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EXECUTIVE SUMMARY

The Default Problem

Defaults are not a problem among the traditional middle class
four-year college students for whom the Guaranteed Student
Loan program was primarily intended.

The majority of defaulters are low-income students. About
three-quarters of New Jersey defaulters come from families with
incomes under $15,000.

One-half of the New Jersey defaulters last year had never
attended a college. They were students in proprietary school
vocational training programs.

College graduates rarely default on their loans; college drop-outs
do.

The typical defaulter is a poor, poorly prepared student who
drops out of school before completing a program and, therefore,
cannot get a job which pays enough to repay the loan.

Despite these disadvantages, 85% of all defaulters eventually
repay their loans fully or partially after default.

The Reduction of Defaults in the New Jersey GSIL Program

Default rates and the number of defaults have been declining for
several years for loans guaranteed by the New Jersey Higher
Education Assistance Authority (NJHEAA).

All New Jersey colleges and many proprietary schools hegan
implementing default prevention programs in 1984-5; default rates
started to decline for students who left school in 1985 and 1986.

Twenty-seven proprietary schools and three colleges with very
high default rates were identified in December 1985 and have
been or are in the process of GSL program audit reviews.
Several have been suspended or limited from varticipation in the
New Jersey GSL program; others have submitted plans for
improving their operations in response to the audit findings.

The number of New Jersey Higher Education Assistance Authori-
ty (NJHEAA) defaults declined significantly in 1987, and defaults
are expected to continue to decline for the next few years
because loan volume has dropped sharply since 1984. The
decline in NJHEAA loan volume is due both to new competition
from multi-state national guarantors as well as new federal
regulations which are severely restricting student loan eligibili-

ty.
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National guarantors have taken over at least half of the
New Jersey proprietary school loan volume during the last two
years. All but four of the proprietary schools chosen for audit
by the NJHEAA because of their high default rates are now
using national guarantors; NJHEAA loan volume from these
schools has dropped 90%. The U.S. Department of Education
does not require other guarantors to recognize NJHEAA suspen-
sions and limitations of schools from the GSL program. The
rapid reduction of NJHEAA loan volume from schools with the
highest default rates has been reflected in the overall decline in
New Jersey program defaults.

The colleges and propnetary schools which continue to use the
NJHEAA as the primary guarantor for théir student loans have
already reduced their -default rates and arc actively participating
in the further reduction of defaults through the initiatives and
recommendations detailed in this report. The U.S. Department
of -Education -does not provide thc data to assess what is happen-
ing at New Jersey schools which no longer guarantee loans
through the NJHEAA.

Initiatives and Recommendations

Between 1983 and 1987 New Jersey had already taken a leader-
ship role in default reduction through the funding of school
default prevention programs, the development of a GSL Compli-
ance Plan, and the initiation of program review audlts of schools
with very high defauit rates.

In 1988 many recommendations to the NJHEAA resulting from the
Default Task Force discussions have already been implemented,
including the distribution to schools of supplementary Student
Status Confirmation Reports, exit interview lists, "action lists"
of defaulters, institutional borrower profiles, and copies of the
Default Management Manual.

Further recommendations to the NJHEAA for additional informa-
tion to schools and assistance to students will be implemented
later *his year.

Recommendations to educational institutions are summarized under
five categories which emphasize better use of available informa-
tion, changes in institutional financial aid packaging and refund
policies, more information and counseling for students, and more
assistance to lenders and guarantors before and after default.




I. THE REDUCTION OF DEFAULTS IN THE NEW JERSEY
GUARANTEED STUDENT LOAN PROGRAM

The basic facts are relatively simple: the volume of defaults and
the default rates in the New Jersey Guaranteed Student Loan program
increased until about 1984-1985, and then began tc decline. The
reasons for the initial increase and the recent decline, however, are
complex and require an understanding of the changes in the
New Jersey GSL program, the relationship of defaults to prior-year
loan volume, and certain technical details about default rates.

Changes in the New Jersey GSL Program

The Guaranteed Student Loan program was established in the
1960's to provide students with a source of loan funds to help finance
their education. Because students normally have no credit histories
or collateral, ‘he state agencies guaranteed these loans against default
in order to attract lenders to the program. The federal government
reinsured the loans guaranteed by the state agencies and subsidized
the entire interest accrued while the student was in school and a
portion of the interest after the student had left school.

Although the GSL program grew throughout the 1970's, there
was an enormous increase in loan volume between 1979-81. This was
caused by a change in legislation (the Middle Income Student Assis-
tance Act of 1978) which removed all income restrictions on GSL
eligibility, followed by a period when commercial interest rates climbed
to record highs. GSL loans became available to everyone and with
their 7% interest rate represented a tremendous bargain to students
and their families - and a rapidly growing cost to the federal budget.
In order to contain these rising costs, income-based eligibility criteria
were reimposed and interest rates were raised to 9% effective Octo-
ber 1, 1981. Announcement of the impending restrictions created one
last surge in loan applications during the summer and fall of 1981
which made loan volume for academic year 1981-82 the largest in the
history of the New Jersey program ($360 million).

There were no major changes in the GSL program regulations
during the next six years. College undergraduates and vocational
school students could borrow $2,500 per year for up to five years;
graduate and professional students could borrow $5,000 per year up.
All students with family incomes under $30,000 were eligible; for
incomes over $30,000, there was a "need" test which was not as strict
as that applied to other federal aid programs (assets and student
savings were not considered).

Total New Jersey loan volume remained relatively stable (at about
$270 million per academic year) for three years after the income
restriction went into effect. Beneath this stability a major shift was
taking place, however. The annual amount borrowed by in-state and
out-of-state college students wag shrinking (despite rising costs),

-1-,
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Figure 1

NJ Student -Loan Program Volume
Net Dollars Guranteed
For Academic Years 1980-4 to 1986-7
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while the amount borrowed by New Jersey non-collegiate proprietary
vocational schools was growing rapidly, from about $25 million in
1980-81 to a peak of $58 million in 1984-85 (Figure 1). This reflected
both the .success of proprietary schools in recruiting students as well
as the slow erosion of middle class college student GSL eligibility
through income inflation. (When the $30,000 incecae restriction was
introduced in 1981, New Jersey median family income was about
$27,000; in 1986 it was about $36,000).

Starting about 1985, the New Jersey GSL program began to feel
the impact of a new development. Taking advantage of changes in
interstate banking rules, several "national" guarantee agencies with
multi-state operations began to compete actively with the sta’> agen-
cies. Between 1985 and 1987 the majority of state guaranf. : agen-
cies, including the New Jersey Higher Education Assistance Authority
(NJHEAA), experienced large declines in GSL loan volume, while the
national guarantors increased their volume from about 3% to over 30%
of the national total. New Jersey loan volume dropped $40 million in
1985-86, and another $40 million in 1986-87. NJHEAA proprietary
school loan volume dropped in half during those two years, falling
from $58 million in 1984-85 to $29 million in 1986-87.

In addition, Reauthorization (the Higher Education Act Amend-
ments of 1986) introduced a series of basic changes in the GSL pro-
gram beginning at the end of 1986. First, annual borrowing limits
were increased: to $2,650 for first and second year students, to
$4,000 for juniors and seniors, and to $7,500 for graduate students.
Second, the rules for defining "independent" or self-supporting
students were changed so that anyone 24 or older and most graduate
students would qualify (eligibility was then based on their own in-
come, not their parents'). Third, all students, even those with
family incomes under $30,000, were required to meet a nceds test to
remain eligible for GSL. Fourth, new and stricter needs tests were
applied: through June 1988 the new criteria ("Uniform Methodology")
added a contribution from assets and a student contribution from
summer savings; after June 1988 the new "Congressional Methodology™
will be used for all federal aid programs and will require additional
contributions from students who earn more than $1,500 annually while
in school.

The impact of the first phase of Reauthorization (1987-88) has
been mixed. Graduate students have generally benefitted from ex-
panded eligibility and higher loan liwits. The effect on undergradu-
ates has been more uneven: although average loan amounts have
increased for those who continue to be eligible, about 20% of the
undergraduate borrowers have lost their GSL eligibility entirely. The
major impact has been on self-supporting students and middle-income
dependent students at the lower cost public institutions. Although
Reauthorization has contributed to the reduction of New Jersey loan
volume by $30 million in 1987-88, we do not know how much of this is
due to further gains by national guarantors. A further decline in
loan volume of at least 10% is expected in 1988-9 as a result of the
new needs test criteria.

212




New Jersey Annual Loan Volume
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Default Volumg and Loan Volume

In general, the annual volume (numbers or dollars) of defaults
will follow the same pattern as the loan volume about three years
earlier. The sharp increase in New Jersey loan volume from 1979 to
1981 was reflected in a rapid increase in defaults from 1982 to 1984;
the decline in loan volume since 1984 has resulted in a decline in
defaults since 1986. Annual declines in New Jersey defaults are
certain to continue for the next few years, reflecting the recent
annual decreases in loan volume (Figure 2).

The three-year average lag between loans and defaults is due to
a combination of the typical borrowing pattern of students and the
regulations of the GSL program. On the average students borrow two
GSL loans, usually in consecutive years, which means that they are
in school with loans for about 24 months. After they leave school,
they are given -a six month "grace" period before the loan matures
and becomes due for repayment. If they never start paying after the
end of the grace period, the lender is required to attempt to contact
them for six months before a default claim may be submitted, and
then it may take another few months to process and file with the
guarantor. Therefore, on the average, about three years have
passed between when the first loan was approved and the time that
the default claim was paid.

Borrowers at community colleges and many proprietary schools
typically remain in school for less than one year, so the average time
between loan approval and default is only about two years. The
graph of the broad sector distribution of defaults since 1980 shows
that the proportion of defaults from the proprietary sector increased
rapidly about two years behind the rapid increase in proprietary
school loans. In 1986 and 1987 about 50% of the student defaults
were from the proprietary sector, reflecting their peak year of loar.
volume through the NJHEAA in 1984-85 (Figure 3).

Default Rates

Although default volume generally follows the same pattern as
loan volume about three years earlier, default rates are only based on
those loans which have become due for repayment. Only after a
student has left school and come to the end of the "grace" period
when the lcan becomes due for the first payment is the student "at
risk" of default. About half of the defaults occur because the bor-
rowers never start to make payments; the other half start their
payments, but fall behind and become seriously delinquent. A time
line showing the critical events affecting the status of a loan from the
time the student leaves school until a default claim can be filed is in
the appendix.

The fact that the number or dollar volume of defaults goes up
does not mean that default rates, the proportion defaulting, have also
gone up. In fact, New Jersey default rates did increase between
1980 and 1984. These increases were caused in part by changes in
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federal and state GSL program regulations. In October 1981, the
"grace" period was cut from nine months to six months for students
taking out their first loans. This meant that students had even less
time to find a job and establish a steady income before the lean
payments started. In the three years after 1981 the proportion of
loans becoming due for repayment after a nine-month grace period
dropped rapidly. Each year a larger proportion of the loans had to
start repayment within six months, and it is not surprising that this
caused default rates to increase, especially among students who had
dropped out of school.

Most "default" rates are actually "claim" rates, because they are
based on the number of default claims for reimbursement filed by
lenders in a given year, rather than the number of loans that were
declared legally in default that year. In 1984 the NJHEAA adopted
stricter claim submission regulations which required lenders to file
their default claims within three months after the default was declared
as a legal condition. Before this lenders were averaging more than
one year in processing default claims. These regulations caused a
large increase in the number of claims received during the next two
years as lenders processed defaults more quickly, and contributed to.
increases in the annual default rates in 1984 and 1985.

