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At the request of the Senate Committp on the BudgLt. GAO reviewed the
status of National Direct Student Loan funds at select:d postsecondary
schools. Enabling legislation intented that schools attain a revolving fund
status but each school differs in its ability to do this because

--different loan collection procedures are used,
--legislation requires schools to make loans to nearly all eligible 5*u-

dents, and
--privacy considerations affect the extent that schools can pursue delin-

quent borrowers.

Direct Loan recipients display different payback characteristics depending
on the type of institution they attend--2-year public or private nonprofit,
4-year public or private nonprofit, or proprietary. This could account for
part of the difference in the ability of institutions to attaina self-sustaining
revolving fund status.

The type of school is a major factor related to delinquency rates--2-year
public and proprietary institutions appear to have the greatest problem. It is
unlikely that the majority of schools participating in the program will
ati-ieve a self-sustaining revolving fund status anytime soon.
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COMPTROLLER GENERAL Or THE UNITED TATES
WASHINGTON. D.C. NM

B-164031(1)

The Honorable Edmund S. Muskie
Chairman, Committee on the Budget
United States Senate

Dear Mr. Chairman:

This report contains information and our
observations on the status of National Direct Student
Loan funds at selected institutions. The National
Direct Student Loan Program is administered by the
Office of Education of the Department of Halth, Edu-
cation, and Welfare. We examined student and insti-
tutional characteristics and management practices at
selected 2-year public and private nonprofit, 4-year
public and private nonprofit, and proprietary insti-
tutions. The report discusses various factors that
affect the ability of these institutions to attain
a self-sustaining revolving fund status.

Due to the additional time required to obtain
written agency comments, you requested that we not
obtain them. However, the contents of this report
were discussed with Department of Health, Education,
and Welfare officials.

As requested by your office, we will send copies
of this report to interested parties and make copies
available to others upon request.

S ly your

Comptroller General
of the United Stato=



COMPTROLLER GFNERAL'S STATUE OF OFFICE OF EDUCATION'S
REPORT TO THE CHAIRMAN, NAT;ONAL DIRECT STUDENT LOAN
COMMITTEE ON T BUDGLT FUNDS AT SELECTED POSTSECONDARY
UNITED STATFS O'NATE INSTIV'TIONS

D I E S T

Since the National Direct Student Loan Program
began in 1938, the net cumulative ?ederal capi-
tal contribution has totaled over $.6 billion.
F.scal year 1977 appropriations were $3- ml-
lion. Enabling legislation intended that
';chools attain a revolving fund status, but each
school differs in its ability to do this because:

--. ostsecondary schools manage the program differ-
ently and vary in the degree: of diligence with
which they attempt collection of loan accounts.
(See p. 9.)

-- Loan delinquency problems differ depending upon
the type of institution. (See pp. 16 to 18.)

-- Direct Loan Program legislation requires schools
to make loans to nearly all eligible students,
regardless of their credit worthiness. (See
Ch. 3.)

-- Other legislation affects the-extent to which
schools can pursue delinquent borrowers.
(See Ch. 3.)

At June 30, 1977, 14 of the 19 postsecondary
schools GAO reviewed had cumulative delinquency
rates of at least 18 percent. Of these, 8 had
rates of 30 percent or higher. Individual rates
for the 19 schools ranged from 5 to 78 percent.
The overall rate for the 19 schools was 21 per-
cent. The total principal outstanding on delin-
quent loans was $11.2 million. Of the $11.2
million, $5.1 million represented payments over-
due longer than 120 days. (See p. 15.)

Lear.l.tl. Upon removal, the report i HRD-78-94cover date should be noted hereon.



The type of school is a major factor related to
delinquency rates--2-year public and proprietary
institutions appear to have the greatest
problem. (See p. 17.)

Only 5 of the 19 schools did not request
Federal capital contributions for 1977-78.
Because of the problems cited above, and
because of diverse school and borrower
characteristics, GAO believes most of te
schools participating in the program will not
achieve a self-sustaining revolving fnd
status anytime soon. (See pp. 9, 17, and 34.)

Existing program legislation requires schools
to lend to nearly all eligible sudents and
privacy considerations hamper teir attempts to
locate borrowers. These two "ncontrollables"
from the schools' viewpoint aise two questions
that might warrant consideration. (See p. 30.)

-- Should efforts e made to lower delin-
quency rates through tightening eligi-
bility requirements, thus eliminating
high-risk borrowers from the program?

-- should privacy considerations, which
hamper efforts to locate delinquent
borrowers, be relaxed?

HEW officials generally agreed with the report's
contents and suggested some additions to recog-
nize, among other things, HEW's planned actions
to improve program management, factors which
mijht affect delinquency rates at schools, and
conditions which would have to be present in
order for schools to attain a self-sustaining
revolving fnd status. (See ch. 6.)
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GLOSSARY

Basic Educational A program which provides financial
Opportunity Grant assistance to eligible students.
Program Basic grants are to be the founda-

tion of student aid packages.

Cancellations Forgiveness or loans made to
borrowers who serve in Head
Start; certain teaching capacities,
or (under certain conditions)
in the Armed Forces; or who
die, become disabled, or declare
bankruptcy.

College ,ork-Study An aid program hich provides part-
Pro a time jobs for financially needy

students.

Default A term defined in the Education
Amendments of 1976 as the
nonpayment of loans for 120
days (for loans repayable
in monthly installments) or
180 days (for loans repayable
in less frequent installments).

Deferments Postponement of repayment obli-
gations for borrowers during
the period they are at least
half-time students, or in the
Armed Forces, Peace Corps or
VISTA service.

Delinquent account An account for which a required
pavment has been missed for a
period of more than 120 days
regardless of the type of pay-
ment plan. OE will no longer
use this term after July 1978.

Dependent Students who receive financial
students support from their parents.

Due Diligence Various efforts which institutions
participating in Office of Educa-
tion loan programs must undertake
in the collection of such loans.



Educational Testing A nonprofit organization, founded
Service in 1947, which ic devoted to meas-

urement and research in education.

Fiscal Operations A comprehensive, annual report
Report which the Office of Education

requires schools participating
in its programs to complete.

Grace period The 9- to 12-month period during
which borrowers do not have to
make payment on loans and which
commences when thet borrower
ceases to carry at least a half-
time academic course load.

Guaranteed Student A program that provides students
Loan Program with loans (through the private

sector) which are guaranteed
by a State r nonprofit agency
or insured by the Federal
Government against default.

Independent Students who are either veterans
students or who, for the calendar year in

which they receive aid or for
the prior calendar year, (a)
do not receive financial support
of more than $600 from their
parents, (b) do not reside with
their parents for more than 2
consecutive weeks, and (c) have
not been claimed as exemptions
by their parents on Federal
income tax returns.

Multivariate An analysis of the interrelation-
correlation analysis ship of several or more variables.

Past due accounts An account for which a required
payment has been missed for 120
days or less. OE will no longer
use this term after July 1978.

Repayment schedule A document specify ing the total
loan amount and tLe due dates
and amounts of repayment
installments.



Revolving fund A fund established to finance a
cycle of operations through
amouiits received by the fund.

Self-sustaining The position which schools
revolvin- fund participating in the Direct Loan
status Program attain when the amount

they ollect in loan principal and
interest is sufficient to finance
new loans.

Ski taciing Using various means, such as
telephone books, income tax
returns and other items in order
to obtain the most recent
addresses of delinquent borrower.

A program which proviles financial
toan IOpportuni aid to students of exceptional
Grant Program need who would otherwise be unable

to contiiue their education.



CHAPTER 1

TNTRODUCTION

In response to an October 3, 1977, request from,
the Chairman, Senate Committee on the Budget, we
reviewed certain aspects of the National Direct Student
Loan (Direct Loan) Program, administered by the Office
of Education (OE), Department of Health, Education, and
Welfare (HEW).

The Chairman specifically requested that we
identify the status of program funds at a sample of
institutions and examine factors that explain apparent
differences in their ability to establish self-sustain-
ing revolving funds, as was intended in the original
legislation. The Chairman expressed particular interest
in

--management practices characteristic of the
institutions,

-- the risk profile of borrowers, and

-- the delinquency rate and effectiveness of
institutional collection activities.

We identified factors that explain differences in
the ability of a sample of 19 institutions to attain a
self-sustaining revolving fund status. We also analyzed
borrower risk profile information at 18 of the 19 insti-
tutions. Information on the scope of work, including
sample selection, and data analysis methodology is
included on pp. 35 and 36.

PROGRAM DESCRIPTION

The Direct Loan Program was established under
title II of the National Defense Education Act of 1958,
as amended. The Education Amendments of 1972 incor-
porated this title into part E, title IV, of the Higher
Education Act of 1965, as amended (20 U.S.C. 1087aa-ff).
In 1972 the name of the program was changed from the
National Defense Student Loan Program to the National
Direct Student Loan Program.

