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The California Postsecondary Educat.on Commission was
" created by the Legislature and the Goverror in 1974 as the
successor to the California Coordinating Council for Higher
Education in order to coordinate and plan for education in
California beyond high school. As a state agency, the
Commission is responsible for assuring that the State’s
resources for postsecondary education are utilized effectively
and efficiently; for promoting diversity, innovation, and
responsiveness to the needs of students and society; and for
advising the Legislature and the Governor on statewide
educational policy and funding.

The Commission consists of 15 members. Nine represent the
general public, with three each appointed by the Speaker of the -
Assembly, the Senate Rules Committee, and the Governor. The
other six represent the major educational systemns of the State.

The Commission holds regular public mzetings throughout the
year at which it takes action on staff studies and adopts
positions on legislative proposals affecting postsecondary
education. Further information about the Commission, its
meetings, its staff, and its other publications may be obtained
from the Commission offices at 1020 Twelfth Street,
Sacramento, California 95814, telephone (316) 445-7933.
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INTRODUCTION

Borrowing has long been an important way for students to finance their
postsecondary educations. Long before government loan programs were estab-
lished, students borrowed from their families and from banks to cover part
of their educational costs. But as these costs have increased since the

late 19703, government loans have been the only significant source of increased
financial aid available to students.

In California, the Guaranteed Student Loan Program, which provides low-
interest loans subsidized by the federal government and guaranteed against
default by both the federal and state governments, is now the single largest
source of financial aid in tue State. Currently, a quarter of a milljon
California students borrow under this program, and their 1983-84 loans
totaled over $660 million -~ four times the volume only four years earlier.

Despite the magnitude of the Guararteed Student Loan Program, little is
known about the characteristics of its borrowers, the role its loans play in
financing students' educations, or the policy implications of students'
increasing dependence on borrowed funds. Recently, public attention has
begun to focus on student borrowing in general and loan defaults in particular.
Legislative concern about these issues led to adoption by the Senate of
Senate Resolution 34 (reproduced in Appendix A) and approval of funding in
the 1984 Budget Act for the Commission to examine at least sever issues
related to student borrowing and defaults:

1. The characteristics of student borrowers, defaulters, and institutions
with high default rates;

2. The level and causes of defaults;

3. Responsibilities outlined in federal statutes for determining institutional
and student eligibility to participate in loan programs and ways to
prevent and recover defaulted loans;

4. The elements of loan costs and who pays them;

5. The role of loans in assisting students to finance their education;

6. Aggregate debt burdens and typical repayment provisions; and

7. The procedures of the California Student Aid _ ommission for issuing

guaranteed student loans and ensuring their repayment.

The Senate instructed the Commission to make recommendations as appropriate
in at least the following five areas:

1. Procedures for recovering loan balances that are in default;




2. Changes in State and federal policy and practice related to default
recovery and prevention and other issues considered relevant to student
finaucial aid;

3. The appropriate role of student loans in financial aid packages;

4. The appropriate distribution of loans among segments of postsecondary
education in California; and

5. Licensing and review procedures for schools that rely heavily on guaran-
teed student loans and have high default rates.

In this report, the Commission responds to the Senate's request by discussing
all of these issues and offering recommendations about them under six major
categories:

e the structure and processes of the Guaranteed Student Loan Program (Part
One);

e characteristics of borrowers (Part Two);

e stucdent indebtedness, including levels of debts, typical repayment pro-
visions for various levels, and the manageability of debt (Part Three);

e the issue of defaults, including a comparison of current level of Guaranteed
Student Loan defaults in California and the nation at large, projected
defaults for California, characteristics of students and institutions

" with high default rates, and causes of these high rates (Part Four);

e current and proposed efforts to prevent defaults (Part Five); and
e conclusions and recommendations (Part 5ix).

As specified in Senate Resolution 34, this report focuses on student loans;
but the Commission notes that, in a parallel report requested under 1984-85
Supplemental Budget Language, it describes California's program of undergrad-
uate grants (1985b), and in an earlier report, it studied the feasibility of
establishing a State-funded work-study program (1985a). Consideration of
such a program, and of issues related to the State's Cal Giant programs are
divectly related to the problems of student indebtedness and default discussed
in this report. and the Commission recommends that all taree reports be
cons dered together as providing a comprehensive examination of student
financial aid in California.

\



ONE

CALIFORNIA'S GUARANTEED STUDENT LOAN PROGRAM

To resolve the issues of excessive debt burdens and high default rate.
California's Guaranteed Student Loan Program requircs an understanding uf
the goals, structure, regulations, and growth of the program.

-

GOALS AND STRUCTURE OF THE PROGRAM

The Guaranteed Student Loan Program is a federal financial aid program

intended to provide students with low-interest loans from private lending
institutions to help them meet the costs of postsecondary education and

broaden their opportunity for choice among educational institutions. It is
administered through a partnership of the federal government, the private
financial community, and a State guarantee agency or private, non-profit
organization designed to serve the guarantee function. In California, the
Student Aid Commission acts as this guarantee agency.

Under tke program, an eligible student obtains a loan for educationa. purposes
from a bank, credit union, or other financizl institution. The federal
government guarantees the loan against default through a system of insurancec
and reinsurance involving t'i2 guarantee agency. It also pays the interest
on the loan while the student is in school as well as a special allowance
subsidy to lenders. Following a grace period ranging from six to twelve
months after the student completes or leaves school, the student must begin
repaying the loan and is usually allowed five years but no more than ten
years to complete repayment.

The amount that a student may borrow is limited to $2,500 annually for
undergraduate and $5,000 for graduate or professional students. The. agregate
permissible loan amounts are $12,500 at the undergraduate level and $25,000
for graduate and professional students. For loans disbursed since October
1, 1981, the minimum required payment is $50 monthly or $600 annually; on
lrans made previously, the minimum payment is $30 monthly or $360 annually.

In California, the Student Aid Commission administers the program under
federal statutory and regulatory guidelines, pays the claims on loans that
g0 into default, and is in turn reinsured against this loss by the federal
government. This means that when a student has located a lender, the Commis-
sion must review and approve the loan agreement before the loan funds are
disbursed. It also means that in the case of students who default on their
loans, the Commission must pay the lender all of the principal and interest
due on the loan from the Commission's loan reserve fund before being reimbursed
for loss by the federal governmentfor the loss.

Th= federal government encourages the participation of private lenders in
the program through two major subsidy programs: First, it pays the fixed
interest on the loan (currently 8 percent) while the student is attending



school and during the grace period. Second, it also pays a special allowance
quarterly to lenders based on their outstanding principal balance of loans.
This allowance, which is set in statute, is designed to cover the difference
between the interest subsidy payment and current market investment rates.
For example, if the current market interest rate for lenders is 15 percent,
the federal government pays the 7 percent difference between this rate and
the subsidized interest of 8 percent. The current. allowaace is the equivalent
of a 91-day Treasury Bill yield plus 3.5 percent. Combined; the interest
subsidy and the special allowance constitute the bulk of the cost of the
program, while loan defaults account for about 20 percent of these costs.

Federal payment of the interest subsidy ceases once the loan repayment is
supposed to begin. Thereafter, the borrower repays the principal and the
interest at the rate agreed upon when the loan was originated. If the
borrower is either unwilling or unable to begin repaying the loan or cannot
be found, then a set of procednres known as "dve diligence'" requirements
become effective. In order for lenders to collect the guaranteed reimburs' :
ment for loans, they must exercise 'due diligence" in attempting to bri-g
the loan into repayment by a series of notifications by mail and telephor -
that the loan is past due. After a borrower misses two payments, the lender
must file a "request for pre~-claims assistauce”" with the Student Aid Commis=~
sion which makes parallel efforts to bring the loan into repayment. Between
90 and 120 days past due, the lender may file a claim for reimbursement for
the loss. Between 120 and 210 days past due, the guarantee agency may
purchase the past due ioan from the leader, and at the time of this purchase
the loan is considered in default.

PARTICIPANT RESPONSIBILITIES

Over the life of the loan, the various participants’' in the transaction --

lenders, borrowers, State-guarantee agencies, and the federal government -~
assume financial burdens and procedural responsibilities that facilitate the
financing of students' higher education while allowing a reasonable rate of

return on the resources invested in the program. The process may be thought
of as occurring in three phases:. (1) the application or o-igination period,
(2) the in-school period, and (3) the loan repayment period. At each stage,
a number of steps are taken to insure that the loan is made and serviced

properly.

Application Period

The application period encompasses the time from loan application to dis-
bursement. After the school's financial aid office determines that loan
eligibility is probable and that a loan is desired and needed, the student
fills out a Guaranteed Student Loan application (Appendix B) that stipulates
the terms and conditions of the loan, including eligibility, loan limits,
interest rates, finance charges, and repayment terms. School officials
review the student's portion of the application (Part A) for completeness




and accuracy and complete Part B that verifies the student's enrollment,
Selective Service registration ccrpliance, academic progress, and previous
financial aid obligations. At this point, if Student Aid Commission recom-
mendations are followed, the institution's financial aid counselor discusses
with the student the implications and responsibilities associated with
receiving the loan and seek3 to obtain affirmative answers to the following

questions as outlined in the Student Aid Commission's proposed admini«trative
guidelines:

1. Has the student .nvestigated other forms of financial aid such
as institutional, federal and .Lcate grants, scholarships, ox
work-study programs? '

2. Does the student fully understand that the Guaranteed Student
Loan is a long-~term financial obiligation that must be repaid
with interest and is the student aware of how much loan payments
will be when the loan enters repayment?

3. Is the student aware of the finance charges, including origina-
tion fees and insurance preaiums which will affect the total
funds disbursed to the student?

4. Has the student been apprised of the consequences cf defaulting

on the loans including an adverse credit rating which can
adversely affect the borrowers ability to obtain credit in the
future?

5. When signing the application and the Promissory Note is .the
student aware that the student has agreed to the following
conditions:

a. All refunds made by the school will be paid directly to
the lender,

b. The loan funds must be used ior edrcational purposes only,

c. The borrower must contact the ':nder within ten days if
he/she ceases to ba enrolled on at least a half-time
basis, fails to enroll in school for the loan period,
transfers between institutions, graduates or completes
school or has a change of address or name?

The Student Aid Commission considers a complete understanding of these terms
and conditions essential for insuring that the student is aware of the kind
of agreement being entered into, since both the relative ease and access to
the program without the necessity of a prior credit history or a cc-signer
and the fact that repayment will begin only at some future date following
completion of schoul and a subsequent grace period tend to reduce the student's

perception of the loan as a long-term encumberance and obligation with all
the attendant fiscal responsibilities.

Having verified the borrower's section of the application and completed Part
B, the institution forwards the application to the lender selected on by the
student, sometimes with the advice of the institution.




The lender then reviews the application for completeness and eligibility,

completes Part C which stipulates the loan amount, disbursement dates, the

maturity date, interest rate, and total fec costs, and forwards the applica-
tion to the Student Aid Commission's processing center for guarantee.

The Commission reviews the application and notifies the lender 1f the appli-
cation is accepted or rejected for guarantee. If it is accepted, either the
lender or, if prior agreement has been made with the Student Aid Commission,
the Commission's processing center issues a promissory note to the borrower.
After the borrower signs the promissory note and returns it to the lender,
the lender disburses the loan funds through the educational institution,
payable either to the borrower or co-payable to the borrower and the insti-
tution.

The entire process from submission of a completed application to the disburse-
ment of the loan takes from six to nine weeks. The Student Aid Commission .
has made efforts tc automate this process on a pilot basis in order to
reduce the time uecessary to disburse funds. This experiment appears to
have been successful in cutting delays, but the Legislature has appropriated
no funds for continuation or expansion of the pilot project at this time.

In-School Period

During this period, while inteiest on the loan is paid by the federal govern-
ment, the student must notify the lender of any change of address or enroll-
ment status. In addition, the California Ednucational Loan Program (CELP)
processing center requires that the school semiannually fill out a Student
Status Confirmation Report (SSCR) indicating whether the student is still
attending. If the SSCR indicates that the student has left school or is
attending less than half time, CELP notifies the lender, and the loan auto-
matically goes into the grace period. At this point, the lender is required
to notify the borrower of the terms of repayment.

Unfortunately, students often do not comply with the notification requirements
of the loan agreement; they are often unaware of their cumulative debt
burden; and lenders have not been required to nofity studeats of their
accumulated indebtedness, although a number of lenders do this on their own
initiative. The Student Aid Commission is currently reviewing additional
regulations that would require the periodic notification of students with
regard to their current debt obligations. The transient nature of student
life makes the systematic tracking of students by lenders difficult, but
efforts to maintain contact between lenders and students during the in-school
period of the loan appear to materially reduce the default rates of students
after they leave the educational institution.

Repayment Period

Repayment for a guaranteed student loan usually begins at the end of the
six-month grace period after the student borrower leaves school or ceases to
be enrolled in school on at least a half-time basis. For the vast majority
of borrowers who begin repayment on time and continue to make regular payments




until their debt is retired, no State or lender activity beyond monitoring
the repayment process is required. For students who fail to begin repayment
or who miss at least two paymnts, a series of dministrative responses are
initiated: (1) due diligence procedures on the part of the lender; (2)
pre-claims -- a joint lender and guarantee-agency effort; and (3) default.

Due Diligence: If a student fails to begin repayment or misses two payments,

the lender must initiate a series of notifications by mail and by telephone,

starting with a late notice to the borrower within 15 days after the missed !
due date. If the borrower has not begun or resumed payment within 45 to 60

days after the first late notice, the lender must file a "Request for Pre-

claims Collection Assistance" with the Student Aid Commission.

Pre-claims: At the time that the '""Request for Pre-claims Collection Assistance"
is filed, the lender continues its required efforts to contact the borrower,
including a final demand letter sent between 90 and 120 days after the due
date. At the same time, the Student Aid Commission sends a warniag letter
urging the borrower to contact the lender and follows up with at least three
attempts to contact the borrower by telephone. If the borrower cannot be
contacted, the Student Aid Commission submits his or her name to the Internal
Revenue Service (IRS) for "skip-tracing" assistance. The Student Aid Comwmis-
sion also attempts to locate "skips" independent of IRS activities. The
lender may file 2 default claim at any time after it has sent its final
demand letter to the borrower.

Default: A loan is considered to be in default when the borrower either (1)
fails to make an installment payment when due, (2) fails to establish a
repayment schedule, or (3) violates other terms of the loan, such as .nrollment
requirements. Lenders may file default claims between 90 and 120 days after
the pre-claims period has begun and after receiving notice from the Student
Aid Commission that such claims for reimbursement should be filed.

Lenders must attach to these claim forms documentation that they have exercised
proper procedures, including due diligence, in making and attempting to
collect the loan. If the Student Aid Commission determines that they have
met all requirements for reimbursement, the Commission pays the unpaid sum
of the principal balance and interest from its Guaranteed Student Loan
Reserve Fund. )

In order to be reimbursed by the federal government, the Commission has had
to agree to make al) reasonable efforts to collect the loans after it has
paid the lenders' claims. During each federal fiscal year, the federal
government reimburses state guarantee agencies as follows:

e It will purchase 100 percent of the amount of defaulted loans until the
total amount of the defaulted loans purchased reaches 5 percent of the
amount of loans that were in repayment at the end of the preceding federal
fiscal year.

® Once the amount of defaulted loans purchased reaches 5 percent of the
amount of loans that were in repayment, it will purchase 90 percent of
the amounts of defaulted loans.



e And when the amount of the defaultea loans reaches 9 percent, will purchase
only 80 percent of the amounts of defaulted loans.

The '"trigger" default rate .is the percent that defaulted loans are of the :
amount of loans in repayment at the end of the preceding fiscal year.

Because California's trigger default rate is projected to be 10.6 percent,

the Commission will be eligible for only 80 percent reimbursement on those .
loans defaulted after the trigger exceed 9 percent, which means that the

remaining 20 percent must be paid from its Loan Reserve Fund.

Educational institutions are not direct parties to the loan process. While
it is in their interest tc keep their loan .efaults to a minimum, and wnile
they are often in the best position to help locate delinquent borrowers,
they currently offer little pre-claims assistance to students, lenders, or
the Student Aid Commission. State privacy laws prevent the disclosure of
personal information on students, although in a recent opinion, California's
Attorney General stated that it is permissible for institutions to supply
the Student Aid Commission with borrowers' add:esses and for the Commission
to release to institutions the names of students who are delinquent or who
have defaulted on guaranteed loans. The Student Aid Commission is currently
developing policies and procedures related to the use of this information.

INCENTIVES FOR GROWTH ‘ e

California's problems of student debt and loan dafaults would be small if
the Guaranteed Student Loan Program were small, but as Table 1 illustrates,
the number and dollar volume of loans uniler the program have burgeoned over
its first five years to a cumulative total of almost one million loans
amounting to over $2.6 billion. There is no precedent for such growth in
any State-funded student financial aid program and Iittle precedent in any
State loan program of any type.

TABLE 1 Number and Dollar Value of California Guaranteed Student
Loans, 1979-80 Through 1983-84

Year Numt.er of Loans Amount of Loans
1979-80 73,483 $ 168,331,000
1980-81 182,962 469,593,688
1981-82 237,825 654,352,000
1982-83 200,323 550,705,00C
1983-84 245,201 663,311,000
TOTAL 939,794 $2,506,293,688

Source: California Student Aid Commission.




This growth has resvlted not only from a rapid increase in student charges

at California's public and private colleges and universities but also from a
number of program changes designed to increase the participation of lenders,
state guarantee agencies, and student burrowers. In addition, the decreasing
availability of grants and the smaller portion of average costs covered by

all kinds of grants, even for those who rcceive them, have contributed to

increased reliance on loans to finance educational costs.

Lender Participation

The federal government has used two principal incentives to encourage lender
participation in the Guaranteed Student Loan Program: (1) the guarantee
against default, (2) its increased "special allowance."

The Guarantee Against Default: Although a small rost to the fed:ral government
compared to the "special allowance," the guarantee agninst default is a key
element of the Guaranteed Student Loan Program. It removes the risk of
lending to students with no credit record by guarantecing that lenders who
exercise reasonable diligence in making and attempting to collect loans will
be repaid for all Guaranteed Student Loans they maketﬂ

The Increased Special Allowance: The original loan program of 1965 provided
lenders a return of only 6 percent -- the amount of interest charged to
students at the time =-- compared to the current 9 percent subsidy. But as
market interest rates began to rise, the disparity between the fixed rate of
return on Guaranteed Student Loans and the market yield limited lernder
participation in the program. Therefore, in 1969, the federal goverment
agreed to pay lenders an additional amount -- the "special allowance" --
based on the Jollar value of the unpaid principal of all eligible student
loans they held to insure a competitive yield on student loans.

Initially, this allowance could not exceed 3 perceni of the lender's out-
standing loan balance. In 1977, however, “ongress raised the maximum rate
to 5 percent of average unpaid principal baliuce aad in 1978, it eliminated
this 5 percent cap. More recent changes have contributed to an escalation
of federal expenditures for the program. As Tubie 2 on page 10 indicates,
Dy 1982 the cost of the program vo the federal goverment exceeded $3.2
billion and for 1983 was above $2.8 billion, with the largest increases
having occurred in special-allowance payments because of the large gap
between interest rates charged students and prevailing market rates.

Nonetheless, lender participation in the program is inextricably tied to the
supply of private capital available for guaranteed student loans, and in
1983, the Wharcon Applied Research Center concluded in a report for the
National Commission on Student Financial Assistance that the special allowance
formula should be retained in its current form for the following reasons:

e the administrative costs to lenders are a complex set of variables not
amenable to simple explanations;

e changes in the cost allowance could jeopardize the availability of loan
capital; and

e the T-bill rate is an adequate index of the cost of capital.
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TABLE 2 Federal Costs for Guaranteed Student Loars in Millions
of Dollars, Fiscal Years 1973 to 1983

Obligations 1973 1975 1977 1978 1979 1980 1981 1982  1v8

3

In-School

Interest $209 $230 $244 $24Y $296 § 445 § 629 51,064 51,108
Interest Rate

Charged to

Students 7% 7% 7% % 7% 7% 9% 9% 8%
Special - '

Allowance 33 87 106 195 401 820 1,365 1,849 1,258
Total Interst

Received by :

Lenders™* 9.5% 9.3% 9.3% 11.1% 13.6% 13.4% 19.5% 13.4% 13.1%
Guarantees and

Administrative

Expeuses 64 189 198 261 302 333 308 384 509
TOTAL $306 $506 $548 $705 $999 $1,598 $2,344 $3,298 42,865

* Interest subsidy plus special allowance.

-Source: U.5. Department of Education, Office of Student Financial Assistanc

Guarantee Agency Participation

The Higher Education Act Amendments of 1976 encouraged states to assume
responsibility for administering federal student loan programs by offering
them new incentives and funds. Previously, the federal government had
covered only 80 percent of loan defaults with the states assuming responsi-
bility for the other 20 percent. #£fter 1976, federal funds underwrote up to
100 percent of the reinsurance and, in addition, covered higher state admin-
istrative costs to aid in collecting on defaults. The federal government
also vffered loans tu guarantee agencies for start-up funding of the agency's
loan reserve fund. The California Student Aid Commission has repaid the
start-up loan that it received for participating in the program.

Student Eligibility

Originally the Guaranteed Student Loan Program was limited to students from
families earning less than §$15,000 a year. In 1976, however, Congress
raised this income ceiling to $25,000 and then, two years later, removed the
ceiling « rely. The tremendous increase in program participation and
costs resulting from this 1978 decision led in 1981 to imposition of a
"needs test'" if a studeat's family income was over $30,000.
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Further increases in student participation resulted from increases in the
cumulative amount i_hat students could borrow. Annual borrowing limits
remained the same, but the total amount that undergraduates could borrow has
increased from $10,000 to $12,500, while the amount for graduate and profes-

sional students has grown from $15,000 to $25,000, ‘including undergraduate
borrowing.

Since 1981, students have been required to pay an origination fee equal to 5
percent of the principal of their loan. This fee accrues to the federal
government in order to help defray the cost of subsidizing loans during the
in-school period. Students are also required to pay an insurance premium in
the amount of 1 percent of the principal amount of the loan for each year
that they are in school plus one year. A student who borrows $2,500 at the
beginning of his or her junior year (and plans to finish school in two
years) thus actually receives a net loan disbursement of $2,300 -~ the
$2,500 principal less $125 for the origination fee and $75 for the insurance
premium. Proposals at the federal level to increase the origination fee to
10 perceat would reduce the borrower's net from the loan to $2,175. 1In
either case, the borrower's repayment is still based on a principal of
$2,500 at 8 percent interest. Because o1 the reduced amount actually available
to cover educational costs, the effective interest rate for the loan is
actually much higher than 8 percent.

CONCLUSION

The incentives that the federal government has employed to expand lender,

state, and student participation in the Guaranteed Student Loan Program have
clearly been effective, yet they have just as clearly nade the program very

costly. Even if no students defaulted on their loans, program costs would

run into the billions of dollars simply bacause of the way market interest

rates and overall loan volume drive interest subsidy and special allowance

costs.




TWO

CHARACTERISTICS OF CALIFORNIA STUDENT BORROWERS

For the past three years, an average of nearly 228,000 California students
have borrowed almost $623 million annually under the Guaranteed Student Loan
Program, for an average loan of $2,734 esch year. For the first two months
of 1984-85, lending activity has been slightly ahead of activity during the
same months of 1983-84, and thus it seems likely that 1984-85 will again see
over $660 million in borrowing under the program. Tables 3 and 4 on page 12
illustrate the growth of California Guaranteed Student Loan borrowing since
1979-80 -~ the program's first full year of implementation in each of Cali~
fornia's major segments of postsecondary education. Overall, participation
in the program has increased dramatically in the few years since its inception,
with the number of loans more than tripling and the dollar volume nearly
quadrupling. Most dramatic hkas been the increac-d participation since
1979-80 of students in Community Colleges (eight times as many loans, and
eleven times as maay dollars borrowed) and proprietary schools (ten times as
many loans and twelve times as many dollars borrowed).

INSTITUTION ATTENDED

As of 1983-84, over 28 percent of Guaranteed Student Loans were made to
students who attended independent colleges and universities, while 25 percent
went to proprietary school students. Another 18 percent went to California
State University students and 12 percent each were used by Community College
and University of California students. The remainder -- about 7 percent --
were used by California students enrolled either outside of California in
other states or other countries or in hospital education programs in California.

In terms of dollars borrowed, students who attended independent ipstitutions
accounted for almost 24 percent of the total and those in proprietary schools
borrowed ncarly 28 percent, compared to 17 percent for those at the Stat
University, 12 percent of the University, and 10 percent at Community Colleges.
Borrowers attending school outside of California and hospital educational
progr.ms accounted for the remaining 8 percent (Table 5).

SIZE OF LOANS

As of 1983-84, the average loan for University of California students was

nearly $2,900, for State University students $2,500, for Community College

students §$2,200, for independent college students nearly $3,300, for propri-
etary school students just over $2,400, and for other students $2,970. The

overall average loan was $2,705, compared to $2,447 in 1978-79 and $2,291 in
1979-39 (Table 6).




TABLE 3 Number and Dollar Amount in Thousands of California
Guaranteed S5tudent Loans, by Segment, 1978-79 Through
1983~-84 .
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84
Segmeat T ] | ] 3 ) 3 T ¥
California *
Commun ity .
Colleges s s 7 3,586 § 5,961 26,680 $ 55,083 18,625 § 90,382 32,415 $ 72,M76 29,960 $ 65,984

The California .
State University 29 63 17,827 13,049 45,776 105,273 $1,506 130,800 37,309 95,583 44,933 112,347
University of .

California 13 38 13,582 28,361 30,111 78,602 36,071 104,157 .26.631 - 70,321, 27,416 19,436
Indepeadent . ’

Institutions 46 135 26,717 13,339 50,848 154,783 58,434 190,837 48,458 160,820 57,889 190,964
Proprietary

Schools - 24 48 6,316 13,112 18,587 44,570 35,307 85,686 40,969 101,996 67,507 162,600
Other _6 10 5,395 _ 14,509 10,960 31,281 17,832 52,390 16,741 49,921 17,500 51,980

TOTAL 123 $301 73,483 $168,331 182,962 $469,594 237,825 $654,352 200,323 $550,705 245,201 $663,311

Source: Califermia Student Aid Cosmission, September 1984. .

TABLE 4 Year-to-Year Percent Change in Number and Dollar Volume of
California Guaranteed Student Loans by Segments, 1980-81
tc 1983-84 over Previous Year, and Cumulative, 1979-80
Through 1983-8¢ '

1980-81 1981-32 1982-83 1983-84 Cumulative

Segment ¥ $ ¢ s _H# $ _# $ # $
California
Community
Colleges 644% 824% 45% 64% -16% -20% - 8% - 8% 735% 504%
The California
State University 157 219 13 24 -28 -27 20 17 152 240
Univeraity of ’ '
California 122 177 20 33 -32 -32 12 13 102 180
Independent
Institutions 90 111 15 23 -17 -16 19 19 116 160

v .

Proprietary
Schools 194 240 90 92 16 19 65 59 969 1,140
Other 103 116 62 67 -6 =35 4 4 224 258
TOTAL 149% 179% 29% 39% -16% <-16% 22% 20% 234% 294%

Note: 1979-80 is used as the base year for measuring subsequent changes, since
it was the first full year of the program's operation in California.

{# = Percen: change in number of loans.
$§ = Percent change in dollar volume of loans.

Source: California Postsecondary Education Commission, from California Student

Aid Commission data.
i t 00 BEST COPY AVAILABLE
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TABLE 5 Percent Distribution of California Guaranteed Student
. Loans and Loan Dollars Among the Segments, 1978-79
Through 1983-84

1978-79 1979-80 1980-81 1981-82 1982-81 1983-84
. Segment i 3 7 3 T 3 7 3 T 3 7
California
Community )
Colleges 41.1% 2.3% 4.9% 3.%% 14.6% 11.7% 16.3% 13.8% 16.2% 13.1% 12.2% 9.9%
The California
State University 23.6 20.9 24.6 19.6 25.0 22.4 21.7 20.0 18.6 17.4 16.9
University of ’ . '
California 10.6 12.6 18.5 16.8 16.5 16.7 15.2 15.9 12.2 12.8 11.2 12.0
Independent
Institytions 37.4 44.9 36.4 4.6 218 3.0 . 24.6 29.2 26.2 29.2 231.6 28.8
Proprietary
Schools 19.5 15.. 8.6 1.8 10.2 9.5 14.8 13.1 20.5 18.5 27.5 24.5
Other 4.9 3.3 1.3 8.6 5.9 6.6 1.5 8.0 _8.4 9.1 .1 _1.8
' TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

# = Percent change in number of loans.
$ = Percent change in dollar volume of loans

Source: California Pon;necondary Education Commission, from California Student Aid Commission data.

TABLE 6 Average California Guaranteed Student Loan by Segment,
1978~79 Through 1983-84

Segment 19783-79 1979-80 1980-81 1981-82 1982-83 1983-84
California
Community
Colleges $1,400 $1,662 $2,065 $2,337 $2,223 $2,202
The California ’
State University 2,172 1,854 2,300 2,540 2,562 2,500
University of »
California 2,923 2,088 2,610 2,888 2,878 2,897
Independent
Institutions 2,934 2,739 3,044 3,268 3,319 3,299
Proprietary
Schools 2,000 2,076 2,398 2,427 2,490 2,409
Other 1,666 2,689 2,854 2,938 2,982 2,970
TOTAL $§2,447 $2,291 $2,567 $2,751 $2,749 $2,705

Source: California Postsecondary Education Commission, from California
Student Aid Commission data.




