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FEDERAL DIRECT STUDENT LOANS

TUESDAY, FEBRUARY 25, 1992

U.S. SENATE,
COMMITTEE ON LABOR AND HUMAN RESOURCES,

Washington, DC
The committee met, pursuant to notice, at 10:15 a.m., in room

SD-430, Dirksen Senate Office Building, Senator Edward M. Ken-
nedy (chairman of the committee) presiding.

Present: Senators Kennedy, Pell, Simon, Bingaman, Hatch,
Kassebaum, Jeffords, Coats, Thurmond, Durenberger, and Cochran.

OPENING STATEMENT OF SENATOR KENNEDY

The CHAIRMAN. We'll come to order.
I first want to express appreciation to the members of our com-

mittee for their cooperation to date and to all of our witnesses who
are here today on relatively short notice. We had intended to have
a hearing on the issue of direct loans last Wednesday, and had
given notice to the various members of the committee that was our
intention. It is an issue that members of this committee have his-
torically had great interest in and that we have considered at dii-
ferent times in this committee, going back to 1978, when I had the
good opportunity to introduce legislation with Senator Bellmon,
Senator Simon, and Congressman Buchanan, I think, were the
principal cosponsors of it in the House. Senator Dure:iberger has
been very active in this issue, Senator Bradley has as well. Senator
Kassebaum, in 1978, was actually a cosponsor of the legislation.
Senator Helms was a cosponsor

Senator KASSEBAUM. Mr. Chairman, let me just say I am an
older and wiser woman now. [Laughter.]

The CHAIRMAN. Well, all of us are in a constant state of develop-
ing and learning.

In any event, I did want to explainwe had set up the hearing
time, and the majority leader, understanding that the Senate Fi-
nance Committee was going to be addressing the stimulus package,
set the debate for the higher education bill last week, and we made
some important progress toward it. We are in a situation where
this issue is going to be in the House legislationat least it has
been reported out of the Education Committee in the House. The
Finance Committee is addressing a proposal, and we have worked
and continue to work with the members on the Finance Committee
on education, health, and other issues, and we certainly will on
this one.

(1 )
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We felt it was extremely important that those who spend a good
deal of time on education issues and have special responsibilities
would at least have the chance to give some consideration to those
proposals. So we scheduled this hearing this morning, and I think
we are very fortunate to have some people who have a very special
interest in and understanding of this proposal. go we are very, very
grateful to them for being here.

The idea of direct student loans from the Federal Govern-ment
Senator HATCH, Mr. Chairman, why don't we hold off on our

statements until we have listened to our colleagues, and then we
can all make them. Would that be a good idea?

The CHAIRMAN. I think that's a very sensible and useful sugges-
tion and we will do that. If there is no objection, that's the way we
will proceed.

We'll ask Senator Bradley to proceed.

STATEMENT OF HON. BILL BRADLEY, A U.S. SENATOR FROM THE
STATE OF NEW JERSEY

Senator BRADLEY. Thank you very much, Mr. Chairman and
members of the committee, for the opportunity to appear today and
speak about the issue of income-contingent direct loans.

Let me say that I believe the people of this country need another
good way to help pay for college education. We have Pell Grants,
we liave Guaranteed Student Loans, we have SLS. I think it is im-
portant, both in terms of our long-term economic productivity and
economic growth and economic theory of economic growth, recent-
lyyou have seen a whole development of the application of educa-
tion ideas to growth in addition to simply labor and capital
making a compelling case for the engine of economic growth being
more people going to college and being better-prepared, with more
skills.

I also come at this issue because I believe that more and more
Americans are becoming pessimistic about the future. In my own
State of New Jersey in a poll done last summer, 52 percent of the
people asked said that their children would have a lower standard
of living than they do. I think an aspect of that is that the prospect
of college education is drifting further and further out of their
reach.

If you look at any of the numbers in the 1980's, you saw that col-
lege costs went up over 50 percent, Federal assistance went up a
little over 25 percent. You saw over 600,000 kids who were eligible
no longer eligible, and you saw no program that was available to
nontraditional students, nontraditional students being high school
kids who work for a while, women who have raised a family and
want to go back to school.

It is because I think it makes economic sense in terms of higher
and faster economic growth and because it makes sense in terms of
restoring optimism to people's anticipation of their children's
future that we augment the existing system of aid for higher edu-
cation. It is with that in mind that I developed a proposal called
"self-reliance .cholarships," since modified by wiser minds to say
"self-reliance loans."

f;
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The nub of the idea is that any American up to the age of 50ought to be able to get up to $30,000 in order to go to college if theyagree to pay a percent of their future income back into an educa-tional trust fund until the loan is paid off, or 25 years.That is the nub of the idea. The key is that the program be uni-versal; it should be available to anyone. It is like an investment.And it should be income-contingent, meaning you pay a percent ofyour future income back into an educational trust fund.In the original self-reliance scholarship, what I had anticipatedwas a menu of options where people pick, say, $10,000, and theyagree to pay 2 percent of their income for 20 years into the trustfund. In the negotiations and discussions that we had surroundingthis bill and responding to both Senator Durenberger and SenatorSimon, and certainly the chairman and staff and people on the out-side, we modified that idea to say that you should have the optionof under $10,000 if you agree t) pay 3, 5, or 7 percent of yourincome until you havP paid off your loan plus the interest.I think that this is an enormous step forward. The key pointhere is that it be universal, available to any American up to theage of 50, and that it be income-contingent, meaning you pay a per-cent of your future income back into a trust fund which, after anumber of years, would be self-financing, meaning you would haveavailable to all Americans an opportunity to finance their collegeeducation.
I want to emphasize the nontraditional aspect of this. In a chang-ing world economy with changing demographics, the need to pro-vide for lifetime education is enormously important. This will help18- and 19 year-olds who want to go to college. You can obtain upto $5,000 per year from self-reliance scholarships or self-relianceloans as we have negotiated them. But it would also be availablefor a kid who graduates from high school, goes to work, and 10years into work, realizes that he or she needs some more skills atthe community college but has no way to finance those skill acqui-sitions. This would help that person to acquire those skills.Or, take a woman who has raised a family and, at 38, wants togo back into the work force to learn and to be able to earn more.This would be available for her as well.
It would also, I thinE, be available for companies in a changinginternational marketplace that want to take advantage of commu-nity college structures to engage in retraining programs. Theycould in fact agree to set up a training program with a local com-munity college and assume part of, it not all of, the repayment ob-ligations of the individual who would receive that training.It is flexible. I think it is important that we do this. I had hopedwe could do it as p. t of the higher education bill. I believe that wecan do it as a part of the overall budget. I think that the exactform of the bill will probably change over time, but I think thatthis hearing is enormously important in letting us focus on whatshould be the specific aspects of self-reliauce loans.I know you are concerned and interested in it. I know SenatorDurenberger and Senator Simon have a deep interest in it, and Isee no reason why we should not make it a part of this year'sbudget and action in the Finance Committee on taxes.
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One final point. The reason the Finance Committee has any ju-risdiction is that once you have made your agreement, once youhave signed your contract, 3 percent of your income, it's like a vol-untary tax, and you would have it taken out by the IRS. So thatyou agree to pay a voluntary tax of 3 to 5 percent of whatever yourincome is until you've paid back your loan plus interest. That'swhy the Finance Committee jurisdiction. That is also why therewould be many fewer defaultsif you died, of course, there wouldbe a defaultthan there are under the current system.
I hope that we are able to do it this year. I hope that we are ableto get a system, another good way, not to replace Pell Grants orGuaranteed Student Loans, but another good way to help people fi-nance their college education.
I thank the chairman very much for the opportunity to be hereand for your willingness to allow me to join the committee some-time later in the morning.
The CHAIRMAN. Thank you very much. We'll look forward toyour coming back.
I think that this point, other than the issue itself on the merits,is very important to understand. Unlike what our committee wasconsidering in terms of making some adjustments in the higher

education legislation, this is effectively an add-on program. It is anadditional program and in no way affects the existing Pell Grants,
Guaranteed Student Loan programs, or other college-based pro-grams. I think that is important to emphasize.

We'll look forward to your coming back. I invited Senator Brad-ley to join the committee during the course of the morning assomeone who has been a real leader in this, as well as our othercolleagues who, obviously, are always welcome.
Senator Simon.

OPENING STATEMENT OF SENATOR SIMON

Senator SIMON. Thank you, Mr. Chairman.
I am pleased to join my colleagues, and I thank you for sponsor-ing the legislation. It has kind of come full circle. You started outsponsoring it in 1978, and we are back here now. I was pleased tolearn that Senator Kassebaum was a cosponsor in 1978.
The CHAIRMAN. Senator Cochran, too.
Senator SIMON. My already high esteem for her is even highernow. [Laughter.]
Let me just remind you that the old GI bill, which we conceivedof as a gift to veterans, if you put the inflation factor on would bean average of $8,100 today. And it turned out to be a huge invest-ment in our own prosperity.
I would underscore what Bill Bradley has said. What we have todo is look at what is going to help our economy. The one term wehave to be thinking about much more than we have on everything,not just this, is long-term; what is going to help this country long-term.
What you have here is something that gives help to a greatmany more students; it saves money for the Federal Government

and that ought to be of interest to all of us; I'm on the BudgetCommittee, and it certainly is thereit gives hope to families who
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now face mkjor, major problems. The response from colleges anduniversities around the Nation has just been most heartening.They are clearly very interested.
And then, finally, we have to ask kind of a basic question. WhileI recognize the lending instititions are not enthusiastic for this isthe Higher Education Assistance Act designed to help Sallie Maeand the lending institutions, or is it designed to help students? Ithink the answer ought to be very obvious.
I have some charts here, just so we can understand what itmeans for students. Under the present loan programand as Billsaid, we aren't replacing that; under the original proposal thatDave Durenberger and I had, you werebut you can see thepresent flat payback compared to an income-contingent, the slashmarks there, it gradually goes up. This is on the assumption of$10,000 borrowed, $25,000 starting income, and then you put an in-flation factor on. The bars are just flat. That's the present pro-gram. The one we have proposed is the next.
This is $10,000 borrowed, $16,000 annual starting income. Let'ssay you become a social worker. You can see what is happening onthose first three paymentsyou end up in default, and the FederalGovernment picks up the tab. Under this program, you graduallypay more and more as your income goes up.
This chart shows $22,000 borrowed, $25,000 annual startingincome. Again, you can see that in those first years, you areheaded toward default rates unless there is a huge sacrifice. Underthis program, it is phased in, the Federal Government gets itsmoney, and you don't have the default rates.It just seems to me, Mr. Chairman, that this is a chance to reallydo something for this country, to make college available to tens ofthousands of additional students eventually. I recognize that atfirst we're just talking about 300 schools, but even there you aretalking about thousands of additional students who will be able togo to college, who can get some assistance.
This is available to everyone. We don't have a means test on this.I just think it makes an awful lot of sense, and I'm pleased to behere in behalf of this program.
Thank you, Mr. Chairman.
[The prepared statement of Senator Simon (with an attachment)follows:]

PREPARED STATEMENT OF SENATOR SIMON
Mr. Chairman, thank you for the opportunity to testify thismorning, and thank you for your hard work bringing all of us to-gether on one income-contingent loan proposal.I want to commend my colleagues Senator Bradley and SenatorDurenberger for their leadership in the Finance Committee on thisissue. It is fitting that this idea will be proposed as part of the eco-nomic recovery package. The most important thing we can do toimprove our productivity is to invest in our human resources.Anyone who doesn't believe that student aid can help the economyshould look at the old G.I. Bill. It was conceived of as a gift to vet-erans of World War II, nothing more. But it turned out to be a tre-mendous investment in our own prosperity. If you were to take

9
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that old G.I. Bill and add inflation, it would be worth today morethan $8,100. And that was a grant. It is unfortunate that the
Higher Education Act reauthorization bill we passed last Fridaydid not include a Pell Grant entitlement. But the fact that grantaid has diminished makes it that much more important that weprovide students with a better loan program.

Mr. Chairman, my testimony today is really on two different sub-jects: (1) direct lending, and (2) income-sensitive repayment throughthe income tax system. While these two concepts are combined inthe proposals that we all have introduced, I will address them sepa-rately.

DIRECT LENDING

Mr. Chairman, in the current guaranteed student loan program,the Federal Government is essentially a cosigner of each loan,taking virtually full responsibility for repaying the loan if the bor-rower defaults. At the same time that the Federal Government
takes nearly all the risk, we guarantee the lender a profit by assur-ing a retail rate of interest on the loan. In contrast, with directlending the government borrows the funds at wholesale rates,saving a considerable amount of money which can be used toreduce costs to the student.

The General Accounting Office and the Congressional BudgetOffice agree that we could save a billion dollars, or maybe more, byshifting to a system of direct lendin* instead of paying subsidies tothe banks, Sallie Mae, and other middle players. It would be irre-sponsible of us as policy-makers not to explore this option thor-oughlybecause if we can save money, we can use those savings toprovide more aid to more students. Let me address a number ofissues that have been raised about direct lending.
The Federal deficit and the Federal debt. Direct lending does notincrease the Federal deficit. In fact, since we can save money thatcurrently goes to banks and Sallie Mae, it can reduce the Federaldeficit. Direct lending does increase the Federal Government's totalborrowing for a number of years until the payback of loans offsetsthat borrowing. But the effect on the government's financial well-being is the same whether the loan is direct or guaranteed, becausea guarantee is still a liability. Whether we "cosign" and subsidizethe loan at a high interest rate, or make it directly at a lower in-terest rate, we still pay for any defaults.
Can the Education Department run a direct loan program? At thehearing on my S. 1845 last October, David Kearns made it clearthat the department could run a direct loan program. I must em-phasize that there is nothing revolutionary about direct assistanceto students, through schools, from the Federal Government. That ishow the Pell Grant program and the other campus-based programsoperate; it is not a mystery. It may be legitimate to ask whetherthe department could oversee the collection of loans by servicers,as the House bill proposes. But our proposal uses the IRS, so this isnot a problem. And the proposal that we are talking about today isonly 3130 schools in the first few years, so any problems can beworked out.
Can schools handle direct lending? The GAO study concludedthat direct lending would simplify paperwork for schools. There is
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no question that schools would perform different functions underdirect lending than they do under the current programs, and we doneed to make sure that financial aid professionals are providedwith any training or other assistance that they need. Again, by es-tablishing a parallel program, and staring with just a few hundredschools, we can ensure a more smooth transition into the program.How does direct lending help students? There is little disagree-ment about the potential of direct lending to improve service tostudents. In its comprehensive eva:uation of guaranteed and directlending, the National Association of Student Financial Aid Admin-istrators (NASFAA) rated the "student service" aspects of directlending much more favorably than the complex, error-prone guar-antee system. Later witnesses can speak to this issue better than Ican.
It is important to remember also that direct lending can savestudents money because we can pass along the savings. For exam-ple, the interest rate on IDEA/Self-Reliance is the 52-week treas-ury bill rate plus two percentage points, instead of an added 3.25percentage points in the SLS program. Also, while the Senate ver-sion of the Higher Education Act reauthorization places a fee onSLS loans to make it available to more students, there is no fee onan IDEA/Self-Reliance Loan. These may sound like minor differ-ences, but they make a huge difference to students. For example, astudent who needs a total of $10,000 over four years ($2,500 a year)would leave school owing nearly $1.,500 more under SLS thanunder IDEA, because of higher interest and fees. A student borrow-ing $22,000 over 5 years would owe more than $3,500 more underSLS than IDEA.

INCOME-SENSITIVE REPAYMENT
While there are benefits to direct lending alone, using theincome tax system for colleccion has the additional advantages ofproviding for more efficient collection, reducing default costs, andmaking it possible for payments to be sensitive to the borrower'sincome. The many benefits of this approach are spelled out in arecent letter to higher education leaders signed by 20 college anduniversity presidents led by Father Byron who is here today, andMyles Brand at the University of Oregon. I have attached theletter to my testimony.
Today's hearing is taking place in the midst of a national reces-sion that, among many other things, is severely testing our presentstudent aid structure and all of its flaws in ways that make thesedifferences that much clearer and more dramatic. Right now,across this Nation, thousands of young adults, assaulted by the ef-fects of the recession, are confronting the choice of making themonthly payment to the bank on a student loan, or going into de-fault to use that money to pay thr mortgage and keep the familyhome. And who will pick up the tab if the choice is to default? Thetaxpayers will.
There is a better way, a plan that would pr.vent this dilemma,prevent these damaged credit records, prevent these defaults, pre-vent the cost to the taxpayer, end give borrowers a reprieve whenthey need it. Income-sensitive wan repayment is that better way.

ii
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Because even if we can significantly expand grant aidwhich I
hope we dothere will still be a huge demand for loans, and some
students will still be saddled with large debt burdens, particularly
at the graduate school level. That is why we must do everything
possible to ensure that money in the student loan system is not
wasted on middle players and bureaucracy, and we must do what
we can to minimize the negative consequences of student debt
burden.

Student loan debt creates a number of problems. First, many
youth and adults decide against going to college, because they are
afraid they might fail, and they won't be able to pay off their
loans. With an income-related program, that fear is reduced.
During a period of unemployment or low wages, the required pay-
ments are reduced automatically.

Second, too many students don't do what they want to do with
their lives, because of the loan payments they need to make. This
might be a scientist who wants to be a high school teacher, but
works for industry instead. Or a doctor who enters a high-paying
specMIty instead of working in an inner-city health clinic. Debt
burdens skew these career decisions.

Finally, large debt burdens postpone dreams. I know a couple in
Southern Illinois who are paying more than $800 a month in stu-
dent loan payments. They would like to buy a home, but they
simply can't afford to. Income-contingent payments would help to
make their debt more manageable.

Income-sensitive payments and IRS collection also help us to ad-
dress the default problem. A large part of the current problem is
that people go through a low income period, default, and then
never pick up where they left off. By reducing the required pay-
ment based on income, borrowers can go in and out of the system
without trying to figure out who owns their loans. Also, for those
people who do have money, having the IRS as the collection agency
will make it much more difficult fbr them to avoid paying.

CONCLUSION

It is clearer today than it has ever been that we need a stratea
to regain the high-wage economy our Nation once took for granted.
And in any equation, education and job training must be the key
elements of that strategy. A better student loan program would
expand educational opportunity and invest more in onr people.
Opening postsecondary education to all who seek it is, in the end,
not so much a gift to them as it is a gift to ourselves.

Again, I thank you for the opportunity to testify.

A CALL-TO-ACTION TO HIGHER EDUCATION LEADERS

February 1992
DEAR CoLLEAGur A recent Washington Post poll ranking Americans' 50 greatest

worries put financing higher education third. We are pleased to see national aware-
ness of a problem all too familiar to those of us who must grapple with its conse-
quences daily on our campuses.

We anguish over stitching together tighter and In.dgets. We are wrestling
with tuition increases, cross-subsiding more and more students, and generally strug-
glin; to keep our institutions afloat in order to keep offering the services that define
our mission. We have a big problem on our hands and it is not going to be washed
away by a flood of new State or Federal dollars. It demands new thinking.

1
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One solution is to make better use of dollars we already have. We are supporting
a new Federal student loan alternative that would do just that, and we urge you to
join us.

This alternative approach direct student loans with universal eligibility and
income-sensitive repayments has been around for a long time, but only now has it
become feasible. Very simply, it is just far more efficient than current programs.
Therefore, it can provide a better loan program for students and schools, while at
the same time saving large amounts of money that can pay for increased grants; or
for even better loan terms.

Currently, ssveral major student loan bills are on the table in the Congress that
incorporate various aspects of this approach. Their sponsors &re working together
toward a consensus on the issue, and any law enacted in this area is likely to have
the following characteristics:

Universal Eligibility: Loans available to all students regardless of their parents'
income. The absence of any needs test greatly simplifies administration for
schools, and it provides needed relief for hard-preesed middle income families.

Direct Lending: Funds come directly from the Federal Government. Neither
students nor schools need deal with banks, guarantors, or secondary markets.

Income Dependence: Repayment is sensitive to the student's income after grad-
uation, and operates through the income tax systema far more effective and
fair system than current collection efforts.

Choice: Weir existing programs would remain, and the new program would
draw business away from them through decisions of individual schools and stu-
dents that the income dependent alternative was more attractive.

Attractive Terms: Good enough so this alternative will be a rational choice for
most or many students (otherwise it will fail in the marketplace and disappear).

Simplicity: With -o needs test, no banks or guarantee agencies to deal with,
and IRS collectio.., the program will be much simpler for everyone, including
schools. Claims to the contrary, which you may have heard from people with a
vested interest in current programs, are simply not true. All schools will have
to do is advise students, provide lists of recipients to the Federal Government,
obtain signaturea on promissory notes, and provide information on repayment
to borrowers.

Huge Savings: This change could save $1 billion to $2 billion per,year, depend-
ing on the details of the bill. You might ask how this is possible. The answer is
that the savings come from a lower cost of capital (because of the direct lend-
ing), simpler administratiov and the virtual elimination of defaults. There is
neither reason to default (beel.ause payment is related to income), nor opportuni-
ty to default (because payments are income taxes). Those who would default
under current programs because of low income would owe little or nothing for
that year under the income dependent alternative, but would come back into
repayment easily later on if their incomes rose (as moet do).

In short, income dependent loans offer numerous advantages both for students
and schools. All students get a convenient, affordable, and supremely flexible option
that accommodates life changes and decisions such as periods of child raising, public
service employment, spells of unemployment and the like. Schools can help address
the growing problem of middle class student access to higher education with a pro-
gram that is very simple to administer, and the savings can be used to increase
grants or improve loan terms.

If we were designing student aid from scratch, we'd never come up with the cur-
rent array of programs. We'd much more likely come up with something like the
alternative approach just described. And now we Lave an unprecedented opportuni-
ty to do just that. If we miss this chance, we may not have another for a generation.

It is crucial for us to demonstrate support for this major reform. Please call or
send a letter of support to your Federal Representatives and Senators. This is im-
portant. And let the major associations to which your school belongs know of your
support, as well.

Thank you very much for your attention and interest.
Myles Brand, President, University of Oregon, Eugene, OR
Judith E.N. Albino, President, University of Colorado, Boulder, CO
Neil S. Bucklew, President, West Virginia University, Morgantown, WV
Leslie C. Duly, President, Bemidji State University, Bemidji, MN
William E. Hamm, President, Waldorf College, Forest City, IA
James C. Hunt, Chancellor, University of Tennessee, Memphis, TN
Larry Keirns, Director, Northwest Kansas Area Vocational Technical School,

Goodland, KS
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William R. Nester, Chancellor, University of Nebraska at Kearney, Kearney, NE
William R. Stott, Jr., President, Ripon College, Ripon, WI
Paul S. Tipton, S.J., President, Association of Jesuit Colleges, and Universities
William Byron, SAL, President, The Catholic University of America, Washington,

DC
Carl Christian Andersen, President, Lake-Sumter Community College, Leesburg,

FL
Dominick P. De Paola, President and Dean, Baylor College of Dentistry, Dallas, TX
John V. Griffith, President, Arkansas College, Batesville, AR
Neil D. Humphrey, President, Youngstown State University, Youngstown, OH
John H. Jacobson, President, Hope College, Holland, MI
Roy B. Mason, President, Eastern Wyoming College, Torrington, WY
J. Michael Orenduff, President, University of Maine at Farmington, Farmington,

ME
John Silber, President, Boston University, Boston, MA
James S. Walker, President, Jamestown College, Jamestown, ND

The CHAIRMAN. Thank you very much, Senator.
We'll hear from Senator Durenberger now and then come back

for questions. We're delighted to have you.

OPENING STATEMENT OF SENATOR DURENBERGER

Senator DURENBERGER. Thank you, Mr. Chairman.
It was the philosopher Aristotle who said that all the great ideas

are simple. What we are proposing here this morning is by no
means a universal truth. The IDEA bill, the self-reliance program,
are simple, simply because they provide a better way for us to help
people pay for college.

The common sense rule of legislating is that "if it ain't broke,
don't fix it," and there is a corollary which is some fixes make
more problems than they solve. I think we are here to demonstrate
again to the committee that the system is broken in many ways,
that we have a new way of doing things that serves the student,
the taxpayer and the Nation better.

It is truly unique because it is not a new idea; it's an older idea,
as has already been indicated, whose time has finally come.

Mr. Chairman, I want to begin by thanking you for scheduling
the hearing, and by saying what others have said, that you were
involved in the issue long before any of us. My colleagues and I
have picked up the torch more recently, and we all appreciate your
leadership in giving income-contingent direct loans a chance to be
tested through the legislation I hope we will adopt this year.

I also want to thank Senator Pell and my Republican colleagues
who managed the higher education reauthorization bill, for their
understanding of our efforts as well.

The legislation which the Senate is now considering is based on a
proposal that I first introduced last summer called "IDEA," the
Income-Dependent Education Act. It was originally authored in the
House of Ftepresentatives by my neighbor and my mentor on this
issue, Congressman Tom Petri from Wisconsin. Paul Simon and I
expanded on the IDEA proposal in legislation we introduced last
fall that used the savings from IDEA to help finance and expansion
of the Pell Grant program. And I am pleased that the proposal the
Senate is now considering also incorporates elements of similar leg-
islation introduced by our colleague Bill Bradley.

Mr. Chairman, the IDEA proposals differ in their details, but
they are all based on two simple, compelling concepts. First, college
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loans should be available to students directly from the Govern-
ment, eliminating millions of dollars in transactional costs, admin-
istrative expenses and red tape. And second, loan payments should
be based on postcollege income and be made through the IRS,
eliminating millions of dollars in defaults and simplifying how
loans get collected.

I asked Bob to put that second chart back up there because that
represents my experience with everybody that I hireall the col-
lege graduates who are sitting behind us in this room, and who are
working in our mail rooms, working as legislative correspondents,
working their way up to the prestigious seats along the wall back
there. Everybody is coming in at that $16,000, $17,000, or $18,000
salary. These are the radio reporters that you meet when you go
back to your local communities; people who have expensive college
educations and never expected to start out by sticking a micro-
phone in anybody's face; they really wanted to be the lawyer or the
doctor or something else. And when you combine two of them as
husband and wife, just take a look at that and see the problems
that the current system is creating for people in the current envi-
ronment.

Mr. Chairman, all across America, threatening clouds are form-
ing over the dream of many families to send their children to col-
lege. Two months ago, a new national survey found the rising cost
of college to be our third biggest worry as families in America,
right behind crime and drugs, and about four worries ahead of
health care.

Millions of middle-income American families are clearly worried
that going to college is something that could become the sole prov-
ince of the unsubsidized rich and the totally subsidized poor. And
millions of American families are clearly worried that their kids
won't have the same opportunities that we had just a generation
ago.

What scares me the most about the trend is that it threatens to
price middle-income Americans out of higher education, and as we
know particularly well in this committee, that is happening at the
same time that economic realities are demanding an even better-
educated work force.

So unless we do something about it, we are part of a system that
threatens the dreams today's students have of getting a college
education.

The 21st century challenge cannot be met by our 1960's-era
system of student grants and loans. And Mr. Chairman, I'll say one
more time, I was involved in the beginning of this process, not at
this end of it, but out at the State level where we were trying to
persuade banks to get involved in this system. But it has become a
system that is unnecessarily bureaucratic and complex. It is a
system that largely neglects the needs of middle-income students
and their families. It is a system that spends billions of dollars a
year on overhead and red tape. It is a system that is vulnerable to
administrative and financial problems, best documented by last
year's collapse of the Higher Education Assistance Foundation. It
is a system that is limiting institutional, career and family-related
choices for a growing number of students, and it is a system that is
burdening millions of students with inflexible loan payments and a
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growing level of debt that produced $3.9 billion in student loan de-
faults last year and $11.5 billion over the last 5 years.

What we need is a fundamentally different way both of easing
the burdens of rising costs and of ensuring each of us against the
uncertainties of incomes that rise and fall throughout life.

My colleagues here and I had hoped we could have taken a
bigger step toward reaching that goal in this year's higher educa-
tion reauthorization. I realize we still have a great deal of work to
do in the Finance Committee to make the program a reality. But
the legislation we are considering represents a good start on the
kind of fundamental reform in the financing of higher education
we need.

Before I close, Mr. Chairman, I would briefly address the con-
cerns that have been raised about the impact a direct loan program
like IDEA might have on banks, guaranty agencies and other third
parties.

There are many legitimate concerns to be raised about the me-
chanics of income-contingent direct loans, and great care is going
to be needed in crafting the details of a plan that is financially fea-
sible to both borrowers and Government. That is why my colleague
Paul Simon and I have spent a considerable amount of time with
the administration, with Secretary Alexander and with the people
at OMB, trying to find out what they think are some of the poten-
tial problems.

But I must state as clearly as I can, Mr. Chairman, that I don't
believe the interests of third parties should be the overriding con-
sideration in what we do. The purpose of the Federal student loan
program is to help provide financial access to higher education
not offer a guaranteed source of income for banks. If students, in-
stitutions, and taxpayers can be better served by a different way of
doing things, then I must say why not.

And I would remind those interested parties that the legislation
we are now considering does not eliminate any existing program or
the role of those who admini.iter them. If in the future students
and their colleges prefer the IDEA program, the self-reliance pro-
gram, if those choices reduce demand for existing programs, then,
Mr. Chairman, the marketplace has spoken.

IDEA is a far-reaching proposal because it confronts a fundamen-
tal and pervasive problem--the middle class being priced out of an
essential part of the American dream. It deals with a lot of money.
It deals with cutting out transactional costs. It runs up against
powerful special interests. It challenges deepseated ideology, no
question about it. But the system we have is broken. It costs too
much, and it serves too few. And by its inflexibility, it dictates
career choices that aren't necessarily what this country needs.

It will not serve the American people adequately in the 21st cen-
tury. The system we have now must be changed.

In conclusion, I will just read to you the best stater.. nt I have
heard on the subject which comes neither from Bradley, nor Simon,
nor I. It reads as follows: "I have seen the needs of young people,
needs which must be answered. I have seen the needs of their par-
ents, needs which must be answered. And I have seen the needs of
our country for a better-educated people, needs which must be an-
swered. We believe that this particular program, Mr. President, is

i 6



13

going to offer new opportunities for young Americans to attend col-
lege. It is going to strengthen educational opportunity for millions
of Americans who today are denied that opportunity because they
have been denied the financing for it. And by strengthening this
opportunit), we strengthen our country. The legislation introduced
today will help us achieve our objectives and will do so at the same
cost as the present student loan programs. This program is good for
the student, it is good for their parents, it is good for higher educa-
tion, and it is fnancially sound."

Mr. Chairman, those are your words on July 30, 1979, introduc-
ing the bill we have already spoken of.

The CHAIRMAN. Well-stated. [Laughter.] We thank you.
I'm going to resist any questions. We have had a good opportuni-

ty to work very closely with you, and I just want to make one ob-
servation. The promise of this program is simplicity and economy.
It should be cheaper. That's what we're hopeful of doing.

But as Senators Durenberger, Simon and Bradley have said, it is
complicated, and the more you get into it, I think all of ug have
seen the challenges it presents.

I will be introducing the legislation this afternoon in behalf of
myself, Senator Bradley, Senator Simon and Senator Durenberger,
and I will file my complete statement in the record as if read at
this time.

[The prepared statement of Senator Kennedy follows:]

PREPARED STATEMENT OF SENATOR KENNEDY

Today, the Labor Committee considers the very important issue
of direct student loans, and responsible ways in which the federal
government should move in this direction.

The idea of direct student loans from the Federal Government
that would be repaid through the tax system is not new, but it is
receiving new interest because of the high cost of college education.
As far back as 1954, Milton Friedman noted that such a plan would
help students obtain the resources needed to invest in their future
and develop their full potential.

In the 1970's, in a far-reaching proposal that gave new momen-
tum to the concept, President John Silber of Boston University
called for the establishment of a federal revolving loan fund, called
the Tuition Advance Fund, which would combine direct federal
lending to students with income-contingent repayment. Under this
proposal, borrowers would repay, depending upon their economic
success after they left college.

Working with Dr. Silber, I introduced this idea as Senate legisla-
tion in 1978. A year later, Republican Senator Henry Bellmon of
Oklahoma and introduced a direct student loan program with some
impressive supportincluding Senators Howard Baker, Thad Coch-
ran, John Danforth, Pete Domenici, Jesse Helms, Nancy Kasse-
baum, Jim McClure, and Alan Simpson. So, if everybody still feels
the same way, we ought to be able to enact this idea into law. Our
1979 legislation focused attention on the promise of direct lending.
At the time, we chose to go the route of guaranteed student loans.
But the growing problems and costs of that program have generat-
ed new interest in the direct loan approach. In the past year, sever-
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al bills have been introduced in both the House and the Senate to
establish a direct student loan program, and it now seems to be an
idea whose time has come.

There are excellent reasons to move in this direction. First, ac-
cording to estimates from the General Accounting Office and the
Department of Education, a direct loan program will save substan-
tial amounts over the current program.

Second, there is greater ease for both the borrower and the gov-
ernment. A direct loan program will have fewer middlemen and be
easier to manage than the existing loan program. A direct loan
program will be simpler for students and their families, and may
well be much simpler for the Federal Government.

Third, income-sensitive repayment through the Internal Revenue
Service will both streamline the repayment process for borrowers
and allow graduates to choose employment after college without
fear of being financially over-burdened if they choose lower income
employment. Finally, by collecting through the Internal Revenue
Service, we are likely to reduce loan defaults.

But just as there are reasons to move in this direction, there are
reasons to move with care. Despite its many problems, the current
Guaranteed Student Loan program Bey, es millions of students a
year and makes it possible for them to obtain a college education
that might otherwise be beyond their reach.

In addition, a direct loan program will require the Department of
Educatioi_ to assume a number of new administrative functions
that it is not currently performing. Despite improvements under
Secretary Alexander, the department remains a thinly staffed
agenc:, with questionable ability to undertake major new adminis-
trative responsibilities, let alone perform its current responsibil-
ities adequately.

Thus, we propose testing a direct loan program to gauge its bene-
fits while being able to measure the government's capacity to ad-
minister it. The potential benefits of direct lending with income-
sensitive repayment are too great to ignore. The two most impor-
tant criteria in considering this initiative are: Is it better for stu-
dents, and is it cheaper for the Federal Government? To both ques-
tions, the answer is yes and it is time for us to move ahead on this
important and promising idea.

Over the past few weeks, I have met with other Senators who
have expressed strong interest in this issue. We have designed a
pilot initiative that will permit us to test the direct loan app.-oach,
with students repaying their loans through the Internal Revenue
Service after they leave college.

Under our plan, which we are introducing today in legislati ve
form, a diverse group of 300 schools will be chosen by the St cretary
of Education to participate in Self-Reliance Loansa supplemental
loan program in addition to the current Pell Grants and Guaran-
teed Student Loans.

Schools will borrow the money from the Federal Government
and make loans to their students. Any student at a participating
school will be eligible for a loan. Students can receive up to $5,000
a year, with a total borrowing limit of $30,000. The money will be
lent to students at an interest rate equal to the 52 week rate on
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Treasury bills plus 2 percent. If the plan were in force today, stu-
dents could borrow twiney at about 8 percent.

The loans will be repaid through the Internal Revenue Service
by increased withholding. Before leaving college, borrowers will be
given a choice of repayment options developed by the Secretary of
Education and the Commissioner of Internal Revenue. Borrowers
will continue to make repayments until the loan is repaid. After 25
years, any further indebtedness would be canceled.

The proposal includes important protection for borrowers. Before
they receive a Self Reliance Loan, students must first apply for
Pell Grants and Stafford Loans. To prevent students from borrow-
ing too much, borrowers cannot receive more than the cost of at-
tendance and borrow no more from all the federal loan programs
than the total borrowing limits specified in the Higher Education
Act approved by the Senate last week. To protect borrowers with
low incomes, no repayments will be due in any year when a bor-
rower owes no tax liability to the Federal Government.

This plan is intended to test the viability of the direct loan ap-
proach. If the idea works, I am certain that Congress will want to
expand it to more schools and more students. If the test does not
succeed, the program will be terminated.

But I do not expect the initiative to fail. There is growing sup-
port for this concept, and I understand that the Finance Committee
will consider this proposal when it marks up the tax bill. I look for-
ward to the hearing today to discuss the details of the plan and to
identify improvements that may be needed.

At a time when tuition costs have been rising much more rapidly
than family incomes, it is especially important that we do all wecan to mal college education more affordable and accessible to
every young American. No investment is more important for theNation's future.

I am especially pleased to have Senators Bradley, Simon, and
Durenberger here today. Each of them is an effective advocate of
this approach. The bills that they have introduced have brought
new momentum to discussions of this concept. I look forward to
hearing their testimony today and to working with them as we con-
tinue to develop this initiative.

Senator Hatch.

OPENING STATEMENT OF SENATOR HATCH

Senator HATCH. Thank you, Mr. Chairman. I will file my com-plete statement as if read, also.
Normally under our rules, we have at least 1 week notice before

we hold these hearings. Last week we were able to get the higher
education bill through in 1 day mainly because this particular item
was withdrawn from consideration.

I understand the desire to consider direct loans, but it is a com-
plex issue and difficult to understand. I appreciate those who have
made extra efforts to be here today on both sides of this issue, espe-
cially those who are against it, because they have had very littleadvance notice.

Let me just mention a few major problems that I find with this,
although I'm going to try and keep an open mind. I'd like to see a
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better system. I'd like to see more opportunity. I'd like to see more
young people benefit from our programs up here. But I think we
need to look at this issue very carefully.

No. 1, this adds another new loan program to an already com-
plex set of loan programs. No. 2, it makes an entitlement out of an
untested program. Last week we had a discussion about entitle-
ments in the higher education bill, and the entitlement aspect of
the bill had to be dropped, and I would hesitate to add any entitle-
ments to a budget that's already about 60-percent entitlement.
That is one of the big reasons why we cannot resolve a lot of our
budgetary problems today.

No. 3, it potentially shifts decisionmaking away from the Com-
mittee on Labor and Human Resources and toward the Finance
Committee because of the collection by the IRS that will be re-
quired. That concerns me a great deal.

No. 4, many institutions, may not be capable of carrying out
these new responsibilities or, if they are capable, this may add a
great deal more paperwork and difficulties for them.

I have heard all the arguments that this will reduce paperwork
and make a nirvana that we haven't reached before in the higher
education system, but we all know that is never true in the Federal
Government.

No. 5, the Department of Education may not currently have the
capability to run this program.

No. 6, the IRS may not be capable of making the needed changes
quickly enough with the tremendous problems tEtz they have.

No. 7, I think there are a lot of questions that need to be an-
swered, and I hope our colleagues will ask them in part here today.
I have to leave because of a prior commitment that I had prior to
notice of this hearing, which occurred only yesterday.

And No. eight, I think this program will encourage young people
to go further into debt. That is a matter of great concern in this
country today. We seem to think that everything should be free or
that Government should provide. A lot of young people take that
attitude and then get deeply in debt. There is no question that a lot
of young people are deeply in debt today as a result of our current
lending programs to students. It has added a tremendous amount
of stress and difficulty to their lives.

I hope that you will answer many of the questions I have raised.
I think they are a serious set of concerns. However, I am very in-
terested, although the administration does not seem to be, in per-
haps trying a pilot program or a demonstration project see if
this works. If it works, I'm all for it. But I sure as heck don't want
to make a drastic change like this unless I know it works.

Did you want to comment, Senator Simon?
Senator SIMON. If I could just respond before you leave for that

other committee meeting.
Senator HATCH. Sure.
Senator SIMON. That's what this is; we're talking about 300

schools.
Senator HATCH.
Senator SIMON.
The CHAIRMAN.
Senator HATCH.

That's a lot of schools.
les.
Three hundred out of 7,800.
I understand, but that's still a lot of schools.
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Senator SIMON. But this is the first entitlement that you've evervoted for that will save money for the Federal Government.
Senator HATCH. And that will be the first time any entitlementhas ever saved money. Nobody believes it will.
Senator SIMON. Well, don't take my word for it. Look at GAO,

and ask CBO.
Senator HATCH. I'll be glad to do it, but I don't believe entitle-

ments wind up saving money. I haven't seen any yet.
Senator SIMON. Well, this one does, because you are paying $3.2to $3.4 billion this year on student loan defaults, and you willgradually reduce those student loan defaults. Second, on paperwork
Senator HATCH. If it works as you anticipate, I suspectbut they

always said the other system would work that way, too.
Senator SIMON. Let me just add, on paperwork, take GAO's word

for it if you want to or the College Business Officers. College Busi-
ness Officers have gone on record saying this kind of program will
reduce paper work for the institutions, and they favor it.

