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NASFAA is a non-groflt corporatlon of 1nst1tutlons of postsecondary educatlon
and other individuals, agencies and students who are interested in promotlng
the’ effectlve admlnlstratlon of student. financial aid in the United States.

The papers 1ncluded in thls monograph were'szeloped for an invitational sym—
posium convened to evaluate the current student loan programs in terms of their
effectiveness 'in serving the needs ‘of this nation's. students. The second pur-
pose was to examlne and discuss potentlal changes: to. the programs to 1mprove
their’ management and equitability 1n-prov1d1ng access and ch01ce to postsecon- .
'dary educatlon for all students. oy :

B . m 4

.';The objectlve analy51s which resulted among represe tives of tﬁe federal'gov4
‘ernment, agencies and financial aid administrators will undoubtedly improve not
only the attitude of the various clientele groups, but ultlmately the effec—

tiveness of the program. -

Copies of this monograph may be ordered from the National Association of Stu-

T
\

)

dent Financial Aid Admlnlstrators, 910 Seventeenth Street, N. W., Suite 217, -

»Washington, D.C. Pre-payment 1n.the amount of $5.00 must accompany all orders

e . ~.

EQltorlal or copyright. 1nqu1r1es concerning -this: publlcatlon should be d1rected
to the Executive Director of NASFAA at the above addresF.

s o " Copyright © 1978 by NASFAA' e ' -
v ' All Rights Reserved I \7"
' Printed in the' United States of Ameﬁfca .
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A{vxdlnq additional aid to upper- mlddLe 1ncom9 famJIJes.

PREFACE

During the coming months the'Congress of the ‘United States w}ll con51
legislation to reauthorize federal student aid programs in 1980. epa
mion for this reauthorization process, NASFAA and several other hlgheifeduca—
tion associations have begun to‘examine the current programs of loan, work and
grant aid and to formulate potential revisions to improve their overall manage-
~men§ and equitability. To this end, the American Council on Education and the
National Association of Student Financial Aid Administrators (through its Com-
mittee on New Legislation) are ¢o~sponsoring a series of .three‘invitational

symposia on loans, work and gran ith representatives of the higher education
associations, U.S. Office of E4 n, Congressional staff, and aid adminis-
trators. & i ) . ,
. . LA
The first in this series was held!Aprll 10~ ll in Washington, D.C. and ad-
dressed. the student loan p ogra@?/ ~ ’

USOE Deputy Commissioner Reviews Federal Programé -t

Leo Kornfeld, Deputy Commissioner of the Bureau of Student Financial Assist-

‘ance, began the discussion with a review of current federal loan progréﬁs, citing

the hlqtorlcdl devilopment of student loan programs, their complexity and prob- -~
lems. ' ‘ . .

Specifically, Mr. Kornfeld used the two charts included as Appendix A as
examples of t comphex and inconsistent terms between the currently existing
federal loan progra as they are administered by both the federal and state
governments. He tributed the highly publicized defaul¥ rates for both the »
NDSL and GSL/FISL programs to the lack of systematic billing systems, adminis-
trative problems at the institutional level, and claim procedures which never °
were formalized through regulation. \‘

The Bureau of Student Financial Assistance has initiated a series of steps
to cortect these problems, however, and will be implementing many more as soon
as possible. These include the recently published regulations on Limitation,
Suspension and Termination of institutional eligibility, simplification of regu-
latioms to make them more understandable, and providing more help in locating
defau]ted borrowers ;through such efforts as IRS skip-tracing. He also indicated
that' a small task force within the Bureau is, working to identify..other areas for
possible sxmpllflcarlon, including a common GSL appllcatlon form. 3

. 4 ; '
" In short, the Bureau has identified many problems w1th‘the current programs
and is attempting to address them as a group.

. v\

A (.

of Fis-

Sﬁkeactlons to Kornfeld's Statement , .

fJ \\reactlnq to Mr. Kornfeld's presentatlon, Jerry Gibson, Dlrector
Cdl Services at Harva¥d University, relterated the need for research on maximum
debt levels. He also suyggested the parent loan" concept as ore method of pro—

!

% Greg Lancaster, Vice-President of Sefurity Pacific National Bank, éexplained \
that the 1976 law is not bad. It simply jequires a commitment to partnersghip be-.
tween the commercial lending ¢ommunity, the federal government and educational in-.
stitutions to be effective. He suggeste(l several methods of getting more - banks iq‘

<y
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wvolved, 1nc1ud1ng (1) prov1d1ng an administrative allowance, (2) providing for

a loan origination fee to cover a lender's administrative costs, and (3) 51mp11-

fying the loan program's operating jﬁf reporting requlrements é y
According to J. Wilmer Mirandon, President of United Student Aid Funds,
getting the lenders, school administrators and government officials together as
a team is a key factor in achieving “the 51ngle goal of. the student loan pro-
grams, which is tb provide loans to deserv1ng students. He presented a strong
case for utilizing state and other lacalized agencies to administer”federal
loans for several reasons. - “

First, it must be recognized that the agent¢ies have a much greater influ-=.

ence over lenders, schools, and students in their local areas and the team ef- ">~

fort in which (1) schools teach, (2) lenders l:- ., and (3) government subsidizes

and governs, as;provided in the current program, should be accentuated.
With about $13 billion in cumulative loans and $6 billion outstanding, 1t is
obvious that this tcamwork is vital.

2

Second, agencies have good lender support through efficient, business-

"like programs. Mirandon admitted the need for more lenders even in agency

[}

states, but pointed to the development of "total lenders" across the country
to make loan funds'available’ to all students. R

¢

. ) .
Agenciés ‘have lower default rates chiefly because, raccording to Mirandon,
they keep in touch with student borrowers while in school. In addition, in
order that defaul'ts do not become losses, some agencies are ahle to refinance
notes %M terms which are more favorable to defaulting borrowers. =

Finally, Mr. Mirandon pointed to the “gapbfilling"'programs such.as grad-
uate-level and parent loan programs which are adminisgered by some of the

agencies as another method of getting leans to deserving students. w

"Before contemplating the 1979 legislation,.Miranaon encouraged OE to

fully implement the 1976 legislation as a team, plaqing heavier responsibilitiés

on state and private agenc1es

~

Five Alternatives Presented ‘ ‘

»
t

"Followying this evaluation of the effectiveness of the current programs,

}ive paper®\were presented, exploring alternatives which might be considered\v

in developin loglslatlve positions for the higher education communlty. ‘Be-
cause of the \detail’ presented in these papers and the broad scope of ‘the alter-
natives suggekted, these papers arc included in their entirety in this puﬂl

cation. v "

“

NASPFAA's Committce on New Legislatjon Develops Discussion Paper
: ° . . .

After carefully reviewing these alternatives and evaluating the gffective-
ness of the current loan programs, NASFAA's Committec on New Legislation, under
the direction of Jim"Whi of Oberlin College, deviloped a discussion paper,
wﬁlch was diqtributed to the NASFAA membership on June 15 to solickt grass
roots input from thekald ommunity. This paper, and one developed by NASFAA' &
Title IV Student Asalstanao Programs Commlttoc, were dlqc sscd by those attend-
ing the National Conference in San Francisco in July. Thqg responses which are
coming to the committegs on these two papers will be used to develop their .fina

.
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legislative recommendations which, in turn, will be submitted to NASFAA's Na- .

- .tjonal Council for adoption. y
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L A # STUDENT LOANS: ' s . .
' ’ SOME PRACTICAL RADICAL ALTERNATIVES :

~.% D. (Bruce Johnstone

/ . \\

' The last time 1 addressed a group stich as this on tée subject of student
ldans¢was at the November 1975 conference of thg College Board Loan Study GTodp,
.0f which I had been a member. My paper was the overview of issues and policy o
alternatives. 1I.recall Colin Blaydon), pne of the reactors to my paper, in a -
wibeband tlemanly way chldﬁhg me for being too conventional. ... too practlc 1:,. .
.. . too ¢ stralned by the given patterns-and structlires of the exlstlng loan

programs. He was undoubtedly,rlght.

- c R -

- ’ I
And yet, since assuming the burden of supposedly knowing - somethlng about,

fstudent loans, 1 have spent many days contendlng with the cohtribdtions of

colleagues who do not share, these maladies of practlcallty or itical realism.

Many are economists who, by their membershlp in that profe551on, axe generally
intolerant. of imperfections siich as sub51d , interest ceilings, q bt l;mﬁtsf

and -other blights on. the hu n capital mar . They, too, are right: with

the right, simpllfylng assum tlon and under’ the cover of ceteris pAribus, it ’ St

_it is hard to b wrong But I find it difficult tp engage mi n mind, much less
the minds of my s en rs, for very long on the perfect but ypothetlcal loan .,

program for the pe bﬂt hypothetlcal world of 1ntrodugt y economics.

Then there is t thlrd so rce oé voices 1 4eel bound" t heed. They ‘are
the voices from 't trenches, as it were " of .federal, state, and institutional .
student loan prog s. They are the™ v 1ces that remind me how lgttle I really .
know about the whole thing actually yorRs, and that come near to convinding
me that haja?\alternatives——truly radjcal changes--are ngxt to impossible.

e

‘So I, will try to be radica and unéoqve%tional and’practfcal'qu realistic |

all at the same -time, and to suggest some alternatives that would Subsﬁentlally f

change, for the better, student lendlng in the United %Fates. EN -

[ = |
L4 - AN
D. Bruce bohnstone is Vice-President for
’Agﬁinistration of the Universityy of Pennsyl-
nid. A graduate of Harvard +@yonomics s
yndergraduate and the Harvard Graduate School
of Education), 'he holds a Ph.D. from the
University of Minhesota, Dr. .Johnstone has

-been with the Unlver51ty of Pennsyivanla v,
since Ju;e 1972. : L
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PROBLEMS AND LfETTJ%IONs WITH THE PRESENT SYSTEM OF STUDENT LqANs.
o S . 2 :
No charige makes much 'sense to any but the unabashed theoret1c1an unless
'it stems from a perceptlon that there, are problems or.limitations with the
present sy®tem and that Some alternatlve has some chance of doing something hette
By the 'present system,' I mean the dnsystematic occurrence of the National
o Direct Student Loan Program .($310 million annual lending, with approximately
$3 3 bllllqn total™ outstandlng), the G@arant’eed and th'e Federally Insured -
Student Loan Programs (91 3 billion annfal lending’with approx1mately $6 billion
‘total ottstanding deht), and several smaller programs, the newest and most -
-"potentially qlgnlflcant of whlch is tHe Health'ﬁqpfe551ons Guaranteed Student
ann Program. . N s ‘

_ The problems  and- llmltatlons of ‘the present programs canﬂbe descrlb?d in ¢
many different ways The differences are mainly in argumentation rather\than
in substance: That is, I would not i éntify the phenomenon of d1verse and -
unconsolidated loan 1nstruments as ;a-‘;roblem in itself, but as a very mmjor
contributor to a number of.- more ultimate problems ‘'such as capitak shortfa s, -
unwieldy repayment prov1blons and defaults. However, if someone else¢ wants to
call diverse and unconsolidated loan instrumerts "a ptoblem," I would be one "of
the last to dlsagree.l w;g;ZFhlq caveat, lét me menthp the six that I suspect

<
<

appear on most lists:

. -

“ 8- . to.

e 40 . ‘ o

Insuﬁficisnt or un%e tain or potentially insufficientosgital availability.
5 — v .

it off labellnq this one because I believe there is some question

f a pr blem capital avallablllty is. today Most observerk

there is a problem——that i, ‘that banks, the Gtudent

Latlon,'and other ultimate and 1ntermed1ary sources of savings are

not chan as many dollars to student loans, as’ are neéded., wlthout guestig

there was ggregate capital Zhortage prier to the establishment of Sallie Mae

the incre in the special allowance, and'the easi of maney, all of whichy 4

occurred at, about .the same t1me. Present, admlttedgy sklmpy, ev1dence suggests

a gzrs Sting, if uneven, stud oan cap1ta1 shortagel.® And* most projections

of the ‘future borrowing needs su jgest levels considera ly beyond. those that

the present cast of bank anigsch ol lendérs%will be:a adequately .to handle. dn

[

. -
I hedge-
about how mu
seem to helik

JFhus it should seem pfudent he present institutional
hool) lenders, even w1th Sallle Mae behlnd them, cgnstitute at.beSt an uneven,

. . . : -~ X ! c )
1. The list of ""problems"” draws on the paper cited in the openlng paragraph
D. Bruce Johnstone, "Federally Sponsorod Student Loans: An Overview of
# Issues and Policy Alternatives," in Lois D. Rice; .ed.," Student Loans:

Problogs and “Policy Alternatlves. New York: College Entrance Examination

"~ . Board, 1977. _ _ : . _ 3 . }_
o~ . -

v 4

IraL} Burney and Stephen‘ P. Dresch, "The Capitdl Market for Advangced
ucab&on An Analy51s of Prlvate Market Failure and th dilure-of Public
.Y New Haven: Ins&itute’ for Demoqupth and Ecohomid, Studies, Inc.,
N M ' .

5
/
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#neven and dlsarlmlnatory access to student loans. _ L ,
: - . - . .

Related to but separate from the problem of an insufficient aggregate supply
of student loan capltal is the problem of uneven and discriminatory access to
loans. In the absence of fundamental changes, there will continue to be reglons,

4

_ schools, and,klndq’of stddents--marked mBst often by the absence of a "family ' o
banking relatlonshlp"—*unable to get student loans. ‘“ .

)

Dlscr1m1natlon'among students is net ipso facto pernicious. - 'Ra&ioning
may beé hecessary in any.system, arld publlc policy often targets a program on
a phrtlcular set, of benef1c1ar1es What 1s.wrong with the present system is

that whatevey . dlscrlmlnatlon exists seems most llkely to exclude groups that
r E

efent publlc policy if anythlng has tried to 1nclude minorities, stude .
om low income families w1thoutlestab11shed banklng relationship, women, 7§1rst

yeax students, amd students who are willing and able to borrow and whg_are i great
need’ of loans but who have not qualified for the interest subsidy. I ‘would ‘
summarize the prohlem of access to loans by observ1ng that the present pattern.

of -6uccess in borrowing d e??not conformto either federal or college practices

of broadening access to Nigher educatio through packages of student flnanc1al
assistance thatl 1ncludes grants, jobs, gpd loans. - ' - Coea

2 .
. - . - . : [rey

Insufficient attention to the manageabilitzﬁof repgyments. , . .

I: - [y - N e

.There are a ho§t of.changes, most of them coenceptually and techn1cal"f\‘ o
simple, that would make student loans easier to handle for *borrower and’
alike. , They 1nclude. st

- a
. 4 -t . . L
. *Consolidation of all federally sponsored koans into
one instrdment with one repayment schedule and one &
set og terms. . - . .

=L

“*Long payment perlods for laxger debts, shorter
i r the elimination of disincentives to early

. for tho ho wish them and easier refrnanc1ng for
. th se yho-need it.
! -
ﬁ%ome provision - for ref1nanc1ng or even for relief in. I v o~
» the event of insufficiémt earn hgs to handle the . '
scheduled repayments.‘ -

s M . . \'J

e

4 . *Use of the personal federa income _tax for the purpose
of losating begrowersy, reminding borrowers of obligations,
and facilitating elther deferment or forg1veness i the
event of very low income. . \

Each of‘these proposals--and gLere are mofre--is comn ible Either with
" the existing j&ogram or with an extensivie new one. }é\wé do hot bstantially
reshape our federally sponsored student loan programs, I hope that me of these
devices can still come to pass' through either leglslatlve or executlv action.
s )

ERIC " | -
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‘Potential futurée debt loads. . ' C RS )

-

Although I am at ease with an important and growing ‘role for loans ifi
f1nanc1ng the expenses of higher educationp I am worried about the combination
- of out-of-~ coptrol tuitions, particularly in medical and other advanced professional
schools, a potentlalkflattenlng of the expected earnings curve for many of these
prof0551ons and the(temptatlon (indeed, the need) to turn to very large debt.
loads in order to make it possible for students in some of these fields ta complete
their educatlons., ?lyeady, students from our ﬁchool of Dental Medicine at the

-

‘Univergjty of .Penns lvania are emerglng w1th ‘an accumulated educational debt.

as hlgh as $40,000. ddlnq the very con51derable debtds from setting up a practlce
ahd buying a home——not Uq;mentlon a spouse with an educational debt——palnts a
.frightening picture. \True, the'altern&jave of furth burdening the taxpayer

- has its problems of social. equity¢  And'some of € e burdgn of heavy educational
debts can, be eased in ways other than sh1ft1ng the cost to" taxpayers or to other
borrOWers. But at present, the assumption -that advanced profe551onal——espec1ally
medical and other-health related--stud ts can absorb’'virtually any debt level .

19 too casual} and ought ‘to be consi ereq one of our problems. .
LN o, - ' . ’ .
. ) ! . , o ;
Y ..
Defaults. 3 | ¢ - \ S ) e
‘ & ) R S )

. Defaults- are probloms Théy are so partly——but only partly——because

they cost the taxpayer monéy .Even a subdtantial default rate does not cost -

as much. as 1nterest sub51dlzatlon Morg ikportant is the image -of lawlessness
and. dlsrespect for contract that is convey by a high rate of default. - .
)( ey e ’

The rate of default g: student loans will always be h&gher than other forms

v

of commercial loans by ue of the absence of collateral, the lag between

origination and initidtion of repayment, and the extraordinary moblllty of students

in the. ea¥fly repayment yéars I am conv1nced thouqhg that the rate of default

can be bfought down’ substantially--certainly well below 10 -percent and perhaps £
below 5 percent--wifh some of the provisigns I suggest below. . N
i . ’ ’ ‘ 1] ~

{ - - w

Costs of loans to taxpayer. o ) . L e

) <;i//'—. - ,

A final problem ig the high'co' of the student loan program. I list
this as a "probhem' w1th some, amblvalence, because. although the high cogt is
a fact, it is not olear that 1t is avoidable or.that any 'of fthe measures th@t
might substantially redude costs would provide any net public good . Calculatlons
that I have published elsewhere suggest, with certain assumptlone, a discounted
_net cost per §l 0 lent of $53.72 for National Defense Student Loans_and of
" $41.00 for Guavanteed Student loans.” The greatest cost, by far——$3l of the
$41 dqgllars of cos®”in the G.S: L._example——are interest sub51d1es T do ngt
share the aver51on of some of my colleagues toward“sub51d1es as a matter of »
pr1n01php But I do questlon whether some&of that $31 mlght -have been spent’
1n some other way,.stlll in pursult of the very ends’ belng sought by the federally
sponcored Student. loan program,- And‘%Ven if the cost effectlveneSs of such

~

,_:_):

3. Dwight Horch, "Lerlmatlng Manageable Eduwga onal Loan Limits for Gradu ;:'

ate and Professional Students.”" Princeton: Educational Testing Serv1ce,

December 1977. (Reprlnted by perm1551on of Educatlonal Testing Serv1qp )
', ' Y

. L f . . .

4. johnstone;J"An Overview of Issues and '‘Policy Alt rnatlves, " Pp. 34—42.
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features ak the rnterest subsidies durlng the in-school - ‘yearxs, the spec1a1 .
allowanees, apd the belowhgarket rate’ of interest during the repaymént yearﬁ -
"hol up under sctutlny, these costs are 1ncrea51ng$y going to impact. the federal
budget with sslble negative consequences either toward‘the loan programs

themseIVes~or toward the~o£her “student ald programs sharlng the same slice.

