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OVERSIGHT ON NATIONAL DIRECT STUDENT
LOAN PROGRAM REGULATIONS

WEDNESEAY. AUGUST 18, 1982

HoUSE cr REPRESENTATIVES,
SUBCOMMITTEE ON PosTSECONDARY EDUCATION,
COMMITTEE ON EDUCATION AND LABOR,
Washington, D.C.

The subcommittee met, pursuant to call, at 9:47 a.m., in room
2257, Rayburn House Office Building, Hon. Paul Simon (chairman
of the subcommittee) presiding.

Members present: Representatives Simon, Ford, Peyser, Weiss,
Erlenborn, and Erdahl.

Staff present: William A. Blakey, counsel; Maryln L. McAdam,
legislative assistant. Betsy Brand, legal associate; John Dean, legal
associate. ’

Mr. SimoN. The Subcommittee on Postsecondary Education will -

come to order.

I will enter a formal statement in the record.

I am concerned about the regulation that we have before us as it
impacts the NDSL program. I am concerned for several reasons.

One is again we have a time problern. The publication of the
{'inal rule comes 204 days after the proposed rule was first pub-
ished. .

We have, second—and I think most important from my point of

view—a problem in that we are judging everyone by the same

_standard. We are assuming that a community college in East St.

Louis with all kinds of problems has the same opportunity to col-
lect that Harvard or Yale has to collect. »

What we do when we make no distinction is that we in fact dis-

" courage the poor school. I don’t mean poor academically or other-

wise, but the school that serves the low-income population. That is

frankly the major concern that I have.

The regulation, finally, provides no incentive to schools. It is-

simply an arbitrary, across-the-board cutoff. . :

I wouid like to make clear also that I favor pushing loan collec-
" tions. I was a sponsor of one of the bills that had the IRS cooperate
on student collections. I don’t think we should be absolving schools
of their responsibility. I am not suggesting that no school should be
cut off, but I am concerned about where we are going and what we
are doing. That is the reason for the hearing today.

[Opening statement of Hon. Paul Simon follows:]

Wl
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OPENING StATEMENT oF HON. PaUL SIMON, A REPRESENTATIVE 1N CONGRESS FrROM
THE STATE OF ILLINOIS AND CHAIRMAN, SUBCOMMITTEE ON POSTSECONDARY EDUCA-
TION

The Subcommittee on Postsecondary Education holds a hearing today on the De-

- partment of Education’s final regulation governing campus-based student aid pro-
grams. We are specifically concerned ..iih the impact of the August 2, 1982 regula-
tions on colleges and universities thai pcrticipate in the National Direct Student
Loan (NDSL) program. The August 2 regulation is identical to the proposed rule
published by the Department or January 7, 1982. The final regulation makes three

.. specific changes: Calculatior of the Federal Capital Contribution (FCC) which is the . ..

amount of new Federal dollars allocated to institutions each year; the eligibility of
institutions to receive awards based on default rates; and the method of appea ing
an award determinaticn by the Department of Education.

I am concerned about this regulation for several reasons. First, the late publica-
tion of the final rule (204 days after the proposed rule was first published in the
Federal Register) has placed participating institutions at a serious disadvantage.
Those schools that may lose their Federal Capital Contribution have received this
notice less than 30 days before school opens. any other institutions, which remain
eligible for the NDSL Federal Capital Contribution, must await the expiration of
the 45 day statutory review period before receiving any new funds.

Second, the final regulation has a disproportionate impact on black colleges and
universities, community colleges and urban universities which service significantly
low-income student populations. While it is entirely fair to hold institutions respon-
sible for their failure to effectively monitor and collect student loans, present and
future generations of students suffer when a school is denied its Federal Capital
Contribution.

Finally, I believe the Department’s final regulation reduces the incentive fo: insti-
tutions to make substantial progress in reducing their default rates. An incentive
system in the existing regulation is discarded in favor of an absolute and automatic
cutoff at 25 percent. Many institutions which have made substantial progress—re-
ducing their default rate by as much as 50 percent—will be penalized under the
August 2 regulation. Additionally, schools with very low default rates are also being
penalized under this regulation. ‘

I am pleased to welcome to the Subcommittee today my friend and colleague
Walter Fauntroy who, along with many other Members of the House, asked the
Subcommittee to look into this matter. A group of college presidents and adminis-
trators will also be presenting information on the impact of these regulations on
their institutions. -

[From the New York Times, Aug. 17, 1982)

FiNpING FEDERAL DEADBEATS

The Reagan Administration does well to track down borrowers who default on
Government loans. But picking on the small National Student Direct Loan Program
is a dubious way to begin.

The Department of Education’s decision to terminate eligibility in the program
for schools with default rates of 25 percent will mostly hit black colleges and voca-
tional schools serving poor students, while making only a small dent in the problem.

Defaulted Government loans now total $9 billion, $3.3 billion from student loans.

5The rest is owed to 17 Government agencies including the Veterans Administration,
“the Federal Housing Administration and the Small Business Administration.

Senator Charles Percy proposes an approach that makes much more sense than
concentrating on small colleges. It would allow the Government to collect defaulted
debts from the paychecks of Federal employees. It would also let Washington charge
interest and penalties for unpaid debts, use private bill collectors and report bad
debt to credit bureaus.

Even more might be accomplished by using the Federal tax system to recoup
loans in default, a procedure used successfully at the state level. Oregon, for exam-
ple, has been deducting loan payments from tax refunds since 1971, finding it cost-
effective to collect even small amounts that might otherwise be written off.

Tax officials object that such use of the tax system would force taxpayers to hide
more of their income, overload the I.R.S. with ccinplaints and destroy the “volun-
tary character” of the income tax. But that is a fiction. Oreion has not found sig-
aificant differences in income reporting, and complaints have been minimal.

Eventually, borrowers might even be able to use the tax system to pay off Govern-
ment loans with payroll deductions. That would make it possible to let students pay

7



g

- according to ability, stretching out payments when income is low, speeding them up
as it rises. The case for such an appreach, especially for educational loan programs,
seems compelling. ‘ N o

THE SECRETARY
WASHINGTON, D.C. 20202

JUL 211882 .

. The Honorable Paul Simon : A1l
Chaivrman LL 2 1 1982
Subcomnmittee on Postsecondary Education
Committee on Education and Labor
House of Representatives
Washington, D. C. 20515

Gear Mr. Simon:

Thank you for your letter in which you delineated your concerns regarding the
Department of Education's proposed regulations governing the distribution of
Federal capital for the National Direct Student Loan (NDSL) program and the
disbursement of final awards. - .

The Department will not make final awards of new Federal capital to institutions
until the final regulations are approved by Congress. We informed institutions :
in a Jumre 1982 "Dear Colleague" letter that 1982-83 authorization letters”
containing the final awards will be sent to institutions after the regulations
governing these awards are issued. The letter gave institutions the authority,
after July 1 and until receipt of the vinal award authorization, to make loans
from funds already on deposit in the NDSL fund, if a level of expenditure was

. contained in the tentative award for 1982-83.

It is the Department's intent to publish a final regulation with the same
criteria for institutional allocation for Federal capital as those in the
January 7, 1922 Notice of Proposed Rulemaking. The Department will follow the
statutory requirements of the General Education Provisions Act which provides
the Congress with 45 days for review ot the regulation.

I would like to share the following statistics with you concerning the effects
of the default penalty on applicant institutions:

2,949 institutions applied for Federal capital .
1,622 institutions have a June 30, 1981 default rate of 0-10 percent
810 institutions have a June 30, 1981 default rate of 10-25 percent
517 institutions have a June 30, 1981 default rate of 25 percent
Institutions with default rates over 25 percent which would not be
awarded new Federal capital for 1982-83 are as follows:

74 are public 2 year

30 are public 4 year

16 are private 2 year

51 are private 4 year- .

340 are proprietary

6 are vocational-technical

00000

These institutions would not be awarded new Federal capital for 1982-83.
However, I would like to emphasize that any institution can become eli-
gible for new capital contributions by simply assigning defaulted student
loans to the Department for collection.

O
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Institutions were notified of the proposed default penalty and the way in which
they could appeal their default rate through two pieces of correspondence, (1) -
The August-September 1981 issue of The Bulletin and (2) An August 1981 "Dear
Colleague" letter signed by James W, Hoore and sent to all institutions that
participate in the NDSL program. In addition, during the training sessions
conducted by the Department of Education's regional office staff in September/
Dctober, a draft of the appeal guidelines was shared with the workshop attendees.

- The .appeal. guidelines provided that if .an-institution received no new -collection
capital or reduced Federal capital it could appeal for funds. An institution
could appeal if it could show that by December 31, 1981 its default rate decreased
to 25 percent or less for the following reasons: )

o by simply assigning defaulted Toans to the Department of Education for
collection.

o by placing formerly defaulted loans in repayment status or deferment status.

o by placing defaulted accounts in litigation and successfully serving the
debtor with a summons. .

o by not considering in the calculation of default rate those loans that
have been in default 9 years or more.

An institution new to the NDSL program could also appeal if it showed that its
default rate did not reflect its collection efforts as of December 31, 1981.

In addition, for your information, since we began receiving defaulted loans for
collection, the Department has accepted for assignment 300,000 Toans. These
loans are not included in calculating an institution's default rate.

As ihe foregoing shows, we have provided institutions with several means for
reducing the default rate to an acceptable level. We believe it is reasonabie
to allocate the lTimited new Federal capital to those institutions with proven
success in managing both the making and collection of loans.

We also believe that in this era of fiscal stringency institutions must redouble
their efforts to collect on past due and defaulted loans in order to make the
maximum amount of fund:s available to needy students who may require loans to
continue their education. .

I hope that this addresses your concerns. Please let me know if I can be of
further assistance.

Sincerely,
T. H. Bell

. sure

"(, w
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. Dear..Colleaque: ...

The purpose of this letter is to report to the financial aid:community on

UNITED STATES DEFARTMENT OF EDUCATION
OFFICE OF “HE ASSISTANT SECRETARY FOR POSTSECONDARY EDUCATION

Jul 1982 T asa

FINANCIAL ASSISTANCE
PROGRAMS

the status of the 1982-83 Campus Based and Pell Grant programs, since the
new award year begins shortly, on July 1, 1982.

Campus Based Programs

1)

. 2)

3)

1)

2)

Th2 1982-83 authorization letters containing awards for these three
programs will be sent to you during the secand week of July. The .
appropriate regulations governing these awards will be i{ssued prior to
the time the auxhorization letters are released. '

After July ) and until receipt of the final award authorizations for the
NDSL, SEDG, and CWS programs institutions are authorized to:

(a) make loans from funds on deposit in the NDSL fund, if a level of
expenditures was contained in the tentative award for 1982-33;

(b) continue employment under the College Work-Study program using
funds carried forward from the 1981-82 allocation (not to exceed
10% of the total 81-82 allocation) or solely from institutional
funds. In the latter case the institution may reimburse itself
from the forthcaming 1982-83 Federal allocation for up to 80% of

payroll costs earlier inCurred and paid entirely from institutional
funds.

Institutions may expect reimbursement for the 1981 tea-her Cancellation
amounts in the NDSL fund before tha end of this month.

Pell Grant Program

As of June 18, 1982 all of the final decisions concerning the validation
praject in the Pell Grant program were made. A revised validation hand-

book is now being printed and will be distributed to you within the next
two weeks.

The Pell Grant payment schedule for 1982-83 has already been distributed
through the courtesy of NASFAA, AICS, NATS and other groups here in town.
This schedule which runs from a maximum award of $1,674.00 to a minimum
of $115.00 is identical to the one currently being printed for release

at the end of July. You may use this early version of the schedule

which you now have to calculate awards and make payments beginning on
July 1. -

e

10
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3) Specific information concerning the payment to institutions of the
$5.00 per Pell Grant recipient administrative cost allowance for
1982-83 will be sent to you within the next few weeks.

Finally, I should iike to point out that some number of institutions have -

recently received or will receive in the next few days letters either from
the regfonal offices or from the Division of Certification and Program
Review advising them that the institution will not be receiving a 1982-83
authorization letter for the Campus Based programs during the general

mafling in July. These letters speak to_certain. deficiencies which.must. be. ...
"""Tcured by the institution concerned before program funds may be released.

The general comment with respect to the NDSL and Work-Study programs noted.

in paragraph 2 above concerning the Campus Based programs does not apply to

institutions whose 1982-83 awards have been withheld.

I trust the foregoing wiil be of assistance to you. in the development of
your 1382-83 student aid programs.

fours sincerely,

et o ~ e el
Jidmes W. Moore

. Dfrector of Student Financial:
Assistance Frograms

1i
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33388 ' Fediral Register / Vol. 47. No. 148 / Monday, August 2. 1882 / Rulea and Regulations .

DEPARTMENT OF EDUCATION
34 CFR Parts 674, 675, and 678

National pDirect Student Loan Program,
College Work-Study Program, and
Supplemental Educational Opportunity
Grant Program

AGENCY: Educatlon Department.

Acniow: Final regulations.

basls of relatlve need (falr share). These
regulations describe how allocations to
Institutions determined under this *
formula are reduced If approprtated
funds do not suffice to meet
conditionally-guaranteed amounts, and
alno reflect those revisions to the
funding process included in the NPRM
to these regulations, 47 FR 908, January
7, 1882, A summary of the comments and

BUMMARY: The Secretary fssues
regulations for the National Direct
Student Loan {NDSL), College Work-
Study (CWS). and Supplemental
Educational Opportunity Grant (SEQG)
Programs, commonly known as the
campus.based programs, These
regulations revise the current funding
procedures as a result of program
experience and public comment, The
most important change is in the National
Direct Student Loan Program. The
changed procedure involves the
allocation of Federal capital .
contributions and is intended to reward
Institutions with low default rates and
penalize Institutionawith high default
rates. . .

EFFECTIVE DATE: Unlesa the Congress
takes certain adjournments, these
regulations will take effect 45 days afler
publication in the Federal Regi (3

A dix A to these regulati
Summary of Major Changes

The NPRMJ)ubli!hed on January 7,
1882 prpposed alx changes for the
campus-based programs. All but one of
those changes concerned either the
funding or appeal process. A section
was added to the regulations for the
three programs regarding the
verification of siudent aid applicant
information. However, the Secretary has
decided against publishing at this time
the scctions relating to verification.
Instead, he intends to study the issue
more closely before issuing regulations
on thia subject. The following is a

r to the NPRM s included as

discussion of each of the other proposals -

adopled and promulgated in this final

will be apportioned to provide each
State with a uniform minimum
percentage of the amount necded for the
conditional guarantees of all jts
Institutions. However, for NDSL and
SEOG In fiscal year 1982 the fc‘:rmulau

dopted In the
fiscal year 1082 supersede this
procedure.

2. Allocatic d Section 4 of

eoch part. If funds apportioned toa
State do not suffice to meet the
conditional guarantcea of all institutions
in that State, as discussed in the
following paragraphs, the Secretary will
distribute those funds to each instilution
In that State a0 that cach receives the
8ame proportion of its conditional
guarantee,
3.8 1 jon p dJ, Section 4
of each part. The Secretary is modifying
«the reatlocation procedures for each of,
the campua-based programs, These  *
-procedures are found in gection 4 of the
regulations for each of these programs.
In place of the natura) disaster and
national fair share provisions for the
distribution of reallocated funds. these
re‘xu]aUcml adopt more general language
i ¥ "6 reall

. the

regulation. -

1. Stole apportic t—Section 3 of
eal:{lpar!. a.These rcgulalliom
‘ N

fu es based on

you want to know the effective date of
these regulations, call or write the
Department of Education contact

_ person. At a later date the Secretary will

publish a notice in the Federal Ragistar
stating the elfective date of these
regulations. .

FOR FURTHER INFORMATION CONTACTS
Margaret Henry or John McGonigal,
Office of Student Financial Assi

400 Maryland Avenue, SW., (Room 4018,
ROB-3). Washington, D.C. 20202,
Telephone (202) 245-9720,

SUPPLEMENTARY INFORMATION:

Background

The 1962-83 award year will be the -

fourth year that funds for the campus- *
based programs are to be distributed .
according to a formula which considers
both past expenditures at each
{nstitution and the need for additionsl
funds es measured against that of other
institutions in each State and in the
nation. This lunding formula was
adopted in 1978 at the recommendation
of & pane! of financial aid experts
serving as consuliants to the then Office
of Education. Under that formula,
insiitutions were guaranteed a portion of
the amounts spent in 8 previous. or
base, year. The formula would gradually
reduce that conditionally guaranteed
portion while at the same time
distributing the remaining funds on tha

P n P
the H?her Education Act of 1965, as
amended. The Act apportions among the
States funds appropriated for these -
programs using formulas basad on
various populations in each State.
However, for the NDSL and SEOG
Programs, apportionments of funds
among the States for the 1982-83 award
year will be made, not according to the
formulus In‘the Act. but according to
those contained In Pub. L. 87-161. The
latter provides that in gach of these two
programs, funds are a;')porﬂoned among
the States so that each State reccives
the same percentage of the H
appropriations for award year 1852-83
an it received of the appropriations for
award year 1981-82. These provisions

~supersede the apportionment formulas -

in the Higher Education Act for award .
year 1082-83. o
b, The statutory State apportionment

formulas for each program, dividing 50
gemenl of the appropriated funds on the

asis of population, yield amounts
satiafying different percentages of
conditional guarantees in different
States. The Secretary has therefore
amended the regulations to apportion
those funds over which he has
discretlon, to Siates recelving
apportionmenis (based on the N
population portion of the statutory
formulas) insulficient to meet the
conditional guarantees of all their
Institutions. These di ionary funds

13

funds in 8 manner that beat carries out
the purposes of the programs.” This
change glves the'Secretary mote
flexibility to reallocate funds to
institutions, but does not In any way
preclude using reallocated funds for
natural disaster or national falr share
purposes if the Secretary believes that
elther or both would best serve the
interests of the program for any given
year, Because changes in the CWS and
SEQG statutes give inatitutions
flexibility in the use of campus-based
funds, the Secretary anticipates that a
smaller amount of unexpended funds
will be available for reallocation. Note *
that tha formulas governing
appropriations for fisca) year 1882,
which for NDSL and SEOG apportion
funds among the States on the basis of
thelr fiscal year 1981 apportionment,
modily the effect of the reallocation
procedures described in the regulations.
“ They further reduce the funds which,

* may be reallocated to Institutions

outside the State 15 which the funds’
were firat apportion

4. Conditional guarantee~—Section 6 of
each port. a. An institution which
particlpated in, the NDSL Program in the
1980-81 award year will recelve 8
condijtional guarantee lending leve!
equal to the greater of $5,000 or 90

- percent of ita 188081 level of
expenditure. (Level of expenditure Is the
amount of loans made In an award year
plus the e institution claimed
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for administrative expenses in that
year.} .

b. An institution that did not
participate in the NDSL program in the
158081 sward year and is not a first or
second time participant will receive &
conditional guarantee equal to the
greater of 80 percent of ita level of
expenditure for the firat year it .
participated in the NDSL program after
the 1880-81 award year or $5,000.

c. If sufficient funds are available, the
CWS statute as amended by the
Education Amendments of 1680, Pub. L.
96-374 guarantees an inatitution that
participated in the CWS Program in
award year 1979-80 an allocation equal
to at least its 197880 award year
Federal share of expenditures unlesa it
sulfera a substantial decline in
enrollment.

The S y definea & *
decline in enrollment” as & decline of at
lcast 30 percent between an institution’s
award year 1979-80 lotal enrollment and
its base year total enrollment. (Base
yuar means the 12-month périod ending
on the Jung 30 Preceding the closing date
fur filing an 4pplication.) If an institution
has sulfered a subatantial decline in
toinl enrollment, its funding g t
(conditional guarantee} will be reduced

hatankinl

-based on the percentage of the decline

in the number of cligible aid applicants

percent of the cost of attendance at the
institution minus the sum of {1) the
expected family contribution of these
students. (2) the Pell Grants received by
these students, (3) the Stata Student
Incentive Granta (SSIG) these students
received and (4) 25 percent of the
institutional grants they received.

The base year for reporting SSIG data
will be updated annually as Is the base
year for Pell Grants. (For the 1882-83 -
award year the base year for reporting
SSIG data and Pell Grant data is the
1980-81 award year.) However, the base
year for reporting institutional ald will
remain the 1877-78 awnrdlenr.

8. Calculatian of Federal capital
cantribution—NDSL default rate—34
CFR 874.6a. These regulations change
the impact of an Institution’s default rate
oo its receipt of Federal capital  »
contribution (FCC). The Secretary has
adopted this change based on the sirong
recommendation of the General .
Accounting Office as well as comments
from vnrio:ls sectora of the .

p Y y.
These regulations make any institution -
with a default rate in excess of 25
percent fneligible to receive FCCi
institut;ons with default rates greater
than 10 percent but not more then 25
percent will potentially receive reduced
FCC.

between the 1979-80 award year and the = The Sccretary will determine the

buse year. For example, if an
institution's total enrollment declined by
40 percent and it eligible aid applicants
declined by 5 percent, its conditional
guarantee would equal the greater of
$5,000 or 85 percent of its 1978-80 award
year Federal expenditures,

¢. An institution that did not
parsicipate in the 1979-80 award year
and is not a first or second time
participant, will receive 8 conditional
guarantee under both CWS and SEQG
programs equal to the greater of 90
percent of it Federal expenditures for
the first year it participated in the
programa after the 197580 award year
or $5.000. .

e, The Secretary is including in the
NDSL. CWS and SEOG programs a .
$5,000 comp t of the conditional

amount of new FCC for an institution by
subtracting from its conditionally
guarantecd level of expenditure both its -
projected collections and its

* reimbursements for Direct loan

cancellations received in the base year.
The difference obtained by that
subtraction together with an institution’s
State and Nalional increases will be
multiplied by 90 percent to determine its
FCC.

In projecting an institution's

Nant: the S

tary will id
ita defeult rate. This term. as used here. .
excludes all defaulted loans assigned or

those defaulted loans referred as of
Scptember 15, 1978, to the Secretary and
defaulted loans on which the institution
has secured a satisfactory repayment

guarantee computation for all
i'nsljlulions in order to alleviate past
Pl ities of institutions '~

participating in the campua-based
programs, Thia change provides each
instilution that so requests at least
$5,000 a s its conditional guarantee under
cach of these programs, N

5. Need af Institutians for SEOG
Junds—34 CFH 678.8. The SEQG™
program statute provided a formula for -
determining an institution's need for *
SEOG funus for each award year. An
institutioo’s SEQG need equala 75

" percent or less, Iis collections will be
Tected by multiplyl AP

t. If the default rate is 10

proj

plying th
actual base year collections by 121

base year colleclions by 121 percent.
plus the additional amount which the
institution would have collected if its
base year default rate were 10 percent.

in order to calculate the additional
amount that the Instilution would have
collected if ita default rate were only 10°
percent (that is, the excess overdue
amount), the Secretary determines the
amount of deflaulted loans that would |
equal a 10 percent default rate.This is
done by multiplying the total amount of
matured 16ans by 10 percent. Second.
the Secretary subtracts 10 percent of the
matured loans from the principal
amount outstanding on defaulted loans
that the inslitution feports on its fiscal-
cperationa report, Third, this difference
is divided by the principal amount
outstanding of defaulted loans that the
inatitution reports on its fiscal-
operations report, Fourth, the principal
amount past due on defaulled toans is
multiplied by the percent resuiting from
the division in step three to determine
the excess overdue amount. '

As an example, an Institution’s NDSL
fund has:

« Matured loans totalling $3.605,191:

« Unpaid principal amount
outstanding on defaulted loans, as
reported on its fiscal-operations report.
of $814.010;

- Past due principal amount on
defaulted loans, as reported on its fiscal-
operations report, of $323,414; and

» Total principal and interest
collected, as reported on its fiscal-
operationa report. of $110,031.

Using these figures, the institution's
excess due amount is calculated 83
follows:

[a) Ten percent of $3,605,191 (matured
loana) equals $360,519.

(b) $614,010 (unpaid principal amount
outstanding on defaulted loans) minus

- $360,519 equals $253.491. .

* (c) $253,491 divided by $614.010 equals

41

(d) .41 imes $323.414 (past due
principal) equals $132.600, the excess
overdue amount.

se) $110,031 (the amount actually
collected in the base year) multiplied by
121% equals $133,138.

(f) $133.138 plus $132.600 (the excess
ovurdue)nmtzunl) equals $265.738. the

[y loet -

percent. (One hundred and t ty
percent is used because the Sccretary
expects a 10 percent per yrar increase {n
collections In both the current year and
the award year. A 10 percent collection
increase over a two year period ejuals
121 percent of base year collections,) If
an institution’s default rate is 8reater
than 10 percent but not more than 25

ted

proj

7. Applicatian review—Appraval of
request—Sectian 7 af each part. The
Secrelary Is Including section 7 elements
of the funding formula that an institu*ion
may appeal when requesting a review of
its computed funding level, :

The elementa that an institution may
appeal are: l|hu determination of

N 1

percent, its collections will be Proj

* by multiplying the institution’s actual

p tions used in determining
the FCC, including the exceas overdue
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amount applied as a penalty to
Instifutions with a default rats betwasn
10 and 25 percent, the denial of FCC
applied as a penalty 1o institutions with
adefault rate grester than 25 percent,
and soma of the elements used In
calculating an :nstitution’s self-belp and
SEOG need. These elements includs
costs of books and supplies, average

3 d family contributi
enrollment data used to determine
average tuition and fee costs, aod the
year used as the hase year, Thess
regulations also include the criteria used
to evaluate apgenll’ef lhfua elemeot.:.

tha default rate peoelty. Proposal sbould
Sact Is)

§ 8743 Apportionmentand

ba sent to the P
Indicated ln this preamble.

Executive Order 12291

Thesa regulationa have been reviawed
in accordance with Executive Order
1220

'nm.y are clagsifed s nonmsjor
because they do not meet the critera for
major regulations established In that
order,

Assossmant of Educational Impact

. lothe notice ofpmptjsed rulemaking,

The
aid administrators informatioo regarding
tha documentation appropriats to
subatantiate an appeal of particular
ltems.

Further consideratian NDSL default
rote penalty: Although these rules are
being Isaued as final regulations for the
NDSL programs, the Secretary has ooted
that & oumber of commenters to the
NPRM suggested that dilfereot types of
Institutions should be judged by
different default rale stundards. The
Secretaty ia therefore interested In
suggestions of ways to apply a default
rate measurement and peoalty, which
glve due regard to the relevant
differences among the student bodies
and types of instilutiona.-A outnber of
{nstitutions commenting on tha NPRM
expressed the view that the income of
tha atudent/family, the locatioo of an
institution, and its educational missicn
all bear directly on the likelihood of
borrowers to repay studeot Inans made
by that achool. Among the comments to
the NPRM, the Secretary did receive a
few apecific puggestioos: Two .
commenters suggesled that the average
Pell Grant Eligibility Indax st an
Institution could be used as 8 measure
of the likelihood of studeot repayment of
{ts loans. Each Index or range of indices
would then be assigned acceptable
default rates oo which the amount of
FCC would be calculated.

I\.nolh;‘r commenter expressed the

pini at Independent gtudent
represented a higher risk than
dependent students, aod warranted use
of separate acceptable default rates. A
number of others believed that an
Institution which “subsiantially™
reduced its default rate bad .
demoostrated a good faith collection
effort and shoulg receive the full FCC
for which it qualified.

In view of these comments the
Sccretary is intereated in any specilic
proposal regarding how to define the
different types of schools, what delault
rates sbould be acceptable, and how to
factor the Institutiona) differences Into

the Secretary req an
whether the proposed regulations would
require transmiasioo of Informatioo that
is being gathered by or is available from
soy other agency or authority of the
United States.

Based on the abseoce of any
comments on this matter and the
Department's own review. it bas been
determined that the regulations in this
document do not require inf i

reappor of Federa) captital
conlrlbutions to States.

a)***

(2)()) If funds apportioned under
paragrapb (a){1) of this section are
Insufficieot to pay a Federal capital
contributioo (PCC) computed under
$ 874.8a{b){1) to all qualifying
institutions, the Secretary apportioos the
remalning funds so that no State will
recelve }ess than a uniform minimum
percentage of the amount needed to pay
tha FCC computed under § 874.8a(b}{1)
to all qualifying institutions.

(if) if funds remain afer meeting the
FCC computed u'x_\der § 874.8a(b)(1) of all

8 Y 8pp
them s0 that each Institution receives
the FCC compuled under §§ 674.6,
074.0a, or 874.7,

(b) Reapportianment. [1) The
Secretary reepportions the amount of g
State’s apportionment that exceeds the
amount of approved requesis of
institutions i that State.

that is belng gathered by or 1s availabla
from any other ageocy or authority of
the United States.

List of Subjects
34 CFR Part 674

Education. Loan programs—
education, Sturtent aid

34 CFR Part 675

.

(2) The Secretary reapportions those
funds among the remalning States in
accordance with paragrepb (a){2) of this
section, {20 U.S.C.1087bb).

2, Section 874.4 i3 emended by .
revising paragraphs {a) and (b) to read
as follows:

§674.4  Allocation and realocation.

() Allocation. (1) The Secretary -

distrib Federal Capital

Colleges and universities. Educati
Employment, Grant programs-—
education. Student ald.

"3 CFR Part676 - -

Educalion, Grant progranis—
‘education. Student aid.

Citatioo of Legal Authorily _

A citation of statutory or other legal
authority {s placed in parentheses ¢ tha
line following each substantiva
provision of these final regulations.
{Catalog of Federal Domestic Asslstance
Numbers 84.038 Nstional Direct Student Loan
Prugra:m; 84.033 College Work Study Program:
es007 y 1 Educational O ity

Contribuli thorized by
seclion 461 of the Act according to
§% 674.8. 674.8a, and 874.7.

{2) I funds apportioned lo a State do
not equal the FCC as computed under
$ 674.6a(b)(1) of all instutitions
qualifying for FCC under § 874.8a{a). tha
Secretary reduces the FCC allocated to
cach Institutioo in that State. The ~
Secretary allocates to each insititution
in that Stata an smount bearing the
same proportion to tha FCC for which it
qualified under § 874.6a(b){1) aa that
State's spportionment bears to the
amount needed to pay the FCC

puted under § 874.8a{b)(1) of all

Grant Program}

Dated: July 27, 1882 .
T, 1 Bell,

Secretary of Education.

‘The Secretary amends Parts 874, 675, ~
and 678, respectively. of Title 34 of the
Coda of Federal Regulations to read as
follows: .

PART 674—HNATIONAL DIRECT
STUDENT LOAN PROGRAN

1. Sectlon 674.3 Is amended by
revising paragraphs {s}(2) and (b) ax
follows: ..~ i .

qualifying Institutions in that State.

(b) Reallacation. (1){i) Wan insti
anticipates oot expending all of its
allocated funds by the eod of an award
year, It must specify the anlicipated
unuged amount to the Secretary, who
reduces the Institution's allocstion -
accol ly.

(i} Other institutlons may apply for
the funds reported under paragraph

(b)1)() of this section on the form and
at the time specified by the Secretary.

(ili) The Secretary dlstributes the
funds reported under paragraph (b)(1){i)
of this sectioo to applicant instilutions ~ -
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in accordance with paragraph (b)(2) of
this section.

(2}(i) If the funds that become
available under paragraph (b){1) of this
section come from the State’s inittal
allotment under § 874.3(a)(1). the
Secretary reallocates those funds
proportionately to other institutions In
that State.

(if) The Secretary reapportions those
funds reported under paragraph (b)(1){1)
of this section that are not needed lo
maintain the State's initial allotment,
and any funds thal do not come from
that initial allotment, in a manner that
bent carries out the purposes of the
NDSL program.

3. Scction 674.6 is amended by
revising paragraphs (a), (b). and {c)(3) to
read as stiown below, and by changing
the word "education” in paragrapb
(e)(4){i) to read "attendance™.

$674.6 Funding procedure.

(a) Cencral. (1) Ench inatitution
applying for NDSL funds qualifies for an
approvedigvel of expenditure in the
following three stages—

{i) A “conditonal guarantee:™

(ii) A State increase based on jta “fair
share” of the Siate apportionment; and

{iii) A national increase based on its
“fair share” of the national
appropriation.

{2) The terms “conditional guarantee™
and “fair share” refer only to the level of
expenditure. The Secretary computes
the Federal capital contribution {FCC)
according to § 674.6a.

(3) Definitions—As used in this
cection—

(i} “Base year™ means the 12-month
period ending on the June 30 preceding
the closing date for ﬁlma an NDSL
apphcallon.

{if) “Current year” meana the 12-
month period ending on the June 30
immediately following the closing date
for filling an NDSL application.

- {iif) "Currenl year aulhonzcd level of
expendilurc means—

{A) The FCC awarded for the curn:nl
year: and

{B) The malching institutional capital
contributions. -

(iv) "Level of expenditure™ means the
amount of loans made in an award year
plus the amount the institution claimed
from the NDSL fund for administrative
expenses in thal year.

(b) Conditionol guorantee. The -
Secretary computes’a conditional
guarantee of the levePof expenditure n
the followlng wey:

(1) An institution that participated In
the NDSL program in the 1980-81 award

year receives a conditional guarantee
equal to the greater of—

{1) $5,000; or

1ii) 90 percent of its 1980-81 award
y.ar leve! of expenditures.

{2) An institution that did not
participate in the 1980-81 award year
and is not a firsl or second time
participant, receives a conditional
guaranlee equal lo the greater of—

(i) $5.000; or

(ii) 90 percent of ita level of

-expendilure for the first year it

participated in the NDSL program after
the 1880-81 award year.

(3} An Institution applying to
participate in the NDSL program for the
firat or second time receives a
conditional guarantee equal to the
wcalul of—

(i) 85,

{if) 90 perccnl of

—_—_—— w‘hm‘
Ervohed shudents I e your srvoimenk, or

(iii) 90 percent of its current year
authorized lcvel of experiditure.

(4) Nolwithstanding paragraphs (b)
(1). (2), and (3) of this scction, an
institution which was a first-time
participant in the 1980-81 award year or
any subsequent award year up to and
including the base year, and received a
higher conditional guarantee {n the
second year of participation, receives a
conditional guarantee equal to 90 )
percent of its second year conditional |
guarantee,

SRR

(3) Asused i in paragraphs {d) and (e)
of this section:

(i) Average cost of oitendonce means
the attendance costs for undergraduate
and graduste atudents. These costa
include tuition, fees. standard living
expenses, books, and supplies. (The
inslitution reports its total tuition and
fee revenues, and the Secretary uses this

- amount to determine tl:2 average cost of

attendance.)

(ﬂ) Eligible students means studenta
wh

(A) Where enrolled as regular

- students on at lcast a half-time basia in

an eligible program during the base
year:

(B) Met program regulation
requirements for citizenship or
residency in the United States for the
base year; and

(C) Applied for fi fal assist

Institution has on file taxahle and non-
taxable income data and all the other
information necessary to perform a
needs analysis using a methodulogy
approved by the Secretary.

4. Section 674.8a is revised to rcad as
follows:

$674.6a Funding procedure—Federal
capital contributions (FCCk

(a) For any year. an institution may
receive a Federal capital contribution
(FCC) if ita defaull rate is not more than
25 percent,

(b) An institution's FCC cquals %0
percent of jts—

(1) Conditional guarantee minua the
reimbursements for Direct loan
cancellations received in the base year
and loan repayments calculated under
pnragraph {c) of this section;

(2) State increase: and

{3) National increase.

(¢) For purposes of pnragrnph (b) (1) of
this section—

(1) If the institution’s default rateis 10
percent or less. the Secretary considers
ita loan repayments to equal 121 percent
of the amount it collected in the hau
year: and

(2) If an institution's default rnleiu
greater than 10 percent and not more
than 25 percent, the Secretary considers
itsloan repayments to be—

{i) 121 percent of the amount collccled
in the base year; plus

(ii) The additional amount it would

- have collected in the base yearifits

default rate were 10 pereent (excess
overdue amount).

(3) The Secretary calculates an
institution's excess overdue amount

y—

(i) Determining the amount of
defaulted loans that would equal a 10
petcent default rate by multiplying the
total amount of matured loans of the
institution by 10 percent:

(i1) Subtracting 10 percent-of the
matured loans from the defaulted
principal amount outstanding:

(i) Dividing the amount obtained o
paragraph (b)(3)(ii) of this section by the
chnulled principal amounl outstanding:
an

(iv) Multiplying the actual amount of
past due principal by the fraction
obtained in paragraph (h)(l)(ﬁl) of this
section,

(d) The dcfinition of "dcfault rate,”
"defaulted principal amount
outstanding” and "matured loan™ are set
forth in § 874.2. However, for purposes
of'!hls section, the Sceretary, when

for the base year, and for whom the

Al

G

lating an Institution's default rate.
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excludes from the numerator of that -~
fraction the following:

(3] Notes referred to the US.
Commissioner of Educatioo on or before
Serptember 15, 1970 If the institutioo
received either & notification of
acceptance or a recelp! from the Offic*
of Education:

(2) Notes assigned to the United
States on or before June 30 of the basa

. yenr and receipted by lhe United States;

(3) Notes that have beenin default but
on which borrowers have made
satisfactory arrangements to resume
paymenL

(e) No institution may receive mors |
Federal cupital cnnlnbulmn than it
requested.

(20 US.C. 1067bb)

" 5.Section 874.7 {s revised to read as

follows:

§ 68747 Application -ppell review. .
() An Institutioo may. at the time

specified by the Secretary, request &

review of iis computed level of

expenditure or its Federal capital

contributioo (FCC).«
b)A National Appeal Panel
pp { by the S Yy a
revie

(c) anwilhllundlng §§ 0740 and
674.8a 80 institutioo may appeal the
following elements used ko detennining
un institutioo’s NDSL level of
expenditure or FCC award:

(1) Fur purposes of determining an
in:mulmn s FCC uwm;d.

i) The exp . ud
the excess overdue amount used la
determining an Institutioo’s FCC; and

(ii) The disqualificatioo for FCC for
institutions with a default rate greater
than 25 percent aod

(2) For purposes of determining an
institution’s self-help oeed:

(i) The average cost of books and
supplies;

(if) The established expected Tamily
contrit-utions;

(iii} The enrollment data used lo
dﬂlen‘nlne average tuition and fee costa

(iv) The award year used as the base

(d) Tbe Secretary and the appeal
panel evaluate appeals on the baau of
the following criteria and d

(ii) for Institutioos whose first loans
entered repayment In the base year or
the yaar preceding the hase year, [ts
current collectioo efforta.