The program provides for the establishment of loan
funds at postsecondary educational institutions, so
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they can make long-term, low-interest loans to qualified
students who need financial assistance to pursue a course
of study on at least a half-time basis. Federal funds
are generally provided each year to participating insti-
tutions. The Federal share under the program is 90 per-
cent with the institutions supplying the remaining 10
percent. The institutions are responsible for making
and collecting the loans.

The program is one of four OE student financial aid
programs foL which financial aid officers at the institu-
tions determine eligibility a/or the amount of aid.
The others are the Basic ducational Opportunity Grant,
the College Work-Stuidy, and the Supplemental Educational
Opportunity Grant Programs, all of which are authorized
by the Higher Education Act of 1965, as amended.

Funds available for the Direct Loan Program for
fiscal year 1977 were $323.2 million, $310.5 million
of which was for new Federal capital contributions,
with th3 remainder being for student loan cancellations
and institutional loans (made by OE to an institution
to enable that institution to make its share of the
capital contribution). Since the program began, the
net cumulative Federal capital contribution has totaled
over $3.6 billion.

When the Direct Loan Program was established, it
was intended to operate on a revolving fund concept;
that is, loans would be made and, as loan repayments
(principal and interest) were made by borrowers, new
loans could be made. Eat. year participating institu-
tions could apply for additional Federal capital con-
tributions. The amounts needed would depend on the
solvency of their funds from prior years' opera-
tions; that is, the extent to which amounts collected
were sufficient to enable new loans to be lrade. Some
institutions have achieved a self-sustainin, revolving
fund status, whereas others have not. Those schools in
a self-sustaining revolving fund status have no further
need for Federal capital contributions as long as their
funds remain sollent or unless they want to expand the
program.

Of the schools which have not achieved a self-
sustaining revolving fund status, some have requested
new Federal contributions but, because of high delin-
quency rates for their Direct Loan Program or other
problems, are precluded from receiving new monies, and
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others have requested and continue to receive new
contributions.

OE distinguishes among the three types of institu-
tions as those

-- voluntarily not requesting new Federal capital
contributions 1/,

--involuntarily not receiving new monies, and

-- continuing to receive new monies.

Of over 3,000 institution- participating in the Direct
Loan program, 310 did not request a Federal capital
contribution for the 1977-78 award period. Another
350 schools requested but did not receive new monies.
The remaining schools requested and received funds.

In February 1978, the Secretary, HEW, stated that
as of June 30, 1977, an estimated 700,000 students had
defaulted on Direct Loan notes, involving about $600
million in uncollected funds. Because the program
works on a revolving fund principle, each defaulted
loan resu:ts i a dollar-for-dollar reduction in the
amount of aid available.

In this report, in order to analyze the trend of
schools' cumulative delinquency rates over the past few
years, we used OE's former method for computing delin-
quency although we recommended that OE adopt a new
method in a November 5, 1976, report (HRD-77-17) to the
Secretary, HEW. Usually this new method results in
higher rates. Therefore, the rates referred to in our
analyses are conservative.

Few schools included in our review have achieved a
self-sustaining revolving fund status. About one-third
of the schools included in our review have participated
in the program since it began. One school which
has participated for nearly 20 years, and two schools

1/Some of these institutions may be in this funding
status for one or moreyears and then revert to
requesting additional capital contributions.
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which have participated for 10 years or less are in a
self-sustaining revolving fund status. Appendix II pro-
vides the fund status for the schools included in our
review.

In a separate review, we are examining how Direct
Loan Program funds are disbursed and how the related
cash balances are maintained at the participating univer-
sities, colleges, and trade schools, to determine if
schools are requesting excessive funding and if HEW is
prematurely disbursing such funds to schools. Excessive
cash balances are contrary to stated HEW and Department
of the Treasury policies and regulations cncerning good
cash management. Moreover, providing Federal funds from
the U.S. Treasury earlier than necessary can force the
Government into additional borrowing to finance its opera-
tions, thus increasing the public debt and increasing
interest costs.

In February 1978, the Secretary, HEW, announced
several efforts to address the problem of excess Federal
cash which may be held in some participating institutions.
They were to:

-- Build a new requirement for a cash flow analysis
into the upucming revision of the HEW audit
guide.

--Formally obligate institutions to withdraw from
their account with the Government only those
funds needed for loan operations during the
next 30 days.

--Develop procedures for determining and recap-
turing" excess amounts of Federal capital from
the revolving funds of participating institutions
in time to affect allocations for academic year
1979-80.

We plan to issue to the Congrese a report discussing
these and other improvements needed in cash management
practices at the completion of the review.
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CHAPTER 2

MANAGEMENT PRACTICES AT

PARTICIPATING INSTITUiLONS

Each institution participating in the Direct Loan
Program is responsible for awarding loans and administer-
ing the billing and collection activities. Generally,
administration of the Direct Loan Program is performed
by two sep>arate offices of an institution--the financial
aid office and the business office. The financial aid
office is responsible for determining the eligibility
of prospective students and for approving loans. Unlike
most other Federal student aid pograms, the Direct Loan
Program requires commitment and involvement on the part
of he institutions long after students have completed
their studies. This is a result of the repayment require-
ments of the loans. Institutions usually assign
responsibility for loan collection to the isiness office.

PROGRAM ADMINISTRATION

At most of the schools included in our review, the
Direct Loan Program was administered jointly by the
financial aid and business offices. Only five schools had
a single office responsible for the program. We discussed
with school officials how they administered the program
and the number and type of staff who perform Direct Loan
functions.

Availability of
program guidance and
OE contacts

Guidance provided by OE to aid institutions in
administering the Direct Loan Program includes

--enabling legislation including amendments,

--program regulations,

--program manual (app. 17, issued in 1967), and

-- 1977-78 Student Financial Aid Handbook.

In addition, school officials told us they have received
OE "dear colleague letters," a Student Loan Collection
Procedures manual, and OE Regional News-Memoranda.



Of the 19 institutions we visited, 18 were able to
locate copies of the laws, program regulations, and pro-
gram manual. Estimates as to the extent of use of this
information varied from occasionally" to often."

Institutions' contacts with OE regional offices
ranged from "no contact" to weekly phone calls ano
memorandums. The most frequent responses were "fre-
quent" and "occasional." The nature of these contacts
was usually to seek technical assistance, program
guidance, and clarification. Only one school expressed
dissatisfaction with the assistance provided.

We found no correlation between the frequency of
contacts with OE and use of the aforementioned program
guidance and schools' delinquency rates (see p. 3 for
method used). For example, an official at one school,
having a delinquency rate of over 50 percent at June 30,
1977, estimated he used program guidance 50 times
annually; whereas another official at a school having a
5 percent delinquency rate indicated occasional use of
the guidance. Another official told us he used the guid-
ance on a regular basis; this school's delinquency rate.
was 5 percent also. These answers were given in response
to structured interview questions.

Similarly, schools having frequent contact with OE
did not have the lowest delinquency rates. For instance,
one school having a 9 percent delinquency rate had no
contact with OE; whereas an official of another school
with a 9 percent delinquency rate estimated four contacts
per month.

Staffing

At the schools in our review a total of 73 profes-
sional, paraprofessional, and 178 clerical staff were
responsible for administering the program. The size of
the school and its loan program seemed to bear a rela-
tionship to the number of staff members who administered
the program. Some schools have only 2 or 3 staff members
to manage the proqram; thers employ 10 or more persons.
A breakdown of the staffing in the financial aid and
business ofices is shown in the following table.
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No. of No. of
profes- parapro- No. of

Office sionals fessionals clerical Total

Financial aid 44 4 70 118
Business 29 2 108 139

Total 73 6 178 257

Most of the persons administering the Direct Loan Pro-
gram also work on other programs or perform other func-
tions.

Staff working in the financial aid office usually
work on the awarding of Direct Loans, conducting exit
interviews when students leave school, and other day-
to-day program operations.

Although most schools included in our review dele-
gated the billing and routine collection of loans to
billing agents, ome schools' business office personnel
performed the billing and collection functions. Other
business office functions include

-- ensuring that promissory notes are signed,

--maintaining files of promissory notes,

--disbursing and accounting for loan proceeds,

--monitoring accounting for and administration
of program funds, and

--monitoring the services of billing and collection
agencies when employed, including transmitting the
accounts to the respective agency.

DUE DILIGENCE

HEW's November 1976 program regulations require
participating institutions to exercise due diligence in
the collection of Direct Loans. Due diligence efforts
include

-- fully disclosing to borrowers their rights and
obligations when they sign te promissory notes,

-- conducting an exit interview with borrowers
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and providing them a copy of the repayment
schedule before they leave school,

--maintaining a written record of the exit
interview including a signed copy of the
repayment schedule,

-- maintaining contact with borrowers after
they leave school,

--establishing and maintaining regular billing
and followup procedures during the period in
which any outstanding loan balance remains
unpaid,

-- using a commercial skiptracing organization or
performing the equivalent service with institu-
tional ersonnel to locate borrowers, and

-- engaging a collection agency or performing col-
lectior activities with school personnel or
resorting to litigation in those cases in which
a borrower fails to make loan payments.