In 1986, on the other hand, federal regulations lengthened the
amount of time that lenders were required to pursue delinquent loans
from 120 to 180 days, so that the date of the legal condition of de-
fault was defined as coming two months later. This has contributed
to the recent decline in default claims and default rates. In addition,
in 1987 there was a great deal of uncertainty about the implementation
of new regulations concerning "due diligence" procedures for lenders
pursuing delinquent loans. To be on the safe side, guarantors
interpreted the new rules strictly and rejected large numbers of
default claims received from lenders. This also contributed to a
temporary decline in the default rate, because many more defaults
occurred than were accepted as claims. In 1988 the federal "due
diligence" regulations were clarified and liberalized, so there may be
a surge in defaults in the next few months as the backlog of rejected
claims is reviewed and processed by the guarantors.

There are many different types of default rates and many differ-
ent ways to calculate them. Some measure the percentage of students
in default, others measure the dollar amount in default. The time
period used can vary: annual rates measure the percentage defaulted
in a twelve month period, cumulative rates measure the percentage
that has ever defaulted. The longer the period of time covered, the
higher the rates - normally cumulative default rates are three times
as hlgh as annual rates. The NJHEAA annual dollar default rate,
which is used by the federal government to monitor guarantee agency
performance, averaged between 4.3%-4.9% until federal fiscal year 1987
when it fell to 3.4%, partially for the reasons mentioned above (Figure
4). The cumulative dollar default rate - the percentage of all loan
dollars that have ever defaulted since the beginning of the program -
has remained fairly stable at about 13%. Cumulative rates reflect the
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entire history of the GSL program and are not very sensitive to
recent changes.

In 1985 the NJHEAA started using annual student cohort default
rates which measure the default behavior of a group of students
whose loans become due for repayment during the same twelve month
period (Appendix D). The New Jersey cohort rates were based on
t .2 legal date of the default condgition, rather than the date the claim
‘was filed by the lender, in order to eliminate the effect of changes in
claim processing time. These student cohort default rates are a good
way to measure actual changes in default behavior and to test wheth-
er changes in institutional procedures have had positive effects.
They showed that default rates were rising after 1981 as more loans
with shorter grace periods became due, and that there were much
greater increases in default rates in the proprietary school sectors
than in the collegiate sectors. The cohort of borrowers entering
repayment in 1984-5 and 1985-6 started to show the first declines in
default rates (Figure 4).

In November 1987 the U. S. Secretary of Education announced
that the Department of Education was calculating two-year student
cohort default rates to evaluate the GSL program of educational
institutions. At that time the Secretary released institutional rates
based on federal data for the cohort of students who entered the
repayment period between October 1, 1984-September 30, 1985 and for
whom a default -claim had been filed by September 30, 1986 (i.e.,
within the next two years). Plans were announced to apply sanctions
to any institution whose second-year cohort default rate was over 20%
in federal fiscal year 1990. (That is, the default rate in September
1990 of those students whose loans became due for repayment between
October 1, 1988 and September 30, 1989. This will include most
students graduating or leaving school in the spring of 1988).

A few weeks after the Secretary's announcement, the Office of
Student Loans provided all New Jersey schools with the federal rates
for each annual cohort of students entering repayment since 1982-3.
Because the federal student cohort rates are based on claim dates
(rather than the legal date of default), they are not as reliable for
measuring trends in behavior during the last few years when changes
in "timely filing" and and "due diligence" regulations first shortened
and then lengthened claim processing time. Nevertheless, the basic
trends and the second-year default rate levels of the New Jersey and
the federal method were similar (Figure 5). The delays caused by
recent regulatory changes should have been worked out by October
1988, and the federal cohort default rate should provide a relatively
reliable measure of the default behavior of students who recently left
a school.

The Role of Schools

The fact that the default rates of students formerly enrolled in a
school can be reliably measured does not address the issue of the
extent to which schools are responsible for the defaults of their
students. Schools cannot prevent an eligible student from borrowing,
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even if the student appears to present a high risk of default, and
such students may have no other sources of financial aid available.
Nor are schools a legal party in the loan agreement as in the Perkins
(formerly NDSL) loan program. The many policy issues raised by the
proposal to bar schools from all federal student aid programs on the
basis of high default rates alone have been addressed by Chancellor
Hollander in a letter to Secretary Bennett (Appendix G).

The NJHEAA addressed the issue of school responsibility for
defaults’ in a Compliance Plan, adopted in 1986 following a preliminary
GSL program review of New Jersey schools with very high default
rates (Appendix G). The Compliance Plan established audit criteria
in four areas, in addition to high default rates, where noncompliance
indicated serious deficiencies in the proper administration of the GSL
program. The areas of audit concern included inadequate refund
policies and procedures, failure to provide timely notification to
lenders of student enrollment status changes, inadequate maintenance
of documentation, and high student withdrawal rates. Thirty schools

‘have been reviewed or are scheduled for program audits according to

these criteria. As a result of these reviews, several schools have
been suspended or limited from participation in the New Jersey GSL
program, while others have submitted plans for improving their
operations in response to the audit findings.

Many of the twenty-seven New Jersey proprietary schools select-
ed for-audit by the NJHEAA because of their high default rates,
including those limited or suspended from the program, are now using
national guarantors for their student loans. The U. S. Department of
Education does not +equire other guarantee agencies to recognize
NJHEAA sanctions. The rapid reduction of NJHEAA loan volume since
1985 from the schools with the highest default rates has been reflect-
ed in the overall decline in New Jersey program defaults. We do not
know whether the default situation at these schools has improved, or
whether the problem has merely been transferred to other guarantors,
since the U. S. Department of Education does not provide agencies
with statewide data.

The colleges and proprietary schools which continue to use the
NJHEAA as the primary guarantor for their student loans have been
participating in formal default prevention activities at least since
1984, when the NJHEAA provided schools with funds for programs to
reduce defaults. The decline in the default rates of the student
cohorts whose loans became due for repayment in 1984-5 and 1985-6
indicates that these efforts have had some success. The initiatives
and recommendations in this report are intended to maintain the
momentum of the recent decline in New Jersey program defaults.

Characteristics of 7Defaulters

Appendix A, Sector Profiles, provides statistical profiles by
sector of all GSL borrowers enrolled at New Jersey schools in the last
five years. Along with this report, each New Jersey school will
receive an individual profile with the same type of information, so
that administrators may gain a better understanding of their past and
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Figure 6
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current student borrowers and to help identify the nature and extent
of the default problem at their institution. Although the situation will
vary according to the type of institution, the general characteristics
of defaulters at New Jersey schools follow a common pattern that has
been confirmed in many other studies.

-- Defaulters come from low-income families

Three-quarters of the defaulters had family incomes under
$15,000 when they took out their loans.

-- QOver half of the defaulters are self-supporting stidents

Most self-supporting or "independent" students have very
low incomes, and include most of the older, non-traditional
students who often have poor educational backgrounds.

~-- Three-quarters of the defaulters spend one vear or less in
school and often do not complete their programs

Over half of the defaulters attended proprietary vocational
schools offering programs of less than one year; a large
proportion of these did not complete the programs. Among
college undergraduates, nearly half of the defaulters at-
tended for one year or less.

-- Defaulters do not borrow large amounts

Over three-quarters borrowed less than $3,000. Because
most defaulters spend one year or less in school, they
usually have taken out only one loan.

All of these characteristics are closely related. Low-income
students are more likely to have poor educational backgrounds, more
likely to attend open access community colleges or proprietary voca-
tional schools which offer shorter programs, and more likely to leave
school without completing the program but carrying with them a
student loan debt for which repayment must begin within six months.
One of the basic problems is summarized in Figure 6, which shows
that there is a striking similarity of the income distribution of college
defaulters and the income distribution of all proprietary school bor-
rowers.

Th= same patterns emerge in terms of default rates. The rates
shown are five-year cumulative rates which summarize the data for
this particular population of students and allow for comparisons among
student characteristics. Five-year default rates have no particular
significance, but the level of these rates is usually similar to the
federal two-year cohort default rates.

The default rates show the same patterns discussed above.
About one-third of the borrowers with family incomes under $15,000
default, compared to only 5% of those with incomes over $30,000.
About one-third of those who are in school for one year or less
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Figure 7
Default Rates By Class Level and Amount of Debt
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default, compared to 8% of those who complete four years of college.
The concern about large debt burdens leading to increased defaults is
not supported by the evidence: only 6% of those borrowing over
$6,000 default, compared to one-quarter of those borrowing less than
$3,000 (Figure 7). Larger debt levels indicate more years of suc-
cessful completion of higher education; more years of education gen-
erally means a lower probability of default.

Appendix B, Sector Comparisons, provides some direct sector
comparisons of default rates and borrower characteristics. It is quite
clear that schools with higher proportions of low-income borrowers
also have higher default rates.

The Role of the Lenders

Although the focus of this report is what schools can do to
prevent defaults, it is in fact the lender who has the critical role and
responsibility after the student leaves school. The lender must
contact the student and establish a loan payment schedule during the
"grace" period, meet strict federal "due diligence" requirements for
contacting borrowers when payments are delinquent, grant borrowers
opportunities for deferments and forbearance, and make the determi-
nation that the loan is in default. The NJHEAA pre-claim staff
provides assistance to lenders during the delinquency period by also
contacting and providing information to borrowers with letters and
telephone calls. The steps in the process and lender requirements
are detailed in Appendix E.

There is a general concern in the financial aid community that
many lenders have become too removed from students in the loan
process. Most students never have any personal contact with their
lender. When the loan is taken out, the entire application process is
usually by mail to a central office rather than a personal application
at a branch. When repayment time comes, the original lender often
no longer holds or services the loan, and students must deal with
distant loan servicers or the Student Loan Marketing Association
(SLMA) who have taken over the lender's role and responsibility for
collecting payments.

We do not know whether the increasingly distant and indirect
role of the lenders has contributed to defaults, but it has certainly
created new communication problems. Because of the many bank
mergers, the use of loan servicers, and the sale of loans to SLMA,
the calculation of meaningful lender default rates presents a difficult
problem. Studies by the Office of Student Loans have only been able
to show that very small lenders have very low default rates, while
the default rates of the larger lenders vary within a very narrow
range and do not exhibit the large differences found among schools.

Collection Activity and Repayment After Default

After the lender has filed a default claim with the NJHEAA
because a student borrower has failed to comply with regulations or
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make the required loan payments, the NJHEAA attempts to contact the
borrower and reestablish payments. In many cases the NJHEAA is
successful: the defaulted account goes into repayment and after ten
years, half of the accounts are eventually paid in full. If the
NJHEAA is unsuccessful in getting the account into repayment or the
borrower stops paying, the account may be sent to an attorney for
outside collection. The attorneys will make furiher attempts to coilect
the debt, which may include litigation. New federal regulations
require all defaulted accounts not in repayinent within a certain
amount of time to be assigned for litigation. Accounts which have
been assigned to outside collection are no longer directly handled by
the NJHEAA and all payments are forwarded to the attorneys.

Default does not remove the obligation to repay the debt, but it
does shift the responsibility for collection from the lender to the
guarantor. The default remains on the borrower's credit history for
seven years, even if it has been paid in full. Despité this, lenders
routinely check with the NJHEAA about the default repayment status
of applicants for home mortgages, and they may extend cwsedit if there
is a good record of post-default repayment. On the cother hand,
unpaid accounts that are assigned to outside collection ofter have a
collection: fee added to the amount owed (up to 30%) and the defaulter
may ultimately be forced to pay the increased amount by court order.
This is a situation that we all want to prevent.