(3) The extent to which the Institution
can justify that the average cost of
books snd supplica does not accurately
reflect these costs at the institution”

{4) The extent to whicb the institution
can Justify that the standard expected
family contribution figures do not ion 1
accurately reflect the characteristicas of me pmpomo'n 0
the student body at the institution. b tional guarantee a3

{5) The extent 16 which the inatituticn ate’s allotmeflt bears to the total of
can Justify that the average tultioo and th
fee costa derived from the institutions’
enrollment deta do not uccuralely
reflect these costs at the instil

(8) The extent to which the Inatitution  funds hy the #nd of an award year it

se institutions an

can justify that the base year used to must, after gétermining the amount it
determine ita need for NDSL funds does ~ will carry @rward into the next aw.
not accurately reflect the institution’s year, spe

current need for NOSL funds. unused

(e) In establishing an Institution’s reduce
level of expenditure and Federal capital accor
contribution, the Secretary considers the
appeal panel’s recommendations aod its  the
reasons for the recommendations.

(f) The Secretary establishes an at
approved level of expenditure and
Federal capital contributioo based oo
procedures o § 874.6 sod § 874 Ba and
the appeal pancl’a

{20 U.S.C. 1087bb)" : :
PART 675—COLLEGPW(C ' at become available
PROGRAM

1. Section 6753 if amended by

revising paragrap)fs (b){(2) and (c]
l'ollowr.p e (2) and (c) ityfions in that State. The

(iii) The Secretary’dis tes
nds repor.led under P agrnph (b)(l i)

to maintain the Statc's initial
and any funda that do not

: m that initial allotment, in

(2){i) if ffnds allotted undefparagraph  accogflance with paragrapb (b){3) of this
is section do not gfeet the

n.
) The Secretary reallocates any
aining funds as follows:
(i) Fifty percent to uligihlc applican,
institutions to initiate, improve, or
expand cooperative education progfams
* conducted in accordance with Tigk Vil
of the HEA: and
(1) Fifty percent io a manncflhat best
carries out the purposes af thf CWS
program.
(c) Poyments to institutifns. The
Secretary allocates fundgffor a specific

ns, the Secretary Allots the
State wilt

a}f conditional guaranfees.
fler meeting the

required by the Secretary:

(1) The extent to which the instituti
can justify that ao increase io NDSL
collections of 10 percent per yuuh
unreasonable.

(2} The extent to which the institution
can justify that its base year defoult rate
does not reflect—

(i) 1ts current default rate; or,

8. In § 875.90 paragraphs (a), (b) and
(€)(3) arc reffised to read as follows:
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amount under § 878.20 during the 1977,
75 award year. Institutiona¥ grants
not include any student financt
susistanco.that an institution
by State’law to provide fro
funds and for which {s
any law In effect on

follows:

§678.7 Application
{a} An institu

specified by

review of

may, at the time
Jweretary, request a
amount of funds Itis .

view,
{c) Notwithstanding § 678.8 an
Institutiun pay appeal the followt
share elenients used in determi
institution’s SEQG need:
(1) The average cost of b,
supplies;
{2) The established p&pected family
contributions;

the following criteria and docusment;
requir=d by the Secretary:

{1) The extent to which the
can fustify that the averug;
books and supplies dog,

reflect these costs at the
{4) The extent to wbj

determine its negator SEOG funds does

ting on awurd amount, the
Secrptiry considers the appeal penel's
dations and its for the
fecommendations. ©
(D) The Secretary scts an awnrd
amount based on procedures in § 6788

11-922 0 - 83 - 2

and the appeal panel's
recommendations.

(20 U.5.C. 1070b-3)

[Note: Thig appepdix will not appear tn the
CFR)

Aix A__C yof €

Ap
and Responses

The following s a summary of the
public cormments received on
proposed regulatioss published January
7. 1682, 47 FR 908, end the Department of
Education r to those
Generally, the comments appear in the
order in'which the aspects of the funding
process to which they relate appear in
the regulations.

Reallocation

C tAfew ters have
aqreed that deleting the natural disaster
wad nationa! fair share criteria o8 they

* pertain to the reallucation procedures

wuuld be beneficial to the process at

thls time. Howeyer, one commenter did -

suggest that rather than opting for total
discretion at this point, the Secretary
should substitute some other specific
provision. .

Response: The Secretary proposed
this change to increase Mexibility to.
meet emergencies of uncxpected
problems. Substituling another specific
provision would only defeat the purpose
of the change,
Conditional Guaranteo

Comment: One commenter stated that
his school received a relatively large
allocation. which it needed and used, as
a sacond time participant in 1981-82 but

. had received only $5,000 the previous

year. Tha commenter tomplained that
the regulations will not permit the
school to claim the more advantageous
1981-82 nward year allocation as a basis
for conditional guaranteces in future
years. Two commenters argued that the
funding process did not do justice to

increasa their conditional guarantee that
second year |f thelr number of eligible
students increases between first and
second years. However, as the
commenter corectly notes, the NFRM
provided that all such institutions would
recelve conditional guarantees in thelr
third year, and each year thereafter,
based not on this possibly larger second
year conditional guarantee, but on their
Fiest year allocation. That first year
allocation may have baen smaller than
their second year conditional guarantes.

To meet the concern raised by the

ter» the S v is Including

provision In these regulations to protect
these institutions which would have lost
conditional guarantec funds as third-
time participants in spite of an increase
in enrollment {for conditional guarantee
purposes) since the 1980-81 award year.
An institution which was a first-time
participant in the base year and
received o higher conditional Buarantee
in the second year of participation will
receive a conditional guarantee in-
subsequent years equal to 90 percent of
its second year conditional guarantee.

The-funding formula assures new
gnrliclpnnln a conditional guarantee

ased on their actual enrollment in
either thelr first or second year of
participation. Older participants receive
a conditional guarantee based on their
level of expenditure in 1978 lor SEOG
and CWS, 1980 for NDSL. Institutions In
ejther category which need more than
the amount conditionally gusranteed
must compete for a share of the funds
appropriated in excesa of the amount
needed to meet conditional guaraniees.
The falt share of each is therealter
measured against the same objective
norms. The Secretary considers this
procedure, as revised in these
regulations, to be fair to newer
participants,

In response to the third comment, the
Secrelary notes that the Higher
Education Act assures each institution

newly-participati itutions. Another
commenter would like to sce the .
regulation changed to allow spplicants
to'choose either 1979-80 or 1980-81 8s a
base year for the SEOG and CWS
Program allocations.

Resp e firat \!
correctly notes that regulations
published on January 19, 1981 allow
those sccond-lime participants in the
CWS and SEOG programs which did not
participate in 1879 to claim a conditional
guarantea in that second year based on
either thelr first-year allocation or their
current enrollment multlplied by thd
aversge expenditure at comparable
institutions. Second-t* 1e NDSL program
participants have the same option o

an allocation equal to its 1979 CWS or
SEQG expenditures, ond he accepts this
amount as the basis for subsequent
conditional guarantees. To allow an
institution to use either its 1979 or its
1980 allocation as a conditional
guarantee would undermine the
principle that Increases In need alter
those years are to be measured by the
same objective compirative st ds
and met through the "folr share” part of
the funding formula. )

Substantial Declina in Enrollment
Comment: One commenter

) complalned that the condm‘onal
s {nstitotion is red

8 ofan
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under these regulations where the total
enroliment of an inslitution dectines,
without regard to the number or
percentage of its eligible aid population.
Another commenter complained that the
standard of a 30 percent decline in
enrollment used to trigger the red

expenditure permits the institution to
lend the full amount collected. but will
not qualify the Institution for any
increase In jts FCC for that year.

Cost of Attendance
C & C from bolh
A 1, tal Id,

in vonditional guarantee was
unnecesssrily bigh, and that a 10 percent
reduction was substantial enough
Response: The Education
Amendments of 1980 assured
Institutions thetr 1979 level of CWS
expenditures, but required the Secretary
to reduce CWS awards to schools
uuﬂennga lubalunhal decline in total
S y reali that

and predomlnately commuter
inatitutiona claimed that the cost of
attendance calculation used in
determining the fair share portion of
thetr allocations unfairly discriminated
Aagainst their institutions.

Response: The amount appropriated
in excess of the conditional guarantees
of all institutions Is divided based on a

an institution’s nuud for CWS n

. formula ing relative inamullonal

does not necessarily—decline at the same
rata as its total enrollment. and thus
reduces the institution’s conditional

need, This “fair share™ formula, in
aecllon 8 of each of the program
has a variable and a fixed

uarantee in direct proportion to the
ecline, if any. in its population of
students cligible for CWS,

The Secretary sclected 30 percenl lo
trigger this reduction rather than a
smaller percentage to avoid reducing
fundlng to schools parﬂcu'nrly those

with small in
which the decline in enrollment
d a loss of a relatively small

number of students. To minimize the
effect on an institution with relatively
minor fluctuations in enrollment, 30

t. The fixed p t is the
"standard living expenses’, get for the
1982-83 award year at $3.200. 47 FR 910,
January 7, 1982, The variable component

income and dependency status of fta
student body.

Response: The NDSL fund is designed
to operate as a revolving fund.
nupplemenlnd by FCC. 1t is lherufore

for the S

before providing further FCC lo an
institution. whether such funds will in ~
fact be administered and repaid in a
manner consistent with that design.
Based on the Department’s own studies.
as well as ita experience in

i the NDSL program and in
collecting student loans. the Secretary

Q,\ believea that institutional default rates.

although related o the income levels of
the student body. are more related to
other factors clearly within the control
of the institution. The latter include not
only the quality of the institution’s
collection activity, but also the manner
and type ofloan counseling given
student borrowers and the degree of .
aludunl satisfaction w:lh the quality of
the by the school.

18 the average tultion and fee ch
cach institution. derived by dividing
total tuition'and fee revenues at that
school by the number of studenta
enrolled.

Data gathered by the Department
shows that institutions with a large
number of commuting studenta may
appear to be favored by the $3,200

percent was chosen as the threshold for
potential funding reduction.

Fair Share

C One dered
what would be used in place of
(national) fair share after the
conditional guarantee had been
determined.

Response: The commenter
misunderstood the change in the use of
reallocated funds. The fair share
cancept [s not being deleted in any way
from the allocation process. As already
addressed in a previous response, these
regulations only eliminate national fair
share as a predetermined priority for ~
reallocated funds.

Collection and Level of Expenditures

CommunL One commenter
1

d that the ions do not .

iving exp figure, but those
institutions also tend to have a high
number of part-time students and thus a
lower average tuition'and fee charge.

- Conversely. institutions with mostly

residential students may appear to ba
penalized by a standard living expense
figure somewhat less than typical actual
student expenses. but those same
schools tend to have fewer part-time

students and therefore a higher average

tuition and fee charge. Furthermare,
Institutions which contend that the
averaging of tuition costs misrepresents
the real effect of those costs on the
average cost of attendance at the
institution may appeal that {tem under
these regulations.

Default Penalty

Comman Sevurnl comme nters
lieved that an institution’s NDSL

allow an institution which collects
enough to operate its loan fund as
revolving fund. to re-lend the full
amount collected that year. but only an
amount equal to 90 percent of the
previous year’s expenditures.

Response: If a school collects more
than [t uxpuclud it may inczease its

pp dlevel of expenditure simply by
requesling the eppropriate regional--
office of the Department o authorize a
higher level of expenditure. Such an
increase in the approvedlevel of

¢

defnull rate so depends on factors
beyond its control. such as the type of

. student served by the institutjon, that

application of the same default rate
measnrement to all institutionas Is unfalir,
Thes2 commenters contend that & loan
program making funds available,
without credit references, to needy
studerits can be expected to'suffer a

. large number of defaults. Other

commenters urge use of a varying
punally rate. depending on the type of
fon and the position by

These factors within the control of the
institution bear on the absolute number
of defuulls on ils loans, but NDSL i

vide the insti wil

ad’ded means of reducing [ts default
rate. The Department accepts p
assignme:’ ! ! fyulted NDSLs whlch
the instiz: onstrates were
properly mude «nd on which it
exercised diligence in collection: both
factors are clearly independent of the
charactenistics of the student body or -
the type of school making the loan. Such
assigned loans are excluded from the
calculation of the Institution’s default
rate under'§ 674.6a{d)(2). Institutions
may deler repnyment, or revise
repayment schedules, for all borrowers
if extraordinary circumstances such as
illness or unemployment warrant.
£ 674.34(c). Recent amendments fo the
statute allow an institution to extend the
repayment period to accommodate the
needs of low-income borrowers on new
loans. § 674.34a(g)(1). This fNlexibility
helps an Institution more readily arrange
repayment terms for low-income student”
borrowers who may have already
defaulted, and loans on which

Y repayment arrang t
have been made are excluded from the
dufaull rate calculation. § 674.6a(d)(3).

A number of
fell that the default penalty unfalirly
penalized current needy atudenls
because of the repayment hlslory of pall
d Two

stricter loan making and colleclmn
procedures fnstéad of such a penalty.
Other commenters considered the
default penalty to be unfair to small
schoolu and those schools new to the

Nat!,

of } 1 Direct S
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Loans. because the presence of aven s
few borrowers in default at a achool
vAAth few matured loans could easlly
distort the perception of the actual loan
collection effort at an institution.
Responae: Tha argument that these
regulations penalize the cwrrently-
enrolled poor applies only with regard
to a particular [nstitution. If an .
institution reccives a reducad FCC, or
none at all. because of an unacceptable
default rate. tha funds which might hava
accrued 1o that institution will be
allocated. inatead. to othar Institutions.
for needy students at thosa Institutions.
Becauae under the NDSL program
Federal funds are loancd rather than
granted. and because those loana are
made only to needy students regardless
of the institution making them. it is
reasonable for the Secretary to allocate
the limited available funda to thosa
institutions with proven success at
managing and collecting their loans. As

_ discussed earlier, the imposition of the

default penalty Is not unfuir or harsh
with regard to the institution Itself. and
similarly pelther harsh nor unfuir to the
unlverse oPneedy students. The

‘The 10 perceni figure selected as the
maximum acceptable default rate. as
measured according to § 674.6a(d). in .
fact approximates tha actual national
averaga default rate for tha liscal year
endlng June 30, 1880 (11.8 percent). -

‘That average. moreover, Includes
thosa loans in default more than nine
years. which may be excludad from tha
default rate calculation for appeal

* purposen, 8 explained later In these

comments and In instructions for

ppeals already di inated to the
financial aid community. Furthermore.
the percentaga of institutions with

default rates of 10 percent onless .

increesed from 40.5 percent in [iscal
year 1880 to 45 percent In fiacal year
1881.The Secrelary expects that the
petcentage of institutiona with rates of
10 percent or less wili continue to
Increasa. These regulations allow
Institutions to further reduce their
default rates by demonstrating on
appesl the success of their collection
efforts through December 1881,
Moreover. the graduated effect of the

of FCC, As stated In the NPRM. if the
Secretary Initlally applies the default
rate sanction to reduce or eliminate the
FCC an Inatitution may receive. the
institution may appeal that “default
penalty™. § 674.7(c)(1)(ii). 1t does so by
demonstrating that the default rate
triggering that sanction, a rate derived
from base year statistica, le no longer
accarate. and that an accepiable rate
has been reached. § 674.7{d)[2). The
Secretary has here modified the wording
of this section to clarify this point.
Institutlons with default rates between
10 and 25 percent may appeal the
penalty by appealing their “expected
collections”.

Contrary to the commenter's
arguments. Title VI of the Civil Rights
Act of 1904, and @ fortiori, a disparate
impaci™ standard. obviously do not
apply to or control actions by the
Department in distributing NDSL funds:
nonetheless. any institution initially
barred from receiving FCC because of &
default rate In excess of 25 perceny may
appeal that denial through the National

Secretary ngrees that an institution
which is just starting to collec its firat
NDSL accounts may experience a high
default rate despite careful loan
counseling and diligent collection, solely
because a few delaults may represent a
high p ge of its small ber of
matured loans. Therefore. for the 1882~
83 award year. if an institution's first
NDSLs entered repayment status
between July 1. 1970 snd June 30. 1981,
the Secretary interprets tha appeal
criterion In § 674.7(d){2) to allow such &

“new” which

that its default rate hus steadily
declined to receive FCC despite a
default rate greater than 25 percent.

Comment: Some commenter stated
that the selection of 10 percent as the
maximum scceptable default rate 13
unreslistic and arbitrary. Anothar
commenter felt that the sanction of
eliminating FCC for institutions with .
default rates in excess of 25 percent s
too harsh. :

Response: Neither the reduction of
FCC based on default rates. nor the .
selection of 10 percent as the meximum
default rate permissible without
affecting FCC calculstion, is arblitrary or
unrealistic. The General Accounting
Office {GAQ). In reviewing collection
elforts on the NDSL progtam. has
:lmngly recommended that l.llcu

ates

default rate sanction serves as 8 Appesl Panel process.
imul fon and |; tive for C t: The same commenter \
i ment for institutions with stated that the Department improperly

p

unacceplably high rates. For these
reasons, the 10 percent figure is neither
arbitrary nor unrealistic,

DNata compiled by the Department
through Juna 30, 1981 shows that less
than 12 percent of all institutions have
default rates in excess of 25 percent. 1t is
likely that after completion of the appeal
process less than 10 percent of all
institutions will still be found. for
default penalty purposes, to hava
default rates over 25 percent.

To institute a credible sanction, the

* Secretary believes, as GAO has

ded. that an abaolut
tolerable default rate must be adopted.
In light of thix data, the.selection of 25
percent as the maximum tolerable
default rate {s reasonable.
Comment: One commenter asserted

. exaggerates the Institution’s default rate

by deriving that rate from statistica!
categories different from those speciflied
in the regulations. The commenter”
contends that in measuring the default
rate. the Department should consider
only those payments past due and in
default on loans at that schral. noted at
Scction (c). line 8, columin (1), page 37 of
the institution’s Fiscal-Operations
Report and Application to Participate in
tha NDSL, SEOG and CWS Programs
(FISAP), not the entire principal amount
outstanding on those loans. noted In
colunin (e) of that same section of the
FISAP.

Response: The commenter
misunderstands the calculation of
default rate. The regulations deline

- “default rate” as the “defaulted

1 amount ding™ divided

that eliminating FCC to an i princip

with a defusult rate in excess of 25 by the total principal amount

percent ted an unappealabl tstanding on matured loans, Ze. thoae
{rrebuttable presumption against its which have at any time enfered
recelving funds. The terargued  repayment slatus, § 674.2. “Defaulted
that this tion bad an ibl incipal tstanding”

.disparate impact” on Blacx and

Hispanic students. and sought a8 walver
of this bar for Institutions serving
substantial numbers of such students. at
least to allow such schools access to the
appeal process.
Response: The lﬁommunler
isundaratands the Tat:

Y 1! an
default rate and withhold Federal funds
from schools tha! exceed that rate.
These regulations adopt that

. recommendation.

The
NPRM used the phrase “default penslty
applied to institutions with a default:
rate 8teater than 10 percent” to includa
both the reduction und the climinatl

P g is
defined as the tato! amount borowed

- that has reached the repayment stage.

minus amounts repaid or cancelled. an
loons repoyable mantlly and in default
at leost 120 doys (or 180 days if
repayable less frequently). The toto/
omount borrowed on matured loans is.
obviously in repayment stotus (§ 674.2
and Section C-1, FISAP, p. 8} and thus
that entire amount (s lo be counted
under the regulatory default rate
formula, not merely the amount of those
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installments past due. The formla b

§ 6742 and that nsed i zalculsting
entries on line (8), colorm {f) of sectior
Cofthe FISAP are thus the same.
Moreover. the terras of the NDSL loan,
Part 674, Appendix B, Section {ZXAL
permit the institution to accelerate the
loan if oy installment is missed. Both
the regulstory definition of “defaclted
principal amount outstanding™ and that
in the FISAP count only the outstsnding
balance on loans in which atleast three
consecutive payments are misged It is
reasonable to assume that after three
payments are missed the obligation to
repay the entire balance of such loans

has, or should have, been accelerated by *

the inatitution. On an accelerated loan,
that entire outstanding balance ia in fact
due and in default, rather than merely
the one or two missed paymenta.
Comment: Two commenters felt that
the default tate problem could be solved
with fairness to all types of Institutions
by allowing a more prompt assignment
of loana to D rather than requiring an
institution to wait two years, One
commenter suggesied thal 120 days
would be more appropriate: Finally. one
commeater felt u:|al the default rate

community colleges was due to the large
number of students who transferred to
four-year institutions. These students
have little need far tranacripts from the
former since such records often become
part of the records at the four-year
inatitutiona. Besides this loss of
leverage. the increased difficulty in
tracking Lorrowers wbo transfer
contributes 1o the default problem at
these sch -

Response: The \wo-year period

ferred to by the ts

mandated by Section 483(a)(5) of the .
Higher Education Act and may not be
changed bty the Secretary. The Secretary
concedes that the higb namber of
transferring students can for several
reasons create particular di*ficulties for
community colleges, but does net
concede that these dilficulties warrant
exception from the default rate penalty.
First, such & school may appeal the
calculation or application of the default
rate penalty. Secondly. the school may
assign tothe Department loans in
default for two years and thereby *
ex'clufle them from the default rate

defaults related to the highly-transiont
“ nature of its student body. Neither
imposes any additional fnandal
burdem: tbe formeer service ta free, the
latter, chargesble to the NDSL fand.

Appeals

C Several ters raised

objections not to the appeal giteria and
documentation requirements listed in
the NPRM at § 6747 (c} and {d). but to
thu appeal Instructions and suggested

default rate penalty, the Secretary
intends po discrimination against
proprietery schools. Rather, the
exclusion of such pre-1972 defanlts
eliminates from the defaalt rate

* measurement process oaly those loans

made before the Office of Educatioa

. oifered formal gridelines to

participating sclwo0ls oo proper loan

- management Jnd collection practices.
" The first NDSL collection

were poblished in a 1967 loan manual

information ly 1o th
adled o Baancasaid aaming Loans made pursumni o the o
These commenters contend that the repaytnent status ko fiscal year 1972,
Secretary by distribuling this . nlr‘:eyy::nbdme the base year used for

information In a direct mailing rather
than publishing it in the Federal Rogister
bypassed the publication requirements
in the General Education Pravisions Act
(GEPA).

Responge: This comment; which bears
not on the proposed rula but on its
implemeotation by Lhe Department,
misconstrues the pature of the material
mafled to parlicipating institutions
regarding appeal procedures. The
instructions merely list the appeal
criteria already specified in the NPRM
and suggest ap i d i1

statistical purposes on current
applications for FCC. Fanlty loan
ion and 1

efforts on loans maturing in 1972 are
therefore fairly considered the school's
responsibllity, hence thoae later defaults
are properly counted against the

- school's default rate. Because most %

proprietary institutions first participated
after 1972, and had from the start the
benefit of directions on loan
management and collection, it is
reasonable to measure them againat the

to subatantiate an appellant’s claim for
relief from the Departmeat's
determination of a particular funding
clement. Other material may be
supplied. and submission of the
apecilied documentationf does not assure
a successkul appeal. The Instructions
add no requirements or procedures to
those published in the NPRM. aod GEPA
does not, therefore. require thety
publication. Furthermore. by previewing

°~ the substance of those instructions at

workshops conducted for the public in
the fall of 1981, the Secretary gave

p d of other institutions
at that time. -
Timing of Regulation and Funding
Process

C A ber of !
stated that by publishing these final
regulations so shortly after publishing

. the NPRM and notifying institutions of

their tentative allocations for award

year 1982~83, the Department showed no

interest In seriously considering .
bmitted In to the

NPRM.
R The Secretary admits that

ample advance fng of their
by mailing them as soon as they were

the short time between the publication

- dates of the NPRM andu‘of these final -
Vot densed the "

linalized directly to the affected
individ 1 i 1. Inld Armini tors,
the Secretary further respected the
reasons underlying the publication
requirement. *

consideration period more than might
have been desired. Each comment was
fully considered. however. Furthermore,
the Secretory that every cffort

Comment: A number of ters
specilically complained of one of the
appeal Instructions described carlier

h

was made to alert the financial aid
community to the changes made in these
lati and to solicit comments

which allow Institati I
loans which have been in collection for

° atleast nine years from their default

rote calculations. Proprietary
institutions complained that this specific
option discriminated against them,

if the schoal properly
documented the loans and ised due

from interested parties, well before the
publication of the NPRM, throngh
kshop ducted for i jal aid
administrators. This amply
demonstrates a serious effort to

Resp The Secretary beli that

diligence In attempting collection. The
school must {oclude loana in default less
than two years in ils defaclt rate |

calculation; however, diligent use of the ~

Department’s skip-tracing service, ot
employment of a commercial siip-
tracer. would help reduce the number of

t of collection effort of
many Institutions {s distorted by -
requiring them to fnclude loans in
default nine or more years in their
default rate calculation year after year.
By allowing exclusion of these Yoans
from the default rate calculation for

" institutions which choose to appeal a

publicize proposed changes and.resp
o community reactions to them.,

P 5 One + Juested
additional information on the definition
of “small entity™ uscd by the .
Department under the Regulatory
Flexibilitv Act. The saame commenter
alsodisogreed with the Secretary’s -
certification tbat the regulations wonld
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not have & significant economlc h;\pncl
on a substantial number of small
enlities. The commenter believed the

default penalty and verification

.

provisions would bave a signlficant
economic impact,

Responsa: The Department uses the
definitions of “small local educational
sgency” and “small institution of higher
education” published on Janusary 186,
1041, at 48 FR 3920. If the Department
decides to change these definitions. naw
dofinitions will be published in the
Fedaral Registar for public Gomment.
Since thase regulations apply to
lnnlllullom of higher education. the

finition of “small nstitution of higher
educalion™ is npphcnble More -
specifically. since the full-tihe
equivalent student enrollment figures
were nol readily available. this
definition includes those Institutions
with a total student population of less
than 550.

L 3

resources. such 8s actual loan .
repayments and/or cancellation
reimbursemants. that It [n fact has the
same amount of funda made available to
1t as if there were no penalty, Second, as
a result of the decreass in the fiscal yeat
1992 NDSL appropriation. many schools
will in fact receive less FCC than they
would gualify for In years with lerget
appmpriullon- In computing tha

“average” reduction attributabla to the

) defuulzrcnnlly. 1t was assumed thet the

nationa] average "percentage fundablo™
was 85.84 percent, This figure {s that
percent of new FCC for which all
Insttutions qualify which the NDSL
appropriation suffices to fund. In fact, as
are d d, the totel t

experienced an average withheld FCC
smount of $81,132, Under the new nile,

. small schools with default rates over 25
percent will experience an average FCC
withheld of $24,052, and large schools.
$60.878. The new rule In fact has less
average impact on small schonls. These
figures for 1682-83 under the new rule
are somewhat overstaiod, again. for the
same reasons as applicable o those
schoola [n the 10-25 pcrcenl defnuh
range; school ded in preli
calculations mey likewise luccessfu"y
appeal that determination and qualify
for FCC. For these reasons the Secretary
concludes that the new rule will not
have a ll’gnﬂ'cnnl economic Impact on a

for which Institutions quallfy will inall
likelihood increase: the gmalu the total

number of small institutions
In this second category.

Micrall

amount of funds for which { ti
qualify, the smaller the percei.tago of
that amount funded will be.

Por these reasons, the “average”
Avuetl ln Fcc attributable to ‘h

The phrase * t
fmpact” is not dul'med In the Regn!nlory
Flexibility Act. The proposed
regulations did not establish any
mandatory verification nqmrumcnu
Therelore, it was not possible to
attribute any economle impact to this
provision. The verification requirement
has been deleted from these final
regulations.

Two categories of Institutinns are
alflected by the default penalty: those
with default rates between 10 and 25
percent. which have their FCC reduced,
and those with a rate exceeding 25
percent, which receive no PCC for that -
application. For those institutions in tha
first category. with defsult rates
between 10 and 25 percent, the FCC is

* reduced by the “excess overdue

amount,” that portion of their defaulted
loans which would have been received
if the Institution had a 10 percent default
rate. The institution. In other words. is
treated as 1 it had an acceptable default
rate, and hnd collected the amount {t
would have recovered had it a 10
percent rate.

To asseas economic Impact on small
{nstitutions, one must determine the
amount of the penalty affecting thosa
schools, For several reasons, the exact
dollar amount of the penalty applied to

. small Institutions as 8 group cannot ba

determined.
First, new FCC s basad on the

'defuu_l penalty used In the following

analysis thus overststes the real effect
of the penalty In many cases. For the
1982-83 gward year. preliminary data
Indicates that if the amount attributable
to the default pehalty, considered In
Isolation. were In fact to reduce FCC,
the 275 small Lnstitulions alfected would
suffer an everage reduction of $6.988, an
amount sulficient for about 10 average
loans. On the other hand. 542 larga
Institutiona will suller. [n theory, an
average reduction of $48,102.
Furthermore, tha elements on which tha
default penalty reduction is based may
be appealed and modified, further
reducing the average decreaso in FCC.
Finally, funds actually withheld from
small Instltutions with unacceptable

“defaull rates will be redistributed to

those small instltutions with acceptubls
rntes. There will be, therefore, no net
impact on small institutions, as a gToup,
with default rates'In the 10-25 percent
range. For all these reasons, the
Secretary concludes that this provision

- of the regulations will not have s
significant economic impact on a

substantial number of small lnstllullom
In the first category.
Institutions ln the second categoty,

‘those with ¢ 11t rates over 25 percent

will not qu 1ify for FCC under the new
rule. Currer.” ;egulations sllow such
lnsumllom new FCC only Il they

ate that despite tha rate. lh!)'

difference between the app d “level *

of expenditure™, 34 CFR 674.6(b). and
lendable resources available to tha
institution: Its actusl and projected
repayments. its reimbursements for -
tescher service. 8nd military service of =
,its borrowers. The “excess overdue
"amount™ is treated as snother resource.
The amount of these recources varies
widely from achool to school: a school
theorotically sulfering reducad FCC
because of a default rate between 10
and 25 percent may have sufficiant

ere excrclsing due diligenceln * -
collection. 34 CFR 674, Bn(n][a) 48 l"R

C Three miscell
comments were received. One
commenter Indicated that his iastitution
accepted the loan accounts of an
Institution that went out of business. As
a result, he does not think it fair that his
Institution’s default rate should Includa
the lnan accounts from that closed .
school. A second commenter suggested
deleting the CWS reall
which devotes to cooperative education
programs 50 percent of those funds
remalning after meeting the State's
Initial allotment and any deficiency in
any Institution’s conditional guarantes.
Finally, a third commenter requested
that institutions be given a choice in the
selection of base year to use for the
Institutional gift ald Figure in lhe SEOG
need calculation.

Response: The main reason an
insttution accepta the fund froma .
closed school is o Increase the size of
the fund from whicb It cen make loans

. toils own students. An institution that
accepted the loan accounts of a closed
school must be willing to accept the
liabillties as well as the benefits of
having another Institution's accounts
assigned to it. Sc@ond, the cooperativa
educallon program provision is 2 —

1 L and therelore, tha
ccmlary “has no avuthority to delets it.
Third, in Implementing the statutory
formula for determining SEOG need the
Secretary selected 1977-78 as the year
for mcnlurln.g institutional gift aid nncr
fon with the fi

* ald community, There was general
agreement thal use of o fixed year
would eliminate that disincentive to

5251, January 19, 1801, Th
impact of the revised defn ult pcnnlly for

schools In this category Is. therefore, the

gift ald which a
moving base year mlghl create. Given
lhe sellled expeclnlionn of parilcipating

difference In b ween current
and revised rules, Under current
procedure In award year 196182, small
scbools with default rates greater than
25 percent experienced an average
amount of FCC withheld because of the

_penalty of $27,843; larger schools

g8 this position, the
Secretary does not believe 1t desirable
tochange the list of appealable |tems to
permit appeals of this Item g0 late in the
current funding cycla. but wlll consider
allowing such appeals In the future.

[FR Doc. &3- 2000 Filed 7-30-42 843 am)
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Mr. SimoN. Before we call on our witnesses, let me ask my col-
leagues if they want to add anything.

Mr. Ford.

Mr. Forp. Thank you, Mr. Chairman.

I am very happy to see you having hearings on this matter and
frankly I am a little bit taken by surprise that the Department of
Education would move as precipitously as they have ia this matter.
After dragging their feet with the regulation, sort of tantalizing all
of us with what they had in mind, they have now moved in a way
which really catches many of these institutions off balance.

I am certain, Mr. Chairman, that during these hearings the
Office of Education will be happy to tell us about their stewardship
of the Education Amendments of 1980, which you and I passed
with all the members of this committee virtually in agreement. We
fully intended to improve the loan collection situation not only
with respect to NDSL, but with GSL’s as well. v

Indeed, even in the very worst case described here by the Depart-
ment, used as justification for these regulations, the schools are
doing much better with these loans than anybody is doing with the
veteran's cost of instruction loans.

I continue to be amazed that program can continue in the 50-per-
cent repayment rate consistently year after year and nobody seems
to want to do anything about it. However, it is not under our com-
mittee’s jurisdiction.

If one looks at the loan collection record of loan programs under

"your committee, Mr. Chairman, over the last 4 years you will see
an extraordinary improvement statistically in the collection.

That didn’t just happen by accident. It happened through the
persistent efforts of the committees on the House and Senate side
in urging the previous administration and the current administra-
tion to institute businesslike practices at all levels ci the loan ad-
ministration. It was also intended to assist the smaller institutions.
which did not have the business office capacity in the early stages
of the participation in the program to anticipate how much detail
and how much business acumen was going to have toc be allocated
to the program.

I recall during the 1980 reauthorizations and prior to that, in
1977, when we were .considering what eventually became the
Middle Income Student Assistance Act in 1978, that among the
many facets of loan collections, we analyzed the problem of
NDSL'’s. : :

I shared some stereotypes which people had developed over the
years about the kind of people who had trouble paying back their
loans. I fully expect that when you observe a population of stu-
dents in a school which is heavily populated with children from
low-income areas of a community and low-income family back-
grounds and low-income personal experience before they get to the
institution, that all which is reascnable tells you that the chances’
that a large number of those students are going to escape very far
from the low-income base that they are launched from are not very

eat. o
glrThe chairman’s contrast between Harvard and Yale and East St.
Louis is a good one. I look at the high default rate list and see in-
stitutions in the city of Detroit which are representative of the pop-
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ulation of « - . which has been experiencing a 60-percent unem-
ployment rate among black youth aged 18 to 25 for well over 3
years.

How in the world could anybody pay a loan back there? I don’t
see anything indicating that the Department realizes the difference
between coming out of a training program in a Detroit or a Pitts-
burgh or a Cleveland or an Akron. Why just look at Akron alone
where I very recently found out they won’t even be making auto-
mobile tires after October of this year. '

There are parts of this country that are just totally devastated
economically. There are programs tha. 3, 4, 5 years ago made all
kinds of sense in terms of training people and aiming them toward
employment.

Employment is gone. It just seems to me in the middle of the
greatest period of unemployment we have had since the depth of
the Great Depression that the Department of Education shows no
sensitivity to the impact of the times that we are in and the condi-
tions that we are in on this program.

It is almost a miracle when one looks at the deterioration in the
last 3 or 4 years of the economy in the industrial northwest and
northeast, and what was becoming the industrial southeast, and
recognizes that at that very same time there is a constant decrease
in the default rate in this program.

How could you be doing better at collecting money when job op-
portunities have been disappearing by the thousands every month?
They must be doing something right at these schools if they im-
proved default rates under the conditions which they have been op-
erating under for the last 4 years.

I submit’' that :aey have been improving because we made
changes as recently as 1980, and then again in 1981 with respect to
IRS cooperation, that have not yet had an opportunity to fully
impact the institutions.

I think the Department is moving too fast and too radically. I
would hope that this committee could slow them down a little bit
and we can pause and reason together over the realities of where
we are.

Maybe what they want to do now would make sense if the insti-
tutions had a couple more years to see how they react to the
changes which were made in Federal law, the regulations which
ought to be made to implement those changes, and then some
upturn in the econoiny.

I would become panicky, Mr. Chairman, if unemployment was
geing down and loan collections were going down with it. But when
I see unemployment going up 2nd loan collections going up at the
same time, that is the best indicator of a good faith effort on the
fgax;f of both the borrowers and lenders which one could possibly

ind.

How can you argue with the fact that when things are getting
tougher, people are paying better? Does that indicate that people
are not making the effort they were before? I don’t think so, and I
don’t think the administration has the right response for what ev-
erybody recognizes as the preblem. ,

Obviously, we would like to have 100 percent collection because
then we would have more money to make available to other stu-
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dents who need it. But this is not the way to reach 100 percent col-
l%gtion. This is the way to truly discourage people from making any
effort.

The schools which are trying to improve, Mr. Chairman, and
those that have been making some improvement, are going to get a
kick in the teeth with this regulation. It will say to them, don’t
bother to improve anymore because even if you try, you can’t make
the impossible goal we are trying to give you. So just quit. Stop
f_ul}ngng the race. You are too far behind to win, so don’t even
inish.
 That is what these regulations-will do. I hop~ that the committee
will seriously consider modifying the regulations at the very least
before they are allowed to go into effect. oo

Thank you, Mr. Chairman.

Mr. SimoN. Mr. Erlenborn.

Mr. ERLENBORN. Thank you, Mr. Chairman.

I don’t have a prepared statement, but let me say those who are
truly friends of the national direct student loan program ought not
automatically react against a proposal to improve the collection of
thece loans and to decrease the default rate because this program
will not be sustained, will not be supported if we continue with the
sort of default rate that we have had in the past in all too many
institutions that have taken advantage of this program.