Senator HATCH. That's before the Federal Government gets theresponsibility of implementing regulations. Once that happens, weall know we'll have more paperwork.
Let me just sa3r, Senatorif you can answer every one of these

questions, then I'll read the record and be interested in what youhave to say. I have great regard for both of you as members of thiscommittee and otherwisebut I am raising legitimate issues thathave to be answered and which I think may cause people to beskeptical of a brand new, all-embracive program, even for only WO
schoolswhich I consider to be quite a few.

I'm really concerned about moving out of what we have, but I amprepared to do so if we can show that this is a better approach. I
can support a new program if it will, in fact, save money. It willamount to better education for our young people and will not runthem into tremendous debt and will not become a tremendousburden to the Federal Government, the IRS or anybody else. It alsomust not shift responsibility away from this committee and the De-partment of Education, which I think is very important here.

It seems to me if you're going to have a pilot project, you need a
very carefully outlined pilot project. This bill, as I have read it, ex-pands almost automatically to all schools by the year 19P'1. I wouldlike to see a little more cautious approach.

Senator SIMON. If I could respond on that--
Senator HATCH. I know you're trying to help me, since I'm leav-ing.
Senator SIMON [continuing]. It expands to all schools only if Con-gress appropriates the money, authorizes it.
Senator HATCH. I understand that. But once these entitlement

programs get into effect, and once you've got a lot of people de-pending on them, then Congress has to appropriate the money. Weall know the game, and that's what happens around here. In fact,that's what makes entitlement prograins so dangerous, becausemost of them are programs that really are critical programs topeople. Once they get locked into an entitlement program it isalmost impossible to make the necessary changes that will have tobe made. You know that, and I know that.
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That is why I think the administration is proper in being very
skeptical, very concerned, and even downright opposed to any addi-
tional entitlements to our budget and to our budget process. Some-
thing will have to be done about that, before some of us can sup-
port this.

But be that as it may, I commend both of you and Senator Brad-
ley for trying to apply some new ideas to something that could be
done better. From that standpoint, I want to encourage you. I am
going to continue to follow this and look hard at it.

I especially welcome the witnesses who are here today, especially
John Silber, whom we have listened to before in the past. He is
very innovative and creative and will be testifying for it. I also wel-
come Father Byron and others who are here including a represent-
ative of the Internal Revenue Service, who will have a lot to say
about this program.

We are happy to welcome all of you here.
Mr. Chairman, I'm sorry to have taken so long. I appreciate

having these hearings. I just wish we'd had a little more notice.
[The prepared statement of Senator Hatch follows:]

PREPARED STATEMENT OF SENATOR HATCH

Mr. Chairman, no one on the minority side is against a fair and
thoughtful review of the pros and cons of a direct loan proposal. It
seems that anytime we have had a hearing on a direct loan propos-
al that we have done it on a rush basis.

Last week we were confronted during the floor debate on the
Higher Education bill with a direct lending proposal that seemed
to change on an hourly basis. Trying 'to get a handle on this pro-
posal was like trying to hit a moving target. Moreover, for such a
complex proposal involvin,.!: billions of dollars, hearings on the fea-
sibility of this approach vk ere, in my view, inadequate and not com-
prehensive.

It is no wonder the people's confidence in their public officials is
so low when we give them such awful examples of the legislative
process in operation.

I realize the chairman is trying to rectify this deficit of knowl-
edge with this hearing today. But, in doing so, he has violated cer-
tain rules of process that make for a more orderly, comprehensive,
and fair learning environment for Senators.

Rule 8 of our committee rules states that notice of a committee
hearing must be given at least one week in advance. The rationale
for this rule is evident. It permits Senators to reserve time to
attend; it allows time to secure witnesses and for those invited wit-
nesses to prepare testimony. Ideally, we ought to have more than 7
days notice.

But, Mr. Chairman, this hearing has been thrown together. The
official notice of it arrived only yesterday morning. With all due
respect to our witnessesand I sincerely appreciate the fact that
they have done us the favor of dropping all of their other commit-
ments to be here todaythis has hardly been a thoughtful and de-
liberative process.

I certainly hope this method for scheduling meetings of the com-
mittee will not become the norm.
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I think all of us have listened to the many claims made by the
proponents of direct loans. It is difficult not to be swayed by the
arguments in favor of reducing defaults in the student loan pro-
gram and of saving taxpayer dollars. However, we need to make
sure that these claims are not inflated expectations that ignore
many of the additional costs and potential problems involved in adirect loan program.

We passed the Higher Education Reauthorization Act last Friday
in the Senate with only one dissenting vote and in only one day,
largely because the proponents chose not to offer their amendment
for direct lending on student loans. This proposal did not have ade-
quate support last Friday because too many questions remain.

As I see it, there is plenty of time to review this proposal more
adequately. The House has not yet passed its bill for Higher Educa-
tion. Why then does the Senate need to rush this bill through with-
out adequate consideration?

It seems to me that this freight train is moving down the track abit too quickly. There simply is no deadline that is forcing us torush this bill through a process which is designed to allow the kind
of deliberation necessary for a change of this magnitude. If this
proposal is such a great idea, it ought to be able to withstand the
scrutiny of closer examination by all parties involved in the cur-
rent student loan program. I have always believed that if ali idea is
not a good idea tomorrow, then it is probably not a good idea today.

I can assure you that I am as eager as anyone else on this com-
mittee to reduce the cost of the student loan program. But, in that
process we must not destroy the student loan program and limitthe ability of our students to obtain the higher education that is sovital.

I also wonder why we want to enact a new bill that provides an-other entitlement program. As I recall, the Senate last week decid-
ed to eliminate the Pell entitlement provision from the Higher
Education bill because we simply could not afford to create a new
entitlement even out of a program that has been tested and tried
for many years and is a program that enjoys broad support. How
can we justify entitlement status for a direct loan program, which
has never been implemented anywhere and which has not with-
stood the test of time?

This is not to suggest that we should not investigate a direct loan
proposal responsibly. While I hope to get some questions answered
at this hearing, I am not sure that a hastily called one shot hear-ing will be sufficient.

Again, I appreciate the testimony of our witnesses who have
come before us with minimal notice. I especially want to thank the
witnesses who have come to express their reservations about this
program, since they have had even less notice than the advocates.

Despite the haphazard nature of the way we have considered thisissue, I want to assure our witnesses and those who are visitingtoday that the committee is sincerely interested in your views,which are vital to us in fashioning a common sense, workable ap-proach to financing and administering student loans.
The CHAIRMAN. Senator Pell, the chairman of our Education

Subcommittee.
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OPENING STATEMENT OF SENATOR PELL

Senator PELL. Thank you very much, Mr. Chairman, and I must
apologize for coming in and out. I am presiding over the Foreign
Relations Committee just down the hall.

As I have said on several occasions, I am very interested in the
concept of direct loans, of income-sensitive repayment, and of IRS
loan collection. All are concepts that I believe have merit and
should be tested.

Following so close on the heels of Senate passage of the Higher
Education Reauthorization bill, I believe I would be remiss if I
failed to impress upon my colleagues my reluctance to support cre-
ation of a nonneed-based loan entitlement when we put off bring-
ing full entitlement status to the Pell Grant program.

To do something for well-off families at the expense of needy and
deserving ones could be, to my mind, a mistake. It is even worse if
we do so by favoring loans over grants. We did not do that in the
higher education bill, and we should not do it here. Both the poor
and the middle-income have very real needs, and both deserve our
help.

Further, as we look at the Bradley-Simon-Durenberger proposals
which, as I have said, have real merit, there are several provisions
that I believe must be an integral part of any program of this
nature.

First, it should be done on a pilot, test, or demonstration basis. It
should have a beginning and a termination, clear and simple. Pro-
vision should also be made for a study of the program near the end
of the test so that we will have the necessary information on
whether to move ahead.

Second, it must supplement and not supplant the existing stu-
dent aid programs. A student applying for a self-reliance loan
should first apply for a Pell Grant and a GSL. We must make sure
that the student receives the aid that is most favorable to his or
her particular circumstances.

A grant is far more preferable than a loan, and a GSL is more
preferable than a self-reliance loan.

Third, the amount a student can borrow under the self-reliance
program should be subject to some of the overall limits placed on
borrowing as provided in 3. 1150 passed by the Senate last week.
This limits undergraduate borrowing to $52,000. Placing the self-re-
liance program within these Limits ensures that poor students will
not over-borrow, and that is critical.

Fourth, if a student has both a self-reliance loan and a GSL, both
loans should be subject to collection by the IRS. To do otherwise
would be to place a priority on the payment of self-reliance loans
and relegate GSL's to second class repayment status after self-reli-
ance loan payment has been taken from a borrower's paycheck. I
believe such a situation could lead to a serious increase in GSL de-
fault costs.

Finally, any demonstration should involve a limited number of
schools. The original proposal contained 500 schools, and I believe
it should be half of that.

These are all provisions that I believe should be included in any
demonstration bill. Most important, however, the legislative Ian-
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guage must be clear that the program is only a demonstration ortest, and the language must be straightforward in that regard.
I would close by saying that while the idea has real merit, Ithink it should be wedded to thesa guidelines, and then it will beworthy of support.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Pell, for your very construc-tive suggestions as always.
Senator Kassebaum, the ranking minority member on the Educa-tion Subcommittee.

OPENING STATEMENT OF SENATOR KASSEBAUM

Senator KASSEBAUM. Thank you, Mr. Chairman.
First, because the 1979 bill has been mentioned several times, Iwould only make note that one of the reasons behind the 1979 bill

was that banks were very reluctant to get into the GSL program,and this was designed to help encourage them to make those loans.
Now, of course, the proposal is to take them out, just to note howthings do change.

I think all of us are concerned about the situation, but I worryabout how we tend to gloss over some of the difficulties that areinvolved. We want simplification; we want to make loans more
available. We all want those things. Of course, colleges and univer-sities have quite a stake in this as well as, as has been pointed out,the lending imtitutions. But I think we should look at some ofwhat I think are the profound implications of this proposal. Theyhave been touched on a bit already. I think Senator Pell raised
some very good points, and I would like to reiterate a few.I don't accept the notion that the concept behind the existingloan programs is totally flawed. These programs leave banks in thebanking business rather than making the Federal Government thebanker. I think that we might end up, if we look back on this 10
years from now, wondering why in the world we thought the Fed-
eral Government would be a better banker.

On the other hand, the Guaranteed Student Loan isn't perfect. Ithink that what we need to do, frankly, is to spend more time ana-lyzing the merits of different means of app..oaching this issue.In fact, I understand this bill was just submitted at 6 o'clock lastnight. It has been through various revisions in the last 5 days. Ithink it will benefit us to consider it far more carefully, because Ithink it has great significance.
Much has been said here about its being a demonstration project;it applies to only 300 schools. But the trouble is, as Senator Pellpointed out, it doesn't end. A demonstration project has a termina-tion point, at which time you analyze that demonstration. I think ifwe want to call it a demonstration, we have to put that in the bill.
Second, there has been talk about creating a new entitlement

program, as this does. : think it is inviting serious budgetary prob-lems in the future, on top of those we face today. We are just con-tinuing to add on without thinking about what we can subtract.This adds a loan program to those we already have; it doesn'ttake anything away. So it is a new entitlement on top of an entitle-ment.
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We have in the higher education reauthorization just passed by
the Senate opened up the supplement loans for students (SLS) pro-
gram so that it could go to creditworthy dependent students. I
wonder if it would not be perhaps wiser to look at expanding fur-
ther the SLS initiative rather than adding this new loan program,
which essentially would reach thosP SLS students. I don't know if
any thought has been given to this, but it seems to me that may be
a more practical approach.

Third, there are numerous practical problems which would have
to be addressed in the establishment of a workable programone
being determining the administrative and financial capacity of in-
stitutions to take on such a program. Perhaps this issue will be ad-
dressed by the presidents of some fine institutions in their testimo-
ny todayas far as their being able to take on some of this red
tape.

When we talk about red tape, the administrative requirements of
institutions are not going to be reduced by this new program. In
fact, they may well grow because they are going to be having to
submit monthly lists of borrowers, reporting changes in enrollment
status, and transferring promissory notes. I'm sure there are going
to be many more things we haven't thought of yet.

Determining the capacity of the Department of Education to un-
dertake supervision of an entirely new loan program, while admin-
istering all of the other existing aid programs, is another impor-
tant issue. That's why I say we're just adding to what we're al-
ready doing.

The department is undertaking a long-needed revamping of its
management of student aid programs. I think it is ironic to consid-
er that, at the point when some of the improvements are starting
to show results, we would be initiating a whole new set of potential
problems. This proposal calls for the department to conduct exten-
sive tracking of self-reliance loan borrowers to calculate their loan
obligations, to establish a process for resolving disputes regarding
those obligations, and to devise repayment options and report all of
this information to the Internal Revenue Service.

Now, that's a long list of new requirements. In addition, the In-
ternal Revenue Service will have to revise forms, instructions and
withholding tables and to otherwise undertake collection activities
which go far beyond its reason for being, which is the collection of
income taxes. One could argue they've perhaps gone way beyond
that reason for being already, but I think that this is moving them
into a whole new area.

Moreover, at a timeand Senator Hatch touched on thiswhen
we worry about the accumulation of consumer debt, we are making
it as attractive as possible for students to borrow even more. I find
it really tragic to visit with students who are out struggling to finu
jobs, just as you mentioned, Senator Durenberger, or who reciev
paychecks that don't begin to be commensurate with the debt they
have undertaken. Perhaps the fault is not theirs, but ours.

We hear there won't be any default rate. Well, no, not per se.
Does this mean that, just because students haven't been repaying
their loans, all of a sudden they will because the loans that are
going to be collected by the IRS? Or, does it mean that perhaps
there would be tax evasion or, after 25 years, forgiveness?
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I'm not sure that we can say that somehow defaults will disap-
pear. We all know how many defaults have been accumulated. Wecannot afford to lose the ability to check those institutions that
have high default rates. I think frankly all of this must be consid-
ered.

Mr. Chairman, there are many things to be discussed and many
questions I would like to ask the panelists, but those are just a few
of my cIncerns. I would like my full statement to be made a part of
the record.

The CHAIRMAN. It will be made part of the record.
[The prepared statement of Senator Kassebaum follows:)

PREPARED STATEMENT OF SENATOR KASSEBAUM

Mr. Chairman, last week the Senate approved legislation reau-thorizing the Higher Education Act. That legislation was the prod-
uct of well over a year of hard work on the part of this committee,
and it was adoptesi by the full Senate with only one dissentingvote.

I believe the overwhelming support for this legislation was war-ranted, as it made significant steps towards strengthening program
integrity, simplifying the process, and expanding aid tc students.
Having put enormous effort into the development of that bill and
having just spent two days on the Senate floor with it, I find it
somewhat disconcerting that we are today going back to the draw-
ing board to second-guess decisions made months ago.

I would also like to register my strong objections to the schedul-
ing of this hearing in violation of committee rules which require
that members be notified at least one week in advance of any com-mittee hearing. The requirement for timely notice permits mem-bers to prepare for the hearing, to plan their schedules so that they
may attend, and to permit adequate time for the selection of wit-
nesses who can properly address the issues being raised. Receiving
word over the weekend of a Tuesday morning hearing effectively
provided less than 24 hours in which to accomplish these tasks.

I trust that this situation will not be repeated in the future, as itis detrimental to the orderly consideration of committee businessand is a poor mechanism for arriving at sound policy judgments.
Having said that, let me express my particular appreciation to
those witnesses whowith even less notice than members of the
committee receivedwere willing to adjust their schedules to pro-vide testimony today.

It is my view that the proposal we are considering today has ar-rived far too late in the process. Certainly, the general concepts of
direct lending, income-dependent repayment, and IRS collection
have been around for some time. However, the specific bill which Iunderstand we are addressing today has been available only sinceabout 6 p.m. last night.

Moreover, we have never gone beyond the surface appeal of these
notions. The substantial philosophical, budgetary, and pragmaticproblems with them have been either glossed over or lightly dis-
missed as being the self-serving cries of vested interests. The
debate over a proposal with profound implications in areu includ-ing student indebtedness, college costs, federal debt and obligations,
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and the integrity of student aid programs deserves far better than
this.

Let me lay out more specifically some of these concerns:
First of all, I do not accept the notion that the concept behind

existing loan programs is fundamentally flawed. These programs
leave banks in the banking business rather than making the Feder-
al Government the Nation's banker. Obviously, the guaranteed stu-
dent loan program is not perfect, but we should be under no illu-
sion that a direct lending program would be. Past budget bills, as
well as the legislation just approved by the Senate have been
aimed at learning from experience in order to fix the problems
which have emerged.

Second, creating a new entitlement programas this proposal
doesis inviting even more serious budgetary problems in the
future than we face today. No financing mechanism is either iden-
tified or required by this legislation. Mandatory spending programs
in combination with annual interest payments on the federal debt
already consume over 64 percent of our budget. We simply cannot
continue locking ourselves out of future spending options.

Third, there are numerous practical problems which would have
to be addressed if any semblance of a workable program is to be
established. These include:

Determining the administrative and financial capacity of institu-
tions to take on a program which has them originating loans, sub-
mitting monthly lists of borrowers, reporting changes in enroll-
ment status, transferring promissory notes, and counseling borrow-
ers on complicated income-tax-based repayment options.

Determining the capacity of the Department of Education to un-
dertake supervision of an entirely new loan program, while admin-
istering all other existing aid programs. The department is under-
taking a long-needed revamping of its management of student aid
programs. It is ironic to consider that, at the point when some of
the improvements are starting to show results, we would be initiat-
ing a whole new set of potential problems. This proposal calls for
the department to conduct extensive tracking of self-reliance loan
borrowers, to calculate their loan obligations, to establish a process
for resolving disputes regarding those obligations, to devise repay-
ment options, and to report all of this information to the Internal
Revenue Service.

Determining the capacity of the Internal Revenue Service to
revise forms, instructions, and withholding tables and to otherwise
undertake collection activities which go far beyond its reason for
being (the collection of income taxes). It is my understanding that
it would take a minimum of 5 years for the agency to be in a posi-
tion to assume such responsibilities. At the same time we are
making every effort to simplify student aid forms, we would be cre-
ating a nightmare for any borrower trying to submit a W-4 form
or decipher a 1040.

Moreover, at a time when we worry about the accumulation of
consumer debt, we are making it as attractive as possible for stu-
dents to borrow even more. The notion of paying up to 7 percent of
one's adjusted gross income for up to 25 years after graduation is
an abstract notion at best to an 18-year-old entering college. This
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proposal makes no recognition at all that families able to do so
should contribute to the education of their children.

It makes it easier as well for colleges to raise their costs. Serious
questions are raised as well regarding the impact of this proposal
on program integrity measures which rely on default triggers.

In short, I do not believe we are anywhere near being in a posi-
tion to start up a new loan entitlement program. The questions I
have raised are serious ones which are not going to be addressed in
a 2-hour hearing put together with a few days notice. New ideasare fine, but let us not forget that any idea requires careful
thought and planning to be put into successful practice.

The CHAIRMAN. Of course, the Senator knows the limits on bor-
rowing that are established in the higher education bill will be con-
sistent with this legislation. It always amazes me that the IRS can
withhold on the number of dependents that you have, where you
have evolving and changing families; and to do it over the projec-
tion of percentage of a person's income over the period of a lifetime
would present more complicated factors, it seems to me. Rut these
are the kinds of things I guess we'll have to look at.

Senator KASSEBAUM. Mr. Chairman, I don't mean to get into this
at this point. You're rightthe overall borrowing limit remains the
same. But that's why I asked the question

The CHAIRMAN. That's right, with the one exception of the inde-
pendent students that we provide, but that's a small percentage.

Senator KASSEBAUM. That's right.
The CHAIRMAN. But that's why this has been an evolving processto tie that into the existing programs with the overall limitations,

and also for the reasons that you and Senator Pell have mentioned,
so that a student will know his or her eligibility in terms of the
grant program, the GSL program, before they get into this and the
various financial considerations, because obviously GSL has a sub-
sidy. We have tried to do it.

And I want to say to the good Senators here that this is going to
be a continuing and evolving process.

Senat Or DURENBERGER. Mr. Chairman, T just want my colleague
from Kansas to look at the chart that my colleague from Illinois
produced. That is the heart of the current problem. All of those
young people you're talking to out there are stuck with those loans
above the line, and they can't make the payments and can't make
other decisions. And the hash mark under it is called income-de-
pendent loans. That's the big difference.

Senator COATS. If I could just interrupt hereI know we're get-
ting a little more free flow here than probably we shouldbut if
they cannot now pay the existing loans, what makes you think that
an additional loan on top of the ones that they can't currently pay
is going to be paid? I understand that the IRS might have more le-verage in terms of collectionalthough there is some testimony
here from the IRS that shows some real concerns about their abili-
ty to collect thesebut if the students are currently having that
much trouble paying existing loans, how are they going to have
less trouble adding another layer of indebtedness on?

Senator DURENBERGER. If I may, Mr. Chairman, say to my col-
league from Indiana, unfortunately, having once come up with an
argument like that, which is to substitute the hash line for the
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thick line, we are now faced, because of the situation we find our-
selves in, with having to answer the argument why are you layer-
ing on top of a layer--we don't intend to layer on top of a layer.
We intend to provide people in the future with a new and different
alternative. The alternative to borrowing GSL and ending up owing
more than you can afford to pay is to borrow through self-reliance
and have an affordable payback that adjusts to your income.

Senator SIMON. If I could add, students would choose, and the
students would choose, I believe, in most cases the loan that is
income-contingent.

Senator COATS. But under this program the students could choose
both; isn't that true?

Senator SIMON. It is theoretically possible that they could have
both. They are limited; the loan limits here don't change. But that
is possible, and I think it is one of the practical things we have to
deal with.

If I could just respond to Senator Kassebaum's comments, be-
cause I think that really gets to the heart of much of thishow
can we be sure that we are reducing and eliminating the defaults.
We are doing it in two ways. One is the IRS collection, and the
second is you take Treasury rate plus 2 percent. So, like on the
Lockheed and on the Chrysler loans, that 2 percent is a cushion,
and the estimate is that that will more than take care of any de-
faults that we have.

So I think you really do eliminate the defaults for those who
take this particular loan.

The CHAIRMAN. I'm going to recognize Senator Bingaman so we
can get through our opening statements, and then we'll get on with
our panels.

OPENING STATEMENT OF SENATOR BINGAMAN

Senator BINGAMAN. Thank you very much, Mr. Chairman. Let
me compliment you for the leadership you have shown over a long
time on this issue. I was not here when you proposed this back in
the Seventies, but if I had been, I would have cosponsored it.

I did cosponsor Senator Bradley's proposal when he introduced it
earlier this last year, and I compliment him and Senator Simon
and Senator Durenberger also for their hard work on it.

Let me just address two or three of the points that have been dis-
cussed. The issue of this being a new entitlementthat phrase is
used to cover a world of different things. As I understand this pro-
posaland let me just ask the sponsors if this is rightthere is
technically an entitlement as regards students who attend the 300
schools that the Secretary would choose during this 4-year period,
or for this pilot which would last for 4 years, but the Secretary is
directed to choose those schools on the basis that projected volume
of new student borrowing would not exceed these figures$450
million for the first year, then $550 million, then $650 million, and
then $900 million. So that conceivably he could miss those targets,
but that is clearly our intent, and it's not likely he would miss
them by much.

Senator SIMON. That is correct.
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Senator BINGAMAN. And after that, there is no entitlement theway I read the bill. After that, Congress has to provide sufficientresources to offset the cost of the income-dependent educational as-sistance program if it is to be expanded.
Senator SIMON. That is absolutely correct.
Senator BINGAMAN. So that I don't think there is an entitlementafter those first 4 yearsnow, maybe I'm misreading it, and if I amsomeone needs to correct mebut as to the 300 institutions, thereis an entitlement. The Secretary's ability to go beyond the 300 islimited on page 5 to the condition that Congress must in fact takethe affirmative step of approving the expansion of the program byproviding sufficient resources. And that's your understanding aswell?
Senator DURENBERGER. Yes.
Senator BINGAMAN. Let me ask about the 4-year period because Ihave a little bit of concern. I think Senator Hatch said that he wasworried that 300 was too many schools. I'm worried that you mightbe providing a very substantial benefit to those 300 schools in therecruitment of students which other schools might not have. In myState, for example, we have several very good institutions of highereducation, and for example, if the University of New Mexico werechosen as one of the 300 schools, and New Mexico State Universitywere not, or vice versa, would the student who is determiningwhich of those schools to apply to have a tremendous incentive toapply o the school that had been chosen by the Secretary? I wouldbe interested in either Senator Simon or Senator Durenberger re-sponding to that concern.

Senator SIMON. I think the honest answer is there is some incen-tive there, and I don't know how you deal with that withoutmaking the program universal. So we are simply going to have tohave an experiment where some schools temporarily may have asli ht advantage. But I don't know how you get away from that.nator BINGAMAN. Let me ask on another related point, in theselection of schools on page 4 of the bill, it says that the Secretaryshall choose these select institutions, and then it gives a series ofcriteria. It says "a cross-section of institutions" shall be chosen "byeducational sector, length of academic program, default experi-ence"now, that one sort of stops me. Is the idea that we wantsome schools with high default rates as well as schools with low de-fault rates?
Senator SIMON. I think it's the opposite. We want to reach a vari-ety of schools, but obviously if a school has a very high defaultrate, that school is not going to be high on the priority to be namedone of the 300 schools.
Senator BINGAMAN. I would just suggest that maybe that's anitem that you could look at in the drafting, because the way I readit, it seems to call for the selection of a cross-secti,-,n of institutionsaccording to those criteria, and if you get a cross-section of institu-tions based on their default experience, I don't know if that's whatyou intend.
Senator SIMON. No.
The CHAIRMAN. Senator, that is further refined and clarified atthe top of page 19, where it reads: "the term 'institution of highereducation' means an institution of higher education which has

31..



28

demonstrated the administrative and fiscal capacity to carry out
the provisions of this part." We try to clarify it there. But we'll cer-
tainly take up the suggestions.

If I could just say, for those schools, there may very well be a
marginal advantage, but they are under the overall borrowing
level, which I think makes a difference.

And just to sayand I didn't mean to interferebut I think it is
enormously important since the word "entWement" is such a buzz-
word. I always like to hear it when people complain about it which
entitlements they want to repeal. In terms of the cost of this pro-
gram, it is about $30 million a year subs'dy, effectively, for the
period of the first 4 years or 5 years of the legislation. That's the
extent of it. And I hear what you are saying; that issue has to be
addressed under the budget agreement with either a designated tax
that is going to be specific, or otherwise a reduction in another en-
titlement program. We understand and are working with the Fi-
nance Committee to deal with that very issue. I think it is worth-
while just to raise the point, but we ought to put it in some per-
spective as well. The issue has been in conversation, and it hasn't
been satisfactorily disposed of in terms of the Appropriations Com-
mittee today, but there have been active and continuing discussions
with the chairman of the Appropriations Committee, and that is
going to be an ongoing process. I think it is important just for the
basis of the record to understand where we are.

I apologize to my friend from Indiana.

OPENING STATEMENT OF SENATOR COATS

Senator COATS. Mr. Chairman, first of aE, I want to compliment
Senators Simon and Durenberger, and Senator Bradley who is not
here, for taking the step to look and see if there is a better way we
can do something. Too often we don't do that. We put a program in
place, and we assume that it is there, and therefore that's all there
is. And you have attempted here to construct a better mousetrap
I don't know that we know if it works better yet or not, but at least
you are making the effort, and I compliment both of you on that.
And I hope we can have some substantive, serious debates and dis-
cussions about whether or not it is a better mousetrap and is some-
thing that we ought to pursue.

Clearly, I think everybody in this room would support the goals
outlined by Senator Bradley. We do want to provide access to
higher education to as many Americans as we can. We know that
the costs are excessive and that education is being priced out of the
range of a lot of Americans and their families. We do believe that
higher education is ultimately a benefit to our economy and to our
Nation.

Those are all desirable goals. As we cxamine how we get there, I
would hopeand while it is not within the scope of this commit-
teeI would hope we wouldn't just pass over the question of why
these costs keep rising. That's like addressing health care and
saying, well, there is nothing we should do about the increase in
costs; let's just see if we can keep providing people with enough
money pay for these costs.
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The increases in higher education, for whatever reason, are exor-
bitant; they are going beyond people's ability to pay. And as we
look at those increases and as we look at the way some of the funds
are being spent and so forth, I think some very serious questions
have to be asked of the institutions as to what they're doing to try
to hold down the costs because we're never going to be able catch
up. Given our current debt, given our obligations that are already
on the books, we are never going to be able to catch up in terms cf
providing assistance to students and families to pay for higher edu-
cation if the costs keep rising at double-digit rates.

I am sympathetic with the problems faced by the colleges and
universities, but they'd better take a look at their own shop if they
expect to keep attracting students and providing education.

By the same token, we need to look at ways that we can assist
them. I obviously share the concerns raised by Senator Hatch, Sen-
ator Kassebaum and others relative to where we're going with this
program.

I think the history of entitlement programs is that early on the
discuLsion was exa ztiv what we are talking about todayit's going
to cost so much; we can't go beyond this; Congress doesn't author-
ize it or appropriate it; we won't spend any more than "x" amount
of dollars. But we all know how entitlements work. We all know
that once a program gets on the books, a tremendous political con-
sensus or constituency arises in support of it, there is a lot of pres-
sure on Congress, and we are here assuming that a program has to
be funded and funded at increased levels, and we begin to talk
about the number of students who aren't eligible for the money,
and after all only 300 schools participate, and why shouldn't 3,000
participateand on and on and on, and it grows to the point where
we seem not to be able to exercise the political discipline to hold
down the costs.

I am wondering about the language here in the bill that is intro-
duced which says in section 453, "an eligible student at a partici-
pating institution shall be deemed to have a contractual right
against the United States to receive a self-reliance loan." I'd love to
be a lawyer handling cases for students, if Congress didn't appro-
priate the money after we guaranteed them a contractual right in
the law to receive the money.

So I don't think we can simply say that we'll look at this in 4
years, and if it doesn't work as well as we think, or if we don't
have the money to pay for it, we're going to nullify the contractual
rights of those students. I'm not sure that we are going to be able
to successfully do that.

And I think we need to be careful in terms of how we use state-
ments relative to IRS collection and CBO analysis of this. The testi-
mony given in February before this committee by Michael Bigelow,
deputy assistant commissioner of the International Revenue Serv-
ices, says, "the collection of delinquent student loans would add to
a very sizable existing accounts receivable inventory. While a por-
tion of this accounts receivable inventory is made up of accounts
which we hope to collect in due course, 27 percent of the inventory
is composed of cases which we categorize as currently not collect-
ible. These cases include bankrupt taxpayers, taxpayers who can't
pay because of hardship, and taxpayers that we cannot locate. We
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believe that many of the delinquent student loans which cannot be
collected through the offset program will fall into this category."

Now, look, we're going to have students who on the front end are
going to sign up for a guaranteed $30,000, who are going to be
making a judgment at the age of 17 or 18, saying, "Sure, sign me
up. I'll pay it back, because I'm going to be making $100,000 after I
graduate, and jobs are going to be available for me." We are going
to have a lot of students where those jobs might not necessarily be
available, or at least at the rate that they thought, and they are
going to fall into this hardship category or be advised to take bank-
ruptcy.

So to assume that we are going to collect all those loans, and it is
going to just flow into the Treasury to create a revolving fund I
think is an assumption that needs to be examined.

Then finally, the CBO report, while it does discuss possibilities of
providing savingsand that's what we would all likemore money
for more studentsit says, "while it seems likely that subsidy rates
will be lower under the IDEA program, the amount of borrowing
will almost surely be greater. First, many potential borrowers may
find the new program much more attractive than the fixed repry-
ment required under Guaranteed Student Loans; second, loan
limits will be higher, and finally, IDEA loans will be available to
all families of eligible students, without regard to family income.

Even though the subsidy per dollar will be lower for IDEA loans,
total subsidy costs could prove higher if borrowing increases sub-
stantially."

Clearly, there is going to be a very substantial period under a 25-
year loan repayment program in which a lot more money is going
to be going out than is coming in. A lot of up-front money is going
to have to go out until that first student graduates from school,
takes a job, and begins repaying 5 or 7 percent of their income
back into the fund.

So we are looking at a substantial amount of additional borrow-
ing against a Government account which most people would con-
clude is substantially over-borrowed already. And to pretend that
there won't be substantial interests costs to the American taxpayer
in the meantime I think is not looking at ihe situation realistically.

These are some of the questions that I think need to be exam-
ined. I don't have all the answers. I am glad that we're looking at
it. I hope we take a serious look at it. I hope we don't rush to judg-
ment here in a political year, thinking this is something that we
can shove out there to a hurting middle America and then find
ourselves 4 or 5 years fron, now in a bigger mess than we currently
are in.

The CHAIRMAN. I'll now recognir Senator Thurmond.

OPENING STATEMENT OF SENATOR THURMOND

Senator THURMOND. Thank you very much, Mr. Chairman.
Mr. Chairman, I want to commend you and Senators Simon,

Durenberger and Bradley for your efforts to improve this situation.
The question in my mind, howe,,er, is whether this will improve it.

For instance, in South Carolina, all the colleges and universities
we have heard from are unanimously opposed to this proposal.
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Most view it as an added burden for their financial aid administra-
tors, who are not equipped to handle such a program. They indi-
cate there are too many unknowns with such a proposal.

The South Carolina Student Loan Corporation, which adminis-
ters the loans in my State, is opposed to it as well.

Mr. Bill Mackie, the executive director of a nonprofit corpora-
tion, has written a detailed letter, and I won't go into all of it, but I
would like to mention that he strongly opposes direct loans and has
also called on different occasions on this issue. He suggests that the
capital outle.gs to start up a direct loan program would be substan-
tial and would add substantially to the Federal deficit. In addition,
he suggests neither the Department of Education nor highcr educa-
tion institutions are equipped to oversee and administer such a pro-
gram. And one final point that he makes is that those with lower
incomes will end up paying far more under the direct loan proposal
because it goes as far as 25 years, because the person pays less each
year, and the payments are stretched out over a longer period with
interest accruing all the time.

Then the Department of Education is strongly opposed to it be-
cause of the cost concerns and because of concerns about the ability
of the Department of Education to administer such a program.

Now, these are a few points in opposition to this program that I
think are worth noting. Direct lending represents a radical depar-
ture from existing law, and there are too many unanswered ques-
tions about how it will actually work out and whether it will really
work as the proponents suggest.

Under the direct loan plan, the Federal Government absorbs all
the losses from student loan defaults. Under the current law, the
losses are shared by the State guaranty agencies and the Federal
Government.

The Department of Education and many higher education insti-
tutions are ill-equipped to administer such a program.

With a 25-year payback period it could hurt rather than help
those, as I mentioned a moment ago. With 7 percent of our adjust-
ed gross income going for payments, it will take a long time for
many to pay off huge college debts with interest accruing all the
time.

The Federal Government would fund the start-up capital costs,
which would add significantly to the deficit until students began
paying back loans through their tax returns. The discussion draft
calls for a projected volume of new student borrowing of up to $450
million in fiscal year 1994.

The Congressional Research Service, the research service within
the Library of Congress that helps the Congress, indicates a big un-
known in new administrative costs for the Federal Government for
originating and collecting student loans. Repayments will not offset
the debt for many years.

Nearly all the colleges and universities, as I understand, have
made a report on this and seem to be opposed to it. I understand
the GAO made a favorable report, and there are points in favor of
this, but it seems to me the preponderance would be against it, cer-
tainly at this time.

I want to mention, too, that this is a new entitlement. There is
nothing that has done more toward getting this country into the
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debt it is today than entitlements. Fifty or 60 percent of the debt is
because of entitlements. Are we going to add another entitlement?

Today, as you know, the Federal debt is $3.8 trillion, and the pro-
jected deficit for this year alone, 1992, is $362 billion. I think we'd
better be more cautious, and we don't have to act on this matter at
this time. I think we had better consider it further.

Now, there was something said about Senator Kassebaum and
Senator Cochran changing their minds. Well, fools never change,
but wise people do.

That's all, Mr. Chairman. I've got to leave, but I would ask unan-
imous consent that my basic statement come ahead of the state-
ment I made in the record.

The CHAIRMAN. It will be so included in the record.
[The prepared statement of Senator Thurmond followsd

PREPARED STATEMENT OF SENATOR THURMOND

Ar. Chairman: It is a pleasure to be here this morning to receive
testimony on the latest proposal to provide for direct student loans.
Last October this committee had a hearing on direct lending and
received testimony from several witnesses including the Deputy
Secretary of the Department of Educatioa, the Director of the Con-
gressional Budget Office, representatives of the General Account-
ing Office, and representatives from the college community. Then,
as now, it was obvious that this is a highly contentious issue over
which there are great differences of opinion. A few months went
by, and then last week we considered the higher education bill on
the floor of the Senate. No amendments on direct lending were
taken up, and in the final analysis, we ended up with a good bill
which passed by a vote of 93-1. It seems a bit unusual to now go
back and hold more hearings on this issue.

In any event, I am concerned about the process as well as the
merits of the proposed direct lending draft. While some of the con-
cepts posed by direct lending have been thought out and debated in
some circles, there are many unanswered questions:

What is the status of the existing Department of Education
income contingent pilot program established in 1987? Is it working?
Is it efficient and effective?

In a practical sense, given past history, is the Federal Govern-
ment capable of efficiently handling such an undertaking?

Is direct lending really likely to work better than the existing
system of having the private sector make the loans, and the Feder-
al Government guarantee them?

What about the initial large outlays by the Federal Government
to get the program startedwhat impact will this proposal have on
the total Federal debt?

And does such a proposal pose additional burdens on college fi-
nancial aid offices?

Mr. Chairman, these are just a few of the questions posed by
direct lending which I believe are worthy of close scrutiny. I join in
welcoming the witnesses and look forward to their testimony.

The CHAIRMAN. I would point out that this is a voluntary pro-
gram, Senator, so none of your colleges or universities have to
worry about it. If they don't want it they don't have to volunteer,
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and it will mean more money in other parts of the country. I know
there are people who have been trying to hard to bang ;may at
Social Security as an entitlement, and if people want to work at
that, they will have their opportunity to do so.

Senator Jeffords.

OPENING STATEMENT OF SENATOR JEFFORDS

Senator JEFFORDS. Thank you, Mr. Chairman.
Certainly I want to commend the Senators before me and also

Senator Bradley for bringing this issue up. I think this is an oppor-
tune time to start discussing new ways to try to finance our post-
secondary education.

However, I would point out that I think it is a little premature to
get too seriously into any kind of a system before we review the
whole situation. This is probably the first time in 60 years that we
will have an opportunity to take a look at our national priorities
and reorder them, and that is very, very important. Certainly, edu-
cation overall has to be at the top of the list of that which will get
attention with expanding funding and work.

In the 1986 reauthorization, I got a commission established to
study these very questions, and they are now meeting and going to
be reporting at the end of this year on various options to change
the future financing of postsecondary education.

We also have the National Voluntary Service Act to take a look
at. I think there are some very excellent options available in that
program, to assist us in finding ways to reduce the amount of loans
necessary for today's postsecondary education. I think we have to
take a look at the military and whether that can be reformed, espe-
cially with respect to taking up some of the problems we have with
skill training and so on. So it is time that we take a look at it.

And I'm not afraid of entitlements. As you know, I was willing to
sponsor an amendment of Senator Pell to make the Pell Grants
program an entitlement. But I do have some serious concerns
about phasing in a direct loan program at this time. I don't have a
problem with a small demonstration project, but I'm worried with
one that ends up as an entitlement before we have fully analyzed
and taken a look at the other options that are available. Mr. Chair-
man, I'm pleased to be here today.

The CHAIRMAN. Thank you very much. To my good friends and
colleagues, if you'd like to make a very brief comment

Senator SIMON. Very briefly, Mr. Chairman. Congressman Tom
Petri would like to enter a statement in the record.