The repayment status of a defaulted account may change several
times if a borrower stops and then resumes payment, but there are
some common payment patterns directly related to the age of the
account (see Appendix C). The majority of those that defaulted
recently (in 1987 or 1988) have still made no payments, since whatev-
er problem caused the default is unlikely to have been resolved in
less than a year. For accounts that defaulted two years ago, about
one-third are now in regular repayment, one-third paying intermit-
tently, and one-third still have made no payments. Most defaults
that occurred three or more years ago and made no payments will
have been assigned to outside collection, and about half of these will
be brought into repayment.

Because it takes a long time to pay off a loan, it is not the
repayment status of recent defaults but those that defaulted over ten
years ago which gives the best picture of the eventual repryment
pattern of defaults: about 45% have paid the debt in full, 40% have
made partial payments, and only 15% have never paid anything.
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II. INITIATIVES AND RECOMMENI'ATIONS

NEW JERSEY DEFAULT PREVENTION INITIATIVES FROM 1683-1087

1983

1983-17

1984-5

1985

1986

The Office of Student Loans sponsored a seminar on
default trends for the New Jersey Association of
Student Financial Aid Administrators. Differences in
default rates by sector .and characteristics of
defaulters were explained. Materials for exit inter-
views were distributed.

The NJHEAA provided funds to New Jersey schools

through the School Remuneration Program to establish
default prevention programs (Federal restrictions on
the use of reserve funds do not permit continuation of

this program).

Most New Jersey schools developed and started to
implement default prevention plans.

The Office of Student Loans developed the methodology
for measuring student cohort default rates to evaluate
the effect of the default prevention programs. Al-
though it was too early to see any significant default
rate decreases, the analysis indicated a trend of rising
default rates in the proprietary school sectors.

Three colleges and 27 proprietary schools with unusu-
ally high default rates were identified and preliminary
reviews of their programs were carried out by NJHEAA
and Department of Education staff.

The results of the preliminary reviews indicated that
common problems were high student withdrawal rates,
inadequate refund procedures, poor documentation and
recordkeeping, and failure to provide lenders with
timely notification of student enrollment status chang-
es. These were summarized in A Plan to Assess
Guaranteed Student Toan Program Compliance and
Initiate Appropriate Corrective Measures which was
adopted by the NJHEAA in September 1986.

Commissioner of Education Cooperman proposed new
regulations increasing state supervision of proprietary
schools, including requirements to test basic skills
proficiencies of students, establish equitable refund
policies, and clearly explain student loan obligations.

The Department of Higher Education's Management
Compliance Unit began to audit the New Jersey schools
with high default rates using the ecriteria in the

27
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Compliance Plan to assure the proper administration of
the GSL program.

Audits of 16 schools were completed resulting in eight
limitations or suspensions from the NJHEAA program.
Requests to the U.S. Secretary of Education to extend
the NJHEAA sanctions to GSL activity with otuer
guarantors were denied.

The U.S. Secretary of Education announced :a proposal
to restrict schools with high default rates from federal
student aid programs. The proposal was basically
similar to the New Jersey plan, but without the safe-
guards for schools. The Office of Student Loans
revised its methodology for calculating student cohort
default rates according to the federal proposal and
published the rates for all New Jersey schools shortly
after the announcement.

Chancellor of Higher Education Hollander publicly
expressed both his support for and his reservations
about the Secretary's proposal and began active par-
ticipation in a SHEEO committee to develop a national
default prevention policy.

The Office of Student Loans participated in the Default
Management Workshops sponsored by the National
Association of Trade and Technical Schools and the
Association of Independent Colleges and Schools. The
Default Management Manual discussed at this confer-
ence as well as a video of the workshop will be dis-
tributed to New Jersey schools.

A Default Task Force was formed by representatives of
the Department of Higher Education and NJASFAA.

INITIATIVES BY THE DEFAULT TASK FORCE IN 1988

The following initiatives which resulted from the discussions of
the NJASFAA/DHE Default Task Force have already been implemented
in- 1988:

-- Supplemental Student Status Confirmation Reports were sent
to schools in February for completion on a voluntary basis.
A majority of schools returned the reports, allowing for
more timely updating of NJHEAA and lender records.
Prompt notification of withdrawals is extremely important in
preventing defaults. In the future the NJHEAA will issue
status confirmation reports on a quarterly basis to supple-
ment semi-annual reports required by federal regulation.

Exit Interview Lists of all borrowers expected to graduate
this spring were sent to all New Jersey schools in March
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and April. These lists include all students with NJHEAA
loans, the amount of the loans and the lenders. Although
these lists have been available on request, not all schools
were aware of this service.

Lists of all NJHEAA loan defaults were prepared for each
New Jersey school after considerable discussion of the
appropriate format and information to be supplied. An
"Action List" was prepared of defaults that are not making
regular payments to the NJHEAA with forms for schools to
supply current address information. A second "Cumulative
Reference List" of all prior defaults indicating the current
status of the account was also provided for information

purposes.

Institutional GSL Borrower Profiles were prepared for every
New Jersey school. These profiles contain data on the
distribution of borrowers and defaulters by income, depen-
dency status, class level and size of debt. They also
provide information on average debt levels and differences
in default rates. The information in the institutional pro-
files may be compared to the sector averages published in
this report.

The NJHEAA provided funds to purchase one hundred
copies of the Default Management Manual for distribution to

members of NJASFAA who had not already received copies
through their sector associations. The Manual was pre-
pared by the Career Training Foundation for a consortium
of proprietary schools, and it provides an excellent source
of information and ideas for all types of institutions.

A special session was planned at the NJASFAA spring
conference for the discussion of this report.




RECOMMENDATIONS FOR THE NJHEAA

Provide schools with individualized exit interview reports
for each student listing the amount due, the lender, and
the anticipated monthly payments as well as general infor-
mation about options for deferment, forbearance and consol-
idation.

Advise schools of regulatory changes which should be
incorporated into exit interview materials and of brochures
and other publications available for use in exit interviews.

Create an “ombudsman" position to help students resolve
communication problems with lenders and servicing agencies.

Establish a toll-free (800) number for pre-claim and default
assistance to students located out-of-state.

Notify schools of delingquent borrowers during the pre-claim
period before they go into default.

Work with the Loan Advisory Committee to review the
effectiveness and ease of comprehension of the information
on deferment and forbearance mailed out during the delin-
quency period.

Provide schools with regular reports on their default rates
calculated according to the criteria established by the
federal government.
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RECOMMENDATIONS FOR_EDUCATIONAL INSTITUTIONS

(1) GENERAL INFORMATION AND IDEAS:
--Use the Default Management Manual

The first five chapters of the Default Management Manual pre-
pared by the Career Training Foundation provide thirty pages of con-
cise, well-written information about defaults and practical ideas for
administrative improvements which wili help prevent them. Chapters
3-5 on School Action, Default Prevention and a Model Program summa-
rize all of the best ideas for institutional initiatives and should be
used as a guide to review your own program. Section 6 is a bulky
but complete package of information for students, and the rest of the
Manual consists of appendices with summaries of current GSL regula-
tions and model forms and letters.

--Study Your GSL Borrower Profile

The general characteristics of defaulters are well known - they
are low-income, take out only one loan, and do not finish their pro-
grams. This pattern is typical, but there are many differences
among institutions. The profiles prepared for each school allow for a
comparison of defaulter characteristics to those borrowers still in
school and show which categories of students have had the highest
risk of default at your institution. These should be compared to the
sector averages published in this report to identify problems particu-
lar to your school. If you need more detail or a different break-
down, contact the Office of Student Loans.

(2) BROAD INSTITUTIONAL POLICIES

--Review Your Financial Aid Packaging Policy

Develop in-house packaging parameters for the distribution of
student aid that are sensitive to high risk students. The two target
populations at most colleges would be low income students and first
year students. Schools could, for example, designate these two
populations to receive increased grant and/or work amounts as op-
posed to packaging them with loans. Take advantage of the higher
GSL loan amounts now available to juniors and seniors to shift grant
dollars to lower-division students. These options will obviously be
limited by the amount of aid funds available and the type of institu-
tion.

--Request an Administrative Review of Refund Policies

Develop refund procedures that are sensitive to students who
withdraw, especially those students who withdraw early in the school
year. More liberal refund policies may get little support from those
responsible for school revenues, but the equity and fairness of these
policies should be addressed. Develop a policy of allocating the
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refunded amounts which must be returned to federal aid programs so
that the refunds are assigned first to pay off loans.

(3) INFORMATION FOR STUDENT BORROWERS

--Recommend Responsible Lenders and Guarantee Agencies to Students

Lenders that provide quality service, are responsive to stu-
dents, and have a good communication system are more likely to be
helpful to students when repayment time comes. Students who en-
counter problems with unresponsive service agencies should be re-
ferred to the original lender or the NJHEAA pre-claim unit for assis-
tance (telephone: 603-588-3232). The financial aid office should help
students make an informed choice of lender and guarantee agency,
but obviously should not restrict students in their choice. It is
important that the student knows who the lender is and how to get in
contact. Encourage students to stick with one lender.

--Establish an Entrance Interview and Loan Counseling Process

One of the most serious flaws in the current GSL program is
that there may be no personal contact between the lender and the
borrower. Although it is not required by regulation, schools with
high default rates should consider establishing entrance interviews
which perform this function. For drop-outs, who represent one of
the highest default risk groups, an entrance interview may be the
only time that any face-to-face contact occurs in the student loan
process. There are many good ideas on entrance interviews in the
Default Management Manual.

--Improve the Exit Interview and Information Packet

Exit interviews (and informational mailings to those who do not
attend) are now a required part of the GSL program. These should
emphasize the student's "ownership" of the loan, review the amount of
indebtedness, monthly payments and repayment options, and include
information on consolidation, refinancing, deferment and forbearance.
Chapter 6 of the Defauit Management Manual provides a complete
packet of information which schools can tailor to their own use.

(4) ASSISTANCE TO LENDERS AND GUARANTORS BEFORE
DEFAULT

--Give Prompt Notification of Changes in the Student's Status

The NJHEAA is now issuing quarterly student status confirmation
reports to provide more frequent updates of changes in enrollment,
address, name, and graduation dates. The "expected graduation
date," which has little practical significance to schools, is a critical
information item for lenders and guarantors. If a student withdraws
the withdrawal date replaces the expected graduation date. This date
determines the beginning and end of the student's six month "grace"
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period, and is used to trigger a series of informational letters about
repayment. The financial aid office should make sure that "expected
graduation- dates" are updated either in the confirmation status proce-
dure or from the 2xit interview lists. Any changes reported to the
NJHEAA will automatically be reported to the lenders, but the reverse
is not always true.

--Assist Lenders and Guarantors During the Delinquency Period to

Prevent Defaults

. ‘Many defaults -are' preventable if caught in the early stages
because many students would qualify for deferment or forbearance
when their loans first become due. These kinds of defaults are really
unnecessary. The NJHEAA will soon be providing schools with the
names of students when payments are 120 days delinquent and enter-
ing the final sixty day period before default. The important things
to communicate to students at this point are that deferment and
forbearance are only available before default and that contact with the
lender or guarantor must be made immediately.

