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NATIONAL COMMISSION ON STUDENT
/FINANCIAL ASSISTANCE

TllURSDAY, NOVEMBER 10, 1983

* HoUSE OF Rmpnnsmmmwns, ,
Suncomm'mm ON PoSTSECONDARY EpucAaTiON,” =
AR Commmnn ON Enucm'ton AND LABOR, =~
T ~* Washington,"D.C.~
The subcommlttee met, B rsuant to’ call at 10:06 a.m., in -room
111, Cannon House Office uilding, Hon. .Paul Simon’ (chairman of- -
he subcommlttee) presiding.
Members present: Representatives Sxmon, Penny, Erlenborn,
>underson, and Petri. ¥
Staff present; William A. Blakey, staff director and: maJorlty
:ounsel; Maryln McAdam, legislative assistant; John Dean, minor-
ty counsel and Betsy Brand, minority counsel. e
Mr, StMoN. The' subcomniittee will come to order. This mormng
he Subcommittee on-Postsecondary Education continues ifs fact- - :
inding hearmgs leading ‘to reauthormation of the ngher Educa- .
ion Act of 1965, as amended.
- During the last reauthorlzatlon in 1980 the National COmmission o
m Student Financial Asgsistance was created. The Commission was
lirected in the Education Amendments of 1980:to ‘conduct studies

n several .areds that have long troubled this subcommittee, the fi- |

wancial aid community, the collége and’ university presidents and -

he students and parents who were ellglble for. Federal financial as- -

listance.

Under the able"btewardshlp of my colleague, Blll Ford, and Dr.
Javid Jones, the Commission has completed a monumental and.

rery important- task, Their work will carry great weight in the'u
:oming reauthorization. The subcommittee is anxious to hear.bot

tbout the research done for the Commission and its recommenda-
ions for modifications: of the current law to facilitate, greater - -
wccess for, low- and - middle-incomé students and to improye the ..

juality of postsecondary education, gengrally, in the Nation.

Our witnesses foday are Dr. 'Jones of ea ody College at Vander- - '

silt University, Dr. Kenneth- f'der, president of Northeastern Uni-
rersity.in ‘Boston, and Dav1d
digher. Educatlon )

Dr. Jones is joined by some of hﬁ“éolmmssmners and 1 w1ll ask .
1ind to introduce them before he presents his testiniony. -

. Before .we proceed, however, I want..to’ note that Betsy Brand
vho hes worked with the subcommlttee for—how long‘? '

Ms BRAND Three years 5 ‘ T R
w0 VY ¢ | I ' s SR

T Y
" T
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. Mr. SiMoN. Three yeurs! She has done an oxcollont job. She 1.~
- Jolning the staff of Senator Dan Quayle and will be working on .
"' ‘oducation for Dan Quayle, We wish you the best and we are grate- .
L {'ul for all that you have done. Dan is fortunate to have'your serv:
cos, . . A :
We will proceed with our witnesses and call first.on Dr. Jones.

STATEMENT OF A PANEL OF WITNESSES CONSISTING OF: DR
DAVID fONES, PEABODY COLLEGE, VANDERBILT UNIVERSITY,.
ACCOMPANIED BY MARILYN 'LIDDICOAT, ATTORNEY, MEM.
BER OF' THE INSURANCE. PREMIUM SUBCOMMITTEE AND .

, OF THE SUBCOMMITTEE ON GRADUATE PROGRAMS, NATIONAL -~
~+, ' COMMISSION ON STUDENT FINANCIAL A;'B'SIS'I‘ANCE; KENNETII -

. REEHER, EXECUTIVE A DIREGTOR OF THE YPENNSYLVANIA .~
HIGHER 'EDUCA'I“ON ASSISTANCE PROGRAM; SCOTT MILLER, . -

. SENIOR RESEARCH ASSOCIATE, AND RICHARD T, JERUE, CHIEF -

. EXECUTIVE OFFICER, BOTH OF THE NATIONAL COMMISSION; *
DR. KENNETII RYDER, PRESIDENT, NORTIEA STERN 'UNIVERSE-
TY; AND DR, DAVID IRWIN, WASHINGTON FR ENDS OF HIGHER,
EDUCATION X i ' N
Dr. Jongis.. Good morning, Mr. Chairman, It's a pleasure to be

‘heré. With me this morning is Mrs, Marilyn Liddicoat, an Attorney

from California, and.‘Kenneth Reeher from Harrisburg, Pa. - _

‘ I appreciate this opportunity- to present to you a brief report on .

~,the Commission’s work during the past 2years, I hgve su mitted to +
" you and to members of your subcommittee an 11- or 12-page-report .+ .
* and this morning I would. like to.take the opportunity~to review .y .
3. ' sections of that report.  » . * . LT e g :ﬂi&'
", Mr. Simon. Your full reﬂort»will be entared in the record and we™. ./

" will await your summary here. - AR e B
. " [Dr. Jones' report of the Natiérial Commission-on Studént Fi;sg-"li; ‘

]

_cial ‘Assistanceé follows:] . -8

RerorT OF THE NATIONAL COMMISSION ON, STUDBNT FINANICAL ASSISTANCE, [§ . ¢
~ PresenteD BY DAvip R, JoNES .. - S
-~ = -The .National Commission on Studéht Financial Assistance,'was established: by
Congress in 1980, (P.L. 96-374) Funds Were éventunlly appropriated in the last quar- -
ter of fiseal ‘year 1981, at which time the Commission’s chairman, COngressman'Wij-
liam Ford a%pointedastaff. CoL et \ u .
* % - In Ndvember 1981, President Reagan appointed four Commissioners: Dr.‘M'arilyn
. Liddicoat, an attorney from Watsonville, alifornia/,o%‘i‘bhu;‘d E. Kavanagh, a Senior
" Vice President with Shearson/American Express, from Chicago, Illinois,c antd Ken-' . .
neth R. Reeher, the Executive Director of t he-Pennsylyania Higher Education Asy -~
sistance Agency from Harrisburg, Pgrins lvania. I wag the President’s fobxrth ap- "
_pointeg, and was appointed Chairman of the Commissjgn, . . _* - et
" .. .. The Speaker of th }mse ippointed Congressgmr‘x endeil D. Bailey of Missouri, . i
- and William D: Ford of Michigan, Dr, Jbhn Bra einds, President of New York Uni- - |
1 versity, -and Kenneth G. Ryder, President of Northeastern University, which is lo- i
cated in-Boston. Earlier this year Congresaman ‘Johp ‘N. Erlenborn of Illinois re- =~
.. placed Weéndell Bajley. o N R
o The four ecommissioners &lg inted by the Presideit Pro Tem of the Senate are: - .
*:" .~8enatbrs Clairborne Pell of ﬁgde Island and Robert ‘T«Stafford of Vermont, David [ .
_'P. Gardner,.who at the time of his appointment was tlie President of the University . ¢
; of Utah, and was recently named President of tHe Undiversity of California System,
7.+, and David M. Irwin; the Executive ¥ice President “of the "Washington Friends of  *-.
e Hilgher' Educatjon. Mr. Irwin is from Seattle, ashington. | L, 7"
" _.In coerying oyt our mandated activities, thy Commission. has met T0-times'as'a ;. °
o " full Commission, and otur_sul{commiwee_s hav€ held numerous meetings. We have~: -~
) o . . ) : v.'--_.i'. S .
. A
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Imued noven roports wommissloned forty rowonroh papers, conducted olghtseh publlo
hourlngs, und hoord from over two hundord witnwses and approximatoly twenty-
fivo asseclations concorned with posgsccondary education polla{. Commissioners and
members of the Commisalon staff attended noarly fifty reglonal and national profos-
dlonal corfforences to moot with financial nld officors, deans, businpss officers and
othors in tho highor cducation community. Through theso activitigh, wo bollove. wo
hl(:lvq cltlmductod ono of the most oxtonsive and thorough analysoa /f"odoml studont
aid polley, ~ + . ° ' : ‘ . .
The Commissioners aind commission stalf are gratoful for the spiyndid cooporntion
of the followlng people; Willlam Blakey and John Dean of tho atdff of tho Houso
‘Subcommittee on Postsocondory. Educntion; Polly Gault, David Mors gnd David
Fvana of the staff of u‘ho Sonato Subcommittoo on Eductfion, Arts, an h

Dr, Edward Elmendo¥f of tho-l)opurtmbnp of Education; Dyvid Buyer 'and thie stn

«0f the Quarantoed Student Lopn ‘office’sf tho Dopartmont ¢f Education; Jim Mgore =+ | -

and Ralph Ommeé and the Credit Managdmont Task Force, * ‘.
Tho specificity of tho Congrossional mandator to the Commission pfompted us to
divido tho work among oight subcommlttoos;oFurthor, the Commigslon dotided tb

.

‘ommendations of thg subcommittees.

submit to Congross oight roports rather that/a singlo roport onco‘mﬁmmlpg tho roc-
el todibd bbbt e , ,

inanitios;
ft

Our first four. subcommittoes focusod on specific’ {ssues within the. framework of . .

the oxisting student aid systom, Theso subcommittoos oxamindid: (1) tho definition of -

sutlsfactory academic -progrosy; (2) tho In-School Interent subsidy provision of the
Guaranteed Student Loan  prpgram; (8) the Insurance Promium pro#sion of the

Guargnteed Student Loan program; and (4) the Special Allowance’ provislon of tho

Guararttoed Studont Loan program., Tho SatisfactorgProgress Subcommittee was
chaired by Commlssionor, Poll, the In-School Intorost Stibcommittoo was chaired by
Commissionor Stafford, tho Insurance.Premium Subcommittee was chaired by Com-
misslorior Bailey and Cominissioner Ford chaired the Special Allowance Subcommit-
toe. These gubcommittoo reports wore reviowed by the Commission and unanimous-
. ly .adopted. - / P . a . o :
. AL .
SATISFACTORY ACADEMIC PROGRESS - .

This subcomm Axnmlnéd tho issue of satisfactory academic :‘)‘rdgross stand-
ards for recipi of Fodoral student assistance. A studont hasto nect these stand-

ards to-cont{ntie being eligible for student aid, This issuo has been a source of con- '~

trovorsy within tho academic community for a number of yoars, and,intensified ro-
cently:by’a Senate bill to prescriptiyely define satisfactory academic. progress, and a-
Geneydl Accounting Office study highly critical of the postsecondary education insti-
‘tutions eriforcement of standards. ‘ ' . '

e subcommittee reyiewed recent developments inl the higher education commu-
nity that had been initiated as a result of the controversy surrounding the subject.”

/Among the more positive devolopments was a self-regulatory initiative undertaken
b%{ the American Council on Education and others that ctlminatpd in the issuange
.of a set of guidelines to.be used by postsecondary institutions in designing their
standards of acadkmic }ro ess. The subcommittee also conducted two J)ublic hear-
ings on this jssue, one in Anaheim, California in December of 1982, and anotherin
wLexington, Kentucky in February of 1983, These hearings assisted the subcommittee
in reaching its conclusions.and recommendations. In additiom the subcommitte, in

*conjunction with the Nafional Associatjon of Student Financial Aid. Administrators, -

-conducted a survey of gtudent aid officers’which indicated that a majority of Jaoswec
ondary institutions were .actively reviewing their progress standards for aid recipi-
ents in light of the self-regulatory initiative and the current public debate. .

As a tesult of thgse hearings and this research, the subcommitteg found twor

major areds of concern with respect, to these standards, First; there is not ahy sys-

tematic effort to assess the standards curyently being employed by postsecondary in- -

ly monitored., The bcommittee therefore made the followirig recommendations,
which were unaninbusly adopted by the full Commission. . o

stitutipns. And ﬁi?tll the enforcemept,of these standards was not being sufficient:"
Adopt the U.S. Department of Education’s notice of proposed rulémaking on satis-

factory academic progress (May 4, 1982), which iheorpdrates the postsecondary edu- .

cation community’s self-regulatory. initiative and sets forth specific elements to be

#icluded in. inst#tutional satisfactory progress standards for student“aid recipientd,

.. Require all title IV eligible institutions to submit a copy of their satisfactory aca-

demic progress standards to'the U.S. Department of Education'as part o\f a one-time

‘effort to assemble these standards. . . — oo '
e .4:4 5 . : ) - . . L
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+ Instruct the U8, Department of Edugatlon, In cooperation with Congross and the
~\highor eduedtion community, to ovaluate dwso progress standards to determine
_thelr compatibllity ‘with the Dopartment’s proposod rulo, This roport wlil be delive
ored to Conﬁ:peu within six months after tho standards aro collected.

Requiro the U.S. Dopartmont of Educatlon to colloct and review tho atandards of ,- *
cadomio progross devoloped by instijutions. that apply for title 1V oligibility t
onauroﬁthnt theso standards moot the npoclﬂcntlom of tIu\ Dopm;tmom'n proposo(

'« rogulations:- . . : :
quire postsoc ;dnry education lnut’ltutlom to submit to the U.8, Departmont of *

- _Edudntlon any rdvisions in thejr satiafhctory. acadomic progross polliles fdr uld re-

' v cipjonts, and refuiro tho Departmoent to review any such changos to ensuro that _
%hu)z Mm'o %onl?)lggnt.wlth tho standards Included (n the notlce of proposed rulomak- m
n ay 4,"1082). 2 ‘ ' B

?n»tr.uct the U.9. Dopartinent of Edycation to require that the malntenance and
onforcomont of progross standurds bo oxaminod more curofully than at’ prosont
during annual and program roview audits of postsecondary Institutions. * -
Roquire postsocondury institutions tq include o statoment or uum%ry of thelr.

-y

ucnl(l(imlc progroas requlromuents with the aid-award lottoras thoy sond tqfatudont aid
. reciplonts, . : o R ,
Urqo tho U.S. Dopartment of Education to continuo lta cooporative dfforts with' - P
the highor éducation community and' poatsecondary inatitutions on satisfactory aca: - -
domlc progross and to include natlonally rodognized nccrediting nssociations and
ugoenclos In this offort. : ' S o
This aubcolnmlttoo'a full roport is Roport Number G of th? Comm{usion's work.

IN-SCHOOL INTEREST BTUDY Y v

. ,
This subcommitteo was croated to oxamine the provision of the’ Guarantood Stu-
dont Loan program by which tho foderal govornmont pays the intorost on Guaran-

+ Yood Studont Loans while the borrowor is in gchool. .

In fiscal year 1987 cvsts for this in-school interost subsi(? totaled approximatoly a
ono billion dollars or 85 percont of the ¢oat of the ontire GSL program.

