administration's proposal for a $750 self-help requirement
for Pell grants is strongly opposed by the public sector, because the
effect would only be borne by students attending low tuition public
institutions, with family incomes between $8,000 and $15,000 a
year.

Further deferral cf the cost-of-attendance regulations would
work another disproportionate handicap on 5U0,000 needy students,
because it would maintain the fiction that $1,500 is a realistic limit
on expenses for rcom and hoard, books, and personal expenses for
commuter students not living at home.

S. 1108 would make several desirable modifications In the admin-
istration's proposals. Instead of authorizing the Secr ary- to set a
rate, oi series of rates on the assessment of discreti ary family
income, it mandates a series of rates. This would insur t ppli-
cation of graduated tax rates, which are essential to btu d equity
into the single-need analysis system required by the 1980 amend-
ments It would also provide the flexibility to protect the poor, and
maintain eligibility for a substantial proportion of middle income
students.

S. 110f1 also rejects the administratibn's recommendations to
impose a $750 self-help requirement, and to delete the allowance of
State and local income taxes as offsets against family income.

We have a number of concerns over S. 1108, and a number of
additional suggestions which are stated in the testimony. I would
just like to comment on one of those, in addition to a series of
suggestions on the bill itself.
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We would like to urge the addition of language to clarify the
intent of Congress that the family contribution schedule may not
be revised once the approval process has been completed.

We believe. Mr. Chairman, that the administration acted con-trary to law in amending the family contribution at such a late
date in the process this year. We are sure that thk was not the
intent of Congress, the way this should work.

I would like to submit for the record a legal memorandum outlin-
ing the reasons why we believe this action was contrary to law, and
as I say, my testimony includes some proposed language to preventthis from happening again.

As far as the guaranteed loan program, it is obviously crucial for
all students to maintain the integrity of the program for both those
students who depend en guaranteed loans and for those students
who depend primarily on grants and self-help assistance.

Our primary concern is that the inschool interest subsidy mustbe retained. I think we are talking herehere we are not talking
about removing the interest subsidy, if we do remove the interest
subsidy, we are talking about shutting down the program entirely,
and you have already heard considerable evidence to this effectthis morning.

Also, it is very important to us, too. that you not eliminate the
current option to borrow a portion of a parental contribution and
we have some suggestions-on that score which will be discussedlater.

[The prepared statement of Dr. Saunders follows:]

I
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Hr. Chairman and Members of the Subcommittee:

We are deeply distressed to
come before this Subcommittee, which has

sponsored so much historic legislation
to expand postsecondary opportunities through-

out America, to discuss ways to restrict those opportunities. The legislation you

are considering today would remove over one million
middle-income recipients from

the two primary programs for assisting
college students, and reduce the7ialue of

awards to all lower-income students.

Nevertheless, on behalf ,f associations representing
all sectors of the

higher education community, I appreciate the opportunity to outline our views on

ways to meet the requirements of the Senate Budget
Resolution to reduce the costs

of the Pell Grant program and the Guaranteed Student Loan Program.

The Administration has made its recommendations
(S 1109). and the Chairman

nas introduced his own legislative alternatives (S 1108). Ve have grave misgiv:ings

about the magnitude of program cuts proposed
in both bills, but believe that the

approach of S 1108 accomplishes its savings with
less damage to the fundamental

elements of the programs.

1. Possible Reductions in tl,e Pell Grant Program

The Senate Budget Resolution limits the Pell Grant program to 52.466 billion

for FY a:. This assumes that some 5636 million en savings will be made in FY 81 as

requested by the Administration. and that
5711 million In savings will be effected in.

FY 82.

The FY 81 saving- are to be accomplished by revision of the Family Contri-

bution Schedule to as not to ircrease the
poverty subsistence allowance for inflation,

payment of a 51,750 maximum it ,mead of the 51,800
maximum assured in the FY 81 Continu-

ing Resolution; deferral of the cost-of-attendance
regulations as modified by the

1980 Amendments, and application of
the first stage of the reduction schedule if

'7t



70

necessary to obtain the savings target. However, we agree with the House Appropria-

tions Committee that implementation of the reduction schedule will not be necessary.

The higher education community was forced to accept these steps last month

to avert a crisis developing on campuses across the country because of the Adminis-

tration's action in halting the processing of Fell Cranes to impose its revised Family

Contribution Schedule. We continue to maintain that tnis action was contrary to the

law, which does not provide for revision of the Schedule after it has been duly approved.

The Administration's prop. -d savings for FY 82 call for several additional

steps, including' payment of an $1,BUO maximum instead of the $2,700 authorized by

the 1980 Amendments, increasing the assessment rate levied on family income from the

current 10.5 percent to 20 percent (instead of the 14 percent rate set by the 1980

Amendments); requiremenc of an annual "self-help" contribution of $150 in determining

awards, further deferral of the cost-of-attendance modifications made by the 1980

Amendments, and repeal of another 1980 change which would discount state and local

income :axes from discretionary income.

The higher education community has serious objections to these proposals,

which would have a detrimental impact on all eligible students. For example, the

51,800 maximum award proposed by the Administration for FY 82 represents no increase

from FY '9, altnougn college costs have risen 30 percent since then. Therefore, this

Administration would permit the value of the awa-d to erode to a point where it will

be worth only $1,350 in Academic Year 1982-83, in 1979-80 dollars. Even though

establishment of the 52,100 maximum authorized for FY 82 is clearly inrealistic, we

believe strongly that it should be increased to at least $1,900 to help the neediest

eligibles address increased educational costs.

The Administration's proposal to\ncrease the assessment rate on family

income to 20 percent would, in effect, repeal the Middle Income Student Assistance

Act of 1918, which Congress enacted in specific recognition of the need to help

middle income families seer the rising costs of college. It would drop some
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600,000 stueents from eligibility for Pell Grants -- those in .he 519.000 to 825,000

income range. The need which existed three years ago is even more acute today, and

cutting these families off from this basic source of support would substantially

restrict postsecondary opportunities to he detriment of the nation. The award for

the $15,000 family would be decreased from $1,110 in Academic Year 1981-82 to $770 in

Academic Yea/ 1982-83.

The Administration's proposal for a $.50 "self-help" requirement for Pell

Grants is strongly opposed by the public sector, because the effect would only be

borne by students attending low-tuition public institutions with family incomes

between $8,000 and $15,000. It would save less than $50 -anion and would significantly

complicate the grant award process for students at low-tuition institutions, while

increasing federal costs for processing these awards.

Further deferral of the cost-of-attendance regu:ations would work another

disproportionate handicap on 500,000 needy students because it would maintain the

fiction that $1,500 is a realistic limit on expenses for room and board, books, and

personal expenses for commuter students not living at home. In reality these costs

are well in excess of $2,000 for any student not residing at home, and the 1980

Amendments set new criteria to end this inequity.

Grants of students living off-campus but not with parents, should be computed

using an estimate of actual non-tuition expenses which is more reasonable than the

current $1,500 standard. particularly because the awards of many of these student14

low-priced institutions are limit'd to ha14 the cost of attendance. For the campus-

based student aid programs, the Department of Education has established average

non-tuition expenses for all undergraduate college students Si $2,800 for Academic

Year 1981-82, approximately the amount of the non-tuition portion of residential

student budgets in public institutions. We would accept a change in the .980 Amend-

ments to give the Department regulatory authority to establish reasonable cost

estimates for commuter students for the Pell Grant program However, we have no
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indication that the Administration plans to propose any amount above $1,500, which

has been in effect for 8 years with no adjustment for cost increases.

Realistic assessment of family discretionary income also requires account-

ing for state and local taxes paid, as the 1980 Amendments Provided. To delete this

important factor compounds the inequity of failing to define the family's discretionary

income accurately.

S 1108 would make several desirable modifications in the Administration's

proposals. Instead of authorizing the Secretary to set a rate Cr series of rates on

the assessment of discretionary family income, it mandates a series of rates. This

would ensure the application of graduated tax rates, which are essential to build

equity into the single need-analysis system required by the 1980 Amendments. It

would also provide the flexibility to protect the poor and maintain eligibility for

a substantial proportion of middle income students. We urge that the language of

the bill be modified to specify "a graduated series of assessment rates" to make

tnis intent clear.

S 1108 also rejects the Administration's recommendations to impose a $.50

"self-help" requirement, and to delete the allowance of state and local income taxes

as offsets against family income. However, the bill wc.id eliminate the home equity

exclusion established by the 1980 Amendments, and reinstate the previous assn, aro-

tection cf $25,000 for personal family assets. In view of rising property values,

we believe it is important to provide greater protection for home and farm equity

While we would not argue for a total exclusion of hose equity, we suggest a Ceiling

of $50,000, retailing the $25,000 ceiling for assets of families who do not own homes.

We are also concerned with the provision of S 1108 concerning the treatment

of independent students This would repeal important reforms of the Middle Income

Student Assistance Act of 1978 and the 1980 Amendments designed to provide note

equitable treatment for these students. 4hile some modification might be made in

the assessment rate for independent student income, we could not support a return
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to the wide disparity which previously existed in the treatment of independent and

dependent students' families. (For example, the assessment rate for independent

students certainly should not exceed twice that of dependent students' families.)

We also believe that the current provisions for asset exclusion and taxation, sub-

sistence allowance for single independent students, and the status of married

independent students should be retained.

S 1108 also repeals th cost-of-attendance provisions of the 1980 kmendments.

We understand that the intent of the language is to restore the previous authority

for the Secretary to establish commuter and miscellaneous expense allowances. We

believe this language (Sec. 4(e)) should be clarified to assure that this extends

only to Pell Grants, and does not authorize the Secretary to regulate institutional

charges and allowances under the single need analysis.

In addition to the above changes, we suggest that the Subcommittee consider

several other changes. Social Security and Veterans benefits could be counted as

student aid instead of taxing them as family income as in S 1108, for substantial

savings by ending duplication of benefits. Further, the reduction formula could be

modified to protect the neediest students and provide more equitable reductions for

other students if awards must be reduced. Presently the scheduled reduction formula

saves approximately $140 - $200 million (depending on whicn computer model is used).

During this first-stage reduction, students with Eligibility Indices of 0-600 are

protected. If more savings are needed, the entitlements of students with El's of

0-bOU as well as all other students are rateably reduced proportionately to the

shortfall. In the rateable reduction, all stu,ents are retained in the program

bur ,he minimum award is reduced to $50. During scheduled reduction entitlements

are r,, _d in five stages from 90 percent to 50 percent in 10 percent intervals.

This produces inequitable "notches." one student whose family income is only $1

lower than another's can have a -ich larger reduction in entitlement if one student's

F.I is 800 and the other's is 801. More serious is the fact that scheduled reduction
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produces a specific dollar cut, and if more needs to be saved, rateable reduction

would 6e required, which reduces awards for the need students with El' of 0-600.

Under a linear reduction formula, however, awards would be reduced propor-

tionately to the students' El's or amounts of entitlements, and funds available, in

a straight descending line. Any group of El's or entitlements can be held-harmless

as desired, that is, 0-600, 0-200, etc., and all other entitlements would be reduced

proportionately according to funds available. When the award is reduied below $10.

the student would be dropped from the program. If appropriations are short, many

students could be dropped at the top range of eligibility, but the poorest students'

awards would be protected.

Under such a formula, the parameters of the program could be held intact

without manipulating the Family Contribution Schedule or cast-of-attendance regula-

tions to save funds, poor students' awards could be increased and then protected,

entitlements below the hold-harmless group could be reduced proportionately to whatever

funds Congress decides to appropriate, and students rendered ineligible under the

payment schedule would be those with the least need.

With these changes, we believe it would be possible to pay a $1,900 Pell

Grant maximum in FY 82, restore indexing of the family subsistence allow's for

inflation, implement improved cost-of-attendance regulations for Pell Grants, and

still meet the desired savings goal.

A related option and one preferable for pragmatic reasons to either the

Administration's proposal or the proposal mentioned above) would be to deter changes

to the family Contribution Schedule. The pragmatic concerns arc that it is already

extremely late to introduce the single need-analysts system for both Pell Grants and

campus-based programs established by the 1980 Amendments -- particularly when both

bills before tLe Subcommittee would 1150 put the ;uaranteed Loan Program under this

systPs.
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There is simply too little tine for the Executive Branch. the Congress,

and the community to negotiate a new need-analysis system which
would have major

cost implications for the Pell Grant and CSI programs between now and this fall

The statute requires the Administration to submit a new Family Contribution Schedule

by July 1, and that Congress review it by October 1. 1981. Since we have not yet

seen any proposals from the Administration% and negotiations over a new Schedule are

likely tobe protracted, it may be most prudent to defer major decisions on tax rates

on discretionary income until FY 83.

With a brief technical amendment, the statute could be modified to maintain

the FY 81 tax rate on discretionary income and allow the
Department to issue regula-

tions on coat of attendance for the Pell Grant program, with a clear expression of

Congressional intent that the regulations should be based on reasonable cost estimates.

If changes in the Schedule are deferred, during the coning year the federal

government and the higher education community can consider whether funding constraints

for Pell Grants make it unrealistic to use the same expected family contribution in

need analysis for campus-based programs and Guaranteed Loans.

In addition to the above suggestions, we urge the Subcommittee to add one

further amendment to clarify the intent of Congress that the Famil, Contribution

Schedule may not be revised once the approval process has been completed.

As we noted earlier, Congress expressly provided a special procedure for

approval of the Schedule. The procedure calls for the Administration to publish a

Schedule well over a year before the year it goes into effect. It provides for

public comment on the Schedule, and for prompt publication of a revision if either

the House or the Senate pass a resolution of disapproval. It is our understanding

that this procedure was designed to assure that, once accepted by the Congress, the

Schedule would be implemented in time io begin the regular processing of Pell Grants

on January 1, and that the system could not be disrupted arbitrarily by the publica-

tion of further proposed changes once the approval process has been completed.
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Attached to this catement Is legislative language to clarify our under-

standing of the law, Ent the Family Contribution Schedule does not fall within the

0

general powers of the Secretary to amend regulations. We pope that you will accept

this language, to prevent any future repetition of the crisis which occurred this spring.

II. Possible Reductions in CSL Costs

Under the terms of the Senate Budget Resolution, the LSL must be limited

to 82.873 billion in FY 82. This will require savings of $566 million from program

costs under current law.

For students for whom the G51. program la LLe mopc t. .. . I of

canoe, such savings are essential to maintain the integrity of the program so that

they can continueoco pursue their educational aspirations. For students for whom

CSL is secondary to grant and "self-help" assistance, CSL savings are equally essential

to control the costs of the program in order co maintairf balanced funding of Pell arena

and the campus-based programs.

It should be understood that the rapidly rising costs of CSL (up from

8367 million in FY 71) are not attributable to deficiencies in the program. CSL has

been enormously successful in provididg the means for, students to finance their

undergraduate and graduate education, but the program is tied to market interest

races that are beyond its control.

The CSL has, in fact, become a major vehicle for financing a college educa-

tion. Over two million students borrowed under the program in F 80, and that number

is expected to reach three million during FY 81. The program is thportancfor students

attending all kinds of institutions, tut particularly for chose attending higher-

priced institutions (in New York State, for example, two-thirds of students enrolled

in independent institutions were CSL recipients in FY 80) and for graduate students

(who compriae about 25 percent of the total volume of the program, and who have few

ocher sources of support in meeting the high costs of graduate education since federal

fellowships have been drastically reduced in recent years).
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Therefore, any attempt to reduce CSL costs must be carecully designed to

avoid making the program unacceptable to either lenders or borrowers. This is our

conceits with the Administration's proposal toiaboliih the in-school interest subsidy.

Ye commend S 1108 for rejecting this approach.

The higher education community believes strongly that the in- school interest

subsidy must be retained. If eliminated, the resulting debt burden would make bdirowing

too costly tot many students, and increase the likelihood of defaults. Banks.would be

Imes likely to make loans becaL:e of the increased paperwork involved in collecting

monthly or quarterly in-school interest payments from individual'students. Lenders

might not continue-to participate in the program even if the statute were modified to

permit the in- school interest to accrue and compound, and this would raise the debt

for an undergraduate borrowing the maximum of $10,000 from $15,000 to $19,500 an

extreme and unmanageable debt burden for moat students, particularly those financing

both undergraduate and graduate education. Ue do not believe that families who have

genuine need to borrow should be forced to assume such excessive debt from unsubsidized

loans at. current high interest rates.

support the concept that students should not borrow in excess of their

,families' realistic needs. However, the Administration's definition of "remaining

need" (after subtracting Expected Family Contribution and other financial aid from

total edejational costs) could seriously damage the effectiveness of the CSL program.

Accorting to the Congressional Budget Offics(010), it would "increase the program's

complexity and reduce lender's yield per dollar loaned because the average loan amount

would go down, but administrative costs for each loan would not. These changes would

make the program less attractive to lenders, and as a result, some students (parti-

cularly neddy students, who are generally less- preferred borrowers) could have

difficulty obtaining loans." Evidence of this is the large number of Pell Grant

recipients (over 400,000) who'are also CSL borrowers.

83-431 0-81L-6 8r.)
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The Administration would also eliminate the current option for students

to borrow at least a portion of their expected parental contribution assuming that

they could use the new Parent Loan program. Since the Parent Loan program does not

yet exist for all practical purposes, it cannot be relied upon as a backup at this

point. Therefore, the Congress should not eliminate the current option to borrow

a portion of the parental contribution. It Is important to assure that low-income

students andothers whose families are unable to provide their expected contribution

can continue to obtain the resources to attend college.

We commend to the Subcommittee's attention other alternatives for achieving

the goal of cost savings without risking the drastic effects which we believe the

'Administration's proposals would have on the overall viability of the program.

Before outlining these preferred options, a word of caution is necessary.

long-range savings of substantial magnitude are possible, snort-run savings

are limited by the extent to which current costs are built into the GSL pipeline.

According to 00, some 58.8 billion in new loan commitments will be made to almost

four million borrowers in FY 82 under the current law, for program costs totalling

51.45 billion. Of this total, over 80 percent represents prior-year commitments.

In other words, 52.7 billion will be needed to meet these commitments regardless

of any changes which might be made in the law. unless Conartus changes the terns of

outstanding loans to reduce costs or unless interest rates on Treasury Dills decline

drastically (both unlikely possibilities). Therefore the only part of the FY 82

budget authority in which savings can be achieved is the 5750 million for new commitments.

It should be noted that, of the 52.7 billion needed to meet current GSL com-

mitments 'or FY 82, 51.8 bil ion is attributable to the special allowance for lenders.

Any decline in interest rates would achiege significant savings in the special allow-

ance: CB0 estimates that a one percent decrease in the Treasury bill rate would save

5250 million. The :uocommittee may wish to review current policy tying the special

allowance to Treasury bill rates, which are a result of federal monetary policy. The
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extremely high cost of the special allowance is due entirely to this phenomenon.

There may be alternative mechanisms for setting the special allowance chat would

unlock it from strict adherence to Treasury bill races and achieve some savings

while continuing to make the program attractive to lenders.
/

'actions for Limiting Eligibility for In- School Interest Subsidy

Presently, approximately 10.5 million students enrolled half-time or more

are eligible for the in-school interest subsidy. Under the current need-analysis

system, approximately half of these have documented need. Many at incomes from

$30,000 to $40,000 have only marginal unmet need after expected parental contribution

and other aid are subtracted from their cost of attendance,- 9owever. =any of these

families are unable co make their expected contribution due to their support of other

-----childrenrIn College or ocher cash flow problems. The Administration's proposal to

remove their opportunity to borrow a portion of the parental contribution would create

serious problems for such students. It would also create a problem for students who

show unmet need of less than $1,000, since lenders are generally unwilling to rake

loans in smaller amounts.

We would modify Inc Administration's proposal to accomplish cost savings

without creating serious hardships for many middle-income families woo have legitimate

need to borrow.

One way to do this is contained in S 1108: to re- establish an income ceiling

for el:Ohl:icy for the in-school interest subsidy. Students with adjusted gross family

income below the ceiling would automatically be eligible (thus saving eubstantial

administrative paperwork). ane could borrow to meet need and erpecced parental contri-

bution up to the $2,500 maximum. A higher eligibility ceiling could be sec for families

with more than one child in college. Students with family incomes above the ceiling

would still by eligible for the subsidy if they could demonstrate documented unmet need.
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However. S 1108 would not permit students to borrow any portion of their

Parental contribution if they exceeded the income limit, even though they demonstrated

unmet need. For reasons already stated, this is a serious flay. The bill should be

changed to assure that any student who has unmet need will be able to borrow his

parental contribution up to the loan limit.

Another way to accomplish the same purpose is to permit all students with

documented need to borrow their unmet need and up to half of their parental contri-

bution, up to the $2,500 maximum. This would assure that all students who have need

after they have exhausted other sources of student aid would be eligible for the CSL

program. It would simultaneousl/ ease the problem of students whose remaining need

might be too small for banks to make loans. and that of students :hose parents =ay

have difficulty meeting the costs of higher-priced institutions. A variant of this

approach would be to permit all eligibles to borrow at least $1.000.

This annroach would retain at least some of the underlying nhil,sophy which

went into the creation of the program in 1965, sanely that most parents do not have

the available discretionary income to afford the increasing costs of college for their

children. Whatever approach is taxen, students should continue to be able to borrow

at least half of parental contriSutions, -ntil such time as the Parent Loan program

is operating as a viable option.

Under both these approaches there need not be any significant increase in

paperwork burden, either for lenders or for inst_ttiarai :financial aid aacin
ft

'We assume that a simple "benchmark" system co-1. be devised to expedite the application

process for students who have not aireaey appltea for ale.

Either or a mbination of these apps -aches could restrict el:alba:It/

substantially. A $25.000 income cap with unmet need above that level could limit

the eligibility cool to about 6 5 zillion students, whicn we estimate would save

approximately $300 million assuming that 30 percent of eligibles would borrow (the

current rate of uorrowers to eligibles), and chit the changes to eligibility could
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be effective October 1, 1981. The approach of providing need and half of parental

contribution would make approximately 7.5 million students eligible, and save some

$200 zillion (about the sane as a $30,000 income cap). A $35,000 income cap would

increase the pool to 8 million and save about 150 million. A $40,000 cap would

expand the pool to almost 9 million snd say a maximum of $100 million.

Under either of these options we recommend that students who do not meet

eligibility for the in-school interest subsidy should remain eligible for the loan

guarantee, as was the case prior to 1978. During that period, when el.eibility for

the subsidy was /limited to family incomes below $25.000 or those with documented

need, fewer than five percent of Guaranteed Loans were unsubsidised. Continuing

the eligibility of these students for the guarantee would not affect program costs

significantly, but could provide an important option for those who are able and

willing to cope with in-school interest payments and are able to find a lender.

Depending on haw these options or their variations are structured, CSI.

program savings of up to $300 million could be realized without threatening the

viability of the program for families and for lenders, which we fear would be the

result of the Adniristration's proposals.

Other Recomne.ndations for Cost Savings

Several other steps to tont= or reduce the cost of the CSL program would

be acceptable to the higher education :Psmunite. While none of tbem wo,id have as

large an impact as reducing eligibility for tie in-school interest suosidy, they

would have a significant cumulative impact on costs:

(1) Increase the interest on Parent Loans fron 9 to 1G percent, but

continue tie special allowance AS long AS interest rates a-e hash.

the acministracion*K ?ropoeai to raise tee interest rate to market rates.

abolish the seecial all,,ancei and extend repay -ert to twenty years would, we believe,

make the Parent Loan program so unattractiae to parents and 1-iders that it cou.d

never become successful. S 1108 would r_,..2 the .nteresc race to 1G percent at

8
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this level -- higher than the rate for student loans but lower than most current

market rates -- the program should prove suf.iciently attractive to families in

need of liquidity to finance their children's education. lie support a fixed interest

rate for parents, but we suggest that the Subcommittee review state usury laws to

assure that the 14 percent race will not cause conflicts and create inequities in

treatment of borrowers from state to state.

(2) Reduce a student's eligibility for CSL b3 the full amount of amz

Social Security or Vete-ans Educational Benefits.

Currently these benefits are treated as family income for determining CSL

eligibility, rather than as student aid. Et they weri-CO,pated as student aid, &is

w .,ld reduce loan eligibility for many students who now, in effect, receive duplicate

benefits. We understand that S 1108 would accomplish this savings.

(3) Provide incentives for students to repay their outstanding loan

principal through early repayment,

The current program provides no incentive for early repayment of loans.

Long -tern costs could be reduc. substantially if borrowers GOOK less tine to repay.

For exam)le, proposals hive been made to establish a staged set of incentives:

discounting the loan by 30 percent of principal for full repayment within 30 days

of graduation, discounting the loan by 20 percent for full repayment at the end of

the grace period. and discounting by 15 percent for full repayment by, the end of the

first year in repayment status. We understand that C80 is currently analyzin --e

potential savings of this proposal, which we bel..re the Subcommittee should consider.

(Al r'irvinr. .... ifl_school p,,,od.

The 1980 Education Amendments added a new sia-month grace period following

deferments .or Peace Corps and certain other kinds of volunteer service. Elimination

of these additional grace periods would accelerate repayment of loans without causing

yndue hardship (This provision is not included in S 1108.)

8'r"
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(5) Eliminate higher loan limits fir independent students.

The 1980 Amendments allow independent students to borrow a total of $3.000

per year, S500 more than the maximum for dependent students. Elimination of this

/additional amount would reduce the amount of data to be collected to determine the

student's status, relive administrative burdens on lenders a d institutions, and

ccnstrain the growtt of CSL volume and subsidies. S 1108 would accomplish this.

At the 34.= time, it would be helpful to make parents of graduate students,

and their working apouses eligible for the Parent Loan program to recognize their

need to additional resources to meet the higher costs of graduate eouration. Spouses

of undergraduate students should also be made eligible for Parent Loans.

We estimate that the recommendations listed abcve would reduce CSL costs

by $50 - S100 million annually in addition to the $300 million which could be saved

b; limiting eligibility for the in-school interest subsidy.

We have one remaining concern with S 1108 which we would call to your atten-

tion: Its provision for a July 1. 1981. effective date: We believe this is totally

unworkable for the Guaranteed Loan program. A realistic assessment of the steps

necessary to cake any significant changes in the prograx. including revision of 7 gu-

lations, comment ieriod. reprinting of `ors. etc., precldoe implementation before

Octobc: i at the earliest. January 1. 1982. would be a more reasonable date. Serious

consideration of earlier dates may cause uncertainty in the lending community leading

to a virtual shutdown of CSL luring the critical summer and fall period which are the

peak for applications.

"..'a welcome the opportunity to Work with the Subcommittee to develop soecific

legislation to achieve the cost-saving objectives/of the Budget Resolution.

8



ATTACIDIENT

PROPOSED AMENDMENTS TO SECTION 482(a)(1),(2)
OF THE HIGHER EDUCATION ACT AND SECTION 431fd)(1)

OF THE GENERAL EDUCATION PROVISIONS ACT

Amend paragraph (1) of section 1089(a) of Title 20 of

the United States Code, section 482(a)(1) of Title IV of the

Higher Education Act, as amended, by striking out everything

after the eomma following the words "family income, which," se"

and substituting instead the following:

"together with any amendments published in the

Federal Register, no later than August 15, 1981,

May 15, 1982, and May 15 of each succeeding year,

shall become effective July 1 of the calendar

year which succeeds such calendar year, except

as is otherwise provided in paragraph (2). During

the thirty day period following publication of a

schedule and any amendment to a schedule, the

Secretary shall provide interested parties with

an opportunity to present their views and make

recommendations with respect to such schedule or

amendment. Such schedule shall be adjusted

annually."

Amend paragraph (2) of section 1089(a) of Title 20 of

the United States Code, section 482(a)(2) of Title IV of the

Higher Education Act, as amended, substituting in its entirety

the following new paragraph (2):

"The schedule of expected family contributions

required for each academic year, including any

8,J
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amendments thereto published pursuant to

paragraph (1), shall be transmitted to the

President of the Senate and the Speaker of the

House of Representatives not later than the time

of its publication in the Federal Register. If

either the Senate or House of Represenatives

adopts, prior to October 1, 1381, July 1, 1982,

or July 1 of any succeeding year following the

submission of such schedule and any amendments

thereto as required by this paragraph, a resolution

of disapproval )f such schedule or amendments, in

whole or in part, the Secretary shall publish a

new schedule of expected family contributions in

the Federal Register not later than fifteen days

after the adoption of such resolution of disapproval.

Such new schedule shall take into consideration

such recommendations as may be made in either house

in connection with such resolution. If within

fifteen days following the submission of the re-

vised schedule, either the Senate or the house of

Representatives again adopts a resolution of disap-

proval, in whole or in part, of such revised sched-

ule, the Secretary shall publish a new schedule of

expected family contribot-ions in the rederal Regis-

ter not later than fifteen days after the adoption

of such resolution of disapproval. This procedure

9j
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shall be repeated until neither the Senate nor

the House of Representatives adopts a resolution

of disapproval. The Secretary shall publish to-

gether with'each new schedule a statement identi-

fying the recommendations made in either house

in connection with such resolution of disapproval

and explaining his reasons fcr the new schedule."

Amend section 1232(d)(1) of Title 20 of the United States

Code, section 431 of the General Education Provisions 4ct, as

amended, by inserting after the following words in the first

sentence "concurrently with the publication in the Federal

Register of any final regulation" and before the following

words "as required in subsection (b) of this section," the

following:

"(except expacted family contribution schedules

and any amendments thereto'promulgated pursuant

to Section 1089(a) (1) and (2) of this title)".
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Explanatory Statement of Proposed Amendments to
Section 482(a) of the Higher Education Act and

Section 431(di of the General Education Provisions Act

The proposed amendments to section 482(a) of the Higher

Education Act, as amended, and section 431(d) of the General

Provisions Act, as amended, are intended to accomplish two

purposes. First, the amendments to section 482(a) clarify

an ambiguity in the present statute regarding the proper

procedure to follow to amend an expected family contribution

schedule published by the Secretary of Education. The

proposiaStatutory amendment to paragraph (1) requires the

Secretary, should he desire to propose a substantive

amendment to a published expected family contribution

schedule, to publish the amendment 'n the Federal Register

no later than forty -five days befo the Congressional

deadline to adopt a resolution of isapproval of an expected,

family contribution schedule. An en ent to a schedule

may not be published and proposed after the date established

in paragraph (1). An amendment to an expected family

' contribution schedUle must also be subject to the thirty day

notice and comment period provided for a schedule.

The proposed amendment to paragraph (2) of section 482

makes it clear that an amendment to a schedule must itself

also be subplot to Congressional review and a resolution of

disapproval by either House. Since an amendment to a schedule

must be published no later than forty-five days before each

House may act to disapprove a schedule or amendment. no change

to the deadline for Congressional action was necessary.
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Furthermore, if either House adopts a resolution of disapproval

' as to a schedule_or an amendment to a schedule, the Secretary

of Education is directed to publish a new schedule of expected

family contributions within fifteen days after the adoption of

such resolution of disapproval.

Second, the amendment to section 431(d) of the General Edu-

cation Provisions Act provides, that an expected family contri-

bution schedule, and any amendments to such schedule, promulgated

under section 482(a) procedures, are not subject to a forty-

five day review by Congress and concurrent resolution of disap-

proval applicable to final -egulations cf the Department,

Senator STAFFORD. Thank you very much, Dr. Saunders.
Who-Vill be next?
Mr. GOSSENS. Senator, I will go next, and take the next one.
My name is Peter Gossens. I am director of government relations-

* the National Association of Independent Colleges and Universi-
ties and, let me say, Senator, I appreciate the opportunity to be
here this morning and present our views. We are in full concur-
rence with the statement just issued by the Association, the Ameri-
can Council on Education. We have same issues we would like to
stress for you, particularly with regard to the guaranteed student
loan program, and that is, our sole reason for being here, not as a
splinter off the higher education community.

As you know, independent colleges do form a major part of the
partnership with public colleges and universities that provides the
kinds of educational opportunities nee led to meet the needs of our
society. We think if you do damage to our sort of education-not
you, but if one does damage to our sort of education-the cost to the
public treasury at the State legislature level will be severe and
something that the States cannot picture.

The burden of the proposed cuis would fail severely on independ-
ent colleges and universities. We do not have a State legislature to
fall back on. Six out of ten of all of our undergraduate students
depend on some form of need-based assistance. It is because of that
heavy dependence that we appreciate your efforts to try to find a
way around the budget instructions and away from the ways the
budget instructions assumptions are developed.

However, we believe there is nct an effective way and we believe
that someone should come before you and tell you that there is no
an effective way to achieve the kinds of savings that the budget
resolution is telling you that you have got to da in 1 year

For example, in the guaranteed student loan program, Congres-
sional Budget Office and he Senate Budget Committee estimates
for the funds- you will need next year, fiscal year "1982, av $3.45
billion. That 2.7 is already committed, leaving you only $750 mil-
lion in fiscal 1982 funds which are digcretionary. The Senate
budget resolution would have you take $566 million out of that
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$750 million, thereby reducing the program by 75 percent in --1
year. We think that is unrealistic. We think once they get through
the macroeconomics and the macrodollar figures and understand

e these kinds of issues that you are reducing guaranteed loans by 75
percent in 1 year; that we may be able to take the President at his
word when he. suggested to Members of the House of Representa-
tives on the Gramm-Latta substitute budget that adjustments may
have to be made and appropriations and authorizations later on
down the road and not be held so tightly by the budget ceiling
which both Gramm-Latta and the Budget Committee assume.

You have heard the history of,the guaranteed loan program and
the problems with some of the changes from others this morning. I
will just stress two things.

One, if you make a July 1in terms of change of loans, we can
look back at the list and see what happened if Congress attempted
an immediate change in the program. We had to come back with
emergen,sy legislation within a month and delay the effective date
of those changes.

The second thing I would like to stress, Senator, is that with
respect to your $25,000 income cap in S. 1108, we believe that kind
of a change may be detrimental in good public policy from what we
have right now. Right now we have a program accessible to all
students from all income levels. The President ha§ proposed that
that access be limited in a couple of ways. We would "go with one of
his ways with a mild adjustment, that remaining need should
include half of parental contribution.

We oppose. the in-school subsidy, but we believe it is a least
harmful way to go if you do allow a remaining need to be applied
to all students.

According to Congressional Budget Office estimates, we list here
your dollar savings by about $100 million, wkoh if you take out
argument that in fact the 75-percent reduction in GSL is Irealis-
;:c this year, the $100 million is not an amount to be dividing us.

Senator, let me finish by saying we believe some short-term
savings and some substantial long-term savings, such as we pro-
posed, may be affected. We believe you do not have to go to the
approach that the Senate Budget Committee has proposed a 75-
percent reduction in the program. We hope that our admonitions
about the effects for immediate changes will allow you tb pick up
on the responsibility that Senator Randolph has addressed this
morning and tell the Budget Committee and tell the administra-tionand I am sorry that some of the newer members of the
subcommittee are not here to pass that word along as well to the
Budget Committee; that a 75-percent cut in GSL is just impossible
this year and let us go with some reasonable savings and put a
safety net around these programs, because these are an investment
in the future.

Thank you.
[The prepared statement of Mr. Gosseil follows-1

,,-

/
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PREPARED 'STATEMENT OF PETER J GOSSENS

Mr. Chairman and Members of the Subcommittee:

=My name is Peter Gossens. Tam Director of Government Relations for the

National Association of Independent Colleges and Universities which includes within

its membership 850 independent colleges and universities, 42 state associations of

independent colleges and universities, and 28 national, regional, and special pur-

pose associations of independent instittitions across the nation. They reflect the

partnership which independent and public institutions form to provide the diversity

and variety of educational'offerings required to meet the needs of our society.

In a process unique among educational associations, NACU provides annual

opportunities for the entire membership to address the public policy issues which

are important to all of us, and to issue a comprehensive and detailed set of public

policy statements which reflect our positions on those issues. At the concluding

general session Cour 1981 Annual Meeting on February 6, the membership of our

Association adopted the following three statements of priority interest in the field

_af_studgnt assistance:

r--
--NAICU will seek to assure an appropriate balance of fundirg between grant

benefits, both Pell Grants and Supplemental and State grants, and self-help pro-

grams, such as College Work Study and Guaranteed Student/National Direct Student

loans to assure financial accessibility for all Americans to all of our country's

higher educational opportunities.

N-Iffurther changes in student loan legislation are considered, NAICU will

seek to assure that loan capital is available to meet oll legitimate student need

unfunded by grants and work, that loan capital is expanded as necessary through the

Federal Financrg Bank, that student loan programs be simplified, that consolidation

of student loans be further encaraged, and that administration and collection of

loan obligations be improved through the availability of centralized services.

--Re:ognizing the potential budget stringencies in the years immediately ahead.

NAICU will work actively with other higher educational associations in formulating
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and advancing legislative initiative which will help to control overall federal

outlays for student assistance programs, while maintaining the continuity and

balance of grant, work, and loan benefits.

Unfortunately, all three of NAICU's central public policy interests in the stu-

dent assistance field are threatened by the Administration's proposals for achieving

immediate budget savings in student assistance programs. The assumptions contained

in the Senate Budget instructions further compound the problem. Institutions of

higher education, already suffering from the effects of inflation, would be hard-

pressed to find funds to make up the substantial FY 1981 and FY 1982 savings which

will be required in the Pell Grant and Guaranteed Student Loan programs.

. The burden of the proposed cuts would fall very severely upon the independent

sector of higher education. We do not have a state legiilature to fall back upon to

make up a shortfall in federal funds. Nationally, according to the most recent

studies of financial and educational trends throughout
the independent sector, 60

percent of our aggregate educational and general revenues come from student pay-

ments, forty percent of which is from student aid programs. Furthermore, six out of

ten of all undergraduate students enrolled in
the independent sector receive one or

more forms of need-based student aid.

While some NAICU member institutions possess substantial
endow, ts, most do

not. Even the endowed institutions already find that they h to dip deeply into

endowment funds to maintain quality educational programs And with college costs now

averaging 56,100 per year for an undergraduate student at a four-year independent,

institution, this depletion of institutional resour es quickly could become disas-

trous for our long-term financial security.

With this introduttion as to our make up and the problems our institutions face,

let me commend you, Mr. Chairman, and other Members of the Subcommittee vorattempting

to find .ays to meet the ,eetnciliation requirements.
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However, there appears to be no effect iv" means to achieve much of the savings

called for in the budget instructions
for FY 1982, especially with respect to the

Pell Grant and Guaranteed Student 1.6an prograds.

Pell Grants

. 1St generally suppOrt the positions expressed
in the statement by the American

Council on Education with respect to possible
reductions in the Pell Grant program.

