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The Basic Educational Opportunity Grant Program has
provided financial eld to needy students, bt often has not met
its legislative goal of being the foundation of financial aid
for needy students. Findings/Conclusions: The Office of
Education has not established adequate controls to guarantee
that information supplied by applicants and parents is accurate.
As much as $24.3 million may have been awarded to ineligible
students. Other basic grants of as much as $117.9 million were
awarded without resolving conflicts in information. Because of
problems in the program's information processing system, the
Office could not provide needed technical assistance to
participating schools and has not determined how postsecondary
schools administer the Basic Grant Program. Recommendations:
The Secretary of Health, Education, and Welfare should direct
the Office of Education to: more accurately estimate basic rant
funding by extensively using the information available from
program experience; provide students with application materials
containing information about the Basic Grant program,
emphasizing its entitlement and student aid features;
periodically assess the effect cf the program's outreach
efforts; improve technical assistance to participating schools
and regularly review them cnsite; require the program to get
data from participa 44 gq schools on students who drop out;
include tests in t lursemvnt process to prevent students
from receiving durl. p 's; and do more to get refunds
from students who ha. from tuition-free schools and
from schools choosing n as the Office's disbursing
agent. (Author/SC)
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CO;MPTROLLER GENERAL OF THE UNITED STATE
WASHINGTON, n.c. 041

B-164031(1)

To the President of the Senate and the
Speaker of the House of Representatives

The Office of Education of the Department of Health,Education, and Welfare is responsible for administering theBasic Educational Opportunity Grant Program, which providesfinancial aid to needy students from low and middle income
families. In many cases, the program has not met itslegislative goal of being the foundation of financial aidfor needy sudents, and the Office of Education needs toimprove program operation.

Because, in tezms of annual appropriations, the BasicGrant program is the Office of Education's largest studentaid program, we made our review to determine if (1) it wasmeeting its legislative goals, (2) verification procedureswere adequate, and (3) it was being administered effectively.

We made our review pursuant to the Budget and Account-ing Act, 1921 (31 U.S.C. 53), and the Accounting and Audit-ing Act of 1950 (31 U.S.C. 67).

We are sending copies of this report to the Director,
Office of Management and Budget, and to the Secretary ofHealth, Education, and Welfare.

Comptroller General
of the United States



COMPTROLLER GENERAL'S OFFICE OF EDUCATION'S
REPORT TO THE CONGRESS BASIC GRANT PROGRAM

CAN BE IMPROVED

D I G E S T

From school years 1973-74 through 1976-77,
the Department of Health, Education, and
Welfare awarded over 3.9 million grants
totaling over $2.9 billion for the Basic
Educational Opportunity rant Program.
The program is meeting one legislative
objective--providing financial aid to needy
students. However, the program often has
not met another legislative goal--being the
foundation of financial aid for needy
studen:s. (See ch. 2.)

The Office of Education and the 19 post-
secondary schools reviewed had problei.s
administering the program.

-- The Office of Education has not established
adequate controls to make sure that the
eligibility information supplied by ap-
plicants and parents is accurate. (See
ch. 3.)

-- The Office has not adequately examined
how the schools carried out the program
or their compliance with legislation and
HEW regulations. (See pp. 32 and 33.)

-- The process used to determine the demand
for Basic Grants has not given the Office
sufficient, timely, and accurate informa-
tion which can be used to evaluate schools'
needs for funds. (See pp. 34 to 36.)

-- Some schools did not follow Basic Grant
refund procedures. Also, no Office of
Education refund policies have been im-
plemented for students receiving grants
who attend tuition-free schools or schools
which choose not to act as the Office's
disbursing agent. (See pp. 37 to 39.)

_.arTfSg . Upon removal, the rportcover e should noted rn. HRD-77-91i ~~~HRD-77-91



During 1974-7, bout 6.5 percent of the
students rece vig grants at the 19 schools
did not meet t program's eligibility
requirements. (These grantees reuceived about
$661,000.)

Awards totaling $3.2 million for an estimated
30.3 percent of the students receiving grants
in 1974-75 were based upon eligibility informa-
tion without resolving other conflicting in-
formation. (See p. 24.)

Because GAO believes the selected schools
represented schools nationwide, about $24.3
million of the $356.5 million awarded may
have been awarded to ineligible students.
Other Basic Grante of as much as $117.9 mil-
lion were awarded without resolving discre-
pancies in eligibility information. (See
p. 25.)

RECOMMENDATIONS

The Secretary of HEW should direct the Office
of Education to:

-- More accurately estimate Basic Grant fund-
ing by extensively using the information
available from program experience.

-- Provide students with application materials
containing information about the Basic
Grant program, emphasizing its entitlement
and student aid features.

--Periodically assess the effect of the pro-
gram's outreach efforts, to determine
whether students know about the program
before they enroll in postsecondazy scnools.

-- Improvt technical assistance to participat-
ing schools and regularly review them on-
site.

-- Require the program to get data from par-
ticipating schools o students who drop
cut.
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-- Include tests in the disbursement process,
to prevent students from receiving duplicate
payments.

-- Do more to get refunds from students who
have withdrawn from tuition-free schools
and from schools choosing not to act as the
Office's disbursing agent. A first step
would be to promptly issue the regulations
establishing a Basic Grant refund policy
covering students at such schools.

--Use one or a combination of several ways
of verifying applicants' information. (See
p. 27.)

AGENCY COMMENTS

HEW greed that a number of improvements are
needed in the Basic Grant program but said
it has too little staff to make such improve-
ments. HEW said that the report ocuses on
the 1974-75 school year--the program's second
year. At that time the Office f Education
and the postsecondary schools wer, "learning"
and that since that time improvements Lve
been made. (See app. I.)
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GLOSSARY

Financial need The difference between the cost of attending
postsecondary education and the amount the
student and family can be expected to pay.

Need analysis The process of assessing a family's ability
to meet the costs of postsecondary education.

F.nancial aid The person at a postsecondary institution
officer whose task is to meet the financial need of

each student using the various types of fi-
nancial aid available.

Financial aid A compilation of the various types of fi-
package nancial aid available from Federal and State

,Jrograms, private and institutional scholar-
ships and loans and grants which the financial
aid officer uses to meet each student's need.

Processing The American College Testing Program, the
contractor Basic Grant program's contractor for processing

students' applications and determining their
eligibility for the program.

Alternate The process by which students receive awards
disbursement directly from the Office of Education if
syistem they attend schools which choose not to act

as the Office of Education's disbursing
agent.

Frequency A grouping of the possible values of a vari-
distribution able into broader classifications to indicate

the frequency with which the values in a
particular interval occur.



CHAPTER 1

INTRODUCTION

Each year, millions of students in the {V ited Statesexperience difficulty meeting the increasing osts of post-secondary education. Many families cannot afford to sendtheir children to the school of their choice or, for thatmatter, to any postsecondary educational institution. To
help defray these costs, various Federal, State, institutional,and private financial aid programs have been established.

In recent years, the Federal Government has been a majorsource of such assistance. The estimated Federal contributionfor student financial aid for fiscal year 1975 was $4.5 bil-lion compared to $1.2 billion from State and private sources.The Federal contributions were funded under programs of theOffice of Education OE) ($2.3 billion), Veterans Adminis-tration ($1.6 billion), Social Security Administration
($0.5 billion), and other agencies ($0.1 billion).

OE, within the Department of Health, Education, andWelfare (HEW), sponsors six major student aid programs

--Basic Educational Opportunity Grants (Basic Grants),

-- Supplemental Educational Opportunity Grants (Supplemental
Grants),

-- College Work-Study,

-- National Direct Student Loans (Direct Loans),

--Guaranteed/Federally Insured Student Loans (Guaranteed
Loans), and

-- State Student Incentive Grants.

Funds for these six programs are distributed on thebasis of need to students enrolled in a wide range of post-
secondary institutions, including colleges; universities;community and junior colleges; vocational, technical, andbusiness schools; and hospital schools of nursing.

The Basic Grant program is described in detail startingon page 3. Summaries of authorized activities, eligibility
criteria, and funding levels for OE's six major student aidprograms are included in appendix II.
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Three of the programs--Supplemental RGants, College Work-
Study, and Direct Loans--are referred to collectively as the
campus-based programs because they are administered by finan-
cial aid officers at postsecondary schools. Supplemental
Grants, authorized by section 413 of the Higher Education Act
of 1965 (20 U.S.C. 1070b) (Supp. IV 1974), are intended to
assist students who demonstrate exceptional financial need
and who, without such aid, could not reasonably expect to
enroll in postsecondary education. The College Work-Study
program, incorporated into section 441 of the Higher Education
Act of 1965, as amended (42 U.S.C. 2751) (Supp. III 1973), is
intended to promote part-time employment of students needing
funds to continue attending postsecondary institutions. The
basic requirement for a student's participation in the pro-
gram is demonstrated financial need, but preference is to be
given to those students with the greatest financial need. The
Direct Loan program, incorporated into part E, title IV, of
the Higher Education Act of 1965, as amended (20 U.S.C.
1087aa-ff) (Supp. IV 1974), makes low interest, long-term
loans available to qualified students needing financial
assistance.

The Guaranteed Student Loan program was authorized by
section 421 of the Higher Education Act of 1965 (20 U.S.C.
1071) (Supp. IV 1974). Its major objective is to provide funds
to eligible students who wish to boLrow money to finance part
of their educational costs. Students obtain long-term loans
directly from banks or certain other participating lenders.
Guaranteed loans are insured by either the Federal Government
or a St&te or private nonprofit guaranty agency.

The State Student Incentive Grant program, authorized by
the Higher Education Act of 1965, as amended (20 U.S.C. 1070c),
is to assist States and territories to initiate or expand grant
and scholarship programs for postsecondary education students
having substantial financial need. Each State agency selects
grant recipients using financial need criteria established
annually by that State and approved by OE.

Veterans Administration educational assistance programs
provide financial aid to veterans and their eligible dependents
for school and living expenses. The Social Security Adminis-
tration helps meet the educational expenses of children of
retired, disabled, or deceased parents who qualiiy for social
security benefits. Unlike OE programs, the amount a student
may receive under these programs is not adjusted on the basis
of need.
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ANALYSIS TO DETERMINE STUDENT FINANCIAL NEED

The basic premise of OE student aid programs is that
students and their families are primarily responsible for
the cost of postsecondary education. Therefore, a family's
ability to meet these costs must be assessed--a process
referred to as need analysis. For purposes of OE programs,
except the Basic Grant program, the extent of a student's
need can be determined by any of several approved systems.
The three major OE-approved systems of need analysis are (1)the College Scholarship Service system, (2) the American CollegeTesting Program system, and (3) the Basic Grant system. Asindicated the Basic Grant program has a separate need analysis
system. The authorizing legislation for Basic Grants requires
OE to annually develop a family contribution schedule, whichis a formula for measuring the financial strength of the
students and their families.

Financial aid officers a postsecondary schools are re-
sponsible for helping students meet the cost of educationwith the resources available at the school. A student's
financial need is the difference between the cost of post-
secondary education and the family's and student's abilityto meet that cost. To meet a student's need, the aid officer
usually develops a financial aid package which includes var-
ious types of grants, scholarships, loans, and work-study
funds available from Federal, State, private, and institu-
tional sources.

PROGRAM DESCRIPTION AND FUNDING

Title IV-A of the Higher Education Act of 1965, as amended
(20 U.S.r. 1070a), authorized the Basic Grant program. Admin-
istered by OE, it is intended to make postsecondary education
available to all eligible students. It is designed to assist
students in cortinuinq their postsecondary education and is in-tended to be the "foundation" or starting point for packaging
aid for needy students. The program provides students with
grants that are considered "entitlements," that is, financial
assistance for any who qualify. Unlike a loan, the grant doesnot have to be repaid if the student attends the school duringthe entire academic period for which the grant was made. The
grants are intended to be supplemented by other Federal student
aid programs, such as Supplemental Grants, Work-Study, and
Direct and Guaranteed Loans.

Although the Basic Grant program has completed only itsfourth year, expenditures have increased over 30 times--
from $49 million for academic year 1973-74 to an estimated
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$1.5 billion for 1976-77. During the same period the number
of students receiving Basic Grants has risen from about
185,000 to an anticipated 1.9 million. Details of appropria-
tions, expenditures, and number of recipients are shown in
appendix III. In terms of annual appropriations, the program
is OE's largest student aid program. The Education Amendments
of 1976 extended the program through September 30, 1979.