Before 1976, HEW had not specified detailed requirements
for due diligence.

Functions performed by billing agents includ

-- contacting borrowers during the grace period,

-- billing borrowers,

--receiving payments and applying them to the
respective accounts,

-- answering borrowers' questions and preparing
correspor.dence,

-- processing deftement and cancellation forms, and

--providing various reports to the school.

The fee for these billing agents' services ranged from
about 50 cents to nearly 1l per account monthly depending
upon the frequency of billing. In addition, all schools
used one or more agencies co collect past due and
delinquent accounts. The success of these collection
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agents' efforts (for past due and delinquent accounts)
has been limited. (See p. 11.)

Schools' due
diligence efforts

Generally the schools we reviewed were complying
with HEW's November 1976 requirements for due diligence.
However, individual schools were lax in certain efforts.

Although all 19 schools had established procedures
for conducting exit interviews with borrowers, one did
not conduct these interviews. Most of the schools con-
duct individual as opposed to group interviews. Pro-
gram regulations require individual interviews, when
feasible. In most instances -he interviews were held
for graduating students and tose who officially with-
drew from school. For at least 13 schools, students
who failed to attend the exit interview were mailed
a copy of the interview form to be completed and
returned to the school. Five schools did not mail
the forms to students. We were unable to determine
whether the other school mailed exit interview forms.

Seventeen schools routinely provided borrowers
with copies f the promissory note, but only six sclools
required the borrower to acknowledge the receipt of he
copy. Fourteen schools prcvided the borrowers with
copies of the repayment schedule; however, only nine
of the schools required the borrower to acknowledge
receipt. Most schools do not use certified mail when
communicating with the borrower.

Contacts with borrowers during the allowed 9- to
12-month grace period before beginning loan repayment
ranged from none to five. One school contacted only
those borrowers who failed to appear for an exit inter-
view. There was no correlation between delinquency.
rates and the number of contacts during the grace period.

Some schools which used billing agents were less
likely than those which did not to be aware of the num-
ber of contacts being made with borrowers. Some schools
which used billing agents had no specific knowledge about
the number of contacts made during the grace period. For
instance, an official at one 2-year school "thought" the
billing agent was making one contact. This school's cum-
ulative delinquency rate at June 30, 1977, was 26 percent.
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During our review, an aid officer at another 2-yearinstitution contacted the school's billing agent todetermine the number of contacts being made. Thebilling agent's representative initially respondedthat he believed three contacts were made but thathe would have to check the regulations. This insti-tution's cumulative delinquency rate at June 30, 1977,was 59 percent.

We noted that several schools did not turn overtheir accounts promptly to the billing agent. Forexample, one public college was cited by a State offi-cial foi turning over accounts long after the billingshould have begun. The o"''iial stated that someaccounts were turned over - least 19 months afterthe grace period had expiL o This school's cumulativedelinquency rate at June 30, 1977, was 50 percent.
The loss of contact with borrowers during graceperiods is a problem for schools. The schools in ourreview used various techniques o locate borrowers,including

-- contacting other campus offices (alumni,financial aid, relistrar's, and admissions),

--requesting address corrections from the postOffice,

--contacting parents, other relatives, friends,and neighbors,

--conducting address and telephone searches,
-- using commercial skiptracing facilities, and
-- putting a "hold" on requests for transcripts.
Officials at several schools told us that privacylegislation had hampered their attempts to locate bor-rowers. For example, schools can no longer use theInternal Revenue Service's skiptracing service--whichis viewed as an effective tool. An official told usthat the scholi can no longer use the State motor vehicleadministration to trace borrowers via their driverslicense or vehicle registration. Some officials
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expressed frustration at being charged with minimizing
their delinquency rates while being precluded from
using these previously proven methods An Educational
Testing Service study did not show that these were
the most effective methods for locating delinquent
borrowers. (See pp. 26 and 27.) HEW regulations state
that schools should use commercial skiptracing services
or perform the equivalent service with their own staff.

Although the 19 schools use collection agents for
their past due and delinquent accounts, the success of
the agents' efforts has been limited. For example, at
June 30, 1977, on delinquent loans having cumulative
principal outstanding of $11.2 million, $5.1 million
was determined by the 19 schools to be the amount of
payments which had been overdue longer than 120 days.
Agents collected $317,950 during the 1976-77 award
period 1/ (or 6.2 percent). Seventeen schools paid
collection agents $169,809 for their efforts. Two
schools' agents made no collections. The fee for the
service averaged about 53 percent of the amount col-
lected. Even if no additional principal was deter-
mined to be delinquent and if about $318,000 (the
approximate amount collected during the 1976-77 award
period) were collected each year, it would take about
16 years to complete the task of collecting on these
accounts.

Although HEW regulations provide that schools may
resort to litigation, schools in our sample did not
often use litigation. For example, during the 1976-77
award period, 4 of the 19 schools had accounts in liti-
gation. Litigation was resorted to less in years prior
to 1976-77. At least two schools have never attempted
to collect past due or delinquent accounts in the courts.
At another institution during a 21-month period ended
May 31, 1977, a collection agency requested authority
to sue 255 borrowers. The school approved litigation
for six cases.

Statutes of limitations, which vary from State to
State, can further complicate collection efforts. For

I/July 1, 1976-June 30, 1977



the nine States in which our sample schools werelocated, the statute of limitations ranged from 4 to6 years with a 6-year limit in seven of the nine States.Once the statute of limitations expires, the opportunity
to collect on accounts for which payments have beenmissed is lost.

CORRELATION BETWEEN
MANAGEMENT PRACTICES
AND DELINQUENC

After examining the schools' Direct Loan management
practices, we performed tests of significant differenceto determine the relationship, if any, between the loandelinquency rates and each of the following:

-- The schools' funding status (see p. 3).

-- The availability of rogram guidance (see p. 5).

-- The frequency of use of this guidance.

-- The frequency of contacts with OE.

-- The use of a commercial billing agent.

-- Use of a collection agency.

-- Whether the school performs verification of informa-
tion submitted by aid applicants or their parents.

-- Whether the school discusses with borrowersthe nature and obligation of a Direct Loan when
they sign the promissory notes.

-- Whether the school provides truth-in-lending
statements to borrowers when they sign the
promissory notes.

-- Whether the school conducts exit interviews.

-- Whether the school provides students with copies
of promissory notes (when they sign them) andrepayment schedules (before they leave school).

-- Thether the school requires borrowers to acknowledge
receipt of copies of promissory notes and repaymentschedules as part of the exit interview procedures.
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-- The number of contacts during the grace period.

-- Whether the schools take delinquent borrowers
to court.

Of these items, only one showed a significant
relationship to delinquency rates. Those schools in
uur review having higher delinquency rates were more
likely to use a commercial billing agent than schools
which did their own billing. There are at least two
possible explanations. Schools which were having prob-
lems with high delinquency may have elected to use a
billing agent in order to (1) eliminate or alleviate
the problem or (2) simply get rid of the responsibility
for servicing the accounts.

We did not perform a multivariate correlation
analysis to determine how a combination of the manage-
ment practices relates to delinquency or whether bor-
rower risk profile characteristics (see ch. 4) affect
institutions' delinquency rates more than their
man ement practices.

CONCLUSIONS

Schools included in the review were, for the most
part, complying with HEW's November 1976 due diligence
requirements. We did find isolated cases of ncncompli-
ance and discussed these with school officials. Schools
vary in executing due diligence requirements, such as
exit interviews, contacts during the grace period, and
the use of litigation.

A correlation analysis of various management
practices and delinquency rates identified only one
clearcut relationship--the use of commercial billing
agents is related to delinquency rates. Schools using
billing agents tended to have higher delinquency rates
-- possibly because the situation had gotten out of hand
before the accounts were sent to the agent.

Something which would not have shown up in our
analysis but which could be a factor in the schools'
abilities to achieve a revolving fund status is that
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HEW's detailed requirements for due diligence were
not promulgated Ccil November 1976. Therefore, even
those schools wiich are complying with these require-
ments may have a relatively brief history of due
diligence efforts, and consequently, their delinquency
rates may continue to be high for some time. These
schools may require several years before they realize
substantial recoveries as a result of their efforts,
or they could realize very little, especially for older
accounts.

