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least from the perspective of t
than 6 months ago, Congress passed the Education Amendments of
1980 which, to this Senator, provided an optimal framework for
Federal student assistance. That legislation was painstakingly con:
stfucted, taking more than, 2 years to develop, during which time a
pan(;g? of policy questions related to student aid were fully ad-
dressed—including the need, particularly expressed by our Senate
colleagues, to contain the costs of the guaranteed student loan
program.
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STUDENT ASSISTANCE AMENDMENTS OF 1981 ©

- -

. MONDAY, MAY 11, 1981 . ,

b U.S. SENATE,
SUBCOMMITTEE ON EDUCATION, ARTS, AND HUMANITIES,
CoMMITTEE ON LABOR AND HUMAN RESOURCES,
° Washington, D.C.
The subcommittee met at 10:07 a.m. in room 4232, Dirksen

Senate Office Building, Senator Robert T. Stafford (chairman of the
subcommittee) presiding.

Present: Senators Stafford, Randolph, and Pell.

-

OPENING STATEMENT OF SENATOR STAFFORT
Senator SraFrorp. The Subcommittee on Education, Arts, anq

Humanities will please come to order.

- The Education, Arts, and Humanities Subcommittee is today

convening this hearing to consider changes in ‘he student financial
gezsiftance &rograms under its jurisdiction. Changes are necessitat-
y the

month to restrain the growth of the Pell grant and guaranteed
student loan programs in accordance with the savings targets for
these programs established under that reconciliation resolution.
The targets for savings in these programs for the next fiscal year,
fiscal year 1982, are %

in guaranteed student loans.

nate’s adoption of Senate Concurrent Resolution 9 last

711 million for Pell grants and $556 million

I convene this heating not out of any great Yesire to see cutbacks

in .these programs, but rather because we on this committee are
constrained bly the action of the whole Senate in passing the recon-
ciliation reso

ture of student aid. If we members of the Education Subcommittee,
1any of whom have had some considerable experience with these
programs, do not take the initiative to make the necessary modifi-
cations, then we run the very great risk, absent our initiative, of
seeing changes enacted which could well be inimical to the best
interests of students and parents.

ution and thus we must make changes in the struc-

3

Indeed, this hearing is being held with a considerable sense—at
ie chairman—of déj& vu. Little more

L
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Now we are back again, constrained to achieve substantial short-
term savings in an entitlement program—guaranteed student
loans—which does not lend itself to quick-fix solutions, and to

. essentially vitiate many of the iniprovements made by Congress
* last year in the Pell grant program.

Accordingly, I introduced legislatior. last week, S. 1108, for the
. ¢ consideration of our subcommittee, which would make these
changes in accordance with the reconciliation instruction. I harbor
no illusions as to whether this proposal represents an optimum
policy for Federal student aid. I believc the current Higher Educa-

tion Act remains the best policy for assisting in the education and °
training of those who will lead us in the future. Rather, S. 1108,
which I have floated as a trial balloon as one option for achieving
the required savings, is perhaps the least imperfect of a number of
. imperfect alternatives. ftewould eliminate convenience borrowing
in the GSL program, but it would retain the critically important
in-school interest subsidy for all students, whijle affording middle
income families with high coliege costs continued access to loans.
In the Pell grant program, S. 1108 would ailow the Secretary of
Education to establish a series of progressive assessment rates on
discretionary income, sabject to the congress.onal review process,
which would offer greater equity to the lowest income students for

whom the program was intended. .

Other legislation to effect the targeted savings has been proposed .
by the administration. I cannot lend my support to that proposal at
this time, as it removes the in-school interest payment in GSL,
which would result in unreasonable debt burdens for students. Nor
do I believe that the substantial increase, called for in the adminis-
tration bill, in family and self-help student contributions, are war-
ranted at a time when the increase in college costs exceeds the rate
of inflation. -

Earlier this week, a CBS News/New York Times nationwide poll
of political party preferences and policy choices indicated that only
20 percent of Democrats and 31 percent of Republicans supported
reductions in federally supported loans to college students. That is,
apparently, far from a popular mandate to cut student aid. As I
stated on the Senate floor during the debate over the reconciliation
resolution, I have been a strong advocate for education funding,
and the process of reducing funding is especially difficult. The
money we sFend at the Federal level to educate our young people is
an essential investment in our future. Other programs might be
suspended or reduced, to be continued at a later date without great
national harm. This is not true for education—if our current poli-
cies fail to support America’s students today, we must anticipate
reduced achievement from them tomorrow.

It is my hope that the testimony here today will help us better
understand the delicate balance among students, parents, colleges,
banks, and Government in student aid programs, and help us
formulate judiciously a viable policy of financial assistance which
is equitable for all students.

[’I:he text of S. 1108 follows:]

~2
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97rH CONGRESS -
18T SESsION ’ S. l 108

To amend title IV of the Higher Education Act of 1965, to emphasize the
element of need in the guaranteed student loan program and the direct
student loan program, and for-other purposes,

¥ ~ ) ) \_\ -
IN THE SENATE OF THE UNITED. STATES

. May 5 (legislative day, ApriL 27), 1981

Mr. STAFFORD introdiiced the following il which was read twice and referred to
the Committee on Labor and Human Resources

>

- A BILL

.

To amend title IV of the Higher Education Act of 1965, to
emphasize the element of need in the guaranteed student

loan program and the direct student loan program, and for
other purposes.

I3

1 Be it enacted by the Senate and House of Representa-
tives of the Unilted States of America in Congress assembled,

That this Act may be cited as the “‘Student Assistance

W o

Amendments of 1981", :
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& est payment under paragraph (1) shall—
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NEEDS BASIS FOR FEDERAL PAYMENTS TO REDUCED
STUDENT INTBREST COSTS .
SEc. 2. Section 428(a)(2) of the Higher Education Act’
of 1965 is amended to read as follows:

-

“(2)(A) Each student qualifying for a portion of an inter-

‘(i) have provided to the lender a statement from

the eligible institution, at which the student has been

accepted for enrollment, or at which thg.\studem. is in

attendance in making satisfactory progress (as deter-
mined by such institution), whic—

“(I) sets forth sych student’s estimated- cost

“of attenda;nce; and

- “(1n :sets forth such student’s estimated fi-

2

<nancial assistance; an.d
“(ii) meet the requirements of subparagraph (B).
“(B) For the purposé of clause (ii) of subpﬁ;agraph (A),
a student shall qualify for a portion of an interest payment
under parsi_graph (1) if such student’s adju’sted family

v

income-=—

«

B

“@i) is less than or equalto $2.5,000; or
“(ii) is greater than $25,000, and the eligible in-
stitution has pfovided the lender with a statement evi-
dencing a ‘determinafionu of need and recommending a

>

“loan in the amount of such need. -
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2
3
4
5
6
7
8

1

.8

10

graph—

9

3
“(C) For the purpose of paragraph (1) and this para-
. “() a-student’s estimated cost of attendance
means, fot" the “period for which the loan is souéht, the

~N * .
tuition and fees applicable to such student together

with the institgtion’s estimate of other expenses rea-

sonably related to attendance at such institution, in-

.cluding, but not limited to, the cost of room and board,

reasonable transportation costs, and costs for books
and supplies, pursuant to regulations prescrfbed by the
Secretary; o

“(i) a student’s -stimated finangial \ aSsistance
means, for the period for which the‘loz_m is sought, the

amount of assistance such student will reccive under
.

ERIC
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subparts T°and 2 of part A, and parts C and E of this
title, z;n_v amount’paid under the Sécial Security Act
to, en the account of the‘ shtudent which w(—)uld not be
paid if he weére not 2 student, and any .amount pmd the

student under chapters 34 and' 35 of title 38, dmted

States Code, plus other scholarship; grant, or loan as-

. . .
N -

.sistance; and . -

~

. “(ili) the determmatton of need and the amount of

-

2 loau recommended -by an eligible " mstltutlon under

subparagraph’ (B)(ii) with respect to'a student shall be

determiped by subtracting from the estimated cost of .

>
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b 1 "attendance at the eligible institution the total of the ex- |
2 pected family contribution with respect”to sueh student
3 plus any other resources or student findncial assistance
4 _ reasonably available to such student.”.
5 INTEREST RAT;:Z ON PARENTAL LOANS -
6 SEc. 3. S_ection 428B(c)(3) of the Higher Education Act
~ % of 1965 is amended by Striking out “9 per centum” and in- '
‘ 8 serting in licu thereof ““14 per centum:’,': .
9 NEEDS ANALYSIS AMENDMENTS
10 Skc. 4. {a) Scction 482(b)(3) of the Higher Education
11 Act of 1965 is ainended by striking vut “‘one-half”, >
12 (b) Section 482(b)(4) ot: such Act is amended to read ss
13 follews: -
14 “(4) In determining the expected family contribution ‘
15_under this section for any academic year after academic year
16 1980-1981, the Secretary shall set a series of assessment
17 rates t> be applied to parental discretionary income.”.
18 (c) Section 482(b)(5) of such Act is amended by—
19 (1) striking out clause (A); "
20 (2) redesignating clause (B) as clause (A); and .
21 (3) striking out “$10,000” in clause (A) (as redes-
22 ignated by this subsection) and inserting in licu thereof
23 “$25,000".‘
24 (d) The third septence of section 482(c) of such Act is
25 repealed. ) .

11
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1 (¢) Section 482(d) is amended to read as follows;
2 “(d) For the purpose of this title, the tenn "cost of at-

3 tendance’ means for the period for which the loan is sought,
4 the tuition and fees applicable to such student together with

the institution’s estimate of other expenses reasonably rclated

Ot

¢ gm attcndmlce at such institetion, including, but not hmlred '
.7 to, the cost of room and\hoard reasonable transportanon
. ' 8 .costs, and costs for books and supplies.”.
9 .' REMOV.AL OF SEPARATE BORROWING LIMIT FOR
19 ’ INDEPENDENT STUDENTS
11 Sec. 5. (a)(1) Section 425(a)(1) of the Higher Education
MQG:’) is amended by striking out clause (A), and by
13 redesignsting clauses (B), (0), and (D) of such paragraph as
14 clauses (A), (B), and (0), respeetively.

15 (2) Section 425(n)(2) of such Act is amended—
16 (A) by striking out “(other than an independent
i7 studcnt.)", and
18 (B) by striking out “§15,000 in the case of any
y 19 wrdependent student who has not succcs'sfull'v complet- .
20 ed a program of undcrgraduate. edugation,”
21 (b)(1) Section 428()(1)(A) of such Act is amcndcd-.—
’ 22 (A) by striking out “(other than an independent '
23 ,  student)”, and
"?.;4 (B) by striking out “qr not more than $3,000 in
25 thc‘ca.se of an independent student (defined in accord- ’

[}
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6.
ance with section 482(c)(2)) who has not successfully
completed a program of undergraduate education,”.
(2) Section 428(b)(1)(B) of such Act is smended-—

(A) by striking out “(other than an independent
student)”, and v

(B) by striking out “$15,000 in the case of any
independent student who has not successfully complet-
"ed a program of undeigraduate education,”.

(¢) Section 428A@)(1)(A) of sich Act is sinended—

(A) by striking out *, other than an independent
student,”’,

(B) ?)y striking out *“$3,000 (in the case of an in-
dependent student (as defincd in section 482(c)(2)) who
has not successfully completed a program of under-
graduate education),”,

(C) by striking out “(other than an indepeadent
studént)", and °

(D) by etriking out “$15,000 in the case of any
independent student who has not successfulty complet-
ed a program of undergraduate education,”.

EFPECTIVE DATE

Sec. 6. The amendments by this Act shall take effect

23 July 1, 1981.
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Senator STAFFOED. For the subcvinmittee, I am very happy this
morning to welcome not only those in the room who are intensely
interested in student aid programs, Dr. Alice Rivlin; the Director of
the Congressional Budget Office with her acconpanying assistants,
will be the first witness before the committee, but if she would
withhold a minute, I see that my dear friend and long-time partner
in many committee activities, Senator Randolph, has arrived. He is
most welcome and, Senator Randolph, if you would have an open-
ing statement, I have just completed mine and I would welcome
yours.

Senator RANDOLPH. Thank you, Mr. Chairman. As always, you
are on time, but I cannct be in West Virginia and here at the same
time. It takes sometime to travel between those two points.

Senator StarrorD: If you ever figure out how to be in both places
at once, I hope you will let me know how to do it.

OPENING STATEMENT OF SENATOR RANDOLPH

Senator RANDOLPH. Thank you very much, Mr. Chairman.

This is a very important session today, and I think that several
of us, certainly yourself included, have for a period of time—I know
I have for 16 ‘years within the subcommittee been working in
connection with the support for our Educatior: Act, and for student
aid provisions that were enacted in 1965. We are faced with a
painful task of considering ways to restrict and, in many cases,
remove the opportunity for young people and adults in this country
to obtain a college education.

I know that the higher education community strongly opposes
the p-oposed budget cuts and program changes that havs been
orderea by the Senate when Senate Concurrent Resolution 9 passed
in April. It was a resolution of reconciliation of the Federal budget.
I do not-believe in reconciliation mandates in connection, with
education, very frankly.

Now, for the sake of brevity, and I am never brief, I will not go
into too much detail at this time about the many reasonable con- -
cerns that can be and have been expressed as to student aid pro-
grams changes and required cost savings, in order to comply with
reconciliation. I am confident that -we will hear those opposing
views from our witnesses who will testify today. There will natural-
l'{’ be witnesses who will also give us a choice of alternate proposals
that can achieve cost savings under student ajd programs without
a drastic effect on the students and institutions concerned.

I pause at this point to say that, onl a few days ago, I was in
attendance at the annual college commencement from the college
in which I graduated, Salem College, in Salem, W. Va. We have,
Mr. Chairman, approximately 250 students there who are receiving
student guaranteed loans, just as Mr. Stockman, the chief budget
cutter for the new administration, also was the recipient of a
student loan. .

We Lave a good rate of return of payment. We have kept default
rates down constantly so we'do not feei that there has been an
abuse of the loan process in connection with our students on that
camgus. We in the Confress are constantly attempting to tighten
eligibility and access to loans, so I have the feeling always that the
&rocgram i8 soundly constructed and based. The problems that come

Sl
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are from failure of the institutions, in some cases, in seeing to it
that the students were actually checked, what were the payments,
how close were they to making them, matters of that kind. And
although Federal funds have not.been used for actual loan dis-
bursements but are used only to guarantee loans disbursed by the
private lenders, I think the Federal Government has also failed
miserably in connection with the collection of loans; many, many
employees of the Federsl Government running into the thou-
sands—have not been repaying these loans, or are constantly delin-
quent. Perhaps this is the reason why we failed—not the idea, not
the program, not the objective, but the failure to establish better
loan collection activities.

I think it is important for the members of our subcommittee to
develop modifications to the proposals of the administration, and so
the views that we will receive here today, hopefully, can help us
toward that end. I am very grateful to you, Mr. Chairman, for your
introduction of the bill, S. 1108, which contains, I think, many
desirable modifications to the proposals of the administration for
reforming the student 2id programs. I am gratified that S. 1108
retains the inschool interest subsidy under the guaranteed student
loan program. I think that the interest subsidy is the backbone of
the GSL program, and without it the program would phase itself
oult, certainly in a few years, and the benefits would be practically
nil.

I think that you have stated that you intend to work with all the
members of the subcommittee, and I hnow that to be true, and
within. the committee’s present structure in developing a measure
to comply with reconciliation as it will affect student aid.

There is no doubt that Senator Stafford will do just that, and I
underscore the fact as I believe he will do so in a fair and equitable
manner. That is the way we must work, in a true spirit of give and
take. We must fashion the program so that the final effect of the
changes we expect to make will have the least detrimental .effect
on the students and on institutions. I am sure that our chairman is
concerned for students arnd the colleges where tne students study,
not only in his State of Vermont, but also in the State of West
Virginia, also in all the States of the Union.

I pause at this point to say that there are some institutions,
Chairman Stafford, that will feel the impact of the changes in
student aid programs in greater degree than other imstitutions.

I do not want to document too much in detail, but I cannot make
my point without coming to the institution of which I speak, Salem
College. In Salem, we have an independent private college. Howev-
er, Mr. Chairpan, we have no church constituency. Now, you can
understand that my comparison is not because of something that
Salem College does not have, but let us compare it with West
Virgi Wesleyan Methodist College at Buckhannon. Very frank-
ly, thg Methodists have a very large number of churches in West
Virgirgja. It may be the predominant religion in our State. But the
Methedists are able, and do, support that institution in great
degree. The college at which I was privileged to be a faculty
member for several years, Davis-Elkins, located in my hometown,
also a private independent college, has a large Presbyterian con-

intuency and funds come from the churches consistently.
ERIC

IToxt Provided by ERI

10




11

It is true with Alderson-Broaddus College in Philippi, where the
Baptists of our State are a very large religious organization. I
mentior these three colleges to indicate that they have the same
problems as we have at Salem, except they have a greater backup
of continuing contributions from members of the church body
which, in a sense, makes the college, although students attend
there from all faiths or no faiths. I am sure that is true possikly in
Vermont and certainly in other States. So we feel the impact of
reconciliation cost savings to a very substantial degree. We are
concerned about it, and we are holding special meetings within our
board of trustees on this subject alone.

I am doubtful that we could continue really, and I do not :...mal-
ly speak in the nejative. We will not be able to continue in doing
the work we are now doing—shall I say, innovative, creative pro-
grams, as well as our bachelor of arts basics, without the type of
aid that we are now able to give to students—students who I Lope
will continue in this country to have the right of choice in the
kinds of institutions they attend. I am not against the State sup-
ported college or university in West Virginia. But I‘am saying that
we are facing « problem which may be, in some instances, insur-
mountable, at the independent college level through the United
States of America. I hope that this will not be a prophecy. I do not
want to make it as such. But we are really facing financial prob-
lems that we hope we can solve, at least in part, in a way that can
help us to bridge the gap that exists between the public and pri-
vate sector schools. .

I know students who have talked and coniacted me by telephone
who will have difficulty in returning to college next autumn be; .
cause of the situation that we are discussing. We have also, as I
understend it, been Instructed to bring back credibility tc these
programs And you will not find specific language to that effect in
the Senate reconciliation resolution or its instructions to members
of this committee. But just as sure as we are here today in this
hearing, when, 6 months ago, we would rot have dreamed that we
would be here for this purpose, the responsibility to bring a needs
base’ back for student aid is here. If we do not bring back this
credibility, or proof of need in some realistic manner, «nd particu-
larly in the loan program, then we may lose programs of student
aid, possibly across the board in the years that are ahead.

Aitis. "vh I do not believe the fraud and abuse alleged. to exist in
st ‘dent aid programs is as widespread as reported, there is the fact

it many members of the Congress and the public and the execu-
ti.e branch do believe the worst rather than the best about the
program And, for that reason, justified in degree perhaps, we must
try to modify existing programs in such nanner as to reduce
opportunity for those funds to be used for any reason whatsoever,
but for the intent and purpose of the student guaranteed loan; that
is to pay for the cost of students in attending institutions of higher
learning.

We want these programs I do not know how many members of
our subcommittee can give close attention to this problem, but I
hope they can give attention to these matte.s Y“ecause there is
involved here the survival of a program that 3 believe is worth-
while I believe that now perhaps as never before, these programs

ERIC
JAuText provided by ERIC 1

ct




12

have a reason for existence. Many of the costs of the loan program )
are beyond our control, tied as they are to the interest rates on
Treasury bills—there is not a person in this room who does not
have a knowledge of what is happening on interest .ates. The
families that I meet, as I did this weekend in West Virginia—a
young man, young woman recently married—are desirous of pur-
chasing a house. They had seen it, they liked it, but the interest
rate for the loan is so high that they have no way under their
present situation, as they see it, to purchase the home. But the
administration—and I am not a carping critic—says that these
interest rates will deciine. I do not know whether that is true or
not. I have never seen anything go up or down as the interest rates
have. Many families, are innundated by inflation, submerged by
inflation. annihilated by inflation and they have less and less
discretionary or spendable income left over to pay for the costs of
student education and so must borrow.

We cannot get away from the fact that the borrowing process is
involved, but until inflation is reduced—and I do not know how
soon that will be—according to the administration, it might be
sooner than later. But until the parent Joan program is in place

“and viable—students must have access to these guaranteed loans if
their families arc in the middle income range and, in some cases,
low income range—nearly 400,000 recipients of the Pell grants,
which normally go to low income students, also received loans last
year. .

I will have, Mr. Chairman, with your cooperation the opportuni-
ty to question the witnesses and perhaps develop certain other
matters. If I were to say this is a serious situation in the education-
al life of America, I am not sure that would be a strong enough
word. I hope that the subcommittee in these coming days and
weeks will give close attention to this matter and related problems
that face us. -

hank you, Mr. Chairman.
nator STArrORD. Thank you very much, Senator Randolph, for
a very thoughtful opening statement.

Your description of Salem College is quite similar to the college
that I graduated from in Vermont, Vermont Middlebury. It has the
same problems. .

Senator Pell, we are happy that you are here as ranking member
of this committee and most experienced member of all of us on
these questions that we are facing. .

Do you have an opening statement? >

)

OPENING STATEMENT OF SENATOR PELL

Senator PELL. Thank you very much, Mr. Chairman.

I apologize to the chairman and the witnesses, for I will be going
back and forth because we are marking up the foreign aid bill
down the corridor. But I did want to comment briefly on the
budget reconciliation which requires us to change both the guaran- .
teed student loan program and the Pell grant programs.

The buiget reconciliation limits spending in the grants program
tc $2.46 billion in fiscal year 1982. Thus, we have to adjust the
existing program to save $700 million. Unadjusted, the program
would cost $3.2 billion.
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Now, the only way we can make such savings and to' do such
things as to raise the assessment rate, count equity in the house,
the home, delay implementing provisiors of the Education Amend-
ments of 1980, or allow the Secretary to request a waiver cf-statu-
tory provisions when it is economically impossible to meet those
provisions.

As for guaranteed student loans, the budget resolution requires
savings of more than half a billion dollars, $566 million in fiscal
~ 1982. The only way this can be accomplished is to make. the pro-

gram needs based, place an income cap on the program, make the

students repay the interest subsidy or reduce the special
allewances to lenders. These are all prétty brutal choices. As some-
one who has played, along with Senator Stafford, a role in creating
and expanding Federal assistance programs, ] hate to see us in the
situation where we are now where we are compelled to reduce
these programs and to cut them. The witnesses know, I think, this
is a great mistake; that the real strength of this Nation is the sum
total of the education and the character of our people, and when
we start cutting into that, we are damaging our national strength.
We are all familiar with those most recent statistics showing the
success of basic education programs and the title I programs. These
programs work, and should be supported. Yet we all know that we
are faced with hard facts, and what we must do. We must substan-
tively alter both the grant program and the guaranteed student
"~loan program to accomplish the requirements of budget reconcili-
ation. And we have no choice. It is our responsibility to meet these
. requirements in a workable manner so that the programs in which
all of us believe so strongly will continue with their purpose and
their integrity intact. Your suggestions will be very helpful in this
task to this hearing.

I am hopeful that we can develop the information that will
enable us to do our job as best we can. The task before us is not a
pleasant one, as any dismantling operation is not a pleasant one,
but it is a task that we have to undertake. It is a question of
alternatives and here I am reminded, I guess, of the story of my
predecessor, Theodore Green. When he was 90, somebody said to
him, “Theodore, how does it feel to be 90?” He said, “Better than
the alternative.” , .

This is where we are faced with many of these programs. We
have disagreeable alterratives and we will do our best.

Senator Srarrorp. Thank you very much, Senator Pell.

Now, Dr. Rivlin, we are again, I say, very happy that you are
here. I think Senator Pell’s sjtuation is typical of the other mem-
bers of this subcommittee this morning, that they are all trying to
be in three places at once, because they are all interested. And I
have talked about this matter with Senator Kennedy last night.
We are very happy that you are here and pleased to hear your
testimony.

[
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STATEMENT OF DR. ALICE M. RIVLIN, DIRECTOR, CONGRES-
SIONAL - BUDGET OFFICE, ACCOMPANIED BY DAVID LONGA-
NECKER, ANALYST, HUMAN RESOURCES AND COMMUNITY DE-
VELOPMENT DIVISION; AND DEBORAH KALCEVIC, ANALYST.
BUDGET ANALYSIS DIVISION

Dr. Rivrin. Thank you very much, Mr. Chairman. I am delighted
to be here and I would like to introduce my two colleagues who are
experts on student aid, David Longanecker, from our Human Re-
sources Division, and Deborah Kalcevic, our analyst from our
Budget Analysis Division. .

I am pleased to be here today to discuss the administration’s, the
subcommittee’s, and other preposals for reducing Federal spending
for student aid in fiscal years 1981 and 1982. It is going to be a
difficult process. -

Senator Randolph, you used the word “painful.”” I just want to .
assure you that the CBO is here to help you in any way that we
can. :

The 1970’s witnessed rapid growth in Federal aid to students. In
1972, the basic educational opportunity grants program (now
known as the P21l grant program) was introduced to supplement
other programs that ease low-income students’ access to college.
The guaranteed student loan (GSL) program, established in 19686,
addressed somewhat different goals, namely, helping to lighten the
financia! burden for less needy students, and supplementing the
grant aid provided to the most needy students. But until recently,
even-the GSL program restricted eligibility for these highly subsi-
dized loans to students from families with incomes below a speci- .
fied level. ‘

In the late 1970's, the Federal focus began to shift. The Middle-
Income Student Assistance Act of 1978 (MISAA) and the Higher
Education Amendments of 1980 significantly broadened the .pe
of Federal student assistance MISAA extended eligibility for GSL's
to all students enrolled at least half time, expanded eligibility for
Pell grants, and increased funding authorizations for most existing
student aid programs. The 1980 amendments raised all grants pro-
grams’ maximum benefit amounts, eliminated equity in the family
home as a determinant of need, and created a loan program for
parents.

Federal funding also increased—by more than 230 percent—after
adjusting for inflation—from $0.6 billion in 1970 to $4.5 billion in
1980, Nearly all of this increase, however, occurred early in the
1970’s. Although eligibility has twice been expanded since 1976,
funding for student assistance has not increased in real terms.

Expanded eligibility without increased funding—in real terms—
has reduced the Federal commitment to assist the most needy
students; at the same time, assistance to less needy students has
increased. This dual effect has been particularly evident during the
past year While $130 million was withdrawn from the need-based
Pell grant program in fiscal year 1980, the untargeted GSL pro-
gram, an entitlement program, required nearly $6350 million in
supplemental funds, because both the demand for loans and inter-
est rates were higher than anticipated. Likewise, while the continu-
ing resolution for fiscal year 1980 increased funding for the GSL
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program by 56 percent—$900 million—it cut the need-based nation-
al direct student loan (NDSL) program by 35 percent—$100 million.

Without some change in the current programs, Tederal student
assistance will almost certainly continue to shift away from help-
ing the most needy students. If overall funding were to be limited
but the programs not altered otherwise, funding for the needs-
based programs would have to be cut, since the GSL program, as
an entitlement, must always be fully funded.

Betore setting policy for 1982 and beyond, the Congress must
resolve some funding issues for 1981. To maintain the level of
services assumed in the continuing resolution and to pay for 1980
cost overruns, the Pell grant program would need a supplemental
appropriation of $1.5 billion above the $2.2 billion already appropri-
ated for fiscal year 1981. If the full supplement were provided, 2.8
million students would have access to $3.2 billion in fiscal year
1981. More than 70 percent of this amount would go to students
from families with incomes below $15,000.

Although the continuing resolution assured full funding for
GSL’s, the program will cost $2.6 billion in fiscal year 1981, an
increase of nearly 65 percent from fiscal year 1980. Of this $2.6
billion, however, $2 billion will pay for obligations on loans made
in prior years, and only $0.6 billion will be the result of new loans
made in fiscal year 1981. The CBO estimates that 2.9 million stu-
dents—25 percent more than last year—will borrow a total of $6.5
billion—35 percent more than last year.

To gain control of rising costs for student aid, the administration
has proposed changes to both the Pell grant and the GSL pro-
grams. In the Pell grant program, the adininistration proposes a
combination of five changes for fiscal year 1981: keeping the maxi-
mum grant at the fiscal year 1980 level of $1,750; rescinding the
previously approved inflation adjustment in the family living al-
lowance; requiring a $750 self-help contribution from every stu-
dent; rescinding the liberalized “cost-of-education” definitions in-
cluded in the Higher Education Amendments of 1980; and eliminat-
ing the $10 per grant payment to institutions to cover administra-
tive costs The CBO estimates that these changes would reduce
program costs by 30.7 billion, lowering the needed supplemental
appropriation to $0.8 billion. All students but the neediest would
receive less under this approach, and about 250,000—or 9 nercent—
fewer would receive grants.

This subcommittee is examining a different proposal for reducing
1981 Pell grant costs. The subcommittee's plan, as we understand

—_ _.it, would keep the maximum _grant at $1,750, and rescind the

liberalized cost-of-education definition; both of these features are
also part of the administration’s plan. The subcommittee’s ap-
proach would not, however, rescind the inflation adjustment in the
family living allowance, require a $%30 self-help contribution, or
eliminate institutions’ administrafive allowances. Instead, to
achieve approximately the same level of spending reductions as the
administration proposes, the subcommittee’s plan would make four
other changes: allow the Secretary of Education annually to estab-
lish the assessment rate used to determine how much a family
should be expected to contribute from its discretionary income;
count social security and veterans’ student benefits as student aid
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rather than as family income; rescind the provision of the 1980
amendments that excluded home equity from consideration in de-
termining the expected family contribution; and rescind the 1980
provision that would have ended the distinction between families
in which the student is the family kead rather than a dependent.

If the subcommittee’s plan were adopted and the assessment rate
on discretionary income retained, this proposal would have virtual-
ly the same effect as the administration’s proposal on program
costs and participaticr in fiscal year 1981. Since program costs are
highly sensitive to families’' expected contributions, the costs and
effects would be appreciakly different if the Sccretary were ,to
change the assessment rate on discretionary income, however. Sav-
ings would also be much smaller if social security student benefits
were eliminated, as proposed by the administration and adopted by
the Senate Finance Committee. Savings would decline in this case
for two reasons: there would be fewer social security benefits to
count as student aid, more students would become eligible for Pell
grants.

The Congress could consider other options to achieve Pell grant
program savings. For example, the two-staged reduction procedure
contained in the current law, or some variant, could be used. Or, as
in the strategy adopted in fiscal year 1980, all awards could be cut
by a given dollar amount. .

To control GSL costs, the administration proposes by. this July to
eliminate the in-school interest subsidy on student loans, to limit
borrowing to assessed financial need, and to raise the interest rate
on parent loans to offset all Federal costs. Because more than 50
percent of annual loan volume occurs from July through Septem-
ber, implementing the changes hy July 1 would realize half the
future savings associated with a full year of program activity.

The precise reduction in loan vojume would depend on the sever-

ity of the needs test. The CBO estimates have assumed that the -

combined effect of eliminating the in-school interest subsidy and
limiting eligibility to assessed need would cut borrowing by about
half. We also estimate that increasing interest on parent loans to
market rates would reduce borrowing by about half.

The administration’s proposals could also affect the supply of
private loan capital—from banks and thrift institutions. Requiring
-a needs assessment would add to the program'’s complexity and

diminish leaders’ yield per dollar lent, because although the aver-,
a%]e loan amount would go down, administrative costs for each loan,
w

ich are approximately the same, would not. These changes
would make the program less attractive to lenders and, as a result,
some students—particularly the most needy, who are generally less
preferred borrowers—could have difficulty obtaining loans. °
This subcommittee has been examining a propousal that, as we
_ understand it, would restrict loans t¢' students whose family in-
comes are below $25,000 or who have financial need, count social
security and veterans’ student benefits as financial aid rather than
as income, and increase from 9 to 14 percent the interest rates on
loans to parents. In total, the CBO estimates that the Subcommit-
tee's plan would reduce student loan volume by nearly 40 percent
and would affect primarily students from families with incomes
over the proposed cap, particularly those attending lower-cost insti-
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tutions. If it weré implemented by July 1, it would save $70 million
of fiscal year 1981 budget authority, although there would be no
outlays savings.

For fiscal year 1982, the administration would continue the Pell
grant program changes proposed for 1981 In addition, it would
increase the assessment rate on discretionary income and, in deter-
.mining the family contribuvion, would eliminate the deduction of
State and local income taxes. We estimate these changes would
maintain programs costs at about $2.5 billion. Approximately
575,000 fewer students would receive grants than in the 1980-81
academic year. -

The subcommittee’s Pell grant plan would continue the. 1981
program changes for fiscal year 1&32. As in 1981, it would have
virtually the same effects on costs and on participation as the
administration’s proposal. .

With respect to GSL’s, the administration would continue in
fiscal year 1982 the reductions proposed for initial implementation
in late 1981. Assuming a July 1 effective date, fiscal year 1981 loan
volume wouid be significantly reduced, yielding sizable budgetary

savings in fiscal year 1982. Since borrowing in fiscal year 1982 -

wou'd also be significantly reduced—by 50 {:ercent for both stu-
dents and parents—the CBO estimates total program savings of
$0.8 billion in 1982. ‘ .

In adopting -the reconciliation bill, the Sénate implicitly accepted
the administration’s GSL proposal, but with an October rather
than a July implementation date. As a result, the resolution as-
guxins?g?no SL savings in fiscal year 1981, but a $0.6 billion savings
in

In 1982, the subcommittee’s plan would continue the 1981 GSL
program changes. If these changes were imflemented by this Jaly
1, fiscal year 1982 savings would be $0.5 billion because new loan
volume would decline from $7.9 billion to $4.9 billion. Although
total program costs would still grow to $2.9 billion, only $0.4 billion
of this amount would be due to the new loans provided in fiscal
Kear 1982. If these changes were not implemented until October 1,

owever, fiscal year 1982 savings would be significantly less—about
$0.3 billion.

. The Congresa could reduce the growth in GSL program costs in
various other + rag's. One option would be to limit special allowance
E‘ayments to lenders. At present, private lenders receive a special
ederal allowance f)ayment that assures them a yield equal to the
91-day Treasury bill rate plus 3.5 percentage points—18% percent
on all outstanding loan capital in the last quarter. The aciual
amount -of savingsfrom reducing the ial allowance payments
would depend on the size of the reduct®n. Since special allowance
payments for new loans represent only a small portion of total GSL
cost savings would be modest at first, but they would eventually
grow. A disadvantage of this approach is that any significant re-
duction in the special allowance that was rot offset in some other
way—say, by allowing lenders to charge higher interest rates—
would make the GSL program unprofitable and could discourage'
lenders from participating. ) .
Another option—a variance of one of the administration’s pro-
~—would eliminate the in-school interest subsidy but would
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automatically defer payment of accrued interest until students
have léft school. If the Federal Government were to pay the inter-
est while students were in school—thus assuring lenders continu-
bus payments from the time the loans were made—initial savings
would be smali” But as the accrued interest was repaid, savin¥s
would grow appreciably. Although this option would minimally
increase the administrative complexity of the program, it shou]d be
possible to structure the changes in a way that still attracts lend-
ers o .

In conclusion, Mr. Chairman, the choices available for achieving
significant reductions in spending for student aid are quite limited,
and the time constraints on enacting new legislation—especially
any that is to become effective this July—are severe. The subcom-
mittee is tberefore confined to a few difficult choices and a rigorous
schedule. The CBO will try to assist you in any way we can during
the course of your deliberations.

Thank you, Mr. Chairman.

Senator. Starrord. Thank you very much, Dr. Rivlin, for your
very helpful statement.

I will state to my colleagues on the committee we will use the 10-
minute rule in asking questions. I am told there may be a vote at
11°0’clock. If that is so, we will have to recess the committee to go
over and vote. :

Your testimony includes the option of deferring and accruing
interest on GSL while a student, is in school to be repaid with
principal when the student graduates.

Practically, would nut the special allowance be paid on the cap-
italized amount of the loan while the student is in school, thus
diminishing a cost savings to the Federal Government as opposed
to savings achieved by requiring the student to pay interest while
in school? Could you tell us how much that “ould be?

Dr. RivLIN. Let me pass that estimate to Dr. Longanecker.

Senator STAFFORD. Let me say on any question that we ask you,
if you prefer to give us a response in writing, it may be done that
way. .

Mr. LONGANECKER. Let me give a brief capsule and, for the
record, I will prepare something more expansive. ’

lSénf,xtor StarForp., Could you pull the microphone up a little bit
closer? . .

Mr. LoNGaNECKER. Thank you.

To a great extent, the cost savings and the effeci on the demand
for loans would depend on how you structured any accrued provi-
sion. The administration, for example, has proposed that students
with the consent of lenders.could now essentially give less; howev-
er, the banks are able to compound and cap that interest to the
principal: That does not turn out to be a very attractive option for
the lender.

The specific option that we were discussing, offering here, is one
that would essentially not change the yield to the lender at all but
just have the Federal Government pay that interest while the
student was in school. They would not necessarily be capitalized, at
least in a compounding way, although, in effect, I think if I under-
stand your question, that is correct. It is clearly increasing the
level of debt that the student would ultimately have to attain.
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Senator Starronp. Dr. Rivlin, ane of the critical elements in an
of the plternatives that we are considering for modifying the GSL
[~ . progrant is the éstablishment of a viable paiental loan program

which few lenders have yet undertaken. - ..

. Can you give us your views on how we might encourage the
startup of this program authorized by last year’s amendments to
the Higher Bducation Act, and whether you believe it can, in the
short term, help to offset changes in the student.loan program?
. Could you also tell us if we were to enact & needs analysis
provision of S. 1108, for the GSL program, how much it would cost
- to open up the parent program to independent students and their
spouses? n ;

Dr. Rivuin. 1 think that is another question that we might want
to amplify for the record, but let me see what Dr. Longanecker
would like to say about it right here.

Mr. LoNGANECKER. Yes, in terms of estimating the effects, if one
opens it up to independent students, we could certainly do an
estimate on that. . )

As to how to make the program more attractive, i\ involves
making it attractive both to the potential borrowers and to the
lenders. And actually I suspect the lending institutions which will
be here to discuss the student aid programs this afternoon may be
in a better position to answer that question than we-would be.

Senator StAFrorp. We will expect an expanded answer on these
ﬁlrst two questions at your very earliest convenience, if you could,

- please. ' )

I am especially concerned that by imposing needs analysis, such
as that in S. 1108, for eligibility for GS , that we do not inadvert-
ently preclude students from farm families witkr farm assets over
$50,000 from borrowing under the program, as many farm families
may be wealthy on paper but not in reality.

Coula you inform us of what the additional cost might be to
waive for GSL he provision that excludes only the first $50,000 in
farm assets in determiring the family’s expected contribution?

Dr. RivunN. Clearly there is a problem with respect to farm
assets. .

We do not have an exact estimate of what waiving the farm
provision would do. Let me pass that one also to Dr. Longanecker.

Senator RANDOLPH. What 1s your name? ‘

Mr. LoNGANECKER. Dave Longanecker.

Yes, thete clearly are a number of families, farm families that
are excluded because of the value of their farm. I have heard it
said that a. 35-acre farm essentially disqualifies a family from
assistance. There are a number of factors that come into play here. .

[ Many families, they have a farm that is valued considerably in
excess of $50,000, but their own equity in that farm may not be

50,000 because they have leveraged some of that farm debt value

by purchasing equipment or they simply may be working off a
mortgage and not have that much into the farm themselves, so
"there are many factors that would come into account here.
In res to the eligibility for the guaranteed student loan pro-
am, if you had a $25,000 income cap, most farm families earn
ess than $25,000, at least currently, in our economy. And they
would still be eligible even t..ough they had expensive assets, as 1
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. understand the provision of your bill. Pell grants, on the other

hand, clearly, many of the students are affected by that asset limit .
on farms. 2t :

So within the farm community, farm families, a large proportion
of them may benefit from this; the overall cost effects cannot be
appreciable because only a small portion of our applicants live on
farms. .

Senator STAFFORD. Thank you. )

One of the options proposed in GSL is to allow all students to
borrow up tn their remaining needs to $2,500 for an undergraduate,
and $5,000 to a graduate student, with a fioor loan of $1,000. If
students demonstrated need below that amourt, that is to a thou-
sand, this might alleviate the situation you have described in
which lenders are reluctant to make loans below $1,000.

Could you give us your assessment ac this is a possible option
and, if available, a cost estimate assuming the rentention of the in-
school interest subsidy?

Dr. RivLIN. That is a hard estimate to make, although we will
make an effort, I think. It is probably a more refined estimate than
sur methodology allows us to make with greater conviction, al-
though we will attempt to do so. Limiting or excluding those who
borrow less than $1,000 would certainly reduce eligibility, although
it is probable that a lot of those students do not borrow now
because the lenders do not find it particularly profitable to make a
small loan. N .

Senator Starrorb. Thank you very much.” -

Senator Pell? .

Senator PeLL. Thank you very much, Mr Chairman.

I was struck in your testimony.where you stated that funding for
student assistance programs has not increased in real terms in the
last half decade, in the last 5 years. Yet, we are constantly con-
fronted by the Budget Committees of both Houses, with statements
that the student aid programs are always increasing. I guess what
we are talking about here are the differences betwegh real increase
and actual paper increase. In other words, inflation. Has there
oeen lowering of the real percentage or the amount of help that is
being given to students than existed in 1976?

, Dr. RivLiIN. That is right. .

The dollar amounts have increased rapidly. but when discounted
for inflation, the real amounts have not increased since about 1976,
alth(:iugh they did increase rapidly during the first part of the
decade.

Senator PeLL. Would not it also be a statement of fact that the
tuition increases in the colleges and universities on the average
have gone up at a rate considerably higher than inflation?

Dr. RivLiN. [ am not sure thut is true.

Let me turn to my colleagues or that.

I think over a long period they have gone up about—at the rate
- of inflation.

Senator PeLL. [ am thinking of the last 5 years.

Mr. LoNGANECKER. We will certainly provide that. It is my recol-
lection, however, that out of the last 5 vears, about the first 3 years
of those, the cost rise in higher education was below the inflation
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index and that the last 2 years they have \eeen higher but we will

be glad to check that. \ 0 . .

. Senator PeLL. Maybe you could submit that for the record, be-
cause I have heard the statements made, and maybe‘it is an

incorrect statement; but I would like to know whether the average

cost of tuition increase has gone up at a rate higher than the rate

of inflation. ' .

Senator PeLL. Dr. Rivlin, you stated in your testimony also sav-
ings in stdent assistance costs would be smaller if the administra-
tion’u onosal to ciiminate student social security benefits is
adopted. rhus if you take the converse of that, are you saying that
the cost to the student assistance programs would increase if we
adopt the administratien’s proposal?* NY

Dr. RivuiN. Certainly, not on balance, not in total, byt certainly
the number of students eligible for Pell grants would increase if’*
the social security grants were reduced. The administration has
taken account of that in their estimates of this proposal, or has
tried to.

Senator PeLL. Thank you. .

Senator Starrorp. Thank you very much, Dr. Rivlin.

Thank you very much, Senator Pell. -

Dr. Rivlin, we understand that it is necessary for you to leave
and the sulcommittee will certainly want you to go and carryout
whatever duties you may have. But we would appreciate it ifv Dr.
Longanecker and Ms. Kalcevic could stand by in the event we need
help from them, with the panels that are going to follow. -

ould that be possible?

Dr. Riviuin. Yes; I will leave behind my able representatives here.

Senator PeL. I also would like to sugmit a question in writing.

Senator Starrorp. The Chair will reserve the right of all mem-.
befs, without objection, to submit questions in writing fc- early
. answers so that those members who were not here ancfr may have
‘important questions can get them answered; is that agreeable?

Dr. RivLiN. That is fine. ,

[The following was received for the record:]. ¢




CONGRESS OF THE UNITED STATES
CONGRESSIONAL BUDGET OFFICE

w39

m Usnorable Rodere T. Stefford

. Chetreas
Subcenaittes on uuc-uu, Arge end Humanitise

Cosaittes oa Lador and fluoan lnmcu
Weshiagton, 0.C. 20310
PR

.

Dear %e. u'utnn:

3 It ves s pleasure to testify Ddasfors your Comilttee oL Hay 11.
Zaclossd ere the responsss to questioss that m and other Heubders of your

Committes reised at the hesrings. . -
- If we can be of further help %o you, please let se know.
\ﬂ:r best viehes, s .0
. - sinc_l;nly,
. ;g RVUN
| 2
-, . . 1 s .
: Allcs M. Rtviin
N o Director
s Enclosure
S
8 HaCD:ngmldunjb(Lﬂ-al) . »
v

,

“ay
S

Onited States Senmats . .

oATE § ofmct SURRANE

L.
’
.
.
:
> v ) .
.
3 »
. v ~ i
Ay v
§ . . -
v 4 .
53 . v
= . . .
. 14
> ‘
g ¢ !
2; g

i

e .-\z .;1:*;&‘ i
T
l—l
O
»
-
o0
~3
L3
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to Chairman Stsfford's Questions
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Your testimony includea the option of defarring a~d accruing intersst
on GSLs whila & student i{s in school, to de chclc with principal whan
the student graduates. Prsctically, woulda’t the special allowenca be
paid on the capitalized amount of the losn while the studant is in
school, thus diminishing the cost savings to the federsal goverament,
as Oopposed to savings achieved by raquiring the student to pay
interest while {0 school? Could you tell us hov much that would be?

o

Under most wvays of isplementing ; proposal that would allov students

_ to defer and sccrue interest on GSLs while in school, the ssvings achieved

from eliminsting the in-school interest subsidy vguld be partially offset
by other costs, such as increased special sllowance payments rssulting fros
larger debt levels and depracisted vslues of futurc repaysent streams. The
long=tera savings of approximately 25 cents per dollar losned (discountea
to 1982 dollars) resulting from elimination of the in-school interest

subsidy would be offset by increased costs of approximately 5 to 7 cents

per dollar losaed.

If accruing sad deferring were a private agreement betveen the

borrower and lender, as proposed by the Administrstion, the increase in

special allowsnca payments would depend on whether the federal govermsent
wers to pay thc@p«cial sllovance on only the original principal amount

borrowed, or on both the principsl and accrued interest. If special allow-

ance psyments were sade only on the amount'of outstsading loan principsl,

faderal costs per dollar loaned would not {incresse but volume probably
would, rthm increasing specfal sllowsnce psyments. It is unlikely, how—

ever, t.at lenders would willingly agree to these provisions since doing so
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would reduce lenders' long-term yisld on these losns. If students were
usable to aegotiate agresments with lenders to defer snd sccrue intersst
payments, many students would need to borrow enough mors to psy their
annual ln'utcu charges. For students whose borrowing was not constrsinad
by the saximus borroving asousts, the smount borrowed could be expected to
increase by 9 percent. The corresponding facresse in special sllowance
psyments would partially offset sevings from eliminating in-school interast

subsidies.

On the other hand, if specisl sllovance peysents were peid on borh the
original loen principel and the sccrued interest, lenders would be sssured
of & long term yield comparable to vh.; they currently receive, so they
would be more likely to make privets agrsemsnts with students to sccrue end
defer interest. Even under these cond.luons. however, lenders would have
reduced current cesh flovs, so many of them might still refuse to n;gotlate
sgreements to defer end gccrue interest. If lenders wers to refuss to
allov students to defer end accrue intersst, sany of thes would need to
borrow en sdditioasl azount to pey their snnusl intersst costs-——presuaing
they wers 2ot already borroving the maximum amount allowed. Again, overall
loan voluse would increase, as would <he requisite speciel allowance

peyments.

Under enother opzlon——vhlgh vas discussed in our testimony-—loens
would eccrue > ercest from  the time they were originated, but these
interest cherges would sutomaticelly be deferred until the etudent left

school. To ensure thet the supply of losns would not be disrupted due to
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¥ -
teduced returns for lenders, the federal government would continue to pay
the iaterest amounts vhile the students were in school, but would recoup
these costs when the loans entered repayment. While this option would not
achieve large sevings until the deferred interest payments were repaid,
future savings would be significent. Even if the federal government were
pu.;l back the full amount Oof deferred interest et the time that the loan
eatered repayment, however, ‘c cost to the federal govermment-—over end
sbove the speciel allowance payment--would remain if the federal cost of

borroving to pay the interest subsidy exceeded the amount of intereat

. earned on the loans. '

E

Q- 1 am especially concerned that, by imposing needa snalysis such as
thet in S. 1108 for eligibility for GSLs, that we do not inadverteatly
preclude students from ferm families with farm sssets over $50,000
from borroving under the program, as many far families 22y be wealthy
on paper but not in reelity. Could you {inforas ua of whet the
additional cost might be to waive, for GSLs, the provision that
excludes only the first $50,000 in fara assets in deterzining the
fanily's expected cecatribution?

Eltminating any expacted family contribution from the esset worth of
family feras would increase the proportion of farm children ettending
college who would be eligible for oSLs. The aggregete impact on program
costs, however, would bc minimal because only a small portion of students

come from farm families, and only e portion of these students would be

effected by a $50,000 cap on the fara asset exclusicn.

LRIC 3u
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Mot sll children from families whose farms are worth sore than $50,000
world be ineligible for GSLs. Equity in the farm, not the full value of
the property, would be used to dctenlxnc the expected family contribution.
Although farms say be valued at auch more than $50,000, families' equity in
the fars ssy de less if the funic: have large mortgages on their property

or squipment.

Under the Subcommittee'a proposal, the asset exclusion would not
affect GSL borrowing by most fara children because their fanilies genera{lly
have less thsn 525,000 fa adjusted grose income; therefore, . = children
would be eligible for loans regardless of the value of the fsras. On the
other hand, the 550,000 asset exclusion would limit GSL eligibility for

students from farsa families if the Adainistrstion's needs-based GSL

proposal were adopted.
T

Q. One of the critical elements in any of the slternatives we are
considering for modifying the GSL prograa is the establishaent of a
viable parental loan prograa, which few lenders have yet undertaken.
Can you give us your views on hov we might encourage the start-up of
this program, authorized by last year's asendments to the Higher
Education Act, and whether you believe it can, in the short tera, help

-~ to offset changes in the student loan program? Could you also tell
us, i1f we vere to ensct the needs analysis provisions of S. 1108 for
the GSL prograa, how much wmore it would cost to open up the parent
program to iandependent students and their families? .

As 1 mentioned at the hearing, the CBO is not particularly expert in
how to make the psrent loan prograa work or in assessing whether it is

likely to be a viable alternative to the student losn prograa. I would

ERIC Y :
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recomaend vorking vith lenders, stste guarsntee agencies, snd the Educetion
Department to determine £f end how this program can be designed to best

sccomplish its objactives.

e do know st this point that isplementstion of the parent loan

progras has been sluggish snd thst many lenders have expressed reluctence
¢

to participate in it. As s result, we snticipste relstively lov levels of

parentsl borrowing in fiscsl yesrs 1981 and 1982.

We estimate that extending eligibility for psrent losns to hindependent
students would incresse borrowing by approximately $200 wmillion, which
would increase program costs by $2 million in fiscal yesr 1982. Virtually
8ll of the incressed demand would come from students who would alresdy be
bo:ro;iing the maxisum elloved amount in the atudent loan program, but who
would li:ke to borrow more. Few independent students would be expected to
borrew only in the parent losn program, because the terms of parent losns
sre 80 such less sttractive than the terms of student losns. We estimste
that 20 percent of undergrsduate borrowers and 50 percent of graduate

borrovers sre independent students, and that 10 perceant of these students

would slso borrow in the parent losn program.
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Q. One of the options proposad in GSL is to ellos all students to borrow
up to their remaining need, to $2,500 for ar undergrzduate end $5,000
to a graduate student, with a “floor” loan of $1,000, 1f students
demonstrated need below that amount. This might alleviste the situa=-
tion You have describad fn which lenders are reluctant to make loans

“below $1,000. Can you give us your assessment of this as e possible
option, and if evailable, a cost estimate, assuming the retention of
the {n-school interest subsidy?

We estimate that liaiting borrowing to remaining need would reduce
loan volume by 50 percent and the number of borrowers by 40 percent. If
all students were allowed to borrow up to $1,000, regardless of need, many
additional students would spply for losns. If lenders were willing to
provide loans of $1,000, we estimste thst as many a8 1.4 million additional
students would want to borrow, thus incressing loan volume by $l.4
billfon. But lenders are nr: likely to make $1,000 loans readily available
because their yleld is relatively small on loans of this size. If banks
were willing to provide $1,000 loans for half of the 1.4 million students,

loan volume would increase by $0.7 billion, which would fncrease fiscal

year 1982 program costs by approximately $60 millfon.

Responses to Senator Pell's Questions

Q. How have college costs grown over the past five years, relative to the
cost of living?

Over the past five years, average college costs have not increased. as

rapidly as the cost of living, as measured by efther the Consumer Price
Index (CPI) or the Personal Consumption Expenditures (PCE) deflator (see
Table 1). This result is consistent with findings reported in previous CBO
papers that indicste that the burden of college costs on the average

student haa not increased apprecisbly over ‘the past decade.

33
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" TABLE 1. INCREASES IN TUITION COSTS, THE CONSUMER PRICE INDEX (cr1), anp
THE PERSONAL CONSUMPTION EXPENDITURES (PCE) DEFLATOR: 1976-1980
(In dollars)

Average Tuition Costs Ccrl PCE Deflator

Percent Percent Percent
Aanual Annual Annual
Amount Change Amount  Change Amount  Changs
1976 1,150 —— 170.5 — 1,084 ——
1977 1,238 1.7 181.5 6.5 1,206 11.2
1978 . 1,319 6.5 195.4 7.7 1,349 11.9
1979 1,422 7.8 217.4 11.4 1,511 12.0
1980 1,551 9.1 246.5 13.4 1,670 10.5

Change froam

1976 to 1980 401 34.9 76.0 44.6 586 54.0

SOURCES: National Center for Education Statistics and Economic Report of
the President.

Average tuition charges, however, do not necessarily accurately
reflect the cost increases with%n,cpgs:fic sectors of higher education. To
some extent the ifncrease in average }bots has been held down because a
higher proportion of students are attending less expensive institutions,
'pnr:icularly two-year public community colleges. At many types of institu-
tions, tuition and fees have increased more rapidly than either the Con~
suner Price Index or family 1;c4me. i although these increzses have ;;t
§rovu as rapidly as personal consumption expenditures. Cost increases have

varied appreciably within both the private and public sectors. Yor

exanmple, from 3967 through 1977 among five groups of institutions, costs

1. See, Carol Frances Van Alstyne, Is There or Isn't There a Middle-
Income Crunch? (American Council on Edu.ation, 19/9).

E l{l‘,ckﬂll-fﬂn O—8§1 =3 3 ‘1
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— . roee proportionally ost rspidly for the Ivy League snd the Seven Sisters
schools snd less rapidly for public lastitutions in the Pscific Eight, Big

Ten, and Southesstern Conferences.2

If 1 am not mistsken, the Administrstioco snd the Congressional Budget
Office use different ecooomic sssumptions in estimating the costs of
programs such ss Guarsatesd Student Losas. If we used the
Adatoistrstion's economic assumptions for Tressury b111 snd interest
rates, and if we did oot siter the Guarsateed Student Loso program st
s11, whst would be the cost of this program ian fiscal yesrs 1982,
1983, sad 19841 ' .

All of the estimates provided in the testimony are based on Serate

Budget Comaittee (SBC) ecoooaic sssuapticos. The tsble below provides

estinates of vhat the curreot GSL prograa, if not chsnged, .would cost in

fiscal yesrs 1982 through 1984 under both the SBC acoooaic sssumptions and

the Adaioistrstion's economic sssuaptions.

COSrS OF THE CURRENT GSL PROGRAM UNDER DIFFERENT ECONOMIC ASSUMPTIONS

1942 1983 1984

S$BC Econouic Assumptions BA 3,439 4,118 4,568
0 3,247 3,955 4,470
Adain. strstion's Ecooccmic Assimptions A 2,799 3,204 3,668
o] 2,725 3,106 3,555

0]

2.

ERIC
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®

-- Qs+ In your testimony, You discuss -the possidility of cspping the special -

sllovance thet is psid to lenders. In your snelysis of where interest

Tates end the cost of money may be going in the naxt few yeers, do you

have s suggestion es to whet a reasonebla cap might be.

lo our testimony we discussed ~thc possibility of limiting gpeciel
cilovlncc peyments to lenders. Two weys in which they could be limited
sre:

o 1Inpose & maxiaum cep oa speciel eallovsnce retas, or

© Ravise the special allowence formule to reduce landers' yield.