. In recont yoars, a, number of propdsals had beon, advanced to eliminate tho in-

school interest subsidy. Those proposals fell Into basic categgries: ‘

~ Borrowor paying of interest while in-school; accrual an doforral of in-school. in-

terosts, with borrowor paying both principal and interest aftor leaving school; imme-
. diato. ug'ment of In-school<intorest through additional borroying and; recapturo,
duringF the ropayment perlod, of the fedora in-school lnwrys:ﬁ(ymont from the bor-

 rower. : . ' ! R

This subcommittee reviowed thebo proposals in terms of the offect each would

" have on the administrative and operational e? ts of the GSL irogrnm, the avail-

akylity of loan capital, and the impact that edc » proposal would have on borrowers’

aBilities to meet their reppyment obligations. In undertaking thig review, tho sub-

. cominitteo rolied on (1) data collected for the Commission from GSL lendors b the

Wharton Applied. Resvarch Center at the Wharton School of the Univorsity of Penn-
sylvania; (2) on information from a paper by tho Educational Policy Resoarch Insti--
tute entitled “Discretionary Income ang College Costs,” which was prepared for the .

» Commission; (3) on a Commission requésted study, “Study of Guaranteed Studont

- Loan Default Rates,” by Applied Systems Institute; and (4) from information gained

- at 4 public hearing held in Washington, D.C. in December 1982.

Aftbr nssessing these studies and the'Information presented at the hearing, this
subcommitteo concluded:that'the elimination of the in-achool interest subsidy would
» ° result in a serlous erosion of the capital supply for Guaranteed Student Loans.

. Lenders faced with increased administrative workloads and: reduced profitability
wqufd probably withdraw from the GSL program..Complications that would arise in
secondnr{'market transactions involving nonsubsidized loans would also result in
reduced lender_participation’in the program. The interruption of cash-flow to lend-
ers that would result,from accrual and deferral¥plans would serve as a disincentive = - «
to GSL lending. . R : - i

The experiences of various states with nonsubsidized loan progrpms, including the
‘student, portion of the PLUS program, indicated that students wduld have great dif-
ficulty in meeting‘interest payment obligations during ifi-school years. Proposals
. that result in adding the amount of the in-school interest.to students’ repayment

.schedules would result in dramatic increases in total indebtedness. These increases

in total debt could be expected to lead to higher rates of loan default and ednse- , .

quently, higher federal costs for reinsuring these loans..

. . .

-
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The Hubcommittpg thurefore conoluded and.the full,Comnfisslon unanimously con-
curred that the Inwchoo! Intarest uubuld{ lu'ohvlml )amnpono t of the Cuarantead
Btudent Loan program. Elltyrgatlon of 'the Rubnldy would .weaken-the program's

" abllity to provide students with accesi 10 low-cont capltal to finance theix poutsecon:
dur{ edugstlon, THEREFORE, - THE COMMISSION UNANIMOUSLY ADOPTED
THE COMMENDATON TO'SUPPORT THE RETENTION OF THE GQUARAN.
'ggﬁl& UDENT LOAN IN.SCHOOI, INTERRST SUDSIDY IN IT8 CURRENT

'l‘hls'uubcommlttqu'a roport Is Report Number 2 of the Commisslon's work.
\ ¥ y v

- JINBURANCK PREMIUMS

# L,
Thia subcommittoe wan established to examlve the Insurance premlum charged
borrowors undor the Quaranteed Btudent Lonn program, Essentlally, this subcom.
\(llnluoo wan nwked to dotormine whother the rato charged excooded the rato necox
ury to protect tho ronorves of the Insurer, and to dotormine if statutory limlta
should bo Imposod on tho promlum rato, '
\In conducting this atudy tho Commisalon contracted the sorvicos of Touche-Ross &
Company for technicnl assistnnco in this mattor. The Commission also received a
?ro t deal of cooporation and assistance from the staff'of the Quaranteed Student
4un:branch of the Department of Education. :
As part of thie aubcomiif

Ittoo's oxamination of the Insurance’

»wort higld ncross tho con 1V. Tho first_two hearlngs wore held on Septombor 44,
1082 in Jotfoggon City and Warrenburg, Mlssourl, A third hoarlng was hiold on Octo-
ber 20, 1082 TnaSan Francisco; Californin, and the final subcommltte hoaring was
hold on Dycombeor 7, 1084 in Boston, Massachusotts. :

study: Is the insuranco premium rato, in fact, a problom? ,
The subcommitteo, in answorlng this question, recognized that logislative changos

From ill»};;t‘lllrut mooting, the subcommit focusod .on tho contral issuo of this
\

had occurred'jn the Guarantoed Student Lonn program sinco;its inco tiog, yot the

n{)proprint‘oneﬂs ofthe Insuranco promium had been’virtually ignored in thio logista-
tive and rogulnhgry‘procossos.

\ . ' X . ’
i . BACKGROUND .

Under tho Guarhinteed Studont Loan program, an insurance premium foe is usu.
ally charged to borrowors by guaranty ngoncles in cnso the studonts dofm’xlt. Howov-
or, sinco guaranty agoncios aro reinsured by the Fedoral Govarnment for most loan
losses, insurithce promium income is used primarily for ns](enclos operating oxpensos,

“ to ease thoir cash flow\ and to incroase tRoir resorves nfgn nst potential future losses.
* The rate charged for'tho insuranco promium gonorally rangos from .5 to:1 per¢ent
per annum, The period, upon: which the premium is charged ranges from the in-
school plus grace periodito the life of the loan. For example, a freshman may be

charged 1 percont x 4 yoays + 1 year grace period for a totsl insurance rremium of '

b percent of the amount borrowed, In fiscal yoar 198], insurance promlums ropre-

sonted $99,6 million or 22-Ylércont of guaranty agonclos’ total sources of funds.: .
In order to comply with \its congressional mandate, tho subcommittee made a

{horough historical study of the Guaranteed Student Loan program to see if changes

in the program have affected insurancoe promiums. An oxamination of each guaran-

ty agoncy's sources.and usos of funds was also made in an attempt to measure the
nood of insprance premiums. And, finally, an oxamination was made to dotormine
he amount of insurance promiums noeded by guaranty agencios for thoir reservos
i ordor to pay dofault claims.  \ ~ g

, L, \'\rmnmas. /
The Insurance Promium Subcommittee, based on ‘its research, cohclded, in gen-

eral, that: ' : N —

The term “insurance premium’ is misjeading, sinco the large percontago of insur-
ance promium funds aro not used to pay default claims. !

With the passage of the 1976 Higher Education Amendments, the need to chargoe

the maximum insurance premium rate to protect against defaults decreased signifi-

¢

cantly. - . X )

" Despite the current reinsurance mechanism, which in effect provides 100 percent
reinsurance, guaranty agencies are still governed by lenders’ and bondholders' per-
ceptions to hold reserves in order to guarantee against the unlikely everit of uncom-
pensated defaults. : ] .
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. RECOMMENDATIONS ’

. [} r - .

'The subtominittee made, and the full Commission adoPted, the following recoms

nlmndnumm on' proceduren and policies governing the ﬂnmnc‘

Cles! . . . -
Change name-of “Insurance premium” to “service fee!. .
Change current reinsurance formula t 100 percent relnsurance and require th

‘

ng of guaranty agens-

Federal Upvernment 1o pay all claims without excoption within 60 days, subject to} . i

uuluoqum& poatnudit veriflcation,

The admiplstrative cont allowanve will continue to reflect a percentage of loans

‘hmrnntwd. an undor cugrent law or at each agoncy’s option, at 0.25 of 1 yerce.nt of
onna.outstanding. ! :

Tornmaure that guaranty agencles maintain thelr, current levels of effectiveness in
avolding borrower defaults under the proposed condition of 100 percent relndurance,

7“the Hocretary of Education, In cm,)‘mrntlon wjth the Natlonal Councll of Higher Edu-;

catlon lonn programe, should develop minlimtm standards for due diligenca,

Entablish an adoquate working capital fund for the payment of agoncy defoultd \'\

and administrptive exponses! .

Chango thosurront fea of 1 percont of thy 1Ban valuo for buch yoar that loan ia
extended to o' maximum of one-half of one percent of the loan value for the borrow.
o in-school and graco perloda per loan when an agency’s resorves exceed the work-
ing eapltal fund. -~ 0 7, o Co T b

A qusranty agency must return Foederal Reserve and advance monles to the Fed-
oral Govermnent whon the sgoney has o sufficiont amount of reserves, as detor.
wined by the worklng capltal fund. ' .

A new agency will not be subject to any of the above chnnges during its first five
yonra of o'mrm on, unlous it so chooses, N

It should bo noléd that the subcommittoo Indicated that there might be uther
mothods, ns well an these recommondations, to nccomplish ita objective.

+This subcommittoc’s roport is Roport Number 3 of tho Comnfisslon’s work.

. SPECIAL ALLOWANCE

This subcommittee was charged with oxamining the Spocial Allowanco provision
of the Guaranted Studont Loan program. Special allowances are incontive paymonts
to lenders to encourage thoir participation in the toan program. .

In oxaining this isaue, the subcommitted contracted for two major studies ol“'spo-
clal nllownnces, one conducted by tho Wharton Applied Rosenrch Contor of the
Wharton School of the Unlvcrslév of Pehnsylvania, and the other by Applied Sys-
tems Institute of Wmshington, D.C
hoaring in Washington, D.C. January 5, 1983. o

Thus, thé subcommittee roscarched the morits and consequonces of ¢hanging tho

mothod for dotermining tho rade of tho special allowanco. It studied, in particular, *

the factors specifically set out in its mandate, which woro: 7 )
The experience of students and oligible londers; tho administrative costs of var-

fous types of oligiblo londors; financial Indicators which accurately rofloct tho costs-

of capital; and administrative mechanisms for rapidy, dissominating to lendors tho
quarterly rato of tho special nl}ownnco. )

FINDINGS

Tho subcommittoo mado three findings. First, tho special allowance formula is
only ono of sovoral interrolated loan‘program ‘provlslona that have successfully con.
tributed to londor purticipation and the supply of loan ca ital. Changos in any of
thoso incentivos would be viowed by lehdors as incroasing their risks and quite pos-

. sibly decreasing their_participation in tho program. Second, thero was strong evi-
fon in th

donco that any reduction in the special allowanco would result in disruptions in the
supply of education loan capital and reductions in lendor participation in tho loan
-program. And third, thoro was no conclusive evidence that londor profits from tho
curront special allowance formula wero excessive or above amounts needed to main-
tain their participation in the’program. . .

The subcommittee suggested that the adequacy of the special allowanco be contin-
ually reviewed by the Congress and the Department of Education. The volatility. of
the financial markets and the uncertainties created by the varioty of new financial
instruments may require future ndj‘;l:tmenm in tho special allowance if an adequate
supply of student loary capital is to be maintained: :

L 10
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In addition, the subcommittee conducted a public . )



' HRCOMMENDATION v .

‘ Therefore, the subcommittee concluded, and the full commission conaurred, that
the spedil: allowanes formuls should be'retained In ita eurrent form at:this time,
Thia sibconimittes’s report ls Roport Number 4 of the Commisaion's works:

AUDITIONAL RRFORTS .

An part of our Initlal year's work, we also '!mearﬁd A baokground &pér on the
Guaranteed Btudent Loan program, which is Heport Number 1 of the Commisalon's
wt:ﬂ:i g“hhmrgmn wan almed at making this very domplex program more under
standable akerw, .

As the work_of theas spboommittoos was progressing, wo created four new sub
committees to complote tife remaining studies that had heen mandated by Congress,
These ner subcommitteen were Hources of Funds, Appropriate Balance, Qovernance
and Adminlsteation, and prndﬁuto Education, ; v

i .

$ ! : ROUKCRY 9’ YUNIN

This subcommittes was' created to examine those mandated (asues: pertalning to ¢

sources of atudent pssistance funda, It addressed the impact student ald has had on
access and cholce,and throufhly examined the current sources of atudent financial
waalstarice, Ita (indings offer

some interesting developing patterns. ) .

In undertaking its work, the subcommlittee commisaioned nine papers. It also con.
ducted four public hearlnys, The subcommittea's report, "Accons and Cholce; Equlta-
ble Flnnncln‘; of Postsocondary Education,” Is report number 7 of the Commisalon's
work. Commlssioner Rydo; wi l,dllcuu this roport In dotall.

" /APPROPRIATR DALANCE

This subcommittoo was crged with examining lssuos portalning to who gota stu-
dent assistance, from what source and how much student ald thoss students recelve.
It examined trends In student ald financing over the past few yoars, and looked at
the Impact of those tronds. . ,

In undorwkl? Its work, this subcommitteo commissioned 18 Rapor-.' It also con-
ducted one public hoaring. This subcommittee, which Is chalred by Dr. David Gard-
ner, will besubmitting its findings to the Congreea {n the near future.

e . CGOVERNANCE AND ADMINISTRATION

" This subcommittee focusod on the need {or more efficlent and-effective systems to
dollver, financial assistance to students and to administer the Quaran Student
Loan program. The research conducted by the subcommlttee ghd: the hearings it
held on these topica revealed a widely held concern that the current dellvery system
Is confusipg, unpredictable, and unstable. The desire of all participants In the stu.
dent ald eilvory‘ process to remedy theso inadequacies was apparent throughout
this subjommitted's investigations. . L

The subcommittee develo recommendations that address a varioty of {ssues
within the dellvol?r process. Included In these recommendations were suggestions for
improving the dellvery of Pell Grant and campus-based assistance, onhancing the
‘provision of information to current and Frocpoctlve postsecondary utug:?.' monl-
toring tho dellvery process, more efficlently adminlstering the Guarantoed St
Loan program, and gathering more detalled data on the federal ald programs and
the studonts they serve. , .

In undermklnilu work, the subcommittée commlssloned four papers. It also con-
ducted three public honrinfs. The subcommilttee's report, “Assuring the Effective
Dellvery of Student Financlal Assistance,” is report number 6 of the Commission’s
work. mmiulono’r,lrwln will discuas this report In detall.

GRADUATE EDUCATION s

This subcommittee was established to examine the Commission’s mandf In the
area of financing ﬁraduaw education in. this nation, This subcommittee's' charge
dealt primarlly with lssues of financing graduate education, issues such as:

Sources and levels of support; the extent to which tatented Individuals are dis-
suaded from graduate study by cost.consideratlons; the growing levels of Indebted-
ness of graduates; and the undor-representation of disadvantaged groups in varlous
fields of graduate study. L, )
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Thisuubeammittee also Bddresssd the "ﬁ' for modifications in exiating Federal
student ssalatance programs, and the n@ﬂw ar hew programa of draduate studen
auwmrL AR you kndw, Dr. Brademas' subcommittee 16 eompleting this report an
- will appenr before you st # later date, :

INFORMATION AND BATA

Through our deliberations, we were itruek by the lack of naeful informatlon about
student uld and atudent ,I(oy. Altheugh many of our studies have resulted in the
avallability of mere student aid information, much more must be done. In this,

" regard, we woulid recommend the followin: : C

Dne, the Department of Education should undertake a longterm, comprehensive .
effurt to collect amd nmlgm data on all student ald programs, thelr reciplents, those
involved In thelr delive 'y and the nteractions hetwm} the programas. These efforty -
should be a priorlty wit A the Department and should be nssured mmual,ﬁmdlnf;.

