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NATIONAL COMMISSION ON STUDENT FINANCIAL ASSISTANCE

The Natiocnal Commissiocn on Student Finaancial Assistance
was created by Public Law 96=374, the Education Amendments of
1980:. During the congressional deliberations on those :
amendments, the Congress realized there was a general lack of

reliable information and well-informed policy recommendations

on many of the most fundapental and important federal student

assistances policy issues in postsecondary education. The .
National Commission was established to correct this situation

and to serve as a reiiaﬁle policy agent for the President and

the Congress.

- Established in l981.7§ﬁ§78§§i§§§;76665i§§i66 is a
bipartisan panel of members of Congré&ss, leaders in the higher
education community and representatives. of the public. The
panel is composed of twelve members, four appointed by the
President of the United States; four by the House of
Representatzves and tour by the Unzted States Senate.

) The final report cf the National Commission is due on"
July 1, 1983.;
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EXECUTIVE SUMMARY,

In the area of student aid delivery, the Nationail

Commission on Student Financial Assistance focussed on the need

for more efficient and effectlve systems to deliver financial

assistance to students and to administer the Guaranteed Student

Loan program. "The research conducted by the Commission and the

hearlngs it held on these topics revealed a widely held concern

that the current delivery system was confusing, unpredictable,

and unstable. The desire of all participants in the student aid
delivery process to remedy these inadequacies was apparent

throughout the Commission' s.1nvestlgatlons.

 The Comm1551on has developed recommendations that address a
variety of issu€s within the delivery process. Included in :
thesé recommendations are suggestions for improving the delivery
of Pell-Grant and. ,campus- -based assistance, enhancing the :
provision of 1nformatlon to current and prospective
postsecondary students, monitoring the delivery process, more
efficiently administering the Guarantged Student Loan program,
and gathering more detailed data on the. federal aid programs and
the students they serve.

_ There .is a glarlng need for improvements: in_the student aid -
dellvery systenm. Inefficiency, a lack of t1me11ﬁesslfand o
burdensome administrative requlrements have eroded the value of
student asSistance. The Commission believes that the equity of
student aid distribution and the ability of the aid programs to
serve. their Congwe551onally intended goals can be ehhanced
though improvements in the delivery system. 'Many of the
recomimendations included in this report can be 1mplemented
through the regulatory .process at minimal or no cost to the

federail governmeut. T

DELIVERING STUDENT ?iﬁkﬁéiAt ASSISTANCE

The system for dellverlng studenL f1nanc1al,a551stance has
grown in size and. complexity shdnce the passage of the Higher
Educatlon Act of 1965., As new a1d programs have been de51gned

serving more. students. Simultaneous with the expansion of the
federal aid programs has been the development of numerous state,
institutional and‘'private_sources of assistance. for students.
The ability of the aid delivery systej to integrate these
various sources of assistance successfully has been severely

challenged in recent years.

3 o
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Growing paperwork zeSpon’::;lltles have affected the operatlons
of all of those involved in el'verlng .student financial

assistance. Students and parents are also-~faced with 1ncrea51ng

numbers of forms tg complete and ,rocedures to follow in the aid

application proces Financial aid officers in postsecondary

institutions have been loaded down with increased respon51b111ties

and administrative -tasks. At the same time; changing ‘program rules

and insufficient time to adapt to new regulations.have ser iously

-compilcated the tasks of those administering the programs.

% ) v ! \
N .

THE NEED FOR A MASTER GﬁﬁEﬁB&R

The dellvery of financ1ai assistance to current and prospectlve

postsecondary students involves a cooperative effort between the

federal government, states, private organrzations, lenders;

ﬁéétééééndaky inétitutxons, students and parents. ‘The determlnatlon

aid package involves the coordlnatlon of the f1nanc1al resources of

ali of these parties: &lthough the federal government is the’

largest single provider of direct student assistance; it cannot

function -in isolation >f the other parties ;in aid delivery.

Decisions made at the federal level 1nvar1ably affect the operatlons

and policies of ali of those involved in delivering student aid.

’

The timetable for subm1tt1ng student aid appiicatlons and for

~reée1v1ng notifications of awards is compressed into a very short

period: Even under .the best; of circumstances; federal student aid

applications are not made available until after January 1 of the

academic_year. This gives students and parents only four to five

months to complete the forms and receive financial aid packaging .

details from schools before dec151ons and deposits are required for

fall enrollment. Breakdowns in the system, lack 6f adherence to

ever this t1metable, ‘and demands on aid delivery participants can

cause delays in this schedule and for¢e students who do not have

complete financial information to choose a postsecondary institution

before they are informed of the types and amounts of:aid they will

receive. Alid officers are often caught in the middle of this-

process; they try to provide final information to students, ‘yet: they

cannot guarantee the amount of ald that students will recelve.

-

The National Comm1551on -on Student Financial Assistance

believes' that. the agencies’ within the federal government that are

charged w1th the administration of the student financial aid

-programs must take respon51b111ty for maintaihing order and

stablllty within the prpgfams and among . the program participants.

Toward this end; the Commission is convinced that a schedule for the

completion of major tasks in the delivery process will add the

necessary order to allow for the proper administration of the

_programs, av01d unPecessary cost to the pa;t1c1pants, and reduce
‘confusion among .the partners in aid delivery:
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RECOMMENDATIONS

o ESTABLISH A “MASTER CALENDAR" _THAT INCLUDES SPECIFIC DATES

¥'THE DISTRIBUTION OF AID APPLICATION FORMS; THE FINALIZATION

OF CAMPUS ALLOTMENTS FOR NDSL, CWS AND SEOG FUNDS; AND FINAL
CHANGES IN REGULATIONS THAT APPBY FOR A GIVEN ACADEMIC YEAR.
[

o 'PROGRAM REGULATIONS SHOULD BE ISSUED IN FINAL FORM NO LATER
THAN ONE YEAR BEFORE THE ACADEMIC YEAR FOR WHICH THEY WILL
APPLY. DECISIONS SPECIFIC TO AID APPLICATION FORMS OR THE .
DATA “ELEMENTS TO’ BE INCLUDED IN THE FORMS SHOULD BE FINALIZED

EIGHTEEN MONTHS PRIOR .TO THE START OF 'THE APPLICABLE ACADEMIC
YEAR.

R ~

1]

Hhi
Hhis
ﬂ)\

ct for the current year.
. 5 <
DISSEMINATING, REGUEATORY CHALGES '

In assessing the problems associated with changes in’

regulations and program requ1rements, one of the kej areas of

concern is the ability to secure accurate final copies 'of these
rules. Probiems have been cited in the disseminaticn of final

rules to program participants.’ _

RECOMMENDATIONS

o THE U:.S: BEPARTMENT OF EDUCATION MUST ASSUME THE PRIMARY
RESPONSIBILITY -FOR DISSEMINATING FINAL COPIES OF REGULATORY -
CHANGES TO ALL PARTIES IN THE DELIVERY SYSTEM. DISSEMINATION,
OF REGULATORY REVISIONS SHOULD BE ACCOMPLISHED QUICKLY AND.
SHOULD INCLUDE "LAY LANGUAGE" INTERPRETATIONS OF THE RULES.
ADDITIONALLY, THE DEPARTMENT SHOULD ISSUE*A COMPREHENSIVE
CATALOG OF REGUUATORY RELEASES SO THAT ALL INTERESTED PARTIES
WILL BE ABLE TO DETERMINE IF THEY HAVE A COMPLETE SET OF
REGULATIONS RELATING PO STUDENT ASSISTANCE.

QSlNGLiECHﬁbLbGICSE_RESOUREES

~

use these resources. The cost of these systems must be shared

by the program part1c1pants.f The system operated by the

Pennéylvanla Higher Education Assistance Agency exemplifies how

states can take the initiati¥e in sharing technological

resources with postseconBlary institutions and others involved in

the delivery of student f1nanc1al assistance.
<

Q ‘ S
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RECOMMENDATION h -

[ 4

-

o THE FEDERAL GOVERNMENT, THE STATES AND POSTSECONDARY -

INSTITUTIONS SHOULD WORK COOPERATIVELY TO ENCOURAGE THE USE

OF AUTOMATED SYSTEMS FOR.DELIVERING STUDENT FINANCIAL
BSSISTANCE.

1

e e

PELL GRANT PROCESSING R

~

The s;stem for proceSS1ng Pell Gfant applications needs to be

reviewed in order to improve its own internal efficiency and to
reduce the burden that it places on students and financial a1d
officers. The current system is not sufficiently integrated
with the operations of the other aid programs. Separate
reportlng requ1rements, application processing and management

rules cause confus1on among those involved in the delivery

Pprocess. ,Students,,especlally, are alienated by this process

and _are often caught in the midst of admlnlstratlve
inefficiencies. v

The use of a central processor for Peli Grants creates

dupllcatlve work on the campus® level 1n both appixcatron

processing and reporting. The correction of errors in
application data is a time-consuming process for students and
aid administrators and résults in s1gn1f1cant delays 1n7§gard1ng

Pell Grant dollars “to students. The processdng of corrections
at the central facility is largely a manual process that is both

costiy and inefficient. )

¢ _
.2
RECOMMENDATIONS

o THE FEDERAL GOVERNMENT SHOULD EXAMINE THE PELL GRANT

PROCESSING SYSTEM IN ORDER TO IMPROVE PROGRAM EFFICIENCY AND

EXPEDITE THE DELIVERY OF PELL GRANT AWARDS TO STUDENTS.

CONSIDERATION SHOULD BE GIVEN TO_ GRANTING. MORE FLEXIBILITY TO

POSTSECONDARY INSTITUTIONS IN THE PROCESSING OF PELL GRANTS,

ESPECIALLY IN THE AREA OF CORRECTIONS. ;

C—_—

STUDENT AID INFORMATION s \

The avallablllty or accurate, comprehen51ve 1nformat10nron

student financial assistance iS ¢rlicial to students and parents

who are making decisions about postsecondary . education. Access
to this information is important during and prior to,enrollment

in a postsecondary inStitution. Changing rules;, eligibility

programs have placed an even greater burden on those involved in

disseminating information on student ald Orograms.
”~ .

‘criteria and award levels for federal student assistance



777The quallty and quantlty of information on student a551stance
varIes from state to state and from school to school. While <

prospective students w1th information on the aid programs have

increased in recent yedrs; there are still _gapsy confusions -and

* misconceptions among thése ‘needing this information. In some

,instances, initiatives 6n the parts of states, student aid

‘officers and high school personnei have provided valuable

Supplements to federal efforts. 'These personnel also are the

fmajor disseminators of information on nonfederal sources of

) student assistance: -

~

The TRIO programs have been a valuable supplement to overall

federal efforts to disseminate student aid information. Their °

concentration on mlnorlty and disadvantaged youth has helped

provide information to those least likely to have accéss to

financial aid data through more conventlonal means.

-

~. -

RECOMMENDATIONS
o THE FEDERAL GOVERNMENT SHOULD ASSUME THE |ROLE OF CCORDINATOR

OF.EFFORTS TO DISSEMINATE ‘INFORMATION, ON {FEDERAL STUDENT

> A VAARY 2 EeETETT

ASSISTANCE PROGRAMS EFFORTS SHOULD BE MADE TO COOPERATE

WITH STATES TO’ DISSEMINATE INFORMATION ON ALL SOURCES OF'

STUDENT ASSISTANCE, BOTH FEDERAL ANB NONFEDERAL.

o SECONDARY SCHOOLS AND SCHOOL DISTRICTS SHOULD BE INCLUDED IN
FEDERAL INFORMATION DISSEMINATION EFFORTS: THEY SHOULD

RECEIVE ALL. INFORMATION MATERIALS PRODUCED BY THE DEPARTMENT

OF EDUCATION AND SHOULD BE ISSUED STUDENT-ORIENTED _

DESCRIPTIQNS OF AID PROGRAMS THAT CAN BE DISTRIBUTED TO

STUDENTS AND PARENTS. .

-

o THE DEPARTMENT OF EDUCATION SHOULD WORR\WITH THE GUIDANCE AND
ADMISSIONS COUNSELORS AND-OTHERS AT THE (SECONDARY SCHDOL
LEVEL TO DETERMINE THE NEEDS OF SECONDARY SCHOOL STUDENTS AND

COORDINATE TRAINING AND THE DISSEMINATION OF STUDENT AID

INFORMATION.- ORGANIZATIONS REPRESENT@NG COUNSELING PERSONNEL

SHOULD BE CONSULTED BY THE DEPARTMENT AS A PART OF THESE
EFFORTS. :

o THE DEPARTMENT OF EDUCATION SHOULD CONSIDER IMPLEMENTING THE

"PRE-ELIGIBILITY" DETERMINATION SYSTEM DESCRIBED IN SECTION

483 (c) OF THE HIGHER EDUCATION ACT SO THAT STUDENTS AND
* PARENTS CAN HAVE MORE ACCURATE INFORMATION REGARDING THE -

FINANCIAL ASSISTANCE FOR WHICH THEY MAY BE ELIGIBLE.

6 THE TRIO PROGRAMS SHOULD CONTINUE TO PROVIDE STUDENT AIS

INFORMATION TO DISADVANTAGED AND MINORITY STUDENTS AND TO

REACH OUT TO STUDENTS WHO DO NOT ATTEND A POSTSECONDARY,

INSTITUTION IMMEDIATELY AFTER HIGH SCHOOL.

\\
\

iy .
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HONITORING THE DELIVERI SYSTFM

A cruc1al factor 1n the proper functioning of the delivery
Bepartment of Educat1on, the Congress, the postsecondary )
edugation community and others involved in the delivery of
student assistance. This type of communication has been
conducted informally throughout the history of the student aid
programs and has become an essentlal part of the design of

>

~ The nature of the student aia. partnershlp makes it
Imperatlve that federal dec151oh—makers do not conduct bu51ness

participants in the deilvery process and the general air of .

confusior ;nat has surrounded the dellvery of student a551s ance

between the Department of "Educat‘ sn, the Congress and the

part1c1pants in the student aid dellvery system. -

OPTIONS N

. B .
& Two options for monitorlng the student aid dellvery system

have been 1dent1f1ed‘by the National CommisSion's Subcommittée

on Governance and Admlnistratlon.
\

\

m;aarm”‘"*‘ng . )

“

their eéfférts._ to monitor the student aid deixvery system more

closely. By Wbrklng cooperatively, the executive and

leglsldtlve branches can oversee' the operations of the dellvery

system, work to pvercome problems that arise and develop

refinements to the system so that it can operate in the most

efficient and effective manner possible.

t £

Advisory Panel 7 ;

—

The Congress should establish a student aid dellvéry

advlsory panel.. This panel would serve to monitor the operatlon

of the delivery. system and coordinate the_efforts of the

federal, stateliinstitutional and private partners_in the’
delivery of student aid. This panel would advise Congress and

the executive branch and conduct research as needed on issues

pertaining to the delivery of student f1nanc1al a551stance.;

3 The cpordination of efforts to monitor thé delivery process

would, be formalized through the establishment . of an advisory
panel that®would provide both the Congress and: .the executive

branch with comments, analyses and proposals on the Studént aid

dellvery system:

1. -




6 THE FEDERAL GOVE

RECOMMENDATIONS

THE iENT " SHOULD CONTINUE TO WORK WITH GUARANTY
AGENCIES SO THAT THEY CAN CARRY ON THEIR ROLE AS CRITICAL
PARTICIPANTS- IN rgﬁwﬁbﬁiNiSTﬁkTieﬁ AND DELIVERY OF GUARANTEED
STUDENT LOANS. GUARANTY AGENCIES SHOULD CONPINUE TO
UNDERTAKE STEPS TO REDUCE GSL DEFAULTS,; COLLECT ON DEFAULTED
LOANS . AND PROVIDE PROGRAM DATA TO THE FEDERAL GGVERNMENT”\

1 N . b
4

ﬁATA4CﬁLLECTIQN4NLEﬁS

There is a crucial need for more detq;ied 1nformat10n on

Currently, there is no centr3l; coordinated effort to collect;

analyze and utxixze data on

- T ZTIZ T -

onsequences of past decisions:

optlons or to evaluate the .

The collection and anaiysxs of more detaiied program data

1nvolve a long fenm commitment on ‘the part of all GSL -

part1c1pants. Because of  recent advarices in the data proce551ng

capabilities of nearly all guaranty agencies; detailed data on

lending, defaults and borrower demographics do not have to be
solicited centraiiy by the Department of Bducation. Rather, the

Department,; in cooperation with the Congress, the postsecondary

education community,; lenders. and servicers; should work to

define data collection needs and develop ‘data files that can be-
updated annually. : :
RECOMMENDATIONS ' ]

o ESTABLISH A COORDINATED, NATIGNAL EFFGRT TO GGEEEGT

INFORMATION ON THE PARTICIPANTS AND PROCESSES OF THE
GUARANTEED STUDENT LOAN PROGRAM. DEVELOP A NATIONAL DATA -
BASE CONTAINING INFORMATION ON ALL OF THE PARTICIPANTS IN THE

DELIVERY OF GUARANTEED STUDENT LOANS.

Sl il o.o- ,,,,,,,,,:,:,,,,,;,, - G

The need to supervxse the expenditure of federal dollars

closely requires that administrators of Guaranteed Student_.Loans
carefully report on their handling of loan funds: Currently, in

addition to the federal government, state governments,; guarantj

agencies and others require regular 'reports from participants in

the GSL delivery process. The large number of report forms

creates some problems for lenders, gervicers and postsecondary

institutions that must comply with ﬁheir different formats,

deadlines and_data elements: Lenders and servicers that operate

in different states face special obstacles in attempting to

comply with various reporting requirements:
A

15



RECOMMENDATIONS N

o TEE,EEDERAL,GOVERNRENT, IN COOPERATION WITH GROUPS
. REPRESENTING GSL PROGRAM ADMINISTRATORS; SHOULD: STANDARDIZE
THE REPORTING FORMS REQUIRED OF GSL PARTICIPANTS. THE
ELEMENTS AND FORMATS OF FEDERAL FORMS SHODLD BE USED AS MUCH
AS POSSIBLE BY OTHERS COLLECTING INFORMATION FROM GSL '
PARTICIPANTS. STUDENT APPLICATION FORMS:SHOULD ALSO BE
STANDARDIZED. T N

REDUCING LOAN DEFAULTS ‘ _

Lenders; servicers; guaranty agencies; postsecondary

institutions,Kand secondary markets have contributed to reducing
the default rate Qg Guaranteed Student Loans: Those involved in
i

ing and collecting student loans have tried

orlglnatlng,iserv
to find the most successful means to encourage borrowers to meet

their repaymeﬁt oblIgattons. Depending on the part of the

process they are involved in and the characteristics of the

borrowers whom they serve, the tactics employed in default

reduction attempts may vary. .

