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OVERSIGHT ON CURRENT STATUS AND ADMIN-
ISTRATION OF FEDERAL STUDENT ASSIST-
ANCE PRCGRAMS

WEDNESDAY, JANUARY 27, 1982

House oF REPRESENTATIVES,
SUBCOMMITTEE ON POsTSECONDARY Epuca1iON,
CoMMITTEE ON EDUCATION AND LABOR,
Washington, D.C.

The subcommittee met, pursuar.t tc notice, at 2:15 p.m,, in room
2257, Rayburn House Office Building, Hon. Paul Simon (chairman
of the subcommittee) presiding.

Members present. Representatives Simon, Ford, Peyser, Weiss,
Erdahl, and Bailey. .

Staff present. William A. Blakey, majority counsel, and John
Dean, minority counsel.

Mr. SIMON. The subcommittee hearing will come to order The
Subcommittee on Postsecondary Education begins 5 days of over-
sight hearings today on the major Federal student assistance pro-
grams.

This is the first time since the enactment of the Education
Amendments of 1980 that we have taken a comprehensive look at
the administration and operation of these programs which are so
critical to the realization of the postsecondary education dreams of
so man, Americans. . .

Several other factors make these oversight hearings appropriate
at this time: )

First, current cost constraints necessitate congressional review to
insure both administrative efficiency in the Education Department
and on the campus, and to guarantee that the target populations
are being served. We are talking about those who otherwise would
not be able to have educational opportunity.

Sacond, several internal department studies, General Accounting
Office reports and the semiannual report of the Inspector General
have outlined concerns and problems which require subcommittee
review and action, if appropriate. .

Third, many in the higher education community have explored
thoughtful solutions to the issues raised in these reports and we
want to give them an opportunity to share their views with the
subcommittee. .

Finally, many of the changes in our’student aid programs—en-
acted in the haste of our consideration of the Omnibus Budget Rec-
onciliition Act of 1981—also need reexamination.

th
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The new dollar limitations placed on the Fell grant, supplemen-
tal educational opportunity grants, college work study and the na-
tional direct student loan program are of special concern to me.

The potential impact ot these reductions on the poor, the educa-
ticnally disadvantaged, students from families whose parents work
hard every day to make a living wage, and public and private insti-
tutions across America,could be devastating in the shoct run and

. disastrous in the long run.

I think it is the feeling of most of us on this subcommittee, if not
all of us, that we have to make sure all of those who desire to
expand their educational horizons through higher educaticn have
that opportunity.

1 will enter my full statement in the record.

[The prepared statement of Paul Simon follows:]

PREPARED STAZEMENT 0F HON. Pati SiMON, A REPRESENTATIVE IN CoNGRESS FRUM
THE, STATE 0F [LLINOIS, CHAGRMAN, SuBCOMMITTEE ON PostsEconDAkY EDuCATION

The Subcomnuttee on Postsecundary Education begins five days of usersight hear-
angs today un the major Federal student assi tant programs. This is the first time
siee the enactment of the Education Amendments of 1980 that we have taken a
comprehensive look at the administration i d operation of these programs which
are su unitial to the realication of the postsecondary education dreams of many low
and middle income Americans. *

Several vther fucturs make these uversight hearings appropriate at this time.

First, current cust constraints necessitate congressional review to ensure buth ad-
ministrative effiiency in the Education Department and on the ampus, and to
guarantee that the target populations have been served.

Secund, several internal Department studies, General Accounting Office reports
and .. senuannual report of the Inspectur General have outhined concerns and
problems which reguire Subcommutted review and action, where appropriate,

Third, many 1 the higher education comimunity have eaplored thoughtful solu-
tivns tu the isues raised in these repurts and we want to give thenr an opportunity
to share their views with the Subcommittee.

Finally, many of the changes in vur student aid p.ugrams—enacted in the haste
of vur consideration of the Ommbus Budget Recundiliation Act of 1981 —alsu need
re examination, The new dollar himitatiens placed on the Pell Grant, Supplemental
Educativnal Oppurtunity Grants, Cullege Wourk Study and the National Direct Stu- .
dent Loan program are of special concern tu me. The potential impact of these re-
ductions un the.poor, the educativnally disadvantaged, students from families whose
parente work hard everyday to make a living wage, and public and private institu-
tiens across America could be devastating in the short run and disastrous in the
lung run. Federal student wid, which has grown in the recent past, 15 decliming at
the same tinme the cost of attaining a college education rises:

In fiscal year 1979, 6,117,991 awards were made with expenditures of
£3,211,350,90%;

In fiscal year 1980 6,824,954 awards were made with expenditures of
[0,R90,528,760;

In fiscal wear 1981 7,707,152 awards were made with expenditures of
37,205,825,762:

Fur the current year it 1» estimated that 8,900,000 awards will be made but ex-
penditures will decrease to $6,065,750,000.

Because [ believe the oppurfunity to ateud cullege should be available to all re-
pardless of incume, race or sex, wher. you live ur who your parenis happen to be. I
will continue to support the cuntinustion of 4 signiticant Federal role in postsecund-
ary education. I, for une, don’t belie.¢ that whether you live in Michigan, Mississip-
pi or Muntana should determine whether or not you po tu college. The role of Feder-
al assistance an pustsecondary educetion has had pusitive effects. The Federal goy-
ernment first became involved bedawse states and local guvernments did not and
could not provide necessary services, Sliurking vur responsibility and sending it to
the states 1s not providing leadership. Nor willgit solve the problefh,

Our witnesses today are the Inspector General of the Department of Education,
James B Thomuas, and the Deputy Assistant Secretary for Student Financial Assist-
ance Dr. Elmendurf and his associates
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Mr. Simon. Mr. Peyser, do you care to add anything?

Mr. Pevser. No, not at this time.

Mr. SiMon. Mr. Bailey?

Mr. BaiLey. No cornment, thank you

Mr. Simon. Mr. Erdahl?

Mr. ErpaHL. I am here to lister and learn, too\“I‘hank you, Mr.
Chairman.

Mr. Simon. I don't know what the witnesses have done to our
subcommittee.

Mr. Ford, do you wish to add anything?

Mur. Forp. No, sir. I am here to hear what is going to happen to
it.

Mr. Simon. That is an unusually silent subcommlttee That will
not prevail very long, but we shall proceed with our witnesses.

First the Inspector General, James B. Thomas, Jr.

STATEMENT OF JAMES B. THOMAS, JR., INSPECTOR GENERAL,
l)%CPARTME. ‘T OF EDUCATION, ACCOMPANIED BY JOHN C. YA-
ZURLO.

Mr. SimoN. We are pleased to have you with us here today, Mr.
Thomas.

Mr. Tuomas. Thank you, Mr. Chairman, members of the comnit-
tee. I have with me John C. Yazurlo, Assistant Inspector, General
for Audits in the Department of Education.

1 am pleased to be here today to provide you with an over-
view——

Mr. ErpanL. I think some people in the back of the room have
difficulty hearing.

Mr. Simon. It doesn’t sound like the mikes are on.

Mr. THoMas. I am here to provide you with an overview of the
Office of Inspector General activity as it relates to the postsecon-
dary education programs, especially in the”student financial aid
area. :

The OIG shares the committee’s concerns as to how well the De-
partment is administering its student assistance programs and how
effectively they are being implemented by postsecondary education-
al institutions. )

This is especially true in view of the magmtude of expenditures
for postsecondury education. We recognized early that we would
have to devote a significant portion of our audit and investigative
resouyrces to reviews of postsecondary programs, especially those re-
lated to student financial aid.

To date, our audit and investigative efforts in this important
area have been fruitful and have contributed both to improved
economy and efficiency in the administration of the programs and
to the reduction of fraud, waste and mismanagement.

In fiscal year 1981, we issued 4,811 audit reports on postsecond-
ary educatio: programs. Costs disallowed or questioned amounted
to $25.3 million. The vast majority of these reviews were financial
and compliance audits of the campus-based and Pell grant pro-
grams performed by mdependent public accountants.

These audits were made in accordance with audit guides devel-
oped by the Office of Inspector General. Quality assurance reviews

Q
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are selectively pyrfornied by OIG auditors of the actual work per-
iormed by independent public accountants to insure that the work
meets auditing standards established by the Comptroller General
and OIG audit guides. ' : .
~ In fiscal year 1981, the OIG used a significant portion of its audit
staff resources on postsecondary education programs. Our fiseal
year 1982 audit plan provides for approximately {2 staff’ years or
about 25 percent of all available audit resources to review postsec-
ondary programs.

This time will be spent on both external and internal audits, in-
cuding reviewing audit reports prepared by independent public ac-
countants. :

Additionally, a significant amount of our investigative resources
wete devoted to conducting investigations dealing with abuses in
student [inancial aid programs. ’

Departmental management has generally been responsive te rec
emmendationy stemming from our audits and investigations und
has inttiated appropriate actions to strengthen the programs and’
or to recover tmproperly expended funds.

Some vl our more significant audit results achieved during 1981
follow

An audit of a State guarantee agency disclosed that the Depart-
ment paid about $346,000 in excess interest because of differing in-
terest compuation methods_ allowed by curient regulations.

Projections of the audit results nationwice indicated that the De-
partment may have paid as much as $4 nillivn in excess interest
over a 4-year period.

A review of cash management practices 9y postsecondary schools
in one region disclosed that about $11.6 million in excess Federal
cash was being maintained by schools adniinistering student finan-

4 cial assistance programs.

The audttors estimated that this excessive cash retention cost the
Federal Government $1.3 million in interest in this region alone in
fiscal vear 1980, Projecting these results nationwide suggests that .
about 311 million in excess interest costs may be involved.

BACKLOG OF AUDITS

The backlog uf unresolved student financial aid audit reports has
been a continaing concern of the Department. However, during the
last { months, exceptional progress has been made.

As of December 31, 1951, the Office of Postsecondary Education
had 1,365 unresolved audit reports on hand.

I nught add only about 500 were over 6 months old.

Questioned costs on the reports which 1emained unresolved to-
taled $2:4.5 nullwn. Questioned costs sustained by program manayg
ers and mathed for recovery amounted to $10.1 million during
hiscal year 1981,

The OIG is in the process of establishing a formal audit resolu:
tron system which will involye the Department’s top managers and
which should further imptove the timeliness and effectiveness of
the resolution process. ‘ .
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Since the inception of OIG, our investigators have presented
about 118 cases to the Department of Justice for pothlf‘dl prusecu-
tion which involved student financial assistance programs.

Of these cases, 72 were accepted by the prosecutors for prosecu-
tion. To date, 38 indictments have been returned and 15 individuals
have either negotiated guilty pleas or have been convicted.

Typically, these cases involved the submission of false data or
misapplication and ‘or embezzlement of funds. The following exam-
ples of investigations depict scme of the schemes which have been
used to defrand student financial assistance programs.

In a plea agreement accepted by the Federal District Court of”
Colorado, the Bell & Howell Co. pled guilty to three counts of false
statements and one count of mail fraud. ) .

Bell & Howell will be subject to a fine of $31,000 by the agree-
ment.

The company plea that it lied to the Government in its handling

» of default claims submitted under the guaranteed student loan pro-
gram, Signiﬁcan"g, the plea agreement also stipulates a civil set-
tlement with the Department of Education by which Bell & Howell
will pay $5.75 million. N

The Department of Justice will continue with the prosecution of
two former Bell & Howell employees indicied as a result of an itt=
vestigation by our office and the U.S. Postal Inspector Scrvice.

A former college financial aid officer was indicted by a Federal
grand jury in August 1881, on 16 counts of embezzlement and false
statements.

The finani™ * aid officer falsified approximately $4,700 in Pell
gfant checks to wtudents and then converted the checks for person-
al use.

The president of a proprietary school pled guilty to one count of
aiding and aketting as part of a scheme to defraud the Pell grant
program. The crirainal counts related to 134 Pell grants and ap-
proximately $19,000 were diverted to the defendant’s personal use.

The de%ndant was sentenced to 6 months' incarceration, 2'%
vears' probation, and restitution of the misapphed funds.

I appreciate. you asking me here today and I will be happy to
answer questions. v

Mr. SiMoN, Thank you very much.

When you say costs disallowed or questioned to $25.3 million, can
you separate those two? -

" Mr. THoMas. Not in the aceounting system that we have, Mr.
Chairman. Generally speaking, the same report may have both
what we would call disallowed costs and questioned costs, bu(it
comes out in a lump sum. B ,

Mt Simon. It seems to me, maybe the system needs to be altered
or else the terms need to be altered, because the cust disallowed o
questioned seems to me to be quite possibly of variance.

On the—you are familiar with the GAO report on NDSL?

Mr._THoMas. We have seen that report, yes, sir. We are generally
famihar with it. ’

Mr. Simon. On that NDSL report, they talked about a high de-
fault rate of 16.04 percent as of June 30, 1979. Has that improved
since that time” Do you know, or is this not something that you—is
it within the purview of your responsibilities as Inspector General?

-
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Mr. Tromas. Well, it is an area of interest, Congressman, but not
an area that I am in a position to answer for you now.

I think pethaps Mr. Elmendorf might be able to do that.

Mr. Simon. Well, we will get to our next witness on that.

Mr. Ford?

Mr. Forp. Thank you, Mr. Chairman. I would like to get back to
your question, if I have time. But, first, looking at the paragraph
entitled “"Activities in 1981, 1 think it is page 2 of your statement,
which states, “additionally a significant amount of our investiga-
tive resources were devoted to conducting investigations dealing
with abuses in student financial aid programs.”

Generally, when we have heard the use cf the term “abuses,” it
1s associated with an abuse by an institution or a student benefici-
ary or their family in the sense that money is misapplied, the

common phony story about the kids buying sports cars with stu-¢

dent loans and so on.

Then, having said that, and having devoted all of this effort to
your study you come up later with three specific examples of what
you were talking about, all of which actually amount to violations
of—clear violations of the law, one by a major American corpora-
tion, une by a college cfficial, and one by the president of a private
proprietary school corporation.

Daes that—is it safe to assume from that that you didn't really
find any abuses of the programs, but you found some people steal-
ing money from the Government?

Mr. THomas. I would have to answer that, Congressman, in that
we found both. We have both abuses and we have occasions of
people stealing money:.

Mr. Forp. Again, it is the same thing raised by the chairman.
We have a little problem in semautics, perhaps, but if you look at
the record of years of consideration on these programs and over-
sight over them, by the Congress, and previous administrations,
then just look at the kind of material that gets into the print in
other media, you get the impressien there are widespread abuses
that need to be addressed, that have to dv with the deliberate acts
of evasion by students or beneficiaries of the program.

None of the people you are talking about here who have pled
guilty are beneficiaries of the program Ry virtue of being the
people for whom the program is intended. :

Bell & Howell certainly is not a student. The college financial
aid officer, a simple case of plain, clean, embezzlement.

It happened to be the only thing that that thief could steal was
Pell grant money, but he is nevertheless cltaracterized by your de-
seription here as a thief, who stole something that happened to be
student aid. It didn't have anything to do with abusing the pro-
gram.

The next one ». the president of a proprietary school who appar-
ently fulsified some kind of information to qualify somebody to re-
cetve some kind of money, you are not at all specific about it,
except to say that it related to 134 Pell grants.

What I am interested in is it is believed by some people in this
aty and certainly by spukespersons for the administration that
there is rampant in the Government abuse of Federal programs,
fraud and abuse is generally referred to. ‘

\
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One of the programs they tick off all of the time in a general
sense is student aid. I note that apropos of the chairman’s question,
when you talk about cost disallowed or questioned amounting to
25.3 million, you then qualify by saying the vast majority of these
reviews were financial and compliance audits of the campus-based
and Pell grant programs. .

Inasmuch as you spend all of this time looking for fraud and
abuse, and using your own words, devoted a major portion of your
resources to it, don’t you have some examples of students ripping
off the system you can tell us about?

Mr. THoMas. Yes, sir. The items listed in the prepared testimony,
Congressman, just to try to illustrate some of these different cases.

We have in the latest semiannual report sent to Congress a laun-
dry list of the types of cases that we had and I w.uld be happy to
go through some of those, if it would help. ’

Mr. Forp. Let's see if we can get to students abusing the pro-
gram. Tell me how often you found abuse and what kind you
found?

Mr. THomas. We have a case in the Northeast of an individaal
getting guaranteed student loans by using a fictitious ».ame and
sucial security and birthdates. A series of loans by falsifying the ap-
plication forms.

Mr. Forp. Hasn't he, by what you said, committed at least two
and possibly three felonies? y

Mr. THoMmas. Yes, sir. And has been sentenced for that and gone
to jail. It is a student.

Mr. Forp. That is not some kind of fiaud and abuse going undis-
covered and unhandled, we have this jasper in jail, dn’t we?

Mr. THomas. We have that particular one, yes, sir. If I can char-
acterize perhaps a group that happened in the State of Rhode
Island, we had a joint investigation there with the Immigration
and Naturalization Service. :

We were concerned about illegal aliens taking advantage of both
the grant and the loan program and, working with the U.S. attor-
ney, we had a single case which resulted in indicting 27 individ-
uals, in one locale.

We presently have a major project going on concerning illegal
aliens taking advantage of these programs, who are not eligible in
other parts of the country and we should be seeing the fruits of

. that investigation in the not-too-distant future. '

Mr. Forp. Yru are saying that some aliens have been sneaking
into Rhode lsland to get a college education? Were they legally in
tle country?

Mr. THoMas. I beg your pardon?

Mr. Forp. Were they legally in the country?

Mr. THomas. Illegally in the country.

Mr. Forp. Whether they are legally or illegally in the country,
they might not be eligible anyhow because we do have very strange
citizenship requirements in some of the programs. What kind of
program were they ripping off? i

~ Mr. THomas. This particular one was Pell grant and guaranteed
student loans, 27 individuals we are talking about here.

15
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Mr. Forp. They got the guaranteed loans by telling the bankers
that—or not revealing to the banker that they had snuaked H4Cross
the border?

Mr. THoMmas. Yes, sir.

Mr. Forn. Maybe I shouldn't make that assumption. These
weren't Haitians and Cubans, were they?

Mr. THomas. No, sir, they were not,

Mr. Forp. Where did they come from?

Mr. Tuomas. Most of this particular group of 27 individuals came
from two or three countries in Africa.

Mr. Forn. Where else in the country do you expect to find the
additional people in this classification? You said that you have a
continuing investigation going with Immigration people?

Mr. THomas. Yes, sir.

Mr. Forp. How are you going about that?

Mr. THomas., We are working with the universities and we are
working with the Immigration people to try to ascertain whether
the individuals are, in fact, qualified for the student grant program
by being a citizen or by being—I think the term is, having an ade-
guate green card.

Mr. Forp. What if they are a permanent resident?

Mr. Tuomas. Tean't tell you all of the details of eligibility off the
top of my head. But the cuse here is that these people are Ll(’all)
inzligible for the program.

Mr. Forp. Without trying to be impolite to you, the American
public is entitled to get to the bottom of this. We created a Com-
mission last year to look at student aid programs. I have been more
than u Little distressed in the recent years with the number of in-
stunt experts who write in broad-bushed strokes about all of the
fraud and abuse that goes on in these programs.

You are telling me out of all of these resources you use, you have
been trying to find out who is a legal resident and you have been
concentrating time on trying to find that kind of abuse?

Mr. Tiomas. That is one of the areas we are looking at, where
we have had——

Mr. Forp. How much have you produced for the Government vut
of this investigation? )

Mr. Tuomas. We have L™ people who have heen indicted, I be-
lieve about 19 of whom have been convicted at this point in time.

Mr. Forp. Did you recover any money for the Government?

Mr. TuoMas. Not from those, no, sir. Hopefully we will have
avoided paying those individuals lvans and grants 1n the following
years by having caught them early in their efforts.

Mr. Forp. Tell me about another kind of student abuse.

Mr. THoMmas. We have one situation which is an ongoing investi-
gation now, which we have some early results in where individuals
are falsifying applications for Pell grants and it works something
like this. An individual will go on the college campus and look for
students and tell those students that he will help you get a grant.
They will take the information from the student, fill out the appli-
cation form.

The application form will go in, the student will receive back an
eligibility review form. They will then go and get the grant.

9
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The grant will theu be shared with the person who helped the
“student talsifv the application report.

We are presently working in three or four States on this particu-
lar activity. ’

Mr. Forp. What 1s the violation involved in that case you just
mentioned?

Mr. Thomas. Falsifying a document and getting benefits to which
people are not entitled.

Mr. Forp. You have not prosecuted that case?

Mr. THoMmAs. We have not prosecuted the case.

Mr. Forp. The people doing the falsifying here and the person
that is getting the illegal benefits is not the student, it is some
third-party hustler?

Mr. THoMmas. They are both illegally getting the funds.

Mr. Fory. The student, to thé¢ extent that the student was
conned into believing he needed help to get the grant, participated
in this, but the illegal benefit that inured to somebody who
shouldn't receive it was the other guy, wasn't it?

Mr. Tnomas. They bought it illegally, Congressman. Whether or
not the person was conned into it or whether or not he was aware
is subjective, I think.

Mr. Forp. If they picked a poor fellow off of the campus who had
all of the churacteristics of an eligible Pell grant recipient and had
him fill out the application and presented it for him and then took
a cut for the service performed, how did he get the Pell grant if he
didn't have the proper characteristics to be entitled to it?

Mr}.\ Trouas. He falsified the statement. The person that filled
out the——

Mr. Forp. He did not, indeed, have the characteristics—

Mr. THoMas. Did not have the characteristics of an cligible re-
cipient, yes.

Mr. Forp. Was he a student?

Mr. TroMas. Yes, sir. Was not otherwise eligible without falsify-
ing the application.

Mr. Forp. How many cases like this have you run across?

Mr. Tromas. This investigation is ongoing in three States.

Mr. Forp. How many people like this have you found?

Mr. THomAs. We have found one person perpetrating this fraud
He has a series of people located on different college campuses that
are helping him, then you have that branched out into the students
who are either willing or unwilling participants.

Mr. Forp. You have not litizated this case, so we are just talking,
and obviously we don’t know where it is or who the people are, S0
it is going to be some kind of a proceeding.

Can you give me any other kinds of instances of students abusing
the program? It is students who abuse it that I really want to go
after, you understand. Because those are the people that we read
about all of the time.

Mr. Tioumas. We have, with a particular case, an individual that
pled guilty to fraudulently obtaining a $2,500 guaranteed student
loan. -

We have now found that that person has been involved in a
sertes of such fraudulert activity at different universities and we
have also found that in this same type of thing, there are as many
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as 13 additional prople being pursued at the pres.-at time--the cor-
tinuation of the same investigation,

Mr. Foru. This perfson who fraudulently obtairned more than o
student loan or a student loan, what was the <lement of fraud in
volved? Did he lie about his family income? Di. he lie about being
a student in attendance at the college, or did he lie abuut hos ke
was going to use the money?

Mr. THoMas. | don’t have that information in front of me, Cen-
gressman. I apologize for that.

Mr. Forp. You see, that seems to me to be exactly what is at the
core of what this committee has to do. Ii w do not have adequate
safeguards in the law at the present time to prevent fruud aad
abuse, we ought to be legislating them.

It is not very helpful if you say in some general way this petson
got a bad guaranteed student loan but you don’t know what is bad
about it. You don’t know whether they lir1 about their statu. 2s a
student, with respect to the institution, their qualifications w-n re-
spect to the fumily incoine, or, in fact, f they used a phuny name
or whatever?

Mr. THomas. We have that informetion. I just don't hai~ it in
front of me.

Mr, Forn. How many of those kinds of things have you run into?

Mi. Tromas. I don’t have a number, I have an example that hap-
‘pened during this last 6-month period.

Mr. Forp. Do you have more than one?

Mr. THomas.y I don’t have more than one, other than what I
listed here. .

Mr. Forp. I have gone well beysnd my time, I apologiz: to mem-
bers of the committee. I would like to come back later.

Mr. Simon. Mr. Erdahl.

Mr. Erpanr. Thank you, Mr Chairman, 1 was just gouing to ask
the gentleman from Michigan 1¢ yield in his little jousting match
here, because I think what we are getting at is. the stereotype, that
many people from the media report when they talk about fraud,
abuse in the student loan progsam and the defaults.

My understanding, I think, that many people have is that an eli-
gible student gets either a Pell Grant or a guaranteed student loan
and then, to use the vernacular, the kid bugs out and doesn’t repay
the loan. "

I think that is a commc 2ssumption many people have. I think
the administration gives that impression. I think the media does. I
take it ycu have picked some isolated cases to make examples and
I accept them as such, but what can you tell us about the eligible
recipients of the loans, whu just don’t bother t¢ pay them back?

I would assume that is the real big part of the whole problem?
Am I right?

Mr. THomMas. That is a part of the problem, yes, sir. I think that
the pecple who are following me here would be in a better position
than I to address that particular issue.

We are, 2 or 3 years ago. the Department of Health, Education
and Welfare did « match program trying to identify those people
whe worked for the Federal Government, who had loans but had
not repaid them.




11

They found-a large number. We presently are in the process of
getting ready to do that again, trying to identify people who are in
a particular program. namely Federal employees who have these
loans and are not repaying them so we can make extra efforts to
make collections. . -

In addition to that, there is the normal collection effort which
the student financial-aid program people are going about and
which they now have contracts with outside contractors to pursue.

So they are intensified in the last year or so, they have intensi-
fied significantly the effort for trying to make those collections

Mr. ErpaHL. Could you tell us what the magr.itude of those de-
faults might be? Or maybe we have other witnesses yet this after-
noon that would supply that information?

Mr. Tuomas. If [ may, I would just like to defer to the witnesses
following. I am sure they could provide that to you.

I don’t have it in front of me.

Mr. ErpanL. I happen to endorse the concept that we should not
abandon the guaranteed student loan program or the Pell Grants. |
commonly give .he example of the local banker back home; if he
has trouble in collecting or with loans, he doesn’t quit making
them. He does a better job of collecting.

I think we have the mechanism in this country even though it is
tough to use the Federal income tax and maybe there are legal
questions involved in all of that, but it seems to me we are defravd-
ing not only the Government, but also the bona fide recipients of
the program if we don’t do a better job on collecting the loans.

Later on today, maybe we will find out how to deal with that
program. -

Mr. Thomas. I think one of the significant things the Depart-
ment has been doing recently has been to issue proposed regula-
tions putting a little more pressure on the institutions to do a
better job in this collection process.

I think those regulations are now outstanding and I am sure
they will be discussed later.

Mr. Forp. Will the gentleman yield for a moment?

Mr. ERDAHL. Yes.

Mr. Forp. It seems to me the last Congress, we specifically
changed the law to authorize the Internal Revenue Department to
give the Department of Education the last known address that In-
ternal Revenue has on the student-loan person who is in default.

Is that being used?

Mr. Thomas. I think it is being used in the collection process.

Mr. Forp. Thank you. -

Mr. ERDAHL. Mr. Chairman, just one other question. One of the
things that I had thought about, we also talked about that last ses-
ston. I wasn't sure if it is being implemented or not. One of the ex-
amples in your report concerns a rather large company and in-
volves a considerable amount of money. Good auditing in such situ-
ations would be one that is cost-effective for the Government.

The question I would have is how does your Department stand as
far as available personnel. We hear of some reductions in Govern-
ment employees. Are your auditors being RIFed; I guess to use a

_ word around this town, reduction in force?

Is that going to be a problem?
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Mr. THomas My auditors are not presently being RIFed, Con-
gressman, We started this calendar year with a staff of about 202,
Our ceiling at that point was about 304 total staff.

At the present time, our onboard staff is 272, so we are down
about 30 people, roughly 10 percent. The continuing resolution
with the cuts, as we are new carrying it out, will require that my
staff go down in the vicinity of 235 to 260 in order for me to contin-
ue to carry out any kind of an operation.

Because of the severe problem that we are having with onboard
staff, relative to the amount of money available, I have now in-
structed my regional inspectors general that when they finish the
current audits they have ouistanding, that they are presently
working on away from their duty station, they are to return to
their duty station, and try to find audits to be done at the duty sta-
tion becuuse we cannot afford to continue to pay travel costs.

Mr. Erpane. I think that raises very serious questions because I
think your brief report here makes an argument for the success of
your vperaticn. I think that most of us and certainly on this com-
mittee who are committed to maintaining adequate student pro-
grams would also be committed to rooting out, to use the term we
hear around this town, any fraud, waste, mismanagement that
oceurs.

Can they do the job if they are restricted to home base, so to
speak? I would think it would be essential that they be out in the
field to do their job? }

Mr. THomas. They have to go where the problems are, Congress-
man.

Mr. ErpaHL. I thought you just said you were guing to tell them
that they can't travel at all.

Mr. THomas. | have to, I can't pay them and it is a criminal pen-
alty if I spend more funds than I have available, Consequently,
they will have to do audits at the site where they are located. even
though those are not the primary targets of where we found prob-
lems that exist. , '

Mr. Erpanr. I think you have outlined a very serious problem,
not one of your making. I hope that someone else in the committee
or myself follows up on this last point because I think it is rather
critical.

Mr. SimonN. Mr. Peyser. .

Mr. Peyser. Thank you, Mr. Chairman. I was just thinking as I
was listening to you about the inability of getting your people out
that this is a part of the President’s progiam on volunteerism. We
could run an ad and ask these people to come in who have been
abusive,

Mr. ErpanL. [ think you are heading for the Presidznt’s cabinet.

Mr. Peyser. Well, you know, seriously, I am upset. I read the
report ard I have listened to your comments and I am trying to
figure out what your office has really dune that relates to the prob-
lem. I looked down at the bottom the next-to-last page which says,
cases referred to the Department of Justice.

I assume this is of a culmination of the work that your organiza-
tion has been doing. It says that 118 cases have been presented to
the Department of Justice, of which 72 were aceepted, su 1 gather
that means 13 were not considered worthy of prusecution. Of the
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72, 5n ndictments have been returned and 15 have negotiated
guilty pleas or been convicted. ’

Can you break down, of that group, whether these were students
who had somehow cheated the Governfhent in these programs or
whether these were financial-aid officefs, members of financial in-
stitutions or how does that of the gfoup that we come down to,
does this figure of 43 break down as to who was who? What is the
percentage of students and what is the percentage of other people,
financtal aid people or college presidents, or whoever else has been
cheating the Government?

Mr. Tiomas. I don’'t have a breakdown of those numbers exactly,
Congressman. Of the 38 indictments, the majority have been stu-
dents [ say the majority simply because, in the one case, we had
the 27 illegal aliens.

Mr. Peyser. Are they included in that group?

Mr. Tromas. They are included in that group.

Mr. Pevsir. So if you took the 27 out of there, you are really
down to 31 other people?

Mr. THomas, That’s correct.

Mr Prisir. Out of the 31 other people, what would you say the
percentage of students are?

Mr. Thomas. The percentage of students is, it would just be a
puess on my part, [ will venture a guess to say perhaps 25 or 30
percent. One of the things that we find is that an individual stu-
dent. an wndividual student, ever though he or she commits a
fraudulent loan n a one-time case, they are generaily not prosecut-
ed. ,

This 1s so of those cases that were not exempted from prosecu-
tion. The U.S. attorney. in looking at his or her priority schedule,
generally will not prosecute a single student for a single fraud

Mr. Peyser. Well, let me ask a question.

In your opmion, having done this investigation and even though
it 1s still ongoing, do you feel that based on what you have uncov-
ered. that there are flagrant student violations of the Federal grant
proprams and puaranteed student loans based on what you know
now?

In other words. let's start off with flagrant and if you don’t think
they are flagrant maybe we can define it down into another word
that would be more understandable or more acceptable.

How would you categorize it based on what you know?

Mr. Tiosas. I would say that from the information that we have
available and the mvestigations that we either have completed or
in process that there are a large number.

Flagrant, I think. would probably be an overstatement.

Mr. Peyser. How would you qualify large number? Would you
want to put a percent figure on it? )

Mr. TioMas. No. sir. There would be no way for me to do that,
Congressman, because the only cases of fraud or abuse that we
have are those that we know about.

Mr Peyskr. Is there a pattern? Because you know. I believe, that
vou have a little over 5 million students involved in the Federal
grant programs and the guaranteed student loan program,

-&\j
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And, a5 Mr. Ford mentioned before, the image that has been cre-
ated by the administration’s statements is that out of these 5 mil-
lion people ripping us off.

The rich kids are ripping us off, the poor kids are ripping us off,
and the program is like a sieve. We are not getting anything back.

Now, we have never been able on this committee to find informa-
tion to substantiate that belief and in reading your report, I cer-
tainly don’t get the feeling on the cases that you are citing and on
the information you are giving. Where you cite one student here,
and one student there and there are aliens that are cheating us,
and that this is something we can condemn a program over.

I mean I don't get that at all. Maybe I am misreading what you
are saying here but I understand you have nearly 90 people as-
signed to working on this. Is that correct?

You indicate 25 percent of your staff is invoived here and you
mention 370-some people, so I agsume that maybe you have 90 of
your people involved in this investigation?

Mr. Tuonmas. Of the city investigation; no, sir.

Mr. PeysEr. How many people were involved in putting the in-
vestigation togetner? ;

Mr. THomas. You are talking about the investigation of the il-
legal aliens?

Mr. Peyser. Oh, no, about everything. Of all the 172 cases that
we have come up with that the Justice Department has taken, I
gather that there has been a lot of investigating going on.

I am trying to find out how much investigating. - .

Mr. THoMAs. We have a nationwide staff, including management -
and secretarial and investigators of about 70.

Mr. PEYSER. So 70 people have been involved full time in this op-
eration?

Mr. THoytas. That is correct. . )

Mr. Peyser. And out of all of those people and all that work that
is going on we seem to be coming up for each one of them we have
got one case that has been accepted by the Justice Department.

My feeling is that there is not a great deal out there. You say a
large number and say 70 people, over how long a period of time has
this investigation been going on for all of these things?

Mr. THomas. We have been in business since May of 1980 and I
came to the Department in the fall of 1980 and that is when we
began to put the staff together. . o

Mr. Pevser. So for nearly 18 or 20 months, with 70 people work-
ing full time with the whole country involved, with over 5 million
students under the program, not counting other student aid pro-
grams, it seems to me like we have come up with a handful of
cases, and these are people who are not just abusing. They are law-
breakers, people who are outright breaking the law and doing it
with full knowledge of what they are doing.

I think if that is the case, Mr. Chairman, we are doing much
better than I thought we might have been doing on these pro-
grams,

Mr. Sison. Would my colleague yield?

Mr. Pevser. I will be glad to.

Mr. Simon. Let me follow up.

&1
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As I read the costs disallowed and questioned, I assume when
you say questioned these are things where there is a question of
Yyhat is right or wrong, it ameunts for the fiscal year to $253 mil-
ion. .
Since the total program costs about $6.4 billion we are talking
about less than one-third of 1 percent of the total when we talk
about costs disallowed or guestioned.

Now, that does not include the student default problem, I recog-
nize.

From your experience in other departments or as you talked to
other Inspectors General, it strikes me that this maﬁ be an excep-
tionally good record rather than one that we should hang our head
in shame about. Or am I reaching some conclusions that I should
not reach? * ‘

Mr. THomMas. I don’t think you are reaching conclusions that you
should not, Congressman. I think that the dollar amounts that are
showed are the result of audits for a l-year period that have been
done primarily by independent public accountants of the student
aid programs.

*, The numbers that you have recited, the $25.3 million, reflect
that effort.’

Myr. Simon. Thank you.

Mr. Bailey.

Mr. BaiLey. I have a couple of guestions for you, Mr. Inspector
General. And I would like to preface this by telling you that we
have had some rather heated discussions on the committee con-
cerning misapplied or that word in the law that seems to indicate
that a substantially wealthy person might obtain funding for their
college student and instead of applying that to the college student’s
education might simply buy money market funds in order to take
advantage of the low cost.

And we have made certain changes in the law during the last
session through the resolutions among much wailing and moaning
all)_mét whether the remaining need or income limits should be ap-
plied.

As Inspector General do you look at income limits or remaining
needs as an aid in inspection toward misapplication of funds or is
that misapplication so difficult to determine that with your 70
people nationwide you have to realiy go after the larger cases?

Would you care to comment about that?

Mr. THoMAs. The investigations that we have done are primarily

the result of some kind of allegation that we have received of

wrongdoing. And as a consequence, generally speaking, there has
been a reason to believe on somebody’s part that there is some-
thing wrong before the case comes to our attention.

The 70 people that you mentioned and I believe Mr. Peyser men-
tioned earlier relate to the number of people that we have through
all the programs not just the student aid program, although the
majority of the staff is involved in the student aid activity.

Mr. BaiLey. Do you have other activities that yoy are working on
in addition to these?

Mr. THomMas. Yes; that is right.

Mr. BAILEY. And -as you indicated, you cooperate with the Justice
Department. You really don’t have time, manpower or incentives
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to go after individual people where it might be very, very difficult
to prove that they misupplied money, whether they really were ap-
plying this money as people indicated, whether they bought a
sports car with or not, even though that is the intent?

You don’t have the iools to accomplish that, do you?

Mr. THoMAs. It seeins to me, Congressman, that there may be
two issues here that you are dealing with.

Let me see if I can separate them in my own mind. If we did not
have an indication that a person obtained the funds through an il-
legal process then we probably would not look at how the funds
were sper-t at all as part of our’ investigative effort.

So it would only be in followup of the purson who had gotten
those funds illegally that we would be involved irr a specific student
loan or grant. And our concern there would be primarily on wheth-
er or not there is any criminal act committed by that individuals
obtaining those funds from the federal system as opposed to where
those funds were used. .

Now, as a general rule we would not have gone out to look at a
case and see whether or not a person had used the money for
money market certificates or for a sports car unless there was an
indication that he had obtained those funds in an illegal fashion.
That is not the kind of thing that we would normally do.

Mr. Bamry. And that, I think, is of substantial public cancern
about the college program.

Thank you for your comments. I hope that if you uncover during
your investigation of these large numbers of doubtful claimants
that your iaspection procedures indicate better reforms that we
can make. )

I hope that you will centinue to indicate those to this committee.

Thank ycu very much.

Thank you, Mr. Chairman.

Mr. SimoN. Mr. Weiss?

Mr. Weiss. Thank you very much, Mr. Chairman.

Mr. "nspector General, is the investigation or foliowup un default
at al{ t?ouched upon by your department or is that handled by other
people? _ - ]

Mr. THomas. That is generally handled by other people. We
would do an internal evaluation as part of the process of internal
audit. We have not yet done that.

Mr. Werss. I think that the reason that you are feeling some ex-
pressions of frustration is not because of your work but because of
the political use to which this whole issue has been put, allegations
made without substance, distortions, so that when you read the
headline you get one impression.

You read the story in the press and you get an entirely different
impression.

As far as I am concerned within the realm that you have been
assigned to do work, you are doing good work. And what you, I
think, are demoncstrating, and you can tell me if I am correct, is
that which has invariably come forth in all the IG investigations
which is that the bulk of the fraud is not by the recipients, that is
the heavy fraud, the fraud that costs money, but by some element..
of providers or third parties who decide that they are going to get
in the gravy. And that, in essence, is what you have found as far as
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the cases that you have sent to the Justice Department as far as
the dollar value of the cases that you referred, is not that so?

Mr. THoMAs. [ would say that is very definitely so; yes, sir.

We have focused, in sume cases, on the institution, on a particu-
lar proprietary school that has abused the system and, therefore,
all the students or the majority of the students for that institution
And those are the kinds of cases that we have worked with with
the Justice Department. Those are the cases which have taken the
largest portion of our staff effort.

Mr. Weiss. The Bell & Huowell case, it is haid to really under-
stand what that case is about but apparently almost 34 million is
bemng returned to the Government that was improperly gained by
that company or officers of that company; is that correct?

Mr. THoMAS. Yes, sir.

Mr. Wess. And through some kind of fraudulent or inappropri-
ate illegal means, yes?

Mr. TrHomas. Yes. ‘

Mr. Weiss. And then you cite some examples of problems.and |
am shocked that in the first instance the excess interest was taken
by the Stat¢ guarantee agency because it was, in your words, “al-
lowed by current regulations.” ¢

So that was not an abuse of the system but a vagueness in the
regulations which appropriately and properly allowed that agency
to choose whichever system was more beneficial to it; is that cor-
rect?

Mr. Troaas. That is correct. They were options of different
kinds of processes and the agency to whom the loans were sold
used one and the one to whom the loan was made used another
and it resulted in different results for a period of time.

Mr. Wess. And it is perfectly within the law and you have inade
recommendations to tighten that up so it does not continue?

Mr. Tnomas. That is right.

Mr. Wuss. And the last item, the cash management practices ap-
parently you suy there may be 511 million in excess interest costs
involved.

[ assume that that, too, was money that was retained properly
but to the detriment of the Federal Government; is that correct?

Mr. Tnomas. It was obtained properly i1 one context. Even
though there are rules that say you should only draw down a short
period of time for usage and, in fact, greater amounts were drawn
down. So as far as an illegal act it was not an illegal act It was a
judgment call, I would say.

Mr. Weiss. Right.

Mr. Tuomas. That report has not been issued yet. We have
wssued drafts and generally the management of the department
supports the recommendations that they are making and we antici-
pate that this will be tightened up.

Mr. Wess. Have you had discussions, incidentally, within the de-
partment as tu what happens to your operation upon dismantling
of the department?

Mr. THoMas. It is my understanding that a decision tas not been
made as to exactly what kind of reorganization will come about In
my formal discussions | have an indicotion that if there is a new
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educational vrganjzation that there will be an Office of the Inspec-
tor General within such an organization.

Mr. Forp. Will the gentleman yield?

Mr. WEiss. I would ve pleased to yield.

Mr. Forp. After reading the other day that there are some $600
million this year in oil and gas royalties that were not paid on
Indian #nds and other Government-owned property that maybe
the Interior Department could use your 70 investigators over there
because you could really collect some money for us 1f' we put you
over there.

Thank you.

Mr. Weiss. Together with the Department of Education?

Mr. Forp. Well, they are not making much money here but it
looks like you could pick it up by the hundreds of millions over at
Interior if you catch these guys who are plugged into our Indian
lands and not paying for the oil.

Mr. BaiLey. We will call it the Oil and Gas and Indian Education
Foundation.

Mr. Weiss. But I gather that they are scheduled for elimination,
lt(oo So maybe you will go mto business for yourselves, I don't

now.

Thank you, Mr. Chairman.

Mr. Simon. Mr. Thomas, if I may Just follow up on the last ques-
tion by Mr. Weiss, this $11 million in excess interest, in your
report I note that you refer to this as caused by poor cash manage-
ment practices in student financial aid programs.

From your observation of personnel we have 'in these programs
operating like this, do we have a good balance, and I hope the
bookkeepers in here will forgive me, between hard-nosed bookkeep-
ers and education policymakers in the office so that we can aviud
this kind of a mistake?

I would just be interested in your impression.

Mr. TroMas. I don't have any reason to think otherwise, Con-
gressman. You are talking about now, in the department?

Mr. SiMoON. Yes.

Mr. TnHoMas. The people that I have been working with have ex-
pressed an extreme amount of interest in taking actions and they
demonstrate to me the ability to take those actions so I don't have
any reason to think otherwise than what you said.

Mr. Simon. Have you, in any way, received any political pressure
to do or not to do things as an Inspector General? It is just a very
general question. 3

Mr. THomas. Absolutely not; no, sir.

M. Sivon. Then, finally, and this has nothing to do with the im-
mediate questions in front of us but one of the bills that is before
this subcommittee is one that affects DQ University, an Indian uni-
versity in California.

My understanding is that you have some studies going on regard-
ing that institution. Are you at liberty at this point to indicate
what those studies show or can you indicate how soon the subcom-
mittee can have the results of those studies?

Mr. Tuomas. The basic field work, Mr. Chairman, has now been
completed and the staff is in the process of bringing together a
draft report.
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- My feeling is that until such time as we have had them bring
together thut draft repurt tu make sure that the points are well
stated and well founded that at that time we will be giving a draft
of that to the auditee, in this case DQ University, for them to go
over and make sure that they do not have any additional informa-
tion which we did not have access to or did not consider in our
audit process.

And once we get that information then we would be happy and
willing to sit down with you or your staff and share with you the
results of that.

Mr. SiMON. So we are talking about 6 weeks, roughly, or what
kind of timeframe? ‘

Mr. TrHomas. I would say eround 6 weeks would be satisfactory.

Mr. Simon. Mr. Ford?

Mr. Forp. The first question is, have you encountered any abuse
of the student financial aid programs that you have no. been able
to reach legally? g

In other words, do we have any gaps in the law? Is it possible to
abuse the program and not violate the law?

Mr. Tromas. Off the top of my head, Congressman, I can’t think
of anything that would fit that category.

Mr. Forp. Well, one of the.problems we have and I have read the
sections of the law to so many Members of Congress that I really
ought to remember it. .

On October 3, 1980, we added to title 20 United States Code, sec-
tion 1097 Criminal Penalties, and made it a felony, as a matter of
fact, for people to do the kind of things that have been described in
your examples even when those things would also be a violatian of
State laws such as the embezzlement you talked about.

Obviously, the person who did the embezzling could have been
prosecuted in the State courts without the Federal statute but the
statute says that: .

Any person knowingly and willfully embezzles, misapplies, steals or obtains by
fraud, false statement or forgery, funds, assets or property provided or insured

under this Title shall be fined not more than $10,000 or imprisoned for not more
than five years. or both.

I still find that as a result of new people in the administration
assuming that no one in Washington ever cared before they got
here whether people violated the law or not that they don’t know
that it is a felony to do the things that they say are being done on
a wholesale basis out there by young people who are abusing the
program, . B}

And if you run across a case where you see an abuse and the
U.S. attorney is telling you that we have not got tough enough
with 3 years in prison and $10,000, I hope you will let us know so
we can toughen,the law up, because Mr. Simon and I are two of the
great law and ogder members of this body.

In your report submitted earlier, the semiannual report to Con-
gress, after reviewing the numbers of things that you were doing in

the Office of the Inspector General, on page 23 you have a heading®

STUDENT FINANCIAL ASSISTANCE
Student Financial Assistance programs are administered by the Office of Educa,

tion to provide financial aid for individuals or training beyond a w..th school level ™

>
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Financial ad poovaded oy LS represented about 36 1 billii in g1ants, interest on
loans. guaranteed loans and earnings on work study programs

Then you go on to enumerate the problems that you found, the
first une, 1a1 different interest computation methods in excess of in-
terest payment and you indicate that the Depsrtment of Education
paid $346,000 in excess interest during the period April 1977 to
September 1980 because of the different interest computation
methods used by the lenders und the Student Loan Marketing As-
sociation of this State.

We estimate that as much as 34 million in excess payments may
have been made nationwide from 1975 to 1979, $4 million over 1
years. But, nevertheless, that appears to be an auditor’s quibble
about how bankers compute interest, something that would prob-
ably be incomprehensible to me if you tried to explain it to me,

“tbs Poor cash management practices in student financial aid
programs resulted in unnecessary interest costs of $1.3 million.

"ic) Abuse of student financial assistance programs by two pro-
priﬁtar)”cullegva resulted in termination and proposed fines of $3
million.

And then, "), erroneous interests of $2 million paid by ED. The
Education Department erroneously paid lending institutions $2
millivn 1n interest for loans that they paid to the Student Aid Mar-
keting Association.””

Again, it sounds like the bankers and auditors are quibbling
about what is right. They don’t allege any illegal activities here. It
appears that the administrative errors here cost far more than any
of the cases you have enumerated with respect to fraud and embe:z-
zlement. ;

That, indeed, the argument about the interest rate differences
here totaled more millions of dollars than all of the cases you have
enumerated of people who have been discovered to have deliberate-
ly stolen from the program.

. “e), ED. overpaid State agency 352 million for losses on defaults
of guaranteed student loans.”

Again, an argument between the State-guaranteeing agency and
the Office of Education on what the proper amounts would be.

What I find here is in this report not one single mention of the
misapplication of funds such as Mr. Bailey mentioned a few mo-
ments ago as one of the things I came across.

Although in this report you do talk about the 27 aliens and it is
interesting that today you talk about them as illegal aliens but in
your report to the Congress you did not call them illegal aliens,
you called them nonresident aliens.

Can you tell me what the difference between an illegal alien or a
nonresident alien is with respect to the student aid program?

Mr. THoMas. No, sir, I guess I can’t. I am not sure that there is a
technical difference in the terminology that was used there.

Mr. Forp. Well, there certainly is a technical difference. It hap-
pens every day in my district. I have Canadians who drive legally
across the bridge every day and work at the Ford Motor Co. Wel!,
they did when we were still making cars.

But before the depression, people drove from Canada every day
to work. They had a green card. They are nonresident uliens but
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they are legal aliens and you are using artful terms. You are the
No. 1 Inspector General over there. * ‘

These are terms of art that even a lawyer as inexperienced as 1
am can recognize have some meaning, and it seems to me that if
we have got a glitch in the law that lets people sneak across the
border i1 had better be careful because I ar. right on the Canad.an
border and those people are going to be sneaking over getting an
education at our expense. '

Now, would you find out what the difference is between the time
you filed this report, in Sentember when you referred to the 27
cases as nonresident aliens and now in your testimcny to us and
.your furmal statement you refer to them as illegal aliens and,
Indeed, does it make any differenge if they are aliens whether they
are nonresident or illegal with respect to getting the student loan?

I think that since you use that as one of your prime examples
and the only one that has any substantial evidence of students
themselves participating. in a sort of massive eifort—27 of them

It has alarmed you enough s. that you indicated earlier that you

intend to pursue this problem to other parts of the country. I
assume you are going to go to Buffalo, N.Y., and see how many
people come across Niagara Falls and go to Buffalo Communpity
College. And the University of Detroit and Wayne State University
commuting by bus from Windsor all up and down our borders.

Most of the time we talk about illegal or nonresident aliens
around this country you are talking about Mexicans, Cubans, Hai-
tians and other kinds of people who tend to irritate some part of
the population and certainly have got this administration upset
But in my part of the country the chances are 99 out of 100 that
they are nice Canadians who up until now have been our friends
and allies. .

I wish that you would tell the committee, if not now then follow-
ing the hearing, what the significance of illegal or nonresident
aliens accessing this program really is. '

Mr. THoMas. All right, sir. I will provide that for you.

[The information follows} - °

' U.S. DEPARTMENT oF EDUCATION,

OrFIcE OF INSPECTOR GENERAL,

: February 26, 1982,
Hon Pauvt Simon, ' ’

Chairman. Subcommytiee on Postsecondary Education, House of Representatives,
Waskington D.C. -

DeAr MR CHAIRMAN. This 15 1n response to your letter of January 28, 1982, re-
questing additional mformation on the activities of my office relative to audits and
investutations of student financial aid programs. The clarifying information you re-
quested and specific answers to questions raised are attached

Please excuse the delay in my response. Unfortunately, we did not receive your
letter in this office until February 22, 1982,

Sincerely,
James B. THoMAs, dr.

Enclosure ’

¥

QuestioN From Mg. SiMoN

Question 1, What 1= the difference between “questioned” and “disallowed” expend:
itures? A defimition of, your use of each term would be helpful. - -
Answer Questioned costs are costs incurred by a grantee or contractor on behalf
of ED-funded activities but, because they lack adequate supporting decumentation
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or written pulicies .. pravedures, ete, are guestiotied by the auditor. In other words,
these are custs for which the auditor s unable to eapress an opiaon regarding theur
eligibiity ur allowability ED nianagenient officials must determine what action to
take on the yuestivned custs based un the auditor’s explanation of the finding as
well as un subsequent evidence provided by the auditee that the custs were support-
able and allowable under the program regulutions. If costs questivned in an audit
repourt are subsequently determinad to be ehigible by ED munagement, the custs will
be reddassified as elyible and no finenaial edjustnient will be required by the andi-
tee If, huwever, ED management officials deternune that the questioned costs have
nut beeu properly supported ur are in fact incligible, the costs are recalssified as
disallowed and steps taken by ED mianagenent tu effect financial recovery of adjust-
ment

On the vther hand, disallowed costs are costs incurred by grantees ur contractors
uti behalf of ED-funded activities which are determined by the auditor to be Jearly
unchigible based un law, contractual agreements or ED, Stute or local agency polivies
and regulations, The auditor then recommends that ED management officials disal-
low the costs and effect financral recovery or adjustment.

QuEsTioN Frost MR. Forn

Question 1. What 15 the difference between “illegal” and "non resident” as used in
your testimuny and the Semi-Annual Repurt to Cungress? You should indicate huw
cach definition relates w elyzibility for or participation in title IV programs.

Answer In the context of both the Semi-Annual Report and my testimony, the
ternts “nun resident and Callegal” were broadly used to describe non immigrant
aliens who were ineligible for Title IV program benefits.

Eligibility requirements for student financial aid are set forth in the 1981-1982
Federal Stude nt Financial Aid Handbuok., With respect to vitizeaship requirements
essential provisions require that a student must be one of the following.

US atizen, US. national, Have an 1 151 or 1-531 1Alien Registration, Receipt
Card:, Permanent resident of the Trust Ternitory of the Paufic Islands, Permanent
restdent of Northern Mariana Istands.

It a student is not in une of these categories, then the student must have vne of
the following documents from INS:

I M Arrival Departure Recurdss with une of the following endursements. ‘adjust
ment appliant”. refugee”, conditional entrant”, “indefinite parole”, Official ducu-
mentation that he or she has been granted asylum in the U.S. ur, Other proof from
INS that he or she is 1n the U.S. for other than a temporary purpose.

In the cases referred tu in buth the Semi-Annual Repurt and iy testimony, all
aliens indicted were non amnugrant aliens wny alien whose reasun for coming tu the

*S imvolves a temporary stay that will end when its purpose has been accom-
plisheds gt the time they filed their applications fur Pell Grants and. ur Guaranteed
Student Luans and did not meet any of the elgibility requiremeits described above,
They all falsely claimed to be U.S. citizens on their applications. '

Questions From MR. Ervani,

Questivni ¢ During your testimony, you indicated that your staff has been reduced
and your travel budget restricted. What additional reductions ur travel restrictions
do you anticipate as part of the fiscal year 1983 budget?

Answer The staff reductions and travel restrictions referted to in my testimony
relate tu problenis assouiated with the Linuted funding provided under the fiscal
year 1080 continwing resolution The President’s March budget request indluded
3120 nullion, 335 pusitivns and adequate travel funds for vur office. The revised
budget included vniy 211 1 mullivn and our OMB ceiling 15 304. The cuntinuing reso-
lution, however, Linuts vur funding to $11 mallion, 16 percent less than the March
request This condition reguired that we freeze hiting, curtail promotivns, uand sig-
mificantly reduce necessary travel. Thus we have been unable tu fill vacandies as
they vwcurred o1 meet our travel needs. Our full time equivalent staff has decreased
from 0.2 in January 1951 to .o in February 1082, The fiscal year 1983 Department-
al Budget provides 304 positions and an mcrease in travel funds

Question ' In your best judgment, how much staff and travel funds dv you re-
quite tu elfectively carry out yout responsibilities with respect to Education Depart-
ment programs tassume no further changes in the programs)?

‘Answer The fiscal year 198 staffing level request of 304 is the same us vur fiscal
year 1951 and fiscal year 1952 levels. T believe this "hiold steady™ ievels 1s appropri-
ate in hight of changes we know are coning Aside from any pussible changes in
prograniz, wwonung changes indude implementation of OMB Circular A-102, Attach-
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ment P, which establishes a single audit requirement for State and local govern-
ment entities and provides that we build on these audits in any work we do The
impact on our stalfing needs froin A-102 will be unclear until we gain some experi-
ence with 1n. Changes commg also include those resulting from block grant legisla-
tion alreadiepassed for many Departmental programs. In terms of travel funds
needed, we believe the $936,000 requested in our budget will be sufficient

Question J. Could you specify what part of that staff would focus on studént aid
programs?

Answer. Our fiscal year 1982 audit work plan provides for approximately 34 staff
years of audit effort on student aid programs. This represents about 27 percent of
our available audit resources. Based on the number of allegations received and cases
opened last year. we plan to devote about 65 percent of our investigative resources
to student aid programs. This represents approximately 42 staff years

OTHER QUESTIONS .
Question 1. You cited two separate cases where the Department made excessive

payments to Guarantee agencies. Could you estimate for us how muchk money in
excess payments is made to Guarantee agencies nationwide?

Answer. At the present time, we do not have a basis for estimating all excess pay-
ments made to Guarantee agencies nationwide. Where appropriate, however, we do
project the results of individual audits to show nationwide impact In one of the two
cases cited, for example, we estimated that excess interest payments to Guarantee
agencies nationwide may have totaled as much as $4 million over a four-year pericd

Question 2. How many Guarantee agencies have you investigated” Do you have
any current ongom? audits involving Guarafitee agencies and the amounts of
monies they receive from the Department of Education or collect?

Answer, We have 1ssued audit reports on two Guarantee agencies An audit report
on a third Guarantee agency 1s in draft. We are currently doing audit field work at
a fourth agency. Our work plan for fiscal year 1982 calls for audits of four more
agencies, however, this number will probably be reduced because of the hiring
freeze and travel restrictions. In the central office, we are reviewing the current
need for advance funds provided to Guarantee agencies in the past

Question 4. Overall do you have any estimate of how much monay or what per-
cent of total Federal monies going to institutions or Guarantee agencies are exces-
cive? How much of this do you feel is deliberate fraud and abuse as compared to
administrative inefficiencies and errors?

Answer. We do not have an overall estimate of excessive Federal monies that go
to institutions or Guarantee agencies. However, regarding the Pell Grant program,
a draft report prepared by an ED Contractor entitled "guality in the Basic Grant
Delivery System " 1dentified widespread errors. This report indicated that 73 percent
of all grant disbursements were in error and net disbursements to students included
overawards of $572 milhion and underawards of $119 million or a total of $453 mil-
lion in net overawavds.

My personal belief 1s that the majority of all excess funds paid are probably the
result of admimstrative nefficiencies and errors. However, the incidence of deliber-
ate fraud and abuse may well be above tolerable levels. We do not at present have a
scientific basis for providing estimates.

Question 4. Generally, how long does it take the Department to act upon your rec-
ommendations? How actwely do you monitor whether or not your recommendations
are being followed?

Answer. Generally, the Department is trying to close all aua.ts within six months
As of January 31, 1981, 535 or 33 percent of the unresolved 1,617 reports on hand
were over six months old. This represents a significant improvement over the 1,804
unresolved audits over six months old reported as of September 30, 1981 and reflects
the Department’s commitment to remedy this problem. )

The Office of Inspector General has been actively monitorirg the audit resolution
process. In this regard, we provide the Secretary and the Under Secretary with
monthly status reports on unresolved audits along with a brief analy:is and aging
schedule of all open audits. Additionally, where necessary, we specifica'ly follow up
with individual offices that are experiencing delays or ifficulties in rosolving old
audits. Also, we are nearing completion of a formal audit resolution system which
should further improve the timeliness with which audit reports are closed

Question 5. Have you conducted any investigations into Pell Grant overawards”
Do you plan to do such an audit in the near future?

Answer. We have not conducted any audits wholly devoted to the subject of Pell
Grant overawards. We have, however, included audit steps to detect overawards in
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wur audits of the Student wd programs at apstitutions, Steps aimed at detecting
overawatds are abso aduded e the audit guide for independent public accountants
fur use in thewr audits of wstitutions participating in the Pell Grant program. These
audits are usually conducted biennrally. '

In addition, we are currently survesing Pell Grant application processing, award
validation, payments to anstitutions, and related activities i the Office of
Pustsecondary Education We will make a sinular survey at the Systems Develup
ment Curpuration, the contiactor which processes applications and produces Student
Eligibility Repurts In deternaning the speaidic scope of the subsequent audit of the
corporation, we are considering the overaward problems cited 1n the draft report on

Quality i the Basic Grant Delivery Systens” mentioned abuve. We eapect tu begin
the audit during the current fiscal year. .

Mr. Forp. Thank you, Mr. Chairman.
Mr. SiMoN. I might mention that we would like to submit some
additional questions to you, Mr. Thomas, for entering in the record.

Mr. Erdahl?

Mr. ErpaHL. Mr. Chairman, I have no further questions at this
time.

Mr. SiMoN. Mr. Bailey?

Mr. BaiLey. No, thank you.

Mr. SimoN. Mr. Weiss?

Mr. Weiss. No, thank you, Mr. Chairman.

Mr. Simon. We thank you very much, Mr. Thomas, for being
here and for your testimony.

Mr. THomAs. Thank you, sir.

Mr. Simon. Dr. Edward Elmendorf, Deputy Assistant Secretary
for Student E‘inancial Assistance, accompanied by James W. Moore,
Director of Student Financial Assistance Programs, William L.
Moran, Chief of the Pell Grant Policy Section, Joseph Vignone, the
Chief of the Basic Grants Branch, David Bayer, Chief of Guaran-
teed Student Loan Branch, and Richard Hestings, Director of the
Division of Certification and Program Review.

Dr. Elmendorf, we are pleased to have you. You may read your
statement or we can euter it in the record and you can summarize,
however you wish to proceed.

[The prepared statement of Edward Elmendorf follows.]

i

PREPARED STATEMENT 0F DR Epwarp M. ELMENDURE, DEPUTY ASSISTANT SECRETARY,
STUDENT FINANCIAL AssISTANCE, AccoMpantkDd By Janes W. Moukt, Dirkctor,
STLDENT FINANCIAL AssisTANGE ProuRAMS, Ricarp A. HASTINGS, ACTING DIkl -
ToR, DivistoN oF CERTIFICATION AND PrRoGRAM Review, Davin C. Bayer, Chikr,
GUARANTEED STUDENT Loan BRanch, Diviston oF Poricy anp Prouram Devetop-
MENT, Juskrn A ViuNoNE, Ciner, Basic GRANT Brane, aND WinniaM L. Mogan,
Cruier, PoLicy Section, Basic GRANT BraNcit

I am pleased tu have this upportunity to report to you on the status of our student
assistanve prugrams, and sumie of the managenient initiatives we have undertaken
in the Office of Student Financral Assistance.

In this acadenue year we estimate that some 5,900,000 awards will have been
niade under OSFA adnonistered programs with expenditures ot $6,063,750,000, Let
me bring you up to date on each of our major programs.

PELL GRANTS

The Pell Grant program has grown dramatically frum a nwdest progiom began in
the 1073 71 academiue sear with an appropriation of $122.1 aulliva which enabled
gradnts to be made tu 185,000 students In the current year we expect to provide as-
sistanne tu approsimately 28 nullivn students, The average awatd is eapected to be

T3R8, resulting i an estimated expenditure of $2 346 billion.

Q

As the Subcommuttee well knuws. for a period early last year the processing
system was stupped and applivations were not processed, resulting in a huge backlog
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by the time processany was resumed We can hagpily report that by mud summer,
the backlog ad been depleted and procesaing has siuee proceeded at a normal pace

We wiil begtn processing, appliations for the coming school year within 1 6
weeks A Famuy Contribution Schedule for the Pell Grant program was <tbmtted
October 1b, 1unl, and rejected by the Senate vn December 10, 1951 The develop
ment o o new scheduie was governed by provisions of the third continuing appro
priation resviutton tor fiscal year 1952 That resolution, under which we are now
operating, speaties that the 1=2 %3 Pell Grant Fanuly Contributiun schedules shall
be the ~afme as the 19n1-a2 Schedules, with the exception of certain specified modifi
cations The Continuing Resolution alse authonized the wontinued use of separate
need analysis ssstemns for the campus-based programs for the 1982 83 award year
The tal tegulations for the 1952-%3 Pell Grant Fanuly Contribution Schedules, re
flecting the directives uf the Continwing Resolution and the Resolutivn of Disapproy
al, were submitted tu Congress un December 36, 1981, and published in the Federal
Register on January 6, 1982

Consistent with the authority granted 1o the Recondiliation legislation of last
August, we will have a series of assessnient tates on parental discretionary income
The rates will range in tour steps from 11 percent tor the first 35,000 to 25 percent
for mcome above 313000 The asset 1eserve has been raised for the parents of de
pendent students and tor wdependent students who have dependents A pros ided
w0 the Senate s resolution, there will be a 323,000 asset reserve agaimst sthier person
@l assets, and 380006 against farm and. or bustriess assets Howeveo the total asset
resorves that o family an use will be hinuted to $100,000 av st all of their assets
1 addition, the tammly size offsets have been raised Ly Y § percent over those used
yn 198182 to reflect milation

Another maor modification wr 1982-X1, wousistent with the Senate resolution, is
the eaclusion ol the student's Suoial Secunity benefits and veterans educational
benefits pad under chapters 31 and 35 of utle 3%, United States Code, in determin
ing a student ~ elgaibihity wdex These benefies will, huwever, be considered in deter
mining the ameunt of o student’s Pell Grant. because the total of the student’s Pell
Grant, expected tamily contribution, Seqal Secutity, «id VA benefits may not
exceed the student’s cost of attendance

QUALITY CONTROL STUDY

The tindinss ot a Departmental Quality Control Study indicate serious errors in
Pell Grant awards The studs further indicates that most awad errors are the
result of mavcurate intormation reported on the application forn As the Committee
knows, the student wid programs have traditionally relied un self reported informa
tron—much of whith s of an estimated or projected nature Most of the errors,
therefore, are not the result of wallful and mtentional fraud and abusc on the part
of students and parents, but can be attributed to an application process with an in
herently high probability of error -

The result, however, as tound in our study, is that 11 percent of all recipients re
ported erronvous infurmation which affected their award amounts by plus or minus
two dollars or mure The total net vverpayment attributable to erroncous applica
tion data tor the 1Ru-s] academie year s 3284 nullion The reporting of items re
lating tu famuly adjusted gross income was particulary error-prone

A~ a first but sigmificant step o correcting award errors, the Department pro
poses to expand curtent validation efforts to include the requirement that all eligi
ble applants subtnt copres of the 1010 tax forms relating to the Pell Grant applica
tion

The eftort will focus on two particulardy error prune items on the student applica
tion—adgusted gross income and taxes paid The central processor will notify all ap
plicants elyable on the basis of umernified data that they must submit appropriate
10{us to the mstitution they wish to attend. The wstitution will then check the ap
pheaton against the information on the 1010 and return the correct«d information
to the central processor fut reprocessing in thuse cases where a significant discrep
ancy 1~ found  Linuting the venfication to unly two items should serve to minimize
the burden on institutior ~ while at the xame time achieve sigmificant savings in'the
Pell Grant Program We antipate the proposal would yield approximately #120
aulion 1h ~avings trom error reduction at a cost to the Federal Government of 35
nuilion 10 cential processing costs and $5 2 mifhion 1o adninistrative allowances for
education mstitutions

We have requested that 25 onilion of the program funds made available under the
Contrnuig Resolution be reprogrammed to pay for the additional central processing
conts and that institutions recenve an adminstrative allowance for $200 per verified
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application  approXimately 352 nullion in aggregate —to cumpensate them for this
ventication effurt It should be nuted that this request dues not incre we the overall
funding level for the prograni nor dues it result 1n a significant redu ‘tion 1o inds-
vidual student awards for academic year 1982-83. We would also note that we view
this as an interim solution fur the 1982-83 ycademic year. The Department’s longer
tern proposals are currently being develuped and we eapect that they will be an-
nounced along with the fiscal year 1983 budget We are hopeful that our request
will be received favorably The savings achieved from preventing these over-awards
will allow additional and increased awards for students who truly need that assist-
ance

" STATE STUDENT INCENTIVE GRANTS:

We estimate that in this schoul year approximately 307,000 students will receive
State grant awards averaging 3500 It seems apparent that this prugram has truly
fulfilled its inventive rule All states are nuw partiupating and this year total State
;fzmgt payout will exceed 398 mullion of which unly $76.75 nuiliun are Federal SSIG

unds . ~

CAMPUS-BASED

During this acadeniic year, more than $1.1 billion has been obligated under the
three campus-based programs, the College Work-Study (CWS), the Supplemental
Educational Opportunity Grant (SEOG), and the National Direct Student Loan
‘NDSL' programs We estimate that these funds will assist approxunately 1.5 mul-
lion needy students at 4,300 colleges and universities.

Specifically, with funding of 3550 million, we estimate sume 990,000 students are
being provided work opportunities under the CWS Program at 3,307 participating
institutions These students earned on an average, approxamately $600 tu assist in
meeting their expenses uf this school yeur Four thousand, twenty-four schools are
participating in the SEOG Prugram, with funding of $370 million. We estimate some
986,000 students have received grants averaging $600,

Also during academic year 1981-82 3,367 institutions received new Federal capital
contributions under the NDSL program. We should note that 340 institutions re-
quested no new Federal capital and have gone into voluntary revolving status An
additional 370 schools were denied new capital because of theu failur. to provide
due diligence in loan collections. In all, u tutal of $761,881,000 was available from
which we estimate over 790,000 students will have received loans this year.

We do continue to_experience problems in collections. As the Commuttee knows,
the GAO came out with a report last fall critical of the high default rate in the loan
program Earlier this month, proposed regulutions were issued which would prevent
schools with a default rate over 23 percent frum getting new Federal capital, except
under specific appeal criteria This measure was taken tu lessen the Likelihvod of
loss of NDSL funds, tu encourage institutions tu better manage their loan funds, and
to base awards on actual collection results rather than on institutionai claims. We
estimate that approximately 800 institutins have default rates exceeding 25 per-
cent.

Under the terms of the proposed regulations, institutions may appeal the penalty
if they can .how that the figures do not reflect their current collection effort.

In the near future, we expect to issue two additional sets of regulations. The first
would address due diligence requitements, the second would deal with loan assign-
ment specifics, giving institutions clear cut procedures for subnutting loan paper.

We would note that the complexity of program administration has increased with
the changes in interest rates, cancellation provisions and other elements of the stat-
ute While billing can be consolidated for the student, we cannot consolidate the
loans because of the different terms. Consequently, institutions must matntain
action on separate accounts on each loan made. We are consequently unable to
eliminate the burden vn institutivns as we have to some extent for student borrow-
ers.

GUARANTEED STUDENT 1.OANS

The Guaranteed Student Loan Program, the only entitlement program tn our stu-
dent aid portfolio, continues to grow —both in loan volume and cost to the govern-
ment For example, in fiscal year 1981, 3.5 million students obtained loans in the
amount of §7 7 billion - a “whopping” 32 percent increase in the number of borrow-
ers and a A0 percent increase in the amount borrowed. In program costs to the gov-
ernment, we have a similar situation. Fiscal year 1981 required $2.535 billion in ap-
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propriated funds, an wntease of 5 percent over the prior year And. unless further
legislative changes are made vers carly thes year, we project that $3,061 billion will
be required this year, assuming that 91.day” Treasury bills will average 11 73 per-
cent for the rest of this year We would note that with a portiolio of approxima*ely
520 hillion every one percent anbual chunge Treasury bill rates translates nto
S200 nuthon m program costs Obviously, in these days of economic stringency. we
must examine ways to restrict these expenditures We hope that working together
we can come up with a legislative pachage to control the costs of this program

A number of activities and problems in the GSL program warrant your attention
We have recently completed a prelimmnary study of the financial position of the 52
guarantee agencies that admuster the GSL program n every State except Missis-
sippt and North Dakota—and I am pleased to state that these two States expect to
have guarantee agencies operational this spring The incentives enacted nto law in
197 have worked There were only 26 States with guarantee agency programs prior
to the Educatton Amendments of 1976, But I think we have provided more than ade:
quate funding to the agencies to pay their operating costs, build their reserves and
cover thetr current default costs. gn addition to Federal funding for these purposes,
the agencies are permatted by Federal law to charge insurance premuins and they
recelve wnvestment income on their reserve holdings It is clear that many agencies
can now pay their own way We find 1t ext remely difficult to recommend to the Con-
gress, funding cuts that affect students and colleges while we continue to improve
the agencies reserves with more funds than they need We have to look seriously at
the way we are now supporting the guarantee agencies, especially in the area of
thetr admimistrative expenses. A letter has just been sent to all agencies asking that
thev work with us in proposing solutions to this problem

The Postsecondary Student Assistance Amendments of 1981 made two major
changes to the PLUS Program It allowed graduate or professional and independent
undergraduate students to borrow under that program and also raised the interest
rate to 14 percent for all new loans.

These new statutory changes to the PLUS program have resulted in some addi-
tonal delays mn some States in unplementing the PLUS program Program litera-
ture. applications, pronussory notes, operating forms, computer software, among
other things, had to be redesigned. In addition, the guarantee agencies had signifi-
cant other new legislative changes to implement, most on rather short notice, and
many of which required a major labor intensive effort In order to mavimize savings
of Federal dollars, we had to ask that a very short time frame be provided before
the new changes became effective. However, in doing so, we recognized that many
admustrative problemns are created for program articipants In an ideal world, we
would probably suggest considerably longer periods of time between enactment and
implementatton. Because so many students were able to obtain loans prior to the
eftective dates of the various new statutory provisions, the pressure for PLUS loans
this academic year has, to a large extent, been minimized However, as the full
impact of these new changes are felt for the 1982-83 academic year, and especially
if Congress quickly approves our new legislative proposals, the demand for the
PLUS program in every State will rapidly escalate.

As of December 31, 1981, the PLUS program was in operation in 23 States We
anticipate that 1t will be operational in every State in time for the 1982-83 aca-
demic year There are still a couple of States which require State legislative approv-
al before they can mmplement the PLUS program And frankly, there are a few
States where the guarantee agency has been dragging its feet Commercial lender
participation and interest in the PLUS program 1s also a concern Yet, for those
who are fanuhiar with the history of the (?SL program, there was a lot of “foot drag:
ging” by the States and.commercial lenders in 1965 when the Higher Education Act
was ongmnally enacted The loan volune and data on guarantee agency participa
‘tion I quoted earlier vivadly demonstrates that there is virtually no “foot dragging”

. . today m the GSLP A lot of people had to work very hard and Congress has also
responded with numeraus legislative changes to assure student access to GSLP
loans. While 1t may require a similar_effort to “seli” the PLUS program, we are
convinced that this 1s the way to go and are dedicated to making that effort

In another area—we plan to submit the GSLP Family Contribution Schedule to
the Congress m the very near future. At the same titne, this will be published in the
Federal Register as a notice of proposed rulemaking for public comment We expect
to propose that, for 1982-83, we follow essentiaily thé same procedures that are in
effect for the current academic year. the school may use the same “needs test” that
it uses for the campus-based student aid programs or it may use a short-form, table
lookup which was developed very quickly last summer with a magnificent joint
effort of Congressional staff, financial aid adwministrators, organizational and State,
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representatives and our own staff’ Because of the need to publish the Fannly Contri-
bution Schedule av a final rule as soun as possible, we do not think it appropriate to
make any significant changes to the gurrent process. To do otherwise would not pro-
vide sufficient lead time to the schools The only change will be to update the Table
used in determining a fanuly's jinancial contribution. However, for the 1983-84
year. we do expect to modify the current system. In order to provide adequate plan-
mng time we expect to publish both the 1982-83 and the 1983-&4 Famtly Contribu-
tion Schedules at the same time. The same publication will include our proposed
régulations relating to the verification of the borrower's adyusted gross famly
income 'This is part of our effort to reduce fraud and abuse 1n the student aid pro-
grams
And that brings up an additional point. The legislation governing the GSL pro-
gram has been amended so often and has become so complex that virtually no one
can comprehend it One of the niajor goals of this Adminstration 1s deregulation.
= One of the major goals of the previous Administration was to write regulations 1n
simple English Neither of those laudable goals 1s possible 1n the GSLP with the
complex legislative base we have to start from. There is much that could be done to
simplify the law and I suspect we would be surprised how much “fraud and abuse”
could be eliminated if we did We would be pleased to work with you 1 an effort to
clanfy and simplify the law. -
I would also like to highlight soine of the measures we have taken and are taking
to improve our administration of these programs and reduce the incidents of waste,
fraud, and abuse.

1

SATISFACTORY PROGRESS

As you know the Higher Education Act requires that a student be maintaining
satisfactory progress according to the standards and practices of the institution 1n
the course of study he or she is pursuing in order to receive financial aid under the
title IV student assistance programs In a recently published GAO study, the lack of
reasonable standards and adequate enforcenent at many institutions 1s cited as a
serious abuse of Federal student aid programs In addition to cases in which nstatu-
tions failed to enforce their published tandards, this study cites the use of stand-
ards by institutions which do not adequately measure students' “progress’ toward
their educational objective As an example, students at one of the institutions mn the
GAO study remain eligible for title IV aid according to the satisfactory policies of
the institution although they are never required to attain the instifution's 2.90
grade point average graduation requirement. As another example, at a studied 1nst1-
tution due to the institution's policies allowing for excessive withdrawals, a student
earned a total of only 14 credit hours during six full-time semesters for wluch she
received $11,645 in title IV aid. -

With the deletion in the Education Amendments of 1980 of the limitation on
vears of eligibility for aid from the Pell Grant and SEOG programs, the estabhsh-
ment and ¢ ‘orcement of reasonable satisfactory progress standards are increasing-
ly eritical Therefore, regulations in this area are bein developed to help ensure the
integrity of the student aid programs without encroacﬁing on the statutory preroga-
tive of institutions to establish specific satisfactory progress standards.

Proposed standards were developed and approved by the American Counall on
Education, the National Association of Collegiate Registrars and Admissions Offi-
cers, and the National Association of Student Financial Aid Adnnmstrators to assist
m _the achievement of effective self-regulation by the higher education community.

The regulations we are developing would in general simply equate reasonable
standards with the adherence to policies of good practice as developed and accepted
by the education community Adherence in general would be demonstrated by con- )
formance with the standardys of satisfactory progress set by the institution’s nation-
ally recognized accrediting agency which incorporate certain basic elements devel-
oped by the community If no agency standards exist, or 1f an institution 1s*not gov-
erned by an agency, the proposed regulation-would require the institution to 1ncor- -
porate into its standards of satisfactory progress the%asic elements developed by
the postsecondary education community. This community-based 1mtiative does not {
affect the insfitution’s statutory premfative to establish satisfactory progress stand-
ards but does provide guidelines to help ensure the integnty of the student aid pro-
gramns,

PUBLIC-PRIVATE LOAN COLLECTION EFFORT .

In March of last year, Secretary Bel'announced plans to consohdate the Depart-
ment’s defaulted Federal Insured Student Loan (FISL) and National Direct Student
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Loan (NDSL! collection elforts to just three of the ten Office of Student Financial
Assistance regional offices, and initiate contratt arrangements with private collec-
tion agencies to supplement this effort. This move was made after studies commis-
sioned both by the previous Admimstration and this Administration found that pri-
vate collectors were at least as successful as Federal collectors The internal consoli-
dation, which included all docuinentation transfers was completed in late fall of last
year.

In late sumnier of 1981, the Department published a Request for Proposals. A
number of agencies responded with proposals to meet these contract re uirements
Proposals were reviewed over a two month period following the closing date; and in
late December, contracts were awarded to Gulf Coast Services of Houston, Texas, for
collection activities associated with the Atlanta and Chicago regional offices, and to
Payco American of Columbus, Ohio for collection activity associated with the San
Francisco regional office. These contracts will result in average commissions of 29¢
per dollar collected. The imtial transfer of 60,000 FISL loans took place yesterday,
January 26 During the first year of these contracts, the private agencies will re-
ceive at least 90,000 FISL loans and 48,000 NDSL loans. The average value on each
of x'the FISL loans is $1,732.00 while the average dollar value of the NDSL loans is

Regional collection activity in fiscal year 1981 for the FISL program produced
$36,763,000 1n recoveries, compared to $10,150,000 in fiscal year 1980 under full ten
region activity. The NDSL program showed collections of $6,554,000 in fiscal year
1981 as compared to a total of $2,620,000 in fiscal year 1980 *Under the consolidated
regional structure, totals for fiscal year 1982 thus far show recovery figures of
$1.300,000 in NDSL for the fitst quarter, and $9,554,000 for FISL.

The Department’s consohdation collection effort using both private sector collec-
tion agencies and Federal collection forces began yesterday. The strategy to be em-
ployed, will include imtial regional office attenipts at converting defauﬁéd loans to
current repayment status within 120 days of initiation. If conversion to repayment
15 not effected within this time period, accounts will immediately be eligible for
transfer to the contracting agencies. These agencies will then have a 15 month
period during which specified collection activities must be performed At the conclu-
sion of that time, those accounts not converted into repayment or otherwise re-
solved, will be retuned to the Department for final close-out aétivity We will be
monitoring this new collection effort very closely Under the terms of the contracts,
each contractor will have two of our Department personnel acting as on-site moni-
tors. Their responsibihities will include resolution of any program-related problems
n addition to ensuring that mandatory collection activities are performed by the
contracting agency. .

1 would also note that we have an internal Collections Task Force at work looking
at ways in which we might further improve our collections effort.

Finally, I would hke to emphasize the fact that the Department of Education’s
responsibility for collecting defaulted student loans extends only to NDSLs which
are assigned or referred by institutions and to GSLs which are made under direct
Federal insurance—a program which is fast phasing out or which maybe assigned
by guarantee agencies under a recent statutory provision. The bulk of the responsi-

. bility for collecting on defaulted NDSL accounts rests with the schools themselves,
while GSL default collection responsibility rests with the State and private nonprof-
it guarantee agencies We are keeping a close eye on the guarantee agency collec-
tion effort and we will be proposing regulations in the near future specifying the
circumstances under which GSL default accounts will be assigned to the Dﬂ)art-
ment. We will also be proposing legislative changes allowing schools to assign NDSL
accounts to the Department earlier than the two year period now required fallowing
the Secretary to set such rules), and allowing Federal recoveries on NDSL defaults
to be reused 1 the program itself. Currently, such NDSL collections must be turned
over the Treasury Department, while Federal collectors and contractors are paid

-—  from GSL collections (thus ‘unnecessarily increasing GSL costs).

AUDITS AND REVIEWS

As part of the general effort to prevent fraud and abuse, institutions,ﬁurticipating
in the Campus-Based programs were required, beginning in 1976-77, to have regular
non-Federal audits of the programs comgleted at least once every two years A simi-
lar requirement took effect for the Pell Grant Program in 1978-79. While this work-
load has placed a tremendous strain on our review staff, we can report that the
number of audits closed rose from 643 in fiscal year 1978 to 1,800 in fiscal year 1981
Recoveries over the past four years have averaged $5 million per year We are now
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working with the Inspector General to revise the Depurtmental audit processing
procedures i vrder tu tocus atteation un significant audit findings and veduce em-
phasis un minur types of findings. This will mean that OSFA can direct attention to
audits with the more serivus problems while the number of audit reports requiring
action is kept within manageable levels.

In addition, our Program Review Branch has, since the spring of 1977, cunducted
3,780 institutivnal prugram reviews, which have yielded an estimated $51,767,281 in
liability due the Federal Guvernment. In the spring of 1979 we alsv began cunduct-

-ing reviews of lending institutiuns Two thousand, eight hundred, fuurteen such re-

views have yielded an estimated savings tu the Federal Guvernment of $24,454,649.

We would also note that since 1977, OSFA has executed 95 Limitation Agree-
ments with program participants, initiated 64 termination activns and imposed
Emergency Actions un 27 institutions to prevent the likelihood of substantial luss o°
funds tu the Departinent. Since the authority to fine institutions became effective
un October 3, 1980, we have also initiated fine actions against 12 institutions. OSFA
hay alsu been extremely successful for the past year in litigation and negotiation tu
protect the integrity of the Federal Insured Student Luan Program. Almost $5 mul-
lion was recovered through these procedures. While the List of actiuns is in nu way
comprehensive, I may convey to you sume sense of the scope of OSFA's management
activities.

I trust that this testimony is responsive tu the points rased in your l ter of invi-
tation I would be pleased to respond to any futher questions you may ha.e.
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STATEMENT OF EDWARD M. ELMENDORF, DEPUTY ASSISTANT
SECRETARY, STUDENT FINANCIAL ASSISTANCE, ACCOMPANIED
BY JAMES W. MOORE, DIRECTOR, STUDENT FINANCIAL ASSIST-
ANCE PROGRAMS: RICHARD A. HASTINGS, ACTING DIRECTOR,
DIVISION OF CERTIFICATION AND PROGRAM REVIEW; DAVID
C. BAYER, CHIEF, GUARANTEED STUDENT LOAN BRANCH, DIVI-
SION OF POLICY AND PROGRAM DEVELOPMENT; JOSEPH A.
VIGNONE, CHIEF, BASIC GRANT BRANCH; AND WILLIAM L.
MORAN, CHIEF, POLICY SECTION, BASIC GRANT BRANCH

Mr. ELMENDORF. Thank you, Mr. Chairman, and thank you for
the opportunity to appear before you and talk about some of the
accomplishments in the student financial aid program.

I have only been in Washington for 5 months now and I came
from an institution as a chief executive. I can see from where some
of the questions you might ask are coming. I think I can also re-
spond knowing we had in the Office of Student Financial Assist-
ance some of the most complex programs I think are in Govern-
ment today.

I think it is a tribute to some of the people around the table here
that I have a much different impression of the kind of people who
support our student aid programs.

They are dedicated, loyal professionals who care about students.
They cerfainly operate under very difficult circumstances. I would
say thatj they have problems which may outnumber the accom-
plishments in our written testimony but they certianly do not
outweigh them. ) )

I belive you have before you a written statement which I would
ask you| to include in the record.

Mr. Simon. It will be entered in the record.

Mr. ELMmENDORF. Thank you, sir.

We dstimate that some 9 million awards will be made to students
under the Office of Student Financial Aid administered programs
with ekpenditures coming to approximately $6 billion.

In beginning I would sort of like to give you a feeling about what
my pHilosophy is relative to student financial aid.

T think it is shared by more people than not. Basically I believe it
is th rent and student responsibility to finance postsecondary
educatidn. They have that primary responsibility. .

Whenl| the cost to attend an institution of postsecondary educa-
tion, however, is greater than the parents’ and students’ ability to
paiy, I believe there is a role for the State and Federal Government.

n filling that role, what we are trying to do is seek the best way
to combine the resources that we have to allow access to some form
of postsecondary education. Secretary Bell has set in place a set of
goals for us. I won't give you thdse goals in detail but I can simply
say that they are simplification of programs, self-regulation where
possible, consolidation when possible, cost-effectiveness and I could
go on. ¢

One of the first things we did Was try to set forth for the Office -
of Student Financial Aid a simple understandable mission. Brielly
‘paraphrased it is to administer our programs and to deliver in an

, accurate and timely way to rightful constituents the funds that you

have entrusted to us.
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The second part of that mission is to propose alternatives to this
delivery of student financial aid programs to you.

We set forth a number of basic general goals. The first of these
goals and the most important is the accurate and timely delivery of
the programs you see discussed on pages 1 through 12’in the testi-
mony “Those programs are: The Pell program, your campus-based
program, the Guaranteed Student Loan program, the Parent Loan
program, and the State Student Iricentive Grant program.

v On pages 12 through 19 our second goal is addressed and that is
to focus on the reduction of waste, fraud, and abuse in our pro-
grams. i o

.~ 1 am proud that in pages 12 through 19 we have some accom-
plishments that we are prepared to talk about today. Those accom-
plishments focus upon our ability to collect funds from students
~who have defaulted, to resolve audits prepared by institutions for
use of student financial aid funds and to, in one way. or another,
the trust that you give us to manage the funds. '

Given that introductory statement I would lik * now to introduce
those people who are with me at the table. - :

Mr. Vigrione, on my far left, is the policy branch chief for the
Pell program. Mr. Moran is the section chief in the policy area for
that program. Mr. Hastings is the diwision director for the Division
of Certification and Program Review where most of our audits, pro-
gram reviews, and validation efforts are focused.

Mr. Hastings is also on special assignment to me to coordinate
the collections effort and to coordinate the validation effort that we
would like to talk about a little bit later in the testimony.

On my right is Mr. Jim Moore who I am sure is no stranger to

.you. He is the Director of all Student Aid programs, my right
hand, my; left hand and sometimes my history because I don't have
muc* of a histery. : ,

On his right, Mr. Dave Bayer, who I am sure you all kT%w is the
policy chief in the Student Loan program.

Mr. SimoN. Thank you very much.

You say on page 3 of your statement most of the errors are not
the result of willful and intentional fraud and abuse on the part of
students and parents but became attributed to an application proc-
ess with an inherently high probability of error.

Students estimate what their family income will be? -~

Mr. ELMENDORF. Yes, sir. '

Mr. Simon. Have you done any sampling of what wouild happen
if we used last year’s income and last year's income tax state-
ments? :

Mr. ELMENDORF. I can have Mr. Vignone answer the specific
question. Let me see if I can't give you an umbrella answer. When
we talk about errors on the form of not being intentional fraud
.what we are talking about is two things. One is that the data sub-
mitted by students is self-reported That kind of information is in-
herently error prone.

The second thing and the point you are making is that we are
asking 'a student to project into the future what it is that will
happen. In one case we ask them to identify the number of broth-
ers and sisters who will be in postsecondary education 6 months




from the time thev submit the application. That is an example of
* the kind of projection of information we are asking.

Mr. Vignone, could you answer the question?

Mr. VigNOoNE. Mr. Simon, I think there may be some definition
of terms needed. We do, in fact, ask for last year’s income. That is,
for 1982 we will be asking for the 1981 tax information.

I think the thrust of your question is addressed to those appli-
cants who file after January 1 and before the family completes its
income tax forms on the IRS deadline of April 15. .

We have had some studies in the past that have shown that the
closer we get 'to April 15, the better the quality of the data. And
that i. true on both sides of April 15. This is an indication that at
‘about that time students and families have their IRS documents
ready, easy access to them, and consequently use them to complete
their application form. .

As we move beyond that date, forms tend to get lost.

Mr. SiMoN. What if you simply ask for a xeroxed copy or some
evidence of what that previous income is and if you file between
January a..d April that you go back to 1980 or a year before?

. Mr. ViGNONE. Those two questions I believe Dr.. Elmendorf will
be addressing in the specifics of our proposal. One of the mainstays
of our proposal for corrective action Is to request a student to bring
a copy of the IRS 1040 and 1040-A along with the student eligibility
report when he goes to the school for payment.

r. SiMoN. And I guess my only hesitancy there is what if the
family has lost their form? How do we handle that?

_Mr. Vienoxi. That is going to be a little sticky but in essence we
are goirg to require it. .

Mr. Simon. But you are going to accommodate that in Some way?

Mr. VIGNONE. Yes. . .

Mr. SiMon. I read this sentence as I was glnncing through your
statement here, which at first stunned me. It says, “Forty-four per-
cent of all recipients report erroneous information which affected
‘their award amounts.” ~ =

At that point 1 was a little startled and then I read the rest of
the sentence, it says, “by plus or minus two dollars or more.”

Wl})at if we instead of saying $2 or more we made that $100 or
more?

Mr. ELMENDORF. Sir, we asked that question ourselves when we
got the study. We went to a $150 discrepency and the data we have
on that shows tiat essentfally if you have—well, Joe, why don’t

“you provide that?

. Mr. VIGNONE. 17 an error tolerance of $150 were used, then 47
percent of the recipients, and I believe I am reading this right,
were paid in error but 41 percent were plus or minus $2.

Mr. Simon. So something is wrong with your statistics.

Mr. Hastings. If I understood your question it would be what
{x@rcentage of the students are within $100 of the reported income.

s that yofir question?

Mr. Simon. No, your statement is 44 percent of all recipients re-
ported erroneous information which affected their reward amounts
by I\?lus or minus $2 or more.

ow, | am frankly not worried about a $2 error. I think when we
get into $100 or $150 then you are talking about something signifi-
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cant and obviously if you go to $100 or $150, yousaid it is 47 per-
cent, then something is wrong with the statistical data t} at you are
using. :

Mr. ViGNONE. The problem I think is in the way it was present-
ed. The answer to that is that 73 percent of the recipients. were
paid in error and if you used $150 plus or minus in award error
then 47 percent of the recipients would have been in error.

Mr. SiMoN. That still does not add up. If yeu can send me a clari-
fying memo I would appreciate it.

[The information follows:)

PeLL GRANT AwWARD ERROR

When only application error 1s considered, that is, student reporting error, then
41 percent of students were paid in error within a tolerance of plus or minus $2.00.
If a tolerance of plus or minus $150 is adopted, 24.6 percent of recipients were paid
in error due to application mistakes.

Mr. SiMoN. Then, on your request for $5 million of program
funds made available the continuing resolution being reprogramed
to pay for the additional processing costs, I understand you are
before the Appropriation subcommittee on that request today?

Mr. ELMENDORF. Yes, sir.

Mr. SimonN. I have conveyed to our colleague, Bill Natcher, my
concern. I am concerned that we nibble away on it. Five million
dollars is not a huge amount in terms of the total program, but if
we start using the Pell grant program for administrative costs,
where are we going to stop? And I have to say on that basis I am
not very enthusiastic about reprograming $5 million. I would be in-
terested in your comment. .

Mr. ELMENDORF. I understand that from the tenor of your ques-
tions you would like to get into the validation que.tion immediate-
ly so let me see if I can’t give you the overview on the study and
. then get specifically to why we are recommending what we are.

The questions you asked of the Inspector General bother me too
because I have not found significant cases of willful abuse in the
program. However, we do have from a study that we have conduct-
ed for ourselves, as a result of our quality control effort, enough
nationally based and significantly determined evidence to assess
the fact that there is a great dea{ of misreporting in the program
by students. .

Our determination is that if we can correct the misreporting w
could, in fact, save $289 million in that net overaward to students.
That is a significant dollar finding.

Mr. SimoN. $289 million?

Mr. ELMENDORF. $289 million in net overawards to students
could be saved. It was our opinion that we had to take the initia-
tive and propose alternatives for savings.

We have made sever. . .uch proposals. The first was to have the
contractor centrally validate applications.

Timeliness was the issue in that case because the processor could
not make the necesary changes for 1982-83, if we did not notify
them with some degree of accuracy by December 30.

Realizing that that was not going to be possible we chose our
second best alternative and one which I personally favor; that was,
to return the authority to the institution to verify all the eligible
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Pell Grant applications using 1040 data. We would validate only
two elements. Two elements were selected because they were the
_two most critical elemenis. They are most critical in the sense that
they could retrieve for us the greatest amount of funds. The great-
est amovnt of that $289 million could be saved doing the least
«amount of work by institutions in the field.

And doing that, we estimate the cost to us, exclusive of a per ap- |
| plication verification fee of $2 for the institution, to be about $19
| nillion. That would involve additional corrections, returns to the
: contractor from institutions for new data, and telephone inquiries
| and so on. It is an estimated figure that we feel is justifiable.

At the same time, we felt that the institutions should be compen-
sated to some degree for their work. We estimated that to be agout
$2 per eligible applicant from which we derived a figure of $5.2
million to be returned to the institutions. \

Mr. SiMoN. Is time the problem in asking for that in the supple- )
mental? - - -

Mr. ELMENDORF. Yes, sir, if we expect to have that system up
and running to cover the awards for this year, we will neéd to have
a decision rather soon because we are now waiting to notify institu-
tions that this is the appropriate way to go for this processing year
We would like to effect those savings in this processing year. So,

-* yes, it is a rather critical time question.

Mr. Simon. Finally, two questions on NDSL. In a GAO report of
September 30, 1981, they report a default rate as of June 30, 1979,
of 16.04 percent. The report is dated June 30, 1981. I am a little
startled by the lateness of that date. GAO said 1979 is the latest
date‘for which datd were available. - .

I guess my question is really a.twofold one. Why doesn’t GAO get
a more recent date? What does it look like now? Don’t we have any
better idea?

Mr. ELMENDORF. It is very close to those numbers. The reason we
can't get that data in a more timely fashion is because it is institu-
tionally determined and institutionally submitted data. It comes to
us as part of the fiscal application for funds which usually is sent
to us around November. That' information is now being key-
punched and is available. .

Mr. Moore is our expert on the NDSL program and is prepared
to answer your questions in that area. . .

Mr. MOORE. Mr. Simon, the most recent data we have is for aca-

. demic year 1979-80. The 1980-81 data, as Dr. Elmendorf indicated,
is now being moved throughsthe system and will be available later
this spring. -

The institutional default rate in NDSL as of June of 1980 was
11.9 percent. I want to underline institutional default rate because
it is a term that you will see us increasingly using and that means
the default rate on paper held by all of the participating ¢olleges »
and universities.

It is true that the overall default rate in the program is 16 per-
cent. The reduction has come about in two ways. The largest part
of it 1s because institutions have assigned paper over to the Federal
Government. We now hold about one-third of a million accounts
which are being fed into our collection system.
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When those accounts are assigned to us they come off the insti‘u-
tion’s books and reduce the default rate.

The second is the fact that institutions, through their own efforts
with billing and.servicing agencies, have cured defaults that they
have been holding and that has further reduced the rate.

What we are trying to do right now is to push through new regu-
lations which with our collections effort and our general urging of
institutions to take old paper off the shelves should help institu-
tions resolve a default problem that is 15 years in the making; that
is, from the sixties and early seventies.

Having been involved with it one way or another since this time
in 1960, I have a rather personal feeling for seeing the problem re-
solve before I eventually retire from Federal service.

[ can’t retire until we get that default rate down to about 8 per
cent.

Mr. SiMoN. You may be in Federal Government a long time.

Mr. Moore. We are headed in the right direction and it seems to
me that within another year or year and a half we will have the
institutional rate down below 10 percent.

Mr. Forp. That makes it about even with the unemployment
rate.

Mr. Moore. There is a certain similarity there. I don't know
quite what it means.

Mr. Forp. They are passing each other.

Mr. SimoN. Two other questions, Mr. Moore, if I may direct this
to you. The GAO report shows outstanding loans submitted to you
of $215 million and collections of $3.8 million. That is not a particu-
larly impressive number. - ) :

Mr. Moore. That is right. And the reason for that is that at the
same time we were picking up all of these assigned notes from in-
stitutions in 1979 and 1980, we also had mounted a major effort
with our portfolio of defaulted FISL paper. That portfolio amount-
ed to half a million loans of a much larger amount.

Both of those default portfolios are in our automated system
about which Mr. Hastings can comment in much more detail. We
hope to obtain the same recovery on our NDSL portfolio.

NDSL collection actually was a manual process being used at our
regional offices which is not nearly as efficient as the contracting
system we have now. .

Mr. Simon. And then finally, let me just toss the same.question
out to you. As I was reading the Inspector General's report, it oc-
curred to me, do we have the right kind of mix in personnel in edu-
cation policymakers versus people who are watching those dollars
very, very carefully, the accountants and so forth?

Mr. Moork. I would say yes, because if one looks at the sources
of our personnel over the last 15 years, we are staffed by people
who have come from State agencies, for example, Dave Bayer from
New Jersey in the midsixties.

I came from California out of the banking community. We have
people from other Government agencies who have worked with
credit programs, a lot of the original GSL staff came from FHA
with a’lot of experience in handling long-term obligations and Gov-
ernment guarantees.

«1 ".t N
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We have a number of people with DP background, with account-
ing backgrounds. Certainly in our policy organizations we have had
people moving in from financial aid slots on campuses.

Now the converse is true. We have a number of very capable
young folks saying goodbye and exiting to go and help the same or-
ganizations that we got other people from over the years.

Now, I would say with some Irish luck and good hiring practices,
we will achieve a fairly decent mix in the agency.

Mr. Simon. Thank you.

Mr. Ford. . .

Mr. Forp. How many loan collectors do you have? )

Mr. HastinGs. During 1981, from March when the Secretary or-
dered us to rely on private collection agency efforts, rather than
continuing to do this with total Federal employment, we have gone
from about 1,000 down to 288 Federal collectors on board, I believe.

Mr. Forp. I am not talking about the individual. I am talking
about the positions you need to meet the Office of Management
and Budget's requirement of reduction in the Department and the
impression that you absorbed 500 or so slots. )

Mr. Hastings. I can’t speak for what the Secretary did on that. I
don’t'think that that was necessarily the nexus of events.

I can tell you what happened to the SFA staff.

Mr. Forp. When did you get started with the private contractors

**r*t&colleet?—

Mr. Hasrings. The major contracts were awarded 2 months ago
and the first day of operations by the private contractors was yes-

. terday, as a matter of fact.

I think what is important to note, however, and this is the point
that we have made to the Secretary, is that while we had on board
about 800 fewer Federal employees, we collected virtually the same
amount of money in fiscal year 1981 as we collected in fiscal year,
1980 with many fewer people. .

Now, there are several reasons for that. One of them is that we
benefited from an annuity because the accounts had already been
started in payment and we were reaping the benefits of prior ac-
tions. But the fact is that we were able to accomplish several
things. One, we consolidated 10 regional offices to 3 with respect to
the collections effort. ’

That entailed confusion with respect to pieces of paper moving
back and forth, people being transferred, writing the request for
proposals and awarding the collections contract, yet still maintain-
ing those dollars for the taxpayers. The credit for that certainly
has to go to the fine people in our regional offices, primarily who
were involved in that effort

.Mr. Forp. Well, the formal statement indicates on page 15 these
contracts will result in average commissions of 29 cents per dollar
collected. ’ . ‘

Mr. Hastings. That’s correct.

Mr. Forp. They started business yesterday so we don’t know how
it-is going to work out, obviously. Can one of you explain to me
how it is supposed to work at 29 cents on the dollar?

Mr. Hastings. Well, the contractors, of course, get nothing if
they.don't produce, which is the standard practice when we are
paying ¢ commission rate. This is unlike the Federal employees, of
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cot]x]rse, whom we had to pay whether or not they brought in a
dollar.

Mr Forp. The Federal employees, last time I looked, were bring-
ing in 2 bucks or something for every buck it cost them.

Mr. HasTiNGs. Yes, and an average rate of 25 percent. .

Mr. Forp. But it is only 29 percent of that which they collected.
They get nothing for what they don’t collect.

Mr. Hastings. 1 don’t understand. -~ .

Mr. Forp. When they collect the dollar, they get 29 cents instead
of nothing, so 29 cents on the dollar doesn’t mean a thing to me
because if they cream the business and send you back a paper that
is hard to collect, you will lose your tail. :

You ought to be at least as smart as Montgomery Ward when
you pay your bills.

Mr. Hastings. If you look at it from a cash flow--1 don’t think
there is anything wrong with creaming from a——

Mr. Forp. There is nothing wrong with creaming, provided some-
body else has to pick up the tab for what is left. If you were a
doctor with a practice out there and you hired a collection agency
and they creamed the top off and let the rest of your accounts go,
you wouldn’t put up with that very long.

Mr. HasTiNGs. I see what you are saying.

Mr. Forp. What protection do you have?

Mr. HasTINGs. As you may know, we had two-pilot contracts, one
in Atlanta and one in San Francisco, which Secretary Califano or-
dered us to implement. We learned a little bit from that experi-
ence. . .

One of the things we learned was that collection agencies went
about this business a little bit differently thaft we had been doing
with respect to the documentation of the paper necessary under
the joint standards promulgated by Justice and the GAO.

So when we wrote the RFP, we learned a little bit from that. We
required that they can go ahead and cream the paper in the sense
that they take the largest accounts.first and work them. If they do
that and it is successful, we all win because the money will be,
coming back to the Treasury in the biggest amounts first.

On the other hand, we don’t want this paper to be kept by the
contractor. The contractor has to give that paper back to us within
15 months if they have not been successful in getting collections
started on it. .

Yet we don't want to get that back and start the process all over
again. The RFP was written with a number of steps required, steps
which varied with the dollar amount of the loan. The contractor
has to perform certain minimal specified steps on every single
piece of paper that they have. Our ultimate desire and our point of
view when we wrote the RFP is that if that paper comes back to
us, it is either repaid or the person has died, is disabled, he is bank-
runt, has been discharged, or the case is right for litigation.

We move it on to whatever is appropriate under the joint stand-
ards at that point. That is our desire. Now, whether or not we are
going to be successful on that, we don’t know.

We do know that we have a lot of people who bid on those pro-
posals. They said they could do that and they signed a contract
with us saying that they would do it.
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Mr. Forp. I am startled at the arguments that you have and 1
just want—though it sounds really great, what requirement is
there that I don't collect the 10 percent of the easiest money and
send back the rest and then get a new batch of paper and take 10
percent of that? ) .

How much am I allowed to accumulate in uncollected paper
before they will give me more paper to cream? You said you are
not bothered with creaming?

Mr. HasTINGS. We have attempted to provide som. safeguards in
that area. We have onsite monitors in each of the three locations
where the contracts are being performed, Chicago, Atlanta, and
San Francisco. They will be selectively sampling the paper that is
in the hands of the contractors now and will be during the first
year of operation.

We will be measuring what is happening to that paper and
where dollars are not coming in. The way the contracts are writ-
ten, contractors are not guaranteed that we will exercise their
option to'continue their service beyond the first year.

And if it turns out we have a bad contract, we know what to do
about that. We can publish the same RFP again and reopen the
competition if that is necessary.

Obviously, we don't think that will be necessary. We think we
have good, competent folks who know what they are doing in this
business and who will perform.

Mr. Forp. I am sure the chairman shares my concern that you
succeed in this effort because, as you weil know, this committee
put a great deal of effort into forcing the old Office cf Education
and subsequently the Department of Education to take the cards
out of the shoebox and put things on a computer and start collect-
ing loans. I was shocked to discover, as chairman of this committee,
a few years ago, that we had all of this bad publicity about the de-
fault rate on guararteed student loans and nobody in Washington
ever asked anybody to pay the bill.

Nobody ever sent a letter and said, by the way, Charlie, do you
know you owe us some money. When we finally started sending let-
}?rsa we discovered it was too late, we didn’t know where they
ived. .

Those people who did get a lettér,.a surpmSingly large amount,
just by getting a letter from the Offide of Ed®ation went into the
office and got into repayment status. Then we permitted you to ne-
gotiate repayment schedules and to corhpromise balances like other
lending institutions and then last year yg gave authority to get the
recent addresses from the IRS.