Eligibility requirements

Scholastic ability does not bear on a student's eligi-
bility for a Basic Grant. The amount of each Basic Grant is
adjusted in accordance with the student's need. The program's
authorizing legislation stipulates that no Basic Grant can
exceed one-half of the cost of education and must be used solely
for educational purposes. The funds may be used for tuition,
fees, room, board, books, supplies, and miscellaneous expenses.
At the time of our review, to receive a Basic Grant a student
had to be enrolled in an eligible program at an eligible in-
stitution.

An eligible program was one which offered training that

-- led to a degree or certificate,

--was of at least 6 months duration, and

-- admitted as regular students only those persons having
a certificate of graduation from school providing
secondary education or the recognized equivalent of
such a certificate.

The term "institution of higher education" is defined
by law (20 U.S.C.A. 1141(a) (West Supp. 1977)) which provides
that, among other things, (1) the institution be legally au-
thorized within the State to provide postsecondary education
and (2) be accredited by a nationally recognized accrediting
agency or provide satisfactory assurance that it will meet
accrediting standards within a reasonable period of time. The
determination of an individual institution's eligibility
under all OE student financial aid programs is made by OE's
Division of Eligibility and Agency Evaluation in the Bureau
of Higher and Continuing Education.

According to the Basic Grant handbook, during the 1974-75
academic year, an eligible student was one who

-- enrolled full time in an eligible program at an
eligible postsecondary institution,
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--began postsecondary education after April , 1973,

-- was a U.S. citizen or intended to become a permanent
resident, and

-- demonstrated financial need according to the Basic
Grant formula.

For the 1975-76 academic year, students enrolled on at
least a half-time basis became eligible. The April 1, 1973,
restriction was removed for academic year 1976-77.

Application and award process

Students can learn about the Basic Grant program through
outreach efforts by OE, high schools, and postsecondary
schools. Applications are available at schools, public libra-
ries, and other locations. The student forwards the completed
application to the American College Testing PrJgram, OE's
central processing contractor for the program. The contractor
uses the Basic Grant family ontribution schedule to de ermine
the applicant's financial need. The family contribution
schedule is updated annually by OE and reviewed by the ongress.

The formula for determining the expected family contribution
considers

--family or student income (including all social security
benefits and one-half of Veterans Administration educa-
tional benefits);

--student and family assets;

-- unusual medical and dental expenses and casualty
losses;

--family size; and

-- number of family members enrolled in postsecondary
education.

For determining the expected family contribution, income
receives the most weight in measuring financial strength.

Two formulas--one for applicants dependent on their fami-
lies and one for self-supporting (independent) applicants--
are used to compute the expected family contribution. The
formula for dependent applicants considers income, assets,
and other factors for the parents as well as the student,
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whereas i · forrmula for self-supporting applicants considers
only the st,'dent's (and, if applicable, spouse's) income,
assets, and other factors.

A student eligibility inde., representing the student's
and/or family's expected contribution toward the costs of
postsecondary education, is used to determine the amount of
a student's Basic Grant award. An eligibility report containing
the index is sent to the applicant. The applicants take their
eligibility reports to a inancial aid officer at the school
they select, and the aid officer determines the award amount
from an OE payment schedule which shows varying costs of at-
tendance and levels of expected family contribution. The
school either pays the student, credits the student's account,
or uses a combination of both systems. At schools which choose
not to act as OE's disbursing agent, students receive their
awards (payment) directly from OE.

Funding rocess at participating
institutions

The terms of agreement between the institution and OE
establish the institution's participation in the Basic Grant
program. Once the agreement has been signed, the institution
receives an initial authorization against which it can draw
funds. The initial authorization is an estimate of the funds
required to make payments to students for the first academic
term.

Because participating institutions act as OE's disbursing
agents for Basic Grants and all eligible students are entitled
to rceive Basic Grants, theamount of funds required by each
irstitution depends on the actual Basic Grant demand at the
institution. A school's initial authorized funding is revised
by means of progress reports forwarded to OE. These reports,
which show information concerning actual expenditures to date
and estimated expenditures for the remainder of the year, are
used as a basis for making required adjustments. Additional
details regarding the progress reporting system are discussed
on pages 34 to 36.

SCOPE OF REVIEW

We made our review at OE headquarters in Washington,
D.C.; the American College Testing Program, Iowa City, Iowa;
and 19 selected postsecondary schools including five 4-year
public schools, five 4-year private schools, three 2-year pub-
lic schools, three 2-year private schools, and three private,
vocational-technical schools. The schools were chosen to get
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a geographically representative mix by type of institution
and by extent of participation in Fderal student aid programs.
The criteria we used to select schools to be reviewed are
discussed in appendix IV.

We evaluated whether the program was meeting its objec-
tive of providing eligible students with a foundation o'financial aid to help defray the costs of postsecondary euca-
tion. We reviewed legislation regarding the Basic Grant
program and policies, procedures, and regulations concerniig
program implementation and operation.

We also discussed the progranm with OE officials; officialsresponsible for processing applications; and officials at post-
secondary institutions, high schools, selected student aidassociations, and need analysis firms. This included both the
American College Testing Program and the College Scholarship
Service. We assessed OE and school administration of the
Basic Grant program and verification procedures involving
the accuracy of applicant-supplied eligibility information.
We did not review OE's administration of the Basic Grantalternate disbursement system (system of direct disbursement
to students).

We used random samples of Basic Grant recipients at eachof the 19 schools reviewed (see app. V) to develop informa-tion needed for evaluating various aspects of program opera-
tions. Also, we sent questionnaires to 1,192 randomly selected
students to determine the extent of OE and postsecondary
school outreach efforts. (See ch. 2.)
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CHAPTER 2

EXTENT TO CH THE PROGRAM IS

MEETING LEGISLATIVE INTENT

The Basic Grant program is meeting one legislative objec-
tive--providing financial aid to needy students. We noted
that 76 percent of a randomly selected group of 1974-75 Basic
Grant recipients came from families having incomes of less
than $9 ,000--illustrating the program's orientation to low and
middle income families. The program, however, has not in many
cases met another legislative goal of providing a foundation
for packaging financial aid for needy students, primarily be-
cause the amount of funding available for Basic Grants had not
been determined in time for aid officers to begin packaging
aid with Basic Grants.

Generally, data available to OE shows that outreach ef-
forts by OE, high schools, and postsecondary schools have
reached needy students. However, 37 percent of the students
responding to our questionnaire on Basic Grant publicity were
unaware of the program before enrolling in postsecondary insti-
tutions. Although the program's outreach efforts have been
quite successful, OE could improve these efforts by providing
students with information placing greater emphasis on the pro-
gram's entitlement and student based features.

To improve the program's objective of being the founda-
tion of student aid, OE needs to do a better job of estimating
the demand for Basic Grants. OE officials told us that improv-
ing the timeliness in providing Basic Grant funds to institu-
tions depends upon timely appropriations. They stated that
the Education Amendments of 1976 allow them to automatically
carry over unexpended funds (up to 15 percent of their appro-
priation) to the subsequent year and said that this provides
OE with sufficient flexibility to deal with problems of under-
or overexpenditures during a year.

PROFILES OF BASIC GRANT RECIPIENTS SHOW
PROGRAM IS REACHING TARGET POPULATION

As part of our effort to develop profiles of recipients
and to determine whether grants were made to financially needy
students from low and middle income families, we selected, at
random, records for 2,602 Basic Grant awardees for the 1974-75
academic year--1,179 records for dependent students and 1,423
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records for independent students. 1/ We summarized certain
socioeconomic characteristics of ' is group, such as family
income and assets, household size, and age of the recipients,
using frequency distributions and averages.

The following table shows that 76 percent of the com-
bined independent recipients' and the dependent recipients'
families in our sample had incomes of less than $9,000--
illustrating the program's orientation to low and middle
income families.

Income
categories Number in sample Percent

$ 0 - $ 5,999 1,758 52
6,000 - 8,999 471 24
9,000 - 11,999 256 16

12,000 and over 117 8

Total 2,602 100

The percentages are weighted based on the proportion of
the total dependent and independent recipients. About 81 per-
cent, or 11,959 (see note 1 below and a V), of those in
our sample were considered dependent on teir parents for
financial support. The typical dependent grantee was 20 years
old, single, and from a household having five family members.The families of these recipients had an average annual income
of $6,840, net assets of $5,960, and a home with a net value
(fair market value less indebtedness) of $7,790.

The remaining 19 percent, or 2,914 (see note 1 below
and app. V), of the recipients in our sample were considered
independent of their parents. The typical independent grantee
was 27 years old and from a household having three family
members. These grantees had an average annual income of
$3,100 and net assets of $130. Only 10 percent were home-
owners. Appendix VI provides more detailed profiles of
the dependent and independent recipients at various grant
levels.

1/These records represented subsamples selected from our
larger samples of 11,959 dependent and 2,914 independent
records. (See app. V.)
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OUTREACH EFFORTS HAVE ATTRACTED
POTENTIAL APPLICANTS

The Basic Grant program differs from most federally
sponsored student aid programs in that it is student based
rather than institution based; that is, the institutions may
exercise discretion in awarding Basic Grant funds only if
the amount of the grant for a given academic year is deter-
mined to equal less than $200. Under the Basic Grant pro-
gram:

-- The applicant chooses to participate in the program
and applies to O through the processing contractor
rather than through the scbhc!.

-- Award amounts are determined by a :-rm OE payment
schedule rather than by the indii schools.

To inform potential applicants of the Basic Grant program,
including eligibility criteria and procedures for obtaining
grants, OE and postsecondary and high schoils have engaged
in an extensive outreach program. OE:s efforts have included
(1) dissemination of applications and other information to
students, high schools, postsecondary schools, and libraries;
(2) radio and television announcements; and (3) training
workshops for high school guidance counselors and financial
aid and fiscal officials at postsecondary schools. From the
program's inception through fiscal year 1976, OE expenditures
for these efforts have totaled about $5.4 million.

Most schools we visited informed potentially eligible
students of the availability of grants through school cata-
logs, newspapers, flyers, letters, bulletin board notices,
counseling sessions with students and parents, and the dis-
tribution of Basic Grant applications and other materials.

In order to determine the extent of OE and postsecondary
school outreach efforts, we randomly selected and sent ques-
tionnaires to 1,192 freshmen and sophomore students at the 19
pcstsecondary schools visited and at California Business
College, which we did not visit. Of the 1,192 sudents, 816
(68 percent) responded. About 71 percent indicated awareness
of the program before our survey. About 37 percent first
heard of the program after enrolling in postsecondary insti-
tutions. Thus, while outre.:-h efforts have been effective,
they apparently do not reach some students before they decide
to obtain postsecondary education.

Of the students who could recall the source of their
information about the program, the most freqent responses
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were--high school counselors (34 percent), friends (23
percent), media (20 percent), and financial aid officers
(12 percent). Awareness of the Basic Grant program ranged
from 3 percent for students whose family income was below
$5,000 to 63 percent for students whose family income was
$15,000 and over. About 92 percent of the respondents who
received 1974-75 grants and about 93 percent of respondents
who received 1975-76 grants had family incomes of less than
$15,000. Thus, our survey indicates that Basic Grants are
awarded to students from low and middle income families.

During the Basic Grant program's first 2 years, the
appropriations exceeded the demand. Some financial aid
experts from the College Scholarship Service and HEW believe
the failure of HEW to use existing student aid delivery sys-
tems, such as State agencies and the major need analysis
firms, contributed to underJtilized funds. However, in 1975-76
the demand for funds exceeded expectations, and we assume
that increased emphasis on outreach contributed to the 350-
percent increase in the number of Basic Grant applicants
between academic years 1973-74 and 1975-76. Undergraduate
recipients at the 19 schools we visited increased from an
average of 3 percent of the student body in academic year
1973-74 to 9 percent in academic year 1975-76.

A 1976 report on Student Financial Aid Problems, issued
by the College Entrance Examination Board, stated that

-- most students were only vaguely aware of the nature
and scope of the Basic Grant program,

--few understood its entitlement features, and

--many believed financial aid officers controlled,
calculated, and awarded Basic Grants.

The report was prepared following a series of hearings con-
ducted at 32 public and private, nonprofit postsecondary
institutions in 7 States nationwide. In all, 250 students
representing over 150 institutions provided their vi,.ws
on a wide variety of student financial aid problems. The
report suggested that inadequate information was probably
the most important factor contributing to students' confusion
about the program.