In our opinion it is unlikely that many schools
participating in the Direct Loan Program will achieve
a self-sustaining revolving fund status anytime soon
even if they adhere rigidly to HEW's relatively new due
diligence requirements.
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CHAPTER 3

PROBLEMS CAUSING CONTINUED

HIGH LOAN DELINQUENCY

We calculated the cumulative delinquency rates at
June 30, 1977, for the schools we reviewed. The rates
ranged from 5 to 78 percent. The overall rate was 21
percent. Of 14 schools which had delinquency rates of
at least 18 percent, 8 had rates of 30 percent or
higher. These high rates can result from a combination
of controllable and uncontrollable factors. A controll-
able factor is the effectiveness of the schools' loan
collection procedures. Among the uncontrollable
factors are

-- legislation which requires schools to lend to
nearly all eligible--needy--students and which
prohibits the use of cosigners on loans, and

-- privacy considerations which may preclude schools
from locating borrowers through such diverse
means as drivers license and vehicle registration,
or enhancing collections by providing informa-
tion on delinquent accounts to credit bureaus.

School officials expressed frustration at being denied
new capital contributions or having their requests for
funds reduced because of excessive delinquency when they
(1) have little cntrol over who receives loans and (2)
are hampered in heir efforts to locate borrowdAs by
restrictive legislation and regulations.-

ANALYSIS OF DELINQUENCY
AT SCHOOLS REVIEWED

The cumulative delinquency rates at June 30, 1977,
for the 19 schools i our review ranged from 5 to 78
percent. (See app. II). Fourteen schools had a cumu-
lative delinquency rate of 18 percent or higher; 8 had
rates of 30 percent or higher. As of June 30, 1977~
average delinquent amounts at the 19 schools ranged
from $159 to $729 per borrower. As stated on page 11, on
delinquent loans having cumulative principal outstanding,
at June 30, 1977, of $11.2 million, schools reported
that $5.1 million was the amount of payments which had
been overdue longer than 120 days. The following table
shows cumulative delinquency rates for the schools
reviewed.
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As of As of AsofJune 30, 1977 June 30, 1976 June Number Numbe .rDelinquency of insti- H~~umber--Delinquency of insti- Percent of insti- Percent of insti- Percentrate tutions of tutions of tutions ofin percent reporting total_ reporting total reporting total
0 - 10 5 26.3 4 21.0 5 26.311 - 30 7 36.8 5 26.3 5 26.331 - 60 6 31.6 9 47.4 8 42.1Over 60 a/ 1 5.3 bl 1 5.3 c/ 1 5.3
Total 19 100.0 19 100.0 19 100.0

3= 
3=

a/78 percent
b/81 percent (same school as note a).
c/84 percent (same school as note a).

The table shows a short-term improvement toward lowerdelinquency rates; however, analysis over a longerperiod would provide a better measure of trends in thedelinquency rates. Because information was not avail-able we could not develop such trend data. Also, theabove analysis shows he schools' cumulative delinquencyrates, rather than annual rates so that changes in theschools' situations are less clear than they would beif the delinquency rates were expressed in annual terms.Therefore, we used a formula generated by the EducationalTestijl Service in its study of the Direct Loan Prograw(see p. 22) to calculate annual rates--the amountspast due 1 year or less expressed as a percentage ofthe collections for te year plus the amounts past due1 year or less.

We analyzed annual rates for the 19 schools forthe 12-mpnth periods ended June 30, 1975, 1976 and 1977.The results of this ana4ysis showed that the situation
was improving at only seven schools. At thee even#schools, the net decrease in the annual delinquencyrates from 1975 to 1977 ranged from 14 to 63 percent.One school'* rate did not change. The remaining 11schools showed net increases (in their rates) ranging
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from 23 to 733 percent. I/ Delinquency rates increasedat three of the five 2-year public schools and at allthree of the proprietary schools included in our review.For more details, see appendix III.

We ranked the 19 schools in order of annual delin-quency rates from highest to lowest for each of the 3years. Our analysis showed that the relative positionof seven schools did not vary by more than three posi-tions between any 2 years. Positions of the remaining12 schools showed greater variation between any 2 years.We also noted that 7 of the 19 schools consistently hadthe highest delinquency rates during each of the 3 years.All but one of these seven schools were either 2-yearpublic or proprietary schools.

Of the 19 schools in our review, 5 did not requestnew Federal capital contributions, 5 requested but weredenied new monies, and the remaining 9 requested andreceived Federal capital contributions for the 1977-78award period. The following table provides a breakdown,using OE's most recent delinquency rate categories, ofthe number of schools we reviewed which fell in eachcategory as of June 30, 1977.

Did not Were Requested andDelinquency request denied receivedrate funds funds funds
0 - 10 2 - 311 - 30 1 2 431 - 60 1 3 2Over 60 a/ 

_
Total 5 5 9

a/78 percent

l/The school with a 733 percent increase was a 2-yearprivate nonprofit institution which experienced anincrease in its annual delinquency rate from 3 to 25percent. Although the percentage increase is high,this does not mean that the school had the worstdelinquency problem. For instance, a proprietaryschool's rate increased 79 percent over the sameperiod, yet its rate increased from 28 to 50 percent.Therefore, percentage changes may be misleading.
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In December 1977, OE estimated the delinquency
rate for all participating schools at 12 percent
and the rate for 2-year public institutions at 31
percent--the highest among the various types of
schools. Our analysis of delinquency rates for
the 19 schools reviewed showed that when ranked
from the highest to the lowest, 2-year public and
proprietary schools have the highest cumulative
delinquency rates. For example, at June 30, 1977,
6 of the 10 schools having the highest cumulative
delinquency rates were 2-year public and proprietary
schools. Appendix II lists schools by type and
their cumulative delinquency rates at June 30, 1977.

The results of our analysis appear to be similar
to those reported by the staff of the Board of Gover-
nors of California Community Colleges for California
schools in a September 1977 report to the Poard of
Governors. The report stated that the delinquency
rate among California community colleges was more than
40 percent--or four times the rate of either the
University of California or the State University and
Colleges. The report mentioned several factors which
contributed to the unusually high delinquency rate.

"First, and the major contribution to this
problem, is that in past years institutions
were not only urged by the Office of Educa-
tion to use loan funds but were prohibited
from discriminating for any reason regarding
the award of loans to students. Thus, for a
student who had an unmet financial need and
who may have been a poor loan risk, the aid
officer had no legal means of denying that
student loan funds if the money was available.
Research documents that Community Colleges
traditionally enroll the majority of the low
income/disadvantaged students who may be in
the higher loan risk category. However, high
delinquency rates have been not only the result
of restrictive O.E. guidelines but of poor col-
lection efforts by the institutions. Other
than lack of adequate staffing, a factor added
to the collection problems, is the mobility
of Community College students and the lack
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of knowledge of aid offices regarding their
students' future enrollment status. Aid offi-
cers claim that with insufficient financial
aid staff, both in the business and financial
aid offices, they are unable to properly dif-
ferentiate between those students who drop-out
from those who transfer to another institution.
Because of the lack of sophisticated methods to
determine the enrollment status of these
students, they are simply reported as 'delin-
quent.' In a high majority of cases, Community
College students transfer and do not inform
the aid office of their new enrollment status
and/or their new or forwarding address. As a
result, this student is recorded as 'delinquent'
at the previous institution."

The report encouraged institutions to undertake
a cost/benefit analysis to determine if continued
participation in the program was advantageous to
the institution and its students.

Officials at the sch:cls in our review cited
some of the following reasons for high delinquency
rates.

--Statutory language does not emphasize credit
management processes such as preloan credit
checks, and legislation precludes schools from
requiring cosigners or from denying loans to
certain students who are considered poor credit
risks.

--Students are transitory.

-- The Internal Revenue Service's skiptracing
service cannot be used. 1/

-- Strong collection efforts, until recent years,
were not used.

I/H.R. 6715, 95th Congress, which would restore OE's
authority to use this service, was passed by the
House of Representatives on October 17, 1977. On
February 3 1978, the bill was ordered to be reported
out of the Senate Committee on Finance.
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-- Technical assistance has not been provided by
anyone, including OE, to help establish credit
management procedures.

--Students have not filed deferment forms and
reported address changes.

-- Stuuents do not understand the repayment
obligation, despite the fact that they sign
promissory notes and attend exit interviews.

CORRELATION BETWEEN
OTHER FACTORS AND
DELINQUENCY

In addition to analyzing management practices and
delinquenrcy (see ch. 2), we examined other factors'
relationship to delinquency. For example, among the
factors were

-- type of institution;

--percentage of Direct Loan recipients to total
enrollment;

--percentage of total aid recipients to
total enrollment;

--percentage of Direct Loan recipients to total aid
recipients;

-- the average delinquent amount per delinquent
borrower;

-- the average Direct Loan amount; and

-- the year in which the school first participated
in the program.

Of the seven items examined, three showed a signif-
icant relationship to delinquency: (1) the type of
institution, (2) the percentage of Direct Loan recipi-
ents to total aid recipients, and (3) the year in which
the school first participated in the program. Of the
19 schools reviewed, the 5 having the highest cumulative
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delinquency rates were four 2-year public schools andone proprietary institution.