Now all of these things over a period ¢f years were a response to
what this committee perceived to be not only the public concern,
but our own concern that the integrity pf the program which de-
pended on getting that default rate into\a realistic frame sn that
you can understand what the reason was.

Because the implications were that the default rate was extraor-
dinarily high, vis-a-vis other kinds of credit, and that that was be-
cause students generally were a nondeservi}xg bunch of creeps left
over from the sixties who had been stealing from the system.

We have been fighting against that image for these programs for
a long time. I personally feel that the taxpaybrs out there would be

(,' A»—‘
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a lot happier in supporting the program if they knew we were
doing the very best job possible t¢ collect.

And I am sure that that is what you are trying to do, but we
want to make sure we don’t get six months or a year down the
road and then see that we are under fire on these programs be-
cause the previous put-into-place collection system has now been
dismantled. .

Literally, you just have begun that work over there with the col-
lectors and you have the computers going and now we are going to
a whole new way to do it.

I don’t want to see a lot of this paper laying in collection agen-
cies’ back rooms hecause they are waiting for you to send them

.some new stuff. That is easy to collect.

One more question about that worries me a little bit; we are not
_ allowed to share the IRS information agency with the collection
agency, are we?

Mr. Hastings. I am not an expert cn the Privacy Act.

Mr. Forp. It is not a question of the Privany Act, it is the Inter-
nal Revenue Code, which makes the persons income tax return
conf';ldential from all sources, absent that exception we made for
you’

Mr. Hasrings. We are doing a tape match with IRS before the
paper goes to the collection agency.

Mr. Forp. You keep the information you get from IRS in-house
and you give them an address? ‘

Mr. Hastings. We send the first bill on it, as I recall the way the
process is being done. . :

Mr. Forp. We don’t want somebody coming up with an injunc-
tion in the middle of this. : ‘

Mr. HAsTINGS. Let me provide verification for the record.

Mr. Simon. Fine, we will enter that into the record.

[The information follows:]

MosT RECENT ADDRESS INFORMATION

The Department of Education submits social security numbers und names of de-
faulted burruwers tu IRS annually in order to secure the student’s most recent ad-
dress If the social security number matches IRS records, this infurmation 1s then
recorded on the GSL/NDSL data base as best address information.

The loans that are being turned over to the cullection cuntracturs have these up-
dated addresses within the individual records and any other address that may be
available. The contracturs do nut have direct access to IRS skip trace. This access is
on{y through the Department.

he information provided by IRS cunsists of the burrower's current address as in-
dicated in the last applicable tax return In the past, if we had a correct sucial secu-
rity number un the gurruwcr, IRS would provide us with the first fuur letters of the
new name in cases where there had been a nume change (borrower married, legal
changes. ete . It is impurtant to note that we nu lunger receive that name change
information and this has restricted us severely. :

Mr. Hastings. I am glad you raised that issue, because we had .
the same concerns you raised about making sure tha. what we are
doing is not going to result in any sort of diminution of the efforts
already started.

The IRS match has been very sticcessful in the last year. We are
getting a very large percentage of new addresses as a result of that
additional authority Congress gave us.

Mr. Forp. Thank you very much.

10
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Mr. Chairman, I would like to come back after the other mem-
bers have had a chance.

Mr. Simon. Mr. Bailey? .

Mr. BAILEY. Thank you, Mr. Chairman. I have only one question.
Could we have proposals for next year’s level of funding from the
Department of Education? .

Mr. ELMENDORF. | think those proposals will be to you by Febru-
ary 8, as part of the DePartment———

Mr. BaiLey. Why don’t you just go ahead and tell us now?

Mr. ELMENDORF. There may have been changes in the proposals
that were submitted by us early in the year. We have not seen
what we recommendéd since it has gone qut.

Mr. BaILey. | have recently been in Missouri and I have seven
institutions of higher learning in my district and they seem to have
some sort of premonition. In fact, they have numbers and they
wave them in my face.

Now, why don’t I know what they are?

Mr. ELmEnDORrr. Well, I think the——

Mr. BaiLky. They have been on the radio talking about what is
going to happen, in my district, before I get there. It is all primed
and cut for my arrival in Columbia, Mo?

Mr. ELMENDORF. I would like to have the same numbers$. I think
that—— )

Mr. BaiLey. Would you like for me to have someone call you?
[Laughter.]

Mr. ELMENDORF. I would like to corroborate those numbers with
the ones we sent up. L - )

Mr. BaiLey. I can go down to last year’s and they say that is
gone, that is zeroed out, this is+a billion less, this is 100 million
less. You have not seen those?

Mr. ELMENDORF. I.am going to have to wait myself until the 8th
of February to see those numbers.

Mr. BaiLey. Thank you, Mr. Chairman.

Mr. Simon. Thank you, Mr. Bailey.

How many institutions participate in the NDSL?

Mr. ELMENDORF. Approximately 4,000.

Mr. SiMon. Of that number, how many are over 25 percent in
default?

Mr. EL.MENDORF. | think about 800, I am estimating now, prob-
ably 800.

Mr. Simon. How many are between 10 and 25 percent? Roughly?

Mr. ELMENDORF. Roughly 900.

Mr. SiMON. So we have about 2,300 below the 10 percent?

Mr. ELMENDORF. 1,700 above 10 percent. -

Mr. Simon. If I am following you, 800 are above 25 percent, 900
are between 10 and 25.

Mr. ELMEnDORF. We have in there, Mr. Chairman, some institu-
tions that are not now receiving Federal capital contributions—A,
because they have been denied or, B, because they never requested
it in the first place, which is a result of the fact that they realized
the default rate is too high and they could not meet the due dili-
gence requirements. ,

Mr. HastiNGs. Or because they are revolving.
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Mr SiMoN Can you give me a breakdown, using whatever
figure—I am just trying to get a picture. :

Mr ELMENDORF. Yes, sir, [ have got that available in the record.

Mr SimoN. Can you just give it to me orally here at this point?

Mr Hasmings. If you look at the 3,300 schoofs that received capi-
tal last year, which break did you want to know, Mr. Simon?

Mr. SiMon. Just very rough?

Mr. HasTiINGS. In 0 to 10 percent, 45 percent of the institutions
had less than_10 percent. That is about 1,500 schools, 1,484.

Mr. Forp. You qualified it. Are you only giving us those institu-
tions who received additional capital last year?

Mr. HastiNGs. These 3,200 schools repcesent schools that re-
ceived capital last year.

Mr Forp. As distinguished from a school that has a successful
program where they have a revolving fund now? Why don't you
throw the successful ones in the pot?

Mr HastiNGs. Because our program’s operations folks have the
numbers on who they gave capital to last year.

Mr Forb That doesn’t make sense. You talk in your statement
here about ones that have their own program, the ones where it is
working the way that idealistically we expected it v work in 1963,
and-those are not covered because it is working.

Mr. HastinGs. I am not sure for what purpose Mr. Simon is
asking this question. If he is asking this question to determine the
impact of the new regulation on schools, [ think these are the ones
he wants to know about, "

Mr. SimoN. I want to get an overall picture of where we are.
gather from your response to my colleague’s question that we are—

" and from your earlier response, you are dropping both those who ,
are successful and those who are massively unsuccessful who have
not reapplied. Is that correct, or is that not correct?

Mr. Hastings. The figure I just read you is based on the experi-
ence of the 3,266 schools that got capital contribution last year.
That is the way the computer spit it out.

Mr. Forp. So maybe it averages out that a school is really bad
and can’t qualify, didn’t ask for money and the schools that are
doing well didn’t ask for additional capital.
hYou don't know what that means in terms of the percentages on
this. (

Mr. SiMoN I would be interested if you could submit those fig-
ures for the record, including the schools, the 800 you do not in-
clude and why they, you know, are not included. ,

Mr ELMENDORF. Could we answer that question from the point
of view that you need to know or would like to know the type of
institutions that are affected by the new regulations, those with de-
fault records over 10 and those with default records over 25?

Would that be satisfactory?
~ Mr. SiMoN. That would be.

Mr ELMENDORF. I will give you that data now: 782 schools with
default rates over 10 percent, 800 schools with default rates over 25
percent. The breakdown, roughly, in the over-25-percent category is
nearly 58 percent proprietary institutions, 19 percent 2-year public,
about 1 percent 2-year private, roughly 8 percent 4-year public, and
13 percent 4-year private. !
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hMr). Simon. And that is on a base of how many? Is that 3,200,
then’
Mr. ELMENDORF. Yes, 1 believe it is.

Mr. Forp. Are those percentages based on number of institutions
withoout regard to size, or based on dollar volume for your pro-
gram?

Mr. ELMENDORF. I believe that is number of institutions througb';
out.
Mr. Forp. So we can't assume from that that 55 percent of the
bad money out there is coming from proprietary schools? :
Mr. ELMENDORF. No; I can’t make that assumption.
Mr. Forp. They are generally pretty small, aren’t they?
Mr. ELMENDORF. Yes.
\ Mr. Forn. Can you punch another key over there and tell us a
dollar volume of the bad money we are talking about, where it is”

\ Mr. HasTings. I am pretty sure we can, sir.

\ Mr. SiMon. Then, finally, the GAO made seven specific recom-
mendations. Of those seven specific recommendations, where do we
stand upon their recommendations?
_ ELMENDORF. In which program, sir? NDSL?

Mr\SiMON. Yes.

Mr. ‘Hastings. I think we will have to provide that for the
record.

Mr. ELMENDORF. Mr. Moore will have to respond to that, but he
has had to'‘take a call from his secretary. -

[The infotr\(\ation foliows:] L

N \ Respronse T0 GAO RECOMMENDATIONS '

GAO recommendafion.~Require school to comply with the Department’s loan
servicing and collection procedures, particularly with respect to bringing suit
agawnst defaulted borr%vers and submitting defaulted loans more quickly to collec-
tion agencies .

Action taken to date.—The Department is in the process of tightening its program
review effort 1 the area of NDSL billing, collection andlitigation to more specifical-

ly pinpoint areas of non-cpmpliance which require corrective action

QAO-recommendatzon.—Require schools to monitor results of collection agencies’
actions. - .

Aétion taken to date.—An article is being prepared for the OSFA bulletin, which
& distributed to #dl institutions participating in the NDSL program

GAO recommendation.~Establish limits for the time a loan remains with an
agency for collection. . « -

"Action taken to date.—A Notice of Proposed Rulemaking (NPRM) has been draft-
ed ncorporating 2 six-month limjt on the amount of time a collection agency may
work and NDSL account This NPRM is currently in the first stage of clearance

GAO recommendation.—Establish an acceptable default rate and suspend from
the program or withhold Federal funds from those schools that exceed the estab-
lishd default rate : ‘.

Action {aken to date.~An NPRM was. published on January 7. 1982, on the
NDSL UWS, and SEOG funding procedures. A provision was included in the NDSL
portion of the NPRM providing that institutions with default rates above V5 percent
will not be entitted to any new Federal funds. In addition, any institution with a
default rate between 10 and 25 percent will have a penalty applied against the
amount of Federai funds 1t will receive. The public comment period ended February
25 and the final regulation is currently in clearance.

GAO recommendation.—Determine whether submissions of National Direct Stu-
dent Loans to the Department for collection earlier than the statutory two year
time hmit would be beneficial to collection efforts and, if so, consider proposing leg-:
wslation to atlow schools to submit defaulted loans as soon as possible after comple-
tion of required collection activities.
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Actton taker®o date  An amendment to the statute has been drafted and 1s now
in final clearance The amendment will be included with other proposed amend-
ments in a legislative package which will be forwacded to Congress.

GAO recommendation —Propose legislation to allow credit bureaus to redisclose
student loan data referred to them if the Department’s review shows that such re-
disclosure is presently restricted by law Should the Department's review find that )
present law does not restrict credit bureaus from. redisclosing student loan default
data, the Secretary should advise schools and credit bureaus of this matter.

Action taken” to date —We have pulbished an article in the August/September
issue of OSFA Bulletin. R

GAO recommendation —Assess the economic feasibjlity of its plan to use private
collection agencies to insure that their use is the most cost effective means of collec-
tion defaulted student loans Any reassessment should consider the potential of
agency wide application of the collection program presently tn piace in one region
.that is returning approximately $6 for every $1 spent.

Action taken to date —The Department did not concur with the recommendation.

Mr. Simon. Mr. Ford

Mr. Forp. [ am fascinated with these new regulations. How do
you clear these with the fellow at the White House who counts the
pages of regulations for the President's speech record? I have never
seen a Chief Executive that can rattle off the number of pages of
regulations.

I have been here 18 years and it absolutely awes me when I hear
those people down there, as if you could measure the effectiveness
ar\}(-iI value of programs by the number of regulations.

ere you are describing tl.ose regulations that you feel are abso-
lutely essential to restore honesty, integrity, and all of the good
things to the program. How many more regulations have you got
in the pot at the moment which we are going to have to consider
this year?

How many pages are you going to take up in the Federal Regis-
ter this year with regulations from this excess agency called the
Department of Education?

Mr. ELMENDORF. The answer to that question, if there is an
answer to that question, is that there will be as few regulations as
possible but those that are, be developed, we hope will be under the
rubric of self-regulation, self-regulatory standards of satisfactory
progress. These are being developed right now but need clearance
as a response to the GAO report on satisfactory progress.

Others will be regulations we feel cau improve the management
of programs and can be of some benefit to institutions and stu-
dents. I see the reduction of the default rate in the NDSL program
as a long-term benefit to new students who have not yet begun
higher education by contributing to the revenues of those funds,
which are not now there.

So we have to answer that question. If it promotes good manage-

ment and self-regulation, we hope to put out more of them.
" Mr. Forn. Now you just said the magi¢ words and I remember
what was bothering me about what our former colleague, the
under secretary, said in the Appropriations Committee and what
was repeated today about the mandatory requirement that a stu-
dent applicant furnish the family's income tax return.

Why can’t we rely, as we have up until now, on the same kind of
self-regulation and simply be satisfied with the affidavit-type appli-
cation that says: My dad told.me he made $25,000 last year?




Why, with this concern against overregulating and deep concern
that the Federal Government is in everybody’s pocket, peeking i
their bedroom. are*we talking now for the first time in a long time"
of telling-every family out there that has’children going to schooi
that you have to submit to each of the schools they are going to the
family’s income tax‘return? :

I think that is a terribly deep intrusion into the privacy of the
family and I don't think it relates to the obligation of the family to
support the child’s efforts to go to school?

Mr. ELMENDORF. I would be in your court on that. Information
should first be self-reported and accurate. Our findings from our
studies show that as much as we would like to trust the accuracy
of that information, it is, in fact, not accurate.

Mr. Forp. The main problem with the accuracy has nothing to
do with the honesty and integrity of the person making the infor-
mation. You ask a child at the beginning of the year to tell you
what is, going to be on the tax return in April, and then maybe the
father gets called back to work or something has happened the kid
doesn't know about, and what they said in September and what ac-
tually shows up on the tak return is something different.

You know, there is no evidence again that we were able to find
when we looked at this and really rejected the idea of putting fami-
lies through this, as a matter of fact, the orthodox conservative line
for years was that the middle-class Americans couldn’t get a stu-
dent loan without going over too many hurdles, too man hoops,
and answering too many personal questions about their life that
the Government had no damn business asking.

Now here we are, after all of these years of moving away from
that, suddenly now coming back to the most intimate document the
Federal Government forces people to file. -

We already intruded on the privacy of that filing last year when,

- we gave the Office of Education the special exemption that lets you

find somebody by seeing where they are paying their income tax.
That was, to me, at the time, a matter of some concern and I raise
it again today.

But now you are asking ta put in the hands of every employee in
a public or private institution a copy of the return.

Why wouldn't a form that contained the necessary information
repeating what is on the tax return, limited to those numbers that
you really need, signed by the student as his commitment of what
the return shows, do the trick? L

Mr. ELMENDORF. I think that, in fact, is what the program appli-
cation is now. It is a statement including data from records and a
certification that the information is accurate.

Mr. Forp. But you don’t have to attach a copy of daddy’s tax
return to the Pell Grant application at the present time?

I understand you will mandate that? - .

Mr. ELMENDORF. We are proposing that that application for
19%2-83 be processed without the 1040, because there simply isn’t
time to do that. '

When it is sent back to the institution, the student is directed to
send a 1040 directly to the professional student aid officer where it
is attached to the application and the information is verified. The
eligibility index, to avoid delays on behalf of the student getting his
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money Advance paynients-would be given fo the student so he
would not be prohibited from enrolling.

That kind of system, to me, doesn’t seem to restrict the s?*stem.
Rather, it allows us to say that data we had is*accurate and the
student is not being prohibited from joining the program on a less-
than-honest basis.

That is my major concern with the program. Too many people
are getting awards that are, in fact, $300 million in excess of what
they should be. :

That bothers me and I think we have a responsibility at the pro-
gram office to propose a solution. Now this may not be in your
mird the best solution, but after considered thought, it is the best,

* one we could come up with at this peint. :

r. FOrRD. But the essence of your solution smacks of the sugges-
tion that there is a deliberate attempt to mislead or misrepresent
the facts. And somebody else here said that it usually happens be-
cause they don't know; they really don't know.

Now, that is not going to be helped by filing the family tax
return, But I will tel% you what is going to happen, if you want to
savg some money in the budget, this is one of the ways to do it.

e wrestled with this problem for a long time because several
years ago we had major lending institutions—we had a real prob-
lem of availability of guaranteed student loans. So we started
really trying to find out why aresthere parts of the country where
peopl'a)von't and types of communities where banks won't. get into
the student loan business? )

We found the single most important complaint that banks had
was that we made them force the family to bring in a tax return
and verify a family income as a condition precedent to the eligibil-
ity for the loan. e
+ And the loan application was not enough. And banks were using
that argument wholesale across the country as an excuse for not
handling that loanjand making it available to kids.

I am afraid that the anxiety of the ordinary citizen who used to
believe that the one thing he filed with the Government that was
secret between him and God and his Goverument was his income
tax return. Now we not only are going to get information from it if
his kid doesn’t pay his loan, but we are going to have the whole
thing on file someplace where it is no longer vrotected by the sanc-
tity of the rules of tRe IRS.

Now, having said that, | am indicating to you ti.at the last alter-
native, if there is anyone else available, that I want is something
that provides that kind of a threat to privacy that inhibits the will-
:ngness of the parent to cooperate with the child in securing the
oan.

Suppose the father made $10,000 as a bookie or a numbers
runner last year If he is smart, he is going to pay his income tax
on it, but he doesn’t want to tell everybody else in the world that is
how he is making his income.

That seems to me to be something you ought to try to avoid, and
['am not so sure with a little bit of thought that we couldn’t—just
a little bit of trust, not too much, but we might be able to come up
with an affidavit-type application that gave you the numbers that
you need and not the details. .
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Mr. ELmenporr. Sir, 7 would be more than willing to have that
kind of system 1f 1 thought it would work. My problem is that I am
sitting here with tne Pell grant application in my right hand which
requires the parent and student both to certify to this statement:
“All of the information on this form is true and complete to the
best of my knowledge. If asked by an authorized official, I agree to
give proof of information that I have given on this form. I realize
this proof may include a copy of my 1981 US. State and local
income tax.” .

They realize, also, that if they do not provide proof, the student
may not get in. ,

Mr. Forp. That is if you catch somebody you think has lied to
you, they have in advance agreed and I don't even like that part of
the procedure, iut they have agreed, if it becomes essential to look
at the family income tax return, we will bring it in, look it over
together.

"They have not agreed in there to file a copy of their return up at
one of our huge factories student aid offices with thousands of part-
time students having access to it and God knows what is embar-
rassing to the family on it.

I den't think that I want to file a tax return as a congressman
and everybody see who I owe money to. .

Mr. ELMENDORE. 300,000 of those parents and students now do
submit their 1040's because they are ideatified for validation by us
and they are required to submit those forms directly to the institu-
tion. The institution gives a very thorough analysis of all the ele-
ments on the form to find out if there is fraud or abuse. That is‘10
percent of the total applieants.

Mr. Forp. Does a person walk in and say, here, I will prove to
you I am correct, take a look at my tax return, at least you will
know if I lied, 1 lied the same way to Uncle Samn as I have to you

That is one, thing. But having a person, as the condition prece-
dent 1o processing the paper, file and put into the permanent pos-
sossion of an institution the family’s 1040 seems to me to be quite
different. . ‘

It has been permissible to ash for that information and fven ask
to see it in the past. It is not something that we just sor* of did by
accident. Over the years, this has been argued back and forth

I wish Mr. Ashbrook was here. He is for some a guaranteed

erthodox ronservative who | know agrees with me on this and he’

would let yon know this is not a liberal/conservative concern of
this committes, but ‘pne of long standing.

Maybe we could work out an alternative o that.

My, ELMeNDORF, I think I understand your point.

Mr. HasTiNGs. | would point out that the proposal we presented
to Congrass would not reveal to whom you owed money. We were
only asking for page 1 and 2, which do not have the deductions, for
msignce. dont have schedules A and B and all of the rest of the

_attachments.

Mr. Forp. A very alert person in the audience just asked me,
how do you knuw-that the copy of the tax return is legitimate?
M. ELmenpoxr. We don’t. ’
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Mr. Forp. You don't know whe.. I filed with Uncle Sam. I-can
show you what 1 made out and then my wife refused to sign it be-
cause I was cheating by .5,000 bucks so I made out a different one.

You really are asking——

Mr. SivoN. Are we relating history of yourself now, Mr. Ford?
{Laughter.] .

Mr. Forp. That doesn’t give you the integrity or security you are
asking for, but subjects the honest, overwhelming majority of the
American people who want to participate in the program to a
whole lot of redtape, if you will, and bureaucratic intrusion in their.
private lives. k

The payoff is not very good. If I want to cheat by lying under
oath on an application for a student aid, do you think I would hesi-
tate to bring you a phony copy ‘of a 1040? No; if I am going to go

. that far, I have already committed the felony, why not get another
. 6 months and make it look good.

What you would get filed with these people, a copy of the return,
you couldn’t get a copy returned from IRS, this verifies that the
taxpayer paid their tax according to this return this vear.

‘ You would get the carbon ¢ py that H. & R. Block gave them
when they had their tax made up. And most of thesn would be
honest.

But the very person you are trying to catch would have certainly
the imagination to realize how easy it is to get—go down to the
post office; get an_extra 1040 and make out a phony.

Mr. HastiNGs. To turn around the statement you made a minute
dgo. The problem we are attempting to address here is not that cat-
egory of people who are going to lie to us a second time. We want
to get the tax returns from the people who are giving us the honest
returns, who have made, in most cases, an hpnest mistake on their
application originally.

That will be corrécted.

Mr. Forp. Why don't you ask them for specified relevant infor-
mation from the return, rather than the filing of the return? That
is thé whole point. Ask me what my adjusted gross income was and
ask how much I paid in State and local income taxes—that is now
a factor, isn't it? .

And all of the relevant facts that I have disclosed on my return,
let me put that on an application and sign my name. Don't ask me
fo ask my father to put his tax return on file at Podunk State Col-
ege. ,

Mr. ELMENDORF. That is what we are asking for and getting right
now on this application form, by everyone, signed by student and
parent.

That is the reason we have reached the conclusion we have, Be-
cause I would rather go this way, and believe that self-reported in-
formation is accurate. Our study shows it is not, in 44 percent of
the cases.

And the difference between the, 44 percent and the 71 percent
error rate is the institutional error rate and we could talk about
that if you wish at some later time, perhaps now.

But we are saying 41 percent of the students are making errors. I
don't think they are intending to make errors, but they are making
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errors on their application forms, significant enough to cause $289
million in over award. N

And the low-income students, at least the trend that we get from
the data we looked at, is that the lower the income of the student,
the greater they list their income to be. They, in fact, have under
awards.

The converse of that is true as well. Higher income students un-
derstate their income and therefore, we have an over-award situa-
tion. It is quite significant.

Mr. Forp. Have you, in formulating this regulation, talked to the
people in the student financial aid business?

Mr. ELmeNDORF. We have been working with the National Asso-
ciation of Financial Aid Administrators, Dallas Martin, before
Christmas, sent a questionnaire——

Mr. Forp. He agreed'to this regulation?

Mr. ELMeNDORF. | am sure he will agree with it. He has not gone
on record as agreeing to it, but—— °

Mr. Forp. I bet he wouldn't want you to tell me if he did. On tne
serious side, I feel I may be overly sensitive to this, but I would like
to know what some of those old pros around town in this business
for so many years feel the impact will be? T

Are we buying a whole bunch 6f additional problems for the
schools? Are we cluttering up the whole process here? What is the
payoff?

Is it likely to produce enough to make the effort worth while?

Mr. Simon. If my colleague would yield, I think this is also why
we also ought to have the breakdown of not $2 or more, but much
more substantial amounts. We need an idea of what kind of abuse
we are talking shout and what may be necessary to correct that.

Mr. ELMENDORF. ] might say we are proceeding in collaboration
with the National Association of Student Financial Aid Adminis-
trators. They are collecting information to the extent to which this
data 1s already being collected, in some cases it is being collected
(f)n a statewide basis for all students attending, in States like Cali-
ornia.

Perhaps 2 years ago I would have had the same feeling as you. It
is a different environment now. More people are supporting this
b}(]ecause they, I think, feel they are protecting their own funds out
there.

Their funds are scarce and they are trying to allocate them the
best way possible. They are using the 1040, and not just the front
page, but all of the schedules attached, to sort out who should re-
ceive the aid, not only for Federal aid, but institutional aid, schol-
arships, grants, assistanceships.

My concern also is like yours, when you get information as sensi-
tive as a 1040 or as an application for admission which has some
very personal information on it.

How do you treat that? Under the Buckley amendment, which in
my institution we followed, was that information held by profes-
sionals in files and not abused and misused in the institution.

I would consider the 1040 to be in the same category. It is that
kind of protection that I think institutions can afford and would
afford to this system.

Mr. SimoN. Mr. Bailey?
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Mr. Baiky. Thank you, Mr. Chairman. I don’t find your analysis
of the 1040 unreasonable.

‘Thank you, Mr. Chairman.

?Mr. Simon. You have no further figures from Columbia, Mo., for
us?

Mr. BaiLey. No, but I wonder if someone in the room might not
know. Perhaps it is Congressman Ford's friends at the back of the
room,

Mr. Forp. I think you are being discriminated against as a
member of the minority party.

Mr. BaiLey. Thank vou, Mr. Chairman.

Mr. SiMon. We will submitting some additional questions to you
for the record, we appreciate your being here today, we look for-
ward to working with you.

The subcommittee will resume hearings tomorrow morning at

9:30 in this room.

[Whereupon, at 4:30 p.m., the subcommittee was adjourned, to re-
convene at 9:30 a.m., Thursday, January 2§, 1982.]
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OVERSIGHT ON CURRENT STATUS AND ADMIN-
ISTRATION OF FEDERAL STUDENT ASSIST-
ANCE PROGRAMS

[ —

THURSDAY, JANUARY 28, 1982

Houste oF REPRESENTATIVES,
SUBCOMMITTEE ON POSTSECONDARY EDUCATION,
CoMMITTEE ON EDUCATION AND LABOR,
Washington, D.C.

The subcommittee met, pursuant to call, at 9:35 a.m., in room
2257, Rayburn House Office Building, Hon. Paul Simon (chairman
of the subcommittee) presiding.

Members present. Representatives Simon, Weiss, and Erdahl.

Staff present. William Blakey, majority counsel; John Dean, mi-
nority counsel; and Maryln McAdam, legislative assistant.

Mr. Simon. The Subcommittee on Postsecondary Education today
continues its oversight hearings on the Federal student assistance
programs. We are pleased to welcome several distinguished repre-
sentatives of the higher education community who will provide
their perspective and responses to several important issues.

JacEePeltason, former chancellor of the University of Illinois,
will lead off our panel today. I want to commend each of the orga-
nizations and you gentlemen individually for spearheading a re-
“sponse from the higher educdtion community on the subject of

“satisfactory academic progress” of students receiving Federal stu-
dent aid. The response of the community is not only important to
students and the institutions, but to the integrity of the programs
themselves. Senator Pell, in particular, along with me and others
on the subcommittee have been concerned about the “quality”
issues in postsecondary education.

As the subcommittee elicited from witnesses at yesterday's hear-
ing, one cannot believe everything you read or hear about student
aid abuses. Today's testimony is an excellent example of the re-
sponsiveness of the college and university community to congres-
sional concerns.

Also today, we will have the concerns of institutional administra-
tors and of students about the processing problems in our Federal
student aid programs.

Our panel consists of Dr. Peltason, president of the American
Council on Education, Douglas Conner, executive director, Ameri-
can Association of Collegiate Registrars and Admissions Officers,
and a frequent visitor to our subcommittee, Dallas Martin, execu-
tive director of the National Association of Student Financial Aid
Administrators. I am very pleased to have the three of you here.
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Dr. Peltason, we will start with you. For these witnesses and any
other witnesses today, we will proceed as you wish. We can enter
your statements in the record. Summarize tHem or however you
want to proceed. -

STATEMENT OF JACK PELTASON, PRESIDENT, AMERICAN
COUNCIL ON EDUCATION

Mr. PeLtason. Thank you very much. I am pleased to be here, I
will enter my statement in the record, and rather than summarize
it, supplement it and make a few comments. I want to assure you
and your colleagues that we have a longstanding tradition of self-
regulation in the higher education community, but we have been
accelerating our efforts in the last several years in that direction,
because we are as anxious as anybody to reduce to a minimum the
abuses in the programs of student financial assistance.

We think the most effective way to do that is to get the commu-
nity sensitive to the problems, to adopt guidelines and enforce and
implement them, working closely with our colleagues in the De-
partment of Education rather than to try and «nforce inflexible
. single national standards on the 12 million students in the 3,000
educational institutions of the United States.

I can report that we have had considerable success. We have had
an Office of Self-Regulation since 1978 working with the other edu-
cation associations, We have now promulgated the gelf-regulation
guidelines. Copies of these are available to the members of the
committee. And let me just mention some of them and show you
how I think they serve as a model.

We have had a problem for some time, for example, in the area
of tuition refunds. The student loan program calls for a tuition
refund statement. It has been the contention of those of us in
higher education that there should not be a single refund policy for
each and every institution in the United States. There is too much
diversity out there. However, we do accept the notion that if you
participate in a prograni you have an obligation to have a refund
statement, and you should publish it.and make it available. So
working with the Department of Education we developed guide-
lines, and distributed them widely. We have had workshops. Our
guidelines have been adopted as the official regulations of the De-
partment of Education.

We feel the same approach will be effective, the most effective
single way to deal with the problem of reasonable progress toward
a degree. We worked on that problem for some time preceding the
recent publicity that has been given about some abuses, and I want
to make it clear that we in no way defend those abuses and are
anxious to do all we can to stop them. We think they are not wide-
spread, but we acknowledge that some exist.

Our approach has been to develop, guidelines working closely
with our colleagues from thé Department of Education. Those
guidelines have been developed. We accelerated our effort after
talking with Congressman Simon I believe a year or so ago when
the question came up, I think, during the discussion of reorganiza-
tion legislation as to whether or not we should put in a Federal
standard.
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I assured the Congressman that w,ith reasonable time we would
give top priority to developing guidelines. They have been devel-
oped, 10,000 copies of them have bgen distributed. Workshops are
now being held around the country as those responsible for the im-
plementation of this program are being informed about thein.

Copies of those guidelines are again available to you. They essen-
tially say that every institution must have a policy. It must have a
policy that applies across the board. It must have an appeals proce-
dure, and every institution must evaluate each student at least
once a year to insure that they are in compliance. It does not try to
spell out in any mechanical way precisely how to measure reason-
able or satisfactory progress. ~ .

Let me conclude by saying that having been a dean of a college, I
know how difficult it is to develop a standard. You can be commit-
ted to the notion of being tough and holding to the standard, but
you still have to have some discretion to deal with the so many dif-
ferent kinds of situations tha: develop.

I remember from my experience at Illinois we had a rule that
you had up to I think the eighth week of a semester to drop a class.
After that you could not drop a class. You were then committed to
it, and if you did not do well you failed.

It is very easy to state that rule, but there were always excep-
tions. On the beginning of the ninth week of class somebody who
had some personal tragedy in the family or with some particular
reason, with the application of good sense and judgment without
minimizing the standards Some compassion and discretion should
be given, or otherwise that student might be forever doomed to not
being able to complete the degree. So that discretion I think has to
be left at that level.

At the same time you have to insure that those who take Federal
dollars and administer these programs do so fully conscious of the
responsibility to see that the dollars are spent for the purpose Con-
gress intended, and we think we are well launched on that effort.

I will be glad to answer additional questions, but I think it might
be more helpful to turn to my colleagues who are heads of the asso-
ciations most immediately responsible for the development of these
guidelines. But I emphasize we work with all the educational asso-
ctations. They have the expertise, they have developed details, we
have discussed them, they have been widely commented on, and
they have the actual support of the’ whole association of education.

[The prepared statement of J. W. Peltason follows:]

PRrEPARED STATEMENT OF J. W. PrLTASON, PRESIDENT, AMERICAN CoUNCIL. ON
* EDUCATION

Mr. Chairnan and members of the subcommittee. I am pleased tu have this vp-
portumity to speak with you tuday abuut activns of the higher education community
on standards uf satisfactury progress for students receiving federal financial assist
ance I have already sent copies of the Joint Statement un Satisfactory Progress to
every member of this subcommnttee but T would also wish to insert a copy in the
hearing record at this time

I would like tu desunibe briefly vut process of self-regulativn and to vutline the
steps we have taken tu addiess problems regarding campus policies on satisfactory
progress My culleagues, representing the American Asscaation of Collegiate Regia
trars and Adnussions Officers and the National Association of Student Financial
Aid Adnunistrators, will offer speafic cumments un the GAO 1eport and un vut vwn
approach for improving campus policies on satisfactory progress
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We first becume aware of problems with satisfactory progress requirements sever-
al years ago and, in 1950, foﬁowmg the debate on this subject during passage of the
1980 Amendments, we moved forward with a self-regulatory approach to their reso-
lution. These actions are part of a larger program of self-regulation to which the
higher education community committed itself in 1978. We agreed then that—rather
than risk further federal involvement in areas which are the rightful responsibility
of the higher education community—we would work systematically to strengthen
our own ability to address problems subject to public concern. To do this effectively,
weo have had to mobilize the resources of a good many education associations, to call
on the volunteer time and expertise of individual campus administrators, and to
enli&t the active vooperation of college presidents in dealing with a wide variety of
problems.

Our approach has three key components:

1. to develop and distribute sational policy statements of recommended practice,

2. to work together jointly as associations to alert campus administrators to the
1ssues and to the need for prompt campus implementation of the national policy rec-
ommendations; and

3. tc ask the pertinent association or associations to assume leadership for further
follow «p actions on the subject. Fellow-up actions may include advisory publica-
tions and workshops, consulting assistance, development of mode] policies, or other
actions designed to achieve full institutional cooperation with the national effort.

This 18 an ambitious and serious undertaking, particularly in view of higher edu-
cation's diversity and its long traditions of campus autonomy. I'm proud to say, how-
ever, that we have made substantial progress with this effort and have gained wide
support among our constituent institutions. To date, we have issued Self-Regulation
Guidelines on seven topics and have issued longer reports on several other topics.
One of our earlier self-regulation statements—on fair and equitable tuition refund
policies—was eventually recognized by the Education Department as an appropriate
means of comphance with GSL requirements on tuition refund. Our recognition of
the importance of proper campus management of student aid led to the publication
of both a technical manual and shorter guide on management of student aid. Other
self-regulation actions have dealt with college policies on student recruitment and
adnussions, collegiate athletics, and the confidentiality of faculty tenure decisions.
New statements are presently being developed to address concerns in such areas as
foreign student recruiting, ethical practices in college advertising, and privacy of
employee records.

On satisfagtory progress, we completed the development of a national policy state-
ment last October. It was developed in close cor.altation with the Department of
Education. We understand that the Education Department fully supports these com-
munity-developed standards and will recognize them as a basis for institutional com-
plmnce with the Department's requirement in situations where state laws or accred-
1iting requirements do not already apply. We are now in the midst of a major infor-
mation campaign to foster intmediate campus action to review and improve policies
on satisfactory progress. By joint actions among sducation associations, more than
10,600 comes of the statement have been 1ssued. Recipients include the presidents of
all US. colleges and universities, as well as registrars, business officers, student af-
fairs officers, academic vice-presidents, and financial aid officers. We have also
called 1t to the attention of accrediting agencies and have asked them to take it into
account as they review campus policies and procedures.

. Two additional actions add further impetus to our campaign. the National Associ:
ation of Student Financial Aid Administrators (NASFAA) has just completed prepa-
ratica of a monograph that offers sample policies and detailed explanations of
points wovered in the national policy statement. Further, ACE together with
NASFAA and AACRAO have already sponsored a day-long workshop designed to
ans~er yuestions of individual institutions on their policies for satisfactory progress.

These actions represent a voluntary commmunity response to problems that we
have recognized in this area. In this instance, I believe that we have been able to
move forward effectively to correct problems that have come to light, yet in a
manner that supports local institutional autonomy to the greatest degree possible.

Mr. Simon. I would like to enter the guidelines in the record, be-
cause we may be referring to them as we move along in addition to
the formal statements.

[The information referred to follows:]
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[From the Amenican Counal on Education, Devernber 1951
Serr ReGtiation INmmATIVES GUIDRLINES FOR COLLEGES AND UNIVERSITIES

JOINT STATEMENT ON STANDARDS UF SATISFACTURY AUADEMIC PRUGRESS TO MAINTAIN
FINANCIAL AID ELIGIBILITY

The Educativn Amendments of 1976 required that institutiuns Limit federal finan-
cial aid to thuse students who, accurding tu institutivnal standards, were in good
standing and making satisfuctory progress. A 1978 study of the munagement of fed-
eral financial aid programs by the General Accounting Office took serivus exception
tu the paucity of such standards and tu evidence of institutional nonadherence even
when standards did exist.

Senator Pell (D.-R 1., who held hearings on the subject of satisfactory acadenuc
progress during the develupment of the 1980 Education Amendments, propused u re-
quirement that students successfully complete at least 75 percent of their initial
academuc lvad per term or period. Although he was persuaded not tu insist on su
stringent a requirement, the intent of Congress clearly was tu give the education
community an opportunity to develup effective self-regulatury standards. The need
for such standards has increased with the recent removal of the himit un years of
eligibility for receiving Pell and SEQG awards. ’

The American Association of Cullegiate Registrars und Admissiuns Officers and
the Nativnal Association of Student Financial Aid Administrators have proposed
the fullowing guidelines to assist institutivns in developing their uwn standards of
satisfactory acadenue progress tu maintain federal financial aid eligibility, In duing
su, institutions should cunsider the relation between these standards and other insti-
tutional policies regarding academic progress.

A Each insuitution should take all necessary steps tu fulfill the federal require-
ment to uuplement and make public the standards for satisfuctury acadenie prog-
ress that students must meet to be eligible to receive federal financial aid. .

The statement of institutivnal policy on satisfactury academic prugress fur pur-

ses of cuntinued aid eligibility should be available tu all requesting it and should

made public through readily available institutivnal publicativns. Each federal fi
nancial ad recipient should be provided with a copy of the institutivnal statement
of satisfactory academic progress. .

B. In establishing stundards of satisfactory acadenuc progress, each institution
should respond to the diversity of its students and academic programs. Within a
given category and program, such standards should be upphe(r consistently to all
students receiving federal financial aid. *

Each institutiun shoud establish standards in accordance with the diversity of its
students, fur instance, tu recugnize gifferences in eductional ubjective und between
full-time and part-time status. Onge’established, such standards should be uniformly
applied to all students receivimyf/federal finuncial aid within o given categury Fur
example, all full-time students ih a given institution and prugram should be expect-
ed to maintain the same minimum academic progress.

C Each institutiun shuuld establish and announce a reasunable lenugth of time for
students receiving federal financial aid to complete their educativnal ubjectives.
This time should be cunsistent with the academue goal of the student and would
vary according tu enrollment status. The institution's pulicy un standards of aca-
demic progress should include o stutement of the effect on acadenuc progress and
finan. il aid eligibility of course incompletion, course withdrawal, course repetition,
and tfoncredit remedial courses.

Institutiuns should establish Limits un the amount of time allowed for student. in
different enrollment categories we.g., full-time, half-times to complete their ubjectives
tu be eligible tu receive federal financial aid The time established should include
any additional time needed to complete noncredit remedial courses The institu-
ton's policy should clearly describe the effect on satisfactury progress of course in-
completion, wourse withdrawals, and course repetition. A given institution may
deide to impuse o Linut on the number of course incumpletions, course withdrawals,
and wurse repetitivns Cluck hour institutions shuuld establish a maximum nuniber
of ¢luck hours of instruction for students to complete their programs

D Procedures for appeal and reinstatement of aid should be part of each institu-
tion's policy on satisfadtory progress and should be readily available w writing to
all students recenang federal finanvial aid. When an institution denies wid, reviews
A case, oF reinstates a student who was previously considered not to be making sat
isfactury progress, ducumentation tu gustify the action must be maintained

Institutional pulicy should clearly describe the procedures for appeal and rein-
statemient, possibly including the cunditions under which an appeal may be sought

Aruitoxt provided by Eic:
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;r}d the procedures by which students may satisfy the deficiencies that led to ineligi-
ility.

E. Evaluation of a student's academic standing and progress to determine federal
financial aid eligibility should be made before each award period, but no less often
than once per year.

Although some institutions are able to make a formal evaluation of a student'’s
progress after each academic term, many other institutions, due to processing and
ttme constraints, are not able to do so. If an institution can complete forn.al evalua-
tions only once per year, an effort should be made to conduct more frequent evalua-
tion/monttoring during the year. This will be particularly important in situations
involving a probation/warning status or with appeals and reinstatement.

Mr. SimoN. Mr. Conner.

STATEMENT-OF J. DOUGLAS CONNER, EXECUTIVE DIRECTOR,
AMERICAN ASSOCIATION OF COLLEGIATE REGISTRARS AND
ADMISSIONS OFFICERS:

. Mr. ConNNER. Thank you, Mr. Chairman.

I am going tg try to follow my text a little more explicitly than
Dr. Peltason did, because I am going to try to comment on the
GAO report specifically in terms of at least some of the misconcep-
tions that that report may have developed. Our association has a
long history of cooperation with a good many of the agencies, par-
ticularly those included in the report, and we feel that self-regula-
tion is the best ‘way to address these problems. As I comment on
the report I want % assure the committee that in no way do we
intend to be defensive, or that my association and the higher edu-
cation community in general have any desire other than cooperat-
ing with any and all Federal officials to see that institutions strive
to insure that Federal aid dollars are used appropriately to proper-
ly enhance students’ educational goals.

For this reason, my comments will concentrate on GAO’s recon,- .
mendation that the Congress authorize the Department of Educa-
tion to issue regulations setting forth general requirements for in-
stitutions to follow in establishing academic progress standards.
The self-regulation initiative prepared by the American Association
of Collegiate Registrars and Admissions Officers and the National
Association of Student Financial Aid Administrators and approved
by the American Council on Education provides a framework to ac-
complish this recommendation without the specifics that are in-
cluded as part of the GAO recommendations. In my view, coopera-
tive voluntary efforts between the Government and higher educa-
tion seem to be the most effective way of accomplishing this basic
objective.

May I now amplify this and also offer some specific comments on
the report that will illustrate that basic point.

As I read the report I had to remind myself in terms of the con-
text of the report that it was an auditor’s perception of what satis-
factory progress would be, that is in this case an overall “C” aver-
age, for three separate Federal programs which have different ob-
jectives and requirements.

First, as acknowledged in the report there are no satisfactory
progress standards for social security students except that they
carry a full-time load by the institution’s definition. In 1979,
AACRAO and social security worked out a voluntary (nonreim-
bursed) certification plan that saved the Government $75 million in
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fiscal 1980. This illustrates, I believe, the very best in terms of vol-
untary cooperation between the Government and the private
sector.

Second, the VA has very rigid standards on progress, nonpuni-
tive grades, changes of program, and full-time status that are not
only supported by regulation but often are in the law itself. The
VA had 20 lawsuits before Public Law 94-502 was amended, and it
seems to many of us who worked on that effort unlikely that
anyone would want to repeat a comparable experience of cement-
ing standards into law and regulations. Again, voluntary coopera-
tion such as the AACRAO/social security certification process, the
ACE/AACRAO/NASFAA self-regulation initiative on satisfactory
progress, and ACE/National Association: of College and University
Business Officers’ self-regulation initiative on tuition refund poli-
cies would appear a much better option. ¢

I would like to give you a few more interpretations in terms of
points of the study that I think will be helpful toward this overall
aim. .
The General Accounting Office admits in the report they did not
survey any institutions that were selective in their admissions
process. The 20 they did review included many with open-door ad-
missions and those institutions did provide flexibility in terms of
academic probation, suspension, and so forth, to provide reasonable
opportunities for students to succeed. In fact, many selective insti-
tutions are flexible in not applying the “C” average requirement in
the freshman year. Some of these institutions then also permit
such programs as academic bankruptcy, and so forth, and may not
require an overall “C” average to graduate. Institutions sometimes
compute a separate graduation average that usually requires a “‘C”
average on all work that applies to the degree. This enables a stu-
dent not to be penalized for “F's” if he/she passes the course when
repeating it. Consequently, the overall “C” average standard as ap-
plied by the auditors is not necessarily a good or fair measure.

Since the 1960's, institutions developed very liberal course-drop
policies, nontraditional grading, and so forth, allowing students to
drop without penalty, sometimes up to the day of final exams. This
trend is reversing itself now, but open-door admissions institutions
may still not have completely revised their policies on dropping
courses. ‘ )

Last, and I guess this is kind of in the picky, picky vein, I have
seen a lot of references in the press about coed jogging and ad-
vanced weight training. I was interested in terms of the bottom
line as far as that student was concerned because the student refer-
enced did graduate. So it is m assumption that those courses in
some way applied toward the degree requirements. I say that just
in passing because I was interested in how quickly some of the
media picked up that fact.

There is also a statement in the report that VA payments are
made directly to the student, and that is not c0mplete)y true. The
VA in the seventies asked higher education institutions in a coop-
erative vein to participate in advanced pay programs and to deliver
checks up to 2 months of advanced pay to the veterans upon their
registration.
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This process was a factor, perhaps a major factor, in the VA
overpayment problems in recent years. The premise is that the stu-
dent is responsible for meeting the necessary requirements of Fed-
eral aid. Students sign onto this on their Federal financial aid and
on the VA eligibility forms. Institutions report enrollment, with-
drawals, terminations, and so forth, but they use their own aca-
demic standards to monitor students. We think ‘the system can
work this way with the cooperation that now exists between the
Department of Education and the higher education community.

Thank you.

Mr. SimoN. Thank you.

[The prepared statement of J. Douglas Conner follows.]

PREPARED STATEMENT OF DR J Dotulas ConNER, EXEL UTIVE DIRECTOR, AMERICAN
ASSOCIATION OF COLLEGIATE REGISTRARS AND ADMISSIONS OFFICERS

The assovtation which I represent, the American Assoucation of Collegrate Repise
trars and Admissions Officers, is « natwnal, non-profit educational association
which is corposed of membership of over 2,200 aecredited postsecondary stitu.
tons These institutions are represented by mwore than 7,200 individual staff mem-
bers from the fields of recruitment, admissins, registration and records, student fi-
nanctal wd. and institutional research at the undergraduate, gruduate, and profes.
sional levels .

Traditionally, our association hashad a Jose and rewarding working relationship
with federa! wiencies cuncerned with higher education. This has been particularly
true m terms of the Sodial Security Administration, the Veterans Administration,
and the Department of Education Through mutual understanding and wuperation,
fer example, we have been able to bring institutional vollegiate staff members 1n to

6 Washington to work on ad hu¢ committees with these arencies 1n order to provide
implementation advice on the respective laws with the usery’ expertise,

We've been invited to umment on the GAO report and | would Ithe tu offer re-
marhs in that regard, emphasizing to the committee that i no wav do I want to
make 1t clear that the comments are defensive or that my assoctation and the
higher education community in general have any desire other than woperating
with any and all federal olficials to see that institutions strive to ensute that federul .
ad dollars wre used appropritely tu properly enhanve students educational goals.

For this reason, my comments will woncentiate on GAO's tecommendation that
the Congress authurize the Departinent of Education to issue regulations setting
torth general requirements for institutions to follow 1 establishing academie prog.
ress standards The self regulation imtiative prepared by the Amewan Assovition
of Collewtate Registrars and Admiussions Officers and the National Association of
Student Financial \id Admunistrators and approved by t ¢ American Counail on -
Education provides o framewark to acomplish this récommendation without the
specities that are included as patt of the GAO recummendations In Ny view, coop
enative soluntary effurts between the goverument and higher education seem to be
the: most_ettective way_of accomplishing this basie objective __ .

Mav I'oow amplity this and also otfer some specific comments on the report that

. will ilfastrate that basie point

A common standard was applied in terms of an auditor’s conept of what satisfac.
tory progress i~ ‘an overall C7 averager for three separate federal progiams. with
duterent ubjectives and requirements

I A~ achnowledged in the report there are nu satisfactory progress standards for
sl sevunity students except that they warry a tull-time foad by the mstitution's
detimtion In 1979 AACRAO and Svuial Secunty worked vut o soluntary non-reime
bur=ed' certitication plan that saved the government 375 nullion in fiscal 1930, This
Hustrates: © believe the very best in terms of voluntary cooperation between the
rovernment and the private sector

S The VA have very rynd Standards on progress, non-punitive gades, changes
ot program and tull time status that are avt wnly supported by regulation but often
are 1o the law atselt The VA had 20 Law suits before Publie Law 91-302 was amend-
ed and it seems to many ol us who wothed on that effort unlihely to me that anyone
would want to repeat a comparable espenence vl cementing standatds into law and
regulations Azaih, volyntary cooperation such as the AACRAO Soctal Seeurity Cer-
tfication process the ACE AACRAO NASFAN sell-regulation initiative on satisfae-
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tory progress, and ACE: Nutwnul Assoctation of College and University Business Of-
ficers self-regulation mmtiative on tuttion refund policies would appear a much
better option .

A further interpretation on points of the study:

GAOQ adnnttedly did not survey any institutivns that were selective in their ad-
missions process. Many open dupr admissions institutions provide flexibility in
terms of academic probation, suspension. etc., to provide reasonable opportunities
lor students to succeed. In fact, muny selective institutions ave flexible in not applv-
ing the 'C" average requirement tn the freshman year. Some of these indtitutio
then also permit such programs as academic bankruptcy, etc, an may not require
an overall'Caverag to graduate. The Institutions sometimes compute a separate
graduation average that usually requires a “C" average on all work that applies to-
the degree. This enables a student not tu be penalized for “*F's"” if he’she passes the
course when repeating 1t. Consequently, for overall "C"” average standard as applied
by the auditors is not necessarily a good or fair measure.

Stnce the 1960's, mstitutions developed very liberal course drop policies, allowing
students to drop without penalty, sometimes up to the day of final exams This
trend 1s reversing itself now, but vpen door admissions institutions may still not
have completely revised their policies on dropping courses.

Lastly, n the picky, picky vein, the co-ed jogging and advanced weight training
courses, the bottom line 1s that the student did graduate. Those courses must have
been used as elective hours or the physical education requirement.

The statement i the report that V.A, payments are made directly to the student
1% not completely true the V.A,, in the 1970's, asked higher education institutions to
participate 1n advanced pay programs and deliver checks (up to two months of ad-
vanced pay) to veterans upon registration. This process was a major factor in the
V.A.'s overpayment problems in recent years. The premise that exists in the V A
regulations and in Department of Education programs is that the student is respon-
stble for meeting the necessary requirements of federal aid. Students sign on to this
on their federal financtal aid forms and on V.A. eligibility forms Institutions report
enrollments, withdrawals, terminattuns, but use their own academic standards to
monttor students. The system can work with the cooperation that now exists be-
tween the Department of Education and the higher education community

LY

ApPENDIX I

DePARTMENT oF HEALTH ADMINISTRATION,
SocIAL SECURITY ADMINISTRATION
Bualtimore, Md., March 17, 1981.
Mr. J. Dovgras CONNER,
Exvclzsué ¢ Assoctation of Collegiate Registrars and Adnussions Officers. Washington,

Dear Mr. CONNER. As you are aware, over the last two yeaty the Social Security
Adnitnistratiol (SSA), with the cooperation of your organization, has initiated sig-
nificant changes in the student benefits enforcement operation While all of these
changes have not been implemented as smoothly as you or 1 would have hoped for,
nesertheless, data available to me indicates the changes have resulted in significant
improvenents m our program. For example, we estimate that the verification re
quirements, 1n which your organization plays such a vital part, helped us avotd
making over $15 million m incorrect payments during fiscal year 1980 On behalf of
SSA I would ltke to thank you, your staff in Washington, and the thousands of
members of vour organization who have assisted in our efforts to make the student
benefit enforcement program more effective.

Sincerely yours,

SanDY CrANK,
Assoctate Comnussioner
for Operational Policy and Procedures

Mr, SimMonN. Mr. Martin, °

P
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STATEMENT OF DALLAS M:\R&‘lN. EXECUTIVE DIRECTOR, NA.
TIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINIS-
TRATORS, ACCOMPANIED BY JEAN MILLER

Mr. MARTIN. Thank ybu, Mr. Chairman. We appreciate the op-
portunity to be here today and to discuss the area of satisfactory
academic progress with you.

You have heard from my colleagues. Dr. Peltason talked about
the joint efforts of the higher education community, and Mr.
Conner talking about the development of the American Association

~of Collegiate Registrars and Admissions Officers and our efforts to

develop the statement which is in the record. I think that the
course that we have launched ourselves upon today in terms of the
joint efforts of the postsecondary education community in develop-
ing the self-regulation initiatives is very important, and I think Dr.
Peltason pointed that out.

You recall, Mr. Chairman, that you along with some of your col-
leagues, Mr. Ashbrook, Brademas, Ford, and Buchanan on the com-
mittee discussed tliis issue at length during the development of the
Education Amendments of 1980. It was a contention at that time
that rather than writing specific language into the law, that the
reference in the law be a broad statement thereby providing flexi-
bility to institutions to develop those standards that would be the
most appropriate for their institution. And so it is in that vein that
we have enjoyed working with the other people in trying to develop
a statement that is worthwhile that we think can work. I think
this is even more important today when we look at the growth and
the complexity of the student aid programs and realize that there
are so many variances out there that we have some standards and
guidelines that institutions can follow. In that regard we began
work on this issue some time ago. It was our title IV committee
that accepted the challenge to begin to develop specific reconimen-
dations. As we began that approach and working through that
statement we worked closely with our colleagues at AACRAO, be-
cause there is a close coordination with the monitoring and control
with the registrars along with the financial community of an insti-
tution.

We have developed a joint statement of standards which was ac-
cepted by the American Council on Education and other organiza-
tions in October of 1981. I think we should also make it clear that

it was not just the community that was involved, but people from

the Department of Education and other places were consulted and
advised and were given copies of the draft for their input as we
proceeded.

“We are pleased today to say that we have developed the state-
ment, but really it is only the beginning of the effort that the com-
munity is undertaking. While we have a statement now that I
think makes a lot of sense and provides flexibility, the next thing
is to assist institutions in implementing that policy.

We are in the final stages of completing other efforts that we
have been involved in for the past few months. One is the develop-
ment of a comprehensive monograph which we have been working
on that will provide specific step-by-step recommendations along
with a checklist and some models of other schools that have devel-

.
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oped edgood standards to use with our institutions. That will be pub-
lished and will be delivered to all the institutions across the coun-
try in the next couple.of months. We are in thé final stages of‘edit-
ing that document, and as soon as it is final, I will be happy to pro-
vide a copy of it for your review.,

That monograph will be useful as a guide in trying to develop

olicies. This is critical because in developing such a policy at an
institution, we aze not only talking about the impact and the use of
Federal student aid funds, but getting irto some of the bgsic princ:-
ples of postsecondary education, the goal of admission and aca-
demic programs at institutions. So the policy requires close ccordi-
nation between not only the financial aid office and the registrar,
but more importantly, will involve the president, probably repre-
sentatives from the faculty and academic vice presidents and many
others, because the policy will impact on ‘tke recruitment, reten- |
tion, class size, angrabher things.

We are excited about the development and the efforts to have
the publication done, and once we have the publication completed,
we will undertake other activities. For example, the American
Council on Education in cooperation with AACRAO and NASFA
conducted a workshop in New Jersey where we invited college
presidents, financial adminstrators, financia! officers, to help de-
velop their policies as a workshop. Another workshop is going to be
scheduled in the next month. .

Additionally through our State and regional associations, we
have sent out a letter asking them to provide a forum at those
State and regional meetings where this issue can be discussed ard
information exchanged between other institutions of how they are
progressing with them. We think we will be able through that to
have in place an adopted policy that has been designed and fitted
tc each institution, but we will be able to share the experiences
that we have had and try to get more uniformity across the coun-
try. In that regard, I think it proves once more that the self-regula-
tion initiative that has been undertaken can work. It is indeed our
hope that we can continue in this effort with the Department of
Education+and with other Federal agencies to allow the postsecond-
ar{ education community to be sglf-regulating.

"I must point out another thing about the study done by the GAO,
and I think Mr. Conner is correct. We do not want to sound picky
on the study, k1t I would be remiss if I did not provide for the
record thats] know some institutions we visited during the study
were engaged at the time in a review of what was going on and
had changed a part of their policies substantially. They had a news
release coming out about a number of students at that institution
that they had dismissed because they were not doing this, and they
had really cleaned up their act. Unfortunately, the time frame the

. study was conducted under looked at data in the files the prior,
year. There were people that had not till(en the responsibility seri-
ously, and therefore it appeared to be In worse shape than it was. .
That has been changed at thai institution along with the others.

At this point I would like to stop and give you a chance to ask
questions, and also just to say that I have somewhat oversubscribed
myself today and have another com nitment. I have a colleague
here, Mrs. Jean Miller, who is a fcr..er president of our associ-
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ation, who works in an open-doar community college that has been
actively involved with,us and if there are questions I am sure she
could assist as well. .

Mr SiMoON. Let me play the devil’s advocate for a moment and
say to the Department, there are people in the Department whd
wil! say self-regulation sounds great, it simply has not worked. And
they will suy these guidelines are fine, what about schools that do
not accept the guidelines, No. 1, and No. 2, what if we have a
school with a 30-percent default rate, can we just ignore that?
What is your response?

Mr. Pertason. I think a school that fails to properly police its
own house, that does not have an effective program to insure that
reasonable progress is made toward a degree, that some action
should be taken against that school to say that you are not carry-
ing out your responsibility. We do not believe that self-regulation
means t{lat the Federal officials have no responsibility to insure
that the law is complied with. It provides a standard tor them to
implement and enforce. ‘

Mr. MARTIN. One other thing that I think will assist the Depart-
ment of Education is that we have been working with the national
regional accrediting associations for postsecondary education get-
ting them to subscribe to this and to make certain that institutions
we are accrediting develop such policies. It is my understanding
from talking to people in the Department of Education that when
they issue the regulations that they plan to specify that this will be
a part of it, and then for those few institutions—and there are very
few not covered under accrediting agencies—they plan to reprint
those as the guidelines that you should follow. When they are
doing compliance, if they discover that an institution is not adher-
ing to those policies, they no have a basis to write that up as an
exception. I think we will find quickly that the vast majority of in-
stitutions will adopt these and will police themselves very well.

Mr Pertason. It is my understanding that the Department will
make these guidelines part of its regulations. .

Mr‘; SimMoN. Do either Mr. Dean or Mr. Blakey have any ques-
tions?

Mr. DeaNn. In the 1980 amendment Senator Pell’s recommenda-
tion that 75 percent of the initial courseload had to be satisfactori-
ly completed, what arguments could you make that we should not
adopt that now to kind of address the problems in the GAO report?

Mr MagrTin. I would like to comment and perhaps my colleagues
would like to say something about that. I think the main concern
that the community had with an . rbitrariness of the 75 percent is
that not all institutions, when you begin to look at various systems
of judging academic performance, would adhere to that. For exam-
ple. there are academic programs out there that are lab kinds of
courses, particularly in medical areas or nursing, where a student
will engage in that course, and it is really a pass/fail. You either
complete that and develop the expertise and skills necessary out of
that, or you are required to repeat that.

Under a stiff requirement that is arbitrary, there is no way to
assess that. In this case the student might be dropped out altogeth-
er, when in fact maybe all they nesded was additional work for 2
or 3 weeks to complete part of that and they wouldido it. It was
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grimanly in that vein that we expressed cur concern about the ar-
itrariness of having in the law the 75 percent. In actuality, many
schools may have standards higher than that. So our concern was
the grading policies. .

Perhaps Dr. Conner would like to comment on that, since he is
much more familiar with those procedures than I am.

Mr. ConNEr. I think we have a general concern about overlegis-
lating ra‘uirements, as | suggested, or standards into the law. If
you will look in the GAO report and the V..'s response to that
report and see the scenario of problems they have had with doing
that 1n terms of law itself, they have had to amend those laws, and
in fact when we looked at Vice President Bush’s initiative in terms
of reducing regulations, we found that we could not make a lot of
comments on some of the VA programs because the requirements
were in the law, not in the regulations. I think that is my big con-
cern, and the fact that we think the self-initiative process as dem-
onstrated, for example, through the social security program, will be
much more effective.

Mr. Prrtason. The difference between a university regulation
and a Federal law is significant. I would not object to that kind of
regulation if a university chose it, but I would insist that there be
some human being to apply some discretion to take care of the case
where there is not abuse, where you are standing in the way of
some student's progress because of some special circumstances.

You cannot waive a Federal requirement. That is the difficulty
But again from my own experience, it is not an uncommon thing
for a student to start off his or her academic program in the wrong
field. Maybe they started in the college of engineering because
their father wants them to be an engineer, and they do not do well
there. You have to apply some judgment. Maybe if that student
transferred to another college there is a course cf study he or she

could complete. If you have a rigid requirement saying if you flunk
so many courses that is it, you cannot exercise that discretion. We
do not want an institution that has no standards, but the Federal
law 1mposing inflexibility across 12 million different students, each
of whose course of study requires some individual attention :

Mr. DEAN. Has anybody looked into effect that an academic—say
that Senator Pell's standard was enacted, has anybody looked into
what effect that would have on some schools that are struggling
now and they could lose a substantial number of students? Say we
put 1n a rate-of-progress provision and the nonpunitive-grade provi-
sion and a grade-progress provision. Would some schools be jeop-
ardized, or would we see the professors being instructed to give
them all “C-pluses”?

Mr. PELTASON. ] have not myself looked nor do I know of studies
that looked at the consequences of that either in terms of—1I think
there would be a general attempt to comply, but again I think as
you suggest, there are other problems—175 percent of what? If
people did want to cheat, there would be ways to cheat even ~r
that kind of standard, cheat in the sense that they were allowang
the students to stay in school only to get Federal funds rather than
to be making some progress toward some educational goal

Mr. WEiss., Let me ask, and Mr. Martin may know the answer to
this. Is there any data existing as to what standards exist in the-
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community of various institutions? Is that going to be in your
monograph?

Mr MarTiN. We will provide models of several of those that we
have collected They have not attempted to survey to make certain
that every institution has one, but I would say that for a number of
years we also have another publication that the association has
used, and it is actually accepted by the Federal auditing agency,
which is our institutional self-evaluation checklist. In that docu-
ment it also goes through as one of the items that you must have
in compliance and t.lks about the development of a policy, institu-
tional policy of satisfactory academic progress standards. We are
going to build on that and try to expand that checklist with addi-
tional items to mske certain that the %arious points covered in the
guidelines will be included so we make certain that every institu-
tion can make certain that their policies are adhering to the stand-
ards that have been developed.

Mr ConnER. The self-regulation suggests an institution should
publish those policies in their bulletins, catalogs, or brochures. In
anticipation of this hearing I went through about 50 catalogs to see
if there was some statement on academic progress or probation. I
found each institution’s catalog that I checked had fairly specific
statements in terms of academic probation on satisfactory progress
and so forth. That is certainly not a sufficient sample. It 1s more

. institutions than the GAO study included.

Mr Dean. One concern that has been expressed to me a number
of times is that a number of institutions had economic and racial
de facto segregation before the 1960’s, and what they have done
now is set up a preferential admissions policy for these students.
Many of those schools now have flunkout rates that are pretty
much zero, and they will not flunk out anybody even if the grading
is blind . In many institutions examinations are graded by a ran-
domly selected number. Given that that is the fact in many institu-
tions, and disagree if you do not think that is the case—but I am
under the impression that at many institutions, including those
with selective admissions processes, that there is in fact nobody
flunking out of those schools.

Mr MARTIN. One distinction that needs to be made, if we may,
and I am certain I would agree that that is true at a lot of
schools—I think there are a lot of schools adhering to standards,
and there are students admitted under special programs that may
not succeed. One of the lines that we tried carefully to draw here
that I think is the concern in terms of the taxpayer and in terms of
our role as custodians of public funds, is we were not attempting to
tell an institution what its academic standards or policies might be,
If we are going to use public tax dollars to provide financial sup-
port to students that may not have the financial means to obtain
that education, that at some point if that student is not working
reasonably toward completion of a degree under judgments that we
have invested quite a bit here and by this time he ought to be
through, the goal was to say you may still be allowed to stay in the
institution, but you are not going to be eligible to receive public
funds any longer. The purpose of the student aid programs is to
provide assistance to students to obtain Postsecondary education. It
is not an income maintenance program ‘o sustain people for the

7




4

67 *

»

rest of their lives. The distinction we wanted to draw is that the
student aid funds are there to obtain an education. At a reasonable
point, if the student is not doing that, the public tax dollars that
we are responsible for cease.

Mr. PeLTAsON. I would also elaborate, we also want to leave some
room for the institutions to adopt a variety of different approaches
to education. We have some very highly seleetive admissions
schools that have as a policy rigid standards for admission, but
once admitted they generally tenu to be rather generous about the
length of time it takes the students to obtain their degree. They
have counsel and so on. And their approach is we will admit only
the academically talented and we will work with them and get
them a degree. We have other schools with open admission and
their approach is we will give everybody a chance the first year,
and they are rather coldblooded about flunking them out quickly
We have all kinds of distinctions in between.

The statement here is that that is the only approach to solve
thst problem. We do not believe that the Federal Government has
an obligation to perpetually support people as professional stu-
dents. At the same time we do not want to cut down opportunities
foe institutions—it poses a’'question as to whether 4 or 5 years is
normal. The fact is a good many very good students today may be
working. may have other kinds of part-time obligations. If you
niust start, you must take 14 hours, must also make a “C” and you
have to complete in 4 years and you do not, there is something
wrong—1I think that is an overly rigid specification.

Mr. Dean. I can appreciate that. In this self-regulation effort,
what percent of the students do you see actually being determined
to be ineligible for aid as a result of that? In reading this document
I can easily see some schools would promulgate regulations and en-
force them very strictly and everybody would still be eligible for
aid. I think that is likely to happen unless the Department sets
more rigid standards. Do you see a lot of students being made ineli-
gible, or just a few?

Mr. MaRrTIN. I certainly do not have any concrete data to sub-
stantiate what the numbers might be. I can tell you from discuss-
ing the matter with my colleagues at the institutions that I know
that a number of them following your stan 1rds review those once
or twice during the year in terms of progress of the student, and
when students are found that they are not doing that, they are re-
moved. Mrs. Miller has just shared with me here that in her ins*'
tution at Pasadena City College in California, she has noted that
under the guidel.. es, 5 percent of the students would be disquali-
fied annually at her institution with the guidelines that you have
She says that is her procedure. Can she expand on that?

Mr. Dean. Do you think these students will wind up dropping
out of school as a result of no aid?

Mrs. MILLER. Yes.

Mr. Dean. So you will lose them altogether?

Mrs. MILLER. We will lose them at that time. However, many of
them get religion and return at a later time, another semester or
another year. -
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Mr Dean And if we left them eligible for aid, do you think a lot
of them would straizhten out in another term, or do you think it
helps them when they see the sword over their head?

Mrs. MiLLer. | think we would find at an open-door institution, if
they did not have standards, they would take advantage of the
system.

Mr. DEAN. Thank you, Mr. Chairman.

Mr SimoN. Let me make a comment in line with Mr. Dean’s
question here. I think one of the concerns of one of my colleagues
who were in the other body, one that I share, is that we have to
pay some attention to this whole quality problem and that there is
a danger, particularly as we cut funding and as we lose students
that schools are going to I# moving in the wrong direction, and I
think there are at least several of us who have some concerns in
this direction.

Mr. MarTIN. Mr. Simon, I might just add though while I think
that has been a suspicion, there has been a lot of evidence recently
that many, man)y institutions are actually tightening up on their
standards that are getting more and more selective on admissions
policies There have been some major universities recently that
have announced tightening of policies. Ohio State is one, Florida is
another, that are going to tighten up on this, just the opposite of
what we would assume during a period of tightening funds and re-
duced enrollments.

Mr. PeLtason. Miami Dade Community College is, also. I think
vou are right, the apprehensicn that you express is one that some
of us have, the fear that in a time of shortage of students people
might enage in recruiting. We also have some self-regulatory
guidelines having to do with ethical advertising, with recruitment.
We are now working over those relating to recruitment of foreign
students. because I think everybody in the higher education com-
munity does not want to see us go through a period in which we
lose the public confidence by abusive practices or engaging in
things that we consider improper. I think that danger is real, but I
think we are alert to it. There will always be some who will violate
those standards, but by having the standards it will be readily
identified, and then if punitive action needs to be taken, it will be
against those institutions rather than adopting a regulation con-
straining those who do behave.

Mr Simon. I was not suggesting that the grade point average
was a way to solve this problem. I am aware of what Harvard and
Stanford and Ohio State; I was not aware of the Miami Dade
action I am not sure the examples cited are necessarily going to be
typical of what is going to happen in the higher education commu-
nity, I hope maybe they are.

Mrs. Miueer. I think—I was going to say earlier, before you even
asked the yuestion, that I would have less concern about satisfac-
tory progress guidelines with the shortage of funds, because I be-
lieve that most institutions will tighten up their standards as what
we call a fund rationing device. It is one way of using fewer func.
fur the students that you have. And it may mean a loss of some
students.

Mr. Pertason. In the fifties it well might have been if we had
more students, that would bring more resources to your institution,
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but that is not necessarily going to be the case today. If you have
fewer dollars, you want to make sure you are spending them on
those students that are most promising.

Mr. Simon. Mr. Erdahl.

Mr. ErpanL. I have no questions, but thank you. I have looked
the material over quickly.

On second thought, I guess I will ask one question. Perhaps this
is one you should be directing at us rather than any one of us to
you, and of Mr. Peltason. On the third page you mentioned that
the “On satisfactory prugress, we completed the development of a
national policy statement last October. It was developed in close
consultation with the Department of Education. We understand
that the Education Department fully supports these community-de-
veloped standards . . ." and so forth. Where might this commit-
ment be if we see modifications in the U.S. Department of Educa-
tion, or to whom will they be shifted?

Mr. Simon Answer _this carefully.

Mr. ErpanL. If I aki ever invited down to the White House, I will
ask the same question, but I will ask you, since you are here.

Mr. PrLTAsoN. | assume that there will be somebody responsible
for enforcing these particular regulations, wherever he is located in
the Federal structure. If you ask my guess as to what the ladies
and gentlemen of the Congress are going to do, my suspicion is that
there will probably still be a Department of Education for some
time.

Mr. Erpanc. I just talked to a group of intelligent young people
from the Close-Up Foundation and I coined a new initial definition
of PPP. One of tgem asked what that stood for. I said PPP stands
for the force in Washington, personal Presidential persuasion 1
guess | would take issue if the President decided to abolish the De-
partment, as he said in his recent speech. I suppose he would be
successfui in the Congress in accomplishing that I hope we will see
these programs carried on in a satisfactory manner someplace else,
though I am dubious that that can be accomplished.

Thank you, Mr. Chairman. . .

Mr. SiMon. Mr. Weiss?

Mr. Weiss. Thank you, Mr. Chairman. I have no questions

Mr. SimMon. We thank the three of you for your testimony We
look forward to working with you.

Mr. Simon. Mr. William Ihlanfeldt, vice president for nstitution-
al relatiéns of Northwestern University.

STATEMENT OF WILLIAM IHLANFELDT, CHAIRMAN, FEDER-
ATION OF INDEPENDENT ILLINOIS COLLEGES AND UNIVERSI-
TIES, AND VICE PRESIDENT FOR INSTITUTIONAL RELATIONS,
NORTHWESTERN UNIVERSITY
Mr. IHLANFELDT. Mr. Chairman, I welcome this opportunity and I

come here not as vice president for institutional relations at North-

western, which is a rather innocuous or amorphic title and in-
cludes such areas as admissions, financial aid, registrar, govern-
ment relations, et cetera, but I am here today as the chairman of
the Federation of Independent Illinois Colleges and Universities,
which represents 52 different institutions in the State I happen to
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be one of three representatives to that organizaticn that is not a
president.

I have been asked to address the question of the financial aid cal-
endar and the processing of the Pell grant program, and I welcome
this opportunity. I have submitted testimony for the record, and I
will simply supplement that testimony.

Mr. SiMoN. Your statement will be entered in the record.

Mr. IntanrFeLDT. The financial calendar, from our perspective,
has been untimely and has minimized the impact of billions of dol-
lars of Federal funds. I do not wish to negate the significance of the
Pell grant program, but I simply do not think it has realized its
full potential.

In 1977 two ideas merged. One idea was to simplify the financial
aid process, and that was under the capstone multiple data entry,
with the idea that students would file a single application for re-
ceipt or eligibility of all types of funds, Federal, State, and institu-
tional.

The other idea was a concern of the Department of Education,
and that was how could they better monitor abuse in the program
or fraud in the program. What emerged out of those two ideas was
an agreement that applications for Federal funds, particularly the
Pell grant program, could not be submitted until after January 1,
and there must be particular line item reference from the IRS
forms to the financial aid form. ‘

Also a part of that was the fa * that the major contractors in the
country wanted to be a part of this system, and therefore moved
their dates forward so that all applications allegedly would be,com-
pleted after January 1 or after the W-2 forms had been received.
Families attempted to complete the IRS forms and then extracted
information from IRS to the financial aid form keeping in mind
that the reason for this requirement was to address the concern of
abuse and fraud.

Now, in the admissions business, and I have been a part of that
business for 17 years, from our perspective the issue is that the ear-
lier people hu. ¢ information the better choices they can make, and
frankly, no matter how much one makes an effort to communicate
that people are eligible for funds, until they actually receive a chip
or a voucher which says you have the funds, they cannot plan.
Frankly, they do not work very well in a world of uncertainty.

Now, there were many alternatives suggested at the time this de-

_ cision was made in 1977, and one of those was that families could
submit information on the basis of estimated income. Awards could
be made during the fall of the year, and verification documents
could be sent to these families or the recipients after April 15. My
financial aid staff tells me that would include six items.

What has happened to the system or what has the financial cal-
endar wrought? Has it been simplified? For some of the major
States and for the Federal Government it possibly has been simpli-
fied, but in recognition that this would mean a lack of planning
and would encumber the admission processes of many schools, the
schools have spent record amounts of funds to try to penetrate
many markets that I think have been disenfranchised to some :
extent by this. program. We now have in fact more applications in )
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the environment than we had in 1977. Many of those are institu-
tional. }

Has abuse been decreased? Is there less fraud in the system
which was the principal reason for tying it to the IRS statement? I
think I address this in terms of some data that I cite in my state-
ment, but the behavior of the Department of Education suggests
that they are not satisfied with the system as it is, because they do
require verification of campus financial aid offers and have asked
for verification of 100 percent on the campus. The reason why they
have tied this to the IRS statement does not seem to exist any
longer. '

Has the number of applications been reduced by various market-
ing segments? I think NASFA studies, studies more recently by
Howard University, would suggest that it has impacted as but one
example in the black community in terms of increasing mobility.

Has this affected the college on broader horizons? I think I an-
swered that question. I thank the lateness of the system simply
does not permit broader horizons. .

Let me give you an example. What has happened in the higher
education system is that students go through the process of trying
to make a decision of where they should go to school, and after
they have made the decision they find out that they are either eli-
gible or neligible for funds. If that system was moved forward by 6
months and they knew they were eligible, I think you would find a
different behavior pattern with respect to where students would
elect to go to school and their own commitment to education
during the senior year. If you are told that you have $1,800 or
$3.000 or more available tu you upon completion of your high
school degree, I think you wiil perform differently than if you find
that out in August after you have graduated from high school.

What are the options available to change this system? I recognize
that there are all kinds of study committees, but that is part of the
problen. I do not think there would be any difficulty in moving
that calendar forward 6 months if Congress could make decisions
quicker in terms of taxes on income.

How could we validate the system? The Pennsylvania Higher
Education Assistance Authority has now demonstrated as did the
Illinois Scholarship Commission, that prior year data is a better
index in terms of accuracy and in terms of making sure there is
less fraud and abuse. If that is not acceptable or if that cannot
work, we can always go back to the idea of estimated income with
a followup in the spring of the year. And the followup document
would go directly to the subcontractors, who would then verify it
and move it onto thé major contractors.

The irony of this, it strikes me as ironic, is that we are investing
billions of dollars in this program over time and several billion a
year, a couple billion at least, but when we get to the processing
question and say should we in fact have this kind of verification in
April. we are told it is too costly, that a million bucks is too costly
i order to make sure that we are maximizing individual opportu-
nity when the expenditures exceed several billion Now specific
early information would fulfill the prophecy of the program and
the goals of the Senator for the program which bears his name. It
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would expand upportunities. reduce some of the inequities between
ocial classes, and also optimize the use of Federal funds.
Thank you. ’
[The prepared statement of William Ihlanfeldt follows:]

PREPARED STATEMENT OF WILLIAM [HLANFELDT. CHAIRMAN, FEDERATION OF
INDEPENDENT ILUINOI> COLLEGES AND UNIVERSITIES

The 1sue that 1 have been asked tu address tuday 15 the Federal Financial Ard
Calendar From the perspective of the member mstitutions in the Federation of In-
dependent Minois Colleges and Universities. the current processing of student fi-
nancial assistance is untimely, limits individual educativnal upportunity, and mini.
muzes the impact that billions of dullars in federal student assistance should have
upon reducing social class inequities through the Pell Grant Progrum. The prublem
15 the lateness of the processing schedule. which is caused by the explicait require-
ment that, before a family can qualify for assistance through the Pell Program, spe-
cific line jtem information must be estracted from the Internol Revenue Service
Form and placed on the Financial Aid Form. The earliest that such information is
available to most famnilies i in the first week of February upon the receipt of the
W-2 Fornys' Mureover, most families du not complete their Internal Revenue Serv-
we Forms until March and April Bureaucratic and processing problems uften cause
turther delays Thus, families are inhibited in their coliege planming, fur it s
common for students not to receive an annvuncement of their award until near vr
atter they have graduated from secondary school. By this time, the vast muyjonity of
students have already decided where they intend to pursue their educaiton beyund
secondary schuol As a result, the current Calendar, instead of broadening individu-
al horizons and educativnal opportunitios--the hupe of the Senator whose name the
program bears- limits the effect ol the Pell Grant Program matnly tu providing
access at the local level.

The atorementivned application requirement was imposed by the Office of Educa-
tion in 1977 with the intent of limiting fraud and abuse Alternatives to achieve the
same purposes, without undermining the original ubyectives of the program. were
suggested at that time However, these other uptions were rejected and the fucus
was placed upon curbing fraud and abuse rather than expanding educational oppur-
tumty  Since that time the data suggest that abuse has not been remedied, that
there s a more accurate methodolugy  an utihzing the base yeat ipeome informas
tor and related line e Income Tas Form referencing, and that black enroll-
ments as but one index of program impact—have esther leveled off ur decreased at
many tour-year public and private colleges and universities.

Fraud and thuse  The Department of Education, apparently now less confident
of reducing buse through delayed processing and line tem referenang with tas
turms, has increased ot vyal by requiring the campus financial aid offices tu val-
date reported inconie infurmation on a random sample of reapients through the ol
lection of Internal Revenue Service Furms. Moreover, o recent propusal has been
wenerated by the Department of Education tu validate adjusted gross income and
other atems for all recipients through the campus finanvial aid officer—a burden
that could not be eamly accommodated In other words, the very reason for the ea-
wstence of the current processing schedule no lunger 1s vi. .

Methodology —Currently, knowledge of 1951 incotne data 1s required, as reported
on specific line items of the 1981 Internal Revenue Servict Forms, betore a fanuly
can complete a tinancial aid application This 1» known as the base year. A recent
studv by the Pennsylvania Higher Education Assistance Authority found that prio:
vear data. or in this instance, 1950 income, adjusted for inflation, 15 a more accurate
measure of deternuming family finandal need. A similar result was found by the
Ihnois State Scholarship Commussion in the early 1970s These findings invahidate
any claim that the processing of financial aid applicitions vught to be delayed n
order to require the inclusivn of base vear income. In other words, the Calengar
should be moved forward . :

Impact Periodical’s. the question must be asked of any program, 'Is it acheving
its oryanal purposes™”™ The Pell Grant Program was created to increase access tu
pust~econdary education and tu espand educational chowe The answer with repard
to access 1s, “possibly™, with regavd to choice, “doubtfully. at best”
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Studies by Astin,! Gladieux # and the Institute for the St% of Educ .on Policy®
have presented the tollowing findings (1 that 33 percent all freshmen had not
heard of the Peil Program, «2¢ that frem 1977 to 1979 there was a dramatic decrease
both 1 Pell Grant apphications and in full-time freshmen enrollment among all de-
pendent students trum fanulies with real incomes under £12,000, (3! that the per
centage ul black students not recersing Pell Grants at predominantly black colleges
mereased by at least ten points from 1977 to 1979, and of) that black enrollments
either leveled oft or decreased at tour-year colleges and universitivs during the
latter half of the 1970s As members of the Committee well know, these reported
chunfx securred during a perted when the amount of student aid was reaching its
zemtiy, ~

A SIMPLE SOLUTION

In order to provide students with the fullest opportunity to achieve their educa-
twnal objectives as well as to accommodate Cungressional concerns about fraud and
abuse, I recommend a procedure that would move the Financial Aid Calendar sub-
stantially forward, with the intent of achtesng the dual objectives of, expanding
educational upportumity and nuninuaing fiaud and abuse As suggested above, prior
vear data adjusted for inflation provide a more accurate index than base year data
in determining a family’s ability to pay for higher education This fact permits the
acceleration of the Financial Atd Calendar and allows more time to validate infor-
mation Validation of prior year data could be continued on a randomly selected
basis through the campus financial aid office.

Should base year incume mfurmation be required, in addition to prior year, such
mtormation could be collected through a subcontractor after April 15 Should cost
be a factor. it s recuinmended that the student recipient pay a nominal fee for the
processing of the second document. For example, a family would be able to complete
thg Financul Aid Form as carly as the summer between a student’s junior and
senwr sear i high school based upun prior year data Awards could be announced
as early as October 1, which would substantially facilitate a student’s educational
planmng If buse year information were alsu reyuired, a subcontractor could collect
such informatn in the spring of the student recipient’s senior year in high school
Shouid the reported base year information deviate less than 3 or 10 percent from
the adjusted prior year infurmation the award would remain the saine Deviations
in wncomes that were greater than 3 or 10 percent would possibly require a change
i the award, This validation procedure, if necessary, would permit a national
ssstem of venification without third party institutional involvement Subcontractors
would not transmut any mfornlation tu the major contractor until the system had
been updated or until a speatfic date. Except for a limited number of cases, there
would only be une transfer of data from any one subcontractor to the wmajor contrac-
tor

These comments are not intended to minimize the significance of the Pell Grant
Program, because, clearly, tts impact upon the educational system has been substan-
tal, vet, only with a change 1n the Financial Aid Calendar can the original objec-
tives of the program be realized. that of expanding educational opportunity and re-
ducing the inheregt, inequities between social classes. Moreover, an earlier process-
ing schedule would”not only permit better family planning but would provide the
federal and state governments with more {ime to validate information, thus, redue
ing fraud and abuse while increasing the impact and breadth of the program

vAsun, A W and others. The Amerwcan Freshman, National Norms For Fall 1927, Laboratory
tor R;-\e.nrvh i Higher Education. Graduate Schuol of Education, University of Cahforma, Los
Angeles -

Asin, A W and others, The American Freshman Natwnal Norms For Fall 1979, Laboratory
tor R;w.mh in Hiwher Education, Graduate School of Education, University of California, Lo~
Anpeles

Adin, A W and otherv. The American Freshman Natwnal Norms For Fall 1950, Laboratory
tor R;'\('dn‘h 10 Iigher Education, Graduate School of Education, University of California, Los
Ameles

“Uladieux. L and Byee, U, As Middle-Income Student Ad Expands, Are Low Income Stut
dents Lostmg Out?  a report for presentation at the Sth Annual Conference of the Southeastern
Awoctation of Educational Opportunity Program Personnel. Jackson, M, Mar 1, 19%0 tre
sised July $9n )

'Instituts tor the Study of Educational Policy, Equal’ Educational Opportunity Scoreboard
The Status of Biack Americans in lhﬁ:hor Education, 1970-1979," Institute Lor the Study of Edu
cationat Policy. Howard Umveraty, Washington, D C
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Mr SimoN Thank you. Do I understand your suggestion, what
you are suggesting is that in October you can apply or use the 1980
basis® Then sometime after April 15 there would be a verification
document or a dzcument that could modify that if™it went over 5 or
10 percent; is that correct?

Mr. IHLANFELDT. I think there are two ways to approach this.
One is use the prior data and then simply have a sampling on the
campus, or you could use the prior year with a verification after
April 15 The alternative would be estimated income on the base
year rather .han the prior year, with a verification document after
April 15 Because the concern that the Office of Education ex-
pressed in 1977 was that they would reduce abuse by tying the ap-
plication process to the IRS document, that seems to be no longer
valid because they do not use it anyway.

Mr. SiMON. I was interested in your statemeat on page 3, I have
to say I was not aware of this before, that 38 percent of all fresh-,
men had not heard of the Pell program. Is that the Pell program
identified as the Pell program—-—

Mr. IHLANFELDT. It is referred to in NASFA’s questionnaire of
roughly 500 colleges und universities across the country. The ques-
tion is have you heard of the basic grant program. They still used
the term in 1980 and called it the basic grant program. Thirty-
three percent had not.

Mr Simon. Getting back to the calendar schedule, would that be
of assistance to you at Northwestern University, shifting this cal-
endar or just simply——

Mr. IHLANFELDT. Several things would happen. First of all, we
would eliminate a lot of the supplementary applications that are in
the environment, and that would sirplify the process, No. 1. No. 2,
it would permit us to be able to not only say orally, but with some
kind of chit or voucher, you do have money. We would attempt to
again penetrate some environments that we fiankly have found it
extremely difficult to penetrate during the last 3 or 4 years. In the
sixties and seventies one of my responsibilities changed—we went
from less than 1 percent minority to 14 percent minority, quite a
different distribution in terms of income on the campus. Bu since
the change took ple\ce in the Pell program, and I recognize some of
the data are soft and it is hard to draw positive facts, but when we

reached the zenith in terms of financial aid we found that it was

‘ncreasingly more difficult to penetrate some of the inner city
areas I think the Harvard study also comes to that conclusion.

Mr. SinoN. Mr. Wejss?

Mr. Weiss. Thank you, Mr. Chairman. I am not sure if 1 under-
stand the program or the point that you raised factually. I missed a
witness who testified yesterday afternoon before the subcommittee
for the Department of Education, but the report I had of their testi-
mony was that their very complaint seems_to be that applicants in
fact are allowed to estimate what their adjusted gross income and
their taxes paid have been. As a result they comp%ained that there
have been overpayments to Pell recipients by almost $300 million.
Now, is there some discrepancy in my information, or are these -
facts as we unflerstand it?

Mr. IHLANFELDT. No. Let me give you my version. The rule as
now applied to the financial aid process is no application can be
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submitted if you want to be eligible for Federal funds until after
January 1. Many families complete that application and guess
before they get their W-2 forms. They will complete it in January
and still have not gotten to their IRS statement. If you follow the
logic of the Department of Education——

Mr. WEiss. The form apparently provides for that kind of esti-
mate to be made by the applicant, is that not correct? -

Mr. InLANFELDT, Well, it says in effect—I think there are four
items, to extract this information from the 1040 forms, but not all
families do that because they have not completed their 1040 forms.

Mr. Weiss. And they are allowed to estimate?

Mr. InLANFELDT. They have no alternative but to estimate.

Mr. Weiss. No, it is not a matter of alternatives. My information
is, according to DOE, the application form currently allows or au-
thorizes the applicant to estimate what the taxes and income were
for the preceding yea:. And they complain that because that is per-
mitted they have been paying out too much money. You are sdying
that they are not allowed to do that, and as a result they have to
wait until they have actually gotten their W-2’s back, and by that
time the whole sequence has run so late that they are disadvan-
taged, a very serious discrepancy it seems to me of a factuai
nature. . '

Mr. IHLANFELDT. If they complete their application after January
1, there is a reference that they should extract information from .
the IRS form. The fact is that many do not, and for that reason
they operate on estimated income rather than actual income. Now
the Department of Education, if you follow their logic, would like
to move these applications back to April 15. 1 would like to move .
them forward with a verification document on the other side which
would give you better validation. You would have 100 percent or
universal validation in the example Tha{ I am suggesting.

Mr. Werss. But you are starting with the premise that in fact the

administration wants to follow through on the basic assumption of

expanding opportunities?

Mr. IHLANFELDT. No, I am not assuming that premise whatso-
ever. I am simply stating that the initial intent of the program was
to do that, and I'think from 1973 to 1977 we were making good
progress. In 1977 when we made a decision to delay the application
process rather substantially I think it was attenuated or the prog-
ress began to slow up. '

Mr. Weiss. But now if, in fact, DOE is asking for it, they get it
either because of legislative changes or more likely because they
are going §0 put in regulations which will change the form—never
mind pﬁﬁ’ ng it into the position that you want, which is an esti-
mate with verification.

Mr. InLANFELDT. Or the use of prior year. .

Mr. WEss. Or prior year. Apparently what they want to do is
eliminate altogether the capacity to work on any kind of estimate
verification at all. They want absolute hard information as to what
that income and tax criteria paid was and earned for the year—for
that previous year, which is going to make the situation worse
than it is right now, would you not say?

Mr. IHLANFELDT. If that is their intent, then I think it would de-
stroy the original purpose of the program. If all the Pell program
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becomes is simply a subsidy to finance higher education, then it
does not broaden one’s horizons.

Mr Weiss I am advised by counsel that what they may be after
is universal validation. )

Mr. Inianfewpr. That is another matter, and that can be
achieved in some of the ways that I have discussed. I understand
they requested funds yesterday to do that. They want the financial
aid officer on the campus to do it, and I would suggest there is a
better ‘way. °

Mr. Weiss. Let me ask you a tangential point—] am sure that
within your role you have come across it—what has been the
impact, if you know, so far, on Pell grant applications of the elimi-
nation and phaseout of social security education benefits?

Mr. IHLANFELDT. I do not know. I think it is too early to tell.

Mr. Weiss. What kind of——

Mr InLANFELDT. We made estimates in terms of the cost on one
single campus, but that is unrelated—that would vary from
campus to campus. ,

Mr Weiss [continuing). Can you give us the information on the
single campus? . . '

Mr. IHLANFELDT. $360,000 at Northwestern.

Mr. Weiss. At Northwestern?

Mr. IHLANFELDT. Yes,

s Mr. WEiss. Thank you.

Thank' you very much, Mr. Chairman.

Mr. SimoN, Thank you.

Mr. Erdahl. .

Mr. ERpAHL. Thank you, Mr. Chairman.”

This also is a question that maybe goes beyond the scope of your
testimony 1 do not think it goes beyond the scope of your experi-
ence and expertise. This is a philosophical question, maybe a prag-
matic one, as we are faced with budget cuts. Some say we have the
option of emphasizing either the grants or the loans. Which way do
you think we should pursue—guaranteed student loans, Pell
grants, or some related thing?

Mr IHLANFELDT. Are you giving me an either/or question?

Mr Erpant. I am giving you an either/or question, but you can
answer it any way you wish. I want to give you broad latitude;

Mr InvtanreLpT T do not think that you can emphasize loans at
the expense of grants: particularly if our intent is to broaden
access In this country and to create greater opportunities. At the
same time, there clearly have been abuses in the guaranteed stu-
denit loan program that have to be resolved, and the one that I
would recommend and have recommended since 1975 is that all
guaranteed loans and the subsidy related should be on the basis of
residual need only [et us quit kidding ourselves; recent changes
have created a lot of loans of convenience, and I do not think they
are at all necessary - We became, frankly, in 1978 a bit too gener-
ous, and ndw we are going to live with those costs for a long time.
Biit we should not ‘throw the baby out with the bath water.

" Mr ErpAHL. Int other words, you are saying that maybe because
of what was done; sevkral years ago, cbviously those are costs that
society and the taxpayers have incurred, the loans hopefully will
be paid back over a period of time. But I take it you still endorse
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the concept thut there are people that would not have an opportu-
nity for higher education if *hey did not cither receive the loans or
the grantg. One thing thai nas bothered me as we have looked at
the cuts mn education. that at some indefinable line, whether undeér
pressure from the administration or coming out of Mr. Stockman’s
otfice or whetnot, in iraplementing the cuts we are making a fun-
damental social distinction that a family at a certa'n income level
15 not poing to be able to send its son or daughter to school Obvi-
ously there are exceptivas. If you are below that level, you are not
Would vou care to comment on that? Are there still yesources
avalable, so that the great American spirit will triumph and
peaple will be able to find a way? I think you said maybe——

Mr. InLanreLDT. | would like to address that, but I want to make

sure | say 1t cu rectly. First I think there needs to be a system in

place that maximiZeg the current utility of funds available, and I
do not think that is in place, and that is what I was addressing
today. How do we maximize the use of those funds in an optimum
way? Second, I think we have to lock.at those programs that have
been extravidinarily costly, such as GSL, and ask ourselves where
can we begin to change regulations, reduce benefits, without elimi-
natimy the program. -

Th. principal ingredient of GSL, for examaple, is the guarantee,
and sonte subsidy while a student is in school. The question of
whether or not a student shouald receive or his borrower should re-
celve u total subsidy while he is repaying is another matter alto-
gether. so that is a choic~ that has to be made.

On the other hand, th.: Pell progzam has a specific purpose, and
if the calendar is proper it wili achieve that purpose The supple-
mental grant program is very important if we are going to have

aceess to private colleges and universities across this country for

. the people who have been disenfranchised in the past Please keep

in mind that many of these private institutions have invested mil-
liuns of dollars of their own moneys over the last 15 years, and now
i1.ev have the rug pulled out from under them. It simply means
that they no lenger can afforc to participate in this scciety change

_ uand thas transforration that has taken place, and we get back to

what T would call the resegregation of American society.

s Vrpant. Thank vou very much for the specificity of your re-
~f. RS

prak vou, My. Chairman.

\r Simon. Thank you And we thank you very much for your
wstimony and for your suggestions.

Mr Iuvaxketpt. Thank yvou, Mr. Chairman. for the opportunity.

Mr Sitox Our final witness is Miriam Rosenberg, the legisla-
tive director for the Coalition of Independent College and Universi-

-1y Students

STATEMENT OF MIRLAM ROSENBERG. LEGISLAT! E DIRECTOR,
COALITION OF INDEPENDENT COLLEGE AND UNIVERSITY STU-
DENTS
M. RosenBekRG. Mr Chairman, I am going to follow the text of

my wr.'ten testimony : ’
Ay Sivon Proceed
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Ms. RoseNBERG Mr. Chairman, and members of the subcommit-
tee, I appreciate the opportunity to appear before you to discuss
some student concerns regarding the delivery system for student fi-
nancial aid programs. My name is Mariam Rosenberg, and I am
the legislative director of the National Coalition of Independent
College and University Students (COPUS). The coalition, now in its
seventh year, is a national student organization based in Washing-
ton, D C,, with State student associations and chapters at independ-
ent coliege campuses across the country.

Our primary concern, as students, is that the student financial
assistance delivery system should allow for the limited amount of
Federal funds allotted to student aid programs to be distributed in
a manner that is as equitable, as timely, and as uncomplicated for
students as possible. Several modifications of the current student
aid delivery system are now being considered by the administration
and the Department of Education. We believe that some of these

' modifications may unnecessarily disrupt the flow of Federal assist-
ance to students who require those funds in order to attend college.

First, we are deeply concerned about the threat to prompt stu-
dent notification of Pell grent awards posed by the potential for
further reductions in fiscal year 1982 funding. Now that an accept-
able family contribution schedule has finally been developed, we
hope that any additional delays in the processing of Pell grant ap-
plications for the coming academic year will be avoided. Students
must plan ahead for .heir school year budgets, and it is the intent
of the forward-funding mechanism of the Pell grant program that
they be enabled to do so. Rescissions and other budgetary develop-
ments should not impede the p.ogress of this forward-looking
awards process, this year or in future years.

Second, students, as the recipients of Pell grants or campus-based
awards, strongly support the elimination of waste and fraud in
those student aid programs, since that could help to insure the
equitable distribution of program funds to thuse who most need it.
We are concerned, however, that the proposed 100-percent valida-
tion procedure for Pell grant applications may create several prob-
lems for students.

Requiring financial aid officers to pe. .m validation procedures
on each eligible student’s application will be an additional burden
on the resources of an already busy office. This could only lessen
the quality of financial aid services rendered to students by the
office The $5.2 million (32 per verified application) that the De-
partment believes will pay for administrative cost allowances to
the institutions for validating the applications falls far short of
easing the burden, a greater amount (35 per application) was al-
ready authorized by the Higher Education Amendments of 1980,
before any proposals for 100-percent validation procedures. Fur-
tt.er, the Department has requested that $5 million of funds availa-
ble for the Pell grant program in fiscal year 1982 be reprogramed
to pay for the central processing costs of the proposed validation
procedure.

We adamantly oppose using funds that were appropriated for the
purpose of providing grants to our Nation's lowest income students,
for the purpose cf subsidizing a validation procedure that was not
even in existence at the time of appropriation. If this validation
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procedute s deemed necessary by the Departinent, they may re-
guest a supplemental appropriation for that purpose in the next
continuing resolution.

Finally, the proposed validation procedure raises many questions.
Since many families do not file their tax return until April, will a
validation procedure which uses the 1040 tax form create further
delays in the processing of Pell grant applications? What will be
the validation procedure for students (15 percent of the eligible stu-
dentst whose families have incomes so low that they do not file
1040 tax forms? Is 1t legal to require families to divulge confiden-
tial income information on the 10402 Is it intrusion on the part of
the Government to require the 1040 for validation purposes? Is the
concept of 100-percent validation consistent with the administra-
tion’s pulicy of reducing bureaucratic “red tape”? These and other
questions are particularly difficult tv answer, since the report upon
rhnch the entire validativn pruposal is based has not yet been re-
eased.

Third, the complexity of the application process for students
filing suveral different financial aid application forms fui several
different programs is considerable. Moves toward simplification
would be greatly appreciated by students, and could, perhaps, help
to sulve the problem of overawards in the various student aid pro-
grams which may be due, in part, to applicant confusion. Further,
students should not be charged application fees for any of the pro-
grams. We oppose charging students money in order for them to
prove that they are needy.

Our fourth concern is that endeavors by the Department to insti-
tute strict guidelines for satisfactory academic progress could result
in a significant Federal intrusion into the academic requirements
of individual postsecondary institutions, a practice which is
shunned by the current administr-tion. Colleges and universities
around the country are now taking self-regulation initiatives which
Dallas Martin and previous speakers spoke about which should
prove to be an important move toward establishing adequate stand-
ards for satisfactory progress.

We are alsu concerned about the Department's proposals to
change the definition of an independent student. Although stu-
dents who are not fully independent should not be permitted to
attain independent student status, stricter requirements must not
exclude from eligibii..y those students who do not have any paren-
tal financial resources available to them.

Finally, COPUS perceives the overall lack of stability of the stu-
dent aid prugrams as a major contributing factor to students’ con-
fusion surrounding these assistance programs—and confusion com-
puunds the mmaccuracies on applications which are later reported as
fraud and abuse™ in the programs. We hope that the administra-
tion, the Department of Education, and Congress will take this
factor mto consideration as they deliberate further major alter-
ations of all student aid programs.

I thank you again for the opportunity to discuss our views on
}heae tssues, and 1 hope that we may be of service to you in the
uture.,

Mr. Simon. Thank yeu very much for an excellent statement.
One of the things you touch upon that really meshes with the pre-
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viotts witnesse~’ testimony, and that is you speak about the com-
plexity of the application proces fur students using vatious forms.
Mr Ihlanfeldt testified that I think it was 33 percent of all fresh-
men have not heard of the basic programs. I run intuv college and
university groups who du not understand the financial aid pro-
grams, and it is nv wonder that a student from a rural school in
southern Illinvis vt an inner city schoul in Chicago gets totally con-
fused by it all I think vne of the things - and this gues bevond the
Lantediate budgetary problems we are dealing with right now, but
[ think vne of the things that this subcommittee has tu deal with
before tov long 1s to see if we cannot simplify this procedure and
mahe it clear tu everyune in the No‘lon how you go ubout getting
help tur college.

Mr. Weiss.

Mr Wess Thank you, Mr. Chairman. I have no questions. I dv
want to compliment the witness on her testimony. It was very
clear. ,

Just a word on your last statement. Again you are assuming that
i fact the administration wants more and more students to know
how they can get help.

Mr SiMox. I am not making that assumption, Mr. Weiss.

Mr Erdahl {or the defense?

Mr. Erpanr. Mr. Chairman, I am not sure that [ am the proper
one to call for the defense.

I have a couple of questions. T would also concur that you have
given us a fine statement today. Mi. Simon already touched on the
complexity of the application form. Could we not have a simplifica-
tion there? :

I had anuther gquestion that I should have asked the previous wit-
ness, but since you are here I will ask you. Where has the break-
down been in the failure of students to find vut abuut these grants?
Is that something that the colleges and universities them lves
have failed to get their people onte the high schuol level!? Haa it
been the high school guidance counselors, the teachers? Where is
the breakdown? The previous witness said maybe half of the young
people are not aware of the grants. Where has the breakdown oc-
curred, in your opinion?

Ms. RosenBERG. I do not think I would have facts or figures but
my feeling is it would have to be all of the above. If the high school
puidance counselors do not understand the programs or are not
aware of exactly how a particular student contemplating college
vwould be aided by them, then the students are guing to suffer. Col-
lege financial officers certainly do not have the time to have a lot
of vutreach programs to students who are already in college to sup-
plement the infurmation that students may get on these programs.
[ think it is a combination of a number of factors.

Mr Erbani. Another you mentioned and you questioned is the
validation procedure. Do you see ways that that probably could be
done without discriminating and still be in:xpensive to students
and achteve some kind of accountability? .

Ms RosenpreRo. | think T agree with ¢ ae of the comments that
have been made that the fact that people are using estimated data
is a cause fur discrepancies between any data on the application
form and then later verification, validation. Perhapc the cugrection
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of the previous witness that we use previous-year data, which could
be substantiated imsnediately with the application form and with
an earlier application forra so that the process could not have the
delays that we have been experiencing, I think perhaps that is a
soLulion. 1 am not an expert on that, so I would have to refer to
others.

Mr. ERpbAHL. Sounds reasonable to me. Thank you very much.

Thank you, Mr, Chairman.

Mr. Sivon. Thank you for your testimony This concludes our
hearing. We will resume out hearings Tuesday at 10 a.m.

Whereupon, at 11.05 a.m., the subcommittee was recessed, to re-
convene at 10 a.m., Tuesday, February 2, 1982,

[Material submitted for inclusion in the record follows.]