) N .
.of the budgetarz ple. o o - ) f W 0N .
N T , . C ok, kR K *.“*qx . . -
A RADICAL'PRACTICAL ALTERNAIIVE FOR FEUERALLY-SPONSOREQ STUDENT LOANS ' R
5—. ,

B . .
’ e vty

It is tlme to make a number of fundamental changes in our federally-

'sponsored loan programs. "Fundamental change" is never easy——and espec1a11y -

Q

when it affects the Department of Healh, Educatlon and Welfare , the Office

of Bducation, the Student Loan Marketing Assoc1a;10n, nearly 30 state loan

guarantee agencies, the Internal Revenu®e .Servite, and the financial- aid practices

and offices of 4000 to 5000 schools whose stizdents depend to greater or lesser

degrees, on loans to meet a portion of the costsﬁcf their higher ‘education, ,

But wait. . . perhaps the changes are not sg vety wrenching after all. Perhaps s
fundamental changes need not be utterly impractical or unimplementable-= t =
least‘hothlng I can suggest will be surprising to listeners or readers who have

‘been urging thesqu-and more, for years. Here, then, is my list. *
. -, . ™ .

, . ' ) X
™1. A single federal guaranteed loan program would be created
to take theé place of the present Guaranteed- Student Loan,

’ National Direct Student Loan, and Health Profe551ons Guar- S
anteed Student Loans. - . '
' ) 4 -
Each (new) student borrower would have a single loan account *and, upon —~

initiation,of repayment, a single note, payment schedule, and payee. There

would be annual and aggregate %imits on borrowing, with substantial aggregate

debts possible only for the advanced professional schools that wisPhto

combine high studeéent expen;es*w1th high income prospects. The maximum rebayment
perlods would be a function of final aggregate debt, with substantial periods

(e.g¥, 20 years) for large debts (e. g., $40,000). All other terms and conditions-
-interest rates, interest subsidies, deferment periods, and choice of repayment
schédules--would be the same for all loans_and should be set annually by the
Executive Branch according to Legislatiye guidelines and with Legisiative oversight.

N\

Given this unified student loan plan, a great many questions arise. 1Is
7 percent the appropriate rate of interest? Should the ingerest rate be variable
over the Tife of the loan? Should there be an_ interest subsidyﬁrfor;whom? ’
Should repayments be expected in equal or graduated installments? %A1l of these
are essentially o6f a second order--easidy resolved and of no great consequence
to the system itself. For the record--and without here -taking the time to justify:

my ‘choices--I would opt for:

. ’ i . -
*In-school interest subsidies on all loan:Xthrough a -
baccalaureate degree; automatic accrual of interest
on loans for pursuit of graduate and ad;anced profes-
sional degrees. . .

.

2
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x *Repayment schedules that normally increase oves t1m4§ . . .
in agcord with an estimate of .earn¥ngs; borrowers ; .
should have considerable latitude. in select;hg and in
changlhg\r\ggyment scheﬁples. - . - e o

£, . ’
4 v v .o
\;//_ 7Y sllght 1ncrease-—perhaps to 8 or 9° percent--1n the
. interest rates to somewhat better. reflect money cdosts
(1mp1y1ng ‘a contlnuatlon of the fixed rather than a

var1ab1e interest rate) -
*ngn limits (at p e§ent) of $2500 per year for first ,
- two years; $3000 a year. for second two years; $5000
7 ‘a year for graduate arts and sciences, educatlon, -and
' social work; $7500 a year for graduate business law,
' and other profe551ona1 programs. Repayment periods
.foralarger debts should be extended to 15, 20, and as . . e

* long as 25 years. . ’ ' . .

. -~

[ N

2. Aall new loans would be made by,the Natlonal Student(f;an Bank.

o

The N.S.L.B. wOuld be an 1nstrumenta11ty of -the federal gogernment. Its
capital would come from its own issues, which would bear government guarantees.

Its assets would consist of the loan receivables, also bearing federal guarantees.

Initial capital would come from the purchased assets of the Stydent Loan.
Marketing Association, which would in effect become the N.S.L.B., and possibly
from existing N.D.S.L. receivables converted to the new éorm of note.

Commercial banks would havé a regular role in the origination of loans
in this plan, although they might still provide important sources of capital
to the National Loan Bank and might also serve as servicing agents under contract
from N:S.L.B. - e

3. Loans would be originated by the postsecondary insti-

tutions acting..in an agency capacity for N.S.L.B.

'Prior to each lending cycle, the participat;ng schools .would apply to S
N.S.L.B. for credit lines based on numbers of students, needs of students, and
the like (not unlike the present tripartite application process). Upon disburse-
ment of loans.to the students, the schools would pass the processed notes on

to N.S.L.B. (probahly a state or regional office). The mechqnlcs of borrowing

and lending would be as~tholgh ‘the ent Student Loan Marketing Associatiod
(sallie Mae) were to give each F.I.SW. school a guaranteed purchase commitment

and were then to take physical custody of t { loans and all servicing and collection
responsibilities. Institutional eligibility would be predicated upon the main-
tenance of proper records, prompt notification‘of N.S.L.B. upon student's
graduation, etc. All notes would continue to bear a 100 percent guarantee

from the United States government. There would be no federal student loan



!

- . . _ . Q L. - N -

Vo . . \ " v ) - , e o
¢ . 'S : i : . P
. L . - H i

v -~
. ) !
PR Y "

*

~dapparatus,, office, or employees other than in the N S, L B.. The federal reinsurange
of statg guaranteed loans would be phased out, " with a ﬁodlfled roler (see .
#4 below) for the existing state'dﬁarantee agenc1es.// ‘ i
: A

" &. The N.S.L.B. would establlsh rpglonal orfz#;te offices to:

I3
»

‘j;,_nxsslst and monltor 1nst1tutlondl orlglnators, . " /

b. Handle the conversion of existing loan notes

(see #6 below)’; ° . / '

1' /’ ‘

c. Take physical custody of loans, processed in the . ' -
participating institution$ and disburse funds to. .

v © . the Qriginating 1nst1tutlons' .

.

d. (For a few states able to do +S0) perform servicing -
and collection respon51bL11t1es.a .

wheré states have existing guarantee agenc1es, these agenc1es may choose
to perform the services negded by the N.S.L.B. In non-agency states, or in
states which chodse to phase out ﬁhelr guarantee agencies, the N.S.L.B. will
establish state or regional offlces or contract with a nearby state agency
to perform the needed .services on a regional basis. : The aim of this provision
is to preserve the‘advantages,of regionalized attention to student loan needs
‘and to preserve wherever possible the experience, personnel and apparatus of the
state agencies while phasin out the role of the state as -a guarantor (a role
that, with ‘100 percent relnsurance, has v1rtually ceased to exist anyway in
any meaningful sense). - - .

5. All servicing and collection responsibility would be borne by the N.S.L.B.
: - . »

»

While colleges and universities are the proper originators of loans, sthey

are not particularly effective as serv1c;ng or collection agents.\ More agd

more of them--as of banks--have realized thig and have turned to ;}3 of the

private loan servicing agencies to maintain records, send bills, and in the
. case of delinquency .to proceed with*"due diligence" through\the five stages
of student lending-*assumption of risk, provision of capital, orlglnatlon of loans,«
servicing and collection of payments, and prov1S1on of subsidies--become ‘uncoupled,
there seems to be less and less reason for keeplng the college involved in any
stage beyond origination,.record keeping, exit -interviews, and preparation for
repayment. . The federal governme t'bears‘all risk, and it is not clear that this
'risk is at all lessened (it may in fact be heightened) by the continued 1dent1f1catlon
"of the debt obligation with the college experience., The colleges gain little,
and probably lose some, by an alumni contact that is mainly dominated by the
. need to bill for past accounts. If a college originates-the loans poorly . @

or neglects exit interviews or is otherwise remiss in. 1ts obllgatlons, the

proper remonstratlon is a removal or a curtailment of. new lending authorlty

- y

- § : . S ' ”
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Little or nothing seems .gained, then, by the contlnued identification, or, .

physical custody of notes, by jhe college. - The actgal servitihg would undoubtedly

be worked out by NsS.L. B._w1t a numPer of specialfzed loan service agencies. .

As suggested above, the e ht at times be the existing or neighboring state \)'

agencies. ¢ ' N 2 '

’
.

. . ] . Ny
6. 'The N.S.L.B. would purchase as rapldly as posslble existing o L //
loan portfollos, beginning with the portfolio held by Sallie . ,/‘.
Mae. Ex1st1g9 loans, to the extent legally possible, would %ﬁ' o
. be converted 'to seven percent paper and bonsolldated into. .~ | : P

slngle accounts for each borrower. . ! . . : 3
{ - : o ’

. . ; »
~ .
.. \

This exer01se, whlle aesthetlcally attractlve, probably need not consume °
major amounts of resources, at least in the early years of N.S.L.B. 1In time,
however, most Jf the existing paper should be converted 1nto forms compatlble

1

with the new notes.and the new servicing system. - - Lo

7. All borrowers required to file for personal income tax

would provide information about ‘their N.S.L.B. status _

*  (in or not yet in repayment), the aggregate debt owed e o,
* ‘at the glose of the tax yehr, the amount of principal

~and interest paid during the tax year, and any_agounts

past due. Interest paid would emtitle the tadf 3

a (50%) tax credit up to a maximum of ($500) wI'

thereafter deductible like ordinary intgrest. A sup~ ;. LN -
plemental tax schedule would be required for all stu— ‘ . :

dent borrowers. 57) ,

v

. /
Most schemes that have linked student loan repaymeﬁts with the income
tax have done so in pursuit of the principle of income/contingency——that is,

making the amount of repayment due itself a function/of reported income. I .
believe there’ remains a role for a linkagée between repayment and income, and suggest S
one such relationship in principle #8, below. But-the pr1n01ple purpose of. , 57\

mandatory filing, a supplemental schedule, ar® a fax credit for the first $1Q00
of interest paid is much simpler--namely, to comblne the pervasive coverage of
the personal income tax with the monetary 1ncent1ve of a tax credit to reach,’
remind, and monitor Borrowers about their repeyment obligations.

The Internal Revenue Service has a quiti/proper aversion to being used
as a collection .agency for ends other than e payment of taxes. Given the

potential for loading the Form 1040 with e raneous material, I respect this

position. However, the deductibility of ipteres t is\already a major item -
(federal tax expenditure, if you will) on/the p rsonal income tax, the deduction

of student loan interest could soon becom extenslve. With other forms of college

tax credits knocking at the door of the 1040 Form, and with "he entire tax code
1ncreaslngly designeéd to serve public ends other than filling the cgkfers

of the Treasury, I §Ee1 no shame in proposLng a tie between student loan accounts .
and the personal incqme tax. More important, federally sponsored student

\
- \

&
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' b .. 3 . ‘ % .
borrowlng'ls i1n many respects already a- close cousin to taxes: loans .and’
repayments are in th1s country a virtual alternatlve tollarger outright federal

‘grants, and are in part an effort to target a portion o
education upon the student rec1p;ent

taxpayer. ’ I : . L ) ]

i

taxpayer.

K \ ' . . .
There "’ are alternatlve and addltlonal forms ths linkage eould take.

- the costs of higher
"rather than hav1ng ‘411 borne by'¢hf general

" Provision could be mad?2, for example, for the payment of past amounts due by
an additional payment to the IRS or by a deduction from the. rebate owed ‘the

And a ceiling on total annual payments that are not_to .exceed a

certain percentage of adjusted gross 1ncome, as exrlained more fully below,

would add a measure of protection aga1nst unmanageable debt--again through the

device of the persQnal ‘income tax.

But the most important payoff to this .

[y

linkage should be- thée. regular, enforceable gontact with borrowers and a\consequent

s

great reduction in delinquency and default.

e ucatlonal debt lvad with costs supported by the government

\ e

8. Repayments in excess of a certain maximum;pprcen ~of -

income (e.g., 6 percent of adjusted grogsy would be -
deferred without penalty. Borrowers who had paid .the
maximum percent of income throu§h7the originally sched+ .
uled repayment period ¥ould be subject to an extgnsion
period (e.g., 3.years) after which any debtsf-remaining
after continuous payment &f (6) percent of iphcome--

. would be forglven.

|

-
1

, ;
I have wrltten elsewhere in support of the concert of 1ncom§ Eontlngency
plicable only to borrowers whose incomes prove insufficient tg manage their .

t hoc aid

r thqr than by high earning individuals who happen to have been férmer borrowers.

wi

%
extended repayment periods and careful attention to aggregate debt 11

the protection of this 1ncoSe contlngency should not have to be extended

But it would provide some a

its,
many.

surance to some borrowers that there would be rellef

short of personal bankruptcy, from debts that become unmanageable due- to lower

. than an®icipated earnings.

/\ ‘., , - . ~
: T Conclu§hon: i

The Practical Radical Solution -

-~

A National Student Loan B as the sound of a major new agency, of &
frightful conflict with existi of
new approach to student loans that ‘Substitute schools for banks.

fices and agenc1es, and of a radically

A

5.

6.-

¥

Burney and Dresch suggest either the Internal Revenue Service or the
Social Security Adminf#stration to keep track of student borrowers.

. Burney and Dresch, op.cit., pp. 45-47.

s

D. Bruce Johnston and Kurt L. Kendis, "More Msmageable Student Loans,"
-Philadelphia: University of Pennsylvania, 1977. See also D.'Bruce

Johnstone, New Patterns f College Lending: Income Contingent Loans.
New York: Columbia University Press, 1972.

4
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other--imdges, of the radlcal alternatlve are only ‘partly trre. ’There is a

very di ferent,per§peht1ve on essentlally the same pack%éE”“ This is the per-
spective that reminds us that v1rtua11yva11 lleges are already originators. .| W
of loang, andsthaty y proposal,is a step toward flsgal conservatism by. taklng

the colleges ﬁn%‘”ﬂ theBServ1ng business altogether. We must remember that
Executive Brancheq %or years have trled to'rid us of N.D.§.L.; nw{plan guarantees
an. almost ‘tdtal - replacement by institutionally orlglnated guaranteed, loans. )
We should also recognize that Sallie Mae is a virtual National Student Loan

Bank already--with only y few minor .modifications such as advance purchase
commitments and a more extensive set of college, and university customen$ (read
"agents"). And the llnkages to the Inteknal Revenue Services are nothlng’more
than a sped&al treatment for the payment of this, spec1a1 interest expense--which
if deductlple dnyway. The other changes are almost teghnicdl in nature.-'

os

- épurSe it isn't all that easy either. But a vastly more simple- and
effecyhv system of federally sponsored student loans is- not far off 1f we
nly approabh the toplc with the proper mix of- rad‘zal practlcallty

) ‘ | .
. > _ -

4
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. [y - By Supplementing .Government ILoan Pollcy——
v - An Expanded Role .for Institutional Ald Admlnlstrators . ~

in Ehe 1980s : .

L. Kurt I,. Kendis , . :

Solv1ng the Student Loan Problem - RN o (\_
)

)- . ) . o . : .
;. . ¥ ~ wanov -
g Inéfbductlon ' T _ s - » 5
e oo |
The focus of governmental poIicy on’ stu ent finance appears to drift from. v
the component most essentlah;ln any formulatlon——the student. Legislation and °*
regulatlon concentrates on those mechanisms necessary to accumulate.capital,

oversee procedures for guarantee claims, and tglly, ex_poste, the results.

e

v ‘Studenti/ar e resldual in the procedural. scHeme: .
& ) . ' )
/ _ : 4 t - ‘ A LY ) . ] )
‘1egislation . ;' regulation governmental f:é campus. . S student
b ’ E implementation| . lallosationf “° behavior

2 And the behavior of students is nét sufprising( The acgual loan defauﬁg
and delinquency on the part of, students is probably beyond imagination--parti=-
cularly. if the formulation 1ndiui§s those families who assume the payments thelr

s

son or daughter 1gnores——e1ther tentlonally or reluctantly.

Those students w1th a p051t1ve response to. their flscal respon51b111ty
may opt for elther an early entry into an earnlng"tream whén an optgimum -
-career path should include additional training, or embark upon a philosophy
of income maximization--clearly leading to choices not necessag}ly in the be¥t\

interests ‘of tng_:social good" of the countxy. = .

~Finanical aid and 1oan officers have been long wiefding much greater
influence on the destiny of their institutiofis than thetr position in organ-
izational hierarchy would suggest. The procurement of funding in the campus- .
based program, the optimum allocation of all aid funds (without ovef-commitment) -,
to students who may or may not choose to matriculate, the counseling of students '
" taking loans, and the collection of, loang--often without aid of a competent
service bureau, are expanding faster than universities recognize the role of
the aid/loan decision maker. Any discussion of federal policy. mist fecus
on the, future importance of management skills in these areas. This paper '
presents tools to supplement the federal- programs, in full recognition.that the

le tation of both innovative pyograms and lending plans sensitive to student !
needs guires aid and loan personnel with vision and managerial expertlse

13
-

-
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-
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Kurt L. Kendis is a policy analyst for the Higher Education Finahce Research

Institute in the Office of the-PEgSident,”Univegsitg of Pennsylvania )
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‘of thelr college’ or student c11ents) c

"exit interview. The analysis of repayment datsa. requlr

e Problem. - o =t , .
udent loans are not consumer 1oans. The rules for analysis of assets,

1ncomes, borrow1ng limits, and- COlleCth procedures are seemingly diametyically
oppd%ed to methd;éogles long since prove@n successful in consumer cred1t,
as well they shou be. Students are b rowing as a part of 1nvestments in
their own human capital; lenpders loan tg assure access and ch01ce, the government
guarant¢es loans to assure capltalaavall bility on the part. of all three par-
ticipanfls (student, lenders, and duarantors) 1ncrements dynamigplly each year‘
with draktic negative attltqilnal implications. .