Specifically, we support (1) an increase in
thc Pell Grant maximum to $1,900 so that

inflation does not cause thousands of students
to be ineligible for the program; (2)

at;thoritA such as you propose in S. 1108, for the Secretary of Education to propose

4itsin the *Niel statutory Family Contribution Schedule
procedure an assessment rate or

a series of assessment rates to be applied
against family income; (3) an increase in

the family size offset to reftct the effects
of inflation, especially on low-income

families; (4) count Social Security and
Veterans educational benefits as student

aid; (5) modify the statutory- reduction
schedule to avoid the current inequities,

and (6) defer substantial changes in the ex'istin e need analysis system until aca-

demic year 1982 -83, because it is so late in the processing year.

We also believe that, in order to
arrive at a realistic budget amount for Pell

Grants for'FY 1982. you may need to make
additional adjustments to accomplish the

above objectives. Two possible adjustments which we offer for your consideration

are (1) to establish some reasonable limitation
in the Pell Glint program, either by

statute or by regulation, on the allowable
cost-of-attendance fOr commuting students

not living with their parents so that this
allowance does not become.a new mechanism

for abusing the program, and (2)
to establish some reasonable, workable, and equi-

table self-help expectation in the Pell Grant program so that students cannot pay

for their entire cost of higher education with grant funds. The Educaticn Amend-

ments of 1980 established a theoretical self-help expectation by establishing the

federal policy deal that federal grant programs and reasonable parental contribu-

tions will meet 75 percent of a student's
cost of attendance, thereby implying a

25-percent self-help expectation.

a
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Guaranteed Student Loans

Because students attending independent colleges and universities are so heavily

dependent on the GSL program, oar major concerns are with the instructions in the

budget resolution and with certain provisions of S. 1108 which relate to GSL. While

significant long-range savingsoare both possible and necessary, it is practically

impossible to achieve the S million in FY 1982 savings which the budget

resolution would require.

The Congressionar Budget Office estimates that, of the S billion needed for

GSL in FY 1982, only 22 percent is controllable. In other words, if the program

were simply stopped on October 1, 1981, and no loans were guaranteed in FY 1982, the

federal outlays for the program would amount to $2.7 billion. Therefore, the real

effect of the budget resolution is tc require $566 million in savings out of the

$750 million which is controllable, or to reduce the controllable GSL budget by over

75 percent.. Surely that cannot be the intent of those Senators who supported the

Revised Second Concurrent Resolution for FY 1981. Surely that cannot have been the

intent of the 253 Representatives who voted for the Gramm-Latta alternative Budget

last Thursday. It is our hope that when the effects of there budget proposals are

understood; Senators and Representatives will accept President Reagan's suggestion

that adjustments will have to be made in authorizations and appropriations for FY

1982.

Furthermore, because most of the-GSL outlays in FY 1982 will be for loans made

during FY 1981, the only way to effect FY 1982 savings is by changing the, statute so.

that ncw program requirements will apply to loans made in the last quarter of FY

1981. Because of the complexity of GSL program requirements on lending'ins?itutions
'

across the nation, and the fact that lender participation in the program is entirely

voluntary, history teaches us that substantial lead time is needed before statutory

changes go into effect. In 1972, Congress attempted to impose immediate program

9x.
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ch.anges, which resulted in a neartdtal shut-down of the program because most

lenders simply withdrew from participation, requiring emergency legislation to delay

the effective date of the changes. We fear a similar result if you attempt to

impose a July 1 effective date on whatever changes you make in the statute.

With respect to the specific proposals to amend the statute to attempt to

'achieve GSL savings, let me offer the following comments. We believe there are

serious public policy difficulties with the GSL provisions of the Administration's

bill, S. 1109, and with the provisions of your bill,. S. 1108, which would establish

an income ceiling of 525,000 family income for automatic student eligibili/y for GSL

and establish a need analysis system for all other students. We enthusiastically

endorse the other proposed changes in the program which are in S. 1108.

When the GSL program was enacted in 1965, it was designed to provide a means

"whereby students from middle-income families could have access to borrowed capital

to meet the expenses of higher education for their children. The prograi was

designed to be funded out of capital from private lenders with a federal guarantee

and subsidies to induce lender and borrower participation. It has been amknded

numerous times to reflect changing needs of its target population, limit or

eliminate abuse, and to tie the subsidy, for lenders to market rates. it has worked

well to provide access to higher education to millions of American student; and to

provide reasonable yields to those lenders which have elected to participate. In

recent years, the costs of the program have ballooned in large part because of the

unprecedented and unexpecteo increases in the cost of myney. For example, C80

estimates that if the interest rate for 91-day Treasury bills were to drop by only

one point, the Federal outlays for GSL in FY 1982 would drop by 5220 million. The

savings which would result from a two-point dro) in that interest rate, when added

to the savings4which would result from other parts of S. 1108 would be sufficient to

meet the Budget instructions..

99
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However, the Budget Committee has rejected the President's assumption that such

-a reduction in interest rates occur, but took the Administration's other

proposals for reducing GSL costs. Your bill, Mr. Chairman, proposes yetojnother

way to achieve the amount of savings assumed in the Budget resolution, by setting an

arbitrary income ceiling for automatic GSL eligibility. We believe, that there is

another way of achieving similar savings over the long term by modifying the

Administration's proposal. Our proposal would modify the President's proposaiy

retaining the in-school interest subsidy and including at least one half of the

Parental'Contribution (PC) in the amount a student would be able to borrow (limited,

of course, by the authorized°annual and aggregate maximum amounts).

It would assure that students from all income levels would be eligible for GSL

leans if they have need after they have exhausted other sources of student aid. It

would not assume need for studerits from certain income categories who nay have no

actual need, but, because thgir parents' oncome falls below a certain level, are

automatically eligible for a $2,500 loan' each year. In addition, it would elimina.e

the opportunity for students at any income level to abuse the program.

Our proposal would retain at least some of the underlying philosophy which went

into the creation of the program in, 1965, namely that most parents do not have the

available discretionary income to afford the increasing costs of their children

attending callegt. Under Current law, students are allowed to borrow up to the full

amount of their expected PC for other programs. The ParentsLoan program was

statutorily created in the Education Amendments of 1980 to maintain that philosophy

in a separate program, but only one Parent Loan has been made in only one state.

We urge you to continue to allow students to bor.row ae'lvst one half of the PC at

least until the Parent Loan program is operating as a viable option for parents to

obtain the needed capital.

1
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This proposal would not add significantly to the paperwork burden either for

lenders or for institutional financial aid administrators if a sople "benchmark"

system of need analysis were used in determining the expected PC, instead of formal

need analysis. Currently, institutions of higher education are performing forial

need analysis on nearly half of their students from all income levels, and nearly

all of their low-income students, and we believe that requiring a simple 'benchmark"

type of need analysis on GSL borrowers would lot impose a significant paperwork

burden on.them. ,

P%. Chairman, these comments are offerred as an attempt to provide you

assistance in the difficult, some would say impossible, task which you face of

achieving the substantial savings in these two critical feder.al student assistance

programs which the Budget Aesolution Would require. We hope that our admonitions

about the effects of immediate changes, and our proposals for short-term and

long-term savings are adequate to convince this Subcommittee, the Budget Committee,

and the Administration thjit these programs are important enough to be included in

the safety net of Prograrlis protected against all further cubs except those which may

be needed to reduce fraud and abuse. I would be pleased to attempt to respoild to

any questions you may have.

Senator STAFFORD. Thank you.
The Chair notes that we are now into a rollcall vote in the

Senate. I intend to see these hearings through even if I have to go
over and answer another rollcall and come back.

Senator Randolph, what would your pleasure be here? We should
answer this rollcall and we have two more witnesses to go on this
panel,

Senator RANDOLPH. Mr. Chairman, I will attempt to come back,
of course. It is a difficult schedule for me today.

Senator STAFFORD., It is, for both of us.
Senator RANDOLPH. But I will attempt to come back.
Senator STAFFORD. If the panel can remain, we will go over and

discharge our duties in the Senate and come back as quickly as we
can.

(Recess.]
Senator STAFFORD. The subcommittee will please come to order.
At the time we left, we had two witnesses who had not had an

opportunity to testify from the panel, Mr. Leifman and Mrs. Miller.
Have you made a decision as to which will go first and which

will go last?
Mr. MARTIN. Mr. Chairman, Mrs. Miller and I would like to

share our time, if that would be acceptable to you.
Senator STAFFORD. It will be acceptable. It will be 5 minutes

apiece, though.
Mr. MARTIN. Thank you, Mr. Chairman.
We appreciate the opportunity to appear before this committee

and express our views. We prepared a comprehensive statement,
not only commenting on the administration's bill, but certainly

1 01
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your bill, along with several recommendations and we also support
the recommendations- that have been addressed by the Council on
Higher Education Loan Programs.

Mr. Chairman, we pointed out that the primary problem we face
is because of rising inflation and short-term problems, that it is
ironic that this committee, which has been so responsiblejor the

Program for years ig faced now in responding to the Senate Budget
Committee's resolution, but nevertheless, we want to try to assist
you.

Let me jilkt point outand the last page of my testimony, before
the supporting data, copy of the letter that. we received this last
week from a mother of two children'who were attending school in
;Tennessee, who were applying about whether the loans were going
to be available for this year; becattse we are faced with a difficult
time that has already been made here of what is going to happen.

She reports that her two children who are using the guaranteed
student loan program, it is still necessary for this family to contrib-. ute over $4,500 of their own expenses. They are two working
middle-income families and their total income is about $30,000.

At the end of the letter, she says, "Any information you can give
me will certainly be appreciated. If we could use this loan for 1
more year, I belieVe we will be able by planning and if everyone
stays healthy to make it for the other 2 years. Needless to say,.this
is very upsetting to us since it seems to hurt the middle-income
family that wants to work and pay their way. I know we will make
it, but it is sure going to be difficult if it is not available for this
year with no tima to -plan any budget. By the way, our income
comes from my, husband working three jobs--a fireman, a security
manager for a department store, and an auctioneer. I work outsidethe home and both children have summer jobs, my son also works
during the school year. We are trying to give- our children an
education in a good Christian school where they are happy and we
hope become productive citizens. It seem§ we are being penalized
for working hard."

1)would suggest to you that this kind of a letter is begining to
groyPthroughout the country in every school that we are associated
with. We are finding ourselves with an °incredible period of time
with the difficult task that you haVe of reducing the overall cost in
a very short period.

in essence, if we are not careful, with all the kinds of proposals
that have been floating around, we may throw the baby out with
the bath water, so to speak. We have introduced some concepts,
including the one that you have in your bill, of an income cap, but
we are concerned, Mr. Chairman, that your income cap of $25,000,
which is necessary-to meet the budget savings that are mandated is
going to have a detrimental effect upon the attendance in institu-
tions this fall and the choices that students will make in selecting
institutions.

If the figures are correct from the Congressional Budget Office
which would show that about 50 percent of the volume of 'sans
might be reduced as a result of that kind of a cap, then we would
suggest that that is going to be very disruptive on enrollments; and
we would therefore support a much higher figure than that.
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We feel that these difficult times do not leave us a whole lot of
room, so one additional suggestion that we have offered, not that
we like it, but with the possibility of perhaps having some kind of a
Federal loan interest revision, that might be some kind a a fee
that would be taken_directly from the students at the time that the
loan is made and paid back to the Government to help offset the
costs that are incurred in this program.

This would not change the program as it is currently structured.
It is a fairly simple kind of approach. It is not one that-we welco
suggesting in light of the fact. that we have always supported t e
benefit for students, but the choices that we have, as Senator Pell
commented earlier, are not pleasant. It would be better for a
student to know that we 'Could get access to a loan and get some
kind of a fee because of the high interest period that we are in,
rather than going to accruing and compounding which is dubious
that it will work, and pay up to four times that amount in a
penalty.

We would offer that as a suggestion, knowing that there is
resistance to it and we do not like it ourselves, but it would be an
option that you could adjust later or remove if interest conditions
change in the future.

At this time, let me turn to Gene Miller, who is the president of
our association, and acting administrator, and ask her to comment
further on some of the other comments.

Ms. MILLER. In the brief time we have left, I would like to
emphasize two points that have been previously discussed as they
pertain to the realities of studentA on the campuses across the
country.

The first is the issue of self help or the additional $750,000
recommended in S. 1109,owhich is only an increase into the heavy
burden for students.

Based on students' budgets, for example, at California colleges,
the current self-help contribution that already exists ranging from
a low of 23 percent to a high of 80 percent and in an attempt to try
to show you how this works, there are some graphics at the end of
our supplemental report which show some charts and will give you
some ideas of how students packaged, and how much self-help they
already have. , .

The second is the deferral of the cost of attendance provisions.
This is especially devastating to the nontraditional students who
are enrolling in larger numbers as was indicated earlier in the
testimony. These costs have not been adjusted since the inception
of the program in 1972 and, again, if you take a look at the
g.aphics, you can see beldw the triangles we have put the actual
cost, and these are based on some averages in California and below
that we have the Pell grants costs that are allowable for those
same student budget categories and you will notice the variation..
for students who live off -campus and for students who are heads of
households who are married students.

I would conclude by reportingsupporting some of the proposals
in S. 1108 to reduce costs. These are enumerated in the statements.

We thank you for allowing us the time to comment on these
issues and wish you well in marking .up that bill.

[The prepared statement and supplemental statement of Ms.
Miller follows:]
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EXECUTIVE SUMMARY

1. NASFAA endorses the principles contained in Pile4ident Reigan's Budget

Reform Plan to refocus the student aid programs, but disagrees with

the methods that have been proposed to achieve these ends.

2. Acceleration of costs in the GSL Program is directly related to current

high interest rates.

3. Expenditures in student aid programs are essential.in order to achieve

the Administration's goals, since such a plan is dependent upon increas-

e ing productivity and strengthening national defense which are in turn

dependent upon a 11-trained and educated citizenry.

4. Significant legislative changes at this point in the student aid de-

livery cycle resulting in major reductions in anticipated funding will

cause incompremnsible disruptions.

5. NASFAA supports the concepts of: (1)Awarding Federal student aid on the

basis of financial need; (2)Parents assuming the primary responsibility

for paying for their children's education to the best of their ability; and

(3)Students contributing to their own educational expenses.

6. Growth in the teenage population has created pressure on the supply

side of the youth labor market resulting in high unemployment rates

for teenagers

7. Inflation and the unavailability of student employment have impacted

negatively upon the parents', and students' ability to pay for post-

secondary education. The-jobless rate for teenagers in general was

16% in 1979, but 27.8% for minority teenagers.

8. latio'r Department studies showthat the unemployment4te of 20-24 year

olds with four'or more years of college is 4% compared to 9.4% for

high school graduates and 20.6% for high school dropouts of the same

age:" Financial aid makes it possible for students to obtain a post-

secondary ducation.

9. Changing demo aphics and characteristics of today's college age

student have created greater financial needs for tuday's student.

Sibling overlap, higher proportional enrollment of lower income

st , (equerry of single parent households and average higher

X
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ages of today's students create larger student expense budgets with

lower available family contributions:

10. Adequate financial aid is one,of the two single most critical factors

invo4hd in determining wjlether,studentsv..will;enr011 and continue in
.postsecondary'education. !education.

4
11. Most postsecoridry'educitiona1 institutions are the largest or second

lirgest payroll producing eateruhes in'the communities id'which they

are located.

12. A.primary issue7king the United States angress is whether or not to

'support the AdMinistration's proposals to reduce program costs by

methods which have been advanced.

' 13. LimitinTpuaranteed Student Loans to remaining need'is questionable when

you examine the average loan amount based on college costs. Statistics'

show that the majority of.students are borrowing amounts appropriate

for'their costs of attendance.
e _ _

Limiting studdnt loans to remaining need will affect the supply. side

of the GSL equation and cause lenders to make two funs, one to the

student and one to the parent to cover t a student's costs without

any additional yield.

16.

Elimination 'of the in-school interest suLidy in the GSL Program will

significantly increase the debt burden of many,students, perhaps re-

sulting in a greater likellhTd of students defaulting on their loahs.

Extendi9g the repayment period on Parent Loans and making them avail-

able to parents of graduate students w.&11 result in an increased num-

ber. of death and disability' claims being paid by the governmentlk.

17. Eliminating the special allowance to the Parent"loan Program will

requi.re parents to assume a greater burden and'perhapi discourage

them from taking out such loans because of their other_ credit obligations...,

18. NASFAA feels that the recommendations' which have been made by the hi9her

education community for reducing costs in the GSL Program are more .

reasonable, cost effective and understandable by parenti and students.

19. Imposing a self-hell) expectat'on in the Pell Grant Program does not

affect eerycne equally.' Impact will effect low and:moderate income

10G



J22. Weighted average thresholds of low income levels developed by the

Social security Administration to determine Pell Grant family size

offsets are,unrealistic compared to the true living costs that families

face in today's society.

23. Phase out of,student Social Security Benefits will affect low income

students the most since 84% of the students come from fam'lies with'

incomes below $20,000 per year and 71% from families with incomes

under 515,000 per year. Other student aid will not make up the

amount of these benefits for most students.

24. NASFAA feel: that the recommendations which have been made on pages

23 through 28 for reducing costs in the Pell Grant and GSI. Programs

are more reasonable, cost effective and under.standable by parents

and "student

102

students attending low cost institutions.

20. .Allowable costs under the Pell Grant Program bear little resemblance

to the actual costs students and families must pay. Current cost

allowances in the Pell Grant budget and restimate true expenses be-

tween $900 and $2500.

21. Imposition of the AdministratIn's self- elp provision will increase

the work loan for institutions abd requrie additional costs to be

borne by the Eucation D.partment to modify their processing systems.
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Mr. Chairman and Members of the Subcommittee, as always, we appreciate the

opportunity to express our views before this Subcommittee and realize that

this Subcommittee, which has historically designed and supported student

aid programs, is faced with the difficult responsibility of making stat-

utory changes that will attempt to accomplish the goals of the Senate

Budget Committee. Therefore, we will do our utmost to help you find so-

lutions which are the feast damaging
to the fundamental goals of these

programs.

We regret, however, that prevailing
circumstances necessitate reductions

in financial aid support to our country's postsecondary education students'. ;

in order to net the requirements of the Senate Budget Resolution. While 44i4,

we support the President's goal of reducing inflation, cutting back on un-

necessary spending and balancing the Federal budget, it is ironic that we

are here today to determine how to reduce the costs in the Pell Grant and

Guaranteed Student Loan Programs when the truth is that expenditures in

this budget function have primarily accelerated due to rising special allow-

ance costs in the Guaranteed Loan Program which
are directly tied to mone-i

Lary policies determined by the Federal Reserve to restrict the supply of

money by fostering high interest rates.
Consequently, actions taken by

both the former and the current Administrations
to deal with the nation's

overall economic ills have caused
Guaranteed Loan costs to accelerate to

the point that we must now cut need-based
student assistance programs, such

as the Pell Grant Program, in order to continue
to preserve a viable than

program for middle-income families who desperately need the program to
assist them in meeting postsecondary educational

expenses because infla-
tion has eroded their savings and reduced

the discretionary money which
they normally would have used for this purpose..

Therefore, we object, In principle, to the program reductions that have
been propcied in the Administration's

bill, 5.1109, and the Chairman's
bill, 5.1108 for two reasons.

First, we believe that the student aid

programs have been worLing well and
are acqieving their intended legis-

lative goals. Expenditures in these programs are reasoncble and neces-
sary if the President's broader Economic

Recovery Program is to be achieved.
'since that plan is dependent

upon increasing p;oductivity and strengthen-
ing national defense which are in turn dependent upt.1 having a well-train-
ed and educated citizenry. %Secondly,

we believe that making significant
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legislative changes at this point in the student aid delivery cycle which

would result in major reductions in anticipated funding will be particularly

disruptive to everyone concerned. Institutions have necessarily already

begun making awards to students for this academic year and parents and stu-

.
dents have made their educationalplans based on this information. We would.

therefore, caution you to weigh your decisions carefully since the decisions

you make will have a profound effect upon the educational opportunities of

our citizens, the survival of many of our educational institutions anethe'

economic health of the many communities in which these institutions are

located.

In thepast,severalseeks, we he analyzed the President's Budget Reform

Olen and Sh109 as they relate to the two largest student aid programs:

The Pell, Grant Program and the Guaranteed Student Loan Program. While we

endorse the principles contained in President Reagan's proposals, we respect-

fully llisagree with the methods proposed in 5.1109 to achieve these,ends.

Our Association, composed of over 2,400 postsecondary educational institutions,

has always supported the concept of awarding student aid on the basis of finan-

cial need. We also subscribe to the principles that: (1)Parents have the

primary responsibility to pay for their children's education; (2)Parents will

contribute to the best of their "financial" ability; and (3)Students therd-

selves shquld also contribute toward meeting their educational costs. We are,

however, fully cognizant of the financial pressures facing many families today

which ?revent them from fully meeting postsecondary educational costs, This

circumstance is primarily due to the impact of inflation, rising taxes on

discretionary incomes and the unavailability of summer and term-time employ-

ment 0 today's student.

,Ilanyrecent news acipunts have alluded to the problems teenagers and young

college s ' idents have in obtaining employment. A recent study by the United

States Department of Labor provides an indepth profile of the teenage worker.,

The study shows that growth in tha teenage population has created consider-

%A
Mlle pressure on the supply side of the youth labor market. 'This pressure

has caused consistently high unemployment rates for teenagers throughout

the 1960s to the preserit. The jubless rate for teenagers has gone from a

low Of 7.6% in,1953 to 16%in 1979. It is importarit to note, hoWev'er, that

black and.other minority teenagers have experienced consistently higher un-

employment rates than their white counterparts. According to the Department

0100
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of Labor's statistics, in 1979 the unemployment rate for black and other

minority teenagers was 27.8% compared to 13.9% for white teenagers. These

statistics also point out ti.at for most teenagers,finding employment is not

an economic necessity since almost three-tourths of all teenagas live in

two-parent families and only about 12% have no parental attachment. On the

other hand, approxlmately one-half of all black teenagers reside i4 one-par-
,

ent families or live apart from their parents; for these youth, finding a

job can be crucially important.

It is also worth noting that the unemployment rate among youth is higher in

central cities than it is in subints and non - metropolitan areas. Thus, the

opportunity to enter the labor force is greater for students who do not live

in the cities. It should be noted that 'ore than one-half of black youth lk

live in central cities and lass than one-fifth of this population resides in

the suburbs. P:spanics also account for a disproportionate share of the

nation's unemployed youth. In 1979 among the Hispanic groups, Puerto Rican

youth had tne highest jobless rate, 27.8%, compared with 16.9% for workers

of Mexican origin.

The Labor Department's study also shows that the amount of formal schooling

is substantially related to the prospects of being employed. Those individ-

uals who are 20-24 years of age who only completed 1 to 3 years of high

school have an unemployment rate of 20.6%. Of 20-24 year-olds who completed

high school, the Unemployment rate is 9.4%. Of 20-24 year-olds who had 1

to 3 years co. college, the unemployment rate is 7.2% and of those 20-24

years of age who have had 4 or more years of college, the unemployment

rate is 4%. These statistics clearly support the importance of providing

the financial means to ensure that American youth can obtain a postsecond-

ary school education.

Our Association is also aware that student aid sources have increased di-
maticatly in the past few years. Much of this increase.in funding has been

needed to simply keep up with the rising increases in educational costs and

associated living expenses. Another often overlooked factor, however, is

the changing'demographics and characteristics of today's college age student.

While families have always had the primary responsibility to pay for their

childrer's education, there has been an emerging trend during the last de-

cade of increasing numbers of families with more than one college age .a-

pendent. This sibling overlap increases. the financial burden on some

families in that they must meet postsecondary educational expenses for
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more than one child at a time.

The Policy,Analysis Service of the American Council on Education shows

that "in 1967, 12% of all families with dependents in the 18-24 age

group had more than one dependent enrolled in college; by 1976, the

porportipn had risen to 16%." While it appears that child spacing

patterns did change in the 1960s, the frequency of sibling overlap had

made it more difficult for parents to contribute as much as they have

in the past.

Another factor which has affected the college age population is the

racial/ethnic distribution-of whites and non-whites. In 1965, non-

whites Lonstituted approximately 12: of the enrolled 18-24 year-old

College .age population. Current trends show that by 1985 the projected

number of non -white 18-24 year-old students mill constitute approximately

17Z of the enrollees. Given disparities in family income distributions

a higher proportion of non-wnite youth families have greater financial

need. Likewise as has already been pointed out, a proportionally

greater share of these students cone from single parent families and

have more difficulty in obtaining part-time and :ummer employment.

Age distribution of college students is another demographic that has

changed. In October 1979, the Bureau of the Census reported that over

one-third of all college students were 25 years of age and older. The

following chart shows tha age distribution of college students in 1972

as compared to 1979.

AGE DISTRIBUTION OF COLLEGE STUDENTS 14 YEARS OLD AND OVER

Aee 19i2 1979,

i4 - 17 years 295,000 311,000
18 and 19 years 2,680,000 2,844,000
20 and 21 years 2,116,000 2,353,000
22 - 24 yeats 1,461,000 1,794-,000

25 - 29 years 1,229,000 1,679,000
30 34 years 531,000 996,000
35 years and over 783.000 1 402 000

TOTAL 9,096,000 11,380,000

With more older students enrolled in postsecondary education, the fre-

quency of independents has become more Rrevalent. Consequently, for

many or these students, the parent's ability to contribute towards their

college education is no longer considered when the student's need is
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assessed. In addition, the financial responsibilities of these older

students is greater due to the fact that more of them are married, have

Other dependents and are the primary head-of-household. Student expense

budgets, therefore, tend to be larger for these students than for typical

dependent students. It should also be noted that more women than men were

enrolled in college in October of 1979. This is the first time since World

liar II that women outnumbered men in college attendance, Below age 35,

about 5 million men and 5 million women were enrolled In college, but among
students 35 years old and older, there were 914,000 women and 487,000 men
in college. Current divorce rates and the increased need for two working
parents to meet financial responsibilities are primarily responsible for

this difference in enrollment patterns.

Because of these changing demographics, the need for financial aid has

become increasingly important. Today it is not unusual to find that at

both public and private institutions between 50% to 60% of all students

are dependent upon financial aid funding to help them meet the education-

alwenses:

Research shows that adequate financial aid to meet a student's need is,

one of the two single most critical factors involved in determining
--

whether or not students will decide to enroll in postsecondary education
and is also a major factor in whether or not the student will persist.

Consequently, the fiscal viability of postsecondary institutions today

is more dependent upon student aid fluids than,ever before and the.

financial health of these schools has a major impact upon the financial

health of the total community in which these schools are located. Most

educational Institutions are tne largest or second largest payroll pro-

ducing enterprises in each community in which they are located and their

economic 'Impact is a critical factor upon the rest of-the community.

Studies have sliOwn that conservatively, every dollar that is spent in

a community for postsecondary education rolls over in that community

-aflOes1 three times during the course of a calendar year. Therefore

if Itc-1tool suffers a loss of three million dollars in student aid fund-

iirssin a given fiscal year, the community in which it is located will

suisfcr cortesponding loss of nine million dollars that normally would

have been spent for other goods and'services. This kind of economic

impact is very significant and can have major negative repercussions if

1. 1
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not dealt with carefully. Perhaps even more significant is the potential

impact upon the Federal budget. If a major reduction in student aid fund-

ing should occur and the outcome forced a large number of the more than

14 million enrolled students out into the job market, the unemployment

rate could be increased significantly. Again statistics show that a one

point increase in the nation's unemployment rate will conservatively in-

crease the Federal budget deficit between 525 to 530 billion per year.

These figures do not irclude the negative economic impact that such an

increase would have upon state and local tax revenues, nor do they attempt

to assess the harmful effects that impact our nation's human capital.

Nevertheless, we nave describe! these changes in college age demographics

and the resulting economic changes that would occur to show you that it

has been necessary to have larger amounts of money in the past few years

to assist the students who are enrolled in college than it did a decade

ago and it will continue to do so in the next few years.

Our primary purpose today, however, is to examine the two legislative

proposals before you and to provide information which will hopefully

assist you in making degsions regarding whether to support or modify

the proposals that have heeoadvanced. Let us begin by reviewing the

Guaranteed Student Loan Program.

Guaranteed Student Loan Program

The Senate Budget Resolution would require that the GSL program be limited

to 52.873 billion FY-82 or a savings of 5566 million from program costs

under current law. The Administration has proposed to achieve this goal by:

limiting borrowing to remaining need; eliminating i--school interest sub-

sidy; requiring parents to borrow parental contribution through the Parent

Loan Program; increasing the interest rate on parent loans from 9% to

prevailing market.rates; and by extending the repayment period in the
4.

Parent Loin Program from 10 to 20 years.

In order to provide you with a better understanding of what is contained in

the Administration's proposal, let us look at the following issues.

113



109

Issue I - Whether or Not to Limit a Student's GSL to the Amount of Remaining

Need.

As you are aware, the GSL Program is the only true entitlement program con-.

tained in the Title IV student aid programs and the costs of that program

have increased substantially in the past three years. Secretary Bell noted

in his March 11 testimony before the House Subcommittee on Postsecondary

Education that "in the past three years the volume of loans has grown from

$1.9 billion'to $4.8 billion" and that during the last four years, as many

loans have been insured as have occurred during the program's 15 year history.

This growth is not surprising since it was not until 1976 that the law was

changed to make the program workable and additional changes made in 1978

which eliminated some of the administrative restrictions, thus making the

program more desirable to outside commercial lenders and,opening the

prqgreM to all students. The growth of State Guarantee Agencies, the es-
.

tablishment and maturing of secondary markets, and improvements in the

Department of Education's operations have also made this program more

viable. Still another factor which has already been mentioned that has

greatly contributed to the costs of the GSL program is economic circum-

stances which have contributed to high interest rates which in turn have

more than doubled the amount of special allowance the government must pay

to the lenders on the outstanding obligations. Still the Administration

contends that part of the program's spiraling cost is due to borrOwing

by high income families who have no need for the funds to help them meet

their children's educational expenses. Therefore, they have proposed to

limit the student's loan amount to "remaining need." This remaining need

has been defined as educational costs minus other student aid and expected

family contribution.

The impact of this change would require all borrowers to submit data to De

processed by a need analysis service or to be hand caldulat d by an insti-

tution, NASFAA has found that in public institutions about 50 to 60 percent

of the current GSL borrowers have not filed a need analysis form. In private

institutions, about 20 to 30 percent of the current GSL borrowers have not

8143I
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filed a neeo analysis form. This change will not only increase the applica-

tion processing time by approximately four weeks, it will also increase

the amount of paper work by more than two-fold. In spite of this additional

administrative burden upon institutions and a more complicated application

process,for students and parents, there are two other factors which must be

considered befucc adopting the Administration's remaining need concept. The

first question we must ask is, are students borrowing substantially larger

amounts of money than they need to pay for their college education? If a

student's educational costs are modest, would one assume they would

only borrow a modest amount to cover those costs? Lf on the oche- hand,

the student is facing high costs\ is it reasonable to assume that he would

borrow more? In an attempt to answer this question, I asked three of the

larger State Guarantee Loan Program Agencies to provide data on

their average loan size by institutional type find control. The following

charts are a compilation of this data

State of New Jersey

New Jersey Colleges - Loan volume July I, 1980, through March 5, 1981

Tyne
Students
Enrolled

Percent of No of Amount Average
Borrowers Loans Guaranteed Loan

Public 2-Year 44,597 11.1 4,985 $ 7,391,626 1,483Public 4-Year 74,935 28.3 2a,123 45,755,010 1,979Private 4-Year 32,258 36.6 14,126 30,256,416 2,142
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State of New York

Loans Guaranteed by Tyoe of Institutions, Fiscal Year 1979-80*-

Number
of Loans

Dollar Amount
of Loans

Average
Loan

.No. of Loans as %
of Full-time in state

enrollment

CUNY 2 -Year' 5,8C6 $ 8,426,489 $ 1,451 12.5%
CONY 4-Year 14,110 20,775,437 1,472 21.0
SUNY 2-Year 28,189 41,055,171 1,456 27.9
SUNY 4-Year 50,590 91,973,413 1,818 42.7
-Independent 2-Year 9,887 16,004.808 1,619 41.0
Independent 4-Year 110,316 246.838.889 2,238 63.8
TOTAL Collegiate 218.898 425,074,207 1,942 41.1
TOTAL Vocational 31,117 45.219,111 1,453 NA
Out-of-State 58,652 143,447,312 2,44; NA
Out -of- Country 3,039 12 368.638 4.00J NA

GRANO TOTAL 311,706 $ 626,109,268 $ 2,009 HA

* 4/01/79 - 3/31/80

State of Pennsylvania

Loans Guaranteed by Tvce of Institution 1979-80

Average
Guaranty

Tyne of Institution Number of Value of
Guarantees Guarantees

Community Colleges 5,750 $ 7,630,649 $1,327

Rospital Schools of Nursing 2,466 4,758,417 1,930

Vocational Technical Schools 108 707,109 1,392

Business and Technical Schools 21,830 41,011,189 1,879

State Colleges and'Universities 22,972 37,405,747 1,628

State Related Universities 34,769 73,310,672 2,109

Private Two-Year Colleges 1,755 2,948,912 1,680

Private Four-Year Colleges
and Universities 42,576 94,350,790 2.216

Total All Ifisrimutions 165,678 339.145.060 2447
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While we realize the danger in drawing conclusions from such a small sample,

we have no reason to believe that similar data from the other State Agencies

would not reflect the same trend. Slpce costs are lower in community colleges

and two-year public institutions, the average loan sizes do not appear to be

excessive, and as anticipated, the largest average loan mounts are going to

those students enrolled in private four-year colleges, which on the average,

have the highest costs. Therefore, it would appear that the vast majority of

students are not borrowing amounts which exceed their needs.

The second question we must ask lc, if we adopt the remaining need concept.

will lenders make loans for small amounts of money? As the GSL program is

currently structured, students cannot on)y borrow the difference between the

cost of education and other sources of student aid, but they may also borrow

the parental contribution if it is not available because the family has cash

flow problems. Enabling students to borrow their parental contribution was

one of the original intents of the program when it was created in 1965.

Under the Administration's proposal. this option would be eliminated, forcing

the family and the student to each take'out a loan in order to meet the student's

educational costs. Such a policy will impact negatively upon the supply side

of the GSL equation. To understand that aspect of the program one must look

at the factors which affect it. The primary source of funding for the

program is provided by "private capital" through private commercial lenders

'who are primarily concerned with two factors: (1) their cost of money; the

servicing and/or administrative costs they incur; and (2) their net return

from the program.

The Administration's proposals fail to take these factors into consideration.

Instead, they would require a student who has $500 worth of remaining

need to borrow from the GSL program but would prohibit him from borrowing the

$1,000 which he needs to replace the parent's expected contribution. His

parents would have to take out a parent loan to make up the $1,000 of

parental contribution. From the lender's perspective this policy requires

the making of two loans to meet the student's need rather than one, thus

doubling the lender's cost for administering and servicing the note, while

not providing him any reduction on his price of money or increasing his net

return on the loan. Therefcre, most lenders will have a negative yield on
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the transaction and they in turn will simply stop participating in the

program. The circumstance would be virtually the same even if one relied

upon a National Federal Loan Bank, since the cost of money to the Federal

government is virtually the same as to large money banks. Also, the

increased administrative costs of making and servicing two separate loans

would be more costly than the yield that private lenders are currently

making.

Rather than adopting a complicated remaining needs test, consideration

should be given to the establishment of some kind of family income loZin

eligibility index belnw which a student would automatically be eligible

to secure a loan under the same terms and conditions that now exist.

Families who do not meet this criteria could then be required to undergo

a formal needs test and if they showed remaining need, this student also

would be eligible for a subsidized loan. Development of such a family

income loan eligibility index could be structured to accommodate those

families having more than one child in school. The adoption of such a

proposal would be simple for parents and students to understand, would be

easy to administer and would eliminate the criticism that the program is

being abused by the rich. S. 1108 seems to suggest such an approach by

imposing a $25,000 income ceiling. Needless to say. this is preferable over

the Administration's proposal to implement a full need analysis test; how-

ever, we believe that a higher income ceiling is necessary.

Issue II: Whether or not to eliminate the in-school interest subsidy on
student loans which is paid on behalf' of the borrower by the government.
(Note: This amount is currently 9% against the amount outstanding. The
subsid is aid while the student is in school and during the six-month
grace per o .

The impact of this change will add'additional costs to the student and

will require the lender to collect this amount frog the student. The lender

could do this in one of three ways.

Method A. Accrue and compound the interest while the student is in school

and add it to the steent's total loan obligation at the time he/she begins

repayment. -

Method B. Collect the money at the time the disbursement is made by either

discounting the note or allowing the student to borrow additional money to

cover the interest up front.

Method C. Bill the student quarterly and collect the interest.
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Of these three procedures, Method A would appear to be the most acceptable

to thellending coni...aity provided that lead time was given to help them

develop soft-ware packages that could be used in administering the program

and something could be done td address the absence of the income that is

normally forthcoming during this time. however, to our knowledge currently,

not a single lendirg agency has an automated system to handle such accruing

and compounding. Method B is very_difficult to handle for most students

since their attendance patterns vary significantly, thus forcing the lender

to make many adjustments and to calculate the amount of interest for each

student on each, loan made. Method C is administratively burdensome and

costly for lenders and is hard on students who frequently do not have the

dollars to pay the interest while they are in school.

It has also been suggested that Method C could be used, but to require

the educational institution to collect the interest rather than the lending

'institution. Such a policy not only raises questions of the contractual

legality of having a third party involved in the process, but is adminis,-

tratively not cost effective. Institutions and lenders alike would object

to such a process and the additional reporting and required paperwork

would be incomprehensible, particularly when you realize there are approxi-

mately 20,000 commercial lenders in the GSt program, 7,500 institutions

eligible to participate. and 49 State Agencies, 17 of which have direct lending

programs. It should also be noted that previously under this program when

lenders were allowed to make unsubsidized loans and collect the interest

from the student, less 'than 5% of the total loans lent were unsubsidized.

Another problem with eliminating the in-school interest subsidy is that

the accrued interest would be addeJ to the outstanding loan obligation,

thus increasing the amount of special allowance that would haveto be paid

by the federal gOvernment. Our association would question a policy change

which significantly loads additional debt upon. students while simultaneously

increasing the government's expenditures for the special alloWance. The

decision to have the student pay the in.- school interest subsidy has been

described by the Administration as encouraging students to borrow rather

than to work and/o- save, to borrow in excess of need, and to stay in

school longer than they otherwise might. We would challenge the Adminis-

tration to provide data to support such conclusions. We would further

suggest that all of us would be better served if we looked at the impact of

119
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Q
placing the in-school interest subsidy on top of the loan burden students

are already incurring. A study of data at the Wharton School on the

financing patterns of young borrowers which is being conducted by Kurt

Kendis shows: (1) Despite general increases in salaries, starting salaries

have not kept pace in many fields:thus the available income for student

roan repayOht in early years has very little room, if any, for a sharply,

increased obligation; (2) College graduates are still marrying at the

more or less traditional rates so that single loan aggregates become

dual loan aggregates. Further, divorce rates are more frequent, thus

only exacerbating future repayment problems. Mr. Kendis points out

that for a large portion of the current borrowers, if they are required to

also pay the accrued interest, they will be more likely,to skip a payment

or two and end up an default. We would therefore strongly urge the

Congress not eliminate the in-school interest subsidy on student loans.