Cosrikoll R GENERAL » REPORT TU THE CHAIRMAN, SENATE COMMITTEE ON LABOR
AND HUMAN RESOURCES

STULENTS REUCELIVING EEDERAL AID ARE NUT MARING SATISFALTURY ACADEMIC FPRUGRESS,
TOUGHER STANDARDS ARE NEEDED

Each year the US Government provides billivns of dollars in finanaial aid to stu
dents seeking a postsecondary education. While a wide array of assistance is availa
ble, the vt proprams are adnunistered by the Department of Education (ED), the
\ eterans Admunistration VA, and the Social Security Administration 1SSA) These
programs provided about 37 % billwn in student aid during fiscel year 1980. Sew p.
17

There wie i umiborm requirenients among the toree Federal agencies regarding
adtisfuctury academnie propress of students recenving financial ad VA requires an
intitatson U establish and enforce o reasonable policy on satisfactory progress and
meet specilic requiremsents set by law and repulation. ED alse requires that an insti
tutwn set and enforce o pulicy. but dues not provide speuific criteria SSA does not
impose stonderds for avademic progress o its program sinee there is no require-
ment set by law See pp 2to R

In visats to 2 institutwns of higher education and a review of more than 5,800
randunuly ~clested student transeripts, GAO found that many students receiving fi-
nancial aid were not mahing satistactory progress Mianly this resulted from schoul
standards that aiowed students to remain eligible for aid without proving that they
were noving, toward a detunte voal with adequate grades and at « reasonable rate.
Sume of the institutions were not even enforcing their own standaids (See p 39

GAQ conducted s review w0 response tu concerns raised 1o previous reviews of
student aid programs on the adequacy of standards for deternuning satisfuctory ava-
demi progress After this review began, the Chairman of the Senaty Committee on
Labur and Human Resources expressed an interest in the issue and requested GAO
to prepare a report on its findings for the Committee (See p. 81

w~

STANDARDS ARE NOT ADEQUATE

An eftective academie progress standard shuuld consider all factors which affect a
student s acadeime pertormiance Howevel, many of the schouls visited did not have
reasonable requiremnents concernmy such fuctors oy minimuns grade point averages
WGPAsL nonpumitive grades, and the rate of movement toward completivn of u pio
gram of study (See p 4 , :

While the schools visited unitormly required a 20 GPA on a 4 0 scale for gradua
tion. they normaiiy set their standards for determining acadenue progress at consid
er ibly fuser Tevels This resulted in lagge numbers of students on financial ad with
low grades Overall, 199 percent of the ED wd recipients, 23.1 percent of the SSA
and reapients,oand 12 1 pereent of the VA recipients in GA -+ samples had cumula
tive GPAs below 20 In many cases, the averages were bele 15, or the equivalent
ol a D-phus ™ ¢See pp 9 to 12

The perfo.manve of nauy students in GAO's samples & distorted by their
shusls overuse of nonpumtive grades  grades which have n ffect un the GPA ur
do not wount toward program completion The schouls often offered wide ranges of
grades which had no etfedt on the measarement of propress At two schools, nonpu
nitave grades acounted for more than 10 percent of all grades asspined diring o
recent term (See pp 12 and 13 ’ «
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A cummon example of a nonpunitive grude 13 that assigned for a course withdraw-
al. The sthools visited often allowed students tu withdraw from a course without
penalty far intu the term. GAO found many examples of students whu had with-
drawn from courses, allowin” them to maintain higher GPAs, but alse adding to the
time necessary to complete a course of study. During the spring term of 1980, more
than 20 percent of the ED and SSA aid recipients in GAO's sample withdrew from
courses $o that the number of hours they took was less than the number of hours
required under their aid programs (See pp. 13 and 14,

her nunpunitive grades were given for courses nut completed or later repeated.
Incumplete grades were often carried on a student’s recurd for an extended time
and, ;n seme cases, Were aever converted. Tnis resuited in higher GPAs than would
have otherwise been the case In sume instances, students were alluwed tu repeat
the same course numerous times. (See pp. 15 and 16.)

Only 10 of the 20 schools visited had specific requirements concerning the rate of
4 student’s academic progress, and these requirements were often ineffective. This
led tu instances where students stayed in schiool and un financial aid fur inordinate
lengths of time Amony the ED aid recipients sampled, 56.3 perceat of thuse attend-
ing school on a quarter system and 61.5 percent of thuse un a semester system were
behind in their studies. tSee pp. 18 to 20.)

In general, fewer instances of poor progress were noted among VA aid recipients
than either ED ur SSA aid recipients. GAO believes that this 1s due to the more
stringent requirements set by VA, including (1) prior VA approval of a schoul's aca
demic prugress standard and a student’s course of study and (2) refusal tu pay for
wourses vutside of an approved course of study, from which the student withdrew, or
which did not count toward program completion. Neither ED nur SsA has such re-
quirements ED officials said they do not believe ED has the statutoury authority to
- 1ssue regulations setting specific requirements. There are nu statutury requirements

for academic progress in the SSA program. (See pp. 3 to 8.)

N

STANDARDS ARE NOT ENFORCED

Nonenforee nent of academic prugress standards is @ major problem Nine of the
schouls visited were not enfurang their published standards. Three schouls were uot
enforcing their standards fur ED or VA aid recipients, five schuuls were not fur ED
aid tecipients only, and one scheol was not for VA aid students cnly. SSA had no
academic progress requirements. (See pp. 22 and 24.)

For the schools which had not enfurced their standards fur ED aid recipients,
GAO estimated overpayments of about 31 28 mullion. GAO did not pryject uverpay-
ments for VA reqapients because the schouls did not have information on the
. amount of financial aid paid by VA. (See pp. 22 and 23.)

CONCLUSIONS

Weak and nunspecific Federal requirements on academic progress have led tu
abuse uf the student wid prugrams, particularly thuse administered by ED and SSA.
A uniform Federal policy 1s needed. Although VA standards set by existing legisla
tion and regulativns are generally adequate, stundards are needed for the rate at
which a student is prugressing. GAO believes that ED and SSA requirements should
be essentially the sume as thuse set by VA, This would require change: to both
authorizing legislation and program regulations. (See pp. 25 and 26.}

These changes would accomplish the following objectives:

Tighter academic progress standards would save Federal funds now being paid to
students not making satisfactory progress,

Schools would encounter fewer differences in the requirements for adnunistering ¥
the three agencies’ programs.

Federal agencies would be able tu better courdinate their effurts in setting aca
deinic prugress requirements and monitoring their enforcement,

Also, students nught be encouraged tu enroll in programs which are more suited
to their abihities and which they are more likely to complete. (See p. 26.) »

RECOMMENDATIONS TO THE CONGRESS

In a previvus ieport (see p 71, GAQ recommended that SSA student benefits fur
pustsecondary students be discuntinued. The Congress has provided for the discon
tinuance of these benefits in the Omnibus Budget Recunciliation Act of 1951, Since
the program will be phased out vver a d-year periud, however, GAO believes there is
a need for academic Progress requirements for students whu cuntinue tu recenve
SSA benefits. Therefore, GAO recummends that the Congress amend the Social Se-
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cunity Act to require students receving postsecondary education benefits to main-
tawn satisfactory progress in the ourse of study pursued, according to the standards
and practices of the school attended GAO also recommends that the Congress
amend the Social Secunty Act and the Higher Education Act of 1965 to authorize
SSA and Ed to 1ssue regulations setting forth general requirements for institutions
of higher education to follow in establishing academic progress standards (See p
270

RECOMMENDATIONS TO THE SECRETARY OF EDUCATION AND THI SECRETARY OF HEALTH
AND HUMAN SERVICES

If the Congress amends the legislation as GAO recommends, the Secrctaries
shoule .ssue regulations setting forth general requiremeats that institutio.1s must
meet 1n estabhishing academic progress standards for postsecondary students receiv-
ing ED and SSA financial aid. .

These regulations should specify that an institution establish, publish, and enforce
academic progress standards for students receiving aid, subject to the agencies’
review and approval While the regulations should allow each institution discretion
w0 setting its own standard, the school’s standard should provide for

a reasonable relationship between the minimum proficiency levels or GPAs re-
quired and the requirements for graduation or program completion;

movement toward graduation or program completion at a reasonable rate;

litnitations on excessive withdrawals, repeated courses, courses for which nonpun-
e grades are assigned, and courses that do not count toward graduation or com-
pletion of a program; and

application of the standard on a timely basis, preferably at the end of a grading
period

The school should also be required 1o show (1 how the academic progress stand-
ard relates to the school's probation suspension policies and () what a student has
to do to have aid reinstated. (See p. 28

RECOMMENDATION TO THE ADMINISTRATOR OF VA

*

The Adnunistrator should 1ssue regulations, supplementing those now in effect, to
require institutions of higher education to include provisions in their academic prog-
ress standards which would require students to move toward graduation or program
completion at a reasonable rate, (See p. 28.)

RECOMMENDATION TO THE DIRECTOR ur THE OFfILE OF MANAGEMEN1T AND BUDGET

The Director should ensure that ED. SSA. and VA coordinate their efforts in set-
ting and enforcing requirements for academic progress standards under student fi-
nancial md programs 1n an effort to improve administration at both the Federal and
institution levels. iSee pp. 28 and 29.)

AGENCY COMMENTS AND GAO’Y EVALUATION
NS

IS and OMDB geners
however. the usefulnes
phased out VA did not

ced with GAO's recommendations HEHS questioned,
emnénting standards for its program. which is being

B
Broe with GAO's recommendation, claiming 1t would be

unworkable and an admnistrative burden. (See apps VI VII, and VIII} GAO did
not agree with either agency See p 9. ED was given the opportunity to provide
comments on a draft of this report. It had not done so when the 30.day statutory
cornment period expired and this report was finalized.




{ OVERSIGHT ON CURRENT STATUS AND ADMIN-
ISTRATION OF FEDERAL STUDENT ASSIST-
! ANCE PROGRAMS

TUESDAY, FEBRUARY 2, 1982

House or REPRESENTATIVES,
SUBCOMMITTEE ON POSTSECONDARY EDUCATION,
CoMMITTEE ON EDUCATION AND LABOR,
Washington. D.C.

The subcommitt e met, pursuant to call, at 10:20 am., in room
2257, Rayburn House Office Building, Hon. Paul Simon (chairman
of the subcommittee) presiding.

Members present. Representatives Simon, Peyser, Erdahl, and
DeNardis.

Staff present. William Blakey, staff director; Maryln McAdam,
legislative assistant, Betsy Brand, minority legislative assistant,
and John Dean, minority counsel.

Mr. Pevser. This hearing will come to order.

Chairman Simon has been delayed for a brief period of time but
he will be with us shortly. In the meantime, Mr. DeNardis and
myself will get the hearing underway.

This begins the second week of oversight hearings on major Fed-
eral student assistance programs.

This morning we will hear from the executives of three State
guarantee agency heads who will contribute to our knowledge of
the Guaranteed Student Loan and Auxiliary Loan programs.

We will hear spme suggestions on how we can improve these pro-
grams within current cost constraints.

[ would like to enter Chairman Simon’s statement for the record.

{Opening statemervt of Hon. Paul Simon, chairman.]

OpPENING STATEMENT OF Hon Patn, SiMON. A REPRESENTATIVE IN ConGRess From
THE STATE OF ILLINOIS AND CHAIRMAN. St BCOMMITTEE ON POSTSECONDARY Ebvca-
TION .

Good morning The Subcommuttee on Postsevondary Education begins its second
woeh of oversight hearings on the major Federal student assistance progranis This
mormny we will aear from the executives of three state guarantee agency heads
who wiil contribute to our knowledge of the Guaranteed Studem Loan 'GSL' and
Auxtiiary Loan programs We will hear some suggestions on-how we ~an inprove
these programs within current cost constraints

1 want to emphasize the last pont because 1 think it 1s clear that we are not in an
era of expanstorr With the Admumstration contemplating further massive reduc
tions including

Ehimmnating graduate and professional »chool student eligibility in the Guaran-
teed Student Loan progrant.
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Elinunating the Suppleniental Educational Opportumity Grant and the Natwnal
Direct Student Loan apital contributions, while reducing the College Work Study
program by mere than $100, and finally,

Reducing funding for Pell Grants by $1 billion below the fiscal year 1981 appro-

riation
p I intend to uppose these changes and the recommended reductiuns. I believe most
ol my ‘colieagues share my views and will work cooperatively tu find responsible sav-
ings and seek sound legislative solutions which wall maintain a viable set of Federal
student assistance programs These programs are important ty sustaining the Na-
tion’s cotutnitinent tu educativnal upporcuniues fur low and muddle income students.
They are alw critical tv maintauung diversity umong public and private postsecon-
dary institutions.

I'know that several of our witnesses today have speafic suggestions, while others
have information which will guide our thinking. I lovk furwurd tu hearing from
each of you.

Mr. Prysir. I think that one of the most critical things for all of
us who are involved in this week and who are concerned about
what is happening falls right on that line of the constraints that
are being placed on the education community by this administra-
tion It is something that we have to, (1), learn to, if we can’t win
the battles, to work effectively wi’hin them.

And then, (2), by the knowledge we learn of what is happening
out there from the people who are going ‘o be testifying, of seeing,
perhaps, if we can restrict further cuts in these programs. That Is
going to become of tremendous importance to all of us.

Now, having said that, I will defer to Mr. DeNardis if he has any
opening remarks and then we will get our hearing underway.

Mr. Denarpis. Mr. Chairman, no, I don’t. Let's commence.

Mr. Peyser. Very geod. The first panel includes Mr. Joseph
Cronin, piesident of the Massachusetts Higher Education Assist-
ance Corp. from Boston, Mass.; Richard Hawk, president of the
Higher Education Assistance Foundation, Overland Park, Kans.,
and Dr. Dolores E. Cross, president of the New York State Higher
Education Service Corp. .

1 would suggest for the benefit of all who will be testifying, your
entire statements will be put into the record. You may either read
them, summarize them or handle this in any way that you see fit.

I would also like to remark on the importance of these types of
hearings and these programs to the public was well illustrated to
Mr Cronin and myself just 2 weeks ago in Massachusetts when I
was speaking at a program in Framingham at Framingham State
College. There was a blizzard going outside, and with all sorts of
travelers’ warnings of people to stay home, we had a couple hun-
dred people who were in that place. They came out regardless, be-
cause of their concern.

It was a very graphic demonstration to me of how the public
feels and is concerned on these issues.

So, Mr. Cronin, if you will lead off, we would be delighted to hear
from you. .

Incidentally, we will hold anv of our questions until the panel
has completely testified and then we will have auestions.

STATEMENT OF JOSEPH M. CRONIN, PRESIDENT, MASSACHU-
SETTS HIGHER EDUCATION ASSISTANCE CORP., BOSTON,
MASS,

Mr. CroNIN. Thank you, Congressman.
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1 was asked if ] would comment in particular on the experience
with the PLUS program, that being one of the newer programs and
one that we implemented at the first possible opportunity in Mas-
sachusetts on January 2 a year ago. We have had, perhaps, a little
bit of a headstart and have a few suggestions to make about both
p the Parent Loan program and on the amendments which hdve
been called the Auxiliary Loans to Aid Students, ALAS. ’

I believe mv colleagues will probably speak on other aspects of
the guaranteed student loan program although they may have
P . some comments on PLUS as well. »
/ We are going to differentiate, at least in my testimony, between

the PLUS program and the ALAS.

The parent loan program for undergraduate students, we think
achieves the objectives established for it by Congress in 1980 and -~
only a few changes are needed to perfect RLUS. .

But the ALAS program is a disaster. Very few banks wish to par- .
ticipate in such a poorly designed, low yield, uncertain program,
and any thoughts of putting all graduate professional school stu-
dents on ALAS should be summarily dismissed as unworkable,
unwise, and unfair to students and schools.’

The ALAS program, if it is to survive at all, needs major repairs
beginning with the unfortunate acronym and including practically
every major structural component.

. Now, why does PLUS pass and ALAS fail? Well, first of all, the

PLUS program was created not as a substitute for the GSL but as

a supplementary program, mainly at the request of the higher cost,

independent colleges of which we have very many in the North- *

east. : ' .

For example, of the first 6,000 parent loans that we have guaran-
teed in Massachuetts, 94 percent of them went to aid parents to
pay for tuitions at 4-year colleges and 84 percent of them were for
tuition at independent colleges and universities.

How does the program work? I will just give you some of the
highlights. We do ask for a credit check. We ask the banks to per-
form this just as they wouid for any other personal or consumer
loan using due diligence. And more than 95 percent of the appli-
cants have proven to have satisfactory credit histories and to begin
repayment within' 60 days at at least $50 a month.

That is the essential ingredient of the PLUS program and that is
why it.costs less to the Federal Government. '

We have had on 6,000 loans only three insurance claims to date,
all of them related to the death or disability of the borrower. There
{ have been no financial defauits. .

I understand you have at least one bank testifying. They will tell
you that the PLUS program requires somewhat more work than
the guaranteed student loan because the loan goes into repayment
) right away and because of the credit check. |

However, our banks say that they have bean very much im-
vressed by the quality of borrower and by the fact that this gener-
ates additional business for the banks.

So, we have about one-third of our lenders in Massachusetts, 125
who have joined the parent loan program in the first year, It took
us 25 years to get 380 lenders in the student loan program
We think we are making good progress in recruiiting banks:

[, 8~'
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We had a national conference in Denver a few weeks ago with
the 23 States that have already joined the parent loan program.
Many of the 25 States that are planning to join it this spring and
summer attendeq and we exchanged information.

We are not too happy about the raising of the rate last October
from 9 percent to 14 percent. We thought this might choke off new
burrowing, but it did net. Since October we have had 1,000 parent
loans processed. We have had excellent couperation from the col-
feges and universities in terms of processing these loans.

We have made them to 130 schouls all over the Nation, in Massa-
chusetts and outside. I mention sume of the colleges in<my testi-
mony, e .

Nouw, what changes should be made in PLUS? What specific pro-
pusals should this committee of the Cungress consider? One flaw
that we see is the proposal to hold the interest rate firm for 1 year
e\le)zn after the Treasury bill falls below 14 percent us it did last Oc-
tober. ’ :

If that provision stays in, it means that next summer when the
President’s economic program is working and inflation curtails and
interest rates are down to 8 or 9 percent we are going to have this
sky-high 14-percent program. °

Su what the committee needs to consider is some kind of trigger
mechanism or twice a year readjustment mechanism which I think
you can build in, probably takimg about a paragraph, tv adjust the
interest rate perhaps twice a year. Peuple, think in terms of Treas-
ury bills and first quarter, second quarter. N

The ideal times would be the end of the second yuarter which|
would be the beginning of the summer seasun- and then at the end
of the year. We do have some sycond gemester or January loans.
We du have a number of sjudents, students who begin t?eir aca-

demic work in January of each year. 2 _
So thuse 1re twe good points te adjust it and we should not wait
. the 12 months. . * :

A
That provision which was hastily put together during the August
cunference committees was copied almost verbatim from the GSL
language on 9 percent going down to, 8 percent. .
Well, that was so far Lelow market that that is not a serious
prublem but it is for a loan su cluse to market rates as is the PLU
loan. :
Just as an example, in Jure and December, if the T-bill were
below 14 percent, this should trigger a 12-percent PLUS loan rate.
If below 12 percent, it should trigger a 10-percént PLUS ang¢ even-

tually go tu 8 percent and maybe below if the Claremont economics .

people are correct with sume of their predictions but T did not want
to overloag the circuits at this particular hearing.

. The second change is to take a look at the loan limit. Three thou-
sand Yollars a year was OK as we moved into the 1980°s but with
universities dbd colleges playing catch-up ball with tuition and
faulty salaries it would be better to make a, word change and say
33,000°a semester rather than $3,000 a year with.a maximum eli-
giblity of $6,000. Mind you, this will still be less than half of the
total cost of education at many of our fine colleges in the North-
east which are going to go up next year to $12,000 and $13,000.
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Many of these fumilies inay not be eligible for the guacanteed
student loans. Sv, this 1s a serious proposal, especially important if
some of the other grant programs are further curtailed this year.

A final recommendation on approving the PLUS program, the
law should authorize the use of credit life insurance by State guar-
antee agencies to reduce claims due to death.

Now, this is not as serious an issue for the GSL. We find that our
parents participating in the pregram range in age from the late
thirties right up into the seventies. 7

Actuarily the chances of some of our older PLUS loan recipients
making it through the 10th year are just a little bit shaky. But life
insurance would be a very modest addition of cost maybe 40 or 50 \,
per $1,000 and would protect both the Federal and State guarantee
agencies.

It svunds like a modest change but it would help curtail the cost
s to thé Federal Government.

The auxiliary loan program, ALAS, we have found no lenders,
ready to mahe these immediate repayment loans to students who
may have no money to repay and who have the right, under the
law, to ask for deferments from payments right away. It'is just con-
tradictory. The illogic is built in.

The acronym, ALAS, itself, deplorable and perjorative, even the
Department of Education refuses to use it and we agree with that.

In fact, we suggest that this label be dropped immediately, this

-being the vnly change that could take effect at once without caus-

ing severe problems.

Now, we have tried to make ALAS work in Massachusetts. We
had a ork conference with 15 lenders and 30 graduate profession-
al school aid administrators to see how it could go. After 3% hours
of tense discussion we said, look, what really makes sense, and this
1s :deal, is a provision allowing a graduate student to demonstrate
need for and obtain up to 38,000 a year for graduate professional
studies under the graduate student loan,program. This is the right
solution. '

We realize it is more costly to the Federal Government than the
existing $5,000 limit but. it is needed by students in our part of the
world attending graduate professional programs costing as muchas
$11,000 to $18,000 a year.

The Tufts New England Veterinary Medicine School costs
818,500 a year twition this year and of that some of the States buy
seats for about 35,400 or $10,000 leaving those students with a bor-
rowing need of up to 38,000 a year. That is: the only veterinary
medical school in New England. )

Second, the«next preference would be to redesign the programs
the parent lvans to undergraduate and graduate students. Several
of our bankers have proposed this. The acronym would be called

. PLUGS, which, of course, fills the gap. With the graduate compo-
nent exactly parallel to the PLUS program except for the right to
ask for deferments could be eliminated and up to $6,000 a year per
student could be loaned with a payment to begin within 60 days.

Now, this works for the younger graduate students, not for the
older ones who may be married, in which case a paragraph could
be added saying that a,working spouse, there has to be somebody

- 3
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creditworthy and able to repay would substitute for the parent if
one-was not willing or available to take out the loan.

The third possibility would be to allow discounting the loans
such as is common in many consumer loans. That is to say for a 1-
year master's you could pay the interest up front from the loan
proceeds. ) ‘

This would require an exemption from the ?m_xth_-in-lehding dis-
closure which is an idea whose time may have core for the GSL as
well, this program being rather tightly regulated by the Congress
as it is and with a number of unconventional featurés such as de-
ferments and origination fees and the like.

Every time we have to change the promissory note and that was
three times in the year 1981, the program changed in January and
August and October, we have to go and redesign the computer
which produces the promissory notes and then get all the signoffs
from State and Federal officials in terms of disclosures and truth
in lending. It is very cumbersome. ,

Another progressive proposal is to merge the PLUS and HEAL
program. Last year the, HEAL program rose at an interest rate of
above 19 percent. We should not call this the HEAL program but
the gash or wound or maim program, anything but HEAL because
it is absolutely unhealthy. I got that idea from some of your folks
in New York State. . )

The 14-percent interest rate should be the highest that anyone
would pay for any of our graduate programs. There is a possibility
for consolidation pr merger.

Again, the most serious criticism we would have of making grad-
uate students pay for their loans while they are in school is that by
the second year in a doctoral program or law school program or
any master's programs, the interest alone on two ALAS loans
would be 3840 a year, $70 each month. By the third year, $105 a
month or $1,260 a year. . f

Our colleague, Col. Robert Ziegler, head of the Ohio agency,
within moments of hearing this scheme, said this would provide
the “quick, slick road to default.”

We feel strongly that if a nation is to invest in the scientific, en-
gineering, medical, managemernit and educational expertise that we
require, that this is not the time to relinquish quality in these
fields and discourage enrollment.

In the help, wanted ads.that the President of the United States
referred to af a recent press conference, 22 out of 24 pages were for
highly qualified and educated professionals, the kind who graduate
from these specialized schools. ’

We must not now forsake the most ambitious and most intelli-
gent students in America.

"Thank you. . ___..
Mr. Peyser. Thank you.very much for your testimony.
[The prepared statement of Dr. Joseph M. Cronin follows:] X
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Prxpanrxd STATEMENT oF Di. Josern M. CroNiN, PRESIDENT, MASSACHUSETTS HIGHER
EpucaTioN AssisTaNce Conp., BOSTON, Mass.

PARENT AND AUXILIARY LOANS ) ’
The PLUS program, Parent Loans for Undergraduste Students, achieves the ob-

- jective established for 1t by Congress in 1980. Only a few changes are needed%to per-

fect PLUS. ‘

The ALAS, Auxiliary Loans to Aid Students, is a disaster born of last summer’s
raconziliztion process. Very few banks wish to participate in such a low-'yield,ipoorly
designed program. Any thoughts of putting all graduate and professionat schgol stu-
dents on ALAS should be summarily dismissed as unworkable, unwise and unfair to
students and schools. ALAS needs major repairs begjnning with the ‘unf?‘rtunale
acronym and including practically every major stractural component !

Why does PLUS pass and ALAS fail? b/

PLUS was created as a supplementary program, mainly for higher cost independ-
ent colleges. Of the first 6,000 PLUS loans in Massachusetts 94 percent went to pay
for four-year colleges and 84 percent paid for tuition at high-cost colleges. '

Parents were asked to submit routine credit information for analysis identical to
that which would be required for a personal or consumer loan to empl‘oybd adults
More than 95 percent of applicants proved to have satisfactor: credit hisfxories and
the capacity to begin repayments of at least $50 a month within sixty! days of dis-
bursement of the loan. MHEAC has paid only three insurance claims on over 6,000
PLUS loans, all relating to the death or disability of the borrower. The have been
no financial defaults. . e . b

Banks report that PLUS loans require more work.than guaranteed student loans
because of the credit check and the immediate collection activity Howéver, this is
offset by the excellent quality of borrowers and the variable rate tied t l%he Treas-

ury Bill which carried a total yield of 19 percent for two quarters in 19 1 and 16
percent for the fourth quarter. .

Our largest PLUS lender reports an increase in other banking business from
PLUS borrowers. !

One hundred and twenty-five lenders have joined the PLUS program compared to
384 lenders in the G.S.L. program. , |

The 9 pércent rate was quite popular, but thé-change to 14 percent wis accepted.
We have guaranteed more than 1000 PLUS loans since October 1st, 1981 when the
fate changed. Some 450 schools processed PLUS loans. Fourteen of the top twenty
universities were in Massachusetts and included Boston Collegd, Boston University,
Northeastern, Harvard and the University of Massachusetts Others included
Bruwn, Syracuse, Providence College, Colby College and the Universities of Vermont
and New Hampshire, . * ‘

Colleges in the Northeast, both high tuition independent colleges and the major
land-grant umversities, have cooperated to expedite the processing of these loans.
College administrators welcome the cash flow and the assistance to families with
two or three students in college at once. N

What changes should be made in PLUS?

1. Consideration should-be given to a proposal to adjust the interest rate at least
twice a year at the end of the second quarter and the end of the‘fourth quarter (two
entical pomts for volunie). As inflation subsides and the Treasury Bill falls below 14

* percent, 1t should not be necessary, as under the 1981 Amendments, to wait twelve

mo.tins for the downward adjustment. This timetable, copied' almost verbatim from
language used in the G.S.L. 9 percent to 8 percent transition, is too rigid for loan
rates set so close to market level. The June and December 91-day T-Bill, if below 14
percent, should trigger a 12 percent PLUS rate, and if below 12 percent, should trig-
ger a 10 percent PLUS rate, and eventually go to 8 percent.

9 The loan limiits for PLUS should provide for $3,000 a semester or $6,000 a year
for the academic|year 1982-83. More than one hundred colleges now cost $10,000 a
year or niore to dttend. Several colleges w:ll this year announce $13,000 in total tu.
ition, fees, room|and board, and transporiution, A student loan of $2,500 and a
parent loan of $3,000 may have been adequate for 1978 college fgosts, but not for
1982 prices. If Pell grants are further reduced, loan eligibility for middle income
families lim:ted, ind work opportunities remdin construined, the pressure on fami-
lies to borrow more will be enornious. . L

3. The law should authorize the use of credit life insurance by state guarantee
agencies to-reduce death claims on PLUS loans. It would be discriminatory to deny
loans to parents ih their sixties or seyenties (our agency has guar_anleed three PLUS
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loans to septungenanians). It may gost as hittle as $.40 per $1,000 to obtain credit life
coverage to cope with actuarial inevitabilities.

The ALAS or Auxihiary Loan program in Massachusetts, alas, in 1981 found no
lenders’willing to mahe “immediate repayment” loans to students who may have no
money to repay and who have the right to ask for deferred repayments. Any pro-
gram so illogical and*contradictory 1s inlikely to succeed. The acronym ALAS itself
1s deplorable and pejorative. Even th. J.S. Department of Education refuses to use
it. My agency suggests 1t be dropped immediately this being the only changes which
could take effect at once without causing severe problems.

On January J thirty Massachusetts financial aid adnunistrators for graduate and
professional schools met with fifteen lenders to see how the ALAS program might
be made to work. There was a general consensus that:

1. What makes more sense is a provision allowing a graduate student to demon-
strate need for an obtain up to $8,000 a year for graduate and professional studies
under the Guaranteed Student Loan Program. This i1s niore costly to the federal
guvernment than the existing $5,000 limit, but it is needed by students attending
programs costing as much as $11,000 to $18,000 a year, )

2. The next preference 1s to make Parent Loans to Undergraduate and Graduate
Students (PLUGS—to fill up a gap) with the graduate component exactly paralleled
tu the PLUS program except that deferments eould be eliminated. Up to $6,000 a
year per student could be loaned with repayment to begin within sixty days. A
working spouse or guardian could substitute for the parent if one was not willing or
available to take out the loan.

4. Another unprovement would be to allow discounting of the loan such as is
cummon tv many consumer loans wone year interest paid up front from the loan pro-
ceeds). This requires an exemption from the Truth-in-Lending disclosure which is an
idea whuse tune has come for the GSL as well. The purposes of Truth-in-Lending
are satisfied by the tight regulation of both programs and the unconventional
nature of these loans t.e. deferments, origination fees, differing interest rates, etc.)

1, Cungress should consider merging the PLUS and HEAL programs. Charging
future doctors and dentists as much as 19 percent last year unhealthy and is scaring
lenders almost as much as it wounds the student. The 11 percent interest rate
should be the-universal maximum with parents tor spouses) encouraged to make in-
terest payments during the in-school period.

Most of all. it must be realized that many graduate students have very little

muney and cannot pay even the interest on two loans (3510 a year, $70 each month}
while in school the secund year, or $1,260 or 3105 per month in the third year. Such
a scheme 1s, as Colonal Robert Ziegler of the Ohio agency vividly suggests, “the
quick, slick road to default.” .

The nation must invest in the saentific, engineering, medical, management, and
educatwnal expertise which we require, This 1s not the time to relinquish quality in
tuese necessary fields. The help wanted ads emphasize the need for highly qualified
and educated professivnals. We must not now forsake the most ambitious and most
intelligent students in Aunerica.

Mr. Pevser. Nextiwe have Richard Hawk.

STATEMENT OF RICHARD €. HAWK, PRESIDENT, HIGHER
EDUCATION ASSISTANCE FOUNDATION, OVERLAND PARK, KANS.

Mr. Hawk. Thank you very much, Mr? Peyser.

This is a very serious matter. There is a great deal which needs
to be said. Accordingly, Mr. Chairman, my written testimony is
longer than I would like for it to be. I shall not burden the reading
of that but I shall make comments on that written testimony.

Mr. Peyser, Thank you.

As I stated it will all be entered in the record.

Mr. Hawk. Thank you.

There is contained in that testimony a plan for reducing Federal
expenditures for the guaranteed student loan and I do refer to re-
ducing Federal expenditures rather than reducing costs because
the fact of the matter is that there is relatively little, if any, oppor-
tunity to reduce costs of the program. ’
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Hence, when one talks about reducing costs, one is really talking
wbout reducing Federal expenditures. Reduction of Federal expend-
itures can come through one of two alternatives, both of which are,
frenkly, undesirable.-

One is to restrict the volume of loans on which the Federal Gov-
ernment incurs costs, thereby reducing opportunity for the citizens
of this Nation to have access to postsecondary education.

. The other alternative is to simply transfer the cost from the Fed-
. eral Government to other parties, in particular the borrowers and
students who need assistance to begin with.

Nonetheless, I am advancing a plan which would provide for re-
duction in Federal expenditures in amounts approximating $750
million over the life of loans originated next year.

Assuming that volume would remain relatively constant, another
$750 million would be saved over the life of loans originated in the
subsequent year following and thereafter.

The plan has two components, Mr, Chairman. The first, of which
involves elimination of the new origination fee with a substitute in
its place of a change in the reinsurance arrangement.

I am sure we are all gratified to see Mr. Simon arrive.

Mr. SiMon. My apologies. I have just come from the airport and
there is nothing I can-do about those things.

Please continue your testimony and my apologies for getting”
here late. -

Mr. Hawk. Mr. Chairman, I just said to the committee that the
plan which is contained in my written testimony would provide
savings on the order of $750.million over the life of loans originat-
ed next year and another $750 million over the life of loans origi-
nated in each year thereafter.

The plan has two components, the first of which involves elimi-
nation of the origination fee and a replacement of that origination
fee with a change in the reinsurance arrangement.

The proposed change in the reinsurance arrangement would gen-
erate net savings after elimination of the origination fee of in
excess of $140 million over the life of the loans to be originated
next year.

Moreover, the change in the origination fee which would involve
an increase in guarantee.fees, fees which are charged by guaran-
tors to student borrowers would not result in a net increase in
costs to student borrowers because with the elimination of the
origination fee the student, oni average, #éomes out the same.

So that component of the plan results in significant savings over
the life of loans originated in each year and does not cause an addi-
tional cost burden on the average to the student.

The modification of the reinsurance arrangement, essentially
says that we should discontinue the practice under which the Fed-
eral Government always carries the initial and major burden with
respect to defaults and we should place that burden on the guaran-
tee agency. '

As you know,4d the present time the Federal Government reim-
burses guaranto¥8-for 100 percent of all claims for death, disability
and bankruptcy and 100 percent of the first 5-percent of defaults
which occur in each year with the determination of that b percent
default rate being based on a comparison of loans which go into de-
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fault in that year with loans which happen to be in repayment in,

that year. .

Next year the cycle starts over again with the first five percent
being fully reimbursed by the Federal Government.

This proposal is to turn that around and cause the first defaults
in each year or the first defaults with respect to any loan portfolio
to be borne by the guarantor with reimbursement by the Federal
Government coming in only as default rates increase.

Now, to achieve this kind of arrangement we would need to
change the basis on which we calculate default rates. We could do
thlat by saying that all loans originated in 1 year constitute a port-
folio.

What we will look at is the percent of those loans which go into
default over the life of that portfolio.

So, if we have $10 of loans originated in one year, one dollar of
those loans goes into default sometime. The default rate on that
portfolio is 10 percent. With this mechanism the plan proposes that
there would be no Federal reimbursement of claims, including
claims for death, disability and ‘bankruptcy for the first 5 percent
of defaults or nonpayment on that portfolio, with a sliding scale
which would provide for 100-percent reimbursement only at the
bulk rates -or claims rates including death, disability, and bank-
ruptcy, get above 12 percent. .

It is just the reverse of wi. it is happening now. What is happen.
ing now is the Federal Government always picks up the burden of
the defaults on the front end and that is a costly proposition for
the Federal Government.  +

An additional advantage to that kind of arrangement would be
that the Federal Government would be placing greater responsibili-
ty and hence accountability on guarantee agencies, No. 1.

And, No 2, the Federal Government would be providing a genu-
ine, realistic financial incentive for guarantors to address the de-
fault ratéd. '

I am not suggesting that guarantee agencies do not address de-
fault rates effectively now, but I am suggesting that the incentives
are backward. ' ' .

The guarantee agency has a real financial incentive to reduce de-

faults now only after defaults have already gotten hot because you |

start out with the Federal Government always providing 100-per-
cent reimbursement.

I am proposing to turn that around.

. The guarantor agency would have to bear the burden and utilize
its own funds for that initial-default and hence it would have a fi-
nancial incentive to be concerned about the default rates from the
beginning.

That is the first incentive of the plan as it is presented. I think it
has important advantages in tegms of incentives to keep default
low, placing an additional responsibility on guarantor agencies.
With the élimination of the origination fee it would achieve savings
. without increasing the cost to the student.

The second component of that glan, Mr. Chairman, if I may, in-
volves the area of the guaranteed student loan which is the most
expensive for the Federal Government and that is the special al-
lowance payment which is paid to lenders.

9,
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As you know; at the present time, the special allowance pay-
ments vary with the 91-day T-bill rate without limitation. This, of
course, causes financial strain for the Federal Government during
periods of high interest rates. '

It is possible to shift the burden or the risk of fluctuations in in-

. terest rates from the ¥ederal Government to the borrower, hence,
putting the student borrower in much the same situation as other
borrowers in the economy. — .

The cost of money to them would vary with general market in-
terest rates. g .

Now, this can be done without having a variable interest rate
paid by the student. The way in which it could be done would be by
.increasing the rate at which interest is charged to the student to 14
percent but permitting the cost of interest as opposed to the rate to
vary as general interest rates in the economy go up and down,
through a mechanism under which a portion of a standard 4-per-
cent special allowance, a portion of that would be allocated to loan
principal depending upon what the level of interest rates were.

The effc * of this would be that the student would be making re-
payments cased on a 14 percent interest rate. The Federal Govern-
ment wouia be providing a standard 4-percent special allowance.
That would not fluctuate. There would be a calculation every quar-
ter just as there is now based on the 91-day T-bill rate.

The purpose of that calculation no longer would be to determine
the amount of the special allowance which the Federal Govern-
ment pays but rather to determine what portion of that standard 4-
percent special allowance which is being paid to the lender should
be allocated to repayment or reduction of loan principal as opposed
"to being used as an interest supplement.

The effect of that is. as interest rates decline, larger portions of
that standard Jpercent special allowance payment gets allocated to
reduction of Yoan principal, thereby reducing the effective rate or
thie effective cost of that loan to the student.

I know, Mr. Chairman, and members of the committee, that in a
first passing that sounds like a somewhat complicated formula.

In actual fact it is probably no more complicated than the con-
cept which we now have gotten very used to and seems very simple
that we have a special allowance which is the 91-day T-bill bond
equivalent rate minus 3.5, or minus 5.5, or minus 7.5, whatever, de-
pending upon the interest rate which determines what the return
to th&lenders would be. )

The concept which I'am talking about is really no more complex
than that. It seems more complex than that at ‘the outset because
it is a new concept and one with which we have not worked.

Now, the savings from that kind of an arrangement would be in
the neighborhood of $600 million over the life of all of the loans
originated next year. Another $600 million would be saved over the
ltfe of loans originated in the following year and it is the combina-
tion of that $600 plus million dollars with $140 million in the other
component of the plan which would yield the savings in the
amount .of $750 million over the life of loans originated in 1 year.

Now, Mr. Chairman, I think we should keep in mind the words
of Thomas Jefferson when he said that nothing more than educa-

+
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tion advances the power, the prosperity and the happiness of a
nation, nothing more than education.

I think e Mould also keep in mind that it was the leaders of
past generationd in keeping with this kind of philosophy which pro-
vided the hasis for the economic development, the richness of life
and the sophisticated civilization which this generation enjoys now
because of their continuing emphasis on increasing educational op-
portunities as a basis for developing this kind of a sophisticated
and profitable society. -

I think we should also keep in mind that it was the sacrifices of
past generations which provided this Nation with an impressive
array of colleges, universities, and full secondary educational tech-
nical instifutions which do, indeed, provide marvelous opportuni-
ties for the citizens.of this Nation. . \

But the reality is that opportunities without economic access are
not opportunities at all. And when we begin to restrict volume of a
program like-the guaranteed- student loan we are eliminating eco-
nomic access which means we are, in fact, denying those kinds of
opportunities. T .

Now, the guaranteed student loan is not a giveaway program. It
is a program which permits individuals to assume responsibility for

the cost »ir own education. Society, through the Federal Gov-
ernmepn’ ,nizing the benefits of having an educated citizenry,
provide. mechanism to permit those individuals who are going

to benefi. directly to pay for their own expenses through pavment
from earnings after the educational experience rather than from
resources at the time.

So, I would urge you, Mr. Chairman and members of the commit-
tee, to keep these kinds of principles in mind as you consider cost-
saving measures. .

Now, my testimony does propose some criteria against which you
could evaluate different kinds of cost-saving plans and they are in
priority order. : :

1t says that, No. 1, you ought to be concerned about whether or
not any plan reduces access to full secondary education and if it
does, rank low.

No 2, you ought to be concerned about the impact that a plan
would have on the ability of the participants in the delivery of a
produce to perform effectively. If it diminishes that, it probably.
ought to rank low, .

Third, keep the program as simply as possible but not just for
the sake of simplicity because it is obviously more important to
meet needs. .

Fourth, you ought to be concerned about the cost to the student.
The reason the cost to the student is ranked last is because of the
conviction that it is better to provide an opportunity at a higher
price than it is to eliminate the opportunity.

So, if the committee and the Congress had to }%llke a choice, if
you had to make a choice should we restrict loan vdlume and deny
opportunity or should we create a modification which increases the
price to the student but still preserves that opportunity, it seems to
me that every time you ought to opt in the direction of preserving
that opportunity.
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Mr. Chairman, my written testimony also inclades some reac-
tions to other possible plans for cost savings. We periodically hear
= things like, well, we ought to eliminate the tax exemption on stu-
dent loan revenue bonds. That, Chairman, would be a disaster

in at least 20 States in this Nation. . -

Those States which are not major money market centers cannot
provide the total amount of capital which is needed to meet this
kind of a need., '

There are reactions in my testimony to the other possible ap-
proaches and there are some suggestions with respect to the PLUS
program as well. N

Mr. Chairman, I would like to make it clear that in advancing
this plan for reducing Federal expenditures for the guaranteed stu-
dent loan program, I am doing so only because it seems to me it is
essential that this kind of program be continued and if, indeed, the
priorities of military spending and tax reduction require it; if the
pressures ‘from- those are-so-great that the program has to be re-
duced, I want to make any contribution that I can to assist you in
making responsible decisions which will preserve opportunities to
the maximum extent possible. )

Thank you. o

Mr. SiMon. Thank you very much for your testimony. v" .

[The prepared statement of Richard Hawk follows:),

Prraren STATEMENT oF Riciiarn C. Hawk, PresienT, HIGHER EbucaTtion
AsstsTANCE FOUNDATION

This testimony 1s intended to provide constructive suggestions on reducing costs
to the federal government of the Guaranteed Student Loun Program The offering of
these suggestions 1s not nte- led to imply that federal expenditures for guaranteed

“ student loens are higher thaw can be justified in termns of benefits of the program,
tiat federal expenditures for this program are rot being put to good use, or that the
return on the mvestment 1n the form of future contributions<by those who are as-
sisted by the.program is less than adequate. @

On the contrary, current and projected expenditures for the prograin as presently
structaired represent a prudent investment in his nation's youth, and the future
contributions to the society and economy from thvse who are assisted by the pro-

ram will muitiply the retirn on this investment time and time again Thomas Jef
rson's observation that, 'nothing more than educatign advances the prosperity,
the power and the happiness of a nation” has stood, test of time, and i as rele-
vant now as it was in his day. Indeegd, it is the foreWight of the leaders of past
generations n providing for ever expanding educational opportunities that has pro-
vided much olg;he basis for the ﬁresent richness of life and human achievements
which prevail”in this nation. Whatever p-oblems and deficiencies may exist, let
there be no mistake that this nation continu.s to surpass all others in terms of both
the quality of hife and contributions to humar, progress, due in large part to continu-
ing emphasis on incréasing edicational opportunity. .

This generation has had the benefit oF an advanced society built on the founda-
tion of expanding educational opportunities anc increasing development of human
resources. In return we have an obligation to invast in youth who will provide con-

« tinung advancement of the ideals and quality of .his nation for future generations

The relaionship between development of Kumn. resources and future economijc
progress becomes mofe pronounced with each increr. ental step in achieving a more
coniplex and-sophisticated: civihization und econoikic \ nvironment The Sputnik era
jolted the nation into recognition of the importance of ¢ ducation to national defense
n a time of unpacalleled technological complexity Pro-iding opportunity for every
individual to achieve a full and productive life by develoying his or her capabilities
must continue to be a prime national goal.

This nation’s past generations have made an enormou investment in develop-
ment of a rich variety of publiv and private colleges and ., 'ersities and postsecon-
dary vocational wnstitutions. This magnificent national resource provides an im-
pressive acray of educational opportunities. But opportunity without provision for
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realistic cconomic access to it is meaningless. And failure to provide the economic

access which utilizes that great tesource to the extent desired and deserved by the
citizens of the nation would make these institutions nothing more than a hollow

nionument to the efforts of past generations. R ,

Extensive utilization of the Program reflected by substantial volume indicates
that the-Guaranteed Student Loan Program has becorae a major national m.~cha-
nism for providing economic access to postsecondary education. Moreover, the.
nature of the mechanism appropriately reflgets the shared benefits from, and
shared responsibility for, investment in the education. The program causes the indi-
vidual who benefits directly from the educational expertence to pay the cost. In rec:
ognition of the indirect benefits to the suciety. at large, the society through the fed-
eral government provides the mechanism, including necessary subsidies, which .
permit the student ¢ pay those cos.s from earnings after completion of the educa-
tion. * . ' ‘
~ Given the propriety of the investment in terms of future socic-economic benefits, .

’ and given the soundness of the program in allocating responsibility appropriately
between the individual who benefits directly and the total soctety which benefits in-
directly, attention to reduction of expenditures would seem appropriate only 1n view
of a compelling force which requires curtailment of both providing individual cppor-

‘ tunities for the nation's youth and developing the nation’s human resources. Based
on the recent federal budget reconciliation experience, it appears that the priority
which has been assigned to increases in wmtlitary expenditures gnd reductions 1n
taxes may have become that compelling force.

This Committee and-many other mermbers of Congress are to be commended for
courage in resisting inappropriate expenditure reductions on the Guaranteed Stu-
dent Loan Program last session This (ggmmittee also is to be commended for initiat-
ing these hearings in preparation for rational decisions in the midst Of additional . -
pressure for expenditure reductions this session.

IDENTIFICATION OF COST'SAVINGS ALTERNATIVES

The attached discussion paper is au abbreviated and slightly revised version of a
draft which was prepared ]i)ast November in order to stimulate constructive atten-
tion to possible- cost savings measures, should they once again become necessary.
The paper contains three alternatives for reducing cost to the federal government of

the Guaranteed Student Loan Program.' ) .

*  Each of the three alternatives addresses a different one of the three major
expense areas of the program The smallest of these expenses is the reinsurance
reimbursement of claims for non-repayment of loans and the administrative cost al-
lowance, which together serve as a su{)sidy redycing the price of insurance paid for .
by the student The largest of these expenses is the special allowance payments to
lenders which provide a reasonably competitive return to the lender while the stu-
dent pa[‘)'z interest at less than market rate. The third expensg, the size of which
falls in between the other two, is payments of interest on the loan while the student

is in_school, thereby permitting postponement of repayment unti] after the educa.

tion is completed and the student présumably is zfainfully employed.

This testimony proposes a plan for your possible consideration which ncorporates
the first two alternatives deséribed ;in the paper. The plan is not an 1deal one.
Indeed, as this Committee knows very well, opportunities for cost reduction in the
Guaranteed Student Loan Program are virtua &Onil. Reduction in federal expends- -
tures for the progrant must-be achieved through one or the othér (or a consbination)
of two undesirable alternatives: . -

11) Reducing progran: volume which can be accomplished unly by curtailing aval.
ability of loan funds. thereby curtailing access to postsecondary education, or

12 Pransferring tmore of the cost of the brogram from the federal government to
other parties, particularly to st}lgipnt borrowers who are already in need or assist-
ance,

CRITERIA FOR BVALUATI.NG COST S,AVINGS PROPOSALS

This and other plans for federal expenditure reduction must be evaluated in
terms of some criteria which reflect policy objectives. The csiterta un priority order)
which were used in selecting this plan for presentation and which are offerd to be
considered for use in evaluating other plans are: .

1 Preservalion of availability of and access to loan funds.—This criterion ema-
nates from, the very purpose of the program and reflects the national coinnutment

» to developing the nation’s human resources and to maximizing individual opportuni-
ty to achieve a satisfying and productive life by developing one's capabilities

Aruitoxt provided by Eic: .
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through education, Cost reduction mensures .which ,would curtail access to loan
funds ether by hmting elygibility to borrow or by reducing available loan amounts’
below the amount needed 20 meet expenses would rank low on this criterion-

2 Preservation of accountability and wneentwves for sound program operation —The
Guaranteed Studen Loan Program is a complex. program involving a substantial
amount of money. T: e fact' that the funds for loans are provided from private capi-
tal rather than federal appropnations does not diminish the need for responsible
program operation conmstent with the total amount of money be.ng utilized in the
program. The complexity of the program has increased almost geometrically in
recent years as the Congress has sought to modify the program to reduce federal
expenditures in the context of increasing interest rates Any program, which affects
so many people and mstitutions, which involves such substantial capital from both
public and private sources, and whici is conjplex and growing in complexity, de-
mands responsible administration. . « ‘

Action which would lessen the capability of any of the parties involved in loans is
self-defeating 1n terms of the long-range liakility of the program U ’~r this crite-
rion, a.cost saving measure which réduced resources availiable to lend. wnd guar-
antee agencies below the amount -necessary o insure responsible administration %of
the program would rank low. Similarly, 2 measure which enhanced accountability
or incentives for sound administration of the program would rank high .

J. Preservgtion of program simplicity.—Given the complexity already builp into
the, program, cost reduction measures which increase that complexity clearly are
less desirable thah those which do not, if all other things are equal. This criterion |
must be applied with cuution because simplicity just for the sake of simplicity is not
nearly so importan. as meeting neads, Accordingly, additional complexity might be
preferable to more simple solutions which deny access to loans

4. Preservation of low cost to users of the program.—This criterion has been®
ranked last, not because students are permitted to borrow at a lower price than is
desirable, but becausz of the conviction that providing opportuntiy for students ta
borrow funds at a higher price is better then denying opportunity in order to keep
the price low. Obviously, there is a point at which the price is'sufficiently great as
to be prohibitive and thus serves to dgny opportunity. The price to the student of
guaranteed student loan is nt at that prohibitive level, and, while féderal slibsidies
in amounts sfficient to p?r}:luate the present price are clearly defensible, in-

creases in the current price would be less damaging than restricting access to funds
The ranking of this criterion suggests that, if the choice must be made, charging all
students a higher interest rate would be preferable to arbitrarily limiting loan
volume and hence denying opportunity for some students in order to keep the price
low for others.

THE APPROACH TO ESTIMATING COST SAVINGS

N In gddition to reasonable ¢riteria for evaluating cost saving ‘measures, there.must
also be some reasonable approach to estimating the savings to be achicved This is
especrally cructal for a program hke the Guaranteed Student Loan Program, be- °
cause the program 1s not one for which annual appropriation levels are useful in
determining exenditures. Most of the federal expenditures for guaranteed student
loans this Year are not related to louns made this year Rather, they are expendi-
ture obligations already incurred on loans originated in previous years Accord-
mgly, the major portion of expenditures projected for next year cannot be-affected
by ac&:ons taken this year. The obligation for the expense already has been in-
curred. .

Because the polices under which loans are made obligate the federal government
for expenditutes over several years, the mast realistic approach to estimating the
real impact of cost saving measures is to ¢ vaidale expenditurés over the life of loans
originated under the policies proposed. Otherv.ise, the Congress may institute a
measure which generates savings for neat year, but which is very costl% as com-
L pared with alter-atiave measures wver the entire life of loans for which the federal

- government infurs an expenditure obligation.

ONE POSStBLE COST SAVING PLAN .

The foliowing plan mvolves (1) eliination of the origination fee and replacing
that fee with a change in the remsurance formula which will generate greater sav-
mgs over the life of loans originated than will the origination fee and 2} changing
the interest rate and special allowance formula in a manner which reduces federal
expenditure s significantly during periods of high interest pates.
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Elinunationyof orgination fee and restructuring federal remsurance

Under the present gemsutance attingement, the federal govetnment bears. virtae
ally the full cust of claims for nun payment of loans This 15 the tesult of a remsur-
ancé arrangement under whivh the federal government provides 100 percent reim
bursement tu guarantors on clums for death, disability and bankruptey, and 100
percent of the first 5 percent of default claims cach year, deternuned by comparing
the dollar amount of defaults with the dollar amount of the uriginal prinaipal of all
outstanding loans in repayment. . -

The proposed reinsurance arrungement, as described more fully 1n the attached
discussion paper, would relate clums paid to the urginal principal amount of luans
originated in the year in which the nun reperd loun wébs vrginated, and would oblir
gafe the federal guvernment for partiad reimbursement of claims, including death,
disability, and bunkruptey Jaims, only after the chum 1ate reached 5 percent and
for full reimbursement only of those clums occurring after the rate reaches 12 per-
cent The'proposed arrangement would also involve elinination of the adnimstrae
tive cost allowance paid by the federal government to guarantors and would pernnt
guarantors to charge an insurance premium adequate to cover buth the cust of
claims under the new reinsurance arrangement and essential uperating expenses,

Estimated savings frum-the change in temsurance are presented m Table 1. With
elimination of the origination fee, nel savings for cach $L,000 in new student luans
¢an_reasonably be expected tu be approsimately $18. Based un this estimute,. the
savings on an estimated $8 billwn in luans made next year would be, $L44 milhon
over the life Of the louns  Assuming cunstant volume, an additional $144 nulhep
woud be saved on loans uriginated each year thereafter. x

Although the propused change would require an increase in the maximum guar-
antee fee of insurance prumium-}mid by the student, the average maximum cost tu
the student would not be greater”than current masumum authonized charges to the
student with the vrigination fee, as demonstrated in the attached discussion paper.
Hence, the $11 nathon savings would be achiesed at nu real eapense to the student
borrower T

The amouint of savings detived ftum the change in the teinsutance arrangement
could, of course, be increased by continuing the vrigination fee. Estimated RYTILS
with continuativn of the urigination fee would be approaimately 365 pet 3L000 40
loans, or approximately $541 million on loans vriginated 10 a single year 1f arnual
volume 15 3% billion

The disadvantage of continuing the orygination fee alung with mudification of the
remsurance arrangement is that the average maaimum charge to the student would
be increased by 5 percent of Juan amodhts. decordingly, the ubjective should be to
ehminate the origination fee with adoption of the propused remnsutance arrange-
meat, if possible . "

The propused reinsurance arrgogement with elfimnation of the origination fee
satjsfies the pruposed criteria Tor cost saving measures very well. Aceess tu luan s
it curtajled Cadsing guatantee agencies to sssume more fingncial responsibibity
for claims costs would enhiance accountability of these agenaes and would create i
financial incentive for these agencies to keep defaults fow The present rensurinee
arrangement. while theoretically offerinyg such an incentive, provic es o real finane
cial motivation for the guaranter to petform effectively with respect to defaults
unlil after the default rale has already gatten high .

The propused reinsutatice atrangement, combiied with chinunatian of the orgina-
tiun fee, provides sume simplification of the program Adoption of the orginaton
fee addéd an additiona] muitter for lendets and the Department of Eduvation to be
concerned with in niaking Mterest subsidy and special allowance pay ments It also
added’ a factor In the program viet which students uften become counfused and one
which 1s not casily expldained by Iénders and student financial aid officers

If adupted In connection with ehimination of the vrigination fee. this propusal alse
satisfies the criterion of keeping the price tu the studeht as fow as feasible, 1f tite
origination fee had to be continued i vider to preserve the program, students prob.
ably would reluctantly accept payment of additional & peteent w order to have
access to loans preserved. ..

Changing the tnterest rate and restructuning spectal allowance

“Under the existing spevial allowance formala, the fedetal government beatd the
full burden of increases i prograi costs due to high interest tates Federal special
allowance payments vary ditectly with changes in the 91day Ticasury Bili rate
without lmitation  As desctibed” more fully i the attached pusition papet, the
burden of cost increases due to gh intetest rates coald be transferred to the stu-
dent with modest rish tu the lender by incieasing the interest tate on student loany

“
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to 14 percent, establishing a constant special allowance rate of 4 percent and caus-
g spertions of the standard spevial allowance payment to be applied to repayment
of principal when interest rates are low. . .

As indicated by the data presented in Table II, suvings to the federal governmment
from this-proposed change would be substantial in periods of high interest rates At
a bond equivalent 91-day Treasury Bill rate of 12.5 pereent, estimated savings would®
be-$9a.per $1,000 in loans vriginated over the life of the loan, or $370 million on $6
bultion in loans originated in a year. At a Treasury Bill rate of 15.5 percent, the
savings to the federal government inreases to 32 10 per $1,000 in loans, or $1 4 bil-
lion on 36 billion-in loang. . .

As mdicated by the Table, this proposal does not generate savings when’ interest
rates are low, and i fuct would incrense the cost to the federal government by $30
per $1,000 n loans when the Treasury Bil] rate drops to 9.5 percent Because it is
when tnterest rates are high that the cost of the program to the federal government

s

15 high, absence of savings dunng periods of low interest rates when federal costs,

are lower anyway is not disadvantageous.

This measure for reducing federal expenditures during pec;iods of high interest
rates evaluates favorubly in terms of the’proposed criteria The proposal does not
limit avarlability of student louns It does place an additional udmiristrative burden
on the lender, but provides compensation through a higher yield to the lender when
the Treasury Bill rate does not ¢aceed 12 percent and gives the lender assurance of
a mtmmglm yield of 14 percent compared with the current minimum yield of 9 per-
cent. . .

The reduction 1 federal expenditures is accomplished primarily by transferring
the cost of high mterest tates to the student. Although the student would make re-

payments bused gpn u 14 percent interest rate, the mechanism has the advantage of .

caustng the actual cost to the student to De less when interest rates are lower
through mechamism of applying an appropriate proportion of the constant special
allowance to the prinaipal reduction. This mechanism causes the actual cost (not the
rate! of tnter-st to fluctuate below 14 percent with prevailing short-term rates of
mterest. Thus, while the borrower mukes reépayménts based on a constant rate, the

actual cost fluctuates in the same direction as interest costs to other borrowers in |

the ecnnomy. . . .

Ap alternative woyld be simply to increase the interest rate on student loans
trom 9 percent to perhaps 12 percent with the appropriate corresponding adjust-
ment i the special alfowance formula. Although a straightforward increase in in-
terest rates has the advantage of mtial simpligity, it could Lause the rate charged
on the loan to be higher than either desirable or necessary if interest rates deoline

. This situatton could be alleviated by a provision which causes the rate on new loans

to be lower when interest rates are low and rates on additional Joans tu be higher
when interest rates increase. This arrangement, of course, exacerbates she problem
of multiple interest rates for the program, and if rates continue to fluctuate, could
cause some students to be paying rates which are higher than uccessary for current
market conditions and other students to be paying rates which are lower than nec
essary in view of prevailing market conditions: »

On'the other hand, a simple cr. wige in interest rates might bu preferred by lend
ers wishing to protect an unlinuted yield on student loans The pro weal udvanced
here does have the disadvantage of-an 18 percent muximum rate to the loader This
i at least partaally offset by the higher nunimum yield and the 5 pereent increase
in vield when the T-Bill rate is between 10 and 14 percent. .

It should be emphasized that the plan presented here is not advanced as an ideal
proposal, althuugh the component of the plan involving restructusing of the reinsur
ance arrangement and elimination of the orsgination fee has merit as an imprme
ment tothe program whether or not additional savings of federal expenditures are
required  Hopetully, the total plan is useful in providing additional perspective and
ideas on how any required eapenditure reductions might be achieved responsibly

- COMMENTS ON OTHEH COST SAVINGS MEASURES

As 1s,apparent trom the priority ordering, of the recommended criteria for evalu
ating expenditure teduction measures, you are urged to view very cautiously any
proposals which would fimit availability and access tu loans for students This would
include proposals for arbudary limits such as a w iximum nutnber of loar s in eacl
state and any propusals to cuttail the yield on st adent foans to commercial lenders
sufficient]y to diminish therr active participation n the program

Any proposit to dmmnish Jhe opportumity [ statewide last resort lending and
secondary market orgamazdtions to issue tax (xempt revenue bonds to obtain funds

4
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for student loans should also be rejected becduse of the devasting impact which such
proposals would have on the avalability of student loans in approximately, twenty
states The ability of the commercial lending community to_meet the total need for
loans varies dramatically from e state to unoth*r. In states which serve as major
money centers, commercial lenggrs may very well be able to meet the total need

* within the state and sume need in other states as well. On the other hand, states ,
which are not major financial centers badly need the back-up capability which
comes from participation of statewide last resort lending and secondary market or-
ganizations fin. .ced with taX exempt revenué bonds. Moreover, the loss of federal

?  revenue th rought the tax exemptions is counter-bilanced by the lower special allow-

’ ance payments made to organizations with tax exempt financing.
Also tv be adopted oinly as a last resort should be any. proposals which both .re-
Jstrict borrowing capacity of students and increase costs ‘to lenders. An ekample
would be a proposal toextend the new needs analysis and expected family conmbué
tion provisigns to students from families below the $30,000 annual income level.
The expected family contribution provision tends to reduce average loan size
. which increases cost to the lender of loan servicing as a percentage of loan prinei-
pal Meeting, the total borrowing needs of a student though two loans—one from the
Guaranteed Student Loan Program and one fron the auxiliary or PLUS program—
is twice a3 costly for the lender us meeting that same need with a single guaranteed
loan In addit.on, the “expected family contribution™ provision complicates the oTigls
nation process, extends the time period for originating loans, places additional bur-
dens on educational institutions, and makes financial planning for postsecondary -
education more dilficult tor the student due to.uncertainty over borrowing capacity
prior to receipt of the needs analysis results. It is questionable that the savings from
extending the expected family contribution requirement below the $30,000 income
level are adequate to compensate for the additional problems created by such a re
quirement. .

IMPROVEMEN . 'OF AUXILIARY OF PLUS PROGRAM

The effort to shift borrowing from guaranteed student loans to less heasily subsi-
dized auxiliary or PLUS loans would be facilitated by three changes.

1 Either the student or the parent should be permitted to borrow under PLUS n ¢
order to preserve borrowing capacity when the needs analysis yields an expeeted
family contribution but borrowing by the parent is not considered feasible by the .
lender or the parent ieg., the parent needs to preserve borrowing capucity for an-
other purpose or the parent has a poor credit rating).

2 The parent should be permitted to co-sign for the student borruwer of 4 PLUS

“loan for the interest puyments while the student is in school without being obligated
for repayment of loan principal this will assist students whose parents are willing
. to commit enough of their boriowing capacity to cover inschool interest, but are re-

luct_agt to commit an umount equal to the principal for an extended repaytnent
period). |
3 The special allowance formula 1n PLUS loans should be adjusted to provide a
gross yield to the lender of the T-Bill rate plus 4 percent, rathet than plus 3.5 per- .
cent, in order to stimulate lender participation in light of the relative higher cost of
originating and servicing PLUS loans.
. TABLE | FEDERAL EXPENSE FOR CLAIMS-PAYMENTS OVER LIFE OF GUARANTEED STUDENT LOANS
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“ TABLE IIL.—ESTIMATED FEDERAL EXPENSE PER $1,000 FOR SPECIAL ALLOWANCE AND INTEREST
SUBSIDY OVER LIFE OF GUARANTE_ED STUDENT LOANS ?
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Discussion PAPER

(By Richard C. Hawk) -

This paper contains three alternatives for reducing federal expenditures for the
Guaranteed Student Loan Program. Each of the alternatives would generate signifi-
cpnglsavmgs and the savings from all thrée would be greater than necessary or de-
sirable. -

These alternatives are presented as viable substitutes for the cost saving meas-
ures which were adopted in the summer of 1981. Those changes, which were con-
cewved as budget reduction. measures under the severe pressures and time con-
straints of the budget reconciliation process, reflect the lack of opportunit for ade
quate deliberation and judgment. They generally are not sound social pof;cy when
viewed as anything other than temporary expediences to achieve immediate savinﬁ .
The 1deas presented in.this paper demonstrate that adequate savings can
xlxggieved through more constructive changes than those adopted in the summer of

Any proposal to reduce federal expenditures for the Guaranteed Student Loan -
Program requires either-increasing costs or risks to other parties (students, lenders,
educatign 1nstitutions, guarantee agencies), or reducing loan dollar volume by re-
stricting opportunity. The alternatives presented in this paper reflect the premise
that the needs of both students aud the society are better served by preserving op-
po_rt.urluty at a higher price than by restricting opportunity in order to keep the
price low. .

Accordingly, each of the'three alternatives has been designed to achieve savings
without restricting opportunity for students to borrow funds needed to meet postsec:
ondary education expenses. Tf‘;ree alternative mechanisms are proposed that trans-
fer cost from the federal government to other parties, particularly recipients of
loans. This 1s consistent with the view of some that. the need to reduce the federal
budget requires the shifting of some costs of fede:al programs to the beneficiaries of
the service provided.

The three alternatives in preferential order are:

1. Reduce federal cost for default and other claims by restructuring federal rein-
_surance on student.loans and eliminate the administrative cost allowance, paid to
guarantée agencles.

" 2. Elimsnute unpredictability and the high cost of federal special allowance pay-
ments duing periods of high interest rate by shifting some of the risk of fluctuating
mterest rates to students and limiting the special allowance to 4 percent.

3. Reduce the cost of the in-school interest subsidy by relying on grants for the
first year of undergraduate education and loans for the last year of undergraduate
education.

Each alternative is discussed in detail in this paper.

. ALTERNATIVE 1

FEDERAL SAVINGS THROWGH MODIFICATION OF REINSURANCE AND ELIMINATION OF
ADMINISTRATIVE COST ALLOWANCE

“The existing reinsurance arrangement causes the\ federal government to bear the
fulj_cost of virtually all claims for nonpayment of loans by the borrower The federal

QL ‘ - .
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government resmburses the guarantee agency for 100 percent of the amount of
claims paid due to death, disability and bankruptcy. The federal government also
reimburses the guarantor for 100 percent of the fitst 3 percent of default claims
paid each year, with the percentage of defaults deternuned by comparing defaults

- which occur during the year with outstanding loans in repayment during the yeat.

The effect of the current reinsurunce arrangement s to cause the federal govern-
ment to stand the cost of aims as if it were the prumary or even the only insurers - p
of student loans. This major cost could be eluninated if the remsurance were recon-

, ceived as protection Syainst disaster, with imtial default costs pad by the guarantee

- agency without reimbursement, .

. Elements of thissproposal are:

i t1) Eliminate 100 percent reimbursement of ddamns due to death, disability and

. bankrupfty. . -
’ 12 Eliminate present_reimbursement formulia under which federal government
pays 100 percent of the first 5 peicent of defaults cach year, 90 percent of the neat -
. percent and-80 percent of all defaults thereafter., .
() Substitute & new reimbursement formula to be apphied to dividual loan port-
foligs over the life of each portfolio, with a-portfoho consisting of all loans guaran-
teed in one year The new rates of reimbursenient for clams uncluding default,

. deiith, disability and bankruptey) on cach loan portfolio should be.
. Federal reimbursement rate (pereent) i
‘Clauns as percent of portfolio:
Jtod, . L. .. 80
9io 12 e e 90 -
Over 12 . ... e+ e e s s b erat 100

"D Eliminate federal administrative tost allowance pad to guarantee ‘.u;(-ncncs
presently authorized in the amount of 1 percent of all loans guaranteed cach year,

131 Provide for a guarantee fee or insurance premaum sufficient in amount to re-
place the administrative cost allowance and to provide for sufficient reserves to
cover increased risk to the guarantor The maximum non-refundable guatamtee fee
under current regulation is 1 perceft per year for the m-school period of the loan
plus one year \doption of the proposed remsurance structure and ination of
the administrative cost allowance will 1equire authdrizatos for %
guarantee fee of 2'. pereent plus 2 percent per year for the
period of the loan. ! . :

Savings to the federal governmeng will be approsimately 1 percent of the amount
of loans originated cach year plus 100 percent of the first 5 percent of defaults, 10
percent of the next { percent of defaults, and 100 percent of ciums for death, dis o
ability and bankruptcy minus 10 percent of defiults between # and 12 percent, and
20 percent of all defaults over 12 percent. Savings will actually be greater because
under the present forumuala the default rate 1y cumulative only within a year,
whereas the proposed modification would cause the claims rate to accumulate over
the life of the portfolio.

. . DISCUSSION OF ALTERNATIVE

Altgrnatise ] increases the Jiability of loan guarantee agencies and transfers some
of the cost of Insuring student loans from the government to student boi rowers, Be-
cause the cha ge affects only the borrower and guarantee agenaes, education insti-
tutions and lenders would not be affecte 1. Consequently, the changes could be ue-
complished easily. v .

Transferring additional insurance cost from the government to the borrower can
be justified on the basis that neither the present nor the propo ed guarantee fee 15
sufficient ty cover the cost of insurance, which is () as broad as the student foan
guarantee, by granted on a non discriminatory basis and (¢) covers an uncertan
perivd of time, extending as long as fifleen years. The proposed change also can b
Justified on the basis:that the purpose of federal reinsurance should be to plumf?
protection against a disastrous situation in ordet to maintain puvate funding

- sources to remain comniitted to making otudent loans. Federal remsurance shoul
be provided by the government at government expense. A self supporting non-rein-
sured portion of the total insurance liability could be botne by boriowyrs. The pres-

' An alternative would be a non-refundable fee of 114 percent per year on the antiapated ame
ortized principal ontstanding, assuming a five year repayment period.

o 10 o
- UJ b t
|

¥ " '



105 »

.

ent remsurance arrangement dves much more than serve s protection against un:
manageable losses due to a disastrous situation. It serves as a subsidy which permité
the guarantee fee or premium charged to the borrower to be low

The admintstrative cost allowance also serves as an indirect subsidy to the bor-
rower By coyermy some of the adnunistrative costs of guarantee agencies which
msure loans, the admmustrative costs allowance reduces the afmount which agericies
must charge the borrowers as insurance premiums or guarantee fees

Althoygh a good case can be made fur subsidizing.the Program as heavily as pos-
sible to keep student costs low, benefits of the® Guaranteed Student Loan ;’rogram
probably would not be significantly dinumshed with an arrangement under which
federal remnsurance serves primarily as protection against disaster rather than as
an indirect subsidy of msurance prenuuins. Moreover, as demonstrated by the data
betow, adoption of Alternative 1 with the necessary increase in the guarantee fee
would result 1n no ncrease m the average permissible charges to students if the 5

percent originaticr ‘ee were eliminated. .
COMPARISON s SURRENT AND.PROPOSED EHARGES TO STUDENTS PER $1,000 OF LOAN
PRINCIPALY -
Hemin . € Sls
Sophomore R 85 95
Junio oA 75 1%
Senea 65 5%
Aweraged ) < . 80 8

VAmeuty Me dppranaals >

sfeddes SpCAR! OngALON fee 300 paNsrlee fe 3 nle of 1 percent per yer wn Sthoot and £ moath grace perd
“Baad on Dy Ongealon fee and guanartee tee of Lo percent pliy 7 peroent pr yexr o schoot and b egathy of grate petxd
«hyeraze chatpe per §1 050 assamag oans 0 equal amousts for exch yeat of yndergraduate education

1t should be noted that the need for an increase in the guarantee fee under the
proposed rewnsurance arrangement is very re: .= Although the theoretical exposure
to guarantee agencies ts higher under the existing reinsurance arrangement than it
would be under the proposed change, the actual exposure is greater under the pro-
posal as evidenced by the actual default experiences of agencies
. Under the existing arrangement, guarantee agencies never suffer a loss until de-
faults exceed 5 percent i any year. At the beginning of each year the slate is wiped
clean and the agency 1s once again fully protected against the first 5 percent of de”
faults. In addition, the federal government stands the cost of all claims for death,
disability, and bankruptcy.

Under the proposed arrangement, guarantee agencies would always stand the loss
on the first 5 percent for defaults as well as for death, disability, and bankruptcy
Accordingly, condtions of the: proposed arrangement will require deposits to reserve
funds of approximately 6 percent for each loan guaranteed Reserve fund deposits
under the present arrangement normally are less than 2 percent

. ALTERNATIVE 2

FEDERAL SAVINGS THROUGH CHANGE IN SPECIAL ALLOWANCE

Under existing law, the federal government absorbs the cost of high interest rates
by paymng a special allowance, the amount of which varies with the 91-day T-Bill
rate In addition to ¢ausing dramatic increases in federal costs for the ‘Program
durning periods of high mterest rates, the present Special allowance arrangement
causes costs to the federnl government to be unpredictable Greater predictability
and substantial savings during periods of high interest rates‘can be achieved by
transferring the risk of fluctuating interest gates to students and lenders The ele-
ments for the proposal to achieve this objective are: .

(1 Increase the mterest rate charged to students during the repayment period of
loans from 9 percent to 14 percent. .

\21 Set the amount of the federal special allowance paynent by the federal govern
ment to lenders on repayment loans at +f percent.

31 Permut the interest cost tnot rate) to students to vary below 14 percent accord-
g to fluctuations in general interest rates for loans in repayment by applying a
varying portion of the special allowance to principal repayments when the 91-day T-

11:‘)-\1;
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Bill bond equivalent rate dew 10 percent. The amount apphied to the princ:-

pal shall be the portion of spfual allowance rematning after determimation of the
amount of special allowance to be used as a supplemental interest subsidy. The per-
centage of the special allowance to be retained by the lender as interest shall be
determined by subtracting 10 from the guarterly average bond equivalent 91-day T-
Bill rate and dividing by { (T minus 10 divided by 4 = interest subsidy).

11 Require portions of the yuarterly special allowance payment a splicable to prin-
cipal reduction to be credited to the foan account only on the last Juy of each fiscal
year or on_the date a loan is repaid in order to avoid prohuibitive loan servicing cost.

t5 Provide special allowance payments on repayment loans, Le., loans i the re.
payment phase, from tax exempt funds only in the amount determined to be used as
principal reduction according to the formula above.

16! For interim loans tloans on which the borrower has not yet entered a repay-
ment phase held by commercial lenders, provide special allowance payments only
in the amount determined to be applied to interest according to the formula above
imd provide no special allowance payments on interim loans from tax exempt dol
ars. .

The effect of these changes will be (a) to reduce federal special allowance pay-
ments to a constant 1 percent for repayment loans held by commercial lenders, 1f;b
to a varying amount which cannot exceed 4 percent on interun loans held by com-
mercial lenders, t¢) to a varying amount which cannot exceed 4 percent on repay-
ment loans for tax exempt funds and d) to zero on interim loans made from tax
exempt funds Students will benefit because actual interest costs can be less than 14
percent by reducing loan principals when T-Bills fall below 10 percent. The effect
for lenders will be revenue tinterest plus special allowance) from student loans tn an
amount which varies between 11 percent and 18 percent, accompanied by an n-
crease tn the rate of return of .5 percent over the current return on loans,

DISCUSSION OF ALTERNATIVE.2 a

Under existing law the cost of interest to borrowers can never exceed 9 percent on
student loans regardless of prevailing interest rates. Under Alternative 2 the cost of
interest will vary with prevailing rates and could be as high as 14 percent. *

This alternative transfers risk of fluctuating interest rates fromn the federal goven-
ment to students tand partially to the lender) without imposing the complexities
and uncertainties of a variable interest rate on students. Students would obtam
loans with the understanding that monthly repayments will bé lower prevailurg an-
terest rates when portions of a standard { pereent special allowanee 1s credited as
principal repayments when loans are in the repayment phase. If interest rates de-
cline, annual principal reductions from the special allowance will cause the loan to
be repaid more quickly and the actual cost of interest of students will decline. even
though the rate remains at 14 percent. The government will benefit from dechning
interest rates because more rapid repayment of the loan will shorten the period of
time for which the government stands the expense of the special allowance,

Advantages to the government are great. First, the cost of the Guaranteed Stu-
dent Léan Program would be considerably more predictable, and, second, the gov-
ernment cost for special allowance would be reduced to a constant o percent on re-
payment loan held by commercial lenders and to a rate which can fluctuate below 4
percent on interim loans held by commercial lenders and on repayment loans ac-
quired with tax exempt funds. The special allowance 1s completely eliminated for
interim loans acquired with fax-exempt funds. .

Although students continue to benefit from predetermined constant interest rate,
and although students benefit from declines in prevailing interest rates, the cost of
interest to students necessarily will be higher than the present 9 percent cost. It
should be noted that the increase in cost would not affect the borrower while the
borfower is a student Federal interest subsidy payments to commercial lenders
would continue while students are in school, Borrowers will experience an increase
in costs after completing their education and presumable becoming situated 1n an
income producing endeavor. *

This alternative has advantages and disadvantages for the lender. Return to lend-
ers on student loans would no longer be unlimited. For commercial lenders the
maximum return would, be 18 percent. On the other hand, the mimunum return to
lenders would be increased from 9 percent to,14 percent. Moreover, the rate of
return to lenders would be increased from T-Bill plus 3.5 percont to T-Bill plus 4
percent In other words. the disadvantage of an 18 percent maximum return would
be balanced by the advantages of a 11 percent minimum and a .5 percent ancrease
in the amount by which the return exceeds the 91-day T-Bill rate. Lenders would

RIC 11,
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fare better under the alternative when interest rates are at a level which under the
present furmula would produce a return of 17'. percent ur less. Lenders would fare
less well under the pruposal when interest rates are sufficiently high to cause the
return on student loans under the present formula tv exceed 18 percent.?

Under this aliernative, lenders alsu would be disadvantaged by the administrative
complexity of allocating a purtion of the standard quarterly special allowance pay-
aent on loans in repaymént to grinaipal. The burden of this provision can be re-
duced by requiring that the purtion of special alluwance payments to be applied to
principal be credited tu the luan account unly un the last day of the fiscal year ur un
the date the loan 15 fully repaid. Such a mechanisin alsu will permit the lender to
have sume ‘float” as partial reimbursement for this admimstrative task.

ALTERNATIVE 3

FEDERAL SAVINGS THROUGH REDISTRIBUTION OF GRANTS AND LOANS

Because the Federal Guvernment pays interest on guaranteed student loans while
students are 1n school, luans tu freshmen are more expensive than loans tu senivrs.
On the other hand, the federal cost of grants tu students 1s the same for all stu.
dents. Accordingly, significant savings can be achieved by reallocating grant funds
which increases expenditures fur grants to freshmen and eliminates grants to Se-
mors, with a corresponding elimination of lvans to freshmen and an increase in lvan
amounts tu senwrs, This can be accumplished without reducing total assistance
tgrants and loans) provided to students and additivnal savings can be achieved by
discounting interest (and elinunating federal interest subsidy payments) fur loans un
which the 1n-school period will be one year or less.

Elemnents of the prupusal to achieve savings through reallucation of grants and
loans are: .

(11 Elininate guaranteed student loans for the first year of undergraduate pustsec
ondary education except for students in one year prograns.

(2 Mahe guaranteed student lvans available to first year students in vne year pro-
grams without an in-school interest subsidy by requiring that interest un the loan
for the tn-school period of the lvan plus the six month grace perivd be discounted
from loan proceeds at the time of loan origination.

31 Continue subsidized loans lvans un which the interest 1s paid by the federal
government while the student 15 in schuoli in acevrdance with existing terms and
conditiuns uf the Guaranteed Student Luan Program fur undergraduate students in
the second and third year of postsecondary education.

{) Cuntinue Pell grants for first, aecuntf and third year undergraduate students in
aceordance with existing cunditiods and requirements, with a 75 percent increase in
the funding for first year students. - L

o) Elinunate grants for students in the fourth year of undergraduate pustsecund-
ary éducation.

(6; Make guaranteed student loans available tu fourth year undergraduate stu-
deats of up to $5.000 on a nunsubsidized basis by requiring that interest fur the
penod of the loan ind the 6 month grace peniod be discounted frumn the proceeds of
the loan at the tin ¢ of loan origination.

Substantial savings tu the federal government will be achieved. Savings will be
equal tu 1) costs associated with all luans to first year students except students in
une year programs, (2 interest subsidy pay ments fur first year students in une year
programs, and 1 interest subsidy payments un lvans tu fuurth year undergraduate
students. .

DISCUSSION OF ALTERNATIVE 3

Alternafive 3 15 the unly one of the three prupusals which would requite changes
tu programs ether than the Guarantced Student Luan Program. This altenative rec-

The disadvantage ito the lenders of the 15 percent masimum return could be elinunated by
permitting a deduction lor additional interest llrum the next monthly prinupal repayment after
each quarterly speaal atlowance payment in the amount necessary to assure that the return to
the lendet 1> equal to the preseribed amount over the 91 day T-Bill rate The effect of this modi-
fication would be to cause the repayment period to be extended by the number of repayments
necessary to make up for application of prinaipal repaymetds to interest. With this modification
the retara to the lender should be continued at T Bill plus 33 and not increased to T-Bill plus §
The formula would become T-Bill munus 105 dmdo(ll by 4 Obviously, this advantage to the
lender would be gained at the expense of students who woald be required ) assme greater risk
with respect to increases in interest rates.




E

108

ognizes that the federal effurt in student financal assistance s brvader than loans
and that changes 1n une student assistance progrant can appropriately be cunsidered
in conjunctivn with changes tu another as part of policy development for the total
student assistance effort.

One reason fur previvus increases in the total {ederal expenditures fur student as-
sistance 1s that, at least at the undergraduate level, the Federal Guvernment has
attempted to. make all forms of assistance avadable tu students throughout the
period of education. Alternative 3 seeks tu enhance the efficiency of the federal in-
vestment n student assistance by relying essentially un grants for the first year of
undergraduate education, un a combination of grants and loans fur the second and
third years, and un lvans exclusively fur the fourth year. Savings are generated be-
cause the cust uf a grant remains the sanwe regardless of the school year which the
grant 15 used tu support, while the cost of a loan vaties significantly with the
number of remaining years in school at the time of urigination, due tu the in-schoul
interest subsidy.

In general, use of grants at the beginning of postsecundary education and loans
neater the end of postsecondary educatiun is reasunably sound policy 1f appropriate-
Iy structured. Grants represent a more powerful instrument for stimulating entry
intu postsecundary education than lvans. Loans are more cumfurtably utilized by
students as they progress through postsecundary educatiun because each additional
year enhances confidence that they will cumplete their educational program success-
fully and earnings to repay the loan are in sight.

Eliminating ‘vans for first year students in four year programs could create seri-
uus prublems fur sume mdmguul students if increases in grant {unds fur first year
students are nut as great as the amounts of loans eliminated. Should sufficient
grant funds not be available students with marginal need (those without sufficient
demonstrated need to qualify fur a grant) would be left vut in the cold with neither
a grant nor a loan.

Under Alternative 3 additional savings would be generated through elimination of
the interest subsidy un luans tu first year students in one year programs and_tu all
luans tu students i the last | ar of undengraduate education, The result would be a
savings un n-school subsidy payinents of approximately 50 percent. Achievement of
this savings tu the government would, of course, be at the expense of increased custs
to the borrower. ~

CoNCLUDING REMARKS

Each of the three areas of federal cost fur the Guaranteed Student Loan Program
15> addressed by une of the alternatives presented in this paper. The cost of the ds-
rect subsidy of insurance prenuums through the admimistrative cost allowance and
highly favorable remnsuiance provisions is addressed by Alternative 1. The cust of
the special allowance 15 addressed by Alternative 2, and Aiternative 3 reduces the
cust uf the in-school interest subsidy on lvans. Substitution of any one of these altes
natives for the fanuly contribution and uriginatiop, fee provisions adupted in the
summer of 1981 would be advantageous. '

Obviously, there arc differences tn the ease with which reductions can b
achieved amony the three cost areas. Altenative 1 is most easily implemented of the
three alternatives and is least disruptive to the program.

These alternatives are intended to stimulate constructive thinking un huw tespun
sible action can be taken to achieve federal cust reductions while preserving majut
benefits of the Guaranteed Student Loan Program and achieving svund social policy
ubjectives. Aduption of une ur more of these alternatives would not preclude utiliza
tion of uther tempurary cost saving measures tu meet budget objectives in a single
year, However, such stup-gap measures should not be considered as a substitute
which reflect a balance in due cunsideration for cust and fur sucial pulicy objectives.

In additivn tu generating significant savings fur the fedetal guvernment, aduption
of Altenative 1 would provide opportunity tu provide additional burrewing capacity
fur students through non-subsidized loans at virtually no cost tothe federal govern-
ment. Availability of non-subsidized loans in adequate amounts under the Guaran
teed Student Loan Program would elimnate the need for establishment of o multy
pliaty of separate lvan programs which are being propused tu counteract luss of
funds due to reductions in federal student assistance programs.

Mr. SimoN. Dr. Delores Cross, president of the New York State

Higher Education Services Corp.
We are pleased to have you here with us, Dr. Cross.
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STATEMENT OF DOLORES E. CROSS, PRESIDENT, NEW Y()RK
STATE HIGHER EDUCATION SERVICE CORP.

Dr. Cross. Thank you, Chairman Simon, and members of the
subcommittee. -

I would like to discuss issues and preliminary requirements in
the survey that we have conducted in New York and share with
you some of my concerns as they relate to Federal cutbacks in stu-
dent- financial aid.

. New York State students receive more financiel aid than stu-
dentb in any other State, either per capita or in absolute dollars.

The New York State Higher Education Services Corp. adminis-
ters New York's grants, scholarships and loan programs.

Additionally, the corporation coordinates the State’s programs
with those of other levels of local, State and Federal governmerdt.

Thus, the corporation is deeply involved in New York State's
commitment to higher education as a growth and service industry
for its citizens.

The State's postsecondary enrollment is about 9 percent of the
national enrollment of 11 million. The State's students receive
close to 14 percent of the Federal financial aid dollar.

New York itself will provide, in 1982-83, $327 million in grant
and scholarship aid to resident students, representing almost one-
third of the national total for all States.

In sum, the higher education industry is of profound lmpontance
to the State—and that importance is most easily measured in
terms of enrollments and financial aid to students.

As a result of the unprecedented dependency of college students
on financial aid, the corporation initiated a comprehenblve survey
to determine how all postsecondary students in New York State ﬁ
nance their education; that is, how they package personal and ex
ternal resources to meét their educational costs.

At a time when the Federal Government proposes changes in fi-
nancial aid that will alter the very nature and philosophy of higher
education, this survey will enable the State to plan effectively to
meet these challenges.

To date, New York is the only State to attempt such a survey.

Yet, we are working with other organizations and our colleagues

and looking at research in many areas. Among the questions to
which we hope to find answers are:

How do students from various backgrounds and at various insti-
tutions pay their costs of attendance?

‘How will students be affected by changes in ﬁnancnal aid pro-
grams?

How are students likely to “react” to changes in ﬁna‘ncml aid
programs?

How can the State move~o deal with "pocketb of unmet present
or future financial need among the college- -going citizens?

This survey may be unique because we are not looking only at

students who are receiving financial aid 'but also students who are
nonaid recipients.

Preliminary findings from the Pilot indicate that graduate stu-
dents and enrollees at proprictary institutions such as nursing and
business schools are very concerned about possible financal aid re-

11,
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ductions since major portions of their aid are provided by guaran-
teed student loans and Pell grants, both Federal programs.

City utilization of Pell grants may be as high as 80 percent. GSL
in the private sector is as high as 40 percent and slightly higher in )
the State university system.

When one looks at the State university system, in 1979 their uti-
lization of the guaranteed student loan was approximately 16 per-
cent. Undergraduate utilization of TAP, that is the State’s tuition
assistance program, is approximately 50 percent.

The survey tells us that the income profile that would be the
most affected are those that are in the lower to middle income tax
bracket and that the cutbacks in the GSL may have an additional
proportionate impact on those students who are attending low-cost
community colleges in both the public and the private sector. The
survey will tell us who will be affected by the program.

At the current time we have completed the pilot study. The pilot
study included 30 colleges with approximately 800 students. These
results will be presented to our trustees next week as well as to a
committee of presidents and will be shared with the postsecondary
committee,

The, complete statewide survey will include 300 institutions and
over 4,000 students.

The results of this survey we expect to have available to our col-
leagues in other States and you as members of the Subcommittee
on Postsecondary Education as well as policymakers throughout
the State. .

We will, therefore, be using our findings to satisfy both the State
of New York and the Federal Government in the distribution of fi-
nancial aid. .

We believe these data will enable both entities to plan effectively
to meet student financial aid needs at the postsecondary level in
New York State and the Nation.

The development of rational responses to Federal cutbacks and
our ability to respond and counter additional proposals demand a
period of stabilization, a period in which States and the Federal
Government can examine the data and think things through. °*

It also demands that we can examine some deeper questions in
terms of how will the effects of the cuts be distributed? How will
the effects impact different regions? .

How will these cutbacks interact with already identified demo-
graphic and enrollment changes?

While meeting these challenges we must continue to "keep ‘the
purposes and objectives of financial aid clearly in mind. That is to
provide access by removing financial aid barriers and promoting
choice of institutions based on taents and career objectives rather

. than costs.

This period of program retrenchment brings with'it a range of”
administrative challenges including adapting our processing sys-
tems to program changes quickly and efficiently so that timely no-
tification and distribution of aid is available.

This is particularly important in a period of instability. It also
requires that we work with lenders to initiate new programs.

11,
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As my colleagues have testified, this is not an easy task. In New
York City we have only been able to identify four banks at the
present time who are willing to accept ALAS loans.

We are very concerned about the criteria that some banks seem
to be setting up as it relates to the PLUS money, criteria that are
in some cases beyond what the Federal Government requires or
what the corporation may require. We have to examine that and
look at that as it relates to the status of those banks and their par-
ticipants. .

We are also working on developing and creating innovative sys-
tems of communication, communication to students and to parents
and to colleges about the changes in the regulations and the
impact of these cuts.

In sum, as we look at the data, New York, as a result of the cur-
rent changes, will lose approximately $275 million in student finan-
cial aid. The loss means that every student who receives some form
of financial aid will have an average loss of $850. .

If the cutbacks that have been proposed for the GSL at the grad-
uate level are to occur this will impact on approximately 85,010
students and increase the loss in student financial aid dollars in
New York to over $350 million.

We are concernad, we-appreciate this opportunit%r to discuss with
{Iou a process that we are taking to help you and help the State of

ew York and other States think things through.

We view higher education as an industry, a service industry and
a growth industry that impacts upon the growth of other indus-
tries.

In my work in New York the concern has been what will be the
impact of the cuts? What is the interaction of the various student
financial aid programs, will there be a period of stability in which
we cen compare the data, look at what may happen to higher edu-
cation as an industry and also take time to see what the changes
mean to the quality of life for New Yorkers and the Nation?

[The prepared statement of Dolores Cross follows:]

PRePARED STATEMENT OF DoLoRes E. Cross, PREsipDENT, NEw YORK STATE HIGHER
EpucatioN SERVICES Corp,

L]

New York State students receive more financial aid than students in any other
state, either per capita or in absolute dollars. The New York State Higher Educa-
tion Services Corporation administers New York's grants, scholarships and loan pro-
grams, Additionally. the Corporation coordinates the State's programs with those of
other levels of local, State and federal government. Thyus the Corporation is deeply
involved 1o New York State's commitment to higher education as a growth and
service industriy for its citizens. -

The -State's postsecondary enrollment is about 9.percent-of the national enroll-
ment of 11,000,000. The State's students receive close to 14% of the federal financial
aid dollar. New York itself will provide, in 1982-83, $327 million in grant and schol-
arship aid to resident students, representing almost one-third of the national total
for all states.

In sum the higher education industry 1s of profound importance to the State—and
that importance 15 most easily measured in terms of enrollments and financial aid
to students. L

As a result of the unprecedented dependency of college students on financial aid.
the Corporation intiated a comprehensive survey to determine how all postsecon-
dary students in New York State finance their education, that is, how they package
personal and external resources to meet their educational costs. At a time when the
fedéral foverngnent proposes changes in financial aid that will alter the very nature
and philosophy of higher education, this survey will enable the State to plan effec-
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tively to meet these chullenges. To date, New York s the unly state tu attempt such
a survey. ) .

Among the questions to which we hope to find answers are.

How do students from various backgrounds and at varus institutions pay “their
costs of attendance? '

How will students be affected by changes in financial aid programs?

How are students likely to “react” to chunges in financial wd programs?

Huw can the State move to deal with * pockets”™ of unmet present or future finan-
cial need among the college:going citizens?

It must be noted that all other state surveys,(fmu used financial aid reapents as
the populativn, that is, they have ignored thoseywho pay their own way from fanuly
and personal resources unly. The New Yurk surdey will enables the Corpuration tu
compare the financial pruﬁ{cs of aid recipients to those of nun-aid recpients.

_ Preliminary findings from the Pilot indicate that graduate students and enrollees
at proprietary-institutivns-such as nursing and business schuuls are very cuncerned
about possible finuncial wid reductivns since mayur portions of their aid are provided
by Guaranteed Student Louns und Pell Grants, buth federal programs,

The Swivey will tell us whu in the State will be affected by varius federal pro-
gram cuts. Mureover that effect will be focused by incume level and wstitutional
type. By factoring in student attitudinal data, the Survey may give indications of
consequent student behaviors with aid shortfalls over vaFlous income levels and n-
stitution types.

The Corpurativn will use its findings tu assist both the State of New York and the
federal government in the distributiun of financial md. We believe these data will
enable both entities tu plan moure effectively to meet student finanuial aid needs at
the post-secondary level in New York State and the nation. !

It seems useful here to indicate some of the major questions which will shape vur
final research design:

How is federal student aid distributed in New York?

a. which students and wlich institutions benefit most from guaranteed luans?

b. which from Pell grants?

c. which from campus-based programs?

How iy federal aid distributed over vanous icume levels and regions of the State?

What fraction of real college going cust does federal aid cover?

Given various scenafios of federal financial ad cutbacks, the Corpuration will
need to consider deeper questions: .

How will certain financial ad cutbacks affect institutions®

How will the effects be distributed uver varivus sectors and income levels?

Will there be acute regional difficulties caused by the cutbacks? .

Will certain types of institutions within secturs huve more difliculty in addressing
changes than others? . ’

How will these cutbacks interact with already identified demographic and enroll-
ment changes?

b Hkov';l can institutions best plan for the dislocations implied by the federal cut-
acks?

. Mr.'SiMon. Thank you, Dr. Cross.

Is there any possibility the survey you are talking about can be
speeded up? We are in the process that we are going to be making
some decisions that are going to make that survey almost meaning-
less within the next couple of months,

Ms. Cross. In my very slim documents I just shared with you
what the survey is looking at,-next week we will have the results of
our prelitainary. ) .

I was asked to share the first with-the-board of trustees and the
committee of presidents and it should be available in your hands
by the end of next week, the complete survey, that is the pilot.

We use that pilot to look at our processes in terms of sampling
techniques and also fo rework various aspects of the survey.

Mr, SiMoN. How soon will this pilot reach us?

Ms. Cross. The pilot will be available to you at the™énd of next

week. :

Mr. Simon. What about the other survey?

RIC 11, - ’
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AMS. Cross. Our time line is the end of March and early part of
pril.

Mr. Simon. The more you can press on time on that the more
helpful, frankly, it is going to be here at the Federal level.

« Dr. Cronin, I regret that I was not here for your testimony.

What happens on the parent loans where you say in your testi-
mony more than 95 percent of the applicants prove to have satis-
factory credit ratings and capacities and so forth. '

What about the other 5 percent? .

Mr. LroNin. If they feel, Congressman, that they have been un-
fairly treated and discriminated against they have access under the.
Equal Credit Opportunity Act to protest and we have been aiting
to find out if that is going to happen.'It has not.

In.most instances, the families are counselled and realize that
the information they have provided to the bank shows that they do
not have the capacity to repay those loans and, therefore, the pro-
gram cannot serve them.

And there may be a need, therefore, for the student to work an
additional few hours a week or to be considered for other campus-
based programs if the family is truly hard up.

Mr. SiMon. Are you finding that those 5 percent, my guess is
that they may be among the students who need the help the most.

Are those students then just skipping college? Are they rearrang-
ing the work schedule as you suggest or has there been any follow-
up on that?

Mr. CroNIN. We have not had any survey of those families. Ong
of the ironic commentaries we could make is that some of the fami-
lies, in order to qualify. for student aid go into the college and show
how poor they are. They show that they have got debts coming out
their ears, the number of monthly payments they have on the
house and on the automobile and everything else, there is no way
that they can do anything but apply for another grant or scholar-
ship from the college. :

Unfortunately, some of these families have then taken the identi-
cal documents and shown this to a bank to qualify for a PLUS
loan. Well, a PLUS loan is really a middle-income device because
the way it is written you have got to go into repayment within 60
days. You have got to have enpugh cash not tied up to make a $50
repayment. )

So using these documents to show how poor you are on campus
does not go over very well at the bank.

It could be,that in some cases the families have not shown us all
the resources because in at least a couple of instances that we have
heard about anecdotally, people say, all of a sudden I realize I have
got to have sume money to repay, let's go back and 'take a look at
the assets again, maybe I can qualify.

The truth is that in the first 12 months we really have not had
enough time to do a detailed survey of what happens to the 8 or -
percent who have been denied. That estimate comes from the larg-
est bank in the program and we, frankly, have been surprised we
have not heard more concerns either from those familigs or from
the students ot. the college aid officers. So apparently they have
been able to get credit elsewhere or else other forms of student aid.
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Mr. SiMoN. And you say 125 lenders have joined the parent loan
program compared to 384 lenders in the GSL.

Is that because it is more complicated or is it just simply because
there has not been that much demand? .
Mr. CroNIN. We have a large number of very small banks. We
have about 70 or 80 credit unions. Some of those have held off and
one or two of the largest banks have held off until, as they put it,
the Federal program stabilizes so that you don’t have to reprogram

the computer every few months.

There hLave been several banks expressing interest in when the
Federal regulations are going to be finally approved. I believe for
the entire 1981 year we were operating on the basis of draft or in-
terim regulations. Some banks like the comfort of having final reg-
ulations in place before they embark on a new and potentially ex-
pensive program. .

Mr. SimoN. Mr. Hawk, I am intrigued.by your reversal on the
reinsurance idea. )

Have you done any estimates at all, by any chapce, of what
impact that might have in dollar terms on Federal costs?

Mr. Hawk. Yes, sir. If you were ta look at table 2 of my written
testimony which appears on what would. be page 13, following page
12 labeled as table 1, you will see a portrayal of the net savinge per
$1,000 in loans originated in the final left-hand column.

The first column shows the cost to the Federal Government at
various default rates and I have listed a rate for default rather
than total claims. You will note that I have added in, arbitrarily, 1
percent for death, disability and bankruptcy.

At a 5-percent default rate the net total savings per $1,000 of
loans originated for the Federal Government is $12. And ¢ . 10-
percent default rate which would be an 1l-percent claims rat2 in-
cluding death, disability and bankruptcy, you will see the savings
at $20 per $1,000 in loans originated.

Th-~ testimony says that you could reasonably expect savings in
the amount of $18 per $1,000 in ioans orignated over the life of
those loans which would yield a savings of, based on $8 million in
loans a year, $§144 million on loans-originated next year and each
year thereafter. AN

So, Mr. Chairraan, you have an opportuni‘ to achieve a greater
savings over the life of loans than what you are receiving presently
with the origination fee without increasing the cost to the student
while at the same time placing more responsibility and financial
incentives on the guarantee agencies with respect to the defaults.

Mr. SiMoN. I am just curious, if I may ask the other two wit-
nesses their reaction or have you heard of this report?

Mr. CroniN. Dick is always coming up with intriguingf some-
times radical proposals, Mr. Chairman.

We are assembling the 30 or 40 of'the other State guarantee
agencies on Thursday of this week to look at his proposals, to look
at some of the proposals that Senator Schmitt and Senator Domin-

_ ici are advancing and we will have a collective response and a posi-

tion on cost-saving remedies coming out of our naticnal council
meeting on Thursday. I think we can probably get it to the commit-
tee within a week or 10 days. . ° ’ ‘
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All three of us will be there. It is going to take very careful study
and review before we commit ourselves.

Mr. SiMoN. Yes, I understand.

Ms. Cross. One of the things that Dick did say was that he was
speaking for his own agency and I think that that is important.
The other aspect that is important is that the group is meeting
Thursday to look at this proposal and other proposals and we
admit that Dick is very persuasive.

One of the things I would like to comment on as it relates to the
PLUS program, in New York we have similar concerns as it relates
to getting banks involved in the program.

We currently have 169 out of approximately 400 lenders who
have committed to the program. We see a situation where at this
particular time the demand is not that high and as the demand in-
creases, many of the other banks may be joining the program. °

Our concern is that for this particudar loan there may be limited
access and that the assumption is that the cutbacks in the guaran-
teed student loan might be offset by the ALAS program and the
PLUS program. .

It is not our feeling that these cutbacks will be offset by these
new higher cost loans, that for some students are just not availa-
ble. Many of the banks perceive the PLUS program as a supple-
mental program, not as a program to take up the slack as far as
the GSL program. And it may not be to the advantage of many
parents or students-to get involved in higher cost loans given their
economic profile. .

So we have some real concerns.about unmet dollars because of
the cutbacks in the programs. ) .

Mr. SimoN. One final qustion, then I yield to my colleagues.

The Senate Budget Committee is working out, among other
things, a proposal which would require of the students that they
take a second loan for the interest on their loans.
blIn other words, it would increase student indebtedness apprecia-

Y- . .
I'am just curious what your offhand reaction might be to the pro-
posal. This is not a formal proposal of the Senate Budget Commit-
tee at this point but is being talked about over there.

Mr. Hawk. Well, Mr. Chairman, I would be happy to react in
two or three different ways. Obviously, the thrust of that kind of a
proposal is increasing the price substantially to the student, and re-
ducing expenditures by the Federal Government.

The second component of my plan, of course, gets at the same
cost area as does that particular proposal before the Senate Budget
Committee. . ’

The thing *vhich I don't like about the proposal is that it tends to
transfer the whole loan to the student and it seems to mc that is
entirely excessive.

The gther thing I don't like is that it does not provide any oppor-
tunity for the student to gain the benefits as interest rates decline.

We run a risk during a period of high interest rates to load the
student up as heavily as possible to save the Government from the
high costs. Subsequently, if we have a decline in interest rates,
which everyone keeps saying we are going to have, then the stu-
dent, in fact, has a greater burden than is necessary.

°

1.



-

1, personally, and I can't speak for my colleagues, would prefer to
see a more modest shifting of the burden for the Federal Govern-
ment and the students. -

Mr. CroNIN. I took a look at this as one of 20 proposals that
would save money and I wrote on the margin “kiting scheme.”
This is the way a number of countries finance their economy. I
think Poland is one right now where they have to borrow large
sums of money just to pay the interest on the money they have
borrowed beforé, - . o e -

_ This is one of the reasons for the deep crisis in that country right
now.

Mr. Chairman, you and I remember that the city of Chicago just
2 years ago was rolling pover and borrowing money to pay the inter-
est payment on bad debts which facilitated a fiscal crisis and a new
school finance authority similar to the other mechanisms that New
~ York City had had to be put in place. '

Families go vut when they are in trouble, just kefore they go into
bankruptcy court and have to borrow an additional loan to pay the
interest on their other loans. *

So if this is going to be part of consumer education for the next
generation, that we encourage them at the beginning of their
career to borrow money to pay the interest on other loans, we are
going to have a very weird economy in the 21st century. I have
some problems with‘it. '
~ Mr. Hawk. Mr. Chairmag, I might just add that the whole con-

cept of borrowing interest to pay interest would put the students in
the same kind of financial plight that many farmers in this coun-
try are in now when they have paynients on loans due and they
find themselves in a position to borrow funds to keep up the inter-
est on loans to keep from going under.

Mr. Simon. If T could just add, I am not advocating this by any
stretch of the imagination but my fear is that as we look around
for alternatives, as the pressure mounts in these coming weeks, all
of a sudden some scheme like this is.going fo look attractive.

. T hope it can be resisted and I hope the three of you and your
counterparts will continue to monitor very, very closely what goes
on in Washington in the coming weeks.

As the trial balloons go up I think many of them have to be shot
down, probably most of them, if not all of them. . -

Mr. Peyser?

Mr. PeyseR. Thank you, Mr. Chairman.

I weuld first like to ask Mr. Cronin, dealing with the statements
on the graduate student loan, as we know, the administration has
now announced their plan, hopefully not the Congress plan Blat
their plan—to terminate the graduate student from the guaranteed
student loun program,

Do you have an estimate in mind as to what the impact would be
if the simple change that was made as they have illustrated of
simply making the graduate student now eligible for the parent

.loan as ggainst the program that is now in place?

Do you have any graduate schools giving any indications as to
what this might mean? .

Mr. CroNIn. Yes, the preliminary reactions from graduate
schouls and there were some vivid quotes in the New York Tfmes

~
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by at least one dean saying students, as soon as they heard it, have
already begun thinking about dropping.out of graduate school next
\.Jyear.. ‘ . '

When the executive branch speaks, many people think, well, that .
is the way it is going to be next year. And it is going to have a very
negative effect on graduate and professional school enrollments—a
minimum of 10 percent, as many as 30 or 40 percent in certgin
schovls. . -

I Rnow I spgnt hours at Harvard University talking with all the -
aid officers. There will be schools like the business school, which
has its own corporate sources—will be able to survive—and pér-
haps the law school. .But the less_financially endowed graduate
schools, divinity, health, education®will suffer an immediate loss,

."apparently, as I said in the testimony, because we can't find banks
that will make these ALAS loans. \

If the student exercises the option, the yield to the bank is only
this quarter a small percent.’ :

it 1s a singularly unattractive credit mechanism for the banks
and the students just will not be able to find the lenders. So’it is a

- ticket to nowhere. .o . '

Mr. Pevser. Well, I appreciate-hearing.that because, certainly we
are goihg to use that in an effort to counter what I would view as
an absolutely outrageous proposal by the administration-showing
an absolute disregard for the very aims that the President said this
country had to get on with when_ he todk office, gaining in techno-
logical skills and in learping how-to be mqre productive. He then
proposes, to eliminate graduate students, who presumably are
among the most academically accomplished students in the country
and make it impossible for then to go to graduate school.

I think ‘there is a lot of misconception and T would welcome your
thought on this. ) -

I will use my own son, as an example, who is in graduate school
presently. He has used the guaranteed student loan. He works 17
hours a week. He has just made loans through the school to get
him enough money to finish out his year, and if he were faced with
trying to pay interest paymerftts each month, he would have been
out of graduate school a year-ago. ¥

Now, do you have the feeling, based on your close work in this
whole area, that graduate students, by and large, most are not
either independently endowed or have parents who can afford
graduate schol. : .