)

The attitude of whom? 1In the first 1nstanCe, certalnly students.
borrowers face a decision process (attending their next year of Sg
"a price elaétlclty of zero--ag costs incredke, they are- seldom &'
attendance 1f they can borrow funds.  The lehders %&sually colleg
versities oiwflnanCLal institutions- acD;ng in. what they feel 1s"

.:inggré§etQ

glent ~among

ith a government guarantee in the1r pocket) ”The«attit
1eglslators (also growing 1ncrementally) is avd g
-merely” incrieasing the parameters of existing préyfas
‘to the long-range costs, the soc1a1 conSeunchvﬁﬂ':
these programs. . ‘ .k R
s
"A lack of sens1t1v1ty to 1sSues of student loan 3
counseling of students is complex, so 1oans are neatly“tled in a bundle‘ht an
d/uniform methoddiogy

~and sophlstlcated organlzatlﬁg consolldat%on, certai not an easy task wh&n

offices are gnderstaffed and often not computerlzed ﬁImplementatlon of graduated
and extended repayments demand research data’ 1chJ es? noftex;st and technical
expertise which has: ‘Been slow to develop.' Yet desplte the above-mentioned
d1ff1cu1t1es, the attltudes seem to remain the basi¢’barriers. The Zacharias

" work - ‘in the late s;xtles and,thg subsequent fallure of sampfle income contingent ’
loan programs (failed due to a false start and not ‘an 1nher nt risk, as some -
would argue) preclude the current obv1ously b&rdensome debt 1oads. Yet income
contlnge y fails to gain acceptance s1nce tﬁg negatlve ear11er reactlons
provide g% attitudinal barrier. Students are continuing to default or at.least

. prolong dellnquency subsequent to»the development of attitudes while they are'

in school. A 18n.is a lvan+and an award is an.award, yet there is little
surpris® ,at the fact that ex-students are slow to: répay their ' awards.

v N d

&

Certaiply integral-to the lack of sensitivit§ toustudent loan issues is the
role of loan officers in an institfution. This writer .contends that the
financial a1d/1oap officer cart determife much of the' impact  future flnances,
enrollfent and alumni contributions for his or her 1nst1tutlon. Until the day
when enlightenment strikes 1eglslators and we find*a 1arge‘and consolidated
- central student loan.mechanism (not unlike the Johristone model) the- burden will
remain with the aid administrators to soIve manzgmf the problems which carry
the weight of historical precedent This paper is an' attempt to present some

technical solutions deflnltely within the aeqls of the aid officer. L -
. t

'

Organizational Requirements : - . 1 :, \

Despite puﬁiication in the Federal Register of details of a_central
record-keeping regulation for financial aid, few schools had the foresight
to prepare-theirsinternal organization to deal with the details of student

* . ~ . - )
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finances in 1978. Awards of financial aid; bills for tuition,| fees, and services;
disbursement and collection of federal, state, and institutiondl loans; term
arid summer employment placeqent counseling on advisability of Jfurther trainin§;
and eventual solic1tation of alumni contributions all have a mmon theme- - .
,-the syst\matic contact between institution and the student concerning financial
matters., Yet the growth of theiprograms these services or contacts represent -
' often proliferates -staff and activitles in an area demanding,consolidation. In
the worst of all possible scenarios, admission and financ1al aid are separate,
'éraduate admisslons and aid are separated by each diVision, FISL loans are - Q
administered separately, and a student receives bills, fpr services from each
office (llbrary, dining, résidence) responsible for service.. A student fac1ng
diverse offices and bills and loans--particularly sin most are neophytes |,
in matters of personal finances--is numbe&“into:an igresponsible attitude
towards these finances. ' In effect, the decentraliz£ organization is creating
bad debtors long be‘pre the repayment periods begin. \ : : R

The central record keeping solution is merely a partial remedy, for as
debt levels rgée the counseling of a student becomes increasingly important.
Why should ajready overloaded staff invest scarce manhourse#in student financial
counseling°“’Student loans are nat commercial credit and uniyersities are not
consumer discount loan companies. The long-range good will of the student as
an«eventual alumni contributor or alumni supporter, as well as as an individual

responsibly reg:ying his lsan on time dictates the need for thiswhounseling
4 Student~institution rélationship are not enough in the climate of ragidly
growing loan portfolios. The marketing of a university is not. merely admissions,
and the cpst is not merely gross tuitjon and fees. The cash flow problems "
facing all institutions can be exacerbated by poor planning and improper
secondary, marketing of loans. Thus th i oan officer carries a major
ifiput in the future financial planning of a university. M%ny of the technical
"toolsi presented below can be useful only if. there are aid officers influential
enougir™ to utilize them. & ' T

)

t

£

” .
y K .
7 o .

Again it is importdnt to note that this writer anticipates no immediate
governméntal guiding hands and by promoting the role of “the centrally organized
aid/loan officer an opportunity to supplement government policy. The optimum
aid/loan officer (call it the bursar or comptroller or vice provost for
student flnances) thus centralizes contact with and‘counseling for students,

cr tes inputs to financial planning, helps the marketinq or good'will of the c
“indtitution, .and establishes a relationship conducive to promoting alumni &
development aft raduati ‘ :

pm ex. gra T S Y. .
Analytic Dat:/Reqyirements . _ . p

Problems of accurately reported defaults and delinquencies are but the
first data difficulty in student loan management. The. aid/loan office must
make an effort to analyze all of the students' obligations for purposes of
counseling. Included would be those debt or work obligations external to the-
university as well as intra-family loans.

The anglysis of defaulgs and bankruptcies to guide policy decisions at the

university levdl is long overdue. Recent work at Stanford and Cornell, for

he fear that students who do not complete four years, if

ction treatment, are high risks for default. Early
t-\hopefully help reduce systematic defaults of this

example, -reinfo

re will
Y
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\ Reporting of aggregate data .and sharing of borrowing trepayment and collection
expigaience with other 1nst1tut16§§\¥ill'help these centrally organized offices
cope with the volume and complex1ty f future operations. Cettainl¥, a consol-
idation effort to +good management practices will include the creation of responsible
serv1ce bureaus to blll the student. Only through 1mpetus from the unlversatles
themselves can current service bureaus become both efficient and sensitive

°
- .
> o : S
JER } ‘ .

.

Existing Solufions to the Capital Availability Problem--Parent Loans

_ ) — )
Most observers of the main issues of student finance in hlgher education
rightfully express concern over the need for additional- ‘loan capita As this

writer has stated above, the main problem is sensitivity, for caplial access

has been solved, in the short run, by the federal government (sed. Appendlx I11)

and by commercial credit loans,  also known ds Parent Loans, Educatlonal Joans,

or Insurance. Loans. The'se commer01al loan plans are externalgto the 1nst1tut10ns,q
and are not nig@l Only the added mavketing of these plans 1is a recent phenomenon.

These.commercial loan plans are,selective, require collateral, often do not
involve the student, and may have no physical contact with the institutions who
permit then to utlllze their-students as a captive market., A recent conservative
tally indicated in excess of $200 million loaned annually in commercial loan
plans using educational ‘titles as a marketlng technique. A university, through
its aid/loan officer, shduld carefully investigate the entire spectrum of programs
available and offer families of students the best set of alternatives.

v

. LT ) . .

Since defaults are historically low on these programs and profitability
‘relatively high (including the }ife insurance premium add-on), institutions
should have no qualms about using the right to mail to their students as an g
incentive for "competsiive" programs to offer the most appealing package. /
A possibility that persists is extended repayments, as opposed to the rapid
amortization now in'practice. A most compelling idea is to ask the commercial
lender to gather data on the families to whom he lends——thus building analytic -
p0551b11t1es for future decisions. (more on this below) - '

as
!

0

Using an Institution's Line of Credit for Parent Loans N
7 . .

Financial officers'ih‘a university are well aware that educational loans
are often good investments. Retention of FISL portfolios while their anticipated
return is higher than the institution's own internal rate of return is.already
a common-practice. But the use of ‘loans as a marketing technique has received.
(justly) major criticism when the loans are government student loans. Hidden
in th1s outcry is the opportunity for a unlver51py to offer a creative Parent
Loan Program to families of its students. Capltal access is possible through t#
guarantee of the university's trustees., "The tallorlng of the program should
meet the needs of and correspond to the marketing techniques of the institutiens.
The examples presented in Appendix IV illustrate a) standard loans; b)a loan
where the monthly repayment is fixed and the terms increase as borrowing grows;
and c¢) a plan where the’faﬁily can choose in advance the scheme they prefer.

”

?. This material is extracted from "A Planning Package for Parent Loan Programs'
K.L. Kendis, Higher Education Finance Research Institute, Office of the President,
University of Pennsylvania, Philadelphia, 19104, January 1, 1977.

‘
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_,//) Most importd&nt is the unlver51tyfs antiﬁlghtlon‘of demand and cash flow
onsequences .(see Appepdix V), which inyolve substantial capital to operate -
a complete program. . The management of a parent loan portfolio is a treasury
./ function, althoqu the program itself could be considered did or within\the
scope f admissions recruitment.

>

\

The Two-Paper Concept in Student Aending ' T

No signs; no hints, and no forecésts for the near future indicate poiicy
changes in the governmeht_1oanlpro§ramvwhich would meet "sensitivity" criteria
involbihg income contingency or graduated repayments. One major impediment.
has been thé"extraordinafy.cQ lexity of the concept of income contingent

/"repayments.A Without 'changing existing loan progrém policy, current loan prqcedures
may be supplemented with sensitive program alternatives in the form off an .
additional. loan note. » B ﬁe—7r’} ’ . .

. a «

A two-paper.or "hybrid"2? plan involves two contracts. The first contract
‘is a standard straight-kine loan repayment (and could certainly be a fedgral
student loan). The second contract, also signed at the_ inception of the loan,
is really an income contingent "side égreement:“_ The purpose of the "side
agreement" is to make the stuBlent's obligations income contingent, no matter g
how large and burdensome the primary obligation. Under such a plan, most .

% -borrowers would repay according/to a gtandard (posgibly graduated) schedulé.

Borrowers at or below a certgi income level would'pay only the maximum percent

of income. ‘If their incomes i creased after a {ew years, they would "catch up"™

with their primary repayment sglchedule and move back\to conventional fixed paymenfs.

However, if their incomes Yemained low enough to kedp them from paying the maximum

percent-of-income throughout the repayment iears, they would assume a second

debt composed of tRe ggﬁerred payments and accrued -<interest.. The second debt-

-the amount "refinanced" by the second contract--would remain at the end of the

originally scheduled repayment period. At thit time, the bqrrower would continue -

to repay at a percegﬁage of his or her income until the gecond obligation is =
satisfied, 1In t, the second note repays the first and makes the burden’ less

on the slfigrt. o ' \\\/

Use of the Two-Paper Concept
T €

-4

Any supplemental loaﬁ’program, or "side agreement" is a particqlariy
vexing problem for the banking community ‘on its efforts to .simplify procedires.
But combined with’ the prewiously elaborated counseling programs and efforts:
to emphasize alu%ni contributions, the difficulties of administrating a_ﬁwo contract
program may be well worth the complexities. 'Foremd&t is a minimization’ of
the "burden" of higher student debt loans--hence defaults and delinquencies--
"since low earners will be.able to meet their obligations. \

The equitable nature of a program which is sensitive to effects on students
.can only* benefit the sponsoring institution. Whatever negative attitudes
students may have toward loap repayment can be ameliorated with a uninrsity-
endeavoring,to help ease the burdens of student debt. i

3

" 2. A complete exposition of the hybrid or,tworpaper'cdncspt can be found in
"More Manageable Student Loans," D.B. Johnstone and K.L.(gendis, Higher
Education Financial Research Institute, Office of the PresSident, University
of Pennsylvania, Philadelphia, 19104, 1977.

»
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A conceivable linkage BEtwgen tie loan office and a studen! “plat@ment . service

is possible if one considers employers purchasing“the loan paper of their young

employees. Certalnly, u 1ver51tves or otZer employers Qould consider the establish-

ment S?\tQS_EEEEE;é:zEE/QOan program as ahn employee benefit program L replace

or supplement cur ull or partial tuition benefits, whlch get costlier each ~

'year. These utilizations of the twp-paper concept imply a cépltallzatlon of the

second note from external sources. 'If such a pYogram weré to expand to its '

efull potential, capltal avallablllty becomes' an important con51derat10n. 1Agaid, )

a university's &alumni’ relations can Play an essential ole——elther with' appeals

for special contrlbutlons to support such a program, og tant® appeals to

former students to repay the second notes as 'soon as they_gie able. 3
An addj 1onalg;ﬁ£llcatlon of the two-paper principle would 1qvolve the'

participatdion;of sglondary guarantee of/ the parents. .But beyond parents ’

sponsoring the second mete, there are more interesting fea51ble 1nvolvement of

parents and families. o8 .

. T L \

The Concept of.the Family Loan for.le}ege Costs R

F The subject of studeqt loan dlslnte?hedlatlon has always occupled a portlon
of.the literature-~yet the arguments always question disintermediation and the
disbursement. Imaginary horribles of parents buying yachts with the proceeds of
a guaranteed studenk loan presented quite, the opposite scenario from early.data
this writer has gathered. The repayment of the loans is the disintermediation
behavior frequently poted. FISL loan portfollos with as many as 75% of the
early note repayments being assumed. by the parents are very much involved in student
loans--but pot in the negative context of earlier concerns.

¥

¢ .

If parents and famil;ésiJXf their own volition, intend to assume or share

some of the loan burden,'why not.optimize,their participat®on? Ideally, parents .
. have three elements to offer a ogram of student finance-counsel, guarantee,
or *cash payment. By far the most important is the guarantee--where the parents
cosign the student loan note. This would mak%“capltallzatlon of a loan program
attractive to .commercial lenders.  -But total partlclpatlon of the family in.
student lendlnq——commensurate with t elrﬁablllty——can potentlally solve the
need for sen51t1v1ty. - 3 , R
|
The model plan illustratced on the next page hés the following features:

-
“

- . e \ ~. -
1. Pre-loan counseling is with participation o£~sfudents and parents.
I .. L . . T
X 2. Tho loan note ‘itgelf contalns slgnaturts of yéth parents and student;T\\‘\\\
Pl ) . .

3. At their option, the parents agree to pay the interest on the outstanqizg
loan balance while the stu@gnt is in school and then a deglining share of
the payments iy 2he carly vears of the loan. .
L ' ' j - ' J v )
4 The student will, in ecffect, experience grdduated repayments--eventually
assuming .entire repayment. ‘ , .
& A .

Q ' ¢
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**. This family ‘educational loan plan is an attempt to 1nst1tutionalize the

"parents' commitment to their children's education cost. If the family cannot oy
assume greater payments during school years (sinde whey ‘may already*hhve a sub- - .
sStantaal” parental, contributiomn),- then the commitment of theinr financial guaranEee O
provides the opSQ&tunity to lessen repayment burdens- on the studeht during the
early years whe defaultiexperlence is greatest. = -‘Q§\~ﬂ oL -t b

. . . : : !

A Federal Role in Loan Innovation? | ‘ ~ o ' ' .
o
Th se secondary student loan instruments are an attempt to anticlpate Slde
agreements"” in the face o#ff federdl licy which d&ncentrates on the capital -
availability neeﬁs of student loan program. Although favoring & centralized - . _//f

student loan-bank (like the Johnstone. model}, this writer. ant1c1pates that only a
capital availability crieis would force legislators to recognize the need” for &
National Student Loan Bank. If recent history is any indication of fhe. future,
incremental growth of existing mechanisms will continue without coordinated atten- ~
tion to those_issues which this writer labels sensitivi;y3considerations " In
other papers,3 some cons!quences .of loan insensitivity are further laborated -
disincentive to enter public service, income maximization behavior/ career paths
forsaking pro-bono work,. or incentive toward default and delin ncy--but by

facing the inevitability of‘s‘be agreements, 1nst1tutions and ‘students and their

‘families alike can plan for the future.' ( . S g
There remains a pgssible signiﬁicant and appropriate ngeral participation
in student* loan sensitivity First and foremosit 1s an analysis of sources
and uses of family funds used ‘to pay, higher education cost. Only a comprehensive
and definitive national study can provide the data needed for policy analysis
of student loan plans. ‘ T ] ., " ,
\

Beyond research, and before the National Student Loan Bank, the most com-
pelling role of the federal government falls riot in the field of student loans
\ (whére the argument i< presented that the legislation will continue to provide
* capital access) bu- in manpower allocation. The H.E.A,E. loan program, for .
example, is part of health manpower legislation——desiﬁhed§not necessarily to ‘heip
" students, .but encourage participation in the-National Public Health Service

Corps. o . R

-
.

Looking at the side -agrgement (or‘secondafy'loan) phenomenon, what better
way, to encourage manpower allocation than to act, on margin, with secondary debt
"instruments. For example: v - ' ’
1. A branch of government (feﬂeral state; or local) wishing‘tobencoﬁrage
: . public service work 1n its own, _area can forward contract for the side
agreements of young students——reliev1ng the student of burdensome (but
not ‘ail) payment levels and guaranteeing his needed)se vices in. the’

‘public interest.

. ' /1
3. "A Rational Guide tp Graduate and Professional Student Financial Assistance"

K.L. Kendis in Stddent Loan Matketing Association, Development in ,the Financing

of Graduate EdJcation, l92?! _‘

. :
- ‘ v - . lg N . .
. 2 - [ ]
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Al : Sy H f. ) . ) p ‘
. 2. LegiSlate% lirrits &n income tax deductions (federal, state, or local) for
T “interest in student loans can vary with' the individual's commitment to
, ;} . qullc serv1ce.work Y o\
. L3N - . - -
. ~ ' C !
— 3.0 Purchaslng of -the student s entxre loan gottﬁleo coulé‘certalnly ﬁbtlvate '
. publlc service. , . a £ ] 5 s
4 ‘ . L . . v

' ‘ | © . : ..
u’ 1] . . ' ! . > -
) In all of the ab0ve exapples, the cost would be borne by - the~agency‘Support1ng
the work. 1In this way a manpower allotation law will not be confused'with student
) aid.~a ' o . I . . .
A féderal rodle in streamlining administrative proce&ures seems probable.
How much of collection difficulties stem from problems as’ banal as student moblllty’

But the efforts of S.L.M.A. could® continue ;n thls area. S

5
-~

In the final analysis, this writer favoss eVentual consolidatibn of student
loan programs into a National Student Loan Bank. The sooner those in government
student aid act to promote consolAdation”and loan sen51t1v1ty, the sooner
stﬁdent loans will avoid the cl ches of polltlcal pressure, manpower alldcation
Jissues,”or consumer ineere t . y

™
D
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must act on their own to develop .inn

. mechanisms' which utilize the large c

while preserving the interests of th
of their institutions. —

ovative and sensitigp student “loe-
apital access offered by fegeral prograﬂ%

eir students and the long-range goals

B

A precursor~¢o student loan innovation is central organization of student

financing activity. The decision ma
student loans affect enrollments, in
contributions--and the officer respo

" recognition commensurate with his or

-\ - .
Pare&t loans are a popular capital a

- Student loan "burden," while promoti

recognizing the role of the family.

Side agreements appear as an inevita
loads. The two=baper or "hybrid" 1o
side agreement which "sensitizes" a

A family ‘loan plan may best combine
with the inevitably of side agreemen

large.
~

There are many possible dévernment r
programs. Best would be a consolida

- research into family financing patte

kiﬁg of -a university with respect to
comes, finances, and possibly alumni
nsible for loan policy should have

her influences. :

ccess tool which may help relieve the
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1
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allocation. R 4
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APPENDIX I .

' How the University of the Future Handles Student Finances-A Case study
. >

.

The student first had contact with the university before he was born. His
father, as a young alumnus and with Fhe help and counsel from the univérs;py's
fiscal services office, established a charitable remainder trust with the university
as benefizziiy and the interest accruing and compounding for the student's use on
educational costs. The contributions to the trust werg small each mofigh, but
tax deductible in the ar they were given, and the inferest was taxable as the
student's income at the tudent's ta@x rate. When educational expenditures are .

no longer ggggifed, the st is given to the university. Not eligible for
grants or sidized loans

the family participates in the "family loan plan"
to y the rest of the edu tional costs. The parents sign the note along with _°
thep2¥§gent,land pay the ingerest on the outstanding balance during school and
a portion of the “interest af the student begins repayments which increase each
year until the student's pajment pays all interest and amortizes the principle.
'Both parents and student cohtinue to contribute the same monthly amount even after
their obligation under the oan are fulfilled--but now as a tax deductible

contribution. :

4 <

The student's roomma!! is
borrowing required to pay gradu
_ Each year, when this' student incurs mo
counseled as to his obligations and incole
together they sign a second note long Befdge the student graduates. This note is
used in the early years following graduatiort, when the’student can only pargially

meet his obligations under the government loans. Thi& second note keeps'®

the government loan current until the student's income is adequate to pay both

the government toan and the second "family" loan. Again, the student, is counseled
annually, and éncouraged to translate his financial relationship with the o
university into alumni contributions. ~

federally sponsored debt, he is _
in the future. Hig family helps, and

e S ‘ -
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| PN SAMPLE FAMILY LOAN  ~ ~ ° E

» 1 -
-A Plan Recognizinﬁ the Phenomenon of Intra-Family ¥
Disintermediation of Educational Loans

-
.

teru-lo years from graduation interest=102

‘ Parent Obligation | ., Student QObligation
‘ﬂég » Interest ?rinézgie Interest Principle | Total -
~ .| Borrowing| Repayment | Repayment Repayments | Repayments | Repayment
1979 1 $ 2,500 [ $ 250 -— -
1980 2,500 "~ 500 - -
1981 2,500 750 — —
1982 | - 2,500 1,000 — — :
1983 f : 628 S - $ 0 $ 1,000 $ 1,628
1984 - 500 - 128 1,000 1,628
1985 . 250 - 378 1,000 1,628
1986 . —-— 628 ' 1,000 1,628
" 1987 - 628. - |- 1,000 1,628
1988 - 528 1,000 1,628
1989 - 628 : 1,000 ~1,628
1990 -— 628 1,000 1,628
1991 —-— 628 1,000 ¢ 1,628
1992 . - - 628 1,000 1,628
$10,000 | $4,878 : $4,902 $10,000 | $16,275

' {
The loan is guaranteed either through the assets of the family br the guar-
antee of the university, for which an interest premium may be extracted.