Average loans of over $2,500 for students enrolled in the University, inde-
pendent colleges, hospital schools, and institutions outside of California
suggest that significant numbers of graduate students are attending these
institutions and borrowing sometking between the $2,500 maximum allowed for
undergraduates and the $5,000 that graduate students may borrow.

The 400 or so students studying outside the country are probably almost all
graduate or professional students, based on their average loan of about

$4,500. In contrasi, average loans at Community Colleges and proprietary
schools, which do not enroll graduate students, are less -- $2,202 and

$2,409, respectively -- and vary little, despite substantial differences in
Community Collcge and proprietary school costs.

The increased dependence of students in all segments on borrowing over the
past six years is illustrated in each of Tables 3 through 6. Nearly a
quarter of a million ‘alifornia students borrowed to finance their education
in 1983-84 -- more than three times the number who did only four years
earlier. Furthermore, they borrowed nearly 20 percent more (over $400) than
they did four years previously. Among the five segments whose students
account. for the vast majority of loans, different patterns of loan dependence
have developed between 1979-80 and 1983-84. Students in the three public
segrents increased the dollar amount of their borrowing between 32 and 39
percent, while those at proprietary and independent institutions increased
their amount only 16 and 20 percent, respectively. State University and
University students borrowed approximately $700 to $800 more, respectively,
than they did in 1979-80; Community Ccllege and independent college students
borrowed around $550 more; and proprietary students borrowed only $333 more.

In all segments, the size of the average loan has remained relatively stable
since 1981-82.

PERCENT OF STUDENTS APPLYING FOR LOANS

Large differences exis:t among California's segments in the percentage of
their students who apply for loans. According to the most recent California
Student Expenses and Resources Survey of the Student Aid Commission, a high
of 54 percent of the proprietary school students appplied, followed by 40
percent of students at independent colleges and univertities, 30 percent of
students at the University of California, 19 percent of those at the California
State University, and 5 percent at the Community Colleges (second column,
Table 7). These differences can be explained in part by the substantial
differences.in the average cost of attendance in the five segments, and in
the case of proprietary schools, the somewhat more restricted availability
of grant funds.¥

*This discussion and that on the following pages is based largely on informa-
tion reported in the 1982-83 Student Expense and Resource Survey conducted

24
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TABLE 7 Rates of Acceptance for Californuia Guaranteed Student
Loans by Segment, Among Students Responding to the
1982~83 California Student Expenses and Resources Survey

) Sample Who Applicants Wwho
Applied for Loans Received Loans® _

Segment Number Percent Number Percant

California Community 4

Colleges (N = 5,411) 280 5.2% 178 76.1%

The Cal.fornia State

University (N = 5,766) 1,071 18.6 782 82.6

University of _

California (N = 5,552) 1,671 30.1 1,314 87.4

Independent

Institutions (N = 4,438) 1,783 40.2 1,404 90.0

Proprietary

Schools (N = 2,143) 1,155 53.8 907 87.7

TOTAL (N = 23,265) 5,959 25.6% 4,585 86.9%

*These numbers and percentages represent only those who applied and had
heard whethe: or not they received loans.

Note: Unweighted survey results; not reflective of the total enrollment
. or the number of loan applicants and recipients in each segment.

o Source: 1982-83 California Student Expenses and Resources Survey,
California Student Aid Commission.

by the Student Aid Commission. (Appendix C, excerpted from the Commission's
1984 report, Meeting the Costs 3f Attending College, discusses the survey,
its utility for policy analysis, and the limitations of the data derived
from it.) The number of respondents indicated in the tables on the following
pages reflects the number of students who actually completed the SEARS
survey instrument and have not been weighted to reflect total enrollment or
the number of GSL applicants and recipients in the segments. (The total
numbers in the tables vary because of di.fferences in the number of unknown
. responses to individual questions.)




ACCEPTANCE RATE

Participation in the Guaranteed Student Loan Program is possible almost
regardless of segment of attendance. As the right-hand column of Table 7
shows, nearly 87 percent of all students applying for loans received them,
including 90 percent of students at independent institutious, 87 percent at
the University at California and proprietary institutions, 82 percent at the
State University, and 76 percent at Community Colleges.

The California Student Aid Commission guarantees about 95 percent of all the
losn applications it receives. The 8 percentage-point differences between
this rate and the 87 percent acceptance rate results from a variety of
factors, including student borrowers deciding not to return to school or
finding other sources of funds, as well as lenders' policies.

STUDENT LOAD AND LEVEL

In 1982-83, one-fourth of the students responding to the Student Expenses
and Resources Survey applied for Guaranteed Student Loans. Close to one-
third of all full-time undergraduates did so,” compared to less than 10
percent of half-time undergraduates and 2 percent of less-than-half-time
undergradvates. This latter grou] group is not eligible to borrow under the
Guaranteed Student Loan program (Table 8). )

A higher percentage of graduate students -- nearly 26 percent -- applied for
loans than any other level of student, followed by 25 percent of seniors,
nearly 23 percent of freshmen, 22 percent of juniors, and nearly 20 percent
of sophomores (Table 9). In the past, freshmen had problems obtaining
loans, but this is no lenger the case, with nearly the same percentage of
those applying receiving loans as among all applicants.

SEX

The percentage of men and women in the sample who applied for Guaranteed
Student Loans was essentially the same -- 25.6 and 25.5, respectively --
although women were slightly more successful than men in obtaining loans ==
87.9 percent, compared to 85.6 percent (Table 10).

AGE

As can be seen from Table 11, nearly 27 perceant of applicants were under 20
vears old, while nearly 60 percent were between 20 and 29 years old, and
only 9 percent were over 40. The proportion of older students applying

-18- 26




TABLE 8 Student Load of California Guaranteed Student Loan
Applicants, 1982~-83

Sample Who ' " Applicants Who
Applied for Loans Received Loans
) - Student Load Number Percent Number Percent

Full-Time
Undergraduate (N = 13,307) 4,158 31.3% 3,135 86.0%
Half-Time o
Undergraduate (N = 2,724) 261 : 9.6 175 79.6
Part-Time
Undergraduate (N = 1,631) 28 1.7 15 57.7
Graduate (N = 4,823) 1,248 25.8 1,038 - 91.7
Noncredit (N = 677) 225 33.2 178 88.1
TOTAL” (N = 23,162) 5,915 25.5% 4,542 86.0%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.

" TABLE 9 Student Level of California Guaranteed Student Loan
Applicants, 1982-83

Sample Who Applicants Who
Applied for Loans Received Loans
Student Level Number Percent Number Percent

Freshmen (N = 5,701) 1,298 22.8% 1,127 86.8%
Sophomore (N = 3,927) 778 19.8 638 82.0
Junior (N = 4,155) 932 22.4 788 84.5
Senior (N = 3,549) 892 25.1 777 87.1
Fifth Year (N = 1,730) 262 15.1 230 87.8

Graduate (N = %,281) 1,104 2.8 1,617 92.1

TOTAL (N = 23,343) 5,266 22.6% 4,577 86.9%

Source: 1982-83 California Student Expenses and Resources Survey, California

Student Aid Cvmmission.




TABLE 10 Sex of California Guaranteed Student Loan Applicants,

1982-83
. Sample Who Applicants Who
Applied {or Loans : " Received Loans
Sex Number Percent Number Percent
Women (N = 13,332) 3,401 25.5% 2,649 87.9%
Men (N = 9,978) 2,558 25.6 1,92& 85.6
TOTAL (N = 23,310) 5,959 25.6% : 4,573 87.0%

Source: 1982-83 California Student Expeuses znd Resources Survey, California
Student Aid Commission.

TABLE 11 Age of California Guaranteed Student Loan Applicants,

1982-83
Sample Who Appiicants Who
Applied for Loens Received Loans

Age Group Number Percent Number Percent
Under 20 (N = 4,485) 1,194 26.6% 873 84.1%
20 to 24 (N = 9,228) 2,737 29.7 2,077 86.0
25 to 29 (N = 4,120) 1,174 28.5 , 947 90.8
30 to 39 (N = 3,524) 682 19.4 550 89.3
40 Plus (N = 2,049) 184 8.9 135 83.3
TOTAL (N = 23,%06) 5,972 25.5% 4,582 86.9%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student. Aid Commission. '

differs considerably by segment, with 21 pe~cent of the 40-year old or older
Community College students applying, compared with 7 percent at the State
University, 6 percent at independent and proprietary institutions, and 2
percent at the 'miversity =~- possibly reflecting limited availability of

other kinds or ..4 for nontraditional students attending the Community
Colleges.

ETHNICITY

Wide variation exists in the percentage of students from different ethnic
backgrounds applying for loans (Table 12). Over half of Black students
applied, compared with approximately three-eighths of Hispanic students and
about one-fourth of white and Asian students. All groups had virtually
similar acceptance rates, however, with only a 2 percentage-point difference
separating the white students at 87.3 percent and Black students at 85.3.
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TABLE 12 Ethnicity or California Guaranteed Student Loan
Applicants, 1982-83

Sample Who Applicants Who
Applied for Loans Received Loans
Ethnic Group Number Percent Number Percent

Asisan or Pacific

Islander (N = 1,898) 504 26.6% 392 86.3%
Black (N = 739) 392 53.0 295 85.3
Yispanic (N = 1,285) 494 38.4 394 87.0
White (N = 16,271) 4,125 25.4 1,242 87.3
Other (N = y61) _ 315 32.8 246 - B84.5_
TOTAL (N = 21,154) 5,831 ©27.6% 4,569 86.9%

Source: 1982-83 California Student Lxpenses and Resources Survey, California
Student Aid Commission.

PARENTAL INCOME

Fifty-six percent of financially dependent students who applied for Guuranteed
Student Loans had parents with incomes under $12,000, compared to only 16
percent whose parents made over $60,000. As can be seen from Table 13, the

percentage of dependent st.dents who apply for loans drops consistently as
family income increases.

With the recent federal incowe ceiling for subsidized loans set at $30,000,
students from families with incomes above this level had to demonstrate
financial need in ordexr to obtain their loams. Although 81 percent of these
students did obtain them, .a lower percentage of students who applied from
families with incomes over $36,000 were able to obtain locans, undoubtedly
because they did not show financial need.

Among financially independent or self-supporting students, 24 percent applied
for loans, and 89 percent received then.

PARENTAL CONTRIBUTIONS

Half of the loan applicants ~-- both financially dependent and independent
students -- reported receiving no financial assistance from their parents
for cducational expenses (Table 14), with these expenses defined as tuition
and fees, books and supplies, board and room away from home during the
academic year, transportation to and from campus, and other expenses necessary
for attendance. The other half were divided equally between those receiving
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TABLE 13 Parental Income of California Guaranteed Student Loan
Applicants, 1982-83

Sample Who , . Applicants Who
Applied for Loans Received Loans
Income Level Number Percent Number Percent .

Under $12,000 (N = 1,510) 839 55.6% 674 89.6%
$12,000-$23,999 (N = 2,239) 961 42.9 774 9l1.1
$24,000-$35,999 (N = 2,827) 948 ' 33.5 756 88.9
$36,000-$47,999 (N = 1,620) 530 32.0 401 82.5
$48,000-559,000 (N = 1,267) 376 - 29.7 274 79.0
$50,000 or More (N = 2,014) 33 16.4 222 . 72.1

Independent Students 1,962 -24.3% 1,561 89.3%

(N = 8,090)

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.

TABLE 14 Parental Contribution to Education of California
Guaraiiteed Student Loan Applicants, 1982-83

Applicants Who Applicants Who Did Total
Received Loans = Not Receive Loans , Applicants
Amount Number Percent Number Percent Number Percent
Nothing 2,343 44.7% 270 5.2% 2,613 49.9%
Under $225 302 5.8 42 s 8 344 6.6
§225 - $449 215 4.1 32 0.6 247 4.7
$450 - $899 306 5.8 28 0.5 332 6.3
$900 - $§1,79¢ 338 6.4 53 1.0 391 7.5
$§1,800 - $2,699 242 4.6 50 1.0 292 5.6
$2,700 - $4,499 292 5.6 71 1.4 363 6.9
$4,500 - $6,749 197 3.8 55 1.0 252 4.8
$6,750 - $8,999 125 2.4 27 0.5 152 2.9
$9,000 Plus 203 3.9 52 1.0 255 4.9
TOTAL 4,561 87.0% 680 13.0% 5,241 106.0%
Source: 1982-83 California Student Expenses and Resources Survey, California »
Student Aid Commission.
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less than $1,800 from their parents and those receiving wore. The students
receiving any aid from their parents differed greatly by segment, ranging
from a low of only 24 percent at Community Colleges to 42 percent at propri-
etary schools, 47 percent at the California State University, 60 percent at
independent institutions, and 62 percent at the University of California.

APPLICANT INCOME

Eleven percent of the applicants (or their spouses, if married) had no
taxable income in the 1982-83 academic year, while 56 percent earned under
$6,000, and the remaining 34 percent earned over $6,000 (Table 15). Five
percent of the applicants earned $24,000 or more,. and 2.6 percent earned
over $32,000. '

TABLE 15 Total Income of California Guaranteed Student Loan
Applicants, 1982-83

Appiicants Who Applicants Who Did Total
Received Loans Not Receive Loans Applicants
Amount Number Percent Number Percent Number Percent

Nothing 476 9.0% 79 1.5% 555 "'10.5%
Under $1,000 326 6.2 51 1.0 377 7.1
$1,000 - $1,999 709 13.4 102 1.9 811 15.4
$2,000 - $2,999 504 9.6 80 1.5 584 11.1
$3,000 - $5,999 1,020 19.3 153 2.9 1,173 22.2
$6,000 - $11,999 843 16.0 117 2.2 960 18.2
$12,000 - $17,999 284 5.4 38 0.7 322 6.1
$18,000 - $23,999 198 3.8 18 0.3 216 .1
$24,000 - $31,999 121 -2.3 18 0.3 139 .6
$32,000 or More 104 2.0 _ 3 0.6 138 2.6
TOTAL 4,585 86.9% 690 13.1% 5,275 100.0%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student -Aid Commission.

\
R

STUDENT CONTRIBUTION

As Table 16 shows, nearly 11 percent of the applicants made no direct finan-
cial contribution to their educational expenses, but 56 percent pa.d up to
$2,700, and the remaining 34 percent paid more.
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TABLE 16 Contribution to Their Own Education of California
Guaranteed Student Loan Appiicants, 1982-83

Applicants Who  Applicants Who Did Total
Received:-Loans Not Receive Loans Applicants
Amount Number Percent Number Percent Number Percent

Nothing 484 9.2% 70 1.3% 554 10.6%
Under $225 273 5.2 42 0.8 315 6.0
$§225 - $449 356 6.8 73 1.4 429 8.2
$450 - $899 - 568 10.8 78 1.5 646 12.3
§9n0 - $1,799 751 14.5 116 2.2 877 16.7
$1,800 - §2,699 567 10.8 77 1.5 644 12.3
$2,700 - $4,499 627 12.0 95 1.8 722 13.8
$4,500 - $6,749 409 .8 55 1.1 464 8.9
$6,750 - $8,999 171 .3 26 0.5 197 3.8
$9,000 Plus __ 339 .5 51 1.0 390 7.4
TOTAL 4,555 87.0% 683 13.0% 5,238 100.0%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.

OTHER AID

Over half of the applicants applied for other forms of financial aid beyond
Guaranteed Student Loans (Table 17). Fifty-seven percent applied for, and

TABLE 17 California Guaranteed Student Loan Applicants Who
Applied for Other Forms of Financial Aid, 1982-83

Applicants Who Applicants Who Applicants Who
Applied for Applied for Applied for
Pell Grants Cal Grants Institutional Aid
Status Number Percent Number Percent Number Percent
Applied for
Other Aid 2,779 52.9% 2,310 43.9% 2,967 56.5%
Received
Other Aid 1,439 27.4 998 19.0 2,004 38.1
Had Not Heard 177 3.4 187 3.6 144 2.7

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.




38 percent received some form of institutional financial aid, as did 53 and
27 percent for federal Pell Grants and 44 and 19 percent for Cal Grants. As
Table 18 shows, 63 percent of all applicants r ceived scholarship or grant
assistance. Sixteen percent received less than $1,000; 27 percent between
$1,000 and $2,000; and 20 percent, more than $3,000.

TABLE 18 Current-Year Scholarship or Grant Assistance of
California Guaranteed Student Loan Applicants, 1982-83

Amount Number Percent
Nothing 1,941 37.0%
Under $200 152- 2.9
$200 - $499 231 | 4.4
$500 - $999 456 .7
$1.000 - $1,999 877 16.7
$2,000 - $2,999 560 10.7
$3,000 - $3,999 377 7.2
$4,000 - $5, ‘99 377 7.2
$6,000 -~ $7,999 184 3.5
$8,000 or More ___ 89 1.7
TOTAL 5,244 100.0%

Source: 1982-83 California Student Expenses and
Resources Survey, California Student Aid
Commission.

AMOUNT OF LOANS

Although 13 percent of the students who applied for Guaranteed Studeat Loans
were unsuccessful in obtaining them, only 8 percent reported receiving no
edu~ational loans from any source (Table 19). Twenty-two percent borrowed
up to $2,000; 40 percent borrowed between $2,000 and $3,000; 30 percent
borrowed $3,000 or more; and 3 percent borrowed $8,000 or more.

LOAN DEBTS

Thirty-eight percent of the Guaranteed Student Loan applicants had no educa-
tional loan debts from prior years, but the remaining 62 percent were already
indebted -- 14 percent for under $2,000, 31 percent from $2,000 to $6,000, 9
percent from $6,000 to $10,000, and another 9 percent for $10,000 or moi.
(Table 20).



TABLE 19 Anount of Loans From All Sources of California
Guaranteed Student Loan Applicants, 1982-83

Amount .. Number - " Percent
Nothing 443 8.4% e
Under $200 78 1.5
$200 - $499 134 2.5
$500 - $999 183 3.5
$1,000 - $1,999 753 14.3
$2,000 - $2,999 2,119 40.3
$3,000 - $3,999 462 8.8
$4,000 - $5,999 . 718 13.6
$6,000 - $7,999 212 4.0
$8,000 or More __162 3.1
TOTAL 5,264 100.0%

Source: 1982-83 California Stﬁdent Expenses and
Resources Survey, California Student Aid
Commission.

TABLE 20 Prior Years'’ Educational Loan Debt of California
Guaranteed Student Loan Applicants, 1982-83

Amount Number " Percent
Nothing 1,975 37.6%
Under $500 178 .4
$500 - $999 ' 133 .5
$1,000 - $1,499 179 3.4
$1,500 - $1,999 224 .3
$2,000 - $3,999 958 | 18.2
$4,000 - $5,999 666 12.7
$6,000 - $7,999 - 318 6.0
$8,000 - $9,999 148 2.8
$10,000 or More 479 9.1
TOTAL 5,258 100.0%

Scurce: 1982~83 California Student Expenses and
Resources Survey, Californi-s Student Aid
Commission.
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CONCLUSIONS

Several facts stand out as ﬁarticularly noteworthy from these data gathered
by the California Student Aid Commission:

First, very little loan discrimination appears to exist ageinst any group of
students. The only exceptions of any magnitude to the overall 87 perceat
acceptance rate for Guaranteed Student Loan applicants were two: (1) half-
time undergraduates -~ only 80 percent of whom obtained loans, compared to
86 percent of full-time undergraduate and. 92 percent of graduate students --
and (2) Community College students, whose acceptance rate was only 76 percent,
compared to 90 and 88 percent, respectively, of independent and proprietary
institution students. The reasons for this latter difference are unclear,
since lender policies are less restrictive for Community College students
than for proprietary school students. One reason may be that Community
College students require smaller loans than other students and these loans
are less attractive to lenders, since small loans are just as costly to
administer as large loans. Small loans also lower the lender's average
indebtedness figure that is taken into comnsideration when the lender sells
student-loan portfolios to the secondary market. Another likely reason’is
that at the time of the 1982-83 survey, one of California's largest lenders
had temporarily stopped making loans to students at certain Community Colleges
because of the high default rates among their students.

Second, the percentage of students applying for Guaranteed Student Loans
differs substantially among the segments -- from 54 percent at California's
proprietary schools and 40 percent at independent institutions down to 30
percent at the University of California, 19 percent at the State University,
and 5 percent at the Community Colleges. The reason, of course, is that
proprietary and independent institutions charge students a higher amount
than do public institutions.

Third, approximately 40 percent of the students attending independent insti-
tutions and the University of California receive no parental financial
support for their education -- despite the tact that many students in these
two segments often come from affluent families. Some of these families may
he using Guaranteed Student Loans to replace their own financial assistance
for their children's education. Alternatively, many of the borrowers in
these institutions are self-supporting graduate students and thus would not
be expected to receive parental support.

Fourth, less than one-fourth of California's postbaccalaureate students
apply for Guaranteed Student Loans ~- a much lower percentage than in some
other states such as New York, where 61 percent apply. In recent years,
some legislators have advocated raicing fees for graduate and professional
students in Califurnia's public universities. If this should occur, the
demand for Guaranteed Student lLoans among California's graduate students
would increase considerably and would, in turn, increase studen. debt levels.

Finally, and perhaps most significantly, nearly one«fourth of California's
freshmen apply for Guaranteed Student Loans -- virtuaily the same fraction
as master's degree and doctoral students. If these freshmen find it necessary

ot
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to continue to borrow through all four years of college, they will graduate
with very high debt levels -- the topic of the next section of this report.

Figures 1 and 2 proide information on the percent of undergraduate students
in various loan-amount categories for each segment for full-time students
and part-time students. In both cases, as the overall cost of attendance
increases, so does the dependence on loans. For example, while over 70
percent of full-time Community College students had no loans, only 38 percent
of full-time independent institution students did not borrow. Over four
times as many full-time independent institution students borrowed $2,000 as-
did full-time Community College students. '

for part-time students, the pattern of increasing use of loans as the overall
cost of attendance is also apparent; although overall a smaller proportion
of part-time students in each segment borrowed than did full-time students.
Again, independent institution part-time students were significantly more
dependent on loans than were part-time students in the three public segments.
Only one .n five Community College and State University students and one in
three University of California part-time students borrowed, compared to
nearly half of the independent institution part-time students. Furthermore,
over three-quarters of the independent institution students who borrowed in
1982-83 borrowed more than $2,000, compared to less than half of the Univer-
sity's part-time borrowers and only about a quarter of State University and
Community College borrowers.

FIGURE 1 Percent of Full-Time Students 1in Each Loan Amount
Category by Segment, 1982-83
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Source: California Postsecondary Education Commission Weights, Student
Expenses and Resources Survey.
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FIGURE 2 Percent of Part-Time Students in Each Loan Amnount
Category by Segment, 1982-83
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Source: California Postsecondary Education Commission Weights, Student
Expenses and Resources Survey.

Table 21 provides information on average loan amounts of students who borrowed
in 1982-83. For that single year, these amounts ranged from nearly $1,400

for dependent part-time State University students to $3,600 for dependent

part-time students at independent institutions.

TABLE 21 Average Loan Amount of Undergraduate Students who
Berrowed in Each Segment, by Credit Load and
Dependency Status, 1982-83

Full-time Part-Time
Segment Dependent Independent Dependent Independent
California Community Colleges $1,376 $1,684 $ 750 $1,753
The California State University 1,558 2,096 1,183 1,750
University of California 1,821 2,346 1,619 2,169
Independent Instituticns 2,500 3,300 3,600 3,025

Source: California Postsecondary Education Commission from California
Student Aid Commission Student Expense and Re-ources Survey.
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The implic#tions of these amounts for students who may have to borrow more
than once, or even throughout their college careers are serious. For exampie,
a full-time Community College student who uses loans to finance a two-year
program could be faced with as much as $3,400 in indebtedness. If that
student plans to centinue his or her schooling, that indebtedness could
increase another $3,000 to $6,600 and, assuming completion of the baccalaureate
in four years, could total $6,400 to $10,000.

Although part-time students' average loans are somewhat smaller than those
of full-time students, they could face even greater loan obligations at the
end of a program than a full-time student. For example, a student who
attends three-quarters time would need an extra half year to complete a
two-year program and would require at least five years to complete the
requirements for a baccalaureate degree. Thus, a part-time Community College
student in a two-year program could still be faced with $2,000 to $4,000 in
loan obligations, while a student who completes his or her education on a
part-time basis at a four-year institution could be faced with an additional
loan obligation of anywhere from $3,000 to $9,000, depending on the type of
four-year institution attended.
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THREE

STUDENT DEBT IN CALIFORNIA

Clearly, California students are willing to go into debt in ¢rder to finance
their educations, and loans have become an increasingly important source of
this financing. Nonetheless, the increasing use of borrowing by some students
to finance their educations raises questions about the total accumulated
indebtedness of students and the effects ‘it has on their ability to continue
their education, choose among career options, and participate fully in
California's economy.

DEBT BURDENS *

The Commission's 1984 report, Meeting the Costs of Attending College, examined
the relationship of the four major sources of support for students attending
college: parental contributions, student contributions (from work earnings
and savings), financial aid grants, and loans. Table 22 illustrates the
average amount of financial support from each of these sources for three
categories of full-time dependent students and the largest category of
full-time independent students. For all of these students, it is clear that »
as the costs of education increase, the dollar amount borrowed increases of
the full-time students who depend on support from their fawilies, the depen-
dency on loans decrease: as family income rises. This is because the resources
available from the poorest of these students and their parents, even when
supplemented by grant aid, still leave a 15-20 percent gap between costs and
resources. Even so, on the average, dependent studerits in all income cate-~
gories appear to maximize their use of non-loan resources to finance their
educations. Independent students with incomes under $12,000 are somewhat
more dependent on loans, with loans making up 22 to 30 percent of their
resources. Finally, it does not appear that loans are the primary source
for covering the choice of a higher-cost institution. For t!'e lowest-income
dependent student, the single largest resource for financing the cost differ-~
ential between any two segments is grant aid. For middle-income students,
it is parents (at the University and State University) and grant: (at inde-~
pendent colleges), and for the highest-income s.udents, parents provide tle
additional resources to attend a higher-cost institution. Even for independent
students, except for those who choose the State University over a Community
College, grant aid, not loan uid, covered the majority of the additional
costs in 1982-83. For those State University students, loans were the
single largest source of funds to cover their higher costs. With the growing
use of loans, increasing costs of education, and the declining ability of
grants to cover those costs, the picture just defcribed may be changing.
Nonetheless, it appears that, on the average, students, their families, and
institutional aid administrators are attempting to keep indebtedness down by
making maximum use of other funding sources to cover the costs of education.




TABLE 22 Average Amount of Financial Support for Full-Time
Students in Various Income Categories, by Source

Category
of Students

FINANCIALLY

of Support, 1982-83
California Independent
Community The California University Colleges and
Colleges State University of California Universities

Dollar Percent

Dollar Percent

Dollar Percent

DEPENDENT STUDENTS*

Family Income
Under $12,000
Loan
Grant
Parent
Student
Total

Family Income

Between $24,000

and $35,999
Loan
Grant
Parent
Student
Total

Family Income
Over $60,000
Loan
Grant
Parent
Student
Total

FINANCIALLY

INDEPENDENT STUDENTS*

Student Income
Under $12,000

Loan
Crant
Parent
Student
Total

$ 444 14.7%
697 23.1
739  24.5

1,137 37.7
$3,017

$ 404 15.4%

73 2.8

944 35.9

1,206  45.9
$2,627

$ 134 4,5%

9 0.3

2,019 67.7

820 27.5
$2,982

$ 949 22,2
700 16.4
269 6.3

2,358 55.1
$4,276

$ 846 19.1%
1,246 28.1
688 15.5
1,649 37.2
$4,429
$ 558 13.8%
253 6.2
1,652 40.7
1,591 39.2
$4,054
$ 240  5.0%
49 1.0
3,285 67.8
1,273 26.3
$4,847
$1,647  27.1%
1,071 20.1
207 3.9
2,608 48.9
$5,333

*Using federal definition of dependence.

Source:

and Resources Survey.

Dollar Percent

$ 990 15.9%
2,385 38.3
1,040 16.7
1,812 29.1

$6,227

$ 782 13.5%

622 10.7
2,546 43.9
1,851 31.9

$5,801

$ 373 5.9%

112 1.8
4,450 70.4
1,390 22.0

$6,325

$1,990  30.2%
1,857 28.1

264 3.7
2,509 38.0

$6,600

$ 1,963 21.2%
3,974 42.8
1,658 17.9
1,682 18.1

$ 9,277

$ 1,833  18.4%
2,982 29.9
3,316 33.3
1,835 18.4

$ 9,966

$ 926  8.7%

518 4.9
7,740 72.8
1,452 13.7

$10,634

$ 2,898 28.2%
3,824 37.2

314 3.1
3,234 31.5

$10,270

California Postsecondary Education Commission Weights, Student Expenses
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Currently available data do not permit accurate determination of the actual
cumulative debt burdens for Guarunteed Student Loan borrowers in California.
Data from the tables on page 24 show that 40 percent of the Guaranteed
Student Loan applicants who responded to the 1982-83 Student Expenses and
Resources Survey borrowed between $2,000 and $2,999 that year. Almost 31
percent of the applicant group had already borrowed between $2,000 and
$3,999 to finance earlier years of their education, and an additional 18
percent had already borrowed more than $6,000.