The CHAIRMAN. Fine. It will be included.
[The prepared statement of Mr. Petri follows:]

PREPARED STATEMENT OF MR. PETRI

Mr. Chairman: In the United States, we have the pre-eminent system of higher
education in the world. This is important if we and our ideals are to stay competi-
tive in an ever changing world. As Members of Congress and public servants, it is
our job to maintain our pre-eminence, and to make certain that all Americans have
access to the system.

That is a challenging mandate, and I applaud this committee's willingness to con-
sider new approaches such as income dependent lending as advocated by Senators
Simon and Durenberger, among others. I am convinced that the Income-Dependent
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approach, which many of us refer to as IDEA, offers the fairest and most efficient
way to help students finance investments in higher education.

IDEA is a direct student loan program, in which repayment is based on the bor-
rower's income after school, and is collected aa personal income tax by the IRS. The
basic principle behind IDEA is that education represents, at least in part, an invest-
ment. Students are investing in human capital, and they expect a return on that
investment in the form of higher future incomes. Under IDEA, the government
backs such investments in human capital and in exchange receives a participating
interest in the returns to that capital. In effect, students borrow against their future
income streams.

On an individual basis, students can't finance education in this way, because they
can't pledge their human capital as collateral and each individual can't guarantee a
particular level of return on his or her investment. But collectively financing educa-
tion on the basis of pooled risk and return on investments is a sound governmental
approach to student aid. IDEA takes that sound approach from theory to practice.

When we do that, it turns out that this approach enables us to achieve a large
number of important advantages. In the first place, IDEA is clearly fairer than the
Stafford loan program. IDEA repayment is geared explicitly to ability to pay, where-
as Stafford is actually regressive. Under Stafford the student); who stay in school for
the longest time, and therefore have the highest later incomes, pay the lowest effec-
tive interest rates on their loans because they get the most benefit from the in-
school interest subsidy.

A second major advantage of the IDEA approach is that it provides a better deal
than Stafford, SLS, or HEAL for most students. For most students in 4-year pro-
grams, the cost of IDEA loans is approximately equivalent to that of Stafford, but
the IDEA loan provides the added advantages of insurance against low income, ease
of repayment through the income tax, and complete flexibility of repayment that
accommodates life changes like unemployment, periods of child rearing, divorce or
death of a spouse, low earnings right after school, or periods of low wage public
service employment. For shorter term students, IDEA is a better deal even in terms
of cost, or effective interest rate paid. Even for graduate students, IDEA can still be
a better overall deal, especially for borrowing during the graduate years.

A third major potential advantage of IDEA is that it solves the middle income
access problem we've all heard about. We all know that it would cost a lot of money
to open up eligibility for Stafford loans to all students regardless of family income.
But when you turn things around and look at the problem from the IDEA perspec-
tive, the whole picture can change. If the version of IDEA enacted charges extreme-
ly high income graduates a limited amount of premium interest, you would actually
want students from higher income families to participate because they tend to have
higher later incomes themselves and some of them would make some limited premi-
um interest payments helping to subsidize low income borrowers.

A fourth major advantage of IDEA is that it rationalizes and dramatically simpli-
fies the whole questLn of deferments and forgiveness provisions that, under the cur-
rent system, constitute an arbitrary, unfair, complex mess that's next to impossible
to keep track of. Under IDEA, everyone who needs a deferment because of tempo-
rarily low income, or forgiveness because of permanently low income, automatically
gets it, with no fuss and no extra iscord keeping. And we in the Congress don't have
to argue about which occupations are more or less deserving.

A fifth IDEA advantage is that it soives the problem of what to do about the se-
verely troubled HEAL program for medical professions students. Whether or not
HEAL is repealed IDEA should largely drive HEAL out of business because it is
much more attractive for those students, who typically face extreme problems of im-
mense loan repayment burdens and insufficient income shortly after leaving school.

The final IDEA advantage I'd like to mention is that this approach should save
immense amounts of money, between $1 billion and $2.7 billn per year, depending
on the approach adopted. That is a crucial point. If we want to spend more money
on Pell grants or other parts of the Higher Education Act, we've got to find savings
somewhere, and IDEA is a perfect source because it saves these tremendous
amounts while still providing a much better loan program than the ones we've got
now.

You might well ask a this point how this is possible. How can we save money
while providing a fairer and better deal for students, solving the HEAL and middle
income access problem, and providing universal deferment and forgiveness accord-
ing to need? The answer is that there are four major sources of efficiency in IDEA
that correspond to four sources of waste in Stafford and other current loan pro-
grams.
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The first of these is that IDEA practically eliminates defaults, which are probably
the biggest source of waste and potentially the biggest source of savings in the cur-
rent guaranteed student loan programs. Under IDEA, there is no reason to default
because repayment is based on ability to pay and is capped at a reasonable percent-
age of income. And there is no opportunity to default because the repayment is part
of one's income taxes. This alone is a potential source of savings on the order of a
billion dollars plus.

Note that these savings have nothing to do with direct lending and everything to
do with income-dependenceincluding the IRS collection, the ability to move peo-
ples payments up or down flexibly over time, and the potential of receiving premi-
um interest from high income graduates.

As you know, there is a direct lending proposal in the House reauthorization bill,
but it is not income dependent and will not achieve any savings in default costs.

Even if IDEA is enacted only as a supplementary program, which doesn't repeal
Stafford or HEAL, you can still reap large savings in the default costs of such loans
by requiring that all new Stafford and HEAL loan agreements will carry a stipula-
tion that if those loans go into default, they will be converted automatically into
IDEA loans and become subject to IRS collection under the IDEA terms. In that
way, IDEA will reduce default costs even under the programs which might coexist
with it.

A second source of efficiency in IDEA is precise targeting of subsidies. IDEA pro-
vides subsidies to all those who need them, only to those who need them, and to the
extent of their need. In a sense, borrowers who might have defaulted under pro-
grams like Stafford have what would have been their defaults defined out of exist-
ence under IDEA. But, later on, if their income goes up, they come back into repay-
ment easily under IDEA, so that the government doesn't spend more on subsidies
than people need.

An income dependent program offers the opportunity to pay for those subsidies,
at least partly, from limited premium interest payments from high income gradu-
atesthat is, from those whose investments in education have paid off most hand-
somely. That's exactly the reverse of the Stafford program, which, on average, subsi-
dizes high income graduates in preference to low income borrowers, who have low
incomes in many cases precisely because they didn't graduate or invested only in
shorter term programs.

This is not an essential feature of an income dependent program, and the Simon-
Durenberger proposal does not include it. But I would note again that it does help
justify opening the program to everyone regardless of family income.

The third major source of efficiency is a lower cost of capital. Whereas existing
programs use private capital at politically negotiated interest rates, IDEA uses gov-
ernment capital at a much lower cost. That's another billion dollar potential source
of savings at no cost to students. While it may appear that this source can be tapped
with a non-income dependent direct loan approach, such as the Andrews approach
in the House reauthorization bill, those proposals suffer from potential collection
problems. Only the IDEA-type approach justifies collection as income taxes by the
IRS, which solves the collection problems associated with direct government loans.

Moreover, in any direct lending proposal you must consider administrative costs
which may partially or wholly offset savings in cost of capital. After all, in the Staf-
ford and other guaranteed loan programs we're not paying banks only for the use of
money. We are also paying for a certain amount of administration, If you just move
the same type of administration somewhere else, it will cost the same amount of
money. IDEA, on the other hand, offers greatly simplified administration, which is
its fourth source of efficiency. Under IDEA, loan origination is simple because there
are no extra institutions involved and because there is no needs analysis. Anyone
attending an approved school is eligible regardless of family income. Practically all
the schools have to do (besides providing information on the program) is compile
lists of applicants and send them off to the Treasury,

Loan collection is also as simple as it can beschools would have no role at all
other than reminding departing students to begin withholding IDEA taxes. And
since the IRS is already in the tax collection business, and repayment is included as
personal income tax liability, the added costs to the program would be small. No
additional tax returns are generated, as those who fall below th( filing threshold,
and therefore owe no regular income taxes, owe no IDEA payments either. In fact,
IDEA should simplify the job of the IRS, because it will get the IRS out of the busi-
ness of withholding the refunds of loan defaulters.

In short, :he IDEA concept increases the availability of funding, reduces defaults,
and makes repayment more manageable.
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To the extent that subsidies are involved, they are progressive. And the money
goes where it should goto students who need itrather than to bankers, default-
ers, administrators, and the richest graduates.

In the process, IDEA frees up a great deal of federal money which can be used for
education grants or for deficit reduction. The IDEA loan program provides an inno-
vative and cost-effective way to ensure access to higher education for all students,
and I encourage this committee to study the IDEA concept and to support it.

Senator SIMON. And then some of these points, like the cost of
attendance, for example, as Senator Coats mentioned, we can work
out. We're talking about a very, very limited entitlement, and it is
voluntary for any school that wants to come in. My hope is that we
can move in this direction. And while people attack entitlements, I
can remember when a judicial nominee was up, and he read a
speech where he attacked entitlements, and the Senator from Mas-
sachusetts said, "What entitlements would you like to get rid of?"
and I didn't hear any entitlements anyone wanted to get rid of.

Senator COATS. Well, if I could just respond to that, sometimes
the answer is not what entitlements you'd like to get rid of, but do
we want to add more given our current national debt and given our
current budget problems.

Senator SIMON. I promised the chairman I would make this brief.
This is the first entitlement you've ever heard of that will save
money, and it will.

Senator COATS. That's not the first time that statement has been
made.

The CHAIRMAN. Senator Durenberger.
Senator DURENBERGER. Mr. Chairman, the important point for

me this morning is, I think, to compliment my colleaguesbecause
we are still here an hour and a half later. I think it is the quality
of the questions that is going to help the quality of the statements
that come behind us, and the real experts, and I compliment all of
you for your questions and your comments.

On Dan Coats' point, once we head down this course, we're going
to head down this course. We aten't playing games. Once we head
this way, we're heading this way, and if you are hesitant about it,
then it is really appropriate to ask these questions.

But with regard to the point you made about dealing with the
cost of higher education, that's the one thing that bothers me the
most about this proposal, and I have said this here before. But we
aren't going to find the answer to how to restrain the cost of
higher education before we have to deal with the issue of access,
and that's our quandary.

At least we're dealing with the issue of access differently from
what our predecessors did in 1965. They had an access problem for
the poor and the elderly to health in this country. They fixed it
with an entitlement and sent the bill to the grandchildren. That's
the problem.

This one doesn't send the bill to anybody other than those who
are the potential beneficiaries of that education, and they are the
ones who will have to be responsible for making the judgments
about how much of what do I want, and will I work to get some-
thing out of this progratn, because it's going to cost menot some-body elseto pay it back.

I think as you labor with entitlements and giveaways and all the
rest of the things I hear particularly from others not here today,
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that's the big difference between this kind of an approach and the
ones that our predecessors did in health care in 1969.

The CHAIRMAN. Thank you very much. We are really grateful to
all of you.

We now welcome our second panel. John Silber is president of
Boston University; William Byron, president of Catholic Universi-
ty; Phyllis Hooyman, the director of financial aid at Hope College
in Holland, MI; and Barry Bluestone, professor of political economy
at the University of Massachusetts in Boston.

I want to welcome my fellow citizens from Massachusetts who
have thought about this issue in great deal and want to recognize
in particular the extraordinary leadership that President Silber
has had in this area. This has been an issue he has thought
through over a long period of time.

Just of interest to members of the committee, I was looking back
through the history of the Elementary and Secondary Education
Act and the early debates in the Sixties, and old Ralph Yarborough
included a study of John Silber's about the importance of early
education. We are beginning to come around to the acceptance of
that reality Ps well.

So we are grateful to all of our panelists who have given a good
deal of thought to education issues in general and in particular to
the matter that is before us.

I might ask President Silber if he'd be good enough to start off.

STATEMENTS OF JOHN SILBER, PRESIDENT, BOSTON UNIVERSI-
TY, BOSTON, MA; FATHER WILLIAM J. BYRON, PRESIDENT,
CATHOLIC UNIVERSITY OF AMERICA, WASHINGTON, DC; PHYL-
LIS K. HOOYMAN, DIRECTOR OF FINANCIAL AID, HOPE COL-
LEGE, HOLLAND, MI; AND BARRY BLUESTONE, PROFESSOR OF
POLITICAL ECONOMY, UNIVERSITY OF MASSACHUSETTS,
BOSTON, MA

Mr. SILBER. Senator Durenberger ended his testimony by quoting
from an address that was made by Senator Kennedy back in the
Seventies when he introduced the legislation to establish a pro-
gram very similar to the one that is before you today. It was a self-
reliance loan program called "the tuition advance fund," but incor-
porating many of the ideas that are in here today.

The reason I think Senator Kassebaum and others were cospon-
sors there is because it was a somewhat different program than the
model that is before you this morning. It was a program that was
designed to really solve the problem of access to higher education,
and I suppose its boldness and its comprehensiveness made it seem
unrealistically expensive for enactment. And consequently, after
all this lapse of time of 12 years, in which Senator Kennedy has
continued to be concerned with this, and Senator Simon has
become a Senator and continues to be concerned with this, and
many others have worked on it for so many years, they have now
decided on a pilot program.

A pilot program if it is going to work has got to offer a complete
conceptual unity. Suppose we had a pilot program fbr high speed
railroad traffic for the United States, and we decided to do it be-
tween New York and Washington. It would be essential to lay rails
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and to have the cars and the engines to make it possible. Supposeyou had a pilot program of this sort, but you left the wheels off theleft side of the vehicles, or you left some of the track off, or youdidn't build some of the bridges. You'd have a disaster on yourshands.
Now, what I would suggest to the committee is let's have a pilotprogram of a self-reliance loan, but make it a pilot program out ofthat bill that Senator Kennedy presented back in the late Seven-ties, which was a comprehensive approach that made sense, thathad all pieces fitting Ing:ther, so that it would actually workand,if you find the cost too much, then reduce the size.If you were to have that program as a pilot at $1 billion a year,increasing to $2 billion the second year and $3 billion the third and$4 billion the fourth, it would be fully phased in at $4 billion, andwithin 10 years, you would see that the repayments, always in-creasing every, single year, would begin to achieve the objectivesthat he had in mind, which was a self-sustained national endow-ment for the financing of higher education that ultimately wouldimpose no cost on the taxpayer, but leave every individual studentwith the obligation of assuming the cost of the education he re-ceived, recognizing that education is an investment, not a matter ofconsumption, and that the individual who has been educated, andtherefore has an annual income substantially higher than one whohas not been educated will be so benefited that he can easily affordto pay the cost. And it also had an element of justice built rightinto it. Who should pay the cost of one's enhanced capabilities as aresult of education if it is not the person who is the beneficiary?This placed the responsibility for paying on the individual, and itgave the opportunity for education to everyone. That system madea great deal of sense. And if you ask where are we going to find the$1 billion rising to $4 billion, try one penny on the gas tax the firstyear, two pennies the second year, three pennies the third, andfour pennies the fourth. Ask Mr. and Mrs. America, "Would youpay an extra penny for a gallon of gas if your child had the abilityto borrow enough money on this kind of system to be able to fi-nance his college education?" and the answer would be a resound-ing yes, and the middle class would say, "My God, the Congress hasawakened, and they care about the middle class and are doingsomething for them.'

At the present time there is no question that the Pell Grants, theStafford loans, the Perkins programs give educational opportunityto the poor, and we don't need to worry about the rich. But themiddle class is in a terrible jam. When I testified on this subjectbefore, Senator Durenberger raised objections with me that he saidhe hoped I would think about and get back to him on. One of theobjections was that under a program of self-reliant loans where theindividual who receives the educational benefit is the one whomust pay for it, he asked aren't we transferring to the kids aburden that should be borne by the parents.Well, we ought to ask the question: How did the parents do it?The fact is that, except in the families of the very well-to-do, theparents never did it. It was kids who worked their way through col-lege at a time when it was financially possible to do so, or they re-ceived an entitlement called the GI bill, which made money for this
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country and made money for everyone person who participated in
it. Or they got a scholarship. But the parents never paid for it.

When my mother completed her education, she did it by going to
night school and to summer school while she was a full-tine teach-
er. That's how my parents got their education; they paid for it
themselves. And when it came my turn, they helped me as much
as they could, but it wasn't remotely enough, and I like most of the
people in my generation paid our way through college by a bunch
of odd jobs.

I did it, as the Senator may imagine, by being a debate coach. I
cashed in on my argumentative nature. [Laughter.]

The gimmicks people have used have indicated the extent to
which education is a do-it-yourself project. But we have seen in the
last 10 years that the cost of education has simply gone beyond the
ability of young people to earn enough to pay for it.

We had this last year at Boston University to raise our budget
for student financial aid by $15 million, and next year we'll raise it
by another $12 million. Each year it has had to go up because we
had a 22-percent increase in the number of students who qualified
for financial aid, and there simply isn't the money out there.

We are going to have to do something about this if we want an
educated Nation.

Now, when we come to the question of controlling costs in the
schools, this year Boston University raised its costs by 2.9 percent
for next yeai That's well below the level of inflation. And why did
we do it? Not because we liked to cut back that hard on our
budget, particularly when we have to find another $12 million for
student financial aid, We did it because the competition requires it.
The State institutions are out there, heavily subsidized by the tax-
payer; that put a definite threshold on the ability of independent
universities to raise their tuition.

Now, when we talk about the arlvantages of this loan program,
and one speculates about whether it will save money or reduce red
tape, there is really no question about that. If we introduce a pro-
gram that recognizes that education is an investment and that per-
sons who are educated earn more and make the country more pros-
perous and contribute to economic competitiveness all over the
world, then we recognize that it is folly to have a means test for
eligibility to be educated. It is as foolish as to require an IRS form
in order to get on the turnpike. The program shculd be available to
anyone, and you ought to design it such that people who are so fi-
nancially well-off as not to need it will not use it.

In Mr. Kennedy's original bill, he had a 50-percent surcharge
added immediately on to the amount of money that was lent. When
the person borrowed, he understood that he paid back 150 percent
of what he borrowed. If he was going to be well-off and be able to
pay back rapidly, he knew perfectly well that the effective interest
rate would be around 12-15 percent, and it would be a good deal.
So this discouraged participation by those who did not need it. At
the same time, it relieved the universities of means tests. Means
tests are the biggest item of red tape in student financial aid that
there is. It takes an enormous amount of time.

And I can assure Senator Kassebaum that this program will
greatly reduce red tape on the part of the university and the bu-
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reaucratic costs that go with it. If the Department of Education
doesn't know how to handle this, then they can sublet this as a
contract to Boston University, and we'll show them how to run it.
There are any number of institutions that can run this.

And I can't believe for one moment that the IRS doesn't know
how to collect it. They do very well collecting from me and most of
my friends, and I daresay they will collect from the students who
borrow under the program. Obviously, they would have to have a
new box on the W-2 form. That won't cost very much to introduce.
And if a person checks that box that he has indeed received a self-
reliance loan, then the employer presumably will automatically
deduct as a part of payroll deduction a percentage appropriate to
the income that person is earning. This greatly simplifies the proc-
ess of collection.

This should be understood as an advance of taxes, so that there
is no possibility of default. Remove the possibility of bankruptcy.
No eligibility for bankruptcy because this is an advance against
taxes, and it is returned by taxes. Under this system, there are
only three normal means for avoiding repayment. One is death, an-
other is disability, and the third is Leavenworth, and none of those
are particularly attractive alternatives to the payment of one's
debt.

In this way we can be sure that we will save the $3 billion cur-
rently being spent in default of these loans at the present time.

The self-reliance scholarship makes a great deal of sense. What I
would suggest is to introduce it as a very limited pilot program of
Senator Kennedy's original bill. That will work. It will amortize
itself. It will show you the possibility of establishing a permanent
national endowment, self-sustaining, for the financing of higher
education.

In the present form, however, with the greatest respect for my
friend, Senator Simon, I don't believe your charts. As I have been
able to look at it, I don't know how Ciey were calculating the T-bill
rate, but the current T-bill rate is a very lovely 4.5 percent; add 2
percent to that, and you've got 6.5 percent. That is almost a histori-
cal low in modern times. The average for the 1970's was 6.3 per-
cent, which would give one, when you add 2 percent to it, 8.3 per-
cent.

The average in the 1980's for the 52-week T-bill was 8.9 percent.
Add 2 percent, and you have 10.9 percent. Suppose we take an av-
erage over that 20 years. It is 7.6 percent for the 52-week T-bill.
Add 2 percentage points, and we have a 9.6-percent interest rate.

Let's suppose a student uses the $25,000, and if he has any finan-
cial need at all he will need every penny of that. By the time he
graduates and starts to repay, he owes $33,191 if that average ob-
tains, and the interest is over $3,000. If he has a salary of $20,000,
he will have a shortfall of almost $1,800 a year.

If, 5 years later, he does very well, and he now has a salary of
$30,000, he will have a shortfall of about $1,000. If, in the next 5
years, he reaches $40,000, which is doing extremely well, he will
have a shortfall of about $400.

So over that 10-year period, doing extremely well from gradua-
tion to the time he's out 10 years, he will have had a negative am-
ortization of about $1,000 a year, so that when you compound that
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interest, he will owe at age graduation plus ten, $47,591. And if he
wants to be able to hold it at that level and not have any further
negative amortization, he'd better have a sudden salary increase to
$68,000, and if he expects to pay it off in the next 15 years that
remain, he's got to have a salary of $85,000.

Now, you can shift these numbers some by supposing that in-
stead of the average being 9.6, that maybe it is only 8.6 or 7.6, but
as you reduce that average, you reduce the credibility of the projec-
tion.

The difficulty with this is that this bill as it now stands also re-
moves the in-school subsidy on interest rates, which is 3.25 percent
plus the T-bill rate. That offers a student who has a financial need
a better deal than this deal. And the middle class is not going to
rise and cheer with the passage of this bill as it presently stands
because they will see this as a disadvantage. If they have eligibility
for the Stafford loan, they will take the Stafford loan any time,
with that subsidy of interest, over this new formula.

On the other hand, if you were to introduce, let's say, in five or
ten independent colleges and universities and five or ten State col-
leges and universities the tuition advance fund plan as originally
proposed by Senator Kennedy, you would then have a manageable
program that could demonstrate the soundness of this system for
the financing of higher education. Those students who participated
would not be eligible for any other Federal programs; they would
simply finance the cost of their education through that means. And
in trying out that pilot, I think we would demonstrate the sound-
ness of it.

I think that demonstration has been made with theoretical
soundness such that we ought to introduce it as a total piece of leg-
islation for everybody, substituting this for the existing student aid
programs and making it a universal program of universal access
but universal responsibility on the part of those who are benefici-
aries.

But if in this climate it is not possible to go all the way, then I
would suggestion going as far as we can with a conceptually sound
pilot program. But I call your attention to the deficiencies in the
pilot as it is now designed, because you took one wing and half the
stabilizer off Senator Kennedy's plane, and I think he would be
very disappointed if it tried to fly it. I don't want to see him killed
in the crash that would result from this, nor any other member of
the Senate, because your heart is in the right place; you are think-
ing this thing through, and you are trying now to do something for
middle class children and their parents so they can be educated,
but you need a conceptually sound vehicle in order to do so.

There is no question, as my colleague from Hope College will tell
you, that universities can easily manage the kind of program Sena-
tor Kennedy proposed originally or the program that is before us
right now. And schools that aren't smart enough to figure out how
to do that don't need to apply.

So we shouldn't waste much time with objections of that sort, it
seems to me. And we should not be frightened by the bugaboo of
entitlement, because if this country is entitled to a future, it must
educate its young people. If we fail to educate our young people
and we will fail if we don't entitle them to access to college and
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universities so that they can complete this higher educationwe
will lose our entitlement to a future.

The CHAIRMAN. Thank you very much.
Father Byron.
Father BRYON. Thank you, Mr. Chairman. Forty-five years ago I

was sitting in college on the GI bill, and reflection on that experi-
ence has really brought me to a point of commitment to this point
of direct lending, and that is why I am here today.

I am now president of the Catholic University of America, and I
have been in higher education administration for over 20 years,
and I have seen my generation in function of the benefits they re-
ceived from the GI bill move on to positions of responsibility, posi-
tions of influence, and return to Treasury far, far more than was
ever laid out in support of their education.

I think if we all came to the table with a blank piece of paper
and said we were going to redesign the higher education student
assistance programs, we'd have something far different than what
we have today. And I think a central element of the new design
would be this income-contingent payback program that we're talk-
ing about today. It seems to me that all we have to do is take the
classic, conservative principle of working your way through college
and reverse the sequencego to college first and work your way
through later on.

There is going to be resistance to this proposal, of course. We
have already heard some of it this morning. Sadly, I think there is
going to be some resistance within the higher education communi-
ty. The specter of complicated administrationI agree with what
President Silver saidif it's too complicated to run, let them sit
out. But we also right now at this moment are running a Perkins
loan program based on campus, and we've got a mechanism where
it can be done.

I would like to see a larger demonstration project, but I'm not all
that confident it's going to be easy to enlist participants because
there is a lot of unease. There is unease about IRS involvement;
even though IRS is involved with the taxpayer, it is only peripher-
ally involved with the institution.

All of this presumes the willingness of a really broad spectrum of
participating colleges and universities, and I for one am willing to
do some of the missionary work to try to get people onboard. But I
applaud the initiative. It's a delight to see that the acoustics have
improved here on Capitol Hill for this idea of income-contingent
payback, far different from when John Silber was talking about it
back in the Seventies.

I'd just like to make one closing comment and put my statement
in the record. The comment is this, that on entitlements, it is possi-
bleyou might just think of this small adjustment. The SLS is now
an entitlement. Perhaps anybody who comes into this program
could trade off participation in this program for the entitlement
privileges of SLS. That may be one small way of holding the bal-
ance in the context of this demonstration.

I'll put my statement in the record, Mr. Chairman, and we can
get on to hear from Barry and get into some questions.

Thank you.
The CHAIRMAN. Thank you.
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[The prepared statement of Father Byron followsd

PREPARED STATEMENT OF FATHER BYRON

Mr. Chairman and Members of the Committee, I welcome the opportunity to

present my views on the need for design modifications in our present system of stu-

dent aid.
If every college president in the United States and every member of Congress

could bring an open mind and a blank sheet of paper to the drawing board, a new

design would surely emerge for federal financial assistance to college students.

We all know the problem. The prospect of unmanageable debt is discouraging

some young people from beginning college. Mounting indebtedness is frightering

those already there. It forces some students out of the higher-priced independent

colleges into the public sector, or, from either sector, out of higher education alto-

gether. And for those who stay, the burden of debt complicates life unnecessarily in

their young adulthood. It tilts their career choices toward higher anticipated income

streams and away from undercompensated human service employment. The debt

burden also weighs-in heavily and negatively on the financial foundations of many

new marriages. The situation needs attention. Hence the need for a clean sheet of

paper and many open and creative minds to come up with a new design for federal

financial aid.
I think we should take another look at the "working-your-way-through-college"

principle, and think about reversing the sequence. College first, then "work your

way through" by permitting the Internal Revenue Service (IRS) to withhold a fixed

percentage of the post-graduation paycheck until there has been repayment with in-

terest of the federal funds advanced to cover the costs of education. Repayment

would be inco.ne-contingent. This makes the obligation manageable and, since re-

payments would be extracted from gross income by IRS, this obligation moves to the

front of the line ahead of all other personal dent responsibilities.

A federally-capitalized revolving fund would provide the wherewithal to meet col-

lege expenses. There would be no "defaults," because IRS would be in the picture

and tax evasion, an unattractive and high-risk option, would be the only other way

out. Repayments during a graduate's working lifetime would replenish the fund and

thus make the same form of financial aid available to subsequent generations of stu-

dents. Once up and running, the revolving fund would have "perpetual motion" and

the student-aid dilemma would be solved.
This is what the public policy vocabulary calls a "direct lending" plan. The ver-

sion I favor includes IRS as a collection device with appropriate phase-in provisions,

this approach could eventually
replace Stafford loans and some other present forms

of Federal student aid.
Resistance to this proposal can be expected from several quarters. College admin-

istrators are wary of excessive governmental intrusion. IRS involvement, even

though it would be with the student and only peripherally with this institution, is

resisted. Some administrators in the lower-priced, state-subsidized, public sector of

higher education will oppose the plan. It gives all students a realistic choice by put-

ting private higher education within their economic reach.

The banks will resist. They like the Guaranteed Student Loan (GSL) program

(now known as Stafford loans) eveo though, depending on the arithmetic of a par-

ticular year, it costs the Federal treasury between 35 and 50 cents on every commer-

cial bank dollar loaned. The secondary marketers of GSL's want no change, nor do

the various loan-servicing agencies. Their business would be reduced or eliminated

if direct lending of Federal dollars to enrolled students through the institution

where they enroll were to replace our present system.
Some legislators who have labored long and hard not only to construct our

present complicated system of Federal student aid, but also to keep it in place, will

be understandably reluctant to dismantle it, or even tinker with it, for an unproven

alternative. Others are ready to exercise both vision and care in changing the

present system.
There is an intellectual appeal, a compelling logic, that suggests the direct-lending

design is the way to go. The blank sheet awaits pol ey architects capable of design-

ing a student financial assistance program that is characterized by universal eligi-

bility, direct lending, income-contingency, simplicity, workable terms, and phase-in

choices that would retain present programs as viable options. We need a direct-loan

demonstrationproject large enough to produce a valid test of this idea on its merits

All of this presumes the willingness of a broad spectrum of participating colleges

and universities whose presence in the demonstration project will require both

vision and courage now, and will serve in years to come as a badge of honor for
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having led higher education's tuition-dependent institutions out of their present eco-
nomic insecurity toward financial stability. It can happen. There can be genuine
access and meaningful choice for any student capable of benefiting from the rich
developmental opportunities colleges can offer.

Institutions of higher education must not be scared off by those who raise the
specter of government regulation and administrative complexity. The direct-lending
idea is, as Islorman Corwin remarked many years ago when speaking about brother-
hood, "not so wild a dream as those who profit by postponing it pretend."

Mr. Chairman, I published a book in 1989 called Quadrangle Consideration.s (Chi-
cago: Loyola University Press, 333 pp.). Chapter 25, "Paying for College" makes the
case for the income-contingent payback proposal in greater detail. I submit a copy of
that chapter for the record. Thank you.

The CHAIRMAN. Thank you.
Ms. Hooyman.
Ms. HOOYMAN. Mr. Chairman, members of the committee, my

name is Phyllis Hooyman, and I would like to request that my full
statement be entered into the record.

I am director of financial aid at Hope College in Holland, MI. We
are a 4-year liberal arts college, enrolling approximately 2,800 stu-
dents. Under the current Stafford loan program, formerly the
Guaranteed Student Loan program, my office has processed loans
for 1,100 Hope students this year, totalling $2,805,000.

I have worked in financial aid for 14 years. I am a past president
of the Michigan Financial Aid Association, and I currently serve as
chair for both the MSFAA and the Midwest Association of Student
Financial Aid Administrators Federal Issues Committee.

I appreciate this opportunity to testify on the income-dependent
education assistance or self-reliance loan program contained in S.
1150, the revised version of which is a creative response to the need
for increased grants and loans within the constraints of the current
budget provisions. My colleagues join me in congratulating you on
this landmark piece of legislation which has indeed brought finan-
cial aid once again within the reach of middle class families. We
hope that appropriations in the future will bring this aid within
their grasp.

As it exists, the GSL program is often a bureaucratic, time-con-
suming and frustrating process for students, parents, institutions
and financial aid officers. A student borrowing under this program
may eventually be involved with as many as six different agencies
during the life of the loanthe school, the lender, the guarantor, a
servicing company, a secondary market, and the Federal Govern-
menteach with its own application, its own deadlines, it own set
of regulations and its own policies.

Echoing what Father Byron said earlier, if given the luxury of
drafting the ideal Federal direct lending program from scratch, my
student aid colleagues and I would attempt to create a program
that adhere to the following general principles.

First and foremost, a direct loan program must convert the sav-
ings into increased financial assistance for students. A direct loan
program must be financed through direct Federal borrowing from
the private sector by the Secretary of the Treasury. A direct loan
program must be an entitlement, with no limit on the amount of
capital available to finance loans for qualified students and their
parents. Capital availability must only be determined by borrower
demand and eligibility, as is the case currently under the GSL ,ro-
gram.
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A direct loan program must be simple. A direct loan program
must restore integrity to the student loan process. Finally, a direct
loan program must make repayment of student loans a direct and
straightforward process. And I see three ways that this could possi-
bly be accomplished.

First, through competitive private sector contracts with features
to enhance performance. The Secretary of Treasury could service
loans to the Internal Revenue Service or private sector servicing
could be combined with existing IRS withholding options, thN.eby
allowing borrowers to authorize employers to withhold and forward
payments to designated servicers.

If structured according to these principles, there is no need to set
up a pilot or demonstration direct loan program. Based on the
above principles, direct lending is not an innovation but the appli-
cation of successful components of past student aid programs.
Direct financing for student loans worked in the past as an effec-
tive means of securing capital for Sallie Mae until 1981. Direct
origination of loans by schools has flourished under the Perkins
loan program since 1958.

To implement direct loans successfully, the numbers of schools
participating must be large enough to allow for Federal systems
building. Currently more than 8,000 schools participate in the GSL
program. To ensure a truly operational direct lending program,
now just a research study, we must include a substantial percent-
age of these schools in he initial cohort. My ideal that I would put
forward here today would be a minimum of 500 institutions.

In addition, the criteria by which participating schools are select-
ed must be broad enough to include institutions of all sectors and
sizes.

Finally, the initial cohort of participating schools must meet cer-
tain performance standards.

If structured according to the principles above, and implemented
along these guidelines, a direct loan program could be easily ad-
ministered by aa institution such as Hope College. I would not
have to hire additional staff to process direct loan. I have a full-
time staff of six individuals, and I find that I could easily shift
what I am currently spending in the bureaucracy of the Stafford
loan program to process GSL applications in terms of time commit-
ments, incoming GSL checks, etc. I could take that time to process
direct loan promissory notes and reconcile student billing accounts.
That would be easily accomplished.

In fact, the current Perkins loan program, which serves as a
model for direct lending, is an easily administered and simply for-
matted Federal program which serves our students effectively and
carries a far lower administrative burden on the GSL program.

For our students, and most importantly, direct loans would mean
more timey crediting of funds to their accounts and a significant
savings of costly guarantee and origination feesnot to mention a
considerable savings of time and energy in the application process.

The self-reliance loans authorized under the income-dependent
eOucational assistance program meet many of the benchmarks of
an ideal direct loan program. I would, however, like to suggest sev-
eral modifications.
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The primary driving force behind the concept of direct lending is
the recognition that the current GSL program needs to be restrur
tured. Although I would prefer to see full replacement of the GSL
program with direct lending, I understand that any proposed
change carries the possibility and risk of disrupting dollars avail-
able to students. Thus I also understand your decision to contain
direct lending to a new supplemental program under Part B.

However, the source of concern can be addressed by replacing
the current supplemental loan for students, or the SLS program,
with self-reliance loans for participating institutions. In doing so,
you will accomplish three significant goals.

First, you will begin to address the problems I just cited within
the Guaranteed Student Loan program; second, you will avoid the
need to create a new entitlement program; third, you will enhance
the ability to evaluate direct lending by creating parallel programs
under SLS.

You have clearly demonstrated that your primary reauthoriza-
tion goal is to better target limited Federal financial dollars to stu-
dents. For this reason, I urge you to create not a new program, but
rather a new solution to the problems in the existing program. A
thoughtfully constructed direct loan program that operates parallel
to the current GSL system, rather than a pilot or demonstration
program, will begin to achieve this goal for the largest number of
students and in the least amount of time.

I thank you for this opportunity to testify before you and to
make these comments, and I would be glad to respond to any ques-
tions you might have or provide further comment at a later time.

Thank you very much.
[The prepared statement of Ms. Hooyman followsd

PREPARED STATEMENT OF MS. HOOYMAN

Mr. Chairman, members of the committee, my name is Phyllis Hooyman. I am
Director of Financial Aid at Hope College in Holland, Michigan, a 4-year liberal arts
college enrolling approximately 2,800 students. Under the current Stafford Loan
Program, formerly the Guaranteed Stucknt Loan (GSL) program, my office has proc-
essed loans for 1,100 Hope undergraquates so far this academic year, totaling
$2,805,000.

I have worked within the financial aid profession far 14 years, am a past presi-
dent of the Michigan Student Financial Aid Association (MSFAM, and currently
serve as chair for both the MSFAA Legislative Committee and the Midwest Assccia-
tion of Student Financial Aid Administrators' Federal Issues Committee.

I appreciate this opportunity to testify on the income dependent education assist-
ance or "self-reliance" loan programs contained in S. 1150, the revised version of
which is a creative response to the need for increased grants and loans within the
constraints of the current budget provisions. My colleagues join me in congratulat-
ing you on this landmark piece of legislation, which has indeed brought financial
Lid once again within the reach of middle-income families. We hope that appropria-
tiond in future years will bring this aid within their grasp.

As it exists, the GSL program is often a bureaucratic, time-consuming and frus-
trating process for students, parents, institutions, and financial aid officers. A stu-
dent borrowing under this program may eventually be involved with as many as six
different agencies during the life of the loan: the school, the lender, the guarantor, a
servicing company, a secondary market and the federal governmenteach with its
own applications, deadlines, regulations and policies.

If given the luxury of drafting the ideal federal direct lending program from
scratch, my student aid colleague:, and I would attempt to create a program that
adhered to the following general principles:
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DIRECT LENDING: BASIC PRINCIPLES

First and foremost, a direct loan program must convert the savings into increased
financial assistance for students. The goal of direct lending is to increase federal
student financial aid without increasing federal appropriations. The savinga should
be targeted to students in the form of increased eligibility for middle-income fami-
lies, higher loan limits, elimination of fees, or increased grants.

A direct loan program must be financed through direct federal borrowing from
the private sector by the Secretary of the Treasury. As described in greater detail in
a recent article published by the National Association of College and University
Business Officers (NACUB0), borrowing in this manner will allow direct federal
lending to realize real and significant savings over guaranteed lending.

A direct loan program must be an entitlement, with no limit on the amount of
capital available to finance loans for qualified students and their parents. Capital
availability must only be determined by borrower demand and eligibility, as is the
case under the current GSL program.

A direct loan program must be simple. It must reduce the generally acknowledged
complexiiy of the GSL program by limiting the number of participating entities, re-
ducing the number of transactions and the paperwork burden, and centralizing
record-keeping.

A direct loan program must restore integrity to the student loan process. Febru-
ary 1991 Department of Education documents describe the GSL program as "error
prone and extremely difficult to monitor and audit." These flaws can be minimized
by consolidating financing under the Treasury Department, centralizing oversight
under the Department of Education, and establishing clear, simple lines of account-
ability. Again, I refer you to the aforementioned NACUBO article for more details.

Finally, a direct loan program must make repayment of student loans a direct,
straightforward process. There are three ways to accomplish this goal: The Secre-
tary of Education could operate the servicing aspects of the program through com-
petitive, private sector contracts with features to enhance performance. The Secre-
tary of Treasury could service loans through the Internal Ilevenue Service. Or pri-
vate sector servicing could be combined with existing IRS withholding options,
thereby allowing borrowers to authorize employers to withhold and forward pay-
ments to designated servicers. A direct loan program also facilitates and eases loan
repayment by providing better opportunities than the GSL system for implementa-
tion of creative features, such as income contingent and graduated repayments. This
is possible because of the simplicity of a system with one source of capital and one
entity responsible for servicing and collections.

If structured according to these principles, there is no need to set up a pilot or
demonstration direct loan program. Based on the above principles, direct lending is
not an innovation but the application of successful components of past student aid
programs. Direct financing for student loans worked in the past as an effective
means of securing capital for Sallie Mae until 1981. Direct origination of loans by
schools has flourished under the Perkins Loan program since 1958,

IMPLEMENTING DIRECT LENDING

To implement direct loans successfully, the number of schools participating must
be large enough to allow for federal systems building. Currently, more than 8,000
schools participate in the GSL program. To ensure a truly operational direct lending
program, not just a research study, we must include a substantial percentage of
these schools in the initial cohort. There should be no restrictions to limit the loan
volume of a participating school or prohibit the participation of large volume
schools. Rather, participation of large volume schools should be encouraged in order
to achieve economies of scale.