In contrast to student views, our review showed that most
high school and postsecondary school officials believed that
OE's outreach program adequately disseminated Basic Grant in-
formation. However, they said the program could be improved if
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-- applications were distributed earlier to high schools
so that students were aware of their eligibility before
deciding upon a postsecondary school and

-- training workshops conducted by OE for school officials
were less repetitive from year to year, were directed
at schoo. administration of the program and at annual
changes in program requirements, and were structured
to meet the needs of both new and experienced aid
officials.

For the 1976-77 academic year, OE distributed applica-
tions in January 1976. An OE program official told us that
OE could distribute applications before January but that the
program's requirement for reporting actual income, as opposed
to estimated income, precludes this since actual data on
wages, salaries, and other income is not available until
January.

OE program officials told us that comprehensive training
had been conducted during the Basic Grant program's first few
years to enhance aid officers' and high school counselors'
understanding. They also said that workshops held in the
spring of 1976 were geared to the needs of new and experienced
aid officials and that, hereafter, workshops would be struc-
tured along the same lines. They said some training sessions
would be held for nontraditional institutions (correspondence
schools, schools of nursing, and proprietary schools).

WHY BASIC GRANTS HAVE NOT BEEN THE
FOUNDATION OF FINANCIAL AID PACKAGES

The Congress intended Basic Grants to be the first source
of aid, after which other discretionary sources (Supplemental
Grants, Direct Loans, College Work-Study, etc.) would be used
if necessary. However, the lack of a coordinated aid delivery
schedule and problems in estimating the demand for program
funds had precluded this goal from being achieved.

Although the Basic Grant program's appropriation for
any given fiscal year is for use in the succeeding academic
year, historically the amount of funding available for Basic
Grants had not been etermined in time for financial aid
officers to begin packaging student aid with Basic Grants.
Aid officers have been forced to estimate grants or defer
consideration of them until the amount of funding had been
established. When consideration of grants is deferred,
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the grant will generally not be the foundation of studentaid because aid officers will use other Federal and State
aid programs to develop aid packages.

If Basic Grants are not available in time t be thefoundation of aid packages, students may not be able to meet'heir educational costs or they may require more aid from:her Federal student aid programs. Students who do notjalify for Basic Grants but who qualify for the otherFederal aid programs may not get the other aid if it has beenawarded to students who would have qualified for Basic Grants.

HEW agreed that Easic Grants were frequently not thefoundation of a student's financial aid package in the pastbut said that this situation had changed so that now most
institutions and State scholarship agencies require students
to file for a Basic Grant before they are onsidered for otheraid. Also, recently proposed regulations or the campus-basedprograms require schools to consider Basic Grant eligibilitybefore awards under campus-based programs are made.

OE program officials told us that the recent congression-ally granted automatic adjustment authority which allows them
co carry over to the subsequent year unexpended funds up to 15percent of the current year's appropriation provides them withsufficient flexibility to deal with problems of under or over-expenditures.

Process for developing Basic Grant funding

The Higher Education Act of 1965, as amended (20 U.S.C.A.1070a(a)(3) (West Supp. 1977), reauires the Commissicner ofEducation to provide the Congress with family contribution
formulas to be used for determining students' eligibility forBasic Grants. Through academic year 1976-77, the formulas hadto be submitted to the Congress by February 1 and approved byMay 1 of the academic year for which the formula was to be ef-fective. The Education Amendments of 1976 changed these re-spective dates to July 1 and October 1 of the year precedingthe academic year for which the formula was to be effective.

Following congressional approval of the formulas, OEattempts to match funiing authorizations with i estimates
of total demand for grants, considering such factors as studentenrollment at various income levels, the cost of education,and changes in the approved formulas. OE then develops apayment schedule which provides financial aid officers withgrant amounts at various educational cost and eligibility
index levels.
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OE's recommended family contribution formulas for acade-
mic years 1974-75 and 1975-76 were provided to the Congress
which took no subsequent action to adopt a resolution of dis-
approval prior to the statutory deadlines. However, OE did
not provide aid officers with the payment schedule until
May of each year. An OE program official attributed the
delay to inaccurately estimating the demand for funds and the
resultant need for congressional action to reestablish pro-
gram funding levels for the upcoming year based upon actual
demands for the preceding year. He said congressional action
was necessary to permit unused funds resulting from lower
student demands (for grants in academic years 1973-74 and
1974-75) to be carried over into the next fiscal year.

For academic year 1975-76, OE underestimated the demand
for Basic Crar-. That required the Congress to approve a
supplemental appropriation. Since financial aid packaging is
normally completed in the spring preceding the start of an
academic year, aid officers had to either estimate Basic
Grants as part of aid packages or exclude them and use other
sources of aid. According to an OE program official, the
problem of estimating demand has been complicated by the an-
nual changes in postsecondary enrollments, educational costs,
number of independent students, and changes in Basic Grant
eligibility requirements. For tl:re, in academic year
1973-74, only freshmen were eligible. Sophomores were added
in 1974-75, juniors in 1975-76, and seniors in 1976-77. Stu-
dents enrolled on at least a half-time basis becamne eligible
in 1975-76.

Of the 19 postsecondary schools we visited, 10 estimated
grants and 9 deferred awards until payment schedules were avail-
able. In most deferral cases, since aid packages were devel-
oped from other sources, Basic Grants were not the foundation
of student aid. After Basic Grant amounts were determined,
student aid packages had to be adjusted; sometimes other aid
was reduced to avoid aid packages which exceeded students'
needs.

In its 1975 final report, the National Task Force on
Student Aid Problems, representing more than 26 educational
associations and organizations, recognized the lack of syn-
chronization between the Basic Grant program and the calendar
for packaging student aid. According to the task force, the
dates for availability of applications and the start of pro-
cessing for Basic Grants were inconsistent with the program's
objective of being the foundation of student aid. The task
force recommended that (1) a coordinated student aid delivery
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schedule be adopted and (2) a common base year be established
for collecting family financial information for all need-based
student aid programs. Specifically, the report suggestedthat

--Basic Grant applications be available in the September
preceding the academic year when the grants would be
used,

--family financial information for all student aid pro-
grams be collected for the calendar year preceding
fall enrollment,

--a11 aid programs use estimates of family financial
information to make tentative award announcements
to students, and

-- data be verified and award adjustments be made before
aid funds are disbursed to students.

In recommending a coordinated aid delivery schedule, the
task force recognized the need for changes in legislation.
Since those changes could take a long time, the task force
offered a compromise calendar which suggested Basic Grant
applications be available by January 1 of the academic year
when the grants would be used. The task force also stated
that funds have not been appropriated and allocated soon
enough to assure the most effective distribution of financial
aid among students.

The Education Amendments of 1976 (20 U.S.C.A. 1070(b)
(4)(A) (West Supp. 1977)) established an automatic carryover
provision for Basic Grant funds. By eliminating the need for
OE to annually obtain congressional approval for carryover,
this change should improve the program's delivery schedule
and funding. The amendments did not change applicant eligi-
bility requirements. That should bring some stability to
the program.

Because the program has completed its fourth year and now
has accumulated a large amount of information from program ex-
perience, OE should be more able to accurately estimate the de-
mand for grants. The program director told us that OE will con-
tinue to have problems in estimating the demand for Basic Grants
because of changes in factors cited on page 14, but that the
recently granted automatic adjustment authority will help OE
to provide funds to institutions in a timely fashion.
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In February 1977, the program director told us that the
Basic Grant program had reached a tentative agreement with
other groups in the financial aid community on a coordinated
delivery schedule, common data collection, and a common
base year for collecting financial data. Implementation of
the agreement is scheduled for academic year 1978-79.

CONCLUSIONS

The Basic Grant program appears to be accomplishing its
goal of assisting financially needy students. Also, OE ef-
forts to publicize the program have generally been successful
in making students aware of the program. However, 37 percent
of the respondents to our questionnaire were unaware of the
program before enrolling in a postsecondary institution.
OE could improve these efforts by providing students with
information emphasizing the program's entitlement and student
based features. Moreover, OE needs to periodically assess
the program's outreach efforts to determine the impact of
these efforts on the student's decision to enroll in post-
secondary education.

Problems in estimating the demand for Basic Grant funding
and the lack of a coordinated aid delivery schedule had kept
the program from being the foundation of student aid as the
Congress intended. If Basic Grants are not available in time
to be the foundation of student aid packages, students may not
be able to meet their educational costs or they may require
more aid from other Federal student aid programs. Also, stu-
dents who do not qualify for Basic Grants but who qualify for
other types of aid may not get this other a if such aid has
been awarded to students who ould have qualified for Basic
Grants. Whenever the Basic Grant is not the foundation of the
aid package, aid officers will have to repackage aid to adjust
the previously estimated grant amount or add tha grant to the
aid package when Basic Grant aid becomes available. OE pro-
gram officials told us that the recent congressionally granted
automatic adjustment authority to the Basic Grant appropria-
tion should provide them with sufficient flexibility to expe-
ditiously deal with those problems which occur during any year
when either under- or overexpenditures occur. Also, since
the amendments did not change applicant eligibility require-
ments, they should bring some stability to the program.

Nevertheless, we believe better use could be made of
existing information derived from program experience to im-
prove estimates for needed funding.
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RECOMMENDATIONS

We recommend that the Secretary of HEW direct the Com-
missioner of Education to improve the accuracy of estimates
for Basic Grant funding by more extensive use of information
available from program experience.

We also recommend that the Secretary direct the Commis-
sioner to provide;students with application materials con-
taining information about the Basic Grant program with greater
emphasis on its entitlement and student based aid features.
Moreover the Commissioner should periodically assess the im-
pact of the program's outreach efforts to determine whether
students are aware of the program before they initially enroll
in postsecondary education.

AGENCY COMMENTS AND OUR EVALUATION

HEW concurred with the need to improve the accuracy of
Basic Grant funding estimates and is initiating numerous
actions designed to provide program data in support of cost
estimates. To improve the accuracy of funding estimates, HEW
plans to merge applicant and award recipient files for 1975-76
and 1976-77 and review and update the data base used to pro-
ject program costs. However, HEW said that there are a number
of essentially subjective factors affecting the accuracy of
cost estimates and that, although using program experience
is a valid means of estimating costs, it will not remove all
elements of risk from the estimation process. (See app. I.)

HEW did not agree that students should be provided addi-
tional information which emphasizes the program's entitlement
and student based features. It has provided a Student Guide
containing this information to all high schools and postsec-
ondary schools and included the guide with 1977-78 application
materials. We believe that the Student Guide, which became
available in May 1977, provides valuable information about
OE's student aid programs. It does not, however, emphasize
that the Basic Grant program is an entitlement program, and
that the program is student based and, therefore, financial
aid officers do not determine their grant awards.

Although HEW agreed that a separate assessment of the
program's outreach efforts might be useful as part of a com-
prehensive assessment of the management effectiveness of
the program, it did not believe that it is necessary or that
it is the best use of limited staff resources. They said that
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OE is working with two major need analysis services in the
development of an early notification system to inform high
school students (in the eleventh grade or lower) of their
potential eligibility for all types of student aid resources.

Considering OE's $5 million expenditure for program out-
reach efforts and the concerns of students who responded to
our questionnaire who were unaware of the program, we be-
lieve the Commissioner of 03 should determine te effective-
ness of these efforts and whether the outreach efiorts need
to be modified. The results of such an assessment should be
useful not only to HEW but also to the Congress to determine
whether the program is serving all eligible students.
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CHAPTER 3

NEED FOR IMPROVED PROGRAM CONTROLS

Our teats at 19 participating postsecondary schoolsshowed that about 6.5 percent of the 15,572 Basic Grant recip-ients in 1974-75 who received a total of about $661,000 hadnot met the program's eligibility requirements. Also, awardstotaling $3.2 million for about 30.3 percent of the 15,572recipients were made without resolving conflicting informationin the aid files.

Based on the experience at these schools, which we judg-mentally selected to include a variety of the schools partici-pating in the Basic Grants program, about $24.3 million ofthe total $356.5 million awarded (excluding amounts awardedthrough the alternate disbursement system) may have beenawarded to ineligible students. Although our sample schoolsmay not be totally representative of all schools participatingin the program nationwide, we believe that the criteria weused (see p. 58) provided sufficient coverage of the varioustypes of schools in the program to indicate that the problemsnoted were not restricted to the schools we visited. We alsoestimate that awards totaling $117.9 million were made eventhough Basic Grant eligibility information conflicted withother information in the files. We were unable to determinewhether the Basic Grant information or the other informationin the aid files was incorrect. However, the significanceof these inconsistencies is that awards for some types of
aid were based on erroneous information and could thereforehave resulted in miscalculated awards.