Interest payments are tax deductible in the year they are paid by whom
they are paid. )

Both amily and student are encouraged to continue their annual payments
as deductible charitable conttibutions.

N

7

[ }

- Copyright April 1978, by Kurt L. Kendis
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- APPENDIX II --~ AN ‘OPTIMUM

)}
<

Central Aid/Loan Organization

- SYSTEMS UNIVERSITY OUTSIDE .EVENTUAL A
WHO . OFFICES l BILLING ADDITIONAL P .
(BILL ' WHO. | |, AGENTS PARTICIPANTS
— \ BILL T -
T~ ] _ REGISTRAR. -
~ REORGANTZED P. D. F.
STUDENT FINANCIAL
SERVICES
SFA STUDENT ' WORK/STUDY
DEPOSIT ‘ COLLECTIONS- PAYROLL
LOANS ™ e
GRANTS FINANCIAL
\ 1 CASHIER COUNSELING
“TUITION SERVICE ‘
' DEFERRAL han
¢ , BILLING A
\ ' o ¢
| FEDERAL LOANS ‘
KA S IVERSITY h -
- STUDENT _ FINANCIAL ‘
) ) . SYSTEM

A;/-l . . . R -
W . .
DESCRIPTION OF CENTRALIZED STUDENT FINANCIAL SERVICES

- All student financial functions centralize their records

- Financial counseling keys each student into flnan01al service

- New file communicates with Registrar .

- All segments with student financial services 1nteract

- All financial transactions. and communications flowithrough
system ' ’

30
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Resident opts to pay interest rather than

o

et it compound and accrue.

APPENDIX III. \The Governmept So?ption to the Capital.Availability Problem
‘iy_‘ -1 7
\ O o . i ,
-7 FULL<LIMIT AGGREGATE LOANS FOR’
A SINGLE HEALTH PROFESSIONS STUDENT
. fR ,
, ST : : | ’
NDSL FISL  HEAL HEAL - FISL . NDSL Total * |
Year Borrowing Bq;géwing{;Borrbwing Repayment Reggyment Repaymeht | Repayment
1974=5| “$1,250 $1,250 | |
4 1975-6 1.~ 1,250 . 1,250 | N7 - - -
\1976-7 ] 1,250 * }* -1,250 0. =
¥977-8 ¢ /1,250 [- 1,250 N ) ‘

. 1978«<9) 2,500 5,000 7 $10,000 $ 375 ° $ 375 .
1979-8G.} 2,500 5, 000 10,000 (312 C T 312
1980-8177 ' . 10,000 250 250
*1981-827]" 10,000 187 " . 187
1982-83 10,000 78 - S 78
1983<84 6,381 |  $2,415 $1,172 3+ 9,968

1485 . N - 6,381 2,415 1,172} 9,960

© 1986 ) 6,381 2,415 1,172 9,960
1987 - 6,381 2,415 1,172 9,960
1988 8,390 2,415 “1,172 | 11,977
1989, 8,390 2,415 1,172 11,977

- ..1990 1 s 8,390 2,415 1,172 11,977

-~ 1991 . 8,390 [ >~—-2,415 1,172 11,977
1992 8,390 2,415 1,172 11,977
1993 8,390 2,415 1,172 © 11,977
1994 - 8,390 . . 8,390
1995 8,390 8,390
1996 N . 8,390 8,390
1997 : 8,390 8,390

. 1998 C 8,390 8,390

M $10,000 | $15,000 | $50,000 | $146,117 | $24,150 | $11,723 | 181,990

. Assumptions 4 ,

Five year medical school program. k ‘

No grace periods.

FISL = 9.75%, NDSL = 3%, HEAL = 10% \

Thus, this writer would like to emphasize that there 1s not ‘a crisis in student finance
Capital availability problems have be been solved by legislation and

of higher

regnlation, as*the table plainly illustrates.

education.

e

Of course, state or. institutional loans are not included, nor any borrowing the person
needs to begin practice or buy a home.

w

Extracted from "A Short Essay On The Non—Crisis In Student Finances,'" Kurt L. Kendis

April 1,

1978
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| APPENDIX V

. ¥
; & ? . :
. . )
' .
& Parent Loan Program . "
K L.
» +  Cash Flow and Costs - ) .
— ' . g
. - * 4 . - :
. Ed
£ Y
_ .
.
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_Estimating Manageable Educgtional Loan Limits I

' for Graduate and Professional Students*

4

~\\\ ' ) Dwight H. Horch'

Introduction - 3

Educational loan programs have become a major instrument over the past two
decades for financing. postsecondary educational costs. In retfospect, the
initial appropriation of $60 million in fiscal year 1959 for the National Direct
Student Loan Program, the only federdl loan program in its time, seeps trifling
in conttast to current Berrowing levels, which approached $1.85 billjon for the
myriad of federal loan programs in fiscal year 1976. ‘ '

, -

. Loan programs have evolved over the ,years in response to increasing eosts

at both the undergraduate and post-baccalaureate levels and to perceived socie-
“tal needs and political pressures. The National Defense Student Loan Program
(NDSL), for example, was created in the post-sputnik era to accelerate post-
secondary training. The Guaranteed Student Loan (GSL) Program, .on the gther
hand, was enacted to ease the financial burden of college costs on middle income
families, a's an alternative to tax credits. Other loan programs on the
financial aid landscape include the Nursing Loan Program, the V.A. Educational

™ Loan Program, and 'the;f;ealth Education Assistance Loan (HEAL) Program - for

prospective physicians. ,

]
>

The importance of loans is underscored by the fact that some $1.3 billion
were borrowed in 1976 by students throhgh the Guaranteed and Federally Insured
Loan  Programs. On an individual basis it is reflected in average borrowings of
students, which can only be expected to increase in the “future. A recent
survey of 70,000 postbaccalaureate students in the 1977-78 Graduate. and Profes-
sfondl Scho6l Financial Aid Service population, revealed.that almost one-half
(47 percent). reported they had borrowed some amount during their undergraduate

1 John F. Morse., '"How We Got Here from There - A Personal Reminiscence of %he
Early Days" 1in Student Loans: Problems and Policy Alternatives. College
Entrance Examination Board, New York, 1977, p. 13.

v
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years. Aﬁd for those unmarried st dents who ha?/{erowed, the median.cumularive
educationnl debts were as follows:" :

,
v Y

q
- ) B

-

.8

_‘\\\\S . . Year in Gradpﬁte/ 'EJ:;u . o Median Cumulativeé
' ~Professional Schop HT“F’ R T - Educational Debt
_,.r . ) . ’ ] ’ 2
First ' . _ $ 2,684
'7 .~'f. Second 7 . $ 3;709-
Third - _. ' v $ 5,458
Fourth . ‘ . $7,899
, N
J

While these debt loads are not particularly alarming, the level of indebt-
edness may be expected to increase in the future, for a variety of reasons.
Hough notes, for example, that the demand for loans, especially by graduate and
professiogal students, 1s likely to rise, despite’ projected fufure enrollment
declines. . £y

Ho gh arrives at thisbseemingly contradictory conclusion through the
‘ logic chain. As the flow of high sche®l graduates bégins to decline,-
enrolllents in ipstitutions of %igher education may also be expected to decline. .
This will create ‘an upward push on tuitions, to the exteﬂt that the volume of
‘students declines nd the fixed cost base for tenured salaries remains constant.
x

As costg es:§}hte, pressures toward debt financing @ill mount at the
graduate and profeasional level in the absence of " governme;;ﬂintervention in the
form of uncateg ricai‘grant assistance to institutions or grant assistance to -
studentsg.s S .

There 1is a- growing concern that increasinD debt burdens will create in-
creasingly serious repayment problems for students in the future, and may have
unintended pervasive consequences =-- such as income maximization behavior of
borrowers -- that may conflict with broader social goals. For example, 99ngress
recently enacted the Health Education Assistance Loan Program with a maximum
aggregate loan limit of $50,000, an (unsubsidized) ‘10 to 12 percent interest"
rate, and a 15 year repayment period. While it can be argued that the income
profiles of physicians permit absorption of this level of indebtedness, it can
also be hypothesized that heavily indebted physicians may opt for practices in

«

v

D.H. Horch, '"Need Analysis at the ‘Graduate and Professional Level: Who

Needs It"? Paper prepared for the Student Loan Marketing Association Symposium
on Financing Graduate and Professional Education, June 1977, p. 53.

3
Lawrence A. Hough, Introductgon to Student Loan Marketing Association
Symposium on Developments in Figancing Graduate Education. ‘
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morg lucrative nonshortage areas. Another possible consequence of high debt
levels for physicians is a further upward push on their professional fees.
Similar types of behavorial consequences of borrowing can be hypothesized for
. other pz_‘ofessions, such as law or bysinessu R
Coe - . ,

The growing importance of loans as an instrument for financing graduate and
professional study, and the concern over  the .repangQ£:L¥%§q§y{ they entail,
suggests the need to develop a methodology .for~e§timating loan limits that are
not overly burdensoge.

. '

“4w...." ' The balance of this paper is devoted to developing alternative d;%initions
of manageable loan limits, and simulating loan limits for borrowers in selected
professions. ~ Because of Rthe key role loans are likely to play in the yeags
ahead at the postbaccalaureate 1eve1; this study is réstrict d to estimating
manageable loan limits for graduatg and professiqnal_gﬁﬁdents- * ‘ ‘

ki
s

—

Manageable Educational Debts

The question of what constitutes a manageable educatj®n’debt level has been
a vexing one, and, as Johzstone points out "there is little on which to base an
answer to the question.' There seems to be ragreement, however, that the
relevant measure of the "oppressiveness of & debt is the relation between future
payments and’ future income. At some level, -the ratio of annual repayments to

annual income becomes burdensome.” ’ {

-

Perhaps the most definitive work in the area of tolerable éducationalsiékt
levels was undertaken by are, in the [1960s. Daniere examined consfimer
expenditure profiles and cgncluded that families spend about 90 percent of their
after-tax income for consumption, leaving a|residual of 10 percent. A priori,

4 he concluded it would be unreasonable to expect borrowers to devote all of their

”Ltresidual income for educational debt repayment and suggested that 6 percent of
before-tax income, or 7.5 percent of after-tax income, could be devoted to
retiring educational debts, without being overly burdensome. .

Daniere concluded that a tolerable educational loan would be defined as one
entailing annual repayments equal to, or-léss than 7.5 percent of* an individ-
ual’s after-tax income.

Hartman, following a different reasoning, concluded thét up to,l5 perceﬁt
of the typical college graduate’s starting income, before taxes, would not be an

{ | | o g

D. Johnstone, New Patterns for‘College Lending;iiColumbia University

4Brucé
press, New York and London, 1972, p. 106.

5Roberr_ W. Hartman, Credit for-College, New York: McGraw Hill, 1971, é.:la.

6Andre Daniere, "The Benefits and Costs of Alternative Federal Prograps of
Financial Aid to College Students," in The Economics and Fimancing of igher,
Education in the United States: A Compendium of Papers Submitted to the Joint
Economic Committee (Washington, D.C.: U.S. Government Printing Office, 1969),

" pp. 576-578.
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, » loan repa ent, assuminp "equ'élfl”;zmual* install-
. overly bux:den_some educatygnal glon on t:hy: assumption Ehat durifg the paybagk

ments.  He based his copllu’py | accept a level of repayments equal to the
- period  dtudents might be il14 resulting from a aoll dueatio
increase #n their earning paVef 3M Cege edpcation.
£ student loans for wm?en,8 used three ‘tests of
pdn repayment plans:

v ,

. Froompkin, in h'is:—Stud}' 0
repayment burdens to evalygte }

' . single wbman"s annual earnings or of the family"
1', What proportion ‘of aam&n will be claimed by loans of varied amounts at
income of a marryed w _ _ _
different maturipjes? ’ ) _ 4

W11l pe ove'rburden‘e\d bj the rep‘ayﬁ;ent of loans,
2+ What proportion ypomes defined as 6 percemt of an unattached single

where overburdep 1s peércent of tie family iggome of a married woman?
woman’s income and 3 - .

e ' eén are likely‘ to pay - 1 their
What proportion of wo? & are likely* to pay .for their oa:ls from »:)a.

own earnings? .

) ' v amg s, C d f
Manageable repayment gtyd ’ j:t Seemns, an be define ?n _a%(umber °

» different ways: ' . : )

3.

o A ma geable annugj w?a}ﬁnent 1s one that does not.exceed 6 percent of
‘ nagea Ua ta r 7. arcent - i dur the -
the individual’s bef‘\re;e)f (or 7.5 pér n after~tax) ncogle uring b ‘c'a,‘
life of the loan (pgni¢’ %

pYuwent is one that doesg not exceed 15 percent of

(3 A'mnageable.,annual ref tax s :
tart inco t .
the individual’s bgf°l‘¢/ arting income (Ha_l: man)

‘R . ~ v B is tied to first-year, starting iacome, seems
Hartman’s defifition, Whi‘i;al Tepayment inStallmepts, because it~ prohibits
. especlally -suited to, equa) armam exceeding a stipulated maximum percentage of
gqucational loan repaymenys f£f Perceptage of first year 1income more or less
ficome. Tying repayment o fdge the educational loan installment during the
ensures that the borrower caﬂ. f future years, the fixed annual repayment will
first repayment year. Ang, ‘1 2 of income. . ) _
decline over time as a proborti &

.

le annual repayment may be defined as éome fixed
1 ym y Pe
_ Al;zytfive}{y,iu:iei ‘T‘nﬂglef; future "annual income during each year#‘ of the
propO;t: o tied n ;hduf’ s the individual®s income grows througfout " the
orticacion Period, the Simiyl Sorogoente WL grou. but fhe percentage o
. ’ a rema stant. ,
income devoted to repaymengg Wi in constan -V
- ] ’ g'what constitutes a mapageable debt level is to
An(;ther appfroac: tosdefi;;iﬂ,cs (BLS) budget data. Taple 1 Presents compo-
review fureau ot Labor 1tQ‘d tc Standards for an utbap family of four in’ autumn
fonce of the Shree anmual bodte? ot Lo UL i e s et shaee choy

-

4 i -
7Hartman, op cit, p. 19.

: ' ' Advantages and Disadvant‘éges of Loans to WOmeﬁ,
b Froomkin, Stud of ‘Eth; Health, Education, and Welfare, December 1974;
d for the Departmeyy © jcal Information Service, U.S. Departmént of "
uted by National pechf

rce, p. lé4.

-
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"represent bYdgets required to "achieve these alterpative 1living standards,
regardless of income. )

LY

* It 'should be noted that the, BLS standards are| benchmarks developed bx
economists, scientists and’ technicians from goods d services selected to
represent a predefined, gpecified theoretical level of living. ° BLS pointd out -
.that "while most families that dé any budgeting at aa basq'fheir bud%ets’on
current or expected income, any budget which is to befused as a benchmark for
economic¢ or social measurements must take the opposite approach. It ‘must be
built up from a list of goods and services representing a specified level of

living. When the cost of these goods and services has bee termined,(it ia
then possible to ascertain the amount of income required to covar ‘the budget.

The BLS budget standards do not imply that individual families at specdified
levels actually" allocate their incomes in & manner necessarily con i ent with
the.components of the standards. Thus, to a lesser or greater extent, depending -
upon the budget component and the standardgy families have some discretion in how

they spend their incomes.

93lStandards of Living for an Urban Family of Four, U.S. Départment of Labor,
Bureau of Labor Statistics, U.S. Department* of Labor, 'Bulletin No. 1570%,

p.’l’. ] .




‘,’

Table 1." Thtee Annual Budgets fo¥ ran Urban Family
of Four, Autumn 1976 : .

’ »ﬁ

Component ' 4 , Lower , R Intermediate ' Higher
: | 8 | . o "a N
} - . '\ B Y
Food o $3003 $3859° $4856
Housing ﬁ © 1964 S 3843 5821
.o R '
Transportation 767 403 7 " 1824
. . . | , | ‘
Clothing ' 799 1141 1670
Personal Care | 265 ‘ 355 - . 503
Medical Care ‘) 896 " 900 ' 939
Other Consumption' 468 * 869 C 1434
Total Family Consumption 8162 - 12370 17048
other Items™ 451 - 731 1234
. W v . .
Adiusted Consumption $8613 -~ $13101 $18282
. . ) 7

1d£%er consumption includes average costs for reading, recreation, tobacco,
. 8lcoholic beverages, education, and miscellaneous expenses.

2Ot:her items includes allowanges for gifts and contributions, 1life in;bcanEe
and occupational expenses. :

Source: Monthly'LaborvReview, July 1977, p. 35

A review of the BLS standards in Table 1 reybals two components that appear-~
to be larg discretionary--'"other consumption” and "other items." While these
could be vie as discretionary amounts which could be allocated entirely 'to

- annual educational debt amortization, such an assumption could conceivably

“require major budgeting dislocations on the part of the family. On the other
hand, it can be argued that an amount approximating the other consumption
component of the respective budgets could theoretically be devoted to educa-
tional loan repayments without creating an undue strain on the family budget.-
Thus, manageable dnnual educational loan repayment could be defined as an
amount equivalent to the other consumptioh component of the. respective BLS

budget standards.

The data in Table 2 present housing and other consumption budget componets
expressed as percentages of the three adjusted consumption budgets. At the BLS
lower consumption budget standard, housing coSts represent 22.8 percent of the
gtandard and other consumption items represent 5.4 percent of the lower

~ standard. These percentages increase progressively to the intermediate and

o

) . - 34 - , .
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higher standards., Note the fact that the other consumption component represents

between 5+4 and 7.8 percent of the respective budgets, a range that encompasse®
Daniere’s 7.5 percent figure..

- For purposes of this study, manageable debt repayment is defined as an

T
s
1,

S
B

amount equivalent to the other consumption component of the respedtive BLS

budget stardards. It should be pointed qyt that the total adjusted consumption
budgets in" Jable 1 exclude federal, state, FICA and local taxes. As such, they
represent. in e afq¢r taxes (effective income) needed to achieve each of the
three budget standards. . : . . :

Y . .
. ) N

Table 2. Houéf;g~;nd Other Consumption Expenses Expressed as ?ercentages of
Adjusted Consumptions Budgets at Three Levels of Living, Aq&umn 1976
Component oS . Lower Intermediate Higher
Housing, - 22.8% L 29.3 31.8%
R , < .‘.) B
Other Con?umption ' ' 5.4% z 6.67 ‘ 7.8%
Housing plus Other . v "f
Consumption - 28.2% 35.9% . 39.6%

If one acgepts this definition, the question becomés, "Giyep a known annual
income, how c%n the annual manageable educational loan repayment be estimated?"
. . N~

Using the data in Table 1, it is, possible to construct a progressive

. schedule that, at each of the three budget standards, yields expected annual

repayments equal to the Other Consumption component. For example, The, Other
Consumption component (or manageable repayment) represents 5.4 -percent’ [0f the
lower budget standard ($8,610), or $465. At the moderate standard, it {s $869
($465 from the lower standard plus 9 percent of the difference -betwefn the
amount of the lower and the intermediate standards.)