1 don’t know if these are the best regulations to effect better col-
lection. I applaud, Mr. Chairman, your calling this hearing so that
we can hear some testimony and make that judgment.

But there seems to be on the part of some that automatic ad-
verse reaction to any proposal to force institutions to improve their
default rate. Many institutions have a very good collection rate, a
default rate of 3 to 5 percent in many institutions. That low, 3 to &
percent, is not unusual. Yet, there is another group of institutions
where default rates run 80 percent and higher.

I think it is very interesting when one looks at the list that has
been published in Higher Education Daily of the institutions that
wiil be affected by these regulations. One thing stands out: Aca-
demic institutions are by and large not included in this list; propri-
etary institutions by and large are.

The profitmaking institutions have been taking advantage of this
program and have had the highest default rate. In my own State of
Ilinois—I won’t read the names in full of these institutions, I don’t
want to embarrass anyone, but let me just read parts of the names
of the vast majority of the institutions in Illinois: the Academy of
Beauty Culture, Institute of Cosmetology, Coiffure School of
Beauty, another school of beauty, School of Cosmetology. It is these
proprietary institutions. ‘

The same thing in California. You should see the list of the insti-
tutions in California. I haven’t counted them, but it looks like
there are a couple hundred institutions in California that would be
affected. Most of them are like the Mountain View Beauty College,
Universal Beauty Academy, Medical and Dental Assistants School,
another beauty college. These are almost entirely proprietary insti-
tutions that have these high default rates. )

My colleague from Florida—not Florida, I bet he wished he
were—from Michigan—particularly these days I bet you wish you
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weren’t from Michigan—suggests that it is the economic times that
have caused these high default rates. These default rates have been
at these extremely high levels for many, many years, long before
we were in the recessions of the last couple of years. :

Again, Mr. Chairman, I don’t know if this is the best approach,
but let me say that politically this program will not be supported
" unless we begin to make attempts to reduce these default rates and
to disqualify those who have made no attempt to collect the de-
faulted loans. S

Let me also say that I believe that efforts to improve the collec-

tions began in the last administration under Secretary Califano. I
applaud the efforts that he began and have been followed up by
successors in the Department of Health, Education and Welfar
and Department of Education. : :
. Mr. Chairman, I hope-that we will find a way to work coopera-
tively with the Department of Education to see that this program
is made to work better, that the loans that are made are collected,
and therefore the program can continue. If not, I predict that the
program will have to terminate.

Thank you, Mr. Chairman.

Mr. StMON. Mr. Peyser. ‘
~ Mr. PeyseRr. Thank you, Mr. Chairman. ' : :

Mr. Chairman, I will be brief in this. I think it is important to
note that what we are seeing here is a pattern that is absoluiely
consistent in this administration. This administration started out
with the purpose of ending Federal support to education in this
country. o ‘

They have had amazing success, unfortunately, over the last year
and a half. We have been able-to hold on to some things, but you
know if the 1983 budget that the President presented to us were
enacted, we would have cut over 50 percent of all Federal aid to
education in 2 year’s time. ,

What they are trying to do now with the direct student loan, as I
say, is totally consistent with the grand plan. Within the next
couple of years, if they can it seems the plan is to eliminate all of
these programs. I think that is what we have to be very careful of.

In a very brief response to my friend from Illinois, who cited a
number of schools dealing with development of people learning the
trades, whether it is beauty parlors or mechanics or things of this
nature, we are talking about the people, poor people who are
trying to learn a craft or a skill that can ultimately let them
become taxpayers in this country, so they can get out of the abso-
lute depths of the poverty situation that they are in. ,

If we have losses in this direction, so be it. These people are
making an effort, and I don’t think we can look at names and titles
of schools and say those are the ones that have the big default rate.
Those may be the very ones who are reaching :the people that
nobody else is reaching and giving them a chance at life today. )

I think it is vital that this effort continue. It isn’t just those
schools, incidentally, but community. coileges around this country
that also reach in an economic sense, and in many cases students
from a lower level of the economy. . o : .

We will hear testimony this morning from the Sullivan Count
Community College, which is typical of many small community col-
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leges that are really doing a very important job in education and
yet are suffering under the new groposed regulations that will
have a terrible impact on them and will strike at the very young
people that we should be most concerned about helping in educa-
tion.

I am hopeful that the results of this hear1ng wﬂl be a change in -
these regulations, a striking back at what I view to be an outra-
geous program that this administration is on in terms of education.

There are just so many other places that money can be saved
and that money can be used. So much spending is just totally irrel-
evant to the future of our country especially when taken out of
education.

I yield back the balance of my time.

Mr. ERLENBORN. Would the gentleman yleld?

Mr. Peyser. I would be glad to yield to my friend.

Mr. ERLENBORN. Let me just say that the gentleman tries to Jus-
tify the nonrepayment of these loans on the basis of the economic
conditions of the loan recipients. If you want this to be a grant pro-
gram, make it a grant program, but don’t clothe a grant program
in the guise of a loan program.

I would also suggest that there is plenty of evidence that lawyers
and doctors who achieve their professional status who are now
working for .the Government are refusing to repay their Govern-
ment loans. It ian’t just the peor people.

Mr. PEYSER. I have no argument W1th those g)eople. In fact, I am
all for getting them. This committee has moved over the last sever-
al years, as the gentleman well knows, toward every effort to make
those collections. We should keep doing it. A

The gentleman did cite the kind of cases that I thlnk—and it is
not a grant program—where we ought to hold out the hope and be-
lieve that many can repay. But if they don’t, so be it. It doesn’t
mean we give up on them. But. it gives them the chance. They are
the poorest ones in the economic sense, and they are the ones who
most desperately need this program.

I yield back the balance of my time.

Mr. Forp. Mr. Chairman, I just have to respond to the assertion
by the gentleman from Illinois that if you want to make it a grant -
program, make it a grant program. I guess he and I are the only
two survivors from the writing of the 1965 Higher Education Act.
Then we indeed tried to make it a grant program and Congress
wasn’t yet ready for what we later did with something called
- BEOG’s—now Pell grants. We fooled around, for some time, for ex-
ample, on how much the interest rate was going to be.

I don’t believe there was anyone on the committee at that time
that really gave much attention to the question of what loan collec-
tions were going to be. I don’t think there was anyone at that time
who realistically believed that the collection of loans was going to
impinge on our intent to expand the availability of loans because
we were concentrating then on a population that to a great extent
that now actually is the populatlon that is being served by this pro- -

gram

The gentleman is one of the great friends in th1s Congress of the
guaranteed student loan program. We have worked together over
the years to protect and enhance that program. But he knows full
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well that his friends in the banks and my friends in the banks
don’t want these kids. They didn’t want them in 1965, and still
don’t want them.

If we let this program close up for the very poorest of those par-
tlmpatmg in the program, there is no place for them to go. Are
they going to go and take the more scarce dollars now in the guar-
anteed student loan program? No. :

. What we are really talking about is squeezing out the people at

the very bottom of the bottom and not leaving any alternative for
them. Some of them I suppose without access to the loan might
qualify for an adequate BEOG grant, now called a Pell grant, and
that might replace it. It will put an additional strain on that pro-
gram, I guess, at the very time that the gentleman’s party has
adopted a budget to cut the money in that program.

Now, you can say what you want, John, nobody on this commit-
tee has worked harder than you and I have to protect the integrity
of these programs by seeing to it thdat money was collected.

We are not automatically saying that you shouldn’t collect or
that you should forget about collections because we are dealing
with poor people who don’t have access to jobs at the level of the
economy where they are trying to enter the job market. But the
facts of life are such that if the administration goes ahead with
this regulation, it is going to be one more way to demonstrate that
the poorest of the poor, as Chairman Perkins so frequently de-
scribes them, are going to be pushed out.

I find it interesting to see that what you call academic schools
are indeed included in this list. I see at least three on the high de-
fault list in Michigan which produce an awful lot of people for the
University of Michigan, which we proudly recognize as the finest
public university in the country bar none.

I know you folks in Illinois long for the day when ycu could beat
us either in football or academically and that you have some feel-
ing of inadequacy. But I am proud to live in Michigan, even when
~we are unemployed.

Mr. SiMoN. On that prov1nc1al note, we are going to take a recess
for a rollcall.

[Recess.] ;

Mr. Pryser [presiding]. We will start the hearing again. Chair-
man Simon will be back in just a few mmutes We do want to move
this along.

We are very pleased to have as the first witnesses this morning
my colleague, Walter Fauntroy, who has certainly over the years
expressed a deep concern in the areas of education and particularly
the impact on the poor. Accompanying him is Rev. John Satter-
- white, on behalf of the Black Churches and Colleges/Universities
Network.

Walter, if you would start, we would be dehghted to hear your

testimony.

-STATEMENT OF HON. WALTER E. FAUNTROY A DELEGATE IN
CONGRESS FROM THE DISTRICT OF COLUMBIA

'Mr. FaunTrOY. Thank you, Mr. Chairman.
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I certainly appreciate the opportunity to appear before the com-
mittee. I want to express my heartfelt appreciation to the Subcom-
mittee on Postsecondary Education for providing me the opportuni-
ty, in my capacity as chairman of the Congressional Black Caucus,
to tzstify before you on the serious concern which we in the Caucus
have with the Department of Education’s unt1mely and, in our
view, ill-considered proposed rule changes in the nat1onal direct
student loan program. .

While my colleagues and I in the Congressional Black Caucus
share a concern with the impact of these proposed rule changes on
all students and institutions of higher education, I will be confining
my remarks to what we perceive to be the impact of these proposed
rule changes on black students and predominantly black institu-
tions of higher education.

Mr. Chairman, as you know, on July 28, 1982, the Department of
Education pubhshed a list of 528 institutions that would become in-
eligible to receive the NDSL allocations due to proposed rule
changes making any institution with a default rate in excess of 25
.percent ineligible for additionaBINDSL funds.

This rulmg will have a devastating impact upon 59 predommant-
ly black institutions of higher education. The majority of these in-
stitutions lack a substantial resource base from which to operate:
and maintain existing programs.

Before listing that impact, however, let me just familiarize you
with some important history that I think bears on the proposed
cutbacks.

. Black institutions of higher education have only received Federal

support since 1965, when Congress provided for equal opportunity
through access to educational funding. Thus, only recently has
there been a Federal commitment to ameliorating previous inequi-
ties in support of predominantly black institutions of higher educa—-
tion.

Additionally, the proposed rule changes appear to have been
made within a context that ignores the improved collection rates at
the affected black institutions. The proposed rule change will have
the actual impact of penalizing black institutions with an 1mproved
record of collection.

Mr. Chairman, the 59 affected black institutions of higher educa-
tion have performed a very special mission in providing an educa-
tional opportunity to the majority of our Nation’s black students,
enabling them to enter the mainstream and contribute to the well-
being and wealth of our Nation.

At this point I would like to focus on the victims of the proposed
rule changes. Students who have nothing to do with institutional
shortcomings in administering the NDSL program will be penal-
ized by this proposed rule change. They are being made pawns m a
fiscal and political controversy not of their own making.

The timing of the proposed NDSL change is particularly cruel
and, in our view, irresponsible. It comes on the eve of a new school
year. and will have a devastating impact at this point in history be-
cause of previously legislated cuts in the Pell grant program, the
supplemental educational opportunity grant program, and college
 work study programs.
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It comes at a time of depression-level unemployment and under-
employment in the black community with, as you know, rates of
unemployment nearing 20 percent in the black community general-
ly and in many of our communities as high as 60 percent for black
teenagers. ;

Of course, this places severe restrictions on the abilities of black
families to contribute toward me:.ting the expenses of their young
people for higher education. Over 90 percent of black students at-
tending institutions of higher =sducation already have extremely
limited resources on which to draw for higher education expenses.

The proposed rule change, coming at this late date, so close to
the advent of the fall semester, threatens chaos, with campus-based
student financial aid awards only being tentative allocations.

Many institutions among the 59 affected had counted on NDSL
allocations to provide the first portion of a given student’s pay-
ments on tuition obligations. This proposed rule change of the De-

* partment of Education has the potential to impact upon and sacri-

fice the educational plans of 125,000 black students at 59 predomi-
nantly black institutions in 18 States of our Nation. ,

In place of this proposed rule change, it would seem to us to be
far more constructive, responsible and sensible to establish a part-
nership between the Federal Government and these affected insti-
tutions to set up a timetable for repayment and to provide techni-
cal assistance to correct the default situation that these institu-
tions find themselves in today. '

Rather than implementing this ill-considered rule change, I
would recommend for consideration to this subcommittee a 1-year
moratorium on the implementation of the proposed change. This
would provide the necessary time period to provide the institutions
with the necessary technical assistance to correct a situation that
has had its roots in historical neglect of predominantly black insti-
tutions of higher education.

This would be a far wiser choice, in our view, and would enable
our Nation to protect and promote some very valuable national re-
sources, 125,000 black students and 59 valuable institutions, which
are a vital part of our Nation’s educational infrastructure.

I want to thank you for having offered us this opportunity to be
here to open this hearing on this subject.

[Prepared statement of Hon. Walter Fauntroy follows:]

PREPARED STATEMENT OF HoN. WALTER E. FAUNTROY, A DELEGATE IN CONGRESS
: - . From THE District OF COLUMBIA

Mr. Chairman, I want to express my appreciation to the Subcommittee on Post-
secondary Education for providing me with the opportunity in my capacity as chair-
man of the Congressional Black Caucus to testify befcre you today on the serious
concerns which we in the Congressional Black Caucus have with the Department of
Education’s untimely and ill-considered proposed rule changes in the national direct
student loan program. While my colleagues and I in the Congressional Black Caucus
share a concern with the impact of these proposed changes on all students and insti-

" tutions of higher education, I will confine my remarks to what we perceive as the

impact of these proposed rule changes on black students and predominantly black
institutions of higher education. .

Mr. Chairman, as you know on July 28, 1982, the Department of Education pub-
lished a list of 528 institutions that would become ineligible to receive NDSL alloca-
tions due to proposed rule changes making any institution with a default rate in
excess of 25 percent ineligible for additional NDSL Funds.
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This ruling will have a devastating impact upon 59 predominantly black institu-
tions of higher education. The impact.of. such a cutback on black institutions of
higher education will be especially severe. The majority of these institutions lack a
substantial and secure resource base from which to operate and maintain existing
programs. )

Such proposed cutbacks and rule changes appear to ignore some very important
history. Black institutions of higher education have only received Federal support
since 1965, when Congress provided for equal opportunity in. access to educational
funding. Thus, only recently has there been a Federal commitment to ameliorating
previous inequities in support of predominantly black institutions of higher educa-
tion.

Additionally, the proposed rule changes appear to have been made within a con-
text that ignores the improved collection rates at the affected black institutions. The
proposed rule change will have the actual impact of penalizing black institutions
with an improved record of collection.

Mr. Chairman, the 59 affected black institutions of higher education have per-
formed a very special mission in providing educational opportunity to the majority
of our Nation’s black students enabling them to enter the mainstream and contrib-
ute to the well being and wealth of our country.

At this point, I would like to focus on the victims of the proposed rule change.
Students, who have nothing to do with institutional shortcomings in administering
the NDSL will be. penalized by this proposed rule change. They are being made
pawns in a fiscal and political controversy not of their making. The timing of the
proposed NDSL change is particularly cruel and irresponsible.

It comes on the eve of a new school year and will have a devastating impact at
this point in history because of previously legislated cuts in the Pell grant program,
the supplemental educational opportunity grant program and college work-study
programs. v .

It comes at a time of depression level unemployment and underemployment in
the black community with rates of unemployment at about 20 percent and one out
of every three black workers affected by unemployment. This places severe restric-
tions on the abilities of black families to contribute toward meeting the expenses of
higher education. ' :

Over 90 percent of black students attending institutions of higher education al-
ready have extremely limited resources on which to draw for higher education ex-
penses. : . :

The proposed rule change coming at this late date, so close to the advent. of the
fall semester threatens chaos with campus-based student fizncial aid awards only
being tentative allocations, many institutions among the 59 affected, had counted on
NDSL allocations to provide the first portion of a given student’s payment on tu-
ition obligations. o ‘

This proposed rule change of the Department of Education has the potential to
impact upon and sacrifice the educational plans of 125,000 black students at 59 pre-
dominately black institutions in 18 States of our Union. . ‘ .

In place of this proposed rule change it would be far more constructive, responsi-
ble, and sensible to establish a partnership between the Federal Government and
these affected institutions to set up a timetable for repayment and to provide tech-
nical assistance to correct the default situation that these institutions find them-
selves in. .

Rather than implementing this ill considered rule change, I would recommend for -
consideration to this subcommittee’a 1-year moratorium on the implementation of
the proposed change. This would provide the necessary time period to provide the
institutions with the necessary technical assistance to correct a situation that has
its routs in the historical neglect of predominately black institutions of higher edu-
cation. : : Co . -

This would be a far wiser choice and would enable our Mation to protect and pro- -
mote some very valuable national resources, 125,000 black students and 59 valuable
institutions which are a vital part of our Nation’s educational infrastructure.

1 thank the subcommittee and you, Mr. Chairmau:, for the opportunity to appear
before you this morning. ' .

Mr. FAauNTROY. I am so very pleased, as-you indicated, to have
accompanying me Dr. John Satterwhite, who is a man of long---
standing support and participation in higher education as a clergy- -
man and as a leader in our church community. \ : , :
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Dr. Satterwhite is currently the professor of ecumenicity at the -
. Wesleyan Theological Seminary and formerly served :* the dean of
the Hood Theological Seminary and professor at Livingston Col-
-lege, one of our fine black colleges ir the country. .

Dr. Satterwhite is also the editor of the African Methodist-Epis-
copal Zion Quarterly Review and in all those capacities has com-
mitted himself to developing a creative partnership between black
institutions of higher education and our churches, in an effort to
promote the survival and sustain the ability of our students to ac-

- quire higher education in this country. '

STATEMENT OF REV. JOHN SATTERWHITE, BLACK CHURCHES
s AND COLLEGES/UNIVERSITIES NETWORK

Reverend SarteRwHITE. Thank you very much, Congressman
Fauntroy. , B

Mr. Chairman and members of the subcommittee, I want to ex-
press my appreciation to you, the Subcommittee on Postsecondary
Education, for providing me an opportunity in my capacity as a
member of Black Churches and Black Colleges/Universities Net-
work and as a board member of the National Conference on Black
Churches and Churchmen to testify before you today on the serious
concern we, as the black church, have with the Department of Edu-
cation’s untimely and defeating proposed rule changes in the na-
tional direct student loan program. ’ )

Although my colleagues and I in the Black Churches and Col-
leges/Universities Network are concerned about the effects of the
proposed rule changes on all students and educational institutions,
-1 will confine my testimony-to the potential impact that these pro-
posed rule changes will have on black students in predominantly
‘black colleges and universities. ,

Black "colleges, universities, and seminaries are.splendid hall-
marks of higher education’s contribution to American pluralism
and play the vital role in maintaining both diversity in educational
choice and autonomy from Government control. :

Historically, the black colleges and universities were primarily
founded and supported through private philanthropic sources.
These institutions have never depended solely on Government Fed-
eral funding of any kind. ‘

- However, during these times of austerity, we, the Black
Churches and Black' Colleges/Universities Network call upon the
Government to be understanding, compassionate and realistic in its
giving assistance to help preserve such a rich educational heritage.
. These colleges and universities have educated great scholars in
the following areas: social sciences, health-and medical sciences,
applied sciences, physical and military sciences, religion and theol-
ogy. . S S : :
Mr. Chairman and members of the subcommittee, as the Black
Churches and Black Colleges/Universities Network, we are deeply
concerned ' about the effects of the proposed NDSL regulation
changes on the 140 black colleges and universities of this Nation.
~ -We are especially concerned about the immediate effects of these
- changes on the 59 black colleges and universities listed by the De-
. partment of Education as those that will not receive additional.
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NDSL allocations because their NDSL default rate is in excess of
25 percent. ’

Our particular concerns with the default penalty section of the
proposed regulation changes are as follows:

First, although there may have been high default rates 10 years
ago, since the NDSL regulations of recent years, the collection
rates at many black colleges/universities have improved. Thus, we
believe that new applicants should not be penalized for previous de-
faulters.

Second, black colleges/universities have only received Federal
support since the bipartisan Congress of 1965 passed the education
acts providing for equal opportunity in access to educational funds.

Thus, it has only been through those acts and legislation of
successive bipartisan Congresses, including the present one, that
this Nation has begun to remedy the previous gaps in support of
black higher education. :

Therefore, to impose such drastic cutbacks in student aid at this
point in history in the face of severe unemployment, which has
taken a heavy toll on the economic resources of black families, re-
flects an insensitivity to the educational needs of and in the black
community.

Third, because our black institutions of higher education perform‘
a special mission in educating the majority of this Nation’s black
students, thus enabling them to enter the mainstream and become
productive taxpayers, we need to insure that the national support
for equal opportunity in higher education, which has so recently . -
come to the scene, is not negated. .

Mr. Chairman, although the black colleges and universities of
this Nation are predominantly black, they have always extended
an invitation with the hope that black, brown, red, yellow, and
white persons will elect to participate in the liberation of persons
for our redemption and to enhance the quality of life for all in this
country. '

This is the methodology of black educational institutions which
have their roots in the black church: the capacities that our broth-
ers and sisters have in common; the experiences of the church in
daily communion as students and educators striving to find new
wa¥s to create channels for liberation and newness of life; and the
ability to provide leadership to bring about a society dedicated to
the well-being of persons.

" In closing, Mr. Chairman, and members of the committee, let me
therefore state that the Black Churches and Black Colleges/Uni-
versities Network recommends the following:

First, that there be a l-year moratorium on the implementation
of the proposed regulation changes to provide time for public com-
ment and possible amendments; and

Second, that the Black Churches and Black Colleges/Universities
Network will work closely with black graduates to encourage them
to repay their NDSL loans on a timely schedule.

I sincerely thank you, Mr. Chairman and members of the com-
mittee. ~ :

Mr. PEvsER. I thank both of you gentlemen for your statements.

Due to the fact that we have a vote on the budget reconciliation
on the floor right now, I am just going to ask for a brief comment
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from each of my colleagues here. One, I think your statements are
excellent and very much to the point. L e -_ .

I would like you to recall that it wasn’t many months ago that
President Reagan, in a 5-minute radio talk on education, said that
he wanted to assure black colleges in this country that they had
nothing to worry about, that his administration was dedicated to
keeping them going and to keep the opportunity for them. Now we
see the result of that, but this is not unlike a Jot of other promises
and safety nets that had been set out by the administration.

I thank you for your testimony. I certainly am in strong agree-
ment. :

Mr. Erdahl, would you like to comment?

Mr. ErpasL. Thank you very much, Mr. Chairman. _

Before doing that I should mention that our chairman, Paul -
Simon—maybe he got the message to you—asked me if I would run
back and get the meeting started. I was detained by a State senator
from my State who wanted to get into the gallery. But this is just
to let you know that Mr. Simon’s absence is not an indication of
his lack of interest because he was called into an Illinois delegation
meeting. : . :

I just want to also commend both Dr. Satterwhite and Delegate
Fauntroy for their statements and the emphasis that they have,
and also the specificity of your suggestions. I think most of us
would agree that while we need some regulation, we should have
regulations hopefully that don’t negatively impact on some people
that need to get an NDSL. Sometimes it is a ticket out of poverty
or a new chance for the best shot at life possible.

On the other hand, I think we have to realize that in this time of
austerity that we must see that we do a better job of collecting. I
think your comments here were well-taken. I think of the local
. hometown banker. If he has trouble collecting loans, he doesn’t
quit making them. He does a better job of explaining them in the
first place and a better job of collecting them in the second place.

I hope we can do that probably with some modifications in the
proposal that we received from the department. :

Thank you very much, Mr. Chairman.

Mr. Feyser. Thank you.

Mr. Weiss.

Mr. Weiss. Thank you very much, Mr. Chairman. :

The only thing I want to add is that obviously the timing of this
proposal is just utterly reckless and heedless of the consequences
- that it is going to have on both students and the institutions.

On that basis alene it seems to me that the department would be
well advised to review what it has done and at least provide a 1--
year interim period so that people can adjust to what in fact they
are expecting to be done. The testimony was just outstanding. :

Thank you, Mr. Chairman. . - . -

- Mr. Peyser. The committee will recess..We will return for the
next panel as soon as this vote is completed. . - - - ' :

[Recess.] : S o S

Mr. SmmonN [presiding]. The subcommittee will renew its hearing. -
My apologies for being absent. We have a little thing called a tax
bill that we had a meeting on. . : L . .

Vile
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We are pleased to have a panel here and to present as the first
witness the president of Sangamon State University, with which I
was once affiliated. I am sure they may deny that, but it is a fact.
We are pleased to have the president of Sangamon State Universi-
ty from Illinois here. ,

Dr. Lacy.

STATEMENT OF ALEX LACY, PRESIDENT, SANGAMON STATE
UNIVERSITY, SPRINGFIELD, ILL.

Mr. Lacy. Mr. Chairman, thank you very much. '
We do not deny that, and I think the chairman should know that
our faculty has reserved a place for you. We hope you don’t call on
that place until about 2001 because we would rather have you here,

but the place is still there.

Mr. Simon. I thank you.

Mr. Lacy. Mr. Chairman, you have my opening statement. I
would not atterapt to repeat that. I would like to make a couple of
points that I believe might be phrased a little differently from the
very good points that have been made so far both by the previous
witnesses and by the members of the committee.

I am not Lere because our institution stands to take a significant
financial loss on this matter. We stand to lose only about $13,000
this year if this regulation is adopted. That does mean, however,
that about 12 students will not ba able to attend our institution as
a result. That is a significant number. I am more concerned about
the politics and philosophy of the situation than the actual amount
of money that we stand to lose. o

It appears to me that by administrative practice and now by pro-
posed regulation the Department of Education in effect is attempt-
ing to rewrite congressional intent for this program.

We now have financial aid offices and business offices across this
country in a great state of confusion about this program. I am
afraid in actual day-to-day practice, as they consider the ican
making opportunities, the focus is now on the security of the loan,
not the need of the student. : o

I would hope that this committee could find a way to reempha-
size the clear congressional intent of this program to aid needy stu- -
dents. It is a subtle matter, perhaps, but I believe it is true that not
just those institutions that have default rates above 25 percent, but
those in the 10- to 25-percent range, and those who fear they may -
be reaching the 10-percent range, that they are perb»ns overly con-
cerned in these economic times about the security .:# iii¢ loans they
are making. ‘
- Second, Mr. Chairman, I believe the points have been very well
made already this morning that this action is very untimely both
in terms of the academic year and tke current financial planning
of students and in terms of the curreut state of this economy.

Furthermore, I can see no constructive results coming from this
regulation. I can clearly see = number of very negative results
coming from this regulation. : '

The regulation penalizes i:inocent students who have nothing to
do with this default rate. J think that is a great shame. Although it -
is difficult to document, it is my belief, Mr. Chairman, that the :
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likelihood is that if this regulation is adopted, it will in effect real-

" locate money away from most needy students and toward students

who perhaps have other alternatives of financing their education.

You noted, Mr. Chairman, in opening this hearing, the example
of East St. Louis as one of our most difficult economic areas.
Nearly half the students who are in default at my institution grew
up and came to us from East St. Louis.

We know these students well, we know their current circum-
stances. Many of these students are the first members of their ex-
tended families ever to receive a baccalaureate degree. Many of the
students who are in default are currently employed. It also hap-
pens that they have other debts, some of those also connected to
their education that they have to pay, some of those to banks
where the banker’s opportunity to delay collection are not as great.
Also, they have families to support. In many instances, because
they now have a baccalaureate degree, they are the only members
?_f their extended families with a job. Food and rent has to come
1rst. ;

We are in correspondence with many students who are in de-
fault. The only option that I have left to me as president with these

. students is to go to litigation. I have not yet taken that step, which

I believe is the only option I have left, because I don’t believe the
courts can do anything more than our business officer has done. I
don’t believe they can collect the money any more successfully.

I do believe that these students are going to pay as soon as the
opportunity presents itself to them in a reasonable way for pay-
ment. I would hope, Mr. Chairman, this regulation could be de-
layed for at least a year so that during that period of time other
alternatives which might be more constructive could be considered.

Thank you very much. '

Mr. SiMoN. Thank you. 8

We will hear from all the witnesses and then have questions.

_ [Prepared statement of Alex Lacy follows:]

PREPARED STATEMENT OF DRr. ALEX B. LACY, JR., PRESIDENT, SANGAMON STATE
UNIVERSITY, SPRINGFIELD, ILL,

Mr. Chairman, Members of the Committee, thank you very much for the opportu-..
nity to testify on this important subject. I want to thank you, Mr. Chairman, and all
of the members of this committee for the outstanding leadership that you have
given on the critical issues concerning higher education that have been before you
in the past two years. These are difficult times for our nation’s colleges and univer-
sities. You have brought sound reason and a constructive perspective to bear on the
important debate that we have had about higher education in this administration,
and I am certain that the positions you have taken in this committee in support of
higher education will pay rich divi ends for our nation in the long term. Our col-
leges aad universities remain the one basic institution in our society which have a
range of resources equal to the scope of the problems faced by our society. We have
within our colleges and universities capabilities which can make a vast difference as
our nation looks to the future, and we appreciate the support and guidance of this
commitlee as we attempt to husband those capabilities and apply them wisely.

The NSDL program is one of those central programs that has served our country
well over the years. It has brought a college education within reach for many of our
young people who, without the program, would not have had the opportunity for
Tormal study beyond high schooll.) 1 have been dismayed, Mr. Chairman, by recent
rhetoric which seems to attempt to redirect the intent of this ;:)r:gram. The rhetoric
is essentially that there has been a change in the public m from support for
needy students to support for a policy of making safe loans which are certain to be

repaid. The rhetoric, Mr. Chairman, has created much confusion about this program

..
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to the extent that the journal, Business Officer,! reported in its last issue that “Col-
leges and universities find themselves in a dilemma about whether to treat NDSL
solely as a program for needy students or act more like a lending institution and
minimize risks.” C

Quite to the contrary, congressional intent in this program is clear, both in the
language of the Act and the legislative history of the gill. The program is aimed at
providing loan funds to students in need. If you had wanted us to apply the criteria
that a bank would apply in making a loan, you would have designed a different
kind of program. However, you did provide a need-based program and certain risks
are involved in that kind of loan-maEing.

The results of the program, Mr. Chairman, have been well worth the risks, At
Sangamon State University, I believe that we have done a good job of implementing
congressional intent in this program and our results have been impressive. We have
taken young people off the street corners, provided them with a solid educational
opportunity, and watched as most of them now make significant contributions to
our society and to its economy. They are paying taxes now. Without this program, it
is likely that many of these former students would be drawing tax funds in this
economy. The vast majority of these students have paid their loans on time and
have been responsible in every way toward this program. The need-based program
has worked, and my first request is to urge this committee to reiterate that this is
the continuing congressional intent for the program.

On a second matter, Mr. Chairman, I want you to know that we have taken our
collection responsibilities seriously. We have made every effort to collect these
loans, the Department of Education rhetoric about us notwithstandin . We have
used every collection tool available to us, including the use of our state’s most suc-
cessful private collection agencies. We have tried to imlpler_nent every suggestion
that the Department has ever made to us concerning collection. In our institution,
the matter has had the careful attention of myself as President apd of our govern-
ing board, the Illinois Board of Regents. We have taken creative ={eps in the collec-
tion programs. This year, for instance, the President of our stizdent body ang ¢
wrote a joint letter to each delinquent former student explaining the im ortarnce cf
their repayment to this current generation of students whose financial needs are
extraordinary. That plea got results. I assure you, Mr. Chairman; that, whether or
not new funds are made available to us, we will continue to make every effort to
collect these loans.

However, Mr. Chairman, I hope that even yet steps can be taken to delay the Sec-
retary’s decision relative to the distribution ‘of the new dollars. The decision is not
an appropriate remedy or penalty for the problem. It hurts innocent students—this
current generation of students whose needs, at least in the case of Sqngamon State
University, are very urgent. The Secretary’s decision does not put us in a better po-
sition to collect the money, and thus is not a constructive decision. Furthermors, it
foils congressional intent by, in its effect, redistributing the new dollars away from
those who need it most urgently and have no other alternatives toward those who
need it less and may have other alternatives. .

Furthermore, the timing of the Secretary’s decision could not be worse. It comes
at a time when student need is very high. The general state of the nation’s econo-
my, continued inflation as rgﬂecte? in tuition and fee charges and other costs of
education, and major_reductions in other federal student aid programs make this
fall a particularly difficult time for many students and their families. A reconsider-
ation of this decision, or at the least delaying it for a year, could make a big differ-
ence in the individual lives of many students. . ‘

A number of questions should be considered during a reconsideration period. The
Department’s definition of institutional delinquency, for instance, is one of these
questions. The delinquent list does not include those institutions who have elected
to turn their loans in default back to the Department. These loans are still due,
those institutional default rates are reall stiﬁ high. In a very real way, some of
these institutions have been less responsible than those of us who are stil trying to
cope with the problem, collect the money, and in so doing refused to pass the buck
back to the Department. Yet these institutions will receive new dollars and we will
not under the current Department of Education policy.

I hope, Mr. Chairman, that this committee will request the Secretary to delay the
implementation of his decision for this year’s appropriation accordingly. The time
could be used to develop other, more eﬂictive, more eguitable steps to achieve the
goal of collecting all of these loans. To that end, I would recommend that the Secre- .

1“ED Assessment of NDSL Program Indicates Why Borrowers Default, How to Collect
Loans,” Business Officer, Vol. 16, No. 1 (July 1982), p.7.
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tary convene a task force of Presidents from institutions with high default rates and

' give them & mandate to come up with alternatives over the next ninety days for a.
new policy that could be implemented during this next year.
_ Thank you, Mr. Chairman.

Mr. Smmon. Next, Leo Corbie, acting vice chancellor, the City
University of New York. We are pleased to have you here.

STATEMENT OF LEO CORBIE, ACTING VICE CHANCELLOR, THE
CITY UNIVERSITY OF NEW YORK, ACCOMPANIED BY ANGELO
B. PROTO, DEAN FOR STUDENT SERVICES

Mr. Corpie. Thark you, Mr. Chairman and members of the sub-
committee. ,

I thank you for this opportunity to commment on the recently re-
leased regulations of the campus-based student assistance funding
process as they apply to the national direct student loan program.

I am Leo Corbie, the acting vice chancellor for student affairs
and special programs of the City University of New York, the larg-
est urban-based university in the Nation, dedicated to the principle
of access to higher education.

It is composed of 18 colleges—9 senior colleges, 1 technical col-
lege, 7 community colleges, and 1 graduate center—with an enroll-
ment of 173,000 students.

Its mission is to provide education to all of the people of New
York City who are seeking higher education. We are leaders in the
area of open admissions because of this mission. )

The population that we serve is poor, evidenced by the fact that
of the 110,000 students receiving student financial aid, over 70 per-
cent of them come from families with incomes of less than $12,000.

Since the 1972 amendments to the Higher Education Act, the
philosophy of access and choice of higher education has been
widely accepted. This philosophy is a good one, one to which the
City University of New York fully subscribes. CUNY provides
access.

The new proposed NDSL regulation, without postponement, will
deny to the university approximately $2 million of Federal capital
contribution to this NDSL fund. Additionally, the nonreceipt of the
Federal funds will result in the loss of $225,000 of matching funds
from the State and city as the institutional share of new funds.
This means that 3,500 students will not be able to receive loans at
the City University of New York. '

The university is opposed to the timing of the regulations as it
relates to the funding process and the university’s planning and op-
eration for financial aid. It is also opposed to the appeals mecha-
nism, which do not allew for consideration of factors such as the
institution’s effosts in collections and the nature of the students
they serve. : : '

The old regulations permitted the schools to receive funding
from the national direct student loan program if they either
showed significant improvement in reducing their default rate or
certify that they were in compliance with the due diligence re-
quirements with respect to loan servicing and collections. Under
the old regulations, schools had to be in a position to prove compli-
ance with due diligence to receive new funds. ' :

4
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City University has reduced its default rate from 46 percent to
22 percent in 3 years. While we are asking that these regulations
be postponed so that CUNY, the City University, can receive funds
to assist the students for 1982-83, it has not been negligent in its
efforts to service and collect on its own student loans.

The university is opposed to high default rates and has taken ac-
tions to address the problem. We are spending over $1.5 million per
year to service our loan portfolio. We have stepped up our collec-
tions activity in recent years by using more aggressive collection
agents, litigating more and by lending out second placement collec-
tion contracts. :

We have recently used a tactic which was used by the Depart-
ment of Education. We match our defaulters against our payroll re-
. cords and are pursuing payment from those people aggressively.

Plans have been made to set up an in-house collections group to
supplement our contracted collection agents, a payroll match
against State and city payrolls if there are no legal barriers, and
more rigorous quality assurance standards.

The issuance of this regulation was poorly timed in the sense
that it came after the end of the year from which the data was
used to derive the default rate and the proposed penalties. It was
designed to affect the funding of schools for the year 1982-83,
which for the NDSL program is derived from 1980-81 program op-
erations. ‘ A

The notice of proposed rulemaking was issued on January 7,
1982, well after the time when schools could have made operational
adjustments to accommodate the revised standards. '

It would appear that a regulation should be issued in a reason-
able timeframe which would allow schools to adjust their planning
and operations to minimize any negative effects. In this case, it
clearly did not allow time for those adjustments. o

Postponement of the effective date of the new regulations will
allow colleges to grant NDSL loans on the basis of assumptions
made in good faith under regulations in effect in the spring and
summer of 1982. Moreover, schools will be able to adjust collection
efforts to conform to newly developed default formulas.

-Finally, postponement will allow time for the Secretary to devel-
op default formulas which reflect divergences among different
types of institutions. The university is not asking for rescinding of
the regulation, merely for a 1-year postponement.