Liniting speciel allowsace payments by imposing e maxiwum cs) oa the
epeciel sllowvsnce retes used to deteraine psyments to lenders could reduce
progras costs, but its infiexibility to chenging aoney market conditions
slso would seriously jeoperdize the evailability of losns to eligible
students. Any csp, once in effeact, would make GSLs less lttrui‘ivc to

lenders in compsrison to other loens and investaent opportunities for which

ylelds were not constreined. As o result, lenders would likely shift at

lasst s portion of their current atudent losn cepitel into other banking
sctivitiaes. Por example, imposing the same cep on spacial ellowsnce raetes
thst existed prior to the fourth quarter of fiscel yaar 1979 (e 5 percent
cep on 7 percent loens end a 3 parcent cap on 9 parcent loens) would reduce
lenders' fiscsl yeer 1982 yield on GSLs from 16.5 percent to 12 percent. A
reduction of this magnitude would achieve significsnt cost sevings--
epproximately $100 million in fiscel yeer 1982 on new loa voluse elone,
even {f the amount borrowed did not decline, end mich greeter savings if
borroving were reduced. It is likely thet borrowing would decline appre=
clebly, beceuse faw lenders would be likely to continue participsting

ectively in the CSL program if their ylelds were reduced by this amount.

Aruitoxt provided by Eic:
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An slternative vay of controlling npccl;l allowence costs would b; .to
change the forsuls for determining lenders' overell yield on GSLs. Cur-
rently lenders ere essured ¢ yleld thet variee with the 91-day Treasury
d1ll rates and is equal to the bond equivsle 1cy rete ot'thcu Treasury
bills plus 3.5 percentage points. It may be possible to reduce this yield
somevhet sad .‘:‘m essure lendere ¢ yleld sdequete to keep theam ectively
perticipating l'n the program. Some evidence suggests, thet the speclel
ellovance rete co\;ld be reduced by 0.5 to 1.0 percentsge poiants .vithout
eliaineting I:cndcrn' sargin /for arofit in the progran. The cost sevings
essocieted with such & chsnge would depend grestly upon whether tt:c revised
speciel ellowence epplied only to new loens or to ell outstendiag loen
volume. - If epplied only to new I.?nn volume, s 0.5 percentsge point (50
besis points) reductfon in the specisl ellowence rste would reduze fiscel
yeer 1982 costs by only $20 million. On the other hand, 1if spplied to
peysents on ell outstsnding losn volume, reducing tne specisl ellowence
rete by 0.5 percentege points would reduce fiscsl yesr 1982 psyments
epproximately $100 million. If lenders restricted the supply of loens

because their Yields were reduced, costs would decline even more.

o ro
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Reeponse to $enator Randolph's Question

Q.  What wvould be the effact of adjueting the fanily eize offest allovence
in fiecal yesr 1982 to eccount fully for infiation between 1980 end
19821

The CBO setimatee that under 8. 1108 the Pell Grant progras would coet

$2.5 billion im fiscal ysar 1982. This eetisate sesumee that the faaily
» size offeet (f.s.0.) allowsnce would coatinue to be fully adjueted {n®
future years to account for {aflation. If, on the other hand, the
Adainistration’s proposal were adopted, snd the f£.8.0. wers incressed
betvean riecal year 1980 and 1982 by oaly anough to offeet {nflation from
1981 to 1982, benefite (end progrsa coete) would be reduced by an addi~

tional $166 million. .

Senator StArrorD. Thank you very much.

The committee would now invite the first of our two panels to
take the }vitness chair—witness table, we should say——

ause.
nator STAFrForD. Dr. Rivlin, could you wait just a minute?
I understand Senator Randolph, who had to leave the room, may
have a question or two after all. So we will withhold a minute.
ause,
nator STAFFORD. Dr. Rivlin, we see the Senate has started a
vote.

Would it be possible for you to remain long enough for Senator
Randolph, after we return?

Then, ladies and gentlemen, we are goinf to recess the commit-
tee simply long enough for Senator Pell an myself to get over and
vote and come back, which I would estimate will take about 15
minuter.

Recess.)

nator Starroi  The committee will please come to order.

In order for participants to anticipate what the committee may
do, since between rollcalls and other things, we are going to find
our hearings are overrunning the time we have allotted, it wili be
the Chair’s intention to call the second panel first, after Dr. Rivlin,
since the second panel is made up of ple who are out of this
area and the first panel is not. It is al;;go the Chair’s intention to
run through until we have finished, if we can do it by 1 o'clock,
rather than break for lunch earlier. I hope that will be agreeable
w0 those who are here.

Having said that, Senato. Randolph, Dr. Rivlin has remained
‘and is available to answer <}uestions for you.

Senator RANDOLPH. Thanlk you very much, Mr. Chairman.

Dr. Rivlin, I am now passing a gleasantry; I think you are one of
the most knowledgeable and capable individuals that I have met in
Government, and that would mean that you are always on an even
keel as to subject matters; your position withir the organization,
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within Government, has given you an opportunity to help many
members of the Congress better to understand our problems.

If budget cuts in the lvan program are made, as recommended in
the budget, how many students do you estimate—and it could only
be an estimate—would be forced to leave this program nationwide?

Dr. RivLIN. We dealt with this to a limited degree in the testimo-
ny, Senator Randolph. .

For 1981, if I can find the rest of it—:et me wrn to Dr. Longan-

zer. I guess we do not have the 1981 r umber in thore.

Mr. LoNGANECKER. We estimate the requction wil' be about 50
percent of the number of borrowers; actually, 1t turns out to be
about 40 percent of the borrowers; 50 percent in eligibility. 40
percent brings it down to $3.35 million to $2,200,000; it is a reduc-
tion of about 1.4 million students in borrowing in 1981. .

In 1981, it is a 50 percent reduction, although it is not quite as
large because you are only d-aling with the Borrowing of the ‘final
quota of the year.

Senator RanpoLpH. You are speaking now of the guaranteed
student loan when you made this comment?

Mr. LoNGANECKER. That is correct.

Senator RANDOLPH. Is that right?

Mr. LONGANECKER. Yes.

Was that responsive to your question?

Senator RANDOLPH. In part, yes.

I want to continue it.

What is your feeling about that reduction?

Dr. RivLIn. Well, it is not my job to have feelinss about reduc-
tions. It will certainly—it will disappoint 'many students, it would
nresumably be concentrated in those who need it least and have
other sources of funds, but it will make it difficult for many stu-
dents to finance their education.

Senator RanporLpH. What about the college I spoke of as an
illustration? T

Dr. RivLiN. I am not familiar with therexact situation at Salem
College, Senator Randolph, but certainly for small, private institu-
tions that have a large proportion of their student bodies on stu-
dent aid and I suspect this is one, it will mean very difficult
readjustment.

Senator RanporpH. | pointed out one source of giving which is

not available to us. You understood that? .

Dr. RivLIN. Right.

Senator RaANDOLPH. And that comes with the smaller college,
usually, the independent private college, because added to no State
aid, there is this additional lack of aid which can come from any

so-called body of church membership represented in the college

that I speak of, my own, so you realize that you are ccmpounding—
not you, but there is the compounding of this problem as it affects
certain institutions of learning in the country that have no State
aid and have no body of a church constituency. as we would call 1t,
to help with the giving process, and-so it is an accentuated problem
that faces many independent institutions of higher learning in our
country. . .

I know of many, many cases, but I am thinking of one, with
which I am most familiar, where I am personally involved—gradu-

.

39 .




35

ated after being a student; and where I have been a member of the
“ board of trustees for more than 50 years, although I am not at the
present time. )

But we are in a place where we are frightened by the possibility,
Dr. Rivlin, of college closings; of closing institutions which are very
productive in their work and where young men and women need
the opportunity to continue their studies in the college of their
choice. These matters are deeply felt by many of us; we have just
had an amendment voted in the Senate; I would be interested in
knowing if a member of the staff would check the vote for me, the
Moynihan amendment, in which he attempts to remove certain
moneys from mass traasit and to place those moneys back in the

rogram of student loans; so there will be continuing effort, even
geing made at this time, in reference to the budget votes in the
Senate, that is indicative of the seriousness of the financial situa-
tion for which we are attempting to find an answer so as aot to
decimate the student aid section of the Higher Education Act.

What is your estimate on the cost of indexing the family subsist-
ence allowance for fiscal year 1982; that would be the academic
year of 1982-83, for, the Pell grants?

Dr. RivLIN. Let me ask my colleagues if they have an estimate of
that. If not, we will supply it for the record.-

We have attempted to break down the various pieces of the'
chénges, and, David, do we have it? .

Mr. LoNGANECKER. This is in 1981 or 1982, sir? :

Senator RanpoLpH. 1982, That would be an academic year of
1982-83, of course. For the fall of fiscal 1982. .

Mr. LoncANECKER. Roughly, it looks like about $100 million. sir.
would be glad to refine that estimate when we get a chance.
Senator RANDOLPH. What is the total now? Lo

Mr. LoNGANECKER. What is—excuse me?

Seniator RANDOLPH. What is the total of the Pell grant costs?
3 -Mr. LONGANECKER. OK.

gr_x that year, it depends on which option you are sfarting from as
a base.

Senator RANDOLPH. | am not starting from any option.

Go back to when it was in effect. :

Mr. LONGANECKER. OK.

The program is currently estimated to cost "about.$2.5 million—
billion, excuse me—3$2 5 billion to $2.7 billion. The progran* around
tha. wou(d be about $23 billion, the program 1108 would cost
about $2.5 billion.

Senator RanpoLpu. Dr Rivlin, do you and your colleagues be-
lieve that loan éligibility should be based on the remaining need
only without a family income cap and, if so, why?

Dr. RivLiN. The CBO does not make recommendations about
policy matters before the Congress; that I cannot answer directly.
Fortunately for us. it is up-to you to make these difficult decisions.
It is not our-job. .

Clearly, if the Congress wants to use fun’ available to aid the
most needy students, then this is one way tu do that; is to limit the
eligibility for GSL’s in some way, to make it a need-based program,
again, as originally it did have an income limit on it.

Senator RANDOLPH. So th.ere would be savings achieved?

Q
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Dr. RivLIN. There would be savings achieved by doing this and it
would tend to target the Government’s subsidies on the needier
students, those who have least access to other kinds of funds.

Senator RanoorrH. Thank you, Dr. Rivlin and your associates.
We will be talking to other witnesses, Mr. Chairman. ;

Senator Starrorp. Thank you very much, Dr. Rivlin. If you could
leave your two associates behind, it would be very helggul to us and
we are very grateful to you and all three of you for being with us
this morning. ) .

Dr. RivLin. Thank you, Mr. Chairman.

Senator RanporpH. I would like to inquire, what was the vote
that I requested? !

Senator STAFFORD./ﬁle vote that you are questioning was for
Moynihan 30; opposed, 55. So the Moynihan amendment lost.

Senator RanpoLPH. Yes, which I expected it to do.

I supported it.

Senator StaFForp. It put you and I in a rather difficult position,
since it was taking $200 million away from the committee over
which we have shared joint responsibility to make part of it availa-

. ble to this subcommittee.

The Chair would ask the second panel—since that appeared to be

agreeable and nobody objected, if they would take the witness

- table, Mr. Douglas R. Seipelt, president, Colorado guaranteed stu-
dent loan program, Denver, Colo.; Mr. John Barrett, assistant vice
resident for student loans, Chemical Bank, New York, N.Y.; Mr.
obert Spiller, president, Boston Five Cent Savings Bank, Boston,
Mass.; and Dr. Gordon K. Davies, director, State council of higher
education, Commonwealth of Virginia, Richmond, Va. L

‘()}entlempn, do you have a speaking order in which you préfer to
go! T

STATEMENTS OF DOUGLAS . SEIPELT, PRESIDENT, COLORA-
DO GUARANTEED STUDENT LOAN PROGRAM, DENVER, COLO;;
JOHN BARRETT, ASSISTANT VICE PRESIDENT FOR STUDENT
LOANS, CHEMICAL BANK, NEW YORK, N.Y.; ROBERT SPILLER,
PRESIDENT, BOSTON FIVE CENT SAVINGS BANK, BOSTON,
MASS; AND DR. GORDON K. DAVIES, DIRECTOR, STATE
COUNCIL OF HIGHER EDUCATION, COMMONWEALTH OF VIR-
GINIA, RICHMOND, VA, A PANEL

Mr. SeipeLT. I believe, Mr. Chairman, I will be leading off for my
distinguished colleagues.

Senator StarFrorp. All right.

Before you start, and in view of the fact that we have to finish by
1 o’clock, the committee would ask you to observe that svop-and-go
system we have there. It is not really very satisfactory but it gives
you four minutes to the yellow light and 1 minute to that, and
ygilr full statements will be placed in the record, if that is agree-
able.

Mr. Seipert. I am Douglas R. Seipelt, president of the National
Council of Higher Education loan programs and director of the
Colorado guaranteed student loan program. The National Council
draws its membership from the 46 State-guaranteed and direct-
lending agencies, from major commercial lenders participating in
the guaranteed student loan program, from principal members of
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the revenue-financing and loan-servicing communities, .and a
number of other associated groups.

The council and I appreciate the chance to share with you our

thoughts concerning potential changes in the guaranteed student
loan program which could result from the Federal fiscal yzar 1982
budget process,
- As you know, the guaranteed student loan program is a classic
example of Federal expenditure leveraging large amounts of pri-
vate capital for social purposes. This Federal expenditure for fiscal
year 1981 new loans was approximately $500 million and leveraged
over $5 billion in new private capital from the comme cial lending
community.

The GSL came into being from the Federal perspective in 1965
with the passage of the Higher Education Act. Even then, 16 years
ago, it was conceived as a program to support the credit financing
needs of middleclass America in meeting the total costs associated
with higher education. Today, that concept has not changed and in
reviewing our overall economy I can safely say we now need it
worse than ever. :

In the early 1970’s, access to higher education became a national

goal so much so that in 1976 Congress passed legislation to help

tal for financing higher education costs. Again in 1978, Congress
moved to expand eligibility through the Middie Income Student

prerequisite to loan y—-As-your may remember, until 1978,
~—we dlways defermined eligibility for in-school interest subsidy via
an income cap limitation, for example, $15,000 in the early days
and $25,000 from 1976 until MISAA.
* _ Today, through congressional legislation, State agency hard work

' and lender acceptance, we have a mature student loan program

" which provides access to higher education nationwide through rea-
sonably priced credit for students. This along with many years of
double-digit inflation, which has eroded parental and student dis-
cretionary income, escelating educational costs, and a national
social goal of open access, has created a situation where the Ameri-

", can educational economy relies in large part on the availability of
- guaranteed student loans.

But at the same time the overali costs of open access through
low-cost credit is taking.a larger and larger share of the Federal
education budget. I would like to point out though that in”our
opinion this cost over the last 2 years has not blossomed because of
fraud and abuse, but is due to the establishment of 22 new State
agencies, mandatéd in the 1976 congressional amendments, and
more importantly to extremely high national interest rates< The
interest rate escalation is unparalleled in our recent history, and
has pushed the Federal costs associated with the guaranteed loan
program to exorbitant levels.

We recognize, pursuant to our national fiscal goals, that the
number of students who can borrow under this program just be
limited to control Federal costs.

In this regard, I understand there are two bills which would
reduce the number of eligible students who can participate in the
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rogram: Senate bill 1109, which is-the administration’s bill, and
nate bill 1108, which is your proposal, Mr. Chairman.
(- I would like to very shortly discuss Sepate bill 1109 in terms of .
the National Council’s position. :

We cannot stand by in.terms of delivering the program in rela-
tionship to proposals that are in Senate bill 1109 concerning the -
way the program would be administered. The program in 1109 is
generated to change the program in two main ways: No. 1, elimi-

. nating in-school interest subsidy and, two, reducing the amount of
the loan to something called rem+ining need. :

Removing in-school interest subsidy has two effects:

The first is that it makes the credit very costly to the student.
For example, a student who borrows $8,000 over 4 years will accrue
$2,269 in interest before he begins repayment and will repay
$15,610 for the $8,000 he borrowed. Many potential students may
decide this amount of indebtedness is not cost effective. In addition,
delinquency and default problems will inc..ease as the student debt
grows. We believe that is truly a very costly program to.students.

,  The administration’s proposal for recovering the in-school inter-
est includes accruing, capitalizing, or billing the interes.. This
would present lenders with major administrative probiems. Many
lenders, which we utilize today, would not participate under these
new operational criteria. We are gravely concerned that if these
changes are required, the availability of credit financing of higher

| _education_may collapse entirely. “Re:naining need” is another issue — —-
which will have the effect of shutting out middleclass students
from credit availability. Remaining need is calculated by subtract-
ing from the cost of education, the expected family contribution,
and other student aid to approve at a cost figure not covered
through all sources.

It is fallacy to assume that in today’s economy a four-member
family with $22,000 in income will have cash resources each Sep-
tember 1, for each of the next 4 years, to fund a $2,000 need
analysis expected contribution toward the cost of education. The
credit advanced through GSL has always been the mechanism ~
which for many families cover the expected amount not available
through savings or current earnings.

Need analysis assumes, and I underline “assumes,” that families
have cash in savings or checking accounts to fund computerized
need analysis assessments. I believe that without credit for most of
middle America, those funds are not there.

1 have dwelled to long on the administration’s proposal, but it
must be clearly understood the National Council of Higher Educa-
tion loan programs feels very strongly that Senate bill 1109 wiil
hurt middle<lass America very badly and will create a new needy
class. That class is those families whose needs analysis says cash is
there when in reality it % not.

- We ~af>p1aud your efforts to reduce the GSL program in a more
equitable manner by reducing the eligible population, but keeping
the program available for the truly needy middle class who need
credit financing for higher education.

The National Council advocates an income ceiling of $35,000 with
eligibility for students with fa'nily incomes over t%tat figure based
on a need analysis. .
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We have consistently fought any recommendation of needs analy-
sis for all Students because of the lack of sensitivity toward expect-
ed versus real family contribution at the low to middle income
levels. In the twenty to mid-thirty thousand dollar income range,
we cannot equate expected parental contributions to actual cash. It
is our contention that families over the $35,000 income level may
not have the parental contribution available in cash, but are in a
much better position to secure more expensive credit financing
outside the GSL environment.

We feel, though, that a $25,000 adjusted income is too low given
all the aforementioned problems of inflation and costs, however, we
support the concept of limitin, program aligibility through an
income level.

We support Senate bill 1108’s positicn on social security, VA and
the independent student reductions. It is much easier to count the
aid resources and limit leveis of indebtedness than to exclude stu-
dents from borrowing at all.

The Council has two other positions which you might wish to
examine:

First, eliminate all deferments except the in-school and unem-
ployment deferment, and;

Second, eliminate the newly enacied 6-month grace period after
deferments. e C

~" ""Oiir calculations show a potential saving cf 331 million for fiscal
year 1982 in these two areas which could be used to increase the
ievel of the income ceiling.

There is one problem concerning implementation ddtes which I
would like to share with you. Senate bill 1108 carries a July 1
implementation date, which we feel could bring the current GSL
processing to an abrupt halt. We are now processing loans for the
fall and any changes which might retroactively effect loan Guaran-
tees would drive lenders from the progran: and delay disburse-
ments.

Whatever changes arc enacted by Congress will require adequate
leadtime for implementation or many students will fall short of
their financing plan this fall. We implore you to look at an effec-
tive date which would more closely resemble the manner in which
you implemented the 1980 Education Amendments; such as loans
which are for periods of enrollment which begin on ¢ after Octo-
ber 1, 1981. ‘

We know you share our ccncern for the importance of the credit
financing mechanism for higher oducation in the form of the guar-
anteed student loan program. Lack of credit to students, higher
education institutions and their communities could have detrimen-
tal long term effects on the goals of our citizens and that segment
of our economy.

We applaud your support of the guaranteed student loan pro-
gram andpsupport your concepts in limiting its growth.

We thank you again aad will answer any questions you might

\ have concerning our position.
Senator Starrorp. Well, thank you very much, Mr. Seipelt.
Mr. Barrett, do yon wish to go next?
Q Mr. BARRETT. Yes, sir.
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Mr. Chairman, members of the subcommittze, 1 thank you for
the opportunity to testify under the studenr loan program.

I am John Barrett and the officer in chaige of the student loan
program at the Chemical Bank.

Chemical Bank is a lender in student loans in New York State.
We have at the present time 60,000 student borrowers on loans,
totaling $230 million. We participate in two programs: the New
York State higher education and the united student aid program.

The major portion of our loans are made under the New York
State higher education program. We project that by year end 1981,
our outstanding loans will' total in excess of $300 million. In New
York State, Chemical and other lenders have made a commitment
to the student loan program in the past and hopefully will continue
to do so in the future. Since Congress passed the 1979 amendments
which removed the ceiling and permitted the allowance to reflect
the current market rate, student loans have given the lenders a
fair return on their investments.

Major changes in the program could have an adverse effect on
the return that the lenders presently receive. This would be par-
ticularly so in the case of small lending institutions. The result
would be the elimination of small lenders to the program and the
total concentration of student loan volume by the large lenders.

———--—Specifically, T armr referriny 16 thé elinination of the subsidy and

the alternatives available for collecting such interest. One proposed
alternative would be the monthly, quarterly, or periodic billing and
collecting of unsubsidized interest by the subsidized institution.
This is something that I have had some personal experience with.
Back in 1972, lenders were required to bill and collect unsubsidized
interest. The results were disasterous. In most cases, the interest
was not paid by the student and collection and default proceedings
had to be followed.

For the most part, this process was done manually since elabo-
rate and expensive computer systems were required to perform the
billing and followup required. Chemical Bank assures the getting
out of the loan program.

In New York, we were extremely fortunate to have a State

.agency take over this very burdensome job. If the lenders were

again required to bill and collect the interest. I feel that many
%enders, particularly the small lenders, would discontinue student
oans.

Another proposed alternative would be the capitalization of in-
terest during the in-school and grace period. Again, the smaller
lenders would be unable to wait 4, 5 or more years for return on
their investment and, consequently, they wéuld be forced out of the
loan program. Only Iarge lenders would be in a position to wait
until repayment commences.

I am not aware of any type of consumer loan in which a borrow-
er can defer payment for a period of time that can exceed 4 years.
The effects of capitalization would be greatly reduced by the
number of lenders in the program.

Let me comment briefly on current loans.

If the rate on currenu loans to be fixed, and today the rate is 17
mrcent and next month the rates are at 14 percent, next year at

_ EKC
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18 percent, it could commit the lender at a mix of many different
rates.
Chemical Bank fully intends to support participants in the cur-
rent loans, provided the rate is comparable to student loan pro-
- grams. A fixed rate of 12 or 15 percent to be paid by the current—
Is reasonable, providing there is also a variable rate tied to current
market conditions to assure the same return on current loans that
we receive on student loans." )
I’ would like to also mention that the 1980 amendments which
- grant a 6-month grace period after each deferment is, in my opin-
ion,-unnecessary and should ve eliminated.

changes on the student loan program. .

you.
Senator Srarrorp. Thank you very much, Mr. Barrett.

Who will go next? :

Mr. Spiller? )

Mr. Spiier. I am Robert Spiller, president of the Boston Five
Cent Savings Bank. We are the largest savings bank in Massachu.

setts and I think the second largest student-loan lender in Massa-
chusetts, but being a large savings bank today do2s not mean much
any more. My work has been in housing in the past, this past year,
Just to—because the thrift bank is very different from the Chemi-
cal Bank; it is a different operation, which it is important that both
views be heard, although they are similar. This past year, we did
under. 6,000 loans in an amount over $15 million, and currently we
are processing, in the first 5 months of this year, about $7 million
in current new loans to students. I would talk some policy; I do not
have a prepared text. I would rather respond to some—the issues
that I think a.e important. I can lénd money to students; I can seil
the loans and I can relend again and keep a fairly substantial flow
of dollars available to a very large student population in our indus-
try. I believe there is some tightening down that needs to be done,
either through mandating of some minimum amounts, either
within the O&x)-ogram or by a lender; I believe that people who earn
over $200,000 should not come in and borrow student’ loans, ané I
see that abuse and I .could cite you many examples of something
that has been an abuse. -

A few years ago, when we could not track down Wwhere a student
had moved to because the school would not give out the address—
things like that have tightened down, but there are more things
that need to be done. .

The question of interest subsidy; I do not reaily think it .is a
uestion. If the interest subsidy (i’oes not continye in its current
orm, or something comparable, the lender, such ‘as myself, could
not participate in the program. Interest to us cannot be capitalized.
It has to be earned and received in a timely manner, simply
because the industry that I am in is in battle sufficiently well now

that it cannot afford loss leaders.

I think a question is always asked: Why are we in the student
loans? Rather than wait, I will' answer the question. up front. We
are in the student loan-business because it is of benefit to our
i economics; it provides to our institution some future customers,
» C{hich is very important; we are in the retail business., :

- ERIC.
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It provides us with a liquid portfolio because we sell all of our
student loans so that we can take care of a lot more kids and
within the charter of what we do, we are dedicated to housing and
therefore we would also be dedicated to student loan lending; oth-
erwise, we should function as a different institution, as you know.

I think there are a couple of things that could well be reviewed. I
think within Sallie Mae, I think some significant achievements
could be achieved in the area of servicing. I think there are too few
people servicing Sallie Mae loans. I think some cooperative effort
in software, and then putting up the bid, more people to get in-
volved in servicing and letting these people buy the software pack-
ages in Sallie Mae.

I think there are some practical things that could be done to
simplL.fy some of the cost of servicing and I think also there ought
to be some review of some of the guidelines that Sallie Mae lives
with; I have wat.ned housing grow; I have watched Ginnie Mae
and Freddie Mack grow and I do not like to see the tail wagging
the dog, if that is the right way of putting it; because I think they
are a service agency and should not be the agency making the
basic decision; that should be coming from the education side and,
the final comment I would make is, in the world of housing today,
the typical piece of paper or pieces of paper necessary to put a loan
| thiroughare probably-34 feet long and I would certainly hate to see
that happen in the world of education, for a student loan, because

that would ery clearly drive all private lenders out of the market-
place. They ~ould not afford that kind of paperwork.

Thank you. .

Senator Starrurp. Thank you very much, Mr. Spiller.

Dr. Davies?

Dr. Davies. Mr. Chairman, members of the committe:, I am
Gordon K. Davies, the director of the Virginia Council c. Higher
Education and I chair the Federal Relations Committee ol the
State higher education executive officers.

Our organization is the organization of the central State agencies
in the United States who have the responsibility for coordinating
or governing higher education in the States. -

Mr. Chairman, let me start by saying that we fully support the
Federal efforts to reduce spending and to control inflation. I was
struck, Mr. Chairman, by your comments on the delicate balance
which must be maintained with the abilities of the students, par-
ents, colleges, banks, to support education.

I would like to add to that balance, if you will allow me, the
ability of State governments to pay their share, not only to the
public institutions—and Senator Randolph, but to the private insti-
tutions.

Many of our States, Virginia being one of them, has a substantial
.grant program in support of private higher education. We give
$700 to every Virginia student in a Virginia private institution this
year and next year that number will go as high—well, by 1983, as
high as $1,000 per student.

Our job in the State is generally to make the tough decision at
the State level among good things, deciding which good things to
do: and that way, it is analogous to the kinds of decisions that this
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subcommittee und the Senate is facing in higher education. Good
higher education costs money.

f the Federal Government has to cut back on its support of
higher education, if the State revenues are tight and they are
across the country, then garents and students ;uust expect to pay
more money in tuition and fees.

If we are to take, Senator Stafford, take Vermont'’s figures as an
example, Vermont receives from the Federal Government, from the

aranteed student loans, the Pell grants. and the other institution-

ased program, receives more than 50 percent of .l the tuition and
fee revenue it must collect to run its institz: "~ ..s.

If these moneys are not.available, then clearly they have to be
passed on to the students themselves and their parents. "

Now, Virginia is a pretty—is in a pretty good position as a State,
financially, right now. We are still growing as a population and
industry is still growing but if we were to take a base of $500
tuition for a Virginia student, in a public college, in 1982, through
1984 on that basis, something in the neighborhood of $90 will be
added just because of inflation; that takes tuition from $500 to
$590. On top of that, something in the neighborhood of $50 will be
added’ to replace general-fund tax dollars which are simply not
available. That takes the tuition increase to $140 on a base of $500.
Clearly, what is happening in the States is that the pressure is on
the parents and the students to come up with more money; and it

--is.ironic and -potentially- tragic that-at the-Federal-level-the- Preg-— - —m
sure is on you to makeup decisions about which money to take
away from the same parents and the students.

Mr. Chairman, on behalf of my organization, I would like to tell
you that we can enforce Senate bill 1008. The interest subsidy that
Yo" pro to maintain we strongly .support; whether the need

in:st is $25,000 or higher. I would suggest, it needs to be discussed.

We would certainly support counting social security and veter-

.ans’ benefits as part of the student’s assets; we would support
higher interest, rates on parental loans. We would suggest to you
that it would be goru to look at the peculiar situation of independ-
ent students, especially those students who are independent and
_have families, have responsibilities in the communities.

There are many colleges in Virginia where there are more
people over 22 than there are under 22 enrolled. The average age
In oyr community colleges is 28; the average age in the urban
communities is higher than that.

These people, many of them, find themselves as single parents
looking for their first career, as young married people looking for
theirs—the break which will give them a brtter economic life and
a better opportunity to contribute to the wel. -being of this country.

We would suggest to you, then, Senator, that it would be useful
to go back and consider whether provisions could not be made to
include these independent students as separate category receiving
special treatment in S. 1108. . :

Mr. Chairman, as part of my testimony, I have appended a set of
positions adopted by the State higher education officers on these
and other positions and I will be pleased to answer any questions
that the subcommittee might have. .

Thank you very much.
QO he prepared statement of Dr. Davies follows:]
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Mr. Chairman and Members of the Subcommittee:
My name is Gordon K. Davies. I am Director of fhe(virgi;xa
Council of Higher Education and ch;:rman of the Federal Rela-
7. . tions Committee of the State Higher Education Executive Officers ‘
7 (SHEZ0):y  The organization which I represent is composed of the
director, chancellor, commissioner, or president (the title
, varies from gtate to state) of the agency in each state which
is respounsible for coordinating or éovernxng that state's system
8 of higher education. SHEEO also includes the executive head
of each state's postsecondary planning commission established
initially under section 1202 of the Higher Education Act - as
that Act was written Prior to its reauthorization last October.
My organization very much appreciates the opportunity to
“offer some observations and to make scme‘recommendatxona telay.
We also thank you, Mr. Chairman, and_Senator Pell for the expert
. asadstan~e.which. is_continually. provided, both to SHEEO. and-to-
its members in our individual capacities in the states, by the
fine staff members whidh are under your direction. Each member of
your staff is‘always réady to provide information which we
need i; the states. Moreover, each one is.always eager to
listen to our problems arnd conc: . as and to request our opinions ,
about educational issues of importaﬁce to our states. For thas
and for your ¢’ acious hospi=:ality today, we are mos% grateful,
I would like first of all, Mr. Chairman, to enphasize
that SHEEq supports the efforts of Congress and the Administration
’ to bring federal expenditures under control and to hélt the

inflationary rise in costs which has been so damaging to all of ~
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higher edgcationi For several years the energy costs to provide
'heating and electricity for our institutions have generally
%doubled'over the previous year, the construction costs of new
academic facilit:ies have increased in my own state by at least
150 percent in the last five-year period, and the charges for
faculty and staff salaries, while never managing to keep up -
with inflation, have neverzheless grown annuall§ between 6 and
12 percent. These increased and uncontrollable costs have
N

resulted in grave fiscal consequences for mgst of higher education.
As heads of coordinating and governing boards, it is often our
responsibility to assist in the allocation of the scarce
resources provided for higher education in each of our states.
Therefore, we perhaps have more sympathy -- and empathy ~- for
the difficult task which you and your colleagues face in attempt-

ing to trim expenditures than do most organizations and individ-

o d N . . « 1 ,
All of the increasing costs for higher education must ba

borne by someone, and this is'the message that I would emphasize
to you toda Por while higher education, and especially .
SHEEO, supfo. s the need to reduce federal spending,

‘we understand all too painfully that as federal suppert fo:‘
h}gyer education stabilizes'or even declines - at the same -

time\that inflation continues to rise and the cost ;f higher *
education inevitably increases - the states wlll b¢ called

upon to assume a larger burden of the total educational costs.
Unfortunately, most states are in a situation comparable to

that of the federal government, even though most are not

operating with actual monetary defic:ts. The states’ resources

~
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are already strained and, without additional incticases in taxes,
most states will not be able fully to meet escalating costs )
which will apparently not be met in part by a growth in

federal funds for education. This means that the consumers

of education - the students themselves and their parents - will be
forced toO piy higher and higher tuitions, and this could
seriously endanger student access to higher education.

In calling this potential danger to your attention, I do
not mean to imply that the states are not prepared to assume
theiikisir share of the increased financial burden which
will fall to the states as a result of the effort to
contro. federal spending. Indeed, many states, including
my own, have already moved to address _the potential
loss of federal educational funds, particularly as the loss
might affect the ability of students to enroll at the insti-
L —tubions Rece 'mi-zing -theshartage of dollars at the federal
level and with the realization that student tuitions in
Virginia will be Torced up dramatically in the next biennium
because of a shortage of state revenues, Governor John N. Dalton's
preliminary budget targets for 1982-84 would more than double
the institutions' funding for student aid. Still, the additional
dollars provided will only offset a ut one dollar out of every
five which must be raised in addit:on to the normally expected
tuition increases. The increased aid dollars proposed cannot
begin to address the losses which we estimate will occur if
the Pell Crant program suffers the decrease which we estxm;te
{about $10 million over a two-ysar per:od in V:irginia)

.

i€ the program is funded at levels currently propcsed. And the

PEIKTC _ .;5“ -
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economic climate in my state is gekefally much better

than that found in many other states which have been hurt by

more Severe cconomic problems.

Mr. Chairman, as part of the necessary effor:t o centrol
the cost to the federal government of the Guaranteed Loan
program, I am bleased, on behalf of SHEEO, to endorse the
concepts proposed in the student aid BHill whic you recently
introduced and which is.now Sefore this Subcon:&ttee. Most SHEEO
menbers recogrized very early after the Passage of the Middle
Income swd;.n't Assistance Act that the escalating operating
and administrative costs of the Guaranéeeé Loan program would
soon be oﬁt of control and must eventually be zgecked in order
not to endanger the funds available for other aid programs.

As a resvit, at its ;pring meeting here in Washington in ,
April, SHEEO adopted a posizfon pager advocating the re-

P tTT TTY wae mmmdis s s mm s s % b e = ]

‘u!tan1xshmen£'3?"33'IEEBEjZEiﬁhfs:-£h1s program. Under 1t,

students from families ‘w1

. adjusted incomes below a specified
level would automatically qualify éo: interest payments while
students from families wzth'adjusted incomes above the spec:f:ied
level might still qualify, on the basis of need, .for the
subsidy. Whether that cap should be get at 525,0&6, as proposed
in the blll, Or at some other level, I would leave to the

’ Subcommittee to decidz, with the assistance of the able

representatives who are here today from the loan pProgram and

from the banking industry.
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SHEEO also supports the proposal to count as financial
aid, for purposes of determining the size of a loan, all Social
Security and Veterans Benefits payments received by a student.
We also favor charging a higher interest rate on parental loans,
Both of these proposals are, of course, included in your bill,

In addition, I am particularly pleased that the federal
government's payment of the interest subsidy is retained under
this bill. The interest subsidy remains the heart and soul of
the loan program. ’ )

While I defer to my colleagues in the financial aid com-
munity to comment in greater detail with regard to the proposals
embqdied in the measure before us to modify the Pell Grant pro-
gram, I would like to touch on one wmatter that particularly con-
cerns us at the state level. As I am sure you are well aware,
the proportion of students attending our colleges and universi-
‘NhQ”0ﬁ~&igs‘ynq may properly be classified as adults has risen dramati-

cally 1n recent years. In many schools, adult students approach
or indeed exceeu the number of traditional 18 to 22 year olds.
When the Pell Grant program was initially enacted, it was
directed towards that trad:tional, relatively youthful cohort.
Now, however, 1t must also serve as a very basiC instrument of
. financial assistance for the head of a household seeking to im-
prove his or her employability, or for the single parent striv-
x?g for a new or first career. The 1980 amendments sought to

eliminate the gross inequities against such independent students

N
«
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with dependents by limiting the differential between assessment
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rates for these students and w would be assessed for thear
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. own children. The new measure pefore this Committee élfm;nates

A8l

o4

rotectior, and jeopardizes the abilaty of .

£y

this very important

e

RICYS

many legitimatelyfneedy adults to obtain the educational ser-

-

o, vices they need ajd desaire. ‘I urge you to incorporate language

into this measuré which restores reasonable equity for the adult

student who st have the dual responsibilities of maintaining

his or h

~ B

prove thear condation.
L)

family and seeking, through haigher education, to im-

Mr. Chairman, I have appended to my statement copies
of the po§ltxon summaries adopted by SHEEC with regaré to the
. Pell Grant program; the Title I programs, about which I would
like-to say a few words; the reauthor}zatxon'of the Vocational
" Education Act: and‘the Guaranteed Student Loan program. I
would be hapzy to elaborate on any 65 the position suﬁmarzes,
- <
Lut because the time 1s limited today, I would like to conclude
my ?estimony with a brief statement about the role of the
Title I programs in the federal-state partnership f;: post-—

» K

secondary education.
] st Fall, Congress combined [everal federal programs
which are administered at the state level into Title I of the
, reacthorized Higher Education Act. Among the.pzog:ams 1nclﬁded‘
are the state postsecondary planninc activity (formerly the
pos&sacondary cemmission - or 1202 - program), the Educaéxonal
Information Services program, and the Community Services and 1
|

Continuing Education program rewnitten to amprasize the con-
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tinuing education aspect of the program. Title I, as
reauthorized, is actually,a block-grant program, which demon-
strates how that concept can be applied to higher education and
emphasizes the partnership for postsecondiry education which

has now develop®d between the federal government and the states, r

«

In short, Title I embodies the focus on federalisq - -
wpich the Aﬁministration is eager to establish for many other
federal programs: It would he contradictory, in' my judgment,
to the goals of the Admiristration and Congress to eliminata
funding for this program at this time. It would also be

counterproductive because, despite arguments that that the

A0

states ~%ould be solgly respornsible for funding the activit:es
under Title I, there can be no better demonstration of the
federal-state partnership than is fcund when bo:h levels of E
government work together to plan for the future development

of education in this country. We have mutually accepted a
responsibility to provide more information to stude;ts about
educational opporturities or to reach unserved or underserved
adults with educational programs which will make .them more
;pzoduc:xve rembers of society. I urge, therefore, that this
Subcommittes continue to be supportive of the Title I Prog

Mr. Chairman, again I appreciate the opportunity to speak

to you today and to thank you on behalf of SHEEO for the support

which you continue to give to the states, which do have the

final responsibility for providing higher education to the_ R

- ——— - -Citizens-of thts hation. I would be pleased to answer any

questions which you might wish to pose to me. ’

r
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3. Guaranteed Student Loans

<

A Limit eligibrlity for uSL to students with adjusted family

income of $35,000 or less, exceptl where need dermonstrated.

B. Maintain the in-school :interest subsidy.
C. Eliminate all deferment periods except those for in-

school, unemployrent and hardship.
r

- D. Eliminate 6-month grace period followxing deferments.

E. Delete separate treatment for' independent students.

. .
Treat Soc:ial Security and Jeterans®' education benefits
as student financial a:d for purpose of computing GSL

<

level.

.

Opposé tuition tax credits as a substitute for direct student

financial assistance.

Adopted by the full membershiip
7
April 10, 1981
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TITLE IB
(State Planning, Continuing Education,
Educational Information) .
SHEEO POSITION: Support continued funding for this title in FY 81
and beyond.

RATIONALE: . .

1. This is the single title in the H:igher Eéucatxon Act which 1s
des:gned, to accomplish the administration's goals of 1mp;ov- .
;ng the federal-statre relarionchip and shifring recponsibility
to the states. .
“»
2. tate higher educatinn planning is essential in avciding waste
and unnecessary duglication, and in using available resources
most effect:ively. )

£
3. This t:itle promo%tes greater access to postsecondary educat:on

! by underserved parts of the population, thereby increasing the

Gual:ty of the w~orkfonce and national productivity.

2 Adopted by the full mesbership
April 10, 1981
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VOCATIONAL EDUCATION ACT REAUTHORIZATION

SHEEO POSITION:

~f

1. Vocational Education grants should be block grants made to each
state for use by educaticnal agencies.

. 7
- 2. Funds authorized under the Vocational Education Act shall be
used exclusively for educat:on programs. -

3. State Advisory committees should be optional.
4. The Vocational Ecducation Data System (VEDS) should be eliminated.

S. Federal approval of state plans should be eJ‘.xmmated.

. 6. The Vocational Education Act should leave to the state decisions .
about which postsecondary :institutions will provide vocational

education.

Adopted by the full remt:rship
? April 10, 1981
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Senator STAFFORD. Phank you very much, Dr. Davies. -
Might 1 start with an informal question w0 the two bankers?
I note especially, Mr. Barrett, you referred to small lenders, and

- that term has been kicked around quite a lot, but not defined.

Could you tell us, in your opinion, whai you consider a small
lender?

Mr. BARRETT. Yes, Senator, I am referring to the savings bank,
savings and loan associations, not Chemical Bank or any major

‘ commercial lenders.

Senator StAFFORD. Would you put some kind of a dollar limit,
just for our guidance, on what you would consider small?

Mr. BARRETT. I would rather not at this moment, Senator. But
for the past several months I received numerous telephone calls
from savings banks, wanting us to buy their portfolio, because of
the need for cash, and this has happened more and more today,
Senator. .

Ser&)ator StaFrFoRD. Mr. Spiller, would you have any comment
there? ’

Mr. SpiLeR. Yes, 1 think it breaks down, John, we agree, no
problem. I think the thrift bank that is under $100 million, that
has not learned its way into the secondary market, be it for stu-
dent loans, or even in the world of mortgage lending, to use the
Fannie Mae over there—in a sense, they are a small lender, be-
cause they do not have the expertise or the people to explore those
areas, and I think that is where the definition really falls.

Senator StarrForp. Thank you very much. That gives us some
kind of a benchmark.

Mr. Seipelt, one of the concerns that has been expressed concern-
ing the need test in the GSL program is that lenders would not
make loans of small amounts. * -

Can you tell us, iron: the perspective of a State guarantee agency
the problems associated with a need test?

Mr. SeipeLT. Yes, Senator, I believe there are two problems in
regard to the problem of a need test analysis and the problem of
small loans. ’

The first problem’ with the small loan is to the middle size and
small lender which these gentlemen were just talking about, in
terms of the profitability of those small ioans in relationship to
their overall portfolic. The smaller a loan gets, in terms of the
service costs, it does not change the cost to service that loan. (o
whether that loan be a $500 loan, or $2,500 loan, the servicing cost
in relation to how the loan is put on the system, the collection
requirements, and those kinds of things do not bear it.

Therefore, if you move those portfolios to smaller loan amounts,
dealing with more students, the effective cost of that lender is to
drive his cost up. "

The second problem with the need test is, as I perceive it, and as
the counsel perceives it, is the fact that Senator Randolph was
talking about in terms of discretionary incomes. The needs analysis
system allocates parental contributions to families. Those expected
parental contributions are assumed to be available through some
cash resources, cash, checking accounts, what have you.

It is our contention that the lower income levels, $25,000 to

© ossibly $40,000, which is mid-America,that those contributions are
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not available in cash, and therefore if those contributiors are to be
met, .which is what this program has been all.about since 1965,

* they must be done through a credit financing mechanism.

Senator StaFrForp. Thank you.

Wo.;lld either of the gentlemen representing banks care to com-
ment? ’ - .

Mr. BARRreTT. No, sir.

- - Senator STAFFORD. Is there disagreement?

Mr. Spinier. There is the need for a minimum amount of loans,

there is a need for that, '
* T'have a concern for the great middle range of income, and I see
a figure of $25,000 being bandied about, and I think that needs a
lot more flexibility than that, because there are other factors that
must .come into plav, and I think the deterioration of that, lies
within the world of education, not within thé world of banking.

Mr. BARRETT. [ would like to add a word or two.

There is a great difference, Senator, between a student loan and

a personal loan, or automobile loan, where the lender disburses a
check, and the borrower pays or does not pay. Before a student
loan is satisfied, there is many phases that the loan goes through.
A s'.adent is entitled to various types of deferment, unemployment.
The conversion of the loan from in-school status to repayment
status.
, There is a great deal of contact, a great deal of paperwork
involved in student loans. At Chemical our average loan is not
around $1,000, but $2,400 to $2,500, and that is because of a lot of
medical student loans that we have, graduate loans. |

There is no question in my mind but that if the lenders were to
make a lot of thousand dollar loans we would go out of the pro-
gram. .

Senator 3TAFFGRD. Thank you.

Mr. Barrett, as one of the largest GSL lenders in the Nation,
currently, could you tell us what effect the changes envisioned in
S. 1108 would have on Chemical Bank’s operations, and your will-
ingness to participate in the program? X

Als), could you give us your assessment of the effects of the
administration’s proposal?

Mr. Barrert. OK, Senator. .

There is no question in my mind but that Chemical Bank and
the larger commercial banks would be in the program, regardless if
there was a sufficient return or not. This has been true ifi the past.
Probabli; it would be continued in the future.

The changes that I mentioned would have a specific effect on the i
small lenders. We have the funds, the ™oney to have elaborate
computer systems and, we have them. We could take on many
additional loans without substantial increase in the cost of oper-
ation, because we have these systems. Not every bank can say that.
Very few banks can say that.

Have I adequately answered your question?

.Senator Starrorb. I think so. .

Mr. Spiller, do you have any comments on that?

Mr. SpiLeer. I cannot go into detail on both bills. I did not—1 was
not apprised of my need to be down here until about 24 hours ago,

a0 it was tough. I am not familiar with the background matters. I
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can only talk to what I perceive of what I can and cannot do from
a viewpoint of the kind of lending that I can, be it the interest rate
on the student loan, or the parents’ loar.

On the parent loan, I think we have to be at a market rate in
one form or another, be it subsidized or unsubsidized. But I do not
believe that parents who are of sufficient means should be receiv-

ing a subsidized rate. I think that should be brought to market,

and I think to move it to a.fixed rate is not the right answer. I
think it has to go to a market rate that tloats, or adjustments.

Senator STAFFORD. Mr. Spiller, your bank is one of the few lend-
ers embracing a parental loan program. Can you tell us why you
think this is important to your operations, and why other lenders
have not similarly embraced the program?

Mr. SeiLLer. We did write the first parent loan in the country
shortly after the first of the year, and then struggled for 30 days to
change the’ paperwork. I think a lot of lenders, particularly the
smaller ones in my industry, the savings, S&L’s, are a little slow in
moving and, I think they are not overly aggressive, and they are
not marketing oriented in looking for new ways of finding custom-
ers, and finding income, and we are happy to be aggressive, and I
think that is honestly the only answer to the question.

Senator STAFFORD. Any other members of the panel car to com-
ment on that matter?

If not, Senator Pell?

Senator PeLL. Thank you, Mr. Chairman. ’

There has been some discussion about what effective dates for

‘any changes in the GSL program would be workable. I am curious

Q

what dates you would select?

Would July 1, for example, be the date that you would use, or do
you have any better suggestion?

Mr. BARRETT. We are processing applications for the September
semester, and we are approving them, sending them up to the.
higher education in Albany. I do not know what et ™ct this would
have in changes if the program became-effective July 1.

We are presently, right now, very busy with new applications.

Mr. SpiLLER. 1| would answer quite equally.

Any effective date, any earlier than October 1, would be political
dynzmite for both people here in the city and people in our institu-
tions if there were to be a July 1 date, because there would be a
significant number of disappointed people who would have to take
their wrath our some place. :

Senator PeLL. There are going to be a significant number of
disappointed people period. . -

Mr. SpiLLer. I think that might be true.

Senator PELL. As to the date we put in the bill, October 1 would
be your recommendation?

Mr. SpiLLER. But with the number of loans, applications that our
various institutions have approved, and are in process, the undoing
of that, and the disappointment that has accumulated because of
those sensitive approvements, would be rather difficult. !

Mr. SerpeLt. Can I respond to that?

Senator PELL. Yes. :

Mr. SerpeLt. I believe in my written testimony we have indicated
“he July 1 date to implement the changes, any changes that we are
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talking about could be potentially very disastrous for higher educa-
tion this fall.

We have suggested to the committee, through our testimony,
that the implementation date for any changes in GSL be drafted
along the lines of the way you implemented the Higher Education
Amendments of 1980, which would be an October 1 date for loans,
for periods of enrollment beginning on or after October 1, so that
we do not get caught in the processing period for all disbursements.

Mr. BargreTT. May I add just a word or two about that?

At this time of the year our processing has consisted of volume of
200 applications a day, and we have to start that right now. If we
were in a situation that everything had to be held until July, and
processed before September, that would be havoc in our shop, with
any other major lender. N

Also, for changes to be efféctive, it is not just a matter of passing
something. There are computer changes, operational changes, and
to come out with this middle of June, and to be effective July,
would just be absolutely impossible. .

Senator PeLL. Of course, you recognize the fact that if you post-
pone it to October 1, we would not make the savings that we have
to make under the requirement of reconciliation.

Mr. BARRETT. I realize that, sir. But there would be tremendous
loss to the lenders.

Senator PeLL. It would have to come out of some other portion?

Mr. BARRETT. That is right.

Senator PELL. Well, going back to this for a second. If we have to
do it July 1, when we may feel compelled to do it, besides a lot of
a}rllgr);'people and some pressures on you, what other problems are
there? .

Mr. BARRETT. The students would not have the money before
September. We cannot process the volume that has already started.
We cannot process that between July and September. It would be
virtually impossible, Senator. The students would get the money
perhaps in December or January. ,

Senator PeLL. Dr. Davies?

Dr. Davies. Some years ago there was a processing snag in the

"basic grants program, and 1 think something analogous to that

would occur agein, in at least our -State, where we had a tremen-
dous disruption in the fall, in terms of just who was there. A lot of
people who were planning on being there just did not show up.

Senator PeLL. You may have to do it. I hope not.

Mr. SerpELT. I would not like to lead you to believe that if it
comes down to between July 1 and October 1, concerning the polic
decision behind the legislation, in my opinion, and in the council’s
position, the process of an income ceiling with the continuation of
in-school subsidy and needs analysis system, if we had to trade that
off because the budget concerns for those 3 months, we would not
want to support a long range program of doing away with in-school
subsidy and needs analysis because of our budgetary problems for
that particular quarter. )

Senator PeLL. Thank you.

Now, another question.

Because we hear that a reeds-based program would not work,
because lenders do not like to make small loans, what is the

Q
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smallest loan that a lender will make and-still remain in the
program? What are the factors that determine :ender participation
in the program? Also, what is the definition of a small lender?

Mr. BARRETT. Senator, we have no limit. We get occasionally
$500 requests, even $200 requests. However, there are very few
requests for under $1,000. Our average loan is in the vicinity of
$2,400 to $2,500. And very—I would say less than 1 percent were
under that amount.

Senator PeLL. Do you make loans to students who have no con-
nection whatever with the Chemical Bank?

Mr. BARRETT. Yes, sir.

o Seonator PeLL. So you are the lender of last resort in New York
ity?

Mr. BARRETT. Right. .

Senator PeLL. Would the other banks?

Mr. BARRETT. In New York, Senator, most banks make student
loans to anyone, a deposit relationship is rare.

Senator PeLL. Even without a previous relationship? A poor
black fellow can walk in and get a loan from your bank?

Mr. BARRETT. No question. .

Senator PeLL. Right, good. I am afraid it is not true all across the
country. Is it true in Boston?

Mr. SpiLLER. Rather than make a speech, I can say the exact
same words that he has spoken but, there are banks that do not
participate in.the student loan programs, and there are some
banks that will only lend to their customers, and why they will do
it, I do not know the answer. But we will lend to anyone who
comes in our door.

Senator PELL. Good. '

What has been your experience, Mr. Seipelt, with other areas of
the country, in this regard?

Mr. SepeLT. I believe the experience is that since 1976 we have
expanded the program in relation to the direction that the Con-
gress indicated, of open access for guaranteed student loan.

We have, practically in every State in the country, a last resort
program, which in my particular State, the State of Colorado, those
loans are made by the largest lender in the State who, for the
reason because of residency, or does not meet the qualifications of
an individual lender, can meet the program. So we do have open
access.

In regard to the—I am not sure, did you ask—part of your
question was the small balances?

Senator PeLL. No, my question was do you, in you: experience,
do you find that students in any city around the country can go to
any bank and get a loan?

Mr. SerpeLt. Yes, I believe they may not be able to get it in their
particular town, but if they come through the guarantee agency,
the guarantee agencies have lenders of last resort. So we do have
the availability. ’

Senator PeLL. In discussing the guaranteed student loan pro-
gram, one of the things we hear always is escalated costs because
of the Middle Income Student Assistance Act. Yet two other rea-
sons for the escalating costs are increases in interest rates and the
fact that.we removed the cap on the special allowance to lenders.
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Do you think there is anything we could do to cap the specisl
allowances and still keep the GL program operating? \

Mr. SeiLLER. If there is a cap on the special allowance lenders
and, at a particular moment in time the rate, plus the cap is below
the market, then the lender will not be able to participate in that
'Erogram. The lender must be able to participate at full market or

e cannot participate.

In the environment of the thrift institution, simply because he
cannot afford to subsidize this kind of—any kind of program today,
not in his environment.

*Mr. BARRETT. Senator, I heard someone this morning, I do not
know who it was, mention the fact that with the fixed rate, plus
the variable allowance, the return was 18 percent. It is true that
for one quarter we received 18 percent. However, in inoking back
over 1980, F believe the average rate was 13 percent, and if we were
to assume that for 1981 it was going to be 18 percent, this is what
we get on our charge cards, and other types of consumer credit
and, there is far more processing cost involved in student loans.

Mr. SpiLLER. May I add one more point?

Just by reason of comparison this past week, the Federal Reserve
was more than willing to lend money to us for equity at 18 percent.
This is for a major bank, and therefore, I cannot afford that kind of
negative. -

nator PELL. Finally, State guarantee egencies receive, as you
know, administrative cost allowances and insurance premiums on
guaranteed loans.

Why do the agencies need both of ti.ese sort of subsidy pay- -
ments? Could the agencies live with a flat $10 allowance, similar to

- that which the financial aid directors get now?

Mr. SerpeLr. If I might, Senator Pell.

The process by which a guaranteed agency is financed is quite
intricate, and quite unique in relationship to the debt .it. must pay

¢  back, in relationship of its Federal contracts, in our cash flow for
defaults dealing from bankruptcies and this type of thing.

The situation in regard to the premium and administrative cost
allowance, the administrative cost allowance camc about in the
1976 educational amendments, by which, as I have testified, the
direction that the Congress wanted the program to go at that point
in time was an expansion of the program to provide the kinds of
things that these gentlemen were talking about in relaticnship to
enrollment verification procedures, the managing of their portfo-.
lios, and the overall upgrading of the system so that we d‘:g not
have a large default program as was being experienced in the
Federal Government.

miy answer in relationship to the administrative cost allow-

ance, plus the insurance is, yes, in many States, those—especially
the new States west of the Mississippi, which is where 22 new
States have been.created since 1976, many of those States are
totally responsive and totally dependent on the guarantee premium
for their funds, and also for administrative cost allowances, to
provide the kind of services that were mandated in the 1976 educa-
tional amendments. >

As far as $10 a head fee, like is made to the administrative -
overhead for the individual institutions and for the educational
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institutions, I would see no bﬁl that a guaranteed student loan
program, guaranteed, agency could finance both its reserve fund, its

* operating overhead at that kind of rate.

Senator PeLL. Thank you very much, gentlemen. .

Senator Srarrorp. Thank you very much, Senator Pell.