(5) ASSISTANCE AFTER DEFAULT
--Understand the Complexities of Default

All "defaults" are not the same. Some have been legitimately
discharged because of disability, death or bankruptcy; many of the
older accounts have already been paid off; some are in the process of
litigation or under court orders; many are already making regular
payments to the NJHEAA. Such defaulters should not be contacted
by schools, and this is clearly indicated on the "Cumulative Reference
Lists" being provided. The only types of default cases in which
school intervention can be helpful are those on the "Action List"
prepared for each school which indicates recent defaults who are not
making regular payments to the NJHEAA.

--Keep the Guarantor Informed of the Most Current Information on
the Home Address and Place of Employment of Defaulters

Over half of the defaulters eventually pay off their debt, but
this requires frequent contact. The major form of assistance that
institutions can provide is to notify the guarantor of information on
current home addresses and places' of employment. The NJHEAA is
providing institutions with "Action Lists" which indicate those default-
ed accounts for which updated information would assist in the collec-
tion process.

--Identify Students on the Action Lists in Administrative Records

The NJHEAA should be informed whenever they contact the
school. Procedures should be established which require these stu-
dents to contact either the financial aid office or the NJHEAA before
releasing a transcript. We do not recommend that transcripts be
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permanently withheld. The legality of this is. uncertain and schools
have been successfully sued for doing it.

--Some Schools May Wish to Write Students About Their Default
Situation

Schools should decide for themselves whether this is a practical
and potentially helpful approach for their institution. The most
important advice to give students is that they should stay in contact
with the NJHEAA and maintain- their repayment schedule in order to
avoid further credit problems, loss of federal and state income tax
refunds, federally mandated litigation, and substantial collection fees.
Students should be advised to telephone the Default Unit at (609)
588-3309.
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APPENDIX A

Sector Profiles of GSL Borrowers at New Jersey Schools 1983-87

General Table #

New Jersey Total - All Schools 1
New Jersey Collegiate Total 2
Undergraduates only 3
Graduate and Professional 4
New Jersey Proprietary Schools and Hospitals 5

Sectors

County Colleges 6
State Colleges 7
Public Universities 8
Independent Colleges and Universities 9

Business and Secretarial Schools 10
Trade and Technical Schools 11
Cosmetology Schools 12
Hospital and Nursing Schools 13

The attached tables provide a profile of all students attending
New Jersey schools during the five years between January 1983 and
December 1987, who borrowed a Guaranteed Student loan through the
New Jersey Higher Education Assistance Authority. Similar profiles
have been prepared for each New Jersey school. A comparison of the
individual school profiles with the sector averages shown in these
tables should give school administrators a better understanding of the
particular characteristics of student borrowers and defaulters at their
institution.




The row categories on the tables are:
(D Family Income

This was not reported for loans approved prior to October
1981.

(II) Dependency Status

Not reported for loans approved prior to October 1981. The
majority of self-supporting ("independent") students have
incomes under $15,000.

(III) Total GSL Debt
(IV) Years in School at Last Loan

Normally this is the same as the number of years attended.
One year means one year or less.

The columns show different categories of borrowers (status at
the end of December 1987) and the distribution of known cases within
the row categories of income, dependency, debt level, and class
level. The borrower categories:

-- Total Borrowers In School or Grace Period in- December 1987
== Total Borrowers Out of School Whose Loans are Due for
Repayment

(A) Fall 1987 Loans - Students who borrowed in the fall of
1987.

(B) Prior Year Loans - Students in school or in the six-month
grace period who had borrowed in prior years, but not in
fall 1987.

(C) Paying Lenders - Students who have entered the repayment
period and are meeting their payment obligations.

(D) Loan Defaults - Students who were in school at any time
during 1983-7 who had defaulted by December 1987.

The five-year cumulative student default rate in the last column
refers only to the last two categories: it is the number of defaults
divided by the total number out of school and due for repayment
during 1983-7. That is, it represents the proportion of all borrowers
who left school since January 1983 and defaulted before the, end of
1987. This rate has no particular significance - it is merely a conve-
nient summary of the data on the table and allows for comparisons.
For most schools, however, this five-year rate will be about the same
as the fecderal two-year cohort rate.
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NEW JERSEY GUARANTEED STUDENT LOAN PROGRAM
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11 DEPENDENT - 4 9,748} sol 15,274} 73] 3,297, 78} 8,421} 83] 13,793 75} 1.431, 54} "%
B2 Dol F et dobbd Rl ldobds +*---*--~-+----+----¢~--~+--r-+ -------- L bt TEEE DAL b lodohoas Sededestaiaiobol dehataded L Aiubudedolald Aobolodod dobedofobodododolod
1 UNIKINOWN l ‘g08) .1 9,808 H 83} | 228! .| 8,042 .} 1,584} .| 16%
""""""""""" ‘.“.“.“.“.“.“.“.“.“.“.“.“.‘
(I11) TOTAL OEBY ... | | I I I | |
JuNDER$3000. | a;7a7] sel 1s.os! a3l 2,019] a8l 4,728] s8| 12,907] 41l 2,828 sal 18%
------ B e e L e e T L S L L Lt ittt DALS Ll daies Satebonts teduintbetaing. Sebait.Satukdek gt Aataiatut Suiniebaiatai
$3000-$8000 H 3,878)" 30! 8,908! 30! 1,387) 31} 2,288} 28] 7,772} 31} 1,137} 27} 12%].
---------------------- e nlt SRt EEE TS EEL R PR Sl Lt Ll bttt tatlolod Audetlelelolo dednisint deiniubebeiuintdy
OVER $8000 ! 1,974} 16} 6,218} 28! 1,043 23| 931} 12} 5,658} 28} 560! 17} 9%
------- 7--------------+---------+----+---------+--—-+-------+----+-—-----+----+-------+----+-------+----+---------
(IV) YEARS IN SCHOOL i i | ; i i i i i i i i i
- JAT LAST LOAN o
o mmbemmSeimm———————— [ 1 | { l. o 1 | I ‘ { |
i | a000] 32] s.077] 18] 1,008l 24] 2,008 38l e,4s8] 17] 1,581] 29} 19%
---------------------- L e bt J ----+-------+---- s S S
2 H 3,263} 26} 6,108} 16} 978! 22! 2,285) 29} 5,148} 15§ 958! 19} 15%
----n--"-~—~-~-~--'--+"~~----'+-~~+-'--"--»-+~-"+-~-~~-'+~-'-+-—-—---+-;‘-;-z+ ~--~~+~--+~--.:- LTE b LLEL LIl
] ) 2; 381. 23} 8,261} 24! 1,180} 27} 1,881} 21} 5,514] 21} 747 194 1%
Y e e Dl S Mttt Sodetley AL DL L trmompmanmmaa memmfanmmnns +---:-+.--“-:--7-+----+-r--f--+--r~+--e-' -----
4 H ‘2, 040‘ 16} 9,111! 31! 1,094} 25! 948! 12! §,250! 43! 861} 29! 9%
----------- f'-""-------+---*-----+--'-+---------+----+-------+----+-------+----+-------+----+-------+----+---------
GRADUATE ! 233} 2} 1,107} 4} 103} 2} 130} 2| 929! 4] 178} 5} 16%
s n--'.--&au-.n-ﬂ.-~~-~-+..~-~'~--+--.n+-‘--~.n--+~w¢-+~ﬂ.-“-.+--o~+-.-~--n+~.--+-n“Q-b“+.n~-+n--.nuu+n-~-+~~-n--.bu 51
TTOTAL: I 12,397] 100} 30,882 100} 4,449] 100' 7 943' 100' 2&,337 100‘ 4 325, 1oo. 14%

_— --_-_--,_------,--_---r-----..-,-.-.--_-----------,----------- .......................................... ——ean -;
PR 3 ] L d ‘ - e




NEW JERSEY GUARANTEED STUDENT LOAN PROGRAM

PROFILE OF GSL IDRROHéRS AT NEW JERSEY SCHOOLS 1983-87
’ $ECTOR PROFILES
OSA RESEARCH:LKB

-------------------------------------------------------------------'------—--------------------------_---___________

PUBLIC UNIVERSITIES NUMBER OF BORROWERS AND % | NUMBER OF BORROWERS AND % OF KNOWN CASES i
’ . T e e Tt 5-YEAR
IN SCHOOL  OUT OF SCHOOL | IN- SCHOOL OR GRACE |OUT OF ‘SCHOOL / DUE { STUDENT
A poommemmmmmmmn At it S R DEFAULT
TOTAL © TOTAL © (A) FALL | (B) PRIOR | (C) PAYING | (D) LOAN { RATE
BORROWERS BORROWERS | 1987 LOANS | YEAR LOANS | LENOERS DEFAULTS | (0)/(C+0)
Table 8 v $omcoscnassa=ce $ommmmscccn=- b Sutatuiuedied —==== | Sutntetaii it | Sttt $ommmmcmn
i N | % | N t% !N I% D N 1% ) N 1% ] N % | RATE
cammmmemmmmo e #ommmmomae R e e $omomgoncoo- e e e
(1) _FAMILY INCOME | b | | | Lo
UNOER $15,000 031 221  e.918] 35l 2,055 as| 1,078] 24 5.707) 32] 1,211] @7l 17%
B ORI s O O $ommmmmmmmaa S I SR
$i8 -$30,000 I "3.270! 28!  5.427) 28! 1,188! 27! 2,091} 28] 5,030} 28} 397} 22| 7%
Dttt SELEL LI R Dt T e o N D S
OVER $30,000- ! 5,341 42} 7,273) 37! 1,251) 28} 4,090 80| 7,080, 40| 193} i1} 2%
---------------------- s NI -SR-S SIS e O  E ittt tniatet ettt
UNKNOWN ! 914! .1 7,439 .1 s21} .| 393] .} e54s] .| 894l .| 12%
---------------------- oS S SR it S SR S i bt cuinle it
TOTAL | "13.ses! 100! 27,087 100! 5,015] 100} 8,550) 100} 24,362} 100} 2,695} 100} 9%
\ T R N S A S A S i H S i S
2 (31) DEPENOENCY . | P Pt b I P P
SELF-SUPPORTING | 3,408 271 e.479] 33] 1,681] a8l 1,72711 21! s,s50! 31l 920! 52 14%
---------------------- R gt Vel SR et Bt SRR R e S St ety
DEPENDENT i o.1e8! 73] 12,891) 67! 2,762} 62} 6,408} 79} 12,133} ‘69 858} 48| 8%
v T (s el et Gttt Sl Attt Gt e T LT RO St |
UNKNOWN ' 989 .| 7,587 .| 872) .| 317} .| 6,879 .| go8! .| 1%y
---------------------- | Vi S VNS FEPEE SRS S SR R Sttt L LAt it detetelataleity
T R
UNDER $3000- | s.ses! a3l 9,578 200 1,820] 36l 3,938] ael 8.302) 28] 1,274] 42! 13%
B S I e O e
$3000-$6000 ! 3,883) 29} 7,792 28] 1,2%1) 27} 2,612} 30} 7,011 28] 781} 28! 10%
---------------------- Rttt S SO It GRS P SRR SETEE S R Tt SRS S o6 Suie aaintalnatiy
OVEk $8000 ! 4,137) 28} 9,689 43! 2,135! 37! 2,002] 23] 9,049] 44] 640] 30} 6%
---------------------- St s VPl SRR RPN S S R e el St bbbt it ettt
(IV)- YEARS IN.SCHOOL i i i i i i i i i i i ; i
AT LAST LOAM o u T I Y I 11 P
1 | 2,671l 200 3711] sl el 1al 2 00! 24] 3,241] 8! 470 12} 12%
---------------------- |t St IS PR SRR S Pt Aaututalutuet fuinistet ettt
2 | 2.644! 20! 3.885) 11l  719] 18} 1,925 23] 3,327} 10} 558} 17 14%
R RSN PRI - SR S SR EPIPES ST ISR SIS S S ST Rt i T S -
1a- " 2.e89! 21) 4,718} 18] 881} 21} 1,708] 20 4,177} 18}  sa1} 20] 11%
B $memmn R s G $mmioimmmane N S ROt et SECEL I L
4 1" "2.ie5! 17!  s.ee2) 41} 989} 22} 1,208] 14} 7,974} 42} 718} 35| 8%
---------------------- OO ey St HES S e O (s Sttt st it Sntuiuiuiopeiets Ao St
52 GRADUATE H 3,308) 22| 6,051 24 1,723 28] 1,673 19! 5,643] 24 408) 18} 6%
U B LT SRS DRIt huicut buiut SRS s SEI S DO & Attt et Aot Aoy =~
' 1" ""3a,868! 100! 27,087} 100! 8,018 100} 8,880 o0} 24,362 100| 2,695] 100} 9% QJ