Table 3 presents a progzessive.schedule which was constructed to estimate
manageable debt repayment from 1976 effective income (income afterataxes). At
double the BLS higher standard the manageable annual repayment was/asSumed to be
three times the repayment at the higher standard. .

- 35 -
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Table 3. Formulas for Estimating Manageable Annual Educational Debt Reﬁayment
//' . .in Autumn 1976 Dollars.
|2 - \
Autumn 1976 , i Manageable Annual
effective income™ (EI) Educational Debt Repayment
o T b
-$ 0- 8,610 : 5.4% of EI
$  8,611=13,100 . o $465 plus.-$§of EI im
< excess of $8610
$ 13,101-18,280 ' $869 plus 11.0% of EI'
~ i in excess of $13,100
'$ 18,28l-over $1,439 plus 15:7% of EI
- o in excess of §$18,280
1. Effective income = Adjusted gross income less gllowance for U.S. income
~taxes, FICA taxes, and state and other taxes.-

Effectively, the above formulas result in expecting the following propor-
tions of after-tax income for educational debt repayment: 5.4 percent at the
BLS lower standard, 6.6 percent at the BLS intermediate standard, 7.9 percent at
the BLS higher standard, and 11,7 percent at twice -the BLS higher standard.

(T

Since educational loans are _ aid from the student’s future income, the
ability to repay educational debts can be viewed as a function of the student’s
future income stream during the amortization period.. To estimate aggregate
manageable educational loan repayments for graduate and professional students,
age-earnings profiles must be taken into consideration. The Bureau of the
Census periodically estimates the mean income, lifetime income, and educational
attainment of men in the United States. One of the groupings for which these
data are available is for men with five years or more of college.

- Mean incomes for this-group, in 1972 dollars, are,presented by age in Table
4. - This table reveals that the mean income in 1972 d‘llars for 26 year old men~
with five years or more of collegd was $11,104. The data in the "ratio" column .

present mean incomes at each age expressed- as a ratio of thel'income for the
respective age group to the mean income at the base age of 26. Age 26 was

chosen as the base for this group because it 1is the earliest age at which the
“majority of graduate/professional borrowers in four year educational programs
woul® begin repaying their -loans, assuming a grace period.

»

.
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™ ] \ ] g
Table 4. Estimated Mean Income in 1972 Dollars at Present Age and
Age-Earnings Ratios for Males with Five Years or More of

- Age . / { { _ j Income Ratio _

2$> f- -aj 11,104 1.00

2 11,854 1.07

28 . 12,577 1.13

29 ¢ ' 13,273 1.20
! 30 43,941 1.26 -
31 Y 14,581 1.31 -

32 o ‘ 15,194 1.37

33 £ - 15,779 1.42,

I 34 16,337 1.47

35 16,868 1.52

36 - ' 17,371 1.56

s 37 17,846 1.61

38 18,295 1.65

39 18,715 1.69

40 19,108 1.72

41 19,474 1.75

; 42 19,812 1.78

|43 ) 20,123 1.81

! 44 20,406 1.84
| 4 20,661 1.86 !
i 46 20,890 |, 1.88 |
| 4 21,090 1.90 |
! 48 21,264 1.92 |
! 49 21,409 1.93 !
! 50 21,528 1.94 |
I 51 21,618 1.95 |
. 52 ‘ 21,682 1.95 |
P+ 53 21,718 1.96 .

| 54 52,726 1.96
I 55 21,707 .95 |

56 21,660 - 1.95

| 57 - 21,586 : 1.94

! 58 21,485 . 1.93

* 59 . 21,356 - 1.92

60 21,199 1.91

61 . 21,015 1-89

62 20,804 . 1.87

63 20,565 1.85

64 20,298 1.83
= " - -
S@urce: U.S. Bureau of the Census, Current Population Reports, | f

Series P-60, No. 92.

— —
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The census data suggest that income wil grow (in 1972 dollars) as a fung-
tion of age by 7 percent from age 26 to 27, by 13 percent form age 26 to age 28,
and so on. The income of males with five years or more of college may be
. expected to grow by 52 percent between ages 26 to 35 (first 10 years), and by 86
_'percent by the twentieth year (age 45).

. . . ) .

' In measuring aggregate manageable debt repayments, which will be made from
future incomes, the impact of inflation on income should not be ignored.
Accordingly, the projection of furture income streams should account for both
inflation and cross-sectional income growth. -

The data in Table 4, therefore, need to be updated to reflect inflationary
effects from 1972 to future repayment years. Students entering four-year degree
programs in 1978-79 would not be expected to begin repayment of their 1loans
until the beginning of 1983. For this reason, the 1972 census income data need
to be updated through 1983 for inflation. Actual and projected Consumer Price
Index (CPI) increases for the period 1972 to 1983 are presented in Table 5.
Based on the actual increase in the CPI from 1972 thryough 1976, and projected
increases through 1983, it is estimated that the CPI will increase by 103.9 .
percent for the period 1973 through 1983. Therefore, the average 1972 income of
$11,104 for a 26-year-old male with five or more years of college, when updated
for CPI increases to 1983, becomes $22,64l. Further, the avefage 1972 before-
tax income of $16,337 for a 34 year old would grow to $53,0 in 1991, assuming
inflation of 103.9 percent from 1972 to 1983, and a 6 percent inflation rate
thereafter. Long-range estimates of rises in the CPI are subject to consider-
' able uncertainty. Therefore, for purposes of estimating manageable debt
repayments from future income streams, it might be preferable .to assume a .lower
rate of inflation. This would result in the yielding somewhat more conservative
estimates of ability to repay from future incoffe streams. :

- 38 - .
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Table 5. Actual and Projec;ed Rises in the Consumer Price Index (CPI):
1972 to 1983
- .
d \\\\Percent Increase
Year : CPI (1972=Base)
19721 ' 125.3 \
19761 ‘ 170.5
19772 ’ —F{81.6
1978 192.1 o | o ,
$ 1979 202.7 '
1980 213.8 “
1981 228.4
1982 A 241.2 92.3%
4 .
" 1983 o 255.5 ot 103.9%
1 ]
Sgurce: Monthly Labor Review, August 1977
IZSource:~ Data Resources Inc. Predictions of National Price and Wage
Increases.

Table 6 presents estimated earnings profiles and manageable annual and
cumulative educational debt repayments for 10 and 15 year amortization periods,
assuming repayments begin in ]1983. For this analysis, the census age~income
ratios for males were assumed to be representaﬁ{ye of earnings profiles for the
universe of graduate and professional students.

)

-~

10To the extent that there may be significant differences in starting salaries
and age-income ratios (growth profiles) among students in various disciplines
and between men and women, one would expect manageable debt loads to vary
among disciplines and occupations and between sexes. Moreover, to the extent
there may be differences in cross sectional income growth rates among racial
and ethnic groups, different manageable debt loads would be jmplied by the

approach.
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Note that manageable énﬁua} debt repayments .weré computed for each year
using the "effective" or after-tax income formulas preseanted in Thble 3, updated
for inflation. Just as inflation of income neeeds to be accounted for, so too
do inflationary impacts on the repayment formulas themiflves. Formulas for each
future year were, therefore, indexed for inflation. Ef fective 1income was
defined as adjusted annual. income (i.e., adjusted for inflation and age growth)
less the sum of estimated federal income taxes, FICA taxes and state and other
taxes. The allowance for state and other taxes is 8 percgnt of adjusted income,
"the amount allowed by uniform methodology fianancial né2$ analysis procedures,
for famlies whose total income exceeds $10,000. v '

11See Appendix A, formula 3, which was used to iﬁﬁex‘ the ‘annual repayment
schedule.
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Table 6. ° Estimated Earnings Profiles and Manageable Annual Educational
Loan Repayments for Maleg with Five Years or More of College,
Assuming 6 Percent Inflation After 1983 ‘
_ Before Tax After Tax Manageable  # :
Loan Repayment1 Income in 2' " Income in Annual Loan Cumulative
Year 1972 Dollars Current Dollars Repayments " Repayments
/ L~ . : v .
, N\ ,
(1) 1983 $11,104" —3T6, 127 $ 988
(2) 1984 . - 11,85 18,003 1,129
(3) 1985 12,577 19,795 1,261
(4) 1986 13,273 21,803 - 1,410
(5) 1987 13,941 23,720r 1,550 ’
= €6) 1988 14,581 25,543 1,679 )
Ty 1989 7 T is, 194 ‘ 27,560 1,823
- < v ‘ .
(8) 1990 15,779 . 29,510 1,966 _
' , 10 Year
(9) 1991 G 16,337 31,626 2,122 Amortization
; i ' ($16,221)
(10) 1992 ° ) 16,868 33,921 ' 2,293
(11) 1993 %/ 17,371 36,218 2,460
(12) 1994 17,846 38,902( 2,663
(13) 1995 ' 18,295 41,594 2,862 15 Year
. ‘ - Amortization
(14) 1996 18,715 44,500. 3,079 : $30,575
(15) 1997 19,108 47,396 3,289 .
1Assumes entry into a four-year graduate/professional program in 1978-79,

"exit age 25 in 1982, nine month grace period, and repayments beginning in
1983. .

2Source: See Table 4.

3Assumes 103.9 percent rise in CPI from 1972 to 1983, and six percent annual
increases thereafter in bEfore-tax income. After-tax income equals income
less allowances for fede -taxes, state and other taxes, and FICA taxes.
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Thetfar right column of Table 6 presents the cumulative manageable repay-

ments at the:tenth and fifteenth years. The outcomes Qf this analysis suggest
that, given a 10 year-4repayment period, aggregate re ayments, graduated to
income, of $16,221 would be manageable; given a 15-yea ?mortization period,
aggregate repayments of $30 575 would be manageable. It is extremely
important to ‘mote that these Statements assume annual regpayments are scaled to
‘income and an inflation rate of 6 percent. Without sufh Scaling, the student
amortizing a loan in equal.installments could be expecfed to repay more than a
manageable. amount during the first‘years of repayment. \\ ‘

The cgart on the next page illustrates the ability of selected professional
groups to make annual educational 1oazlrepayments over a 15 year amortization
period. The chart® demonstrates, on average, little difference in ability to
repay educatiopal loans of doctoral scientists and engineers, and males with 5
or more years of college. . Moreover, the ability of lawyers and.physicians to
repay educational loans is not markedly different, if physicians‘are required to
begin repayments during imternship and residency. Not surprisingly, 1if
physicians are permitted to begin repaying educational loans after the residency
period they appear as a- group, to .theoretically have the ability to make the
largest annual repayments. .\; , : ' L “Q)

&

.Conversion of Cumulatiwve Repalgents from Future Income into Manageable Loan
Principal Limits : :

B

In the preceding section, a methodology was presented for measuring manage-
able aggregate educational loan repayments as a function of future income
profiles for a grpup that may approximate graduate and professional, students ae
a whole. . )

Having pregsented this methodology, the question becomes, "What is the
aggregate tolerable’loan .principal (as opposed to repayment), given manageable
aggregate repayments?' Naturally, to answer this question, the r payment period
and the interest rate must be stipulated, because repayments 'include both

principal and interes?:’(/’ ;

‘Table %7 presents a general formula for computing total p incipal given
monthly repayments, intérest rate,.and number of months in lthe r ayment ‘period.
Table 8 presents denominators for the formufa for different repayment periods
and interest rates. Table 9 converts the cumulative manageable repayments
developed in Table 7 into total tolerable debt principal. for a 7 percent
interest=bearing loan repayable.in 10 or 15 years. , s

W, \ :

~

o » '
12Formulas -4 of 'Appendixxwy were used to determinééfmmulative manageable

repayments.

Y
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Table 7. Formula for Computing Total Principal Given Monthly Repayments
(including Principal and Interest), Interest Rate, and Repayment
Period.
B
o
#
P = CR/(12 x y)
’ R+ 12 : + _K
a+r/12™Mo 1 12
: .
Where: -
Pﬂa_Rfincipal :; ' ~
;r CR = Cﬂﬁuiﬁfive repayment
Y = Number of years in amortization period . !
R = Interest rate
L

5\\N__r NM = Number of months in repayment period

\/

Table 8. -.Formula Denominators bg Amortization Period and Interest Rate.
S - K x |
Amortization . . ) Interest Rate | :
Period in v .
Years 3 Percent 7 Percent 10 Percent
10 \\ _ .0096575 .0116117 ‘ .0132152
15 | .0069067 , .0089889 ' 1.0107461
20 0055467 - «0077534 .0096503
kN . Ny LY N
a0
‘
]
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The data in Table g nggest that repayments of $16,221 would be manageable
over a 10 year amortizgtioiﬂ?eriod for a loan pedring 7 percent interest
converts in a loan ppsncifis ?f $11,641. Stated differently, the aralysis
suggests that] an aggregyce 03n limit of $11,641 for the universe of graduate
and professidnal studenys, 2% be a manageable loan ceiling for a.10 year
amortization period, .éiégglﬂﬁzﬁgzgym?nts ate sealed to future income. it the
amortization period is e‘teﬂer‘bio 15 years, it appears that a $18,896 loan
principal ceiling wdmld e Nz . '

W 5 "¢ ¢30cipal) limit for the Guaranteed Student Loa

T 4 7
Prograge(;;i;eiZZerizz:ﬁ{f g:tended to $15,000 for gradvate and p;ofessional
students. This analysiy Sug ists that the $15,00Q0 1limit is not unreéasonable,
provided the 10 y€ar amqrcizﬂﬁx?n period is éxtended to 15 years and repayments
are graduated orsScaled, (0 ix“é?ei Clven a flxed repayment Schedule and a ten
year amortizdtion period - 6af abiu}d argue.that the total debt repayment should
not exceed 10 timés the ;}ﬂigéj_ve fgpayment during the first year of repayment.
1f the requiredféqual,monﬁhly 'EStallment exceeds the manageable monthly repay-
ment the first year, one migv‘;eyp° hesize ‘that undesirable personal and social
consequences, 8uch”aé?d§féUl¢’~migh result. Following this line of reasoning.
for the example in Tablé'b;”ﬁ ;ﬁnageable aggregate GSL loan principal limit for

postsedendary Eraining, given an equal .monthly

males with 5 or, more ygurs g o » :
repaymert schedule, woulg be pPout $7’109' B ST

e

3

g 10 yrs. +° .0116417 =L$;,090v7}?:
. 98%-X \nths : : A
120 ¢ _ | PR T
&Y . |

hlights the importance of it
Th P ancte of permitting graduate and

a

--professional GSL Progray b°’¢ Period should be extended to 15 years® for tho

'suggests that the amorti,ztio

Referring back to the manageable annual Fepay-

" borrowi i 100’
o ng in excess of §y, Ogﬂppears that "annual GSL repayments, if graduated

ment column of Table 6, it 7,
8 of annual payments from the first to the tenth
to allow approximately a oub1¢ 0 o en
PP y d 08 from the first to fifteenth year, would result

yeadr of repayment or a t,iPl¥
in a managé;gle repaymengrgtréﬂm for males Wi§h > or more years of postsecondary
education. , —



e

T 1§;9° ~ Conversgon, oﬁk@aaageable repayments into tosalmanageable loan
L &‘priqcipal.for &Leernative amortization petgb¥E, Wh~7% interest,
for malés éith 5 or more years of postsec-'n X education.
) (Assumes 6 percent inflation after 19 )/ ‘f.’
/ hd o
LT n | . \
. L s 10 Years 15 Years
" Item ERERT / (120 Months) (180 Months)
’ ¢
Total Manageable 1 . 1
Repayment . $16,221 7 $30,5757 .
- Average Monthly ; ‘
Repayment . $135.18 $1§9.§%
' . ;' - ah .
: .| . Formula Denominatorg - ’ .01161112 - .00898892.
'/\’d ) . . .
~ . . ) ’
Total Manageable ' 3 -3
Loan Prindipal ' _ $11,641 $18,896
lsource: Table 6 - f L
‘ 2Sourceé Table 8 7
_ -
3 - M . .
Computed as follows: Montly repayments d ded by formula denominator.

The preceeding example reveal's that several variables impinge wupen the
assessment of Tanageable educational loan principal limits:

e Length of the amortization period
e Interest rate
, © . Shape of the age-income profile ' . "

e ‘Assumed inflation rate in future years

e Equal' installment or graduated repayment option (GRO) schedules

e Starting salaxy { \\\‘\\04///

- Y]
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-In summary, the methodology suggeSted for estimating manageable educational

1oan principal 1limits for edﬂ%l installisnt repayment - plans is outlined below:.

I.

2-

3’0

1.

2.

[

Mean. gstarting income in comstant dollars is updated fpr“rflation to
the year in which repayment will begin. . .

Effective starting income in current dollars is computed as the differ-

ence between current befc?'e-tax sta*ting income 1e‘ aqg lowances , for

taxes' (federal, FICA, statd and other). N

Repayment formulas (Table 3), indexed'fqrfinflation to the first
repayment year, are applied to effective income to estimate the manage-
dble repayment during the first ,repayment year of repayment.

Manageable annual repayment based on first year effective income is
multiplied by the number of years in the repayment period, and “is ‘then
converted into a manageable principal 1limit. Principal 1limits will
vary depending upon the stipulated interest rate and length of the

amortization period. N

3

For graduated repayment optiga‘(GRp) plans, the sii'step me€thod for
estimdting manageable sloan principal limits is summarized as follows:

Mean starting income in cénstant dollars is updated for inflation to
the year in which repayment will begin. ‘

or successive repayment years, mean starting salary is adjusted fon'

inflation and cross sectional grovth rates. . ’

Estimated effective 1n6352h(%: each repayment year is calculated ,as the

difference between before-ta income and federal, FICA, and state and

other taxes. 3 , , )
< ro,

" The manageable annual repayment formula (see Appendix A, formula 3),

indexed for inflation, is applied to effective income for each repay-
ment year.

~

Annua\ repayments are summeds across the'amortization period to deter-
mine aggregate manageable repayments from future income.

Aggré?ﬁte manageable repa}ments are conwerted to manggeable principal
limits based upon the stipulated interest rate and length of the

amortization period. _ '
o

graduate and professional‘disgiglines, there is no single answer to the manage-

Because starting incomes and cross sectional 1ncomi§growth rates vary among

able loan principal question. As will become more appar¥nt in the next section,
one set of loan program features (interest rate, amortization period, scaling of
repayments to income) may yield educational loan principal limits that would be ..

manageable for one diJﬁipline, but not another.

3
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Manageable Educational lLoan Principal Limits for Selected Professional Groups _-~

~ To test the-:sensitivity of the methodology for estimating manageable

— educational .loan principal limits, an interactive computer model was developed.