N

The impact of .practices employed._ for the purpose of

minimizing loan defaults must be monitored. .closely to ensure

that they are not restricting loan access or placing unequal

burdens on particular segments of borrowers. The goal of the

Guaranteed Student Loan program 1§ito provxde all eligible

ow- 1nterest loans: While

students with the means ‘to secure
.default rates and costs.can be minimized, it may not be possible

to eliminate them entirely. Recent trends, especxally in net

default rates, 1nd1cate that bood management practlces and .

ccoperatlon between participants in the lending process can

effectively control federal costs for default. '

RECOMMENDATIONS

o IN GENERAL, THOSE INVOLVED IN THE FEDERAL STUDENT. LOANS
PROCESS SHOULD: .

o PROVIDE BORROWERS WITH COMPLETE, ACCURATE INFORMATION ON

THEIR RIGHTS AND RESPONSIBILITIES BEFORE THE LOAN IS i

DISBURSED;

o CLOSELY MONITOR THE BORROWER'S STUBENT STATUS AND
PROMPTLY COMMUNICATE ANY CHANGES IN STATUS TO THE BORROWER’

_WITH THE BORROWER DURING THE GRACE
BORROWER WITH COMPLETE INVORMATION

O MAINTAIN CONTACT
PERIOD AND PROVIDE

ON HIS OR HER REPAYMENTAND DEFERMENT OPTIONS;

. o ATTEMPT TO AVOID DEFAULT CLAIMS BY ALLOWING BORROWERS
SUFFICIENT FLEXIBILITY TO KEEP UP .PAYMENTS BURING TEMPORARY

PERIODS OF FINANCIAL HARDSHIP;

-~

Y
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o USE THE,SERVICES OF GUARANTY: AGENCIES TO CONTACT AND .

COLLECT FROM BORROWERS WHO ARE NOT FULFILLING THEIR <:;75

REPAYMENT OBLIGATIONS’ AND

L R

o USE TECHNOLOGICAL CAPABILITIES/ZO”EXCHANGE INFORMATION
WITH FEDERAL, STATE AND LOCAL AGENCIES TO LOCATE MISSING - .
BORROWERS . X

o _LENDERS,;. SERVICERS AND GUARANTY AGENCIES SHOULD COLLECT MORE
#OETAILED INFORMATION ON THE EFFECTIVENESS OF VARIOUS °
ADMINISTRATIVE PROCEDURES. THIS INFORMATION SHOULD BE

EXCHANGED TO DEVELOP STANDARDS OF PRACTICE THAT ARE SPECE¥FIC.

TO TRE DELIVERY OF STUDENT LOANS ‘

‘ -~ C N

o IN ORDER TO ADDRESS PROBLEMS ENCOUNTERED BY BORRQWERS IN THE
EARLY YEARS OF REPAYMENT AND THOSE WHC HAVE INCREASING LOAN -
BALANCES; A GREATER EMPHASIS SHOULD BE PLACED DURING LOAN
ORIGINATIONS ON DEBT-BURDEN COUNSELING AND OVERALL DEBT

LIMITS.

6 CARE MUST BE EXERCISED TO ENSURE THAT ADMINISTRATIVE RULES
DESIGNED TO LOWER THE RATE OF GUARANTEED STUDENT LOAN /
DEFAULTS DO NOT RESULT IN THE DENIAL OF ACCESS TO THESE LOANS

T0 ELIGIBLE STUDENTS. THE DEPARTMENT OF EDUCATION SHOUED
MONITOR THE PRACTICES OF GUARANTY AGENCIES TO ENSURE THAT
LOANS ARE NOT BEING DENIED TO CERTAIN GROUPS OF STUDENTS °
BECAUSE OF RESTRICTIVE ADMINISTRATIVE POLICIES. da

-

RECOVERING DEFAULTED LOAN,PRINCIPAL

A SIgniflcant factor 1n lowerlng federal ‘costs for defaults

has been the collections made ftom borrowers who have been.
declared in default.\, The federal government has made a policy
commitment in recent|years to recoup funds on loans on which it
has paId its guarant re. Incentives provided to guaranty
agencies have also added fo the amount of money collected.

ﬁ66b56les in bankruptcy statutes still allow._ student loans to be

Yhese laws should be tightened so that defaulters can be pursueé
in future years. . s

RECOMMENDATIONS ' o 7 ;

o THE FEDERAL GOVERNMENT gHOULD CONTINUE TO COLLECT ON

DEPARTMENT OF EDUCATION AND BY' PROVIDING INCENTIVES TO

GUARANTY AGENCIES FOR THIS PURPOSE. FEDERAL BANKRUPTCY o
STATUTES SHOULD BE MODIFIED SO THAT. THE GUARANTEED STUDENT .
EOAN PRINCIPAL AND INTEREST REMAINING AFTER SETTLEMENTS CAN

BE PURSUED IN LATER YEARS. o \j(

A
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INTRODUCTION

The governance and admlnlstratlon of the federail student

financial aid programs has been examined and analyzed from many

differént perspectives. As the federal role in provxding

support for students. pursuing postsecondary careers has

increased, so has’ the complexity of the system used to ‘deliver -

=

student aid. In fiscal year 1982; over $6 billion in federal

student assistance was distributed to over 3 mxiixon studeénts

attending over 6,000 postsecondary institutions. The task of

administering a system that is responsive to the needs of such a )

large and varied group involves the cooperative efforts of

'thousands of- partners in the %ellvery process.

-

The ork of the Governance and Administratign Subcommittee of

the Nat iox al Commission on St ent F1nanc1a1.§is1stance

concentrated on the operatlonai aspects of. th

delivery system.

_ The subcommittee divided its examlnataonf;nto wo separate, yet
" not unrelated, '‘areas of concentrationi "the delivery of the’

campus~-based and Pell Grant programs,,and,the manggement of the

Guaranteed Student Loan prodram. While the systems that deliver

these different sources of aid to students merge at various

_ points in the process, , their operations,_ requirements gnd
adminstrative priorities are sufflcmently distinct to warrant
individual e '

aminatijon.

~

in addltlon, the subCommlttee comm1551oned a paper examxnxng

the state allocation formulas- for. campus-based federal student

assistance programs. This papér is published separately from

this final report and includes dls%pss1ons of the workings of

the formulas and several ideas for further reflnement of the

allocation process.

analy21ng, reachlng conclusions and deveioping

recommendations dn these topics, the Governanoerand

Administration Subcommittee commissioned stuliie’s of specific

components of thé delivery process, examined and expanded upon

existing sources of data, consulted-with part1c1pants in the

delivery of federal Studéent assistande, reviewed qelevant

titerature, and canducted public hear1ng§ﬂ§ Thls\ied to §

detailed insight into the administration of the ald programs and
to ways of reflnlng their operation: ‘

i

3:Applled Systems Inst1tute, Overviewﬂof StategAiiocatlon
Process for Campus Based Student Aid (Washington, D.C:: National

Commission on Student Financial Assistance, April 1983).

[
<.
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LEGISLATIVE. CHARGE’ : :

The research.of the Goverﬂ%nce and Admlnlstrat;onffff

Subcommlttee was undertaken 1q\response to tPe legislative
charge of the National Commlsslon on Student Financial

. Assistance contained in Public Law 96- 374, Section 491. The =

W

subjects that were assi nedpto\tie Governancemand Admlnlstratloq
Subcommittee for study ingludedi___ - . C
\___-

- . )
o more effectlve means to reduce default, fraud, abuse

; and.deilnquency in the programs authorized by [Title
: Iiv]s i

effidient origination; servic §gand collection of

student ioans and for the effe

i o tge most approprtate meéhaglsm for “the efféctivé and

tive and efficient
Livery O ent financial ~
assistance; and */, .

Us
TR U : : -
o the effectiveness in serving the purposes of this

. _title of the existing formulas for allotmént among the

4§States [of campus- ~-based student aid funds].

The Subcommfttee on Governancéﬁand Admlnlstratlon attempted

to examlne the areas 1nc1uded in 1ts leglslatlve mandate and, 1n

'

SUBCOMMITTEE HEARINGS Y

three public hearings ‘as part;of its efforts to eéxaminé thq

management of the federal student aid programs.

The first hearlng was held on December 14, .1982, in

Anahelm, ‘california during a meeting of the California

Assoclatlon of Student Financial,aAid Administrators. The

.subcommittee heard testimony on. the student aid delivery system,,

awarding policies, and:satigfactory academic progress standards
§

for student aid reprIents. - The subcommittee also heard -

testlmony from a panel of hlgh school and coiiege financial aid

-

As part of its pubilc heartngs, the Governance and

Administration Subcommittee solicited testlmony on satlsfactory

academic progress standards for student aid rec1p1ents., This .

information was then given to the Commission's Subcommittee on

satisfactory Academic Progress and was utilized in the

preparation of that subcommlttee s .final report.

& " : ; i 1‘;-/
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counselors on thé information needs of currént and prospective
postsécondary studéents. :
s

The subcommittee's second hearing.was held in Lexjington, _
Kentucky on February 16, 1983, as part of the annual meeting of
the Southern Association of Student Financial Aid Administrators.
Testimony was delivered in Lexington on the student aid delivery
systém, the state allotment formula for campus-based student aid
programs; the servicing of Guaranteed Student Loans and .

satisfactory academic Progréss. A paneél of representatives from

Officers delivered testimony on the institutional costs of aid

delivery and other concerns. Mr. Francis Keppel, Chairman of
the, National Student Aid Coalition and a distinguished :
commentator on the aid delivery system, also testified.

The final subcommittee hearing was held in Washington, D.C.

on March 7, 1983. At this hearing; the subcommittee solicited

with delays in the delivery of aid/. student information needs_
gp@wgh'&igpact of the aid programs on postsecondary access and
choice. : : - .

the teitimony of students on the aid delivery process, Pproblems

.
\
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CHAPTER 1.

SECTION I. DELIVERING STUDENT FINANCIAL ASSISTANCE

HE‘AID DELIVERY SYSTEM

» T\ . ~

1

Our ndtional program of student flnanclai assistance is

characterized. by multiple aid sources, providers and

adm1nlstrators ‘and diversity in criteria for program
. eligibility. Given this composition, the system which
eventually brlngs these sources of aid in a

complementary package tallored to. the ind1v1dual

and respon51ve to all partles in the process.

¢

ENTRODUCTION i

The dellvery of federal student assistance has beegwafﬁ 7
source of controversy throughout the history of the pfograms.
The Congress, the postsecondary community, and the executive
branch have all offered positions, alternatives and '
assxstance dollars. Pr1marlly, these commentarles have centered
around two main themes: effective management of the programs and

elimination of fraud and abuse in the distribution of student
aid. ' «

77777 Efforts to examine thé management and délivery of the

including private sector task forces, pre51dent1al panels,

community seif-evaluations, congressionally sponsored

investigations and Education Department studies. All of these

efforts have been directed at_identifying the most efficient
manner of distributing federal funds to students, but they have

varied in approach and perspectlve.

77777 To some degree, the . conclus;ons reached by these management
assessments have been affected by their otartlng points.

Because of the large number of participants in the delivery of

- student financial assistance, mosk 'studies have,concent*ated on

specific elements involved in the process. Evaluations have

been conducted of federal management respon51b111t1es in the

2pr~ -red testimony of Francis Keppel, National ~

Commissi. 4 Student Financial Assistance, Transcript of
Proceedir of Governanceé and Administration Subcommittee

Hearing, ‘ngton, Kentucky, February‘ls, 1983, pp. 9-10.

o | o 19



7de11very of student a1d, the practlces of '‘postsecondary.
-institutions, ‘the administrative duties of the states and the

"role of students in the aid process. .

. Adajtionally, the point of view of those conducting these
' studies has colored their conclusions to some degree. For
§xampie, stud1es to identify barrlers ‘to student accesé have

rogram fraud and abuse.

overall goals of the student f1nanc1ai assistance programsL

Cgrrent;y, a great deal of institutional autonomy has been built
into the management of student aid. The campus-based concept of
the National Direct Studdent Loan INDSL), College Work Study

(CWS) and’ Suppiementai Educatlonal Opportunlty Grant (SEOG)

to individual needs and student circumstances. Not

§g§g§§slgg;gtjthe’two—pregrams“wath—the_largest_cost to_the
federal government,; PeXl Grants and Guaranteed Studént Loans,

operate under the strictest federal guidelines.

The ruies governing the management of the aid programs.

reflect differing levels of federail intervention. All of the

programs operate under specific procedures for requeStlng and

obtaining funds from the federal government, recovering

overawarded funds, reporting expenditures and determining

eligibility. Historically, .the federal government has not

provided detailed rules for the packaging of student aid awards,

developing budgets for the campus-based programs or medsuring
satisfactory academic progress. Thus, in evaluatlng the

administration of student assistance programs, it is essential

to dlfferentlate between ‘those areas where the federal

government has or has not seen fit to intercede.

In general,fthose involved in the the admlnlétratiOn of

responsibility for aid delivery enhances the ability of the

programs to serve the needs of students: Im testimony before

thé National Commission o Student Financial Assistance in

Anahelm, Callfornla, Leon King, Director of Financial Aid at

California State University at Northridge, stated that:

,} ; ' '(

Aggi%tanée, "Sattsfactory Academic Progréss Standards for
Federal Student Aid Recipients" (Washington, D.C.: NCSFA,
April 1983). ‘




in the packagxng or in the awarding policies everybody

has a role: the federal government in estabixshxng a.

delivery system for us, the student who is being
educated, and the financial aid officers who can

perform a task much more effectively than’ if the shots

were being called from a cenfral area 11ke
Washington.

r

The proper functioning of the student aid delivery system

is dependent on the cooperative efforts of the -federal

government, the states, postsecondary institutions, private

entities, students and numerous admindistrative personnel on each
of these levels.’ The National Commission on Student Financial *

Assistance has concentrated on evaluatlng the functioning of

delivery partnership:. The Commission's chief effgrts have been

to enhance these efforts, build upon the experiences of the
program participants and promote overall efficiency.

MANAGEMENT AND DELIVERY STUDIES

- The Keppel Task Fofce - - - §

In 1975, the National Task Force on -Student Aid Problems
issued a final report that identifiéd a number of areas within
the management of student financial assistance that could be
modified, eliminated or improved. The task force, which
inctuded representatives of all the major participants in the
delivery of student assistance--financial aid officers,,
postsecondary institutions, the states, need ‘analysis

processors, the U.S. Office of Education, and students--provided
the eongress and the Whltevgggse w1th valuable suggestlons on
aid awards. Chaired by Francis Keppel (and commonly referred to
as the Keppel Task Forcé), thé task force defined what it
considered to be the goal of federally sponsored student

financial assxstance°

The prlméry purpose of student aid is tb provide -

financial resources to students who would otherwise be
unable to begin and complete the type of postsecondary
education they wish to pursue. It is further agreed

that_the 1nternal elements of the student aid programs
" should.bé such as to prov1de a coordinated system to

achieve this primary purpose.
k]

3National CommisSion on Student FlnanCIa;iAgsrgtgggel
Transcript of Proceedings of Gove¥nance and Administration

Subcommittee Hearing, Anaheim, California, December 14, 1982,
p. 47l .

4National Task Force On Student Aid Problems, Final
Report (Washington, D.C.: NTFOSAP, 1973), p. 6.

2 2:
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__ THe Keppel Task Force réport addressed many issues that are
still the subject of:debate, such as the validation of

application data, the concept of a single application form for

all student aid programs,_ the availability of information for
students, the professional needs of campus aid offices, and the
need for overall program coordination. Among its most '

significant statements; the task force called for the
implementation of a detailed schedulf or calendar of
administrative tasks that would allow for more effective 7
planning on the part of the federal government, aid officers and
students. The task force observed that the existerfce of '
numerous forms and sources of student assistance helps the
system serve students with differing needs and resources.. ,
However ,. the task force contended; this diversity has fostered
confusion and inconsistency among all participants in the
delivery of student financial assistance. C :

The recommendations of the National Task Force on Student

Aid Problems were seriously considered duringrcongressional

. deliberations on the Education, Amendments of 1976 and, since the

report's release, have been a useful reference tool for those

involved in evaluating student financial assistance projgrams.

U.S. Office of Education/Department' of Education Studies .
rd

The U.S. Department of Education (and its predecessor, the

U.S. Office of Bducation) has been greatly concerned about the
proper management and delivery of student financial assistance
dollars. It is the Department of Education _that is ultimately
responsible for the proper administration of the billions of

dollars in student aid that are:appropriated by Congress.

annually. Thrée separate efforts on behalf of the Department

have focused on concerns similar to those addressed by the - N
National Commission on Student Financial Assistance:
¥ S T .

o the Study of the Impact of Student Financial Aid
Programs KSISFAP); ' ‘

o ‘the series of studies conducted under the title "quality
control"; and :

o the recently created Credit Management Task  Force.

concentrated on different areas of the delivery system.
 The Study of the Impact of Student Financiai Aid Programs

(SISFAP) was conducted in three segments. SISFAP.I and TI

involved an extensive review of the literature on issues in the

administration of student assistance programs and an overview of
the basic operating procedures and data associated with the
éxpenditure of federal funds for student aid. A computer

simulation analysis of the Basic Grant Program was also
completed under SISFAP I and II. .

lab}
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he on-campus management of federal student assistance
programs was eéxaminéd in detail _during the conduct of SISFAP III
in 1978 and 1979. 1In summary, SISFAP III included:

2

0 extensive reviews of the maniagement practices of a
nationally repregentative sample of student aid offlces,

o analyses of trends and variances in ald office
manadement practices, techniques and philosophies;

o0 inteérviews with college presidents, business officers,
registrars and others involved in the on-campus admjnistration

of student assistance programs- and

o surveys of aid applicants, recipients and nonrecipients
to determlne information, counseling _and other neeéeds, and to
gather 1nformat10n on postsecondary financing.