The cumulative delinquency rates for the sevenschools which have been in the Direct Loan Programsince it began ranged from 5 to 30 percent (4 of the
7 had rates of 10 percent or less). The rates for nineschools which entered the program in 1966 or laterranged from 7 to 78 percent (5 of the 9 had rates ofmore than 30 percent). One explanation is that allschools which have been in the program since it startedare 4-year institutions, which have already been shownto have lower delinquency rates. Also, many community
colleges did not enter the program until the mid-1960sor later, and these schools typically have higher
delinquency rates.

An inverse relationship existed between delinquencyand the proportion of Direct Loan recipients to total
aid recipients. That is, the lower a school's ratio ofDirect Loan recipients to total aid recipients, the
higher its delinquency rate tended to be.

Two other factors showed some (but not a
significant) relationship to delinquency rates:

-- The ratio of Direct Loan recipients to total
enrollment.

-- The aerage loan amount.

An inverse relationship was indicated between
delinquency and the number of Direct Loan recipientscompared to total enrollment. Thus, higher delin-
quency rates are found among schools having a low ratioof Direct Loan recipients to total enrollment. A pos-
sible reason is that such schools have a relativelylow investment in the program and may therefore lack
the necessary concern regarding delinquent accounts.

Lower delinquency rates were more common among
schools having a higher average loan amount. The typeof institution may explain this situation because
most schools having the higher average loans per studentwere 4-year institutions which typically have lower
delinquency rates.
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EDUCATIONAL TESTING SERVICE
STUDY RESULTS

In May 1970, the Educational Testing Service
litted a proposal to and subsequently contracted with

Ur o perform a study of the National Defense Student
Loan Program. The organization proposed a comprehensive
study to

-- determine whether the legislative intent had been
met,

--study the management effectiveness and the
program's impact, and

-- make specific recommendations for improving the
form and administration of the program.

The organization (1) mailed questionnaires to loan
officials (financial aid and fiscal) at all participating
institutions, (2) interviewed officials at 35 insti-
tutions, (3) interviewed 10 to 20 borrowers at each
of the 35 schools, and (4) analyzed data obtained from
schools' applications for funds and expenditure reports.

Although the organization did not send OE a final
report on the study results because of involvement in
other work it sent some preliminary results to OE in
July 1974. The analyses included: the relationship
between : ions' administrative practices and
their d_...-. rates, institution billing proce-
dures, institu._.; deferment and cancellation proce-
dures, use of commercial billing and collection serv-
ices, procedures for pursuing delinquent brrowers,
delinquency rates, and maintaining contacts dring t

the grace period. In its analysis, the Educatioual
Testing Service used annual delinquency rates rather
than cumulative rates because the firm felt annual
rates would be more responsive to the schools' .
administrative practices in a given year. A discus-
sion of the firm's findings follows.

Exit interview c

The study showed that schools having lower delin-
quency rates were more likely to conduct exit inter-
views with nearly all graduating borrowers and vice
versa. The study reported that many schools have
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difficulty arranging exit interviews with students
who terminate before graduatin because these students
generally leave with little or no advance notice.
There was also a significant relationship between con-
ducting exit interviews with dropouts and delinquency
rates.

There was no significant relationship between
delinquency rates and schools' methods for conducting
interviews (i.e., individual versus group sessions).
The finding suggests that the method of conducting
the interview is not nearly as important as the actual
conduct of the interview.

School officials were asked whether, during the exit
interview, the schedule of repayment was discussed and
whether they felt borrowers gained a thorough understand-
ing of their repayment obligations. Analysis of responses
indicated that schools with lower delinquency rates were
more likely to discuss the repayment schedule during the
interview. There was a significant relationship between
delinquency rates and the perceived borrowers' understand-
ing, after the interview, of their repayment obligations.

The study also revealed that schools with lower
delinquency rates were somewhat more likely to obtain
the address of the borrower's parents and vice versa.
However there were no clearcut relationships between
delinquency rates and the obtaining, during the exit
interview, of

--the borrower's address for the first billing,

-- the address of references,

-- the address of the borrower's bank,

-- the address of the borrower's church, or

--the adaress of the borrower's present employer.

Cancellations and deferments

The study queried institutions on their adminis-
trative arrangements regarding cancellation and defer-
ment forms. Only 15 percent of the schools which
responded sent these forms to all borrowers. About 40
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percent of the schools sent the forms to only those
borrowers who requested them. Two-year schools (both
public and private) were more likely than other typesof schools to expect borrowers to request the forms.

The study asked fiscal officials to identifyproblem areas in administering the loan program by
indicating the degree of difficulty experienced with
several aspects of the program, including determin-
ing borrowers' eligibility for cancellations and
deferments; determining amounts to be cancelled andothers. The majority of schools (about 70 percent)
had little or no difficulty determining eligibility
for cancellations. A similar situation existed fordetermining deferment eligibility with 73 percent ofthe schools expressing little or no difficulty. Ofthe various types of schools, 4-year schools had theleast difficulty in their eligibility determinations
for both cancellations and deferments.

About two-thirds of the schools responding had
little or no difficulty determining amounts to be
canceled. However, schools apparently had more dif-ficulty in maintaining records to allow postponementof installments in anticipation of cancellations.
About 23 percent of the schools had some or con-siderable difficulty in this area, with 4-year publicinstitutions having somewhat more difficulty than other
types of schools.

One of the biggest problems for schools.is timelysubmission by borrowers of their cancellation and defer-
ment forms. or example, the study showed that over 55percent had some or considerable difficulty in obtaining
timely submission of cancellation forms and 62 percent
had similar problems with deferment forms. Four-year
public schools experienced more difficulty than other
types of schools.

Use of commercial billing
and collection services

More than one-third of the schools included in theEducational Testing Service's study used a commercial
billing service. Although the testing Service did notdefine "hard-core" delinquent accounts, it did distin-guish between all and hard-core delinquent accounts.
The study showed that about 25 percent of the schools
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used an outside collection agency for all delinquent
accounts, whereas 40 percent of the schools used a col-
lection agency for hard-core accounts. The study
revealed that private institutions were more likely
to use a billing service, whereas public schools made
more use of collection agencies.

Other due diligence efforts

There are numerous procedures schools may employ
as well as administrative sanctions they may take with
respect to borrowers in repayment status. For example,
the study queried school officials about the number
of times delinquent borrowers arc reminded of their
obligations before legal action is considered. The
majority (53 percent) of the schools indicated a fre-
quency of five or more times.

Among the sanctions used by schools included in the
study were

-- 23 percent assessed penalty charges for loans not
paid when due,

--64 percent prohibited release of grade
transcripts for delinquent borrowers,

--83 percent sent letters threatening legal
action to delinquent borrowers,

-- 68 percent turned delinquent accounts over
to a lawyer or a collection agency, and

--26 percent charged the borrower for
collection costs.

The Educational Testing Service study queried
fiscal officers about the degree of difficulty of
several administrative functions such as complyingwith truth-in-lending legislation, preparing OE's
fiscal operations reports (the end-of-year expendi-
tures report), retaining professional and clerical
staff for loan billing and collections, and locating
delinquent borrowers. Of the above functions,
schools had the greatest difficulty locating
delinquent borrowers. About 80 percent indicated
some or considerable difficulty performing this task.
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About 90 percent of the 4-year public institutions
had difficulty locating borrowers, and 60 percent
of the 2-year private schools identified locating
borrowers as a somewhat or considerablt problem.

Over 50 percent of the schools expressed some orconsiderable difficulty maintaining contact with bor-rowers between the time they leave school and when
their first payment is due, and preparing OE's fiscaloperations reports. Public institutions appeared tohave more problems in these areas than did the private
institutions.

Retention of professional and clerical staff
responsible for loan billing and collections did
not seem to be a major problem for schools included
in the study. Over 50 percent stated that they hadlittle or no difficulty retaining staff to perform
these functions. About 25 percent stated the question
did not apply to them. The Educational Testing Serviceconcluded that most of the schools in this category
probably used commercial billing services.

OE has determined that truth-in-lending
requirements apply to lenders participating in the
Direct Loan Program. Fiscal officers were asked theextent of difficulty in complying with these require-ments. Nearly 80 percent responded with "little orno difficulty." About 13 percent of public universi-
ties and 12 percent of 4-year private schools indi-
cated some or considerable difficulty.

The study also requested officials to assess theeffectiveness of several techniques for locating
delinquent borrowers, including the Federal skiptrac-
ing service; parents or guardians; alumni offices;
college placement officers; drivers license agencies;
armed forces; merchants' retail credit associations;
and schools to which grade transcripts have been sent.