Information from the Student Aid Commission on the accumulated Guaranteed
Student Loan debt of borrowers illustrates the increasing dependence on this
source of financial aid. Although the vast majority of both borrowers still
in school and those who have started to repay their loans have total Guaranteed
Student Loan obligations of $§5,000 or less (Table 23), those still in school
are accrmulating more indebtedness. While nearly 90 percent of the repayers
owed $5,000 or less, only 80 percent of borrowers still in school- have debts
this small. Proportionately, nearly three times as many currently enrolled
borrowers have debts totaling more than $15,000 as do repayers (5.1 percent,
compared to 1.6 percent). Furthermore, average indebcedness for currently
enrolled borrowers is anywhere from 5 to 9 percent higher in four of the six
loan categories illustrated in Table 23 than it is for repayers.

While these aggregate figures document increasing dependence on the Guaranteed
Student Loan program, they do unot show the potential effects on individual
students. The following eight case examples, based on average 1982-83 loans

TABLE 23 Guaranteed Stude:. Lo~n Indebtedness of Currentlg'
Enrolled Borrowers and Repayers as of June 30, 1984

Currently
Indebtedness Enrolled Borrowers . Repayers

Total Borrowed:

$ 0~ $ 2,500 56.4% 63.4%

$ 2,501 - § 5,000 23.7 26.2

$ 5,001 - § 7,500 ) S 5.2

$ 7,501 - $10,000 L4 3.6

$§10,001 - $15,000 1.6 1.4

Over $15,000 1.5 0.2
Average Borrowed:

S 0 - $ 2,500 $ 2,291 $ 2,180

$ 2,501 - § 5,000 4,592 4,201

$ 5,001 - § 7,500 6,790 6,447

$ 7,501 - $10,000 9,381 9,368

$10,0G1 - $15,000 13,485 13,446

Over $15,000 19,356 18,439

Source: Califoruia Postsecondary Education Commission from California
Student Aid Commission data.
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or on maximum allowable undergraduate loans (if less) illustrate the possible
effects of students' repayment obligations. Each of them involves borrowing
only under the Guaranteed Student Loan program, despite the¢ fact that many

Guaranteed Student Loan borrowers also borrow from other federal, family, or
institutional sources. Thus they are probably conservative illustrations of
potential loan obligations for students who borrow from several sources.

Example 1: A financially independent Community College student who started
a full-time two-year program in 1982-83 and completed it at the end of
1983-84, and who borrowed $4,425 to finance both years' costs, will repay a
total of $6,726.44 over 120 months with nionthly payments of $56.05.

Example 2: A State University student who started his or her education at a
Community College in 1980-81, transferred to the State University in 1982-83,
and borrowed the maximum amount for undergraduates to cover the- costs of
these final two years, would pay a total of $6,966.50, or $58.05 each month
for ten years to repay the $5,000 loan.

Example 3: A University of California student who started his or her baccalau-
reate program in 1979-80, completed it in 1982-~83, and remained at the
University to complete an MBA in 1983-84, and who borrowed every year except
the freshman year would have borrowed $10,397 and owe $14,486.14, with
monthly payments of $120.72 over 120 months.

Example 4: An independent college student who started his or her baccalaureate
program in 1980-81 and completed it in 1983-84, borrowing all four years,
would have received $10,000 and have to repay $13,933 20 over ten years at
$116.11 a month.

Example 5: A student who borrowed to finance his or her final two years at
the State University during 1982-83 and 1983-84 and who has enrolled in law
school at an independent coliege, planning to borrow the maximum $5,000 loan
allowed graduat. students for all three years of law school, will owe $30,402
on the $20,000 loan, and will have to repay $253.35 every month for ten
years.

Example 6: A student who borrowed to finance his or her final two years
during 1982-83 and 1983-84) at an independent college and borrows the average
amount at the University each of the next four years to complete an academic
doctoral program would end up with a total loan of $10,974; a total payment
for principal and interest of $16,681.58; and monthly payments of $139.04
over 120 months.

Example 7: A student who enrolled three-quarter's time in a three-year
program in a proprietary school, beginning in 1980-81 and finishing in
1983-84, and who borrowed all four years would have a loan of $9,724, and
would owe $£§,548.45 in principal and interest, to be paid back at §$112.90 a
month over 120 months.

Example 8: A student who enrolls full-time as a freshmsn in a four-year
institution in 1984-85 and anticipates borrowing $20,000 for both undergrad-
uate and graduate studies at the same institution will graduate owing
$29,119.20, to be repaid at a monthly rate of $242.65 for ten years.
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REPAYMENT PROVISIONS

The Guaranteed Student Loan Program sti.rts charging interest and requires
repayment to begin within six months after completing school, dropping out,
or enrolling less than half time. It limits the repayment period to ten
years, except under special circumstances, and it requires a winimum paymen.
of $50 per month, or $600 per year. Thus for students with loans of less
than $3,000, the repayment period is six years or less. Currently, it
requires payment of equal moathly installments toward - retiring the loan and
accrued interest.

Table 24 lists repayment schedules and amounts on loans between $1,000 and

$25,000, based on 8 percent annual interest. It is clear from this table

that students who borrow from $7,500 to $25,000 under the Guaranteed Stucdent
Loan Program to finance their educations have undertaken an obligation of

between $90.99 and $303.31 a month for each of 120 months. Those students

who horrow under the program but do not achieve their educational objective

may have a particularly hard time repaying the loan for two reasons == one

economic, and the other attitudinal: (1) They may not realize the salary

benefits of additional education; and (2) they may feel little obligation to
repay a loan that they believe has bought them nothing. Defaults among such
students may be more easy to understand than aumong borrowers who simply feel
no obligation to repay their loans because they can get away with it. Of

those students who fail to repay, no informc¢tion is available on how many

fall into each category.

TABLE 24 Sample Repayments for California Guaranteed Student Loans

Loan Monthly Number of Total Principal and
Amount Payment Months . Interest Repayment
$ 1,000 $ 51.19 21 $ 1,074.99
$ 2,500 50.69 60 ~3,041.40
$ 3,000 52.60 72 3,787.20
$ 5,000 60.66 - 120 7,279.20
$ 7,500 90.99 120 10,918.80
$10,000 121.33 120 14,559.60
$12,500 151.66 120 18,199.20
$15,000 181.99 ' 120 21,838.80
$§20,000 242.65 .120 29,118.00
$25,000 303.31 120 36,397.20

Note: Figures assume 8 percent annual interest over a ten-year repaymeut
period, unless the minimum monthly payment of $50 would repay the
loan earlier.

Source: California Student Aid Commission.
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MANAGING REPAYMENT

The previous examples and facts about loan repayment, in combination with
research on debt management, can help shed some light on the manageability
of loan obligations for students at various degree levels and incomes. As

the preceding discussion illustrates, most California borrowers, however,

have relatively low accumulated debt. Their growing dependency on boriowing
requires an understanding of the manageability of larger and larger levels

of student debt

In February 1984, the Education:l Testing Service published Student Loan

Limits: Estimating Manageable Student Loan Limits for the Class Graduating
in 1984 and the Class Entering in 1985 by Dwight Horch. In that report,

Horch sought to answer two important questions: (1) How much can students
borrow and comfortably repay from future income in the absence of flexible
repayment options =- that is, given the current ten-year equal monthly

installment plan; and (2) "What would the manageable loan limit be for

students under ten and fifteen-year graduated repayment plans, with annual
repayment increasing each year in step with income?"

Horch defined "marageable' repayment as the proportion of borrowers' estimated
incomes available for "other consumption' expenditures -- such as education,
recreation, and miscellaneous expenditures =-- after food, housing, transpor-
tation, clothing, personal care, medical care, gifts, contributions and
insurance are factored out of total consumption. Based on Bureau of Labor
Statistics standards for "other consumption," he estimated that students can
manage to contribute from 5.8 to 9.0 percent of their after-tax income
toward repaying their student loans, depending on their income level.
(Other researchers who have also examined the issue of manageable debt
burdens have suggested that what is manageable ranges from 3 percent to 15
percent of before-tax income.) Given these annual ‘repayment capacities,
Horch calculated that, with the exception of medical students, graduaces
completing their bachelor's, masters, and doctor's degree programs in 1984
could not reasonably be expected to comfortably repay their loan obligations
under current repayment provisions.*

*A number of caveats are necessary to fully understand the results of Hdorch's
study: First, estimates of manageable loans are made for groups of people
based on median incomes of full-time employees. Any individual in a group
may earn more or less than the median and be able to accommodate a different
level of loan obligation than Is illustrated here. Second, the budgets
used in this study are those for families with two children and only a

"single employed adult. Third, the study assumed only one individual's
debts are to be repaid in each family. Fourth and finally, the study
assumed that the rate of income growth in variour employment fields and for
students with different educational levels would not vary over time.
Although some of these assumptions will not hold true for all individuals
in any single group, the results are useful for identifying potential
issues relating to debt burdens and repayment p.ovisions and in illustrating
a useful analytic approach to assessing the implications of changes in loan
limits.
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Tables 25 and 26 compare the maximum these students were eligible to borrow
with Horch's estimates of manageable loan limits as of 1984 and 1989, based
on the assumption of higher starting salaries in 1989 than in 1984. As can
be »een, even in 1989, only medical students would be able to repay their
maximum loans within ten years. Even when degree levels are broken out by
field, few students would be able to repay loanc near the maximum, with only
engineers and computer scientists with bachelors' degrees estimated to be
able to repay the maximum $12,500 debts allowed undergraduates.

Allowing for graduated repayments over time would significantly increase the
manageable loan obligation for students at all academic levels, as Tables 25
and 26 show. Graduating repayments over ten years would increase theoretically

{

TABLE 25 Maximum Loan Eligibility and Current and Projected
Theoretical Manageable Student Loans for Students
Graduating in the Class of 1984

Projected Theoretical
Maximum Loan Current Theoretical Graduated Repayment Options

Degree Eligibiiity Manageable Loan 10-Year 15-Year
Bachelor's $12,500 $ 5,000 $ 8,500 $13,500
Master's 25,000 6,500 11,000 18,000
M.B.A. 25,000 10,000 16,000 " 26,000
Law 25,000 8,500 17,500 ' 29,500
Doctorate 25,000 10,000 14,000 22,500
Medicine 25,000 30,500 49,000 80,000

Source: Horch, 1984, p. 21.

TABLE 26 Maximum Loan Eligibility and Current and Projected
Theoretical Manageable Student Loans for Studeats
Graduating in the Class of 1989

Projected Theoretical
Maximum Loan Current Theoretical Graduated Repayment Options

Degree Eligibility Manageable Loan 10-Year 15-Year
Bachelor's $12,500 $ 6,500 $10,000 $16,500
Master's 25,000 7,000 12,500 20,000
M.B.A. 25,000 11,000 18,000 29,000
Law 25,000 10,000 20,000 34,000
Doctorate 25,000 12,000 17,000 27,000
Medicine 25,000 37,000 61,000 100,000

Source: Horch, 1984, p. 21.
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manageable lcan limits of 1784 degree recipients from 40 percent to 100
percent. Extending the repayment period another five years would have an
even more dramatic effect -- at least doubling and in one case tripling
manageable loan limits over current provisions. Similar patterns exist for
students completing their degree programs in 1989, although a 15-year gradu-
ated repayment option would increase their theoretical managesble loan at
least two and a half times.

Although the preceding analysis focused on theoretical manageable loan
limits for various groups of degree recip.ents, there are wide variations
within each group. For example, most bachelor students graduating in 1989
will be able to manage about half as much loan obligation under any of the
repayment options as either engineers or computer scientists with bachelor's
degrees earned that same year. A similar pattern exists 'at the master's
level, with "religious workers'" estimated to be able to manage half or less
the loan obligation of accountants. Doctoral degree students who plan to
become postsecondary education faculty members have theoretically manageable
loan limits under any of the options of at least 15 percent less than those
who plan to get their doyctorates in the social sciences or humanities but
who do not plan to become professors.

CREDIT ELIGIBILITY

Another way of viewing the issue of debt burden is to examine the ability of
recent graduates with student loan obligations to obtain other credit, such
as bank credit cards, automobile loans, or home loans. Ameritrust, a lender
in Ohio, has developed unpublished examples of credit eligibility for recent
bachelor's ard master's degree recipients, based on the following requirements:

¢ To obtain a bank card, an Ameritrust customer must have an annual income
of $15,000 and a ratio of debts to income of less than 35 percent.

e For an auto loan, income must be at least $8,400 and total debt must be
less than 40 percent of income.

¢ For a home lvan, no minimum income is required, but total debt may not be
more than 35 percent of income, and housing expi.ases must not exceed 27
percent of income.

Using average salary figures from a March 1984 College Placement Council
Salary Survey of $1,883 a month for bachelor's degree recipients and $2,295
for master': degree recipients ($22,600 and $27,500 a year, respectively),
Table 27 shows that average recent bachelor's and master's degree graduates
can probably qualify for a bank credit card with little difficulty, but
neither would qualify for a $7,500 automobile loan with payments of $202 a
month. The bachelor's degree recipient would be allowed car payments of
only $132 per month, while the master's degree recipient would be limited to
$160 a month.

16
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TABLE 27 Credit Eligibility for Recent Bachelcr's Degree and
Master’s Degree Recipients

Expenses as a Total Expelises as
Expenses Percent of Income a Percent of Income
Bachelor Master Bachelor Master Bachelor Master
Student Loan a b
Repayment $121 $258 6% 11% 6% 11%
Rent 350 350 19 15 25 26
Credit Cards 150 150 8 7 33 33
Auto Loan® 202 202 11 9 44 42

Assumes a $10,000 loan at 8 percent interest repaid over ten years.

b. Assumes $18,500 in student loans, some at 8 perceut (Guaranteéd Student
Loan) and some at 12 percent (PLUS).

c. Assumes a §7,500 loan at 13 percent interest repaid over four years.

Source: California Postsecondary Education Commission staff calculation from
March 1984 College Placement Council Salary Survey as reported by
Ameritrust.

Neither graduate would be eligible to purchase a house under Ameritrust's
credit eligibility requirements. The purchase of a $60,000 house at 13.5
percent with a 20 percent down payment would require monthly mortgage insurance
and tax payments of $640. For the bachelor's recipient, this would represent
almost all the allowable debt under Ameritrust's policies (34 percent) and
exceed the amount it allows for housing debt by over 25 percent. While the
recent master's degree recipient might be able to manage that level of
housing debt (about 28 percent), the combination of the housing loan payments
and educational loan payments would total nearly $700 a month, or 30 percent
of total income. Furthermore, none of these calculations include income tax
obligations, which would represent another 18 and 20 percent of income,
respectively.

These examples illustrate that students with large loan indebtedness will
typically have to postpone major purchases for at least a time after entering
the work force, and that the funds needed to repay student loans -- $14,500
for the bachelor's recipient and $31,000 for the master's recipient -- could
instead establish the resource base for major purchases sich as an automobile,
home, or a child's education. Clearly, college graduates with substantial
student loan obligations will not be able to borrow extensively for such
purchases in the first years after finishing school. The impact of this
increasingly common set. of circumstances has major implications for the
overall health of the economy.
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STEPS FOR KEEPING DEBT BURDENS MANAGEAELE

Some might argue that the preceding analysis lecads to the conclusion that
current maximum student loan limits should be reduced or else retained only
for certain high-income fields of study like medicine or computer science.
Given the current costs of education, however, the current loan maximums do
not seem unreasonable. For students attending four years at most independent
colleges, a maximum Guaranteed Student Loan each year would cover something
less than a quarter of their costs. If loan limits were reduced, students
would have to make up the difference from other aid sources, Grant funds
are unlikeiy to increase enough to reduce depenaence on loans significantly.
For example, increasing Cal Grant funds by $100 million would more than
double those grant funds, yet represent less than one-sixth of Guaranteed
Student Loan borrowing -- or about $400 on a maximum $2,500 loan. Moreover,
many if not most students already work to help cover part of the costs of
their education. Although several studi>»s have shown that working, partic-
ularly on or near campus, actually improves persistence for some students,
it would appear that, at some point, requiring full-time students to work
more and more hours could result in diminishing educational returns.

Moreover, it does not appear wise to set maximum loan limits on the basis of
students' academic majors. Fields of study are only partly related to
career fields and future income levels. To impose loan limits in particular
fields would restrict some students' abilities to pursue their chosen disci-
plines and encourage them intc particular degree programs or careers simply
to finance their educations.

Even without changing he maximum loan limits, however, three important steps
can be taken to keep debt burdens manageable: (1) better counseling, (2)

modification in repayment provisions, and (3) basing eligibility on demon-

strated need. These are discussed in detail in Part Six.



FOUR

LOAN DEFAULT ISSUES IN CALIFORNIA

The three previous parts of this report have described what is known about

the characteristics of California's Guaranteed Student Loan borrowers, their
use of these loans to finance their education, and the implications of their
indebtedness for their education and careers. This part focuses on perhaps

the most controversial issue related to Guaranteed Student Loans: defaults,
Defaults represented only 17 percent of total federal costs to support the

Guaranteed Student Loan Program in 1983, as. Table 28 shows, but they damage

the credibility of the program and thereby undermine support for it among

both the public and federal and state pol1cy makers.

This part of the report explains the termlnology of default, compares Cali-
fornia's default rates with those of other states, both as a whole and for
particular educational sectors, and projects likely default rates for Cali-
fornia in the foreseeable future. It then examines the relations of these
default levels and growth rates to loan volume and the length of California's
participation in the Guaranteed Student Loan ‘Program. It next discusses .
what is known about California institutions, lenders, and students with high
default rates; what has rast been known about them; and why. Finally, it
reviews factors related to defaults in California and other states and at
the federal level.

THE TERMINOLOGY OF DEFAULT

To understand the issue of defaults requires agreement on the meaning of
"defaults" and "default rates."

TABLE 28 Default Payments Compared tc Other Program Costs, 1983

Share of
Program Costs Dollars Total Costs
Interest Subsidies $1,264,000,000 43%
Special Allowance Payments to Lenders 1,072,000,000 37
. Defaults 486,000,000 17
Bankruptcy, Death, or Disability 33,000,000 1
Guarantee Agency Administrative Cost Allo' ances 49,000,000 2
TOTAL $2,924,000,000 100%

Source: California Postsecondary Education Commission staff calculations
from U.S. Department of Education data.
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A loan is considered to be in default when a borrower fails to make an
installment payment when due, fails to establish a repayment plan, or violates
other terms of the loan agreement such that the Student Aid Commission can
reasonably conclude that the borrower no longer intends to repay the loan.
These conditions must exist for 120 days before the lender may file a claim.

Default claims ypaid are the dollar amounts paid to lenders, regardless of
whether they are paid in whole or in part by the federal government.

The gross default rate is the ratio of the total dollar amount of default
cla‘ms paid at any point to the total dollar amount of matured loans since
the program's inception, with matured loans being all those that are in
repayment, deferred, in default, or paid in full. This is the default rate
that should be used for policy discussions and intersegmental and interstate
comparisons, although at least two other default rates are also calculated:

e The net default rate is the ratio to total matured loans of loans on
which claims have been paid that are "still in default," in that either
arrangements have not yet been made to start repayment or the loan has
been deemed uncollectable. Thus it differs from the gross default rate
by not including loans on which claims were paid but for which repayment
started, court action has been taken, or collection is deemed impossible,
thereby reducing the default rate. Generally, state guarantee agencies
that have been in existence for a long time have noticeably lower net
default rates than gross default rates than newer agencies, since they
have had more time to establish procedures to get loans into repayment
after default, and in some cases their defaulters have had more time to
establish themselves financially to be able to repay. This net default
rate is also lower in thr,se states that litigate all defaulted loans than
in other states like Cal.fornia, since loans in litigation are not included
in its calculation. As a result, U.S. Department of Education officials
have cautioned against using the net default rate for interstate comparisons
because of the great variability in the age of state programs and in
state policies with respect to litigation and uncollectables.

e Second, the trigger default rate is the rate used to determine eligibility
for federal reinsurance paymeats on defaulted loans to state guarantee
agencies. It is calculated by dividing the dollar amount of defaulted
loans on which claims have been made during a specific foderal fiscal
year by the dollar amount ot loans in repayment at the end of the prior
federal fiscal year. This calculation starts with the numerator at zero
at the beginning of the fiscal year and increases as claims are paid
through che year. The denominator does not change, so that any state
that has defaults during the year will have a higher trigger rate at
yvear's end than it did when the fiscal year began. Page 7 above contains
an explanation of how the trigger rate determines a guarantee agency's
eligibility for federal reinsurance on default claims paid. It is difficult
if not impossible to establish direct relationships between gross default
rates and trigger default rates, and state eligibility for federal rei '-
surance. For example, iz f:deral fiscil year 1983, 13 states had gross
default rates of more than 9 percent, but only two fell to the 80 percent
federal reinsurance rate that a trigger default rate of 9 percent requires.
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DEFAULT RATES NATIONALLY AND IN CALIFORNIA

The most recent data on gross default rates available nationally is that
prepared by the Division of Policy and Program Development of the Guaranteed
Student Loan Branch of the U.S. Department of Education for periods through
September 30, 1983. The national rate was 9.25 percent, slightly lower than
California's 9.49 percent that year. Among the states, the rate ranged from
a low of 2.05 percent in South Carolina to 13.11 percent in the District of
Columbia. Table 29 shows the rates for the (2 states that accounted for 79
percent of all Guaranteed Student Loan dollars borrowed that year. As can
be seen, only one of them -- Ohio -- had a gross default rate of less than 5
percent, while seven of the 12 (including California) were over the national
average and ranged from 9.42 to 12.46 percent.

Table 29 also shows that some of the dozen states had a disproportionate
share of defaults compared to their share of matured loans. Together, the

TABLE 29 Matured Paper, DNefault Payments, and Gross Default Rates
of the Nation’s Twelve Largest Guarantee Agencies Through
September 30, 1983

Matured Paper Default Claims

Percent of Total Percent of Total Default
Dollars Matured Paper Dollars Defauylt Claims Rate

California $ 758,626,891 4.5% $ 72,012,833 4. 7% 9.49%
Connecticut 771,040,667 4.6 72,667,659 4.7 9.42
Illinois 837,500,855 5.0 84,793,213 ) 5.5 10.12
Massachusetts 1,134,371,603 6.8 65,345,481 4.3 5.76
Michigan 614,489,603 3.7 52,161,472 3.4 8.49
Minnesota 438,671,307 2.6 29,949,585 1.9 6.83
New Jersey 1,183,652,514 7.0 125,939,684 8.2 10.64
New York 3,967,087,725 23.6 455,282,259 29.7 11.48
Ohio 545,276,356 2 18,634,161 1.2 3.42
Pennsylvania 1,950,982,732 11.6 243,013,858 15.9 12.46
U.S. Aid Funds® 453,650,153 2.7 34,670,571 2.3 7.64
Wisconsin 580,346,086 _3.4 57,264,441 _3.7 9.87

Subtotal $13,235,696,492 78.7% $1,311,735,219 85.6% 9.90%

Other Guarantee

Agenciesi* $ 3,565,815,878 21.2 $ 220,800,867 14.4 6.20

. TOTAL $16,801,512,370 100.0% $1,532,536, )86 100.0% 9.12%

*A private nonprofit corporation that serves as the guarantee agency in several states.

**Other guarantee agencies are those for the other 18 states, the territories (Pacific Islands, Puerto Rico,

Virgin Islands), the District of Columbia, and a single private guarantor which guarnntﬂo loans in =«
number of states.

Source: U.S. Department of Education, Guaranteed Student Loan Branch, Division of Policy and Program

‘k \ Development.
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12 states accounted for about 7 percent more of the defaults than they did
of matured loans. California accounted for ouly slightly more defaults than
it did borrowing (4.7 percent, compared to 4.5 percent), but New York and
Pennsylvania -- the two largest participants -- had a disproportionate share
of defaults: 25 percent and 37 percent more, respectively, than their
matured loans. In contrast, Massachusetts had over a third fewer defaults
than would be expected giving its borrowing volume.

The explanation for these differences among states is not readily apparent.
''he services provided by the guarantee agencies in the 12 states to lenders,
schools, and students appear comparable in number and type according to
information from a 1983 survey of state guarantee agency activities (National
Council of Higher Education Loan Programs, 1984). Whether the differewnces
in default rates result from the effectiveness with which the activities are
implemented or from demographic or other differences among these states
cannot be determined at this time. i

DIFFERENCES AMONG INSTITUTIONS IN DEFAULT RATES

Table 30 below contains the latest statistics on loan volume and defaults
for California's five major educational sectors. It shows that four-year

PABLE 30 California Guaranteed Student Loan Program Default
Statistics by Educational Segment as of September 30,
1984
Percent of Percent
Default Qutstanding Percent of Matured Matured of
Segment Rate Loans Qutstandings Paper Paper Defaults Defaults
University
of California 4.6% $ 388,169,945 14.8% $ 165,861,658 13.3% $ 7,718,349 5.8%
California State
University 7.5 502,956,761 19.2 237,097,096 19.0 18,015,157 13.5
Comaunity
Colleges 17.8 272,631,372 10.4 161,393,153 12.9 28,754,508 21.5
Independent 6.% 798,007,767 30.5 360,967,459 28.9 24,060,757 18.0
Proprietary 21.7/ 405,265,497 15.5 212,868,298 17.1 46,266,067 34.6
Other* 8.1 250,089,352 9.6 109,847,950 8.8 8,950,476 6.7
TOTAL 10.7% $2,617,120,694 100.0% $1,248,035,614 100.0% $133,765,314 100.0%

*Other includes private two-year colleges, hospital schools, out-of-state and out-of-country iostitutions.

Sourte: falifornia Postsecondary Education Commission from California Student Aid Commission data.
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colleges and universities have many fewer defaults than would be expected,
given their share of loans. Together the University of California, the
California State University, and independent colleges ana universities
account for over 60 percent.of California's matured loans but only 37 percent
of its loan funds in default. In contrast, the Community Colleges account
for only 10 percent of the loans but 21 percent of the defaults, and -~ most
Aramatic -~ the private vocational or proprietary schools account for nearly
35 percent of the defaults, or twice their 17 percent share of matured

paper. The other 9 percent of defaults are in other schools as defined in
Table 30.

The federal government does not ask states to report loan activity and
default statistics by educational sector, although this information would be
useful in helping to isolate factors related to default. If other states
with the educational diversity of California were to exhibit similar patterns
of defaults among their educational sectors, federal and state default pre-
vention activities could logically focus on tactics particularly applicable
to community colleges and proprietary schools. In contrast, if other states
were to show patterns dissimilar to that of California, factors internal to
this State would have to be examined, including the relationship of the
Student Aid Commission to the Community Colleges and proprietary schools,
characteristics of students who default in all segments, and the role of
lenders in defaults.

DEFAULT TRENDS AND PROJECTIONS

The default rate of the California Guaranteed Student Loan Program has grown
substantially over the last four years ~-- from 1.8 percent in 1980-81 to 6.0
in 1981-82, 9.5 in 1982-83, and 10.7 in 1983-84. The Student Aid Commission,
the Auditor General and the U.S. Department of Education have all observed
that California's rate of growth is not unique: All relatively new Guaranteed
Student Loan programs experience a period of rapid growth in default rates,
for the reason that during the ezarly years of a state's participation, few
loans matured and became due for repayment. In the initial year of a state's
program, even students who borrow for their final year of schooling and
those in a single-year program have six to twelve months to begin repayment
after completing their programs. Because 1979-80 was the first meaningful
year of operation of California's program, repayments on the earliest of
those loans did not become due until late 1981 or even 1982. Loans made in
the high volume years of 1981-1984 did not go into repayment until 1982-83
at the earliest and in many cases will not go into repayment until the late
1980s. Furthermore, the loans that go into repayment first are those most
associated with high defaults -- from Community Collcges and proprietary
schools with large numbers of short-term programs and large numbers of
defaulters.

The Student Aid Commission projects that California's gross default rate
will continue to increase through 1987-88 (though more slowly than actual
default rates increased in the early 1980s, as follows:



1980-81 (actual) 1.80%

1981~82 (actual) 6.01%
1982-83 (actual) 9.49%
1983-84 (actual) - 10.71%
1984-85 (projected) 11.68%
1985-86 (projected) 12.15%
1986-87 (projected) 12.67%
1987-88 (projected) 13.12%

Despite the fact that the State's gross default rate is projected to continu-
to increase over the next three years, its '"trigger'" default rate, which is

related to current-year defaults and previous-year matured paper, is projected
to decrease over these years as follows: .

1984-85 7.32%
1985-86 : . 5.12%
1986-87 4.86%
1987-88 3.59%

If these projections prove accurate, the Student Aid Commission will be
reimbursed by the federal government for 100 percent of the default claims
it pays for the first three qQuarters of federal fiscal years 1985 and 1986,
as well as for all of 1987 and 1988. In the final quarter of 1985 and 1986,
however, federal reimbursements will drop to 90 pefcent of Califormia's
default claims. :

These projections suggest that the integrity of California's Guaranteed Loan
Reserve Fund will remain unimpaired for the foreseeable future, but they
raise the question of public confidence in the Guaranteed Student Loan
Program. Projections of future default rates in other states are not avail-
able, but since many of the major states have long-established prograas,
their current default rates are probably indicative of ".eir future rates.
If this is the case, then California's projected default rate of 12 to 13
percent may be higher than hany of the states that account for the majority
of Guaranteed Student Loans.. If the current pattern of increasing participa-
tion by students who attend proprietary schools continues and if the default
rate of those borrowers remains at current levels, it is possible that
California's overall default rate will be even higher than is now projected.
Whether California's defaults are paid in whole or in part by the federal
government may not be as important as whether the public will be willing to
support a loan program with an "equilibrium" default rate of this magnitude.