SISFAP s conciusxons were publlshed 1n a two-voiume rééort

detailing the management practices employed by aid offices and

~ the distribution-of federal -student-aid dollars—among—students——

in all sectors of postsecondary educatlon——prlvate, public and

proprIetary.

In a follow-up to SISFAP III, a stuay was conducted in

Assxstance Act (MISAA) on the distribution of federal student

financial assistance. A planned effort; SISFAP IV, has not_been
funded by the Department of Education as of this date.  SISFAP

IV was designed to supplement the type of data collected during

the previous SISFAP efforts; add data on graduate student

financing; and collect more detailed information on the

distribution of Guaranteed Student ﬁoans.

The SISFAP studies of a1d management practlces filled a

large gap in the research on the administration of the studﬁnt'

‘flnanclal axd programs. As the SISFAP TII report notes: .

Student fInanCIat aid is an emergent. profess1on, the

eduEatxon. The scope of act1v1t1es, the professional
practices; and other major elements of the._ field are.
not well codified . . . . Scattered articles and
monographs reflect a general susplc1on that practlces

inadegquately supported and that, in general, students

?

do not get similar treatment when they approach
different institutions.

; Volo 1: Iherinstltutionai Administration of Student
Ernanc;algALd Programs, prepared for ‘the U.S. Department of.

Education, Office of Piann:ng and Evaluation; May 1986, p. 1. 15.

4 ) . o - - ,,,,,,,,,,2,(5,;*;*,,,,*,,, _
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Among thé moré significant findings of the SISFAP III
analysis of institutional management practices was- the large
degree of variance from 1nst1tut10n/to institution. The report

notes that somé degree of varlancelln program practices is to be

expected and; in fact, is a part of the intent of the campus~
based concept. There were insufficient. data, however, from

which to draw conclusions on the impact ‘that this high degree of
variance has on thé treatmént of individual stydent aid -
applicants and rec1p1ents. o o ‘ :

A final product of the SISFAP III study was the publication
of A Guide to Selected Financial Aid Management Practices. This
Guide was designed to provide information to novice and

experienced student ‘aid officers alike in areas in which thé
study identified deficiencies. The topics covered by the Guide

inciude packaging, the role of the aid office in the

institutional hierarchy, counseling for students from special

population groups; and techniques of’ developing and

disseminating information on student assistance programs.7

-

~Tnciﬁééd—inwtﬁe—a1d~4nformatLon—chapter—%swa—model_of_aestﬁdent__ﬂ

aid information guide for use by postsecondary institutions,

ouality Control Studiés

%

The Office of Student Flnanc1al Assistance (OSFA) 1n the

Department of Education has conducted a series of reports under
the heading "Quality Control." While the SISFAP reports _

represent an attempt to gather data on and evaluate the student

aid programs, the Quality Control éxaminations concentrate on

assuring that federal funds are being spent in accordance with

the law-:

OSFA's BlVlSlOn of Quality Assurance 1nvestlgated the error

rate on Basic Grant {(Pell Grant) _ appllcatlons,ithe effects of

validation procedures and possible changes in the Basic Grant

system that could reduce error. similar studies of the
have/also been

management of all of the Title IV programs-&
commissioned by OSFA. These Quallty Control reports include

studies of alternative Title IV delivery systems, the

development of guality Control systems for institutitonal

financial aid office improvements in the reporting and

application prbcedures for the campus-based student aid programs

andi}mprgged monitoring of contracted services under the Title
IV programs (for example, application processing). ThESe

reports all focus on ways to reduce federal costs of the
programs or to prevent the mlsallocation of federal doiiars.

Credit Management Task _Force )

_ o~

L]
in 1981, theé U.S. Department of Education 1aunched’ an

examination of the admlnlstratlon of the student financial
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assistance programs--the Credit Management Task Force: As the
name suggests;, the initiative for this effort is to reexamine
the credit policies of the various programs run by the
Department of Education: In order to carry out this task,
however,; the Department has chosen to.evaluate all of the
.administrative and delivery aspects of the student finan?}al

assistance programs: According to the task force:
The U:S: Department of Education is under the [Reagan]
Administration's mandate to improve its informatien

management, financial management; funds disbursement,._
and debt management systems. Under OMB Bulletin 83=11,
which requires that Executive Branch agencies upgrade
their credit management, and debt collection practices,
the Department is responsible for implementing

effective credit management procedures.

Additionally, the task force cites the need for technological

innovation in many areas of the management and delivery of the

‘student financial assistance programs as part of the.impetus for
this evadluation. ’ T e T

~ The objectives of the Department's éiéﬁiﬁéfibﬁ are to
design and establish: :

o ;n.éffectiee management information system;

o an auditable financial management system;

o an efficient Cunds disbursement system;

o an effective debt management system;

o rééucéd'administ;ativé costs to all parties; and

o effective communication between aitil participants.’

The Credit Management Task Force comprises representatives

of the Department of Education's Office of Planning; Budgetinj
and Evaluation; Postsecondary Education; and Management; and is
chaired by the Comptroller. Currently, the task force is
evaluating alternative models for the delivery of student

financial assistance to institutions and students. These models
are being compared and contrasted in terms of their cost,
efficiency, accountability and ability to serve the needs of the
many partners in the aid delivery process.

6Federal Register, March 23, 1983, vol. 48, no. 57.
71bid.
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Aid Management Guides

~ Significant contributions to the improvement of financial
aid management have been made by associations representing
postsecondary 1nst1tutlons and peérsonnel. Organizations
comprised of aid adm1n1strators, business off1cers, registrars,
counselors and otheérs have been successful in bringing the
concerns of their membershlp before Congress _and the Department
of Educaticn. Representatives and members of these organizations
have helped shape rules governing aid eligibility standards,
award processing, application forms and reporting rédquiréments.

, In ordér to assist their members in properly adm1n1ster1ng'
the del;very of student financiail. asslstance, some of these.
groups have published detailed guides to aid management. The
expertise of their membership eénableés these groupsS to producé

specific, informative manuals ;hatwcanfehhangé,thé,5pération of

(NASFAA) and other associations, most aid offices have developed

. operations or policy and procedures manuals. A typical.

operations manual sets forth the numerous respons1b111t1es of
the aid office and the tasks which:-must be performed in order to

carry them out. The development of an operations manual allows

the IHleIdual aid office to evaluate and apply the concepts

included in government regulations and professional publications

to their iocal s1tuation. Aid office personnel, resources,

InstItutIon. While certain management principles are accepted

universally, their specific application is subject to the

interpretation of each aid office.

77777 Three parttcuiar manuals for aid administrators represent
different approaches to improving the delivery proces8. Two

were produced by personnel associations--the National
Association of Student Financial Aid Admihistrators (NASFAA) and

the National Association of College and University Business

officers (NAGUBG)--and one IS publlshed by a group of _

and Technical Schools (NATTS). All three of these guidés are
aimed at promoting better understanding and management of the

student aid programs on campus.

The NASFAA Fundamenta Financial Aid Self-Learning Guide
takes the broadest approacﬂ to the presentation of information
on aid management. It 1ncluaes a h1story of the student

training tool for use by aid adm1n1strators, counselors ‘and

others attempting to familiarize themselves with the aid

programs and the delivery process. The NASFAA Guide presents

>
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detalled d1scuss1ons of the bas1cs of need assessment, budgetlng,
packaging and other processes. ‘In addition to providing
iristriuctions on how to,imglement proper administrative
practices, the NASFAA Guide inéludes review exercises that test

, NACUBO has publlshed a manual,—Management of;Student Aid, -
that is a techn1cally oriented primer on the on=-campus
administration of student assistance programs and rules. In
line with the focus of the NACUBO members8hip, the Management of
Student Aid concentrates on thé proper management and oversight.
of funds as wéll as interprétations of .regulatory réquirements.
In the words of the authors, the NACUBO manual has threée main
qoals. : .

AJ

fo to enhance the understandlng of the affects of
student financial aid on their 1nst1tut10n e o o3

o to pfesent the financial aid process . . ; and
o to Foster sound accountin”_and control mechanismslin
postsecondary institutions. ’

The NACUBO manual offers discussions of the legal ramifications -
and considerations associated wjth the management of larga-sums

of federal, state and institutional dollars and emphasizes the
need for the establishment of aud§table procedures.

Management of Student A1d also d1scusses the 1nter-

a1d deiivery and the role of the aid off1ce,1n,the overall

institutional structure. The preparation of this manual by _
NACUBO is clear evidence that the aid officer is only one of

- many parties concerned with the management of student assistance

on the campus iavel.'

The NATTS manual, Student FinahciaiQAia Tooi Kit,

gaﬁaais rece1v1ng student finanexai asSIStance. The Tool Kit

§faaéaafé§ schools should follow to maintain compliance. The

- manual is especially valuable for NATTS member schools because
of its attention to administrative problems_specific_ to
shoit-course and vo»atlonaJ 1nst1tut10ns. For example, the

i2-mqnth student budgets and packaging for shortér and longer
periods than the traditional nine-month academlc year.

~ 1O0yational Association of College and University Business
-Officers, Management of Student:.-Aid (Washington, D.C.: NACUBO,
1979) . " _ s, '
\\ o
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Disseminating ctudent Aid {;E C o Eion o N
= . (e

The importance of information about financial aid

programs and procedures should be obvious. Entry into

the orbit of postsecondary education and access to ‘the

financial respurces needed to successfully complete a

course of study depend on_ggod information systems.

Good Informatlon can as easily encourage a potential

student as poor information can discourage one. This

problem is clearly magnified for the educationally and
K\eCOnomlcally deprived and others who do not assume that

they will bf dble to go on to a college or

university.

The needs of current and prospectlve postsecondary students

for information about financial assistance are as critical today

as they were in 1976 when the above statement was wrrtten., In

fact, growth in the number and complexity of student-aid

programs since that time has intensified the need for accurate;-

reliable information. The federal government has played a

promlnent role in providing student aid information to students

since 1976 when student consumer information requ’rements were

1mplemented as part of the Higher Eduéétlon \Act of 1965.

Section 485 of the Higher Educatlon Act requ:res ati

1nst1tut10ns part1c1pat1ng in the Tltle IV aid programs to
providé information to current and prospectlve students on
financial aid prodrams offered by the schovl, details of the aid
application process, and student rlghts and responsibilities
under the programs. Postsecondary institutions are required,
under Section 485, to provide personnel to counsel and advise
students on aid eligibility and application.

' Under the Higher Education Actj; the federal government is
not the primary provider of student.aid information. Rather,
the Act requires the Secretary of Educgtion to:

make available to eligible dinstitutions descriptions of

Federal student assistance programs including the
- rights and responsibilities of student and
~ institutional participants in ordédr to (1) assist
students in gaining information through institutional

sources, and (2) assist institutions in carrying out

the provisions of this section; so that individual and

institutional participants will be fully aware of_their

rights and responsibilitites under such programs.

-

o

Aid Problems from thefessmstudent Adv;soryACummlttee (New York: _
College Board, 1976), p. 9.

-

12public Law 96-374, Section 485 (2C). _ ;
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Thus, postsecondary institutions are designated as the focal
point for information, dissemination efforts. Secondary schools,
the states and community organlzations have also been involved
in efforts to disseminate 1nformatlon on. student aid programs.

~ Postsecondary 1nst1tutlons use a variety of,means to inform
students about financial assistance. A survey of financial aid
offices copducte; as part of a study sponsored by the Department
of Ediucation colllected data on the methods used to disseminate
aid information ty studénts. Accord1ng to the study.,f/ W
a

Over 90 perceént of the institutions [surveyed] utilliz.
brochures and/or pamphlets in order to inform students
about financial aid. Financial aid fact sheets are
furnished by most of the schools (76%), and man{ (60%)
also publlsh 1nformat10n in student newspapers.
A
The meéthods employed by postsecondary institutions to inform -
students of the aid available to . hem vary from campus to
campus. Theé quality and quantity of information @dlso varies
- depending on the talent’s, résources and initiatig§$?f the -
‘ individual aid office. : Dy

-

In recent years, the task of d1ssem1nat1ng accurate

Ingormation to students has .been cvomplicated by the confusu&s .
- surrounding the fede;al aid programs. Legislative controversies
°Y§E,§@e size and shape of .the Title IV programs have caused

gngertainty among students and parents as to the amounts _and
types" of aid avaiiable. An arthle in the Chronicle of ngher

_College off1c1als fear that students have become unduly
pessimistic about their prospects for receiving ald,
andé_ that eligible students may not even-bother to
. apply; in response to President Reagan's highly
publicized efforts dgrlng the past two years to curtail
. federal grants and loans.:

, Even though Congﬁess blocked most of those efforts,

says Payl M. Orenpvec,,dlrector of financial aid at the

College \of Wooster; "all ‘the discussions about student
aid over)| the last two years have left an indeiible, mark
on the minds Of parents and students. '

- 13applied Management Sciences, Program Management
Procedures, vol. I, p. ll.7.

14Chron1cle of ngher Educatlon,,”Lots of U.S. F1nanc1al
Aid Still Available, Colleges Assure Students," April 20,1983,
. 1. :
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Dlssemlnatlng stude;b a1d 1nformat10n on the campus level
is only one aspect of the overall process. Students and. their
famllles need 1nformat10n on the ald Programs duzing high SChool

High school counseiors are both important. prov1ders of this

information and key players in national dissemination efforts.

Provxdlng 1nformatlon at the hlgh school level is often more

face the additional chaiienge of trying to introduce students

and parents to the complicated world of financial assistance and
the financing of a postsecondary education. Fred Zuker; Dean of
Admxssxons and Flnanc1al Aid at Pomona College; expounded bls

views on this toplc at a hearing of the Natlonal €omm1551on on

Student F1nanc1al Assistance: .

with bew1lder1ng acronyms and paperwork. - There is

iittle wonder that most students and families enter

this vast enterprise with some trepzdation.

It is the counselor s job; both at the secondary and

postsecondary level; to help parents and students

better. 1derstand how to make the system work for

them;l

aid is compounded by the lack of a coordinated federal effort to

provide information to high schools: The interest or concern of

individual high school counselors; principals; district

administrators and others and the information they.have received

.- are key factcrs in whether students receive proper information

on the student aid that may be available to them: This; of

course, results in unequai treatment, with some students and

parents receiving comprehensive information while others are

left to rely on contacts with postsecondary 1nst1tut10ns,»
private publications or the media. :

D

Transcript of’ Proceedlng of. Governance and Administration

Subcommittee Hearing, Anahelm, Caleornla, December 14, 1982,
p. 136. . . _ .
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CHAPTER II. AID DELIVERY FINDINGS

THE COST OF AID DELIVERY ON_CAMPUS

~ In the fall of 1982, the National Commission on Student
F1nanc1al ASsistanceé authorized Touche Ross & Co., a natlonal
accounting and audlting firm, to c-llect detalled data on the
administrative costs associated with the on-campus management of
federal student a1d funds.16

B Nlne,postsecgnda;y institutions were included in *his
study --three public four-year institutions, two private
four-year schools, two community colleges, and two proprietary

- institutions.  Data on the empirical costs associated with
delivering financial aid in fiscal year 1982 were collected from
these institutions. Both d1rect and 1nd1rect costs 1ncurred by
these institutions were included in, this study, no state or
federal costs were included. o
Costs wete celleéted by category and were assigned to six

o outreach; application processing and counseling;
o need analysis and eligibility detérmination;

o packaging and awarding;

o reporting, regulatory reviéws and program audits;
o accounting and collections; and ‘

c other administrative functlons.

Based on the anal ses of the cost data and interviews with
financial aid offlcersr observations were made on the functions

*The limited resources and time alloted to the National
Commission made it impossible to undertake a more ambitious
national effort,to assess the on-campus costs of aid
management The nine institutions were selected because they
represented various 1nst1tut10na; categories and approaches to
aid delivery. > .

16Touche Ross & Co., Study of the Cost to Deliver -Student
1nanc1al Aid on Campus (Washington, LC.C.: National Commission
on Student Financial Assistance, January 31, 1983).

- . ~~'
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and staffing patterns of aid offices; the costs of the déiiééfy

system components, and the management perspectives of aid

offlcers.w While some trends are apparent, a statistically valid

national.study woyld be the only way to draw hard-and- fast
conclusions on this topic. _ . R

: . In terms of the average proportionate level of effort
éxpéhdéd,by”thé,éid offices studied, the functions that reguire
a "heavy" effort are outreach, counseling and application B
prbcésgingl and accounting and collection. Those requiring

"medium" effort areé need analysis, packaging and awarding funds,
and other administrative activities (for example, personnel ,
administration and planhing). Reporting, regulatory reviews and
program audits are ranked as "low" effort activities.

The relative levels of effort devoted to aid office
activities varz according to institutional factors. Proprletary
institutions, for example, appear to devote more effort to
counseling activities. This may be caused by the monthly ]
admissions patterns, short acadenic programs and resulting hlgh
student turnover rates that are common to proprietary schools.
The greater the number of terms in an academic year (for
example, quarters versus semesters), the more time the .school
spends on packaging and éwérding'fundc dctivities.