Senator Randolph? - .

Senator RANpoLPH. Yes, Mr. Chairman.

Mr. Seipelt, I am guing to ask you a question which will e the
same question asked to our panel of four witnesses today.

Do you believe that the program that has been in a sense sus-

.pended by the new administratior, was a good program?

Mr. SeipELt. The program had been suspended<-I am sorry?
“Senator RANDOLPH. The guaranteed student loans. .

Mr. SeipELT. The program in terms of relationship to student
loan program, the potential administrative proposals embodied in
S. 1109, in my opinion, my personal opinion, will pretty much bring
to a halt the credit financing mechanism. The attendant collapse of
the availability of credit for those students to attend public and
private education this fall, and the attendant problems with the
community, the cominunities which are being supported around
those educational communities will be disastrous.

Senator RanpoLPH. That is a reaffirmation of what you said in
your opening statement? ° )

Mr. SkipeLT. Yes, sir.

. Senator RaNpoLPH. I appreciate it. )

Mr. Barrett, what is your feeling about the same question I
asked? T [N

Mr. Barrerr. I have heard many people talk about the loan
program as a giveaway program, a program that students get the

.money and they run, and there is no tracing or tracking. and the -

Government does not do anything. .

My experience has been limited in that we deal with the New
York higher education program, and I can say, in all sincerety,
that this has not been the case with the program that I have been
involved in. The students do pay the money back.

Our default ratio—this is not actual payoffs from the Federal
Government, but we. run a delinquency ratio of about 4 percent.
Out of all the accounts that are turned over, or referred to the
State agency, because they were present, uncollectable, 80 percent
of thoee are resolved. y

We have a good program, and I do not think it is a giveaway
program. I think there is a great need for it, and I just hate to see
these things cut out.

Senator RanporLrH. You would have been in favor then of con-

_ tinuing it?

Mr. Bagrgeat. Yes, sir.
< Senator RANDOLPH. Thank ypu, Mr. Barrett. .

Mr. Spiller?

Mr. SpiLLEk. I wish that some years ago when [ went to college
that I had a student loan program that I could have used. I would
have gotten a much better education than I got. .

I think theve needs to be some tightening down, but on the other

side of the coin, a discontinuance of the interest subsidy would kill
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the program, and there has got to be somewhere in between a
workable position that relates to those various factors. g

But I believe that the abuses were largely curtailed about 3 years
ago, with some basic changes at that point. I think 'perhaps we

- gave away perhaps a little tco much, like a year ago.

Senator RaNDoLPH. Thank you very much.

Dr. Davies?

Dr. Davies. Senator, 1 too think it is a good program. I think
there is a basic set of problems under the given economic condi-
‘tions that we are dealing with today, and I think with my col-
leagues to the left, that some tightening down has to be done.

However, it’seems to me that the difficulties in the program do
not warrant scrapping the program, or abandoning the commit-
ment that you have made to this program, and that the States
have made.. . . .

Senator "RanpoLpH. Well, I assume my colleagues know, the
chairman and renking minority of this subcommittee, we do not
hhvg the votes, do we, in the Senate, to continue the program as it
was? ‘ - 0 <

Senator StarrorD. That would be the Chair’s estimate of the
situation. Otherwise we‘would not have introduced S. 1108, which
may be the least imperfect of any alternative offered to us under
present conditions.

Are therecany further questions? .

Senator RanpoLPH. I would like to make a commient that I
appreciate the responses that yqu~have given. They all, in effect,
are that'the program was effective, is that correct? )

Mr. BARRETT. Yes, sir. - b

Senator RaNpoLPH. And that the “program, if you were to say
here ‘today that we continue to need it, your response would be
affirmative, is that correct? -

Mr. BARRETT. Yes, Senator.

Mr. SeipeLr. Yes, Senator.

Senator RANDOLPH. I do not know how much it would change the
opinion of the Senators—the administration on that matter. But I,
for one, will etay awake at night trying to find the answers because
I think a ve:  jetrimental approach has come into the admiristra-
tion’s hand’ "1 of the educational program§ in connection, particu-
larly I speak of it now, the student loan guarantee program. We
will do what we can and perhaps can take some measure and work
upon it, strengthen it, as I am sure Senator Stafford would want us
logically to attempt to do. But, as of today, I am very discouraged
about this whole situation, and I am discouraged as I talk with the
college Presidents and the officers and the faculty advisers and the
students throughout the coilege community in the State of West
Virginia, about the impact on private institutions, and why I think
the impact would be greater for them than the impact perhaps
some other institutions. ’

I feel that an error has been committed, a grievous error, and
yet, hopefully, we can work out something which will, in part, take
the place of a program that, as Senator Staffo-d knows, came out
of this committee. It did not come out of some other committee
here on the Hill. This program, as Senator Pell, the long-time
chairman of the subcommittee knows, of student loan guarantees
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was a part of our effort to strengthen the process of education at

the institutions of higher education level—and I am very concerned

that we, in a sense, are now engaged in stifling the continuance of
this program as well as the Pell grants.

But I am thinking especially now of t’.e student guarantee loan
program, which I think was soundly based. I think there were real
improvements being made in the collection of those loans which
were, for one reason or another, in arrears. I think we were
strengthening—doing some of the tightening—that Mr. Spiller,
Sf‘:oke about. But the higher interest rate problem is something
that is beyond the control of this program, which concerns me very
much. Financial policies establishing market interest rates origi-
nate and are extended, through the Federal Reserve system. I
think this is damaging to the building of the economy, and ‘places a
very heavy burden, one that I am not sure they can carry on
parents and students alike.

I do not know what one individual can do about it, except she
and he can continue to address this problem. I try to think of
problems as opportunities and experiences. I have always done
that, but this is a problem that does not seem to fall into either
categorv very quickly. There are, I think, millions of people in this
Nation that are greatly concerned about the Reagan proposals for

" reforming student aid, not because they are one political party or
another, or even conservatism versus liberalism. I think the body
politics is being weakened by what has been done and is being done
in connection with a loan program which requires repayment as
soon as that young man or that young woman has completed his or
her education. I am not able to give 'much direction at the moment,

but I think what we are asked to do with regard to student aid is a

grieveous error on the part of the new administration.

- Senator Srarrorp. Thank you very much, Senator Randolph.

I must say that the Chair shares much of your anguish in what
is going on. I am a graduate of a college that sounds very similar to
Sa%em in its makeup and financial background.

I hate to be here this year, as do you, taking apart the work that
we did under Senator Pell last year, which we must prefer to what
we are having to do now, but we simply bave to carry out the
mandates of the full Senate, so here we are.

Gentlemen, may I, on behalf of the committee, thank you all for
}b;eing here with us. I know you have traveled some distance to be

ere.

I want to acknowledge that the committee is grateful to Mr.
Michae! Goldstein, counsel for the State Council of Higher Educa-
tion for being with us also. Your principal answered everything so
well. You did not have to give him any legal advice in tne mean-
time.

We are grateful for your coming and assisting the committee at a
difficult time. If you are looking for airplanes out of here this
afternoon, the weather may mean some substantial delay before
you can get out of here, but I think you can do it.

Thank you all very much.

There will be some questions in writing, if that is agreeable, in
order to cut this hearing a little short, and we would appreciate
answers at your earliest convenience. Would that be agreeable?
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Mr. SE1peLT. Yes, sir.

Mr. BARRETT. Yes, Senator.

Senator STAFFORD. Now, the Chair would ask the final panel to
come forward. Dr. Charles Saunders, vice president for government
relations, American Council on Education; Mr. Peter Gossens, di-
rector of government relations, National Association of Independ-
ent Colleges and Universities; Mrs. Gene Miller, director, financial
aid, Pasadena City College, Pasadena, Calif; Mr. Steven Leifam,
national director, National Coalition of Independent College and
University Stucents, Washington, D.C., and, I understand that ac-
companying the principals are Mr. Dallas Martin, executive direc-
tor, National Associ.tion of Student Financial Aid Administrators,
Washington, D.C., and Mr. Eduardo Wolle, Legislative Director,
United States Student Association, Washington, D.C.

I would say, lady and gentlemen, you can proceed in what order
you wish. But I would point out that again, we are going to use the
5 minutes stop and go sign, because we are approaching 1 o’clock.
We need to bring this to A conclusion.

Your full statements will appear in the record as if read.

STATEMENTS OF DR. CHARLES B. SAUNDERS, JR.,, VICE PRES-
IDENT FOR GOVERNMENT RELATIONS, AMERICAN COUNCIL
ON EDUCATION, WASHINGTON, D.C.; MR. PETER J, GOSSENS,
DIRECTOR OF GOVERNMENT RELATIONS, NATIONAL ASSOCI-
ATION OF INDEPENDENT COLLEGES AND UNIVERSITIES,
WASHINGTON, D.C.: MRS. GENE S. MILLER, DIRECTOR, FINAN-
CIAL AID, PASADENA CITY COLLEGE, PASADENA, CALIF.; MR.
STEVEN LEIFMAN, NATIONAL DIRECTOR, NATIONAL ASSOCI-
ATION OF INDEPENDENT COLLEGE AND UNIVERSITY STU-
DENTS, WASHINGTON, D.C; ACCOMPANIED BY DALLAS
MARTIN, EXECUTIVE DIRECTOR, NATIONAL ASSOCIATION OF
STUDENT FINANCIAL AID ADMINISTRATORS, WASHINGTON,
D.C., AND MR. EDUARDO WOLLE, LEGISLATIVE DIRECTOR,
UNITED STATES STUDENT ASSOCIATION, WASHINGTON, D.C.,
A PANEL

Dr. SaunbeRs. Thank you, Mr. Chairman

[ am Dr. Charles Saunders, speaking for the American Courcil
on Education, and nine higher education associations, representing
all the colleges and universities in this country.

I wouid say, we certainly share, Mr. Chairman, your statements
expressed in your opening statement, and the opening statement of
Senator Pell and Senator Randolph

Certainly, it is distressing for us to come before this subcommit-
tee, which has sponsored so much historic legislation to expand and
to discuss ways to restrict those opportunities. The legislation you
are considering today would remove—

Senator RanpoLpH. Mr. Chairman, ordinarily I would not inter-
rupt, as you know.

[ wonder if I may ask a question of Dr. Saunders?

Where are your supporters who should be standing around the
walls of this room today? This is a most serious matter that we are
discussing here in connection with higher education.

Where are the presidents, the deans, the members of the facul- :
ties, and the students in this country?

Dr. Saunbegs. I think that is a very valid question.
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I think the higher education community has heard, made itself
heard in the budget debates, we have done everything we could to
support your efforts and the efforts of your colleagues to increase
the budget ceiling. I am not sure that wz kave any more encour-
agement over the prospects, or the final outcome, than you do.

Mr. Chairman, the legislation you are considering today would
remove over 1 million middle-income recipients from the 2 p:imary
programs for assisting college students, and reduce the value of
awards to all lower-income students.

The administration has made its recommendations, and the
chairman has introduced his own legislative alternatives, in S.
1108. We have grave misgivings about the magnitude of program
cuts proposed in both bills, but believe that the approach of S. 1108
accomplishes its savings with less damage to the fundamental ele-
ments of the programs.

We have serious objections to the administration's proposal, for
example, the $1,800 maximum award proposed by the administra-
tion for fiscal 1982 represents no increase in 1479, although college
costs have risen 30 percent since then Therefore, this administra-
tion would permit the value of the award to erode to the point
where it would be worth only $1,350 in 1982-83, compared to 1979-
80 dollars.

The proposal to increase the assessment rate to 20 percent .
would, in effect, repeal the Middle Income Student Assistance Act
of 197° -vhich Congress enacted in specific recognition of the need
to help miadle-income families meet the rising costs of college. It
would drep some 600.000 students from eligibility for Pell grants,
those i the 219,000 to $25,000 income range.

The administration’s propusal for a $750 self-help requirement
for Pell grants is strongly opposed by the public sector, because the
effect would only be borne by students attending low tuition public
institutions, with family incomes between $8,090 and 315,000 a
year.

Further deferral ¢f the cost-of-attendance regulations would
work another disproportionate handicap on 500,000 needy students,
because it would maintain the fiction that $1,300 is ~ realistic limit
on expenses for rcom and board, books, and personal expenses for
commuter students not living at home.

S. 1108 would make several desirable modifications §n the admin-
istration’s proposals. Instead of authorizing the Secrdtary to set a
rate, o: series of rates on the assessment of discretidqary family
income, it mandates a series of rates. This would insurdt ppli-
cation of graduated tax rates, which are essential to build equity
into the single-need analysis system required by the 1980 amend-
ments It would also provide the flexibility to protect the poor, and
maintain eligibility for a substantial proportion of middle income
students.

S. 1103 also rejects the administration’s recommendations to
impose a $750 seli-help requirement, and to delete the allowance of
State and local income taxes as offsets against family income.

We have a number of concerns over S. 1108, and a number of
additional suggestions which are stated in the testimony. I would
just like to comment on one of those, in addition to a series of
suggestions on the bill itself.
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We would like to urge the addition of language to clarify the
intent of Congress that the family contribution schedule may not
be revised once the approval process has been completed.

We believe, Mr. Chairman, that the administration acted con-+
trary to law in amending the family contribution at such a late
date in the process this year. We are sure that thit was not the
intent of Congress. the way this should work.

I would like to submit for the record a legal memorandum outlin-
ing the reasons why we believe this action was contrary to law, and
as | say, my testimony includes some proposed language to prevent
this from-happening again.

As far as the guaranteed loan program, it is obviously crucial for
all students to maintain the integrity of the program for both those
students who depend cn guaranteed loans and for those students
who depend primarily on grants and self-help assistance.

Our primary concern is that the insckool interest subsidy must
be retained. I think we are talking here~here we are not talking
about removing the interest subsidy, if we do remove the interest
subsidy, we are talking about shutting down the program entirely,
and you have already heard considerable evidence to this effect
this morning.

Also, it is very important to us, too. that you not eliminate the
current option to borrow a portion of a parental contribution and
;ve have some suggestions on that score which will be discussed
ater. ’

{The pr>pared statement of Dr. Saunders follows:]
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Hr. Chairman and Meabers of the Subcommitree:

We are deeply distressed to come before this Subcommictee, which has
sponsored €0 much historic legislacion to expand postsecondary opportunities through-
out America, to dlscus; ways to restrict those opportunities. The legislation you
are considering today would remove over one =illion =middle-income recipients from
the o primary prograas for assisting college students, and reduce the Value of
avards to all lower-income students.

* Nevertheless, on behalf ¢ associations representing all sectors of the
higher education community, 1 appreciate the opportunity to outline our views on
V2ys o zeet the requirements of the Senate Budget Resolution to reduce the costs
©of the Pell Grant program and the Guaranteed Student Loan Progran.

The Adninistration has =ade fts recoczendations (S 1109), and the Chairman
Ras introduced his owa legislative altematives (S 1108). We have grave :isgiv;l.ngs
about the zagnitude of program cuts propesed in both bills, but Selieve that :!:e
approach of 5 1108 accozplishes f:s savings with less damage to the fundamental

elenents of che prograzs.

L. Possible Reductions ia the Pell Grant Prograz

The Senate 3udget Resolution iizics the Pell Grant progras to $2.466 billzon
for FY 82. This assuzes that somc $636 =illion in savings will be made in FY 81 as
Tequested by the Ad=inistration, and that S$711 =illion in savings will be cffected 1a
FY 82.

The FY 81 saving~ are to be accozplished by revision of the Fazily Contri-
bution Schedule so as not o ircrease the poverty subsistence allowance for inflacion,
pavaant of a $1,750 maximum {1 ,tead of the $1,800 maximus a.ssm:cd in the FY 81 Continu-
ing Resolution; deferral of the cost-of-arrendance regulations as modified by the

1980 Amendzents, and application of the firse stage of the reduction schedule if
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necessary to obtain the savings targer. However, we agree wvith the House Appropria-
tions Committee that implementation of the reduction schedule will not be necessary.
The highe: educarion community was forced to accept zhes;szeps last sonth
to avert a crisis developing on campuses across the country because of the Adainis-
tration’s action in halting the processing of Pell Crants to impose its revased Farmily
Contribution Schedule. We continue to maintain that this action was conrrary to the
law, which does not provide for revisfon of the Schedule after if has been duly approszd.
The Adzminiscration's propr -~d savings for FY 82 call for several additional
steps, including® payzent of an $1,800 maxizuz instead of the $2,100 authorized by
the 1980 A=endments, incieasing the assessment rate levied on family income from the
current 10.5 percent to 20 percent {instead of the 14 percent rate set by the 1980

Anendzents) ; requiresen. of an annual "self-help" contributfon of $750 in determuining

avards, further deferral of the cost-of-attendance modifications \;Aade by the 1980

Acendments, and repeal of another 1980 change which would discount state and local
incoze taxes from discretionary incoce.
The higher education community has serious objections to these proposals,

which 'would nave a detrizental izpact on all eligible students. For exazple, the

$1,800 maxizmun award proposed by the Administration for FY 82 represents no increase
from FY 79, alinougn college costs have risen 30 percent since then, Therefore, this
Adzinisiracion vould permit the value of the awa-d to erode to0 a point where it will
be worth only $1,350 in Academic Year 1982-83, in 1979-80 dollars. Ewven though
establishment of the 52,100 maximun authorized for FY 82 {s clearly inrealistic, we
believe strongly that it should be increased to at least $1,900 to help the neediest
eligibles address increased educational costs.

’ The Adainistration’s proposal zo\.ncrease the assessment rate on fanily
income to 20 percent would, in effect, repeal the Middle Income Student Assistance
Act of 1978, which Congress enacted in specific recognition of the need :o help

=niddle income famiiies meet the rising costs of college. It would drop soze
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600,000 stucents from eligibility for Pell Grants —- those in .he $19,000 to $25,000
incoaz¢ range. The need which existed three years ago is even more acute today, and
cutting these families off from this basic source of support would substantially
restrict postsecondary opportunities to *he detriment of the nation. The award for
the $15,000 family would be decreased from $1,110 in Academic Year 1981-82 to $770 in
Acadeaic Yea: 1982-83.

The Administration's proposal for a $ 50 “self-help” requirement for Pell
Grants {s strongly opposed by the public sector, because the effect would only be
borne by students attending low-tuition public fnstitutions with family incozes
between $8,000 and $15,000. It would save less than $50 nillion and would significantly
complicate the grant award process for students at low-tuition institutions, while
mcreumg‘fedcral costs for processing these ayards.

Further deferral of the cost-of-attendance regulations would work another
disproportionate handicap on 500,000 needy students because 1t would maintain the
fiction that $1,500 1s a realistic limit on expenses for room and board, books, and
personal expenses fQr cosmuter students not living at home. In reality these costs
are well in excess of $2,000 for any student not residing at home, and t&ne 1986
Azendnents set new criteria to end this irequity.

Crants of students living off-caspus but not with parents, should be computed
using an estimate of actual non-tuition expenses which {s mcre reasonable than the
current $1,500 standard. particularly because the awards of ezany of these s:uden:bd{
low-priced i{nstitutions are limited to hal® the cost of attendance. For the canpus-
based student aid programs, the Department of Education has established average
non-tuition expenses for all undergraduate college students at 52,800 for Academic
Year 1981-82, approxizmately the amount of the non-tuition portion of residential
student budgets in public 1nstilut10ns.‘ We would accept a chanpe in the .980 Azend-
sents to give the Department regulatory authority to establish reasonable cost

estimates for commuter students for the Pell Grant program  However, we have no
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indication that the Administration plans to propose any amount above $1,500, vhich
has been in effect for 8 years with no adjustment for cost increases.

Realistic asscssment of family discretionary {ncome al;;: requires account=
iog for state and local taxes paid, as the 1980 Azcndments orovided. To delete this
important factor uompc;mds the inequity of failing to define the family's discretionary
incozme sccurately. ’

S 1108 would make several desirable modifications in the Administration’s
proposals. Instead of authorizing the Secretary to set a rate cr series of rates on
the assessment of discreticnary family income, it mandates a series of rates. This
would ensure the application of graduated tax rates, which are essential to build
equity into the single need-analysis system required by the 1980 Amendments. It
would also provide the flexibility to protect the poor and maintain eligibility for
a substantial proportion of =iddle income Students. We urge that the language of
the bill be modified to specify "a graduated series of asscsstent rates’ to maxe
tais intent clear.

S 1108 also rejects the Administration's recommendations tc impose a $.50
"s¢lf-help" requirezent, and to delete the allowance of state and local incore taxes
as of fsets against familv {ncome. However, the bill w.uid climinate the home equity
exclusion established by the 1980 Amendzents, and reuinstate the previous ass¢. dro-~
tection cf $25.000 for personal family assets. In view of rising property values,
we believe it {s important to provide greater protection for home and farm equity
While we would pot argue for a total exclusion of howe equity, we suggest a cciling
of 550,000, retaining the $25,000 ceiling for assets of families who do not own homes.

We are also concerned with the provision of S 1108 concerning the treatment
of lnde;endent students This would repeal important reforms of the “Middle Income
Student Assistance Act of 1978 and the 1980 Amendments desigred to provide nore

equitable treatment for these students. while some modification might be made in

the assessment rate for independent student income, we could not support a rétumrm

O
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to the wide disparity which previously existed in the treatment of independent and
dependent students' families. (For example, the assessment rste for independent
students certainiy should not exceed twice that of dependent students' famil{es.)
We also believe that the current provisions for asset exclusion and taxation, sub~
sistence allowance for single independent students, snd the status of zarried
independent students should be retained.

S 1108 also repeals the cost-of-strendance provisions of the 1989 Amendments.
We understand that the intent of the language is to restore the previous authority
for the Secretary to establish commuter and ai{scellaneous expense allowances. We
believe this language [Sec. 4(e)] should be clariffed to assure that this extends .
only to Pell Grants, and does not authorize the Secretary to regulate institutional
charges and allowances under the single need analysis.

In addition to the above changes, we suggest that the Subcommittee consider
several other changes. Social Security and Veterans benefits could be counted as
student aid {nstead of taxing thea as fanily {ncome as in § 1108, for substantial
savings by ending duplication of benefits. Further, the reduction formula could be
modified to protect the neediest students and provide more equitable reductions for
other students {f awards must be reduced. Presently the scheduled raduction formula
saves approximately 5140 ~ $200 million (depending on whicn computer model is used).
During this f{rst-stage reduction, students with Eligibility Indices of 0-600 are
protected. If more savings are needed, the entitlements of students with EI's of
0-but as well as all other students are rateably reduced proportionately to the
shortfall. In the rateable reduction, all stucents are retained in the program
but rhe minizum award is reduced to $50. During scheduled reduction entitlerents
are ree  d in five stages from 90 percent to 50 percent in 10 percent intervals.

This produces inequitable "notches." one student whose fazily {ncore {s only $1 -
lower than another's can have a =uch larger reduction in entitlement {f one student's

EI is 800 and the other’s {s 801. More serious is the fact that schedulcd reduction

O
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producea a specific dollar cut, and {f more needs to be saved, rateable reduction
would Le required, which reducea awvards for thé"nccdi:s: students with EI's of 0-600.

Under a linear reduction formula, however, awards would be reduced propor-
tionately to the students’ EI's of amounts of entitlements, and funds available, {n
a straight descending line. Any group of EI's or entitlements can be held-harmless
as desired, that is, 0-600, 0-200, etc., and all other entitlewents would be reduced
proportionately according to funds availabie. When the award is reduced below $50,
the student would be dropped from the progran. If appropriations are short, many
students could be dropped at the top range of eligibility, but the poorest students'
awards wculd be protected.

Under such a formula, the parameters of the program could be held intact
without manipulating the Faaily Contribution Schedule or cost-of-attendance regula-
tions to save funds, poor students’' awards could be {ncreased and then protected,
entitlepents below the hold-harmless group could be reduced proportionately to whatever
funds Congress decides to appropriate, and s:udcnt‘s rendered ineligible under the
payment schedule would be those with the least neced.

With these changes, we believe 1t would be possible to pay a $1,900 Pell
Grant 2aximum {n FY 82, restore indexing of the family gubsistence allowan‘ce for
inflation, izplement i{zproved ccst-of-attendance regulations for Pell Grants, and
still meer the desired savings goal.

A related option (and one preferable for pragmatic reasons to either the
Adoinistration's Proposal or the proposal mentioned above; would be to derer changes
to the [amily Contribution Schedule. The pragmatic concerns are that it is alrcady
extremely late to introduce the single need-analysis system for both Pe}l Grants and
cagpus-based programs establiished bv the 1980 Amendzents -- paruvicularly when both
bills before the Subcommittee would 1150 put the Suaranteed Luan Program undcr this

systen.

79
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There {8 sicply too little time for the Executive Branch, the Congress,
and the comounity to negotiate a new necd-analys{s systea vhich would have zajor
cost {mplications for the Pell Grant and CSL programs between now and this fall
The statute requires the admin{stration to submit a new Family Contribution Schedule
by July 1, and that Congress review it by October 1, 1981. Since ve have not yet
scen any proposals from the Administratior, and negotf{ations over a new Schedule are
likely to-be protracted, iz =4y be most prudent to defer major decisions on tax rates
on discretionary tncome until FY 83,

With s brief rechnical amendment, the sm:u:eQ could be modified o maintain
the FY 81 tax rate on discretiorary {ncome and allow the Department to {ssue regula-
tions on cost of attendance for the Pell Grant program, with a ¢lear expression of
Congressional {ntent that the rcgula:ion; should be based on reasonable cost estimates.

If changes in the Schedule are deferred, during the coming year the federal
governzent and the higher education cotmunity can eonsider vhether funding conszraints
for Pell Grants make {t unrealistic to yse the same expected family contribution in
need analysis for campus-based programs and Guaranteed Loans.

In addition to the above suggestions, we urge the Subcommitree to add one
further amendment to clarify the tntent of Congress that the Famil, Contribution
Schedule zay not be revised once the approvil process has been cotpleted.

As ve noted sarlier, Congress expressly provided a special procedure for
approval of the Schedule. The procedure calls for the Administration to pudlish a
Schedule vell over s year before the year it goes into effect. It provides for
public corment on the Schedule, and for prompt pyblication of a revision {f efther
the House or the Scnate pass a resolutfon of disapproval. It {s our understanding
that this procedure was designed to assure that, once accepted by the Congress, the
Schedule would be {zplesented in time %o begin the regular processing of Pell Grants
on Janunry 1, and that the systexz could not be disrupted arbitrarily by the publica-
tion of further proposed changes once the approval process bas been completed.

ERIC :
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Attached Co this utatement s legislative language to clarify our under-

standing of the law, tfat che Family Contribution Schedule does not fall within the
<
genaral powers of the Seecrerary to smend regulations. We dope that you will accept P

this language to prevent any fulure repetition of the crisis which occurred chis spring.

11, Possible Reductions in GSL Coscs

S Under the terzs of the Senate Budger Resolution, cthe LSL must be limited
to $2.873 billion in FY 82. This will require savings of $566 aillion {ron program

costs under current law.

For students for whom the GSL program is ihé =wst <rucia
tance, such savings are essential to maintain the integrity of the program so cthat
they can continue® to pursue their educational aspirations. For students for whoa
GSL 1is secondary to grant and "self-help” assistance, GSL savings are equally essancial G

- to control the costs of cthe progras in order to zaincairt balanced funding of Pell Grancd
and the cacpus-based prog‘ra:ns. .

1t should be underscood that the rapidly rising costs of GSL (up from
$367 atllion in FY 77) are not ateributable to deficiencies in the program. GSL has
been enormously successful in providing che mear:s for students t¢ finance their
undergraduate and graduate cducation, but che prograsm {s tied to market interest
rates chat are beyond fcs control.

The GSL has, ;n fact, becoze a2 waior vehicle for financing a college educa=
tion. Over two million students borrowed under the prograa in F 80, and cthat nuzber
is expacted to reach three million during FY 81. The prgras is L::por:am- for students
attending all kinds of instituctions, dut particulerly for those attending higher-
priced institutions (in New York State, for example, two-thirds of students enrolled *

in independent inscituctons were GSL recipients in FY 80) and for graduate studc.nu )
{vho corprise about 25 percent of the total volume of the program, and who have fev

other sources of support in meeting the high coscs of graduate education since federal
’

.
fellowships have been drastically reduced in recent years).

-
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Thercfora, any attezmpt to reduce GSL costs zust be carciully designed to
[3
svold naking the program umccepub’le to either lenders or borrovers. This {s our
concern with the Adninistration's proposal :o/abouﬂn the {n~school interest subsidy.

<
Ve comend S 1108 for rejecting this approach.

.
. The higher educadon’comuy believes strongly that the in-séhool interest
suboidy must .be terained. If cualmt_ed. the resulting debt burden would smake boTrowing
too coatly for many students, cnd‘ {ncrease the 1ihelihood of defaults. BRanks,would be

less likely to aske .loam bcca\.s‘c of the increased papervork fnvolved {n collecting
monthly or quarterly {n-school {nterest paywents from {ndividual’studenta. Lenders
night not continue to participate {n the progran even {f :he statute were modiifed to
permit the in-achool {ntarest to accrue and cozpound, and this would raise the debt
fer an mdergraduau borrovlng the saximum of $10,000 fror $15,000 to $19,500 ~~ an
axtrene and wnmsanageable deb: burden for moat students, particularly those financing

. 3

both undergraduate lnd’ graduste education. We do no:‘beueve that familfes who have
genuine need to borrow should be forced to x;uuac such excessive debt from unsubsidized

loans atscurrent high {ntereat rates. .
We support the concept that students should not borrow in excess of :l::lr
fanilies’ realistic neads. However, the Administration's definition of “rezaining
need” {after subcracting Expectad Family Conzrlbutlon\nnd other financial sid from
total cd\xc.atloml coats) could seriously damage the effectiveness of the GSL progrsaz,
Accoriing to the Congressional Budget Office *(CBO), it would "increase the prograc's
complexity and reduce lender's yield per dollar loangd becau§e the sverage loan asount
would go down, but administrative costs for each loan would not. These chsnges would
nake the progran less attractive to lenders, and as 2 result, some students (parti-
cularly neddy students, who are generslly les;-p:e}err;d borrowers) could have

difficuley obetsining loans." Evidence of this {s the large number of Pell Grant

racipients (over 400,000) who' are also GSL borrowers.
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The Adminisdtration would also climinate the curreat option for students
to borrow 3t least a portion of their expected parental coatribution assuming that
they could use the new Parent Loan program. Since the Parent Loan progran does not
yet exist for all practical purposes, it cannot be relied upon as a backup at this
point. Therafore, the Congress should not eliminate the current option to borrow
a portion of the parentsl contribution. It is important to asgure that low-incoze

students and others whose fawmilies are unable to provide cheir expected contribution

can con_tinue to obtain the resources to attend college.

We d %o the Sub iteee’s acrtention other alternatives for achieving

the goal of cost savings without risking the drastic effects which we belzeve the

' Admintstration's Proposals would have on the overall viability of the program.

Before Qutlining these preferred options, a word of caution is necessary.
While long-racge savings of substantial magnitude are possible, snort-run savings
are linited by the exteat to which gurrent costs are built into the GSL pipeline.
According ts CBO, sore $8.8 billicn in new loan commitments wall be made to almost
four million borrowers in FY 82 under the current law, for prograa costs totalliing
$3.45 billion. Of this total, over 80 percent represents prior-year commitsents.
In other words, $2.7 billion will be needed to meet these commitsents regardless
of any changes vhich aight be zade in the law, unless Congress changes the teras of
outstanding loans to reduce costs or unless iIntere<t rates on Treasury oills decline |
drasticaliy (both unlikely possibilities). Therefore the only part of the FY 82
budget :uthoriéy in which savings can be achieved is the $750 million for new cowmitments.
Tt should be noted that, of the 52.7 billion needed to neet current GSL com-
aitments for FY 82, $1.8 411 {fon is attributadle to ;he speciul allowance for lenders.
Any decline in interest rates would achieve significant savings in the spec:al alleow-
ance: CBO estimstes that a one percent decrease in the Treasury bill rate would save
$250 :n:luoq. The Zuocommittee may wish to rc\:lev current policy tying the special

allovance o Treasury bill rates, which are a result of federal monetary policy. The

L
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utre'ntlr high cost of the special allowance {s due entirely to chis nhenoaeno:a.

There aay be altermative mechanisms for setting the special allowance chat would

unlock it from strict sdherence to Triasury bill rates and achieve soze savings

‘while continuing to mske the prograa attractive to lenders.

, .

/t_)z/ tions for Limiting Elia{bility for In-School Interest Subsidy ;
Presantly, approximately 10.5 million students enrolled half-time or wore ;

are eligible for the in-school interest subsidy. Updar the current need-analysis |

systen, approximately half of these have docusmented need. Many at {ncomes from [

$30,000 to $40,000 have only marzinal unmet need after éxpec:ed parental contribution

and other afd are subtracted froa their cost of attendancer-— Howcver, =many of these

R 1

fanilies are unable to mske thelr expected comtribution duc to thelir support of other

————children In &o1lege or other cash flow pro'hle:-.s'. The Adainistration's proposal to
tenove their opportunity to borrow a portion of the pavcntal contridution would create
serfous problwms for such students. It would also create a problea for stuJents who
show urzmet need of less than 51,000, since lenders are generally unwiliing zo make
loans in szaller amounts.

We would 20dify tne Adz=inistration's proposal to accomplish cost savings
without creating serious hardships for many middle-incose families wno have iegitimate
need to borrow. .

One way to do this is contained in $ 1108: €0 re-establish ar, incoze ceiling

for eligibility for the in-schoo0l incerest subsidy. Studeats with adjusted gross family

adzinistrative paperwork), ana could boTtrow to meet nced and erpected parental concri-
butfon up %o the $2,500 zmaximum. A higher elig:bility ceiling could be set for families
with more chan one child ¢n college. Sctudents with family incomes above the ceiling

would still be eligidle for che subsidy 1f they could demonstrate docuzented unmet nced.

o v
T
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However, S 1):08 would aot perait students to borrow any portion of their

parental contribution if they exceeded the incoce limit, even though they desonstrated
“umt need. For rezsons already stated, this is a serious flav. The bill should be

changed to assure that any student who has unszet need will be able to borrow his

parental contribution up to the loan limit.
) Another way to accomplish the same purpose is to permit all students with
documented need to borrow their unmet need and up to half of their parental contri-
bution, up to the $2,500 zaximum. This would assure that all students who have need
after they have exhausted other sources of student aid would be eligidle for the GSL
program. It would sizultaneousls ease the problem of students whose rezaining need
zight de too szall for banks to zake loans, aad that of studeats whose pareats zay
have diZficulty meeting the costs of higher—priced inszitutions. A variant of this
approach would be to permit all cligibles o borrow at leas: $1,000.

This aoproach would retain at least some of the underlving ohili.sophy which
went into the creation of the program in 1965, nazely tha: most parents do not have
the available discretiosary income to afford the increasing cos.s of college for their
childzen. 4hatever approach is taxen, students should continue o be able to borrow

at least half of parental contributions, until such :ize as the Parent Loan prograz

is operating as a viable option.

o

Under doth these approacnes there nced not be any s:gnificant {ncrease in

paperwork burden, either for lenders or for fnst.tulioral financial aid acPini<*=2Ilu.a.

-

o "

We asgume that a sizple "beachzark” svstem coul. be devised o expedite the application
prucess {or students who hLave not alreacy appiiea for aia.

Efther or 2 «obination of these appi-aches could restrict eltmabilaty
substantially. A $25.000 income cap with unmet need above tnal level sould l.zzt
the ellgibility cool to about 6 5 million students. whica we estizate would save

Approsimately 3300 =illion 1ssusing that 30 jercent of eligibles would borrow (the

carrent rate of norrowers to =112tbies), and thit the changes in eligibility Jould
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be effective October 1, 1981. The approach of providing need and half of parental Kl
contribution would zake approximately 7.5 aillfon students eligible., and save some
5200 =illion (about the sade as a $30,000 incoze cap). A $35,000 incoze cap would
increase the pool to 8 =xillion and save abour 3150 =illfon. A $40,000 <23p would
expand the pool to alzost 9 millfon snd sav a aaxizus of $100 millioam.
Under efther of these options we recommend that students who do not meet
eligibility for the {a-school interest subsidy should remain ellgible for the loan
guaraatce, as was the case prior %o 1978. During that pertod, when el.gwbility for
the subsidy was lixited 0 family fncomes below $25.000 or those with docusented

need, fewer than five percent of Guaranteed Loans were unsubsidized. Continuing

che eligibility of these studenzs for the guarantee would not affect Progran <osts

significanzly, but sould provide an izportant cption for thosc who are able and
willing o cope with in-school intarest pay=ents and are able %o find 2 lender.
Depending on how these options or their variations are structured, CSL
prograz savings of up to $300 millior. could be realized without threatening the
viability of the program for families ard for lenders, which we fear would be the

result of the Adzinistration's proposals.

Other Recommendations for Cost Savings

Several other $taps ro confain o7 reduce the cost 2° the GSL orograa would
be acceprable to the higher education :ammunitr, shile none of thez would have as
large an impact as reducing elig:bilizy for t.e 1n-school interest suos:dy, they
would have a signfficant cumulat.ve 23pact on costs:

(1) Increase “he interest on Parent Loans from 9 to 14 percent, but

continue the special aliowance as long 1S intarest rates ave hizh.

fhe Acministration’s proposal to raise the 1itereSt rate to maTker rates.
abolish the soecial allwance, and exfend repas=ert to twentv veats would, ve helieve,
make the Parent Luan progrim so unatiraclive to parents nd l.aders that i could

aever become successful. $ 1108 would ratse the .ntetest rate ¢ 14 percent AT

Q ‘
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this level -- higher chan the rate for student loans but lower than most curreat
sarket rates ~- che program should prove suf.iciently atcractive to families in

nced of liquidity to finance their children's education. We support a fixed incerest
rate for parents, but we Suggest that the Subcomaittee review scace usury laws to
assure that the 14 percent rate will not cause coaflicts and create {nequities {n
treactnent of borrowers from state to state.

(2) Reduce a student's eligibilicy for GSL by the full amount of any

Social Security or Veterans Educational Benefirts.

Currently these benefits are treated as fa=ily income for determining CSL
eligibilicy, rather than as student atd. If théy weré counted as student aid, chis
% 1ld reduce loan eligibilicy for many students who now, in effect, receive duplicate
benefits. We understand that § 1108 would accozplish this savings.

(3) Provide incentives for students to repay their outstanding loan

principal chrough early repayzent.

The_current prograz provides no incentive for early reoayzent of loans.
Long-tera costs could be reduc. substantially if borrowers toox less tile to repay.
for examsle, proposals have been zade O establish a staged set of incentives:
discounting the loan by 30 percent of principal for full repayment within 30 days
of zraduation. discounting the loan by 20 percent for full repayment at the end of
the grace p::tlud. and discounting by 15 percent for full repayment by, the end of the
first year in 'rep:x,v:ent status. We understand that CBO :s currently analyzin --e
potential savings of this proposal, which we belicve the Subcorzsittee should consider.

(&) F'iminate all orare navicas sxcept ghar £oilowiag She in-school perivd.

The 1980 Educatron Anendzents added a new sis-month grace periocd following
deferzents .or Peace Corps and certain other kinds of volunteer service. Elimination
of these 3dditionsl zrace periods would accelerate tepayment of loans without causing

vadue hardship (This provision 28 not included in 5 1108.)

Q 8 7 .
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. unworkable for the Guaranteed loan prograzm.

October 1 at the earliest.

consideragion of earlier
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{(5) Elininate higner loan limits f.r {ndependent students.

The 1980 A dsents allow independent students to borrow a total of $3,000

At the s«z¢ tize, it would be helpful zo make parents of graduate students,

We estinate that the recommendations listed abcve would

We have one rexzeining concern with S 1108 which we would call to your atten—

1ts provision for a Jul_y 1, 1981, effective date.

We believe this is torally

peak for appiications.

Wa welcoze the opportunity to work with the Subcomuittee to develop sovecific

<

per year, 5500 more than the maxizuz for dependent srudents.
“additional amount would reduce the amount of dara to be collected to determine the
student's status, relisve administrative burders on lenders a d institutions, and

S 1108 would accomplish this.

and their working aspouses eligible for the Pareat Loan program to
need to adéditional resources tc =cet the higher costs of graduate

of undergraduate studerits should also be made eligible for Parent

|—-- by $50 ~ $100 million annually in addition to the $300 million which could be saved

b; M=iting eligibility for the in-school interest subsidy.

A realistic assesscent of the steps
necessary to make any sagnificant changes in the progras, including revision of r gu-
lations, corsent seriod, reprinting of “orzs, etc., precluce implezentation before
January 1, 1982, would be a more reasonable date.
tes mav cause uncertainty in tre 1e.ndmg cormunity leading

» to a virzual shutdown of GSL 3duting the critical suzmer and fall period whicn are the

legislation to achieve the cost-saving objectives;of the Budge: Resolution.
.

-

Elimination of this

recognize their

reduce GSL costs




ATTACHRENT

PROPOSED AMENDMENTS 70O SECTION 4821a) (1), (2)
OF THE HIGHER EDUCATION ACT AND SECTION 431¢d) (1)
OF THE GENERAL EDUCATION PROVISIONS ACT

Amend paragraph (1) of section 1089(a) of Title 20 of
the United States Code, section 482(a)(l) of Title IV of the
Higher Education Act, as amended, by striking out everything
after the tomma following the words "family income, which,” ﬁﬁﬁ

and substituting instead the followiné:

"together with any amendments published in the
Federal Register, no later than August 15, 1981, - -
May 15, 1982, and May 15 of each succeeding year,
shall become effective July 1 of the calendar
year which succeeds such calendar year, except
as is otherwise provided an paragraéh'(zf. During
the thirty day period following publication of a
schedule and any amendment to a schedule; the
Sécretaty shall provide interested parties with
an opportunity to present their views and make
recommendations with respect to such schedule or
amendment. Such schedule shall be adjusted
annually.”

Amend paragraph (2) of section 1089(a) of Title 20 of
the United States Code, section 482(a)(2) of Title IV of the
Higher Education Act, as amended, substituting in its entirety
the following new paragraph (2):

"The schedule of expected family contributions

rejuired for each academic year, including any

O
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. amendments thereto published pursuant to
paragraph (1), shall be transmitted to the
‘President of the Senate and the Speaker of the
House of Representatives not later than the time
of its publication in the Federal Register. 1If
either the Senate or House of Represenatives
adopts, prior to October 1, 1381, July 1, 1982,
or July 1 of any succeeding year following the
submission of such schedule and any amendments
thereto as required by this paragraph, a resolution
of disapproval »f such schedule or amendments, in

o whole or in part, the Secretary shall publish a

new schedule of expected family contributions in

the Federal Register not later than fifteen days

after the adoption of such resolution of disapp;oval.
Such new schedule shall take into consideration
such recommendations as may be made in either house

. in connection with such resolution. If wathin
fifteen days following tke submission of the re-
vised schedule, either the Senate or the house of
Representatives again adopts a resolution of disap~
proval, in whole or in part, of such revised sched-
ule, the Secretary shall publish a new schedule of
expected family contrihutions in the Federal Pogie- B
ter not later than fifteen days after the adoption
of such resolution of disapproval. This procedure

[ s
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shall be repeated until neither the Senate nor
the House of Representdtives adopts a resoluytion
of disapproval. The Secretary shall publish to-
gether with’ each new schedule a stavement identi-
fying the recommendations made in either house
in connection yith such resolution of disapproval
and explaining his reasons fcr the new schedule."
amend section 1232(d) (1) of Title 20 of the United States
Code, section 431 of the General Education Provisions Act, as
amended, by inserting after the following words in the first
sentence "concurrently with the publication in the Federal
Register of any final regulgtion" aéd before the following
words "as required in subsection (b) of this section," the
following:
" (except expacted family contribution schedules
and any amendments thereto “promulgated pursuant

. to 'section 1089(a) (1) and (2) of this title)".

Q 91
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Explanatory Statement of Proposed Amendments to
Section 482(a) of the Higher Education Act and
Section 431(d; of the General Education Provisions Act

The proposed amendments to section 482(a) of the Higher

Educaticn Act, as amended, and section 431(d) of the General

Provisions Act, as amended, are intended to accomplish two
“nggngsgg. Pirst, the amendments to section 482(a) clarify
an ambiguity in the present statute regarding theAproper
procedure to follow to amend an expected family contribution
schedule published by the Sectetary of Education, The

proposed statutory amendment to paragraph (1) requires the

Secretary, should he desire to propose a substantive
amendment to a published expected family contribution
schedule, to publish the amendment jn the Federal Register

no later than%fofty-five days befo the Congressional

deadline to adopt a resolution of isapproval of an expected

family contribution schedule. An endment to a schedule
may not be published and proposed after the date established

in paragraph (1). An amendment to an expected family

-

contribution schedule must also be subject to the thirty day
notice and comment period provided for a schedule.,

“The proposed amendment to paragraph (2) of section 482
makes it clear that an amendment to a schedule must itself
also be subjact to Congressional review and a resolution of
disapproval by either House. Since an amendment to a schedule
mugt be published no later than forty-five days before each

House may act to disapprove a schedule or amendment, no change

to the dendline for Congressional action was necessary.
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Purthermore, if either House adopts a resolution of disapproval
»
as to a schedule or an amendment to a schedule, the Secretary,

of Education is directed to publish a new schedule of expecteé
family contributions within fifteen days aftec the adoption of
such resoiazion of disapproval.
_Second, th? amendment to section 431(d) of the General Edu-
- cation Provisio;s Act provides, that an espected family contri-~

— bution scgedule, arnd any amendments to such schedule, promulgated

under section 482(a) procedures, are not subject to a forty-

five day review by Congress and concurrent resolu:tion of disap-

proval applicable to final —egulations cf the Department,
Senator STAFrcRD. Thank you very much, Dr. Saunders.
. " "Who will be next? S T o

Mr. Gossens. Senator, I will go next, and take the next one.

My name is Peter Gossens. I am director of government relations-
for the National Association of Independent Colleges and Universi-

< ties and, let me say, Senator, I appreciate the opportunity to be.
here this morning and present our views. We are in full concur-
rence with the statement just issued by the Association, the Ameri- J
can Council on Education. We have scme issues we would like to
stress for you, particularly with regard to the guaranteed student
loan program, and that is our sole reason for being here, not as a
splinter off the higher education ccmmunity. ’

As you know, independent colleges do form a major part of the .
partnership with public colleges and universities that provides the
kinds of educational opportunities nee led to meet the needs of our
society. We think if you do damage to our sort of education-not
you, but if one does damage to our sort of education-the cost to the
public treasury at the Statc legislature level will be severe and
something that the States cannot picture.

The burden of the proposed cuis would fail severely on independ-
ent colleges and universities. We do not have a State legislature to
fall back on. Six out of ten of all of our undergraduate students _
depend on some form of need-based assistance. It is because of that
heavy dependence that we appreciate your efforts to try .o find a
way around the budget instructions and away from the ways the
budget instructions assumptions are developed.

However, we believe there is nct an effective way and we believe
that someone should come before you and tell you that there is no
an effective way tu achieve the kinds of savings that the budget
resolution is telling vou that vou have got to da In 1 year

For example, in the guaranteed student loan program, Congres-
sional Budget Office and "he Senate Budget Committee estimates
for the funds you will need next year, fiscal year "1982, 3345 - -
billion. That 2.7 is already committed, leaving you only g%o mil-
lion in fiscal 1982 funds which-are diScretionary. The Senate
budget resolution would have you take, $566 million out of that
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$750 million, thereby reducing the program by 75 percent in -1
year. We think that is unrealistic. We think once they get through
the macroeconomics and the macrodollar figures and understand
these kinds of issues that you are reducing guaranteed loans by 75
percent in 1 year; that we may be able to take the President at his
word when he suggested to Members of the House of Representa-
tives on the Gramm-Latta substitute budget that adjustments may
have to be made and appropriations and authorizatiors later on
down the road and not be held so tightly by the budget ceiling
which both Gramm-Latta and the Budget Committee assume.

You have heard the history of the guaranteed loan program and
the problems with some of the changes from others this morning. I
will just stress two things. .

One, if you make a July 1—in terms of change of loans, we can
look back at the list and see what happened if Congress attempted
an immediate change in the program. We had to come back with
emergen-y legislatioh within a month and delay the effective date
of those changes.

The second thing I would like to stress, Senator, is that with
respect to your $25,000 income cap in S. 1108, we believe that kind

~ of a change may be detrimental in good public policy from what we

have right now. Right now we have a program’ accessible to all
students from all income levels. The President has proposed that
that access be limited in a couple of ways. We would go with one of

-his ways with a mild adjustment, that remaining need should

include half of parental contribution.

We oppose- the in-school subsidy, but we believe it is a least
harmful way to go if you do allow & retuaining need to be applied
to all students.

According to Congressional Budget Office estimates, we list here
your dollar savings by about $100 million, wi.ch if you take out
argument that in fact the 75-percent reduction in GSL is  :realis-
J'c_this year, the $100 million is not an amount to be dividing us.

Senator, let me finish by saying we believe some short-term
savings and some substantial long-term savings, such as we pro-
posed, may be affected. We believe you do not have to go to the
approach that the Senate Budget Committee has proposed a 75-
percent reduction in the program. We hope that our admonitions
about the effects for immediate changes will allow you to pick up
on the responsibility that Senator Randolph has addressed this
morning and tell the Budget Committee and tell che administra-
tion—and I am sorry that some of the newer members of the
subcomimittee are not here to pass that word along as well to the
Budget Commiittee; that a 75-percent cut in GSL is lust impossible
this year and let us go with some reasonable savings and put a
safety net around these programs, because these are an investment
in the future.

Thank you. .

[The prepared statement of Mr. Gossenc follows-|
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PRrePARED STATEMENT OF PeTER J GOSSENS

k)

T we. Chairman end Members of the Subcommittee:

——— — My name is Peter Gossens. 1 am Directér of Goverrment Relations for the
National Association of Independent Colleges and Universities which includes within
its membership 850 independent colleges and universities, 42 state associations of
ndependent colleges and universities, and 28 national, r-egional. and special pur-
pose associations of indepengent institytions across the nation. They reflect the
partnership which independent and public institutions form to provide the diversity
and variety of educational-offerings required to meet the needs of our socfety.

In & process unique among educatlona_l associations, NAICU provides annual
N opportunities for the entire membership to address the public polticy issues which
are important to all of us, and to i_ssue a comprehensive and detailed set of public
policy statements which reflect our positions on those issues. At the concluding
. general Se““’iﬁﬁ"“' 1981 Annual Meeting on February 6, the membership of our

Assocfation adopted the following three statements of priority interest in the field

—of student assistance:

--NAICY will seek to assure an appro;;na;; batance of fundirg between grant
berefits, both Pell Grants and Supplemental and State grants, and self-help pro-
grams, such as College Work Study and Guaranteed Student/National Direct Student
loans to assure financial accessibility for all Americans to all of our country's
higher educational opportunities.

[N +-If7 further changes in student loan legislation are considered, NAICU will
[ seek to assure that loan cabrtal 1s avarlable to meet a1l legritimate student need
unfunded by grants and work, that loan capital 1s expanded as necessary through the

Federal Financi g 8ank, that student loan programs be simplified, that consolidation

of student loans be further encodraged, and that administration and collection of

loan obligations be improved through the availability of centralized services.
--Rezognizing the potential budget stringencies n the years imediately ahead,
NAICY will work actively with other higher educational associations in formulating

-~
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and advancing legislative inftiatives which will help to control overall federal
outlays for student assistance programs, while mintaining the continuity and

balance of grant, work, and loan benefits.

Unfortunately, all three of NAICU's central public poiicy fnterests in the stu-

dent assistance field are threatenad by the Administration's proposals for aEhleving
immediate budget savings in student assistance proar s, The assumptions contained
in the Senate Budget fnstructions further compound the problem. Institutions of
higher education, already suffering from the effects of inflation, would be hard-
pressed to find funds to make up the substantial FY 198 and FY 1982 savings which.
will be required in th'e Pell Grant ;nd Guaranteed Student Loan programs.

. The burden of the proposed cuts would fall Jery severely uypon the independent
sector of higher education. We do not have a state legislature to fall back upon to
make up 2 shortfall {n fede’raI funds, Natfonally, according to the most recent

studies of financial and educat fonal “trends thrc ghout the independent seetor, 60

percent of our aggregate educational and general revenues come from student pay-
ments, forty percent of which is from s*udent aid prog}ams. Furthermore, six out of
ten of all underaraduate students enrolled in the independent sector receive one or
more forms of need-based student aid,

¥hile some NAICU member institutions possess substantial endomly ts, most do

not. Even the endowed institutions already find that they b,

to dip deeply into
endownent funds to maintain quality educational programs./And with college costs now
averaging $6,100 per year for an under:graduate student/at a four-year independent
institution, this depletion of institutional resourfes quickly could hecome disas-
trous for our long-term financfal security,
With this introduction as to our make up and t;:e problems our ‘mstitutions face,
let me commend you, Mr. Chairman, and other Mambers of\the Subconmittee vor attempting

o find ways to meet the (gclnciliation requirements.

4
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Howevér, there appears to be no effective means to achieve much of the savings
called for in the budget instructions for FY 1982, especially with respect to the
Pell Grant and Guaranteed Student Loan progranis’.

Pell Grants .
‘W generally support the positions expressed in the statement by the American
Counctl o.n Education w'ith‘respect to possible reductions in the Pell Grant program,
Specifically, we support (1) an increase in the Pell Grant maximum to $1,900 so that
inflation does not cause thousands of students to be ineligible for the program; (2)
authoritj, such 4s you propose in S. 1108, for the Secretary of Education to propose
s 1n the affhual statutory Family Contribution Schedule procedure an assessment rate or

a series of assessment rates to be applied against family income; (3) an increase in

the family size offset to ref‘ect the effects of inflation, especially on low- income

families; (4) count Social Security and Veterans educational benefits as student
aid; (_5) modify the statutory»reduction‘schedule to avoid the current inequities,
and (6) defer substantial changes in the existing need analysis system until aca-
demic year 1982;83, because it is so late in the processing year,

We also believe that, in order to arrive at a realistic budget amount for Pell
Grants for FY 1982, you may need to make additional adjustments to accomplish the
above objectives. Two possible adjustments which we offer for your consideration
are (1) to establish some reasonable limitation in the Pell ‘%nt program, either by
statute ‘or by regulation, on the allowable cost-of-attendance fgr comut ing students
not living with their parents so that this allowance does not become,a new mechan ism
for abusing the' program, and (2) to establish some reasonabf;, workable,” and equi-
table self-help expectation in the Pell Grant program so that students cannot pay

. for their entire cost of higher education with grant funds. The Educaticn Amend-
ments af 1980 established a theoretical self-help expectation by establishing the
federal policy goal that federal'grant programs vand reasonabie parental contribu-
tions will_ meet 75 percent of a student's cost of attendance, thereby implying a

25-percent self-help expectation. v

, .-
,
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‘- Gugranteed Student Loans

Because students attending independent colleges and universities &re so heavily
dependent on the G5L program, our major concerns are with the instructions in the
budget resolution and with certain provisions of S. 1108 which relate to G.SL. While
significant long-range savingscare both possibl_g ard necessary, it is prac.ticany

impossible to achieve the $ 'mn119n in FY 1982 savings which the budget

e

reSolution would require. . e
The c_ongressionnf Budget Office estimates that, of the $ billion needed for
GSL in FY 1982, only 22 percent is controllable. In other words, if the program
were simply stopped on October 1, 1981, and no loans were guaranteed 4n FY 1982, the
federal outlays for the program would amount to $2.7 billion. Therefore, the real
eff\ect of the budget reso]uiEion is tc require $566 million in savings out of the
$750 million whick is controllable, or to reduce the controllable GSL budget by over
5 75 percent. "Sure‘.y that cannot be -the intent of those Senators who supported the
Revised Second Concurrent Resolution for FY 1981. Surely that cannot have been the
intent of the 253 Representatives who voted for the Gramm-Latta alternative Budget
last Thursday. It is our hope that when the effects of thece budget proposals are
understood, Senators and Representatives will accept Pre;ident Reagan's suggestion
that adjustments will have to be made in authorizaticas and appropriations for FY
1982. N
. Furthermore, because most of the-GSL outlays in FY 1982 will be for loans made
during FY 1981, the only way to effect FY 1982‘sav‘ings is by c;manging zhe—_stgtute S0
that new program requirements will apply to loans made in the last quarter of FY
1981, Because of the complexity of GSL program requirements ::n lending’ 1nsgitutions °
across the nation, and the fact that lender participation in the program is entirely
voluntary, history teaches us that substantial lead t;me is needed before statutory

changes go into effect. In 1972, Congress attempted to impose immed iate program ~

| ) ~
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‘chénges, which resulted in a near--total shut-down of the program because most
lo lenders simply withdrew from participation, requiring emergency legislation to delay
the effective date of the changes. We fear a similar result if you attempt to

impose a July 1 effective date on whatever changes you make in the statute.
S

Nen o %%,

. With respect to the specific proposals to amend the statute to attempt to
"achieve 6SL savings, let me offer the following comments. We befieve there are
serious public policy difficultigs with the GSL provisions of the Administration's
bin, s. 1102, and with the provisions of your b111,. S. 1108, which would establish
&n “income cefling of $25,000 family income for automatic student el igibility for GSL
and establish a need analys:rs system for all other students. We enthusias:ically
efdorse the other proposed changes in the program which are w S. 1108.
When the GSL program was enacted in 1965, it was designeq to provide a means
‘whereby students from mi’ddle-income tamilies could have xce;s 30 borrowed capital
to meet the expenses of higher education for their children. The progran was
designed to be funded out of capital \from private lenders with a federal guarantee
and subsidies to induce lender and b;rrou_:er participation. It has been amended
nme;'ous times to reflect changing needs of its target population, limit or
eliminate abuse, and to tie the subsidy for lenders to market rates. it has worked
well to provide access tt; higher education to mi1lions of American students and to
provide reasonable yields to those lenders which have elected to participate. [n
recent years, the costs of the program have ballooned in large part because of the
- . unprecedenced and unexpecteo increases in the cost of meney. For example, C80
estimates that if the interest rate for 91-day Treasury bills were to drop by only
one point, the Federal outlays for GSL in FY 1982 would drop by $220 million. The
savings which would result from a two-point dro) in that interest rate, when added
to the savings ‘which would result from other parts of S. 1108 would be sufficient to

meet the Budget instructions.. ' .
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‘bugvér, the Budget Co.mnittee has rejected the President's assumption that such
"3 reduction :r'z interest ratesmiy occur, but took the Administration's other
proposals for reducing GSL costs. Your bill, Mr. Chairnan, proposes yet anqther
way to achieve the amount of savings assumed in the Budget resolution, by setting an
arbitrary income ceiling fpr automatic GSL eligibility. We believe, that there is
another way of achieving svimilar savings over the long term by modifying the

Administration's proposal. Our proposal would modify the President's proposal ‘by

* retaining the in-school interest subsidy and including at least one half of the

Par.ental' Contribution (PC) in the amount a student would be able to borrow (limited,
of co:srse, by the authorizgd‘ annual and aggregate maximum amounts).