Q . o o e e e e A e o sesmpnemcnsmmccmem————— mEm———— B DL TP L LR
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NEW JERSEY GUARANTEED- STUOENT LOAN PROGRAM
PROFILE OF GSL.BORROWERS' AT NEW JERSEY' SCHOOLS 1983-87
SECTOR: Pp.cm.es .
OSA RESEARCH:LKB.
INDEPENDENT COLLEGES NUMBER OF BORROWERS AND % | NUMBER OF BORROWERS AND % OF Kuowu CASES " i
-nw«-»w«--wq--~---ou--w—o»wu-+~wov-¢-~w-o~q¢--~——o wwwwww Feladrtahdadededbede D Eld od - -w-:—u—‘ 85-YE .
"IN SCHOOL ,otrr OF suiom. ! IN SCHOOL -OR aucz ouT oF: scmoL 4 DUE. ; g:l:%rg
et Bt DEERL PEL LR A S et : wum i i
TOTAL TOTAL i (A) FALL i (8) PRIOR '(C) "PAYING i (0) LOAN RATE
BORROWERS BORROWERS , 1987 LOANS ; YEAR LOANS ; LENDERS | DEFAULTS ;(D)/(C+0)
Table9 | -——--—-—-e---- $mmmmmmmmm e e L St et it el Dbttt b it
i N ; P% N t% § N 1% 1 N 1%} N % ] N 1% [ RATE
---------------------- B et it et et e R e aiabeng Dl bt td S bt bl e
: ;(z) FAMILY INCOME | | : b b K R ~
qnosn $15,000 4 oos. 20! 7,003l 30! 2,218] 31! 1,787 26! 5,694l 27! 1,300 s 18%
4 - Sty i T ettty +---1f ------- e s Sttt ettt
| 7,142} 33} 1,993] 28} 1,814} ‘27 6,560] 32| -582] 28| 8%
L rbaiuiod rbaiesiedet 2o dadh setedabsiedadaiatiod +"-?*+-'- ??? S et rioh Sededodatade o et o ot debebid Dbt S vivind: Dnhdadeds ol oafebubabrdongt
: ¥ 88*. '38) 2,963) 41} 3, iﬂ?‘ A7):-8,537] 41} 324 15} 3%
$ommmm e S aan L LI DL SOl ettt S Ll $omm———— St SRS Dl $rmmmpm o m e
H . 7,830: .1 22 224: N s,sas: V1,244 .} 15%
e et DD DL DL L L Lt et Sl Sttty e Stetetlbol Tl +- s il Dl bl
4 30, aas' 100} 7,184} 100} 8;952} 100} 27. 377' 100! 3,459] 100} 1%
+= -*r---’---r+°'-*+-:~.°"-:+-:-3--:!'-r ----- trommdm - prmetnTe e bt Sl
1 4 3 r ' [ 1 1 3 3
______________________ | i | | + o R | I 1 |
SELF-SUPPOXTING I 3, 198' 23l 5,881] 28! 1,718 24! 1,482! 22! s5,088] 28! &3l 37l 13%
------- 7—--------------+--—----~-+----+---------+-1f-+---r---+----+-------+----+-------+----+-=----—+----+---—-----
DEPENDENT i 10, 527' 77} 16,808} 74} 5,338} 76! 5,188} 78} 15,533} ‘75 1,375] @3] 8%
[k abehch T et faleiadh aded sredes .+";"'""+,‘""~?'+V"T"T":".'+f",":-'“"""‘.1"'?'""""‘!“"?""?':.'""‘ﬂ'"?’*‘ﬁ?"?’"‘?"’.‘,
‘ 1 ' 140} .} 281 .| e€;778] .| 1.271) .| 15%;
+ + $--————- $ommmdmee - il b et SL e L it LT Lt
] -l 3 1] ] ] ] 3 [} [} 3
_______________________ I | | | I | | | | | |
UNDER.'$3000 1 s.03al a2l 12,867] 8] 2,708] a8l 3,228] 47} 10,808 33} 2,050} s1l 18%
halvdad> Sebacted bt hedetabsied et it e L fntriniatedsinbuiad Sbedafel Ddedbsb S8 g +-'-'+ ****** et Saiedoiet e +':"-'-,+"-:.".':--,+'-_3-.'-+s~--'~--:+'---~+-- ----- baled]
$3000-3$6000 ! 3,883} 27| 8.,298! 28! 1, 8sg} 28} 934. 28! 7.,484! 28} 832¢ 26} 10% -
ettt Dt #mmmmpmmmmmm e ettt LIS Ll it L $mm————- L il DEC Ll e
OVER $8000 ! 4,330} 31!} 9,873! 39! 2,587} 36} 1,743, 25! 9,305} 41} ses} 22} 5%
mmmmme—m—mme— oo $ommmmeme el DL D et L $ommmpmmm——ee el DEL DL DD el Dbt  ateled Lttt
1(IV) YEARS IN SCHOOL | i ; - | H i 1 i’- | ; i .
AT LAST LOAN” ] | P R I B 1| v :
1 | 4,260] 30l 7,678] 20! 7,042 28] 2,218l 32! 6,203] 19! 1,478! 34l 19%
---------------------- + -----+----+---------+----+----- P ST e e D T ittt
2 ! 2,891} 21} 4,756} 13} 1,452] 20} 1,43%] 21} 4,001} 13] 665! 18} 13%
~-«-~-«—---——-«----——~+-»-~---~-+---»+%----‘~~-+—-«—+-«----- -——-+~-----~+~—--+--e~q»9+77--+—eq—éfr*-é-t+ ----- ——-
3 Y 2,488! 18!} 4,344} 33} 1,333] 19} 1,483} 17} 3,818} 13} 428! 13} 9%
tatatiedeteddadadtod sinfetedadedtdd + :-----+---.-+ -------- .-+----+-"1-.-.--:"'-,+-3---+---,-----!-----+-'.'t,'-x"--'-!---'1-4"'---,;"--.-!------!--"---'7-3--:
4 ! 2,261! 18!} 9,243} 38} 1,392} 19} 8es! 13! 8,828! 40! 617! 28} 6%
---------------------- + -----+----+-7-------+----+-------+----+--—----+----+-------+----+-----~-+----+--------- -
GRADUATE ! 2,248! 15} - 4,814} 15} 975 13} 1,273} 17} 4 538! 15} 276} 9} 5% 55
:'OCOD-Q-’OO—"w-’OQO’O+O»OQ-’0--+OQO~+~O’Oﬂ"'-+"¢.+'-.~~ﬂ~+'-"+u"”Q..*Qd’~+0’”w"Q+d-~~+»wuOPO-+»'-'*“-"'~"' : g
;70"' ) 1 14,148' 100, -30; sas, 100! 7, 194, 1oo' -8, osz 100" 27 377, 1oo' 3, 459, 1oo. 11%;.




NEW JERSEY GUARANTEED STUDENT LOAN PROGRAM

‘PROFILE. OF GSL ‘!‘\RROHERS -AT- NEW- JERSEY' SCHOOLS- 1983-87
SECTOR PROFILES.

0SA RESEARCH: LKB

----——_-------------__----------n--------------_-—____—___-_-——-_-__-_-__-_------_-----------—---——-----------------

BUSINESS & SECRETARTAL! NUMBER OF BORROWERS AND % | MMBER OF BORROWERS AND % OF KNOWN CASES ! |
lscrooLs Bintiatop el tob B P e e 2ut ORI R cumioimionel BVEAR
= { IN: SCHOOL wrorswom.:- msc:-nm.oneuce'ourorsaml./wz {smnem'-
ik at P e Al At B b sk S e czmmem! DEFAULT
I vora : TOTAL 1" (A) FALL | (B) PRIOR | (C) PAYING | (D) LOAN ‘ rate |
Table 10 | ‘sormowers | sommowers | 1987 Loans | YEAR LoaNs ; LENDERS ; OEFAULTS l0)/(cr0)]
R G —pmmmmmm - +-- B e $mmmmmmmm e A
T N _i%y PN O P% P ON X% b N b i~ 4% L RATE
(1) FAMILY INCOME  F TV =TTV M T S A A
 Ineioihotiny (et i | | | | I | | | | ] |- i | |
‘uuoen $15,000 | 2,378! ss! 20,703 e7] 1,352] ss! 1,027) ss! 10,275! ss! 10,518 ss! sox.i
B e iaattr S B e ¢ B s ST e T B Gt EE L e
lsig -ssao.oow v 1,119! 26} 68,359} 21! 637, 28} 482! 26! 4,984! 27} 1,375] 11} 21%
ER + - e O B D + B L T T s 22 Ut e -4
OVER $30,000 U szl 13l 3.mas) 2] . 473) 19 & 19! 33077 18 338} 3 %
---------------------- Lt L Gott T et -——-4 + L e ettt Dt +=
1 uracnown ! 45! .1 682! .| 1t Ll 28! .} 479! .} 203} .} 29%! .
---------------------- -SSR DI SR B PERE S RIS S S ot St |
TOTAL 174380} 100] 31,479} 100} 2,479 100! 1.801} 100! 19,045} 100} 12,434} 100 39% ‘
. e i S S S S S S S R
IR ittt i S i i i AR R T R o
1 {seu—‘ -SUPPORTING I' 2,005l 48! 14,755] 48] 1,208] so! sa7l asl 7,758! 42] 6,997] ss! 47%
------ O SR - DEPRMS SR S B G Attt Attt
{oepzuom | 2,2411 52! 15;724] S2! 1,232] 5o} 1,008} 55| 10,832} B8} ‘5,082 42] 32%
Pt DL DD LD Tt +-,~--"-,--"',--+-.-~;'-+~.-~-,~;'~°~'+-.---+-—--‘:-'l--"--+"-"-'~:_'-,+~§--+--°ﬁ~-‘:'-+!~-"7+-,-~‘!‘-:°'~+~"--;-+':~--,-!'-1-:
UNKNOWN- : E LHE 1,000{ .| 38 .| 58! % .essi .} 35} 0 34%
---------------------- . -SRI S - SIS SRR DR RS EE S et Sttt ittt
] [] [] ] [} (] [} [} ] [] ] [] [}
(111) TOTAL DEBT | i I i i I I
UNDER- $3000 | 3685 sal 28.954] 92! 1,088l sol 1,809! 90 17.062] 90! 14,912} o8l 4%
e T S tntadatd $mmTamm—e— O et EET LS Sl Dt O Lo Tt L e Frendrritaratavandesananmacy
$3000-$6000 i se9; 13} 2,123} 6} 4187 17} 151} 8} 1,842] 8 481} 4] 22%)..
---------------------- B L s TR T g4 e e Gt e
OVER $6000 ; 126!, 3! 402! 1! 75! 3! 51 2! 381! 2! 81! o 10%
---------------------- Nt NSt SIS SEPRSIRES SRR RS BEEEHREE S Sttt bt feteieiittt
(1V) YEARS IN SCHOOL | i i P | | i S
oo A l I [ i I o I '
{1 | 615 sal 28,908l 91! 1,088] 70! 1,648] 7] 16,808! go! 11,888! 93! 40%{
---------------------- A S-S PR SRS SRS B it ittt atutedet Aottt
2 : soa! 14!  2,444! 8! a12] 170  182] 10{ 1,720 9! 724 &} 29%}
B et L S e - S S e Rt Attt et dt S At ettt frimmpmimpmnnee
i3 ! 141} 3} 424 1} 88l 4 8s} 3} 341} 2} 83! 1} 19%}
B L frmmmpmmmmn—ao frmmmpmmmm o e Gl N B e s et SE TS LSl
{4 ! 30! 1} 215! 1} 15} 1} 15: 1! 176} 1} 39! of 18%}
jooozmmmmme e mmmees + ——— s AR i frmemgem - frmmmprmm——————
. [}
] [} ]