I.have no objection to people who can pay their way. I think that
is great. But for those who can't, is it your impression that most of
them are trying to use all the devices they can, including working
during school and making additional loans,through school where
available? '

Mr. CronIN. Absolutely. Universities such as Tufts, Harvard,
Boston University, a tremendous percentage of the students are
working in the gradaate schools; those” that are married, the
spouses are working w0 put them through and yet it is very difficult
to make enough to meet the tuitions that are now six, seven, eight,
up t0.$10,000 a year. . o

I mentioned medical, dental, and veterinary medical, which are
.well up into the teens. o
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The pressures’are enormous and the accumulated debt tremen-

"dous. If you had to begin paying the interest in school you would

either prolong the graduate program—lt already, takes too long for
a Ph. D. Sonte of the master’s programs that are part-time go 4
years. It is going to extend those even further.

One of the tragedies is.that as,we expand the defense budget, es-
pecially the contracts that are going to:30 to the northeast, a lot of
them are going to generate an increased demand for electronios

ialists, scientists, engineers, people in the computer area and
e paners are already full of people who have a master’s degree or
more in terms of competence. '

We will be closing the valves training just the people we need for
the military system of the future. So it i$ going to work againat the
national defense policy as well as national manpower policy to
squeeze down the graduate students. ) .

Mr. Pryser. Thank you. '

Mr. ‘Hawk, perhaps I have not understood 1Lhe proposal you have
bf saving the Government money by cutting back on the guarantee
by the Federal Government

As [ listen to your statement, is the idea, as I understand it, that

* the student, the recipient of the guaranteed student loan would be

the one whose -interest rate would be adjusted as there was a
change in interest rates and that they would have to repay that
initerest rate adjustment?

I am not quite sure I understand that And do they pay it in the
{ear‘; that it is adJusted or 1s everything held off to the end of the
ine

Mr. Hawk. Mr. Peyser, if I may, let's make sure -that the two
components to the plan as presented do not get confused.

The first component deals with (he reinsurance arrangement and
it is that component of the total plan which would”transfer much
of the burden for claims payments from the Federal Government to
the guarantor without the heavy re1mbursement which exists now.

Under that proposal the student would incur an increase in cost
which would be essential for the guarantee agency to have the re-
serves necessary to assume that larger burden. But with the elimi-
nation of the origination fee the cost to the student remains the
salr]ne, on the average, with little variation from one student to an-
other

But there is a savings to the Federal Government in a fairly sng
nificant amount. That is one thing by itself and I kind of like that.

I don't think that hurts students. I think it protects access. I
think, it ‘places greater respons1bllty and accountability on the
guarantee agency.

The other component of the plan 1s designed to save or reduce
Federal expenditures for the special allowance made to the lender.
What“that does is to say, “We will increase the rate on which, or at
which the student makes repayments on a guaranteed student
loan: We increase the interest rate from 9 pecent to 14 percent.
Whether or not the actual cost to.the student will be 14 percent or
something less will depend upon what prevailing interest rates are
during the life that that loan is outstanding. The cost but not the
rate will fluctuate.

Mr. PEYSER. May I interrupt there just for a minute.

3
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I was just doing some figuring here. If a student had started in
your plan in 1968, he came under your loan plan in 1978, have you
done any calculations as to what the cost to that student wouldy Le
by the elimination of the.special allowance?

Mr. Hawk. Mr. Peyser, I.do not have that information irhmedi-
ateh}f' available.

r. PEYSER. Generally, without getting into specific dollars, what
do you think the increase impact would be? And would that be pay-
able, that increase, would that be payable at the end of the loan
just the way it works now or would that be payable during the
_period of the loan?

Mr. Hawk. Mr. Peyser, every quarter there would be a special
allowance payment, a standard amount of 4 percent and there
would be a formula which would determine what portion of that,
depending upon prevailing interest rates in that quarter, would be
allocated to Yrincipal reduction on the loan as opposed to simply
interest supplement for the lender.

Now, the way the plan is presently written you would do those
allocations once each year or at the time the loan is repaid just to
save administrative costs.

Mr. PEysiR. But the student does not pay anything during the
interim period right now? -7 ,

Mr. HaAwk. Mr. Chairman, during the interim period of the loan
the student would still not pay anything. X .
Mr. Peyser. That is what I want to be sure of. During that 4-year
period, say the student is an undergraduate and these adjustments

are going on are there no payments being made by the student?

Mr. Hawk. That is absolutely true. ¢ X

Mr. PEvseRr. So at the end of the time an accumulated figure is
then arrived at on the repayment, the increase. In other words,
let’s assume that the interest when he went in was 9 percent and
when he came out it was 6 percent.

Mr. Hawk. Let me see if I can clarify. During the interim period
of a loan while the student is in school, the amount of special al-
lowance payment made by the Federal Government would be an
amount which would vary below 4 percent because during the in-
terim period of the loan there would be no payments by students.

The only thing paid by the Federal Government during the inter- .
im period of the loan would be the portion of the standard 4-per-
cent special allowance which should be attributed to an interest
supplement as opposed to interest reduction.

When the loan goes into repayment then the 4 percent would be
allocated depending upon the rate.

The only change would be the student then would have no repay-
ments during the interim period of the loan. The only change
would be when the student went into repayment his repayments
would be paid on a 14-percent interest rate instead of the 9 per-
cent. Actual cost to the student would depend upon how interest
rates fluctuated over the life of that loan. \

Mr. PEysiR. If the interest rate stayed over 14 percent he would
certainly have 14 percent cost.

I would hope that the association and meeting would make a
firm decision against such a plan because we fought like crazy in
t&he conference when therz was discussion with Senator Metz
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enbaum about the similar type of concept”and the impact that
would have on students making the loans to start with would be
disasterous. We finally moved it up to 9 percent which was some-
thing I did not feel we should have done but nevertheless we did.

Basically what you are saying today, in spite of the President’s
hopes originally for a balanced budget in 1984 and'interest back at
8 and 9 percent, the interest rates will be higher.

I noticed the banks have just increased the prime rate today
going back to 16% percent. The economists we met just a week or
two ago tell us that they are now anticipating 17 and 17% percent
prime rates before the spring. :

So, I would say that any move lik&this would have a disasterous

" effect on the student loan program and on students and I will cer-

tainly study it closer.

I am afraid I come into this with a very strong bias on what the
implications of this would be. And so, while other members may
not share that opinion at all with me, I think it is only fair you
kriow where I would come down.

Mr. Hawk. Well, Mr. Peyser, I am glad to hear you say that.
Perhaps I have not emphasized strongly enough my firm position
that I don't think you should reduce costs for the guaranteed stu-
:dent.loan program. :

I am not here to advocate reduction of Federal expenditures for
the guaranteed student loan program:

Mr. Peyser. I am glad to hear you say that.

Mr. Hawk. If you look at the first three pages of my testimony
you will see that it says you ought not reduce the cost but then it
recognizes that you have a lot of pressures because of desires to in-
crease costs.for the military and that type of thing.

Mr. Peyser. I hope that this Congress is no longer going to say

that, well, we simply better start figuring out some alternatives be-

cause we are going to lose. That is why I am a little concerned to"

hear an alternate where a.great deal of time is spent both in my
discussion and your presentation that that is where we are going
because I sure hope that that is not where we are going.

I have just a minute more time if I may and I just wanted to
acknowledge to Dr. Cross, who is a representative.of my State, that
I am delighted that she is down here with us, that the survey that

you are doing would be of utmost importance as the chairman indi- *

cated to us. Frankly, there are very few surveys that are out in
this whole area anyway and certainly one that is as comprehensive
as you are cansidering would be of great importance.

Now, the one question I would like to put to ycu deals again with
your feeling at the graduate level, the impact in New York State
and among New York State graduate schools that an climination
of a.guaranteed student loan program would have.

Ms. Cross. Congressman, as you may know, in the State budgect,
the colléges lost many lines and positions. There is greut concern
by the presidents in the private-sector as well as the public sector
about the cutbacks, namely as they relate to teaching and re-
searchers that they need for colleges. There is a lot of concern.

We anticipate that 85,000 students will be affected by these
changes. :
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I think the thing that is a big question for people in New York is
what will-be the cost of professional services should these students
be forced to higher tost loans. . , .

What will do:tors charge in the future? What will researchers
charge in the future?

What will various professionals charge in the future as a result
of having te pay back these high-cost loans if this should go
through? ’

So, given the cutbacks in the budgets that schools are experienc-
ing and also the high dépendency on graduate students as teaching
fmd research assistants, it will be devastating to many of our col-
eges. A
Mr. Peyskr. I thank you very much, Mr. Chairman.

Mr. Sion. Mr. Erdahi?

Mr. Erpant. Thank you, Mr. Chairman, and T apologize ‘to you
and to the panel for being tardy. We had another education sub-
committee meeting on elementary and secondary education where
similar concerns are being expressed.

Also, I am happy to see Mr. Hawk. He and I were together in the
Minnesota Staté Capitol some years ago.

Maybe this was touched on before. One of the things that I have
been mentally wrestling with because I don’t view Dave Stockman
as a social engineer, yet it seems as we look at some of the deci-
sions that we are asked to make in this committee and in Congress
and made in the first session of the 97th Congress, at a certain line
that is hard to define, we cross over from making not only a finan-
cial budgetary decision but obviously some very fundamental social
decisions. .

We are saying, in effect, that if you, and your family, are at that
economic level, you are going to be able to go to school or you are
not going to be able to go to school, graduate school or college, with
some few eXceptions. .

Obviously, some exceptional people move up and accomplish’
things but I think we are at a fundamental crossroad, determining,
not only if a person goes to.a school but what type of school.

You mentioned Harvard University where the tuition is rather
high. Some other State-supported schools in New England, New
York, and my State of Minnesota, have lower tuitions. .

Maybe you would like to comment on that. Maybe that has 41-
reddy been discussed here today. What are we about as we are
doing what we have been asked to do? .

Mr. Hawk. Well, Mr. Chairman, if I may I would like to respond
to that. Initially, very frankly, in the preparation of this testimony
I wanted to come in and say you did two things that were bad last
time. )

Mr. ErpaiiL. We did more than two things that were bad.

Mr. Hawk. You increased the cost to the student with the origi-
nation fee which did not really serve any purpose. Ii was a budget
line reduction.

The second thing which you did was you said, well, from now on
we are not going to givesthe student, in many instances, the vppor-
tunity to assume responsibility for his or her own postsecondary
education cost. ‘
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We are going tosay the parents ought to pay that bill. We are
.going to establish a social policy which says a student ‘ought not be
responsible -for his-or -her ewn postsecondary education expenses.
That student’s parents ought to be responsible for {hat.

And the decision we are really making is how much the Federal
Government is going to pay and how much the parent is going to
pay and not giving the student that opportunity.

I think that was a serious mistake. I decided politically not to
come in-and say what you did that time was not all that bad. You
reduced Federal expenditures by restricting volume in the student
loan program. . .

In order to restrict that volume you said we are going to require
a Tamily contribution which means the issue is not does the stu-
dent need assistance in the first instance with respect to his or her
own postsecondary education expenses but what portion is the
parent going to pay and what portion is the Federal Government
going to pay. ~. )

I think the implication of that is exactly what Mr. Erdahl is
saying in making budget ‘decisions. In this instance in restricting
volume in order to meet a budget requirement you are, in fact, es-
tablishing significant social policy. '

Mr. ErpanL. Dr. Cross? :

‘Ms. Cross. Or.e of the things that concerns me, as we look at the
situation last year and the climate there was so little information
about whether or not the savings could be achieved.

For example, when we get into discussions about the income cap,
we know that States were never required to keep information on
income for GSL so it got rather arbitrary. Should it be a $25,000 or
" $30,000 or $40,000 income cap? : .
. I think the question that has to be raised and looked at is what
information did we have to come to0.any kind of conclusions about
what the savings would be. New information might,suggest that
yo; iook at higher education as an industry, what happens to that
industry. ’

As you look at lpans as a self-help program, what happens to
that whole concept of seif-help? .

But I think the larger question that we have to look at is, Is i
cost effective to introduce these new loan programs which have io
.be marketed, which means.adjustment in operations and adminsi-
traive details and which also may mean that both parent and stu-
dents are put in an intolerable position, : .

For example, the point that Dick raised, the whole issue of par-
ents having to be forced in some cases to take on a loan when they,
themselves, may be at the point where they are planning to go
back to school. So it is not only the imposition of a whole new
philesophical position but it is also the whole question of whether
or not 1t is cost effective and whether or not the so-called savings
can be achieved. -~ ¢ .

Mr. ExpauL. Thank you very much.

Dr. Cross, you made a point I would like to emphasize because it
came up at a previous hearing. Mr. Peyser said maybe we should
not knuckle under and say we will have to live with some cuts.
Maybe we will be resisting some.




123
| The point I want to repeat is the absoli:te necessity for distribu-
tion and dissemination of information to students and parents
. about what mignt be available in the area of student aid. We heard
- that maybe the breakdown in communication was at the high
| school level as far as assistance that might be available. This one P
i underscored that. -

Rut then also, Dr. Gross, you mentioned that in New Vork State
| there was.a $275-million reduction that would be available for stu-
| dents from Federal aszistance for post high school students. While
3 we hear much about this new federalism, and the new volunteer-

ism in the country, is somebody making this up to any significant
degree, families, -private sector, cprporations, labor unions, State
government? Where are these people going to go that have been
leoking forwa' ° to or depending on some assistance in-the form of,
I would guess, GSL or' Pell grants, whatever it might be?

Ms. Cross. At this particular time there is nothing on the draw-
ing board to make- it up. As you know, last year New York added
$26 1nillion to its.tuition. assistance program. With the cutbacks in
the other programs I don't anticipate-that.the States will be able to
make the cuts that have occurred in the-Federal student financial
aid programs. . )

T would like to mention, too, as it relates to information, we.did-
do something wiuch I consider very important. We disseminated to
every high school student information on available student aid pro-
grams to help them figure out exdctly what to do. But the informa-

. tion problem is the greatest problem which I feel parents are cur-
rently facing. .

Mr. Cronin. Congressman, if 1 could comment briefly. One is on
the cost of education. I think most.of us think that there is a great
gap between Hurvard and a few other colleges and the rest.

Actually, we are finding that the cnst of going to a public univer-
sity whether it is the University of Massachusetts or the Universi-
ty of Illinois where two of my children are attending, one is a soph-
omore right now and at the University of Minnesota the costs are
up to $5,500, §6,000 a year if you are living on campus.

And we are finding out that the gap between Harvard and the
other independent colleges and universities, the religious affiliated,
Brandeis, Boston University, Boston College, they are just about
$1,000, $1,500 behind some of the supposedly high cost or high tu-
ition: institutions. ) . : .

So it is  problem that whether it is public or private the reduc- °
tion and the availability of Pell grants and student loans and origi-

i nation fees and the bites out of the apple that we are taking before
giving it to the student arc really working against mesting the cost

of education. (/1
1 have got a longer paper which Tom Parker, a colleague, aQ(;nI/(
and one other have written, talking about the change in social phiv™
losophy away from a notion that was prevalent in the 1970’s that

the Government will help education and will help students have

access. . . , -

Now, the shift in the last year or two has been toward saying,
students, you help yourself and, by the way, we are going to make

it costly for you but you invest in yourself.
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. And-now we are-saying, -parents, -you invest-in yourself and we
are on the verge of saying to graduate students, you invest in your-
self and pay the interest simultaneously while you .are going to
school which is probably going to be the final straw that will break
the back of graduate professional education.

But I will leave this paper which in somewhat more mellow
terms describes the shift. :

Mr. ErpaHL. If T can just comment on that, Mr. Chairman, be-
cause we have three sons attending a fine private institution in
Minnesota, St. Olaf College, and it is not that much less or more
expensive than the other institutions. They are all expensive.

You have sons and Mr. Peyser has a son-in graduate scheol and
we have some in a private college. You and I may be in a higher
salary category—lours as Congressmen is public knowledge—but
there are a lot of people in this country that are trying to get by on
half of that. I think here the determination comes that we are
saying by these policies and programs that with very few excep-
tions families below a certain income level will not be able to send
their sons and daughters to most colleges and universities.

I think what you said reinforces that and I did not think you

——~————MrCRONiN. That is right.
Mr. ErpA#L. You described Richard Hawk as being a radical?
Mr. CrONIN. Some of his most creative jdeas are on the radical

frontier. We expect that from Minnesota.

Mr. ErpaHL. We expect that and we looked at him as being inho-
vative.

Maybe you talked about it, I did not get a chance to read your
statement yet. I think we are going to have to deal with limited
funds, we have to acknowledge that. They are already limited.

The Washington Post tells us that further assaults are coming on
many of these programs. What about the idea of different interest
rates? Maybe as an incentive for paying back we could maintain
the loans for college students at a low interest rate during the time
a person is in college or graduate school, but following that to have
a higher interest rate, maybe even the market rate or escalating
up toward that as an incentive for repayment of the loans over a
shorter period of time.

Are any of you people looking at that possibility as a compromise
to try to make these funds available for some students that really
need them if they are going to higher education?

Mr. Hawk. Well, Mr. Erdahl, with one little embellishment, that
is really what the one component of the plan that I provided does.
It causes the student to pay a higher interest rate and unless that
interest cost fluctuated below 14 percent——

Mr. ErpAHL. But when would that higher interest rate be kicked
in, during the time of the repayment period?

. Mr. Hawk. No, the Federal Government would continue to bear

the cost while the student was in school just as the Federal Gov-

ernment does now.

It would affect the situation only during the period of repay-
ment. That is, in effect, an increase in the interest rate to the stu-
dent bringing it closer to market rate.
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imThe onlyhthiné‘una’er that ‘}”)ian, his costs would never exceed 14

percent and his costs would fluctuate below 14 percent if the inter-
est rates were lower than that. '

Let me make it very clear. ] am a little concerned that Mr.
Peyser interpreted my presentation that I am here to advocate that
some way or another we increase the cost to the student.

That could not be farther from the truth. All J am dealing with
is the realities that this committee and the Congress is going to be
under pressure once again to reduce Federal expenditure, I would
like for you to look at an innovative, rather than radical plan, to
permit you to do that in such a way which causes the maximum
opportunity to the student to be preserved if those reductions are
necessary. = °

Obviously, the first effort ought to be to resist any increases in
the cost to the student.

I was very serious when I said that everything which this gen-
eration enjoys in terms of economic productivity, in terms of rich-
ness of life, in terms of sophistication of this civilization is due in
large part because previous generations were making an ever-in-

ing-educational-opportunity.

[

That has been one of the hallmarks of g‘rowth we have seen in ~

this society. We are never content to say, “Well, now, we have de-
veloped educational opportunities to this level. That is good enough
and we will stop.”

‘We have had an expansion of educational opportunity whic has
provided for continuous productivity and economic and social
growth and that ought to be continued. You don’t have opportunity
unless you have economic access.

You have to have that economic access and it seems to me the
guaranteed student loan program provides an excellent mechanism
for doing that. You don’t want the cost to be higher to the student
than is essential.

All we are doing is recognizing the realities of the pressures
which are going to be on this committee and we are saying, if you
get in a situation where the program has to be cut, then please at-
tempt to do it in some way which preserves the objective of the
p}g)lgram and meets the student needs to the maximum extent fea-
sible. .

Mr. ErpanL. [ appreciate the specificity of your explanation.

Dr. Cross?

Ms. Cross. I would like to comment that I think we would like to
recognize the reality that the programs have already been cut; to
look at some of the d.fficulties in perhaps instituting some of the
new programs and to examine whether or not we should be looking
at any alternatives at this present time.

What 'my presentation has suggested and what I would appeal
for is a period of stabilization, some stability for students and par-
ents and colleges and an examination of whether or not we have
saved any money. .

Is it best to save money at the cost of the industry of higher edu-
cation and how sheuld those savings be made.

I think that whlien we look at what reality we should be living
with and accepting, we perhaps should be accepting the reality

. that we have already made certain cuts and that we don't know

. . A
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what these cuts have done. We should take a period of time to look
at the fact that different sectors may be affected differently. There
may be regional différences and these regional differences com-
pounded with other differences in the regions could devastate por-
tions of our population.

Mr. ErpanL. Thank you. What you say makes a lot of sense.

Thank you to members of the panel.

Thank you, Mr. Chairman,

Mr. SiMoN: We thaok all three of you for your testxmony We
will have some, additidnal questions we had to submit for the
record. You can respond to those.

Mr. CRONIN A point of personal privilege, Mr. Chairman, if the

word “radxcal could be struck from the record and the word ‘in-

novative” inserted.
Mr. SiMoN. Thank you very much. .
[The information requested follows:]

L]
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Mr. Bud Blakey
Ms. Maryln'McAdem N i

U.S. House of Raprasentatives

Subcommittae on Postsecondary Education

320 cannon House Office Building _ - . .

. Washington, D.C. ~-20515 L

- -
Dear Bud ml’ll.ryln. , «

The Fabruary (}uu:ionl on PLUS/ALAS. Please :eil the Committee:

1. ZIaterast Rstes

. Borrowers would.only borrow onca per year. No problem. Banks
changa thair prime rates, mortgsge rates each month now, gometimes
more often. It is normal.

2. Fluctuations

'You could change the rates more often. I proposed June and
December, just twice a yaar. Quartarly might be better.

¥

3. Consequances

If PLUS interest rates stay at 14X for a full year and tha
prime rate drops, the T-Bill drops to 12 or 10X, than PLUS/ALAS
will be an absolutely uselgss progrem, high and very dry on the
. shelf. As inflation dropa, usually interest rates follow it down.

4. $3,000 A Semester

1 really would prefer GSL to go to $3,000 a semester. Let my ,

N five kids borrow tp to $6,000 a year! But this would mean a federal

aubsidy of up to 16X this quarter for aach loan.

PLUS loans qualify for a 21 special allowance this quarter,
one~eighth the cost of GSLs. Much less costly.
CBO can tell you -or: accurately than I how many schools have
& cost of education above $6,000. Most are private colleges snd
serva less than 10X of the population. But they r_ngi the $6,000

option. *




, 3. Paul Bordan may presant gome cost-saving jdsas. My tesk was to
shov you how PLUS can work better. Ths PLUGS and spouse loan idsa
will not cost. The twice s yesr rate ad justment will cost leu
than GSL changss. (Sse #4)

6. Vsrifications of .income lhoulsl'be done by schools, -not- by
landsrs. The banks ars not as good-st this nor as willing. Many
-achools~now ask for a 1040 form.

7. PLUS will grow upxdly bscause of lsst yssr's cuts in GSL
eligibility end tuition \ncreuel st most collsges. ALAS will

bomb. . . . L

‘ .- , . '

If interest rates drophl_g_y 142, PLUS will be a bomb, s source of ridicule,
psrants and grad students won't be lble to get sducstion losns, and the entire
Cronin f‘xly will probably demonstrate in. or nesr the Cannon House Office
luxldxn(, third floor’

»

"Sincere ly,




HIGHER EDUCATION ASSISTANCE FOUNDATION

b1 34 Corporate Woods, Suite 270
. 10950 Grandview
. Overiand Park, Kansas 66210
913-648.4255
March 31, 1982 -~
. A ’ (
The Honorﬁble Paul Simon, Chairman . '
House of Representatives .
. Commitive on Education and Labor
Subcomini ttee on Postsecondary Edueation
320 ‘Cannon Housc Office Building v

Waqh\tuton, D.C. 20515
Dear Congressman Stmon:
-
In accordance with your request, ! am enclosing responses to the
. two ~ets of questions vegarding iy testimony before the Suhumunluvu
on Poxtsocondmy Education. ,
. .
Beeause answeros to several of the questions required a fagrly
extensive discussion of rernsurance, I have enclosed a paper titled,
"An Analysis of Reihsurance and Federal Cost for Student Loans', (o
wittch refoerence i< made in several of my rosponscs. A review of
thi~ poper priot Lo reading the auswers Lo questions may facthitate
ungerstanding of some of the answers. .
f
Thanks to the Pustal Service, your letter did not arrive uatil about
thirty days ftollowingsFebruary 16. 1t was the late arrival of the
letter and the complexity associated with some of the questions
which has caused this submission to be so late. 3

Thank you for yuut continaing interest (n proscivaing and stiengthon-
i the Guaranteed Student Loan Program. The courtesy and
attentiveness of your Cummittee and its staflf has been genuinely
appreciated. o

Sincerely. )

PR o ‘e ra

Richavd C. Hawk R
Chairman of the Board -

-

RCH/1b

Enclosures

ERIC '

Aruitoxt provided by Eic:



180

-
AN ANALYS1S OF REINSURANCE )
AND FEDERAL COST'§OR STUDENT LOANS
+

The data presented in the attached Tables I through 1V demonstrate
the effects of the current reindurance arrangement on the distribn-
tian of the cost of defaults under the Guaranteed Student Loan
Program Letween the federal government and guarantee agencies.
All of the tables present the same information, but each table
presents an analysis based on.a different pereentage of defaults,
determined by relating the dollar volume of defiults over the
life of all loans originated in a single year with the total
dollar volume of loans originated in that year. Table I assumes
defaults over the life of loans originated in each year equal 5%
of the volume originated in the year, Table II assumes 10%,
Table III assumes 15% and Table 1V assumes: 20%.

The tables show the annual "default rate” under the existing
reinsurance arrangement (fidentified on the tables as “Net Claim A
Ratio”) and the cost of relnsurance to the federal government per
$100,000 in guaranteed loans originated each year (identified as
"Federal Reinsurance”). Cost to the guarantee agency also is

. shown and is identified as "Net Claims Expense”.

R Because a purpose of the tables is to compare the annual “default
vate” on which federal reinsurance is based under existing law
fth the actual percentage of loan volume which defaults over
he 1i'fe of a portfolio, all factors have been held conStant for
- ach vear (for example, the volume of loans guaranteed ts held
at $100,000 in each year), and most ‘fifutors have been sumplafied
(for example, claims due to death, disability and bankruptcy are A
represented at. .75%"of loans originated and all of these claims
are charged in the year following Lhe loan in which each loan was
‘ originated). .

Forecasts of loans entering repayment are hased on actual experis
ence of the Higher Education Loan Program of Kansas and assume
that some loans.begin repayment in the vear following origination
and that all loans are repaid fully by the end of the twelfth vear.
All default claims are charged during the year 1n which the loan
o enters repayment, and the relationship between default claim
occurrence and loans entering repayment is a constant, true B
default rate.

Supporting detail for each of the tables is provaded 1n Tables

. 1.A. through IV.A. > ~
N . 2t L]
Because the annual default rate basdd on the existing rewnsurance
methodology is affected by ,the original principal amount of lpans
which happen to be i{n vepayment in the year prior to the year in
which defaults occur, regardless of when loans in repayment were
originated, actual experience will vary from the data presented
in the table, due to changes in such factors as total annual volume
and average loan size, which result in part from changes 1n program

~
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recuirements from one year to the next. It is only by holding
such factors constant that the impact of the ex1§tinﬁ retnsurance
methodology can be demonstrated: in a’pure sense.

As demonstrated by the tables, the afhual default rate under the
existing reinsurance methodology is relatively high in the early
years'of a program and declines ‘through about the eleventh vear,
at which point the annual rfte-feaches a relatively low leval,

. which will remsin constant for all subsequent ycars, so long as
factors such as annual loan volume remain constamt. A true default
rate of 5% yields an annual default rate of .8% under the existing
reinsurance methodology. Similarly, a tryeqdefault rate of 20%
ultimately yields an annual default rate of “3.6% under the exist-
ing reinsurance methodology. Because the federal -government
provides full reimbursement on claims pald by guarantee agencies
each year until the annual default rate based on existing
methodology exceeds 5%, the effect of the existinz reinsurance
methodology is to cause the federal government to bear, the full

N financial burden ¢! all default costs for a mature program in
which factors such as’ annual loan volume remain constant, even 1
the true-default rate is 20% or more> ° . :
Thig gituation“does not ‘negate the need for guarantee‘arencics to
establish and maintain substantial reserves to cover losses.due
to defaults because, even though the likelthood 1s that virtually
all claims will be reimbursed by the fedetal-.jfovernment, anomalies |

“in the pattern of annual loan valume and the rate at which loans
epter repuvment could expose the guarantee agency to subs&antiuf
-losses in a given year.. Moreover, in the event of a complete.
disaster, it is unlikely that any guarantee agency would have
sufficient reserves to meet its guarantee obligatjons. in spite of v
the fact that undar normal conditions, the gest of all cfaims w111 ,°

B be borne hy the federal govermment. 1f, for example, all louns
were to default in one year,-the loss to the guarantee agency in
a2 mature program would equal 18.6% of ocutstanding guaranteed loans.

- v -
Wit» this background information on the effects of the present
reinsurance methodology, comparison hecomes pussible with othe.
approache$ to.federal reinsurance. One alternative approach was e
sufgested in testimony to the House Subcommittce on Postsecordary -

Education by Richard C. Hawk on February 2, 1982. At

The essence of that proposal is to relate claims Lo the original
principal amount of loans originated in the vear in which-the
non-repaid loan was originated. to treat roimhufsement of ail
¢laims in the same manner (eliminate automatic 100% reimbursement
to the guarantee agency for death, disability and bankruptey),
and to provide a reverse trigger mechanism on federal clamns
reimbursement, with no federal veumbursement_untii the claim rate
reaches 5% and full reimbursement only: of those c¢laims oceyrring
after the rate exceeds 12%. That proposal also included ¢limina-
tion of the administrative cost allowance which the federal govern-
ment currently pays to guarantee agencies in an amount equal to
1% of loans originated each year.

£
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Based on the wodel which gencrated the Faka for Tubles 1 through
IV, the effect of changing Lo the. proposed felmbu®sement i rante-
menl at both a 5% nnd x 20% true default rate for ane year‘s loan

’ volume in"the mmount of $100.000 i% presented below,
. o .
FIVE DERCENT TIUE IEFAULT RATE . TWENTY PEHCENT (WL DUFAULY RATE
Girrent” Proposed Anual fanial Sierings .
Portiollo Federal Foderal ¢ Fod,Savings on Claims Savinges
- Year Comt Cont ca Clajun Mus XA Oprent Proposed Sayings Plus MY
. - 1]
.’ ) $ N § 0§ O $1,000 s 0 Qq S 0 S1,000 .
2 1.649 0 1,619 ) 619 1,310 0 1,40 4,310
3 1,601 0 1.601 1.6 6,410 4,775 1,635 1,63 .
A 1,251 0 1,251 120 ~ 5.0 4,875 1256 125,
. a3 1,251 T 6m - * GH0 630 5.000 5,000 o 4 .
4] 0 0 [ 0 0 .0 0 8]
I, . v’ 0 [ [} . 0 0 0 [
8 0 0 0 0 0 0 0 0
<« v 0 0 ) 0 0 of 0 0 .
Lot o oom o 0 . 0 o . 0 0 .
Toal, 78 ol BIH &5 Tz I S e S 138 (ORI 78 (¢
- Olyvu-gs!\'. the offocts become more pionoupced with the adaition
. of addittonal years of volume.  Onee again, uSiag the model which
generatos $100,000 i loan volume each sear. the effeats of *
adopt ion ot the propesed neinsurance arrangement are presented
bolow ) ’ . |
© . L \
. . MWUAL SAVINGS : - ‘
.- $100.000 CONSTANT ANMUAL, IOAN VOMIME . |
VEM FIVE PrOoNrGE IRENDT QYR Wiy VEWINT TRE DREAUT AL |
. ! FOIAT Savingn . Savings on Clalms Frdoml savings  Savings ou Clatms
' __Fram Cluine ' DMus XA On Clai% Plus \CA '
> A M
L S s 0 . $1,000 ! S+ 0 £1,000 . .
2 1,619 o 2.6:9 . 4,40 . 5.43100 .
* 3 oTOB2A3 4,255 5975 6,975 t
q 13 ‘ 5.0 6.100 7.10 » .
<} L <) 6,101 6,100 7.100 ’ .
h G L L2 * 6.3 . 6,100 7000, .
7 C 3,151 6,151 61100 « 1100
3 5,151 6.1 s 6,100 7.} .
‘. R 5,151~ 6,154 6100 7,300 ‘
N 10 151 6,1, 6,100 7,100 .
. N - .
‘e D 1f ahnual volume wire $8 hillion and the true defaulty rate were
. §.. the saviags to'the federal government in the First vear alfter
. » adoption of the proposed refnsurance arrangement would approsimate
<80 million, second year savings would exceed 8210 million, and
fifth vear savinge would be $490 mirlton. «
y . . .
If the tiwe default rate were 20% and the annual volume wered
28 B311ron  savings (o the federal governpent in theVsedond vear
would esncecd 8425 millton and {ifth year savangs would approach
$570 willipn. -
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1 should be noted that, as Used 1 thix vontest, savings to the
federal goverament is achieved thraugh @ pure transfor of cost Lo
guarantee agencies.  In order Lo hui ld adequite reserves Lo caver,
Lthe ineveases in cost foir elaims, guarintee apcneies obviously
wauli kave to charge guarantee fees well in excess of the curvent 1y
~ authogized 1% per year for Lhe interim poriod of ‘the loan. As
indicated in the vestimony,: i guirantee foe of 2-1/2% plus 27 per
vear for the interim period of the dqoan would be necessury, but

- with elimination of the 5% origination fee, average gost to Lhe
pwudent would not inerease. -

On a4 cumtlative basds, savings to the foderal u(xvprmnom over a
wwelve year period would oxceed €6 billfon based-on a o Lrue
default rte, pnd £ hillion dollars based on 2 207 Lxue default
rite.  Cumnintive savings per £100,000 o, constanl loan volume

8 .are prosented below, ,
. ’ « . S
v : COIEATIVE SAVINGS .
. “ $100.000 CONSTANE, ANNUAL TOAN VOLXE o
AUAN FIVE PEICENT THUE DEFAULT RATE IWENIY PERCENT TR DEFAULE RA1L
k)
v « Feternl Savtes  Savinds on Clans, ! Fedornd Savings Swdnes on Clalms
Fran Clatis Plus M) on Clairg Plus NCA 2
| S 4] % 1,000 3 0 5 1.000
. 2 o0 1649 3,619 4,310 * 6.310
3 " 4002 7,002 10,315 13,9315
v A 0,406 : 13,406 16,415 20,415
5 11,560 14.564Q 22515 . . 27,6156
* 6 19,711 25,714 28,615 ‘ 31,615
Y ) . 21,368 31,808 31,715 . 41715
- 8 r 30,022 38,022 11,815 48.816
R 9 35,176 v e 4176 46,715 o ~ 55,016
’ 10 ~ 40,330 . 50,330 63,015 G3.015
* 1t 45,451 §6.481 . N VLI 70,15
12 50.638 (2,638 ‘ . 65,216 ." 77.215
. pr
' . ~
v
, )
d »
Y
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. TABLE 1-A
- * - ,Q
DEFAULT MODEZL DETAIL ‘FOR HYPOTHETICAL PROGRAM  S% DEFAULTS PAGE 1 OF )
1902 1983 1984 1985 1996 1967 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
PROGRAM YYAR 1982 . 1
VOLUME 100,000
DDeB . 152
DEFAULTS . 88 1,604 1,251 1,25 .
VOLUME TU REPAYMENT 17,950 32,050 25,000 25,000
PAID IN PULL 16,301 30,446 23,749 23,749
YEAR-END MATURED PAPER © 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749 -
PROGRAM YEAR 1983
VOLUME, 100,000 .
D0L8 . . 751 - .
DEFAULTS 899 1,604 1,251 1,251
VOLUME TO AEPAYMENT 17,950 32,050 25,000 25,000 .
PAID IN FULL 16,301 30,446 23,749 23,749
YEAR-END MATUNED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749 ,
- YEAR 1984 .®
VOLUME 100,000
DDed 751 - - 4
DEFAULTS 898 1,604 1,251 1,251
VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 .
PAID IN FULL 16,301 30,446 23,749 23,749
YEAR-FND MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749
PROGRAM YEAR 1995 ' »
VOLUME 100,000
[ ) 751 . ,
DEFAULTS 998 1,604 1,251 1,251
VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000
PAID IN FULL , - 16,301 30,446 23,749 23,719
YEAR-END MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749
PROGRAM YEAR 198G ¢ .
VOLUME 100,000 .
[t 751 . .
DEFAULTS . 998 1,604 1,251 1,251
~ VOLUME TO REPAYMEWT ]4 i 17,950 32,050 25,000 25,000 ,
PAID IN FULL ALY ' 16,301 30,4467 23,749 23,749
YEAR-END MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749

. N .
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DEFAULT MODEL DETAIL FOR WYPATHETICAL PROGRAM, .

PROGRAM YEAR 1987
volune

DOSS
DEFAULTS

VOLUME TO REPAYMENT
PAID IN PULL

YEAR-0D MATURED PAPER

PROGRAM YFAR 1908
VOLUME

oo 1]

DEFAULTS

VOLUME TO REPAYMENT
PAID IN FULL

AEAR-END MATURED PAPER

PROGRAM YEAR 1989
voume -

o0

DFFAULTS

VOLUME TO REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER

"PROGRAM YEAR 1990

volume

" DDAB

DEPAULTS

VOLUME TO REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER

PRGN YEAR 1991
VOLUME

DOLB

DEFAULTS

VOLUME TQ NEPAYMENT
PAID IN FULL

YEAR-ENQ MATURED PAPER

190 1989 1380 1991

> .y

781

o8 1,604 1,250 1,251
17,950 32,050 25,000 25,000

16,300 46,747 70,496 94,245

100,000
751

' ¢ 898 1,504 1,251
17,950 ~32,050 25,000

16,300 46,747 170,494

100,000
¥ 751
98 1,604
N 17,9% 32,050

16,301 46,747

100,000
751
98
17,950

16,301

100,000

o

S% DEFAULTS
1992

94,245

1,251
25,000

94,245

1,251
25,000

70,496

1,604
32,050

46,747

751
898
17,950

15,101

<1993, 1994

94,245

94,245

1,251
25,000

94,245

1,25)
25,000

70,496

1,604
32,050

46,747

94,245

94,245

94,245

1,251
25,000

94,245

1,251
25,000

70,496

1995

16,301
77,944

94,245

94,245

94,245

1,251
25,000

94,245

1996 1997

3,446 23,749
47,498 23,749

16,301 30,445
77,944 47,498

16,301
94,245 77,944

94,245 94,25

94,245 94,245

PAGE 2 OF 3}

1998

23,149

*
23,709
23,749

30,446
47,498

16, 301
77,944

94,245

1999

23,4

23,749
23,749

30,246
47,498

16,300
7,94

2000

23,749

23,749
23,749

30,445
47,498

2001

723,40

23, 74Y
73,749

2002

23,740

Y, - -+



DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM 5V, DEFAULTS ) PAGE 3 OF 3 .

1992 1993 1994 1995 1995 1997 1998 1999 2000 2001 2002 2003 204 2005 2006 2007
PROGRAM YEAR 1992 - v

. VOLUME 100,000 1
DOAB 751 . |
DEFAULTS 898 1,604° 1,251 1,251 |
VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 . ‘
PAID IN FULL . , 16,301 30,446 23,749 23,749 ’
YEAR-END MATUHED PAPER 16,%1 46,747 70,49 94,245 94,245 94,245 94,245 77,944 47,498 23,749 .
. PROCRAM YEAR 1993 N 1]
VOLUME 100,000 ’
DDeB 751 1
DEFAULTS p 898 1,604 1,251 1,25 |
. VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000
$AID IN FULL 16,301 30,446 23,749 23,749
YEAR-END MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 17,498 23,749 {
PROGIAM YEAR 1994 |
VOLUME ‘ 100,000
oxa . 751 ‘
DEFAULTS 298 1,604 1,251 1,251
VOLUME TO REPAYMENT 17,950 32,050 25,000 25,060 . |
PAID IN pULL 16,300 30,446 23,749 23,749 ' 1
YEARSEND MATURED PAPER a 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,M9 |
- 4
PROGRAM YEAR  }995 |
VOLUME 100,000 . ‘
DO4B 751 .
DFFAULTS B8 1,604 1,251 1,251 g
VOUUME TO REPAYMENT 17,950 32,050 25,000 25,000 |
«  EAID IN FULL 16,301 30,446 23,749 23,747 1
. YEAR-FND MATURED PAPER . 16,01 46,747 70,496 94,245 94,205 94,245 92,245 77,944 47,498 23,749 {
. * PROGRAM YFAR 1996 " ‘\- 1 . {
VOLUME s (' )t 1«- J 100,000
048 751 {
DEFAULTS . 898 1,604 1,251 1,51 |

VOLUME TO REPAYMENT
PAID IN FULL 16,301 30,446 23,749 23,749
YEAR-END MATURED DAPER 16,301 46,747 20,496 94,245 94,245 94,7245 94,24% 77,944 47,498 23,7

17,950 32,0% 25,000 25,000

N .




TARLE UI=A

DFEAUL © NODEL DETALL FORU (¥ #0TUE PICAL PRUGRAM 101 DEFAULTS PAGE 1 OF 3 .

. PROURAM YFAR
VOLUME
nosg
DEEAULTS
VLLUME TU REPAYMENT
" PAID IN PULL
YRAR«FN)-MATURED PAPFR

1487

- PRIGRAM YEAR 198
volure ‘
ooLG
DFFAULTS
VOLIMF ‘T REPAYMENT
" PAID In FULL
YEAR-END MATURED PAPER

PROGRIM YEAR 1984
volure”
DOGks
DEFAULTS
. YOLUNE TU RFPAYMENT
‘ PAID IN FULL
YEAR-END PATURED PAPER
PROGIAM YEAR 1989
vojurt
B
DEFAULTS
5 1,8 2,500
VGLUWME TO REPAMENT
PAID 1IN FULL
YEMEND MATURED PAPER
. PRUIGIAM YEAR 1986
VOlUME
DOMB
DEFAULES ,
VOLUME T REPAYMENT
PAID IN tUIL
YEAR-END MATURED PAPER

1982

1983

100,000

2,500

T

* 1,79
17,95

15,408

100,000

1984

3,205
32,050

44,249

751
1,795
17,950

15,404

100,000

19%
4

2,510
25,000

KA, 749

3,205
32,050

44,249

751
1,795
17,950

15,404;

100,000

1986

2,500
25,000

89,249

2,50
25,000

66,749

3,205
32,050

44,249

~en

1,795
17,950
15,404

100,000

1987

89,249

N

2,500
25,000
89,249

2,50
25,000

66,749

32,050
44,249

751
1,795
17,950

15,404

1988

89,249

89,249

2,500
25,000

89,249

25,000
66,749

3,205
32,050

44,249

1989

89,249

89,249

89,249

.+

25,000
89,249

2,500
25,000

66,749

199D 1991

15,404 28,845
73,845 45,000

15,404
89,249 73,845

~

89,249 89,249

89,249 89,249

2,500
25,000

89,249 89,249

Ci 14y

1992

22,500
22,500

28,845
45,000

15,404
73,845

89,249

89,249

1993

22,500

22,500
22,500

28,845
45,000

15,404
73,845

89,249

1994

22,500

22,500
22,500

26,845
45,000

15,404
73,845

1995

22,500

22,500
22,500

28,845
45,000

1996 1997

22,%0

22,500 22,500
22,500




LA

-~

E

DEFAULT MODEL DETAIL ﬁbk HYPOTHETICAL PROGRAM

PROGRAM YEAR 1987
YoLUHE

DO&B

DEFAULTS

VOLUME T REPAYNENT
PAID IN FULL

YEAR=END MATURED PAPER
PROGRAM YEAR 1988
Volume

D04B

DEFAULTS

VOLUME TO REPAYMENT
«PAID IN FULL

YEAR-END MATURED PAPER

PROGRAM YEAR
VOLUME

DDLB
DFFAULTS
VOUUME TO REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER

1989

PROGRAM YEAR 1990
VoLumME

VOLUME TO REPAYMINT
PAID IN FULL
YEAR-END MATURED PAPER

PROGRAM YEAR 1991

ALD 1N FULL

»

1987 1988

100,000
751
1,795
17,950

15,404

180,000

1989 19%0 1991

8
3,205 2,500, 2,500
32,050 25,000 " 25,000

44,249 66,749 89,249

751
1,795
17,950

3,205
32,050

44,249

2,500
25,000

15,404 66,749

100,000
751
1,795
17,950

3,205
32,050

15,404

»

100,000

44,209

751
1,795
17,950

o%

"15,404

100,000

10% DEFAULTS

1992

.

89,249

2,500
25,000

89,249

2,500
25,000

66,749

3,25
32,050

44,249

751
1,795
17,950

15,404

1993

89,249

89,249

2,500
25,000

89,249

2,500
25,000

66,749

3,205
32,050

4,20

T

1994

89,249

89,249

89,249

12,500
35,000

89,249

2,500
25,000

66,749

1995

15,404
73,845

897249

89,249

89,249

2,500
25,000

89,249

PAGE 2 OF 3

1994 1997 1998

28,845 22,500 22,500
45,000 22,500

15,404 28,845 22,500
73,845 45,000 22,500

e

15,404 28,845
89,249 173,845 45,000

15,404
895249 89,249 73,845

89,249 89,249 89,349

1999

22,500

22,500
22,500

28,845
45,000

15,404
73,845

2000 2000 2002

22,500

22,500
22,500

22,500

22,500
22,500

28,845 22,500

45,000




PROCRAM YEAR 1992
VOLUME

DOLB

DEFAULTS

VOLUME TU REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER

PROGUAM YEAR 1991

. VOLUME O REPAYNENT
PAID IN FULL -
YEAR~END MATURFD PAPER

PROGRAM YEAR 1994
VOLUME

20 3.]

DEFAULTS

VOLUME TO REPAYMENT
PAID IN FULL .
YEAR-PND MATURED PAPER

PRONAM YEAR 1995

VOLUME .
. onép

DEFAULTS

GULUME “T0 REPAYMENT

PAID IN FULL

YEAR-END MATURED PAPER

PROCRVM YFAR 1996
L. Volume

7 DDAB

DEEAULTS .

VOLUME TO REPAYMENT
PAID IN FULL
YFAR-FND MATUHED PAPER

N .

DEFAULT MODEL DETALIL FOR NYPDTHETICAL PROGRAM

992 1993 1994 t 1yob’ - 1996
100,000
751
1,795 3,205 2,500 2,500
v 17,95C 32,050 25,000 25,000
15,404 44,249 66,749 89,249
[+
100,000
751
1,795 3,205 2,500
17,950 32,050 25,000
15,404 44,249 66,749
100,000
751
1,795 3,205
N 17,950 32,050
- ‘ Y 15,404 44,249
J.‘
v . . 100,000
. 751
\ . 1,795
17,950
A}
15,404
100,000
5 ) - '

10% DEFAULTS

1997

89,249

2,500
25,000

89,249

~
v
A

2,500
25,000

66,749

3,205
32,050

44,249

751
1,795
17,950

15,404

1998

89,249

89,249

2,500
25,000

89,249

2,500

25,000

66,749

3,205
32,050

44,249

1999

89,249

89,249

89,249

2,500
25,000

89,249

2,500
25,000

66,749

2000

15,404
73,845

49,249

89,249

89,249

2,500
25,000

89,249

2000 2002

28,845 22,500
45,C00 %3,500

15,404 28,845
73,845 45,000

15,404
89,249 73,845

89,249 89,249

89,249 89,249

PAGE

2003

22,500

22,500
22,500

26,845
45,000

15,404
73,845

89,249

2004

22,500

22,500
22,500

28,845
45,000

15,404
73,845

yOF 3

2005

22,500

22,500
22,500

28,845
45,000

“2006 2007
A}

22,500

22,500 22,500

22,500




P A Fuiimext provided by R
*

DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM

PROGRAM YEAR 1982
VOLUME

ODsR

DEFAULTS

VOLUME TO. NEPAYMENT

PAID IN FULL

YEAR-END MATURED PAPER
L2

PROGRAM YEAR 1983
VOLUNE

DOAB
DEEAULTS

VOLUME TO REPAYMENT
PAD IN FULL

YEAR-END MATURED PAPER

PROGRAM YEAR 1984
voLume

PAID IN FULL
YEAR-END MATURED FAPER

9
PROGRAM YEAR 1985
VOLUME
DOed

DEFAULTS
VOLUME TO' REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER

PACGRAM YEAR 1986
VOLUME

oDeB

DEFAULTS .
VOLUME TU REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER

t TABLE T1]-A

15¢ DEFAULTS

1982 1983 1984 1985 1986 ' 1987
100,000 .
751
2,693 4,809 3,751 3,751
17,950 32,050 25,000 25,000
TOM,506 41,47 62,996 84,205 84,25
100,000
751
2,693 4,809 3,751 3,751
17,95 32,050 25,000 25,000
14,506 41,747 162,996 84,245
, .
100,000
751
) 2,693 4,809 3,751
17,950 32,050 25,000
},506 41,747 62,996
106,000
751
A) .
2,693 4,809
17,950 32,050

14,506\ 41,747

- l .i J 100,000

751
2,693
17,950

14,504

”
%

< 4

1988 1989 1930
*

/g
14,506

84,245 84,245 69,739

-,

B4,245 843245 84,245

3,751
25,000
84,245

§4,245 84,245

3,751
25,000

3,75
25,00

52,996 84,245 84,245

3,751
25,000

4,809
32,050

3,751
25,000
62,996

4],74] 84,245

1991 1992

- .

27,241 21,249
42,498 21,249

’

14,506 27,24)
69,739 42,498

L

14,506
84,245 »69,1)9

,84,245

84,245

L4

.

84,245, 84,245

PAGE

193

\
21,289

21,249
21,249

27,241
42,498

14,506
69,139

84,245

1 oF 3
1994

0

2),249

21,249 31,249
21,249

27,741 21,249
42,498 21,249

1y

14,506 27,241

69,739 42,498

1995

196 1997 ?

-

21,249

- 1 ¢

21,249 21,249
21,249



£ ¢
. = L)
DEFAULT MUDEL DETAIL FOR HYPOTHETICAL PROGRAM  15% DEFAULTS s PAGE 2 OF 3
1967 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 199) Sreop 200 2w}
PROGRAM YEAR 1987 . -~ .
VOUDNE 100,000 2 2 . .
¢ « D048 %1 | R
DEFAULTS 2,693 4,809 3,751 3,751 . '
VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000
PAID IN FULL . 14,506 27,241 21,249 21,249 .
YEAR-END MATURED PAPER 14,506 41,747 62,996 ‘84,245 84,245 84,245 B4,245 69,739 42,490 21,249 .
. PROGRAM YEAR 1988 - & . . ™ .
VOLUME i 100,000 ’
DOLB 751 .
‘% DEFAULTS . L2,69) 4,809 3,751 _ 3,751 :
'% , VOLUME TO REPAYMENT 17,950 32,050, 25,000 25,000
WP PAID IN FULL - v, 14,506 27,241 21,249 21,249 .
YEPR-END MATURED PAPER 14,506 41,47 62,996 84,245 84,245 84,245 84,25 69,739 42,498 21,249
PROGRNY YEAR 1989 ¢
VOLUME . 100,000 , .
LD&B : . . 151 .
M DEFAULTS . 2,693 4,809 3,751 3,751
N VOLUME 7O REPAYMENT 17,950 32,050 25,000 25,000 .
PAID IN FULL ot 14,506 27,241 21,249 21,249 °,
YFAR=FND MATURED PAPER . 14,506 41,747 62,996 84,245 84,245 84,245 84,245 63,739 42,438 21,7V '
*
PROGRAM YEAR 1990 "
VOLUME . 100, 0004 .
0D4B : 751 * .
DEFAULTS W N 2,693 4,809 3,751 3,791
VOLUME TO REPAYMINT . . 17,95 32,050 25,000 25,000 *
PAID IN FULL . ‘ 14,506 27,241 21,247 21,249
YEAR-END MATURED PAPER 14,506 41,747 62,996 84,245 84,245 84,245 B4, 24% 69,739 42,498 21,249
. PROGRAM YEAR 1991 * v . N
' VOLUNE . 100,000 . .
n) 751 ‘ .
DEFAULTS 2,693 4,809 3,751 3,751 . . .
VOLUME TO RFPAYMENT 17,950 32,03V 25,000 25,000 . ’
PAID IN FULL . ) 14,506 27,241 21,249 21,44 *
YFAR-END MATURED PAPER . 14,506 41,747 52,996 84,245 84,245 84,245 84,245 69,739 42,498 21,249 .

E




Emc'

Aruitoxt provided by Eic:

DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM

1992 1993 1994 1995 199
PROGRAM YEAR 1992
WLME 100,000 i
DUSR 751
DEFAULTS 2,693 4,809 3,751 3,751
VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000
PAID IN FULL
YZAR-END MATURED PAPER 14,506 41,747 62,996 84,245
PRV YERR 1993
VOLUME 100,000 -
DO6S . 751
DRFAULTS s 2,693 4,809 3,75L
VOLUME TO REPAYMENT 17,950 32,050 25.000
PAID IN FULL : .
YZAR-FND MATURED PAPER 14,506 41,747 62,995
PROGRAM YEAR 1994 .
UM 100,000 .
1) 751
COPAULTS 2,693 4,809
VOLUME TO REPAYMENT 17,950 32,050
PAID IN FULL
YEAR-ENO MATURED PADER ) 14,506 41,747
PAROGRAM YEAR 1995
VOLUME 100,000
DO 751
DEFAULTS 27693
VOUME T0 REPAYNENT 17,950
PAID 1N FULL I
YEAR-ENO MATURED PAPER 14,506
PROGRAM YEAR 1935
YOLUME (o o 100,000
DOKB : :1_ ol
DEFAULTS Ji
VOLUME TO REPAYMENT
PALD N FULL

YENUEND MATURED PAPER

-

15% DEFAULTS

1997 198 1999
84,245 84,245 84,25
3,751

25,000 ;
84,245 84,215 84,245
3,751 3,751

25,000 25,000
62,996 84,245 84,245

4,0092 3,751 3,751

0 32,050 25,000 25,000

41,747 62,996 84,245

751
2,R93 4,809 3,751
17,050 32,050 25,000

14,506 41,747 62,996
<

2000

14,506
69,1739

'

84,245

84,245

84,245

3,751
25,000

84,245

2001

27,241
42,498

14,506

69,1739

84,245

84,245

64,245

2002°

21,249
21,249

27,241
42,498

14,506

69,239

84,245

84,245

PAGE

2003

21,249

21,249
21,249

27,241
42,498

14,506
69,739

84,245

2004

©

21,249

21,249
21,249

27,241
42,408

14,506
69,739

3 oF 3
200%

21,249

21,249
21,249

27,241
42,498

2004 2007

21,249

21,249 21,209
21,249

‘.
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Aruitoxt provided by Eic:

£y Al
.
, TABLE IV-A

L}

o
DEFAULT MQDEL DETAIL FOR HYPOTHETICAL PROGRAM 20% DEFAUNTS . “eace 1 0f 8

g . .
. 1962 1903 1984 1985 1586 1967 1986 1969. 1990 1991 1992 1993 1994
o
PROGRAN YEAR 1982 - !
+
YOLUME 100,000 .
048 ™
DEFARTS 3,590 6,410 5,000 3,000 *
VOLUME TU REPAYMENT 17,950 32,050 25,000 23,000
PAID IN FULL ’ 13,609 23,640 20,000 20,000
YEAR<END MATURED PAPER 13,609 39,249 39,249 19,249 19,249 19,249 19,248 65,640 40,000 20,000
PROGAAM YEAR 1903 N
YOLUME 100,000 °
.
0048 3
- " .

OEEMRTS 3,390 6,410 3,000 3,000 !
VOLUME 10 REPATMENT 17,950 32,030 23,000 23,000
“PAID 1N P : ‘ 13,609 23,640 20,000 20,000
. : ’ et '
YEARSEND MATURED PAPER . 13,509 39,249 59,249 19,200 19,249 19,249 19,249 63,640 40,000 20,000

' L 152 |



ERIC

Aruitoxt provided by Eic:

DEFAULT MODEL DETAIL FOR WYPOTHETICAL PR‘OGIAN 2(¥a DEFAULTS

oeraris :
VOLUME TO ‘AEPAYMENT
PAID IN FAL

YEAR-ENO MATURED PAPER

PROCAM YEM 1903
YOLUME

oots

EFAULTS

YOLUME 10 REPAYMENT
PALD IN FULL

YEAR-ENO MATURED PAPER

1964 1943
100,000,

”

3,3%

12,950

13,809

100,000

1956 1987 19 1989

-

6,40 5,000 5,000

32,050 25,000 25,000

PAGE

19N 1992 1993 1994 1995

» 13,609 23,640 20,000 20,000

39,249 59,249 19,249 19,249 19,249 79,249 65,640 40,000 20,000

m
3,590 6,810 3,000 3,000

I1.9?.9 32,050 25,000 25,000

150

2°0F &

»

1996

13,609 25,640 20,000 20,000

13,600 39,249 59,249 79,9 19,249 19,249 19,249 69,640 40,000 20,00

<



ERIC

Aruitoxt provided by Eic:

Yo

.

OEFAULT MODEL DETAIY FOR H{POTHETICAL PROGRAM
, &

’

4

PRGN YERR 1905
youse 5

043 .
OEFARTS

YOLUKE 1O REPAYMENT ,
PAID IN FL

YEAREND SATURED PAPER,

. '

PROGRAR YEAR 1983
yoLume

oots

DEEARTS _

YOUME TO REPAYMENT
PAID N ;'u.t

YEAR-END M4, URED PAPER

1946 1987

19

6,410

~
198%

3,000

207 DEFAITS

1990

90850

17,950 32,030 125,000 23,000

106,000
Y
3,%%0
' *-
13,609
100,000
. o
I3
"

39,249

¥
3]

3,990

J1.9%0

13,500

1991

.

39,249 19,249 79,249

6,810

3,000

3,000

32,050 25,000 23,000

39,249

39,249

1992 1993 1994

(3
s

13,639
‘
19,249 79,249 63,640

"pace 3 of

199% 1996 1997 1998

23,640 20,000 20,000

40,000 20,000

13,609 29,640 20,000 20,000

79,249 79,049 19,249 19,249 43,440 40,000 20,000

»




¢

DEFAULT MOUEL DETAIL FOR_HYPOTHETICAL PROGRAM 207 DEYAUINS PAGE 4 OF &

. Id Rl ]
1988 1989 1990 199 1992 1995 1994 1995 1996 1997 . 1998 1999 2000
,
PROCRAM YEAR 1948

Y

e -
YEAR=END MAILRED PAPLR ! V5,609 37,249 99,247 19,249 13,49 19,249 19,249 63,640 40,000 20,000

VOLUME . 7 100,000
D048 ' . ” .
. [
DEFAULTS 3,50 6,410 5,000 5,000
- »
VOLUME TO REPATRINT 17,950 32,050 25,000 25,000
A

2520 IN FRL . P 13,609 25,640 20,000 20,000

-
YEAR-END MATURED PAPER 13,609 39,23¢ 59,249 19,249 19,249 79,249 13,249 65,640 40,000 20,000

- -
N P
PROCRAM YEAR™ 1989 ® " .
, YOLUME 100,000
Doss 1
DEFAULTS 5,390 6,410 5,000 5,000
VOLUME 10 REPATUENT 17,950 52,00 25,000 25,400
1] \ . -
PAI IN FAL 15,609 25,640 20,000 20,000
|




)

ERIC

Aruitoxt provided by Eic:

3

,

OEFAULY MODEL OETAIL FOR HYPOTHETICAL PROGRM_{ 207 DEFAULTS

. .

PROGRAN YEMR 1990
YOLUE

0ods ’

DEFARTS

YOLUME TD REPAYMENT
PAID IN FULL

YEAR-END MATURED PAPER |

PROGRAM YEAR 199}
YOLUME

0048

0EFARTS

YOLUME 10 REPAYMENT
. PAID IN FUL

A}
YEAR-END MATURED PAPER

b1}
3,590

17,9%

13,600

100,000

~

PAGE 5 OF

- -

- . 1 4
1992 1995 1994 1995° 1996 1997 1993 1999 2000 200} 2002
1
L] - *
* ’
6,410 5,000 5,000
352,050 25,000 25,000
15,609 25,640 20,000 20,000 /
39,209 59,209 19,249 19,249 19,249 19,249 65,640 40,000 20,000 '
m .
’V
3,590 6,410 3,000 5,000 /

17,950 32,050 24,000 25,000

13,600 39,249 39,249 19,249 19,249 19,248

Gl 15

i
13,609 25,640 27.000 20,900 P

7 63,640 40,000 ?o.ooo
.

191
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. . &
[? ;'; BLFAULT NOOZL DETAIL FOR MWYPOTHETICAL PROGRAN 301 DEFAULTS . PAGE 6 OF &
E—’ . .
[é. 2
i TONZ 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
v " * )
- . : FROORAM YEAR 1992 -
N e - 100,000 . .
’
. 0048 1]

DEFMATS 3,5 6,410 3,000 3,000

g ’ >
‘ - . .
s YOLUME TO AEPATMENT 17,950 32,050 23,000 23,000
R PAID IN FULL . 13,609 29,640 20,000 20,000
YEAR-END MATURED PAPER 13,600 39,209 99,249 19,249 19,249 19,249 79,209 63,640 40,000 20,000
i3 Q’
. ’ -
' PROGRAM YEAR 1993
“ L4 )
. * YOLME 100,000
L - .
o048 1] . -
’ i LY 2 !
o { DEFATS 3,%0 6,410 5,000 5,000
.
YOUME 10 REPAYMENT . 17,950 32,05 25,000 23,000
.
PAID IN FUALL 13,609 29,640 20,000 20,000
. YEAR-END MATURED PAPER 13,509 39,249 99,49 19,249 19,249 79,249 719,249 65,540 40,200 20,000 x

ERIC : T

Aruitoxt provided by Eic: ‘ *




ERIC

Aruitoxt provided by Eic:

DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAN

PROGRAM YEAR 1994
YoLE
0048
DEFALTS
VOLUME TO MEPAYMENT
PAID IN FURLL

YEAR-ENO MATURED PAPER
PROGRAN YEAR 1995

v
YOLIWE
0048
DLFAULTS
VOLUME TO REPAYMENT
PAID 1IN FULL

YEAR-END MATURED PAPER

\

1993 199 1997 1998

™

3,90 6,410 5,000 3,000

17,9% 32,050 25,000 25,000

13,609 39,249 39,249 19,209

100,000

™

20 DEFAULTS

» ’ -

2002 2005 2000 2005 2006

13,609 23,640 20,000 20,000

b
19,209 19,249 19,249 695,640 40,000 20,000 s

5,390 6,410 35,000

17,930 32,050 23,000

13,509 39,242 39,200

« 13,609 29,640 20,000 20,000

1

19,149 19,9 19,209 19,209 45,410 40,000 20,000



) s
DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM 20% DEFAULTS

1999 2000 2004 2002 2003 2004 2005 2005 2007

«”

LRIC

»

13,609 25,640 20,000 20,000

199 1997 1998

PROGRAM YEAR 1996 N

YOLUME 100,000 »

0048 751
* DEFAULTS . 3,590 6,410 5,000 5,000
. VOLUME -TO REPAYMENT 17,950 32,05¢ 25,000 25,000

. PAID IN‘FULL
YEAR-END MATURED PAPER 13,609 39,249

59,249 179,289 179,249 179,249 179,249 65,640 40,000 20,000

PAGE

8 of

2008
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|

| Questions =~ Richard fauk Test imony

f
1. Q. As a praority you list low cosl loans to students last.,  While
| that mdy be o reavonable priority fFom the perspective of the
| Guarantee Agencies, it jsn’'t from the perspective of the U.S,
f Cangress.  The whole purpose of the GSL prougram is Lo provide low
J cosl loans I can agree that higher cost loans ave prefevable than

no loan avatlability but 1 bave difticalty tanking program simplicity

and tncentives for progrdm operation above stadont need. o you
| care to comment”?

Ao The reason tor tanking "acvountability amd incentives fur sound
program uperation higher, than low cost to users of the prugram’ is
Lhu beliel that sacr xncnn, accountabi ity and sound aperation as
Al expedicney in order to keep the cost to the usor low is self-
defeating an terms of the long-range viability of the program.
Practices which conld lead to inordinatels high default’ rates or
fatlure ol some guarantee agencios to be able to meet olaims
obligattons could create the kind of vrisvs leading not unly to tin
collapse ol the progiam but also to sufficiently negative attitades
tovard loans Lo students that the very existence of loans as 2
mechatism Lot finand tngg postscoondary cducation could be threatenwst.
This clearly would not.be 1n the long=tange interest of students.

A
The tanking of proram simplicttv” was viened 1n & similar contexe,
The diffvieace is that the progiam witimeately coald sampiy col lapse
under the woight of the additiomd complearty which scems (o be
tntroduced cach tune that the Lungress dois to reduce prouram cost,
1L shoudd be noted that the testimony states that, "ths_criterion

mist be applied with cadtion betause simplicity just for the sdake
of stmplicity ts not nearly so important as mceeting nveds.”" The
testimony conedudes the discusston ol thits eriterion sith the status
ment that, additional complexity might be preferable to more ~pmple
solutions which deny access Lo louns, ™

1t should ke poted that tacteastmg the cost Lo Lhe studont is not
destrable from the perspective of guarantee anencios. ot

B increases Lo U« butruser always dimpact the debt burden s conpdied
with benefits Lo the student, increasing the potential for default
and nereasing risk to the guarantee agency.
The fact i~ Lhal the Longress demonstrated @ propensity Livst session

o both to reduee loan fund avarlability through impostition of the
eapected Guatly contribution and Lo inervease costs substantially in
raisang the tntesest rate from 7% to 99 and imposting o 5% orgtine-
tion fee,  Given @ demonstrated anclination to hoth reduce volume
and also fncrease user costs, it seepa apprupriate to addross
altenlion Lo relative prtortltoes, even though we oppose aay ceduc-
tions in the program.  The coffect of the priovity rankimg proseated
ta the testimony ts Lo ~av that, if the Congress deems Lhat tederal
expendituves tor loaps must be cartatled. 1L is picferable Lo
Pesetve shortetenm Juan avaciabiitty and tong-torm progeam viabilsty
~ than to dostioy dhe usefulness ol Lhe progiam i mectine studsent
necds by attemptang to Keep the price to the stadent tow,  Ta othoy
words, it s better to have a viable progiam wder which toans %re
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aval luble at some price than to fuve a program under which the price *
. would be law if tiRe student conld Cind a loan, but probably cannat,
or a program under which the long-term avallabiltivy of loans s
severely thredtened, even though the price is low, ‘

2. Q. Altevnative 1 seems to have its greatest potential for the i
Guarantee Agencies if there is a high defanlt rate, Manv changes ‘
In the law and in the borvowing characteristies on the part of ﬁ

students indicate that a high default vate may become a reality, Do
you fecel that such characteristics ns-- |
*increased GSL borrowing by Jow Income students to compensate |
for loss of monies from Pall Grants,

*allowances far graduate and independent students under the 1
auxiliary’ loan program, and ? ¢ |
*pavment of interest while fn school by students borvowing |
5 under the auxiliary program .

may lead to higlier default rates?

A, That guarantee agencies would fare better with adoption of the
proposed change in reinsurance with a igh default rate is question-
ahle As demonstrated in the enclosed paper, titled, "An Analysis
of Reinsurance und Federal Cost for Student Loans,™ the current
relnsurance arvangement is more favorable to guarantee agencies, even *
when 20% of loan volume goes into default. AL 40%, guavantee
agencies probablv wauld be better of [ with the existing retnsurance
arrangement, oxcept that most guaraatee agencies would not have
suffictent reserves Lo manage the delault rate, or to honop ¢ laams,
at such a high lével of defaults under the existing retnsurance
formula, anyway. ‘

. The rcla?iBﬁSﬂip between borrowing bv low income students and
defaults is not direct, boecause repayment of student loans occurs “

after completdion of the education when the student’s income stroam
and potential for repavment vefloct  the advantage of the education,
The field of studv selected by a student has more to do with the
student’s capacity to repay a loan at Lhe completion of the educa-
tion than does the income of the student's parents at the time the
education ts pursued.

Borrowing by graduate students and tntiependent students ander the
auxiliary loan program clearly does have the potential to uevease
defaults becanuse of the combination of increases Hrn total debt and
higher interest rates. Similarly, payment of antevest by the
borrower shile 1n school increases the potential for default.

The reality s that the program probably cannot survive it the
default rate becomes high cnough for guarantee agencices to fare
better under the proposed reinsurance arvangement than the extsting
retnsurance arvangement.

- 3. Q. Doesn’t the fact that a default rate of 12% or higly\ qualifics
for 100% covergge from the federal government serve asfdiNincentive

. for puarantee agencies Lo exercise dilipence in mainta nugr low
default rateg?
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A, Although the ummediate cconutle tmentive for guavaintee apenvies .
to matutatn low default tates would disappear when the dofanlt rato
excecds 12%, the pruposud reinsuiaance tangement provides a much
stronger incentive fur the guarantee agency Lo attempt tu keep the
default vate undev 12%. Morcover, guarantec ageacy personnel are
perceptive enough to recognize that a“default rate which continues

to rise beyond 12% would threaten continned extstence uf the program.
If survival of the progeam is nol an advquiate fncentive for guasantee
agencies to exercise diligence with respect to defaults, the amount
of incentive provided under the existing reinsurance arvvangement
clearly is inadequate. ,

Q. Won't the olimination of the administrative cost allowance
cuuse u hardship for nower guarantee, agencics?

A.  The administrative cost allvwance would be less important {ov
new guarantes agenctles undér the proposed réinsurance arranjement
than 1t 18 now because the proposal would permit generation ol
adequate veverues Lo meet guarvantee agenev costs without the
administrattive cost allowance, ho value ol the adminesteatove cost
allowance is somewhat questionable for two reasons, First of all,
the availability of the allowance is wnceriain and cannot be
depended upon but as a source of funds In constrvucting « guarantce
agency budget.  The admintstrative cost allowance s subject to the
appropriattons process and, even L funds are appropriatud, pasaeidt
of the atlosance 15 at the discection of the Administiation.  Sceond,
the administiative cost allowance ultimately ts pald so late that 1
ts not useful fur meeting cash flow ngeds within the year for which
it ts paid. \

In spite of the Limited usefulness of the administrative cost allow-
ance, manv pguarantece agencies were established on the assumption
that such & subsids would be avallable and continuation of the
adntnmist el tve cost alluwance for at teast the fiest five years of
cach guarantee ageney would be desirable,

Q. Would a variable achdemte cost allowance rate allowing higher
payments Lo newer guarantee agencies be more cquitable?
A. A vaviabie aduinistrative cost allowance, providing higher
payments to newer, and lower payments to older guarantee aggencies
might very well be more cquitable. In hplte,of an ¢ffort to
conduct some analyses and to view this question from sevetal
perspectives, no definitive conclusion hus been reached with
respect to this question. '

0. Siuce the ortgination fee addross a difforent problem than the
rtestructurtng of the reinsurance tovpula or the chimtnation ol th
administrat ive cost allosance 15 1t not possible that a betle
ditornative lor the federal government auuld be Lo modity both
sabher thau eliminate either one entively?
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A, Clearly, moti Cying buth the v hgination foc and the administeae
tive cost allosance vould be accomplished.in sone combination,
Indeéd, a large number of posstible combintions of actions with
re%puct to the various prugram compunents could be developed in an
effort to distribute expenditure reductions acruss Lhe several

-

components of the program,
Q. While yon have stated that Ligher cost luans to students a,
better than no loan avallabilfty aren't you vonverned that the high
cost of loans will imake them unattractive tu students .ot will 1esuit v
in Increasing defanlts because ot the tnability ol students Lo ropay ,
at the resulting increased rate? . .

N ad Landd
A, Ideally, the Cougress should seek Lo preserve both luw cust to "

the student and general loan avatlability,  As stiated in the testi-
mony to Lhe Commiftee, "current and projected expenditures for the
Program as presently stiuctured represcat a prudent tavestment 1o
this nation's youth and the futurv contributjuns Lo the socicety and
the ccunomy [nmlhww who are assistoed by the Progiam will multiply
the return vn this t{nvestment time and time again,'  ‘the tostunony
also suggests that, "attention to reduction uf expenditures wonld
seem appropriate onlv in view of a compelling furce which requires |
curtatlment of both providing indavidual npporlunillus {ur th
nation’s youth and developing the natfun's human resources
If the Conmens should decide that achievement ot the wdeal is not
realistic and that there ts a compelling furce shich reguites thal
prosiding andiyidual vpportunity and developing the nation's human
resources must be curtailed, then a lessor of evils must be -
selected,  This, of course, Is Lhe vontext for the assertion that a
having loans available at sume price is botter than climinating
loan availabtlity,

..
1t s not intended to wmply that inereasing the cost ol luans is
desfrable, and this is not iatended to tinply that no negative
consequences are assoviated with increases in the cust.

There is o point at which the prtee to the student would be
sutfretent iy hlgh as to discourage atilization of foans in {1hancing
postacrundiny Cducat tun and Lo mike the cost “of the uppottunity
excesstve,  Given Lthe factors that (1) the inte rest, rate on student
lToans is presently well below market rates and (2) ‘the: tnctease in
the faterest rate to 9% did not appear to have in appicdctable
negative offect v the demand for loans, the cuvrent cust to the
student secems to be below the cost level whibeh would canise the cousl
Lo e mur ctitical than availability, i that choice must be mad.

>
ln(rvascs in the debt huldun would have the putential for incrcasing
defaults, On the other hand, making pustsccondary educatton .
economically accesstble (s tou important to oliminate toan avall=
ability becanse some borrowers will nol be able to repay luoans,

. In Altermative 11 you advocate inereasineg Lhe iintevest e on
“tudent loans to 1479 and establishing o special adlovanie of 15,
How do you ostablish that 47 eate with fluctnating uierest rates
TR W Ve <esn o the st fow yeurs? --

%
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A, Alternative 11 was not presented te “advocate" fnercasing the
tnterest rate on student loans tu 14% and establishing a special
allowance of 4%, Rather, the Altednative was presented to provide™
& mechanism for constderation if the Congress determines that the
cost of the spectal allowance, which i{s the largest single cost of
the GSLP, is greater than the fedoral government can afford. The
way in which the 4% flat special allowance rate can be established
with fluctuating interest vates ts Ly increasing the vate at which
the student puays intevest to 14% and pvrmitting the cost of intevest
to the student to fluctuate With market interost rates by causing

a portton of the standard special allowance to he applied to
principal redugtion, rather than ta interest, with the amount
applicd to principal refluction based on prevailing 91-day Treaswmy
rate. The cflect of the proposal weuld be to transfer the risk

fad associated cost of fiuctuating rates (rom the federal puvernment
primarily to the borrower and partially (6 the lender.

9.'Q. If inierest rates dise above 18% or drop below 14% won't there
be dg(fluultlos in finding londers? *
* .

s
A. The’18% fimitation on yield to the lender obviously would be a
disincentive ro the lendar when provailing fnterest rates excecd

. 18%. On the other hand, the lender would galn the benefit of an
tncrease wn the minimum return on a student loan from 9% to 14%.
In addgtion, the proposal would increase the yield to the leader
from T-Bil1 plus 3-1/2% to T-Bill plus 4%. The expectation is that
the conabination of the higher minimum and the increased yleld sproad
wquld be sutficient compensating factors Lo make student luans an

10. Q. Is it possible that the amount of vecomputation necessary to
~ make the amortization of the borrower's principal amount when
interest rates ave either above 18% or below 14% might prove to be
. too costly for many lenders®? . R
s A EJors'aﬂdltlonnl complexity in the program adds to the cost of
»sthe lender and serves as a distncentive for participation in’the
program. Accordingly,.continuation of the present interest vate
and spectal allowance avvangement is prefevable to the change which
14 prosented as t possible course of action, only if the Congress
determines that the costs of the Program to the, federal goverament
as presentIy struetured are beyond the capaclty of the fedeval
government . .
«

©11. Nave you given any constderation to the effoct 14% interest rates
forf students might have on default vates?

A. Any increase th cost to the student could lead to higher defanlt
rates . Stmilarly, a decrease in the interest rite could bhelp in

¢ keeping default rates fow. Unfortunately, estimating the increased
cost to the Mederal govevnment for defauits due to higher interest
rates, and veduftions in the cost to Lthe fedoral) goverament for

.7 defaults due 16 reductions in the gaterest rate is extremely

° difftentt. , Nonetheless, it seems reasonable to assume that reducime
, the interest rate wbuld be advantageous both'for stimulating loan
utilizatton and for facilitating loan repayments. €
4 -

<
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Q. Altevoative 111 assunies thet he same students die served i
Pell Grants and GSIn,  This was never the mnteat of the Congresas
Wouldn*t this alternative alte: the veryv nature of cach of these
programs and lack sensitivity to the needs of students 10 both?

A, Alternative 111 obviously 1s an extreme measure. Hopefully,
clivewnstances are not »o eritical as to 1cquire measures so estiome.
Clearly, grants which telieve the student of pustsgcondaes cducat 1on
axpense ave fore advantageous to the studodd viea Yoalo which samply
peratt the student to defer the eapease of postsecondaty education,
Given the ipportance of cdueatian 1n a {ree socioly, o good cdase
could b2 made for having the federal goverament bear a portion ol
the cost, perhaps the wnount of tuition, for all studepts. ‘The
thsue 1s aot whether or aot grants are desirable for the entire
postsecondary education perjod, KHMW.AIQHMLWUIIItsinUmmﬂ
Lo address ways tn which the federal investmont 1n postsecondary
educatjon can be maximized 1f the Congroess detemines (hat suppost
for students must be severely curtarled.

. What criterion woula you use for eligibtlity under Alteraative
11l ~- current Pell Grant need analysis o1 the 6SL necds analysis”
~ ’

A.  Althougd there clearly is some relationship between existiag
peeds analisis aawstems and the eelative difficulty shaoh tneddy cdual
~tadert~ and therr parents miay have in ppovidias funds Lo medt
educalional costs, the needs analysis systems are probably more
affoctave in causang a lind ted aunber of dollars to be distarbuted
on o« soneabat cijuitable basic or an Limitiog the amount of ledeas!
ozponditures requiced an an eataitlonent progeam.  Accordingly, e
need analysis system seleeted for use probably would bave tu depend
on the amiunt of funds which the federal pgovernment can provide in
supporting students,

Q. It is understood that in mant cases wl is the parents of students
who sart making the initial vepayments of loaos until the student

is adequiately cmployed (o assume the responsibidite.  Wouldn't
forcing very low incone students (those cwrrently coveesd by Dol
Grants) 1nto buriowing under GSL resull in increased detaubt tates
because these stuadents cannot rely upon family tesources for

tnitial repayments? .

Ao If the intent ol the Guaranteed Student Loan Program as to
depend on parents for Joaa vepavpents in order to keep defaults dow,
the structure of the Progream probably uceds to be rofined.  Under
the present structure, no attention ordinarily is given to elther
the capacity ot the willingness of parenis to pattiaapdie n loan
repavments. 1T the intent is to malie loans availablo Lo studenis
shose parents are willing and able to contribute to repayment,
the parent probably should be required to co-sizn the note and
some assessment of the likely capacity of the parent (o repav ~hould
be accomplished at the time of loan ortgination, The previous
probibition agafnst collectton of family financial information in
the origination of juans presumably was intended to preclude the
lender from discriminating ameng students according to family
financial ircumstances ta originating loans. The cuirrent practicoe
uf collectang family fidancial information oniy when the adjusted

%
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gross Incone oxoecds 230,000 per voar, amd the automatic obigibility
for students below S30,000 ;1 viar, would scem inconsistent with
any intent to preclude Lorrowing by lower invome students or to
depend on repayment by parents.

Q. low do you prupose that very low income students could cver
affrrd unsubsidized loans?  Wonldn't vour proposal lcad stndents
to go through 3 vears of schoot but then find themselves unable Lo
g the fourth year?

A, The prdposed arramgement would have no darect negative pnpact

on the ability of the student Lo mect postsecondary cducation costs

i the fourth yoar, due to the arrangement for discounting snterest
and darercasing the amount which the student’ is cligible to borrow, .
dccordingly, access to the fourth vear would not be denied.

On the other hand. discounting of the interest for the fourth year
would cuuse an increase in the amount of debt to be repatd aftoer
completion of postsccondary education.

Q. , In testhrony last week Diy Bdwaed Blmendor €, the Peptity Assastant
Secretary for Student Financial Assistance stated that he felt the
Depaytment of Tducation had provided mord than adeguate .uanding to
guarantee agencies to pay theiy operating costs, build resousrcos

aml ... (yuestion incomplete)

1. Although other guarantee ageacies might dt<agice, Lae

only federal subsidy absolutely nocessary (or unrantce agencies g
the retn~utance,  Although those guarantee agencies which did not
receive federal veserve advinces made avarlahle in 1965 may not
be as comfortablc as those which did recetve the advancos, those
without. nunctheless, have @cen able Lo operate effectively.
Although the administrative cost allowance has been useful in
strengthening gnarantee ageney pet formance, avarlability of the
administratise cost a'luwance is advantageous as.an cphancenent ,
rather than necessary as a condition for minimal viability ol a
guarantec agency.
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SLLECTED QUESTIONS LONCERNING LSE SAVIRGS PROMUSALS OUTLINKD 1k
TESTINONY OF RICHAND HAWK, FEBRUARY 2, 1982

Reinsurance Proposal

1.

Q. 1M the ledera) Government were to assume 100 peicent responsi=
bility for State Guarantee Agency defaidts whien thts default rate
was 12 percent er more, ‘what incentives would State Guarantee
Ageneies have to Keep defaults luw, vspecially it this rate was

12 pevcent av greater? °

A In additivn to the general concern over he ag pecognized as a
“lagh default” guarantee agency. and the fear of foss of Lhe contract
wtth the Secretary of Edygcation for unsatisfactory perfoimanee. the
economic incentive for the goarantoe agency Lo Keep defaults Jow
under the proposed arrangement is that the guiaptee agency would
espettence a financial loss for cach default until the default eate
excecds 127, Accordingly, so long as the default does not enceed
127, any potential default averted vivlds a savings for the puarand e
agence, Morceover, the proposed formula has the cffect of an
increased savinds ur cconomic resasd to the gua antec agency as the
default rate pgets lower,  Because the full cost of the {1rst 5% of
defaults would be borne entirely by the guariantee agencs, the agency
sould have a strong incentive to keep the default vate well under
5%, 1 possible.

Although 1t is true that the economic wcentive to keep detault

rates law disappears when the rate on a portfolio excecds 12%, the
veality 1. that a 129 rate 15 sufficiently high to stamulate a sirong
dosire on the part of guarantee agoney pegsonnel to demonstiate that
erery reasonable oftort ts being made tu avert defaults.  In the -
absence of Goonomie conditions shach general iy preelade repavaent of
guaranteed student loans, a default vate shich continues to rise
Besond 127 would be sufficient to call 1nto guestion the practiees
of the puarantee agencey.  Fear of veprisdals for unsatisfactory poer-
formaice ouht Lo be adequate motivation fur sceking vo curtadd
defaults bevond the 127 rate, .

The advantaxe of the proposed reinsurance arrangement over (he

CXAS La drrangement s that the oconomic facentive under the
pProsent wrangement becomeso operative only after the default 1ate

15 telative by ugh,  Under the propused reitisi ance arrangement the
eeonomic ncentive as to perfornm effectively bofore the vate gets htgh,

e o pawe 7 ol vout destimony vou suggest chaoging the deteimina-~
§

Liont of the "detault rate” from “o.othe dollar amount of defaults/

compstied/ with the dollar amount of the original princtpal of all

outstanding loans 10 repayment’” to a relationstp b fween ., ..

Ciaies paid to the wriginal principal amount of fcans vt iginated in

the vear in which the non=repard loan was ovagmated., "

A Prectsely what docs this suggested change cntail (pevhaps

acase studs illastration contrasting the (wo methods would
be helpiul)?

e
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A Undor the proesent lﬂﬁﬂﬁuldnlv arrangement the default rate

ts {nflucneed not only by the volume of loans which go uto

default In any year, but also by the volume of loans which
e happen to be already in repayment at that time. This is why

100% reinsuarance for the first 5 vears of operation of

guarantee wgency is essential under the present reinsurance

arrangement,  Assuming an equal number of loans gorng into re-

payment each year, and assuming an egual percentage of defaults

at the time laans go into vepayment, Lhe defanlt rate under the *

present arrangement will be lower in the siath year than in the

first year. This is trae, nol because of any chnnge in the rate

at which loans default (the perventape has been held constant

each year). but rather because the volume ol loams tn repayment

has been inerecased simply by more years of aperation.

v

. The impact of the volume of loans in repayment on the default
rate under the present reinsurance arrangement is demonstiated
tn_the case study presented in Tables I through IV and the
supporting detatl for these tables in the enclosed "Analvsis
of Reinsurange and Federal Cost for Student Loans”. These tables
present the same information for a different parventage of luans
originated in each year going into default over the lntJ ufl those
loans, The volume of loans oriminated has been held constant at
$100 million for cach year and the Lehavior of the portfolio

, with respect tu such factors as when loans are converted to
repayment and when defaults occur also has been held constant,

With 0% of the volume of loans originated each vear going 1ntu
default Jds prescented in Table I, the annual default rate under
the present formula, which is identified in the table as the
Net Clawm Ratio, declinés from 2.2% in the sixth vear of the
program (1987), the first year for which the automatic 10u”

. reimbursement would not be in-effeet, to 8% in the 11th vear
(1992), and will remain at .8% forever untess there 15 a (hanue
in ecither the proportion »f loans originated which go 1nto .
default or a change 1n the characteristics of a portfolio f
(volume. number of yemis in school, years tn which defaults
oceur, ote,),

Under the 5% default model presented an Table 1, the federal
goverament bears the fuli cost of defaults because the annual
rate calculated under the presentl reinsurance arrangement

never exceeds 57 after the fifth year. DBeginning wath the fi1fth
vear, the annual coust to the federal government per $£100 mallion
of loan volume is $5,755,000. . >

In contrast, the annual cost to the federal government under
the propused r1ern-urance arrangement would be only $751,000 per
$100 million of loan volume. Were tt not for an assumed 3/4 of
1% cate of clawms due to death, disabtlity und bankruptev, the
cost to the federal goverament under the proposed formula at
the 5% rate would, of course, -be zero.

In summarv, it 1s the combination of (1) calculating an annual
default rate by comparing defaults 1n a vear waith loans in re-
payment 1 & year, and (2) the existing refinsurance formala

ERIC
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which causes the lion's shaece of all clawms costs to fall on

the federal government. - .
b. W¥hat is the rationale for this sugmgestod change?
N J

A, The rationale for the suggested change is that the new
arrangement would provide a clearer picture of the default
situation hecause the default rate for cach portfolio would

not bhe affected by loans already 10 repayment [rom previous
portfolios. Morcover. placing more of. the,financial buvrden

for defaults on the guaranteoe agency (by, for example, having
the agency bear the full cost of the first 5% of loans) would
not be practical under the current refinsurance arrangement
becauso, under the current arvangement, whoever is responsthle
for the first 5% of defaults in each vear must bear vivtually
all default costs, even if S20 of cvery $100 in loans goes into
default, The veserves requived for lenders to accept the
fuarantee of guarantee agencies given thal condition would be -
greater than feasible. ’ .

¢. Would thus suggested chﬁnge gencrally result in a lower
default rate than the present calculation?

"A. The proposed change whicl would cause defaulis to be vicewed
as a percentage of all loans originated in a year. would reonlt
in a suhstantially higher default rate than the rate derived by
comparing loans which default in a yvear with loans in repayment
in a year. This is vividly demonstrated by Table IV of the
enclosed analysts, which shows the defauit reilc over time cealou-
lated under the present formula, based on a constant S100 million
per year with 20% of ioans oviginated in each year defaulting
during the life of each portfolio. Under the proposca method,
the default rate for each portfolio would be 20%. As demons-
trated br Table IV, the annual default rate (wlueh a1s tdentdfied
us the Net Claims Ratio in the table) under the existing method
drops below 207 in the fifth vear (1985). and continues to
decline to 3.6% 1n the 12th vear. at which 1t wall remarn
forever unless there is some change 1n volume or loan portlvlin
characteristies,

Thus, 1t can be seen that, if the volwne and other charactoristics

* do not change, a delault vate of 20% under the proposed met hod
ultimatelv translates into an annual default rate of 3.6% under
the current method.

d.  Under what default assumptions would Lhus suggestet chinger
save reinsurance costs for the Federal Government in the
vears ahcad?

A, The suzgested ehange would cause reins ance savines for the
federal government at all reasonably anticipated true delault
ALeS, even 1 excess of 207, given constanl annual vobhwme.
Based on the model utilized in encloscd analysis, cwmlative
savings Lo the fedeval government over the next 12 years would
be $5 LIllion if defaults equaled 5% of loans originated and
annual volume were a constant $8 billion? If defaults cqualed
207 the savings o or 12 vears at S8, bilhon annual loan volume
would he SG billron,

'
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3. Q. Assumng cunrent Ll volime Tor the State ol hansas, what wsould
be the comparably Fedotal and State Guatantoe Agenoy unresmbused

. vutlavs undet the carvent and the proposcd feinsarance programs, 11
* the default rate were-- 5%, 10%, 15%, 20%?

Ao Because the fiscal 1981 volume in Kansas was just over $100

. million, the estamates provided in the enclosed paper, titled "An
Analvsis of Kermnsurance and Tederal cost Tot Studont Joafs" provid
4 reasonable untication af fodotal and guarantee o, cncy unteambutsed
outlave under the two reinsuiane ariangenent s, shen maltiploed by

a4 Iactor of one=hundved,

4. Q. Under what « freumstances sould a State Guatanioe Agenuy "make
more” or Vlose pore ! money undetr voitr teinsurance proposal when
- coppared with the cuvrent reinsurance program?

Ao Tt s diffieult to conceive ol a circumstance 1 whieh a
uarantee arency would  make more’ under Lthe propused reinsarance
arvangement as compdated with Lhe existing avrangement over tmme,
Because the eaisting formuta is inflacnced so heavils by the pumber
of loans whiclh are in vepavment 1 a vear, it is possible that
eatreme flactuations 10 annwal volume conld crcale a biael Llemporaiy
sttuation an which o guarantee agency would make more” under the
propuaecd toniula than under the existing formula.

As demonstvatad by the data an the cielosed anadvsais, the guarante
apeney claaly comes vut better under Lhe existine cetnsarance
tormula sith move than 20% of toan volume 0 dodault The wuaranto
weacy gonetabby souid fare better under the proposcd arraugem nt
only 10 the eveat of a complete disaster with respect to loan re-

. pavment~, and this 1s as 1t should be,  The purpose of federal
‘ vetnsuvdn. o should be pramartly Lo provide protection an the eveant
| . of a dysawter,

Tess than 1 oyears would continue at 1 percent.)

A, Preservamr the present pethod of calowtating the defaall rate

to 100, through 3% of defanlts 900 fvom 3=-87 of dotw His and 805
e e Arom 9-3007 u) defaults woudd have celatd oet_on he

RV 2 n RAGREALE
tederad cost far reinswiance so long 25 not mors than 157 of toan
volume ygoes 1nto default As demonstrated by lable 1V in the
cnelosed analysis, the annual delaalt rate (Nelt Claims Ratio) Tevels
of f at 3.6" ahen the true defanlt rate is 20% and volume and other
< portiolio characteristies ave held constant. .

Hedue rag the admimist tat tve cost allowance paid Lo puandttor ggreanies
tonr o1 mote sears 10 esistence to 1727 aould, of conrse, achtoevs
oosaves cqual to 172 of 1% ot the annuat volane ariginatad by wnch

.
L. Whot soubd be the effedls of changing the osisting (cinsurance
and reambursenent progran=-to modi v the existing Federal rounburseg-
N ment rate, o1 to continte the eaisting reinsarance progiam, bat
reduce  he administrative cost allovan ¢ pald to Faafantoc arcafos
I ar more years an esistence to 1/2 percent?  (Those established
Tor purposes of reinbursemeat, and changiag the poammbul scment e
suriantee geepetes,  Mhits should aot imprian the progracn seriously,

‘ . . 1
|

|
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Special dllonance fmroposal

G.
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Q. You propose to change the student loan interest 1ate from 9
pereent to 14 percent and establish a fixced specral aliowance rate
of 4 percent, with a variable share of this special allowance pave
ment ta be applied as an "additional pavment” towards loan principal
when market taterest rates {luctuate botween 14 percent and 18 pere
cent.  What consideration have tou given to the possibilvty of
highet defaults as college ,raduaces face substantially hgher
repayment costs™

A, The proposed change providing « il spedtal altowance of A% o
would resolt an a hgher average debt burden for students iny
change whteh incieases the debt burden, phelher a Simple ancrease i
mrerest or an ngrease in the amount whiveh the student mar borroy,
has the potential of causine move defuults and, therefore, has sone
disadvantayres The change tn the spocial altowanee and Corpespod=
tne tnterest cost to the studend is presented as an approach to be
constdered only 11 17 1S detemmined that the cost of special allon=
ance under the current special allowance toimula s too preat tor
the tederal goverament,

B
7.9, lHow wall leaders be able to hagdle the complesitios tavolved in

applving ponents o principal that wail sar quarter v with changoes.
1 marhet anferesy rates, rather *an using a [ixed anortization
~chiedale” Won't such a svster be too cost a4 far nany small
lenders, thus driving them out of the (S program®

1. the wimiaistrative complexitaes snvolved in applving pavient s te
rancipat that will vaiy quarteriv vith chamges 1o parket jatepest
rates will orcatc problems lor lenders, just as other complositres
iR the progvam < reate ditficulties, It is a0 recognition ot the
addit tonal ademnistrative butden and the cap on the 1eturn 1o the
lender that The proposal ancludes two tovonae enhancements for §he
lender an adidition to the benef1t of a miatmum 115 veturn.,  ihe o
measures to eabance the actuea to e lendes are (1) i fotmula ahich
mereases the viedd tiom T-Bi1l plus 3.57 to T-Brll pins 4, and
(2) requiaring that pranaipal redu Cion pavnaent < {ran the proposed
spccial allesance be eredited to the loan aciomnt oniy onoe «aea
war, provading some float for the lender.

-
Uhder the proposal, the pereentage of the spectal altowance BT nt
to be applied ta praincipal would be dete amined by the Biopat Goent of
Fdueation, which vonld prov de ot ification to>he 1ondoer he
burden ol wotually erediting tha! wount to the Joan account onee
cach vear woald, of vourse, fail on the lender, ihe 1sstie 1w ot
whether an not fepders can accommodate this additfonad adiinrstsa=
tive barden.,  Lather, the tssue 1y whether g Rot the andteasod
return te the lender §- safftelent cempensalion to Revp denders
iRvolved 10 the prosram,  \lthough most tenders probabl, woul
oppose thts plan, most lenders also probably soubd doctae Cpal ¢
competaation s suiticient for them to continee 1 the program, ~tt
the plan wore wlopted '

(NG gque SsUran aas adentified as Mumbes 8 on the bt ot Qe st tans. )

P —
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@, 0, cenld von o dalkatc on the wdditponal administiative bnden
on the fender  mentionod dn ocongune Cion with this spectal allosance

- proposal on page 9 of your testimony ?
e * bl
A The addi Cional admintstrative bueden on the lender s simply
the avtivity of cpedidbingg a portion ol spocral allowance paviments
to ndhividual doas accounts as priacipal reduc biog pre-payments, and
the assoctted accousting and loricad ddactions assocsated with
that activaty,

0, 2. Whal pobloms, ot oany, wenld G lotcsee in O8L lenders cont fna-
g to sell o wartehowse student foans with Sallre Mae (or in other
secondar v omarhets) 11 the maximum studeat loan vield were himtted
to 18 percent . as aader this proposat”™

\ Limt? iy Loan sicdd to 189 wonld canse SLMA to chanee fts method

. of linancing becansc 1t no longer would be able to borrow funds at &
vanstant s ead below the variable vretuin on stwdeat lovans, e
result would e that SLAA sould accd to (1) cither develop more
copplon and cteat tve finaneing arrangemonts ot (2) tnercase the
prtce to the leader for sales. The limitation oo yicld as ptoposcd
shoudd not bave acticeable aegabive ampacl on state scoondary makot
programs.

Orher Ravinmos Measares

11.4) What < vous deadtion to the (ollowing additional suecpistions forp

amendiny the GSE degtsiabion to reduct Fedoral eypendiiures--

~eby dod Peasing the apeeral allowancee percontage add-on (to the
Bledut dreaan )l rate) from 3.57 to 377 '

~<by placiag an anmgal “ecerhing” on 68 volume?

waby patsing the “loan origipation fee™ trom 5% ta 107

axly Calablishim A GSEoanterest rale for students that aceelerates
according ta a Cfesed” sehedh erery couple of vears ahile the
foal i~ A0 1 pavEent, with each peroentage posnt increase sn the
botrteact ' Eterest cate matehed by an cquivalent percentage
poiny decrease an the speeial allowance?

A edroasioe the spectal allowance and 1ceducing Lhe return (o
comucrctal lenders trom T=Bill plus 3.57 to T=Bi11 plus 3% would
force commegcral leaders (o dectde whether o not Lhey will continue
pattieIpation an the program at o teduced vield,  Unfortunately,

, weh U ebanee would {olioy Congressional action last session shich
had the et of vodwe tng the vield to the Teader by oancieasing
Jomder cont @5 a percentage of funds in loans,

the ezpectod tamily conlbmibution provision bas the effect of
todueing boab ~20 Yecaust costs remein constant for a loean aeccount
vepardless of the si2e of the loan, a reduction iu loan size
IMercases the cost as a4 peteeptage of the dollar amount i loans,

Ia the snstance of « student sevkiag to borros S2.000 wath an ox-
pectod fami Iy contribution of $1,000, the lender aow aust make taao
toan - tone stadent loan and e parent loan) to medct a ~imtie 22,000
peed, shich previogsly the londer met with one loan This, of
course, doubles cost Lo the leader in neeting the $2,000 neod

LRIC
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: In addition, becattse repavisent on paront loans begins  tomediatelds,

the lendes onperfences aa inereascd cost in oneinatang the Joasn, dae

. to the necessity of collection amd analysis of a different Kind of
financial tnformation to determine credit capnelty than was

appropriate in thoe case of a student lpan. Morgover, the lender does

not have the benefit of the luwer scevieing cost interim pevind,on
. the pareat loan, v the effective tetarn to the leader is deprossed
furthey by meeting pavt of the need thiough o parent loan,
decrease e the vield to the lender wouwld sceem Tess siable now
ghan prior to the changes cnacted by the Congress last .\(‘hmm}’.

Although an anmual cetling on G8L volume ts o stmple acans of

, timiting fedorad oxpenditures for the program, a coiling has two
very major disadvantages.  First, unless the ceiljng were set sery
J high, it would have the effect of denying access to loans [or some
- T students. Second, because the postsecondary education population 1s

nobrle, because students begin at variaus Limes of the scear, and
beeause loans are orsginated by thousands of Jonders, 1t is
practically impossable to conceive of any s kable means for adher-
g to the system while treating students and lenders somenhat
cquitably without having the entite system collipse under the weight
or implementdtion complexities. ) ’
Hartsime, the ovigination fee from 5% Lo 10% 18 a comvenient mechan sm
“Cor transferriag cost from the federal government Lo the student,

U also has the adivantage of causing saviugs to the fedetal govern=
ment to occur ammediately,  The long=term savings (o the fededal
government sould be substantially less than the long=torn savigs
achieved throush sods freation of the rewnsurance anangement , and
the average o=l to the student would be no greater than the (ost
to the student for an additional 3% origination fee.

&
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Mr. SiMon. Our next witness is Mr. Robeft Turrill, vice president
of the Howard Savings Bank of Newark, N.J.
We are pleased to have you here with us, Mr. Turrill.

STATEMENT OF ROBERT E. TURRILL, VICE PRESIDENT, HOWARD

SAVINGS BANK, NEWARK, N.J.

Mr. TurriLL. Thank you.

The Howard Savings Bank is New Jersey’s highest volume
lender in the guaranteed student loan program, having provided
more than $125 million in loans under that progra:n. (

We are also the State's highest volume lender in the more recent
auxiliary loan program. In the first 4 months of the new program’s
existence in New Jersey, the Howard made 1,200 loans totaling
almost $4 million. - .

Initially, we were almost as enthusiastic about the auxiliary loan
program as we have been with the guaranteed student loan pro-
gram. ¢ &

It was a vehicle which allowed us to offer another valuable finan-
cial service to New Jersey residents, at yields-and repayment terms
satisfactory to the bank as an investment.

The program does provide for deferment of payment under var-
}ous circumstances, which is a negative aspect from the view of the
ender. . .

However, we reasoned that since the program directed itself to
parents of students, the incidence of deferment would be minimal.

Our experience in the parent loan program has proven the accu-
racy of our prediction. of the first 990 loans made to parents, only
two deferments have been requested.

Singe October, when the program was expanded to permit loans
to graduate and independent undergraduate students, our enthusi-
asm has diminished.

The problem, in our view, is that many of the borrowers will now
be eligible for an immediate deferment and that deferment in
many cases will run for several years.

While a loan is in deferment status the lender, at its option, may
either capitalize the accrued interest or require the borrower to
pay the interest periodically, such as quarterly or monthly.

The billing and collection of interest is burdensoine to the lender,
and the payment of that interest will be more of a burden on the
borrower.

The monthly interest payment will be about 75 percent of the
payment required when the borrower completes his studies and
commences payment of interest and principal.

The capitalization of interest option, in its present form, is com-
pletely unacceptable to the lender because the anticipated 14 per-
cent income from the borrower would be decreased substantially on
those loans where the deferment exceeds 1 E))/ear. This is because
the present language of the regulation prohibits the compounding
of interest. ' .

Interest calculMtions, when done to achieve a particular yield,
presume annual compounding. Any deviation from that frequency
will cause the effective yield to be either higher or lo'wer than the
anticipated yield. .

17,
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In a 14-percent loan under this program, the capitalization of in-
terest during a 2-year deferment would create an effective yield of
13.14 percent. )

On a 3-year deferment the effective yield would drop to 12.40°
percent; 4 years to 11.76 percent; and in a 5-year deferment the ef-
fective yield on this anticipated 14 percent investment would only

" be 11.20 percent. .

In order to assure continued lender participation in this pro-
gram, the option to capitalize interest must be made‘reasonable to
us and this can be done by permitting interest compounding.

Ideally, the frequency of compounding should be quarterly, but
no less often than semiannually. The slightly higher effective yield
would be compensation for the absence of cash flow in this invest-
ment. .

Obviously, this change would add nothing to the cost of the pro-
gram. What may not be so obvious, is that the change would actu-
ally. save taxpayer dollars because-the Office of Education would be
required to purchase fewer loans in default.

hose lenders who remain in the program under the present
Jguidelines will not opt to capitalize interest, but will require the
borrower to make interest payments during the period of defer-
ment. Many of those borrowers will not have the wherewithal to
service debt, and will default. .

Finally, lenders need the assurance that these loans will be eligi-
ble for sale to the Student Loan Marketing Association, in order to
create a form of liquidity for this otherwise long term investment.

Sallie Mae must be encouraged to complete the development of
its purchase program, and I suspect that the prohibition of interest
compounding will be a major concern of Sallie Mae’s also.

Thank you.

[The prepared.statement of Robert E. Turrill follows:]

Prevarep S1ateMeNT OF RORERT E. TurRiLL, VICE PrestbENT, HowARrD SAVINGS
Bank, NEwagk, NJ. *

b . .

M. Chairman, members, of the subcommuittee, my name is Robert Turrill. I am

. - Vice President of Howard Savings Bank, Newark, Nycw Jersyy. The Howard 15 New
Jersey's highesi volume lender in the Guaranteed Student Loan Program, having
provided more than $125 million in loans under that program.

We are also the State's highest volume lender in the more recent Auxifiary Loan
Program. In the first four months of the new program’s existence in New Jersey, -
the Howard made 1,200 loans totaling almost $4 miﬁiom

« + Intially, we were almost as enthusiastic about the Auxiliary Loan Program as we
have been with the Guaranteed Student Loan Program. It was a vehicle which al-
lowed us to offer another valuable financial service 40 New Jersey residents, at
yields and repayment terms satisfactory to the bank as an investment. The program
does provide for deferment of payment under various clrcumstances, which is a neg-
Ative aspect from the view of the lender. However, we reasoned that since the pro-
gram directed atsell to parents of students, the incidence of deferment would be
nunimal. Our experience in the parent loan program has proven the accuiacy of our
predu.tiion. of the first 990 louns made to parents, only 2 deferments have been re-

-, quested. o :

Since October 1, when the piogram was expanded to permit loans to graduate and
independent undergraduate students, our enthusiasm has diminished. The problem,
in our view, is that many of the borrowers, will now be eligible for an immediate
deferment and that deferment in many cases will run for several years.

While a loan 1s in deferment status the lender, at its option, may either capitalize

. the accrued interest ar requite the borrower to pay the interest periodically, such as
yuarterly or monthly. The billing and collection of interest is busdensome to the
lender. and the payment of that interest will be more of a burden on the borrower.
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The monthly interest payment will be about 75 percent of the payment required

when the borrower comnpletes his studies und cummences payment of intercst and

. principal.

. The capitalization of interest option, 10 tts present form, is completely unaccepta
ble to the lender because the anticipated 14 percent incumne from the borrower
would be decrensed substantially un thuse loans where the deferment exceeds one
year. This 1s because the present language of the regulatiun prohibits the com
pounding:of interest

Interest caleulations, when done to achieve a particular yield, presume annual
compounding. Any deviation from that frequency will cause the effective yield to be
either higher or lower than the antiupated yield In & 11 percent loan under this
program, the captalization of interest duning a two year deferment would ereate an
eftective yield of 13.14 percent. On a three yeur deferment the effective yield would
drop to 12,10 percent, four years to 11.76 percent, and in a five year deferment the
effective yield on this anticipated 14 percent investment would only be 1120 per

cent ~ .

n order to assure continued lender participation in this program, the option to

capitalize interest must be made reasonable to us and this can be done LY permit

ung mterest compoundmng. ldeally, the frequency of cumpounding shoeuld be quar
terly, but no lgss uften than senu-anpually. The, :fnghtly higher effective yield would
be compensation for the absence of cash flow in this investment.