In addition, the criteria by which participating schools are selected must be broad
enough to include institutions of all sectors and sizes. The House reauthorization
bill instructs the Secretary of Education to select schools which represent a cross-
section of institutions of higher education in terms of size, geographic location,
length of program, control and composition i student body.

Finally, the initial cohort of participating schools must meet certain performance
standards. As in other new initiatives under the Department of Education, such as
the quality control project, applicants should be required to meet performance
standards which typically include recent successful participation in the majority of
federal student financial aid programs, as measured by numbers of students, volume
of dollars, and absence of significant liability in audits.

If structured according to the principles above and implemented along these
guidelines, a direct loan program could be easily administered even by a small insti-
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tution like Hope College. I would not have to hire additional staff to process direct
loansI could easily shift the administrative resources currently used to process
GSL applications and incoming GSL checks to process direct loan promissory notes
and reconcile student billing accounts. In fact, the current Perkins loan program,
which serves as a model for direct lending, is an easily administered and simply for-
matted federal program which serves our students effectively and car.ies a far
lower administrative burden than GSL's.

For our students, direct loans would mean more timely crediting of funds to their
accounts and a significant savings of costly guarantee and origination feesnot to
mention a considerable savings of time and energy in the application process.

INCOME DEPENDENT EDUCATIONAL ASSISTANCE

The self-reliance loans authorized under the income dependent educational assist-
ance program meet many of the benchmarks of an ideal direct loan program. Eligi-
ble students enrolled at participating institutions are deemed to have a contractual
right to eeceive a self-reliance loan once Congress designates the federal agency re-
sponsible for collecting these loans. Self-reliance loans direct benefits to students,
with expanded eligibility for middle-income students and no origination or guaran-
tee fees. Self-reliance loan ensure program integrity and simple lines of accountabil-
ity.

However, some modifications to the legislation authorizing the income dependent
educational assistance loans are necessary to ensure the success of self-reliance
loans. I would like to address what I believe is the most significant modification.

The primary driving force behind the concept of direct lending is the recognition
that the current GSL program needs to be restructured. There is considerable evi-
dence that it buckling under its own administrative weight. The largest insurer of
loans, the H.gher Education Assistance Foundation, is insolvent. Each percentage
point rise in Treasury bill interest rates currently costs the federal government ap-
proximately $400 million in special allowance payments. Within the last year, the
cost of buigeoning defaults passed the $3 billion mark. Authorizing a new program
under Part D will not address these problems, but replacing the current guarantee
program with a direct loan program will.

Although I would prefer to see full replacement of the GSL program with direct
lending, I understand that any proposed change carries the possibility of disrupting
dollars available to students. Thus I also understand your decision to contain direct
lending to a new supplemental program under Part D. However, the source concern
can be addressed by replacing the current Supplemental Loans for Students (SLS)
with self-reliance loans for participating institutions. In doing so you will accom-
plish three significant goals. First, yoa will begin to address the problems I just
cited with the GSL program. Second, you will avoid the need to create a new entitle-
ment program. Third, you will enhance the ability to evaluate direct lending by cre-
ating parallel programs under SLS.

You have clearly demonstrated that your primary reauthorization goal is to
better target limited federal financial aid dollars to students. For this reason, I urge
you to create not a new program but rather a new solution to the problems in the
existing program. A thoughtfully constructed direct loan program that operates par-
allel to the current GSL systemrather than a pilot or demonstration program
will begin to achieve this goal for the largest number of students in the least
amount of time.

I thank you for the opportunity to make these comments and would be glad to
respond to questions or provide further comment at a later date.
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Mit heti lending is unquestionably the
gi most hotly debated issue as Congress
P. considers reauthorization of the
Bfr Higher Education Act. lf passed into

law, the direct lending program
would eliminate the role of lenders and sec-
ondary markets as middlemen in delivering
student loans, a move that supporters believe
would lead to substantial cost savings and
improved service to students. It is an idea
whose time has come.

Direct lending offers the best of both cen.
tralization and decentralization. Direct lend.
ing is a campus-based program which would
eliminate the current system's confusing ne .
gotiatfons between the borrower and the col.
lege or university business office. Under di.
rect lending, Treasury Department funds go
directly into students' billing accounts with-
out compromising standards of integrity and
accountability The participation of lenders

SWIM. and secondary markets would continue
through loan servicing contracted by the De-
partment of Education.

The benefits uf direct federal loans to stu-
dents hinge on the way the federal govern.
meat accounts for credit It extends In the
form of loan guarantees and direct borrow-
ing. The government's move toward the use
of direct rather than guaranteed loans, as
signaled in theist& reform provisions of the
Budget Reconciliation Act of 1990, makes the
replacement of guaranteed student loans
with direct loans a fiscally responsible deci.
lion.

Analyses conducted by the Department of
Education, Congressional Budget Office
(CB0), and Government Accounting Office

(GAO) all state that a direct loan program
with the same terms and conditions as the
Guaranteed Student Loan (GSL) programs
would result in savings of more than $1 bil-
lion, allowing for Education Gepartment
overhead rid contracting costs. A direct loan
program would save the government about
10 cents on every dollar loaned.

According to a December 1989 CB0 study:
The difference in the budgetary treat-
ment between federal direct loans and
guaranteed loans creates a bias in favor
of guarantees bemuse their costs are
deferred. When the costs are known
(after default) and finally recorded in
the budget, they are well past the gov-
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emment's control. Consequently, loan
guarantees have been growing much
faster than cadet loans in recent years.
The total cost to the government of the
new guaranteed loans ls now many
times mote than the cost of new direct
loam.

Echoing the C80 report, the president's
fiscal year 1992 budget stated:

Cleu ly, credit reform Ls not lust' an
accounung change. It Ls an opportunity
to see each program with fresh eyes.
Credit reform asks the right quesnons:
Who Ls being helped? By how much? At
what cost. ft focuses attention and bud-
getary decisions on the costs underlying
each loan, luxtaposed with the borrow-
ed who benefit from these programs. It
provides perspective for both policy
analysis and program management.

Similarly, the GAO stated in Its 1991 report,
Student Loam Med Loam Could Save Money
arid Simplify Program Aibninistratkm

Before the Federal Credit Reform Act of
1990 (P.L. 101-S08), the budget rules
favored guaranteed loans over direct
loans.... As a result of this accounting
method, direct loans appeared much
more expensive than guaranteed loans.

Since credit reform, the budgeting
rules allow a more equitable cos: com-
parison of guaranteed and direct loans.
Undet the new rules, the budgetary
costs of each program for a one-year
loan cohort Ls the net present value of
all costs associated with those loans. A
guaranteed loan's cost is the discounted
value of all interest subsidy and default
costs, while a dinct loan's cost is the
initial astray less the discounted stream
of antidpated pnncipal and interest re-
payments ...

A direct loan program orrating in
place of the Stafford loan program
could save over $1 billionpresent
value tennsassuming the loans are
made in fiscal year 1992.

AN HIMUNINT
like Stafford Loans, federal direct loans

would be funded as an entitlement under the
mandatory pan of the budget. As in the Staf-
ford loan system, no limit would be placed
on the amount of capital available. Capital
availability would be determined by student
and parent eligibility and demand.

The House reauthonzation bill (H.R. 35531
would provide entitlements for students and
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their parents, father than guarantees to lend-
ers, secondary markets, and guarantee agen-
des. Savings would be passed to students in
the form of inaeased eligibility for middle-
Income students, higher loan limits, and the
elimination of origination tees.

The dliect loan program would be financed
through the sale of securities by the federal
government. This would be accomplished in
the same way funding for the Student loan
Marketing Association ISallie Mae) was pro-
vided until 1981. Under that procedure, the
secretary of the Treasury Department,
through the Federal Financing Bank, sold
government securities to the private sector
and made the funds available to Sallie Mae.
That system worked well. and Sallie Mae Is
presently making payments on about $4.8
billion it still holds.

In the case of federal direct loans, the trea-
sury secretuy would make funds available to
the secretary of education for allocation to
institutions through the department's ft-
oAnce sYstem from which institutions draw
studad aid funds. Institutions would be able
to &Must their requests for funds according to
actual student eligibility throughout the pro-
gram year. Repayments would return to the
federal government and would not accumu-
late in institutional revolving funds, as Ls the
case with Peridns loans.

According to the House bill, 500 Institu-
tions would be eligibk to panicipate in the
new program beginning July 1, 1994. An
additional 1,000 institutions would be added
for the 1995-96 academic year. In 1996-97 all
eligible Institutions would be able to partici-
pate.

Under H.R. 3553, the secretary of educa-
tion would operate the setvicing aspects of
the program through competitive, private
sector contracts, Including a contract for
management of the national dliect loan data
system and loan consolidation. Profitmak-
Ing finns, nonprofit 01,1307.3310113, state encl.
ties, guarantee agencies, and institutions
would be eligible to apply for service and
collection contracts. Each college or under-
say would be able to select a government
contractor which its officials believe would
best setve the institution and Its students.

MUMS A MKT MN
An overview of how the direct loan process.

as envisioned in the House reauthorization
MIL would probably work is described below.

A student completes a federal financial aid
application to apply Mt all forms of Title IV

MANI. ICIMis 001(11, 33
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ald. The application is submitted to a proces-
sot, who in addition to computing a student's
eligibility according to the federal need anal-
ysis, conducts central data base matches with
entities such as Selective Service, the Immi-
gration and Naturalization Service, the De-
pamnent of Justice, and the National Student
Loan data base.

The processor forwards its result, including
default analysis, to the institution. The Mon-
tutton reviews the need analysis, dettnmines
the student's eligibility for all forms of Title
IV aid, and sends the student an award no-
tice.

The institution malls a standardized prom-
issory note to eligible students. The promis-
sory note includes only those data elements
and identifien essential to the disbursement
of the loan, such as loan amount, student's
name, student's permanent address, stu-
dent's social security number, student's
drive/ license number name and address of
student's nearest telative, name and address
of other ieferences, student's signature, and
date. Because a significant amount of time
may have elapsed since the National Student
Loan data-base match, the student will cenify
on the promissory note that he or she Ls not
in default on any Title IV loan or does not
owe a refund for any Mle IV grant or scholar-
ship.

The student completes the promissory
note, retains a copy and returns the original
to the institution. The deadline for submis-
sion of the promissory note could be the
earlier of the last day of the award year, June
30, or the last date within the award year on
which the student was enrolled and eligible.

The institution then reviews the promis-
sory note to ensure that it is properly exe-
cuted.

OMEN III INN
No loan funds may be disbursed until the

institutton has received a properly executed
promissoty note. Loans may be credited to a
student's account or disbursed directly to the
borrower by check.

As under the Stafford Loan and Perkins
Loan programs, the institution may advance
federal direct loan funds by creditirg an en-
rolled student's account no more than three
weeks before the first day of classes. The insti-
tution may advance loan proceeds directly to
an enrolled student no more than 10 days
before the first day of clasies. The institution
must return any amount advanced to a bor-
rower who officially or unofficially with-
draws or is expelled before the first clay of
classto.

Loans disbursed directly to a student's ac-
count must be clearly identified as federal
direct loan proceeds. Students are not re-
quired to sign an additional authorization or
acknowledgment ')f receipt of funds at the
time of disbursement.

At institutions using standard academic
terms, the payment amount Ls calculated by
dividing the total award by the number of
payment periods.

Institutions not using standard terms roust
make at least two payments during the aca-
demic year, one at the beginning and one at
the midpoint, after the student completes the
hours for which payment was received. If the
award is for less than an academic year, the
total amount is divided by the number of
payment periods the student will attend the
institution.

If the student incurs varying educational
costs and needs additional funds during a
payment period, the institution may advance
federal direct loan proceeds to the student to
meet those uneven costs.

An institution may credit the loan proceeds
to a new borrower's account before he or she
receives an entrance interview. However, a
new borrower must have an entrance loan
interview within 60 days of the date the loan
is credited to the accoimt or prior to leaving
the institution, whichever occurs first. An
institution may not advance loan proceeds
directly to a new borrower before he or she
has an entrance loan interview.

Institutions can form consortia to adminis-
ter the disounement of funds and promissory
note functions for them.

ZI1lft*FVUU
The institution draws down funds from the

Department of Education Payment Manage-
ment System. All regulations cc ricerning the
draw down of federal direct loan funds will be
consistent with current procedures for cam-
pus-based and Pell Grant programs. At the
beginning of each award year, an institution
is given an initial allocation based on its
previous federal direct loan volume. As the
award year prognoses, the institution's allo-
cation is adiusted based on the actual number
of eli -Ole students.

An institution draws down funds and
funds are posted to eligible student accounts
within time frames consistent with existing
procedures of the Department of Education
Payment Management System.

The federal government makes money
available as necessary to provide for prompt
and continual flow of funds to eligible stu-
dents.



EUPIIIS TIM LEM
An institution Ls only required to report

essential data elements to the department
contractor, such as student's enrollment sta-
tus; student's default history, if any; student's
repayment history, if any; and stuckm's an-
nual indebtedness under the federal direct
loan program. The secretary will, through his
contracts with private sector services, offer a
variety of ways for this data to be transmitted
by institutions including modem, tape,
floppy disk. Or a cumulative paper roster. The
institution should be able to elect the option.
A separate form will not be needed for each
loan applicant, such as the Stafford Loan
application or Pell Grant Student Ald Report.

An institution will report any change in a
student's enrollment status or loan eligibility
to the servicing contractor. Any funds that
arc recovered from a student as the result of a
refund ot overawed are deducted ftom the
next draw down of funds. The exact time
frame for reporting the data to the servicing
contractor will be determined by the educa-
tion secretary, taking into account valances
In institutional administrative capabilities.
However, an institution should not be al-
lowed to report less than quarterly to the
servicing contractor.

As under the Perkins Loan program. an
Institution l liable for determining student
eligibility, executing promissory notes, and
disbursing funds to borrowers. However, un-
like the Perkins Loan program, the institution
Is not liable for a loan during repayment if th:
promissory note was properly executed.
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If the institutton submns an improperly
executed promissory note to the department
contractor, the note will be returned to the
institution promptly for correction. If the
institution is unable to have the borrower
execute a correct promissory note, the institu.
don is liable for the loan only tf the borrower
falls to repay, as Is the case under the Perkins
Loan program.

MAMA 111E BMUS
Several high hurdles must be cleared before

direct lending is enacted. including a Senate
package that does not yet include a direct
lending provision and more bipartisan sup-
port in both the House and Senate than has
currently been shown for the concept of di-
rect lending. Senators Paul Simon iDlLl and
David Duren burger 1R-MN) are pressing for a
direct lending bill which features income-
contingent repayments for students. The ad-
ministution, which previously signaled the
probability of a presidential veto of direct
lending, now appears to be suggesting that
the president may shift his views as part of
the review of domestic policy issues. Al-
though the Consumer Banken Association.
National Council of Higher Education Loan
Programs. and Sallie Mae have come out
against direct lending, a growing alliance of
college and university government relations
and financial aid administrators Ls working
with members of Congress, urgrng them to
support a highly equitable and economically
responsible system for expanding federal fi-
nancial ald to students.

Myths ant Direct Lending
Wow tams Isomses ft NMI Mt Loan
guarantee have the same effect on the
economy as federal direct loans. Stafford
Loan guarantees are listed in the presi-
dent's FY 92 budget as a 100 percent con-
tingent liability of the federal govern-
mentIts responsibility for fx10,11 direct
loans would be the same. loan 8.....antees
affect treasury bill rates virtually as mudi
as direct borrowing, and lo.,n guarantee
Programs are more costly overall. While
raising capital for the $10 billion student
loan programs wholesale through the sale
of government securities to private mar-
kets adds to the $4 trillion dollar national
debt, the lower cost of direct lending could
reduce the defrcit if the savings were not
passed on to students. Loan guarantees are

a part of the national debt but are not
counted as such. Further, dined student
loans are an asset of the governmentan
Investment in its educated manpower
which will be repaid.
Met Luis Al NM Is IN JIlIPSI Ilso-
MINN The guarantee program is struc-
tured to pass the majority of risk onto the
federal government. States are not re-
quired to apptopriate money for defaults,
and the cost of risk borne by the guarantee
agencies is covered by student insurance
premiums. The only risk not assumed by
the federal government is the risk to lend.
ers when they do not perform due dili-
gence properly. To argue that there is less
risk to the government in the current pro-
gram because lenders make errors Is to

NAOMI SUSIMIS Omalt 35
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Myths Mut Direct WHIN (Ceetinel)
mike the care that the program is poorly
designed. The complexity of the program
leaves many errors undetected. In con-
trast, direct loam reduce federal risk try
providing dm simple lines of account-
ability, government servicing contracts
with positive performance bonuses, and
direct government oversight to further re-
duce risk.
WM Isms Mill Isms Aftlabgriews
Soft es ir J. If a college, univer-
sity, or trade school can process a Pell
Grant or Stafford loan, it can handle fed-
eral direct loans. For the student as well as
the institution, the application process
would wad much like a combination of
the Pell Grant and Perkins Loan programs.
Students would sign promissory notes that
the institution would fotward to its servic-
ing age0 The opporturdty for error would
be consider&ly less than with the compli-
cated Stafford loan program, and the sim-
plicity of the operation would reduce over-
all institutional costs. Analyses conducted
by institutional representatrves indicate
that the moral burden for administering
federal direct loans is less than for the
guarantee system.
Iftel Um Wall Wen losallilleal 11611-
Mr Institutions are currently liable for mis-
takes they make in performing their duties
for all the student aid programs, including
the Stafford Loan program. Because of the
relative simplicity of the direct loan pro-
gram, It would reduce institutional liabil-
ity, Fewer chances for error would be
present. and institutions would be better
positioned to integrate management of di-
tea loans with other 71tle IV programs.
IMO lams Wall IAN Is MN ANN 57

Fraud and abuse in the existing
loan system are not confined to a few
organizations. Without 45 guarantee
agencies, 10,000 lenders, and 35 secon-
dary markets to ovasee, the department's
efforts could be focused on contractors and
Institutions. aear lines of accountability
and financing managed by the Treasury
Depanment, in conjunction with integrity
provisions such as those in HI. 3553,
would reduce fraud and abuse in all stu-
dent aid programs.
ION Uses WWI Mre Trois UMW ai Is-
ms N bias MON The administration has
proposed inaeasing loan limits for the
Stafford Loan program. If there Ls an incen-

tive Ur Incase tuition artificially, it would
be the same with either program.
MINN MI dm Ms Lwalle Wslai PINS
Is MIllsolt Lenders would want their
claims paid on outstanding loans and
would, therefore, perform due diligence in
loan collection as required by law. With
about $50 billion in outstanding loans to
be setviced and with a recent Department
of Education study showing Stafford loans
to be more profitable than home mort-
gages and car loans, lenders would have
economic incemtvd to remain in the pro-
gram through the phase-in pettod. Guar-
antee agendes probably would receive an
administrative allowance based on out-
standing loan volume to assist in the
phase-down process. As the failure of a
malor guarantee agency in 1990 demon-
strated. loan guarantees can be transferred.
HI. 3553 has provisions to accommodate
failed or weak agencies.

Ultimately, private lenders participate in
the Stafford Loan program because it is
profitable. in the transition (TOM Stafford
Loans to federal direct loans, one must
assume the sarr. r economic process would
continue. In addition, higher education
does a far greater volume of other business
with the lending industry than it does
under the Stafford Loan program. During a
transition, the banking community proba-
bly would be cooperative.
TM Milo llopeloui guest So ft Pro-
MN With a July 1, 1994, start date for
direct lending and a three-year phase-in
plan, a smooth transidon Is possible. Fed-
eral direct loans are not guaranteed loans,
and a comparison to guaranteed or other
hunted loan programs is inappropriate.
Federal direct loans more closely resemble
Perkins Loans. The seaetary probablY will
make use of the best features of the Pell
Grant and Perkins deliveiy systems for di-
rect lending. The Department of Educa-
tion has made significant progress with
innovations to the Pell Grant program,
including electronic processing and Stage
Zero, which allows a student to use a com-
puter to complete an application with im-
mediate edits for errors. Electronic institu-
tional applications for Perkins Loans and
the recent electronic reapplication wtil
save the department millions of dollars in
printing, contract costs, and computtn&
while improving services to students. 0.
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The CHAIRMAN. Thank you very much.
Mr. Bluestone, we're glad to have you here again.
Mr. BLUESTONE. It is nice to be here again, Senator.
I'd like to thank Senator Kennedy and the committee for giving

me this opportunity to testify on what I think is pathbreaking leg-
islation. And while I have a complete statement that I'd like to see
in the record, I will depart from that in order to raise issues that
have not been raised here before, particularly some additional ben-
efits of the program that I don't think my colleagues have raised.

Second, I'd like to respond to some of the criticisms that have
been raised about the bill, and finally, deal with the issue that my
colleague Mr. Silber raised about the financing of the program.

First of all, let's keep in mind that what we are talking about
here is a program which has three very important elements: uni-
versality, direct Federal funding, and income contingency. It is
really those three elementsand I like to refer to it as "UDIC"
loansuniversal, directly funded, income-contingent repayment
systemsthat make this particular piece of legislation so impor-
tant, because each component of the legislation deals with a par-
ticular problem that higher education and postsecondary education
in general now faces.

Second, I think what we should realize, and we could put a lot of
numbers on it in terms of discrepancy between rising costs of edu-
cation both in the private system, Boston University, and the Uni-
versity of Massachusetts at Boston where I teach, where our tui-
tion and fees have doubled in the last 3 years as a result of cut-
backs in State funding. And so what has happened is that many
studints who might have considered going to B.U. at that time and
then considered to come to the University of Massachusetts and
thought they could afford it are now finding themselves going to
community college or not going on at all.

Solving that problem of the kind of "sticker shock" of tuition at
the private schools and the problems that States are finding in fi-
nancing their own education is something that this bill actually
deals with directly.

There are also a number of benefits that I'd like to bring to your
attention that we haven't talked about. Certainly, one of them is
that under current loan programs, the repayments are essentially
fixed, regardless of income. The problem with that is that while we
continue to have discrimination in the labor market on the basis of
race, ethnicity and gender, our loan programs don't reflect that. So
it means that while women, for example, still only make about two-
thirds of the typical male, a woman who takes the same amount of
loan from one of the current programs must repay the same
amount as a male who will on average make much more.

By making these programs income-contingent, we partially solve
that problem by ability to make income a factor in the repayment.

The second factorand I find this more and more important,
both in the years I taught at Boston College, and now in my years
at the University of Massachusettsis that increasingly students
are choosing what courses they go into on the basis of their ability
to pay back their loans. As a result, we're not getting ?,nough stu-
dents choosing to go into primary and secondary education, or
enough students going into other fields which perhaps pay less
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than lawyers and people who go to business school, but are critical-
ly needed in our society. And I think it is sad that under our cur-
rent loan programs, students are making choices not on what they
would like to do or what they could do for their country, but on the
basis of whether they can pay back their loans.

Again, the IDEA program, as other UDIC programs, deals with
that problem directly.

Let me deal with a few of the criticisms that have been raised by
members of the committee here. One, of course, is that this is an-
other program piled on top of an existing set. Indeed, one of the
problems we have at our university, and I think it is probably true
at Mr. Silber's university and others, is that there are such a
morass of loan programs out there that in fact we spin our wheels,
both families and students and administrators, in trying to figure
out what package of programs we can put together to pay for our
schooling.

This is an awful wage of energy. I would hope over time that if
this type of program as envisioned in IDEA and self-reliance loans
were to be successful as I think it will be, that we would streamline
ultimately the system of postsecondary higher education finance.

Second, the whole question again of entitlement. We have to re-
member that these are self-financing entitlements, and as a result
we are talking about an investment, not consumption. And if there
is one thing we have to be very clear about in our country, it is
that this is the time for investment, not consumption, and this bill
is an investment bill, not a consumption bill.

When we talk about shifting decisionmaking to the Internal Rev-
enue Servicea criticism raised by Senator HatchI can't help
but think that despite the fact that we collect taxes through the
IRS, and those dollars are used by our Department of Defense, I
would hate to think that in fact it is the IRS that is running our
defense policy. Indeed it is not. Under this system, despite the fact
that IRS might be the agency that would collect the repayments, I
doubt very much whether IRS would get its hands into the educa-
tional system itself any more than it controls our defense establish-
ment.

I would also like to just emphasize a point that President Silber
made, and that is in my experience the most difficult part of the
red tape of our current programs is particularly the income and
wealth verification. This is not only costly to the parents and to the
students; it is the most costly, most time-intensive part of what our
student aid administrators have to do.

By moving toward a universal program which is not needs-tested,
which is not means-tested, we completely eliminate the income ver-
ification problem and therefore cut out most of the red tape for
both the family and the institution.

And finally, the question of encouraging students to go into debt.
There is a big difference, whether it be a family, a business, the
Federal Government or a student, whether we are going into debt
in order to forward our consumption or we are going into debt to
forward our investment. And indeed what we need to do through
this program is to make it very clear that going into debt for in-
vestment purposes is a good deal. And we know from every study
that has been done in the last decade that one of the best invest-
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ments anyone can make is not in the Dow Jones Industrial Aver-
age, it is certainly not in the General Motors Corporation todayit
is an irvestment in higher education.

Finally let me deal just very quickly with an issue that, again,
Dr. Silber has raised, and that is can we put together a set of re-
payment rates and a set of interest rates that would make this pro-
gram ultimately self-financing.

I was only able to see this legislation literally yesterday, and so I
have not been able to work through a simulation model for this
particular program, but 2 years ago colleagues of mine at Boston
College, Alan Clayton-Matthews and John Havens, and a colleague
of mine at the University of Michigan, Howard Young, an actuary,
put together a program called "Equity Investment in America." It
had a slightly different refinancing system, but basically it was a
UDIC, a universal, directly-funded, income-contingent program.

As part of developing that, we built a computerize(' simulation
model at Boston College which could be used to test whether in fact
this program would be fully self-financing. We did this for individ-
uals, and we asked what would happen if a particular student at a
particular age went out and borrowed, let't3 say, $20,000, $5,000
each year, toward their undergraduate education and then, based
on projected incomes across the whole population--and we did that
on the basis of Census data and relatively conservative estimates of
what projected earnings growth would bewe came to the conclu-
sion that if a student at age 21 left school, they would have to pay
about 6.53 percent of their wages and salaries, not their adjusted
gross incomewages and salaries is a smaller numberfor up to
25 years in order for this program to be self-financing for the
entire cohort of students who took those grants that year.

Now, this program is somewhat different but I would suggest
that it would be a relatively simple problem to take the simulation
models that exist at Boston College, perhaps other models that
exist here at CBO and at GAO, and estimate precisely what inter-
est rate we would have to charge and what the repayment rates
would have to be to make this plan work,

Let me give you an example of where it could be much lower. We
estimated what would happen if a particular individual who had
lost his job decided to go back to school at a vocational training
program which cost them just $2,500how much would he have to
pay over his future earnings in order to be able to pay that pro-
gram back. The answer was 1.14 percent of wages and salary earn-
ings.

So perhaps this idea of having 3, 5, and 7 percent could be en-
hanced and developed so that in fact we could make this work. I
might add that based on our projections in terms of this particular
individual who went back to school to learn computer program-
ming, having lost his or her job, let's say, in the steel or the auto
industry, would only pay 6 percent of his additional income over
and above what he would have earned if he had not gone to school
to pay for that vocational training.

I would contend that there is not a single investment in America
that has such a high rate of return.

In sum, the program that you have put together here is some-
thing that is badly needed in America, and I think it is tugging at

,GU
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America and particularly the middle class in very much the same
way as the question of health insurance and ensuring that every-
one has decent health care in this country.

As Senator Durenberger pointed out, there are many opinion
polls that will tell you that families who are trying to deal with
their health care problem, families who are trying to deal with the
question of how to educate their sons and daughters, will tell you
that this is every bit as important to them as what we do on health
insurance.

So that I would hope that in this year, when we are really trying
to win back the hearts and minds of Americas' middle class, you
will strongly consider this as one way of doing it.

Thank you very much.
[The prepared statement of Mr. Bluestone follows:]

PREPARED STATEMENT OF MR. BLUESTONE

I would like to thank the Chairman and members of the Senate Labor and
Human Resources Committee for the opportunity to testify on legislation that will
provide for a national demonstration of an innovative program for financing higher
education in America. The Income Dependent Education Assistance program, in my
opinion, is an idea whose time has come. The "self-reliance" loans envisioned in this
legislation will provide postsecondary students with a rational, equitable, and fiscal-
ly responsible method for financing their own educations.

This legislation exemplifies a fresh approach to one of the two domestic issues
most on the minds of American voters as they look toward the 1992 elections. Un-
questionably, the special Senate election held last November in Pennsylvania high-
lights the strong political sentiment in this country for innovative federal initiatives
which can deal with the mounting problem of providing universal medical care. I
am quite certain that if a opinion survey were taken today, the financing of postsec-
ondary education would place high up on a list of politically salient issues along
with the desirability of some form of national health insurance.

I would like to use this opportunity not so much to examine the details of the
proposed loan program specifically under consideration during this hearing, but to
testify to the need and propriety of the general approach to higher education fi-
nance found in the Income Dependent Education Assistance plan. In doing this, I
will draw on my own work in this areaparticularly in the background research for
the "Equity Investment in America" program developed with the assistance of my
colleagues, Alan Clayton-Matthews and John Havens of Boston College and Howard
Young of the University of Michigan.'

ELEMENTS OF A GOOD POSTSECONDARY EDUCATION FINANCING SYSTEM

The Income Dependent Education Assistance (IDEA) Program contains three criti-
cal elements:

(1) Universal Eligibility
(2) Direct Federal Funding
(3) Income-Contingent Repaympnt
For brevity, we can refer to any higher education loan system containing these

elements as a "U-D-I-C Loan Program".
The superiority of a UDIC loan program over current funding mechanisms for

postsecondary education is based on a combination of all three elemi.its:
Universal EligibilityUnder current financial arrangements, when it comes to

paying for the costs of attending college, the wealthy and a small but select number
of low-income students have things pretty well in hand. Healthier students, by
yirtue of their family's economic circumstances, generally pay these costs out of ex-
isting assets. High ability lowincome students, on the other hand, have available to

Sec Barry Bluestone, Alan Clayton-Matthews, John Havens, and Howard Young, "Financing
Opportunity for Post-Secondary Education in the U.S.: The Equity Investment in America Pro-
gram," Briefing Paw, Economic Policy Institute, June 1990 and Barry Bluestone, Alan Clay-
ton-Matthews, John Havens, and Howard Young, "Generational Alliance: Social Security as a
Bank for FAucation and Training," The Amerkan Prospect, Summer 1990, pp. 15-29. Parts of
this testimony are also drawn from a paper, "Income Contingent Student Loans," (October 25,
1991) which I co-authored with Jerome M. Comcowich of the University of Hawaii.

f 1



58

them an array of government and private sector grants and scholarships. In con-
trast, most low income and virtually all moderate income families have been left to
fend for themselves. Just when postsecondary education is taking on greater value
for the individual and for the competitive position of the nation, the current system
of finance fails to provide a suitable method of finance for the vast "middle class."

The new proposed legislation deals with this issue directly. Under the IDEA dem-
onstration program, virtually every student in a participating accredited institution
of higher education would be elLible for loan support regardless of family income.
Middle class students as well as those from wealthy families can take advantage of
the proposed new program without placing any burden on the taxpayer since the
full value of the loans plus interest is repaid. Current grant support is maintained
for low income students in order to supplement available loans and provide an in-
centive for pursuing postsecondary education.

Direct FundingCurrent federal loan programs (e.g. the Stafford and Perkins
loans) provide an interest subsidy to students and a loan guarantee to private
banks. The upshot of this system is an implicit subsidy to the banking system and a
high rate of default. Defaults on student loans now run more than $1.5 billion per
year.

By providing loans directly co students, bypassing the banking system, and by col-
lecting loan repayments through a designated federal agency, direct funding reduces
the administrative costs of the program and virtually eliminates nonpayment.

Income Contingency RepaymentCurrent loan programs require students to repay
education loans at a fixed rate once they leave school. For many students this
means they are forced to make repayments before their incomes reflect their added
earning capacity. For others, this means repaying loans even if they are unem-
ployed. This not only puts enormous economic pressure on students, but contributes
to the high default rates found in current student loan programs.

Under the proposed legislation, loan repayments are income contingent. They
vary with the income of the recipient and as such reduce the strain of repaying the
loans, particularly under adverse economic conditions. As incomes rise, repayment
Increases. By setting repayment rates at a reasonable level and permitting borrow-
ers to take up to 25 years to repay their loans, the government is effectively assured
of a full return of principle and interest.

THE DISCREPANCY BETWEEN SCHOOL COST AND SCHOOL RESOURCES

The need for a new financing mechanism for postsecondary education is not diffi-
cult to document. At the very same time that schooling beyond high school is be-
coming more critical for individual as well as national economic growth, the cost of
schooling is accelerating faster than the rate of inflation. Public resources available
for loans and grants are by no means keeping pace with need. This is true for virtu-
ally all low income families and for the vast majority of the middle class. According
to Kenneth C. Green of the Center for Scholarly Technology at the University of
Southern California, the "sticker shock" of tuition and fees is forcing students to
"buy down." Students who would have gone to private institutions are selecting
public ones. Those who would have gone full time are forced to go part time. Some
who would have selected 4-year colleges are going instead to 2-year schools, and
more students from poor homes are going to vocational schools rather than col-
legeif they go anywhere at all. A recent USA Today survey of high school gradu-
ates suggests that some students are now falling out, not just "buying down." One-
third of the students in the survey intimated that they had delayed or indefinitely
put off college because of the expense.

Anyone with college age children can attest to the burden of college costs. The
College Board reports that by 1991-92 the cost to an in-state student for four years
of school at a 4-year public college or university averaged over $25,000 including tui-
tion and fees, room and board, and miscellaneous school expenses. The same educa-
tion at a private 4-year institution was over $50,000. At the elite schools, total ex-
penses run closer to $90,000. Yet, the amount of student aid available from the fed-
eral government in the form of grants and loans has not kept up with these costs.
In 1979, according to the The American Freshman survey conducted by the Higher
Education Research Institute at UCLA, nearly 32 percent of all freshman students
received Pell grants to attend college. Ten years hter, the percentage was down to
less than 22 percent. Meanwhile the proportion of students receiving Stafford and
Perkins loans from the federal government has risen only marginally, from 21 to 25
percent between 1979 and 1989.

The omy reason why college enrollments have not fallen off precipitously in light
of the growing gap between costs and aid is that colleges and universities are them-
selves assuming a greater share of the expense burden, providing more grants and
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scholarships generated out of their own revenue. The UCLA survey notes that be-
tween 1979 and 1989, the percentage of freshman receiving college grants and schol-
arships increased from 11.3 to 20.3 percent. Part of the higher tuitions being
charged by schools is being used to subsidize students from low and lower-middle
income backgrounds simply to maintain cultural and social class diversity in the
classroom.

Part of the difficulty is that the federal government has moved to disenfranchise
middle class students from federal assistance by restricting eligibility for grants. In
1979, the government set a $32,500 ceiling on family income for a student to be eligi-
ble for grant support. Today, despite inflation, a family must have an income no
higher than $28,000 to be eligible for aid. Even then, if a student is still eligible for
a grant, the amount provided has not kept up with increases in college costs. The
largest of the federal loan programs, the Stafford Student Loan, provides a maxi-
mum of $2,625 per academic year for the first two years of undergraduate study and
$4,000 for each subsequent year, up to a five year maximum of $17,250. Hence, a
student who takes out the maximum amount of Stafford loans over four years still
must come up with another $11,750 on average to attend a public university and at
least $36,750 to go private. Perkins Loans have higher maximums, but fewer than 3
percent of all freshman take advantage of them.

For those not eligible for federal grants or loans, going to the private market can
cost a bundle. One example is the Education Resources Institute TERI loan. With a
TERI loan, a student can borrow up to $20,000 a year with no income limit or
"needs test". However, the standard rate on TERI loans is the prime rate plus 2
percent. With a def erment on interest and principal while in school, a typical loan
of this variety with a 5-year term carries an annual percentage rate (APR) of 15:3
percent at regular commercial banks. Professional Education Plan (PEP) loans for
graduate study can be even more expensive if the student does not have a co-appli-
cant. The APR on a 5-year loan with a 2-year deferral of principal and interest is
currently in the range of 18 percent.

On top of high interest rates, the standard loan programs require students to
begin paying back large sums as soon as they finish school despite the fact that
their initial earnings are almost always modest. It is not surprising that the default
rate on education loans is now 18 percent for those who went to 2-year public col-
leges, 14 percent for those who attended 2-year private schools, 7 percent for those
who went to either private or public 4-year schools, and a whopping 33 percent for
those who used their loans to go to trade schools.

THE PRACTICAL BENEFITS OP UD-I-C BASED LOAN PROGRAMS

Restructuring post-secondary education finance along the lines of the proposed
IDEA legislation deals directly with a number of problems inherent in current
methods of supporting students in their quest for schooling.

(1) UDIC loans eliminate much of the morass of current federal loan programs in
favor of one universal, cr-nprehensive plan available to all postsecondary students.

(2) UDIC loans provide a substantially greater amount of funds under superior
terms to most current programs, thus allowing students to better meet the rising
cost of postsecondary education.

(3) UDIC loans are available to all students in accredited postsecondary schools
regardless of family income. There is no "needs test". It is a middle class program
every bit as much as one aimed at the low and moderate income student.

(4) Since repayment is based on actual earnings, there is effective deferral of prin-
cipal and interest as long as the student is pursuing full-time studies and has little
wage and salary income.

(5) Racial and gender discrimination in the labor market is not automatically rati-
fied as is the current practice under fixed obligation loans. The income contingent
feature of UDIC loans requires students to repay based on actual earnings and
therefore takes full account of differences in earnings for any reason.

(6) Because UDIC loans are income contingent, students will be more likely to
enroll in programs that conform to their academic strengths and career goals than
in programs which simply hold out the promise of extraordinarily high earnings
that can be used to repay fixed short-term loans. This may mean slightly fewer stu-
dents opting for law careers and MBAs and slightly more students preparing for ca-
reers in elementary and secondary school teaching, nursing, and other fields where
the monetary rewards are smaller but the contribution to society is arguably no less
and very likely greater.

(7) Under an UDIC loan program, students pay for their own education as the
benefits from that education become manifest. In most cases, this will reduce the
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major financial burden on parents and shift much of it to their children who benefit
directly from the educational investment.

(8) By setting repayment rates and the length of the repayment period appropri-
ately, a UDIC program will be self-financing, thus reducing or eliminating any ,3ub-
sidy from the taxpayer.

(9) Finally, if IIIDIC loans are successful to the point that students favor them over
the Stafford and Perkins loan programs, the federal government will save up to $5.1
billion of federal education spending per year. These dollarsor at least a portion of
themcould be used to expand the Pell and SEOG grant programs for the most fi-
nancially disadvantaged students. There are likely to be other benefits as well: sim-
plified and cheaper administration of education loans is surely one of them.

SOME QUESTIONS ABOUT U-D-PC LOAN PROGRAMS LIKE IDEA

A loan program as ambitious and "newfangled" as that envisioned in the IDEA
plan is bound to raise a number of questions about its funding, its impact on public
and private institutions of higher education, and its possible adverse effect on tui-
tion levels. A number of these can be answered here.

Question. Won't the implementation of a large scale U-D-I-C program add too
much to what we spend on postsecondary education?

Answer. No, for two reasons. First, a successful UDIC program will simply substi-
tute a better financing mechanism for an inferior patchwork quilt of current fund-
ing programs. Second, at least a small increase in higher education is warranted by
the high rates of return that college and university graduates now obtain. We are
no longer, "overeducated" as was the belief during the 1970's when returns to
higher education temporarily waned. One quantitative measure of the value of edu-
cation beyond the high school diploma is the enhanced earnings that educational
investments produce for those who pursue college and university training. My col-
leagues and I have calculated that in 1990 dollars, the present discounted value of
completing some college beyond the high school degree over the lifetime of the aver-
age worker is approximately $140,000. The present discounted value of four or more
years of college is nearly $500,000. These higher earnings reflect higher productivi-
ty.