Issue III: Whether or not to eliminate the Federal special allowance
payment to lenders on parent loans and extend the repayment period up
to 20 years.

The impact of this change would force lenders to increase the interest

charged on parent loans to an amount comparable to the costs of a 91-day

Treasury:Bill rate plus 3.5%. (Cgirently, this is about 19%.) Lenders

may be hesitant to lend to parents on long term obligations at this rate

Without having some assurance of an adjustment to reflect their fluctuating
money costs. Likewise, parents may be unable or unwilling to use the

program because of their other credit obligations and the higher interest
rates. Longer repayments may make the burdens easier on parents, but

again, increase the likelihood of more claims being filed due to death
and disability. Lenders on the other hand are more reluctant to lend with
such terms unless they receive a higher yield.

A better way to address this problem
would be to increase the interest

rate-136-rd by rarents. S. 1T08 accomplishes this objective by increasing
the interest rate from the current qX level up to 14% and still having the

government pay a special allowance, if needed, above this level. S. 1108
would need some additional language,

however, to clarify the special allowance
to be paid on Parent Loans and to address the issue of what happens to the
interest rate if the Treasury Bill rate falls below 14%.
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One other Point that needs to be addressed with regard to the Parent Loan

Program is the fact that for all practical purposes this is a nbn-existent

program. As this committee knows, the Parent Loan Program was authorized

less than seven months ago in'the passage of the Education Amendments of.1980

and States are just now beginning to consider whether or not to implement such

a progrum. A recent study by the Department of Education on the progress

of States in implementing.this program showed that 34 States and territories

were awaiting a determination from their State Attorney General to see

whether existing statutes would enable them to guarantee parent loans or

had alrelly determined that state legislation would be required. In addition,

17 of these states indicated that; they would not have an operational pro-

gram at any time in the coming academic year. While me believe that in the

next year or two the Pareni Loan Program can be used to help suppleMent the

GSL Program, ft is currently unrealistic to expect this program to be widely

available in the next twelve months.

Given all of the aforementioned factors. 5.1108 is a much more preferable

alternative in the short run, tnan is 5.1109. Still. 5.1108 necessitates a

July 1, 1981 implementation date which is totally unrealistic and adminis-

tratively impossible to ensure. We believe that a minimum of three months

will be required after the enactment of any law in order to produce regula-

tions, modify forms, change administrative procedures and notify all parties

of the legislative modifications. Failure to piovide such lead time will

only create unnecessary confusion and a probable shutdown of the entire

progran, thereby forcing some stuaents to doer awke ajcr chae.ge'; in or

abandon their postsecondary educational goals.

Let us now turn our attention to the Pell Grant Program.

Pell Grant Program.

The Senate Budget Resolution limits the Pell Grant Program to $2.466 billion

in FY-82 and necessitates $711 million in savings over the 1980-81 .7cademic

year. Along with the rest of the higher education community, we nave already

been forced to accept major program reductions in the Pell Grant Program

for this coming year. The Administration's bill 5.1109 would further reduce

the program in FY82 and would call for: adopting a self-help contribution;

eliminating a deduction for state and local taxes in the determination of

effective family income; and giving the Secretary control over all personal

and living expenses in the student's cost of attendance budget.

121
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We object to these changes since they generally 'would be the most detri-

, mental tothe,lonest income students. A review of the followin4 issues

mill hoully clarify our concerns.

4

Issue I: Whether or not to impose 'a self-help expectation in the
)ell'Grant Program for FY-81r 0

The Administrac on',,s bill would chanie'the Peli'Gran. Program for J982 =83.

to impose a Set` -help xpectationtrf $750 for each student. Secretary Bell

stated in his testi. 3, before the House Postsecondary Education Subcomittee

on Mirth 11, 1981, he "...self:Help proposal is designed to ensure that

no student, rich or p4 6or,odependel?t or independent, attending a low-cost

or high-cost institution, receiving Federal need-based'financial aid,

will *scape nominal financial responsibility for a reaionAle amount of

his/her educational costs." Again, we support the concept, but would

question whether or not the imposition of such.a requireri?ent will achieve
-

the goal.

Since its inception the Pell rea;t Program has contained a clause which

has limited the amount of the grant to 50 percent of the cost-o ttendance

at the institution at which the student is in attendance, up to the xi-,

mum amount of the award.' (Currently this maximum is $1750 for 1980-81).

This'provision in the Pell Grant Progr ssumes that the student and/or'

the family will have to come up with th alance from 'their family contri-

bution or from other sources of aid, in uding work and loan assistance..

The Education Amendments of 1980t'which were approved last year authorize

a future policy goal of having Pell Grants meet in 1985-86, up to 70 percent

of a student's cost-of-attendance not in excess of $3700, which in combina-
e

tion with reasonable parental or independent student contribution and

supplemented with SEOG and SSIG funds will meet 75 perce of a student's

cost-of-attendance. Again, leaving 25 percent of /the to 1 costs, or more

in a private institution, to be made up from self-help sources. Therefore,

we feel that a reasonable self-help expectation is already factored into

the student's aid package.

However, leaving this agreement aside, let us comment a the Administration's

proposal. First of all, the implementation of the $750 self-help require-

ment only partially addresses the Secretary's objective, since not everyone

will be affected equally. The structure of the Pell- Grantkprrogram does not

easily lend itself to effectively implementing a self-help reijirement. Under 0

4 1'
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the'Pell Grant Program with a $750 self-help requirement the student's

award would be limited by. the lesser of one of the following three tests:

(1) The half-cost of attendants factor;

(2) The maximum grant minus the family contribution (E.I.); or

6) the cost of attendance minus self-help ($750) minus the
family contribution (E.I.).

Students whose awards are limited by test (1), the half-cost factor, or by

test (2), $1750 maximum award minus the Eligibility Index, will not have

their Pell Grants reduced. However, students whose awards are limited by

test (3), cdst of attendance minus $750 minus the Eligibility Index, will

have reduced awards.

Program staff within the Department of Education have stated that "there

will be -instances where students with different eligibility indices attend-

ing the same cost institutions, will receive the same award. This Is

because the award level is determined by the half-cost test. There will

also be instances ghere students with the same Eligibility Index attend-

ing different cost institutions will receive the same award. This is

'because their award is determined by their entitlement ($1750 - E.I.)."
' Needless to say, such a change would therefore create inequity among

'students.

'Meters of Congress should also be aware that such a self-hell) require-

ment will only basically impact schools that have a Pell Grant cost Of

attendance of less than $2500. This includes approximately 600 instAu--.

tions, the largest numbers of which are located in the states of Texas,

California, Arkanlas, Oklahoma, Minnesota, Ohio, Illinoisand Missouri

and approximately 310,000 students.

We have noted that the impact affects these schools that have a Pell

Grant cost attendance of less than $2500 ar44perhaps this should be
explained. Secretary Bell noted that there are very few schools with

' such low costs in his testimony. That is certainly true if you go by

the published costs in their.college catalogues. However, in the Pell

Grant Program these are not the "costs" that are allowed for determining

a studenesaward.. The current cost of attendance regulations for Pell

Grants restricts costs for books, supplies, transportation and miscella-
eou4land personal expenses,to $400er 'tear for all students regardless

n where they are going to school or t,ieir academic program of study'.' By

0.
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comparison, these costs average between $950 to -$1400 per year at most

schools. (See the following chart taken from the College Cost Book -

1980 -81, published by the College Entrance Examination Board of average

student expense budgets by institutional type and control.)

Table3.9odietsforresidintstudentslithigininsikaioadbowsiftsbylosatutio;t1typexadedetrol:
19t141411mwmwm .l U rnoseIlear 1.41k4 rrar hiwar4year MA0.7
Salo sesi Ion S 464 0% 32,079 45% S 706 21% 53129 54% 52.342
looks mod sopprcs . . . . 216 7 213 5 233 7 242 4 243
atom lad board . . . . 1.503 411 I.606 35 1.6;0 43 1.146 29
14001141 =panes . . . . 571 IS 495 10 586 17 314 q ..,

Trooproftado0 363 12 1 235 5 262 7 291 4

Total evades 33.123 100% 54.392 MA 13.409 103% 56:062 100%

*Sample we moll a po.dc .....04 swap, ..

Table 4. Iludgctifor commuter students by institutional type and control: 1980-81 means

Taidon sod las
Books sod suppiles . - .
Room md b :Id: . .

Permit expcnies . .
Trassporticaors . . .

Total moues

AGe2Fr Pn.re2 year herv4year Previte fledr PIVIVIIII/7--.--
S 464 17% 52.079 51% S 706 24% 53.279 it% 112.342 52%

2111 S 213 5 235 3 242 .. 5 243 6
963 35 914 23 134 31 924 17 Lon 22
569 21 472 12 5611 20 537 10 .2 11

537 19 361 9 433 17 401 7 407 9

52,753 100% $1.039 Rot $2.576 100% 55.333 KO% $4,486 100%

Now For common' mann, tun board mbars bowl only

In addition, the Pell Grant cost of attendance reaulations restrict room

and boar.: allowances to $1100 per year for any studerit who is not residing

in institutionally owned or operated housing, thus, dis&iminating against

these students who are forced to live off-campus or in the community. Fgr-

ther allowances for expenses reasonably incurred for child care and cost

related to a handicap are ^fat considered in the current Pell Grant cost of

attendanceo Therefore, all students' "true costs of attendance" are -

automatically underestimated between $900 to 52500 in the Pell Grant budget.

The Education Amendments of 1980 changed these inequities; however, the

gdministratiOn withdrew the revised cost of attendance regulations which

were published January 21, 1981 in the Federal Register and will shortly

resubmit a more restrictive and artificial set of regulations to establish

such costs.

Given such a disparity between the real costs that parents and students

must pay versus these allowable costs defined in regulations, is it any

wonder ,that parents, students and institutional personnel question the

124
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"realism' of the system?

For these reasons NASFAA is opposed to the inclusion of the S750 self-

help component in the formula for Pell Grants.

In-addition to this policy issue, there are also several Administrative

factors which should be considered. A change, such as the inclusion of

the 5750 self-help provision, will require the institutional aid admin-

istrators to make more than one award calculation to determine which test

results in the smaller award. Chances of miscalculating awards are there-

fore increased and codifications to instituConal processing systems would

have to be made. Schools will also be forced to carefully review each

case to determine whether a waiver is required to forego the self-help

expectation for their most needy students. Such additional steps re-

quire more time and money to be expended by schools in a time when admin-

istrative reicbursement allowances are being proposed for elimination and

when the White House has promised to reduce regulatory burdens. Addition-

al costs will also have to be borne by the Department of Education to

modify their prime processing system as well as their subsystem which

calculate awards for alternate disbursement system schools and the PINS

system which edits award data provided to them by schools.

NASFAA endorses a self-help philosophy. but it should not be imposed:

in this manner. Further, tte current system certainly has a self-help

feature based upon the program's design and artificially low cost of

attendance standards. Likewise, the Uniform Methodology which schools

use to award campus-based funds includes such a feature. To allow

National Direct Student Loan and Work-study funds to be used to make up

the self-help component as suggested by Secretary Bell, in his Nouse

testimony, is fine except that it changes the concept of using the Pell

Grant Prograni as the "foundation" to the aid package and hurts those

students in schools who do not participate in the.NDSL and Uork-study

programs.

Issue II. The Appe Tiateness or Inappropriateness of Using the Weighted

Average Thresholds of Low-Income Level for Pell Grants.

Another issue to be considered is whether or not it is appropriate to use

the iteighted Average Thresholds of Low-Income Level" developed by the
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Social Security Administration to determine the family size offsets for

Pell Grants? This may seem like an unusual question when we are debating

how to reduce program expenditures, but it is one that is worthy of dis-

cussion particularly when the Administration has proposed increasing the

taxation rate in the-Pell Grant Program to 20% in FY -82 from the current

'level of 10.5% and the proposed level in the Education Amendments of 1980

for FY-82 is 14%.

Secretary 8e11 in his March 11, 1981 testimony cited the reduction in

the taxation rate to 10.5%, which occurred in the passage of the Middle

Income Student Assistance Act of 1978, from the earlier rate which taxed

20% of the family's first 55000 of discretionary income and 30% of the

remainder. Granted this change helped to provide a minimum grant of

5200 to the family of four with one child in school who had an adjusted

gross income of S25,000 compared to the earlier cut-off for a similar

family who was making 517,000. Still the purpose of this move was not

only to provide hard working parents with a more timely benefit than

the proposed S200 tuition tax credit, but also to recognize the unreal-

istic family size offsets which were being used in the P.11 Grant Program.

Secretary Bell's testimony noted that the June, 1980 Department of Agri-

culture estimates of the cost of maintaining a 17 year old at home were

52,411, 53,347 and 54,691 on "economy", "low" and "moderate" budgets

respectively. In spite of this awareness, the Secretary went on to

criticize the Education Amendments of 1980 for setting a minimum living

allowance of $1,100 for a college student living at home. for purposes of

receiving Federal student aid. Unfortunately, what should have been

reviewed in that Hearing were the unrealistic figures that are included

in the family size offsets for the Pell Grant Program.

The January 19, 1981 Federal Register included the following family

size offsets for the computation of the expected family contribution for

a dependent student from the effective family income. However, the

Administration objected to these offsets and reissued lower amounts for

FY-81 in the March 13 issue of the Federal Register whicn are now being

used to determine student awards. The following chart shows these

differences.

1 26
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FAMILY SIZE OFFSET COMPARISON FOR DEPENDENT STUDENTS

Mater of Family Members Proposed FY-81 Amounts Administration's
Nevised FY-81 Amounts

2 $ 5,650 $ 5,000
3 6,800 6,050
4 8,650 7,700
5 10,200 9,050
6 11,550 10,250
7 12,800 11,350
8 14,150 12,550
9 15,550 13,750
10 16,700 14,850

It should be noted that even the poverty program uses a figure of $12,000

for a family of four. By comparison, the Bureau of Labor Statistics of

the United States Department of Labor showed that in the autumn of 1979

the United States average cist of the lower budget for an urban family

of four was $12,585 per year Wile the intermediate and higher levels were

$20,517 and $30,317 respectively. The Bureau of Labor Statistics' budgets

represent the costs of three hypothetical lists of goods and services that

were specified in the mid 1960s to portray three relative standards of

living. These budgets are for an urban family of four consisting of a

38 year old husband employed full-time, a non-working wife, a boy 13

and a girl of 8. If in fact the BLS budgets were adjusted to exclude the

nine months that the student would be enrolled in the postsecondary ed-

ucation, you would still have in their low standard budget an amount that

is more than $1,500 above the Administration's proposal. Considering

that the majority of parents who have children enrolled in postsecondary

education more closely approximate the BLS intermediate budget level,

the disparity is increased by four fold. To ignore the real costs that

parents face in today's society by using inappropriate standards upon

which the family size offsets are based and at the same time proposing

to increase the taxation rate on discretionary income is to impose a

rationing device that is virtually insensitive to the family's true

condition. It would be far easier to incorporate realistic family

size offsets that American families can believe in and then impose a

series of graduated tax rates which will help to target the benefits

to the program's intended population than to continue the "mythology"

that is used in the current economic rationale to .:ormine eligibility

for the program.
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The Administration has also proposed to exclude from discretionary in-

come the new offset for state and local income taxes which was adopted

in the Education Amendments of 1980 while presumably agreeing to not

include any consideration if a family_ has home equity. While.it is

true that inflation has had the effect of artificially inflating the

home equity of many families, a decision to ignore that asset and in-

clude taxes people must pay not only violates economic theory of deter-

mining ability to pay, but discrimidates against non-home owners which

constitute approximately one-third of America's families.

Issue III: Whether or not to Phase out Student Social Security Bene-

ficiary Program.

As members of the Senate, you will also be asked to consider the Admin-

istration's proposal to phase out the Social Security Student Bene-

ficiary Program beginning in FY-81. This proposal, they feel, is

justified in part because of their contention that needy students will

be served by the Pell Grant Program. To understand this issue let me

share with you some data on this program which was recently compiled '

by the American Association of State Colleges and Universities. Their

data shows that in the month of June 1980, a total of 760,000 students

ages 18-21 received $169,803,000 under this program. Approximately 20%

of these studehts were in high school; the remaining 80% were enrolled

in postsecondary educational institutions. Of those enrolled in 'Ant-

secondary education, 7% attended technical and vocational schools, 18%

two-year colleges, 54% four-year and public colleges and universities

and 29% private colleges and universities. Eighty percent of the students

were from families where one or both parents were deceased or"disabled and

in most cases the mother was the head of the household. The remaining 20%

were children of retired workers. A recent GAO study showed that 84%

of the families had incomes under $20,000, 71% under $15,000, 53% under

$8,000 and 29% under $6,000. Twenty percent of these students are black

compared with approximately 11% blacks in the college population. Data

for Hispanic students is not available but is probably also disproportion-
ately represented. Forty-eight percent of the students come from blue-

collar families compared to 20% of the general college population. Thirty-

five percent come from families in which the father had not completed

high school compared to 20% of the general college population.

12,3



s, 124

A study done by the Social Security Administration indicated that these

students, like those who attended college on the G.I. Bill, are especially

highly /Motivated, more likely than other students to complete their pro-

grams and usually work and obtain a student loan to help pay for their

educational costs. Given these facts, a reduction in such benefits will

certainly impact negatively upon the college attendance patterns of

these students. .

A reduction in the Social Security Educational Benefits will increase

the demand on Pell Grants and other student aid programs. Given the

Administration's proposed reductions in the Guaranteed Student Loan, "

Pe/1 Grant and National Direct Student Loan Programs, Many of these

students will find that there is simply not enough money available to

fully meet their needs. The Administration has criticized the orogram

because it is not need-based and because there is some overlap of Pell

Grant and Social Security benefits. With 84% of students coming from

family incomes under $20,000 and 71% from families with incomes under

$15,000, it is close to being a need-based program. It is true that

under current law, in families with incomes below $25,000 only about

14% of the benefits are counted against Pell Grant awards. This is

because the benefit is included as family income rather than as a stu-

dent resource. Our Association would therefore propose that Student

Social Security Educational benefits be counted as direct student aid

in both Pell Grant and Guaranteed Loan Programs as is being proposed in

S.1108. However, there is an error in the manner in which this amend-

ment has been drafted in S.1108 which would include such benefits in

family income as well as student aid. This is obviously an oversight

which can be changed by Committee staff.

1,2a
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The following recommendations will help to "refocus" the student aid pro-

grams as the President has requested, ensure that all students and families

are treated more equitably in the determination of awards and will direct

the program benefits to those citizens who have the greatest financial need.

In addition, the legislative implementation of these changes can be done

expeditiously and in a manner which will ensure that adequate Congressional

oversight is maintained while still providing for an orderly modification

to the total student aid delivery cycle which will adequately serve students,

institutions and agencies in a timely and efficient manner.

PELL GRANT RECOMMENDATIONS FOR FY-82

1 Adjust the family size offsets using the same criteria that has p

viously been used, but modify the Annual C.P.I. percentage increase

o factoring in the housing component as the average shelter costs

rather than the homeowner's costs. This adjustment will ensure

families that their incomes are being protected in "real" terms,

but will produce a more gradual annual adjustment since housing

costs will not be overstated due to currently high mortgage rates.

2. Establish a $1900 maximum award for the 1982-83 academic year. The

maximum award has not been increased for the past three years, and

consequently, each year over 200,000 students are dropped from

eligibility. This trend must be reversed if we are to protect

students who are enrolled at institutions where their Pell Grant

cost of attendance is greater than $3500 per year. A maximum

award of $1900 is still well below what the award should be in

real terms if we had adjusted the amount annually to protect

the grant's purchasing power since 1979.

3. Include all student Social Security and VA benefits as a student

aid resource in the Pell Grant award calculation. This adjust-

ment will reduce annual program costs and will eliminate the

possibility of not counting all educational resources that a

student may have to assist, him in meeting his educational costs.

It will also avoid luplication of Federal benefits.

4. Adopt graduated taxa,.ion rates for determining awards rather than

the single flat rates which have been proposed. Modifying the

statutes to allow the Secretary, in cooperation with the community,

re-

1
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to submit a graduated series of assessment rates annually for

Congressional review through the Family Contribution Schedules

will ensure thatyrogram costs can be met while still providing

a smooth progressive contribution schedule for all families

which directs the largest benefits to those least able to pay

for educational costs.

5. Adopt taxation rates for independent students which are higher

than those used for dependent students. Need assessment pro-

cedures have always expected independent students to contribute

more financially toward their educational expenses than toward

the educational expenses of their children since they are the

prime benefactors. In the past the Administration's proposals

have expectea more.than three times as much from such students

than from parents. Such a great disparity in expectations !Ave.

caused hardships on independent students; however, we believe that

some difference is reasonable and would suggest that the Secretary

be given authority.to establish a different schedule of assessment

rates for independent students which would be reviewed annually.

6. Amend the law to eliminate tie double counting which would occur

if the cost of attendance standards and the family size pffsets

are used as described in the Educational Amendments of 1980. This

provision refers to a technical oversight in the Education Amend-

ments of 1980 which should be modified.

7. Establish a limit on the amount of home equity that is protected

in the need analysis formula, or revise the wav such equity is

determined b collectin the urchase rice of the famil 's home

. the year purchased and then adjust for a reasonable rate of in-

flation. Similarly, some adjustment should also be made in the

farm/business allowance to protect these families. We would

suggest that all families receive a general asset protection

allowance of $25,000 and that families who have a home be given

an additional protection up to a $40,000 maximum. If farm/

business assets are involved, the allowance should be increased

to $75,000.

131



127

8. Use the cost of attendance standards adopted in the Education Amend-
ments of 1980. Institutions should be able to determine reasonable

costs for room and board charges and books, supplies,
transportation,

personal and miscellaneous expenses. Since cost of attendance in-
creases ave not changed in the Pell Grant Program since its incep-

tion nea ly a decade ago, at a very minimum the books and supplies

component should be increased to at least $600 and the living

allowance or students not residing at home should be equal to

those allo nces that schools provide to students living in institu-
tionally ow d or operated housing.

9. Eliminate th 'rovision in the cost of attendance standards which
provides fo allowance of expenses associated with a handicae.

While we recognize that many handicapped students incur additional

costs associated with their disability, we believe that student

aid funds should be used to cover ngrmal educational expenses and

that Vocational Rehabilitation funding or other similar programs

should provide the additional dollars, if needed, to cover the

other costs that might be incurred.

GUARANTEED STUDENT LOAN RECOMMENDATIONS

1. Impose a Family Income Loan Eligibility Index. Implementation of a

Family Income Loan Eligibility Index would restrict eligibility for

GSL interest subsidy based upon the student's family's ability to pay

for postsecondary educational costs. Such an index could vary based

upon the number of family members enrolled in postsecondary educa-

tion on a half-time basis or more. The system could also allow a

family above the index to undergo a formal needs test, and if such

a test indicated that the student had remaining "need", then the

student would be eligible for a subsidized loan. This approach

would eliminate the need for a large number of GSL recipients from

moderate income families from having to undergo a complicated needs

test; help to prevent delays in processing GSL applications; elim-

inate unnecessary borrowing by high-income families; and restrict

program'cosirs and annual loan volume to a more realistic level.

Such an approach is also easy for parents and students to under-

stand and would be more acceptable to commerical lenders than the
a-

imposition of a needs test on all borrowers. Data collection

D
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requirements would also be minimal.

The level of income that is used in the Loan Eligibility Index will

determine how much money can be saved and the size of the potential

pool of borrowers. For example, if a straight !25.000 ceiling was

adopted, as was used in 1978, the potential pool of borrowers would

be reduced by 50%. If a $25,000 ceiling was adopted with borrowing

allowed above that level for students with remaining need, the loan

,volume would be reduced by 35% over current figures. On the other

hand, if a $35.000 ceiling was adopted with borrowing allowed above

that level for students with remaining need, volume would be reduced

by 26% in FY-82 over FY-81.

Given the critical financial support that is provided to families by

the Guaranteed Loan Program and in the absence of an operative, widely

available parent loan' program, we feel that any measure which reduces

loan volume by more than 20% will have very negative effects upon

enrollment patterns and students' selection of institutions.

2. Count Student Social Security and Veterans Benefits as Student Aid

for Determining GSL Eligibility. Currently student Social Security

and Veterans Benefits are treated as family income in determining

GSL eligibility rather than as student aid. If these benefits, which

are given to students to attend postsecondary educational institutions,

were counted as student aid, many students would have their loan

eligibility reduced.

As in 5.1108, we would require the institution to include VA and/or

Social Security Benefits on all GSL applications as other student aid.

3. Eliminate the Six-Month Grace Period Following Deferment Periods. The

Education Amendments of 1980 added a new six-month grace period follow-

ing deferment periods. In the past, students have always begun repay

ment immediately following deferment periods. We do not believe that

this additional grace period is necessary and for these few cases in

which students experience a hardship, the lender can exercise fore-

bearance.

4. Eliminate the Higher Loan Limits for Independent Students. The Educe-

tion Amendments of 1980 included a provision which allows independent

students to borrow 5506 more per year under the maximum GSL amount than
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dependent students. This distinction was made in an effort to provide

independent students with additional credit since they would not be

eligible to participate in the Parent Loan Program. While such a goal

may be admirable,during a time of constriction, we would suggest that

this provision be eliminated. Elimination of this separate distinction

will reduce the amount of data to be collected to determine the student's

status; relieve administrative burdens on lenders and institutions in

trying to monitor changes in a student's status; and it also constrains

growth in GSL volume and subsidies.

5. Modify the Terms of the Parent Loan Program. The Parent Loan Program

was enacted in the Education Amendments of 1980 primarily as a means

of enabling parents to help pay for part of the educational costs of

their children, thereby keeping a student's loanburden to a minimum.

He support this concept, particularly for those students who are enrolled

in higher cost institutions. We would support increasing the interest

rate in the Parent Loan Program to 12% or 14% and have the government

pay a special allowance on the difference to cover the cost of money.

6. Provide Incentives for Students to Repay Their Outstanding Loan Prin-.

cipal Through Early Repayments. Under the current structure of the

GSL Program, there is no incentive for the student to repay his loan
more quickly. Long-term program costs could be reduced if borrowers

took less time to repay their loans. Onetway to encourage borrowers to

repay loans is to discount the amount of loan principal for early

repayments. Students who obtain a higher paying job might be willing

to repay more quickly if they had an added incentive. Likewise;

parents and the student's employers might also be encouraged to help

the student repay the loan more quickly if there was an incentive.

The amount of the discount would have to be studied carefully to

ensure real savings to the government and still provide some benefit
to the student. K neth Reeher, Executive Director of the Pennsyl-

vania Higher Education Assistance Agency, has suggested three alter-

natives which might be workable. His suggestions include: (1)Dis-

counting the loan by 30% of the principal for full repayment upon or

within 30 days of graduation or withdrawal from school; (2)Dis-

counting the loan by 20% of the principal for full repayment at the

end of the grace period; and (3)Discounting
the loan by 15% of the
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remaining principal for fur repayment by the end of one year in repay-

ment status, We would endorse this concept and would urge Congress to

explore it carefully.

While other changes have.been proposed, we feel that most of these will

ner cively impact the available supply of loan capital or will be imposs-

i to implement in time4toachieve savings next year.

One remaining suggestion which we have that could achieve the FY-82 savings

without altering the program significantly would be to assess every borrow-

er what might be called a Federal Loan Interest Provision or a Federal Loan

Origination Provision of 10% of the value of their loan which would in turn

go directly to the Federal Government to help defer the program costs. In

other words, if a student borrowed $500 then $50 would ga to the government

where on a $2500 loan, a $250 fee would be paid. We realize that this

approach would add to the student's total debt; however, it is not nearly as

onerous as removing the total in-schoo] interest benefits or having the

student repay the in-school interest benefits through accruing and corn-

pounding.

The additional cost to a student would be about one-fourth as much as if you

eliminated the in-school interest subsidy and made the student pay it. Such

a fee might also discourage some students who really don't need the full

amount allowable from borrowing it.

This provision might be used in the short run to-help save Federal outlays

while interest rates are high,,and could be removed later when interest

rates subside. Such an approach would also not require the basic GSL

Prbgram structure to be modified and would therefore not disrupt a major

credit system that.is dependent upc private capital:

CONCLUSION

Having discussed most of the issues that you must face, let us conclude

our testimony by again stating as we did in the beginning that in general,

we support the goals that the Administration hat-Ntlined. We have sup

gested, however, several other methods which can be used to achieve Om-

ilar ends.

The recommendations that we have made are based upon our extensive exper-

ience in administering these programs and working on a daily, face-to-face

13.
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basis with parents and students. They also represe t a.general consensus

which is supported by all sectors of postsecondary edagiOn and partners

involved in the delivery of student aiu funds. This is not to say that

there are not other ideas or methods which could be adopted. However,

these r-rommendations are reasonable, cost-effective, understandable

and will help to ensure that our nation's needy students will hdVe the

money they need to obtain their education.
:

We urge each of you, and your colleagues, to give serious consideration

to these 'recommendations and we hope you will take these needs into '

consideration when you make,final-legislative changes to accommodate the

budget. The financial investment you make in these programs will be an

investment into, this Country's future, and an investment into the future

lives of millions of Americans. To clearly help illustrate this point

and to show that parents are also concerned, we have included a letter on

the next page which we received last week from a mother incidiring as to

'the future funding that will be available for the Student aid programs.

It is but one ofmany that are beginning to show up at schools across

- the country.

Your actions will provide the answer to this mother' concern.

4

S
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Bichird 14 Tombaugh, Prograe Director,
0:flee of Student- Financial.Aeoistance

- 3215 P. Street r. Suite 650
Vaehington,B. C. 2000.5

. .

Dear P,r. 401baegh:
.

I hop.* you,will beableto answer done questions for me or forward this letter
to goaeorae thtt can hela. I became very disturbed when I heard that the
Guaranteed Student .oas was to be tilt by the Reagan Budget. I did writs letters
to ay Stentors and Congreseaen. I work in a guidance office so I have access to '

all the 4aterialr on financial aid. / kavg.called the Financial Ai Cffice in
. Tenueasee and niao written to the Financial Aid Office at Abilene Christian University

Texaa,Where ay two children are in cellego. No one seem to know .hat the effect
of the fleagar'eidget will be on this loan. Ny children use this loan and em still
ay about 54,5C0 ors n year for college expeSees. Je do have as income °foyer
40,000 a yhar, but it would be very difficult to .2y all their college expenses in
ono year and still lie. do have every intention of paying the loan for them and

- are making plans to do so ;hen it becomes due after they are out of schoel. ?hay
have nlready applied for the loan for the 1.931.82 school year. It is difficult to

--plat: our fiances since ee do not know if tit will be available. I doubt we can
send both of than if the loan is not available to us. Ad are no saving all we can
and trying to Jet our `izencial situation to where we will be abl. to pay for one of

s thee and to 0el7 the other ono some. fterc aro some of my WeStiOss:
0

1. anCe all the eaterinls have been sent out op Financial Aid for 1931-62 school .

year, will it be chaneed for this school yehr if the budget peaces. I am speaking
on eas VOX10.7 nma;h10tn and the booklet "Ave Federal Financial Aid Programs(
1931.42. I know any of our students at my school already have this book.ane
are plaini4; on us!...4 the 7inseci1 .id 'Programs lioted in the booklet.

2. If we cannot get tho Guaranteed Student Lean for them, will the new loan for
parents atill be available? Can you lake =all paymenqon that lo2h since
youtwilthevo to atart paying it back while they are still in college.

.4
Any information you sett give so will certainly be appreciated. If we use this
loan for one norm year, I beloivo we will be 00qt by planning and i onb stays
healthy to make it for the other two years. Needleas to nay, this IS vary upsetting
to us since it means to hurt the middle income family that wants to work and pay their
way. I know weNrill aake it,'but it is cure going to be difficult if it is not
availabe for this year with no time to Plan and budgot. Thank you for eny answers yote
can give.

By the way. our income comes'fron my hurbsnd 'working 3 jobs - a fireman, a security.
=seer for a department store and an auatioteer. I work ou.nide the home and both

, children have Ammer jobs, my son also works during the school year, de are trying to
give our children an education in a good Chrintian exhool where they are happy and we
hope become productiVb.citizena. It seem we are being peralized for vorking,hard.
Sincerely. . .

.137
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SURPORTID4 AND COiOARATIVE DATA

4 . ti
TABLE I Comparison of Foully Size Offiets That Are Used In The Uniform

Methodology For 1981-82 With Arse Proposed By The Administration
For Use With The PelfGrant Program

TABLE II Summary Of Annual Budgets For A Pour- Person Family At ThreeLevels
Of Living'', Urban United States, Autum 1979

Indexes Of Comparative Costs Based On A Lower Budget For A Four-
Person Family

TABLE IV Effects of Eliminating The GSL "In -School'.:Ipterest Subsidy And
Allowing The Interest To Accrue And Compound

1

TABLE V Guaranteed Student Loan Program'Information On Program Participants

Euaranteed Student Loan Program Interest Subsidy Ind Special
Allowance

TABLE VI

TABLE VII Growth In Interest AndSpecial Allowance Costs In The GSL Program

,
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TABLE

Comparison of Family Size Offsets that are used in the Uniform Methodology
for 1981-82 with those Proposal my the Administration for use with the
Pell Grant Program

")

4 .

Administration's
Family Size Uniform Methodology Proposal for

(including the applicant) Allowance Pell Grants Difference

2 S 7,050 $ 5,000 -$2,050

3 8,790 6,050 -2,740

4 10,850 7,700 -3,150

5 12,800 9,050

6 14,970 10,250 -4,720

' 16,660 11,350 -5,310

8 18,350 12,550 -5,800

9 20,040 ' 13,750 -6,290

10 21,730 14,850 -6,880
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TABLE II

Summary of Annual Budgets for a four-person family at three levels of
living, Urban United States, Autumn 1979.

Lower
Budget Leeel

HigherInter-
mediate

Total budget 512,585 $20,517 530,317

Total family consumption- 10,234 15.353 21.069

Food ------ --- - - - - -- 3,911 5,044 6,360

Housing ---------------.4 2,409 4,594 8,971

Transportation -------- ,..004 1.851 2.411

Clothing ---z------- 866 1,235 1,804

Personal dare 323 433 613

Medical care 1.171 1.176 1,227

Other family consumption 550 1,021 1,684

Other items 539 877 1,478

Social security and
disability 781 1,256 1,413

Personal income taxes

Note: Because of rounding. sums of individual items may not equal totals.

Source: Data provided by United States Dep-rtment of Labor
Bureau of Labor Statistics - Date: April 30, 19(0
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Footnotes for Table III

3/ The family consists of an employed husband, age 3d. a vile not employed
outside the home. an a-year-old girl. and a 13:yeer -old boy.

2/ As defined in 1,60-41. For a detailed description of these and previousgeographical boundaries. se. the 1967 edition-of ,11.111111SALIItallat101Ailtlin. prepared by the Office of aanagesent and fidget.

3/ Places vith'popelation:of 2,:00 to 50,000.

1/ lousing includes shelter, heeseferniskings and koaseko1d oppiations. Thehigher budget also includes an allowance for lodging avay from home city.

3/., tenter costs include average contract rent plus the cost of required
amounts of heating fuel. gas, electricity, voter.

specified equipment, andinsurance on household contents.

j/ aoseovner costs include interest and principal payments plus taxes:insurance on house and contents: water, refuse
disposal, heating fuel, gas,

electricity, and specified equipment: and home repairs and maintenance costs.
2, the average coats of automobile

owners and nonovners in the lover budget
ears weighted by the following proportions of 4amilies:. Roston, Chicago,
See pork and Philadelphia. SO percent for both automobile owners and nonovners
all other metropolitan areas, 65 percent for automobile owners, 35 percent for
nonovnersi no:metropolitan areas. 100 percent for automobile owners. The
intermediate budget proportions are: Poston, see York. Chicago. and
Philadelphia. DO percent for owners. 20 percent for nonovners: Deltimore.
Cleveland, Detroit, Los Angeles, Pittsburgh. San Francisco. St. Louis. and
Vashington, D.C., with populations of 1.0 million or more in 1960. 95 percent
for automobile owners and 5 percent for nonownecs: all other areas.
100 percent for automobile owners. The higher budget veight is 100 percent
for automobile owners in ell areas.

It_ In total medical care, the average costs of medical insurance sere
by the following proportions; 30 percent for families paying full

oust of insurance, 26 percent for families paying half cost: ga percent for
families covered by noncontributory insurance plans Ipaid by employer).

5/ Other fapily consumption includes average costs for reading, recreation,
tobacco prod:lets, alcoholic beverages, education.. and miscellaneousstpenditeres.
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TABLE IV

Effects of Eliminating the GSL "In-School" Interest Subsidy and Allowing
the Interest to Accrue and Compound

The following three examples illustrate the additional costs a student
would face if the 9% in-school interest subsidy, which is now paid by the
government, was eliminated and instead the interest is allowed to accrue
and compound Amatly and subsequently addetls outstanding
loan obligation.

Purrle I Student borrows $1000 for each of his four years
as an undergraduate student.

TOTAL AMOUNT BORROWED 54,000.00 INTEREST RATE . 9%

Assumes a 7 year
Equal Installment
Payment Current Law

Total Amount to
be repaid $5406.24

Monthly Repayments $ 64.36

Administration's
Proposal

$6865.32

$ 81.73

Example II Stu ent borrows $2500 for each of his four years
as an undergraduate student.

TOTAL AMOUNT BORROWED $10,000 INTEREST RATE . 9%

Assumes a 10 year
Equal Installment
Payment Current Law

Total Amount to be
repaid $15,201.60

Monthly Repayments $ 126.68

Example

Difference

+51459.08

+5 10.13

Administration's
Proposal Difference

+54104.00

+$ 34.20

$19.305.60

5 160.88

Student borrows 52500 for each of his four years as an under-
graduate student, plus $5,000 for two years as graduate student.