Obviously, this change would add nothing tu the cost of the program What may
not be 50 obvious, 1s that tne change would actually save taxpayer dollars because
the Office of Education would be required to purchase fewer louns in default Those
lenders who remain mn the program under the present guidelines will not opt to cap-
talize tnterest, but will require the burrower tu make interest payments during the
period of determent. Many of those burrowers will not have the wherewithal to sery
ice debt, and will default. .

Finally. lenders need the assurance that these loans will be eligible for sale to the
Student Loan Marketing Assuciation, in order tu create a furm of liquidity for this
otherwise long term investment. Sallie Mae must be etwuuraged to complete the de
velopment of its purchase program, and 1 suspect that the prohibition of interest
compounding will be a major concern of Sallie Mae's also.

‘Mr. SiMoN. Thank you very much.

Maybe I should know, that but Sallie Mae does not now provide
the paper? ! .

Mr. TurriLL. That is right.

Mr. Simon. And since October 1 when the program was expand-
ed to permityloans to graduaté and uhdergraduate students our en-
thusiasm has diminished, that is only to that portion of the pro-
gram; is that.correct? The parent program is still on line?

_Mr. TURRILL. We are very happy with the parent program; yes,
sir.
Mr. Simon. Mr. Erdahl?

Mr. Erpanr. Thank you, Mr. Chairman.

A question comes to mind that we have been talking about in
several meetings, namely this whole area of default. The parent
program is fainly new; but what about on the guaranteed student
loans themselves?

What_has the default experience been as far as people paying
back the loans? -

Mr. TurrILL. I am sorry I can’t quote actual percentages to yoa
but very acceptable to us, 1 almost don’t want to say investment
because there is no concern on our part since there is no risk.in
the event of a default from the standpoint of an investment.

However, there would be a concern if the key default rate was
unusually high, . .

Mr. ErpbaHL. You pay taxes like the rest of us.

Mr. TurrILL. We are speaking as a lender, not as a taxpayer. We
would be concerned if the default rate was unusually high, then we

w
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would have additional servicing efforts on our part and we just
don’t want to have to service a lot of loans in default.

Mr ErpanL. So that really has not been a serious problem be-
cause obviously you are aware of loans where there is default and
the Federal Government participation?

Mr. TurnriLL. Oh, yes, the rate has been very acceptable.

Mr, ERpAHL. Are you aware of what this might be in other insti-
tutions® I think the impression we get sometimes maybe comes
from the media that all these students, to use ihe term of their
generation, are ripping off the Government. Presumably people are

not paying their loans back so we tried to get information on this ;.

at a previous meeting. .

Mr Peyser is not here now but he was pressing a witness on that
point and it seenied to be that we .would only find some isolated
cases. Any one of them is too high because it does deprive some
other student of access to these funds.

Mr. TurriLL. The default rate in New Jersey has been very ac-
ceptable. I can say that at least for our State, speaking not only
from the Howard standpoint but from the experience of other lend-
ers,

We like the student loans. The guaranteed student loans, of
course, are made with no examination on the part of the lender as
to creditworthiness. ‘ . . ‘

We are talking about the guaranteed student foan program at
the moment because there is a lot more experience with that pro-

gram, B 1
Again, no determination as_to creditworthiness. I would hate y )

make loans to parents of those, people without the same kind of if.
vestigation as to creditworthiness. ‘

Mr ErpaHL. Mr. Chairman,. that brings about another question.

Do you have the latitude, with the loan to the parents to make
this creditworthiness investigation? .

Mr. TurriLL. We do. !

At the present. time we are, in fact, drawing a file from the local
credit bureau on parent loan applications. We are also allowed or
permitted to design our own loan application form which we under-
stand can include questions as to income and other debts being
serviced at the present time. N

We haye not yet started to use our own revised form. We are still
using the forin provided to us by the guarantee agency which does
not ask those questions. -

So, to this date, we have not attempted to make any determina-
tion as to ability to pay since those questions are not asked on the
application, questions as to income and present debts.

Mr ErpaHL. Mr. Turrill, do you see these loans for ,the_s)arents
as replacing or supplementing the guaranteed student loans?

Mr. TurriLL. We see themn as supplementing, sir.

Mr EipanL. Thank you very much. Thank you, Mr. Chairman.

Mr. Simon. If I could just toss one other question at you.

You are talking about the desirability of quarterly compounding.

Mr. TurRriLL. Yes, sir, .

Mr. SimoN If you could have at least annual compounding,
would these loans then becomé a more attractive reality?

ERIC 17,
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.+ Mr. TurritL. Certainly more attractive than they are today, sir. 1
am not sure that they would be enough to entice the lenders to
rema.n in the program and capitalize the interest on those during
the period of deferment. f Tt e N

Mr. SIMON. One other question that is not central to this whole
thing but I was interested in the testimony of Dr. Cronin that the
parent loan, in fact, brought somg, customers to some of the banks

. making the parent-lban. ) .

“Have you had any similgr experience?

Mr. TURrR]LL. Yes, sir, - %
. }I]\fllr. SimoN. Good. When you do good work it pays off once in a
while. h

.We appreciate-your testimony.
We would also like to submit some additional questions which
*you can answer for the record. .
Mr. TURRILL. Fine, -
Mr. SimoN. Thank you very much.
[The information.requested follows:]

. . Tur. Howarp S.wmés BaNk,
Newark, N.J.. February 19, 1982.

\

Congressman Paut, SIMON,

Chairman, Subeenumittee on Postsecondary Education,

Washington, D.C. - .
Dear ConGRessMaN Simon, Enclosed are my responses to the five questions in-

cluded with E\;gur letter dated February 3. 2

If I may be of any additional assistance in your deliberations of the Augiliary
Loan Program, please be encouraged to call upon me.
Sincerely, . .
- - Rosert E. TURRILL,
¥ ] ’ N : . Vice President. .

»

. . Questions—RoBERT E. TurriLL TESTIMONY

1. We have received 4nformation {rom many lenders that they have reviewed the
Auxihary Loan program and found it uhfeasible. Yet you state-that Howard re-
cewved the program enthusiustically. Why do you think your attitude and perform-
ance differs from that of other lending inistitutions? .
Response, It probably would be more relevant, if I were able to respond to specifiz
+  cntiasms. However, as Auxiliary Loan Program was first structured, that is,
when ehgibiity was hnfifed to parents of students, 1 am able to imagine only one
vahd reason lenders might have for lack of enthusiasm Payment of the loans is
guaranteed; the yield. 1s adequate, the index provides assurance of future yield ade-
quacy, costs of administration are-no greater than those in conventional consumer
loans, which assures reasonable net profit; and these loans offer an opportunity to <.
establhish additional bankmng relationships (through cross-selling) with new custom-
ers. In my mind, the only negativism toward the Parent Loan Program should Be
that until Student Loan Marketing Association develops a, purchase program, these *
loans are long term, illiguid investments. . 3
2, L.am not_sure [ understand why you arc having problems with compounding of
interest for graduate and independent students, To my knowledge, the question of
compounding is silept 1n the law. Why would.you handle the interest for graduate
and independent student loans-differently from parent loans? *
Responsé: Inhesent 1n loans to parents is the fact that they seldom will be ¢ligi N
. for deferment, and they will be financially able to commence-repayment immediate-
Iy 1t 1s not reahstic to expect that repaymént of loans to graduate and independent
undergraduate students be handled the same as with loans to:parents hile they
are students, tHose borrowers are just not financially able to service debt to any
degree, be 1t only accrued interest. Recognizing that they are not able tp service
debt, the most reahstic approach would be to capitalize the accrued: intetst This -
would forestall all repayment until the borrower is financially able, which would
sreduce the servicing effortscompared to billing mz,collec’ting interest on the part of
the ténders. Of mofe consequence to the Federal Government is the fact that there
[ ) LI
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~hould be fewer defaults in Joans where no repayment s required until the borrow-
er 15 tinanctally ably

R Fro‘m what source have you received information that yon cannot compound
intezest’ -

Response Enclosed is a photo copy of page 30 of the gwidelines for the Auxihary
Loan Program as provided us by M ‘w Jersey Higher Fducation Assistance Authori-
iy Alter the definition of Capitalizing interes the fuiiowing language reads, . . . a
lender way rapitahze accrued interest cos ering any period 1n which the borrower 1s
unable vr 15 not required to nake par ments. The lender may add this acerued inter-
est t~ the borrower’s unpmid principal balance when the borrower 1s scheduled to
begin or resume repayment * ‘That last sentence clearly prohibits any compounding
of mterest- - e

Also epclosed s a-phots copy of & letter tu us from Ridhara innucenat, Director of
NJHEAA. in whick he states, In effect, that compounding 1s not allowed.

! You state op page 2 of your testimony that interest con.putations “presume
annual compeunding”. vet you advocate a change which will allow quarterly on
semiannual compounding Wouldn't this serve to in fact result m greater profits to
lendmng st tutiens while putting even greater burdens on the backs of th= student?

Respense  Yes, interest compounding done either quarterly or semrannually
would create an effe tive yield slightl, higher than if compounding Were* done annu-
ally Lenders aeed . s be encouraged to capitalize interest during periods of defer-
ment but may be reluctant to do so due to the absence of cash-flow, o1 payment of
any kind The slightly higher vield should be sufficient encouragement,

Yeu are correet that this suggestion would put an additional burden on the bor-
rawer Please remember that i your original request for testimony, you sought rec-
ommendatjons that would create better lender participation, but ngch would not
udd to the Federal Government’s costs in the program. My recommendation would
actually «dd lightly to the government's cost in that the quarterly special allow
ance weuld be based on increasing principal balances resulting from interest com-
pmndiny  However the net result in cost to the Government would be lower, be-
canse i “eders are not encouraged to capitalize interest, those who reman in the
program wil efect to require puyment of acerued interest during the period of defer-
ment, which will result in a higher default rate.

% You intunate that Sullie Mae will probably have difficulty with the interest
cempounding question Do you Fave any specific and direct information from Salle
Mae that this s in fact the case?

Response 1 have discussed the matter with Mr. Edward Fox, President of Saihie
Mue I believe that he agrees with my interpretation that interest compounding s
profubited In my attempt to .ecall that conversation, | believe that 1 speculated
that Sathe Mae would not be anxious te purchase loans wheremn the effective yields
would be ubject to sibstantial reductions from "coupon” d iring periods of defer-
ment | received no denial from Mr. Fox as to that speculation.

. State Or NEW JERSEY,
Derartment oF Hicuer Epucation,
- Trenton, N.J., Decumber 24, 1981,
M= Dartrne WALTER,
Asasfunt Conswmer Loan Offieer.
The Horeard St s Bank, .
.\’l‘"(!r*‘, A " .

Dean « Waurer  your jnerpretation of “capitalization” 1s correct, As you
stated vour letter. . .2 the addition of acerued interest to (he previously unpad
Frinc o halance or tantaniount to the compounding of interest,

I lencer chooses ta capitalize on a PLUS or GSLP loan, 1t may do so, but not
w b waarterly. or annually, but rather at the time the loan 1s converted to re-
povment Hypothetivally, if a graduate borrower under PLUS wishes to defer the
int-rest, with the lender willing, for a period of two years, interest will be calculat-
wd .t the entl of 21 months. added to the u iinal princpal balance arriving at a
new princpa! bulance to be amortized over the number of months agreed. For pur-
Jees of billing the federal g vemment special allowance, the oniginal principal

“must remain the satae f capitalized) or show a declining bulance of ~  repayment),
but cannot mcrease :

L anpe this ansswers the question posed in your recent letfer.

smeerely yours,
) Ricuarn d Innocenzi,
Diree fr. New oJersey Higher Education Assistance Authonty,

(4] 1 -y . -
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1 Mr. SimoN. Qur {inal witness is Dr. Christine H. Rossell. Is she\
, here? o

[No response.] |

Mr. SimoN. If she is not here we have no further witnesses and

our committee hearing stands adjourned.
[Whereupon, at 12.05 p.m., the subcommittee was adjourned.]
[The material submitted for inclusion in the record follows.]

OREGON STATE UNIVERSITY,
Corvailis, Oreg.. February 4. 1952,
.

Représentative JAMES WEAVER,
Washington, D.C. .
Dear RerresentaTIVE WrAVER. Since Cungress i1s holding hearings coneerning the
tuture of the federal Financial Aid prugram, I thuught you might hike to have thg
enclosed 1nformution about what.as happening at Oregon State University and Ul'ncﬁ

schools within the State System of Higher Education jn Oregon.
Sincerely,
Ropert W, CHICK,
o Vice President for Student Servives. |,

{From the Daily Barometer. Feb 4, 1982)
OSU Ranks AMoNG Besr 1x LoaN RETURNS

_(By David Steinmetz)

Some students sce school loans as virtual grants. '

Others are careful to pay them off. .

At OSU, apparently, most are careful to pay them off

Dick Pahre, financial aud drector, siaid the 449 percent default rate on Natignal
Direct Student Loans at G is “one of the lowest in the country.” This default tate
measures the percentage of luan dollars ot pad by deudline. Pahre said ,

This was the rate as of June 30, 1981, )

Nmn“unall), the rate was appronimately 17 percent a few years ago, uccordi%g to
Tom Cooper. student luan fiscal officer. The fughest default rate i the U nted

States:is 9 percent, at an Eastern university, Cooper said. !

In arsurvey of seven Oregon schouls, OSU was fuund to have the lowest rate, with
the Og‘cgun Institute of Technolugy holding the second-lowest defuuit 1atc, G770
percent as of June 30. 1981, |
OSt's low default rate can be attnibuted both tu students and’to the OSU busi-
ness (fTice. Cooper and Pahre agreed. |

“We have always concentiated on a low default rate,” Cooper said. “Wd have
always treated it as a loan.” " i

Former students who are two weehs late in p.vment van eapect a notice fram the
busiriess office, Cooper saud. After an additionai «~ ", a late fee is charged

r'I’\\irc more weehs of. dehinquency brings anovtue. notice from the OSU b\}.sim-»
office.

1f an addittunal two weehs pads and payment 15 ot mude, a personal letter is
sent, he sad. That letter 15 followed by a phone call1f two more weeks elupse with

. out payment. N . '

Additionally. a fee is charged for late payment, Cooper said ,

We are willing tu work with peuple ™ he added. 'But if they dun’t couperate, the
account goes to a collection agency.” ,

Cooper said accounts may be refirred to the state revenue department or a pn
vate firm, At that tune, the entire loan becumes payable, he sadl, udding that in
extrene circumstances, avcounts are pursued by a 1ederal agency K

Rick Mattes, Suuthern Oregon State College business maiagei. said SOSC ls
amupg several Oregon schools that will be afisliated with OSU's comtputerized
system, initiated to monitor loan payments and billing ,

Other schouls to be included n this systim are Portland State University and
Western Oregon State College, Mattos said. K

According to Couper, befure federal authotities began proseuMeg, unuversities a
few years agu to collect federal loan repayments, some collenes and, wnversities
simply did not treat the NDSL as a toan . |
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. "They tollege and university offiguls) hadn't realized the importance of collec-
twn,” Cooper said “Maybe the admimstration hadn't placed envugh privnity on 1,
s¢ tthe loan office) was understaffed.” .

Cooper said that at some colleges and universities. a billing program for luan re-
payments had not even been established. o

Schools are now required to pursue collection of loan payments in order to receive
federal financial aid, Cooper said. .

A propused federal regulation, effective this spring, would cut off all federal luan
funds tu schools with defiult rates of greater than 25 percent and reduce federal
loan funds for schools with rates between 10 and 25 percent.

Mattos said SOSC's default rate was 8 91 percent, as of June 30, 1981.

Other Oregon schouls had the fullowing default rates as of June 30, 1981 Univer-
sity of Oregon—7.94 percent, WOSC—10.62 percent, PSU—13.3 percent, Linn-
Renton Community College--1¢.8 percent,

[ think that the students who attead Oregon State are responsible students,”
Pahre suid, referring tu the low default rate at OSU. “They are highly employable
;pon graduativn, and are able to get good-paying jobs, and su are careful to puy 1t

ack ’

“Students graduating in science and technical areas are more employable, also,”
he said,

Cooper agreed. .

“Students at OSU are more technical and serivus about schuol. Thuse type of
people are mose likely to get o high-paying jub and be able to irepay their Joans)y,”
Cooper said . :

He suggested that the low loan default rate at OIT may be because of its success-
ful job placement record: .

‘We've always kept it default rates under 10 percent,” sard Jake Pattersun, OIT
business otfice manager, “due to a combination of a lot of things.”

Among those ‘things” 15 the ability to remain in contact with students after grad
Udation, a suwessful luan repay ment wollection system and a record of good job place-
ment, Patterson said.

Payment on the NDSL must begin between sin and niie munths after leaving
school, Pahre said, unless a deferrment can be made.

The interest rate on ecach NDSL is 5 percent and alsu begins sin months after
leaviny school, he said X

OSU sets luan repay ments to be completed within [0 years, hence a-monthly pay-
ment vn a 85,000 NDSL would by approsimately 330, Couper said But he added that
payments vary according to the size of the original loan

4




‘OVERSIGHT ON CURRENT STATUS AND ADMIN-
ISTRATION OF FEDERAL STUDENT ASSIST-
ANCE PROGRAMS

WEDNE_SDAY,- FEBRUARY 3, 1982
- Housk oF REPRESENTATIVES,
SUBCOMMITTEE ON POSTSECONDARY EDUCATION,
COMMITTEE ON-EDUCATION AND LABOR,
Washington, D.C,

The subcommittee met, pursuant to call, at 10 am. in room
2261, Rayburn House Office Building, Hon. Paul Simon (chairman
of the subcommittee) presiding.

Erd l;llembers present: Representatives Simon, Peyser, Weiss, and
rdahl.

Staff présent: William A. Blakey, counsel.

Mr. Simon. The Subcommittee on Postsecondary Education today
continues its oversight hearings on the major Federal student as-
sistance programs. We will hear from representatives of the Gener-
al Accounting Office regarding their recent reports on satisfactory
academic progress, the effectiveness of institutional repayment and
wllection practices in the national direct student loen [NDSL] pro-
gram, and the Department of Education’s management of the guar-
anteed student loan [GSL] program. ‘

We will also hear from two college presidents who are buildiag a
successful record of collecting ND§L_ loans. I hope their testi .ny
can provide some useful advice to others who may be adversely af-
fected by the Department's new “due diligence” regulations. Rever-
end Weiss, I understand, will be commenting on these regulations.

This brings me to my final point. While I favor doing everything
we -can ‘'to improve institutional collection efforts, I am concerned
that we not penalize the current generation of college students—or
the next generation—because an institution is not making a satis-
factory effort to collect overdue or defaulted NDSL loans.

When capital contributions are reduced, students are denied
loans. The school suffers, but only indirectly. Students pay a high
price for lack of institutional effort and for the sins of their pred-
ecessors. .

Let me just add one final point. As far as the chairman is con-
cerned, and I think I speak for the majority on this subcommittee,
what we are interested in is the effective implementation of these
programs.

We are not interested in cutting them off. If institutions should
be punished in some way, the students. who need the loans should
not be punished in the process.

(a7 , :
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I am very pleased to have as our witnesses Gregory J, Ahart, the
Director of the Human Resources Division of the General Account-
ing Office, accompanied by Alfred P. Shane, Alfred R. Schnupp,
and-Frankie Fulton.

I am pleased to have you here and you may proceed.

STATEMENT OF GREGORY J. AHART, DIRECTOR, HUMAN RE-
SOUREES DIVISION, GENERAL ACCOUNTING OFFICE, ACCOM-
PANIED BY ALFRED P. SHANE, ALFRED R. SCHNUPP, AND
FRANKIE FULTON
Mr. Auart. Thank you, Mr. Chairman, I would, with your per-

mission, like to file my full statement for the record.

We are pleased to be_here this morning to discuss three reports
of GAO concerning the academic progress standards for students
receiving Federal financial aid; the collection of defaulted national
direct student loans and the guaranteed student loan information
system.

Cur report on the need for tougher academic progress standards,
which was dated December 3, 1981, concerns programs adminis-
tered by the Department of Education, of the Veterans Administra-
tion, and the social security Administration. These programs pro-
vided about 6 % billion of aid during fiscal year 1980 to students.

We reviewe the transcripts and financial aid records of alinost
8,000 students randomly selected out of a universe of 49,250 aid re-
cipients at 20 schools in 12 States. The schools represent a broad
cross-section of higher education, considering type, support, educa-
tional purpose, and location.

An effective academic progress . ‘andard should accurately meas-
ure both the guality of the student’s work and the rate of progress
toward a definite educational goal, and include reasonable and con-
sistent requirements for such factors as grade point average, non-
punitive grades which ao not affect the GPA or count toward pro-
gram completion, the rate of movement toward coiapletion of a
course of study, and related elements.

In our opinion, an academic progress standard which does not
consider these factors does not adequately measure progress, even
though it may be in-teehnical compliance with Federal regulations.

VA, which provides education and training benefits to veterans
and eligible dependents, requires each participating institution to
have VA-approved standards of progress and to enforce certain re-
quirements set by law and regulation.

The Department of Education, which provides aid under several
programs, leaves the determination of academic progress largely to
the institutions themselves.

SSA, which provides benefits to children of deceased, retired, or
disabled social security contributors, has established no academic
Progress standard since the Social Security Act requires only that

eligible students attend school full time,

" The standards in effect at the schools we visit 1 were often not

adequate. Many students’ grades were low and ‘ten inflated by

the overuse of nonpunitive grades. Progress tow rd educational
goals was often slow and, in some cases, virtually impossible to de-

" termine.
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Institutions generally use the grade point average as a key indi-
cator of academic quality. Tu graduate, a student would normally
have to attain a C average, or a grade point average of 2.0 on a 4.0,
scale, but institutions requently allow students to maintain grade
point averages below 2.0, particularly during the first few terms.

Many students receiving aid at the schools we visited had cumu-
lative grade point averages well below graduation requirements.
For example, almost 20 percent of the Pell grant recipients and
23.1 percent of the SSA recipients had cumulative averages below
2.0. About 9.5 percent and 10.8 percent, respegtively, had averages
below 1.3, the equivalent of a D-plus. Fewer VA students had low
averages, with 12.4 percent having grade point averages below 2.0
and 3.5 percent below 1.5. !

The concept of satisfactory academic progress include quantita-
tive as well as qualitative standards. That is, the student should be
moving toward an educational goal at a reasonable rate. ’

The agencies included in our review did not specifically require
such quantitative measures and only 10 of the 20 schools visited
had them. The absence of such standards can lead to students re-
mainmg 1 school with financial aid for a long time, particularly
under the Pell grant program where there is no limit on the
number of school terms for which financial aid can be provided.

For example, one student had been enrolled for 5 years, receiving
inore than 34,200 in Pell grants, but was academically a second-
quarter sophomore. Some students had been in school up to eight
academic years. .

There is no benefit to setting either qualitative or quantitative
standards if an institution does not enforce them, We found, how-
ever, that 9 of the 20 institutions we visited were not fully enforc-
ing their published standards.

At the nine schools, we estimated overpayments of about $1.3
million to recipients of Department of Education aid. We did not
project overpayments for VA, .
. A student at a private 4-year college, for example, recejved
$15,587 in Department of Education aid over a 5-year period, earn-
ing 65 semester hours with a 1.35 grade point.average. Had the aid
been terminated after 2 years, as required by the school’s standard,
$9,136 in aid could have been saved.

We believe a uniform Federal policy for academic progres. stand-
ards 1s needed. Although standards set by existing VA legi-lation
and regulations are generally adequate, VA does need standards
for the rate at which a student is progressing.

Additional requirements are especially important for the Depart-
ment of Education, since the Pell ;rant is available to a qualify ‘ng
student for as long as it takes to get a degree.

We believe that changes to the authorizing legislation and pro-
gram regulations to strengthen academic progress requiremente
would result in savings in Federal funds now being paid to stu-
dents who are not making satisfactory progress, fewer differences
in Federal requirements encountered by institutions in establishing
standards for students under the three programs, and better coorgi
nation of Federal efforts to establish and monitot enforcement o!
academnic progress requirements.. g
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I our report, we recommended that the Congress enact ‘legisla-
tion to require salisfactory academic progress for SSA student aid'
recipients, and to authorize the Departments of Health and Human
Services and Education to issue regulations setting forth general
standards_for institutions to follow in establishing such academic
progress standards. .

We recommended also that, in iscuing regulations on academic
progress, the Secretaries of HHS and Education consider a number
of factors similar to those now in effect for VA students.

We recommended that the Administrator of VA require institu-
tion< to include quantitative measurements for academic progress.

Fi.ally, we recommended that the Director of OMB ensure co-
ordination by the other three agencies in setting and enforcing re-
quirements on academic progress.

OMB generally agreed with our recommendations. HHS did also,
but questioned the usefulness of implementing standards for its
program, which is being phased out. VA did not agree with our rec-
ommendation, claiming it would be unworkahle and an administra-
tive burden. Fducation has not commented on our recommenda-
tions.

But I understand they did inform the subcommittee last week
that they are in geneial agreement with and are moving to pursu-
ing regulations.

Turning now to our report for the need of stronger actions to re-
cover defaulted national direct student loans, dated September 30,
1981, since this program began in 1958, nearly $5 billion in Federal
funds have supported loans to about 11 million students.

The program has been plagued by high default rates. The default
rate as of June 30, 1980 was 16.3 percent, with outstanding de-
faulted loan balances in excess of $830 million. Nearly 1,200 schools
had default rates of 20 percent or higher; 315 schools had default
rates exceeding 41 percent.

Our review focused on determining how well schools are carrying
out their responsibilities for administering and collecting student
loans and identifying Department of Education actions for collect-
ing defaulted loans forwarded to it by participating schools.

We visited-seven schools in the Midwest with default rates rang-
ing from 5.9 to 63.1 percent and obtained information on about 600
defaulted loans. Six of these schools had default rates exceeding 20
percent. The seven schools were judgmentally sampled; therefore,
the observations on loan collection procedures relate only to these
schools. .

We also obtained information on defaults and collections for 33
other schools in the same geographical area, that is the Midwest,
with default rates exceeding 20 percent.

Schools are responsible for making loans and collect. g repay-
ments either themselves or through agents. Department vegula-
tions require schools to be diligent and forceful in administ. ring
and collecting student loans.

The seven schools we visited did not fully comply with Educa-
tion's loan co:lection procedures. Though they generally did an ade-
quate job sending bills and collection letters, improvements were
needed in other areas. For example:

El
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Some schools were remiss in counseling borrowers and maintain-
ing contact with them. : .
ost of the schools had problems locating borrowers with whom
they had lost contact.
Schools ofterr did not refer accounts quickly to collection agen-
cies, monitor the status of accounts referred, and determine the col-

lection agencies’ success.*
‘The seven schools had been reluctant to sue borrowers to collect
. defaulted-loans. . ;

p Several school officials believed that referring names of defaulted
borrowers to credit bureaus could aid in collecting defaulted loans
by providing an incentive for repayment, but under the Family
Rights and Privacy Act according to Education, there were only
limited situations -in which a credit bureau would be authorized to
disclose information about a defaulted loan to a third party.

Education has since obtained a legal reinterpretation of the act.
Credit bureaus can_now enter student loan information into the
credit information mainstream as they would any other credit in-
formation. -

Schools are permitted to forward loans to Department of Educa-
tion for collection. As of September 15, 1979, Education had re-

. ceived about 240,000 defaulted loans with outstanding loan bal-
ances of nearly $215 million. Through March 1381, it had collected
$5.8 million, most since December 1980.

Many of the loans turned over to Education by schools we visited
were in default for a number of years, which could make collection
difficult. By law, loans must be in default for at least 2 years before
they can be turned over, School officials and Department regional
office collection officials believed that forwarding defaulted loans to
Education sooner could help to increase collections.

Education plans to reduce the number of its collectors from 955
to 250 by early 1982, and to cortract out collections of defaulted
lcanlf. I understand they discussed this with the subcommittee last
week, . -

A Department task force study and a contracted study concluded
that use of private collection agencies would be at least as cost-ef-
fective as the use of departmental collectors. -

However, the statistics contained in these studies do not conclu-
sively support that contention. The contracted study's cost data in-
dicated that the collection efforts in one Education region were
clearly outstanding aad could not be duplicated by a private con-

N tractor.

» . To strengthen collection activities of the program, we recom-
mended that the Secretary require schools to comply with the De-
gartment‘s loan collection procedures, particularly with respect to

ringing suit against defaulted borrowers and submitting defaulted

. loans more quickly to collection agencies; require schools to moni-

tor results of collection agencies’ actions; establish an acceptable

default rate and suspend from the program or withhold I"deral
funds from schools that exceed the established default rate; devcr-
mine whether submjssions of national direct student loans to Edu-
cation for collection earlier than the statutory 2-year time limit
would be beneficial to collection efforts, and if so, conside: propos-
ing legislation to allow schools to submit defaulted loans as soon as
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possihle after completion of required collection activities; advise
schools and credit bureaus of Education’s reinterpretation of the
law that credit bureaus can redisclose student default data, and, fi-
nally, monitor the Department’s use of private collection agencies
to insure that their use is the most cost-effective means of collect-
ing defaulted student loans; any reassessment-should-consider_th
“collection program that was in place in Education’s San Francisco
region-that was returning approximately $6 for every $1 spent.

The Depaitment, in this case, agreed with most of our recom-
meéndations. -

Finally, I would like to turn to our report on the guaranteed stu-
dent loar information systém, which is dated September 24, 1981,
This report was requested by the Subcommittee on Intergovern-
mental Relations and Human Resources, House Committee on Gov-
ernment Operations, which was concerned over the lack of progress
in developing and operating an adequate automated information
system for processing transactions, maintaining financial accounts
and producing reports to operate and manage the Guaranteed Stu-
dent Loan program. ° .

This program guarantees loans from eligible lending institutions
to undergraduate and graduate college student in two ways: Insur-
ing the loans directly by the Federal Government, or reinsuring
loans insured by States—State agency loans.

In fiscal year 1980, the program, one, insured $504 million in
Federal loans and reinsured $4.3 million in State agency loans;
two, paid about $§130 million for defaulted Federal loans and $157
million for defaulted State agency loans; three, recovered about $40
million and 325 million in student loan Jefault collections from the
Federal and State programs, respectively, and, four, paid interest
and “special allowances” totaling about $1.1 billion to lenders for
both types of loans.

To keep track of and control this multibillion-dollar program, the
office maintains a computerized information system to process
most program transactions. This information system has been
plagued "with problems for years, and milliqns have been spent

_ trying to resolve them.

A major focus of our review was to determine the efforts «nd
plans to correct known deficiencies in the system.

To meet this objective we reviewed program activities at pro-
gram office headquarters in Washington, D.C., and at the three
Jargest regional offices,.San Francisco, Chicago, and Atlanta, to
learn how well the system was meeting the program’s needs, and:
interviewed a cross séctibn of information system managers and
users concerning what the program office had done and planned to
do about correcting these deficiencies.

We also contacted Stafe guaranty agencies in Virginia, Pennsyl-
vania, and New Jersey and obtained 52 student loan histories from
the States to check for instances of reinsurance iransactions that
conflicted with Federal regulations.

We concluded that the system continued to be deficient in ‘the
following four major areas:

First, State agency loans were automatically reinsured regardless
of whether the student was ‘qualified under the law and regula-
tions We determined that some loans to students who had exceed-

v’
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ed loan limits were being reinsured. One reason this could happen
was that State agencies did not have access to the program office
master loan file to detect possible program abuses, and even if they
did, such access would be of limited value because the file was in-
complete:

Second, the system paid lenders’ bills for interest and special al- a
lowances without validating them.

Third, the systcm did not rebill lenders for insurance premiums
when the lender did not pay the first bill:

And fourth, the system did not accumulate and report the guar-
anteed student loan program’s financial status in accordance with
the needs of the Department’s financial managers. ,

Furthermore, we found that the Department’s efforts to improve
the system featured a piecemeal approach to identifying deficien-
cies and attempting corrections. Under this approach, user needs
had not been fully identified and a system design had not been
fully completed prior to beginning to build the system.

We believe the Department should first determine the extent
and degree of the controls and accountability it wants to provide
for this program and then adopt the systematic process specified in
its own policies for the design, development, and operation of auto-
mated information systems.

This should include, first, comprehensively identifying what the
users of the guaranteed student loan system need from it; then,
translating such needs into design specifications.

Our report was discussed. with agency officials who expressed
general agreement with our findings, but stated that they had been
restricted in their efforts by limited resources.

That summarizes ou, statement, and we would be happy to re-
spond to any questions you or other members may have.

Mr. Simon. Thank you very much. Let me first ask you a ques-
tion that is not part of your assignment here and if 1 may ask you
something where you are not speaking for GAO, but speaking for
yourself. Obviously what Congress has intended is to provide access
to higher education for all Americans who want to have that
access. :

My fear is that we are starting to go away from that. You have
talked about collection processes and other things here, but the
most fundamental question is how do we most effectively and effi-
ciently guarantee that access to students? Now, you have looked at
a variety of programs and a variety of schools.

Do you have any reflections on the broader question?

Mr. Anarr. I think that is a very tough question, and I—the
Genera]l Accounting Office hus not made a study or reached any
conclusions as an institution on what is the most effective way to
do it. .

So, 1 wil! speuk in a personal sense in response to your invita-
+lon, based a lot on the work that I have done over the years and
familiarity with the programs. As you know, up until 1958, we did
very little in this area and then the national defense student loan
program came to be and not much morg was done at the Federal
level until 1965,

P
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Since that time, a lot of different programs have come into being,
some of them much more liberal than others in terms of gaining
access, some of which in my judgment were a little too liberal.

Families who could afford to put their children in college, were
given the advantage of a st&dent loan and subsidized interest rates
after that, which in my own personal judgment, given the needs of
.this country, is not a very good way to spend taxpayers’ money.

At the present time, with the amendments made this year, that
has been largely taken care of. We still hiave a rather substantial
number of programs which, again, I don’t think are terribly well-
articulated, one with the other in terms of coordination.

We did have I forget just the exact starting date, the student
beuefits under the Social Security Act. We studied that program
and issued a report in August of 1979 suggesting that program be
phased out in favor of a program which was more—in favor of a
program such as the Pell grants which wguld more directly be tar-
geted to those people who are not in a position to finance their edu-
cation directly. The Congress has seen fit to do that.

I am not at all sure that the Department of Education and the
budgetary problems has backfilled that on the other-side to make
sure Pell grants in sufficient amount would be available to meet
the needs of those needy children who would have been eligible for
social security previously, who might now resort and want to get
Pell grants and guaranteed student loans and so on to pursue
higher education.

I think the overall question is very dlfﬁcult J would say this: It
would secem to me in the context of what we were talking about

here in terms of academic progress and the default rate and-so.on.

and so forth, that we ought to couple the national ‘desire that has
been leglbldted in the last couple of decades to make sure that all

children and students, young men and women who want to seek an

education, have the financial means to do it.
" We have .o couple that with instilling in those scme students a
sense of responsibility. When they go for that kind of help from the
gcneral taxpayer, they should be, in fact, serious students and
want to gain an education. Acrdemic progress standards of the in-

stitutions which are coupler, with the Federal aid program ought to,

insure that we do the best we can to make-sure that they are there
to get an education and not to spend time to do wha*e\er they
want to do.

At the same time, where the program eligibility requirements
. are such that children are given the advantage of loans, I think we
need to do everything we can to instill in them,a(sehse ‘of responsi-
bility that that is-in fact a loan rather than agrant and they have
a responsibility to repay that.

I think the set of programs we presently have, you could ques-
tion, and people have, whéether or notsthe amounts available under
all of them are sufficient. And what should be the-cut points for
the availability of guaranteed student loans?

I think taken all together we have a lot of help out there for
people who really want an education, particularly those that are
willing to do a little to help .on their. own. That is a long answer,
Mr.-Chairman, it is a personal. answer.
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Mr. SimoN. [ was just probin% there. Let-me shift over to, first of
all, the academic side. The.old CI bill, post-World War II GI bill, as
I recall, required a maintenance of a C average after your second
yea. in school. . .
Is.that correct? Or my——

Mr. AHART. They had an academic requirement and I couldu’t -

attest to just exactly what it was, Mr. Chairman.
Mr. SiMoN. As you lock at—I notice you mentioned the VA pro-
. gram, something similar to the VA program you think s'npul(r be
-adgfte_d by the Department of Education? ', . Lo

r. AHART. We thinks<something similar to that should be adopt-

¢d by both the Department of Education and the social security
. __ program for as long as it continues to be in a phase-out mode. Yes;
cwetertainlydo, o - i w -

e don't think we ought to be putting ‘money out, taxpayers’
money out to. help students who are not really maintaining satis-
factory progress in the schools.

Mr. SiMoN. You say one sStudent had been enrolled for 5 years
receiving more than $4,200 from Pell grants and was academically

a second-quarter sophomore. It was a whisper, he says it must have ’

been a football flayer, I am sure from Minnesota, riol from Illinois.

Mr. AHarT. | think he would have lost his eligibility after 4
years, though, Mr. Chairman. I. might mention we do have just an
awful lot of examples of cases which I found quite shocking when I
saw them and, if a few of the members would be interested in hear-
ing some of them, just to perhaps get a'better perception of the
kind of things that were going on in these schools, we would be
hal?fy to detail them for you.

r. ~.MoN. Rather than detail, what percent would you say of
those receiving assistance fall in that category, from your study?

Mr. AHART. As far as the low grade point averages, I put it in the
statement, some indicators of that, about 20. percent of the Pell
grant people were below a C average and I think—I forget the
other percentage that was involved of the social security students,
a lesser amount. : % Ve

It is much more difficult to determine the academic progress part
of it. You almost have to-look in detail at the persbn’s grades and
how long they were in school, the individual records, which is what
we did to get some kind of a sense of what was involved.

And the same is tiue about the nonpunitive grades which people
received. We had schools that followed the policy that people could
withdraw from a .ourse even after the final exams without any
detriment to the grade point average.:

. So when. you look at grade point averages, you have to do that
with the under'standin% that depending on the school’s policies,
thefe may be an awful lot of courses which the student actually at-
tempted and did not complete and was not successful in, that did
ndt enter into the computation of their grade point average.

Mr. Simon. Would you care to characterize the institutions
where you found. this—I gather from your testimony that there was
a great disparity in institutions on this. Would it be true, as I
would anticipate that schools—for example, I am from a rural,
poor area, and schools that deal with rural poverty or inner city
poverty have greater problems than those, say, such as the Univer-

LA . 15
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sity of Illinois, which dedl with a more affluent, more articulate
group financially and academically?

Mr. AHART. I am not sure our study was designed to be very dis- *

criminating in that aspect. We did find problems in all different
types of schools, in varying dqgrees. I, would like to ask Mr. Fulton,
who was in charge of the study. He is from our Atlanta regional
office, and can give you some insight on whatever you would like—
what he thinks we could charactsrize along those lines from our
study. ) «

Mr. FuLTON. As Mr. Ahart said, there is no way to characterize
any particular type of school. We found the greater problems in
those schools that had open admission policies,and didn’t have re-
strictions on the types of students they were taking in.

That would not necessarily mean that they were rural students
or poor students, but we did not—for example—go into schools
such as the Ivy League schools and those which have admission
policies which by their nature are designed to take a higher per-
centage of highly qualified students.

Most of the schools that we saw that had a significant problem
had virtually an open admissions policy and had a policy that

opened their doors to students that had had problems even at the
- higl()) school level. . ' :

me of these schools might have also been in the TRIO pro-
grams, the special services programs, or may have had special stud-
1es program or regional programs of their own that they were offer-
ing at these schools. . - .
It is interesting to note that our statistics and grade point aver-
ages leave out those students who had. taken less than 20 hours,
because we tried to take out the imbalance of getting figures that

would catch. those students who had gone into the wrong school -

and the wrong programs. ——— % N .

We are dealing mostly with sophomorés or, second-quarter fresh-

men. . .
Mr. SimoN. If I may shift over to the NDSL default rate, the ad-
ministration is preposing that all schools with a 25-percent or
greater default rate, which is about 800 institutions, currently,
would not be eligible for additional NDSL funding.

From what you have observed, to what extent are we going to be
punishing stddents rather than institutions?

This is my concern, hKere. "y

Mr. Auart. I think that is hard to determine. We did, of course,
in our work suggest that there be a threshold established and an
institution who ran their program in a way where the default was
above whatever threshold was established be denied the opportuni-
ty of further participation in the program.

In doing that, I think we recogn’*~ that the national direct stu-
dent loan program is not the only ki..d of aid that students can get.
There is still the Pell grant, there is still the guaranteed student
loan program for the students eligible for that, perhaps work study
and other. things. ’

1 think it would be difficult in the case of students within a par-
ticular institution to make a judgment that they were—the extent
to which they might be penalized. They might end up payinf more
interest if ‘they go the guaranteed student loan route, for lack of
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) avmlablhty of the NDSL loan. These programs might have some in-
* fluence on the-efigibility or amount they could get out of the other

|
t © .programs,
L 1 wouldn't want to 2ssume that the students wou]d be deprived

entl.ely of a means to go to that mstntutnon, merely because the
Institution was dlsqua'hﬁed for_further partlcnpatlon in the NDSL
program.
~" Isthat a fair statement, Mr. Schnupp" ‘
Mr. Scunurp, Yes, sir. . :
" Mr.'SiMON, Mr, Weiss? - 7

Mr. Wegss. Thank you very much, Mr. Chairman. Mr. Ahart, in
_.coming to_your conclusions and recommendatlons, had you dis
"cusSed them with the educational community at all before putting
them down and’finalizing your decisions?

Mr. AHART. Are you talking——

Mr. Weiss. The educational 'standards aspect of it really.

Mr. AHART. We had discussions with the schools we have visited.
Let me ask Mr. Fulton to comment on the extent we may have dis-
cussed the recommendations with a larger representation of that
community? 3 ¢

Mr. FuLroN. At each of the schools vrsnted of course, we dis-
cussed not only the'significant findings at the individual school, we
also discussed the larger ramifications of it and what they saw as
being problems in this area.

I guess our primary contacts, were the National Association of
Studen®Financial Aid Directors and also the American Association
of Registrar Admission Officers which together nave written up a
_set of proposed regulations, self-regulatory guidelines for academnc

« ‘progress.

We had dnséussed those just in very general terms because our
report was In process at about the timg they were coming out with
their standards.

And in many of the thmgs that we were s_eemg in our report,
they go hand in hand with, the items that, fRey covered in their
guidelines. So we did dnscuss our standards and our proposals with
everyone represented in the community.

Mr. AuarT. I might mention along those lines that the statement
I have seen from the American Council on Education, which lays
out guidelines that it suggested schools use, did reference our study
in support of .the need for the academic comiaunity to better self-
regulate themselves in this aréna of academic progress.

So I think there is not disagreement between the academic com-
munity.and ourselves on the need to do a much better Job in thns
area.

Mr. Weiss. Given that, it seems to me that there may be a 51g
nificant difference between a self guide system and a mandated
system in the Federal Government. It seems to me that that would
run counter to our concerns historically about fiot having the Fed-
eral Government through the guise of p viding opportunities for
youngsters to attend college, or older people, getting in control over
standards, academic standards and curriculum and all of the other
problems that educational institutions have been concerned about

' over the years. ,  * .,

Q . - .
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And do you not see that this, in fact, may possibly.take us in
that direction?

Mr. AHART. I suppose that you could see som= kind of a dariger
there. At the same time, I think that the Ve rans’ Administra-
tion's experience where they do let the institutions develop their
own standards, they do look at those standards to see whether or
not they are reasonable, wh.ther they are real, that they reall
have some meaning to them, and they approve them, they still
leave the ipitiative with the academic institution to develop the
standards. .

I think the testimony last week by the Department of Education
before this subcommittee suggested that they would adopt a similar
approach requiring the schools to adopt a set of standards, at least
as stringent as whatever their accrediting agency has suggested as
standards. .

If they didn't, then they would suggest, require that they adopt
ones which were in keeping with statements such as the one put
out by the Council on Education.

I think that there is a dual thing that needs to be considered
here. I think there is a responsibility on the part of the Federal
Government in using the taxpayers' money for these aids to make
sure it is a real educational experience and that people are really
getting an educational experience if they are using taxpayers’
money to do it.

On the other side is the thing we almost all hold sacred, to have
academic freedom, and have schools in charge of their own educa-
tional programs. Those two come tcgether and obviously you can
raise and I can raise in my own mind some possible conflict be-
tween those two. .

If we try to get into stringent standards and have those stand-
ards such that they are contruiling the academic curr.culum, there
could be problems.

What we had in mind in our repo:t and what the Council on
Education had in mind with itself, and what the VA has in mind
and has been doing for a number of ycars, is not to interfere with
the structure or content or what that academic institution is offer-
ing, but to make sure that when we are providing financial aid it
isn't just the student showing up at the door and spending time
there and is entitled to taxpayer help. *

That is where it comes together. Obviously, there is—you can
pose some danger there, but I think if it is administered correctly, I
don't see any difficulty. I don't see that the academic community is
working on a different wavelength. * '

I think they see a need for better self-regulétion. .

Mr. Weiss. I think you indicated in response to a question of Mr.
Simon's that«about 20} percent of the schools were—correct me, that
is my recollection, 20 percent of them, in fact, engage in less than.
stric& adherence to academic standards for such students. Is that
true?

Mr. Anart. No, the 20 percent was the number of students that
were recipients of Pell grants that.fell below a C average. The per-
centage of the schools that we looked at, that either did not have
adequate standards in our judgment or which did not enforce the
standards they had was much higher than that.

CERIC 14,
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I think 10 out of the 20; is that right?

Mr. FuLton. Nine out of the 20.

Mr. AHART. We found they weren’t fully enforcing those that
they had. ' .

Mr. Wriss. Now, again, I think you indicated a word of caution
at the beginning that you had made judgmental decisions in select-
ing the schools that you had gone to study.

Mr. Anart. We looked at 20 schools in 12 States. You cannot pro-
ject the results of our sample to the Nation and say that is repre-
sentative of all of the schools. But within those schools, we random-
ly sampled the students, so you can project the results of our
review of the individual students referenced to all of the students
at those 20 schools.

Mr. SimoN. Would my colleague yield at this point?

Mr. Weiss. Yes.

Mr. SiMon. Did this include proprietary schools?

Mr. AHART. It included schools of all types, proprietary, State-
run, community-run, all different types.

Mr. Weiss. Again, it seems to me that in order to have some kind
of valid idea, on this side of the table as to what the extent of the
problem is, how many—what percentage of the academic institu-
tions of higher education werare talking about, we ought to have
some idea 'as to what thase 20 schools and-the 9 of those 20 schools
really represent.

If you projected them across a broad range, would it in fact mean
45 percent of all of the schools across the country are having those
problems? You say no, you can’t do that, does it then come to 3
percent? You ought to have some idea as to what the extent of the
prvoblem is, if we are going to be adopting some cures which may or
{na'/_not be appropriate, depending on what the extent of the prob-

em is,

Mr. AHART. Let me clarify what I did say. We cannot project it
scientifically. At the same time, we did make a judgmental sample,
basically in that we tried to include in our sample the 20 schools.

We tried to include schools in different geographic parts of the
country, different types of schools in terms of whether they were
State schaols or private schools, proprietary or otherwise.

We tried to design our sample judgmental to the—to be as near
as we can tell without doing a scientific sample for you, such as
taking a look at 300 schools, to be fairly representative of the uni-
verse. g

What we come up with—you can use your own judgments by
looking at the schools we went through and we will be glad to tell
you how we selected them—we are talking about more than 3 per-
centr of the schools having problems.

We are talking about probably somewhere in the ball park of
what we found, a significant number of schools that do have the
kinds of prgblems that we came up with. Whethe: it is 45 percent
or 50 per: or 60 percent or 35 percent, I don’t know.

But certainly, in that range.

Mr. WEiss. That is—regardless of who ultimately sets down the
guidelines, that is a fairly shocking indictment of the higher educa-
tional system of this country, isn't it?
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Mr. AHART. I think it has certainly been demonstrated to us and
I think it demonstrated to the American Council on Higher Educa-
tion that the academic community needs to do a much better job of
developing standards and policing those standards, a much better
job of self-regulation, yes.

Mr. WEiss. Then, the only other area that I want to touch on, "
Mr. Chairman, when. we had first listened to the Office of and De- .
partment of Education about their setting up a private referral |
system for collection agencies to collect on defaulted loans, the ar- ‘
gument as I recall was not that necessarily those private collection ﬂ
agencies would do a better, more effective job, but that they would |
do at least as good a job and since it is about equal, why not have
the private sector do it rather than the Government hiring addi-
tional people to do it?

Now, as I understand your testimony, you are suggesting on the
basis of at least some experience, that it may not necessarily be so
that the private sector collection agencies can do at least as good a
job as the public sector, that is the Government, in collecting on
those defaults. .

Is that an accurate recap?

Mr. AHaArr. I don't think we are saying one way or the other.

What we are suggesting is that as they go forward to the contracts |
which I understand have already been let and they turn loans over |
to the contractors, that they monitor the experience they have and ‘
make a judgment down the road as to whether that is the most |
cost-effective way to do it.

I don’t think we can answer straight out. There is one region, the
San. Francisco region, which did an exemplary joh of collecting
these loans. It was outstanding in terms of the other regions, much
better than the other regions, and it may well be that whether
‘used by private collection agencies or by the regional offices, the
techniques that they used could certainly be emulated.

Now, all we are suggesting is that they track their experience,
keep track of it and validate it, if they made the right judgment
, fine—or if not, reconsider. It is a difficult thing to measyre. I think
tas we pomted out the studies that were made in ‘some respects
‘were faulty, I think necessarily so. You can't be absolutely sure
which: is gomg to do the better job or most cost-effective job, par-
tlcularly in this case where the ones turned over to the private col-
lection agencies are ones where you have already failed to collect.

Somebody has already failed to collect. They failed to collect at
the school level before they get turned over to the Department. |
Perhaps someone failed to collect them there before they get
turned over fo the private collection agencies. In any comparison, ‘
you haye to give consideration to the possibility, at least, a strong
possibility that the difficulty of collection for the particular uni-
verse of loans is going to vary depending upon the age of them and W
who trléd to collect them before.

So it iis a tough one. All we are doing is suggesting that they
momtorland assess their experience under the contract mechanism.

Mr. Weiss. Is there any special reason w g' the San Francisco
regxon?wsas able to do such an outstandmg JOb Were they an aber-
ration?

IJ N
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Mr. AHART. Let me ask Mr. Schnupp to comment more specifical-
ly on that. . .

Mr. Scunupr. Sir, we had talked to officials at the Department of
Education and asked them why San Francisco was better. They ad-
vised us that they had not made any studies of the collection activi-
ties out there but they did.say that they felt that the collectors out
there were a-better group of collectors overall.

They were able to train the collectors much sooner than.some of
the other regions. The support systems were much better in that
region which aided in the .whole process of collecting the defaulted
loans turhed over.

Mr. WEiss. I don't understand what that means.

Mr. Scunurp. They had an ADP system in place earlier in San
Francisco, so rather than having to do a lot of manual handling
they were able to use part of this system to aid in the collection of
the defaulted loans. They were able to send out demand letters.

Also, I believe that one of the things that happened in the San
Francisco area was tha*t there was a U.S. attorney who was in-
volved in taking a numt _ of cases to court. This was highly publi-
cized and they believed .iat this also probably had an impact on
collections out there. . “

Mr. Weiss. We have been hearing over the course of the last
couple of years about how the Japanese in some way are able to
get more out of people who work in their industries than we or the
. rest of the world. I thought maybe we would come up with an area

of the United States where the Federal Government can get more
work out of its employees. But that is not what you are telling us?

Mr. AHART. | think just to sum it up, it sounds like it was a
better run operation, with people really giving some thought to the
different ways, the different techniques they could use to improve
collections, in contrast to some kind of innovations and initiatives
that were not taken in the regional offices, that is what it seems to
me.

Mr. WEiss. GAO comes up with no recommendations. You don't
suggest that we in fact try to replicate that. We are going to ignore
that as being an aberration.

Mr. AHART. We suggested that they do consider that, that the
Department of Education in assessing the experience under the
contract mechanism, give consideration to the San Francisco record
and to the techniques that they used there and try to capitalize on
those as much as they. can. v

Mr. Scunure. If I may add, that was part of our recommendation
that they study the San Francisco operation.

Mr. Wgiss. Thank you, Mr. Chairman.

Mr. SiMoN. Mr. Erdahl? ¢

Mr. ERpAHL. Just to follow up on our colleague from New York, I
would think that there seems to be some techniques that would be
transferable, because as you told us today, and we heard before
about the default rates there is a wide disparity in different schools
and different parts of the country. .

That brings to mind the question who is responsible for the col-
lection of the loans, for the student is responsible. Who is the right

agency?
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Mr. AHART. The responsibility is with the schools that adminis-

ters the program of the loans for that school. It is their basic re-

| sponsibility. When they have followed through and tried what they

| are supposed to try and failed, they are allowed after 2 years to

| turn them over to the Department, and the Department then takes
\ the responaibility to collect. . <

Mr. ERDAHL. Isn’t that 2-year default period or grace period too

long.

l\%r. AHART. Some people suggested to us that it was.

Mr. Erpant. I would think it would be too long. . 1

Mr. AHART. You have a tradeoff to make. If the prime responsi-
bility is with the school, I don’t know what the judgment would.-be
28 to how long we have to hold them to carry out the responsibility
before we take over that responsibility from them.

If you_allow them to make one try, and if they didn’t get paid,
turn it over, the Federal Gevernment would be involved in all of
them. I don't know what the t;“ifht cut point is. Maybe it should be
earlier and agai:., we suggested the Department of Education con- .
sider that and if they feel it would be advantageous to allow turn- 9
over under certain circumstances, that they propose legislation
which gives them that flexibility.

Mr. ErpaHL. One of the “tutions in our country that does a
rather good job of collec* ans are the banks. Shouldn't the
banks and financial instiv. .5 have some responsibility in collec-
tion? It seems to me that tiiey have a guarantee. We have a banker
yesterday and he implied that it wasn’t really a professional con-
cern, it was a concern of his as a taxpayer and individual. But
whether or not the student paid the loan back, they had a guaran-
tee 80 the banker always got his money. L

It seems to me that.we .could put some accountability in that
area as well. Would you comment on that?

Mr. AHaRT. Well, in the guaranteed student loan program as dis-
-tinguished from the National——

Mr. ErpanL. I am talking about the GSL.

Mr. AHart. Under GSL, the prime responsibility is with the
lending institution to effect collection and they do have I think a
somewhat better record than the national direct student Loan pro-
gram. But in the final analysis those are insured loans.

I think most banks fc..ow their ordinary thinking because per-
haps the Federal guarantee does not follow quite as far as they
would if they were not guaranteed. But they are, and in the final
analysis they can turn those over and collect the insurance on
them if they fail to make the collection in the normal course of \

" business.

Mr. ErpaHL. It aiz0 seems reasonable, as_you have told us and
your colleagues here, that we have some responsible standards. I
think you cited what the Veterans’ Administration has done and "
Chairman Simon mentioned about the GI bill. You bring up these
rather large instances.

1 wonder how really typical they might be of some person taking
a course—]I think one in your regort took an acco%{lting course five
times. Either that person should have gotten an A for tenacity or .
maybe he had an awful pretty teacher. I do not know. Whatever it
may be, it seems to me that is an abuse of the system.

Q
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We taik about some schoiﬁs being selective, they take only ihe
top students in the first place, some of the private colleges do that,
others I guess give the kids a right to flunk, give them a chance.

I kind of like that idea & open enrollment..But how long do we
go, past the sophomore year or something? It seems to me we
should expect some type of a uniform standard to see that these
pecple are not professional students. That is not what the program
was intended to be. I think your points on that give us a challenge
we should work on. :

Also, in another area you mentioned abcut contracting out to col-
lection agencies, and also I believe you mentioned, Mr. Ahart, that
a certain number, if we use a term around town, in the area of col-
lection, were being RIF'd. ' .

OBY)hat is this number you said, personnel going from 900-down to
4007

Mr. AHART. We are going down from 900 to 250, I believe.

Mr. ErpanL. Would that slack he made up by contracting these
out to the collection agencies, tothe bill collectors?

Mr. AHarT. Basically that is the case. It would be a function to
be done in the private sector under contract.

Mr. ErpaHL. I know there is a great impetus in this towpn to do
everything in the private seclor. But it seems to me as you have
told us today, we have had examples in the west coast, the San
Francisco office, we have some information about schools having
records of 5-percent defaults, others over 41 perceat, so obviously
the techniques, the mechanism is there. v

I just wonder, as a Federal agency, if we are being penny-wise
and pound-f.ulish. Going back in this area, personally I have a
little difficulty—I speak as one mem. .r of the vommittee—saying
we should turn this over to some collection agencies. Some of them
are obviously very responsible. All of us know I think others have
acted in an unresponsible, threatening, harassing way. I am not
sure our taxpayers should be funding that type of operation. I am
not trying to impugn collection dgencies as such,

Mr. AHART. I am not pagsonally familiar with the contractual
terms, in terms of how thes¢ tollection agencies need to continue
themselves to carry out this function. I would assume that the con-
tract—Mr. Schnupp might have some comments on it--that we are
getting responsible contractors to carry out this function. I think it
15 a judgment and obviously it is, between differer:t philosophies as
to how many functions and what kind of functions ought to be
done with Federal employees as opposed to being uone under con-
tract.

I certainly do not want to referee that one. That question has
been atound for a long time. Sometimes cost is the ve:y basic con-
sideration, sometimes it is not as important a considera.ion. In this

articular case, contracts have in fact been let. They ware let in

cember. I think last week they started turning the case.: over to
them. 2
Mr. ErpanL. If I could interrupt, what percentage is the norim, if

‘you are aware, what percentage under contract does the colle~tion

agency keep? Do they keep a fee, a certain percentage?
Mr, AHART. They do. This is contracted for each of the three re-
gions separately, the three regions that are the collection points.
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In one of those contraets, I think the amount is going to be 38
percent; the other, I think it is %zing to be around 24 percent. That
will be the amount which will be kept by the collection agency to
reimburse them and compensate them for their services.

I think the Office of Education has come up with a kind of a: 2r-
age number of around 29 percent for all of the contracting togeth-
er.

Mr. SiMoN. If my colleague would yield?

Mr. ErpaHL. Of course I yield to the chairman.

Mr. Simon. I think, in fairness to the department, we have cre-
ated this problem to some extent, We mandated when we created
the Department of Education that they had to get rid of 500 em-
ployees and they had folook around “Where can we get rid of 500
employees?”

"Mr. ERpAHL. And they hire 500 consultants.

Mr. SimoN. Well, that is your comment, but I think we put the
Department in a very awkward situation. My guess is we might
meet with the leaders of the Department and privately they might
very well agree with the sentiments being expressed around here’
But they had to make a choice of where they were going to.get rid
of some people. Even though other people are put on on a contrac-
tual basis, they had to meet the legal obligation. '

Thank you. » .

Mr. ErpaHL. Thank you, Mr. Chairman, for sharing that. [ think
it is a valid point. . .

One more question. I do not know if it comes into any of your
reports here, Mr. Ahart, but we have heard, and I am not a lawyer
familiar with all of the ramifications, but what about using the IRS
as a collection agency, if I could use that broad term to describe
them, sometimes?

Mr. AHART. Well, I do not know whether you would want to get
the IRS into the businese of collecting student loans. .

Mr. ErpaHL. I do not mean abdut collecting them, I mean pro-
vide the inform ition on students.

Mr. AHART. We have had discussions in the past, I think some
programs do use it, are authorized to use the IRS as a locater, in
other words, to find out where a person is. I think some use has
been made in the past, ] am not currently familiar with exactly
where that stands. Perhaps one of my colleagues does with respect
to the student loan programs.

With taxpayer information, the Congress has always had the at-
titude that taxpayer information as such is very privileged data. I
think that is correct. Everybody tends to resist, properly so, using
the tax-collecting mechanism as a means to get at a lot of other
kind of problems they would like to get at. *

I think Congress should be wary of allowing access to this pro-
gram or that program. I think in some cases it makes a lot of sense
where someone owes the Federal Government money, they would
be able to find out where that person is.

Mr. ErpaHL. That is my point.

I think we do get into a dangerous area if people get some assist-
ance, tax refund, and we say you are getting a refund and you also
owe the government a student loan. Some people say let's get at it
that way.

4
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I have uneasy feelings of where that might lead. But I think as a
locater some of these schools, most of us have gone to a school or
‘two, they keep track of the alumna when they want donations to
their school.

-Mr. Auart;"Mine do.

Mr. ErparL. I would think they would keep track of their gradu-
ates for purposes of collecting as well. .

Thank you very much. .

Mir. AHART. Part of that, if I might just comment, part of that is
a problem, some of the schools are a little bit reluctant about let-
ters to alumni from whom they are also trying to collect donations.

Mr. ErpanL. Thank you. !

Mr. SiMoN. Mr. Peyser?

Mr. PEYserR Thank you, Mr. Chairman.

Mr. Ahart, in one way the testimony that you have given in writ-
ten form is disturbing, and I thiak that is your job basically, as
long as it is accurately. reflecting a condition that exists in the
country on this ntatter of both adequacies of educational require-
ments being met, to report repayment of loans, and the losses to
the Government. e )

You have made certain judgments on this, you say, and I would
like to be able to imake the same judgments as you did.

I would like to, first of all, know what schools were involved in
this process.

Mr. AHART. We can detail those. They are listed in our report.

Mr. Pevser Is that report available. right here with the list of
other schools? I did not see it. '

Mr. AHART. I can show you a copy.

Mr. ErpaHL. If the gentleman will yield', I was also looking
partly out of curiosity. You mentioned soine midwest schools had a
pretty good record. I was curious which ones they were. I did not
find it in the report. _ .

Mr. PevseR I am hopeful we are going to get that. I did not see it
either. ..

Mr. AHART. On the academic progress standards report, we do
list the schools in the report, on page 31 of that report. I do not
know if you have it there. We list the seven 4-year public schools,
4-year private-schools; six 2-year public schools; one 2-vear private
school, a public vocational and a proprietary school.

If you like, I can read those out or you can glance at it.

Mr. Peyser This is on page 31, “Institutions Visited During
Review.”

As I am making a rapid run through this, I fiud it hard to be-
lieve, but I do not see any northeastern schools listed at all here. Is
there any partcular reason there is no school from the Northeast?

Mr. AHART Let me glance down the list. It does not appear any
of them are in the northeastern part, of the country. There are
some in the Eastern site. I guess the closest one would te——

Mr. Peyser As I am looking I see Alabama, Idaho, Kentucky,
Florida, {Georgia, llinois, Georgia, Missouri, Ohio, Florida, Oregon,
Ohio, Illinois, South Carolina, Indiana, Georgia.

" Georgia wins the ball game as far as the number of schools that
you have looked at in doing thisuprogram.

.b O!
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First of all, I am wondering how do you take this as a repre-
sentative listing around the country? 1 see practically no western
schools, no northeastern schools, and I am wondering why this is
the kind of list you think is appropriate.

Mr. AHART. We tried to get schools representative by type of
school, we tried to get some geographic dispersion, although if you
are only gb(;ing to pick 20 schools, it is hard to get a sample that
could not be quarreled with. ,

One of our considerations was obviously the economy of making
the, study itself. We did have the Seattle office involved in the
study, out of-our regional office.

Mr. Fulton was one of the principals. There was a tendency to
try to minimize our travel costs as well in visiting these schools,
and soon. .. -

I would if you like, Mr. Peyser, ask Mr. Fulton, who was involved
in the study design and the sample of the schools, to detail for you
the considerations and why we feel it was a useful judgmental
sample in terms of trying to get a sense of conditions, even though
we readily admit it was not a sample that was scientifically de-
signed so that we could project the results with scientific validity to
the nation as a whole. ,

Mr. Pryser. I am having a problem with this, because what you

are saying, I can just see the report.in the media of a condemna-
tion of these programs based on schools that are not paying any
‘attention to educational requirements when you say under the Pell
grants 20 percent of the Pell grant recipients anc nearly 45 percent
of the schools are not really paying any attention to acalemic re-
quirements.
"~ I'looked through this and I find, for instance, in the 2 year public
schools and private schools nearly 50 percent of them are southern
schools in just three districts. Now I do not think—in fairness, Mr.
Chairman, I think that this kind of a report that is as sweeping in
its statement as it is, that is confined to such a really comparative-
ly less than half of the representative schools in this country in
just my geographic area, really raises the question as to the valid-
ity or how much attention should be paid to this. And it is disturb-
ing to me.

I am delighted to know New York schools are not listed here. I
am sure some of them have problems. I would like to know about
it, but I would have to raise a serious question ‘on this type of a
report and I think any person in the education community looking
at this report would have to really raise the same kind of questions
based on the schools you visited, the areas that they ran and the
types of schools they are and, based on that, to pass a judgment on
,all schogls. :

Now, this list refers I gather to these schools here, just to the
academic requirement question?

Mr. AHART. Yes.

Mr. Peyser. Not to the repayment question or not to any of the
sother areas?

Mr. AHART. Yes.

Mr. PEYsER. So we do not confuse this at all, if you are dealing
with a guaranteed student loan section, you have raised some seri-
ous questions there also on the guaranteed student loan.

. o |
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* Only some of these students get help from more than one séurce.

They might have a Pell grant, they might be getting VA benefits, ’

as well as have a guaranteed student loan. So it is very difficult to
make distinctions on the academic standards between those.

But let mie ask Mr. Fulton and we will do what we can.

Mr Pevser. I would like to qualify that a little. I would be inter-
ested in knowing, for instanc , students on the guaranteed student
loan who have no other benefits as to what their academic infor-
mation in meeting those academic requirements would be and
those that are guaranteed student loans with other benefits.

Maybe there is something to be learned in that situation, be-
cause the problem I have with this report, one, as I have men-
tioned, is thamselection of the schools and the geographic distribu-
tion and types of schools; two is a broad brush that seems to impli-
cate all of these areas under the same problems and I do not think
they are under the same problems at all.

I'think in close examination, we already know that the repay-

ment rat2 dges not at all coincide with the national direct student
loan repaynient rate or the default rate. I think we would also find
out that the problem you are citing, and I think it is a problem
that ought to be addressed, dealing with the schools not paying any
attention to academic requirements and the results of the Peil
grant students as well is vort of being rolled into the whole pro-
gram dealing with guaranteed student lo.n as well, is a very mis-
leading thing. '
, L.hope that the media will very clearly define the differences be-
cause with the administration's present effort of basically slashing
the guaranteed student loan, eliminating graduate school students
from even qualification, all gets tied into this kind of a report,
which sort of says they are not entitled to it. “Look at what they
are doing.”

So I, one, would urge that this report be viewed, Mr. Chairman,
in"a very qualified way as being very Timited in its scope and very
limited in its area that it is reaching. Also we have to be very sure
that these areas that we“are discussing are separated and not

“rolled into one package as this whole student aid progrim is sort.of
a disaster, because I do not believe it is. And at that point I will

yield back my time. .

Mr. SimoN. Thank you, Mr. Peyser.

If I can just follow through and let me say we are grateful for
the contribution that you have made, I think it is a significant con-
tribution. I do think my colleagues make a point that we should be
cautious about generalizing. * " )

If I can have your attention, Mr. Peyser, I note the three schools
in Illinois all serve the East St. Louis, Ill., area, which is an area
that is the most troubled urban area by far in the State of Illinois,

one of the most troubled in the Nation by ary statistical gauge. To’

generalize on the basis of three schools serving East St. Louis, you

_do not get an accurate picture.

Let me say in fairness to these schools they are dealing with
people whe need special help and special assistance to be lifted. I
am not critical of those three schools when I say this, but I think
we have to be very careful before we assume a national picture on

.
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the basis of those three schools, at least where I have some immedi-
ate knowledge. 4 .

Mr. AHART. Could I comment on that?

o Mr. SiMON. Yes. -

Mr. AHART. | certainly agree with you, certainly we do not want
to condemn and we did not have the intention to cendemn every
school in the country. What we. tried to do is to pick sample
schools, judgmentally, tQ givé us a fgel for what was happening in
relation to the fact that we have the office of education, which in
effect says you set your,own standards and we do not worry about
it too much from that point on.

So you can generalize in the sense thut we have Federal pro-
grams which are operating which go to all kinds of different -
schools across this whole country, with billions of dollars going into

_support for the students in those schools, without a- Federal pres-
ence in terms of whether the schools have academic progress stand-
ards or, if they have them, whether or not they enfcrce them.

Now that, I think, is the central point of our report. If we are
going to have taxpayer money, Federal money support students
going to schools, we ought also I think to have a Federal, responsi-
bility to see to it that the schools do have academic progress stand-
ards and in fact enforce them. Now in that sequ- it can be general-

.'

-

ized. .
. Mr. SiMon. If I can just say, I do not suggest that we should not
. "be moving in this direction. I think your repott makes clgar that
we do have problems. I am concerned about the generalizing that
may take place as a result of a report like this, that looks like the
student loan and grant program, are just massively abused, which I
do not believe is the case. Where there are abuses, we have to
move on them, , :

Mr. WEeiss. Would you yield just 8 moment?

Mr. SiMoN. Yes.

.. Mr. Wgiss. We got into this area because I had asked, I think, as
to whether any conclusions could be drawn from the 20 schools
that were selected, whether in fact that 45-percent, 9 out of 20 you

" “had-said, were not adhering to their own standards.
1 wanted to know whether that reflected universities and col”
leges, educationa) institutions of%\igher learnipg acioss the coun-
try, was that 45 percent agross the board, was it 3 percent, could
you tell? '

I had anticipated that your response would be, because of the

~ mannerin which these schbols were selected, that really they were
only instructive as to the particular schools that were selected. In-
stead, you said that you. were comfortable in suggesting that these
were f@rly representative of schools across the country and that
you could draw the conclusion that there is the same percentage
roughly, 45, 50, 60 percent, across the country of all institutions of
higher learning. .

Now on ine iasis of what has developed in the questioning since _ .
then, I wonder whether in.fact you want to stick to that position,
since I think I heard you say somewhere along the line that one of
the bases on which the schools were selegted was the ease with .
which people on your staff could get to those schools because of  *

travel cost restrictions. . )

. "
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I heard that accurately, did I not? ° ¢

Mr. AHART. Yes. I think you heard maybe something I did not
state, if I said it I am sorry. {Vhat I tried to say, let me play it back

" “and see-how-it-compares with-the.discussion_we had.

I said we cannot, based on this judgmental sample, project with
any scientific precision the defree to which the problem exists. We
did make a judgmental samﬁ e, we tried to get different types of
schools in ditferent parts of the country, we did not try to get every
part of the country, I did not add that before; I think we can'.show
from'the sample, and reach a fairly valid conclusion that it is a sig-
nificant problem. - '

I'went on to say that I do not know whether it weculd be 30, per-
cent, 45 percent, 60 percent, based on this. But certainly it is sup-
port, at least in my mind, it is a significant problem that.from.the
standpoint of the thrust of this report 'that the Federal agencies
should have a means to see that the academic institutions do have
academic progress standards and are enforcing them; that it cer-
tainly is valid enough and precise enough to suggest that.that prob-
lem does in fact exist and, yes, in fact we should do something
about it. . '

. " Mr. Weiss. I know, but again the question——

Mr. AHART. I was not trying to suggest that 45 percent-or 30 per-

cent or 60 percent was the right number.

* Mr. WEiss. That is a little bit better.

The framework within which T asked the question was in order
for us to come up with a valid response, a va(lid answer. We ought .
to have some clear idea of the extent of the problem and I was con-.
cerned that orn the basis of the information that you gave us, of
these 20 schools, as given to uc, did not provide that kind of speci-
ficity. And as I understand your tes.imony at this point, you are in
essence now saying the same thing, that in fact—and correct me—
this is the conclusion I draw, that before I come up with any kind
of formula or regulations or law mandating anything on an));bo“dy, I
would really want to know a little bit more about what is happen-
. ing across-the-broad range of schools, perhaps scientifically select-

' ed, before we do that. I would like your response to that.

- Mr. AHART. Again, I do not think we are suggesting that the Fed-
eral Government gdefine exactly what any one individual school
ought to have. W¢ are suggesting that the Federal Government re-
quire that the school have some standards and that they be reason-®
able. There would obviously be room for variation.

If you have an open admisg.ons policy and the philosophy of that
institution is to give everyor.e a cﬁgnce to come in, certainly they
would not have the same academic requirements perhaps the first
years Harvard University would have to stay in that school. But
reasonable ones should be set by that school.

I do not think by any stretch of the imagination you'would have
one that would allow somebody to stay in school 5 years and prog-
ress to the point of being a second-quarter sophomore. Now it is in
that ball park someplace. - . )

I think again in terms as I answered the chairman, I think we
have sufficiently demonstrated in the educational community, who
I think agrees, and the Department of Education agrees, that the
problem is significant enough to worry about in the context of the

Q ‘ .
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billions of dollars that we are making available through the Feder-
o al Government to support students. We ought to have some assur-

ance that the institutions do have some academic progress stand-

ards and that they adhere to those academic progress standards.

Mr. Wesss. | do not want to go around again. It reminds me of
the story I-heard-when I was very young about the person who lost
a nickel and looks under the street light to find it, even though he
lost it on the corner, because it is brighter under the street light.

If. you are going to go out and investigate schools on the basis of
where your headquarters are located and where it is easier and
cheaper to get to, [ susm:ct that the answers you are going to come
up with may be cor- .uient and cheap, but they “ain't” going to be
accurate, :

Mr. AHART. | weuld not want you to misunderstand. We designed
the study to accomplish a purpose. The purpose was to see whether
or not the problem was significant enough to worry about.

Mr. Weiss. OK, I agree with you. It is a significant enough prob-
lem to worry about. )

Mr. Simon. If I may interrupt this dialog because we have some
othes witnesses.

Mr. Weiss. Thank you, Mr. Chairman.

Mr. SiMmoN. We appreciate your testimony and your contributions
here today. We also will be submitting some additional questions,
written questions we would like response to for:the record.

NDr. James J. Whalen, the president of Ithaca College of Ithaca,

Y.

Father Weiss, if you would want to join Dr. Whalen here. Father
Weiss is president of Rockhurst College in Kansas City.

Dr. Whalen, if we could hear fro‘n you first and both of you may
proceed as you wish. We can enter your statement in the record; if
you wish to summarize it it probably will save some time and we
can devbte more time to questions.

. STATEMENT OF JAMES J. WHALEN, PRESIDENT, ITHACA
: COLLEGE, ITHACA, N.Y.

Mr. WHALEN. Thank you very much, Mr. Chairman. I will try to
be brief. .

My full text has been submitted.

Mr. SimoN. It will be entered into the record.

Mr. WHaLEN. I do appreciate the opportunity to comment on the
administration of'the NDSL program at Ithaca College where I am
president. .

I am also chairman of the board of CICU, the independent col-
lege organization in New York State and speak on behalf of them. 1
have filed a full and detailed statement which you indicated will be
included in the record.

We at Ithaca_have had .a good experience in NDSL collection,
with our default rate ranging from slightly above 9 percent to
stightly below 6 percent in the past 5 years. Last year it was 6 per-
cent.

The reasons for this moderate default experience are a combina-
tion of several factors. “
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First, we are careful in the granting of loans. Our policy is to de-
velop individual financial aid packages which reflect the need and
ability of our students. We try to reserve loan dollars for students
who, though needy, are the most likely to be able to meet their ob-
ligations upon graduation. .

Second, we conduct an orientation process for loan recipients
thai spans their 4 years of college and culminates with a personal
exit interview which:-is -required- for -graduation. If they _do_not
attend that exit interview, they do not get a diploma. We then
employ our computer system to promptly generate bills and pay-
ment reminders. . .

When a borrower is more than 90 days in arrears, we use the
services of an agency specializing in debt collection by mail. If de-
fault seems apparent, we go to court, obtain judgments, and pros-
ecute. If prosecution is not successful, we then surrender the obli-

ation to the Federal Government in a timely manner, not years
ater, so that further collection attempts can be made.

Each aspect of our program reflects our belief that students have
serious obligations for the repayment of these loans and that we at
the institution have a responsibility to conduct the program in a
businesslike manner. In general I believe that application of these
steps, careful lending, borrower orientation, prompt billing, rigor-
ous collection efforts, and a willingness to relinquish bad paper to
the Government will be of help to other institutions with serious
default problems. - )

However, there is another factor which must be taken_into con-
sideration when examining institutions with default rates, high de-
fault rates. If an institution’s location and mission tend to foster
high enrollment of severely disadvantaged students, default on
NDSL loans will probably be difficult to avert.

The postcollege road for those who enter college with extreme
econiomic and educational disadvantage may be difficult. Their abil-
ity to repay loans on a timely basis is often hampered by problems
in obtaining employment at salaries sufficient to support them.

As you know, both the Department of Education and the Con-
gress are now considering proposals to reduce the NDSL default
rate nationally. While I believe these efforts to be extremely impor-
tant, I am quite concerned with their timing and substance.

The Department of Education in early January issued proposed
regulations to deal with high default rates which are scheduled to
become effective at the end of March. These regulations will, if en-
acted, have a serious effect on many institutions. The sanctions
against institutions experiencing high default include the follow-
ing, if the default rate is between 10 and 25 percent: The institu-
tion’s Federal capital contribution will be reduced by the percent-
age in default. If the default rate is above 25 percent, the Federal
capital contribution will be cut off completely.

hile the spirit of these draft regulations is wise, it is my view
that these new sanctions should be introduced gradually. It has
been my observation over the past years that attempts to pressure
institutions into improving NDSL collections have been sporadic.
The bark has been much more serious than the bite.
While the time is certainly here for some bite, institutions need

room to plan for reduction or elimination of the Federal capital.
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contribution. Proposing strict sanctions in January and implement-
ing them in March seems to me to be unwise.

Further, it should be kept in mind that reductions or elimination
of the Federal capital contribution are punitive in nature, but the
students in default and administrators responsible for poor collec-
tion experience will not really suffer from those reductions. Those
punished will be the young men and women who have not yet
begun their college careers.

IToxt Provided by ERI

I have detailed my final concern with-these draft reguiations in
my written testimony, but I would like to point dut briefly that de-
fault rates are calculated on the aggregate number of dollars in de-
fault. This means that an institution can have a poor history, re-
spond to new policy, vastly improve collections and still ‘be raany
years in the process of bringing its aggregate default rate below the
25 percent required for receipt of a Federal capital contribution.

I fear that the draft regulations as they now stand would act
somewhat like a debtor prison, once you get in, it is very difficult
to get out. .

In conclusion, I point out where, by intent or accident, over the
past 20 years a variety of methods of financial assistance have been
developed that speak to the variety of needs among college-bound
students. . - )

Some students are able to work and perform well academically.

Others cannot do both.

Some students can be expected to obtain employment upon grad-
uation which will make it possible to retire a heavy loan burden;
others cannot.

Some students are in college because we have a national policy
goal to break the cycle of educational and economic disadvantage
through access to postsecendary education. These students are the
target of a substantial direct investment in what might be referred
to as the society’s future well-being. :

In education and legislation we need to be concerned about rec-
ognizing the need to employ .various aid forms in this context of dif-
fering problems and abilities. As you consider these programs
during the coming weeks, 1 ho".2 you will not view them as a single
sum of money to be distributedl to college students, but that you
will examine the interrelationships and the extent to which they
make it possible for us to assist students in ways most likely to
result in educated and productive members of society.

I would add that it seems to me that the emphasis has been
placed on the defects, not on the tremendous good that has been
done for the students of this country. For each student who spends
5 years obtaining two quarters, as I heard this morning, we have
hundreds and hundreds of students who finish college in 3 years,
doing an outstanding job. ‘

Thank you for this opportunity to comment.

Mr. SimoN. Thank you very much, Dr. Whalen.

[Prepared statement of James J. Whalen follows:]
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! PREPARED STATEMENT OF JAMES J. WHALEY., PRESIDENT, ITHACA COLLEGE, ITHACA,
| .

|

1 want to begin my remarks by lh.ank!ng the Chairman and members of the

. .
subcommittee for providing m¢ an opgsortunily to address what 1 consider to be
an exlremcl}« npoctant i1ssue, lh;a National Dxrecl‘ Student Loan program and f{ts <
administration.

In the Chuirman's letter, he w.dicated that the tnvitation was extended be-~
Cuuse ny institution, Ithaa college, has a successful prograﬁo—r—;c;li;:uon of o *
National nm-’n Student Toans. W& do have a good program and for several .

vears have enjuycd consideiuble success in avotding default by those graduates

who bortowed money fiu. the College and the government through the NDSL pro=
gratn. ?

I want o first give you an tdea of what this program m;:ans to lthaca’s
students.  This year, we have approximately 4,500 undergraduates at Ithaca,
about 2,000 of whom are eligible for NDSL's. Of these, about 700 have recetved
National Direct Student Loans. Our loan volume for the 1980-81 year was over )
ene hall militon dollars. Our averagé loan was $1,100 with a low of $500 and
a high of $1,2%0.  You should note that in spite of the fact that the loan
cetling was increased to $1,500 annually 'a-nu $6,000 over four years, we have
retained an $1,2%0 annual and *$5,000 career loan ceiltng so that NDSL dollars

: .~ assist the largest number of students. Al

Since the program's establishment at the College, more than $10,000,000

has been loaned and $5,500,000 collected or cancelled. Our default rate for l'he

our default experience over the past § years.)

There are a number of factors which we constder responstble for this per~

pust year was 6.63%. (1 have for your conventience addended a ltst showing l
fermance. i
|
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First, Ithaca College has approached the use of the Na.llonal Direct Student
Loans as_a part of our financial aid package for incoming students in a very
careful manner. We tend to direct these dollars to siudents who comblne'i
genuine high nced with a probabtitty for academic success, special abilities and
talents and. a strong desire to attend the College. Consequently, these students
Bave a high_probability for success following graduation.

‘ 1 do nat want 10 suggest here that we lend NDSL funds to “low risk’
borrowers in the lradﬂngnahl‘mrkmg sense, for that is not the case.

In fact, el bmm’ly ‘for firancial atd in most instances would suggest%
“high risk™ in the banking senje. But we du take into serious consideration the
realistic posc bty 1hat ioan ricipients will be able and motivated to repay. '
we belteve that a motivated student is more likely to meet his or her obligations,
whether academie or finaucial, ‘ ’

A second factor 1n our loan granting process has to do with the extent of
a student's educational and economic disadvantage. Our most severely need’y
students are often young men and women who vlll‘benem greatly from their
educations but who come from familics with litile ability to help them following
graduation. 1t is our belief that we should minimize l‘he loan burden these
students will be asked to bear upon graduation. Accordingly, for these students.
we as a College combine direct grants, scholarships, work-study and state aid .
rather than relying upon substantial leans to finance their educations. *

A third factor in our lending procedure has to do with personal contact
between our financial aid staff and loan recipients. Throughout their college
careers, loan recipients are in contact with the staff regularly and the staff
reinforces the concepl, that o loan 15 an obllgalloﬁ which must be met.

¢ 1wl torn now 1o the matter of collection procedures. ' Prior to graduation,

every NDSL recipient s required lo ane'xd a personal exi( lnlervle\vl with a
Y

4 .
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member of the Latwar’s staiie H the student does not attend the tnterview,

the student does not receive a diploma.

At the time of the interview, the student {s advised of his or her total

NDSL obligation and presenied with a form show‘ing the optional payback plans,
the tnterest schedule and the payment schedule. The student m;y then choose to

repay the loan on a monihly or quarterly basts. The student is required, as

-

a part of this inferview, to 1omplelc a data sheet which gives us constderable
tnformation with which 10 truck the student in the event that he or she moves
without notifying us.

.

Mpen the expiration of the ninc-month grace period followtng graduation,
a first bilhng 15 generated by our computer. Happtly, the great majority of ’
our students rc!-pom.l wih 2 (heck. In the tnstance of those who do not, a
second n’cvntu.' s generdted 1n 30 days and a third tn 60 days. These nofl,ces
Inform the debto of his or her obligations and utge matntenance of a good
payment record.

If in 90 days the :!ebtor has not responded, the account is turned over to
ln’ agency which specializes {n debt collection through mail notiftcation. A
sertes of tailored letters, five in all, are sent at two week intervals and the
last letter ;dvxses that the maiter will be turned over to Counsel. (For your
informa'tlon. ! have addended copils of the billing notices, agreement data
forms, and letters of advice to this testimony.) ,

If this procedure d?cs not yield payment or an arrangement for payment,
we then proceed with formal legal “action. 1In New York State, College Counsel
handles litigation. Outside the state we employ the services of a collecuoyn
agency. We are quite scr;ous about this process. For example, our controller
advises me that b s12ndd four judgments.against-graduates-in default- last week.

This entire process is handled through the Bursar's office and s largely

mechanized. We employ one clerk and a few hours of student help to condn‘x_cl

Aruitoxt provided by Eic:
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collections. The cost of foutie account maintenance is about $20,000 per year.
The cost fer collection of accounts 1n arrears varies with the circumstances,
it should alse be noted that in accordance with the Federal legislations. —
csiabhshmg NDSL, wslitutions are permtted to surrcnc!c.r accounts in default to
the Federal government for collectien.  The rationale for this is \lhal the govern- °
ment may be more succes<ful than the tnstitution at collection. To do so how-

ever, removes thie loan revenue from the institution’s “loan podl" for future use.

p.

There 15 some reluctance. t belhieve, oif the part of some schools to surrender
this “bad paper”™ an any quantty, thereby reducing their loan pool permanently.
£+ 7 We. howevers believe that cur coltection procedurés are such that by the time
<urrender of the obhwations to the Federal government takes place, our pro-
bability of collection 1s quite low.  We a.50 feel that the students in default
<hould_net be pcrmlllvd to abrogate their responsibility to pay. Once our
approach 1s unsuccessful, we belteve the government should have the opportunity
s
to collect. 1In recent years, we have suriendered more than $108,000 in defaulted

e oot A %

loans to the government, which ts also a contributing factor to our relatively
.

<

low default rate. ' .

Now, | would stres< here that in the opinion of our confroller, financial
s1d officer and burwar, the rigorous collccl;on process is not u'\e only variable
responsible for our ra<peitable default rate, We believe that our success is
the result of the three elements of our program: first, careful utilization of
loan funds at the outset; sccond, the estabhishment of clear expectations at
the time of loan and upon graduation. and third, a prompt billing and rigorous
collection procedure.

1 am convinced that suae of the problems faced by instilutio;\s with high

—EJS;IQ{‘EL-{”}, be successfully dealt with through tmprovements of each of

A N [RS——
_____,_,_mcsuspocxwol‘-ﬂxvzr—pr:rm’m’—‘!. TG T am also concerned that some institutions,

-4 I
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because of the nature of ete—student ispulations, will envounter problems re-

gardless of the adequacy of 'progrum admimistration. I the great majority of o
student population is severely educanonally and ctonomically disadvantaoced,
then the d?faull rates within that pepulaten is wune 1o be extremely thtticult 1o
vontrol. This 1s a standard argument, not because 1 e casy o make or in-
tended to play upon your largesse, bul because 11 s g reabity,  hxpecting an
q_lmn_o_f_dfmy_cly‘ _d\_sadviqlggeq group of people to make pood™ on monthiy or quarterly
payments \,.:hen employment ts difftcult 10 obtain, :mcmploymcm extremelv high,
and entry level salartes low, seems unrealistic.
. 1 would like now lo wrn my thoughts to the matters of future Federal
policy wtth regar;d to NDSL collecttons, and in particular, to methods recentls
proposed to dea] with tnstituttons which do not enjoy the success rates lthaca
has expertenced.

As 1 know you are aware, considerable attention has been focused on high
default rates at institutions throughout the country. 1 kelieve that tlas nuer’mon
. is warranted and 1 belteve tt 1s tncumbent upon both governmentai and institu-

‘lional leaders 10 do something about high default rates. I am., however, quite )
concerned about the manner tn which this problem 1s to be addressed.
Last month the Education Department 1ssued draft regulations intended to
deal with the question of high NDSL default. These draft tegulations reflect o
. bill ‘introduced last sesston by the llonorable Marto Biagar.  1he provisions of
both the draft regulations and Congrcssr;mn Biaget's bill are tntended to solve
the default rate problem. Simply put, {f an msuluuor;'s defauit rate 1s tn '
excess of 10% but less than 25% a reduction will bc,madc tn the kederal Caputail

__"___Coulﬂbuﬁun’l'd’lﬁf;‘ﬁﬁsi'fund for the current year n some proportion of their
- .

13

total default rate. If an institution's default 1ate 1s tn excess of 25%, that

tnstitution will receive no Federal Capital Contribution.

El{fC‘ 21
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l‘h.xve two problems with this Sppresch as a method of resolving the de-
fault rate problem. The first has to do with just who ts actually pumsh‘(‘d by
such action. Individuals who arc in defatlt and institutional leaders who have
tolerated high default rates wili feel a “tipple offiel” from these measures.  But
the brunt of the punishment will be felis by young mén wisl women who have ol
yet enterdd i’h“esc |n;munons a 1 who, if properly sclected aml advised, may
be genuinely willing and able to repay their loans. 10 appears §o e that we
m.‘sy well be puntshing the wrong indivhluals with sach an approactie  Thes s
particularly concerning when we know that reductions in avatlable grant-in-aud
montes are certain to take place. It would scem more respensible to expand
and'properly admintster a sclf perpetuating loan program and make it just that,

self perpetuating.

A second matter of much copcern 1o me in the proposed regulations has to
do with the timtng of their tntroduction and the formula for their implementation.

! recognize that for the past several years, the ldacanion Department has
been struggling to resolve the high default rate problem ani hoes given consider-
able warming to institutions and « ffected come ancton. o bl ath
tnordinately high default rates.  But my obscrvabien is thai the cnfercement el
sanctions has not been rigerous enough to have made "believers” out of many
college admintstrators. While 1t 1s cerlauly time to got serious” about defaults,
new sanctions should be inireduced in a time frame which permits lnstitutions
likely to suffer major reductions or Eul-oﬁs, an opportunity to determine how
they will handle such changes in ard availability.  To announ.e such sanctions
in January and implement them in March scems most drastic.

The formula for sanctions 1n the draft regulations also scems quile pioble-
matic. lInstitutional default rates are calculated on the basis of the aggregat

number of dollars loaned which have come due, in relanionship to the aggregate

number of dollars {n default.

A FuiText provided by Eric "
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An institution may have experienced several years of “hlgh Jdetault rates

.o and that same institution may have also addressed the problem seriously and
made majér headway toward better collection.  But within the context of the
aggregate m'xmbers, the anstitution could be several years without further
Federal Capital Contributions under the proposed formuja.

Suppose that ll-hm:n Coilege had loaned $400.000 over the past ten years
and had $160,000 in default. The rate of dc:fnull woulc.l be 40 percent.  Then,
suppose that 1"haca revised its policies and procedures nn‘\\l in the followina year
on $40,000 loans comtng due, reduced its default rate to only five percent, The
aggregate default rate despite the improved performance, would be 36 percent.
If, for the next five ycars). $40,000 came duc cach year and the average defautlt
rate over the six-year period was only 8 percent, the a,gtepate default ratu‘
would remain at 28 percent, wiven the method of calculation. Despite vastly

¢ improved loan collection procedures and ﬁpcn‘ence. the institution would stiil
be dented any Federal Capital Contribution. 1 grust you can sce that such an
approach warrants some very scrious discussion before 1t is enacted.  In my
view,”it 15 somewhat reminiscent of the ancient debtor's prison., You courdn*t

get out until you paid your debis, but you couldn'f Pay your debts while you

o
were in the place because you couldn’t work. ',
In summary then, we at lthaca have been successful because we have been
[ 4
. . thoughtful in granting lodns, thorouah in out orrteniution of loan reciprents and
. . v
vigorous in our collection procedures. 1 believe these approaches will be of
some help at othar institutions but 1 da not believe they are an answer tor ail
institutions. 1 would call upon this comuiiter wink ollns members of Lonaress .
und the Education Departinent uy’ well, 1o temembet that ne twe et tional
wnstifutions, lLike no two constituents, wre ¢xaddly alike.  We have difiersat
student bodies,.draw from different communities of vastly different natures,
have diffevent fundamental missions and very different histories.
.
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N : ITHACA COLLEGE .
NATIONAL DIRECT STUDENT LOAN PROGRAM

¢ DEFAULT RATE -

1977 . 7.40% - »
’ . 1978 . 9.24%
1999 5.81%
1960 6.63% ° .
5 77 1981 7.54%

NOSL BILLING MESSAGES

eyt

+
First Payment Netice

The first payment on your student loan will be due in 45 days.,
Review statement and enclosure carefully to ensure that you
. receive ‘the full benefits allowed.

Current

@

An additional months interest will be charged on a1l payments

received a{}er (date) . v

30 Days Past Due

Delinquency Notice: You are presently delinquent on your account.
Please pay the amount of this statement.,

»

60 Days past Due /

You are presently 45 days delinquent oh your account. I1f .payment
is not received within 15 days, a hold will be placed on all requests
for information from the College, on your academic records, {ncluding
requests for transcripts.

e

90 Days past Dig— ~—— — -
United Compucred Collections five letter program

“
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ITHACA COLLEGE ¢ (/1 nin

Dete: lPr" 20, 1981
To: _ NOSL Sorrowers
From:  Jean A, mm /)0 *"":' %

Bursar’s Office, NOSL Section

Phone: 274-3132

. Qw

Re: NOSL Exit Interview Meetinas L - ‘
Our records {ndicate you are scheduled to araduate this semester. ".

Since you have received a Natiomal Direct Student Loan, you are required
to receive an Ex{t Interview prior to termination of your studfies; -

This interview is a review of the NDSL Act and includes a discussion of
provisions for postponements, deferments, cancellations and repayment
schedules. therefore, it is important that you-attend.

for your convenience. we have scheduled three group meetinas as follows:

Wednesday Aprill 29 at 3:00 p.m. Room™ T 101
‘Thursday April 30 at 2:00 p.m. Room T 101
Thursday April 30 at 7:00 p.m. Room F 101

Pléase plan to attend one of these meeti{ngas, since your diploma will be
held until the interview {s complete.



l : ~

¢ Sarratt, hobert 8.

" TRUUNT wympgn 40242 *
? . 14 UARTERLY PaymENT PLaN
L3 .
. JUE DaTg UNPAID AL, OF INTEkrsT PRIN, AFcU' T Tetey
PRINCIPAL DUE SUE PAYHENY
b emsseses o aevie & e e . e e e oaael BUE

6/ .1/ 82 3000,00 22,50 75,00 97,50
RIBVA ! 2925,00 21,54 7%,00 9"®, 0
N TRV T 250,00 2.2 13,00 94,36
; umn 2713,00. 20,01 75,90 BRI
(TR }] ~3700:00 « 20425 75,00 95,25
MR Y] '2625,00 19,69 18,00 96,69
. 2/ 1. 83 150,00 < 1%.1) 73,90 94,13
3/ 1/ 1875,90 18,56 75,00 93,%%
M 2400000 T ¥ ¢ 1s,0c 78,00 93,0¢.
9 17 % 2325,00 “17.44 15,00 92,44
12/ 1/ 84 22%0,07 16,80 75,00 o Vi,
IVRVAT 175,00 16,31 75,90 9{,31
8/ 1/ 83 2100.00 13,78 1%.06 97,78
8/ 1/ 83 2028,00 15,19 $,9¢ 9Ca 16
12/ 1/ €8 1950,00 YT ] 1000 £9,63
3 1/ 6 1875,00 ¢ la,06 75,00 be,nt
‘ 6/ 1/ 6h 1900,00 13,50 75,06 AL SC
8/ 17 ke 25,00 12.54 75,90 87,94
12/ 17 be 1\S0,00 y 12,08 75,00 [30%]]
M er 195,00 11,41 1500 T
[YRYP 1500,00 11,25 15,00 86,28
IJRYA L 1425,00 v 10,68 150 §5.09
12717 01 1350,00 10,13 L18.5¢ 501
3 17 1273,00 € 9,56 15,00 Eh,36
’ & 1/ & 1200,00 9,00 75,00 845,00
I JBYR]] 1125,00 [ Y 75,00 8044
171/ 08 1050,00 ,;.80 75,00 62,08
L IRV L 975,00 3 15,00 ., 82,2
6/ 1/ 89 900,00 6,78 8,590 .78
JN 8 1/ 8 825,00 619 75500 £1419
. 12/ 1/°% 759,00 8,63 L1540 - 60,63
31 % 675,00 o008 T80t 80400
¢/ ), ¢ * 600,00 6,50 75,00 19, 5¢C
< 91 % 525,00 3% 7590 AT
12/ 1/ %0 450,00 3,3 75,00 » I
¥ s 375,.¢0 2,8 75,00 . 1R
YR YA 300,00 2,28 75,00 - 17,28
v 225,004 1,49 15,00 T 76,68
127 17 $) <« 150,00 1,13 . 15,00 76,13
37 1/ 82 75,90 . 0,56 75,00 75,56
461,30 300,00 3461,20
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- ACYILE OF_NAT'ONAL DERIEY STORLNT LOAN PROVISIONS o

. e - i i - 7 G -4y

While o student at [thace Calleye. you Tiroant trom T Rational Bioeet ‘tukont Luan
Tond - 3 contributery proncas siomsared by this tollog wwd the duderal tavermment e
you will bugia to repdy this loan in the near (utuse , w woulet 13 1o authine fwdtes tion,
for making payment, cruserste awalifications fur el isent amlfor conte Hlation of peayments, .
reming you of your obligations, ond explain 10 yuu yuur rights, «¥e Sugyest you safequard this
review as_youady wish to refer te §t somettme in the futare.

[ncloses §s & statewent and master Carde  They wil) by sent ta you cwcry Lime o poyment
is Gua ond with special noticgs. Ihe Cureont statuy (total watstending) of your loun{s})
appears in.the boavs on the left-hand portion of vach statvscnt. 1he dewunt due appeers
on the right side with principal and interest, current od delinquent, detafled separately, o
Return the master card with poymeat as it will cxpedite processing.

A, EFP'L“M - your repaymcnt schedule brains nine coneLutive menths after you Cedse

te be at least 2 f-time student. These nine montht are & grace period during which no .
interest accrues and no paymant is due. Intercst heging fo.acCruc at the end of the grace

period and your first payment will be due one month loter {f you opt for a #onthly repayment

plan or theee manths later if on & quarterly plan.  Peyments may be deferred or postponed 1f

you quatify (refer te paragraphs § & 0.

1. Meathly installments - 120 equal paysents of principal and interest or
$15, whichever 13 grester. .

2. "Guarterly fnstallments - 40 equal payments of principal plus interest
on sutstanding balance or $45, whichever s greatec.

.

‘Interast {s compuled aL the rate of 3% rr annum on the outstanding balance. Outstanaing
intarest {s deducted from al) payments; resainder fs spulfed to principsl.

5. Deferment of Repayment - your repoyment schedule may be interrupted inttrtsl"ret for:

1. Any peried during which you are pursuing at least o half-tfne Course of .
stidy at an fnstitution of higher education. .
& . o .
2. A peried not to exceed three years during wnich you are & member of: . r
- .
l; U.S. Armed forces : . e
») Pesce Corps .
* c) VISIA
»
L4 ? Ine deferment form i on the reverse side of your statement. Fhis form must be filed
annually as 1oag as you clafm such sfatus. * T
[ m}m(gu_n%:% - when partial concellation (refer to paregreph D) is predicated
upon performance (i.e. teacher or militiry service). and when your repayment schedule Calls for
paymenty prior to the completion of the year of service, you are eligible for a postponement
of payment until the end of the service.yeir. The postponement form s also on the reverse
side of your statement. , )
0. Cancellation of nt - your 104n may be Cancelled fn part or in full if you quelify :
for one of categories Tisted below:
Yeorly Maximom
st Iype Rate Cancellable  Qualifications Action to be Faken
1)  Teacher . 101 50% 2) Loan granted prior o) A} begianing of service
to 2/V/ 12 year, complete reverse of
statement form (postpore-
ment section)
v b) Full-time tescher ) At end of service year
file completed form "Request
7o for Partial Cancellation®
c) for a complete ala-
deaic year
d) tn a pudblic or non-
profit elementary, se-
. condery school, or -
. cotluege N R
2)  leacher 152 1002 a-¢) Same as Numbor one  #-b) Same as Nusber one
ot d) }n a public or non- -
profit elementary or
secondary s¢hoal
>
. R . ‘
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Yearly Poximm
Mate Concollshle” Qualifications
¢) In a sgheel with »
Nigh concentration of
/ students frem low-in-
come fomilies (deter-
ained by U.5, Commis- <
sioner af fqu ution),
or for teaching handi-

‘capped children
15-302 100% €) Loan granted after
mnin
fut) Some a3 umber twn
158 " 1008 e) Semr a3 MG three

Action te be Token

2-b) Same as Number ene

a-b) Same as Number ens

boc) Seme as Membir ene
¢) In-a head start pregram

2% 802 8) Loan granted between
UM 828 IN/T2

) Completed sne calendar

yoor of active duty in the

§ V.S, Armed ferces |

|

a+b) Seme a3 Number
one

s ] ;}Ili;;n granted efter €-b) Same as Number one |
b) Complated one calendar .
year of service in an eree ’
of hostilities ’
7)  Permenestly ST s a) Contact MOSL section, |
Disabled . Ithace Cellege, for details . 1
o 8)  Samkruptey - 100% 1) Seme o3 Numper six - {
N 9) Death - 1008 . o) Same o3 Nusber six
. -Prior to the ond of 2 year ¢f cancellsble service, o form will be sent which you must cem-
plate and have cortified. Part of Toan will be cancelled upon return of this fers previding
you have mot the

sancellable limits. Core should be taken to insure that the c%ﬁ!""
t‘% L{ as delinquency is determined from the. beginning, and not » |

"L Sopgle) Provistens sed/er Conditioh |

|

.- 1. Yeu are permitted to accalerste repaymant of yeur lesn, in girt-or in full, et 3

any time witheut pemelty. j

2. Vou ere roquired to keep the Metiomal Direct Student Loan section inferwed of . |

. . any change or changes of address. R . ‘
You are responsidle for ell attarneys fues and ether costs and charges necessary

for ‘cellection of. any amount net paid when due. .

4. In the avent you fail to meat a scheduled payment of any instaliment due on ‘\
your note(s), the entire unpaid delance including intcrest due and accrued |
shall, at the eptien of 1thace College, become immediately due and payadle. ,

§. Sheuld you net be eble te meet @ payment for any ressen, plesse keep us informed R
a8 we may be able te help you and avoid unnecessery legal action.

6. In Mew York State, minerity is not a defense for non-payment of loans granted
for educationa] purpeses.

. .
: We hepe this 1S a complete review ef ell the provisions of your National Direct Studert Loan.
. 1€ 1t is mot, or {f you are stil) confused, please contact us. Send all inquiries to.

. i
N NOSL Section -
Sursar's Office © .
. Ithaca College .
Ithacz, New York 14850 .

| )

LRI
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. INFORMATION QUCSTIONNAIRE
4 The follewing information {s needed to up-date our-records. Please complete this
questfonmatire. )
1) Neme: ) 1.0, 9
2) Sec. Sec. f: Dvr. Lic.: States | e,
} Hwber: e e
f

3) tHome Bank: Name:

—————— 4

Address: —ntt e & % wen s exexme veme men wn e
4) Credit Cords:  Name: N o Mumhees e
M P
5) Auto !msurance: .
Corrier: ,.. Policy Nomder: e e nmam
N S -, e  m———
6) Relative who will always koow your address: , -
Nome: - - —— o
Address: : . ’
s
7) Senior year room-mate:,
. .t
8) Close College Friends: —
g
9) Ithaca College professors with whom you arc \ikely to keep in touch,
L]
10) Plans for the next two yesrs: —
’
- — )
Signature ———. Oate
.
@« -
»
,
|
|
. |
. |
” " h
RIC vLoRR ‘
adad |
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ITHACA COLLEGE ﬁ{‘y..ﬁ ?5"1 i

MAIL TO; BURSAR S OFFICE o NDSL SECTION  ITHACA COLLEGE » STMACA, N 1 14850 » PHONE 274 3132

. ¢ . *
5 N ALL HANSAGIIONS I CEWED 10
’ - . TS DATR HAVE Il L AFILD
\ ' DATE
| * v .
| , Avulang NDSL omIR TotaL
|
- OIUNOQUTe T N
FANCIPAL
?
OLUNQUENT | |
. INTLREST
’ -
CURRENT
PANCIPAL
. ’ PRINCIPAL MNTEREST OUYSTANDING
. GALANCE BALANGE SALANCE
. CURRENT :
% INTEREST
’ [T
+] o1mn
) » e .

T Wilet 1O DAY 'M LAl
TRTAUT AL AT Toet ANOVNT

[ 4
VAR CCES PaTANE 10 ITHACA COLLEGE - NDSL FUND

, 10 onsute pranpt sy m“fﬂ"»"'ﬂ."(f"’fﬁm@'ﬂ et

R - ; Hlande COpy wih payrant
-, ’ ) ’

A} *

. . >
~ - . . »

Y. v
R BORROWER'S COPY - '
v N * .
. &
s
» 1
.
— . .
L
»
.~ ot ’ J
. B
»
.

El{lC R2, :

Aruitoxt provided by Eic:




219

I3

UNITED COMPUCRED COLLECTIONS, INC. .

P.O. 30X 11350 CINCINNATI, OHIO 4521}

»

General .

~

Updating.