The model allows the user to stipula\e the following variables: starting income

in current dollars, age-income growth*ratios, inflation rate, interest rate, and

number of years in the pay-baak period. It then computes manageableﬂ sducational
debt loads using the formulas in Appendix A. . (KVF

¢

N e .
A series of simulations weég run to estimate manageable educational loan
principal limits for each of the following groups P
. les with 5 or more years of college
> \ ’

L] Lav’students

® Medical students, assuming repayment begins during internship

1 Mgdical Btudents, assuming repayment begins after residency 7

® Doctoral scientists .and engineers. 4

The simulations. drew upon income profile data that\ were readily available
from previous studies by other researchers. In addition ¥Xo simulations ¥Wased on
Bureau of  the Census data for males with 5,0r more years oK college, the simula-
tions for wyers utilized income profile data published by the Massachusetts
-Bar Assnc?é;ionf those for doctoral scientists and engineers drew upon data
. published y the Natiagnal- Academy of Sciences; and unpublished income data from
the Institute for Demogrphic and Economic Studﬁ were used to simulate manage- -
able educational dgbt levels for physicians. As a result, the simulased
manageable educational loan limits are intended to illustrate the relationship
between the hypothetical prospective average (mean) income of selected profes-
sional groups during the pay-back period and their theoretical -ability to repay
educational loans. Because available income profile data for the selected
professional groups may not-be wholly representative, the reader is urged to
interpret the results of the simulations cautiously. Similarly, because the =
estimates of manageable debt levels are based on group mean incomes at selected

+ ages, the reader is cautioned against inferring that the results are necessarily

applicable to individuals. : . '

©

The results of all of the simulations are highlighted in Tables 10 )nd.
< 11s Table 10 pregents estimated manageable cumulative repayments, includ
pridcipal and interest, by type 'of repayment (fixed or graduated), for selected
pay-back periods and professional SroUps. Inspection of Table 10 reveals that,
for males with 5 or more years of college, total repayments of $9,900 would be
theoretically manageable, given' a 10 year amortization period and restricting
cumulative repayments to 10 times the repayment that is manageable from the
student’s income during the first year of repayment. On the other hand, if
annual repayments were scaled to income, the ' cumulative -manageablle répayment,
given a 10 year amortization period would be between $14,700 (if the infleééon
rate were 3 percent annually) or $16,200 (if the inflation rate were 6 percent

‘.u

annually). ‘ . .

The age-incomé profiles and estimated starting incomes for each professional
group may be found in®Appendices B through E.
v Y

' —‘JR - ~
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Table 10 Estinated Hanageable Cunulative Repayments (Principal ad Tntermt) by Jmortiaation Berdod for Selected Professionsl Croips
§ paynents | , % :

¥

Mnlm 5 or aote

fears of College

‘l
v

Lavyers

Physicians
(Repaynents
Beginning after
Res{dency)

Pysicians
(Repaynents Beginning
in Internship)

Doctoral Scientists
and Euginem

Bl  Graduated

Bul  Graduted

- Bqual  Craduated

Equal  Craduated

fqual  Gredusted -

Anort ization Repay-  Repay- Repay-  Repay- Repay-  Repay- Repay= Repay-  Repay-
Period ' ments Pentu ©tents  ments oents  nents nents ents  oents
. . [
. 10 Years $9.9 $14.7-16.21‘ 89 8209234 20,0 $39.1-44.2 10,0 SI90-24 512-9\ §16,7-183
15 Years | 8168 $25.8-30.6 I §L7=508 | §330  $70.5496.7 §15:6 540.6-69:6 315-6 $28.333 0
10 Years 3198 539.6-50.8. §1.9 §70,9495.7 - §4400 §13443-186.9 §20.8  §73.9-101. §25.8  §42.8-55.1 |
l Lover Liait assunes percent dnnual lnflation-:ate;,ypper Unit sssunes 6 pércéht anouel {nflation rate. '
\ !
; .
‘ .
' ! :
y m '
/
“ ‘()
\-.4—""“ ‘ o
fv L
‘ Ve | .
v N
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) . 1 Y .
The following findings emerge from the data in Table 10. . s
: % £
¢ Given equal monthly repayment schedules, physicians could repay more
than any other group, assuming their repayments begin after residency.
Doctoral scientists and engineers follow physicians in their ability to
manage equal monthly.repayments, due’to their relatively high starting
incomes+ Interestiffgly enough, heavily indebted. 'law students would
appear to be least well served by equal monthly schedules, due to their
comparatively lower first year incomes. .

{

¢ 1If repayments were graduated to pfospective income, ‘the ordering by
ability to repay would be physicians, followed by lawyers, followed by
- doctoral sScientists and engineers.- The reordering of lawyers and

doctoral scientists ande engineers is due to,the shape of thelr respec- .-

e$ive future income profiles. Lawyers; on average, appear to begin at
lower starting incomes than doctoral scientists and engineers. The rate
of income growth is much steeper for lawyers; hence, their ability to
repay educational loans, where repayments are graduated to income, is
greater on average than doctoral scientists and engineers.
D -
Table 11 predents aggregate manageable educational loan principal borrowing
limits by interest rate within amortization period for selected professional

,ﬂgroups. o

[N

For sakz2 of convenience, the results for each‘grpugﬁéﬁpwn‘%p'Table 11 will
be discussed separately. ’Qﬁga‘ e
' 5 . Y

K]

Males with 5 6r more years of coilege , -1

, For males with five years or more of college, it appeérﬁ that $8,500
would represent a mardgeable level of borrowing for a 3 percent interest-bearing
loan repayable in equal installments over ten years, such as National Direct
Student Loans. For a 7 percent loan repayable in equal installments over 10
years, such as Guaranteed and Federally Insured Student Loans, a limit of $7,100
would be manageable. The ‘lower limit for the 7 percent loan is due to the
higher interest rate.

—

oo
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TABLE 11, Estimated Aggregate Manageable Bducational Principal Borroving Limits for Equﬁl Tnstalloent and Graduated Repayment Option (GRO)

tor Selected Professonal Groups (Azounts {n Thousands)

Plans

Physicians: :
Repaynents Pysicians: :
MHales with Beginning after Repayments Beginning Doctoral Scientists
5 Yrs or More of College Lavyers Residency {n Internship and Engineers
fFqusl  Graduated Equal  Craduated Equal  Craduated Equal  Graduated Equal _Graduaﬁed
Langth of Repayment | Repay~  Repayment Repay-  Repayment Repay-  Repayment Repzy-  Repayment Repay-  Repayment
Period/Interest Rate | ments  Option (GRO) ents  Option (GRO) ments  Option (CRO) ments  Option (CRO) ments  Option (GRO)
10 Year Amortizat{on ,
3 Interest § 8.5 Sthﬁ-lk.Ol § 7.7 $18.1-20.2 §18.9  §33.7-38.1 §9.0  §16.5-18.4 §11.2 §14ut-15.8
71 Interest § 7.1 $10.5-11.6 . 4§64 §15.0-16.8 §15.8  §28,1-31.8 §7.5  §13.7-15.3 §9.3  §12.0-13.1
10X Interest §6.2  §9.3102 | § 5.6 §13.2-14T §13.8  $24.6-21.9 § 6.6 $12.0-13.5 §8.2  §10.5-115
15 Year Anortization . | '
,.}l Interest §l1.9  §20.8-24.6 8107 $33i§-60-8ﬁ' §26,5 562311 §12.6  $32.5-39.9 §15.6  §22.8-26.9
1 Interest §9.1  §16.0-18.9 §8.2  §25.7-3L.4 .320;4 $47.9-59. §9.7  §25.0-30.7 §12.0 Sl?.5-20.6 ’
101 Intereat § 7.6 §13.4-15.8 §6.9  §21.5-26.3 $17.0 $40.1-30.0 § 8.1 $20.9-25.7 §10.1  $14.6-17.3
20 Year Amortization ‘ , e | :
3 Interest §16.8  §29.6-38.2 §13.3 $53-2*71-9’f * $33.0 sf00.9-160.6 §15.7  §55.6-76.4 §19.5  §32bedlib
Moterest | SIS SLI2R3 | S5 SBASLAK | S fra-lons oS S9SeT ) S8 §23.1-19.6
107 Interest §8.5 §17.0-2149 §7.7 $30.6-41.3 §19.0 . '560.0-80.7 3] § 9.0 $3L.9-43.9 1.2 §18.4-23.8
v ' - y
Assumed Year In which , : \
Repaynents Begin 1983 1982 1987 1983 1983
Estimated Income -
During First Year djzz.s §24.0 §47.6 §23.5 28.0
of Repayment
L} Lower 1imit assumes ) percent annual inflation rate; upper limit assumes 6 percent Inflation rate.
| 3

"
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These two findings suggest the advisability of ‘(a) congsidering extension
of the NDSL repayment period from 10 to 15 years for graduate and professional
students, if repayments are in equal installments, and (b) reviewing both the
length of the pay-back period and the equal installment norm for the Guaranteed

Student Loan Program.
7

¢ If repayments were scaled to income, it appears that total borrowings of
$12,600 to $14,000 would be manageable for graduate and .professional students
under the National Direct Student Loan Program, given a 10~yeap repayment
period. Thus, one option would be to extend the NDSL loan maximum gtag§$101000
to $15,000 and include a graduated repayment option for those whose debts exceed

$8,500. , ‘ ‘

) bl

These data also seem to suggest the advisability of consideEan revision of
the Guaranteed Student Loan Program to permit postbaccalaureate students to
borrow up to $16,000-$19,000, and to provide them the option of graduated
repayments over 15 years if their debt exceeds $7,100. :

s :

Whether repaymeni periods should be extended to 20 years for graduate and
professional students is debatable. Extension of the pay-back period to 20
years could have the curious result of expecting this generation of graduate and
professional students to simultaneously: repay their educational 1loans and-
contribute towafd theix offspring’s educationgl costs. _I% should be noted
however, that such an extension would significantly increasg\manageable loa

principal limits.

"’\;7Law'8tudeﬂts

It was pointed out earlier that heavily indebted law students because of
their relatively modest starting incomes, would appear to be least well served,
' partiqg}arly‘ during the fifst repayment years, by equal installment loans.
Their manageable aggregate loan principal for equal installment loans, when
arestricted to a proportion of the, average first year salary, ranges from a low
of $5,600 for a 10 percent, 10 year loan, to.$13,300 for a 3 percent, 20 year
loan. On the other hand, because of léwyers' typically more rapid income growth
i experience, graduating repayments to income would enable them to borrow
‘ : considerably more, yet result in manageable annual repayments. For example, the
analysis in Table 11 suggests that law students could comfortably borrow between
$18,100 and $20,200, for a 10 year, 3 percent loan (such as NDSL), provided
repayments were graduated to prospective income. From the: perspective of
lawyers’ income profiles, it appears as though the current Guaranteed Student
Loan aggregate borrowing limit of $15,000 is manageable at 7 '‘percent interest
and 10 years for pay-back, provided. repayments are scaled to income. On the
other hand, it appears that extension of the GSL pay-back period from 10 to 15
years, and graduation of repayments to income, would increase the manageable GSL
principal limits of law students to betwgen $25,700 and $31,400.

AY ' .

Even at a 10 percent interest rate for a 15 year pay-back -period, a indebt-
edness of between $21,500 and $26,300 would not appear to be overly burdensome
for law students, .on an income graduated basis.

- 52 -~
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Medical Students v

Despite the fagt that the futyre income expectations for physicians are
typically higher than those for the other groups in this analysis, it does not.
follow that physicians have unlimited ability to repay educational loans, nor
does it follow-that they have infinite manageable educational debt ceilings. As
with other -professional groups for whom debt level analyses were conducted,
whether a given level of educational debt is manageable for medical students
depends on the terms and conditions of the educational loan program. The data
in Table 11, for example, indicate that a manageable debt for medical students
ranges from $6,600 for a 10-percent, l0-year equal installment loan (if repay-
ments begin internship) to $33,000 for a 3-percent, 20 year equal installment
loan (if rengments begin after residency).

In terms of specific loan programs, which typically offer equal installment
terms, it appears that the manageable limits for medical students are $9,000 for
NDSL, $7,500 for GSL, or $17,000 for a 10 percent interest-bearing Toan.

The new Health Education Assistance Loan (HEAL) program allows medical
students to borrow up to $50,000, at a 10 to 12 percent interest rate for 15
years, and allows them .to defer repayment for up to three years of residency.
However, it contains no provisions for ‘sc#ling repayments to income. If repay-
ments were ssaled to physicfgns' income, a $40,000 to $50,000 limit would, on
average, probably be manageable. Without such scaling, a $50,000, 10 percent -
interest bearing# HEAL loan, which converts to a equal monthly installment
payment -of $537,-would likely be burdensome for physicians during the initial
repayment years. ,

o

“ .
Science and Engineering Students ) - . y]

The estimates of aggregate manageable borrowihg limits for doctoral
scientists and engineers range, for an equal inétallment loan, from $8, 200 {10

percent, 10-years) to $19,500 (3 percent,. 20 years). Given cur?®nt program
features, -either $11, 200 in NDSL or $9,300 in GSL borrowing would be~theoret-
ically manageable. . ' ) .

The results in Tdble 11 also suggest that increasing the GSL pay-back
period from 10 to 15 years and scaling repayments to income would increase the
manageable principal limits for science and engineering students to between
$17,500 and $20,600. One interesting observation is that scaling requirements
to income has a" smaller effect on borrowing limits for doctoral sclence and
engineering students than for either medical or law students, because of their
comparatively lower average rate of income growth over time.

Major Findings and Policy Implications

This study has attempted to develop a methodology for estimating manageablg‘
edcuational loan repayments from ,the future incomes of selected graduate and
professional student groups. Manageable cumulative repayments were converted

.~



into aggregate loan principal limits, given alternative interest rates,_amort-
ization periods and repayment plans (equal installment or graduated).

' Several findings emerge'from the simulatiens. They are:
_ : " o

l.. For males with 5 or more years of college the manageable loan- rimit for
.. NDSL, given equal installments, is $8,500. .Holding the. 10 year repay-
ment period constant, but graduating repayments’ to income would raise
the manageable NDSL limit to between $12,600 and $14 000. Gra uating
GSL repayments to income and extending the GSL pay-back period from' 10
to 15 years would result in manageable GSL limits of between $16 000‘
and $18,900, ’ . '

-

.-’-'.‘e L . .'_ , ‘,

b M .
; awye;s would appear on’
. instalimknt loan repayment
stax;ting incopﬁs‘ rm.itt(ng <

(
2. 0f the groups analyzed, ~hey
average to- be iless wel]l - served .by equ

plans. because of thtir t:ypically \modess
ed. to  intome would raise their

- them the option of ,repaymentsoSc
manageable NDSL’ .li ts ‘to, betwe en/ ‘518, <,100 “and. $20,200 br their GSL:
: ' and' $16 800. Allowing both- income 8r, uated

\L ‘-, limit "te “Heteen- $

RO repay'ments‘ ar{d exte d he amottization period from 10 to ' 1: years.
.. 7 would -Faises ‘tKedr manageable NDS litﬁit sto b,etween $33,500 and $40,_8_09,

CTo and tbe ma&agefble GS'L limitsf 1;9 etyéen $25 7D0 3‘hd $31 400. RS

- ‘.' ¢ ~‘:a\ - "‘i" i- "\ Y ' N O . 'Vg;‘

o "3, DeSpi'te , factv that the future ir;come expectatif?)ns of physiciahs are s
S8 T Y highgr thad"'f'ﬁ'ose of t\\e other’gmups dhalyzed, it'does~ net d::pllow that
CTeA. 0 medical séuden have Q%;ji educa-ional debt ceilings¥ " Given a
ATy / fixed%’or ‘,eq@‘ installme t plan, .aﬂ 1§-year amortization

eable ],oan limit for
ment’s (o} inconie wou]ﬁ
O bvec&re n $640,100 and .

Gt T "i;e iod, and’ a.* 10-pe|rcent interest rate the

w LA ’}'\D ph¥s: iciahs- is "esti ted at $17”’,000. Scalling

L sult'in a ‘o eable;_l.oan principal 1:Lmi
7‘-5 $50,000%fpr 10\pe

- residency. £ / X _ _., u@, - N L
T_ v v /{v 5.-, 5. K . .» ot ) N . . 1 > 5 - WA
& For doctoral s;:{ence and (engir;é'ering students, an $1 ,@200 NDSL or a .

{' "' 39,300 ‘GSL limit wduld be ma-nageable. 2 For a 1 -year amortization g
period graduatibn of yrepaymetits to in¢ome, woul L2 ‘crea‘sé their NDSL ¢
. ceiling . to between %$14,400- ang+ $15, 800% the to'l ble lim.it for GSL.

RZv
. N would{{)e between $12,:000 "and $13, 10@ e o

* A ""’ . tawe .

B R e ;? & s

TN The thrust ‘‘of - this study has,; been to quarﬂiify manageabke edﬁ'ﬁ’:ation'lban s
Yimits.given pexmufations of repaymemz period *type, of* repayment°~schedu],e (equal o

. installwepnt -or n%raduated) ’ int;m‘d‘st rate, inflation rate, ar d W?t'pothetical E

.
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.. g@f alternative Foan policies,'bee'dﬁ"“ loan- prograrns ‘are an'.importar gre‘dient.'
Tof curxent federal’ T)oli,(.;y tf)ward fing ¢ing g‘raduate and professiona éducation.” ,
As. gra&q £ and protessional chOOl cpsts continue their upwar& spiral there
£ more pressune ta increase ‘borrowing -limtts . fon graduate and

will likely
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repayment terms and amortization periods may require restructuring; otherwise

graduate and professional students could well face an unmanageable repayment

legacy. If loans are to play a key role in the future financing of graduate and

professional education, and if the Guaranteed or Federally‘Insured‘Program is to

be the federal student aid vehicle for this pﬁrpose, then it may be advisable to
* consider certain technical chagﬁgs to the program: -

(1) In erder to maximize manageable debt loads of graduate and profes-
sional students, their undergraduate educational indebtedness should
be minimized. This goal can be achieved through expansion of under-
graduate grant programs such as the Basic Educational Opportunity
Grant (BEOG) program and the Supplementary Education Opportunity Grant
’ (SEOG) program. '

*  €2). Graduate and profedsional students whose educational indebtedness,
- . from all sources, exceeds an agreed-upon threshold amount, should be
o offered Graduated Repayment Option (GRO) plans, and the option of a
15 year repayment period. v
. .
(3) Separate threshold limité, aggregate 'principal limits, and graduated
repayment schedules should be developed for meaningful occupational
clusters and should be based on an assessment of their‘manageable

educational debt lgads.

While loans are currently an important financing mechanism for graduate and
"professional students, they should not be vieweg as a panacea either by
students, policy analysts or fipancially stressed “graduate and professional
schools. Fellowship programs and experiential work~study learning opportunities
for students in the arts, humanities, sciences, and professions are neelled to
insure equal access to graduate and professional school, as well as to foster
intellectual excellence. : v
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APPENDIX A

Formulas for Estimating
) Manageable ‘Educational Loan Repayments

.
<f//% ' - Assuming First Repayment : )

Begins in 1983

s

(1) Adjusted Income (AI) in year y
AL, =s* (L+ )Y L xg
y y
Where: Al = Adjusted Income

S = Starting salary

r = inflation rate b
) y = specified year (i.e. firet, second, third) of repayment
period T -
O
Iy = Age-Income Ratio in year y
(2) Effective Income (EI) in year y 4
. &Y’

EI_ = AI -~ FT - FICA - ST

y Yy y y y

Where: AIy = Adju'd Income in year y of the amortization period
FT. = Federal taxes in year y, based on 1977 tax schedules

Amount of social securityltaxes in year y computed as
follows: . :

FICA
%

’

_ y.—l
F;CAy = 1293 x (gpos) q

ST " = State and other taxes in year y, computed as follows:

ST = AL x .08
y y

/ . v6f2




vy : @

!

(35 Ahnual;Répéyﬁent (AR) in year y \

. « i ~ N
Effective Income . ' : Annual Repayment
in year y Ny , . in year y (ARy) N\
$O to (12870 x (1+r)Y~} - 054 x EL
< LR . .
12871 x (1+r)¥"1 o —~ (695 x (1+r)7" 1) .+ '
19548 x (1+1r)>"1 - : (.09 x (EIy - (12870 %y'l))
19549 x (1+1)7"! to ' (1299 x (1+0)¥° 1) 4+ (\_
. 27328 x (14+r)Y°1 : (-09 x (EL - (19548 x (+0)7" 1)
. . [
27329 x (14ry7 ! (2151 x (4)Y7! 4 (157 x BE -
and over _ o (27328 x (1+r)y—1))

(4) Cumulative Repayments for amortization period N years in length

-~
o [ R
e o N .