In addition, it is safe to assume that when a student receives less
funding in the NDSL program, students will turn to the GSL pro-
gram, increasing the volume in it. Not only will this result in
higher Federal costs in the GSL program, it will have a devastating
effect on poor students who will face higher repayments upon sepa-
ration from school. : '

CUNY has made sufficient effort in servicing its loan portfolio so
that it should not be penalized for the commitment to a mission of
educational access to a low-income population. These regulations do
not make an accommodation for serving different missions, differ-
ent types of students and different demograhics of geographic loca-
tion. : '

We are willing to assist the Secretary of the Department of Edu-
cation in developing a fairer regulation which will consider more

3189
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than mere percentages. However, until such a rule is developed, we
ask that this one be postponed so that the old regulation, which at
 least -accommodates effort, is used to determine institutional fund-
ing in the NDSL program for 1982-83. :

When the new rule is developed, we hope that it will be imple-
mented with full consideration given to the timing of the funding
process and the operational processes at institutions. ,

In summary, CUNY has made strides to lowering its default
rate. The need for postponement is only fair and equitable given
the timing of these new regulations by the Department of Educa-
tion. : ’

Thank you, Mr. Chairman. I will be glad te answer any questions
the committee has as this time. :

Mr. SmvoN. Thank you very much, Dr. Corbie. Lo

Mr. SimoN. Next is President Isaac Miller of Bennett College in
Greensboro, N.C. :

We are pleased to have you here.

STATEMENT OF ISAAC H. MILLER, PRESIDENT, BENNETT
: COLLEGE, GREENSBORO, N.C.

Mr. MiLLEr. Thank you, Mr. Chairman. -

I am deeply appreciative of the opportunity to appear before this
subcommittee and to submit a statement. You will find that I have
provided a statement for insertion in the hearing record on my
own as president of Bennett College, but I shall be presenting the
position of the United Negro College Fund in my oral statement to
the committee. : _

Mr. Simon. All the statements will be entered into the record.

Mr. MiLLER. I am Isaac Miller, president of Bennett College in
Greensboro, N.C. Bennett is a 4-year institution for women, enroll-
ing approximately 600 students, affiliated with the United Method-
ist Church and founded in 1873. , '

I am here, as stated, not only on behalf of Bennett College but
also on behalf of the United Negro College Fund and its member
institutions.

Mr. Chairman, Bennett is one of eight UNCF institutions which
will be able to participate in the National Direct Student Loan. I
might point out that this is because of our default rate, but in con-
sideration of earlier testimony, the amount of participation that
has been projected might include us with that 59 that was earlier
stated as not participating at all as a result of this proposed legisla-
tion, and this is what we are faced with. . S

Cut from the program are 34 UNCF institutions that comprise
approximately 81 percent of our institutions that are 4-year, fully
accredited privaIlJ;[e ixésl;;itutions S?‘erint the trlf{lydneedyhof our Sta}te. ,

Let me r airman, that Bennett finds no honor in this
diéﬁltwmonéa‘ ‘lhese" proposed regulations, if allowed to go through
with the elimination of the due diligence clause, will lock out of the
NDSL program many small institutions. . PR e

Many students atfending these colleges will be forced to look to
lower cost institutions for completion of their education. There is
already a high feeling of anxiety. The uncertainty over the predic- - -
‘tions of additional cuts in NDS]{,‘Pell grants and SEOG’s in fiscal
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year 1983-84 has already had a negative impact on our present
school year.

At Bennett College and I am sure at other institutions around
the country, the freshman class is getting smaller and upper class-
‘'men are beginning to transfer to State and 2-year institutions.

The NDSL program has helped many Bennett students to fi-
nance their education costs. Since 1957, there have been 1,462 Ben-
nett student borrowers, totaling in excess of $1 million in loans.

Through the years, the average loan has ranged from $100
through $1,500. At present, Bennett has a default rate of 19 per-
cent. Currently at Bennett 166 students are in default. for 1- to 5-
year NDSL loans, owing an amount approximately of $134;670.
There are 50 students in default for the g— to 9-year NDSL loans,
owing some $17,121.

In an effort to bring our default rate down into compliance, the
college initiated the following steps:

First, the college loan officer now interviews every prospective
borrower. The student is kept reminded of her loan status while at
Bennett. At graduation, or when the student leaves before gradua-
tion, the loan officer holds an exit interview and sets a loan repay-
ment schedule. B

Second, a special notification is sent to borrowers whe may be
teaching and who have not filed a teacher cancellation form.
Under present rules, a student borrower teaching in a designated
area can have a loan gradually forgiven. However, unless a notice
is filed, the institution is held liable for the loan.

Third, the transcript of any student in default is held until pay-
ment is made.

~ Fourth the college has contact with the Wachovia Service, Inc.
and the Central Adjustment Bureau, who serve as the billing and
collecting agencies respectively. The Central Adjustment Bureau
charges the college 33'; percent for all accounts that they take, re-
gardless of whether they are able to collect or not. _

An institution such as Bennett, which has limited resources, is
doubly burdened in attempting to collect on loans. Moneys which
normally would go to academic programs must be used to pay the
collection agency. Loans which are turned over to the Department

. of Education and are later collected go to the Federal Treasury
rather than to the institution, thus eliminating the appropriation
for future generations of students from receiving loan aid.
- Twice this year our very old loans were turned back to the De-
" partment of lgducation. While the college is no longer responsible
for these loans, it derives no benefit from them, but this was the
only way we could lower our default rate, by lessening our ability
to lend to needy students: : o o

Yet, Bennett College, while it has taken these painful and costly
measures to reduce. its default rate and :now judged to be eligible
for NDSL’s, we still will not be able to receive any new federal cap-
ital contributions from the Department ¢f Education. As a result,
Bennett will find it extremely difficult to meet the needs of its
needy students, of whom 80 percent require financial assistance.

In the larger picture, restrictions on’' NDSL will make Bennett

College less able to compete for 'students. Our sister institutions, =~ -

- who will receive no additional NDSL funds, will suffer even more

a
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than Bennett These are the institutions supportlng the truly .
needy students. This again is a clear example of the needy being
penalized for being poor.

You see, the NDSL reduction alone ‘would not kill us, but taken
together, with smaller Pell grants, SEOG grants and- college work-
study aid, can potentially destroy us as an institution. -

The percentage of students attending UNCF colleges on NDSL is
17 percent. The percentage of students on guaranteed student loans
is-4 percent. Many of our students who are extremely poor are con-
sidered by commercial banks as hlgh-rlsk borrowers therefore,
they refuse to lend them GSL funds.

Many black students view the NDSL program as a black student
loan program because they can get, NDSL’s when they are unable
to get the GSL’s.

Over time, the guaranteed student loans have become a middi. -
and upper-income student loan program. The guaranteed student
loan program grant is the most costly loan program to the Federal
Government.

While the national default rate for GSL’s is higher than NDSL’S -
12.3 percent versus 11.12 percent, there is no similar penalty be1ng
directed toward recipients of those institutions and students.

I, and the United Negro College Fund, would hope that the De-
partment of Education would suspend, at least for 1 year, its NDSL
regulations.

This would enable many institutions who have dlhgently labored
to reduce their NDSL default rates to be eligible. Hopefully, within
a year, new proposals will be considered by the Department of Edu-
cation that will not penalize 1nst1tutlons that serve the most needy
students.

I appreciate the opportunity of presenting this testlmony and
will respond to any questions at an appropriate time.

Mr. Simon. Thank you very much, Dr. Miller.

[Prepared statement of Isaac’ Mlller follows:] -

PREPARED STATEMENT OF Isaac H. MILLER, JR., Pnr,sml-:m', BENNETT COLLEGE,
GREENSBORO, N.C.

Chairman Simon, honorable committee membets, thank you for mwtmg me to

. participate in the Subcommittee hearing on the National Direct Student Loan regu-

lations. I am profoundly grateful for this privilege of offering testlmorg bearing on

the policies governing the eligibility of colleges to participate in the NDSL program
and receive new Federal Capital Contributions.

Bennett College is a four-year liberal arts college for women, related to the .
United Methodist Church. Some 600 students pursue degree proaams there annual- =
ly. The College has participated in the National Direct Student Loan Program since

-, 1957. During the intervening years there have been 1,462 borrowers. The amount
that was originally lent was %1 2317,268. The loans that were made ranged from $100
to $1,500. Currently 266: borrowers are in default for :1-5 years, owing $134,670;
there are 50 borrowers in default 5-9 years, owing $17,121. The College is assessed a .
19 percent default rate. The authorized ‘lending level for the 1982-83 fiscal year is -
$46,990 affecting a;:iprommately fifty students. No new Federal Capital Contribution -
" has been committed in spite of the fact that the default rate is between 10 Eercent
. and'25 percent and no appeal has been registered. The capacity of the College to -
" gerve students to the extent of the lendmg level authonzed is- dependent on the rate
of collection of outstanding loans.. o
... Bennett College has been able to lower its default rate through a combmatlon of o
(1) due diligence and.(2) referral and assignment of loans. A full time Loan Officer is
assigned the responslblhty for admlmstermg and momtormg the student loan pro- -
gram.’ : o
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Upon application, a student is interviewed in an effort to determine whether she
is a good credit risk. It is stressed that the loan is an obligation that is due and
payable according to a given schedule and that repayment bears upon her credit
record as well as upon the ability of the College to lend to other students.

The student is reminded of her loan status at intervals during her matriculation
at the College. :

At graduation or upon learning of a borrower’s intent to withdraw from the Col-

" lege, the loan officer holds an exit interview with her during which a schedule for

repayment is agreed upon.

A sgpecial notification goes out to borrowers who may be teaching who have not
filed the teacher cancellation forms with the Office of Financial Aid.

Transcripts of record are withheld if a student is in default.

The College uses Wachovia Services Incorporated as billing agency and Central
Adjustment Bureau (Dallas, Texas) as collection agency. The use of these agencies
coupled with the aforementioned internal measures has made it possible to keep the -
default rate moderate. Twice during the past two years, the College referred or as-
signed old loans in default to the Office of Education, further reducing its default
rate. The highest default rate experienced at any time was approximately 29 per-
cent.

Bennett College serves students largely from low-income families. 80 to 85 percent
of them receive some form of student aid in varying amounts in most every case the
assignment is needs-based. Typically the student has a financial aid pagl’t'age com-
lE‘)‘rised of allocations from the Pell Grant, the campus-based programs and others. -

or most recipients the NDSL represents an essential element in an assistance pro-
gram that is very delicately structured.

Measures that adversely affect the availability of NDSL funds can seriously re-
strict the opportunities of the Bennett student. The measures that penalize a college
for its default rate have a more immediate and distressing impact on the student in
denying him or her the critical finanical assistance that is needed to obtain a qual-
ity education. I respectfully submit that the proposed legislation, designed to correct
the problem of loan default may have.long term consequences of more serious
import than we may be prepared to contemplate. Even the talk of modification in
assistance programs sends disquieting signals all along the line.

In our college the prospect of declining financial assistance in 1983-84 has
prompted from our student population a flurry of applications.for transfers to less
costly institutions for the 1982-83 academic year. The freshman enrollment will be
18 percent below normal and upperclass enrollment cannot be firmly set.

e acknowledge that persons who make loans should repay them—this should
hold at all levels of our society—and that taking steps to correct abuses is warrant-
ed, but at the same time, I respectfully submit that the measures adopted must take
due cognizance of the potential consequences. We must make certain that our young
people continue to have access to quality education with a reasonable prospect of
assistance when there is need. To ignore this obligation is to compromise the quality
of our society.

Thank you.

Mr. SimoN. Our final witness on this panel is Guy Goldsmith,
the dean of administration of Sullivan Community College, in Loch
Sheldrake, N.Y.

Mr. GovrpsmitH. This is Chuck Babcock, we did not have a pre-
pared statement to hand out because we got the information very
late, just before we left to come down here. So our dean of students,
Chuck Babcock will speak and I will speak briefly. '

Mr. SimonN. Charles Babcock, the dean of students.

STATEMENT OF CHARLES BABCOCK, DEAN OF STUDENTS

Mr. Bascock. Thank you very much for giving us this opportuni-
ty to testify. We will prepare a statement when we get back and

~ send it down here for you. - -~ - -

Let me just give you a few introductory brief remarks. Sullivan
County Community College is a smalli, public community college in
rural upstate New York, with an enrollment of about 1,300 full-
time students. : ' o ' v
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The majority of these students are receiving financial aid, ap-
proximately 83 percent. Our community college is unusual in that
approximately 70 percent of our students do not come from Sulli-
van County, but rather come from areas outside of that county.

Two-thirds of those out-of-county students come from the Metro-
politan New York City area, the five buroughs of New York City,
Nassau County, Suffolk County, Westchester County, and so forth.

We have been an open-door college before the term became popu-
lar in the State and it became more or less an obligation of the
State university system itself.

We pride ourselves on being able to attract to several very suc-
cessful career programs, students who cannot normally find such
programs available. Qur hotel technology program and our com-
mercial art program, in particular, draw heavily from these areas.

In 1969, 1970, we started to participate in the national direct stu-
dent loan program. We made eight loans for a total of about $6,300.
Through the conclusion of the 1980-1981 academic year, we had
loaned $690,000 to 972 different students.

We are about $120,000 in default. Qur default rate for 1980-81
was calculated to be somewhere in the neighborhood of 34 to 37
percent.

This has always concerned us, but we have followed the due-dili-
gence program as specified by the Department of Education over
the last few years.

We contract with the Wachovia Billing Service and we use the
Management Adjustment Bureau Collection Service. When those
efforts fail, we attempt to turn over the uncollected loans to the
Federal Government.

Our default rate for the academic year 1982-83 would be below
the Government’s proposed 25 percent requirement if we could
only get the Federal Government to accept the loans that we are
trying to turn over to them.

We submitted 195 loans well before the closing date. We received
a letter indicating that they were not acceptable for a variety of
technical reasons. Valid, but technical.

We then resubmitted them, only to have them come back and
say that we cannot accept them again because now you do not have
other reasons.

It has been a very frustrating situation for us. :

Without the Federal contribution of $42,000 plus our one-ninth
share, we estimate that roughly 65 to 100 students will not be able
‘to get NDSL loans at Sullivan County Community College for the
1982-83 academic year.

Since we only have 1,300 full-time students, that could have a
significant impact upon us. ‘

At this time, I would like to have Guy Goldsmith continue cur
testimony. ' ’

'STATEMENT OF GUY GOLDSMITH, DEAN OF ADMINISTRATION,
SULLIVAN COMMUNITY COLLEGE, LOCH SHELDRAKE, N.Y.
Mr. GoLpsmiTH. As this is a kind of shared responsibility be-

tween the dean of students’ office and the dean of administration’s .
office, which usually does not conflict, at my end of the operation,

P
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we have to look at the benefit of the program of the NDSL and
weigh it against the disproportionate time and resources that we

have to devote to the administration of the program that is serving = -

a relatively small number of our total student body.

We can often: be involved with a borrower for a term of 8 years,
between the deferrments that they might receive if they continue
their education, and going into a 5-year repayment schedule, it can
go up to that length of time that we are dealing with a student in a
2-year school.

This year, our administrative allowance that we received from
NDSL was only $3,300 and we paid over $8,100 to the Wachovia
Billing Service already, and we have a much larger investment in
the administration of this program between personnel time from
the financial aid office, the registrar’s office, our computer center,
and other people that are involved in the administration of this
program. , o

We have attempted to do this work ourselves. We started in the
spring of 1973 in the loan program and then found that we had to .
go to a collection agency in 1973-74, as we were not successful in .
collecting these loans. S

In 1976-77, we started with the Wachovia Billing Service because
of the workload put upon us as the total loan portfolio grew. We
have continued with the billing service in an effort to comply with'
the diligence requirements and sought and used various collection -
agencies to try and improve the collection of delinquent accounts
over the years “hat we have been involved. . -

We are acquiring the services of an additional collection service
that we interviewed just last week in an effort to further improve
the collections and we are presently working on the reduction of-
the default rate by. trying for a third submission ‘of the loans that
were turned back to us. Lk

They were turned back to us the first time by the Officeof Edu-
cation. We cleared up the items that they had rejected.the list
upon, but then they rejected them a second time with new reasons
that were not given to us in the first go-around and here we are
dealing with not the new proposed regulations, we were dealing
with existing regulations that we have difficulties with. et

We are presently going to attempt to get these loans turned over
" which would reduce our rate to 18 percent within the guidelines
that we are dealing with, but we have also been told that even if
we reduced the loans at this time, that there would be no further
funding available for the 1982-83 year. ’ .

We are working now to switch from Wachovia to CUNY to im-
prove our service, we feel that the CUNY Collection Service can do
better, but even that has taken a 6-month period and we are still
not fully switched over from Wachovia te CUNY at this time. o
~ The institution feels that we have made a good-faith effort to
comply with the regulations and that we have been wronged in.
being dropped from additional funding for the 1982-83 year, and it
would appear that it would be a longer period than the 1982-83
year if the regulations are not changed in some way that would
allow us to reduce our rate. : o .

Thank you for this opportunity to testify. Any questions, I will be
happy to answer them. -

o
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Mr. SiMoN. We thank you very much, Dean Goldsmith, and ail
the witnesses.

[Prepared statement of Guy Goldsmith and Charles Babcock
follow:] -

PREPARED STATEMENT OF GUY V. GOLDSMITH, DEAN OF ADMINISTRATION, SULLIVAN
County CoMmMUNITY COLLEGE, LOCH SHELDRAKE, N.Y.

The benefit of the N.D.S.L. program to our college must be weighed taking into
account the disproportionate time and resources devoted to the administration of a
program serving a relatively small number of students. We can often be involved
with the borrower for eight years before final payment is collected with deferrment
and payment schedules. ’ . R

This year our administrative allowance was approximately $3,300. We have paid
the Wachovia Billing Service over $8,100 and have a large investment in personnel
time between our financial aid office, bursar’s office, and computer center, in the
administration of the N.D.S.L. program. N

We attempted to perform the billing and collection effort ourselves up to 1973-
1974 when we started using a collection agency; and in 1976-1977 started using the
services of Wachovia for billing. We have continued with; the billing service in an
effort to comply with the due diligence requirements and have sought out and used
various collection agencies in an effort to reduce our delinquent accounts. We are
acquiring the services of an additional collection service in an effort to further im-
prove our ability to collect N.D.S.L. loans.

One hundred ninety-six loans originating from 1970 through 1978 were submitted
to the Office of Education in an attempt to reduce our default rate below 25 percent
and were rejected. These loans were resubmitted with the required information and
then rejected a second time on new grounds.

We are presently working on a third submission of the one hundred ninety-six
loans. The acceptance of these loans would reduce our default rate to 18 perce..i.
We are also trying to improve the billing by working the past six months o~. chnang-
ing from Wachovia to the SUNY service.

We feel we have made a good faith effori to comply and that we have been
wronged by being dropped from additional funding.

PREPARED STATEMENT OF CHARLES E. BABCOCK, DEAN OF STUDENTS, SULLIVAN
County CoMMUNITY COLLEGE, LOCH SHELDRAKE, NEW YORK.

We at Sullivan County Community College appreciate this opportunit{ to appear
before this Subcommittee. Our College is a small, public community college located
in a rual area about 100 miles northwest of New York City. We have about 1,300
fglll-ti}'ge students, of which between 75 and 85 percent receive some fcrm of finan-
cial aid. .

Our College is not like the typical public community college. About 70 percent of
our students come from areas outside Sullivan County. Most of these come from the
metropolitan New York City and surrounding counties. It costs about $5,100 for a

" typical out-of-county student to attend Sullivan. The NDSL program provides be-

tween 65 and 100 students an average loan of $700. The NDSL part of the financial
aid package can mean the difference in whether a student comes to Sullivan.

e participated in this. high-risk program for the first time in 1969-70. We made
8 loans in the total amount of $6,360. In 1980-81 we made 107 loans in the total
amount of $93,290. Through the 1980-81 academic year we made 972 loans in the
total amount of $690,537, of which $120,000 is in default. :

Based on the new regulations, we will not receive an expected federal capital con-
tribution of $42,000. That amount, together with our capital contribution of $4,000
means that $46,000 of loan money will not be available to lend to needy students.

Our default rate of 34-37 percent is higher than the 25 percent established by the
Department of Education. However, previous to this year we have met the “due dili- -

. gence” requirement and have received funding. Now, it doesn’t mater how hard you

try to bill and collect, we are still prevented from receiving federal funds.
We use federally recognized billing and collection agencies to meet this ‘“due dili- -

- gence” requirement of the program. But, what we have not been able to do is turn

over sufficient bad loans to the Department of Education which would in turn lower
our default rate. We twice submitted 196 defaulted loans to the New York Regional .
Office. These were not accepted for a variety of reasons. These are technical reasons
as far.as we can tell and have been frustrated in our attempt to have these de-
faulted loans accepted by the regional office. ‘
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We do not question the intent of the regulétion. What we need is more time and
assistance to correct our local situation.

Mr. Simon. Dr. Miller, I am interested in your statement about
the overall impact you say has already had a negative impact on
Bennett College. You say the combination, together with small Pell
grants, SEOG grants, college work study, that this combination,
and I quote you, “can potentially destroy us.”

Do you want to expand on that? I am interested, what kind of an
endowment you have at Bennett College, for example.

, Mr. MiLLER. The Bennett endowment is approximately $2.2 mil-
ion.

ll\ilr. SiMoN. Which means that you are better than some but
still— ‘

-Mr. MILLER. But still very——

Mr. SimMoN [continuing]. Woefully inadequate.

Mr. MiLLER. Yes. And what I intended to project there is a very
real problem situation. We are beginning our freshman week even
at this moment, and the impact of projected cutbacks that are pro-
jected for the 1983-84 year have already sent their signals down to
potential students and at this point, our freshman enrollment is off
18 percent, roughly 18 percent. ‘

We have had more inquiries regarding the sending of transcripts -
in connection with plans to transfer toc State and 2-year colleges.

We have had more of that this year, and even back last spring,
than we have ever had in my tenure at the institution. All of this
is related to the anticipation, and of course, it has been in the
press, it is in all types of material, what the projected cutbacks are
going to amount to, and this message is getting through to the po-
tential studerts. :

I am certain that our college is just a reflection of what many of
these UNCF colleges are experiencing. ‘ : '

Mr. SimoN. While this hearing is not about their Pell grant regu-
lation, if the administration’s Pell grant regulation, which would
eliminate $1 billion in assistance or eliminate, according to their
testimony in response to a question I asked, 700,000 students from
Pell grant assistance, if that comes on top of all this, in fact, Ben-
" nett College, and a lot of colleges like Bennett College, will be in
really serious trouble. o

Is that—I don’t mean to be putting words in your mouth, but is
that an accurate assumption of where we stand?

Mr. MiLLER. I would say very profoundly so, sir. We consider our-
selves in very, very serious times. And that is putting it mildly.

Mr. SimMoN. Let me ask each of the witnesses this question. Some
of you touched on this, some of you have not. -

One, what was your default rate a year ago, or however you
want to measure, I would like to see what kind of improvements-
you have had, if any, and second, can you describe the student who
is now receiving the NDSL assistance. :

Dr. Lacy. . : : o .

Mr. Lacy. Very briefly, Mr. Chairman, our default rate in 1379
was 46 percent. %Ve have now .reduced it to 33 percent. I have on
my desk at this time a paper which our business officer has pro-
vided that we might consider turning back to the department
which would reduce that rate to 17 percent.

47

.\J.r.'



43

I am not going to send that paper back for reasons that I have
indicated in my testimony. I believe that we ought to be trying to
collect that paper, that the policy of sending it back is not a par-
ticularly good policy anyway.

Our rate is now 33. We have reduced it from 46 and that is a
significant reduction. : . ‘

In our case, the student who is typically receiving this aid at this
time, we are an upper-division institution, the student who already
has made a diligent effort toward a baccalaureate degree, has al-
ready accumulated at least 60 semester hours of academic credit, is
a serious student in pursuing that degree, is typically black or from
a low-income family, and typically is the first student in that
family to be that close to a baccalaureate degree. :

Mr. SimonN. I think we will—we unfortunately have another roll- -
call before we get to the answering of the rest of these questions.

Mr. Peyser. Mr. Chairman, may I field this for one moment be-
cause I am not going to be able to return, but there was one thing
that was said by the administrative dean at Sullivan County and.
that was the regulations and the changes for. being in compliance.

I think it would be worthwhile if you could send to this commit-
tee, when you return, include in your report just what these regu-
lations change in the things that they are requiring after you had
complied once. : '

I think it would be worthwhile us knowing what they were. Can
you do that for us? L .

Mr. GoLpsMITH. Yes, we would be happy to, hecause that is one
of the probiems 1 want to address here in addition to the proposed
regulations. We have difficulties in dealing with the existing regu-
lations as well. '

~Mr. PeysEr. I am sure that is something shared by many. I want |

to thank everyone on the panel for their testimony this morning. It
certainly is a great help to all of us. _— ,

I thank you, Mr. Chairman.

Mr. SiMon. Stand in recess for 10 minutes.
. [Recess.] S

Mr. SimonN. The subcommittee will resume its hearing.

Dr. Corbie, if we can ask the same question of you. ,

Mr. Corsik. I would like to say that 3 years ago, we had a default - -
rate of 46 percent and we are now down to 22 percent. .

Dean Angelo Proto, who is the dean of student services, is here
with me and I would like him to give you a profile of our students -
- who do receive NDSL loans. - P '

Mr. Proro. As mentioned in the testimony,  we have about
110,000 students ~veceiving all types of aid out of the 170,000 en- -
rolled in the’university. e I R

Our percent of students that are dependent are around 60 per- -
cent.'We have a large independent population, about 40 percent of

those receiving aid are independent, so a profile would be more stu- - ‘
_..-dents who are really supplying support for themselves An funding

“their education at City University. .

They are more dependent upon themselves for"s'upi)orﬁ:. Thatisa -

. profile of who receives the campus-based programs, more of our in-. -
dependent students, rather than dependent students. s
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Mostly, as indicated in the testimony, we have about 70 percent
of the aid recipients who have incomes of less than $12,000, that is
gross income, less than $12,000.

That is the nature of the students.

Mr. Simon. If I may focus just a little more on your answer.

Are these students who receive the NDSL loans, are these stu-
dents who could go to their local community bank to get a loan to
stay in college? ' :

Mr. Proro. They would be allowed to use the GSL. If we did not
have NDSL, we would not have the funds. The only alternative
would be the GSL program. We don’t have institutional money, we
have no endowment, as such, as a public institution, they would
have to use the local bank, if you will, local lenders.

They are for the most part students with, as I indicated, low in-
comes, have their independents with dependents, I mean they do
not have a supplemental job while they are going to school. That is
basically the population.

Mr. SiMmon. I am not trying to put answers in your mouth, but
what you are talking about are students who cannot go to the
local—if the GSL—if they cannot get GSL’s or they run out of
money and they need money, they cannot go tc the First National
Bank and get a loan. :

Mr. Proro. They would not have another alternative.

Mr. Simon. OK. I thank you.

President Miller.

Mr. MiLLER. I think our highest default——

Mr. SimoN. We can move that mike over to you there.

Mr. MiLLer. In making an assessment with our Office of Finan-
cial Aid, our highest default rate was 29 percent prior to our efforts
and’ this has been brought by the method described to 19 percent.

Our students, as those who have already been described, are gen-
erally of a low income, low-economic status. They are in many in-
stances the first-persons in their families to pursue college educa-
tion, many are, in fact, on essentially full financial aid with an as-
sortment of contributions to their education and, in general, they
are not persons who could go to the local banks and get a conven-
tional loan for their education and this type of loan assistance is
absolutely essential to their education.

- Mr. SiMoN. Thank you. I am not sure which Dean Babcock, I
guess you are speaking for your school now. '

Mr. Bascock. OK. In answer to the guestion, our default rate
reached a high of approximately 44 percent in 1978-79, and for
1980-81, the most recent figures that have been calculated is 37
percent. - ' .

There has been a slight improvement in that. I do want to again
remind this committee that previous to this year we always met
the due diligence requirement, either through our own efforts or
through the efforts of the Office of Education recognized billing
and collection services. \

" And what is perplexing us at this point is how to get the Federal
Government to take over those loans that we cannot successfully
" collect, even though we are following due diligence.

As far as the profile, the majority of our students who receive

NDSL, and it is strictly a package, there is no one who is obviously
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totally dependent on the NDSL, they range from the majority who
are in the low to the lower middle-income class. »

We have several who belong to minority groups and for many, i
is their first exposure to any form of higher education. The vast
majority are not Sullivan County residents, they come from areas
out of the county and, again, we cannot predict that they would not
come to Sullivan County Community College if this is not reversed,
but it would make it extremely difficult for them because, again,
we are not a typical community college. It costs roughly $5,100 for
a student from New York State to come to our community college,
which is a very expensive situation for a community college, pri-
marily because ‘we are not a commuter-type community college,
and we do not have dormitories so they have to find very expensive
private housing and very expensive eating accommodations.

We just few: that it is going to have ‘@ negative impact.

Thank you.

Mr. SimoN. Thank you all.

Let me just summarize, if I may do that, by saying that the pat-
tern that emerges here is one of an improved collection process
prior to this regulation being promulgated and that those who are
going to be impacted are those who need the most help in our soci-
ety. I think that is a fair summation of where we are.

We thank you very, very much for your testimony.

Our next panel is Earl Richardson, assistant to the president of
the University of Maryland; James Stanley of Phillips Colleges of
Gulfport, Miss.; and Leroy Greason, the president of Bowdoin Col-
lege in Brunswick, Maine.

Mr. Richardson, we will hear from you first.

STATEMENT OF EARL RICHARDSON, ASSISTANT TO THE
PRESIDENT, UNIVERSITY OF MARYLAND, COLLEGE PARK

Mr. RicHARDSON. Thank you, Mr. Chairman. I am Earl S. Rich-
- ardson, assistant to the president of the University of Maryland,
Eastern Shore, for the University of Maryland.

Pardon my saying the Eastern Shore. I have been with the Easi-
ern Shore for about 12 years and just recently came to the Univer-
sity of Maryland system. )

I am appearing on behalf of our Eastern Shore campus. With the
full-time equivalent student enrollment of—— »

Mr. SiMoN. If I could just interrupt, if any of you wish to just
enter your statements in the record and summarize them, that is

perfectly acceptable, however you wish to proceed.
- Mr. RicHarpson. OK. With the full-time equivalent enrollment
of just over 1,000 students, the University of Maryland, Eastern
Shore, is the smallest campus of five branches of the University of
Maryland.

Yet it has been, and is, one of the top priorities for the Universi-

ty of Maryland board of regents and our president, John Toll. We
- have sought to-get for-UMES the kinds of programs, facilities and
funding necessary to make it a guality institution attractive to a
variety of students from diverse backgrounds.

We have been very successful in our efforts thus far, having es-
tablished within just 5 y~ars undergraduate programs in computer

11922 0 ~ 83 ~ 4 v i ~ i
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science, environmental science, physical therapy, construction man-
agement technology, special education, poultry science, and hotel/
restaurant technology. 7 ,

At the graduate level, we have implemented master’s programs
in guidance and counseling, special education and agriculture, and
a special universitywide master’s and doctoral program in marine,
estuarine, and environmental studies.

Of equal importance, we have established an honors program on
the campus whereby students are admitted to the University of
Maryland Professional Schools of Medicine, Dentisty, Pharmacy
and Law, without having to compete with the regular pool of appli-
cants.

These initiatives have made the institution very attractive to a
variety of students. However, we are now concerned that recent
regulations promulgated by the Department of Education will
impact adversely upon the institution’s ability to provide the level
of financial aid necessary to enroll many of the newly attracted
students.

We have calculated in particular that based on the average

award of $750, some 132 students will be affected by the decision to
cut off funds to all institutions with a default rate of 25 percent or
over. )
That is the equivalent of approximately one-third of the average
freshman class on that campus. Such a decision seems unfair and
unreasonable, given the diligence with which that institution has
worked to show good faith on its responsibility to collect national
direct student loans.

Realizing that it did not have adequate staffing to set up an ef-
fective internal billing and collection program, and that it was un-
likely that it would get that level of staffing in the near future, the
Eastern Shore campus contracted with a commercial billing and
collection agency in 1972.

Since that time, we have attempted to educate our borrowers at
the time of the loan on their responsibility and obligation for pay-
ment. v » .

Just before graduation, we do have, as Bennett has, the exit in-
terview in which we remind the student of his obligation for pay-
ment of the NDSL loan.

Within 30 days after graduation, we then turn that profile of
that student over to the billing agency, which i3 Academic Finan-
cial Services, and from there, they begin the Lilling within 30 days
of notice saying that, first of all, payment -is due, and within 45
days, we send a second notice, and within 60 days, a third notice.

This follows pretty much the regulations established by the de- -
partment and it goes on until we are. at the 2-year period when
these loans are turned over to the Department of Education.

Since fiscal year 1978, the default rate at UMES has gone from
52 percent to 35 percent in fiscal year 1981. Though for the fiscal -
year just ended, the rate increased approximately 3 percentage
points. We are not sure as to why we increased this 3 percentage
points, however we would suspect that it is probably due in some
small part, at least, to the state of the economy at this point.

ol
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. For the same period, the amount of dollars collected increased 75
Il)gggent from $40,000 in fiscal year 1978 to $71,000 in fiscal year

It is also signmificant to note that in the spring of this year, the
president of the university did a study for the University of Mary-
land. board.of-regents.on:the NDSL loan situation at all campuses
of the Universitywi“Maryland. ) ‘
£ that-time=~we-tried to look at the success of our main campus
. z@ Univessity of Waryland, College Park, and see what we
o4’ learmsrrom-timt:for: the other campuses. :

" & explared : the-malternatives of having a centralized collection
ageacy forthe Unrersity of Maryland, then we explored the idea
of continuing with ‘each campus pursuing the collection of its
NDSL loans, a..d we are also exploring whether or not a combina-
::iiop of these would, in fact, be more effective than what we are

oing. ,

Given this record of progress, we might have appealed our case,
however our director of financial aid was a member of the national
appeals panel, and it was his informed opinion that given the pre-
vailing mood in the Department of Education, even our achieve-
ment profile would not have survived the scrutiny required by the
department. : :

In retrospect, we suspect that it might have been prudent to
appeal just for the record. Notwithstanding, we remain optimistic
that this committee will have some success in getting the Depart-
ment, of Education to agree to one or a combination of the follow-
ing: : g :

First, include in the formula for determining eligibility a factor
that takes into account significant progress made by the institution
in reducing its default rate in any given period. - . :

Second, exclude from the calculation of default, loans older than

5 to 10 years. :

Third, delay the effective date of the NDSL directives until 1982-

" 83 for 1983-84 to allow institutions to make the necessary adjust-

- ments, and, ' ’ ‘ B _ :

Fourth, allow institutions the flexibility to use a portion of the
funds collected to augment the staffs involved with the billing and

- collection program. ’ ‘
At the Eastern Shore campus, one of our problems has been, in
particular, that we have not had large enough staff to take care of -
the workload associated with billing and collection. ,

We think that if we were given the flexibility to use some of
those dollars to actually augment the staff in'terms of personnel
and computer equipment, then we may be able to’ further our -

cause.- - . : : . - ‘ o

" In closing, Mr. Chairman, I would like to thank you for the op--

- portunity to appear before your committee and I sincerely hope -

‘- that your committee will be able to assist the University of Mary- -

* . land in its efforts to get the Department of Education to grant -

- . some reprieve for the University of Maryland, Eastern Shore. ™~
. '[Prepared statement of Earl Richardson follows:] =~
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PREPARED STATEMENT OF EARL S. RICHARDSON, ASSISTANT TO THE PRESIDENT,
UnNivensrry o MARYLAND, COLLEGE PARk, Mp.

I am Earl 8. Richardson, Assistant to the President of the University of Maryland
System, appearing on behalf of our University Campus on the Eastern Shore. With
a full-time equivalent enrollment of just over a thousand students, the University of
Maryland Eastern Shore is the smallest of our five branch campuses. The student
body is approximately 75 percent black. During the last five years in particular, the
University of Maryland President and Board of Regents have sought tc get for
UMES, the kinds of programs, facilities and funding necessary to make it a quality
institution, attractive to a variety of students from diverse backgrounds. We have
been very successful in our efforts thus far; having established, in this short period,
undergraduate programs in computer science, environmental science, physical ther-
apy, construction management technology, special education, poultry management
technology, and hotel management technology. At the graduate level we have imple-
mented master’s programs in guidance and counseling, special education and agri-
culture; and a master’s and doctoral program in marine estuarine and environmen-
tal studies. Of equal importance, we have established an honors program on the
campus whereby students are admitted to the University of Maryland Professional
Schools of Medicine, Dentistry, Pharmacy, and Law without having to compete with
the regular pool of applicants. These initiatives have made the institution very ap-
pealing to a wide variety of students; however, we are now concerned that recent
regulations promulgated by the Department of Education will have serious impact
upon the institution’s ability to provide the level of financial aid necessary to enroll
many of the newly-attracted students. We have calculated in particular, that based
on an average award of $750, some 132 students will be affccted by the decision to
cut off funds to all institutions with a default rate of 25 percent or over. That is
equivalent to approximately one-third of the average freshman class at that campus.
Such a decision seems unfair and unreasonable given the diligence with which that
{nstitution has worked to show good faith on. its responsibility to collect NDSL
oans.

Early on, the institution realized that it did not have the resources to establish an
effective internal billing and .collection program, and in 1972, it contracted with a
commercial billing agency (Academic Financial Services). With this assistance, the
default rate at UMES went from 52 percent in fiscal year 1978 to 35 percent in
fiscal year 1981. There was a 3 percent increase in the default rate for fiscal year
1982. For the same period, the amount of dollars collected increased 75 percent
(from $40,000 to $71,000). i ’ .