TOTAL AMOUNT BORROWED - $20,000 INTEREST RATE 94

Assumes a 10 year
Equal Installment Administration's
Payment Currant Law Proposal Difference

+$9577.20Total Amount to be repaid

Monthly Repayments

143

$30,402.00 539.979.20

$ 253.35 $ 333.16 +$ 79.81
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TABLE V

GUARANTEED STUDENT LOAN PROGRAM INFORMATION ON PROGRAM PARTICIPANTS

LENDERS

Approximately 20,000 commerical lenders, most of which are natinnal
and state banks

- 14,000 participate in the state and non-profit guarantee
agency program (and to some degree in the federal program)

- 6,000 participate strictly in the federal program
0

Approximately 135 educational institutions also participate as lenders

As of November 1980, about 1,020 lenders had signed agreements to make
sutiple disbursed loans (about one-half were state banks; relatively
few were large le;.ders)

SCHOOLS

7,500 institutions eligible to participate

-- about 3,500 are 2 or 4 year traditional degree granting insti-
tutions

- _gout 4,000 are vocational, technical, nursing, and other
non-degree granting institutions

About 800 foreign schools are eligible to participate in GSL

STATE AND NON-PROFIT GUARANTEE AGENCIES

-- 26 were established prior to October 1, ,1976 representing about 50%
of total GSL loan volume (5) at that time

Since October 1976, and passage of the 1976 amendments which provide
-ertain financial incentives to create state agencies, 23 more have
peen established bringing current total to 49 plus United-Student Aide
Funds, Inc. (USAF). State agencies currently represent about 90% of
new loan volume ($). It is anticipated that all 50 states and outlying
territories will have state agency programs by the end FY-81 with possible
exception of-Puerto Rico.

11 are non-a 'fit agencies

17 have direct lending programs

BORROWERS

As of September 3b, 1980, almost 15 million loans had been made in the
GSL program totaling over 521 billion

About 52% was still outstanding; the rest had been paid to the lender by
the borrow or had'been paid as a claim

About 60% of the total outstanding has not entered repayment status
and therefore subject to interest payments

Source: office of Student Fiaancial Assistance, December 1980
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TABLE VI

GUARANTEED STUDENT LOAN PROGRAM INTEREST SUBSIDY AND SPECIAL ALLOWANCE

Payments for interest benefits and special allowance currently represent
about 70-80% of total pragram costs. Since payments are mandated by law
and are based upon prevailing interest rates, these costs are virtually
uncontrollable.

Interest Subsidy

OE pays lenders the interest that accrues during the in-school,
6-month grace period and authorized deferment periods for eligible
students. Parent loans are not eligible for interest subsidies.

Lenders bill OE at least annually for the aggregate interest sub-
sidy due on eligible loans in their CSL portfolio although the
vast majority bill quarterly.

Speeial Allowance

Special allowance rate for each quarter is based on one of four
statutory formulas:

A) For loans with a 'A interest rate or less, treasury
bill rates less 3.5% rounded up to the nearest 1/8%
and divided by 4

B) For loans with an 8t interest rate, treasury bill rates
less 4.5%, etc.

C) For loans with a 9% interest rate, treasury bill rates
less 5.5%, etc.

D) For loans made or purchased by a holder who obtains its
funds from the sale of tax exempt revenue bonds, the
rate shall be 1/2 of the rate stated abOve except that
&minimum rate II established of not less than 2.5% in
the case of 7% loans, 1.5.% in the case of 8% loans,, and
.5% in the case of 9% loans.

Special allowance is based on,the average unpaid balance of all
outstanding loans.

Lenders bill for special allowance at the same time and on the
same form fol interest.

Penalty Interest

OE must pay daily penalty interest if interest subsidy and special
allowance requests are not approved by the Education Department
within 30 days from the receipt of valid billings from lenders. As
of the end of November, 1980, a total of about 5440,000 in penalty
interest has been paid.

Multiple Disbursement Provision

Approved lenders can bill on total amount even though only portion
of loan disbursed.

Source: Office of Student Financial Assistance, December 1980
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As President of the National Association of Student Financial AiJ

AAministrators and as Director of Financial Aid at Pasadena City College,

we would like to associate ourselves with
comments made this morning and

especially to relate some of these coments to the realities on the campus.

Specifically, we would like to address the:

1) $750 self-help expectation in 5.1109;

2) cast of attendance deferral;

3) proposed reductions that seem appropriate.

a

S.1109 would add an additional self-help expectation which would

reduce Pell Grant eligibility.

In reality, students at most institutions across the country already

ha.. .tudent contribution of at least $900. All public institutions in

Californ. , nave adopted this expectation as a minimum. The independent

colleges require students to contribute $1700 or more. Proprietary schools

usually require all costs above the direct educational costs to be met

through some type of self-help program.

The stated objective in the Nigher Education Amendments of 1980 was to

achieve a financial aid package of 75% gift aid and 25i self-help ane :nrent

contribution.

In California where student budgets have been standardized at most

institutions in cooperation with the Student Aid Commission, the student

self-help contribution in the aid package currently ranges from a low of

23% to a high of over 80%.
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The student with the lowest self-help expectation is the dependent

commuter student at a low cbst school. Usually this student is from the

lowest income tamely and has, the fewest resources to meet need. Yer this

student's aid package will be over 50% in self-help.

This same student is also limited by the Cost of Attendance

provisions to a maximum Pell Grant of $750.

The deferral of the Cost of Attendance provisions impacts most

severely those non-traditional students attending low cost colleges

and results in a self-help expectation up to 80%.

-This student is typically an older returning student, or a head

of household. A smaller percentage_ot these students are married.

For 1981-82 at tne 107 community colleges in California, for

example, the actual costs of attendance will range up to $4600 for

single independent students and up to $7600 for heads of households

ana marl students. 1

The Pell Grant cost of attendance limitation

f
houever, hold these

budgets to $1500, the same as for a dependent siu 11"-liyingat home.

This means that the maximum Pell Grant award is $750-whether the

student lives with parents, on his/her own, or has children and or a

spouse.

,N

1 4.9
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This creates an inequitable aid packaging situation that is increasing

aonually since the cost of attInce provisions have never been adjusted from

the inception of the program in 19724

This situation will be further exacerbated by maintaining maximum.Pell

Grants below the authorized level dt 51900 for 1981-82 and 32100 for 1982-83.

Proposed changes which increase the assessment against income the need

analysis procedures add additionasi impact to the self-supporting student. Not

only are his/her attendance costs not recognized, but his/her income is assessed

at a rate double that of the parents of a dependent student.

The attached charts graphically indicate the cost problems and resulting

inequitable packaging arrangements.

From tne point of view of a practicing aid administrator, it is possible,

however, to support some of the specific proposals in 5.1108 to reduce program

costs that will have a less devastating impact on truly needy students.

1) Counting VA benefits and social security benefits as 100%

student aid eliminates a current inequity for students who do

not receive such benefits and who therettire

packages and resources.

lower aid

----\__

2) Using La remaining need formula above an income cap for Guaranteed

Student Loans will reduce unnecessary borrowing at low cost schools.

3) Establishing a series of assessment rates on discretionary family

4
income which we assume would be progressive would benefit the

lowest income families by preserving funds that may currently.

be allocated to less needy students.
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4) Increasing the parent loan interest rate to 14% would

Still make attractive loans available to parent with

cash flow problems but not discourage their borrowing

completely as 5,1109 ght.

5) Reducing the higher lo its for self-supporting

studehts will adversely affect those students with

large unmet need but will reduce the administrative

burdens of the program which are growing geometrically.

We appreciate the burden you face in reconstructing the Higher

Education,Amendments of 1980., We Kn6w you will continue as you have

historically, to' keep access to Postsecondary education open to the

needy students of this nation.

Thank you for allowing us the opportunity to respond to the

proposed legislation,

15.E
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_ Senator ST'AFFORi Thank you -very much. I feel constrained to
remind myself and all of you that We are in a position where, if we
do not comply with the directions of the full Senate, it will write
this bill for us in a way that none of us may like as much as 1109.
That is the Unfortunate position that we are in.

Mr: Leifman?
Mr. UNMAN. Thank you, Senator. ...-

Eduardo Wolle is going to present both of our statements for us.
Senator STAFFORD. However you wish to do it.

., Mr. Woux.,Thank you, Senator Stafford and Senator Randolph,
for the opportunity to testify before this subco'mmittee.

We are representing various groups that you notice on our testi-
mony and we would like to thank you on behalf of- them. I am
accompanied by Steve Leifman, who is the National Director of
COPUS and he is just a recent graduate, just gradtiated on Sunday
from American University, so he can tell you a lot of what it is like
being a student firsthand.,

There are some things that have not been pointed out that we
would like to bring to the subcommittee's attention; specifically,
what is happening the Congress, in the House and the 'Senate.

We are concerned with the Senate budget figures that have
appeared and also with what has happened on the House side. I
hear your figures that indicate that you need $566 million. On-the
House, you need $700 million for student guaranteed loans. For the
Pell grants, you would need in the Senate, under your bill here,
$700 million. In the House you need $900 million. So'somehow
..there seems to be more of a cut in what is happening here than we
really can take.

Also, in the Senate Labor, Health and Human Services Commit-
tee, just recently, they requested a cut in the basic grants program
of $270 million and this they wented to achieve by cutting every-
body's award by $100, which is really going to hurt a lot of the
needy students and this, we feel, is absolutely uncalled for. These
wers. cuts which were not requested by the administration and the
committees; the subcommittees have gone even 'further in cutting
that and that will make your job even more difficult.

I attended school in Vermont; I went to one of your institutions
there, and I know what it is like, what the studentts are loing
through right now. They are in a panic.

Senator STAFFORD. You might as well identify the school.
Mr. WOLLE. Johnson State. Ed Elmendorf is the president there.
The students in Vermont and other places are in-a panic because

they do not know what they are going to do next year With the
cutbacks that, as I mentioned, are being proposed and are coming
up. We have outlined some of our concerns in our testimony;so we

'Would not like to take up tob much of your time.
With regard to the basic grant program, we are pretty much in

concurrence with that aid we would like to bring up something else
that is happening.

S. 1108 allows the Secretary to set the assessment rates for
parental contributions. We believe this approach will cause further
inequity in the amount a family must contribute to their child's
education. Current law provides that families under $25,000 shall
be assessed at 14 percent of their discretionary income. This means
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that a family earning $8,500 would pay he same proportion as a
family earning $24,000.

We concur with ACE and NASFAA in t eir request that lan-
guage be added to provide for a graduated series of assessment'
rates. This provision would protect lower-incofhe students and still
maintain eligibility for several thousand middle-income students.

Another alternative which should also be considered is to keep
the current law with a small addition. A provision could be includ-
ed to allow the Secretary to request a waiver of the 14 percent .
rate. Congress would have the option to approve or disapprove the
Secretary s waiver request.

This provision would place the burden of proof on the Adminis-
tration to justify dollar savings. The Secretary would have to fur-
ther justify the waiver request with up-to-date information as to
the effect and impact on students receiving aid, which currently is
not being done by the Secretary.

One last concern we would like to bring to the Subcommittee's
attention also is the administration's proposed elimination of State
and local tax offset in the fiscal year 1982 family contribution
schedule. This proposal would in effect roll back eligibility to ap-
proximately a $19,000 family income as contrasted with the $25,000
eligibility level established by MISAA. The net result would be
devastating; 600,000 students would lose their basic grants.

We are concerned with the student guaranteed loan program.
We have outlined two options that the subcommittee should look
into and we are very much concerned ,that, should the administra-
tion's proposals go through in States like Vermont, which has over
100 lenders, a lot of those banks would just not lend the money,
and we d'd a quick survey in some of the banks -in the United
States, those that we could get a hold of; Mississippi and Alabama
would not tell us bank names because they were afraid if we told
them what was happening, they would drop out of the program. So
we were not able to get names out of Alabama and Mississippi but
the other banks concurred with what has been said here today.

Yoa might as well kiss the guaranteed student loan program
goodbye.

I would like to thank you for the time and the subcommittee's
time and Senator Randolph.

Thank you.
[The prepared statement of Mr. Wolle follows:]
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Chairman, members of the subcommittee, I would like to thank you on behalf

cf the 3.5 million college and university students USSA :,,resents, the students re-

presented by ODPUS (National Coalition of Independent College and University Students),

ASPIRA which represents Hispanic students in cities throughout the East, Midwest and

?serto Rico, MALDEF (Mexican American Legal Defense Education Furl) which represents

Hispanic (Chicano) students throughout the U.S. MBUCS (National Organization of
Black University and pollege Students) which represents 115,000 students at tradition,

ally black postsecondary institutions, the misc (National Third World Student Coali-

tion) which represents third world (minority) students across the country, and the

more than " million college and university students in the U.S. who receive sate type

of financial assistance, for the opportunitito testify on the Administration's pro-
posals (51109) ar4 the Chair's proposals (51108) to tighten eligibility and meet the

requirerants of the Senate Budget Resolution to reduce the costs of the Pell Grant

and Guaranteed of dent Loan Programs. Accommanying me today is Steve Leifman, Na-

tional Director of (OPUS.

The Administration has the American public believing that a "'safety net" exists

which will prevent any of those in need from losing out on their opportunity to gain
access to a higher education. It is vitally Important that the American people real-

ize that there are gaping holes, in this net. The burden of financing a college educ-

tion is being dtmped. on the family at a time when the family can rard.ly afford an

added cost on it's already strained budget. Reductions proposed by the Administration

and the means to achieve 'hose reductions will result in over one million middle

income reciotents losing marling fran the Basic Grant ana GSL programs. Reductions
in the value of awards to all lower income students will force Nary to reevaluate

their cuest for a college education and 1?mit their choice to low cost Publicly sub-

stained institutions. This will place a:tremendous burden on already strained state
coffers.

15.)
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We are concerned with the impact of the proposed Administration's budge' reduc-

tions and the effects of those reductions will have on" the cost, -quality and access

to postsecondary education across the nation. Should the administration's proposed

changes pass on top of the FY'82budget passed by the House, we will see a high drop

out rate, unemployment and increases in tuition. Even if the Administration mans

well, the results may be disastrous.

We, as students, are concerned with tne possibility that if Congress accepts the

Administration's budget reduction proposals, all the advances that have been made in

meeting the needs of the middle class =align masAA, in providingeasier access to

college for lower incase students, in stabilizing the loan progress and in allowing

a healthy =Petition between the public and private sector to develop will have been
an exercise in :Utility. There are many advantages to living in this society that

A are not available to other people throughout the world. However, whenother countries

art giving their people a chance to receive a fully subsidized postsecondary education,

this country is retreating on it's commitment to provide access to all of it's citizens.
' How can a nation expect to be number one in anything if it's wording mmses buy

Into a system yet are told that their investment Is being cut and their return will
be minimal? How such more can the poor be expected to sacrifice when they are living

in areas where unemployment is high?

In the state of Vermont, for instance,. the Vermont State Colleges Board of Trus-
tees has voted to raise tuition by 125: This means that a studwat at :ne of the three

four year state campuses will have to pay $130 over this year's tuition. At Verwnt
Technical College, tuition will also increase, but by $180. ,At the Community College

of Versant, tuition will be upooy 13%. The University of Vermont will also exper-

-tience an increase in tuition. For an In-state student, tuition will be 1.ncreased by

13.6% or from 31650 in '80-'81 to $1350 for the '81-'82 academie year. The out-of-

:tate student will h an increase of 11% or an increase fr-an the present $6560 to
$5062 Also inceasing at the University Is the cost of rem and board frac 31996 '4
$2272.

in a state like Vermont where every Federal dollar counts, tne proposed reductions
in financial aid and the proposed Administration's changes would have a demstating

affect on the state share to higher education. In states like North Carolina and Ala-

bama, though differe,,r frmn'Aermont in many ways, the same holds true, the state and
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taxpayers would be expected to contribute more towards higher education and carry'the

burden of the loss in Federal dollars.

,PeIl Grants. - The Pell Grant prog-am (formerly HOG) is the cornerstone of Pederal

financial aid. The typical financial aid package consists of Pell Grant, Sapplenen-

tal abicational Opportunity Grant (SEDG), National Direct Student Loan (MSL), and

College Work Study (CWS). When a student has CWS as an award, they are already

working in a part-time job. By requesting a student to provide $750 self-help, they

will be forced to find another part-tite job off campus or compete for higner wage

jobs during the sunner. If the student carinot find a job and he/ihe Is dependent, the

parent would be forced to come up with $750 more above the parental contribution.

Often times, this is virtually impossible since parents' assets and income rave already

been calculated in the need analysis process. For independent students, the situation

is equally if not more blea The independent student must earn $750 either In a

summer or part-tire job in offcanpus work. Independent students tend to be non-tra-

ditional, usually someone who stopped their education after high uchool and now would

like to continue their higher education. These students may already have a job,and

possibly a famiLly to look after. Due to the high rate of unemloyment And inflation,

it is unrealistic to expect an independent student, cr any student, who currently had

to contribute $300 of self help for college to suddenly have to pay $750 more. There

are no assurances either that employment will be available for all students during the
summer break.

When we consider that youth wnetTloyment is high, especially among slacks and

Latinos, such a provision will:only help to increase the gap between those wno can

afford an education and these who cannot. Youth unerloyment has already reached 19%

witn a nindrity youth are-ployment rate in excess of 50$ in inner iationwide

,./e are experiencing a drop= rate of 25%, and in some that Lg...z.t. is =hi e.

It's not that students are all abusing Federal student aid and are not trying to
make endsreet. For example, during a recent hearing before the House PostSecordary

Education Subcormdttee, a student at Yale Univerzit-J, Bill Lash, explained his situa-
tion:

"I have not neglected to help myself. During the academic jeer, hold three joos.
I am a neasearoher-clerk, American Express agent and a bartender. :Ay sister has
done the saes:, working as a dormitory guard, a totany teacher and 4al:ress re
ncr-ally work taring our spring, winter and surer vacations. and nave done all
of this while carl.-.iing full course loads and maintaining 3 plus fides."
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What will the Administration's proposals do to him? And what of a student *coo

can barely maintain a C average and is already working
a job at sitmlnirein wage to go

to college? Just because Bill can balance his job doesn't mean that every other stu-
dent is going to be able to do the same or even maintain one job at the expense of
their studies. Isn't the reason students go to college but to :earn and to prepare
themselves for the future? if you want students to work, then expand the fur4-.-g for
the College Work Study program!

We concur with the observations and recomnendations Which ACE and NAST-AA have

presented in regard to the Pell Grant program. We, would like to stress, several points

which are of concern to us though. It is difficult to attempt to retune prograes,

such as the Pell Grant and Ouaranteed Student Loan, which have generally accomplished
their purpose, We ,commend Senator Stafford and his staff for their concerns as expressed
in 51108.

We are distressed to see that 51108 would repeal some of the Important reforms

dealing with independent students as passed in the Middle Income Student Assistance

Act and the Higher Educatio! koendMents of 1980. We csnnot and will not support any

attempts to weaken these refoems, thereby returning to a system which does not rake

allowances for the differences between independent and dependent students. We would
also like to see the continuation of current provisions dealing with asset exclusion

and taxation, subsistence allowance for single Independent students, and the status of
married independent students.

We are also concerned with the provision In S1108 deall'g with the assessment of

parental discretionary income in detenrinL-g the expected family contribution. This

year, tomplications'beset the processing of the Basic :;rant applications. They were

virtually neld hostage until the Administration's family stntribution schedule was
adopted. ;.'at complicated matter's 43.5 that the previous Acministration regulations

had already been published and comments receiv,' These were Pulled by the present

Administration and the present regulations no.4 stn ad. Millions of student

:tons were neld up for,processing. StUdents may Ilk.- know what tneir awards will be

until later than June. Had Congress and the higher . ducat:on community not capitulated

to the Administration's irsistance that their regulations be implemented, students -ay

not nave received their award notices until Aucust: Thil, would have rained many a

student's plans to attend .e since most colleges need to /MOW by Yay wretrer a
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sr-tent will attend or not. Students base :heir .tCeptance on their financial aid

awards.

In order to avoid repeat of this unfortunate incident, we recommend that lan-

Page be included to allow Congress to approve or dissaprove aid regulations. Cur-

rently, Congress can onlY dissaprove such regulations. If the current liw remains

unchanged, we may continue to see Interr-ption of ?ell 0..-ant processing by this and

possibly future Administrations. !

5I108 seeks to allow the Secrelexy to set the assessment rate for parental con-

tribution. *At believe this approach will cause further inequity In the amount a

family tontribute to their child'secucation. Current Law provides that families

under $05,000 shall be assessed at 1ad of their discretionary Income. This means

that a family earning $8,500 would ;ay the sane proportion as a family earning $24,000.

Ine concur with ACE and NA AA in their request that language be added to provide

for a graduated series of assessment rates. This provision woull protect lower income

students and still maintain eligibility for several thousand middle income students.

3nother alternative wrich should also be considered Is to keep the current law

with a small addition. A provision could be included to allow the Secretary to re-

quest a waiver of the 14. rate. :ongress would have the option to approve or disap-

prove the Secretary's waiver request.

This provision would place the b,rden of proof on the Administration to ..%.stIfy

dollar sweawm. The .secretary / would have to further !4-stify the waiver request with

up to late Information as to the effect and lepact studnts receiving aid, whicn

currently is rot being done.

One last concern we would lice to bring the subcommittee's attention ,though

we have many more) Is the Administration's proposed eliFination cf state and local

tax offset In the FY'82 family contribution schedule. This proposal world in erfect

roll back eligibility to approximately a $19,000 family Intone as contrasted with the

325,000 eligibility level established by M:SAA. The ret result 4ould be devastating,

600,000 students would lose the Sas!: ;rants.
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Ouaranteed Student Loan - The origin of the GSL progra: in 1964-1965 steamed from

the intense desire 4f the Administraticn to derail tuition tex credits. It has the
.% 'Throessr, Deparment which espoused the Men cf losAa for.middle-inocce families.

I Tbday, we often find lower-income students butdened with a G. We'belleve that this.

is an IttOoPer method of financing a higher education for lower-income students.

k:".1
Isis method steply serves to shift the burden of colt from the goverment to the

student. -

During the floor debate on the Higher Education Act of 1965, Congresswoman Edith

Green of Oregon, fort= or of the House Postsecondary Education Subcommittee, re-
marked that the C41.7mogom:

":s designed especially for those students who come from middle-I;come
ram.1.1.tes,

This Is a separate loan crtgaest," she continued, "and is desi&ned for those students

who do not qualify for the National Defense Education Act :.ours (now !htional Direct

Student Loam) because t'ey come from families that have a higher inaneand therefore

they would be ifeligible for MItioral Defense Education Act Loas."

A large portion of. the growth in the GS, pregam can be attributed to the removal

of the income rap in 1979 with the passage of MaSAA, which resulted in inci'essed de-

...tumid for theta monies. However, it Is dtt primarily this deeot which quadrupled the

cyst of the program to the r'ewirt2 goverment. It is the, 31c/rocket:A; interest rates

and the 11.%n cost of money to which the prograik is tied that increased Its costs.

The following onart illustrates how the special allowance ,,tre Feceral money

paid to banks) hrs 1.adrupled compared to the Increase in the ansunt of money paid

for the student's In-school interest subsidy.

ti *Guaranteed Student loan Subsidy Costs
(milliona Pr uollars)

:n-School .,.nterest Subsidy
Special Allowance

Average Asrual 91-day
Thesurf 3111 Pate ()

1o17

S?25
106

5.0

l0 78

$249
195

6.8

.,r/c

$2t
401

-3.6

1'40

.45
820

11.6

10).31

Seo5
1,460

14.2

In addition ,Itary to statements 4tlish nave receiVec .7e5; dub:laity wound the

country, student, no" in hiih iera.1" in 'hi: loan ornrnsm. The estimated default

`Gc;Igressional Research Service, February :0, 1931.
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rate far 1981 is approxiMately 8.85 compared to last year's 0 4%.

tS,

The Administration calls for the elimination of ttie in-school interest subsidy on

student loam which is paid on behalf of the borrower by the government. We categor-

ically oppose, the repeal of the interest subsidy. The interest subsidy is a regulation

that college oasts have become ircreasirgly burdensome to all American families.

We believe that eliminating the interest subsidy would shift tne higher costs

that result from higher interest rates to the student, at a time when the student may

not be able to cope with luch added coats. This will lead to higher default rates and

delinquencies,

An example of what a student would pay now and under the Administration's plan:

$7,500 9% interest with in-school interest subsidy and

- 10 year repayment - $11,000

$7,500 9f interest no subsidy - $13,000

A volt which would be adversely affected by these changes is the graduate students.

In a survey of 108 memuers of the 1978 -79 senior glass at the University of Pennsylvan-

ia School of Dental Medicine who utilize the Financial Aid Office at the dental school,

the total debt amassed by these students upon graduation was found to be $2,823,391,

an average of $26,142 per student! The smallest debt reported by a respondent to

this survey was $15,905, with tne other debts rargirz as nigh as $24,880! -rooming

first year students can only expect larger debt burdens upon gradation. It's bad

enough that students rust assume large loan burdens in the first olace. Asking

them to pay sirtificantly higher levels of interest is creating a generation of inder,

=-ed. servants who are mentally mortagaged to the government.

A suggestion trat has been made is to defer the interest 4hile the student is in

school. The government would pay the interest while the student is in college. -he

interest woad be added on to the amount owed by the student and ne/sre would repay

this to the bank, which would presumably repay the Department df Education. We =snot,.

accept this alternative either. First, the problem of excessive debt will still exist.

Second, the actUristrative heaaaches this will cause barks will drive them out of the

program. They would have to Keep separate accants of these deferred interest payments,
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aric,Jwrae and caspound interest, and then satmit psymmit to the Department of Education.

Since the ret tape and complicated paperwork have kept banks cut of the provan, this

approach mould only worsen the problem.

$1108 rejects either of these approaches. We realize that everyone is being

asked to sacrafice and that changes will be made in this program with or without
us commenting. We are corcerred that if ctrarsies are to be rade that they be made with

the skill of a surgeon not a butcher.

ACE has already outlined some of the dollar facts of the pro-"am and the savings
-that can be achieved. We would like to comment on the specific recommendation con-

tained in $1108, to reestablish an income ceiling for eligibility for the in-school

interest subsidy.

by was the income cap removed? The idea was to allow a parent who did not have

the "cash on hand" an opportunity to have his/her child borrow this necessary capital
at a low interest rate, However, soaring college costs since 1978 have made the "loans

of convenience ", loans of necessity. Now students must borrow just to meet the gap

between the expected parental contribution and the cost of attendance.

We would recommend that, if the subcommittee is considering setting an income

cap, as specif-ad in S1108, that it be higher than that recommended in 51108. A cap

of $35,000 is not an Lar-Allstic figure though it world only save Boo M students from

being eliodrated from the program and $200 million. A $35,000 cap would retogtme the

fact that middle income frmil'es are also being caught n the financial cruncn. This

could possibly provide most dollars to procy--ams which help needier students cu are
under financial Constraints, 1.e., Pell Grants, NDSL.

Another approach which should not be passed over is to permit students with

documented reed to borrow their unmet need and half of their parental contribution ep

to the 32,500 maximum. As ACE pointed out in earlier testimony:

"ibis would assure that all students who have reed after they have exhausted

other sources of student aid would be eligible for the GSL program. :t would

simultaneously ease the problem of s-dents whose rsminL^g need might ce too

snail for barks to make loans, and that of students whose parents may have

difficulty meeting the costs of higher priced institutions."
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Savings are easy to accemplish if all one is concerned with are the sayings.

ee OS, program serves a very real purpose to the cant pity and to the ration by gravid-

-g an investment in the future. Be careful when you begin your work on S1108 least

sa find that what you have created is a Florida style sink-hole.

Parental Loan Pim - We are concerted that the Administration's,proposals to

Use the interest rate to market rates, abolish the special allowance and extend the

!payment period to twenty years will make states think twice before they participate.

'der such conditions a borrower may not find the terms too agreeable either. The

arent Loan program was established to help parents defray the costs of their son's

daughter's education. This program is no more than porn than the interest rate

3 being raised to 14% in 51108. Is this program to also see the instability which

s accompanied the GSL ,4,46,ame

We believe tnat in order to sa'e money S1108 has initiated another taxing burden

1 the Azerican family The parent and the student are being asked to bear more and

're of the cost wits: less help from the government Whey pay taxes to sumport.

We would like to see the program remain at the established 9% Interest. ENever,

savings mast be accomplished, we would suggest raisin:; t,a interest rate to 11%

opposed to 14% in 51108.

Currently, there are 11 states considering establishing a Parent Loan prose-an at

1. the suncrecittee should review state usury laws to assure that the 14% rate will

of create conflic.s and create inequities in the treatment of borrowers from state to

ate.

Remiament Incentive - We hope that the subccerdttee will seriously consider toe

cposal which ACE has presented dealirg with incentives for early recayment mf

.:ins. Not only will this result in cost savings but in lower defaults among students.

Lis incentive is the_best wry to motivate students to initiate early repayment.

-dependent Students - As we stated earlier, we-art --..e.cA.Lred with the st:m.s of Jr-

:pendent students, especially the rerrval of separate borrP;i1Mg-...ni.s as outlined In

.108. The 1980 Amerdtents allow an independent student to borrow a total of Sl,toO

:r year, $500 more than the maximum for dependent students. We do not agree with this
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provision of 5_108 since it does not ac&owledge the plight of tne independent student.

An independent student usually needs adileoral reacwees to meet the costs of tneir
education. They have no parental contribution or parent loan to fall back on for
additional support.

We would siggest that the current treatment of independent students is the most
equitable. For that reapon, we would oppose any changes in the treatment of these

students and their ability to receive a few dollars more for their special circumstaeces.

In conclusion, we would like to once again thank the subcocmit ee for It's the
and paeience in allowing 13 to present our views on both the Administration's proposed

legislative changes as reccrrended in S1159 and the Subco,ittee's receurendations as
presented in S1108. We understand that the aountry is experiencing difficult times.
We have not appeared before this subcommittee to ask for handouts tut to ask teat the

cammitment that Corgress has made to it's young and old, that all nay nave access and

choice to a 'lig'em education, retain ditnin your hearts and souls as a top priority,

when you ter. -up 51108 and vote for appropriations for education on the Senate flocr.

I would Like to leave you with a oucte from one of tne laws recently passed oy
Congress:

"The Congress

(2) that it is the responsibility of tne Federal
Soverenent, consistent with the

rignts, duties, and privileges of States and of higher education to
promote....

(b) freedom of cnoice to stldenta he 4Ish to participate in oostsecore.ary

cation, to select institutions and or:rears ghich eet their reeds and abili-
ties....

(i) resconsive,ess of pos,---ndary education to rapidly zna."4.2- social and
eccncmic needs.

(3) that cemographic, econcric, and .al changes gill reouire in:stir-tiers of

sestneecrear/ education to adapt to f..ture reeds of individuals and of Ater-
:can society."
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DISTRIBUTION OF FINANCIAL AID BY PROGRAM

Total Number of Awards! SACS, t56

CSI MD

FISCAL YEAR 7Y' Number of Awards

MG IN. SD

NOTEr Total number of students (unduplicated count) for the above program It not currently available.



DISTRIBUTION OF FINANCIAL AID BY PROGRAM
FISVL VIM AVMS.

Total Amount of Awards: 87,148,704,000

CS. ULM

11151 0191)
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51711NARY OF OVA PROGRAM ACTIVITY
BY FISCAL YISAR

PROGRA51 FY-76
(76-Tn

1,1-77
(77-78)

FY-78
(73-79)

PY -79 est.
(79-301

127-30 prof.
(80-31)

WOG
Appropriation (In 000's) 13,325.800 91,903,900 22,160,000 52, 431.000 51,718,000
9,:pendl0res (in 000's) $1,473,314 $1,5117,364 $1,50,30 $2,450,000 52,180,000
ReopirriU 5445,434 5,363,990 1,413,000 2,600,000 2.500.000
Average Award $ 737 S 852 s 125 $ 042 $ $39
No. of Institutions
Pirttotpetint 5,284 5,545 5,760 5,337 5,000

001,
Appropriation (in 000's 6 307,737 $ 357,312 6 490,166 $ 357,503 31,713,344

periditures (In 000's) S 506,890 $ 539,000 $ 703,321 $ 999,343 $1,838,639
Loan Volume (cononut-
runts) (000's) 51,327,826 51,537,237 51,958,382 $1,983,956 94,421.052

of louts 1,7.91,000
"MI!

1484,715 1.509,547 2,034,600
Average Goan 1,408 1,309 1,976 2,173

14D5L
Appropriation (In 000's) 9 321,000 5310.500 9 110,500 9 310.500 5 236,000
3penditure1 an 0004) $ 559,487 3313.360 S 340,424 $ 710.636 $ 10,217
Recipients 764.591 795,134 303.516 861,304 361,000
Average Loan $ 732 5 773 5 792 $ 825 $ 326
No. of Institutions
Portici9atin0 3467 2,615 3,326 3,350 3,400

SZOO
Appropriation an 0004) 5 240,093 5 250,093 5 270,093 $ 340,100 $ 370,000
Famonditures $ 243.792 $ 243,529 $ 256.232 $ 330,025 $ 353.373
No. of Recipients 449,231 499,034 510,023 514,700 350,000 ,-
Avarua Allard $ 543 $ 466 $ 522 $ 537 $ 581
No. of Institutions
Parteipattng 3,406 3.500 3,723 3,730 3.850

C915
Appropriation (In 0004) $ 390,000 $ 420.000 $ 435,000 $ 550,000 $ 550,000
Expenditures 5506.024 $ 459,123 $ 433,468 $ 597,303' $ 509,425
Recipient,' 973,000 345,275 $52,475 972,545 930.000
Average Earnings $ 520 $ 555 $ 573 $ 614 5 622
No. of Institutions
Forticipating 3,715 3.22 3497 3,220 3,300

5szn

Apptepriatlan
( in 000's) s 44.000 0 60,000 0 53,730 0 76.730 0 76.730

ro4nrilmoss s 98,000 0100,000 0127,300 3153.530 0153,500
Rocipients 176.000 240,000 255,000 307,400 307,000
AVItilt CtUlt s 500 s SOO s 500 s 300 s Soo
No. of Stacey
Pasticipatinq 33 Si 57 37 57

r
montl period
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DISTEIDUTION OF STUDENT MD AWARDS ny INCOME'
All Undergraduates

Academic Year 1978-79

Family Income

Type of Aid
Less Then

$ 6,000
$6,600-
$11,999

6 2,0061
$17,999

$1P00-
$24,999

$25,0O-
or more Undermined Total

nroa 41.9% 21.7% 12.8% 4.2% 1.7% 17.7% DID f`)6

snon 42.7 20.8 15.0 5.7 2.3 13.5 100.0

cws 30.0 19.8 10.1 10.4 6.4 17.1 100.0
o-
(7)

State Grant or
Scholarship 24.8 20.2 18.8 14.2 8.6 13.6 100.0

19.5 13.4 18.0 16.3 16.8 16.0 100.0

NOS!, 30.3 18.1 18.1 12.8 5.6 15.1 100.0

....7
(Personal Income for Independent students and parental Income for dependent students.

Soureet Policy Ann lysli Service, American Council on Eduention, Mny 1980; bnsed on student reported data from the AY 78/79
study of Pr ram Management Procedures In the Campus-11nsednnd Ens lc Ortiitritogramsted by Applied Management
Sciences Ter thu-n)Mo cU Evaluation and Dissemrrintion of (mon under contract number 011-300-78-0498. The
AY78/79 study sample Is representative of n11 undergraduate students enrolled half-time or more.
% May not add due to n anding
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OUARANTESH srunewr LOAN - SELECTED HISTORICAL. STATISTICS

Year ApproprIellom

0111110115) (A)

Amount Committed
(In

Number of Loans
000 ',)

Average Loan interest Paid

(in 008'0

Special Allowance

Paid (In ono's)

s

1000 9 10 $ 73 89 $ 820

11167 48 244 287 850 0 5,422

11108 40 428 490 873 20,969

MO 75 674 756 892 48,409

1979 73 811 863 940 80,473 $ 4,955

1971 191 1,015 1,017 998 129,923 16,552

11172 2011 1,174 1,201 1,061 171,708 19,123

1973 292 1,171 1,030 1,137 203,300 33,200 P-4

C79

1974 399 1,139 938 1,215 222,200 85,000

1975 580 1,298 991 1,311 209,544 120,812

1976 (n) 808 1,828 1,298 11408 253,321 00,627

1977 357 1,537 973 1,591 225,308 105,899

111711 171 (C) 1,959 1,885 1,806 248,604 194,540

1979 947 (7) 2,984 1,510 091 295,844 401,185

19811 (est.) 147" (C) 4,421 2,035 '1,891 488,330 1,004,392

GM:assist of fonds added to the Student Loan Insurance Fund for payment of Interest, Special Aihmannee and Clahns. Does not inchuln
$77 million In Advance Reserve Funds distributed to Slides participating In 4151, over the years. Cumulative through Snplember 30, 1979.

(IN Includes TransHion Quarter

(11)Ineludes Administrative Cast Alimeance
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Federal Insured Student Lonn Progrnm

Annual commitments (In $000)
Number of I.onns
Avernge holm

Ounrnntee Agengy Program

Annual Commitments (In Wm )

Number of ',onus'
Avernge Lonn

Totn1 Program

Annual Commitments (In $000)
Numbrr of Lonns,
Average Loan

liligIhIe ',enders

OS1, - PROGRAM STATISTICS

FY 78 FY 79 FY en (rst.)

S 473,475
5

540882
268002 27160,888252 203,628

1,706 5 1,954 5 2,180

oAa
$ 1,485,407 5 2,443,074 5 3,840,315 0

810,610 1,232,722 1,770,972
5 1,819 5 1,982 5 2,172,

$ 1,958,882 $ 2,983,950 5 4,421,052
1,084,718 1,509,547 2,034,600

t,enn $ 1,977 $ 2,173

19,145 19,145 19,145

1'k
Source: NIIIVIEN. 01.1 Pile Includes all eIlgIble lenders In lite OSI. Program
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Senator STAFFORD. There is still 2 minutes, Mr. Leifman.
Mr. LEIFMAN. Thank you.
I want to thank the Federal Government, because without the

student guaranteed loan program, it would have been impossible.
I am saddened that a lot of students will not get the equal

opportunity to choose a college of their choice.
Senator Randolph mentioned before why is not the room filled

with students? I want to make a couple of comments on that.
First, about 3 weeks ago, we did have about 100 students from 35

different States come to Washington to make their concerns
known. The main problem is the nature of the cuts are so compli-
cated that most students really do not understand them' and what
is going to happen is that students are going to come back in the
fall when it is too late and it is not going to be available, and that
is when you are going to see thousands and thousands of students
coming up here.

Senator STAFFORD. All right.
Well, thank you very much.
In view of the time constraints, I am going to yield my time to

Senator _Randolph. There will be written questions that I would
like to send to each member of the panel. It is quite brief and you
may well have answered it in your detailed statements, which we
will put in the record in full.