CHARACTERISTICS OF CALIFC NIA DEFAULTERS

Meaningful information on the characteristics of California students who
default and on postsecondary institutions and lendexs with high default
rates is not available to the California Postsecondary Educat»on (.mmission.
Although these data exist, they are virtually inaccessible because of the
nature of the Student Aid Commission's data processing files, which are set
up to facilitate program administration rather than policy analysis. As a
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result, obtaining information in an analytic format is extraordinarily
expensive and time-consuming. Furthermore, colleges and universities have
been unable to provide basic facts on their borrowers i:nd defaulters, such
as their graduation status or their cumulative debt burdens.

The remainder of this section presents the limited information available to
the Post.secondary Education Commission on characteristics of students who
default and of lenders and institutions with high default rates. It describes
what characteristics could be examined if existing data were accessible, and
it suggests what other information would, be useful in draw1ng conclusions
about the causes of default.

Segmental Differences in Defaulter Characteristics

The Student Aid Commission has developed data on characteristics of student
defaulters that include (1) percent of their loans they paid before default,
(2) their reason for claim, (3) their total amount defaulted, and (4) their
age at time of default. Tahle 31 s'ummarizes these data for student defaulters

TABLE 31 Selected Characteristics of California Guaranteed
Student Loan Defaulters Categorized by Segment

California Private

University of The California Community Independent Vocational
Characteristic California State University Colleges Colleges Schools ~ Other Total
F:zcent of Loan Repaid
before Default: '
No payments 1.1% 1.1% 1.1% 1.3% 1.2% 0.7% 1.1%
Less than 25 percent 74.8 72.3 1.7 14.8 68.4 66.1 70.6
26 - 49 percent 12.7 13.6 14.8 12.4 16.0 16.9 14.9
50 - 74 percent 6.2 1.7 7.8 6.6 9.5 11.1 8.5
75 - 100 percent 5.1 5.1 4.5 4.9 5.0 5.3 4.9
L21s0n for Claim:
Default 95.2 95.6 97.2 93.9 ¥8.3 96.6 96.6
Bankruptey 1.2 2.0 1.7 3.3 1.1 1.4 1.6
Death 2.6 1.7 0.6 2.9 0.4 1.5 1.0
Disability 1.0 0.6 0.5 0.9 0.2 0.4 0.5
T:zal Amount Defaulted:
Under § 2,500 61.7 63.7 76.3 46.3 86.8 75.1 74.5
$ 2,500 -~ § 5,00n 28.1 28.3 20.2 37.0 12.9 20.9 20.7
$ 5,001 - § 7,500 5.4 6.0 3.3 1.5 0.2 2.2 2.9
$ 7,501 - $10,000 3.9 1.7 0.} 6.8 0.0 1.4 1.4
$10,001 - $15,000 0.9 0.3 0.0 2.3 G.0 0.4 0.4
Hore than $15,000 0.0 0.0 0.0 0.1 0.0 0.0 0.0
Aze at Time of Default:
20 or under 0.4 0.4 1.8 0.6 4.3 4.0 2.6
21-22 5.5 3.0 16. & 4.5 18.5 24.9 14.2
23-24 20.6 15.8 19.5 14.8 17.6 19.9 17.7
25-26 28.0 28.4 15.1 15.3 14.1 14.0 16.9
27-28 16.1 16.7 11.5 11.6 11.4 9.0 12.2
29-30 9.9 10.0 9.3 10.1 8.7 6.5 9.1
31-35 11.7 14.8 13.5 19.6 13.8 10.7 14.2
36~50 1.4 9.6 11.6 20.7 10.7 9.7 11.7
51 or over 0.6 1.2 1.4 2.7 1.0 1.3 1.3
Parcent of Total Defaulters 5.0% 11.9% 21.5% 12.4% 42.2% 7.0% 100.0%

M te: These percentages are bas~d on the number of defaulters, while those in Table 29 are based on the amount defaulted.

Scurce: California Student Aid Commission.




for each of the five major segments and indicates the percent of total
defaulters in each segment. These latter figures differ from those in Table
30 on page 44, which represent dollars defaulted. Data oa the share of
individual horrowers in each segment are not available, and thus it is
impossible .u determine whether a disproportionate share of individual
borrowers default or repay in any particular segment.

Percent of Loan Repaid: The vast majority of defaulters in all segments
repay less than 25 percent of their loans before defaulting. Community
College students and proprietary school students actually have slightly
better repayment records before defaulting than do students attending four-
year institutions, although they represent the two largest groups of defaulters.
Over 30 percent of the proprietary school defaulters repay over 25 percent
of their loans, compared to 27 percent of those at Community Colleges, 26
percent it the State University, and 24 percent at both the University and
independent instituteons. '

Reason for Claim: Virtually all claims paid to lenders for ‘.icollectable
loans are for defaulters rather than for bankruptcy, death, or disability of
the borrower =-- over 95 percent in all segments except for independent
institutions, where defaulters account for only 93.9 percent of the claims
and where 3.3 percent stem from bankruptcies. No more than 2 percent of the
unpaid loans in any other segment are accrunt for because of individuals
going into baukruptcy, and the overall rate is only 1.6 percent: half that
of the independent institutions' rate.

Total _ ‘unt Defaulted: Overall, 95.2 percent of the defaulters fail to
repay amounts under $5,000, but the total amount defaulted varies significantly
among the segments. Both University and State University defaulters do so
on about the same amounts, with 62 and 64 percent of them defaulting on less
than $2,50C and another 28 percent defaulting on between $2,500 and to
$5,000. In contrast, only 46 percent of independent rollege defaulters fail
to repay small amounts of less than $2,500; 37 percent default on up to
$5,000; and nearly 17 percent fail to repay amounts of over §5,000. (At no
other segment do more than 10.2 percent of defaulters fail to repay debts of
more than $5,000.) Tn both Community Colleges and proprietary schools, the
vast majority of defaulters -- 76.3 and 86.8 percent, respectively -- default
on $2,500 or less. Those whose defauits total between $2,500 and ¢{),000
account for another 20 and 13 percent in each of those segments.

Age at Time of Default: With the exceptin of defaulters at independent
institutions, most defaulters are under 29 years of age when they default --
nearly two-thirius of these at the University, State University, Community
Colleges, and proprietary schools. In contrast, fully 53 percent at indepen-
dent institutions are 29 or older. Nearly 50 percent of the University's
defaulters are between 23 and 26. In the State University, defaulters are
slightly older; and in Community Colleges and vocational schools they are
slightly younger. The largest group of defaulters in any age group at the
proprietary schools is the 21- to 22-year olds, while at the opposite extreme
over 40 perceut of the defaulters at independent institutions are over 31
vears old.




Loan Holder Differences in Defaulter Characteristics

. The Student Aid Commission also has developed the information on defaulter
characteristics categorized by loan holder that appears in Table 32. These
holders of outstanding loans are not necessarily the originators of the

. l>ans, since many original lenders sell their student loans to secondary
markets for servicing and collection. These sales may occur at any time
from immediately after the loan is originated to just before it enters
repayment. Different lenders sell different parts of their student loan
portfolios at different times. Some lenders -~ primarily those from out-of-
state -- sell few of their student Zoans. Others sell as many loans as they
can or that are eligible to be purchased. (The major secondary market has
established thresholds of minimum average loan eligibility that prevent
originators from selling some of their smaller loans.) The following para-
graphs focus on secondary markets, out-of-state lenders, and California
barks, since their outstanding lpans account for 97 percent of all defaulters.

TABLE 32 Selected Characteristics of California Guaranteed
Student Loan Defaulters Categorized by Loan Holder

California

Out-of-State Savings California
Secondary Commercial California and Loans Credit
___ (naracteristic Markets Lenders Banks Associations Unions Total
Percent o. lLoan Paid Before Default
No Payr ents 1.0% 1.1% 1.2% 1.1% - 2.7% 1.1%
Less than 25% 74.0 69.8 67.4 71.1 70.1 70.6
26% ~ 49% 13.2 15.4 15.3 15.7 16.3 14.9
50% - 74% 7.0 8.9 10.2 8.0 5.4 8.5
75% - 100% 4.8 4.8 5.9 4.1 5.4 4.9
Reason for Claim
Default 96.4 97.3 96.2 98.8 85.6 96.9
Bankruptcy 1.6 1.7 1.4 0.4 6.1 1.6
Death 1.4 0.7 1.5 0.5 6.6 1.0
Disability 0.6 0.3 0.9 0.4 1.7 0.5
Total Amount Defaulted
Under $ 2,500 67.6 - 75.0 82.5 89.1 57.4 1 4.5
$ 2,500 - $ 5,000 23.3 21.5 13.9 9.8 30.2 20.7
$ 5,001 - § 7,500 5.4 2.2 2.2 0.5 2.5 2.9
$ 7,501 - $10,000 2.7 1.0 1.0 0.6 8.4 1.4
$10,001 - $15,000 0.8 0.3 0.4 9.0 1.4 0.4
More than $.5,000 0.0 0.0 0.0 0.0 0.0 0.0
Age at Time of Default
20 or Under 1.1 3.0 3.6 4.4 4.4 2.6
21 - 22 12.1 146.0 17.2 24.7 13.7 14,2
23 - 24 : 18.9 16.5 20.8 19.9 13.2 17.7
25 ~ 26 19.3 15.8 17.8 15.5 9.3 16.9
27 - 28 12.7 12.2 11.6 9.1 8.2 12.2
29 - 30 9.0 9.4 8.2 5.8 6.0 9.1
31 -~ 35 13.8 15.1 11.1 12.0 18.1 14,2
36 - 50 11.6 12.5 8.8 7.8 22.0 11.7
50 or over 1.5 1.4 0.9 0.9 4.9 1.3
Percent of Total Defaulters 25.0%, 59.5% 12.6% 2.5% 0.4% 100.0%

Note: These percentages are based on the number of defaulters, while those in Table 29 are based on the
amount defaulted,

Source: California Student Aid Commission.




Percent of Loan Repaid: Over two-thirds of the three major loan holders'

defaulters had repaid less than 25 percent of their loans when they default:
68.6 percent at California banks, 70.9 percent at out-of-state lenders, and

fully 75.0 percent at secondary markets.

Reason for Claim: In all three cases, at least 96 percent of the claims are
because of defaults, as opposed to bankruptcy, death, or disability.

Total Amount Defaultec The amounts defaulted differ significantly according
to the holder of the itoan. Defaulters on loans of less than $2,500 account
for fully 82.5 percent of those at California banks but only 75.0 percent at
out-of-state lenders and 67.6 percent at secondary markets. Almost 14
percent of California banks' defaulters fall into the next category of
amount defaulted -- $2,500 to $5,000 -- compared to 21.5 percent at out-~of-
state lenders and 23.3 percent at secondary markets. For California banks
and out-of-state lenders, over 96 percent of their defaulters have defaulted
on $5,000 or less. For secondary markets, over 90 percent of their defaulters
are in the same category, but 8.9 percent have defaulted on more than $5,000.

Age at Time of Default: Defaulters whose loans are held by California's
banks tend to be somewhat younger than thoce whose loans are held by eithex
out-of-state lenders or secondary markets: nearly 60 percent of California
bank defaulters are below the age of 27, while only about half of the other
defaulters are this young. Defaulters who are 29 or older total 36 and 38
percent of secondary market and out-of-state lender defaulters, compared to
only 29 percent for California ban's defaulters.

Significance of These Data
To summarize the previous pages:

e Sixty-four percent of California defaulters attend either proprietary
scnools or Community Colleges.

e Over 98 percent of defaulters have made partial payments on their loans.

e Ninety-five percent of all claims that have been paid to lenders are the
result of defaults, as opposed to bankruptcy, death, or disability.

e Despite differences among the educational segments and among holders of
loans, at least 83 percent of the defaulters in any category have defaulted -
on less than $5,000 in loan obligations.

e For the most part, California defaulters are young -- over 60 percent of
them are between 21 and 28 years old.

e And 60 percent of defaulters have loans that are held by out-of-state
lenders.

While this information is useful, it does not tell much about defaulters.
It does not indicate how they differ from other borrowers; it does not show
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whether the distribution of borrowers among the segments differs from the
distribution of defaulters; and it fails to indicate the distribution of
borrowers and defaulters among different kinds of lenders and loan holders.

The missing information would answer the questions of whether defaults are
related to student demographic characteristics, to type of institution
attended, or to type of lender involved -- and then help to plan effective
strategies for default prevention. For example, if the relatively small
number of defaulters at four-year institutions have the same demographic
characteristics as the larger numbers at Community Colleges and proprietary
schools, then efforts to reduce defaults should be focussed on all borrowers
with those characteristics. If, on the other hand, no demographic character-
istics of defaulters are comparable in the various segments, examinaiion of
institutional and lender characteristics would have to be undertaken. For
example, how do financial aid counseling and information services at insti-
tutions with high default rates differ from those at institutions with low
default rates? If there are differences, then default prevention efforts
might focus most productively on advice and technical assistance to upgrade
loan administration, management, and counseling at the campus level. Do
different kinds of lenders differ in their treatment of student borrowers as
individuals or student loans as financial transactions? Do certain types of
lenders have relationships with particular types of schools that rcsult in
particularly high default rates?

Currently none of these questions that would allow conclusions about the
causes of defaults can be answered. At the direction -~f the Legislature,
the Student Aid Commission is undertaking a study of postsecandary institu-
tions with Guaranteed Student Loan default rates over 15 percent. This.
review, which will examine school, student, and lender characteristics of a
random sample of Community Colleges and proprietary schools with high,
medium, and low default rates, should offer some initial insights about
factors related to defailt in these two segments; but similar comparative
information about four-year institutions and their borrowers and defaulters
will remain unavailable.

The Student Aid Commission's contract with its current data processing firm
may expire next year, and the Commission is in the process of redefining its
data processing needs for the Guaranteed Student Loan program. This redefi-
nition provides an opportunity for it to incorporate a capacity for policy
analysis as part of its ongoing contract for administrative data processing,
and thereby permit eventual answers to questions about defaulters such as
those raised here.

DEFAULTER CHARACTERISTICS NATIONALLY AND IN OTHER STATES

The limited information about characteristics of students, institutions, and
lenders, with high default rates is not restricted to California. Few
systematic examinations of factors related to default have been conducted,
and virtually none have been undertaken in the recent past, when lending --
and defaulting =-- have expanded so dramatically. The U.S. Department of
Education is currently conducting several studies of borrowers and defaulters




and a study of successful lender collection practices, but in the meantime,
the best available information on characteristics related to defaults nation-
ally remains that collected in 1980 by John B. Lee and Associates (1984).
These data have some acknowledged methodological weaknesses, in that only 55
percent of the available loan records were useable and 21 states had to be
excluded from the study (including four that account for 20 percent of the
nation's loan volume), but the data are reinforced by the findings of four
other studies un’ertaken independently by individual states (Anderson, 1983;
Enlenfeldt and Springfield, 1984; Illinois State Scholarship Commission,
n.d.; New York, n.d.).

Lee and Associates found that high default rates are associated with:

e early academic years reported for the last loan, in that borrowers who
take out their last loans as freshmen or sophomores have the highest
default rates;

e early stages of the repayvment pefiod, in that the highest number of
defaults occur four to five years after the last loan is made;

e small loans, in that students with loan balances over $9,000 have a lower
probability of default than do students with smaller loans;

e attendance at a public two-year college or a proprietary school; and
¢ loans made by a credit union.

Table 33 summarizes these factors along with those examined by Illinois, New
York, Vermont, and Virginia in their studies of the characteristics of
defaulters. These reports are useful primarily for illustrating the factors
that should be examined in analyses of the causes of default, since only the
Virginia and New York studies compare defaulter characteristics with those
of all borrowers or repayers and there is little overlap in the factors
examined in each of the studies. For these reasons, only limited conclu-
sions about the characteristics of defaulters are possible from these reports.
Nonetheless, the following paragraphs summarize the characteristics that
seem to be common among defaulters in all of the states.

Year of Last Loan: Illinois, Vermont, and Virginia all found that most of
their defaulters took out their last loan in their freshman or sophomore
years of college.

Age at Time of Default: Illinois and Vermont found that over 70 percent of
their defaulters were under 30 years old at he time of default.

Number of Loans: These two states also discovered that over 50 percent of
their defaulters h:c+ borrowed only once, and that over 75 percent had taken
out only two loans. .ew York's comparison of defaulters and repayers showed
that, on the average, dcfaulters took out fewer than two loans, while repayers
took out nearly three during their college careers.

Total Amount Defaulted: Loan indebtedness for defaulters was generally low:
Over half of Virginia's defaulters had debts of $2,500 or less, while 80
percent of Vermont's had obligations of $3,000 or less. The average loan
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TABLE 33 Factors Examined in Selected Studies of Guaranteed
. Student Loan Defaulter Characteristics

. NATIONAL (John B. Lee and Associates, 1984)

Academic year of student enrollment,

Elapsed time between borrowing and default.

Size of loan defaulted.

Characteristics of college atiended by defaulters.
Lender tyne.

ILLINOIS (Illinois State Scholarship Commission)

Dependency sgtatus.

Year in s3chool at time loan was issued.
Number of loans guaranteed to the borrower.
Age of borrower at time of default.

Reason for default.

Total of loans guarateed to defaulter.

NEW YORK

Cumulative debt.

Number of loans.

Percent of cost of education covered by other
financial aid.

Income at timc loan was taken out.

Graduation rate.

Age.

Academic grade level.

Type of lender.

Frequency of summer or part-time employment while
in school.

Employment status at time loan became due (salary
level, duration of employment).

Share of take~home pay expended for fixed costs
when loan was due.

Frequency of family assistance in repaying loan.

School exist interview.

Borrower awareness of cumnulated debt.

Borrower awareness of monthly repayment obligation.

Borrower awareness of when repayment began.’

VERMONT (Anderson, 1983)

Student Characteristics

Age at time of default,
State of residence of defaulter.
Level and type of degree program.
Program level by total debt owed.
Academic year when last loan was made.
Number of loans by academic year.
. Anticipated graduation date.
Cost of education.
Cost of education by year of loan.
Cost of education by total debt owed.
. Amount of other financial aid received.

Institutional Characteristics

Location.

Location by total dr.,t owed.

Defaulted students by institution.

Enrollment nd defaults of Vermont residents in
Vermont institutions

Lender Characteristics

Frequency of defaulted borrowers by lender.

Frequency of defaulted borrowers by region

Lenders by number of loans.

Lenders by total debt owed.

Lenders by total outstanding loans with total
amount of defaulted loans by lender.

Outstanding loans, amount of principal paid to
lender by guarantee agency, and partial principal
paid to lender by defaulter.

Characteristics of Defaulted Loans

Frequency of total debt owed.

Number of loans per student.

Exit date.

Date of loan maturity.

Status of defaulter before defaulting.

Final loan maturity date.

Partial pay dates.

Amount of principal paid by guarantee agency.
Frequency of claim paid by guarantee agency.
Number of years between loan maturity and default.

VIRGINIA (Ehlerfeldt and Springfield, 1984)

Dependency status.

Full-time versus part~time enrollment status.

Income at time of loan.

Citizenship.

Age at time of dafault,

Number of rejections or inciplete applications
before loan approval.

Type of institution attended.

Academic grade level.

Major course of study.

Term of rep ment.

Monthly paymuent amount.

Number of full payments made before default.

Number converted to repayment.

iwumber of computer generated deliquency letters.

Qutstanding cumulated indebtedness.

Principal claim paid.

Extent of skip-tracing activity.

Number of contacts with each borrower.

Average length of time forbearance granted.

Type of deferments granted.

Reasons for default.

Source: Californla Postsecondary Fducation Commission staff analysis of cited
reports.




for all Illinois defaulters was $2,455 in 1979, although since then the
average has increased to almost $2,900.

Family Income: Both New York and Virginia found that defaulters generally
came from lower-income families than did repayers.

Because only New York and Virginia have conducted comparative studies of the
characteristics of defaulters and repayers, no conciusions about differences
between defaulters and repayers can be made from the data of other states.
It is entirely possible, for example, that such characteristics as year of
last loan, age at default and average loan indebtedness do not distinguish
defaulters from repayers. Nonetheless, these individual state studies
reinforce the major findings of the Lee and Associates' national study.
Thus Virginia's comparison of loan volume and default volume by educational
sector indicated disproportionate defaults among its community colleges and
its business, trade, and technical schools. Unlike the naticnal study,
however, New York found credit union borrowers among the least likely to
default, compared to bank or savings and loan borrowers.

)2

YA




FIVE

DEFAULT PREVENTION IN CALIFORNIA

The responsibilities of borrowers, institutions, lenders, state guarantee
agencies, and the federal government for reducing excessive defaults are
col "lex, interrelated, and not neatly categorized. Default prevention
strategies can be analyzed, however, in terms of the responsibility of the
parties for implementing them. The following questions provide a focus for
assessing these responsibilities and the strategies associated with them.

1. Are student vorrowers adequately informed of their repayment responsibil-
ities both initially and during the loan process? Can high-risk borre vers
be screened out of the program within the existing regulatory structure?
And can defaulters be made to better recognize their obligation to repay
their loans?

2. Do institutions have the expertise and resources to facilitate the
repayment process? Can special administrative requirements or sanctions
make institutions more responsive to their high default rates?

3. Could lenders exercise greater care and diligence in making and servicing
loans that could lead to a reduction in the number of defaults without
prohibiting loans to the most needy? ;

Does the Student Aid Commission, as California's guarantee agency,
possess adequate resources and administrative tools to pursue default
prevention aggressively?

o

5. Can structural or substantive changes in the program at the federal
level help prevent defaults in California?

Although the various strategies -that flow from these questions necessarily
overlap and involve more than one party to the process, the above categories
of participants may serve to classify the activities open to the Student Aid
Commission in its default prevention efforts.

STUDENT BORROWERS

Five strategies that center on students in reducing defaults involve (1)
restrictions on student eligibility, (2) improved information and counseling,
(3) the use of credit bureaus to screen borrowers, (4) multiple disbursement
of loan funds, and (5) sanctions against ‘'efaulters.

Restrictions on Student Eligibility

Current federal regulations require that students eligible for the Guaranteed
Student Loan Program be enrolled at least half time, that they remain in
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good standing, and that they make '"satisfactory progress”" as determined by
their institution. In addition, if they are enrolled in a vocational or
proprietary school, they must demonstrate the '"ability to benefit' from its
educational program. Clearly, the inclusive nature of these standards are
meant to provide maximum access to Guaranteed Student Loans for all students.
In particular, the "ability to benefit'" is a vague concept that some institu-
tions have used to enroll unqualified students. Currently no clear federal
or State standards define '"ability to benefit," although the California
Student Aid Commission has proposed requiring institutions to publish their
own definitions of "ability to benefit'" in their consumer information material
that they make available to prospective borrowers. '

Another area of student eligibility involving default difficulties is the
student status verification procedure. As noted earlier, students are
required to notify lenders and institutions of changes in their name, mailing
address, or enrollment status. The Student Aid Commission has substantially
revised and upgraded its student status reporting requirements and now is
able to act as an effective clearinghouse for this information. Its current
regulations require semiannual reporting by institutions of these changes to
the Commission. Institutions that do not comply within Y0 days receive a
warning letter, and at 120 days the Commission places an administrative hold
on any new guarantees for them. One new regulation contemplated by the
Commission would require schools to maintain records confirming student
eligibility factors, in order to aid its investigation of possible cases of
fraud. An additional proposed regulation would require institutions to
verify students' maintenance of satisfactory progress before releasing their
loan checks.

Improved Information and Counseling

The Student Aid Commission is required by law to provide consumer informatiou
to student borrowers. Its California Student Aid Workbook, which it puolishes
in both English and Spanish versions and distributes to all high school
seniors in the State, outlines borrower responsibilities, but the primary
aim of this workbook is to provic¢~2 students with information about the
availability of student aid rather than about their responsibilities and
obligations in receiving loans. The Student Aid Commission does provide
extensive consumer information at the time the loan is disbursed including a
student brochure, the statement of rights and responsitilities appearing on
the loan application, a promissory note which restates these conditions and
a check list of borrower obligations at the time the .oan is disbursed. But
there remains limited information about how to mak: thoughtful and prudent
use of borrowing to finance an education before aprlying for a loan. Misper-
ceptions about borrowing remains widespread among students leading to false
assumptions about the need not to repay Guaranteed Student Loans and/or the
vigorous pursuit of default claims.

lmproved counseling services, including entrance and exit interviews with
all students participating in the program would be a valuable method for
ensuring that students are awarc of their responsibilities as borrowers and
of the fact that defaulting on a loan may have serious consequences. The
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ease with which most students qualify for a Guaranteed Student Loan may
prompt their less than serious consideration of the responsibilities associ-
ated with it.

Among steps that the Student \id Commission has taken to strengthen the
information and counseling process is creation of a new Consumer Services
section that is capable of answering telephone questions from students,
institutions, and lenders. Currently this section is handling between four
and five thousand inquiries a month concerning all phases of student aid,
including Guaranteed Student Loans. In addition, it is issuing a series of
informatiounal brochures to¢ the various participants in the program, including
a propcsed draft "check list," illustrated on the next pages, of areas to be
dealt with when making and servicing loans; it is conducting workshops for
both secondary school and postsecondary institution counselors, about loan
processes and responsibilities; and it is attempting to simplify the Guaranteed
Student Loan application form. '

The Commission is also seeking to develop '"debt burden" information and
training for use by financial aid counselors and lenfers. This is particu-
larly important because excessive credit obligations may prevent student
loans from being repaid. Information to determine if students are in danger
of excessive indebte iness could potentially prevent them from over borrowing
and possibly defaulting.

Use of Credit Checks and Co-Makers

Credit checks of students are not required prior to approval of Guaranteed

Student Loans, and the fact that many borrowers simply do not have a credit

history precludes 1 blanket requirement of credit approval for all borrowers.

As a part of its default prevention plan, however, the Student Aid Commission
is considering that credit checks be required of all student borrowers 21

years of age or older, and it has set standards for derogatory credit ratings.

Under this plan, students who have negative credit histories would be denied
a Guaranteed Student Loan. These derogatory credit checks would be valuable
in reducing the default rate.

Currently, Guaranteed Student Loans are often not reported to credit bureaus
until they are in default. Providing such information to a credit bureau at
the time loans are disbursed -- or at the very least when they become due
for repayment -- would reduce the possibility of students becoming overburdened
with other debts, often resulting in a default claim. The Student Aid
Commission should require the listing of Guaranteed Student Loans with credit
bureaus at the time of disbursal to reduce default claims still further.
The Student Aid Commission is also considering the requirement of a loan
co-maker for borrowers under the age of 18. However, such a requirement
would necessitate changes in state regulations, but more importantly, secondary
markets will not purchase loans which have a co-maker. Loans with a co-maker
require extended servicing and collection efforts thereby diminishing their
value as financial instruments and effectively precluding co-maker requirements
as a default prevention strategy.
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STUDENT LOAN CHECK LIST
FOR COUNSELORS AND FINANCIAL AID OFFICERS

USE CARE SELECTING A SCHOOL. To help prospective students
make the best possible educational choice, each college or

vocational school must provide student consumer information
about the school's:

-Academic and Training Programs
-Financial Aid Programs
~Tuition and Refund Policy
-Faculty and Classrooms

-Job Placement Information

Students should select the institution best suited to their
educational and employment goals. Remember, the CGSL must be

repaid even if a borrower does not graduate or is displeased
with the education received.

FINANCIAL PLANNING IS A MUST. Start early. Like any
major purchase, obtaining an education requires students and
their families to plan ahead. [iscuss options with a financial
aid counselor, or attend a finaicial aid workshop, often
sponsored by local high schools or college financial aid offices.
(The junior year of high school is not too soun!)

A CGSL IS NOT A GIFT,. By accepting a loan, a student makes
a promise to repay the amount borrowed -- priincipal plus
interest. A GSL is society's investment in the student's future.

‘The public expects each student borrower to know the terms of

the loan and repay the obligation as agreed.

USE DISCRETION WHEN BORROWING. Excessive borrowing and
unmanageable levels of debt are growing concerns for every
borrower and financial aid officer. Borrow only what is needed.

-Does the combination of debt from GSL, CLAS, NDSL
and other student loans outweigh the borrower's.
future earnings and repayment ability?

-Has the student sought assistance from
scholarship, grant and work programs to reduce
the need to borrow?

APPLY EARLY AND COMPLETELY. The CGSL application, other
forms and lender policies may be obtained from the financial aid
of fice. Type or print all items. Incomplete, sloppy or
inaccurate information causes delays in check delivery. Respond
promptly to lender or school requests for additional information.
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KEEP COPIES - BE A WISE CONSUMER. Managing a financial
obligation is a new experience for most student loan borrowers.
Borrowers need to know the RIGHTS AND RESPONSIBILITIES associated
with student loan borrowing. Having a loan means keeping copies
of':

-Promigssory notes
-Repayment Schedules
-Deferment Requests

~All Correspondence

-Rights and Responsibilities

LOCATE A LENJUER. Loans are provided by more than 100 banks,
savirigs and loan associations, and credit unions. Lender policies
vary so students should borrow from a lender tihat best meets the
borrower's needs. Financial aid offices can often help students
locate a lender. \

A
STAY WITH ONE LENDER, AVOID CROSS BORRGWING. Default
risk is greater when a.student borrows from more‘than one lender.
Monthly payments increase in size and number. The borrower
also must keep each lender informed of changes.