It would assure that students from all income levels would be eligible for GSL
1;ans if they have need efter they have exhausted other sources of student aid. It
would not\\assune need for students from certain income categories who may have no
actual need, ‘bu:, because their parents' income falls below a certain level, are
automatically eligible for a $2,500 loan® each year. 1In addition, it would elimind.e
the opportunity for students at any income level to abuse the program.

Our proposal would retain at least some of the underlying philosophy which went
into the creation of the program 1n, 1965, namely that most parents do not have the
available discretionary income to afford the increasing costs of their children
attending cc;l léé!. Under current law, students are allowed to borr:)w up to the full
amount of their expected PC for other programs. The Parent Loan program was
statutorily created in the Education Amendments of 1980 to mamtam'that philosophy
in a separate program, but only one Parent Loan has been made 1n only one st;tgl.

We urge you to continue to allow students to borrow at"1gast one half of the PC at *
least unti-l the Parent Loan program is operating as a viable option for parents to

-obtain the needed capital,

’
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This proposal would not add significantly to the paperwork burden either for

lenders or for institutional financial aid administra’tors 1f a s\mple "Lenchmark”

system of need analysis were used in determining the expected PC, instead of formal
i-4 - . -

need analysis. Currently, institutions of higher education are performing formal

. ) i

negd analysis on nearly half of their students from all inéome levels, and nearly

a1l of their loy-income students, and we believe that requiring a simple "benchmark®

type of need analysis on GSL borrowers would "ot ‘impose a significant paperwork

- burden on. them. . s

M. Chairman, these comments are offerred as an attempt to provide you

assistance in the difﬁcun: some would say impossible, task which you face of
ichie‘ving the substantial s&vings in these two critical federal student a;sistance
programs which the Budg.et' fesolution would require. We hope that our admonitions
about the effects of immediate changes, and our proposals f?r short-term and
long-term savings are adequate to convince this Subcommittee, the Budget Committee,
and the Administration th§t these programs are important enough to be included .in
the safety net of Drogram's proteéted against all further cuts except those whic;u may

- be needed to reduce fraud and abuse. 1 would be pleased to attempt %o respor\d to

|

} any questions you may have. -

‘ Senator StarrORD. Thank you.

} The Chair notes that we are now into a rollcall vcte in the
Senate. I intend to see these hearings through even if I have to go
over and answer another rollcall and come back. )

Senator Randolph, what would your pleasure be here? We should
answler this rollcall and we have two more witnesses to go on this
panel. !

Senator RanpoLpi. Mr. Chairman, I will attempt to come back,
of course. It is a difficult schedule for me today.

Senator STAFFORD. It is for both of us. :

Senator RANDOLPH. But I will attempt to come back.
L _Senator Srarrorp. If the panel can remain, we will go over ‘and
. discharge our duties in the Sénate and come back as quickly as we

can.
| Recess.] . .
}, nator StAFFORD. The subcommittee will please come to order.
. At the time we left, we had two witnesses who had not had an
| opportunity to testify from the panel, Mr. Leifman and Mrs. Miller.
| Have you made a decision as to which will go first and which
| " will go last? e ”
Mr. MarmiN. Mr. Chairman, Mrs. Miller and I would like to
| share our time, if that would be acceptable to you.
K Senator StarrForp. It will be acceptable. It will be 5 minutes
| . apiece, though." N
| Mr. MarTIN. Thank you, Mr. Chairman.
| We appreciate the opportunity to appear before this committee
. and express our views. We prepared a comprehensive statement,
| n10t only commenting on the administration’s bill, but certainly

~ ERIC |
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your bill, along with several recommendations and we also support

the recommendations that have been addressed by the Council on

Higher Education Loan Programs.
. Mr. Chairman, we pointed out that the primary problem we face
- is because of rising inflation and short-term problems, that it is
~ -~ .__ironic that this committee, which has been so responsible_for the
‘program for years ig faced now in respondiag to the Sénate Budget
Committee’s resolution, but nevertheless, we want to try to assist
you. ’

Let me jlst point out—and the last page of my testimony, before
the supporting data, copy of the letter that. we received this last
week from a mother of two children“who were httending school in
Tennessee, who were applying abdut whether tke loans were going
to be available for this year, because we are faced with a difficult
time that has already been made here of what is going to happen.

She reports that her two children who are using the guaranteed
student loan program, it is still necessary for this family to contrib-
. » . ute over $4,500 of their own expenses. They are two working .
' middle-income families and their total income is about $30,000. .

At the end of the letter, she says, “Any information you can give
me will certairily be appreciated. If we could -use this loan for 1°
more yeer, I believe we will be able by planning and if everyone “
stays healthy to make it for the other 2 years. Needless to say,.this
is very upsetting to us since it seems to hurt the middle-income
family that wants to work and pay their way. I know we will make

-it, but it is surc going to be difficult if it is not available for this
year with no tima to.plan any budget. By the way, our income
comes from my husband working three jobs--a fireman, a security
manager for a department store, and an auctioneer. I work outside
the home and both children have summer jobs, my son also works
during the school year. We are trying to give-our children an
education in a good Christian school where they are happy and we
hope become productive citizens. It seems we are being penalized
for working hard.” . ’ :

hwould suggest to you that this kind of a letter is begining to
grow~throughout the country in every school that we are associated -
with. We are finding ourselves with an -incredible period of time
with the difficult task that you have of reducing the overall cost in
a very short period.

In essence, if we are not careful, with all the kinds of proposals
‘that have been floating around, we may throw the baby out with
the bath water, so to speak. We have introduced some concepts,
including the one that you have in your bill, of an income cap, but

& we are concerned, Mr. Chairman, that your income cap of $25,000,
which is necessary-to meet the budget savings that are mandated is
going to have a detrimental effect upon the attendance in institu-
ticns this fall and the choices that students will make in selecting
institutions.

-If the figures are correct from the Congressional Budget Office
which would show that about 50 percent of the volume of ‘vans  §
might be reduced as a result of that kind of a cap, then we would
suggest that that is going to be very disruptive on enrollments; and
we would therefore support a much higher figure than that.

Q
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‘We feel that these difficult times do not leave us a whole lot of
. room, so one additional suggestion that we have offered, not that
we like it, but with the possibility of perhaps having some kind of a
Federal loan interest .revision, that might be some kind of a fee
that would be taken directly from the students at the time that the
loan is made and paid back to the Government fo help offset the

. costs that are incurred in this program.

This would not change the program as it is currently structured.
Itisa faxrlﬁ" simple kind of approach. It 1s not one that -we welco
suggesting in light of the fact.that we have always supported the °
benefit for students, but the chuices that we have, as Senator Pell
commented earlicr, are not pleasant. It would be bétter for a
student to know ihat we tould get access to a loan and get some
kind of a fee because of the high interest period that we are in,
rather than going to accruing and compaunding which is dubious
that llt will work, and pay up to four times that amount in a
penalt,

We would offer that as a suggestion, knowing that there is
resistance to it and we do not like it ourselves, but it would be an
option that you could adjust later or remove if interest ccnditions
change in the future. -

- At this time, let me turn to Gene Miller, who is the president of
our association, and acting administrator, and ask her tc comment
further on some of the other comments.

Ms. MiLLEr. In the brief time we have left, I would llke to
emphasize two points that have been previously discussed as they
pertain to the realities of studentd on the campuses across the
country. -

The first is the issue of self help or the addltlonal $750,000
recommended in S. 1109,owhich is only an increase into the heavy
burden for students.

Based on students’ budgets, for example, at California colleges,
the current selfhelp contribution that already exists ranging from
a low of 23 percent to a high of 80 percent and in an attempt to try
to show you how this works, there are some graphics at the end of
our supplemental report which show some charts and will give you
some ideas of how students packaged, and how much self-help they
already have,

The second is the deferral of the cost of atfenddnce provisions.
This is especially devastatipg to the nontraditional students who
are enrolling in larger numbers as was indicated earlier in the
testimony. These costs have not been adjusted since the inception
of the program in 1972 and, again, if you take a look at the
g.aphics, you can see below the triangles we have put the actual
cost, and these are based on some averages in California and below
that we have the Pell grants costs that are allowable for those
same student budget categories and you will notice the variation .
for students who live off-campus and for students who are heads of
households who are married students.

I would conclude by reporting—supporting some of the proposals
in S. 1108 to reduce costs. These are enumerated in the statements.

We thank you for allowing us the time to comment on these
issues and wish Xou well in marking up that bill.

[The prepared statement and supplemental statement of Ms.
M‘ller follows:] )
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NASFAA supports the concepts of:
basis of financial need; (2)Parents assuming the primary responsibility

neggtive]y upon the parents’,
secondary education.

EXECUTIVE SUMMARY .

NASFAA endorses the principles contained in PAEsident Reégan's Budget

Reform Plan to _refocus the student aid programs, but disagrees with
the methods that have beeﬁ proposed to achieve these ends.

Acceleration of costs in the GSL Program is directly related to current

high interest rates.

Expenditures in student aid programs are essent1al in order to achieve
the Administration's goals, since such a plan is dependent upon increas-
ing productivity and strengthening national defense which are in turn

dependent upon a ‘rell-trained and educated citizenry. -

Significant legislative changes at this point in the student aid de-

livery cycle resulting in major reductions in anticipated funding will

cause incompreiiensible disruptions.

(1)Awarding Federal student aid on the

for paying for their children’s education tc the best of their ability; and
(335tudents eontritutind to their own educational expenses.

~
Growth in the teenage population has created pressure on the supply

side of the youth labor market resulting in high unemployment rates
for weenagers .

Inflation and the unavailability of student employment have 1mpactedn
‘and students’ ability to pay for post- Y
The” jobless rate for teenagers in general was

16% in 1979, but 27.8% for minority teenagers.

"Labor Department studies showthat the unemp]oymentlggte of 20-24 year
olds with four ‘or more years of college is 4% compared to 9.4% for
high school graduates and 20.6% for high schootl &ropouts of the same

age” Financial aid makes 1t possible for students to obtain a post- .
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secondary education
Changing dhaphics, and characteristics of today's college age

student have created greater financial needs for tuday's student.
Sibling over)ap, higher proportional enrollment of lower income

si f requenty of single parent households and average higher
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, 19. 1Imposing a self-held expectat on in the Pell Grant Psogram does not

ages of today's students create larger student expense budgets with
lower available family contributions. } . .

10. ‘Adequate financial aid is one of the two single most critical factors
involved in determining whether, students'wi'll‘enro'l'l and continue in
* postsecondary- education. , A ¢
4 ')
11. Most postsecondary’ educa'tior.a] institutions are the largest or second
largest payrol} pnodt.cing eﬁter,gp?ses in' the comnunities it which they

are located. .

12. A.primary issue?acing the United States C5ngress is whether or not to
support the Administration S proposals to reduce program costs by
methods which have been advanced.

13. Limiting ¢ Guaranteed Student Loans to remaining need 'is questionable when
you examine the average loan amount baced on college costs. Statistics
show that the majority of students are borrowing amounts appropriate
for their costs of attendance. : R

4. Limiting studenc loans to remainirg need wi]l affect the supply. side
of the GSt equation and cause lenders to make two foans, one to the -
student and one to the parent to cover t @ student's costs without
any additional yield. .

32, Flimination 'of the in-school interest sub-idy in the G§L Program will
significantly increase the debt burden of many‘students, perhaps re-
sulting in a greater likel\h%od of students defau'lting on their loahs, *

16. Extending the repayment period on Parent Loans and making them avai'l-
able to parents of graduate students K“ result in an increased num-
be~ of death and disabi'lity claims being paid by the government. %

17. Eliminating the special allowance in the Farent Loan Program wi]l 0
require parepts to assume 2 greater hurden and' perhaps discourage
them from taking out such loans because of their other credit obligacions';-

18. NASFAA feels that the recommendations which mave been made by the higher
education community for reducing costs in the GSL Program are more .
reasonable, cost effEctive and understandable by parent$ and students.

[N

affect everycne equally. Impact w‘ﬂ effect Tow and moderate 1ncome
B “L
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students attending low cost institutions.

-Allowable costs under the Pell Grant Program bear iittle resemblance

to the actual cosis students and families must pay. Current cost
allawances in the Pell Grant budget undgrestimate trye expenses be-
tween $900 and $2500. . °

lmposition of the Administrat{gn‘s self- é\p provision will increase
the work loan for institutions and requrie additional costs to be
borne by the Egu'cation Department to modify their processing systems.

Weighted average thresholds of low income levels developed by the
Social Security Administration to determine Pell Grant family size
offsets are unrealistic compared to the true living costs that families
face in today ‘s society.‘ i -

Phas‘e out of student Social Security Benefits will affect low income
students the most since 84% of the students come from families with’
incomes below $20,000 per year and 71% from families with incomes
under $15,000 per year. Other student aid will not make up the
amount of these benefits for most students.

NASFAA feelt that the recommendations which have been made on pages
23 through 28 for reducing costs in the Pell Grant and GSL Programs
are gore reasonzble, cost effective and understandable by parents

and studen.. i
N
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Mr. Chairman and Members of the Subcormittee, as always, we appreciate the
opportunity to express our views before this Subcommittee and realize that
this Subcommittee, which has historicaily designed and supported student
aid programs, is faced with the difficult responsibility of making stat-
utory changes that will attempt to accomplish the goals of the Senate
Budget Committee. Therefore, we will do our utmost to help you find so-

lutions which are the jeast damaging to the fundamental goals of these
programs.

We regret, however, that prevailing circumstances necessitate reductions \
in financial aid support to our country's Postsecondary education students’. ;
in order to mget the requirements of the Senate Budget Resolution. While 'Aﬁ§
we support the President's goal of reducing inflation, cutting back on un- *
necessary spending and balancing the Federal budget, it is ironic that we s
are here today to determine how to reduce the costs in the Pell Grant and
Guaranteed Student Loa2n Programs when the truth is that expenditures in

this budget function have primarily accelerated due to rising specisl allow-
ance costs in the huaranteed Loan Program which are directly tied to mone- 4
tary policies determined by the Federal Reserve to restrict the suoply of
money bg fostering high interest rates. Consequently, acfions taken by

both the former and the current Administrations to deal with the nation's
overall economic {11s have caused Guaranteed Loan costs to accelerate to

the point that we must now cut need-based siudent assistance programs, cuch

3s the Pell Grant Frogram, in order to continue to preserve a viable 1pan *
program for middle-income families who desperately need the pFogram to

assist them in meeting postsecondary educational expenses brcause infla-

tion has eroded their savings and reduced the discretionary money wh<ch

they normally would have used for this purpose. .

Therefore, we otject, in principle, to the program reductions that have
been propcsed in the Adninistration's bill, 5.1109, and the Chairman's

bill, $.1108 for two reasons. First, we believe that the student aid
programs have been working well and are achjeving their {intended legis-
lative goals. Expenditures in these programs are reasonzble and neces-

sary if the President's broader Economic Recovery Program is to be achieved.

“since that plan is dependent upon fncreasing prductivity and strengthen-

ing national defense which are in turn dependent upus having a well-train-
ed and edycated citizenry, ~Secondly, we believe that making significant
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legislative changes at this point in the student aid delivery cycle which

. would result in major reductions in anticipated funding will be particularly
_g,.,« “disruptive to everyone concerned. Institutions have necessarily already
begun making awards to students for this academic year and parents and stu-
dents have made theiraducationalplans based on this information. We would.
" therefore, caution you to weigh your decisions carefully since the decisions
you make will have 2 profound effect upon the educational opportunities of
our citizens, the survival of many of our educational institutions and° the
economic health of the many communities in which thes‘e fnstitutions are
located.

" In the past several seeks, we I}Ie analyzed the President’s Budget Reform

$lan and 551109 as ihey relate to the two largest student aid programs:

The Pell Grant Program and the Guaranteed Student Loan Program. While we
end0r5e'the principles contained in President Reagan's proposals, we respect-
fully Qisagree with the methods proposed n $.1109 to achieve these, ends.

Our Association, composed of over 2,400 postsecondary educational institutions,
has always supported the concept of awarding student aid on the basis of finan-
cial need. He also subscribe to the principles that: (1)Parents have  the
primary responsibility to pay Jor their children’s education; (2)Parents will
contribute to the best of their “financial” ability; and (3)Students them-
selves shquld also contribute toward meeting their educational costs. We are,
however, fully cognizant of the financial pressures facing many families today
which prevent them from fully meéting postsecondary educational costs, This

, circumstance is prfmgrily due to the impact of inflaticn, rising taxes on
gfscretionary incomes and the ugavailability of summer and term-time employ-
sent ty today's stypent. .

;?%é-\y,rééont news a}g;)ounts have alluded to the problems teenagers and young
college , 'dents have in obtaining employment. A recent st@dy by the United
States Department of Labor provides an indeptin profile of the teenage worker..
The study shows that growth in tho teenage population has created consider-

A alfle pressure on the supply side of the youth labor market. "This pressure
. has caused consistently high unemployment rates for teenagers throughout
s, the 1960s to the present. The jubless rate for teenagers has gone from a

low of 7.6% in, 1953 to 16%in 1979. It is important to note, ho;:ev'er, that
black and wother minority teenagers have experienced consistently higher un-
employment rates thap their white counterparts. According to the Department
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of Labor's statistics, in 1979 the unemployment rate for black and other

minority teenagers was 27.8% compared to 13.9% for white teenagers. These

statistfcs also point out trat for most teenagers, findiny employment is not N
an econonic necessity since almost three-tourths of all teenagéis live in
two-parent families and only about 12% have no parental attachment. On the
other hand, approx.mately one-half of all black teenagers reside i1 one-par-
“ent fam111es or live apart from their parents; for these youth, finding a
Jjob can be crucially important.

It is also worth noting that the unemployment rate among youth is higher in
central cities than it is in sublrbs and non-ﬁétropolitan areas. Thus, the
opportunity to enter the labor force is greater for students who do nat live
in the cities. It should be noted that =~ore than one-half of black youth »
live in central cjties and 12ss than one-fifth of this population resides in
the suburbs. ¥ispanics also account for a disproportionate share of the
nation's unemployed youth. In 1979 among the Hispanic groups, Puerto Rican
youth had tne highest jobless rate, 27.8%, compared with 16.9% for workers
of Mexican origin.

The Labor Department's study also shows that the amount of formal schooling
is substantially related to the prospects of being employed. Those individ~
uals who are 20-24 years of age who only completed 1 to 3 years of high
school have an unemployment rate of 20.6%. Of 20-24 year-olds who completed
high school, thé unemployment rate is 9.4%. Of 20-24 year-olds who had 1

to 3 years os college, the unemployment rate is 7.2% and of those 20-24
sears of age who have had 4 or more years of college, the unemployment

rate is 4%, These statistics clearly support the importance of providing
the funancfal mears to ensure that American youth can obtain a postsecond-
ary schoo?l educat1on.

Our Assocuatuon is also aware that student aid sources have increased d .- -

mat!tally in the p past few years. Much of this increase .in funding has been
needed to simply keep up with the rising increases in educational costs and
associated 1iving expenses. Another often overlooked factor, however, is

the changing® demographics and characteristics of today's college age student.
While families have always had the primary responsibIIity tn pay for their
childrer's education, there has been an emerging trend during the last de-
‘cade of increasing numbers of families with more than one college age .¢- .
pendent. This sibling overlap increases. the financial burden on some

families in that«they must meet postsécondary educational expenses for
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more than one child at a time.

The Policy-Analysis Service of the American Council on Education shows
that “in 1967, 12% of all families'with dependents in the 18-24 age
group had more than ore dependent enrolled in college; by 1976, the
porpartion had risen to 16%." While it appears that child spacing
patterns did change fn the i9605, the frequency of sibling overlap had
made it more difficult for parents to contribute as much as they have
in the past.

1

Another factor which has affected the college age population is the B
racial/ethnic distribution-of whites and non-whites. -In 1965, non-

whites constituted approximately 12% of the enrolled 18-24 year-old

college uge population. Current trends show that by 1985 the projected
nunber of non-white 18-24 year-old students will constitute approximately
17% of the enroliees. Given disoarities in fanily income distributions

a higher proportion of non-wnite youth families have greater financial

need. Likewise as has already been pointed cut, a proportionally )
greater share of these students come from single parent families‘and

have more difficulty in obtaining part-time and curmer empioyment.

Age distribution of college students is another demographic that has
changed. In October 1979, the Bureau of the Census reported that over
ore-third of all college students were 25 years of age and Older. The
following chart shows tha age distribution of college students in 1972
as compared to 1979.

-

AGE DISTRIBUTION OF COLLEGE STUDENTS 14 YEARS OLD AND QVER

Ace . 1972 1979, )
14 - 17 years 295,000 311,000 - .
18 and 19 years 2,680,000 2,844,000
20 and 21 years 2,116,000 2,353,000 .
22 - 24 yeats 1,461,000 1,794,900 .
25 - 29 years 1,229,000 ., 1,679,000 -
30 34 years 531,000 996,000
35 years and over 783,000 - 1,402,000 :
TOTAL . 9,096,000 11,380,000

With more older students enrolled in postsecondary education, the fre-

quency of independents has become more frevalent. Consequently, for

many oi these students, the parent’s abiiity to contribute towards their .
college education is no lenger considered when the student's need is
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assessed. In addition, the financial responsibilities of these older -
students is greater due to the fact that more of them are married, have
other dependents and are the primary head-of-household. Student expense
budgets, therefore, tend to be larger for these students than for typical
dependent students. It should also be noted that more women than men were
enrolled in college in Octoder of 1979. This is the first time since World
‘ War II that women outnumbered men in college attendance. Below age 35,
R . abou't 5 million men and 5 million women were enrolled in college, but among*
students 35 years old and older, there were 914,000 women and 487,000 men
in college. Current divorce rates and the increased need for two working
parents to meet financial responsibilities are primarily responsible for
this difference in enroliment patterns.

Because of these changing demographics, the need for financial aid has
become increasingly important. Today it is not unusual to find that at
both public and private institutions between 50% to 60% of all students
are dependent upon financial aid funding to help them meet the education-
2l expenses.

Research shows that adequate financial aid to meet a student's need is.
- one of the two single most critical factors involved in determining
"» whether or not students will decide to enroll in postsecondary education
and is also a major factor in whether or not the student will persist.
Consequently, the fiscal viability of postsecondary institutions today
is more dependent upon student aid funds thart ever before and the
- financial health of these Schools has a major impact upon the financial
kedlth of the total comwnity in which these schools are located. Most
educational Instituticns are tne largest or second largest payroll pro-
> ducing enterprises in each community in which they are located and their
econolic Impact is a crit\ca factor upon the rest of-the community.
‘Studies have shown that conservatively, every dollar that is spent 1n
“e A comqnity for postsecondary education rolls over in that comumty
. -af léast three times during the course of a ‘calendar year. Therefore
L if f,school suffers a less of three million dollars in student aid fund-
1Ay, fn a given fiscal year, the conmumty in which it is-located will
. sut"f\cr corfesponding loss of nine million dollars that normal 1y would
have been spent for other goods and’services. This kind of economic
impact s very significant and can have major negative repercussions if
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not dealt with carefully. Perkaps even more significant is the potential
impact upon the Federal budget. If a major reduction in student aid fund-
ing should occur and the outcome forced a large number of the more than

14 million enrolled students out into the job market, the unemployment
rate could be increased significantly. Again statistics shoy that a one
point increase in the nation’'s unemployment rate will conservatively in-
crease the Federal budget deficit between $25 to $30 billion per year.
These fiqures do not include the negative economic impact that such an
increase would have upon state and local tax revenues, nor do they attempt
to assess the hamful effects that impact our nation's human capital.

Nevertheless, we nave describe! these changes in college age demographics
and the resulting economic changes that would occur to show you that it
has been necessary to have larger amounts of money in the past few years
to assist the students who are enrolled in cellege than it did a decade
ago and it will continue to do so in the next few yea's.

Our primary purpose today, however, is to examine the two legislative
proposals before you and to provide information which will hopefully

assist you in making de%;sions regarding whether to support or mdify
the proposals that have teew advanced. Le® us begin by reviewing the

Guaranteed Student Loan Prog§am. .

Guaranteed Student Loan Program
The Senate Bu&get Resolution would require that the GSL program be limited

.

to $2.873 billicn FY-82 or a savings of $566 million from program costs

under current law. The Administration has proposed'to achieve this goal by:

limiting borrowing to remaining need; eliminating i--school interest sub-
sjhy; requiring parents to borrow parental contribution through the Parent
Loan Program; increa;ing the" interest rate on parent loans from 9% to
prevailing market rates; and by extending t}me repayment period in the
Parent Log; Program from 10 to 20 years. T o

In order to provide you with a better understanding of what is contained in

the Administration's proposal, let us look at the following issues.

2 .
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Issue I - Whether or NHot to Limit a Student's GSL to the Amounf of Remaining

Keed.
As you are aware, the GSL Program is the only true entitlement program con-

tained in the Title IV student aid programs and the costs of that program
have increased substantially in the past three years. Secretary Bell noted
in his March 11 testimony before the House Subcommittee on Postsecondary
Education that “in the past three years the vb]ume of loans has grown from

$1.9 billion to $4.8 billion* and that during the last four years, as many

loans have been insured as have occurred during the program’'s 15 year history.

This growth is not surprising since it was not until 1976 that the law was

changed to make the program workable and additional changes made in 1978
which eliminated some of the administrative restrictions, thus making the
program more des1rab1e to outside compercial lenders and.opening the
pragram to all students. The growth of State Guarantee Agencies, the es-
tablishment and maturing of secondary markets, and improvements in the
Department of Education's operations have also made this program more
viable. Still another factor which has already been mentioned that has
greatly contributed to the costs of the GSL program is economic c¢ircum-
stances which have contributed to high interest rates which in turn have
more than doubled the amount of special allowance the government must pay
to the lenders on the outstanding obligations. Still the Administration
.contends that part of the program's spiraling cost is due to borrowing

by high income families who have no need for the funds to help them meet
their children's educational expenses. Therefore, they have proposed to
limit the student's loan amount to "remaining need.* This remaining need
has been defined as educational costs minus other student aid and expec*ed
far*ly contribution. o

The jmpact of this change would require all borrowers to submit data to be
processed by a need analysis service or to be hand calculat d by an lnsti-
tution. NASFAA has found that in public institutions about 50 to 60 percent
" of thd current GSL borrowers have not filed a need analysis form. In private
institutions, about 20 to 30 percent of the current GSL borrowers have not

55431 O~8l—~§ B -
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filed a neea analysis form. This change will not only increase the applica-
tion processing time by approximately four weeks, it will also increase

the amount of paper work by more ‘than two-fold. 1In spite of this additional
administrative burden upon nstitutions and a more complicated application
process for students and parents, there are two other factors which must be
considered befure adopting the Administration's remdining need concept., The
firsf question we must ask is, are students borrowing substantially larger
amounts of money than they need to pay for their college education? If a
student's educational costs are modest, would one assume they would

only borrow a modest amount to cover those costs? Lf on the othe- hand,
the student is facing high costs, is it reasonable to'§§sume that he would
borrow more? In an attempt te answer this quéstion, I asked three of the
larger State Guarantee Loan Program Agencies to provide data on

their average loan size by wmstitutional type and control. The following ¢
charts are a compilation of this data ’

o

State of MNew Jersey

New Jersev Colleges - Loan Volume Julv 1, 1980, throuch March S, 1981

Students Percent of No of Amount Average
pe knrolled Borrowers Loans Guaranteed Loan
Publgc 2-Year 44,597 11.1 4,985 $ 7,391,626 1,483
Public 4-Year 74,935 28.3 23,123 45,755,010 1,979
Praivate 4-Year 32,258 36.6 14,126 30,256,416 2,142
by
, i
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State of Mew York

Loans Guzranteed by Tyoe of Institutions, Fiscal Year 1979-80*

No, of Loans as %

‘ Number Dollar Amount Average of Full-time in state
of Loans oi Loans Loan - enrollment
CURY 2-Year 5,806 $ 8,426,489 $ 1,451 12.5%
CUNY 4-Year 14,110 20,775,437 1,472 21.0
SUNY 2-Year 28,189 41,055,171 1,456 27.9
SUNY 4-Year 50,390 91,973,413 1,818 42,7
Andapendent 2-Year 9,887 16,004,808 1,619 41.0 .
. Indeoendent 4-Yasr 110,315 246,838,889 2,238 63.8
AL Collegiate 218,898 425,074,207 1,942 41,1
TOTAL Vocational 31,117 45,219,111 1,453 KA
Out-of-State 58,652 143,447,312 2,447 NA
Out-of-Country 3,039 12,368,638 4,000 KA
GRANO TOTAL 311,708 $ 626,109,268 § 2,009 NA
*4/01/79 - 3/21/80 v

State of Penngvlvania

Loans Guaranteed bv Tvce of Institution 1979-80

yge of stisuien et et M
Community Colleges ¢ 5,750 $ 7,630,649 51,327
lXospi.:al Schools of Nursing 2,466 4,758,417 1,930
Vocational Technical Schools 508 707,109 1,392
Business and Technical Schools 21,830 41,011,789 1,879
- State Colleges and‘Universities 22,972 37,405,747 ° 1,628
BN State Related .Umversiues 34,769 73,310,672 2,109
Private Two-Year Colleges 1,755 2,948,912 1,680
Private Four-Year Colleges‘ ‘

and Universities 42,576 94,150, 790 2,216 -

Total All Ifstizutions 165,478 339,145,060 2,647
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While we realize the danger in drawing conclusions from such a small sample,
we have no reason to believe that similar data from the other State Agencies
wruld not reflect the same trend. Sipce costs are lower in commupity colleges °
and twp-year pubdic 1nstitutions the average loan “sizes do not appear to be
excessive, and as ant1c1pated the largest average loan anounts are going to

these students enrclled in private four-year colleges, wh{ch on the average,

have the highest costs. Therefore, it would appear that the vast majority of
students are not borrowing amounts which exceed their needs.

The second question we must ask is, if we adopt the remaining need concept,
will lenders make loans for small amounts of money? As the GSL program is
currently structured, students cannot only borrow the difference between the
cost of education and other sources of student aid, but they may also borrow
the parental contribution if it 15 not available because the family has cash

flow problems.

Enabling students to borrow their parental contribution was

one of the original intents of the program when it was created in 1965.
Under the Administration's proposal, this option would be eliminated, forcing

the family and the student to each take out a loan in order to meet the student’'s

educational costs.
of the GSL equation,

Such & policy will impact negatively upon the supply side
To understand that aspect of the program one must look

at the factors which affect it. The primary source of funding for the
program is provided by "private capital" through private commercial lenders
‘who are primarily concerned with two factors: (1) their cost of money; the
servicing and/or administrative costs they incur; and (2) their net return
from the program.

The Administration's proposals fail to take these factors into consideration.
Instead, they would require a student who has $500 worth of remaining
need to borrow from the GSL program but would prohibit him from borrowing the
$1,000 which he needs to replace the parent's expected contribution. His
parents would have to take out a parent loan to make up the $1,000 of
parental contribution. From the lender's perspective this policy requires
the making of twa loans to meet the student's need rather than one, thus
doubling the lender's cost for administering and servicing the note, while
not providing him any reduction on his price ot money or increasing his net
return on the loan. Therefcre, most lenders will have a negative yield on
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the transaction and they in turn will simply stop participating in the
program. The circumstance would be virtually the same even if one relied
upon a National Federal Loan Bani. since the cost of money to the faderal
government is virtually the same as to Jarge money banks. Also, the
increased administrative costs of making and servicing two separate loans
would be more costly than the yield that private lenders are currently
making. - ’

Rather than adopting a complicated remaining needs test, consideration
should be given to the establishment of some kind of family income loan
e]igibili}y index belnw which a student would automatically be eligible

to secure‘a loan under the same terms anq:conditions that now exist. .
Families who do not meet this criteria could then be required to undergo

a formal needs test and if they showed remaining need, this student also
would be eiigible for a subsidized loan. DéVelopment of such 2 family
income loan eligibility index could be structured to accommodate those
families having more than one child in school. The adoption of such a
proposal would be simple for pa}ents and students to understand, would be
easy to administer and would ¢liminate the criticism that the program is
being abused by the rich. S. 1108 seems to suggest such an approach by
imposing a $25,000 income ceiling. MNeedless to say. this is preferable over
the Administration’s Proposal to implement a full need analysis test: how-
ever, we believe that a higher income ceiling is necessary.

e

sue II: Whether or not to eliminate the in-school interest subsidy on
tudent Toans which is paid on behaif of the borrower by the government.
{Note: This amount is currently 9% agawnst the amount outstanding. The
subsidy ¥s pa¥d while the student 1s in school and during the six-month

grace period.) *
The impact of this change will add’ additional costs to the student and

-w[ll require the lender to collect this amount frgn the student. The lender
could do this in one of three ways.
Method A. Accrue and compound the interest while the student is in school
and add it to the stu“ent’s total loan obligation at the time he/she begins
repayment. -
Method B. Collect the money at the time the disbursement 15 made by either
discounting the note or allowing the student to borrow additional money to
cover the interest up front.
Method C. Bill the student quarterly and collect the interest.

73

El{llC 115

r ’
s




N 114

N 0f these three procedures, Mgﬁhod A would appear to be the most acceptable

,to“th%]ending com...nity provided that lead time was given to help them
develop soft-ware packages thatlcould be used in administering the program
and something could be done to address the absence of the income that is
normally forthcoming during this time. However, to our knowﬁédge currently,
not a single lendirg agency has an automated system to handle such accruing
and compounding.  Method B is very difficuit to nandle for most students
since their attendance patterns vary significantly, thus forcing the lender
to make many adjustments and to calculate the amount of interest for each
student on each, 1oan made. Method C is administrative]y burdensome and
costly for lquers and is hard on students who frequently do not have the

dollars to pay the interest while they are in school.

Ll NS
It has also been suggested that Method C could be used, but to require

the educational institution to collect the interest rather than the lending
“institution. Such a policy not only raises questions of the contractual
legality of having a third party involved in the process, but is adminis~
tratively not cost effective. Institutions and lenders alike vould object

to such a process and the additional reporting and required paperwork

would be incomprehensible, particularly when you realize there are approxi-
mately 20,000 commercial lenderg in the GSL program, 7,500 institutions
eligible to participate, and 49 State Agencies, 17 of which have direct lendiny
programs. It should also be noted that previously under this program when
ienders were allowed to make unsubsidized loans and collect the interest

from the student, less ‘than 5% of the total loans lent were unsubsidized.

Another problem with eliminating the in-school interest subsidy is that

the accrued interest would be added io the outstanding loan obligation, L~
thus increasing the amount of special allowance that would havesto be paid
by the Federal government. Our association wou]ﬁ question a policy change
which significantly loads additional debt upon students while simultaneously
increasing the government's expenditures for the special allowance. The
decision to have the student pay zhe in-school ihterest subsidy has been
described by the Administration as encouraging students to borrow rather
than to work and/o- save, to borrow in excess of need, and to stay in

school longer than they otherwise might. We would challenge the Adminis-
tration to provide data to support such conclusions. Me would further
suggest that all of us would be better served if we looked at the impact of

Q’)
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placing the in~schéol interest subsid; on top of the loan burden students
are already incurring. A study of data at the Wharton School on the
financing patterns of young borrowers which is being conducted by Kurt
Kendis shows: (1) Despite general increaces in salaries, starting salaries
have not kept pace in many fields; thus the available income for student
Toan repaymént in early years has very little room, if any, for a sharply.
fncreased obligation; (2) College graduates are still marrying at the

more or less traditional rates S0 that iingle loan aggregates become

dual loan aggregates. Further, divorce rates are more frequent, thus

only exacerbating future repayment problems. Mr. Kendis points out J
that for a large portion of the current bBrrowers, if they are required to
also pay the accrueq interest, they will be more likely to skip a payment
Or two and end up §n default. We would therefore strongly urge the
Congress not eliminate the in-school interest subsidy on student loans.

- 3

Issue I11: Llihether or not to eliminate the Federal special allowance
_ﬁ_—d—"_%_—d'*d—‘p—;v—ga yrent to lenders on parent loans and extend the repayment period up
to 20 years. .

The impact of this change would force lenders to inc[ease the interest
charged on parent loans to an amount comparable to thé.costs of a 91-day
Treasury Bill rate plus 3.5%. (Crrently, this is about 19%.) Lenders

may be Qesitan; to fend to parents on long term obligations at this rate
Wwithout having some assurance of an adjustment to reflect their fluctuating
money costs. Likewise, parents may be unable or unwilling to use the
program because of their other credit obligations and the higher interest
rates. Longer repayments ma& make the burdens easier on parents, but
agdin, increase the 1ikelihood of more claims being filed due to death

and disability. Lenders on the other hand are more reluctant to lend with
such terms unless they receive a higher yield. e

A better way to address this problem would be to increase the interest
ratgiﬁﬁu‘by rarents. S. 1708 accomplishes this objective by increasing

the interest rate from the current 3% level up to T4% and st11l having the
government pay 2 special allowance, if needed, above this level. S. 1108
would need some additional language, however, to clarify the special allowance
to be paid on Parent Loans and to address the issue of what happens to the
interest rate if the Treasury Bill rate falls below 14%.

Q i

RIC \ - 120

Aruitoxt provided by Eic:




’”

&
One otner point that needs to be addressed with regard to the Parent Loan
Program fs the fact that for all practical purposes this is a nbn-existent
program. As this committee knows, the Parent fBan Program was authorized
less than seven months ago in the passage of the Education Amendments of- 1980
and States are just now beginning to consider whether or not to implement such
3 progrum. A recent study by the Department of Education on the progress

of States in implementing.this program showed that 34 States and territories
were awaiting a determination from their State Attorney General to see
whether existing <tatutes would enable them to guarantee pareht loans or

had alreddy determined that state legiglation would be required. In addition,
17 of these states indicated that they would not have an operational pro-
gram at any time in the coming academic year, while'we believe that in the’
next year or two the Parent Loan Program can bé used to help supplement the
GSL Program, Tt is currently unrealistic to expect this p}ogram to be widely
available in the next twelve months.

Given all of the aforementioned factors, $.1108 is a much more preferable
alternative in the short-run, tnan is $.1109, Still, S.1108 necessitates a
July 1, 1981 implementation date which is totally unrealistic and adminis-
tratively impossible to ensure. We believe that a minimum of three months
will be required after the enactment of any law in order to produce regula-
tions, modify forms, change administrative procedures and notify all parties
of the legislative modifications. Failure to provide such lead time will
only create unnecessary confusion and a probable shutdown of the entire
progran, thereby forcing some stugents to eitner wake wajor Changes ia or
abandon their postsgcondary educational goals.

Let us now turn our attention to the Pell Grant Program.

Pell Grant Program

The Senate Budget Resolution 1imits the Pell Grant Program to $2.466 billion
in FY-82 and necessitates $711 mill{on 1. savings over the 1980-81 cademic
year. Along with the rest of the higher education community, we nave already
been forced to accept major program reductions in the Pell Grant Program

for this coming year. The Administration's bill 5.1103 would further reduce
the program in FY82 and would call for: adopting a self-help contribution;
eliminating a deduction for state and local taxes in the determination of

effective family income; and giving the Secretary control over all personal
and 1iving expenses in the student's cost of attendance budget.
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We object to these changes since they generally 'would be the most detri-
"y mental to the louest income students. A review of the followingd issues
il hopefully clarify our concerns.

Issue 1: Whether or not. to_impose a_self-help expectation in the

The Administrac onis bill would change the Pell” Gran. Program for 1982383, -
to impose a Se?“-help Expectation «f $750 for each student. Segretary Bell
stated in his testimghy before the H’ouse' Postsecondary Education Subccrmittee
on March 11, 1981, fhe “...self fielp proposal is designed to ensure that

no student, rich or pSor/ depende?,t or independent, attending a low-cost

or high-cost institution, receiving Federal need-based financial aid,

will ¥scape nominal finzncial responsibility for a reasonable amount of
his/her educational costs Again, we support the concept but would

question whether or not the 1mpos1tion of such 3 require'nenc will achieve
the goal.

Since its inception the Pell G’rra,nt Program has contained a clause which
has limited the amount of the grant to 50 percent of the cost-of-attendance .
3t the institution at which the studeat is in attendance, up tothkm
mum amount of the award.® (Currently this maximum is $1750 for 1980-81 ).
This’provision in the Pell Grant Programgssumes that the student and/or.'
the family will have to come up with thefbalance from ‘their family contri-
bution or from other sources of aid, indfuding work and loan assistance..
The Education Amendments of 1980, 'which were approved last year authprize
3 future policy goal of hav'ing Pell Grants meet in 1985-86, up to 70 percent
of a student's cost-of-attendance not in excess of $3700, which in combina-
tion with reasonable parental o'r independent student contributfon and
. supplemented with SEOG and SSIG funds will meet 75 percef of a student’s  °
' cost-of-attendance. Again, leaving 25 percent of ,the tothl costs, or more
: in 2 private institution, to be made up from self-help sources. Therefore,
.. we feel that a reasonable self-help expectation is already factored into

the stud’ent's aid package. ’

However. leaving this agreement aside, let us comment o the Administration’s
proposal. First of all, the implementation of the $750 self-help require-

ment only partially addresses the Secretary's objective, since not everyone

will be affected equally. The structure of the Pell Grant} p}‘ogram does not
easily lend itSelf to effectively implementing a self-help reyuirement. Under @
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the Pell hrEnt Program with a $750 seif-help requirement the student's
award wou]d be limited by. the lesser of one of the’followinq three tests:
(1) The half-cost of attendance factor;

(2) The maximum grant minus the family contribution (E.I.); or

(33 the cost of attendance minus self-help {$750) minus the
family contribution (E.I.).

Students whose awards are 1imited by test (1), the half-cost factor, or by
test (2), $1750 maximum award minus the Eligibility Index, will not have
their Pell Grants reduced. However, students whose awards are limited by s

test {3), cost of attendance minus $750 minus the Eligibility Index, will L
have reduced awards.

Program staff within the Department of Education have stated that “there

will be instances where students with different eligibility indices attend- !
ing the spme vost institutions, will receive the same award. This ‘is
because the award level is determined by the half-cost test. There will
also be instances where students with the same Eligibility Index attend-
ing different cost institutions will receive the same award. This is
."'because their award is determined By their entitlement ($1750 - E.1.)."

Needless to say, such & change would therefore create inequity among
students. '

13

"Members of Congress should also be aware that such a setf-he®p require-

ment will only basically impact schools that have a Pell Grant cost of
attendance of less than $2500. This includes approimately 600 instifu- -
tions, the largest numbers of which are lecated in the states of Texas,
California, Arkansas, Oklahoma, Minnesota, Ohio, Ill!nois and Missouri .
and approximately 310,000 students. W

We have noted that the impact affects these schools that have a Pell

Grant cost 6* attendance of less than $2500 ana‘perhaps this should be

explained. Secretary Bell noted that there are very few schools with i
such low costs in his testimony. That is certainly true if you go by
the published costs in their.college catalogues. MHowever, in the pell

» Grant Program these are not the "costs” that are allowed for determining
2 student’s award,’ The current ébst of attendance regulations for pell
Grants restricts costs for books. supplies, transportation and miscella-
eoueg and personal expenses, to $400. per vear for all students regardless
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et _comparison, these costs average between $350 to.$1400 per year at most
schools. (See the following chart taken from the College Cost Book -

* 1980-81, published by the College Entrance Examination Board of average
‘student expense budgets by instit(utional type and control.)

. ma.mwrxm&mmuwhmwmbyw&mﬁuwmmz

B ¥ 1 T peblic 2 yeer Privese 2yeer Public & yeor Privese d yeor Progriciery

0 T Tvitonsadfees. .. . . S48 IR RO £S% 506 e BII 4% 23 .
- Bocksaadswpplics. . .. 28 7 s s ns 7 @ s 213 .
L X Rocssandbosrd. . . . 1,508 48 1606 38 1620 43 1746 2 . .
T Personalexpemses . . . . SN i3 495 10 586 17 523 ' § 3 2r’]
* Trassportation . . . . - sz 12 Yt s %2 7 91 4 or T e
s Toal cxpenses $3123 100%  $4592  100%  $3.409 T I00% 36082 100% . .

*Sample 100 sanall 12 provide scamngful aversges . -

Table 4. Budgets for ¢ ter students by institutional type and ¢ I: 1980-81 means

Public 2-yeer Privete ] yeor Pudlic 4-yeor Prrvese é-yeor Prepnesery
Tuionsad fees . . . . . $466 % NOH  N% S W6 u%  $3.279 6% 2342 2%
Booksandsuppires. . .> A8 3 b 13 I 235 8 42 _s u3 6
Roomadboed. . . . 965 35 94 [ 7 11 94 17 1.002
Personalezpenses. . . 569 21 Mmoo 63 20 $37 10 2 oon
Tomporaos . .. . 331 19 6t 9 3 7 w7 407
Total expenses 2753 100% 340397 0% T $2.97%6 100%  $S383  jo0%  S44%5 100w

Note" For commeeet students, roora aad board sxckodes board only

In addition, the Pell Grant cost of attendance reaulations restrict roon
and boar. allowances to $1100 per year for any student who is not residing
in institutionally owned or operated housing, thus, discriminating against
these students who are forced to live off-campus or in the comrunity. Fur-
ther allowances for expenses reasonably incurred for child care and cost
related to a handicap are ~ot considered in the current Pell Grant cost of
attendances Therefore, all students’ "true costs of attendance” are -~
automatically underestimated between $980 to $2500 in the Pell Grant budget.

The Education Anendments of 1980 changed these inequities; howev‘er. the -
* Administration withdrew the revised cost of attendance regulatfons which

were published January 21, 1981 in the Federal Register and wil? shortly

resubmit a more restrictive and artificial set of regulations to establish

such costs. :

Given such a disparity between the real costs that parents and students
must pay versus these allowable costs defined in regulations, is it any
- wonder that parents, students and institutional personnel question the
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_"real ism" of the system?

For these reasons NASFAA is opposed to the inclusfon of the $750 self-
halp component in the formula for Pell Grants.

In"addition to this policy issue, there are also several Administrative
factors which should be considered. A change, such as the inclusion of
the $750 self-help provision, will require the institutional aid admin-
istrators to make more than one award calculation to determine which test
results in the smaller award. Chances of miscalculating awards are there-
fore inCreased and modifications to institutional processing systems would
have to be made. Schools will also be forced to carefully review each
case to determine whether a waiver is required to forego the seif-help
expectation for their most nvedy students. Such additional steps re-
quire more time and soney to be expended by schools in a time when admin-
istrative reimbursement allowances are being proposed for elimination and
when the Khite House has promised to reduce regulatory burdens. Addition-
al costs will also have to be borne by the department of Education to
modify their prime processing system as well as their subsystems which
calculate awards for alternate disbursement system schools and the PIMS
system which edits award data provided to them by schools.

NASFAA endorses a self-help philosophy, but it should not be imposed.
in this manner. Further, the current system certainly has a self-help
feature based upon the program's design and artificially low cost of
attendance standards. Likewise, the Uniform Methodology which schools
use to award campus-based funds includes such a feature. To allow
National Direct®Student Loan and Work-study funds to be used to make up
-the self-help component as suggested by Secretary Bell, in his House
testimony, is fine except that it changes the concept of using the Pell
Grant Program as (he "foundation™ to the aid package and hurts those
students in schools who do not participate in the KDSL and Mork-study

programs. s
Issue I1. The Appr :riateness or Inappropriatenes< of Using the Waighted

Average Thresholds of Low-Income Level for Pell Grants.

Another jssue to be considered is whether or not it is appropriate to use
the "ﬁeighted Average Thresholds of Low-Income Level™ developed by the

O
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Socjal Security Administration to determine the family size offsets for

Pell Grants? This may seem 1ike an unusual question when we are debating
how to reduce program expenditures, but it is one that is worthy of dis-
cussion particularly when the Administration has proposed increasing the
taxation rate in the"Pell Grant Program to 20% in FY-82 from the current

*level of 10.5% and the proposed level in the Education Amendments of 1980
for FY-62 is 14%.

Secretary 8ell in his March 11, 1981 testimony cited the reduction in
the taxation rate to 10.5%, which occurred in the passage of the Middle
Income Student Assistance Act of 1978, from the eariier rate which taxed
20% of the family’s first $5000 of discretionary income and 30% of the
remainder. Granted this change helped to provide a minimum grant of
$200 to the fazily of four with one child in school who had an adjusted
gross income of $25,000 compared to the eariier cut-off for a similar
family who was making $17,000. Still the purpose of this move was not
only to provide hard working parents with a more tizely benefit than

the proposed $200 tuition tax credit, but also to recognize the unreal-
istic family size offsets which were being used in the Pell Grant Program.

Secretary Bell’s testjmony noted that the June, 1980 Department of Agri-
culture estimates of the cost of maintaining a 17 year old at home were
$2,411, $3,347 and $4,691 on "economy®, "low" and "moderate® budgets
respectively. In spite of this awareness, the Secretary went on to
criticize the Education Amendments of 1980 for setting a minimum living
allowance of $1,100 for a college student living at home for purposes of
receiving Federal student aid. Unfortunately, what should have been
reviewed in that Hearing were the unrealistic figures that are included
in the famly size offsets for the Pell Grant Program.

The January 19, 1981 federal Register included the following family
size offsets for the computation of the expected family contribution for
a dependent student from the effective family income. However, the
Administration objected to these offsets and reissued lower amounts for
FY-81 in the March 13 issue of the Federel Register whicn are now being
used to determine studert awards. The following chart shows these
differences.

Aruitoxt provided by Eic:
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FAMILY SIZE OFFSET COMPARISON FOR DEPENDENT STUDENTS

Numter of Family Members Proposed FY-81 Amounts Administration's
kevised FY-81 Amounts

2 $ 5,650 $ 5,000
3 6,800 6,050 R
+ 4 8,650 7,700 -
5 10,200 9,050
6 11,550 10,250
’ 7 12,800 11,350
. 8 14,150 12,550
9 15,550 13,750
10 16,700 14,850

s It should be noted that even the poverty program uses a figure of $12,000
for 2 family of four. By comparison, the Bureau of Labor Statistics of
the United States Department of Labor showed that in the autumn of 1979
the United States average cyst of the lower budget for an urban family
- of fou:u.- was $12,585 per year wtile the intermediate and higher levels were
$20,517 and $30,317 respectively. The Bureau of Labor Statistics’ budgets
represent th2 costs of three hypothetical 1ists IOf goods and services that
. were specified in the mid 1960s to portray three relative standards of
living. These budgets are for an urban family of four consisting of a
38 year old husband employed full-time, a non-working wife, a boy 13
and 2 girl of 8. If in fact the BLS budgets were adjusted to exclude the
nine months that the student would be enrolled in the postsecondary ed-
ucation, you would still have in their low standard budget an amount that
is more than $1,500 above the Administration‘s proposal. Considering
that the majority of parents who have children enrolled in postsecondary
education more closely approximate the BLS intermediate budget level,
the disparity is increased by four fold. To ignore the real costs that
parents face in today's society by using ‘nappropriate standards upon
which the family size offsets are based and at the same time proposing
to increase the taxation rate on discretionary income is to impose a
rationing device that is virtually insensitive to the family's true
condition. It would be far easier to incorporate realistic family
size offsets that American families can believe in and then impose a
series of graduated tax rates which will help to target the benefits
to the program's intenced population than to continue the “mythology”
that is used in the current economic rationale to Jciormine eligibility
for the program,
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The Administration has also proposed to exclude from discretionary in-
come the new offset for state and local income taxes which was adopted
“7in the Education Amendrents of 1980 while presumably agreeing to not
include any consideratfon if a family has home equity. While_ it is
true that inflation has had the effect of artificially inflating the
- home equity of many families, a decision to ignore that asset and in-
clude taxes peopie must pay not only violates economic theory of deter-
mining ability to pay, but discriminates against non-home owners which
constitute approximately oné-thjrd of America’s familjes.

Issue III: Whether or not to Phase out Student Social Security Bene-
S oo - TOCRMRY Or not to Phase out Student Social Security Bene-
ficiary Program. -

As members of the Senate, you will also be asked to consider the Admin-
istration's proposal to phase out the Social Securit; Student Bene-
ficiary Program beginning in FY-81. This proposal, they feel, is
Justified in part because of their contention that needy students will

be served by the Pell Grant Program. To understand this issue let me
share with you some data on this program which was recently compiled

by the American Association of State Colleges and Universities. Their
data shows that in the month of June 1980, a total of 760,000 students
ages 18-21 rec.ived $169,803,000 under this program. Approximately 20%

of these students were in high school; the remaining 80% were enrolled

in postsecondary educational finstitutions. Of those enrolled in post-
secondary education, 7% attended technical and vocational schools, 18%
iwo-year colleges, 54% four-year and public colleges and universities

and 29% private colieges and universities. Eighty percent of the students
were from families where one or both parents were deceased or“disabled and
in most cases the mother was the head of the household. The remaining 20%
were children of retired workers. A recent GAO study showed that 84%

of the families had incomes under $20,000, 71% under $15,000, 53% under
$8,000 and 29% under $6,000. TYwenty percent of these students are black
compared with approximately 11% blacks in the college population. Data
for Hispanic students is not available but is probably also disproportion-
ately represented. Forty-eight percent of the students come from blue-
collar families compared to 20% of the general college population. Thirty-
five percent come from families in which the father had not completed
high school compared to 20% of the general college population.
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A study doae by the Social Security Administration indicated that these
students, 1ike those who attended college on the G.I. B8ill, are especially
highly Motivated, more likely than other students to complete their pro-
grams and usually work and obtain a student loan to help pay for their
educational costs. Given thess facts, a reduction in such tenefits will
certainly impact negatively upon the college attendance patterns of

these students. .

