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HEARING ON PELL GRANT SHORTFALL

TUESDAY, JUNE 19, 1994

HOUISC OF REPRIBENTATIVSS,
Otoinarrnz ON EIDUCATIotl AND LABOR,

SUBCOMMITTIOR ON POSTSECONDARY EDUCATION
Washington, Da

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
2261, Rayburn House Office Building, Hon. 'Frank Harrison (acting
chairman of the subcommittee) presiding.

Members present: Representatives Harrison, Coleman, Gunder-
son, Jeffords, and Packard.

Staff present: Laurie A. West ley, assistant counsel; and John
Dean, Republican assistant counsel.

Mr. HARRISON [presiding]. Good morning.
The purpose this morning's hearing is to explore the reasons

for and the solution to the shortfall in the Pell Grant Program.
I am Frank Harrison of Pennsylvania, and I have the honor of

sitting in for Mr. Simon of Illinois who couldn't be with us this
morning.

The hearing was originated by virtue of a recent letter from the
Department of Education. The Department has estimated that the
Pell grant shortfall will be OM million, which has already been
borrowed from the fiscal year 1984 appropriations to pay the fiscal
year 1983 obligations:

At this point, vrithout _objection, I 'would include in the record a
letter to the Honorable William Natcher, the chairman of the Ap-
propriations Subcommittee with jurisdiction, and a letter from the
ranking minority ruember, Mr. Coleman, to Congressman Silvio
Conte, the ranking minority member of that Appropriations Sub-
committee.

[Letter to William H. Natcher follows:I

tit
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COMMITTEE ON EDUCATION AND LABOR'
US NOM MirRESENTATWSS

me COW*. KS* COMO MOM

WASHINGTON, DC MIS

SUNCOMENTTEE ON POSTSECONDARY EDUCATION

June 18, 1984

Honorablelifilliam M. Matcher, ChairSan
Subcommittee on Labor, Health and
Human Services, and Education Appropriations

0 2118 Rayburn HoUse Office Building
Washington, DC 2051$

0,.41. Mr lligyiNtAni

I lm wt itrnq te request that you consider including in the
Nticnd FY 1984 Supplemental Appropriation bill at- least $30Q
mil:in in additional Pell Grant funding for academic year 1984-

These funds would replace $307 million ghich were borrowed
is is the Congress' FY 1984 Pell Grant appropriation to pay 198 1-
84 entitlements.

* As you Arnow, the Department of Education has recently informed
Si,.- ;trirs,,mmittee'that it has borrowed $307 million from the
FY 1984 appropriation to pay FY 1983 entitlements. I understand
that they have diAwn ddwn this amount in two installments. rule
ls January for $99 millinn mod the balance Mos/. recently. I do
nt kn.mt whether the full $107 istllion will be used this year,
bn frqn all indications at least $200 million in additional
,wlay, will be needed to pay for 1993-84 awards. In addition.
A. 16,4... it, then $100 million will be needed to permit 1984
awilrhipt, hp funded at the level approved by the Conc./inks

..

Th., I.Ati' W. 011(f11 or the shortfall in the Pt:ft Grant Program
4s. - .tried. The NAttOnal ASP.VCiatIon of Student Financial Aid

Ai
Alein.serat tk INASFAA1 explains the. short fall with the istnri.al
fa .t that is times of high rates o unemployment. posts ndary
pnr..11ments have always increased. In fart, the Depart 's
Pell Grant EtiMatiral Mode} does not include unemployment as a
vitiahle. NASFAA member schools have:experienced an increase in
-1,1,.r independent students taking one nr two year vr(lnrams at
. iti,mal/te,hnical setwinls And community rollonos. Another
far tor NAhIA..A identified as. contributing to the shortfall is the
las k ,f i'in'eh in real in, ryas, coupled with the increaced tiistl vi

t . a' .. h, I, ha, te,ullted in additional families fmairtn
-,,I,ii,

1 -i tr..9...r1 1;ranr Pi,ariam.
i

G
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Th CnnissionaI Iindoet Office (C801 believes thi reas, ft.r
the shr.rtlall is the increased number of independent students
wt'. anolied tor and received Pell Grants. jklthouoh CRO does ry.t
have detailed data On the characterrstics of applicants, the
Inumber and proportion who are financlally independent of their
parents increased between 1982-83 and 1983-84. This 'factor.
Alone accounts for an estimated $92 million increase 'in Pell
Grant expenditures, based on CBO's Proiected increase in the pro
gram (4.8 million applicants) 1983-04 and 5 million in 1984-
85. Altogether, CRO estimates Pell Grants will cost $2,963
Iellion in the 1484-846 school year or $163 million more than the
FY 1911 appropriation. 0130 estipates that the expected shortfall
for rho 1983-84 and 1954-85 school years will equal $353 million.

The important point, at this time, is not which factors contri-
hutPd to the shortfall but what will be done to remedy the short-
ag of Pell Grant funds. If the shortfall is funded from FY 1984
appropriations and the factors persist, which have given rise to
the problem, there will be a compounded problem to be faced In
the FY 1984 approprrations bill.

It is, not uncommon for estimates of expenditures and actual pro-
(ban expenditures to differ from year to year. That is why
congress permits 'unds,to be carried forward from one year to the
n,xt, ir the ntirie appropriation is not needed, and why the
1ts.artmen1 is permitted to draw funds from a subsequent year appre
titration if additional funds Are .needed. What has surpris6d
m, this year is not the, fact that a supplemental is necessary,
Gus th.it the Department only recently notified you of the situa-
.1 n ,Ind his riot taken sWps to either reouest a supplemental
ai.nionriatien or provideci schools with a payment schedule utiliz
tin' the statutory reduction provisions which would keen orooram
xindlturf.s in line with-the actual aporopriation.

tt a Pelt Gr nt supplemental appropriation Is rp't made availahje
r FY 11144 el telnclion lenonane not utilized, the FY 11R",

ii,:a-opriatio, will ied t be increased by at least the Sthi
million .,hortt-all, in order to prt,vide the anti,.ipated level of
..etvi,go. in th 198',-Af, school year.

t. I - , ,-sts ' tl "-f my ommendat n, whit.y ,,f my I I,II/Ofc Subccimmi t t tt a1., f
r th1 ot this letter, but I trust you will underctand

-f tnis matter and the need to act now. I am takingr ilhrty f 'haring thi!i letter with out lleaquOs on your

C' Orrdially,

tka,
PItil E-;tme
thasiman

4! .!

411r1",,
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[Letter from E. Thomas Coleman follows:]

m.o.:your*

I AM....Was an...
NO.

ad

a..Ools

ODUCftall AOC LAMM

1.09,1114.4008. SODAtallO Mammy

..110 sokOoloor

mow. or soon.
aomanormo

Congress of the linked 6ZtOttli-

ileum if iltprantation
tlisuliston, ONE. visri

June 18, 1984

Homirable Silvio'COnte
Ranking Republican Member
Committee on Appropriations
2300 Rayburn House Office Building

Dear Sil:

I
...S. /M.*

o. 60.1

PD.
0. tow.*

P

It 41assrecently been brought to my attention that the
Department of Education will experienCe a funding shortfall for
the Pell Giant program for fiscal years 1983 and 1984. This
letter is t4 urge you to support d supplemental appropriation for
the program.

of understand that errors in Detrartment of Education
estimates for required Pell funding for both FY 1983 and 1984

gher than anticipated participation in
students. As a result, the

ce estimates that a suppletental
153 million is needed to cover the shortfall

resulted primarily from
the program by independe
congressional R
appropriation of
fur both years.

Appropriations made for flee,' year 1983 were approximately
$190 million below-the required amount end, as you know, the
Deportment borrowed from the fiscal year 1984 appfopriation to
cover the shortfall. In addition, the revised estimate applying
to tiseal year 1904 funding suggests that at least 02.963
!(Ilion wilt he needed to maintain full funding.

although the Administration has not
cupplmental appropriation for the progr
ot St',1 million to over the shortfalls
1494 lo the p-ning oupplemletal appropr
helot interacts of all involved parties.
%upplmontoi will add much needed stabil
the pr,;rom and help families make their

yet requested a
am, I believe inclusion
for both FY 1983 and Ft.
iations bill is in the
/ believe this

ity and predictability to
educationiq plans on a

Thank you for you, consideration of this importAptiatter.
0.

I

Sincerely.

P. THrgoi... ,(21,EMAN

Ral.K.Loci Memhr
'olt,,coomittee
Eilu'-at inn

a

a



Mr. HARRISON: For the `purpOse of analysis,'I would also include
a* letter tt Congressman Simon from the Congressional Budget
Office setting forth their calculations on the amount of the short-
fall. Without objection, that will be done.

[Letter to Chairman Paul Simon follows:]
,

, r
.

CONGRESSIONAL BUDGET °MCI
U.S. CONGRESS
WASHINGTON. D.C. 205111

'The Honorable Paul Simon
Chair man
Subcommittee on Postsecondary Education
Committee on Education and Labor
U.S. House of Representatives
Washington, D.C. 20515 1

Dear Mr. Chairman:

Rudolph Q. Poona.
Dirocasr

Thank you for. your June 8 letter requesting information on the Pell
Grant program. The enclosed response estimates the likely shortfall in Pell
Grant funding for the 1923-84 school year and compares the Congressional..
Budget Office estimate to the Administration's figures. 11) addition, the
attachment discusses reasons for this shortfall and reestimatifes Pell Grant
costs for the 1984-85 school year.

if the CIAO can help in aoy further way, please contact me have
your staff c411 Maureen McLaughlin at 6-2672.

With best wishes,

erely,

Rudolph G. Penner

Attachment

cc; Honorable E. Thomas Coleman
Ranking Minority Member

40-511 0 135 - 2.
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RESPONeacodhaimgeM3UNE PROM

40.

This attachment presents the most recent Congressional Budget Office

estimates of the costs of the Pell Grant program in school years 1983-84

and '198445. The first section estimates the likely shortfall in.funding for

the 198344 school year; compares the CBO and Administration estimates,

and discusses reasons for this shortfall. The second section reestimates Pell

Grant costs for the" school year 1911443 based on changes that occurr in

198344.

The 198344 School Year

The Congressional Budget Office estimates t hat Pell Grants will cost

$2,684 million c hirp* the 198344 school year (see rable 1).1/ An estimated

2.7 million undergraduate stucienti will receive awards averaging $1,000.

The Administration, on the other hard estimates Pell Grant costs of $2,801

million, or $1171 million more than the GBO estimates. The Administration

assumes that approximately 2.8' million students will receive awards

averaging $990.

Thus, both the CBO and the Administration estimate that Pell Grant

costs will Ise higher in the 198344 school year than the $2,494 million that

1. Although the 1983-84 school year is just ending, actual data on the
number of Pell .Grant recipients, average awards, and total costs are
not yet,, available.

10



TAKE 1. THE CONtRESSONAL sum& OFFICE AND ADMINISM-
. TioN FELL' GRANT ESTIMATES FOR THE SCHOOL YEAR

1913-84

-
Total Cosa/ Number of AYerage
(in millions Recipients, Award
of dollars) (in thousands) (in dollars)

N

Congressibnal Budget
Office Estimate

Administration
Estimate

2,684

"2:801

2,687

2,830

1,000

990

NOTE: Details may not multiply due to rounding.

I; Budget authority.

is nose available ($2,419 million from the fiscal year 1983 appropriation and

$75 million of unspent funds from fiscal year- 1982.) The CBO estimates

that an, additional $190 million will be needed, whereas the Administration

estimates a $307 million shortfall. To cover this expected shortfall, the

Administration has borrowed $307.million from the fiscal year 1984 appro-

priation.