KEEP THE LENDER INFORMED. Having a protlem with repayment?
Moving? Establish a working relationship with the lender. A
loan may be defaulted if the borrower does not notify the lender
within 10 days of a change in: .

-Permanent Address
~Enrollment Status
~Graduation Date
-School Attendance
~Deferment Eligibility
~-Name e

WHEN REPAYMENT BEGINS. Repayment starts 6 months following
the last day of attendance at the school. Whether graduating,
transfe:ring, or dropping out, each borrower must contact the
lender and arrange:

-Repayment Schedule
-Deferment Eligibility
~Hardship extension (Forbearance)

CALIFORNIA COLLECTS. Students perceive few penalties for
defaulting....BUT the consequences are SERIOUS:

-No More Financial Aid
-No State Tax Refund
-Bad Credit Ratings
-Collection Agencies
-Court and Legal Action
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Multiple Disbursement of Loan Funds

Many student borrowers receive the funds from their Guaranteed Student Loans
in a single sum. Although this practice has a certain logic, in that many

student expenses for fees, housing, and books occur at the initial stages of
enrollment, the question exists about the effect of this practice on student
persistence rates, particularly at institutions such as proprietary schools

and Community Colleges that enroll students for short periods. With multiple
disbursements, students who withdraw in mid-term would have lower repayment

obligations, and the potential loss to the State in the event of a default

would be reduced. '

Currently, no requirement exists for multiple disbursement of Guaranteed
Student Loans. A few lenders have implemented the idea -- among them, one
of the top ten in terms of Califorria Guaranteed Student Loan volume -- but
doing so may make them less competitive with financial institutions that do
not require multiple disbursements. Without a blanket requirement that
loans be disbursed in jncrements, students may prefer to deal witn lenders
who do not do so. Perhaps significantly, none of California's five largest
Guaranteed Student Loan lenders, who account for 76 percent of California's
volume of these loans, require multiple disbursements.

The federal government believes that multiple disbursements make sense, and
thus federal regulations allow lenders who make multiple disbursements to
receive all interest subsidies and special allowances that they would receive
using a single disbursement. An across-the-board requirement for multiple
d: bursement is being contemplated for inclusion in the reauthorization
package for the federal Higher Education Act, but in the meantime the Student
Aid Commiss.on could require multiple disbursements of all lenders under
current regulations. At present, it only requires schools that choose to
act as lenders to make multiple disbursements, but the problem of lender
competition will remain until all lenders are required to disburse loans in
this manner. However, even if the Student Aid Commission adopted this
policy, this would not prevent other guarantee agencies from operating in
California with a single disbursement policy.

Sanctions Against Defaulters

Defaulters may be categorized into two groups in terms of taking action
against them: (1) those who cannot pay even if they wanted to, and (2)
those who can pay but refuse to do so. For the former, punitive actions are
not likely to result in repayment because of their inability to pay. However,
defaulters in the latter group, who refuse to pay either because of other
priorities or because of a belief that the collection of Guaranteed Student
Loans will not be pursued aggressively, are susceptible to administraiive
and legal action to compel repayment. Such sanctions, some of which have
heen implemented and some of which are proposed, include:

Expanding State and Federal Income-Tax Refund Offsets: The Student Aid
Commission successfully recovered $653,170 during fiscal 1983-84 by having
the Franchise Tax Board withhold State income-tax refunds up to the amount
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defaulted of loan defaulters, despite the fact that the Franchise Tax Board
is not allowed to reveal the addresses of defaulters because of the potential
for violating righlit-to-privacy laws. This restriction means that although
the Student Aid Commission receives tax-refund revenues, it does not receive
important informaticn about the whereabouts of defaulters who are not eligible
for refunds. Further efforts are being made by the Student Aid Commission
to authorize the withholding of State funds that are due defaulters from
other State agencies such as the Board of Equalization and the Employment
Development Department.

Actions being taken at the fedemsl level to withhold income-tax refunds of
defaulters have encountered a number of problems. Nonetheless, a federal
tax-refund offset program has the enormous advantage of being able to locate
borrowers who move from state to state or who do not file state inccme-tax
forms, and it will not be subject to the same restrictions regarding privacy
that operate at the state level, making subsequent locations of defaulters
more likely. '

Extending Federal Employee Salary-Offset Authority to State Employ,ees:

Currently, the Student Aid Commission has authority to garnish the wages of
a detaulter only if a legal judgment has been brought against the defaulter.
Since 1982, however, federal agencies have had the authority to garnish up
to 15 percent of the wages or pensions of their employee defaulters until
they repay their loan. State legisl» ion would be required to allow the

Student Aid Commissioa to simil~'.v garnish the wages of defaulters who are
Stace employees until the loans are repaid, but such legislation is desirable.

Increasing Interest Rates on Defaulted Loans to Prompt Repayment: Some
evidence suggests that borrowers repay loans other than Guaranteed Student
Loans simply because the interest is higher. Recent federal court decisions
have concluded that the guarantee agency as holder of the loan has the
authority to raise interest rates on the defaulted loan. Changes in state
and federal regulations would be need:d to implement this authority. and its
across-the-board application would provide additional hardship to those
defaulters who are unable to pay; but consideration should be given to it as
part of the reauthorization of the federal Higher Education Act.

Discontinuing Loan Eligibiliﬁy for Borrowers with Qutstanding Defaults:
Under current federal law and regulations, students cannot be denied Guaran-
teed Student Loans if they enroll in an institution other than the one with
the outstanding default. Draft regulations have been proposed at the federal
level to prohibit any borrower who is in default at any institution from
receiving an adlitional loan unless satisfactory repayment arrangements have
been made with the guarantee agency. These regulations warrant implementation.

Closing Barkruptcy Loopholes and Raising the Ceiling on Small Claims Court
Judgments: Under Chapter 13 of federal bankruptcy regulations, student
loans are considered unsecured credit, and typical repayment plans call for
less than 20 percent of the outstanding loan balance to be repaid. Under
other bankruptcy chapters, however, student loans cannot be discharged
through bankruptcy until five years after repayment has begun. This five-
year period could well be applied to Chapter 13, or Chapter 13 provisions
could be modified to require 100 percent repayment of student loan obligations.
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At the State level, the Student Aid Commission has begun a program of taking
loan defaulters with loans of $1,500 or less to Small Claims Court. These
actions have been successful, but the average student loan default is $2,500
-- which precludes efficient small-claims action against most defaulters.
Legislation has been proposed in California to raise the small-claims limit.
If adopted, this would permit the recovery of more outstanding student
debts.

All of the above procedures for increased punitive action against defaulters
require some degree of change in laws, regulations, or procedures, but these
changes shoiuld be made in order to take action against those defaulters who
have the ability to repay. Simply making the consequences of loan default
more severe, however, will not alone stem the rise in default rates. The
default problem results from a myriad of factors that occur at all points in
the loan process, and merely '"getting tough" with borrowers already in
default may be too little and too late to prevent potential defaults effec-
tively.

INSTITUTIONS

Two interrelated areas of possible default prevention that focus on institu-
tions are (1) restrictions on institutional eligibility and (2) special
requirements for those in .itutions with excessive defaults. The former
policy area is governed largely by federal regulations, but the latter is
directly subject to the Student Aid Commission's standards of compliance and
are intregal to its default prevention program.

Restrictions on Institutional Eligibility

Federal regulations for participation in the Guaranteed Student Loan Program
require that institutions sign a participation agreement specifying accredi-
tation by a recognized accrediting body, admission of only qualified students
to the program and the institution, and standards of conduct for the operation
and administration of the program.

Federal law stipulates that all institutions accredited by uationally recog-
nized accrediting bodies be eligible to participate in the Guaranteed Student
Loan program. In order to operate in California, postsecondary institutions
must meet minimum licensing standards, but California has no ability to
limit institutions' licenses to operate based on their violation of Guaranteed
Student Loan Program provisions. Furthermore, the only way that sanctions
can be imposed on irstitutions in violation of State laws is through the
lengthy and cumbersome process of judicial action. Thus, the Studen' Aid
Commission is powerless to preven. schools with potentially high default
rates from becoming licensed to operate in the state.

As noted earlier, federal regulations require that technical and vocational
schools admit only those students who have the 'ability to benefit' from
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their educational offerings, but this vaeue standawd has made it difficult
to act against institutions that admit students who ace woefully underprepared
academically to succeed in the program and who drop out with a debt but
little or nothing to show for the experience. The Student Aid Commission
has requested that the federal government tighten this requirerient when the
Higher Education Act is reauthorized.

Special Requirements For High Default Institutions

Institutional compliance with standards of conduct, including audits, main-
tenance of records, providing consumer information, and administative capa-

bility and responsibility is required ir order for institutions to continue

to participate in all State and federal financial aid programs. However,

the enforcement of these standards is not uniform for State and federal
programs, and sanctions are difficult to impose under the current system.

For instance, federal compliance reviews cuver a range of problem areas and P
do not necessarily center on Guaranteed Student Loan policies, while the

Student Aid Commission has been unable tvo maintain its own desired schedule

of undertaking loan audits every two years because of limited staff resources.

For high default institutions, the Student Aid Commission is in the process
of developing a program of special administrative requirements for institutions
intended to reduce default rates:

1. Borrower Interview: Exit interviews of all Guaranteed Student Loan
borrowers would be required prior to their leaving school.

2. Consuner Information: Information concerning the institution's programs,
placement record, financial aid, admission standards, withdrawal rates, and
default rate, would have to be made available to students prior to enrollment.

3. Warning Statement: A warning about the student's obligation to repay
loans would be required on all documents and brochures containing irfo.wation
about 5Suaranteed Student Loans.

4. Institutional Records and Transcripts: Institutions could not rele:
transcripts or records of students who have defaulted on a Guaranteed Studc..t
Loan.

5. Last Resort Financial Aid Program: A Guaranteed Student Loan could be
included in students' financial aid packages only after ail other means of
aid have been exhausted.

6. Student Status Confirmation Reports: Institutions would have to issue
their Student Status Confirmation Reports on a monthly basis so that with-
drawals and early graduations are reported much earlier to lenders.

7. Institutional Response to Student Requests: Institutions would be
required to respond to stud:nts' written requests for information or action
within 30 days of receipt.

8. Institutional Response to Lender and California Educatiocnal Loan Program
Requests: Institutions would be required to respond within 30 days to
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verbal and written requests from the California Educational Loan Prngram or
participating lenders for student status confirmations, address verifications,
and address and job location assistance.

9. Completion of the California Guarantecd Student Loan Application: Once
a student completes the California Guaranteed Student Loan application form,
the institution could not make any changes on the application without the
student's written permission.

10. Check Release Form: Institutions would have to use a special California
.Educational Loan Program check-release form if students want them to retain
any loan funds for tuition and fee payments.

11. Holding of Applications and Loan Checks: Institutions would be (1)

required to withhold the submission of loan applications to lenders until
students complete the first two weeks of enrollment, (2) prohibited from

delivering California Guaranteed Student Loan checks to students during the
first two weeks of cluasses, and (3) prohibited from late disbursement of

checks for students whose enrollment was less than two weeks.

12. Institutional Assistance in Loan Collection: The Commission would send
lists of delinquent or defaulted borrowers to institutions, which would then
have to urge borrowers bv phone or letter to contact the lender or the
California Educational Loan Program Processing Center to arrange for repaying
their loan.

In addition, the Commission is currently considering establishing threshold
default rates at which point a site visit and the above corrective actions
become mandatory. For even more excessive default rates, the Commission
would automatically begin limitation, suspension, and termination procedures
against the institution. Such procedures would eliminate some institutions
from participation in the program and thus deny some students access to
their programs, but this ability to preclude institutions from participating
based on their high default rates would be effective in limiting excessive
defaults within these schools.

LENDLRS

The necessity for all lenders to maintain consistent contact with borrowers
during the in~school period as well as making every effort to bring ihe loan
into repayment during the pre-claims period is crucial to preventing defaults.
There have been concerns that the widespread participation in the California
Guaranteed Student Loan program by large out-sf-state lenders may contribute
to a lack of lender/borrower contact. However, there is little evidence
that a lender's origin of operations make any difference in its ability or
willingness to properly service lo ns. Table 34 illustrates the extent to
which out~of-state lenders currently participate in California's Guaranteed
Student Loan program. The Student Aid Commission has imposed a moratorium
on further participation by out-of-state lenders because of the difficulties
inherent in audit.ing their activities. This moratorium does not relate to
default prevention. Out-of-state lenders became active in California's loan
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TABLE 34 Total California Guaranteed Student Loan Volume and
Current Outstanding Loans of the Top 15 Lenders and
Secondary Markets Iin California as of July 31, 1984

Guaranteed
' Lender or Student Loan Volume Current Qutstanding Loans
Secondary Market Rank Amount Rank Amount

Citibank 1 § 724,257,871 1 $ 667,199,991
Chase Manhattan Bank 2 550,010,868 2 418,190,4201
Bank of america 3 334,559,543 5 97,547,406
Crocker National Bank 4 185,610,147 3 168,186,426
First Interstate Bank 5 179,163,482 6 74,032,177
Wells Fargo Bank 6 158,828,867 7 58,469,373
Security Pacific Bank 7 140,917,999 4 113,706,528
First Independent Trust 8 48,237,473 9 30,613,555
Marine Midland Bank 9 40,130,030 8 40,098,777
California First Bank 10 37,185,908 - 5,896,948
Chase Lincoln First Bank 11 20,761,401 10 20,419,403
Imperial Savings 12 16,484,992 - 11 16,482,856
Great Western Savings 13 15,190,193 12~ 15,190,193
Glendale Federal Savings 14 12,649,872 13 12,482,372
Union Bank 15 8,339,538 - 3,358,141
Secondary Markets o 602,677,0322
TOTAL PROGRAM $2,605,685,882 $2,443,256,512

1. Includes loans of approximately $64,000,000 held by Chase Manhattan Bank
but serviced by the Academic Financial Services Association.

2. Represents loans held by five secondary markets, including $468,173,457
helc¢ by the Student Loan Marketing Association ("'Sallie Mae").

Source: Californ.a Student Aid Commission.

programs because local lenders restricted student and institutional eligibility
for Guaranieed Student Loans. Their continued participation should be
restricted only to the extent that they be required to meet the same conditiops
and requirements that all lenders are subject to.

Lender Due Diligence

Federal regulations mandate that lenders take certain "due diligence' actions
durin;, the loan-making and servicing periods, and before loans become eligible
for default reimbursement, they must also make a series of collection efforts.
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Guarantee agencies may, however, require more numerous and more specific
reporting and notification procedures than those of the federal government.
The Student Aid Commission, through its Loan Study Council, has recommended
implementation of a number .of such measures that would concentrate on the
pre-claims period and would require accelerated mail and telepione attempts
at contacting borrowers as well as revised content of delinquency letters
and pre-claims requests for assistance. In addition, as mentioned earlier,
it has proposed a number of new notification procedures prior to the pre-
claims period in order to maintain contact with borrowers throughout the

life of their loans as well as to locate .nem promptly when their loans are
ready to go into repayment. ‘

The Student Aid Commission is concerned that some lending institutions may
not devote the same measure of staff time .and care in servicing their student
loan portfolios as their other accounts. Under current regulations, the
Commission cannot require lenders to maintain a certain ratio of service
personnel to loans or loan volume %hat would be sufficient to keep the
monitoring ~f accounte and record updating current.

Lender care in the making and servicing of loans is of particular concern
because circum,tances and incentives may work against their fully committed
efforts. For example:

e Lenders know that their loans are guaranteed and that minimal efforts on
their part will result in payment of the incerest subsidy, special allowance,
and the loan itself once in default. Coordinated and sustained effort by
lenders to maintain contact with borrowers and inform borrowers of their
financial obligations is integral to controlling excessive default rates.

e In addition, some lencers sel. their loans to secondary markets just
prior to the time when repayment is due and when maximum servicing is
required, resulting in large portfolios of student loans being serviced
at critical periods by lending institntions that did not originate them
or service them while the students were in school.

CALIFORNI? T“IARANTEE AGENCIES

Tmfault prevention by the Student Aid Commission includes a number of current
«:tivities as well as proposed and possible initiatives. The scope of these

ctivities and proposals indicates the Student Aid Commission's belief that
default prevention must be pursued at a number of points in the loan process
and involve students, institutions, and lenders.

Current Student Aid Commission Activities

The Student Aid Commission has initiated the following elements in its
default prevention program:




e As noted earlier, 3 new operational procedure is in effect for institutions
that do not submit their Student Confirmation Reports on time. If the
Cormission does not receive the reports within 60 days, it sends the
institutions a reminder letter. After 90 days, it sends a warning letter,
and, if it does not receive the reports after 120 days, it places an
administrative hold on new guarantees for students attending the institu-
tions until the problem is resolved.

e It has scheduled workshops for high school, vocational school, and Community
Coli - ge financial aid counselors to inform them of loan processes, assist
them in helping prevent defaulis, and give them a basic understanding of
borrowers' legal responsibilities.

o It has scheduled workshops for operational-level staff of both institutions
and lenders to give them '"nuts and bolts" information about program
requirements and procedures. '

e It has initiated an offset program with the Franchise Tax Board whereby

the Commission receives tax refunas owed to defavlters.

e Last year, it began taling defaultefs owing $1,500 or less to Small
Claims Court. .

e It gives the names of all defaulters to two national credit bureaus.

® On January 1984, it established a fraud investigation unit.

e It is obtaining current addresses of defaulters through the Internal
Revenue Service.

e It has begun matching Guaranteed Student Loan applicants against Cal
Grant applicants, so tlhiat Cal Grant managers will know if any Cal Grant
applicants have defaulted on guaranteed loans, and so that loan program
staff will acquire up-to-date addresses of defaulters.

e It gives the State Controller's Office a list of borrowers who have
defaulted on loans, so that the Controller can match this list against a
list of State employees. Employees are subsequently contacted to arrange
for repayment of their defaulted loan.

Proposed Student Aid Commission Activities

The Student Aid Commission has proposed:

e Requiring institutions to maintain records confirming student eligibility
factors (Regulation 30500).

e Requiring institutions with an rstablished default problem to conduct
exit interviews with all borrowers before they leave their program (Regul-

ation 30501).

® Kequiring institutions to verify the stucd:nt's maintenance of satisfactory
progress prior to the release of Guaranteed Student Loan funds (Regulatiou

30502).
M-
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e Limiting additional out-of-state lenders to those that demonstrate that
at least part of their participation in the California Educational Loan
Program will fill an unmet need.

e Prohibiting the assignment of serial or follow-up loans to different
lenders or a secondary market.

In addition, it has contracted with a market research firm to develop a
communications and information plan for default prevention, and it has
drafted procedures for institutional use of delinquent and defaulted borrower
information, so that institutions may contact these borrowers and encourage
them to repay their loans. :

Possible Student Aid Commission Activities

In addition to these current proposed activities, provisions exist for more
direc. sanctions by the 3tudent Aid Commission against institutions and
tenders violating Guaranteed Student Loan Program regulations, including
their limitation, suspension, or termination of program participation.

Limitation, suspension, and termination proceedings may, for example, limit
an institution's participation in the program to its previous year's volume
of loans, suspend its participation until such time as violations are corrected,
or completely terminate its participation.

Initially, the Student Aid Commission did not have its own procedures for
limitation, suspension, and termination but instead used federal regulations
as its guidelines. The Commission first promulgated its own regulations in
1982, but its inability to reach agreement with the Office of Administrative
Law over their wording ke, t the regulations from being in place until November
1984.

The lack of these regulations has damaged the Commission's ability to deal
with institutions and lenders who abuse the program -- and particularly with
those institutions that have inadequate refund policies or that are subject
to program violation complaints from students or lenders. The Commission
has been concerned that it will be challenged legally by such institutions
and has sought clarification o' its legal position and resources before pro-
ceeding to implement its regulations. While its concerns are understandable,
the future effectiveness of program sanctions will depend on their imple-
mentation. So far, the Student Aid Commissi.n has not proceeded against any
institution, in part because it believes that federal sanctions against
program violators are more effective because those sanctions apply to the
full range of an institution's financial aid operations. This argument nust
be questioned, since it effectively prevents the State from imposing any
sanctions at all against Guaranteed Student Loan program violators.

The Student Aid Commission has continually stated its need for additional
staff, both for administraticn of the Guaranteed Studeat Loan Program and
for default prevention and recovery. Its lack of staff has undoubtedly hurt
ity ability to respond properly and on a timely basis to program abuses or
pursue default activities. Currently, its staff resources and management
practices are being examined for the Legislative Analyst by Price Waterhouse
and Co., whose rerort, due in final form in June 1985, should contain recom-
mendations on staffing to effectively pursue activitiersz,
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Other Guarantee Agencies Operating in California

Although the intent of current federal education law is that guaranteed
agencies operate on a state-by-state decentralized ba..s, it is possible for
guarantee agencies other than the Student Aid Commission to operate in
California. Two external guarantee agencies operate in California =- United
Student Aid Funds (USAF) and the Higher Education Assistance Foundation
(HEAF) -- and they currently account for a small percent of the total loan
volume guaranteed. Difficulties with the participation of other guarantee
agencies arise from the fact that actions required of the Student Aid Commis-
sion in the operation of its loan program may not be applicable to other
guarantee agencies. For example, a requirement that all loans be disbursed
in increments or that action be taken against institutions with excessive
default rates may not be applicable to other guarantee agencies. Furthermore,
efforts taken by the State to curb program abuses through the Student Aid
Commission may result in certain institutions using alternative guarantee
agencies for their students rather than complying with such directives.
While there is nothing inherently wrong with competition between guarantee
agencies, it is important that those measures designed to reduce or prevent
defaults be applied across the board to all guarantee agencies.

THE FEDERAL GOVERNMENT

The Guaranteed Student Loan Program is a federal program tkat is driven by
federal regulations which determine student, institution, lender, and state
guarantee agency eligibility. Thus changes in federal regulations that
affect eligibility are likely to affect state efforts to prevent defaults.

For example, as mentioned above, the federal governmént requires that vo.a-
tional and technical schools which admit students without a higik school
diploma or its equivalent demonstrate that students have the '"ability to
benefit" from the program, but some modifications that have been proposed
for the purpose of clarify this requirement would in fact weaken the need to
document this ability to benefit. They would restrict the right of program
auditors to demand a clear demonstration that individual students are being
served by the program -- thereby making efforts at preventing program abuses
more difficult.

Similarly, one of the indicators of institutions' "administrative capability
and financial responsibility" has thus far been their default rate, but
other proposed changes in federal regulations would remove that criterion on
the gpround that because institutions are not themselves responsible for
servicing Guaranteed Student Loans, their high default rate may not in fact
indicate impaired administrative capability or financial responsibility.
Again, this change would signal to institutions with exces~ive default rates
that they need not be concerned about their students' defaults because these
defaults are not their responsibility.

Such examples demonstrate not only the role of the federal government in

defining the criteria for program participation but alsa the effect that
changes in federal regula.iors can have on efforts at default prevention.
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Financial Incentives for Default Prevention

A number of possible federal {inancial incentives could contribute to lower
default rates: First, borrowers could be given a financial incentive for
early repayment, since the federal government would have to pay less in
special allowance fees to lenders and could thus afford to reduce the total
obligation of borrowers who pay their loans off early. (Unfortunately, the
financial incentives for students run mostly in the opposite direction,
s.nce loans with interest rates of 8 or 9 percent are worth retaining for
repayment with inflated dollars. Moreover, students generally do not have
the resources to begin repayment prior to their time the loans are due or to
increase their monthly payments in order to retire their loans early.)

Second, the federal government could aid borrowers who find themselves
overburdened with large monthly payments by extending their ten-year repayment
limit. Students with $25,000 of educational loan debts currently must pay
over $300 each month in order to repay their debts within ten years. A
graduated repayment schedule can help reduce initial monthly payments somewhat,
but the rapid rise in payments after a relatively short period often makes
it difficult for borrowers to maintain a graduated schedule. One suggested
solution has been simply to extend the repayment schedule beyond the ten-year
limit; but the increased costs to the government from special allowance
payments would make this alternative more costly than current practice.
This increased cost could be offset by increasing interest rates from the
current 9 percent to 10 or 12 percent for those loans with extended repayment
periods. Variations on this idea could include a predetermined cap on
federal special allowance payment: under an extended repayment schedule or a
reduced special allowance yield to lenders at the time of origination in

exchange for the increased income from a longer term note with higher interest
rate.

In addition to incentives for borrowers and lenders, the federal government
could cffer an incentive to institutions by makiag an administrative cost
allowance available to those institutions that establish default prevention
programs. Such allowances are currently allowable under federal regulations,
but they have never been funded since institutions are not parties to the
loan process and thus have no direct liability for defaults. The utility of
paying a special allowance to institutions thus remains an open question,
but efforts by institutions to prevent defaults should be encouraged, and
incentives for default prevention programs are worth trying.

Removing Program Confusion

The Guaranteed Student Loan Program has evolved over a quarter-century,
during which its regulations have caused it to become extremely couplex.
Two policies that currently suffer from this welter of confusion are allowable
grace periods and the nature of loan repayment deferments.

Allowable Grace Periods: Current regulations call for grace periods before
repayment of six, nine, ten, eleven, and twelve monthe, depending on the
terms of the promissory note. Many students have multiple loans with differ-
ent grace periods, resulting in confused repayment schedules. This problem
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could be simplified legislatively by giving all borrowers a nine-month grace
period.

Statutory Loan Repayment Deferments: Loan repayment deferments in statute
include continuiug to pursue undergraduate or postgraduate work, joining the
Peace Corps, serving in voluntary organizations, serving in the Armed Forces,
and the inabilsty to find full-time employment. A limited number of generic
deferment ca.egories -- such as continued schooling, public service, and
un rployment, together with consistent eligibility requirements -- would
cla 'ify this welter of specific deferments.

PUBLIC POLICY AND DEFAULT PREVENTION

The public's perception of the Guaranteed Student Loan Program is unfortunately
all too often that of a give-away gone wild, with taxpayers teing bilked for
billions of dollars by deadbeat students. This perception is incorrect:
The vast majority of students who use Guaranteed 3tudeni Loans to finance
their education do not default on their obligations. There can be little
doubt that many such students need access to subsidized loans if they are to
be able to attend college, and it makes little sense for a program in such
widespread use to be jeopardized by a misunderstanding of its goals and its
successes. Nonetheless, default rates for the program have risen dramatically
in recent years, and because they are likely to continue to do so, sound
public policy regarding the program requires an understanding of the complexity
of the default problem and the limits within which action to prevent defaults
may be taken.

Currently, four fundamental limitations exist to default prevention in

California: .

1. The goals of the Guaranteed Student Loan Program -- increased educational
access and choice -- work against efforts to reduce de aults, in that
the program is more than a convenient financial arrangement for students
who are unlikely to default. It seeks to provide educational opportunity
to a broad spectrum of students who, with declining support from other
types of financial aid, must rely on loans to financing their education.

2. Federal regulations for the program guarantee access to '"high risk"
students as well as institutions.

3. Financial inceutives for lenders that are intended to insure the avail-
ability of sufficient loan capital -- interest subsidies and special
allowance payments =-- encourage expansion of the program, yet there is
little understanding that the major cost of the program is for these
incentives rather than for defaults.

4. The increase in default rates parallels the enormous growth in the

program itself and will continue until students gain other means of
financing their educatioun than through guarante~d loans.
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Efforts to control defaults must also recognize the different incentives of
each of the participants in the process.

e Student borrowers face growing loan obligations and possible punitive
actions for debts they have incurred, sometimes with little information
or understanding of their obligations. They naturally feel that default
prevention efforts should focus on information and counseling at the

"front end" of the loan prqcess rather than further punitive measures at
the "back end."

e As business entities, lenders are primarily concerned about assuring an
adequate ‘return on their investments. With the exercise of a minimum of
effort, they can meet this objective, since they are er gaging in financial
transactions regulated and subsidized by the government, for which they
do not bear ultimate responsibility.

e The Student Aid Commis:ion feels it is caught between its mandate to
fulfill the goals of the program while simultaneously reducing default
rates. Through its Default Prevention Plan, it is taking a number of
steps designed to curb the growing number of defaults, since it views no
single factor as the cause of excessive default rates and believes that a
comprehensive prevention program is needed to attack the problem. It
contends that a lack of adequate staff for the program is a major factor
in its inability to pursue those institutions and individuals who abuse
the program. It also claims that many of the remedies for program abuse
must come through federal and State regulatory or statutory changes which
cannot be accomplished quickly.

There is merit to these arguments of the Student Aid Commission, but the
continued inability of the Commission to bring sanctions against institutions
with severe default prublems cannot stem entirely from staff shortages and
needed changes in law or regulation. Of all the actions that anyone can
take to assure the continued success of the Guaranteed Student Loan Program,
the most urgent is for the Student Aid Commission to implem.:t its own
proposals for imposing special administrative requirements on institutions
with excessive dropout rates in order to demonstrate its ability to address
the problem of default prevention.

o9
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SIX

CONCLUSIONS AND RECOMMENDATIONS

The preceding sections of this report have described the structures and

procedures of California's Guaranteed Student Lcan Program; examined the
characteristics of students who participate in the program; discussed the
issues of debt burden, debt management, and defavlts; and .assessed the

current and proposed =fforts to prevent defaults and recover defaulted

loans. ~

In its charge to the Postsecondary Education Commission through Senate
Resolution 34, the Legislature requested the Commission's findings and
recommendations on the following subjects:

e State and federal policy and practice related to default prevention and
recovery;

e the appropriate role of student loans in financial aid packages;

e the cppropriate distcibution of student loans among the segments of
postsecondary education in California; and

e licensing and review procedures for schools that rely heavily on guaranteed
student loans and have high default rates.