_ _The impact that the degree of aid office automation has on
staffing levels is one of the most significant findings of this
study.. Institutions that are highly automated devote
proportibnélly less staff effort than institutions that rely
prlmarlly oh manual procedures. One of the institutions studied
is located in the SLate of Pennsylvania, thCh prov1des a B
sophlstlcated set of automated financial aid services to its
member schools.” The aid office at that school functioned far
more éfficiéntly"than”anyjother71nst1tut;on,;ncludedrln this
study.. Thé results’of this study indicate that availability of
state-subsidizeéd seérvices allows for substantial cost savings on

campus.

ml
R

]

Staffing levels in aid offices varied according to arnumber

of factors. This study judged relatlve stafflng levels in terms

rec1p1ents. Automation was identified as the most crucial

factor in lowering the number of staff needed. Activities such

as job placement and counseling were found to be highly
X
*Automated services to financial aid offices are provided
by the Pennsylvania Higher Education Assistance Agency (BHEAA).
PHEAA provides services, including packaging, validation,

information exchange and need analysis through on-~line computer
terminals in financial a1d offlces. ~

oo ) ;.;"- \
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labor-intensive and thus led to greater staffing costs.
Institutions with multiple campuses also requiréed highér
staffing levels. The centralization of aid office functlons
made these tasks much more labor efficient. :
o Génerally, thé campus financial aid office is highly.
labor-intensive. Institutions in this study reported that. -
personnel costs accounted for from 57 percent to 89 percent: of
the aid office budget. The median was 72 percent. After
personnel; the major operating costs of the aid offices were
servicer charges for NDSL billing and collection, data
processing; physical plant, and supplies and miscellareous costs.

~Student employees were found to be significanr contributors
to aid office operations. Budgetary ard economic constraints

Many of the studento employed in aid offices are College
Work-Study recipients. In this manner; the federal government is
providing an additional subsidy to aid office operatlons.

In terms of function;. aid offices speat thé most money on
accounting and collections activities. Outreach; counseling and
appllcaﬁlon processing were the next most costly, followed by

g and awarding.

packagi

Given the wide range of ac¢1v1t1es connected Wlth the .

administration of the NDSL program, it is not surprlslng to find

‘that it is the costliest program to administer on campus.
Aimost 65 percent of the costs for managing the NDSL program

were related to biliing and collecting on loans made in prior
years:

__~— In conclusion, the Study of the Cost to Béiivér Student

Financial Aid On Campus found that the Admi@ﬁtratiVé Cost.

Allowance (ACA) pa1d by . the federal government to 1nst1tut10ns

1nadequate to cover. the costs 1ncurred by f1nanc1al ald o
offices. Even if the ACA is combined with the valueé of CWS )
workers in the aid office, thé cost is not eénough to cover aid

office operations.

AID OFFICE RESPONSIBILITIES

The Téuéhe Ross StUGY of the cost of aid deliVéry raiééé a
offices to deliver student f1nanc1al a551stance effectlvely.
With cost pressures mountlxvg in all sectcis of postsecondary
institutions; there is little hope that aid offices will be able
to .expand their operating budgets' in order to improve their v
management capabiilities. The scope of aid office activities has
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been rapidly expanding and involves interactions with aimbst
every segment of the postsecondary institution in which'it is
situated as well as numerous governmental and private entities.

. In a paper prepared for the National Commission on Student
F1nanc1al A531stance, National Education Management,flnql,(NEM)
described the various 1nterrel§t10hShip§ in which aid offices
and officers find themselves.l This paper outlines over 60
offices, agencies, departments, divisions and constituencies

with fwhich the typical aid office must interact and coordinate

its services. The paper identifies eight general grouplngs for

those with whom the aid office must work:

o scholarships and financial aid services;
- o outreach;

o audits and program review;

o student empioyment;

o student services;

o campus offices and departments;

o state and local governments; and
o the federal géﬁéinmént.

'J

While the nature and specifics of these relatlonshlps vary °
greatly from institution to institution, they all must be

addressed in order to deliver student financial a331stance
properly.

-

"campus offices and departments" describes relatlonsnlps with

other campus divisions that are involved in setting_ aid office

pollcy, coordinating other institutional responsibilities and

ensuring compliance with the rules and regulations governing the

management of che student assistance programs. The campus

departments involved in this process Inciude.

Student Affairs Office Recruitment Office

Registrar Chief Executive Officer
: Board of Trustees Bursar/Chief Fiscal Officer

l7Larry Brax“on and ‘Tfom Rutter, The Inteéracti

io
Aid office (San Diego, CA: National Education Manag
March 1983).

ns of the
ement . Inc. .,

- 7 - v
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Counseling Center Data Processing Center
Academic Deans Admissions Office

Camgus Planning Office Campus Personnel Office
Campus Postal Center ' |, Campus Payroll Office

Loan Collection Office - Graphics/Publications Office
Veterans Affairs Office Overseas Programs Office

77777A prlme coggg;niogfggeﬁf;ganc1al aid officer lsfpbat all

members of the campus community who are Jnvulyed in aid

administration and information dissemination have' accurate,

reliable information on the . programs and the rg@sources of the

aid office. The paper describes scme of the problems that can

occur when those involved in recruiting students are not fully
informed:

-~ _ —

o Recruitment staff minimize the difficulty of the

financial aid processes and overctate the avaliabliltj

of funds.

o Recruitment staff are not technically proficient to

do more than present a brief overview of financial aid

processes:

o The f1nanc1al aid office is not suff1c1ently staffed

to part1c1pate in external presantatlons on a regular
basis.18

The authors recommend that:

the recrultment office and the financial aid offlce

compare scheduled activities and coordinate the

involvement of both staffs so that students .and

parents, either individually or in group preﬁentatxons,

receiveé both a sound sales presentation . . . and an

accurate description of the. financial aid appllcatlon/

<

processing/awarding cycle.l

Loordlnatlng the many sources of student aid is another

major difficulty cited in this paper. Melding the different

reguirements _and regulations of state-spons¢red student

aggigtance programs,w1th federal rules and ”ampus p611c1es is of

particular concern to many aid off:ces.

A major problem within tne iarger state agencies is

their prlorltIZIng the needs of their own state

programs without always considering the needs of the

federal programs or the needs of campus f1nanc1al aid

lsibld., pp. 2-3.

19Ibld., p. 3.
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édmihiétrétoré. In some inStéhCés thié héé ‘resulted in

flnanc1ai ald dellvery system due to duplicate ,
collection of information,; requirements for additional
forms and/or documentation;, unrealistic application
procesgsing . deadixnss and addditional reporting-
responsibilities.

By the same. token, the federal government has often been

accused of devef%pxﬁg its program rules and regulations without

proper concern for the other participants in the delivery of

student assistance. States; private sburces and postseconaary

institutions also .contribute large sums of money to the student

assistance pooi and set their own rules governing the

expenditure of those funds. Mr. Francis Keppel, ‘Chairman of the

National Student Aid Coalition, expressed his views on this

topic at a hearing of the Governance and Administration

Subcommittee of the National Commission on Student Financial
%551stance-

general today in this area, it's rather easy to forget

trat there's probably two or three billion dollars

werth of private money going into student financial

support : : . : That becomes a very substantial factor

in the overall national program and it's quite easy to

get it out of focus.2i

With the assistance and guidance prov1ded by professionail

organizationg and other members of the institutional

administrations at their schools; financial aid officers have

risen to the chaillenge of managing the myriad student assistance

programs. As Mr. Keppel stated:

[process], the Lord be1ng thh us; someiguy 99?5,3 -
check. and the astonishing thing is, Mr. Chairm n; the
guy does get a check: 1I_frankly think it's a t stjmony

to the ingenuity of man. >~

o*

Qbibid;* p. 18.

Transcript of Proceedlngs of Governance and Admlnlstratlon

Subcommittee Hearing, Lexington, Kentucky, February 16, 1983,
pp. 64-65.

221pid., p. 7t.
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PROBLEMS_ OF- PROGRAM INSTABILITY

_ Perhaps no other area of aid office management has
frustrated the delivery of student financial assistance more
than probleéems associated with the instability of programs. over
the years the federal financial aid programs have experienced

change in the areas of eligibility determination, need analysis,

award levels, regulations and reporting requirements. Somé of
these changés have applied to all federal programs, while others
have been specific to a singlé component. Whatever theé cause,

" the effect has been the same--confusion on the part of aid

officers, students and parents as to the current rules of the -
game. Implementing these changes inva:iably,:esu{%%/{ﬁ delays
which ripple through the system and affect all of
participants.
~In a letter responding to the Department of Education
Credlt Management Task Force's call for public comments on the
student aid delivery system, Delores Cross, Director of the New
York State Higher Education Services Cbrpératioh,’ summéd up what
she thinks _are the consequences of program uncertainty and
delays in issuing final program rules:

Problems caused by f: nq1ng shortfalls have been
compoundeéd by delays in every conceivable aspect of the
delivery system including: final fundlng,levels, family
contribution tables, student award reports, campus
payment reports, campus validation instructions, loans
needs test forms, etc. How cadn access to higher
education bé provided when major program decisions are
no® known until October of an academic year?

Confidence in stability and commitment is being
severely undermined. :

Confusion and delay in the student financial aid
delivery system frustrate students and parents, _nd
turn many away from hlgher educatlon., Unfortunately,;
“shell game, undermlnlng to a certa1n extent the
advancés that have been made. in educatlonal access and

choice.?2
Problems associated with program instability and changing
regulations ahd requirements were a common theme of statements
presented to the National Commission on Student F1nanc1al

Assistance during its publlq hearings. Testimony from student
aid officeérs, college businéss officers, state ageéncy. officials,

23Letter from Delores Cross, New York State Higher
Education Services Corporation, to Patrick Sherrill, U.S:
Department of Education Credit Management Project, ipgil 21,
1983. -

(
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students and others included references to their difficulty in
coping with the uncertainty that has surrounded the federal

student a331stance programs in recent years.

cemmunlty was confusion surroundlng,the valication requlrementé
for the Pell Grant program. As part of its fiscal year 1983 )
budget submission, the Depart@eht _cf Education had réqUéStLd

reported data. This request was denied by the House

Appropriations Committee Subcommittee on Education; Labor, aﬁd

Health and Human Services in January 1982. Despite GOngresszonal

rejection of this plan; the Department authorized the Pell Grant

processor to issue Student Aid Reports included a message to

students that their information would need to be validated

through use of tax return forms and other suppozrting documents.

This controversy dragged on throughout the spring when Congress

finally appropriated a reduced amount of money to cover the

costs of valldatlon,,w1th the stlpulatlon thkat the Department

would not proceed with the 100 pergent validation effort.
J

Even when this conflict was resoived, tke Bepartment had

Still not issued final validation rules for use by institutional

aid offices. Institutions were unable to lngorm students of
a

summer--well

their Pell Grant eligibility untlgfggterith
beyond the normal time-frame for notifying students of their

Pell award levels. Aid officers were faced with having to

perform final validetion and calculation of Pell Grant awards

durlng the summer months, which are .normally thelrfbu31est time

. of the year. This typé of confusion and delay regarding program

rules detracts from the administrative efficiency of the

delivery systeme. The ramifications of this type of situation

were explained to the National CUmm13510n on Student Financial

Assistance by Lola Finch, Director of Financial Aid at

Washington State University and President of the National

Asscciation of Student Financial Aid Administrators-

The problems that are created by such actlon 1mpact

negatively on students; parents; ingtitutions, and.
particularly on the image of the financial aid office.

o /

The proce531nq of Pell Grant applications and the

generation of student eligibility reports are conducted

centrally by a private processor under contract to the U.S.

Department of Educatlon. S]stems Beveiopment Corporation,

‘located in Santa Nonica, CA, is the current holder of the
CONt.L a\.t .

v



Jack Wright; a ounselor at Franklin High School in Los

Angeles, Califocrnia, Informed the Commission that: (‘

The time line for postsecondary planning on the

secondary level does not occur in one month or even oné
year. Academic preparation for admission to a -
university transpires over a four=- to five-year.

period. Therefore, if a student believes that federal
cuts for education means no money for me, the .
motlvaglonal energy needed to achieve admission is
lost. R

_ Problems resulting from delayed or confused regulations end
up costing postsecondary institutions thousands of dollars each
year. Because aid awards often are not finalized before the
start of thé'acaaémic yéar, many schools allow stUdents to

room and board expenses. " Mr. Raymond Renner of the Un1Vers1ty

of Cincinnatti outlined the fiscal implications of this policy:
4

increase in Pell validation requirements, there are

large numbers of students (over 50%) registering for

"classes who have not received an approved Pell award.

To assist these students, the institution puts them on

a 'financial hold,' i.e., not canceling their

registration but allow1ng them to attend classes until

their Pell award is received. In September of 1982, of

the three thousand students who applied for Pell, two

thousand had either their paperwork delayed by the

federal government or tnere was a validation problem:

trying to solve each case probiem. Losses because: of

this problem occurred in several ways: |

IR (a) Cash was not drawn via the letter of credit

until the validation and other problems were
solved. The 1nst1tutton used its own cash to

was delayed.

{b) Numerous students ultimately did not receive a
Pell award, dropped out of school, névéer completed
validation and did not pay their tuition charge.
The university 1ncurred the loss of funds in these
instances. 26

2515&&; p- 128. )

1

Transcript of Proceedlngs of Governance and Adm1n1stratlon
Subcommittee Hearing, Lexington, Kentucky, February 16, 1983,
pp. 169-~-170. ) :
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"For the 1982-1983 academic year, Mr. Renner claims that these

deferrals will cost the University of Cincinnati approximately
$12,500<« .

Aid officers have also commented that.confusion regarding

rule changes is compounded by the lack of an organized effort to

disseminate the details 'of new or revised regulat1cns properly.

The Department of Educdtion has not been performing its

reSponsxblilty to notify program participants promptly and

accurately of changes as they occur. In some ways,,thls

functgpn has been delegated to the National Association of
Student Financial aid Admlnlstrators (NASFAA) . NASFAA has_

always made a practice of reporting changes in program rules:in
its membershlp newsletter. 1In many cases, NASFAA has
disseminated this information before the-:Education Department.

Sometimes this has caused confusion among the participants in

~the delivery system, not all of whom receive the NASFAA

newsletter. ~ -
s : ™~

Obviously, the Department otdEducat1on has the prime
respons1b1l1ty for providing this information to those involved

in the delivery process--postsecondary 1nst1tut1¢ns,7h;gb

schools, state. grant and loan agencies, private servicers,
application processors and others. It is integral to the
eff1c1ent operat1on of the a1d del1ver1\system that all of these

same information. _ -

of the student aid delivery process has increased dramat1cally

in the last ten years. Where aid offices once relied on "hard
copy" files as the basis for their accounting and delivery
‘operations, computer tape, microfiche and on-line terminals are

becoming commonplace in aid offices and state agenc1es across

the nation. The use of automated data processing systems and

advanced technological capakilities have enabled many aid

offices meet the demands of their increased administrative M\
responsibilities more efficiently and effectively.

Computerized systems have been employed for procedures as
51mple as recordkeeping and as complex as a1d packaging. Aid
offices use automated systems to generate aid award letters,

track students' academic progress, adjust student need analysis

reports, create NDSL repayment schedules and produce federal and

******** les aliow for easier

state reports. Automated data:

dits and for the constant

preparation for institutional

checking of aid expendltures and funds balances: These systems

have been very useful in coordinating aid office operations with

other campus offices, such as the business office and the

. registrar. ) )
‘ .



_ While a number of postsecondary institutions have invested _
in the hardware and software necessary to carry out the Y

automated processing of student financial assistarnce, many more

have not been able to avail themselves of this new technology.
The 1nitial costs of such a system make these resources

unattainable for many smaller institutions and for those whose

operating budgets leave no room for this type of major capital
investment. Same institutions have partially autcm§tédfsystems
that perform ;eébrdkeeping functions or track funds’‘control. '
departments for access to the céa@ral,camquNCmeUtér system.

In many cases, the aid office must submit information to the
campus compluteér center, which then enters the data into tiie
master computer system. Obviously, aid offices that must go
through this two-step process will have limited access to the!
data and will be able only to make limited._use of it. Aid =
offices that have been able to install on-line systems; in which
a terminal in the aid office provides direct access to the_
computer system, have distinct advantages in the capabilities

they can employ in data processing.’ L~

frvine's New Financial Aid Management On-Line Users System

The University of california at Irvine has one of the more
advanced aid offices in the nation in terms of the application
of computer systems to financial aid processes. The Irvine
campus serves over 6,000 student aid recipients including
undergraduates and medical and graduate studencs. The system
developed by the staff of the UC Irvine Aid Office has been -
named INFAMOUS, for Irvine's New Financial Aid Management _
On-Line Users System: The INFAMOUS system allows the aid office

staff at UC Irvine to access all documents and files reldting to
a particular student's financial aid status, summaries of

general student aid funds accounts; and computer tapes suppiied

by need analysis processors. The system can easily produce

1idtings of students receiving various types of student _
assistance. and can access other campus office data banks to .
verify class standing; enrollment and other information on
individual students. -

Otto Reyer and Hiroshi Ueha, the Diréctor and Assistant
Director of Financial BAid at Irvine, describe the INFAMOUS

- system in detail, and comment on the flexibility of the INFAMOUS

system as follows: :
‘ . : o L SN ) )
From a user's perspective, INFAMOUS has been designed
for easy' input and operation. Screen designs for the
terminals are updated annually based on information
provided by the staff most directly involved with a

variety of screen formats depending cn: the desired

45
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information. After the user enters the system a choice-
of display documents will gppear./ A staff member can
either ipput the requlred data for the student or
update ex1st1ng_data ,

- Of cqurse; not even¥e1nst1tutlon can be expected to operate
such a system. The aid office at UC Irvine is fortunate in
hav1ng the strong support of the . Unlver51ty Chancellor to -

-~ —pioneer more efficient management of the aid programs. One of
the administrative fules at the Irv1ne ¢campus that helped the
aid office in developing this system is the freedom given to
each campus office to supervise itsS own data.processing
activities without having to funnel axl requests through the
central campus computer cemter. This allows the aid office's

data processing specialists to concentrate solely on the needs
of the aid office and to be answerable diréctly to the aid-

director. - : /

e S

Eennsyivania H;gher Education Assistance Agency

—

investments in computer hardware 1s sharlng FESources among

participants ‘in the delivery process. Perhaps the most"

1nnovatxve apprqach to PIOVIdIng 1nst1tut10ns access to

Educatipn Assistance Agency (PHEAA).