We regret that time constraints have forced us to adopt this 5-
minu te rule. So I will send those questions in writing.

Senator Randolph.
Senator RANDOLPH. Yes.
Thank you, Mr. Chairman.
I am grateful for the testimony which has been given to us which

I listened to carefully. I think you all recognize that my so-called
outburst was just pent up feelings that I have; that there is not the
attention being given to the results of today's hearing which are
going to be negative throughout the educational system in higher
education in this country.

I think it is going to be very difficult and I know that Chairman
Stafford's bill, S. l 108, will try to take care of some of the problems
that are inherent in the so-called administration bill, 1109; but I
think if there is not some type of groundswell throughout the
educational 'community in America, that we are going to be set
back.

I am not trying to use the number of years as an example, but
we are going to be set back in our efforts to provide college educa-
tions to a large segment of our young people who are not in a
category, we will say, of very low or no income or the children of
the very rich, to protect the body politic of higher education
throughout this country. That is the group that I am worried,
about. -

In the college \ that I speak of, let us say, 1,000, 1,200 students, we
have an infinitesimal number of so-called rich students there.
Counting "rich students" would not represent very much of our
student body. Our student body will be those in need, those that
come from families where there are four and five childr "n and
maybe two of thetn are in college or three of them are in college at
the same time and this is across Alnerica; people trying to hold the
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family together; and I think that the holding of the family together
occurs not only in the home itself, but a part of holding a family
together can and does occur by assuring parents of the continued
availability of the moneys necessary to permit that young man or
young woman to go to college.

T: use are family responsibilities and they are recognized as such.
It has always been so in the families that I am very intimately
acquainted with, not only in one college but in thelet us say the
independent private institutions of higher education in West Vir-
ginia as well as other institutions that are State-directed in their
programs-, including two universities and colleges and several what
we call community colleges that have sprung up in our educational
system,over the last few years.

Now, the administration bill, would require $750 self-help expec-
tation from each student.

Would you discuss that a moment? That is something that I
don't think is in current lawis there any self-help requirement
mandated for the Pell grants?

Mr. MARTIN. Senator Randolph, I might try to comitent on that.
As you well know, the Pell giant program, since its inception,

has had a clause that that program not exceed one:half of the
student cost of education or is limited by the maximum award,
Which in some cases is less than one-half of what might be for an
individual student.

Since the program began, there is an implied assumption that
the student or family are going to be required to make up that
additional half of college education through other sources.

The way it is made up primarily comes from the college work-
study program or summertime help plus contributions from the
family. Mrs. Miller, in her supplemental statement, came up with
some charts of what the self-help rate is currently in colleges in
California, private as well as technical schools, and in that report,
it shows on the average that students are dealing with self-help
expectations that far exceed the $750 that the Federal Government
is asking for in their bill.

It seeps to us that it is a little ridiculous when we already have
proof that in the other methods that we assess needs as a mini-
mum $900, is plugged in for a student to add on top of that another
$750. We think it is an unfair burden for students and we testified
before the House committee and we ticiett4to discuss the issues of
the pros and cons on that, on page 15. But we would support your
premise that it is an unreasonable element to be included in the
bill at this time, and I really believe it was conceived by some
people who fail to understand how the program works and what
they thought we were addressing was a factor that does not need to
be 'addressed in this manner; and we tried to make that clear to
the administration.

Senator RANDOLPH. Well, I fully agree with you.
I do not believe that those in the adminis ration who fashioned

its bill really do know the implications:
Mr. MARTIN. I might add, Senator, if you lout the beginning of

our statement, we include some demographics on student employ-
ment and when you compare that to blkick and white youths, it is
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"difficult for these students to come up with summer jobs which
even makes it more unreasonable.

Mr. GOAENS. If I could add to that, in the 1980 amendments
there is a Federal policy goal which you all put in the last time
around which, assumes a 25 percent self-help piece on behalf of the
students. Perhaps a flat $75(), or any flat dollar self-help require-
ment in the Pell granrprogram is not workable and is unfair but
there is a percentage relationship that we can deal with; we have it
in the amendment' as a policy goal; it says that 75 percent shall be
met by combination of grants and parental contribution, implying
that 25 percent will come from self-help.

We think maybe that is the way to go.
They are talking about a percentage relationship.
Senator' RANDOLPH. Mr. Chairman, I was just checking back to.

see when we began these programs to help the students, based
largely on the required repayment of loans and I think I will place

the record, if it is agreeable to you, the vote by which these
measures were brought to passage here on the Hill, and not only in1965I befit& that is the year, is it, 1965?they started, and
again in 1977, was it-1972, 1978, those other years, I think they
are rather demonstrative votes in favor of the programs.

[The information referred to follows:)
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SUBMITTED FOR THE OFFICIAL HEARING RECORD, HEARINGS BY THE
SUBCOMMITTEE ON EDUCATION, SENATE COMMITTEE ON LABOR AND HUMAN
RESOURCES, RE: STUDENT ASSISTANCE AMENDMENTS OF 1981.

SUBJECT: VOTES BY WHICH HIGHER EDUCATION LEGISLATION PASSED
SINCE 1965, DATE OF FIRST ENACTMENT.

SUBMITTED BY:- SENATOR JENNINGS RANDOLPH (see page ]12 of Manuscript)

Public Law 89-329, signed into law Nov+, 1965

H.R. 9567.

1}73

Reported by House Education & Labor Committee
(H Rept 621) Jul 14, 1965. Passed by the House
amended on a 368-22 roll-call vote Aug 26.

Reported by Senat. Labor & Public Welfare
Committee (S Rept 673) Sep 1, 1965

Passed Senate amended, by a 79-3 roll-call vote
on Sep 2 1965.

Conference Report (H Rept 1178) agreed to Oct
20 1965 by 313-63 roll-call vote of the HOuse,
and by voice vote of the Senate.

House Committee vote, Jul 14, 1965 - 21-2 (two
dissenting votes cast by Southern Republicans)

Senate Committee vote, reported without
opposition, Sep 1, 1965.

Conference : House passed 313-63 after Republican
motion to return bill to conference for deletion
of Teacher Corps section; motion defeated 152-226
in roll-call vote.

Senat, passed yithout opposition.
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Public Law 92-318, signed Jane 23, 1972, Education Amendments of 1972

S. 659.

H.R. 7248.

Senate Labor and Public Welfare Committee
reported S.6S9 on August 3, 1971 (S Rep 92-346)
by unanimous vote of 17-0

Full Senate approved 5.659 on August 6, by a
vote of 51-0.

House Education & Labor Committee, reported
H.R. 7248 on October 8, 1971 (H Rep 92-554) by
a record vote of 35-1. One negative vote cast
by Republican from Indiana.

Full House voted on November 5, 1971 by roll
call of 332-38 to pass H.R. 7248.

Final action on educatiOn bills (S.659 an,' H.R. 7248) was held
over under 1972 (2nd session, 92nd Congress), as fotlows:

S. 659, Senate Labor and Public Welfare Comittee
reportea't. 659 on February 7, 1972 by ur,a

mously recommending that the amended bill be
adopted by the Senate as a substitute for the
House version of the bill. (S Rep 92-604)

Full Senate passed 5.659 by roll call vote of
88-6 on March 1, 1972.

kl
Conference Agreement on S.659/H.R. 7248 was
adopted by the House by a vote of 218-180
roll-call on June 8, 1972 (having been adopted
by full Senate on May 24, 1972 by a vote of
63-15, roll call.
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Public Law 94-482, signed October 12, 1976 (Higher Educ. Amendments)

S. 2657. Senate Labor and Puboic Welfare- Committee,
May 14, 1976, reported 5.2657 by unanimous voice-
vote (S..Rep 94-882).

H.R. 12835
H.R. 12851
H.R. 14070

House Education & Labor Committee, reported
H.R.s12835 on May 4, 1976 by unanimous voice-
vote, (H Rept 94-1085)

House Education & Labor Committee, reported
H.R. 12851 on May 4, by unanimous voice vote.
(H.R. rep 94-1086)

House Education & Labor Committee, reported
H.R. 14070 on June 8, 1976 (H. Rep 94-1232)
by unanimous voice vote.

Full House passed H.R. 12835 on May 11 by
a vote of 390-3.

Full House passed H.R. 12851 on May 12 by
a vote of 388-7.

Full House passed H.R. 14070 bn Aul.ust 25,
by a vote of 391-3.

Full Senate passed S. 2657 on Aug 27, 1976
by a vote of 78-5.

Conference Agreement (H Rep 94-1701) reported
on September 24, 1976.

Conference Report passed Senate September 28,
1976 by vote of 78-3.

Conference Report passed House on Sep 29 by
voice vote.

181
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Public Law 95-566, signed November 1, 1978, Middle Income Student
Assistance Act (MISSA)

5.2539. Senate Human Resources Committee on Feb.
24, 1978 reported S. 2539 (S. Rep 95-643).

Full Sen;tt passed 5.2539 by a vote of
68-28, on Aug 16, 1978

H.R. 11274 House Education 8 Labor Committee on March 8,
1978 reported H.R. 11274 by a vote of 32-3
(H.Rept 95 -951)

Full House passed H.R. 11271 on October 14,
1978 by voice vote and without major amendments.
After passing HR 11274, House substituted its
provisions for 5.2539.

Senate agreed to House-passed version of S."539
by voice vote on October 15, clearing measure
for President without a conference.

Senator RANDOLPH. If a more equitable reduction in schedules for
Pell grants is developed, how would an algebraic formula work in
place of the existing formula?

Mr. MARTIN. Senator, I think the purpose of the existing formula
in concept, I think, is a good one; I think it is an issue that you all
looked at last year when you were going through the reauthoriza-
tion.

The primary purpose in the legislative history behind the Pell
grant program has been to provide access to lowest-income stu-
dents and it is a need-based program that has always insisted that
the money be targeted that way.

As you well know, in 1978, with the passage of the middle-income
assistance bill, which the committee worked hard on and support-
ed, we were able to extend some of those benefits to middle-income
families who also had been hard pressed because of the impact of
inflation. So now we have expanded this and there are differences
in terms of how it should be done but it seems to me that as long
as this formula is developed, a formula that the neediest students
are protected and you work a curve op to the less needy, and if it is
necessary to cut back, that those that have tine most ability to pay
for their education will be the first to be reduced and the laast that
have ihe ability will be protected. I think that is what you have
attempted to do.

Senator RANDOLPH. You knOw, I wish I could be enthusiastic
about, you know, what we hL..t goir.g to be able to accomplish. That
is what concerns me very much during these days and this weighsheavily on me.

Mr. MARTIN. We certainly share your concern. I do not think we
are enthusiastic about what we see coming forward and I am afraida lot of people in this country are uneware of the impact that is
going to hit them in a short period of time.

Senator RANDOLPH. That is exactly true. That is exactly true.
And somehow perhaps we have not given them that information or
they have not understood it.

But in order P.: sustain the guaranteed loan in school interest
subsidy to meet the proposed cost savings, would it not be better, I
ask you, Peter, and others, to base the loan eligibility solely on
"remaining need," at the same time, allowing for a percentage of

1 8
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the loan to be used to meet part 431' the expected family contribu-
tion?

Mr. GOSSENS. Yes, sir, Senator; tha' is the position that I have
attempted to express in our written statements, that a remaining-
need concept, including a portion of parental contribution in the
amounts that can be borrowed is, from our perspective, by far the

,c better way to go. I say that as I look at the list of this subcommit-
tee, and I look at the institutions that members of this subcommit-
tee attended; not a single one of them, with the possible exception
of the Naval Academy, not a single one of the institutions in our
sector has a tuition and fees cost under $5,000.

If you assume the $5,000 is your benchmark, if you will, for going
to college at an independent college and university, where does
that money come from? It comes from the parental contribution
and it comes from student aid \ and it comes from some students'
earnings and, in some cases, a very limited number of our schools
have endowment funds.

We believe that you should continue to allow the parents or the
students to borrow a portion of the parental contribution which is
the current manner of tl. program, except right now in the pro-
gram, you can borrow the full parental contribution.

If you have to achieve savings, let us cut that 100 percent of
parental contribution.

We have suggested 50 percent but it could be something else; so
that we do not throw the burden on the parents for 1 year, without
a parent loan program operating and we maintain some access to
borrow some portion of the parent loan, I mean, of the p ental
'contribution, until we get a viable parent loan program.

Senator RANDOLPH. I thank you for that response, which I felt
that you would make following your earlier statement.

I only speak for myself at this moment, but I do know that the
chairman of our subcommittee is very genuinely concerned about
this problem and wants to do what he can in fashioning a legisla-
tive prop3sal that apparently can stay within the so-called recon-
ciliation mandate, but it may give us a chance to perhaps have a
flexibility, which we ourselves will fight fur, while at the same time
give us some rigidity which the administration ceeks.

Let me ask off the record- -
[Discussion off the record.]
Senator RANDOLPH. I do not want to tell you, of course, what to

do, but I think you can find some ways in which you can be helpful
in these matters; and I think without directing you in any sense
because I know your commitment to what we are doingbut you
perhaps should stay up a little later and get up a little earlier to
find ways to mount a program which comes not from Washington
or organizations here, which are reflective of the members out
there. but somehow or another can get that awakening out to the
States and the college family, taken as a whole, which will begin to
make itself felt here during these coming days.

Do you think that is possible?
Mr. MAFTIN. Senator, I do. I think one of the things that is going

on that i would like to go back and comment on for a moment, that
was alluded to before is, kind of the situation where we find
ourselves.
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Let me suggest to you what I think has happened.
Most institutions, typically in the preplanning cycle, the students

are planning for the following year what they ought to anticipate
in the spring of the year. This has been an unusual spring for
students and administrators to communicate because of the uncer-
tainties.

We had some assurances a couple of moiiihs ago that there was a
compromise and one that we reluctantly accepted with the Secre-
tary of Education in terms of the Pell grant amendments. We also
at that time had tentative award letters on our campuses which we
knew was coming and we reasonably believed, because of the
people that we talked to, that everyone understood that there was
no way you could change the guo.ranteed program without literally
bringing it to its knees. So any changes would occur in probably
October or later.

So most institutions went ahead because of nervousness with
students and gave them tentative awards based on their best as-
sumptions.

Now, we have sent those out. Students have gone home; other
students are assuming that they are going to have the money to
show up for school this fall. When those students come back and
suddenly when we discover this past week, with deeper cuts be-
cause, of .the Gramm-Latta amendments in the House, and realize
that the actions of groups such as the Appropriations Committees
do not only cut as deep as the President wants but go even further,
to require $270 million more cut out of Pell grants, and other
reductions in the program, i think that when this evidence and
information finally gets out there to people, that you are going to
get the kinds of responses that you are finding right now that
should be happening; that there is a void.

I do not believe it is anyone's fault. The only thing that we fear
the most and we share your concern and can pledge to you that we
will continue to work in the next few weeks, is that unfortunately
by the time most of those people wake up and realize what has
been done to them, that the case is going to be over and they are
going to have to live with those kinds of consequences for a wholevPar

In the meantime, that means that literally millions of families
are going to have to forego or alter the education plans of their
children.

I also think that you are going to find in certain institutions
across this country that it is going to have a devastating effect on
their fall enrollments; that it is going to place them Gn the brink of
going under, and you are going to find in communities that where
the dollar in this country rose over three to four times in the year,
that suddenly the business communities in those districts are going
to find it is ail disastei because they failed to realize not
only our long-term capital investments but the short term that it
plays in our whole economy.

Senator RANDOLPH. Do you think NBC and ABC and CBS would
carry that statement?

Mr. MARTIN. I would certainly hope so.
Senator RANDOLPH. I wish they would. I wish they would.

18,1
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The chairman has asked me to conclude this hearing and, for
him, I express appreciation for the members of the committee,
particularly for himself ,and in thanking you, in which I join, for
the information contained in your testimony.

At this point I order printed all statements of thOse who could
not attend and other pertinent material submitted for the record.

[The material referred to follows:]

185
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STATEMENT OF SENATOR QUENTIN N. BURDICK

BEFORE THE EDUCATION SUBCOMMITTEE OF THE

SENATE LABOR AND HUMAN RESOURCES COMMITTEE

MAY II, 1981

Mr. Chairman, I would like to submit a brief statement about S. 1108, which

your subcommittee is considering today. My statement will summarize my views as

well as those of the financial aid community in North Dakota. They wi,1 have

more specific comments, however, which 1 will deliver to the subcommittee in a
day or two.

As you may know, a group of Noi ,ii Dakota Financial -Aid- Administrators -and

the tce President (for Student Loans) of the Bank of North I' ikota came to Washington

May 1st for a meeting I arranged with Department of Education officials, members

of our staff and members of the Appropriations Committee staff. At that time,
the North Dakotans expressed very serious concern about the Administration's proposal

for the Guaranteed Student Loan and about the way need would be assessed under

that plan.

Because so many students trom farm and small busincss families have family

assets that make them ineligible for the traditional teed-based prowams, the GSL

has become a kind of "safety net." These students' families do not necessar.ly

have adequate discretionary incomes. In fact, they often r ay have negative incomes.

But their net worth is inflated by the inflated value of the tarn land, and when this

fixed, non-hquis, asset is plugged into a needs analysis, it renders them incligiole

for need-based assistancl.

For such students. the GSL, because assets are not a factor in eligibility, is
the only option. Others borrow that portion of expected parental contribution

derived from the net worth of the farm. Still others, who must help out on the

farm during the summer at no pay. borrow the amount they would have saved had

they been able to work at a salaried job.

1 8 G
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Under the Administration's proposal for the GSL. virtually all of these students

would be incligibl. for Guaranteed Loans. And unde7 the needs analysis in the 1980

Education Amendments. they would be ineligible for the other aid programs as well

S. 1108. however, by relying on an income cap. would maintain GS1, eligibility for

many. of these students. For this reason. and also because it retains the interest

subsidy, S. 110 8 is a far superior vehicle for limiting the GSL than is the Administration's

proposal. For the most part. I think S. 110 8 is a good bill. Certainly, the North

Dakotans at our May 1st meeting were relieved to hear about its provision..

I see two remaining problems which I would like to bring to your attention.

First. is the needs analysis for students with family discretionary income over

$25 000. This problem goeibeyotal_the GSL. I would hope, however. that S.,1108__

will address it since it affects the method for determining need for all aid programs.

The methodology puts the same weight on assets as does the Administration's original

proposal. this eliminating most farm and small business students from eligibility.

For your informatior. I His enclosing a chart prepared by the North Dakota Board

of Nigher Education showing adjusted gross income. farm and busmes, equity. and

he effect the new methodology will have on expected parental contributions for a

random sampling of North Dakota students. The effect is dramatic. and it is solely

because of the new asse,sment of farm and business assets.

I would offer two sokiions to th problem. First, include a waiver of the

asset offsets and assessments now in the law. This would be the ideal solution.

However. if it proves tuo costly. I would urge that the subcommittee include a

progressive taxation or assessment system on farm and business equity similar to

the system you have proposed for discretionary income. Such a system takes into

account relative financial strength and assesses it in a progressive manner.

The second pro _rn is tuning. S. 1108 takes effect July I, 1981. just one

month before many schools begin I am concerned that this change so close to the

beginning of school will leave ninny students unsure of what aid they will get.

187
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Even worse, the changes 'ou will make in the needs analysis may affect the Family

Contribution Schedule now pending, before Congress. I feel strongly that changes
must be made. but I would urge you to take v.hatever steps possible to minimize

the timing problems these changes will create. Perhaps strong report language

directing the Department of Education to expedite approval of necessary forms and

regulations would be helpful.

In summary. I applaud the subcommittee's efforts on S. 1108. I think it is a
good, workable bill. With the changes I have recommended in the method of treating
assets, I believe it will limit the GR. Program without eliminating from eligibility
those students who need the program.
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MORTHOAKCan#4 aped Jee. gdoseatioss

Msy 11, 1981

WIlatCARTOC
intitnften

The Honorable Robert T. Stafford
D. S. Senator
5219 Dirksen Senate Office Building
taeshington. DC 20510

Baer Senator Stafford:

I have reviewed S. 110$ submitted by you amending Section 02
of the Higher Education Amendments of 1980. 1 am forwardlisr,
my co meats to you for your information, and I request that
you make them a part of the official record of the heacine
on the bill. Hy comments are generally representative of Oa'
views of the tee, fore. on stnAwnt oime.,tal aid concerns '

appointed by the president of the State Association of Sbdent
Financial Aid Adelaistretors.

I find that I an in general agreement with the proposal. The
thrust of thr hill coves in the right direction and corrects
many of the problems of the EducatbsnAmandments of 1990. I
Amid like to respond to a fewsof the specifics of the bill.f

1 agree with the concept of an "income cap" for the Guarantsmdis
Student Loan as opposed to a "remaining need" forest. We beim, i
checked with the North Dakota State Tax Depart:mot and I as '
emsfertable that a 425,000 cap will adequately nest the needs !
of the majorile of North Dakota ?sallies. ;
I alio ogre* thafInclusion of social security educational

'

benefits and 100% of veteran benefits is a reasonable approach 1
ra 4a.tcragtatan a atodOota for additional funds.

with wegnrd to the Need. Analysis amemdeants. 1 again agree vi.;
theigetworal thrust of the proposals, het would submit that act
dio.not go far enmegh, specifically in relation to fara/busimess,
as men.

191
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The removal of be equity in the Amendments of 1980 was an t

attempt to respond to the consideration of non- Liquid assets
in needs analysis. The factors that were apparent in the home
equity situation are every bit as true for farm/business aunts.

. e

I would like to see a greater consideration given to the treat
sent of fass/businass assets than the Amendments of 1980 Itive4.
Such conaidlration could be structured in one of two ways:
(1) Writs the law to provide for a progressive allowance anti

employed by the Uniform Methodology. Such a system would ample
Location system for farm/business assets similar to the method

em
less Erma a smell operation and progressively more as the fartell
business xrows. (2) Remove references to asset allowances gal
taxation rates from the law and allow the Secretary to set suob
ratos,-subject to the approval of Congress. Further, it should'i
be specified that the setting of such rates should be done in VII
consultation with a group suc* as the Coalitidnam Student, .!5''f

Aid that now recommends changes to the Uniform Methodology. %'!."
prefer thesecesidoption. 4 0

/ agree with the Amendments that "roll back" the changes to ths.1
treatment Of the independent student to pre-1980 days. i:3

...

My major Concern with the Amendments is the proposed effective ,'4'
date of July 1, 1981. With each passing day, timing becomes mite
crucial to all types of students, first time and returning.- lii0% 4

111

approve& of any new forme to implement new areendeents, the acts
proceseiakiof the formes, and the disbursement of loan funds milV .'
can taltatillipaificant amounts of time. All of the upset and 4'
indscisiaa may well preclude subsantisl numbers of students f
even entoting the process and not entering college this fall.
recommendAtion is to move the effective date to October 1, 1481,:;,; o'

thus asking likely a far more orderly transition to a new proitra0
An gobbet 1 date would allow the current crop of students to

es haml, ,
assurances that it could not be the "system" itself that would

''

preoludethems from pursuing their postsecondary objectives

Lathe *Went a July 1 date becomes imperative, it will bettor
absolute*. essential to expedite the implementation of a process,
system for student loans. Students will not be in a position to

,

wait amps or even Irks for form approval, etc. '44,
ce. .,

Since S.0.109 refergio "adjusted family income' as the 4"'4?.
deterattutat of elig lity, I as assuming that API will be defined
as it w4s prior to 1978. The definition at that time was as 4'
followam

ADJUSTED CROSS MOM (from IRS 1040)
Leas 10% of AGI
Less 750 x number of exemptions
AD FAIRLY INCOME

1
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Assuming that a siikilar system would be in place for GSL's,
would suggest that rather than develop a new for the form
currently in place be uned with addenda to berfurashed by the
student financial aid administrator. Such addenda could includt
a copy of the 1980 IRS 1040 or 1040A, and en attachment
incorporating the above calculation with parent signatures.
such a procedure nay not be acceptable on a continuing basis, it
is an wimple of how the process Night be expedited for the
short run.

If X can be of further assistance, pleilk; donot hesitate to
call upon me. -

Sincerely,

Clark J. Vold, Director
STUDENT FINANCIAL ASSISTANCE PROGRAM

C.01:pw
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2Cnifeb -Stales "Senate

May 12, 1981.

The Honorable Robert Stafford
Chairman, Senate Subcommittee on Education
4228 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

I am concerned about the potential loss of opportunity to °

secure Guaranteed Student Loans which students from farm and
small business families may coffer. _ If the needs base is dropped
to $25,000 in assets, as I understand is being proposed in the
Administration bill, S. 1109, this will preclude such students
from participation in the program.

S. 110E, as outlined in your excellent statement in the
record of Max 5, is a far superior proposal for many reasons,
but especially in that it recognizes the inequity of a needs
base for student loans which includes the parents' assets as
well as income. Many of our ranchers and small businesses in
Montana and other/rural states actually have had negative-income
in recent years. Frankly, they are in dire financial straits
in many cases. Denying their children Guaranteed Student
Loans would be the last straw.

Senator Burdick presented the case well in your May 11
hearing, and I fully support his po3ition on S. 1108.

I am also forwarding an excellent letter from the Montana
Commissioner of Higher Education. lbile the thrust of the letter
was against the recission of funding for Title 1, Part B,
the points raised by Commissioner Richardson concerning the
continuing value of the Title 1, Part B are very valid, especially
in geographically large but sparsely settled states such as Montana.

I realize the constrictions of the Budget by which yo
Subcommittee is bound and certainly am not urging additional
funds'for the programs Dr. Richardson supports. I am hopeful
that the Subcommittee can provide language in S. 1108 that
would permit Montana and similar states to continue these types
of programs within whatever funds are available if it is their
decision to do so. This would be in keeping with the Administra-
tion's philosophy that education policy can best be decided at
the state and local level, an ideal I support.

83.431 0-81-13 194
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THE MONTANA UNIVERSITY SYSTEM
SOUTM LAST CHANCE GULCH

HELENA, MONTANA 55020

(455) 445-3024

Senator John Melcher
1123 Dirksen - Senate Office Building
Washington, D.C. 20510

Dear Senator Keleher:

April 27, 1981

I have discussed briefly with members of your staff my concerns
over President Reagan's recision order of $12.8 million of the Title I,
Part B, Education Outreach program. It is inconsistent for Congress to
spend almost a year and a half reviewing, studying, and debating the
federal education programs they wish to support, and then come back two
months later and approve a recision order from the President to terminate
a program so recently reauthorized.

Before discussing the details of the Title I, Part B program,
I would like to indicate a very strong reason for its continuance. The
federal/state partnership is complementary to the philosophy of "state
grants" which allow'the states to determine their priority needs within
the federal goals and objectives indicated in the legiglatiqg. The
educational outreach program is a very high priority in Montana because
Montana's gedgraphy and population distributionis unique. Not all of
the students in Montana are typical'18 to 24 gmh olds. Many non-
traditional students are located in rural areas where nc postsecondary
educational institutions are located.

ww
Title I, Part B Educational Outreach programs outlines three

distinct yet related programs: comprehensive statewide planning for
improving access and retention; educational and occupational information

' and counseling services; and continuing education. I would like to
discuss each of these programs.

fti

CIPmsrehensive Statewide Planning
S

TheJederal funds avajlatle for this program exclusive of state
. appropriations are the only funds that Montana receives for statewide

planning in postsecondary education. The new education amendments of
1980 provide Montana the opportunity to develop coordinated plans for
"improving access and retention" to postsecondary education programs for
traditional and non-traditional students throughout the state. Needless
to say, the size of Montana with its sparsely populated rural communities,
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will require a carefully planned
innovative delivery system. Couple

this with the unique governance of six public college and universities,
three private colleges, three

publiccommunity colleges, five public
vocational-technical centers, and five emerging tribally controlled
Indian conaunity,colleges, our task to plan effective utilization of
scarce resources is almost too manmoth toimagine. Financial resourcesto conduct the comprehensivestatewide

planning areTaramount if we
expect to make any inroads to

reasonable and sensible plans for the
coordination of postsecondary educational opportunity.

Educational and Occupational Information Services

Montana has spent two and a half years of intensive planning and
implementation of.the Educational

Information Center, an information
system which relates jobs to education and training and made accessible
to the rural schools. I think now"that the program is operational it
would be disastrous to terminate the federal support. In doing-so,
several thousand students will be affected in 20 or more high schools,
vocational-technical centers, and community colleges across the state
who are using the information network to plan their careers.

AGP

The real damage would be felt by the small rural schools which
could not be served with this

information were it not for the Title I
funds. These schools are now paying a subscription fee for the infor-
mation, but the fees do not cover the costs of that delivery. If wewere to charge for the full costs, these

high schools would not be able
to ,afford it, and the information

would be available only to school
districts in the larger Montana cities which have some of the information
rest). -ces available to them.

However, those resources are not necessarily
available in a concise and consistent manner.

We believe the issue isnot just one of general information. The
Career Ififormation system is the only source of information about,the

,nation's job universe for students who have little awarenesslaf jobs
outside the narrow economy of

the rural communities in which they live.

Continuing Education

Since the initiation of the Continuing Education program in1965,
our primary thrust has been the development

bf a network of viable
.educational programs which meet the needs of rural Montana citizens. Areview of those programs, as well as the individual local projectsduring the past several years, reveal a high degree of success andexcellence. The cc mendable results have included: (a) solutions to
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community problems, (b) the strengthening of the postsecondary con-
tinuing education network, (c) effective resource sharing among state,
federal, and private agencies and organizations, (d) the development of
ongoing self-sufficient local programs and, (e) outreach of educational
opportunities to rural Montana.

Two years ago, the Continuing Education program suffered serious
reduction in federal support. The present proposed financial reduction
will resu)t in its termination. This'action will have serious detri-
mental effects upon the citizens of Montana and upon the postsecondary
educational institutions in general. As evidence of the typical projects
that have been supported, I have attached a list indicating the title of
the projects that have been funded in Montana-over the past two years.
Please note the efficiency of thise programs as indicated by the relative
size of the federal grants to the potential outreach indicated in the
brief discription in the title.

In consideration of the needs of Montana, I urgently request your
support in denying President Reagan his recision order on the $12.8
million for Title I, B Educational Outreach under the Higher Education
Act of 1965. Simply stated, Senator Melcher, if these funds are not
available, these programs will have to be terminated.

Thank you for this opportunity and if I can answer any of your
questions, please feel free to contact7me.

Sincerel(yil

JAR/tt

1 9 ;-

John A. Richardson

Commissioner of_Higher Education
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Introduction

Mr. Chairman, and members of the Subcommittee, thank you for the

opportunity to provide testimony on the proposed changes in federal

student assistance now before the Congress, particularly as proposed in

S. 1108 sponsored by the Chairman of the Subcommittee, Senator Stafford,,

and S. 1109, as proposed by the Reagan Administration,

The College Board is deeply committed to the goal of removing financial

barriers to higher educati n through aid to students. The Board is an

association founded in 1900 to facilitate the transition of students from

high.school to college. Creation of the College Scholarship Service (CSS)

as part of the Board in 1954 formalized the principle of awarding student

aid on the basis of need and launched what has become known as "need

analysis.," Today CSS processes roughly two-thirds of all aid applications'

nationally, and, under the system of Multiple Data Entry (MDE), serves

approximately 60 percent of all Pell Grant applicants. Close to 5,000

colleges and universities and more than 35 states use the forms and services

of CSS in awarding need-based aid to their students.

My'remarks here grow out of data and analysis,by the Washington Office

of the College Board. They do not necessarily represent the views of the

more than 2,000 colleges, secondary schools, and school systems that com-

prise the Board's membership. The Washington Office conducts research on

public policy issues in education, focussing especially on postsecondary

finance and programs designed to broaden access and choice in higher educa-

tion. As federal and state student aid has grown in recent years, we have

built and maintained an independent capability for policy analysis.

19
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Most of my remarks are directed at the issue of student loans and are

based on a paper we have recently completed, The Guaranteed Student Loan

Program: Op6ors ControllAig Federal Costs While Preserving Needed

. Credit for College." A cop of the paper is attached. I will'also address

selectep issues in need analysis,

For over 15 years, the primary objective of federal student assistance

has been the promotion of equal educational opportUnity--ensu:in that no

student would be denied access to postsecondary education for lack of

money. Gradually, and particularly since enactment of the Middle-Income

Student Assistance Act of 1978 (MI5A,), federal policy has been broadened

to provide aid not only foethe neediest but for midd'e- income families

is Well. -*

Now, after years-of exphsion, cost - saving changes have been mandated

in the two major federal student aid programs, Guaranteed Student Loans

(G5L-)andPell Grants. In making thas? chan,,es, Congress and the higher

education community face three challenges.

First and foremost is to preserve the cornerstone of

federa policy in student assistance equal educational

opportunity. When evaluating proposals to save money

under the Pell Grant and G5L programs, the question

should be asked: What impact does a given proposal or

set of proposals have on the neediest students?

A second challenge is to avoid unnecessary disruption of

the student aid delivery system, which depends, on care-

ful coordination among public and private authorities

as well as institutions of higher education. Public-

private partnership has been a hallmark of the student

aid enterprise. Any decisions that would alter the sys-

tem must allow for adequate lead time. Otherwise, the
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college-ping and College financing plans of millions

of parents and students may be seriously jeopardized.

A third challenge is to control costs in such a way as

to preserve the essential balance among the major

federal student aid programs. . In 1978, MISAA made all

students eligible for GSL, regardless Jf income, Since

01 then, costs in the program have more,than tripled.and

are likely to reach $2.5 billion in FY 1961. Left p4
' changed, the program is projected to rise to.as much

Nit

as $3.5 billion in-costs in FY 1982. Because the program

operates as an entitlement, obligations must be met by

the federal government, regardless of the'toXal cost.

The danger is that mandatory GSL costs will claim a

larger and larger share of available federal funds for

higher education with lass and less4aft for the dis-

cretionary, need-based student aid programs, oarticularly

Pell.Grants. We hope the submmittee will keep this

potential trade-off in mind ?s it makes itsdecisions-,4

Guaranteed Student Loans (GSL)

The.Reagan Administration and the Senate-in its Reconciliation re-
.

solutioh propose three major changes in the GSL program.

Eliminate!the in-schoo) interest subsidy on all new loans)

e limit eligibility for the new, less subsidized loans to

the amount of a borrower's demonitrated financial need.

Charge a market rate of interest for the recently authorized

parent loan program.

'The Admfilistration intends these changes to affect loans made on or

after July 1, 1981, while the Senate Budget Committee assumes an October

1, 1981, implementation date. In addition, the Reagan plan would ban the

Student Loan Ma-keting Association a government-sponsored private cor-
.

201



197

poration, which series as a secondary market for the purchase and exchange

of student loan notes--from borrow4ng throUgh
the U.S. Treasury to finance

its operations.

In-school Interest StIbsidy. The in-school interest subsidy is the

ont feature which has provided continuity in
the GSL program since 1965.

While eliminating it would save approximately $300 million in FY 1982,

the burden of this change would fall most heavily on the neediest students.

It is these students and their families who would face the greatest

difficulty in making payments during school Years. Likewise, if the in-

terest were deferred, compounded and added to the repayment obligation,

the neediest would be the most hard-pressed to handle the increased long-

term indebtedness.

Limiting Loans to Need. Prior to 1978, .eligibility for subsidized

loans was restricted to those with an adjusted income of $25,000 (ef

fectively $30,000). The advantage of an income threshold i that it is

easily understood and simple to administer. However, becauL an income

cap allows for 60 adjustments for family circumstances, it is an imprecise

proxy for need. Borrowers are either eligible or ineligible for a sub-

sidized loan depending on whether their family income falls above or

below the ceiling, regardless of other, family and financial circumstances.

In addition, a major Claw of a single Lceme cap if it is applicable to

all borrowers is that it permits virtually all
students who claim to be

e'

financiaYly independent of their parents to qualify for the subsidy re-

gardless of what other resources they might have available.

S. 1108, as proposed by Senator Stafford, retains the critical in-
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school interest subsidy and provides that families of $25,0e0 sir less

income would be eligible to borrow up to the maximum, while those above

$25,000 would have their loans limited to remaining need.

This approach remedies the problem of arbitrariness which an income

cap creates for those just above the income level by taking into considera-

tion family size, financial circumstances, and cost of attendance. How-

ever, it creates anomalies in treatment of families just below the threshold

and does not address the problem of treatment of independent students.

Virtually all independent students--who represent at least a third of the

current G5L borrowers--would continue to qualify on the basis of the

$25,000 income threshold, regardless of other measures of need. And

eleven those families of $25,000 aad below would still have to demonstrate

that their income/was below the threshold; thus some kind of Minimum in-

come determination would be necessary.

A full-fledged needs test, such as proposed by the administration, is

not without problems either. The greatest problem is that it mdidiscaurage

lender participation thereby denying loans to eligible btirrowers. Increased

administrative burdens, or even the same administrative burden but for

smaller loans (and thus lower profitability per dollar loaned), may drive

some lenders out of the program, particularly small and medium size banks

and some thrift institutions. Lenders remaining in the program may re-

strict loans to their best (and more likejy wealthier) customers. In

either case, the burden would again fall on the neediest. Moreover, while

the majority of loan recipients currently complete an application for

student assistance, many do not. for example, graduate students,
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who represent about ore-quarter of GSL recipients, often do not file

any financial aid forms.

These concerns, however, are not insurmountable. For a need-based

GSL test to work:

The educational institution--not the bank--should be re-

sponsible for providing the estimate of need. (The ex-

perience with the 1972 legislation strongly suggests that

banks will resist performing any type of need analysis.)

A minimum loaf amount should be set, such as $1,000, in

order not to discourage lender participation.' (Small

loans cost just as much to process and administer, but

with less return on a bank's investment.)

-

There should be a cut-off for minimum need below which no

loan could be made. (As with the ?ell Grant program.

$200 is a possible threshold.)

Sufficient lead time--at least 30 days after enactment- -

is necessary to inform potential borrowers and lenders /

of new conditions and ensure that the system is not dis-

rupted:'

Moreover, the calculation of need under GSA_ does not have to be as

complex or stringent as for other programs. An option which might be con-

sidered is a simple index of GSL need which could include:

family income

family size

number of children in college

all'other forms of student assistance (including VA and

student social security benefits) as student res9urces

2O
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Non - taxable sources of income (such as AFDC, social security retirement

or Surviving spouse benefits) and value of family assets might be excluded.

Since a majority of students participating in GSL file an application

for other student assistance, the data items for a simple GSL need calcu-

lation are already in hand, and need not be filed again. those who

otherwise would not be filing an application--such as many graduate

students-could submit a short application for a 1c6 incorporating the

necessary data, along with a copy of the first page of an income tax

' form for verification purposes. Finally, if a student is independent,

the same data items could be used, though a greater contribution might be

expected from discretidnary income.