Fiscal officers reported that the most effectivemethod for locating delinquent borrowers was contact-
ing their parents. Seventy-two percent stated thatsuch contact was fairly or very effective. The next
most effective way was contacting the alumni office(38 percent), followed by contacts with schools towhich transcripts had been sent (31 percent): Armed
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Forces (25 percent); Federal skiptracing service (22percent); and drivers license agencies (10 percent).
The study compared various administrativepractices with schools' delinquency rates, revealingthat

-- schools with the lowest delinquency rates weremore likely to routinely send teacher cancella-tion request forms (OE requires borrowers whoteach to file these forms each year as a pre-requisite to canceling a portion of the DirectLoans) only to borrowers who taught the preced-ing year. Conversely schools which sent theforms to all borrowers and those which sentforms only upon the borrowers' requests tendedtc have higher delinquency rates,

-- schools which took the initiative and sentrequest for deferment forms to borrowers ratherthan waiting for students to request the forms,were more liKely to have lower delinquency rates,
-- schools with lower delinquency rates were morelikely to prepare bills manually than by com-puter,

-- schools with higher delinquency rates were morelikely to use a commercial billing service,
-- there was no significant relationship betweenthe frequency of billing and the delinquencyrate 1/ or between assessment of penalty chargesand delinquency rates,

-- schools with lower delinquency rates were morelikely to send five or more reminders to delin-quent borrowers,

--schools with lower delinquency rates were morelikely to prohibit release of grade transcriptsfor delinquent borrowers,

I/However, scktols with the best collection record weremore likely to send quarterly bills.
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-- there was no significant relationship between
delinquency rates and whether schools sent
letters threatening legal action to delinquent
borrowers,

-- although not a significant difference, a somewhat
higher percentage (76 versus 70) of schools with
lower delinquency rates than schools with higher
delinquency rates turned accounts over to a
lawyer or collection agency,

-- charging delinquent borrowers for collection
costs appeared to bear little relationship to
a school's delinquency rate, and

-- there was no significant relationship between
permitting partial payments and a school's
delinquency rate.

The study's overall conclusion was that a higher
delinquency rate was associated with being a 2-year
institution, using a billing service, being a public
institution, and billing on a monthly or bimonthly
basis. Lower rates were associated with having exit
interviews with students who drop out of school, turn-
ing delinquent accounts over to a lawyer or collection
agency, discussing the repayment schedule during the
exit interview, being a university, and conducting
exit interviews with graduating borrowers.

EFFORTS TO IMPROVE PROGRAM
MANAGEMENT

HEW officials told us they are planning program
reviews at about 2,000 participating institutions.
HEW has identified 18 factors that can serve as indi-
cators of poblems in administering and managing
student assistance programs. A key factor is the
Direct Loan default rate. Only institutions with
a high rate were included on the list of schools
scheduled for program reviews. The reviews are tenta-
tively scheduled for April-September of 1978.

CONCLUSIONS

In our analysis of various factors, such as total
enrollment, the number of aid recipients, and loan
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amounts, we found that the type of institution is a
primary factor related to delinquency rates--2-year
public and proprietary institutions appear to have
the greatest problems with delinquency. These
points are supported by other studies. The year in
which the school first entered the program and the
proportion of Direct Loan to total aid recipients also
bear a significant relationship to delinquency. In
general, schools which have been in the program since
it started have a low ratio of Direct Loan to total
aid recipients and are 4-year institutions which tend
to have lower delinquency rates.

Problems with delinquency result from a combina-
tion of controllable and uncontrollable factors.
Schools should be able to alleviate their delinoency
rates with effective collection procedures--inc ding
using litigation and devoting adequate staff to monitor
the status of loan recipients and efforts of collec-
tion agencies. However, they have little control
over certain aspects of the program because:

-- program legislation requires schools to lend
to nearly all eligible (needy) students, and

-- privacy considerations hamper schools' efforts
to locate borrowers.

We noted that five of the schools in our review
having delinquency rates of over 30 percent either
did not request new Federal capital contributions or
were denied them by OE; however, two others did receive
new funds.

A possible sanction HEW could use is to deny new
funds to schools if their delinquency rates exceed a
certain maximum percentage. However, a problem in
using this sanction is that the delinquency rate may
reflect 1) bad management practices in years past
which have subsequently been improved, (2) a school
which has a high proportion of high risk borrowers,
and (3) other corrected or seemingly valid reasons.
In order to decide which schools' rates are due to
their own poor collection efforts or other adminis-
trative procedures and those which are attributable
to uncontrollable factors, OE could determine a cutoff
delinquency rate such as 30 percent and review the
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management practices of institut ions with rates
exceeding this limit and the trends in their delin-
quency rates. As noted, HEW has planned reviews
at 2,000 participating institutions which have
indications of problems in administering and man-
aging student assistance programs.

Schools which have a delinquency rate of 30 per-
cent or more or which have rates that appear to be
increasing because of the schools' poor management
practices would be declared ineligible for new capital
contributions until they had acted to correct these man-
agement weaknesses. This would serve as an incentive
for schools to control or reduce Direct Loan delinquency
rates.

As mentioned on page 29 existing program legislation
requires schools to lend to nearly all eligible students
and privacy considerations hamper their attempts to
locate borrowers.

These two "uncontrollables" from the schools'
viewpoint raise two questions that might warrant
consideration.

--Should efforts be made to lower delinquency
rates through tightening eligibility require-
ments, thus eliminating high-risk borrowers
from the program?

-- Should privacy considerations, which hamper
efforts to locate delinquent borrowers, be
relaxed?

However, if eligiblity requirements are tightened,
some students who deserve Direct Loans might be deemed
ineligible if their cedit worthiness is a factor in
determining eligibility. Also, if privacy considera-
tions are relaxed, individuals' privacy would be sacri-
ficed to some extent in order to enable schools to locate
borrowers.

Even if the overall program delinquency rate
stabilizes, there will be a continuing need for Federal
capital contributions to replenish funds not collected.
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CHAPTER 4

RISK PROFILES OF BORROWERS

Because of time constraints we analyzed riskprofile information at only 18 of the 19 schools inour review. Direct Loan recipients display differentacademic, financial, and demographic characteristics.Some of these characteristics can be related to whetherthe recipients repay their loans on time, which hasan impact on schools' needs for Federal capital con-tributions. Also, by analyzing differences betweenontime and delinquent borrowers, 1/ schools canbetter predict borrower characteristics that willmore likely result in a delinquent account.

For the 18 schools, we examined financial aidfiles and registrars' records, and files of admissionsoffices and other campus offices to obtain borrowerprofile information. We then determined frequencydistributions for the total sample and each subsample(ontime and delinquent). We performed tests of signi-ficant difference concerning these characteristicsfor each subsample. This chapter addresses the exist-ing situation at the 18 schools and the characteristicswhich were significantly different between our ontimeand delinquent samples.

SAMPLE CHARACTERISTICS

The universe of ontime and delinquent borrowers,as determined from OE's fiscal operations reports asof June 30, 1977, and records at 18 schools includedin the risk, profile segment of the review, was 13,732

l/Ontime borrowers are those whose repayments have beenmade on schedule. Delinquent borrowers are those whohave missed one or more payments by more than 120 days.Borrowers whose accounts were 1-120 days past due werenot included in our sample because these borrowerscould display attributes of both ontime and delinquentborrowers.
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and 13,397 respectively. / Corresponding sample sizes
were 664 and 667.

The ontime group represented 49.9 percent of the
total sample, and the remaining students were delinquent.
Of those borrowers for whom data was available, demo-
graphic characteristics of the two group- combined
were as follows:

-- Male and female students represented 51.6 per-.
cent and 48.4 percent, respectively.

--White students represented 63 percent; black
students represented 30 percent; and hispanics,
native Americans, and orientals represented 7
percent.

-- The average age of students at the time of their
last Direct Loan was 21 years.

-- Most students came from families of six
members or less, usually with only one member
in college.

-- About 80 percent of the students were single.

--About 75 percent came from two-parent families
living together at the time the student applied
for a loan.

-- Dependent students constituted 54 percent of the
total sample; 26 percent were independent and
the rest were not classified.

--Based on budget categories included on need
analysis forms, students in our sample were as
follows: In-State students residing oncampus (4.
percent), In-State commuter students (44 percent),

1/The reader is cautioned that, although about 50 percent
of the borrowers are delinquent, this does not mean
the delinquency rate is 50 percent because delinquency
rates referred to throughout this report are the result
of dollar calculations (not the number of borrowers).
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Out-of-State students residing oncampus or
commuting (6 percent), and "other" (8 percent).

Some students in our sample received other aidin addition to Direct Loans. For example, 21 percent
received Supplemental Educational Opportunity Grants;
23 percent received College Work-Study; 7 percent
received Basic Educational Opportunity Grants; 6 per-
cent received Guaranteed Student Loans; 25 percent
received State grants; and 9 percent received private
scholarships. We did not analyze students' total aid
packages.