In this final part of the report, the Commissior discusses its findings and
recommendations in each of these areas, starting with the latter two =- the
appropriate distribution of loans among the segments, and institutional
licensing and review procedures. In the tubsequent sections, it then focuses
on the three areas that it believes are central to improving California's
Guaranteed Student Loan Program: (1) better debt management; (2) strengthened
default prevention and recovery; and (3) better information about the Guaran-
teed Student Loan Program.

DISTRIBUTION OF LOANS AMONG THE SEGMENTS

In its discussion of borrower and defaulter characteristics in Parts Two and
Four above, the Commission reported that:

e Little discrimination exists against loan applicants from different
segments.

e By 1983-84, more than 28 percent of Guaranteed Student Loans were made to
students at independe.t colleges and universities, compared to 25 percent
at proprietary or private vocational schools, 18 percent at the California
State University and 12 percent each at the University of California and
the Community Colleges.




e In terms of dollars borrowed, students who attended independent institu-
tions and those who attended pronprietary schools each borrowed about a
quarter of the total, compared to 17 percent for those at the State
University, 12 percent at the University, and 10 percent at the Community .
Colleges. : :

e DNefault rates vary dramatically among the segments, with the four-year .
colleges =-- both public and independent ~~ having rates of below 10
percent, compared to 20 percent for Community Colleges and 26 percent for
proprietary institutions. ,

e Four-year collegeés and universities have many fewer defaults than would
be expected, given their share of loans. Together, they account for 60
percent of California's matured loans but only 37 percent of loan funds
in default. Community Colleges account for 14 percent of the loans but
21 percent of the defaults, and -- most dramatic -~ proprietary schools
account for nearly 35 percent of the defaults, or twice their 17-per:ent
share of matured paper.

The Guaranteed Student Loan Program is, in effect, an entitlement program.
That is, federal statutes and regulations make clear that its intent is to
assure participation of all students who meet the basic eligibility criteria,
regardless of segment of attendance. This intent is currently being fulfilled
in California, and the Comwission sees no need or reason, on the one hand,
for guaranteeing particular segments either a dollar amount of loans or a
share of the total -- or, on the other, for restricting segments in terms of .
dollars borrowed or share of volume. Therefore, the Commission advocates:

RECOMMENDATION 1: At this time, the State should not establish
pelicies or procedures that would guarantee or restrict loan
amounts or shares to particular segments.

The Commission does not intend by this recommendation to limit the Student
Aid Commission's responsibility to restrict the participation of particular
schools that are unable or unwilling to participate in the Guaranteed Student
Loan Program within acceptable limits, as described in later recommendations.

INSTITUTIONAL LICENSING AND REVIEW

In reviewing institutional eligibility for participation in the Guaranteed
Student Loan Program, the Commission found that:

e Federal law allows all institutions accredited by nationally recognized
accrediting agencies to parricipate in the program, but these accrediting
agencies do not consider the quality of an institution's financial aid
program as a condition of accreditation.

e In order to operate as an educational institution in California, certain
State licensure or accrediting agency standards must be met, but those
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standards also do not consider the kind or quality of an institution's
financial aid program.

e The only sanctions currently available against institutions that violat.
Guaranteed Student Loan Program provisions are tbrough ‘the lengthy and
cumbersome process of litigation.

¢ No clear relationship exists between default rates and institutions'

accreditation or licensure status. For example, in the two segments with
the highest default rates -- the Community Colleges and the proprietary
schools -~ nearly 90 percent of the Community Colleges that participate
in the Guaranteed Student Loan Program and that are reglonally accredited
by the Western Association of Schools and Colleges have default rates of
more than 10 percent, while less than Lalf of the participating proprietary
schools have default rates this high.

The policies, procedures, and recommendations for limiting the participation
cof institutions that do not fulfill Guaranteed Student Loan Program require-
ments apply only to the Guaranteed Student Loan Program. The Commission
believes that these provisions, if fully implemented, will resolve many of
the problems related to the Guaranteed Student Loan Program. Thus the
Commission has concluded that the larger issue of whether the operation of
institutional financial aid programs should be a factor in determining
institutional accreditation or licensure is beyond the necessary scope of
this report.

DEBT BURDEN AND DEBT MANAGEMENT

In attempting to determine the appropriate role of loans in student aid
packages, the Commission has examined in Part Three of this report the
current rols of loans in financial aid packaging, the extent of student debt
burdens, and issues of debt management. It has found that:

¢ On the average, loans make up 20 percent or less of the total resources
used by financially dependént students to cover their educational costs
and less than a third of the total resources used by independent students
for these costs.

e Students appear to make maximum use of parental suppert, work earnings,
and grant aid in financing their education before taking out loans.

¢ The vast majority of California Guaranteed Student Loan borrowers =-- hoth
those currently enrolled and those who have completed their program and

have begun repaying their loans -- have Guaranteed Student Loan obligations
of $5,000 ox less.

e The average indehtedness of currently enrolled borrowers is higher than
that of borrowers who have begun repayment, indicating a trend toward
increasing reliance on borrowing.




o The level of student loan debt that theoretically is manageable varies
with the level and type vi degree earned.

e Current maximum student loan limits may exceed the capacity of some
categories of borrowers to repay their loans comfortably under current
repayment provisions.

Thus, in response to the Legislature's concern about the appropriate role of
loans in financial aid packages, the Commission concludes that there is no

absolute answer to the question of appropriate role, since the answer will

differ for undergraduate versus graduate students, for those who earoll in

high-cost versus low-cost institutions, and for those with access to other

funding sources such as parents, employment, and grants.

Ideally, family and student financial resources and grant aid would cover
college costs so that students would not need loans to finance their education.
This ideal is unlikely to be achieved, however, in the foreseeable future.
For example, to eliminate Guaranteed Student Loan borrowing in California
would require at least $660 million each year from some combination of
increased family and student resources, additional financial aid, or reduced
educational costs. As a result, of necessity loans must play a role in
financing the education of a sizable proportion of students.

Nonetheless, the Commission believes that, in the aggregate, students may be
borrowing more than is prudent and that they may not be fully aware cf the
long-term implications of borrowing to finance their education. Therefore,
in order to reduce the level of '"unnecessary'" borrowing and at the same time
assure that loan resources are available to students who need them to attend
college, the Commission concluded that threc steps should be taken to keep
debt burdens manageable: (1) better counse.ing; (2) modifying repayment
provisions; and (3) basing eligibility on demonstrated need.

Better Counseling

The Commission believes that students, their families, the schools they
attend, the Student Aid Commission, and lenders all share responsibility for
deciding whether loans are an "appropriate resource for students in financing
their education. In order for all of these parties to effectively undertake
this responsibility, the Commission proposes:

RECOMMENDATION 2. All Guaranteed Student Loan applicants and
recipients -- whether they receive other forms of financial aid or
not -~ should receive personalized counseling about borrowing and
its implications. When the initial loan is taken out, students
should be provided with information about (1) consumer rigiats and
respon31b11;t1es about student loans, (2) the date repayment will
begin, (3) the length of the repayment period, (4) alternative
repayment provisions, (5) options for deferring repaymen%, and (6)
the relation of repayment obligations to typical starting salaries.
This information should be updated each time students boriow.
When the horrowers have completed their program, they shot.ld
receive a final review of (1) their total loan obligations from
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all sources, (2, the repayment schedule for each loan, (3) the
numper of separate payments required cach month, (4) the total
monthly repayment obligations, (5) the length ot the repayment
period, and (6) the ramifications of failing to repay the loan.

The Commission also believes that this kind of information will be most
effectively provided to students in person, either individually or in group
presentation, with the oppcrtunity for questions and answers. Officials of
pnstsecondary institutions have expressed concern about the administrative
and cost burdens of providing such information orally, since many institutions,
and particularly large ones, administer much of their financial aid program ==
grants, loans, and work study -- through the mail. Unless problems arise,
they offer little individual counseling of aid recipients. Furthermore,
they often treat the large numbers of Guaranteed Student Loan recipients who
r:ceive no other aid differently from those who also receive institutional
aid. Typically they provide briefings on loans and their implications for
students who -~eceive jnstitutional grani or loan funds, but if students
receive only Guaranteed Student Loans, they may not receive anything but
written information. In addition, mnany lenders have no personal contact
with borrowers &zt any point during the application process or in-school
period.

Given the large number of fuaranteed Student Loan recipients and the fact
that they receive loans throughout the year rather than at the one or two
periods during which need-based aid is distributed, new administrative costs
may have to be incurred to provide this kind of information and interaction.
The Commission h°s concluded that such costs are warranted in order to
provide students with adzquate information about borrowing and its implica-
tions, since improved awareoness on the part of students should reduce the
use of loans and lower default rates -- either of which would represent
sufficient savings to cover these costs. Either lenders, institutions, or
the Student Aid Commission could take the initiative for providing this
counseling. Whoever undertakes the responsibility should be prepared to
document its cnsts, if any, and vequest resources to cover them from the
State or federal governments.

Modifying Repayment Provisions

At. least thr-:e options for modifying repayment provisions offer apportunities
to make student debt more manageable:

Graduated and Variable Repauyment: Curiently, lenders may mcdify repayment
provisions to allow for graduated or variable payments, as long as loans are
fully peid back at the eund of the ten years mardated for fuli repayment in

statute. Few lenders exercise this flexibility.

Consolidation: Uatil recently, the Studeut Loan Marketing Association was
authorized to consolidate loans from a variety of lenders ard to develop

alternative repayment provisions, including fixed or variable repaywent and
extended repayment periods, but currently consolidation is precluded under
provisions of federal law.
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Extrnded Repayment: Whether in combinatinn with graduated or variable
payments or with reinstituted consolidation, another modification to current
statutory repayment provisions would be simply to extend the repayment
period. The discussion in Part Three illustrated that this extension would
more realistically reflect the ability of recent graduates to pay than
present restrictions and would increase the amount that students can realis-
tically be expected to repay. Extending rerayment beyond ten years might
increase federal costs for special allowances, bnut the default rate might be
lower and result in lower overall federal costs.

In any case, creative us. or variable repayment, loan consolidation, and
extended repayment periods could all contribute to the ability of borrowers
to manage their student loan obligations.

Because the Commission is concerned that, for some students who must borrow
to finance their education, current repayment prozisions may make their debt
obligations more onerous than they need tc be, it suggests:

RECOMMENDATION 3: The federal governmeut, the Student Aid Commis-
sion, and lenders should implement needed changes to policies,
practices, and statutes to encourage flexible repayment provisions,
including variable repayment, extended repayment periods, and loan
consolidation. The details of these changes should be based on
known information about employment and earning patterns of recent

vollege graduates.

Linking Eligibility to Demonstrated Need

The Commission beljeves that further attention should be given to basing
eligibility for Guaranteed Student Loans on demonstrated financial need.
Currently, students who come froa families with incomes of less than $30,000
a year are entitled to a Guaranteed Student Loan regardless of their financial

resources or college costs, while other students must demonstrate financial
need.

Information is not now availzble on the number of current Guaranteed Student
Loan recipients who could not demonstrate need if sll were required to do
so. This information needs to be obtained as well as facts about alternative
sources of financing educational costs that could be substituted for loans
if loans were restricted. To understand the rel-~:"» . of financial need to
borrowing and future indebtedness requires more facts than now exist about
whether "unnecessary" borrowing is occurring and whether making all loans
need based would reduce '"overborrowing'" and reduce total individual indebt-
edness. Nonetheless, the Commission believes that publicly funded financial
aid programs should fo s on students with demonstrated financial need.
Therefore, it proposes:

RECOMMENDATION 4: Eligibility for participation in the Guaranteed
Student Loan Program should require demonstration of financial
need on the Graranteed Student lLoan application by all appl.cants




rather than only those from families with incomes of more than

$30,000.

In addition, while che Commission recognizes the failure of grant and work
aid to keep pace with rising educational costs, it believes that the long-term
implications for r.ising loan limits are inconsistent with students' economic
prospects immediately after college and may serve to influence educational
and career choices inordinately. Therefore, it advocates:

RECOMMENDATL1ON 5: The amount students may borrow each year should
be limited to the amount of financial need as shown on the Guaranteed
Student Loan application, and in no case should exceed the current
annual maximums of $2,500 for underg;aduate ¢ tudents and $5 000
for graduate students.

DEFAULT PREVENTION

As . ndicated in Par: Five, significant barriers to default prevention exist
not only in law but in the policies that underpin the regulatory structure
of the Guaranteed Student Lo.1 Program. Nevertheless, steps can be taken
under current regulations that could have significant -long-tcrm impact on
default rates in California. The Commission offers its recommendations
about these steps in terms of the parties to the loan process -- students,
lenders, institutions, the Student Aid Commission and other guarantee agencies,
and the federal government -- and it seeks to emphasize those steps of
greatest potential impact and timely implementation.

Students

Beyond improved information for students, advocated in Recommendation 2
above, the multiple disbursement of loan funds can directly affect the
ability of students to deal responsibly with their loan obligations. Evidence
suggests that the majority of defaulters are first-time borrowers wheo fail
to complete thei: educational programs. Through the multiple disbursement
of loun funds, the State would be protected against the loss of the full
amount of their loans. The Commission believes that this benefit outweighs
any contrary fee policies of educational instituticns or the¢ administrative
convenience of financial institutions.

A number of options exist for implementing a requirement that all Guaranteed
Student Loan funds be disbursed in increments, and current regulations allow
this policy to be mandated by a state's guarantee agency. Therefore the
Postsecondary Education Commission proposes:

RECOMMENDATION 6: All guaranteed loans made in California should
be disbursed in increments over the educational period to “which
the loan appliea and the California Student Aid Commission should
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determine the manner of disbursal based on the length of the
educational program and the occurrence of student costs.

One consideration in the Student Aid Commission's determination should be
increased incentives for students to complete their program and thus increase
their ability to repay their loan obligations. Another consideration should
be to reduce the total dollars at risk, particularly for students who do not
complete the educational program for which their loan was made.

Institutions -

Any cooperative effort to reduce defaults must include specific actions by
and against institutions with excessive default rates. The program of
special administrative requirements for such institutions currently under
consideration by the Student Aid Commission will begin to affect institu-
tional practices that contribute to high default rates, but the Student Aid
Commission must first establish a definition of "excessive" defaults. Such
a threshold should not preclude action against large numbers of institutions,
but it should be sufficiently limited to allow the concentration of Student
Aid Commission resources on the worst abuses. Many of the requirements in
the proposed program are actions that could and should be taken by all
participating institutions regardless of their default rate.

" The Student Aid Commission has established a schedule for applying adminis-
trative actions and corrective measures, based on default rates ranging from
zero to over 30 percent. Examples of these administrative actions include
required workshop attendance and compliance reviews at default rates between
15 and 20 percent, mandetory on-site reviews and monitoring of institutional
operations between 20 and 25 percent, administrative reviews with institutional
management between 25 and 30 percent, and mandatory limitation, suspension
or termination of program participation above 30 peréent. Any suck schedule
should realistically reflect the ability of the Student Aid Commission to
take the needed actions and thus place institutions on notice that such
actions can and will be forthcoming. There.ore the Postsecondary Education
Commission proposes:

RECOMMENDATION 7: All institutions participating in the California
Guaranteed Student Loar Program should impleme: . applicable provi-
sions of the Student Aid Commission's proposed program of adminis-
trative actions to reduce defaults; all institutions above the
statewide average “default rate should be subject to these actions;
and institutions with excessive default rates that do not take
corrective measures as delineated i in the proposed prog;am should
be subject to limitatlon, suspersion, and termination proceedings.

Lenders

The efforts of lenuers, in concert with the Student Aid Commission, to
require increased contacts between lenders and borrowers during the in-school
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period as well as increased efforts to hring loans into repayment prior to
making default claims indicate the increased awareness of lenders to tleir
responsibility in reducing default rates. Despite this increasing awareness,
the relationship between lender practices and default rates remains unclear.
Currently, the information available altout lender participation is limited
to aggregate statistics. In order to fully understand this aspect of the

program, more detailed information is required. Thereforn the Cfommission
suggests:

RECOMMENDATION 8: The Studeant. Aid Commnission's recommended due
diligence requirements should be imglpment@d dnd regyired of all

lenders should report dnnually to the SLudent A1d Comm15s1on daLa
including (1) comparisoas of the loan servicing practices and

ratios of o. inating lenders and secondary markets, (2) practices
for malntalnlng contact with borrowers, and (3) practices related

to the sale of loans to secundary markets.

The California Student Aid Commission

Current cdefault prevention activities by the Student Aid Commission should
be encouraged and adequate resources provided for their ongoing activities.
There presently exists no consensus as to the staffing levels needed both to
administer the (uaranteed Student Loan Program and to prevent and reduce
defaults. In order to bring action against the worst abuses of the program,
it may be necessary for the Student Aid Commission to focus its res.urces.
Therefore the Postsecondary Sducatior Commission recommends:

RECOMMENDATION 3: If the Studenv. Aid Commission lacks safficient
resourczs to apply administrative sanctions agaiust all institutions
in excisy of the statewide average desault e, it should documenq

e e —

this need and to the degrep that such "esourn 25 are uot forthcoming

a g93§£§£§9 LX excessive rate g£ loau defaults.

A management. and resources study of the Student Axd Commission currently
be 1g conducted by Price Waterhouse Tor the Legisiative Ain lyst should
clarify the internal staftiry and management needs of the Student Aid Commis-
gian as a whole and tne role of the Guaranteed Student Loan Pregram within
this structura.  The Postsecondary 7 'wiation Commiwsion dDelieves *nat an
idenvircicaZicn of the resonvces ava, . 2 to the program for funding and

stafting 1Ly tuture needs is egsential. Therefoure the Postsecondary Educatiou
Commrission urpes:

RECOMMENDATION 10: ™he Student ALd Commissicn should develop and
make available to the Leg~§1ature and aLL}ogrlat\ fxscal agencies
4 manage uent plui for ihe Guaranteed Student Loan Program that is
congonapt with its own planned defau't prevention aad recovery
achivit g «nd thc recommendations in tihin rveport.
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The Student Aid Commission should also move decisive y in implementing its
limitation, termination, and suspensiun pro-edures. While assurance that
such procedures will have strong legal backing and resources is important,
it is not as critical as the need, after excessive =2lays, for the State's
guaranteed agency to demonstrate a willingness to employ these procedures.
Therefc e the Postsecondary Education Commission advocatus:

RECOMMENDATION 11: The Student Aid Commission should without
delay begin limitation, suspension, and termination proc¢edings
agaiist those institutions with excessive program abuses, including
high default rates. '

Other Guarantee Agencies

All efforts to reduce defaults must have equal application to all participants
in the program. Those recommendations requiring specific action by the
Student Aid Commissicn must also apply to other guarantee agencies operating
in California. This includes requirements for data collectiou and reporting
as well as administrative actions to prevent defaults. In order to insure
tk t all guarantee agencies are consistent in their practices, the Postsec-
ondary Education Commission suggests:

RECOMMENDATION 12: All agencies that guarantee student lcans in
California should meet those common standards and practices required
of the Student Aid Commission. If the uniform application of
administrative requirements by all guarantee agencies operating in
Calif.rnia is not forthcoring, legislation should be enacted
prohibiting those guarantee agencies not in cgmpliance with State
standards from guaranteeing student loans in California.

The Federal Government

As discussed in Part Five, recently proposed changes in federal regulations
dealing with institutions with high default rates wculd appear to wcaken
substantially the Student Aid Commission's ability to initiate sanctions
against these institutions. Although there are areas in the proposed regula-
tions that would tighten loan eligibility for students with outstanding
defaults and allow better tracking of such students between states aund
institutions, the overall thrust of the proposed regulations wc“ld be detri-

mental to California's efforts to reduce defaults. Therefore the Postsecondary
I'ducation Commission recommends:

RECOMMENDATION 13: The proposed changes in federal regulations
should be modified to strengthen efforts to bring sanctions against

institutions with high default rates. In particular, default
rates should continue to be one of the factors considered in the
determination of whether administrative or legal limitations on
institutional participation should be implemented.
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This issue and many others will be dealt with during the reauthorization of
the Federal Higher Education Act. The Postsecondary Education Commission
has convened a task force to consider these issues and make recommendations
for California higher education regarding them as wel! as federal funding
levels. The principal activity of the federal government in higher education
is the provision of financial aid, and because the Guaranteed Student Loan
Program is the largest of these aid programs, as well as because changes in
program eligibility and incentives for participation at the federal level
could have long-term effects on the ability of California students to meet
the cost of postsecondary education, close cooperation between postseconuary
officials in California and representatives and officials in Washington
during the reauthorization period is essential.

DEFAULT RECOVERY

Improved location of lcan defaulters and the recovery, where pussible, of
defaulted loan funds will require changes in existing regulations and laws
at both the Federal and State level. However, in making these changes, the
distinction between thtose who cannot pay and those who refuse to pay must be
maintained, with the default recovery resources of guarantee agencies directed
toward the latter group. Therefore, the Commission urges:

RECOMMENDATION 14: Measures designed to bring defaulted loans
into repayment should be concentrated on ‘efforts to locate defaulters
and should be directed at those who “have the ab111ty to repay
rather than on increased overall sanctions such as raising interest
rates on defaulted loans.

RECOMMENDATION 15: Increased sanctions against loan defaultevs

who demonstrate the ability to repay should include (1) expanding
State and federal income-tax refund offsets, (2) extending federal
employee salary-offset authority to State employees, (3) discon-
tinuing loan eligibility for borrowers with outstanding defaults,
(4) closing bankruptcy loopholes, and (5) raising the ceiling on
small claims court judgments.

IMPROVING THE QUALITY OF INFORMATION
ABOUT THE GUARANTEED STUDENT LOAN PROGRAM

The Commission's review of issues related to (uaranteed Student Loans has
been handicapped by limited access to infcrmation about both le:rders and
borrowers, including applicants, recipients, repayers, and defaulteis. Some
information about institutions, such as their students' participation in the
program and their defaulte, is available, but these institutional cha.acter-
istics are only pa.t of the elements necessary to make a judgment aboui the
causes of default.

-83-

1




Although the Guaranteed Stuient Loan application forms contain s wealth of
information on the demographic, financial, and academic status of applicants,
borrowers, and defaulters, little of this data is available for research.
As a result, detciled descriptions of the characteristics of the different
groups of students who participate in the Guaranteed Studént Loan Program
and comparisons of their repayment and defa]lt patterns is impossible.
Furthermore, data-based conclusions cannot be drawn about which kinds of
students are most dependent on loans, the degree of their indebtedness, and
the role that lvans play in their financial aid packages.

The Student Aid Commission is currently reviewing the provisions of its
present data processing contract for the Guaranteed Student Loan Program.
This review provides the opportunity to obtain these needed data. Without
this capability, targeting default prrvention and recovery strategies in the

most cost-effective manner is imposiible. To this eand, the Commission
proposes:

RECOMMENDATION 16: The Student Aid Commission should make available
upon request on an annual basis summary data tapes of individual
records, including all information contained ou the applications
of the current academic year's applicants and | borrowers and al).
previous applicants and borrowers. This information should be
provided in a format which makes it possible to distinguish among
borrowers who are: (1) in repayment, (2) in deferred status, (3)
in school, and (4) in default. It should also permit analysis of

each of these groups Qx segment and individual institution as well
as EX "individual lender.

Information about individual lender's roles in the Guaranteed Student Loan
Program is even more difficult to obtain than student information. The

fluidity of the definition of "lender" -- whether loan originator or loan
holder -- complicates the collection, reporting, and interpretation of such
information. Nonetheless, it is essential to know (1) how the borrower and
institutional profiles of individual lenders compare, (2) whether some

lenders have different default rates than others, and (3) if those diiferences
are a function of differences in borrower characteristics, institutions

served, or lender practices. Some of this information is available on the
records maintained by the Student Aid Commission but are not now currently

acressible at reasounable cost. Therefore, the Postsecondary Education
Commission proposes:

RECOMMENDATION 17: The Student Aid Commission should report
annually loan portfolio information for individual lenders, including;
(1) volume of loans originated by segment and school, (2) volume

of loanct currently held by segment and school, (3) default rate of
originated loans by segment and school, and (4) default rates of
currently held loans by segment and school.

9.
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CONCLUDING COMMENTS

In the previous 17 recommendations, the Commission has sought to respond to
the Legislature's concern about seemingly high and uncontrolled defaul:s in

. the California Guaranteed Student Loan Program as well as to the equally
serious, though less well publicized problem of students' increasing dependence
on loans and their growing debt burdens in financing their education.
Several observations about these recommendations are in order:

e First, many of them call for new or expanded activities on the part of
the S 1t Aid Commission, educational institutions, and lenders. Most
of th« activities will require additional resources of time, effort,
and money that are not currently cormnitted to the Guaranteed Student Loan
Program. While it is not unreasonable to expect educational institutions
and lenders to provide resources to undertake their share of these reforms,
it is unreasonable to expect them to do so if the State fails to allow
commitment of resources to enable the Student Aid Commission to do its
share.

The Guaranteed Stndent Loan Program is a massive one =-- involving $660
million in loans and a quarter of a million borrowers each year, and a
current cumulative total of over $2.6 billion to be serviced, monitored,
and accounted for. The choices facing the Legislature and the Governor
regarding defaults under the program are what level of default rate is
acceptable to them, and what level of resources are they willing to
commit to achieve that rate? Currently, 90 percent of borrowers repay
their loans. To increase this rate to 95 percent would require the
commitment of substantial resources over the next several years for
additional default prevention and recovery activities of the Student Aid
Commission and other State agencies. I's that reduction worth it to the
Governor and Legislature who must authorize the expenditure?

e Second, implementing the Commission’'s recommendations, as well as many of
the activities planned or under consideration by the Student Aid Commission
will help reduce defaults and prevent further problems of unmanageable
debt. But even if sufficient resources are committed to these activities,
they will be only as effective as the spirit in which institutions,
lenders, and the Student Aid Commission undertake them. If they view
reqiired minimum thresholds of effort with respect to institutional
administrative requirements, lender due diligence, loan servicing, and
State-level sanctions as maximums needed to continue participation in the
program then little improvement is likely. However, if their commitment
to improving the program's credibility is reflected in doing morc than
the minimum, these recommendations can have significant effect.

One example of doing more than the minimum is the current effort by
lenders to develop more explicit and stringent due diligence requirements
for notifying borrowers regarding their repayment responsibilities. Two
examples of where additional effort is urgently needed are: (1) the
development of comprehensive effective counseling programs for student
borrowers, and (2) the imposition of meaningful sanctions on institutions
with high default rates.




Third, in this report, the Commission has sought to emphasize the partner-
ships involved in the Guaranteed Student Loan Program. While many of its
recomunendations are directed to a single one of the partners -- the
federal government, the Student Aid Commission, the educational institu-
tions, or the lenders =-- the Commission believes that these partners
should jointly consider who can undertake the needed activities most
efficiently, effectively, and economically and, where possible, develop
cooperative procedures for carrying them out.

In this connection, the role of student borrowers as full partners in the
program must be recognized. Many of the recommendations in this report
place students in a passive role -- "forced" to take out loans, be a
recipient of counseling, and be a target of information and requests for
information. Nonetheless, student borrowers are a key partner in the
program and are responsible for (1) obtaining enough information to make
informed decisions about whether or not to borrow, (2) finding out what
rights and responsibilities accompany their loan, and (3) protecting
those rights by fulfilling these responsibilities. Even though a Guaranteed
Student Loan is often a student's first experience with obtaining credit,
it cannot be treated lightly. The future credibility of the program and
the continuation of the educational opportunities it assures depend as
much on the nature of student participation as on that of any of the
other partners,




APPENDIX A

Senate Resolution No. 34
Introduced by Senator Lerov Greene

Relative to student loans

WHEREAS, The cumulative student borrowing in California
under the federally Guaranteed Student Loan Program has grown
from zero to two billion three hundved thirty-one million dollars
(82,331,000,000) in less than five vears, exclusive of other student loan
programs; and

WHEREAS, The current rate of long-term indebtedness being
incurred by students in California’s postsecondary education
institutions exceeds six hundred seventy-five million dollars
($675,000,0C0) per year; and

WHEREAS, The default rate on California guaranteed student .
loans is now 12 percent and is approaching one hundred million
doilars ($100,000,000); and

WHEREAS, During the Jast five years, there has occurred a major
shift from grant programs, .ich have declined from 69.4 percent to
40.5 percent of the total financial aid package, to loan programs,
which have increased from 19.1 percent to 32.4 percent of the total
financial aid package; and

VVHEREAS, A disproportionate share of student loans in the
federally Guaranteed Student Loan Program, California loans to
assist students, and National Direct Student Loan prograins are being
incurred by minorities (39.3%), women (57.7%), and lov/-income
students (39.7%); and

WHEREAS, The United States Department of Education, the
State Office of Private Postsecondary Fducation, and the California
Student Aid Comrmuission all share statutory responsibility for the
deten.ination, review, and monitoring of institutions eligibie for
participation in the federally Guaranteed Student Loan Program;
and

WHEREAS, There has been no assessment made of the effect that
the increasing reliance on student loans will have upon the
educational objectives ¢f minority and low-income students,
students’ career choices, students’ choices of postsecondary
institutions, students’ abilities to pursue and successfully complete
their educational and degree objectives, and students’ abilities to
pursue graduate education; and

WHEREAS, There has been no assessment of the long-term
impact that reliance on student loans wiiL have upon the financial
aa dility of postsecondary education institutions; and

WHEREAS, There is currently no comprehensive state policy on
student loans; now, therefore, be it
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Resoived by the Senute ot the State ot Culitorna. That the
Cuiifornia Postsecondary Education Cornmussion conduet 4 scudy of
the long-term imnpact of student loans upon the individual student
and his or her family. upon access to a postsecondary education for
minority, women, and low- and middle-income students, upon a
student’s career and education choices, and upon a student's abiiicv
to successtully pursue a postsecondary education; and be it further

‘Resoived. That the study shall include. but not be limited to, a
review of euch of the following:

ta) The characteristics of (1) those California students and
institutions served by the federallv Guaranteed Student Loan
Program, by California loans to assist students. and by the National
Direct Student Loan program, (2) those who default on these loans.
and (3) the institutions with high default.rates. :

(b) The level and apparent causes of defaults in the National
Direct Student Loun program and the federally Cuaranteed Student
Loan Program.