Question. Won't a UDIC loan program jeopardize public higher education by en-
couraging students to enroll in more expensive private schools?

Answer. Unlit ely. While the repayment rates are reasonable, students will still
be forced to pay a significant amount of their earnings over a substantial period of
time in loan repayments. As a result, students will not automatically abandon
public higher education for higher priced private schools. Likewise, the maximum
lifetime limit stipulated on awards in such a UDIC program as envisioned in the
IDEA plan force students to be price conscious in making their investment deci-
sions. Ivloreover, it is not unreasonable to expect that the overwhelming majority of
individuals who decide to pursue higher education precisely because of UDIC loans
will choose lower priced public colleges and universities, boosting the overall num-
bers going into the public sector.

Question. Won't a UDIC program lead to enormous increases in the level of tui-
tion and fees?

Answer. Not necessarily. Continued competition between schools for a relatively
stable number of college and university students will ultimately require high priced
private schools to limit increases in their tuition and fee schedules. This is likely to
occur with or without UDIC loans. In any case, if tuition does continue to skyrocket
at private schools, the correct remedy is one that is now being implemented, at least
tentatively: antitrust action.

Public colleges and universities may be another case. They may use the IDEA pro-
gram to reduce the size of state government subsidie6. Given the interstate mobility
of students after graduation and the subsidy of middle class students on funds
raised by regressive gate taxes, increases in in-state tuition may, in fact, be justi-
fied. In an era of restrictive state budgets, UDIC loans would relieve states of some
of the tuition burden. Yet, in order to maintain a "good business climate", one can
expect state legislatures to maintain relatively low college and university tuition
and fee rates in order to provide strong incentives for their citizens to pursue what
is presumably productivity enhancing higher education.

Question. What keeps unscrupulous operators from setting up "sham" training
schools to take advantage of UDIC-fundecl students?

Answer. The IDEA program requires that institutions eligible for federal loans be
fully accredited and licensed by the states within which they operate. Moreover, the
IDEA loan authority could be given oversight authority to do spot checks on state
accreditation and licensing. To keep tuition and fees in line, the cost of education
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could be made one criterion for determining inclusion of a particular institution in
the IDEA demonstration.

Question. Won't the initiation of the IDEA program force colleges and universities
to spend a much greater effort on administering financial aid?

Answer. No, not necessarily. College and university financial officers are under-
standably skeptical about any new student loan program, especially one that cir-
cumvents the private banking system. They worry that any federal government
agency entrusted with administering a UDIC program will go about its business in
an inefficient bureaucratic manner, forcing the schools to assume greater responsi-
bility. The creation within the federal government of a special agency or "Trust" to
administer the IDEA program can take much of this burden off of the individual
school. This would be particularly true in financial offtcers played a constructive
role in helping to develop the regulations for the program. If the regulations are
satisfactorily drawn, schools should face no greater burden than under current pro-
grams. They, of course, will have to continue to supply the federal government with
basic information about enrclIment status and provide a campus-based office where
students can receive their loan payments.

Question. How will a UDIC program such as IDEA likely affect low-income stu-
dents?

Answer. The IDEA plan could end up providing additional resources to low-
income students. First, the program permits students to borrow more funds with
more reasonable repayment schedules Second, Congress can take a portion of the
$5.1 billion now spent on the Stafford and Perkins loan programs and transfer it
into the Pell and SEOG grants which have been especially helpful to low-income
students.

Question. Will implementation of a federal UDIC program such as IDEA make
state college prepayment programs like that in Michigan obsolete?

Answer. No, not necessarily. States which wish to set up college prepayment pro-
grams can do so regardless of UDIC loans. Parents who wish to make substantial
contributions to their children's education can do so using this mechanism,

Question. Won't the IDEA program have a negative effect on philanthropic contri-
butbns to institutions of higher education?

Answer. Probably not. Most corporate and individual giving to higher education is
for capital expansion, not current expenses. One suspects that corporations and indi-
viduals will continue to contribute to college and university endowments for such
purposes.

Answering these questions obviously will not mollify all those would oppose
the IDEA demonstration project. Moving toward such a radical restructuring of edu-
cation finance will certainly have its detractors, Private banks, subsidized by gov-
ernment guaranteed student loans, will certainly balk at losing this lucrative
market. Those who are part of the vast bureaucracy involved in servicing the cur-
rent array of loans may also object on self-interest grounds to a system that makes
their efforts largely unnecessary. However, the gains from implementing a UDIC
loan plan like IDEA--from the perspective of students, their families, and the corpo-
rate sector advocating more resources for educationpresumably should carry the
day.

Indeed, it is the rare government program that simultaneously satisfies a number
of disparate public policy goals and at tilt same time has the opportunity to garner
broad bipartisan support. The IDEA plan has the potential for being one of these,
By providing a significant increase in the level of federal funding available for
post secondary education, by appealing to the needs of the middle class student as
well as the student from the low-income family, and by providing a prudent invest-
ment opportunity for the U.S. Treasury, the IDEA higher education loan program
meets both the criteria of efficiency and equity for a government program.

The specifics of the program can be ciCaated and revised, but the basic structure
provides a sound basis for promoting the national debate on how America can
renew its commitment to education and to equal opportunity. Put simply, expanding
on the principles set forth in the IDEA amendments to the Higher Education Act of
1965 could be the ideal way to pay for education in the future,

The CHAIRMAN. Thank you very much.
A number of our members are present, so I'll ask that we try

and limit our questions. But let me just ask all the panelists about
one of the criticisms that we have not really addressed here today
which I think has to be in the minds of many: With this loan pro-
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gram effectively assured, won't all colleges and universities effec-tively just raise their tuitions to soak it up?Let's start with you, President Silber.
Mr. SILBER, Senator Kennedy, I don't think that's true at all. AsI said, this year, Boston University increased its tuition and feesand room and board a total of 2.9 percent. Our restriction was onthe ability of students to pay. With a 22-percent increase in thenumber of students qualifying for financial aid, and with no in-crease in the availability of financial aid funds from the FederalGovernment, we had to increase out of our own budget the studentfinancial aid by $15 million, and next year it will be $12 million. Ifwe had a program like this, if it meant any difference to us at all,it would mean that perhaps we could increase our own student fi-nancial aid budget by perhaps $4 to $5 million instead of $11 or $12million. It would be a help to the university; it would, if anything,enable us to hold the price down, not to gouge on it.I don't think the record will show that the universities havesimply been gouging by raising tuition. The problem is we live inthe first period in human history in which intellectuals had amarket value. If you went back 60 years ago, mathematicians werea dime a dozen; they were about as useful as poets. And the onlypeople in those days who ever were hired at any great salary werepeople like chemists, who could testify in a casualty suit and get agood fee from a lawyer, or they worked for Dupont or somethinglike that, and figured out how to blow somebody up.But basically, intellectuals like people in the English depart-ment, people in philosophy departments, math departments andphysics departments had no market value. Now they have enor-mous market value. People even in English can be hired off toMadison Avenue as writers and do very, very well.So we are out there competing with the market. And of coursethe Congress has done very well in raising the price of lawyers.When I came to Boston University, a full professor of law, a distin-guished professor of law, earned less than $30,000 a year. Now, ifyou want to hire a brand new lawyer right out of law school with 2or 3 years' experience,

you pay $75,000. And for a distinguishedprofessor, you'd pay $125,000.This is the marketplace that we have had to make. We didn'tinvent it. Intellectuals have a market value. That's what is drivingup the costs.
Mr. BLUESTONE, If I might add a statistic or two to this, the Uni-versity of California at Los Angeles carries out something calledthe American Freshman Survey. In 1979 when they carried thatout, they found out that 11.3 percent of all freshmen in the UnitedStates at 4-year schools were receiving grants or scholarships thatwere funded by the college or university where they attended; 11.3percent in 1979. In 1989 when they carried out the same survey,that was up to 20.3 percent. I think this confirms a point thatPresident Silber was making.

The second thing has to do with not private education, where inDr. Silber's case you are talking about education which costs inexcess of $20,000 a year, but the University of Massachusetts atBoston where our tuition and fees have risen, as I said, double, toabout $4,500. We are seeing, given our students, who come general-
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ly from the working class of the Boston area, that we have reached
the elastic part of the demand curve. That is, as we have raised
those tuition and fees to try to keep the university afloat, we are
seeing the number of students coming and applying to the universi-
ty declining. We have lost 900 new students this year alone as a
result of that rise.

So that I think this question of what keeps tuitions from going
up too fast is indeed the market, and that is going to be true
throughout the system.

Father BRYON. I don't think it necessarily would happen. If this
proposal goes through, it is going to introduce some new competi-
tion into the marketplace. We look at cost and price, always
making that distinction. In the independent sector we have higher
prices than the State-subsidized sector, but not necessarily higher
costs. And we are going to be seeing ourselves staying competitive
one with the other with some price discipline as well as cost disci-
pline.

Nobody could give you a guarantee that there wouldn't be some
price increases. There have been price increases in the past, but
those price increases are going to be geared very, very tightly to
the costs, over whk h some of those we have no control.

Ms. HOOYMAN. I would echo that in saying that I believe from
my perspective it is a much more positive marketing stance if we
are able to say to a family, "We have contained our cost increases
to 6 percent this year," rather than saying, "We've increased our
costs by 12 percent but, boy, do we have a great loan program for
you." That would be my perspective.

The CHAIRMAN. Thank you.
Senator Kassebaum.
Senator KASSEBAUM. Dr. Bluestone, I'd just like to commend on

your observation about the health care system because the health
care system, as it spun out of control and cost, has only invited the
Government in to try to impose controls. We began with hospitals,
and now we're trying to assess how far we should go with both the
insurance companies and the providers, the physicians. I think you
could make some comparisons, as a matter of fact. As costs of
higher education seem to go beyond control, with Federal dollars
involved, we are going to try and impose more and more controls.

So I think it is an apt comparison, but I'm not sure that the end
result is one that, as a matter of fact, we want. That is my concern
about this issue in trying to figure out how best to work with the
student loan programs.

I agree there is a wide variety of loan programs. Am I hearing
you say that you wish we could combine all of these into a single
loan program?

Mr. BLUESTONE. I said, Senator, that ultimately, particularly
with this demonstration, that students are in some sense going to
march with their feet. They are going to try and move toward
those loan programs that work effectively.

If this one doesn't work, it is going to disoppear. I think what
would happen, and what I would ideally like to seemaybe it
won'tis that over time we'll see certain of these programs rise to
the top as they have with the Stafford loan program, which domi-
nates the others in terms of total size, and it is possible that this
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program in the future might be one of the largest of all the pro-
grams because it is the best one from the point of view of the Gov-
ernment and the best one from the point of view of the students.

Senator KASSEBAUM. Earlier on I asked about expanding the SLS
because, essentially, this is what we're talking about. Would that
have any merit, or should we do away with SLS if we are going to
move in this direction?

Father BRYON. I mentioned the SLS in my testimony, but you
weren't here then.

Senator KASSEBAUM. I apologize. Alan Greenspan was just talk-
ing about the shape of the economy.

F'ather BRYON. How are we doing? [Laughter.] But I pointed out
that for purposes of this demonstrationyour concern was one
with an additional entitlementI suggested that those who are
drafting the legislation might consider a trade-off. For an institu-
tion that goes into this demonstration set, this group, they might
be willing to trade off access to SLS in order to have this, and thus
there would be no entitlement problem, or at least no alteration of
the entitlement equation, through the life of this program.

On the health care thing, we don't have any system of education-
al insurance in the United States and the third party payers, all of
which are there, and every time mention is made of a Government
program, those of us who are running the places always hear that
you are going to have the Government all over you, anu you're
going to have all of that interference.

Well, I have been in higher education administration for 20 years
now, through a whole lot of programs, and I can honestly say I am
happy to live with that situation, and I have not experienced the
oppression of Government regulation or telling us what to do.

I'd sure be willing to run that risk if we could get this program
in place because this program is for the benefits of our students,
and that is why we are there in the first place.

MS. HOOYMAN. I would concur in that. I feel that it could very
well serve to replace the current SLS program. In fact I would rec-
ommend that were an institution to volunteer to participate in this
program, that would make them immediately ineligible to partici-
pate in the SLS. I feel it would be very effective in serving our stu-
dents, so I see that as a natural outcome.

Senator KASSEBAUM. One other question regarding Senator Pell's
observation that, if we use the Treasury as a means of collecting on
the new program, it should be used for all student loan collections.
Otherwise, there really is discrimination that enters in; have you
made any comments on that observation?

MS. HOOYMAN. Are you asking for all current GSL programs? Is
that what your question is?

Senator KAESEBAUM. I assume that was Senator Pell's observa-
tion, was it not?

The CHAIRMAN. I think that is the point he makes on it. I think
if we're talking about doing a demonstration or a pilot program, as
far as I'm concerned, that we ought to have it be a demonstration
or a pilot program, and not tie it back into the o...her programs. But
I think it does have the inherent problem in terms of the enforce-
ment mechanism, which we would have to consider at the time of
evaluation.



65

Senator KASSEBAUM. And some discrimination between students
who are borrowing for real need and those whose job possibilities
might be a bit different.

I have used up my time. Thank you.
Mr. BLUESTONE. Senator, I don't have a definitive answer for

your question, but I think obviously the drafters have to think
about this problem.

I think to the extent that students would have an opportunity,
almost cafeteria-style, to go with one system rather than another,
there are going to be pluses and minuses attached to each one of
them. The current programs, for example, do have a very large in-
terest subsidy. This one has none at all. What that would mean is
that you are going to have on the one hand students seeing some
benefit to going with the current program.

On the other hand, the repayment system if you think about it
has kind of a built-in insurance system to allow them to pay it on
an income-contingent basis. This will be attractive to a lot of stu-
dents, and so as a demonstration project what we would be able to
do is to see who elects which program and why, and to the extent
that we will also be studying this, it will give us an opportunity to
craft improvements in that regislation.

Let me just go back to one other point you raised, though, be-
cause I think you were raising it with me, and that had to do with
the health insurance as an analogy to higher education. I think
most people in the health fieldand I admit I'm not an expert in
that areawould argue that a great deal of our added cost and
why we are spending such a higher percentage of our gross nation-
al product on health care has to some extent to do with the fact
that we're using private insurance to fund a great part of our
health insurance, and that means very, very high administrative
costs.

That is alEo the problem we have in higher education today, that
by developing the system and using banks and third party pay-
ment, we actually add an enormous amount of administrative cost
which doesn't benefit the taxpayer or the student, and we have to
deal with that.

Senator KASSEBAUM. I know I shouldn't, but let me follow that
up for a moment. I understand the fastest-growing part of universi-
ty budgets, as a matter of fact, is in administrative costs; is that
true?

Mr. SILBER. No, it isn't true. It depends upon the university. I
think if you take a look at some of the universities, at the Univer-
sity of Pennsylvania, for example, I believe the ratio of faculty to
nonfaculty positions is one faculty member to seven others. If you
go to Boston University, you'd have one faculty member to about
1.8 nonf. iculty members. So it varies enormously between institu-
tions and depends upon the efficiency with which they are driven.

The same thing is true of secondary education. If you go to the
Catholic schools, they are very lean in administration and very
long in the teaching staff. The bite-to-tail ratio there is very favor-
able. But if you go to a typical school system, it is loaded with non-
productive administ:ators and relatively few teachers. So there is
no generalization there.
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Senator KASSEBAUM. That's just a very objective observation.
[Laughter.]

Mr. SILBER. Indeed jt is, Madam Senator. It is quite objective,
and there is all kinds of data to back it up.

Senator KASSEBAUM. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Simon.
Senator SIMON. Thank you, Mr. Chairman, and I thank all of

you.
Let me just add this thing is evolving, and you may on reflection

have other ideas. I might just mention, Dr. Silber, that we used a 6-
percent Treasury rate, which is slightly higher than the CBO pro-
jections, but all of these things can change.

I thought your comments, Mr. Bluestone, were absolutely on
target. We are talking about an investment entitlement rather
than a consumption entitlement, and I think that is a huge, huge
difference, and one that will ultimately pay back for this country.

John Silber, you have been known for being tart-tongued and
blunt, and you have not let us down today in that respect. Let me
ask you this question. We have opposition to this, obviously, by the
banks, for reasons I understand. One of the institutions we created
to help students is Sallie Mae, and they nave helped students, but
they see this as a threat to their institution, and they are spending
money lobbying against this legislation.

Do you have any suggestions for us in that area?
Mr. SILBER. Well, I think that crass form of influence-peddling

should be looked down upon not only in candidates for public office
but particularly in Government agencies. I think it is scandalous
that they can spend the taxpayers' money trying to perpetuate
their own empire, and I think the idea that banks are not a special
int( Test is ludicrous. The idea that banks want to make enormous
profit off a guaranteed loan, where the basis for a profit in banking
is based on risk-taking, and they have zero risk on the loanthat
should reduce their margin substantially. But they don't want to
reduce their margin, and consequently it is a highly profitable ven-
ture. Well, I can't think if any reason why a bank wouldn't figh , to
keep a bird's nest on the ground when they have one, but there is
no excuse for allowing them to do it. I think it ought to be exposed
for the sheer special interest lobbying that it is.

Father BRYON. About 40 years ago Eric Sevareid wrote a book,
and the title of it was Not So Wild a Dream, and he took the title
from a quotation of Norman Corwin, who was speaking about
brotherhoodwe could apply it to direct lending herewhich was:
"Brotherhood is not so wild a dream as those who profit from post-
poning it pretend."

Senator SIMON. I like that quote, and I can't think of a beiter
way to end my questioning.

Thank you, Mr. Chairman.
The CHAIRMAN. Senator Durenberger.
SellatOr DURENBERGER. I'll pass, Mr. Chairman.
The CHAIRMAN. SenatOr Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman.
Let me first of all thank all four of you for your testimony and

thank the chairman for allowing me to sit in the hearing today.

7 u
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I wonder if you could describe why you think it is an advantage

to try to develop a program that allows nontraditional students

access to a college educationmeaning not 18- or 19-year-olds, but

those who now under existing programs have difficulty getting

access to financing for a college education.
Mr. SILBER. I think for one thing, Senator, there is no way that

you can know in advance of the educational opportunity, the full

intellectual capacity, spiritual artistic capacity of individuals. We

discover the limits of our capacity by testing them, and a good col-

lege or university is a place that gives individuals the opportunity

of testing the envelope of their own capacity. And you don't know

until they've tried. This is an important thing to encourage.

I am influenced by this regard by the fact the my mother, in her

thirties, while she was teaching full-time had to go back to school

to become a fully-qualified teacher because she was supporting our

family, and without her income we simply would have had no way

of surviving. Her access to education was based on night school and

summer school, and these are the kinds of educational opportuni-

ties you are talking about. But it was a grave burden for her and

for the family for her to complete that education.
I think today it is even more serious when you have single-

parent families who are stuck on welfare, and the mother may not

have the skills to get a job. To open the doors of higher education

and the doors to greater economic productivity for such individuals

is extremely important. This is one way we can reduce the cost of

welfare is by truly empowering individuals who are on welfare
and empowerment doesn't mean putting your hand into a fist and

raising it menacingly at somebody else; empowerment really has to

do with the ability of an individual to do more things than they

could do before, and educational institutions provide the greatest

opportunity for the enhancement of their capacities.
Father BRYON. We are in the business of' tile ievelopment of

human potential, and that potential doesn'r ory co at age 22 or 23;

it is there through life. We all get plenty 38 these days by

people who are sidelined by the recession, la it Woald be great if

they could go back to school. Some of' the m .:....ttepreneurial in-

stitutions are giving free tuition for grau,..ate work for those

alumni who are temporarily sidelined.
Senator BRADLEY. These are people who are essentially out on

their own now, and parental income for them as a concept for eligi-

bility is irrelevant; right?
Mr. BLUESTONE. It's meaningless. I'm not sure I even like the

term "nontraditional" anymore because our higher education insti-

tutions are changing. At my university, the average age of our stu-

dents is now 27. I would say it is probably true that 70 percent or

more of our students are self-financing their education not based

on their parents.
Second, we keep talking about lifelong learning, the need to go

back to school sometime later in life to learn a new occupation or

learn a new skill. I happen to have grown up in Detroit, and I feel

acutely the fact that General Motors yesterday announced the clos-

ing of 11 plants, with 16,000 additional layoffs. By 1995 General

Motors will have half the employees it had in 1985. What happens
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to those people? Where do they get the education and training in
order to become productive again in the American system?

This program would give them an opportunity that in many
cases they do not have today.

Ms. HOOYMAN. I would add from my perspective that I find this
particular group of students probably to be the most highly moti-
vated group of students that I know.

Senator BRADLEY. The most self-reliant.
Ms. HOOYMAN. Yes. They have seen enough of life experience

that they know what they want. And unfortunately, given the fact
that they are older, many of our more traditional institution6 are
not very well serving that particular population and are in dire
need.

I would add that in Michigan, for example, our legislature has
found that there is increasing demand on our State aid programs
largely due to the growing influx of the nontraditional older stu-
dent, so they are really being hurt in the process.

Senator BRADLEY. If I could follow up on some of the points that
were made by the panel about what should be the design of the 5-
year demonstration, the question really is should you make self-re-
liance loans another w4y to pay for college education, voluntarily
chosen on the part of individuals, or should you require anyone
who takes a self-reliance loan to be ineligible for any of the others?

Dr. Silber, you had a clear point of view on that, and I was won-
dering if other people on the panel have any thoughts about that.
Then I would like to come back, Dr. Silber, for your suggestion
about something.

Father BRYON. I'd be inclined to say give them the choice, and if
they choose the self-reliance, go that route. I think that is the
whole point of the demonstration so that we can in fact prove that
they are better off having gone that route and that the Nation
would be better off if that were the more commonly used means of
financing student aid.

Mr. BLUESTONE. I agree.
Ms. HOOYMAN. My ideal would be that we not necessarily add an-

other loan program and use the structure that we currently have.
However, if we were to go this route, I would just say that I would
prohibit the student from looking at the SLS loan, to still have
access to the Stafford loan program, just because of the attractive-
ness of that particular program, but that they would not borrow
under SLS.

Senator BRADLEY. That any student would probably go to the
Stafford loan first because of the in-school subsidy.

Ms. HOOYMAN. Yes, much more to their benefit.
Senator BRADLEY. It's a much more attractive route, so probably

they would go that route anyway, until they exhausted their eligi-
bility or their funding level, and maybe then they could move to
the alternative, self-reliance loans.

Ms. HOOYMAN. Exactly.
Senator BRADLEY. Dr. Silber, you raised a question about if we

had self-reliance loans in a model that also allowed Guaranteed
Student Loans or Pell Grants. You were concerned that the repay-
ment rate, which in the bill is Treasury bill plus two, would create

POtt t )
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a very serious burden over the long-term, and you pointed out the
Treasury bill plus two rate over the last 20 to 30 years.

What if we didn't use T-bill plus two, but rather we used the
long-term borrowing ratesay, the 30-year Treasury bond?

Mr. SILBER. The 30-year Treasury bill right now is almost 8 per-
cent.

Senator BRADLEY. But this is an historical anomaly. We are in a
period where the normal, which is the long rate is higher than the
short rate, is an extremely unusual thing, so the reverse of your
point is probably valid.

Mr. SILBER. Well, if you are going to be guessing, but you are
trying to reduce the amount of the interest rate, why don't you just
peg it so you really know what it is going to be? If 6 percent makes
it work, then peg it at 6 percent. If 7 percent makes it work, peg it
at 7 percent, and not bother with it.

But the point I was making is that there is a reason, I believe,
why we had a large number of sponsors for the legislation that
Senator Kennedy introduced back in the late Seventies and why
Senator Kassebaum was willing to support itit is a different and
better proposal than this one. And I think a pilot program based on
that proposal could be made into a coherent program, and it would
work. I think this one is so deeply flawed in various ways that it is
not a genuine pilot program; I think it is a crippled pilot program
that will embarrass us by its consequences. I think it has flaws
built into it that it will be very difficult to correct; whereas I think
you could substitute for it as an amendment to this piece of legisla-
tion a pilot program based on that original legislation of 1979, and
it would work beautifully at no greater cost.

Senator BRADLEY. Just to follow up on the point that you made,
would we really be better off if we did the long-term borrowing
rate versus the Treasury bill rate, given the predictability and the
difference inyou cited the T-bill plus two rate as 9 percent over
20 years whereas the long-term borrowing rate over 25 years is
probably around 7 percent.

Mr. SILBER. Well, I like 7 percent better than 9.6; that's true.
Senator BRADLEY. OK. Thank you.
The CHAIRMAN. If I could, Mr. Bluestone, it used to be at the

University of Massachusetts that 85 percent of the kids' parents
never went to college and 85 percent of them worked 25 hours a
week or more. Is that still pretty close to it?

Mr. BLUESTONE. I don't know the exact number, Senator, but I
think it's fairly close to that.

The CHAIRMAN. It's an extraordinary group of young men and
women.

I want to thank all of you. Clearly we're going to be back in
touch with all of you as we move through this whole policy issue.
There is enormous energy and interest, and I think all of us are
impressed by the genuine strong desire to give assurances to young
people of access to higher education. We're going to try and work
through this and respond to a lot of the kinds of questions that
were raised today.

We are enormously grateful to all of you who have given a lot of
time to this and have been very, very helpful and positive certainly
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to me, and I think the record will show, to the other members as
well.

Thank you very much.
We have one final panel, and we very much appreciate their pa-

tience in waiting. If they would all come forward now.
Roxie La Fever is the vice president of financial aid at the Uni-

versity of Phoenix; Jerry Davis, vice president of research and
policy analysis, Pennsylvania Higher Education Assistance Agency;
and Michael Bigelow, deputy assistant commissioner for returns
processing at die IRS.

At the outset, I want to apologize to you for a scheduling conflict
that I have. I think most of us felt that our first panel was enor-
mously interesting, and we may have gone on longer than we had
earlier anticipated, but Senator Simon has been good enough to in-
dicate that he will chair the remainder of this hearing.

I do personally want to thank all of you very much. Some of you
we have had the good opportunity to have worked with in other as-
pects of education programs, and we are very grateful to all of you
for being with us here today.

I'll recognize Senator Simon, who will chair the rest of the hear-
ing.

Senator SIMON [presiding]. Ms. La Fever, please proceed.

STATEMENTS OF ROXIE LAFEVER, VICE PRESIDENT, FINANCIAL
AID, UNIVERSITY OF PHOENIX, PHOENIX, AZ; JERRY DAVIS,
VICE PRESIDENT, RESEARCH AND POLICY ANALYSIS, PENN-
SYLVANIA HIGHER EDUCATION ASSISTANCE AGENCY, HARRIS-
BURG, PA; AND MICHAEL S. BIGELOW, DEPUTY ASSISTANT
COMMISSIONER FOR RETURNS PROCESSING, INTERNAL REVE-
NUE SERVICE, WASHINGTON, DC, ACCOMPANIED BY JIM HELM,
DEPUTY ASSISTANT COMMISSIONER FOR COLLECTION

MS. LAFEVER. My name is Roxie La Fever, and I am the vice
president of financial aid at the University of Phoenix.

Senators, as a financial aid administrator, I have been very ac-
tively involved with the State, regional and national associations.
Today I am here to discu. the many concerns and unanswered
questions regarding income-dependent education assistance, also
known as self-reliance loans.

Although I am speaking on behalf of the University of Phoenix,
these concerns are shared by many of my colleagues from all insti-
tutional sectors. These concerns and questions are outlined in
detail in the analysis submitted, which I would like to have made
part of the record.

Senator SIMON. It will be made part of the record.
[The document follows:]
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CONCERNS AND UNANSWERED QUESTIONS
REGARDING INCOME DEPENDENT EDUCATION ASSISTANCE (IDEA)

aka SELF REUANCE LOANS
(Version 4)

Papered By:
Rods Wm!, Wanly d Mark Pepe*, Means 5021921.1005

Rea Bretee UAW Ad Spode" Yr. Dodge Cly. Krum 311/W4111

REFEFIEKE' TOPIC... . . RE13,QUESTIONS, ....'.',., 4 ...-

General
Concern

Access to Aid and
Education

Depending UpOn the institutions selected to participate in the Sell
Reliance Program and the level of participation at the institution, the
portfolio n*4 required (4-year, 2-year, proprietary) for addkional secondary
market funding (bonds) for the GSL Program may be jeopardized. A
decrease In 4year Public GSLP volume would restrict aid availability for
al institutiors within given states.

General
Concern

Institutional
Competition

By establishing a new loan program available to only 300 institutions
(selected by the Secretary) until 1997, equity in financial aid packaging is
jeopardized cresting a situation of unfair competition.

General
Concern

Institution Semple
Size

Although the Secretary can select up to 300 institutions, the funding level
established for each fiscal year (FY94 $450 Million) may not support a
sufficient sample size. i a one institution with a large loan volume ($40
Million) could absorb up to 10% of the appropriation Is the Secretary
goong to specify a method of protecting institutional funding levels to
ensure consistency of information being reported by institutions/

REFERENCE,
te.t.i, , . ,

.TOPIC, ;' ' fliRth,A7 'Ow '' ....t.' -1, 1 . nowlSWERED QUESTIONS '

General
Concern

Lack of
Administrative
Expense Allowance

Institt#1001 we being asked to assume major administrative burdens
without Anent:61i support from the federal government to offset the costs
of the program. During times of nationwide institutional budget cuts.
Institutions cannot afford to assume these costs. On the other hand,
institutions cannot afford to tum away from a mWor new source of federal
funds fix students. (Catch 22)

General
Concern

Funding Sources By establishing an additional loan program, ,All funds be drawn away
trOM Other financial aid programs in future appropriations? Furthermore,
the hi defines We loan as a contractual right (entitlement) to the student
against the United States In section 453 but ado sets funding limits by
fiscal yew.

How is the cost of this program being offset in the budget? A separate
amendment attached to Version #4 indicates that: 1) funds must be
'raised or ewmarked for deposit into a new or existing trust fund to be
used fix this purpose, ot 2) reduce direct spending authority Wsewhere.
When passing the Act to provide funding for this program. Congress
needs to provide sufficient lead time so that the Secretary and selected
institutions we able to property plan end implement the program

General
Concern

Responsitakty for
Borrower Notification

At what point does the Secretary assume responsibility for notification to
the borrower of critical changes in information concerning the student
loan, i.e. changes in repayment schedule, updates of interest rates. etc.

poi
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REF )1,

General
Concern

STOP1C: ". .'" i'.'t, '\

Unjustified Tuition
Inflation

.,

II the bottom's ouletandng baler= is when tie after 25years at
repayment (maximum 7% of Income), Mambo thritutiontmay inmate
tuition ants untuelletik since default rates and negative Credit impacts
wel no longer be an este. The West version has added a requirement
ks DOC to evaluate the impact of SRL on tuition costs. Siiice instautions
do not currently report a coil of attendance tot ban eigibility (or* Pe
wnich wolid be misleading), how wil the Secretary be ebb to %baize
tuRion costs without requesting further documentation kw schoots again
adminisbative burdwi.

General
Concern

Spouse Assumption
of Debi

The language le widow %Slither a spouse amines response:Oily kir the
borrower's debt. i yes, does this assumption conflict with community
property ewe established by stales In the event of a &wows?

General
Concern

Development of
Reoulations

Negotiated Rtiosneeing end Proposed Reguledons should be required as
part of the Secretaires regtiabon development for implementing the Self
Reliance Loan Program.

General
Concern

Fiscal Year vs.
Academic Year

tinder Ole amanchare, al reporting and cost of attendance calculetions
we requested on a Nice' year base imbed of wedernio yaw. This
chwige requires an institution to analyze a stuck." , Ally nth Iwo
separate calculations and report to the govemnv in° two different
reporting mime.

General
Concern

No Consolidation By removing the consoldetion language in previous versions. the authors
undermine the Nonslip estabished under consolidation in Ihe GSLP. No
option of consolidation requires students to make multiple payments to
multiple agencies thereby compounding tie confusion and adding to the
default problem. Without consolidation, repayment is extremely %ult
lor students In academic endeavors that lead to a high debt t- ..en.

.F.!FERENCEInattifaiiiimrtitiviCiliS
Initial
Payment
Page 3 - (2)

Availability of Funds The bill stipulates en initial payment tine frame of 10 days after the start
ot the academic year but does not establish a time frame for additional
payments assuring access to funds for both the student and the
institution in a timely manner. Delays in receiving funds will create cash
flow issues since most institutional costsoccur prior to the start of an
academic yew.

Needs Test
for Students

Page 3 . (0)

Student Eligibilay an dubs student Mel not receive a See Reliance Loan In any facet year
wises such students elgIbley for s loan under GS1.P and Pell has been
determined. The lemmas is bider as to whether Ws requires a
calculation based on a need itheysis application Again, tie is based on
fiscal yaw not award yew or academic yew. However. Illie IV Iki frOM
d programs connot exceed the student's cost of allendanos.

Expansion of
Program
Page 5 (4)

Definition of
Administrative and
Fiscal Capecity

The manner In which the Secretary deems admInelrelive and fiscal
capacity could provide a mechertsm to ethirete speclic sectors of the
higher education comma.* andlor small sired institutions.

Agreement
Required

Page 6 (I)

Institutional Liability The instiation le requked to sign en agreement asaming kit labely for
administration of the program. In the GSL Progrwn, the Institution shares
Wily wit venous pewees.

Agreement
Required
Page 6 - (2)

Monthly Reporting of
Loan Recipients

Additional wimitielralive burden will be fell by inseutions due to the
requirement S3 report loan rockier** and changes In enrolment status
monthly. The burden could be neinized by development of a computer
system for uptheding his inlomistion.
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Agreement
Required
PAW 6 (3)

t.

Instailionsi
Assumption of Loan
Ofthilln-
Disclosure, and other
Requirements

6.:114"; is'1.1- ii'l f.. 11 .Lr'i
n

4

Meow *motions of the affront 6181.1, spasm we kwisibts to inselutione as
they we imaged by lenders and guerentee spondee. Administralve
burdens under SRL. at the instilutionel Ireel vAl be Increased "ea* by
this requiremen& institutions we amen* not ismer with these
processes but WI be held liable I niemansged.

Agresment
Required
Page 6 (4)

Tinkig of the
Trawler of to
Promissory Note

The requirement to trans* the promissory note within 30 days after the
origination of the loan could agate the following concerns:

Changes required In the promissory note after had
cenikalion
Reporting of subsequent schanoement of funds requirea
amendment of original promissory note
Requirements to cancel and reissue promissory notes due
to enrolment statue changes
Exceeding fiscal year mesimurns II student transfers to
another institution and the otiginal note is not cancelled in a
timely manner by the Department of Education

Agreement
Required
Page 8 (5)

Repotting
Requirements
Established by the
Secretary

The additional administrative burden for reporting requirements, as
defined by the Secretary, could be prohibitive in light of the amount of
other additional administrative responsibities being assumed by the
institution to manage the new program.

Agreement
Required
Pegs 6 . (6)

institution Acting as
Agent of the
Secretary

WO an institution required to ad as an Agent of the Secretary be heid
responsible for actions of the Secretary or events out of an institution's
comol. I.e. promissory notes lost in the mail, problems with tia
repsyment process. loss of payments, Oc.

-74
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Agreement
Required

pail 7 . (7)
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Borrower Counseling .

A-. , . ,:fli;:ylr :
_..,_ . -7'

v...;.25,.
i
- . =1

Borrower couneekig with mord to repayment options for SRL loans is
required al such Wm that the borrower leaves the inatittAion. For MP
and Peeking studsnts, counseling le required when a student drops below
hall-time but SRL d3es not. Can this comment; be pedomed at the
same lime as the GSIP and Perkins counseling or must it be handled
separately creating an administrative burden?

Amuai Limit
Pogo 7 . (I)

Loan Eligibility Based
on Fiscal Year

Loan eligibility based on fiscal yew versus academic yew could reduce
eligibility for 3:vain's who have nontraditiond programs outside of the
traditional fiscal yew cyde (non standard academic terms)

Annual Lima
PIO* 7 . (i)

Annual Loan limits When comparing the annual loan knits for SRL and the current GSLP. it is
interesting to note that students attending academic years 1-2 and less
than ful time students (GSLP sets loan knits based on level of enrollment
status) have a higher eligibility amount under the Sell Reliance Loan. Past
history indicates that students in these categoties have a highet default
levet

Pleximurn
Borrowing
Unlit
Page 8 - (C)

inaeased Debt
Burden to
independent
Borrowers

The lengiege allows students who we independent under SLS sigibilly,
GSL or SLS borrowers, using SRL funds to have an aggregate debt level
$10,000 highs( then non-SRL botrowws. For exempts. undwgraduste
iiiiirs9it if $62.000 inst*Isd of 662.000 and graduate aggregate of
$125,000 instead of $115,000. Dependent students and parent borrowets
we not slowed this opportunity. Maximum SRL arnount is $30.000 for
dependent students and parent borrowers and $40.000 for independent
students (amount included in Pad B and Pert E loans above).

What is the rationale to allow independent stuients an additional $10,000
debt? If a student barowed $40,000 and then repays a cation of his
Sell Reliance Loan, is the student eligible tor additions( loans?
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REFEREIWINT101-18
Interest Rate
Page 8 - (b)

Variable or Fixed
Interest Rate

The language In the amendment is unclear as to whether the interest rale
on these loans Is a Ixed or variable rate. We have heard that its to be a
variable rats adiusted on a yearly basis the same as SLS. That being the
case, the rate on SRL (52-week T-bill plus 2%) will a/ways be lower than
the SLS loan (52-week T-bill plus 3.25%) and during times ot low T-bill
rates, the rate strongly competes with the current 8% Stafford rate
(current estimated SRL rate is 8.18%). Because ol these interest rates,
the SRL Phagrath competes directly with the current GSL Program and
potentielly undermines its very existence.

Interest Rate
Page 8 - (b)

Interest Rate Cap There is no mention of an interest rate cap lor the Pogram

REFERENCE...,

Repayment
Provoroni.
Page 9 - (a)

Rep wment on TaX
Rotor tor Payroll
Deduction

The language is unclear whether' repayment will take place annually
through tax ring or through payroll deduction

The lenguage indicates that a non-tax flier (normally dependent or low
income student) does not have to make payments lot that year
However, working students (nontraditional, adult, etc ) whose gross
income exceeds IRS guidelines (single-$5.550, marned $10,000) would be
required to make payments.

Re-entry students attending non standard ierrn thstimmns would he
required to continue repayment under Section 456(h)(3) Ths section
would also require students attending short term programs to continue
repayment. Both these types of students become more prevalent during
times of economic recession and industry lay offs

Haw will the 7 month or 3 month Csferment option be documented? Win
this also place additional administrative burden on institutions in order to
verlfrthe student's attendance status?

Repayment
Terms
Page 9
(b)(1)

Affect on Take Home
Pay

Regardless of whether a student is repaying 3%, 5%, Of 7% of adiusted
gross income towards their SRL, the impact on take home pay wit be
approximately double. I.e. 7% adjusted gross income ends up being 15%
of take home pay.

'7S
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Repayment
Terms
P109* 9

Student Loses
OPion to Select
Repayment Terms

Under previous drills, the WW1 we slimed to select a repayment

option based on thet debt lova These options varied by percentage of

adjusted gross Income end number of years of repayment The cunent

draft indicates Me Secretory now hat the right to establish the length of

repayment and percent of A& Potentially, this allows the Department ol

Educatten to collect addNional kinds (intoned due to lengthening the

repayment period.

Repayment
Terms
Page 9 - (b)

Potential tor Student
Negotiation of
Repayment Terms

The lenguige in the Intendment is unclear as to the availability of a

negotiation option to mike OW pogrom flexibie enough to meet the

needs of botrowers with eatenuating
circumstances such as major shrfts

in income ex Ian* headships.

Repayment
Terms

Readjustment of
Payment Amount

Prior versions Included the stilly for the Secretary to adjust repayment

amounts II the eluded deletred
and thereby sixrued intetest for sa years

while attending school. Ws question wtar this was removed. The removal

lessens the Way tor the loan to be paid off within 25 yews.

Length of
Repayment
Page 10 . (4)

Program Costs Due
to Potential Wnle-offs

The oost of the program could exceed current expenditures tor detaults if

the intent Is to iwise-oll cutstanting
balances following the 25 year

repayment term.

Deferral of
Interest
Pogo 11 - (c)

in School Payments The language Is unclear es to whether a student must make ptincipal

payments vAille In school.