The majority of students had loans which wentinto repayment status between 1970 and 1977--with over
50 percent entering repayment between 1974 and 1977.
About 70 percent of the students were on a quarterly
billing plan. Another 17 percent were billed monthly.
Slightly over 36 percent of the students paid their
first installment on time; whereas 43 percent did
not. We were unable to determine the payment history
of the remaining students. We determined that, as ofJune 30, 1977, 43 percent of the students were actually
on time even though the numbers obtained from OE andschool records indicated 50 percent were on time. Of
those delinquent borrowers for whom information was
available, 41 percent had missed more than three
payments.

BORROWER PROFILES

We developed profiles of the characteristics mostand least associated with Direct Loan delinquency byconsidering both the significance of the difference
between the ontime and delinquent groups on overallfactors and the specific breakdown o characteristics
within the factors studied. The overall factors studied
were demographic, financial, academic, and Direct Loanstatus. Data was collected on several variables for
each factor. Appendix IV describes in detail the
development of borrower profiles.

The following table shows th- characteristics mostand least associated with delinquency.
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Characteristics Characteristicsleast associated most associatedwith delinquency with delinquency

White or oriental Black, hispanic, orSingle native AmericanBeing an in-State Divorced, separated,student or widowedHaving proportionately Being an out-of-Statehigher levels of parental studentincome, educational cost, Having proportionatelyfamily contribution, and lower levels ofassets from summer savings parental income,Relatively higher grade educational cost,point averages and family contribution,scholastic test scores and assets fromSignificantly higher loan summer savingsamounts Lower academic stand-Being on annual repayment ing and failure toplans graduateMaking the first install- Significantly lowerment on time loan amounts
Being on monthly or
quarterly repayment
plans

Not making the first
installment on time

The above description of Direct Loan ntime anddelinquent borrowers portrays general characteristicswhich, based on our analyses of sampled records, exhibita relatively high degree of relationship to loan repay-ment status. When used as general guidelines in conjunc-tion with other factors involved in the Direct Loan Pro-gram, they may provide additional information and insightinto the decisionmaking process.
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CHAPTER 5

SCOPE OF REVIEW
Our review was conducted at Office of Educationheadquarters in Washington, D.C., and at 19 post-secondary educational institutions in 9 States. Theinstitutions visited were four 4-year public, four4-year private nonprofit, five 2-year public, three2-year private nonprofit colleges, and three pro-prietary schools.

We examined student aid files, loan accountledgers, and other documents. Using proforma ques-tions for the management practices portion of ourreview, we interviewed financial aid officials, busi-r:ess officers, and other institutional personnel. Wealso held discussions with OE headquarters officials.

To assess the delinquency ituation at the schoolsin our review, we calculated (according to the OE methodas noted on p. 3) schools' cumulative delinquency ratesat June 30, 1977, and compared these rates with thosecalculated by OE for the 2 pevious years. Also, weperformed correlation analyses between the cumulativedelinquency rates at June 30, 1977, and certain adminis-trative practices at the schools to determine whetheradherence to HEW's due diligence criteria was signifi-cant in minimizing the delinquency rate. In addition,we calculated annual delinquency rates (using themethod noted on p. 16) for the periods ended June 30,1975, 1976, and 1977.

The 19 schools included in our review of institu-tions' management of the Direct Loan Program accountfor about 1 percent of the cumulative outstanding loanvolume since the program's inception.

SAMPLE SELECTION--
INSTITUTIONS AND STUDENTS

Educational institutions were selected on ajudgmental basis, giving consideration to the following:
-- Type of school.

-- Geographic location.
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--Whether the school was receiving new Federal
capital contributions.

Student files were selected using random sampling
techniques. The purpose of our analyses was to identify
student factors (demographic, financial need, academic,
Direct Loan status) which may be indicators of delinquency
and could be useful in identifying a risk profile of
borrowers. Two samples--one for ontime borrowers and
the other for delinquent borrowers--were selected. The
sample sizes were 664 and 667, respectively. Our analysis
focused on identifying characteristics of borrowerr which
differed significantly between the ontime and delinquent
groups.
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CHAPTER 6

AGENCY COMMENTS

On April 12, 1978, we discussed the contents
of this report with Department of Health, Education,
and Welfare officials from the Office of the Secretary
and the Office of Education.

These officials told us that for schools to attain
a self-sustaining revolving fund status, postsecondary
education costs and enrollments would have to remain
stable or schools would have to receive massive
increases in financial aid. Although student aid has
increased, the cost of postsecondary education has
also increased significantly. These HEW officials
said that even if all delinquent Direct Loan accounts
were collected, schools might continue to need Federal
capital contributions.

HEW officials noted that b rrower characteristics
were not included in our correlation analysis of manage-
ment practices and delinquency. They said that a
multivariate correlation analy is of delinquency,
management practices, and borrower characteristics
probably would have shown that borrower characteristics
(see p. 34) have a greater effect on a school's
delinquency rate than do its management practices.
Regarding the borrower characteristics most closely
associated with delinquency rates, these officials,
based on their knowledge of socioeconomic studies,
told us that there could be a high correlation among
factors such as race, dropouts, and employment status.
We agree that this could be true.

Also, they were concerned about our finding that a
positive correlation existed between high delinquency
rates and the use of commercial billing agents. (See
p. 13.) They told us that, in the past, they had
encouraged schools with high delinquency rates to use
billing agents. A similar correlation was found by
the Educational Testing Service study conducted in
the early 1970s. (See page 27.)

Other comments have been incorporated in appropriate
sections of the report.
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APPENDIX I
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The Honorable Elmer B. Staats October 3, 1977Comptroller General of the United StatesGeneral Accounting Office Building
441 G Street
Washington, D.C. 20548

Dear Elmer:

The General Accounting Office report on the National Direct StudentLoan Program, dated June 27, 1977, is of interest to the Senate BudgetCommittee as it prepares to consider the FY 1979 budget. This letteris a request for a further review by the GAO of the status of the NDSLfunds at the institutional level. If, as was intended in the originallegislation, the Federal capital contribution is to be lapsed, thesefunds must move to a revolving status. I am requesting that you conducta survey of a sample of institutions to identify the status of thesefunds and to look at factors that explain the apparent differencesamong nstitutions in establishing a revolving fund. In particular,we are interested In the management practices characteristic of theinstitutions and the risk profile of borrowers that impact on theability to create a revolving fund. We are also interested in deter-mining the delinquency rate and the effectiveness of institutionalcollection activities, since these factors contribute to the size ofthe fund and its ability to achieve revolving status as originallyintended by Congress.

The answers to these questions will be important to the BudgetCommittee's review of education funding during deliberations on theFY 1979 budget resolution.

In order to insure the availability of this information prior tothe Committee's work on the FY 1979 budget, I would like to receive areport from you by January 31, 1978. Our staffs can meet to work outthe details necessary to conduct this survey. Your help in this matterwill be greatly appreciated.

With best wishes, I am

S38urs,
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APPENDIX II APPENDIX II

CUMULATIVE DELINQUENCY RATES AT JUNE 30. 1977.
AND REVOLVING FUND STATUS
FOR THE 9 SCHOOLS REVIEWED

(note a)
Fund Delinquency

School Type Status rate
(note b) (percent)

A 2-year public R-V 78

B 2-year public R-INV 59

C 2-year public NR 53

D 2-year public R-INV 50

E Proprietary NR 42

F 2-year private RV 42

G 4-year private R-INV 34

H 4-year public NR 30

I Proprietary NR 27

J 2-year private R-V 26

K 2-year public R-INV 24

L 4-year public NR 24

N 4-year private R-INV 20

N 2-year private NR 18

0 · 4-year p,-ivate k-V 9

P Propriet. ;i R-V 7

Q 4-year private NR 5

R 4-year public NR 5

S 4-year public NR 5

a/ Computed by GAO using OE's former method (see p. 3.)

yL/ OE has categorized the schools as:
R-V - voluntarily did not request Federal capital contributions
R-INV - requested but did not receive contributions
NR - requested and received contributions
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APPENDIX III APPENDIX III

ANNUAL DELINQUENCY RATES FORTHE 12-MONTH PERIODS ENDED JUNE 30, 1975, 1976, AND 1977

Percentage
Increase increase
(decrease) (decrease)
in rates in rates
fram 1975 from 1975School 1975 1976 1977 to 1977 to 1977(note a) (---------------percent-------------- 

A 84 61 31 (53) (63)
B 46 64 61 15 33
C 31 34 80 49 158
D 44 43 (6) (14)
E 28 33 50 22 79
F 22 18 27 5 23
G 35 35 21 (14) (40)
H 57 98 41 (16) (28)
1 45 63 59 14 31
J N/A 33 27 b / (6) (18)
K 16 20 36 20 125
L 26 19 14 (12) (46)
M 12 35 23 11 92
N 3 5 25 22 733
0 14 11 14 -
P, 15 100 100 85 567
Q 14 N/A ( 6) (43)
R 6 10 12 6 100
5 10O 8 22 12 120

For type of school refer to app. II
Change over a 1-year period

N/A Not available
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APPENDIX IV APPENDIX IV

TECHNICAL APPENDIX

ON RISK PROFILE ANALYSIS

ANALYSIS OBJECTIVE

The purpose of the analysis was to determinewhether a relationship exists in background charac-teristics between students who repay their Direct Loans
(ontime borrowers) and those who do not (delinquentborrowers).