T'wo, the nn?mprluw departments and mi@.ncle« of the Federal government should +
work with state governmenta, colloges, and universities, and other rolevant or unl
eatlons Lo colleet data that are neoded ta deacribe nnd monitor the overall condition
of poatsscondary education,

¢

CONCLUBION .

- The unanimity of the Commission’s findings and recolmendations'should not de:
tract from the merita of other aiternatives and options to strengthen student finane
cln} nealatance. However, the Commisslon found ne compelling mim(m to radically
change the curront aystem. Thus the Commiwlon's recommendatlons aré in most
H\umml:qr “I{!"‘wd nt qualltatively Improving the current federal prograg of student
nancind ald. v .
The Commission wishesto report to you—that based on vur studies and hearingw
the federnl commitment to nid postsecondary students has had a favorable Impact.
in 1002, 4,200,672 studenta wore attending postaccondary inatitutions. In 1080,
12,047,200 were attending postsecondnry schools, The number of students from losa
than afMuent familios Incroases each yoar, The number of studonts attending post.
secondary schools from familion with Incomes of $7.600 or less has more than dou-
blod in the last six yoars, These epcouraging trends wouldipot have occurred with-
out the support of foderal programa which eliminate economic barrlors. . o
Ever since 1802 when President Lincoln aigned the Morriil Act, this nation has
ursued a gourse in higher education which recognized that it was In the national -
nterest Lo ¢ncoum|\ovpomecondary education for all chtizens. .
Following World War 11, when over seven million Amerlcans wore able to attond
a postsocondary school through the Q.1 bill, the responsibliity for increasing the
participation.in highor cducation has been shared by parents, students, the state
governments, the federal government, and tho private sector. ’ :
As Congress continues to -t.cmrhen the federal .share of thia, responsibility, it
n}ust &!nko‘curo not to replace or hinder the other partners in t jque education-
al enterprisoe. - . . : 4 - . .
Tho Commission Ix hopeful that the 98th Congrens will es h o fodora) pro-
gram of work-study, grants, and loans which s stable, roliable, and easily under-
stood. A program so stable and rellable that students ontoring scecondary school will
be motivated, rather than discouraged by financial barriers, to strive for excellence .
in tho claasroom, . , . .
The Commission Is confident that the 98th Congress will keep Intact the national
+ gonls—of assuring overy qualified young American access to 0 postaecondnry educa-
tion, and n reasonabloe cholce in the selection of a achool, ¥

Dr. Jones. Thank you, Mr. Chairman, . . .
“The National Commission on Student Financial Assistance was
established by Congress in 1980. Funds were eventually a propri-
ated in the last quarter of fiscal year 1981, at which time the Com-
mission’s Chairman, Bill Ford, appointed a:stafl. In Nove
1981, approximately 1 year after the Commission had been engltéc
_ lbd law, President Reagan appointed four commissioners—rMe.

arilyn Liddicoat, an attorney from Watsonville, Calif.; Richard

Kavanaugh, a senior vice president with Shearson/Ameri¢an Ex-

. Bress from Chicago; Kenneth Reeher, executive director of; the
ennsylvania Higher Education Assistance* Agency, firom i
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~ burg, Pa.‘ i}v-Wésf,'ti?é?Président’s fbufth-dbﬁé’ihtéé, aiﬁhe H
“chancellor for deyelopment at-Vanderbilt University add‘currently . -
“a@erving on the faculty there.. .~ - T

... : The Speaker ofithe House appomtedCon essmanBaﬁey fMlS- o
souri; Bill Ford of Michigan; Dr. John Brademas; president:of New
York University; ‘and Dr. Kenneth:Ryder; president’ of Northeast-

‘Earlier::this year . Cor nan John: Erl Hiin
‘placed’ Wendell -Bailey,: The -four:Commissioners ntedvby: the
President . Pro Tem _of the- Senate. are Senators Pell and; Stafford;,” -
Dr. David Gardner, whoat the time of his:appointment was presi- .. ..
““~dent of the University of Utah and:was:récently named: president: © - -
" .of the University of Californiasystem; and Mr. David Irwin, the ex- -~
g ;e.ct_itive'_ivice president of the Washington Friends of Higher Educa- -
...+ In carrying dut our mangatéd activities, the-Commission has'met " . -
" 10 times as a full Commission and  our subcominittees havp:held . -
i numerous meetings. We have issued 7 reports, commissioned 40-re-:
- gearch. papers, conducted’ 18: public hearings and: heard from over". . .
-, 200- witnesses ‘and‘ approximately: 25 associations concerned with =~
. postsecondary education ‘policies. Commissioners: and mémbers of:
."the Commission staff.attended nearly 50 regional and national con- "
. " fererices to meet with financial aid officers, deans, business officers” -
" .and others in the higher education community.. =~ = oo D
. Threugh these activities we believe we have conductéd one of the . ..
"~ most - extensive and’ thorofigh analyses of Federal .gtudent aid .7
- policy. The Commissioners and Commission ‘staff are grateful for . -’
‘the splendid cooperation. of William Blakey and John Dean of the = -~
. staff of the House. Subcommittee ‘on_Postsecondary Education and -
*" Polly Gault, David Morse and David Evans’ of -the staff of the =
. Senate Subcommittee on ‘Education, ‘Arts- and. Humanities, Dr..-. .-
Edward Elmendorf of the Department of Education, David Bayer -
on the staff of the Guarariteed Student Loan Office of the Depart-*" "
ment of Education and’ Jim Moore and Ralph Ommo' and:the " -

- Credit Management Task Force. = = =@ . -0 o0 0 e
..~ :The specificity of the congressional mandate for the- Commission. .

" prompted us to: divide the work among' eight subcommittees. Fur- - --
-~ ther, the CpmmiSSion‘-d_eckided‘.tpjsrubmit ‘to Congress. eight reports "
~ rather than 4 single report encompassing the:recommendations of * -
these subcommittees. - . O S

Our first four subcommittees focused ‘'on specific issues within the -

.. existing framework of the existing student aid system. Thése sub- .

" committees examined: first -the definition of satisfactory academic '.'
‘progress; second, -the in-school interest: subsidy - provision of .the . -
guaranteed student loan program; third, the insurance. premium .- -
provision of ‘the guaranteed student loan program and; fourth; the

e

_special “allowance provision of the. guaranteed student loan -pro- -
' The Satisfactory Progress Subcommittee was chaired by. Commis- -~

- gioner Pell: The In-school Interest:Subcommittee was chaired by -
. *Commissioner Stafford. The Insurance Premium Subcommittee was - -
_ " chaired by Commissioner ‘Bailey and Commissioner Ford chaired =

. the Special Allowance Subcommittee:. ..~ ~ . # L —

L }:
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-« issue of standards for recipients of, Federal student assistance: The
+ - subcommittee reviewed recent developments. in the higher ediica- .

~versy .surrounding thé subJect As ‘a‘result’ of these: hearings and.

R .-.:-,‘ C 10 PR “‘_ ) o N

. . . . . ce \
These subcommxttee reports which have- been submltted to you . .-

.. and your staff were rev1ewed by the Commlsslon and were unani-
o mously adopted. :
- - The- Satisfactdry - Acaden;uc Progress Comnittee exam;ned the

tion-community that had been initiated as a result.of the contro--

.~ this research found two maJor areas of concern w1t respect to
“these standards. - v
.~ "First, there was not any s stematlc effort to assess the standards -
: currently being' employed’. by, postsécondary institutions.. Second '
. the enforcement of these standards was not being sufficiently moni- =
tored. The subcommittee, therefore, made the following recommen- -
dations which were unanimously adopted by the full' Commission.

" First, adopt the U.S. Department of Education’s Notice of Proposed

. .,Rulemakmg on Satisfactory Academic Progress, which incorporates

.. the postsecondary education commumty s self-regulatory initiative .

- and setg .forth to be included in 1nst1tutlona1 satlsfactory progress"'

. standards for. student aid recipients. R

.Second, require all title IV-ehglble institutions to submlt a co) y

of their satlsfactory academic progress standards to.the.U.S..
- .partment of Education as' part of a ‘one-time effort to assemble

these standards. - '

Third, instruct the U: S Department of Education in cooperatlon.

with Congress and the higher..education community, to evaluate

- these progress standards to determine their compat1b1hty with the .

. Departmerit’s proposed rule. This subcommlttee s report was unan1-
mougly adopted. :

" " The In-school Interest Subcommlttee was created to exa’mlne the. .~

provision of- the gparanteed student loan program by which the

Federal Government-pays the interest on guaranteed student loans

while the borrower is'in school. In fiscal year 1982 costs for this in- -

- school interest subsidy totaled approximately $1 b11hon, or 35 per-

- -cent of thecost of the entire GSL Program.

-+ In recent years a number of proposals have been advanced to .

- eliminate the in-school interest subsidy.'This subcommittee re- .
‘viewed these proposals in - terms of the effect each would have on . /

‘the administrative and operational aspects of the GSL program, *

.the availability of loancapital ‘and the impact ‘that this proposal f p
fvould have on the borrowers ‘ability to meet the1r ‘repayment col- ,
ection. -

" . The -subcommittee - concluded and the full Commlsslon unan/l ,
mously concurred that ‘in-school interest subsldy is'a vital compo-
nent of the guaranteed student loan program. The elimination’ of 4

- the subsidy would weaken the prtt)_gram ’s ability to provide students -
:wth access to low-cost capital to finance their postsecondary duca-
on. - 3

Therefore, the Commlsslon unam1nously adopted the re ommen-

. dation to support the retention of the guaranteed stude t loan In-

school interest subsidy in its current form. " _
The Insurance Premium Subcommittee was estabhs;y tg exam-. -

.. ‘ine the insurance premium -charged borrowers under/the guaran: -
' “:'teed student loan program Essentlally, this subc mmlttee was . -

14
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asked to determine wheéther the rate charge exceeded the rate'nec-
essary to’ protect the reserves of the insurer and to determine if -
statutory limits should be imposed on the premium rate. . S
" In conducting this study, the Commigsion contracted:the services
of Touche-Ross and: Co. for technical assistance in’ this matter. The*

Commission algo received a great: deal of :cooperation. and. assist-

ance from the ‘staff of the guaranteed student:loan brargh’
Department: of :Education. As' part of-the subcommittee’s/e

tion of the insurance premiuim,’he
try, including Jefferson‘ City- anc

Calif., and Boston:Mass. . -« = o s v
"In order to comply-with its 'congressional mandate the subcom-
mittee made a-thorough, historical study of the guaranteed student - -
loan program to see if changes in the program have affected insur-

ance premiums. An examination of each guaranty agency’s sources
and use. of funds was 4lso ' madé in an attempt to measure the need
of insurance  premiums. Finally, an examination was 'made to'de-

“Mo., San ¥rancisco, - "

termine the amount. of insurance premiums needed by guaranty - =~
agencies for. their reserves in order to pay the cost of the-claims. = -
‘ Based upon the findings and the recommendations. of the ‘sub- ‘"

zommittee, the full Commission adopted the following recommen-
Jations on procedures and policies governing the financing of guar-"-
anty agencies. . ‘ B o AR

First, change the name of insurance-premiums-to service.fees.

Second, change the current reinsurance formula to"a 100-percent

reingsurance and’require the Federal Government to pay all claims - -
without exception’ within 60 days, subject:to subsequent post-audit - -
verifications. ‘Further, to establish an adequate working capital® =

fund for the. payment.of agency. defaults and administrative ex-
penses and a guaranty eng' must return.Federal Reserve and.: -
advance moneys to the Federal G )
E;_uff;ilcient_amount of reserves, as determined by the working capital "
und. . ’ : ST S B T

. The Special Allowance Subcommittee was charged with examin-

ing the special'all_owang% provision of the'guaranteed student loan -
program.. Special allow

ancourage their participation in the loan program.:

Government when the agency hasa * -

ces are incentive payments to lenders to =

In examining thig issue, -the subcommittee contractéd- for two - -
major- studies of special allowances, one conducted by the Wharton® -
Applied Research Center of the Wharton School of the University . -
of Pennsylvania and the other by "Applied Systems Institute of. .

Washington, D.C. In addition, the subcommittee c'o:%ducte'd_'a public - .-
hearing in Washington, D.C., January .5,1983. - & - W
‘The subcommittee, upon:its recommendations to the full

commis-

sion concurred .that the special allowance formula should be re- -

tained in its current form at thistime.~- - -~ . . .0 o
As the work of first four subcommittees ‘was jin progress, the . -
Commission. created four- new subcommittees to,‘;‘eo_ v
maining studies’that had been mandated by Congress. These neg
subcommittees were sources.of funds, ‘appropriate balance, goveril- -
ance and administration, and graduate education. - - .
. The Sources of Funds Subcommittee Report will be given this
morning by Commissioner Ryder, the Chair of the subcommittee. .
The  Appropriate Balance Subcommittee will be given. at a later

1

mplete the re-
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- date byDr. David Gardner, Chair of the Subcommittee. Commis:. -.
sioner David Irwin, Chair of the Subcommittee on Governarice and
“Administration is with us. this morning and he is hete to:submit -

his report. The Graduate Education Subcommitiee report ‘Will ‘be
given. at a later date by Dr. Brademas: Dr. Brademas chaired this.
~ subcommittee. ;< .. T e L
" Finally, Mr. Chairmaf, T wish’ to niote that through oufdeliber®: - °

-fions the commissioners and staff and many of those whohelped:

..with.the ‘research were st=ick by ‘the: lack. of useful’information. =
"aboyt student aidsnd student policy. Although many of our studies -
. “have Aresullt'ed~§ the availability of more student -aid'information,
" much,more must be doné. In this regard we have {wo recommenda-

tions.” . o A P

, Qne,"}tlge Department of Education should undertake a. long-term -

- comprehénsive effort to collect and analyze data on all student.aid
programs—their: recipients, those involved in their delivery and the
interaction between these programs. These efforts should be a pri- -
ority within the Department and should be assured annual fund-
.lng. o oy - ,al‘, . . . S

Two, the ‘appropriate -departments and agencies of the Federal .
Government should work: with State govérnments, colleges and uni-- -
.versities and other relevant organizations to collect data that are
needed to desgribe and monitor the overall conditions of postsecon- .
dary éducation. ~&° . o o LT oL e

~ In conclusion, the. unanimity of the Commission’s findings and .
. recommendations should not detract from the merits of other alter-.
natives -and options to-strengthen student financial assistance.