While imposition of a needs test would not be without problems, ii

may be the most workable option to control costs over the long term and to

bar potential abuse in the program. Substantial savings could, 3e achieved,

as much as $300 million in EY 1982 and over $1 billion by FY 1984.

Parent Loan Program. If there is to be a decrease in borrowing by

students under the GSL plOgram, the newly authorized (and less subsidized)

parent loan program becomes all the more important. The Administration

proposes to increase the interest rate on parent loans from 9 percent to

prevailing market rates of interest. No special allowance would be paid

to.lenders, leaving only the federal guarantee against default, death, or

disability. In al. likelihood, the Reagan proposal would effectively

ti
negate the parent loan program, since lenders appear.reluctant to partici-

pate without a government payment that assumes a yield linked to changes

over time in general interest rate levels.'
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. On the other hand, the proposal in 5: 1108 by Senator Stafford to

Increase the parent loan'interest rate from 9 to 14 percent is probably

sufficient to maintain lender interest wile also avoiding the potential./.

for excessive borrowing or abuse of the program.

Othe- Options for Saving. Additional savings might be achieved by a

',further increase (to perhaps 10 or 11 percent) in the interest rate

charged to student borrowers, elielnetien of some of tte_current provisions

that allow students in specified circumstantas to defer repayment of their

loans, and modification in the special allowance formula that governs the

rate of return to lenders.

Effective Date. Both S. 1108 and 1109 propose an effective date of

July 1 with the aim of trimming lending this summer, when GSL volume is

traditionally.heaviest as students arrange loans for the fall term.

Past experience, however, suggests that such a short timetable risks

chaos in program operations. implementing any type of need requirement

-cannot be done overnight. Even an arbitrary income cap requires that some-

one determine, based on individval applications, who is above and below

the cap.. Final congressional,action on the reconciliation bill which in-

cludes the mandated changes in GSL will not occur until July.

Most students and their families are now making arrangements for

college attendance this fall. Further changes in the student aid system

this summer will be highly disruptive for students, their families and

institutions. Earlier this year. the Administration froze the processing

of Pell grant applications creating a backlog and delay which is still be-

ing cleared.
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The commitment and professionalism of thousands ofkstudent aid per-

sonnel on-campus has enabled the student aid delivery system to weather

constant change in recent years, but the system is not infinitely malleable.

Changes in Need Analysis

B.th S. 1108 and 1109 include amendments to Section 482 of the Higher

Education Act, which specifies criteria for need analysis under federal

student aid programs. I will fotus on a few of the major proposals as

well as address the problem of farm assets.

Assessment Rate on Discretionary Income. Both proposals

authorize the Secretary to set the rate at which family discretionary in-
.

come will be assessed in arriving at the family's contribution to the

student's education, rescinding the 14 percent set in current lair (for

fimilies up to $25,000 income). However; the Stafford bill explicitly

calls for a series of rates while the administration would allow the

Secretary to set either a single rate or a series of rates.

The "tax rate" on discretionary income for determining academic year

1981-82 awards is 10.5 percent. Under the 1980 Amendments, this percentage

would increase to 14 percent bernning in academic year 1982-83 for families

up to $25,000 income. In order to achieve savings in FY 1982, however, it

is our understanding that the Department of Education would like to set the

tax rate (if a single rate) sti11 higher. The higher the rate, the greater

the burden on lower income families. Likewise, a tower rate allows higher

incore families to contribute less, contrary to the Administration's goat

or targeting aid on the neediest.
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Although it is more difficult to devise, a series of progressive

rates is fairer and still allows the executive branch and the ConOpss to

adjust the rates consistent with cost savings requirements. Our office is

currently attempting to estimate the effect on costs and students of dif-

ferent tax rate options.

Home Equity and Assets. The 1980 Amendments removed from considera-

tion in determining need the equity in a family's home (or "single

principal place of residence"). S. 1108 reintroduces home equity as part

C
of a total asset reserve of $25,000, as was the case prior to passage of

the 1980 Amendments. The Administration does not propose a change in this

regard.

As the subcommittee well knows, home equity has been a bone of conten-

tion for many--particularly those from areas of high real estate values--

wh6 view the family home as a non-liquid asset which should not be used in

assessing a family's ability to pay college costs.

Excluding home equity entirely, however, as in current law, not only

increases costs substantially (by roughly !ZOO million) but also discriminates

against renters.

The attached Table 1 illustrates the relation between family income and

home equity and the relationship of home equity to total assets. The

average home equity for a family with income of 520,000 is roughly $24,500.

The average value of their total assets (including home equity) is ap-

proximately $30,000. For a'family with $25,000 income, the average home

equity is close to $27,000 while total assets are approximately $34,000.

These data may be helpful to the Subcommittee as it grapples with this
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sensitive issue. Unfortunately, even a modest increase in the asset

reserve above the $25,000 level provided in S. 1108 bears a price. For

example, a total asset reserve (including home equity) of $35,000 would

add, by our estimate, approximately $95 million to Pell Grant costs.

Farm assets. If the issue of have equity has been controversial, the

problem of treating farm assets virtually prompts a range war.' While

neither S. 1108 or 1109 ,44.°"^ "-- , th6. issz.a has not gone away.

Under current law, the first $50,000 in farm and business assets are ex-

cluded from the determination of family ability to pay. As table 2 shows,

on a national basis this is a reasonable level of asset exclusion. How,

ever, national date masks the large disparities in farm states. For ex-

ample, Table 2 also shows that the average value of farm/business assets

of a $15,000 in:ome family in North Dakota is approximately $75,000, and

in Iowa approximately $84.000. In both cases, the families' assets would

virtually knock them out of the Pell Grant program.

One option to deal with this problem, which is used in the Uniform

-Methodology, is to set a progressive schedule for including farm and busi-

ness assets in the determination of family financial strength.

Treatment of Independent Students. In recent years, the number of

students qualifying as independent cf parental support for purposes of aid

eligibility under federal rules hes risen substantially. At the same time

the treatment of their income and assets has been liberalized by Congress.

A persistent concern has been whether students (and their parents)

have manipulated the system and established independent status prematurely

in order to take advantage of higher award levels. Hany campus aid adminis-
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trators have become increasingly uneasy with the growth of independent

student eligibility and the prospect of'still further liberalization under

the single federal need analysis system mandated by the 1980 Amendments.

The Stafford bill would essentially revert to the pre-MISAA authority

for the Secretary to set regulations governing the treatment of assets

and Income of independent students. This seems the most sensible solution

for the moment to permit time Car careful retninxing of a very complex

issue. S. 1108 will provide the necessary flexibility in regulations to

try to account for the varying circumstances of independent students.

Self-supporting students defy any simple categorization. There is a major

difference for example, between a single, 18-year-old, full-time indepen-

dent and a married 30-year-old independent with one or more children

attending part-time. (In 1980-81, there were approximately 1.6 million

independent Pell grant applicants, roughly half of whom were 25 years of

age or over, and half of these with afamily size of 3 or more.)

The Subcommittee may want to provide the Secretary with some guidance

in the treatment of independent students, particularly those with depen-

dents, which assures that regulationswill be equitable.

Timing of Changes The 1980 Amendments to the Higher Education Act call

for a single need analysis system to be implemented along with-a single

application form for both Pell Grants and the so-called campus-based

federal aid programs beginning in academic year 1982-83. The Department

of Education, i.uwever, is far behind schedule in developing rules to set up

the new system, in part because of the change in administration and in part

because of the inherent complexities of need analysis. It may soon become

2i
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problematic whether or not the new system can be implemented for

academic year 1982-83 without throwing the financing of students and

institutions into disarray, a hardly welcome prospect following the un-

certainty that is still unresolved for academic year 1981-82. The Sub-

commiXtee may wish to monitor closely the progress of implementation in

this area. In light of the steadily increasing pressure to find additional

places to cut the budget, it is worth noting that a one-year delay in

implementing a consolidated federal student aid delivery system would

yield a modest cost saving.

Thank you for the opportunity to submit this statement on some of

the critical issues before the Subcommittee as it confronts the difficult

task of revising and trimming the costs of student aid programs. I

should be glad to provide any further information or analysis that might

bd helpful.
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TABLE 1

Home Equity and Total Net Assets by Family Income

for Dependent 1980-81 BEOG Applicants

TABLE IA: Home Equity by. Income

INCOME: $0 1-4,000 4,000 -7.500500 7 410-10 000 10.000- 12.00 12,000-15.000 15,000-20,000 20.000-25.000 25.000-30.000 30.000-35.000 35.000+ TOTAL
% Dist, 0.6 4.1 7.6 6.9 5.8 , 9.3 16.7 17.2 13.9 8.9 9.6 100.0
Avg Amt $22,594 $14,498 $16,771 $19,116 $20,629 $21,718 $23,319 $25,628 $28,323 $31,457 $39,008 $25,174

Table 18: Total Net Assets by Income

INCOME: 50 -4 000 4-7 SOO 7 500-10 000 10.000- 12,000 12.000- 15.000 15,000- 20,000 20,000-25,000 25,000-30.000 30.000-35.000 35,0C,-40,000 40,000+ TOTAL
7.6 11.2 8.4 6.6 9.7 15.7 14.8 11.5 3.9 3.8 100.0

5, % 01st.
7.2

Q Avg Amt $16,272 513.113 $17,896 $20,793 $23,794 $27,979 $31,886 $36,261 $41,390 $49,509 $74,604 $28,797

Source: U.S. Department of Education, Office of Postsecondary Education,, 3rd quarter BEOG Applicant Statistics

Note: Totals may not add due to rounding.



NATIONAL

TABLE 2

Net Average Asset Value by Income
(National, North Dakota, Iowa)

Income $0 1-4,00Q 4 000-7,500 7,500-10,000 10,000-12,000 12,000-15,000 15,000-20,000 20,000-25,000 25,000-30,000 lmoo-35,000 35,000kTOTAL
IFarm/Bus. Virg- 3111,640 $42;786 434.721 $31.623 $31,930 $31,973 $35.107 $36,739 $41,524 ---$44,917 $85,951542.530

Total 5133,336 561.066 554,764 $55,711 557.843 560.241 165,193 $70,791 $79,643 588,712 $146,425574,470

NORTH DAKOTA

Income 1-4 000 4,000-7,*00 7,500-10,000 1u $65.316' 12,000-15,000 15,000-20,000 20,000-25,000 glow-NAN 30,000-35,000'35,000k Tat.
farm/Bus. Viral" $18/0,095 392,199 $91,355 $118.396 $65.316 573,796 $78,245 $104,996 -11-67541---- $89.693 $324,733 $110.361

Total 5202.7455111,783 $110,105 $137,549 $89,571 $97,021 $103,114 $134,956 $126,044 $131,084 5300.324 $132,161

I IOWA

Income $0
Farm/Drs liliii $222,894

Total 424£,741

1-4,000 4,001-7,500 7,500-10,000 loom-12,000 '2,000-15,000 15,000-20,000 20,000-25,000 25,000-30,000 30,000-35,000 35,000k T6TAL
$81,703 $90.169 373,286 $68,421 383,624 $85,563 $97.768 197,311 $101.900 $195,AS4 2E4,357
$99,738 $109,827 $94,458 $89,469 $107,382 $111,853 $122,711 $130,821 $139,007 $236,446 1131.361

Source: U. S. Department of Education, Office of Postsecondary rducation, 2nd quarter 8EOG Applicant Statistics.
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PREFAPI

Approximately three million postsecondary students now borrow through
the Garanteed Student Loan Program. The dramatic expansion of this.program
since 1978 has altered patterns of financing higher educatic.i, for both
families and colleges and universities.

Now, in the drive to reduce the national budget, the program faces an
uncertain future. The loans are made primarily by banks, but are guaranteed
and substantially subsidized by the federal government. Direct federal costs
have jumped to well over $2 Killion annually and could exceed S3.6 billion
next year if the eligibility requirements and terms of the loans were to remain
unchanged. The Reagan Administration, however, Was proposed major alterations.

Congress must decide how quickly reforms are to be put in place and how .

much money must be saved in the hear term. The task is complicated by the
fact that the program operates as an entitlement and most federal expenses
ssociated with it are dictated by obligations on loans made in prior year:.

The challenge is to refocus student loan policy and curb federal costs
without jeopardizing the program's essential function as a source of credit
for students who need it.

This paper examines the Reagan Administration's proposals and focuses
attention on alternatives that may be more workable. It analyzes a. variety
of proposals in terms of the estimated cost savings and potential effects on
the supply of and demand for student loans. Background is also included on
the history of legislative changes and causes of growth in the program.

Arthur Hauptman, a consulfant to the Washington Office, drafted most of
the paper. William Van Dusen contributed expertise on the issue of need
analysis. Robert Hartman of the Brookings Institution, officials of the
Department of Education, and Congressional staff provided helpful comments and
criticisms.

The Washington Office of the College Board conducts research on public
policy issues in postsecondary education. Results are shared with the member-
ship of the College Board, federal and state policymakers, and other researchers.
Grants from the Ford Foundation have enabled the Office to build and maintain
an independent capability foi policy analysis.

The work presented in this discussion paper, however, does not reflect a
policy or position of the College Board, nor any endorsement by the Ford
Foundation.

(1 0

Lawrence E. Gladieux

Executive Director
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THE PROGRAM

The Guaranteed Student Loan Program (GSL) has become a principalNeans
for helping students and their families meet the rising costs of higher
education. The explosive growth of this program during recent ,ears, how-
ever, has also made it a prime target in efforts to cut the federal budget.

The loans are mate primarily by commercial banks but are guaranteed
against default by the federal government in conjunction with state agencies.
Students enrolled at least half -time may borrow at below market rates of
interest (7 percent prior tp Jar.uary 1, 1981. 9 percent for new borrowers there-
after), and repaymeht of principal does not begin until the borrower leaves
school. Loan limits are $2,500 a year for undergraduates and 55,000 annually
'for graduate students. The government pays the interest during the school
years andsfor a Short grace period afterwards. In addition, lenders receive
a federal payment. "a special allowance," to compensate for the difference

between the statutorily set interest rate and market rates of return.

THE ISSUE

Since 1978, when students from all income levels became equally eligible
' to receive subsidized loans, lending has jumped from S2 billion to a possible

S7 billion in the current year. Approximately three million students are now
borrowing under the program. As loan vol me has shot up, so have federal
expenses associated with the program--thd'in-school interest payments, special
allowances to the banks, ant. default (plus death and disability) claims. Costs
have more than triples in three years and are likely to reach S2.5 billion in
fiscal year (FY) 1981. If the program were allowed to continue unchanged,
lending volume in fiscal year 1982 would probably exceed $9 billion, and
federal costi'might reach $3.5 billion.

Over the pist dozen years a series of legislative changes designed to
maintain GSL as a reliable source of student credit has helped to fuel the
increase in loan volume and federal costs. High rates of default--especially
during the mid- 1970s- -have also inrrnasnd program expenses. Recently, the
greatest budgetary drain has been soaring market interest rates, which trans-
late into larger special allowance payments to lenders. Of the S1.7 billion
growth in annual GSL expenditures between fiscal year 1978 and fiscal year 1981,
almost half is attributable to the increased cost of money during that time.
(See Appendix,A for a historical review of the growth of GSL volsre and costs.)

Current al policy- nterest-tree loans to all borrowers while in school
regardless of their own or their family's financial circumstances--is under
attack. The major olicy questions boil down to these:

Which st dents, if any, should be eligible for the in-school
interest subsidy?

How much should students or their families be eligible to borrow
at below market rates of interest? In particular, should parents
be able to substitute low-interest loans of convenience for what
they are reasonatly expected to contriyute to their children's
educatioo?

I



. THE REAGAN PROPOSALS

The Reagan Administration's recommended
reforms for GSL, which closely

follow President Carter's final budget proposals, would:

Eliminate the in-school interest subsidy on all new loans.

Limit eligibility for the nftw, less subsidized loans to the
amount of a borrower's demonstrated financial

need.

Charge a market rate of interest for the recently authoriZed
parent loan option , :der the program.

The Administration intends these changes to affect loans made on or afterJuly 1, 1981.

In addition, the Reagan plan would require Sallie Mae to shift entirely
to private sources of capital sooner than planned tinder Current legislation.
This government-sponsored private corporation, which serves as a secondary
market for the purchase and exchange of student loan

notes, currently relies
on borrowinuthrough the U.S. Treasury to finance its operations.-

if fully accepted by Congress and implemented on the proposed schedule,
the Reagan plan would save the federal

government a great deal of money:
Although estimates vary, program costs in fiscal year 1932 could drop by
as much as $1 billion below what would be spent under current law and
regulations. Future savings would be still larger.

While the Administration's intent is to reduce the'amount of subsidy
and bar the well-off from borrowing under

the program, the effect_is likely
rci-Firnorerai=7-ea-61Tig on -boa the supply and -demand-Tor student loans
No one can be sure whether or to what ers maV ng Toans
if, as may happen under the proposed

reforms, the paperwork increases and
the average lban size decreases, thereby

increasing the administrative costs
per dollar loaned. Likewise, no one knows how many potential borrowers may
be unable to handle the burden of paying interest while in school or to
manage the additio al repayment obligation if

compounded interest is allowed
to accrue during the school years.

The danger is that student loans would be drastically curtailed for
the ne-eaTis well as the non-nqtax. AITTOId. GSL volume would probably
decline by more than half in fiscal 1982 under the Administration's plan,
from the current annual level of roughly $7 billion. The Reagan Proposals,
moreover, come at a time when the National Direct Student Loan Program,
(NDSL) faces a substantial cutback in

Congressional appropriations and the
new parent loan plan has not yet (except in one or two states) gotten off
the ground. Thus, students and their families cut off from GSL may not
be able to fall back on alternative lean sources.
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THE NECESSITY OF REFORM

Continued, open-ended expansion of uSt. at highly subsidized Cates is
unlikely given the current budgetary and Political climate in Washington.
Moreover, unless checked, the growth of GSL spending threatens to pose
budgetary trade -offs that could blunt federal efforts to equalize educa-
tional opportunAy. While most federal student assistance is subject to
annual appropriations review and Control, the GSL program is structured as
an entitlement: theogovernment is contractually obligated to make certain
payments to lenders on each and every loan. The danger is that mandator);
GSL expenses will squeete other, need-tested student assistance programs in
the search for what surely will be scarce federal dollars.

If the Administration's proposals would have unacceptable consequences
for the millions of students and the hundreds of colleges and universities
-that-now depeii oq GSL proceeds, the higher education community must be
prepared to offer other options for bringing federal student loan costs
under control.

SH4TERM VERSUS LONG-TMBUDGET SAVINGS

THE TIMING OF REFORM:

PolicymaLers must now decide how quickly reforms are to be put in place
and how much money must be saved in the near term. Their task is complicated
by the feet that currtotly ever SO f f,d.r.1 cP;t; ate
dictated -b obli ations on loans made in rior ears and are lar el non-,.
discretionary.

To save money in the current fiscal year and to maximize budget savings

in fiscal 193Z (beginning next October 1), the Administcation wants its
reform proposals to take effect in time to trim lending this summer, when
GSL volume is traditionally heaviest as students arrange loans for the fall
term. A July 1 rather than an October 1 implementation date could make a
difference of $200 million in fiscal 1982 savings. '

Past experkenc5, however, suggests that such an early timetable would
risk chaos in prdb.105m operations. In 1972, legisiat;on was enacted that
would !..ave required a needs test for some students to receive a GSL. The

legislation was signed in late June, effective tor loans beginning July 1%
Lending virtually halted that summer as banks and government officials wrangled
over how to implement the requirement. Emergency legislation had to be en-
acted in August to permit the resumption of normal lending activity before the
schobl year began, the needs test provision subsequently was permanently dropped

Regardless of the precise date of implementation, the reality is that
large-scale, short-term cost reductions cannot be achieved without serioulj_
disrupting the plans and decisions of both students and institutions of higher
education. the fkUs of Deform should be on achieving effective, longer-term
cost controls.
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The Reagan plan invokes two types of measures for redwing student GSL

\ .demand--it would make GSL less attractive to borrowers by eliminating the
\interest-free feature on all new loans and it would limit eligibility on thebasis of need. As noted earlier, however, the unintended effect would likely

be to prevent mar,y needy as well as non-needy students from borrowing.
.

.Instead of this double-barrelled approach,
,either eliminating the in,

school interest suosidy or `uniting eligibility for subsidized loans would
alone be sufficient to cure the problem of unnecessary borrowing. The costsavin , while not as large as the Reagan cuts, would still be substantial,
especi Ily over the long term. Either reduces annual spending by an esti-

__ mated 300 millionin fiscal 1982 and by more than $1.5 billion in fiscal
year 1984.

Of the two, ending the in-school interestzfree feature is the less
attractive or desirable alternative. The in-school subsidy is the oae
essential element of GSL that remains intact from the original 1965 legis-
lation. Tempting as it may be to abandon such an expensive feature of the
program the drawback is that the neediest students would be the most hard-
pressed to make interest payments during their school years or least able to
handle the increased indebtedness if the interest is deferred, compounded, and
added to the repayment obligation. Moreover. if banks decide to reduce
their GSL participation because of the additional paperwork associated with
ending the interest subsidy, they are likely to allocate what loans they do
make to'their best (and wealthiest) customers. Students who are less well-,

off may be squeezed out of the program completely.
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CHOOSING AMONG COST - CUTTING ALTERNATIVES

Most strategies for controlling GSL costs fall into one of four cate-
gories:

I) Make GSL less attractive to borrowers.

2) Restrict student eligibility for loans.

3) Reduce the rate of return to lenders.

4) Limit the volume of lending.

The first two aim primarily to shrink
unnecessary or excessive student

demand for loans (though they might
simultaneously lessen banks' willingness

to lend). The latter two would reduce the incentives and opportunities for
lending, thereby affecting the supply of loans, (See Appendices 8 and C
for a fuller discussion of various

cost-cutting alternatives and the esti-
mated savings that would result from them.)

Stretching out the repayment period'for borrowers with high debt levels
and assuring alternative loan sources might'ame'iorate. but would not totally
offset, the adverse consequences of ending the GSL interest-free feature for
needy students.
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Restricting Eligibility on the Basis of Need

To control costs over the long term and bar potential abuse in the
progrcm, the most direct remedy is to limit eligibility.

One way of defining eligibility is by family income, as was done be-
fore,19713. The advantage of an income ceiling is that it is easily under-
stood and simr'e to administer. But an income cap that allows no gradations
isan.arbitrary and imprecise proxy for need. Borrowers are either eligible
or ineligible for the maximum subsidized loan depending on whether their
family income falls above or below the ceiling. An income cap also over-
looks a family's other financial resources or constraints, and tt fails to
recognize the variability in institutional costs.

In addition, a major flaw of single income cap applicable to all
borrowers is that it permits virtually all students who claim to be
financially independent of their parents to qualify for the subsidy re-
gardless of what other resources they might have available.

Another way to limit eligibility is to require an analysis of need
which compares the student's cost of attendance to a systematic estimate of
financial resources available to the student and his family. For GSL, an
index of need could be used simply to identify eligible students (as in the
case of an income ceiling); or it might also be used to measure the amount
that a student could barrow. If need is used only to identify eligible bor-
rowers, it suffers from the same weaknesses as an income cap (except that it
would be more sensitive to other financial resources and constraints and
would serve as a better screening device for independent students). But if
students or families can borrow only to the extent of their need, then the
GSL subsidy can bet effectively targeted.

There ere several arguments against requir.ng a need txlculation to
determine the amount of a student's eligibility for GSL. First. to the
extent that a needs test would require additional paperwork, it may reduce
lender participation. The experience with the 1972 legislation strongly
sugges's that banks will resist performing any type of need analysis.
Second, many banks may be unwilling to lend to students with relatively
small amounts of need (of less than 31,000 or so) because of the slim
profitability associated with small loans. Fina'ly, limiting a student's
loan amount on the basis of need conflicts with i major function that GSL
has core to serve: enabling families to substittite all or part of a loan

for what they might reasonably be expected to contribute.

These concerns, however, are not insurmountable. For a needs test to work
in GSL:

There mist be sufficient lead time to implement it properly and the
edu:ational institution---t the bank--should be responsible for
providing th, estimate of deed. based on the cost of attendance and
the calculation of financial resources available to the student.

20



217

Threshold loan limits should be introduced. For example,
students with less than $200 of need might be ineligible fora subsidized loan while those with need of between $200 and$1,000might be judged eligible to borrow up to $1,000.

The GSL need calculation
should be less complex and less

stringent than prevailing
need analysis standards, and theneed-based GSL should be

accompanied by a much less sub-
sidizad but viable parent

loan option (see next section).

An index of need for GSL that is both fair and simple might beconstructed according to the following specifications:

To be simpler than other need analysis procedures while
recognizing legitimate differences in financial strength,
the GSL eligibility index might take into consideration a
family's income, size, and the numbar of children in college,
but leave out non-taxable sources of income and the value of
family assets.

To avoid duplication, there should be multiple means for
implementing the need analysis requirement. Many students
who have filled out forms for purposes of scholarship and
other aid programs will already havevthe necessary infor
nation on file with the campus financial aid office. Other
students might be permitted to submit the first page of an
appropriate income tax form together with the loan Application
for purposes of verification.

In determining the amount of need, all other forms of studeat
assistance--including student-related Social Security payments
and veterans' educational benefits--should be considered as
financial resources available to the student.

(For a fuller description
of a possible index of borrower eligibility basedon need. see Appendix 0.)

Ensuring a Viable Parent Loan Program

Student borrowing based on need should be backed up by a viable parental
loan option for families lacking the cash-flow to cover their expected contri-
bution. With the anticipated decrease in student GSL borrowing that will
accompany reform, it becomes even more important to ensure that (less subsi-
dized) loans are available to parents (as well as independent students who
find themselves unable to borrow on the basis of their need).

Under the Reagan plan, parents who wish to borrow to replace part or all
of their expected family contribution

would only be able to do so at market
rates of interest, instead of the 9 percent rate enacted in the 1980 Amendments.
and no special allowance would be paid to the lender. In all likelihood, this
proposed change will effectively kill chances of getting the parent loan program
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off the 'ground nationwide. Lenders appear reluctant to participate without
a oovernment.payment that assures a yield linked to changes over time in
general interest rate levels.

Alternatively, if the interest rate for parental loans were raised to
12 or 14 percent and the special allowance (albeit smaller than on the
student loans) continued, tht current potential for "arbitrage" by parental
borrowers would be curtailed without unduly deterring lenders from partici -

patinvin the new program.

Regulating Supply

While the Reagan plan is mute on the issue of lender incentives and oppor-
tunities in GSL. a balanced set of reforms might include measures to reduce
the supply of GSL.as well as reducing borrower demand. For example. it may
prove desirable to moderate the yield to lenders by altering the special allow -
.ance payment for- -4 or perhaps gearing the formula to an index of profitability
such as size of : lender's student loan portfolio.

It may also be advisable to consider placing a limit on the amount of
loans guaranteed and subsidized by the government in any given year. thereby
providing a bickstop should other policy reforms fail to result in sufficient
reductions in lending activity and program costs. Limiting the volume of GSL
lending. however, would alter the entitlement nature of GSL. More important.
determining which states. which lenders, and which students would have access
to the limited federal guarantees. and subsidies would introduce considerable

complexity and uncertainty into the administration of the program.

StatiARY

The alternatives discussed here would not achieve-savings of the magni-
tude called for by the Administration. But the growth of the Guaranteed
Student Loan-program would oe brought under control and the long-term burden

on the federal budget significantly reduced without undercutting necessary
program operations.

An index of need that determines both borrower eligibility and permis-'
sible loan amounts is the most direct and reasonable way to control program
costs and reduce excessive borrowing. The eligibility calculation should
reflect the significant and real differences in the ability of families to
pay for their children's education. yet be simple enough not to encumber the
administrative machinery of the program. Such a test should also recognize
that tuition levels among institutions of higher education do vary and that

a legitimate function of guaranteed loans is to enable students who choose
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higher cost institutions to pay for that choice out of future earnings.
Annual estimated savings resulting from applying an index of need--even
a relatively lenient calculation--would still exceed S1 billion annually
by fiscal year 1984.

Raising the interest rate for parental loans to 12 or 14 percent
should help to ensure that this new option is abused, while still pro-
viding an alternative source of funds for parents who lack the cash-flow

--to cover what they might reasonably be
expected to contribute to their

children's education. Additional long-term savings might be achieved
by further increases (to perhaps 10 or 11 percent) in the interest rate
charged to student borrowers, elimination of some of the current provisions
that allow students in specified circumstances

to defer repayment of their
loans, and modification in the special allowance formula thatgoverns the
rate of return to lenders.

Reform of the Guarani6ed Studont loan program must be perceived as
fair to borrower, lender, and,taxpayer alike. Thechellenge now is to
ensure that changes are reasonable and workable--to

refocus the program
and curb federal costs without jeopardizing

the important function of
651 as a source of credit for students who need it.
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APPENDIX A

WHY HAS GSL GROWN?

Under current law and regulatiOns (and assuming only a modest reduction
of interest rates over_theilext_year), federal expenditures for GSL in fiscal
year 1981 will be approximately $2.5 billion, and the figure in fiscal year
1982 could exceed 53.5 billion, compared to $700 million as recently as fiscal
year 1978.

The growth of federal outlays has accompanied an enormous expansion in
the annual volume of GSL lending. If ,current policies remain in force, over

$7 billion of loans will probably be made in fiscal year 1981, a threefold
increase in Just three years, and lending may reach $9-$10 billion in fiscal
year 1982. This trend ensures additional future expenditures since every
dollar of new lending commits a string of federal payments stretching over a
number of years.

Commitments on loz.s made in prior years, in fact, represent most of the
present annual federal costs of GSL. Of the $2.5 billion in estimated expend-
itures during fiscal year 1981, approximately 80 percent--S2 billion--can be
traced to loans made before the beginning of the current year. If no loans
were made at all during fiscal year 1082, expenditures next year would still
reach elmost $3 billion.

There are three principal components of federal costs associated with
GSL borrowing:

a) While a borrower remains in school and for a short "grace
period" thereafter, the federal government pays to the
lender the interest on behalf of the student borrower.

b) The federal government also pays to the lender a "special
allowance" each quarter to compensate for the difference
between the statutorily-set interest rate charged to
borrowers and a market rate of return; the payment is
based on the total dollar value of student loans held by
a lender.

c) Lenders are guaranteed for both principal and interest in
the case of death, disability, default, or bankruptcy of
the borrower. This guarantee is generally a two-step arrange-
ment in which state-authorized agencies enter into agree-
ments with lenders, and the federal government then reinsures
the state guarantee agencies, usually at 100 percent of the
defaulted amount.

'The official Administration figures are substantially lower, but seem
to be based on unrealistically low estimates of interest rates and of out-
standing loans on which subsidies must be paid. The Congressional Budget

Office (C80) estimate for GSL current policy expenditures in fiscal year
1981 is approximately $2.5 billion.
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The following table shows how expenditures for these three componentshave grown and are projected to grow. .

GSL Obligations-(in millions of dollars)

Fiscal Years
1970 1975 1978 1980 1981 1982

(projected)*(estimated)
"In-School" Interest $103 $230 $249 $ 445 $ 665 $1,100
Special Allowance

.9 87 195 820 1,460 1,800
Guarantee**

5 120 226 279 300 400
.....______

Total*** $117 $437 $670 $1,544 $2,425 $3,300

*Estimates of expenditures under current law. All other figures
from Federal Budget Appendix or Department of Education.

**Federal expenditures for claims for death, disability, default,
or bankruptcy of borrower, net of federal collections on defaulted
loans.

***This total is slightly lower
than total GSL costs, which also

include expenses for collections, computers, and administrative
allowances to guarantee agencies and educational institutions. These
"other" costs are approximately $50 million in fiscal year 1981.

The growth in GSL has several principal causes a series of legislative
changes over the past dozen years designed to maintain GSL as a viable source. of student credit; the unprecedented level

of interest rates in the economy;
and well-publicized problems in the rate of default by student borrowers.

Legislative Changes

Congress first authorized GSL in 1965 as part of the Higher Education
Act to provide incentives to private lenders to make loans of convenience,
primarily to students from middle-class families.

Federal costs, it wasassumed, would be minimal: borrowers with family income below $15,000 wouldqualify for the in-school interest subsidy and the federal government would
guarantee the lender against borrow-- defa:t.

Since initial passage, the legislation has been altered to: ensure an
adequate rate of return to lenders, make more students eligible for the in-
school subsidy, provide greater incentives for states to establish guarantee
agencies, and gear permissible loan amounts to the rising costs of going tocollege.

22
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The first substantive changes came in 1968. When market interest rates
began to rise above historical levels, Congress increased the interest charged
to student borrowers from 6 to 7 percent. It also created a shared federal/

state responsibility for the guarantee of loans: in states that established
a guarantee agency, the federal government would cover 80 Aercert of the de-
fault cost and states were to be responsible for the remaining 20 percent
Where no state agency existed, the federal government would continue to insure
lenders directly at 100 percent of the claim.

In the next year, as market rates continued to rise, Congress provided
for a special allowance to be paid by the government, not the borrower. Under
this plan, each lender would receive a payment based on the dollar value of
all student loans not yet repaid, the amount of the special allowance each
quarter was to be set by a committee of government officials, but was not to
exceed 3 percent (on an annual basis) of the value of the lender's student
loan portfolio.

The Education Amendments of 1972 created the Student Loan Marketing
Association (Sallie Mae)--a private cornoration--and authorized it to borrow

under federal auspices. By allowing lenders to sell or borrow against their
student loan paper, Sallie Mae was intended to encourage participation by
lenders whn otherwise might be reluctant to make student loans because of
their relatiiely low yield and long duration.

Also included in the 1972 Amendments was a requirement that students must
demonstrate financial need before receiving a GSL. However, confusion about
which students were subject to this needs requirement and insufficient time
to prepare for its implementation led to a virtual halt in GSL lending during
the summer of 1972. In order to permit resumption of normal lending activity,

emergency legislation to suspend these provisions was enacted in August 1972,
and they were later permanently dropped.

In 1976, the income ceiling under which families could qualify for the
federal in-schcol Interest subsidy was raised from $15,000 to $25,00e in
recognition of the increase in the average income of parents sending their
children to college,

The 1976 Amendments also provided greater incentives for states to
establish guarantee a,ncies. based on evidence of lower default rates on loans

made under state auspices. These incentives appareptly worked; almost all

states now have a guarantee agency and over 90 percent of all new GSL lending
is now'initially guaranteed by a state-authorized agency, compared to 60 per-

cent in fiscal year 1976.

' Finally, the 1976 legislation made the special allowance more responsive
to changes in market interest rates by tying it automatically to quarterly
changes in the rate for 91-day Treasury bills. The formula that was adopted

*Inc ome as defined for GSL eligibility made allowance for differences

in family size and certain expenditures. For a family of four, the GSL income

ceiling of $25,000 translated into about $31,000 of adjusted gross income, as

defined in the tax code.
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provides for a total return to lenders (that is, student interest rate plus
-special allowance) of the Treasury bill rate plus 3.5 percent. In addition,
the 3 percent cap on the special allowance was raised to 5 percent.,

Probably the most far-reaching change, however, occurred in 1978 when
the Middle Income Student Assistance Act i(MISAA), in addition to changing
eligibility for the Basic Grant program, also totally removed the income
ceiling in GSL.

Elimination of the income ceiling has had several major effects which
help to explain why GSL volume has jumped so remarkably in the. past few years.
Most obviously, a new group of students became eligible for subsidized loans,
and there are indications that increasing numbers df high-income students and
families are availing themselves of the opportunity.

Note On Who Is Borrowing

Since the passage of the Middle Income Student Assist-
ance Act of 1978 and the elimination of the income ceiling
for determining GSL eligibility, systematic information on
the income of borrowers and their families is no longer
available. The Virginia Education Loan Authority, however,
is one agency that continues to collect family income data
on its loan application form. The Virginia.data show that
borrowing at all income levels has ircreased substantially
since MISAA, more than doubling in each income group. The
expansion of subsidized loans since MISAA has obviously
benefitted many who were previously ineligible for the pro-
gram (that is, their family income was above the $25,000
cut-off). At the same time, it has benefited many lower-
income families, presumably satisfying a considerable pent-
up demand that could not be met under the conditions that
prevailed before 1978.

The greatest proportionate increase in GSL borrowing,
however, seems to have been in the higher-income brackets.
In 197%, the first year after MISAA, less than 10 percent
of the Virginia borrowers indicated family income above
$40,000; the figure rose to 20 percent in 1980. The up-
ward trend between 1979 and 1980 suggests that the well-to-
do are becoming increasingly aware of their.newly estab-
lished eligibility for student loans. Growing publicity
about the program and increased investment consciousness

during a time of continued high -inflation and high interest
rates appear to be spurring the trend.
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But removal of the income ceiling has had other effects as well. It
has allowed banks to drop the previous system of double bookkeeping for
subsidized and unsubsidized loans. Perhaps as important, the dynamics of
the GSL application process have changed since students can now walk into
a bank and apply for a loan without their parents being asked to provide
financial information. Each of these factors has contributed to the growth
of GSL lending activity since 1978.

In 1979, to reflect the skyrocketing, interest rates in the economy and
to encourage lenders to remain in the program, the lid on the special
allowance payments was lifted entirely. Expanding the special allowance
has stimulated lenders to increase supply sufficiently to keep up with
borrower demand, which has burgeoned as-rising interest rates make the fixed-
rate GSL more attractive.

In passing the, Education AMendments of 1980 after protracted debate,
Congress responded to pressures tocurb GSL costs by raising the interest
rate charged to new borrowers to 9 percent and shortening the grace period
before the borrower begins repayment to six months. It also halved the amount
of the special allowance on loans funded directly by state agencies that use
revenue bond proceeds. This last change addressed the problem of arbitrage,
which had permitted some4tateS to reap substantial windfalls at federal
expense because of the difference between the market rates of return they
receive on GSL and their low cost of raising funds through tax - exempt bonds.

In recognition of the continuing increases in college costs, the 1980
Amendments also raised the cumulative amounts that students could borrow in
tSL. For undergraduates, the maximum was raised to 512,500 from the previous
$10,000 limit, and total GSL boi-rowirg limits for graduate/professional students
are now $25,000, up from the previous $15,000. Annual GSL limits remained
unchanged: $2,500 for undergraduates and $5,000 for graduate or professional
school students. Ih addition, separate limits were newly established for under-
graduate students who are independent of parental support -- $3,000 per year up
to $15,000 cumulatively.