-----_--;------------




Sl S

NEW JERSEY GUARANTEED STUDENT LDAN PROGRAM

PROFILE OF- GSL lomu:ns ‘AT NEW- JERSEY SCHOOLS 1883-87
SGCTOR PROFILGS

OSA- RESEARCH: LKB

TRADE & TECHNICAL NUMBER OF BORROWERS AND % | NUMBER OF BORROWERS AND % OF KNOWN CASES i g
N ml;s .'0’“-”’Q-uwd..n-.”wd-”w“‘.?d‘+;ﬁ-.wd-.n“"n--”n-”w-..“-..“-Dﬂﬁ“w”wﬂ.”“ﬂ"“-.’““t . .'m !
: N ml- ',.WT QF: m= AN ml OR m 'WT 09 m’- 4 WE . {gﬁ%
1ot T qoTAL 1 (A) FALL | (B} BRIOR | (C) PAVING | (D) LOAN | RATE -
| |- |
: | BoRrROWERS BORROWERS | 1987 LOANS | YEAR Loans | Lenoers | "DEFAULTS .(n)/(c+o)
Table 11
L R $ocmmmmm———— + :
------------------- troranreredrorsprresssecatasendecnacsns
(t) FAMILY, INCOME U to i
UNOER $15,000 1,7271 a7l 9,387! sol 1,124!
--------- St e O Ot
: 587!
o T S +----+--—-~-: -------- trommvemd
' 4841
R e e it dainiiet dedutedtebeig +
- vi + + + 21 =
TOTAL | 3.e98! 100 19,808! 100! 2, 17! 100! ¥ 1822} 100} 15,030} 100} 4,528} 100} 23%)
mmmmdmm e tnn e ni————— 4.-4-‘-,»-----,-,'-:---‘i.-,-v-"»--—-?----i;.- ------ ‘.‘""’t'-’""-“."”"‘.‘\"""“t’-"v’tf" e et
1(13) DEPENDENCY I i T ST R A | oo
SELF-SUPPORTING | 1,638] as! 8,283] as! 1,085] 48! ssal 39l s5,040] 42! 2,334 54! 28%
B Lt $mmmmmm——— T R Tt P SR N - B frmmmpeme———— A i
DEPENDENT {1088l S5 10,264} =8 1.088) s1]  900] e1} 8, 308! ‘88! “1,980). ! 9%
B T P L L L L P L P P L L T adedalte] +--.-+--—----+-—--...----.-.-.....--..-'4.---.---4.--..—4.-.-..----+----+-----»&-- " .
 (UNKNOWN. i es) ... .1 o“a . 3t asl. .l sl ..b 0 29 ) _aa%
(;};;'1{,};['5“} """ T YT T T TV T A S R A
--------------------A.—.J | | ] | | 1 | | | | |
UNDER. $3000 | 2,528) e8!l s, 542' 70} - 1,412) e8! 1.114] 73] 11.508] 76! 4,034] el asx!
-—»-c—-—-—-—-——-u—»---+-uo»n-o--+--n-+-n---—--»+-0»-+-»—-o--+-»n-+-----~-+--a-+—---n-.+n--p+ ————— »+d—-n+.»nd--~--
13000-$8000 ! s31) 23] 2,982 15} s 2s] . aesi 19} 2.8mi 17} 411' of 13%
P L O O S - P $ommm——— T o YT PR PRSP
OVER $6000 ! 339t 81 1.084! & 228! 101 113} 8! PO B z:‘ 7%
s L T B S T T A O
-4 o I [ | I IR N | I _
1 | 2.488] 67! 1s,088] 770 1.382] e2] 1,103l 73l 11,185) 74] 3.803] ae! 25%
---------------------- +---------+----+---------+----+-------+----+-------+----+-------+----+-------+----+---------
2 : 8e7! 24! 3,241 17] ses! 28! 301! 20} 2,715) 18] 528} 12} 18%
---------- --.----~-—»-+-»—¢o»n-—+—-o»+-o~-q.-n-+»~.—+—.----o+»--p+--iuqo»+-—-—+.-—--»n+—-—-+--qon~q+.--—+—-o»---»—
3 H 283! 8} 1,020} .8} 198! 9 ss, 8} 927 8 . 83} z' "
ittt b Ll Sl L DLl +-----'r---+':---+°--'-,--'-+"f'--+--'-'_'--° Rl Ll P L Lt Ll L D e 4ommct --"-:-""-l--:- ''''' Eadadalde
4 | 81) 2! 259! 1! 51 2! 300 21 za3] 2 18! of o%
---------------------- +---------+----+---------+----+-------+----+-------+----+-------+---—+-------+----+--------4
TOTAL I 3,698] 100! 19 aoa. 100} 2, 174, 100! 1,522} 100 15,080} 100! 4, sza. 100! 23%
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NEW JERSEY GUARANTEED STUOENT LOAN PROGRAM

"PROFILE: OF GSt- IORROHERS ‘AT NEW-JERSEY' SCHOOLS. 1983-'87

SEC?OR ?ROF!LES

ET 2R L P L L

OSA-RESEARCH: LKB

oosnerowev SCHOOLS NUMBER. OF "BORROWERS AND % ! NUMBER OF BORROWERS AND % OF KNOWN CASES 3 i
9 -n~o,-n~~-~‘~¢-.n~o»~«—~~q¢n—-u-+~o-—pno.n--—nw-¢-~-¢n~~¢»~aonwo-—~~ —'-u«#w»«—.n«opuqo: 's:ysm
IN'SCHOOL  {OUT OF ’scHooL. | INSCHOOL ‘OR: GRACE 1QUT OF-SCHOOL -/ -DUE }:m !
B A D et atateted B e Tt e e L L S LTt . ..---....-..------_-------_--.; 25
TOTAL TOTAL () FALL | (B) PRIOR | (© PAYING ! (D) LOAN } RATE }
Table 12 BORROWERS BORROWERS | 1987 LOANS ; YEAR LOANS ; LENDERS DEFAULTS ;(D)/(C+D)
et L L Y L LT $mmmmmme——ne ettt T T y et T
; N L%t N 1% ] ON I%l N b b N 4% ] N TR L ORATE {
o -'-~~--~~-—~-----‘-"?':'-."--w-z'-’-"-:-*:'--':'----e-'---:'-----:' ------- ':""".“':' ------- ':""'"."":"7?""‘3‘.‘":"“‘;"'"? ----- .-:-r-:-*-:"-.‘-r*--,- ---- 1
(1) FANILY INCOME 1 | I I | I i |
}umsa $15,000 1,403) eal  9,284] 78]  sssl esl  saal 62! 4,626 e8! 4,688! ss! so%!
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NEW JERSEY GUARANTEEO STUOENT LOAN PROGRAM

PROFILE OF GSL BORROWERS AT NEW JERSEY SCHOOLS 1883-87
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APPENDIX B

Sector Comparisons of Undergraduate GSL Borrower Character-
istics and Default Rates

I. Default Rates and Borrower Income Distributions
II. Default Rates Within Incoms Groups
III. Default Rates by GSL Debt Amounts
IV. Default Rates by Number of Years in School
These tables are based on the data in Appendix A. Small
differences of a few percentage points in the five-year

cumulative default rates are not significant, since cumula-
tive rates also reflect recent changes in loan volume.
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- NEW JERSEY GUARANTEED STUDENT LOAN PROGRAM
UNDERGRADUATE GSL BORROWERS SINCE 1983
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f- NEW JERSEY GUARANTEED STUDENT LOAN PROGRAM
UNDERGRADUATE GSL BORROWERS SINCE 1983
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NEW JERSEY GUARANTEED STUDENT LOAN PROGRAM
: UNDERGRADUATE GSL BORROWERS SINCE 1983
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NEW JERSEY GUARANTEED STUDENT. LOAN PROGRAM
UNDERGRADUATE GSL BORROWERS SINCE 1983
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APPENDIX C

Repayment Patterns Aftgr Default

Table A is a summary of all defaults at New dersey schools and
their repayment patterns. The years shown are the calendar year of
the default claim. The current repayment status is the current
status (April, 1988) of the accounts which defaulted that year. The
repayment status categories indicate whether the defaulted account
has been fully paid, is currently paying the NJHEAA, has made
partial payments but stopped, never made a payment, or has been
assigned ‘10 outside collection. The current balance is the unpaid
amount plus interest accrued to date on the unpaid balance. Despite
the substantial -amounts collected, because of the continual accrual of
interest the current balance due may be greater than the original
default total.

Table B shows the percentage of the accounts in the various
repayment categories by the year of default to illustrate the impor-
tance of time in understanding repayment patterns. Recent defaults
are concentrated in the "no payment" category; defaults that occurred
over ten years ago are concentrated in the "paid in full" category.
Ten years from now the repayment history of those whe defaulted
recently will 1 ost probably look like the pattern that we see now for
pre-1978 defav _‘s.

Table C separates the accounts (including those in outside
collection) according to whether the debt has been fully paid, partial-
ly paid, or never paid any amount.




) 18:09 MONDAY, MAY .16, 1988 1
MEW JERSEY "DEPARTMENT OF HIGHER EDUCATION )
~ OFFICE OF STUDENT LOANS
DEFALLTS BY CALENDAR YEAR AND CURRENT STATUS
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NEW JERSEY DEPARTMENT OF HIGHER EDUCATION
OFFICE OF STUDENT LOANS
DEFAULTS BY CALENDAR YEAR AND CURRENT STATUS
ALL NEW JERSEY SCHOOLS TOTAL
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NEW JERSEY DEPARTMENT OF HIGHER EDUCATION
OFFICE OF STUDENT LOANS
DEFAULTS BY CALENDAR YEAR AND CURRENT STATUS
ALL NEW JGRSEY SCHOOLS TOTAL
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APPENDIX D

Student Cohort Default Rates
%£1) New Jersey Methodology

Newly Matured Loans Entering Re¢puywenhi: Students repaying or
defaulting in the same year that the lcan Lécomes due from 1981-1982
to 1984-1985.