* However, the Commission found no compelling. reason to radically. -

. change the current system. Thus, the Commission recommenda-

’tions-are, in most instances;\aimed at qualitatively improving the
current;Fedéral program for sfudent financial aid. . - . - =" " g

: +. 'The Commission wishes toeport to you that based on-our stu}y

4 and hearings, the Federal commitment to aid postngfndary stu- -

" dents ‘has had a favorable impact. In 1962, there were 4,200,000 at- -

* tending postsecondary -institutions. By 1980 that had increased to
12,087,000. The number of students in less-than-affluent families in-

_creases each year. The number of students attending postsecondary
‘schools from families whose: incomes are $7,500 or less has. more

- ‘than doubled in the last 6 years. These encouraging trends would .
not have occurred without the support of Federal programs which -

- . eliminate economic barriers. -~ . ..~ . - o o
- Ever since 1862 when President Lincoln signed the Morrill Act,

- this Nation has pursued a course in higher éducation which recog-

. 'nizes- that it was in the national interest to encourage postsecon-

.- dary ‘education for all students.. g L S

. Following World War II. when over 7 million . Americans were -
“able to attend a postsecondary school through the GI bill, the re--.
sponsibility for increasing the participation in higher education has,

been shared—shared by parents, students, the State governments, .
the Federal Government and the private sector. - . S

As Congress continues to'strengthen the Federal share of this re- -
-sponsibility, it must take care not to replace or hinder the other
pdrtners in this unique educational enterprise. o -
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&5 rission 1s hopeful that the: 98th Congress will estabhsgw o
ral | ogram ®f work study, grants and loans which is stabl
rehable and easily understood. A programso stable and reliable: -
chat students entering secondary schools will be motivated rather
:hian discouraged. by financlal bamers to strive for excellence in *
the classroom. e
“The. Commission_is~co ﬂdent thai the ,98th COngress ;w111 keep '
rntact the national’goals t) f-assufing every. quahﬁed'you' g-Ameri
an access to a: postsec, ndary:educatio
the seléction: of his or her‘school.
‘Mr. Chairman, I would now like, with- your. permlssmn _
Dr. ‘Ryder for-his subcommittee’s report. '
Mr:"SnvoN; We will be pleased:to hear from Dr Ryder who isno -
stranger ‘to this subcommittee. We-are pleased ‘to-have:you:here: =3
. Dr. RYDER. Thank you, Mr. Chairman. I am honored to be able to
i 1 the Sources of Funds Sub-

committee. - ’ b

. I think a]l membérs- of ée Com lssion share very miich. 'a
~ommon aspiration that the dream of fongress and of the Ameri-
zan people could be brought into reality-—that dream that there |
should be equal access to higher education.for au%ndlwduals with
abxhty, without regard to finances. In some respects; over:the yearg,
since the passage’of the Higher 'Education: Act of 1965, we have-
maved toward that goal. There has been a myriad group of finan-
cial assistance sprograms of increasing - sophlstlcatlon developed to:
answer the various needs of young ‘people from: a wide variety of '.=
economic clfgcumstanc s. The “Commission has found that all “of .
these programs generally serve*thelr target populatlons well and
are - efficient- mechapis s’ for encouraging ‘wider participation” in -
higher education, as Chairman Jones has ready jndicated. .-

On. the. other ‘hand, the: Comxmssxon, and particularly. the. Sub-
committee on. Sources of Funds in which I was mvolved ‘has, found
that a-quiet' and quite unmtended shift of attentxon d funding
hag_ occurred toward programs, for. students from mdiddle: and -
upper-middle-income families . and “this has led to proportlonately
less Federal suppozt fo the Pell Grant programs designed to a1d
the poorest Americans. | _
- In my opinion, this - h1ft however subtle, ds . unaccept‘able 300, G
reauthorizing the Higher Educahdn Act,*this committée’:and the' ™
Congress ‘as a whole should adopt as thexr ghest, pnorlty the reigi-
gtitution of a truly adequately ‘funded.basic grant prdgram as the
foundation’.of stud,ent financial -assistance so that people of" scant '
economic means can get agxcollege education. Otherwise, I.am afraid ™

we Will drift into becomiiig a country where only the wealthy can
be Lealthy. and\wise’ - :

Our’ddta shows that.the low-mcome and mmonty students have
been propofhonately affe ‘by reductions in student financial as-
sistance. This has occurred because funding for all of. the Pell
grants has been dlsEJropo' 1onately lower than the fund_mg for the .
guaranteed student loan rogratn - ~ .

The guaranteed student loan program w1th its entxtlement status
has tonsumed an increasing share of Federal funds for higher edu- -
catlon, 1nev1tably rodiic ng, a- budgetary: tradeoff w1th the maJor

T RN .
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*. student loan programs. that.-are more heavily targeted *for. needy: i

students, - .. T B L S e
“.The Commission alse found th esponsé to the reduction in-and . .

. eventual elimination of secial sécurity benefits grossly inadequadte.

- According: to a stud ‘conducted for ‘the Commission by David -P. -

+* "Roser, and I quoté, “on balance the old age survivors disability in- . -

. -surance student beneficiaries are.poorer and.more likely to comeé': .-

- from_ working class families.” When this social security benefit pro--
ot s finally terminated fn 1985, over $2:billion of_the $8.6 bil

..~ lion available for student aid in’fiscal year 1982 will be elimir

- " rentirely—a 23-percent décrease in total Federal fundéng. - .

The GAO-hassestimated’ that: merely to_offset the loss of socialy

© security benefits, Pell grant benefits ‘alone would have. to be in-:
- creased by about $1 billion by 1985, " . o on Ut
" The subcommittee. was concerned with the demogxaphic changéd
. in the decade ahead and it’s clear that thesg,chdnges will-'gxqce;g, e

3

' _bate the imbalance that. already exists. There"will be a relative juiy -
crease’ in the numbef of 1% to 24-year-old from low-income famti-fey

y lies in our population. The growing number of low-income students.. =

" will continue to expetrience increasing ~inequa’1ity{in_,obtaining.-f_‘qnd-f‘ Sy

§-

*." ing if Federal pdlicy is'not changed. =~ .~ "~ * “Ti . - R :
- The Commission had' two studies conducted’ by the Applied Sys-"
* .« tems Institute which conipared college ‘students as a group, in 1974
“+ -with those in-1981. I think 'some rather fascingting facts emerged .
from those studies. /- " - o 0T LT
+ -\ In the perfod of some 7 years, more than twice asymany students .-
.~ from families witlf incomes abbve $30,000 emergtdiby the end ofv
- that period. More than twice as many of the upper: or middle- .
~1iicome families were .receiying'Eedéral\ass,istan‘ce_j siifce the begjn- . =
“/ning of th&'period., .. - B o e
41 that sameé pdriod; inflation combined with recession _?led\uk
. -greater inequality’ inythe distributions of .family indothe so that by\
" the end ¢f the period the number of families beldw the poverty line.. '
. Va'd' increased by ovef $2 million. & = -~ o
Y During the period the percentagéyof eligible 18- to 24-year-old in."
‘the 'population ‘attending/ college -did; in fact;:increase from about
26.4 percent to about 28 percent in 1981. In absolute ‘numbers, from .
" about 4.9 million to 5.7 millien students:in this age group. But the
-« participation was uneven. The whité womfien category went up sig- -
nificantly: Males, ~generallyy;-were' -about .stabilized. Minorities .-
~ showed a very mgdest-increase while the-white portion had a much , -
'I?:Iger rate of increase.. © = . ey e
*The aggregate amoupt~ef student aid appears to have increased - .
sigtiificantly during-the period and the amount of the average .
award has not increased as fast as the tuition that had to be paid’ -
by each student. So riSing tuitions have tended to negate almost all
~of tl:,?’dlue of increased student aid awarded. - e
During the 7-year period the biggest growth in the percentage of.

" students aided wegs actually in‘the higher income levels, and in
fact, during this Period, lower income students were more likely to
receive a smaller award. from:all Federal sources in 1981 than they

- would have been in 1974, R woowl o

o these findings, along with ’_the‘téstimony that the.‘_Comn.lissio'ii'

y.-héard -around the ;cour%ry, suggest that the Federa] financial = -
5 . o L . w0 ) o ’ - P . \{
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ﬁéiétahce program d‘oe'vs:;,..:j in fact, affect “dccess and' chOlce While
reat progress has beén niade, there are dangerous signs already in -
lace that ’siigg_es,t;the‘nee‘d for ‘modification 4of programs for the |

ature. * e e e e g R
:The 'Commiss’ibn’?nade,a very.thorqugh: analysis of. the guaran- .
eed studemt loan ;pr’%ﬁsam -which-has become- such an’important- .
iart-of Federal aid. This particular’analysis conducted by, the ac- . .
ounting firm of Touche:-Rogs' found that the average stiident:bor-

l"“fv," :

; e v 20, 400 5
lollar ‘becauise all ‘paymerit of pringigal-is delayed until after the
tudent, leaves school’and because when repaymentibegins; the i+ .
erest rate paid by the borrower is bélow market ratey, - 0
‘The ‘GSL pro%flané/-‘wefwere;/,;.gohvinéed,"fwhilé it-ilnpposes<a sub- .-
tantial cost on the Federal Government, is nonethelegs ar’ e'x‘(g;gr.— S
linarily good program. Approximately $2 of gapital i§ generatedor = .
wery “$1 of Federal’ cost and: this ‘makes the Jjrogram a suc-- . .
;essful mechanism: for ‘leveraging additional mongy" from the pri- - ..
7ate sector ‘and deliyeri:rgjt:r,editj"for.‘Btu‘dents' ‘govthat they can .
ittend college, without at the. sameitime: imposing:unreagonable -

T S
_The Comymission subcommittee hs§ drawn:seyeral broad recom: -
mendations*which we hope wilk.be useful to Congtesd-as they entér .
‘he  reauthorization : proééss. ;,Among -the key ‘ reegniment ations o
would be these: . = . ol el T 0T e s e T i
- A large Federal grant program servingilow-in‘cﬁme studerits, such
ig the Pell grant program, should be continued and . expanded. - -
Funding for the progtm.ghould “inore -accurately ‘reflect -the cur-"-. -
rent cost of the attendance'faced by students., . - .. . ST
"Second, the campus-based grant and work-study program should . "~
be:continued -and expanded-consistent- withthe funding levels 2]
the other student aid programs, - .~ u e i L L g
*Third, more emphasis should be put 6n:work programs:like col-
leg8, work-study and cooperative education as gources of ~s_t_;%dent fi--
nancial assistance. Similarly,.more .€émphasis should be. put.

‘uture financial hardships-on those students. -

‘on the ™ . -
private sector, which can play an ‘irhportant -role in providing for .. -
coopérative education students and employment-baséd. tuition aid.:
I might say in passing that one of the fascinating bits of informa-.-: -
tion that the Commission received in testimony was that something, "
like $6 billion of tuition aid benefits.are: aVailable‘thx".o,t_igh"ch,‘é,jéﬁﬁf',,
porate sector for employees, and :of that amount only some $209 . -
million’ or $300. million"is actually being used at the present time. " .
So there'is;the ilnmense-potential for further corporate. support al- - .
ready in glace and with 'th@rdper‘ counseling and implementation -

that could be develdped. -~ . * e
Arother :eéommengationéis_‘th@_ the funding for the TRIO pro- ‘-

grams should be increased so that services can be made available- -

to an increased proportion of eligible students. Only about 3 per- - .

cent of the target population receive the benefits of this program _
and we had clear testimony from guidance officers and people in SR
the education system across the country suggesting that one of the
great  burdens is the lack’ gf information  and .communication.

e - .o _ . L
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Yo‘un pe é’ at have ab111ty 31mply do not know that they have :
“’the chanc::})1 ﬁtend' college., - - -

Fm.adly, we would'. sai‘ggcgst that - Federal pubhc asslstance pro—
grams,tsnc@ as AFDC Stﬁinps, medxcard public housing, all
"of theE”e should be; rev1ewed by -Congress with an .eye for ehmmat— )

4 mg;g,my existing dxsmcentwes for unemploy d and _poor. .pgrsons 8o

o In the coming reauthorization process;: Congress has t‘he opportg; :
Iwover the difficult - od ‘of _years’that lie in’the- .decade ahead. 1.

o 4T

- commit ee’s' questions. -

6 they might, in fact,'be encoura% to receive. trammg and eduz
lon to assist them in teéntering-the ‘work force. ' : / T

ty -and. the res; onSIblhty A0.:set- the oalg‘for ‘higher ieducati

know ‘that this' Sib om-nnttee will not, as"it has not:in thé past, -
t‘urn ltla\way from the commltment to: equal educatlonal opportumty )
for a s .

. With .the arrlval of the knowIedge-based mformatlon age, now
more than ever,higher education represents_an mvestment noét

-only in the future of individuals, but’in the econqmic and techno-

.. logical future;of-duf Nation. The price tag will not'be Small; but in
" terms of the cost to the country of the really big ticket items that

L toda’y

Congress;congiders in the’ Federal budget, higher education’ comes
relat1velyl cheap and rep (?sents a realbargain. A4,small 1nvestment

reap large ‘dividends tomorrow. - Ce
an‘kyo!.l * e . -‘VA .. a,? : t :
Mr -SIMON. ‘We thank ou ' et

T mlgfht add that. both your findmgs and your recommendatlons

fare it line with the thinking ofthis sublzommlttee pe .

‘Di."JONES. Mr,’ Chairman, with permission, ‘I would hke

. ,Commlssloner Irwin to give: thg final, report gnd then t - Commis-
" sioners and .staffmwf;ll be befter, penhaps, able to answer your ,‘su '

. man of it§ Subcommittee on Governance
- .session, a ¢ pr of the/ subcommxttee’s fin

~ aid dehvery system

s " e . - 4
Commissioner. Irwin. ° LI At 'y
T :

+ Mr. SimoN. Please procéed e e Lo,
[Prepared statement of David Irwmqfollows] . :

" PREPARED STATEMENT or Davip M. Inwm, oN BEHALF OF THE GOVERNA

'MINISTRATION Suscommyrrm or THE nNA'ronAL Comwnss:on ON me-, )
.CIAL Assns'mncr. Ry .

Mr Chmrman, members of the €o xttees, I appear before you today as a-
member of the National Commission qn Sgiident: Financial Assistance and as chair- -
thd’ Adfnjnistration. You have in your pos-.
report,’ “Assurmg the Effectivé Delivery -
W cha epxctnfg the S?Snt ﬁnancxal.'