Determined to improve even more on the NDSL default rate, the Board of Re-
gents requested in early Spring of this year, that the President explore ways by
which the University might assist UMES in its efforts at collection. Some of the op-
tions considered were: to establish a centralized billing and collection office for the
University at the College Park campus system; (2) to continue use of the commercial
billing service now in place at UMES; or (3) to develop appropriate staffing on the
campus to perform the billing and collection functions. Because of funding neces-
sary to establish either a centralized system or an enlarged campus staff, it was de-
termined that we would continue, for at least the short-term, with the commercial
billing agency at UMES. It is important to emphasize, however, that the Board of
Regents is committed to assisting UMES, as well as other campuses of the Universi-
ti of Maryland, in further reducing its default rate, even in those instances wher:
the default rate is already below the cut-off level of 25 percent. . ‘

The Eastern Shore campus has also undertaken to better advise new students as
to the nature of their obligation in taking NDSL loans, and just before graduation,
to remind those students of their responsibility to begin payment upon receipt of
notice from the billing agency. The campus also makes every effort to transfer stu-
dents loan records to the billing agency within thirty days after students graduate,
though we sometimes experience difficulty because of the lack of adequate staffing.

Given these ‘‘due diligence” efforts, we might have appealed the decision to cut-off
funds to UMES. However, the Director of Financial Aid at UMES was a member of
the appeals panel, and because of the prevailing mood in the Education Depart-
ment, it was his informed opinion that UMES would not have survived an appeal.
In retrospect, we suspect that it might have been prudent to have appealed at least
for the record. Notwithstanding, we remain optimistic that this Committee will
have some success in getting the Department of Education to consider the following:

(A) Include in the formula for determining elig‘gblllt‘y a factor that takes into ac-
count significant progress made by the institution in reducing its default rate.
Though an institution may have a default rate of 25 percent or more, if for any
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given year the institution shows reasonable progress, that 1nst1tutlon should be eli-
gible for new funds.

(B) Exclude from the calculation of default, loans older than five to ten years,
Many of our outstanding loans go back as far as ten to fifteen years, sometimes for
students who never graduated.

(C) Delay the effective date of the new NDSL dlrectlves until 1983-84, during . .-
which time these changes can be considered. -

(D) Allow institutions the flexibility to use a portion of funds collected to augment
the staff involved with the collection program. (Personnel and computer equipment.)

In closing, Mr. Chairman, I would like to thank you for the opportunity to appear
before your Committee, and I sincerely hope that your Committee will be able to
assist the University of Maryland in its efforts to get the Department of Education
to grant some reprieve for the University of Maryland Eastern Shore. '

Mr. SiMoN. Thank you.

Our next witness, James Stanley, of Phillips Colleges of Gulfport '
Miss.

STATEMENT OF JAMES STANLEY, PHILLIPS COLLEGES, INC.,
GULFPORT, MISS., ACCOMPANIED BY RICHARD FULTON, ESQ.

Mr. StanLEY. Thank you, Mr. Chairman. I am James R. Stanley,
director of student financial assistance for Phillips Colleges.

I would like to submit written testimony to you and just speak
briely to a few points that I think are very important.

Mr. SimoN. Your written testimony will be entered in the record.

Mr. StanLEY. Thank you very much.

Our major problem is a serious omission in the new regulations,
the final regulations, which are not yet in effect, and that omission
is that for the first time since the NDSL program, there is no -
measurement of what kind of progress an institution makes within
the academic year.

. It puts us in a position where we could have an institution who
had a 10-percent default rate, goes up to 24 percent, and would be
eligible for funding, where we have another school that has a 45-
percent default rate, let's say, goes down to 26, and is not e11g1ble

It appears to me that the school who went down to 26 is certain-
ly showing better due diligence than the one who went up to 24.

‘T would like to say on the onset that Phillips Colleges supports
an NDSL regulation which will do three things: o

First, stimulate institutions to cut their default rates;

Second reward the successful efforts of those 1nst1tut10ns who do
cut. default rates, and

Third, measure 1nst1tutlona1 performance by an ob_]ectlve and
quantitative standard. :

Unfortunately, the new regs do not do any of these thlngs That
is why I feel we need,a delay. :

.. Mr. SiMON. May I 1nterrupt _]ust s1mp1y to ask-—and forglve me
for not knowing Ph1111ps Colleges, are you a proprletary 1nst1tutlon

or what is the—— R

Mr. STANLEY. We are a group of taxpaymg mstltutlons AR

Mr. Simon. All right., -

Mr. STANLEY. We have, Mr: Chaeran about 1 000 students who,f~»-~‘—~
are eligible for ﬁnanc1a1 ass1stance and we nave scnoo;s 1n seven
different States.

As director of student aid, I am’ respons1b1e for the student assmt-‘
ance programs in all of our schools in all of the States
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I have attached in my written report a 5-year history of our
NDSL default rate through June 30, 1982. I think, as we look over
these, you will see the rate of progress that we have made in the
decline of default rates, we have four of our schools which in the
past year did have a rate of decline of more than 25 percent, two
others which had a rate of decline of more than 16 percent.

One of the things that you will notice is that in 1981, our default
rates began to decrease much more than they had in the previous 3
years. That is because we made some changes in our billing proce-
dures and our collection procedures, and we are very pleased with
what we have seen on that. o

I think it would be good to compare the regulations, the old regu-
lations and the new regulations, side-by-side, and see what kinds of
things they put out.

By that, you could tell that an objective and quantitative test of
rate of success is now missing, which was in there before. This is
on page 4 of the written testimony.

One of the big problems that we have is that there is an impact
not only on national direct student loans, but also on our other fi-
nancial assistance programs. ' _

One of my major concerns is the impact that this could have,
these regulations, could have on the guaranteed student loan pro-
gram. Access to this program is threatened literally because of na-
tional publicity which has been given by the Department of Educa-
tion.

I have a grave fear that lenders in banks will have concerns
about working with schools who are on this cutoff }ist that the de-
partment put out. ’ :

As a matter of fact, we had the Mississippi Guaranty Student
Loan Agency call my office and tell me that they had gotten calls
from two banks who loan to our students in the guaranteed stu-
dent loan program, and they were concerned as to whether or not
it would be good business practice to. continue to loan students
guaranteed student loan money if we were having problems with
national direct student loans.

By the way, those schools that they were referring to are two of
the schools that had default: rates which declined in excess of 16
p}(larcent during the past year, and so it really hurt us doubly. in
that. ; ‘

.Our problem in Mississippi is particularly acute because we are
having a lot of problems getting the secondary market in place. As
you know, the bond market has not been very good lately, and they
" are not able to sell the $565 million in bonds that they need to start -
a secondary market.” - < -

This leaves Phillips Colleges holding $1.2 million in paper that
we cannot turn around and sell and then get that money back to
. our students, which we would like to do.

We would like to make some deals with the Student Loan Mar-
keting Association and we are talking with them now, but they are -
reluctant to work with us:because our loan portfolio has an aver-
age level of indebtedness less than the $4,800 which they like to
see. ~ ’
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I_ﬁterestingly, vocational and technical schools usually have an

~ avl;aralge of somewhere around the $2,500 mark since we are 2-year.. -
schools. - c i ' '
“In.terms of our student profile, in our schools I have listed on.
page six of the testimony, the number of the percentage of stu-
dents, independent and dependent, in each school which has total
income of less than $15,000. ' _ o o

Cumulatively, these come to—they range from 81 percent in one
“school to 92 percent in another school, and the average is about 8
percent of our students have incomes below $15,000. o :

I would also like to submit to the committee a formal comment
which the Association of Independent Colleges and Schools, to
which we belong, filed on Feburary 22, 1982, and the supplement
that they filed on March 9. ' ,

1 would like to ask that these copies be entered into the record.

‘Mr. SimoN. They will be entered in the record.

Mr. Srancey. Thank you. S

[Prepared statement of James Stanley follows:]

-
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Pnzmm-'n STA’I’FMFNT oF JAMES R, STANLEY, DIRECTOR OF STUDENT FINANCIAL
AsgI8TANCE, PHILLIPS Cou.mns, GuLFrorT, Miss.

Mr. Chairman and Members of the Subcommittee:
My name is James R, Stanley. »I am Director of Student -

Finaaucial Assistance for Phillips Colleges, Gulfport, Mississippi.

.

Thank you for the opportunity to appear today and to discuss
with you the impact of a serious om1551on in the Final Regulatlons
of the National birect Student Loan (NDSL) program issued by the
Department of Educatlon (ED) which were published in the Federal
Register of August 2, 1982,

The refusal of ED to carry forward- into the new
regulations from the old any recognition of the demonsirable
rate of progress of an institution in cutting defaulf: rates
destroys institutional administrative incentive and deprives
students, largely poor aﬁd disadvéntaged, of needed NDSL Federal
Capital Contributions (FCC) necessary to student aid. The new.
¥egu1ations no longer permit continued institutional access to
the NDSL FCC when there has been a decline in the default rate
"by at least 25% percent during the base year" (Sec. 674.6a(a) (2)
of prior regulations). This omission is a serious problem!

At the outset let me affirm the support of Phillips
Colleges for an NDSL regulation which will:

l. Stimulate institutions t» cut NDSL Aefault

rates,

2. Reward the successful efforts of those

institutions who do cut default rates, and,

3. Measure institutional performance by an

‘objective quantitative standard.

-1~
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Unfortunately, the new Final Regulations do none

of the above. 1In fact, ED would in some cases actually reward

institutions with increasing default rates. We think this is

. wrong; that the Congress should tell ED that the new. final regula-

tions should be amended; and that the implementation be delayed
until this omission‘is rectified. .
Briefly by way of background, Phillips Colleges is a
system of educational institutions in seven states with a total
ehrol;ment of slightly more than 7,000 students eligible for
Financial ‘Aid participation. My own professional experience
in student financial aid administration includes service as
Director of Financial Aid to St. Andrews Presbyterian College
(1978~1981) and Methodist College (1975-1978) in North Carolina.
I have served as President of the North Carolina Association of
Student Financial Aid Administrators (NCASFAA); Chairman of the
Financial Aid Advisory Committee of the North Carolina Associa-
tion of Independent Colleges and Univerqitié;. I have taught
workshops in student aid for both the Office of Student Finan-
cial Assistance of the Department of Education and for the
Southern Association of Student Financial Aid Administratars
(SASFAA). I have also served on the SASFAA Executive Board.
Cﬁrrently I am on the SAéFAA Professioﬁal Advancement Committee.
As Director of Student Financial Aid I am responsible
for the schools in the Phillips system. Attached as Exhibit
A is the 5 year default rate histogy report of our schools
through June 30, 1982. As you can see, our rate of progreés

in cutting defaults has been substantial. In fact, in four

-2
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schools the rate of progress in the decline in default rates ;
exceeds 25% within the past fiscal year. Two others:have
. exceeded 16% in rate of decline. Despite this demonétrable
progfess ED regulations penalize our efforts. This is unfair
and should be amended.

We believe this information fairly and credibily
demonstrates the efforts we have made and the éuccessvwevhavg
expérienced in reducing NDSL defauits. Instead oﬁ'being en-
couraged we find ED interested only in the.level of defaults
" rather than the procress in‘the rate of decline. .In othér

words, institutions could have an increase in default r;tes
but still receive t'e NDSﬁ FCC. On the other hand, ?hillipé
Colleges will suffer a 1os§.of NDSL FCC‘of.over‘one million ddliarsv
depriving NDSL loans to some 650 low income or disadvantaggd

students despite a decline of at least 25% in default féte.

-3
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REGULATIC:IS COMPARED: - OLD AND NEW

A side-by-side comparison of the old and néw version

.of 674.6a(a) of the NDSL FCC Funding Procedure illustrates the -~

in cutting default. This is a separate factor from the sub-
jective judgment of what may or may not constitute "due Aiiigence".
We are only talking about an objective‘quantitative test of rate
of success in cutting defaults. The oid regulations recognized

standard of progress; the new ones do not.

OLD NEW
748 P pdural §6748s Funding procedure—Federal,
. elo’ui. mm MHM capltal contributions (FCC) * .
{e) For any yaar, an institution ’ (8} For any year, an institution may
recelves Federal capltel contribution if receive a Federal capital contribution
its default rate— . {FCC) if its default rate is not more than
(1) Is 10 percent or Jess: 25 percent.

(2) Is more then 10 percent, but has
—9 declined by at laas! 25 percent during
tha base ysasior -

(3] Is more than 10 percent but tha
tnstitution demonstratas that it
exerciosed due diligence according to ths
provisions of Subpart C during the hase
year and is currently exercising dus
diligence. -

IMPACT ON GSL ALSO

Access to the Guaranteed Student Loan (GSL) Program
is also threatened. Because of the national publicity in the NY

TIMES, (7-29-£2, page D18) and the listing of institutions losing

" NDSL funds in Higher Education Daily (8-4-82). We fear State

Guaranty Agencies ("SGA") and banks are becoming at best uneasy

-4-
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iabout working with schools on the NDSL cut-off lxst for future

3',GSL aid. "In fact the Mlssissxppi State Guaranty Agency called.;

me at the request of two Mlss-_,lppx GSL lender banks convey1ng

grave conéern as to whether or not 1t would be a good business

<‘Aﬂract1ce to cont1nue GSL loans to students attend1ng our

Gulfport and Jackson campuses because of media coverage of

NDSL cut—off. As can be seen on’ Exh1b1t A, the declxne'xn the

‘rate of defaults for Gulfport is 25.42% and for Jack'son 16. 32%,

iDespite our efforts and demonstrated success, the meact of the ... """

new regulations extend beyond NDSL and now may also Jeopardxze

the GSL.

The GSL- problem 1n M1551551pp1 is partxcularly acute

“'because the attempts of the State to" establxsh a: Secondary Market

have been stalled. The State cannot sell the necessary $55 mxllxon‘

in bonds to f1nance the Secondary Market. Meanwhlle Phxllxps

'colleges, as an elxgxble lender, is holding $1 2 mlllxon 1n

”‘GSL notes which it is unable to sell at thls t1me.‘ Unfortunately,"

the Student Loan Marketlng Assocxatﬂmx("Salle Mae") is reluctant -

- to purchase a ‘loan portfolxo Wlth an average level of 1ndebted-

:ness of less than about $4 800 - Vocational and technical

students seldom borrow. more than $2,500.
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' STUDENT PROFILE _

The Phillips College system is geared to help low
income, economically disadvantaged students to secureﬁan educa-
tion which will enable them to find gainful ehéloyment upon
%raduation. Based on the 1981 data we have filed with ED
iq the annual FISAP report, we feel the income levzls of

students in Phillips College illustrated how important the

NDSL is.
: ¢t of students

School (dep. & indep.) below $15,000.
Phillips College - Atlanta ' 82%
Atlanta College of Medical

and Dental Careers 31%
Phillips College -Augusta 83%
Blair Jr. College : 92%
Phillips college - Gulfport 91%
Phillips College -~ Jackson 86%
Louigville College of Medical

and Dental Careers 78%
Phillips COllege - New Orleans 81%
Oklahoma School of Business 88%

FORMAL COMMENT ON REGULATIONS

Earlier this year the educational association to
which we belong, the Associationof Independent Colleges and
Schools ("AICS") filed a formal comment (February 22, 1982i
with a supplement (March 9, 1982). We would ask that copies
of these documents be entered into the record and made a

part of this hearing.
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APPEAL EFFORTS

In processing our appeal to ED we were facea with an
unusual legal dilemﬁa: ED required schoo;s to phrase:appeals
within the rules of proposed rather than existing regulations.
?y every rule of administrative law an existing regulation
has the force of law until replaced. qu ED instructed us
to limit our appeal to the terms of a proposed regulation
which was not "final®™ and which is still not "effective”.

To protect our legal position we filed appeals On
all schools showing under the existing regulation éhat we
either had a rate of decline of defaults in excess of 25%
{subsec. (a) (2)) or had demonstrated "due diligence” (subsec.
(a) (3)) or both. ED ignored these appeals and the existing
regulatinre authorizing choosing to operate on proprosed
reguiations instead. Such action in our opinion demonstrates
that: ED was and is unalterably committed to iﬁplementing

\

without amendment the proposed regulations of January 7, 1982,

Such a. course of action also makes a mockery of the adminis-
trative law process and publication with request for comment..
Nonetheless . .for the record we filed appeals Sased on the
then-existing regulations which were denied on the basis of
proposed regulations. In other words the whéle process is
illusory And in violétion of the spirit and the letter of our

administrative law system. .. : .

-7
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TIMING IS NO LONGER THE PROBLEM

Had ED timely, however unfairly, implementgd the
regulations proposed last January their current case For
énstant Congressional acquiesence might have some merit.
fhe faété are that ED dallied beyond the beginning of the
student financial aid year, July 1, 1982, before'publishiﬁg
the "final” regulations. The "final"® regulatiorsmight not
be rffective well into October becausé of the 45 day rule.
Meanwhile schools and students are adjusting to letter of
Minterim final" awards for NDSL and other campus programs.
THe simple solution is to delay these "final" regulations for
at least one year. Hopefully during that time they can be

amended.

SUMMARY
We urge the Committee to. bear in mind the following
points:

1. The rate or standard of progress of an insti-
tution in cutting default rates should be a . ;/
deciding %actor in measuring continued
eligibility for NDSL capital contribﬁtion.
The ED neﬁ regulaﬁons completely disregard

effort and success in cutting default rates.

ERIC
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'ifsozl

The responsibility for the delay 1" P“bllShingi:
these "final" regulations is solely that of the'
Department of Education and not that of the
schools or Congress. Therefore they should
be further delayed until at least the 1983 84
academic year. uurlng thlS time we hope they
will be amended.
We urge Congress to support NDSL regulations }'_;‘
which will: v

(a) - stimulate institutions to reduce.., :

NDSL default rates.’

(b) reward the successful efforts of
4such institutions which ev1dence
progress. o
(c) measure institutlonal performance
- by an objective quantitatiye
standard.
Because the present_"finalf regulationa do none
of .the above they should not be alldﬁed:to

become effective without amendment.
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CONCLUSION
I apprecxate the opportunity to share with the
Committee the objective data and facts of the administration
Qf student financial aid by Philllps Colleges. We hope that
it will assist you in delaying or amending these unfair final
régulations published b; pepartment of Education. We urge
that revised regulations first recognize a standard of .
progreés in cutting defaults rather than reliance upon the
arbitrary benchmark level of 25% default ratio.
Thank you for the opportunity to meet with you
today. I will be happy to attempt to answer any questions
you might have.
Respectfully submitted,
James R. Stanley
Director, Student Financial
Assistance

Phillips College, Gulfport,
Mississippi

-10-
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-ED ISSUES RULES T0 cuT OPF NEH NDSL AID TO HIGH-DE}AULT SCHOOLS

lluck collegen and proprieury schools were hit hurdeu by rxules ilnued this veek to
keep schools with high default rates from getting new Nltional Direct: Student Loun
(NDSL) money. g

But Education Department officials deny the rules vill have a grent 1mpuct ca -tudent-~
at the institutions, snd at least some higher education officials agree.

The final regulations ED issued Monday would end new NDSL fundl for the 1982-83 -chool
year at 438 schools with NDSL default rates of more than 25 percent and reduce funds
for about 800 others with NDSL default rates from 10 percent to 25 percent: Some
1,600 schools with NDSL default rates of less than 10 percent will thus get a larger
.h.ra of the $179 million ED has to dintribute for the coming school year. '

None There Before The xules vill not hurt the 42 historically black collegea on
the 1ist more this year than last because many of the achools did not get new NDSL
funds last yesr either, said James Moore, ED's director of student financial aid pro-
grams. “We're not taking a vhole lot of federal cupitul out of the htuoricully blnck
colleges, becsuse the money wasn't there to begin vith, Moore said.

‘Private, for-profit institutions get so 11::1: NDSL money that the cutoff will not
greatly affect them, aaid Mary Wine, professional relations director for the Associa-.
tion of Independent’ Schools and Collegea, which represents some 550 business schools.
About 65 percent of the schools with defaults of more than 25 percent are proprieury, Ve
according to ED. . o~ :
Other Aid The nation's more thnn 100 historically black colleges rely muly on
$140 million in Pell Grants to help their students, Moore:said. The amount of NDSL
woney the schools will lose is small compared to the funds they get from other uid
prograns, including College Work-Study and Supplemental Grants, he ssid.

As he glanced down the list of schoola bnrred from gétting new money, Hoore said only
about three of the 24 black colleges that caught his. eye had gotten new federal cap~

ital contributions last year. Last year, schools with default rates of more than

10 percent were penalized, but many schools did not lose sny money because ED allowed

them to show they had either significantly reduced their defnult rate or did al. they

could to collect the unpaid losns. -

Under the new rules, schools cut off from ﬁev NDSL funds or slated for reduced shares
can etill make the loans out of their revolving fund of loans repaid by other students.
Tha lotns carry a 5 percent interest nte.

But at lesst one United Negro College Fund (IINCP) officiul ‘said the group's -‘02 member :
schools would suffer because almost 18 percent of the 50,000 students enrolled in the
the colleges get NDSLs. Niles White, UNCF goverment affairs director, said ED's

(more)
Reproduced by Permission (8 '17/82)
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ED ISSUES RULES TO CUT OFF NEW NDSL AID TO HIGH-DEFAULT SCHOOLS (Cont.)

rules sra s "tremendous blow to students attending our schools ss well as the insti-
tuuon-." ’

fight UNCF schoola ars slated to get new funds for this fall, down from nine lalt
yesr, he said. And the slice of the NDSL pie that UNCF schools will ge: this coming

year, 0.63 percent, is sbout the saze as last year. (wore on p. 6)
—— - —m— — — —
- SCHOOLS BARRED FROM GETTING NEW FEDERAL CAPITAL CONTRIBUTIONS

UNDER THE NATIONAL DIRECT STUDENT LOAN PROGRAM
(198283 School Year)

ALABAMA: Alabama State Univarsity-Montgomery;, Selma Unhnrully-Selmu; Stiliman College-Tuscaloosa; Taltadega
College-Talladsga; 201% Cenlury Collsge-Moblle.

ALASKA: Univarzity of Alaska-Anchorags, Juneau.

ARIZONA: Advanced Beauty College-Tucson; Advanced Beauty Cotlege-Golf Linka-Tucson; Advanced Beauty School North:
Tucson; Arizona Academy of Beauty South-Tucson: Arlzona Co||cg| Mldlcnl Dental & Legal Care: ucaon; Beebes

Academy of Beauty Culture-Yuma; Central Arizona Collage-C “. y College-Giendale; internation al

ACD of Buuty Cullur&Sconndnll, Long Medical Instl! Tecl hn lcal G y Collsge-Phoenix; Mesa
Phoonlx damy of Beauty- M-ryvll&Phognlx The Remgernllon School-Phoenix; Tucson Beauty

Colloqo Tucwn .

ARKAKSAS: Olrllnd To. Community College-Hot Springa; ppl County G College-Blythevlile; Nénh Arkan-

sas Community College-Harrison.

CALIFORNIA: ABC Colnals Ine. Fruno American Bsauty College-Bellflower; Americana Beauty Acadamy-San Lesndro; Ar-

ll-l s Bnuly Coll to; A T College-Los Angales; Bauder College Splcllllllng In Career Ed-
, Bay-' Vlﬂly Ti Santa Ctara; Callfornia College of Dental Loa Angeles; Calif Halr

Dasign-San Dlego; Calif Par 4 Technical College-Long Beach; Callfornia Trade & Technical School inc.-Long
Basch; California Wastern School of Lew-San Dlego; Clnyou Country Bnuly College-Canyon Country; Career College of
m|my|mg Mnryavlll-, Carmichael Besuty Colloa&" I; Chatiey C ity College-Alto Loma; City College of San
College of Al d da: Ci Beauty College-Compton; Contempo School of Baauty-

Inglqwood Conllnonnl Beauty School-Los Angeles; Counlry CIubColllgc of Halrstykng-Sacramanto; Covina Besuty Coliege-
Covina; Crenshaw Beauty College-Los Angelea; Criss Datens's Collegs of Beauty-Fresno; Deloux
Schools of Cosmetolojy-La Maaa; Fairfield Baauty Acadnmy Fllr"l 3 n!hcr Rlv-rCollagoQulncy' Fod.rlco Falr Qaks Col
laga of Halrstyling-Falr Oaks; Flavio Beauty College-Torrance; Gana of ¢ d City; Grace Beau-
ty School-Ansheim; Indian Valley College-Fiovato; SJohn Pat Baauty College-Torrance; Kly Brown Beauty School-Los
Angeles; Lakewood Beauty College-Lakewood; Lsncaster Beauty SchookLsncaster; Laurel Beauty Academy-North
Hollywood; Lawton School of Medical and Dardtal Assts.-Palo Alto: Le Pante Beauly College-La Mirada; Lismart Park Beauty
Collage-Los Angeies; Lodl Beauty Collage-Lodl; Long Beach College of Business:-Long Baach; Los Angeles City Collsge-Los
Angeles; Los Angeles Commun Ity College District East Los Angsles College-Monterey Plrk. Lca Angeles Harbor College-
wiimington; Los Angeles Sauthwest College-Los Angeles; Los Ancelas Trade Technical College-Los Angelus; Lo Rios Com-
munlity Coliega Dlnlrlct s.crlmenlo, Marlo Collece-San Diago; Mandocino-Laka Community College District-Uklah; Merritt
. Unl Beaut’ O View Bnuly Collog&Moumln Viaw; Mr. Dominics School of Hal* Design-
Whittler; Napa Beauty Colllepl National T Los ; New Collsge of Callfornis-San Francisco;
Newberry School of Beauty-North Hollywood, Burbank, Canoga Park, Covlnn, Hollywood Panorama City; North Adrlan‘s
Beauty College-Modesto; North Park Baauty Collog&Snn chq_? Pnrla Beauty College-Concord; dena Area Community
College District-Pasadena; Rnndyn Baauty Collage-R Beauty Coliege-San Bernadino; Rio Hondo College-
Whittier; Ron Ballle School of Broad San Joss; S Beauty Coll S Salinas Beauty College
Inc vSnIInn, San Dieg0 College for Medical & Dental Dingo; San Dlego Clly College-Sun Diego; San Diego Mass
Col San Dlago; Sanla Barbsra Beauty College-Santa ; Senta Cruz Beauty College-Santa Cruz; SawyerCollege at
Pomom .Pomona; Sawyer College of d College of Med-Dent-Leg Care-Los Angelas;
Southwestern Coll.g&Chuln Vista; The Bryman Schools Ine. -Long Beach; Touch of Beauty College-Mission Viejo; Ukiah
Beauty Colisge-Ukiah; Universat Besuty Academy-Walnut Cresk; Unlversal Colllga of Beauty-Los Angeles; Valley Commer.
clal College-Modasto; Victor Vallay Beauty Colleq&Vlclorvllle, Waynes College of Beauty- -Sanla Cruz, WuIyn Collogn of
Medical and Dental Car gate Beauty College-San Jose; 201h Century A of C

COLORADO: Arapahoe Community College-Littieton; Certified Welding School Inc.-Denver; Colorado Aaro-hcn-aroomnnld
Lavonne's Academy of Beauty-Arvida, Denver, Thornton; OIymplc Beauly Audlmy Inc.-Cotorado Springs; Southern Colo.
Univ. of Cosmatology Puablo,

CONNECTICUT Amore Instituta of hes... _.lslgn inc.-West Hnnn.eunurnmlordf‘ Collag

N 3
Midd Coll P

ollage-y bury;
Mohognn Communlly Collog.-Nomlch Soulh Central Community Collcgo -New Hnan. Tunxll Communny Collogo
Farmington.

OELAWARE: Delaware Tect and Cmty. College-Georgetown: Dover, Wiimington College-New Castia.

DISTRICT OF COLUMSIA: (] School of Scl & AR S n Univeralty; 9 School for
Secrata; '
(more)
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FLORIDA: Beiz Businass College Inc..Tampa; Brevard Community College-Cocoa; Charron Willlams College-Miami; College
aytona Beach Community Coliage-Daytona Beach; Edward Watlers College-Jacksonville; Florida
A & M University-Tallahi lorida Intarnational University-Miaml; Florida Jr. College at Jacksonville-Jacksonviile; Garcea
Commarclat College-Miami; Mlami-Oada Cmty. College-Mlami; Soulhem College Inc-Orlando.

GEORGIA: Albany S ColllgpAIblny. Atlanta Unlnrslly Atlanta; Bunlll Womens Colllgo-AlIlnll. interde~ominational
Theological Ctr-Atlan! A ! ' Colleg Atlanta; Morrla Brown
Coliege-Atlanta; Phillips Collega Inc.-Columbus; Rutledgs Colheo-Alllnll. State Colloge-S:

Coilege-Atlanta.

HAVQ!! Wast Oahu Colllgo, Univ. of Hawall-Psar! Cily; Windward Cmty. College-Kaneche.

ILLINOIS: Academy of Baauty Cult Alberto’s of C d; Allled of T

Chicago; Bioomington Acadsmy of Beauty Cunuro-sloomlnmon. Catherins Collunghlcn jo: Chicago State Unlvuvsllyv
Chicago; City Collage of Chicago-Chicago; Coiffure School of Beauty Culture-Bellevllie; Control Data Institute-Chicego; Deb-
bla's School of Beauty Culture-Cricago, Harvey; Governors State University-Pa X Forest South; Ippolito School of
Cosmaetology-Chicago; John & Louls Bsauty College-Aurora; Lake Victorla Beauty AClﬂemY-Spvlngﬂeld Lincoln Land Com-
munity Coliege-Springfield; Lincoin Trali Callsge Ili. Eastern Cmty Colluges»Olney. McKendrea Colleg&Lnbnnon National
Collsge of Education Chicago; Oakton Community College-Des Plaines; S State | Sawyer
School-QOak Park: Tom Nolan Academy ol Beauty Culture-Oecatur, Tri County Beauty Academy- I-IICh"l!Id Wilfred Academy of
Hsir and Beauly Culture-Oak Park, Des Plainas.

INDIAN/: (alumet College-Hammond; Inters Ti Fort Wayne; Vi Beauty College-

1OWA: American of G 1; Stewart School of Halrstyling-Councll Blufts; United Electronics Inst:
Waeat Das Molnes,

KANSAS:. Climate Control Inst Elect C F Inst-Topeka, ; Wichita Businoss College Inc-
Wichita.

KENTUTKY: B g Gree Collegu' g Green; Fugarzl Business College-Lsxington; Kentucky Business
College-Laxington; Kunlucky State University-Frankfort; Loulsville School of Art- -Loulsvilie; Mr. John’s School of Beauty.
Loulsville.

LOUISIANA: Gelta Schooi of C A Draugl Busi College-Shreveport; Louislana Business College-
Monros; Louislana School of Prof eveport; Mead Draug College-New Orlsans; Phillipa College Inc.of New
Orleans:New Orleans; Spancer Coliege-Baton Rouge. -
MARYLAND: Airco Technical Institute-Baltimore; Bowis suia College-Bowle; Catonsville C: College-Ca
Community College of Baltimore-Baltimore; Coppin State Colleg Essex C Colleg
Hagerstown Jr. College-Hagersiown; Maryland Collagu of Art-Baltimore; ing Ul ity of Beauty-M

Unliversity of Maryland-Eastern Shovalnceu Ann. z
MASSACHUSETTS: Assoclated Toch Insl-Wobum; Boston State collequoslon Bunkur Hlll Community Collogp Chuvlulown.
Central New Englnnd Cotlege of Tucnworcu\ur East Coast Aero-Ti ITT T

Chelssa; M Caoll Newbury Jr Coilage-Boston; Northern Essex Community College-
Havarhill; Springfleid T 1C y Col-Springtield; Swain School of Oesign-New Bedford.

MICHIGAN: Delta College-University Center; Detrolt Buslnau Inslllul&Delroll Delloll Institute olCommnrco-Delloll Krainz
Woods Acdmy Med Lablory Tech-Datroit; Lewls Coltege of ich P Trn

Michigan Tach Inat-Ann Arbor; Saginaw Vi ata College-Unliveraity C.nlur, sn.wcollaqo at Detroit-Detrolt; Stata Coliega
of Beauty-Biocomflald, Ann Arbor, Royal O ashtenaw Community College-Ann Arbor.

MINNESOTA: Minneapolls Community Collegs-Minneapolis.

ISSI881PPL Coahoma Jr Collsge-Clarksdale; Oraughon Business Collsge-Jackson; Jnci(son State Unlversity-Jackson;
Mary Holmes College-West Polnt; Northwast Mississippl Sunior Col-Senatobla; Phillips Collogu fnc-Jackson, Gulfport; Rust
Colisge-Holly Springs; Tougaloo Colloon’ougnloo

MISSOURI: Balley Technical School-St. Louls; Control Data Institute-St. Louis; Draughon Business College-Springfleld;
Oraughons Business College of St. Loula Inc.St. Louls; Elect Computer Programming Inst.Kansas City; Platt College-St.
Joseph; Rolla College of Hairstyling-Rolla; Vocational Training Center-St. Louls.

MONTANA: Miles Community College-Miles City.

NEBRASKA: Collegs of Hair Dﬁlgn-Cosmnlology Olv and Barber Div-Lincoln; Nebrasks Coliege of Businass:Omahs; Stawart
8chool of Hairstyling-Omaha.

NEVAOA: Academy of Helr Oesign-Las Vegas; American Acad for Med Assistants-Las Vegas; Clark County Community
College-Las Vegas; Education Dynamics Inst-Las Vegas.

NEW JERSEY: Empirs Technical Schools of NJ Inc-East Orangs; Essex College of Business-Newark; Essex County College-
Newark; Glassboro State College-Glassboro; Jersey City State College-Jersey City; Joseph Paterno Col of Beauty Cullure-
Dovar, Kean Coltege of New Jerssy-Unlon; Plaza School-Paramus; Robert Walsh Business School Unlon Sawyer School-
Clifton, Elizabeth; School of Business Machines-Jersey City. . (more)
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NEW MEXICO: Vo-Tech Institute Inc-Albuquerqus. ’ .

NEW YORK: Adelphl Business School-Brooklyn; Advanced Career Training-Naw York; Apex Technlcal School-New Yorx;
Cazenovia College-Cazenovia; Control Data Institute-New York; Eastern School for Physiclans Aides-New York; Elizabeth
Seton College-Yonkers; Empirs Tachnical School-New Vork Hampslud French Fashion Academy-New York; Friends World
Collage-Hunlingion; Halr Deslgn atl St yn; Helfley & Browns Secretarial School-Brooklyn; Long
Island Bsauty School Inc-Hempetead; Midway Bnuly School-Forast Hilis; Midway-Paris Beauty School-Bronx; New York
Business School-New York; New York Food ard Hotal Management School-Naw York; Nlagara Halr Styfing & Bty Culturs Inc-
Niagara Falls; Programming and Systems institute-New York; Robert Fianve Hair Design Institute-Flushing; Saint Francis
Colluqo-Brookiyn Sawyer Business School-Butfalo; Sullivan Counly Community College-Loch Sheidrake; SUNY College-Old

y: Taylor B T Career New York; The Oliver Schools, Inc-Rochestar;
Tourc Collaa. New York; Ustissima Beauty Inst at Flushing-Flushing; VEEB Nassau County Sch of Practical Nursing.
Uniondais; Wesichaster Community College-Valhalla; Westchester Sch of Beauty CulturrsMI Vamon Wilfred Academy-
Hnuppluae. Riverhead. Selden.

NORTH CAROLINA: Barber-Scotia College-Concord; Blanton's Junlor Collogo-Aahcvllla. Elizabeth Clly Stats University-
Elizabeth City; Hamilton College- Chlrlolla, Klnas Colleao-ﬂnlalah Ruttedge Colleaa»Groensboro, Fayettaville; Salnt
Augustine’s Collsge-Ralsigh; Shaw L leigh; W tam State Univer

Y

OHIO: Airco Technical tnslitute-Clevetand; Akron Inst Med oem'nuukvon: Betz Coliege-Cincinnati; Bliss College- Columbus;
Central Stale University-Wiibertorce; Cincinnali Melropolitan College-Cincinnatl; Cooper School of Art-Cleveland; Davis Jr.
Collaaa of Bualnan Toledo; Elyrla Academy of Coamslology-Elyria; Galllpolls Business College-GalllPOIis; Sawyer School of

i Day! n College of B Ki Ing; Virginia Marti Schoot of Fashlon Carsers.Lakewood; Wilber.
force Umvau'ly-wubnriorca :

OKLAHOMA: Draughon School of Business-Oklahoma City, Tulsa.

OREGON: Blue Mountaln Community Colleg C Career Inc.-Portiand.

PENNSYLVANIA: Airco P American A y of Bi il Cheyney State
Collage-Chayney; Community College of Philadeiphis-Philadelphia; Lincoln University- Llncoln University; McCarrle Schoels

Inc.-Philadsiphla; National School of Health Tech.-Philadelphia; Pinabrook Jr. College-Coopersburg; Tracey-Warner School
Inc.-Philadsiphia. . .

PUERTO RICO: Amurlcnn Cotlege of Pusrto Rico-B Central Uni Caribb University
Coll AnaG Mendaz Rio Pladrls. Unliversity of Puerto cho-San Juln World Unlversity 11-A.
Hato Ray

RHODE ISLAND: The Mc-ern School-Providence.

SOUTH CAROLINA: Allan University-Columbla; Claflin Collage-Orangeburg; Columbla Junlor Colisge ot Businsss-Columbla;
Denmark Technical Collage-Ds:..nark; Morris College-Sumter; Rutlecge Coliege-Columbia, Spartanburg; Voorheas Coliegs-
Danmark. . R

TENLES:.EE Cumberland Colloaa of T L Jr. Collage of Business-Nashvlile; Dysrsburg State
Callsge-Dy Junlor Collego-Channncoan. Enrll Sch of Bty Culluro-Preslny Mamphll. Flak
l..... ver 2; Knoxvllie Coll ge-Ki Schoot of C Col of Med & Dent

Assts-Madison; Tennassea State Univeralty-Nashyllle.

TEXAS: Alistats Susiness College-Datlas; Austin Communuy Collage-Austin; Bishop Collaae Dailas; CBM Educulon Center-

Saa Antonic; Centr.il Texas C Coll Chenler Coll €l Paso Ci
College-El Paso; Four-C Collegs-Waco; Gulf Consl Bibte Collage- Houslon anlonal Buuly School /8-Mesquile; Pnul Quinn
College-Waco; Prairie View A & M Ur.iversity-Prairie View; San Ant San Antonio; t School of

Madical Assts-Ban Antonio; Texas Collage-Tyler; Vougue Baauty Collaaas 1,2 8 3-chhll| Fallu
UTAH: The School of Broadcasting-Salt Lake City.
VIRG:NIA Comnuler Learning Centar Springtisid; Control Oata Institute-Arlington; Lynchburg Collsge-Lynchburg; National

otlege Inc. Norfoix College-Norfolk; Autladge College-Richmond; Saint Paul's College-Lawrancevllls;
Virginla State Unlverslly Petarsburg; Wards Corner Beauty Academy-Norfolk.