~ Under the PHEAA system, computer terminals are. 1nstalled in
institutional financial aid offices. These terminals are hgoked
up by teiephone transmlssxon to the PHEAA central computer. _Aid

.officers can access’ numerous pieces of information on students,
fund balances; disbursements.and records maintained by PHEAA.
PHEAA describes the three primary purposes of the remote
computer terminal system as:

o the conservation of time, personnel and funds
through ready accessibility of data obtainable from a
central source;

o ' the quick and accurate transfer of Such data with
the resulting elimination of the need for sizable

amounts of paper documentation; [and]

: .
2 276ttc Reyer and Hiroshi Ueha, "Thé Univérsity of

¢

California; Irvine is INFAMOUS," Journal of Student Financial
Aid,"November 1982, p. 30.

4
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o an increased and improved service to the student and

.hid college or unlverslty}through a unlgue financial

i aid packaging.and recordkeeping system.

Services that can be perfofmed through the use of the-

remote@ terminals include need analysis; validation co:rectlon,

packaging; developing student budgets, report preparation,

monitoring of state awards, maintenance of student address

files; electronic mail. transférs with PHEAA or other terminal

users, and the de51gn and pr1nt1ng of award letters. The
personnel., The ablllty to make correctionS and reasSsess studént
eeg,caused by changes,ln circumstances allows aid offices to

provide. quick answers to student concerns about changes that may
occur in their eligibility or aid packages. Additionally, the
access that aid offices have to decailed information on aid -
recipiénts allows them: to ‘copduct in-house research to

determine, for example, the'1mpact that proposed program changes
would have cn their students.

, Since 1972, when the system was first introduced;,; over 90
schools have installed PHEAA remote terminals. In addition,_

- approximately 30 lenders in the state have installed terminals
to interface with. PHEAA and institutions on GSL-related  _
operations. PHEAA has greatly expanded the services available
to schools with remote terminals. Since PHEAA iIs a processor
under the Multiple Data Entry_ (MDE) component of the federal aid
programs, it can prov1de complete need analys1s reports directly
to the &chools very qulckly on the 225,000 students who annually
use PREAA-fo-ms to apply for aid. -

_The PHEAA remote terminal System represents a significant

services to the postsecondary institutions and lenders 1n its
state. While institutions pay to rent the terminal, purchase
program packages from PHEAA; and pay the cost of the telephone
hookup to Harrlsburg, their cost is kept to a minimum. PHEAA
has absorbed the bulk of the cost by purchasing the computer
hardware and devoting staff. resources to developing the programs
and operations guidelines fEr use of the system.

.~ Aid officers fortunate enough to have access .o the PHEAA
system repogt that they have a much greater ablllty to cope with
changes in program rules than the1r colleagues. The ability to
repackage aid- quickly and dccurately according to new criteria
or to alter need analyses overnight eliminates much of the
on-campus confusion that normally results from these types of
changes. This in .turn enables aid officers 'td communicate the

!

281nformation materials on the"DHEAA Remote Computer
Terminal System and Services.




impact of such changes to students more effectively and )
accurately. Students_are able to avoid the pitfall of basing
decisions on rumor and spéculation, as.so often has been the
caseyin recent years.

PELL GRANT PROCESSING

“

Currently, all applications for Pell Grant awards are
EroCésSEd.Céhtrallj by a contractor to the U.S. Department of
Education. 'This contractor receives Pell Grant applications

forwarded directly by students as well as data provided from
private processors who receive Multiple Data Entry (MDE)

applications. MDE allows students to complete one appilcétlggi.

" (nMost commonly provided by the College Scholarship Serv1ce, the
American College Testing Program or PHEAA) for processing. The.

MDE processor then sends student and family data to the Pell

. processor: . All students applying for Pell Grants receive a

Student Aid Report (SAR) produced by the Pell processor. This

report contains a Student Eligibility Index (SEI) which; when

- == =T22= Ay =T _ZTOT I AT -T2y _ Tt

cembined with information on the student's cost of ~attendance
and course load, is used to compute the amount of a . student

Pell Grant. :

In addltron to the 1n1t1al processrng of Pell appllcatlons,

roduced. ,Thlrty to forty
percent of the more than 5 millighA Pell applications received
each year must be resubmitted tg the central processor. The
corrections process is time confuming; labor-intensive and
costly for the processor and the federal government. Throﬁgh

\valldatioh. SARs flagged for va 1dat10n contain a prlntéd
lessage informing the student that he or she will ﬁéédito

produce Pproper. documentation of the 1tems on the appllcation

performed by the campus aid offlce, and data are forwarded to

- the central processor.

While the central proces51ng of Pell Grants provxdes for

tight administrative control of the Pell delivery system, it

also causes delays and frustrations for many involved in the

process. The need for students to recycle application
corrections through the central procesor causes delays in
determining their . ellglblllty and complicates their
postsecondary declslon-maklng.' The Pell system does not allow
for the flexibility that characterizes the award of other

e ] - .
&
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student axd funds: §eon KIng, testxfyxng on behalf of the

California Association of Student Finanr:ial Aid Admlnistrators,

pointed out the difference _between the pféééééiﬁé of Pell \

/
the student [must] return his appllcatlon or his SARA

as we call it; the Student Aid Report, for it to be

recalculated by the natlonal processor. SO ﬁpr our

campus-based funds,.,we are allowed to make the

adJustmentq but :for the Pell.Grant we are not.

w2 feel that the national processér is not capable of

belng sensitive to the needs of students in the same

manner that the financial aid officer who 1s\talk1ng
across the table with students.

By allowing the financial aid officers their privilege.
in all programs, then We wiJl certalnly allev1ate a lot
system causes students with the delays--and sometimes
many months delays--before fund$ can be put in the L
hands of students because they did not actually e
understand how to fill out applications, or their own
circumstances changed since..they had completed the
application. :

to COOrdlnate the Dprocesses 1nvolved in determlnlng,awards and
eligiblity for federal student assistance. 1Increasingly,

students and aid officers have been dealing with additional

forms, eligiblity criteria, and award notices. Problems are
encountered in trying to assemble ail the various sources into
aid packages for students: Differences in timifg, processing
time and processors are further complications. _There is no
doubt that students are alienated by this procedure and that

" some drop out of the Pell Grant corrections cycle before their
award 4s finally processed. Even errors that occur due to
kegpunch or other technicdl error at the processor must be .
corrected through resubmission of the application. Aid offices
are unable to act on behalf of students to rectify problems and

can only prod the student to submit his or her correction so

that the information can recycie back to the aid office as soon
as possible.

Transcript of Proceedlngs of Governancé and Admln*et;atlgg,W
Subcommittee Hearing, 2aaheim, California, December 14, 1982,
p. 43

]
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o Micheileen Dorar, Director of Admissions and Financial Aid

at Marymount College, summed up her frustraticns with the Pell
processing system at a hearing before the Senateé Education
Subcommmittee in July 1982:

While the basic program is Sound, and thé entitlement
- feature has enabled countless Students to obtain access
to postsecondary. education, the Jual system of ]
determining program._ eligibility for the campus-based
programs and the Pell Grant Program has caused
unnecessary confusion. among students and parents and
‘has nampered,lnstltut;ons' abilities to properly
coordinate student aid resources.

« i

TH§;NEED FOR FINANCIAL AID INFORMATICN

studentff1nanc1al ass;stance,,1ntormatlon,on the programs must

be widely disseminated. As the programs have evolved sSince

1965, So, too;, have efforts to publicize their existence.
Providing information on the programs has become a more ,
demanding task as the programs have grown in size and complexlty.

Séveral national and state sponsored studies have attempted
to gauge the importance of financial aid infcrmation for current
and prospeCtlve postsecondary students. Results. from ‘the_

(NLS 1972) 1nd1gate that f1nanc1al factors are very 1mportant in
decisions regarding postsecondary attendance. ' Approximately
oné~third of those ;surveyed as part of this study who did not.
plan _to enroll in a postsecondary institution reported that they
could not afford to attend college. This reason was cited by an
even larger proportlon of blacks (44 percent) and low income
pérsons (38 peércént). The NLS-1 972 also found that almost _

- oneé-fourth of those withdrawing from postsecondary schools did
so for financial reasons. _Thirty percent of the respondents
reported that _financial difficulties interfered with_their
classroom studies.3l Follow-up Surveys of the NLS-1972 have
shown that financing issues contin:e to be important to student :
as they decide whether to.remain ir. school or further their

postsecondary careers.
LY

> 30materials accompanying Lola Finch's testimony at the
ational CommisSion on Stident Financial Assistance, Governance
ind Administration Subcommittee Hearing, Anaheim, California,
ecember 14, 1982. :
3lU S. Department of Education, National Longitudinal

'Study of the High School: Class of 1972 (Washington, D.C.: U.S.
Government Printing Office, 1974) -
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The High School and Beyond Study, a natlonai longltudlnal

report conducted by the Department of Education's National

Center for Education Statistics found that 73 percent of the
58,000 1980 high school_seniors surveyed planned to use Some
form of f1nanc1al a1d to pay for thelr educatlon. The atudy

did not,know pnougb about the federal student aid programs to
answer survey questions. Minority and low incomé respondents
seemed to demonstrate the lowest levels of awareness about
\

financial aid programs.

Another national study, conducted in 1979, revealed
many students do not even apply for financial aid .if they)
perceive themselves tg be ineligible. This study, conducted by
the U.s. Department of Educatioh; éurVeyed undergraduate

of thoéé,etudentg who did not apply for financial aid,
almost 90 percent felt ¢hat they were ineligible for
assistance. Moreover, the importance of this reason
remains_constant across insStitutional’ types and income
tevels.33

The fact that low incomeé Studénts did not believe that they
could qualify for student aid indicates that they mayknot have
received. adequate information on the aid programs and their

~eligibility criteria.. By not attemptlng to apply for

assistance, these students may be missing opportunities to galn
help in fihanc1ng their postsecondary educations.

Jow ircome students in postsecondary education. In a paper

prepared for the National Commission on Student Financial

Assistance entxtied "Changes in College Part1c1patlon Rates and

Student. Financial Assistance: 1969, 1974, 1981," Dr. _John Lee

reported that college attendance rates for students. from the
lowest income backgrounds has been. declining steadily. On the

other hand, the paper shows that hlgher income students are

increasing their probability of rece1v1ng a1d awards. 3’

S —

32y.s. pepartment of Education, National Center for

Education Statistics, High School and Beyond Study (Washxngton,
D.C.: U.S. Government Printing Office, 1983).

-

' of Education; June i980, b. 21.

3450hn Lee, Chandes in College Particjpation Rates and

student Financial Assistance: 1969, 1974, /1981 (Washington,

-D.C.: National Commission on Student Financial Assistance, 1983).

-
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programs.. Since 1966, the flve TRIO programs have served more

-than 3 million students. Currently, 1,300 TRIO-sponsored {

- projects are serving more than 500,000 students. The: Talent ,
Search program prov1des 1nform ition on college opportun1t1es ahd

end }@grov1ng the quallty”of educa ion students receive:
Projects on campuses assist students in adjusting to
postsecondary challenges and supplement the _counseling serv1ces'

offered by the colleges where they are based. Education

Opportunity Centers prov1de information on postsecondary ™~
opportunities to unemployed adults and\recipients of public .
assistance. .

INFORMATION AT THE SECONDARY LEVEL

Knowledge about the financial a1d prograﬁs and their

elxgxbxlxty standards is acquxred thfougﬁ a process that begxns

at the secondary level. Several studies of aid information

needs have pointed to the importance-of providing information to

students during the years when they are contemplating their

" postsecondary options: A 1982 survey of high school seniors in

New Jersey indicated that 64 percent of the respondents received
most of their information on aid programs. from high school
counselors: Only 17 percent contacted the financial aid cffices
at _schools they considered attending. for this type of
1nformat1on., Other portlons of the New JErsey study concluded

to them. rMoreover, these students are not familiar with the
détails of the programs (for example, eligibility standards,
sources of the funds, responsibilities) or hold inaccurate
assumptions about student aid.-

college opportun1t1es and financial assistance informed the
National Commission on _Student._ Financial Assistance that the

quality and quant1ty of counseling for: postsecondary-bound
students varies greatly at the high school level.

My concern is nere doés-the student and his parents go
for assistance when there._ is no one trained to help
them. .Not all high schools have full-time college

counselors. Many of my peers have added

35Linda Gearl, "NJHEAA Report on Financial Aid Survey
lTrenton. New Jersey Department of Higher Education, Office of
Student Assistance, August 1982).°
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reponsibilities such as teaching of classes, regular
s courseling loads, éupérViéioné;athlétic supervision
responsibilities, et cetera.3
This counselor goes on to describe the especially critical

nature of providing counseling at the secondary level for

minority and low income students. <

The federal government has been involved in educatlng high

school personnel on the detalls of the student aid programs and

application process.f The Student Finénéiéi “Aid Tféinxng Program,

information on general provisions of the id programs,
requirements, application procedures and counsellng hints. This
past fall, for example, workshop partlclpants received a
resource package including materials on increasing parent
involvement, media materials, scripts for visual presentatlons,

and a reproduCiblé guide for studeénts and parents.

locations around the country, they still do not reach the

majority of high school counselors. Counselors often encounter
difficulty in obtaining release time from their schoo;ﬁfi -
responsibilities or money to cover the1r expenses in traveling
to these workshops. .

postsecondary deC1510n-mak1ng is to prov1de access to accurate

information on their eligibility for student assistance and the

true costs of college attendance. The 1980 Amendments to the
ngher Education Act of 1965 irnicluded a provision for developing

"pre-eligibility Federal financial aid form." Thls form would
be made available at no charge_to students to assist_in
determining their e11g1b111ty for federal programs.

Unfortunateiy, this program has not been funded by the Congress.

The College Scholarshlp Service (CSS) has initiated an
effort to provide a pre-eligibility determlnatlon service to

students. For a $7 fee, students submit financial data to the

CSS . Early F1nanc1al Aid Planning Servica which estimates the

student's éxpected \family contribution and informs the student
of the aid sources Evallable at the four postsecondary schools
he or she may select.

packages or thé potential mix-between self-help and grant aid
that the student may receive.

The report does not estimate student aid

36Testlmony of Richard Bowe, National Commission on

Student Financial Assistance, Transcript of Proceedings of

Governance and Administration Subcommittee Hearing, Anaheim,
California, December 14, 1982, p. 1l1l6.

37public Law 96-374, Section 483(c).
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CHAPTER iii; CONCLUSIONS AND RECOMMENDATIONS

The system for delivering student flnanclal assistance has

grown in size and complexity since the passage of the Higher

Education Act of 1965. As new aid programs have been designed

'ind others modlfled, the dellvery system has been adapted and

servirng more students. Simultaneous with the expansion of the
federal aid programs has been the development of numerous state,
institutional and private sources of assistance for students.:
The ability of the aid delivery system to integrate these

various sources of assistance successfully has been severely
challenged in recent years. _
fgcted the

Growing paperwork respon51bll1t1es have af
operations of all of those involved in delivering student
financial assistance. Students and parents are also faced with
increasing numbers of forms to complete and Procedures to follow
in the aid application process. Financial aid officers in
postsecondary institutions have been loaded down with increased
respons1b111t1es and admlnlstratlve tasks. At the same tlme,

regulations have serlouslv compllcated the tasks of those
admlnlsterlng the programs. "

THE NEED- FOR A MASTER CALENDAR

CONCLUSIONS

The dellvery of financial assistance to current and
prospective gostsecondaryfstudeanf;nvolves a. cooperative effort

between the federal government, states, private organizations,
lenders, postsecondary institutions, students and parents. The

determination of a student's eligibility for student assistance

and receipt of an ald'package involves the coordlnatlon of the
financial resources of all of these parties. Although the

federal government is the largest 51ngle prov1der of direct

‘student assxstance, it cannot function in isolatien of, the other

parties in aid delivery. Decisions made at the federal level

1nvar1ably affect the operations and policies of all of those

‘involved in dellverlng student aid. -

' ~

in aﬁademlc year 1981-82, the federal programs provided

over $6 billion in financial aid to postsecondary students,; or

60 percent of the direct- aid received by students. States,

private sources; and postsecondary institutions contributed the

remaining 40 percent, totailng over $4 billion. Postsecondary

institutions, alone, provide $2.8 billion in student aid, over

one-fourth of the national total. Today, the provision of

financial aid to postsecondary students is a true “partnership.”
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On the administrative side, this partnership has
experienced a great deal of strain in recent years. Delays. in
federal decision-making; changes in federal rules, and varying
appropriation levels for federal programe have combined to

complicate the delivery process for all providers of student

assistance: Prokbiems with the federal programs result in
confusion and.inconsistencies at the state and local levels.

Since federal aid serves as the foundation upon which student

aid packages are built, students cannot be notified of the

amount and type of aid they will receive until federal rules are

finalized:. 1In order to compiete their aid packaging, aid .

niLficers need to know. .

o the eixgxbxl:ty—and award schedules for Pell Grants;
o the family contribution schedule for the campus-based
programs;

.0 the amount of their campus-based funding;
o the current year validation requirements and procedures;
and ( 2

o the eligibility and awarding cr1ter1a for the Guaranteed

Student Loan program. !

If this information is: not available before aid applications are

'recelved by the aid office--usually starting in February-éthe

1nst1tut10n w1ll be unable to provide consistent; accurate

information. to students on the financial aid that they can
expect to receive.

This problem is especially critical for enterlrg students;

those considering transferring to another institution, and those

whose financial circumstances have changed 51nceathey last

applied for ald., Even those students who are continuing at the

same 1nst1tut10n and whose financial conditions have not_.been

altered need to know if they can, expect to receive the s%me’ald

package as in previous years. The abllxty of students to plan

for the academic year in August or September is severely limited

if rellable 1nformat10n on student aid 1s not avaitabile:

Problems ggﬁ;atefngt;f}ggt;gnfgé students; especially

flrst time students, ercde the effectiveness of the aid programs

in achieving their stated goals. William ihlanfeldt, Chairman

of the Federation of Independent Illinois Colleges and

Universities, informed the U.S. House of Representatives

Subcommittee on Postsecondary Education that because of late
not1f1cat10n~

famllles are 1nh1b1ted71n their flnanCIal Planning, for

it is common for students. not to receive announcement
of their award until near or after they have graduated

]
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In order to assure the effectlve dellverv of student
f1nanc1al a331stance, the Commission recommends that the Master

Calendar be included as part of the Higher Education Act of
1965, as amended. Thus, the dates in the calendar would have to
be met through the cooperative efforts of the Education

Department; the Office of Management and Budget (OMB),;, the
postsecondary community; and the Congress or last year's rules
or forms would be used. In addition to the dates specified in
the calendar; the Commission believes it is crucial to set a
deadizne whereby no changes can be made in program rules or

of instruction for which these rules would appily- Importantly,
this would preclude proposing changes to eligiblity formulas--

for example changing the definition of an independent student--

that could change the data elements or the structure of the
applicaton forms and thus delay their distribution or processing.