Current funding for Pell Grants is below what is necessary because

initial funding for the 1983-14 school year was insufficient and because a

larger number of students who are financially independent of their parents'

applied for grants this year than was expected. The additional applicants

if

-
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increased the number of recipients, and thus increased federal costs. The

CPO Istimates that almost one-half of the shortfall is a result of insuf-

ficient initial funding and the other half is due to having more applicants

than expected.

Current, Education Qepartrnent data indicate that approximately 4.9

million students applied for Pell Grantt during the 198344 school year,.
about 200,000 more students thah applied in 198243. In addition, the

t
number and the proportion of independent students applying for aid rose

between these years. Based on previous trends, the MO had 'predicted that

4.8 million students would apply, with the propottion of independent

students remaining the same as in 1982-83. The Administration, on the

other hand, had predicted that the same number of students, 4.7 million,

would apply in 1983 -84 as in 1982 -83. (The Adminiitration's estimate of

independent students is not available.)
4:

Becartise detailed data on applicants are not currently available, we do

not know why more students applied than was expected. One possible reason

is that the application forms were available earlier than in the previous
*-1

year, thus encouraging more students to apply. The high rate of unemploy-

ment at the beginning of the school year could have caused more students to

enroll in school and to apply for aid. In addition, more students could have

.4

12



f

9

aecl'Asred themselves independent of their pvents than in other years, thus

increasing the numbet of independent students applying for aid.

The 198N-85
ANS

School Year

The tB0 predkti that the numbefof applicants will grow slightly in

the°1984-85 school year, and dr level of 4 with the 19$3-8/4 proportion 9f
- %),

independent students continuing. Because alniest one-half of all under-.

graduate students now apply for NU. Grants, because enrollment is.,not

expeted to increase, and because the reasons discussed above do not

suggest that this year's 4n:with rate in applicants will continue; the Q30

predicting that 5 million students will apply for Pell Grants in 198445.

The COP estimates that Pet! Grants will cost $2,9113 million 4n the

1984-85 sclioril year, or $163 million more than the fiscal year 1984

appropriatiori In total, the CBO estirriates that the expected funding

fall for Pell Grants for the 198344 iind,19g4 -115 school years will equal

dTion.

At this time, the Administration does not have a revised estimate for

the 1914-85 school year.

13
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Mr. HARRISON. 1 look forward W hearing from. witnesses this
morning as to the magnitude of the problem, as to the reasons for
the shortfall, and whether these reasons will persist into the up-
coming academic year and result in another shortage of funds.

I am certain that our three witnesses will address these ques-
tions thoroughly. Further, I am .certain that the Departmen of
Education will continue, to review the data on the Pell recipients to
determine how they differ frqm what wits originally projected.

Although J ani extremely interested in the reasons for the short-
fall and a projecti as to whether the facten3 will continue, l-am
most interested in etermining what will be done to solve the prob-
lem. -

There seem to be three options available: First, to seek a stipple-
mental appropriation;. secend, to publish a reduced payment sched-
ule; and, third, to seek an increased appropriation for fiscal ymr
1985 to cover the funds that have been drawn down from the fiscal
year 1984 appropriation.

Primarily, I am cbncerneil that one of thioee three solutions will
not be acted upon and there will be a reduction 'of funds available
for risen! year 1985 by the amount of the shortfall.

I am glad you are all here; thank you for coming. We will recog-
nize first the Honorable Edward Elmendorf, the Assistant Secre-
tary for Education.

It's good to have you here again, Mr. Secretary.
4.

STATEMENT OF HON. EDWARD M-ELMENDORF. ASSISTANT SEC-
RETARY FOR POSTSECONDARY EDUCATION. DEPARTMENT OF
EDUCATION. ACCOMPANIED BY SALLY H. CHRISTENSEN. DI-
RECTOR. BUDGET OFFICE. AND SALLY KIRKGASLER, DIREC-
TOR, OFFICE OF POLICY DEVELOPMENT
Mr. ELMENDORY. Thank you, Mr.: Chairman.
With me this morning I have, on my left, Ms. Sally Kirkgasler,

who is the Director of the Policy Development Office in the Office
of Postsecondary Education; and the Director of Budget Services
for the Department of Education, Ms. Sally Christensenboth
dressed in white today.

Mr. HARRISON. It's appropriate for the weather.
Mr. EllaRNDORF. The Education Amendments of 1972, which cre-

ated the Pell Grant Program for needy students, recognized that
this quasi-entitlement program for needy and low-income students
needed some budget flexibility to compensate for the inexact sci-
ence of trying to calculate the future based on extrppolations of the
past.

The mechanism which Congress chose to use to protect that inex-
act calculation was the drawdown authority. That authority has
been exercised this year, and Congress, as you indicate in your
opening statement, was notified of this on May 2$.

I should also add for the record, sine notification is one of the
questions that Congressman Simon raised in his letter to me, that
notification was given to the.Appropriations Committee in my tes-
timony before that committee on March 28. For the record, that
statement is on page 11 of the questions and answers that we pro-
vided at that time.

14



The amount we stated was required was $M7 million. That esti-
mate was based on, information we had at that time. I'm pleased to
say that after careful analysis of all of the progress reports, that
number is sustained in the report we delivered to the Budget Wide.
in May. II would like to insert my testimony for the record and then just
attempt to summarize it, if that is agreeable.

Mr. HAMMON. Without objection, your statement will be entered
'In the record. Please proceed as you think best.

Mr. &Ammar. Thank you.
The way I would like to approach this is, try to give you an

overview of the program, hi* it works, be more spf... is about ex-
actly what the problem is, and then look at what oweecprZ some of
the factors are.relative to the increse0 and why it

The progriuii requires constant monitoring, it is heirigly innr
enced by outside factors over which the Department has no aohtrol.
For example, the number of applicants; whether they a& depend!.
ent students or independent students, whether they are part time
or full time, whether they actually show up after they have been
determined to be eligible, all of these are factors that we have no
control over but in fact do influence the number of dollars which
eventually are allocated.

While all these variables egtist in t very complex program, we
are nevertheless attempting in every way possible to monitor aie
flow of funds.

The way we do this primarily is through progress reports. Time
reports are submitted by the institutions to the Department threetimes a yearonce in October, once in the middle of March, and
once in July.

it is through these sources*, information that we are able to
obtain the most accurate infonliation ofi where the program is in
terms of institutional drawdown of-funds.

The funding analysis that we went through after the reports
were received in March revealed two factors-, Flirst, that there is a
rather dramatic and unexpected increase id the number of stu-
dents applying to the .program; and, second, that there is an in-
crease in the average award giver those students.

This is extraordinary and unanticipated, based on all of the anal-
ysis that we have done in the program. I do have some .charts,
which show later, that reveal this change.

The, goal, of the administration is to assure that at this time
there is no disruption of the student financial aid deliv.ery system
nor a disruption in terms of the commitments that institutions ofhigher education have already made to students expecting to

attend after July 1, 1984. P
We hairs used the congressionally determined authority to draw

down from the appropriation for fiscal year 1984 the amount of
money that we need in 1183.

To be more specific, Mr. Chairman, for fiscal year 1983, $2419
billion was appropriated; remaining from fiscal year 1982 *as
about $75 million in funds not used; added to the $2.419 that gives
us spendinf availability of about $2.494almost $2.5 billion infiscal year 1983 for 2.6 million recipients, with an average grant ex-

of about $937 and a maximum grant of $1,800.

1;

f
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Baste on the-new information we have from the analysis 'of the
progress reports received in March, we see that the demand by stu-
dents for this program will be approximately $2.8 billion, or $307
million more than the funding available, for about°2.8 million re-
cipients, or an increase of about 200,000 students, with an average
grant of $990, rather than $937, or.approximately $53 per recipient
treater than was anticipated. -

The estimate over the amount projected,'as I said before, comes
from the number of students and the increase in the average
award. Neither the Department of Education nor, the Congressional
Budget Office, in terms of its projections, was able to capture that
change."

The Question was asked, Why wasn't the Congress notified
sooner? The response to that is, again, to understand .the progress,
reports, one must know tbat we dan't begin to get reliable data on
the program until about the middle of March. It takes at least 1 to
2 months to analyze that, to determine whether thq, data we are
getting is p good indicator of the future or not.

I believe if we had made this' projection in November, we would
have pthjected anywhere from a surplus of $22 million to a deficit
of $81 million. If we had done it in January, it might have been a
couple of hundred million.

In March it was estimatel to be $307 million, but that's batted on
about 2 million records. That is a pretty accurate estimate, and it
has been looked at from the point of view of now through the end
of this award period.

We expect most of the end of y r re to be in by the middle
of the summer, and it would be t that time that we would have a
more precise estimate of the e ct n mber of dollars and studrnts
in the pr ram.

As I said before, I brought this e attention of the Appropria-
tions Committee back in March. I'm pleased that you invited us
here today to explain some of the details of the program, because I
thing the program' could stand some further analysis and better
understanding of just what is happening.

It is vesy difficult to determine precisely what is happening, be-
cause all of the indicators used in estimating would seem to indi-
cate not much of a change in the program for this year.

Just to give you an idea, the chart in front of me shows the last 3
years of the program in terms of applications. There has beer no
more than a 2- percent increase, at most. The increase'in the slope
of the line to 141M shows that we are talking about an s- percent
increase in applications.

At the same time, I have taken a look at the enrollments in
higher education, and if you look at enrollments* in higher educa-
tion, you will see that there has also not been a dramatic increase,
yet we are talking about almost a 3- percent change for }'ell grant
applicants as a part of total enrollments in higher education, an-
other trend that rieithr CI-M) nor the Department of Education ex
pected hatied on historical trends.

The model that we used to estimate has in it factors such as the
higher education enrollment and the historical trends in the pro-
gram relative to numbers of applicants-, eligibles, and no-shows,
should tell you in terms of no-shows -that's the difference betteen

if;
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'those who apply and are granted eligibility and those who eventu-
ally show up on a campus with a valid S411 which they take and
get payment onthat the trend has been for there to be an in-
creasing number of no-shows, with the exception of this year. It
would appear`that mare students.wbo are eligible and submit the
application are in fact bringing it to the campus and receiving pay-
ment. That's a reVersahof a trend we have been experiencing.

What we have leaHed from the applicant data is this. Even
though it is incomplete at this time and we can't be definitive,
there are some trends that have de' eloped:

For example, in the number of eligible qid applicants, there is an
increase of about 137,000 students over last year. We have found in.
looking at the increase of 137000 that 93 percent, or 120,000 of
those, are ip the category we call independent studentsthat is,
not considered to be dependent on parents' income for support.
Only 7 percent of the total increase is in the dependent student
category.

In terms of age, there was.,an increase in the age group 23 to 27

of 48,000 applicants. More surprising ig an increase in applicants
over age 27 of 85,000. In short, 62 percent of the total increase, is
composed of students who are Over 27.

If you add both together, students over age 23 constitute 87-per-
cent of the increase.

In terms of income, we find that those increases come primarily
from family incomes of less than $7,500. That would not be surpris-
ing, given the fact that the income from the independent student--
adjusted gross income runs around $4,000.

But the 104,000 who come from below the $7,500 income category
is indicative of the fact that lower income students seem to be
taking advantage of the Pell Grant Program in higher education.

Another factor is the nontaxable. income. That factor .in the
report includes unemployment, welfare, and other Government
benefits. We found that there was an increase of about 66,000 stu-
dents, or about 48 percent of the increase, came from students who
showed unemployment, welfare, or other Government benefits.

In summary, we find that the profile of the student coming to
the program this year is a nontraffitional, independent student.