WASHINGTON: Glen Oow Acad of Hair Deslgn.S: Hlahllna Commenity Colleg&Mldway, Knapp College of
Businass-Tacoma; M'Lady Schoot of Beauty-Spokane; Metr Business Ui ttle; Mr. Lee's Beauty
School-Seattle: Washington Technical Institute-Seattls.

WEST VIRGINIA: Southern West Vi.ginla Conmunity Coltege-Logan; west Virginia College of Graduaie Study-Institute; west
Virgin:a State Collegé-Institute; Whesling Beauly Collage-Whaeling.

WISCONSIN: American Beauly Celleau Hllwauku. h as;rw, Green Bay; City Colloaa of Cesmerology- Mllwnukaa, Mitton
Coll .

Colleg&MlIlon, in Conservatoty of Music-Mllvaukes.

Source: U.S Dapartment of Education.
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HOUSE PANEL APPROVES ANIMAL RESEARCH ACCREDITATION BILL

Universities would have to upgrade their snimal research laboratories to get federal
woney for health resesrch involvins large nunben of animals, under a bill approved

. The House Science and Technology Committes, while reserving for itself snother look

at the bill next week befcre sending it to the House floor, agreed yesterday to an
uendmnt that would require Congress to renev the bill every 10 years.

: mg 10—yelr sunset provilion vould be linked to the 10 yenrl colleges would have

under the bill to became fully sccredited in snimal resesrch. The accreditation
would be granted by private sgencies approved by the Department of Health and Human

: Setvicel. undar the bill, H.R. 6255.

In ynterd-y'l warkuy, the committee nlao endorsed smendments granung outright exemp-
tions from the accreditstion standsrds to zoos and marine animal exhibits and permit-
ting waivers to space lnd dcfenle ptojacn vhen warranted by national security in-
terests.

Animal Care Committees - ""In addition to tying federal funds for research on an-
imals to the new accreditation standards, the bill would require universities to

set up sn institutional snimal studies committee campoaed of at least one member of
tha public and one veterinarisn. Tiue campus panela would review animal use in on-

‘going campus, releurch.

The bill urges thc National Institutes of Health to emphasize projects using alter—
native methods of testing and research that do not involve anima.s. It wouid ask
the health secretary to appoint an advisory panel to ensure that proposals for re-—
plscing or niniui:ing the use of snimals recaivc "full conlideution for funding”
by HHS.

The bill is the latest in = series of legislation prowoted by animal velfare groups
that want to ban or restrict the use of animals in biomedical research. Such efforts
hsve been opposed by federst and university officials, who say research on diseases
and drugs vould grind to a halt if enimals couldn't be used.

’ Coltlz Steg Univzraities further complsin that getting accreditation for their

scilitias, which are currently inspected by the U.S. Department of Agriculture,
would be L] couly and unnecessary lup.

The cost of brinaiug all NIH gnnteeo 1mmediate1y in ldne with the stringent atan-
dsrds of the American Association for Accreditation of Laboratory Animal Care has
been placed as high sa $500 million. That group now accredits about a fourth of
the ntdicd ‘centers. snd veterinsry lchooll that perform research on animals.

hp. Vin Weber, R-Minn., ssid ynterdny the cost of accreditation was "a substantial
issue.” But bill sponsor Rep. Doug Wslgren, D-Y’s., chairman of the Science, Research
and Technology Subcommittee;.said colleges wouldn't spend that much if animal facil-
ities were upgrsded in the normsl course of refurbishing campus buildings.

The.cmﬂuee beat back n; sttempt by Rep. Barry Goldwater Jr., R-Calif., to put
the sunset provision into effect after five years.

Goldwater ‘said the legislation would make "a significant inroad into research
protocol” snd should be reviewed carefully for that reason. "We're placing new
requirements on universities that they cen little afford ... Too much regulation

could cripple the rasearch industry.” (more)
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HOUSE PANEL TENTATIVELY APPROVES ANIMAL RESEARCH ACCREDITATION BILL (Cont.)

Walgren and Rep. George Brown, D-Calif., however, nsted that the impect of the
bill couldn't be sssessed before the 10-year desdline for full sccredits:ion.

Such & provision would encourage colleges end univorsities to hold off from making
sny improvements in snimal csre if thoy thought the strndsrds would be niiliahed
within five years, ssid Brown. The ccamittee instsac voted for the ter-year sunset
cleause.

Brown called the animal legislation "a conscicusntss-raising bill” that would result
in better care of snimals and more efficient research.

The panel Aug. 11 is to tske a finsl vote on the mesaure with all of its amendments.
There is no similar Senate bill. —HB

ED ISSUES RULES TO CUT OIF NEW NDSL AID %% :ICH-DEFAULT SCHOOLS (Cont. from p. 2)

UNCF schools have problems with defsult: cecause they serve the poorest students,
vho have litt}e expsrience in mansging moacy, White said. The high unemployment
rate for blacks sl4o contributes to the paiter:r, he added.

Fiek University in Tennessee, on? of the yrominent black colleges barred from getting
new NDSL funds nsxt yesr, will not have to meke much of an adjustment to the rules
because the school did not get new funds lest Year, according to its president, Wolter
Levtacni. Tvo yesrs ago, he said, the school got $30,000 in new loun c‘pini. .

Although Leonard scknowledgad that dafeults ere s @gresat problem lnd that every legal
attempt should be mads to collect student louns, he ssid schools just aren’t set up
to be collection agencies.

Different Attitude Now He £lso noted many of his school's outstanding losns
are left from the 1960s, when move atudents wera of the "narcissistic entitlement
mentslity” and feit, "it's ours, we dr7arve it.” Defeults recently have b2en much
lower, he noted. . . :

Despite ths complaints, several officis’e ‘ncluding UNCF's White, AICS's Wine and
Leonard Haynas, director of the Office f:» the Advencement of Public Negro Colleges,
which is part of the Nationil Associatior of State Universities and Land Grant Col-
leges, nid ED’s new rules 1+ould proapt some schools to improve their collections.

The. rulu. which wers propossd in Janu-ry. will teke sffect in 45 lesillnuve days
ur.less Congress rejects thea, which it is not expecud to do.

For more infomatfon, see tie Aug. 2 Fecevsl Ragister or contact !hrglret Beng or
John McGonigsl, Office of Student Finen isl Assiftanca, Educstion Depsrtment, 400
Marylend Ave. SW, Room 4018, ROB J. Washington, D.C. 20202, (202)245-9720. —26
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Ms. Margaret Henry

office of Student Financial Assistance
Room 4018, ROB 3

400 Maryland Avenue, S.W.

washington, D.C. 20202

Re: NPRM Changes in Funding "Procedure" for
NDSL, CWS, and SEOG; Fed. Reg. 1-7-82

Dear Ms. Renrry:

This will serve to supplement the statement filed Febru-
ary 22, 1982, on behalf of our client, the Association of
:Independent Cclleges and Schools ("AICS") in the above-cap-
tioned matter. .

‘Attached is a copy of a form letter dated March 1978
to institutional presidents concerning the disposition of
certain NDSL program notes. It appears as Appendix J at
page 209 of the current "Audit Guide, Campus-Based SFA Pro-
gramy, Office of the Inspector General, June 1980." The
first sentence of the final paragraph on the first page
states as follows:

"Your institutional default rate will be calcu-
lated each vear on the basis of the annual fiscal-
operations report as of June 30." '

We suggest that this letter supplements and reinforces
the discussion in our statement of February 22, 1982, con- '
cerning the improper calculation of the default rate.for

NDSL as presently practiced. It particularly illustrates
default rates being based on the annual fiscal-operations
report, the instructions of which, if carried out as stated,’
utilize the "principal amount outstanding” rather than the
vprincipal amount past due and in default" as the basis

for the computation. We continue to maintain that this

is improper and contrary to the regulations, as well as
inconsistent with proper proced.ire in the semi-annual "Report
of Defaulted Loans" in ED Form S74.

We hope this will be of assistance to you as you review
the NPRM concerning NDSL default penalties.

Respectfully submitted,

THE ASSOCIATION OF INDEPENDENT
COLLEGES AND SCHOOLS

Through its General codnsel.

SACHS, GREENEBAUM & TAYLER

% P

By:
Richard A. Fulton

RAF/csd
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APFRNDIX J

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
OFFICE OF EQUCATION
BURRAU OF STUDENT FINANCIAL ASBISTANCE
WASHINGTON, 0.C. 30202 :

March 1978

Dear President:

The purpase of this letter Is to transmit Instructlons for the disposition of
certain National Direct Student Loan Program notes which have been
classified as uncollectible, and to point out the characteristics of the notes
which may be assigned to the United States. Any note which your institution
assigns to the United States Is assigned without recompense, In other words,
your lnstltutiqn’tortelts‘ ltsllntere"st in any note zssigned to the United States.

All NDSL notes which are classified as uncollectible must be valid instruments;
that ls, they must contain proper signatures, and correct ehtries to amounts
advanced and dates., For some Institutlons audits and program reviews may
have already identified defective or Invalld notes for correction. Howaver,
should such Invalld instruments exist today, the institutlon which owns the
notes must buy them by depositing into the Fund an amount equal to the un-

- collected principal. It may then proceed to attempt collection as If the trans-
actlon originally involved institutional funds only, :

Due diligence in attempting to obtain collections must be demonstrated. Subpart
C of the NDSL regulations covers "Loan Collection - Due Diligence." Since
this standard was published in 1976, you are not required to show full com-
pliance with it for efforts made In prior years. However, reasonable efforts
along the lines of this standard and Appendix 17 of the NDSL manual must be

_ demonstrated to the satisfactlon of the Office of Education.

An important objective should be the conservation of capital in your Student
Loan Fund. Collection studies have shown that second attempts to collect

on long overdue notes are frequently successful. Therefore, any delinquent
note, no matter when the repayment period began, on which the slightest chance
of recovery of funds still exists, should be retained by the institution and its -
collection actively pursued. Defaulted notes which are included in your report
as of one June 30 would not be shown as defaulted in the following June 30th
‘report if the note has been retained and the borrower has been brought back into
repayment status. . o oo : :

Your institutional deta;.dt rate will be caleulated each year on the basis of the

annual fiscal-operations report as of June 30. Notes which have been assigned to . :

and accepted by the United States will be included in the basic default rate
thereafter.  On the other hand, notes which have been assigned to and accepted
by the United States will be subtracted from your basic dgtault rate to obtain

‘209
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an adjusted default rate. This adjusted default rate will be used as the asis
for determining the effectiveness of your operation of this phase of your :

_program in comparison with other Institutions. o

I yod determine that you have valid NDSL notes on which due diligence
has been performed, and there appears to be practically no chance of
collection on these notes, you may then assign them to the Unit_e;{ Stites

.without recompense. -

An original OE Form 333, Assignment of Defaulted Note(s) must be completed
for each loan which you wish to assign to the United States, and be certified
by an Institutional official who has the authority to relinquish the institution's
interest in the note. A sampleof this form is enciosed, and additional copies

should be requested in writing from:

Mrs, Florence V. Taylor
Chief, Services and Collections Section
Campus and State Grants Branch, DPO
Bureau of Student Financial Assistance
U.S. Office of Education
Washington, D.C. 20202

A copy of the Procedural Guidellnes and General Informatlon statement Is also
enclosed. ‘ . .

Questions pertaining to this matter may be directed to Mrs, Taylor on telepﬁone
number 202-243-9727. . L :

" Sincerely yours,

Director .
Division of Program Operations

Enclosures

26
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SACHS, GREENEBAUM & TAYLER
1820 EYE SYH((Y. N.W.
WASHINGTON, D. C. 20008
{202) 828-8200

CABLE SOANDT

YELECOMER (202) aL8-8273

WRITERS DINECT OIAL O,

#20-8244

February 22, 1982

Office of Student Financial Assistance

Room 4018, ROB 3

400 Maryland Avenue, S.W.

wWashington, D.C.

20202

Re: NPRM Changes in Funding "Procedures” for
NDSL, CWS, and SEOG: Fed. Reg. 1-7-82

Dear Ma. Henry:

This responds

to you

Reg. 908-914 (January T
changes in funding mprocedures” for NDSL,

We represent the Associa
with more -than 550 institutiol
and auxiliary activities thereof.
of higher education™ for purposes o

oF coumteL
Jetienuma?

wanrLanD OFICE
1400 CHEYY EHALT BUNDMG
4920 wi3CONSA KUK

anumaton
wex) sis 1203

r'.advance notice of proposed Eulemakinéiﬂ Fed.
1982)) and the invitation for public comment on

1965, as amended, pursuant to either Sec.

" - ponderantly, AICS institut
ments with the Secretary'pursuant to Sec. 487,

tutions enroll fewer than 500 students.

_ AICS and its member institutions,
the gravity of the Secretary's respons
to law, the so-called campus
continues to look forward to t

fons have enteced into Progr

CWS, and SEOG.

tion of Independent Colleges and Schools ("AICS")
ns, along with some 300 branches, ‘extensiong.
These institutions all are “institutiuns

€ Title IV of the Higher Education Ack of

481(a) (1) or Sec. 1201(a). Pras-’

consultation. In such a spirit of congtructive cooperation,

; . the NPRM of January 7, 1982

B 1. Failure to com

(96-354)

ply with the Regulatory Flexiﬂility Act .
including lack of the requisite or adequate .

mguccinct statement explaining the reasons for such
certification” by the Secretary that these regulations
will not have a significant economic impact on a sub-.
stantial number of small entities.

am Participation Agree-
Fifty percent;of
b
. N

AICS insti-

as "interested persons,” appreciate

ibilities in administering. according
-based programs, including the NDSL. Our client
he opportunity of both formal and informal ’

we suggest that '

, should be withdrawn and rewritten because: .




‘13’

SACHS. GREEN EBAUM & TavLER
‘Ms. Margaret Henry
February 22, 1982
Page Two'

2. Failure to comply with Title VI--Nondiscrimination in .
Federally Assisted Programs Of the Civil Rights Act of
1561 15 ¢,1.C, 20004-20004-*° P.L. ""-152) because the
disparate "{mpact" of the propused regui.tions fall
more harshly on one group than another so that persons

. on.the ground of race, color, ‘or national origin will
be excluded from, denied the benefits of, or be sub-
jected to discrimination in the administration of the
NDSL under Sec. 601 and that the proposed regulations
fail to carry out the mandate of Sec. 602.

3. Failure to utilize the regulatory definition for the
calculation or computation of "default rate" as set out
in 34 C.F.R. Sec. 674.2 for purprnses Of the proposed
Sec. 674.6a--Funding Procedure--Federal Capital Contri-.
bution (FCC), causing the likelihood of an inflation of
the "default rate” of an institution and resulting either
in an erroneous reduction or denial of an FCC.

4. The disparate impact on small entities of the proposed

" Verification of Student Aid Applicant Information--
Sections 674.22, 675.29, and 676.25 is contrary to Exe-
cutive Order 12291, inconsistent with the purported certi-
fication of the Secretary under the Regulatory Flexi-
bility Act. Further; until the Secretary does in fact
"establish and publish procedures to be used for" se-
lecting students and verifying information, the requested
response on "burden reduction®™ or pursuant to the statu-
tory Education Impact Statement Of ‘Sec. 409 of GEPA (P.L.
96-374) is impossible. This omission would seem to pre-
clude these proposed regulations from becoming effective
for lack of an educational impact assessment statement
which shall determine wh2ther any information required
is already available.

Regulatory Flexibxlity Act Noncomgliance

The NPRM acknowledges that "the small entities affected by these regu—
lations are small inscitutions of higher education.”™ We are informed by the
. Director, Division of Regulations Management, Office of General Counsel,
that the NPRM of January 16, 1981, giving "Notice of Definition under the '~
Regulatory Flexibility Act™ has been "abandoned." Thus, we have no knowledge
of the standard o: criterion for "small” used by the Secretary in the above
statement or in the certification required by the Act.

O
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SacHs. GREENEBAUM & TAYLER
Ms. Margaret Henry
February 22, 1982 :
Page Three L

Ninety-seven percent of AICS proprietary members are "small entities”
under the Act as determined by the Small Business Administration. 13 C.F.R.
Sec. 121.3-10. We understand that more than 1,100 of the institutdias ac-
credited by the National Accrediting Commission of Cosmetology Aris.and
Sciences enroll fewer than 500 students. According to the National Asso-
ciation for Equal Opportunity in Higher Education (NAFEO), the organization
which serves as the voice of the nation's historically and predominantly

\natitutions, 13 of the 111 institutions enroll fewer.than 500 stu-

n° . “hus, Nearly 2,000 institutions would have met the proposed defi-
natle. o ntity. Surely the Secretary had some criteria for. "small”
when issuing she .tificazion, but what it is we know not! We think the

punlic is entitled to know-

All institutions with a Program Participation Agreement would notmally
file annually the reqtired FISAP statement (ED Form 646) , which on page 15
reports students ‘who have shown "need” by brackets of family income, taxable
and non-taxable. . It is thus available to ED to compare the family income of
students in some 2 000 small entity institutions with that of students in
‘all institutions eligible for Title 1V campus-based programs. W¥: suggest
that there will be a disparate economic impact of .the NPRM that will fall
more harshly on the students.in the small entity 2,000 we have’ agg:egated
and for wh.ch the Secretary has data in the FISAP tePOItS.

purportedly the Secretary has availed hlmself of the authority- of Sec.
605(b) of the Regulatory Flexibility Act to certify that the proposed rules
will not have a significant economic impact on a substantial’number of small
entities. The SBA has not confirmed to us receipt from ED of. the statutory
notification. - More importantly, we question and put at issue the "adequacy”
of what the ED OGC has identified to us as the "succinct statement explaining
the reasons for such certification.”

According to ED OGC in a telephone call on February 19, 1982, at.10:12 1:
a.m., the following constitutes the "succinct Statement explaining the rea-
sons.”

»The regulations propose changes in the procedure for
allocatiny program funds to institutions and calculating
the Federsl capital contribution, and they would permit the
Secretary to require verification of iniormation submitted
by student aid applicants.” (Emphasis supplied.)

O
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Ms. Margaret Henry
February 22, 1982
Page Four

We submit the foregoing gives no "reasons,” succinct or otherwise, why
the proposed regulations will not have a significant economic impact on a
substantial number of small entities. The p:oposed :egulations will in fact
have a significant economic impact, 1nc1ud1ng.

1. C:eating an irrebuttable p:esumption against thoge with a
default rate computed to be in excess of 25%.

2. Diminish substantially the FCC for those with a default
rate of greater -than 10% but not more than 25% through
the use of a default computation formula inconsistent
with 34 C.F.R. 674.2, creating a significant economic
impact on ingtitutions and students known to or readily .
‘ascertainable to ED through its own data based on FISAP
reports filed -annually..

The Regulatory Flexibility Act (P.L. 96-354). amends the Administrative
Procedure Act in 5 U.S.C. 551-59 et seq. "The APA requires nct only find-
ings but also reasons, -«.."™ “Reasons differ from findings in that r=2asons

- relate to law, policy, and discretion rather than to facts." K. Davis, Ad-
ministrative Law Text 341 (1971). . N

The certification by the Secretary describes the action as mere "changes
in procedure.” -However, in the next column at page 910 of the Federal Register,’
in "Citation of Legal Authority,”™ it is explicitly stated that the statutory
or other legal authority follows  "each substantive provision of these pro--
posed regulations."” Sec. 674.6a, which would deny an FCC to an institution
with a default rate in excess of -25%, and Sec. 674.7, which limits #ppeals
only to-institutions with some funding level of FCC, are followed by the
raranthetical citations of statutory authority of 20 -U.S.C..'1087bb. Thus,
despite the Secrntary's description (or- succinct reason?) that the proposed
regulations are procedural, we feel thz inference is fairly drawn that they
are in fact substantive. The Regulatory Flexibility Act clearly seeks to
provide for "small entities” alternative regulatory approaches. Sec. 2(a)(7),
P.L. 96-354. ’ . = .

We suggest that the certification of, the ‘Secretary is: (1) lacking, (2)
inadequate, or (3) inaccurate, or all three. : This failure to comply with"
the Regulatory Flexibility Act, while an indepeident ground for withdrawal
for rewriting, is additionally related to noncompliance with Title VI of the
Civil Rights Act.

wt
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SACHS, GREENEBAUM & TAYLER

Ms. Margaret Henry
February 22, 1982
Page Five

Civil Rights Act Noncompliance

Nondiscrimination in federally assisted programs is mandated by the
Title VI of the Civil Rights Act. 42 U. S.C. 20004-2000d-4 (P.L. 88-352).
The proposed regulatory changes in allocating and funding levels of the FCC,:
though facially neutral in their treatment of different schools and the
degree to which any schocl serves low-income, disadvantaged and minority
groups, result in a "disparate impact™ on Blacks and Spanish-surnamed Ameri-
cans 80 that they are less favorably treated in access to NDSL program sup-
port. The discriminatory impact is the standard by which the irrebuttable
criteria of the over 25% exclusion and the 10% through 25% reduction of FCC
should be measured, even though there is no specific intent to discriminate
by ED. .

Black and Hispanic students will be excluded from, be denied, or ex-
perience reduced NDSL benefits, and be subjected to discrimination in the
adminigtration of the NDSL déspite the prohibition of Sec. 601 and the man-
date to ED in Sec. 602, because of the "disparate impact® of these proposed
regulations on schools with a history of higher default rates but serving

- such students. These proposed regulations are not consistent with achieve-

ment of the objectives of the Higher Education Assxstance ‘Act of 1965, as

*amended.

Our hope is to point out to the Secretary the serious pitfalls and pro-
found potential for litigation should these regulations go unamended. The
data which would most appropriately provide the prima facie case of dis-
crimination would be established by statistics now in the care, custody,
and control of ED. The Congress expects the Secretary to use such informa=

‘tion’'on Blacks, Hispanies, and low-income persons in the Sec. 342 Waiver of

Authority.and’ Reporting Requirement of the Title III Institutional” Aid pro-
grams. 1If the Secretary can determine "that the institution has tradi-’
tionally served substantial numbers of black students® for Title III, he can
and should do the same in Title VIl

We fervently hope that the adversarial nature of 11tigation in-

which data need be compiled quantitatively can and should be avoided. How-
" ever, we would respectfully’ point out the successful efforts »f ED in Title
VI "litigation. establishinq the judicial legitimacy of "discriminatory im-

pact” despite no specific-intent to discriminate by its practice. Board of
Education, New York City wv. Harris, 444 U.S. 130, 62 L.Ed.2nd 275, 100 S.Ct.
363 (1979). See also, Teamsters v. U.S., 431 U.S. 324, 52 L.Ed. 396, 97
§.Ct. 1843 (1977); particularly the discussion of "disparate impact” at page
415, footnote 15.
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SACHS, GREENEBAUM & TAYLENR

Ms. Margaret Henry
February 2?, 1982
Page Six

It is indeed ironic that any institution which has failed to carfy out

. a'program pParticipation Agreement under Sec. 487 is entitled to notice and a

hearing on the record before loss of. NDSL.funds; or that the Secretary has
statutory "discretion” to award Title III funds. However, if the default
rate exceeds 25%, .an irrebuttable regulatory presumption--without access to

.the National Appeal Panel-~is created without any opportunity to establish o

that "...default rate does not reflect its current collection efforts.": The
proposed regqulation Sec. 674.7(d) (2) permits this Justification for insti-:.'
tutions with a default rate of 10% through 25|ll

We vigorously urge that the regulations be amended to permit threshhold
access to the National Appeal Panel for any institution, including one with
a default rate in excess of 25%, which can certify that it serves a sub-’
stantial number of minority, educationally disadvantaged, and/or- low-income -
students. Such threshhold access would be an initial and separate determina-
tion. Once having achieved. access to the National Appeal Panel, the xnstitu- .
tion should then have the same burden of proof as any other institution to
document the items in Sec., 674.7(d). This could include important issues.
such as the fact that its default rate does not reflect its current collection
efforts or that the standard expected family contribution figures do.not
accurately reflect the characteristics of the student body where there may
be no family contribution.  See subsection (d}(2) and (d)(4). '

The right of access to the National Appeal Panel for any institution
serving a substantial number of minority, educationally disadvantaged, or :
low income students should not be denied by the barrier of an irrebuttable ' -
reqgulatory presumption. The Secretary has data under Title III and through
family income reports by brackets on page 15 of the ED Form 646 FISAP report.
We do not seek to have the burden of documentation reduced in the merits of -
the appeal. We only seek. the right to rebut a presumption against access to
an appeal. That is a, threshhold issue separate from:the:merits. Such thresh-
hold access to the Natzonal Appeal Panel should substantially diminish the
potential for "disparate impact".of these prop~~ed regulations.

Default Rate Imgrogerlz Comguted

Inflated default rates are the result of ED's failure to follow the
computational formula of its own regulatory definitions! The result is that
institutions are imprcperly placed xn the 11% to 25% category of diminished
FCC or the greater 25% catcgory of ‘irrebuttable denial. This results from *
the unauthorized ccamputation required of schools in page 9, Section C-1, and
the required utilization of that data in.column "e" rather than column "f"
of page 12 of the FISA? report, otherwise identified as ED Form 646. The




SAcCHS. GREENEBAUM & TAYLER
Ms. Margaret Henry
February 22, 1582

' page Seven

FISAP instructions are not in accord with the regulatory definition of "de-
fault rate” which are explicitly affirmed in Section 674.6a(d) of the pro-
posed regulation.: The unauthorized FISAP instruction can and does result in’
a higher than proper numerator in the equation than the correct computation
of the semi-annual "Report ofvnefaulted Loans” in ED Form 574.

- The instructions in the semi-annual report Eor column (d), "principal
N Amount in Default," state: :

"Include only the principal amount that should have been

paid and is in default because of nonpayment. Do not include

the entire principal amount even if that amount has been de-

clared due and payable as the result of nonpayment."

The regulations in Sec. 674.2 define "default rate” as the  result of ,
dividing "Dr:faulted principal amount outstanding,”. the numerator, by "matured
loans,"” the denominator.  "Defaulted principal amount outstanding” is also
defined by the regulation as:

”The total umaunt borrowed that has reached the repayment
stage minua any principal amount repaid or canceled on
loans, etc.”

Curiously, the FISAP report (ED Form 646) at page 9 reprints in column
two the same ratio formula using the.same words for both the numerator and
the denominator as are in Regulation 674.2.  However, the instructions in
column one of page 9 for the numerator .in the computation differ drastically

_ from the regulation and the semi-annual report. It is not the "Defaulted

“. Principal Amount QOutstanding” which is placed in the numerator for the com-
putation in the FISAP but rather the "Principal Amount Outstanding.” The -
instructions in column two of page 9 clearly require the use of the amount
in column "e” rather than co’umn "f" of line 8 in Section C. Column "f£"
follows the regulatory definition. :

Column "e” {s: Princlpal Amount Outstanding.

Column "f£" is: ?rincioal Amount Past Due and in Default.

. Column "£" of FEDA& R-Sd‘complies with'the regulatory definition of -
"Defaulted principal amount outstanding.” Column "e”, which in most cases_
is.a higher figure and resulting in a higher "default rate” does not! Not -
all of a loan is in default merely because a portion is past due.

O
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Ms. Margaret Henry
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Page Eight o ’ .

The result of ED's unauthorized formula is that many institutions,
particularly those which have come into the NDSL program in its later years,
are forced inco::ectly into a false default rate resulting in a diminution -
or loss of FCC. ' Most of these schools ‘serve substantial numbers of 1ow-
income, mino:i*y, and educat1ona11y-disadvanta9ed students. ..

We suggest the time is overdue for ED, at a minimum, ‘to follow its own
regulatory definition and computation of "default rate.” ° s

Regulatory Compliance Includes Ed

Our client appreciates the enormous administrative responsibility re-
posed in the Secretary for improved administration of the campus-based pro-
grams, Timely disbursal of campus-based funds is essential to institutional
planning. We fear that the potential for confrontation and delay by way of -
injunction in the judicial forum is most serious because of the failure of

the -Department to abide by or take account both the lette: and ' the spirit:
of: . '

1. .The Regulatory Flexibility Act
2. Title VI of the Civil Rights Act.

‘3. The Education Impac: Statement of GEPA and its :elationship to .
Executive Order 12291.

4, 1Its own NDSL :egulato:y definitions of "Default or in default,
"pefault Rate," and "Defaulted principal amount."

Suggestions for Revision

while we do sincerely point out in the proposed Rule what we feel to be. : '
the ominous and the drave consequences, our goal is to cooperate with the
Secretary to revise the proposed rule both to comply with the law and to .
help students and-schools.. To do this, we would, at a minimum, suggest:

1. Permit any school which can show that it serves a sub-
stantial number of minority, educationally disadvantéged,
and low-income students, despite a default rate in excess
of.25%, to have access to the National Appeal Panel pur-
suant to Sec. 674.7 even though’it has not :eceived a
Feaa:al capital contribution.

O
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SACHS, GREENEBAUM & TAYLER
’ Ms. Margaret Henry
Febcuary 22, 1982
Page Nin:

2. Change the computation of “default rate® to conform to
existing statutory definitions,. including the use of the
amount in column "f" rather than "a” of the FISAP report in
ED Form FEDAC R-54 and the instructions in page 9 of Foim 646.

3. Develop alternative regdlatory approaches focs "small entities"®
such as eliminating the requirement that delinquent loans
must be sent to litigation for compliance. Possibly, per-
haps, fox small entities such loans could be turned over
earlier to kD for collection but without total lors of the
FCC. -Possibly this could be done on a service charge
basis.

4. . Convene a meetin; of rapresentatives of institutions which
are small entities and institutions which serve low-income,
minority, and educationilly disadvantaged students to dis-
cuss alternative remedies.

Conclusion

The proposed regulations are drastic in impact. The failure of the
Department to comply with either the spirit or the letter of the Rzgulatory
Flexibility Act is manifest. The Title VI consequences for many students .
and schools are grave. The Educational Impact Statement requirement seems. '
caught in a "Catch-22" situation because many criteria to be used by the

Secretary are yet to be disclosed. All of this creates a climate which both °
frustrates and 1nh1b1ts positive receptivity of those regulations in this’
drafe.

Ve urge, at a bare minimum, that the revisions -we have zuggested be
adopted in the' Final Rule. Meanwhile, we look.forward to the possibility of
an invitation to constructive cooperation in revising the proposed rules.

Respectfully submitted,

THE ASSDCIATSON OF INDEPENDENT
COLLEGES AND SCHOOLS

Through'}ts Gene:al Couﬁsel,
SACHS, GREENEBAUM & TAYLER .+ -

° By: e
Rirhard A. Fuiteon

RAF/csd ' R
Attachments:.  ED Forw. 574 g ) .
R " ED Form 636, page 9° : B _ .

ED Form 646, FEDAC No. R-54 :
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e, wuﬁ Fome Appaoveos FEDLS ko, 226 ' APP.EXP, 1 5/83
. MANT OF EOUCATION —ﬁ——fmﬂ——_
OPFICK OF POSTIRCGNDARY BOUCATION nuass COMRETE THIS RETURN BY apmaL 17, 1268
OFFICE OF STUGENT FINANCIAL ASSISTANCE READ ‘“Ev":";"‘:‘;""::ns":"‘(‘gzg.ﬁ:” S
. ':' ST0K, b.C. 2202 ','f,g':f"w o;r:cl OFf STUDENT FINANGIAL nlnnnc(
NATIONAL “IRECT STUDENT LOAN | comerLemng Ear;m AND STATE CRANTS BRANCH, OPO
MARYLAND AVENVE, S.We
PROGRAM THIS FORM WASHINGTON, 0,0, 20302 -
RRVE OF INSTITUTION TLEPONE NUFBER | SERIA NUBER (CSGB)
: : [ ‘ N
AODRESS {INQUUDE Z1P CODE) ENTETY NUMBER (EN)

|

N, REPORT OF DEFAULTED LOANS aS OF DECEMBER

o

L kvaero——" sINCIPAL | PRINCIPAL
LENCTH OF TIME 1N DLFALT BORROWERS AMIUNT AMOUNT AMOUNT
AND FREQUENCY OF INSTALLMENTS 1% DEF AT LENT gE’P‘SIDLgﬁ N DEF AL
a1 b (g
o 120 0TS on MOAE UP 10 1 vZaR (MONTHLY INSTALLMENTS) - (

2. 180 pate on POAE UP 70 1 vEar (oTHER INSTALLMENTS)

3. MORE THAN 1 YEAR UP TG 2 YEaRS

Vo MORE THAN 2 YEARS

5, BOAROWERY WHOSE DEFALTED LOANS wERE AEFERRED YO ANO
* REOKIPTED BT U.S. BETWEEN rEpT, 16, 3979 & cec,3i, 19808

WARNING: Any werson whe knewingly mekes s false this form smy be subject s 2 fine o up 1o
mev-mlmmmﬂu;hlymmnbﬂhum"ldmolwumdﬁn-&lnlmlcdn. Such peavisions may
indude, #mang others, 18 US.L, 1001

TYFED WARE OF FINANCIAL AID ADMINTSTRATOR JERER DATE SIGNED
TYPED MAME OF CHIEF FISCAL OFFICER . 1cHaTURE DATE S1CHED
INSTRUCTIONS
This form shal) be used by Institutions, which have established & loan loars azslgned 10 the U.S. Departmant of Education without recompensa
tund under this program, for raporting defaulted student loans a8 after Septamber 13, 1979,
M%WMM i
Edycation Amendm: Tralitytions At &re no Enter In Line 1, Columa a, the actual whpll:-ud number of borrowers
longer [Gars 1 1tudents but ara fesporsibla tor the collection of whose loans have been in delawt lor 120 days or more up to | year,
auuum\u Inu- iswwed while an active participant, repayabls on monthly instalimants. ~Enter in Column b, the tota)
ey principal amount lent to those students, Including any late chasges
*Default’ of "in defadt® meand. the_failura ol A bocrames ye-male—en- added. Cnter in Column :, tha total principal amount repuld by thase
Liratal{FinT PIyeAT when due, or 1o comply with othar_tarms of the borrowers, alther by casn or legal :An:ellnlon through tesching of

mui‘l:’:y senlcc Mﬂmm&mﬂnﬂ:.

gnnwrrmmurmﬁimn Wherd R ISl -’*"‘nun nds it
e ﬁnmwmﬂn_

reasonatle sihae fidid aad 2. in
cbligation to r-ply. eYault > 'wmmpuﬁ
e m— ° A payabie as the
ALL AMCUNTS SHOULD B IN WrHOLE DOLLARS ONLY. FOR | Fesolfarmommymanc=— . N
EXAMPLE $10,342 (NOT $10,502.36 or $10,32.00M — See cefuts,, !:L"{‘“‘
Entec in Line 2, Column a, the satual undupll *sted number eﬂw oy
Name and address of Instituton. Enter the nama and addrets, lndudh‘ whose foans have bean in default for 150 days or more up ta 1 year,

2lp code, of your inetitution. 1f your lratitutlon’s nama or address has rtp-nblu in other than monthiy instaliments.

chargad, entar the old name or adress n parentheses below the new.
Enter in Line 3, Column a, the actual unduplicated number of botn-'u

Serlal Nun\b-r (CSGAN  Entar only the LAST FOUR digits of the whaose loans have been [n delault for mora than | yaar up 10 2 yesrs-

document number which identilles allocations swarded 1o your institu-

Uan 0 cpefate one o mou.ol these programs - NDSL, C¥S and/or Enter [n Line ¥, Column a, the actual unduplicated number of bor rowers.
S20G. ‘whote {oap have ggmln delault for mora than 2 years.

ENTITY NUMBER: Enfer the nine-digit employer )amullullon number Entar in Line 3, Calumn a, the actual unduplicatad number of borrowers
mslgned by the Intemal Revenue Servics, and the two-diglt sulflx whose loans have been in default for more than 2 yaurs which wers
asaigned by the ED Central Registry Synm relerrad to and recaiptad by the U,S. Department ol Education detween
Scptember 16, 1379 and December 3t, 1950,
l-rwl ALL defaulted [osns held by your Institution, DO NOT Include )
lqd loare nll;nedlulen-d “nd acknowledgad by recelpt from the NOTE) For entrles on Lines 2, 3, 3, and 3 In Columma b, ¢, and d, cafer
a of 13, 1979 or defaultad :d": irstructions above cagarding the entrles on Line 1, Columms b, ¢,
w FBE 5% 2781 aro s7e a0

£o- 7
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J
INSTRUCTIONS FOR PART {1 ~ NATIONAL OIRECT STUOENT LOAN VRO({RAM, ED FORM 648, RAGES 11, 12 and 13
. {Continued)

120 days if repayadie i monthly installments and 130 days §f repay-
able in leas frequant instalimenty,

Lines 7.2:7.4. Report the 10lal number of borrowars fand amounys)
whost sccounts are aither In default Or past dus ma of June 30, 1980,
ut ase not included in computing the dafault rate. The data in these
Uines should not be inctuded in the dats in line 8 of this Sectlun,

Line 7. Report the aumbec of borrowsss fand amounry) whose

secounty are ym due™ but nat in dafault because of conulstant pertial

bas d from written

contact vdth l.ﬁ- borrowss that Na of the Intends to repey the losn. The

;alu h;u\h line item shouid not include the data which appeart oa lines
1and 7.2

Lime 8. Sum of lines 8.3, 8.2, 83, lA and 8.5, columns s, b, ¢,
o a0dl,

Line 8.t. Report the aumber of barrowers fand amountt) whos
dalsulted loans wera fafarred 10 and rocelp’sd by the Departmeat of
Education betwean September 16,1979 and ‘une 36, 1980.