REFERENCE TOPIC . : CO._

Joint Return
Page 11 (e)

Change in Mantel
Status

Avoidance or
Repayment

The language is today as to the Wiped on payment amount based on

joint tax returns I the borrow separates or divorces.

II repayment amount is based OA the greater of 112 of the joint income on

the tax return of individual's AGI, a married student who is not working

could get wound repayment by Ning separately

Bankruptcy
Page 12 (1)

Bankruptcy
Discharge

Why has the prohittion from banktuptcy discharge not been extended to

at Chapters of the Bankruptcy LaW? The language only prohibits

discharge under Chapter 11.

Bankruptcy
Page 12 . (2)

Postponement Due
to Chapter II

The language skin the Seastary to postpone (in essence forbearance)
amounts required to be napaid for petiods preceding the date of

discharge. No stolension hes Demil given to the time frame of

postportemert or to the Meet of the 25 yew repayment deadline and the

potential amount the would have to be *viten off during the nth year.

Oces interest keep scatting during this postponement period?

Central Data
System
Page 13 (a)

Trnefine for Central
Data System
Implementation

The imbues of Central Data System Implementation is a concern given

the fact that inelikelonal selectico must be made by 511/93 With the

assumption that the program mil be fuly operational tot the 93/94 iward

yeas.

Standatd
Forms and
Data Format
Page 14 (f)

Timeliness of
Development ol
Foms and Data
Fotmat

The development of standard forms and data fotmats must be
accomplehed wit* a line frame witch provides the institution the

opportunity to revise procedures end reptogram compute( systems

befote the sten of the award year altd/Or implementation of the Program.
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Ms. LAFEVER. Thank you.
In the area of administrative burden, the level of institutional

administrative burden associated with this program is excessive.
Under this program, all reporting and cost of attendance calcula-
tions are requested on a fiscal year basis instead of academic year.
This change requires an institution to analyze a student's loan eli-
gibility with two separate calculations and report to the Govern-
ment using two different reporting periods. Institutions must
submit monthly reports on the number of recipients in this pro-
gram and also any status changes. Institutions must review the
promissory note, cut the checks, disclose the terms of the loan, etc.
All of these functions are currently being performed by lenders or
guarantors underneath the current GSL program.

Institutions must transfer the promissory note within 30 days of
origination of the note, which creates numerous problems which
are also outlined in my analysis.

Institutions must provide any other reports to be established by
the Secretary in the future. These as yet are unknown

Although some schools have Perkins loan moneys already and
are used to administering smaller loan programs, most schools
have not administered a loan program and definitely not one of
this magnitude. However, in order to participate in this program,
the institution must indicate that they accept any liability stem-
ming from mismanagement of this programa task that is new to
their experience.

Institutions are being asked to assume major administrative bur-
dens without any financial support from the Federal Government
to offset these additional costs. During times of nationwide institu-
tional budget cuts, institutions cannot afford to assume these addi-
tional cost.

Funding source. I have several unanswered questions regarding
funding; many of them have already been discussed today.

How will this program be funded? Will funds be drawn away
from other financial programs that are currently in existence? Will
funding become available with sufficient lead time so that the Sec-
retary and selected institutions can properly implement this pro-
gram? Is this a true entitlement program, and if so why have maxi-
mum fiscal year funding levels been set?

Administrative costs to the department will need to be funded
through the appropriations process, competing directly with fund-
ing for the current title IV programs.

Until these questions are answered and our students are assured
that adequate funding will be available without endangering the
existence of current grant programs and jeopardizing the current
structure of the current Part B loan programs, I believe the Senate
should not proceed further.

Availability of funds. The amendment indicates that the Secre-
tary shall make initial payments under this program not later
than 10 days after the start of an institution's academic year. If an
institution haq multiple academic years due to nonstandard terms,
are there any assurances that initial payments will b available 10
days after the start of each of those academic years throughout the
award period?
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Also, what about assurances of subsequent payments for seconddisbursements to loans? If funds are not available at the beginningof each payment period, institutional cash flow will be negativelyimpacted.
Due to the size of this loan program, if funds are delayed for sev-eral weeks, which often happens in the current Pell Grant pro-gram, an institution's financial stability could be jeopardized. Mostinstitutional costs take place prior to the start of an academic year.The potential mat of the program. Although some people believethat a direct lending program will save the Government money, Iam concerned with the costs which will hit in 25 years. Thisamendment contains several issues which may encourage a borrow-er not to repay or delay payment, creating a write-off after 25years. Since the repayment amount is based on the greater of one-half of the joint income on the tax return, or an individual's sug-gested gross income, a married student who is not working can getaround repayment by simply filing separately.The Secretary can postpone repayment amounts due to the filingof Chapter 11 bankruptcy. However, there is no explanation thathas been given to the time frame of postponement or the effect ona 25-year deadline.

By removing the consolidation language that was in previousversions, a student is forced to make multiple payments to multipleagencies if they operate under both loan programs. If a studentcannot afford these multiple payments, he will probably default onthe Guaranteed Student Loan since the IRS collects on the SRL.Non-tax filers do not have to make payments if their income isnot at the level that they need to file. Since balances are writtenoff, an unscrupulous institution could raise tuition costs and in-crease student debt without worrying about default rate. Thatquestion previously caine up. Again, I believe unscrupulous institu-tions would do this, but of course, not all institutions.Please take the time to read all of the concerns and the unan-swered questions that are in the ten-page analysis that I havegiven you. I can't take the time here to present all of the concerns,but because of these issues I must strongly request that Senatorsvote against this amendment.Thank you.
Senator SIMON. Mr. Davis, we're pleased to have you here withus.
Mr. DAVIS. Thank you.I am Jerry Davis, vice president for research and policy analysisfor the Pennsylvania Higher Education Assistance Agency. We arethe agency that administers State financial aid programs and guar-antees Federal student loans in the Commonwealth. I am pleasedto offer testimony on the income-dependent

education assistanceproposal.
I have submitted written tctstimony and would like it included inthe record.
Senator SIMON. It will be entered in the record.Mr. DAVIS. I Will just summarize what I have said in that writtentestimony.
I have several thoughts about the proposal, but I want to focusmy remarks on how it would affect student borrowers. I am gene r-
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ally opposed to income-contingent or income-dependent loan pro-
grams. The first problem with them is that the borrowers do not
and cannot know how much it will cost them to repay their loans
at the time they accept them. If they cannot know this, then they
cannot know how much their education will cost. If they cannot
know what their education will actually cost, then they cannot
make intelligent and informed cost-benefit analyses; they cannot
assess the relative value of attending institutions of widely differ-
ent costs because they cannot compare the net costs, that is, the
costs after financial aid, of alternative choices.

For over 30 years, those of us in the financial aid community
have tried to provide students and parents with better information
on college costs and financial aid so that they will consider college
affordable and make wise decisions about attendance options.

Income-contingent loan programs are not easily described or un-
derstood, especially when a key factor is unknowablefuture
income. Virtually all income-contingent loan programs encourage
borrowers to encourage larger debts than fixed payment programs.
IDEA is no exception. Larger debts are encouraged because pay-
ments frequently are believed to represent smaller proportions of
the borrower's income upon graduation when earnings are lower.
But smaller loan payments made over many more years ultimately
means that the total payments for a given amount borrowed will
be greater than the payments made for a fixed payment loan such
as the Stafford loan.

It is impossible to escape the mathematics of the PRT equation
principal times rate times timeunless at some point interest is
foregone, a portion of the principal is forgiven or time collapsed.
When student loans cost more, then so does the education pur-
chased with them, regardless of the fact that paying for the educa-
tion is spread over many more years.

Increasing the cost of education does not help us achieve the
three basic goals of financial aidenhancing access, choice and re-
tention. Income-contingent loans are offered as a way to handle
borrower debt burdens, to make it easier to afford the monthly or
annual loan payments. But the evidence in my written testimony
indicates that only about one-fourth of today's baccalaureate gradu-
ates would have debt burdens even if all had borrowed the typical
amounts of Stafford loans, around $10,000, for their undergraduate
years. Many more borrow less than $10,000 than borrow more than
that amount.

Debt burdens are not skyrocketing. Pennsylvania's Stafford loan--
recipientsand I emphasize thiswhose access to loans is not re-
stricted by financial need as it is in other Stateswe have a non-
subsidized Stafford loan programour Pennsylvania student bor-
rowed about the same proportion of their total costs in Federal
fiscal year 1991 as they did in 1987.

I might mention here that I am not as sure as many of our
speakers are today that college costs are soaring beyond reason. We
looked at our Pennsylvania data over the decade of the Eighties,
and in Pennsylvania, where I think our costs run any yearwe are
either second or third highest in the Nation, depending On what
some of the New England States dobut our costs increased at
about the same rate as our family incomes increased in Pennsylva-
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nia during the 1980's, and the costs were absorbing about the same
proportion of the family incomes in 1989 as they were in 1980.

Anuther problem when we talk about the middle income student
is that I think their plight, while it is of great concern to n.yagency as it is to you, may be overexaggerated. I think it may be
overexaggerated because we have seen that postsecondary educa-
tion participation rates in our State, in other words, the number of
high school seniors who are graduating and going on to school in
our State and in almost every other State in the Union during the
Eighties, have gone up.

If college costs were unaffordable to the majority of the people,and it was becoming increasingly difficult to pay for college costs,
you would think the participation rates woulcl have fallen. But Id'

'some believe that income-contingent loans will solve the defaultproblem. I think this is wishful thinking. Borrowers default ontheir loans primarily because they don't have enough money tomake their loan payments. The education and training defaulterspaid for with loans did not sufficiently enhance their ability to
earn enough additional money to repay their loans. And this gener-
alization applies at all levels of postsecondary education.

Income-contingent loan programs assume that all borrowers will
have incomes, but in 1989 7 percent of the 4-year college gradu-
atesthis is not community college or vocational trade schools;
these are 4-year college graduates--7 percent of them between the
ages of 25 and 34 had no earnings, and another 16 percent earned
under $12,000.

Giving students income-contingent loans will not ensure that
they have incomes. Borrowers might not be able to default on an
income-contingent loan, but they certainly cannot repay them, and
either way it costs the Government money.

I want to turn now to some specific considerations on the IDEAproposal. Self-reliance loans are promoted as supporting middle-
income students. Now, just because middle-income students mayhave access to these loans does not mean that they are truly sup-portedfirst of all, because there is no in-school interest subsidy,
the cost of borrowing will be greater than the cost for a Staffordloan. IDEA borrowers will leave school after 4 years, owing about16 percent more for self-reliance loans than for similar amounts ofStafford loan.

Second, because the IDEA repayment schedules are based on pro-portions of borrowers' income and may be extended to 25 years,their repayment costs will nearly always be greater than for Staf-ford loans in total dollars, and in many cases, proportions of theirincomes.
A third reason that the IDEA proposal does not support middle-

income students is that their parents can and likely will force thestudents tu borrow against their future incomes rather than sup-port them through their own current expected family contribu-
tions. This wilt have the effect of transferring the costs of educa-tion to the generation receiving them, rather than having parentscontinue to support their children when they are able to do so. TheIDEA proposal may support middle income parents but it certainly
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doesn't support middle income families if you include the student
as a member of the family.

Moreover, because we have seen that hiany college graduates
will not earn much money, many will still be paying for their edu-
cation when they are ready to send their own children to college. If
Congress intends to transfer more of the burden of paying for edu-
cation to the student rather than have parents and the other mem-
bers of society, through tax-supported financial aid programs, help
meet those costs, the IDEA proposal will do that. I don't think Con-
gress should have this goal.

I might mention that one of the witnesses this morning men-
tioned that parents do not provide money for students. According
to the national postsecondary student aid study, they do. This is a
study that is conducted by the Department of Education every 3
years.

When I examined the proposal's repayment terms, which require
the Secretary of Education to set borrowers' repayment schedules
at 3 percent, 5 percent or 7 percent of earnings, I discovered sever-
al important weaknesses.

I think if you want to help middle income students, you have the
ability to do it without creating a new program by just giving them
access to nonsubsidized Stafford loans as we have in Pennsylvania
and as is proposed in the House bill.

Thank you.
[The prepared statement of Mr. Davis follows:]

PREPARED STATEMENT OF MR. DAVIS

Good morning. I am Jerry Davis, vice president for research and policy analysis
for the Pennsylvania Higher Education Assistance Agency, the agency that adminis-
ters state financial aid programs and guarantees federal student loans in the Com-
monwealth. I am pleased to be here to offer testimony on the Income Dependent
Education Assistance Program.

I very much appreciate what I assume are primary motivations behind the IDEA
proposal: (i) to help middle-income students gain access to loans, (2) to reduce bor-
rower repayment burdens, and (3) by reducing repayment burdens, help reduce loan
defaults. I want to address the last two concerns before coming back to increasing
access to loans for middle-income students.

Income-contingent loans are advocated on the assumption that loan debt burdens
are soaring. Some Pennsylvania data are helpful here. Table 1 shows the changes in
average Stafford Loan indebtedness for baccalaureate graduates from our public and
private colleges during the past five federal fiscal years. The average debt increased
by about 26 percent. Costs increased by over 33 percent in those years. But borrow-
ers who left school in each of the five years had paid for similar proportions of their
cumulative costs of education with Stafford Loans, about 27 percent at public col-
leges and 17 percent at private colleges.

Pennsylvania's college costs are among the highest in the nation, so more Penn-
sylvanians than students in other states need to borrow to finance their education.
While students in other states have their access to Stafford Loans restricted by need
analysis, we offer students non-need-based Stafford Loans through our state-funded
nonsubsidised loan program. So borrowing is not restricted only to students who can
demonstrate financial need for the funds. Therefore, because our costs are higher
and access to loans is not restricted, our students' loan indebtedness is higher and
must have risen at a much higher rate than did loan indebtedness for students else-
where. If the average debt grew at a slower pace than averap costs in Pennsylva-
nia, then the situation a in other states must be much better. Thus I think it is safe
to say that loan debt among the Nation's undergraduates is not skyrocketing, and is
likely growing more slowly than educational costs.

We can assume with some confidence that the "typical" 4-year college graduate
leaves school today owing around $10,000 in Stafford Loans. Experience and re-
search have shown that when loan payments reach 10 percent of a borrower's gross
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income, they become burdensome, often leading to default For how many and whatkinds of borrowers might loan payments on $10,000 in debt be burdensome?Table 2 shows the 1989 total annual money earnings ofpersons with four years ofcollege who were between ages 25 and 84. &rnings for this age group are particu-larly relevant, because these are the years most borrowers will be repaying theirloans. Note that the average earning was $21,216, but 6.8 percent of graduates hadno earnings and another 16.2 percent earned under $12,500. (If you ever wonderedwhy hirrowers default on their loans, here is one answer: many of them have nomoney to make payments.) Average earnings of females were much lower thanthose of males, $22,247 versus $32,465. And 10.9 percent of females had no earnings,while another 20.8 percent earned under $12,500. So it is reasonable to expect fe-males to have greater debt burdens than males. (There is no evidence to suggestthat borrowing patterns of males and females are different when years in schooland types of institutions attended are held constant.)
Table 3 displays the estimated proportions of these graduates who would have ex-perienced debt burdens a $10,000 and other levels of borrowing in 1989. If the grad-uates had borrowed the "typical" $10,0GO, then 23 percent would have incurred debtburdens; that is, their annual payments would have represented at least 10 percentof their annual earnings. Over seven out of ten graduates with debt burdens wouldhave been females, because females earn so much less than males. They also werefive times as likely as males to have had no earnings. About 29 percent of Blackgraduates would have experienced debt burdens had they been trying to repay$10,000 in Stafford Loans, as their average earnings were less than those of Whitegraduates, $22,420 versus $27,630.

The estimates in Table 3 indicate that debt burdens are more a function of gradu-ates earnings than amounts borrowed. For example, when loan indebtedness dou-bles, from $5,000 to $10,000, only 9.6 percent more of the graduates are added to theproportion with debt burdens, 23.0 percent versus 13.4 percent. When loan indebted-ness triples, from $5,000 to $15,000, an additional 21.2 percent of the graduateswould face debt burdens. In raw numbers of graduates, when loan indebtednessrises by 100 percent, from $5,000 to $10,000, the number of graduates with debt bur-dens grows by 72 percent. When loan indeotedness rises by 200 percent, from $5,000to $15,000, the number ofgraduates with debt burdens grows by 158 percent.These data have important implications for consideration of income-contingentloan proposals. First, loan indebtedness is not rising as fast as college costs, or asmuch as many believe. Second, the vast majority of undergraduates are unlikely toexperience debt burdens under typical borrowing circumstances now, and within thenext five years if loan debts grow as they have in Pennsylvania for tha past fiveyears. If the typical loan in five years is $12,500, matching the 25 percent growth ofthe past five years, then 27.8 percent of the graduates would experience debt bur-densif their incomes remained as they were in 1989. Even if all the graduates bor-rowed the maximum allowable for undergraduate study, $17,250, only 44 percentwould have debt burdens, again if their incomes stayed at their 1989 level:. Overhalf the graduates, in 1989, could have afforded payments on at least $15,600 inStafford Loans without incurring debt burdens
Third, debt burdens are not evenly distributed among all graduates. Females, es-pecially White females, are much more likely than others to have debt burdens, be-cause many have no or relatively little earnings. Black graduates are more likelythan White graduates to have debt burdens, because they earn less. There is noreason to expect these situations to change in the foreseeable future, as the gender-related and race-related differences in incomes have been with us for many years.Because loan debts are not rising to levels that are burdensome for the majorityof graduates, and because existing repayment burdens are not distributed evenlyamong all student groups, offering income-contingent 'oan repayment programs toall borrowers may be unnecessary and unwise. Offering those students with debtburdens forbearance, deferments, graduated repayment schedules, and, in somecases, loan forgiveness, is a better alternative than requiring all borrowers to par-ticipate in an income-contingent loan program.I am generally opposed to income-contingent loans. The first problem with themis that borrowers do not and cannot know how much it will cost to repay their loanswhen they accept them. If they cannot know this, then they cannot know how muchtheir education will eventually coat them. If they cannot know what their educationwill actually cost, then they cannot make intelligent and informed "cost-benefit"analyses. They cannot assess the relative value of attending institutions of widelydifferent costs, because they cannot compare the "net costs," that is, the costs alterfinancial aid, of alternative choices.
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Virtually all income-contingent loan programs allow, if not encourage, borrowers
to incur larger debts than Fixed-payment programs. Larger debts are made possible
because payments frequently represent smaller proportions of borrowers' incomes
upon graduation, when earnings are lower. But smaller loan payments made over
many more years ultimately mean that the total payments for a given amount bor-
rowed will be greater than the payments made for a fixed-payment loan at the same
interest rates. It is impossible to escape the mathematics of the "PRT Equation"
(Principal times Rate times Time) unless at some point Interest is foregone, a por-
tion of the Principal is forgiven, or Time collapsed. When student loans cost more,
then so does the education purchased with them, regardless of the fact that paying
for the education is spread over many more years.

If larger loan amounts are available through an income-contingent loan program
than a fixed-payment one, colleges may feel freer to raise their costs at higher rates
than they have in recent years. After all, if most students are paying most of their
costs through an income-contingent loan program and cannot calculate their true
"net costs" of education, it is easier to raise the so-called "sticker price" for them.

Some believe that income-contingent loans will solve the default problem. This is
wishful thinking. Borrowers default on their loans primarily because they do not
have enough money to make the loan payments. The education and training de-
faulters paid for with loans did not sufficiently enhance their ability to earn enough
additional money to repay their loans. And this generalization applies at all levels
of postsecondary education. When students borrow small amounts to pay for voca-
tional training and no jobs are available or the available jobs have low salaries, they
are very likely to default. When students borrow thousands of dollars to attend
graduate school and their consequent earnings do not increase enough to cover the
debt, they are likely to default.

Lending students money through income-contingent loan programs assumes that
all borrowers will have incomes. As we saw in Table 2, 6.8 percent of 4-year college
graduates between ages 25 and 34 had no earnings in 1989 and another 16.2 percent
earned under $12,500. Giving students income-contingent loans will not ensure that
they have incomes, or incomes substantial enough to amortize their loans.

Income-contingent loan programs can help reduce borrowers' debt burdens when
they experience lower earnings. But so can forbearances, deferments, and graduated
repayment schedules offered through the current Guaranteed Student Loan Pro-
grams.

Defaults can be reduced another way in a fixed-repayment loan program, by
simply extending the time borrowers can be delinquent before declaring the loan in
default. When the period in w hich delinquent Stafford Loans had to be declared in
default was extended from 120 days to 180 days a few years ago, the numbers of
defaulters on loans guaranteed by PIIEAA fell by one-third. This is because we had
an additional two months to work with delinquent borrowers to brill,- their loans
into good standing--and the borrowers had another two months to solve their finan-
cial difficult les.

The best way to reduce defaults is not through income-contingent loans, forbear-
ance, deferments or extensions of delinquency periods, but is by assuring that the
education and training paid for with loans is of the highest quality and enhances
the student borrowers' ability to secure a good job with an adequate salary. A
second better way to reduce defaults is to provide grants rather than loans to stu-
dents who enter quality program ; but have academic, socioeconomic or other dis-
abilities likely to inhibit their success.

When students are "at-r'sk" there is no social justice in making them bear the
majority of the risks of trying to improve their conditions through education paid
for with loans when failure and consequent default on those loans leaves them
worse off than had they not made the attempt in the first place. Persons who are
responsible for providing education and financial aid to the Nation's students should
take to heart a primary tenet in the physician's code of ethics: "Fir,t do no harm."

Self-Reliance Loans are promoted as supporting the middle-income students and
families. Just because middle-income students will have access to these loans does
not mean that they are truly supported. First of all, because there is no in-school
interest subsidy, the students' costs of borrowing will be greater than if they bor-
rowed a similar amount from the Stafford Loan program. If the students borrow
$10,000 in Self-Reliance Loans at $2,500 per year for four years and let the interest
accumulate a 6 percent per year, they will owe $11,593 upon graduation. (I chose 6
percent because the current 52 week Treasury Bill rate is 4.01 percent and the pro-
posed Sellreliance Loan interest rate is T-Bill plus 2 percent.) Thus they will leave
school owing nearly 16 percent more than they would have owed had they had
access to Stafford Loans.
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Second, because the repayment schedules are based on proportions of the borrow-
ers' income and may be extended beyond the usual ten years of repayment for Staf-
ford Loans, the borrowers repayment costs will frequently be greater.

When Senators Simon and Durenburger released materials supporting the IDEA
Program, they identified four initial-year income levels to cover the majority of stu-
dents: $9,750; $13,000, $26,000; and $36,000. I think these income levels are reason-
ably representative of the kinds of earnings undergraduates can expect when they
leave school.

I assumed that all students would borrow $10,000 in Self-Reliance Loans as that is
about what they borrow M PHEAA's nonsubsidized Stafford Loan Program. Using
the three rates of repayment, 3, 5, and 7 percent of annual earnings, I calculated
how much it would cost, borrowers to repay their loans at different initial earnings
levels. (I assumed that all incomes would increase by 5 percent per year.) Table 4
shows the total repayment costs under the different interest and earnings scenarios.

To repay a $10,000 Stafford Loan in ten years requires $15,052 in interest and
principal. In eight out of twelve cases the total costs of repaying Self-Reliance Loans
will be greater, from 7 percent to 55 percent greater. In the four cases where the
costs are lower, they are from 2 to 7 percent lower.

Note that, with one exception, 3 percent of annual earnings, the borrowers with
lower initial earnings, $9,750 and $13,000 per year, will pay from 11 percent ($15,052
versus $16,764) to 55 percent ($15,052 versus $23,262) more for Self-Reliance Loans
than they would pay for Stafford Loans. The borrowers who only earn $9,750 in
their initial years and are started on a 3 percent of annual earnings repayment
schedule are the only lower income borrowers who would pay less, because they
don't make large enough annual payments to cover their loans' 6-percent interest.
Note that when these lowest income borrowers are started on 3 percent or 5 percent
of annual earnings repayment schedules they do not repay their loans in full in 25
years. Thus the government has to forgive between $5,622 and $23,281 in loan debt
at the end of 25 years. I will remind you here that these lower income borrowers
will include the women, minority students, and others I mentioned earlier.

I might note here that, although their total loan costs are lower for Self-Reliance
Loans than they would be for Stafford Loans, when the higher income borrowers
are repaying on 5 percent and 7 percent of earnings schedules, their debt burdens
are greater than they would be for Stafford Loans because the proportion of income
devoted to loan payments is larger. Thus for these borrowers the income contingen-
cy feature of the IDEA program works to their disadvantage.

A third reason that the IDEA proposal does not favor middle-income students is
that their parents can, and likely will, force students to borrow against their future
incomes rather than support them through their own current "expected family con-
tributions." This will have the effect of transferring the costs of education to the
generation receiving them, rather than having parents continue to support their
children when they are able to do so. The IDEA proposal may support middle-
income parents, but it certainly doesn't support middle-income families, Moreover,
because we have seen that many cullege graduates will not earn much money, many
will still be paying for their education when they are ready to send their children to
college. If the Congress intends to transfer more of the burden of paying for educa-
tion to the students, rather than have parents (and the other members of soeiety,
through tax-supported financial aid programs) help meet those costs, the IDEA pro-
posal will do that. I don't think the Congress should have this goal.

Before closing, I want to make one final point about the income-contingency fea-
ture of the IDEA proposal. The data in Table 4 can be used to advantage here. The
proposal requires the Secretary of FAucation to provide the vdrious repayment op-
tions to the borrowers. It is very difficult to estimate the future earning of college
graduates. If the Secretary allows borrowers to use 3 percent and 5 percent of earn-
ings repayment schedules, and they earn very little, say $9,750 or less per year or
perhaps earn nothing at all in many years, then the lx rowers will not repay their
loans in full. If they don't repay their loans in full, the government's costs for the
program will rise precipitously. That being the case, th,, Secretary would be wise to
ask all borrowers to repay their loans on a 7 percent of annual earnings repayment
schedule. And if this is done, the income-contingency feature of the IDEA proposal
is basically lest. Self-Reliance Loans, therefore, will not be "income-dependent" and
the proposal will have been inappropriately named as well as ill-conceit I.

Thank you for your attention to these remarks. I will be pleased to try to answer
any questions you might have for me.
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Table 1-Average Cumulative Stafford Indebtedness For Pennsylvania Baccalaureate Graduates of Four-

Year Colleges, Average Annual Costs, and Loans As a Percent of Costs, FFY 1987 to FFY 199.

Four Year Public Colleges

Year Avg loan
Percent

change
Avg Col

Prcent
Change

Avg loan/cumulatrve
4.yr avg. costs

1987 $1,454 -- $6.895 29.3%

1988 7,769 + 4.2% 7,265 + 5.4% 28.9

1989 8,506 + 3.5 7,895 + 8.7 30.1

1990 9,150 4 7.6 9,370 4 6.0 29.7

1991 9,478 + 3.6 9,235 + 10.3 29.1

1987-1991 + $2,024 4 27.2% + $2,340 + 33.9% + 0.4%

FourYear Pnvate Colleges

Year Avg loan
Percent

change
Avg Cost

Percent
Change

Avg loan/cumulative
4-yr avg costs

987 $8,062 $13,150 17.1%

988 8,337 + 3.4% 14,320 + 8.9% 16.4

989 9,232 + 10.7 14,865 + 3 8 17.0

990 9,875 4 7.0 16,055 + 8 0 16.9

991 10,154 + 2.8 17,505 9.0 16.1

987-1991 + $2,092 + 25.9% + $4,355 + 33.1% -1.0%

Table 2-1989 Total Money Earnings of Persons With Four Years ot College Education, By Gender and

Race, Ages 25 to 34

Au Males An Females Total
White
Males

White
Females

Black

Males

Black

Females

Without Earnings 2.4% 10.9% 6.8% 1.6% 10.7% 5.7% 4.3%

Under $12,500 11.4 20.8 16.2 10 4 20.6 24.3 24.2

$12,500-$17,499 6.5 11.0 8.8 6.4 10.7 4.4 13.0

$17,500-422,499 13.7 16.4 15 1 13 1 17.1 24.3 15.6

$22,500-$24,999 5.9 6 3 6 1 5.9 6.1 6 9 10.5

$25,000-$29,999 13.4 12 2 12 8 13.5 11.8 23.5 14.4

$30,000-$39,999. 21 7 14.6 18.0 22.6 15.2 4 4 10.8

$40,000$49,999 121 5.0 8 5 12 9 5.0 1.6 4.7

$50,000 or Above 12.8 2.8 7 7 13.6 2 8 4.9 2 5

All Earnings 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Avg. Earning $32,465 $22,247 $27.216 $33.251 $22.217 $23,280 $21,646
Pct. in Group 48.6% 51.4% 100.0% 42.5% 44.6% 3.6% 4.0%

Source U S Eikreau of the Census, event Population Reports, Series P601 No 1/2, Money Income of Households, Families and Persons in
!he United States 1988 and 1989

Table 3-Estimated Proportions of FourYear College Graduates Ages 25 to 34 Who in 1989 Would

Have Had Debt Burdens in Repaying Stafford Loans, by Cumulative Loan Amounts

Amounts brYrowed

_
A11 Males All Females Total

While

Males

White

Fema1es

Black
Males

B lack

Females

$5,000.. 6.2% 20 3% 13.4% 4.8% 20.3% 15.4% 11.9%

$7.500. 9 3 24 8 17 2 7.8 24 9 21 5 17.7

$10,000 13 8 31.7 23.0 12 0 31.3 30.0 28.5

$12,500 . 17.4 37 7 278 15 6 37 0 32.8 31.5

$15,000 23 0 45 6 34.6 20.6 45 1 40.9 42.6

$17,250 31.5 56.1 44.2 29.1 56.0 54.3 54.0
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Percentages of All Borrowers With Burdens

Amounts borrowed All Mal.s All Females Total
While
Males

White
Females

Black
Males

Black
females

$5,000 22.4% 11 .6% 100.0% 15.4% 67 5% 4.1% 3.5%
$7,500 26.1 73.6 100.0 19.2 64.3 4.4 4.1

$10,000 29 70.8 100.0 22 1 60.8 4.6 4.9

$12,500 30. 69.6 100.0 23.8 59.1 4.2 5.4

$15,000 32.3 67.1 100.0 25.7 58.1 4.2 4.9

$17,250 34 1 65.2 100.0 28.0 56.5 4.4 4.9

AO Grads 48.6% 51.4% 100.0% 42.5% 44.6% 3.6% 4.0%

Table 4-Comparison of Borrower Repayment Costs for $10,000 in Self-Reliance Loans at Three

Proportions of Salaries and Four Initial Salary Levels

$9,750 Per Year $13 000 Per Year $26,000 Per Year $36.000 Per Year

Borrower GNI iturAer Govt Borrower Gott Borrower GO it

Pays Forgives Pays Focg,ves Pays Forgives Fays Forgives

3 Percent $13,956 $23,281 511 019 $ 0 $18,468 $ 0 $17,716 $ 0
5 Percent $23,262 $ 5,622 s18,346 $ 0 $16,098 $ 0 $14,716 $ 0
1 Percent $20,243 $ 0 $16,764 $ 0 $14,554 $ 0 $14,306 $ 0

Note Borrowers initial salaries all assured to inuease al 5 ixrcetif per year

Senator SIMON. Thank you.
Mr. Bigelow.
Mr. BIGELOW. Thank you, Senator Simon.
My name is Michael S. Bigelow, and I am deputy assistant com-

missioner for returns processing at the Internal Revenue Service. I
appreciate the opportunity to testify today on the IRS views of the
Self-Reliance Loan Act. I regret that we have not done an in-depth
analysis of this bill as revised, and we just become aware of this
hearing yesterday afternoon. However, we have reviewed similar
proposals, and I will comment on concerns we see at this early
stage.

With me today on my left is Jim Helm, the deputy assistant com-
missioner for collection.

I will keep my remarks brief but ask that my prepared state-
ment be entefed into the record.

Senator SIMON. It will be entered in the record.
Mr. BIGELOW. Right now, we are working with the Department of

Education to examine the issues of int ual concern raised by this
bill and similar bills introduced in the House. By raising concerns,
we do not mean to convey a judgment on our part that these prob-
lems are insurmountable.

I also will not comment on the policy; however, I must point out
that this proposal to have the IRS collect student loan repayments
as a tax would be a fundamental change in the mission of the In-
ternal Revenue Service and our role in the lives of taxpayers.

Before I comment on the legislation, I would like to give you a
little background on the size and scops; of IRS operations today.

The Internal Revenue Service affects the lives of almost all
Americans. During 1991, the Internal Revenue Service processed
more than 200 million tax returns and more than one billion infor-

8 9
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mation returns, sent out refunds to more than 80 million taxpayers
and collected more than $1 trillion.

The IRS has a longstanding commitment to making the tax
system simpler and more responsive to the needs of taxpayers. Be-
cause even a minor change can have a substantial impact on the
overall tax administration system, it is important to carefully con-
sider any changes that could affect our ability to collect the more
than $1 trillion owed the Government each year.

In analyzing any new proposal, we must consider its impact on
taxpayer burden and complexity. The IRS already collects delin-
quent nontax debts owed the Federal Government. Our refund
offset program has been successful in securing past due Federal
debts. In 1991, IRS offset over 1.5 million refunds and secured over
$900 million for all Federal agencies. Of that amount, over $360
million for defaulted student loans was remitted to the Department
of Education.

Taking into account all of these factors, Congress and the admin-
istration must ultimately make the policy decision whether the IRS
should move from our role as debt collector of last resort to estab-
lishing the tax system as the primary collection vehicle for student
loans.

Above and beyond the policy decision of whether IRS should
become the Government collector for Federal debts, we have some
very practical concerns about the feasibility of such a proposal.
These reservations stem from an analysis of the impact of the self-
reliance loan proposal on the ability of taxpayers and employers to
cope with the changes, the current tax processing limitations, our
revenue accounting systems, and our tax collection activities. More-
over, we currently have neither the computer capacity nor the re-
sources to undertake such an effort at this time.

The bill envisions that the student's loan payments would be
paid along with his or her current year's tax. To do this effectively,
we anticipate altering the withholding tables and estimated tax
worksheets, as was previously described, to ensure that taxpayers
pay in the amounts that would be due for student loans.

The self-reliance loan proposal would have a significant impact
on the Service's current processing systems. Implementing the pro-
visions would require substantial forms and processing changes, in-
creased capacity, new accounting routines, and increased collection
enforcement resources.

Former Commissioner Goldberg and other IRS executives testi-
fied last year before both Houses of Congress about our need to
modernize our tax system. We are at a crossroads at the IRS. Out-
moded systems designed in the 1960's make it difficult for us to
properly store, timely deliver or update information already in our
system. If the IRS is to be charged with a new area cf taxation, we
would need to begin planning for this as part of our tax system
modernization effort now underway.

To implement this legislation, the Form 1040 would have to be
revised to report the educational loan repayment tax and to record
loan payments transmitted. A iding a new line and schedule to the
Form 1040 is much easier said than done. We would have to adapt
our accounting system to establish a new trust fund and to process
self-reliance loan transactions. At first glance, we would need to
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report to the Office of Self-Reliance Loans information similar to
what we now report to the Social Security Administration for
Social Security and Medicare taxes.

As we contemplate processing changes for 1993 and beyond, we
are confronting very real limits to our ability to capture informa-
tion from the Form 1040. There would also be a tremendous impact
on taxpayer service sites and service centers responding to inquir-
ies about repayment status, deferral rules, and other aspects of the
program each year during our busiest tax season.

Senator Coats articulated our concerns as to collection impact.
The collection of delinquent student loan repayment taxes could
add to the very sizable existing accounts receivable inventory,
which unfortunately includes a sizable trust fund portion from em-
ployers.

We are concerned that loan repayment taxes could be assessed as
early as tax year 1993. We would need significant coordination
with the Department of Education and the Census Bureau to devel-
op protocols for ongoing information needs. Even a 4-year demon-
stration project may be too short to determine the total impact on
the Internal Revenue Service because repayments for the majority
of students would not begin until the project really is over.

From our preliminar:' analysis, start-up costs for the Internal
Revenue Service wouid be significant. And Mr. Chairman, I do not
want to convey the impression that the Internal Revenue Service
would not be able to collect the educational loan repayment tax if
that is the will of the Congress and the President. We know that
with proper planning, we can implement major tax legislation. We
have done so in the past, and we expect to make major changes in
the very near future.

As I noted at the beginning of my statement, we will continue to
work with the Department of Education to pursue these issues in
greater detail and in a variety of scenarios.

We appreciate your taking this opportunity to determine what
the impact on the IRS would be as you consider this legislation.
Mr. Helm and I will be pleased to answer any question you or the
members may have.

{The prepared statement of Mr. Bigelow followsd

PREPARED STATEMENT OF MR. BIGELOW

Mr. Chairnum and Members of the Committee: I appreciate the opportunity to
testilly today on the IRS views on the Self-reliance Scholarship Act of 1991. I regret
that we have not done an in-depth analysis of this bill, however, we have reviewed
similar proposals and I will comment on those concerns we see at this stage of our
inquiry. With me today is Jim Helm, the Deputy Assistant Commissioner for Collec-tion.

OVERVIEW

We are working with the Department of Education to examine the issues of
mutual concern raised by this bill and similar bills introduced in the House. By rais-
ing these concerns, we do not mean to convey a judgment on our part that these
probkmis are insurmountable.

I also will not comment on the policy, however, I must point out that this propos-
al to have the IRS eollect student loan I also will not comment on the policy, howev-
er, I roust point out that this proposal to have the IPS collect student loan repay-
ments as a tax would be a fundamental change in the mission of the IRS and our
role in the lives of taxpayers.

9 1
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SIZE AND SCOPE OF IRS OPERATIONS

Before I comment on the legislation, I would like to give you a little background
on the size and scope of IRS operations. The Internal Revenue Service affects the
lives of almost all Americans. Our taxpayer base includes all individuals, families,
businesses, trusts, estates, tax exempt organizations, and government agencies
throughout the United States, and others throughout the world who do business in
the United States. Our budget for FY 1992 is almost $6.7 billion and we have over
115,000 employees in our service centers, call sites, district offices and overseas posts
of duty.

During 1991, the IRS processed more than 200 million tax returns and more than
1 billion information returns, sent out refunds to more than 80 million taxpayers,
and collected more than 1 trillion dollars. We sent out more than 8 million notices
to taxpayers who made math errors, or forgot to sign or attach schedules to their
returns; sent out more than 2 million notices requesting name and Social Security
Number and received more than 40 million letters in our service centers. We han-
dled more than 36 million calls in our Taxpayer Service call sites and received more
than 3.6 million calls and placed more than 3.2 million calls in our Collection Auto-
mated Call Sites.

We enforced compliance with the tax laws by conducting more than 1 million ex-
aminations and sent out more than 4 million notices to taxpayers who did not in-
clude all of their income on their returns. We also sent out more than 18 million
balance-due collection notices and initiated more than 4 million collection actions
(ranging from filing notices of tax lien to bank levies and property seizures).

To support all of these activities, IRS employees requested copies of more than 40
million tax returns from archives for our use, and received more than 6 million re-
quests from taxpayers for copies of their returns. We made more than 54 million
inquiries to our master files and effected more than 700 million transactions to
master file accounts.

THE NERD FOR TAX SIMPLIFICATION

The IRS has a longstanding commitment to making the tax system simpler and
more responsive to the needs of taxpayers. Because even minor changes can have a
substantial impact on the overall tax administration system, it is important to care-
fully consider any changes that could affect our ability to collect the more than one
trillion dollars owed the government each year.

In analyzing any new proposal, we must consider its impact on taxpayer burden
and complexity.

coultertoN OF NON-TAX DEBTS BY IRS

The IRS already collects delinquent non-tax debts owed the federal government.
Congress first r lthorized the collection of delinquent child and spousal support pay-
ments through offset of taxpayers' refunds in 1981. Refund offset was expanded in
1984 to other federal non-tax debts, such as unpaid student or small business loans.

The refund offset program has been successful in securing past due federal debts.
In 1991, IRS offset over 1.5 million refunds and secured over $900 million for all
federal agencies. Of that amount, over $360 million for defaulted student loans was
remitted to the Department of Education.