CR"=" E © AR

y=1
$ .
Where CR = Cumulative Repayménés
: . -
N = Number of years in amortization period

Y = Year ’ ) .

(5) Tolerable *Debt Limit (Principal) P
1S -

P= . CR/(12 x y) ‘
i/12 + 1/i2
/ . (i/lZ)‘le?) - 1) - ’
Where: .1 = a‘al interest rate , ‘
- A
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APPENDIX B

INCOMPs OF LAWYERS

/ \
e ' 1973 INCOME OF LAWYERS IN MASSACHUSETTS SURVEY A
' 1 Mean 1 Estimated Age ‘ Mean Annual
Mars Admitted Income Age Midpoint L\ Gﬁthh Rate
. . ‘. ? ’
Less Than 1 AN ‘ $ 8,903 24 24 -
v \( Jeveaeeaaaa30%
1 -4 . §15,135 25 - 28 26 —
| | deeeeiiiiii10.52
5-9 " $25,047 29 - 33 31 T S
' . Jeeeriaieeadb 72
10 - 14 - $31,585 34 - 38 36 - - :
) - ; B RN
15 - 19 o $38,445 39 - 43 41 -
. ' - ' _J eesesscesesledZ
20 - 29 $42,773 44 - 53 49 ‘

. . X \ : B
1 Source: Economic Survey Conducted by the Massachusetts Bar Association 1973

Masséchusetts Bar Association, 1975, page 5.

Estimated Starting Salgry:“'fﬁfé_ r . Q
! & ’) *
$11,600 in.l973éD§llars
X 1.8 Estiqgted*kise in CPI from 1973 - 1982 {
' (133.1 to 241.2) 4 .
% $ 21.0 = Estimated Starting Salary in 1982

2%

7)4// 2 T8 - r I
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ESTIMATED MEAN 1973 INCOME OF LAWYERS BY AGE ~

. S
1973 _ '
Age /j Income Batio
4 - | K
25 TSR 1.00
26 osisel | 1.30
27 o $16.6 | 1.43
28 : $18.4 1.59
29 $20.3 ‘ 1.75
30 $22.4 ‘ L 1.93
31 5.0 2.16,
32 $26.0 2.24
33 $27.2 2.34
34 $28.4 2.45
35 ; - . 2.57
T 36 . $3M6 2.72
37 — $32.4 ) 2.79
38 $33.7 , ) 2.90
39 ‘ $35,1 . 3.03
40 e . $36.5 | 315
41_ $37.9 ' - 3.27
42 $38.5 + 3.32
43 $394 3.37
b4 { \ _ $39.7 L 3.42
. 45 S $40.3 Sl 3.47
46 $40.9 R 3.53
47 $41.5 3.58
48 $42.1 | 3.63
49 | $42.7 _ 3.68
y .
\S.-ﬂ\ ¥ 3
eof G
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APPENDIX C

" Professional Iﬁcome of Physicians

. PHYSICIANS MEAN PROFESSIONAL INCOME
°\\\ . ~ IN 1977 DOLLARS ~
/ 1977 '
Age . " Income - Ratio, 1 Ratio 2
) v H ) M . . X )
26 . 16.7 : 1.0
~27 17.7 : ‘ 1.06 '
. . &
.28 , 18.9 .13 -
29" 19.9 | 1.19
3 : 240 IR P77 - 1.00
31 . 26.3 1.57 . 1.10
32 . 28.6 i 1.71 _ ‘£§>1.19
33 - f 30.9 1.85 1.29
34 ; 33.3 o 1.99 . 1.39
35, 35.6 S 203, 1.48

36 37.9 . 2.27 1.58
37 40.3 _’/// §\¢,41 co L w1068

38 e - 7 426 2.55 178

39 » L 449 g 2.69 , 1.87

’ 40 : 47.3 . 2.83 - 1.97
41 a _(49.6~ 2.97 - 2,07

42 & 51.9 . | 3.11° 2.17-

. 43 54.2 : 3.25 2.26

: “wo i  56.6 | © 3.39 T 2.36
. 45 . 58;9jfm4Q; | 3.52z’ ‘ ) m‘ 2.45
L. 4 . - 61.2 ~> 3.6 - 2.55
// 42~ 63.1 3.78 2.63
48. 84.0. o 3.83 g 2.76

- 49 ' 4.7 . - . " 387 2+ 2.70

]

® .
* Source: Unpublished Data, Institute of Demographic and Econemic Studies

«

Rad&o I - Assumes repayments start during internship
v

Ratio 2 - Assumes deferment during one year of residency and three years
- of internshipi ' ‘ : 3

L4
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$ 7,

. ESTIMATED STARTING INCOME OF PHYSICIANS

7

>

PRRN

In 1983, at age 26
. i

[ I / ‘ . ‘ . N

$16,700 = 26 year old”s income in 1977 dollars

x_1.407 Rise in CPI from I977-to 1983
(181.6>to 255.5)
$23,496 =gpEstimated mean 1983 income of 26 year old.-

\
{

In 1987, at age 30

$24,000 = 30 year old’s in¥ome in 1977 dollars

= ‘X 1.776 Estimated rise in CPI from 1977 to 1987
(181.6 to 322.6)

$42 624 = Estimated ,mean<income of 30 year old

. . in 1987 dollars.
| X
o
e
b - ’
. 3
\J ’
' . F o h; z,' .
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Income of boctora} Scientists and Engineers

i

(4

* ESTIMATED-MEDIAN 1983 STARTING INCOﬁE-OF
> 4‘- DOCTORAL SCIENTISTS AND ENGINEERS
' {

‘Estimhted Income ‘of 26 year old
in 1973 doll.ardlll.l.l.lll‘.l‘l.l.;.llllll.l-ll...$14’.600 <

Rise in CPI fronm 1973 to 1983
(133-1 to *255-5)-------.---.--'-----......-'------'-1-92

- . Estimated 1983 starting income = $28,032

~

3

UNITED STATES DOCTORAL SCIENTISTS AND ENGINEERS .

Median Annual Salary by Age -- 1973

. Mean
Annual
Median 1973 Age Growth
Salary 1 Midpoint Rate’
Under 30 $15,500 28 v
' - - ' o ].....1.032
30-34 : , 17,500 Ti32 .
) ] eeee.1.023
35-39 T~ : 19,600 37 '
: : ‘ ].....1.022 d
. 40-44 22,000 42 : ,
, o . ] cvees1.018
45-49 ' 24,200 47 .
‘ ] teess1.0065
50-54 K_\ 25,000 52 .
- - o ) :].....1.0024.
55-59 ~ 25,300 57 .
l 60-64 25,800 62 ].....1.004
Over 64 v 24,700 — - _
. : | i L.

l‘Source: Doctoral Scientists and Engineers in the*fnited States:
1973 Profile, National Academy of Sciences, March 1974,
page 25, Table 10.

[

B R
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INTERFOLATED MEDIAN 1973 SALARY OF
DOCTORAL SCIENTISTS AND ENGINEERS

a ’ 1973
AS? Salary retio
* : l14.6 . 00
27 2 o -
* 15.5 Lo
iy o0 R 1.10
» 16.5 s
31 .- * 17.0 ‘M.' . .
32 17.5 \/\ .
33 S o
. 3 /’ 1.25
35 187 . "
% . 19.2 “1.52
37 19.6 -
138 . ol 1.38}'
»® 20.5
0 21.0 a
41 21.5
“ 2219_
“ 22.4 g
| L
4b e B
45 .) 2.3 o
(
_—..-63 - -
¥ .~ . (?S)
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Student Loan Policy: A Modest Agenda for Change \\;
Bl

v

ennis A. Kernahan

Most discussions of t legislative  process suggest that respon51ble
solutions .to complex problems require thorough knowledge of the situation to be
remedied, the ability to devise ®practical means for remedying that .situation and
the drafting .0f understandable solutions which serve as a guide to those charged
with admlnlste@ing the law. The wisdom of this observation lies in its academic
purlty——as“a standard to which those charged with legislating should aspire.
More to the po&nt is an observation from an article in ‘The Wall Street Sdhrnal
that it should not be too qgrprlalng when something turns out far differently
from the way Congress, som 2r 3. agency, or some corporation meant. ‘After all, -
notes the article, these dec are comparatively narrowly conceived and often
taken with relative suddennes observation not without applicability to

current legislative events.

o

-

That this symposium\zn federal student loan programs is an attempt to move
the legislative process towards a more rational consideration of the i&gues is ' .
commendable, although I suspect that a ﬁeap from the reality of The Wdll Street
Journal to the model legislative process is impossible. Rather, we operate some-
where in RQetween being a prisoner of our own experlence and biases and the impar-
tiality that that policy analysis deserves. It is pregic able, therefore, that
certain people will observe that the preferred approach t® a review of federal
policy is to sort out the possible effects and\consequences of that particular
policy as it now operates and not embrace new approaches quite so precipitously.
A second approach is to be skeptical of the conventional wisdom and urge a depar-
ture from the tenets upon which current programs are built. If I must admit to a
preference or choose a point of departure for this presentation, 1t is the former
Not because of blind faith in the value of incrementalism but becauset

.

point of view.
conditions as I vigw them do not call for the wholesale abandonment. of the

philosophy upon which current loan programs, espegiallyithe GSLP, are-‘based.

That there is a definite relationship between dollars, access,"choice and
educational achievement is evident. Therd are loan programs, therefore, which focus
on a variety of gpecial groups and exist for a variety of social, polltlcal and
economig reasoni“‘; e persuasive, some not so persuasive. There e proposals
for loan prograft first resort, last resort and some that probably TO: one wa
to xresort to. g1d prefer, however, to direct my comments to the federal
guaranteed - loan programs, especially the. Guaranteed Student. Loan Program

. a
. B 4

4$ ' Y
.. . . " g
Dennis A. Kernahan is Director of  Corporate Planning for/the Student+Loan -
Marketing Associdtion (SLMA). He has been associated with SLMA since.its ih- K
Ception In 1973. Mr. Kernahan is a graduate of George jown University's School+
of Foreiqn Service and its Law Center. He also ‘holds i masters degree from BT !
Teachers College, Columbla University. -He 1a\a member of the V1q1n1a Ba%["
. oy

Association. . -
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the process work.

A .

at the GSLP which was forged out of the tuition tax credit debate of the early
1960's, one can sense that it was and still is regarded as a pragmatic solution to
the issue of capital availability for- flnan01ng postsecondary. education. All
things being equal it should have proved to be a creative response to a social
and - economic prpblem. o - : ’
"In looking at the GSLP statutory language one can appreciate the mechanisms
created to provide student loan credit but you get no sense of the justification
or reasoning behind the approach nor of the cdnflicts that this legislation was
intended to resolve. eaving aside the political circumstances which gave rise

to .the GSLP, the philosophy behinmd the program ig still creditable. TLack of

e

"alternative capital sources without federal incehtives and guarantees and the ///

inadvisabilfhy of putting -approprigions into the budget for federal loan capital
puts a premium on the utilization of those programs which are based on federal or
state guarantee of loans and other subsidies--th€ purpose of which is to éentice
private capital into a socially useful extension of credit. While this may make
fiscal sense there are no doubt social consequences resulting from this policy. |
For as BAlexander W. Astin observes in Preventing Students From Dropping Out,

"From yae_staﬁdpoint of public policy, loans represent one of the most controversial
sources of financial aid. Proponents of loan programs ate attracted by the rela-
tively low cost, arguing that limited resources can be made available to many more
students if they are heav1lﬂ'concentrated in loan programs. Some object to burdening
studentsawith long-term debts, while other point to allegedly high default rates."
But to p phrase the public service ads of one major corporation--there are no
“absolute olutions, only intelligent choices. Choices have been made and more

choices must be made in the future.-
: _

I ‘think it is instructive to look at the original statute governing the GSLP
as a point in a line @f continuous development up to and including the proposals
embodied -in the Middle Income Student Assistance Act and the College Opportunity
Act. Legislativegechanges alonggthis continuum include a series of adjustments in
the administrative structure of %he program, eligibility criteria, and pattern of
incentives,_inéluding the institution of a special allowance, the tying of that to N\
a formula pegged to the 90-qu Treasury bill, an increased potential yield, and the
institution of a secondary market, Sallie Mae. This legislative intervention in
support of a continued-flow of private capital into the GSLP is evident in the
pending Middle Income: Assistance Act and the College Opportunity. Act which contain
certain provisions broadening the eligibility of student borrowers for interest
’sub51d1es and prov1de an extra one-half c¢f one percent yield on student loans which
are in a payout status as well as assure lenders a minimum yield of 8 percent on .

their student loans.

o
& ’

The purpose of these provisions has been to support the dperqtions of the GSLP
so that dollars from private 3Zources gontinue to be available to student borrowers.

Thus, the choices mgde over the ten to twelve years have been in terms of re-

yfipinggand redefining the operatigns of a system of credit built on the extension
"of .private capital with governmentjl supports. The ultimate goal is to achieve
@ proper balance between political

- social, and economic considerations in the ex-
“tension of credit--with the assumgftion that a proper blend of lenders will make
: \

Has this been successful and will it continue to be an efficient and effective
means of allocating loans to students? It is certainly no news to say that the

GSLP has been subject to a great deal of criticism. Some of this criticism
appears to be based on theoretical ar doctrinal grounds and some on actual program

, S -es- 71
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failures. Doctrinal ground§ often focus on the mechanism proper anL the implications
that the current delivery sydtem has in terms of access to dollars and flexibility
‘and efficiency of payment. Criticism of program performance has center around
administrative issues such as program regulations which tend to inhibit parti-
cipation, the relative responsiveness of federal versus state administration of

the program and loan default experience. The last issue is often discussed in N
terms of consumer loan performanece criteria with stant acknowledgement of the risks
that a student loan program “implies and what a truly acceptable default level should
be. '

ot

Tt

Y

It would be naive to suggest that "‘all the program performance issues have been
.addressed and that criticisms of the current deljvery system are diminished by the
i‘actual experience,of billions of dollars in crgdit outstanding under the GSLP.

However, many program administration issues were largely dealt with in 1976 and
some additional time is needed for performance and related trends ‘to be assessed.

If trends pointing to the development of state agencies and more effective program
admlnlstratlon occur combined with incentives contemplated in pending legislation,
then the question of the efficiency of the delivery system can be subjected to

more complete scrutiny. Prior to this scrutiny, the issue of capital availability
needs to be more systematically addressed so that the information as to unmet

need is less anecddtal and more quantifiable.

-

A strong owledge base dealing with the question of capital availability for
certain gr S or types of -borrowers will enable interested parties to fashion better
policy responses and incidentally deal with such questions as NDSL continuation and
the propriety of loan program consolidation. On the whole I feel that the GSLP can -
respond to the needs of the majority of borrowers if there is a consistency of
purpose about the program as reflected in regulations, the development of state
administrative structures gnd support for secondary market operations. -

It is, however, those borrowers on the margin who must also be dealt with <
fairly if a viable’federal loah policy is to exist. The exploratiop of- the question
of capi } ava11ab111ty will do much to move this discussion forward. Likewise, L
thd quéktion of who can borrow, how much and for how long should be thoroughly ex-
Plored hefore syggestions are made to increase borrowing limits or restructurg
repayment terms. .,

- . 2

. At the risk of’ sounding too simplistic, let me review my rather cryptic remarks

on the subject of federal loan policy.; Before suggesting pollcy change let us
look at the major shortcomings in the system rcquiring a policy response. They are:
What gre the truc dimensions of the problems of capital availability? and a corrollary
quengon——what special classes of borrowers are inadequately served in terms of
ability to borrow and repay? Additional knowledge in these areas will enable us to
address the following: (1) the specific unsatisfied financial needs of student borrow-
ers; (2) the terms on which loan capitaT’sﬁould be made available; (3) whether
existing governmental programs should be expanded or coordinated to serve borrower
needs and, (4) whether a new qovernment entity would address these concerns more
effectively and efficiently given their administrative and budgetary implications.

If the GSLP is given a chance to work it will meet a reasonable amount of,
loan demand. This assertion does not overlook the need for resolution of administrative
problems or the need to properly structure new statc agencies and current guarantee 5, '
orograms so they are responsive to a'majority of borrowcrs on a state-by-state bas1s.
Jor can this overlook the importance of the federal role in attempting to meet
shortcomings in the availability of credit.

- 67 -
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Equally important is meeting 'the needs of the students who can find no credit
or who neef ' more ¢redit than is currently provided and on terms that are equitable
and susceptible to reasonable repayment. Here the current loan mechanisms must
be thoroughly reviewed in terms of providing capital access and borroying flexibil‘!y
to meet the needs of marginal borrowers at both ends of the spectrum--the borrower
who ‘can't ‘obtain a loan due to economic status or geography, and the one whose
needs are greater than the average. ' y -

The resolution of these questions-will condition the direction of private
capital\and the role it will play in providing loan funds for postsecondary edu- .
caticn. ‘ ' .

% ) = . )
Improvement5 in the efficiency of the current GSLP delivery syst§E=§h~texms of
its administrative configuration, the regulatory burden attendant to the bwne;;hip
of loans, and the pattern of incentives for continued lendgpg under tHe program pro-
vide a firm basis for effective utilization of the GSLP as-the main s¢urce of loan
funds to students. . : ' :

¢

reflected inf good administration, reasonable requlations and meaningful incentives,
Sallie Mae dan work ‘with them in support of their lending efforts. Over the past

few years, the corporation has developed a variety of prqgrams directed toward

meeting the credit needs of a majority of¥ lenders including commercial nanks, thrift
institutions, direct state lenders and educational instﬁtutions who are lenders.

In the area of the Health Education Assistance Loan Program, Sallie Mae stands ready

to provide its secondary market services consistent with the program terms as artic-
ulated by the Congress and implementeddby. the Department of Health, Education,  ~
and Welfare. Sallie Mae's role is to heIp assure the availability of capital through
its secondary market and warehousing advance facilities. The corporation's R

structure implies a balance between the dictates of reasonable prefitability and ‘
management controls and the primary objective of support of the GSEP and HEAL programs.

In an irvironment where there is a pattern of support for lenders that is

As attention begihs to focus oﬂ‘!he reauthorization process for student aid
.programs, the effectiveness of the current loan program delivery system should
serve as a starting point for consideration of federal loan policy. However, the
definition of the problem fis a prerequisite to reaZonable discussion of the solution.
Agreement on a set of policy objectives for the GSLP dealing with the issues of de-
fault, capital availability, the appropriate levels of loan indebtedness and re- o
payment systems can serve as a éu;de to evaluating the effectiveness of the current
system as well as a challenge to proponents of the GSLP to respond in a flexible
and imaginative manner.
o-' ) -

Hopefully, this will lead to a reasoned consideration of the optioqs and an
objective evaluation ofwphe strengths of the current system vis-a-vis the promises
of alternative systems. )
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A. FEDERAL,{STATE, AND 1PR£ZATE *PROGRAMS OF iow—xiqe?égs"'r. SURED LOANS 'TO
STUDENTS/ IN INSTITUTIGNS. OF HIGHER EQUCATION . - S
. J G s T - . .
Section 421(a) of the Higher Education Act of 1965 (gs'amended),

Title IV, Part B, sgates that the purpose of the guarant¢ed student loan
programs is to enable the Commissioner (1) to encourage %tates and non-
profit private institutions ’and organizations to extablis) adequate in-
sured loan programs for students in eligible institutions... (2) to pro-

| vide a federal program of insured student loans for students or lendets
who do not have reasonable access to a state private non-profit pro-

gram. ‘

3

Xy

" Appropriations have been made and the. Commissioner was given the
legislative authority to develop and .execute a,plan designed to encour-
age the establishment of student loan programs by each state (whether
operated by an agency of the%state or by a non-profit private organiza-

ion designated by the state). The U. S. Office oflEducation operates
'f:é\program in those states not choosing to create their own administra-
tive unit. There are currently 28 state programs and approximately *
$1.5 billion is being guaranteed annually in the GSL program, with over
half that amount being guaranteed by the existing 28 state guaranty
agencies. ‘ ‘ . )

B. THE PRESENT SITUATION

" The Higher Education Assistance Agency operates the program in
Pennsylvania, and last September our program passed the $1 billion

v

volume mark since its beginning in June, 1964. The program has and .
F

L 7
Jay W. Evans Is the Deputy Director, Loans
for the Pepnsylvania Higher Education As-
\ sistance jency. A graduate of S‘hippens—
burg State College, Mr. Evans Is a past
' president of the. National Council of Higher
Education Loan Programs. - -
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continues to work rather well as a viable option in helping stuflents , ,
meet thgir college costs for some very good reasons. Among theg are:

1. Penhsylvania lenders are paid a 1/4% state lender partici-
pation fee on their loan volume as an admlqisyratlve cost ,
' offset.