Reports.

O
E MC@S-MJ 0-82-15

n 7 . e
1TIACA (LIFGE, - JD108
Untted Cumpuered Col leetions Procedures
N ]
United Omwcmd Collections, Inc. will provide a fiwe letter
program

consisting of an Express-Gram, domand. letter and
three third—pany leuem for the NISL acoounts.

« Submission of Accounts, Copies of the Student Tou bill will be used

to send accounts to United Compucred.

The UCC nunber fram & bluo collection form v 111 be written

above the student name and addross ¢
Page two of the UOC form will be rctaincd for updating the

account.

All acoount assignments and other communicaticns are to be

directed to:

Mrs. Robin Keller
United Conjmered Collections, Ine. ‘
P, 0. Box 11350 .

) Cincirnati, Gt 45211 . \

Stops, suspends and resumes will be made by sending the
appropriate stub from pagfe two of the collection form,

Address corrections and other changes may b handled by mumo
addressed to Robin Keller, Always refer to the UCC claim nurber.

Letters are run on Wednesday cach week.  All update information
should be sent on Friday. 1ast minute changes my Le reported
by phone to Robin Keller at 1-800-513-1351.

Fvery two weeks a status roport will Do sent shosing a1l secount ~
currently active and any activity since tle last report,

This report should be retasned as documentation of the College's
oollection efforts.

Suspended accounts will ramain on the report until resuned or

stopped. N
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® MR, JACK DANAHY

_ 49 WOODMAN CIRCLE
; WEYMOUTH, MA 02190

. .
v

5

NDSL™ACCOVNT ¥#01-8267
AMOUNT:  $125.35

JYOUR NDSL ACCOUNT *¢iTi ITHACA COLLLGE IS IN DETAULT.

THE PROMISSORY NOTE YOU EXLCUTLD GAVL THL COLLEGE THL
RIGHT TO DEMAND IMMEDIATE PAYMENT OF THE LNTIRE PRINCIPAL
BALANCE, ACCRUED INTEREST AKD COLLECTION COSTS Uron
DEFAULT OF ONE OR MORE SCHLDULED PAYHENTS.

YOUR CHECK, IN PAYMENT OF THE BALANCE INDICATLD hSOVE,
MUST BE RECEIVED WITHIN FIVE DAYS.

» IF THERE IS A REASONABLE EXPLANATION FOR YOUR FAILURE
TO MEET TH1S DEADLINE, YOU MUST CONTACT THIS OFFICE TO
AVOID FURTHER ACTION.

ITHACA COLLEGE
STUDENT LOAN OFFICE
ITHACA, NY 14853
607-274-3132

ERIC
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ITHACA COLILEGL . °
Tthaca. New Yerk 1 .« ) :

L4 .

October 8, 1979

Me. Jack Danahy
49 Woodman Circle R
Weymouth, MA. 02190 -

RE: NDSL Acoount #01-8267
AMOUNT: $125.35

Dear Mr{ Danahy:
Your continued failure to make paynent or oontact us regarding
your delinquent NDSL acoount is a serious matter. - .

?

You have been put on notice that, because of your default, the
College has the right to require immediate payment of the entire
principal balance, accrued interest and cullection costs.

In accordance with directives from HIW, we hurely donand that
you bring your account current within the next ten days.

If vou do not camply with this final request, your account will
be placed for collection.

Very truly yours,

Anne E. Hyla . "‘
Bursar ’
- 607-274-3132 .

AEH:rk '
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United Compucrod Colloctiong, Inc. v

P O BCX NISO
QONCINNATL OHIO 43211
\]

« . e .

October 22, 1979

Mr. Jack Danahy CREDITOR: Ithaca College
49 Woodnan Circle Student Loan Office
Weymouth, MA 02190 Ithaca, NY 14853

. Ms. Jean Hamil »

Ph: 607-274-3132
NMOUNT OF DEBT: $125.35 »

Dear Mr. Danahy:

In compliance with Federal Law 95-109 (15 United States Code 1601
et. seq.), you are hereby put on notice that your delinquent account
has been forwarded to us for collecticn by Ithaca College.

Immediate payment of your debt will forcstall further disposition
-of this matter. .

Unless you, within 30 days after receipt of this notice, dispute
the-validity of this debt, or any portiion thercof, this debt will
‘be assumed to be valid. If you, within 30 days after receipt of
this notice, notify the undersignod in writing that the debt, or
any portion thereof, is disputed, we will obtain verification of
the debt or a copy of a judgment against you. Upon written roquest,
we will provide you with the name and address of your original
creditor, if different fram the creditor listed above.

oy .
Send payment today. To ensure pranpt crodit, direct payment to
the above named creditor; or send payment to us. Be sure to enclose
this letter with your payment for proper identification.

b

Very truly yours,

W. L. Symronds .
President -

WLS:rk \\

O
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Mr. Jack Dandhy
49 Woodman Circle |
Weymouth, MA 02190

-

.

.Dear Mr. Darmahy:
R ! debt has been reported

your creditor at once.
of this debt, they will
by any fawful means at
You may avoid further a
ensure prampt credit, d
or send payment to us.

AlS:rk

ACRCN ¢ ATLANTA o BOSION o
¢ DAU
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* Novanber 5, 1979

" You are hereby notified that your failure

It is imperative that you make full payment in 14 days,

AS ¢ DETROIT o
NEWYORX o PITISBURGH o SANY

~

COLLECTIONS, INC.

S o

.

CREDITOR: Ithaca College
Student Loan Office
Ithaca, NY 14853
. Ms. Jean Hamil
oo Ph: 607-274-3132
AMOUNT OF DEBT: $125.35

to respond or pay your
by us to Ithaca College. .

n or contact
If 14 .days pass without full satisfaction

be notified by us to parsue this matter
their disposal under state and faderal law.
ction by sending your payment today., To
irect payment to the aleve nanxl creditor;

Be sure to enclose this letter with your pay-

ment for proper identification.

Very truly yours,

A. B. Stinoman
Vice President

SUHALO o CHARLESION o (HILAGO ¢ CINCINNATL o  CLEVELAND
AST80¢ UL o LIXINGION o  LOSANGILES o  LOWISVILLE
IAN(,I'-(O SPRINGITLED + TAMIA 9 IR0 o WINMION SArtm
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United Compucred Callections, inc.

P O pOX 11350
ONCINNATL OH0 45214 .

+  Novarber 19, 1979

My, Jack Danahy CREDITOR: Ithaca Qollege

49 Woodman Circle _ Student Loan Office

Weymouth, MA 02190 Ithaca, NY 14853
. Ms. Jean Hamil

: ' Ph: 607-274-3132
AMOUNT OFF DEBT: $125.35

Doar Mr, Danahy: N

Nocording to reports fram our collection manganent, their efforts
have proved unsuccessful in soliciting your cooperatior. with
Ithaca College.

Please be advised that I am notifying them as of this date that
they may wish to contact their attomey concerning available
ramedies in camplionce with federal and state law,

1 feel sureyou will agree that immediote arrangements for payment
of thus debt is the best solution. Send payment today. To ensure
prompt credit, direct payment to the above named creditor; or send
payment to us. Be sure to enclose this letter with your payment
for proper identification.

* Very truly yours,

W. L. Symmonds

President

WLS:rk

0 \ ' 20 !

RIC :
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Mr. SimoN. Father Weiss, we are very pleased to have you here.
My original written statement this morning said Reverend Weiss
was going to be commenting on the regulations. I thought it was
our colleague from New York here. I asked if someone had tried to
make him a member of the clergy. But it turned out we have a
Father Weiss here.

We are pleased to have you. . '

<

STATEMENT OF REY. ROBERT F. WL13S, PRESIDENT, ROCKHURST
COLLEGE, KANSAS CITY, MO. .

Reverend Weiss. I am pleased to be here. _—

I am Father Robert Weiss, President of Rockhytst College in
Kansas City, Missouri. e

Rockhurst is one of the 28 Jesuit colleges and universities in the
United States. And I speak today on behalf of the Association of
Independent Colleges and Universities, and also the Association of
Jesuit Colleges and Universities. I am also serving as President of
thé Independent Colleges and Universities of Missouri. X

In my written testimony I have given details of the status of re-
payment of the national student direct loan program nationally for '
,  the NICU institutions and also for Rockhurst. .
fe I want to briefly note that our default rate at Rockhurst for the
; most recent year, 1980 to 1982, is 5.56 percent. W& expect that that

rate will be further reduced.

Just to give you an idea of the dimensions of our program,
during that year we loaned $249,000, $188,000 came from collec-
tions of our own outstanding loans that were paid back by stu-
dents, and only $66,000, because of the reductions in the program,
came from additional Féderal contributions.

Approximately 10 percent of our student aids, all student aids,
exclusive of guaranteed student loans, come from the NDSL pro-
gram. I am sure that the members of this subcommittee are well
aware of the importance of this program in the total picture of stu-
dent financial aid. . .

. For myself I have always felt that student loans were %h espe-
cially appropriate way to assist students in financing their educa-
tion. I would like to single out just two reasons that I think are a
particularly attractive way.

First, it enables the student to share in the cost of their educa-
tion and to repay these loans for the use of others later oa. I think
that is a very good way of financing. .

The second point is that it teaches the student early in life a
sense of responsibility. It aquaints him or her with a method of fi-
nancing that most Americans use to buy a house, buy a car, and
which many businesses and our Government itself uses as a means
of financing. Besides that, of course, the NDSL program really does
help the poor students, those students who do not have access to
the guaranteed student loans because of the problems of dealing
with a banker, trying to get to those loans, *

Unfortunately, as we all know, in the early days of NDSL there
was a lack of clear understanding of the repayment obligation. The |
variety of forgiveness provisions, just simple unfamiliarity with the
program, meant that really few institutions could ido a,good job of

IToxt Provided by ERI

-3

RIC 29,




227

-

preparing students for this obligation and keeping the necessary
records for the followup that would be needed to administer the
program. .

I remember myself having to persuade many students and their
parents that this was a good, sound, honest way to finance their
education. And I think in trying to sell people on the loan pro-
gram, in many cases,people were given the impression that, well,
this might not necessarily have to be repaid. Now that is just—I do
not think we did that at Rockhurst, certainly not deliberately, but
there was a lot of confusion,

The elements of good collection D, Whalen has mentioned but I
think they come down to three. the preloan interview. We stress
with the student the obligatory nature of their payment, we ‘make
clear what is involved, and we obtain good background information
on thé student, his family, his grandparents, the addresses, job de-’
scriptions, so that we can trace the student. .

Most of our loan defaults, especially the older ones, were ‘ue to
losing track of the student. I think that is just a common proolem.
They move sou often that we just have no way of contacting them.

Second then, we now keep close touch with the student, we insist
on an exit interview when he leaves. '

Third, we keep careful track of delinquencies and follow up on
them. . .

Let me mention briefly, since it was in your letter, Mr. Chait-
man, that you were'interested in the cost to the institution, in
1976-77 we had advanced the student loans $1.328 million, cumula-
tively. Besides the cost of running the financial aid office, the inter-
views in setting up loans for students, at that time we spent $1,157
for collection agencies and about $5,000 of staff time, so about
$6,500 to collect Toans. :

In 1980-81, when our default rate got down to 5% percent, about,
our total lending was $2.344 million; our collection agency costs
were $7,549, and we had a full-time staff person working on this at
a salary of $14,916. So we spent about $24,000 in direct institution-
al costs in collecting loans, not in the process of giving loans and
inverviewing, counseling students.

Mr. SiMon. And what was that total again, $1.5 million? )
. Mr. Weiss. At that time our cumulative amount was $2.344 mil-
ion. v

I would like to suggest that these proposed regulations to penal-
ize those with 20- to 25-percent default rates and to stop Federal
contributions where the rate is over 25 percent, although it obvi-
ously would not affect us at Rockhurst, really ought to be reconsid-
ered.

First of all, it is too late in this cycle of assigning aids to intro-
duce this kind of change. That has been really one of the problems
in making these kinds of things effective. They are put in hast.ly,
and the institution has to scurry around to manage to do what
they can to recoyp themselves for next year. This is the time that
we should be awarding funds, not still hearing about ways that
they are going to be analyzed.

The second thing is that institutions and current students are
being penalized by poor handling that either may haye been cor-
rected or took place a long time ago.

2Y
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Third, if these regulations are simply a means to reduce the
budget, theun I think it ought to be’said and they ought—we ought
not to use this kind of means to simply xeduce the funding.

As | suggested at the end of iny written testimony which you
have, there are at least two ways in which this default issue could
be dealt with I think more fairly.

First would be to use the 1980-81 academic year as a base and
give a lsyear phase in so institutions would really know what these
regulations are going to be and they would have some opportunity
to put in place good procedure for handling them.

Second, perhays a better way, would be to revise the method of
computing the default rate to base it on loans that were made or
whiclr come into the collection,phase during a more recent period,
say the last 5 years. This would encourage greater diligence and
would recognize the progress that is made. Right now it is very dif-
~ ficult. You can turn these loans over to the Government but then

you lose the possibility of further use of that money.

In conclusion, let ..ie state that the NDSL and now the much
larger guaranteed student loan program, really have made attend-
ance at Rockhurst and the independent institutions all over the
country possible for many students who simply would not have
been otherwise able-to attend.

Now the guaranteed student loan program is vastly larger and is
extremely crucial for us. I was glad to hear Mr. Peyser bring out in
the testimony that that program is operating well.

We have learned a lot and I think that we can operate this in a
way that it is an effective way of helping students. On the other
hand, NDSL does provide for that smaller number of students who
really do not have effective access to guaranteed student loans.

I thank you, Mr. Chairman, for this opportunity and I certainly
would welcome questions. : Co - ,

Mr. SimoN. Thank you very much.

[Prepared statement of Robert F. Weiss follows:]

% -
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Pn.nun StareMENT OF Rev. Rosgrt F. Wriss, Presipent, Rockrurst COLLEGE,
> Kansas City, Mo.

Mr. Chairman and Members of the Subcommittee; I am Fatheg Robert F. Weiss.
T president of Rockhurst College, an lndepend’ent liberal arts college in
Missouri. I am here today on Dehalf of the National Association of Independent
Colleges and Universities, which represents 870 coplieges and universities, 42
state ass0coht|ons. and 28 special purpose organlza'tlonsl

1 am grateful for the opportunity to present testimony to the Subcomittee
on the status of repayments in the National Direct Student Loen (NDSL) program,
both at Rockhurst, and generally at all independent lnstlt.qtlons. 1 would like
to share with the Subcommittee some of NAICU's concerns with the new Administra-
tion proposal to penalize institutions with default rates deemed unacceptable by
the Education Department (ED), and to relay to you the importance of this program
to independent higher education.

For most of the history of this program, the Department of Health, Educa-
tion, and Welfare did HttJe to assist colleges in defining good lending prac-
tices or assisting in collection activities. Approximately five years ago, HEW
issued regulations and guidelines to help colleges to reduce their default and
delinquency rates.

. In recent years, both individual colleges and universitics and the Federal

government have cooperated to reduce the rate of default in this program. But,
on January 7 ED published & Notice of Proposed Rulemaking (NPRM) 1n the Federal
Register probosing to reduce and/or eliminate the NOSL Federal Capital Contribu-
tion (FCC) for schools with certain défault rates. Let me be clear that we are
not here adv~cating high default rates or poor lending practices, but rather are
sugges.ing less onerous meaus of assuring just the opposite while continuing this

Iy
very important program.’

ERIC - R34,
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The NOSL program was established under'Title J1 of the Natfional Defense
Education Act of 1958 to provide loan funds at postsecondary educational .
institutions in order for them to make long-term, low-interest loans to qualified
students who needed financjal assistance to pursue a course of Study on at least
3 half-time basis. The Federa) share under the program is 90 percent -- the
Federal -€apital Céntribut\on -~ and the remaining 10 percent is supplied by the
institutions. Institutions are responsible for making and collecting loans.

This program marked the beginning of the Federal government's effOrts-to p;ovide
\ fjnancial assistance to students who sought higher education. It wa; } ’
N vde]nberate response by the Federa) government to a perceived need thaf‘a greater

number of individuals should have access to higher education rusuiting in a more

highly educated citizenry. '

-
oy [

, L
This Federal acknowledgement of the need for a Federal rote in blgher educai

tion has continued through the creation of six other udent aid prog}ams (Pett _ .. .. .
Grants, Supplemental Educational Opportunity Grants, Cc .ege Work- Study. Stat{
Student Incentive Grants, Guaranteed Student Loans, and Parent Loans). These
seven programs pré?ide various forms of aid 10 a student through grants, work-
study opportunities, and loans.

When the, NDSL program hegap, obtaining a loan in order to finance one's
educatnon was not a.common nor comfortable action by most individuals. Yet, over
the course of t\me: students have taken a greater role in paying for their
studies at an independent college or university. Within the independent sector
;f higher education, students rely on a combination of these three forms of aid,
and a&y variation in one form has a direct effect on the other forms.

According to data compileJAby the @ational Institute of Independent Colleges

L1
and Universities on undergraduate studer . who receive at least one form of aid,

37 percent received NDSLs in Academic Year (AY) 1979-80. The average NDSL award

ERIC 5
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»
for these students was approximately $800 in AY 1978-79 and AY 1979-80. The
following table depicts by income level for both AY 1978-79 and AY 1979-80 the
average NOSL award, cost of attendance, percent ol; recipients receiving aid, and
percent of the student aid package that comas from the NDSL award.

TR A:aras for Dependent Undergraduste Students

AY 1918.19 AY 1979-80
Rean Dotier Fer<ent of  Fercenl of BeanTollar rercent of  percent of
Income By AMmount Per  Lost of  Student A1d  Recipients  Aacunt Per  Cost of  Student Aid  Recipients
Tnousards _Recipient Education Budget Receiving Aid  Recipient Education Sudget Receiving Atd

$ 0. 1804 $5,067 16% 36.8¢ 81 15,467 15% n
612 786 5,202 15 9.2 82t 5,628 0 ®.2
12418 817 5,418 15 2,0 ) 6,007 7 %.0

~ 1820 829 5,652 15 2.2 ' 5,941 1" 3.0

A1) 82 5.955 13 N te 6.4 13 WS
3036 m 6,263 1 4.0 % 6723 12 36.9
368 anove 787 6,202 12 . . 1.0 2 1.8

A Incomes 3803 85,012 T (1K 3801 . 35.796 I3 3.0t

Source The Tnitial Impat of the Middie iniome Student Assistance At Upon Undergraduste Studem Aid
Revipients at Indeperdent (olleges and Universities, Notional Institute of Independent (olleges and
niversities, June T

The January 7 NPRM proposes to reduce the FCC for institutions with default
rates greater than 10 percent and not more than 25 percent, and to eliminate any
FCC to those institutions with default rates greater than 25 DEr:ent. An appedls
process is provided for those institutigns which may be able o show significant
improvement in their default rates. In reviewing the Education Department's
I "orange book," which reports the default rates for all participating institu-

tions, the following data was gathered regarding NAICU member institutions.

Comparison of NDSL Default Rates in Ay 1979-80
for All Institutions and NAICU Members

All Institutions NAICU Members
Default Rate Number _ Percent Number _ Percent
10% and Below 1,482 45% 491 65%
Above 10X to 25% 983 30 212 28
¢ 25% and Above 799 25 S5 7
Total 3,264 100X 754 100%

I Q ' 230
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In order for the Subcommittee to understand how NDSL affects an individual
institution, I would l;ke to share with you Rockhurst Co]lege's experience with
the proy. am during the last five years. Rockhurst has participated in the NOSL
program for over 20 years. Our total enrollment is 3,000 students (of which 1600
students are enrolled in the college's evening division or Master in Business
Administration programs and do not receive NOSL awards). The majority of our
students come from families with incomes below $25,000 causing them to seek
assistance from the Federal government in order to help finance their education
at an independent college. The total cost of education at Rockhurst College in
1981-82 is approximaiely $6,300. Nearly all of our students who receive NOSL
loans are receiving some other form of aid (either gift assistance -- Pell

" Grants, SEOG, or the Missouri State Grant Program and self help programs -- work-
study and loans).

NOSL Program at Rockhurst College

Academic™  Average Collections - Amount Lent - Default
Yea[4_7 Loan FCC Number of Students Number of Students Rate

AY ]977-58 $710 $138,;729 $ 92,736 - 522 $231,778 - 326 12.0%

AY 1978-79 12 154,670 123,171 - 573 263,621 - 370 6.1

AY 1979-80 665 143,246 126,937 - 587 256,961 - 386

5.7
|———AY-1980-81- 631 104,127 153,314 - 640 264,782 - 419 + 5.5
2.0

AY 1981-82 607 66,005 188,035 - 661 249,107 « 410 (est.2.0)
- . )

. This table demonstra;es how important the NDSL program is to the indapendent
"sector of higher education. Even within the last five years, the number of
students seeking assistancg from the NDSL program has increased and the average
loan amount was decreased in order to respond to the reduced FCC amount while
providing more Rockhurst students with some amount of needed NOSL loan capital.
On average, in AY 1980-81 the NDSL award represents 10 percent of the student
financial afd budget at Rockhurst College. Replacing any portion of these lost
funds would be very difficult.

Aruitoxt provided by Eic:
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In addition, our default rate has steadily decreased from 12 percent in AY
1977-78 to 5.5 percent in AY 1980-81. We are pleased that the NDSU default rate
has.yecreased in the last four years, and are continually working to reduce it
even further. But this task has not been an easy one for efther Rockhurst
bollege or our students. At Rockhurst College, we have placed a great emphasis
on pre-loan counseling sessions in order to inform student borrowers of their
obligation to repay. We belie.e it is é;sential to dfiscuss with our students
their rights, obligations, terms of their loan, and allow the students to ask
questions about this loan agreement. For most Students, dbtaining an NDSL loan
is their first solo ftna;ctal undertaking. Thus, we continue to place impoftance
on the student/lender arrangement, and conduct exit interviews for those Rock-
hurst studints leaving in order to advise them of their future financial obliga-
tion an&'rights. -

Ihe Education Department contends that the proposed regulation s necessary
in order to more fairly distribute the FCC. We believe that it 1s 1mport;nt to
ensure Stability and accountability in 1he NDSL program, and that fnstitutions
should uphotd thair part of the NOSL agreement with the Federal government when
making and collecting loans. But we do have some concerQ? with this NPRM

This proposed regulation was published in the Federal Register on January 7
with comments due to ED by February 22. We understand that €D is planning to
publish a final rule by mid-March. Currently ED is compiling the relevant data
from fnstitutional AY 1980-81 Fiscal-Operations Report and Application in order
to calculate default rates. The rate of default fn AY 1980-8] will be used to
determine an institution's FCC for the coming academic year. This process fis
expected to be completed by mid-March (when ED will send 1nstitutions;nofiees qf
tentative allocations for AY 1982-83). Thus, it appears that no matter when the

final rule 1s published, institutions will suffer from the Educatfion Department's

RIC ‘
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tardiness and stringent guidelines: Spring is the time to tell students what
they can expect, not the time to finally learn of the size of the Federal grant.
Let me remind y;u that in AY 1979-80 the average KDSL award represented 14 per-
cent of the financial aid package for a studéﬂi attending an independent college
or university. .

A second concern of NAICU is the method of calculating the rate of default.
It appears that some inequities may result for both institution and student.
Some institutions have made few NDOSL loans, yet have high default rates because
these few loans yere left in the default state. Thus. students who choose to
attend'that institution may not be able to utilize the NDSL program because of
past actions datirg back ten to fifteen years. It seems unfair to deny access to
students now because of previous defaulters. \ ~

It is also important to note that even though some institutions have had.
default rates abov. 10 percent in the past -- %ver since Eb, in cooperation with
colleges and universities, took more aggressive steps to reduce default rates -
those NAICU institutions with default rates above 10 percent have reduyced their
default rates, and many to default rates below 10 Percent. ‘

The most direit effect of this proposed regulation will be on those 1n§fitu:
ticns with default rates greater than 25 percént, but cclleges and universities
with ‘default rates greater than 10 percent and not more than 25 percent will
suffer reductions and possible elimination of their FCC. ED has not yet com-
pleted an analysis of this proposed regulation to determine the amount of money
that will be saved by reducing or eliminating some institutions' FCC, or the
nunber of colleges and universities that will be most severely affected. NAICU
believes it is important and essential for the viability of the NOSL program to
reduce the default rates, but believes it is imperative to inform schools of the

ramifications of this proposed regulation.

FRIC . “d
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Independent colleges and uniJersities have already s. ffered substantial

reductions in NDOSL funding.

P
.

{ NDSL Funding Levels for Fiscal Years 1977 - 1981
" NDSL . Independent Sector  Rockhurst
! ~ Fiscal Year Appropriation Allocation College FCC
’ 1977 §323.2 Millfon  $120.7 Millfon  $138,729
v 1978 325.7 ) 122.8 154,670 ’
ot 1979 “310.5 . 132.0 143,246 ’
1980 286.0 116.6 104,127
1981 186.0 , 69.2 66,005

As NDSL funding decreased, so did, for the most part, the share of NOSL funds to
the 1ndependgnt sector and to Rockhurst College in particular. The most drastic
reduction occured when the NDSL appropriation was reduced from 5266 million in
FY80 t? $186 mi11fon in FY81. In turn, Rockhurst College’s FCC decreased by 37
pg}cent during that time period, Although the number of borrowers increased from

. 640 to 661, the average loan decreased from $631 to $607. In fact, in almost
every year, despite the level of fcc received by Rockhurst College, the number of
students served by the NDSL progrén increased as total dollars decreased. Even
with the changes in Student aid packaging in recent years, the NDSL data from
Rockhurst College demonstrates that more Students are in need of NDSL loans to
help finance their education at an independen. college,

Therefore, we beifeve that while the proposed regulation is offered to
penalize those fnstitutions with default rates greater than 10 percent, its main
purpose is to use the default rate issue as a means to cut the cost of the NOSL
program this year. He understand that the NDSL program may even be abolished in
the FY 1983 budget proposals. Thus, even if some schools receive reduced FCC
allotments and the authorizing statute provides a means for excess funds to be

reallocated, 1t seems highly unrealistic that this so-called excess FCC will ever

4
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be redistributed according to legislative formula. Every institution suffers,

regardless of their default rate.

We believe that there are at least two possible ways of dealing with the
default issue without putting undue burden on students and mstftutions and
without having adminfstrative actions used to reduce budget outlays,

One way would be to use the information on the AY 1980-81 Fiscal-Operations
Report and Application as a base year. [Institutions would then be on notice that
if their default rates are not below 10 percent or 25 percent by the time they
submit the 1981-82 Fiscal-Operations Report, their FCC would be reduced. That
would allow a one-year phase-fin of the procedure proposed fn the January 7 NPRM.

A second approach would be to nndif} the method for computing the default:
rate of an institution. We suggest that only those loans that were made or came
fnto collection within the last five to ten years be counted fn the formula used
to determine an institution's default rate. This fs“because some of the loans
currently used in calculating institution;I default rates .may-have been fn
default for 10 or 15 years during the earlfer days of the program. This would
allow some control on default‘rates.py requiring institutions to exercise greater

due diligence in making and seryicing loans while not penalfzing current students .

for old practices.

Mr. Chairman, [ appreciate the opportunity to present these remarks and

would be pleased to respond to your questions.

Mr. SiMoN. Let me ask a general question of each of you.

First, what does it cost to go to Ithaca College and to Rockhurst
College, assuming you are a resident student, not a commuter?

Mr. WHALEN. $8,000, that is room, board and tuition, and books.

Mr. WEiss. Our total cost is $6,300, including all the things al-
lowed in figuring tuition. Our tuition is actually $3,380, so it is a
somewhat lower cost Thstitution than others.

Mr. SimoN. You say $6,300 and $8,000. How does a student; let’s
say you come from a family where you are eligible for évery stu-
dent program, how does a student put that together at your two
institutions?

I come from a family with no income, $6,000 a year income and
those families do exist in my district—how do we put that together
at your college?

Mr. WHALEN. Well, we have a financial aid office and we have a
financial aid officer who is well-trained in the use and the abuse of
these programs.

I think the best way to answer that question for me is to say that
we try to package a program of scholarships from Ithaca College,
grants and loans, loans where we feel the student has some ability

.
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later on to pay. For example, the financial aid officer is somewhat
sensitive to the fact that if a student is tremendously economically
disadvantaged and perhaps educationally disadvantaged, and is
taking on college maybe as the first member of that family, to
saddle that student with a large loan program is to create a major
problem. So we are sensitive to that.

Let me give you a couple of figures that may answer you a little

. more broadly.

At Ithaca College we have about 4,800 students. I wrote down a
few figures here. At the present time we have 940 students of the
4,800 on Pell grants for approximately $950,000. We have 200 stu-
dents on the SEOG program for $200,000. We have 1,300 students
on Ithaca College scholarship money for $1.6 million. We have 250
students on campus employment and we have guaranteed student
loans for 2,800 students of $7 million, which gives you some idea of
the way in which we look at the student and how we package it.

I am not a financial aid officer expert. - -

Mr. Simon. No. What I am really trying to do is to put together a
package, if I were a student; if I am not a national merit scholar, I
may struggle to get.a B and I have a family with limited inccme.
What it appears to me we are moving toward is to make it ex-
tremely difficult for a family of limited means to go to your college
and a heck of a lot of other colleges.

I was reading the Chronicle of Higher Education the other eve-
ning where they mentioned in Canada, of the foreign students, it
used to be 30 percent, were from the poorer nations, now it is down
to 10 percent from the poorer nations. . .

My fear is—well, we are doing the same with foreign students in
the United States, aside from our present problem, Which is not in
our national interest, it dvesn't seem to me. But in a sense we are
moving in that same direction with a developing nation within our
own Nation. I am very much concerned. That is why your testimo-
ny here today is appreciated a great deal.

Mr. WEss. Let me try to give you just a picture, a similar case at
Rockhurst. .

First of all, of the $6,500, we aim at trying to meet, if they have
full need, of trying to meet 85 percent of the need. We are fortu-
nate in Missouri in having:the Missouri student grant program
which of course inc6ri)orate§ the SSIG portion from the Federal
Government.

But we would get $1,500 under that, we would give the maxi-
mum under the Pell grant, which has varied somewhat, but say
that is $1,500, $1,600, we would give $800 under work study and
then a national defense student loan of about $1,500.

Now if the student then—if that does not meet the need, we
would try to give some Rockhurst money or guaranteed student
loan mofey, but we would expect the student to achieve some of
that, even though he is from a family that cannot give any aid
themselves, the student would achieve some of that from work or
other means.

But as you say, we are getting to the point though wherein if
these programs are going to be further reduced, it will mean the
poor student won't have the opportunity to go to even a moderate-

¥
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priced institution like Rockhurst, which is less than the national

* " average. . ,
’ Mr. SiMoN. In effect, that not only deprives the student but it de-

prives your college of a mind and an economic mix that is impor-
tant for the right kind of educational product?

Mr. Weiss. Exactly. -

Mr. WHALEN. You asked about—I can give you now an example
of how we put a package together. Let’s say we cost $8,200, this is
an example. We would give $1,200 in college work study, $1,250 in
NDSL. We do not give the maximum $1,500, we limit it to $1,250.
The student might be expected to have $600 from summer employ-
ment, $1,250 in a Pell grant, $1,000 in SEOG.

New York State has the tuition assistance program which per-
haps would give the student $1,800. This would be a student with
great need. Still he has to come up with the $600.and $1,100, if that
student were in great need and we were trying to keep him away
from too much debt, we might package it that way.

Mr. SiMoN. But it is tough.

Mr. WHALEN. It is extremely difficult to do and it is extremely,
difficult now because of the flux. We are trying to look at next year
and plan the financial aid package for next year and it is almost
an impossible situation at the moment because we really have

N rather poor information on what is going to happen, what we

\ might be able to expect.

Mr. SimoN. We cannot provide it right now.

Mr. WHALEN. I know it is not your fault. ~<

r. SiMoN. 1 was interested, Father Weiss, in your suggestion
tha\t\we use the academic year 1980-81 fiscal year as another alter-
native. Something along that line appeals to me a great deal.

Mr. Erdahl? ’

Mr. ErpaHL. Thank you very much, Mr. Chairman.

As you are aware, and I will inform our two witnesses, it may be
somewhat difficult for me to be completley objective about this
whole business of student loans because we have three sons at St.
Olaf College, a very fine private college that you are both aware of,

* in Minnesota. Again, it is an expensive venture for our family.

A couple of things you have said seem so basic. We have had in
the media and sumetimes among our colleagues, criticism of the
whole loan program. It seems sq basic to do what you two have
done.

First of all, do a good orientation job, good selection process, a
good followup, basically I guess what every banker does in making
loans. He is careful about who he is getting and he does a good job
of collecting. .

I wrote down here “keeping track of the students.” Many of
them are willing to pay but if they do not get notice, it is probably
easier to pay the electric bill and other bills before they pay this
one. That seems to be basic.

I would just underscore this has been good positive testimony we
have received. I thank the two presidents for being with us. I think
it does underscore that these programs and this assistance is abso-
lutely essential if we are going to help some students get a shot at
education today.

-
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As a member of the minority on the committee, I must confess'to
a certain uneasiness with some of the programs that we have been
asked to accept in the past because, as I think I mentioned to the
committee yesterday, and some other witnesses, as we are under
the gun to make these cuts, not only do we make economic judg-
ment, we are also making a social judgment, as you said, Mr
Chairman, at a $6:500 or $7,000 income.

Without this assistance in a family, that means that son or
daughter is not goi.g to have a shot at a higher education. I do not
think that we in this Congress want to be the instigators or, frark-
ly, I will be blunt, supporters of a system that would do that.

I just thank you very much for what I think is very helpful testi-
mony that we can utilize as we try to defend, maybe restore or at
least maintaiii some very essential programs in this area.

Mr. Simon. We thank you both for your contribution very much.

Mr. Weiss? 5 ’

Mr. Weiss. Thank you very much.

Thank you, Mr. Chairman. I apologize for not having been here
for the testimony. I have another subcommittee that I had to run
over to for a few moments. So I won't ask any questions at this
time.

I dg want to express my appreciation to the witnesses. I have had
a chance to just briefly scan the testimony. I will be reading it in
great detail. I am sure this will be a continuing story unfolding for
at least the balance of this year. ‘

Thank you.

Mr. WHALEN. May I make one statement?

Mr. SiMON. Yes. C

Mr. WHALEN. In response to what Mr. Erdahl said, over the last
20, 25 years the Federal Government and colleges and universities,
the educational community have been in, it seems to me, a partner-
ship. We built a financial aid structure that is multifaceted and
fragile, complex, and if we are forced to cut, as we must and as we
have, I think it is tremendously important that that relationship
between the Government and the higher education community be
maintained so that we can communicate some of the problems that
will occur, as you pointed out, and how that impact might be less-
ened if we turn this dial up and this one down. .

NDSL is important for many of our schools. GSL is important for
many of our schools. I am terribly concerned about the fact that for
so many years we were in partnership. I hope that that partner-
Ehip does not break down. We probably need it more than we have

efore. - :

Reverend WEiss. May I add one word?

Mr. SiMoN. Yes. .

Reverend. WEiss. I really do believe that the GI bill’ was ore of
the best investments that this country ever made in terms of the
return to the citizens of greater productivity and better education.
Beginning with a NDSL program in the fifties, we have come a
long way to satisfying the long-time American dream of access,
which was mentioned earlier, and of giving students a choice. I
think it will be a catastrophe of great dimension if we back off of
that. It is something that we, unfortunately, will not be aware of

' 2 '1 of

»




. 240

(1
next month or next year, it will be 10 years, 15, 20 years before we
realize the seriousness.

That is one of the problems with these changes that are taking
place Because it is advanced funding on these programs, most of
them, we do not ndtice the effects right away, but we are dealing
with something that I think is terrific and I am sure all of the
members of the subcommittee who are so friendly to this are also
aware of the tremendous importance not only for our students and
schools but for our country. v .

Mr. SimoN. Thank you both. )

I may add, my concern is not only a quantitative one, but quali-
" tative. We may be putting the squeeze on y.ur schools and the stu-
"dents so that the net result is going to be great damage. The same
Chronicle mentioned each of the last 5 years there have been three
fewer volumes publishéd for university libraries in this country.
That is not somethi,g that erupts into headlines, but it is an ero-
sion that I fear may become too typical of what is going to take
place in our country if we are not very careful.

We thank you both very mueh.

We stand in recess until 2 p.m. We will at 2 p.m. have a joint
hearing with the Subcommittee on Elementary and Secondary and
Vocational Education on the social security reductions in student
benefits. to AR .

[Whereupon, at 12:07 p.m., the subcommittee adjourned.]

[Material submitted for inclusion in the record follows.]

-
-
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SACHS, GREENENAUM & TAYLER
1920 EYL STRIRT, N W
WASHINGTON, D, C.20008
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March 9, 1982

w

Ms, Margaret Henry v

office of Student Financial Assistance

Room 4018, ROB 3 B

400 Maryland Avenue, S.W.

wWashington, D.C. 20202 ,

Re: NPAM Changes in Funding “Piocedure* for*
NDSL, CWS, and SEOG: Fed. Reg. 1-7-82

.

Dear Ms., Henry: . v
~ This will serve to supplement the statement filed Febru-
ary 22, 1982, on behalf of our client, the Association of
Independent Colleges and Schools ("AICS") i{n the above-cap-

" . tioned matter,

Attached is a copy of a form letter dated March 1978
to institutional presidents concerning the disposition of
certain NDSL program notes. It appears as Appendix J at
page 209 of the current “Audit Guide, Campus-Based SFA Pro-
grams, Office, Qf the Inspector General, June 1980." The
first sentence of the final paragraph on the first page
states as followss .

“Your institutional default rate will: be calcu- v

lated each year on the basis of the annual fiscal-

~operations teport as of June 30."

We suggest that tnis Jletter supplements and reinforces
the discussion in our etatement of February 22, 1982, con-
cerning the improper calculation of the default rate for
NDSL as presently practiced, It particularly illustrates <
defgult rates being based or the annual fiscal-operations
report, the tnstructions of which, {f carried out as.stated,
utilize the “"principal amount outstanding" rather than the
wprincipal amount past due and in default” as the basis
for the computation. .We continue to maintain that *his
is impropersand contrary to the regulations, as well as
inconsistent with proper procedure in the semi-annual "Report
of Defaulted Loans" in ED Form 574,

as
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We hope this will be of assistance to you as you review
- the NPRM concerning NDSL default penalties.

A 3
¥

.
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o Respectfully submitted,

THE ASSOCIATION OF INDEPENDENT. |
‘COLLEGES AND SCHOOLS N
Through its Géneral Counsel,

SACHS, GREENEBAUM & TAYLER

By: ?4 %/‘%’\

Richard A. Fulton
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
OFFICE OF EDUCATION ¢
BUASAU OF STUBENT FINANCIAL ASSISTANCE
WABHINETON, B.C. 20008

March 1978

Dear President:

The purpose of this.letter s to tranamit instructions for the disposition of
certain National Direct Student Loan Program notes which have been
classified as uncollectible, and to point out the characteristics of the notes
which may be assigned to the United States. Any note which your Institution
assigns to the United States s assigned without recompense, In other words,
ybur institution forfeits its interest in any note assiqned to the United States.

All NDSL notes which are classified as uncollectible must be valid instruments;
that ls, they must contain proper signatures, and correct entries to amounts
advanced and dates. For some institutions audits and program reviews may
have already identified defective or invalid notes for correction. However,
should such Invalid Instruments exist today, the institution which owns the
notes must buy thein by depositing Into the Fund an amount equal to the un-

~— ——_ collected principal. It may.then proceed to attempt collection as i the trans-
actlon originally Invoived institutional funds only.

Due diligence in attempting to obtain collections must be demonstrated. Subpart
C of the NDSL regulations covers “Loan Collection - Due Diligence." Since

this standard was published in 1976, you are not required to show full com-
pliance with it for efforts made in prior years. However, reasonable efforts
along the lines of this standard and Appendix 17 of the NDSL manual must be
demonstrated to the satisfaction of the Office of Education.

An important ohective should be the conservation of capital in your Student
Lzsr Fund. Collection studies have shown that second attempts to collect

'on long overdue notes are frequently successful. Therefore, any delinquent
note, no matter when the repayment period began, on which the slightest chance
of recovery of funds still exists, should be retained by the institution and its
collection actively puesued. Defaulted notes which are Included in your report
as of one June 30 would not be shown as defaulted in the following June 30th
report if the note has been retained and the borrower has been brought back into
repayment status.

Your institutional default rate will be calculated each year on the basis of the
annual fiscal-operations report as of June 30, Notes which have been assigned to
and accepted by the United States will be included in the basic default rate
thereafter. On the other hand, notes which have been assigned to and accepted
by the United States will be subtracted from your basic default rate to obtain
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an adjysted default rate. This adjusted default.rate will be used as the basis
term the effectiveness of your operatior, of this phase of your
program in comparison with other institutions. .

If you determine that you have valid NDSL notes on which due diligence
has been performed, and there appears to be practically no chance of
collection orf-these notes, you may then assign them to the United States o

.without recompense. ‘

An original OE Form 333, Assignment of Defaulted Note(s) must be completed
for each loan which you wish to assign to the United States, and be certified
by an institutional official who has the authority to relinquish the institution’s
Interest in the note. A sample of this form is enclosed, and additional copies
should be requested in writing from:

E

Chief, Services ind Ccllections Section
= Campus and State Grants Branch, DPO
Bureau of Student Financial Assistance
U.§ Lifice of Education
, Washington, D.C. 20202

. |
A copy of the Procedural Guidelines and General Information statement Is also |
enciosed. . = |
|
\

Mrs. Florence V. Taylor 8

] Questions pertaining to this matter may be directed to Mrs. Taylor on telephone
* number 202-205-9727. .

Sincerely yours,

Carolyn éu )

|
Director i R
Division of Program Operations
t
\



THE CALFORNIA STATE UNIVERSITY:

.- - “un AVENOE TuTe i W TENB.C. 36 (VD 203ale
’ »
WALHINGTON 8FF1CE - " .
Februar: 4, 1982
I F i T
. EB 5 .-y, sww !
N The Honorsbla Paul Sfwon
U.S. Housa of Peprascontatives . .
227 Cannon House Offics Suilding
Washington, D.C. 20515 .

Dear Congresaman Simon:

On behalf of the Californis Stats Univeraity, I wish to respond to the
discusaion in your hearing yesteriay on the GAO report, "Students Recefving
Fadsral Ald Are Nos Making Satisfactory Academic Prolreu. Tougher Standards
aro Needed" and to gubmit the enclosurs for the redord. The California .
Stats Univeraity is the largest rystem of four-yesr undargraduate and
graduste (masters dsgree level) educatfon in the United Statec. However,
not ooe of our 19 campuses was included fn the CAO ssmpling. We alse
have vell-defined standards of scademic progress in rolstion to eligibiifty
for studant atd. Satisfactory progress f{s defined in terms of nuaber of
complated unita at passing gradas. Pages 46 and 48 of the enclosure from
— " our Fanual of FinanclaY XId Policiss and Frocedures specities factors which
wust be included and axcluded in the detsrmination of comflsted untts. ¢
€

The failurs to fnclude collsges and universities such ss those in our systen
aupports tha criticiam lsunched st the GAO. Unfortunately, the press has
published ite articlas summarizing the report. Since reporters seldom
revrita their storfes, the damagc has already been dons. However, we are
thankful for your sction to publicly correct the record.

v erely yours,

’ ATl A o)

udfth S. Wortman
Director, Federal Relstions
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' MANUAL OF FINANCIAL AID POLICIES AND PROCEDURES

B. SATISFACTORY PROGRESS AND GOOD STANDING

U I, Federal-Defimtion. -Federal-student-ad repulations speafy-that “sabisfactory progress™
and “good standing” are determincd 1n accordance with ihstitutional standards and
practices and that scholdstic probation shoutu not dsguahily a studunt Tor Gnancial sid if,

: according to the standards and practices of the vampuy, lic 1> mant uning satislactory

v progress in the course of study he is pursiing. .

L]

" 2. CSUC Definition (for the purposes of determumng finanuial awd cligibiity). *

a.  Full Time Undergraduate Student, Completion ‘of an average 12 units per quarter ot
» semester attended during a J2wnonth periad. (Reference. Recommendation 1),
Trustees Infernal Audit Report No, 73-3).

b.  Half-Time Undergraduate Student. Complchén of a4 nummum average of 6 wints per
term during an avademic year .

¢.  Full-Time Graduate Student. Completion of an average of 8 graduate Jevelunts por
term duriag a 1 2-month period

d.  Half Time Graduate Student. Completion of a minimum average of 4 g.mdlmlu lud
units per term per acadenic yeir.

¢. Exceptions. On & casc by case basis, an exceplion to the above nmt completion
requircments may be made upon receipt of written recommendation fromt the
G ling Center, stylent’s faculty advisor, or Financial Aid Adwisory Comnuitee
as determined by local campus policy. Documentation must be retained in student's
folder. If a student is recipient of an EOP grant, see Section 603-E-3-c,

3. lnclusion in Terms of Award. When “satisfactory progress” “good standing™ are
included 1n conditions for receipt,and retention of award, rcupncnl must be given an
explicit statement of such terms when award is made (SA 73-20).

C.  ACADEMIC UNIT LOAD VERIFICATION

1. Prior to the First Disburseiment. Venfivation of enrollment i “the required” aumber of
units must be made prior to the first disburseinent.

!J

Prior to Each Additional Dusbursement. Venfication of enrollment oa at Ieast o half-time
basis shall be made prior to cach addltmn.nl disbupement within a terne.

3 Ceusus Dalc Confirmation of caroliment in “the requared™ muaber of wmits st be mads
for all wid revipients ,from vensus date until load toster print out as soon as avatladle,

NOTL 1 a student recetves an LOP grant, see Section 603 L-3 for unit enrollment and umt
’ completion requirements,

D, UNIT DROPS

1 Prior to the Census Date. Exceutwve Order No 171 peraats withdrawal from counas)h
withoul rustitction or punalty, duning 4 period esfablished by the campus, which wust be
no later than the vensus dute. If aid 1s disbursed ;prior to winus date, any umit drops not
cleared through the Finanuial Aid Office will be identified w the requured review of the
census date unit loxd roster (see Section 306-D-2).

t

2 After Cennus Date A systum for automatic reierrdd of stideals to Financial Aid Ot

(or propt nolilicaion of unit drops) it be develop.d betweea Financial Aul Offne

Revised  June, 1977 40
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and approprate wmpus athodst The Fuanaal Awd Otfice shall take appropriste and
tunely fullus-up whion iduding cduntivn, wncellation, andfos roovery of award 1l
recipient is no longer carrymg regquired ninnber of untts (SA 73.20)

a1 studont bas been awarded Work-Study fands, ieeosry of aay carmngs duteemiad
10 Te i eaeess of a eevised Tinandtad aid cligibility shall st be requested anless the
student nusrepresanted fis or fiee factual draanstances, wpon whicls the eligabibity

for finanusal aid had bieen determined

b, I Work-Study is qeduced or wancelled, the emplpyer should reeeive written

Notification of Withidrawals. A systun for prompl nolibication af withdraw.d by aul
recgnents fust e ostabinticd booween Financial Awd Oltice and appropriste waimpus

Refond of Fmanciat Al The Athidavat of Lducational Purpose, signed by abl rewpients

of tedural tunds (SA 74:54), speuifies that sucls funds wall be und \uh.ly for cxpuises

3. Amuunt of Refund.  Whether and to what eatent @ student shalt be ruguured to
ectund his aid depeads upon foagth of time studeit has been attendiog dasses dunng
the term and the Judgement of the appropriate o viewang olfiviad{s) o to the portion
of the award eguned fur sclioobrelated eapenses Tor that ime. Basis fur dewsion
mnstbe fully docomeuted B wcquind ronad mvulv..\ W Stady Juids already
vand, we Section J0od)-2 8 and b,

b, Duc Diligence m Collestion Lfforts, I studeat wannot be antaviowvad regarding
repaysient ol donds (e student discondimied Juss attendanee withouat wllivadlly
withdrawing, or withdrew by mad), due diligence st be evidenval i vampus
eltorls to collect any requited repaynient as follows

1) Send Ktter to the student cxpluning fnancial obhigations resubting trom
withdrawal and stating that a hold hias been placed on stodunt’s records untid
stich obligations have been Jeared. (Referencesy SA 73 20 and Scitions 42380
and 42381 of Title § of the California Admunstrative Cede).

(2) 11 student dous not respond, send 4 second letter (alentical 2o the first) by
certiticd il retunn recept cequested.

¢, Delay of Loan Repayment. 11 oan_was_awarded_ duriag term studand selledrew,

repaymcat v e made i awordainee with provistuns of student’s promisory note
(oo, naediate epayment of Joan i3 not reqinred unless an judgenent ol the
Fananaial Aid Otliee or the Busingss Otlice ur buth, imndiate nopayinent shoald be
rogutieal) Stadent should roccne eait mtoevies dovasieats icduding the ropayinent

- notilication
-
E. WITHDRAWALS
I
office(s).
2,
related to attendance at the campas.
schedute,
3.

ERIC
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Effect of Withdrawal on Completion of Required Number of Umis

a Do oot consider amts attempted and subsequently  cancelled by authonzed
withdrawal w detennsaimg completion of requared average namber of anits

Do
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b, If a student has received a Financial Al Warming Letter (see Section 3068 1y
specifying a deadline for completion of umts from a previous term, the deadime
shall not be affected by such withdrawal unless unusual urcunintances (documented)
warrant special consideration.

DETERMINATION OF COMPLIANCE WITHL SATISFACTORY PROGRESS
REQUIREMENT

1. Checking Units Completed, At the end of cach acadenuc term, offivial records of wunits
completed by all financial aid reciprentts must be checked pronptly upon receipt of such
records by the Financial Aid Offie to confirm that the “required™ munber of anits b
been completed (SA 73-26)
2. Interpretation of Grades {for the purpose of determining finsncial md cligibility)
3. Following shall be considered as units completed:
(1) “A" through D" grades. ‘ -
(2) “CR"(Credit)
N b, Following shall not be considered os nnits completed.
-0 (M "F” grades.
(3) “NC" (No Credit). ' :
(3) “W" (Withdrawal). .
4) “AU” (Audit),
(5) “U" (Unauthorized Incomplete).

c. Following shall temporarily be considered as units completed, with final
‘ determination as noted (Reference: Exccutive Order No. 171):

(1) "RD" (Report Delayed). Repstrar will replace with a grade as soon as fossible

(2) “SP" (Satisfactory Progress). To be replaced with appropnate final grade
within one calendar year of date of first caroliment.

(3) “I" (Inwomplete). To be made up within once calendar year immediately
following the end of the term in which it was assigned. ’

3. Notification to Student. The following procedures shall be followed.

2. At the end of cach acadennc terun. if 3 student faded to complete at least & half time
unit Joud, or was disqaalified, a “*hold™ shall be placed on the next dismursenment and
the student referred to the Financiat Aid Office.

b Fah temy at the fust disbursement, all finandal aid recipients shall be provided
with a copy of a gencral policy statement regandmg satisfactory progress. This
statenent shall rentmd the student of the “Agreement”” signed at the tine of aceepting
the otfer, and of the required nomber of units which must be completed to mamtun
financiat aid elygbality  Thes statement should abo mchide 4 warning that subseqquent
financial aid may be denied 1f that aamber of nnits s not completed within the
academic year.

Revined - June, 1977 48
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EXCEPTION. Thus statenent need not be distributed if the Financial Aid Office*
sends individual waming letters to all students who have nol
completed the “requited” munmber of units at the end of cach
term. Such warning letter must include 1) the “required” number
of units which were not completed in the preceding term, 2) the
required number of units which must be completed to maintain
financial aid eligibility (sce Scetion 306:-B-2), 3) the deadline for
completing the deficit “required” units (sec Section 306-F-4), and
4) the consequenees, including probable denial of subsequent

” finanuaal aid. if the required nmuber of units is not completed duning

p the specified time  period.  (Reference: Revonmendation 1+,
Trustees tutenual Audit Re, art No. 73-3.)
¢ At the end of cach academic year, the sfinancial Aid Office shall nolify all aid
recipients with unit deficiencies of the number of “required” units which were
not completed. and whether or not financial aid for the subsequent year is bung
Jdaiticd or ontinued on a probationary basis.
4. Schedule for Completion of Required Number of Units. The following schedule i
predicated or the student’s completion of an adequate number of units up tu the time of
' the Financial Aid Warning Letter.
. Unit Deficiencies Tenns During Which Units
at End of Tenn Must be Completed
Semeste o ————— _Fall._. . J__ _ Spring and Sammer
Spring Swnmer and Fall
Quurter Fall Winter, Spring and Sumnicr .
Winter Spring, Summer and Fall
Spring Sunurcr, Fall and Winter
.
5. Excesive Unit-Deficiency. Il the umt defiviency at the end of any ternt is so great that
. there 1> hitthe probabibty that student would be able to make up the deficiency in
tequired penod of time, studvat must be advised regarding probability of discontinuation
of Jid in following term.

6. Termination of Financial Ard. If it 18 deterrmined, after feview, that the conditions
speaficd 1n the waming letter (sce Section 306-F-3 and 4) have not beun satisfied, the
student must reveive a written notification of ternnnation of fingncial md chgibilaty

307. CONFIDENTIALITY OF ALL STUDENT INFORMATION
“All docaments, correspondente, sud vonvetsaiions between and among the aid applicant, his faunly,
and linaeal 3l officers are confidential and entitled 1o the protection ordinanly aristng from a
counscling retationship.” (See Section 101-1.) .
A.  APPLICABLE LAW -

Sue Sevtion 225045 of the Califorma Education Code was fepealed, the controtling law w»

now the 1974 Famly Educational Rights and Trivacy Act. sometimes roferred to as the

“Buckley Amendment™, (See SA 75-87.20 U.S.C. 1232p and 45 C.F.R. 99.)

) In pertinent part, Section Y9.31(a) (4) of the Federal repulations provides that.
) Ao educational agency or mbitation iy dislose penonally identifaable
mlotnation Liom the educabion reeords of 3 student witlout the written consent ot
the parent of the stadent or the chuble studentat the disclosurc is -

b

49 . Revised - June, 1977
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OVERSIGHT ON CURRENT STATUS AND ADMIN-
ISTRATION OF FEDERAL STUDENT ASSIST-
ANCE PROGRAMS

THURSDAY, FEBRUARY 4, 1982

House oF REPRESENTATIVES,
SuBCOMMITTEE ON POSTSECONDARY EDUCATION,
CoMMITTEE ON EpUCATION AND LABOR,
Washington, D.C.

The subcommittee met, pursuant to call, at 10 a.m., in room 2261,
Rayburn House Office-Building, Hon. Paul Simon (chairman of the
subcommittee) presiding. »

Members present. Representatives Simon, Weiss, and Erdahl.

‘Staff present. Marilyn lMcAdam, mmjority legislative assistant,
and John E. Dean, minority senior legislative associate.

Mr. SiMon. The subcommittee will resume its hearings.

This is another in a series we are holding on the student assist-
ance programs. It is appropriate that we conclude this particular
series with a representative of the Student Loan Marketing Associ-
ation, better known as Sallie Mae, Mr. Edward Fox.

Sallie Mae serves as the secondary market for loans under the
guaranteed student loan [GSL] program. This morning we will spe-
cifically be hearing about the current status of the programs oper-
ated by Sallie Mae as well as progress reports on loan consolida-
tion, warehousing, and servicing of loans and implementation of
the new authorities granted Sallie Mae in the 1980 amendments
and the Omnibus Budget Reconciliation Act of 1981.

The role of Sallie Mae has become increasingly important as the
GSL program has mushroomed in volume. Since its inception in
1973, Sallie Mae has invested over $4 billion in student loans. In
the wake of anticipated changes in the GSL program, it is essential
that Sallie Mae be available to provide financial and operational
support to lending and educational institutions, State agencies, and

parents and students participating in the student loan program.

We will also be hearing from other witnesses who will be telling
us about the status of student financial aid programs and their im-
portance to specific minority students. This knowledge is particu-
larly important to us as we are about to receive the administra-

* tion’s budget requests.

Mr. Fox, we will start off with you. You may proceed as you
wish. '

(251)

o CAR-TRL N = B2 - 17 3
- 23y

IToxt Provided by ERI




. 252

STATEMENT OF EDWARD FOX, PRESIDENT, STUDENT LOAN
- MARKETING ASSOCIATION [SALLIE MAE]

Mr. Fox. I would like to ‘thank you on behalf of our board and

-our chairman for the invitation to appear before your committee.

We have given you a lengthy amount of material. I think it an-
swered most of the questions that were requested of us, so I won't
go over all of that and repeat it.

There are three points I would like to mention at the outset.
Then I will take your questions.

First, in the 1980 amendments to the Higher Education Act we
were permitted and were encouraged by this committee and by

, those amendments to provide a program of loans to States in sup-

port of their lending to students; itself as a primary or secondary
market. That language was reasonably explicit. The comments in
the report were explicit. But the Department of Education has
taken the tack that there are sume missing links in the legislation.
If entities were to borrow from us, even though we finance our-
selves on a fully taxable basis, looking at other legislation which
was approved at that same time which would require that States
that borrow only receive a half special interest allowance on the
assumption they were coordinating the arbitrage profits associated
with profits made from the sale of revenue bonds, in essence States

have been told they cannot borrow from us.

We are very pleased that the leadership of the House and Senate
has communicated with the Secretary, that that was not the intent
of the law, that those who borrowed from us who were States
should get the benefit of the full special allowance, and the States
having difficulty marketing their bonds should have a secondary
source of funds.

I re'er you to my statement which talks about that in some
detail. Hopefully, in order to give service to the States, which was

not an issue, which was supported bipartisanly in the House and

Senate a year and a half ago, it appears we are going to need some
legislative tightening in order to provide that acc ‘mmodation to
the States. So we look to you for that help, sir.

Second, as you know, we are now selling our debt in the private
capital markets which 'was the intent of the 1980 and 1981 legisla-
tion. An issue surfaced in which it appeared that entities which
owed money to the Federal Government could oni, sell debt that
was subservient to the Federal debt. That was not the intent of the
original law. There were technical amendments approved in 1981
with the support of *he House and Senate, That language has an
expiration date of September of this year. I believe it was the
intent of the Congress to review that, since it had come up on very
short notice and to hopefully extend that so we would be able to
finance ourselves. That, too, is an issue that has been dealt with at
length in the material that I have given to you. .

Finally, one authority that was given to us in the summer of
1981 as sort of a safety net, would permit us to make accommoda-
tions or to finance programs that were created with loans that
were not insured by the Federal Government. For example, if there
were a need in a geographic area or a class of students were not
eligible for aid under an existing program, Sallie Mae would have
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StUDKNT LOAN MARKKTING As80CIATION [SALLIE MAz]

The Student Loan Marketing Association (Sallie Mae)
is a private, £0{-ptqfit corporation chartered by Congress to N
provide a national secondary market for insured student loans
made by private or state lenders under the federally-sponsored
Guaranteed Student Loan Ptcgtam {GSLP) and Health Education”
Assistance Loan Progran (HEAL).

* .

By congressional intent, Sallie Mae is structured
along traditional corporate’lines, with tot;l responsibilities
in the hands of a board of diteqtots and a management teanf
The President of the United States appoints one-third of the
21-member board and designates the chairman from among the full

membership. By statute,. financial and educational institutions

are permitted to own shares of voting stock of the corporation.

O
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and each group elects one-third of the board of directors. .
Sallie Mae eprovides a broad spectrum of private and

state lenders -- commercial banks, thrift institutions, credit

unions, state agencies and other primary lenders -- with a

source of liquidity. It offers such lenders the opportunity to

sell student loans at cash value or to borrow additional funds

to support their student lending activaty by pledging existing

loans as collateral, thus serving as a secon;aty market for

student loans. 5

&
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the authority to put in place financing for accommodations that
might be made by a school to a student or by a bank to a student
that wasn't covered by Federal insurance or State insurance or re-
insurance. . .

This has not been something that we expected to occur relatively
quickly. As long as the existing programs, the GSIP, NDSL, and
other programs were functioning and students hadn’t been disen-
franchised, we didn’t expect these alternative programs would be
created or made available to students. So we have made no provi-
sion to make such loans at this time. But it is a safety net pro-
gram,; so if students are disenfranchised, there would be other op-
portunities for Sallie Mae to participéte in such loan programs.

All of a sudden we have staried getting requests for information
as to how such a program might work, particularly educational in-
stitutions are reviewing the financial situation of their students
and finding that many already qualified for student loan programs
which are not Government or State supported. They are wondering
if they can make loans directly on an insured basis or induce banks
to make loans to students to fill that void. Those institutions are
also coming to us and looking for credit in support of those pro-

ams.

" 1 would look to this committee for some guidance, because we

have a limited amount of resources. There are a number of differ-
ent programs to which we can provide credit or support. The issue
is, really, What does the committee think about the possibility that
certain groups who may have been disenfranchised, as you set
qualifying standards for your programs, seek other forms of credit.
And, since we have the statutory right to offer some kind of credit
in support of those students, what do you feel about the possibility
that we may indeed be called, or may have to finance, or have to
consider financing that kind of request? " ‘

What comes down in the next few months may create an even
larger pool of students who are not eligible for guaranteed student
loans or NDSL loans, and I have no doubt they will be looking for
any source of credit they can find. That, to some extent, means us.
Any guidange you can give us about these uninsured loan pro-
grams would be appreciated. -

That is my statement, Mr. Chairman.

[The prepared statement of Edward Fox follows:]
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ic epabling lcgislatién,

the Higher Edlication Act of 1965, enlarged Sallie Mae's statutory

program .ndL xnancxnglauthority. Specific ptovis.ons authorize

the corpora

lend funds directly t s;ate agencies uhe:e there is a certified

shortage o oaﬁ‘capi

states whe there is a

amendment ere included in the Omnibus Budget Reconciliation

Act of 19 broadening Sallie Mae's au;ho:ittes as a prQspective
“safety n - in support of student credit.
right to f rchase student loan cevenue bonds and, with the

approval,o the Secretary of Education, to be an insurer under

certain r ecific and limited conditions.

of thes7 mendments can be found in the Appendix to this testimony.

on to coésolidatc or refinance student loans,

nd to serve as a direct 1ende: in

vere student loan shortage,

These include the

A detail@d discussion
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In over eight’years“of operation, Sallie Mae has
' _provid d‘nearly $7 billion of support to lenders under the

GSLP. |As of December 31, 1981, its investment of $4.8 billion
| .
stude?q loans outstanding.

/ Sallie Mae has worked with 1,200 lenders providing
dirﬁc# or indirect financial assistance to 2.0 million students
in 51‘states and territories.
savings banks, thrift institutions, credit upions, educatjonal
in g;tutions, states, agencies and state secondary markets.

h s;assisted in financing statewide programs {p 14 states and

the District of Columbia.

4

They include commercial banks,

in th FSLP was equal to approximately 25 percent of all insured
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Sallie Mae ootains funds x;r fts operations pramarily
from the sale of 1ts debt obligations. 1In recent Years it has
financed its activities principally through the issuance to the
Federal Financing Bank (FFB) of debt obligations guaranteed by
the Secretary of Educateon. As announced by Secrecary Regan on
May 7, 1981, Sallie Mae has begun borrowing in Ehe‘public markets

. .
without the guarantee bf the.federal government.

.
The corporatiqp is expected to meet the same profit

and loss s}andards, including a return on stockholders' equity,

as a business without a government link. It pays full federal

income taxes and has received no federal appropriations during

its entire history. Sallie Mae is severing jits ties with the

federal government in connection with ite funding activities.

Ite—-objective—is-toachioue ts. primary-social purpose.of expanding. . . __

ctgdxt in support of access to postsecondary education by operating

as a business organization subject to thg disciplines and oppottunities

of the marketplace. As such, Sallie Mae considers itself to be

a prototype for transforming a quasi-government orgaﬁization

:nto a private sector corporation that functions efficiently

and profitably while fulfilling its original public %prvice

purpose.

During 1981, Sallie Mae -provided $2.5 billion of
secondary market supoort Eor the GSLP.'a dramatiCc increase over
[
the\$1.4 billion in 1980. Durinhg the ycar the corporation's

holdings of student loan related assets incrcased by 86 percent .

B
.
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over 1980. lrom December 31, 1977, tnrough Decemper 3i, lY81,

the corporation has grown approximately ten-fold from $500

.-Lllién to over $5.1 billion. Sailie Mae purchased $1 billion

of guafanteed student loans in 1981, representing over 1400
transactfons from institutions in almost every state in the
union. During 198<, Sallie Mae expects to increase moderately
kts dollar volume of loan purchases against the 1981 performance.
Warehousing advances (loang) totalled $1.4 billion in 1981, a
dramatic increase over the $811 million made available in 1980.
This growth was caused hy lessened liquidity in the banking
system and high interest rates which, i.. combination, create a
cyclical demand for lcans from Sallie Mae. Lowet;d interest
‘tates and the previous utilization of available collateral by
lending institutions suggests that demand for th:s service from

Sallie Mae will diminish substantially in 1982. Over $500

nillion of landing in the Warehousing Advance Program in 1981
was against collateral other than student loans. This authority,

first contained in the 19&0 amendment: to _he Higher Education

Act, permitted Sallie Mae to fiuance institutions that had not
previously participated in the GSLP and pernitted others that
were lenders-of-last-cesort to borrow from Sallie Mae to assure
access to éligible students. Additionally, Sallie Maz provided
$800 xill on of commitments .> 58 institutions in 1981 to either
purchase loans or iend at a future point in time. As of year
end, such commitments, which are contingent f;;bilities of éhe

corporation, totalled nearly $1 oillion.

7 264
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Sallie Mae was given the responsibility in the 1y80
amendments to p(it in place a Loan Consolidation Program for
certain qualifying students relative to the National Direct
Student Loan Program (NDSL) and the GSLP. App{oval from che
Department of Education was not forthcoming until late in 1981,
resulting in a pilot program first being offered during the
.‘ fourth quarter. Because of the lack of a usable data base to
identify prospective candidates for loan consolidation. and due
to an extremely time consuming and costly process of origination,
results of our pilot program are just beginning to become available.
A vezy\p;eliminazy response from high indebtedness graduates
suggests a relatively modest interest in the loan consolidation
opportunity. HMowever, Sallie Mae is committed to providing
loan consolidation to all qualified students and anticipates

closing $100 million of such loaus during 1982.

Another program provided to Sallie Mae in the 1980

amendments clarified Sallie Mae's ability to lénd directly to

) states. The Department of Education hag taken the position /
that states borrowing from Sallis Mae on a direct basis would /
qualify for only a half special interest allowance. Many states /
have approached Sallie Mae during these difficult times in the /
student loan revenue bond markets, seeking financing from Sallie - /
Mae. The interpretation given to Sallie Mae's authority, ho@ever, /

has prevented Sallie Mae from providing this assistance. Resolution
of this isgue is a critical necessity for the viability of /

'pzograms in many state lending agencies. We are gratified that /

ERIC
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a

the M3JOrity anc MINOrity leoadership Of the HOuse and the benate
communicated with the Secretaty of Education that the Department's
o

position was inconsistent with the intent of the original statute.

1f there is to be a viable Loans to States Program, the Congress

is going to have to amend the statute, and we leave that to

your judgment.

Various questions have arisen as to the purpose of

amendments to the Sallie Mae provisions in the Omnibus Budget
Reconciliation Act of 1981, and the activities of Sallie Mae
since enactment of these prévisxons. These amendments were
desiqged fuch that 1f, as some feared, the Act's changes to the
GSLP ;esulted in a reduction in lender participation, other
alternatives would be available for student credit. 1In fact,
the Conferees specifically intended that with regard to certain
provisions "the aut@ority given Sallie Mae is only stand-b;
authority™. H.R.Rep.No.ZOé, 97th Cong. 1st sess. 743(1981).
Sallie Mze has not yet exercised any of the new authorities
provided in the Act. In addition, two o; the Sallie Mae amendments
were designed to cz:rect deficiencies in the language enacted
in ;he Education Amendments of 1980~fe1§tfbe to Sallie Mae's
financing in the private capital markets. You should be aware

that recently a small number of institutions have identified

groups of middle income' students who are no longer eligible for
the GSLP and have approached Sallie Mae for discussions relative
to a secondary murket for uninsured student loans. Given the

Possibrlity that the eligibility of graduate students and others

ERIC ,
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a5 L 1ts appropriate role in sugporiing student financing

through non-federal loan programs. . N .

We are appreciative of the support of the Congress in
providing a technical amendment to Sallie Mae's enabling statute
1n 1981 which provided that “[t)lhe priority established in
favor of the United States by section 3466 of the ReY}sed Statutes
(31 U.S.C 191) shall not establish a priority over the 1ndebtedness
of the Association 1ssued or 1ncurred on or before September
30, 1982". This amendment has created a temporary wai;;r as it
is limited to debt issued or incurred prior to September 30, -
1982, 1f this limitation is not removed before that date,
Sallie Mae will find 1tself unable to finance 1ts activities,

to fund outstanding commitments, and to fulfill 1ts congressional

mandate of providing liquidity to the student loan market. ,

The most significant single development in the financial
atea during 1981 was the negotiation of an agreement with Administratior
'officials in March that set the basic course of Sallie Mae's
funding activities in the future, In exchange for an additional
$2 billion of long~-term financing authority at the FFB (bringing
the total of such toriowing authority to $5 billion) the cotporation
}greed to accelerat¢ the time schedule for re-entry into the
capital ma“'..s to fund its activities. Specifically, the
agreement called for Sallie Mae to end its borrowing from the

FFB by September 30, 1982, or at the time a total of $5 billion

SE :
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ot Such LOrLOWINgS we4 cutftanding. Sallice Mae also agre-a to

enter the capital markets without the use of the full faith and
credit guaranéee of the Department of Education which was originally
available until October 1, 1984. Working in concert with the
Treasury Depar:ment. this agreement provides a sound base for

Sallie Mae to begin financing its program acquisitions without

federal support, as intended by Congress.

- Sallie Mae began its reintroduction to the public
capital markets in May, 1981, by 1Ssuing short-term discount e
notes. The notes have been well Eeceived by 1investors, often
trading at lower yields than those offered by other agencies.

Through December 31, 1981, more than $4.4 billion of discount

notes were sold and $420 million were outstanding at that date.

P The corporation is currently in the second stage of
developing alternative financing instruments. A three-year
floating-rate security, indexed to the 91-day U.S. Treasury
bill, has been designed and has recently been sold at public
offering at a relatively attractive rate by an investment banking
syndicate. This instrument has been structured to protect SLMA
from certain risks, as the index for the interest rate and the
timing of the .change of interest rate are virtually the same as
those of the corporation’'s program assets. In addition, a task
force has been established to evaluate the feasibility of issuing
a security 1in the form of a student lgan pass-through or participation
certificate. Alsoy, renewed efforts were begun late in the ye

;

to assess the opportunities for an equity issue.

O
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tund 1ts operations in 198z, as only 5400 million of wdditional
FFB borrowing was available at the end of 1981 and has since
been taken down. The primary source of financing, if availablé,
will be floating-rate debt iszued 1in qQuarterly public offerings
of approximately $200 mill{on. The corporation intends to rely
on this relatively long-term, variable-rate deb&, rather than
on short~term discount notes, in spiate of the somewhat hagher
costs anticipated from this strategy. It 1s important to maintain
a conservative approach to managing Sallie Mae's affaxrs; given
the corporation’s high debt-to-equity ratio. Doing so will
enable Sallie Mae to continue accessing the debt markets, and
pos$ibly the equity market over time as a result of a more

stable earninds flow and a balanced balance sheet..

It 1s also possible that Sallie Mae will enter the
Eurocredit markets in 1982 with a modest sized $50 to $100
million i1ssue of floating-rate debt to introduce the corporation’s
name to that potentially valuable source of liquidity. Although
such an issue 1s unlikely to be indexed to U.S. Treasury bills,
it 1s expected that being prepared for proper market execution
will enable the corporation to tap this market at a propitious
time and at a reasonable cost. Preliminary planmang for this

financing is already underway.

Under its enabling legislation, Sallie Mae is subject

to federal income taxes as a private, for-profit corporation.
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Taxes on 1ts 1981 income, both current and deferred, were-$14.9
_million. Since inception, Sallie Mae has incu;r;d total tax
liability of $42 million. After provision for taxes, 1981
corporate earnings were $18.0 million. Dividends of $1.5 million,
or less than eight percent of earnings, were paid to stockholders
that are financial and eéucaéional 1nstitutions eligible to
participate in the G§LE. The remainder was retained by the
corpozatian and invested in further support of student loans.

, Servicing continues to be the mo;t serious problem
for Sallie Mae and other major holders of guaranteed stude:
loans. During 1981, Sallie Mae increased from 5 to 10 the
number ;t contract servicers acti.g as agent to collect its
loans and actively entered the servicirg business itself. By
December 31, 1981, Sallie Mae was collecting on over $100 million
of student loans, or approximately 6 percent of the $2 billion
of student loans owned. The corporation is inr the process of
developing its, own software system at considerable expense and
hopes to have that system available and functioning by mid=
1982, enhancing 1ts collection capability and etiiciency. Student
loan servicing continues to be plagued by a lack of commonality
among “the requarements of the various guarantors which results
in a plethora of differing routines in the collection system
for each state. Hopefully, some method will be developed for
encouraging uniformity where differences are not truly warranted.
Other problems related to cost are brought about by frequent

legislative change. For example, recent Statutory changes have
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created 7 percent and 9 percent 1oans, ane the po.c.biliey of
8,:12, and 14 percent loans. This increases accounting and
data bzocessxng costs. Other changes having to do with deferment,
grace period, minimum repayment, eligihflity, and the rounding
or lack of rounding of the special allowance to the nearest
higher eighth of a percent, have required the sepa;ation of
loans for different treatment and, in some cases, even the
separation ot the loans of a single borrower. This further
complicates the system and increases costs. For a large holder
of student loans, a combination of circumstances relative to an
individual student can require some enormously complex solutions.
. The process 1s additionally impaired hy the rigidity with which
regulations are interpreted, often differing in each of the ten
federal regions. I would hope that the Congress takés note of
the operational aspects of any proposed changes in the GSLP so
that ?%e intent of the change can be managed within the framework
of the existing banking system. We would be plewsed to discuss
specific'opetating problems with which we are familiar for
legislative review as you have requested, but would hope that
other means might be found. Foc example, if, under proper
controls, the Secretary of Edu.ation was given‘}lmited authority
to mod}fy certain of the expréss terms and conditions of the
program 1f a cost/benefit anzlysis indicates savings to the
government and participants, positive changes could be made
without resort to specificvlegislation. Hopefully, user groups
such as state agencies, banks, education?I institutions, student
groups, and Secondary market makérs could help in advising the

Secretary.

EIKTC 25\) ‘

Aruitoxt provided by Eic:




’ . 265 ’

Lhanges 10 tne vahxihg ana tlinahclal services 1haustry
could have an impact on the GSLP, We anticipate continued
movement towatds interstate banking and a continuance cf interstate
and interindustry mergers. This trend is accompanied by continued
interest in planning for Electronic Funds Transfers systems,
debit cards and other financial services which will require a
considerable amount of data processing support., We are not
convinced that the financial industry is willing to commit
large dollat amounts or to give first priority for changes and
developnent of ;tudent loan systems., Additionally, we are
concerned about the banking systems' willingness to commit the
dollars to the primary market in guaranteed student loans in
the amount that current OMB and Department ‘of Education loan

volume projections for the next five years imply. We are also

aware of the banking system's lack of interest in the parent
loan program, primarily because of the high costs associated
with immediate collection, the impact on other lending, and the

*probability of change.

Another concern has to do with the deteriorated condition
of the municipal bond market. The major participants as buyers
have been commercial banks and insurance companies during the
last twenty years. Commercial banks have significantly reduced
their apputite for municipal bonds as other forms of tax~reducing
ttaﬁsactions, such as leasing, have become available to them.
Casualty insurance companies as a étoup are no longer making a

profit and so do not have income to shelter through the purchase
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and, since the 1981 tax legislation has reduced thé maximum tax
&rate on unearned income from 70 percent to 50 percent, tax-free
securities are Jess attractive. The result is a significant
increase 1n the cost of marketing municipal bonds and, quite
specifically, the cost oE issuing student loan revenue bonis.
Within the last thirty days one major state paid about 13 percent,
all costs included, for a ten-year bond issue. To the extent
that the market does not improve, many states who provide primary
and secondary market services in support of the GSLP will havg
difficulty 1in continuing to pgovide service to eligible students
and institutions.
"

Sallie Mae will also be faced with considerably higher
costs of funds 1n 1982, financing itself in private capital
markets without the full faith and credit of the United States.
There is also a question as to the amount of funds which will
be available to Sallie Mae in the marketplace. Systems development
and control costs and servicing fees as discussed earlier will
also add to Sallie Mae's expenses. The reduced availability of
funds, the high cost and higher operating expenses will, in all

probability, result in a changing :0le for Sallie Mae proportionate
[ ]

to the GSLP.

The cost of funds to financial intermediaries, state
agencies, and Sallie Mae is a function of the marketplace and

will have to be managed in a sophisticated and, hopefully, in a
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AMENDMENTS TO SALLIE MAE PROVISIONS OF THE
HIGHER EDUCATION ACT ENACTED IN THE
OMNIBUS BUDGET RECONCILIATICON ACT OF 1981

o Various questions have arisen as to the purpose of
amendments to the Sallie Mae provisions in the Omnibus Budget
Reconciliation Act of 1981, the Postsecondary Student Assistance
Amendment of 1981 (the Act), Pub.L.No. 97-35, Section 538 (d)
and the activities of Sallie Mae since enactment of these
provisions. This memorandum will discuss each amendment, its
purpose and the current activities or planned activities of
Sallie Mae in .implementing each provision.

The overall purpose of the amendments regarding Sallie
Mae was to put in place a "safety net"™ for the Guaranteed Student

Loan Program (GSLP). These amendments were designed such that
if, as some feared, the Act's changes to the GSLP resulted in a
reduction in lender participation, other alternatives would be
available for student credit. In fact the Conferees specifically
intended that with regard to certain provisions "the authoraity
given Sallie Mae is only stand-by authority®™ H,R.Rep.No.208,
97th Cong. 1st sess. 743(1981). Sallie Mae has not yet exercised
any of the naw authorities enacted in the Act. In addition, two
of the Sallie Mae amendments were designed to correct deficiencies
in the language enacted in the Education Amendments of 1980,
Pub.L.N0.92-318, relative to Sallie Mae's financing in the private
capital markets. Each of the améndments will be discussed in the
order they appear in the Sallie Mae enabling statute, Section 439 of
the Higher Education Act of 1965, as amended. .

AUTHORITY TO DEAL JN NON-GUARANTEED OR NON-INSURED STUDENT LOANS

K
In a time of reduce¢d federal support for postsecondary

education, it was considered possible that individual institutions
might be willing or feel compelled to invest capital to create non-
federdl loan programs for student credit. These loan programs
would not qualify for any federal subsidies. The Act allows
Sallie Mae to support such privats efforts by acting as a secondary
‘market for such non-insured loans as it does for the GSLP.

' sallie Mae has never envisioned that the level of non-
insured loans available to students would be very large, given the
continued existence of the GSLP. Aside from broad inquiries from
educatiohal institutions relative to loans to students 1neligible
for the GSLP, Sallie Mae has not been approached for a warehousing
advance qr the purchase of a portfolio of non-insured loans,

Sallie Mae's normal secondary market activities. Sallie Mae 1s
not a primary lender under any circumstance other than for purposes
of the loan consolidation program.
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with regulation and system development and collectich cuu Le

improved through simplexcatxo} of the program brought about by

the desire of the Administration and the Congress to move in
that direction.

Sallie Mae was established by an Act of Congress to
meet a public service goal as a fully privately financed for-
profit corporation. During its first eight years it has developed
ftself as a corporation with earnings and a balance sheet capable
of supporting its social purpose with dollars that come, not
from the federal Treasury, but from the private capital markets.
Sallic Mae's development indicates that the Private sector can,

with some nurturing, create a vehicle to perform social services.

96-763 0 = B3 = 1 v
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LIMITED AUTHORITY_TO PPOVIDE D PFL7PAY OF LOAN INSURANCE R

This amendment was designed such that if, and only 1f, .

c¢ligible bbrrowers are seeking and unable to obtain loans, and .
no state or nonprofit private institution or organization is
capable of or willihg to provige a program of loan insurance,

the Secretary could enter intd an agreement with Sallie Mae to
prolade such a program. Thas provides the Secretaxry and only

the Secretary with the flexibility to allow Sallie Mae to become

a loan insurer in the event of some 1solated shortfall®in student
credit either in a state where no state agency existg or if a

state agency becomes unable to cdrry out its function. Sallie

M4e was also authorized to become a loan insSurer for thé purposes

of the loan consolidation program. The Conferees stated their
belief "that this stand-by authority is necessacy to assure that '
loans are available to all eligible borrowers, regardless of
geographical location. Under no circumstances is"this ‘amendment

to diminish the strengths and viabilify of new or existing state
guarantee or nonprofit agencies.“ H.Rep.No.208, 97th Cong.lst

sess. 743 (1981). . N S . .

. Obviously, Sallie Mae has no unilateral authority un er
this provision. Any program of loan insurance must be carriedl._
out pursuant to an agreement with the Secretary. Neither Sallie
Mae nor the Secretary has requested such an agreement and none-
exists. In fact due to the clear indication that such authority- .
was given only as stand-by authority, Sallie Mae has not requested .
an agreement to become an injurer for the loan consolidation pro-
gram bat, instead, has agreed with the Depastment of Education that,
the Departrent will insure loan consolidation paper. .

AUTHORITY TO DEAL 1IN OBLIGATIONS ISSUED BY STATE AGENCIES OR
ELIGIBLE LENDERS -~

More than twenty states have becor. depeéndent on the
salq of student loan revenue bonds to support the GSLP 1n their
states. This authority provides Sallie Mad with the ability to
purchase such bonds, thus providing an additional pool of assets
to support revenue bond financing for student loans. This amend-
ment to Section 439(d) in no way affects Sallie Mae's own financing
authoraties which are clearly defined and limited ynder Section
439(R). : ,

B
. pPending the resolution of several complicated tax questions,

Sallic Mae has not bought, sold, held, underwrittdn or otherwise
dealt with any such obligations. The only activify which Sallie”

Mae currently underta§es with regard to student loan revenue bonds

15 to provide underlying commitments to purchase the sbtudent loans
made with the procreds of the bonds. The same service is provided

by other private financial iptcrmediaxies. .

¢ ¥ . T , ‘%
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SUTHORITY FOR TUL BOALD OF DIRECVORS OF SALLIE MAL
This amendment allows the Board flexibility in authorizing

activities for Sallie Mae if the activities are "in furtherance
of the programs of insured student loans...or will otherwise sup-
port the credit needs of students.” sallie Mase's coxrporate existence
is defined by Section 439 of ‘the Higher Education Act. Whereas

. most corporations have a charter with a corresponding provision,
Sallic Mae's charter is Section 438. This authority is enjoyed by
several other federall/ chartered corporations reflectang Congress’
determination that such organizations‘ charters Should be broadly
defined, leaving determination of corporate activities ta their
géverning boards.

- »

. This authority does not oxist in a vacuum. Sallie Mac's
Board, including public members and a Chairman appointed by the
President of the United States, has the full fiduciary responsi-
bility of any boird of directors. The authority 1s lamited by its
own terms that any activities authofized must be in furthcrance
of student credit. Such activities that the Board could authorize
would be subject to review by thé Departments of Education and
the Treasury, s well as by Congressional oversight as provaded in
the statute. This flexibility allows Sallie Mae to xespond to a
chanjing zredit environment for postsecondary education wath new
services or programs without the necessity of Congressional action
but with accountability.

1
STATE £AX STATUS OF SALLIE MAE OBLIGATIONS

Since inception, Sallie Mae itself was exempt from state
and local taxes other than property tax. This amendment clarified
that Sxllie Mae's bonds would be accorded the same treatment consis=-
tent with the law relative to other quasi-governmental corporations
{TVA, Fedaral Home Loan Banks, Federal Home Loan Mortgage Corpora-
tion, poztal Service, Farm Credit Banks, etc.). .This amendment
does not affect the® federal tax status of either Sallie Mae or its
bonds, both of which are fully taxable under federal law.

GOVERNMENT PRTORITY IN BANKRUPTCY

This amendment was designed to provide that the government
as a holdex of Sallie Mae's debt instruments would in the event ¢
of bankruptcy stand equal with all other creditors. Due to Sallic .
Mae's extensive borrowings from the Federal Financing Bank, the
existence of a fedoral priority effectively prohibits borrowing in
the public capital markets, the iltent of the Education Amendments
of 1980. The amendment was inadequate to perform its purpose and
a temporary solution was provided in the Older American Act Amend-
rments of 1981, Pub.L.No.97~115 Section 18 (1981). This temporary
solution is.effective only until September 30, 1982, and should be
made permanent prior to that time in order to allow public borrowing
by Sallie Mae. ‘

.27
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Stupent Loan MARKETING ASSOCIATION [SALLIE MAE}—A STATEMENT OF Its
Purposk, FUNCTION, AND OPERATING PROGRESS, FusRUuARY 1982

Establiched by the 1972 Amendments to the Y jher ®lscation
Act of 1965, the Student Loan Marketing Association {Sazllie Mael
is a~federally chartered, privately owned corporation.

|
|
*The Congress heteby declares that it is the |
purpose of this section to establish a private corporation
which will be financed by private capital and which
— wi)1 marve ar a secondarv market and warehoucing facility
~ for student loans ... and which will provide Yiquidity
for student loan investments.” (20 U.S.C. Sec. i087-2
(a)}
|
|
|
|

Shagcholder owned and controlled, Sallie Mae was established
to support the federal government's Guaranteed Student Loan
Program (GSLP). The GSLP is a program ¢f federal insurance or
reinsurance for loanc obtained ;s students from state or private
sources. Under this program, students obtain credit primarily
from private lenders with the government providing insurance

. against defaults as wesl as interest subsidies to the borrower

and to the lender.

o
in 1976, the Health Professions Education Act established

a program of fedegally insured loans to graduate health professions

students, .he Health Lducation Assistance Loan Program (HEAL).

The firs’ HEAL loans were made in 1978. Sallie Mae is also

authorized to .rovide a secondary market for loans made under

this prcgram. 7

®ongress created Sallie Mae in a manner similar to
many other quasi-government corporations. The purpose in establishing
a secondary market was to enhance the attractiveness of student
loans to banks and other primary lenders, thereby generating
more private capital for the student loan market. Sallie Mae
was intended to provide lenders with a soutce of liqu.dity =-- a
national, accessible secondaty market wherc lenders could sell
their student loans or borrow (warehouse) on the collateral of
those loans. Program users were expected to provide ‘the equity
capital for the torporation and additional funds were to be
obtained through the sale of government yuaranteed debt vbligatiors.
The corporation was to use these funds to purchase or warehouse
student loans. In this way, Sallie Mae would support the Congressional
objective of maximizing private capital part}cipation in student
loan financing, r~nsistent with the assurance of equitable levels
of loan access .. borrowers. In meeting its resronsibilities,
Sallie Mae is subject to review not only by its .oard of Directors,
but also by the federal government and the Congress. This pattern
of oversight requirer Sallie Mae tc¢ balance its public and private
interests to assure ¢ ¢ rporate finaaciat objectives as well as
program objectives i, fupport of .he GSLP. In addition to statutory
oversight and revie  Sallic 'ae, in the conduct of 1ts business,
must abide by requ cinns applizable te all holders of GSLP
loan < inclndi.g ¢ so of the Secretary of Education and the
state and priva* 4Jua:antee agencies.

’
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Sallie Mar's ctatus as a federally chartered, private
corporation refiects two fundamental and complementary realizations
by the Congress: first, that the public interest reguires a
viable and equitable system of studert credit which will operate
more effectively with the support of a national secondary market
and second, that a secondary market motivated by private sector |
objectives represents the least expensive and most efficient
means of providing this support.

While Sallie Maec has neither requested nor received
any aporopriated funds, Congreas 2id cnable the sorpoaration to i
borrow, through 1984, with the full faith and credit of the
United States supporting its debt. 1In 1973 and 1974, Sallie Mae,
raised $400 million in the private debt markets as a new, untesth
corporation. From the establishment of the FFB in 1974 through
1980, Sallie Mae has borrowed exclusively from this source. Thg
Bank lent to Sallie Mae at a rate higher than it paid for its |
funds, thus generating a profit for the FFB. Congressional |
intent behind the Bank was that those entities utilizing the ‘
full faith and credit of the United States should use the FFB in
the interest of a more coordinated and cost efficient approach
to financing.

In early 1981, Sallie Mae reached an agreement with |
the U, S. Treasury Department to limit its borrowing from the
FFB and reenter the capital markets without use of the full |
faith and credit guarantee, by statute still available through,
September, 1984. Under this agreement, the co:voration was !
eligible to borrow up to $5 billion on a long-term vatiable-raﬁe
basis throigh September, 1982. This debt extension program was
completed in January, 1982. An additional result was the establishment
of a Discount Note Program in May, 198l. During 1981, the D1§count
Note Program marketed by three major New York securities dealers
emphasized short-term maturities and had an average outstandxhg
balance of approximately $275 million. .

In the last week of January, 1982, Sallie Mae began
its next major phase of funding in the capital markets by 1sbuing
a three-year floating rate note, publicly issued in the capital
markets by a federal agency. This method of financing is the
foundation for future Sallie Mae debt since 1ts interest expense
will vary in a similar manner to Sallie Mae's assets. While the
first issue of this new security was a success, it is important
ts note the subs:an.xal!) higher cost of this scuzce of funas.

R

By statute, Sallie Mae's voting common stock Cun Oniy
be owned by eligible financial and educational institut.ons, and
the majority of its directors are elected by those sha.. . ers.
Congress creaied Sallie Mae in a manner similar to seve: other
corporations in that the constituency, for whom the corporation

v
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was establiched, wus exapected to provide the undcslying capital.
Sallie Mae raised 325 million in the private equity markets 1in
1974 and as of December 31, 1981, total stockholder equity.
including retained earnings, was approximately $68 million.
Effective January 1, 1981, the corporation's Board of Directors
may also authorize the issuance of non-voting common stock to
the general public.

-~ The President of the United Statés appoints one-third
of the twenty-one member Board of Directors and designates the
Chafrman from 223n5 the momborship of the full Board. Sellie
Mae's enabling legislation provided for the involvement in the
corporation®s financing activities of the Department of Education
{only with regard to Sallie Mae's guaranteed debt financing) and
the Department of Treasury. In addition, the Treasury Department
is required by statute to pProvide the President of the United
States and the Congress with a report on Sallie Mae's operations.
Sallie Mae also is required to tramsmit to the President and
Congress an annual report of its activities and 3perations.

In recognition of the Congressional intent that it
exercise direction and control of the corporation, the Boagd of
Sallie Mae has, from its inception, provided an active stewardship
over the corporation. This is in keeping with the determination
of Congress to structure Sallie Mae along traditional corporate
lines, with total responsibilities in the hands of a Board of
Directors and a management team.

Sallie Mae's enabling legislation requires the corporation
to balance its public and private interests to assure that corpgurate
financial and program objectives are in support of the GSLP.
5allis Mae, as a private, for-profit corporation, is not expected
to assume risks which would have a materially adverse effect on
the cozporation's ability to operate as a viable secondary market.
Identifiable risks to the corporation come from regulations,
operations, and financial and economic fluctuations. Sallie Mae
also i# a public purpose institution chartered by the governmefft
to Support national goals in the area of student credit. as
such, Sallie Mae is expected to play a leadership role, witmn
the bounds of sound financial practice, in encouraging and supporting
lenders in the continuation of GSLP lending activity and by -
setting standards which are widely acknowledged as supporting
sound loan origination and administration.

An examination of Sallie Mae's prbgram activities
under its Loan Sale, Warehousing Advance and Commitment Programs
reveals the evtent of the corporation's support of the GSLP and
the national objectives set forth by the Congress. Under its
enabling legislation, Sallie Mae is authorized, pursuant to
commitments or otherwise, to make advances on the security of,
purchase or repurchase, service, sell or resell, offer participations
or pooled interests, or otherwise deal in federally insured
student loans or student loans that are insured by state or
private guarantors participating in the GSLP. In 1981 Sallie

. R7,
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Mae was authorized to provide similar sccondary marhet services
for non=insuted Student loans. The wwfpwiation zo Prunsliad
from dealing with 1institutions that discrimina.e on the basis of
race, sex, color, creed or national origin and from dealing with
any commerical bank with deposits in excess of $75 million,
which requires a customer relationship with the student or his
or her family as a condition to receiving a student loan.

Under its: Loan Sale Program, Sallie Mae offers to
purchase loans made under the GSL and HEAL Programs. The Loan
Sale Prugram provides funds ro ienders and, because the corporation
utilizes a network of third-party servicing agents, relieves
those lenders of the administrative considerations relative to
loan servicing. Through its warehousing Advance Program, Sallie
Mae provides liquidity to lenders against the collateral of
their existing student loan portfolios or other U.S. Government
dssued or guaranteed obligations. By statute, institutions with
advances collateralized®by insured student loans must either 4
reinvest all advance proceeds into additional guaranteed student,

-—-—103ns or maintain a specified student loan portfolio level throughout

the term of the advance. Institutions offering other collateral
must fully reinvest all advance proceeds. Sallie Mae also
provides the assurance of future funds through the 1ssuance of
forward commitments. These commitments, for both the Loan Sale
and Warehousing Advance Programs, have enabled many state and
private lenders to maintain lending arrangements through the
assurance of continued student loan credit.

The provisions of the Education Amendments of 1980 and
the Postsecondary Student Assistance Amendments of 1981 provide
a major challenge to the corporation. In addition to broadening
the corporation’s flexibility in meeting liquidity needs as a
secondary market, Sallie Mae was altso authorized to be active 1in
the student credit market on a limited, direct basis. Specific
provisions authorize the corporation to consolidate and refinance
student loans, lend funds directly to state agencies where there
is a certified shortage of loan capital, to zerve as a direct
lender or guarantor in states where there is a severe student
loan shortage, to provide secondary market support for non-
insured student loans, to purchase and underwrite student loan
revenue bonds, and to provide sych additional services as determined
by its Board of Directors to be supportive of the credit needs
of students.

A\

Since inception, Sallie Mae has made available nearly
$7 billion of support to lenders under the GSLP through its
Warehousing, Loan Sale, and Commitment Programs. As of December
31, 1981, Sallie Mae's §nvestment of $4.8 billion in the GSLP
was equal to approximately 25% of all student loans outstanding.

O
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In more than eight $oere of operaiion, Sallie Mae hes
worked with nearly 1,200 lenaers 1n 51 states and territories.
Thece 1nStituti1ons include cor~ gcial banks, thrift institutions,
cred1t unions, educational 1nctitutions, state agencies and
state secondary markets. Statewide programs are financed with
Jssi1stance from Sallie Mae for the states of Colorado, Michigan,
Minnuaota, South Carolina, Kentucky, Kansas, Virginia, Mississippi,
Oklahora, and West Virginia.

Sallie Mae routinely does business with institutions
of all types and size3. These institutions 1nclude money center
and regional banks as well as community oriented banks and thrift
- 1nstitutions and state agencies. »

. In torms of 1ts business practices, Sallie Mae differentiates
between hi t.ri1sk lenders and high-risk student loans. Sallie
Mae dues n ¢ purchdse loans unless they have been oc1ginated and
maintained 1n compliance with appropriate statutory and regulatory
requirenents. However, the corporation does work with those
institutions that are not in compliance to improve their understanding
of these program requirements and generally has been able to
complete transactions with most of them. Sallie Mae believes
that it has the responsibility to purchase portfolics of loans
from lenders whose origination practices are satisfac*cry, even
though some of these institutions may have shown relatively high
incidences of default. As such, Sallie Mae's portfolio contains
an above-average number of loans made by open-access lending
institutions. Many institutions have indicated that they would
not support the GSLP without Sallie Mae standing by as a secondary
market outlet for the loans they originate.

- Not all primary lenders are willing or need to utilize
the secondary market. For many financial 1institutions, the
yields on these loans as well as other institutional factors
encourage retention of student loans. However, kno ledge of the
ex1stence of an accessible secondary market provides vonfidence

o to these lenders should they wish to utilize Sallie Mae.

Sallie Mae recognizes that as a secondary market, it
has an important role 1n encouraging the primary market to lend
to students 1n a nondiscriminatory and equitable manner. This
understanding pervades Sallie Mae programs which reflect statutory
requirements designed to encourage 1nstitutions to deal fairly
with student borrowers. It is also reflected in the terms of
the programs themselves, which attempt to balance the interests
of l2nders and the needs of Sallie Mae in a reasonable fashion.
Sallie Mae also is deeply involved 1n assisting several states
in thei: efforts to encourage student lending activities through
the development of a direct lending capacity or in the establishment
of effective state student loan guarantee programs. In addition,
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Sullie Mae actively promotes the use of its secondary market
services to the financial copmunity in *he belief that *hé assurance
of "its support and participatfon will encourage the flow of °
private capital into the GSLP.

Sallie Mae is, under its Charter, a private corporation,
governed by a Board of Directors in part elected by shareholders
and {n part appointed by the President. Sallje Mae's praimary
public goal is to improve access to student loan credft for
eligible students and their parents who wish to finance a postsecondary
education through the Guaranteed Student Loan or the Health
Education Assistance Loan Programs. The corporation's position
45 a government-chartered enterprise implies a respons.bilaty to
encourage public jinterest objective consistent with sound financial
practices expected of a private business. The pursuit of these
goals, under its Charter, is fully consistent with the intent of
Congress and reflects a balanced approach_on_the part of Sallie
Mae with regard to meeting its public and private goals 1n support
of the GSLP.

February, 1982
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SLMA STATEMENT OF FINANCIAL POSITION
December 31, 1981 -
(Millions)

Assets

Warehousing Advances 2,754.9
Cash and Shc *~term Investments 4 168.2
Other Assets 176.7

L2 ~
. Total Assets $5,171,3

Liabilities and Equity

Notes and Interest Payable . $5,095.4
Other Liabilities ‘ 8.2

; Total Liabilities 5,103.6

]

Stockholders® Equity T 61.7
Total Liabilities and Equity $5,171.3

> Y

j
Student Loans Purchased . $2,071.5 "

Committments Outstanding 929.5
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Mr. SimoN. You asked for our guidance. Let me ask for your
guidance What is your, feeling about what should be done on the
uninsured loan situation? ,

Mr. Fox. It appears there is a large number of middle-income-
students, students from middle-income families who are going to
find it increasingly difficult to get credit, particularly as the eligi-
bility standards are tightened. I think a properly managed pro-
gram, where perhaps thie banking industry takes a leadership role
and thé schools participate, and where the credit risk is shared by
all parties, probably could deliver a reasonable amuunt of credit in
support of those students’ needs. ,

From a business point of view, I think a modest-sized program
could be put in place, and it could be done in a way that would not
be harmful to schools, banks, students, or ourselves.

I think the question really is the priority. Whether that group
really has a priority as opposed to any other groups, or whether
"the pool of resources should be shared. T don’t think that is a judg-
ment that I, as a noneducator, or somebody who doesn't allocate
resources jn education, should really make.

Mt. SimoN. I guess one of my concerns is that we don't—you talk
about shared responsibility here—that we both retain access in
zheory, but w: retain access practically, also, so that our system
doesn’t get so comiplicated. People just don’t understand how we
proceed. :

I note the presence of the president of Wittenburg University in

the audience. How we maintain a program sc that a student can go .

to Wittenburg University—the student counselor in high school
may not have or doesn't understand NDSL, and all the things we
talk about. I guess that would be one of my concerns. .
Let me just ask you, you have 'had a chance, Mr. Fox, to take a
look at the whole situation. If you were restructuring, as we ncw
are—this isn’t going to happen, but let’s just say if you were re-
structuring the whole student assistance program—Sallie Mae
doesn’t exist, ‘nothing exists—how would you proceed? That is a

rather sweeping question, I realize, but you have had some reflec-.

tio_n ‘in this whole area of what we are doing and where we are
going. ; :

Mr. Fox. I think the first thing is to get a faigly good estimate of
the resources that can be brought to bear by the Federal Govern-
ment and the States in support «{ education. Then get a good
census of those eligible for aid, and then make some judgment a« to
how you wish to distribute it in the least costly, and most efficient
way that you can. Today we have not only a very, very large
number of programs, but w2 have a complexity to thase programs
and a constant change which builds incredible cost. Tt is ultimnately
borne by the consumer, which in this case is the student.

I am not sure what the distribution mechauism should be,
whether it should be some central authority. One of the big prob-
lems I see in education is that the funds that are appropriated,
whether it be for campus-based programs or student.aid programs,
is uubject to change, reprioritizing, and schools never know from
ycar to year what the totality of dollars going to education is going
to be. So it is a very frustrating process for educators to try to get
some kind of feel of what that flow of dollars is going to be.

Q
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In addition, things like the endowment funds are subject to fluc-
tuation, reserving dollars that they count on, particularly those
that come from,Federal sources. It must be a hell of a thing to try
to be a planner if you are in higher education, with the sources and
uses of your funds subject to such gigantic change.

I would opt for simplification. I would look for a very simple kind
of program, and I would lovk for sume long-term commitment, no
matter what the dollar amount is, so that during the planning

process one could know in advance what level of dollars are going |

to be in the stream-for some period of time.

You bring a studenf, on this year and you have no idea what the
aid package might be.for the next 3 years'for that student’s aca-
demic career. It is a heck of a thing to try to plan. But some simpli-
fication, consistenty, some sense of long-term funding so people
‘have an understanding of what is coming and how to manage it.
But clearly, simplification, of the plethora of programs and reduc-
tion of the number would be the starting point.

A single loan progriim, a single grant program would clearly be,
[ think, in everybody's interest—well documented, reasonably
thought through, not overly regulated. I'm not suggesting it
shouldn't be controlled, but saying that the regulatory process has
been a killer over the years as well.

Mr. SimoN. 1 tend to agree with you.

Does minority counsel have any questions?

Mr. Dean. I have a couple of questions.

In your statement, you state that Sallie Mae is a private for
profit corporation. The question has been asked me a number of
times what benefits will Sallie Mae continue to receive after its
Federal Financing Bank borrowing authority is terminated. In
_terms of the advantages that Sallie Mae will have for having had
access to those funds, advantages Sallie Mae has over other private
sector entities? )

Mr. Fox. Well, as you know, we had access to $5 million from the
Federal Financing Bank and we have long term moneys that have
been taken down in that amount with an average maturity of
about 14 years. That is a very positive thing for our corporation. It
gives us a stable liability base and a foundation upon which to
build as a private corporation. :

From incepiion we believed that we were going to be private so
we managed ourselves as a private business. We paid Federal
income taxes, we have never tuken any appropriations from the
Federal Government. As a matter of fact, we pay a tax rate that is
probably higher than any other financial institution in Ameéricd.
But what should be understood is that we were able to offer and
price services commensurate with the cost of our money. So we
have a very modest profit built into each unit of business financed
by that $5 million. .

Our rate of return on assets is considerably lower than very
large commercial banks, for example, on an after tax basis. But
that meant that we were able to offer services at a lower cost, and
relatively safely, because we had an assured source of funds. Of
course, if we don't manage our business carefully, if costs go up, we
can have difficulties, but we took those moneys and invested them
at a reasonable profit tu the corporation, and at attractive prices,
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to the constituencies we served, and that foundation appears to be
relatively safe as we move forward.

We are not making any very large profit on that. In the future,
the moneys that we raise in the marketplace will have to be made
available, based on the cost associated with those funds.

We just had a very successful bond issue in the last week or two,
successful in the marketplace. It was the first variable ratio ever
sold by a gussi-governmental entity, and the cost was relatively at-
tractive, sng,nﬁeantl more attractive to what we paid to the Feder-
al Financing Bank. %u the costs of our services are going to have to
go up to cover those costs of financing.

Mr. Simon. If I could interrupt—when you say relatively attrac-
tive, what numbers are you referring to?

Mr. Fox. We were financing ourselves from the Federat Financ-
ing Bank at a rate of one-eighth of | percent over the Treasury bill.
The financing we had for 3-year money on a variable rate basis
was three-quarters of 1 percent, which means an increase of five-
eights. Our earnings after taxe. are less than a half of a percent.
So in and of itself that increased cost of financing would put us in
the red if we didn't pass along certain of those costs, or become
more efficient in our operations.

But most people thought it would cost us more than that to get
that issue marketed. “This administration’s philosophy is to see
each of these quasi-government entities playing what they call on a
level ballfield, that everybody finances themselves without the full
faith and credit vn its survivors or doesn't survive in the competi-
tive marketplace. Furtunately for us, we have managed ourselves
as a business and we were ready to take that step when it was re-
quired of us.

Mr. DEAN. Let me ask, on the average 14-year maturity date, on
that debt that 1s one-elghth of 1 percent above the Treasury bxll
wha)t does that translate into in terms of a percentage rate aver-
age’

Mr. Fox. That is a \anable rate that is predicated on the weekly
fluctuations of the 90-day Treasury bill. Today, with the Treasury
bill at around 13'z percent, discount, that translates into about a
14%4 bond equivalent rate, and on that we add another eightli of a
percent, which would make it about at 14%. :

In addition to that, we pay interest weekly on a significant por-
tion of that, which means on a compounded basis, that raises that

rate to maybe 1434 percent.

Mr. DEaN. A proposal was made before this subcommittee to
raise GSL interest to 14 percent and to fix the special allowance
rate permanently at 4 percent. Could you commerit on the prob-
lems that you would see with fixing the special allowance rate on a
permanent basis?