Lines 8188, Repont u:d "otal number of bofrowan for.d amounty)
‘whose sccounts ale In defeult as of June 30, 1 780 by lenath of tima in
default, and e included In computing the “default rate, "D fault™ or
"in default™ means the filure of s bamower 16 maks a0 Inscalimant
peyment ‘when due, of, lo wmply with other terms of the promissory
note under where the insd finds it le to
conclude that a borrowss doas not intend ta ‘sonor his or her olligation
10 fapay. Count s#.h borrowar only ONCE in the appicpriate catagory
by the oldast paymant in dafault. The data in thess kine items should
#ot appest in any otha? line Item in Section C.

Line 1, column u, Is the tum of lines 2, 3,4, 5,6, 7 and 8, column s,
Line 1, column b, aquals line 1, columns ¢, dand o,

Lina 1, column d equals lines 3 and 4, cotumn d.

Line 1, column o, Is the sum of lines 3, 5,6, 7,and 8, column a,
Line 1, column 1, equsls linet 7 and 8, column £,

Line 1, column g, equals line 5.4, column g.

The following antrics in Past 11, Section C, should agroe with antries
Part 11, Section A:

(1) Sectlon C, line 1, column » equals Section A, line 4, column b,
) S«ﬂm C. lna 1, column b equals Section A, line 4, columa'c.

3 Setdan C, line 1, column ¢ squals Section A, sum of lines 5,6,
7.48,9, lo.md Il.columnd.

(4) Saction C, tine 1,column d equals Sectlon A, line 5.1, columnd.
BECTION C.1 = DEFAULT RATE

All instltutions ul nqulnd 10 oomp\m their default rate and anter
1t in line 1, p: fault rate”™ for an institution means tin.
o0_Delense and Ditect toans.

cipal amount’ auuum -in defaut for

120 4 a¥a I repayab hl il 02180 daya Il repuyadle
o las frequant lmullm;nu. divided by .the_matured loans. {principy]
amount of el Josns made minus the principal amount of Joans that have
not resched the sopeymedt-period), The default nte Is computed as
follows:

)
we é.\r:y..\*;h,\‘\n?"‘u\m.;u-;
The aboue dews, oF o

Witk The Regdntons, A{L‘
Sea The »g;ir- PR7< X s°l

Step 1. Section C, Hine 1, column B, puge 12 Amomat Lant

minus .
\m. 5.1, voluma b, sradent status at your butitution
\ 5.2, column b, stadent status ot another imtitution
53, eohn:m b, grace period

Step 2. Divids the sum of the dafaulted principal pmount cutstand~
-cllon C, line l.column. as of Juwe 30,1930, by the

. Compute two places be-
nnd duhmlpolm. 3., 0.
DEFAULT RATE: Represeated a3 s fraction:

Dafasted Prineipal Amosint Outstanding
Matured Loam © DEFAULT RATE

SECTION D = COLLECTION ACTIVITIES AS OF JUNE 30, 1880

Section D collects various types of information om the coltection
activitles of your Joan program. Each of Yines 4 through 8, consldered
SEPARATELY, contalns an unduplicated number of barrowers, but s
borowet may be entered in more than one ind in Sectlon D. fAdd
tionally -;I Borrowers presenied iIn Section D havi been included in
Secrion C,

Line 1.3, Seifexplanatory.

Lined, Report the unduplicated total am&er of delnquent
borowers and the total principal amount past (us which Is cumently
anigned as of June 30, 1950 to the agent(s) indicated I ifne 3, Include
the total principal amount outstanding fot a Joan only il (a) tha total
amount outstanding has been declared due and collectibe as a result of
the dalinqusncy end (b) the Institution has tumned over the cntire
amount to the collection agent(s)

Line 8, K:pml the numbnofbonovun tnwolved and the princhel
plus intesest collected for yous Institution during the §979.80 Award

. Pariod only by the colicction agent(s) indicated In lne 3,

Line 8. Report the amount pald fo the collectics sgent(s) as Its /oe,
far any amount of principal snd Intszest collected during the Award
Petiod as thown or line 5. [

“Line 7. Report the tot2] rumbder of borrowsers an$ the total loan
principal outtsnding for borrowsm egainst whom you have legal actic

currently o process.

Line 8. Report the total mumber of borrowers and the total loan
principsl outstanding for borrowers whoss current addsess I8 unknowm
and with whom you have los! contact.

SECTION E - SILLING A’... COLLECTION AGENCIES USED AS
OF JUNE 30, 1880

A. Enter the nams and sddress of blll.lnl agent(s) If “YES" s
checked In Sectlon D above.

B. Enter the nsme and address of collection agent(s) if “"YES™ Is
checked In Section D adovs.
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Mr. StaNLEY. One other problem that we have is that our appeal
efforts have been stymied this year. We were put in a unique situa-
tion in that we were forced to make appeals based on proposed reg-
ulations at the time, and not on existing regulation.

We did appeal, all of our schooit mads cppeals, and we appealed
on the existing regulations which were totally disregarded by the
process and these were regulations which, of course, were not final
at that time and still are not effective.

The action that the Department of Education took in ignoring
these appeals and existing regulations points out to us that the de-
partment was and is committed to implementing without amend-
ment those proposed rules of January 7, which makes it appear to
us that the whole process is illusory and also in violation of the
spirit and letter of the law. :

I hear a lot now from talking with .people in the Department of
Education and some of my colleagues in financial aid that the prob-
lem is timing, that we have had delays and we need to get this
money out to the students. .

Had the Department of Education in a timely manner, no matter
how unfairly, implemented those regulations, their current case for
instant congressional acquiescence might have merit. Unfortunate-
+ ly, they did not do that, and now we are in a situation because of

the 45-day rule that it could be well into October before we get any
funds from the Department of Education. ,

Meanwhile, we are trying to adjust to interim final awards for
NDSL and not knowing what we are going to have to work with for
students. - ]

To summarize, sir, I would -like to urge the committee to bear in
mind the following points, Une, that the rate or standard of prog-
ress an institution makes in cutting default rates should be a decid-
ing factor in measuring continued eligibility for National Direct
Student Loan Federal capital contributions. The new Ed regula-
tions completely disregard this effort. ‘

Two, that responsibility for the delay in publishing these regs is

“solely that of the Department of Education, and not that of institu-
‘tions and not that of Congress. Therefore, they should be further
delayed until at least the 1983-84 academic year. During this time,

we hope they will be amended. . '

We urge Congress to support National Direct Student Loan regu-
lations which will stimulate institutions to reduce NDSL default
rates which will reward successful efforts of institutions which evi-
dence progress and which measure institutional performance in an
objective and quantitative standard. = .

“Thank you, Mr. Chairman.

. Mr. SimoN. Thank you.

Our final witness, and I want to apologize in advance in case I

‘leave before you are through because I have already delayed an-
‘other meeting 30 minutes here, but if the three witnesses can stay, -
~ even though I am leaving, so the majority and minority counsel
can ask any questions, I would appreciate it.
" Our final witness is president of one of America’s finest schools"
“and if you will forgive a personal reference here, one of my reasons
for being in politics today is that a very, very poor student, eco-
nomically, was given a chance to go to Bowdoin College, and his

89
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name was Paul Douglas, and Paul Douglas is, if I have a polltlcal" o

mentor, Paul Douglas is that mentor. .
I probably f.ilow very inadequately in his precepts and the way
he launched me. But what we are talking about is a young man,
dirt poor in Maine, who was given an opportunity. His father had
left the family and he grew up in a little community that I have
visited up in Maine where there is not even a road into the town,
you reach it by railroad or you stop the car and then you walk to

get to this little town. It can hardly be called a town, even.

But somewhere, somehow, Bowdoin College gave an opportunity
to Paul Douglas and what we are really talking about is how do we
give opportunities to the Paul Douglases of the future.

With that introduction, Mr. President, we ‘are going to call on
you.

STATEMENT OF LEROY GREASON, PRESIDENT, BOWDOIN
COLLEGE, BRUNSWICK, MAINE

Mr. GreasoN. Thank you, Mr. Chairman. I will try to be br1ef
and summarize-—~--

Mr. SimoN. If you can move that mike over in front of you

Mr. GreasoN. All right. I simply said, thank you, Mr. Chairman,
and I shall try to be brief and simply stress three or four matters
that I think are important, with illustrations that are not in the
testimony which I have submitted to the committee.

And if you can stay for just the first minute of what I have to
say, you may run out without embarrassing me at all.

Mr. SiMoN. I am going to stay here for another 10 minutes, but
‘at that point, I am going to have to leave.

Mr. GreasoN. All right. Well, as you can see, I am anxious about
three points. The first is that the regulations that are presumably -
going into effect, so-called final regulations of August 2, e11m1nate

Bowdoin College from both current and future partlclpatlon in na-

tional direct student loan program in a way that I th1nk was nei-
ther foreseen nor intended. ,
I am referring to the Federal capital contrlbutlon in the pro-
gram, and it seems to me remarkably ironic that the formula:
should work this way. Bowdoin has a 6-percent default rate, we
work very hard at it, we do have entrance and exit interviews on
this, we have a followup with a series of letters when there is a
default, and when. we have not been able to reach them, and in

‘some human way try to resolve the difficulty that makes: repay-.

ment hard, then, indeed, we do become tough and quite prepared to

resort to the courts after every other effort has failed. It i is not as

though our need were any less:

Five years ago, the money that Bowd01n itself had to lend the

money we received through NDSL, funded all undergraduate loans. ‘
Today, they handle about 40 percent of them. In view of those con- -
“siderations, it seems to me a shame that we now have a set of regu- -
lations excluding such a coilege from the FCC part of the program.: -
. “Now I have also submitted for the record a letter which explains
. how that formula has worked, a letter from our director of student;
aid to Mr. Moore of the Department of Educatlon : ‘
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‘Mr. SimoN. Mr. President, if I may interrupt you, I have just
read the letter, but I don’t understand it. Can you explain it to me?

Mr. GREASON. If 1 understood it, I don’t think I would be a col-
lege presxdent It s1mply is a followmg-out of the formula in the
first instance, that is, last year, we had a choice between 211,000 or
301,000 whlchever was larger. This year we have to go with the
leaser of the two, and we are not eligible for about $60,000 of FCC
funding.

In fact, I have here, and I would like to enter it for the commit-
tee’s record too, our notification from the Department of Educa-
tlon, mdlcatmg that the amount we will recelve for FCC this year
is zero dollars.

Mr. SimoN. We will enter that in the- record, along with Mr.
Moulton’s letter.

[The letters referred to above follow:]
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BOWDOIN COLLEGE E

DIRECTOR OF STUDENT AID - BRUNSWICK, MAINE 04011
July 19, 1982

Mr. Jémes Moore
. Director, Student Financial Aid Prograus
" U.S., Department of Education
Office of Student Financial Assistance
400 Maryland Avenue, S.W. (ROB-3)
Washington, D.C. 20202 ’

Dear Jin,

. Here is the follow-up letter you asked me to write during our tale-
phone conversation last wecek. Please consider: this Bowdoin's reques: for re-
instatement of a 1982-83 NDSL Conditional Cuarantee - Level of Expenditures
amounting to $301,304. We have already appealed this matter to the National
Appeals Panel, and we were denied on a pro-forma basis since the matter was'.
listed as a non-appealable item.

You may recall that our prcblem relstes to the difference betwees
computation of a Conditional Guarantee between current regulations (January
19, 1981) and proposed rzgulations (Januwary 7, 1982). Under the January 19,
1981 regulations governing applications for federal funds, the calculation
for Conditional Guurantee - Federal Capiral Contribution i¢ done as follows:
Conditional Guarantee is the greatar of - ) -

I. Base Year Level of Expenditure times 90% or,

II. Current Year Funding Level times Utilization Rate
times 90X

In Bowdoin's case, the mathematicsywork this way

I. Base year LOE x 90% ' ’
(A) Loans made 1980-81 © $223,900

(B) Administrative Zxpense 11,178
Total ' $235,078

_ : x. .90
- 58211,570 -

II. Current Year Funding Level x

g&e~
Utilization Rate x 90%-

(A). FCC Current Year (corrected) $ 94,581
(B) Institutional Capital Contribution 10,404
BT ¢ (1) RN o »
(C) ' 110% of base year collections .. 214,433
(D) Reimbursements for!cancellations . 1,372
(E) Cash .on hand 6/30/81 . o -~ 13,992
© Total o P '$334,782
‘Utilization Rate . - . ’ +x 1.00

' : : $334,782
R ex .90
- .7+ §301,304
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Use of the higher figure, $301,304 would then lead to a Conditional Guaruntee -
FCC of $63,371.

The substitution of the January 7, 1982 ptoposéd regulations for the
January 19, 1981 regulations eliminates Part I1I of the formula for calculating
Conditional Guarantee - LOE. Use of the lower figure (5211,570) in conjunction
with an estimated increase in the amount available from collections, rhen eliminates
Bowdoin from eligibility for any new federal funds {n the NDSL Program.

I believe the January 7, 1982 regulations have had a mathematical impact
upon Bowdoin that "39 neicher foreseen aor intended.

They would also have the effect of locking our LOE to the 1980-81 year,
thus preventing Bowdoin from qualifying for a Federal Capital Contribution in
succeeding years. Furthermore, the January 7, 1962 regulations are proposed ,
not final and they were not issued until afrer applications were submitted.

In the past, the Department has increased the Level of Expenditure for
a number of institutions for various reasons. I ask tnat you do So now in Bowdoin's
case so that we may continue to participate in the NDSL Program. In making this
request, I am not seeking any advantage for the College but merely continued
participation under the same ground rules that have applied in years past and still
exist in current regulations. :

1 hope to hear frem you as soon as possible so we can make whatever
olans are required as the 1982-8] academic year gets underway.

Sincerely,

Wa H. Moulton
Director of Student Alid

WHM:B

cc: Dean Wilhelm
Mr. Woodall




BOWDOIN COLLEGE
BRUNSWICK, MAINE 04011

o PRESIDENT . : : ) August 19, 1982

- AUG 23 1gg

‘The Honorable. Paul Simon

Chairman

“ubcommittee on Postsecondary Education
Committee on Education and Labor

House of Representatives

320 Cannon Houge Office Building
Washington, D.C. 20515

Dear Mr. Simon: . '

Enclosed is the copy you requested of Mr. Walter H. Moulton's first letter
to the Department of Education appealing the results for Bowdoin of the new
" regulations governing the National Direct Student Loan Program. For a
college to be excluded from Federal Capital Contribution Funds in spite of a
6 percent default rate seems wrong to me, The new regulations must be producing.
results that were, as Mr. Moulton observes, "never anticipated and never ;
intended." . :

Let me once again thank the Committee for the opportunity to appear before
it. Your kind remarks about Bowdoin and Senator Douglas were very much

appreciated.
./ -
Sincerely, ;
/ Ao DN
Al ﬁy Greason ‘
ALG/jk .
Enclosure
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BOWDOIN COLLEGL |
DIRECTUR OF STUDENT AID BRUNSWICK, MAINE 04011

Aprd) 20, 1YH2

NUSL/CHS/SEOG

Post Office Box 23914

l.'Enfant Plaza :
washington, D.C. 20024 v ) )

bear Str,
1 write on bebalfl of Bowdoln College to appeal var elimination frbm
parnclpation in any further disteibution of Federal Caplial Comtribution in
tlhie National Direct Scudent Loan Program.  Although this letter is technically
not nddressed to any uppealable 1tem, that I8 only hecagse the -problen dtaelf .
had not bern fdentified at the time that the pluvl-ilmm fur appeal were writtend' -
Under the Jaunary 19, 1981 repul |l|m\~4 poverntog appl leationn for.
federnl funda, the caleulatlon for (‘umllllun.nl Cnarautee - luh-r..l Capttal
Contribution {s dunce an followd?
.COnditiun}nl Guarantee s the greatoer ui -

1. Base Year level of Expenditorne llmuye; YU ur,

11, Current Year Funding level tises Utlllzatton
Rate timen 90%

In Bowdoin's case, the mathemstles work Uhis way o I

1. Bane year LUE x 90%

(A)  Loans wade 1980-81 : 52273, 900
<(B8)  Admintstrative Expease ) Cooa1,17s
’lntul $235,078
' - )
§911,570 "y
: : v
II, Current Yenr Fundlnp l\'vvl x Ullllmllun e
. Rate x Y0%
(A) FCC Current Year ' $ Y4, JHl*
(8) Institutiunal Capital CnnLribullnn 10, 4047 -
. Qee) R
(C) 110X of base year cullections 214,433
(D) Retmburscwents for cancellations 1,372
(B) " Cnsh on hand 6/30/81 ' .13,992°
Total . 3%, 182
Ucilization Rate : : __x 1,00
. . $313%, 782
x_ .90
§3u01, 304

* his will be the amount. of Bowdoln's'
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'1951-51 FCC alwer B haw Correetead bE L L1 vt tor
Paocl appraovel chnngoes. ' '

Unie of the higher Migure, $301,304 would then deud oo u-mllllmul l.un.mluﬂ -
¥CC of 963,371,

The substitutlon of the January 7, 1982 proposed tepulat fo
January 19, 1981 regulations elluwfuates Pare 11 af the tormoba fur o
Conditfonal Guarantee - LOE,  Une of the Juwer gure ($211,570) b corjanetfon
with an estlmated fucreade in the amoumt avallable frow collections, tien of tad=
nates Bowdoin from eligibility for any sew federal. fumdi b the HOSL Proprame,

o thee
nratiug -

1 ank the Panel anmd lllc-l)cp;:rlmcn( af Educdatfon to consider the followlog
pulntsi

1. Our requested. Level of Expenditure rome frow $8Y1,107
to $1,230,151 Lased upon awttable datn for Increascd
nunher of afd candidates and an Incrense fu the cost
of attendiance. The new forumia dvos not peermit an

N Incresse 1 LOE, unly a deervane, :

2. The new regulations would lovk LOE tn the TYRD-8) yuoir
thus preventing Bowdoln from quatiiving for o l.-ucrnl
Captenl Uit yibutlon 0 succeeling vears,

3. The Janmuavy 7, 1942 vegulat fous are proposed nat’ flual,
und, thuey lmpml upon some {nutitotbous do shulfleantly
dlf(( rent wayn from the o 'll]dllull' it are now In |'fl|ll.
Furthermose, the proposead regubat foivs were Tasual afler
applicat land were sulindtred, ., N(.l(lt-.lllun ul thelT e
vis—a-via Panel proceduren was’ nol plven uulll ‘Hoveral (I.lyu
. apo.

4. 1 Lelteve the Jamuavy 7, 1982 depulal o bave a4 mathemet 1ea)
ef fecl upni Home colleges that win never antfelpated ewt mever

futended by the Edmratdon Depariment - ’

“Some adjustment In s attovatbon Iy cssentdal, 1 ask both e 1mel

snd thia Fducation Department Lo sieek some cqud table solin fon both e the wame

uf Bowdoin College und for all other fnsacitatlons In the country that have suffered

an swarranted loss of federnl Mwnle as o vesult ol the formels chagpe, 1t nevs

vuly fair to correct the Tubalunces that huvee ovvurved, even more becaoe g

fatlure to do so will perpetuate the fmgguity  {n the yvears ales nl angd el e

llvc]y remove any provedure for vahiess af the prlevianee, i

Shucenely,
hetl -
i/,'o\/"v' .

i .
Wal tdr r. thmlion
Ditectrt of Student Ald

ERIC

Aruitoxt provided by Eic:




92

Mr. GreasoN. Thank you.

Now, the Department of Education has not been able to provide
us with any administrative remedy for this problem. We have ap-
pealed, we have been told there is an appeal, but we have also been
told we cannot appeal this particular matter because it concerns
the amount of money, based on the formula. So we are in a kind of
Catch-22 where there is an appeal system, and yet we cannot——we

" have been told there is no deal possible-in this case:

So we really have no alternative but to ask the committee to do
what it can to see that there is a delay for a year while what seems
to us a fairly bewildering situation is worked out.

" Now the second pcint is simply to note the larger problem. And
that is that these regulations, and I should read this carefully, “ad-
dress only the loan collections Wthh are automatically increased
at a rate of 10 percent per year

However, there is no provision for any increase at all in the con-
ditional guarantee for a college. This assures, as we understand it,
that every college in the country will be eliminated from the pro-
gram sooner or later, since collections which increase automatical-
ly must finally exceed a static or declining conditional guarantee
for every institution. That is the way the formula works.

I must assume that small colleges will probably be eliminated
first since tl.ec amounts they deal in are relatively small, and that
those colleges with the best loan collection records will be eliminat-
ed from the program fastest.

Let me just note one instance; we had, as I noted, a 6-percent de-
fault rate. There is a university close by with a 10- to 15-percent
default rate, a very good university. It will receive, as I understand
it, increased amounts in FCC of about $60,000, which is very rough-
. ly the amount of money that Bowdoin College will not be getting

with its 6 percent default rate.

I think this is what we mean when we speak about problems
coming up vnder the present regulations that were neither. fore-
seen nor intended. Hence, our appeal for a postponement for a year
while the matter is rethought.

The third point I will not go into in any detail. It is a scheme
dear to the heart of my director of student aid who feels that,
indeed, if good regulations can’t be worked out, then very possibly
these funds currently loaned out by the college might, indeed,
become the college’s for a perpetual loan fund on the basis of need
and done according to some regulations which he briefly suggests
here, and maybe the committee would like to recommend the De-
partment of Education give some thought to that proposal.

But those briefly are our concerns.

[The prepared statement of LeRoy Greason follows:]

PREPARED STATEMENT OF A. LEROY GREASON, PRESIDENT OF BowpOIN COLLEGE,
Brunswick, MAINE

I ask you to consider three points:

(1) The January 7, 1982 Proposed Regulatlons and the August 2, 1982 Final Rega-
lations eliminate Bowdom College from both current and future participation™in the
Natlig(x;al Direct Student Loan Program in a way that was neither foreseen nor in-

- tended. :
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(a) For the record, I submit an explanatory letter from Walter H. Moulton, Direc-
tor of Student Aid, Bowdoin College to James Moore, Director, Student Financial
Aid Programs, U.S. Department of Education.

(b) To date, the Department of Education has not been able to provide Bowdoin
with an administrative remedy for the problem and we have been advised that no
relief is possible from this quarter.

(c) We have no alternative at this point except to request that the August 2, 1982
Regulations be disapproved so that our appropriation under the NDSL Program willy
once again be determined on the basis of the January 19, 1981 Regulations, LY

(2) There is a larger problem involved with the August 2, 1982 Regulations. They

- address only-loan collections, which are automatically increased at a rate of 10 per-- - - -

cent per year. However, there is no provision for any increase at all in the Condi-
tional Guarantee for a college. This assures that every college in the country will be
eliminated from the NDSL Program, sooner or later, since collections which in-
crease automatically must finally exceed a static or declining conditional guarantee
for every institution. I must assume, but cannot guarantee, that small colleges will
be eliminated from the NOSL Program first. Also, those colleges with the best loan
collection record will be eliminated from the program fastest. Again, this seems
good reason to disapprove the August 2, 1982 Regulations and insist upon some revi-
sion to the distribution formula that recognizes an increase in ennditional guarantee
that is consistent with the required increase in institutional collections.

(3) Perhaps it is time to consider an alternative to the National Direct Student
Loan Program. Regardless of what happens with these regulations, it may well be
that the NDSL Program has outlived its usefulness. I ask the Sub-Committee to con-
sider the following: )

(a) Eliminate appropriations for NDSL thus saving 186 million dollars or so per
year. )

(b) Give each college title to its current NDSL balance with the provision that it
be maintained as a revolving loan fund for students on a need basis.

(c)-Allow each college with such a fund to lend under the Guaranteed Student
Loan Program in its state or under the Federally Insured Loan Program up to the
amount available from its fund annually.

{d) While this will save annual NDSL appropriations, it will not increase the total
number of students borrowing under GSL. It will assure, however, that interest pay-
ments on loans made by colleges will become part of the college’s revolving loan
fund and will be available to future students. It will also have the salutary effect of
concentrating and consolidating student indebtedness under one loan program. Be-
cause there is no satisfactory, long-term solution to the current apportionment prob-
lem in the National Direct Student Loan Program short of much, much larger ap-
propriations, this kinc of change would seem to be sensible.

Mr. SimoN. Thank you very much.

If I may direct this question to the attorneys who share the
podium here, we have heard now two witnesses in this panel, we
have heard from others where they go through the appeals process,
but there is a feeling that the appeals process is meaningless.

Is this an accurate interpretation or am I drawing the conclusion
that is not an accurate conclusion here?
 Mr. Brakey. I don’t think, Mr. Chairman, that the conclusion is
entirely inaccurate. I think the problem arises this year because
people were told to appeal through a process which was not in
place.

In other words, we had a prcposed reg that had been published
in the Federal Register, people were told to follow that process
when, in fact, that was neither the law nor were they bound by it,
and as I think Mr. Phillips indicated, they ignored appeals that
were filed under the regulation, which is what the-institutions
were bound by.

It is the same situation we are in right now with respect to the
allocations institutions have been given, an allocation based on
what was a proposed reg and is now, as far as the department is
concerned, a final regulation.
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I think the confusion contributed to it because institutions
thought they were bound by the existing reg, not by a proposed
reg, which, in fact, from a legal point of view, is what they were
bound by.

Mr. Dean. I concur with what Mr. Blakey said, I think it is a
good statement. '

Mr. Simon. OK .

Then finally, Dr. Greason, when you say maybe we ought to be

]looking-for-an- alternative-to -the NDSL program,-one of the.things ...

I hope can emerge when we reauthorize the Higher Education Act
is some simplification of the whole process, not simply NDSL’s but
the whole ballgame. One of your suggestions in here may very well
be part of that. Any ideas you have and any of the witnesses have
when we come to reauthorization of the Higher Education Act, any
suggestions you have as to both simplification and how we guaran-
tee that schools continue into the future to have access to this kind
of assistance to students I think is an extremely important ques-
tion. : : \ : ;

If the three of you do not object, what we would like to do is to
ask you to be available for questions to Mr. Blakey and Mr. Dean
here for a short time. o
" My apologies for ducking out on you. Thank you very, very much
for being here.

Mr. RicHarpsoN. Thank you.

Mr. GreasoN. Thank you.

Mr. StanLEY. Thank you.

Mr. Brakey. Two questions for each of you, if you would. First,
President Greason, you have indicated that you did attempt at
least to pursue an appeal with respect to your failure because, as I
understand it from your testimony and prior conversations, the
elimination of what used to be the second part of section 674.6 of
the regulation is what prevented you from being able to receive a
Federal capital contribution. o

In other worids, there was a time when you had a choice between
greater than or lesser than and ther only selected one, and that is
what eliminated you from the program. v ’

If the current regulation was in effect then, you would have re-
ceived basically your same Federal capital contribution as last year
or about the same?

Mr. GREASON. Yes. :
~ Mr. BLakey. OK. Is that problem related to any of your institu-
tions, Mr. Phillips, and what about UMES, Mr. Richardson?

First, Mr. Stanley.

‘Mr. StanLEY. No, I don’t think that is really related to our situa-
tion. Our situation was that in order to protect ourselves legally,
we made our appeals on th2 basis of existing regulations and the
Department of Education just totally and completely ignored that
appeal. - ‘ ' '

p‘I))Ve did prove due diligence in our appeal. However——

Mr. Brakey. Diligence provided for in the——

Mr. StaNLEY. In the existing regulations. However, they felt like
that did not really matter.

Mr. Brakey. Did UMES file an appeal and you indicated that
you got some inside word, as it were, and were advised against it.
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© .. Mr. STANLEY. Yes. As I stated in the testimony, the director of
financial aid at the University of Maryland, Rastern Shore, was
indeed a member of the national appeals panel. ' ‘

And~it was his informed opinion that given thie mood prevailing
in the Department of Education and the ambiguity between the
proposed versus the existing regulation, that UMES would not
have survived an appeal. '

. Therefore, we did not appeal.

~~--Mr. BLAKEY. There is a-reference; president- Greason; in “your " "

July 19 letter from Mr. Moulton to James Moore of the depart-
ment. ,

Was there a prior piece of correspondence before July 19 that
might provide some further clarification for the record which we
could have? :

Mr. GREASON. I believe there is. Unfortunately, I do not have a
copy of it with me. I will be very glad to provide it.

Mr. BLAKEY. We would appreciate it if you could supply that for
the record. '

Mr. GreasoN. May I simply note, since we were talking about
the appeal a moment ago, that I do have a copy of the results of
our appeal, and it reads: '

Denied, institution addressed a nonappealable item. Instead, institution should
have followed procedures in March 1982 appeal instructions.

So we are told, really, that it is nonappealable, but we should
have appealed it. o ‘ : o

Mr. BLAKEY. I think it was appealable-under the existing regula-
tions, but not under the letter, and the letter, which I think I have
a copy of here, gives instructions that tend to paraliel the proposed
regulation at that time, as I understand it. :

Maybe we ought to have, just so that the record is clear, we
ought to have that document—— .

Mr. GreasoN. I will put that in the record, too.

Mr. BLAKEY [continuing]. For the record and we would appreciate
your supplying that.

Mr. DEAN. I have a couple of questions that I would like to ad-
dress to the entire panel.

It has been stated by a number of persons that the new regula-
tions would discourage loan collection efforts. Could each of you de-
scribe what, if any, changes you intend to make in your coilection -
efforts if the new regulations go into effect as presently written.

Mr. RicHARDsON. Well, I don’t think that any of the institutions
would be prepared to say that if the new regulations went into
efiect that we would still not do the best that we could to collect on
the loans that we now have outstanding.

-What it does say, I think that it can have a psychological impact -
on the staff members of financial aid directors and those staff
members who are involved day in and day out in the billing and
- collection procedure.

It says to them, well, if we do well, we are not going to be able to
get any additional funds and if we don’t do well, we are not going -
to get any.-So why bother? S '

I think it is more than that to say that the institution itself
would then give up on the collection of the outstanding loans.
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Mr. StaNLEY. We have already made some changes in our prcze-
dures for reducing defaults and collecting loans. We, in August ,
1981, went with a new collection agency. Certainly Phillips Col-
leges, Inc. would not be interested in not performing due-diligence
requirements. - ,

One of the reasons is that we still need that money that we can
collect put back into the fund so we can help other students, and I
don’t think it is a situation where you find any school that would
~-come-right -out-and-say-that-they-are -not-willing to-collect-loans: -
anymore, but I believe my colleague from Maryland stated very
clearly some of the problems that you would have with that.

- Mr. Dean. President Greason, do you want to respond to that
question.

Mr. GREASON. As to whether we would take other steps than we
are taking——.

Mr. DEaN. Would you modify your collection efforts if this regu-
lation was allowed to go into effect as presently drawn?

Mr. Greason. I think not. I think it fairly effective. And the de-
faulting 6 percent, I have seen the names and know a number of
these former students who are not paying and know some of their
problems. ’

I think it is probably a realistic result and, as Ustated, ultimately
we do have resort to the courts after we have been humane as long
as we reasonably can. '

Mr. DEaN. One other previous witness, Dr. Miller, suggested that
Bennett College was withholding the transcript of any student in
default until payment was made. '

Do your institutions do that now? And if so, how effective is
that?

Mr. RICHARDSON. Yes, in the case of the Eastern Shore campus,
that is indeed the policy. You cannot get a transcript until all out-
standing bills to the university are paid.

That is an effective mechanism, but what happens is that the
student finds some other way, if it is not directly for graduate
school admission, then there are other ways of satisfying the same
requirement. Oftentimes this student may have an unofficial tran-
script that he can present to an employer so the employer accepts
that, knowing that the reason he cannot get the official transcript
is because of an outstanding loan on NDSL.

I wish also to make one other comment in regards to future ef-
forts or the impact of such a decision on future efforts toward col-
lection.

I think right now that there are many borrowers out there now,
alumni of the university, who are saying that I do not wish to have
on my conscience that burden of not allowing students now to get.
loans to get a college education as I did.

And they are trying, with all the power they can, to try to ar-.
range to pay some of this money back. But in fact, if they find out
that it is not going to be of any consequence in terms of the stu-
dent, then I would say that they will change their attitude in that
regard. ‘

Mr. StaNLEY. We also withhold transcripts. I don’t believe that it
is effective, though, in our situation. As I stated, our students come
largely from economically disadvantaged situations. Most of our
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students who do_have to drop out of school, that is where your larg-
est number of defaults come from, not graduates, but dropouts.

Dropout would cause some financial problems, and we found it
would be my guess, that those students are not trying to attend
other institutions and they are trying to gain employment, but the
situation is such in Mississippi that the outlook is just not very
g=od for them.

Mr. Gnrason. I might say we, too, withhold transcripts. I think

~ for'mest <7 the pecple in that group; the transcript is not terribly ™

important. ! think for the few it is, they have already used it in a
gense when they were in good standing and have gained access to
graduate school or whatever position it was that that trarnscript
was relevant to.

It is worth doing and continuing to do. I thirnk it is not as effec-
tive as some people think it is.

Mr. Dzan. Did Bowdoin ever lave a problem with collections on
NDSL'’s in the past? Has the rate always been 6 percent?

Mr. GreasoN. About that. No, we have always had it. ’

Mr. DeaN. Is there anything that your institution is doing that
you think could be applied more universally to other institutions to
improve their rates?

Mr. GreasoN. No, I have described the process. I think we are
fortunate in that we are in the position of being a fairly selective
college, admitting about 400 students & year out of over 3,000 appli-
catigns. .

There is a great deal of concern about the general quality of the
student as a total person, as well as someone with some intellectu-
al ability. I think there has to be a correlation between that and
one’s willingness to live through this responsibility that is accepted
in taking the loan. s

I suspect if you looked at the group of students at Bowdoin who
are in default, they would not be terribly different from the groups
of students in default at a great variety of colleges and universities..

Mr. DeaN. Thank you very much.

Mr. BLAKEY. On behaif of the chairman and members of the com-
mittee, I would like to thank you for being with us today. There
have been several references during this morning’s testimony to a
list of schools who are being denied an NDSL Federal contribution.

So that we are all operating off the same list, and the record is
clear, we have an August 17, 1982, list supplied by the department,
entitled “Department of Education, Office of Student Financial As-
sistance, Report of Institutions Denied NDSL Federal Capital Con-
tribution Because of Failure to Prove Due Diligence for Award
Period 1981-1982.”

We will enter that in the record as “The Official List of Who is
and Who is Not Receiving a National Direct Student Loan Federal
Capital Contribution.” '

[The list referred to follows:]
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-CLEVELAND STATE COHHUNIT! COLLEGE

DEPARTHERT OF EDUCATIOX
orrxc: OF STUDENT FINANCIAL ASSISTANCE
EPORT C¥ INSTITUTIONS DENIED NDSL FCC
. bECAus: bF FAILURE TO PROVE DUE OILIGENCE
FOR AWARD PERIOD 1981-82
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. - DEPARTMENT DF EDUCATION
" OFFICE OF STUOENT FINANCIAL ASSISTANCE
pave:  May 10, 1982 NOTIFICATION OF NATIONAL APPEAL PANEL ACTION
FOR FEDERAL STUDENT FINANCIAL AID PROGRAMS .
FOR THE AWARD PERIDD {982-1983 (JULY 4, 1882 - UUNE 30, 18U3)

FINANCTAL AID AOMINISTRATOR SERIAL # 001683

el

PN

Bowdoin Collegn : “entrTy # 101021521371

Brunswick, ME 0401

L T L T Y T Py I P T P P R L PP T LY PO Y PP PP LT LY LT PP TP PR Uiy iy iy cmaa

NATISNAL DIRCCT STUDENT LOAN ' ' APPROVED === PARTIALLY APPROVED

SUPPLEMENTSL EDUCATIOMAL OPPORTUNIT! ﬁRiﬁTS - APPROVEU ==== PARTIALLY AﬁPuOVED
INITIAL YEAR® . : : : :

SUPPLEMENTAL COUCATIONAL DPPORTU&ITV GRANTS APPROVED ==== PARTIALLY APPROVED
CONTINUING YEAR : . e

COLLEGE WDRK STUDY . .. - o APPROVED =~-- PARTIALLY APPROVED

EXPLANATION DF PARTIAL APPROVAL / DENIAL:

Denied- Institut%unladdfessed a non-appealable item. Instead, institution should have followed "

procedures in March 1982 Appeal instructions.

TYPE / CONTROL Private Other

e- DENIED +---
=== DENIED ===

=eae DENIED ===~

m—-aee DEN]ED o aa

" 60T
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DEPARTMEN  * EpycATION
- OFFICE OF STUDENT ~ WNCIAL AsSIgTaNce
S NOTIFICATION OF TENIATIVE FUNOING :EvELS
FOR THE £WS, NOSL AND/OR SEOG PROGRAS :
FOR THE AWARD PERI0D WULY 1, 1982 THROyGH JUNE 30, 1983

N $0FINSTIUIION  steral wusesp ENTITY NUMBER
BOWDOIN COLLEGE ) . . 01683 0102152931
| o | R

© BRUNSWICK ME 04/01/82

ACT OF 1965, AS AMENDED. 2) FISCAL YEAR 1382 CONVINUING RESOLUTION AND 3)
NOYICE OF PROPOSED RULENAKING OF uaMUARY 7, 1982 AS AME

-----------------------------------

“ "~ PROGRAM ‘ - TENTATIVE
ALLOCATION
COLLEGE WORK S*  repepal. syane $116,%37

-----------------------------------------------

-----------

* SUPPLEMENTAL EDUCAT1ONAL OPPORTUNITY GRANTS - INITIAL YEAR

-------------------------- ‘-..III-...-'HII.DI-'IOII.-.-.---.-.-a-.l..----III-'-‘

SUPPLEMENTAL EDUCATIONAL OPPORTUNITY GRANTS - CONTINUING YEAR ° gaa,756

Sbdvunaa
1

...................................... LA LA LY T Y I

------------------------------

- THESE ARE TENTATIVE FUNDING LEVELS ONLY. HOVEVER FINAL ALLOCATIONS,

WHICH WILL BE SHOWN IN AN AUTHOR1ZAT1ON LETTER LATER THIS SPRING, SHOULD
CLOSELY RESEMBLE THESE AMoUNTS., ' ' S
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Mr. GrREASON. May I just ask a question?

Mr. BLAKEY. Yes.