-- The bars show the total number: of students in each sector whose
loans matured (became due f¢r irepayment) during each state
fiscal year, and the number of these students who defaulted
during that same year (in most ¢ases for failure to establish a
repayment schedule with the lendar).

== The defaults shown are those ‘whose legal date :of default falls
within the same year (the lejfal date is either the end of the
grace period if no repayment ‘agreement has been sighad, or
failure to pay installments for 120 days). Since it takes over 12
months after the default date before the majority of the claims
are filed, we do not yet know the actual number of defaults
among the students whose loans matured in 1985-6.

Tables

For each sector or institution the first column shows the total
number of borrowers whose loans matured during each state fiscal
year (July 1 - June 30) from 1980-1 to 1985-6. These students
normally would have left school in the prior six to nine months. Thke
next set of columns shows the number who defaulted within the 12
months of the same fiscal year, one year later, two years later, etc.
By "defaulted" we meen when they actuwally stopped meeting their
obligation to pay, either because they never established a repayment
schedule at the end of the grace period or they failed to make a
payment for four months. (The date when the lender submits the:
claim for the default is normally used for default rates, but this can
be several months or even years after the defauit took place.) The
largest number of defaults occur in less than 12 months after the loan
matures, and then the number gets smaller in each succeeding year,

The annual default rates calculated in the next column are the
percentage of students "at risk" who defaulted during that one-year
time period. The group "at risk" in the first year counts all matured
accounts. It gets smaller in each succeeding year because it excludes
all those who either paid off their loans or had already defaulted in a

prior year.

The cumulative default rate is simply the total number of bor-
Powers who had ever defaulted at the end of that year divided by the
original total number of matured loans. The cumulative rate tells us
what percentage of all the original borrewers had ever defaulted at
the end of that year; the annual rate tells us what percentage of
those who could have defaulted did so in that particular year.
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APPENDIX D

(2) Federal Methodology

This report shows the Guaranteed Student Loan default rates for
New Jersey postsecondary institutions calculated according to our
understanding of the method announced by Secretary of Education
Bennett on November 4 as the rate which will be used in the future
to measure institutional defaults. Institutions with "fiscal year de-
fault rates" over 20% will be subject to federal program reviews and
possible sanctions. At this: time the U. S. Department of Education
has not yet announced any technical details on the proposed method-
ology, so these rates should be considered preliminary and advisory
only. The numbers shown are only for loans guaranteed by the
NJHEAA, while the federal rates will include loans guaranteed by
other state agencies and national guarantors such as HEAF. For
institutions with large numbers of out-of-state: students or HEAF
guaranteed loans, the numbers shown are substantially incomplete.

Each row in the table shows the total number of student borrow-
ers whose loans became due .for repayment in each federal fiscal year
(October 1 - September 30) since 1982-3. This represents the de-
nominator for calculating the rate. The next set of columns shows

‘the number of these borrowers who defaulted during that same year,

the number who defaulted during the second year after entering
repayment, and so on, up to five years later.

The next group of columns shows the cumulative total of the
number of defaulters after one year, two years and so on. This is
the number used in the numerator for calculating the rates.

‘The cumulative -cohort rates are shown in the last set of col-
umns. The denominator 'is the total number of borrowers who entered
repayment; the numerator is the cumulative number of defaults
through that year. The starred (*) column showing the default rate
two years after the beginning of the given fiscal year is the rate that
apparently will be used to detérmine which institutions have a "fiscal
year default rate" over 20% and may therefore be subject to federal
review. Defaults for the 1987-8 cohort will be counted through
September 30, 1988, and used t5 calculate an "advisory" rate. The
defaults of the cohort entering repayment in FY1988-89 will be count-
ed through September 30, 1990 and used to calculate the rate that
USDE proposes to use to identify institutions with .default rates over
20%.

These rates differ from ‘those previously reported by the
NJHEAA in two ways: The first is that federal fiscal years (Octo-
ber 1 - September 30) are used instead of state fiscal years (July 1 -
June 30). Second, the year of default is determinad by the date that
the lender filed the default claim with the NJHEAA, which is normally
4-6 months after the legal-date of default used in previous reports.
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DUE DILIGENCE REQUIREMENTS (ONE NOTE CONCEPT)

STEP ONE (within 30 days of out of school):

A letter should be sent to the borrower, advising that
repayment is expected to start at the expiration of the grace
period. This letter may also be used to congratulate the borrower
on their graduation.

A repayment disclosure must be sent to the borrower. A cover
letter should be sent that may request the borrower to sign and return
the original disclosure. The borrower should be advised that
failure to sign does not reduce their liability for repayment of
the loan. A copy of the repayment disclosure must be retained to be
submitted with the claim sackage.

STEP THREE (30 to 60 days prior to expiration of grace period):

Provide the borrower with a coupon book(s) or payment card(s)
for at least the first payment.

STEP FOUR (expiration of grace period):

. Transfer or convert the loan from an interim to a2n installment
basis.

STEP FIVE (15 days after due date):

Send the borrower a notice or a letter reminding the borrower
of the past due installment.

STEP SIX (30 days after due date):
Send the borrower a collection letter.
STEP SEVEN (45 days after due date):

Send the borrower a collection letter and notify NJHEAA of
delinquency.*

STEP EIGHT (60 days after due date):

Make a telephone contact with borrower and/or send another
progressively stronger collection letter.

STEP NINE (80 days after due date):
Send the borrower a progressively stronger collection letter.
STEP- TEN (110 days after due date):

Make a telephone contact with borrower and/or send a
progressively stronger collection letter.
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STEP TWO (between 90 and 120 days prior to expiration of grace period):




STEP ELEVEN (135 days after due date):

Send the borrower a very strong collection letter.
STEP TWELVE (170 days after due date):

Send the borrower a final demand letter for balance in full.
STEP THIRTEEN (prior to 270 days after due date):

File default claim form with NJHEAA.

Steps ONE through FOUR are not part of Due Diligence but are
strongly RECOMMNEDED by the Office of Student Loans.

*Once NJHEAA has been notified, maintain contact for
additional assistance via compliance forms. Submit evidence of

due diligence, actual copies or checklist, along with 7-Day
compliance form.

DO
Ut

-63-




Appendix F

State of New Jersey

Department of Higher Education
New Jersey Higher Education Assistance Authority

A FLAN TO ASSESS
GUARANTEED STUDENT LOAN PROGRAM
COMPLIANCE AND INITIATE
APPROPRIATE CORRECTIVE MEASURES

O
D)

September 26, 1986




GSL Program Participation

The Guaranteed Student Loan Program (GSLP) is available to New Jersey
residents attending any post-secondary institution eligible for participation in the program.
The criteria for program participation are established by the U.S. Department of Education.
There are currently 226 New Jersey schools eligible to participate in the Guaranteed Student
Loan Program. Of these, 53 are accredited collegiate institutions licensed by the
Department of Higher Education and, 173 are proprietary schools outside Department
of Higher Education academic jurisdiction. Of the latter group, there are 34 schools of
cosmetology that are regulated by the Board of Beauty Culture within the Office of the
Attorney General. The remainder, 139 schools offering business, technical and other
vocational training, come under the jurisdiction of the New Jersey Department of Education,
which is responsible for the licensing and academic review of these schools.

Defaults and Default Rates

As the volume of guaranteed loans grew during the 1980's, the volume of
default dollars claimed by lenders also grew substantially, but the New Jersey -annual
default claim rate has remained below 5 percent. At the end of federal fiscal year 1985,
New Jersey's defaulz claim rate rose to 4.89 percent. If the annual default claim rate
should exceed 5 percent, the federal government would no longer reinsure (reimburse)
the guaranty agency for the entire amount of the default claims.

Although the default claim rate is a very important accounting measure for
the GSL program because it determines the federal reinsurance rate, it is not the best
way to measure annual changes in student default behavior at individual institutions. A
better method is to determine the number of students whose loans "matured" (became
due for repayment) in a given year ard then count the number of students who defaulted
in the same year, the number who defauited one yea:r later, two years later, etc. This
method was utilized to develop support:ng data. A guaranty agency is particularly
concerned about the percentage of students that default in the same year that the loans
become due. Attachment A shows that the percentage of students defaulting the same
year as their loans became due has remained relatively stable at New Jersey colleges
(about 8 percent) and out-of-state colleges (about 4 percent), but has increased from 10
to 23 percent at the proprietary schools in the four years between 1980-81 and 1983-84.
Similar tables were produced for every New Jersey institution in November 1985. Because
claims are still being received for defaults which occurred in prior years the numbers
are subject to change, and the default rates for those whose loans matured in 1984-85
are still incomplete. 9 ';’
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NJHEAA Concerns

In January 1986, utilizing institutional default ra*es, the NJHEAA initially
identified schools whose default rate for students whose loans matured in 1983-84 exceeded
20 percent during the same year that the loans became due for repayment. At many of
these schools over 50 percent of the students had defaulted two years after loan maturity.
In most cases there had been large increases in the number of matured loans, the number
of defaults, and the default rates over the prior years.

The schools with the unusually high default rates consisted of three colleges,
11 schools of cosmetology and 18 other proprietary vocational-technical schools. Nearly
all of them are located in urban areas and serve many low-income students with weak
educational backgrounds. The three colleges - Essex Community College, Jersey City
State College and Bloomfieid College - have some of the highest proportions of minority
and low-income TAG and EOF students in the state. Schools with large numbers of "high
risk" students are likely to have higher than average loan default rates. On the other
hand, schools which serve student populations with high default risk also have an extra
responsibility to provide strong student support services, maintain high levels of
administrative efficiency in their student aid programs,. and to discourage students from
incurring unnecessary debt. If instead, these schools are found to have Serious deficiencies
in the administrative policies and practices adversly affecting GSL students, their eligibility
to participate in the program should be reconsidered.

The Program Reviews

The identified schools were notified of the NJHEAA's concern about their
high default rates and the intent to conduct a program review at each institution. The
reviews were based on both a pre-audit questionnaire and a preliminary on-site examination
of student files representing a 5 percent sample of students who had applied for a
-guaranteed loan between January 1980 and April 1986.

Although all aspects of GSL administration by the school were reviewed for
compliance with federal and state regulations, certain factors were identified as essential
to assure the institution's capability to properly administer the program and to prevent
student defaults at that institution. Those factors were: the rate of student withdrawal
before completing the program; the timely confirmation of student enrollment status
to GSL lenders and NJHEAA; the institution's practice in providing timely refunds to lenders
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on behalf of students who had withdrawn; and complete documentation for each student
in the school files. A list of all the areas reviewed is attached. (See Attachment B).

Phase I of the review began during March 1986 and was coordinated with
staff from the New Jersey Department of Education. The preliminary review of 29
non-collegiate institutions was completed in August 1986. Phase II of the review will
involve the three collegiate institutions and a revisitation to 20 schools to confirm our
preliminary findings with an examination of a larger sample of students.

General Findings

The reviews of the GSL programs found that the problems listed below were

common at many schools:

(1) Withdrawal rates were generally very high. At half of the schools, 50 percent or

more of the GSL student sample had withdrawn before completing the program. It
appears that many students who had not graduated from high school were admitted
to programs which require basic high school skills for successful completion. Although
most schools also offered a GED instructional program, attendance was not required.
Consequently, a large proportion of borrowers never completed the training which
would allow them to earn the money to repay their loans.