To better insure that Basic Grants are awarded only toeligible students and to minimize potential miscalculation ofawards, OE needs to

--strengthen its program to verify applicant information
(see p. 25) or

--require participating institutions to request verifyinginformation on a sample basis.

IMPROVEMENTS NEEDED IN
VERIFICATION OF BASIC
GRANT APPLICATION DATA

Of the 19 schools we visited, 13 did not verify appli-cant information and 6 attempted some verification. Whilethe procedures and the extent of effort varied from school to
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school, at the schools which performed verification, the per-
centages of ineligibles and potentially miscalculated awards
were lower than at those schools which did not verify. For
example, the average percentages of neligibles at schools
performing verification and at schools not performing verifi-
cation were 5.9 and 7.8, respectively. Comparable percentages
of discrepancies in reported information at these schools were
16.9 and 25, respectively.

The Higher Education Act of 1965, as amended (20 U.S.C.
1070a(b)(2)), and program regulations authorize the Commis-
sioner of Education to request the applicants or their parents
to pr)vide any documents, including copies of the applicant's
and parents' Federal income tax returns, necessary to verify
information on the application. According to an OE program
official, except in two validation efforts (see p. 25), in-
dividual tax returns have never been requested. He said OE had
not requested the information during the program's first year
(1973-74) because OE was more concerned with implementing the
program and because insufficient staffing precluded them from
such an effort. However, he stated that the verification issue
had been considered early in calendar year 1974, the final
decision being to enter into the initial validation contract.

Basic Grant program regulations and other guidance have
not required the application processing contractor or post-
secondarv# institutions to verify applicant iormation. The
processing contractor is to calculate the applicant's eligi-
bility index from the information on the application. OE
program officials said the contractor is not allowed to re-
quest other verifying information because OE views proces-
sing and verification as separate functions. These officials
told us that checks are built into the processing system to
detect inconsistencies in reported information and incomplete
information. They also told us that processing time would be
lengthened by requiring the processing contractor to verify
applicant- and parent-supplied information.

The financial aid officer is in a good position to review
financial information submitted by applicants and their parents.
The student's aid file usually contains the school's aid appli-
cation, the Basic Grant student eligibility report, and the
results of a need analysis performed by the American College
Testing Program, the College Scholarship Service, or others.
At some schools, the files also contain verifying information,
such as copies of income tax returns and welfare reports.
Therefore, aid officers usually have the documents necessary
to detect inconsistencies in applicant information for
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independent students and in applicant- and parent-supplied
information for dependent students.

Program regulations and institutional agreements allow
schools to rely on applicant-supplied information in deter-
mining eligibility. OE program officials told us they do not
have the authority to require schools to verify Basic Grant
applicant information.

A September 30, 1976, OE letter to financial aid officers
provides that, if a discrepancy in applicant information is
suspected, the officer should first ask the student to clarify
the information. If the discrepancy cannot be resolved, the
grant should be awarded and the case reported to OE for reso-
lution. If the officer has indisputable proof of erroneous
information, he may withhold payment of the grant and attempt
to resolve the matter with the student and, if that fails,
send the case to OE. The same letter states that, when finan-
cial aid officers suspect falsification and have been unable
to resolve discrepancies with the student, they should notify
OE, which will attempt to validate the information.

As of November 1976 schools participating in the program
had reported apparent discrepancies in applicant information
for only 844 students of the more than 2 million who received
Basic Grants from academic years 1973-74 to 1975-76. Although
OE Basic Grant program officials could not provide statistical
data on the number of times institutional aid officers ques-
tioned conflicting information provided by students, they said
that information from school officials indicates that the
majority of these cases are resolved at the institutional
level and that, therefore, there is no need to refer them to
OE for resolution.

A study, conducted at Boston College in 1972 by the
director of financial aid, compared information submitted by
some of the school's applicants for financial aid with Federal
income tax return data. The study revealed that, except for
low income families, actual income reported by aid applicants
and their parents was significantly higher than the estimated
income reported on the application for need analysis. The
study concluded that requiring a tax return was necessary
to verify income and that institutions would have a serious
problem in equitable administration of financial aid unless
they verified income.

Other groups in the aid community also recognize a need
for verification. In its final report the National Task
Force on Student Aid Problems recommended that student aid
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funds not be disbursed unless aid application data was veri-
fied with income tax information or other financial data.
A former executive secretary of the National Association
of Student Financial Aid Administrators and most financial
aid officers at the 19 schools told us that most aid officers
do not verify applicant information because

-- OE does not require them to do so and

-- insufficient staff in schools' financial aid offices
precludes their doing so.

The official said the association favors data verification
and an administrative fee to reimburse schools for the cost
of verification.

The Education Amendments of 1976 authorize the payment
to participating institutions of a $10 per year administrative
fee for each Basic Grant recipient. At the time of our re-
view, schools had not begun receiving rUch a fee. The money
was authorized for carrying out student information services
and for other administrative costs. The amendments do not
mention verification of Basic Grant eligibility information.
OE program officials said they do not believe a $10 fee is
a sufficient incentive for schools to perform verification
because of the additional information services they are re-
quired to provide. The Education Amendments of 1976 also
authorized a $10 payment per year for each Guaranteed Loan
and increased to 4 percent (with a maximum of $325,000 per
institution) the institutional administrative allowance
for campus-based student aid programs. We believe a portion
of any Basic Grant administrative allowance availsble to
schools could be used by them to verify eligibility
information.

ANALYSIS OF BASIC GRANT APPLICATION DATA

To assess the accuracy of applicant- and parent-supplied
fina cial information, we randomly selected 772 Basic Grant
recipients for academic year 1974-75 at the 19 schools re-
viewed. e compared applicant information on students' Basic
Grant eligibility reports with information on other documents
in the students' financial aid files. In most cases, we com-
pared only those records which were prepared within 6 months
of the Basic Grant application date. According to an O pro-
gram official, the 6-month criterion was acceptable for as-
suming comparability in reported information. Ideally, we
would have preferred to compare Basic Grant information with
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that contained on a single document, such as Federal income
tax returns. However, we put ourselves in the position of
the financial aid officer and decided to use whatever docu-
ment was already available in the aid file to detect incon-
sistencies in the information reported.

We had difficulty in comparing Basic Grant and other
financial aid data for 122 of t 772 cases because:

-- Some students received only Basic Grants and therefore
no comparative data was available.

--The type of comparative data varied widely from school
to school. Some schools, such as the California State
University and Colleges, required submission of income
tax returns. Some schools had their own need analysis
form; others used he American College Testing Program's
or the College Scholarship Service's need analysis
system.

Besides comparing Basic Grant data with other available
financial aid data, we reviewed registrars' records, such as
transcripts and enrollment data, to determine whether the
1974-75 Basic Grant recipients in our sample were full-time
students who had not had postsecondary education before
April 1, 1973--as required by the law and program regulations.
Our results showed that, because of the lack of verification
of available data at the schools,

-- awards had been made to some ineligible students and

-- awards of Basic Grants had been made on the basis of
eligibility information without resolving conflict-
ing information in student aid files.

Cases developed during our review illustrate these types
of problems. In our sample of 772 recipients, 18 students
should not have received awards because they had postsecondary
education before April 1, 1973. Another 38 students were
clearly ineligible because they were not full-time students.
Another 34 students received awards even though conflicting
information in the aid files was not resolved. These students
would become ineligible if it was assumed that information
which conflicted with that used to determine eligibility for
a Basic Grant was used to recalculate their awards.

The types of conflicting information which would have af-
fected Basic Grant award calculations include income, assets,
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family size, and number of family members obtaining a postsec-
ondary education. For example, for the 234 students in our
sample who received awards on the basis of eligibility infor-
mation without resolving conflicting information in the aid
files, we noted the following discrepencies: income--173,
adset--78, household size--63, number in postsecondary
education--62, and other discrepancies--138. For some recipi-
ents, there were multiple discrepancies. The results of our
analysis projected to the universe at the 19 schools are sum-
marized below.

Number Percent
of of Award

Problem students awards amounts

Awards made without 4,086 26.3 $2,732,458
resolving conflicting to to to
eligibility informa- 5,342 34.3 $3,670,960
tion

Ineligibility caused by 365 2.4 $ 126,154
potential miscalcula- to to to
tion 873 5.6 $ 364,216

Ineligibility due to 691 4.4 $ 410.200
noncompliance with to to to
the law and regula- 1,343 8.6 $ 911,7;6
tion

Total in universe 15,572 $9,688,424

Note: All projections in this report are at the 95-percent
confidence level.

The universe of 1974-75 Basic Grant recipients at the 19
schools in our sample was 15,572. The numbers above are
determined by projecting the results of our review of 772
of these recipients' files sampled to the universe. The above
ranges reflect the sampling error for each category.

Based upon our projections, 4,714 (30.3 percent) Basic
Grants totaling $3.2 million were awarded on the basis of
questionable information. Also, an estimated 1,017 (6.5
percent) 1974-75 grantees at these schools who received about
$661,000 were ineligible. The results of our analysis were
even more significant considering the fact that there were
about 573,403 recipients (excluding those on the alternate
disbursement system) during the 1974-75 academic year who
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received grants totaling over $356.5 million. Since we con-
sider the schools and recipients in our sample to be repre-
sentative (see app. IV), up to $24.3 million may have been
awarded to 37,271 ineligible recipients nationwide during
academic year 1974-75. Furthermore, Basic Grants of about
$117.9 million were made to an estimated 173,741 recipients
on the basis of Basic Grant eligibility information without
resolving conflicting information in student aid files. HEW
told us that many studies have shown that Basic Grant data
is more likely to be valid than data collected for other stu-
dent aid programs. The method of computing the above dollar
estimates is explained in appendix V.

As mentioned in chapter 2, if eligible students receive
too little Basic Grant aid, they may not be able to meet their
educational costs or they may require more aid from other
Federal student aid programs such as Direct or Guaranteed
Loans. Increased reliance on loans having payback require-
ments can place a burden on those low income students who qual-
ify for but do not receive Basic Grants because of timing
problems. Also, students who do not qualify for Basic Grants
but who qualify for loans may not get loans if such aid has
been awarded to low income students.

If students receive excessive awards or if awards are
made to ineligible students, Basic Grant program funding
could be unnecessarily increased. In academic year 1975-76,
OE carried over $171.3 million from previous years' Basic
Grant funds and requested another $180.2 million from the
fiscal year 1975 Basic Grant appropriation to supplement its
original appropriation of $660 million to meet requests for
Basic Grants. We believe that part of the additional funding
had to be requested because awards were made to ineligible
students and because too much Basic Grant aid may have been
awarded to some eligible students.

OFFICE OF EDUCATION EFFORTS TO VERIFY STUDENT-
AND PARENT-SUPPLIED DATA

In May 1975, OE contracted with Applied Management Sci-
ences, Inc., a management consulting firm, to verify the valid-
ity of student- and parent-supplied data on Basic Grant appli-
cations. The project had three components:

--A statistical comparison of adjusted gross income, taxes
paid, and family size for over 70,000 Basic Grant re-
cipients for whom similar information on Federal income
tax returns could be compared to determine the extent,
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on an aggregate basis, of misreporting in the Basic
Grant program.

-- The verification of 754 cases reported to OE by
institutional aid officers.

-- The development of procedures and verification of
1,400 1974-75 recipients (or about 0.1 percent of
those persons receiving Basic Grants) selected from
particular categories of application responses which
were believed to be frequently inaccurate.

According to OE program officials, during the second year,
6,000 cases (or about 0.3 percent ;f those estimated to re-
ceive Basic Grants during that year) were validated under the
established criteria and 1,100 cases were submitted to OE
for followup by institutions.

The first validation effort indicated that a 16-percent
discrepancy rate in reported adjusted gross income (within +
$200) existed for depen ent students. The comparable rate or
independent students was 35 percent. The estimated discrep-
ancy rate for all students was 19 percent. The study results
indicated that among both dependent and independent students
who misreport income, there was a greater tendency to under-
report than to overreport.