This shift corresponds to some national trends in higher educe-.
tion, although it is more dramatically emphasized here than in any
other analysis we have seen from *ICES or any of the other re-
ports.

We don't know at this time whether we are talking about a 1.,

year anomaly or whether this is an experience that will be repeat-
ed in future yekivs. We do know, in updating our model for next
year and making a calculation for the fiscal year 1986 budget, that
all of the experience' from this year will be put into that model
before new numbers are developed.

The final point I would make in my testimony, Mr. Chairman, is
that we feel there is a great deal more analysis needed of this
change in the program characteristics and the corresponding
budget increases,

We' also have a quality control study of the program whicheias
done by an outside contractor. It's nearly ready to he released. It's
the third in a series of reports which show that we have in fact

17
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reductOthe error rate, but we are still talking about a significant
dollar error in the program.

We think there are sortie interim measures that can be taken to
reduce the costs. We think that we need more infbrmation on the
program before we can go forward and request any option such as
p supplemental or increased regulatory authority to verify those
applicants we see are making significant errors in the program.

We also have reauthorization coming up and we could consider a
number of options in developing the budget for fiscal year 1986.

To repeat, we are not at this point preparedto request a supple-
.. mental nor do vie expect to invokethe authority we have to reduce

the grants for, those students who are planning to attend institu-
tions of higher education this fall.

'Mat concludes my testimony, Mr. Chairman, and we would be
happy Co answer any questions you might have.

[Prepared statement of Edward M. Elmendorf follows:]
A
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PREPARED STATEMENT Or EDWARD 114 EL.MENDoar, ARRESTANT SECRETARY,
ParrisroNDART EDUCATION. DEPARTMENT OF EDUCATION

Mr. Chairman and Meibers of the SOcomeittee:
a

.1 am pleased to have this opportunity to be here today to

discuss with you the Pell Grant prograts funding requirements for

academic year 1981-84.

.1

The Department has been closely monitiming .the flow of Pell
o

Grant program funds dtifing this academic year. Ourabiliiity to

-/ accurately project program expendituresqs influenced heavily by

several external factors beyond the Department's control. For

example, because,the iirogram continuously receives updated

ipformation concerning student applicants and institutional

expenditures, projections of ultimate program pirticipaton rates

sod_costs remain relatialy'unstable until well into the

processing year. The funding process is also extremely complex

with constant analysis required 6 maintain adequate funding
we

availability at each of the more than 5,000 currently partici-
.).

`pitting institutions.

t

After careful review of our most recent operational analysis

report and other program statistics, we determined that the

amounts appropriated for fiscal year 1983 and carried forward from

the prilikious fiscal year were insufficient to meet Pell Grant

program activity and other administrative expenses during the

1483-84 academic! year. VP have been confronted with an

19
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extraordinary and unanticipated increase in both student agpli- I

cants and those eligible student applicants. In addicion, these

eligible applicapts have qualfied for higher average awards. The
. w

combination of these two factors contributed'to the increase in

program expenditures by'12 percent above whet was projected.

. r (

To meet. pgogram obligations and Tvoid in

processing institutional requeray for additi al funds, the
1 . , 6

fewirtment exircised its authority, to diawldtmn $307 million from

the 1984 Pell Grant appropriation, thus increasing funds available

for the 1983 -84 academic year to $2.8 billion,

V

Let me now be a little more specific in addressing the.

questions you raised in your letter of invitation.

1983-84 Program estimates

AP

The amount initially available for academic year 1983-84 was

$2.494 billion consisting of a fiscal year 1983 appropriation or

$2.419 billion and $75 million in carry over funds from fiscal

yens 1982. Our estimate for, particiption in the President's

budget was 2.54 million. More recently our estimate was raised to

approximately 2.66 million recipients with average awards of $937.

As you know, the maximum grant a student can receive during the

19141-04 academic year is $1,800.

20
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We recently notified, the Congress that the Department

borrowed $307 million from the 1984 appropriation to supplepentf
./

the amount initially available to meet Pell Grant payments and

other.adminlstrative expenses. This additional funding will

;ride an operatingleve/ of $2.8 billion with 2.8 million

recipients and an average awardof 8990.

N

The primary reasons for the increase in estimated program
. .

. expenditures over 'or original projections are a significSht

increase in !Jigible student appficints with-more financial need.
ob.

This increase was not anticipated by the Department when initial
.

budget estimates were developed. This phenomenon caught everyone

by surprise.

With respect 'o your ,question in the letter of invitation re-

garding why the existing systems %id not provide an earlier

warning of the increase in student applicants and the average

award, I would, like to mention, as I did earlier in my testimony,

that our ability to project program costs are limited by the fact

that our projections are based on historical experiasce.
4

once the mrtual processing cycle begins, monitoring Pell

Grant expenditures-becomes an on-going process. Thb program

continuously receives information from institutions regarding

student participation.

21
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Gtven'the nature Ofk the progrim, the average /Ward and number

of. recipients remain relatively unstable until the bulk of

institutional activity reports are received and processed by diet

Department. This uncertainty makes the process extremely complex..

it is necessary to periodically review and evaluate all disbursing

institutions' ictivities in order to revise estimates of adequate

funding levelslanisto ascertain legitimate financial need.

Because of the complexity involved in monitoring program

expenditures, the Department ;Frireriot aware of the magnitude of the

increase in eligible applicants until early spring of this year.

At that time, the Department had received approxittately 2.4

million reports submitted by institutions indicating students with

increased financial need. Based on the data we had available and

on assumptions regarding the average award and total estimated

recipients, we estimated that an operating level of $2.8 billion

was necessary to continue processing institutional recfinasts for

Pell Grant funds.

Characteristics of Program Apilicants

We are interested, as you are, in understandiqg this major

fluctuation. We have been reviewing program data as it berries

available to us and, while we cannot be definitivelbecause the

data arp incomplete, some interesting trends aRpear to be

emerging. in reviewing comparable data from the 1982-83 and

1983-R4 award years, w.' have observed the following trends:

22
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o The number of. eligible aid applicants ram a total

of approximately 137,000 betwee the 1982 -83 and

1983-84 award years. Orr. the same period, the

number of eligible independent applicadts in-

creased by more than 127,000. This increase" in

eligible independent applicants accounts for

approximately 91 percent of the total increase

between the two years. During this same period,

the number of eligible dikendent applicants rose
1

by more than 9,800. This.increase accounts for

'approximately 7 percent of the total increase

'between the two years;

o The number of eligible applicants between the ages

of 23 and 27 increased by 48,000, while the number

of eligiblb applicants over the age of 27

increased by 85,000. These Increases account for

approximately 3S percent and 62 'percent of the

total increase respectively

.4

o The number of eligible applicants from families with

adjusted gross family incomes of less than $7,S00

Increased !y more than 104,000 between the two year

perCod and which representw approximatet 76 percent

of the total increase;

23
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o The number of applicants reporting other non-taxable

income' (which includes unemployment, welare,, and

other Governmiiit benefits) rose by more than 66,800

which accounts for approximately 48 percent of the

total increase experienced in the program.

-These statistics seem to indicate that the increase in

eligible Pell Grant applicants are older Independent students with

low family incomes. This shift corresponds to national trends.

which autigest that the slight increase in postsecondary. enrollment

overall is a result of older students seeking to improve their

skills. Contact with financial aid administrators tends to

support this theory.

'1984 Program Estimates

01,

The amount. remaining to make Pell Grant awards in academic

yeir 1984-85 is e4timated to be 82.493 billion after deducting*

8307 million to supplement 1983-84 Pell Grant activities. The

actual amount available will depend on the actual 1983-84 short-

fail to be determined in late summer When institutional funding

requests and expenditures are reconciled. We do not now know

whhther the 1983-84 experience of incfeased recipients with

greater financial need will be duplicated in alademic year 1984-85

or whether this was a one year anomaly.

24



We share your interestin wanting to undetstand the Actors

behind the unanticipated increase in Pell Grant expenditures. Our
a

quality control studiescentipue to document a large -- though

declining -- errovvate. In 1982-1983, therate.was 25 percent.

While we are making improvements in all these a'reas much still
I

-re needs to be done. We will continue to monitor closely the changes

in tfte Pell Grant program's costs and will keep you informed of

any new developments. .We plan tolimake recommendations to you in

the coming yeat that will enable to Department to make pripiess en

these problems.

. Mr. Chairman, I hope this testimony has been responsive to

the concerns o f the Subcommittee. I will be pleased to answer any
.

questions the Subcommittee members may have.

Mr. HARRISON. Thank you very much, Assistant Secretary. 4
I think that some of the things you have said have answered a

few of the,auestions that I had in mind.
I guess I- would begin with the observation that, as a personal

comment, I am happy that you are not planning to reduce the
grant schedule, which I think would probably work some hardship
on individual students.

I guess the major concern that the subcommittee has this morn-
ing is whether or not this is, as you called it, a 1-year anomaly, or
whether we are dealing with an ongoing problem kere.

You have noted that a quality control Eltudy is in process, and I
assume that you will share that with us as soon as it is available.

Mr. ELMENDORF. Yes; we will.
Mr. HARRISON. At this point, do you have any judgment you can

share with us as to whether or not this shortfall condition will
recur next year?

Mr. ELMENDORI. Let me say that I don't think there is one single
approach to addressing the problem. There is a budgetary ap-
proach, which I understand we are here today to provide informa-
tion about, but there are some longer term solutions, and they can
begin as early as tomorrow.

For example, the quality control study has brought to our atten-
tion erroneous information students have, submitted on adjusted
gross income. This can be addressed by increasing verification ef-
forts.

By that I mean institutions are in possession of IRS 1040 forms
which they can use to compare applicant information on the Pell
form against information submitted to IRS to show that the infor-
mation is within tolerance. That verification is now being done at
the rate of 1,200.000 of these a year.
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We found in a study not yet released that there is still'a signifi-
cant error in that one factor. In fact, it is the. most significant
factor, causing some $80 million in error.

We find that the reason for that is attributed to the independent
student. Dependency status, in fact, is the one factor that we feel ..

We need to give most attention to in terms of any new verification
process that we use itrthe future. .

That alone could save some significant amounts of money, if we
were to address it, as well aS a reconsideration...of the independent
student definition, which right now is essentWly frozen _under the .
law, in terms of its definition, for at least 1 more year.

Those factors are things we can look at that would have a soften-
ing effect on the program. .

-....Mr. HARRISON. You are not suggesting then that you haire found sany serious degree 49 *1iberate misstateme on 'these applica-
tions?,

Mr. ELMENDORT. We have no- way of kn ing whether they are
deliberate or not. We do know that they re erroneous, aiidrwhen
the IRS forms arejcompared With the ual information, we still
find a 25-percent error rate in the p am..

We think a more targeted type of rification done both by the
institution and by the processor ho processes the applications
could contribute to an even furthe reduction in error.

The total error in the p net error, is still over $200 mil-
lion. That is a factor that we revealed about 2 years ago and have
increased the verification to try to meliorate that situation. .

Mr. HARRISON. You spoke `a couple of minutes ago about a toler-
ance level. To what eke does the actual error rate differ from
what you would conside a tolerable level?

Mr. ELKIIINDORY. We) , I don't think anyone has concluded what
a tolerable level is. If you were look at some of the other pro-
grams like welfare and social se cues, they are talking 2 or 3 per-
cent. That is a myth raore control program, and we don't really
have a compare model to the Pell grant, a 25-percent error rate
however is not tolerable, and I think we can reduce that even fur-
ther.

The error rate was, I believe, over 40 percent in the first quality
control study.

Institutions, by the way, have date a commendable job in reduc-
isg error rate, so have students, but we think there is a way that
we can reduce it even further, and we are working with the com-
munity on that.