Taking into account all of these factors, Congress and the Administration must
ultimately make the policy decision whether the IRS should move from our role as
debt collector of last resort to establishing the tax system as the primary collection
vehicle for student loans.

Above and beyond the policy decision of whether IRS should become the govern-
ment collector for all federal debts, we have some very practical concerns about the
feasibility of Such a proposal.

These reservations stem from an analysis of the impact of the Self Reliance Schol-
arship proposal on 1) the ability of taxpayers and employers to cope with the
changes, 2) the current tax processing system limitations, 3) our revenue accounting
system, and, 4) our tax collection activities. Moreover, we currently have neither the
computer capacity nor the resources to undertake such an effort.

IMPACT ON TAXPAYERS AND EMPLOYERS

The bill envisions that the student's loan payments would be paid along with his
or her current year's tax. To do this effectively, we anticipate altering the withhold-
ing tables and estimated tax worksheets to ensure that taxpayers pay in the
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amounts that would be due for student loans. It is critical that you allow sufficient
lead time to develop educational materials for taxpayers and employers.

The IRS takes very seriously its role in educating taxpayers about the best way to
meet their tax obligations. In order to avoid a large number of taxpayers discover-
ing that they owe a significant amount and must pay it within a short time, the
Form W-4 (Employee's Withholding Allowance Certificate) would have to be revised
to factor loam repayments into the withholding calculation. Although this would fur-
ther complicate the Form W-9, which already contains a page of additional work-
she9ts for taxpayers with two jobs or for two wage-earner households, we believe it
would be necessary to avoid balance due tax returns.

IMPACT ON IRS PROCESSING AND ACCOUNTING SYSTEMS

The Self-Reliance Scholarship proposal would have a significant impact on the
service's current processing systems. Implementing the provisions would require
substantial forms and processing changes, increased capacity, new accounting rou-
tines and increased collection enforcement resources.

Former Commissioner Goldberg and other IRS executives testified last year before
both Houses of Congress about the need to modernize our tax system. VVe are at a
crossroads at the IRS. Outmoded systems make it difficult for us to properly store,
timely deliver or update information already in our system. If the IRS is to be
charged with new areas of taxation, we would need to begin planning for this as
part of Tax Systems Modernization.

To implement this legislation, the Form 1040 would have to be revised to report
the Educational loan repayment tax and to record loan payments transmitted.
Adding a new line and schedule to the 1040 is much easier said than done. At a
minimum, we would need to work closely with the new Office of Self-Reliance Schol-
arships to ensure that their notice and our Schedule are compatible and do not
cause undue taxpayer confusion.
-The IRS would have to adapt our accotTnting systems to process Self-Reliance

Scholarship transactions. At first glance, we would need to report to the Office of
Self-Reliance Scholarships information similar to what we now report to the Social
Security Administration for Social Security and Medicare taxes.

As we contemplate processing changes for 1993 and beyond that we know about,
we are confronting very real limits to our ability to capture information from the
Form 1040. Modifying the computer record that is built from the Form 1040 to
transmit information to the Individual Master File to accommodate loan repayment
tax information would require format changes which would create unacceptable
overhead severely impacting processing times.

There would also be a tremendous impact on taxpayer service sites and service
centers responding to inquiries about repayment status, deferral rules and other as-
pects of the program each year during our busiest season.

IMPACT ON CO&LECTION ACTIVITIES

In addition to the processing issues, which are significant, additional workload
would be incurred in our Collection function. The collection of delinquent student
loan repayment taxes could add to the very sizable existing accounts receivable in-
ventory.

We have a major effort underway to improve our handling of accounts receivable
which has been the subject of numerous hearings before Congress over the last two
years. We appoinced a high level executive to serve as Accounts Receivable Execu.
tive Officer. This executive is responsible for coordinating the many different as-
pects and IRS functions that must work together to reduce the rate of growth in
accounts receiveble, particularly in uncollectible accounts.

LEAD TIME AND RESOURCE NEEDS

We are concerned that loan repayment taxes could be assessed as early as tax
year 1993. We would need significant coordination with the Department of Educa-
tion and the Census Bureau to develop protocols for ongoing information needs.
Education, for example, is responsible for determining the eligibility of an institu-
tion to participate in the loan program. We would also have to coordinate systems
modification efforts with the Office of Self-Reliance Scholarships.

We have not estimated either the cost of modifying our systems or the operational
costs once implemented. Significant coordination also would be necessary to develop
common assumptions that would enable all IRS functions to accurately estimate the
time and resources necessary to implement this bill. From our preliminary analysis,
start-up costs would be significant. Since the bill allows for administrative costs to
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be paid from the Education Trust Fund, we assume that we could work with the
Finance and Appropriations Committees to determine a formula for reimbursement
of start-up and ongoing expenses.

CONCLUSION

Mr. Chairman, I do not want to convey the impreseion that the IRS would not be
able to collect the Educational Loan Repayment Tax if that is the will of the Con-
gress and the President. However, I must emphasize that this would be a major
change in the way we do businees and would impact many different aspects of our
tax administration system.

We know that, with proper planning, we can implement major tax legislation. We
have done so in the past and we expect to make major changes in the very near
future. As I noted at the beginning of my statement, we will continue to work with
the Department of Education to pursue these issues in greater detail in a variety of
scenarios.

We appreciate your taking this opportunity to determine what the impacts on the
IRS would be as you consider this legislation.

Mr. Helm and I will be pleased to answer any questions you or the membere may
have.

Senator SIMON. We thank you.
Ms. LaFever, if we make 300 schools eligible for this, I gather the

University of Phoenix will not be one of the 300 applying. Is that
correct?

Ms. LAFEVER. The way it is currently set up now, I do not believe
so. But since you brought up the area of 300 schools, I would like to
make a couple points.

If you have 300 schools, or even a smaller number, you could en-
danger access to education for other institutions within a given
State because right now, in order for a lender to make additional
loans, they have to sell those loans to a secondary market, the
original loans, to get additional money. When they sell them to sec-
ondary markets, in order for that market to have the funds to pur-
chase additional loans, they have to go through bonding.

A bonding agency for the last couple of years has been requiring
a portfolio mix because of the high default rates that some institu-
tions have had. That portfolio mix is normally a small percentage
of proprietary, a small percentage of 2-year institutions, and the
largest percentage, because of their lower default rate, is for 4-year
institutions.

For example, in the State of Arizona, we have one of the largest
4-year institutions in that State. If they chose to go to this program
and to not make the same number of loans out of the Guaranteed
Student Loan program that they are, they could endanger access to
the rest of us to additional funding under that Guaranteed Student
Loan program. That scares me.
Another
Senator SIMON. I don't mean to cut you off, but we have both Re-

publican and Democratic Caucus meetings. I think those kinds of
problems can be taken care of, but specifically answering my ques-
tion, then, you would not be applying as one of the 300.

Ms. LAFEVER. Not the way it is currently designed.
Senator SIMON. OK. Mr. Davis, when you stress that the total

payment is going to be greater, it is true if you have a 20-year
mortgage, you're going to pay a greater amount than if you have a
10-year mortgage. I think people understand that if you pay some-
thing back over a longer period of time you pay more interest. But
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sometimes it is not possible for families to make large enough pay-
ments to pay back in 10 yeais like they can in 20 years.

If I may ask this question of you, Mr. Bigelow or your colleague,
how does the child support program work right now?

Mr. BIGELow. Right now, they have a refund offset for child sup-
port. We have created what we call a debtor master file, and we
receive information every year from all of the various States on
back child support. We load that into the file, and as returns are
filed for a refund, we run in past that particular file and offset any
back due or delinquent child support. We have the same thing for
default student loans.

Senat Or SIMON. I see. But that would be appreciably different,
then, from this kind of an operation. Here, you would probably
have to have, particularly if we went beyond the 300 schools, clear-
ly some kind of modification of the W-2 Form.

Mr. BIGELOW. We'd have to have a modification of the W-2, we'd
have to have a modification of the 1040, an additional line to report
that and possibly a schedule, but more importantly, an entire new
accounting technique set up in order to capture that and be able to
properly report it to whatever body is established to receive that.

Senator &mom Senator Kassebaum.
Senator KASSEBAUM. Thank you.
First, I would liko to thank everybody who is here testifying. I

know it was not easy to make arrangements at the last minute. We
didn't know about this hearing until the weekend. I think you
probably weren't even asked until Monday, as everyone was scram-
bling to get witnesses. So I very much appreciate your testimony,
and of course, I think it makes eminent good sense. I think it
shows just by the questions, Ms. La Fever, that you raise here that
we all need to be sure we are comfortable with how this is going to
work before we can move forward. I think there are just many un-
answered questions, and many that all three of you have raised.

Mr. Bigelow, I would like to follow up on the child support ques-
tion. Is that interstate coordination that you meant? How do youtrack that?

Mr. BIGELOW. Yes, it is interstate coordination. We have worked
out memoranda of agreement with each of the various States. We
do have a few States that do not participate, but the majority do.

We also have the same thing for approximately 28 Government
agencies in order to secure refunds on back taxes and Federal obli-
gations.

Senator KASSEBAUM. Let me just ask if the collection of these
loan were run through the IRS, would you have to initiate a new
computer system, or could you do it with the one that you have?

Mr. BIGELOW. We would have to add additional accounting rou-tines, which is a very complicated technique, to capture and recordthe information so that we knew exactly how to distribute the
funds. It doesn't just all go into the Treasury; it has to be account-
ed for. It is that routine that would have to be run that would in-
crease our processing time in Martinsburg on our antiquated sys-
tems which, like I said, were designed in the 1960's. The estimated
lead time is a couple of years just to build that in, and additional
capacity would have to purchased, and you know the procurement
process.

.95
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Senator KASSEBAUM. Do you have any rough estimate of what
the might be? I guess that's probably open-ended.

Mr. BIGELOW. We really have not. We have been working with
some of the staff on the House side in trying to determine some of
the costs, because a lot of it depends on how you actually build this
as far as is this a tax, and add it to the tax system with a trust
account, or is it kind of like an add-on, supplemental to tax, which
is some of those propsals on the House side. So it depends on how
it's built and what resources we would need, so we would have to
work with the staff. We ale trying to work with the Department of
Education right now in determining some of these costs.

Senator KASSEBAUM. Mr. Davis, we have worked hard, as you
know, to develop some integrity measures that are based on the de-
fault rates. This has been criticized by some schools which have
faced closure and which, with patterns of high default rates, have
simply not been able to succeed.

What would this proposal do to those efforts to try to strengthen
program integrity? Have you given any thought to that?

Mr. DAVIS. Do you mean this particular program?
Senator KASSEBAUM. Yes, because there would be no institutional

default rates.
Mr. Ditis. No, I would doubt that those schools that have high

default rates would even be selected by the Secretary, so I don't
'think it would have any--

Senator KASSEBAUM. True, but now we're speaking about just the
300 schools. If this program grows, which I guess it would, it would
be open-ended. Possibly, no institution would have a default rate.

Mr. DAVIS. Yes. It would represent a raid on the Treasury by
'such schools. But I would like to think that by the time this is ever
implementedand I hope it isn't, but say it is implemented-5
years from now, I would like to think that most of the schools that
are not performing to standard will no longer be in any of the pro-
grams. I have that as a hope, anyway. We're working on it in
Pennsylvania.

Senator KASSEBAUM. Well, I salute that, because I think that's
what it will take. I value that contribution.

Ms. La Fever, the University of Phoenix is a proprietary school.
Do you see the absence of a default rate measure as being a prob-
lem?

Ms. LAFEVER. Yes, being a proprietary institution with a 1.8-per-
cent default rate, by the way

Senator KASSEBAUM. I know; you are an example of one that is
well-run.

Ms. LAFEVER. We even find ourselves starting to become just a
tad defensive, because everyone considers proprietary schools to be
bad institutions in this day and age. In the State of Arizona, we
have been able to close 12 schools in the last year, institutions that
were perhaps not using the best systems in order to implement
their financial aid programs. The way that has taken place is
through the State licensing agency and the guarantee agency work-
ing hand-in-hand in identifying institutions that have problem
areas, and if those institutions cannot be helped, then they step in
and take the actions that are needed.

So I think the mechanism is already in place.
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Senator KASSEBAUM. Based on the ability to use the default rate
as a measure of whether they should continue or not, have you
used that as a guideline?

MS. LAFEVER. What happens right now is the guarantee agency
requires any institution with a high default rate to fill out a very
extensive questionnaireit takes about a weekand based on that,
they determine whether that institution should be allowed to con-
tinue participation in the current Guaranteed Student Loan pro-
gram. So they do use that as a basis.

Senator KASSEBAUM. I don't have any further questions. I think
your comments regarding the questions that need to be answered
and need to be thought through before we put anything in place
are extremely valuable, and I am very appreciative of your time in
coming to testify.

Senator SIMON. We thank you all. I think this is evolving, and
we still have things to work out. It sounds to me like IRS needs
help no matter what, whether we pass this or not.

Mr. BIGELOW. We need help with our tax system modernization.
[Additional statements and, material submitted for the record

follow:]

PREPARED STATEMENT OF THE UNITED STATES STUDENT ASSOCIATION (USSA)

The United States Student Association (USSA), the largest and oldest national
student organization, represents more than 3.5 million iposteecondary students in 4-
year public and private institutions, technical schools and community colleges.
USSA applauds the Senate for its passage of S. 1150, "The Higher Education Act
Amendments of 1992," which would go a long way toward our shared goal of equal
educational opportunity. We are disappointed that this important legislation did not
include a Pell Grant entitlement. which we believe is a necessary prerequisite for
making higher education accessible to all.

Basically, the USSA Board of Directors appreciates the intent of Senators Simon,
Durenberger, and Bradley to help students and their families afford a postsecondary
education, and to lessen the impact of post-graduation debt burdens. However,
USSA is concerned about some aspects of these two bills, including student loan col-
lection through the Internal Revenue Service; 25-year repayment periods; and elimi-
nation of the in-school interest subsidy. We thus have some thoughts on how
income-sensitive loan repayment as an option could be used in the interests of stu-
dents.

Let me emphasize that USSA is a strong supporter of the concept of the direct
lending of student loans by institutions. While we have many concerns regarding
how a direct lending system would be phased-in and executed, we are very support-
ive of the concept because of the enormous savings and enhanced simplicity of such
a system. This testimony will also detail these concerns. Let me finally emphasize
that USSA sees the issue of direct lending as very separate from S. 1845 and S.
1562's provisions for income-contingent loan repayment through the IRS.

Lastly, USSA recognizes that the student loan programs have enabled countless
students to pursue a postsecondary education. However, our recommendations for
the student loan programs and repayment options are accompanied by our strongbelief that a Pell Grant entitlement is a necessary prerequisite to making our loan
programs work in the interests of students

INCOME-CONTINGENT LOAN REPAYMENT

USSA agrees with Senators Simon, Durenberger, and Bradley that income-sensi-
tive loan repayment is an idea well worth considering. It is true that students are
graduating with huge and often onerous loan burdens: in 1986, students graduated
from public institutions with an average debt of $6,810 and from private schools
with an average of $10,000 worth of debt. That is why we are supportive of a
number of provisions in the House Reauthorization bill (H.R. 3553), which would
ease the loan burden from students, including provisions to:

Provide graduated repayment schedules for Stafford Loan borrowers who re-
quest it [&ction 424 (a)];
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Requires that students be notified by both the seller and the purchaser when
their loan is sold [Section 427 (0];

Mandate that graduated or income-sensitive repayment schedules be offered to
consolidation loan borrowers [Section 430 (f)].

S. 1845 and S. 1562 both involve income-contingent loan repayment through the
Internal Revenue Service, and the direct lending of loans through institutions. Both
create unsubsidised loans, and S. 1845 would eliminate the current student loan pro-
grams and replace them with IDEA credit assistance. In an attempt to make the
loan repayment process more manageable for students and to decrease the number
of student loan defaults, students would pay their loans (under the two new pro-
grams) on an income-contingent basis through increased payroll-tax withholding.

S. 1845 (THE INCOME-DEPENDENT EDUCATIONAL ASSISTANCE)

While USSA does support the idea of income-sensitive methods of loan repay-
ment, we would be concerned about S. 1845's construction of income-dependent loan
assistance for the following reasons.

(1) S. 1845 would exacerbate the loan/grant imbalance, particularly among de-
pendent students. S. 1845 would replace the Stafford and Supplemental Loans for
Students (SIS) with IDEA credit. Currently, independent students (and in exception-
al circumstances, some dependent students) are eligible for SLS. For students not
eligible for SLS, S. 1845 increases the maximum loan limits under IDEA by $3,975
to $4,000, but only increases the maximum Pell Grant by a $600 "entitlement." S.
1845 would thus increase these students' dependence on loans.

However, independent (and other) students currently eligible for Stafford and SLS
loans would see a decline in the loan amounts they can borrow (between $125 and
$500)--which USSA finds objectionable in light on skyrocketing college costs.

Annual loan limits

Undergradute
Current

Stead SIS

S 1845 MLA
Ciedd

Dillerence

1st and 2nd Yeat Dependent Students ' $2,625 $6,500 $3.915
1st and 2nd Yea( Independent Students $2.625 $4,000 40146,500 $125

Other Dependent Undayaduates ' $4,000 $8,000 $4,000
Othe( Indepentlent Undergaduates $4,000 $4,000 $8,000 $ 0

Giaduale/PrOlessional 2 $1,500 $4,000 $11,000 $500

l The pLUS loan program lor parents of dependent students would conlmue under S 1845

2 Under S 1845. rnedocal and other high cost doctoral degree students would be eligible foe up to $20000 of !DIA malt Students in
extramdmanly high-cost graduate degree programs would be ehgible for up to $30,000.

(21 Under H.R. 2336, the interest rate on IDEA would float (T-bill plus 2 percent-
age points, not to exceed 10 percent) and have no in-school interest subsidy; this
would make IDEA loans much more onerous for needy students. IDEA loans would
also have no origination fees and insurance premiums. USSA is not convinced that
these factors "cancel each other out." In fact, Mr. Simon's own statistical ithalysis
indicate that many students would see an increase in then total student loan in-
debtedness after graduation if they chose IDEA loans over Stafford loans. Students
in long-term programs and graduate school would generate particularly huge IDEA
loans. We believe that it is the responsibility and in the self-interest of the federal
government to offer student loans with manageable terms and that will have the
least impact possible on the job and career choices of graduates. Hence if students
must borrow to finance their postsecondary education, the loans they take out
should only be Perkins and Stafford Loans, which have subsidized interest rates and
an in-school interest subsidy.

We only have to look at the current SLS program to see the adverse affects of a
loan program lacking an in-school interest subsidy. Looking at an actual Repayment
Addendum and Disclosure Statement from a lender to a SLS borrower, a student
from Louisiana, shows that after she makes repayments on her SLS loan of $4,000
over the next nine years, she will have had to repay $8,362. She will 'have to pay
$8.362 for a $4,000 loan. It's crazy that poor people are expected to pay twice as
much for their education!
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Now, S. 1845 attempts to address the problem under the current Income Contin-gent Loan program of students forever paying off their loans because of negativeamortizationthat is, students whose low-paying jobs result in their paying off theinterest but never touching the principal, and remaining indebted for lifeby for-giving their IDEA loan after 25 yearo of repayment. 25 yeare is a long time to keeppenalizing students, and is hardly a reward for taking out an ever-growing loan.
The indisputable bottom line is that if you are on a 25-year loan repayment plan,you end up paying much more than if you were on the standard 10-year plan.TJnder such a prolonged repayment period, borrowers would still be paying off theirloans while in their 40's and 50's, and when many are trying to purchase homes andraise families. In any event, USSA believes that it must be a conscious choice forstudents to commit themselves to such a prolonged repayment period that meansultimately that they owe a huge amount to the federal government and end up re-paying quite a lot of money.

(3) S. 1845 may complicate, not simplify, the student loan repayment process.While USSA strongly supports the idea of income-sensitive loan repayments as amore fair and manageable way for students to repay their loans, we have concernsabout S. 1845's particular way of collecting income-dependent loan repaymentsthrough the IRS.
Where are students supposed to turn to for counseling and information on theirstudent loan repayment options and problems? The IRS? The current system isfar from perfect, but at least students can work with their lender on defermentand forbearance options. Will the IRS or the Department of Education providecounseling?
What if a student is &owing a salary but is in economic trouble? We fear that itwould be nearly impossible for students to negotiate their loan payments withthe IRS, and instead the agency would simply continue to take precious dollarsfrom young peoples' paychecks (and then their house, their car . . .1.What happens if the Department of Education (or whichever entity is keepingtruck of what stucknts owe) makes a mistake? If the department erroneously as-sumes that a student still owes money, what is his or her recourse?How can students predict what their monthly loan payments will be? After grad-uation, a student's earnings are probably the most unpredictable aspect of his/her life! Won't employers have increased administrative expenses as partici-pants in loan collections?
USSA e.lso believes that students should consciously and freely chooseupon be-ginning repayment,a 25-year income-contingent loan repayment schedule that willincrease the total amount they pay back, and the years they are struggling to makepayments. They should NOT automatically be tracked into a 25-year payment agree-ment.

S. 1562 (SELF-RELIANCE SCHOLARSHIPSI

Our concerns about S. 1562 are very similar to those we have regarding S. 1845. S.1562 would allow students to borrow up to $10,000 with a maximum of $33,000. Bor-rowers could choose among 15, 20 or 25 year repayment options. The exact impact ofthese different options for borrowers is not clear to us. In addition, under S. 1562 aminimum level of repayment is set so a borrower could not avoid repaying theirloan even if they are unemployed. While this avoids the problem of a disincentive towork, it could impose real hardships for students, many of whomin today's tougheconomic timesare finding it difficult to obtain steady and well-paying jobs. We doappreciate the fact that the Self-Reliance Scholarships would supplement and notreplace current loan programs.
One last concern is that both these bills would provide quite an incentive for insti-tutions to raise tuition. Schools could cnntinue raising tuition, which would bematched dollar-for-dollar by increased loans for students (to a high level becauseboth would, overall, increase maximum loan limits). Pell Grants, however, wouldnot increase dollar-for-dollar as tuitions rise.USSA also has some philosophical problems with the premises behind these twobills that proposes to create new loan programs to address the very real problems ofdeclining access to higher education, skyrocketing college costs, and difficult studentloan burdens. New loan programs will not sufficiently address the underlyingreason why students default on their student loans. We should not assume that allof these students choose not to pay back their loans; we should recognize that mostof them simply can't pay them back. While USSA shares the concern about the in-creasing costs of Stafford Loan defaults, we believe that better loan collectionthrough the Internal Revenue Service is not the answer. What is desperately needed

n



96

is an in creased commitment to retention programs and grant programs, including a
Pell Grant entitlement.

There are many reasons why students default, including ones for which it is
unfair to assign blame to the student.Half of Stafford Loan defaulters are dropouts
from post,secondary programs. These people are not likely to have the job prospects
or enhanced earning power that accompany a postsecondary degree or certificate,
and thus face difficulty repaying their loans. Many student loan defaulters WANT
to pay back their loans; they just CANNOT. Hence, we must strengthen our invest-
ment in the retention programsincluding the TRIO Programs for Students from
Disadvantaged Backgroundsthat enable students to stay in school. We must make
Pell Grants an entitlement . . . which would decrease the amount of low-income
students forced to take on huge loans to pay for their postsecondary education and
increase their persistence rates. We must also ensure that students have all the
knowledge necessary to make good decisions and to be responsible and informed stu-
dent loan borrowersand S. 1150 would definitely help in this area. Without these
changes, better loan collection techniques through the IRS will not help improve the
number of students paying back their loans.

INCOME-CONTINGENT LOAN REPAYMENT FOR STUDENTS WITH ECONOMIC HARDSHIP

USSA agrees with the proposal advanced by the American Council on Education
on income-contingent loan repayment for borrowers whose income is inadequate to
service their debt for a period of years (i.e. those who debt service exceeds 10 per-
cent of their income). This group includes students who choose a career in low-
paying public interest fields, as well as those who did not persist in higher educa-
tion and do not have significantly higher incomes. We join ACE in believing that
these borrowers should have the option to petition the government to allow them to
repay on an income-contingent basis during the period in which their salaries are
inadequate to service ',heir debt without great hardship. Interest during this period
that is not taken care of by the borrowers' payments should be forgiven and not
added to their total debt. For most borrowers, this period of lower payments would
probably be temporary, but for those who are still repaying their loan after a cer-
tain period of time (25 years or so) should have their remaining debt forgiving.

We believe that this kind of optional income-contingent loan repayment takes
care of many of our concerns regarding most income-contingent proposals. Students
would not just automatically be put on the 25-year loan repayment track: since they
would have to petition for such a payment plan, they would be fully cognizant of the
implications of income-sensitive repayment (i.e. it could extend the number of years
they would be paying off their loans).

We believe that this kind of income-contingent propmal is both feasible, neces-
sary, and much more in the interests of students. Under these other proposals,
USSA is concerned that students would simply fall into 25-vear loan repayment
plans without a conscious choice to do so and without an understanding of all the
consequences. Many students do not get all the necessary information when they
first receive and/or start repaying their loans. For many, taking out a loan is the
very first financial decision in their lives. Students should not choose at the outset
of receiving their loans a 25-year repayment period simply because they are anxious
about their future income potential after college. In any event, an optional post-
graduation income-contingent repayment process would be the student's choice. and
not something into which he or she falls and later regrets.

Also, at this time, we are still uncomfortable about the Internal Revenue Service
playing any role in student loan collection.

DIRECT LENDING

The second major element of these two bills are their use of federal borrowing as
the source of !min capital for student loans. At USSA's 44th Annual National Stu-
dent Congress held in August 1991, students from all over the country voted to sup-
port the concept of the direct lending of student loans by institutions, based on the
following:

Simplification of the loan application, delivery, updating, and repayment proc-
esses . . . and reduction of loan defaults. The current GSL structure of more
than 13,000 lenders, over 50 guarantee agencies, and many secondary markets
results in an overwhelming system of multiple application forms, fees, paper-
work and massive confusion for too Many students. By contrast, the Perkins
Loan program is far easier for students to understand and use. USSA believes
that many defaults are the result of the complexity and confusion of this
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system that leaves too many students with too little information and no sense
of who to go to for answers.

Increased efficiency. Because of the complicated nature of the system, students
experience numerous delays in getting their loans, causing much hardship: stu-
dents are penalized for paying their tuition bills late or are dropped from their
classes, and have difficulty paying their child care costs or putting food on the
table. Under a direct loan programlike the Perkins Loan programa school
could process and deliver a loan along with a student's regular financial aid ap-
plication. In addition to reducing paperwork, the school would have direct con-
trol over the timing and distribution of loan funds. Hence, students would re-
ceive their loans more promptly.

The possible elimination of origination fees and insurance premiums.
The possibility of substantial savings (a reduced need to pay the special allow-

ance rate) that could be channeled into increased grant aid. Estimates of sav-
ings range from $600 million to $1.4 billion.

Automatic loan consolidation.
Reduction in defaults/better counseling. If schools originate the loans along with

the regular financial aid application, students would get more and immediate
information on how and when to repay their loans, and deferment and consoli-
dation options. In addition, a Harvard study found that a direct loan program
would reduce or simplify 44 percent of its administrative functions associated
with the current Stafford Loan program. A decrease in the administrative com-
plexity for institutions would mean that schools could devote more of their en-
ergies on reducing defaults through better counseling of student loan borrowers.

However, USSA hopes that the following questions will be satisfactorily answered
as the Committee discusses and considers direct lending:

Will there be adequate capital so that the loan program will remain an entitle-
ment under which every student who is eligible for the program can get a loan?

Will there be a phase-in period so that there is opportunity to assess and ad-
dress problems in the system?

How do we prevent institutions from "red-lining" students they consider risky
borrowers? Since institutions are being held responsible for high default rates
(i.e. high default schools are being cut off from participation in student loan
programs), will they deny loans to students whom they think are likely to drop
out and default? Will this end up denying first-generation college students, and
students from low-income and ethnic minority backgrounds access to loans and
a postsecondary education?

If financial aid offices at direct lending institutions take on new overhead costs
and thus require additional funding, will there be new costs passed on to stu-
dents? Would direct lending really eliminate the need for origination fees and
insurance premiums? If there are savings from restructuring the loan program,
will they go to student aid programs? Or will all savings be lost to new adminis-
trative costs for the Department of Education and institutions?

.Will nontraditional studentsolder students, part-time students, and evening
studentsreceive adequate services regarding loans if financial offices are only
open during the day?

USSA looks forward to further discussing these issues as you consider direct lend-
ing proposals, and stands ready to be of assistance. We think that the direct lending
could be a powerful way to ensure that student loans work in students' interests.

Lastly, USSA is aware that Senators Kennedy, Simon, Durenberger, Bradley and
Bentsen have been engaged in discussions on a supplemental, demonstration project
incorporating elements of S. 1845 and S. 1562. Attached is USSA's recommendationsfor what a pilot direct lending programs should consist of. However, a supplemental,
demonstration project would answer some but not all of USSA's concerns regarding
income-contingent loans with IRS collection. These include the absence of an in-
school interest subsidy, a lack of choice over whether to engage in a 25-year pay-
ment period, and IRS collection. Lastly, it is of great concern to USSA that this rep-
resents an attempt to create a new loan entitlement for some needy students at the
same time that the Senate chose not to find funding for a Pell Grant entitlement. It
seems curious to us that the Senate failed to agree to a Pell Grant entitlement,
whose merits are never questioned by criticsonly the wisdom of creating another
entitlement is brought upyet is apparently eager to create yet another student
loan entitlement. This is also unfortunate in light of the widely understood problem
of the loan/grant imbalance.

In conclusion, USSA urges this Committee to carefully consider how any income-
contingent loan program, and/or direct lending system would work and whether our
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shared goals of increased access, enhanced information and loan repayment rates,
and simplification of the student loan system would be achieved.

[For more information, contact Selena Dong or Stacey Leyton at (202) 347-8772J

ELEMENTS OP A PROPOSED DIRECT LOAN DEMONSTRATION

I. How long should the demonstration be conducted?
At least ten years would be necessary in order to fully assess the impact of all

aspects of the proposed concept, including flexible and income-contingent repay-
ment. The current mcome contingent loan demonstration would be terminated.

2. How many institutions should participate in a proposed demonstration?
The size of the demonstration is not nearly an important as achieving the proper

representation of institutional participants and a cross-section of student borrowers
from all income groups. While some have suggested 250 institutions and others 500,
either is acceptable with two caveats: (a) the Congress should determine the repre-
sentation of institutions in the sample, not the Secretary; and (b) the sample must
be heavily weighted toward the categories of institutions whose capacity to adminis-
ter a campus-based direct lending program is in doubt. Of critical importance to
USSA, in addition, is the income mix of student borrowers to be included in the
institutions selected. We suggest the following using either 250 or 500 institutions:

Student Borrowers

SWAM
Sector/No. of Students

250 500

20 40 Pubic/Private Research
30 60 Smaller, Private, BA (1,500 students or less w/1,000 GSL

borrowers)
30 69 Public, BA (4,000 students or less N/2,000 GM, borrowers)
30 60 Community, Junior and Vocational-Technical Colleges
10 20 Historically Black Colleges and Universities (HBC1I's)
10 20 Urban, BA (5 public. 5 private)
10 80 Private career schools (mix of colktiate, degree-granting,

technical with short-term programs, and cosmetolog)
30 60 Selected by Ed to ensure geographic, within-state distribution

and balance.

3. What should be the appropriate balance of student borrower/participants in
the direct loan demonstration?

The student mix at each participating institutions must assure that the borrowing
profile considers such student characteristics as family income, amount of the loan,
student career objective and independent/dependent student status among others.

4. How will loan capital be provided to colleges and schools to deliver to students?
USSA is very concerned about the source of loan capital. Various direct loan pro-

posals have suggested raising funds from the sale of T-bills, while others have sug-
gested borrowing from the Federal Financing Bank (FFB). We are concerned about
the implications of any mechanism that has the possibility of limiting the entitle-
ment nature of the GSL program, i.e. providing controls in the Department of the
Treasury, OMB or other governmental agency or office which could limit student
access to GSL funds for college. We see signs that either of these mechanisms for
providing GSL loan capital will provide an opportunity for "control" of the flow of
capital to participating postsecondary institutions. Then control could limit student
access and is likely to change the entitlement nature of the program. For example,
what impact might a negative program review or OIG audit and a $750,000 previous
"overaward" have on institutional participation/student access to their GSL alloca-
tion. Could the Secretary of Education exercise his "emergency powers" and termi-
nate a school?

5. Will the demonstration provide an "opt out" opportunity for those institutions
not wishing to provide loans directly or col:ect them? If so, will the demonstration
test the Department of Education's capacity to administer an alternative loan deliv-
ery system?

USSA believes an institution's desire to avoid participation should be honored,
however the college or university's decision should not dleprive its students of any
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benefit to which he or she would otherwise be entitled, e.g. higher loan limits, flexi-
ble or extended repayment options, etc. The institutional cction should be preserved
while assuring each student of the same benefits irrespective of the participation or
non-participation of the student's institution in the direct loan program. An alterna-
tive delivery system must be present and tested in the demonstrationeither the
Department of Education, Sallie Mae, or state-based alte native, etc.

6. Will the participating institutions administer both GSL's and direct loans
during the demonstration?

Yes, we believe that each institutions should be required to administer both pro-
grams simultaneously, since they will do so initially if direct lending is fully imple-
mented after the demonstration. In addition, institutional prerogatives would be
preservedin the event that the demonstration proves the anticipated savings and
efficiencies contemplated were illusoryso no institution which participated in the
demonstration would totally sever its relationships with GSL lenders.

7. Should staff training be provided for institutional participants in the demon-
stration program?

Yes, USSA strongly supports staff training, especially for smaller and medium-
sized institutions. We urge the department to also consider including student assist-
ants who work in student aid offices in this training to the extent practicable.

8. Should income contingent and flexible repayment options be included in the
demonstration?

USSA strongly supports flexible repayment provisions, at the student's option, in
any direct lending program.

PREPARED STATEMENT OF ELIZABETH M. HICKS, COORDINATOR OF FINANCIAL AID FOR
HARVARD UNIVERSITY, CAMBRIDGE MA

I am writing concerning the income dependent education assistance program con-
tained in Part D of the Higher Education Act of 1965 as amended by S. 1150. Before
I comment on this provision of the bill, I commend you for the vision and leadership
you demonstrated as chair of the Labor and Human Resources Committee and one
of the principal architects of this bill. This legislation will expand student aid to
middle-income families, increase Federal grants and loans, and simplify the process
of applying for and receiving student aid. On behalf of the students from all sectors
of postsecondary education who will benefit from this legislation, I express apprecia-
tion to you and your colleagues for making this important investment in our coun-try's future.

I am also grateful for the work your committee did on the exploration, analysis,
and ultimately the passage of a direct lending program with income-sensitive pay-
back through a Federal agency. Enclosed please find a copy of a paper entitled
"Back to the Future: Making the Case for Direct Lending," which I recently pre-
sented before the annual meeting and student loan seminar of the Coalition of
Higher Education Assistance Organizations. As a result of conversations with my
colleagues, I believe that my comments reflect the views of educational institutions
across the Nation that are interested in pursuing the creation of a direct lending
prwram to address the problems of access, cost, and quality in the current Guaran-teed Student Loan (GSL) program.

In my paper I state that the fundamental concept of the Guaranteed Student
14)an Frogramwhereby Federal expenditures are leveraged to generate private,
capita has changed very little from its beginnings in the mid-1960's. What has
changed is the nature of the students and families the GSL program serves and the
environment in which the program operates. The current GSL program is an inap-
propriate structure in the present environment because it directs limited Federaldollars to the burgeoning administrative bureaucracies required to support the pro-
gram, rather than to students in need of funds for their educational expenses. WhileI have few doubts that we could replace the Federal guarantee loan program with aFederal direct loan program without disrupting the flow of dollars to students, I un-
derstand that others are recommending that we proceed more cautiously.

The self-reliance loans authorized under the income dependent education assist-
ance program are an important step in the right direction. For the most part, these
loans meet the benchmarks of the ideal student loan program identified in the at-
tached paper. However rather than creating a new loan program, I recommend that
you seize this opportunity to begin substituting a Federal direct loan program for
the Federal Guaranteed Student 'Loan program by establishing self-reliance loans as
a replacement for the Supplemental Loans for Students (SLS) program. I also rec-
ommend that you expand the number of participating schools to more than a cohort
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of 300. This number is less than 4 percent of the schools in the current GSL pro-
gram and is insufficient to provide for cooperation in systems building among insti-
tutions. At minimum, we ideally need 800 schools in order to have a critical mass
participating in self-reliance loans in each region or state.

I appreciate this op_portunity to comment on direct lending and to again congratu-
late you and your colleagues in the Senate, and in particular on the Committee of
Labor and Human Resources, for the fine work you have accomplished to date on
behalf of America's next generation.

BACK TO THE FUTURE: MAKING THE CASE FOR DIRECT LENDING

I. Introduction
One of the most controversial debates during the current reauthorization is

whether the Federal Government should move from a guarantee student loan pro-
gram to a direct loan program. Without a careful review of direct lending, there is a
temptation to assume that it is either a return to a past failure or a risky experi-
ment for the future.

Nothing could be further from the truth. Direct lending is neither the rebirth of a
prior program that failed, nor is it a mejor innovation yet untried. Rather, direct
lending is the application of successful components of several past financial aid pro-
grams to the present environment, with the goal of ensuring the perpetuity of our
largest Federal student financial aid program well into the future.

The purpose of my presentation is to explain how direct lending will take us
"Back to the Future." After a brief t-ackground of the Guaranteed Student Loan
program, I will highlight the benchmarks of an ideal student loan program and ex-
plain why direct lending meets those standards. We will examine how direct lending
works and conclude by exploring what the future holds. Throughout, my basic
premise is that a guarantee loan program is outdated and a direct loan program
timeless.

II. Background
The fundamental concept of the Guaranteed Student Loan programwhereby

Federal expenditures are leveraged to generate private capitalhas changed very
little from its beginnings in the mid-1960's. What has changed is the nature of the
students and families the GSL program serves and the environment in which the
program operates.

Originally directed to middle-income families experiencing cash flow problems,
the GSL program now is used to meet the demonstrated financial need of Feder-
al student aid applicants from low- and middle-income backgrounds.

Initially serving students at a few public and private institutions, the GSL pro-
gram now serves students enrolled in thousands of institutions from all sectors
of postsecondary education.

Formerly a program used to award the last dollars for student's educational
costa, the GSL program now is used to distribute the first dollars for students'
direct educational and living expenses.

In the beginning a program that awarded millions of dollars annually to stu-
dents, the GSL program now awards billions of dollars each year.

These changes have stretched the limits of the GSL program too far. The program
was originally designed to operate on a smaller scale. A student borrowed all his
loans from the family's neighborhood bank and the lender held and serviced the
borrower's entire loan portfolio throughout the life of the loans,

But economies of scale have rendered this personal approach impractical, if not
impossible. Lenders now have no prior banking relationship with the borrower, con-
duct most of their business with the borrower by mail, offer 24 hour loan processing
in order to compete, contract out loan servicing, and sell loans as needed, to secure
capitalsometimes even before the loan is disbursed, and often without informing
the borrower.

In addition to the student, the school, the lender, and the Federal Government,
this private-Federal partnership now includes the guarantee agency, the servicer,
the secondary market, and the collection agency. Further, since the original design
of the GSL program did not take into account a growth industry of servicers, there
is less oversight of these entities, which has recently resulted in improper servicing
of millions of dollars worth of loans.