When Internal Revenue Service information was substituted
for Basic Grant application information on adjusted gross
income, taxes paid, and household size, 24.3 percent of all
eligible applicants (about 21 percent of eligible dependent
and about 40 percent of eligible independent) would have been
eligible for lesser grants. Only 2.5 percent of eligible ap-
plicants (2 percent of dependent and 4 percent of independent)
would have been eligible for larger grants. The validation
effort indicated that

-- household size and income discrepancies had a stronger
impact than taxes paid on decreasing eligibility and

-- most discrepancies in these three categories resulted
in eligibility decreases.

While validation efforts such as the one discussed above
may provide information on the overall validity of application
data, they assess data after awards have been made and are
not a substitute for an ongoing program to assure that appli-
cation data is verified on an individual basis before awards
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are made. OE needs to strengthen data verification proce-
dures. A sample of the applications submitted by applicants
and their parents should be examined to determine whether
the information supplied is accurate. Use of income tax re-
turns should be considered. The recommendations discussed
below offer several alternatives to accomplish this.

CONCLUSIONS

Because funds available to aid needy students are limited
and competition f these scarce resources is keen, the proper
amounts of aid should reach the most deserving students.
Adequate program controls are necessary to meet this goal.

In many cases, school records disclosed conflicting in-
formation which could have changed the amount of some grants
or the eligibility of some recipients for grants. The results
of our review at 19 schools suggest that millions f dollars
may have been awarded nationwide to ineligible recipients.
Also, thousands of students may have received Basic Grants
on the basis of eligibility information which conflicted with
other information in the aid files. Unless OE acts to strength-
en verification measures, these problems will remain.

If eligible students receive too little Basic Grant aid,
students may not be able to meet their educational costs or
they may require more aid from other Federal student aid pro-
grams, such as Direct or Guaranteed Loans. Increased reliance
on loans having payback requirements can place a burden on
those low income students who qualify for but do not receive
Basic Grants.

OE needs to strengthen its program to verify applicant-
and parent-supplied financial information and to notify ap-
plicants that their eligibility for the program and the amount
of their grants depend on the verification of the information.
OE should also consider requiring participating institutions
to review applicant- and parent-supplied financial information
and to resolve inconsistencies.

RECOMMENDATIONS

We recommend that the Secretary of HEW require the Com-
missioner of Education to increase and strengthen actions
to verify applicant information. Also, to improve the accuracy
of applicant information, one or a combination of the following
alternative approaches should be adopted.
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1. Continue the contracted validation efforts but also
require applicants and/or their parents to provide
copies of Federal income tax returns, or other fi-
nancial information on a sample basis, and establish
specific guidelines for financial aid officers to
verify eligibility information.

2. Require OE rgional office personnel assigned to
student assistance programs to routinely sample Basic
Grant applications and compare this information with
Internal Revenue Service records and/or other cor-
roborative sources.

3. Require the Basic Grant processing contractor to
verify the information in accordance with control
procedures.

Regardless of the alternative selected, the Basic Grant
application's certification statement, signed by the applicant
and the applicant's spouse or parent(s), should be revised
to specify the parties to whom the Federal income tax return
should be provided when requested.

If HEW determines that financial aid officers at partici-
pating schools should verify eligibility information, a statu-
tory amendment may be necessary to (1) provide the Commissioner
of Education with the authority to require schools to perform
verification and (2) designate that, if the recently authorized
administrative allowance for Basic Grants becomes operational,
a portion be used by the schools to perform this function.

AGENCY COMMENTS AND OUR EVALUATION

HEW agreed that it should increase and strengthen actions
to verify applicant information and stated that our first
suggested alternative approach was being done. Also, during
the third year of the validation effort, 8,000 students would
be selected for verification under the established criteria,
and an additional 1,200 are expected to be referred to OE
by institutions.

In addition, OE

-- is developing regulations which would require institu-
tions to review for consistency all available informa-
tion as part of the financial aid award process and

-- has instituted a procedure to test a pre-award verifica-
tion process, in which 200 1977-78 program applicants
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meeting certain criteria will be selected and the in-
formation they submit ill be verified by OE's vali-
dation contractor.

If the pre-award experiment is successful, OE will con-
sider modifying the application processing contract for the
1978-79 academic year to include the method of pre-award veri-
fication.

The actions proposed by HEW should do much to strengthen
the verification procedures in the Basic Grant program. How-
ever, because OE projected 4.5 million applicants for 1977-78
grants, we believe that OE should consider increasing the
number of pre-44iard cases to be included in their evaluation
of such verification in order to reduce the sampling error.

Regarding our recommendation that the applicant's certi-
fication statement be revised to specify the parties to whom
Federal income tax returns should be provided, HEW did not
believe that a language change was necessary because ap-
plicants and their parents are specifically instructed as
to whom the information should be sent. With regard to re-
vising the applicant's certification statement, our concern
is that applicants' and parents' income tax information must
not reach unauthorized persons.

Also, because of the proposed rulemaking being considered,
HEW does not believe that a legislative amendment would be
necessary to give the Commissi~ner of Education the authority
to require schools to perform verification or to designate
that a portion of the authorized administrative allowance 
used by schools to perform this function.

In commenting, EW said that it was concerned that we
were implying that $117.9 million in Basic Grants had been
misspent because the grants were made although there was con-
flicting information available in student aid files. It said
that we did no~ attempt to determine which student aid in-
formation was correct and considered the entire amount of the
grant as an overaward. In addition, because of the different
data items collected by other need analysis services and the
differing periods of time covered on other types of documents,
HEW said that it may be very possible to have conflicting but
correct information in student aid files, and therefore, they
believed that the $117,9 million is substantially inflated.

We did not mean to imply that $117.9 million in Basic
Grants had been misspent or even that Basic Grant information
available in student aid files was always incorrect in those
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cases where inconsistencies were found. Our point was that
some types of aid including Basic Grants were awarded without
resolving the conflicting information.

Regarding the differing data items collected by other
need analysis services and differing time periods covered on
other documents, we were careful to compare only identicalitems and noted conflicting information for only those cases
in which the dates on which the data was submitted varied
within 6 months or less--a criterion OE told us was reasonable.
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CHAPTER 4

IMPROVEMENTS NEEDED IN PROGRAM ADMINISTRATION

Although the Basic Grant program has completed its fourth
year, OE has not adequately examined schools' implementation
of the program or their compliance with legislation and HEW
regulations. The failure of some schools to comply with
program regulations attests to the need for technical assist-
ance to (1) insure that program funds are used as intended
and (2) provide the information necessary for better program
evaluation. Also, in the absence of program monitoring, OE
has relied on its progress reporting system to assess student
demand for Basic Grants. However, until academic year 1976-77,
the system did not include data derived from program experience
to assess the reasonableness of schools' requests for funds,
and, in the past, OE was not able to make necessary funding
adjustments in a timely, efficient manner.

Because OE permits participating institutions to set
their own refund policies, refunds to the Basic Grant program
vary from school to school. Some schools do not follow OE's
formula for computing refunds to the program. Considerable
differences at the 19 postsecondary schools we visited were
noted in the percentage of tuition and other costs to be
refunded. Also, no OE refund policies have been implemented
for Basic Grant recipients attending tuition-free schools or
schools using the alternate disbursement system.

OE needs to improve program administration by

--providing technical assistance to and conducting on-
site reviews on a cyclical Lasis at participating
institutions;

-- improving the progress reporting system to (1) obtain
data on Basic Grant recipients who withdraw from school
and (2) permit more thorough evaluations of institu-
tions' requests for funding adjustments and more timely
response to these requests;

-- including tests in the disbursement process to preclude
duplicate payments; and

-- promptly issuing revised regulations concerning Basic
Grant refunds for students attending tuition-free
schools and schools using the alternate disbursement
system.
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PROGRAM MONITORING AND TECHNICAL ASSISTANCE

Since program inception, Basic Grant program officials
have made no onsite reviews of schools' administration of the
program. An OE program official told us that onsite visits
would have been beneficial but were not made because of the
lack of staff. According to a February 1976 HEW report on
program integrity in student aid programs, the entitlement
feature of the Basic Grant program necessitates uniform na-
tional standards published in detailed regulations and opera-
ting procedures; however, the lack of staff has prevented
monitoring to assure proper compliance with these regulations
and procedures. The report also states that staffing short-
ages prevent OE from providing technical assistance to many
schools participating in the Basic Grant program. OE is aware
of some "problem" schools which have little if any experience
with student aid programs and need monitoring.

Although they recognize the kind of improvements which
need to be made, HEW said that staffing has not permitted it.
For example, they said that program expenditures have increased
from $49 million in 1973-74 to an estimated $1.5 billion in
1976-77 and recipients increased from 185,000 to an estimated
1.9 million for those years; during the same period staffing
increased from 40 to 85.

Staff at HEW regional offices has not been available.
The fiscal year 1977 HEW appropriation is sufficient to permit
an increase of 47 staff positions. Senate Report No. 997, 94th
Cong. (1976) suggested that these positions could be more ef-
fective in disclosing fraud and abuse if the positions were
assigned to the regions. However, there is some question about
when these positions will be staffed and what role the regions
will play. For example, OE has not yet determined whether re-
gional office staff will be authorized to make onsite visits
and take appropriate actions even though this function has
been performed previously by regional staff for other OE student
aid programs. OE program officials told us that if these posi-
tions are staffed, plans call for 10 regional office staff
members to administer Basic Grants.

Limited financial and compliance reviews

In September 1974, the HEW Audit Agency drafted audit
guidelines for the Basic Grant program. As of August 15, 1977,
these guidelines were not available for use by public accounting
firms and State auditors who review Federal student aid programs
at institutions. Since inception of the Basic Grant program,
HEW auditors, public accounting firms, and State agencies have
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conducted audits at about 370 postsecondary schools. As ofJune 1976, exceptions noted in 43 of these audits had beenresolved. The audits indicated that a significant number ofinstitutions did not adequately understand the Basic Grant
regulations and procedures, resulting in awards to ineligiblestudents and other improper expenditures of funds.

An HEW Audit Agency official told us that the audits hadbeen made to test the feasibility of the audit guidelines andthat the public accounting reviews had been mainly limitedto financial transactions. Considering that over 4,300 post-secondary schools participated in the Basic Grant program inacademic year 1974-75 and about 4,900 participated in 1975-76,audit coverage has been limited.

Weaknesses indicating a need
fi: improved technical assistance

At the 19 postsecondary schools reviewed, we notea thefollowing instances of lack of compliance with program criteriaand the need for improved technical assistance and programmonitoring:

-- Ten schools did not follow OE's formula for computing
Basic Grant refunds when students withdrew from school.

-- Three schools were unable to provide Basic Grant dis-bursement progress reports which reconciled with dis-bursements shown on other school accounting records.

--Two schools had improperly calculated and disbursed some
Basic Grants; one of these had inadequate accountingprocedures and controls.

--Two schools had used financial aid packaging proce-dures which appeared to create monetary hardships forstudents because of the heavy reliance upon loans in
the aid packages.

--One school had not complied with Basic Grant programregulations in computing students' cost of education.This school did not adhere to its own refund policyand maintained inadequate student withdrawal records,
all of which made it difficult to determine whether
refunds had been properly made.

These problems point to the need for OE to provide technical -lassistance to participating institutions.
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THE INSTITUTIONAL REPORTING PROCESS

OE's institutional reporting process requires schools to:

-- Submit three progress reports annually and, if neces-sary, additional ones on an ad hoc basis, which showthe number of Basic Grant recipients and the amountof disbursements. These are used to adjust the school'sauthorized funding.

-- Use the annual student validation roster supplied byOE to (1) verify each recipient's enrollment statusand award amount and (2) reconcile the roster withthe disbursements on student eligibility reports, and
with school progress reports and accounting data.

The school uses the eligibility reports received from
students to compute the actual Basic Grant awards for thestudents. The eligibility report also serves as the meansof documenting disbursements to OE. The school accumulateseligibility reports and sends them to OE with each progressreport on October 31, February 28, and June 30. After anacademic year is completed, OE prepares student validationrosters based on student eligibility reports submitted byeach school. The rosters, which list each recipient andtheir award amounts, are then provided to schools so thatthey can revise the information to take into considerationchanges in student enrollment and grant amounts and returnthe roster to OE. OE then attempts to reconcile progressreport data with data on the corrected validation rosters.