Mr. likiIRISON. I guess my last question before recognizing -I feel
somewhat, strangely enough, in the majority of the House and the
minority of the subcommittee this morning. 1

Mr. GUNDER/KW. Can we have a vote, Mr. Chairman?
Mr. HARRISON. Thankfully not. .

Before I start recognizing my colleagues, I guess my last question
to you, Doctor. is this Do you have any idea as to when there will
be some firmer judgment as to whether or not this is an anomaly
or a recurrent problem?

Mr. ELMEN DORF. We will know by, the time that we reconcile all
of the institutional accounts, oecyrring sometime in the. late
summer and early fall, whether or lot the numbers that we have
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are, in fact, accurate for this year and whether there is any turn-
back of funds from institutions that could offset the $307 million.

When I first came to the Department, these accounts Unfortu-
nately hadn't been reconciled for 7 years. We have set about doing
that and found $67 million to be reconciled over a 7-year period.
We hgve improved that to a point now where we can reconcile 2
months after we close the books on an award year. That would es-
sentially mean that avAraging out those 7 years, we couldn't expect,
this year to find moreithan $10 or $12 to offset the $307
million that we expect to be the cost of the program for this cur-
rent year.

Mr. HARRISON. So you are saying that you might have some fur-
ther information to share with us by the end of the summer or the
early part of the fall?

Mr. ELMSNDORF. Yes; I think we can share- with what we
find when we reconcile the Pell grant fund for 19 .

Mr. HARRISON. Am I in a position to tell my good friend, Mr.
Simon, that we will be able to talk about that somewhere around
September 1?

Mr. Eudarmortir. I believe that--
Mr. HARRISON. I'm not trying to pin you down to a certain day,

but I'd like to get an idea.
Mr. ELMIINDORIF. Yes; I think that's within striking range.
Mr. HARRISON. And at that point, do you think the Department

would have some idea as to what you would recommend as a solu-
tion?

.Mr. ELmaNDORF. We might have a more firm idea at that time,
and we will certainly have a leg up on the quality control study
and some of the regulatory processes that we are thinking of.

Mr. HARRIWN. Why don't I defer until later. Mr. Coleman.
Mr. CouchiAN. I notice that the CBO has estimates of about $117

million less of a shortfall than you do. I suppose you can reconcile
those, or do you feel that yours are more accurate as we look at
this thing?

Mr. ELMENDOlUr. I think CBO is expecting there to be a much
greater turnback of funds during the reconciliation prikess than
we anticipate.

I believe their total is around the same, but they are believing
that we, will get more funds back from institutions when we recon-
cile accounts, and I don't have historical data that would support
that.
- Mr. CAMEMAN. Let's play "what if."

What if, for example; a school which has a nontraditional trimes-
ter-based yearlet's say they have distributed 'two out of three of
thtir Pell grant funds already, and come, let's say, July or maybe
later on. depending pn what realistically happens, but for hypothet-
ical purposes let's say July 1 they distribute the Pell grant to the
students for the third and final go-around. Then after that, let's

'say in mid-July, the Department comes up with a ratable reduction
schedule.

How would you anticipate that institution handling, or being re-
imbursed for that last Pell grant distribution? They made it before
you announced and before the ratable reduction went into effect.
How would a school do that?

4
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Mr. ELMINVIX)R1r. You are speaking, of course, of next year, not
this year, because- -

Mr. COLEMAN. Well, no. I'm actually talking about.this year.
Mr. ELMKNDOKF. OK. Well, this year, we envision no change in

the program. There will be no reduction in any awards. With re-
spect to the year beginning on July 1, 1984, which is the year
against ,which we have borrowed funds there will be no ratable re-
duction in the large commitments that are made usually in the
first quarter for proprietary institutions or, the first semester for
traditional institutions.

I hope subsequently we will have more Lnformationon the actual
program costs and further information on Congress' progress on
the budet.

I don t envision at this time the idea of reduction. It is a very
disruptive process in the student aid delivery system. It doesn't
help the student, the institution, nor does it help the Department
in terms of what we have to do.

I think there are other options that we should be looking at in
addition to the congressional ones.

Mr. COLEMAN. I'm not trying to suggest that you should pursue
this avenue, but I was trying to determine under a hypothetical sit-
uation what would happen to that institution.

Could youI'm not suggesting that you are asking for this'or
that you might ask for this, but for purposes of guidance in the
future and for us to consider "what ifs, w
such an institution if they disbursed that
ble reductions were announced after the
reimbursed? Would they be reimbursed o
the reduced amount?

Mr. ELMENDORT. At this .point, I don't know why a reduction
would affect funds al y disbursed.

What, in fact; it wou doit has bee
nounce weir ahead of time that the d'
disbursement at funds would be reduced

In ratable reduction, as you know, t
quite protective of those who have El'sor eligibility indexesof
zero, meaning they are usually the poorest students in the pro-
gram. So they are essentially held harmless from any first ratable
reduction step. Only those who come from higher income families
would be affected by the reduction should it be enacted.

There are other options, too, relative to the size of the maximum
grant. As you know, the law next year calls for a maximum grant
of $1,900. We are dealing now with an $1,800 maximum grant.

Mr. ('.cn I guess the question was not whether or not the
student would be affected as much as that institution, if they spent
money that they are now not going to receive.

In other words, you are suggesting that any ratable reduction
would he prospective ip nature and not retroactive to a previous
disbursement day?

Mr. ELMENIX)Rif. That's the way it is supposed to work.
Mr. I loutstsoN. Mr. Jeffords.
Mr. Jtarrosos. Thank you.

ould happen to
y and then dila rata-

f ? How would they be
the full amount or on

beforeit would kt-
rsement or any further

the amount called for.
re is a formula that is
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I would like to pursue some of the "what if" questions and a
little bit more inforthation about the situation in the event that
there is not a forthcoming supplemental appropriation.

It is my understanding that 'what happens is that you have a pro
rata reduction and the less than full award. I wondered, in, view of
the present shortfall, what that would mean if there was no forth-
coming supplemental appropriation. What does that mean to the
individual recipients? How much would, they be reduced? How

would be dropped off that would otherwise have a small
aw

Mr. Euursoomr. Let me try to have Ms. Christensen answer
that Mr. Jeffords, from the point of view of the budget and the au-
thority that is in the budget drawing down funds.

Ms. CHRISTENSEN. Mr. Jeffords, as you know, we are not request-
ing a supplemental at this time, because we don't have enough
data, as I. Elmendorf has indicated to you.

As you know, we have authority each year in our Appropriations
language to enable .us to borrow money from the next year's appro-
priation, so that we don't see any need to do that now.

Now the awards for next year would be made sometime in July
or in the summer of this year. But all of that money is not dis-
bursed, but it -would be made at the full amount that the institu-
tions request and that the students need, and if, in fact, there if a
shortfall, at that time we couldwhenever it would become nes-
sary, we could borrow.

,
We would have a 1985 appropriation or a continuing resolution

whicih would contain that same .authority. We could borrow from
that and in the meantime then request a supplemental in the 1986
President's budget for 1985. But that would be in plenty of time to
take care of it, because we have this borrowing authority each
year. ....

As Dr. Elmendorf indicated, there would be no need to reduce
the maximum award o to reduce the grants made.

perhaps there are no hat ifs," and we shouldn't be here. But I'm
Mr.-Jamming. Wel either I understand what might happen or

confused. It seems to me, at some point you have to have some
money appropriated. My question is, Suppose. you don't have the
money appropriated? Then whit happens?

Ms. CHRISTENSEN. My point is that we don't know at this stag
whether

Mr. Jearlioaos. I know you don't know.
Ms. CuaufraNsogSt [continuing). Whether, in fact, we will pled

more money or even what that amount might be. That's why we
are saying that at this point in time we're not prepared to say that
we need a supplemental or that we need a supplemental for so
much money. We have enough borrowing authority each year in
our Appropriations Act to take care of this problem.

Mr. 41pArroans. Well, so I understand' you clearly, right now you
are telling me there will be no ratable reduction for I9M-85?

Ms. ( kutyrraNagri. Not Jhat we can feresee, no. There is no
reason -,-

Mr. o
, .

anybody foresee it3,hrroans. Well,
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Su the worst scenario that we have heard this morning'oc-
curred and there is no supplemental appropriatiop from Congress.
There would be no ratable reduction?

Ms. Ceaurriewsing. It would depend on what the estimates are
the estimates that we get from the institutions for the next aca-
demic year.

But, as. I say, if it happened that we did not have enough money,
we still have the borrowing authority in the 1985 Appropriations
Act or a continuing resolution which would contain that same au-
thority to do the same thing that was done this year.

Now if that trend continues, obviously, at some point in time, we
would increase our 1986 request or request supplemental for
1985.

Mr. Jervoans. Thee why, ate we here this morning? Could you
please refresh me?

Ms. Cinuermsgs. I think because there has been some misunder-
about this.

e sent up la letter from the Secretary, as Dr. Elmendorf indicat-
ed, to the Appropriations Committees, merely informing them that
we were utilizing this borrowing authority that they re us every
year. We told them that we would keep them

We were not requesting a supplemental. We said there was no
problem; it was merely an informational kind of thing because we
were using the borrowing authority that thef give us every year.

Mr. Jeritimins. Well, my understanding of that borrowing author -
ity--I could be is that it is to try and prevent.a problem
because this is so of an entitlement program, but that at
some point in time that borrowing has to be repaid, and it just
doesn't become part of the general debt to the country, does it? I
mean, you go on

Ms. CHRISTENSICN. That's true. That's true, but what I'm saying is
that at this point in time we don't know the extent of the problem
It could bi) that we don't have a problem, depending on what
pens next year and what the institutions request.

If the trend continues, we obviously will, but the timing of
supplemental, in fact, is not a problem, because we could use the
'burrowing authority and then request a supplemental later if that
were needed.

We just don't have enough'information at this point to request
any supplemental.

Mr. HARAwN. Mr. Gunderson.
Mr. GUNDICRBON. Thank you, Mr. ChairMan.
Can we assume then that there will not be a request for a sup-

plemental in this calendar year?
Mr. FILMENDORF. I don't expect that we have enough information

to make that request at this time, and I also expect that the
number your have before you will be fairly accurate at the end of
this summer, but I wouldn't want to come before you and request a
supplemental where the number could change one way or the
other.

CB() has estimated it will change downward by $100 million. I
would like one of us to be correct at the end of this summer before
we come up here and ask you for more money than is needed or
ask you for a supplemental at all when I think there are some
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other options in terms of reauthorization, budget, verification, and
other ways in which to deal with more derqMnd for the program
than is expected. Adustituf the maximum grant would be an exam-
ple. A change in the maximum grant of $100 is equivalent to $148
million in the program.

One small change like that could more than take care of half of
the program overrun. But that isn't we are recommend-
ing.

was *ng in terms of how you can 4, 'pulate parts of the
ing. It is and responds to question that Mr.. Jef-

program to ng it back down within cost without necessarily
going for a supplemental increase.

But we don't want to disrupt the flow of fun& to students for
next year, and that's why we have unequivocably denied any sug-gestion that we go through a linear reduction or reduc-
tion for students before disbursements are issued in

Mr. GUNDERSON. We can confidently tell our schools and our stu-
dents that there will be no nor change in the eligibility require-
ments, or the distribution, or the amount, or any kind of pro rata
reductions during the 1984-88 school academic year?

Mr. ELMENDORF. What you can tell them is that all the things
that control the disbursement of funds and the eligibility are
pretty much published right now. We have published a contribu-
tion schedule, we have published the payment schedule, and we are
stating now that linear reduction is not an option for us for that),
first disbursement.