The GSL program carries with it the seeds of its own destruction. It is an inappro-
prier.* structure in the present environment because it directs limited Federal dol-
lars to the burgeoning administrative bureaucracies required to support the pro-
gram, rather than to students in need of funds for their educational expenses.
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During the past year, many Federal legislators, educational associations, and edu-

cational institutions have concluded that simply changing the current GSL program
will not address its multitude of problems. The next logical progreealnto restruc-
ture the programis necessary. IVith this thought in mind, aeveral proposals have
been developed to create an ideal student loan program.HI. The Ideal Student Loan ProgramThe ideal student loan program serves the needs of the borrowers for whom it is
intended, results in the most effective expenditure of the lender's funds, and pro-
vides reasonable assurances that the funds will be repaid. The benchmarks I haveidentified for the ideal student loan program can be summarized as follows. The
ideal student loan program:

is responsive to the needs of the borroweris understandable to the borroweris administratively manageable and effectivekeeps administrative costa to a minimum--swum program accountability and integrity--provides assurance for capital demandsis equitably available to all potential borrowershas beneficial terms for borrowers
protects the rights of the lendersresults in timely delivery of the loan proceedsA careful evaluationby those in the best position to make such judgmentsofthese, and similar value descriptions, against the current GSL structure indicates

the program is in need ofchange. At its November 1991 Board of Directors meeting,
NASFAA did not fully endorse current Federal direct loan proposals, but recom-
mended development and implementation of a parallel direct loan program, with no
limitations on the number of schools that could participate. In a letter to theNASFAA membership, Dallas Martin, the President, shared the Board's evaluation
of the current GSL program against their ideal student loan "value descriptions."
The letter states:

Generally speaking, there was nearly unanimous agreement that the existing
GSL program has a number of deficiencies that need te be addressed to makethe program more understandable and responsive to students, to improve ad-ministrative efficiency, and to ensure program integrity, The Board particularly
favored proposals which would standardize application, de ferment, and report-
ing documeuts and efforts to reduce origination fees and administrative com-
plexity for students. Many Board members expressed genuine frastration with
the time delays and difficulty they experience in providing duality service to
student borrowers under the current structure.On the other hand, direct lending fared quite well when the NASFAA Board of

Directors measured it against their value descriptions. The letter continues:For these reasons, many members favored the direct lending proposals, be-
lieving that institutions could originate loans, disburse funds, and make neededadjustment much more effectively and without the delays and inconvenience
that now occurs at many schools.

Further, the idea of reducing the number of
entities that students must deal with to initially secure their loans was seen as
a very positive feature of the direct lending proposals. A majority of Boardmembers also strongly favored the House direct lending approach which wouldeliminate student insurance and origination fees.IV. How Direct Lending WorksSome of the moet adamant critics of direct lending are those that make erroneous

assumptions about the program and hew it will operate. One incorrect assumption
is that direct lending is the Guaranteed Student Loan program with the school as
the lenderthat is, something akin to the previous Federally Insured Student Loan
program. A direct loan program would be more similar in concept to the Pell Grantprogram, or the Perkins Loan program, with some notable differences.In order to comprehend how direct lending works, it is important to understand
the similarities and differences of direct lending with the Guaranteed Student Loan
program, the Perkins Loan program, and the Pell Grant program.A COMPARISON OP DIRECT LOANS AND THE

GUARANTEED STUDENT LOAN PROGRAMA Direct Loan program and the Guaranteed Student Loan program share the fol-
lowing features as both:



102

Are an entitlement program.
Have no limit on the amount of capital.
Have capital availability determined by student and parent eligibility only.

Have eligibility for subsidized loans baaed on financial need.
Direct lending differs from the Guaranteed Student Loan program as under direct

lending:

The capital is secured at wholesale, rather than retail, rates.
The program is financed through the sale of government securities, not through

commercial lenders.
Government subsidizes are targeted to students, not to the administrative bu-

reaucracies required to support the program.
The multiplicity of guarantee agency policies and procedures is eliminated.
The process is transparent to the student.
The resolution of overawards and refunds is more easily facilitated.

A COMPARISON OF DIRECT LOANS AND THE PERKINS LOAN PROGRAM

A Direct Loan program and the Perkins Loan program share the following fea-
tures as under both:

There is no need for the borrower to complete a separate loan application in
addition to the Federal student financial aid application.

The school is able to disburse and deliver the loan along with the rest of the
student's financial aid package.

Schools have direct control over the timing and distribution of loan funds.
The school secures the student's properly endorsed signature on a standardized
promissory note.

Direct lending differs from the Perkins Loan program as under direct lending:
There is no limit to the amount of capital.
Schools are not required to submit an institutional application to secure a level

of funding.
Schools are not the lenders and never own the loans.
Schools are not responsible for the servicing and collection of loans, or for con-
tracting these services.

Schools are not required to provide long-term storage of promissory notes, but
rather transmit signed promissory notes to the school's designated servicing
contractor.

A COMPARISON OF DIRECT LOANS AND THE PELL GRANT PROGRAM

A Direct Loan program and the Pell Grant Program share the following features
as under both:

At the beginning of each award year a school is given an initial authorization,
which is adjusted as the award year progresses based on the actual number of
eligible students.

A school draws down funds from the Department of Education's Payment Man-
agement System.

Direct lending differs from the Pell Grant program as under direct lending:
There is no limit on the amount of capital.

Receipt of funds is not dependent on the submission of a separate voucher for
each student, such as the Pell Grant Student Aid Report.

TEN BASIC STEPS TO APPLY FOR AND RECEIVE A DIRECT LOAN

Here are the ten basic steps involved in applying for and receiving a direct loan:
Step 1A student completes a Federal financial aid application to apply for all

forms of title IV aid. There is no additional application for a direct loan.
Step 2The student submits the application to a processor.
Step 3The processor computes a student's eligibility according to the Federal

need analysis and conducts central data base matches with entities such as Se-
lective Service, the Immigration and Naturalization Service, the Department of
Justice, and the National Student Aid data h^se.

Step 4The processor forwards its result, ,cluding default analysis, to the
school.
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Step 5The school reviews the need analysis, determines the student's eligibility
for all forms of title IV aid, and sends the student an award notice.

Step 6The school secures the student's signature on a standardized promissory
note and ensures that the note is properly executed.

Step 7The school draws down the funds from the Department of Education's
Payment Management System and posts the funds to the student's account
within time frames consistent with existing procedures.

Step 8The school conducts entrance loan interviews with new borrowers. A
school can credit a new borrower's account, but cannot advance loan proceeds to
a new borrower prior to the completion of the entrance loan interview.

Step 9The school transmits the promissory note to the Department of Educa-
tion's servicing contractor.

Step 10The school originally reports essential data elements to the Department
of Education's contractor such as: Enrollment status and amount of loan. The
school also updates this information with the contractor as necessary, based on
change in enrollment status or amount of loan disbursed, including refunds and
overpayments.

V. Exploring the Future
The future holds the poseibility of either failure or success, depending on the path

we choose.
If We continue on our present course with the Guaranteed Student Loan pro-

gram, we will end up spending more to make loans to fewer students. To bring esca .
lating default costs under control, Congress and the Department of Education will
continue to micro-manage the program. There will be little or no possibility of per-
formance bonuses for those entities that administer the program effectively.

I agree that we could improve the current GSL structure by standardizing poli-
cies, procedures, and forms and by making better and common use of new technol-
ogies. And I hope that you would agree that, to date, lenders, guarantee agencies,
secondary markets, and servicers have failed to do this on their own initiative.

I also agree that the creation of the National Student Aid Data base would be of
the same benefit to the GSL program as it will be to direct lending.

But, I also believe that the centralization that would occur under direct lending
which is the same as that under the Perkins Loan programwill lead to a faster
and smoother transition to this standardization. In addition, the creation of direct
lending will provide the needed incentive to make the completion of the National
Student Aid Data base a top priority.

In the final analysis, the one irrefutable fact is that the current GSL program will
cost more than direct lending because it obtains capital at retail, rather than whole-
sale, rates. If you do not believe me, ask any child old enough to understand the
concept of borrowing and interest whether he would want to borrow a loan at x in-
terest rate, or x interest rate plus 3.25 percent. Without the cost savings direct lend-
ing produces, the future of our largest Federal student loan program is not bright.
VI. Conclusion

I began this presentation on the merits of direct lending with the "Back to the
Future ' analogy. For those of who you are not movie buffs, or did not see "Back to
the Future I, II, or III." you may be unfamiliar with the plot of this science fiction
trilogy and the struggle of the protagonist which in central to all three films.

The plot is straightforward. A successful time machine is invented which provides
the protagonist with an opportunity to travel at random from the present, into the
past, on to the future, and back again, knowing exactly what the future holds, the
protagonist struggles with whether he should change the course of destiny by effect-
ing the outcome of critical events.

I am not trying to portray these movies as deep philosophical works of art. They
were simply made to be entertaining, and they are. I am using this analogy in the
hopes that if I leave you with only one message it is the following.

We do not need to travel into the future to know that direct loans will result in
considerable cost savings. Responsible analysts in the Congressional Budget Office,
the General Accounting Office, and the Department of Education have told us so.
We dcs not need to travel into the future to know that schools can, and will, more
effectively originate loans than commercial lenders. Our past experience .vith the
Perkins Loan program proves that. We do not need to travel into the future to know
that direct loans will better serve borrowers. Confused, and often desperate students
and their families, are telling us now that they need a simple and understandable
program.

Unfortunately, we are at a point in time when the current GSL program is begin-
ning to show the signs of serious systemic problems. But fortunately, we are also at

It 7
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a point in time where a number of events are converging that make direct lending a
possibility. Recent international events, as well as the credit reform act, provide us
with an opportunity to reprioritize our Federal spending and invest funds in our
Nation's youth. We have several members in both the House and Senate who have
shown the vision and leadership to promote creative direct lending proposals. We
have universities an's colleges diet are willing, on behalf of their students, to
commit time and ent.gy to help make direct lending a success.

As the protagonist in "Back to the Future," we have the ability to change the
course of destinyin our case, by replacing the Federal guarantee loan program
with a Federal direct lending program. If we do not intervene, but rather continue
on our present course, we will endanger our largest Federal student financial aid
program. But more importantly, we will risk access to higher education for the very
individuals who must be in the forefront of our future efforts to remain among the
world's leading nations. We cannot let this moment of opportunity escape, for
unlike the protagonist in "Back to the Future'swe are not in a time machine and
will never pass this way again. Thank you.

PREPARED STATEMENT OF DR. NORMA E. WAGONER, DEAN OF STUDENTS, UNIVERSITY
OF CHICAGO PRITZKER SCHOOL OF MEDICINE ON BEHALF OF THE AMERICAN ASSOCIA-
TION OF COLLEGES OF NURSING, AMERICAN ASSOCIATION OF COLLEGES OF PHARMACY,
AMERICAN ASSOCIATION OF COLLEGES OF PODIATRIC MEDICINE, AMERICAN ASSOCIA-
TION OF DENTAL SCHOOIS, ASSOCIATION OF ACADEMIC HEALTH CENTERS, ASSOCIA-
TION OF SCHOOLS OF ALLIED HEALTH PROFESSIONS, ASSOCIATION OF AMERICAN MEDI-
CAL COLLEGES, ASSOCIATION OF AMERICAN VETERINARY MEDICAL COLLEGES, ASSO-
CIATION OF SCHOOLS OF PUBLIC HEALTH, AND ASSOCIATION OF UNIVERSITY PRO-
GRAMS IN HEALTH ADMINISTRATION

Good morning. My name is Norma Wagoner. I am the Dean of Students at the
University of Chicago Pritzker School of Medicine. In my capacity as Dean of Stu-
dents and an associate dean, I have been directly involved in the management and
awarding of financial aid for the past sixteen years. I am here today to testify on
behalf of several professional school associations representing schools of allopathic
medicine, dentistry, nursing, pharmacy, podiatry, veterinary medicine and public
health, and programs in health administration and allied health, and academic
health centers, as well as over 260,000 students enrolled at institutions providing
these programs.

This morning I would like to focus my remarks on why income sensitive repay-
ment would be beneficial to health professions students.

Indebtedness and access to financial aid are particular concerns in health profes-
sions education. Federal grant support is available only to a small portion of our
students. Hence, the vast majority of our health professions students must borrow to
finance their educations and graduate with considerable debt burdens. The pro-
grams authorized under Tide IV of the Higher Education Act are critical sources of
financial aid for our students. In fact, among the 1990 medical and dental school
graduates, over 75 percent borrowed a Stafford loan, and nearly one third utilized
the Supplemental Loan for Students (SLS) and the Perkins loan programs. Clearly,
without Stafford Student Loans, Supplemental Loans for Students, and campus-
based Perkins Loans, health professions students would find it difficult, if not impos-
sible, to finance their education.

It is important to note, however, that title IV loan sources do not meet fully the
needs of many health professions students. As these students reach the maximum
borrowing levels in title IV subsidized programs, they are forced to rely on more
expensive loans, such as the Health Education Assistance Loan (HEAL)S with terms
and conditions much less favorable than the title IV loans. HEAL borrowers cur-
rently pay an 8-percent insurance premium upon origination and are charged a
floating interest rate tied to the 91-day Treasury bill. Despite the costly terms and
the fact that the HEAL loan was designed as a "loan of last resort," last year HEAL
was the second largest financial source behind the Stafford Student ban program foz
health professions students.

Although it is reasonable to expect students to borrow in order to finance gradu-
ate or professional education, the annual escalation in the level of educational debt
is causing alarm in our community. Medical and dental school graduate indebted-
ness has increased over 75 percent in constant dollars in the last decade. Mean debt
among 1990 medical and dental students was $46,224 and $45,550, respectively. Even
more troubling than these averages are the numbers, especially of disadvantaged
and minority students, graduating with debts exceeding $50,000, In addition,
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$100,000 of educational debt is not uncommon for health professions graduates.
While some students in health professions disciplines such as nursing and public
health have shorter periods of in-school training and may not incur these very high
debt levels, the relatively lower starting salary of these disciplines intensifies the
problem of repayment. Many health professionals in the higher-paid disciplines also
experience difficulty in repaying their loans during the first few years after school,
difficulties which are exacerbated when indebted graduates opt for lower paying ca-
reers in primary care or underserved rural and inner city settings. For example, the
1990 starting salary for a registered nurse averaged $24,768, approximately $50,000
for a general pediatrician, and approximately $40,000 for a general dentist. Some
health professions graduates are interested in, but financially deterred from, such
career choices. Similarly, the debt-to-income-ratio of a heavily indebted graduate
can make it impossible, despite the individual's willingness, to make the required
loan paymenth during the first few years following graduation.

It is necessary to note that many health professions students must continue in a
training program, known as a residency or internship, following graduation in order
to become licensed or certified. Residency training for medical school graduates lasts
between three and seven years depending on the specialty, during which time the
average otipend received in 1990 was approximately $27,000. Other disciplines do
not require post-graduate clinical training, but many of their graduates choose to
participate in internship or residency training programs to prepare them for spe-
cialty practice, such as in geriatrics. In a number of cases, these residents are re-
quired to pay tuition to participate in that supervised clinical experience. In denttht-
ry, for example, well over half of those graduates who participate in residency pro-
grams pay tuition and receive little if any stipend. Loan repayment is particularly
problematic for residents and interns.

In order to meet successfully the challenges faced by health professions students
with heavy debt loads, we need to be able to offer more grants, higher loan limits on
low interest loan programs, and offer more flexible repayment schedules. These
steps would decrease the number of students with enormous debt, create a better
balance between the grant and loan aid available, reduce overall debt burdens, cur-
tail the instance of default, ease repayment, and facilitate the ability of health pro-
fessionals to afford lower income positions in underserved areas as well as careers
in primary care, teaching or research. However, federal budget constraints limit
Congress' ability to offer more grants and subsidized loans, and unfortunately, the
Committee's Reauthorization bill does not yet include these measures for health
professions students.

We see three inherent advantages in the concept of a income-sensitive loan repay-
ment program. Firat, income dependent repayment schedules factor in a graduate's
earnings and aggregate level of borrowing, thereby enabling the individual to satisfy
the educational debt in a manner formulated on his or her ability to pay. Second,
income sensitive loans promote simplicity in the financial aid process in a variety of
ways, including allowing all borrowing to take place through one title IV program,
reducing paper work burdens, eliminating the necessity of deferments or forbear-
ance, and precluding technical defaults. Finally, through income sensitive repay-
ment plans, prospective students can matriculate and borrow at the level necessary
to finance an education leading to a public service career, without concern that
their salary upon graduation will not support repaymert at that level of debt.

In addition to easing repayment, any income-dependen loan proposal should pro-
vide borrowing options for students that are superior to the current system. A major
component of this is realistic loan limits that would be sufficient to eliminate the
need for health professions students to borrow from HEAL or other high cost pro-
grams. In setting higher loan limits and longer repayment periods, we recognize
that some health professions students may pay slightly more over the life of a loan
than would be the case under existing standards. This point is neutralized by the
fact that borrowers would be offered an option that is responsive to the timing of
their ability to repay the debt and that they could borrow with confidence that they
could service the debt over time. Apprehensions related to a borrower's ability to
meet educational debt obligations exists in the current system. Income sensitive re-
payment would remove this element of fear and represent a positive step for stu-
dents, institutions, and the government.

We believe the income dependent loan proposals offer new and innovative struc-
tures for student financial aid. We would be pleased to discuss this further with
committee staff and help develop details that are related to this program. On behalf
of the associations I am here to represent, thank the Committee for allowing us to

1 ;
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make these comments. I will be happy to respond to questions or to clarify or
expand on my remarks.

PREPARED STATEMENT OF SENATOR DANIEL R. AKAKA, A U.S. SENATOR FROM THE
STATE OF HAWAII

Mr. Chairman, I would like to express my strong support for the concept of an
income contingent student loan program. I join my colleagues here today in propos-
ing an alternative approach for financing higher. education for all, especially stu-
dents of middle-class families.

It is the American dream, part of the fabric of our country, that an individual can
obtain an education regardless of their race, color, creed and, most importantly,
their financial ability. During recent times, however, our commitment to providing
equality in education has wavered. American familiPe are finding it increasingly dif-
ficult to support their children's need to obtain a higher education.

When I attended the University of Hawaii, the average length of time a student
took to graduate with a baccalaureate degree was four years. Today, the average
student takes five, even six years, to graduate. Many wonder why. Some may be-
lieve that our students are unprepared or the programs are more difficult. For the
mkjority of students, the reason it takes longer to obtain an undergraduate degree is
the cost of higher education.

Today's campus population consisth of a higher percentage of part-time students,
studenth who must work in order to pay for their education. It is more common now
to find students taking off a year from their studies to work in order to save enough
money to return to campus. Over the past decade, the Administration has turned
away from our historic commitment to provide educational opportunities to all, re-
gardless of ability to pay.

Mr. Chairman, today, we have an opportunity to reverse this dangerous trend. We
have an opportunity to pursue a progressive idea for the student loan program. It is
not a new idea, but is an idea which I resurrected in the Senate last June, a concept
which is based on a student's ability to repay.

Given the tremendous cost of higher education, new graduates are leaving schools
with an immense financial burden. The income contingent loan program will help
to alleviate this burden by deferring the financial load. Students would be required
to pay back their student loans based on their income after graduation.

For example, a student who leaves school with a debt of $50,000 and obtains a job
paying $15,000 a year will be required to pay back his loan based on the percentage
of his income. The current program requires a student to pay back a set principal
and interest amount regardless of their current income.

I have no doubt that this program will be a success once established. However, I
do believe that we should proceed with caution when implementing this program.
As I proposed in S. 1414, I believe it would be prudent to begin a demonstration
project so that we will have a manageable system which we can fine-tune before
slowly integrating all schools.

Income dependent educational assistance will not only provide equal financial op-
portunity to all individuals seeking a higher educationit will also help to alleviate
the high default student loan rate in our current loan programs.

Mr. Chairman, I urge my colleagues to join this effort to establish an income con-
tingent student loan program, and I appreciate the opportunity to express my sup-
port for this important program.
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\ SIG \ SIG92.273
S.L.C.

DISCUSSION DRAFT II
Februm 24, 1992

102D CONGRESS
2D SESSION SO

IN THE SENATE OF THE UNITED STATES

Mr. KENNEDY (for himself, Mr. BRADLEY, Mr. SINON, and Mr. DUREN-
BERGER) introduced the following bill; which was read twice and referred
to the Committee on

A BILL
To amend part D of title IV of the Higher Education Act

of 1965 to provide for income dependent education
assistance.

1 Be it enacted by the Senate and House of Rep-

2 resentativa of the United States of America in Congress

3 assembled,

4 szcnoN I. INCOME DEPENDENT EDUCATION ASSISTANCE.

5 (a) IN GENERAL.Part D of title IV of the Higher

6 Education Act (20 U.S.C. 1087 et seq.) is amended to

7 read as follows:
i l l
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1 "PART DINCOME DEPENDENT EDUCATION

2 ASSISTANCE

3 "SEC. 451. PURPOSE.

4 "It is the purpose of this part to establish a direct

5 loan program for eligible students enrolled in institutions

6 of higher education with income contingent repayment of

7 such loans occurring through the Secretary of the Tress-

8 ury.

9 "SEC. 452. PROGRAM AUTHORIZED.

10 "(a) IN GENERAL.The Secretary is authorized to

11 carry out a program that-

12 "(1) makes loans to eligible students at institu-

13 tions of higher education to enable such students to

14 study at such institutions; and

15 "(2) establishes an account for each borrower

16 of such a loan, and collects repayments on such

17 loans, in accordance with section 59B of the Internal

18 Revenue CAxle of 1986.

19 "(b) DESIGNATION.

20 "(1) PROGRAM.The program assisted under

21 this part shall be known as the 'income dependent

22 education assistance program'.

23 "(2) LoaNs.Loans made under this part shall

24 be known as 'self-reliance loans'

25 "(c) PAYMENTS.
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1 "(1) PAYMENT AUTHORITY.The Secretary

2 shall make payments to a participating institution

3 on the basis of the estimated borrowing needs (pro-

4 vided to the Secretary by such institution) of the

5 students at such institution pursuant to guidelines

6 developed by the Secretary.

7 "(2) INrrua, PAYMENTS.The Secretary shall

8 make initial payments under this part in a similar

9 manner to the procedure for distribution of Pell

10 Grants under paragraphs (1) and (2) of section

11 411(a).

12 "(d) RELATION TO OTHER FEDERAL PROGRAMS.

13 A participating institution shall continue to be eligible to

14 participate in all other programs assisted under this title.

15 Inc. 453. zuomarry.

16 "(a) STUDENT ELIGIBILITY.

17 "(1) IN GENFAAL.All eligible students en-

18 rolled at a participating institution are eligible to re-

19 eeive self-reliance loans without regard to financial

20 need.

21 "(2) CONTRACTUAL RIGHT.An eligible stu-

22 dent at a participating institution shall be deemgsd to

23 have a contractual right against the United States

24 to receive a self-reliance loan.

I 13
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1 "(b) NEEDS TEST FOR STUDENTS.Not-

2 withAanding any other provision of law, an eligible stu-

3 dent shall not receive a self-reliance loan in any fiscal year

4 unless such student's eligibility for assistance under sec-

5 tion 428 and subpart 1 of part A has been assessed.

6 "(c) SELECTION OF INSTITUTIONS FOR PARTICIPA-

7 TION.

8 "(1) IN GENERAL.Prom among institutions of

9 higher education that have submitted applications

10 under this part and are eligible to participate in part

11 B loan programs, the Secretary shall select institu

12 tions of higher education for participation in the in-

13 come dependent education assistance program.

14 "(2) SELECTION OF DIVERSE SCHOOLS.The

15 Secretary shall select institutions of higher education

16 for participation in the income dependent education

17 assistance program in a manner so as to represent

18 a cross-section of institutions of higher education by

19 educational sector, length of academic program, de-

20 fault experience, annual loan volume, highest degree

21 offered, enrollment size, and geographic location.

22 "(3) INITIAL SELECTION OF INSTITUTIONS.

23 The Secretary shall select not more than 300 insti-

24 tutions of higher education for participation in the

25 income dependent education assistance program not
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1 later than May 1, 1993, except that the Secretary

2 shall select institutions such that the projected vol-

3 ume of new student borrowing under this part does

4 not exceed $450,000,000 in fiscal year 1994,

5 $550,000,000 in fiscal year 1995, $650,000,000 in

6 fiscal year 1996 and $900,000,000 in fiscal year

7 19S 7 .

8 "(4) EXPANSION OF THE PROGRAM.-(A) Be-

9 ginning on August 1, 1997, the Secretary shall per-

10 mit all institutions of higher education that, in the

11 opinion of the Secretary, have the administrative

12 and fiscal capacity to administer a self-reliance loan

13 program, if-

14 "(i) the Congress does not act before such

15 date to terminate or modify such program; and

16 "(ii) the Congress takes the affirmative

17 step to approve the expansion of the income de-

18 pendent education assistance program by pro-

19 viding sufficient resources to offset the cost of

20 the income dependent education assistance pro-

21 gram.

22 "(B) The Secretary shall publish criteria to

23 govern institutional eligibility for the income depend-

24 ent education assistance program not later than

25 September 1, 1995.

115
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1 "SEC. 464. APPLICATION AND AGREEMENT.

2 "(a) APPLICATION.Each institution of higher edu-

3 cation desiring to participate in the income dependent edu-

4 cation assistance program shall submit an application to

5 the Secretary at such time, in such manner and accom-

6 panied by such information as the Secretary may reason-

7 ably require.

8 "(b) AGREEMEN'r REQUIRED.Each institution of

9 higher education chosen by the Secretary to participate

10 in the income dependent education assistance program

11 shall enter into an agreement with the Secretary for the

12 receipt of funds under this part. Such agreement shall

13 provide for the establishment of a self-reliance loan pro-

14 gram at such institution under which such institution

15 agrees to-

16 "(1) originate self-reliance loans to students,

17 follow procedures specified by the Secretary in dis-

18 bursing such loans, accept liability stemming from

19 mismanagement of such loans, submit annual audit

20 information, and participate in evaluations con-

21 ducted by the Secretary or organizations chosen by

22 the Secretary;

23 "(2) provide the Secretary at least once each

24 month, with a list of self-reliance loan recipients and

25 promptly notify the Secretary of changes in the en-

26 rollment status of any such loan recipient;

6
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1 "(3) comply with the provisions of part B relat-

2 ing to loan origination, disclosure, and other matters

3 which the Secretary determines are not inconsistent

4 with the provisions of this part;

5 "(4) transfer the promissory note and other evi-

6 dence of such loan as specified by the Secretary to

7 the Secretary or the Secretary's agent within 30

8 days after the origination of such loan;

9 "(5) comply with the reporting requirements es-

10 tablished by the Secretary;

11 "(6) ensure that the note or the evidence of in-

12 debtedness on the such loans shall be the property

13 of the Secretary and that the institution will act as

14 the agent of the Secretary for the purpose of making

15 such loans;

16 "(7) counsel borrowers with regard to repay-

17 ment options for self-reliance loans at the time that

18 the borrower leaves the institution of higher edu-

19 cation; and

20 "(8) contain such additional information, terms

21 and conditions as the Secretary may prescribe to

22 protect the fiscal interests of the United States and

23 to ensure effective administration of the self-reliance

24 loan program.

P7
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1 "SEC. 455. TERMS OF SELF-RELIANCE LOAN&

2 "(a) BORROWING LIMITS.-

3 "(1) ANNUAL LIMIT.-A student may receive a

4 self-reliance loan in each fiscal year which does not

5 exceed-

6 "(A) $5,000 in the case of an undergradu-

7 ate student; and

8 "(B) $15,000 in the case of a graduate
9 student.

10 "(2) MAXIMUM BORROWING LIMIT.-(A) The
11 maximum amount of self-reliance loans-

12 "(i) an undergraduate student may borrow

is $25,000; and

14 "(Li) a graduate student may borrow is
15 $30,000.

16 "(B) The maximum amount of self-reliance

17 loans a student may borrow shall not exceed
18 $30,000.

19 "(C) The maximum amount of loans a student

20 may borrow under this part and parts B and E shall
21 not exceed the applicable limitations on aggregate
22 indebtedness contained in section 428(b)(1)(B), ex-

23 cept that, for a student determined to be independ-

24 ent for purposes of section 428A, the maximum
25 amount of loans such student may borrow under this

26 pare and parts B and E shall be increased by the

uS
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1 amount borrowed under this part not to exceed

2 $10,000.

3 "(3) COST OF ATTENDANCE.(A) No student

4 shall receive a self-relianee loan in any fiscal year in

5 an amount which exceeds such student's cost of at-

6 tendance for such year.

7 "(B) The amount of financial assistance a stu-

8 dent receives under this part in any fiscal year,

9 when combined with student financial assistance re-

10 ceived under other parts of this title for such fiscal

11 year, shall not exceed such student's cost of attend-

12 ance for such fiscal year.

13 "(b) INTEREST RATE.

14 "(1) IN GENERAL.The interest rate on self-re-

15 France loans shall be established at the time that the

16 loan is made and shall be equal to the interest rate

17 on 52-week Treasury bills plua an additional 2 per-

18 centage points.

19 "(2) TDENO AND FREQUENCY.The Secretary

20 shall establish the interest rate for self-reliance loans

21 at the same time and with the same frequency as

22 the Secretary establishes interest rates for the Sup-

23 plement Loans for Students program described in

24 section 428A.

11 9



116

\ SIG \ SIG92.273
S.L.C.

10
1 6SEC. US. REPAYMENT PROVISIONS.

2 "(a) IN GENERALA self-reliance loan shall be re-

3 payed through' the income tax collection system in accord-

4 ance with section 59B of the Internal Revenue Code of

5 1986.

6 "(b) REPAYMENT TERMS.

7 "(1) IN GENERALA borrower of a self-reli-

8 ance loan or loans shall repay such loan or loans by

9 devoting to repayment 7 parcent of such borrower's

10 adjusted gross income, except that the Secretary

11 shall allow a borrower the option of devoting to

12 repayment-

13 "(A) 3, 5, or 7 percent of such borrower's

14 adjusted gross income in the ease of a borrower

15 who enters repayment with low indebtedness

16 under this part, as determined by the Sec-
17 retary; and

18 "(B) 5 or 7 percent of such borrower's ad-

19 justed gross income in the case of a borrower

20 who enters repayment with moderate indebted-

21 ness under this part, as determined by the Sec-

22 retary.

23 "(2) SECRETARY'S DETERMINATION OF IN-

24 DEBTEDNESS LEVELS.The Secretary shall make

25 the determination of low indebtedness and moderate

26 indebtedness described in subparagraphs (A) and

1 U
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1 (B) of paragraph (1) in a manner such that the av-

2 erage borrower described in each such subparagraph

3 is projected to repay self-reliance loans over a simi-

4 lar number of years as the average borrower with

5 high indebtedness described in the matter preceding

6 subparagraph (A) of paragraph (1).

7 "(3) REPAYMENT STATUS.A borrower is in

8 repayment status for any taxable year unless-

9 "(A) such borrower was, during at least 7

10 months of such year, a student enrolled in an

11 institution of higher education on at least a
12 half-time basis; or

13 "(B) such taxable year was the first year

14 in which the borrower was such a student and

15 the borrower was such a student during the last

16 3 months of such taxable year.

17 "(4) LENGTH OP REPAYMENT.Repayment of

18 a self-reliance loan shall continue until such loan has

19 been repaid or for 25 years after the borrower ceases

20 to be enrolled in an institution of higher education

21 on at least a half-time basis, whichever occurs first.

22 "(5) SPECIAL RULE.No repayment of a self-

23 reliance loan shall be due in any year in which the

24 borrower is not required to file a tax return under

25 the Internal Revenue Code of 1986.
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1 "(6) DETERMINATION OF ADJUSTED GROSS IN-

2 COME.

3 "(A) IN GENERALFor purposes of this

4 subsection, the term 'adjusted gross income'

5 has the meaning given to such term by section

6 62 of the Internal Revenue Code of 1986.

7 "(B) MARRIED INDIVIDUALS.A borrower

8 who marries an individual who has not received

9 a self-reliance loan shall make repayments on

10 the basis of the greater of-

11 "(1) one-half of the adjusted gross in-

12 come shown on such borrower's joint in-

13 come tax return; or

14 "(ii) the individual borrower's ad-

15 justed gross income.

16 "(c) DEFERRAL OF INTEREST.A borrower, at the

17 borrower's discretion, may defer payment of interest on

18 a self-relianee loan while the borrower attends an institu-

19 tion of higher education on at least a half-time basis.

20 "(d) PREPAYMENTS.A borrower may prepay all or

21 part of a self-reliance loan to the Secretary without a pen-

22 alty.

23 "(e) CANCELLATION FOR DEATH AND DISABILITY.

24 The Secretary shall discharge the liability to repay a self-

1" 9
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1 reliance loan in the event of death or total permanent dis-

2 ability of a borrower.

3 "(f) RULES RELATING TO BANKRUPTCY.

4 "(1) IN GENERAL.A self-reliance loan shall

5 not be dischargeable in a case under title 11 of the

6 United States Code.

7 "(2) CERTAIN AMOUNTS MAY BE POST-

8 PONED.If any individual receives a discharge in a

9 ease under title 11 of the United States Code, then

10 the Secretazy may postpone any amount of the por-

11 tion of the liability of such individual on Any self-re-

12 Hance loan which is attributable to amounts required

13 to be paid on such loan for periods preceding the

14 date of such discharge.

15 "SEC. 467. RESPONSIBILITIES OFTHE SECRETARY.

16 "(a) TERMS AND CONDITIONS.The Secretary shall

17 promulgate the terms and conditions of a self-reliance loan

18 not otherwise specified in this part.

19 "(b) ENFORCEWENT.The Secretary shall have the

20 same authority to limit, suspend or terminate an institu-

21 tion of higher education's ability to participate in the in-

22 come dependent education assistance program as the Sec-

23 retary has to terminate an institution of higher edu-

24 cation's participation under a part B loan program. The

25 Secretary may specify by regulation additional criteria the

1 3
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1 Secretary shall use to monitor the performance of partici-

2 pating institutions.

3 "(c) CENTRAL DATA SYSTEM.The Secretary shall

4 develop and administer a central data system for USE 1

5 administering self-reliance loans. Such aata system

6 shall-
7 "(1) permit borrowers to secure information on

8 their accounts;

"(2) on at least an annual basis, provide each

10 self-reliance borrower with a statement of account

11 balance and information on prepayment options; and

i 2 "(3) permit the processing of borrower pay-

13 merits received, including the generation of con-

14 &mations to borrowers.

15 "(d) STATEMENTS.

16 "(1) IN GENERAL .The Secretary shall, not

17 later than January 1 of each year, certify to the

18 Secretary of the Treasury for each borrower in re-

19 payment status on such date an amount equal to the

20 sum of the total principal amount of loans made to

21 such borrower plus any accrued interest minus the

22 sum of any amounts collected from such borrower.

23 A copy of such certification with respect to a bor-

24 rower shall be sent by the Commissioner of the In-

25 ternal Revenue Service to such borrower.
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1 "(2) SPECIAL RuLE.Any borrower who re-

2 ceives a notice of certification under paragraph (1)

3 and who believes such notice contains an error of

4 statement or omission, or asserts a debt for which

5 the borrower is not obligated or to which the bor-

6 rower desires to raise a defense or excuse, shall file

7 an objection thereto with the Secretary within 60

8 days after receipt of such notice. The Secretary

9 shall, within 30 days of receipt of such an objection,

10 affirm, adjust, or withdraw such certification and

11 send notice thereof to the borrower and to the Sec-

12 retary of the Treasury. Such decision shall be

13 reviewable by an appropriate district court of the

14 United States as a final agency decision.

15 "(e) STANDARD FORMS AND DATA FORMATS.The

16 Secretary shall develop standa.d forms and data formats

17 for use by institutions of higher education and borrowers

18 regarding self-reliance loans

19 "(f) IMPLEMENTATION REPORT.The Secretary, in

20 consultation with the Secretary of the Treasury, not later

21 than 1 year after the date of enactment of this part, shall

22 provide a report to the Congress describing the implemen-

23 tation of the income dependent education assistance pro-

24 gram, especially the steps taken to implement the loan re-

1 '5
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1 payment provisions described in section 456, and identify-

2 ing problems that require legislative action.

3 "(g) ANNUAL REPORT.The Secretary, beginning

4 January 1, 1995, shall provide an annual report to the

5 Congress evaluating the implementation and administra-

6 tion of the income dependent education assistance pro-

7 gram and identifying problems that require legislative ac-

8 tion.

9 "(h) EVALUATION.Not later than January 1, 1997,

10 the Secretary, in consultation with the Secretary of the
11 Treasury, shall make a report to the Committee on Edu-

12 cation and Labor of the House of Representatives and the

13 Committee on Labor and Human Resources of the Senate

14 evaluating the income dependent education assistance pro-

15 gram. Such report shall-

16 "(1) analyze the administrative burden and cost

17 imposed on the Department of Education and any
18 other agency of the Federal Government by the in-
19 come dependent education assistance program;

20 "(2) analyze the administrative capacity of the

21 Department of Education and any other agency of
22 the Federal Government to operate a self-reliance

23 loan program at all institutions of higher education;

24 "(3) analyze the administrative and fmancial
25 obstacles that may preclude all institutions of higher
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1 education from operating a self-reliance loan pro-

2 gram and make recommendations for corrective ac-

3 tion;

4 "(4) analyze the complexity of the income de-

5 pendent education assistance program for institu-

6 tions of higher education and students in compari-

7 son with the complexity of part B loan programs for

8 institutions and students participating in loan pro-

9 grams under part B;

10 "(5) determine whether borrowers are better in-

11 formed about their loan obligation under this part

12 compared to other part B loan programs;

13 "(6) analyze the impact of the income depend-

14 ent education assistance program on repayments, de-

15 linquencies and defaults;

16 "(7) make any recommendations for legislative

17 action that may be needed to facilitate the imple-

18 mentation of the income dependent education assist-

19 awe program to all eligible institutions of higher

20 education;

21 "(8) publish the cost of tuition and the cost of

22 attendance at each participating institution and ana-

23 lyze changes in such costs compared to such changes

24 occurring in institutions of higher education that do

1. 7
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1 not participate in the income-dependent education

2 assistance program;

3 "(9) analyze the ability of *he Department of

4 Education to serve students in accordance with the

5 income dependent education assistance program; and

6 "(10) analyze the effect of borrowing under the

7 income dependent education assistance program on

8 part B loan programs, including the effect on-

9 "(A) the socioeconomic status of students

10 participating in part B loan programs;

11 "(B) the lenders, guarantee agencies and

12 secondary markets participating in part B loan

13 programs; and

14 "(C) the rate of defaults in part B loan

15 programs.

16 "(i) OVERSIGHT RESPONSIBILITY AND DELEGA-

17 TION.The Secretary shall be responsible for all oversight

18 of participating institutions.

19 13ICC. 458.

20 "For purposes of this title-

21 "(1) the term 'cost of attendance' has the same

22 meaning given to such term by section 472;

23 "(2) the term 'eligible student' means a student

24 who is a United States citizen and has attained the

25 age of 17 but not the age of 51;
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1 "(3) the term 'institution of higher education'

2 means an institution of higher education (as such

3 term is defined in section 481(a)) which as dem-

4 onstrated the administrative and fiscal capacity to

5 carry out the provisions of this part; and

6 "(4) the term 'participating institution' means

7 an institution of higher education having an agree-

8 ment with the Secretary pursuant to section

9 454(b).".

10 SEC. 2. COLLECTION OF LOANS.

11 (a) IN GENERAL.Subehapter A of chapter 1 of the

12 Internal Revenue Code of 1986 (relating to determination

13 of tax liability) is amended by adding at the end thereof

14 the following new part:

15 "PART VIIIEDUCATIONAL LOAN REPAYMENT

16 TAX

"Sea 59B. Educational loan repayment tax.

17 "SEC. 598. EDUCATIONAL LOAN REPAYMENT TAX.

18 "(a) IN GENER&L.The Secretary of the Treasury

19 shall enter into an agreement with the Secretary of Edu-

20 cation to provide for the collection of repayments of self-

21 reliance loans due pursuant to part D of title IV of the

22 Higher Education Act of 1965.

23 (b) DETERMINATION OF TAx.In the case of an in-

24 dividual who receives a certification from the Secretary of
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1 Education under section 457(d) of the Higher Education

2 Act of 1965, there is hereby imposed (in addition to any

3 other tax imposed by this subtitle) a tax equal to the re-

4 payment percentage (as certified by the Secretary of Edu-

5 cation) of the taxpayer's adjusted gross income for the

6 taxable year.".

7 (b) CLERICAL AMENDMENT.The table of parts for

8 subchapter A of chapter 1 of such Code is amended by

9 adding at the end thereof the following new item:

"Part VIII. Educational loan repayment tu.".

Senator SIMON. We appreciate your being here, and the hearing
stands adjourned.

[Whereupon, at 1:15 p.m., the committee was adjourned.]
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