OE needs to improve the
progress reporting system

In the absence of onsite program monitoring, OE has re-lied on its progress reporting system to assess student de-mand for Basic Grants and the need to adjust schools' fundingceilings. Because, in most instances, institutions act asdisbursing agents and all eligible students are entitled toreceive Basic Grants, the amount of funds made available toeach school depends on the actual Basic Grant demand at theinstitution. Therefore, adjustments in the amount of fundsto each school are made throughout the year according to
student demand.

As recognized in the HEW report on integrity in studentaid programs, the system for processing institutional auth-orizations does not make the necessary adjustments in a timely
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and efficient manner. Consequently, the combination of grow-
ing institutional pressure to release increased Basic Grant
funding authorizations to m=it students' needs and the in-
ability of OE's processing system to make appropriate adjust-
ments has resulted in OE being unable to provide adequate
review and monitoring of these requests.

According to HEW, between 15,000 and 16,000 progress re-
ports were received by OE during academic year 1975-76. The
aforementioned HEW report also stated that the lack of pro-
gram monitoring makes it difficult to insure that institutions
do not inflate grant requests in order to receive more funds
than are necessary to pay enrolled students and that they do
not use grant funds to draw students into their school.

The reporting system has not provided OE with sufficient
timely and accurate information which can be used to assess
the need for funding and for

-- assuring that grants reported by schools were actually
awarded to students,

-- reconciling school-reported disbursements with those
shown on school accounting records, or

-- assuring that students do not receive duplicate awards.

Schools do not require signed receipts from students
showing that grants were actually awarded even though program
regulations require a receipt when payment is made by credit
to the student's account. Furthermore, the validation rosters
have been ineffective in reconciling school disbursements and
assuring that students are not receiving duplicate grants.
OE has not promptly provided the rosters to schools nor has
it completed reconciliation when the schools returned the
rosters.

For example, academic year 1973-74 rosters were provided
to the schools in December 1974, about 6 months after the
close of the year. By March 1976, according to OE, academic
year 1973-74 disbursements were reconciled for only 800 of
the 2,600 participating institutions because of the volume
of work related to subsequent years' program operations and
financial aid officials' unfamiliarity with program reporting.
According to OE, these aid officials had difficulty in recon-
ciling progress report data with data on the validation
rosters because of improper award calculations. Furthermore,
of the 3,979 academic year 1974-75 rosters, which OE should
have provided to schools by September 1975, 3,892 were mailed
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between March and October 1976. The remaining 87 were mailed
after November 1976. OE program officials attributed these
delays to lack of staff and problems with the contractor
responsible for Basic Grant disbursements. Problems included
computer difficulties and the inability to produce an accurate
list of recipients.

Another problem is that students may submit more than
one application, each of which is treated individually with-
out being cross-checked to determine whether the applications
contain consistent information. No determination is made at
this time concerning whether an applicant is already receiving
a Basic Grant; therefore, the potential exists for duplicate
payments. OE's reporting system has not provided timely and
accurate information which can be used to detect duplicate
payments during the academic year. Therefore, duplicate pay-
ments could go undetected for at least several months after
the end of a given academic year, at which time duplicate pay-
ments might be detected by the duplicate social security num-
ber report which is a part of the student eligibility report
subsystem. The report is used to identify data processing
errors; reporting mistakes by applicants; and attempts by
students or institutions to obtain duplicate grants. If
duplicate payments are allowed to go undetected until several
months after the end of the academic year, contacts with and
collection of improper duplicate payments from these students
might be more difficult.

Of 14,873 randomly selected OE computer records, 433 re-
cipients were listed as receiving 2 or more grants in academic
year 1974-75. However, we could not confirm that duplicate
grants had been awarded because OE had not furnished valida-
tion rosters to the schools at the time of our visits. Not
all multiple grants are inappropriate because some students
attended more than one school during the year. Also, a number
of the grants may not have been disbursed to students because
the records for 121 recipients contained identical information
due to keypunch errors. Although we were unable to verify
whether duplicate grants had been awarded, the potential for
duplicate awards exists. To prevent multiple grants, OE should
submit validation rosters to the schools in a timely manner
and should build checks into its system to prevent multiple
grants. OE program officials told us they need to establish
controls when students submit their eligibility reports to the
school.
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BASIC GRANT REFUND POLICY

According to OE regulations, schools are required to re-
imburse the program for part of any refunds due students who
drop out. Schools are required to reimburse the program only
when its normal policy dictates that a refund of tuition or
other costs is due the student. Schools set their own policies
for determining refunds. Once the refund is calculated, an
OE formula is used to determine the portion to be restored to
the Basic Grant account.

Tne following example of a refund computation was taken
from the Basic Grant program guide. The institution's policy
requires that 55 percent of the amount paid to the institu-
tion by the student be refunded. The total cost to attend
the institution is $2,500. The student has paid $1,900 con-
sisting of a $100 Basic Grant and other resources of $1,800.
The refund due the student and the Basic Grant program is
computed as follows.

Total refund = $1,900 x 0.55 - $1,045.00
Less: Refund due

the Basic
Grant program = $ 100

x $1,045 - $ 41.80
$2,500

Net refunded
to the student - $1,003.20

Because schools set their own refund policies, refunds
to the Basic Grant program vary from school to school. Some
schools we visited did not use OE's formula for determining
the portion of refunds to be restored to the Basic Grant ac-
count because they misunderstood it, disagreed with it, were
unaware of it, or encountered situations the formula failed
to address. Therefore, they used different methods to compute
refunds, which often resulted in over-or understated refunds.
In other situations refunds were not calculated. We reported
these problems to the Commissioner of Education in a letter
dated March 11, 1976.

In April 1976 the Commissioner replied that our findings
were pertinent and said that existing refund policies and pro-
gram regulations were being revised. As of July 1977, pro-
posed regulations had not been issued. OE program officials
said issuance had been delayed because other portions of
the program regulations required changes and they wanted
to issue only one set of proposed regulations.
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In our sample of 772 Basic Grant recipients in 1974-75,
we found that 90 students withdrew during schools' refund
periods. Our tests showed that for 84 of these students re-
funds had been improperly calculated. In 31 cases, refunds
totaling $3,577 were overstated; in 53 cases refunds totaling
$2,280 were understated.

We noted considerable differences at the 19 postsecondary
schools we visited in the percentages of tuition and other
costs refunded. The following table shows the percentages of
tuition and other refundable costs by 13 schools during the
first 6 weeks of attendance. No refunds were made at these
schools after the sixth week. The remaining schools did not
express their refund policies in terms of weeks of attendance.

Percent
of tuition
and other
refundable First Second Third Fourth Fifth Sixthcosts week week week week week week

100 5 2 -
90 2 1 - - - -
80 3 3 - - - -
75 2 3 - - -
70 1 - 2 - - -
60 - 3 2 2 - -
50 - 1 3 2 - -
40 - - 3 1 1 -
30 - - - - 1 -
25 - - 1 1 - -
20 - - - 3 1 1
10 - - - - - 1
0 - - 2 4 10 11

Total 13 13 13 13 13 13

The lonqer the schools' refund period, the longer the
period that portion of a student's Basic Grant will be
returnable o the program. The larger the percentage of tui-
tion and other costs refunded, the larger the portion of a
student's Basic Grant returnable to the program.

OE has not issued Basic Grant refund policies applicable
to students attending tuition-free schools and schools elect-
ing not to act as OE's disbursing agent for Basic Grants. As
a result, refunds to the program for students at these schools
have not been collected.
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At tuition-free schools, many students use Basic Grants
primarily for living expenses. At the one tuition-free school
we visited, the financial aid office identified seven re-
cipients who withdrew during the first 6 weeks of the 1975-76
academic year. The school, which did not have a refund policy,
did not consider itself responsible for securing reimburse-
ments from these students and planned no action other than
giving OE their names. In the fall of 1974, 1.1 million
students were enrolled in tuition-free 2-year community col-
leges in California alone. Because of this, OE needs to estab-
lish a Basic Grant refund policy for students attending such
schools.

Also, an increasing number of students are receiving
Basic Grants directly from OE because schools have decided
not to act as disbursing agents. In the 1975-76 academic
year, OE disbursed directly an estimated $6 million to appro-
ximately 8,000 students--a substantial increase over the
$168,800 to 630 students in 1973-74. According to the HEW
report on integrity in student aid programs, the alternate
disbursement process is more susceptible to abuse by both
institutions and students because OE is physically removed
from students and the institutions.

OE has recognized the need for a more definitive Basic
Grant refund policy and in July 1976 drafted changes in pro-
gram regulations, which should improve the situation. Speci-
fically, the proposed regulations include a formula for com-
puting refunds for students attending schools using the alter-
nate disbursement system and would prohibit cash disbursement
of Basic Grants until after the student begins classes unless
the institution requires advance cash payment of certain costs.
If OE required monthly rather than twice per term disbursements
for those institutions which make cash disbursements of Basic
Grants to their students, it could preclude the need to recover
large sums from students who drop out.

CONCLUSIONS

OE needs to improve its administration of the Basic Grant
program by increasing technical assistance to and conducting
onsite reviews of participating institutions. The failure of
some schools to comply with program regulations attests to the
need for such assistance to (1) insure that program funds are
used as intended and (2) provide information necessary for
better program evaluation.

As part of this effort, OE could improve the program's
reporting system by
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-- requiring schools to maintain current, accurate, and

complete program information so that OE and independent

auditors can readily verify Basic Grant disbursements;

--including tests to identify students who submit mul-

tiple applications to preclude duplicate payments to

them; and

-- providing data on dropouts in order to measure the

program's impact in assisting needy students to con-

tinue their postsecondary education and to test
schools' refund policies.

Because OE, in conformance with program regulations,

permits schools to set their own refund policies, refunds to

the program vary from school to school. The lack of technical

assistance and onsite reviews at participating schools has

resulted in improperly calculated refunds. OE's refund policy

does not cover students attending tuition-free schools and

schools using the alternate disbursement system. As a result,

refunds due the Basic Grant program from these students have

not been collected. OE is developing changes in program re-

gulations to address these problems.

RECOMMENDATIONS

We recommend that the Secretary of HEW direct the Com-

missioner of Education to:

-- Improve Basic Grant technical assistance to participat-

ing institutions and conduct onsite program reviews

on a cyclical basis at these schools.

-- Require the program's reporting system to obtain data

on Basic Grant recipients who drop out.

-- Include tests in the disbursement process to preclude

students from receiving improper duplicate payments.

--Strengthen efforts to obtain refunds from students who

have withdrawn from tuition-free schools and schools
using the alternate disbursement system. A first step

would be to issue promptly the regulations establishing

a Basic Grant refund policy covering students at such

schools.
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AGENCY COMMENTS AND OUR EVALUATION

HEW concurred with our recommendation to improve tech-
nical assistance to and conduct onsite program reviews at
schools participating in the Basic Grant program. In this
context, on June 25, 1976, OE proposed a lan to reduce fraud
and abuse in its student aid programs. The plan calls for
regional staff to schedule and conduct onsite program reviews
at each participating institution at least once every three
years for purposes of providing technical assistance. Head-
quarters staff would conduct reviews at "problem schools"--
schools at which a significant amount of management assistance
is required and schools which need to be visited on an emerg-
ency basis.

HEW did not agree with our recommendation to collect in-
formation on students who drop out. It said that apparently
we were examining the impact of the Basic Grant program in
both providing access to higher education and keeping students
in school to complete their course of study. They said that
this issue is not restricted to BaSic Grants, but covers almost
all aspects of postsecondary education, including such factors
as academic ability, motivation, employment opportunities, and
family emergencies. To attempt to relate Basic Grant recipi-
ents alone with retention without looking at these other
factors would appear to be a futile exercise which would not
lead to any definitive conclusions.

HEW also said that this recommendation appears to violate
the Presidential order to reduce the reporting burden on in-
stitutions in order to gain information of limited value. The
existing program reporting system collects information on the
amount of funds which were paid to students but returned to
schools' Basic Grant accounts a,, the number of applicants
from whom such recoveries were obtained. HEW said that, in
most cases, it can be assumed that these are dropouts and the
recovered funds represent refunds returned to the Basic Grant
program, but that to insure that these recoveries are the re-
sult of students dropping out and to be able to determine
why they dropped out would require making each school submit
a detailed report on each student.