(2) Notification of enrollment status changes (such as withdrawals) of GSL borrowers

were often not reported to lenders on a timely basis. At half of the schools 20 percent

or more of the required notifications were processed late or completely overlooked.
This information is essential for the lenders to establish contact with the student
and prevent potential defaults.

(3) A majority of the schools failed to issue tuition refunds to lenders on behalf of students

in a timely manner after withdrawal. Students who have not received proper credit

for refunds may refuse to sign repayment notes with the lenders on time, putting
them at risk of default. It was not unusual to find cases where refunds had been delayed
over 180 days.

(4) At almost half of the schools, there were serious deficiencies in the maintenance

of student files and information essential for the proper administration of the GSL

program. At seven schools over half of the files had missing documentation..
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(5) There was an overreliance on GSL loans for institutional cash flow, with ten schools

reporting that over 75 percent of their enrollment consisted of GSL aided students.
GSL's are typically included as a normal part of all financial aid packages at these
schools. The distinction between federal grants and. the repayment obligation for
loans is not sufficiently emphasized.

There is a problem peculiar to cosmetology schools which prevents the majority of
borrowers from legally practicing the trade for which they were trained. Although
a high school diploma or a GED is not required for enrollment at cosmetology schools,

it is required by the Board of Beauty Culture to be licensed as a cosmetologist.

Of the 221 GSL borrowers in the sample who successfully completed their training
and graduated from cosmetology schools, 123 (55 percent) did not have a high school
diploma or GED. A follow-up on the subsequent GED success of these students was
revealing. According to the New Jersey Department of Education records, only 14
of these students eventually took the GED examination and only nine passed it, thereby
qualifying for licensure.

Framework for Evaluation and Corrective Action

In addition to the default rate, the first four of the above findings constitute
non-compliance with specific state and federal regulations governing the GSL Program
(Attachment C) and also indicate serious deficiencies in institutional administration. A
high student withdrawal rate indicates the ineffectiveness of support services provided
to GSL borrowers. Failure to provide timely notification to lenders of enrollment status
changes indicates a weak administrative capability. Failure to refund loan monies to
lenders on behalf of students in a timely manner jeopardizes the borrower's willingness
to meet loan repayment obligations. Inaccurate, incomplete or totally missing student

files indicates a general failure to meet the basic requirements of GSL Program
accountability.

An incidence of non-compliance of 33 percent or more in any of these areas
indicates a serious -deficiency in program administration. Considered in conjunction with
a high default rate, the incidence of non-compliance in these four areas provides an
objective framework for the evaluation of GSL Programs and will be used to define the
appropriate extent of corrective or disciplinary action to be taken.
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Institutions will be evaluated for potential action leading to suspension or

limitation of GSL program participation on the basis of five categories where existing

regulations specify compliance standards. They are as follows:

the default rate

the student withdrawal rate

timely notification of required enrollment status changes
timely refund practices

accuracy and completeness of documentation

The extent of corrective or disciplinary action, initiated by the NJHEAA,

will be defined by the number of categories in which the incidence of non-compliance

or the default rate is 33 percent or higher. The sanctions will be:

(1)

(2)

Required Plan of Corrective Action

Schools with violations exceeding 33 percent in only one of the five cited categories
will be allowed to continue participation in the Guaranteed Student Loan Program
but will be required to provide a plan of corrective action to NJHEAA within 90 days
of formal notification.

Limitation

Schools with violations exceeding 33 percent in two of the five cited categories, that
have not substantively refuted the findings, will be served with notice of intent to
limit participation in the Guaranteed Student Loan Program to 50 percent of entering
classes for a period of eighteen months. Further, the school will be required to submit
a plan of corrective action within 90 days of formal notification.

(3) Suspension

Schools with violations exceeding 33 percent in three of the five cited categories,
that have not substantively refuted the findings, will be served with notice of intent
to suspend participation in the Guaranteed Student Loan Program for a period of
eighteen months. The school will be required to submit a plan of corrective action
which must be approved before formal reinstatement will be considered.
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STATE oF NEw JERSEY
DEPARTMENT oF HIGHER EDUCATION
CN 542
TRENTON, NEW JERSEY 08625

OFFICE OF THE CHANCELLOR

January 6, 1988

Honorable william Bennett
Secretary of Education

U. S. Department of Education
400 Maryland Avenue, S. W.
washington, D. C. 20202

Dear Secretary Bennett:

I am writing on behalf of the New Jersey State Board of
Higher Education and the New Jersey Higher Education Assis-
tance Authority to commend you for taking the leadership in
a national campaign to reduce Guaranteed Student Loan
defaults, and at the same time to caution you about the
serious impact which your proposals could have on collegiate
minority student recruitment programs unless these proposals
are modified.

Those New Jersey colleges whose former students have
the highest default rates share one thing in common: they
serve large numbers of 1low-income, poorly prepared,
non-traditional and often minority students. More than half
of the GSL borrowers at the cdmmunity colleges with high
default rates have incomes under $15,000 per year. Our
four-year colleges with default rates over 20% have some oOf

- the highest proportions of minority students and need-based
state grant recipients in the state. These are students who
should not be required to borrow at all. They borrow
because they cannot get sufficient grant funds to meet their
needs..

The New Jersey Board of Higher Education has for many
years promoted policies of access and minority recruitment
for our colleges and universities. The Board strongly
believes that collegiate institutions have the responsibili-
ty to promote educational opportunities for the 1leas*:
fortunate New Jersey residents. Consequently, every insti-
tution of higher education in New Jersey is urged to recruit
at least 10% of its freshman class from high risk,
underprepared, and economically disadvantaged students
thiough the state's Educational Opportunity Fund program.
In addition, our county community colleges have a policy of
open access for students at any 1level of academic
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preparedness. All of these students are required to take
the New Jorsey College Basic Skills Placement Test, and are
placed in remedial programs of reading, writing, and mathe-
matics if the test scores and their backgrounds indicate
serious weaknesses.

Because of these efforts many students are able to
overcome their poor basic skills preparation, enroll in
college level courses, and complete their college education.
Some, however, are nct able to do so and withdraw; if these
students had to borrow, they are more likely to default on
their loans because they do not qualify for the kind of jobs
which provide sufficient income to make the payments.

We are all aware of this problem and the dilemma it
poses: by restricting the availability of student loans, we
may deny educational opportunity to high risk students; by
providing the loans we increase the risk of default. The
New Jersey Board of Higher Education has addressed this
problem by adopting a policy of discouraging student loan
borrowing by low income students during the first two Yyears
of college when the risk of withdrawal is the highest. We
have supported this policy with a generously funded program
of state grants which reduce tuition for all low income
students and provide additional grant awards to hich risk
students. The result has been that a relatively low propor-
tion of students actually need to borrow to go to college in
New Jersey. At most four~-year public colleges less than
one-quarter of the full-time undergraduates borrow, and, at
most two-year community colleges, this figure is less than
10%. Although the default rate of the small proportion of
students who actually borrow may be high at a few of these
colleges, the relationship between defaults and total
enrollments is quite low. This is a crucial aspect of any
program to evaluate schools on the basis of default rates.
Certainly the four New Jersey schools listed with a 100%
default rate cannot be fairly evaluated on the basis of the
one defaulted loan that the rate represents.

It is important, therefore, that your regulations
recognize successful state and institutional efforts to
limit the need for high-risk students to borrow through the
GSL program. Colleges do not have the authority to prevent
students from borrowing. They can only influence the
default rate indirectly, by either limiting the enrollment
of high-risk students or by providing students with adequate
financial aid so that they are not dependent on loans to
finance their higher education. Loan counseling and the
other actions you suggest can have beneficial effects among
many students, but will not solve the basic problem for
colleges with programs to provide educational opportunity
for the poor and poorly prepared. They will be discouraged
from recruiting high-risk students and become caught between
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a state policy to expand access and a federal policy to
reduce defaults.

Therefore, while we support your efforts to reduce
defaults, we urge you to consider the following modifica-
tions in preparing the draft regulaticns:

1) Expand the criteria to take into account the
proportion of students actually borrowing, as well
as the default rate of those who do .borrow. At
least 20%-30% of full-time equivalent students
should be borrowing through the GSL pProgram before
any action is warranted.

2) Jse the two-year cohort default rate together with
a total enrollment default rate as a preliminary
step to identify institutions that warrant further
inquiry or program review. The program reviews
should then investigate the extent to which
institutional policies and procedures actually
contribute to default, based on such criteria as
whether the institution provides testing and
placement in remedial programs, how effective
these programs are, how effective the loan coun-
seling programs are, and how timely are tuition
refund practices and notification to lenders of
changes in enrollment status.

3) The type of sanction applied - limitation, suspen-
sion or termination - should be based on the
number and extent of the problems found in the
program review, and should apply only to federal
student loan programs.

The New Jersey Higher Education Assistance Authority
(NJHEAA) implemented a program similar to your proposal in
1986, which I have called to your attention in previous
correspondence. The NJHEAA was one of the first guarantee
agencies to measure defaults on the basis of student cohorts
annually entering the repayment period. The institutions
with cohort default rates over 20% for 1983-4 were notified
of our concern and were visited for a ‘preliminary program
review. The reviews of 29 proprietary schools with high
default rates revealed some remarkable patterns: an
overreliance on student loan funds for cash flow, with 50%
to 90% of all students borrowing; very high withdrawal
rates, often over 50%; large proportions of students admit-
ted without high school diplomas and no requirement that the
basic skills necessary to complete the course of studies be
learned; and, sometimes, administrative deficiencies in
refund practices, timely notification of enrollment status
to lenders, and documentation.
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As a result, in September 1986, the NJHEAA adopted a A
Plan to Assess GSL Compliance and Initiate Appropriate
Corrective Measures, which set forth five basic criteria for
evaluating a GSL program and imposing <arious sanctions.
This was followed by audits carried out by our Management
Compliance Unit. So far, we have signed a consent agreement
with one school to limit 'GSL borrowing to 50% of the stu-
dents, and have notified two others of limitation or suspen-
sion from the GSL program. The Essex College of Business in
Newark and the School of Business Machines in Jersey City
will be required to limit their loans to no more than 50% of
their students. The American Business Institute in Newark
is suspended from the program, effective January 1, 1988 for
a period of eighteen months. All three institutions will be
required to file plans for corrective action before they
will be reinstated.

Your office can help the NJHEAA maintain the integrity
of the GSL program in New Jersey by extending these limita-
tions to all agencies which guarantee 1loans for these
schools. Unfortunately, under the current regulations these
sanctions will not actually limit GSL participation at these
institutions, since they can still go to national guarantors
who will provide them with access to the program.

We share your concerns regarding high default rates in
the guaranteed student loan programs. The use of student
cohort default rates as a first step in identifying institu-
tions who need to do more to help reduce defaults is laud-
able, and New Jersey will cooperate with such an effort.

Your proposal, however, unless modified to overcome its
present limitations and used in conjunction with other
measures, would undermine minority recruitment efforts by
penalizing institutions that offer access to high-risk
students. Properly implemented, and used in conjunction
with programs to support high-risk, low income students with
grants rather than 1loans, your proposal could reduce de-
faults and eliminate those institutions that exploit the GSL
program by encouraging borrowing by students who cannot hope

to repay their loans.

. Edward Hollander
Chancellor

Sincerely,

LKB/dra
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New Jersey Department of Higher Education

20 W, State Street
CN 542
Trenton, New meg 08625
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