Mr. Fox. The 14 percent is the coupon rate of the GSL in that
proposal, and on top of that—-~

r. DEAN. Four percent special allowance would not be altered
upward or downward with the’cost of money.

Mr. Fox. So that the yield would be fixed at 18 percent.

M:. DEAN. That is right. And then if interest rates were low,
some of this 4 percent would be used Lo reduce the principle of a
student’s debt. This is Dick Cox’s proposal.
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The final question is one that you probably won’'t be able to
answer, but how would gou characterize the past relationship and
present relationship of Sallie Mae and the state guarantee agen-
cies, and how would you explain the fact that they are so wary of
Sallie Mae and are constantly calling up congressional staffs to
warn: them about giving you new authorities? )

Mr. SiMON. And the members. : .

Mr. Fox. It is curious. When we deal with most States on an indi-
vidua! hasis we have good relationships with them. We have pro-
+ided education accommodations to many of the State agencies.
Quite frankly, I don’t think many of them could have gotten their
bond issues off without some kind of an ifiput from us. °

When you see an entity grow from almost nothing to over $5 mil-
lion in size in 3 or 4 years, you have to be wary of just that. When
you see *hat entity get legislative enhancements relatively consist-
en&}ly, I can upderstand why people would be warg.

. We have provided over 1 billion dollar’s worth of commitments
to the States. I don’t believe we have dbne anything prejudicial.
The fees that we charge relative to our commitments tend to go
lower than that which is offered by the banking industry. We are a
creature of statute. We are pretty difficult to deal as we “are under
regulation and statute as to what our requirements are, say, for
servicing. Negotiating with us frequently means a level of expecta-
tion relative to statute and regulation that sometimes is frustrat-
ing. When we are dealing with commitments that have to do with
the future, jn a period of time where there is apt to be change, and
we are unwilling to put ourselves in a financial noose too far out, 1
can understand the frustration individuals have.

Also, quite frankly, :n the 1981 legislation there-was a great deal

of misunderstanding as to just what that was going to accomplish.
There was some thought we could issue tax free securities, but that

"Was clearly not the case. There was some .hought unilaterally we

could go out and do a lot of things they were doing, but that 1s not
the case, I do understand their concerns.

We try to work with the States, we continue to work with them.
Many things they do are prejudicial to us. But I believe that the
secondary market created by Congress exists not to be the only sec-
ondary market, but to assure that there is access in eligibility and
entitlement being satisfied. If others step into the marketplace, big
banks, and States to perform those functions, and that enhances
the primary market, fine. We are not going to compete just for the
sheer sake ©f competing, but to tne extent we can be that second-
ary market or provide help in those cyclical times we are needed,
we will be there. I don't think we have harmed altybody by~ any-
thing we have done. . .

ME. Dean. Thank you.

Thank you, Mr. Chairman. . .

Mr. SiMON. One final question.

When you issue bonds, you do it for what period of time usually?

Mr. Fox. The notes that we have sold to the Federal Financing
Bank range from a small strip that has a 5- to 10-year maturity,
and the bulk are 15 years. When we were in the private capital
markets many years ago, they were 30 days to a year. The very
first bond issue we sold, we sold a week or two ago, was 3, years.
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Mr. Fox. [ think anything that puts a fixed rate on an asset
these days is mncurring a degree of risk. We know that the savings
institutions haye been putting fixed rate, longer term assets on
their books for years, and financing that in a marketplace with
what is essentiaﬁy very short term and therefore variable rate li-
_ abilities. Over the years these portfolios of long term assets are
selling at discounts or under water and are yielding significantly
less than the cost of financing X

Nobody believed 10 years ago that we would have the Treasury
yielding 15 percent, yet we do. And mortgages in those days were b
7, or & percent, They are still on the books of those savings institu-
tions. -

Today, financing themselves at 16, 17, and 18 percent, they are
going bankrupt. This program was constructed in such a way that
you have a reasonable match so.that your yield on the program
changes on a quarterly bagis, as presumably the cost of your funds
changes. That variable rate is a positive thing. It gives institutions
. a chance to be assured that as their costs go up, their yield goes up.
As the costs go down, the yields go down. In exchange for that,
they get a lesser amount of net income. This is not a particularly
remunerative program for most financial institutions, but the risk
has been taken ouf of it. I think that is what makes it attractive.

If you are asking them to put in place long term fixed rate secu-
rities, I think the banking system will walk away from it.

Mr. DEAN. What would be the impact on the corporation if there
was a restriction in loan volume on new guaranteed loans to say $4
or 35 billion per year, if it were fixed so no more than that could go
out in a year? Would that undermine your long term viability?

Mr. Fox. The corporation has only seeu originations in excess of
that for the last 24 or 12 months. We have grown tenfold over the
last 4 years. The question is how you manage it. You don’t manage
that kind of growth. You survive it. From ap operational point of
view, we would probabl welcome a reduction of volume because of
the stresses on our system. I think that is a judgment you have to
make. We can be providing whatever level of support is appropri-
ate 10 whatever size market is there. I suspect if you cat the origi-
nations to that level, you have not reduced credit demand, and that
demand would come to us in other directions and from other
sources, for example, on the uninsured program. I don’t believe
that is going to gost any less or the demand for credit is going to be
less because you change the eligibility of yo'ur programs.

Mr. DEaN. What are the projections for the profit of the corpora-
tion for this current year, and then 1983?

Mr. Fox. We have to be very careful as a privately owned corpo-
ration in how we talk about future profits, because of the fact there
are shareholders in the marketplace. We would expect that the cor-
poration will increase in size by about 25 percent in the coming
year in terms of assets, and we would expect a concomitant in-
crease in profitability, as a generalization.

I think it would be inappropriate for us, since there are stock-
holders in the marketplace out there, to make definitive kinds of
projections public. We can speak to you off the record privately
about that.

Mr. Dean. OK. .
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We are selling short term discount notes in the marke! iace with a .
maturity of anywhere from 5 to 90 days.»

But what we Rope to be €Ble tg do is to sell as much longer term
«s we possibly can. That balance sheet always has to be secure so
those people who lend to us don't see the very short liabilities and
the very long assets, because that is where you can be harmed. So
we are plensed we were able tu get at least 3 years on that first
| . bond issue We hope to come buck to the market at least once a

. quarter hopefully reducing that a}ﬂ'z‘_dd I just talked about against
the Treasury bill and hopefully éxténding the debt as long as the
marKets will aceept it. The markets themselves are unamenable to
long-term'Securities generally. R ¢

Mr. SimUN. You afe planning these issues in such a way that you
are not heving too nuch of a roller coastephen they come due,
. “that there is some evenness in that? - '

Mr. Fox. Westave relbti)el) sophistis:

ed financial model that
shows the maturities 3f our Asset structurf. What we are trying to
do is to Manage our cas w so we don't Nave those kinds of prob-
lems. One thing that is of a concern 'to me, is the amount of very.
short term debt suld in the revenue bond markets against lengthy
portfolios of loans. The reason for that is because the rates are
Jnuch lower in the short-term markets. I worry that a very signifi-
. .cant-amount of this paper is going to have to be, roted over, refi-
"nanced at sume point in time. Not only is fhere relinaicing of edu-
cation notes, but thepeware housing revenue bopds, and industrial
\_Jfevenue bunds, dnd @ whole plethora of ngtes éoing to have to be
* 7 refinanced in the short term. Hopefully we learned from the sav-
ings industry experience. We_ are trying to manage ourselves so we
don't wind up in that position where you get a big bubble that has
to be refinanced and you can be in harm’s way.

Mk Simon. We thank you, Mr. Fox, very much.
Our neat witness Is Dallas Martin, executive director,
Association of Student Financial Aid Administrators. ~

STATEMENT OF DALLAS MARTIN, EXECUTIVE DIKECTOR, NA-
TIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINIS.
TRATORS, ACCOMPANIED BY DON HOLEC, DIRECTOR OF FI-
NANCIAL AID, PURDUE UNIVERSITY ’

Mr. MAgTINSThank you, Mr. Chairman. We appreciate the op-
portunity to be here. Accompanying me at the table today is Mr.
Don Holec, Hirector of financial aid at Purdue University, who is
currently president of our association. .

We appreciate the opportunity to be here and to discuss some of

/the prégram deficiencies that have been _brough' up recently in
. terny[of the student financial aid programs, ana .hare, with you

sothe of our insights. . .

I think you wiltadmit that we have noticed recently what seems .

to be almust an excessive amount of criticism focused on some of .
the more negative features of the program. Unfortunately, we fear
that that may, do harm in terins of the overall perceptions of the
general public, in terms of the real worth and value that the pro-
grams have.-had. ) N .
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Certainly none of us can cunduene the actions of those individuals

" or institutions that heave abused the progrums or not taken their

responsibility seriously. But ugain, I would point out I think many
of the recent GAQ repoits and so on have tended ‘o focus too much
upon the worst case examples.

We would like to take this opportunity today to discuss some of
those studies that have been done. We will iry to provide a clearer
picture of what can be done to provide some inprovement and.
some suggested alternatives to the remedies that have been pro-

- posed. .

One of the first studies that you have looked at was a study done
by the GAO, which talks about the excessive default rate in stu-
dent luans. This is a topic that has appeared before this subcommit-
tee before. It has been a nagging problem that has been with us for
a number of years. But I think it (5 interesting to note that in the
study itself, in the very beginning, that they point out that it was
nearly 19 years after this program was initiated before regulations
dealing with proper diligence and standards of institutions were
ever proposed. ’

Interestingly, the committee and Congress through the years has
made a number of steps that have been designed to try to assist
institutions in the proper collection of student loans, And yet, re-
peatedly we have delays in implementation, in the proper issuance
;f Igl;'idldmeb with many uf those regulations that would have been

elpful.

To give you an example, the Educational Amendments of 1972 fi
nally provided a provision whercby institutions could assign their
notes to the Federal Government to assist in collection. That was
very critical because institutions did not have authority to use IRS
skip tracing to find lost borrowers and other ways the Federal Gov-
ernmént had. Yet it was nearly 6 years after that was actually ap-
proved befure the authority was up and operativnal for institutions,

> just a further indication of the kind of delay. That really was

launched back in probably March, of about 1978 when then Secre-
tary Joseph Califano underfook a major effort to begin to try to
crack down and explain to institutions that they must take'their
collection efforts seriously and should try to do some things. We
begun to see a flurry of activities that have been helpful in terms
of collection of student loans since that time. ~ . 7~

But our intent is not to just simply talk about the past. I would
like to just say 1o you if we look at the record in terms of statistics,
going back to the default rate that was in place at the time Mr.
Califano began his effurt, we have seen some major improyvement
in the overall default rate of NDSL loans.

If you look at the data that is provided in the GAO report, at
that particular point in time, you would find that as of March of
1978, which was the latest data they had—dJune 30, 1977—the de-
fault rate was 16.86 percent. Since that time, the latest data that
we have shows an overall default rate of 16.4, That cleurly shows
that at least the rising problem has been curbed. If .ua go ahead

.and adjust that 16.04 shown in the overall and you remove from
that approximately the 3215 million in accounts that have been as-
signed to the Federal Government, you will actually find that the

oy .
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default rate now for institutions for the period ending June 30,
1979 has been reduced to a figure of 11.9 percent. =~ °

So we feel there certainly has been some improvement and a lot
of the continuing problem that we are ‘acing is the fact this is old
paper that is on the books that is just very difficult to work. This is
evidenced by the problems that the Department of Education has
had themselves in trying to work sdome of this old paper.

Let me point out there are a few things that still continue to con-
strain institutions’ ability to collect these loans. Certain public in-
stitutions of this country by State statute, because of the matching
requirement of the program, are not allowed to assign their assets
to any other party. .

Mr. Simon. How many States are in that situation, do you know?

Mr. MArTIN. I do not have an exact count. We can try to get
that. I am aware there are seven or eight, and some of those are
major States. L

So those institutions, even though the Department has imple-
mented a procedure to assist in this, they are still prohibited from
turning those over, or else I suspect that the overall average would
be even lower than the 11.9 we are currently showing.

Second, I think some schools have become discouraged from pur-
suing legal action which is defined as one of the: recommendations
in the GAO report, due to the fact that you rot only have to go
through some fairly extensive kinds of legal procedures and so on,
but securing a judgment against a student is no indication that
necessarily they are going to continue to pay.

The reason is that oftentimes the amounts of money we are deal-
ing with in terms of pursuing it through the legal system is such
that it is probably not h. b priority with other individuals in rela-
tionship to other kinds oi outstanding debts that are owed the Fed-
eral Government.

Third, and another issue I think has not been discussed enough,
and it is probably one of the most significant factors, is the eco-
nomic earning profile of an institution’s NDSL borrowers. I mean
by that that there are students—and clearly the NDSL program by
the very nature of it being need based—we have attracted through
tne years those students who generally are going to have a higher
financial need, and therefore, may be academically and from a
credit standpoint a slightly higher risk than certain other individ-
uals. Consequently, many of those individual students may not
complete their academic programs. )

Mr. Simon. If I may interrupt you. I am going to turn the gavel
over to my colleague from Minnesota. Unfortunately. I have to tes-
tify before another committee. I am going to be com.ing back. This
does not indicate lack of interest or concern in what you are
saying, or if I miss any other witnesses.

Mr. MARTIN. I certainly appreciate that, Mr. Chairman. Thank
you.

Mr. ErpaHL. Proceed, please.

Mr. MArTIN. Consequently, we think that that has probabl
tended to have somewhat a negative impact because of the ris
factor that we are dealing with here. I think that is a matter of
social policy that needs to be taken into consideration when we
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compare this particular program perhaps with some other lending
programs that it is often compared to.

The fourth thing that 1 think has happened in terms of discour-
agement by institutions and commitment is just a lack of what we
would call program stability. We have had a number of cases now
where several administra.ions have suggested the elimination of
continued Federal support for this program in terms of funds. We
have also had many legislative changes that have been confusing
and complicated the program, the required cost of adjustments on
promissory notes and collection procedures, all of those things that
do not particularly encourage institutions to be able to manage
these programs as well as they might.

Alsg, one other point is that since the history of *his program
has always contained a provision in the event it is ever phased out,
that other thap institutional matching, all of the resources would
revert to the I‘%deral Treasury. And I have to believe if there was
some assurance that that money might stay with the institutions,
and particularly for those that have done the best job through the
years, that there might be a little more incentive to continue to put
a little more effort and resources into their loan collections in that
program.

Nevertheless, I think overall the program has improved. We are
continuing to make improvements in it, and, therefore, I would
hope that we could continue with those efforts and through the co-
operation of, the Departiment of Education.

The second area we have outlined in our written testimony I am
not going to spend a lot of time talking about today, because we
had an opportunity last week to appear on a panel to discuss satis-
factory progress standards. I think yesterday after the representa-
tives from the GAO discussed that, they have probably, in my opin-
ion at least, provided some support of our logic to allow the com-
mun.ty to develop these standards, and that the institutions and
the results that were presented in that report seem to us at least to
be somewhat unrepresentative of the overall quality of institutions
that are out there, and the efforts of those institutions to imple-
ment satisfactory academic progress standards.

Let me skip that particular effort in the interest of time, and
turn to the third area that we would like to comment upon, and
that is the unofficial but still to be released control study that was
recently performed for the Department of Education by an outside
contractor. We have been given an opportunity to see an early
draft of that particular report. We thanﬁ the Department for allow-
ing us to review that.

I might add they have been very open, and I would compliment
them, with trying to make an effort in this activity, at least the
peopie from the program area, and certainly the Secretary’s office,
in trying to discuss this dilemma with us. We appreciated the op-
portupity.

In@leral, judging the overall quality control report, the draft
that "We have seen, it appears to us that volume I, which really
comes up with the findings, is fairly well done, and is certainly
much better than the earlier report done a couple of years ago.

The second volume, however, deals with recommendations for
the program. I must say, while there are some interesting recom-
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~
mendations, it seems to me to lack perhaps some of the sensitivity
and understanding of the problems and exactly how these things
interact upon a college campus. § would hope we would have a
chance to look at some mbre reasonable solutions rather than some
of those advanced in that particular report. ' “

The amount of errer that is reported, both,student error, institu-
tional, and error that may occur in the progcessing, clearly the two
areas that stand out is the amount of error caused by students mis-
reporting data and the amount of institutiona! error that is caused
itself by not having certain documentation or for simply not follow-
ing through on certain regulatory procedures.

If you take out the failure of institutions to have on file perhaps
a signed affidavit of educational purpose or a financial aid tran-
script which was not required at the time many of these were
going on, you really significantly reduce the amount of érror in the
institution. So it is not as bad as it might appear in the first draft,
and the Department has recognized this.

I also find, however, that the Department has had the advantage
of taking considerable time and a lurge number of people to go out
and obtain certified copies of income tax returns, to take a look at
the tax assessor records, and to even look at financial lending
statements from banks on individuals. And the tolerance level that
they used in terms of showing errors was down fo the roint that
any data element that showed a discrepancy by more than $2 was
counted as part of the error.

I personally have found that a little surprising, that 76 percent
of those students that were in the population that were studied
were able to report accurately on their forms within $2, their ad-
justed gross income. That seems to me to suggest that most people
are fairly honest and careful about the steps that they are taking I
am not certain I could do as well without going to considerable
length to secure mine.

I also found it interesting that the same report shows that 81
percent of the population studied misreported by more than $2 the
amount of cash or savings on hand at the particular day they had
to file the form. And I suspect if those of us in this room did the
same thing without calling up the bank to check that day, we
would probably tend to make the same kind of mistakes.

Still. I don't mean to say there are not some findings in the
report that are significant and need to be looked at.

Che report goes on to point out some of those problematic kinds
of areas, such as difficulty of individuals understanding what is
being asked for, or difficulty in parents being able to come up with
documentation for some of the data elements that are required on
the forin. .

Still, in spite of these findings, and after making adjustments
and looking at it, the Department has recently requested authority
to reprogram $45 million from the Pell grant appropriation level
for this year to implement a new revised set of validation proce-
dures. The plan that they have proposed would require all eligible
students to provide a copy of their IRS 1040 form to the institution,
The 1nstitution in turn would review that data and compare it with
the information on the form, and if there was a major discrepancy
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found, there would have to be information sent back tothe proces-
sor for carrection and subseqtient adjustment of the award.

We have discussed this proposal with the Department of Educa-
tion We have certainly pledged our support to take steps to insure
that we are getting accurate information. The Department has
maintained consistently this will not be a significant burden upon
its individuals or institutions. We would respectfully disagree with
that We suspect you are going to find a tremendous burden upon
both of those parties, and, therefore, we have tried to suggest to
them their may be some other ways of trying to get at the root of
the problem, which is to select out those individuals that are most
likely to misreport information which in turn, results in
overawards. .

The study goes on to report that there are some solutions that
they recommend using an error prone profile to identify many of
those applicants which in turn, if flaggeé)for validation at the insti-
tution, using a simple kind of verification system of three or four
data elements, could produce significant savings. This clearly
would not pr duce as much burden as requiring every single stu-
dent to come ) with a copy of their income tax return.

Part of our .oncern is that some of the very people that the pro-
gram is designed to serve may be the hardest hit with the require-
ment of a 104). We have a situation that we are dealing with an
educational calendar, making decisions for student awards at one
time and trying to tie that to another calendar in which the Inter-
nal Revenue Service operates that do not necessarily mesh.

What may well happen is that many of what I would call the
working poor in this country who will file a short income tax
return, may well sit down on the evening Lefore the deadline, fill
out the necessary information on the form and ship it off to the
Internal Revenue Service unaware they are going to be called upon
later to provide a copy of that in the fall when they enroll for
school Those very people are probably in most cases, from families
that are the least sophisticated, most likely to be discouraged in
terms of this, that do not have that kind of understanding. They
will be sent through unnecessary hassles to go back to the Internal
Revenue Service, to obtain a copy of this and so on.

Unfortunately, the quality contro} study points out this is not
where the problem lies. In fact, if anything, it points out these
people generally tend to overstate their earnings, and thereby
probably not secure the kind of awards that they should. So we be-
lieve by using something like the error prone profile and identify-
ing those families with more complex financial situations, and in
staying with a reduced but more simple set of validation proce-
dures, that it would be reasonable and more managable to get at
the basis of this problem, and #bt only provide better quality con-
trol in the program, which I think is necessary, but make it much
easier for families and Ynstitutions overall to deal with it.

In closing, let me just reiterate our community’s willingness to
assist the department and this subcommittee in any way that we
can to insure proper management of the Federal student aid pro-
grams.

However, we also think that the programs through the years
have done an excellent job of providing educational access and op-
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portunity to literally countless students. In our opinion, the pro-
gram primarily at the present time, is suffering from two ele-
ments—one is a lack of operational stability, which does not allow
for efficient planning and management of the programs at the in-
stitution or within the Federal Government, and second, is perhaps
a lack of funding certainty, of not knowing, just as Mr. Fox pointed
out, what to expect froni year to year in terms of overall planning
and staffing.

If we could somehow get to # puint through some simplification
of the programs and releasing some of the kind of burdensome reg-
ulations and concentrate on these two kinds of goals, and really f.-
cusing our programs on those students that need it. We continue to
believe that the confjguration of having a strong loan program, a
good work program, and a solid grant program would be sufficient
to provide educational opportun ty throughout this country.

We thank you for the ‘opportunity to be here. We would be happy
to recpond to any questions.

[The prepared statement of Dallas Martin fo‘llows:]

f'
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PRrEPARED STATEMENT OF A. DALLAS MARTIN, JR . EXECUTIVE. DIRECTOR, NATIONAL
ASSOCIATION OF STUDENT FINANCIAL AIb Al)MlNlS‘l‘RATORS

:

’ Mr. Chaireen,ﬁﬁembers of the Subcommittee, we appreciate

* the opportunity to appear before you Eoday to discuss our

views on the recently published General Accounting Office

and Education Department evaluation reports-that have been
critical of the Federal financial aid proqremi,_and to

comment upon the solutions that have been advanced by the

Education Department to correct “program deficiencies."

3 Recent pJgIICIty released by the Department ”e%iﬁging
these reports has primarily fo'cused upon: (1) the need to
impose budget reductions to help counteract program fraud
and abJ;e; (2) the tightening of eligitility and v&lidation
criteria to remove unworthy aid recipients who are not
making satisfactory progress or who have filed inaccurate
application data; and (3) efforts to correct East institutional
or agency transgressions which may have contributed to
excessive loan default rates and student overawards.

Since December, the General fAccoun'.ing Office has
released two reports pointing to deficienCies at selected
schools that have either excessive NDSL default rates or
insu*ricient procedures to i@plemeni or monitq& satis-
factory academic progress standards. The Department of

.Education has announced the findings f 1ts most recenty
Pell (BJSiC).Grant Quality Control Repcrt and has embarked

upon a major course of action that would now 'require all

Q 23(4
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Pell Grant recipients to file their on'their'parents'

.

latest IRS ﬁpx form with the school they are attending or -
-

plan _to attend in an attempt to reduce program overawards.

-

An Administrative directive to recover funds wherever

possible has recently prompted the Dapartmeht to increase

-~

its program review activities and to bring resolution to

audit findings.

~

None of us can condone the actions of those persons

- -

or schools that abuse the financial aid programs, nor can

L%

<

;e criticize the Department for attempting to correct
serious program errors. All of the recent activity. -
however, has focuied upoE the worst case examplés and has
failed to ﬁrovide any comment about the nositive societal
aspects fhag have bee; iéhieved by the federal fidancial
aid programs. Two adverse effects result from this.
First, questions are raisé@d in the mind of;the average
person on the street as to the fundamental validity of
continuing thi,public investmeht in these programs. While
it is healthy to stand back .3 moment and raise such basic
issues, we fear the question is taiPted by the prevailing
negative conclusions these studies engender. The second
effect, equally dangerous, is that many parents and
students will unknowingly support impending program'reduc~
tions because they unwittingly think thex will not be
affecte}: instead, they‘will hope thot an effort to eliminate

the undeserving will provide them with access to these
Q '

>

programs.

O
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‘Unfertunately, nothing could be further from the
truth. The outcome of ugpcoming decisions will seriously
aftect the g&pe of studeat who can obtain a postsecondary
education and the-kind of institution a gerson will attend.
These decisions will, 1n all probability, affect the )
numbers and abilities of people who will be entering the
work force in the next decade and vgst]y impagt the sorio-
economic framework of our society.
Therefore, we are ple;sed to appear before you today -

“* to comment on these evaluation studies and hope we will be
able to provide -a c]earqy picture of what we are dbﬁng toA v
improve the programs and suggest alternatives to the
remedies tyat have been proposed.

The first area we wish to address is the current g
National Direct Student Loan default rate.' T?Q GAD
report clearly réf]ects some of the nagging problems Egat

LS

have plagued all parties in recoveriqg delinquent student

loans. However, it fails to show the significant incréhse.

in recoveries and improvements mdde in collection practices
“since 1978. Factors contributing to defaults within the

NDSL prog?am can ?e attributed'tgﬁadministrative neglect

at some of the participating schabls and at the federal

a?ency responsible 1or overseeing the program.

The GAQ Etudy emphasizes that it Qas nearly 19 years
after the program's inception before interim program

LY
. . «
regula®ions were issued and enforced hy the Department
] .
- .
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" requiring schools to be diligent and forceful in administering

and cqllectinngDSL's. Members of this Subco@mittee are

aware that several legislative initiatives have bee;

approved by Congress in the past to reduce defaults, but

411 too often these initiatives have not been advanced
throughoprogram regulations until a much Jater date. For
example, the Education‘Amendments of 1972 included a

provision allowing schools to assign defdulted loans to *
the Office of Education to ensure delinquent borrowers
were fully notified that tieir loans must be repaid or
they would face legal actions by feJeral atté}neys.
Howgver, full implementation of this procedure did not
ociqf until six xears later. In March of 1976, Joseph A.

Califano, then Secretary of HEW, Yaunched a major departmental

. initiative to reduce loan default rates which prompted the

Department to begin procedures tS'?mplement this provision.
Even sincz then, the Department'$ collection activities
have been hampered because of delays in developing an
automated billing and réiorting system, i1nadequate manpower
to handle both GSL and NDSL accountsy and outdated,
inadequate and incomplete data on borrowers.

Our intent, however, is not to exclusively focus on
the past failings, but to sﬁow the improvement made in the
statistics betweén those" first used by'former Secretary
Califano to describe the condition of the program at that

time and those reported by the GAQ officials in their .




study of September 30, 198]. . '

3

At the time Mr. Califano wrote to all %articipating

1n>t|tut10ns (March 1978), the ]atest program data indicated

the default rate for all schools was 16.86 .as of June 30, .

1977 By comparison, the EAU study cites program data as *

of June 30, 1979, (the latest date for which ‘they had data

dvailable) showing the default rate for ali sciools tq be *

16.04 percent This data includes about 240,000 defaulted

loans, amounting to nqaply $215 million, assigned to the

Department of Education. 1In actuality if the default rate g

at participating schools excluded those nctes assigned to ~
- .

the Department, the national average would have been 11.9

for the period ending June 30, .1979. Wuile these data °

perhap§ do not reflect the k1nd of 1mprovement that many

p;;ple w;uld expect, it does seem %o show that th¢ rate 1s .
nq longer 1n€rea§1ng, tpat man( schools are making improvements
and that a substantia] portion of fhg'problem car be

attributed to va1d paper ". The older loans cannot be

co]lected due to 1mproper1y executed noteg, or 1nsuff1c1ent

or inaccurate information as to the borrower's location.

’ .

In some cases, the statutes of limitation have expired on :
thesé~notes. o
Still, we would like to point out the constrgints
T . . N I o
which hampér collection activities. These include such
factors ds the fol]o&ing; .
(1) some institutiors cannot assign defaulted loans

to the Educativn Department because State statutes o

o
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1

{4) Lack of program stability discourages jnstitutional
administrators from commitiing Qgequ resources to
properly manage the program and adds unnecessary
administrative costs that must be borne to operate
. the program. Since the inception of the program, the
"statute has contained a-provision that in the event
the. program is phased out all resources except the .
institutiona{ matching funds will revert to the U.S.
Treasury. Additionally, f-r the last several years,
nearly every Administration's proposed budget has
recommended elimination of or major reductions i
program funds. This uncertainty ha§=1eft many
institutional administrators with the opinion they
Should not depend heavily upon tne program since they
will Eventua]ly have to give up a]l the funds apyway.
Further,‘recént ghangee in- interest rates Bf 3, 4,
and 5 percent loans and inconsistencies of defenyent,
cancellation and grace periods have tended to in-
crease the administrative costs of both institutions

and the use of loan servicers.

The second area upon which we would like to comment
is the GAO study regardiﬁg satisfactory academic progress
and the financial aid community's efforts to encourage all
institutions to develop and properly monitor self-regulation

initiatives that will respond to these concerns.

-
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"~ prohibit assignment of their assets to any other o
™ party. Public institutions in these states derive .

their institutional matching funds from state appro- ™

~ . .
priations, and the=efore,s.cannot assign defaulted

© §DSL's. I '

-

A}

5
o

{2) Schools are often diccouraged from bringing suit ~
against defaulted borrowers because many schools have
. .
”’pursued this avenue and obtained a favorable judgement

e

feo quy to find that -the amount is,still.newegxpaiﬂ.
(3) The economié earning profile of a school's NDSL
borrowers will significant}} affeét the-inftitution's
- abiltty to co!lect outstandin§ accounts. A higher
- ‘proportion of'siudehts awarded NDSL's come from lower
“income families"and are higher risKsstudents than
%'fﬁorrowers ander other fitle v 1oan_programs. These .
are studé;ts‘who‘qualify to borrow beca;se they are . ‘
needy. In many cases they come from familiex who are
unfamiliar with borrowing in general. Taking!ouf;é'

« \6an, establishing a )ine 9f'cnedit, is }hen a-new
‘experience for such a student.’ This factor, added \. ;
to the pres§hr£s‘yf the academic‘environment,can ",
occasionally credte situation,Where'the borrower's - |
abilif} to repay the loan may not be due to unwillingness..

bot rather the ﬁegative impact of a mu]tituqé of

1
’ economic and sociological factors upon hkis* capabidity
. F ~

¢ to repay.
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The GAO report was conducted by a team of investigators

who, without any specific regulatory guidance, attempted
to det;rmine whether or not students were making satisfactory
academic progress at the schools they were attending.
Therefore, the investigatars used their own concepts to
determine what constituted satisfactory progress. The

, repert admits that there are no aniform requirements among
the three Federai agencie; which administer financial aid,
veterans, and social security educational bgnefits and
‘further notes that schools having selective admissions
procedures were amitted. Consequently, any student who
did not have a 2.0 grade point average on a 4.0 scale was
judged not to be making satisfactory progress.

Nevertheless, the report does indicate that insti-

tutions that have not yet developed an institutional
pelicy governing satisfactory progress should do 50 to
ensure that public funds ar%.going to those students who
are adequately completing their course work. NASFAA would
only disagree with the report ,in that it seems to suggest
that the Congress should aiter the existing statute to
include specific criteria similar to that - found in the law
governing the veterans educational benefits.

We would oppose this approach and suggest insteadt
that the commun ty's self-regulation stand§rds be adopted.
Such an approda.h can work as evidenced in paét experience
w'th the ocial Security Administration. Our Association

agreed with the members of this Subcommittee during the

N
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development of the Education Amendments of 1980 that the
development of standards to measure satisfactory academic
progress should rest with each individual institution.
Prior t; the enactment of that legislation, the Title IV
Committee of the Association accepted the challenge of
developing an approach to the satisfactory progress issue
which would not only assist institutions but wogld help to
prevent further intrusion into institutional policy by the
Federal government.

This approach began with the developméqt of a Joint
Statement on Standards of Satisfactory Academic Progress
which was accepted by the American Council on Education in
Octobe. 1981. During the development of the statement,
personnel in the Department of Education were invited to
provide reactions to the eff,ort.~ Finalization of the
statement brought about complete agreement from the higher
education communfty and the Departmen} as to net only the
worthhhile nature of the effort, but as to the content and
comprehensiveness of the statement. We have been assured
by Department personnel of their desire to support the
community's initiative and of their intent to limit their
“involvement in this issue.

The second phase of our appfoach is in the final
stages of completion. 1In an effort to provide further
guidance to institutions and to create more uniformity
among their practices, the Association has developed a

comprehensive monograph on the establishment of Such

Aruitoxt provided by Eic:
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policy at institutions. The monograph emphasizes the need
for close coordination between different departments or
offices on each campus in the establishment of their
satisfactory progress standards. The development of such
a policy at an institution not only assists in ensuring

- that Federal funds are being administered in a manner
consistent with applicable laws and regulations, but also
may influence Such institutional concerns as recruitment,
retention, class size and faculty workload. These factors
“alone emphasize the critical need for coordination and
acceptance of the policy by all parties.

The monograph details the necessary steps fer an
institution to follow by identifying specific pelicy
considerations and'discloSure options, suggesting appeals
and evaluation procedures, and by providing guidance on
the implementation of the policy: Further,'the monograph
includes models which may be used as guides in establishing
mstitutional requirements. The monograph will be distributed
to the NASFAA membership, which consists of approximately
2,500 institutions, and will be available for purchase by
other postsecondary institutions within the nexi few
weeks.

In addition to the written publications on this
issue, NASFAA has identified another avenue to disseminate
the information. This approach will involve state and
regional financial aid association meetings during which
the issue’of satisfactory progress ;an be addressed. The
annual meetings of these associations will also provide a

forum for discussion.

3 "-/' b

ERIC w0 ems- o

Aruitoxt provided by Eic:




ERI

300

Given the community's efforts and the Department's )
support, we would urge the Congress to give the postsecondary
éducation community the opportunity to implement their
own st?ndards rather than attempting to enact c6mp1icated
and arbitrary standards that will undoubtedly tend to
penalize students in some programs.

The third area upon which we wish to comment is the
recently completed and as yet unofficially released
Quality Control Study performed for the Départment of
_Education by Advanced Technology, Inc. While we have not
had an opportunity to see the final product, an early
draft of the study was given to our office for review.
Thereforé, the comments I make regarding the quality of
the study are simply my own percep;ions from reading the
draft study.

In general, the overall quality of the study appeared
to be more thorough than the earlier study conducted for
the Department.

Volume 1, a report on the study's findings, is
certainly superior to Volume 2 which provides suggested
corrective actions. Unfortunately, the recommendations in
Volume 2 seriously understate the administrative burdens

‘ and complexities which, if enacted, will be imposed on all
students and all institutions. This is not to say that
the findings in Volume 1 are totally acceptable. For
example, if you excluded from the institutional error
calculation the fact that an affidavit of educationai

purpose and financial aid transcript could not be found,
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tﬁe institutional error would be significantly reduced.
It is aiso interesting to note that discrepancies were
noted if the item reported differed with the item
verified by more than $2.00. It is important to keep in
mind that the contractor had the advantage of taking a
considerable amount of time to collect this data from
certified copies of parents' and students' income tax
returns, financial lending institution statements and
from tax assessor records, all of which would constitute
“hard documentation. VYet the contractor had just as many
problems as scheuols in yerifying those data elements
which can only be substantiated with soft documentation.
Soft documentation includes handwritten notes and verbal
assertions.. As such, it is interesting to note that in
lspite of the intensive work done by the contractor,
there really isn't hard evidence to substantiate the
validity of many of the data elements collected, e.g.,
Did you live with parents for more than six weeks during
19812
Th; study also shows that 76% of the’population
were within $2.00 of their true adjusted gross income
whicn seems to support the contention that most people
are honest and take great pains to report their data
correctly. Using the same tolerances, a comparison with
official bank statements, showed that 91 percent, of the
population studigd, misreported by more than $2.00 the
amount of cash and/or savings on han&ron the date the

report was filed.
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% The findings in the report, in addition to identifying
the most discrepant data elements, also cited the data
\ elements that most parents and students indicated were
- the most problematic and difficult to understand or to
s
0 answer., Parents noted a particulay problem with documenting
the market value of their home and its current equity.
Students cited particular probiems in obtaining parents'
income tax data for applications. Both students and
.parents mentioned that it was very hard to predict
future family 2arnings, answer questions about -supporting———-— -
students or predict school year income for the upcoming
. school year. )
Still, ja spite of these findings, the Department
of Education has recently reQue§ted the authortty to
reprogram 35 million in program funhs available for the
Pell Grant program in FY 82 which they anticipate will -
be required‘to imp]emint a revised setsof validation
procedures. With these funds, the Department proposes
to change the current validation procedures to include
" the requirement that all eligible applicants submit
copies of their or their parents' IRS tax r;turns to the
school they are attending or plan to attend so the
finangial aid admimistrator can verify the adjusted
gross income and federal income tax paid with the
original data provided on the application form.
It should be noted that personnel within the

Department of Education have discussed their plans with

ERIC
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| representatives from the postsecondary education community.
We, in turn, have expressed our support to take steps
which will help to ensure that more accurate information
isbeing collected.‘ We have questioned, however, the
necessity of imposing such é;treme measures upon all

: financial aid applicants and taking additional dollars

from already limited program funds to pay a central pro-
cessor to perform work that generally should already be 2

*

covered in the original contract,

) The Department has also maintained that by limiting
the verificaticn to only two data elements it wili not
im, ose any significant burden on institutions and will,
at the same time, achieve significant savings in the
pell Grant program. Further, they suggest that these
steps will not create hardships on students and will in -
fact help ensure that some low income students will
actually get larger awards to which they are entitled.

We respectfully disagree with the Department's
contentions and feel that such drastic measures are
uncalled for at this time. Our fear is that these
procedures will create uﬁnecessary hardships on the very
students the program is primarily designed to serve.

The data from the buality Control Study clearly
shows that recipients in the fowest verified income
cateqgory are the most likely to overstate their adjusted

gross income thus producing smaller awards than those to

.-

which they were entitled. Conversely, however, there is

1
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a substantial number of students who under-report their
income data thus providing them with awards greater than
those to which they were entitled. Therefore, it is
difficult to argue with the Department that something
should be doné to prevent honey from going to students

who should not recé?ve it. However, it is equally
important to ensure that truly eligible students receive
the awards to which they are entitled without instituting
barriers that may make it difficult if not impossible to
.}rove that they have provided correct ingoFmation.
Unfortunately, data provided on the application is self-
reported and can only be verifieﬁ By comparing it with v
the information submitted to the Internal Revenue Service.
Regretably, many of the working poor who file a short

form often complete the tax return themselves and mail

all of the information to IRS without keeping a copy for
themselves. While people can later obtain a certified
copy of their return from the lRé, it requires additional
effort and the filing of forms that will in many cases ¢
substantially delay rece}pt of the required information
by the institution. Schools held liable for errors made
due to unverified data wili be reluctant to make a
payment to the student until they at least have a copy

of the required tax return. Copsequently, students from
poor and unsophisticated families will be the most

likely to be caught in this catch 22 whjch may discourage

or prevent them from going to- school. Additionally,
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there will be other students who cannot legitimately
provide a copy of their parents' latest tax return
because their parents have secured a filing extension or
simply refuse to provide a copy of the tax return to the
school on the basis that such is an intrusion into their
individual privacy.

The Department's proposal is well-meaning, but
unfortunately it is tied to the Internal Revenue System's

_calendar which is not compatible with the time frames
that must be met in the student aid delivery system,
Complete implementation of these procedures within'this
coming year will create significant time delays and
enrollment disincentives for many students.

Considering that we have already announced application
procedures and distributed Student aid appdications for
this comina pyocessing year, it appears to us that the
Department might well consider using a different approach
for this processing cycle. The Q;ality Control Study
suggests that by using specific edits an error prone
profile could be’established in the processing system to
identify those stJEents who are mos; likely to have
filed incorrect d;ta. This procededhre could be used by
the Department to identify a reasonable percentage of
student applicants who in turn could be required to
submit verifying documents a}d/or statements to schools
before awards are disbursed. While this system is not

unlike the current selection process, the Quality Control

AN
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Study suggests that.such an approach could certainly do
a better job of identifying those students who are most
likely to be in error. Additionally, the current s
validation process could be substantially modified and
attention focused on those 4 or 5 data elements that
¢ will produze the most significant savings. We also feel
that the Department could then work with the community
during the coming year in developing pilot validation
programs which in turn could begin to suggest the most
.'efficient and least onerous methods of securing the most
accurate information.
In closing fet me reiterate the community's willingness
to assist the Departmeﬁt and this Subcommiftee in any
way to ensure the proper management of Federal Student
aid funds. Our goal and yours has always been to eqsure
that truly eligible students have the opportunity t;
achieve a postsecondary education.
Again, let me thank you for the opportunity to

comment on these issues., I will be glad to answer any

questions you might have at this time.

. e i
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Mr. ErpanL. Thank you very much.

We have been joined by Congressman Weiss. Ted, do you have
any questions at this point?

Mr. Wesss. I do not at this time. o

Mr. ErpanL. What about counsel?

Ms. McApam. Dallas, you said there could be better solutions to
the study put forth. Do you hase any specific ideas on what would
be better ways of addressing the problem? :

Mr. MarTIN. Well, currently in the Pell grant program, for the
last 2 or 3 years there has been in place a requirement of valida-
tion, whereby out of the prime processor, they look at through a
series of audit checks in the system, interrelationships of certain
data elements to try to identify whether or not they are accurate.

. . For example, they will take a family's adjusted gross income, the
number of people in the family, the amount of Federal income tax
paid, and run a quick model to see whether or not those figures
line up. If it is found they are.out of line, there is an .automatic
flag to tell ydu not what is wrong, but it is a clear indication that it
does not fall within the tolerances ‘expected, using the IRS tax
tables. So those have been developed.

Quite frankly, what the, error prone profile and the quality con-
trol study suggests is that you many not need as many audits. They
have identified those people who are more likely to have perhaps
made error or have error involved. Clearly, people that are itemiz-
ing their income tax returns and are applying the usual kinds of
procedures that can occur with the tax system, are more likely to
be understating income, and thereby perhaps securing overawards,
}han are the lower income students that are identified in the popu-
ation. .
, If you go on and take their recommendations from that study, it
appears that if you—I might add we are currently doing validation
from the Department on about 300,000 applicants a year, whereby
those come back and are flagged and institutions validated. That is
about 15 percent of the total applicant pool of the eligibles.

The quality control study seems to suggest to me that you could
with a very slight increase in that number, and by looking at fewer
data elements, you could continue to flag somewhere in the neigh-
borhood of 350,000 to 400,000 of those students usung different crite-
ria and you could get a significant number of those that fall into
the error prone range where there may be overawards, thereby re-
ducing any misrepresentation in the program.

At the same time, you would not be overloading the current sys-
tems, it is with the processor, because of increased corrections and
back and forth documentation, nor the workload necessary at the
mstitutions, because you would be keeping the cost and number of
what is going on at the present time about the same.

~———- - —.We_have currently undertaken a survey of our membership on

the amount of validation activities that are going on over and
above the requirement that is imposed by the Federal Government.

We expect to have the results of that survey available within the

next week to 10 days. We have assured the Department of Educa-
tion we would be more than happy to share those results with
them and be happy to provide it for the record here.

31,
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But it is clear to us schouls are making additional efforts on their
own in many cases. I suspect if institutions had a little more au-
thority in terms of those catres where we really find there may be
something wrong because of other information that we have, other
than being locked into a set of rigid requirements, that again insti-
tutions would be more willing to assume some of this responsibility
to try to prevent any error. It is obvious to all of us we do not have
enough dollars to serse the students we would like to at the pres-
ent time. )

Mr. ErpaHL. Thank you.

Mr. DeaN. If I could ask you to comment a little bit on the possi-
bility of Sallie Mae getting involved in nonguaranteed loans that
are made by institutions, would you welcome such an activity on
the part of Sgllie Mae, and have yvu heard from a lot of schools
that are anxious to start making such loans to meet the unmet
need of a lot of students? ,

Mr. MaRTIN. Mr. Dean, I would say we certainly have been re-
ceiving an increased number of inquiries from institutions. I would
say it is primarily from independent institutions, although. some
larger public universities are equally concerned: I think there is a
general kind of fear, trepidation, paranoia, in the postsecondary
education community right now about what happens if we sudden-
ly take this large credit system we have available through guaran-
teed student loans and it 1s dismantled or substantially reduced.

I think institutions fully realize that a credit system is necessary
in order to(f)reserve enrollments and to provide the opportunity for
parents and students to meet rising educational costs. So, yes, they
have been looking at alternative sources.

There are a lot of people out in the marketplace right now, var-
ious investment bankers and people selling revenue %onds and so
on that have been, I guess it i1s safe to say, spending a lot of time
discussing this with institutional representatives. And clearly, if
some of those things are going to work, it appears to me there will
have to be some secondary markets to perhaps make those attrac-
tive. So I think it may be an appropriate role for them to look at.
But 1 also am concerned that the primary purpose of the GSL pro-
gram, if we are going to maintain that with some subsidy for stu-
dents whe. may not have access {0 some other sources, students who
cannot a'ford loans at market rates, that we continue to provide at
least the good’role that I think Sallie Mae has played in providing
security and the availability of that capital out there.

But T would not put myself in a position to say they should not
explore the others and look at vhern very carefully, because they
probably have much more expertise than do many of the educa-
tional institutions in knowing wh:ther those are desirable plans
and whether or not they are secure, than perhaps’do some of the
other people that these things are being discussed with. *

Mr. DEaN. Are schools telling you they are going to.go ahead and
make such loans whether-or not Sallie Mae will buy them?

Mr. MarTmin. We have some evidence from a few institutions that
ar€ pursuing alternatives at this point. I only know of probably
four or five that are actually beginning to take up that role. Most
of them are hopeful there will be an outlet down the road, Sallie
Mae or some other source. But beyond-that, I really cannot say.
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I'look at students coming out now with student loans that literal-
ly are paying interest rates.that are much larger than I ever paid
for my first home. We have all been experiencing that. I think it is
frightening. I am very fearful that studerts in many disciplines
simply will not have the earning capacity, at least early on, to deal
significantly with that debt. . -

Schools are looking to see, can we somehow share that. 5o that
the student is going te continue to pay a significant portion, be-,
cause we use part of our money to help them out, so we are ndt
going to be creating a whole generation of indentured servants. -

Mr DEeanN Relating to & comment in your testimony regarding
state statutes prohibiting assignment of loans to the Department.
Would'you like to see the'Congress preéempt the State statutes?

Mr. MarTiN Constitutionally, I don't think you would be able to
do that. That would be an easy.way to do that. I suspect we get
into somé differences between State statutes and the Federal Gov-
ernment. '

What I was trying to point out on that, is that even though we
have_created some incentives here, and I think it was a very wise
and helpful situation of creating the assignment of these loans, I -
am disappointed that for a period of time to try to assist in this
effort, when Mr Cornfeld, who was involved with the effort with
Mr Califano, they established a procedure of what was known as a
referral process through part of their assignment.

The referral institutions could give some of those notes to the De-
partment of Education. They, in turn,'would try to assist in the col-
lection. And then the money that was collected wus returned to the
school to deal with this problem of not being able to assign the
assets. .

The Department has now eliminated the referral provision of
that, and it'is only a straight assigned provision. So it now totally
precludes those other institutions in those States from turning over
those loans. So I think it might be helpful to talk about at least, or
discuss with the Department again the possibility of doing referrals
which would relieve some of that. That might be one possibility.

Mr. DEaN. Thank you very much.

Mr. ErpaHL. Thank you, Mr. Martin. -

I believe yqu were here yesterday when we heard from several
people from t(fle GAO, As you state in your testimony, I think some
of the standards they talked about are reasonable, having these
loans and assistance available for students who actually are stu-
dents, and having some type of satisfactory academic progress. I
thought it was ironic, that, as I drove home last night, the news
picked up the story. We can guess the part of the testimony they
picked up was about the second semester sophomore who had been
in college 5 years, and the person who flunked accounting six
times. That was the story in the news. I think those are not the
normal procedures, yet those are the sensational things.

I am going to ask what may be an unfair question. You men-
tioned several titnes what the Departmeént, was about in all these
endeavors. Do you have any hunch or clue whether these functions
might be administered ou the Federal level under the new, what-
ever it is going to be—I will call it the Federal educational entity.
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Mr. Dean. Would 1 be correct in_ assaming that a lot of communi-
ty colleges and a.lot of colleges serving largel{' low-income students
would not be able to_get into these loans at all? . s

Mr. MARTIN. ] think that is a very safe assumption. They do not
have in most cses the kind of portfolios or reserves within those
institutions to provide the securify that is necessary for these
bonds.and other kinds of financing. mechanisms. So you pretty well
get down to those that are more established ot broader based.

Mr. Holec mi%(ht wish to comment on that in térms of experi-
ence, because I know his institution has been for another Treason
looking at some alternatives of financing. Purdue, of course, is a
large State university. . o .

Mr. HoLec. 1 think right now ope of the'concerns is just what is
going to happen. Everybody is looking at a variety of options, a
what-if situation. What if the program is changed in certain ways,
and if the credit market begins to dry up? What are thie alterna-
tives there—getting back into lending as an institution ‘under the
guaranteed student loan program which uged to take place at our
institution as well as others, the secondary market—just a whole
varietIy, of arrangements. : .

So I think at this point it is mostly discussion and exploration of
if the worst comes about, what kind of other alternatives might be
available to turn to to help students in financing their education. ’

Mr. Dean. What percent in Purdue Tight now is being recycled
into aid? .

Mr. HoLEc. As a percent, I am sorry, I cannot give you right off
hand. Out of current .revenue funds, the university is putting in
about $1,300,000 currently for undergraduate _students That is
grants based on financial need. Then in addition to that, there is
support that goes to graduate_ students and the like. I can get thdt
for you and provide 1t. - ) - \

Mr. DEaN. L think that would be worthwhile for the subcommit-
tee to have. ’

If I can ask Dallas, do you find a trend among institutions to
make fewer grants and to get more into loans to students so as to
make the dollars go further? .

Mr. MaARTIN. | think tuere are 4 number of institutions—again I
think this is more likely to be occurring within the independent in-
stitutions because of the large differences in’tuition costs, because
of the lack of State subsidies to make up that difference—I have
had a number of those individuals recently who have shared with-
me that they are beginiiing to look at, coiild they use some of their
existing assets that typically have gone in the form of grants, to
leverage other kinds of funds, or perhaps to use some of that
through financial markets to help pay part of the interest subsidies
for the students. . ]

I think they are very, very concerned that given our current eco-
nomic climate, with interest rates being as high as.they are, most
people recognize that students are not in.a position to repay inter-
est on the loans while they are in school. So you have.a deferred
period, giving them an opportunity to get on their feet.

When we start talking about loans at mgYrket rates, where we
are talking 14, 15 percent interest rates, and the . mpoundin
effect of that very quickly creates a debt burden that is substantia
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Mr. MarTIN. | don't want to discuss the structure any more than
you do, Mr. Erdahl. I would say that it is our opinion there are a
number of very dedicated and qualified individuals who are cur-
rently working in the current structure within the Department of
Education and formerly the Office of Education who understard
and have an appreciation of these programs and have done that. it
seems to me some of these functions must be centralized and must
be dealt with through that kind of entity, whatever it is.

I also believe, however, we could probably improve the system
somewhat if in fact the educa.ional institutions who are the people
on the frontline that have to deal day to day, face to face with the
students had some additional discretion and some additional au-
thority in some of these matters. We have been trying to work as
an associatior in terms of taking responsibilities to develop our
ol?:n standards and our own self-regulation initiatives to improve
this.

One example of this that we might point out which might be
very carefully looked at is, I wonder if, given the fact that 80 or 85
percent of applicants for Pell grants are currently getting into that
system by applying through one of the multiple processors or satel-
lite processors contracted with the Government, those agencies
that have already typically been performing that service.

And second, institutions in all of the other programs have discre-
tion in terms of putting that together. It seems to me that there
might be an area where we could begin to look at, some exardina-
tion that could provide decentralization back to the institution with
some responsibilities, eliminate some of the middlemen and some
.f the steps in the processes. That wocld not only save substantial
amounts of operational costs and personnel, but would return some
of the control back to the campuses where they are dealing with
tue students and where they can provide that helpful hand.

Along with that is the assumption there would be some discre-
tion, because many of these things are simply not into a category
that it is all one way or all the other. I think institutions would
accept that responsibility, would do it well, and that we could save
money and make the process smoother and easier for everyone,
and perhaps add greatly to the simplicity of the current system.

Mr. ErpanL. That sounds sensible” We have also heard rumors
- that maybe the loan and grant function would be transferred to
the Treasury Department. Do you have any reaction to that?

Mr. MarTIN. | would sincerely hope, I guess—and this is certain-
ly not an.official association position, we have not discussed this—
but I think we are concerned that we do not totally fragment all of
these programs. I have great respect for the people in Treasury,
and their ability to perform their functions that are currently as-
signed to them. But I am not certain people over there are in the
best position to look at overall educational policy, which I think
has to be the basis of these prograris. While they mdy know a
great deal about credit management and financing, I am not cer-
tain they would have the same kind of sensitivity that I think
people in the Department of Education have in terms of looking at
the investment that we are making and the kind of support we are
building forb our postsecondary educational system.

"
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Mr. ERDAHL. Thuuk you very much for sharing those observa-
tions with us. ,

Mr. WEiss. Mr. Martin, do you have any information or perhaps
insight as to the impact of the changes which we made in the guar-
anteed student loan program last year on the lending institutions
and their reaction, and on the students? Perhaps you have more on
the first than the second.

Mr. MARTIN. Yes, Mr. Weiss, No. 1, it is safe to say that last year
as we completed the omnibus budget reconciliation and incorporat-
ed into that the changes in the guaranteed student loan program,
ggu are well aware that those provisions went into effect on Octo-

r 1 last year. Consequently, in anticipation of that, I think most
students and most institutions participated in informing students
there was a change forthcoming. So probably about 95 percent of
those students that secured loans did so in advance of that date.
Consequently, the changes by.going to the $30,000 income cap, the
new 5 percent origination fee, the minimum loans and @e-on, we
are just now beginning to find out from students how they are
reacting, from a few enrolling in second semesters that did not
secure loans before. , .

Of course, that means the real savings that would be incurred
from any of those kinds of procedures have not yet shown up on
the ledger sheets. ,

As we approach this spring, and institutes beyin the process of
reapplying for funds for the coming academic year, starting July 1,
certainly everyone now will be subject to those new provisions and
wading through it. ¥

As we get into the spring, we will begin to se: very clearly
whether or not those tightening of eligibility requirexents will in
fact not only save the money anticipated, but whether or not create
unnecessary hardship on certain classes of students.

As far as the lending institutions are concerned, while I do not
feel totally prepared to speak a long way on this, in conversations
that I have had, I would say that part of what they experienced
that made it somewhat difficult was this tremendous rush on the
banks that occurred late last summer. Consequently, they were just
inundated with papers and forms and sc on which did not provide
the normal kind of flow of applications.

So, from the management standpoint, many of those people have
had to really dig their way out of that procedure, and that has not
been without obviously additional cost and problems.

I suspect now if we are into this under a normal flow, their oper-
ations will get back to a more predictable level, as they were
before. But I think it is a little early to say whether or not we were
successful with the changes we made and what impact they will
have on overall cost to the Federal Government as well as upon
volume and participation by people in the program. My belief still
is that it will reduce expenditures and will provide savings. But we
are not going to really see that until later this year.

Again, Mr. Holec might wish to comment on that because he
would have firsthand experience in terms of the kind of application
flow he has seen.

Mr. Horkc. Very clearly all of the applications or a very high
percentage of them, were in before the cutoff date. I think we proc-
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essed on our campus 12,000 applications hefore October 1. Since
then, only about 600 or 700 have come in. Several of them, many of
them, have been denied, although I cannot give you the exact
number. I think one of the very real concerns all of us. have in the
field right now in trying to advise parents and students about fi-
nancial aid for next year is having to say we cannot tell you any-
thing, we don't know what student aid will look like next fall.

Part of that problem stems from the Pell grant program. The
processing of those forms has not begun. There are indications it
may be another month or two before that may be started. The pro-
cedures for validation which should be in institutions” hands at this
point, because the, have the financial aid forms, are starting to get
applications and starting to review and process them, the decisions
regarding what that is going to be like are unknown. So our hands
are tied in terms of getting applications in the Pell grant system.

In the guaranteed student loan program, we are precluded from
processing any guaranteed loan application for any academic
period beginning after July 1. Students are coming in beginning to
inquire about that. We have to say you are going to have to sit
tight, we don't knov,, we are waiting for the family contribution
schedule, or curves or tables, whatever is going to be used by the
Department for this next year. And until then, we cannot begin.

So I think there is a tremendous amount of indecision and inabil-
ity on the part of institutions to talk reasonably with students and
families about what to expect for next year.

1 look back through the several years—I have been in this busi-
ness 16 years—and the last several it is always like the crisis
comes in the summer. All I have been able to tell my staff is we
will have another crisis in 1982, We have to face this, students and
families are going to have to make some decisions. That may have
as much impact on volume as anything. If decisions are not made,
because we can't tell students until June, July, August, September,
after school starts, what their aid situation is—they are going to
have to make some decisions before then, and many are going to
decide, have to face reality and say “I cannot go to school.”

Mr. Weiss Thank you. Thank you very much.

Thank you, Mr. Chairman.

"Mr. Simon. We thank you very much. ‘

I call on my colleague from Minnesota to introduce the next wit-
ness.

Mr. ErpaHL. Thank you very much.

We will ask Mr. Ingle to come up to the table.

While he is relatively new in his position, the unit*he regresents
has not only been recognized in Minnesota but throughcut the
country as a good entity in doing what i#”says anc coordinating
higher education for the State of Minnesota.

I am very glad to welcome Mr. Ingle today.

STATEMENT OF CLYDE R. INGLE, EXECUTIVE DIRECTOR,
~ HIGHER EDUCATION COORDINATING BOARD, ST. PAUL, MINN.

Mr. INnGLe. Mr. Chairman, members of the committee, I am
pleased to be here. I welcome the opportunity and the invitation to
speak to you, :
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I have been .nvited to speak on a relatively narrow part of the
problem of how purents and students will finance their postsecon-
dary education; that it, specifically loans, and a little more specifi-
cally the importance of the secondary market for those loans.

I would like to preface my prepared comments, if I may, by
noting that on behalf of the members of the Cuordinating Board in
Minnesota, Minnesota studerts and institutions, and postsecondary
education in the State, we would like to express our appreciation
for the support and expression of our concerns that Mr. Erdahl has
E)ade. We recognize that, and we are very appreciative of that

ere.

The second comment I would like to make before I move to my
prepared comments, which members have a copy of, is that I
cannot resist, if I may, Mr. Chairman, a slight response to your
question of what would you do if you were to restructure the finan-
cial aid system. . .

The fact is that responsible authorities in 2linnesota today are
heavily into debate about just that question at the State level. I
think it is critical, as I know you are aware, to recognize the diffi-
culty facing a State as it tries to protect its goal of promoting
equality of opportunity for an education which best suits the needs
of its citizens. We are engaged in that debate currently.

Still, the major investment in postsecondary education in Minne-
sota and in most States does come from the g.tate level, and one of
our critical questions is how we relate to the Federal presence,
whatever it may be.

I must say that in our judgment this really becomes ua question of
values. It is not so much a question of rules and regulations, as
onerous as they may be. It is a question of what we as a society are
willing to pay for this process of postsecondary education and
where it is best to be put. )

Having said that—and I would welcome an opportunity to speak
further on it—I would like to turn now to my prepared remarks.

I will offer a bit of background as to why I am going to speak on
this particular issue. I will speak briefly on the importance of the
secondary market for an effective lending operation at the State
level and elsewhere, and then I will speak specifically to some con-
cerns that we have. D

The coordinating board in Minnesota is an 11-member lay board
designed to represent the public at large in coordination of post-sec-
ondary education in our State. The board has broad planning and
research responsibilities, as well as administrative duties. We are
responsible for a number of State-funded financial aid programs, as
well as the second resort direct loan program under the Federal
guaranteed student loan program. .

Our direct student loan program is one of the largest single tax
exempt lenders in the Nation, anticipating disbursements of over
$100 million this fiscal year. As we discuss mutual intercsts this
morning, it is essential that you understand that our program is
designed to provide access to loans for any eligible Minnesota stu-
dent who is unable to obtain loans from commercial lenders. As
such, we have made between 45 to 55 percent of the loans in Min-
nesota since the inception of our program in 1974. During this
period, we have made $340,561,000 in loans.
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The Minnesota program is capitalized by the sale of tax exeampt
revenue bonds. Since April 1974 the board has issued bonds of
$491,850,000 and today_has outstanding obligations of $332,000,000.
This debt is the sole obligation of the coordinating board and is not
backed by either the credit or taxing power of the State.

We believe our program is a prime model of successful manage-
ment and use of the tax exempt market for a wholly public pur-
pose. Our students and postsecondary institutions are dependent
upon the timely availability of this credit as an integral part of
their financial aid system.

Without the availability of these loans many of our students
would be unable to attend the program suited to their ability and
aspirations. The result would be both distortions and declines in
enrollments.

As to the importance of a secondary market, the ability of the
coordinating board to fund a student loan program of last resort as
directed by the Minnesota Legislature, is critically affected by the
presence of.an effective and reasonable secondary market for stu-
dent loans. .

With the existing arbitrage requirements and the growing
demand for loans, it has always been difficult for the board to keep
much ahead of quarterly loan demand. Thus, our cost of capital has
been at about current tax exempt market rates and we have
shared the vagaries of the market for the past 8 years.

This has meant that our margin for operation has been very slim
at times, particularly since the special allowance formula was
changed to one-half the standard formula yield.

By standard measures, I think most would classify the Minnesota
program as financially mature and stable. Nevertheless, it is ap-
parent that under most market conditions our offers of debt need
some security in addition to scheduled loan repayments and cur-
rent guarantees.

In our judgment, this need can most effectively be met through a
long-term relationship with a secondary market for student loans.
If this need exists for a mature and stable program, I am sure you
can understand how critical the need is and will continue to be for
programs just beginning to use tax-exempt capital or those in the
process of maturing.

In this context, the secondary market serves simultaneous dual
functions: Debt security and fund l'quidity. Both functions are se-
cured by the commitment v purchase loans if and when the pro-
gram needs to sell whether to meet debt service requirements or to
provide capital for additional loans.

As market conditions restrict borrowing to short-term high inter-
est borrowing, these functions become absolutely critical. To meet
these needs, the secondary market must be available, flexible to
program circumstances and affordable.

The commitment to meet these needs must be unequivocal and
not subject to alteration with minor or short-term market fluctu-
ations. All parties must understand and appreciate the fact that
tax exempt fund loan programs are most dependent upon second-
ary market services during periods of general market distress or
uncertainty. . .

’
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The Minnesoti program has had a long relationship with second-
ary markets and with Sallic Mae in particular. We have had deal-
ings with Sallie Mae since 1976 and in 1979 we signed an historic
agreement which was designed to cover up to $200 million on loans
made from our program,

We have used up the amount in that agreement and we have
been unable to negotiate either an extension or successor to it on
térms which we feel are reasonable.

Therefore, we have turned to private lending institutions where
we have been able to secure limited commitment agreements in
terms more responsive to our needs. However, as fiscal condition
continue to change, we have no assurance that these options will
be available to us in the future.

The 1979 agreement provided long-term security and with it
flexibility to effectively respond to student demand within a wide
range of market conditions. Without such an agreement, we will be
increasingly dependent upon short-term financing and the ravages
of changes in short-term rates.

As our experience indicates, Sallie Mae can and has served as an
effective secondary market for programs capitalized, at least in
part, by tax-exempt debt. However, for more than 1 year now she
has not offered services or terms which are responsive to our needs.
I think it is also important to note that there is no indication that
the private alternative will continue to be available.

I would now like to speak mure specifically with you about some
concerns about the future role of the Student Loan Marketing As-
sociation as a principal secondary market opportunity for student
loans in the Nation.

I must stress to you that I speak today not as an investment
banker or financial analyst or as a bond counsel. I speak as one
who has the responsibility to the board, the Minnesota Legislature
and more than 50,000 students annually to insure that sufficient
funds are available for students and their families to pursue the
postsecondary education of their choice.

Thus, my perception and concern is a very practical one, not con-
fused by the intricacies of the bond market or the legalities of bond
sales. It is how we are going to meet the needs of Minnesota stu-
dents and f‘amilies at prices and terms which are reasonable and
which protect the long run integrity of the program and the public
interest.

At the outset, then, let me state an assumption which I believe
to be fundamental to the concerns of the committee.

It is my understanding that the central purpose of the Student
Loan Marketing Assuciation is to offer liquidity to commercial and
direct lenders. It was within this understanding that 1 year ago my
colleagues from a number of other States and I expressed our con-
cern about the additional authorities and responsibilities for Sallie
Mae which were ultimately adopted by Congress.

While I do not propose to reopen the debate about the individual
amendments, I do think there is a critical question which I believe
this committee should address as a part of a continuing effort to
insure that students are able to secure adequate resources to
pursue a postsecondary education.

3¢ _ Ny
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This question is whether the additional authorities and responsi-
bilities are directly in conflict with the central purpose of the Stu-
dent Loan Marketing Association. I think that the presence of an
effective secondary market for student loans is absolutely essential
if it is our intent to provide credit to students and families.

I believe that the central and original purpose of Sallie Mae was
laudable and that the underlying working assumption that Sallie
Mae should function in the competitive market is sound. I would
like to stress that.

However, the very competitive principle which guides Sallie
Mae's original purpose when applied to the additional authorities
could determine the secondary market function, which I under-
stand to be the central purpose of SLMA.

In practical terms, the question is whether SLMA’s interests
might better be served in the future by exercising its new authori-
ties to become a lender, a secondary market for unsecured loans, or
go st(eiller, purchaser or underwriter of tax exempt student loan

nds.

To achieve these objectives Sallie Mae could demand terms and
conditions as a traditional secondary market that would undermine
statewide direct lenders and private nonprofit programs.

If this potential exists, it seems to me that a potential for conflict
of interest exists which could result in behavior contrary to the
long-range purpose and intent of national policy.

In short, and in simple terms, the purpose of serving as a second-
ary market to all types of lenders may well be in direct conflict
with the additional authorities provided Sallie Mae in the reconcil-
iation bill.

In my judgment, there is a direct conflict of interest here which
does not make for effective or efficient policy in the long run. Let
me stress here that this is not a conspiratorial view of the world.

I believe that the intentions of all involved from Sallie Mae to
Members of Congress are the best. However, I do not expect that
individuals will remain in their present positions forever.

Based on our experience to date, I expect that the conditions for
funding the student loan programs will become more difficult. Let
me stress here that if it is difficult for a mature program such as
Minpesota's it is going to be even more difficult for those programs
which have evolved over the past few years, and I would think that
this would be of particular interest for this committee.

Thus, the potential for conflicts of interest and purpose which I
perceive here seems to me to bode ill for the efforts of States to

rovide credit.to students, which I understand to be the intent of

ongress from 1978 and still to be the case today.

Again, the conflict between serving as the principal secondary
market and the ingentives which surround the additional authori-
ties now held by Sallie Mae seem to me to represent the potential
for a conflict of interest which will, in my judgment, work to the
disadvantage of the States which are attempting to responsibly
deal with tﬁe financing needs of their students. ’

Mr. Chairman, I think a serious attempt to address this question
and related ones will again assist the committee in the constructive
process of clarifying to the staff and board of Sallie Mae what Con-
gress intends as a priority role for Sallie Mae.
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At the same time, this effort will establish a basis for future
evaluations of performance. Without such an effart on the part of
you and your colleagues, Mr. Chairman, I fear a period of confu-
sion characterized by nec s inadequately addressed, unproductive
tension, conflicts of role and interests, and ultimately the placing
in jeopardy of that part of the GSL that has been responsive to the,
needs of students that the traditional commercial lenders have
been hesitant to meet.

I want to thank you for the opportunity to join you today and to
share these concerns with you. I would be pleased to assist you anu
members of the committee in any tnanner which might be helpful.

Mr. SiMON. Thank you very much for your testimony.

I gather that you are suggesting that there. should be statutory
changes for Sallie Mae. I wonder 1if you could be more specific in
what you would like to see. -

Mr. INGLE. Mr. Chairman, members, I am not proposing statu-
tory change. I am concerned about the lack of clarity as perceived
by those of us who are responsible for providing capital at the
State level fer programs, for students. ,
th;. SiMON. Are we talking qbogt a communication problem,
then? ‘ -

Mr. INnGLE. I think it is a question of what is the ultimate use of
the authority which is currently, as I read it, in the legislation. I
am not proposing statutory changes.

Mr. SiMON. Let me again, for purposes of clarity—where you say,
“To achieve these objectives, Sallie Mae could demand terms and
conditions as a traditional secondary market that would undermine
statewide direct lenders and private nonprofit programs.”

Can you spell out more specifically what you mean there?

Mr. INGLE. Yes, I can. .

I think the simple way to state this is as follows. If one of your
major servicers in any kind of activity is put in the position of
being a competitor in the major activity one is engaged in, then
clearly the incentives, it wou{d seem to me, which underlie the
competitive mode of operation for Sallie Mae, which I applaud,
would push that organization over a period of time to demand
terms and conditions of lenders, especially tax exempt lenders,
which would be to the advantage of the organization not to have to

deal in the secondary market. r -
Mr. SiMoN. Can you be more specific? Let's use a concrete A-B-C
example,

Mr. INGLE. Sure. With the end of the commitment to purchase,
the commitment agreement which we need for two purposes. One,
in order to provide liquidity for our program and second, to be able
to go into tﬁe private capital markets. We need ratings to be able
to sell at competitive rates, interest rates, we need a commitment
agreement.

We have not in the last year and a half been able to work out an
agreement with Sallie Mae which we think is reascrable in terms
of the ultimate cost to us.

Now, I think—and I agree with the comments of Mr. Fox --the
principle of operating in the competitive market is one that may
make that necessary. If that is the case, that is that the terms are
such that they will ultimately drive the lenders such as the pro-
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gram in Minnesota out of business, then the question comes how is
the State or the Nation to provide that credit.

I don't know the answer to that, but I know that we must have
the commitment to purchase. If the terms being provided to us are
such that they make it unprofitable and impossible for us to secure
funds and lend at a break even point, which is our objective, then
the effort of the State of Minnesota is-ended. .

Mr. ERDAHL. Mr. Chairman, this is very technical. I have a ques-
tion in the same area. .

On page 3, up at the top of the page, you say, “As our experience
indicates, Sallie Mae can and has served as an effective secondary
market for programs capitalized at least in part by tax exempt
debt. However, for more than a year now she has not offered serv-
ices or terms which are responsive to our needs. I think it is impor-
tant to note there is no indication that a private alternative will
continue to be available.” .

So, really two questions, if I might, Mr. Chairman.

Could you be more specific, where you say she, meaning Sallie
Mae, has not offered services or terms: which are responsive to our
needs. Then the other thing about the private alternative, which is
something we hear much about in Washington in recent weeks and
days.

Mr. INGLE. Yes. The simple explanation here is that from our
perspective the demands of the Student Loan Marketing Associ-
ation, as we worked over the last 2 years, would have provided
Sallie Mae with what we consider to be perhaps an unreasonable
high yield which would have meant fewer resources left in our pro-
gram to be linked to students.

The specific details of our difficulties are very technical ‘What 1
would like to do is provide those written for the record and not try
to explain those here because they are technical details I will be
glad to do that.

[The information follows:]
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MINNESOTA APR 61982 s

HIGHER EDUCATION A PALL S5161
COORDINATING BOARD T

OFFICE OF THE EXECUTIVE DIRECTCR
I April 1982

The Honarable Paul Simon, Chairman *
Subcommittee on Post-Secondary Educatian .
U.S. House of Representatives ,
320 Cannon Office Building’

Washington, D.C, 20515

Dear Chairmen Simons

| was very pleased to oppear befare your committee on February 4, 1982 and am
especially appreciative of thq opportunity to respond, far the record, 1o the
major guestion which you posed at the hearing: What are the specific problems
with Sallie Mae's service, ar lack thereof, 1o statewide direct lenders that
capitalize their pragrams through the sale of tax-exempt bonds?

Background

As | said at the hearing, on adequate response to this question is both complex
and technical. To be sure we all understand the context of the question | want
to review, ogain, the basic characteristics of the Minnesota State Student Loan
Program (MSSLP):

Purpose: To act as a second or last resort lender for thase el.jible
applicents who have been refused loan access by @ commercial lender.

Origins: Autharized by the 1973 Minnesota Legislature to link directly
with the Federal Higher Education Act, as amended. Subsequent changes
have been made to conform with changes in the Federal Guaranteed
Student Loan Program (GSLP). .

Valume: Since 1974 the Minnesota Program has made between 45 and
55% of all Minnesota loans totaling mare than $340 million. During this
fiscal year, ending June 30, 1982, we are projecting a volume of more
than $100 million.

Capitalization: The program is capitalized by the sale of tax-exempt
revenue bonds. The debt js the sole obligation of the Coordinating Board
.ond is not backed by either the credit or taxing pawer of the State.

Special Allowance Payments:’ \Loons made under the Pregram prior to
October I, T980 earn the full special allowance pay.nents from the
federal gavernment, ensuring a .variable yield equal to the bond
equivalency rate on 91-day treasury bills plus 3.5 percent. Loans made
after October |, 1980 earn half this full special allowance payment,
although in no case can the tutal yield (interest Plus special allowance)
fall below 9.5 percent, \\
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} federal Arbitrage Restrictions: The Coordinating Board has covenanted
| 1o comply in all respects with the requirements of Section 103(c) of the

Internal Reverue Code of 1954, as amended, and all opplicable
Department of Treasury regulations relating to arbitrage. By law,
special allowance payments, however, are not considered interest

. earnings, for arbitroge purposes.

Use .of Earnings: By statute and bond covenants any earnings derived
. from the operation of the Loan Program ore dedicated to the costs of the

Program or the acquisition of new loans. .

The ultimate objective of the Coordinating Board in the financing of the
Loan Program is to achieve balance in the following equation:,

”
e

Loan Repayments + Reserves + Earnings = Debt Principal and Interest
Payments + Operational Costs.

Sallie Mae's Role With Respect to Stotewide Tax-Exempt Lenders

Given the volatility of the national economy and its reflection in the tax-
exempt bond market, it has been difficult for so time to assure a balance
between revenues ond expenses. These circumstances have nearly closed off
access to long-term definitive financing (matching loan and debt repayments)
for student loon programs. Thus the financing of student loan programs for the
past three yeors has been primarily dependent on the shéri-term market,
Increosing the risks, costs and complexity of each issue,

In the shori-term market (usually 3-5 years) the term of debt is considerably
shorter than the potential repayment schedule assured borrowers by federal law
(10 years + deferments + in-school period). - Thus to assure bond purchasers that
their copital con be repaid on schedule, some device for ensuring intermediate
liquidity has been expected by the rating ogencies ond potential purchasers.
The devices most frequently used in the past three years have been forward
purchase commitments by banks or Sallie Mae and letters of credit from major
national banks. Letters of credit generally result in higher bond ratings,
. however, the continuing costs to the issuer are also greater, thus offsetting the
lower interest rates that accompany higher bond ratings.  The costs of these ..
intermediate devices vary with other market rates and are sufficiently high to
be a factor in financial feasibility for smaller and immature issvers. Another
factor, which has been increasing in frequency, is the expectation that the
issuer will designate the provider of the credit assistance as a senior manager in
the underwriting of the bond sale. This arrangement is both costly (up to 3% of
the tolal bond value) ond limiting since it precludes the competitive sale of the

bonds. .

From cbout 1976 to 1979, Sallie Mae was generally meeting the needs of a
number of statewide lenders through forward purchase commitments. These
agreements provided needed security, financing flexibility, ond were
instrumental in assisting a number of states in meeting additional student loan
demands. The specific terms of the agreements varied. significantly ond all
were the result of lengthy and technical negotiations. In many instances Sallie
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Mae guaranteed par purchases for notes of in-school or grace status and a
reasonable discounted price for loans already in repayment. For many newer
programs the Sallie Mae commitment agreement was the only vehicle available
to assure success with the rating agencies qnd the markeploce. Through these
wreangements Sallie Mae helped establish appropriate standards relating to the
origination and servicing of these loans.

Specific Problems We Foce In Working With Sallie Moe
The problems in working with Sallie Mae fall generally into two categories:

- Sallie Mae's failure to work out agreements in a timely fashion.

- Suilie Mae's failure to offer reasonable competitive terms in agreements
with state lenders.

Sallie Mae's Failure to Work Out Agreements in a Timely Fashion

A perennial major limitation in working with Sallie Mae has been the
organization's inability or unwillingness to work out agreements on a timely
basis. For example, in 1981 we discussed a commitment agreement with Sallie
Mae but were unable to secure a complete negotiated package prior to the bond
sale for which the commitment was nceded. Recently, these problems have
continved. On February 12, 1982 we requested a propgsal from SLMA that
would supply additional security to our planned revenue bond issve. The only
criteria for the preposal was that the proposed security for our bonds would
aghere to our currently outstanding bond resclutions. As of this date, six weeks
later, we have not yet received a proposal. We have initiated two verbul
discussions regarding this, in which SLMA indicated interest but would not state
when or whether such a proposal would be forthcoming. When such a requesr
was submitted to other entities, we normally received proposals. within three
weeks, * b

Whether by design or in effect, Sallie Mae's delays have often left tax-exempt
lenders, such as ourselves, in the untenable position of having to accept their
conditions at the last moment, search for an alternative source of support on
short notice, or simply not provide loans. For a mature program, such as
Minnesota's, alternatives to Sallie Mae have been available in recent years. But
for neophyte state programs that lack reserves and a proven record, Sallie Mae
is often the only alternative. And even for mature programs Sallie Mae remains
on important resource because it is not clear that other alternatives will
continue to remain available in the future.

Sallie_Mae's Failure to Offer Reasonable/Competitive Terms in Agreements
with State Lenders

At some point in 1979 or early 1980 Sallie Mae's terms for entering into forward
commitments changed dramatically, suggesting that the drganization's concern
and appreciation for statewide loan programs has diminished. Although Salhe
Mae did not publicly onnounce a change in policy, the integral features of
contracts changed in two important ways.

O ' 32\_) b
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four factors will wuntinue to provide impedirnents to successful negotiations .
between statewide lenders and Sallie Mae: Lo

f. Sallie Mae's transition to the private markets for capital will
mean that its _periods of greatest hesitancy and self-protecting
behavior will occur at precisely the same times that statewide

. programs capitalized through the tox-exempt market will need

assistance ond protection;

2. Sallie Mae's recently acquired direct lending authority (as a lender
. of last resort) conflicts directly with its role as o secondary
. . market far other lendcg of last resort.

. 3. Sallie Mae's staff and Board have no external policy guidance to
direct their decisions relating to the campeting objectives of
assisting clients (risks and Tiabilities) or maximizing profits (assets
and camfort); and

’ 4. There is no continuing mechanism ta rev w Sallie Mae’s
performance or leverage for inducing desired beh: vior. .

Jhe imagnitude of this situation should not be overlooked. The statewide
programs ure currently serving the loan needs of more tnan 20% of the national
volume. If for any reason the participation of banks or savings and loans should
decrease in the next few years, the dependence on the statewide programs will

.. ancregse. lf the pattern of reductions in other federal and state finoncial aid
prograins should continue, the increased loan volume which results will, in many
states, be borne by statewide programs capitalized by tax-exempt borrowing. If

we are to continue to meet these needs and meet the requitements imposed by

the warketplace, we will need effective, dependable,.and aoffordable services
{roin a national secw.dary, market dedicated ta serving student loan needs. We
cannot depend upon the commercial sector to meet the major portion of these
needs because of competing demands on their cdpital resources. On the other

o hand Sallie Mae's sole purpose is to assist in the maintenance of student loan
- credit « | believe that this mandate ought to require that Sallie Mae provide a
dependable and affordable secondary market for statewide programs. -

| appreciate your interest and hope the Committee will continue to take an
active interest in the apprapriate roles and per formance of Sallie Mae.

Singe, ely,

i l M . :
CLYQ% R. ;NG‘I.\é
Execu ve Director

1y ! .
' ., ¢cc:  Members of the Committce .

A , Minnesota Delegatian v
A .
Ul - ~
. . ' ot
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First, Sallie Mue's proposed terms have shifted virtually all real or potential risk

in the prospective arrangement to statewide programs. For exomple, in 1980,
Sallie Moe proposed os a condition that the Minnesota program, as the future
seller of loans, ogree to pay any servicing costs in excess of 1.5 percent over

the entire life of loons in order to avoid prohibitive discounts, When my
colleagues and | have complained that such cnanges would be incompatible withs
either the actual costs af servicing loans or with the yields provided on tax-
exempt student loans, Sallie Mae has been less than respansive. Invariably,
Sallie Moe's suggested remedies .. e -either not allowoble within current legal

¢ _restrictions or they are simply financially infeasible.

Second, Sallie Mae has proposed terms that would significantly increase its
potential profits from commitment agreements. For exomple, Sallie Mae has
offered only to purchase notes of in-school or grace status. Furthermore, Sallie
Moe has continued to demand larger average consolidated loon amounts. For
instance, Sallie Mae has indicated that under present terms in the Minnesota
program we would need an averoge consolidoted loan size of niore than $5,000 .
to be assured of par sales with them. The net effect of this requirement would
be either to force lenders to encourage students to take out larger ond multiple
loans to achieve the highest purchase price possible in Sql!i; Mae's pricing grid,
or to accept commitment agreements that increase the state program's
financial liability. Encouraging excessive borrowing clearly is not an option for
statewide lenders - it is contrary to state policy, not in the students' best
interest, and ultimately more costly to the federal government.

)

¥ Effects of Problems State Lenders Face with Sallic Moe

. In combination, these problems discussed above have in many instonces changed
a Sallie Moe forward cammitment agreement from an asset to a financial
liobility for our programs. In, our judgment, Sallic Mae currently does not
provide a service that meets the needs of statewide lenders.

Because the Minnesota program is rapidly approaching financial maturity &1d
has a proven record in the band market, we have had the luxury of finding
better terms elsewhere, and thus are in a position from which we can criticize
Sallie Mae's performance. The irony of this situation is worth emphasis. Our .
program has been able to secure better overall terms from private banks, which
hav. not had the benefits of federal subsidies and access to the Federal
Firancing Bonk. And Sallie Mae's opparent disinterest in serving statewide
‘lenders has occurred at the same time that Sallie Moe's profits have grown

K dramatically. In 1980, while Sallie Mae negotiators were offering 95 percent oh
notes that previously would have been accepted at par, their earnings increased
by nearly 50 percent (from $6.4 million in 1979 to $9.4 million in 1980).

The evidence provided above suggests that @ subtle transition in Sallie Mae
policy has indeed ovcurred. It appears that the current Corporation is mare
concerned with maximizing profits than with serving a diverse clientuJe. And
there is little reason to believe this implicit policy will change. | believe that

5
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© o REAGAN ADMINISTRATION'S PROPOSAL TO 4

ELIMINATE GRADUATE/PROFESSIONAL STUDENTS FROM

THE GUARANTEED STUDENT LOAN PROGRAM

«

IMPACT AT UNMC

BACKGROUND INFORMATICN -

The cnclosed chart depicts statistical data for the 1981-82
school .ear. At UNMC, 965 giaduate/profcssionAl students processed
'?uaxanteed studcné loan applications totaling $4,181,200. This
regresents 72.1% of‘thc graduate/professional enrollment and 69.4%
of total financial aid of $6,022,548 received by 1,061 graduate/
professiopal students.i

Of the 965 GSL recipients only 357 or 37% can be-idcntificd as
having financial need as determined by a formal need analysis.

., These students received GSL's totaling $1,423,300 or 34% of total
GSL's received by all ganuatc/professional students.
Since guarant;cd stuécnt loans for 1981-82 could be obtained

on a "no need” basis with no requirement to disclose financial in-
» .

x

fot%%}ion the r;al'needs of 608_sﬁydcnts cannot be detexmined.

e However, it is recognized thaé a percent of these students do in
fact have need, but opted to use GSL to méet that need rather than
apply ror the more restricted "need based" aid programs.

In November 1978 the U.S. Congress made the GSL a "no need"
loan program. Prior Lo this major change, the program operated
undct-a "need test® based on a femily ii.come cap. Following is a
compaxazxvc sthdy of the percent of GSL rc¢cipients before and aftcﬁ<

)
,

‘Novbmbet 1978. . &
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the altimate 1ndébendent decisions of students and/or

3
families to pursue the expensive alternative of high in-
terest loans. This is the most impoq}anﬁ factor for which
. estimates or assumptions are difficult to make.

while it is quite easy to assess the impact of lost dollars and
he p}obable use of alternatives, it is extremely difficulf, if not
waipusbabad, LO maKke juogements on the numbsrs of students who may
have to teminate their stullies next year or reduce their studies.
The students most likely to terminate or reduce studies can be placed
into three general catagories. .

1} Single students with dependents to support.

2) Married students with °hi1QF€§ yhose spouses cannot con-

tribute to the financial resourées.

3) Othe; students with unusual financial circumstances.

The implications at UNMC must be assessed by educational
discipline since there are yariables amorgst the programs. Following
are impact statements by discipline for the numbers of students for
whom there is 1mme§iatF concern. It ig assumed that all other students
will ;vail themselves %o othex ;esOu§ces as the stuéén;s d{d(before

November 1978.

GRADUATES (60 Students) .

In 1981-82 only, 6 of the 76 GSL recipients demonstrated finansial
need,. Considering potential reduuzions in fellowships and traineeships
it is anticipated that scveral more will show nced in 1982-83.

It is estimated that at least 20 students would depend upon the
full amount of $5,000 GéL in 1982-83. The remaining 40 would deéend
;n an averade amount of about $3,000 GSL to supplement other‘:esou:ces.

It is felt that half of these students would be far enough into
their graduate studies that they would be willing to borrow higher

interest loans to complete their program if no' GSL loans.




2977-78 1981-82

DENTISTRY 43.0% (Est.) . 87.4%

. MEDICINE 43.8% . 81.9%
PHARMACY 17.8¢ ) 75.7%
GRADUATES 9.8% 29.9%

These data indicate that fewer students need and depend upon
guaranteed student *nons thg; theoen - cnferlng Lho. Clca:ly?dine
impact of the proposed change to eliminate graduate/professional
students from the program must be focused on those students who can
demonstrate .some degree of fina?cial need.

Using 1981-82 data for thgse students who demonstrated need by
a formal need analysis, estimating a percent of Sther students who
probably could have demonstrated need, and ot?er d;ta, the numbers
of graduate/professioﬁal studeats £ whom there is most concexrn~for

1982-83 are estimated as follows.

. EST. t OF X
NO. ENROLLMENT .
DENTISTRY 125 501
MEDICINE * 300 . 50
PHARMACY 85 40¢
GRADUATES _60 . 251
g70 a3t

IMPLICATIONS ~ NO GUARANTEED STUDENT LOAN FOR 1982-83

The impact of the loss of guaranteed student loans to gradgéte/
professional students is ext{F;ely difficult to assess for several
" reasons! The three most important are listed below.
1) The lack of information to be‘able to determine potential
sresources and "real aced” for all students.
- 2) The lack of information and uncertainty of the £inal out-

e
come of funding levels in all other programs that are

,

available to assist students.

2.
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rhe remaining half would perhaps first consider reducing their
gram, secondly consader highier interest loans, or finally, decide
0 discontinue studies.

AFSuming ALAS loans (Auxilary Loans to Assist Students) at 14%
interest will in fact be available, and with some support from our
donated loan funds, perhaps fio student would drom ~ &,

In the event ALAS loans are not available, which is indeed a
poseibility, then perhaps 20 students would have to consider dropping

out.

DENTISTRY {125 Students).

Approximately 85 students will demonstrate neFd and will qualify
for GSL and oth.. need based aid. Since there will be some reductions
in the need based aid these students would all nced the $5,000
maximum amount of GSL. The other 40 students, not eligible for need
based aid, would need an average of $3,500 GSL each. .

1f the GSL were not available, all need based aid would be direct-
ed to the most néedy, about 50 students. It is expected that at
least for 1982183, ée will be able to fund these students.

The remaining 75‘students would have to‘resort to either the
ALAS loan at 14% interest or the HEAL loan (Health Education Assistance
Loans) at 16% to 18% interest, or a combination of these two loan
programs. )

If all dental students had access to ALAS and HEAL loans and
were willing to accept the high interest rates, they all could stay
in school. If ALAS loans are not available, but HEAL loans are,
they still could stay in school. In both cases the loan debts will
increase considerably.

If neither are available or funds are in limited supply, perhaps

30 students would have to consider leaving school.

Aruitoxt provided by Eic:
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MEDICINE (300 Students)

Approximately 200 students will demonstrate need and will qualify
_ for GSL and other need based aid for 1982-83, Considering the almost

certain reductions in need based aid, these students would all need

for need based aid, would nced an average of $3,500 GSL each.
1f GSL were not available, all need based aid would be directed
to the most needy, about 100 students. It is expecteéd that there will

|
)
|
|
the $5,000 maximum amount of GSL. The other 100 students, not eligible
| be adequate federal and institutional aid to fund. these 100 students
)

ALAS loan at 14% interestvor the BHEAL loan at 16% to 18% interest, or
a combination of these two programs.

Assuming the students will have access to ALAS and BEAL loans ani
would be w1llind to borrow at the high interest rates, they all could
stay in school. 1If ALAS loans are not available, but HEAL loans are,
they could still remain iq §chool. In both cases the loan debts will
increase ponsiéerably. ‘

If neither alfernative is available or funds are limited in
supply, perhaps 30 or more students would have to consider leaving

school.

. PHARMACY (85 Students)

for 1982-83.
The remaining 200 students would have to resort to ‘either the
Pharmacy students are in a unique situation. At times they are
classified as professional students and at other_times classified as
ugdergraduates depending upon which aid program is being considered.
This situation exists because of conflicting federal rules and regu-

lations for defining graduate/professional and undergraduate students

for the various federal aid programs. The professional classification

ERIC _, ~
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used for this s*udy.

Approximately 60 students will demonstrate need and will qualify

,for GSL and other need based aid for 1982-83. Like Dentistry and

‘ Medicine, there will be reductions in need based aid for Pharmacy.

These students will need an average of §$3,000 CSL cach. The other
<5 students, not eligible for neced based aid, would need an ave:agé

of $2,000 GSL.each. )

If GSL were not available, all need based aid would he direcged.

to the most needy, about 40 students, who could be funded for at least

1982;83 with federal and institutional funds.

The remaining 45 students would have to resort to either the

ALAS loan at 14% interest (if eligible as a graduate/professionél) or
, the HEAL loan at iS\ to 18% interest, or a combination-of these %wo
programs. Pharmacy students are eligible for the HEAL loan prog;am.

Like dental and medical students, these students could stay,in
school assuming there will be access to either the ALAS or HEAL &oans
and students were willing to borrow at the high interest rates Y%ich

‘will increase their indebtedngss.
1

If neither alternative is available or funds are limited ,in
;
supply, perhaps 20 or more students would have to consider leaving
school. -

SUMMARY OF IMPACT

/
This study was made assuming that those students {ove /750) who
do not demonstrate financial need through a formal need apalysis will
avail themselves to other financial resources, if the GSL program is
diséontinued. These other resources would be families, spouses, other
reletives, private sources, higher interest loans, or ,a combination of

those potential resources. It is believed that theif students will

not have to consider leaving school. ;

Aruitoxt provided by Eic:
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’
roxtma‘EIY 570 students or about 43t of the anticipated

rollment would be dependent upon some GSL support. Of

v

.83 en
e, 365 will show need and will be dependent upon the more restrict-
need based aid funds. The other 205 students would be depehdent

DR snly ciace they would drmonstrate some need, but not great

enough to be eligible for the need based funds.

If the GSL program i's terminated, the need based funds will have
to be directed to the "neediest of the needy" in which case only 200

needy students could be funded for 1982-83. These Sstudents would be

from the lowest family income backgrounds.

If only 200 students couid be funded with need based aid, 370
students would have to turn to the high interest ALAS and HEAL loan
programs. At present, there is very much doubt nationally that the

ALAS program will be available since 1enders are reluctant to parti-

cipate. The outlook for the HEAL loan program is not much better.

1f ALAS and HEAL loans will in fact be available and assuming
students would borrow at the higher 1nterest rates, it is believed .

that currently enrolled students would remain in school. There is

much more uncertainty about entering students who would be looking

at much higher indebtedness.
Assuming the worst 6f circumstances with no GSL, no ALAS, no
HEAL, and reduced funding in other programs, perhaps 100 or more

graduaye/professxonal students would have to consider terminating

their studies in 1982-83 and perhaps more in future years. The
numbers by educational program are as follows:
DENTISTRY - 30 PHARMACY -, 20
MEDICINE - 30 GRADUATE - 20

y,

The affects, it is believed, will be much greater in the future

as students in the pipeline are able to assess the implications.

5763 0 = 82 = 22




UNIVER%ITY OF NEBRASKA {EDICAL CENTER

GUARANTZED STUDENT LOAN RECIPIENTS (1981-82

Y

GRAD/PROI. STUDENTS ©~ \ ™

ENROLIMENT .
FALL 1981 FULL-TIME PART-TIME TOTAL
’ DUCATLONAL TOTAL EX % op % or
PROGRAM F.T. | P.T. L|ENROLL. [ NO. | AMOUNT  |ENROLL. | NO. | AMOUNT |ENROLL.} NO. L AMOUNT ENROLL. |*
’ HOFESSTONAL 1 .
DENTISTAY 26} -0= 261 | 228 |§1,091,400 | 87.4% -0m § =0~ , | -0- | 228 [$1,091,400 | 87.4X
’ NEDICINE 609 4 613 ] 499 | 2,279,900 | 81.4% 31 13,500 | .S5% ] s02 ] 2,293,400 | 81.9%
PIARMACY 208 2 210 |157] " 451,500 | 74.8% 2] 6,000 .9% | 159 457,500 | 75.7%
-® *0TAL PROF. 1,078 6 {1,084 {884 |$3,822,800 } B1.5% s |s19,500 | .sz | 889 |s3,842,300 | 82.0%
: IRADUATE + ’ ' :
DENTISTAY 21 7 28 17 |5 85,000 | 60,7% |-0-}$ -0~} -O- 17 |$ 85,000 | 60.7%
MEDICIND &7 48 95 |, 19 85,400 | 20.0% S| 25,000 | 5.3% 24 110,400 | 25.3%
NURSING 48 49 97 20 82,700 | 20.6% 8] 37,600 | 8.3 28 120,300 | 28.9%
PHAKMACY 20 14 3% 7 23,200 | 20.5% | -0~ -0~ | ~-0- 7 23,200 | 20.5%
TOTAL GRAD._ 136 118 254 63 ]§ 276,300 { 2478% 13§ §62,600 S. 1% 76 1§ 338,900 | 29.9%
" B . o
. _ TUTAL GRAD/ ’ ’ . . )
; PROF, 1,214 126 11,338 | 947°f94,099,200 | 70.7% | 1814$82,100 | 1.4X }.965 $4,181,200 | 72.1%

. PREPARED BY:

O
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. . ' Office of Financial Aid
University 42nd and Dewey Avenue
of Nebraska Omaha, NE 68105

Medical Center ) (402) 559-4199

_ MEMORANDUM

: pr. N. A. Vanselow, Chancellor

Pob Fredlund, Financial A@;F

ruu’lud:y 2L, adbe .
Impact Study - Funding Cuta and Program Changea for Federal Student
Financial Aid

. /7

The enclosed study is an initial assessment of the inmpact at UNMC
reaulting from recent and proposed funding cuts and program changes to
federally aponaored student aid programs.

Aa we discussed on Fé%runry 8th, UNMC students in all academic programs
will be impacted so this study includes all programs. Hopefully, the en-
cloaed commenta and statiatical data will glve you and the Medical Center
Administration a clearer understanding of the situation.

A

After yéu have had ‘zn opportunity to review the information, I would

appreciate an ‘opportunity to visit with you. . .ot

. -
.

Encl.

CC: John E.  Aronson

UMuézjﬁ%zzgél)
823 gy Sk

OIIICQ of me C"Hﬂce” /]
(of
0

Nley

University of Nebragka—Lincoln o University of NebraskastOmaha  ° l’?«qllyol Nebraska Medical Center
. [}

. v/

.
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ACFAREL BY:  Rubert 7. Irudlund, Director of Financial Aid, U, of N. Nedical Center
ASSISTED BY: Offfce of Financial A$d.Staff, U. of K. Medt al Center

PREPARED FOR: Neal A. Vanselow, M.D., Chancellor, U. of N. Medical Center

DATE: February 22, 1982

IMPACT STUDY ON FINANCIAL AID_PROGRAMS RESULTING FROM: .
' 1, FEDERAL LEGISLATIVE CHANGES - 1981
2. FEDERAL FISCAL YEAR 1982 FUNDING LEVELS (TENTATIVE)
3. REAGAN ADMINISTRATION'S PROPOSED FY 1983 BUDGET
P

&, REACAN ADMINISTRATION'S PROPOSED LECISLATIVE CHANGES
TO CUARANTEED STUDENT LOAN PROGRAM

s BACKGROUND INFORMATION .

The Reagan Administration’s Budget Reform Plan of 1981 resulted in the passage
of tvo pleces of legislation with each having sl;nlflcant affecta on student assis-~
tance. First, the Omnibus Budget Reconciliation Act of 1981 (PL 97-35) uas passed on
August 13, 1981. Secondly, the Joint Continuing Resolution (PL 97-92) wvas passed
on December 15, 1981, These bills made nunerous changes to financial aid prograns and
drasatic reductions fn funding levels. These bills followed FY '81 funding adjust-
ment legislation uherein some funds were reduced for the 1981-82 school year.

All of the 1981 legislation had some affect on the aid programs for 1981-82,
but the real fwpact will be felt ll; 1982-83 and beyond. The impact on students for
1981-82 was not signiffcant. However, in 1981-82 a feu students lost eligibility
for some aid, several were assessed fees, and others will be assessed with higher

interest rates on a portion of their student loans.

-

The 1981 changes and fnndtrf; levels (tentative) coupled with the Reagan
Adndnistration's proposed FY 1983 budget and changes to the Guaranteed Student Loan
Program seemingly indicate a disaster for UNMMC's financial aid program. The magnitude
of both program changes and funding cuts are cxtremely alaming. The recent and

proposed program changes and fmdin;’ reductions are sumwmarized in Enclosure f1,

IMPACT N
The impact at UNMC upon its students in terms of dollars alone is very - .
v
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stgnificant. ‘Moreover, tha luj.ect could extend to such areas ss adaissions, reten-

tion, curriculum structure, career counselu':g. debt manageacnt, and possibly other

stess, Further, the impszct will extend beyond UMMC and its studenta. —Clearly. the

fanilies of atudenta (parenta) and atudents’ fasilies (dependents) will he affected.

And last but not least, there will be an impact to the lending coemunity since there

ia aignificant dependency upon that aector. ) .t ‘a .

The broad range of 8ll possible arcas which could be. impacted is obviously be-
yond the evaluation cupabilities of the Office of Financial Aid. Therefore, the scope
of thia study is directed to the finsncial impact on student sid. Furthes,
this study §s directed pricarily to the "nc;d based” aid programs and to that ;ortion
of the student body for whom it can be Jdetermined there is "resl ncc'd“ through a
formal need analysis. These students are the recipienta of need based aid. Included
atre some estinatea for another portion of the student body for whom there is wo
documented need, but it s believed some nced exists. Finally, the remaining students
ate considered not needy and the  impacg " would be negligible if any.

En;hnurg #2 shous the projected losses of new federal capital for the various
fcder.lhneed based aid p;o;m-s while Enclosure #3 shows the projected decline of
totsl .y-n-bu dollars for these sane prograss. The latter figures include new
capital, matching funén. ‘cnsh‘ bql'ancet. and loan repsynents.

Enclosure f4 with explanatory comsents ia a three year pro_!etfuon of ';hc studenta

who are considered to be the most "necedy”. The data depicts the need anslysis and -

aid tesources available to meet needs. The recent and proposed funding cuts and

\pro;n. eligibility changes were spplied to these projections. It is the "needy”

studenta and their fanilies who will feel the greateat impact. Mowever, other J
atudents and families will also feel the impact.
Thusfar, the data and comments have treflected on the inpact in general, Un-
fortunately, the precise impact on individuals which is moat important cannot be
portrayed in'this study since each individual will be affected differently as will

fndividual familica. Sinilarly, the educations) programs will be impicted differently.

i
At this point, it seems .appropriste to make Some asscssment of the fopact upon
A}




336

..
fani1fes. “l’hc need analvdfs data (Encl. £4) refleet cstimated family and stude:-

contributions. The estimate of need assures these contrlbuuor:s to be avulab‘l_:n
100X regardless of atudent dependency status. While it is likely most, student or
student and spouse contributions will be available, it is not 1ikely that all expected
fanily (parental) contributions will be. Some parents will contribute while others
will not :)r cannot, The ex-elfted »3~ -—' Y- JLumenad 4% vesafuaied €O 08 about

38X of total family and student tontribution. Applying that ratio to the 1932-83
data, the expected parental help \muldl be near $1,000,000. Peuviously, tha Guaranteed
Student Loan (GSL) program allowed studenl.s to borrow the parental contribution at
least vp to the amount o; tha CSL. The Reagan proposals will eliminxte that practice.

The alternatives for parents are limited in terms of student aid prograns. In the

case of graduate/professional students, the stndents would have to borrow at 14X or
at the "matrket rate” ol-‘lnterest under the Auxiliary Loan to Assist Students (ALAS)
or Health Education Assistance Loan (HEAL) programs respectively or a combination of «
those loana. Parents cannot borrow fzom any aid progran. . Depcnder:t undergsaduate

N uude;u' parents '.muld_l have to borrow at 14X under the Parents Loan for Undergraduate
Students (PLUS) if they.vere not able or choose not to contribute. The a-ount.:_l_
borro'vln; in both situations will be tempered by {ndividual student and family de-
cisions, thus the potentisl loan demand is unpredictable. More isportant {s the

alarming concern locally and nationally that these loan resourcer oay not be available.

The lending comsunity, it is believed, 1s not receptive and is no::ln; very cautiously.

. Obviously, the impact on students and fanilies is significant in terms of rve-
’ solving ti® mattei. of contributing or being forced to borrow at high interest.

The analysis for 1982-83 reflecta 8 deficit (unmet nced) in excess of 1.5 million
dollars. The projected resources did not take into account the PLUS/ALAS or the HEAL
~loan programs since these are essentially "no nced” programs. The purpose of the
analysis forsat is to {llustrate the impact of the Reagan proposals and the deliberate

intentions to force students and patents to borrow ftom the higher interest loan

ptograms. The dats reflects the potentiasl need for such loans which may not be

available.
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,\arentl bo:rwln; under the PLUS program. The 1982-83 and 1983\-86 projectivns, '
\ assume max{mun borroving \;éder GSL in a‘ddtuon to othar sid, yet the unmet llloul:!l
of need sre significant. It s evident that students with limited resources will
probadly not>be able‘ to pursue those All.ted Health prograas with high costs. For

. those vho may have scae rcsource\: and who would have to borrou‘ the maximm GSL on ‘ B

. . N -

WOp ws ULHGLE avafie) ol aieenotU et GLaalBLI0D Wika DE SAgNiiacCent.  jne Fropossi .
to assess “market r‘ate" {nterest on GSL' starting two yesrs sfter leaving school on
20p of _he totsl loan debts of studenis would be devagtnun;.‘ The potentisl h'lpl:l
in 81} sreas for the Allied Health program is believe‘d to be serfous. ’
The undergraduate nursing prograas which appesr to be the lesast affected dollar-
wise uui be fmpacted like Allied Heslth students. g:uden!l in the A.S. program will
be {mpacted the greatest. Sfudents in the B.S. program typh:lllyﬁave lesser nceds [
stnce thare {s censiderable self -help t}:rough,uork. Those students with limited
resources and those vith 'unuh‘ul needs will find &t very d!fﬁcul.t to enter Of tewain
{n school. Like Allied Heslth, the.projections of available funds for nursing .
sssunes maximp borrowing under the GSL pro;x.m: The potentisl increased det‘::
obligations would bé s serious consequence.
In additfon to ths students for whom we hav€ c;r will have docusented need,
thers iss ll{Mﬁ:lnt number of :'tuc' ;nts who have nted but us\uily not sufficiefit
B to qualify {c;r need based sid. These st_udentl (nunbers and nced unknown) hava .
sccessed the C5L program. It is estimated that 250 graduate/professicnal students
K may fall {n this category. Since they do not Qualify for nced based aid and uou{d
:o lo;:;er be elipidble for CSL, they would have to resort to the ALAS/MEAL loans‘to
ths extsnt that family resources would not be svailauhle. It {s estimated these
students would nced support for at least tuition, fees, books, ete. Assuming an
aversge ioan of $3,000, the demand could be about $750,000 for loan funds that nay
not be avaflabla. The impact here would not be as significant asstming the alter-
native loan resources will be svailadle.