Although HEW believes that information on Basic Grant
recipients who drop out would be of limited value, we do not
agree. We believe that this information would be useful to
institutions and to the Congress and that it could, if used
properly, provide valuable information to OE officials respon-
sible for all of the student assistance programs and not just
Basic Grant officials. For example, reports on dropouts might
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provide information on (1) schools' financial aid and recruit-
ing practices, (2) schools' adherence to OE refund require-
ments, and (3) changes in the administration of OE's student
aid programs, which might reduce the number of dropouts and
make student aid more successful. We believe that the Con-
gress should be made aware of the reasons why students drop
out, such as unsatisfactory progress or lack of sufficient
funds in student-aid packages, as a basis for future decisions
on student assistance.

We agree that this issue is not restricted to the Basic
Grant program. The program is OE's largest in terms of annual
appropriations, and OE projected that it would have 4.5 million
applicants for academic year 1977-78. It was also established
to p-ovide access to postsecondary education to low and middle
income students. Most students who receive Basic Grants also
receive some other forms of aid. For these reasons, we believe
that the Basic Grant program is well suited to gathering infor-
mation on dropouts and their reasons for dropping out. This
information could be provided by schools with their June 30
progress reports.

HEW also did not agree that separate tests should be
built into the disbursement process to detect duplicate pay-
ments. HEW stated that duplicate payments would be identified
in the duplicate social security number report. They said
that since the program's inception no case of duplicate pay-
ments has been brought to the attention of the program staff.
However, they believe that student validation rosters could
be delivered sooner to provide better verification of informa-
tion and said that plans to implement this for academic year
1977-78 are in process.

Although HEW's goal of issuing validation rosters sooner
should assist in the process of detecting duplicate payments,
we do not believe that it is sufficient. During discussions
with an OE official familiar with the duplicate social security
number report, he admitted that the report has not been produced
as frequently as it should have been nor has it been timely.
He said that students could receive duplicate payments before
OE has had a chance to -esolve transactions appearing on the
report. Since OE's reconciliations are made long after the
end of the academic year, we believe that system checks should
be incorporated to reveal potential duplicate payments before
the academic year ends and possibly cntacts with students
become more difficult.

HEW concurred in the need to strengthen efforts to ob-
tain refunds from students who have withdrawn from tuition-free
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schools and schools using the alternate disbursement system
and has initiated action in this regard. However, HEW said
that we criticize it for allowing schools to use their own
refund policies when it has only limited legislative authority
to do otherwise.

Our criticism regarding Basic Grant refund policies was
in regard to the lack of a policy for uition-free schools
and schools using OE's alternate disbursement system and to
the failure of OE to insure that schools followed those re-
quirements which OE has established for computing refunds. We
noted several examples where schools did not adhere to OE's
refund policy requirements and some cases where schools did not
adhere to their own refund policies.
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APPENDIX I APPENDIX I

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
OFFICE OF THE SECRETARY

WASHINGTON. D C. 201

August 12, 1977

Mr. Gregory J. Ahart
Director, Human Resources
Division

United States General
Accounting Office

Washington, D.C. 20548

Dear Mr. Ahart:

The Secretary asked that I respond to your request for our comments on
your draft report ettitled, "Improvements Needed in the Basic Educa-
tional Opportunity Grant Program." The enclosed comments represent the
tentative position of the Department and are subject to reevaluation
when the final version of this report is received.

We appreciate the opportunity to comment on this draft report before ts
publication.

Sincerely yours,

homas . Morris
Inspector General

Enclosure
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APPENDIX I APPENDIX I

Comments of the Department of Health, Education and Welfare on the
General Accounting Office Draft of Proposed Report Entitled "Improvements
Needed in the Basic Educational Opportunity Grant Program."

OVERVIEW

First, as an overall statement, we agree with GAO that there are a
number of improvements needed in the Basic Grant program. In fact, many
of the critical areas where improvement is needed were pointed out to
the GAO staff during the course of their review.

In addition to the Departmental response to the specific recommendations
included in the GAO report, we wish to make the following comments in
order to put the findings and conclusions reached by GAO into proper
perspective

Staffing Constraints

While the report emphasizes the rapid growth of the program, it does not
discuss the fact that the severe staffing constraints in the Division of
Basic Grants, as indicated in the table below, has prohibited the program
staff from undertaking the kinds of improvements they have always known
had to be made. The relatively small staff has worked hundreds of hours
of paid overtime per pay period for the last several years simply to
ensure that the most critical program activities are performed.

[See GAO note 1, i. 54.]
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Timing of Study and Subsequent Program Actions

The GAO report primarily deals with the 1974-75 academic year which was
the second year of operation of the Basic Grant program. At that time
both OE and the postsecondary community were in a "learning process"
with respect to the program. In almost all of the aspects of the
program covered by the report, significant improvements have already
been made in audit resolution, validation issues, student rights and in
training efforts. We anticipate continual improvements each year.

Discrepancies in Student Aid Files

The GAO report includes an estimate that as much as $117.9 million in
Basic Grant funds were awarded on the basis of eligibility information
which was conflicting with other information in institutional student
aid files. This estimate may lead those unfamiliar !:Ith student aid
procedures to the conclusion that the Basic Grant information was wrong
and, therefore, almost $118 million was misspent. This is not the case.
In preparing their report, the GAO staff did not attempt to determine
which student aid data were correct and considered the entire amount of
the grant as an overaward. However, many studies have shown that Basic
Grant data is more likely to be valid than data collected for other
student aid programs. In addition, because of the different data items
collected by other need analysis services and the differing periods of
time covered on other types of documents, it may be very possible to
have conflicting (but still correct) information in student aid files.
Therefore, we feel that the figure of $117.9 million is substantially
inflated.

Coordinated Student Aid Delivery Mechanism

.'hile we agree with GAO that Basic Grants was frequently not the found-
ation of a student's financial aid package in the past, this situation
has changed. Most institutions and State scholarship agencies require
students to file for a Basic Grant before they are considered for other
aid. Also, with respect to the campus-based programs (the Supplemental
Educational Opportunity Grant, the College Work-Study and the National
Direct Student Loan Programs) proposed regulations require schools to
consider Basic Grant eligibility before awards from these sources of aid
are awarded.

Finally, the move toward a coordinated student aid delivery mechanism
and calendar is already underway. On May 23, 1977 the Secretary announced
that OE is adopting a new approach to the process by which students
apply for financial aid, Under this process, students can apply for

46



APPENDIX I APPENDIX I

Basic Grant assistance by filing a form used by the College Scholarship
Service, the American College Testing Pr6gram, and some State scholarship
agencies. These agencies will then transmit those data required to
calculate a Basic Grant eligibility index to the prime Basic Grant
processing contractor for actual computation and notification to students.
A critical part of this process is that all "secondary" contractors have
agreed to distribute their forms for 1978-79 no earlier than December 1
and begin processing no earlier than January 1. Therefore, for the
1978-79 academic year, there will be a coordinated and ,synchronized
delivery mechanism in place.

Refund Policies

GAO's report criticizes OE for "allowing" schools to use their on
refund policy. OE has very limited legislative authority to do other-
wise. The Conference Committee on the Education Amendments of 1976(P.L. 94-482) considered and rejected the concept of authorizing the
Commissioner of Education to set specific criteria for "fair and eauit-
able" refund policies. The Conference Committee report, describing anew requirement that institutions publish information about their refund
policies, stated that the conferees "...do not intend this new reauire-ment to be used to justify federal regulations specifying the exac:
criteria institutional refund policies must meet." The refund olic
provided for i the Guaranteed Student Loan regulations illustrates the
limited authority OE nas in this area.

Estimation Procedures

It should be noted, whnen reviewing the cost estimating procecure;
employed by the Basic Grant program, that there are a considerable
number of essentially subjective factors affecting the accuracy of cos:
estimates. Utilizing program experience is one valid means for estima:-
ing costs, but wil. no: totaliy remove all elements of ris. ro tc
estimation process.

Validation of Stude-: eported nformation

There are a number f pDoints raised in the GAO reDort witn respect tc
this matter which need clarification. First, on pages 125 and 261 tnere
are references to two validation studies conductec Dv O. .i fact.
tnese were not stucies but on-goin? validation efforts. In the first
year, a tnhree-part effort was undertaken: a statistical comparison of
the data reported on the Basic Grant application by 170,000] recipients
with that reported c IRS: the development of Drocedures a acLu..:
verification of 140C i974-75 Basic Grant recipients selected on tilt
basis of pre-establisned criteria designed to ientify thos anpplicants
wno were most li La tc misreport; and, the verification of 7,3 cases
reported to OE by ins tutional aid officers. During te second vear.
6000 cases were va;iu:,ca under the pre-estahlisn.c criteria and 110()
cases were submitted to OE for follow-up by institution,.
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In addition, GAO cites the relatively small number of cases referred by
institutions to OE for follow-up. khile the Program has no hard statistical
data on the number f times institutional aid officers question con-
flicting information provided by students, information from schoolofficials indicates that the majority of these cases are resolved at theinstitutional level and, therefore, there is no need to refer them to OE
for resolution.

[3ee GAO note 2, p. 54.]

GAO RECObTIENDATION

We recommend that the Secretary of HEW direct the Commissioner ofEducation to improve the accuracy of estimates for basic Grant fundinr.c
Dv mre extensive use of information available from program experience.

DEPARTMENT'S COENT

We concur. The Basic Educational Opportunity Grant Program is initiatinga number of actions which are designed to provioe program data in support
of developing cost estimates. Specificaiiy. tne program staff is planning,
with contract assistance, to merge the applicant data files with theaward recipient data base for the 1975-76 and 1976-77 academic years.
The combined data files will permit a thorough comparative analysis of
applicant and aar recipient characteristics ana proviae an improved
basis for verifying program cost estimates derived from the cost projection
model. Based or. rese- planning, we expect the interim file merge an_
cne production of an initial set of program statistics to be accomplished
by Aupus: 15.

Long range program plans call for tne estabiisnment of a comprehensive
trackingsyvstem for all basic Grant recipients from which historical
proiram statistics will be produced on a routine Doasis. In the meantime,
the interin erfort will improve the accuracy of the cost estimates for
the comln u iu7u budget process.
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In addition, the program staff plans to again review and update the dabase in the projection model itself. As part of this activity, the)
expect to incorporate program data in the model data base to improve thequality of information on which the cost estimates are based. Also, theeconomic indicators used in the model will be updated.

These economic assumptions will be reviewed witn appropriate staffwithin HEW as well as representatives from OMB, the Congressional budgetOffice and the Congressional Reference Service of the Library of Congress,for purposes of obtaining general agreement on data assumptions made inthe projection model. It is expected that the review of the model database will be completed by September 30. Subsequent to this date, theprogram staff plans to up-date cost estimates on a quarteriv basis, tcreflect any changes in economic conditions as well as any other atachanges which affect the validity of cost estimates.

GAO kECOMENDATION

We also recommend that the Secretarv direct the Commissioner tc providostudents with application materials containing infr.ormation aom; theBasic Grant Program with greater emphasis on its entitlement and studer-based features. Moreover, the Commissioner should assess eriodica -ithe.impact of the program's outreach efforts to determine whetner studentsare aware of the program before they initially enroll - -^stsecondareducation.

DEPARTMENT'S COMMENTS

We do not concur that it is necessary or appropriate to provide additinalor revised Basic Grant application materials i:h emphasize ne entitiementand student-based aspects of tne program. Tne general instructions tne application form are reviewed and revised eachn ear to ensure ta:as much information is provided to students is Dossible or. numerousaspects of Basic Grants. In addition. for .he 1977-78 acadc-i , 'ear.approximately 2.5 million students will apply for Basic Grants by filingneed analysis documents used Dv otner services and ag2ncies. Tnereiorc,tne amount of asic Grant general information which can be included incnese other forms is restricted. In addition. the publication anddistribution of the Student Guide emphasizes the entitlement and student-based aspects of the program and is distributed to all high schools andpostseconaary schools. It should also be noted that the availability ofthe Student Guide is included in the 1977-78 Basic Grant a-icationmaterials and will also be included in the 1978-79 forms used by ot:.Basic Grants and other agen:ies participating in the new processingapproach announced by the Secretary.
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With respect to the recommendation that OE undertake a separate assess-
ment of the basic Grant outreach efforts'on a periodic basis, we agreethat this activity may be useful as part of a comprehensive assessment
of the management effectiveness of the program, but do not believe thata separate effort of this nature is either necessary or the best use of
limited staff resources.

OE is currently working with two major national need analysis services
in the development of an "early notification" system to inform hig
school students (in the 11th grade or lower) of their potential eligi-
bility for all types of student aid resources.

We believe this type of activity meets the concerns expressed b GA'
without significantly (and unnecessarily) increasing tne workload of the
program staff.