A reduction in the Social Security Educational Benefits will increase
the demand on Pell Grants and other student aid programs. Given the
Administration's proposed reductions in the Guaranteed Student Loan, ©
Pell Grant and Hational Direct Student Loan Programs, many of these
students will find that there is simply not endugh money @vailable to
fully meet their needs. The Administration has criticized the orogram
because 1t is not need-based and because there is ‘some overlap of Pell
Grant and Social Security benefits. With 84% of students coming from
family incomes under $20,000 and 71% from families with incomes under
$15,000, it is close to being a need-based program. It is true that
under current law, in families with incomes below $25,000 only about
14% of the benefits are counted against Pell Grant awards. This is
because the benefit is included as family inéome rather than as a stu-
dent resource. Our Association would therefore propose that Student
Social Security Educational benefits be counted as direct student aid
in both Pell Grant and Guaranteed Loan Programs as is being proposed in
$.1108. However, there is an error in the manner in which this amend-
ment has been drafted in $.1108 which would include such benefits in
family income as well as student aid. This is obviously an oversight
which can be changed by Committee staff.
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The following recommendations will help to "refocus” the student aid pro-
grams as the President has requested, ensure that all students and families
are treated more equitably in the determination of awards and will direct

the program benefits to those citizens who have the greatest financial need.
In addition, the legislative 1mp1eméntat10n of these changes can be done
expeditiously and in a manner which will ensure that adequate Coﬁgressional
oversight is maintained while sti1l providing for an orderly modification

to the total student aid delivery cycle which will adequately serve students,
institutions and agencies in a timely and efficient manner.

PELL GRANT RECOMMENDATIONS FOR FY-82

1.

O
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Adjust the family size offsets using the same criteria that has pre-
viously been used, but modify the Annual C.P.I1. percentage increase
oy factoring in the housing component as the average shelter costs
rather than the homeowner's costs. This adjustment will ensure
families that their jncomes are being protected in “real” terms,

but will produce a more gradual annual adjustment since housing
costs will not be overstated due to currently high mortgage rates.

Establish a $1900 maximum award for the 1982-83 academic year. The
maximum award has not been increased for the past three years, and
consequently, each year over 200,000 students are dropped from
eligibility. This trend must be reversed if we are to protect
students who are enrolled at institutions where their Pell Grant
cost of attendance is greater than $3500 per year. A maximum
award of $1900 is sti1]l well below what the award should be in
real terms if we had adjusted the amount annually to protect

the grant's purchasing power since 1979.

Include all student Social Security and VA benefits as a student
2id_rescurce in the Pell Grant award calculation. This adjust-
ment will reduce annual program costs and will eliminate the
possibility of not counting all educational resources that a
student may have to assist him in meeting his educational costs.
It will also avoid {uplication of’Fedora1 benefits.

Adopt graduated taxa.fon rates for determining awards rather than
the single flat rates which have been proposed. Modifying the
statutes to allow the Secretary, n cooperation with the community,
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to submit a graduated series of assessment rates annually for
Congressional review through the Fam!ly Contribution Schedules
will ensure that‘program costs can be met while still providing
a smooth progressive contribution schedule for all families
which directs the largest benefits to those least able to pay
for educational costs.

Adopt taxation rates for independent students which are higher
than those used for dependent students. Need assessment pro-
cedures have always expected independent students to contribute
more financially toward their educational expenses than toward
the educational expenses of their children since they are the
prime benefactors. In the past the Administration's proposals
have expectea more. than three times as much from such students
than from parents. Such a great disparity in expectations have
caused hardships on independent students; however, we believe that
some difference is reasonable and would suggest that the Secretary
be given authority'to establish a different schedule of assessment
rates for independent students which would be reviewed annually.

Amend the law to eliminate the double counting which would occur
if the cost of attendance standards and the family size pffsets
are used as described in the Educaticnal Amendments of 1980. This
provision refers to a technical oversigh in the Education Amend-
ments of 1980 which should be modified.

Establish a 1imit on the amount of home equity that is protected
in the need analysis formula, or revise the way such equity is
determined by coliecting the purchase price of the family's home,
the year purchased and_then adjust for a reasonable rate of in-
flation. Similarly, some adjustment should also be made in the
farm/business allowance to protect these families. We would
suggest that all families receive a general asset protection
allowance of $25,000 and that families who have a home be given
an additional protection up to a $40,000 maximuwn. If farm/
business assets are involved, the allowance should be increased
to $75,000. .
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8. Use_thc cost of attendance standards adopted in the Education Amend-
ments of 1980. Institutions should be able to determine reasonable
costs for room and board charges and books, supplies, transportation,
personal and miscellaneous expenses. Since cost of attendance in-
creases fave not cranged in the Pell Grant Program since its incep-
tion neanly a decade ago, ata very minimum the books and supplies
component\should be increased to at jeast $600 and the living
allowance Yor students not residing at home should be equal to
those allowhnces that schools provide to students living in ynstitu-
tionally owned or operated housing.

9. Eliminate thg provision in the cost of attendance standards which
provides fo‘vallowance of expenses associated with a handicap.
While we recognize that many handicapped sthdents incur additional
costs associated with their disability, we believe that student
aid funds should be used te cover ngrmal educational expenses and
that Vocational Rehabilitation funding or other similar programs
should provide the additional dollars, if needed, to cover the
other costs that might be incurred.

GUARANTEED STUDENT LOAN RECOMMENDATIONS

. 1. Impose 2 Family Income Loan Eligibility Index. Implementation of a
Family Income Loan Eligibility Index would restrict eligibility for
GSL interest subsidy baseZ upon the student's family's abjlity to pay
for postsecondary educational costs. Such an index could vary based
upon the number of family members enrolled in postsecondary educa-

, tion on a half-time basis or more. The system could also allow a

family above the jndex to undergo a formal needs test, and if such
a test indicated that the student had remaining “need", then the
student would be eligible for a subsidized joan. This approach
would eliminate the need for a large number of GSL recipients from
moderate jncome familtgs from having to undergo a complicated needs
test; help te prevent delays in processing GSL applications; ¢lim-

- inate unnecessary borrowing by high-income families; and restrict

program'cosf§ and annual loan volume to a more realistic level.

Sucﬁ.én approach is also easy for parents and students to under-

stand and would be more acceptable to commerical lenders than the

imposition of a needs test on all borrowers. Data collection

>
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requirements would also be minimal,

The level of income that is used in the Loan E1igibility Index will
determine how much money can be saved and the size of the potential
pool of borrowers. For example, if a straight %25,000 ceiling was

adopted, as was used in 1978, the potential pool of borrowers would
be reduced by 50%. If a $25,000 ceiling was adopted with borrowing
allowed above that level for students with remaining need, the loan

.volume would be reduced by 35% over current figures. Cn the other

hand, if a $35,000 ceiling was adopted with borrowing allowed above
that level for students with remaining need, volume would be reduced
by 26% in FY-82 over FY-81.

G;ven the critical financial support that is provided to families by
the Guaranteed Loan Program and in the absence of an operative, widely
available parent loart program, we feel that any measure which reduces
loan volume by more than 20% will have very negative effects upon
enrollment patterns and students' selection of institutions.

Cbunt Student Social Security and Veterans Benefits as Student Aid

for Determining GSt Eligibility. Currently gtudent Social Security
and Veterans Benefits are treated as family income in determining

GSL eligibility rather than as student aid. If these benefits, which
are given to students to attend postsecondary educational institutions,
were counted as student aid, many students would have their loan
eligibility reduced.

As in S.1108, we would require the institution to include YA and/or
Social Security Benefits on all GSL applications as other student aid.

Eliminate_the Six-Month Grace Period Following Deferment Periods. The
Education Amendments of 1980 added a new six-month grace period follow-
ing deferment periods. In the past, students have always begun repay--
ment immediately following deferment periods. We do not believe that
this additional grace period is necessary and for these few cases in
which students experience a hardship, the lender can exercise fore-
bearance. ) . B

Eliminate the Higher Loan Limits for Independent Students. The Educa-
tion Amendments of 1980 included a provision which allows independent
students to borrow $500° more per year under the maximum GSL amount than
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dependent students. This distinction was made in an effort to provide
— independent students with additional credit since they would not be
eligible to participate in the Parent Loan Program. HWhile such a goal
may be admirable,during a time of constriction, we would suggest that
this provision be eliminated Elimination of this separate distinction
will reduce the amount of data to be collected to determine the student's N
status; rélfeve administrative burdens on lenders and institutions in
trying to monitor changes in a student’s status; and it also constrafns
growth in GSL volume and subsidies.

5. Modify the Terms‘of the Parent Loan Program. The Parent Loan Program
was enacted in the Education Amendments of 1980 primarily as a means
- of enabling parents to help pay for part of the educational costs of
their children, thereby keeping a student's loan burden to a minimum.
We support this concept, particularly for those students who are enrolled
in higher cost institutions. We would support increasing the interest
rate in the Parent Loan Program to 12% or, 14% and have the government
pay @ special allowance on the difference to cover the cost of money.

6. Provide Incentives for Students to Repay Their Outstanding Loan Prin-
cipal Through Early Repayments. Under the current structure of the
GSL Program, there is no incentive for the student to repay-his loan
- more quickly. Long-term program costs could be reduced if borrowers
. took less time to repay their loans. One‘way to encourage borrowers to
repay loans is to discount the amount of 1oan principal for early
repayments. Students who obtain a higher paying job might be willing
to repay more quickly if they had an added incentive. Likewise,,
parents and the student's employers might also be encouraged to help
the student repay the loan more quickly if there was an incentive.
The amount of the discount would have to be studied carefully to
ensure real savings to the government and still provide some benefit "
to the student. Kk neth Reeher, Executive Director of the Pennsyl-
vania Higher Education Assistance Agency, has suggested three alter-
natives which might be workable. His suggestions include: (1)Dis-
counting the loan by 30% of the principal for full repayment upon or
o within 30 days of graduation or withdrawal from school; (2)Dis-
counting the loan by 20% of the principal for full repayment at the
end of the grace period; and (3)Discounting the loan by 15% of the
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remdining principal for full repayment by the end of one ye{r in repay-
ment status. We would endorse this concept and wonld urge Congress to
explore it carefully.

While othér changes have .been proposed, we feel that most of these will
ner cively impact the available supply of loan capital or wiil be imposs-
i to implement in time to achieve savings next year.

One remaining suggestion which we have that could achieve the FY-82 savings
without altering the program significantly would be to.assess every borrow-
er what might be called a Federal Loan Interest Provision or a Federal Loan
Origination Provision of 10% of the value of their loan which would in turn
go directly to the Federal Government to help defer the program costs. In
other words, 1f a student borrowed $500 then $50 would go to the government
where on a $2500 loan, a $250 fee would be paid. We realize that this
approach would add to the student's total debt: however, it is not nearly as
onerous as removing the total in-school interest benefits or having the
student repay the in-school interest benefits through accruing and com-
pounding.

The additional cost to & student would be about one-fourth as much as if you
eliminated the in-school interest subsidy and made the student pay it. Such
a fee might also discourage some studentskwho really don't need the full
amount all&wable from borrowing {t.

This provision might be used in the short run to-help save Federal outlays
while interest rates are high, .and could be removed later when 1ntgrest
rates subside. Such an approach would also not require the basic GSL
Program structure to be modified and wou}d therefore not disrupt a major
credit system that, is dependent upon private capital[ '

CONCLUSION

-

Having discussed most of the {ssues that you must face, let us conclude
our testimony by again stating as we did in the beginnina that in general,
we support the goals that the Administration haf oytlined. We have sug-
gested, however, several other methods which can be used to achieve sim-
{lar ends.

The recommendations that we have made are based upon our extensive exper-
fence in administering these programs and working on a daily, face-to-face
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basis with parents and students. They also represﬁt a- general consensus
which s supported by all sectors of portsecondary edudation and partners
involved in the delivery of student aiu funds. Tnis {is not to say that
there are not other ideas or methods which could be adopted. However,
these r“onmendations are rveasonable, cost-effective, understandable

and will help to ensure that our nation's needy students will have the
money they need to obtain their education. \ -

He ufge each of you, and .your coneagues.. to give serious consideration
to these recormendations and we hope you will take these nceds into
consideration when you make ,final-legislative changes to accommodate the
budget. The financial fnvestment you make in these programs will be an
investment into, this Country's future, and an investment into the future
Yives of millfons of Americans. To clearly help {llustrate this point
and Yo show that parents are also concerned, we have included a tetter on
the next page which we received last week from a mother inq(iring as to
‘the future funding that will be avaflable for the Atudent aid programs.
It s but one of-many that are beginning to show up at schools across
the country. '

Your actions will provide the answer to this motherS concern. .

¢

‘ .
A '
. ‘ *
) ’ ) .
Q . ' : :
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Fichird L. Teadaugh, Frograa Diractor, » . “
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Yaghdngton,d. C.. 20003
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Jear dr, Podangh: . o ~ . B
R .. .. . 3
I hope you,qild be'hbla’te anower some queations for me or forward this letter . i

L0 soazona that cna hel:s. I became very disturbed vwaen I heasd that the N

Cuarartecd Studert loa= waa ta be cdt by the Raagan Dudgetr I ¢id writs lettérg
'to ay Ssmziors and Congressaen. I work in g guidance office so I have access to  * K
all the hatariale on financial aid. T Mavf ealled the Finanelal AN Cffice in
Ternegzee and Al3o written to-the Finaneial Aid Office at 4bilene Caristiax University .
iz Toxag vinerc 3y tvo children are in ccllego. lio one mecas to inow uhat the effect B
of the ReaganYudget will ve on this lean. Yy childrer use this loan and we stild
. Tay about 5%,500 .ov2 a year for college experises. We do have an incoae of aver .
320,000 a yhar, but it would be very difficult to .3y 811 their collcge expeasas in ;
on3 year and atill live., Jo kave every intention of saying thae loan for thea and N
+ ‘are making plans %o do o vhen it becomes gue after they are out of schosl. They
hava already applisd for $hic loan for the 1931-82 school year. It iz difficult to
~" plan our fizances sinze ue do not mowv 12, it will Ye availactls. I doubt we can
send both of thaa if tic loan is not available to us. 4G are nos saving all ve can
and trying to get our “izancial situation to whsre we will be able to say for one of .
thea and %o Relp the oiier ono soze. MHese aro scae of oy guestions: R PR
1. Since all the materinls have been sent out op Financial aid for 1931-32 sehool .
year, i1l 4t be changed for this school yehr if the tudget passea. I aa speaking
oa the vario.r vaszhlets and the booklet "iive raderal Financial Aid Prograss,
198-32, I know'zany of our students at zy achool already bave thic book and
are vlafniag oh usizg the Finsncinl aid Programs listed in the booklet. .
2. If we camot gst the Guarantead Student Loan for then, will the new lcan for
parents gtill e available? Con you moke s3all payaents on that loah eince
you ‘will have to stayt paying it hack while they are s¢ill in collage, = .
- oy o

Any information you can give mo will certainly be aporeciated. If we fld uge this
loan for one none year, I heloive we will oe afls by planning and i ond stays
healthy to make it for the othier two years. lNeedlees to say, this i vory upsetting
to us ginge it scews to hurt the aiddle ircoae fanily that wants to work and pay their
way. I kot we'will aake ii,°but it iz sure going to be diffizult if it is not

© availabe for thiz year vith no time to glan and budgot. Thank you for any answers yow

car. give. , ]

, . - .
3y the way, our inceme comes fran ay hurband 'vorking 3 Jobs ~ & tireman, a security .
sanager for a departacat stove and aa aultionesr. I work ou.aice thn nome and both

. children have slmier jobs, 3y son also workn during the school year, de are trying %o
g¢ive our shildren an oducation in & good Ciristian wchool wnare they are happy and we
hope becoza productivd citizens. It mecwn ve are being peralized for woriking _nard.

Sincerely, ., . ‘

"y ~1

. ’
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TABLE T t
Coxparison of Family Size Offsets that are used in the Uniform Methodology
for 1981-82 with those Propose¢d oy the Admihistration for use with the
Pell Grant Program *
k{ « .
b e . .. . . Administration's
BTN Pamily Size Uniforz Methodology Proposal for
(including the applicant) Allowance Pell Grants Difference
N S cence.
v . . N
2T $ 7,050 $ 5,000 -53,050
. 3 8,790 6,050 -2,740
4 10,850 7,700 -3,150
5 12,800 9,050 -3,%.0
'
6 14,970 10,250 -4,720
M 16,660 11,350 -5,310
- e 18,350 12,550 -5,800
7
. 9 20,040 * 13,750 -6,290
) 10 21,730 14,850 ~  =6,880
3 .
. Q




TABLE 1

Summary of Annual Budgets for a four-person family at three levels of

living, Urban United States, Autuen 1979,

Budget revel
Lower Inter~ Higher

» mediate

Total budget $12,585 $20,517 $30,317

Total family ccnsumption~ 10,234 15,353 21,069

Food -- 3,911 5,044 6,360

HOusing =e~ccccmemaa. X 2,409 4,594 6,971

Transportation 2,004 2,411

Clothing ===cememamaaad 866 . 1,804
Personal care 323
Medical care ———eeeaa-
Other family consusption
Other itezs 877

Social security and
disability 1,256

_ Yersonal income taxes =re= __ . 1,032_.___ 3,031 . . ..

Note: Because of rounding, suzms of individua, items may not equal totals,

Source: Data provided by United States Dep rtment of labor
Bureau of Labor Statistics - Date: April 30, 19f0
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Pootnotes for Table III

1/ The family consiste of en employed husband, age 38, e vife not amployed
esiside the home, an $-year-old girl, end e t3-yepr-old bdoy.

‘U Ae defined in 1960-61. ror a deteiled description of theee end previouns
geogrephical poundaries, see the 1947 edition.of Sty E
dtatistical Acesy, prepared by tke 0ffice otf!.ulc_qcmt and 3udjet, .

¥/ Places vitd'yopuletion of 2,700 to 50,000,

8/ Rousing incledes edelter, Meusefernishinge end lotsehold operstions. fThe
higher budget ¢190 incledes en ellovence for lodging evey from home city.

3/ « Ranter costs inclede everege contrect rent plue the cost of reguired
emosnts of heating fuel, qas, slectricity, veter, specified eguipment, end
insscence on household contents,

§/ Boseowner coste include interest end principel paymants ples texes;
inssrence on house and contents; vater, refuse disposal, heating fuel, gas,
electricity, end specified eguipment; end home repeirs end nrintenence costs.

1/ The averege costs of eutomobile oyners and nonovners in the lover budget
vere veighted by the following proportions of femilies: . poston,” Chicego,

Sev York end Philedelphia, SO percent for both automobile ownets end nonowners
o1l otder metropolitan eress, 65 percent for estomobile ovners, 35 parcent for
NOonOVNers: nonmetropolitan ereas, 100 percent for eutomobile owners, The
intermediate dudget proportions ere: Boston, ¥ew York, Chicega, end
Philadelphia, 83 percent for ovners, 10 percent for nonownere; Bgltimors,
Clevelend, petroit, Loe Angeles, Pittsburgh, Sen Prancisco, St. louis, end
Sasdington, D.C., witk populations of 1.8 million or more in 1960, 35 pagcent
for eatomobile ovners end S percent for nonowners: qll pther ereas,

100 percent for estomodile owners. The higher dudget veight iz 100 percent
tor astomobile ovnere in g1l eress.

A/ _In totel medical care, the everege costs of medicel insurance vers

%

velghted by the folloving proportions;: 30 percent for femilies peying tulld
cqst of {nevrence, 26 percent for tamilies paying helf coat; & percent for
tanilies covered by noncontributory insurence plens (peid by esployer). >

§/ oOther family consumption includes everege costs for reeding, recrestion,
tobscco prodscts, elcoholic bevareges, educetion, end miscelleneous
ezpenditeces, .

.

i
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TABLE 1V

Effects of Eliminating the GSL "In-School” Interest Subsidy'and Allowing

the Interest to Accrue and Compound

The following three exavples 1llustrate the additional costs a student
would face {f the 9% in-school interest subsidy, which is now paid by the
government, was eliminated and instead the interest is allowed to accrue
and compouid ANKUAILY and subsequently added €6 a student's outstanding

N loan obligiation.

Exasgle I Student borrows $1000 for each of his four years
as an undergraduate student.
TOTAL AMOUNT BORROWED = $4,000.00 INTEREST RATE = 9%

Assumes a 7 year

Equal 1nstallment Administration's R
, Payment Current Law Proposal Difference
¢ Total Amount to
be repaid $5406.24 $6865.32 v +$1459.08
Monthly Repayments $ 64.36 $ Bl.73 +$ 10.13 -
Exasple I1 Stu ent borrows $2500 for each of his four years
as an undergraduate student.
TOTAL AMOUNT BORROWED = $10,000 INTEREST RATE = 9%
Assumes a 10 year .
Equal Installment Administration’'s
_Payment Current Law Proposal Difference
i S
Total Amount to be
repaid $15,201.60 $19,305.60 +54104.00
Monthly Repayments $ 126.68 $§ 160.88 +$  34.20

Example ITI Student borrows $2500 for each of his four years as an under-
graduate student, plus $5,000 for two years as graduate gtudent.

/ TOTAL AMOUNT BORROWED » $20,000 INTEREST RATE = 9%

-

ERIC
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Assumes a 10 year
Equal Installment

Mministration's

Payment Current Law _Proposal Difference
Total Amount to be repaid $30,402.00 $32,979.20 +59577.20
Monthly Repayments $ 253.35 $ 333.15 +$ 79.81
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TABLE V
GUARANTEED STUDENT LOAN PROGRAM INFORMATION ON PROGRAM PARTICIPANTS

LENDERS

Approximately 20,000 commerical lenders, most of which are natinnal
and state banks -

= 14,000 participate in the state and non-profit guarantee
agency program {and to some degree in the federal program)

= 6,000 participate strictly in the federal program
L )

Approximately 135 educational institutiohs also participate as lenders
e As of November 1980, about 1,020 lenders had signed agreements to make

b mutiple disbursed loans (about one-half were state banks; relatively
.- fev were large leiders)

S « SCHOOLS

7,500 institutions eligible to participate

* ~-‘ about 3,500 are 2 or 4 year traditional degree granting instll- )
K tutions :

- - .about 4,000 are vocational, technical, nursing, and other

- non-degree granting institutions
About 800 to‘reiqn schools are eligible to participate j{n GSL

STATE AND NON-PROFIT GUARANTEE AGENCIES

7 26 were sstablished prior to October 1, 1976 representing about S50
of total GSL loan volume ($) at that time

Since October 1976, and passage of the 1976 amendments which provide
< ~ertain financial incentives to create state agencies, 23 more have
. oeen established bringing current total to 49 plus United-Student Aide
Funds, Inc. (USAF). State agencies currently represent about 90% of
new loan volume (§), It is anticipated that all 50 states and outlying
T territories will have state agency programs by the end FY~8l with possible
exception of “Puerto Rico.

e ™
" 11 are non- . >fit agencies
17 have direct lending programs
; BORROWERS

As of September 30, 1980, almost 15 million loans had been made in the
GSL program totaling over $21 billion

About 52% was still outstanding; the rest had been paid to the lender by
the borrow or had been paid as a claim

- hal
About 60% of the total outstanding has not entered repaymeht gtatus
and therefore subject to interest payments

Source: office of Student Fisancial Assistance, Dacember 1980
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TABLE VI
GUARANTEED STUDENT LOAN PROGRAM INTEREST SUBSIDY AND SPECIAL ALLOWANCE

Payments for interest benefits and special allowance currently represent
about 70-80% of fotal program costs. Since payments are mandated by law
and are based upon prevailing interest rates, these costs are virtually
uncontrollable,

Interest Subsidy

OE pays lenders the interest that accrues during the in-school,
6-month grace period and authorized deferment periods for eligible
students. Parent loans are not eligible for interest subsidies.

Lenders bill OE at least annually for the aggregate interest sub-
s18y due on eligible loans in their Gsi portfolio although the
*  vast majority bill quarterly. -
«

Speeial Allowance . ,

Special allowance rate for each quarter is based on one of four
statutory formulas:

A) For loans with a 7t interest rate or less, treasury H
b:ill rates less 3.5% rounded up to the nearest 1/8%
and divided by 4

4 B) Fror loans with an 8% interest rate, treasury bill rates
less 4.5%, etc.

C) For loans with a 9% interest rate, treasury bill rates
less 5.5%, etc.

N .

D) For loans made or purchased by a holder who-obtains its
funds from the sale of tax exempt revenue bonds, the
rate shall be 1/2 of the rate stated abbve except that
a‘mininmum rate i established of not less than 2.5% in
the cage of 7% loans, 1.5.% in the case of 8% loans, and
.5% in the case of 9% loans.

Special allowance is based on_the average unpaid balance of all
outstanding loans.

Lenders bill for special allowance at the same fime aad on the
sarme form foE interest.

Penalty Interest

OE must pay daily penalty interest if interest subsidy and special
allowance requests are not approved by the Education Department
within 30 days from the receipt of valid billings from lenders. As
of the end of November, 1980, a total of about $440,000 in penalty
interest has been paid.

Multiple Disbursement Provision

Approved lenders can bill on total amount even though only portion
of loan disbursed.

Source: Office of Student Pinancial Assistance, Cecember 1980 ‘
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As President of the National Association of Student Financial Aid
Aministrators and as Director of Financial Aid at Pasadena City College,
we would like to associate oyrselves with comments made this morning and
especiq]ly to relate some of these comments to the realities on the campus.
Lo .

Specifically. we would like to address the:
1) $750'self-help expectation in 5.1109;
e 2) cOst of attendance deferral; )

3) proposed reductions that seem appropriate,

. S.1108 would add an additional self-help expectation which would

s

reduce Pell Grant eligibility, 2

“ In reality, students at most institutions across the country already
hav.  <tudent contribution of at least $300. A1} public nstitutions n
- Californ.s nave adopted this expectation as a minimum. The independent
colleges require students to contribute $1700 or nmore. Proprietary schools
usually require all costs above the direct educational costs to be met

through some type of self-help program. .

The stated objective in the Higher Education Amendments of 1980 was to
achieve a financial aid package of 75% gift aid and 25i self-help and rmarent

o

contribution.

“In alifornia where student budgets have been standardized at most

institutions in cooperation with the Student Afd Conmission, the student
self-help contribution 1n the aid package currently ranges from a low of

23% to a high of over 80%.

v
¢
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N ' The student with the lowest self-help expectation is the dependent-

a
comwter student at & low cbst school. Usually this student is from the
lowest income tamily and has the fewest resources to meet need. Yet this

student's aid package will be over 50% in self-help.

This same student is also limited by the Cost of Attendance

N provisions to a maximun Pell Grant of $750.
b

The deferrai of the Cost of Attendance provisions impacts most
severely those non-traditional students attending low cost tolieges

and results in a seif-help expactation up to 80%.

~This student is ‘ypically an older refurning student, or a head

of household. A smaller perc'entage,ot these students are married.

For 1981-82 at tne 107 community colleges in California, for
example, the actual costs of attendance will range up to $4600 for

single independent students and up to $7600 for heads of households
ang marr?e/students. t

.
- -

* s

The Pell Grent cost of attendance limitationy, however, hold these

budgets to $1500, the same as tor a dependent stu \r%]iymg'at home.

v ’
v

This means that the maximum Pell Grant award 1s $750 whether the

student lives with parents, on his/her own, or has children and or a

spouse.

IE lC- a o ' - N ' "_n ‘
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This creates an inequitable aid packaging situation that is increasing

annually since the cost of att.éﬂgnce provisuons have never been adjusted from

“~

the 1nception ot the program o 1972

This situation will be further exacerbated by maintaining maximum.Pell
Grants below the authorized level ot $1900 for 1981-%2 and 5‘2100 for 1982-83.

.

Proposed changes which 1ncrease the assessment against income %5 the need
analysis procedures add a‘ddltiona\l impact to the self-supporting student. Not
only are his/her artendance costs not recognized, but his/her income is assessed

at a rate double that ot the parents of a dependent student.

-

The attached charts graphically indicate the cost problems and resulting

inequitable packaging arrangements.

From tne point of view of a practicing aid administrator, it 1s possible,
however, to support some of the specific proposals in S.1108 to reduce program

costs that will have a less devastating impact on truly needy students.

1) Counting VA benefits :and social security bgnefits as 100%
student aid eliminates a current nequity for students who do
not receive such benefits and who theretore —h:e lower aid
packages and resources. i : ~\.

Using a remaining neea formula above an income cap for Guaranteed
Student Loans will reduce unnecessary borrowing at low cost schools.

gstablishing a series of assessment rates on discretionary family

LI
income which we assume would be progressive would benefit the

lowest income families by preserving funds’ that may currently.

be allocated to less needy students.
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4) increasing the parent 16an interest rate to 14% would o

" still make attractive loans available to parents with

. cash flow problems but not discourage their borrowing

'V B completely as S,1109 Rjght. ©
l 5) Reducing the higher lg its fohr self-supporting

studehts w111 adversely affect those students with X
large unmet need but will reduce the administrative :

./ .
burdens of the program which are growing geometrically.-

.}
“p

He appreciate the burden you face in reconstructing the Higher !
Education Jmendmepts of 1980., We know you wiil continue as you have

historically, to keep access to Postsecondary education open to the

needy students of this nation. ¢

t

’

Thank yoﬁ for allowing us the opportunity to respond to the a :

proposea legisiation,

0’ ®
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% .. Senator StaFrorD. Thank you very much. I feel constrained to
remind myself and all of you that we are in a position where, if we
+>~ do not comply with the directions of the full Senate, it will write
", this bill for us in a way that none of us may like as much as 1109.

\l

55 .- That is the unfortunate position that we are in. . -

‘

Mr. Leifman?

Mr. LetrMaN. Thank you, Senator.  * - <

Eduardo Wolle is going to present both of our statements for us.
- Senator StarrokD. However you wish to do it. ’ .

, - Mr. Worte..Thank you, Senator Stafford and Senator Randolph,

for the opportunity to testify before this subcommittee.
We are representing various groups that you notice on our testi-
mony and we would like to thank you on behalf of them. I am

%~ accompanied by Steve Leifman, who is the National Director of

=

COPUS and he is just a recent graduate, just graduated on Sunday
from American University, so he can tell you a lot of what it is like
being a student firsthand.-

There are some things that have not been pointed out that we
would like to bring to the subcommittee’s attention; specifically,
what is happening i the Congress, in the House and the ‘Senate.

We are concerned with the Senate budgét figures that have

. appeared and also with what has happened on the House side. I

hear your figures that indicate that you need $566 million. On-the
House, you need $700 million for student guaranteed loans. For the
Pell grants, you would need in the Senate, under your bill here,

.. $700 million. In the House you need $900 million. So’somehow

there seems to be more of a cut in what is happening here than we
really can take. ° c .

Also, in the Senate Labor, Health and Human Services Commit-
tee, just recently, they requested a cut in the basic grants prograin
of $270 million and this they wented to achieve by cutting every-

" body’s award by $100, which is really going to hurt a lot of the

needy students and this, we feel, is absolutely uncalled for. These
were cuts which were not requested by the administration and the

" comittees; the subcommittees have gone even further in cutting

that and that will make your job even more difficult.

I attended sthool in Vermont; I went to one of your institutions
there, and I know what it is like, what the students are.going
through right now. They are in a panic. ’

Senator STaFFORD. You might as well identify‘t}ne school.

Mr. WoLLEe. Johnson State. Ed Elmendorf is the president there.

The students in Vermont and other places are in'a panic because
theg do not know what they are going to do next year with the
cutbacks that, ag I mentioned, are beihg proposed and are coming

up. We have outlined some of our concerns in our testimony, so we

“‘would not like to take up tob much of your time. - > ,

With regard to the basic grant program, we are pretty much in
concurrence with that aid we would like to bring up something else
that is happening.

S. 1108 allows the Secretary to set the assessment rates for
parental contributions. We believe this approach will cause further
Inequity in the amount a family must contribute to their child’s
education. Current law provides that families under $25,000 shall
“"Q",ssed at 14 percent of their discretionary income. This means

RIC
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that a family earning $8,500 would pay“\the same proportion as a
family earning $24,000. .

We concur with ACE and NASFAA in their request that lan-
guage be added to provide for a graduated series of assessment
rates. This provision would protect lower-incorme students and still
maintain eligibility for several thousand middle-income students.

Another alternative which should also be considered is to keep
the current law with a small addition. A provision could be includ-
ed to, allow the Secretary to request a waiver of the 14 percent
rate. Congress would have the option to approve or disapprove the
Secretary’s waiver request. ’

This provision would place the burden of proof on the Adminis-

_tration to justify dollar savings. The Secretary would have to fur-

ther justify the waiver request with up-to-date information as to
the effect and impact on students receiving aid, which currently is
not being done by the Secretary. .

One last concern we would like to bring to the Subcommittee’s
attention also is the administration’s proposed elimination of State
and local tax offset in the fiscal year 1982 family contribution
schedule. This proposal would in effect roll back eligibility to ap-
proximately a $19,000 family income as contrasted with the $25,000
eligibility level established by MISAA. The net result would be
devastating; 600,000 students would lose their basic grants. :

We are concerned with" the student guaranteed loan program.
We have outlined two options that the subcommittee should look
into and we are very much concerned that, should the administra-
tion’s proposals go through in States like Vermont, which has over
100 lenders, a lot of those banks would just not lend the money,
and we d°'d a quick survey in some of the banks‘in the United
States, those that we could get a hold of; Mississippi and Alabama
would not tell us bank names because they were afraid if we told
them what was happening, they would drop out oi the program. So
we were not able to get names out of Alabama and Mississippi but
the other banks concurred with what has been said here today.

You might as well kiss the guaranteed student loan program
goodbye. * :

I would like to thank you for the time and the subcommittee's
time and Senator Randolph.

Thank you.

[The prepared statement of Mr. Wolle follows:]
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Mr. Chalmman, members of the subcommittee, I would Like to thank you on beralf
of the 3.5 mtllicn college and university students USSA represents, the students re-
Presented by QOFUS (Naticral Coalitdon of Indeperdent College ard Untversity Students),
ASPIRA which represents Hispanic stydents in citles throughout the East, Midwest and
Puerto Rico, MALDEF (Mexican American Legal Defense Education Fund) which represents
Htspanic (Chicand) students throughout the U.S., NOBUCS (Mational Organtzation of
Black University and voneg~ Students) which represents 115,000 studemts at tradition-
ally black postsecondary institutions, the NTWSC (Natioral Third World Student Coali-
tion) which represents third world (mlnority) students across the country, and the
more than " milllon college and university students in the U.S. who Tecetve scroe type
of financlal assistance, for the oppcmmity‘ TO testlfy on the Administraticn's pro-
cosals (S1109) and the Chalr's proposals (S1108) to tighten eligibility and meet the
requirements of the Senate Budget Resolution to reduce the costs of the Pell Grant
and Guaranteed ot klent Loan Prograns, Acconpanying me today is Steve Leifwman, Na-
tieral Director of COPUS.

~

The Adninistration has the American public bellevirg that a safety net” exists
which will prevent any of those in need frem losirg out cn their opportunity to gain
20ce3s 20 2 higher educatis It is vitally important that the American pecple real-
ize that there are gaping holes, in this net. The burden of firancing a college educa~-
ion 45 belng duped on the family at a time wben the famlily ean nardly afford an
added cost en 1t's already strained budget. P.eductions proposed by the Aministraticn
4 the means tO achieve *hose regucticns will result in over cne million middle

neome recicients losing funding from the Basic Grant ana 534 Trograms. Reducticns
in the value of awards to all icwer incame students will force mary to reevaluate
thelr quest for a college education and 1'mit thelr oholce to low cost oubllcly sub-
siafzed Institusicns. This will place a tremendous burden on already strained state

v
]

l‘l
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W'e are concerned with the impact of the proposed Admintscraticn's budge s redue-
tions ard the effects of those reductions will have on’ the cost, quality and access
to postSecondary educasicn across the ration. Should the adn‘.n.s::—a:icn s proposed
changes pass cp top of the FY'82 budget passed by the House, we will ses a high drop
out rate, unecployment and increases in tuition. Even i the Administration means
well, the results may be disastrous.

We, as students, are concerned with tne possibllity thar If Congress accepts the
Adninistration's budget reduction proposals, all the advances that have been rade in
meeting the needs of the middle class tnrough MISAA, in providing essier access o
college for lower income stidents, in stabilfzing the loan programs and in 21lowing
a healthy corpetition between the public and private sector to develop wi.l have been
R an exercise in futility. There are many advantages to living in this society that

X are not avallable to cther pecpls throughout the world. However, when-other countries
are glving thelr people a chance to receive a fully subsidized pcs:%ecmw education,
this country is retreating on it's camitmens to provide access to all of it's cisizens.
How can a natlon expect to be rumber one in angthing if it's working masses buy
into a system yet are told that thair fnvestment is belrg cut and their return will
te minimal? How much more can the poor be expected to sacrifice when they are llving
in areas where unerployment is high? .

’

‘4

In the state of Vermont, for instance, the Vermont State Colleges Bcard of Trus-
tees has voted to raise tuition by 12~ This means that a student at cne of the thre
forr year state campuses will have to pa.y $130 over this year's tuition. At Vemont
Technical College, tultion will alse increase, but by $180. ,At the Commundty Collage
of Verment, tultion will be up'dy i3%. The Undversity of Vermoat will also exper-
. ience an Increase in wuition. For an in-state student, tuition will te increased by
T13.6% or fram 31650 tn *80-'81 to $1350 for the '81-'82 academis year. The cut—of-
State student will hagg an fncrease of 117 or an increase from the present $4560 to
$5062  Also incezsing ac the University is the cost of room apd board from 31996 =3
$2272.

in a state like Vermont where every Federal dollar counts, tne proposed reductions
in firancial aid and the proposed Administration's changes would have a devastatirg
affect on the state share to higher oducation. In states like North larolina and Ala-
bara, though different from ¥srmont in many ways, the same holds true, the state ard

Q 16(} '
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Taxpayers would be expected to. Sentridute more towards higher educaticn and carry the
burden of the loss in Federal dollars.

‘Pell Grants ~ The Pell Grant program (formerly ZEDG) s the cormerstone of Federal
financial atd. The typical financial aid packege consists of Pell Grant, Suppleman-
tal Educatiora) Opportunity Grant (SEOG), Natioral Direet Student Loan (NDL), ard
College Work Study (CWS). When a student has O as an award, they are already
working in a part-time job. By requestirg a student So provide $750 self-help, they
will be forced to fird another part-time Job off CarPus or ccrpete fer higner wege
Jobs during the szmer. If the student carnot find a Job and he/She is deperdent, ¢
parent would be forced to come up with $750 more abeve the parental contribution,
Often times, this is virtually impessible since parents' assets and ircome heve already
been calculated in the need analysis process. For independent students, the situation
1s equally if not mcre bles The independent student must earn $750 elther in a
Rrer or part-tine job in ort; carpus work. Independent students tend to be nonetras
ditional, usually somecre who stopped their education after high ochool and now wouid
like to continue their higher edusaticn. Thesé students may already have a Job and
pessibly a family to look after. Due to the high rate of wremployment .and inflation,
it i3 umrealistic to expect an independent studert, or any student, #hc curvently had ,
%o contribute $300 of self help for college to suddenly have to pay $750 more. There
are no assurances either that employment will be available for all students during the
suTer break.

EaN

“Wnen we consider that youth unemployment is high, especially ameng placks and
latinos, such a provision 4i1l°cnly help to increase the SAp betwaen those wino can
afford an educaticn and those who carmot. Youth wnexplovment has already reacred 19%
witn a ‘.'.::s:r‘.:y Jouth wrerployment rate in excess of 508 4in Lnmer oitiss. laticrwide
We are experlencing a ircoout rate of 25%, and i.—. scme citles that figure &

asudble.

It's not that stuaents are all abusing Federal smudent ald and are not trying to

make ends'meet. For exarp.e, uring a recent fearirg tefore the House PcstSecordary

Education Sudcormittee, a student at Yale University, Bill lLash, explained nig
A

tion: i

"e

i have not neglested o hielp myself. Ourirg dhe academic Jear, I hold three loos.
I am a reasearcher-clerk, Averican Express agent ard a bartencer. My sister nhas
dene the saem, working as a dormitory guasd, a totany <eacher and vailiress. we
nemally work durdng our spring, winter and swrer vacaticns. and rave dove all

of this while carst ing full course loads ard maintaining B plus grades.”

situa-

<
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anat will the Admintsiration's proposals do to him?  And what of 2 student who
can barely maintain a C average and is already working a job at submintmm wage to go
to college? Just because B11Y can balance his Jcb doesn's mean that every other stu-
dent 1s going to be able to do tha same or even raintain one Job at the expense of
thelr studies. Isn’t the reason students g0 to college but 0 isarm and to pregare
themselves for the Niture? If Jou want students to work, then expand tne funding for
the College Werk Study program!

We ccncur with the observations and recorterdations «hich ACE and NASFAA have
presented in regard to the Pell Grart program. We would like to stmess several points
shich are of cencern %o us though. It is dirficult %o atserpt 0 retune rrograms,
such as the Pell Grant ard Ouaranteed Student Loan, which have gererally acconplished
their purpese, We camend Senator Stafford and his staff for thelr soncerns as expressed
in 51108, ' ' ‘

We are distressed to see that S1108 would repeal some of the impertant refomms

dealing with indeperdent students as passed In the Middle Incame Student Assistarce
Act and the Higher Zducation Avendments of 1980. we carnot and will not support any
attér;:ts tO weaken these reforms, thereby retwming o a system which does not make
allowances for the differences between independent and dependen: students. we would
also like to see the ccntimation of current provisicns dealing ~ith asset exzlusion
and taxaticn, subsistence alicwance for single independent students, and the stawus of
married Lndependent stidents,

We are =150 concerned #1th tne provision in S11¢8 d all g with the assessmens of
Farental discretiorary income in determining the expected family consriduticn. This
year, ramplications eset the processing of sthe Basis Srant acplizations. They were
virtually reld hostage until she Administrasicn's Tamily centritution schecule was
adepred.  What sceplifcated =piters was that the previcus Acmirdstrasicn regulasicns
had already bteen published ard coments receive '  These were culled by the present
Administration and the present regulatiens ne. sted. Millions of student acolicae-

“:icns were neld up for,processing.  Sticents MAY N " A0W wnat tnelr awards will be
until later than Junme, Had Congress and the higher » ducation comunity not capisulated
%o the Administraticn’s (rsistance that shelr roguiations be Lrplemented, students may
not nave recelved chelr award notizes unstil Ausust! Thlp would have ™mlired rany 2
student's zians to attend 2¢llege since most colleges nead s oW by May wretrer 2
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stadent will attend Or not. Students base their ueceptance cn thelr fliancial ald
awards. -

« .

In crder o avold repeat of this unfortunate incident, we recamend that lan-
S4age Yo included to 2allow c;rmss‘-bo approve cr dissaprove aid regdations. Jure
rently, Congress can only dissaprove such regulations. If the survent 13w remsins
um.“.‘msed: we o=y contirue o see imterTiuption of Pell Jrant grocessing by this and
possibly future Aduintsrrations. !

g .

S1108 sesys 0 allcw the Secretury to sel the assessment rate for parental ccr-
tributlen. We belleve this approach will 2ause further ineGuity 4in the amcunt a
femtly must sonTridute to thelr child's ecucation. Jurrent 12w provides that .’zn‘.lies‘
under $25,000 shall be assessed at 14% ’a.' thelr discreticnary income. This means
that a family earning $8,500 would pay the same proportion as a femily earning $24,000.

Ve scncur with ACE and MASPAA in thelr request that larnguage be added o0 oreovide
for & gracduated serles of assessnent mates. This provision woulld protect .ower income
students and still maintaln eligibility for several thousand atddle ingome students.

Amother alternative wnlch should alsc be considersd is to eep the current law
with 8 gaall addision. A provisicn sould oo incly €0 allcw the Secrecary $o re-
e

quest & walver Of the 1i% rate. Jorgress would have the sption to approve o disap- .
prove the Secrezary's walver reguest.

'!‘:;‘:.s provision would place the burien of proof on the Administration o Justis
dollar savings. The Jecratary would have o further Jussify the Jalver request «ith
up %o dave informacion as to the effect and impact on studdnts recelvirg aid, whilon
wrrently s not belng done. .

One Last concern we wWoulid 1lke %o bring the supcamittes's atienticn (thougn
we have many more) s the Admindsts

lon's proposed el:;.:m:i:n cf stave and local
<ax sffser in the FY'82 fauly contriduticn schedule, This preposal would in efface
moll bask eliginilicy to approximately a 815,000 family incoawe as consrasted «ith the
$25,000 eligibility level estarlished by MISM. The ret result ~ould be devastatirg,
600,000 students would lese their Basic Grants.
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Quarartesd Student lcan - The arigin of the GSL pmsm.. 1n 19€4-1945 stemmed frec
the interse desire of the ‘dmintstrazion to derail tuition tax credits. It was the
-1 Treasury Department which espoused the !dea of losir for-middle-inccme familtes.
o Today, we often find lower-income students buxdened witn a GSL. We balieve ¢ thas shes
1is an ioproper method of 1 inancing 2 higher educaticn for lower-income students.
%\m nethod simly serves o shift the burden of codt from the govertrent o the
student., -

During the floor de;:ate on the H.g.’:ex‘ Tucation Act of 1965, Corgresswoman Edced
Green of Oregen, former chafr of the buse Postsecondary Education Subcormittee, re-
ma:ﬁ(cd that the G&' progrom: .
Is designed especially for those Students who come from middle-theame famtliss.
This is 2 separate loan program,” she contirued ed, "and is designed fer these students
who do not QUAlLfy fer the National Deferse Hucation Act Losps (now Matloral Direct
S"uden; Loans) because tMey come from familiss t have a higher incime and ther=fore
* “they would be treltgible for Natioral Defesse Ezgxca::o}; Act Leans.”

Al .

.

A large pertion of. the growth in the GSL program can be a:::-'bn.ced to the removal
— of the incad 22D 5 1978 with the passoge of MISAA, which resiized in inchessad da-
cmand for thes: menles. However, it s rbt primarily this derehd which quacrupled the
’ €Pst of the rrogram W the Peudral govertment. It 4s the skyrocketing inserest rates
and the high scs5t of mcney to which the p’“::g'.sﬂ‘ is tled thas increzsed its costs.
The follewing crart Lllustrates 'xw the special allowarge (tr2 Feceral money *
sald to barks) hes adrapled compared 0 the increase in =he amount of meney patd
for the student®s inmschool interest subsidy.
f

-

. .
#ouamanteed Swudent Loan Subsidy Casts

* (tllicrs o ollers)
' 1077 178 psk] = 1088 16RY
-0l unterest Supsidy  $335 . 8249 $24s [0S secs
Soecial Ajlcwance 106 195 102 0 1,480
Avarage Azrual 91 L >
Tresury 8(11 Pate (9 5.0 6.8 3.0 e 1.2
In additicn - ~trary so statements #hich nave recelves ieds Ablizdty around the
* country, studeny- 20T _in high defaliv ir *nis lean arnamam, The sssimated default
. .
~ . ‘“Congressional Besearch Service, Feoruary 20, 1681, '
L .
~. '
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rate for 19681 1s app:-czin;ately 8.8% corpared to last year's © 4%,
The Adinistration calls for the elimiration of the in-school intsrest subsidy on
student loans which 1s paid on behalf of the borrower by the goverrment. We categor—
1cally oppose, the repeal of the interest subsidy. The interest subsidy is a regulation
that college c0Sts have became increasingly burdensame to all ‘merican families.
3

We beifeve that elimirating tr‘:e interest subsidy would shift tne higher ccsts
that result from higher interest rates to the student, at a time when the student may
ot be able to cope with %wh added costs. This will lead to higher default retes and
delinriennies,

elinTiencies

A:': exaple cf what a student would pay now and urder the Administration's plan:
s N
$7,500 9% interest with in-school interest subsidy amd
= 10 yesr rerayment - $11,000
$7,500 9% interest no subsidy - $13,000

A gup which would be adversely affected by these charges is the graduate students.
In & swvey o2 108 memuers of the 1978-79 senjor zlass at the University of Permsylvan-
1a School of Dental Medlcine who utilize the Financial Aid Office at the dental school,
the <otal debt amassed by these studeats upon graduation was fourd to be $2,823,391,

"an average of 326,142 per stulent! The smallest debt reported by a respordent to

\*

2

this survey was 315,905, with tne other debts ranglrg as hign as $4¢,880! .neoming
first year s:\x}enzs can only expect larger debt buxders upen graduation. It's tad
encugh that students must assume large 1oan turdents in the first olace. Asking

tha: to pay sirmuficantly higher levels of interest Ls creating a gereration of inden-
tured servants who are mentally mcriagaged “o the goveryment.,

A suggestion tnat has been made is to defer the interest Jhile the student is in
school,  The government woula pay the interest while the student is in college., ™he
Interest would be added on to the amcunt owed Dy the student arg ne/sre would repay
this to the bank, which would presumabdbly repay the Department of Education. we camot
accept this alsermative 2ither, First, the problem of excessive dedt will still exist,

. Secerd, the acministrative heacaches this will cause barks will drive them out of the

program.  They would have to «eep separate accounts of these deferred interest cayments,
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ac‘fm{ and caxpownd interest, and then submit payment to the Department of Sdueaticn.
Since the ret tape and camplicated paperwork have kept banks cut of the pregran, this hs
appreach would only worsen the prodlem.

51108 rejects sither of these approaches. We realize that everycre is beirg
asked to sacrafice and that changes will be made in this oregran with or without
us comenting. We are corcerned that if charmes are to be pade that they be macde with
the skili of a surgeon not a butchar,

ACE ras already cutlined scse of the dollar facts of the Pogran and the savings
“that can be achleved. We would like to corment on the specific reconmencation con-
taired in S1108, to reestablish an income ceilirg for eligibility for she in-schood
interest subsiay.

My was the incame cap removed? The idea was to allow a parent who did wot fave |
the "cash on hav.d" an opportunity tc have his/mer child borrew this recessary capital
at 2 low interest rate, fHowever, soaring college costs since 1978 nave xade the "lcens
of convendence”, loans of n ity, Now students must berrow just O meat the gap !
between the expected rarsntal contribution ard the cost of attendarce.

We would recamend that, i the subccrmittee is considering settirg an income
cap, as specif.ed in S1108, that it be higher shan that recamented in 51108, A zap
of $35,000 s not an wrealistic figare though it would only save 800 ¥ students frem
being elimiraved from the program ard $200 million. A 435,000 cap would recogize she
fact that middle income familles are 2lso being caught «n the firancial crmen. This
could possibly provide mere dollers to progrums which help reedier students cus are
under firancial éonstraints, i,e,, Pell Grants, NDSL. .

Aréocher approach which should not be passed over is to permi: soudents wish
decumented need to borrew thelr unmet nesd and half of thelv parental contribusion ap
to the 32,500 maximm. As ACE pointed out in earlisr testimony:

"This would assure that all students wno have need after they have exhausted

other zources of student ald would be eligible for the 5 pregran. It wuld

simultaneously ease the rroblem of s~idents whose rerainirg need might ce too
sm:all for barks to make loans, and that of students whose parents may have
dirficulty meeting the costs of higher priced institutions.”

i
(&)
(!



~

<162

Savings are easv %o accomplish i all one is concermed with are the savings.
e GSL program serves a very real purpose to the camunity and %o the ration by provid-
‘g an invesument In the future. Be careful »hen you begin your work on S1108 least
u find that what you have created is a Florida style sink-hole.

Parental loan Program - We are concermed that the Administration's.proposals to
se the intersst rate to market x-aces", abolish the speclal allowance and exterd the
rayment period to twenty years will make states think twice before they pertisisate.
der such conditions 2 borrower may not find the terms too agreeable either. The
arent Loan program was established to help parents defray the costs of their scn's
» gaugnter's education. Ihis program is no xcre than oom than the interest rate
3 beirg raised to 14% in S1108. Is this program to also see the instability shich
1] accm.‘.ed the GSL program?

We believes that in order to save morey S1108 has initlated ancther taxing burden
1 the jmerican family. The parent and the student are beirg asked to bear mor= and
re of the cost witn less help from the govertment they pay taxes tC suoport.

We would lke to see the frogram remain at the established 9% interest. Hodever,
* savirgs must be accorpliished, we would suggest raising ‘e interest rate to 1i%
3 opposed to 148 in S1108.

Currently, there are 11 states considering establishing a Parent Loan progren at
3. The subcrumittee should nwiew state uscy laws $o assure that the 142 rate will
ot create conflic.s and create inequities in the treatment of borrcwers from state O
ate. .
1y Recavment Incentive - We hope that the subcamidttee will sericusly consider :ne
~cpcsal which ACE has presented dealing with incentives for early :-ovayment of
.ons. Not only will this result in cost savings but in lower defaults awng students.
s incentive 13 the.best way to motivate students to initiate early recuvment. -

‘\\\\

dependent Students - s we stated earlier,?“‘ar: .c:::ﬂqu with the stitus of ir-
perdent students, espec:ially the remcval of separate borrowirg “i.umi*s as cutlined in
J08. The 1980 Azendoents allew an independent student to borrew a total of 5%,500
o year, $500 more than the maximum for dependent students. 'We 20 not agree with Shis
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Provisien of S1108 since it does not ackowledge the Plight of tne indeperndent student.
An independent studant usually reeds addi*oral rescurces to meet the ¢osts of tnelr
education. They have no parsntal contribusicn or Farent lcan to fall dack on for
additicral suppert.

We would suggest that the curvent treatment of independent students is the most
aquitable. Por thal reqgon, we would Oppose any changes In the treatmant of these
students and thelr ability to Yeceive a few dollars mers for thelr special circumstarces,

In cmlusi5n, we wotld like to once agaln thank the subdccomit ee for L3's time
and pavlemoa In 3liswing us to present our views on both the Admintstration's proposed
legisiative sharges as recarmerded in SL139 arxd the Subcormittes's recamendasicns as
fresented in S1108. We urderstard thas the comtry is axperiencing difficult ti-es,
We have nct appeared befors this subccrmittoe 0 ask for handeuts tut to ask tnat the
camitoent that Congress has zade %o 4t's yourg ard old, trat all may nave 2ccess and
cholce o 2 Righer educaticn, remain 41inin your hearts and sculs as a top oriority,
when you mevieup S1108 ard vote for agprepTiations for educaticn on the Semate flocr.

Iweuld ke to leave you with 2 cucte frem cre of toe laws recently pessed oy
Corgress:

"Tne Corgress finds....

(2) that 1t i3 the responsitility of tne Federal Soverment, corsistent with che

rignts, dutles, and privileges of States and instinions of nigher eoducaticn to

pTomote. ...
(0} fresdoam of caoice o studerntd #ho atish to rareizirate in sostsecondhry edu-
caticr, o select InStisutisrs and progrems Which mest thelr neads and abili-

(d) resconsiversess of fesicecondary 2gucaticn o mpidly snarglrg soclal and

(3) =hat cemcgrachic,
pestoecendary education t0 aldapt I+ future reeds of individuals and of Amers
ican soclety.”

accnerds, and 21 charges #i11 require imstiouiiors of
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DISTRIBUTICN OF FINANtIAL AID BY PROGRAM

FISCAL YEAR 78’ * Number of Awsrds

Total Number of Awards: 8,885,156

¥91

l: MC NOTE: Total numher of studenls (imdupticated sonnt) for the above progroms i3 not currently avaliablo,
L !




DISTRIBUTION OF FINANCIAL Am BY PROGRAM

FISCAL YEM 79°  MADINT OF AVARDS-

4,000

149,70

Total Amount of Awards: $7,

L UL




166

SUMMARY OF OSPA PROGRAM ACTIVITY
BY TISCAL YZAR

PROGRAM FY-18 PY-37 Y-8 FY-79 est., ¥¥-30 proj.
(7611 {1718} (3879) {79-30) (80-30

BEOG

Aporopriation (ia 000's) 1,325,800 | $1,903,900 | 52,180,000 $2,431,000 ! $1,718,000

Expenditures (in 000's)§ $L473,34 | 9,587,864 }s1,560.547 | 92,450,000 Is2,132.000

Raqipiensz 1,945,404 | 12832900 | 1 s43,000 ! 2,600,000 2,500,000

Aversge Awsrd $ 8748 852 |3 a2 S az | § 839

No, of institutions B

Partispating 5,284 5,345 5,760 8,337 5,900
ESL .