-,

)

of Student.,Financial Ass)stance, and a

. ) 4 LR
S ) m'monuc'non 'rm: - DELIVERY SYS'@M Y . :
A quxck glance at this flow,. ohart whlch ‘was prepared‘ by | the Natxonal Student

: * Aid Coalition, will give you an idea ‘of the complexity of the aid delive; °system and
- the confusion that it catises among tgt”:udents, parents;and hbse who adminigter stu-

dent'aid programs. As you will not€; the aid delivery process for a single‘acddemic’
year:lasts some 18°to 20 months. Each step, in the progess is depéndent on the suc-

.. cesaful completion. of the %rlor step. A. problem in one area of the dehvery system

added hxs 4qwn assessmeént of the delwery sgstem

VéVlll rlpple t rough the en ire process and ultxmately delay the award of aid to stu-

The full breadth of the ald dehvery system cannot‘be properlg aﬁprecmted wrth-
out fully examining all of the, items included ip the’proce the persons ,
and organizations that must work, in concprt ififorder to brifig this system her.
In presenting this flow. chart to a Mational COmmlSBlOn hearing, i:‘ranms eppel

L . . L . _" 3A,"§?,
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-Once you get all the way down.af the other.end of this [process] the Lord beirg.©

with us, some guy gets a cheek. And the astonishing thing is, the guy does. get a-

‘check. I frankly think its a testimony to the ingenuity of man,
¢ Mxﬁman,' I think yo

and talent of the many inti'ividl'mls who work to deliversstudent assistance, that stu-
dents do get their checks and, thus, are provided the opportunity to pursue a post-
secondary education. ' T E e T ’

. The National Commission divided its-\ihquirjf mbo the delive}y_systerh' into two :

distinct, yet related areas: - .-

_+The delivery of Pell.and campus based student assistance; and the mahagement of = -

the Guaranteed Student Loan Program
+-While; thesa 'two  processes ‘merge at:
rate”enough 'in_terms of parficip
At this-time, I will briefly summarize the findings of the Commission’s
in these areas.” - - S N

'The Commission sponsored a major 'study of the cost of delivery student aid on
campus. This effort concluded that uses are investing a significant amount of

4

money in the administration of the various student aid programs. To no_one’s sur- -

prise, the NDSL program was found to bé the most expensive program to Tmanage
on camfjys. Aid, officed’ were-found to devote most of their resources to staff salaries
time and staff effort with application processing a close second. - oo
One of the more significant observations of this study was the impact of ‘an auto-
mated aid office. A 1 located in the State of Pennsylvania that can avail itself

and benefits. Counsélingand outreach activities demanded the most ihjterms»of _

of the computer reso es provided by the state can save thousands of dollars per .
year in admjnistrative costs. The aid office that has comJ)uterized capacities at its ‘-
i ents, parents, and college .
fficials with accurate, tirnely information. Autamation is clearly the wave of the

isposal can operate more efficiently and can provide stu

future in delivering student assistance, -. ., . L e
. The Commission also found thatthe system for processing Pell Grants could be
nade more efficient and responsive to the needs of students. ge !

Commission had the opportunity to tour the Pell Grant processing facility in Santa
Monica, Califérnia, and were surprised to find that it is a primarily manual, labor-

ntensiveﬁ?eration that has trouble keeping pace with the large'number_s‘}‘of appli: .

:ations and corrections that it must process.

;. Greater I&els of efficiency.could certainly_be achieved in the processing of corfec- . -

ions to applicationis. Some 30 to 40 percent of over five milion annual Pell applica-

ions need to be resubmitted for corrections. This process is slow, and is-especially .

sonfusing an'd burdensome to students. -

The Commission also found that information on the""§£udeht_;aid‘programs' is still

veral members of the -

u will agree that it is primarily due to the hard work

lot being disseminated in comprehensive manner. Theineed for better, timely,-and® .

iccurate information at the secondary level is imperative. - -

High school counselors testifying before the Commission’stres’séd'thé‘heed 'bo'px;o- :

ride’ information on student aid to students and nts in the early years of high
ichool and even.at’the junior high level. Feder‘af efforts in this regard have been
nsufficient in Tecent years, adding tp confusion’and misunderstanding regarding
he amount and type of aid available. : L N PR

_ As part, of its research, the National Commission worked with:the Department of

iducation and state,guaranty agencies to create a data base containing the records
f over two million GSL borrowers. W 3
ible to €xaminessome of the charactéristics of those who default on their-student
oans. We have found, for example, that students are more likely to default in the
irst years of reﬂayment, that students attending two-year and.short-course.schools
lefault at a higher rate, and that ‘the size of a student’s debt doesvnot,n'ecessarilﬁ'
orrelate with a higher }ﬂgelihood'of default. While this tape has provided. us wit
n?_ighlt into “who” defaults, it still Ieaves unanswefed questions of “why” students
efault. -~ : . ) B T
In recent years, it seems that media attention on federal assistance to college stu-

ent has focused on.the topic of loan défaults. The Commission believes that it is .

ime to wrest this monkey from the backs of the stidents aid. programs. -

_Default rates in the student logn program are.declining at a steady rate. Students -

re repaying their

op

logns.‘ The scliools, bimk&band -agencies charged with collecting

e

.
. i

A
V e beoa T ”-

With the aid of this data tape, we have been - - -

B0
<.



Q

ERIC

Aruitoxt provided by Eic:

’ .y

.18

debts owed on government loans are doing an increasingly better job ‘of ensuring -

proper payment and collecting from those who have defaulted on their obligations.
A recent Policy Brief produced by the American Council on Education calculated
the annual default rate in the GSL Program- at 3.9 percent. While not pérfect, this.
is.a far cry from the days of FISL and the early years of GSL. We have made great
strides in this area and we should not continue to be bogged down by misconceptions
‘about the willingness of students to repay their loans.. . e
: Thg‘Commisaion also found that states and lenders are ‘taking or contemplating.
certain measures to keep the default rate’in the GSL program at a minimum. These
.., easures includa,_cpgigqg”r;rec‘}lx_irementa,'"credit checks; arid: even denial of:1oans to.
' studenta attendingschools with histories of high default rates.. .- ... S
“While certain- mgasurea’:x‘npy;;be{.app:orriqg,,e‘? the, C8mmissio
the: ixqplqmentatio‘n-_ of -some “of - these - ru ea;i;ylh;—,result-‘ginv den

B . S RECOMMENDATIONS *

" At this time, T would like to review the recomingndstions that the National Com-

mission has adopted in the area of Governance an Administration, . - -

In order to provide for a stable and reliable delivery.system, the subcommiftee
calls for the ado ition of a master calendar for the delivery of student financial as-
sistance. This calendar would specify dates for each academic year by which certain

eleménts in the delivery process would have to be completed. These elements would .

include finalizing family contribution schedules, developing appligation forms, dis-

- tributing information, agreeing on award levels, finalizing all regulations, and proc-

easing aid applications. - ! N :

" The Commission has developed a detailed calendar in cooperation with Congres-

sional staff and the education community. It'is our-belief that the calendar devel-

oped by the Commission reflects the concerns of the many participants in the deliv-

ery process. In light of the recent Supreme Court ruling on the legislative veto, it is

- . crucial that any calendar adopted by. Congress be as specific as possible so it is not
‘vulnerable to contradictory interpretations.. .- . o

In the area of aid delivery, the subcommittee also'recommepds:

That the Department of Education assume primary. responsibility for disseminat-
ing regulatory cha:Fes and that it develop a catalog of regulations on student aid;

That technological applications to aid delivery be explored and developed coopera-
tively by the federal government, states, and postsecondary institutions; )

That the federal government cqnsider decentralizing -certain aspects of the. Pell

. Grant processing system; - : S . e

That the federal government step-up efforts to disseminate information.on the aid

~ programs to students and that more emphasis is‘placed on informing students and

" parents at the secondary level; and - : . L

" That TRIO Programs be continued and ¢xpanded as vital supplements to other

information and outreach efforts. - ' : o

In the area- of student loan mahagement, the Comimission found several encourag-

" ing trends. The role that guaranty agencies have played in im’provinf the adminis-

" trative aspects of the GSL program and in minimizing program: defau t rates.should
be applauded and should continue to be encouraged by the federal government.

In order to increase the wealth of knowledge on the GSL program and its borrow-
ers, the Commission recommends that a major federal effort be undéggaken to col-
lect; assemble, and analyze data on the GSL program and the studeft 'who secure
these loans. Without this information, policymakers will continue to legislate and
regulate based on assumptions and educated guesses. - L .

In other aspects of GSL program management, the Commission recommends:

That efforts be' made to standardize 'agplication and reporting forms in order to
lighten the administrative burden on lenders, guaranty agencies, borrowers, and the
‘federal government; o s o0 ,

That all those involved in disbursing, servicing, and collecting -student loans work
to ensure that borrowers fully understand their obligations and that all possible ef-
forts are made to collect from borrowers before default occurs; ) L

That practices designed to minimize default rates do not inhibit access to student
loan capital for eligib e students;and . - . .

In the area of Governance and Administration, the Commission has assembled,
what I believe is, a well-rounded package of recommendations in response to its le%;
islative ‘mandate. Before concluding, today, 1 would like to thank Mr. Kennetk
Reeher, Executive Director” of the Pennsylvania Higher Education Assistance

——

v of -8 ‘these rules. wi ult nymigneedy:“students_‘_
: ;accggs«rw;GISL?; Lenders, and especially guaranty agencies,. must. careful not to-
“arbitrarily restrict studente’ abilities to finance ‘their postsecondary educations. "~~~ -
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é\fencg and Congressman John Erlenborn for the hard work and extensive knowls "
e they have contributed to this effort. - - . : .
hank you for the opportunity to appear before you this morning. I would be
happy to gnswer a_pS' questions you may Egve_. . _ i
Mr. l'gtwm., I, appear before you as a member of the National
Commission and.as chairman of the subcommittee that dealt with_
. the problems and challenges of a delivery si"stem for student fihan-
- cial assistance in this country. The report that you have in front of \ ::
-you is called Assuring the Effective Delivery System of Student Fi- "\’
- nancial Assistance andattached: to_that report should be a flow -
~ chart depicting:the student’ financial aid ‘delivery system as it cur-:
Crentlyexists.c o E Ll g

1 If you have some’ time you might want to reflect on this flow

. chart. It is a two-page chart and gives some idea of the complica- = -
tions that we have developed for ourselves in the delivery system.I. =~ *

~'might point out to you that one of the things that we found out in

- developing this flow chart developed, which was done with the as- .
gistance of the National Student Aid Commission, was in dealing

with the chairman, Francis Keppel. He pointed out to us, and 1
quote, “that once you get all of the way down to the end of this -
chart, the Lord being with us, some student gets a check and the
astonishing thing about it is isithat that student does get a‘check.” . -

* . I frankly: think, as he is quoted saying, “that it is really a testi-

mony to the ingenuity of man that we have been able to accom- = -
plish this.” . - ST " .

Mr. Chairman, I think'you all will agree that it is primarily due
to the hard work and talent of many individuals who work to deliv-

- er student assistance ‘that if students do get their check and thus
are provided the opportunity to pursue a postsecondary education.

The National Commission divided its inquiry into the delivery
system into two distinct, yet related areas—the delivery of the Pell ~ .
grant and campus-based student assistance programs and the man- »
agement of the guaranteed student loan program. . ... ... . .

While these two processes merge at various points in the system, .
there are separate enough in terms of participation and specific

- practice to Warrant, in our estimation, individual consideration. -

At this time I would briefly summarize the findings of the Com-
mission’s research in these areas. The Commission sponsored a
major study of the cost of delivery of student aid on campus. This
effort concluded thdt campuses are investing a significant amount -
of money in the administration:of the various student aid -pro-
grams. - | ) R a _

-To no ‘one’s surprise, the NDSL program was found to be the .
~most expensive program to manage on a campus. Aid officers were
found to devote most of their resources to staff salaries and bene- -
fits, Counseling and outreach activities demanded the most time of _
staff effort, with application processing a close second. - L
. One of the more significant observations of the study was the -
impact an automated aid office had. A school located in-the State
of Pennsylvania that could avail itself of computer resources pro-
vided by the State can save thousands of dollars per year in admin-
istrative costs. The aid office that has computerized capacity at its
* disposal can operate more efficiently and can provide students, par-
ents, and college officials with accurate, timely information. There




] 20
is no question that automation is the wave of the future in deliver-
ing student financial assistance. .
The Commission also found that the system for processing Pell
grants could be made more efficient in response to the needs of stu-
dents. Several members of the Commission had the opportunity to
~ tour the Pell grant processing facility in Santa Moriica, Calif., and
were surprised to find that.it is a primary manual, labor intensi-

fied operation that has trodble keeping pace wiﬂl'ihe large number

tions and corrections that it must process. ,
Jevels of efficiency could certainly be achieved in the
processing. \
cent of the

submitted for corrections. This process is slow and is especially con-

fusing and burdensome to students. A

The Commission also found. that information on student aid pro-
grams is still not being disseminated in a comprehensive manner.
The need for better, timely, and accurate information at the sec-
ondary level is important and imperative. High school counselors
testifying before the Commission stress the need to provide infor-
mation on studgnt aid to students and parents in the early years of
. high school and even at the junior high level.

Federal efforts in this regard have been insufficient in 're\:ent
years, adding to the confusion, misunderstanding, regarding the
_ amount and/type of aid available. As part of-this research, the
Commission 'worked with the Department of Education and State

Guaranty Agencies to create a data base containing the records of .

over 2 million GSL borrowers. With the aid of this data tape we
have been able to examine some of the characteristics of those who
default on their student loans. ,

We have found, for example, that students are more likely to de-
fault in the first year of repayment, that students attending 2-year
and short-course default at a higher rate and that the size of the
. student debt does not necessarily correlate with the higher likeli-
* hood of default. : '

While t;h'i'ss}l
still leaves unanswered questions of Wwhy ‘students default. In
recent years, it seems that media attention on Federal assistance to

tape has provided us with insight into who defaults, it

college students is focused on the topic of loan defaults. The Com-

mission believes that it is time to correct some of the misinforma-
tion t(}llat has been disseminated as far as .the default rate is con-
. cerned. . ’ y '
Default rates in student loan programs are declining at a-steady
rate and students are repaying their loans. The schools, banks, and
agencies charged with collecting debts owed on Government loans
are doing an increasingly better job of insuring prompt repayment
and collections from those who have defaulted on their obligation.
“A recent policy brief produced by the American Council on Edu-
cation calculated the annual default rate in the GSL program at
3.9 percent. Though not!perfect, this is a far cry from the days of
‘the FISL and the early Years of the GSL. We have made great
strides in this area and we should continue to be bogged down by

misconceptions about the willingness "of students to repay their

loans. -

ok

e

those applications. As a ‘matter of fact, some 40 per-
:million annual Pell grant applications need to be.re-

A



21

The Commission also found that States and lenders are taking or
contemplating certain measures to keep the default rate in the
GSL program at a minimum. These measures include cosigner re-
quirements, credit checks, and even denial of loans to students gt
tending schools with a history of high default rate. '

While certain measures may.be appropriate, the Commission-is
concerned that, the implementation of some of these rules will
result iri denying needy students access to GSL's. Lenders, and es- -
pecially: guarantK -agencies, must. bei;cgreﬂ_;l

elr:

strict student abilities to finance their: n ucation
- At'this time, Mr.: Chairman; I wo 6’ me:of
recommendation ‘ernance: A ubeommit:

‘order to provide for a stable and reliable delivery system,
mmittee calls for an adoption of a master calendar for the .
of student financial assistance. This-calendar would speci--
fy dates for each academic year by which certain elements of the -
delivery system would have to be completed. These elements wotild
include finalizing family contribution scheditles, developing appli-
cation forms, distributing inférmation, agreeing on award letters,
{inalizing all regulations, and processing aid applications. o

“:The Commission has developed a detailed calendar in coopera-
lon;with Congressional staff in the edacation community. It is our
belief that the calendar developed by the Conimission reflects the
concerns of the many participants in the delivery process.