GAO RECOMMENDATION

We recommend that the Secretary of HEW require the Commissioner i
Education to increase and strengtne. actions to veriiv applica.
information. Also. one or a corinatioon of the folloing alternafitv
approaches should be adopted to improve the accuracy of aplica.:
information:

(i) Continue the contracted validation efforts but also recuire
applicants andior their parents to provide copies of Federal
income tax returns, or other financial information. on a sar7le
basis. ana establish specific uidelines for financial aid cfficers
to verifv eligibility information.

(2) Require OE Regional Offices personnel assigned to studen:
assistance programs to routinely sample basic Grant applica:ions
and compare information with internal evenue Service Recorcz
and/or otner corrooorative sources.

(3) Reauire the basic Crant Drocessing contractor to verifx in
information n accoroance with control procedures.

hkeardiess of the alternative selected, the basic Grant applicaticn's
cCrt,ication statement. to bo. sicnec Dy tne applicant anc tc a-rrican:-
spouse or parent(s). should he revised to specify the partv(ies c
whom te Federal income tax return should ne provided when requested.

1 HEile atermines that financial aid officers at participating scnools
slociiu veriy el;iiiit inormatici;. a statutory anieridment m ;
necessary to () rovid- tne Cor-issioner of Education with the authority
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to require schools to perform verification and (2) designate that a
portion of the recently authorized administrative allowance be used by
the schools to perform this function.

DEPARTMENTS COMMENTS

We concur that OE should increase and strengthen actions to verify
applicant information. GAO's first suggested hAlternative approach is,
in fact, being done now. During the third year of the validation
effort, 8,COO students will be selected for verification under the pre-
established criteria, and an additional 1,200 are expected to be referred
to OE by institutions.

OE is also in the process of developing regulations dealing with the new
legislative requiremen: that the Commissioner establish standards for
administrative capability and fiscal responsibility in order for a
school to be determined eligible for any programs authorized under Title
IV of the Higher Education Act of 1965, as amended. One of the require-
ments which is being proposed is that institutions must review for con-
sistency, all information normally available to it as part of its
regular financial aid award process. Proposed Basic Grant program
regulations will provide specific instructions on procedures institutions
must follow when discrepancies are discovered. Basically, these pro-
pcsed regulations will parallel the suggested procedures included in the
1976-77 Basic Grant Handbook which was distributed to all postsecondary
financial aid offices.

In addition to proposing regulations, OE is also planning an experimental
pre-award verification process. This process will involve selecting
200 1977-78 applicants who meet certain pre-established criteria.

Infornation related to these 200 individuals will be verified by our
current validation contractor to determine the accuracy of the informa-
tion provided. If it appears that this activity is successful, the
Office of Education intends to consider modifying the application pro-
cessing contract for the 1978-79 academic year to include this method of
pre-award verification.

With respect to that part of the recommendation concerning the sub-
mission of Federal income tax information, OE does not believe that a
language change is necessary on the application form. In all cases
where such information is requested, the applicant or his parents are
specri-ally instructed as to whom the information is to be sent.
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With respect to the final part of the recommendation, in light of
proposed rulemaking being considered, it does not appear that the
suggested legislative amendment will be necessary.

GAO RECOMMENDATION

We recommend that the Secretary, HEW, direct the Commissioner of
Education to improve Basic Grant technical assistance to participating
institutions and implement on-site program reviews to be conducted on
a cyclical basis at these schools.

DEPARTMENT'S COMMENT

We concur. OE is well aware of the critical need for conducting on-site
program reviews to all participating institutions on a cyclical basis.
In this context, on June 25, 1976, the Bureau of Postsecondary Education
proposed a plan to reduce fraud and abuse in the OE sponsored student
aid programs which was included in the FY 1977 appropriation and FY 1977
Supplemental Appropriation for OE.

Essentially, this plan calls for regional staff to schedule and conduct
on-site program reviews at each participating institution at least once
every three years for purposes of providing technical assistance.
Central office staff would then be free to conduct in-depth reviews at
"problem schools", schools at which a significant amount of management
assistance is required, and schools which need to be visited on an
emergency basis.

GAO RECOMMENDATION

We recommend that the Secretary, HEW, direct the Commissioner of
Education to require the program's reporting system to obtain from
participating schools data on Basic Grant recipients who drop out.

DEPARTMENT'S COMMENTS

We do not concur. GAO is apparently examining the impact of the Basic
Grant Program in both providing access to higher education and keeping
students in school to complete their course of study. This question is
not one which is restricted to Basic Grants. Rather it is a very
complicated issue which covers almost all aspects of postsecondary
education, including such factors as academic ability, motivation,
employment opportunities, and family emergencies. To attempt to relate
Basic Grant recioients alone with retention without looking at these
other factors would appear to be a futile exercise which would not lead
to any definitive conclusions.
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Further, this recommendation appears to violate the existing Presidentialorder to reduce the reporting burden on institutions in order to gain
information of limited value. The existing program reporting systemdoes collect information on the amount of funds which were paid tostudents but returned to the Basic Grant account at the school and thenumber of applicants from whom such recoveries are obtained. In mostcases, it can be asumed that these are drop outs and the recovered
funds represent refunds returned to the Basic Grant Program. However,in order to determine whether or not these recoveries are actually as aresult of students dropping out and determining why these drop outsoccurred (which is implied by GAO), the Basic Grant Program would haveto request each school to submit a detailed report on each student.

GAO RECOMMENDATION

Werecommend that the Secretary, HEW, direct the Commissioner ofEducation to include tests in the disbursement process to preclude
students frwm receiving improper duplicate payments.

DEPARTMENT'S COMENTS

We do not concur that separate tests should be built into the disburse-ment process. Potential duplicate payments are presently identified inthe Roster subsystem on the "Duplicate Social Security Number Report".

While GAO's report speaks to the potential for students receiving
duplicate awards, the underlying assumption is based upon the fact thatstudents an submit more than one application and receive an additional
Student Eligibility Report. Receiving duplicate awards and submitting
Additional application forms are very different. A student may submitmore than one application for any number of legitimate reasons.

Similarly, a student could also obtain a duplicate Studert Eligibility
Report for a variety of legitimate reasons. Therefore, the fact that astudent has more than one transaction on file does not rean that thestudent is receiving awards at more than one school. In fact, since theProgram's inception, not one case of a student receiving duplicate
payments has been brought to the attention of the program staff.

However, we believe the timeliness of the delivery of the Student
Validation Roster can be improved to provide better verification ofinformation. The Program intends to implement a more timely validation
process for academic year 1977-78. Since approximately 60% of allStudent Eligibility Reports (SERs) are received with the October 31stProgress Reports from the institutions, priority will be given to theseto generate Rosters for delivery in May. Institutions would then berequired to validate the Roster and submit it, with copies of SERs fornon-reported students, to OE with the June 30th Progress Report, auto-matically balancing the fiscal account.
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GAO RECOMMENDATION

We recommend that the Secretary, HEW, direct the Commissioner of
Edu tion to strengthen efforts to obtain refunds from students who
have withdrawn f.om tuition-free schools and schools using the Alternate
Disbursement System. A first step would be to issue promptly the
regulations establishing a Basic Grant refund policy covering students
at such schools.

DEPARTMENT'S COMMENT

We concur. The Office of Education is strengthening its efforts in this
area, and has taken the first step suggested by GAO.

The issues inherent in this recommendation involve the apportionment
among aid accounts of any institutional refund due to the student and/or
the aid ccount, and also repayment by the student of amounts which had
been disbursed directly to him to meet living expenses.

The Office of Education is planning to publish Notices of Proposed
Rulemaking and, after appropriate review and public comment, they will
be published as final regulations.

GAO notes: 1. Deleted comments pertain to matters
presented in the draft report but
revised in this final report.

2. Deleted comments pertain to atters
which, in subsequent discussions, HEW
agreed were not pertinent to this
final report.
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DETAILS ON BASIC GRANT "''DING AND AWARDS

FOR ACADEMIC YEARS 19i . THROUGH 1976-77

1973-74 1974-75 1975-76 1976-77

Appropriations
(millions) $122.1 $475 $ 660.0 a/$ 523.3

Carryover 54 171.3 -

Supplemental
appropriations - - 180.2 791.0

Total
(millions) $122.1 $529 $1,011.5 $1,314.3

Expenditures
(millions)
(note b) $49.9 $356.5 $1,011.5 $1,526.0

Number of
recipients
(note c) 185,249 573,403 1,300,000 d/1,931,000

Average grant $269 $621 $778 d/$790

Maximum grant
allowable $452 $1,050 e/$1,400 e/$1,400

a/Excludes $180.2 million 1975-76 supplemental appropriations
and $11.5 million administrative allowance.

b/Does not include expenditures to students through the alter-
nate disbursement system. (Students receive awards directly
from OE if they are attending schools which choose not to act
as OE's disbursing agent.)

c/The rapid i crease in the number of recipients is due in part
to the prog am's phasein. In 1973-74 only freshmen were
eligible t participate; sophomores were added in 1974-75,
juniors in 975-76, and seniors in 1976-77. Also, in 1975-76,
students enrolled on at least a half-time basis became eligible.

d/Estimated amount.

e/Maximum grant established by the Higher Education Act, as
amended, for program years 1975-76 and 1976-77. The same act
increases the maximum grant to $1,800 in 1978-79.

Source: Office of Education.
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DESCRIPTION OF STATISTICAL ANALYSIS

TECHNIQUES USED DURING REVIEW

Samples selected during the review were designed to pro-vide information on a particular aspect of the program. Post-secondary schools were selected on a judgmental basis, andstudents at the-e schools were randomly selected. The randomsamples provide a confidence level of 95 percent.

SELECTION OF SCHOOLS

Postsecondary schools were selected to include a diver-sity of schools which participated in the Basic Grants program.
The selection criteria were

-- type of school, for example, 2- and 4-year public
and private, nonprofit, and proprietary;

--institutions of varying enrollments;

--geographic dispersion, including schools in the
Northeast, Midwest, South, and West;

-- sufficient number of-Basic Grant recipients; and

-- comparison of national average Basic Grant ($621) to
assure that the average grant for schools in
sample ($672) was representative.

Originally 20 schools were selected. One--California BusinessCollege--was subsequently dropped when we learned that the HEWAudit Agency would audit the school at about the same time.We did include students enrolled at this school for ourquestionnaire on Basic Grant outreach.

Appendix IV shows schools selected, enrollment
data, OE aid recipients, and universe and sample sizes.

SELECTION OF 1974-75 RECIPIENTS

A random sample of 772 recipients for academic year1974-75 was selected at the 19 schools (1) to compare appli-cant information on student eligibility reports with informa-
tion on students' other financial aid records avaiiahl, at theschool and (2) to assess the validity of information used todetermine students' eligibility. (See p. 22.)
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ANALYSIS OF QUESTIONABLE AWARDS
AND AWARDS TO INELIGIBLES

The estimates for dollars awarded to ineligible recipients
and for awards made to recipients on the basis of Basic Granteligibility information without resolving conflicting informa-
tion in student aid files were computed as follows:

-- Multiplying the mean dollar estimate for ineligibles atthe 19 schools in our sample ($42.447) by the total num-
ber of 1974-75 Basic Grant recipients (573,403) - $24.3
million.

-- Multiplying the mean dollar estimate of the disputed
award per recipient for the 19 schools ($205.607) by the
total number of 1974-75 recipients (573,403) $117.9
million.

ANALYSIS OF DUPLICATE AWARDS AND
DEVELOPMENT OF RECIPIENTS' PROFILES

From OE and processing contractor records, we randomlyselected 14,873 Basic Grant recipients' records to determine
the potential for duplicate awards. (See p. 36.) Two sub-
samples of awards for 1,179 dependent and 1,423 independentrecipients were made to develop profiles of typical recipients
considering socioeconomic characteristics, such a family
income and assets, household size, and age of the recipient.
We used frequency distributions and averages from our analysisto develop profiles for recipients in several ranges of awardsreceived. (See app. VI.)

ANALYSIS OF OE AND SCHOOL OUTREACH EFFORTS

We randomly selected 1,192 freshmen and sophomores fromenrollment records maintained at 19 postsecondary schoolsvisited and at California Business College. Questionnaires
were sent to these students to determine their awareness ofthe Basic Grant program; when, where, and how they had obtained
their information; and whether they had received an award.
(See p. 10.)
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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

(104019)
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