Appropeiation (in 0005} $ 397,787 $ 357,312 $ 490,188 [$ 357,503 } 51,718,344

Soenditures {In 000%)] $ 508,830 | $ S39,000f § 703,321 ]S 999,343 | $1.838,539

loan Yolume {cornmit-

ments) (000's) $1,827,828 | $1,537,237] $1.958,382 | 53,983,956 34,421,052

Est, Yo, of loans 1,299,000 97 1.084.718 | 1,509,547 2,934,800
Aversge Loan 1,408 3;332 1,809 | 1,976 2,173
NDSL -

Approprtation (a 000) $ 328,000 $ 310,300 3 310,500 $ 310,500 $ 288,300

Sxpenditures dn 000's) § 559,487] $514,368 $ 540,424 $ 710,528 s 10,47

Reciprents 764,59 795,134 808,516 261,384 361,000

Aversge Loan $ 2] s 773 s 792 s 328 s a8

No. of Institutions

Participating 3,167 2618 3,328 3,350 3,400
SECG -

Appropnation Gn 006%) $ 240,093 | $ 250,0931 $ 270,093 | s 340,100 s 370,000

Expenditures - $ 243,792 | § 2438291 s 296,232 ! § 330,025 § 358,272

No. of Remiprents 449,23 499,034 10,023 514,700 350,000 .-

Averags Award $ 43| s 488 s 522 | s 537 s 311

No. of lnstitutions

Partcipating 3,408 3,500 3723 3,7%0 3,850
Cws

Appropeiation (in 000%) $350,000 | $420.000} § 435,000 $ 550,000 $ 550,000

Expenditures - $508.024 | $469.128 | § 488,468 $ 597,303 $ 509,425

Ascipients $73,000 345,275 452,475 972,545 980,000

Averige Eamings s 320 $ 1111 s 573 H 614 s 22

No. of Institutions

Particapating 3,25 24 3,197 3,220 3,300
£5IG

Apptopeiacion

(in 500°s) 5 $4.000] $ 60.000 $ 53.730 $ 76,750 3 76.7%0

2xpandizures s 98.000| 3:20.000 $127.500 3183.530 $153.500

Ascipiencs 176.,3¢0§ 240,000 255,008 307,200 307,360

Avetage Grant H 30§ 3 500 $ 500 $ s00 $ $a0

No. Of Staces

?articipacing -1 ¢ 57 57 57

® 1$= month period
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DISTRIBUTION OF STUDENT AID AWARDS BY INCOME
All Undergraduates
Acndeinle Year 1078-79 .

Famlty Income

Tess Than $6,000-  S1Z,000- 318,000~ 334,000
Type of Ald $ 6,000 $11,999 $17,999 $24,0090 or m_o=r=o====l=1;|;|::|=n=l:::lr=='=l':i;:i=====::
41,9% 21.7% 12.8% 4.2% 1.7% 17.7% 100 4%

SEO0 42.17 20.8 15.0 5.7 2.3 13.5 100.0
CWws 30.0 19.8 16.1 10.4 5.4 17.1 - 100.0
State Grant or -

Schiolarship 24.8 20.2 18.8 14.2 8.6 13.6 100.0
ast. 19.5 13.4 18.0 18.3 16.8 16.0 100.0
N8I, 0.3 18.1 18.1 12.8 5.8 15.1 100.0

Ypersons! Income for tndependent students and parental |

for def

Soucce: Polley Anatysls Serviee, Ameriean Cotmefl on Bdusatlon, May 1980; based on student reported data from the AY 78/79

sludy of Ir
Sefences Tor the Offico ef Evatuntlon and Dissen

tam Managrement Procedures in the Campus-Bascd and Basle Grant Prograins condicted by Applied Manngement
inatfon of USOT wnder confract nmnbar NE-300-78-0498. The

AY78/79 study sninple Is representative of all undergradunte stiudents carotled half-time o more.

% May not add due to rcaading

v
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GUARANTEED STUDENT LOAN - SELECTED HIISTORICAL érlmmcs
o
Year . Approptiations A t Committed Number of loans  Average loan Interest Pald Speelal Allowance
(tn Milttons) (5) {tn Mililons) (n o00's)} {tn 000%) Pald {in noo's)

T L ] s n " $ 020 -

1907 1 244 207 050 8,422 -

1969 1 429 40 873 20,989 -

1949 i 73 614 158 892 48,409 -

: 1879 7 "t 863 040 80,473 $ 4,95%
o7t 191 1,018 1,017 238 129,923 18,852
i 200 1,174 1,201 1,081 171,708 18,123
1979 292 1,171 1,030 1,137 203,300 33,200
e 399 1,139 28 1,215 222,200 85,000
1978 s 1,298 1 1,311 200,344 126,812
1978 () 808 1,829 1,298 1,408 253,321 06,827

' 1 387 1,837 ” 1,581 225,308 105, 889
1979 e () 1,059 1,088 1,008 248,604 194,540
1979 217 (c) 2,984 1,810 1,91 295,844 40¢,185
1990 (est.) 1,718 (C) 4,421 2,038 ‘1,001 468,330 1,004,392

(A) Conalst of funde added to the Student 1oan Insurance Pund for payment of tntercst, Speclal Allownnce and Clalns. Does not include
$77 million In Advanc¢e Reserve Punds distributed to States participating In (151, over the ycars. Cumulative through September 30, 1979,

(#5 mctides Transition Quarter
[0 ctudes Adminlatrative Cost Allowance
O
.
ERIC 17 %

%
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ash, - SELECTED PROGRAM STATISHICS

FY 78 FY 79 FY 80 (ost.)

Federal Insured Student Loan Prograin
Amwial Commitments (In $000) $ 413,475 $ 540,882 $ 574,107
Number of Lonns 268,102 276,825 263,628
Average lonn $ 1,766 $ 1,054 $ 2,180
Guarantee Agengy Program
Annunl Comnmitments (In $000) ' $ 1,485,407 $ 2,443,074 $ 3,848,315
Nuinber of lLoaus’ 816,610 1,232,722 1,770,972
Average fonn $ 1,819 v $ 1,982 $ 2,172,
Total Program . ‘¢
Annunl Comnmitients (In $000) $ 1,958,882 $ 2,983,950 $ 4,421,052
Number of lonns, . 1,084,718 1,509,547 2,034,600
Average fonn $ 1,808 $ 1,077 $ 2,113
tligivle Lenders ** 19,145 19,145 19,145

175
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#+ Source: NEWLEN. OLI IHie <-- ucludes all eligible lenders in the ASL Progenmn
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Senator STAFFORD. There is still 2 minutes, Mr. Leifman.

Mr. LeirMAN. Thank you.

I want to thank the Federal Government, because without the
student guaranteed loan program, it would have been impossible.

I am saddened that a lot of students will not get the equal
‘opportunity to choose a college of their choice.

nator Randolph mentioned before why is not the room filled
with students? 1 want to make a couple of comments on that.

First, about 3 weeks ago, we did have about 100 students from 35
different States come to Washington to make their concerns

" known. The main problem is the nature of the cuts are so compli-
cated that most students really do not understand them and what
is going to happen is that students are going to come back in the
fall when it is too late and it is not going to be available, und that
is when you are going to see thousands and thousands of students
coming up here.

Senator StAFroRD. All right.

Well, thank you very much.

In view of the time constraints, I am going to yield my time to
Senator Randolph. There will be written questions that I would
like to send to each member of the panel. It is quite brief and you
may well have answered it in your detailed statements, which we
will put in the record in full. ' °

We reglﬁet that time constraints have forced us to adopt this 5-
minute rule. So I will send those questions in writing.

Senator Randolph.

Senator RANDOLPH. Yes.

Thank you, Mr. Chairn:an.

I am grateful for the testimony which has been given to us which
I listened to carefully. I think you all recognize that my so-called
outburst was just pent up feelings that I have; that there is not the
attention being given to the results of today’s hearing which are
going to be negative throughout the educational system in higher
education in this country.

I think it is going to be very difficult and I know that Chairman
Stafford’s bill, S. 1108, will try to take care of some of the problems
that are inherent in the so-called administration bill, 1109; but I
think if there is not some type of groundswell throughout the
gduﬁational community in America, that we are going to be set

ack.

I am not trying to use the number of years as an example, but

' we are going to be set back in our efforts to provide college educa-
tions to a large segment of our young people who are not in a
category, we will say, of very low or no income or the children of
the very rich, to protect the body politic of higher education
t}ll)goughout this country. That is the group that I am worried,
about. - )

In the college\that I speak of, let us say, 1,000, 1,200 students, we
have an infinitesimal number of so-called rich students there.
Counting “rich students” would not represent very much of our
student y. Our student body will be those in need, those that
come from families where there are four and five childr~n and
maybe two of them are in college or three of them are in college at
the same time and this is across America; people trying to hold the

ERIC R v/
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family together; and I think that the holding of the family together _
occurs not only in the home itself, but a part of holding a family
together can and does occur by assuring parents of the continued
availability of the moneys necessary to permit that young man or
young woman to go to college.

T: >se are family responsibilities and they are recognized as such.

It has always been so in the families that I am very intimately
acquainted with, not only in one college but in the—let us say the ‘
independent private institutions of higher education in West Vir-
ginia as well as other institutions that are State-directed in their
programs, including two universities and colleges and several what

we call community colleges that have sprung up in our educational
system,over the last few years.

Now, the administration bill, would require $750 self-help expec-
tation from each student.

Would you discuss that a moment? That is something that I
don’t think is in current law—is there any self-help requirement
mandated for the Pell grants?

Mr. MARTIN. Senator Randolph, I might try to comment on that.

As you well know, the Pell grant program, since its inception,
has had a clause that that program not exceed one:half of the
student cost of education or is limited by the maxi)mum award,

ich in some cases is less than one-half of what might be for an
individual student. g :

Since the program began, there is an impliea assumption that
the student or family are going to be required to make up that
additional half of college education through other sources.

The way it is made up primarily comes from the college work-
study program or summertime help plus contributions from the
family. Mrs. Miller, in her supplemental statement, came up with
some charts of what the self-help rate is currently in colleges in
California, private as well as technical schools, and in that report,
it shows on the average that students are dealing with self-help
expectations that far exceed the $750 that the Federal Government
is asking for in their bill. .

It seems to us that it is a little ridiculous when we alseady have 4
proof that in the other methods that we assess needs as a mini-
mum $900, is plugged in for a student to add on top of that another
$750. We thinﬁ it is an unfair burden for students and we testifiéd
before the House committee and we txi o discuss the issues of
the pros and cons on that, on page 15. But we would support your
premise that it is an unreasonable elertent to be included in the
bill at this time, and I really believe it was conceived by some
people who fail to understand how the program works and what
they thought we were addressing was a factor that does not need to
be addressed in this manner; and we tried to make that clear to
the administration. i

Senator RanpoLph. Well, I fully agree with you. - .

I do not believe that those in the adminisfration who fashioned
its bill really do know the implications: .

Mr. MARTIN. I might add. Senator, if you lo t the beginning of
our statement, we include some demographics on student employ-
rpent and when you compare that to bla\ck and white youths, it is
Q .
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difficult for these students to come up with summer jobs which
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even makes it more unreasonable.

Mr. Gos¥ens. If
there is q Federal
+ around which assu

" students. Perhaps

ment in the Pell grant*progra

in the amendment’
. met by combination of grants and

that 25 percent wil

We think maybe that is the way to go.

I could add to that, in the 1980 amendments
palicy goal which you all put in the last time
mes a 25 5percent self-help piece on behalf of the

0, or any flat dollar self-help require-
m is not workable and is unfair but
there is a percentage relationship that we can deal with; we have it
policy goal; it says that 75 percent shall .be
parental contribution, implying

a flat $7

asa

1 come from self-help.

They are {alking about a percentage relationship.

.* Senator RANDOLPH. Mr. Chairman
see when we began these programs to help the students, based
largely on the required repayment of loans and I think I will place

if it is agreeable to you, the vote by which these

passage here on the Hill, and not only in
he year, is it, 1965?—they started, and

1972, 1978, those other years, I think they

favor of the programs.

ir. the record,

measures were brought to
1965—I belighe that is t
again in 1977, was it—
are rather demonstrative votes in

[The information referred to follows:]

83-431 O=B1~=)2
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SUBMITTED FOR THE OFFICIAL HEARING RECORD, HEARINGS BY THE
SUBCOMMITTEE ON EDUCATION, SENATE COMMITTEE ON LABOR AND HUMAN
RESOURCES, RE: STUDENT ASSISTANCE AMENDMENTS OF 1981.

SUBJECT: VOTES BY WHICH HIGHER EDUCATION LEGISLATION PASSED
SINCE 1965, DATE OF FIRST ENACTMENT.

SUBMITTED BY: - SENATOR JEMNINGS RANDOLPH (see page 112 of Manuscript)

Public Law 89-329, signed into law Nov.¢8, 1965 °

H.R. 9567. Reported by House Education § Lator Committee
(H Rept 621) Jul 14, 1965. Passed by the House
amended on a 368-22 roll-call vote Aug 26.

Reported by Senat. Labor % Public Welfare
Committee (S Rept 673) Sep 1, 1965

Passed Senate amended, by a 79-3 roll-call vote
on Sep 2 1965.

Conference Report (H Rept 1178) agreed to Oct
20 1965 by 313-63 roll-call vote of the HOuse,
and by voice vote of the Senate.

House Committee vote, Jul 14, 1965 - 21-2 (two
dissenting votes cast by Southern Republicans}

Senate Committee vote, reported without
opposition, Sep 1, 1965.

Conference : House passed 313-63 after Republican
motion to return bill to conference for deletion
of Teacher Corps section; motion defeated 152-226
in roll-call vote.

Senat~ passed yithout opposition.
, o
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Public Law 92-318, signed June 23, 1972, Education Amendments of 1972
@ .
S. 659. Senate Labor and Public Welfare Committee :

reported S.659 on August 3, 1971 (S Rep 92-346)
by unanimous vote of 17-0

’j 4 Full Senate approved 5.659 on August 6, by a
) vote of 51-0.

H.R. 7248. House Education § Labor Committee, reported B
H.R. 7248 on October 8, 1971 (H Rep 92-554) by -
a record vote of 35-1., One negative vote cast
by Republican from Indiana.

Full House voted on November 5, 1971 by roll
call of 332-38 to pass H.R. 7248. _

Final action on education bills (S.659 an? H.R. 7248) was held J
over under 1972 (2nd session, 92nd Congress), as foLlows: %
S. 653, “ Senate Labor and Public Welfare Comittee nh
reported't 659 on Februa 7, 1972 by unanti-

mously recommending that the amended bill be .
. adopted by the Senate as a substitute for the ' z

House version of the bill. (S Rep 92-604)

Full Senatecﬁassed S§.659 by roll call vote of )
88-6 on Mari 1, 1972. ! .

&
Conference‘lﬁroement on S.659/H.R. 7248 was J
adopted by the House by a vote of 218-180 ‘
roll-call on June 8, 1972 (having been aldopted 1
by full Senate on May 24, 1972 by a vote of
63-15, roll call.
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Public Law 94-482,

S. 2657.

H.R. 12835
H.R. 12851
H.R. 14070

I8
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signed October 12, 1976 (Higher Educ. Amendments)

Senate Labor and Puboic Welfare~Committee,
May 14, 1976, reported S.2657 by unanimous voice-
vote (S..Rep 94-882).

House Education § Labor Committee, reported
H.R., 12835 on May 4, 1976 by unanimous voice-
vote, (H Rept 94-1085) ¢

N

House Education § Labor Committee, reported
H.R. 12851 on May 4, by unanimous voice vote.
(H.R. rep 94-1086)

House Education § Labor Committece, reported
Y,R. 14070 on June 8, 1976 (H. Rep 94-1232)
by unanimous voice vote.

Full House passed H.R. 12835 on May 11 by
a vote of 390-3.

Full House passed H.R. 12851 on May 12 by
a vote of 388-7.

Full House passed H.R. 14070 bn Auust 25,
by a vote of 391-3.

Full Semnate passed S. 2657 on Aug 27, 1976
by a vote of 78-5.

Conference Agreement (H Rep 94-1701) reported
on September 24, 1976.

Conference Report passad Senate September 28,
1976 by vote of 78-3.

Conference Report pac<sed House on Sep 29 by
voice vote.

j oy
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Public Law 95-566, signed November 1, 1978, Middle Income Student
Assistance Act (MISSA)
S.2539. Senate Human Resources Committee on Feb.
24, 1978 reported S. 2539 (S. Rep 95-643),

Full Senq&% passed S.2539 by a vote of
68-28, on Aug'16, 1978

H.R. 11274 House Education § Labor Committee on March 8,
1978 reported H.R. 11274 by a vote of 32-3
(H.Rept 95-951)

Full House passed H.R. 11274 on Octover 14,

1978 by voice vote and without major amendments.
After passing HR 11274, House substituted its
provisions for §.2539,

Senate agreed to House-passed version of S.7539
by voice vote on October 15, clearing measure
for President without a conference.

Senator RANDOLPH. If a more equitable reduction in schedules for
Pell grants is developed, how would an algebraic formula work in
place of the existing formula?

Mr. MarTIN. Senator, I think the purpose of the existing formula
in concept, I think, is a good one; I think it is an issue that you all
looked at last year when you were going through the reauthoriza-
tion.

The primary purpose in the legislative history behind the Pell
grant program has been to provide access to lowest-income stu-
dents and it is a need-based program that has always insisted that
the money be targeted that way.

As you well know, in 1978, with the passage of the middle-income
assistance bill, which the committee worked hard on and support-
ed, we were able to extend some of those benefits to middle-income
families who also had been hard pressed because of the impact of
inflation. So now we have expanded this and there are differences
in terms of how it should be done but it seems to me that as long
as this formula is developed, a fornmwula that the neediest students
are protected and you work a curve up to the less needy, and if it is
necessary to cut back, that those that have ti.e most ability to pay
for their education will be the first to be reduced and the least that
nave ine ability wiil be protected. I think that is what you have
attempted to do.

Senator RANDOLPH. You know, I wish I could be enthusiastic
about, you know, what we u, goirg to be able to accomplish. That
is what concerns me very much during ihese days and this weighs
heavily on me.

Mr. MarmiN. We certainly share your concern. I do not think we
are enthusiastic about what we see coming forward and I am afraid
a lot of people in this country are unaware of the impact that is
going to ﬁ(i}gthem in a short period of time.

Senator RANDOLPH. That is exactly true. That is exactly true.
And somehow perhaps we have not given them that information or
they have not understood it.

But in order to sustain the guaranteed loan in school interest
subsidy to meet the proposed cost savings, would it not be better, I
ask you, Peter, and others, to base the loan eligibility solely on
“remaining need,” at the same time, allowing for a percentage of
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the ;oan to be used to meet part o' the expected family contribu-
tion?

Mr. Gossens. Yes, sir, Senator; tha* is the position that I have
attempted to express in our written statements, that a remaining-
need concept, including a portion of parental contribution in the
amounts that can be borrowed is, from our perspective, by far the
better way to go. I say that as I look at the list of this subcommit-
tee, and I look at the institutions that members of this subcommit-
tee attended; not a single one of them, with the possible exception
of the Naval Academy, not a single one of the institutions in our
sector has a tuition and fees cost under $5,000.

If you assume the $5,000 is your benchmark, if you will, for going
to college at an independent college and university, where does
that money cume from? It comes from the parental contribution
and it comes from student ald\and it comes from some students’
earnings and, in some cases, a very limited number of our schools
have endowment funds.

We believe that you should continue to allow the parents or the
students to borrow a portion of the parental contribution which is
the current manner of tl. program, except right now in the pro-
gram, you can borrow the full parental contribution.

If you have to achieve savings, let us cut that 100 percent of
parental contribution.

We have suggested 50 percent but it could be something else; so
that we do not throw the burden on the parents for 1 year, without
a parent loan program operating and we maintain some access to
borrow some portion of the parent loan, I mean, of the p-rental
contrlbutlon unti] we get a viable parent loan program.

> Senator RANDOLPH. I thank you for that response, which I felt
that you would make following your earlier statement.

I only speak for myself at this moment, but I do know that the
chairman of our subcommittee is very genuinely concerned about
this problem and wants to do what he can in fashioning a legisla-
tive proposal that apparently can stay within the so-called recon-
ciliation mandate, but it may give us a chance to perhaps have a
flexibility, which we ourselves will fight for, while at the same time
give us some rigidity which the administration seeks.

Let me ask off the record——

[Discussion off the record.]

Senator RANDoOLPH. I do not want to tell you, of course, what to
do, but I think you can find some ways in which you can be helpful
in these matters; and I think without directing you in any sense—
because | know your commitment to what we are doing—but you
perhaps should stay up a little later and get up a little earlier to
find ways to mount a program which comes not from Washington
or organizations here, which are reflective of the members out
there. but somehow or another can get that awakening out to the
States and the college family, taken as a whole, which will begin to
make itself felt here during these coming days.

Do you think that is possible?

Mr. MAFTIN. Senator, I do. I think one of the things that is going
on that i would like to go back and comment on for a moment, that
was alluded to before is, kind of the situation where we find
oursetves.
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Let me suggest to you what I think has happened.

Most institutions, typically in the preplanning cycle, the students
are planning for the following year what they ought to anticipate
in the spring of the year. This has been an unusual spring for
students and administrators to communicate because of the uncer-
tainties.

We had some assurances a couple of mouhs ago that there was a
compromise ard one that we reluctantly accepted with the Secre-
tary of Education in terms of the Pell grant amendments. We also
at that time had tentative award letters on our campuses which we
knew was coming and we reasonably believed, because of the
people that we talked to, that everyone understood that there was
no way you couid change the guzranteed program without literally
oringing it to its knees. So any changes would occur in probably
October or later.

So most institutions weni ahead because of nervousness with
students and gave them tentative awards based on their best as-
sumptions.

Now, we have sent those out. Students_have gone home; other
students are assuming that they are going to have the money to
show up for school this fall. When those students come back and
suddenly when we discover this past week, with deeper cuts be-
cause, of the Gramm-Latta amendments in the House, and realize
that the actions of groups such as the Appropriations Committees
do not only cut as deep as the President wants but go even further,
to require 3270 million more cut out of Pell grants, and other
reductions in the program, 1 thirk that when this evidence and
information finally gets out there to people, that you are going to
get the kinds of responses that you are finding right now that
should be happening; that there is a void.

I do not believe it is anyone’s fault. The only thing that we fear
the most and we share your concern and can pledge to you that we
will continue to work in the next few weeks, is that unfortunately
by the time most of those people wake up and realize what has
been done to them, that the case is going to be over and they are
going to have to live with those kinds of consequences for a whole
vear,

In the meantime, that means that literally millions of families
are geing to have to forego or alter the education plans of their
children.

I also think thut you are going to find in certain institutions
across this country that it is going to have a devastating effect on
their fall enrollments; that it is going to place them on the brink of
going under, and you are goirg to find in communities that where
the dollar in this country rose over three to four times in the year,
that suddenly the business communities in those districts are going
to find it i air cconomic disuster because they failed to reaiize not
only our long-term capital investments but the short term that it
plays in our whole economy.

Senator Ranporrn. Do you think NBC and ABC and CBS would
carry that statement?

Mr. MarTin. I would certainly hope so.

Senator Ranporpx. I wish they would. I wish they would.

ERIC
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The cisirman has asked me to conclude this hearing and, for
him, I express appreciation for the members of the committee,
particularly for himself and in thanking you, in which I join, for
the information contained in your testimony. .

At this point I order printed all statements of those who could
not attend and other pertinent material submitted for the record.

[The material referred to follows:]

>
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STATEMENT OF SENATOR QUENTIN N. BURDICK
BEFORE THE EDUCATION SUBCOMMITTEE OF THE
SENATE LABOR AND HUMAN RESOURCES COMMITTEE
MAY H, 1981

Mr. Chasrmen, 1 would like to submit a_brief statement about S. 108, which
your subcommittee 15 considering today. My statement will summarize my views as
well as those of the financial ad community :n North Dakota. They wi'l have
more specific eomments, however, which 1 will deliver to the subcommittee n a
day or two. .

As you may know, 4 group of Not.h Dakota Financial- Aid-Admnstrators and ————————

ERI

the V.ce Preswdent (for Student Loans) of the Rank of North [ikota came to Wa: mungton
May Ist for a meeting 1 arranged with ['epartment of Education officials. members
of our staff and tnembers of q\e Appropriaticns Committee staff. At that time,

—

the North Dakotans expressed very serious concern about the Administration’s proposal

for the Guaranteed Student Loan and about the way need would be assessed under

(thut plan,

Because so many students trom farm and small busin~ss familtes have family
assets that make them inehgible for the tradit:onal eed-based programs, the GSL
has become a kind of "safety net." These students' families do not necessar.ly
have adequate discretionary incomes. In faet, they often r ay have negative meomes,
But their net worth is wnflated by the inflated value of the farm land, and when this
fixed, non-hqui. asset 1s plugged nto a needs analysis, 1t renders them meligiole
for need-based assistancn.

For such students. the GSL. because assets are not a factor in eligibility, 1s
the only option. Others borrow that portion of expected parental contribution
derived from the net worth of the farm. Stll others, who must help out on the
farm during the summer at no pay. borrow the amount they would have saved had

they been able to work at a salamed Job.
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Under the Administration’s proposal for the GSL. wirtually all of these students
would be neligible for Guaranteed Loans. And unde: the needs analysis in the 1980
Education Amendments, they wnuld be neligible for the other aid programs as well.
S. 1108, however. by relying on an income cap. would maintan GSL ehgibibity for
. many of these students. For this reason. and &lso beeause 1t retains the interest
subsidy, S. 1108 1s a far superior vehiele for hmiting the GSL than is the Admimistration's
proposal. For the most part. I think S. 1108 1s a good bill. Certauily, the North
Dakotans at our May lst meeting were felieved to hear about its provisions.
I see two remaming problems which I would like to bring to your attention,
- First. 1s the needs analysis for students with fanuly discretionary income over
| __$25000. Ths problem goes beyond the GSL. 1 would hope, however. that S.,1108 _
will address it sinee 1t affeets the method for determiming need for all aid programs.
The methedology puts the same weight on assets as does the Administration's original
proposal. thus ehnminating most farm and small business students from eligtbility.
For your informatior, ! am cnclosing a ehart prepared by the North Dako!u’ Board
of Ivhghcr tducation howing edjusted gross meome. farm and busines, equity, and
he effect the new methodology will have on expected parental eontributions for a
random samphing of North Dakota «tudents. The cffeet is dramatic. and 1t 1s solely
because of the new asse.sment of farm and business assets,
I would offer two solutions to th problem. First, mcluqc a wmver of the
usset offsets and assessments now wn the law. This would be the ideal solution.
However, of |t praves too costly. | would urge that the subcommittee welude a
Progressive taxation or #sscssment system on farm and business equity similar to
the system you have proposed for diserelionary income. Such a Cyslcm takes into

account relative financial strength and assesses 1t I o progressive manner.

The second pro . s timning. S, 1108 takes effeet July 1, 1981, just one
month before many schuols begin 1 am concerned that this change so close to the

beginming of schiool will leave many students unsure of what aid they will get.
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Even worse, the changes vou will make in the nceds analysis may affect the Family
Contribution Schedule now ;.endlng. before Congress. 1 feel strongly that changes
must be made, but ! would urge you to take mha_tever steps possible to minimize
the timing problems these changes will create. Perhaps strong report language
directing the Department of Education to expedite approval of necessary forms and
regulations would be helpful.

In summary, 1 applaud the sut;eommlttee's efforts on S. 1H08. 1 think it is a
good, workable bill, With the changes | have recommended tn the mcthod« of treating

assets, [ believe it will limit the GSL Program without eltmenating from ehgibtlity
those students who need the program.

-
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The Honorable Robart T. Stafford
V. 5. Senator

5219 Dirksen Senate Office Building
Uashingeon, DC 20510 i

duexr Senator SeafSord:

I have raviewed 5. 110§ subsitted by you amendirp Section 452
2E the Righar Zducation Amendments of 1980. I am forwardihs

By comments to you for your information, and I request that

Yyou make them u part of the official record of the heacing

ou the bill. Iy comments are generally representative of tha®
views of the taev forca on arudant Finm~igl aid concarns ’
um:m:od by the president of the State Assocfatfon of Studeat
4 clal Ald Adelaistretors. S

1 find thet I an in genersl agreowant with the proposal. The '
thrust of the bill noves ta the right direction end corrects )
asny of the prodblems of the Education Asendments of 1980, 1
should 1ike to respend to a few.of the specifics of the bill.

f,
1 agres with the concept of an "income cap" for the Guararteed | N
Student Loan as opposed to & “remaining nesd” format. Wa have ;1
checked with the Morth Dakota State 7Tsx Department and I zm ’g ¥
confortable that a §25,000 cap will adequately meer tho needs ! ¢
af the majority of North Dakota fawilies. b

T albo apree that Inclusion of social security sducationai
1ts and 1002 oi vereran benefirs is a rzasomable ap

& .-;"::a:ai':.::.;, & sludenis nwed Xor additionai funds.
0

Vith yegard to the Needs Analysioc Amendments, I sgain apvee with
theigeneral thrust of the proposals, it would submit t they
do pot go far swagh, epecifically in relacion ta farm/business

asigce. -

131
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The removal of howe aquity in the Amendaents of 1980 was an ¢
sttempt to respond to the considerativn of non-liquid asuets

it needs analysis. The factors that were apparent in the homs f
equity situation are every bit as true for fsrm/businsss nutnﬁ.
I would 1iks to ses a greater considerstion given to the treats
mnt of farm/business assets ~han the Amendments of 1980 give. . )
Such conaidaration could be structured in one of two ways: ?
(1) Vrite the law to provide for a progressive allowance and
taxation system for farm/business asssts sinilar to ths method
employed by the Uniform Methodolory. Such a system would umé
less from a ssall operation and progressively more as the farw/
businsss xrows. (2) Remove raferencss to asset allowancss and’
taxation ratea from the law and allow ths Secretsry to sat such .
ratos,-subject 8o ths spproval of Conpress. Further, it :boul?'i >
be specified that the sstting of such rstes should be done in ik

consuleation with a group s as the Coalitidn-on Studentr ¥}

Ad that now recommends changee to the Uniform Methodology. §
prefer the sucond option.

X
1 egras with the Awendments that “roll back" the changes to the: i
treatment 6f the independent student to pre-1980 days. i, ér
¥y major concern with the Amendmenta is the proposed effectiva »y
date of July 1, 1931. With each passing day, timing becomes moié
crucial to all types of students, first time and returning.. 1ias s
approva: of any new forms to implement new amendeents. the active '’
yrocuoi?g:o! tho foras, and the disbursement of loan funds «lLif,
can take' significant smomts of time. ALl of the upsat and - ¥

indecieiof may wsll preclude subs -sntisl numbers of students £
even enteriny the process and not entering college thie fall. 11

B
i

L g

.

recommedddition is to move the effactive date to October 1, 1981 e
thue making liksly a far more orderly trsnsition to a new ptomfl:{?.
An October 1 date would allow the current croi of students to ha L5
assurances that it would not be the "system" itself that would ?
preclude ?thu from pursuing their postsscondary objectivea ’

4 [N

In ‘the event & July 1 date bscomes racive, it will become &
absolutély easential to expedite the lementation of a process)
system_for student loans. Students will not be in = position tg’ !1
L¥ M
LRy

vait non;.b; or even 2‘&- for form approval, ete.
{e]

Since S.. 1509 ro&rél "adjusted family income' as the ° L .
determiant of elig{Mlity, I am assuming that AFI will be dsfired
as it wAs prior to 1978. The definition st that time was as &
follown: ’
ADJUSTED GROSS INCOME {from IRS 1040)
Less 102 of AGIL .
Lass 3750 x number of exemptions )
¢
1 .
A -
Q
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As;tﬁtng that a similar system would be in place for GSL's, I -
wo s
curreutly in place be used with addenda to beTfurmished by ths -
- student financisl aid administratqr. Such addends could includg -
~ a copy of the 1980 IRS 10A0 or 1040A, and an attachment N
'_ N incorporating the above calculation with parent signatures. Whilé
such a procedure may not be acceptable on a continuing basis, it -
. 1;0 ;xt: example of how the proccss might be expedited for the
5o 8 nm, .

If 1 can be of further assistance, pleast do ot hesitate to

. call upon me. .
o sinccrcly./ V

Clark J. Wold, Director >

STUDENT FIRANCIAL ASSISTANCE PROGRAM *

Ch:pw ‘ )
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-
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AUlnited Hfates Denate

4

$

May 12, 1981.

>

-

- The Honorable Robert Stafford .
Chairman, Senate Subcommittee on Education
. 4228 Dirksen Senate Office Building
. Washington, p.C. 20510

Dear Mr. Chairman: - -

I am concerned about the potential loss of opportunity to °
secure Guaranteed Student Loans which students from farm and
small businecs families may cuffer. . If the needs base is dropped
to $25,000 in assets, as I understand is bein proposed in the
Administration bill, S. 1109, this will prec%ude such students
from participation in the program.

S. 1108, as outlined in your excellent statement in the
record of May 5, is a far superior proposal for many reasons,
but especially in that it recognizes the inequity of a needs
base for student loans which includes the parents' assets as
well as income. Many of our ranchers and smal?l businesses in
Montana and other, rural states actually have had negative” income
in recent years. Frankly, they are in dire financial straits
in many cases. Denying their children Guaranteed Student
Loans would be the last straw.

Senator Burdick presented the case well in {our May 11
heacing, and I fully support his position on §. 1108.

I am also forwarding an excellent letter from the Montana
Commissioner of Higher Eaucation. While the thrust of the letter
was against the recission of funding for Title 1, Part B,
the points raised by Commissioner Richardson concerning the

continuing value of the Title 1, Part B are very valid, 2specially

¢

in geographically large but sparsely settled states such ay Montana,

- I realize the constrictions of the Budget by which yov/r\\
Subcommittee is bound and certainly am not urging additionhal

funds®for the programs Dr. Richardson supports. I am hopeful
that the Subcommittee can provide language in S. 1108 that

would permit Montana and similar states to continue these types
of programs within whatever funds are available if it is their
decision to do so. This would be in keeping with the Administra-
tion's philosophy that education policy can best be decided at
‘the state and local level, an ideal I gupport. ‘

S ) 43) Qe 8i——i3 ' - _l 9 4
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THE MONTANA UNIVERSITY SYSTEM
33 SOUTH LAST CHANCE GULCH

HELENA, MONTANA 59620 .

(408) 449-302¢ - . |

April 27, 1981

Senator John Melcher
1123 Dirksen - Senate Office Building
Washington, D.C. 20510

Dear Senator Melcher: ¢

I have discussed briefly with members of your staff my concerns
over President Reagan's recision order of $12.8 million of the Title I,
Part B, Education Qutreach program. It is inconsistent for Congress to
spend almost a year and a half reviewing, studying, and debating the
federal education programs they wish to support, and then come back two
months later and approve a recision order froa the President to terminate
a program so recently reauthorized.

Before discussing the details of the Title I, Part B program,

I would 1ike to indicate a very strong reason for its continuance. The

federal/state partnership is complementary to the philosophy of “state

grants” which allow‘the states to determine their priority needs within

the federal goals and objectives indicated in the legiglatiopn. The

educational outreach program is a very high priority in Montana because

Montana's geography and population distribution js unique. Not all of

the students in Montana -are typical 18 td 2 yﬁ olds. Many non-

traditional students are located in rurgl areas where nc postsecondary
, educational institutions are located. N

* Title I, Part B Educational Qutreach programs outlines three
distinct yet related progirams: comprehensive statewide planning for
improving access and retention; educatfonal and occupational information
and counseling services; and continuing education. I would 1ike to
discuss each of these programs.

Vi

' o d
Crmprchensive Statewide Planning N ~ ’

The. federal funds avajlatle for this program exclusive of state
appropriations are the only funds that Montana receives for statswide
planning in postsecondary education. The new education amendments of
1980 provide Montana the cpportunity to develop coordinated plans for
"improving access and retention™ to postsecondary education programs for
traditional and npn-traditional students throughout the state. Needless
to say, the size of Montany with its sparsely populated rural communities,
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will require a carefully planned innovative delivery system. Couple
this with the unique governance of six public college and universities,
three private colleges, three public community colleges, five public
vocational-technical centers, and five emerging tribally controlled
Indian community- colleges, our task to plan effective utilization of
scarce resources is almost too mammoth to- imagine. Financial resources
to conduct the comprehensive-statewide planning are-paramount if we
. expect to make any inroads to reasonable and sensible plans for the
s coordination of postsecondary educational opportunity. °

.

- Educational 'and Occupational Information Services

Montana has spenf two and a half years of intensive planning and
= implementation of .the Educational Information Center, an information
system which relates jobs to educction and training and made accessible
.. to the rural schools. I think now ‘that the program s operational it
. would be- disastrous to terminate the federal support. In dofng-so,
several thousand students will be affected in 20 or more high schools, v
vocational-technical centers, and community colleges across the state
who are using the information network to plan their careers. -
The real damage would be felt by the small rural schools which
could not be served with this informatiop were it not for the Jitle 1
funds. These schools are now paying a subscription fee for the infor-
mation, but the fees do not cover the costs of that delivery. 1€ we
. were to charge for the full costs, these high schools would not be able
to afford it, and the information would be available only to school
. districts in the larger Montana cities which have some of the information
’ resor “ces available to them. However, those resources are not necessarily
avatlable in a concise and consistent manner. ) hl ~

°

. We believe the issue is'not just one of general information. The
Career INformation System §s the only source of information about, the ,
nation's job universe for students who have 1tttle awareness Bt jobs e "w
outside the narrow economy of the rural communities in which they 1ive. -

Continuing Education

Since the initiation of the Continuing Education program in.1965,
our primary thrust has beéen the development of a network of ,iable
- . -educatjonal programs which meet the needs of rural Montana citizens. A -
review of those programs, as well as the individual loca? projects T
. ' during the past several years, reveal a high degrez of syccess and ;
excellence. The ctndeble results have included: (a) solutions to

L]
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community problems, (b) the strengthening of the postsecordary con- -
tinuing education network, (c) effective resource sharing among state,
federal, and private agencies and organizations, (d) the development of
ongoing self-sufficient local programs and, (e) outreach of educational
opportunities to rural Montana. !

Two years ago, the Continuing Education program suffered & serious
reduction in federal support. The present proposed financial reduction
will resu)t in_its termination. This action will have serious detri~
mental effects upon the citizens of Montana and upon the postsecondary
educational institutions in general. As evidence of the typical projects
that have been supported, 1 have attached a 1ist indicating the title of
the *projects that have been funded in Montana-over the past two years.
Please note the efficiency of thése programs as indicated by the relative
size of the federal grants to the potential outreach indicated in the
brief discription in the title.

In consideration of the needs of Montana, I urgently request your
support in dewying President Reagan his recision order on the $12.8
mitlion for Title I, B Educational Qutreagh under the Higher Education
Act of 1965. Simply stated, Senator Melcher, if these funds are not
available, these programs will have to be teminated.

Thank you for this opportunity and if I can answer any of your
questions, please feel free to contactme.
Sincere¥yy . J

bed RO '

»

* John A. Richardson
Commissioner of Higher Education
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Introduction

Mr. Chairman, and members of the Subcommittee, thank you for the

opportunity to provide testimony on the‘proposed changes in federal

I3
_ student assistance now before the Congress, particularly as progosed in

S. 1108 Eponsored by the Chajrman of the SulLcommittee, Senator Stafford,,
and S. 1109, as proposed by the Reagan Administration. '

The College Board is deeply cormitted to the goal of removing financial
barriers to higher educati n through aid to students. The Board is an
association founded in 1900 to facilitate the transition of students from =
high school to college, Creation of the College Scholarship Service (CSS)
as part of the Board in 1954 formalized the principle of awarding student .
aid on the basis of need and launched what has become known as “need
analysist" Today (SS processes roughly two-thirds of all aid applicatioas’
nationally, and, under the system of Multiple Data Entry (MDE), serves *
approximately 60 percent of all Pell Grant a;pllcants. Close to 5,000
colleges and universities and more than 35 states use the for;s and services
of CSS in awarding need-based aid to their students. ~

M;’rcmarks here grow out of data and analysis by the Washington Office o
of the College Board. They do not necessarily represent the views of the
more than 2,000 colleges, secondary schools, and school systems that com-
prise the Board's membership. The Washington Office conducts research on
public policy issues in education, focussing especially on postsecondary
finance and programs designed to broaden access and choice in higher educa-
tion. As federal and state student aid has grown in recent years, we have

built and maintained an independent capability for policy analysis.

<
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Most of my remarks are directed at the 1ssue of student loans and are
" based on a paper we have recéntly completed, "The Guaranteed Student Loan

Program: Opt'iors Control1ing Federal Costs While Preservfng Needed

- Credit for College." A cop) of the paper is attached. I w11l also address
. - - .. ~4
selected issues in need analysis.

For over 15 years, the primary objective of federal student assista;ce
has been the p;omotion of equal educational opportﬁnity—-enSuring that no
student would be denmied access to postsecondary education for lack of
money, ﬁradually, and particularly since enactment of the Middle-Income
Student Assistance Act of 1978 (MISA.), federal policy has been broadened

to provide aid not only for*the neediest but for middd¥e-income families

as well, .

Now, after ycars.of expahsion, cost-saving changes have been mandatéd
in the two major federal student aid programs, Guaranteed Student Loans
(GSE)‘and‘PeTl G}ahts. In making thas@ channes, Congress and the hagher
edugatton cgynmn1ty face three challenges.

® First and foremost is to pregerve the cornerstone of
federe policy in student assistance--equal educational
opportunity. When evaluating proposals to save money
under the Pell Grant and GSL programs, the question
should be asked: What impact does a given proposal or
’ . set of proposals have on the neediest students?

® A second challenge 15 to avoid unnecessary disruption of
; the student aid delivery system, which depends, on care-
l ful coordination among public and private authorities
as well as institutions of higher education. Public-
private partnership has been a hallmark of the student
aid enterprise. Any decisions that would alter the Sys-
tem must allow for adequate lead time. Qtherwise, the

.

’

- .
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college-gsing and ¢ollege financing plans of millions
-of parents and students may be seriously jeopardized.

¢ A third challenge is to control costs in suchxa way as
. to preserve the essential balance among the major
federal student aid programs. . In 1978, MISAA made all
« students eligible for GSL, regardless ﬂ‘f income. Since o
. . . then, costs in the program have more than tripled and .
are likely to reach $2.5 billion in FY 1941. Left yrft .
* changed, the program is projected to rise to as mych
as $3.5 billion in<osts in FY 1982, Because the program
operates as an entitlement, obligations must be met by
“the federal government, regardless of the’ tatal cost.
The danger is that mandatory GSL costs will claim a
larger and larger share of avanable federal funds for
* higher education with lgss and lessgaft for the dis-
cretionary, need-based student aid programs, particularly
Pell.Grants. We hope the subcgmmittee will keep this
potential trade-off in mind 2s it makes its ’decisions\€y

Guaranteed Student Loans (GSL)

The Reagan Administration and the Semate in its Reconciliation re-
r

solutioh propose three major changes in the GSL program.

~

%3

Eliminate -the in-schoo) interest subsidy on all new loans.
« & Limit eligibility for the new, less subsidized loans to
the amount 6f a borrdwer's demonstrated financial need. s
'y Charge a market rate of interest for the recently authorized
pa.rent 10an program,

‘ The Admidistration intends these changes to affect loans made on or
, after July 1, 1981, while the Senate Budgét Committee assumes an QOctober
*+
1, 1981, implementation date. In addition, tb;Reagan plan would ban the
/

Stydent Loan Marketing Association--a government-sponsored private cor-

Q 20
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poration, which serves as a secondary market for the purchase and exchange
of student loan notes--from'borroq;ng throdbh the U.S. Treasury to finance
its operations,

- .
In-school Interest Sibsidy. The in-school interest subsidy is the

one feature which has provided continuity in the GSL program since 1965.
While eliminating it would save approximately $300 million in FY 1982,
Fhe burden of this change would fall most heavily on the neediest students,
It 15 these students and their families who would . face the grea}est
difficulty in making payments during school years. Likgwise, if the 1n-
terest were deferred, compounded and added to the repi}ment obligation,
the neediest would be the most hard-pressed to handle the increased long-

’

term indebtedness.

Limiting Loans to Need. Prior to 1978, .eligibility for subsidized

loans was restricted to those with an adjusted income of $25,000 (ef-
fectively $30,000). The advantage of an income threshold 1 that it is
easily understood and simple to administer. However, becaur an income
cap allows for ;o adjustments for family circumstances, it is an imprecise
proxy for need. Borrowers are either eligible or ineligible for a sub-
stdized loan depending on whether their familyincome falls above or
below the ceiling, regardless of other family and financidl circumstances.
In additioﬁ, amajor {law of a single i, come cap if it is applicabie to

all borrowers is that it permits virtuallysall students who clam to be

financi:?ly independent of their parents to qualify for the subsidy re-

gardless of what other resourtes they might have available.

S. 1108, as proposed by Senator Stafford, retains the critical in-

Q -
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school interest subsidy and provides that families of SZS.OQO ur less
income would be eligible to borrow up to the maximum, while those above
$25,000 would have their loans limited to remaining need.

A ‘ This approach remedies the problem of arbitrariness which an income
cap creates for those just above the income level by taking into considera-
tion family size, financial circumstances, and cost of attendance. How-

* ever, it creates anomalies in treatment of families just below the threshold
and does not address the problem of treatment of independent students.
Virtually an independent students--who represent at least a third of the
current GSL borrowers--would continue to qualify on the basis of the
825..000 income threshold, regardlass of other measures of need. And

seven those families of $25,000 aad below would still have to demonstrate
that their income”was below the threshold; thus some kind of minimum in-
come determination would¢ be necessary. N
A full-fledged needs test, such as proposed by the administration, is
not without problems either. The greatest problem is that it may. discourage

‘ lender particfpation thereby denying loans to eligible borrowers. Increased
administrative burdens, or even the same administrative burden but for
smaller loans {and thus lower profitability per doilar loaned), may drive
some lenders out of the program, particula-ly small and medium size banks
and some thrift {nstitutions. Lenders remaining in the program may re-
strict loans to their best (and more 1jkely wealthier) ::ustomers. In
either case, the burden would again fall on the neediest. Horeover: while

nl the majority of. loan recipients currently complete an appHcation for

student assistance, many do not. For example, graduate students,

: Q 20;. h.'- ,‘ : .
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who represent about one-quarter of GSL recipients, often do not file

any financial afd forms.

’

These concerns, however, are not insurmountable. For, a need-based

GSL test to work:

The educational institution--not the bank--should be re-
sponsible for providing the estimate of need. (The ex-

perience with the 1972 legfslation strongly suggests that
banks will resist performing any type of need analysis.)

A minimwm loan amount should be set, such as $1,000, in
order not to discourage lender particfpation. (Small
10ans cost just as much to process and administer, but

with less return on a bank’s investment,) ;

There should be a cut-off for minirum need below which no -
10an could be made. (As with the 7ell Grant program, *
$200 is a possible threshold,)

Sufficient lead time--at least 30 days after enactment--
is necessary to inform potential borrowers and lenders
of new conditions and ensure that the system is not dis~
rupted.

Moreover, the calculation of need under GSL does not have to be as

complex or stringent as for other programs. An option which might be con-

sidered is a simple index Of GSL need which could include:

O
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family fncome

family size

number of children in colleye

all’other forms of student assistance (including VA and
student social security benefits) as student resgurces
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N?n-ta'xable sources of inco,e (s‘uch as AFDC, social security retirement
or surviving spouse benefits) and value'of family assets might be excluded.

Since a majority of students participating in GSL file an application
for other student assistance, the data items for a simple GSL need calcu-
lation are 3lready i;: hand, and need not be filed again. Those who
otherwise would no‘t be filing an application--such as many graduate
students-Scould submit 2 short application for 3 loan incorporating the
'necessary data, along with a copy of the first page of an income tax
form for_‘,veri fication purposes. Finally, if a student is independent,
the same data items colld be used, though a greater contribution might be
expgcted from discretidnary income.

While imposition of a needs test would not be without problems, it
may be the most workable option to control costs over the long term and to
bar potential abuse in the program. Substantial savings coul_q‘)be ach.ieved.
as much as $300 millfon in EY 1982 and over $1 billion by FY 1984.

Parent Loan Program. If there is tc be a decrease in borrowing by

_ students under the GSL pfogram, the newly authorized (and less subsidized)

parent Ioa’n program becomes all the more important. The Administration
proposes to increase the interest rate on parent loans from 5 pe-cent to
prevailing market rates of interest. No special allowance would be paid
to- lenders, leaving only the federal guarantee against default, déath, or
disability. 1In al, ikelihood, the Reagan proposal wouldoeffectively
negate the parent Io; program, since lenders appear reluctant to partici-
‘pate without a government payment that assumes a yield iinked to changes

over time in general intersst rate levels.’

O
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*.” . On the other hand, the proposal in S: 1108 by Senator stafford to
. incre‘ase the parent loan-interest rate from 9 to 14 percent is probably
- sufficient to n‘}nuin tender interest w.ile also avoiding the potential

©

for excessive borrowing or abuse of the program.

" i Othe- ggtions for Saving. Additfonal savings might be achieved by a

.- *further increase (to perhaps 10 or 11 percent) in the fnterest rate

.» - charged to student borrowers, s}imination of some of the_curvent provisions

N - that allow students in specified circuomstam s to defer repayment of their
loans, and modification in the special allowance formula that governs the
rite of return to lenders.

Effective Date. Both S. 1108 and 1109 propose an effective date of

July 1 with the aim of trimming lending this summer, when GSL volume is
traditionally. heaviest as students arrange loans for the fall term,

Past experience, however, suagests that such a short timetable risks
chaos in program operations, Implementing any type of need requirement
-cannot be done overnight. Even an arbitrary- income cap requires that some-

one determine, based on individval applications, who is above and below

the cap._ Fina] congressional action on the reconciliation bill which in-
cludes the mandated changes in GSL will n0ot occur until July.

Most students and their families are now making arrangements for
tollege attendance this fall. Further changes in the student aid system
thi.s suemer will be highly disruptive for students, their families and
LT _- fnstitutions. Earlier this year, the Administration froze the processing
" of el grant applications creating a backlog and delay which is stiil be-
{ng cleared.
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The comitment and professionalism of thousands of 'student aid per-
sonnel on-campus has enabled the student aid delivery system to weather
constant chinge in recent years, but the system is not infinitely malleable.

Changes in Need Analysis
B.th S. 1108 and 1109 include amendments to Section 4382 of the Higher

Education Act, which specifies criteria for need analysis under federal
student afd programs. [ will focus on a few of the major proposals as
well as address the problem of farm assets.

Assessment Rate on Discretionary Income. Both propesals

authorize the Secretary to set the rate at which family discretionary in-
come will be assessed in arriving at the family's contribution to the
student’s education, rescinding the 14 percent set in current law (for
families up to $25,000 income). However, the Stafford bill explicitly
calls for a series of rates while the administration would allow the
Secretary to set either a single rate or a series of rates.

The “tax rate™ on discretionary income for determining academic year
1981-82 awards is 10.5 percent. Under the 1980 Amendments, this percentage
would increase to 14 percent beg’aning in academic year 1982-83 for families
up o $25,000 income. In order to achieve savings in FY 1982, however, it
is our understanding that the Department of Education would like to set the
tax rate (if a single rate) still higher. The hLigher the rate, che greater
the burden on lower income families. Likewise, a lower rate allows higher
incore families to contribute less, contrary to the Administration's goal

o+ targeting aid on the needfest.
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Although it is more difffcult to devise, a series of progressive
rates is fairer and still allows the executive branch and the Cong’r‘gss to
2djust the rates consistent with cost savings requirements. Our office is
currently attempting to estimate the effect on costs and students of dif-
ferent tax rate options.

Home Equity and Assets. The 1980 Amendments removed from considera-

tion in determining need the equity in 2 family's home {or *single
principal place of residence”). S. 1108 reintroduces home equity as part
of a total asset reserve of $25,009, as was the case prior to D;SSBQG of
the 1980 Amendzents. The Administration does not propose a change fn this
regard.

As the subcommittee well knows, home equity has been a bone of conten-
tion for many--particularly those from areas of high real estate values--
whé view the family home as a non-liquid asset which should not be used in
assessing a family's ability to pay college costs.

Excluding home equity entirely, however, as in current law, not only
increzses costs substantially (by roughly $200 million) but also discriminates
against renters. )

The attached Tabls 1 1llustrates the relation between family income and
heme equity and the relationship of home equity to total assets. The
average home equity for a family with fncome of $20,000 is roughly $24,500.
The average value of their total assets (including home equity) is ap-
proximately $30,000. For a’family with $25,000 fncome, the average home
equity is close to $27,000 while total assets are approximately $34,000.

Ld
These data may be helpful to the Subcormittee as it grapples with this

Q 2)“
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sensitive issue. Unfortunately, even a modest increase in the asset
reserve above the $25,000 level provided in S. 1108 bears a price. For
example, a total asset reserve {including home equity) of $35,000 would
add, by our estimate, approximately $95 million to Pell Grant costs.

Farm assets. If the issue of home equity has been controversial, the
problem of treating farm assets virtually prompts a range war.® Vhile
neither S, 1108 or 1109 addrecses farm agsots, the {55ue has not GORe away.
Under current law, the first $50,000 in farm and business assets are ex-
cluded from the determination of family ability to pay. As table 2 shows,
on a national basis this is a reasonable level of asset exclusion. How,
ever, national daix masks the large disparities in farm states: For ex-
ample, Table 2 also shows that the average value of farm/business assets
of a $15,000 inzome family in North Dakota is approximately $75,000, and
in Iowa approximateiy $84,000. In both cases, the families' assets would
virtually knock them out of the Pell Grant program.

One option to deal with this problem, which is used in the Uniform
"Methodology, is to set a progressive schedule for including farm and busi-

ness assets in the determination of family financial strength.

Treatment of Independent Students. In recent years, the number of

students qualifying as independent cf parental support for purposes of aid
eljgibility under ederal rules hss risen substantially. At the same time
the treatment of their income and assets has been liberaiized by Congress.
A gersistent concern has been whether students (and Eheir parents)
have manipulated the system and established independent status prematurely

in order to take advantage of higher award levels. Many campus aid adminis-

O
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trators have become increasingly uneasy with the growth of independent
student eligibility and the prospect of 'still further liberalization under
the single federal need analysis system mandated by the 1980 Amendments.

The Stafford bill would essentially revert to the pre-MISAA authority
for the Secretary to set regulations governing the treatment of assets
and fncome of independent students. This seems the most sensible solution
for the momont ¢o parmit time for careful retninking of a very complex
issue. S. 1108 wﬂ1 provide the necessary flexibility in regulations to
try to account for the varying circumstances of independent students.
Se]f-SUpporting students defy any simp1e categorization. There is a major
difference for example, between a single, 18-year-old, full-time indepen-
dent and a married 30-year-o'd independent with one or more children
attending part-time. (In 1980-81, there were approximately 1.6 million
independent Pell grant applicants, roughly half of whom were 25 years of
age or over, and half of these with a family size of 3 or more.)

The Subcommi ttee may want to provide the Secretary with some guidance
in the treatment of independent students, parti'cuhrly those with depen-
dents, which assures that regulations.will be equitable.