Now I wouldn't want 'to rule out the second disbursement, but Ican honestly say
Mr. GUNDERSON. When does the second disbursement occur?
Mr. ELMENDORF. General!), it is in February- January or Febru-

ary._ But I'm not going to scare you by saying that's something
Mr. GUNDERSON. You already have.
Mr. ELMENDORF [continuing]. We have already decided. It's just

one of those options.
I think there are many other options more desirable than that,

but it is an option, and I think its fair to tell you it is an
Ms. Crtialirrmsxpi. But I would acid, Mr. Gunderson, that t ii$ is

why the Appropriations Committees give us this authority in our
Appropriations Act every year to cover any situation that might
come up like this in the interim until we know what the situation
is, whether we need a supplemental, and wjiat action needs to be
taken later.

Mr. GUNDERSON. But I think you would have to agree that there
is a great deal of uncertainty that we are putting our schools and
students under if we are telling them that there is likely going to
be a shortfall in the amount of money available for Pell grants,
that there will be no linear reductions in the first semester, but
come next year we are not going to make any guarantees on second
semester. That is really what you are saying, isn't it?

Mr. ELMENDORF. I'm saying I don't want to foreclose any options
kit this point.

I really don't feel it's responsible for me to say, "Go get a supple=
mental for $307 million," when it could be, according to CBO, a lot
less, and according to us it could be that amount or even a little bit
more.
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I really think it would be premature to closkoff that option as
well as some of the othe"ptions. I hold out more promise for some
of the other options.

Ms. CHRISTENSEN. I would also repeat that the intent of the letter
that we sent to the Appropriations Committees was merely to
inform them that we had utilized this borrowing authority. It was
not to provide any scare on the part of the schools or the students.
It was merely to tell them that the Situation was being taken care
of by the authority that they gave
Mr. GUNDERSON. Sort of like somebody up and saying,

"We don't want to scare you, but y °louse is on fire."
Ms. Cenuerzrunrs. No; that's notit's net the same.
Mr. GUNDERSON..0K.
Ms. Catturntamss.-It's not the same at all, really.
Mr. GUNDERSON. OK. Let's get into the timing. I'm a little con-

fused as to why we haven't determined the shortfall until ngw. For
all practical purposes, the 1983-84 academic year is over. We
should have had some pretty good idea back,,,in February, or at
least March, as to a projected shortfall. What took so long?

Mr. Etairsoomr. I'm sorry you weren't in the room, but I covered
that in detail in my statement.

Mr. GUNDERSON. I apologize. .
Mr. EukcaNnoar. Its essentially this, Mr. Gunderson. We have

' three ways to determine what it is institutions' are demanding from
us in the way of payment documents or SAR's. We get one in Octo-.

ber, get one in the middle -of March, and we get one in.the middle
of duly. ,

The March 15 one is probably the most revelling, because it
gives us the first payment and most of the second payment going to
students.

I did notify the Appropriations Committee on March 28 of this /
problem, anal did use the figure SW million in information pro-
vided to that committee. .

We, however, wanted to verify that, and the analysis that we
conducted after the March 15 progress report and before the May
letter was to corroborate the $307 million awl to give you the kind
of information that we presented this morning about w it is out
there making this demand on the program, when all s' from
( "80 and everyone else would indicate that no way cou d we have
predicted this kind of a demand, An 8-percent increase in appli-
cants is extraordinary when higher education enrollments have
stabilized for the last 2 to 3 years and in fact are projected to go

down. .

Mr. GurginuisoN. You describe the fact that most Of the increase
occurs with the nontraditional student and their applications for
assistance in this a.

What is the to suggest that these demands would go down
rather than up?

Mr. EI.MENt RF. Well, there is a great deal of evidence to suggest
that the demand for dependent students, 17 to 22, is clearly meet-
ing the projections that were made before 1990that is, that they
would taper off rather dramatically.

There is not .a great deal of evidence on how stable the increase
of those who come from the older group is.
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the enrollment in the' public .2-year community college is one
signal that we can use as a measure, and the amount of funds they
get from the Pell Program has increased.

So if there is an increast, it appears to be an increase in older
students attending public community collegeti, at least in terms of
the way they draw down Pelt grant funds.

But overall. I think the fact that we find nontaxable income
, unemployment benefits and other Govenment benefitsare being
repprted more frequently among tow - income students in the pro-
gram is some indication that the economy and its fluctuations has

- a mirror effect in higher eaucation in terms of older students en-
rolling.

. As the economy improves and the number of unemployed contin-
ues to go down, enrollments may also decline. It may be that we
ha irp seed a 1-year blip in the

Mr. GUNDERSON. But generally, you don't really believe that?
Mr. Eutnrageonr: I have data to show that.
Mr. GUNDERSON. You really believe that the number of nontradi-

tional students is going to be on the decrease?
Mr. &mgr./Dour. No. I have data to show that the number of non-

traditional students has fluctuated each year. -

For example, the one factor we can't get much of a handle on,
because nobody really reports that data very well, is the number of
nontraditional students attending schools.

We looked at proprietary schoo and 1 proprietary schools
had increases of over $10,000 In the amount of Pell grant funding
that they got this year in comparison to last year.

That information is very hard to get, and it's very hard to get
anybody to put that together and assess where # is that those stu-
dents are coming from.

We need a lot more analysis to pinpoint that
Mr. GUNDERSON. Finally, then, you would. agree that all of the

assumptions would suggest that the demand would be' there in the
next couple of years, as it has been in the 1988-84 _year?

Mr. EI.MENDORF. I would not go 80. far as to the NAI
projection through 1990 on total enrollments, which continu
show a decline, and in fact that is exactly what is happening.

The top line on this graph is the enrollment of traditional stu-
dents.

Mr. GUNDERSON. 'm asking nontraditional. That is where the in-
crease in the Pell nt

Mr. MLNDINDORF e are defining nontraditional' differently. I am
saying the tradit nal student is a student, older or younger, who
attends any traditional 2-year, 4-year, public, private institution,
except for proprietary schools, and that enrollment has stabilized
and in fact decreased even with the enrollment increase in what
we call independent students.

My sense isand I don't have anY ability to verifythat the
older student is going to the proprietary sector in greater numbers
than they appear to be coming into the traditional sector.

That is from the perspective of, the demand they are placing on
the Pell Grant Program, and keep in mind, the older student gen-
erally attends part time; they generally take less than six credits;
and when they doe they are not eligible for Pell.
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Mr. GuNusasoN. Thank you. Mr. Chairman.
- Mr. HARRISON. Thank you.

I guess I have one more question, which gets back to Mr. Jef-
fords' question of, why are we here this morning?

I guess what I'm hearing and what I'd like to hear from you, Dr.
Elmendorf. is that we are here this morning tq get the assurance of
the Department that you will come to us for a supplemental before
you will rechice student grants, and I hope that you are in a posi-
tion to give uk that.

Mr. EuitzNnoity. I wouldn't want to be the one to have to commit
to that, because I think only the Secretary can make that decision
in consultation with the Office of Management and Budget, but I
can assure you that you can leave here feeling confident that there
won't be a reduction in grants using the linear reduction formula
for the September grant period.

Mr. HARRISON. Yes; vole heard that. Unfortunately, we also heard
you say that you don't want to make any commitments on the
second disbursement.

I suppose the difficulty is that the letter to Mr. Natcher, which
gave this information, really triggered a great deal of concern. This
concern, I'm afraid, has now crystalized, because you are not in a
position to say that you would be prepared to come for a supple-
mental before you would reduce student benefits in the second se-
mester, and I think that is regrettable.

I mean the basic fact is that we have a $307 million deficit. This
deficit is going to have to be made up somehow, and if I'm hearing
you correctly, I'm afraid you are telling me that the Department
might, under some circumstances, be prepared to take it out of the
students by reducing the grant in the second semester rather than
by coming back to C,ongress and asking for a supplemental. I
you will tell me I'm wrong.

Mr. ELmaNnotur. I would hope that you wouldn't make that a
firm conclusion but, rather, keep the door open to other options
which could be examined and would, in fact, not make that at all a
reality. I'm saying we have time between now and the next budget
cycle to accommodate that.

There have been carry-forward actions like this three times in
the last 11 years, and I expect that we will probably deal with it in
somewhat the same way.

Mr. I-IAmusoN. I still wish you would tell me I'm wrong.
Thank you, Dr. Elmendorf. We appreciate your being here this

morning. We thank your colleagues also, and unless you have a
further statement to make, we will

Ell/WNW/RP' No, sir. I thank you for inviting me, and I hope
vfP can share even more information whelp we finish the summer
analysis.

Mr. HARRISON. Good.
We would welcome next Dr. Dallas Martin, the executive direc-

tor of the National Association f Student Financial Aid Adminis-
trators.

By way of parenthetical comment, I mittotell Dr. Martin that I
was invited to address the Pennsylvania Association of Student Fi-
nancial Aid Administrators several months at a beautiful
resort, which unfortunately you can only reach by flying into one
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. of the most dangerous airports in the United States. But I survived
* the experience.

Doctor, we welcome you here this morning.

STATEMENT OF DALLAS MARTIN, EXECUTIVE DIRECTOR, NA-
TIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINIS-
TRATORS

Mr. MARTIN. Thank you, Mr. Chairman.
I'm glad you made it safe and sound up to Pennsylvania. I hope

that the meeting was worthwhile.
Let me, if I may, by to just summarize my comments today, Mr.

Chairman, and ask that the full statement be entered into the
record, and I would also note that 12 higher education associations
have a '4, on to that testimony.

Mr. N. Without si 'on, your -44 will be en-
tered. We d appreciate a 'of the addi sponsors. Please
proceed however you think best.

Mr. MARTIN. If I may, I -would like to deal really with the ques-
tions at hand.

I think Dr. Elmendorf has clearly outlined, as we understand its
what are the financial effects, and the estimates that he has given
of the $307 million seem to be correct in terms of our understand-

usfifathe levels of the appropriatima.
What seems to be somewhat cmfi here today is why we ex-

perience the shortfall in terms of the that have occurred
in the estimations. I'd like to comment on that

When we first began to have some evidence that there was
to be a shortfall, it was originally pointed out that there have
some increases in the number of students that are enrolling in
lower priced community colleges and vocational trade technical
schools. I think Dr. Ehnendorf collaborated that here today.

This is not too surprising to us. In fact, feedback that we have
gotten from a number of our member institutions would suggestthat in fact this is on and that this is one .contributing
factor to the increase of the II grant dollars.

I think the point that we need to keep in mind here is something
that we have observed before in terms of postsecondary educational
enrollments; any time in this country in the last 50 years in which
there has been an economic tecesaion or high periods of unenroll-
ment, we have seen larger numbers, of people who are displace!,
who are unemployed, who are trying to gain new job skills, go back
and reenroll in postsecondary education. Clearly what we have ex-
perienced in this country for tbe last couple of years would point to
that effect. The evidence that the Department is showing in the
numbers of older students is clearly reflective that this is going on
in this country.

In response to Mr. Gundersott a minute ago, I totally agree with
him. I see no reason to believe that this is going to change any
time through the early 1990'a All of the people that model the de-
mographic data show that we are into that trend.

traditional 18- to 22-year-old college population has some-
what stabilized, but what we are finding is a. returning of the older
person, an upgrading of their skills, of the displaced worker, and
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others. There is no reason to believe thi4t what we are finding here
will not continue, probably for some years. This suggests that the
models that are used and the information that goes into that model
in thevDepartment are going to have to be somewhat revised.

The second thing that Dr. Elmendorf pointed out, in addition to
this increase in the number of students, was that they have also
noted in this year's projections from the management data that the
average award per student has increased by about $53 over what
they had anticipated at the beginning of the year.