N -

’ It7h estinated that 150 or more uvndergraduate students have sinilsr circua~

|
Aruitoxt provided by Eic:




~ * .
Ae frdicated carlier, the cducativnal progra-s are hﬂpa:lled differentlv,
Following are sose of the inplluu;nas. f
. Students in-the three health professions programs, it appears, uill all nupg
accesa to the ALAS and HEAL loans. Vhile the data indicates the "need based” aqq
resources would be Tdequa(e n; fund ab:)ul $0% of the needy fludenzs. th 5 will 0,
1osvep Teode catri v <r as wnbuas swounts, other criteris, and lim{ited
funds wiil prohibit funding any one student at 100X with-fev exceptions. Thus, a1y
will peed ALAS and HEAL loans or & conbination, but in varying asounta. This wi,lg
be in addition to lcans nreded for parental h'u 1p that aay not be there. Conseq-,.nuy'
even the "neediest of the needy” will be {orced to access the high interest loss,
programs. Assuming Availability, the net tesult will be larger loan debts and
complicated l. wn repayment portfolios which ebvicusly have other implications. fJh,e
real ispact will of coutse be felt by' those students with the longest time rematning
urtil completion of their education at INMC and those in the pipeline. The data
indicates the ptoblea is yo(en:hfly pore serious in pharmacy than wedicine and
dentistry. .
The iopact upon graduate students fs more difficult to assess since informat,oq
1s not available on such tesoutces as assistantships, fellowshipa, and traineeshi;,
These resources, it ia believed, are ;lso declining. The choice for xraduxu:s it
limited. Very little need based funds would be available and the only other loan
alternative would be the Mgt: interést ALAS loan. ) .
.The impact vpoa Allied Health students will be quite severe. ;ﬂ-e uppet m.-e;!
in 1981-82 is an indication that the costs are alteady grcater than the available
repources. Student aid progran cons:uig(: (loan limits, etc.) have in oany caset
prewented full funding. This situation will become more scvege in the future. ,
Further, the aiternatives are very linited. Independent students (a large‘ nunber)
will be able to ‘borrou only & maximum anount of $2500 less origination and other
fres fron either or a combination of the GSL and ALAS programs. The projected

shortage of need based aid and.the loan limit constraint wvill result in large short.

falls for many students. Dependent students have 1ittle alternative except for

»
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stances in terms ©f need. There 13 no alternstive student loan program for those
students vho claim indeptndenle. The alfernative for dependent students is the PLUS
lesn for parents. Assuming parents and "Udf"“ contributed the maximum possidle
smounta of self-help and thete 1 remaining need, more domand for funds would be
.sted oo the PLUS program. If parents were forced to borrow at the same level as
uhey bave bozrowed under GSL ($2500), the demand could reach $250,000 for PLUS loans.

Assuming the Reagan Administration 13 successful and pending further study,
thera 1a an imscdiste need to obtain some form of response from the lending community
in Mebraska. The potential demand for PLUS/ALAS and HEAL loans could exceed 2.5
aillion in 1982-83 and mu.n more in 1983-84, Considering the potential non-avail-
ability of thess ruouxce‘s, any recomnendatic—¢ or resolutions as to financing
studenta in 1982-83 ard beyond would be unwise. The University should not get inio
& position vheiedn these loans are recomsended as alternative us;:urces when in
fact they may not be available. If the PLUS/ALAS and-HEAL programs are to provide
'a “safety nct”, ihen it appears the strength of the net must be known before.relyirg
on 1it. ) )

In sunnary, tie combined funding cuta and program . harges cousd have a devastat-
ing impact on UNMC students and fanilies. Obviously, there 13 need for further
study aud analysis of the total impact. Also, there is 8 pressing need to prepare
a coordinated response to the total impact. In this regard, it scems appropriate
that key faculty, stalf, and students meet to further study the impact and formulate

a unified position.

-
-
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FEDERAL KEED BASED FINANCIAL AID PROGRAMS

YUNCING LEVELS (NEW CAPTIAL) FOR UNMC'

AID PROGRAM 1981-82 1982-83 1983-84
HEALTH AND HUMAN SERVICES PROGRAMS
HEALTH PROFESSTONS LOANS
DENTISTRY § 27,900 Est. 65%X cut | § 9,765 ¥o budget for | § Q- '
for 1982-83 1983-8+
__ MEDICINE 82,137 : 28,750 -0
AN
PHARMACY 27,252 9,538 -0-
NURSING LOANS Est. SO% cut No budget for
for 1981-82, 1982-83 nor
ASSOCIATE DEGREE - 11,408 These funds -0 1983-8. ° -0
o N hot yet " .
BACCALAUREATE DEGREE 2,500 received. -0- -0- -
R . N
HASTERS DEGAEE 1,995 -0~ -0- 2
2
EXCEPTIONAL FINANCIAL NEED SCHOL. Est. 50% cut No budget for E
’ for 1982-53 1983-8 n
DENTISTRY . . 46,487 . 23,243 . -0- . n~
MEDICINE 29,178 . 14,589 -0
DEPARTMEXT OF EDUCATION PROGRANS .
Est. 10% cut Est. 40% ut
PELL GRANT 227,489 for 1982-83 204,741 for 1983~ 4 136,000
e e e e g ] Emb 25X cwt ) No budget for
SUPPLEHENTAL-GRANI 375940 ¢ 103283 28;470 1983-8 -~
. - . Progran transfkrs to State cpntrol for 982-33. o
INCENTIVE GRANT 6,440 | xo dollnes budheted for 1983-84.
Est, 4% cut . o budget Tor
NATIONAL DIRECT LOAN 138,103 for 1982-83 132,579 1983-8" -0~
* WORR' Let, 47 cut TETr J0X™: 0T
4 COLLEGE WORK' STUDY 35,600 for. 1982283 33,500 for 19834 26,000
TOTAL ) §673,829 §485,175 - $160,000
X OF REDUCTION FROM 1981-82 w—e— 282 167




M , TEDERAL NEED BASED FINANCIAL AID PROGRAMS

PROJECTED AVAILADLE FUNDS (CASH BALANCES, NEW CM’XTM... MATCHING FUNDS, LOAN RET/¥MENTS)
- ) AID PROGRAH 1981-82 1982-83 1983-84

HEALTH AND HUMAN SERVICES PROGRAMS o [ - ’

REALTH PROFESSIONS LOANS

DENTISTRY $ 408,000 § 290,000 | LOan repaym nts - [¢y27 000
. only after
. HEDICINE 415,000 342,000 1982-8s 235,000
PHARMACY 75,000 58,000 39,000
* ASSOCTATE DEGRET * 66,000 [ Late 81-82 27,000 | Loan repaym nts 20,000
funding to be only after .
BACCALAUREATE DEGREE 3,000 | earried over 35,000 1981-8 15,000
to 1982-83 . -
MASTERS DEGREE 9,200 7,700 1,000

EXCEPTIONAL FINANCIAL NEED SCHOL.

DENTISTRY 46,487 23,243 -0~

MEDICINE 29,178 O 14,589 =0~

|
|
\
|
|
|
|
NURSING LOANS
DEPARTMENT OF EDUCATION PROGRAMS

PELL GRANT 227,489 204,761 136, 000
SUPPLEMENTAL GRANT 37,940 28,470 A
‘ 4 Program transfoka to State dontyel for 1 82-83. * ——
| INCERTIVE GRANT 61540 | yo doliars budgheed for 1983-84.
| NATIONAL DIRECT LOAN 242,000 235,000 ¢ R;gmﬁ; 1'_ ';lv * 75,000
N I} or il
COLLECE WORK STUDY 35,000 33,500 24,000
N TOTAL - N $1,631,734 $1,299,243 ' $672,000
1] -
% OF REDUCTION FROM 81482 . ——— 21% 592
O
| .
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ENCLOSURE #4

\NMC APPLICANTS FOR NEED BASED AID

EXPLANATORY COMMENTS .

Thode uela Luiietlu OLAY Sluvsucs Wath yocaseniea §ileanCiul neca.

1981-%2 data reflect actual experience as of 2-1-82.

1982-83 and 1965 84 data reflect best estimates. Since costs, contribution and
need are very unpiedictable, L. se data wexe kept constant ‘in 1983-84 for purposes

of this study. '

Aid received by students in 1981-82 in excess of nned eacept for Allied Health is
largely a result of students borrowing under Guaranieed Student Loan program as an
of fsct to parental contribuuon.

o
The unwet need in Allied Health involves several students with unusual necds who
received naximum possible federal aid.

Projected federal aid recources for 1982-83 and 1983-84 reflect funding cuts and
progras changes.

All estimated available school {donated) loan funds are projected to be expended
in 1982 83. Only limited loan repayment funds would be available in 1983-84 and

~

E

m..; onds v

Othet aid tesuurces are expected to decline, as greater nunbers of students pursue
this alternative.

The Family/Student Cuntribution assumes 100X of expected contribution regardless
of students’ dependency status with parents.

.Excluded from any projected rcsources are:

c ') the Parents Loan for Undergraduate Students/Auxilary Loan to Assist
Students (PLUS/ALAS) programs and 2) the Health Education Assistance
‘ Loan (HEAL) program.

The purpose in excluding these programs is to illustrate the impact of lost funds
and program changes which will force students and parents to turn to higher interest

leans which may not be available. . .
L}
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UNHC APPLICANTS FOR NEED BASED AID
. NO, OF ’ EST. FAM, /ST, . FEDERAL 3 SCHOOL _ __ OTHER TOTAL UNHET
PROGRAX STUDENYS ¢ OF COSTS  LONTRIBUTION NEED WORK/GRANT ‘ LOAR SCIOL/GRANT | LOAN  |SCHOL/GRANT | LOAR AID NEED
198182 ; "1981-82 NEHD ANALYSIS/AID AWARDED" T -
DENTISTRY 100 $1,137,550 |$ 466,156 |$ 671,394 | $ 53,082 | 678,800 $ 41,831 [§  -0- [ $ 1,551 [$i4,500 |5 789,824 |$ -0~
" MEDICINE 198 11,809,265 699,305 | 1,199,960 76,806 1,134,100 1 163,048 [$ 14,100 17,870 56,000 | 1,461,924
PHARMACY 79 615,000 223,500 391,500 51,818 325,200 12,649 2,600 4,508 -0~ 396,175 -0-
GRADUATES 6 $7,200 30,950 26,250 1,000 . 31,800 937 -0- -0- -0- 33,737 -0-
ALLLED MEAUTH | 78 614,400 219,625 394,725 45,613 Y 269,100 ] .16,401 -0- st | 19,200 352,781 41,944
" KuRsIng 167 1,108,850 586,400 522,450 | 123,400 365,050 31,363 1,000 14,327 -0- $35, 140 -0-
TOTAL UNHC | 628 | §5,342,265 | §2,135,986 | $3.206,279 | $351.719 62,804,050 [ $264,289 [$ 17,100 | $42,723 | $89,700 |$3,569,581 |$ -0-
1982-83 { : 1982~83 PROJECTED NECD/ALD RESOURCES! ‘
DENTISTRY 10 §$1,350,000 |$ 560,000 {4 790,000 | § 25,000 |§ 336,000] $ 45,000 "5 58,000 | § 1,500 | $10,000 |§ 475,500 s 314,500
MEDICINE 220 2,200,000 740,000 | 1,460,000 * 48,000 427,000 160,000 157,000 18,000 28,000 | 838,000 622,000
PHARHACY™ 90 760,000 75,000 485,000 45,000 87,000 13,000 17,200 4,290 -0- 166, 200 318, 800
GRADUATES 15 140,000 80,000 60,000 -0- 7,000 1,000 500 -0- -0- 8,500 51,500
ALLIED HEALTH 85 730,000 260,000 470,000 38,000 215,000 14,000 16,700 4,500 10,000 298,200 171,800
" NURSING 185 1,340,000 1~ 710,000 630,000 90,000 438,000 32,000 7,300 15,000 -0~ 580, 300 49,700
TOTAL MG | 705 | $6,520,000 | $2,625,000 | $3,895,000 | $246,000 | $1,508,000; $265,000 | $256,700 | $43,000  $48,000 {$2,366,700 F§1,528,300
= /3T, § RPDUCTI(N FROH 61-82" T S105. 719 ] S1.296,050 ~0- ~0- =0- | $41,700 | §1,202,881
__RCOYCTION ! ! : 30% 47y =0- ~0- ~0- 47% 3
1983-84 4 *1983-84 PRQJECTED NEED/AID_RESOURCES
DENTISTRY 110 $1,350,000 | § 560,000 |$ 790,000 | $ 12,000 [§ 142,000 $ 49,000 's 5,000 | §1,000 |si0,000|s 219,000 |$ $71,000
HEDICINE | 220 . | 2,200,000 740,000 |} 1,460,000 | 42,000 263,000 165,000 10,000 15,000 | 25,000 | 520,000 | 40,000
PHARMACY 90 760,000 275,000 485,000 28,000 48,000 15,000 2,000 4,000 2,000 99,000 386,000
GPADUATE 15 140,000 80,000 60,000 -0- 1,500 1,000 $00 -0- -0 3,000 $7,000
ALLTED HEALTH 85 730,000 260,000 470,000 23,000 195,000 15,000 2,000 4,000 8,000 247,000 223,000
a NURSTNG ! 185 ) 1,340,600 | 710,000 630,000.] 55,000 400,000 35,000 1,000 12,000 -0- | 503,000 127,000
.;‘.ws m«:m Im Z:Zu axg::::s::os I";:.ez:,ooo $3,895,000 | $160,000 | $1,009,500 | $200,000 |9 20,500 | St | rh b | oy onnsonn 102, v oen
r— : q, L LOAY sm,:w 1,754,550 -0- 15236,200 [ $ 6,72 | $4%,700 | $1,978, 581
L g : 5% 631 -0- | 31 50%
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FACT SHEET
Financial Aid Aé‘The University of Nebraska Modical Center

1. 1In 1981-82, 965 graduate/professional students (medicine, dentistry,
pharmacy, graduate college) took Guaranteed Student Loans totalling
$4,181,200. This represents 72% of UNMC's graduate/professional en-
rollment and 69Z of the total financial aid received by students in
thece categories. o

. .

2. The UNMC financial aid office éstimates that 570 graduate/professional
students, or 43 of the enrollment in these categories, have a demon-
strabe need for financial aid (since November 1978 the Guaranteed
Student Loan Program has been on a '"no need" basis), If graduate/
professional students are no longer eligible for GSL's, programs
other than Auxiliary Loans to Assist Students (ALAS) and Health Edu-
cation Assistance Loans (HEAL) will not meet the demind for aid funds.

a. 1In 1982-83 students will have to turn to ALAS and HEAL for
- over $1,500,000 of aid

b. In 1983-B4 students will have to turn to ALAS and HEAL for
over $2,300,000 of aid, .

3. ALAS and HEAl have very unfavorable interest rates and are not currently
available to all Nebraska students. Students who can get these loans
will be faced with the spectre of repaying large sums of money after
graduation, ’

4. If the Adoinistration's proposal to make graduate/professional students
ineligible for GSL's becomes law, we anticipate that at UNMGC:

2. As many as 100 students may be forced to drop out of school
(30 medical students, 30 dental students, 20 pharmacy students,
20 graduate students),

b. Some students will decide against a career in the health professions
because of the size and type of debt they will incur. We believe
students in the following categories will be particularly affected:

1) minority students

2) rural students

3) married students with children .
4) other low income students

c. Those students who are forced to take ALAS and HEAL loans may elect
to enter high income specialties and practices rather than primary
care specialties (such as family practice) where the nced is the
greatest.

5. Undergraduate students at UNMC (nursing and allied health) will also be
adversely affected by proposed changes in the federal student loan program.

6. The default rate on loans made to students at UNMC is less than 27 --
one of the lowest rates in the United States.

”
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Mr. IncLE. Now, I think I would also mention here that while we
were not able to negotiute a commitment with Sallie Mae, we were
able, as you mentioned, Mr. Erdahl, to get a commitment from two
St. Paul commercial lenders which allowed us to stay in the busi-
ness of providing loans.

We have no assurance whatsoever in the current market for
funds that we will be able to do that in the future. So the critical
question which I would like to call to your attention is how the
Nation or the State, separately or in combination, will insure that
credit is available for those students who need it.

It is perhaps not a major problem for those who do not need it,
but in the course of the last year we have had tuition increases in
Minnesota ranging from $100 to $400 in the private sector. Next
fall the increase will be 30 percent over last fall in the public
sector. At the same time, the assistance available to students is
down both at the Federal and State level.

We feel very strongly that the triple pincher for students at the
lower end of the economic scale is going w seriously threaten the
long-held goals of promoting equal opportunity at the State and na-
tional level. )

I want to make it clear here that the question that I think the
committee, from viewing this from the perspective of the State,
must address is what is available at the secondary market level
which is reasonable.

If it is the intent to provide this kind of capital credit from the
national level, then I concur with that. If it is not and there is an
intent to continue to provide opportunities at the State level to
meet the needs of State citizens, then the function of the secondary
market has to be very closely paid attention to.

If there is going to be any kind of subsidy for those people who
may not be able to afford the full burden of the cost of that debt, as
Mr. Martin suggested earlier, then I think the committee must ad-
dress that. ‘ .

Mr. Simon. I guess I am not clear in my own mind whether your
criticism is.of Sallie Mae or in fact is of the national program that
is evolving. When you talk about a technical problem, in response
to Mr. Erdahl, are you talking about the price that they offer you
or the fact that you do not have a guarantee from the State of Min-
nesota? Or is it not one of these things?

Mr. INGLE. Mr. Chairman, the technical problem ends up in a
cost for the moneys which we have available to lend to students.
That cost is a result of a number of factors, which I will spell out
in writing to you. That is the precise problem that I think we have
to deal with.

Now, we currently are lending in the State of Minnesota through
this State authorized last resort program in the neighborhood of 50
percent of the student loans in the State.

If that is going to continue, we have to have this primary func-
tion of the secondary market taken care of. We have been con-
cerned with the i)ruvisions in the law which were provided in the
reconciliation bill which in our judgment open up a considerable

amount of opportunity for other kinds of activities to compete with
what we understood to be the primary purpose of providing a sec-
ondary market for student loans.
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Again, the best exumple is if you are dependent upon a servicer
and you find that servicer, the principal servicer,.then becomes or
has the opportunity to become a competitor, it is reasonably clear
over a long period of time the terms for the service are going to be
increased, may be increased, in order to become the primary opera-
tor. That is a concern we have.

Mr. Simon. How many States do not guarantee, as Minnesota
does now?

Mr. INGLE. Mr. Chairman, the case in anesota, we are not a
guarantee agency. We are a direct lender. There is a guarantee
agency that we relate to u ider the GSL, but we are not a guaran-
tee agency.

I believe there are in the neighborhood of 26 to 29 direct lenders
around the Nation. The exact number I do not know.

Mr. SimoN. Since Mr. Fox is still here, I am going to take the
liberty to ask Mr. Fox if he would care tv respond in any way here.
I guess my question is, Is this a problem only in Minnesota? Is it a
problem caused by the statute? I think those are the two first ques-
tions.

Mr. Fox. I would agree that it is a very complex issue. In re-
sponse, I vwould say that as a creature of statute Sallie Mae has to
uphold ithe highest standards of origination, servicirg and collec-
tion and due diligence because we are going to be held to that
standard by the Departmen. of Education and aiso because we feel
it is our role to try to have a sense of responsibility to those with
whom we do business.

We cannot be anything less than what the statute requires in
terms of collection, but with the constant changes that are under-
taken and which require changes in systems, the cost of collections
are very dear.

The fact that the program changes e\cry year means that com-
puter systems have to be changed. It means that the complex rou-
tines for dealing with the student have to change, and there is high
cost associated with that.

Part of what is being talked about here is the high cost of collec-
tion. We deal with about 13 different State entities and provide a
great deal of credit. We provide more credit and commitments to
the State of Minnesota than any other State in the country.

We currently have a $200 million commitment outstanding
against which the State agency can deliver loans. We provide per-
haps twice as much in the way of commitments to this State than
any other State with whom we deal, and we have done so at some
risk to ourselves,

The profitability of our corporation is very nominal when you
Jook at the total income of the State entities. They are making con-
siderably more money than we have been with a much smaller
commitment to a portfolio of student loans.

The question is one of risk, how far out do you want to go with
any one institution over a period of time, and who is going to take
tne risk in terms of program change, collection cost change, inter-
est rate change and the like.

While we are prepared to discuss and negotiate terms and condi-
tions with anybody, the fact that we have $200 million worth of
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unused commitment outstanding to a State suggests to us that we
have made an accommodation.

In addition, we have a $100 million commitment to a savings in-
stitution on a long-term basis in the State. Far and away the larg-
est commitment we have to any State is in Minnesota. \%e are not
prepared to deal with any State whereby the other 49 are subsidiz-
ing it, We have to deal fairly and consistently with every State.

I believe if you look at our profit statement you will find we are
not making any irresponsible profits. As a matter of iact, we are
making considerably less per unit of business than banking institu-
tions make. We have to deal on a one-to-one basis and try to offer
the services we can. .

Mr. Simon. I don’t want to precipitate a debate here on the wit-
ness stand. One other question; that is, are you experiencing simi-

. lar difficulties in other States.

Mr. Fox. In different types of States we have different types of
problems. One is that there is not servicing capacity or servicing
arrangements in place that certain States have arranged, and we
cannot take the risk of undertaking to buy loans unless there is
some assurance that if those loans come to us, they can be properly
and appropriately collected. '

So, we are working with many States in trying to develop servic-
ing capacity. oo

Another problem is there is a tendency to issue very, very short-
term notes in the revenue bond markets. Since the payout on a stu-
dent loan can be 12, 13, or 15 years, financing 2- or 3-year bonds is
an assurance there is going to have to be refinancing risk, that
maybe we are going to have to undertake the purchase of these
loans in the short term.

We may not have the resources vurselves, given the fact that we
are changing the way in which we do business by administration
consensus that we should be a private institution financing without
the full faith and credit.”

There are a lot of risks implicit in this. The question is, who un-
dertakes the risks. With our organization having a very high debt-
to-equity ratio and limited access to capital markets, there is a
limit to how much risk we can take.

1 don't even want to guess what this program is going to look

i

like 2 or 3 years out, let alone in 1991, We have a conmiifment—— —

with the State of Minnesota that goes out to 1991, as it stands.
I don't believe Minnesota is not a well-meaning group or we are

not looking at it in a well-meaning way. It is just the risks inherent

in an environment of change do create problems for States.

If we do lend directly to Minnesota, it would be far easier than
for them who have to take the risk of looking at the bond markets
year after year. Yet, that option has been denied us by the depart-
ment, even though this committee and the Senate feel they cured
that problem in our statute or that inability of ours to provide
service before. ’

Mr. Simon. Mr. Weiss? ’

Mr. Weiss. Thank you, Mr. Chairman. {

A lot of this I sense really is a problem of perception as much as
anything else. Dr. Ingle has suggested in his testimony that he per-
ceives the problem to be that you are no longer fulfilling the pri-
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mur{xpurpose for which you were created, or potentially you might
not be because of the statutory authority provided you last year.

My question is, What is your response to that perception?

Mr. Fox. I think that a careful reading of the statute points out
we cannot deal unilaterally in changing how we do business.

For example, it was alluded to the fact we might become a
lender. We can only lend if there is a geographic shortfail and if
the Secretary invites us in. We cannot become an insurer of stu-
dent loans unless there is no- facility in.-the State to do it on an
equitable basis. P

Again, we are invited in by the Secretary making a judgment.
Unilaterally we cannot do any of those things. These things were
put in last summer when there was the perception that the final
law relative to' student loans might be so restrictive of eligibility or
might inhibit certain participants in the program that there might
conceivably be a need for a broader responsibility for Sallie Mae.

That has come about to a modest extent. We have not exercised
any of those authorities at this point, but there is no way relative
to the law or relative to the report language that we can do any of
those things unilaterally.

I should also point out that subjcct to oversight of this commit-
tee, with a board that is one-third appvinted by the President of

e the United States, with_four or five State entities represtnted_on

our board, I don't think it is reasonable to assume that we are
going to jump in and suddenly do something that is irresponsible
or go into car leasing or something like that.

It is clear in our statute that we are here to provide credit in
support of students, period. '

Mr. Werss. Dr Ingle has not suggested you are going to go into o
different line of business. He has suggested you are going to go into
competition with him, and that makes his life more difficult.

My question really is premised un the fact that Dr. Ingel suggest-
ed it is a year and a half now since he has been having the prob-
lem with Sallie Mae and that predates by a year the new authority
that was granted to you.

So, that is why I think much of this really may very well be per-
ception, and the perception I think comes about because in fact
they have a genuine problem that you are apparently in no posi-

tion to solve for themiat thispoint——

Mr. Fox. I think we all have to learn how to deal with less—that
is a hard thing to accept—less dollars, less support.

Mr. Simon. If my colleague would yield, I think also there may
very well be just in part a simple communication problem. I think
maybe both at the State agency level, at the Sallie Mae level, you
may want to evaluate what you are doing in the way of communi-
cation back and forth so that that can improve.

Mr. InGLE. Mr. Chairman, may I respond. I don’t have a differ-
ence, and I don't wish to get into an exchange. I think that Mr. Fox
put his finger on the key issue when he spoke of risk.

The question here is who is going to bear the risk. Is it going to
be shared by the general public or is it going to be a private risk.
That is part of the question of who is going to pay for, assist in
paying for postsecondary education.
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I think it is & very important term he has used. I agree with him.
I think the point, his suggestion that States are making a lat of
money, needs to be kept in mind, that every cent that this program
generates is put back into the program. It is a public program for
the public interest. Lo

The reference to the $200 million which iz outstanding, it is not
outstanding. It has been used in terms of commitment. So, I don’t
think that we have a problem of communication between our two
organizations. -1 think that we, the committee and the general
public, have a problem of how to insure credit that is necessary for
peoT;}J‘]e to pursue their postsecondary education.

at is the reason I raise these problems. I think it is more than
"perception. ’

Mr. Wriss. Isn't it a fact that Sallie Mae no longer has access to
Federal moneys? i

Mr. Fox. That is correct.

Mr. Weiss. That is a very serious change from what the original
source of funds was, which was the U.S. Government.

Mer. Fox. Federal financing, yes, sir. ’

Mr. WEiss. So now what sou have to do is go out to private lend-
ing institutions to provide the capital to you. You then have an ob-
ligation to make sure the loans you make are sufficiently sound to
aliow you to pay back the moneys which you borrowed.

Isn't that the way the situation operates at this point?

Mr. Fox. Yes, sir. .

Mr. WEiss. So that in fact you do have to be concerned about the
risks, Dr. Ingel, involved in this situation. It seems to me that the
complaint that You have is a complaint that we have, which is that
the Federal Government has again decided that it is easier to shift
the burden of risk on to somebody else rather than for it to assume
for the broad public that risk.

I share that complaint and concern with you, but it seems that
they are just as much the victims in this situation as you are.

Mr. InGLE. I tend to agree with that. I do believe, though—and
correct me if I am mistaken—that the current roughly $4.6 billion -
of capital that Sallie Mae is working from and will be available,
what, over the next 14 years or 5o, is at favorable rates.

The question I guess I am raising here as we discuss who shares
— this- riskis -what_kind_of_obligation, if any, is there for that, in

effect, special access to capital. T

Mr. Wgiss. I cannot respond to that.

Mr. Simon. Do you have any further questions?

Mr. WEiss. I do not. |

Mr. SimoN. We appreciate your testimony here. I don’t think we
are ready to resolve the problem here.

Our final witness today is Mr. Michael Olivas, director of re-
search, LULAC National Educational Service "Centers, and chair-
man of the Hispanic Higher Education Coalition.

STATEMENT OF Mlélh\EL OLIVAS, DIRECTOR OF RESEARCH,
LULAC NATIONAL EDUCATIONAL SERVICE CENTERS, AND
CHAIRMAN, HISPANIC HIGHER EDUCATION COALITION

Mr. OLivas. Thank you very much.
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We appreciate the efforts of you and your staff to allow us to
participate.

My name is Michael Olivas. I am the director of research for the
LULAC Educational Service Centers, the League of United Latin
American Citizens.

I also chair the board of the Hispanic Higher Education Coali-
tion, whose testimony I present today. The coalition is an organiza-
tion comprised of 13 national Hispanic organizations that repre-
sents a very broad scope of interests in the Hispanic community.

I would-like-to-do-three things-this.norning in the time allotted
me. -

I would first like to share with you some of the general demo-

- graphic concerns that we have concerning specifically the Hispanic

community.

A number of witnesses have spoken in front of the subcommittee
over the last years as you fashioned legislation, purporting to speak
on behalf of minority interests.

We welcome the opportunity to clarify some of these interests
and to read into the record some of those characteristics that do
serve to make our community’s interests quite J.fferent from those
of general undergraduate students. * -

Second, I would like to share largely by inserting into the official
record the results of a study on financial aid packaging that we
think will reveal quite a few different characteristics and trends.

Mr. SiMoN. This is your statement here or this is separate?

Mr: OLivas. This will be appended.

Mr. SiMoN. They will both be ¢ntered in the record.

Mr. Orivas. The third thing is to comment specifically on some
of the more recent proposals that have been made by the adminis-
tration concerning Pell grants and loans and what we perceive to
be major problems in the delivery of financial aid.

So far we have talked this morning about the delivery of institu-
tional and State and Federal aid. What we are talking about now is
on a slightly different level; that is, the direct interacuon of His-
panic families with the financial aid system.

Although there is a public perception that minority access in
many ways has improved-—and due to Federal efforts many of

- these perceptions are correct—there are some countervailing pres- _ ~

sures that have recently caused Hispanic gains, such as they were,

" to have beeneroded: T o T 7 T

For example, since 1978 there has been an actual decline in the
percentages of Hispanic students at the undergraduate level. We
reached a peak of 3.5 percent of all undergraduate enrollments in
1978. It has now slipped to 3.4 percent, despiie the larger age
cohort for Hispanic students. That is because Hispanic students are
disproportionately——

Mr. SimoN. If I may interrupt you, because you are using statis-
tics aud I am glancing through your statement--are you including
Puerto Rico in the statistics or is it only the 50 States and the Dis-
trict of Columbia?

Mr. Oivas. The 3.4 percent to which I just glluded was specifi-
cally the 50 States and the District of Columbia. However, I have
specific testimony on Puerto Rico. We represent a number of insti-
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Of these students, 90 percent received_ Pell grants, then called
BEOG’s. Furthermore, (36) bercent of these students received only
Pell grants. It is very clear in striking contrast to patterns for

Anglo students, Hispanic students are predominantly reliant upon .

need-based aid. .
As a matter of fact, in my cohort of freshmen—and I refer you to
table 1 appended—it is extremely clear that Hispanic families con-

. tinue to be needy by any definition of, need-based aid. .

For the same year, only 31 percent of Anglo freshmen received
Pell grants. Over 90 percent of our students received Pell grants in
1979-80 whereas only 31 percent of Anglo students did.

The only program that had major rollbacks over the last 2 years
in the actual awards of money were Pell grants, despite very elabo-
rate provisions, very carefully crafted by this subcommittee and ap-
prO\éed by Congress for appropriate rollbacks inverse to the basis of
need. .

Yet, by any defir tion I would insist these students are the very
neediest. For the firs* time'we have evidence that Federal grants
have worked to the ex.ent that any need-based aid will, of course,

disproportionately help tiwse who are disproportionately poor. By *

any standard, our group of students is poor.
However, we think that sole reliance upon the major need-based

program has worked to the detriment of our students, No. 1, and,

proposed cutbacks in Pell grants—and I am speaking only of main-
land students in this particular data—will work even more ta the
detriment of students on the island, whose institutions are dispro-
portionately reliant as a proportion of their total income upon Pell
grants. ) . X

I have sowe cvidence presented by a Fuerto Rican resident on
pag:2 7 that shows not only the poverty of the island and the dispro-
portionate reliance upon Federal funds, Federal poverty funds, but
also the extent to which institutions, particularly private institu-
tioos on the island, are reliant upon Pell grants. .

Mr. Simon. May I interrupt you? I apologize for doing this again.
I have anothér raeeting that thave to get to. I am going to turn
the’Chair over to my colleague from New York.

Let me just commend you for your statement. Incidentally, to all
the witnesses, we may ﬁe submitting written questions. But the
problems you have posed are very severe problems.

In the State of Illinois, and I know not too much beyond the
State of Illinois, the dropout rate has been significantly high in the
‘Hispanic community. The colleges and universities of Illinois have
not responded to specific Hispanic needs as effectively as I think
they need to. Back a few years ago I had one meeting with the col-
leges and universities on that specific problem.

One other point I would just like to make for the record; that is,
that whether it is the student program or what it is we cannot
treat the people of Puerto Rico as second-class citizens and not
exFect to invite some instability. .

‘I think one of the areas where we-ought to be providing hope for
the Hispanic community is through the Pell grant program and the
opf)ortunities that we provide there.

simply want to commend you and apologize again. This is my
morning to apologize to witnesses.

-
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tutions there as well and have participated with a number of
Puerto Rican Presidents——

Mr. SiMoN. But in your statement, when you talk about any
number of things, the maldistribution—— .

Mr. Ouivas. Those include Puerto Rican institutions.

Mr. Simon. OK. ’ .

Mr. Ouivas. You will see, because of the island's inability to par
tic;{)ate fully in the political process, there are a number of vulner-
abilities that face them that other States and even the District of

Columbia do not face, most notably in their ability to raise their
““own revenue andto cast-votes-in-Congress.- --

The data are here for the record. I would like to comment only
that the salient points are that Hispanic students are for the most
pért younger than the majority ﬁoFulation and, therefore, this is a
problem that is not one that is likely to go away.

The underenrollment and attrition of Hispanic students is a
problem that will become increasingly important.

We have always been appreciative of your efforts, Mr. Simon, in
promoting foreign language study. We think a number of these pro-
grams will have their effect if the Federal aid continues to go to
the neediest people. .

The point I would draw to your attention is on page 21, that in
1976 the median income of Hispanic families was 50 percent less
than that, of majority families. Yet, while a number of administra-
tion proposals continue to insist that only the truly needy will con-
tinue to have legitimate claims upon the public purse and support
of higher education, we feel a number of the proposals will work
directly against this principle.

We feel in particular that the increasing complexity in the deliv-
ery of financial aid works to the detriment of less well-educated
and poorer families, that is, wealthy families continue to have
access to tax preparation assistance, to technical assistance, and to
lending institutions that poor families historically have not

Therefore, the increasing complexity, while it may very well .
work difficulties with the cash flow of corporations such as Sallie
Mae, works in particular to the detriment of families whose in-
comes are less than $10,000 a year. ° .

This is -the median income of Hispanic families, and it is income
that in many instances is actually declining due to the size, the
larger size of Hispanic families, . .

On page 4 I have-condensed. the_major findings of a study that
the LULAC educational. centers conducted over the last 2 years
that for the very first time had access to confidential records.

Because of the naturg of our work with bilingual counselors, we
have been able to gain the confidence and provide taxpayer assist-
ance, as well as financial aid assistance.

We have secured all the necess}ai,ry forms, but it was very clear
that delivery of financial aid to Hispanic students was strikingly
different to that for majority students.

In 1979, for example, our sample had two-thirds of the families
with incomes of less than $10,500. Less than $10,500 income places
them as eligible in almost every poverty program. Furthermore,
surely by any definition of truly needy it would include these fami-
lies as eventual and appropriate recipients.
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Mr. OLivas. There is no need, Mr. Simon. I understand you have

other duties. We will continue to spcak to.your staff and to Mr.

Weiss. Thank you very much.

Mr. Weiss; 1 will cortinue, then.

Mr. Wgiss. Please.

Mr. OLivAs. At the same time, it has been acknowledged that fi-
nancial aid program delivery has become more compiex, the ad-
ministratior has propoused in two instances to zero out assisting
programs such as Talent Search and education centers, the only
programs that do deliver financial aid assistance and counseling,

So, we think while the overall aim to cut costs is of course diffi-
cult with which to quarrel, the means by which these cuts would
be accomplished will disproportionately affect those peop)e‘reliant
more upon the need-based aid. (

I would like to speak from my testimony beginning on page 8
about some of the more recent proposals the subcommittee has
neard over the last two weeks,

For instance, in last week’s testitnony by the Deputy Assistant
Secretary of Education it was proposed that current validation ef-
forts “* * * include the requirement that all eligible applicants
submit copies of the 1040 tax forms relating to the Pell grant appli-
cation.” ' ’

However, it was not mentioned—and we think this is extremely
imporfant, and we think as members of Hispanic organizations we
can speak to this—that the Tax Code does not require families who
live in extreme poverty to file 1040 forms; that is, families who
make under the minimum amount required to trigger their filing a
ma.:datory tax form are the only groups that will be required to
change their overall practi.e, that is, we will be in the curious
stance of requiring for purposes of validation of needing tax forrs
that these people’s poverty status already precludes them from doc-
umenting under the IRS. ‘

So, the only group that would be affected with regard to having ’

to enter the IRS system would be those people who statutorily are
exempted from being required to file IRS forms.

While we think this was acknowledged in some of the testimony,
we think it was finessed and that it tends to be inconsistent with
the insistence by the administration that only the truly needy will
centinue to have legitimate claims upon these expendituras

. While a debate has been waged in a number of other esoteric
ﬁlaces for years, this is the first Federal proposal, to the best of my
nowledge, that such students be required to file forms.

Yet, the GAO report itself does suggest, as was alluded to this
morning, that the most likely evidence of fraud and underreporting
is found in wealthier families, in which *ou will find Hisranics dis-
pr%Ponionately poorly represented.

herefore, we feel the complexity of the forms, as well as the ad-
ditional burden of filing IRS forms, for which there is no other stat-
utory mandate for these Jower income people to file, will continue
tv discourage Hispanic families frem enrolling.

In our view, this proposal does not reduce paperwork. In fact, it
does rather emphatically the opposite. It demands aperwork of
people who have no such requirement. Nor do we feel it solves the
quality control problems to which it is ostensibly addressed
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In fact. it has been our experience as the largest Talent Search
in the United States we currently maintain 11 Talent Searches,
and we have tried to get into New York for several years, but un-
fortunately there has not been sufficient money to allow us to go
through —that we have found the major request for verification on
the part of institutional aid officers is when they, simply cannot be-
lieve Hispanic families coald live on so little money, that is, we
have had a number of requests from institutions for us to help
these families file IRS forms, not because they are required by the
IRS, but because the institutions simply cannot believe that fami-
lies could be so frugal as to live on the amount of money that is a
fact of life in Hispanic communities.

While we concede requiring IRS forms would have a major edu-
cative value on financiai aid administrators who don't have access
to carefully commercially prepared financial aid forms which shel-
ter income very nicely, we think this will work once again to dis-
courage disproportionately language minority people, especially
low income and Hispanic families. .

Financial aid programs are already extremely complex, and as,
difficult and complex as institutions find them, we would insist
that low-income families, particularly those whose families hav
not gone to college—and Hispanic families have never had historj-
cal access to college—it will disproportionately discourage them
from encouraging their children from attending, |

When the median family income of Hispanic families is 50 pi- .
0

cent lower than Anglo families, we think these are the people w
will be less likely to perceive that there are credit institutions and
loan programs and Pell grants that will continue to assist them,
even though their students by virtue of the incume would be e!igi-
ble for these programs. /

We feel that the suggestion that the Department be allowed to
reprogram $5 million to cover the additional costs ought to be seen
for what it is. We believe it is a false eccnomy and it is a shell
game, We feel very strongly that this proposal floated up ought to
be consigned its proper burial. /

We feel also that despite the department’s insistence that the
truly needy will not be harmed, ‘that the proposals to cut back on
TRIO programs and technical assistance preparation prograps will
work directly opposite to this ostensible intent. /

We think that a number of very valuable proposals haye been
made to increase the cash flow for States to improve the profits of
corporations that do lead and guarantee. We have not, however,
heard evidence that the truly needy, the neediest in our communi-
ties, who would be disproportionately .ainority, would in any way
have their cash flow improved, \..uld have their access improved,
nor would be more encouraged to attend college. i

We have data that suggests that despite a number of Federal ef-
forts, that the more current efforts, once we have had q’hese chil-
dren in the pipeline and once through TRIO and other programs,
they have been encouraged to stay in high school, we are/geginning
to see them trail off in college. | :

We stand ready to assist in any way to answer any questions
about more specific proposals that might be advanced about other
proposals that while osteusibly helping improve cash, flows and

!
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fund markets will, we think, work to the disadvantage and detri-
ment of minority students. -

We will provide the staff and the committee with our full report,
which I think you will find extremely compelling. -
For the first time, minority people have studied themselves and
we have had access to financial aid records that show unmistak-
ably that Hispanic families tend in many cases to overestimate

their income. )

As a matter of fact, over 50 percent of the stud «ts in my study,
which is about to be published by Stanford University, overreport-
ed their parent’s income by over $500. These children, by virtue of
living in our society, cannot believe their families live on so little
money.

We think these proposals ought to be seen for what they are. dis-
proportionately harmful to minority communities.

We thank you very much for the opportunity.

[The prepared statement of Michael Olivas follows:)
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Prerarep Statement oF Da, MiuiakL A. Ouivas, DIRECTOR oF REscARCH, LuLac Na-
TIONAL Epucanionat Serviek CENTERS, anp CHAIR, Hispantc Hicer Epucation
CoaLiTiON . . '

Many of Jhe recent advances for minorities in higher education
are in jeopardy. Oespite the public perception that minority sgudents
benefited from expanded educational access Juring the 1960's and
1970's, minoxity enrollments in higher education remain dispropor-
t.onately small., The enrollment of Hispanic students has.inc:eased
in total numbers, but educw.ional parity with majority students or
even with other mxnotiiy students remains an elusive goal. In 1980,
Hispunics, representing 5.8% of the mainland U.S. population and 8%
ot the 18 - 34 year olds, comprised only 3.4% of undergraduate enroll-
mants, a deciine from 1978. Further, there i3 a serious maldistribu-
tion within the limited access Hispanic students have had. the public,
twe year colleges provide the only sector iate which Hispanic students
have been admitted in significant numbers. Whereas 27% of all white
full-time students were enrolled in two year colleges in 1976, 4S%
of Hispanic fuil-time students were aenrolled in these institutions.
Recent research has uuestioned the equity of such & maldistribution
and has suggested that Hispanic attrition is due, in la}ge measure,
to the funding patterns and practices that result in Hispanic students
havxng‘access primarily into two year colleges. This impression is
borne out by degree award data, which indicate that while Hispanics
receive 4.6\ of associate degrees, they receive only 2.1% of masters'
degrees and a mere 1.2% of doctoral degrees. Even this limited access
has been threatened, as cuthacks have disprogortionately affected

Hispanics and other disadvantaged communities.
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The quality of 1ife for Hispanic Americans .s poor, {clultinq
in fewer opportunities for pursuing education beyond high school.

Most notably, economlc constraints p:;vent#nOl: Hispanics from-.con-

sidering postsecondsry education as an option. In 1976, the median

income for Hispanic families was 510,259, while the nmedian income

for whiite families was $15,537 {(over 508 higher). While 8.7% of

non-Hispanic families were below poyerty levels, 23.1% of Hispanic

families were below poverty level; therefore, in a system of educa- ,
tion where £inanc1ai resources make access more lixely, Hispanics

are at a severe disadvsntage.

1]

Even if formal economic barriers did not preclude Hispanic
participation in postsecondary education, informal barriers to
success would still prevent slgnlticant‘ﬁispanic snroliments. First,
the public elementary and secondary schooltsystems into which His-
pani¢ students are placed do not provide adequate attention to
cultural and linguistic needs of Hispanic children. <Clearly, this
situat.on keeps the pool of Hispanic high school graduates low and
prwvides pnadequate preparation to those who do complete thai: course
of study. Second, Hispanic youths are 1nhibited in their pursuit of
higher education by the scarcity of infcrmational structures that
would help them negotiats existing barriers. Because high school
counselors are rarely abl; to provide adequate information to
Hispanic high school students, these students are left to secure
information from whatever source may be available to the minority
community, which has little access to financial resources. Parents,

who usually would be of agsistance to their childzen in college

ERIC
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selection, are majur soutces of encouzagemen)t, information, and finan-
ciai support. Hispanic parents, however, themselves denied college
opportunities, are less likely than majority parents to be able to
negotiate information systems for their children. 'rhirfi, existing
systems of college support services that appear to be equa.table on
the surfac‘e 'subcly result in inequitable practices. FPor instance,
extensive governmental loan programs will include parental oz

student negotiation with banks or credit institutions where credit
history and experience are required. Many minority families have

not had extensive experience with these loan institutions and may

. be intimidated by what seems to he nmortgaging their future.

ERIC
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| STUDENYT PINANCIAL AID' HISPANIC ACCESS AND PACKAGING POLICIES

Financial aid is ossepc;al to disadvantaged students, and is the

r major governmental investnent in postsecondary educatidn. This testi-
mony reports the findings of an ongoing aational project on financial

! aid packaging for Hispanic students, the first such study ever conduc-

| ted to analyze Hispanic student financial aid awards. Data problems
have pPlagued earlier packaging studies, as nacxongl data bases have
relied upon students® estimates of family income and their memories
of financial aid received. Employing program data from the LULAC
National Educational Scrvice Centers, an ll-city Hispanic cozkseling
organization, this study is based upon IRS returns and parent confi~
dential statements notarized to be correct indicators of family income.
To record student awards, aid report forms were secured from institu-
tions. A sample of 521 Hispanic full time, first time freshmen, en-

f ’ rolled in 1979~80, was assembled; all files were audited for complete-

)
|
1 ness and documentation. The sample replicated the institutional-type

subgroups. R

The most striking single finding is the small extent to which any
packaging is being performed: over sixty percent of all the students
received only one source of aid, almost exclusively Basic Educational
Opportunity Grants (BEOG's, since 198]1 known as Pell Grants). BEOG as
a major component of multiple sources was also evident, for 90% of
multiple sources included a BECGG award. Single-source aid was evident
at all income levels, ranging from 54% of lower-middle to 65% of upper-
middle students. . ‘

. enroliment patterns of Hispanics and Mexican/mainland-?uezca Rican
’ ' The evidence of little packaging for Hispanic students contrasts
|
|
|
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{ both with earlier studies of Hispanic student aid and with current
packaging practice for all students. In 1972-73, fifty two percent
of Hispanic aid packages were single sources, but only 23.4% of all
vackages were solely grant awards, there was evidence that work study

B (10.3%), loans (14.7%}), and benefits (3.7V}) were significant compo-
n.nis of Hispanic financial aid packages, at ali income levels and
for atteadance at all types of institutions. A 1978 study of student
assistance reported thaé even students from the lowest in..mc families
attending the least gxpensive schools averaged $158 of non-grant fede-
ral aid in their average package of $1,079. Data from 1979 revealed
that only 31.5% of all freshmen received a BECG, only 7.2% a SEOG,
and 13.2% 2 guaranteed student loan. It is clear, then, that grant
aid has risen dramatically for all students, in all institutions and
for all income levels. These Hispanic data, however, reveal a stri-

. xingly d.fferent pattern in the students'extraordinary :el;ance.upon
grants, to the near exclusion of other forms of aid.
The Jdata were alsc disaggregated by median family income and the

“type of institution attended. Crosstabuiations ’how several trends.
in each income Juartile, more money went to students attending, LB‘
descending order, prl&kte four year, private two year, public four
y:ar, public two year colleges. Additionally, students from low and
lower-middle income families roceived more aid than did students from
upper middle and high income families, curiously, however, except fé:
students in public two year institutions, .in each institutional type,
lowest income students received less aid than did students in the
lcw;r-mxddle categozy. the mean difference was more than $200 per
student. One of the assumptions of financial aid distribution is that

the neediest students rece.ve the most assistance, within the limits B —-

« # -
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of institutional costs. Lt could have been expected, then, that with=-
in iNStitutional types, the amounts to students would slope downwa:d:
with the highest aid awards going to the students in the lowest incone
category. In these data, only the public two year colleges showed such
a pattern, with private four year colleges showing a disturbing ten-
dency to l;ltd more aid to higher income students.

Despite the favorable income slope, attending a public two year
college meant that students were less likely to receive aid. Fewer
students attending public community colleges received aid than did
students attending other institutions, and in the important grant
category, a significant difference in grant receipt was evident.

This lower ava:lability of financial assistance corroburates other
rqsearch on the practice of commun.ty colleges in financial aid admi-
n;scracxon. This finding is more eniqmacic in light of the heavy
reliance by public two year colleges upon federal financing for their
Hispanpic students, and cannot be explained by the institutions' lower
cogts. A?ublxc two year colleges are the sector most reliant upon fe-
de:al fxnancxal aid, and the sector with the least disc:etiona:y aid.
This reliance upon federal funds is a major shaft since Hispanic
packaging data in 1972-73, when the “federal sources of aid were 39%,
non-federal 21.6%, and mixed sources 39.4%. Inasnuch as Hispanic )
students are dxsproportxonateiz“en:glled in Eublié_two year colleges,

this distribution of assistance suggests that enrollment patterns may

- inhibit complete access toé financial aid resources: the extraordinary

reliance upon federal funds may also mean that federal cutbacks in
financial aid programs will disproportionately affect community

colleges and Hispanic students.

o ' 3 5 !
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f Nhile Puerto Rican students on the island were not included in this
study, Pell cutbacks will hurt Puerto Rican institutions even more than
thase in the 50 States and D.C. Not only 1s poverty more devastating in
Puerto Rico than elsehherc, but the po.aitical status of the island leaves &
1t extremely vulperable in the Congress, and 1ts inability to tax itself
fully removes the fall back provisions available to States. The 131,054
postsecondary education students in Puerte Rico are part of a total
population of more than three million people, most of whom have incomes
pelow the poverty leve.. As of October 1978, 55 percent of all families
«<ere participating in the Food Stamp Program, and 78 percent of them
received the food stamps for noth;ng. The annual disposable income per

capita for 1980 was §1202 at constant dollars as of 1954, As of January,

1931 the unewployment rate in Puerto Rico was 18.9:

Approximately 90 out of every 100 ;tudents are eligible for financial
aid. For the 1980-81 fiscal year the student financial aid from the
tederal government constitutes about 93 percent. Student financial aid

13 very important tor private institutional wurvival., Ninety-six percent

¢t the institutional income from tuition
comes from student aid. Because of these

will be harmed by proposed cutbacks, and

and fees i1n Private (nstitutions
characteristics, luerto Ricans

will not be able to use traditionau

political forums. This w#i1ll have severe repercussions for the island

conomy ind stabilitv,

(17

7
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*Quality Control” and

Disadvantaged Families

— e —————

While the Administration's aims at reducing regulatory .
burdens are laudatory in the ab;cracc, in practice they will
work to the detriment of low 1nodn§ families. For instance,
in last weak's tastimony by the Deputy Assistant So;recary of
ED, it was propos;d that current validation efforts “include
the roquirement that all eligible applicants submit copies of
the 1040 tax forms relating to the Pell Grant app!.i.cacion.“E

A scholarly debate on chis topxc has been politely waged
1n academic journals forvmany years, but, to my 4nowledjye, this
13 the first federal proposal that such additional paperwork

. be requirad of Pell grant applicants. In our view, this pro-
posal collapses under its own weight., It neither reduces
paperworx, nor 3ous 1t solve the sualitv-.ontrol problens
alluded to 1n earlier testinony.

In f£act, the Department'3 stul, itself suggested that over=-
payment was likelier to occur in wealtny families, whose access
to technical assistance and tax-reduction advice effectively
shelters disposable income. Even though the study is severely
flawed in many respects, its £indings do not suggest that low
income familiesg systematically misreport their income -~ and
the LNESC study showed extraordinary accuracy among Hispanic low
income families, both for dependent and independent students.
In fact, it has been the FNESC e'xperience. as the country's
largest Talent Seaxch, that most Lnsc}cucional verificaﬁio;

audits are initiated by financial aid officers who are skeptical

.
L]

»
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_cbgtmz;m&tiin can live on so little money. In short, the reality
of Hispanic and other minority poverty cannot be believed by aid
administrators.

While the yerification may prove to be of enormous educative
value to these administrators, we are confident that requiring
IRS forms for all students would aisproportionately and detrimen-
tally affect minorities. First, lowest income families ==

are not required to file IRS returns;
" the number of persons not required by IRS to file returns is expec-
ted to increase this year, due to increased unemployment and larger
numbers of public assxacance'tamilies. These persons -~ by any
yardstick the "truly negdy' -~ would be required to file 1040
forms merely o verify their Pell applications.
Financial aid program applications are al;eady complex enough
to require arithmetic and literary skills far beyond the levels
‘of most disadvantaged families. Addiéionally, poor families have
far less disposable income to spend upon technical assistance chai?
.xs more readily available to wealthier families. Moreover, even
the Gao's ;erenc report notes that inaccurate reporting of
. incozc is liksliest with wealthy families, whose complex deductions

and complicated returns in no way resemble the returns of low ine

come famiiies. In our view, the additional requirement would

‘dissuade minority families from sending!theil children to schuol,

the opposi?e effact of tﬂe Administraticn's proposal.

‘ Finally, even if this proposal had a compelling public policy
at did not harm minority access, other departmental actions

have sxgnxficantl; reduced minority gains. As noted, prev{ous

Pell Grant cutbacks, ignoring rollbac.. statutes, disproportiona~

Q , I3
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Access and Packaging Policies
for Disadvantaged Students
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The activity which is the subject of this rsport was support-

ed in parc by the U.S. Department of Sducation (Fund for the
Inprovement of Post Secondary Education) and the Tinker Founda-
tion. dowever, the opinions expressed in this paper do not necas- .
sarily rellect the gosition or policy of the Depariment of s
Education or fhe Tinker Foundation, and no offic:ial endorsement

should be {nferzed.

'

2BSTRACT

s Financia} aid is essential to disadvantaged students,
and is.the mi)oxr governmental investment in postsecondary
edugatxOn. This paper reports the £{1ding of an ongoing
national sru?y on financial aig packaging for Hispanic stu-
denps, the first such study ever conducted to analyze His-
panic student financial aid awards. Because confidential
records of a national Hispanic counseling program were * .ed,
exceptional detail and accuracy were possible. The sty . de-
tails the composition of awards, the proportion of reim=
bursable aig, family contzibutions, student quality indices
{Gra, test scores), and choice of curriculum. One majox
ffndxng is that Hispanic students are overwhelmingly re-
liant upon governmental, not ingtitutional, funding and that
nearly 3/4 receive only one kind of aid. Finally, the paper
g;;:z::s modeés for aid awards based upon public éolicy
ves and recomm i ]
by s d administratgrs?nds several packaging pblxcies‘for use

Ic 3.
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tely atfect minority students. The Department has proposed, in

last waek's testimony by tha Undersecratary, to reprogram over .
$5 million in Pell appropriations to pay for these addltion;}
paperwork burdens. To do so would not only continue to Eob.
students of program money, but ;ould const%-

tute a tacit admission that RIF's in tho audit divisions have

left the Department without ldequateﬂpersonnel to monitor its

own radical policy shifts., Such false economies should be seen

for what they are, shell games that will continue to hurt minority
;tudents. N .

That the Administration is insensitive to minority access
is npt only clear from+its program proposals, but from its bud-
qet £xqur;s. Even if the, increased paperwork were legitimate and
all students were required to submit' 1040's, technical assistance
for financial aid applications have been eliminated from the
'Departmen:'s plans: For FY 1982, the Department requested no
tunds- for Talent S;arch or Education Opportunity Centers, whose
zounseling programs reached thousands of low-income students
eaéﬁ year. These zero-funded programs and severe cutbacks in othec
TRIO programs will serve, in tandem with increased administrative
h;rdles, to undermine the linmited access Hispanics and other
minorities have earned.

Wwhile majority organizations have purp&rted to have minority
interests at heart, Hispanic oEgaanations urge tﬂls fubcommittee,
i1f it is serious about preserving programs for the truly needy,
to reject these proposals and to maintain the supportfve services
that enable disadvantaged stlidents to participate in postsecondary

education,

. v

)
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Despite its .mportance in the administration of finan-
cial aid, litsle ig Xnown ab.out pacxaging policy. 8illions of
dollars each school ;year are distrippged tnrough public
and private progranms, and nearly all colleges and uni-
versities assemble firancial aid "packages” for students,

g -

whoss eligibility is computed by third party form-pro-
cessors. Yet, even with mzjor investments in financial
assistance ~~ and increasing research and policy analyses
on the topic of Zinaacial aid -- scant attention has Bl
been paid to the aconomit, equity, or peclicy dimensions
of packaging. This omission is anomalous, for the
major federal higher education legislative debaces
have baen over financial aid, whether establishment of
sassive jrant and loan prograns, the expansion of these .
zrsjrams to nwiddle-income" students, or current Repub-
tizan efforts %o trim back costs ir. the financial azd pro-
grams [23l. . N

‘ Ia all these activities, thexe is an assumptisn thatg
ins=.sutions employ a Logic in their packagitig and ad-
miﬁxs::a:xon of wvarwous a3Sistance programs asserbled into 2
single account o "package” ugon which a student dwraws.
} .atiocnal financial aid study aroup accurately labeled
packaging as«"the noment of truth when it all comes o=
gether where the srnad funnal of aid resources ccnes
LI narrow~s: point and those resources delivered
¢ .ha student” (397, Significant institutionas and

. ismal social policies are also effected by zackaging

@
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techniques, even {f these policies are unarticulated .
or inconsistent among students' packages. For example,

Packaging can be used as a tool for redistribution:

"Rackaging as a process is important becaus, through |, «
it inequities of the student aid system can potentially
" be corrected® [ 21 ]. Packaging ts also a means for
planning the usa of institutional resources E;??43]a!d for
improving choices for students to consider a wider :Inge of
institutions [12,33]. There is also evidence that
certain packaging policles may work to increase studpnt
enrollments and retention { 2,31], while othex stud%Ls
have found little or no such impact upoa retention 624,25].
Neither research nor policy analysis, however, f
has resolved ‘what are fundamentally societal quest%%ns:
what sociatal goals should be furthered by packag;?g
golicies; and what adminis.rative means should be #sed
to further these policies? National study groups coavened
o examine these financial aid issnes “aya an une;en
Tecord in addressing packaging policies. The 1971 Panel
on Student Financial Need snalysis [ 43 ] analyzed the
fundazentals of packaging, noting sthas Qifferent ties
of aid.have different characteristics for student
» L:ecipients and inxitutions, and outlining =everal *
techniques for packaging ~- each with diff. .t poli~
tical and philosophical underpinniags. A 1973 HEW Task
Force o; Management of Student Assistance Programs
atzempted to identify acceptable guiding principles

for distribution of financial aid; the Task Force
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notsd that any of the printiples “might guide the
affort to secure eifactive coozqinacion and *inter=-
connection of the six student assispanca programs.
Rouevcr, th; existence of several similar but yet

disclnctiv. concspcs has instead served more to con-

‘ x>

fuse matters, Haas even deterring the development
of a fully-cco:dinaced approach to the zward of var-
fous student assistance monies” [ 22 . ‘The National
Commission on the Financing of Postsecondary ESducation
regort, also published in 1973, did not address gackag-
sng { 37 ), nor did the Czcrmission's 1974 policy
s23eacch razcre | 38 }. The National Task Force
'ob‘ams report, drafted in 1975, echoed
rliser .-ndings -n the HEW Report, and concluded that
a major purpose 2£ packaging was "to redress ineguities
caused oy a raaniden and unccordinatad national system
of financial aid distzibution” [ 39
Reseazchers, therafore, have had
of publiz debate on packaging issues, evenas the complex
feleral and state financial aid precedires have further
clouded resaarch .issues. 3ecause there is no national

consansus ugon packaging, institutions have wide discre-~

tion to combine resources according to institutional

priorities and policies, even within goveramental

and College 3cholarship Sezvice guidelines; therefore

any lazge scale gtudy of sackaging policies will be
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linited by complex and d;fticulc-:c~29£ine institutional
features. An even more serious “eterrent td packaging
studies has been the extensive data problems inherent

in such an underzaking.’

Due to problems of confidentiality of st;dent -
Tecoxzds, dispa&aties between student-raportad items
and accurate figures, poor minority data, and underen-

¢ rollment of low-income students, n=o national study has
emezged =hat has ranaged to overceme these formidable
obstacles. <Confidentiality rules, intended to prgtect
student records from invasions of privacy, have meant
that instizutions will not allow researchers access to
award files | L7,47}. The major alternative has been
to mine major lonmzitidinal o:.lazge scaie student data
sets, sucnh as the Mazicnal Longitudinal Study (MNLS)
.
(34,50_1; the Cocperative Iastizutional Resea{ch 0=
* gram (CIRP)} (2,4,3 1, or digher tducation Panel [§: 100N
{ ¢ ; while these data bases 1:ford considerable
spporsunity to Study studens samples, they rely upon
student estinates of family inceme and financial aid
. reacaivad, as well as upon student-reported character-
istics such as g;ade ;oi&c averages and standardized
test scores. Parcicularly for low-income students,
these measures frequently are inaccurate and there 2are
many non - response items that must be controlled

113,20,50). Moreover, the data bases often are inade-
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quate to maasure minosity studeat characteristics, asthey do
not sufficiently oversample minority gopulations or account
for minorities' maldistribution throughout the pcstsecond-

ary education system [ 3,41 ]. Finally, national sur-

L > veys can nave major ozder effece liabilities, &3 the Unou=
sands of respondents infer different meanings from complex
iteas { 46 1.
Datu
natd
Of course, no data set is without limitations, particu-
larly 1f one wishes to study a minority population. For
dispanics, who have not been well sampled in student suz-
veys [ 3,42 }, %he_longitudinal cdata bases have provided
only partial insights into packaging. However, a data base
| for 4:spanic student packaging has been developed by a nation-
al commuasty-based counseling organization, whose records have
proven o be an unobtrusive measure for stadying finaacial
213 for Hispanic students. The organization, the country's
larjest Talent Seazch -- a federally funded counseling progzam --
nas officas in ll cities located 1n every regionof the country
with large Hispanic populations. Established 1ia 1973, the
crganszation counsels over 15,000 students each jear, twWwi-
thards from dasadvantaged backgrounds and approxinmately 353
of them Hispanic or other minorities. Zach of the 1l cea-
ters has full-%ine counselors who assist the students and

their parents in completing scholarship or f£inancial

3
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* id forms and college applications. Because of fed-
eral recordkeeping reguir_.ents for the program, extensive
I . -

dg;x are gathered for each student; due to the complex

nature of finaancial aid applications, many personal and "
family items are neéessa:y, including pé:enﬁaf lncoﬁé l

and ccher confidential data. Finally, in order te follow=-

up with students, the orxganization reguires that students

share financial aid information with counselors after

anzollment, so official institutional awazd notices

are filed with student records. This process, intended

' €0 meet Prog=an counseling reguirements, nas vielded an
extraordinary and serendipitous data base of Iinancial
aid data for 1L379-80 H:ispanic £ull-time students that

overcomes many of the formidable prxsblams with the use
of student surveys in packaging studies.
Moreover, ~he locations of the counsellng offices
20 11 cities combine to approximate a sample of the three
major Hispanic subgroups: Mexican Americans (603), Puerto
Ricans {13%), and Cubans (6%) (14,TableX.0l}. "Because
the organization opened a Miami oZfice midway :arough 4
tha 1379-80 program yeaz, these data are predomiﬁan:-
ly Moxican-American (Chicano) and mainland Puerto
Rican enrollzents; in the futare, however, the Miami
£iles will yield additional Puerto Rican and Cuban

students. Of the full-time, farst time Hispanic student
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files, every tenth file of each counselor's gaseload
was pulled, until 20 files per counselor were available.
Edit checks were performed to ascertain completeness,
documentation (eg., transcripts, parent confidential’
statemant, award report), ané ethnicity. The only

jtem imputed was test scores for students who had nét
taken standardized tests; approximately 30% of Fhe

files required such imputation, derived from,a method’

that assigned a score to students within income categories

{23,350 }.  Because there is a large body of literature

on SAT score measures, composite ACT scores were con-
verted by SAT percentiles (35,36 }. A total of 521
complete files was compiled, each containing a30-itef

counselor gquestionnaire, notarized parental confideatial
? =

statement or IRS return, 2 high school transcript, an

Sfficral test score (except where scores wWare imputeé;,>
a notification of aid award, and other personal inloxma-
cicw such as letters or application essays. ‘

Family income guidelines for the Talent Search Program
require that at ledst 2/3 of those clients served be from
low-income families [ 28 }. Minority families tend
to be more economically disadvantaged than white families,
and in 1977, non-Hispanics had a median income almost

“

$1,000 higher than that of Hispanics,particularly

Chicanos and Puerto Ricans l14?Table 1.12}. With program

]
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guidelines and Hispanic poverty, it was not surprising +

to f£ind that 77% of the students ia the sample came from

bl - N .
families with 1978-79 inccmes of less than $15,000; over 60% t .

of the families had incomes of less than $10,500. It

o

must be remembered that these Jata weze complled from
n;tl:ized statenents and IRS tax returns, ayoiding the
errors of student reporting of family income. While ié

is possible that persons misreported or misrepresented
their earnings, IRS returns are considered good measures

nf inccme; if their confidential nature is not abused, they
are exceptionally good unobtrusive measures { 46 i.

Sach file was coded with a F{CS (Federal Interagency
Committee on tducation) identification number, so in-
seitutional data could be ob:;iaed £rom FICE tapes. wge:e
1ndicated, financial Zdata are in 1979-80 constant dollaxs; .
any adjuswments for inflacion are noted parsnthetically. .
Income guartile measurements conform %o 1972 SLS categor-
ies oS low (belows$7,500), lower middle (S?,be—SlO,SOb),
upper mzddle ($10,500-515,000) and high (over $15,200),
even though inflation has rendered these texms meaningless.
That over half of the students in the data base came from
families ;ith a 1979 median income of less than $10,500 --
whan in 1972 such :ncome was considered "lower miAdle’ --
coniirms the extent 5% poverty in Hispanic comnunities

and attests to the neod to target Talent Search sexvices

uzon such economically disadvantaged populiations.
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The balance of this paper analyzes the £indinys of

' thase data, noting in particular the patterns of aid awards,
the "packages" of Hispanic students; it alsc attempts to ‘
measure the ralationships between student :héracte:istxcs‘
and financial aid received. It examines institutional
financial aid administration po!;cles in assembling packages
for Hispanics, and assesses the impact of jovernmental aid
policies upon these students. Finally, it discusses models
£or aid awards based upon public policy objectives and e-
. cormends several packaging policies for use by ail adminis-

=rators. There is a popular ideology that suggests "need-

1324” awards help ecoromizall, 3ilsadvantaged st.ian:s, and

O

. che 2a%a exanined in thus study both support and relute this

.~ R
2

Jiven the iazncatz nature 9% the ideology and zhe in-
::::L.;;ve natuss 5% srevious packaging reseasch, this stody
nas a3 13 Purpose the es:;blisnmené 2% curren: saselins

- - - data on recewpt 5f Zinancial aid by disadvantaged Fispanac
sgudents. Mo:eo&é:, an attempt %2 formulate early models 23
sacxaging solicies 1s made. So liuzle data-based rasear:sn
on zackaging Ras besn attemptaed that 70 compelling theoreti-
cal fé;meworks nave emerged; another :reason ~hy packaging
" zheory" has been S0 a:heore:;éal 1s thas many'ins:;t;:ians
wredt thexrr Zinanc:al axd a;miéis::a:;on machanwcally f(fre-
suently on a first-ccme-first-served basis) rather than

shecretically or philosoghacally.

[
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| .

Research Firiing

| «:)Tho aost striking single £1nd1ng is the small extent to
which any packaging is being performed: over sikty percent
- of all the students received only one source of aig, almost

exclusively Basic Tducational Opportunity Grants (BEOG's,

since 1981 known as Pall Grants). BEOG as a major ‘component
of pultiple sources was also evident, Xor 90% of multiple ) s
sources included a BEOG award. Single-source aid was evi-
dent at alihincomc levels, ranging from S4% of lowe= midale
to 65% ot upper-middle student; receiving only one source oI
. aid. Thq pattern of single source aid bz;sAT scores is less

avenly distributed across all score leyels, due both o the

imputation _of scores for non-testtakers and to the few students

(34) with combined SAT scores above 950: the lowest score
cores anzove 72

sategory haa b2V of its students with single-source aid, while
zne three hisher score‘cacegories ranged from 443 to 77% with . )
single-source aid -- almost exclusively BEQOC and Sipplemental

Educational Oppourtunity Grant (SEOG) awaxds.

.

12

(insert Table One)

- .

The evi?encs of lictle packagi=n g for Hispapic students ,
contrasts bot&-with -arlien studies of Hispanic student aicd . . t -
and with cu;:enc packaging.practice for all scudéats.' In 1972~
73, f1fty twwo percent of Hispanic aid packgges were single+

sourca, but only 22.4% of all packages were solely grant awards;

Q . i c
E MC \3 \..) ) . - M

+ B
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thers was avidence that work study (10.3%), loans }14.7!),and
benefits (3.7%) weze signi!icanc coméoncnts of Hispanic finan-
clal ayd packages, at all iqcome lavels and for attendance at
all typaes of inatitutipns téO,Table IV-15). A 1998 study of
etndent assistance reported that ;ven stud;n;s £rom “the iéw-
e3t income families attgnding the least axzensive sthools
avaraged 5158 of non~grant federal aid in their average oack-
age of $1,079 (19,Table 4.17 ]. The 1979 CIRP data revealed
_ that only 31.5% o£ all freshmen :eceived.i'asoc, only 7.2%
a SEOG, and 13.2% a guaranteed student loan [5,99,57-5 j.
It is clear, then, that grant aid has risen dramatically i?r
all students, in all institutions and for all income levels.
. /ﬁhesc #ispanic data, however, reveal a strikingly different

pattern ia the students' extraordinary relliance upcn grants,

2
s
’

~ ¥ .
£ the near exclusign of other forms of aid.

i
Table Two disaggregates the data by mgdian*family income

and tha type of institution attanded. C:csérabulacioué show

several trends: in each ticome quartile, TOre Toney weén: 0 stu-~

Jdents atsending, :a Jdescending order, private four year, srivate

L W

tionally, students from low and lower middle income families
A .

cece:ydd mors aid than didstudents from upper middle and high

;
income families; curiously, howeved, except for studeats ina

- [y

publi; =40 year einstitutions, in each institutional tyge, low-

.

. ’ ¢ .

R )
3%,
Q | L
ERIC : :
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. s T
two yaar,.public four year, and public two vear colleges. Addi-

-~
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est income students received less aid tran did students in the
lewar .xddl; category: =he mean difference was more than $200 per
s:ud}n:- Ona of the assumpt:ions of financial aid distxibution
L8 «hat the neediest students ceceive the most assiséance} with-
in thy Wimits of jnstizutional costs. t could have been eXx-

w3t vithin lnstitational cypei, the amounte to

scudents ~ould slspe dswmward, with the highés: aid avards going

L] - -
to =2 s:udenss :n the ltwest income category. In these data,

onll' --2 ziblic W0 year colleges showed such a pattern, with

colieges shewing a disturbing tendency to

‘323z Lnzeme students,

I3

)

- (Tables Two and Three)

cespite =@ I crabl: ircome slope, attending a sblic wwo
o ‘J N
year Iollege ~.:at <32t 5:.22nt3 4372 less 1fkely %0 rageive

atd. aAs Tas.e Three indicates, fewer.students attending publi

sammunity ¢ llegei,:ecexved aid than did studepts attending

*

szser inStiziaxons, and in the imporkant grant category, & 3i3-

nificant 3diiferance L Frant recelss vas evidens, Thuis Lower
A

. ..
avaklability of financial assistance corroborates Qther researzn
.

on the practice of community colliges in financial aid adminiz-
N
tration { 7, 25, 30 for an opposing view see 40 ]. This
finding '18 more enigmatic in light of the heavy reliance by ;Eb-
L1C WO sear co}leges upoa federal financing for their Hispanic
.

se=.denss, and sannot be 2<plained by <he 1nstisutisns' lower

ERIC Xl
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costs. As Tabl: rouiifhown. public two year colleges are .

' the sector most reliant ugon federal £inancial aid, and the
seztor with the lnan: discretionary (non-indnzal) and mixed-
discretionary aid. This reliance upon fedgral ’unds is a

| major shift since Eispanjc packaging data in 1972-73, wheh the o
federal sources o:‘ai§ were 39%, non-iudnzal 21. 61, and mixed
sou:cu;‘39.4\ (50, TAble IV-20]}. Inasmuch as His?anic stu-
deénts ace disproportionately enrolled }h public two year
colleges .{ 41 1, .this dist:ibution ot asiistané: suggests
tha* enzollzent patterns may inhibit complate access to finan-

vial 2aid resources; the !'extraordinary reliance upon federa ¢

funds may also mean that federal cutbacks in financial aid .

7

orograms [ 16 1 wil) disproportionately affect community .

. .

collages and Hispanic students. . o . \
7 : . : . ]

Conclusions de Policv Imolications .
-

. — In fhe maim,-the data in this ytudy rgveal that finanaial

aid is Haing distribuged to Hispanic g}udents on the basis ©

n
1
1]

o “need.” distzibu*ion system evidently is workiag, i<
wndex is thac lowez Lhcone students are to receive larger ald |
awards. However, while this equitable principle is a £ nda—
mental premise of £in$ncf§l aid distribution, it is surely

. not the sole czitezion.' student choice among instfku:ionsn
public support to the private sector, hu?gp capital investment,

and aid to "middle income* families are just as ‘surely premises

E MC 95-763 5- 82 -~ 25
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of the existing financial aid system. Susan Nelson has
succinctly summazized these indices: "In short, what is the

s.andazd agaiist whizh the actual distribution of student a:d

can be judged? Thera 13 no clear answer to this guestion,’
% though the choice of a standard cxpcially affects thg
verdict” {40, p. 1l]..

It may be that a single standard dces not exist, as
crucial as the choice af stand;:d cleaxly is. And while po-
litically glid justificatiuns for aid to education and in-
czeased financial ‘aid programs may igﬁoke the "societal
jcod" rationale, less debate has centered ugon which so- a
cietal good 1s %o ba,subéidizeé and which not. Tye passage
of tha Middle Income Student Assistance Act typ}fied the

vrew that *m:ddle income” families deserved more susport:

2f couzrse, the 525,300 annual income mischaracterized as
*maddle income” sacwed more clearly that uppex income re-
:L;;en:E were zhe students Iongress had in mind £o0 assise.
This belief, hcwever, and its enactment into legislation
-adiczate the diff:iculty in intzoducing theoretical concezn
inso educational finance Lssuesa,pa:cicularly stadent finan-
cral assistance Programs. Just as the excessive costs oF
medical education have called into Guestion the federal ;
~avessment :nto subsidizing more medical schools and doctors,

SO are massai/e juasi-entitlement programs such as 3z0G's

and s=zudent loan authoritises being reexamined by budget

-~
s,

ERIC
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Unfortunately, the budget cuttars hav: no more theore-
tical framework for financing higher educa.ion or for de-
livering student aid than did the programs’ founders., The
rolibacks in BEOG's (£rom $1800 to $1750 to $1670) have ig-"
nored the lagislation's zollback provisions that mandatsd
rescissions inversely related to need, and have shcwn no
theoretical apprzach to the zrogram - - serhaps the most
legislatively-pure need based aid pregram in gostsecondary
education. Cutbacks over =ne last few vears in nursing
“capitaticn' grants have ccc.srad desgite seeming shortages

of nurses. iHisher tnemplovment among the educated seems

22 upwazd mosilizy and hoil.s sesusasicnal

status as an 222 of educatioca. However, at a time when
fundamental eduzazional fiscal issues az2 being debated,
packagxng theory s:mains igncred, even though the aszsembling

of financial a3l a: the .astituticaal level holds Fromise 2s

a major redistribuz.ve puslic policy soint.

Consider several packaging scenarios, based ugon dif-
ferent publ:ic golicy fiscal p:esumgcions.. Assume that nigher
education is determined =o be an iadividual good, the_bene-
£irs of which accrue solely to the recipient. In such a
casqa, self-hely or :e;mbu:sable aid would be the appropriate

sackaging strategy; work-study, loans, and personal resouzces

{which may include family savings) would be packaged, 2nd
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R
loan tesms could be arranged so that the government did not
subsidize deferred repayment. A second scenario assumes
that a more highly educated citizenry is a social benefit,
and that education for all persons is an external considera-
tion. This presumption would entirely subsidize tuition,
living expenses, and perhaps foregone income. No self-help,
save pa:tic;aation in the tax system, would be zequired, on

the assumption that this scheme would subsidize itself over

time. Yet another scenario, a variation of the second case,
would reward persons with certain characteristics, on the
assumption that society needed to educate more of these
persons, whether honor students, minorities, veterans, doc-
tors, or whichever characteristics were deemed worthy of
subsidization. This more targeted social benefit theory
could use packaging as a focused mechanism Zor achieving the
good. Many other such scenarios could be envis:icned either
in pure or mixed versions, and financial aid packages could
be assembled to effectuate the Policies by indexing awards
o zhoice of curriculum, grade poiant averages, stuaent
characteristics, ora mix of qualifications.

These scenarios do exist and are routinely employed by
{inastitutions for assembling millions of packages each year.
{jae 51 and 52 for more ccmprehensive treatment 0f these

fiscal issues.] However, as noted earlier, the magnitude

R
.‘;3'

-
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of the administration of awards and the lack of consensus
on aid or packaging principles have precluded nore thought-
ful thcorcticaf approaches to public policy on student
financial assistance. Several packaging models are Summar-
ized, according to the mix of aid and public policy objec-

tives:

N

(Insert Figure One)

Anyone familiar with higher education institutions will
recognize Case IV, the mixed purpose package, as the most
common type of aid award, raflecting several purposes and
delivery systems. \Yet the Hispanic data detailed in this
study-reflect almost a pure II or III, depending upon whether
grants are characterized as sdcietal benefits or targeted
group benefits, In truth, they are both., It is also true
that BEOG'S, as the cornerstone of federal higher eéucation
;o}icy, are a major component of wealthier students' pack-*
ages. This role does not reflect ambivalence as much as it
reaflects the mixed purposes (and mixed economy) £federal
golicies reflect in the ¢inancing of student assistance.
Always reluctant to legislate ir lancuage eéxplicitly spell-
ing out "minority” entitlaﬁent, Congruss has £requently en-
ployed “need" as a criterion, even when wajority students
have disproportionately participated { 41, 42, 511, If
administeres well, such indirection may yet improve minority

access,

»s

95-763 0 = 82 = 26
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FIGURE ONE

I. Individual Benefit

IV. Mixed Purpose Package§

+ work study < - + werk study
. unsubsidized 1Jans + leans
- personal and family + grants
rasources
. award Zor charasterisztisz

II. Societal Ber~£fit
. 13
. subsidized grants
. subsidizad loans
. ho charges
IrTr. Individual or Group Characteristic Senelis

. subsidizad grants according
to spacific characteristic

. loans subsidized according
to specific characteristic

. personal resources indexed
according to speciific characteristic

-

- personal ani
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Even if the verdict is that lower income Hispanic students
fare relatively well, there are clcaz-signs within these data
th;c the maldistribution of students throughout the postseccnd-
ary system and the high rcliancc upon single source federal aid
could augur problems. While the data baszz replic:ccs the dis-~
tribution of Hispanic students py institutional type, ‘the con-
centration of students in two year instituti;ns raises serious

conc-rns about widespread access to the system; moreover, the

‘concentracion is even moxe striking when it is <known that 21

institutions enroll a gquarter of all Hispanic students in the
50 states and D.c. {14, p. 1191. The public two year colleges
are the most dependent upon federal aid, exceeding even "other"
schools such as proprietaxy and jostsecondary adult basic edu=-
cation cencezs (Table Foux); thuse’ institutions use less dis-
c.et;onary aid in Hispanic packages, owing to little endcwment
or institutional aid resouzces. Becavse naedy students will
only attend institutions where they zeceive an aid award, His-

panic students may be dissuaded from attending private four

ﬁkigax colleges where aid is more readily available to wealthier

stude:ts and moTe discretionary institutional aid awards are
made. Moracver, the low SAT scores and large percentage of .
Rispanics who do not take standardized tests may preclude the
students £from being eligible for most priva.e four year insti-
tutions, unl~<3 colleges are willing co employ other criteria,

including alternative qualitative indices.

¢
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. Another problem may be the ext:aozdina;y reliance of
H sgan}c studonk; upon BEOG'ssﬁimost to the near-exclusion
’,61 other forms of ald. The dangers are twofold: government
cutbacks in BEZOG's and unpackaged aid's effect upon student
persistence. B3EOG awards have been scaled back from a maxi- -
mum of $1,800 in 1979-80 to $1,670 in 1981-82 { 16 }, and
institutions not accustomed to packaging aid awards maxﬂfizgife
Hispanics to make up the difference by parental ccntribution
or summer earnings. with the poverty and lack of summer job
opportunities goz minority routh, this gap may not be ma?o up
by all studepts.' In particulsr, two year colleges continue
l[;to underutilize campus-based financial aid programs [25,40].
\Equally serious, the lack of c:cupxehensive, multi-source pack- : ‘
ages may have‘; detrimental effect . upon Hispanic persistence.
. There is compelling e%.dunce that diffarent types of aid facili-
tate gersistence, for reasuns that ars not fully understood
{ 2, 32 1. College work study pa:cicipation, in particular,
seems to improve the likelihood . % sguden:s will rema:n in
+ school, perhaps because the regular earnings requize szudents
to budget their money (whereas grants made inrhuma sum do not
fozce such frugality), or because the contact wi.n a supezvisor
makes students feel a‘pa:t of the system, or because a mean;ng-

ful skill is acguired.

It is difficult to recommend an increased emphasis upon

loans, as the 1972 evidence suggested Hispanic students took

N .
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on disproportionately large 1-v:3$§5: indebtedness (18, Table"*
5.17(. Aalthough these data reveal small participation ia loan
programs, institutions frequently use loans 25 an increasingly
large share 02 packages, on the assumption that the longer a .
studnnt.ls in college, the larger the share ¢f reimbursable

aid 'should be. If this gnarticulated packaging is in effect,
then‘dhta on #ispanic jurniors and ;Eniors nay reveal more
participation in loan p;ogr - Even though these data diffe:x
significantly from CIRP baselifie data on freshman packages,
what may be operating is ipstithtional decisiops to award His;

panics - - who tend to have lower grades, test scoies, and
o

.persistence than"do majority students - - grant packages that

do not require zeimbursement or take uime that could be used

for study. Inasmuch as Hispanic students tend to come Zrom
L]

‘lower income famjilies and tc express more economic concerns

O

RIC

Aruitoxt provided by Eic:

than do majority students,* aid administratars should coande:
whether moderate work study or gooperative education pIdgIams
might afford pore‘ psycho-social benefits than merely awarcing
single source QEOG packages. The federal cutbacks may force
such sonsiderations upon colleges, an§ aid administrators

v

should work with institutio-al reséarchers to assess the effect

*Data on high school seniors show considerable differences
between white and Hispanic student conceras. Hispanic seniors
expressed more concern over money peoblems (45.53 to 27.4% for
white students) and family, obligations (39.3% to 23.6%)

{14, Table 2.16}. . ‘

; 39,




v

388

J
of packaging upon low-income students.

One obvious limitation of these data is that only enrolled
students are studied, and there is no prac?ical way to know .
how many students were discouraged from attending college be-
cause of, their inability to receive technical assistance, to
negotiate the aid application process, or to secuze ;;d. How~

ever, it is intultively obvious that students from low-income

<

families have fewer cesources to spénd on college, and in many
ways, the aid system compensates for this imbalance by making
larger awards to needier students. Concentrating upon those
Rispanic students who do make it into the system ought not
blind eddcator; to the majo§ access barriers that remain, or
1ull observers into,believing that -the financial aid system - =
however eguitable towards needy students - = can itsel% remedy
historic exclusion. Nonetheless, it is evident that Zinancial
.

aid packaging can be a gowerful means of increasing access o0

sostsecondarxy education.
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- 4 TAMLE ONZ

- L4 .
i ¥ 1
Digtribution of Financial Aid According to
Type of Ald, by Family Income and SAT scores
.+ Yor intering Full-Time Freshmen Students
o«

. - +
. Lee
’ . . \ .
. Total ’ .
y Alded single type only More than one typ
4 iy Freshmen v .
' . With  Without
Grant Work Loan Benefit Grant Grant
N . ‘
All Alded Freshaen 100 60,0 * . . 34.7 4.9 N
. (s22) (313) (1) (L (4) (181) (21
TamzLy sucous QuaprInzd . * )
Law $9.4 0 * . 1.2 33.6 5.1
232 (133) (1} ‘(o) (3) [§1)) (12
- Zowar Middle 52,4 ¢ . 1.2 42.6 3.6
. 2 (43; 10) 19) (&3] (35) (3)
. Uppes Midéle 64.7 ¢ . . 31.8 3.4 ©
88 (37) <o) f0) (0) (28) (3
‘ Bigh 3.0 ¢ . » 33.6 2.5
119 78y 1) ) (0} {40) (3
saT_scome® .
Low §0.2 ,* . . 33.9 1.4
432 (259) (1) () (%) (146) (19)
tower Middle LI §3.1 * « L 36.8 *
“ 57 (36)+ (9 (o) (0} (21) (0)
Upper Middle LE N . . . 52.0 A,
. 28 , (1l (0} {0) (0 (13) (1)
High 77.7 ¢ . . 1.1 il.l
9 (7) (0) (0) (o) (1) (1)
* u less than 1.Q% ) ..

2tncome quartiles calculated from student-reported income interval esti-
mates:. Low = less than $7,500; Lower Middle = $7,500 to $10,500; Upper Middl(
. $10, 500 "to $15,000; High = over $15,000. v

* Dgrudents are grouped according tc SAT~equivalent scoras, Low = less thar
8007 Lower Maddle = 800 %o 950: Upper Middle = 950 to 1,100: High = over 1,10t
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. . ) TABLE THO R
. . B B - .
.
< ¢ . .
[ ~
’ Average Total Aicd Received by
.- . * Entering Full-Time Freshmen Aid Recipients
&by Median Family IncOme and .nstitution Tvpe and Coptrol
- ? : ’ * < - .
« 4 Y
. .
o - ¢ v " . ¢
« . . . »
. AHEDIAN FAMILY INGOME ‘
C S e W MEAN  UNDER $7,500 $10,500  $15,000  ROW
. 47, TCTAL DOLLARS $7,500 *$10,500 $15,000 & over  TOTA
. - STD DIV A
* * » - .-
. N ~ .
¢4 INST TIPE- - . .
» M . . -
) - . 2251 2530 1725 1336 1959
PUBLIC 4-YEAR 204862 75954 = 65536 2IIeT 43490
. 1287 1333 1196 oL 1290
1805 . 1476 1109 23 1482
PUBLIC 2-YEAR 176936 41321 35195 s+ 35151 28896
1190 1037 750° W2, 1091
3243 ° 4156 4705 2514 3838
PRIVATE. 4-YEAR 42162 43554 17637 49202 17256
- 1919 2541 1799 1933 2081
- [
o 2885 -~ 3301 2333 7 2409 2784
*  PRIVATE 2-YEAR v 37504 13205 ©11667 « 7228 69604
: - o 386 543 1439 1332 1016

. 2145 1842
OTHER 10727 66043
1347 1152

.

. . M

COLUMN TOTAL 2125 ' 2362 © 1830 ~1548 1981
-493074 193713 161062 184173 1032024

.
~

ERI!

Aruitoxt provided by Eic:




ERI!

Aruitoxt provided by Eic:

T A2 WL
TABLE THREE .
M L4
rinancial ald Recipie.ts According to 'rygq‘ of
B . aid, by Instituticaal Type and Contzol* .
‘ . (Fezcantage Distribution) / * »
. Mean Financial Grants Term- ‘Losng . . Beneflits
{count) ala or time -
¢ Scholarships Earnings . . . ~
' o~ ”
. .
public 4 924 4 2.8 &, 221 4.2
- (222) Nae (54) . (50). aor . .
+ b v . .
> ‘ -
B . . =
i . - . . . .
b
public 2 ) 83.6 2.3 1.4 9%9
’ (195) (178) (6) =° (3 . (21)
. * . -
- o, . . . .
, o .
Poivate ¢ ) 95.6 21.7 32 6 2.2 °
. (49) (34) (10) {15) (1)
- N ’
- e
" ) - \
. . .
Privats 2 96.90 12.0 .0, 8.0 ’
(25) - (24) (&} (1) (2) .
« . W
» . - \‘
- ‘ . '
N L}
other 85.3 - 0.0 . 11.8 11,8 ,
’ (34 (29) L3 (1) (1)
R .
LY
Y - )
Total 89,0 13.2 13.2 6.8
) {521) (494) (73) (73) (33) *.
[} » *
-~ .
*Mqrizontal percentage totals may exceed 100%
- . i
. . ) .
« - v N
- " ) .
2 P b
2
- . 3 Q »
. v -
O
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TABLE FOUR »

Distribution of Financial Aid According to
rederal Source, by Institutional Type and Contisl,
For Entaring Full-Time Freshmen ~
(Percentage Distribution)

A distribuszion Federal Non Federal Non Federal v’
{count) only ., and Federal . only . J
Total . . 63.5 31.8 3.6
(521) {331) {166) . (24) .
L)
O 4 . .
Public 4 61.3 34.7 4.2
(222 - (136) (77) (9)
~ ” *
-
. ’ 1)
- . ?ublic 2 8.5 19.5 2.0
{195) {153) . (38) (3}
On !
)
s, ~
( " private 4 26.6 $5.6 17.8 '
(45) (12) (25) (3)
* [}
. .
Private 2 16.0 80.0 1.0
(2%) [€}] (20) 1)
Y . .
4 U
. . .
Other Al 76.5 ~ 17.6 5.9
{34) - (26) ~ (6) (&3]
.-
, »
. * - *
'
L]
:\. ro A
! . e L .
/. N
K ' LU ‘ ' -t
. 34 . -
Q . S .
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TABLE FIVE

-

Packaging of Federal Aid to
Aided Entering Full-Time Freshmen

SCUDENT/FAMILY ATTRIBUTE
%

Total

- Alded

. o Freshmen
aAll Aided Freshmen 521

. FAMILY INCOME QUARTI:E*
Low ~232
Lowe: Middle 82
Upper ¥iddle 88
High 119
SAT SCOREP .

Loﬁ 430
Lower Middle S7
Upper Middle ' 25

High «

3

Arncome guartiles calculated £zom s
Low = less than $7,500: Lower Middl
$10,500 to $15,000; High = over $1S

Bstudents are grouped according to
Lower Middle = 800 to 950; Upper Mi

“

AF]
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By Student Ang Family attributes
ALY

PERCENT OF AIDED FULL-TIMB'FRESHMEN

-

Receiving Receiving Receivi
Federal and Tederal Non-Fede
Non-Federal Afd Aid Only Aid Onld
;
33.0 63.5 3.5 !
S S < -_!,44-.,,.
30.2 67.7 g 2.2 7
42.7 #56.1 1.2
3l. 63.6 45
32.8 *60.8 6.7
.
J31.2 67.2 1.6
38.6 52.6 3.8
44.0 36.0 20.0
55.5 33.3 111

%

tudent-reportsd income interval estimate
e = $7,500 to $10,500; Uppex xiddlf -
,000. ~

scores: Low = less than

SAT-equivalent
1,100; High = over 1,100.

ddle = 950 to
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APPENDIX

Regressions were computed for data described in‘tﬁe
study, but were not reported because they tended to
replicate .patterns already shown by Ehe crosstabula-
tions. Several of these computations suggest fuzther
work with logit or profit analysis, and are therefore
included as an appendix. Interés;ed persons should
contact the author for correlation matrices, a list of

variables, and other data.
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Mr. Werss. Thank you very much for your testimony. We do look
forward to the receipt of the full study when it is available to us.-

Let me ask you, why do you believe that there is this smaller by
far percentage of ful] financial aid packaging for Hispanic stu-
dents? Why are there not as high a percentage of students who are
. receiving information and making applications for the guaranteed
student loans, for example?

Mr. OLivas. My study was of full-time freshmen, and freshmen
are frequently less likely to have major elements of a loan package
any way. Although the 1978 study did show even for students from
the lowest income, Anglo students, over 10 percent of their pack-
ages were traditionally non-Federal assistange, which would in-
clude in some cases State assistance. .

We think that institutions only recently have become aware of
the underenroliment of Hispanic students, in large part because we
do not have a network of historically Spanish institutions compara-
ble to those of other communities.

So that there is not perceived to be a cadre of students because of
the perceptions which are incorrect—in New York you know it is
particularly incorrect to assume that Hispanics are predominately
a Southwest phenomenon. After all, there are more Hispanics in
the State of New York than in my own home State of New Mexico.

Mr. Weiss. I always thought it was in New York.

Mr. ‘OLivas. There are other reasons as well. We think institu-
tions in many cases have relied only upon Federal assistance ir. the
packaging; that is, they feel because of Federal efforts to make mi-
nority education a higher priority, that the institutions will use

their own money, but because there is need-based data, because mi-

norities are disproportionately needy in the financial sense, that it
1s not inappropriate for them to package aid with predominately
Federal sources. .

However, 1 would note since 1972, when the first BEOG grants
were given, that Hispanic students’ reliance upon Federal assist-
ance has practically tripled. So we think there is clear evidence
that institutions at least rely upon Federal largesse for enrolling
minority students, whereas they do not rely on the same sources of
aid in assisting majority students. )

A second thing is need-based aid will go to the neediest students.
Hispanics, being disproportionately needy, will receive that aid and
our disproportional enrollment in 2-year colleges, where there are
no dormitory facilities and, therefore, lower cost, will also tend to
keep the cost down for our students. \

"1 might add that that has not worked to the advantage of our
students. So the disproportionate effect of proposition. 13 in Califor-
nia on the 2-year sector, the only sector hurt in the first year, be-
cause of its reliance upon property taxes, has hurt an enormous
number of Hispanic students.

Over one-third of all Hispanic undergraduates. on the mainland
are from California, so as California’s resources for community col-
leges declines, it declines disproportionately for Hispanic students.

That is why our insistence that demographics have precluded
fuller understanding of the problems facing our students. We felt
this was the appropriate forum for sharing some of these demo-
graphics.

F
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My. Weiss. It is important. I share your perception that in all.
likelihood a lot of the students who receive the BEOG's really don't
need or don't need as high a percentaze of additional aid. So that
of necessity, by definition, there wouil not be even the need for
) {)lerther packaging, let alone.the awareness that it would be availa-

e. . .
Mr. OLivas. The néed is, of course, a difficult debate but it-is less
debatable that need is there. It is not cle.r why the assumptions
are that families will have the resources to make up the difference.
Hispanic families, by virtue of the size and poverty of the family,
simply do noet have funds available. .

Yet, you wounld be surprised, as you and your staff review our
findings, that our families are making dispropartionately large in-
vestments of their liquidity, such as it is..It just happens there is
less of jt." N . . ’

We now feel that liquidity will have to go toward getting taxpay-
er assistance, even where they are not required to file IRS forms,
so-they will have to avail themselves of these services even though
the IRS statutes would not require them. I

Mr. Weiss. Well, I would like to see that information, too. In
New Yqrk, of course, we have in addition to the Federal grant pro-
gram a Htate grant program. That again’is not uniform across the
country. \ s,

I would, assume, too, that your statistics would probably indicate
that more, of by far the Hispanic students attend institutions in
their home States than the general population, and because of that
the costs \\)puld be lower because again across-the-board costs for ,
residents at' most of the State institutions is much lower than for
people. from gut.-of State. o
. Mr. OLivag, That i§ true. The TAP pragram has been extremely
well-used by Hispanic students. We credit the State for its generos-
ity. We think it is an excellent long-term investment.

As for the willingness to attend schools outside of State, while it "
is generally perceived this may be cultural parochialisni on the
part of Hispanic students, we think it is far more a function of the
very small numbers of our parents who have been educated in
prestigious schqols and therefore we don't have access to the
alumni and autgmatic admissions that many private schools have,
t}ge networks ofxalumni recruiting that other communities have
had. ’ | . :

Second, we also feel that the poverty in our community simply
precludes the ability to consider schools outside of living at home
and attending a community institution. You have heard testimony
by community college representatives that continue to cite this as
an example.- . R

We think your subcommittee has an excellent opportunity in its
defense of TRIO programs to insure that the information be given
to students, that they have a wide range of numbers of institutions
that they may attend. 9

It is particularly important for New York administrators and
educators to recall the number of Puerto Rican students from the
island who do attend because of the number of family they have in
the State of New York. ’
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So, the migraiion from the island to New York continues to help
Hispanic students enroll in schools apart from their immediate
home area.

Mr. Wess. Well, I suspect that the food stamp amendments that
we adopted last year are going to help in that regard, too. :

Do you have any view as to whether the cutbacks in the loan
programs also affect Hispanie students?

Mr. OLivas. The data I have shared with you only includes fresh-
men students, because we have found once our students are at
least in college and out of high school they are there to stay, We
concentrat>d only upon the freshmen students.

There is considerable evidence, unfortunately anecdotal, our own
experience, that a number of States and lending institutions have
residency requirements which are appropriate, but they also have
previous banking requirements that preclude families who are not-
already existing custemers of those lending institutions to become
so, in some cases up to a year befo ‘e they are eligible to participate
in those programs.

We think this works against low-income families who have so
lttle liquidity that in many cases there is no reason to participate
in IRA, Keogh plans, savings plans, checking plans, and so forth.

In many cases their bills will be paid in cash or directly with the
agency because it is less expensive than to maintain the monthly
checking charges and because increasingly a number of lending in-
stitutions require a certain amount of deposit in order to partici-
pate,in checking plans. ,

We think these practices, as well as the ver clearly documented
u willingness of many lending institutio.s to ﬂ)an rortgage money
to people who live in minority communities, are less likely to be
willing to go out of their way to lend money. .

L, we anticipate in our followup these freshmen students will be
encountering ragre difficulty as they progress through college.

We have also found from a 1972 study that had major data prob-

_ lems but nonetheless showed by the time Hispanic students gradu-
ated from college they.had 10 percent higher evels of indebtedness

than Anglo students. -

So, it is apparent the institutions, once they have felt the stu-

dents are safely enrolled, have increased the amount of loans and
because Hispanic families have aot traditionally had the opportuni-
ties to negotiate purchases and to arrange their finances, because
there is so little liquidity, that we will increasingly find evidence
that Hispanic¥amilies have been actively discouraged or in many
was subtly discouraged by lending institutions who have no previ-
us credit dealings with these populations.

We also find relatively few loan officers who are bilingual and
who can negotiate with the parents in many cases to mortgage
their home or to put.down the collateral that is necessary.

I draw your attention to the fact thai the median income of His-

anic families is $10,000, which is less than the cost of education in
Feading institutions. It is very difficult to explain to these families
there will be need-based aid to enable their son or daughter to
attend college.

So, we anticipate the cutbacks in TRIO programs in particular,
which provide the information and the counseling that enables the

- L.




IToxt Provided by ERI

408

students and their parents to understand the processes, will not
even allow our families to get to the level of discussion about
whether or nhot one State or another has sufficient loan guarantees.
We are interested in getting our students into colleges and keep-
ing them there. We think a number of the proposals, while ostensi-
bly concerned for the truly needy, will in fact work just the oppo-
site. .
Mr. Weiss. It has been my experience—not just in this area, but
across the board—that advocacy groups from within the affected
communities are the most effective in getting the message out and
being persuasive in having legislation tailored in effect to meet the
real needs of the particular community. ) .

I know there has been a tremendous increase in effective advoca-

cy within the Hispanic community. I assume you see that effort
.- growing and becoming even more effective. Indeed, I assume your
participation here with us is part of that ongoing effort.

Mr. Onivas. We would like to think that is the case. We would
like to have opportunities to articulate our perspectives more and
have access to research sources to study our own populations. We
teel that monolingual English speakers would not be able,to con-
duct the studies we did. .

However, we also feel that we don’t have the margin of error
other communities do in that sense. The issues are very real. The
University of Puerto Rico and other colleges down there have had
considerable unrest that we think is going to give other students
and institutions pause if they see now how the cutbacks have af-
fected one group of people who are politically powerless in the
sense they are not able to vote in Congress.

So, we are optimistic in the sense that our numbers are growing
and that public policy consideration has been accorded us. Howev-
er, people continue to see this as a new problem. That is simply not
the case. We are more able to articulate our points of view.

Proposed cutbacks, particularly in TRIO programs, would literal-

- ly devastate a number of Hispanic organizations who have by
" virtue of their not being tied to institutions been able to provide
.the very information that enables students to have a range of
choices, -

So, Talent Search, for example, administered by institutions,
tend to have a loyalty to the institution that provides their over-
head whereas our studenfs range from community colleges they
may wish to attend by virtue of their family’s financial situation,
all the way to more prestigious institutions that may be outside
their State.

In the private sector we have been focusing upon scholarships.
The League of United Latin American Citizens, for example, has
always administered scholarships now, over 50 years. .

The Hispaniq Higher.Education Coalition and its member organi-
zations have a mumber of scholarship funds, and we do this because
of the historical perception that institutions themselves will not be
sensitive to our students and our families simply do not Lave the

resousces available that majority families have relative to our siu-
dents. .
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So, we have always stressed the need. We just have not had the
g_pportunity or the forums where we could articulate these perspec-

ives. -

Mr. Wxiss. Thank you. .

Does either counsel have questions? o

Ms. McApaM. On page 5 of your testimony you make a state-
ment that within institutional types the lowest income students are
receiving less aid than lower middle income groups. Now, you went
on to explain there are differences on how great that was, depend-
ing on institution types. .

id your data show any reason why that is true?

Mr. Orivas. 1 would refer you to table 2, which actually shows
that. We can only speculate because although we had the coopera-
tion of a number of institutions, financial aid decisions were made
on. a number of bases, not always well articulated and in many
cases purely administrative. .

I would draw your attention to the top line-in each of the institu-
tional types. The premise of financial need is that the neediest will
. get the most. Yet, you will find that the only sector in which that
properly operates is the public 2-year sector. Those are the poorest
students, whose families come from under $7,500, receiving $1,805,
sioping down to $1,400.

e are particularly concerned about the private 4 year data be-
cause private 4-years are frequently perceived to the most
prestigious institutions. There you will see that the poorest stu-
dents—those are the ones in the lefthand column—received $3,200
a year. It ranges all the way to $4,700, to families that are wealth-
ier. Then it goes down again if they are extremely wealthy. We
would have expected {'ust the opposite.

We are not precise %'hsure what the explanation is. We of course
hope to follow it up. The data are quite clear because we had IRS
forms. This was not students reporting what their parents made.
These were actual figures, verified in every case, an not students
simply recalling what financial aid they got, but institutional re-
ports of what they were.

So, we think on both ends of the study our data are better than
rreviously published data. We can only speculate that 2-year col-
eges take their tasks more seriously in enrolling low-income stu-
dents. They take all comers and provide aid when they did. They
have less reliance, particularly in California, upon Federal aid be-
cause there is no tuition in a number of the 2-year colleges.

However, this also takes int¢ account other expenses of attending
college. Even when students do not live on campus there are costs
associated with maintenance that should be taken into account We
would like to explore that anomaly a little more thoroughly. We
are seeking money from’ private sources that would ensble us to do

We are particularly concerned that the consideration is so bad. It
is again like being overly dependent upon Pell grants. That is the
only one beinicut back in all amounts, If the 2-year colleges are
the ones thut have the least access to discretionary money, that is
their own institutional resources, and that is where our students
are, they are less likely to have much packaged aid, whereas if our
students go to Yale or more heavily cndowed schools, the institu-
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tions are more likely to give them institutional assistance because
1the gap betwren Federa! assistance and the need is going to be
arger,

It has to be made up by some source. If they are serious about
keeiJing their students, they consider them good investments. Bilin-
gual students that graduate from college are exceptional invest-
ments. - .

Mr. DeaN. What percentage of*Hispanic students réceiving Pell

rants are receiving the maximum Pel} grant?

Mr. Oivas The total I believe was a proximately 80 percent.

Mr. Dean. Do you also want to supply this for the record. If the
Congress were to pass legislation reducing the maximum grant say
to $1,200 or $1,300, what impact would you project that would have
on educational opportunity f%r Hispanic students.

Mr. Ouivas. I think we have that evidence in decline in enroll-
ments from 1978 to 1979. Our kids are the most marginal. with
regard to their economic resources. Not only does word of cuts
spread fast, but that there are more to come spread faster.

Because our students are not having access to other institutional
resources, the word gets out very clluickly that if Pell grants are
cut, “I will not be able to attend co lege.” We have seen that, and
we think the difference hetween 19738 and 1980 in enrollments
manifests that exactly.

Mr. DeaN. One final question.

Of the Hispanic students who complete a 2-year course in a cor-
munity collége, what percent of them actually pursue additional

P

. .education after graduation?

Mr, Ouivas. Transfer data are very difficult to get. I have some
data I would be glad to share in book form, published by the
Howard University Press, a book I wrote on the topic. I would give
you two indices to give you the figures: 4.8 percent of all associnte
degreés are awarded to Hispanics and 2 percent of all bachelor's
degrees are awarded to Hispanics.

The atlritionyin my view, is roughly equivalent to that. Whereas
the enrollments and graduation rates in associate degree programs,
predominately in 2-year colleges, are approximately the age cohort;
that is, you would expect, given the demographics on the mainland
Hispanic students, given the relative youth, would be ghout & per-
cont. However, you would expect the investment in Federa! and
State resources would have led to a greater production of hache-
lor’s degrees. ‘

What we do find, those students who do go on graduate in num-
bers that are actually higher than Anglo students who Lransfor. It
is misleading, however. What we find is with up to 4d-percant attri-
tion rates at the high school level, we are getting the cream of the
crop.

" Mr. Dean. QK. Thank you very much, Mr. Chairman,

Mr. WEiss. Dr. Olivas, thank you very much for your imporiant,
significant testimony. . )

The record will be kept npen for you to submii additional materi-
al, if you so deen appropriate, for the next 10 days.

Againgthank %ou very much.

Mr, Ouivas. Thank you, Mr. Waiss.

Mr. Wrss. 1 am sure we will be in touch as the year goes along.
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The subcommittse stunds adjourned subject to call of the Chair.
[Whereupon, at 12.40 p.m., the subcommittee adjovrned, subject
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