- In lightof the recent Supreme Court ruling on legislative veto, it
ig°crucial that any calendar adopted by Congress be as specific as
possible so it is not vulnerable to contradictory interpretation. In

g:e} Iz;rea of aid delivery, the subcommittee also_ recommends that
dis

Department of Education assume the primary. responsibility for
minating regulatory changes and that it develop a catalog of
litions on student aid. - } .’
“I'he technical applications to aid delivery should be explored and
developed .cooperatively . by -the' Federal, overnment, - States, and
postsecondary educational ihstitutions. The Federdal Government
should consider decentralizing certain aspects of the Pell grant
process and step up efforts to dissemination iriformation on the aid
program to students and more emphasis should be placed on in-
forming students and parents at the secon level. =~ .
“And, of course, as Source of Funds has indicated, the TRIO pro-
gram should be continued and expanded as a vital supplement to
other information and outreach efforts. - e
-In the area of student loan management, the Commission found
séveral encouraging trends—the role that the guaranty agencies
bave played in improving the admirfistrative aspects of the guaran-
teed student loan program:and minimizing program default rates
should be applauded and should be continued to be encouraged by
the Federal Government. - ' ,

In order to increase the wealth of knowledge on.the GSL pro-
gram and its borrowers, the Commission recommends that a major
Federal effort be.undertaken to collect, assemble, and analyze data
on the GSL program and the students who secure these loans.
Without this information, policymakers will continue to legislate
and regulate based on assumptions and educated guesses,

- e
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In other aspects of the GSL program management, the Commis- -
- sion recommends that efforts be made to standardize applications
and reporting forms in order to lighten tbe administrative burden
of lenders and guaranty agencies, borrowers, and the Federal Gov-
ernment, that a}l involved in disbursing, servicing and collecting,
student loans work to insure that borrowers fully understand their
obligations and that all possible efforts are made to collect from
borrowers before default occurs. The No. 8 recommendation in that
segment is that practices. designed-to minimize default do not in-
hibit access to student loan capital for eligible students, . s
““In the-area of governance administration, the Commission has
assembled what I believe is a well-rounded package of recommen-
dations that are resgonsive to the legislative mandate, *  * 7
Mr. Chairman, before concluding today, I would like to thank
Mr. Kenneth Reeher, executive director of_the Pennsylvania
Higher Assistance Agency and Congressman John Erlenborn for
the hard work and extensive knowledge that tKey have brought to
this deliberation of our subcommittee.
_Thank you very much, Mr. Chairrhan, and I will stand to answer
any questions along with the Chairman. . -
Mr. Simon. Thank you very'much. o
The point. you make on the legislative veto, incidentally, i an
important one for us to keep in mind—both as far as when we
move on reauthorization and how ific we get because if we are-
not careful, we will end up having @od intentions negated com-
pletely through regulation. : '
You did not talk about. simplificg
monstrous chart—does your full r
Mr. Irwin. Yes, Mr. Chairm
system as_dt is today and we are
full repoxt ‘are recommending a
the system considerably. We nego at master calendar with
congressional staff and members of the higher’education communi-
ty, showing that. we would be able to ¢ome to a fair calendar that
represents all of the people in the processing and delivery system.
So we feel that we have come forward to. you with a master cal-
endar recommendation that is fair and.simplifies the system con-
. siderably. ' . Lot
, r. SimoN. How does a master calendar work when you have
" such a variety of dates for schools opening—some students starting
in February, some going to a proprietary school for 8-week pro-
grams and so forth? . K S
Mr. IRwiN. One of the things that we were concerned about is
‘that the master calendar would give some stability to the system so
that regardless of the time: that a student was to begin his educa-
tional process, they would know exactly what the.process was and".
would have full information as to how to enter into the student aid
system and receive student financial assistance if they had need. It
is a circumstance that they were calling for a lot of the forms to be
' completed 18 months prior to any kind of academic year, which
. would certainly give the opportunity for students, regardless of
.when they entered the schooF year during that year some real op-
‘portunity to know what is going on. : :

n—and I took a look at your
go into that somewhat?
~certainly does. This is the
ending to'you and in our
calendar which simplifies

.\ . | » f:A‘26
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- We have found out, Mr;: Cha{rm‘an, very. frankly, that 'we have - -
. created a system here'that would: pale: the Internal Revenue Serv--" .-
-'ice, as far as understandingthe:forms, 'We: are hoping to' s‘i,mpth N
¢ those forms so that the average layperson in this country can pick * -
-+ it up, read it and understand what is needed and how to enter the:
“_process of studernit aid, "« ;T e e v
..+ 'Mr. SiMoN. All yight: Thank you very much, I hope we ‘can effec-:
- . tively followthrough on your recommendations, " FIERTIEE I
... :Mr. IRwIN. Thank you very much, Mr. Chairm R

.7 Mr. SiMoN. Dr. Ryder, your report-really goes to’the heart
= what'ig ‘&' major deficiency in‘the preseiit system; Somehow the pro-
. grams have been skewed somewhat more than any of us envisioned .
-, might happen -as we created a’lot of these programs.-You are not . -

-..-specific in saying what shouldvha(})pen‘vin;the]exp'ai‘riéion’,‘bf thePell

~.grant program. Do you have any dollar targets in mind?.. = "7
. ‘Dr. Ryper. If I'were to come up with a:top-of the head figure, " -
. Mr. Chairman, I would :say start with-$2 billion:’It:is certainly obvi-
~ous that with the social security .changes that.I have indicated thatf’ -
" you will put back into.Pell grant status’ people.who:have been’.in
" - the past financed.through the social ‘security system: Even' though-
" the figures: are:now- a:couple:of years old; the. GAO f,shg‘gﬁstsl[%hai:;a
supplant

. "you-would have something like $1 billion more needed
© . social security. education benefits-out  of the Pell system. . " i "3’
- It.is perfectly clear that the Pell support has eroded not only be- -

. cause of inflation but:much more importantly, even:at the present -
© - -day, college tuitions ‘are’tending to'go up much:faster. than‘infla
.. tion itself. The-failure to-fund fully the levels e

, olf. _The-failure | s expected for a Pell
.~ Grant.in the past has provided further erosion. . .= /'« ‘..t
+» T'would not like to give a specific figure at this time for the guid-. "
-/« ance of Congress, but it ‘seems.to me that an evaluation of:the true =~
/- -costs of college- attendance today;a projection.of the:level.of assist- .-

... ance which' was: provided by Pell grants back: 3 or:4 years'ago and -
. then projected -present  day . costs' would come up. with"a. figure =
~Which might be too large initially for-Congress: to swallow, but at -~

" least it would be a good target, ;. e e e
s Certainly a very.significant percentage increase, it seems to me,: "~
- ig'required, if we are to provide that basic guarantee of entry. into-
- the system ‘for the lower-income: folk and:the:erosion: of the per- - .’

- centages of low-income. people who-have been: entering into the - -
.. system ‘has not been:increasing at: anything like:the rate of the’

: ‘uppe‘r_inCome.'j S S s "f‘;" »,‘__.‘::‘, 3 [ S % -
-~ What we, in effect, did with;the;estab'lishment,;the;exp'a.nsjqﬁig,pf;i o
~:+,the GSL to a much broader segment of ‘our society was' to-put in -
“place an entitlement program which: became first priority, and.as -

" - budgets had to.be faced each year by Congress; the overall educa--
- . tional -aid ‘program tended to.be diminished inthose other catego-= "

" "rie§ which were targeted for-the low, income. It.seems to'
*..- we must look back 8 or' 4 years, determine the:balance:th;
- -place at'that time and-then-try to-re-establish:and:refun

grams targeted to the needy so thatno:longer-do’ :
‘expense- of anexpanding: GSL program, which ds,
‘has: suggested, is-a - very. good program,:bu
ended to have effects that were not intended
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* Mr. SimoN. You mentioned. one specific itém that we have Been
_talking about informally that would make a significant difference."

i " If we were to make an entitlement of- the Pell grant program, that

- somewhere between $8,000 to

" limitation or:what do we do in specific-terms there? -

~would clearly help to rectify. this imbalance that has been created.
You were nonspecific in the other two areas where we have to
make a decision. One is whether we keep the 50:percent figure and N
. the secorid is where that cap ought to be—you used the $2 billion
figure, but we will not be authorizing a gross amount; we are going
* to have to be authorizing a cap at $1,800, $2,025, $3,000, $10,000—it -
- is not likely to be the last figure.. .- . . = ol
" . But if you-would. care to.comment.a little. more specifically, both
on the 50-percent figure and at what level you would put the cap, if-
_you were a member of this subcommittee. T ‘
" Dr. RYbER. I think I would probably at this stage attempt to
move the cap very close to what was, I think, proposed earlier by
the administration at something like $3,000. It fﬁpems to me that
‘the significant expansion of costs in hig‘her-% dcation has out- .
. stripped greatly the very sluggish growth of the capital.in the Pell:
_grant program. . L A S
" " At the present time at-my institution, whichis not a high-cost .
private institution, ‘the tuition and fees run close to '$5,600.a year.
" The living costs beyond that put the average student expense at
&),000 and in the private sector that :
" is relatively cheap. But the simple fact is that at-where Pell pres-
- ently .stands, it does not . significantly provide entry into a cost -
- structure of that sort, _ Lo -
- I would keep the 50 percent, I think, for the foreseeable future as
atarget. ©~ . e W - A
+ -Mr. SimoN. Thank you. Dr. Jones, on GSL, I find myself in gener-
“al ‘agreement with what you have to say. Do:we keep the present

.. Dr. Jones. We found no'reason to-change the limitations as-they
currentlystand. . - . T

~ There may be, in December, an addendum to that as that relates

" 'to- graduate -education, but I would prefer not-to speak. to that

- ".today and I would rather wait until Dr. B'rad'emasv;has‘ar.l opportu- .

" nity to appear before this committee: - - . ~ :
. Mr. SiMon. In addition to simplifying procedures, did ‘ybu talk at -
- all about simplifying the whole program? One' of .the realities is -
" that when you talk to-college presiflents, pretty soon you would

"~_ - find - that the eyes glaze over when yqu start talking about the cam--
~ plications of the program. You can{imagine what it is like for a-

counselor in a high school in an inne}-city or a rural poor area who

’ “has 425 students to handle. and doesn’t ‘have the time to devote.

B " Those counselors get lost and, unfortunately, some of .the students..

" get lost in the process, too. Did you discuss this-whole simplifica--

. tion questionatall? = . . - TR
. Dr. Jongs. Yes, and I'know that both. Commissioner Irwin ‘and -
" Commissioner Reeher would like to address that question. I would-

also. like to say that along those lines we: have had tremendous ‘as- -

. sistance in facing that problem from Dallas Martin and the people.

- .in the student financial aid community. - =~~~ ¢
Mr. Irwin. -~ . "o i
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S Mr. Inwin. I could }‘esﬁond.' perhaps, with an examiple. One of -
~ the things that we found when we went to the Pell grant processor,

" for example—first of all, it was interesting'to note. that we were

. the first- people ever to visit:the Pell grant processor who have not '
-been members of the Office of Education. So we"were the first
- aliens, you might say, to walk into the Pell grant processor and we: . .
_ thought that was interesting, -« " ' oiTa o
- - But one of the things that we found out about that:was that, for. ..
example, out of the 5 million, 40 percent of those applications went

e back to students and their parents because they were inaccurately '

. -filled out. We found out that what happened to

;those 40 percent of -

“"thoge students‘is' that they would go"off:to school,enter school, "

and still not have their Pell grant, and many of. them never did
- receive their Pell grant until around Christmastime:.In effect, in- -
'stitutions were - carrying ‘about. 40 percent -of the:2:2 million stu-

" dents that received Pell grants up until the time that they finally

- got all these corrections and edit checks made on their Pell grant
application and it was processed. - - e,
One of the things that we are recommending. to streamline the .

" system is to allow the financial ‘aid officers on the campus to sit:

-~ down with the student and go through these’edit checks and.cor:
- rect the application and turn around and gét'it-immediately bagk’(’:
to-the Pell grant processor. without this tremendous lapse .of tiniggh’:
‘that goeson today.. - - oo 0T
. Now that kind of suggestion, allowing that to happen, would cer-
tainly, in our estimation, streamline that process:and make it a
- very simple type of process, We found: a:very difficult and disturb-
ing fact that, for example, you would have:a student who would
have their application kicked back to them because line seven was -

. not accurately filled out. Line seven was then' corrected, 'it was

mailed back and then they received. it back because line 10 was not -
-correctly filled out. That is a very cumbersome system: and slows

thie whole Pell grant system down considerably. '~

I certainly ‘agree that Pell grants are an .extremelyfivrhporytaﬁt,v' )

- base ‘of grant and aid, but it certainly has to have an effective de-

‘livery system to get'to the students that really need that help be-

..~ cause the.Pell grant is basically geared at the neediest student in -

forward with and talking about in the area’of governance and ad- .
*ministration to simplify the system and to get the information—the .
-correct information—to the students and the parents. = - - -

~our Nation. So it is thosé kinds of simplification that we were %o_indg, 5 .

- -In discussion with 'Farents and students, we found out the very
_‘thing that you are telling us here today that I think we all know,
that the system is so complicated: that they have no idea dnd no

- way of understanding. One of the backdrop papers, Mr. .Chairman, '

- -that we started our deliberations on and from was a demographic -
- background paper that dealt with the realities of the fact and .

-proved: to us that we are now, as. Commissioner Ryder has ex- .

lained, coming:into a period in our history that we are going to~
: ’dave more and more and-a large quantity of very, very needy stu- -
ents. ] a‘ _:~:‘ B . DR ; T o L _ e N
- 7. In States, for example, if I cotld use some e')é\mples'like'califor-
.~ nia, foday in secondary education 42.9 'dﬁrcent ‘of their secondary - -
- education are minorities. In States like New York it is 32 percent - .
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“in secondary education today. In States like Illinois I belieQe the
.. . figure is around 27 to 28 percent, Mr, Chairman. . ° ' '

- "We have-an.awful lot of young people who are, falling through
. the cracks who do not have -opportunities. They are not coming .

from' the socioeconomic background to understand these -formats
and how to enter the system, That’s how come we are making our
recommendations to push the TRIO program to et that informa-
tion through high school coimgelors in a simplified way and to par--

~ents ‘and to students and simplify those forms so that people can

Tn

understand how to access assistance,

" In'the year 2000 one out of every three workers in this Nation is ',
- going to be a minority and we-have a very major, m jor.decision:to.

znake' in this country as to whether, that person will have the op-

“portunity—example, in my case, to work at the Boeing Corp. as a
"“productive engineer, or if he is going to ‘have the opportunity to

work at some lesser job at a’lot less salary. Education is opportuni-

“ty and I think spread throughout this report is the concern that we

have for opportunity. We feel it is being denied because of compli--

_cations and bureaucratic jargon. So I hope that I have answered

the question that we wetebopcqrnecl_ about that kind of simplifica-

- tion, Mr. Chairman.