Four primary factors were identified for study:
demographic, financial, academic, and Direct Loan status.Data was then collected on several variables for eachfactor. Demographic data included the sudent's personalcharacteristics, financial data included the student'sand his/her family's financial assets and requirements,the academic factor addressed the student's educational
standing, and Direct Loan status included details onindividual students' loans. The data was collected fromrecords at 18 preselected schools throughout the UnitedStates.

ANALYTICAL AP?ROACH

Differences among sampled groups can be attributedto

--random variation due to sampling rather than
making a 100 percent review of the entire popu-lation, or

-- an underlying, systematic difference mong
the groups.

By applying appropriate statistical techniques, it ispossible to identify those variables whose observed
differences cannot be fully explained by samplingvariation. It can therefore be concluded that those
variables tend to oe related to the subject groups.Our objective was to identify the characteristics ofDirect Loan recipients, if any, which exhibit systematicdifferences between ontime and delinquent borrowers.By evaluating and combining such traits, characteristicsmost and least associated with loan delinquency weredeveloped. We did not perform a multivariate correla-tion analysis to determine how a combination of thesecharacteristics relates to delinquency.
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APPENDIX IV APPENDIX IV

METHODOLOGY

The data was analyzed using two statistical
procedures: the chi-square test of statistical signi-
ficance with related measures of association (cor-
relation), and differences between sample means tests.
Each is designed to measure the degree of relatedness
or dependence of variables. In each case, the dependent
variable was defined as Direct Loan payment status (ontime
or delinquent). The independent variables were the various
characteristics previously cited. The particular statis-
tical test applied depended on how the independent variable
was measured. The results of these tests were then used
to establish whether or not the differences, in each
independent variable, between the groups of ontime and
delinquent borrowers were statistically significant.
"Significance" in this sense means that our -ample dif-
ferences can be projected to the population, there-
fore, concluding that a true difference in the two popula-
tions of loan recipients existed.

STATISTICAL CRITERIA USED

Where sampling is used, conclusions cannot be
reached with absolute certainty. Statistical signifi-
cance is a measure of the probability that a wrong con-
clusion can be made. Specifically, it is the probability
of concluding that there is a difference between the
two groups of borrowers, when in fact, there is no real
difference.

Our analyses are based on the generally accepted
significance level of no more than 5 percent (95 per-
cent confidence level that we have reached the right
decision) with regard to any given variable regarding
ontime and delinquent borrowers. Only those variables
meeting this criteria were considered to be character-
istics serving to distinguish between the two groups.
Variables with a significance level of 1 percent or
less are interpreted as "highly significant," that is,
a high degre- of certainty that the groups do, in fact,
differ. Also, several measures of statistical associa-
tion (correlation) between the borrower groups and other
variables were considered in determining the significance
of relationships.
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APPENDIX IV APPENDIX IV

ANALYSIS RESULTS

Demographic

Only student race showed a highly significant
relationship to loan payment status, with about 80percent of black students delinquent versus 41 percent
of white and 11 percent of oriental students.

The variables, marital status, and student type
(i.e., in-State versus out-of-State) were significant
at the 2-percent level. Divorced, separated, and
widowed students tended to have a higher delinquency rate(68 percent) than single students (50 percent). The 72-percent loan delinquency rate among out-of-State studentswas significantly higher than the 50 percent rate of
residents and commuters.

Characteristics which did not show statistically
significant differences between the ontime and delin-
quent groups were sex, student financial status (inde-pendent or dependent), age, family size, and employment
status at the time the loan was made or at the time ofour analyses. There was, however, a relatively highdegree of cotielation to current 1/ employment status,with 78 percent of the ontime group currently employed
versus only 43 percent of the delinquents. The lack ofa statistically significant difference for employment
status (although there was a high degree of correlation
between current employment status and loan repayment
status) could result from the small number of sampleobservations. It is therefore possible that current
employment status may affect the delinquency rate,but additional research would be required.

Financial 2/

Average parental total income was about $1,400 (22percent) greater, cost o education was $250 (10 percent)

l/"Current" refers to the employment status at the time
the borrower provided the information to the school.

2/Dollar levels are annual amounts.
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APPENDIX IV APPENDIX IV

greater, and family contribution was $290 (32 percent)
greater for the ontime group. In each case the dif-ferenlce was highly significant. There was no signifi-
cant difference between the two groups on student
financial need--the excess of cost of education overfamily contribution--even though there were differences
in the individual components (cost of education andfamily contribution). Apparently, the ontime group'shigher cost of education tends to be offset by the
similarly higher amount of family contribution.

Unmet need is defined as the difference between
financial need and total aid received (that is, need
remaining after all aid has been awarded). Average
unmet need was about $109 for the delinquent group and$64 for the ontime group. However, the results were
not conclusive due to large variations among allstudents and the number of cases where unmet need wasless than zero. The latter situation arises whenfinancial aid received exceeds financial need. The
proportions of delinquent and ontime borrowers withunmet need of less than $1,000 is about equally dis-
tributed. As unmet need increased above $1,000, theproportion of delinquent borrowers increased signifi-
cantly.

The ontime group had significantly higher assets
from summer savings, about $100, or 24 percent, than thedelinquent group. There was no significant difference
between the groups in total aid received.

Academic

Each measure of academic standing showed a highly
significant relationship to loan status, with the delin-quency rate much lower among the more accomplished
students. Over 63 percent of the students who graduated
kept their loan payments current, compared to only 35percent of the nongraduates. The cumulative grade pointaverage was significantly higher in the ontime group(2.7 Versus 2.3). Of the students with grade point
averages of 2.0 or less, 73 percent were delinquent intheir payments. Conversely, of students with averages
over 3.0, only 33 percent were delinquent. Scholastic
aptitude test scores were also significantly higher forthe ontime group (about 34 points higher in the quanti-tative test and 36 points higher in the verbal test).
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APPENDIX IV APPENDIX IV

Direct Loan status

Variables related to individual loans similarly
showed a highly significant relationship to repayment
status. The delinquency rate among borrowers on
monthly and quarterly repayment plans was signifi-
cantly higher (51 percent and 53 percent, respectively)
than those making annual payments (38 percent). The
relationship between delinquency and whether the first
installment was made on tine was even more pronounced.
About 82 percent of the ontime group had made their
first payment on time, whereas only 18 percent of the
delinquent group had done so.

Loans entering repayment status during 1971 or
earlier had a markedly lower delinquency rate (44
percent) than those after 1971 (over 52 percent).
The latter rate could become even higher because some
recent loans would not yet have had time to become
delinquent. This was supported by an additional test
that showed almost 59 percent of the loans entering
repayment status between 1972 and 1974 as delinquent.

Loan amounts were significantly larger among on-
time borrowers. he average amount for the ontime
group (loans made during the latest year) was about
$83 (16 percent) geater, and the total amount loaned,
about $177 (19 percent) greater than those for the
delinquent group.

BORROWER PROFILES

We developed profiles of the characteristics most
and least associated with Direct Loan delinquency by
considering both the significance of the difference
between the ontime and delinquent groups on overall
factors as described in this appendix and the specific
breakdown of characteristics within the factors studied.

Details of these profiles appear on page 34.
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APPENDIX V APPENDIX V

PRINCIPAL HEW OFFICIALS

RESPONSIBLE FOR ADMINISTERING ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office
From To

SECRETARY OF HEALTH, EDUCATION,
AND WELFARE:

Joseph A. Califano, Jr. Jan. 1977 Present
David Mathews Aug. 1975 Jan. 1977
Caspar W. Weinberger Feb. 1973 Aug. 1975
Frank C. Carlucci (acting) Jan. 1973 Feb. 1973

ASSISTANT SECRETARY FOR EDUCATION:
Mary F. Berry Apr. 1977 Present
Philip E. Austin (acting) Jan. 1977 Apr. 1977
Virginia Y. Trotter June 1974 Jan. 1977
Charles B. Saunders, Jr.

(acting) Nov. 1973 June 1974
Sidney P. Marland, Jr. Nov. 1972 Nov. 1973

COMMISSIONER OF EDUCATION:
Ernest L. Boyer Apr. 1977 Present
William F. Pierce (acting) Jan. 1977 Apr. 1977
Edward Aguirre Oct. 1976 Jan. 1977
William F. Pierce (acting) Aug. 1976 Oct. 1976
Terrel H. Bell June 1974 Aug. 1976
John R. Ottina Aug. 1973 June 1974
John R. Ottina (acting) Nov. 1972 Aug. 1973

(104079)
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