Timing of Changes  The 1980 Agendments to the Higher Education Act call
for a single need analysis system to be implemented along withi—a single
ap;?]ication form for both Pell Grants and the so-called campus-based
federal aid programs beginning in academic year 1982-83. The Department
of €Jucation, i.wever, is far behind schedule in developing rules to set up
the new system, in part because of the change in administration and in part

because of the inherent complexities of need analysis. It may soon become

ERIC
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problematic whether or not the new system can be implemented for
academic year 1982-83 without throwing the finanéing of students and
institutions into disarray, a hardly welcome prospect following the un-
certainty that is still unresolved for academic year 1981-82. The Sub-
- comittee may wish to monitor c]o;ely the progress of implementation in
s this area. In light of the steadily increasing pressure to find additional
=~ plazes to cut the budget, it ic worth noting that a one-year delay in
imp\lementing a consolidated federal student aid delivery system would
yield a modest cost saving.
Thank you for the opportunity to submit this statement on some of
the critical issues before the Subcommittee as it confronts the difficult
task of revising and trirm;ing the costs of studen¥ 2id programs. |
should be glad to provide any further information or analysis that might

bé helpful.
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- TABLE 1 !
Home Equity and Total Net Assets by Family Income
for Dedendent 1980-81 BEOG Applicznts
IABLE 1A: Home Equity by.lIncome
INCOME: 30 1-4,00G 4,000-7,500 7,500-10,000 10,000-12,000 12,000-15,000 15,000-20,000 20,000-25,000 25,000-30,000 30,000-35,000 35,000+ IQIAL
% Dist, 0.6 4.1 7.6 6.9 5.8 B 9.3 16.7 17.2 13.9 8.9 9.6 100.0
Avg Amt  $22,594  $14,498 $16,771 $19,116 $20,629 $21,N18 $23,319 $25,628 $28,323 $31,457  $39,008 325,174
s
' i Table 1B: Tota) Hot Assets by Income
“ INCOME:  $0-4,000 4-7,500 7,500-10,000 10,000-12,000 12,000-15,000 15,000-20,000 20,000-25,000 25,000-30,000 30,000-35,000 35,0(,-40,000 40,000+ TOTAL
E % Dist. 7.6 N2 8.4 : 6.6 9.7 15.7 4.8 n.5 7.2 3.9 3.8 100.0
< Avg Ant 916,272 $13,013  $17,896 $20.793 $23,794 $27,979 $31,886 $36,261 $41,390 $49,509  $74,604 $28,797

—

Source: U.S. Department of Educaticn, Office of Postsecondary Education, 3rd quarter BEOG Applicant Statistics
Note: Totals may not add due to rounding,
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TABLE 2 N
Net Average Asset Vilue by Income :
(Mational, Morth Dakota, lowa)

NATIONAL
1
income $0 1-4 4,000-7,500 7,500-10,000 10,000-12,000 12,000-15,000 15,000-20,000 20,000-25,000 25,000-30,000 30,000-35,000 35,000+ JOTAL
Fare/Bus, VaTve 3111, : : % 1930 . 35,107 ; UL 34091 $85,051 842,530
Total - $133,336 $61,066 $54,764 $55,711 $57.843 $60,241 $65,193 $70,791 $79,643 $88,712  $146,425$74,470
‘ v
NORTH DAXOTA
Income 0 1-4,000 4,000-7,900 7,500-10,000 1u,000-12,000 12,000-15,000 15,000-20,000 20,000-25,000 25,000- 36,000 30,000-35,00035,000+ TCTAL
Farm/Bus. Value s s B $118,3% s s 78, X X Y $324,733 $10,361 g
Total $202,745$111,783 $110,105 $137,549 $89,571 $97,021 $103,114 $134,956 $126,044 $131,084  $300,324 $132,161
i 1
Income $0 1-4,000 4,007-7,500 7,500-10,000 10,000-12.000 !2,000-15,000 15,000-20,000 20,000-25,000 25,000-30,000 30,000-35,000 35,000+ TGTAL
'+ Farsytus “Value . 0% S0, 188 v 385,421 383674 85,563 : =T T107,900 $I0B,A54 04,357
Total $242,741 $99,738 $109,827 $94,458 $89,469 $107,382 $111,853 $122,711 $130,821 $139,007 §$236,446 §31,361
Source: U. 5. Department of Education, Office of Postsecondary Fducation, 2nd Guarter BEOG Applicant Statistics.
213
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PREFAE

.

Approximately three million postsecondary Students now horrow through
the Guaranteed Student Loan Program. The dramatic expansion of this.program
since 1978 has altered patterns of Financing higher educatica, for both
families and colleges and universities,

Now, in the drive to reduce the national budget, the program faces an
uncertain future. The loans are made primarily by banks, but are guaranteed
and substantially subsidized by the federal government, Direct federal costs -
*have jumped to well over $2 hi11ion annually and could exceed $3.5 billion
next year 1f the eligibiljty requirements and terms of the loans were to remain
unchanged. The Reagan Administration, however, has proposed major alterations.

9
Congress must decide how quickly reforms are to be put in place and how .
much money must be saved in the hear term. The task is compticated by the
fact that the program operates as an entitlement and most federal expenses
ssociated with it are dictated by obligations on loans made in prior years.

The challenge is to refocus student loan policy and curb federal costs
without jeopardizing the program's essential function as a source of credit
for students who need {t.

This paper examines the Reagan Administration’s proposals and focuses
attention on alternatives that may be morg workable. 1t analyzes a variety
of proposals in terms of the estimated cos savings and potential e¥fects on
the supply of and demand for student loans. Background is also included on
the history of legislative changes and causes of growth in the program.

Arthur Hauptman, 2 consultant to the Washington Office, drafted most of
the paper. William Vin Dusen contributed expertise on the issue of need
analysis. Robert Hartman of the Brookings Institution, officials of the
Oepa;tment of Education, and Congressional staff provided helpful comments znd
criticisms. -

The Washington Office of the College Board conducts research on public
policy issues in postsecondary education. Results are shared with the member-
ship of the College Board, federal and state policymakers, and other researchers.
Grants from the Ford Foundation have enabled the Office to build and maintain
an independent capability foi policy analysis, .

The work presented in this discussion paper, however, does not reflect a
policy or position of the (ollege Board, nor any endorsement by the Ford
Foundation.

«“t °

Lawrence E, Gladieux
Executive Director
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THE PROGRAM

<«

The Guaranteed Student Loan Program (GSL) has become a principal\heans
for helping students and their families meet the rising costs of higher
education. The explosive growth of this progrem during recent ,ears, how-
ever, has also made it a prime target in efforts to cut the federal budget.

The loans are made primarily by commercial banks but are guaranteed

against default by the federal government in conjunction with state agencies.
Students enrolled at least half-time may borrow at below market rates of
interest (7 percent prior tp Jaruary 1, 1981, 9 percent for new borrowers there-
after), and repayment of principal does not begin until the borrower leaves
school. Loan limits are $2,5C0 a year for undergraduates and $5.000 annualy
The government pays the interest during the school
" years and, for a short grace period afterwards. In addition, lenders receive

a federal payment, "a special allowance," to compensate for the difference {

between the statutorily set interest rate and market rates of return.

THE 1SSUE

Since 1978, when students from all income levels became equally eligible
to receive subsidized loans, lending has jumped from $2 billion to a possible
$7 billion in the current year. Approximately three my1lion students are now
borrowing ymder the program. As loan volyme has shot up, so have federal
expenses associated with the program--thd in-schoo! interest payments, special
allowances to the banks, anc¢ default (plus death and disability) claims. Costs
have more than tripled in three years and are l1i1kely to reach $2.5 billion in
fiscal year (FY) 1981. 1If the program were allowed to continue unchanged,
lending volume in fiscal year 1982 would probably exceed $9 billion, and
federal costs might reach $3.5 billion.

Over the past dozen years a series of legislative changes designed to
maintain GSL as a relidbl2 source of student credit hat helped to fuel the
increase in loan velume and federal costs. High rates of default--especially
during the mid-1970s--have alsn 1ncreased prodram expenses. feceatly, the
greatest budgetary drain has been soaring market interest rates, which trans-
late into larger special allowance payments to lenders. Of the $1.7 billion
growth in annual GSL expenditures between fiscal year 1978 and tiscal year 1931,
almost half is attributable to the increased cost of money during that time.
(See Appendix.A for a historical review of the growth of GSL volume and costs.)

Current GSL policy- 'nterest-free loans to all borrowers while 1n school
regardless of their own or their family's financial circumstances--1$ under
attack. The maJ;:/policy quéstions boil down to these:

)

. Which stUdents, 1f any, should be eligible for the 1n-school
interest subsidy? .

® How much should students or their families be eligible to borrow
at below market rates of interest? In particular, should parents
be able to substitute low-interest loans of convenmience for what
they are reasonally expected to contripute to their children's -
educatioo?
4
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+  THE REAGAN PROPOSALS

The Reagan Administration’s recommended reforms for GSL, which closely
follow President Carter's final budget proposals, would:

¢ Eliminate the in-school interest subsidy on all new loans.

* Limit eligibility for the nw, less subsidized loans to the
amount of & borrower's demonstrated financial need.

® Charge a markef rate of interest for the recently authoriyed
parent loan option » der the program,

The Administration intends these changes to affect loans made on or after
July 1, 1981. - -

In addition, the Reagan plan would require Sallie Mae to shift entirely
to private sources of capital sooner than planned under current legisiation.
This government-sponsored private corperation, which serves as a secondary
market for the purchase and exchange of siudent losn notes, currently relieg
on borrowingsthrough the U.S. Treasury to finance 1ts operations .-

If fully accepted hy Cengress and 1mplemented on the Proposed schedule,
the Reagan plan would save the federal government 3 great deal of money.
Although estimates vary, program costs in fiscal year 1932 could drop by
as much as $1 billion below what would be spent under current law and
regulations. Future savings would be still larger.

While thelAdministration's intent 15 _to_reduce the' amount of subsidy
and bar the well-off from borrowing under the prograr, the effect 15 likel
to be more far-reaching on both the su ply thgapgéRd'TbF’EYEﬂént']ggﬁs"—'x
Ho one can be sure whether or to what degree Yenders will stop making Yoans
if, as may happen ynder the proposed reforms, the paberwork increases and
the average 1dan s1ze decreases, thereby increasing the Admnistrative costs
per dollar loaned. Likewise, no one knows how many potential borrowers may
be unable to handle the burden of paying interest while in school or to
manage the additic a) repayment obligation if compounded interest is allowed
to accrue during the school years.

.
N

The danger is that student loans would be drastically curtailed for
the ncedy as well as the non-ngedy. AIT told, GSL volume would probably
decliine ﬁy more than half Tn fiscal 1982 under the Administration’s plan,
from the current annual level of roughly $7 billion. The Reagan proposals,
moreover, come at 3 time when the National Direct Student Loan Program .
(HDSL) faces a substantial cutback in Congressional appropriations and the
new parent 1oan plan has not yet (except in one or two states) gotten off
the ground. Thus, students and their families cut off from GSL may not
be able to fall back on alternative 1nan sources.

N
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THE HECESSITY OF REFORM )

€ -

Continued, open-ended @xpansion of uSL at highly subsidized cates is
unlikely given the current budgetary and golitical climate in Washington.
JorEover, unless checked, the growth of GSL spending threatens to pose
budgetary trade-offs that could blunt federal efforts to equalize educa-
tional opportunity. While most federal student assistance is subject to
annual appropriations review and control, the GSL program §s structured as
an entitlement: the government is contractually obligated to make certain
payments to lenders on each and every loan. The danger is that mandatory

GSL expenses will squeeZe other, need-tested student assistance programs in
the search for what surely will be scarce federal dollars.
»

If the Administration's proposals would have unacceptable consequences
for the millions of students and the hundreds of colleges and universities
-that ‘now deper.d og GSL proceeds, the higher education community must be
prepared to offer other options for bringing federal student loancosts
under control.

o / THE TIMING OF REFORN:
. SHIRT-TERM VERSUS LONG-YERN BUDGET SAVINGS

+

—4

Policymalers must now decide how quiskly reforms are to be put in place
and how much money must be saved in thp near term.

by the fact that currently over

an ¢ A
Ov pCrilne OO

e s Frdnms) POV —mebe o0
Snned? foderal G5U Lo3is are

Their task is complicated

dictated by obligations on loans made in prior years and are jargely non- N

discretionary.

.

To save money in the current fiscal year and to maximize budget savings
in fiscal 193. (beginning next October 1), the Admnistiation wants 1ts
reforn proposals to take effect in time to trim lending this summer. when
GSL volume is traditionally heaviest as students arrange loans for the fall
term. A July 1 rather than an October 1 implementation date could make a
difference of 3200 miilion in fiscal 1982 savings. °

Past expertgsc , however, suggests that such an early timetable would

risk chaos in pro,é&n operations. In 1972, legisfation w#as enacted that .
would ave required a needs test for some students to receive a GSL. The,
legislatior was signed in late June, effective tor loans beginning July Y.
Lending virtually haltec that surmer as banks and government officials wrangled
over how to implement the requirement. Emergency legislation had to be en-
acted in August to permit the resumption of normal lending activity before the
schgol year began, the needs test provision subsequently was permanently dropped

Regardless of the precise date‘of mplementation, the réallty 15 that ~

&~

large-scale, short-term cost reductions cannot be achieved without seriously
disrupting the plans and decisions of both students and institutions of higher

education.

The focus of feform should be on achieving effective, longer-term
7

cost controis. ;

. I3
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- CHOOSING AMONG COST-CUTTING ALTERNATIVES

Most strategles for controlling GSL tosts fall into one of four cate-
gories:

1) Make GSL less attractive to borrowers.
)
2) Restrict student eligibility for loans.
3) Reduce the rate of return to lenders. g

.- 4) Limit the voluwe of lending.

A .

The first two aim primarily to shrink unnecessary or excessive student
demand for loans (though they might simsltaneously lessen banks® willingness
to lend). The latter two would reduce the fncentives and opportunities for
lending, thereby affecting the supply of loans. (See Appendices 8 and ¢
for a fuller discussion of varfous cost-cutting alternatives and the esti-
mated savings that would result from thea.)

» The Reagan plan invokes two types of measures for reducing student GSL °
.demand--it would make G5L jess attractive to borrowers by eliminating the
\interest-free feature on all new 1oans and it would limit eligibility on the
basis of need. As noted eariier, however, the unintended effect would tikely
be_ to prevent mary needy as well as non-needy students from borrowing.

- Instead of this double-barreiled approach, either eliminating the in-
school interest suosidy or ‘imiting eligibility for subsidized loans would
alone bé sufficient to cure the problem of unnecessary borrowing. The cost
savings, while not as large as the Reagan cuts, would still be substantial,
especiglly over the long term. Efther reduces annual spending by an esti-

— mated 3300 millfon vin ficcal 1982 and by more than $1.5 billion in fiscal
year 1984.

Of the two, ending the fn-school interest:free feature is the less
attractive or desirable alternative. The in-school subsidy is the oae
essential element of GSL that rémains Tntact from the original 1965 leqis-
lation. Tempting as it may be to abanden such an expensive feature of the

rogram, the drawback IS that the neediest students would be the most hard-
pressed to make interest payments during their school years or least able to
handie the increased indebtedness I the Iinterest is deferred, compounded, and
added to the repayment obligation, Moreover, 1¥ banks decide to reduce .
their

participation because of the additional paperwork associated with

ending the interest subsidy. they are likely to allocate what loans they do

, ®ake to”their best (and wealthiest) customers. Students who are jess well-
" off may be squeezed out of the program completely.

Strevching cut the repayment perfod*for borr_-owers with high debt levels
and assuring alternative loan sources might ame” iorate, but would not totally
offset, the adverse consequences of ending the GSL interest-free feature for

» ngedy students.
. ~—_-
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-+ - Restricting S1igibility on the Basis of Need

To control costs over the long term dnd bar potential abuse in the
progrzm, the most-direct remedy s to 1imit elfgibility.

One way of defining eligibility is by family income, as was done be-
fore,1978. The advantage of an income ceiling is that it is easily under-
stood and sim'e to administer. But an income cap that allows no gradatfons
is-an.arbitrary and imprecise proxy for need. Borrowers are either eligible
or ineligible for the maximum subsidized 1oan depending on whether their
family income falls above or below the cefling. An income cap also over-
looks a family's other financial resources or constraints, and it fafls to
recognize the variability in institutional costs.

In addition, a major flaw of a single income cap applicable to all
borrowers is that 1t permits virtually all studenis claim to be
nancia I;fr ndependent of their parents to qualify for the subsidy re-

gardiess of what other resources they might have available.

Another way to 1imit eligibility is to require an analysis of need
which compares the student's cost of attendance to a systematic estimate of
financial resources available to the student and his family. For GSL, an
index of need could be used simply to identify eligible students (as in the
cuse of an income cefling); or it might also be used to measure the amount
that 2 student could borrow. If nead 43 used only o identify eligible bor-
rowers, it suffers from the same weaknesses as an income cap (except that it
would be more sensitive to other financial resources and constraints and
would serve as a better screening device for independent students). But if
students or families can borrow only to the extent of their need, then the
GSL subsidy can be effectively targeted.

There 2re several arguments against requir.ag a need zalculation to
determine the amount of a student's eligidility for GSL. First. to the
extent that a needs test would require additional paperwork, it may reduce
lender participation. The experience with the 1972 legislation strongly
sugges*s that banks will resist performing any type of need analysis.
Second, many banks may be urwilling to lend to students with relatively
smali amounts of need (of less than $1,000 or so) because of the slim
profitability assocfated with small loans. Fina’ly, limiting a studant's
loan amount on the basis of need conflicts with a2 major function that GSL
has come to serve: enabling families to substitute all or part of a loan
for what they might reasonably be expected to contribute.

These concerns, however, are not inturmountable. For a needs test to work

fn GSL:

® There rust be sufficient lead time to implement it properly and the
edusational institution--= ¢ the bank--should be responsible for
providing th. estimate ot actd, based on the cost of attendance and
the calculation of financial resources available to the student.

O
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® Threshold loan limits should be introduced. For example,
students with less than $200 of need might be ineligible for
3 subsidized loan while those with need of between $200 and
$1,000 might be judged elfgible to borrow up to $1,000.

® The GSL need calculation should be jess complex and less
stringent than prevailing need analysis standards, and the
need-based GSL should be dccompanied by 2 much less sub-
sidiz2d but vfable parent 1oan option (see next section).

B An index of need for GSL that is both fair and simple night be
constructed according to the following specifications:

® To be simpler than other need analysis procedures while
recognfzing legitimate differences in financial strength,
the GSL eligfbility index might take into consideration a
fawily's income, size, and the numbar of childrer in college,
but Teave out non-taxable sources of income and the value of
family assets. - -

® To avoid duplication, there should be multiple means for
inplementing the need analysis requirement. Many students
who have filled out forms for purposes of scholarship and
other aid programs will already have the necessary infor.
malion on file with the campus financial aid office. OQther
students might be permitted to submit the first page of an
appropriate income tax form togethar with the loan ipplication
for purposes of verification.

¢ In determining the amount of need, all other forms of stude.t
assistance--including student-related Social Security payments
and veterans' educational beaefits--should be considered as
financial resources available to the student.

(For a fuller description of a possible index of borrower eligibility based
on need, see Appendix 0.)

Ensuring 3 Yiable Parent Loan Program

Student borrowing based on need should be backed up by a viable parental
loan option for fanilies lacking the cash-flow to cover their expecled contri-
bution. With the anticipated decrease in student GSL borrowing that will
accocpany reform, it becomes even more important to ensure that (less subsi-
dizedi loans are available to parents {as well as independent students who
find themselves unable to borrow on the basis of their need).

Under the Reagan plan, parents who wish to borrow to replace part or all
of their expected family contribution would only be able to do so at market
rates of interest, instead of the 9 percent rate enacted in the 1980 Amendments,
and no special allowance would be paid to the lender. In all likelinood, this
proposed change will effectively kill chances of getting the parent loan program

&>
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off the ‘ground nationwide. Lenders appear reluctant to participate without
a government.payment that assures a yield linked to changes over time in
general interest rate levels. ..

Alternatively, if the interest rate for parental loans were raised to
12 or 14 percent:and the special allowance (albeit smaller than on the -
student 10ans) continued, the current potential for “arbitrage by parental
borrowers would be curtajled without unduly deterring lenders from partici-
pating-in the new program.

Regulating Supply

While the Reagan plan is mute on the issue of lender incentives and oppor-
tuntties in GSL, a balanced set of reforms might include measures to reduce
the supply of GSL_as well as reducing borrower demand. For example, it may
prove desirable to moderate the yield to lenders by altering the special allow-
Aance payment for— "o or perhaps gearing the formula to an index of profitability
such as size of - lender's student loan portfolio.

It may also be advisable to consider placing a limit on the amount of
loans guaranteed and subsidized by the government in any given year, thereby
providing a backs.op should other policy reforms fail to result in sufficient
reductions in lending activity and program costs. Limiting the volume of GSL
lending, however, would aiter the entitlement nature of GSL. More important,
determining which states, which lenders, and which students would have access
to the limited federal guarantees. and sutsidies would introduce considerable
compiexity and uncertainty into the administration of the program.

SUMMARY

The alternatives discussed here would not achieve -savings of the magni-
tude called for by the Administration. But the growth of the Guaranteed
Student Loan- program would oe brought under contrel and the long-term burden
on the federal budget significantly reduced without undercutting necessary
program operations.

An index of need that determines both borrower eligibility and permis-’
sible loan amounts is the most direct and reasonable way to control proqram
costs and reduce excessive borrowing. The eligibility calculation should
reflect the significant and real differences in the ability of families to
pay for their children's education, yet be simple encugh not to encumber the
administrative machinery of the program. Such a test should also recognize
that tuition levels among institutions of higher education do vary and that
a lcgitimate function of guaranteed loans is to enable Students who choose

225 ‘
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higher cost institutions to pay for that choice out of future earnings.
s Annual estimated savings resulting from applying an index of need--even

a relatively lenient calculation--would still exceed $1 billion annually
by fiscal year 1984. .

. Raising the interest rate for parental loans to 12 or 14 percent ) .
e e - - - should help to ensure that this new option is not abused, while still pro-
i viding an alternative source of funds for parents who lack the cash-flow
—to cover what they might reasonably be expected to contribute to their
children’s education. Additional long-term savings might be achieved
by further increases (to perhaps 10 or 11 percent} in the interest rate
charged to student borrowers, elimination of some of the current provisions
- . that allow students in specified circumstances to defer repayment of their
loans, and modification in the special allowance formgla that governs the
rate of return to Jenders.

Reform of the Guarantied Student Loan program must be perceived as
fair to borrower, lender, and. taxpayer alike. The challenge now is to
ensure that changes are reasorable and workable--to refocus the program
and curb federal costs without Jeopardizing the important function of
65L as a source of credit for students who need it.
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APPENDIX A
WHY HAS GSL GROWN?

.l Under current law and requlatidns (and assuming only a modest reduction

- year 1981 will be approximately $2.5 billion,” and the figure in fiscal year .
1982 could exceed $3.5 billion, compared to $700 million as recently as fiscal

year 1978. .
. The growth of federal outlays has accompanied an enorﬁous expansion in
s the annual volume of GSL lending. If current policies remain in force, over

$7 billion of loans will probably be macde in fiscal year 1981, a threefold
increase in Just three years, and lending may reach $9-$10 billfon in fiscal
year 1982. This trend ensures additional future expenditures since every
dotlar of new lending commits a string of federal payments stretching over a
number of years.

Commitments on lol .$ made n prior years, in fact, represent most of the
present 2nnual federal costs of GSL. Of the $2.5 billion in estimated expend-
{tures during fiscal year 1981, approximately 80 percent--$2 billion--can be
i traced to loans made before the beginning of the current year. If no loans
.. were mede at all during fiscal year 1982, expenditures next year would still
reach 2imost $3 billion.

There are three principal components of federal costs associated with
.. GSL borrowing: s
a) #hile a borrower remains in school and for a short "grace
period” thereafter, the federal government pays to the
lender the interest on behalf of the student borrower.

b) The federal government also pays to the lender a "special
allowance” each quarter to compensate for the difference
between the statutorily-set interest rate charged to
borrowers and a market rate of return; the payment is
ba§5ddon the total dollar value of student loans held by
a lender.

¢) Lernders are quaranteed for both principal and interest in
the case of death, disability, default, or bankruptcy of
the borrower. This guarantee is generally a two-step arrange-
ment in which state-authorized agencies enter into agree-
ments with lenders, and the federal government then reinsures
the state guarantee agencies, usually at 100 perceni of the
defaulted amount.

*The official Administration figures are substantially lower, but seem
to be based on unrealistically low estimates of interest rates and of out-
standing loans on which subsidies must be paid. The Congressional Budget
Office ?CBO) estimate for GSL current policy expenditures in fiscal year
1981 1s approximately $2.5 billion.
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The following table shows how expenditures for these three components
have grown and are projected to grow. .

GSL Obligations- (in millions of dollars) -

- - . " 7 Fiscal Years
1978 19

1970 1975 80 1981 1982
(estimated) (projected)*
"In-School” Interest $103  $23¢ $249 $ 4ss $ 665 $1,100
Special Allowance 9 87 195 820 1,460 1,800
Guarantee** 5 120 226 279 300 400
Tota1*** $117  $437  $670 $1,544 2,825 $3,300

*Estimates of rxpenditures under current law. All other figures
from Federal Budget Appendix or Department of Education.

**Federal expenditures for claims for death, disability, default,
or bankruptcy of borrower, net of federal collections on defaulted
loans.

***This total is slightly lower than total GSL costs, which also
include expenses for collections, computers, and administrative
allowances to guarantee agencies and educationai institutions. These
"other" costs are approximately $50 million in fiscal year 1981 .

The growth in GSL has several principal causes- a series of legislative
changes over the past dozen years designed to maintain GSL as a viable source
of student credit; the unprecedanted level of interest rates 1n the econoay;
and well-publicized problems in the rate of default by student borrowers.

Legislative Changes

Congress first authorized GSL in 1965 as part of the Higher Education
Act to provide incentives to private lenders to make loans of convenience,
primarily to students from middle-class families. Federal costs, it was
assumed, would be minimal: borrowers with family income below $15,000 would
qualify for the 1n-school interest subsidy and the federal government would
guarantee the lender against borrow.> defa it,

Since initial passage, the legislation has been altered to: ensure an
adequate rate of return to lenders, make more students eligible for the in-
school subsidy, provide greater incentives for states to establish guarantee
ag??cies. and gear permissible loan amounts to the rising costs of going to -
college,

83431 0—B81——15
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The first substantive changes came in 1968. 4hen market interest rates
began to rise above historical levels, Congress increased the interest charged
to student borrowers from 6 to 7 percent. It also created a shared federal/
state responsibility for the guarantee of loans: 1n states that established
a guarantee agency, the federal government would cover 80 Aercert of the de-
fault cost and states were to be responsible for the remaining 20 percent
Where no state agency existed, the federal government would continue to insure

lenders directly at 100 percent of the claim.

In the next year, as market rates continued to rise, Congress provided
for a special allowance to be paid by the government, not the borrower. Under
this plan, each lender would receive a payment based on the dollar value of
all student loans not yet repaid, the amount of the special allowance each
quarter was to be set by a cormitiee of government officials, but was not to
exceed 3 percent {on an annual basis) of the value of the lender's student
loan portfolio.

The Education Amendments of 1972 created the Student Loan Marketing
Assocration (Sallie Mae)--a private corporation--and authorized 1t to borrow
under federal auspices. By allowing lenders to sell or borrow against their
student loan paper, Sallie Mae was intended tu encourage participation b{
lenders who otherwise miyht be reluctant to make student loans because o
their relat.vely low yreld and long duration.

Also included in the 1972 Amendments was a rcquirement that students must
demonstrate financial need before receiwving a GSL. However, confusion about
which students were subject to this needs requirement and insufficient time
to prepare for 1ts implementation led to a virtual halt in GSL lending during
the summer of 1972. In order to permt resumption of normal lending activity,
emergency legislation to suspend these provisions was enacted in August 1972,
and they were later permanently dropped.

In 1976, the tncome ceiling under which famlies could qualify for the
federal an-schcol interest subsidy was raised from $15,000 to $25,000* in
recognition of the increase in the average income of parents sending their
children to college,

The 1976 Amendments also provided greater incentives for states to
establish guarantee a_>ncies, based on evidence of lower default rates on loans
made under state auspices. These incentives apparently worked; almost all
states now have a guarantee agency and over 90 percent of all new GSL lending
is now init1ally quaranteed by a state-authorized agency, compared to 60 per-
cent in fiscal year 1976.

’ Finally, the 1976 legislation made the special allowance more responsive
to changes in market interest rates by tying it automatically to quarterly
changes in the rate for 91-day Treasury biils. The formula that was adopted

*Income as defined for GSL eligibility made allowance for differences
in family size and certain expenditures. For a family of four. the GSL income
ceiling of $25,000 translated into about $31,000 of adjusted gross income, as
defined 1n the tax code.
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provides for a total return to lenders (that is, student interest rate plus
-special allowance) of the Treasury bill rate plus 3.5 percent. In addition,
the 3 percent cap on the special allowance was raised to § percent.,

Probably the most far-reaching change, however, occurred in 1978 when
the Middle Income Student Assistance Act (MISAA), in addition to changing
eligibility for the Basic Grant program, also totally removed the {ncome
ceiling in GSL.

Elimination of the income ceiling, has had several major effects which
help to explain why GSL volume has Jumped so remarkably in the.past few years,
Most obviously, a new group of students became eligible for subsidized loans,
and there are indications that increasing numbers 6f high-income students and
families are availing themselves of the opportunity. ve

Hote On Who Is Borrowing

.

Since tha passage of the Middle Income Student Assist-
ance Act of 1978 and the elimination of the income ceiling
' for determining GSL eligibility, systematic information on
the income of borrowers and their families is no longer
available. The Virginia Education Loan Authority, however,
is one agency that continues to collect family income data
on its loan application form. The Virginia.data show that
borrowing at all income levels has ircreased substantially
since MISAA, more than doubling in each income group. The
expansion of subsidized loans since MISAA has obviously
benefitted many who were previously ineligible for the pro-
gram (that is, their family income was above the $25,000
cut-off). At the same time, it has benefit.ed many lower-
income families, presumably satisfying a considerable pent-
up demand that could not be met under the conditions that
prevailed before 1978.

The greatest proportionate increase in GSL borrowing,
however, seems to have been in the higher-income brackets.
In 1979, the first year after MISAA, less than 10 percent
of the Virginia borrowers indicated family income above
$40,000; the figure rose to 20 percent in 1980. The up-
ward trend between 1979 and 1980 suggests that the well-to-
do are becoming increasingly aware of their.newly estab-
lished eligibility for student loans. Growing publicity
about the program and increased investment consciousness
during a time of continued high-inflation and high interest
rates appear to be spurring the trend.




But removal of the income ceiling has had other effects as well. It
has allowed banks to drop the previous system of double bookkeeping for
subsidized and unsubsidized loans. Perhaps as important, the dynamics of
the GSL application process have changed since students can now walk into ;
a bank and apply for a loan without their parents being asked to provide '
financial information. Each of these factors has contributed to the growth
of GSL lending activity since 1978. - oL

In 1979, to reflect the skyrocketing. interest rates in the economy and
to encourage lenders to remain in the program, the 1id on the special
allowance payments was 1ifted entirely. ” Expanding thte special allowance
has stimulated lenders to tncrease supply sufficiently to keep up with
borrower demand, which has burgeoned as-rising interest rates make the ¥ixed-
rate GSL more attractive. . °

In passing the, Education Amendments of 1980 after protracted debate,
Congress responded to pressures to-curb GSL costs by raising the interest
rate charged to rew borrowers to 9 percent and shortening the grace period
before the borrower begins repayment to six months. It also halved the amount
of the special allowance on loans funded directly by state agencies that yse
revenue bond nroceeds. This last change addressed the problem of arbitrage,
which had permitted some $tates to reap substantial windfalls at federal
expense because of the difference between the market rates of return they
receive on GSL and their low cost of raising funds through tax-exempt bonds.

In recognition of the continuing increases in college costs, the 1980
Amendments also raised the cumulative amounts that students could borrow in
GSL. For undergraduates, the maximum was raised to $12,500 from the previous
$10,000 limit, apd total GSL borrowirg limits for graduate/professional students
are now $25,000, up from the previous $15,000. Annual GSL 1imits remaincd
unchanged: $2,500 for undergraduates and $5,000 for graduate or professional
school students. Ih addition, separate 1imits were newly established for under-
graduate stuwdents who are independent of parental support--$3,000 per year up

- to $15,000 cumulatively.

The 1980 A~endments also authorize a GSL option in which parents of de-
pendent, undergraduate students can now borrow up to $3,000 per year ($15,000
total) to help in the financing of their children's undergraduate costs. The
interest rate for these loans is pegged at 9 percent--the same as the stucent
borrower rate--but repayment commences within 60 days of disbursement. Thus,
no fn-school subsidy is available to parental borrowers. However, as with
student loans, the federal government would pay a special allowance to assure
the lender a market rate of return.

Finall,, the 1980 legislation envisioned a much larger role for Sallie
Mae in .ne collection and consolidation of loans from various sources, and
in raising capital for state guarantee agencies. It also extended Sallie
Mae's authority to borrow froa the U.S. Treasury through the end of fiscal

year 1984,
Q
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In addition to legislative changes, increases in interest rates and
student default rates have also contribut_ed heavily to GSL costs.

Interest Rates

Since special allowance payments to lendert are now automatically tied
to the 91-day Treasury bill nate, when market interest rates rise so do the
obligations of the federal government. With unprecedented high levels of
interest, special allowance payments have soarsd.

In fiscal year 1981, special a1l lowance payments will approach $1.5
billion, an increase of about $1.3 billion from fiscal year 1978. Total GSL
expenditures have grown by $1.7 billion during this same time period. 1If
interest rates, instead of soaring far into the double-digit range, had
remained at 1978 levels (when the Treasury bill rate averaged 7 percent),
special allowance payments in fiscal year 1981 would be approximately $800
million lower than presently estimated. Thus, almost half of the growth
in GSL expenditures in recent years {$800 million of $1.7 billion) can be
linked to the increase in market interest rates and its effect on GSL special
allowance payments. :

Defaults

During the mid-1970's, the growth in GSL costs was fueled by the astounding
increase in the number of borrowers who defaulted on thefr repayment obligations; .
the default rate climbed well above 10 percent of all borrowers entering repay-
ment. Concerns about the default rate led to a set of remedies, including
expansion of the corps of government collection agents, greater use of outside
collection agencies, eligibility restrictions for institutions with abnormally
high default rates, and a heavier reliance on state guarantee agencies gwhich
appear to have better record of collections than the federal government).

These efforts have, tn recent years, resulted in reduced concern sbout GSL
defaults. Expenditures for defaults have shown only moderate growth, as indi-
cated in the trble ~1 page 2. However, the Administration's fiscal yesr 1982
budget estimates that default claims in fiscal year 1982 will nearly double -
over fiscal year 1981 levels and that clzims related to death and disability
will increase eightfold. These estimates of growth in default-related claims
derive mostly from the Administration’s assumption that parental borrowing will
blossom to over $2 billion by fiscal year 1982. (Parental loans are assumed
to be.subject to much higher death any disability claims than student loans for
obvious age-related reasons; defaulcs should occur more quickly because repay-
ment begins immediately aftir dis' arsement.)

The Administration's prediction of parental loan volume, howeyer, appears
overly high (especially if parents . e to be charged a market rate of interest),
and the defaylt-related estimates a'e, as a consequence, probably overstated.
If, on the other hand, the Adninistration's estimates prove accurate, control
of default costs may again become a major public and Congressional concern.

“
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APPENDIX B ~
A DISCUSSION OF COST-CUTTING ALTERNATIVES

-

) Congress, in debating the Administration’'s and other proposals to

‘ reduce GSL costs, will want to consider the impact of these alternatives

on lenders, st dents, and educational institutions.

What w! 1appen to the supply of loans and what is the banks' tolerance
for change? s.udent loans represent only a small portion of the investment
portfolio of most banks and it is possible that additional paperwork or less
profitabi]ity will lead to a mass exodus of lenders from GSL. HMany of the
past legislative changes ir GSL have been in respcense to threats by lenders
that they were about to pull out of the program. Policymakers must also be
cognizant that small banks will have a different set of concerns from large
lending dinstiturions.

If loan volume is reduced, which present burrowers will be unable to bor-
row? Equity considerations suggest that to the extent that GSL is subsidized,
avafilable loans should be targeted on students who need the funds. But many
lenders, if forced to cut back, may well choose to give first priority to
families who are, their best customers. And determination of need can be a-
tricky business-~is a piddle-class student attending an expensive private
college more or less needy than & poor youngster going to the local community
college? Proposals may vary widely in their effects on students at high- and
low-cost institutions. ,

Proposals may also be compared in terms of the skort- and longer-range
cost savings that would be achieved: the timing of cost reductions will vary
among proposals. Some of the most reasonable and cost-effective proposals may
show 1ittle savings until five to ten years from now. MHow important is it to
achieve large cost reductions in the next year?

Alternatives should furtter be evaluated op the basis of their admini-
strative feasibility. Some past efforts to réform GSL, Such 3s the proposed
requirement of a needs test *n 1972, failed because insufficient attention
was paid to how the plan cduld best be implemented. Care must be taken in
designing a plan that is wdrkable. Otherwise, the entire GSL program could
come to & halt, as it d¥ in 1972. - .

Finally, if‘bolicymakers are bentlon proposals which could dramaticatly
reduce GSL volume, they must also consider what alternative sources of lendin
might be available for students and their families. Two loan sources are of
particular importance. One is the National Direct Student Loan (NDSL) program,
which since 1958 has provided federal funds to educational institutions for
the purpose of making low-interest loans to needy students. NDSL default rates,
however, are substantialdy higher than in GSL, and current-budget stringency
1imits the growth potential of NDSL, which depends on direct annual appropri-
ations. Although the 1980 Amendments did authorize alternative HDSL financing
through federal borrowing, the proposed crackdown on federal credit activity
greatly diminishes the 1ikelihood that this borrowing authority will be
utilized at least in the next few years.
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The other potential major loan source is the parental loan program -
authorized in the Education Amendments of 1980. But parental loans are
untested. While some states are beginning to establish the basis for a
parental program, realistic expectations suggest only médest growth at
least for the next year or two. Growth prospects are further Yimited if
interest rates charged to parents are set at market levels, as propused
by the Administration. At 'present, most states are proceeding very
cautiously fn settine 1p parental loan programs because of their uncertainty
about future federal policy in this area.

Most of the GSL cost-cutting alternatives presently being suggested by
the Adminfstration, the Congress, or other groups fall into one of the
following categories: 1) Make GSL less attractive to borrowers; 2) Restrict
student eligibility for loans; 3) Reduce the GSL rate of return to lenders;
and 4) Limit the volume of GSL lending. The first two categories are aimed
primarily at reducing unnecessary or excessive borrower demand for loans
{although they might also reduce banks' willingness to lend.) The latter
two woi- 4 reduce the opportunities and incentives for lending, thereby af-
fectin  che.supply of GSLs. These types of cuts can be made either separately
or in combinatfoh. Each alternative has drawbacks which should be considered
in developing a GSL cost-cutting package.

1) HMake GSL less attractive to borrowers. Potential borrowers my be
discouraged from applying for a G Y: raising the interest rate charged
to borrowers; shortentng the “grace period" after the borrower leaves school
but before renayment begins; altering the provisions for the in-school interest
subsidy; or eliminating existing deferment provisions.

The 1980 Amendments moved in this direction by increasing the interest
rate and shortening the grace period. Some suggest that the interest rate -
should be further increased to, say, 10 percent. Others would make the
interest rate vary with market conditions--for example, charge student bor-
rowers thescurrent Treasury bill rate minus one or two percentage points.
Changing the interest rate, however, results in very little cost saviugs in
the next several years--less than $50 million anngally--unless the in-school

- subsidy provisions are changed as weil. (Whatever change is made in thc rate
charged to the borrower, the combined government obligation for in-school
and specia; allowance payments would be the same while the borrower remains
in school.

" Instead of lifting interest rates, the Reagan proposal would eliminate
. .the in-school interest subsidy for all new loans. Banks 3nd borrowers would
be left to negotiite whether in-sctool nterest would be paid on a current
basis or "capitalized” (that is, allowed to accrue and added to the principal
of the Yoan). This proposal would reduce federal fiscal year 1982 costs by at
least $300 million below current projections, and ahnual savings in fiscal 1984
would mount to $1.6 billion,

The in-school cubsidy, however, is the one feature of GSL that remains
intact and unaitere< from ‘he original 1965 legislation. Before 1978, when
there was an income cap on borrowers who could qualify for the in-schrol
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subsidy, lenders were reluctant to make loans which would requirve billing *
students individually for their interest obligaticns while in school. Such
loans represented less than 5 percent of total borrowing at that time.

The option of capitalizing the in-school interest would probably not
satisfy the cash-flow needs of many lenders, especially small banks. A
solution that addresses this cash-flow concern would be for the goverrment
to continue providing lenders with intereit payments while the borrower was
in school, then have the lender reimburse‘the gover-ment for these in-school
interest payments, once the borrower's repayment period began. Cost savings
to the federal government over the next several years, however, would be
essentially erased.

Aiso, many students may be hard-pressed to make interest payments during
. the school years, and if the interest is defenred, ‘compounded, and added to
the repayment obligation, the resulting levels of increased indebtedness could
be- excessively burdensome for some students. Some observers, in fact, believe
. that what the government saves by increasing the freight on the student bor-
rower fay be offset by increased defautt rates down the road.

One othar method for reducing the attractiveness of GSL borrowing should
also be mentioned. The GSL.legislation permits: borrowers who enter into
specified types of activities after leaving schcol--such as military service or
certain types of teaching assignments--to defer beginning repayment of their
't loan, Usually for periods up to two or three years. During the deferment
period. the federal goverrment continues to make in-school interest and
special allowance payments. ,The 1980 Amendments added to the list of activ-

K fties qualifying for defermgnt# provided for a grace period after deferment,
and allowed borrowers under the parental option to defer their GSL obligations
in selected instances.

* Some of these deferments now appear outmoded or unwarranted. (For
example, why should parental borrowers be able to defer their repayment
commitments?) While elw inating all of the existing deferment provisions
would save less than $50 millicn annually, these implicit subsidies should
at least be scrutinized as to their effectiveness, and modified or eliminated
where appropriate.

. 2) Restrict studenf eligibility for loans. Two principal ways for
limiting GSL eligiblity are reinstitution of an income ceiling. or a require-
meht that students and théir families must demonstrate financial need to
qualify for & loan. . ‘!

If an income cap were reimposed at $40,000, costs 1o fiscal year 1982
< would be reduced by approximately $150 million, and by fiscal year 1984 the
/  amnual cost savings might be 3900 million. Annual GSL volume mght be ¢ -

reduced by 20-30 percent below current projections.

The advantage of an income cap is that it is easily understoodfand
IS apparently not difficult to administer, based on the pre-1978 exver.ence.
On the minus side, an income cap is an arbitrary and mprecise proxy for need;

\ >
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it allows for no gradation in assessing the relative amount needed by dif-
ferent potential borrowers. For this reason, students at high-cost institu-
tions might be particularly disadvantaged by reinstitution of an income cap.
An income cap is also not an effective cost containment tool for dealing with
one of the realities of higher education today--the growing proportion of
students who are financially independent of their parents. - Almost all in-
dependent students--probably constituting at least one-third of the present
GSL borrower population--would qualify for a Joan on the basis of their
income regardless of other measures of need.

Under the Administration's proposal, eligibility for student loans would
effectively be limited to the amount of a student's financial need, defined
as cost of attendance minus financial resources available to tha student
(including the family's expected contribution and Oother assistance). The
government would pay a special allowance only on the amount loaned for which
need could be demonstrated.

This proposal would substantially reduce GSL activity for several reasons.
Hith' no special allowance, banks would presunably be unwilling to lend “to ron-
needy students. Needy students, while eligible, would often not receive as
fmuch as they do now. And students with a limited amount of need--less than
$1,000 or so--might find banks reluctant to make such small loans. The lender's
fixed costs per trassaction could make small 10ans nonprofitable.

Successful implementation of a needs test in GSL would require avoidance
of the pitfalls that occurred in 1977. Hamely, there must be sufficient load
time and educationai institutions--not banks--must do the need calculations.

The savings resulting from a needs test, however,_ could be substantial,
since it appears that at least one-third of current GSL borrowers would
probably not qualify on the basis of need. If these students were no longer
eligible, costs in fiscal year 1982 would be reduced by as much s $360
million, and fiscal year 1984 costs would fall by $1.5 billion. If, in
addition, some present GSL banks decide to lend less becaute of increased
papervwork or dwindling profit margins, savings would be even greater.

It has also been suggested that the income cap and need analysis proposals
couid be combined. Ffor example, students with family income of less than say,
$25,000, could pe automatically eligible for the in-school interest provisions
while students with family incomes above the cap could qualify for subsidized
loans to the extent of their documented need. Such 3 proposal would produce
savings of $200 million in fiscal year 1982 and $! billion by fiscal year
1984. Under such a plan, however, the issue of how to consider the needs of
independent students remains troublasome.

3) Reduce the GSL rate of return to lenders. The primary means for re-
ducing the return for GSL lenders 1 to reduce the special allowance. Since
the notion of linking the special allowance to the Treasury bill rate has
gained general acceptance, the way to cut the allowance is to reduce the amount
provided by the formula. Presently, the total return to lenders--the student
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interest rate plus the special allowance--is pegged at the Treasury bill rate
plus 3.5 percent., !f, for exarple, the formula ware reduced by one percentage
peint, federal expenditures in fiscal year 1982 would be $200 million iess,
and savings in fiscal year 1982 wou'd be $350 million.

There can be 1ittle doubt that establishment and augmentation of the
special allowance over the years has been 2 crucial element 1n keeping lenders
involved fn GSL. llost lenders further assert that the present cost of money
implies an extremely narrow yield on thefr GSL investments and that any
diminution in the special allowance would lead to their withdrawal from the
program. However, there remaians the question of how large the special
allowance needs to be to ensure adequate lender participation. In the past
two years, in a period of extreme credit tightness and with 3 multitude of
attractive investment opportunities available throughout the econcmy, GSL
lending has doubled.

~t

But assessing the margin of GSL profitability is a complex issue. Cost
of money and administrative expenses may vary widely for lenders according
to their size, geographic location, tax status, and other characteristics.
Small banks in largely rural states often hase a lower cost of roney than
the big lending insStitutions in MNew York City. But their administrative
costs per lcan may be higher. If the most important factor in predicting
profitability could be determined, it might then be possible to provide a
differentiated special allowance. For example, if the evidence suggests
that profitability is most closely related to the size of a bank's student
10an holdings, then the special allowance formyla could be geared to this
factor, with the highest percentage paid for the first student loan dollars
in the portfolio. The difficulty here, of clirse, is reaching agreerent on
the index of profitability.

The Reagan proposal dces not alter the amount of the special allowance
per dollar loaned. However, it does eliminate entirely the special allowance
for 10ans to non-needy students and for loans to parents.

4) Liwmit the volume of GSL lending. A direct method for limiting GSL
volume would be to impose a ceiling on the amount of new loans each year
that are guaranteed by the federal government, thus reroving GSL from the
ranks of federal entillement programs. Through an allocation process,
lenders would be notified of the annual number and/or amount of loans which
would be guaranteed against default, or for which subsidies would be paid.
1f the volume of future lending, for example, were limited to the current
level of $7 billion, fiscal 1982 expenditures would be reduced by 3 modest
$150 million. But cost Savings over the next five years would be substantial
relative to present projections--$1.1 billion annually by fiscal 1984.

Devising an equitable allocation scheme, however, might prove to be an
extraordinarily difficult task. Of equal concern is the method by which
tenders decided who could borrow. The likelihood is that under such a plan
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new loans would be tilted toward higher income students ard families (the
better credit risks and the banks' regular custmers), unless an income-
related criterion or needs test was simultaneously imposed.

Another means for limiting GSL is to reduce the amount that a student
can borrow, either annually or cumulatively. But cutting back on loan
Timits saves very 1ittle money.

The Reagan proposal presents a more indirect way of Jimiting overall}
GSL activity by abruptly ending (much earlier than called for by the
Education Asendments of 1980) Sallie Mae's agthority to borrow through the
U.S. ‘Treasury. At least in the short run, Sallie Mae is not likely to be
able to raise as much money in the private capital market as through the
Treasury. To the extent that many lenders have come to rely on Sailje Mae
as & ready source of liquidity for their GSL portfolio, a truncated Sallje
Mae would eventually reduce lender participation jn GSL.
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APPENDIX C

ESTIMATED ANNUAL‘SAVINGS FROH
COST-CUTY ALTERNATIVE

The following table summarizes the estimated cost savings that would
result from the various alternatives discussed in the preceding section. .
These are College Board estimates and may be at some varfance with estimates
of the Administration, Congressional Budget Office, or other organizations
and individuals.

{in miliinns of dolltars)

FY 82 fy 84

Current Policy $3,300 $5,000
Reagan Proposal 800 2,300
Alternatives
Rafse interest rate of new loans

to 10 percent * 100
Eliminate in-school interest

subsidy on new loans 300 1,650

Place $40,000 ircome cefling on
eligibility for in-school subsidy 150 900

Limit subsidized loans to "remaining”
financial need 300 1,550

Place $25,000 income cap on automatic
eligibility for in-school subsidy;
students with higher incomes could
quaiify on basis of need 200 1,000

Reduce special allowance payment .
formula by one percentage point 200 350

Limt guarantee authority to fY 8}
lending level 150 1,150

*Less than $50 million




%3 -

In considering these figures, please note that:

1) The cost savings associated with he various alternatives are
not additive, as there {s overlap in the populations affected -
by these proposails.

2) These estimates do not fully include the possible impact of
lenders withdrawing from GSL because of the cumulative burden
of these additional restrictions. .

2
3) The estimates provided here assume a gradual reductjon in market

“interest rates {approximately one percentage point ‘per year)
and .3 modest increase in the volume of tending under current
law ($1 billion additional lending in each succeeding year).
Alternative fnterest rate or lending assumptions may have
significant impact on the current policy projections or the
doliar value of savings resulting from these various alternatives.

4) Implementation is assumed to begin on October 1, 1981, An
earlier date would result in greater savings than iadicated
here.
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APPENDIX D
fZONSTRl}CTlNG AN INDEX OF BORROWER ELIGIBILITY

i If eligibility for subsidized Guaranteed Student Loans is to be ro-
s:;i:.:;d according to financial need, the following approach might be con-
sidered. - :

The first part of the calculation would be to estimate family ability
to pay based on these steps: :

Y. Determipe the student’s dependency status and whose income will
be consider: n the determination of eligibility. The standard
test of dependency status, used for other federal programs, would
be applied to GSL eligibility determinations.

2. Determine adjusted gross i-~-ome from the appropriate tax form.
Non-taxable income from sources Tike pubiic assistance, child Support,
pensions, Social Security, etc., would not be included in this
determination.

3. Deduct a “famify size offset,” based on the Bureau of iabor
Statistics low Cr perhaps moderate budget standard, and include in
this offset estimated aversge federal, state, and local taxes.

4. Multiply the remaiader by an appropriate "taxing" rate to be
determined as a matter ¢ further pubTic discussion.

5. If more than one faiily member is attending a postsecondary
educatona] institutior that charges tuiticn and fees, divide the
resulting amount equall,.

The procedures described above generally follow those incorporated in
other need analysis methods but differ, in some significant ways, reflecting
mtion-that-theneeds—test-for-a-guaranteed- loan-should-Se-semevwhat—
simpler and more flexible than for more heavily subsidized forms of aid
such as Pell Grants or even Nat}onal Direct Student Loans.

Hon-taxable income is not included in this approach, creating a possible
"loophole” through which high-income families who have been able to invest
in various forms of non-taxable income-producing assets would benefit.
However, information about non-taxable income is among the most difficult
to collect, verify, and interpret. Elimination of routine consideration of
this income source would benefit a few wealthy families; it would also

, reduce unnecessary intrusion into the financial circumstances of many more
low-income families. Some critics of the current process claim that this
fntrusion is a major factor in the lower-than-expected participation of low-
income students in postsecondary education and student aid programs.
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When the campus financial aid administrator "signs-off" on the stu-
z dent borrower's eligibility (see procedure described below), there would
= be an opportunity for consideration of non-taxable income if, in the
¢ Judgment of the aid administrator, it was of a sufficient level to warrant
exclusion from program eligibility.

The proposed approach does not routinely make allowance for other
items of family expense considered by.prevailing need analysis methods,

. such as the employment expenses of families where both parents work,

R unusual medical and dental expenses, casualty losses, etc. This omission

* is another attempt to reduce the complexity of data collection, analysis,
and interpretation. Again, the campus-aid administrator could be permitted

. to make excepticns, providing a “safety valve” for families with substantial

expenses in these (or other) areas to receive additional consideration.

Another major exception to the established methodologies is the total
exclusion of faiily assets from determination of their ability to pay. The
methodologies ex.lude some forms of assets from consideration (residence
equity, automobiles, 1ife insurance cash value, boats, airplanes, etc.) and
then reduce the remaining assets by some measure of "asset protection.”

The approach suggested here for purposes of GSL eligibility “protects” all
family assets from consideration.

Memmwdwhsmwto@&mheﬂmwﬂnymrMMrmmsMaM
use family size offsets to reflect the normal, ongoing expenses that must
be met in the course of 1iving and maintaining a household. These offsets
are based on various "budget standards” promulgated by the Bureau of Labor
Statistics (BLS), the Department of Agriculture, or the Social Security
Administration, to reflect the typical living patterns of different segments
of the American population. The so-called Uniform Methodology uses the
BLS "low budget” standard. For determining GSL eligibility, the BLS
moderate standard might be appropriate.

~f

Remaining family income would be "taxed" at a percentage rate or set
of rates, as in other need analysis systems, to determine the estimate of
family ability “o pay. Since there is little inherent economic rationale to

——suggest-that or »-percentage rate s more- appropriste-than-another; whatever—-
rate or rates are deemed appropriate for use in other programs might be
used for purposes of GSL eligtbility as well. Different rates for dependent
and independent students might also be considered.

Having determined the family's GSL index of ability to pay: the maximuﬁ
loan eligibility coulo be determined according to the following procedures:

1. Determine the total cost of attendance

2

; Deduct the family's GSL index of ability to pay

3. Deduct existing student aid (Pell Grant, state, campus-based,
. and private], expected student term-time employment income,
and payments of Social Security and veterans' benefits.

¢

¢

4
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The remainder, subject to statutory limitations on GSL borrowing, would
be the family's maximum loan eligibility.

If the GSL index of eligiblity can be kept sufficiently simple, it
might be possible.fo permit self-calculation by applicants ihrough a
“table-1ookup” similar to that used in tfe federal income tax procedures,
., or through straightforward instructions callirg for exact values and the
full methodology. Sample tables could be made a part of GSL program
promotional materials. Statements on how the family should calculate its
index might simulate thoce of the IRS Form 1040.

Because the proposed estimate of maximum loan eligibility would take
into account the actual cost of attendance and the aid available from
other sources, it would require a review and certification by the campus
aid administrator., "Verification” of the GSL index of family ability to
13ay could be performed as part of that process. For the 4.5 million stu-
dents who submit reqular need analysis documents to the Pell Grant or
private agency processors, the GSL index would have been calculated already.
For others a copy of the first page of the appropriate tax form could be
submitted together with the loan application for purposes of verification.
This procedure would permit easy. "entry” into the system, possibly through
self-calculation, wnile assuring sufficient oversight through verification
to discourage abuse.

As noted earlier, the campus aid officer should be given reasonable
discretion to adjust loan eligibility up or down to reflect significant
circumstances not adequately dealt with in the procedures described above.

Admittedly, the index of need suggested here is more complicated than
a simple "income cefling” or cut-off for eligibility. ,LIt would, however,
resuylt in more equitable determinations of eligibility than would an
arbitrary income ceiling. For great numbers of applicants it would "piggy-
back" on the routine aid eligibility determination processes currently in
use for other programs with no additional requirement for data collection
from students or families.. It'would provide an easy, relatively unintru-
sive method for those not currently submitting need analysis documents to
calculate and demonstrate their ability to pay for purposes of GSL deter-
mination. And it would meet the criteria of equity and fairness to the
borrower, the lender, and the taxpayer that should characterize any modifi-
*cation of the current program and procedures.