Again, this is easily accounted_ for if you look at the economic
data. If you look at real income in this country, it has remained
stable or flat for the last couple of years. It has not grown as fast
as it has in previous years.

The Pell grant model has always been built on a set of ahsump-
tions that the income of many families would rise faster than the
Consumer Price Index. The result of that increased income is an
assumption that there would be certain numbers of students that
would fall out of eligibility. Now that is not happening as rapidly
as it has in previous years. That would account for probably a
majhr reason why the 'average award has gone up, because incomes
are not rising that much.

All of this seems to simply point out to me that we have some
oat ail economic,stagnation in this country, with actual reductions
in personal income that many people have experienced. Therefore
we have seen an increase in both participants in schools and also
adjustments in terms of the eligibility as people's awards are calcu-
lated under the formula.

Now there are a couple of other factors that have also contribut-
ed to the data. In fairness I must say that the Department does at-
tempt to took at their data from 1 year to the next in terms of
what the trend lines or the effects are going to be.

I would simply remind the subcommittee, if we look back, that
you would find, for example, that the 1983:84 Pell grant awards
were delayed. We did not get the forms on the streets early enough
that year: primarily because we were awaiting a final court deci-
sion over the student fee issue.

So the whole system has been somewhat disrupted in the past,
and therefore that hait a negative effect. Many students haVe been
discouraged from going forward with their application.

We also had the system in 1962-83 in which there was a last
minute chanse in terms of validation procedures that caused a
great deal of confusion after the year was started. We know that
was a discouraging factor to some students that simply chose to
stop out or to drop out of school for that year.

Now this last year, we believe that many schools decided that
they would go ahead with the 100-percent validation, and they took
steps and implemented such procedures to help those students
along the way.

So as a result of that, I think that the Department's data has
shown that there art. almst, MOM more people in the, programs,
this year is understandable.

So the delivery system dearly impacts upon the number of
people and the participation rates that We have had in the pro-
gram
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I think the real issue here todayas it was stated at the outset
of this hearingis what are we going to do. with this problem? To
me, it seems that we clearly do have a problem. In fact, we began
to note that this problem was evident somewhat earlier than even
what Dr. Elmendorf alluded to.

While he did provide for the hearing record following his testi-
mony on the 28th in the statement to Senator Natcher about the
$307 million shortfall, we know a number of institutions that actu-
ally began to find difficulty in getting their authorization levels in-

shortly after the first of the year.
Many institutions began to go to the Department and indicate to

them that they were going to neea more money than what was
originally assumed, and many of these schools were held up on ap-
provals of their

Now that simply
levels for 2 or 3 months.

y can't that those schools did not have authority
to go ahead and pay students for second semester awards. Many of'
them, therefore, either had to loan students their own money, or to
carry students on their books; in some cases, students simply were
not paid.

We went along until really the latter part of March, well into
April, before most of that was kind of cleared up and was carried
forward. So we knew then there was something amiss.

Part of that blame was laid on the system itself in terms of some
backlog with the changes' and the estimations. I suspect that there
was also some jockeying that was going on between the operational
people and the budget and planning and policy ppeeoQpple in terms of
approval togo ahead and Rot' forward the additkonal dollars to
allow thane alithorization levels to be increased. Npw that we are
clear that there is At least a $307 million Wwirft. :11 pending, it
seems to me that our suspicions were correct all along.
' In fairness, the situation has been corrected now, but it did

create hardship on students that doulaThave been avoided had this
matter been dealt with more efficiently. I have some problem un-
derstanding why, after almost 10 years of experience in administer-
ing this program, that the float can't be managed. I do have prob-
lems with that. But that's not why we are here.

I think the real issue today is what are we going to do about this
shortfall at this particular point?

As you hpve. pointed out several times, it seems to me that the
question is Aielectin* between two or three alternatives. One choice
is to go ahead at this point and seek a supplemental to take care of

problem that we know exists. Whether the problem exists of the
magnitude of slightly under $300 million or slightly more than
$300 million doesn't change the fact that we are into a problem
that we have got a deficit. As Mr. Jeffords pointed out the deficit
has to be reconciled, and so we should get on with that. If we are
off a few million dollars one way or the other, I don't think that
that's too much of a problem. It will be a bigger problem if' we
ignore it.

The authorizing-. committees have provided authority whereby
you can introduce a linear redtiction schedule. If that happens,
then the 1984-85 payment schedule which was distributed to insti-
tutions in January of this year, and whiclischools have been using
to announce awardsthat schedule would be revised, and therefore
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institutions would be required to pay students leaser amounts than
what they have previously been, notified of.

Mr. Coleman was asking a question about what would be the ef-
fects on a hypothetical about the reduction schedule. First of all, if
the Department choseand I understand that Dr. Elmendorf said
that they didn't have plans of doing this, but if they chose to go
forwardwhich they can doand larded a revised payment sched-
ule that was on the linear reduction, first of all, the only .students
that are protected under that are students with an eligibility index
of 0 to 600. That is what the law requires. So those are only the
students that are the very, very low income that are protected.

All other students then .would. have their awards adjusted based
upon the amount of the shortfall. The degree of the reduction of
those awards would depend upon_ how large the deficit is, and that
could take may students' awards down by aeireral hundred dollars

on *here they fell in that scheme.
derr7dagendoif said that they weren't going to do it for this fall.
It might even be worse if it was done in the winter, because stu-
dents then would be halfway through the year.

But the effect would be that the schools would have to call in or
notify those itudenta that there is a reduction, and they would
have to also recalculate those awards, each of them, by going
through on an individual basis and looking up on that payment
schedule to find out what that new student's award was, adjust
those and packages.

If they were able at that point to have any additional mon to
try to make up for that shortfall, then they would try to
but many of them, probably late in the year, would not have
moneys because they would have already committed them.

So it would be very disruptive, riot only to the institutions in
terms of work but certainly to the students.

The major disruption to the Department would be simply rum
ping the model and putting up a new payment schedule and send-
ing it out. The real harm would be done to the institutions and the
students and there would be that effect. What would happen if
schools had dispensed the money before? If a school, by chinct?, had
disbursed money in July on the assumption that there was gun to

r be a full award under the current t schedule, aM
quently we had a reduced payment ule for that award year, I'm
assuming that that would constitute an overaward for that student
Therefore the .adjustment would have to be made in the next
payment period for that individual student, because- that payment
schedule stands for that full year. It doesn't talk about it for that
point on. I mean that payment period is set in statute for that total
operating year.

So under the hypothetical that you were raising, yes, I would say
that that student would have to have his award adjusted by the in-
stitution by going back at that time and saying it was an
overaward or by reducing it to 'make up in the next payment
period. That's the way it has always worked, and I have no reason
to believe it wouldn't work that way now under the statutes as
well.

The other thing I found interesting in terms of the solution and
what we are talking ,about is that Dr. Elmendorf seemed to think
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that there may be some additional things with validation and all
that would do that. I would just remind the committee that we
have been into validation now for about 3 years. To date, we have
not yet, in spite of all of the increased paperwork and all we have
imposed on schoolswe have saved some money, and we have cer-
tainly improved some of the geporting of the program, but we have

. not achieved at all the esthhates that are made in their quality
tontrol studies, and part of that is because you just cannot be that
precise. The program deals with too many variabl &, and we will
never achieve that. I think we have made improvements in that
area, and we certainly support the efforts on validation, but I
would hope that we don't depend on that to solve a $300 million
shoftfall problem, because it simply will not happen.

I also found it interesting that Dr. Elmendorf alluded to the fact
that one of the things would be to change the definition on inde-
pendent students and simultaneously stated in the:record that the
,17- to 22-year-old population seems to be stable. Well, nqw, that is
clearly the area where a change in definition would do it, but the
increases that he was talking about came in the older students, the
people that are beyond 22, beyond 27. Those are people that clear-
ly, with no change in definition, are you go- Big to make dependent,
as opposed to independent. That's where the older adults are that
are clearly independent. So we will see a continued iperease, and a
change in the definition at this leant is not going to deal with that
problem. This is a phenomenon of our society right now and a phe-
nomenon of simply pobtsecondary enrollmen rates. So I don't
think- we are going to have it.

.,A1 think the real 'issue is that we know we have got a problem;
how do we deal with it?

We would strongly recommend, and are pleased to hate, that Mr.
Harrison, you have indicated this morning, and Mr. Coleman in
your letters to the Appropriations Committee, that you have asked
for a supplemental to Mr. Natoher's committee. It seems to me
that that is the appropriate and prudent course of action. We
strbngly support that and have indicated to them that we feel that
they should consider that as well, and I would hope that this sub-
committee could support that recommendation raid we could move
on with it..

We may be slightly off on the total amount and may know a
little bit more later, but the fact is, we know now that there' is
roughly a $300 million problem, and putting it off will only com-
pound it for the future, and perhaps jeopardize future funding to
force ratable reductiOns for students in subsequent award years. it

I thank? you very much for the opportunity to be here.
[Prepared statement of Dallas Martin follows:j
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PREPARED STATEMENT or Da Deu.As MARTIN. ExvkluTivit DIRECTOR, NATIONAL ASSO-
CIATION OF STUDENT FINANCIAL Am ADSIINUITRAPORS. ON BEHALF OF AMBDICAN A8-
DOCIAT1ON OF COMMUNITY AND JUNIOR COU-ROES, AMERICAN ASSOCIATION OF STATE

CoLLRGRS AND UNIVERSMES. AMERICAN COUNCIL ON EDUCATION, ASSOCIATION OF
AMERICAN UNIVLIDUTIRS, ASSOCIATION Or CATHOLIC COLLEGES AND UNIVERSITIES.
ASSOCIATION OF JESUIT COLL/ORS AND UNWERSITTEIL. ASSOCIATION OF URRAN UNI-
vRasiTigS. NATIONAL ASSOCIATION or COLLEGE AND UNIT ITT Btemvess Oireicests,

NATIONAL ASSOCIATION FOR EQUAL OPPORTUNITY IN HIGNIC EDUCATION. NATIONAL

ASSOCIATION OF IN DENT COLLEGES AND UNDI AT1ONAL ASSOCIATION

OF SCHOOLS AND CO Or THE UNITED MYTHODIST CHURCH, AND NATIONAL As_

O(' OP STATIC U VICSSITISS AND LAND-GIANT COLLEORS

\rwa

.Ph. Chairman, members of the SubCommfttee. I appreciat,e_ he opportunity to

ePpear before you today to discuss the concerns of th* Kati 1 Association of

Studeit Finiqcial Aid Administrators regarding the $307 million shortfall in

x

anticipated tell Grant expenditures for the 1983-84 academic year.

As we understand the issue, the Department of Education began the FY-83 with a

Pelf Grant approprfatign of $2.419 billion and approximately $75 million In

unspent FY-82 Pell Grant funds, for a total funding level of $2.494 billion.

Subsequently, the Education Department discovered that actual FY-83

expenditures to cover the 1983-84 acadimic year would exceed the $2.494 billion

level by $175 to $200 million. This in turn, necessitated the need for the

Education Department to borrow approximately $300 million from the FY-84 Pell

Grant appropriation to cover the FY-83 expenditure shortfall. We assume that

the Department's reason for drawing dove $300 million when only $200 million

will be needed; is to provide them with sufficient funds to cover any "float"

that may occur to finance the difference between the funds the schools have .

''`estimated that will be needed for the year and their actual FY-83 expenditures.

As such, we estimate that approximately $100 million of the $300 million drawn

down wilt be available for FY-84 once all of the institutional accounts have

ol(

been recomflled for FY-83. Since final reconciliation of these accounts

cannot occur until after the end the academic year, i.e. June 30, 1984. we

expect that total lY-83 expenditures will not be known until late summer or

early fall.