(c) The responsibilities outlined in federal statutes for (1)
determining and maintaining institutional eligibility for.
participation in the federal loan programs, (2) determining student
eligibility for the federally Guaranteed Student Loan Program .nd
the National Direct Student Loan program, and (3) determining
ways to prevent and recover defaulted louns.

(d) The current and historic role of loans and other elements of
student aid in financing undergraduate and graduate education in
each segment of public, private, and independent institutions of
postsecondary education in California.

(e) The elements of loan costs, including interest subsidies, special
allowances, administrative cost allowances, processiny, monitoring,
and collection over the life of a student loan, and who pays them.

(f) Aggregate debt burdens for undergraduate and graduate
students of various income levels in the different segments of
postsecondary education and information on typical repayment
provisions; and be it further

Resolved, That the study shall review the Student Aid
Comimission:'s procedures for issu.ng guaranteed student loens and
ensuring their repayment; and be it further

Resolved, That the study include recommendations, as
appropriate, regarding the recovery of loan balances which are
determined to be in defuuit; and be it further

Resolved. That the study inciude recommendations, us
appropriate, for changes in state and ‘ederal policy and practice on
these topics and others considered relevant to stud: nt Snancial aid.
including, but not limited to, all of the followin::

(a) The appropriate relationship between student loans and the
self-help component of the financial aid puckage, and other types or
public financial aid support for postsecondary education.

‘b The appropriate distribution of student loans among .ll
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segments of Calitornia postsecondary education.
. (c) The licensing and review procedures for schools which rely
heavily on guaranteed student loans and which have high :tudent
loan defauit rates; and be it further

flesolved, That the California Postsecondary Eduszation
Commussion conduct this study with the advice and participation of
a student representative from each segment of postsecondary
education, appointed by the appropriate student organization: a
representative from the administration of each of the segments,
appointed by the chief executive of each of the segments; a
representative from each of the following: the Legisiative Analyst.
the California Student Aid Commission, and the Department of -
Finance; and a lender participating in the Guaranteed Student Loan
Program, appointed by the Student Loan Study Council ¢f the
Student Aid Commission; and be it further

Resolved, That the study, along with appropriate
recommendations, be transmitted to the Covernor and the
Legislature by March 15, 1985. :

Senate Resolution Nc. 34 read and adopted by the Senate June 13,
1984, .

Attest:

Secretary of the Senate
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California Guaranteeu Student Loan Program Application
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INFORMATION

The Colifornio Guoronteed Student loan Progrom (CGSLP), odministered by The
Colifornia Student Aid Commission, wos estoblished for the purpose of r.ssisting
« undergraduate ond groduate students enrolled in eligible educationol institutions in
fnancing their post-secondary education.

The Colifornia Student Aid Commission is not o lender and does not moke loans 1o
qualified borrowers. Rather, the Commission guorontees (insures) those loans mode
by eligible lending institutions such os banks, savings ond loon ossociaticss ond credit
" unions, etc. No collateral is required to quolify for a CGSL and without the guorontee
many student borrowers would hove difficulty borrowing funds for their post-
secondary educational expenses. With the guorantee the lendaer is assured of full pay-
ment.

To protfect its reserves and the ovailability of these loans for other quolified bor-
rowars, the Commission will pursue oll legal remedlies to obtain fuil repayment of oll
defaulted loans.

ELIGIBILITY

A student may opply for a Californio Guoronteed Student Loan if they meet the

following requirements:

® beoU.S. citizen or eligible non-itizen (see Item & on the application).

® be enrolled or accepted for enrollment on at leost o holt-time basis at o post-

secondary educationol institution opproved by the U.S. Depariment of Educotion

ard the Commissian which is located in the State of Colifornia, or if the student is

o legal resident of the siate of Colifornia on ligibls educational institution out-

side of the State of California.

be in good standing and moking satisfactory acodemic progress if olready enroll-

ed.

not be in defoult on o student loan or owe o refund on an educationol gront.

® demonstrate financiol 'need’’ in order to quolify for Federol interest benefits (see
“'Interest Benefis'’ below) if the student’s fomily odjusted gross income is greater
than $30,000.

If you do not meet the first four requirements do not opply for o loan. Students with

family odjusted gross income over $30,000 may be eligible for interest benefits ond

should consult with their educationol institution to determine this eligibility.

Educationol institutions approved for the CGSLP include most two ond four-year

universities, colleges, groduate ond professionol schools, and many vocationol

swchools. A school’s participation in CGSLP does not assure the quality of the educo-

fion or the ability of o student 1o benefit from enroliment in the school. Core must be

exercised by the student in selecting o school. Each school con odvise prospective

students of their progroms of study and eligibility to porticipate in the CGSLP.

LOAN LIMITS

Under the CGSLP, the onnuol ond oggregate loan omounts ore:
Type of Student Annval Loan Limii Aggregate Loan Limit

Undergroduate $2,500 $12,500
Groduote $5,000 $25,000
Students ore sligible to borrow up to the onnuol omounts indicoted or the “COST
LESS AID (NET)” item 30 on the opplication, whichever is less, for each acodemic
year.

A student may not exceed the GSL annuol or oggrenote moximums under ony com-
bination of guoronteed loons odministered by the Federol government, o state
guorantee ogency or o private not-for-protit guaran.ee ogency.

INTEREST RATE

The interest rate under the GSL progrorm is 8 percent per onnum on loons for students
with no previous GSL or who hove prior outstonding 8 percent GSLs. Students who,
on the date the promissory note is signed, hove outstanding GSL(s) at either 7% or
9% will continue borrowing at those interest rates. interest chorges run fron the date
the loan is odvonced until repoyment is completed. Borrowers may be eligible for in-
terest benefits during specified periods of time. See interest benefits below.

For odditionol information regording finonce chorges, consult with the porticipating
lender.

FINANCE CHARGES
The finance chorges consist of-
o. onorigination f - of 5 percent of the loon omount, ond
b. oninsuronce preinium or guorontee fee, ond
. ¢. interest on the unpoid principal balonce of the loan when due.
Origination Fee
Lenders ore outhorized to chorge the student an origination fee of 5 percent of the
principal omount of the loan. This fee is credited to the Federol Government t. heip
reduce the government’s cost of subsidizing these low-interest rates.
* insuronce Premium
There is on insuronce premium collected by the lender ond forworded to the Commis-
sion where the funds ore ploced into o reserve fund to help guorontee the CGSL. The
insuronce premium is colculated ot one percent (1%) per onnum for the period of
h'mo that the borrower is expected to complete his/her educational progrom plus
eor.
ender usuolly deducts the originotion fee ond insuronce premium from the CGSL
r.he(k at time of disbursement. A Freshmon borrowing $2,500, with o 4 year study
e m, will pay about $250 in tinonce chorges. (32,500 X 5% == $125 origino-

$250). The student’s loon check would be obout $2,250.

CALIFORNIA GUARANTEED STUDENT LOAN PROGRAM

BES! coPY AVAILABLA PPLICATION

INFORMATION AND INSTRUCTIONS FOR CALIFORNIA GUARANTEED STUDENT LOAN APPLICANTS

IE Cr, plus 32,500 X (4 yrs. + lyr) X 1% = $125 insuronce premium, for o (]} (;
; K ‘3provide the following notice to eoch individuul whom it osks to supply information:

STUDENT AiD COMMISSION
(GUARANTOR)
1410 Fifth Street
Sacromento, Colifornio 95814
916/323-0435

HOW TO APPLY

Before you opply for o loon it is esse itiol that you carefully consider its repayment re-

quirements and that you hove exiiousted oll possibilities for osher kinds of finoncial

assistonce. You should have selected o school to ottend and contacted the finorcial

aid office for information ond directions on submitting your CGSL opplication for

processing. Copias of CGSL applications ore ovoilable at scho »ls ond lending institu-

tions.

® You complete ONLY PART A, the Student Section, of the Loan Application. Moke
sure oll items in the Student Section ore completed ond accurate. All copies of the
opplocahon ore sent to the school’s financiol cid office. Retoin Statement of Bor-
rower's Rights & Responsibilities for your records.

¢ Port B, School Section, of the opplication is to be completed ONLY by the finon-
cial oid office at your school. After the school has campieted Port B, your op-
plication may be forworded to your lender or returned to you to send to the
lender.

¢ Part C, Lender Section of the application is completed only by your lender. The
lender will forword the original part of the application to the Commission for
review and guorantee.

¢ The lender will hove you sign o Promissory Note and Disclosure Statement ofter it
receives the guorantee from the Commission. You imust sign and return this docu-
ment to your lender before o loan check can be issued.

¢ Loan checks are sent to the school’s financiol .aid office for delivery to tha stu-
dent.

The obove procoduru must be followed each acodemic year for any subsequent

loans.

Time required for processing opplications vories but usually requires 8 to 12 weeks.

To ovoid unnecessary delays, the student should opply eorly ond be sure that Part A

of the opplication is complete in every detoil before submitting the opplication to the

educationol institution.

INTEREST BENEFITS

It the student qualifies, the Federol government will pay to the lender the interest for
the student while the student is in school, during the “groce” period ofterwords (see
“Repayment” below) ond during outhorized periods of deferment when repayment is
not required. Thereofter, the studert pays the inferest on the unpaid principol
balance.
In order to determine whether the student quolifies for Federal interest benefits, the
school must obtoin edditionol information from the student that will enable it to deter-
mine the student’s fomily odjusted gross income {AGl) ond, if the AGl is greater thon
$30,000, the expected family contribution (EFC). If the student has applied for a Pell
Grant or other compus-bosed finonciol ossistonce the school will already have the
necessory information. A Guaranteed Student Loan Meeds Test form may be used by
the school in order to collect the necessory information. This form is available ot the
school finaunciol oid office.
¢ if the student’s fomily AG! is $30,000 or less, the student quolities for a loan with
interest benefits for the.omount in item 30 (Iten 28 less item 29A) or the onnuol
loan limi¢, whichever is less.
¢ If the student’s family AGI is greoter thon $30,000, the school must olso deter-
mine the student’s EFC using a stondord need onolysis method. The school enters
the EFC in Item 298 of the opplication. The student is eligible to receive o loan
with intersst benefits for the omount of remoining need indicated in Item 30 (ltem
28 less Item 29A ond ltem 298) or the onnuol loon limit, whichever is less.
For odditionol information regording quolification for the Federol interest benefits,
consult the school finonciol aid officer.

REPAYMENT TERMS

The repayment period of the loon begins after o six- (for 9% ond 8% loans) or nine-
(for 7% loans) month “‘groce’’ period following groduotion or other termination of
studies ond foilure to be attending on at least o half-time bosis.

Arrangements for repoyment, however, must be made four months prior to the end of
the “'groce’ period. The student must contoct the lender 10 arronge o repayment
schedule ond to obtoin odditionol informotion concerning other repoyment terms.
Although there ore other options ovoiloble, most students repoy in monthly in-
stoliments. The first monthly poyment is generolly due the seventh {for 9% ond 8%
loons) month or the tenth (for 7% loans) month ofter groduotion or other termination
of studies and foilure 1o enroll on of least o holf-time basis, ond monthly poyments
ore mode thereofter until the loon s repoid. The repoyment period moy extend over
os mony os 10 yeors, but the minimum monthly poyment is $50.00 ($30.00 for loans
disbursed prior to October 1, 1981). The omount of the instollment ond the repay-
ment schedule are rletermined by the student borrower ond the lender.

For odditionol information regording deferments ond repoyment schedules, consult
the porticipoting lender.

RIGHT TO FINANCIAL PRIVACY ACT NOTICE

Under the Right to Finoncial Privocy Act of 1978 (12 U.5.C. 3401-3421), the Colifor-

nio Student Aid Commission, Educotionol Loon Progroms, ond the U.S. Deportment

of Education will hove occess to finonciol records in your student loun file maintoined

by the lender or subsequent holders in connection with the odministration of the

Guoronteed Student Loon Progrom.

Privocy Act And The Colifornio Informotion Proctices Act

The Privocy Act of 1974 (5 U.S.C. 5520) ond the Colifornia information Practices Act
f 1977, Colitornio Civil Code § 1728-1798.76, os omended, require that on ogency
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1. The authority tor collecting the requested information in Sechons 429{a}()) and
42%a) of e Higher Bducation Act of 1945 as amended (20 U.S.C. 107%a)( 1)
and 1078(a)n. Applicants are advised that participation in the Califorma
. aranteed Student Loan Pragramn (CCSLPY s voluntary, but the requested infor-
manon is necessary for participation in the CGSLP,

2. The principal purposes of this infarmation are as follcws: to verify the identitv of
*he appiicant ‘o determine program eligibility and benefits: to permit servicing of
he loan; and. n the event that it ', necessary, 10 locate missing borrowers and cal-
lact on celinquent or defauited (0ans.

3. T2 rounne used include the foilowing: *he intormation inay be furnishea during
the ite 2! the laan to nolders of is and other lowas made 1o the borrower under
the CGSLP: to aducationu! instiutions in which the borrower is anrol'ed ar 15 ac-
¢roted for enroliment; to guarcintee agencies: 10 contractors which asuist the Stu.
dent Aid Commission and the L..S. Department of Educahon i the administration
of the CGSLP; ¢ Federal or tare agencies or private parties wha may be abie 10
oraovide informction necessary for the coilection of the loan or 10 assist in the ser-
vieing or callechon of the 10an,

4. Farm CGSIP 110: Applicants must provide all of the information requested in
order to have ‘heir applicatious processed.

3. Aoplicants are also advised that they have access 1o their files and the informe non
therein according to proceaures established by the Califarna Student Aid com-
mission. See next section for access to your file.

Section 7ib) of thy Privacy Act of 1974 (5°U.S.C. $52a note) require: that when any
Federal, State. >r [0<al goverament agency requests an individual te disclose his
vocial tecurity account number (SSN), that the individual must also be advised
wherher that disclowre is mandatory or voluntary, by what statutary ar other authori-
ty *he SSN is solicited, and what uses will ba made of it.

Section 7(aX2) of the Privacy Act provides thot an agency may confinue to raquire
discloture of an individual’s SSN as a condition for the granting of o right, benefit, or
pnviege orovided by low where she agency required this disclosure under statute or
requlcmon prior to January 1. 1975 in order to verify the identity of an individual.
Disciosure of the apohconi s SSN is required as a candition for participation in the
CGS\P. us the U.5. Department of Fducation has, for several years, consistently re-
quired Ihe disclosure of the SSN nn application forms and other necessary CGSLP
documents adopted pursuant to published regulations (34 CFR 682, particularly 34
CFR 582.300(b) and 34 CFR 482.51 4b)).

The SSN will be used to verify the identity of the applicant, and as an account number
(identifier) throughout the life of the loan .n order to record nucessary data occurate-
ly. As ar. identifier, the SSN is used in such progrom activities as: determining pro-
grom whigibility; certitying schoo! attendonce and student status; determining eligibilic
ty for deferment of repayment: Letermining eligibility for disability or death claims;
ond for tracing and collecting in cases of delinquent or detauited loans.

INDIVIDUAL'S RIGHT OF ACCESS TO PERSONAL RECORDS

An individual borrower has a right af access ta records containing his or her personal
information that ara maintained by educational institutions, lending institutions, subse-
quent holders of the individual's pramissory note(s) or their servicing agency, ond the
California Student Aid Commission. The official responsible for maintaining the infor-
mation at the Commission is: Associate Director, CSAC-CELP, 1410 Fitth Street,
Sacramento. CA 95814, telephone (914) 323-0435,

INSTRUCTIONS AND INFORMATION FOR COMPLETING
PART_A (CLEARLY PRINT OR TYPE INFORMATION)

1:  Social Securrty Number. Read the Privacy » «t Notice before com-

pleting this item.

2. Applicant’s Name. Give complets last and first nomes and any middle

imitigils).

3 Birth Date. Using numbers, anter the date of your birth (state as six
digit number in order of month, day and year (e.g., 01/10/62 for
January 10, 1942).

Permanent Home Address. Enter that permanent address at which you
can always be contacted. Do not enter past gffice box number; qive
street name, house or apartment unit and number. Rural route with
box number and thase few communities that only have post office
delivery, a P.O. Box is acceptaple; indicate by entering ""Rural Route”
or "“Post Office Delivery Only” in the spacs.

Telephone. List complere telephane number, at residence in item 4, or
a number at which you normally can be contocted.

U.5. Citizenship. Check (a) if you are g citizen, nanonal, citizen of nor-
thern Mariana islands. or a permanent resident of the Trust Territory
of the Pacific Islunds, Puerto Rica and the Virgin Isiands. Check (b) if
you are in the U.S. for other than a temporary purpose. You meet this
requirement i} you have an 1:151 or 1:551 Alien Registration Card. an
1-94 Arrivol-Departure Report C4. 4 itamped “‘refugee”’ or “applicant
for adjustment, * or have been granted asyium in the U.S. if you ure on
on F1.F2, J1 or 42 visa, yau must check /¢) and are therefore not elig:-
ble for a loen.

Dependents. if you are a dependent student, enter "'0’’. If you are an
independent student, enter the total of ‘one’’ for yourself and “one”’
for aach person that is dependent upon you for at least one-half or
more of their support. An independent student with one dependent
would enter 2 or, if no dependents enter ' 1",

State of Permanent or Legal Residence. Give month and ysor as four
digt number that you established this residence. For purposes of par-
ticipating in the California Guaranteed Student Loan Program:

* You must be a r.sident of Calitornia if you are aftending or planto at-
tend an eligible sducational institution nutside nf California.

EE?

7

ITEM  6:

ITEmM 7:

ITEM 9-

ITEM 10:

ITEM 11

ITEM 12:

ITEM 13:

ITEM 14;

ITEM 15:

“ITEM 16

ITEM 17:

ITEM 18:

ITEM 19:

You do not hove to be a reident of Califorma it you are aftending or
plan to attend an aligible educationyi institutian in Caiiterma

1t your California residency has beer. tempaorarily interrupted necause
of school anendance, milisary secvig», or other amiiar reasans, you
must have the intent ta -eturit to Califormia following such activity and
Jdemonstrate such intent if requected.

Intended E. -ollment Status. Check appropriate Dinck thar best n.
dicares your .ntended or currant eneilment srarys

Major Course of Study Using the number codes beiow 2ntar c-ot
number which corresponds 10 your mayor course of study At *his hime,

if undecided enter '8 n this biock

0. Correspondence 3. Engineering 4. Scrence

1. Liberal Arts 4 Education T Vocanonal
2. Groduate or Professianal 5 Business 8 Crther

Residence During Loan Period. Check appropriate niock ~hich best
describes your residencea during the loan period.

Previous Enroliment. You must answer yes if, at any nme priar to the
academic year for which this loan 15 sought, you previous'y attanded
any postsecondary school (beyona high school level 1f the answer 13
no to this question, the amount you can borraw and the manner in
which funds can be disbursed will be limited IF ths lsnder making the
loan is a state agency. a private nonprofit agency, a school, or o
commercial lender that has a special relctionship with a schocl.

ReqUested Loon Amount. Enter the minimum amount necessary to meet
vour educational expenses. This amount may NOT exceed the
Estimated Cost of Education minus {Financial Assistance and Estimated
Family Contribution) listed in item JO. Note: Lenders may have loan
maximums that are less than Program limits.

_Period of Loan. indicate the month and the year of the starting and

anding dates of the academic periad for which this loan is to be used.

Guaranteed Student Loan, Parent Loan or Auxiliary loan to Assist
Students Defoult. Enter chock mark in 'YES” biock if you have
defaulted on a prior Guaranteed Student loan, a Federal insured Stu-
dent Loan, o Parent Loan. an Auxiliory Loan 10 Asust Stud . nts, Na-
tional Direct/Defense Student Loan or other educational loans. A
default exists when instaliment payments have not bean paid when due
and under circumstances where the guarantor concludes that the bar-
rower no longer intends to honor the obligation o repay. You may still
be eligible for a Guaranteed Student Loan if the Shudent Aid Cammis.
sion determines that you have made satisfactory arrangements, with
the agency holding your note, for repcyment of the outstanding
obligation and cdn show a satisfactory repayment record. Submit
stotement on conditions leading ta default. arrangements ‘or repay-
ment and wwpporting documantation that provides current informatian
on status of the defaulted loan. Attach these materiais te the applica-
tion,

Orher educational laans. i.e.. National Direct.Derense Student laan
(NDSL), Heaith Educotion Asustant Loan (HEAL., Parent Loan (PL)
California Loans to Assist Students {CLAS).

Student Loan Debts. List all Guranteed Student Loans you have. Using
the hey below, check either A" '8 or "C’ in the "Type of Loan”
column. In the 'Unpaid 3alanca’’ column. indicate the unpaid balance
on the loan. In the “Interest Rate’” column, indica’s the interest rate at
which you barrowed. It addihonal space 1s neeaed, continue on a
separote sheet and attach ta the application,

A = Federal Insured Student Laan (FISL,, i.e.. ali loans guarantead
by the Federal Government.

B = Other Guaranteed Shudent loans GSL. ie.. all loans
guarantesd by a state guarantee agency or 1 private not-for
profit guarantee ogency other than the Federal Government

C = Other educotional loans. 1.e., National Dirsct: Defense Student
loan (NDSL), Health Education Assistance Loan (HEAL),

Parent Loan (PL). Auxiliary Loan to Assist Student "ALA L.

Reference. Enter all information requestad far the three raferences in
tem 17, DO NOT LEAVE ANY SPACE BLANK Rectord references
with different addresses. Complete sections 4, B and C as #ollows:
One parent, guardian or both parents ot same address use A. Parents
at different addresses use A and 8. Complere C and 8 and A as
necessary with adult relative or friend. Person named as raference

should know your whereabouts at all imes. Leave no sections blank

1A) Driver's License Enter the number appearing on vcur driver's
license and itate that issued license. !* you Zo not pastess ¢
driver’s license but have an dentificatian ‘ard ssued bv a sro*s
agency. enter this infarmation nonng "ID' and name 2! agency.

(8) Temporary Address. Enter yaur school address if different from
yout prrmanent home address.

Signature of Applicant. Before 11giing the application, carefully read
the “‘Borrower Certification’’ which appears on the raerse side of the
application

NOTE: ANY CHANGES MADE ON PART A, STUDENT PART, OF THIS APPLICATION MUST BE MADE BY THE STUDENT AND INITIALLED BY THE STUDENT.

i aan S e L X U
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WHEN THE APPLICATION IS APPROVED BY THE CALIFORNIA STUDENT A|

FUNDS. Will REQUIRE THE BORROWER TO SIGN THE PROMISSORY NOTE.
1P 110 (mav. 2/“)

D COMMiSSIUN, THE LENDER, PFIOR TO DISBURSEMENT OFf

00

-

BEST COPY AVAILABLE




1
PREPARE 4 COMES Application For
WHITE—SAC
YELLOW--LENDER CALIFORNIA GUARANYEED STUDENT LOAN
GREEN—SCHOOL STUDENT AIC COMMISSION FOR LENDER USE - LOAN IDFNTIFICATION
8 UE—STUDENT EDUCATIONAL LOAN PROGRAMS
SACRAMENTO, CALIFORNIA
warming The asiniance apohed 1or nerein w provided 0 pu.t by the Unded Stak. Any perion wha knowingly makes a fahe siotement of mitepretentation “n *hin form shall b subject 10 prosecunon under provimons of the US.
CHMINAL COOE —TYPE OR PRINT ALL ENTRIES—STUDENT COMPLETE PART 'A’ ONLY—
. SOCIAL SECURITY NO. [ 2. APPLICANY'S [ATT NAME FIRST NAME M. 3 BIRTHDATE  mo/dny/yr
. / /
4. PERMANENT HOME ADDRESS _TCITY STATE 2P CODE 5. (AC) TELEPHONE
( )
6. U.S. CITIZENSHIP 7. TOTAL NUMBER OF 8. PERMANENT/LEGAL RESIDENCE
. (A) US. CITIZEN, NATIONAL OR RELATED STATUS [ BORROWER'S STATE
(8) PERMANENT RESIDENT OR ELIGIBLE ALIEN O DEPENDENTS ______ A
{C) NEITHER (A) NOR (B) m LST AGES SINCE  mo/yr /
9. | INTEND TO ENROLL 10. MAJOR COURSE 11. WHILE IN SCHOOL BORROWER INTENDS TO
s . . E . OF STUDY CODE LIVE WITH PARENTS (]
AS A FULL-TIME STUDENT ON CAMPUS [J
USE THE CODE NUMBER >
AS AT LEAST A HALF-TIME STUDENT a USTED IN THE INSTRUCTIONS (CHECK ONE) OFF CAMPUS (]
12. HAVE YOU EVER BEEN ENROLLED IN ANY SCHOOL BEYOND 13. LOAN AMOUNT 14. PERIOD OF LOAN
P THE HIGH SCHOOL LEVEL PRIOR TO THE ACADEMIC YEAR FOR REQUESTED FROM mo/yr
A WHICH THIS LOAN IS REQUESTED? YES [ NO (O s ‘ - mo/yr /
R |15 HAVE YOU EVER DEFAULTED ON A GUARANIEED STUDENT LOAN, A PARENT LOAN OR AN AUXILIARY LOAN TO ASSIST ves OJ
T STUDENTS? IF YES, LIST ALL DETAILS, INCLUD'NG REPAYMENT ARRANGEMENTS ON A SEPARATE SHEET. ..
NO (O |/
A 16. DO YOU HAVE ANY OUTSTANDING STUDENT LOAN DEBTS? ves O NO (O IF YES, LIST BELOW (USE SEPARATE SHEET IF NECESSARY)
S TYPE OF LOAN $CHOOL PERIOD UNPAID INTEREST
T |LENDER/CREDITOR NAME ADDRESS aTy STATE SEE INSTRUCTIONS | BEGINNING | ENDING BALANCE RATE
U A B C
D B c
E A
N A B C
T
A B C .
17. REFERENCES| A. (] PARENT (J GUARDIAN 8. (] OTHER PARENT if their oddress C. [0 OTHER ADULT RELATIVE
Chech (X Block it different than that in part A,
Applcable (] OTHER ADULT RELATIVE QO rrienD (0 OtHErR ADULT RELATIVE (] FRIEND  rrIEND
NAME
HOME ADDRESS
CNY/STATE 2P ]
PHONE (AC) (AC) (AQ)
18. DRIVER’S LICENSE NO./STATE TEMPORARY ADDRESS ity STATE ZIP CODE
(A) {B} . ,
19. MY SIGNATURE ON THIS APPLICATION CERTIFIES THAT | HAVE READ A.dD | SIGNATURE OF RORROWER DATE SIGNED
AGREED TO THE CONDITIONS AND AUTHORIZATIONS GIV'N IN THE "“STUDENT
CERTIFICATION' PRINTED ON THE NEVERSE OF THIS APPLICA 'ION.
i . SCHOOL USE ONLY “!SCHOOI.NSTRUC?!ONSFQ!PMT!ONIEVERS! SiDE SCHOOL USE ONLY
P 0. NAME OF EDUCATIGNAL INSTITUTION . R , 23. LOAN. Eﬁ"B wofderly L iy,
A ' : : o PROM L/
R [ATADDRESS (w12 2 T STatE BRI
r . "" E . e, . .
24. ANTICIPATED COMPLETION 25, STHOOU CODE 75, (ATY TELEPHONE 27, (A oe'iﬁnﬁﬁfgg STATUS 127, (8) qu"v ABJD?YED 6'(
B | DATE  mofyr MWL..MA LG DERENDENT [ NDEPENDENT iNCOME § ...
78. ESTIMATED COST OFf EDUCATION 129, (A) FINANCIAL AID 149, (B} EXPECTED EAMILY 30, COST LESS AID {NET)
S FOR LOAN PERIOU s FOR LOAN PERIOD N : communson . ue;:( 8 misve nm (‘mA)
::( 32, MY SIGNATURE BELOW CERTIFIES THAT | HAVE READ AND AGREED YO THE CONDWW CIVEN IN THE “EDUCATIONAL INSTITUTION C!RT!'ICAT!ON“ )
- o PRINTED ON THE REVERSE OF THIS APPLICATION
O [SIGNATURE OF AUTHORIZED SCHOGL OFFICIAL - T TERNT NANE AND THTEE ' T CGATE SIGNED
4 : .
"' |33 NAME OF LENDING INSTITUTION 35. (AC) TELEPHONE [37 ANTICIPATED |38, LOAN 39. (A) MATURITY DATE
A DISBURSEMENT AMOUNT
L DATE(S) MO ——— YR —]
T 34 ADDRESS 36. LENDER CODE () MO__YR __ |8 (8)
c (2) MO___YR___ $ RATE %
ciy STATE ZIP CODE C
é (3) MO_YR. . |$ (€ TOTAL
TOTAL | § FEE §
10. SIGNATURE OF LENDING OFFICER PRINT NAME AND TITLE, DATE SIGNED
121 ,
CGSLP 110 (Rev 2/84) -95-~ 87417:878 8-82 SO0M SEXT ' 'O Ogp




SECTION | — BORROWER CERTIFICATION

| deciare under penaity of penury unaer the laws of the United States of America that the following is true and correct. |, the borrower, certify that the infarmation con-
tomed in Part A on the reverse side of this application is true, complete, and correct to the best of my knawltdge and belief and is made in good faith. f | am due a re-
tund from the certityrsg educational instunon | guthorize that institution the rig.t ta pay directly to the lander any refund or portion of refund, nat to exceed the amount
of this loon, that may be due to me. | further autharize any party to this loan (an, educational institution, lender. subsequent holders, guarantee agency, U.S Ceparnt-
ment 5f Education or their agents) to release to each other any requested information pertinent to this loan {e.g., employment, enroliment status, current address, and
status of the loan account). | certy that the proceeds of any loan made as a resuit of this application will be used for educational purposes for the academic period
covered by this applicatian at the educational institution certifying this application in Part 8. | understand that | must repay all ‘unds that | receive plus anv interest tha
may azcrue for which | am responuble. | turther understand that | must immediately repay any funds which cannot reasonably be aftributed to meeting my ecucatianal
exp.enses related to anendonce at the certifying educational institution for the loan period stated in Part B. of this application. | certify that the total amount of loans
recerved under the Guaranteed Student Loan Program, Title IV, Part ?. (P.1. 89:329), os amended. will not exceed-the allowohle maximums. | further certify that | do not
now owe a refund on a Bosic Educanonal Opportunity (Pell) Gront, Califormic, Student Aid Commission’s grant programs and cm not now in default on a Natkonal
Direct {Defense) Student loan or a Guaranteea Student Loun. | authorize the lending institution named on this application in Part C. to issue a check zovering the pro-
ceeds on my lean, in full or part. made payable to me, or at the lender’s option, jointly payoble to me and the educational institution cerhitying this upplication in Part B, *
and sent to the educational institution, | authorize the lending institution to perform a credit examination on me if required by that lender in due course of originating my
loan. | have read and understaod the “'Statement of Rights and Responsibilities” spplied with this application.