ERIC e \
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TESTIMONY OF EDWARD A. FOX, PRESIDENT
STUDENT LOAN MARKETING ASSOCIATION - SALLIE MAE

5 The Guaranteed Student Loan Program (GSLP), established
in 1965 by the Higher Education Act, represents a cooperative
effort between the federal and state governments, the educational
institutions, and the Private banking and financial system. The
GSLP is a program of state and\non-profit private agency insurance
and federal insurancewor reinsurance for loans obtained by students
from state and private sources. Under this program, students
obtain c¢redit from commercial and thrift institutions, educational:
institutions, and other qualified lenders which are insured against
defaults. The government also provides interest subsidies to the
borrower, and pays an additional amount known as a "special allowance"
to assure an adequate rate of return to the lender.

The successful achievement of national objectives of
providing student credit through the GSLP 1in the most cost efficient
and equitable manner requires leadership from government and the
private financial community. Sallie Mae, which spans both the
governmental and private lending worlds, provides part of this
leadership, directly, through its financial support activities and,
indirectly, by setting standards which are widely acknowledged as
supporting sound loan origination and administrat.ve policaes.

Confronted with rising interest rates and expectations
of continued tight money markec conditions, lenders are turning to
Sallie Mae in increasing numbers to brrrow funds offered under the
corporation’s Warehousing Advance Program. Simila:ly, ‘expanding
loan demand as well as inflation in the administrative costz of

servicing loans has resulted in a Jecisjon by many lenders to sell

«their loan portfolios to sallie Mae. As a result, Sallie Mae's

volume has increased dramatica&lly during the past twelve months.

« g
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Student expenses for postsecondary education will increase
substantially in the coming academic year. In many instances, in
both public and private institutions, the increase will be greater
than current inflation rates. Addiationally, many states are
unable to continue the funding of higher education at the same rate
as in past years and in some caseS have actually been forced to
reduce direct support. ’

For the student, the dollars to support a ygar's attendance
essentially come from three sources. The first are those dollars
centributed out of savings or direct income by the family and the
dollars earned by the student. _qhe second include dollars in the
form of scholarships and from the state and federal government in
such form as grants and social securaty and VA benefits. The thard
source, approprietely sought by a parent or a student only after -
availability of the first two sources has been exhausted, 1s a loan. ‘

In examxnxﬁg the costs of a guaranteed student loan, there
are three participants -- the borrower, the lender, and the guarantor.

Any discussion pertanent to the cost of the GSLP 1s reduced to these
three parties.

Budggiary considerations which necessitate the review of
\\fhe level of federal exper res in support of the GSLP need not :

;esult in a reversal of GSL! policy objectives or heedlessly reduce

the incentive system by which loans are delivered. The current

stud;nt loan delavery systeﬁ embraces the national delavery system

for finapcxal servaces in general and, with few exceptions, GSLP f
lenders can be found in every community across the United States.

With the support of state agencies as administrators of this

program and the cooperation of the secondary market, lender

-
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-reluctance to participate in the GSLP has dramatically decreased.
Further, many states have made arrangements to provide "last resort”
‘loans to students with the support of finencial institutions and the
secondary market. Any changes in the GSLP which would have the effect
of disrupting this delavery system, would be shortsighted and
disadvdntage the student.
Program changes can be implemented which are,both cost-
effective and administratively sound. To the extent that necessary
' changes are viewed as reason;ble and consistent with banking practice,
the objectives of the GSLP w11l continue to be met through and with
the support of financial institutions. >
Any cuts that reduce income or incentive or changes of an
operational or systematic nature that add costs that are not offset
by increased yield would decrease lender bartxcxpﬂtxon and, 1f
overly onerous, drive lenders totally from the Program. During the
past geveral weeks a number of changes in the GSLP designed to
reduce costs to the federal ge¢ ~rnment have been proposed. For
- example, there has been discussion of a needs test to determine
a student's borrowing requirements. if it 18 the responsibilaty
of a lender to make this determination, there.are-administratzve — - —— -1
costs associated with this analysis that could be burdensome and
would reduce yield to the lender. Addationally, imposition of a
needs analysis could create student demand for a large number of
relatively small loans which cost as much to administe: as large

loans but which generate less income to meet thesé costs. Bankers

have shown a reluctance to originate s.sall loans in recent years

Q ‘ 2?{? k4 -
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as they recognize the high cost and loss possibilities associated
with such lending. Samilarly, othe; proposals would require ﬁﬂ:
student and the parent to each borrow, generally under different
terms. For the lender, administering two loans instead of one is
twice as cortly and with gross income remaining constant, the
willingness o? lenders to finance the program in this manner is
questionable. If each individual loan is relatively fmall, the
probability is that the loans will ;ft be made at all. ‘Some
proposed methods of collecting interest from the student or parent
rather than fro? the government many increase costs. Lenders earn
a modes: return over the life of a student loan with significantly
higher costs associated with the loan while in repayment as compared
to the more modest cost associated with interest collection from the
government when the sthde;t is in school’. Billing the student .
directly for interest during the in-school period will add ad. anis-
trative burden to lenders and reduce yield. Other suggestions would
reduce the gross yield on a guaranteed student loan. Thas argument
suggests that the government should pay less in support of the GSLP
and that the students and the lenders should equitably share the
added cost of the burden. Students, as users of the service, wculd

. . o
but ‘eﬁders, using their own cap;t91 and only being nominally profit-
zble in student loans, wall not continue to, support the GSLP at a
loss. The number of active financial institutions “in the GSLP has
been declaning during the past ten years primarily because of in-

adequate yield and excessive regulation. It jis essential that

-




lenders be induced to stay with the program and that any changes
be carefully examined from an operational and cost perapectaive.
Sallie Mae; as a component of the GSLP delivery system,

is a soundly administered, cost-effective institution which has
shown a capacity for growth and flexibility in responding to the
needs of the GSLP. The corporation, in cooperation with the
Congress and the appropriate administrative agencies of government,
is committed to the GSLP and will support any changes which, in the
opinion of the Committee, will make the program more effective in
the future. Sallie Mae stands ready to assist the Committee and
the Congress in the regsolution of the 1SSues concerning the

ﬂ student loan program which will make the GSLP a more effectave

program.
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PAAIKIPATING ORGANIATIONS Amercon Soxn ke Tiomng

. May 16, 1981

Hon.  Robert T. Stafford

Chairman

Subcommittee on Education

Committee on Labor and
Public Welfare °,

United States Senate

Washington, D.C. 20510

Dear Mr. Chairman: L

. The Coalition for Alternatives in Postsecondary
Education represents a group of national organizations con-
cerned with the efficient delivery of postsecondary education
services through the utilization of non-traditional means
{such as experiential learning and telecommunigations) and
to non-traditional student populations {such as adults, the
handicapped, elderly, workers, and minorities). Although
we applaud the gqneral thrust of S.1178 in seeking to find
a middle road that would satisfy the stringent requirements
of the budget resolution whilé preserving the basic goals
of the student loan and Pell Grant programs, we are concerned
that the draft as proposed rolls back significant steps taken
to eliminate inequities historically imposed upon the growing
population of adult learners.

Our organizations, joined by most other higher edu~
cation groups, have fought long and hard to achieve the goal
of relative equity in the availability of student aid to an
18-year old attending college and to his or her parent attend-
ing the same school.. While we concur that he independent
student without dependents should rightly have his or Lir
income and assets assessed at a significantly higher rate
than that imposed upon the family of a dependent student,
we argue strenuously that the economic situation of that de-
pendent student's parent is far more akin to that of his or
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her child than that of the independent student without depen-
dents. The parent or married adult has little more, if any,
real discretion over the use of income and assets for his

or her own education than for that of a child. The obliga-
tion of the parent to provide an education for his or her
child is certainly substantial, but so is the obligation of
that parent to take such steps as may be neGessary to secure
the best possible 1ife for his or her family. Furthering
one’s education should not be made more difficult once one
becomes an adult; indeed, our society must encourage persons
beyond the traditional college age to ccatinue their learning
to i1nsure that we have a proper reservoir of persons with
current and marketable skills. Surely the adult who wishes
to continue his or her education to ipprove the ability to
support one’s family, or the single parent seeking to enter
the job market, ought not be discriminated against in the
allocation of aid.

The law prior to the 1980 reauthorizaticn left the
establishzent of assessment rates for irdependent stutlents.
with or without dependents, at the discreticn of the govern-
ment. The result was the establishment of a rate more than
four tirmes as onerous for the parent as for his or her chilad.
5.1108 wou'd restore the likelihood of this imbalance, and
the 1mpornit.on of this irequity.

e mOst strongly urge the deletion of Sec. 24(d)
to protect the legitinate needs of the new Pa)ority 1n Amer:-
can posisecondary education.

Sincerely,

Rober Sexton
General Secretary

-

bce Cavid Morscv/
Rick Jerue
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Citbank (New York State). NA.  Stephen C. Biklen
28 East Man Street Vice President
Rggh%(ef. New York
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May 15; 1981

Mr. David Morse

Senate Education Subcommittee
309 C Senate Courts Building
Washington, D.C. 20510

Dear David,

Per your request I have answered three questions related to
Implementation of proposed legislation for the Guaranteed
Student Loan Program. The questions and their answers are a.
follows:

Question #1

Will you make parent loans that carry a rate of 14% to the
parent?

Answer

Assuming that the 14% parent loan will include a government
subsidized special allowance that will bring the total yield
to the lender to T-bill plus 3.59% (special allowance would
not be paid at times when T-bill plus 3.50% is less than 14%),
_ we plan to participate in the parent loan program. This

decision assumes that the parent loan regulations do not
include costly up front procedures for the credit decision
(such as credit scoring, credit bureau reports, etc.).
Extensive credit decisicn procedures would be costly and may
change the decision to offer the product. Of course some
form of credit check must be performed in order to hold down
the default rate.

X

Question #2

If a needs analysis is implemented what is the minimum size
Toan you would make?

Answer
In order to maintain a minimum level of profitability in our

student loan program we must originate loans with average
balances of approximately $2,000. This is because our
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revenues are based on balances but it costs us the same to
“process a $1 loan as it does a $2,500 loan. Hopefully
implementation of a needs analysis test would not reduce the
size of tne average loan disbursed below $2,000. However,
if it does, we may have to consider setting a minimum loan
size in order to maintain a reasonable average loan size.

Question #3

Is a July implementation date for the new requlations
possible?

Answer

This depends upon which bill is imriemented. $-1109, the
administration bill, would be dif’icult for us to implement
July 1Ist because we would need t.me to make system changes to
allow us to accrue and capitalize interest for unsubsidized
loans. (Additionally it would be extremely difficult to
implement this precedure for all new loans, instead of Just
for first time borrowers. Impiementation of this proposal
for a1l new loans means we would have to track both syb-
sidized an¢ unsubsidized loans for an individual borrover),

We could probably implement S-1108 by July 1st assuming that
the regulations were published on a timely basis and the
schools are ready to begin performing needs tests.

A July 1st implementation would require a great deal of hard
work by everyone, publishing of regulations within the next.
two to three weeks, and most importantly a determination

that July 1st is the date within the very near future -

(i.e. a week). Adequate lead time must bte giver in order to
implement on an orderly basis and also to communicate to
everyone involved fhat applications for loans pertaining to a
period of education beginning after July Ist will be subject
to the new regulations. We are already receiving applications
for the fall term. If a determination s not made within the
next week (i.e. approved by Congress and the President) as to
what changes to the GSL Program will be made, I do not think a
July 1st implementation date is realistic,

Sincerely,

/%vﬁ& < L
Stephen C. Biklen
Vice President

SCB:ng ‘
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v r—— Dear Senator Stafford: N
e
il The National University Continuing Education Associat on and
M‘“"’::‘“"’" the Adult Educaticn Association appreciate the need to contiol costs in the
e, Towes | Pt'l Grant progran as required by the Senate Budget Resolution. However,
o e | we _trenuously object to the provision in S. 1108 which repeals sections
o e | 10 both the Middle Income Student Assistance Act and the 1980 Axencaents
Xuw | which provide equity for independent students, particularly those with
Lirarate o Vvt Rurfporas Oy
weme | dependents. -
Wrmeady o S anhC
a’:_ Facaen Adult working students, a high proportion of whoa are women and
Seowwevra | BINOTItY group mezbers wath childre~ of their own, are now the majorzty in
ot weTe | hagher education. It does not azke sense for the federal governzent to
s wgemeiwe | TCturn to a policy of discrimination toward the largest and fastest
B hangs Zavryy po
e Alee | gTOWING seg3ent of higher education teday. We believe the policy of the
e & Oy fcd:ral governzent should be to help th: neediest students first, whether
, - depend with dependents or depend
Oty S N
ety ot o Sy By repealing the third sentence of Scction 482ic) as 5. 1108 re-
S o | QuiTes, the Subcomaittee s discriminating against independent students

by suggesting di fferential treatment in terms of assets, taxation allow-
ances, and subsistence requirczents for independent students and faai-
lies of dependent students,

Before MISAA, half-time students entrolled in a degree prograna,
many of whoam are adult. independent students, were ¢ligible for Basic
Grants but the regulations were so discrininatory in_teras of assets.
subsistence allowance and taxation of discretionary income that very few
legally eligible half-zizers received aid MISAA resolved part of the
probles and the 1930 zzendaents addressed the rest. Changes irn the law
. were necessary becavse the Tegulations did not adequately deal «ith that
, discrinination. Financial pressures will not diminish. If decisions are

left to the Departzent via regulation, history could very well repeat it-
"t self at the expense of independent students.

X 1981 Annruck Conterence
' Aprl 12 16 Colorado Spnngs Colonoso
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Again, we recognize the nced for fiscal restraint. However, there are

more equitable ways to cconomize than by discriminating against independent

students, s

Sincerely, v

Kennith, § 1 144' - .
/

Kenneth E. Young
Executive Director, National
University Continuing
Education Association

L1#9d H. Davis
Executive Director
Adule Educuio;; Association

CC: | Meaders, Subcommittee on Education, Arts and the Hugzanities 'S
The Honorable Carl Perkins

The Honorable Paul Simon

s
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Mr. Chairman, and members of the’Subcbmmittee:

I am Stephen B. Friedhein, Preéident of the Associa-
tion of Independent Colleges and Schools (AICS). On behalf of
the 525 member 1:stitutions of AICS, a'national organization,
I wish to express our appreciation .for the opportunity to
comment on S, 1108, S. 1109, and student aid issues. '

We feel we share with the Committee a deep concern ]
about the student and institutional lmpacts of the budget pro-
posals of the Administration. Before proceeding to those
specifics, I would like_to describe for background purposes
that area of postsecondary education with which AICS and 1ts

members institutions are involved.
AICS

The Association of Independent Colleges and Schools
(AICS) was founded in 1912. Its present member'ship includes
some 525 ingtitutions, enrolling approximatgly 400,000 students,
All the institutions are postsecondary, with approximately 25%
of the institutions being degree-granting. The programs of
» education offered in the institutions are prédominantly career-
oriented, with such areas, for example, as secretarial science,
business administration, accounting, and data proceséing. all
’ AICS institutions are non-public institutions. Predominantly
the institutions, by form of governance, aré proprietary,

’ although a significant number are organized as tax-exempt

A
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institutiéns. In common with all non-public institutiqns,
they are either entirely or primarily tuition-dependert for
operating revenues. )

Because there is no "typical® AICS institution, as
there is no “average"™ business school, it is perhaps a littie
more difficulé to g;emise my remarks in the institutional
framework. In contrast with the more conventional associations
normally associated with the umbrella of the Americ;n Council
on Education (ACE),lsuch as the land-grant colleges (the
National Assoc}ation of State Universities and Land-Grant
Colleges), the junior colleges (the«American Association of
Community and Junior Colleges), the great resea;ch universi;ies
(the American Association of Universities), the state colleges
{(the American Association of State Colleges and Universities),
or the moFe conventionally organized independent colleges,
largely four~year institutions (the National Association of
Independept Colleges and Universities), there is tremendous
diversity among AICS institutions. ’

Often well known, for example, are the Katharine Gibbs

A Schools in Rhode Island, Ney York, New Jersey, Pennsylvania,
and Massachusetts, which long have been known for the quality

of their secretarial graduates. Other AICS schools lnclude

Johnson & Wales, the four-year institution in Rhode Island.

With the permission of the Committee, and for the completeness

of the record, I would like to file a copy of the current ~

-,

O
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Directory of Institutions pPublished by the Accrediting Commis-
sion of AICS. 1t might be helpful to the members of the e
Committee to have available the names of member AICS institu-

-

tions in each of the respective states or districts,
BUDGET REALITIES

For the first time since the initiation of student 1
aid programs, beginning in 1958, through the landmark legisla=-
tion of 1965 and 1972, the Committee is faced with the necessity ¢
of modifications which can ‘be reconciled with the budget

decisions of the Congress. We are gratified by the Chairman's

observation that the "changes be fashioned i~ a manner which
affords the neediest students maximum opportunity for access
to'hxgher ed;catxon through the Pell Grant program and retains
a viab{e system of student loans." We understand the necessity

for decision. We hope we can contribute to the process.
P .
) GSL~--HIGHEST PRIORITY

‘The 2~ailability of a realistic and accessible GSLP
which remains attractive to the lenders is the overriding con-
cerﬁ Of AICS. Any limitations on the GSLP which would involve
"income capping”, "needs determination”, or sacrifice or
deferral of in-school inte..st result in some hard ecor

and political choices.

erlc 256
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ADMINISTRATION GSLP PROPOSALS

éIf the Administration can §uccged, through measures
such as S. 1109, in making the GSLP sufficiently unattractive
to the banks, so that private capita} will no longer be avail-
able, the éntire ésnp can be effectively eliminated. If that
is the uédeclated goal, then one need not bother about serious
consideration of such policy issues as income capping,’ or
reducing or shifting the cost of the in-school interest subsidy
on loans to students, or the implementation of parental loans.
We already have the experience of the early 1970's when the
"needs test” was introduced which complicated the matter and
set vp two classgs of loans. As you may remember, the adminis-
trative costs went up and the banks lost interest in the GSLP.
Very likely student loanﬁoare currentl& attractive to the
banks because of the current sluggish demand for congumer
loans for housing; automobi}e§i and appliances. If the ecorony
improves, as the Administration promises us, it is all the
more likely that, faced wich a complicated set of needs t;sting,
the banks will have additional inclination to abandon the .

o

GSLP.

DISCRETIONARY PRIVATE CAPITAL IS VITAL TO GSLP

Y

‘

' We feel it is important to underscore the reality
that the GSLP is depéndent on the discretionary flow of private
capital. It is our experience that private capital will dry

up if the loans become administratively expensive and burden-
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some to the banks. Any return to complicated needs testing,

in our opinion, will dry up the ,Source of private capital.

The cost of thxs private capital is the result of a balancing

6f interests in which the role of the government is essential. -
,The key policy questions are what portion of the private capital
cost (i.e., interest) will be paid directly by the student

borrower and how much will be pa:d by the government to the

lender. If the special allowance to the lender is elxmxnated

the Gs"P will disappear and a further consideration of ihter-

est cost balancing or limitatjon is unnecessary because by“the

mere disappearance of ¢t pfogram the student interest subsidy

dquestion becomes moot,

SECONDARY MARKET MUST HAVE CONTINUAL CAPITAL ACCESS
- R

HWe note the essential role in the process of the Stu-
dent L[oan Marketing Association (Sallie Mae). Withou' sallie
Mae, there is no facility to purchase student loan portfoliog™
from the banks when the loans enter the repayment period., 1t
is our understandiﬁg that ;tudent loans remain attractive to
banks vecause the cost of administration of the loans is
minimal while the student is 1n school and prxor to the payback
period. gallie Mae performs a vital Secondary-market function
of purcha;xng the loan portfolios as the student enters the

payback period. It takes over the servicing of the loans with

the ‘resultant savings because of the scale of administration.
% )
L

3-431 081——17




. ~o54 :
. »

We believe that Sallie Mae neither increases nor <

decreases loan volume. , Sallie Mae's function is to respond to

the demand for guaranteed student loans. Obviously, that

.demand is high. We do not think that thert is sufficient data

to suppor} the {llegations that many people are getting wealthy "

by bgyrowing $2,500 tq attend a one-year vocational school by

paying 9% interest on the GSLP and reinvesting the 62,500 in

the money market. The 6% dif ential to such a manipulator

might, at the most, mean $100 or $120 in such a scheme for a
7

_student in a one-year vocational school. I seriously -doupt tha

a career-or@,;nced student in an‘AICs school, working and going

to schood has the time to indulge in such a scheme:on‘any

-
: »
,grand scale, let alone become prosperous and agfluent. .
VOCATIONAL SCHOOL PROBLEMS WITH SALLIE MAE
. There are some problems with regard to the attitude »

of Sallie Mae on certain minimal requirements on th; averadiy,

level of indeotedness for the'pufchase of bank portfolios. ) -
*  These particularly affect studgats borrowing okly for one- or

two-year programs. As the Committee knows, Sallie Mae, as a

general proposition, has determined that to;ﬁhy profitably a

portfolio Of loans from a bank prior ‘to the beginﬂxng of the

payback period, there is requi}ed an ave;age lev?l of indebted~-

ness of approximately.$4,300. Obviously, a one-year vocational

stédent with a maximum loan availability of $2,500, who attends

¥
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2 vocational school for one year and then goes to work, will
never borrow more than $2,500. On the other hand, the student
in a four-year Program obvigusly will borrow far in excess of
the average level of indebtedness o¢ $4,300. Thus, loans to
vocational students tend to drag down the average level of
indebtedness in a bank's portfolio. Because of this, some
banks have been reluctant to make loans to vocational students.
While this is a serious and ongoing concern, we suggest that

this is not ‘the: propitious time to address that questjion. We

do, however, feel that 1t is 1ippropriate to note it for the
record. If it cannot be resolved, we suggest that oversight

hearings might be apprépriate.
"TRULY* INDEPELDENT STUDENT

We regret to gee the proposal in S. 1108 ;p Section 5
which would reduce the bearrowing limit for independent students,
This seriously impacts on mature working students with families
who are "truly" }to borrow a currently overuged term) indepen-
dent. These are noc the " in and out”™ recent high-school
graduates who may not currently be living at home.

~

According to the U, S. Census Bureau Current Popula-

tiun Rtoogii, Series P-2, o, 360, "School Enrollment--Social

and Economic Characteristics of Students-~-October, 1979," one
in three college s:udents is over 25 years old. Currently,

72% of students 25 and over attend college part-time, compared

. 261
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with 17% of younger situdents. Please see article from The

chronicle of Higher Education (May 4% 1981, page 3) copied

'Y and enclosed as Attachment A.

We would hope that the Committee would leave undis-

. turbed the ﬁlgher borrowing level available to independent
students. If additional language is necessary, it would deal
vith a more precise statutoryAdefinition of an independent
student. Possibly age itself might be a factor, such as over
21 years old or evidence of income of a certain level for at
least the twelve prior calendar months.

-\ We suggest that it is unfair and unrealistic to

sweep the truly independent student. into the family concept

when the independent student has differing financial demands

and expectations.
- INCOME CAPPING

We feel that if there can be a choice between adop-
tion of income capping and limitation to remaining need or
sacrifice of the in-school interest subsidy, then we opt for
income capping ov;r either. #e would hope that thére would be
some upward flexibility on any cag_which would permit léan
access to the extent ;f remaining need and parent§1 contribution.

However, we can understand and would support abandon-
ment of the in-school interest subsidy if it is the only means

- A
' to preserve a realistic and accessible S;&E. We urge that any

N
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such drastic restructuring be done only if the GSLP can remain

attractive to the banks.
SIMPLIFY NEEDS DETERMINATION

We fear that a complicated needs analysis will be
considered onerous by the banks, causing an increased disin-
clination to participate in the GSLP. 1If a school begins ¢o
assist it, likely under Department of Bducation GSLP regula~
tions it will be categorized as having a "special relationship®
with the lender, further cemplicating and possibly inhibiting
the administration prerogatives of the lender. See GSL Regula-
tions, Sec. 177.209, GENERAL DEFINITIONS, Origination, 44 Fed.
Reg. 53870, September 17, 1979.

We suggest that the following three factors could be
readily incorporated into a needs index for use with either a
system of income capping or of determining remaining need.

1. Adjusted gross income.

2. Number of members in the family unit.

3. Number of persons in the family presently
enrolled at least one-half time in post-
secondary education.

If we need to choose either income capping, possibly
at about $30,000, or remaining needs, we urge the former,
Income capping is more responsive because it more flexibly
adjusts to the cash flow needs of individual students, particu-

larly mature students over 21. Also, income capping with a

-
It
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presumption of need allows the banks to make loans sufficiently
large for effective por’ :lio roll-cver to secondary\market
agencies sponsored by the states or Sallie Mae.

The unacknowledged inhibition in limiting the face
amount of a GSL to remaining need is the simple economic fact
of life that small loans of $600 or $700 are not cost-effective

to lenders and are not marketable to Sallie Mae.

,

HATGRE STUDENT DISTINGUISHED PROM KIDS *'N COLLEGES

With more than one in three college students -ow over
25, there is an increasingly complex population to be served by
sEudent aid programs. Let's not be procrustean in application.
The conventional family unit approach just is not workable,
equitable, or realistic for the mature, independent student.
Often these students are late bloomers with recently-defined
but nonetheless realistic career aspirations. Often, after
ofle or more semesters in or even a degree from a "college,”
they turn to vocationally-oriented educational institutions.

The independent vocationally-oriented educationai
institutions'of this country constitute a small but vital
increment of the postsecondary educational system. As with
any non-public institution, there nevcr has been, as a matter
of public policy, any guarantee of iastitutional self-
perpetuation. The premise of independent education, as we see

it, is the ability to provide a responsive service to students
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and to the public. We feel that we have demonstrated that
capability through the effective participation in the various
programs of student financial aid which the Congress has en-
acted. We want to cooperate with the Congress and with the
new Adﬁ;nxstratlon in ma¥ing those programs more effective
fiscally, educationally, and as a Ratter of public service.
We would like to look forward to working with this Commniyttee
and providing particular information which it foels necessary

to its deliberations as it responds to the Administration’'s

Proposals,
CONCLUSIONS

Foremost in our concern is the continuation of a
Viable Guaranteed Student Loan Program to which students attend-
ing independent vocational schools will have continuing access.
We suggest that because the GSLP 1s based on the liquidity and
the flow of private capital, it is vital that the program
remain attractive to the banks, both admxnistratively while
the student is in school and subsequently when the student
enters the payback period.

We would prefer to see a realistic system of income
capping 1n preference to loans being limited to remaining need.
This is particularly true for the mature, (truly?) independen:
student. We would even Suggest accruing and deferring interest

while in school rather than limiting the amount of a loan to
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remaining need. If there is to be a restructuring of the
student programs and budget-responsive amendments, we hope
that the Committee will examine a flexible set of options

which will keep the program uncomplicated and administratively

fiexible.

We appreciate very much the opportunity of sharing
our views with you today. We look forward to responding to any

questions you may have or supplying additional data.

Respectfully submitted,

Stephen B. Friedheim, President

Association of Independent
Colleges and Schools

Suite 600

1730 M Street, N.W.

Washington, D.C. . 20036

(202) 659-2460
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MEMORANDUM OF OPINION

This legal memorandum addresses several issues concerning
the legality and enforceability of the final regulations for
Pamily Contribution Schedules (FCS) published by the Secretary
of Education on March 13, 1981,2/ which revised, zescinded, and
anended final PCS regulations published January 19, 19812/by the
outgoing Carter Administration. As explained besiow, it is our
opinion that the Reagan requlations are invalid, as a matter of
law, and that the Carter requlations, having satisfied the basic
PCS statutory requirements, are effective and unamendable, and
thus should be in effect for the 1981-32 academic year.

I

STATUTORY FRAMEWORK

In 1972, the Congress enacted the BEducation Amendments of
1972 whicli included a new program of Basic Educational

Opportunity Grants (BEOG) for the benefit of students receiving

1/ Hereinafter referred to as the Reagan requlations.

2/ Hereinafter referred to as the Carter regulations.
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‘postsecondary education training. 20 U.s.cC.a. §1070a (1978),

as amended. Under the BEOG program (now referred to as pell
Grants, at §1070a (a) (1) (¢)), students are entitled to receive a
grant for a portion of their educational costs. The grant award
is determined by subtracting from the statutory set amount per
student an amount equal to what is comrputed to be the expected
family contribution. Id. at §1070a (a) (2) (AY {i). A further
reduction occurs according to the statute if t, e Congress
appropriates less than the full amount necessary to meet the
needs of all students entitled to a grant. Id. at §1070a (b)
(3)(B) (1).

To determine the expected family contribution, the statute
requires the Secretary of Education to publish annually in the

Federal Register a Proposed Family Contribution Schedule by

July 1 of cach calendar Year for the succeeding academic year.

Id. at §1070a(a} (3) (A) (i), as amended and recodified at 20 v.s.c,
§1089 (a}{l). It also requires the Secretary to provide chirty
days for public comment. Id. In additior, the statute specifically
provides that the proposed schedules, togethexr with any amend-
ments, are to become effective the following academic year only

if exther House of Congress does not adopt by October 1 following
the submission of the proposed schedules, a resolution of dig-
approval. 1Id. at §1070a (a) (3) (A) (ii), as amended and recodified

at §1089 (a) (2).
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II
FACTS

On August 1, 1980 th; Carter Administration published
proposed FCS for the 1981-82 ac;demic year and provided
sixty days for public comment. 45 Fed. Reg. 51243 (1980).

The proposed rulé specified that cost adjustments based upon
the 1980 CPI were estimated and that the final regulation would
reflect actual figures at the end of the year. I4. No reso-
lution of disapproval was passed by either House by October

1, 1980.

On January 19, 1981, the Carter Administration promulgated
final Family Contribution Schedules, adjusted to reflect actual
cost data for 1980. 46 Fed. Reg. 5320 (1981). The regulation
was issued subject to a 45 day review and veto by concurrent
resolution of Congress pursuant to tHe General Education Pro-~
visions Act (GEPA). 20 U.S.C.A. §1232 (4)(1l), as amended.

On January 29, 1981 the President imposed a freeze on all
final regulations which had not yet become effective for sixty
days: 46 Fed. Reg. 11227 (1981). On March 31, 1981, Secretary
Bell published final regulations without notice and comment
for FCS for the 1981-82 academic year which revised the Carter
regulation by rescinding the 1980 cost of living increase and

restoring the 1960-81 family size offsets. 4€ Fed. Reg. 16823

O
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(1981). Notice of proposed rulemaking was waived on the N
grounds that: 1) the issue of using the CPI was raised by
the proposed carter regulation in Augqust, 1980; and 2) since
Processing grant .applications is imperative in order to make
awards after July l: 1981, and since the effective date of
the FCS is delayed 45 days for Congressional review under
GEPA, a proposed rule with notice and comment would be un-
Necessary and impracticable within the meaning of the Admin-
istr;tive Procedure Act, 5 U.S.C. §553(b) .
III ’
v NO BASIS EXISTS FOR THE SECRETARY OF
EDUCATION TO AMEND THE I-‘AMII%HE

CONTRIBUTION SCHEDULES OUTSIDE
SCOPE OF THE INABLING STATUTE -

The general purpose of Congressional delegation of
authority to regulate is to remove the Congress %rom the
task of Predetermining and fashioning policies and programs

to implement hroad legislative mandates in Presently un-

foreseeable circumstances. See e.q. American Trucking
=z =9

Assocs., Inc. V. United States, 344 u.s. 298, 309-10 (1953).

For this reason, the Supreme Court has upheld the delegation
of legislative (rulemaking) power within Prescribed limits,

Lichter V. United States, 334 y.s. 742, 785 (1948). As

stated in Manhattan General Equipment Co. V. Commissioner of

Internal Revenue:

"The power of an administrative officer or board to
administer a federal statute and to prescribe rules
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_and regulations to that end is not the power to
make law, for no such power can be delegated by
Congress, but the power to adopt regulations to
carry into effect the will of Congress as ex-
pressed by statute.”
297 U.S. 129, 134 (1936).
Under the BEOG program (now and hergjinafter referred to
as the Pell Grant program), the Congresgﬁilearly delegated
to the Secretary the duty to promulgate substantive rules
for the purposes of providing family cohtribution schedules
which would set forth the dollar amounts to be offset against
family income by family size. 20 U.S.C.A. §ID70a(a) (3) (A) (i),
as amended and recodified at §1089(a) (1). Therefore, the
issue discussee herein focuses strictly upon the quest.ion
of whether proper statutory procedure was followed by
Secretary in promulgating the March 13, 1981 regulation.
The starting point in every case involving the cons-

truction of a statute is the language itself. Ernst and

Ernst v. Hochfelder, 425 U.S. 185, 197 (1976), quoting

Blue Chip Stamps v. Mandr Drug Stores, 421 U.S. 723, 756

(1975) (Powell, J. concurring). Under the Pell Grant pro-
gram, Congress specifically set forth the procedure to be
followed by the Secretary. That procedure as described
earlier, requires 1) publishing a proposed rule by July 1,
well in advance of the next academic year, 2) providing

an opportunity for the public to commeﬁt on the proposed

ERIC L
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rule, and 3) submitting the proposed rule to the Congress
for review and possible legislative veto by October 1 of
the year in which the proposed schedule is published.

The statute does authorize amending the schedules
proposed on July 1, but is unclear on its face as to how
or when the amendment. process is to proceed. By reading
the statute in conjunction with Congressional intent, how-
ever, it becomes clear that Congress intended to retain its
review and veto power over amendments as well. To read
the statute otherwise would permit the Secretary to avoid
Congressional review and veto over substantive amendments
prop?sed after October 1 aLd thus defeat the plain language
of the statute and Congressional intent. Such gction would
be outside the scope of authority delegated to the Secre-
tary by the Congress. Agencies delegated authority to pro-
mulgate rules have no warrant in law to replace a statutory
scheme with a rulemaking procedure of their own invention.
N.L.R.B. v. Wyman-Gordon Co., 394 U.S. 759, 764 (1969).

Express Congressional intent, while sparse, rests

'clearly on both practical and policy considerations.

Implicit in the procedural requirements for promulgating
the FCS is the practical necessity of establishing family
offset amounts well in advance of the next academic year,

or risk jeopardizing the entire pfogram. Since students

272
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normally apply 4o schools for admission in the fall and

usually determine which school they will attend by early
spring,.it is obviously imperati;e for students, families,
and sc 1s to k—~ow what the costs of attendagce will be
. and#’ggi: import}ntly, what aid will be forthcoming. Even
théﬂgh the grant awards a§e not made effgstive until after
*July 1;p£ the academic year invglved, the intent of Con-
" gress was.to‘permit Pell Grant applications to be processed
during the January to July périod preceding the aca&;mic
year in order for the school and student to know if a grant
would be available; and, if so, how much aid could be
.expected. Without this informatjon by the spring
preceding the academic year involved, many students
might very likely decide not to ;ttend certain schools
This result would;jhn com~

nderlying

solely on the ground'of cost.
pletely counter to the basic intent of Congress}
the Pell Grant program itself.

As stated by Rep. Pucinski, one of the managers-of
the bill on the part of the House, the BEOG Brogram allows
students a choice of schoolgz "no longer will they need to
shop around for the schoo), which offers the most money":
118 Cong. Rec. 20297, Jeqe 8, 1972. Similarly, Rep.
ggienborn, also a manager, dgﬂgribed the program On the

floor of the House as having two overriding concerns: to
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benefit middle incom; students and to increase options
for all students. Id. at 20%99. To permit amendments to
the final FCS after the statutory period has run £for pub-
lishing and COngresaionalnrevieW, could result in limiting
options for gtudents, directly contrary to what Congress
- intended when it established the Pell Grant program.
A second Congressional purpose underlying the statu-~
- tory scheme is associated with the delégated authority to
, the Secretary to determine what a faﬁily'; expected contri-
bution to the cost of atteﬂdance should be. The criteria
to be followea in promulgating the FCS are ;150 speéified
by statute (20 U.S.C.A. §1070a(a)(3) (B) (ii), as amended
and recodified at 20 U.S.C.A §1089(b) (2)). Substantively,
the statutory criteria form the framework for the Secre~
tary to implement the formulati;n cf fanily contribution
schedules pursuant to the &uthority delegated to him by
the Congress. To insure that the Secretary exercises his
equitable decisions with care, however, the Congress provided
a "safety net", that is, a statutorily required review by
each House of Congress of the Published schedules, together
. with any amendments, during which period either House could
C}exercj.se a legislative veto.
In fact, a one House veté has never been exercised

since the process established in 1972 has worked. The reason
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it has been successful is because each House and the Department

have been able to accommodate their differences realizing that

. tn not do so within the statutory time frame, well in advance

»f the academic year, would seriously disrupt the operation
ox the program and harm its intended beneficiaries. H. Buff

& L. Gelhorn, Congressional Control of Administrative Ragulation:

A _Study of Legislative Vetoes, 90 Haxrv. L. Rev. 1369, 1385

{1977) .

As stated by the Supreme Court, "the rulemaking provisions
of the fAdministrative Procedures Act] were Aasigned to agsure
fairness and mature consideration of rules of general applica-

tion". N.L.R.B. v. Wyman-Gordon Co., 394 U.S. 759, 764 (1969).

A plethora of cases hold that a substantive rule imposing rights
and obligations on affected parties which is not promulgated
in accordance with procedural requirements (of the APA) is void.

See e.g. N.L.R.B. v. Wyman-Gordon Co., supra; Texaco, Inc. v.

Federal Power Commiscion, 412 P.2d 740, 744 {(3rd Cir. 1969);

Hotch v. bLnited States, 212 F.2d 280 (9th Cir. 1954); National

Mutor Freight Traffic nssoc., Inc. v. United States, 268 F. Supp.

90 (D.C.D.C. 1967) (three 3udge court), aff’d per curiam, 393

U.S. 18 (1968). As one of the earliest cases to consider the

issue of corpliance with the procedural rules of theaPA stated:
“The Congressional directive in regard to the proce-
dure to be followed in the issuance of agency regqu-
iationd misi be strictly complied with, since the
issuance of requlations is in effect an exercise of
delegated legislative power." Hotch, Supra, 212
F.2d at 282.
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“The Acts [APA and Pederal Register Act] set up
the procedure which must be followed in order
for the agency rulings to be given the force of
law. Unless the prescribed procedures are com-
plied with the agency (or administrative) rule
has not been legally issued, and consequently
it is ineffective." Xd. at 283,

|
What is true for rules promulgated under the APA is l
equally true for rules promulgated under alternate procedurss !
specified by statute to implement a program requirement, as :

in the matter at haad. '

At is our interpretation of the Pell Grant statute that
substantive amendments to proposed Family Contribution Sche-
dule regulations must also be proposed within the statutory
review and vetc period of July 1 to October 1. Therefore,
regulations issued after October 1 to substantively amend
legally issued Qegulations must be invalid. Thus, the regu-
latjons issued by the Secretary on March 13, 1981 are invalig

and without force of law.

iv

1P SUBSTANTIVE AMENDMENTS

MAY BE ISSUED AFTER

OCTOBER 1, THE SECRETARY

MUST FOLLOW THE PELL GRANT

AND NOT THE APA OR GEPA PRCCEDURES

Absent law to the contrary, agencies generally do have
wige latitude to fashion their pProcedural rules and to change

their minds. Seacoast anti-Pollution League v. Costla, 557 F. 2a 30g,

308 (lst Ccir. 1979) quoting Vermont Yankee Nuclear power Corp. v.
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N.R.D.C., 435 U.S. 519, 543-44 (1978). However, it is a general
and well established principle that a more specific statute
will be given precedence by the courts over a more general one,

regardless of their sequence. Busic V. United States,

u.s. . 100 s.Ct.q1747, 1753 (1980). Furthermore, when

there are . statutes ;pon the same subject, the earlief being »
special and the latter being general, it is settled law that

the sgecial act remains in effect as an exception to the general

sact unless absolute incompatibility esxists between the two and

all matters coming within their scope. State of Utan, Btec. V.

Kleppe, 586 F.2d 756 (10th Cir. 1978) quoting 2 A Sutherland
§51.05 (4th Bd.).

The rulemaking procedures created by the Higher Educatin
Act for promulgating the Family Contribution Schedules were en-
acted solely and specifically to implement that part of the
Pell Grant program. The FCS statutory provision does not incor-
portte L reference either the Administrative Procedures Act
or the General Education Procedures Act. Furthermore, the APA
directs agencies to follow specific statutory requirements
where provided, inasmuch as it is a gereral statute. 5 U.S.C.?.
§553(b). The fact thai thn Department chose to voluntarily
comply with APA rulemaking procedures (the APA rulemaking pro-
cedures are not applicable by definition to grant programs,
id. at §$553 {a)(2}) dues nct maKe them mSIT appiice=hlc When
specific procedures are mandated by law. 36 Fed. Reg. 2532
(1971). It also does not provide the Secretary discretionary

&

«
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’
authority to use general procedures when specific procedures
are mandated. Thus, use by the Secretary of the APA’S rule-
making procedures for amending a legally issued regulation is
invaliad. “ -

This illegality is compounded by the fact that the Secre-
tary used the APA‘g exemption procedure for avoiding notice anad
comment otherwise required by the APA. Id. at §553(b)(B).

While this memorandum will not address these issues in detail,
it is our opinion that the Secretary’s use of these procedures
is also fatally defective. First, Section 553(b) states that
use of the good cause provision for waiving notice and comment
is not appropriate if a statute requires notice -- the FCS
section of the Higher Education Act does. Second, dQue process
considerations may require agencies to nrovide affected parties
an opportunity to be heard since their rights and obligations
are being amended. Third, and related to the secornd point, the
Secretary's action may arguably not be unnecessary and impraci-
cable and is arguably contrary to the public interest and due
Process.

With respect the the use of the GEPA which provides, inter
alia, for a period of 45 days in which the congress may review
final regulations of the Department and adopt a concurrent resgo-
lution of disapproval, it is our opinirn that this provision ig
inapplicabla o tha Pamily Concribution Schedule. 20 U.S.C.A. §1232-
(@) (1), as amended. This general statute was enacted in 1974, but as

stated earlier, ti'e special act (Pell Grant) reméins in effect
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as an exception to the general act. Thereforr, whereas GEPA's
procedure applies t> most final regulations of the Departxent,
the procedure does not app}y to the FCS since a .eparate
specific procedure is set forth for promulgating FCs regula-
tions. Furthermore, to substitute a concurrent resolution of
disapproval for a one House resolution of disapproval is to
illegally enlarge ,upon the statutory procedure and create a
stricter test for ‘disapproval.

In light (£ the fact that neither the APA nor the GEPA
procedures apply, the only précedure which can apply if it is
held that substantive amendments can be promulgated after
October 1, is the Paily Contribution Schedule procedures them-
selves. Two arguments can be advan 'd for this position.

Pirst, as has been -stated previously, the Congressional_
intent in enacting the FCS procedures was premised upon 1)
finalizing the Schedules well in advance of the academic year,

and 2) weighing the equities of the Secretary's decision and

_subjecting that decision to possible one House veto. This was

the basis for our conclus_on that an amendment after October 1
was not contemplated by Congress. Assuming amendments to the
Schedules can be made, however, this procedure provides the
only means to effrctuate the legislative intent of providing for
possible one house veto.

3ince Lhc cmcadment proccce would occur outside the

statutorily prescribed time frame, however, the court would
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have to set a time pPeriod during which the Congress must act
to disapprove, in order for the procedure to be compatible
with the originally prescribed procedure. While such.an
order does present legal difficult}es, case law does exist
to support a judicial order designed to ensure fairness and
due process which fashions rulemaking procedues not provided

for by statute. See e.g. Joseph Y. B.S. Civil Serv. Comm'n,

554 F.2d 1140, 1154 n. 26 (b.c. cir. 1977) citing K. Davis,

Administrative Law of the Seventies, §6.01-7 to 6.01-9 ang Koch,

Public Procedures for The Promulgation of Interpretative Rules

and General Statements of Policy, 64 Geo. &.J. 1047, 1059-71

(1976} ; 9351925,!' Hampton, 438 F.Supp. 505, 508-09 (D. -Alaska - -
1977) .  It- shoald be noted however, that the Supreme court has
recently stated tjat the courts should ordgr,rog}yﬂ;nigare
circumstances, specific proéeéures on remand. Verxmont Yankee

Nuclear Power corp. ¥. N.R.D.C., Inc., 435 U.S. 519, 524 (1978).

Second, by analogy, if one examines the APA, amendments to °
legally issued regulations are considered regulations, which if
Substantive in-gature (that is impose rights and obligations
on affected parties), must, in order to have the force of law,
be issued 1ggally as well., 5 y.g.c.a. §§551(5) ; 553(b); see
Texaco:-lnc. v. FPC, supra, at 742-44. This means the
amendment mirgt comply with statutorily prescribed procedures,
or it will be invalid unless a legitimate €Alepiion existsg,

The same principle of contruction ig of equal applicability

251)
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to amendments of regtlations issued pursuant to a mandated
procedure. Thus, if substantive amendments can be made to
the PCC after October 1, they must be in accordance with the .

PSC procedure or a procedure which would substantially satisfy

the same Congressional” purpose.

\'
EFFECTIVE DATE
1f our principle theory is upheld, to wit,>the Carter
regulation is unamendable except for minor technical changes,
a remaining issue is its effective date. Since we have argued
that Section 1232(d) (1) of the GEPA is inapplicable, the effec-
—— - . -tive. date should’gs‘sanuary 12, 1981. Asspming the 45 day review
period required by Section 1232(d)(1) is applicable, éhat period

has also now run.

The Secretary might argue that the period was tolled on

January 29, 1981 by the Presidential freeze until March 31,
1981. Thus, it would not be effective. Notwithstanding the
abec r: argument the Presidential freeze applied to Exeéutive
Blanch actio.n nu* the Legislative Branch. By the terms of the
statute, the Congress reserved to itself a review period which
the President has no authority un his own to alter. Therefore,
the regulation is effective irmediately. .
VI
CONCLUSION .

It is our opinion on the basis of statutory interpreta~

tion that the Secretary may not substantively amend tne Carter
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Administration reéulation of January 19, 1981 which substan-
tially complied with the pProcedures mandated by Congress for o>
promulgating ramily Contribution Schedules under the pell
Grant program. To permit the Secretary to amend the January
19, 1981 Schedules would violate both the plain language of
the statute and the intent of Congress. Therefore we believe
a suit seeking injunctive and declaratory relief would pre-
vail! and would result in the Carter regqulation being effective
for the upcoming academic year under court order.
If you have any questions concerning this Memorandum,

please call Richa:sd E. Verville or Pecer S. Leyton.

232
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STATEMENT
OF THE
AMERICAN STUDENT DENTAL ASSOCIATION
ON
——— PINANCING DENTAL EDUCATION AND
PROPOSED CHANGES IN STUDENT LOAN PROGRAMS

Proposed changes in student assistance programs by the Administration
already are causing a panic situation in the financing of dental education
that may affect the nature of dental practice in the future. Obtaining a
dental education is extremelv expensive; the cost of getting that education has
at most institutions outpaced the inflation rate dramatically. The average
tuition at both public and private dental schools has increased more than 140 per
cent over the last six years. According to a report complled by the American

"#7*0;2;1::;,\:50&:4:10:: Council on Dental Education the mean first-year :u;:ion in

a United States Dental School is 54,393 and $5,687 for residents and non-residents
——— ——respecrively. Mean valve educazion costs for text books, gxed fees and required
instrucent p'urc 12ses during she fires year are an additional $2,857. It is im-
portant to no.e here tha: the average dentai student is faced with fees total-
1ing $8,564% even before allowi~g for iiving aXpenses. According to the American
Dental Associstion, total education cost- are over »18,000 a year., At ‘several
instutitions tuiticn alone approaches $16,000.

Clearlv these ore intimidatinz numbers for a student to face. The rigorous
schedule of a dental school curriculum offers little time for outside employment
while in school. Most programs keep dental students in scho;)l 40 hours a week and
require the remaining time for studies and the preparation of laborstory projects.
The preparation of these technique projects require not on‘ly wuch time but also -»
supplemental expenditures for additional supplies and equipment. Compounding
this prodlen is the fact that many dental schools require attendance through the
sucmer sunths., Therefore dental students across the nation by virtue of their
curriculum must rely heavily on low-interest student loans to attain their educae~
tion. Access to adequate funde at low-interest rates is vital for thes dental

students.

ol 28

Aruitoxt provided by Eic:




279

“

The Guaranteed Student Loan Program {s currently the most utilized student
assistance program in the nation, tw~ thfrds of ali dental students are currently
receiving Guaranteed Student Loans. Tnis progra= offers several fea:ur;s that
mske it an fdeal foundation to build a student assistance vpackage. These are:
1) fa-school interest subsidy for the 9% rate 2t which these loans are wmade;

2) six-month post graudate grace period before repayment is to begin; and 3) a
specfal allowance for the duration of the repavment period to cover the dif-
ference between the 92 interest rate and :he‘gl-day Treasury Bill rate plus
3.5% vhich the government pays to lenders.

Maintaining the {p-school interest subsids and special allowance is the
oSt important feature of the GSL Program to maintain. The American Student
Dental Association is alarmed that eliminating the in-school interest subsidy
would place undue financial burdens cn dental students needing towporrow suf.
ficient funds for thelr education. Ve believe that waintaining reasonable in-
terest rates, the in-school {nterest subsidy provision and special allowance

are crucial in controlling rising educational debts. Dental students are anassing

i debts from $20,000 to over $50,900 for their dental education, Clearlv a de~tal
student is not in a position to pay the interest while in school on debts of this
zagnitude and adding the interest to the principal would result in {nterest being
paid on interest while at the same time creating an unoanageable debt.

It 1s {icportant to note that most dental students have completed 4 years of
undergraduate work prior to entering dental school. Amassing interest payzents
over an 8 year period could place the dental student {n such deep debt that he or
she would find 1¢ impossible to 1ecover from. We are deeply concerned wvith the
impiications large educational debts will have on dental practice locations,

quality and type. Uncontrolled educational debt will DUt oresenre an Sl silSuaces

to establish high dental fees vhich would be a reversal of the commendable record
the dental profession has established in keeping fee increases well below the rate

of inflation. Large educational debts also complicate the picture for the new

y —
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graduate sezking to borriw funds for starting their practice. Start-up costs
.
can range from $40,000 to $90,000. A new practitioner's borrowing power for
start-up costs is inveraly proportional to his total financial obligations ( {.e.,
size of-debts and interest). Large interest payments will cut directly into
the groas amount that new dentists aré able to borrow. It would indeed b; a bitterly
ironic situation if t&e voung graduate after spending 8-long years pursuing a "
-,n prof;ssion would be unable to borrow sufficient funds to start their ne&rcarecr.
ASDA feels that in determining what changes in the 1980 Admendoent to the
Higher Education Act be enacted by Congress to meet 1982 Budget Authorlt; levels,
»  funding for the interest subsidy and special atlowance provisions of the GSL be

maintained. The Administration's request of $1.77 billion for FYS2 is a figure

-~
well below the FY81 request of £3.34 blllion will not meet the projected loan
volume need. ASDA suggests that a figure df $2.5 billion be aoprooriated for
EY62 with certain changes in the authorization language.

ASDA is aware of the turrent fiscal constraints imposed and. respectfully
recozmends the following cost-saving measures be enacted. We believe these
measures are flscall; responsible without damaging the ﬁffectlveness of the
programs. -

1) Reduce the special sllowance Paid to lenders. Sixth percent of the
cost of the GSL program is directlv linked to the forces of the

rising and falling 91 day Treasury Bill rates. 1t is estimated that

for every 1 percent change in the T-Bill rate, prog}am coat; change .

by approxicately $100-150 million. Currently‘thc special allowance

is paid quarterly at an annual rate equaling the 91 day Treasury Bi11
- rate plus 3.5 percent. ASDA recommends that the special allowance
be csicuiated using the 91 T-Bill rate plus 1.5 percent. This would
provide 2 saving to the government of befveen €200-300 million without

affecting the loan voluse svai)able to students.
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2) Tnaure bo;:évera for death and disability, According to figures
provided by the Department of Education losses for FYBl due to death
diaabilfey and bankruptcy amounted to a total of $29 ={llfon. &
group insurance program should be eated to offset these logsea to
the Federal government; this could be done at a ninfmal cost o
loan recipients. Borrowera could be charged a one time fee of 3/4
percent of their loan volume to purchase a death and digabtlifry
policy for the loan. 1f this had been done {n 1980 wheu :Ee loan
volune was $4.8 billfon the FY81 losses of $39.000.0Qa could have
been covered by the $36 millfon {n revenue genefated through the \\
insurance prograr A student recefving a S2.00§tﬁoan woulg have
patd 515,00,

3) Reductfon fn the Adointstrative allowance for lenders.

¢

As the cost of acquiring a dental education rises, the Health Prcfessions

Student Loan Prograz becomes an {ncreasingly 1mporggggﬁgggzgggg}vjgn@ngXQLWaasisa,4

tance. The lack of avaflability of funds from the GSL Program will force many
students to seek funds through the HPSL Program. Currently almost 2,000 denral
students are utilizing this program at a l.an volume of $2.964 rillfon. ASDA
urges the comufttee to fund this loan program a* a level of $4.5 millfon as a
» .
budget line f{tem targeted specifically for dental students. We feel that che
{ncreased appr., r atfon s justified and necessary due to the following:

1) Dental students are faced with fixed fee and tuit{on costs that are
dramatically outpacing inflatfon. We algo face price increases in
equiprent and supplies that are unique to dental students. No other
type of health professfon student has 2quipment purchases of auch a
large nature while pursuing their education

2

~

With the loss of federal capatation to dental schools in FY82 gome

of the lost funds to the dental schools will be made up {n tuition,
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fee and equipment charge increasea unfque to the next few academic ‘\
yeara. - :
3) The tight money aftuation that will exist in the GSL Progranm will
/’ v " force gore atudenta into using the HPSL Program.
ASDA {s concerned that without properly au:horich-loan pProgrars a c;teet
22 a dentfat will not be acceaaable o those qualified. At a time vhen compe-
tition in the educational loan market is keen, students in the health field muat
have adequate low-interest funds to meet their high educational coats. We havﬁ,’
reached the unfortunyte point where autdnets.from lower middle clnas‘soc 0=
economic families H; it ippossible to raise f*nds necessary to a::enﬁi&r}tal
schodls In addiXion to the possible restricted Acce;s of less wvealthy studenta
into these schools, a bleak financial trend ;ill affect the career choicea of
- health profession students after graduation.
“‘ . In the past, dental students, and o:hgsi?cal:h profession students, have

proven to be quite realiable in meeting repaywent obligations of federal student

. @
loans., For exazple, the default raeg of Health Profesaio. Student Loan Program,

8 loan source reatricted to health profession atudents, has been congistently
near the 1 percent mark since the progran's incea}ion. Fiacal accoun:nbllﬂéy is"
an important cornerstone to building_professlon‘l moral standards. ASDA is in

-

favor of tough provisiona to guarantee repayrent of all studen: loans.

At this juncture I wish to po;;z out sou; of the problems the new dentist,
a graduate of the {lass of 1981, will face. '

It s valuable to draw some compariaons wiih the graduate of only a few
years ago  Twentv-five vears ago graduates from dental school spent 3,600 for
their education. They could expect an average annual income of over $12,000 for
the{r first four vears with the ability to loca.e in 1‘:: about any areasr finding

a national ahortage of health professionals The 1981 graduate faces a picture

that can only be deacribed as grim. Thev are graduating into a nrofesion that

{s experiencing a manpover naldistribution problem. The 1981 zraduste 14 =elving
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school with an average educational debt in excess of $27,000.

They are en-
tering into an economy that i{s suffering a serfous downturn with high {aterest
and {nflation rates. The nucber of bankrupteles filed by professionals has

been on the upswing recently. Costs {or starting a nev practice can'run any~-

vhere from $40,000 to $90,000.

. N Thank you for your a(tention. If you have any questions, I wi{l] be happy

Lo answer thez for vou.

Dr. Orest G. Kor.-arnyckvj. D.D.S.
, ASDA Representative on Legislation

Senator RANDOLPH,\ The information has been helpful and at
least today we have begun to pull together those, let us saf!, propos-
als in part, those concerns which are many, and hopefully a com-

mitment within not only your grouping but in the membership
here, that may express itself during the next few weeks.
Thank you very much.

[Whereupon, at 1:55 p.m., the subcommittee ddjourned.]
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