Additionally, we now beYfeve that the Department's original expenditure

estimate for Fr14 is low. Based upon data obtained Trot) the American Council
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on Education, we feel that-at least $2.9 billion will be needed to fully fund

the Pell Grant program In the 1984-85 epadoelc year, rather than the $2.8

billion appropriated. As such, it would appear that a supplemental

appropriation of approximately $300 to $350 million will.be needed to cover the

FY-83 and FY-84 Pell Grant provoke costs. Otherwise, the F/-85 appropriation

wt11 have to be between $3.1 to $3.15 billion to cover the FY -83 and FY-84,

shortfalls and to fund the FY-85 prognam at the same levels approved for FY-84.

One reason given by an Education Department official for the underestimates was

that there has been a unanticipated increase in the number of Independent Pell

Grant recipients who enrolled in lower priced community colleges and

vocational/trade schools during the past year, Whether or not this fs true

perhaps remains to be seen. However, feedback that we have received from some

of our member institutions would suggest that this is one contributing factor,

but not the only one. Generally, overall postsecondary educational enrollments

have remained stable or increased slightly in the past two years, even though

enrollment declines had been projected. The reason for such enrollments should

not be too surprising if one stops to consider that historically when this

.nattori, has experienced periods of economic recession and high rates of

unemployment; overall enrollments in postsecondary education have increased.

This is simply due to the fact that displaced or unemployed workers during

these times often elect to enroll in short tern courses of study that will

enable them to obtain job skills and knowledge to re-enter the workforce.

-Current data would seem to partially reinforce this factor and feed-back from

some of our schools suggests, in fact, they have experienced some increase in

. the number of older independent students who are enrolling for one or two year

progran%. this SeeuM to be partitularty true in those areas of the country

.1
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where unemployment has been higher. However, a more common coetriheting factor

to the underestimate seems to be the overall lack of growth in weer families'
At

real income. The Pell Grant estimation model has always assumed that as real

income increases from onp year to the next, a substantial mamba; of prior year

eligible students will fall out of eligibility in the next year simply dee to

inflation of income. In essence in the past, incomigrew faster than the

C.F.I.., Given the overall economic stagnation we hate had In this cduntry for

the past tom years, sad actual reductions in personal income that weer families

have experienced, increases in real income rates have remained far below those

of previous years. Therefore, this overall minims! growth in family Income,

when coupled with increases in tuition and fee costs at most schools; has

reduced the attrition normally experienced in the program and has increased the

average award and program costs:

-

One additional factor that also needs to be remembered when- analyzing the

program participation rates fs the overall performance of the program delivery

system. Let me reefed the SuOcimmittee that the 1983-84 POI Grant student

application forms were not approved by the Secretary of Education until

November 5, 1982, nearly four months later than most years, thereby delaying

the distribution of forms until late December. The primary reason for this

delay was the pending court decision over the student fee issue. As such, this

delay created a compression within the processing system which.wo;dd have

distorted the ccnparative data. Likewise, the 1982-83award year was

backlogged due to the late summer publication of the department's Addendum to

the Validation Handbook; the Department's decision to Whinge the validlition

selection procedures after processing began; and the late publicatfonsof the

final 7982 -83 Pell Grant Payment Schedule. Alt of these events clearly
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disrupted the normal Pell Grant delivery system and crested a distortion itylifr

1982 -83 performance data. These ftctors also seem to be reflective in the

Department's own data and their figures which show that about 200,000 more

students applied for Pell Grants in academic year 1983-04 than in the 1982 -83

academic yoor.,$y reason for mentioning these events and the economic factors

is simply to note that a projection model is only a management tool, and if

Judgements and adjustments are not made to take into account these extraneout

factors, then the projections will be wrong.

Whether or not consideration of these and other factors were included in the'

Department's own estimation models can only be addressed by those who developed

the projections.

While i no aware that in the past year and a half most of the responsibility

for developing the overall budget projections for the Pell Grant program

shifted from the Office of Student Financial Assistance to the Department's

Office of Plenning. Budget, and Cgluation, I cannot say if this change has had

any impact upon the overall forecasting operations. The Pelt Grant program has

always Seen carefully monitored by the operational personnel within OSFA using

monthly reports which reflect the year to date number of applicants; number of

eligibles; the average Eligibility Index; airdLelt.jmatii?xpenditures compared

to the previous year. In past years, these data have always been used by the

forecasters to monitor funding levels. I would therefore assume that similiar

data were available within the Department this past year, which in turn should

have alerted the parties responsible in December that here was going to be a

funding shortfall. To my knowledge, this information was not made public

however, until the first of Aprit. I dote the data as.the first of April,

because during the House Approprfatio* Subcommittee hearing on March 28, 1984,
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Congressman Matcher asked Dr. Elme4dorf, whether or not the $2.8 billion

appropriated for the Pell Grant program in 1984 would be sufficient to cover

the cost of the program with a $1900 maximum award. or would there be a need

for reductions in individual awards? Dr. Elmendorf noted that he dtd not have

the information at that time, it would let Congress know. A few days later

the following statement was provided by the Education Department for the

Hearini Record:

The Department estimates that an additiona1,1307 million

will be needed to cover 1983,84 Pell Grant activities and admin-
e

istratfve expenses. This estimate is based on recent program data

extracted from the February Pell Grant progress reports submitted

to the Department by Institutions. The data indicate that the

estimated average award has increased from the original estimate

of $937 to $990. This change was based on a review of the average

expected disbursement of over 2 millioh Student Aid Reports (SARI

processed by the Department. Therefore, the actual disbursement or

payout of Pell Grant funds will increase over our original estimate."'

We began to suspect. on the other hand, that there was a funding problem in

early February. when many schools began to exerience major delays In having

their authorization levels increased. In fact, most of those requests were not

approved until mid-April. therefore schools were forced to either withold

students' second semester awards until that time or to advance student funds

from institutional sources. Unfortunately, this problem created unnecessary

hardship on students and schools alike and could have been avoided if the

Department had been on top of the issue and had sought a supplemental

appropriation or authority to borrow funds earlier;
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One other reason that 1 bedew that the Department knew of the impending

shortfall earlier than,April, is simply due to our understanding that they drew '

down the needed funds in two seperate Installments. The first request to 0.14.8.

to borrow from FY-84 funds was made in late January or early Feburary of 1984

and consisted of about $99 million. The second request came in late April.

However.in fairness to the Department, Mr. Chairman, we realize that it i;

difficult to accurately predict the exact annual expenditure level which will

be needed for a formulae.he ed program like the Pell Grant am. We also

realize that while the prop operates as a semi-entitlement program, the fact

and as suchis that Congress approves a discrete anneal appropriation

the Department does not have the authority to exceed that dollar level without

securing additional authority. This feature has always made It somewhat

difficult to respond to unanticipated expenditure increases. We also siould

note, that the Department of Education was vory prompt in meeting the 1983-84

and 1984-85 submission dates for the Pell Graph Family Contribution Schedules

and the publication and distribution of the 1984-85 Pell Grant Payment

Schedule/which in turn has helped toimprove the overall delivery system this

year.

Therefore, the primary issue before us is whether or not the Administration is

going to seek and support a supplemental Pell Grant Appropriation to cover the

1983-84 and 1984-85 funding shortfalls, or are they going to issue a revised

1984-8S 'Pell Grant Payment Schedule utilizing the statutory linear reduction

provision which would reduce awards to needy students for this coming award '

year/

-I
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Given the fact that most students have already been notified by institutions of

the amount Pelt Grant they can expect to receive for the 1984 -85 academic

iyear which arts July 1, 1984, and the adverse impact which would be imposed

upon thousands of students if the awards were reduced, NASFAA would strongly

encourage the Administration to immediately take action to secure a

supplemantal'appropriatfon to cover the shortfalls. If this fs not done, then
. ,

the only two alternatives remaining would be to cut already announced student
t

*lairds in 1984 -85, or to postpone the issue until FY-85, thereby simply

compounding the problem and further Jeopardizing essential funding for needy

%tridents in the 1985 fiscal year

Thank you for providing this opportunity to comment. I would be pleased to

answer any questions you way have at this time.

Mr. HARRISON. Thank very much.
I think you have enlightened us by your testimony, and the only

other comment I'd make is that I did enjoy that trip to the Penn-
sylvania conference even though the airport was dangerous.

Passing the immediate problem, Doctor, because I think you
stated your position on that pretty clearly, perhaps you cotild help
us with the longer range problem by indicating what alterations in
the Fell grant model you would think are necessary to reflect the ,

changing student population.
Mr. MARTIN. Yes; I'd be happy to.
I think that., in fairness, the Department has dope a fairly good

job thro the years of trying to do the modeling, and I think
they, and 8 / 8, and a few other people have perfected that.

I doii:t ally think it's so much *hat we are putting into the
model at t is time. I think that's adequate. I think clearly-we may
have to look-a little bit more at the nontraditional population than
we have, because that is going to increase. ,

I think the qu ion is that any model that we make as an esti-
mationmotion model is ly a management tool, and the question. is, what
do you do with t t, and if you don't look at it and don't apply
some judgments to that management tool, it is not going to serve
you very well.

It seems to me that the biggest weakness, if there is anyand
I'm not trying to find faultbut clearly with high rates of unem-
ployment, of All the things we have seen going on in the stagnation
of the economy and other things, and knowing the trends, I just
find it amazing that somebody didn't step back and say, "This is
going to have some impact,' and clearly on the first progress
report there were beginning to be indications that the numbers
were up.

So, again, I think the question is that management must use that
tool lit nd make some judgments to it. I mean the data that comes
out is only as good as what gums into it, but it's how you apply the
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judgments, and I think that's all we need to do, but I think that we
have learned from this year, and hopefully that will sensitize some
people to look at that in future years.

Mr. HARRISON. Mr. Coleman.
Ms. COLEMAN. Let me of differ with you a little bit in, your testi-

mony.
When you just mentioned the real rate of growth of personal

income of familiesand you feel that this is something that must
be corrected ill the modelyou indicated that during past inflation-
ary times, actual income grew faster than the CPI.

`WC the real problem oche fact that neither one of those Wit.-
merits is necessarily the guiding principle, but the fact that tuition
and fee costs at most schools have gone up faster than CPI or real
income growth under either scenario?

Mr. MARTIN. Yes. Let me say, Mr. Coleman, that It is a combina-
tion. I think in my written statement I do tie the two things to why
there has been an increase in the average award. The first is the
fact that real income has been down. It has not.been asfast as it has in previous, years. We would expect that if we '-
ously hold inflation down 'that would affect the projections.

second point that I make in my testimony is that tuition and
fees has been higher than the Consumer Price Index increases for
the last couple of

Mc. COLEMAN. Let me ask a backdoor question: The Higher Edu-
cati6n -ict requires that certain other programs be funded at cer-
tain levels before the maximum grant is increased, and the Appro-
priations Committee increased it to $1,900.

Do you feel. that if we tOe up a supplemental, we should look at
the increased figures for NML and SEOG's and the statutory re-
quirements that those have in order to conform with the Appro-
priations Committee's previous position?

Mr. MARTIN. We 'would certainly support that, Mr. Coleman, and
let me explain to you why I think that is important. I think the
Congress, in drafting the 1980 amendments and putting it together,
tried very carefully to ensure that the student aid p in title
IV had an appropriate balance; a balante between grant pro-
gram, the loan p , and the campus-based programs.

Now it is true at we are not quite in sync in terms of those
statutory limits. In other words, the assumption was that they
were kind of triggers for the other campus-based programs that
would grow simultaneously with increases in the maximum Pell
grant.