In order for the deadlines estabiished in the caiendar to

be met, the Department of Education will have to work

cooperatxveiy with OMB to submit proposals and obtaxn clearances

before the deadllne dates. The dates .set forth in the calendar

represent the end of specific processes including OMB clearance,
where it is required:

It is the respon51b111ty of the Congress to ensure that the

administration complies with the calendar and to oversee the

delivery process tc ensure that it is functioning smoothly and

efficiently. 1If changes in the calendar are needed, they can be

accompllshed through amendments to the Higher Education Act.

RECOMMENDAT IONS

o ESTABLISH A "MASTER CALENDAR" THAT INCLUDES SPECIFIC DATES
FOR THE SUBMISSION OF FAMILY CONTRIBUTION SCHEDUES FOR PELL
' GRANTS, CAMPUS-BASED PROGRAMS, AND GUARANTEED STUDENT LOANS;

o PROGRAM REGULATIONS SHOULD BE ISSUED IN FINAL FORM NO LATER
THAN ONE YEAR BEFORE THE ACADEMIC YEAR FOR WHICH THEY WILL
APPLY. DECISIONS SPECIFIC TO AID APPLICATION FORMS OR/THE
DATA ELEMENTS TO BE INCLUDED IN THE FORMS -SHOULD BE FINALIZED
EIGHTEEN MONTHS PRIOR TO THE START OF THE APPLICABLE ACADEMIC
YEAR.
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FOR THE DELIVERY OF FEDERAL STUDENT FINANCIAL ASSISTANCE BE
INCLUDED AS PART OF THE HIGHER EDUCATION ACT OF 1965 AS

o THE COMMISSION RECOMMENDS THAT THE FOLLOWING MASTER CALENDAR

AMENDED:

MASTER CALENDAR FOR THE DELIVERY

OF FEDERAL STUDENT FINANCIZIL ASSISTANCE

i ,
o

Task to be Performed

First Meeting of the Education Department's
Technical Committee on Forms Design

Family Contribution Schedules Published in
Federadl Register

GSL Need Analysis Elements and Need Analysis
Formula Published as an NPRM ‘

Family Contribution Schedules Final

Distribution of Institutional Application for
Campus-Based Funds (FISAP) to Institutions

Application for Federal Student Assistance (AFSA)
dnd MDE Data Elements and Instructions Final

GSL Need Analysis Elements and Need Analysis
Formula Finalized
Forms Delivered to Servicers and Printers

GSL Nced Analysis Elements and Need Analysis
Formula Published in Federal Register

GSL Eligibility Information Distributed to
States, Lenders; and Institutions

Pell and MDE Forms, Instructions;,; and Training
Materials Distributed

All dates refer to the year preceedinc

instruction beginning July 1. For example,

November 1, 1984 for courses beginning after Luly 1,

an
<o

" Completed By*

February 1
Agrii 1
7

June 15
July 1

August 1
August 15.

August 15

Septémber 1
Septémber 1

October 1

October 1

November 1

N perlod of
ms are dlstrlbuted on

1985.



Task to be Performed Completed By*
Final Date for Submission of the Institutional -

Application for Campus-Based Funds (FISAP) November 1**
Edited FISAP and Computer Printout Sent to

Institutions December 1
Tentatlve Award Levels Received by Institutions February 1
Campus-Based Appeals Process Completed March 15
Final Award Notifications Sent to Institutions April 15

Pell Grant Authorization Letters Recelved by )
Institutions _ . June 1

soon as p0°51ble., The Education Department shculdﬁp;ggebb

appl .cations as they aré received to ensure that edited FISAPs
are distributed in accordance with the spec1f1ed timetable.

If the deadlines includéd in thé calendar are not adhered _
to, the rules or forms used in the previous year would remain in
effect for the current year.

Congress should also glve serious consideration to

| extending the time frame for the student aid application
process. This would involve allowing students to submit aid
applications beforé January 1 of the relevant academic year. In
order to implémént thls system, students would be able to use

family income from the prior year.

DISSEMINATING REGULATORY CHANGES

CONCLUSIONS

in. assessxng the problems assoc1ated w1th change= in

reguiations and program requirements, one of the kevw areas of

concern is the ability to secure accurate,fflnal copies of these
rules. Problems have been cited in the dissemination of final

rules to program part1c1pa1ts.
\
)
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RECOMMENDAT IONS

© THE U.S. DEPARTMENT OF EDUCATION. MUST ASSUME THE PRIMARY

RESPONSIBILITY FOR DISSEMINATING FINAL COPIES OF REGULATORY

CHANGES TO ALL PARTIES IN THE DELIVERY SYSTEM. DISSEMINATION

OF REGULATORY REVISIONS SHOULD BE _ACCOMPLISHED QUICKLY _AND

SHOULD ' INCLUDE "LAY LANGYAGE" INTERPRETATIONS OF THE RULES.
ADDITIONALLY, THE DEPARTMENT SHOULD. ISSUE A COMPREHENSIVE

WILL BE ABLE TO DETERMINE IF THEY HAVE A COMPLETE SET OF
REGULATIONS RELATING TO STUDENT ASSISTANCE. ’

~ The Department may continue to use its "Dear Colleague"
letters and t @ Office of°Student F1nanc1al Aid (OSFA) Bulletln
as its prime ..eans of dissemination and should update its
mailing lists annually.

USING TWCHNOLOGICAL RESOURCES

CONCLUSIONS A

~ _Advancements in data proceéssing capabilities and their
appllcatlon to student financial assistance have eased the X
workload for those financial aid offices and state agencies that >
usé these resources. However, many delivery system participants
cannoét afford the initial investment to establish an automated
system.

It has been stated in testlmony before txe National
Comm1551on on Student Financial Assistance that almost all
participants in_the delivery process can benefit from the use of

advanced technologles. Whlle ‘not a panacea; the use of

per1de greater _access to information on individual :ec1p1ents,
and allow aid offices the freedom to adjust aid awards and need
analyses when circumstances warrant such action. As one aid

officer commented:

reconflguratlon of the student aid del;ve:y system. We
should use these technologies to establish a new system
before the current system breaks.

Growing numbers of students served by the programs, program rule

changes, audit specifications, management requirements and

program participants have made the aid delivery system too
complex. to be efficiently administered through manual means.

I

39Nat10nal Commission on Student Financial Assistance,
Transcrlpt of Proceedings of Governance and Administration
Subcommittee Hearing, Lexington, Kentucky, February 16, 1983,
p. 41.

Q . 55 .




The encouragement and development of state-of-the-art
technological applications to student aid dellvery shnuld be a
priority of all séctors of student aid delivery.

~ _The cost of thesé Systéms must be shared by theé program
participants. The System operated by thé PennsSylvania Higher

- Education Assistance Agency exemplifies how states can take the

initiative in sharing téchnblogicél resourcés with postseécondary
institutions and others 1nvolved in the delivery of student

financial assistance.

RECOMMENDAT ION
o THE FEDERAL GOVERNMENT, THE STATES AND POSTSECONDARY ]
INSTITUTIONS SHOULD WORK COOPERATIVELY TO ENCOURAGE THE USE

OF AUTOMATED SYSTEMS FOR DELIVERING STUDENT FINANCIAL
ASSISTANCE.

redesigned ,to take advantage of automated capabllltles. Tape
exchanges;, electronlc mail, the standardization of reporting
forms and other facilities should be used to the extent
praétiéal.

postsecondary institutions to share information and to encourage
student aid applications of advanced technology. Efforts to.
redesign existing computer hardware and software for delivering
student aid or to enhance the computer resources of aid delivery
participants should be encouraged by all parties in the delivery
of student financiail assxstance.

PELL GRANT PROCESSING . C

CONCLUSIONS

The system for processing Pell Grant applications needs to
be reviewed in order to improve its own internal efficiency and
to reduce the burden that 1t pléCéé on students and financial
aid officers. The current system is not suff1c1ently 1ntegrated
with the operations of the other aid programs. Separate
reporting requirémeéents, appllcatlon proce551ng and management
rules cause confusion among_those involved in the delivery
process. Students, especially, are alienated by this process
and are often caught in the midst of administrative
inefficiencies. ~

.~ The use of a central processor. for Pell. Gréhté creates
dupllcatlve work on the campus level in both applicétibn
processing and reporting. The correction of errors in
application data is a timé-consuming procéss for Studénts and
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aid administrators and results infsignificant delays in awarding
*Pell Gramt dollars to students. The processing of correctlcns,
at the central facility is largely a manual process that 1s both
costly and inefficient.

v
-

RECOMMENDATIONS

o THE FEDERAL GOVERNMENT SHOULD EXAMINE THE PELL: GRANT
PROCESSING SYSTEM IN ORDER TO IMPROVE PROGRAM EFFICIENCY AND
EXPEDITE THE DELIVERY OF PELL GRANT AWARDS TO STUDENTS. -
CONSIDERATION SHOULD BE GIVEN TO GRANTING MORE FLEXIBILITY TO
POSTSECONDARY INSTITUTIONS IN THE PROCESSING OF PELL GRANTS

ESPECIALLY IN THE AREA OF CORRECTIONS

Measures to redesign the Pell Grant processing system could

o allow1ng postsecondarv lnstltutlons to proc ss
corrcoctions to Pell Grant applications;

o coordlnatlng the reportlng requlrements and forms for

6o automating all furnictions of the céntral processor;

e redes1gn1ng Pell Grant appllcatlons into a
machine-readable- -format; and .
]
b, allowlng postsecondary 1nst1tut10ns to determlne student

STUDENT AID INFORMATION
~CONCLUSIONS

. The™availability of accurate, comprchensive information on
student ™nancial assistance is crucial to students and parents
who are making decisions about postsecondary education. Acceéss
to this information is important during and prior to enrollmeéent
in a postsecondary institution. Changing rules, eligibility
criteria and award levels for federal student assistance.

programs have placed an even dgreater burden on those involved in

disseminating information on student aid programs.

The quality and’ quantlty of information on student

'ass1stance varles from state to state and from school to

school. Whlle federal efforts to prov1de postsecondary ‘students
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have increased in recent years, there are still gaps; confusions

and misconceptions among those needing this information. 1In
fact, the Department has reduced the number of copies it

publishes of its annual basic student guide to aid programs.
In some instances, initiatives on the parts of states, student
aid officers and high school personnel have provided valuable
supplements to federal efforts. These personnel also are the
major disseminators of information on nonfedéral sourcés of
studernt assistance. -

_ . R . & oo R -

) Décigiong,régarding,postgégondary,attéhdénCé are often made
€arly in a student's high school career or even in junior high
school. Students at these levels also need access to reliable
information on the aid that may be availablé to them. Secondary
§Chobl péréohnél répbrt thét thé provision of ihfbrmétion on
left up to to the initiative of individual thh school
counselors or guidance officers. This meins that the
dissemination of information at this level is inconsistent.

The TRIO programs have beeﬁ a valuable éuppiémént to

disseminated in a more systematlc fashion in ordér to ensure
accuracy and minimize confusion. Problems have arisen when
media accounts of changes 4in aid programs conflict with reality
or with information being disseminated by aid officers and
counselors. This type of circumstance can undo much of the good
accomplished through federal and local information dissemination
efforts. }

RECOMMENDATIONS | «

o THE FEDERAL GOVERNMENT. SHGULD ASSUME THE ROLE OF COORDINATOR

ASSISTANCE PROGRAMS. EFFORTS SHOULD BE MADE_ TO COOPERATE
WITH §TATES TO DISSEMINATE INFORMATION ON ALL SOURCES OF

STUDENT ASSISTANCE, BOTH FEDERAL AND NONFEDERAL.
o SECONDARY SCHOOLS AND SCHOOL DISTRICTS SHOULD BE INCQUDED IN
FEDERAL INFORMATION DISSEMINATION EFFORTS. THEY SHOULD
RECEIVE ALL INFORMATION MATERIALS PRODUCED BY _THE DEPARTMENT
OF EDUCATION AND SHOULD BE ISSUED STUDENT-ORIENTED _
DESCRIPTIONS OF AID PROGRAMS THAT CAN BE DISTRIBUTED TO

STUDENTS AND PARENTS.
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o THE DEPARTMENT OF EDUCATION SHOULD "WORK WITH THE GUIDANCE AND

LEVEL TO DETERMINE THE NEEDS OF SECONDARY SCHOOL STULCENTS AND
COORDINATE TRAINING AND THE DISSEMINATION OF STUDENT AID /
INFORMATION. ORGANIZATIONS REPRESENTING COUNSELING PERSONNEL

SHOULD BE CONSULTED BY THE DEPARTMENT AS A PART OF THESE' /
EFFORTS .

o THE DEPARTMENT OF EDUCATION SHOULD CONSIDER”IMBLEMENTING THE

"PRE-ELIGIBILITY" DETERMINATION SYSTEM DESCRIBED IN SEQTION

483(c) OF THE HIGHER EDUCATION ACT SO THAT STUDENTS AND
PARENTS CAN HAVE MORE ACCURATE INFORMATION REGARDING JTHE

REACH OUT TO STUDENTS WHO DO NOT ATTEND A POSTSECONDARY
INSTITUTION IMMEDIATELY AFTER HIGH SCHOOL. ;

MONITORINGMTHE,DELIVERY SYSTEM

CONCLUSIONS

A crucial factor in the proper functlonlng of the delivery
system is the maintenance of communication between the
Department of Education, the Congress, the postsecondary
education community and others involved in/the delivery <f
student assistance. This type of communication has been

conducted informally throughout the history of the student ald
programs and has become an essential part of the de51gn of

program rules in recent years.

With the establishment, twn years ago of the National

Student Ald Coalltlon, thlS communlcatlon has become even more a
part of the decision-making processes of Congress and the

Department: The Coalition is compriseg of representatives of

organizations and associa*ions and members of the public o

concerned about student aid programs and their administration at

the federal; state; campus and student levels. The Coalition

has offered comments on family contribution schedules; the

definition of an independent student; and the majority of

regulatory changes proposed by the Department of Education. The

Coalition also conducts research on toplcs of interest to its

membership.

-

Imperattve that federal deCISion-makers do not conductrbus1ness
in a vacuum, without the input of the postsecondary communitys

The delays in the delivery system, the problems they have caused

participants in the delivery process; and the general air of
confusion that has surrounded the delivery of student assistance

.
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between the Department of Educatlon, the eongress and the

part1c1pants 1n the student aid delivery system.

OPTIONS

Two optiors for monitoring .the student aid delivery system

have been identified by the National Commission's Subcommittee
on Governance and Administration.

Informal Monitoring

their efforts to monitor the student7§;d7Qe;1ge£y system more
closelj. By working cooperatlvely, the executlve,and

legislative branches can oversee the operatlons of the deilvery

systém, work to overcome problems that 1rise, and develop

refinements to the system so that it can operate in the moét
efficient and effective manner possible.

¢

Both the Department of Education and the,Congress can_

expand upon their current practices in order to monitor the _

delivery system more closely. Congress should corntinue to use
its oversight function to hold public hearings and to authorize
1nvestlgat10ns of specific aspects of the delivery: system. The
upcoming Reauthorization of the Higher Education Act of 1965
presents Congress with an opportunlty to examine thoroughly the

eéntire delivery process.. congress can also monitor the concerns

of the participants in the delivery system through normal

channels of constituént contact. In recent years, especially,
financial aid officers, state officials and others have not

hesitated to contact méembeérs of Congress through the normai
_procesoes of representativé goveérnment.

-~

The Department of Education uses a var1ety~of meang to
monitor the deiivery system. The Department s efforts to study
and analyze various delivery system components formally have

yielded valuable information on the operations of the programs

3t the £+ deral, state and campus levels. The results of these

studies :ave often led the Department to develop regulatlons -

remedy inefficiencies or correct problém areas. Whenever the

Department issues proposed regulations, it hears from dellvery

system participants through the public comments it receives.
The comment period that follows the issuance of new regulat;gns
aLlcws those affected by rules changes to send suggestions to

the executive branch. ) S~

1]

The Department may choose to expand these communlcations P

issuing public notices before regulations are formally

proposed This would allow the community to recommend solutioris

in areas that the Department has identified as needing at tention

and to suggest nonreguiatory responses to perceived problemo.




in this context; the Department of Education should enhance

its communications with the Congress concerning the functioning

of the student aid delivery system: By the same token; the

Congress should keep the Department informed of the comments it

receives from constituents and work with the Department to

remedj problems.

The Congr'ess should establish a student aid delivery =

advisory panel. This panel would serve to monitor the operation

of the delivery system and coordinate the efforts of the

federal,; state; institutional and private partners in the =

. delivery of student aid. This panel would advise Congress and

the executive branch and conduct research as needed on issues

pertaining to the delivery of student financial assistance.

The coordination of efforts to monitor 'the delivery process

would be formalized thrxough the establishment of an adv1sory

panel that would provide both the Congress and the executive

branch with comments, analyses and proposais,on the student aid
delivery system. This advisory panel would monitor the student

aid delivery system to ensure that it is:

o operating ég'efficientl? as §6§§i51§5

o treating all participants equitably (that -is;, not

placing an unequal administrative burden on any one sector); and
o maintaining overail stability and predictability-

The paneirwouid also ensure that no aspect of the delivery

prccess is inhibiting student access to the programs.

The panel would not be charged with the development of

public policy; rather it would consult with Congress and the
executive branqh on delivery matters. The panel would be

expectéd to point out the potential consequences of federal

actions;, especially as -they relate to the state; institutional

and private partners in the delivery system: In general, the
panel would serve as a valuable rescurce for federai
policy-makers.