SECTION Il — EDUCATIONAL INSTITUTION CERTIFICATION

| hereby certity that the student borrower is accepted for enrollment, or is enrolled, in good standing as ot least a half-time student and is making
satisfactory progress in a study prograin determined to be eligible for the Guaranteed Student Loan Program. | further certify that, based upon records
available at this institution, this student is neither in default nor owes a refund with respect to previous Federal Financial Assistance for attendance at this
inshtution, and that the information provided in Part B is true, complete, and correct to the best of my knowledge and belief.

INSTRUCTIONS FOR COMPLETING PART B

ITEM 22: Lloan Period. Use actual dates of student’s attendance at (8): Family Adjusted Gross Income. Enter adjusted gross
THIS institution. These dates should coincide with the income taken from the reported income, of GSL Needs
academic period(s). If Item 14 dates do not match exactly Test. Use student’s income only for independent
with an academic period do not change them in item 14 but students and combined total of family and student's
enter correct dates in Iitem 22, income for dependerit students,

ITEM 28: Estimated Cost of Education for Loan Period. The 19 in-
surance premium (1% for each year cf expected academic
program plus 1%) and 5% origination fee may be includ-

ITEM 23: Grade Level Code. Use the appropriate grade leve; code
number belaw:

0: Correspondence,other Graduate or Professional ed as part of cost of education.

1: 1styear (Freshman) &:  First year ITEM 29: (A): Financial Aid for Loan Period. Indicate the estimated

2: 2ndyeor (Sophomore) 7: Secondyear amount of assistance for the loan period that the

3:  3rd year (Junior) 8. Third year school is aware the student has been or will be award-

4 4h vear (Seni 9. Bevond third ed. Do not include the loan amount tor which the stu-
: year (Senior) ‘ yond fhirdyear dent is applying on this application, but do include any

5:  5th year (Undergraduate) loan(s) under the Parent Loans and Auxiliary Loans to

Assist Students programs. Also include Veterans and

Vocational/proprietary schoals used V-1 or V-2 as ap- Social Security benefits

propriate
(B): Expected Family Contribution. Enter the figure resulting
ITEM 24: ANTICIPATED COMPLETION DATE. Enter the date month from a GSL needs analysis far dependent students
and year that the student borrcwer will complete the pro- whose eombined annual family and student income is
gram of study in which he/the currently is enrolled at this greater than $30,000.00, or independent students
educational institution. This will occur when the borrawer whose adjusted gross income is greater than
ceases ta be enrolled half-time ar greater, such as awaiting $30,000.C0. For applicants who as a result of GSL
a graduation date in the future. pme of graduation may needs analysis has a zero or less expected family con-
not always be the sc.ne as completion date. tribution, enter '$0.00”. For dependent applicants

whose combinec! family and student adjusted gross in-
come is $30,000.00 or below and independent students

ITEM 25: School Code. Enter the six digit number assigned to the whose adjusted gross income is $30,000.09 or below,

educational institution by the Department of Education.

enter '$0.00",

ITEM 27: (A): Student Dependency. Indicate the student’s status using (TEM 30: Cost Less Aid (Net). Subtract items 29(A) (Financial Aid For
the definitions of “dependent’ and “independent” Loan Period), and 29(B) (Expected Famiiy Contribution)
students that appear on the Pell (BASIC) Grant Pro- from Item 28 (Estimated Cost of Education Far Loan
gram regulations. Period), and enter amount in this space.

INSTRUCTIONS FOR COMPLETING PART C
ITEM 36: Lender Code. Enicr the six digit lender vendor number ITEM 39. (A) Maturity Date. tse of this item is optional *

assigned to yaur institution by the U.S. Department of ITEM 39. (B) Interest Rate.

Education. 7% if barrower has any outstanding GSL or FISL at 7%,
ITE!A 37: Anticipated Disbursement Date(s). Enter the month(s) and $% if borrower has any outstanding GSL or FISL at 9%,

year(s) in which you plan to disburse this loan., If only one 8% if borrower has any outstanding GSL or FISL at 8%,

disbursement is planned use first line only; leave (2) and (3) or this is the first GSL 1he borrower will have.

blank. It you plan muitiple disbursements enter sach date ITEM 39. (C) Total Fees. Use of this block is optional. *

that you plan a disbursement. *You may wish to complete these items if you are preparing your own
ITEM 38: Loan Amount. Enter the amount of loan principal planned promissory notes in order that the CELP Processing Center may verify

for each disbursement listed in item 37. on same line. your calculations.

LENDER: Ratain the YELLOW copy of this application for your files. Forward WHITE copy 1o the following address for processing:

CSAC-CELP Processing Center
8801 Folsom Blvd., Suite 110 1.,

Q L
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CALIFORNIA STUDENT AID COMMISSION
EDUCATIONAL LOAN PROGRAMS

STATEMENT OF STUDENT BORROWER’S RIGHTS AND RESPONSIBILITIES

BORROWER’S RIGHTS

1. The lender must provide me a cof of the completed Promissory
Note no later than the time the loan is disbursed. The lender must return
the original Promissory Note to me when | have paid the loan in full.

2. My yearly and cumulative maximum loan amounts are:

Category of Annual Aggregate
Borrower Loan Limit Loan Limit
Undergraduate $2,500 $12,500
Graduate or
Professional $5,000 $25,000

3. | will qualify for Federal interest benefits if my family’s (including my

incomne) adjusted gross income is $30,000 or less. If my family’s adjusted

gross income is greater than $30,000 | may qualify for Federal interest
benefits if the resulls of a needs analysis performed by my educational
institution show that | have a need for a loan. In either case the amount
of the loan may not exceed the cost of education less other estimated stu-
dent financial assistance, including social security and veteran’s benefits
and any applicable estimated family contribution.

4. | will qualify for a subsequent locn if | am making satisfactory pro-
gress toward completion of my academic program as defined by the
educational institution.

5. | am not permitted to provide security for this loan. The lender may
require a co-signer to sign the Promissory Note.

6. Each loan check must either be payable to me or, with my written
authorization, to me and the educational institution. By signing the
California Guaranteed Student Loan application, | am authorizing the
lender in writing to disburse the loan check payable to me and the
educational institution at the lender’s option. (See student’s certification
on the reverse side of the loan application) If | am attending a foreign
school, the lender moy mail the loan check to the school on my behalf.
Any check made on my loan will require my endorsement.

7. 1f | have an outstanding guaranteed student loan bearing an interest
rate of 7 percent or less on the date | sign the Promissory Note for this
loan or any subsequent loan, this loan will also be at the 7 percent rate.
On any loan where the applicable interest rate is 7 percent or less, | am
also entitled to a 9 month grace period before the repayment period
begins. The length of the “‘grace period” is shown on the Promissory
Note under heading TERMS OF REPAYMENT. If | am a first time
borrower or have an outstanding loan with an applicable interest rate of
8 percent, the interest rate on this loan will be 8 percent. If | have an
outstanding loan with an applicable interest rate of 9 percent, the
interest rate on this loan will also be 9 percent. In all cases, the interest
rate on subsequent loans is the same as the rate on prior loans. The
grace period on all loans with an applicable interest rate of 9 or 8
percent will be 6 months. The grace period always begins on the day
following the date | cease attending an educational institution
participating in the Guaranteed Student Loan Program on at least a
half-time basis.

8. The lender is to provide me with a Repayment Schedule before

+ repayment period begins (see Borrower’s Responsibilities # 6). The pro-

visions of the Repayment Schedule must conform to the Terms of Repay-
ment in the Promissory Note.

9. | will fully repay this loan within 15 years of the dcte of the Pro-
missory Note, over a repayment that lasts at least five years but no more
than ten years. However, the following exceptions to these rules apply.

A. If, during the grace period, | request a repayment period less than
5 years, the lender must grant that shorter period. In that event and at
my option, | may later choose to have the repayment period extended to
at Ileasf 5 years.
<

Student Borrower's Rights (Continued)

B. The lender may require a repayment period shorter than 5 years if
this is necessary to ensure that during each year of the repayment
period, |- or, if both my spouse and | have Guaranteed Student Loans or
PLUS loans outstanding, we- pay toward principal and interest at Isast
$600 or the unpaid balance, whichever is less, of the total amount owing
to all holders of my- our Guaranteed Student Loans and PLUS loans.

C. Any period described under DEFERMENT in the Promissory Note
will not be included i determining either the 15 year period or the 5 to
10 year period mentioned above.

10. | have a right to prepay the whole loan or any portion of the loan ot
any time without penalty.

11. If | meet certain requirements, | have the right to defer payments on
the loan as set forth under DEFERMENT in the Promissory Note. Also, |
have a right to a 6 months post-deferment grace period after each

" authorized deferment if my loan was disbursed prior to October 1,

1981. Otherwise | am not entitled to a post-deferment grace period.

12. My loan obligation will be cancelled if | become permanently
disabled or if | die. THE GUARANTEED STUDENT LOAN PRO-
GRAM DOES NOT HAVE FEDERAL GOVERNMENT PROVISIONS
WHICH ENABLE THIS LOAN TO BE CANCELLED OR FORGIVEN
IN WHOLE OR PART FOR TEACHING. Information on any State of
California program may be obtained from the California Student
Aid Commission, Educational Loan Programs Office, 1410 Fifth
Strset, Sacramento, CA 95814.

13. The Federal Goverriment normally will pay the interest that
accrues on the loan both before the repayment period, during
any authorized deferment period, and if | am eligible, during the
post-deferment grace period. In that event, the lender may not
collect this interest from me.

14, If | am willing, but financially unable to make payments
under my repayment schedule, | may request, in writing, the
lender to allow any of the following:

A. A short period during which | make no principal payments.
I will, however, be responsible for the interest pdyments during
this period, the manner of payment of which will be determined
by the lender;

B. To extend the time for making payments; or

C. The making of smaller payments than were scheduled
originally.

However, the lender is not required to approve my request.

15. If the lender sells the loan or otherwise transfers the right to
receive payment, | must be sent a clear notification which spells
out my obligations to the party to which my loan was sold.

16. | understand that loan consolidation or refinancing options may be
available for GSLP and other educational loan programs. For further
information contact the California Student Aid Commission, Educational
Loan Programs Office, 1410 Fifth Street, Sacramento, CA 95814.

| further understand that under certain circumstances, military personnel

may have their loans repaid by the Secretary of Defense, in accordance;
with Section 902 of the Department of Defense Authorization Act, 1981

(P.L. 96-342, 10 U.S.C. 2141, note). Questions concerning the program

should be addressed to: Commander Military Personnel Center, DAPC-
PLP, Alexandria, Viryginia 22332.
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Stulent Borrower's Rights (Cantinued)

17. Default occurs when | foil to make an instoliment payment when
due, or to meet other terms of the Promissory Note under circumstances
where the Colitornia Student Aid Commission finds it rensonable to con-
clude that | no longer intend to honor the abligotion to repoy, provided
that my foilure persists for:

A. 120 days if | rapay in monthly installments, or

B. 180 days if | repay in instalimants due less frequently than
monthly.

it | defoult, my lender will osk the Colifornia Student Aid Cammission to
purchase my loan, at which time | will owe the entire bolonce of the loon
to ihe Commission directly. My lender, or the Commission may report
failure to pay my Ican to o credit bureou, which may injure my credit
rating. Upon request, the lender must describe ‘any arrangements it has
made with credit bureau organizotions concerning student loans. If | om
able, but unwilling to repay my loan(s), either the lender or the Commis-
sion may institute legal action to force me to repay my loan(s). The Com-
mission may transfer information to the State of California Fronchise Tax
Board, The Attorney General's Otfice, State Personnel Boord, Depart-
ment of Motor Vehicles, ond the U.S. Department of Education ond the
U.S. Internol Revenue Services.

18. The lender must keep on file o copy of the Federol Low ond regulo-
tions thot govern the Guoronteed Student Loon Progrom. | hove o right
to exomine these materiols os | wish.

19. | should investigate the ovoilobility of other forms of finonciol oid
with the educational institution’s financiol aid odministrator. It may be ‘o
my benefit to determine my eligibility for gront, work-study and other
sources of ossistance before applying for o student loon. | understond
that receipt of o Guaronteed Student Loon may eliminate or reduce ony
awords .nat | may be eligible to receive from other progroms.

BORROWER’S RESPONSIBILITIES

1.  understand that | must use core in choosing on educational institu-
tion. Eoch institution must provide o prospective student with informotion
obout thot institution and its progrom. | will consider this information
corefully before deciding to attend o specific institution. | understond
thot neither the lender, the Colifornio Student Aid Commission nor the
United Stotes Government vouches for the quolity of o school or its pro-
groms.

2. lunderstand that the Colifornio Student Aid Commission may chorge
me for o guorontee fee (insurance premium) ond that | will not be entitl-
ed to ony refund of this omount unless the loan is poid in full within 40
days of its disbursement date. If the lender disburses the loan in multiple
instollments, | will pay this guorontee fee for each disbursement os
scheduled by the lender. The guurontee fee may be deducted from the
proceeds of my loan.

3. | understand that on Origination Fee ot 3 percent of the loan omount
(omount requested) will be deducted from the loan proceeds and will be
retoined by the lender The lender will use this fee to offset the interast
benefits and speciol ollowance paid to it by the Faderal Government.

Student Borrower's Responsibilities (Continued)

| further undertana that | will not be entitled to a refund on ony portion
of the origination fee if | hove negotioted (coshed) the lender’s loon pro-
ceeds check and subsequently moke poyment(s) on the loon in full or
part, although | moy be due o refund of the guorontee fee. (See Bor-
rower’s Responsibilities % 2.)

4. | understund thot | must moke sotisfoctory progress toword comple-
tion of my progrom of study to quolify for o subsequent loan. The
educational institution | om ottending specifies the conditions of sotisfoc:
tory progress.

5. | understond thot the proceeds of my loon moy be used only for
educational purposes at the educotionol institution certifying my loon
opplicaticn und that | may be prosecuted under the provisions of the
United States Criminol Code if | use these funds for any other purpose.

4. | must contoct my lender within 10 doys to moke repayment or-
rongements ofter ceosing to be enrolled at on eligible educotionol in-
stitution on at least o holf-time bosis. If this is o 9 or 8 percent loon these
orrangements must be mode within 60 doys of the loss of eligibility or
within 150 days if this is a 7 percent loon.

7. If | re-enter on eligible educational institution on o FULL-TIME BASIS
ond my repayment period had begun. | will poy the interest occruing on
the Note during periods of time gronted for the purpose aof oligning
moturity dates of this ond other notes.

8. | must repoy the loan in occordonce with the Repoyment Schedule
that the lender will furnish me.

9. | must notify the lender within 10 doys, in writing, if ony of the fotlow-
ing events occur before the loan is repoid:

A. My failure to enroll in school for the period for which the loan was
intended.

B. My aottendance in school is on LESS THAN A HALF-TIME BASIS.
C. My withdrawal from school.

D. My transfer trom one elig/ble school to another eligible school.

E. My completion of studies ot school or graduation from school.

F. A chonge in my nome (e.g., maiden to morried name).

G. A change in address, either permanent or mailing oddresses.

10. ¥ | qualify for o deferment of repayment, | must provide the lender
with written evidence of my eligibility, ond notify the lender os soon os
the conditions for which deferment wos gronted no longer exists. | fur-
ther understond thot | must provide documentotion oniwolly to support
my continued deferment stotus, unless | hove on unemployment defer:
ment, in which case | must provide documentotion ot leost once every six
months to support my deferment stutus. (Borrower should consult ond
use CELP form 150, Request For Deferment of Repoyment or opproved
lender’s form to initiate eligible deferment)

11. | understond that if | om o correspondence student, this loon is
covered by Federol regulotions setting forth separate rules obout what
the loan proceeds inay be used for ond when my repoyment period
begins.

12. | understone. that | will be required to furnish informotion of my ex-
emption or compliance with the registrotion requirements of the Militory
Selective Service Act (Public low 97-252) to obtoin this loon. | further
understand that if | om subject to the provisions for registration under
this oct | will ba required to provide proof of my complionce therewith.

13. 1 understond that in the event that bonkruptcy proceedings ore com-
menced by or ogoinst me, | must notify the Californio Student Aid Com-
mission of such occurence in writing within 20 days of the filing of o peti- .
tion.

RETAIN THIS COPY OF YOUR RIGHTS AND RESPONSIBILITIES STATEMENT UNDER THE CALIFORNIA GUARANTEED STUDENT
LOAN PROGRAM AND FILE IT WITH YOUR PROMISSORY NOTE(S).
)
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APPENDIX C

The California Student Expenses and Resource Survey (SEARS)

The following discussion of the SEARS survey was excerpted from pp. 5-10
of the Commission Staff report, Meeting the Cost of Attending College:
(Commission Report 84~15, May 1984).

SEARS QUESTIONNAIRE DESIGN AND ADMINISTRATION

The early SEARS questicnnaires were designed by the Student Aid Commission
and segmental representatives with the aid of a consultant from the College
Scholarship Service, a subsidiary of the Educational Testing Service and the
College Board. The 1982-83 questionnaire was updated and modified from past
surveys by the Student Aid Commission staff in cooperation with the Student
Aid Commission's research advisory committee, which included one representa-
tive from the Community College Chancellor's Offirce, one from the Community
Colleges, one from a campus, and one from the systemwide offices of each of
the University of California and the California State University, as well as
representatives from independent colleges and universities, private proprie-
tary schools, and the Postsecondary Education Commission. The questionnaire
was then pilot tested at three institutions, discussed with student respon-
dents, and modified to make the meaning of several questions clearer and
promote unambiguous responses to them. Eu.ch of the segments had the option
of adding up to three questions to the survey form for its own students.
The University added one about financial aid applications of its students,
while the Community Colleges added three.

The Student aid Commission then sent the questionnaires to 40 member insti-
tutions of the Association of Independent California Colleges and Univer-
sities (AICCU) and the systemwide offices of the three public segments for
distribution to campus coordinators at the institutions where a 5 percent
random sample of students was surveyed by mail.

The participating institutions included all nine campuses of the University
of California, 15 of the 19 State University campuses, and 23 of the State's
106 Community Colleges. The 23 Community Colleges were one of four such
groups used by the Chancellor's Office of the Community Colleges for a
variety of federal compliance and other reporting requirements, having been
selected by its Analytic Studies Unit as representative of the demographic
characteristics of California Community College students as a whole. As
with the selected State University campuses, the Student Aid Commission
agreed to this sample of 23 Community Colleges based on assurances of their
representativeness by the Chancellor's Office, whcse Analytic Studies Unit,
along with officials at the 23 colleges, was thereafter responsible for
administering the SEARS questionnaires at those colleges.

Of the 64,604 questionnaires distributed, 21,281 were returned for an overall
response rate of 32.9 percent. Among the 40 independent colleges and univer-
sities, 4,470 of 13,348 questionnaires were returned, for a response rat= of
33.5 percent. For the University of California, 5,556 of the 12,698 ques-
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tionnaires were returned for a response rate of 43.8 percent. For the State
University, the response rate was 35.3 percent, with 5,803 of the 16,450
students returning questionnaires. For the Community Colleges, Lassen
College failed to distribute and complete its questionnaires in time for
analysis, but 5,452 of the 22,108 Community College questionnaires were
returned for a response rate of 24.6 percent. These response rates were
comparable to or higher than those for the four previous SEARS surveys, and
the number of responses was adequate for analysis as long as analyses were
not extended to small subpopulations within the samples and were based on
reweighted samples for each segment.

Students responded at different rates in different institutions within each
segment as well as among the different segments. For example, among indepen-
dent institutions, response rates varied from 15.6 percent at Occidental
College and 21.2 percent at the University of La Verne to 58.9 percent at
California Institute of Technology and 66.0 percent at Pomona College.
Among Community Colleges, they ranged from a low of 6.4 percent at Imperial
Valley to 61.0 percent at Columbia College.

More important for statewide analyses, different types of students responded
at different rates. More full-time students tended to respond than part-time
students, as did more older students than young students, more women than
men, and whites and Asians more than Blacks or Hispanics. These differe: “ial
response rates created certain biases in the raw, unweighted respondent lJata
that needed to be adjusted if the respondent data were to reflect accurately
the known characteristics of students within each segment as a whole:

WEIGHTING OF THE SEARS DATA

After the SEARS responses were received by the Student Aid Commission, its
research staff excluded all non-credit students and all credit students not
planning to enroll for the full academic year, and then developed weights to
adjust the responses from each segment's students in light of the segment's
full-time/part-time and undergraduate/graduate enrollment. The resulting
data were reviewed at meetings of both the Student Aid Commission's Research
Advisory Committee and the Student Budgets Committee this past September.
4t these meetings, representatives of independent institutions and of the
University of California indicated that this weighting provided a reasonably
accurate description of their students' known characteristics. In contrast,
representatives of the State University and the Community Colleges raised
questions about the ethnic composition and representation of aid recipients
in the weighted samples for their segments.

Moreover, California Postsecondary Education Commission staff concluded that

while the Student Aid Commission's weighting procedures were appropriate for
examining budgets of the full-time students who are typically served by its
financial aid programs, they were insufficient for examining how all California
undergraduates, including part-time and non-credit students currently meet ‘
the costs of attending college. Substantial differences in the charac-
teristics and circumstances of full-time students, part-time students taking

six to 1l units, and single course takers made the development of separate
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weights for each of these groups essential -- particularly in the Community
Colleges, where over one-third of their students enroll for fewer than six
units per term. Likewise, non-credit students in the Community Colleges and
credit students enrolling for a single term in all. segments needed to be
included in order to reflect accurately the characteristics of all under-
graduates.

Postsecondary Education Commission staff therefore reweighted the SEARS
respondent data to reflect the known credit load, sex, ethnic, and age
characteristics of all undergraduates in each of the three public segments
as of Fall 1982, based on the Commission's enrallment data files, which come
from the Chantellor's Office of the Community Colleges for this segment and
the systemwide offices of the University of California and the State Univer-
sity. The Commission's computerized files c¢ontain enrollment and demographic
information on students enrolled in the Fall term for each of the past six
years and are used regularly by the Commission in its studies and reports as
well as by other segments, the Legislature, the Governor, the federal govern-
ment, and othrr states. They include each student's credit load, gender,
ethnicity, age, academic level, place of residence, institution last attended,
and other individual characteristics, but they lack information on student
budgets, financial aid applicant or recipient status, dependency status, or
the income of students and their families. (The Postsecondary Education
Commission does not have a comparable enrollment data file for all indepen-
dent institutions that would permit it to weight the SEARS data from tue 40
independent colleges and universities as it could for the three public
segments. ) . )

Because the 1982 file for the Community Colleges contaired incomplete infor-
mation on State-supported non-credit students, Commission staff used total
non-credit enrollment figures provided by the Department of Finance's Population
Research Unit. For 51 Community College students whose credit load was
unknown, staff assumed that their credit-load patterns were similar to those
of the other 99.9 percent of SEARS respondents at Community Colleges, and it
followed a similar procedure for the two public four-year segments. (Appendix

B compares the original samples and the reweighted samples by selected
student characteristics for each of the segments.)

The Student Aid Commission's director of research concurred with these
weighting methods, agreeing that they permitted 2 fuller and more complete
analysis of SEARS information for the Postsecondary Commission's research,
and plans to use the reweighted data in any subsequent analysis of SEARS
data by the Student Aid Commission. In the development of tie report, the
weighting procedures were also discussed with :taff of the Office of the
President of the University, the Chancellor's Office of the State University,
and that of the Community Colleges.

In sum, the weighting procedures employed by the Commission serve to adjust
the SEARS student characteristics to correspond with the known credit toad,
ethnic, age, and gender characteristics of all nndergraduates in the Univer-
sity and State University and of all Community College students, as well as
conform to other known characteristics of these students, such as the number
of financial aid grant recipients among them. Because independent college
representatives had already concluded that the SEARS data as weighted by the

10y
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Student Aid Commission generally reflected the basic characteristics of
their students, the res) 'ting data taken together provide the most accurate
information currently available on how different types of students in each

of California's four segments of higher education meet the costs of attending
college. '

LIMITATIONS OF THE DATA

-

In using SEARS data as the foundation for the information on student and
family incomes, dependency status, student budgets, and other financial
characteristics of undergraduates reported in the remaining sections of this
report, a number of limitations must be kept in mind.

1. The demographic characteristics of Community College students in the 23
sample schools that the Chancellor's Office selected for study appear
for the most part to be statistically representative of the known charac-
teristics of all Community College students in the State, but questions
have been raised about whether the financial circumstances and financing
patterns of the low-income, minority students attending the colleges in
the SEARS sample are comparable to those from inner-city colleges in the
major urban districts. Although the available evidence suggects tha:
they E:e, and thus that the sample remains adequate, Commission staff
believes that future surveys of this type should include such colieges.

2. All the answers to the SEARS questionnaires are student responses. In
many instances, students are in an excellent position to answer questions
about themselves or their ' characteristics, but in other cases their
'knowledge is often indirect or incomplete at best. For example, other
surveys such as Radner and Miller's 1975 econometric research on demand
and supply in higher education suggzest that low-income stuieats tend to
overestimate their families' income slightly, while middle-income students
tend to underestimate their families' income because of their lack of
knowledge about non-salary sources of income. Whether this is true or
not of SEARS data is not possible to determine, although the SEARS
questionnaire sought to discourage students from guessing or misestima-
ting parental income in two ways: (1) by including "I have no idea what
my parent's income was'' as one of nine possible responses to the parent
income question. and (2) by using income intervals for the otLher eight
rather than asking for specific income figures. Commission stafi assumes
not only that student responses to questions about ificome are not seri-
ously biased for any portion of the sample or for any segment but also
that whatever bias may exist applies to students in all segments and
thus does .ot compromise the validity of intersegmental comparisouns.
(Comparisons of SEARS income data with other income data are discussed
more fully in Appendix C of this report.)

3. Because responses to SEARS income questions are interval responses,
staff has computed mean or average values by using the midpoints of the
intervals, based on the assumption of a uniform distribution of respon-
dents within each interval. Likewise, in computing median values, the
staff has assumed a uniform distribution of responses within the interval
containing the median case.




4. Althou:h the interval response categories provide information about
differences in the ways aid and non-aid recipients at both similar and
different institutions meet the costs of attendance, they cannot aunswer
more specific questions.about the operation and -effecti'’eness of partic-
ular financial aid programs -~ the major focus of the second Commission
report in this series, scheduled for completion later this year.

5. The small number of Community College non-credit students and University
of California and independent institution part-time students responding
to the SEARS questionnaire limit the degree of analysis that can be
undertaken using these subsets of the SEARS data even after reweighting.

6. Finally, changes in some 1982 83 interval response categories from past
SEARS questionnaires create certain problems in comparing family income
distribution over time beyoad the complications imposed by ,eneral
.changes in family-income levels. This is particularly true o '"student
and spouse income" information, because in 1980 the highes* available

income category was "$5,400 and above," compared to '"$32,00 or more"
this past year.

After comparing the weighted data to other known information, such as the
numbe:r of grant recipients and the income distributions in Census data,
Commission staff believes that the SEARS sample, correctly weighted to
reflect ~he known age, gender, ethnicity, and credit-load distribution of
undergraduate students in each segment, also adequately reflects the distri-
bution of other selected cstudent characteristics in each segment such as
parental and student incomes, dependency status, and tinancial aid applicant
and recipient patc.erns.
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