The 1980 k'endments also authorize a GSL option in which parents of de-
pendent, undergraduate students can now borrow up to $3,000 per year ($15,000
total) to help in the financing of their children's undergraduate costs. The

interest rate for these loans is pegged at 9 percent--the same as the stuaent
borrower rate--but repayment commences within 60 days of disbursement. Thus,
no in-school subsidy is available to parental borrowers. However, as with

student loans, the federal government would pay a special allowance to assure
the lender axiarket rate of return.

Finalij, the 1980 legislation envisioned a much larger role for Sallie
Mae in .he collection and consolidation of loans from various sources, and
in raising capital for state guarantee agencies. It also extended Sallie
Mae's authority to borrow froi the U.S. Treasury through the end of fiscal
year 1984.
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In addition to legislative changes. increases in interest rates and
student default rates have also contributed heavily to GSL costs.

Interest Rates

Since special allowance payments to lenderi are now automatically tied
to the 91-day Treasury bill pate, when market interest rates rise so do the
obligations of the federal government. With unprecedented high levels of
interest, special allowance payments have soared.

In fiscal year 1981, special allowance. payments will approach S1.5
billion, an increase of about $1.3 billion from fiscal year 1978. Total GSL
expenditures have grown by $1.7 billion during this same time period. If
interest rates, instead of soaring far into the double:digit range, had
remained at 1978 levels (when the Treasury bill rate averaged 7 percent),
special allowance payments in fiscal year 1981 would be approximately $800
million lower than presently estimated. Thus, almost half of the growth
in GSL expenditures in recent years ($800 million of $1.7 billion) can be
linked to the increase in market interest rates and its effect on GSL special
allowance payments.

Defaults

During the mid-1970's, the growth in GSL costs was fueled bf the astounding
increase in the number of borrowers who defaulted on their repayment obligations;
the default rate climbed well above 10 percent of all borroWers entering repay-
ment. Concerns about the default rate led to a set of remedies, including
expansion of the corps of government collection agents, greater use of outside
collection agencies, eligibility restrictions for institutions with abnormally
high default rates, and a heavier reliance on state guarantee agencies (which
appear to have better record of collections than the federal government).

These efforts have, In recent years, resulted in reduced concern but GSL
defaults. Expenditures for defaults have shown only moderate growth, as indi-
cated in the tale r1 page 2. However, the Administration's fiscal year 1982
budget estimates that default claims in fiscal year 1982 will nearly double
over fiscal year 1981 levels and that claims related to death and disability
will increase eightfold. These estimates of growth in default-related claims
derive mostly from the Administration's. assumption that parental borrowing wJll
blossom to over S2 billion by fiscal year 1982. (Parental loans are assumed
to be.subJect to much higher death and disability claims than student loans for
obvious age-related reasons; defaults should occur more quickly because repay-
ment begins immediately after di'arsement.)

Ihe Administration's prediction of parental loan volume, however, appears
overly high (especially if parents 6 e to be charged a market rate of interest),
and the default-related estimates ate, as a consequence, probably overstated.
If. on the other hand, the Administration's estimates prove accurate, control
of default costs may again become a major public and Congressional concern.
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APPENDIX B

A DISCUSSION OF COST-CUTTING ALTERNATIVES

'

Congress, in debating the 'Administration's and other proposals to

'reduce GSL costs, will want to consider the impact of these alternatives
on lenders, si dents, and educational institutions.

What wi iappen to the supply of loans and what is the banks' tolerance
for change? bodent loans represent only a small portion of the investment
portfolio-of most banks and it is possible that additional paperwork or less
profitability will lead to a mass exodus of lenders from GSL. Many of the
pist legislative changes in GSL have been in response to threats by lenders
that thty were about to pull outof the program. Policymakers must also be
cognizant that small banks will have a different set of concerns from large

lending institutions.

If loan volume is redjced, which present burrowers will be unable to bor-
row? Equity considerations suggest that to the extent that GSL is subsidized,
available loans should be targeted on students who need the funds. But many
lenders, if forced to cut back, may well choose to give first priority to
families who are. their best customers. And determination of need can be a.
tricky business--is a middle-class student attending an expensive private
college more or less needy than erpoor youngster going to the local community

college? Proposals may vary widely in their effects on students at high- and

low-cost institutions.

Proposals may also be compared in terms of the short- and longer-range
cost savings that would be achieved; the timing of cost reductions will vary
among proposals. Some of the most reasonable and cost-effective proposals may
show little savings until five to ten years from now. How important is it to
achieve large cost reductions in the next year?

Alternatives should fuOiher be evaluated op the basis of their admini-

strative feisibility. Some past efforts to reform GSL, such as the proposed

requirement of a needs test 4n 1972, failed because insufficient attention
was paid to how the plan could best be implemented. Care must be taken in
designing a plan that is workable. Otherwise, the entire GSL program could
come to a halt, as it dtd in 1972. -

Fiqally, ifipolicymakers are bentIon proposals which could dramatically
reduce GSL volume, they must also consider what alternative sources of lending
might be available for students and their families. Two loan sources are of

particular importance. One is the National Direct Student Loan (NDSL) program,

which since 1958 has provided federal funds to educational institutions for
the purpose of making low-interest loans to needy students. NDSL default rates,
however, are substantially higher than in GSL, and current-budget stringency
limits the growth potential of NDSL, which depends on direct annual appropri-

ations. Although the 1980 Amendments did authorize alternative NDSL financing
through federal borrowing, the proposed crackdown on federal credit activity
greatly diminishes the likelihood that this borrowing authority will be

utilized at least in the next _Jew years.
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The other potential major loan source is the parental loan program
authorized in the Education Amendments of 1980. But parental loans are
untested. While some states are beginning to establish the basis for a
parental program, realistic expectations

suggest only modest growth at
least for the next year or two.

Growth prospects are further limited if
interest rates charged to parents are set at market levels, as proposed
by the Administration.

At'present, most states are proceeding very
cautiously in setting ip parental loan programs because of their uncertaintyabout future federal policy in this area.

Most of the GSL cost-cutting alternatives
presently being suggested by

the Administration, the Congress, or other groups fall into one of the
following categories: 1) Make GSL less attractive to borrowers; 2) Restrict
student eligibility for loans; 3) Reduce the GSL rate of return to lenders;and 4) Limit the volume of GSL lending. The first two categories are aimedprimarily at reducing unnece$sary

or excessive borrower demand for loans
(although they might also reduce banks' willingness to lend.) The latter
two wo 4 reduce the opportunities and

incentives for lending, thereby af-
fectin che.supPly of GSLs. These types of cuts can be made either Separatelyor in combination. Each alternative has drawbacks which should be considered
in developing a,GSL cost-cutting package.

1) Make GSL less attractive to borrowers. Potential borrowers may be
discouraged from applying for a GSL the interest rate charged
to borrowers; shortening the "grace period" after the borrower leaves school
but before repayment begins; altering the provisions for the in-school interest
subsidy; or eliminating existing deferment provisions.

The 1980 Amendments moved in this direction by increasing the interest
rate and shortening the grace period. Some suggest that the interest rate
should -be further increased to, say, 10 percent. Others would make the
interest rate vary with market conditions--for

example, charge student bor-
rowers the current Treasury bill rate minus one or two percentage points.
Changing the interest rate, however, results in very little cost savings in
the next several years--less than $50 million annaally--unless the in-school
subsidy provisions are changed as well. (Whatever change is made in the rate
charged to the borrower, the combined

government obligation for in-school
and special allowance payments would be the same while the borrower remains
in school.)

Instead of lifting interest rates, the Reagan proposal would eliminate
.the in-school interest subsidy for all new loans. Banks and borrowers would
be left to negotiate whether in-school interest would be paid on a current
basis or "capitalized" (that is, allowed to accrue and added to the principal
of the loan). This proposal would reduce federal fiscal year 1982 costs by at
least $300 million below current projections, and annual savings in fiscal 1984
would mount to $1.6 billion.

The in-school subsidy, however, is the one feature of GSL that remains
intact and unaltere" from the original 1965 legislation. Before 1978, when
there was an income cap on borrowers who could qualify for the in-schnol
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subsidy, lenders were reluctant to make loans which would require billing
students individually for their interest obligaticns while in school. Such

loans represented less than 5 percent of total borrowing at that time.

The option of capitalizing the in-school interest would probably not
satisfy the cash-flow needs of many lenders, especially small banks. A

solution that addrtsses this cash-flow concern would be for the government
to continue providing lenders with interest payments while the borrower was

in school, then have the lender reimburse the government for these in-school
interest payments, once the borrower's repayment period began. Cost savings

to the federal government over the next several years, however, would be

essentially erased.

Also, many students may be hard-pressed to make interest payments during
the school years, and if the interest is defenred, tompounded, and added to
the repayment obligation, the resulting levels of increased indebtedness could
be excessively burdensome for some students. Some observers, in fact, believe

that what the government saves by increasing the freight on the student bor-

rower may be offset by increased defauTt rates down the road.

One other method for reducing the attractiveness of QSL borrowing should
also be mentioned. The GSL.legislation permits'borrowers who enter into
specified types of activities after leaving schcol--such as military service or
certain types of teaching assignments--to defer beginning repayment of their

loan, Usually for periods up to two or three years. During the deferment

period, the federal government continues to make in-school interest and
special allowance payments. ,The 1980 Amendments added to the list of activ-
ities qualifying for deferment4P provided for a grace period after deferment,
and allowed borrowers under the parental option to defer their GSL obligations

in selected instances.

Some of these deferments now appear outmoded or unwarranted. (For

example, why should parental borrowers be able to defer their repayment

commitments?) While elii mating a/1 of the existing deferment provisions
would save less, than $50 millicn annually, these implicit subsidies should
at least be scrutinized as to their effectiveness, and modified or eliminated
where appropriate.

2) Restrict student eliglbility for loans. Two principal ways for
limiting GSL eligiblity are reinstitution of an income ceiling, or a require-

ment that students and their families must demonstrate financial need to

qualify for a' loan.

If an income cap were reimposed at $40,000, costs io fiscal year 1982
would be reduced by approximately 5150 million, and by fiscal year 1984 the

/ annual cost savings might be $900 million. Annual GSL volume might be '

reduced by 20-30 percent below curreGt projections.

The advantage of an income cap is that it is easily understood and
apparently not difficult to administer, based on the pre-1978 experience.
On the minus side, an income cap is an arbitrary and imprecise proxy for need;
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it allows for no gradation in assessing the relative amount needed by dif-ferent potential borrowers. For this reason, students at high-cost institu-tions might be particularly disadvantaged
by reinstitution of an income cap.An income cap is also not

an effective cost containment tool for dealing withone of the realities of higher education
today--the growing proportion of

students who are financially independent
of their parents. Almost all in-

dependent students--probably constituting
at least one-third of the presentGSL borrower population--would

qualify for a loan on the basis of theirincome regardless of other measures of need.

Under the Administration's proposal,
eligibility for student loans would

effectively be limited to the amount of a student's financial need, definedas cost of attendance minus financial
resources available to the student

(including the family's expected
contribution and other assistance). Thegovernment would pay a special allowance

only on the amount loaned for which
need could be demonstrated.

This proposal would substantially
reduce GSL activity for several reasons.With'no special allowance, banks

would presumably be unwilling to lend'to non-needy students. seedy students, while eligible, would often not receive asmuch as they do now. And students with a limited amount of need--less than$1,000 or so--might find banks reluctant to make such small loans. The lender'sfixed costs per transaction could make small loans nonprofitable.

Successful implementation of a needs test in GSL would require avoidance
of the pitfalls that occurred in 1972.

!lamely, there must be sufficient lead
time and educational institutions--not

banks--must do the need calculations.

The savings resulting from a needs test, however,_could be substantial,
since it appears that at least one-third of current GSL borrowers would
probably not qualify on the basis of need. If these students were no longer
eligible, costs in fiscal year 1982 would be reduced by as much as S300million, and fiscal year 1984 costs would fall by $1.5 billion. If, in
addition, some present GSL banks decide to lend less because of increased
paperwork or dwindling profit margins, savings would be even greater.

It has also been suggested that the income cap and need analysis proposalscould be combined. For example, students with family income of less than say,
$25,000, could be automatically eligible for the in-school interest provisions
while students with family incomes above the cap could qualify for subsidizedloans to the extent of their documented need. Such a proposal would produce
savings of $200 million in fiscal year 1982 and $1 billion by fiscal year
1984. Under such a plan, however, the issue of how to consider tpe needs of
independent students remains troublesome.

3) Reduce the GSL rate of return to lenders. The primary means for re-
ducing the return for GSL lenders is to reduLa the special allowance. Sincethe notion of linking the special allowance

to the Treasury bill rate has
gained general acceptance, the way to cut the allowance is to reduce the amountprovided by the formula. Presently, the total return to lenders--the student
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interest rate plus the special allowance--is pegged at the Treasury bill rate
plus 3.5 percent. If, for example, the formula were reduced by one percentage
point, federal expenditures in fiscal year 1982 would be $200 million less,

and savings in fiscal year 1982-would be $350 million.

There can be little doubt that establishment and augmentation of the
special allowance over the years has been a crucial element in keeping lenders
involved in GSL. Host lenders further assert that the present cost of money
implies an extremely narrow yield on their GSL investments and that any
diminution in the special allowance would lead to their withdrawal from the
program. However, there remains the question of how large the special
allowance needs to be to ensure adequate lender participation. In the past
two years, in a period of extreme credit tightness and with a multitude of
attractive investment opportunities available throughout the economy, GSL
lending has doubled.

But assessing the margin of GSL profitability is a complex issue. Cost
of money and administrative expenses may vary widely for lenders according
to their size, geographic location, tax status, and other characteristics.
Small banks in largely rural states often hale a lower cost of money than
the big lending institutions in Hew York City. But their administrative
costs per loan may be higher. If the most important factor in predicting
profitability could be determined, it might then be possible to provide a
differentiated special allowance. for example, if the evidence suggests
that profitability is most closely related to the size of a bank's student
104,1 holdings, then the special allowance formula could be geared to this

factor, with the highest percentage paid for the first student loan dollars
in the portfolio. The difficulty here, of ccirse, is reaching agreement on
the index of profitability.

The Reagan proposal does not alter the amount of the special allowance
per dollar loaned. However, it does eliminate entirely the special allowance
for loans to non-needy students and for loans to parents.

4) Limit the volume of GSL lending. A direct method for limiting GSL
volume would be to impose a ceiling on the amount of new loans each year
that are guaranteed by the federal government, thus removing GSL from the
ranks of federal entitlement programs. Through an allocation process,
lenders would be notified of the annual number and/or amount of loans which
would be guaranteed against default, or for which subsidies would be paid.
If the volume of future lending, for example, were limited to the current
level of S7 billion, fiscal 1982 expenditures would be reduced by a modest

$150 million. But cost savings over the next five years would be substantial
relative to present projections-41.1 billion annually by fiscal 1984.

Devising an equitable allocation scheme, however, might prove to be an

extraordinarily difficult task. Of equal concern is the method by which
lenders decided who could borrow. The likelihood is that under such a plan
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new loans would be tilted toward higher income
students and families (the

better credit risks and the banks' regular custmers). unless an income-
related criterion or needs test was simultaneously imposed.

Another means for limiting GSL is to reduce the amount that a student
can borrow, either annually or cumulatively. But cutting back on loan
limits saves very little money.

The Reagan proposal presents a more indirect way of limiting overall
GSt activity by abruptly ending (much earlier than called for by the
Education Amendments of 1980) Sallie Mae's authority to borrow through the
U.S.reasury. At least in the short run, Sallie Mae is not likely to be
able to raise as much money in the private capital market as through the
Treasury. To the extent that many lenders have come to rely on Sallie Mae
as a ready source of liquidity for their GSL portfolio, a truncated Sallie
Mae would eventually reduce lender participation in GSL.

2 3 ,
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APPENDIX t

ESTIMATED ANNUAL'SAVINGS FROM
COST-CUTTING ALTERNATIVES

The following table summarizes the estimated cost savingi that would
result from the various alternatives discussed in the preceding section.
These are College Board estimates and may be at some variance with estimates
of the Administration, Congressional Budget Office, or other organizations
and individuals.

(in millinns of dollars)

FY 82 FY 84

Current Polic $3,300 $5,000

Reagan Proposal 800 2,300

Alternatives
Raise interest rate of new loans

to 10 percent 100

Eliminate in-school interest
subsidy on new loans 300 1,650

Place $40,000 ircome ceiling on
eligibility for in-school subsidy 150 900

Limit subsidized loans to "remaining"
financial need 300 1,550

Place $25,000 income cap on automatic
eligibility for in-school subsidy;

students with higher incomes could
qualify on basis of need 200 1,000

Reduce special allowance payment .

formula by one percentage point 200 350

Limit guarantee authority to FY 81
lending level 150 1,150

*Less than $50 million
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In considering these figures, please note that:

1) The cost savings associated with the various alternatives are
not additive, as there is overlap in the populations affected-
by these proposals.

2) These estimates do not fully include the possible impact of
lenders withdrawing from GSL because of the cumulative burden
of these additional restrictions.

:c

3) The estimates provided here assume a gradual reduction in market
-interest rates (approximately one percentage point per year)
and .a modest increase in the volume of lending under current
law ($1 billion additional lending in each succeeding year).
Alternative interest rate or lending assumptions may have
significant impact on the current policy projections or the
dollar value of savings resulting from these various alternatives.

4) implementation is assumed to begin on October 1, 1981. An
earlier date would result in greater savings than indicated
here.
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APPENDIX 0

CONSTRUCTING AN INDEX OF BORROWER ELIGIBILITY ,

If eligibility for subsidized Guaranteed Student Loans is to be re-
stricted according to financial need, the following approach might be con-
sidered. -

The first part of the calculation would be to estimate family ability
to pay based on these steps:

1. Determine the student's dependency status and whose income will
be considered in the determination of eligibility. The standard
test of dependency status, used for other federal programs, would
be applied to GSL eligibility determinations.

2. Determine adjusted gross i--ome from the appropriate tax form.
Non-taxable income from sources Tike public assistance, child Support,
pensions, Social Security, etc., would not be included in this
determination.

3. Deduct a "family size offset," based on the Bureau of Labor
Statistics low cr perhaps moderate budget standard, and include in
this offset estimated average federal, state, and local taxes.

4. Multiply the remainder by an appropriate "taxing" rate to be
determined as a matter of further public discussion.

5. If more than one family member is attending a postsecondary
educational institutiot that charges tuition and fees, divide the
resulting amount equall;.

The procedures described above generally follow those incorporated in
other need analysis methods but differ.in some significant ways, reflecting

tin-that-Lim need. test-for-a-guaranteed-lomi-show-144e-somewhat.--
simpler and more flexible than for more heavily subsidized forms of aid
such as Pell Grants or even National Direct Student Loans.

Non=taxable income is not included in this approach, creating a possible
"loophole" through which high-income families who have been able to invest
in various forms of non-taxable income-producing assets would benefit.
HoWever, information about non-taxable income is among the most difficult
to collect, verify, and interpret. Elimination of routine consideration of
this income source would benefit a few wealthy families; it would also
reduce unnecessary intrusion into the financial circumstances of many more
low-income families. Some critics of the current process claim that this
intrusion is a major factor in the lower-than-expected participation of low-
income students in postsecondary education and student aid programs.
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When the campus financial aid administrator "signs-off" on the stu-
dent borrower's eligibility (see procedure described below), there would
be an opportunity for consideration of non-taxable income if, in the
judgment of the aid administrator, it was of a sufficient level to warrant
exclusion from program eligibility.

The proposed approach does not routinely make allowance for other
items of family expense considered by.prevailing need analysis methods,
such as the employment expenses of families where both parents work,
unusual medical and dental expenses, casualty losses, etc. This omission
is another attempt to reduce the complexity of data collection, analysis,
and interpretation. Again, the campus-.aid administrator could be permitted
to make exceptions, providing a "safety valve" for families with substantial
expenses in these (or other) areas to receive additional consideration.

Another major exception to the established methodologies is the total
exclusion of fabily assets from determination of their ability to pay. The
mezhodologies.ex.lude some forms of assets from consideration (residence
equity, automalles, life insurance cash value, boots, airplanes, etc.) and
then reduce the remaining assets by some measure of "asset protection."
The approach suggested here for purposes of GSL eligibility "protects" all
family assets from consideration-.

The methodologies used to determine eligibility for other forms of aid
use family size offsets to reflect the normal, ongoing expenses that must
be met in the course of living and maintaining a household. These offsets
are based on various "budget standards" promulgated by the Bureau of Labor
Statistics (BLS), the Department of Agriculture, or the Social Security
Administration, to reflect the typical living patterns of different segments
of the American population, The so-called Uniform Methodology uses the
BLS "low budget" standard. for determining GSL eligibility, the BLS
moderate standard might be appropriate.

Remaining family income would be "taxed" at a percentage rate or set
of rates, as in other need analysis systems, to determine the estimate of
family ability 'o pay. Since there is little inherent economic rationale to

--suggest-that-oft-percentage-rate is imare-appropriate-than-another; whatever--
rate or rates are deemed appropriate for use in other programs might be
used for purposes of GSL eligibility as well. Different rates for dependent
and independent students might also be considered.

Having determined the family's GSL index of ability to pay, the maximum
loan eligibility coulo be determined according to the following procedures:

1. Determine the total cost of attendance

2. Deduct the family's GSL index of ability to pay

3. Deduct existing student aid (Pell Grant, state, campus-based,
and private), ex.ectedsttenttenn-timeortincoemdfme,and payments ofSOc111SiCurefifS.
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The remainder, subject to statutory limitations on GSL borrowing, would
be the family's maximum loan eligibility.

If the GSL index of eligiblity can be kept sufficiently simple, it
might be possible.fo permit self-calculation by applicants Through a
"table-lookup" similar to that used in the federal income tax procedures,

or through straightforward instructions calling for exact values and the
full methodology. Sample tables could be made a part of G51 program
promotional materials. Statements on how the family should calculate its
index might simulate those of the IRS Form 1040.

Because the proposed estimate of maximum loan eligibility would take
into account the actual cost of attendance and the aid available from
other sources, it would require a review and certification by the campus
aid administrator. "Verification" of the GSL index of family ability to
lay could be performed as part of that process. For the 4.5 million stu-
dents who submit regular need analysis documents to the Pell Grant or
private agency processors, the GSL index would have been calculated already.
For others a copy of the first page of the appropriate tax form could be
submitted together with the loan application for purposes of verificatioh.
This procedure would permit easy."entry" into the system, possibly through
self-calculation, while assuring sufficient oversight through verification
to discourage abuse.

As noted earlier, the campus aid officer should be given reasonable

discretion to adjust loan eligibility up or down to reflect significant
circumstances not adequately dealt with in the procedures described above.

Admittedly, the index of need suggested here is more complicated than
a simple "income ceiling" or cut-off for eligibility. ,It would, however,
result in more equitable determinations of eligibility than would an
arbitrary income ceiling. For great numbers of applicants it lould "piggy-
back" on the routine aid eligibility determination processes currently in
use for other programs with no additional requirement for data collection
from students or families.0 It' would provide an easy, relatively unintru-
sive method for those not currently submitting need analysis documents to
calculate and demonstrate their ability to pay for purposes of G51. deter-
mination. And it would meet the criteria of equity and fairness to the
borrower, the lender, and the taxpayer that should characterize any modifi-
cation of the current program and procedures.
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TESTIMONY OF EDWARD A. FOX, PRESIDENT

STUDENT LOAN MARKETING ASSOCIATION - SALLIE MAE

The Guaranteed Student Loan Program (GSLP), established

in 1965 by the Higher Education Act, represents a cooperative

effort between the federal and state governments, the educational

institutions, and the private banking and financial system. The

GSLP is a program of state and'non-profit private agency insurance

and federal insurance or reinsurance for loans obtained by students

from state and private sources.
Under this program, students

obtain credit from commercial and thrift institutions, educationaD

institutions, and other qualified lenders which are insured against

defaults. The government also provides interest subsidies to the

borrower, and pays an additional amount known as a "special allowance"

to assure an adequate rate of return to the lender.

The successful achievement of national objectives of

providing student credit through the GSLP in the most cost efficient

and equitable manner requires
leadership from government and the

private financial community. Sallie Mae, which spans both the

governmental and private lending worlds, provides part of this

leadership, directly, through its financial support activities and,

indirectly, by setting standards which are widely acknowledged as

supporting sound loan origination and administrttive policies.

Confronted with rising interest rates and expectations

of continued tight money market
conditions, lenders are turning to

Sallie Mae in increasing numbers
to b(rrow funds offered under the

corporation's warehousing Advance Program. Simil(41y,'expanding

loan demand as well as inflation in the administrative costs of

servicing leans has resulted in a decision by many lenders to sell

,their loan portfolios to Sallie Mae. As a result, Sallie Mae's

volume has increased dramatically during the past twelve months.



Student expenses for postsecondary education will increase

substantially in the coming academic year. In many instances, in

both public and private institutions, the increase will be greater

than current inflation rates. Additionally, many states are

unable to continue the funding of higher education at the same rate

as in past years and in some cases have actually been forced to

' reduce direct support.

For the student, the dollars to support a year's attendance

essentially come from three sources. The first are those dollars

contributed out of savings or direct income by the family and the

dollars earned by the student. The second include dollars In the

form of scholarships and from the state and federal government in

such form as grants and social security and VA benefits. The third

source, appropriately sought by a parent or a student only after

availability of the first two sources has been exhausted, is a loan.

In examining the costs of a guaranteed student loan, there

are three participants -- the borrower, the lender, and the guarantor.

Any discussion pertinent to the cost of the GSLP is reduced to these

three parties.

Budgetary considerations which necessitate the review of

the level of federal exper res in support of the GSLP need not

result in a reversal of GSL: policy objectives or heedlessly reduce

the incentive system by which loans are delivered. The current

student loan delivery system embraces the national delivery system

for financial services in general end, with few exceptions, GSLP

lenders can be found in every community across the United States.

With the support of state agencies as administrators of this

program and the cooperation of the secondary market, lender

0
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-reluctance to participate in the GSLP has dramatically decreased.

Further, many states have made arrangements to provide 'last resort"

'loans to students with the support of financial institutions and the

secondary market. Any changes in the GSLP which would have the effect

of disrupting this delivery system, would be shortsighted and

disadvantage the student.

Program changes can be implemented which are, both cost-

effective and administratively sound. To the extent that necessary

changes are viewed as reasonable and consistent with banking practice,

the objectives of the GSLP dill continue to be met through and with

the support of financial institutions.

Any cuts that reduce income or incentive or changes of an

operational or systematic nature that add costs that are not offset

by increased yield would decrease lender participation and if

overly onerous, drive lenders totally from the Program. During the

past several weeks a number of changes in the GSLP designed to

reduce costs to the federal go - rnment have been proposed. For

example, there has been discussion of a needs test to determine

a student's borrowing requirements. if it is the responsibility

of a lender to make this thera- are administrative- --
costs

istratave-

costs associated with this analysis that could be burdensome and

would reduce yield to the lender. Additionally, imposition of a

needs analysis could create student demand for a large number of

relatively small loans which cost as much to administe: as large

loans but which generate less income to meet thesd costs. Bankers

have shown a reluctance to originate &nail loans in recent years
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as they recognize the high cost and loss possibilities associated

with such lending. Similtrly, other proposals would require CV:

student and the parent to each borrow, generally under different

terms. For the lender, administering two loads instead of one is

twice as costly and with gross income remaining constant, the

willingness of lenders to finance the program in this manner is

questionable. If each individual loan is relatively rmall, the

probability is that the loans will not be made at all. Some
pl

proposed methods of collecting interest from the student or parent

rather than from the government many increase costs. Lenders earn

a modes: return over the life of a student loan with significantly

higher costs associated with the loan while in repayment as compared

to the more modest cost associated with interest collection from the

government when the student is in school'. Billing the student

directly for interest during the in-school period will add ad. inis-

trative burden to lenders and reduce yield. Other suggestions would

reduce the gross yield on a guaranteed student loan. This argument

suggests that the government should pay less in support of the GSLP

and that the students and the lenders should equitably share the

arced cost of the burden. Students, as users of the service, would

certainly decide for themselves whether to bear the increased burden

"1,

but tenders, using their own capital and only being nominally profit-

sole in student loans, will not continue to support the GSLP at a

loss. The number of active financial institutions'in the GSLP has

been declining during the past ten years primarily because of in-

adequate yield and excessive regulation. It is essential that

2e5%./
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lenders be induced to stay with the program and that any changes

be carefully examined from an operational and cost perspective.

Sallie Mae, as a component of the GSLP delivery system,

is a soundly administered, cost-effective institution which has

shown a capacity for growth and flexibility in responding to the

needs of the GSLP. The corporation, in cooperation with the

Congress and the appropriate administrative agencies of government,

is committed to the GSLP and will support any changes which, in the

opinion of the Committee, will make the program more effective in

the future. Sallie Mae stands ready to assist the Committee and

the Congress in the resolution of the issues concerning the

student loan program which will make the GSLP a more effective

program.

2 4 G
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Coalition For Alternativeis

mostaeconnary
Education

Non. Robert T. Stafford
Chairman
Subcommittee on Education
Committee on Labor and

Public Welfare
United States Senate
Washington,D.C 20510

Dear Mr. Chairman:

4

, May 15, 1981

The Coalition for Alternatives in Postsecondary
Education represents a group of national organizations con-
cerned with the efficient delivary of postsecondary education
services through the utilization of non-traditional means
(such as experiential learning and telecommunications) and
to non-traditional student populations (such as adults, the
handicapped, elderly, workers, and minorities). Although
we applaud the meral thrust of S.1198 in seeking to find
a middle road that would satisfy the stringent requirements
of the budget resolution while preserving the basic goals
of the student loan and Pell Grant programs, we are concerned
that the draft as proposed rolls back significant steps taken
to eliminate inequities historically imposed upon the growing
population of adult learners.

Our organizations, joined by most other higher edu-
cation groups, have fought long and hard to achieve the goal
of relative equity in the availability of student aid to an
18-year old attending college and to his or her parent attend-
ing the same school., While we concur that he independent
student without dependents should rightly have his or Lar
income and assets assessed at a significantly higher rate
than that imposed upon the family of a dependent student.
we argue strenuously that the economic situation of that de-
pendent student's parent is far more akin to that of his or

'emt1C1,71,4 ORGAMIADONS 9.4 C0000.00 A0x0.00 kw 1,00000 ANON Wow. O4a0VovoeoK0,...00,Basal
0....10.10p10.4~, C.0.0t4 40....00 1,000.0 to"..0 KARL No 1./.40.,, Nom00. imniVULTA3 No0,1Cemolot (0..00,81
Srcarox PW000 Cerno /%64 kw* .0,..04/ Pregems Nov031 Movort Soce, 1. Ned t CM0.0. k

Lk90.C.0,1.4,00e. tiorano.
ASSCOMID Cdr4.44.4104. A.wrr.M.0,16.1 .9hrttevcaet C049, two.0.0100,0&ant Educr, trowg Saws no00,0 C00.00,
Cdopro Woo,C0It 0,144onra CAO.ogNo.0.10con Cov01.[0,020.
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her child than that of the independent student without depen-
dents. The parent or married adult has little more. if any.
real discretion over,the use of income and assets for his
or her own education than for that of a child. The obliga-
tion of the parent to provide an education for his or her
child is certainly substantial, but so is the obligation of
that parent to take such steps as may be necessary to
the best possible life for his or her family. Furthering
one's education should not be made more difficult once one
becomes an adult; indeed, our society must encourage persons
beyond the traditional College agb to ccatinue their learning
to insure that we have a proper reservoir of persons with
current and marketable skills. Surely the adult who wishes
to continue his or her education to improve the ability to
support one's family, or the single parent seeking to enter
the job market, ought not be discriminated against in the
allocation of aid.

The lad prior to the 1980 reauthorization left the
establishment of assessment rates for independent students,
with or without dependents, at the discretion of the govern-
ment. The result was the establishment of a rate more than
four times as onerous for the parent as for his or her child.
S.1108 wousd restore the likelihood of this imbalance, and
the impoiat.on of this inequity.

de most strongly urge the deletion of Sec. h(d)
to protect the legitimate needs of the new majority in Ameri-
can postsecondary education.

Sincerely,

General Secretary

plc

bcc David morsej
Rick Jerue

2 4 c'
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cmaiwo
Otibank (New York State). N.A. Stephen C. Men
28 East Man Street Vice President
Rochester. New York
14614

May 15; 1981

Mr. David Morse
Senate Education Subcommittee
309 C Senate Courts Building
Washington, D.C. 20510

Dear David,

Per your request I have answered three questions related to
Implementation of proposed legislation for the Guaranteed
Student Loan Program. The questions and their answers are a.
follows:

Question #1

Will you make parent loans that carry a rate of 14% to the
parent?

Answer

Assuming that the 14% parent loan will include a government
subsidized special allowance that will' bring the total yield
to the lender to T-bill pl-.6 3.59% (special allowance would
not be paid at times when T-bill plus 3.50% is less than 14%),
we plan to participate in the parent loan program. This
decision assumes that the parent loan regulations do not
include costly up front procedures for the credit decision
(such as credit scoring, credit bureau reports, etc.).
Extensive credit decisicn procedures would be costly and may
change the decision to offer the product. Of course some
form of credit check must be, performed in order to hold down
the default rate.

Question #2

If a needs analysis is implemented what is the minimum size
loan you would make?

Answer

In order to maintain a minimum level of profitability in our
student loan program we must originate loans with average
balances of approximately $2,000. This is because our

24
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revenues are based on balances but it costs us the same to
'process a $1 loan as it does a $2,500 loan. Hopefully
implementation of a needs analysis test would not redude the
size of tne average loan disbursed below $2,000. However,if it does, we may hate to consider setting a minimum loan
size in order to maintain

a reasonable average loan size.

Question #3

Is a July implementation date for the new regulations
possible?

Answer

This depends upon which bill is imriemented. S-1109, the
administration bill, would be dif'icult for us to implement
July 1st because we would need time to make system changes toallow us to accrue and

capitalize interest for unsubsidized
loans. (Additionally it would be extremely difficult to
implement this procedure for all new loans, instead of justfor first time borrowers.

Implementation of this proposal
for all new loans means we would have to track both sub-
sidized and unsubsidized loans for an individual borrower).

We could probably implement,S-1108
by July 1st assuming that

the regulations were published on a timely basis and the
schools are ready to begin performing needs tests.

A July 1st implementation would require a great deal of hard
work by everyone, publishing of regulations within the next
two..to three weeks, and most importantly a determination
that July 1st is the date within the very near future
(i.e. a week). Adequate lead time must be given in order to
implement on an orderly basis and also to communicate to
everyone involved that applications for loans pertaining to a
period of education beginning after July 1st will be subject
to the new regulations. We are already receiving applicationsfor the fall term. If a determination is not made within the
next week (i.e. approved by Congress and the President) as to
what changes to the GSL Program will be made, I do not think aJuly 1st implementation date is realistic.

Sincerely,

Stephen C. Biklen
Vice President

SCB:ng

2 50
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National University Continuing Education Associotion
Munn wage Gun...woo:row)
ONe Duped++ Crcle Sucre 300

Wentungrort. DC' 0045

(202)659-3130

Office d the Execute Dwecux

May 12, 1981

The Honorable Robert Stafford
Chairan, Subcommittee on Education,

Arts and the Humanities
309 D Senate Court
Washington, D.C. 20510

Dear Senator Stafford:

The National University Continuing Education Associat on and
the Adult Education Association appreciate the need to,onntiol costs in the
Pt'l Grant program as required by the Senate Budget Resolution. However,
we .trenuously object to the prosision in S. 1108 which repeals sections
in both the Middle Income Student Assistance Act and the 1980 Amendments
which provide equity for independent students, particularly those with
dependents.

Adult working students, a high proportion of when are women and
minority group members with childre- of their own, are now the majority in
higher education. It does not make sense for the federal government to
return to a policy of discrimination toward the largest and fastest
growing segment of higher education today. We believe the policy of the
federal government should be to help the neediest students first, whether
independent with dependents or dependent

By repealing the third sentence of Section 482ic) as S. 1108 re-
quires, the Subcommittee is discriminating against independent students
by suggesting differential treatment in terms of assets, taxation allow-
ances, and subsistence requirements for independent students and fami-
lies of dependent students.

Before M!SAA. half-time students enrolled in a degree program.
many of whom are adult. independent students, were eligible for Basic
Grants but the regulations were so discriminatory interns of assets.
subsistence allowance and taxation of discretionary income that very few
legally eligible half-timers received aid M!SAA resolved part of the
problem and the 1980 amendments addressed the rest. Changes in the law
were necessary because the Tegulations did not adequately deal dith that
discrimination. Financial pressures will not diminish. If decisions are
left to the Department via regulation, history could very well repeat it-

self at the expense of independent students.
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Again, we recognize the need for fiscal restraint. However, there aremore equitable ways to economize than by
discriminating against independentstudents.

Sincerely,

( id.. ..

Kenneth E. Young

Executive Director, National
University Continuing
Education Association

LI d H. Davis

Executive Director
Adult Education Association

cc: ,Hembers Subcommittee on Education, Arts and the Humanities
The Honorable Carl Perkins
The Honorable Paul Simon

2 5 2"
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Mr. Chairman, and members of the'Subcommittee:

I am Stephen B. Friedheim, President of the Associa-

tion of Independent Colleges and Schools (AICS). On behalf of

the 525 member institutions of AICS, a'national organization,

I wish to express our appreciation for the opportunity to

comment on S. 1108, S. 1109, and stucent aid issues.

We feel we share with the Committee a deep concern

about the student and institutional Impacts of the budget pro-

posals of the Administration. Before proceeding to those

specifics, I would like to describe for background purposes

that area of postsecondary education with which AICS and its

members institutions are involved.

AICS

The Association of Independent Colleges and Schools

(AICS) was founded in 1912. Its present membeiship includes

some 525 institutions, enrolling approximately 400,000 students.

All the institutions are postsecondary, with approximately 25%

of the institutions being degree-granting. The programs of

education offered in the institutions are predominantly career-

oriented, with such areas, for example, As secretarial science,

business administration, accounting, and data processing. All

' AICS institutions are non-public institutions. Predominantly

the institutions, by form of governance, are proprietary,

although a significant number are organized as tax-exempt

2 5 4
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institutions. in common with all non-public institutions,

they are either entirely or primarily tuition-dependent for

operating revenues.

Because there is no "typical" AICS institution, as

there is no 'average" business school, it is perhaps a little

more difficult to premise my remarks in the institutional

framework. In contrast with the more conventional associations

normally associated with the umbrella of the American Council

on Education (ACE), such as the land-grant colleges (the

National Association of State Universities and Land-Grant

Colleges), the junior colleges (thekAmerican Association of

Community and Junior Colleges), the great research universities

(the American Association of Universities), the state colleges

(the American Association of State Colleges and Universities),

or the more conventionally organized independent colleges,

largely four-year institutions (the. National Association of

Independent Colleges and Universities), there is tremendous

diversity among AICS institutions.