Panel members would be chosen because of their technica:* _
knowledge of the delivery system and not as representatives of’
specific interest groups. The panel would not be asked to -
<dv1se on approprlatlons or overall program policy matters. A
admlnlstratlvevand technical concerns of all delivery system
pizrticipants (for example, postsecondary institutions, lenders,
state grant and loan _agencies) be communicated to Congress and
the -_xécutivé branch. ,




This advisory panel should be established by Congress under
the Higher Education Act of 1965. It should be establlshed for
a set time period (possibly five years) at whlch ime it would
need to be reauthorized; The panel should con51st of 12 to 15
members chosen from variougs segments of the delivery system
including postsecondary institutions, state agencies, lenders,.

. secondary schools, students, parents, the_.private sector” and: the
public at large. Appointments could be made by the President_ in
consultation with the Secretary of Education with the approval_
of Congress. Alternatively, a portion of the appointments could
be delegated to the House, the Senate and the Executive. The
terms of panel members should be staggered so as to promote
diversity while at the same time ensuring continuity.

 The advisory panel sliould receive an annual appropriation

to cover the costs of a two- or three-member research staff, an

executive director, clerical support and travel for panel

meetings. The staff of the advisory panel would serve at the
pleasure of the panel.
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SECTION II. MANAGING THE GUARANTEED STUDENT LOAN PROGRAM

CHAPTER IV. GSL MANAGEMENT ISSUES -

INTROBUGTION

Title IV of the Higher Educatlon Act of 1965, is interded to

provide access to low-cost loan capital to students pursuing a

postsecondary education:. In the 1981-82 academic year; the GSL

program provided over 3.5 million students with approximately $8

billion for this purpose. Since 1965; more than 18 miilion

loans have been issued totaling more than $30 billion:

complex and involves many participants. The federal =

government does not directly provide the capital for Ipaggf@ade

to students: Rather; 1t has estabilshed ‘a network of Incentlves

Loans may be issued by traditlbnai lenders (banks; savings and
loans) or others; such as insurance companies; credit unions and
postsecondary institutions. These lenders receive three key
incentives for agreeing te lend under the rules of the GSL

program.
o Special allowance payments are paid to-Ienders in order
percent) interést rate charged for Guaranteed Student Loans and
the cost of money to the lenders:
o Thé amount of interest that accrues on loans while the
student remalns 1n school is paid quarterly to the lender by the

o Lenders are guaranteed for 100 percent of the remalnlng
loan pr1nc1pal and all interest accrued if the borrower defaults
on his or. her loan. Defaulr clalms are subject to verification

undér the ausplces of guaranty agenc1es. These agencies act as

the primary guarantor of loans in a state or territory, recruit

A detalled dlscu551on by those part1c1pat1ng 1n the

CommiSsion on Stvdeént F1nanc1al Assistance, ' "Guaranteed Student
Loans: A Backdround Paper" (Washington D.C.. NCSFA, March 1982).
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lenders, provide a551stance to borrowers and lenders, and assume

many of the administrative reponsibiiities connected with the

program's operations: These agencies may be state agencies,

state-chartered entxtles of various forms, or nonprofit

organizations operating within a state.

Stat*te guaranty agenc1es are the most comprehensive  source
of data and analysis in the GSL program. Ihe,Quartérly Reports
required of guaranty agencies provide the Education Department .
with information on lending volume, distribution, defaults and
agency operatlons. Agenc1es are 9ard an Admlnlstratlve Cost

state approprlatlons and jncome from 1nvestments,,thé Aéﬁ and
the insurance premium provide the major portlon of an ageéncy’
financidal support. .

Postsecondary instituticons are playing an incrgasingly
crucial role in the proper administration of the Guaranteed
Student lLoan program. Institutions are respon51ble for
calculating the need of loan apprlcants, certifying students®
ellglblllty,,determlnlng the maximum amount students may borrow,
monitoring theé academic progréss and full-time standing of loan
recipients, notifying lenders_when students' status make them
ineligible for in-school benefits, and counseling student
borroweérs before the loan is issued and prior to their leaving
school. :

. As was noted in the discussion of the Study of thée Cost of
Aid Delivery on Campus (see Chapter II), postsecondary.
institutions incur significant costs in order to fulfill their
role in the GSL delivery process. Proper adminiistratiois of %“he
GSL program on campus involves close Cdeératibn betwecn the
financial aid office and the registrar's office. Although som&
lenders provideé counseling for (3L rec1p19nts, institutions are
charged with primary respon51b111ty for advising students of the
rights and réesponsibilities associated with their loans and for
ensuring that students understand their repayment obligations.

7

: Lenders are the key players in the GSL. dellvery process.
Without the part1c1pat10n of approalmately 12,500 lenders _
nationwide; the GSL program would not bé able to serve the large
numbers of postsecondary studeénts that it does today. The vast
majority of federal funds spent for the GSL program are paid to
lenders. It is of prime importance that the federal government
exercise stringent managemént control over its lender payment
system. More than $2 bllllon a year are pald by the fedﬁral
The Department of Education musSt maintain a system that is
fléxible enough to méet the néeéds of a very diverse group of
lenders yet céentralized enough to be easily verifiable and
auditable. :
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they pay. Those agencies whose default rates exceed 5 percent

must absorb an 1ncreas1ng _portion of default costs.* In 1982,

the guaranty agencies were held responsible for less than

one-half of one percent of the total paid out in federal

guarantees on defaulted lOans.

State guaranty agencies have been cruc1al players in the

effort to keep GSL defaults to a minimum.. The Education

Amendments of 1976 included several provisions to strengthen the“
role of guarantv agencies in reducing default costs. Congress,

at that time, expressed its belief that defaults could be

controlled more effectively through a decen:ralized process:

The high default rate associated with the centrally administered

Federal Insured Student Loan program (FISL) de2monstrated that

trying to manage the _program from Washington; D.:C.; was not the-

most efficient method for ensuring a low default rate-:

The 1976 imendments included several provisions to

encourage the increased involvement of state agencies in the
dellvery and collection of student loans. The rate of

reinsurance on defaulted loans was raised from 80 percent to 100

percent (contingent on low default rates): Aagencies were
authorized to receive a federal Administrative Cost Allowance

(ACA) of up to one percent of their annuai ioan voiume. mhxs

expenses, i§ intended to offset the costs of wanaging the

federal loan program at the state level. ~The 1976 Amendments

money they collect from borrowers whose loans have been
defaulted. Previously, these monies were returned to the
federal government to offset the costs of reinsurance. The 30

percent incentive. pajment,,whlch cannot exceed the expenses

associated with the agency's collections efforts,;, is designed to
encourage_stepped-up efforts to recoup the dollars paid out on
default claims. A series of other 1ncent1ves, including a
five-year . guarantee of 100 _percent reinsurance for new agencies
and federal "advance money" to offset start-up costs; were
1ncluded 1n the leglslatlon 1n order to spur the growth of

in states where they were racklng.

What has developed over the years has peen a partnership
aimed at reducing default rates and costs: Whlie;ienders

primarily are responsible for the collection of-defauited

Guaranteed Student Loans, they can turn to their respective

Jurisdlctlon iS more than 5 percent, it receives 90 percent

reinsurance for the remainder «f the fiscal year; when defaults

reach or exceed 9 percent, an agency receives only 80 percent
reinsurance.
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guaranty agency for help in collectlng from reluctant repayers.
One of the _most important services provided by these agenc1es is

preclaim assistance. This involves assisting lenders in

locating borrowers who are not responding to reguests for

payment and, in general, persuading borrowers to honor their

obligations. Agencies work closely with lenders to assist them
in designing their origination and servicing practices and
provide materials and training to support pérticipéting
lenders. The increased role of guaranty agencies and the

resources they maintain have been key elements in thea
prec1p1tous growth in the number of GSL lendérs and re:ént
increases in GSL volume, while at the same time keeping the

default rate as low as possible:

Measuring the rate of Guaranteed Student Loan defaults has

also been a source of controversy. 1In general, there are two
wayS to express the GSL default rate: The U.S. Department of

Education reports that, as of 1981, the rate of .default on all

tcars issued under the GSI. program since its inception stood at
+2.3 percent. This repres=nts a decline since 1980, when the
rate vas 12.5 percent. The federal government also réports a
"net" default rate. This rate is ccmputed by subtracting the
amount of money collected from defaulted borrowers through the.
efforts of guaranty agencies and the federal government from the
amount of default claims paid in that period. This calculation

18 similar to "low rates" that are commonly employed by private

lending institutions. 1In 1980, this rate stood at 5.9 percent
and dropped to 5:8 percent in 1981. Neither of these default

rates actually reflect the current state of GSL collections. In

a Policy Brief prepared by the American Council on Education a

method is presented for estimating an annual GSL default rate.

In 1981, for example, approximately $4.6 billion of

loans were in active repayment statns. Durlng 1981 the

federal government paid about $260 million for

defauit-retated GSL claims and it collected about $80

mitiion in prevxouslj defaulted loans. Based on these

figures, the annual GSL default rate--net of federal

The ACE Policy Brief presents a comparlson bet een GSL default

rates and those found on commercial loans, usually less than one

percent to two percent. - Such comparisons are difficult to make,

-

4iAmer1can Council on Education; Policy Brlef Student

Loan Default Rates in Perspective (Washlngton, b. C.. ACE,
Februsry 1983), p: 3::
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however. The circumstances of the origination of student loans

and commercial loans (mortgages; auto loans) are vastly

different. 'PrInc1p1es of good 1end1ng and sound business

practices require that commercial loans are. .issued to borrowers
who: .

o can pass established tests of creditworthines

o can produce security for their loans- and
N\
o can demonstrate their financial ability to meet the
terms of repayment.

Student loans, on the other hand, are issued tc onrrowers who:
o have lit:le or no credit history;
o have tle or no asseéts to be used as loan collateral;
and

o have no foreseeable means of finéncial support.

The idea of the GSL program is to prc ide access to loan ar’iil
for students and prospective students who would not be able to
borrow orn their own. In fact, it is the risk associated wi*
lending to these_ individuals that makes the federal,guarantee

such a crucial eléement in lénders' décisions to participate in
the GSL program.

Supporters of the Guaranteed Student Loa:: prograr argue
tha: due to the necessity to lend to students without regard for
credit history or ability to meet repayment term¢- a <ertain
number of loans will invariably be defaultéd on._ This is the
logical consequence of providing wide access to Guaranteed
Student Loans. There is clear evidence, however, that
improvements in the origination, servicing and bollectiong

go a long way towards reduc1ng the rate of default on student
loans:

~1
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CHAPTER V. GSL FINDINGS

ANALYSIS OF GSL BORROWERS

As part of its efforts,,the National Commission on Student
F1nanc1al A551stance has employed a newly created data source on
Guaranteed Student Loan borrowers: the State Guaranty Agency
Loan Guarantee Record Dump (the State Dump Tape). The data

collection effort to compile this file was carried out as a

joint project of the National Council of Higher Education Loan

Programs (NCHELP) and the U.S. Department of Education in_1980

and 1981. The Commission; in cooperation with NCHELP-and the

Department of Education; has undertaken a- detalled analysis of
this tape. o

The creation of this tape represents a major stride In

‘efforts to better understand the impact of the GSL program on

borrowers. The tape will prove very valuable to future efforts

to anaiyze and gain a better undefstanding of the GSL program

and i%s participants. Never before has a ﬂomprehen51ve national

§Ea¢éa£ torrower data base been available with which to assess

or develop policy options:

In GFder to assemble the highest quaiiiy data file, s&rict

edit checks were performed on the data subm:itted by the guaranrty

agencies. . Only those records thst contained c—ertain key pieces
of data and whose data fell within acceptable ranu=g& were
included in this analysis. From a total of neariy 5 millicn
records, a core of 2.7 million were retained for study purposes.

The results of the analysis of the State Dump Tape are
exprésséd according to £éveral 4d¢ reral loan char .cteristics:

o Loan repayment status by . :te agency;

o Loan rapayment status by yeéar of birth of borrowers:

, o Loan répayment status by last "academic year of the
borrower;

o Loan repayment status by year of last loan;

o Loan repayment status by the elapsed time between the
last loan and the borrowers current status;

o Loan repayment status by cumulative loan size:

o Loan repayment status by geographic region.

5‘1
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At a later point in the analysis,; the State Dump Tape was
merged with data that provided the typeé of lender who made the
loan, the size of that lender's GSL portfolio, the current
holder of the loan and the type of postsecondary institution
last attended by the borrower. Addltlonally, ‘the tables

number of borrowers and the doliar amount of Guaranteed Student

Loans they represent. -

~ Data on the sex; race and income of the borrowers were not
collected as part of this effort. 1In some ways, this limits the

scope of the analyses that can be parformed with the State Dump

Tape: The data prov1de *n51ght into the characteristics of

borrowers whose loans are in default but do not provide answers

to guestions of why these borrowers Zdefaulted.

Past studles of default rates and patterns of defaults have

also failed to address adequately the behavioral factors

-associated with default. Recently,; guaranty agencies; secondary

markets and lenders, aided by enhanced data processing
capabilities, have begun to collect and evaluate more detailed

information on G&&L borrowers. In some cases, this is being done

to determine if correlations exist between certain lending

practices (for example, pre-origination counseling, written

versus oral presentation of materials) and the rate of defauit.

-Because the average loan is not repaid for five, seven or more

years after it is made, "the results of these studles may not be

available for some time to come. In future years, it will be

very valuable to assess the data collected by lenders; servicers

and guaranty agencies with the goal of using them to make

1nformed dec151ons regardlng the admxnxstratxve ruiea of the aSL

The results of the analyses of the State bump Tape confirm

and belie some popular assumptions regarding patterns of GSL

defaults. . Several significant elements were found to correlate

with higher rates of default: .

o loans made by the largest GSL iéh&éféiA

o loans made to students attending proprietary and
two~year schools; .

o the early years of borrower repayment; and

o loans made by~éféaif unions: .

While the ablility to make definitive correlations is limited,
the-s are some ralevant explanatlons for these findings. .

~}
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The hlguer rate of default among loans made by the largest

3SL lenders is evidence that these lenders issue GSLs to a more

. diverse populatlon of borrowers than the average lende;,f Also,
~Npver three-quarters of the loans included in the analysis were
made by the two largest categories of lenders. Largewlenders
are used as lenders of last resort in some states,; lending to

students who would not otherwise have access to Guaranteed
Student Loans. Research conducted by the Sources of Funds
Subcommittee of the National Commission on Student F;nanglaliﬁw

Assistance revedls that these lenders are often the prime means
of GSL access for proprietary and first-year students who may be

denied loans by lenders with more modest GSL portfolios.

The relationship between attendance at proprietary and

two-year colleges and a higher rate of default has been

confirmed in data collected on both the NDSL and the GSL

programs. In the State Dump Tape analysxs, bor:owers who

attended proprietary schools defaulted at a rate of 17.51

percent and two-year college students defaulted at a rate of

18.57 percent:. The default rate for all borrowers in the State

Dump Tape was 12.16 percent:

The borrowers in the State bump Tape showed a greater

likelihood of defaulting in the early years of repayment. This

part of the anaiys1s suggests that thz pressure on borrowers to

repay their loans is greatest in the first years of trying to

_ meet Eé§éYﬁént responsibilities. This may be due to the fact

that the earnings of postsecondary graduates increase _

dramatically over the years after they have left school.

Loan payment plans, howeverlrare generally comprised of fixed
payments over a five- to - 'ten-year period. Lending plans that

involve increased or ballooned payments during the later years

of repayment may help to reduce the overall rate of default:
The federal savings under such a plan could be offset; though,

because of the increased special allowance that would need to be

§aid on loan principles :hat are reduced at a slower rate.

The correlation between credit union ieozns and higher rates

of default does not lend itself to easy explanation. Credit

union loans included in the State Dump Tape were likely to-

default at a rate of 22.73 percent; as compared to a 12.16

percentage for all loans. Credit union loans totaled only six
vercent of the loans included in the State Dump Tape:

Forig thorough discussion of the relation between

borrower earnings and ability to repay student loans; see the
National Comm1ss1on on Student Financial Ass1stance, "“udy of

Interest Subs1dy {Washington, D:C:: NCSFA, February 1983),
Chapter IV. : .

\l\
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o ”é,numbér of otheér factors includéd in the default rate
analysis showed no direct correlation with an increased

propensity to default. . The analysis could not identify

differences in default rates between loans held by the orlginat

lender and those sold to a secondary market. Slmllarly,,

borrowers of different age groups, those whose loans were issued
by postsecondary lnst;tutlons as opposed to more trad;tlonal
lenders (that is, banks), and borrowers who received their loans
during various years of GSL program operations did not exhibit
patterns of higher default;

Interestlngly, the size of a borrower s cumulatlve debt d1d
not correlate w1th a greater llkellhood of default. Borrowers

borrowers. Thus, they may f1nd,1t,con51derably easier to repay
their loan obligations than their two-year and proprietary
counterparts or those who do not complete a _degree or
certificate program. The critical nature of thea earnlngs of
borrowers at the start of repayment (six months to a year after
leaving school) is underscored by the previously reported higher
rate of default in the early years of repayment.

VARIANCE IN ADMINISTRATIVE REQUIREMENTS

Management practices associated with_the Guaranteed Student
Loan program vary for numerous reasons. Some practices employed
by lenders, guaranty Agencies, postsecondary institutions, and
the federal government may be directed at regulating the flow of
federal dollars in the program, €nsuring the efficient delivery
of GSL funds, and accounting for the expendlture of puollc
monies. Other practices may be des1gned to reduce the rate of

borrower defaults, prov1de 1nformat10n to borrowers, _or manage

delivery of student loans.