Mr. GrReasoN. Bowdoin, I don’t believe, is on that list because we
don’t have a high default rate.

Mr. BLakgy. That is right.

Mr. GreasoN. On the other hand, we are not getting the FCC
money.

Mr. Brakey. We are requesting from the department, in addition
to this list, which only includes those people, as you indicate, who
are being denied one because their default rate exceeds 25 percent,
or whatever due diligence means under their terminology now. '

We will have to get another list to see whether or not there are
institutions other than Bowdoin College who are in the situation
that you are in. :

Mr. StantEy. Sir, I would be interested to find an understanding
of why they would title this paper “A List of Institutions Who Did
Not Follow Due Diligence,” when, in fact, they took due diligence
out of the regulations.

Mr. Bragvy. I was, as you are, struck by the reference and we
will pursue that with the department as well.

If there are no further questions, and I guess I have the authori-
ty to do it, we will recess this hearing.

[Whereupon, at 12:40 p.m., the committee was adjourned.]

[Additional information for the record follows:]
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Governors State University rark rores souh, ilinois 60166 312/534-5000

The President's Office
teo Goodrnan-Malamuth 1t

NATIONAL DIRECT STU REGULATIUNS

4 T TL
FISCAL Rl

DENT LUAN
YEAR 1983
TESTiMONY oF DR. LEO GOODMAN-MALAMUTH, PRESIDENT, GovER-
NORS STATE UNIVERSITY, PARK FOREST, ILLINOIS. . SUBMITTED To
THE Houst SuBCOMMITTEE ON PoST-SECONDARY EDUCATION AucUST i8,

1983.

MR- CHAIRMAN, AND MEMBERS OF THE COMMITTEE:

I AM WRITING TO EXPRESS THE coucéRNS OF MY UNIVERSITY AND
1TS STUDENTS IN REGARDS TO THE PROPOSED NAT1ONAL DIRECT STUDENT
LoAN REGULATIONS-

I BELIEVE THE CENTRAL ISSUE FACING THE SUBCOMMITTEE ls,
“CAN THE CURRENT AND PROPOSED NDSL REGULATIONS BE APPLIED
FAIRLY AND EQUITABLY TO ALL HIGHER EDUCATION lNSTXTUTlONS sd
THAT STUDENT OPPORTUNXTXES ' TO ENROLL IN HXGHER EDUCATXON ARE
NOT LIMITED ON THE BASIS ‘OF XNSTllUTlONAL ACCESSIBILITY OR
cosT-* From THE peaspscrlve OF MY INSTITUTION, THE NDSL cAN-
‘NOT BE APPLIED EQUITABLY NOR IS IT A COST'EFFEchVE PROGRAM
FOR THE GOVERNME&T OR STUDENTS- , )

‘Govsano}s STATE UNXYFRSITY, AN UPPER-DIVISION UNIVERSITY,
1S LOCATED 35 MILES SOUTH OF DOWNTOWN CHICAGO ENROLLING 5,000
STUDENTS. THE UNIVERSITY sﬁAnes MANY COMMON CHARACTERISTICS
OF INSTITUTIONS WITH HIGH NDSL DEFAULT RATES. UUR STUDENTS

ARE OLDER; AVERAGE AGE IS 57. A QUARTER TO A TH'RD OF OUR

S,

(AR

A Oecade of Service” 1969-1979 " An Affirmative Action University
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STUDENTS ARE MINORITIES. NEARLY ALL OF OUR STUDENTS cCOMMUTE TO

.THE CAMPUS FROM COMMUNITIES IN THE METROPOLITAN AREA- THESE

CHARACTERISTICS ARE THA{-ED BY OTHER (HICAGO AREA INSTITU.IONS
THAT ARE INELIGIBLE ForR NUSL FUNDING IN 1982-83. IN FacT THE

COST OF HIGHER EDUCATION ATTENDANCE WILL INCREASE .SIGNIFICANTLY

- FOR FINANCIALLY NEEDY STUDENTS BY VIRTUE OF EXCLUDING THE CHICAGO

Ci1TYy COLLEGES AND THE ONLY TWO STATE UNIVERSITIES SOUTH OF DOWN~
TowN CHIcAGo, CHICAGO STATE UNIVERSITY AND GOVERNORS STATE
UNIVERSITY, FROM THE NDSL PROGRAM:» MINORITY STUDERTS WILL BE
PARTICULARLY AFFECTED BY THE CUTOFF OF NDSL LOANS TO THCSE INSTI-
TUTIONS: [T IS LIKELY THAT THE EFFECT OF CURTAILING THE NUMPER
OF INSTITUTIONS ELIGIBLE TO AWARD NUSL LOANS WILL EITHER DISEN-
FRANCHISE QUALIFIED STUDENTS IN THE CHICAGO AREA WHO MUST COMMUTE
TO A HIGHER EDUCATION INSTITUTION OR RELOCATE OUTSIDE OF THEIR
REGION TO ATTEND AN INSTITUTION THAT cAN AwArRD NUSL rLoans. [HE
LATTER, HOWEVER REASONABLE, SCEMS LIKE AN UNNECESSARILY EXPENSIVE
MEANS TO FACILITATE HIGHER EDUCATION ATTENDANCE®

SINCE THE INCEPTION OF GOVERNORS STATE UNIVERSIT? IN§1972;
NEaRLY 1,500 GSU sTUDENTS HWAve BORROWED over $3,000,000 FRdﬁ '
THE NDSL PROGRAM+» FOR THE FIRST TIME IN THE UNIVERS!TY'S SHORT
HISTORY IT FACES A CUTOFF OF FeperAL CAPITAL CONTRIBUTIONS TO
THE NUSL PROGRAM; OUR DEFAULT RATE CALCULATIOM FOR 1980-1981
IS 29 PERCENT- INDEED, WE ARE CONCERNED ABOUT THE EFFECT THE
CUTOFF WILL HAVE ON OUR CURRENT STUDENTS: FURTHERMORE, WE ARE
CONCERNED ABOUT THE EFFECT A CUTOFF IN FEDERAL CAPITAL CONTRIBU-
TIONS WILL HAVE ON THE UNIVERSITY'S ABILITY TO SERVE THE ECONC. .

CALLY DEPRIVED SOUTHERN HALF OF THE LHICAGO METROPOLITAN AREA,
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WHICH IS TROUBLED BY RISING UNEMPLOYMENT AND POVERTY. [T IS A

GOAL OF MY ADMINISTRATION THAT GSU REMAIN ELIGIBLE FORVNUSL
FUNDING, INCLUDING INCREASING THE Funné AVAI.ABLE FROM LOAN
COLLECTIONS. HOWEVER, WITHOUT SOME ADDITIONAL CONSIDERATION

TO THE REASONS FOR HIGH DEFAULT RATES REFLECTED IN NUSL FunDING
POLICIES, | AN AFRAID GOVERNORS STATE UNIVERSITY WILL BE UNABLE
TO EVER REENTER THE PROGRAM. THEREFoée, LET ME PROPOSE SOME
POLICIES FOR YOUR CONSIDERATION THAT COULD IMPROVE THE EQUITY?,»
OF THE EXISTING GUIDELINES AND REDUCE THE_HIGH DEFAULT ‘RATE [N
THE NUSL PROGRAM- '

FIRST, THERE GUGHT TO BE.AN APPEALS PRocess'FoR‘lnstlru-
TIONS SERVING A HIGH PERCENTAGE OF URBAN COMMUTER AND MINORITY
STUGENTS+ THESE VARIABLES NOT "ONLY CORRELATE HIGHLY WITH HIGH
DEFAULT RATES BUT ALSO WITH HIGH NEEDs - THIs APPEALsHROUTEt‘

SHOULD BE BASED UPON AN INSTITUTION SUCCESSFULLY DEMONSTRAf!NG

[MPLEMENTATION OF A STRONG COLLECTIONS EFFORT AS MEASURED

AGAINST DUE DILIGENCE GUIDELINES. | . . 1.
; .

i . . . ‘ -
_.SECOND, THE CONCEPT OF DUE. DILIGENCE NEEDS TO BE_ BROADENED

BECAUSE IT qoesn’r 60 FAR ENOUGH IN INSURING THE{SUCCESS oF

THE NUSL pROGRAM:. THERE IS Nof A LENDING INSTITUTION IN MY
REGION THAT WOULD LOAﬁ THOUSANDS OF DbLLARs‘wlTHOUT A CREDIT
CHECKs MWHILE | ;M SENSITIVE TO THE PLIGHT .OF DEPENDENT srubents
IN THIS REGARD, THE AVERRGE AGE o# STUDENTS AT GSU 1s 57 Aﬁn

OUR STUDENTS BY AND LARGE HAVE AN ESTABLISHED .CREDIT RECORD
WHICH SHOULD BE REVIEWED IF THE GOVERNMENT'S CONCERN IS THEv

COLLECTION OF BORROWED FUNDS-
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~ THE CONCEPT OF DUE DILIGENCE IN FEDERAL LENDING PROGRAMS
SHOULD RECOGNIZE THAT A GOOD COLLECTIONS PROGRAM STARTS BEFokE
YOU MAKE THE LOAN- AT GSU WE HAVE GONE BEYOND THE DUE DILI-
GENCE GUIDELINES BY HOLDING FACE TO FACE PRE-LOAN CONFERENCES
ANNUALLY WITH ALL BORROWERS:. AND PRIOR TO RECEIVING FUNDS, WE
REQUIRE ALL LOAN RECIPIENTS TO SIGN THE “RIGHT AND RESPONSIBIL-
ITIES” STATEMENT THAT THE GUIDELINES REQUIRE ONLY AT THE EXIT
iNTERVIEW-.
ONCE A LOAN MOVES TO REPAYMENT STATUS THE DUE DILIGENCE
GUIDELINES REQUIRE THAT SPECIZIC COLLECTION PROCEDURES BE
FOLLCWED:
1) THAT 15 DAY REMINDER NOTICES BE SENT 45, b0, anD 75
DAYS AFTER A LOAN IS IN REPAYMENT STATUS; AND

2) THAT THE OTHER PROCEDURES MAY BE SHORTCUT WHENEVER
IT BECOMES APPARENT THAT THE BORROWER IS NOT GOING
TO REPAY THE LOAN-

HOWEVER, ONCE APPARENT THAT THE LOAN IS NOT GOING TO BE RE-
PAID, THE REGULATIONS REQUIRE WE HANG ONTO THE WORTHLESS PAPER
UNTIL THE LOAN BECOMES TWO YEARS PAST DUE. WE CAN AND HAVE
TAKEN LEGAL ACTION AGAINST STUDENTS IN DEFAULT WHICH CAN BRING
SOME RELIEF DURlyG THIS PERIOD. BUT IN ORDER FOR THIS 'COLLECTION
EFFORT TO BE EFFECTIVE EITHER THE INSTITUTION SHOULD BE ABLE TO
SHARE LOAN INFORMATION WITH CREDIT BUREAUS OR THE INSTITUTION
SHOULD ASSIGN THE LOAN TO THE FEDERAL GOVERNMENT AS SOON AS DE-
FAULT IS APPARENT. OTHERWISE YEARS.MAY PASS, DEBTS MAY ACCUMULATE

AND COLLECTION IN FULL OF MONEY DUE BECOMES: MORE UNLIKELY.

—
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THE PROBLEM OF NOT PROMPTLY ASSIGNING BAD DEBTS TO THE
FEDERAL GOVERNMENT IS MOST APPARENT AS IT APPLIES TO LOAN
DEFAULTS BY CITIZENS OF A FOREIGN COUNTRY. IN THIS REGARD,
COLLECTING ON LOAHS To “PERMANENT RESIDENTS”, GOVERNORS STATE
UNIVERSITY HAS SOUGHT THE ASSISTANCE OF THE UEPARTMENT OF
EbucaTion, THE U.S. CONGRESS, AND THE GENERAL ACCOUNTING UFFICE-

CURRENTLY, IN OUR DEFAULT RATE CALCULATIONS ARE 58 LOANS
IN REPAYMENT STATUS TO PERMANENT RESIDENTS OR RESIDENT ALIENS-
OF tHose 58, 55 ARE DELINQUENT. THESE LOANS TOTAL $244,31Y of
WwHICH $234,048 AT THIS POINT APPEAR UNCOLLECTABLE. IT IS NOT
THAT WE HAVE NOT TAKEN STEPS TO COLLECT FROM THESE STUDENTS;
WE HAVE- WITH 95 PERCENT OF NUSL LOANS TO PERMANENT RESIDENTS
IN REPAYMENT STATUS BEING DELINQUENT, WE CAN ILLAFFORD TO BE
LACKADAISICAL IN COLLECTING ON THESE LOANS 1F WE AIM TO REDUCE
OUR DEFAULT RATE. HOWEVER, MANY PERMANENT RESIDENTS RETURN TO
THEIR FOREIGN COUNTRIES AFTER COMPLETING THEIR DEGREES OR THEY
ARE NOT PERMITTED TO WITHDRAW U.S. CURRENCY FROM THEIR HOMELAND
IF THEY ARE NO LONGER A FULL-TIME STUDENTS. WUITE FRANKLY,
GOVERNORS STATE UNIVERSITY AND OTHER UNIVERSITIES NEED SOME
RELIEF IN THE FORM OF BEING ABLE TO ASSIGN DELINQUENT LOANS TO
PERMANENT RESIDENTS TO THE FEDERAL GOVERNMENT AS SOON AS THEY
ARE DELINQUENT, NOT TWO YEARS LATER-

PERMIT ME TO ILLUSTRATE THE PROBLEM. A NIGERIAN STUDENT
WHO WAS A PERMANENT RESIDENT, RECEIVED $9,b70 IN NUSL FUNDS
WHILE ENROLLED AT GOVERNORS STATE UNIVERSITY. WE FOLLOWED DUE
DILIGENCE PROCEDURES IN NOTIFYING THE STUDENT THAT HE MUST

BEGIN REPAYMENT AS HE WAS NO LONGER ENROLLED IN SCHOOL- ‘THE

-
st ?
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STUDENT FORWARDED THE CORRESPONDENCE T0 THE CONSULATE GENERAL
ofF NIGERIA SEEKING THE CONSULATE'S Eﬁbdaseneur OF FOREIGN
EXCHXNGE TC PAY OFF THE LOAN- THE CONSULATE GENERAL RESPONDED
THAT FOREIGN EXCHANGE APPROVAL WOULD BE GRANTED ONLY IF THE
STUDENT WAS A CURRENTLY ENROLLED FULLTIME STUDENT. WELL, IF

HE WAS A FULL-TIME STUDENT, HE WOULD NOT HAVE BEEN IN REPAYMENT
STATUS. ANOTHER PERMANENT RESIDENT ENROLLED AT LOVERNORS *
STATE UNIVERSITY RECEIVED A $1,48Z NUSL LOAN AND RETURNED TO

NIGER}A WITHIN THE SIX~MONTH GRACE PERIOD- THE LOAN IS NOW

.DELIQUENT, AND WE HAVE LITTLE HOPE OF OBTAINING REPAYMENT: We

HAVE CONTACTED SENATOR PERCY'S OFFICE AND OBTAINED A RESPONSE

TO THESE COLLECTION PROBLEMS FROM THE U.Se UEPARTMENT OF
EpucaTion's OFFICE OF STUDENT FINANCIAL ASSISTANCE- ~THE UFFICE
RECOGNIZES THE "OBSTACLES IN TRYING TO COLLECT FROM NON-CITIZEN
BORROWERS” AND SUGGESTED “THAT AFTER FOLLOWING THE DUE DILIGENCE
PROCEDURES THAT ARE IN THE NUSL REGULATIONS, INSTITUTIONS MAY
WANT TO ASSI1GN LOANS TO THE U.S- BOVERNMENT FOR COLLECTION:"

BUT THIS MEANS WE MUST HOLD THESE DEFAULTED LOANS FOR TWO YEARS)
AND, FRANKLY, WE ARE NOT EQUIPPED TO OBTAIN REPAYMENT- IN.THE
MEANTIME THESE DELINQUENT LOANS REMAIN IN OUR DEFAULT RATE CAL™
CULATION WHICH ﬁURTS NOT ONLY THE INSTITUTION BUT THE STUDENTS
IN OUR Reexoﬁ WHO NEED FINANCIAL ASSISTANCE TO ATTEND OUR
UNIVERSITY- *
‘ IN SUMMARY LET ME REITERATE MY SUPPORT FOR THE NUSL PROGRAM-
IT 1S AN EXTREMELY NECESSARY PROGRAM, AND | HOPE GOVERNORS

STATE UNIVERSITY AND ITS STUDENTS WILL BE ENTITLED TO CONTINUE

.IN THE PROGRAM+ HOWEVER, WITHOUT SOME NECESSARY CHANGES IN
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PROGRAM REGULATIONS, WE WILL BE PROHIBITED FROM RECEIVING
FEpERAL CAPITAL CONTRIBUTIONS BY APPLICATION OF THE PROPOSED
ACROSS THE OARD DEFAULT RATE MINIMUM CRITERIA- SPECIFICALLY,
TH1s COMMITTEE AND THE UEPARTMENT OF EDucAT|6N SHOULD CONSIDER:
1) THE EFFECT THAT THE- ACROSS THE BOARD DEFAULT RATE
wiLL HAVE ON URBAN UNIVERS!TIES AND THE MINORITY
OR COMMUTER POPULATIONS THEY SERVE;
7) CREATING APPEALS PROCESS FOR INSTITUTIONS SERVING A
H1GH PERCENTAGE OF MINORITY AND COMMUTER STUDENTS
THAT 1S BASED UPON SUCCESSFUL IMPLEMENTATION OF A
STRONG COLLECTIONS EFFORT AS MEASURED AGAINST‘DUE
DILIGENCE GUIDELINES;
3) EXPANDING THE CONCEPT OF DUE DILIGENCE TO INCLUDE
PRE-AWARD GUIDELINES TO BE FOLLOWED THAT WILL IN®
CREASE THE LIKELIHOOD OF LOAN REPAYMENT;
4) ENACTING NEW REGULATIONS THAT EITHER ALLOW AN INSTI®
TUTION TO SHARE INFORMATION WITH CREDIT BUREAUS OR
ASSIGN LOANS TO THE FEDERAL GOVERNMENT ONCE IT IS
APPARENT THE LOAN IS IN DEFAULT-
5) ENACTING NEW REGULATIONS THAT A} RESTRICT NUSL LOANS
TO PERM%NANT RESIDENTS, B) ALLOW THE UNIVERSITY TO
ASSIGN PERMANENT RESIDENT LOAN REPAYMENTS TO THE
FEDERAL GOVERNMENT IMMEDIATELY AFTER THEY BECOME
DELlﬁQUENT, NOT TWO YEARS AFTER THE FACT; AND C) IN
THE MEANTIME, ALLOW lNéTlTuTXONS TO EXCLUDE DELINGUENT

PERMANENT RESIDENT LOANS FROM THEIR DEFAULT RATE

\
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CALCULATIONS SIMILAR TO THE MANNER IN WHICH ASSIGNED
LOANS ARE EXCLUDED FROM THE CALCULATION.
6) FINALLY, UNTIL THESE INEQUITIES ARE ADDRESSED IN THE
NUSL REGULATIONS, | SUGGEST THE COMMITTEE SHOULD REC™
OMMEND POSTPONING THE PROPOSED NUSL REGULATIONS:
1 URGéNTLY REQUEST YOUR CAREFUL CONSIDERATION OF THE Is-
SUES | HAVE RAISED. THANK YOU FOR YOUR TIME, PATIENCE, AND
GOOD WILL.

RESPECTFULLY SuBMITTED

ot RO AR

Leo GooDMAN-MALAMUTH

O
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rrame ¢anguess of the Einited States
Thouge of Representatites

taghington, D.C, 20315
August 18, 1982

The Honorable Paul Simon
Chairman

Subcommittee on Postsecondary Education
House Committee on Education and Labor
320 Cannon House Offfce Building
Washington, D.C, 20515

.
Dear Paul:

I would very much appprecifate it 1if you would make the attached
renarks of Chancellor Nicks, Tennessee State University in Nashville,
a part of the offfcial record. Wwhile I believe that student default
rates. must be raduced, I feel rhat the nwchanism devised by the Drpartment
of Education in the final rules published earlier this month are counter-
productive, They penalize current and future students for the loan
default of past recipients, The rules do not take into account an
tnstitution's progress Sn cutting delanlt rates and provide no fn «ntive
for continued collection efforts.

Further, once you have had an opportunity to review the attached
letter, I believe a unique case can be made on buhalf of Tennessee State
University., Their operating veport was submitted in December, 1981 and
the vdit check and coirecticns rueport was filed with DOEd in March of
this year. -Secretary Bell natified TSU of their grant' award of $500,000
in Natjonal Defense Student Loans by letter in April. Then, just three

. wecks prior to the béginning of this academiec ycar, the University iinds_

that the grant award will not be henored, No doubt this will create a
severe Lardship for the institution ns well as for the students who had
bran notified of grant awards, : BT :

I appreciate your considcration and any assistance which mry be
provided in this matter. .

Siucorely,

?7 . /
* Bi1l Tonér
- " Herber of Cungross

*Bivh
Att,
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“Ihe State Universsity .
and Community College System of Tennessce

ot Malwcdasn Kol Nodudie, Bonwswe $5217 687715821

- August 16, 1982

Honorable Paul Simon, Chairtnan

Subcommittee on Post-Secondary Fdiucation

House Education and Labor Comnittee

227 Caunon House Office Building

wasnaington, U. T. Zusld .

Dear Chairman Simon:

. Congressman Boner has brought to my attention your plans
for scheduling a special hearing on Wednesday, August 18
concerning the withdrawal of National Defense Student Loans
for 1982~83 from colleges having default rates of 25 or more.

I would like to bring to your attention a very serjous
situation at Tennessce State University Jocated in Nnshville.
Tennessce State, one of the historically Black Colleges and
Universities, is a state supported institution under the
jurisdiction of the State Board of Regents. Dr. Fred Yarphries,
President of Tenanessee State, wias notified in the spring of
1982 by Sceoretary Bell that Tennosscve State would receive
$500,000 in Wational Defense Student Lcans and had been
operating on that premise notifying eligible students of
grant nvavds, lowever, only three veeks bofore the opening

scirool for the 1282-.83 acadenmic yeoar, we learned thiowgh
the media that the grunt avard to TSU would not be houored
with no prior warning from the U. S. Depuartimnt of Education,
In fact Tcanessee State’s operating roport was submitted to
the Departwent on Decober 18, 1981, snd its Bdit Check and
Corvacticns Repore uknitted on h 15, 1982, ‘'The

«rotificaticon of grant award letter fecm Scecretary Bell was

recuived -on April 12, 1982.

You can imagine the confusion surrounding such a decision
purticularly with the economy being as it is today. I want to
assure you that I share the concern of Congress over high
fault rates aund we have been pursuing eollections in our
state systematically. I do, hovever, feel that Tenneusce

.State has been trcated unfairly in this matter having been

given an award letter in April, properly processing appli-
cations for the 1982-83 academic year, only to have the
entire structure collapse three weeks prior to the opening
of school. Any relief that you and your committee can give
us would certainly be appreciated,

Sincerely, ' X
d‘//

IOy /S.” Nicks

hdncellor

RASN/pm

ce * Congressman Bonerv” e
Dr. Howell Todd : S
Dr. Fred ilumphries
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BY HAND

September 2, 1982

Honorable Paul M. Simon

Chairman

Subcommittee on Postsccondary
Education

320 Cannon HOB

U.S, House of Representatives

¥ashington, .2C 20515

Dear Mr, Chairman:

As president of the Association of Independent Colleges and:
Schools (AICS), I respectfully submit for AICS written testi-.
[ony to be includcd in the hearing record of August 18, 1982,
regarding. the proposed final regulations in the- NDSL plogram.'

If I can assist you in thxs or any other matLer, plcwse conLact
me at your convenicnce.

Siocerely,

/éwoj s -

5=npnun B. Friedheim, CAE
Prosidant

kxk
Faclosure
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STATEMENT
BY
STEPUEN B, FRIEDHEIM, CAE, PRESIDENT

Ay + .
ASSOCTATION OF INDEPENDENT COLLEGES AND SCHOOLS (AICS)

Mr. Chairman and Members of the Subcommittece:

My name is Stephen B. Friedheim, President of‘ﬁhe~
Association of Independent Colleges and Schools (AICS). On
beﬁalf of the 550 member institutions of AICS, a national
organization, I wish to express our appreciation for the
opgortunity to submit written testimony to your Subcommittee
on the proposed final rules submitted by the Department of
Education for review by Congress on the National Direct

Student Loan program. ‘ .

. . the Association ic deeply concerned with the

_impact of the proposéd final rules on not only their member
educational institutions, but for the rfutere of the NDSL
program. Defore proceéding to the séecifics of our concerns,
I would like to describe for backaround purposes the areak
of pnstsecondary vducation in which AlICS and its wmcaber

institutions are involved.
aics

The hssociation éf Indepehdené Colleges and Schools
(2)CS) was fownuiad in {912.> Its present mouwbership inéludesvb
aone 550 inatitations, enrolling approximaiely 400,000, All -~
the insiitutions are postsecondar§, withvapprdximatc1y 25 »
percent of the institutions being dagxgengranting. “'the
priyrans of cducation offercd in thase instituations are
f_yredcminsntly carecr-oriented, withlsﬁch areas, for'uxﬁmple;

#5 necretarial science, business administration, acccunting, -

.
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and data processing. All AICS institutions are non-public

institutions. Predominantly the institutions, by form.or

“ governance, are proprietary, although a significant number

are organized as tax-exempt institutions. In common with
all non-public institutions, they are either entirely or

primarily tuition dependent for operating revenues.

Because there is no “typicél" AICS institution, as
there is Ho "average" business schodl, it is perhaps a
little more difficult to premise my remarks in the institu-
ti;nal framework. In contrast with the wore conventional
associaéions norinally associated with the umbrella of the
American Council on Education (ACE), such as the land-grant
colleges (NASULGC), the junior colleges (AACJIC), the great
research universities (AAU), the state colleges (AASCU), or
the more conventionally organized independent colleges,
la:geiy fourmyeaf institutions (NAICU), there is a tremendous
diversily zong ALCS instituticss. OFften well Xnown, for
exaqaple, is the vatBerine Gibhs School which has been Xnown
for the quality of its sacrotarial gradiates. With the
porission of the Cosnittee, :nd for thq voupletennss of the
creord, I would like to file a copy of the curcent directory
of institutioﬁs published by the Acerediting Commission of
~IC5. 1t wmight be helpful to the moembers of the Coimittee
o have .:vailable the names of wember AICS institutions in

~zeh of the respactive stales por districts.
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OVERVIEW OF CONCERNS

I would like to state at the outset that the
AICS members do not support high default rates in the
NDSL program and that they encouiage affirmqti&e‘steps to
decrease the default rates and increase collections in that
program. We fully support the original intent of the NDSL
legislation, wherein collection of NDSLs would provide a
revolving fund for future loans to other ncedy students. At
the same time, we cannot suprort any legislative or regula-
{ury actions which tend to :ndermine the original intent of
the WDSL program or which do not con is- ly encour @
the collaction of NDSLs. It is our position that the
proposed final requlations submitted by the Departmant of
Fluestion (®D) to Conavess for their 25-day review act sally
create disiocentives for participating institutions to

inciL=2aase their collection activities.

Our coaceras with the g oponad Tinal rules are
hoth procadnral and subeiuative,  If coasressional action is
ot taken to holt the fisalization of those pragnsed final

tegulations or, at a wminiaum, defer then for one ycar for

fucrther study, I am concerned that the MNdSL program will no

LT
Yevger he a program for neady stuedents.  Instaad, iastitntions
will sct vore like teoaditional financial institutions ond

Lry to minimize their risks, thus denying the. benafits of the
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loan program to those students for whom the benefits
were first intended.

o

Those policymakers responsible.for 1egjsl$ting»and
administering the loan programs for needy students.must‘

_ always remember that, while increased collections and‘Jowgr
defaults should always be an objective of the program, they
should never expect that the default rates will equal those
rates in the traditional, commercial loan markets of even inléhe~'
Guaranteed Student Loan program. The Congress mugt, ﬁheréfore,
balance the well-intended need to reduce 1§an defaults Qith
the concoimnitant objective of providing low-interest loans to
financially-needy students through the NDSL program. 1
helieve that to eliminate the Federal cepital contribhution
(FCC) to many institutions which serve low-incopme students,m
tips the balance in the wrong dircction and undﬁ}y é{éérimi—

nates zgainst those students the NDSL program'is to serve.

ha cunrent 1egu1dtions; that is, those which are
lrgally final znd have been in effeét during fiscal year
1981, pnopﬁriy srascrve the requisite balance. fThey provide
an incentive to exercise. due biliggnce in loan collec£ions
and to decrease an institution's dgfnult rate. WOSt impor_
tantly, they do not cﬁt off the FCC to‘institutibns which

have been successful in reducing their default rates. I

——
.ucge the continuation of these balanced and-effective

regulations.
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PROCEDURAL PROBLEMS

While it is arguable that the publication of
the proposed regulations in January 1982 would give adeguate
time for public ccminent, submission of final regulations,
and 45 days for Congress to review the final regulations,
the forwarding of the proposed final regulations in July
1982 makes a folly of the comment period and subverts the
Congressional review process. At the risk of telling you
something you élready know, the Department of Education has
trgnsmitted proposed final regulations to you after the
start of the fiswal year in which the regulations are to be
effecti§e. Prior to reviewing the proponsed final rzgulations,
one could assuae that the reason for the delay betwaen the
original pnbliéation of the proposed rules and the submission
of the final rules to Congress for review was that there
wonld ke svhstantial changes between the propesed and final
rules. The fact that there is very little difference
batucen Lhe Lwo rules wetes one wonder why it took so long

for ihem to be finalized.

‘"he Association of Tadcneadunt Colleges and Schools
“contrnds, that not only is it confusing to process the
apprals under the proposcd regulations, as it was done
during the spring of this year, but it is also illegal. The
integrity of the rulqmaking process wust be maintained at
all ~ost. To uvadermine the process is to also‘undermine ﬁhe

©progesn upon vhich the wogulations are bhased.

O
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The timing of the proposed final regulatipns ) €
is particularly onerous because it comes so close to the
beyinning of the new <chool year. Host instiéuéions who'aré.
on the scmester or quarter system will have alreédy begun
their classes prior to the allocation éf the NDSL'PCC. This

creates student aid packaging problems for the very students

who, are in greatest need of financial .support.

In a bfgéaer sense, tﬁe‘timiﬁg is élso burdensoine
begause it comes aﬁ a time when unemployment is aﬁ its B
post-Depression peak. During times of hlgh unemployment,
itany individuals who would O‘hPIWIQG be employed dewldeELo
go hack to sc¢hool in order Lo obtain new skills to.meet the
demands of the marketplace. Thefefore; ghe elimination of
the rCC to many institutions who provfﬁe this ékills ‘
training will preclude nowe wﬁ“dy students Lyom re F‘lVJng

the nocessary training to reenter the work force.

ANTIVE PROATENS

AMthough the Q}Ocodural :;onloqs o[ fn.ae >ccnoséa
finalvregulafions acre maeny, the :rgn1aLlons h“ve gLeat
subétantive probleins also. Phﬁse or‘ Fed'flnal rulos
ignore improved collections and Lhe loworlng o[ default
ratas Juring the past year at many lnaLlLUL10n§. ~the

-nal" regnlations 3crually ponall.L many 1ns(:tuf1ﬁns \ho

Jt:.
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have evidenced a tremendous improvement in their record of
collection. To set an arbitréry’ié;elqof ZO”péfcéhtra$ tHeA”“
cut-off betweeﬁ-repeiving some FCC and no FCC completély
ignores those institutions which have-reduced their default
.rate significantly. It is theoretically possible that an
’institution whose default rate has increased from 10% to 24%
will still receive an FCC, while an .institution whose defauit
rate went from 60% to 26% dufing the prévious year will .

receive no FCC.

To encourage instituions Eo submit their defaultéd
loans to the Department of Education for collection does not
solve the problem, it only shifts the probleas to another
lJocale. Many institutions who now have a default rate at
25% or below in actuality have a ﬁuch higher default rate
Boosnse the hooks were ¢leaned when they t}ansferred theii
uncollccted loans to KD, . lio matter how snccessful the
Califwno.h;yronch to loan qql]ectioﬁ has  baen, we shéuld Qot
lese siaht of the fact that Lhe original NOSL legislatiqng“
cencowracad a revolving fund at the insititution which.woéld
be usad by the iastitetion far prcvjdinglloans to low~income

students.

the proposad final regulations alzo. ignore the:

fact that there are different types of institutions which
: b 3 ]

serve different clicntele. For exaaple, many of ‘the tradi-
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tionally black institutions and many of the institutions
which are members of the AICS have traditionally served
large populations of needy students. To remove needed

capital from these institutions at a time when unemployment

- 1s high and job skills training is one of our national

problems, only exacerbates the unemployment problem, Some

consideration should be given to those institutions which

serve the financially needy student.

to repay their student loans than those from middle-and
upper-incpme fawmilies. Therefore, those institutions which
heve Targer mimbers of low-income students also tend to have
higher delonlt rates, 7he result of these proposed final
nguiations would be, in cutting off additional FCC to the
415Likutfonq, to shift NDSL appropriations frem those
institutions with large nusbars of low-income students to
tashitnticns which traditienally have lavaer nuabers of
widdle ond wpger-income stadents. I subwit that this is
inconsisteat with Lhe purposes of the WRSL program. Many of
these instituticns already lack-an adequate resource base
fros which to opirste =2nd to provide education to naedy

students at a low cost.

138

-
At
.



O

ERIC

Aruitoxt provided by Eic:

134

-

PR

_ The assoeiatioﬁ is éxt;émely concerned that
the methodé}used"ih'the'prOpogedifinal‘regulations:will have
unintended repercussions in the Guaraﬁteed Student ‘Loan
program throughout the United States. For examble, we have
evidence that some lenders are unwilling to make GSLs to
stﬁdents attending institutions with high default .rates in
the NDSL program.. It has also come £0 our attention that at
least one state is considering the establishment of a ten
percent default cut-off rate for allowing Guaranteed Student’
l.ozns to be made to students who attend that institution.

It is anazing to me how an institution, which has nplprimagy
responsibility for waking or collecting Guaranteed Student
Loans, could be held accountable for repayment of those
Guaranitcnd Stndent ILoans and thereby jeopardize the future
pwﬁsibi1ity of other students at that institution receiving

GSTs.

CONCLIMZLON 3D RECOH

The hssociation of Independent Colleges and Schoé)s
.5 hoth procedural =nd substantive prohbleas with the
prosusaed final regulations that ave now under consideration
by this Subcommittee. We firmly be}iéve that these regula-
tions arcate a disinesntive for many institutions to contiane

to reduce their default rates and to inercase loan colleetion

of ontstanding HDSL.  wvhe cuerant vagulstions have had &
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falr and dcmonstrable effect on reduclng the default at most
1nst1tut1ons throughout the country during the past year. We
submit that these regulations ought to be continued for the
school year 1982-83 and that, in so doing, the final regula-

tions proposed by ED be vetoed by the Congress.

We also believe that, if the current regulations
are not continued, any new regulations ought to recognize

those institutions which have had a substantial decrease

in the default rate in prior periods. Any new regulations

ERIC
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also ought to recognize the number of low—income students
attending each institution and the divergnnt vulposes of the

manyY iastitutions throughout the country.

The Asﬁociation is willing and rager to work with
this Subeosmitiee and .with the Secretary of Educ?kion in
‘.'ﬁlwaxnﬂ new regulations which will include tﬁe above
crtuees,  We sre concerned thag:ghe Dcpértﬁen&{oflﬁdﬁcatiﬁn
1y e "joustiag at windmills," and tkat, in so doingf:the
jovsting stick way strike at the heart of tﬁe very individuals

Lile RRL petsess wes intended to angist - the stodent.

xo"chqully qubmltLed

e t/ . 2 ’
_\551(1,5;_/4 ya y_'j 7’-,u4.z;/i,f4 e

Stephan B, Friedheim, Presidont

Azsociation of Indepcndent Colluo:s ST
and Schinols

Suite 600

1730 i Street, 7.9,

Washiaglon, D.0. 20036

(202) 653-2460

.
o
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August 2, 1982

Congressman Albert Gore, Jr.
c/o U. S. House of Representatives
Washington, DC 20515

. Dear Congressman Gore:

Several days ago Secretary Terrell H. Bell, of the Department of Ed-
ucation, published a final rule that would eliminate some five hund-

red institutions fram eligibility under the National Direct Student
loan program. His reason was high default rates, regardless of the ;
fact that an institution had met the criteria set.down by law in the
collection of loans. The law states that institutions must demon-
strate due diligence in the collection of NDSL loans to remain eligible.

Our particular institution became involved in the NDSL program in
1969/70, and the majority of loans we made in the early 70's were
made to minority students without co-signers, and without credit
checks which were not required. The Office of Education had no reg-
ulations for the collection of these loans, ard it wasn't until

1976 that collection regulations were published. Prior to 1976,

the Office of Education was reluctant to let any institution turm
delinquent loans over to collection agencies or file suit for collec-
tion. 1In many cases, students were moving or changing jobs so often
that we were unable to locate a student after he or she had been out
of school for any length of time,

Loans made after 1976 have been much easier to collect, and I am sure by
all institutions are doing a better job in collecting loans made °
after rules were finally published on collections. .

I think it is unjust for an appointed governmental official to ig-
nore the intent of Congress. Secretaxy Bell is disregarding the
demonstration of due diligence by institutions as the law requires.
It certainly imposes hardships on many students that had planned to
use these loans.to attend school and in many cases will be the de-
ciding fastor on whether a student from the low and middle incame
groups will be able to attend college or not. :

I urge you to vote to veto this proposed rule before it becomes
final. I would also like to hear fram you as to your feelings
on this proposed rule.

(X 'L(/J’—JV b

f Accredied by
THE ACCREDITING COMMISSION OF THE ASSOCIATION OF INDEPENDENT COLLEGES
AND SCHOOLS AS A JUNIOR COLLEGE OF BUSINESS
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