2. Lenders are given the flexibility to set their own.lending
restrictions and maximum loan limi 7ithin the GSL frame-
work. - @

N

3. The eight Aéency regional offices ughout the state-
have given lenders, students and educational institutions
"finger tlp" contacts to information and resolution of -
problems. '

. 4. Agency staff, working‘cooperatively with representative

lenders, have generated a series of sexvices to alleviate -

burdensome paperwork procedures to the benefit of both

computer and manually’pperated lender operations. These

include such things as combining forms, computer-produced

notes, computer-produced renewal applications mailed dir-

-directly to the borrower, Agency operated out-of-school

verification and notification to lenders, pre-claim

) assistance on delingquent accounts, and an Agency operated Sallie
‘Mae service center. 4 1 .

>

¢

5. Successfully proposed state legislation, Eubsequen;ly enacted by
the Generall\Assembly, providing corporate tax breaks to lenders
and author1 ing wage garnliﬁments on delinquent borrowers.

- . -

THIRD PARTY LENDERS

. * >
A "third party lender!, is the primary source of nds for commercial

lending throughout the coydtry. Student attitude toward repayment of

guaranteed loans is no different than that of commerical loan borrowers,
in that their attitude is direct ttrlbuted to their Vviews at the time
the loan is made. Repayment oblji tlon of guaranteed studént loans to a
commercial "third party” lender carries much more authority than if the
source of funds is a government agency.

-

Eiperience over the years has shown that proper collection work
starts with the borrower at the time the loan is made. Attitude toward
repayment "begins here. My point is: "commercial lenders are the best
method of guaranteed student loan assistance and that by providing lenders
with adequate return and reasonable workloads fo place and collect their
loan portfollos, will ultimately lead to their maximum part1c1pat10n in

the program. c
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D. LOW DEFAULTS VERSUS WIDE ACCESS

'

"If the purpose of this proggam is to produce low~risk loans, those o
which would not ever go into default for other than death or total and CT
permanant disability, it woyld be incumbent on tke guarantok; to place
str%ngent restrictions on obtaining these funds, ‘such as, co-signers,
credit checks, and limitations on reinsurance payment rates; but what
would happen to access? Loans would dry up and studentgs who need the
loans to .hedge higher costs and reﬂuced family disgretfeiary dollars - -
would not be able to te&ceive them; On the other hand,‘if the intent of
the program is\;o gi a loan to .virtually every person who applied
through minimal eligfpility requiréhents,'there is the in-born threat
of dealing with delin§uent accolints, and to quote a phrase, "something
you obtain too cheaply is:takeh;poo lightly."

A

- oo N . R

“ . .
Lt 4 ’

E. WHY CHANGE WHAT WE HAVE UNTIL WE KNOW WHAT EFFECT ‘THE '76 AMENDMENTS

It is obviquQ@hat sufficignt time has not passed to determine what o«
effects the qu’program amepdments of 1976 have made; not only toward - ,
increasing gtéater program access, but also keeping delinquency~rates _63@,
Wwithin tolerable parameters, One of the primary reasons why access to 3
the program has not been universal in the past is because of. the numerous
legislative and regulatory changes enacted and implemented every few years.
The'prpgram needs left alone (or only minor changes permitted) to-test
whether less tinkering may very well result in increased effectiveness in
the areas of gpllection and placement of loans. One change we do need
though, is the auﬁhority to obtain information from both the Internal
Revenue Service and the Social Security Administration to help state
guaranty agency and USOE in tracking delinquent borrowers. Such auth-
ority will greatly improve collection efforts and lower default rates
througﬁout thel country. Also, the studént loan program should be ex-
empt from Truth-in-Lending and Privacy Act requirements. The mandatory !
provisions in both these pieces of legislation force both lerders and
borrowers through unnecessary "hoops" and stymie the basic intent of
.ready access to needed funds to pay college costs. The collateral for
educational loans should appropriately be (non-tangible) future earnings.
Automobile loans“(mortgages, etc., are tapgible purchases which can be : .
sold if deflult occurs, but loans for education cannot be ieplaced with
tangible property. It was on this basis, Coqgfess agreed these educa-
tional loans should be exempt from banﬁruptcy for five (5) years following

the date the borrower is—regiﬁﬁgd to begin repayment. s . <g\‘

FOR WHOM SHOULD THE .PROGRAM BE TARGHETTED?
$

A well functioning guaranteed student loan program was never in-

tended to be targetted for low-income students exclusively since most
. atHer federal and state student assistance resources are targetted to .
thegé students. As we know, these other federal and state programs have-
~~-never been fully funded; aad therefore, by forfeit, the quaranteed stu-
dent loan programs has had to become the primary financial resource for

. 5
L .
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low—-income studeﬁ‘g. It is and has been my opinion for some time,$ that
the program should be targe%tﬁgzior middle-income students primarily, but
witheut excluding those low-ificame étudents(iho,need a "filler" in the
stydent aid package to permit them‘'to attend the institution of their
ch§X€f without going into unreasonable indebtedness.

-

- -
¥

SUGGESTIONS FOR LEGISLAT;¥E CHANGE ‘ ' 4
I am not in favor of changlng the method of getting loans to students

and I feel that the primary spurce of funds ghould come from commercial

third party lenderg.~ As I pointed out, -thé needed leglslatlve ‘changes are N

in the area of strengthening the hands of state agencies and the federal )

government in' the areas of tragkihg delinquent borrowers to prevent defaults.

Overall, the guafanteed student loan program has met the challenge of frus-

tration caused by our inflationary economy as can be witnessed by annual

volume increases. This fiscal year through March, the number of borrowers

in the Pennsylvanla program versus the same time period last fiscal year

is’up 20 percent (68,300 to 81,800) and the valu qguaranties is up

42.6 percent ($103.7 million to $147.9 .million). ther states are regis-

tering similar gains. The positive thing about the program is that its

B
(=3

. critics call for an overhaul because of all the unpleasant publicity given

to the FISL program s default rate, but fail to turn the stone over to see

95 percent plus of the graduated borrowers are on scheduled repayment. It's-

this little publicized latter statistic that proves the program is working-- w
]

as is.

S
Yy
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Guarantee Agency ’Frdfiles
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Comparison of Seven rederal student

Gsu (0F)

HEAL (OE)

WSt (PHS)

Toan Programs -

NSL {PHS)

YA

LEEP {JUSTICE)

\:fﬂb[k

El11gible schools,
vsing Federal and .
school funds (ratip
of 9 - 1) inre--
volving fund

A nated nunyrofit

E¥fgible banks,
sohaol, ete, state
agencies ad desig-

Jaqem ivs using pri-
vate capitsl

Eligible banks.

[T I ST PP TN £ N
ete.. using privates
capital

Eligible health
prafesyipfs schools,
u g Federal ard
schaol hunds (ratia
of 9 - 1) reaolving
fund :

Eligible nyrsing
schools,

Federal a
funds (rat
9 ¢ 1) revo
fund

hool
4
ng

Federal Government
Wa)

VS0 dars miiicamy

STUDEAT |
ELIGIBILETY

;
/
N

U.S. nativral or*
permanent resident,
or intendiry to
become suc™. tn-
rolled at least §
tiwe at an eligible
school. Grasuate or
undergraduate.
Satisfactor, pro-
gress, etc. Lender
ndy (-pose iddi-
tional criteria.
For schools in U.S.

U.S natioral or
permanent resident,
or tntending to
become such. En-
rolled at least &
time at an clhigidble
school. Grajuate or
undergraduate.
sattsfayctory pro-
gress, etc. Lender
may impose addi-
tional criterfs.
May atlend foreign:
schools,

75, nativnsl. etc.
nrotles in fuil-
trne yraduate study

in Jdesizated
health professions
progean st cligiblel
school 5. eli-
cible for capita-
tion, gravt. May notf
rold GSL for saine
year, (43 rore
than 50" of eligi-
e stucents at
some scraols.)

U.S. nmatiomal or
pernanert resident,
etc. enrolled full-
time at eltgible
school, Selected
by school. araduste
or undergraduate.

U.S. natianal, etc.
tnrolled at ‘east
y time in eligible
nur<ing Jtplema or
degree proygram,
Graduate or under-
graduate, Selected
by school.

service enrolled i
approved course bf
study. May only be
used during service

or within 10 years

be used at school
in U.S.

Eliyible school

,using Federal

grant funds

o

u.S. nmattonal, ctc.
frrolled for full-

tine study In crime
related Jegree pro-
gram. Must a e
enter and remr in

of discnarge. Must i law enforcemen? work
;o:hcruise must repay

at 76 interest.
Gradiyte or under-
graaJate. fFor pre-
service 10an, mdy not
be Freshman. No need
test,

LOAN
LIMITS

$2,500 limit for
first 2 years of
higher edufation
(and for up to 2
years of vccation-
al school). $5,000
1imft for ¢ years
of higher education
$10,000 agcregate
1imit for higher
education tath
graduate ard

ynderqradyste

for undergraduate/
vocational - $2,500
annual, $7.500
aggregate

for graduate +
professional -
35,000 anrual,
$15,0C0 asgre,

with some extep-
tions {guarantee
agencies and lend-
ers rmay nave

lesser 1irits.) -

510,300 per year,
$50,J00 aggregate,

(pharmacy students
limited to $7.502
ann.al and $37.5C0
aggregate)

tuition plus ¢
$2.500 per year
determined by
school according
to “nedd” . No
aggregate limit,

-

Up te $2.500 per
year cependent on
"need" - Jetermined

‘| by &chool. $10,000

aggregate linit.

H

Up to $2,500 per

9 mo, academic
sear, plus $825

for summer,
Asgregate maximum -
depending on length
of service.

> ._

€2,200 per academic

y2ar, pluys $750 for
surmer, No aggrayate
1imit,

INTEREST
RATE

3%, begirning 9 mo.
after leaving
school

—

' | J
beginning-9-12
%after leaving
school for sub-
sidized loans.
beginning immedi-
ately-for students
not/qualified for
sybsidy. (es leg-
iflation will make
11 loans subsi-

12% maximum, pay-
able throughout
1ife of loan,
Interest can be
accrued to princi-
pal during school
and 3 yrs. of
internsaip/resi-
dency.

(3]

0

»
7% beginning 12 mo.
after completion
of training

L4

3% beginning 9 mo.
after leaving
school

|

7% beginning 9 mo.
after leaving
school

7% fer 1if2 of
Toan, payable

only for periods
when not working

in law enforcement
(35 -40% don't find
such emplo,ment).

REPAYMENT

‘T“-:

Y0 year Tinit
beginning 7 mo.
after leaving
school, Deferment
up to 3 years each
for Armed Forces,
YISTA, Peaze Corps,
further i *ime
enrollment

dized.)
1 ear limit from
iny of repay-

after léaving
school) vp to 3 yrs
deferment for Armed
Forces, ¥ISTA,
peace Corps, fur-
ther fuli-time
study at eligidble
schools, and for 1
year of unemploy-
ment, and for
approved indepena-
ent graduat2? stucy
programs.

y10-15 yoars. degin-
'ning 9-12 =o. after
fcomplesion of
Itrainiry {including
ireside~cy and
internship) Defer-
ment for up %o 3
srs. = Arred Forces
peaze CoMps. VISTA,
HHSL, 1nternship
and residency, or
for full-time study
at an eligible
scraol. 23 year
lir1t on life o
10an.

f

10 years. beginning
12 mo. after leav-
ing school. Defer-
ment up to 3 years
for Armed Forces,
and Peace Corps,
PHSC, and for'up to
5 years for further
advanced profes-
signal training.

school, Deferment
to 3 years - Armed

PHSC, and to S

nursing training.

10 y2ars. beginning
9 mo. after leaving

Forces, Peace Corps

years for full-time

school. No defer-
rents.

10 years, beginnirg
I mo. after leavirg

repay at rate of

$S0 per month only
if failure y{ork
in law enforcement

field.

w

CANCELLATION

{

for service as
full-tire tescher:

-at schools with
‘many low-income
students {157 1st
+ 2nd yr., 207
3rd + 4th, 301
Sth yr.)

-of hLandicapped
students(-ame
rates)

-tn ¢ tHead Start
prusran (151 per
school year) up to
entire loan

-for mititary ser-
vi¢e In ruitile
area (12, for
earh grar of uch
servive, ap to 50°
of luan)

-for death, tnta

- and peemyaent dig-

abillty and tank-
ruptty

Q
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death, total and
permanent disabil-
fty, e¢nd Lankruptcy

«

repz yment by .S,
at tdriaum rete
210,065 per yea
for service in
NHSC, or for ser-
vice in designated
shortase areas.
{Must commit for 2
years.)
- fur death, dis-
atility and bank-
ruptcy

f

<

60% repament bty
U.S. if s3rees (o
practice 1n desig-
nated shortage
areas for 2 years.

Adcitionaly 25, if
serve for year.
Ouligati n.
celled it failure

to complate train-
In3 and exceptiony!
nead and can‘t te
expcnted to resume
trafining for 2
years {also applies
to health students
with ND3L or GL).
-death, diwabiiity

H\ v
507 popasment by
1.5, if agrees to
practice in desig-
rnated alortzge
areas for 2 sears.
Adcitional 25% can-
cAllarion 1¢ <erve
for 2rd year.
257 of ohlizaticn
cancelled far work
av full-tire
reqt tored rarse tr
publir/ror-orofit
fnstitaityn [both
ap:iis aio to
n.e % in; < tudents
with &0 ar N05L)
<aratn, divanility

79

up to

forgiven at rate
of 25% for each
ear of employment
in public law en-
forcement after
completing train-
ing.
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NDSL. (OE) st (0E) HEAL (OE) HPSL (PHS) ' NSL (Ns)/ I . VA LEEP (JASTICE)
——— [ . [P SRV SR B S . e im e b e e . RS AU S VS 4 ST ————— e
Higher EJducatton Higher *Education. Fubliv Kealth Sere | Pubiic Mealth Ser- | Putliv Health Sor- cteran® Read fust~ [ Omnidas Crive
STAIUTE Act, litle Iv, Act, Title IV, ' vite Act, Title vice Ast, Title vice Act, Title  “cwent Assistance Contral Act; of
eopii. | PaTt £, a5 amepded | Part B, as arended [VII, Part C, Sub- |VII, Part C, Sub- [VIl{ Act of 1966, Titic 11968 and 1970, as
fn—’ part 1 (1978 part I} . . an amended
— e me o f@endeent) TN . T P A
. To enable colleges | To make low inter- | To eaceardge Tend- [ To enadle scils | 1o emiblesernsols [ To assist veterans | To professianatize
PURPOSE to make low intersa| st loans to stus [crs to ~3he loans | to auke low fater-: of rursing to make | to pursuc educa- and {mprove the
est loans to neeo&f dents tu enadble dJvaiiadle ty et Toans to ~ealth| e 1nterest loans | tfonal objectives qualizy of the
students from ro- |agtencance At postef realih professtons | professions stu- te rursing stu- in readjustment to | criminal justice
volving tunds o X.'ond.mr\ tnstitu- | ytudents to “com- dents (al) levels) ) denis, to insare civiliang 1ife: systen,
enadle completion Ftians of choice - |plete graduate to streoginen na- | adegiate nursihg and as supplerent
. of educations. To | throusn interest "deqree Jrograns; tof tioral health minpdanr, ergbur- [to Gl Bill educa- .
meet ngtional man- | subsidy, insurance- streagt2a nationalf delivery. by eacour~{ asc service in tion allowance
power nceds for reinsurance, and Realtn lelivery dy {aqinyg service in sJurtage ereds and ‘
- teachers, etc. encouragenent of encouraging ser- shortage areas and | as reyisteres K
Toriginal purpose state level insur- [vice 1n shortage by insiring ade- narses. .
was prigarily na- lance frograms. arcas ard ty quate level of man- .- ' .
[ . tional defense insuring alequatc | power.
= | through developing level of trained
 needed ranpower. | - Imanpower. —_—
Began in 1955 33 Began witn 1965 | Expected to be Began in 1963, Began in 1965, Began in 1975, Began {n 1968,
HISTORY/ part of NDEA: lst [Higher Education operational for
SCoPE OF student assist-= | Act and National 78-79 school year. | In FY 76 $24 mil- | Fy 1974, In FY 1977 atded In FY 1977, 63,2C0
ance program, In Vocational Student . 1ion assisted §35,:00,009 1saned | 14,285 vots with students aided %o
1972 added.to Loan Insurance Act.| 321 schcols expect- 16.700 students at | to 37,818 stulents $14.159,532 atte:d 1,014
Higher tducation Built®on existing | ed to participate. | 286 schools. FY 77 at 1151 schools schools.
Act. Over 20 year |[agencies in 17 - §20 million,
history, $5 billion| states. Over $10 16,200, 266 schools|
has been loaned to | billion loaned .
4.5 million sty- during 10 year -
dents, 3,500 history, In FY:78
Fschools. In 1976 - escimated 932,960, ) -
1977, 3,300 schooly students receive .. .
loaned $1.6 billion to * .
$575,599,000 to attend 8,120
831,000 students schools. 14,140 .
lenders. 29 guar- -
antee agencies now
) fn place. ‘
—Y N g -
. ' "‘ ‘\ '.n
f,? ) . - o
. NDSL Gst, HPSL LY N YA and LEEP
Dependent Undergraduate Famfly Ihcome: .
STUDENT Family Income .
CHARACTERISTICS i
/’ﬁss than $6,000 14.9% 8.01 Less than § 3,000 201 25% No data avaflable,
/' '$6,000 - § 7,899 6.9% 5.51 $ 3,000 - $ 5,000 1% 20%
$ 7,500 - 11,999 17.8% 12.9% $ 5,000 - $ 7,500 14% 23% f
$12,000 - 14,999 16.5% 16.81 $ 7,500 - $10,000 134 ° 22% . —
$15.000 or more 14,5% 23.87% $10,000 - $12,000 10% 15%
- $12,000 or more 321 24%
Independent Undergraduate 21.6% ¥ 18.4%
Graduate Students 7.8% 14.6% -
. Minority participation 26X 173 L2 Minorify particfpation 15,6% 25.4% ’
(From '76-'77 HEP survey. Oata does pot (Reported by PHS for FY 74 - most recent / . ‘
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' y - 1%(79 No x| " Hone
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‘ . } . ‘e Pl
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/ state
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l N

R!dency
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T}

| year

1
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| in-state

.School -
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resident at
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school
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indep. at
out-of-state
school

None\

1.5, citizen
& bona fide
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1 year. vot-,
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tion may be
required.
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