Numerous management practices are specified by the federal
government as part of the regulations governing the Guaranteed

Student Loan program. AS with all federal programs, those
partles that admlnlster federal funds must follow spec1f1c rules

ann program are compllcated by the number of partles involved
in the delivery process. Ind1v1dual juaranty 3Agencies can

expand upon the basic rules set by the federal government and

specify additional administrative rules to be. followed by those
disbursing or providing capital for loans under their

=5
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jurisdiction. While the majority of rules are consistent among
states, there is a certain degreé of variance in the procedures
specified by guaranty agencies. . Some of this variance is
attributable to the requirements of thé states in which these
agencies operate. The fact that rules governing GSL management
must be followed by lénders and postsecondary institutions with
different internal administrative pollc1es ‘further complicates
this situation.

dellvery of Guaranteed Student Loans illustrate the
compllcatlons of program variance. Forms are used for _many _

purposes in GSL delivery. To begin the loan delivery process;

students completé an application form. This form may be uniform

across a given state or may be specific to the lender to whom

the student has applied. Certain parts of the form,; such as the

need analysis specifications and information dlsclosure

requirements, are required by the federal government. Other

items on the form may be included to conform with the

requirements of local guaranty agencies, state banklng statutes

or the practices of specific lenders. Students who apply for

admission to schools in different states may need to app;zﬁfgr

student loans in those states using forms that require varying

amounts and types of information. New York State, for example,

asks for data on the applicant's bank account; while Missouri

and Washington require detailed information on the ctudent's

indebtedness: 1In addItIon, _cosigners; personal 1nterv;eg§”and

Lenders also experience confusion regardxng the forms they

must complete and process. Guaranty agencies do not adhere to a

specific format in their requests for 1nformatlon from lenders.

This can cause confusion and add extra costs for lenders who

provide Guaranteed Student Loan capital in more than one state.

The procedures guaranty agencies use to indicate their

approval of a loan application also vary. According to a report

" submitted to the National Commission on Student Financial

Assistance by Citibank:

Some guarantors such asVFISL and Washlngton [State]

stamp the approval on the top right corner of the

épplxcatton < - s ealeornla stamps the reverse side

of the application in the approval process. New York

and USAF issue a separate piece of paper . < [The

Higher Education Assistance Foundation] attaches the
approval to the Promlssory Note. :

Gﬁéiéﬁféérﬁééﬁc1es (New York. Citibank [New York State], 1982),
p. 2- .

.-,‘1
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The promlssory note . that must be s1gned by all GSL

state,must,adhere to the same,federal,crlterla. Due dlllgenre
specifications, agency reporting requirements, refund
procedures; and repayment schedules also vary among the &tates.

DEFAULT-RELATED PRACTICES

There are numerous administrative practices associated wit

the Guaranteed Student Loan program that can be considered

default- related, that is; aimed at av01d1ng loan defauilts.

Lenders, servicers, postsecondary institutions and guaranty

agencies each have a stake in keeping default rates low and
role in that effort.

£ .

The very nature of the Guaranteed Student Loan program

dictates that there will be some degree of loan defaults. By

making credit available to students who would not gualify for

loans issued without the federal guarantee, 'the government must

assume that a certain number of loans w1ll be defaulted on: :

Kenneth Barber,fDlrector of the Tennessee Student Ass1stancer
Corporatlon (TSAC) commented on this topic at a hearing of the
the National Commission on Student F1nanc1al A551stance.

If loans are insured, some borrowers will default, if
loans are uninsured, lending will not occur. . . -

As a practlcal matter, restr1ctlon of loan access to

difficult to impossible. Whlle it may be 90551ble for
somé ieéndérs participating in the program to deny

cred1t on the basis of type,of sch001,7defaul* rate by

school, customer relatlonshlp,ffan ly income, or the

results of cred1t scoring methods, there must be some

lenders prepared to provide general loan access.4

Mr . Barber goes on to stress that there are certaIn

measures that can be taken to reduce loan defauilts that do not

conflict with the goals of the GSL program. The State of

Tennessee allows lenders to deny loans to students who have

historiés of bad credit. Also, cos19ners have been requlred ori

all loans insured by TSAC since it was founded. Mr. Barber

claims that the cosigner requlrement enhances the chances of
collectlng on’ loans that have been declared to be in default.
First-time borrowers in Tennessee are required to have a
personal interview during which their rights and ?
responsibilities are explained to themn.

Transcript of Proceedings of Governance and Adhlnlstratlon
Subcommittee Hearing, Lexington, Kentucky, February 16, 1983,
pp. 119-20. o
oy Mol
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(KHESLC) recently adopted a series of policies aimed at reducing
GSL defaults. These pollcles would restrlct lendlng to students
at schools with historically high default rates and deny
decondary marre* dccess to lenders whose: loans default at a hlgh
vate. These rules appiy only to loans that are made directly by .
:he KHESLC or purchased by the KHESLC as part of its secondary
market -operation. According to officials with the KHESLC, this
accounts for approximately 95 percent of the loans made to

Kentucky students.

Th- Kentucky Higher Education Student Loan Corporution

Under the KHESLC rules, access to secondary market services
and direct lending would now be cut off for:

o} loans made to students by lenders whose default rate
exceeds 10 percent;

o loans made by lenders whose loans to a particular
postsecondary institution have a default rate of 10 percent or
more; and

o students at postsecondary institutions where the default
rate exceeds 15 percent.

These rules were implemented in March 1983; but the ruie
regarding institutional defaults will not be enforced until
September 1983. _Schools and ienders whose loan portfolios do
not exceed $100, 000 are exémpt from these regulations. Lenders
and schoolsfaffected,by these rules may appeal to the Board of
Diréctors. of thé KHESLC.44

Although on the surface this policy seems well-directed,; it
may result in the denial of access to Guaranteed Student Loars
to eligible students in Kentucky. Students attending schools
where others have not repaid their GSLs at an acceptable rate in
the past may not be able to secure adequate financing. ILenders
can he expected to be reluctant to issue loans when they cannot
chht on reliable access to a 5econdary market. This is

small loang (under,$2 000) .

~

Loan,Corporatlon, Administrative Reglster, Section 15 KAR 1:020,
March 1, 1983, Frankfort, K¥Y, vol., 9, no. 9, pp.: 1003-4:
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REGULATORY ENFORCEMENT

The felisraa govarnTien . has the prime respon51b1i1ty for

monitoring and enforcirg tne rules governing the Guaranteed

Student Loan ptogram.f Through audits and program reviews, the

Department of Education assesses the compliance of participants

in the delivery of Guaranteed Student Loans and evaluates claims

for payment of special allowances, in-school interest, default
claims and administrative .cost allowances.

Some participants in the GSL system have complained in
recent years that the government has placed too much émphasis on
"techrical compliance" with GSL rules rathér than the overall
impact of thelr _practices. One example, cited by Lawrérnicé Hough
of the Student Loan Marketing Association (Sallie Mae) .during
testimony before the National Commission's Governance and
Administration Subcommittee, illustrates this type of
§ituation. In this insStance:

the  student borrower 'is delinquent by 90 days and he
begins to make payemnts again . . . and a year or_more
elapses in which every payment is made on time. Under
conventional ;nstallment loan processing at the bank,

- the bank has long since recognized him as_a current
borrower and he's not being treated as a 90-day
delinquent. He's made 12, 15, 18 payments. We have
loans that have been denied for claim because the
borrower; after a vear and a half of payments,. fell
behind and this time went_ the 120 7.;. --he missed four
payments. We submitted [his loai ~ .. claim and the
claim was denied because the totai or 150 days in his
most_recent delinquency plus 90 from two years ago
equals 240 days. And that's more than 210 [the maximum
time allowed to submit a default claim]. . . . Lenders
can't understand that frivolous administrative approdch
and that is where the program appears to be headiag.%3

_ This approach on the part of theée federal government could
lead to lender dissatisfaction with the GSL program and
reluctance to issue student loans. Guaranty agencies that have
honored claims such as the one cited above may be stuck with the
bill for insuring these loans and be unable to collect the

Transcript of Proceedlngs,of Gove;nance,and”Admlnlstratlonw+
Subcommittee Hearing, Lexington, Kentucky, February 16, 1983,
pp. 99-100. . o
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reinsurance they counted on from the federal government. In

general, th  strict application of these rules in cases where a

lender has adhered to due diligence pracfxces, and in fact has

re1nstated a dellnquent borrower, does not contribute to the

overall efficiency of the program. It may indeed have the

opposite effect, cau51ng lenders to piace more emphas:s on the

technicalities of. regulatory .compliance rather than on the
encouragement of borrower payments. :

y




CHAPTER VI. “CONC.LuSIONS.AND RECOMMEN_ATIONS

Comm1551on on Student F1nanc1al A551stance concernlng the )
management of thé Guarantéed Studént Loan program focus on four
major objectives: ,

o reducing the rate of default among Guaranteed Student
Loan borrowers; \

o clarifying/réfining administrative proceédures;
o reducing federal default costs; and
7

© gaining a more thorough understanding of the
characteristics and behavior of GSL borrowers. |
3
While these goals often can be achleved through 51mllar means;
some policies may address oniy.one of these goais.

The conc1051ons and recowmendatlors 1n thlS sect10n concern

1mprovements in the Guaranteed Student Loan program as it is

currently structured.

ROLE_OF. GUARANTY AGENCIES

CONCLUS IONS

The role of guaranty agencies in the proper management of

‘the, Guaranteed Student Loan program is of prlmary 1mportance.

rStates whose guaranty agencies were established 1n7the early

years of the program have historically been superior managers of

Guaranteed Student Loans; the establishment of guaranty agencies

where none was prev1ously in operation has resulted in the

lmprOVed delivery and avaliabxixty of student loans. Guaranty

agenc1es play crucial roles in keeping default rates low,

ensuring student access to loans; recruiting lenders for the

program, recovering money from defaulted borrowers; and

prov1d1ng data on program operations and participants. These

services have been developed through a very important series of

federal incentives that are included in the T1tle IV statute.

The efforts of guaranty agencies have contributed greatly

to mlnlmlzlng federal costs for loan defaults. By providing

preclaim assistance to GSL lenders, these agencies have halped

avoid default claims. Once claims have been submitted, the
diligence of guaranty agencigs has resulted in the return of

82
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The National Council of Higher Education Loan Programs

(NCHELP) should take a leadership role in coordinating data

collection initiatives at the agency and lender levels.

Organizations representing various segments of the lending

commuaity can alsc contribute to this effort by sharing their
expertise and identifying the information resources that lencers
can use in collecting and transmitting data.

access to the data collected on the program. Over time, as the
effects of legislative, regulatory and administrative changes _

are analyzed, the program can be modified to take advan=zage of

its most efficient aspscts, and less efficient processcs can be
identified and corrected. The ability to conduct more
sophisticated empirical research on the Guarant:ed Student Loan
program will enhance decision-making and lead towards more

incformed judgments on program policies.
RECOMMENDATIONS
H A COORD: D, NATIONAL EFFORT TO COLLECT
INFORMATION ON THE PARTICIPANTS AND PROCESSES OF THE

o ESTABLISHE A COORDINATED, NA

GUARANTEED STUDENT LOAN PROGRAM. DEVELOP A NATIONAL DATA
BASE CONTAINING INFORMATION ON ALL OF THE PARTICIPANTS IN THE

DELIVERY OF GUARANTEED STUDENT LOARMNS .

7 with the cooperatio: f

_ These data should be ga- -t~ with the ¢ ,
quaranty agencies, lendars, : -v :re,; secondary marke' and
others: Data should be analy .¢ least annually to sértain

patterns and characteristics o. JSL lending, defaults
collections and servicing practices. Profiles of GSL bLorrowers
and the reasons behind student loan ¢ faults should be the
primary goals of these analysss. The results of data analyses
should be mude availablé to Congress, the executive branch and

GSL participants for use in *he deverovpment of GSL policiss.

COORDINATING (NFORMATION AND REPORTING

CONCLUSIONS

The need to Jupervige the *xpenditure of federal dollars
closely requires that administrators of Guaranteed Student Loans
carefully report on théir handling of loan funds. Curréntly, in
addition to the fedéral government; state governments, guaranty

agencies and others require regular reports from other _
participants in thé GSL delivery process: The large number ~f
report forms creates somé problems for lenders; servicers and
postsecondary institutions that must comply with their different

formats,; deadlines and data elements. Lenders and servicers
that operate in different states face special obstacles in

attempting to comply with various reporting requirements.

<N
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The organizations representing lenders, servicers and
guaranty agencies spould work tocnther to develop standardized
formats and requirements for reporting on student loan
managémént. Thi§ will relieve some of the paperwork burden from
GSL administrators; redice the overall cost of program
operations _and encourage_wider participation in the grogzam from
lenders and servicers. Standardizing and simplifying reporting
reguirements can also tie- in with tHé National Commission on
Student Financial Assistance's call for better data collection
and analwvsis. By assembling commor information, local and
national data bases can bé more readily shared and exchanged:
Thro:ghout this process: the unique needs of local agencies and
rdministrators should not be neglected. While the majority of
e'~monts on rejort forms can bé made to conform, local rules and
:ﬂ,cx4ements will prevent total uniformity in this area of GSL
aszainistration.

AdditiohéllY; the appllcatlon forms required of students
have been found to vary gréeatly. Standardizing these forms will
lessen confusion on thé parts of studeéents and parents and

simpiify the duties of financial aid offices.

RELCOMMENLATIONS

6 THE FEDERAL GOVERNMENT, N COOPERATION WITH GROUPS
REPRESENTING GSL PROGRAM ADMINISTRA 'CRS, SHOULD STANDARDIZE
THE REPOGRTING FORMS REQUIKED CF GSL PARTICIPANTS. THE

ELEMENTS BND FORMA™S OF FEDELKM., FORMS SHOULD BE USED AS MUCH

AS PCSS1BLE BY OTHi&RS COLLECTING INFORMATION FORM GST
PARTICIPANTS. STHRENT APPLICATION FORMS SHCULD ALSO BE

STANDARDIZED.

REDUCING LOAN DEFAULTS

CONCLUSIONS
Lenders, servicr: =, guaranty agencies, poStéecohdéry

institutions and sec'ndarj markets have contributed to reducing

the default rate on Guaranteed Stuvdent Loans. Those involved in
originating, seérvicing and collecting student loans have tried

to find the most success’ ful means to encourage borrowers to meet

their :repayment obllgatlons. Depending on the part of the

process they are 1involved in and the characteristics of the

borrowers whom they serve, the tactics employed in default
reduction attémpts may vary.

Means to reduce porrower defaults can be emplo;ed at many
points in the lénding process. During origination; it is the

responsibility of the lender and t@eipostsecondary institur on

to ensure that the borrower fully comprehends cthe rights and
respcnsibilities assSociated with receipt of a Guaranteed Studen*

>
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o USE THE SERVICES OF GUARANTY AGENCIES TO CONTACT AND
COLLECT FROM BORROWERS WHO ARE NOT FULFILLING THEIR
REPAYMENT OBEfGATiONS AND -

o USE TECHNOEOGECAE CAPABILITIES TO EXCHANGE INFORMATIOM

WITH FEDERAL, STATE AND LOCAL AGENCIES TO LOCATE MISSING
BORROWERS .

o LINDERS, SERVICERS AND: GUARANTY AGENCIES SHOULD COLLECT MORE
DRTAILED INFORMATIONM ON THE EFFECTIVENESS OF VARIZUS
ADMINISTRATIVE PROCEDURES. THIS INFORMATION SHOULD BL
EXCHANGED TO DEVELOP STANDARDS OF PRACTICE THAT ARE SPECIF.
TO THE DELIVERY OF STUDENT LOANS.

o IN ORDER TO ADDRESS PROBLEMS ENCOUNTTRED BY BORROWERS IN THE

EARLY YEARS OF REPAYMENT AND THOSE WhHC HAVE INCREASING LOAN
BALANCES, A GREATER EMPHASIS SHOULD BE PLACED DURING LOAN

ORIGINATIONS ON DEBT-BURDEN CCUNSiLING AND OVERALL DEBT
LIMITS:

o CxRE MUST BE LA&ZRCISED TO ENSURE THAT ADMINISTRATIVE RULES
"iZSIGNED TO LOWE’P THE RATE OF GUARANTEED STUDENT LOAN

CEFAULTS LD NC VilbUL ‘N THE DENIAL OF ACCESS TO THESE ﬁOANS
1"0 ELIGIBLE § :DiEN’ . ”IdE DLPARTMENT OF EDUCATION SHOULD

MONITOR THE 3,:V"‘Cfr OF GUARANTY AGENCIES TO ENSURE THAT

1,OANS ARE NULV“hLNG uLNIED TO CERTAIN GROU?S _ OF STUDENTS
BECZUSE OF RESTRICTIVE ADMINISTRATI = POLI.I1FES.

REC ﬁVERINP DEFAUL1ED LOAN PRINCIPAL

CONCLUSIONS

A significant factor in lowéring fedéral costs for defaults
hés been the collections made from borrow.ers who have been
declared in defcult. The federal government has made a policy
commitment 1in recent vears to recoup funds ¢ iloans on which it
has paid its guarantee. Incentives provided to guaranty

agencies have also ““1ed to the amount of money collected:
Loopholes in bankri:tey statutes still allow student loans to be

written off, for only a few cents on the dollar in somc cases.

These laws should be tightered so that defaulters can be nursued
in future years:

Additionally, federal regqulacions should be designed so

that lenders are not given unintended incentives to sumet

default cla:ms: Lenders or servicers should be atlowed to

continue collecting from borrowers who have fallen behind in
their payments for up to six months 1% they can show they are

maintaining contact with tire borrower and that the borrower is

making a good faith effort to repav:
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RECOMMENDAT IONS

[¢]

THE FEDERAL GOVERNMENT SHOULD CONTINUE TO COLLECT ©N
DEFAULTED LOANS T:'ROUGH A COLLECTIONS EFFORT OPERATED BY THE

DEPARTMENT OF EDUCATIOJ AN{) BY PROVTJING 1l..”ENTIVES TO

GUARANTY AGENCIES FOR THIS PURPOSE. FEDERAL BANKRUPTCY
STATUTES SHOULD BE MODIFIED SO THAT THE GUARANTEED STUL INT

LOAN PRINCIPAL_ AND INTEREST REMAINING AFTER SETTLEMENTS CAN
BE PURSUED IN LATER YEAIS.
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