Often well known, for example, are the Katharine Gibbs

Schools, in Rhode Islgnd, New York, New Jersey, Pennsylvania,

and Massachusetts, which long have been known for the quality

of their secretarial graduates. Other AICS schools include

Johnson & Wales, the four-year institution in Rhode Island.

With the permission of the Committee, and for the completeness

of the record, I would like to file a copy of the current-

9 e:
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Directory of Institutions published by the Accrediting Commis-

sion of AICS. It might be helpful to the members of the

Committee to have available the names of member AICS institu-

tions in each of the respective states or districts.

BUDGET REALITIES

For the first time since the initiation of student

aid programs, beginning in 1958, through the landmark legisla-

tion of 1965 and 1972, the Committee is faced with the necessity

of modifications which can-be reconciled with the budget

decisions of the Congress.' We are gratified by the Chairman's

observation that the "changes be fashioned i a manner which

affords the neediest students maximum opportunity for access

to higher education through the Pell Grant program and retains

a viable system of student loans." We understand the necessity

for decision. We hope we can contribute to the process.

GSL--HIGHEST PRIORITY

The a-ailability of a realistic and accessible GSLP

which remains attractive to the lenders is the overriding con-

cern of AICS. Any limitations on the GSLP which would involve

"income capping", "needs determination", or sacrifice or

deferral of in-school inte.-st result in some hard ecor

add political choices.

25G
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ADMINISTRATION GSLP PROPOSALS

elf the Administration can succeed, through measures

such its S. 1109, in making the GSLP sufficiently unattractive

to the banks, so that private capital will no longer be avail-

able, the entire GSLP can be effectively eliminated. If that

is the undeclared goal, then one need not bother about serious

consideration of such policy issues as income capping,' or

reducing or shifting the cost of the in-school interest subsidy

on loans to students, or the implementation of parental loans.

We already have the experience of the early 1970's when ,the

"needs test" was introduced which complicated the matter and

set vp two classes of loans. As you may remember, the adminis-

trative costs went up and the banks lost interest in the GSLP. el

Very likely student loans are currently attractive to the

banks because of the current sluggish demand for consumer

loans for housing, automobiles, and appliances. If the economy

improves, as the Administration promises us, it is all the

more likely that, faced with a complicated set of needs testing,

the banks will have additional inclination to abandon the e

GSLP.

DISCRETIONARY PRIVATE CAPITAL IS VITAL TO GSLP

'' We feel it is important to underscore the reality

that the GSLP is dependent on the discretionary flow of private

capital. It is our experience that private capital will dry

up if the loans become administratively expensive and burden-
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some to the banks. Any return to complicated needs testing,
in our opinion, will dry up the source of private capital.
The cost of this private capital is the result of a balancing
Of interests in which the role of the government is essential.
The key policy questions are what portion of the private capital
cost (i.e., interest) will be paid directly by the student

borrower and how much will be paid by the government to the
lender. If the special allowance

to the lender is eliminated,,
the will disappear and arQ further consideration of inter-
est cost balancing or limitat n is unnecessary because hy"the
mere disappearance of t aogram the student interest subsidy
question becomes moot.

SECONDARY MARKET MUST HAVE CONTINUAL CAPITAL ACCESS
k

We note the essential role in the process of the Stu-
dent Loan Marketing

Association (Sallie Mae). Without. Sallie
Mae, there is no facility to purchase student loan portfolios':

from the banks when the loans enter the repayment period. It
is our understanding that student loans remain attractive to

banks oecause the cost of administration of the loans is

minimal while the student is in school and prior to the payback
period. Sallie Mae performs a vital secondary-market

function
of purchasing the loan portfolios as the student enters the
payback period. It takes over the servicing of the loans with
the-resultant savings because of the scale of administration.

25S
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We believe that Sallie Mae neither increases nor

decreases loan volume. Sallie Mae's function is to respond to

the demind for guaranteed student loans. Obviously, that

demand is high. We do not think that there is, sufficient data

to support the allegations that many people are getting wealthy

by borrowing $2,500 td attend a one-year vocational sctiool by

paying 9% interest on the GSLP and reinvesting the 62,500 in

the money market. The 6% diffbre ntial to such a manipulator

might, at the most, wean $100 or $120 in such a scheme for a

.student in a one -year vocational school. I seriously-douht tha

a career-orAeoted student in anilikICS school, working and going

to schoo.Whas the time to indulge in such a schemeon any

.grand scale, let alone become prosperous and affluent.

VOCATIONAL SCHOOL PROBLEMS WITH SALLIE- MAE

There are some problems with regard to the attitude 0

of Sallie Mae on certain minimal requirements on the averaN

level of indebtedness for the purchase of bank portfolios.

These particularly affect studEnts borrowing onl'y for one- or

two-year programs. As the Committee knows, Sallie Mae, as a

general proposition, has determined that t uy profitably a

portfolio Of loans from a bank priOr to the beginning of the

payback period, there is required an average level of indebted-

ness of approximately,$4,300. Obviously, a one-year vocational

student with a maximum loan availability of $2,500, who attends

25j o.
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a vocational school for one year and then goes to work, will

never borrow more than $2,500.
On the other hand, the student

in a four-year
program obviously will borrow far in excess of

the average level of indebtedness of $4,300. Thus, loans to
vocational students tend to drag down the average level of

indebtedness in a bank's portfolio. Because of this, some
banks have been reluctant to make loans to vocational students.
While this is a serious and ongoing concern, we suggest that
this is not 'thepropitious

time to address that question. We
= do, however, feel that it is appropriate

to note it for the
record. If it cannot be resolved,

we suggest that oversight

hearings might be apprOpriate.

"TRULY" INDEPELDENT STUDENT

We regret to see the proposal in S. 1108 in Section 5
which would reduce the bnrrowing limit for independent students.
This seriously impacts on mature working students with families
who are "truly" (to borrow a currently overused term) indepen-
dent. These are not the in and out" recent high-school

graduates who may not currently be living at home.

According to the U. S. Census Bureau Current Popula-
tion RCnorts, Series P-2, 'o. 360, "School Enrollment--Social
and Economic Characteristics of Students--October, 1979," one
in three college students is over 25 years old. Currently,
72% of students 25 and over attend college part-time, compared

2G
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with 17% of younger students. Please see article from The

Chronicle of Higher Education (May 4, 1981, page 3) copied

and enclosed as Attachment A.

We would hope that the Committee would leave undis-

turbed the higher borrowing level available to independent

students. If additional language is necessary, it would deal

with a more precise statutory definition of an independent

student. Possibly age itself might be a factor, such as over

21 years old or evidence of income of a certain level for at

least the twelve prior calendar months.

We suggest that it is unfair and unrealistic to

sweep the truly independent student, into the family concept

when the independent student has differing financial demands

and expectations.

INCOME CAPPING

We feel that if there can be a choice between adop-

tion of income capping and limitation to remaining need or

sacrifice of the in-school interest subsidy, then we opt for

income capping over either. We would hope that there would be

some upward flexibility on any cap which would permit loan

access to the extent of remaining need and parental contribution.

However, we can understand and would support abandon-

ment of the in-school interest subsidy if it is the only means
K.

to preserve a realistic and accessible 50illz. We urge that any
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such drastic restructuring be done only if the GSLP can remain

attractive to the banks.

SIMPLIFY NEEDS DETERMINATION

We fear that a complicated needs analysis will be

considered onerous by the banks, causing an increased disin-

clination to participate in the GSLP. If a school begins to

assist it, likely under Department of Education GSLP regula-

tions it will be categorized as having a 'special relationship'

with the lender, further complicating and possibly inhibiting

the administration prerogatives of the lender. See GSL Regula-

tions, Sec. 177.200, GENERAL DEFINITIONS, Origination, 44 Fed.

Reg. 53870, September 17, 1979.

We suggest that the following three factors could be6
readily incorporated into a needs index for use with either a

system of income capping or of determining remaining need:

1. Adjusted gross income.

2. Number of members in the family unit.

3. Number of persons in the family presently
enrolled at least one -half time in post-
secondary education.

If we need to choose either income capping, possibly

at about $30,000, or remaining needs, we urge the former.

Income capping is more responsive because it more flexibly

adjusts to the cash flow needs of individual students, particu-

larly mature students over 21. Also, income capping with a
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presumption of need allows the banks to make loans sufficiently

large for effective por' Ilio roll-over to secondary market

agencies sponsored by the states or Sallie Mae.

The unacknowledged inhibition in limiting the face

amount of a GSL to remaining need is the simple economic fact

of life that small loans of $600 or $700 are not cost-effective

to lenders and are not marketable to Sallie Mae.

MATURE STUDENT DISTINGUISHED FROM KIDS 'N COLLEGES

With more than one in three college students now over

25, there is an increasingly complex population to be served by

student aid programs. Let's not be procrustean in application.

The conventional family unit approach just is not workable,

equitable, or realistic for the nature, independent student.

Often these students are late bloomers with recently-defined

but nonetheless realiatic career aspirations. Often, after

one or more semesters in or even a degree from a "college,*

they turn to vocationally-oriented educational institutions.

The independent vocationally-oriented educational

institutions of this country constitute a small but vital

increment of the postsecondary educational system. As with

any non-public institution, there nevcr has been, as a matter

of public policy, any guarantee of iAstitutional self-

perpetuation. The premise of independent education, as we see

it, is the ability to provide a responsive service to students
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and to the public. We feel that we have demonstrated that
capability through the effective participation in the various

programs of student financial aid which the Congress has en-
acted. We want to cooperate with the Congress and with the

new Administration in making those programs more effective
fiscally, educationally, and as a matter of public service.
We would like to look forward to working with this Committee
and providing particular

information which it feels necessary
to its deliberations

as it responds to the Administration's
proposals.

CONCLUSIONS

Foremost in our concern is
the continuation of a

viable Guaranteed Student Loan Program to which students attend-
ing independent

vocational schools will have continuing access.
We suggest that because the GSLP is based on the liquidity and
the flow of private capital, it is vital that the program
remain attractive to the banks, both

administratively while
the student is in school and subsequently when the student

enters the payback period.

We would prefer to see a realistic system of income
capping in preference to loans being limited to remaining need.
This is particularly

true for the mature, (truly?) independene
student. We would even suggest accruing and deferring interest
while in school rather than limiting the amount of a loan to
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remaining need. if there is to be a restructuring of the

student programs and budget-responsive amendments, we hope

that the Committee will examine a flexible set of options

which will keep the program uncomplicated and administratively

flexible.

We appreciate very much the opportunity of sharing

our views with you today. We look forward to responding to any

questions you may have or supplying additional data.

Respectfully submitted,

Iref.ILAk.-8

Stephen B. Friedheim, President
Association of Independent

Colleges and Schools
Suite 600
1730 M Street, N.W.
Washington, D.C. 20036

(202) 659-2460
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This legal memorandum addresses several issues concerning

the legality and enforceability of the final regulations for

Family Contribution Schedules (FCS) published by the Secretary
1/

of Education on March 13, 1981, which revised, rescinded, and
2/

amended final FCS regulations published January 19, 1981 by the

outgoing Carter Administration. As explained beLow, it is our

opinion that the Reagan regulations are invalid, as a matter of

law, and that the Carter regulations, having satisfied the basic

FCS statutory requirements, are effective and unamendable, and

thus should be in effect for the 1981-32 academic year.

I

STATUTORY FRAMEWORK

In 1972, the Congress enacted the Education Amendments of

1972 which included a new program of Basic Educational

Opportunity Grants (BEOG) for the benefit of students receiving

1/ Hereinafter referred to as the Reagan regulations.

3/ Hereinafter referred to as the Carter regulations.
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postsecondary education training. 20 U.S.C.A. S1070a (1978),
as amended. Under the BEOG program (now referred to as Pell
Grants, at S1070a

(a)(1)(C)), students are entitled to receive a

grant for a portion of their
educational costs. The grant award

is determined by subtracting from the statutory set amount per
student an amount equal to what is coirputed to be the expected

family contribution. Id. at S1070a (a)(2)(A1(i). A further

reduction occurs according to the statute if t,e Congress

appropriates less than the full amount necessary to meet the
needs of all students entitled to a grant. Id. at 51070a (b)
(3) (B) (i)

To determine the expected family contribution, the statute
requires the Secretary of Education to publish annually in the
Federal Register a proposed Family Contribution Schedule by
July 1 of each calendar year for the succeeding academic year.
Id. at S1070a(a)(3)(A)(i),

as amended and recodified at 20 U.S.C.
S1089 (a1(1). It also requires the Secretary to provide thirty
days for public comment. Id. In addition, the statute specifically
provides that the proposed

schedules, together with any amend-
ments, are to become effective the following academic year only
if either House of Congress does not adopt by October 1 following
the submission of the proposed schedules, a resolution of dis-
approval. Id. at S1070a

(a)(3)(A)(ii), as amended and recodified
at 51089 (a)(2).

2 6 S
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II

FACTS

On August 1, 1980 the Carter Administration published

proposed FCS for the 1981-82 academic year and provided

sixty days for public comment. 45 Fed. Eta. 51243 (1980).

The proposed rule specified that cost adjustments based upon

the 1980 CPI were estimated and that the final regulation would

reflect actual figures at the end of the year. Id. No reso-

lution of disapproval was passed by either House by October

1, 1980.

On January 19, 1981, the Carter Administration promulgated

final Family Contribution Schedules, adjusted to reflect actual

cost data for 1980. 46 Fed. Beg, 5320 (1981). The regulation

was issued subject to a 45 day review and veto by concurrent

resolution of Congress pursuant to tHb General Education Pro-

visions Act (GEPA). 20 U.S.C.A. 51232 (d)(1), as amended.

On January 29, 1981 the President imposed a freeze on all

final regulations which had not yet become effective for sixty

days; 46 Fed. Eta. 11227 (1981). On March 31, 1981, Secretary

Bell published final regulations without notice and comment

for FCS for the 1981-82 academic year which revised the Carter

regulation by rescinding the 1980 cost of living increase and

restoring the 1960-81 family size offsets. 4C Fed. Ba. 16823

26'J
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(1981). Notice of proposed rulemaking was waived op the

grounds that: 1) the issue of using the CPI was raised by

the proposed Carter regulation in August, 1980; and 2) since

processing grant-applications is imperative in order to make

awards after July 1, 1981, and since the effective date of
the FCS is delayed 45 days for Congressional review under

GEPA, a proposed rule with notice and comment would be un-

necessary and impracticable within the meaning of the Admin-

istrative Procedure Act, 5 U.S.C. 5553(b).

III

ur NO BASIS EXISTS FOR THE SECRETARY OF
EDUCATION TO AMEND THE FAMILY

CONTRIBUTION SCHEDULES OUTSIDE 1E
SCOPE OF THE MIABLING STATUTE-,

The general purpose of Congressional delegation of

authority to regulate is to remove the Congress 4rom the
task of predetermining and fashioning policies and programs

to implement broad legislative mandates in presently un-

foreseeable circumstances. See e.g. American Trucking

Assocs., Inc. v. United States, 344 U.S. 298, 309-10 (1953).

For this reason, the Supreme Court has upheld the delegation
of legislative (rulemaking) power within prescribed limits.
Lichter v. United States, 334 U.S. 742, 785 (1948). As

stated in Manhattan General Equipment Co. v. Commissioner of
Internal Revenue:

"The power of an administrative
officer or board to

administer a federal statute and to prescribe rules

270
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.and regulations to that end is not the power to
make law, for no such power can be delegated by
Congress, but the power to adopt regulations to
carry into effect the will of Congress as ex-
pressed by statute."

297 U.S. 129, 134 J1936).

Under the BEOG program (now and her Igl-nafter referred to

as the Pell Grant program), the CongresI clearly delegated

to tho Secretary the duty to promulgate substantive rules

for the purposes of providing family contribution schedules

which would set forth the dollar amounts to be offset against

family income by family size. 20 U.S.C.A.ilD/Va(a)(3)(A)(i).

as amended and recodified at 51089(a)(1). Therefore, the

issue discussed herein focuses strictly upon the question

of whether proper statutory procedure was followed by

Secretary in promulgating the March 13, 1981 regulation.

The starting point in every case involving the cons-

truction of a statute is the language itself. Ernst and

Ernst v. Edchfelder, 425 U.S. 185, 197 (1976), quoting

Blue Chip Stamps v. Manor Drug Stores, 421 U.S. 723, 756

(1975) (Powell, J. concurring). Under the Pell Grant pro-

gram, Congress specifically set forth the procedure to be

followed by the Secretary. That procedure as described

earlier, requires 1) publishing a proposed rule by July 1,

well in advance of the next academic year, 2) providing

an opportunity for the public to comment on the proposed

2 7i
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rule, and 3) submitting the proposed rule to the Congress

for review and possible legislative veto by October 1 of

the year in which the proposed schedule is published.

The statute does authorize amending the schedules

proposed on July 1, but is unclear on its face as to how

or when the amendment process is to proceed. By reading

the statute in conjunction with Congressional intent, how-

ever, it becomes clear that Congress intended to retain its

review and veto power over amendments as well. To read

the statute otherwise would permit the Secretary to avoid

Congressional review and veto over substantive amendments

proposed after October 1 and thus defeat the plain language

of the statute and Congressional intent. Such action would

be outside the scope of authority delegated to the Secre-

tary by the Congress. Agencies delegated authority to pro-

mulgate rules have no warrant in law to replace a statutory

scheme with a rulemaking procedure of their own invention.

N.L.R.B. v. Wyman-Gordon Co., 394 U.S. 759, 764 (1969).

Express Congressional intent, while sparse, rests

clearly on both practical and policy considerations.

Implicit in the procedural requirements for promulgating

the FCS is the practical necessity of establishing family

offset amounts well in advance of the next academic year,

or risk jeopardizing the entire program. Since students

27cl
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normally apply to schools for admission in the fall and

usually determine which school they will attend by early

spring:it is obviously imperative for students, families,

and sc is to k-ow what the costs of attendance will be

an more e importantly, what aid will be- forthcoming. Even

though the grant awards le not made effective until after

July ejof the academic year involved, the intent of Con-
...

'gress was to .permit Pell Grant applications to be processed

during thp January to July period preceding the academic

year in order for the school and student to know if a grant

would be available; and, if so, how much aid could be

.expected. Without this information by the spring

preceding the academic year involved, many students

might very likely decide not to attend certain schools

solely on the groundof cost. This result would n com-

pletely counter to the basic intent of nderlying

the Pell Grant program itself.

As stated by Rep. Pucinski, one of the managers.of

the bill on the part of the House, the BEOG "kogram allows

students a choice of schools; "no longer will they need to

shop around for the school,

118 Cong. Rec. 20297, June

EAlenborn, also a manager,

which offers the most money".

8, 1972. Similarly, Rep.

ftscribed the program On the

floor of the House as having two overriding concerns: to

o
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benefit middle income students and to increase options

for all students. Id. at 20299. To permit amendments to

the final PCS after the ktatutory period has run fbr pub-

lishing and Congressional review, could result in limiting

options for students, directly contrary to what Congress

.intended when it established the Pell Grant program.

A second Congressional purpose underlying the statu-

tory scheme is associated with the delegated authority to

the Secretary to determine what a family's expected contri-

bution to the cost of attendance should be. The criteria

to be followers in promulgating the PCS are also specified

by statute (20 U.S.C.A. S1070a(a)(3)(B) (ii), as amended

and recodified at 20 U.S.C.A $1089(b)(2)). Substantively,

the statutory criteria form the framework for the' Secre-

tary to implement the formulation of faLtly contribution

schedules pursuant to the authority delegated to him by

the Congress. To insure that the Secretary exercises his

equitable decisions with care, however, the Congress provided

a safety net", that is, a statutorily required review by

each House of Congress of the published schedules, together

. with any amendments, during which period either House could

exercise a legislative veto.

In fact, a one House veto has never been exercised

since the process established in 1972 has worked. The reason

274
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it has been successful is because each House and the Department

have been able to accommodate their differences realizing that

to not do so within the statutory time frame, well in advance

'if the academic year, would seriously disrupt the operation

of the program: and harm its intended beneficiaries. H. Buff

4 L. Gelhorn, Congressional Control of Administrative Regulation:

A Study of Legislative Vetoes, 90 Haxv. L. Rev. 1369, 1385

(1977).

As stated by the Supreme Court, "the rulemaking provisions

of the [Administrative Procedures Act) were rInsigned to assure

fairness and mature consideration of rules of general applica-

tion". N.L.R.B. v. Wyman- Gordon Co., 394 U.S. 759, 764 (1969).

A plethora of cases hold that a substantive rule imposing rights

and obligations on affected parties which is not promulgated

in accordance with procedural requirements (of the APA) is void.

See e.g. N.L.R.B. v. Wyman-Gordon Co., supra; Texaco, Inc. v.

Federal Power Commission, 412 F.2d 740, 744 (3rd Cir. 1969);

Hotch v. Lnited States, 212 F.2d 280 (9th Cir. 1954); National

Motor Freight Traffic hssoc., Inc. v. United States, 268 F., Supp.

90 (D.C.D.C. 1967) (three judge court), aff'd per curiam, 393

U.S. 18 (1968). As one of the earliest cases to consider the

issue of corpliance With the procedural rules of theAPA stated:

The Congressional directive in regard to the proce-
dure to be followed in the issuance of agency regu-
latic,na musi Le sLrictly complied with, since the
issuance of regulations is in effect an exercise of
delegated legislative power." Hotch, Supra, 212
F.2d at 282.
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"The Acts [APA and Federal
Register Act' set up

the procedure which must be followed in order
for the agency rulings to be given the force of
law. Unless the prescribed procedures are com-
plied with the agency (or administrative) rule
has not been legally issued, and consequentlyit is ineffective." Id. at 283.

What is true for rules promulgated under the APA is

equally true for rules promulgated under alternate procedurbs
specified by statute to implement a program requirement, as

in the matter at hand.

A is our interpretation of the Pell Grant statute that

substantive amendments to proposed Family Contribution Sche-
dule regulations must also be proposed within the statutory

review and vetc period of July 1 to October 1. Therefore,

regulations issued after October 1 to substantively amend
legally issued regulations must be invalid. Thus, the regu-
lations issued by the Secretary on March 13, 1981 are invalid
and without force of law.

IV

IF SUBSTANTIVE AMENDMENTS
MAY BE ISSUED AFTER
OCTOBER 1, THE SECRETARY
MUST FOLLOW THE PELL GRANT
AND NOT THE AnA OR GEPA PROCEDURES

Absent law to the contrary,
agencies generally do have

wile latitude to fashion
their procedural rules and to change

their minds. Seacoast Anti-Pollution
Learn" v. Contlf1,5;7 7, 2d ZCL,

308 (1st Cir. 1979) quoting Vermont Yankee Nuclear Power Corp. v.

27G
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N.R.D.C., 435 U.S. 519, 543-44 (1978). However, it is a general

and well established principle that a more specific statute

will be given precedence by the courts over a more general one,

regardless of their sequence. Susie v. United States,

U.S. . 100 S.Ct. 1747, 1753 (1980). Furthermore, when

there are , statutes upon the same subject, the earlier being

special and the latter being general, it is settled law that

the special act remains in effect as an exception to the general

'act unless absolute incompatibility exists between the two and

all matters coming within their scope. State of Utan Etc. v.

Kleppe, 586 F.2d 756 (10th Cir. 1978) quoting 2 A Sutherland

551.05 (4th Ed.).

The rulemaking procedures created by the Higher Educati,In

Act for promulgating the Family Contribution Schedules were en-

acted solely and specifically to implement that part of the

Pell Grant program. The PCS statutory provision does not incor-

porate by reference either the Administrative Procedures Act

or the General Education Procedures Act. Furtherore, the APA

directs agencies to follow specific statutory requirements

where provided, inasmuch as it is a general statuta. 5 U.S.C.F.

5553(b). The fact that. the Department chose to voluntarily

comply with APA rulemaking procedures (the A/A rulemaking pro-

cedures are not applicable by definition to grant programs,

id. el. 5553 (a)(2); dues act make them ma= appllf:thlt

specific procedures are mandated by law. 36 Fed. Esq.. 2532

(1971). It also doe not provide the Secretary discretionary

27
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authority to use general procedures when specific procedures

are mandated. Thus, use by the Secretary of the APA's rule-

making procedures for amending a legally issued regulation is

invalid.

This illegality is compounded by the fact that the Secre-
tary used the APA's exemption

procedure for avoiding notice and

comment otherwise required by the APA. Id. at S553(b)(s).

While this memorandum will not address these issues in detail,
it is our opinion that the Secretary's use of these procedures

is also fatally defective.
First, Section 553(b) states that

use of the good cause provision for waiving notice and comment
is not appropriate if a statute requires notice -- the FCS

section of the Higher Education Act does. Second, due process

considerations may require agencies to provide affected parties
an opportunity to be heard since their rights and obligations

are being amended. Third, and related to the secoi,d point, the

Secretary's action may arguably not be unnecessary and impraci-

cable and is arguably contrary to the public interest and due
process.

With respect the the use of the GEPA which provides, inter
alia, for a period of 45 days in which the Cmgress may review

final regulations of the Department and adopt a concurrent reso-

lution of disapproval, it is our opinion that this provision is
tc the Family Contribution

Schedule. 20 U.S.C.A. 51232-

(d)(1), as wended. This general statute was enacted in 1974, but as
stated earlier, tPs special act (Pell Grant) remains in effect

27,)
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as an exception to the general act. Therefore, whereas GEPA's

procedure applies t) most final regulations of the Department,

the procedure does not apply to the FCS since a .separate

specific procedure is set forth for promulgating pcs regula-

tions. Furthermore, to substitute a concurrent resolution of

disapproval for a one House resolution of disapproval is to

illegally enlarge:upon the statutory procedure and create a

stricter test for'disapproval.

In light Lf the fact that neither the APA nor the CEPA

procedures apply, the only pro6edure which can apply if it is

held that substantive amendments can be promulgated after

October 1, is the Fatily Contribution Schedule procedures them-

selves. Two arguments can be advan d for this position.

First, as has Seen stated previously, the Congressional

intent in enacting the FCS procedures was premised upon 1)

finalizing the Schedules well in advance of the academic year,

and 2) weighing the equities of the Secretary's decision and

,subjecting that decision to possible one House veto. This was

the basis for our conclus_on that an amendment after October 1

was not contemplated by Congress. Assuming amendments to the

Schedules can be made, however, this procedure provides the

only means to effectuate the legislative intent of providing for

possible one house veto.

Since thG xr.ciadme,at p. "c,1.4 rmrsoA. the

statutorily prescribed time frame, however, the court would

2 7,)
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have to set a time period during which the Congress must act
to disapprove, in order for the procedure to be compatible
with the originally

prescribed procedure. While such an
order does present legal

difficulties, case law does exist
to support a judicial

order designed to ensure fairness and
due process which fashions rulemaking procedues not provided
for by Statute. See.e.g. Joseph v. U.S. Civil Serv. CeramOn,
554 F.2d 1140, 1154 n. 26 (D.C. Cir. 1977) citing K. Davis,
Administrative Law of the Seventies, S6.01-7 to 6.01-9 and Koch
Public Procedures for The Promulgation

of Interpretative Rules
and General Statements of Policy, 64 Geo. L.J. 1047, 1059-71
(1976); Curlott v. Hampton, 438 F.Supp. 505, 508-09 (D. -Alaska
1977). It.shoald be noted however, that the Supreme Court has
recently stated that the courts should order, only in rare
Circumstances, specific procedures on remand. Vermont Yankee
Nuclear Power Corp. v. N.R.D.C., Inc., 435 U.S. 519, 524 (1978)

Second, by analogy, if
one examines the APA, amendments to

legally issued regulations are considered
regulations, which if

substantive in.asture (that is impose rights and obligations
on affected parties),

must, in order to have the force of
be issued legally as well. 5 U.S.C.A. S5551(5) ; 553(b); see
Texaco, Inc. v. FPC, supra, at 742-44. This means the
amendment mitt comply with statutorily

prescribed procedures,
or it will be invalid unless a leaiti=te

exception exists.
The same principle

of contruction is of equal applicability
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to amendments of re,;nlations issued pursuant to a mandated

procedure. Thus, if substantive amendments can be made to

the FCC after October 1, they must be in accordance with the

PSC procedure or a procedure which would substantially satisfy

the same Congressional` purpose.

V

EFFECTIVE DATE

If our principle theory is upheld, to wit, the Carter

regulation is unamendable except for minor technical changes,

a remaining issue is its effective date. Since we have argued

that Section 1232(d)(1) of the GEPA is inapplicable, the effec-

-tive date should be January 19, 1981. Assuming the 45 day review

period required by Section 1232(d)(1) is applicable, that period

has also now run.

The Secretary might argue that the period was tolled on

January 29, 1981 by the Presidential freeze until March 31,

1981. Thus, it would not be effective. Notwithstanding the

abcri argument the Presidential freeze applied to Executive

Blanch action n the Legislative Branch. By the terms of the

statute, the Congress reserved to itself a review period which

the President has no authority .41 his own to alter. Therefore,

the regulation is effective immediately. a

VI

CONCLUSION

It is our opinion on the basis of statutory interpreta-

tion that the Secretary may not substantively amend tie Carter
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Administration regulation of January 19, 1981 which substan-

tially complied with the procedures mandated by Congress for

promulgating kamily Contribution Schedules under the Pell

Grant prograe. To permit the Secretary to amend the January

19, 1981 Schedules would violate both the plain language of

the statute and the intent of Congress. Therefore we believe

a suit seeking injunctive and declaratory relief would pre-

vai2 and would result in the Carter regulation being effective

for the upcoming academic year under court order.

If you have any questions concerning this Memorandum,

please call Richard E. Verville or Pe,:er S. Leyton.

2s I: ,
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STATEMENT

OP THE

AMERICAN STUDENT DENTAL ASSOCIATION

ON

FINANCING DENTAL EDUCATION AND

PROPOSED CHANGES IN STUDENT LOAN PROGRAMS

1";

Proposed changes in student assistance programs by the Administration

already are causing a panic situation in the financing of dental education

that may affect the nature of dental practice in the future. Obtaining a

dental education is extremely expensive; the cost of getting that education has

at most institutions outpaced the inflation rate dramatically. The average

tuition at both public and private dental schools has increased more than 140 per

cent over the last six years. According to a report compiled by the American

Dental Association Council on Dental Education the mean first-year tuition in

a United States Dental School is 54,393 and $5,687 for residents and non-residents

respectively. :dean value education costs for text books, gxed fees and required

instrument purciases during tht firrt year are an additional $2,857. It is im-

portant to no.e here that the average dental student is faced with fees total-

ing $8,544 even before allowi-g for Living expenses. According to the American

Dental Association, total education cost are over c18,000 a year. At several

instutitions tuition alone approaches $16,000.

Clearly these ore intimidating numbers for a student to face. The rigorous

schedule of a dental school curriculum offers little time for outside employment

while in school. Most programs keep dental students in school 40 hours a week and

require the remaining time for studies and the preparation of laboratory projects.

The preparation of these technique projects require not only much time but also 4.

supplemental expenditures for additional supplies and equipment. Compounding

this problem is the fact that an dental schools require attendance through the

starer aunths. Therefore dental students across the nation by virtue of their

curriculum must rely heavily on low-interest student loans to attain their educa-

tion. Access to adequate funds at low-interest rates is vital for thes dental

students.
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The Guaranteed Student Loan Program
is currently the most utilized student

assistance program in the nation, tw' thfrds of all dental students
are currently

receiving Guaranteed Student Loans. This progre^ offers several features that
make it an ideal foundation to build a student assistance

package. These are:

1) in-school interest subsidy for the 9t rate et which
these loans are made;

2) six-month post graudate
grace period before repayment is

to begin; and 3) a

special allowance for the duration of the repayment period
to cover the dif-

ference between he 92 interest rate and
the.81-day Treasury 8111 rate plus

3.52 which the government pays to lenders.

Maintaining the in-school interest
subside and special allowance is the

most important feature of the GSL Program to maintain.
The American Student

Dental Association is alarmed
that eliminating the in-school

interest subsidy

would place undue financial burdens cn dental students
needing tohortow suf-

ficient funds for their education.
We believe that maintaining

reasonable in-

terest rates, the in-school interest
subsidy provision and special allowance

are crucial in controlling rising
educational debts. Dental students are amassing

debts from $20,000 to over 850,900 for their dental education. Clearly a el...nal

student is not in a position to pay the interest while in
school on debts of this

magnitude and adding the interest to the principal would result
in interest being

paid on interest while at the
same time creating an unmanageable debt.

It is important to note that
most dental students have completed

4 years of

undergraduate work prior to entering dental school. Amassing interest payments

over an 8 year period could place
the dental student in such deep debt that he or

she would find it impossible to recover from. We are deeply concerned with the

implications large educational debts will have on dental practice locations,

quality and type.
Uncontrolled educational debt will put ores, re n^

;',...luaces

to establish high dental fees which
would be a reversal of the

commendable record

the dental profession has
established in keeping fee increases

well below the rate
of inflation. Large educational debts also

complicate the picture for the new
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graduate seeking to borrow funds for starting their practice. Start-up coats

can range from $40,00 to $90,000. A new practitioner's borrowing power for

start-up costs is inversly proportional to his total financial obligations ( i.e.,

size of -debts and interest). Large interest payments will cut directly into

the gross amount that new dentists are able to borrow. It would indeed be a bitterly

ironic situation if the young graduate after spending 8 long years pursuing a

- profession would be unable to borrow sufficient funds to start their new career.

ASDA feels that in determining what changes in the 1980 Admendment to the

Higher Education Act be enacted by Congress to meet 1982 Budget Authority levels,

funding for the interest subsidy and special allowance provisions 9f the csx be

maintained. The Administration's request of $1.77 billion for FY82 is a figure
.e°

well below the FY81 request of :3.34 billion will not meet the projected loan

volume need. ASDA suggests that a figure of $2.5 billion be appropriated for

EY62 with certain changes in the authorization language.

ASDA is aware of the turrent fiscal constraints imposed and-respectfully

recommends the following cost-saving measures be enacted. We believe these

measures are fiscally responsible without damaging the effectiveness of the

programs.

I) Reduce the special allowance paid to lenders. Sixth percent of the

cost of the as. program is directly linked to the forces of the

rising and falling 91 day Treasury Bill rates. It is estimated that

for every 1 percent change in the T-Bill rate, prog.ram costs change

by approximately $100-150 million. Currently the special allowance

is paid quarterly at an annual rate equaling the 91 day Treasury Bill

rate plus 3.5 percent. ASDA recommends that the special allowance

be calculated using the 91 T-Bill rate plus 1.5 percent. This would

provide a saving to the government of between :200-300 million without

affecting the loan volume available to students.
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2) Insure bo;;dwers for death and disability. According to figures

Provided by the Departmerit of Education
losses for FY81 due to death

disability and bankruptcy amounted to a total of S29 million. A

group insurance program should be eated to offset these losses to

the Federal government; this could be done at a minimal cost Lo

loan recipients. Borrowers could be charged a one time fee of 3/4

percent of their loan volume to purchase a death and disability

policy for the loan. If this had been done in ,980 when the loan

volume was $4.8 billion the FY81 losses
of $:9,000.0[10 could have

been covered by the $36 million in
revenue generated through the

insurance program A student receiving a $2,00tloan would have

paid S15.00.

3) Reduction in the Administrative allowance
for lenders.

As the cost of acquiring a dental education
rises, the Health Professions

Student Loan Program becomes
an increasingly important source of finansialassis--

tance. The lack of availability of funds from
the CSL Program will force many

students to seek funds through the HPSL Program.
Currently almost 2,000 dental

students are utilizing this program at a Ivan volume of $2.964 million. ASDA

urges the committee to fund this loan program a' a level of $4.5 million as a

budget line item targeted specifically for dental students. We feel that the

increased appzv,r ation is justified and necessary due to the following:

1) Dental students are faced with
fixed fee and tuition costs that are

dramatically outpacing inflation. We also face price increases in

equipment and supplies that are unique to dental students. No other

type of health profession student has
equipment purchageq of such

large nature while pursuing their education.

2) With the loss of federal
capatation to dental schools in FY82 some

of the lost funds to the dental schools
will be made up in tuition.

2
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fee and equippent charge increases unique to the next few academic

years.

3) The tight money situation that will exist in the CSL Program will

force More students into using the HPSL Program.

ASDA is concerned that without properly authorize+ loan programs a career

as a dentist will not be accessable :o those qualified. At a time when compe-

tition in the educational loan market is keen, students in the health field must

have adequate low-interest funds to meet their high educational costs. We have

reached the unfortun to point where sutdnets,from lower middle class sofko-

economic families fi t it impossible to raise finds necessar!.%to attend detital

schodls In addli4n to the possible restricted access of less wealthy students

into these schools, a bleak financial trend will affe,t the career choices of

- health profession students after graduation.

1 'W
In the past, dental students, and otlatE2health profession students, hay.

..=.1
proven to be quite realiable in meeting repayment obligations of federal student

0
loans. For example. the default ratl of Health Professio Student Loan Program,

a loan source restricted to health profession students, has been consistently

near the 1 percent mark since the program's inceuion. Fiscal accountabiliiiy is

an important cornerstone to building.professioniii moral standards. ASDA is in

O
favor of tough provisions to guaranz,ee repayment of all studen: loans.

At this juncture I wish to point out some of the problems the new dentist,

a graduate of the tlass of 1981, will face.

It is valuable to draw some comparisons with the graduate of only a few

years ago Twenty-five years ago graduates from dental school spent 51,600 for

their education. They could expect an average annual income of over 512,000 for

their first four years with the ability to loca,e in ixzt about any arear finding

a national shortage of health professionals The 1981 graduate faces a picture

that can only be described as grim. They are graduating into a ,ffofesion that

is experiencing a manpower maldistribution problem.
The 1981 gradeste is leaving
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school with an average educational

debt in excess of $21.000. They are en-

tering into an economy that is suffering
a serious downturn with high interest

and inflation rates. The number of bankruptcies filed
by professionals has

been on the upswing recently.
Costs for starting a new practice can'run any-

where from S40.000 to $90,000.

Thank you for your attention. If you have any questions. I will be happy

to answer them for you.

Dr. Orest C. Komarnyckvj, D.D.S.

ASDA Representative on Legislation

Senator RANumpii,..The information has been helpful and atleast today we have begun to pull together those, let us say, propos-als in part, those concerns which are many, and hopefully a com-mitment within not only your grouping but in the membershiphere, that may express itself during the next few weeks.
Thank you very much.
[Whereupon, at 1:55 p.m., the subcommittee adjourned.]
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