Now we are slightly below those, ,particularly in NDSL, Work
Study, and SEOG, and bur associaCion and many of my colleagues
in higher education would certainly support efforts to increase
those vital programs. They provide the balance in terms of making
the kinds of good iltudent aid packages that we need, and that are
equitable for needy students.

Those dollars are important. In light of the fact that we have
lost, about 19 percent since 1980, student aid dollars, those funds
would be very welcome as well.

Mr. COL MAN. But that maximum grant today is--
Mr. MARTIN. The maximum grant for 1983-84 has been $1,800.

For 1984-85 it will be $1,900.
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Mr. COLEMAN. It will be $1,900.
Mr. MARTIN. Yes.
Mr. COLEMAN. Thank you.
Mr. HARRISON. Mr. Gunderson.
Mr. GuNnessoN. I have no questions.
Mr. HARRISON. Dr. Martin, thank you for joining us this morn-

ing.
Mr. MARTIN. Thank you, Mr. Chairman.,
Mr. HARRISON. We would welcome next Nis. Katherine Ozer, who

is the legislative director of the U.S. Student Association.
Good morning.

STATEMENT OF KATHERINE OZER, LEGISLATIVE DIRECTOR, U.S.
STUDENT ASSOCIATION

Ms. OZER. Good morning.
Mr. Chairman and members of the subcommittee, I appreciate

thispopportunity to appear before you today to present the views of
the U.S. Student Association 9n the current Pell grant funding sit-
uation.

My name is Katherine Ozer, and I am the legislative director of
USSA representing students attending over 400 postsecondary in-
stitutions, 2-year, 4-year, public, and private across the country,
through their individual student governments and statewide stu-
dent associations.

USSA strongly supports the Pell grant as the foundation of stu-
dent financial assistance upon which campus-based student aid pro-
grams and the Guaranteed. Student Loan Program should be based
to ensure access to a postsecondary institution.

The shortfall of $307 million in the Pell Grant Program for the
current academic year recently disclosed by the Department of
Education has the potential to trigger major problems for students
across the country.

USSA is very concerned about the timing of the Department's
notification of the shortfall, toward the middle or end of the aca-
demic year and just as the Appropriations' Subcommittees in the
House.and the Senate are considering the Pell grant levels for
fiscal year l985.

The immediate question, which has already been answered earli-
er but we feel must b4 answered by the Department, is why this
information wasn't revealed earlier.

It seems that the Department should have triggers in their
model which during the academic year would signal the increases
that have occurred, allowing for adequate planniArtime for Con-
gress and the administration.

Beyond the timing question. USSA is concerned about' hy the
Ikpartment had not anticipated some of the increases in the Pell
Grant Program due to the economy of the past few years affecting
both the job market and the need for retraining for displaced work-
ers.

The increased student population eligible for Pell grants is com-
pounded by the fact that the low or no growth in real family in-
comes in addition to consistent increases in tuition and living costs
contradicts the Pell krent model which assumes yearly increases in
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the real income of U.S. families, which would force some students
out of the program. This phenomenon has been the same for many
other Government entitlement or assistance programs and should
not have been such a surprise to the Department of Education.

USSA sees no reason to expect that this increased need for
higher average Pell awards nor the increasing number of students
who are eligible for the program is a 1-year aberration but is clear-
ly a trend that must be expected and calculated for. In fact, the
1984-85 academic 'Year could easily show an increasing demand
and-need for the Pell Grant Program.

Increasing interest rates and the slowdown in economic indica-
tors of the recovery affecting the youth of this country are not very
promising. This past month's overall unemployment rate showed a
decline of 0.3 percent from 7.7 to 7.4 percent, but the unemploy-
ment rate for youth overall remained.at 20 percent, and for minori-
ty youth At over 40 percent.

In addition, current administration proposals for a subminimuni
youth wage would not improve a student's ability to save money
and contribute to their self-help, which is courted into the Pell
grant formula for current students.

For many high school students, there is a clear incentive to enter
postsecondary education or some type of training programs to gain
a college degree and skills, being fully aware of the grim job pros-
pects and possible subminimum wage scale without it.

Also, the statistics that were given by the Under Secretary El-
mendorf clearly show the older students returning, which would
add even more to these statistics.

USSA, on behalf of our membership students, most of whose
access and ability to remain in school is dependent on the action of
this Congress, urges the subcommittee to request that a supplemen-
tal appropriations bill be passed immediately.

The immediate passage of the supplemental would minimize po-
.tential confusion about the sin of awards over the next 2 years
and, if the administration supported the supplemental, clearly
demonstrate to students that there is real support for the Pell
Grant Program during the current budget and appropriations proc-
ess, not presenting a false illusion to students and their parents
that funds for Pell, not only for this September but for January,
are in the Department of Education budget.

The total student financial assistance budget is too small to be
balancing this year's prediction errors, inadequate appropriations,
and the «tnomic factors that have caused increased entry into
poetsec dary education on next year's students.

The future of today's student is already bein&mortgaged through
.0 national budget deficit and individual students' guranteed stu-
dent loans without threatening the viability or the consistency of
the Pell Grant Program.

USSA feels that not only must the Pell Grant Program be pre-
served, but it must be expanded to meet the rising demand and
commitment to providing-access and excellence in education.

These problems that we are addressing todaythe appropria-
tions shortfalls, the uncertainty and potential cuts in 'awardsare
some of the reasons why USSA has consistently supported Pell
grants as a true entitlement which would eliminate both a situa-
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tion such as the one we are facing and the highly political appro'-
priations process that begins this afternoon for academic year
1985-86.

The U.S. Student Association thanks you for this opportunity to
once again express our views before the subcommittee and 'hope
that a supplemental appropriation will be requested in the immedi-
ate future to balance the books in the Pell Grant Program now, not
in the fiscal year 1986 budget promo which begins after Novem-
ber. .

Thank you.
[Prepared statement of Katherine Ozer follows:I

I
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PIIRPAIMID STATIMANT or KATMAI/HS 08111, 1.310110IATIVZ Dauscros, U.S. STUMM
AMOCICIATION, WAsumerow, DC

*. Chairmen and members of the Subcommittee on Postsecondary Education. I

appreciate this opportunity to appear before you today to present the views of the

United States Student Association (USSR) on the current Pell Grant funding rituatior

My name is Katherine Ozer and t am the Legislative Director of USSA representing

stutets attending over 400 postsecondary institutions; two year. four year. public

and private. across the country through their individual student governments and

statewide student associations.

,USSA strongly supports the Pell Grant as the foundation of scent financial

/'
assi stance upon which campus based student aid program and the Guaranteed Student

Loan program should be based to ensure access to a postsecondary institution.

The shortfall of 5137 million in the Pell Grant.program for the current academic

year recently disclosed by the Department of Education has the potential to trigger

major problems for students across the counter. 1 --

USSA is very concerned about the timing of the Department's notification` of

the shortfall - at the end of the academic year and just as the Appropriations'

Subctemittims in the House and Senate are considering the Pall Grant levels for

FY 1e85. The immediate question that we feel must be answered by the Departnedt

Is why this Information wasn't. revealed earlier. it seem that the Department

shduld have triggers during the academic year thatiwould signal the increases

that have occurred allowing for adequate planning tf eit for Congress and the

Administration.

Beyond the timing question. USSA fs concerned about why the Department

had not anticipated some of the increases in the Pell Grant program due to the

economy of the past few years affecting both the job Market and the need.for re-

training for displaced workers. Thelletreaseii student population eligible for

PPII Grants is compounded by te fact that the low or no growth in real family

incomes in addition to consistent increases in tuition Mid living costs contradicts

the P.11 ;rant model ,which assumes vearlf increases fp the real income of U.S. families
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which would fo some students out of the program. This phenomena has'been the

same for all gov t entltjement or assistance programs and should not have been

such a surprise to the Department of Education.

USSA sees no reason to expect that this increased need for higher average

VIII awards nor the increasing number of students who are eligible for the program

Is l'one-year aberration -- but is clearly a trend that must be expected and calculated
*

for. In fact, the 1984-85 academic year could easily show en increasing demand

and need for the Pell grant progcmm. Increasing interest rates and the slowdown

in economic indicators of the "recovery" affecting the youth of this country are

not very promising. This past month's overall unemployment rate showed a decline

of .3 of one percent from 7.7 percent to 7.4 perceet, but the unemployment rate

fcir youth overall remained at 20 percent and for minority youth at 44 percent. In

addition, current Administration proposals for a sub-minimum youth wage mould not

Improve a students' ability to save money and contribute to their 'self -help"

which is counted into the Pell Grant formula for current students. For many high

school students, there is a clear incentive to enter postsecondary education to

gain a college degree and skills being fully aware of the grim job prospects and possible
A.

subleinimum wage scale without It.

USSA on behalf of our membership -- students -- most of whose access and

ability to remain in school fs dependent on the action of this Congress -- urges

the Subcommittee to request that a supplemental appropriations bill be passed

immediately. Without access to sophisticated computer models, my simple calculation

of the Administratieo's projected average award for FY I984,based on a $1900 maximum

SI.0/3.00 and tile Administration's revised current estimate of 2.83 million

re(lpients mould require an appropriation of $3.036.59 billion. This would than

necessitate a supplenental appropriation of $543.59 million just to maintain this past

year's level for academic year 1984-85. The immediate passage of the supplemental

would minimize potential confusion about the size of awards over the next two years

and 1, the Administration upported the supplemental: clearly demonstrate
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to students that there fs real support for the Pell Gwent program during the current

budget and appropriations process -- not presenting a false illusion to students and

their parents tnat `ands for Pelt are fn the Department of Education budget.

the total student financial assistance budget is too small to be balancing

this fear's oredfctiom errors; inadequate
appropriations, and the economic factors

that have caused increased entry into postsecloAdary education on next year's Students.

The future of today's student is.already being mortgaged through a national budget

deficit and individual student's Guaranteed Student loans without threatening the

viability of the Pell Grant program. USSA feels that not only must the Pell Grant

program be preserved. but It must be expanded to meet khe rising demand and commitment

to providing access and excellence in education. These probleee that we are

addressing today -- the appropriations shortfalls, the uncertainty and potential cuts

In awards are some of the reasons why USSA has consistently supported Pell Grants
a

as a true entitlement which would eliminate both a situation such as the one we are

facing today and the highly political appropriat,gpf.procesS that begins this after-

noon for acadeeitc year 198S-86.

the United States Student Association thanks you for this opportunity to once

again express our views before the Subcomeittee and hope that a supplemental

appeoprfation will bereguested in the iimediate future to balance the books in

the tPell Grant program pow --inot in the Fiscal Year 1986 budget process which begins

after 4ovember. Thank you.
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Mr. HARRISON. Thank you, Ms. Ozer.
I guess I just have one question, and perhaps you are in a pecu-

liarly good position to answer. We talk about shortfalls. I lionder if
you could give us some estimate of what would be the tffect of
these shortfalls on students if, in fact, they were carried through
into reduced grants.

Ms. Ozga. Wellessepecially in the comments that were made
about not guaranteeing that there would not be any reduction
come the middle of the year, that creates a great level of uncertain-
ty overall. Also many - students who begin their studies in the
middle of the year, not having the funds they had anticipated will
have one of several results: either to withdraw or to work addition-
al hours and sacrifice their educational opportunities.

So I think it is a major problem that has to be dealt with right
away.

Mr. HARRISON. Thank you.
Mr. Gun
Mr. GUND N. No questions, thank you.
Mr. HARR . Ms. Ozer, thank you for joining us. We thank you

all for the benefit of your views, and the hearing is rned.
[Whereupon, at 11:25 a.m., the subcommittee was ed.]
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