Dr. Jones. Commissioner Reeher just remihile’d_ me that the sub

committee which he served on, which was chaired by Bill Ford, on

o special allowances, one of the things that they did discover in.their

review of the GSL program was that there was not a lack of access..
The other thing that I observed in attending some of the regional

-~ meetings of the student financial aid ‘administrators and that is
.~ ;that-as ‘they have increased " their professional working' relation-
. " ships, they are bringing about dramatic’ improvements, at’ their
. workshops and seminars’and then they, through their national as-

" sociation, are working with the Department. So we do. see efforts

being made at all levels.- - v~ . - 4 REEE. R

As Commissioner Ryder  reminded e, there was testimony in
Chicago before his subcommittee by’ students and counselors—I
think that testimony is part of the record that we submitted with
our reports—on some of the suggestfons that we have forwarded on

. to the Department, with the help of Dallas Martin and others.

‘Mr. SiMoN. Mr. Gunderson. . . . : .
Mr. GunbERsoN. Thank you, Mr. Chairman. I am going to ask a
couple of questions. 1 can’t help but, as I listen to your different

-testimonies, come up with the- conclusion that you have pretty
“much endorsed.the status quo in terms of financial aid with the ex-

ception of increased funding. Yet, you talk about the complications,
the bureaucratic problems, we talk about the funding problem, rec:
ognizing that probably the levels that you would like we are simply

" not going to able to authorize the appropriations.. -~

“'Did.you do any dreaming or. wild-eyed thinking abou_t vn‘.éw:sap'-

proaches to student financial aid and come up with any conclusions
or recommendations that might be different -and might be a: new

- way in which we can meet the need that is there that governmen

by itself in its present form can’t comply with? - _
““Dr. JonEs. Maybe each of us can touch on that one.
Mr. GUNDERSON. Sure.- - - T

~
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. Dr. Jonks. In reading the legislative mandate to the Commission, .
we didn't look upon it as providing us with a lot of running room. -
There seem to be to us, at'least in our interpretation of this Com-

' mission, a number of questions that Congress, and in particular the
Egusé, was asking that we study. Many of those questions were

technical in nature. Further, it did appear to us that based .upon

our conversations with members of the subcommittee staff here, -
that there was a need for [numerous research studies—information

‘- "that had not been available to you all to make your decisions at a .

" get on with the effort t

later date, which is now forthcoming. . .
So if I might suggest, we felt initially at least that we must first
o hat you requested which was to take a close °
~~ look at some: technical matters, find the technical expertise out =
. there, bring then into resgarch process with us and then coopera-
tion with your staff and bring those findings to you. I think that’s
what we did basically as t¢ the infrastructuvre of the GSL program,
“insurance premium, specia) allowance, inschool interest. H
" Then we believed that if it was possjble, both in terms of time
and funding and resources of the gommisbion that we would at-
“tempt to answer the other 18 questions. To accomplish that, we,
. took 17 of those and we then placed a subcommittee over those
. topics that related. Here |again, we were looking at qualitative
" measures such as the delivery of the:system—was’ the current
system fulfilling access and reasonable choice; what changes had

..occurred since the 1972 pgstsecondary .commission had. met—even -

the question of financing a
-.And then finally—an

d financial alternatives. v
e did not realize that we were going to

~ though their mandate wasp’t. as broad as.theirs, they did get into

"= be able to accomplish this Jast task—but the legislation did.ask us
- to take & look at graduate education. That, perhaps more than any

other piece of legislation, gave us running:room, and I think in De- -

- céember when Dr. Brademas comes: before ‘your subcommittee—or -
at a time that is convenjent to you all—you will find that perhaps .
there we may have done sgme dreaming, but we are notvin“; posi- <
tion to comment on that this morning. .~ s AR
I would like to, however, make some observations® As I suggest- -
ed, ‘even though most of our reports today to‘you are status quo,
admittedly so, there are many other alternatives out there that

you all might want to consider. But' we want to be careful in this -

regard. If we tried to create something radically new, we may
again confuse that entire c pmunity out there that we have been
trying to reach—the young person that doesn’t necessarily have

- . the economic wherewithal| to.get to gchool, who, hopefully, will

~ - cially among our brighter

- begin to realize that it is pgssible, through a:combination of Feder- - -
‘- al, State, and campus-based programs. %Ve don’t want to confuse -
- the lending community out|there. We don’t want to send any more .
< "s'ho'ckWaves.-»‘“ L -’-.._' e e e
-~ .. 'L cap’t help but recall the t;

repidation on. ¢ollege Gampuses, espe- -
udents in graduate research, when the "

B ‘New York: Times reported

- “'wag going:to recommend fo| Congress that graduate students would .

at. the-administration in - January 1982

‘ "no longer be permitted to|participate in" the guaranteed student -
‘loan program. Shock waves like that are really not needed and I -

kriow that that is not what y6a are suggesting, but I am suggesting

N 1:1 ' . o s‘
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that if we don’t try to porfect qualitatively the current programs
and examine the findings of this Commission and say, “Yes, we are
‘beginning to reach millions of young peo;gle out there who, other-
wise would not have an oppor@nity to'attend or take a postsecon-
dary education.” D A R “. o
I'want to suggest that what ¥%u may-have put in place is work-
ing hnd can work a lot better agwe develop more information gnd
as your subcommittee gather:‘uora information qn the current
programs. ' R o .
Dr. RypEr, Perhaps I might ad@tq what David Jones has said. I
think that the Commission clearlyifelt somewhat restricted by the
 nature of its charge, which was ipr’e ‘gpecific, but you will firid in
. the final report o the Commission—and -I-know: specifically- in-the
-Sources of Funds Subcommitteé report—a very significant number
“of alternative suggestions.which we xéceived as part of testimony
‘as we held hearings in various par of the country. There are
some fairly dramatic and -different l’inds of programs that have
been proposed and submitted to the Commission, but we decided
not to come out and advocate. any one ‘of them, We felt r&%:‘vas ve
~ important to forward to the Congre 4" through ‘the Commission
report all of the information and suggsstions that have been re-
ceived so that if theré were an opportunity to consider alternative
models; that Congress wbuld have the befiefit of that testimony. -
Ms; Lippicoar,-Marilyn Liddicoat, nember of the Subcommittee
‘on - Insurance Premium and also the Siibcommittee on Graduate
Education. I"'came on the Commission as a. Rea%an appointee look-
_ing for places to cut this monstrous, $183 billjon budget. I also came
from a background of having worked my way through college and
finally finishing law school at age 30. However, in sthdying thie
whole area very carefully. I find that withthe exceftion of a few
*institutions such as Mr, yder_’s,*it’s almost :impossible for students
today to, quote, “work their way through'college.” - = 1
" The cost of college education has tisen far more rapidly th?} the
cost of living indices. We have founid that mahy of the curés are
- already in place, such as raising the’eligibility requirements—rick
kids can no donger borrow moriey.. © ¢ o .o i o
. There was one small area wﬁere we did recommend some dra
matic changes on my subcommittee concerning the insurance pre
mium that students paid along sith other loan fees when tljey bor
rowed the money. We found that somé of the guaranty ‘@genciei
were too rich, some amassing u'ﬂ to $500,000 in reserves, building
buildings, living quite well with large travel allowances. If you
would look at those recommendations carefully on that, there 18
. lot of money to be saved in that area. In fact, one guaranty’agenc
‘based on our report voluntarily returns $11 million to the Govern
' ment because they simply had too much monéy. So.we were watch
ing the dollars (Yute carefully. - R
- . Mr. Reener. If I might, speaking: to the: feturn of those fund:
" that was €rom, I believe, a nonprofit-agency, and some of us tha
. are under the gun ‘ag far as State legislators are concerned, fin
“that the way that Federal law is written, it calls -for a:returnc
‘those funds under certain standards: that have been set b}({ﬂ&he Cox

.. “gress and it is very difficult for an administrator to veluntaril
. return those _funds when the law does not call for that. "s} I
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In response to the question, there's a er;ying “If it ain't, broke,
don't fix it,” and I think the Commission found that the CSngrees
did a very respectable job in developing opportunity for higher edu-
cation. The problems I think we have are twofold. One is funding,
and that will probably never go away, and the other would be the
mechanics of how it works, For exam{)le, a8 Dr. Ryder pointed out,
if you start dreaming, there is roughly 10 percent of the corporate
fotentinl being used. So we could dream that we might use that

00 percent, ' co C , ,
. We also have in there a recommendation that the college work-.
study. program would begin to function in the private sector, where

"~ you could get academic-related kinds of jobs and if you dream, you- -

might get,.some, corporate participation. and. theuwork-studf'--pro--:v-».w
ﬁl‘,ﬂm.t ere, I think, could become anothgr very substantial, self-
elp kind of Y)ro ram similar to the guaraliteed student loan,

As far as the loan program is concerned, when you get over into
~ that sector, you bring a whole new actor into the game in that you
. have the private sector lenders. As we have pointed out, that pro-. -
" gram leverages the Federal dollar on at least a 2-to-1 basis. So
when you try to change the mechanics of how that works you have
to be very careful that you don’t disrupt the third party participa-
tion, . o o
We call for the -utilization of electronic delivery, which really is a -

dream. We have been very much involved in that in Pennsylvania:
- The State of California is trying to.move into electronic delivery of -
student ‘aid, the college board, through its project transaction is .
trying to do that and we in Pennsylvania over the past year we -
have had 8 banks and about 1 dozen colleges that have what we
* call a “paper-free loan application” where it is done basically elec- "
tronically. : : ‘ : -

The 'studen't fills out a.form and sends it into us and then we

+ transmit electronically to the colleges and the lenders the data so
'"that we can speed that up. I think the electronic delivery of stu-

dent aid is maybe the dream that is built up into this report. :

- Mr. GUNDERSON. My time is well beyond, but let me just finish

~ with one final question on this master calendar. What is it, for the
"~ first time in 5 years we have.passed the education appropriation

bill in this Congress and there seems to always be a problem. As °

- you know, tonight we are trying to get a continuing resolution

assed to keep the Government operating. Recognizing that prob-
em, do you really think the master calendar when Congress never
does its part oh the appropriationside? . . .
Mr. IrwiN. Well, obviously, Congressman, there is no way that

. anyone except Congress themselves, because they are elected repre- . . |

sentatives who can dictate their own schedule and we are not sug-

gesting that.” =, P U U
Mr. GUNDERSON, It might'not be a bad idea. . .~ ...

-~ Mr, IRwIN. But there is a circumstance that we do feel: that
working with the. participants that are.-major actors in the calen-

.- dar‘that we are recommending,. at least all of that mechanism ‘can. -
be in place~—simplified forms, dates for information to the campus, - -
dates for information to students and parents. Then I'think all of .
us will then have to wait for Congress, of course, to act on their . .

own schedule as far as the funding is concerned. Appropriations .=

£
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-questions are the purview in this democyacy of the Congress and
we wouldn't sug%:mt to bp involved in that, ° " Co

. What we are hoping to do is to get everythingin ‘Jalnce ‘sobthnt
when that decision'is made, the .system works and oesn't, break:
“down. That's the major concefn that we are looking at now. " -
* " If I might also, on the previous question that you 'ﬂug ested, one
of the things that we did dream about a little bit is the fact with so
many students in the next 10 years coming in and accessing and .
hnvinE to access the:grant-type aid, we di think that we would
robably have to be sensitive to the middle class of the Nation per-
aps with some look at setting up an educational IRA account or

per_ha?s allowing those:people to use their current IRA with a por-. ... .

their students, for their‘own children. - : ‘
‘We are suggesting hn AGI of -some $40,000 in the report on
source of funds and that, is one possibility of being able to set up a
~ program to allow those ppople to enter education as more and more
of the resources ‘are going to have to %10 to needy and needier stu-
dents in the:Nation on Yhe basis of the demographic information
that wd have héen work{rg from. - : -

. Mr, GunpersgN. OK!. Thank you, Mr. Chairman. S
Mr. SimMON. Penny. .. ‘ :
Mr. PENNY. I ave n§ gqyéstions, Mr. Chairman.

Mr. SimoN. M| Jarn, - : :

_..You were mé; vorably in your absence by one_ of the

Commissioners, jncide \ ly, at the end of Commi'sswnergirwin_’s

testimony. - g :
. ERLEN‘BO&: Thanlk, o b
t me say, fist of al}, that when I came in the room I wasn't
quite sure whether I shguld sit down there with mi fellow Commis-
sioners or up here with* my fellow Corigressmen, but on balance. I
‘thought I would rather ask questions than answer them so I 8ame
up here. [Laught’er.] Yy o , )
Having said that, let me then answer a question. I would like
first of all, endorse the answers given by my fellow Commissioners.to
the first questidri asked by Mr. Gunderson about whether we shetld
have recommended 'imaginative, new ways of providing aid for
postsecondary educatione=y, - | ' Nl
' her observation. Personally, I think
: : 5, We have two grant programs; we
or, more loa pro%:' s and my fear is that politicglly . .
1d/8kobably jump’ at the opportunity of passing a new, gtu-
aid program, particularly if we could have our ‘indi--
sTagapciated with it—like the Pell grant. I wish that

you, Mr. Chairman. e

o

in-grant instead. [Laughter.]

{OIt would be much smaller. [Laughter.] -

§ You'reright. .. -~ = RN
dk we need to proliferate the rﬁeans for delivering .

. student financial aid, but as was observed by the Commissionets,-

- we have in place a §ood gystem that needs to be fine-tuned, ‘im-
.proved, and then finc

" But I don’t-thi

. grams. S o . o . L o
-~ Getting to that question-of funding, the Commissioh‘found__’thi;t
_ the. Federal appropriations for Pel_l, grants, supplemental grants,

those funds to Be used for ‘their educational opportunity for

ways to have sufficient funding for the,pro+



‘ and‘colleéo work-study had all suffered as a result of more money

flowing into the guaranteed student loan programs. My colleague,
Mr. Ford, isn't here to defend himself but let, me say that I thought
that was a result of the Middle Income Student Assistance Act and

-one that I thought could be anticipated. I said back then that I

foared that we were going to put more of the available resources
into_the guaranteod studont loan grogmm to the disadvantage of
the Yower income -students who epended more heavily on the
taken some remedial steps. - : :

Let me say that the Commission did find that there was this ad-
verse offect on the grant'programs.. Now I can get to that enjoyable

grant programs, I think history has borne that out and we have -

- &t',llx]'t of asking my fellow Commissioners to answer the question: .
~ \Wha

t are we going to do about it? What can Congress do to put in

place some protections for the grant programs so that in the future-

the loan programs will not adversely ‘affect them? - o
Mr. ReeugRr. I would suggest lowering the interest rates.. . .

- Mr. ERLENBORN. You mean interest rates in the economy not just R

" . in these programs? . .

. Mr, REEHER. Yes; I think that has been the one thing that has
caused the cost of the guaranteed loan program to rise unexpected-
"l{\ in the last couple of years. Other than that, it'’s my opinion that
t

ere have been substantial reductions in the eligibility of certain .

families as far as GSL is concerned..

We have also already reduced costs by origihation'fee, changé in *

the interest yate and movement of a portion of the borrowing to’ .

the plus program, It's my opinion that if there are further substan-
tial cuts, which could be made, but their access to higher education

~ will be ‘affected and it could be that people would not go or that

their choices would be impacted by the reduction of aid. That’s my '

personal opinion, not a report from the Commission. *

Dr. JoNEs. I .would like to second that and add to what Commis- |

sioner Reeher has just said, that as you proceed to board reauthor-
ization, always keep in mind that we have been through in the last .

.6 years a very dynamic time in terms of the economy, both in

,terms of the interest rates and their effect on these. programs and-

. the effect of inflation on higher education. - ' } .
", So by taking those into account as you logk to the future, I think

it might be helpful. I think sometimes we make a poor habit of

citing to you some statistics, especially percentages, that can be
very misleading at this particular point in time, One of the ques-
tions I have raised from time to time because of our recommenda-

tions on the si)ecial» allowance is are we absolute on our position on *
owance formula, There I would just like to pass on

the special al
and to suggest that you will note in the full report that the sub-

. committee says that, “It is not possible to determine from histori-

cal data if the current special allowance rate is the most equitable

from the point of view of lenders.and the government.” ' :

* “Here again, I only want to caution that we take .a look at each
~ piece of those loan programs one more time before making some

final decisions ‘and, hopefully, as Commissioner Reeher has said,

with the help of a-stronger economy, a lowering of interest rates,

we might not have a loan program that is so expensive that it is-

beginning to affect a- much- n’ee_ded expanded Pell grant program.

o e, B
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Mr. ERLENDORN. Lot the make the cominent to respond to Com-

" missionor Reeher's suggestion of lowering the interest rates, I

think that is ubsolutolg' right. That same answer is the answor that - |
ou cdn give to almost any of the other problenis facing this coun:
ry at the present time. Jf we lowered interest rates we would im-

" prove the capacity of people to buy automobiles and buy homes and

wo would put more people back to work. There is just no question
but what lowering intoreet»ratog{”,would huvo a good effect across

- the board.

byl :
The problem, as we are all aware, is to find out how to lower
those interest rates and many peo’f)le think it's,to get the Federal
budget under control, it’s fear of high deficits that keeps the inter-

st rates up. How we will ever solve that, I don’t know. I seea lot -
- of posturing, I'see a lot of dramati¢; if not ‘effective, action by the. .-
- Congress in rocerit weeks, rofusing to extend the Federal debt

limit. That's pretty dramatic but'it's not very effective—all we are
doing is removing the ability to pay the bills for those things we
have already bought. That’s reneging’on your debts. That's not a
ve'xiy good way to get your budget into balance. e
he other is earlier this week the House rejected the continuins
resolution. Well, that's, again, dramatic but not very effective an
we will see what happens today. I think we will probably take u -
about the same one that was rejected 2 days ‘ago and pass if. It . .
seems like some people wanted to make a point and having made
that point, they will go back to their spending ways. . . B
So how we. will ever achieve lowering the Interest rates is some-

_thing that so frustrates me I think I am going to give up the proc-

_ Mr. Chairman -and Members of the Subcommittee: I am plenaéd and honored to -

" The federal ggvernment's commitment to help’ sfudents pay for coll;eéé has as its
. foundation the belief that no American should be denied the og?qrtumt of going to
ig

-

. ess'and leave the Congress at the end o‘f next year.

Thank you, Mr:. Chairman.

Mr. SimoN. Thank you. ' - :

Mr. Petri.. - - o : .

Mr. Perri. I have no questions. | C : L

Mr. SiMoN. We than gou very, very much for your testi’monf'
and your contribution and we will be weighing your words careful-
ly as we move toward reauthgrization,

The subcommittee stands gdjourged. ‘ o :

[Whereupon, the subcommittee was adjourned at 11:25 a.m., on
November 10, 1983.] o SN

[Material submitted for inclusion in the record follows:]

. , ) . R oo "o, .
 PREPARED STATEMENT OF Dr. KENNETH G. PRESIDENT, Non'mms;ﬁm
- UNIVERSITY o

have the opportunity to testifying this morning. I come before you as a member of
Natiorial Commission oncStudent Financial Assistance and.as chairman of its Sub-
committee on Sources of Funds. o ' ‘ a :

college for lack of money. Over the years since ?assage of the her.Education Act

of 1965, myriaM financial assistance programs of increasing sophistication have been

developed to answer the varying needs of young people from:a wide variety of eco-: . o

nomic circumstancesThe Commission has found that all of these programs general-
ly serve their targeted populations well and are efficient mechanisms for encourag-

ing wider participation in higher education. On.the other hand, the Commission—
and particularly” the Subcommittee on Sources of Funds—has found that a quiet

. -and, 1 think, unintended shift of attention and funding toward programs for stu-

dents from middle and ‘upper-middle income ‘famili‘es has led to proportionately less -
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fodoral support for the Pell grant rmﬁn‘m dosigned to ald the poorest Americans.
In my view this shift, however subtle, Is unacceptabls. In nuuthorlzln& the qu‘hor :

ucation Act, this committee and the Congross as a whole should adopt as their -
highest prlojlty the reinstitution of m truly adoquntela‘ funded basio grant program
aa the foundation of student financial asslstance so that people of scant economic
meana can got a college: education, Otherwise, we will drift into becoming' a country
where only the wealthy can boe healthy and wiee, - X o

Qur resenrch sujigeats that foderal student assistance over the past decade has ro-
sulted in progress towards the goal of providing accoss to pomocondmx' education
for all students, but mugh more remalns to bo done. Although the Middle Income
Student Asslatance Act (MISAA) was successful In reaching ita targeted population,
inflation over the decado has oﬂ'octlvolir eliminated tho fncrensod resources to pay.
for colioge that the foderal govornment intended to provide through student ald pro-

-grams, . . - ,
- Thia aituation has been worgened by the govornmont's failure fully to. fund many
- provisions of MISAA and-the 1980 Higher Education Amendments;- parucularlir a8 -
i ... they relate to maximum Pell grants, which would have increased federal ald to low-. .
Incomo studenta in real torms, Our data show that low:income and ‘minority stu-
dents have bean disproportionately affocted t}y roductions in student financia] assiat. -
ance. This has occurred bocause funding for Pell Grants has been disproportionately
lowor than funding for the Guaranteed Student Loan (GSL) Klrogram. Although Pell
Grants and campus-based awards are technically forward-funded, the reality has .
beon that funds are committed ‘before they ae. appropriated, usually resulting in .
those neced-based programs losing anuclra funds. : : v
. Thus, the GSL rﬁroag'rnm with its entitlement atatus has consumed an increulnﬁ
share of foderal funds for higher education, producing a budgetary trade-off wit
the major studont aid programs that are more heavily targeted on needy students,
In offect, if not in intent, student aid policy has been moving away from the concept
of using Poll Grants as the foundation for educational financing. . =~ . .. .
. The Commiasion also found the reaponse to the reduction in and oventual elimina~
tion of social security student benefits groezz inadequate, There is much ovidence
to suggest that moat of those who roceived dssistanco undor this program nceded it.
- Acco ingto a study conducted for the Commission by David P n, "on balance,.
‘ OASDI (Old Age Survivora Disability Insurance) student beneficiaries are poorer
and more likely to come from’ working class families than students attending colle
without such beneflis,” Whether or not this form of student aid was appropriately
o mrgetod, the fa mains that when the program is finally terminated in 1985, over
© $2 billien of the $8.6 billlon available for student ald in fiscal year 1982 will have
been eliminated entirely—a 28 percent decrease in total federal funding without
evon accounting for the hoped-for continued savings in the GSL program owing to
- lower intorest rates. Moreover, few additional funds have been authorized or appro-
~ priated to replace or redirect these lost student aid monies, in spite of the fact that
the GAO has estimated that merely to offset the loss of Social Security benefits, Pell
grant benefits alono would have to.be increased by almost. $1 billfon during the
- perlod 1981 to 1986. = o C o C
* The subcommittee has congluded that without changes in student aid policy, pro-
jected demographic changes will exacerbate the imbalance that already exists. In '
the next decade, there will be a rapld decline in'the number of 18-24 year olda from -
middle income families and a relative increase in the number of 18-24 year olds .
from low-income families. Since trends show nnf‘incrensing focus of aid toward
middle income students, despite their declining numbers, the growing number of
low income students will continue to experience increasing inequality in cbtaining
funding if federal policy is not chanied. R ' : N
. Two studies for the Commission by Applied Systems Institute comparing college
_students in 1974 and 1981 uncovered some surprising facts that reinforce the conclu-
sions I have set forth. Among the most significant findings of the studies were: :
.- More than twice as many students from families-with incomes above $20,000.(in
constant 1981 dollars) received federa! assistancé in 1981 than in 1974, - .
At the same time, inflation combined with recession led to g’z:ater inequality in
. the distribution of family income. From, 1978 to 1981 the number of families below .-
- T the roverti'r line has increased by over’ 2 million or by .more than 40 gemnt. The
. % - number of low-income families that needed assistance in attending college has also
. “increased in the last decade. : o S
o The percentage of the e;!lg'lble 18 to 24 year old gopulation attending college was -
s up from, 26.4 percent in 1974 to 28.0 percent in 1981 or from 4.9 million to 5.7 mil- y
lion students. The participation rate for women was up, while that of men remained *~ J-

’ . .
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constant. Blacke whowed. a ‘modest incronso in participation rate, whlie whitos
showed a n;:?(’nd Incrdnee,” - *

Whilo the Aggregate amount of student ald appears to have incrensed slgnificant-

. ly from 107 to AUKZ, the amount of the average award has not increased as fust nw

the tuitlon paid by each student. Consequently, rising tultions have negated almost
all of the dollar: value of increased student aid awarded, * -

The bmmt growth in the parcentage of students aided between 1074 and 1981
waa I the highar income' levels, Among lowest income studénts, there waa olther a
declinio In the percontage of students nided or a smallor Increase than for higher
income studants, : ‘ .

“Lowor incomo students woro most lkely to recoive wtwmaiior award from ali foder-
nl sourcos combined in 1081 than th? wore in 1074, Thoy also wore more likely to
rocolve an award of loss thun $1,000 in 1081 than was the came In 1974, lll({ or
Incoine studenta in 1981 were moro likely to rocolve & total nward oxceoding $1,000
than they wero in 10713 .

These findinge, alond with testimony 1 have heard around the country, suggest

~ that federal financlal assiatance does affect accoss and choice, Ovor the years 1073

..

te 1081 themo offects have boon, it appears, both positive aiid negative. Clearl .witlx-"'="""';‘

ou} tho Incrensos in l‘undlnr. many ktudents would have been forced out of college
or barred before thoy got I the door. On the othor hand, there appoars to have
beon n subtlo shift of nld toward higher income students, If not away from lower
Incomo students. . '
It is falr to say, then, that the minimal lovols of funding provided by the federal
ovornment during the pnst fow years, especially in light of inflationary pressuros.

‘have at best provented the wholesale oxodus of students from poor and noar-poor
- working families from our collogos and univorsities. Instond of making colloge mote
. nccesaible and a moro roalistic optlon over the past decade than it had boen in tho
- proceding decndo, fodoral funding has falled-to continue tho pace necossary to ac-
commodate people who want a college education but lack the financial moans to

obtain it.

Tho Commission also undortook 'n thorough analysis of tho Guaranteed Student

Loan program, conducted by the accounting firm of Toucho-Roes, Toucho-Ross fourd
that the average student borrowor under the GSL pro?rum usually pays In roal
terms (nd{:lawd for Inflation) an offective intorest rato of close to zoro; in many ins
stances, tho Interest rate is less than zero. This occurs because in an inflationary
economy timo lessens the valuo of the dollar, because all payment of principal is
delayed until after the student leaves school and becauss, when repdyment begins,
the ingerest rate paid by tho borrower is below market rate. At higher rates of infla-
tion the, incentivo to borrow to finance a collego education Ia Increased—and the

below markot rate. The total fedoral subsidy is structured to provide tho highost
benefits to students who borrow the largest amounts of monoy and who spend the
longest timo in college, because tho federal subsidy is highest when the maximum

amount I8 borrowed and repayment is delayed as long as possible. Those factors

tend furthoer to blas tho systom ng:lnst poorer students.

The GSL program imposes substantial costs on the fedoral government, but a
proximately $2-of capital Is generated by every $1 of federal cost, making the GSL
program a successful mochanism for delivering credit to students for the purpose of
attending college without imposing on those students unreasonable future financial
hardships. We did find, however, that adjusting the guarantee mechanism and re-
moving the student insurance premium would lead to savings for both the students
and the federal government without damaging the integrity of the program. .

From its studies the Commission has drawn several broad recommendations
which we hope will be useful to Congress in the reauthorization process. Among

~ them are:

A large federal grant program serving low-income students, such as the Pell
Grant Program, should be continued and expanded. Funding for the program should

‘more accurately reflect the current cost of attendance faced by students. Funding

for Pall’ Grants over the past several years has not been sufficient to account for
high inflation and reductions in other student aid programs, ) T

38

.cost to governmont is Incroased—because the interest rate to the studont Is flxed at -



Campuwbased grant and work-atudy programs should be continued and expanded
consistent with the funding levels for other federal student ald programs. Fundin
for these programs should more accurately reflect the current coat of attndance
faced by students and should continue to be targeted to low-Income and minorlty

- wtudenta t0 help moet unmet need,

More emphaasls should be put on work programs like college workatudy and coopr
oratlve education as sources of atudont financlal asalstance. Bimillarly, more ompha-
ulu whould he |;m on the private sector, which can pluly;:qampomm rolo by rrovld-
{m{l bou; lomp oyment for cooperative education recipients and employment-based

ution ald, ’

~ Fundlng for TRIO programs should be Increased so that the services cun be mnde
avallable to an incro proportion of eligible students.

e

g

Foderal publlc assistance programs, suoh a8 AFDC, Food Sutmro.l Medicald, and .
m

public houslng should be roviewed by Congress with an eye to elimlnating varlous
exlnlnfx disincentives {or unom&lorvod and poor persons to recelve retraining and
~_edueatlon to asslst them In reentering the work force. B o ,
In the coming reauthorization process, Congrees has the opportunity and responsf:

- =hility-to set the goale for higher educatlon over-the difficult remaining -years of thig -~

doecade. I know that thls subcommittee will not, as it has not |n the , turn away
from the commltment to ¢qual educational opportunily for all, With the arrival of
the knowledge based informatlon age, now more than ever higher education repre-
sonts an Investmont not only in the future of Indlviduals, but in tho economic and
technological future of our@htion, The price will not bo small, but in torms of
the cost to the country of the big tlcket itoms In the foderal budget, highor educa-
tion comes cheap and ropresonts n roal bargain. A small Investmiont today will reap
largo dlvidends tomorrow,
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