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PROVIDING QUALITY POSTSECONDARY
EDUCATION: ACCESS AND ACCOUNTABILITY

THURSDAY, APRIL 28, 2005

U.S. SENATE,
COMMITTEE ON HEALTH, EDUCATION, LABOR, AND PENSIONS,
Washington, DC.

The committee met, pursuant to notice, at 10:00 a.m., in Room
430, Dirksen Senate Office Building, Senator Enzi, chairman of the
committee, presiding.

Present: Senators Enzi, Alexander, Burr, Dodd, Bingaman, and
Murray.

OPENING STATEMENT OF SENATOR ENZI

The CHAIRMAN. Good morning. I call the hearing to order. I want
to thank the witnesses for participating in today’s hearing.

It has been 40 years since Congress first enacted the Higher
Education Act. During that time this important program has pro-
vided billions of dollars in student financial assistance to millions
of students. I am pleased to be able to hold this hearing as we con-
tinue the process of reauthorizing the Higher Education Act. In
fact, there is no better way to mark the 40th anniversary of the en-
actment of this legislation than by continuing the Federal commit-
ment to postsecondary education and every student’s dream of a
higher education.

The American postsecondary education is renowned throughout
the world. More than 6,000 colleges and universities enroll more
than 14 million students, providing access to all types of academic
and training programs. We are doing our part in Wyoming but we
only have a handful of the total. We have only one 4-year univer-
sity and 7 community colleges. The recent opening of the Univer-
sity of Phoenix campus in Cheyenne brought us to a grand total
of 10 accredited institutions of higher education in the State, and
that is the smallest of any State but Alaska.

This country’s institutions are good enough that students all over
the world make enormous sacrifices to be able to come here and
study. Today’s students at these schools will be tomorrow’s leaders
in the fields of health care, technology, manufacturing, business,
just to name a few. These schools are also helping to prepare to-
morrow’s generation of teachers, who will help our children to
begin to mold their future and shape their destiny in classrooms
throughout the country.

Today more postsecondary students are receiving Federal Pell
grant assistance than ever before. Over 5 million students received
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Pell grant assistance in the 2003—-04 school year, with the greatest
number of those students enrolled in public 2-year colleges. All to-
gether the Federal Government has provided or helped to leverage
more than $70 billion in student financial aid in the past year.

Enrollment in postsecondary education has increased for the past
30 years and it is expected to continue to do so, particularly in 2-
year programs. By 2008 the number of students enrolled in post-
secondary education will have doubled from 1970 levels.

At the same time, the face of today’s average college student is
changing. The average student enrolled in postsecondary education
or training these days is most likely to be older than 24 years.
They are more likely to be independent and more likely to be fe-
male. These changes should not surprise any of us. Higher edu-
cation in America is in the middle of a revolution. We are facing
monumental changes in the American workforce and the need for
employees with a higher education is growing at a faster rate than
ever.

As the American workforce changes, so do the needs of today’s
college students. The need to provide broad access and strong ac-
countability with respect to higher education has never been great-
er. Our economy is on the threshold of the most significant trans-
formation in history. In the next 10 years about 12 percent of the
workforce will be leaving their careers behind for retirement. In ad-
dition, today’s jobs are requiring more of workers than ever before.
It is estimated that by 2015 three-quarters of all workers will have
some postsecondary education or training, but 2020 we will need
14 million more skilled workers in this country than we are cur-
rently able to provide.

As we stand on the brink of this workforce revolution, Congress
has an important opportunity to meet the coming challenges head
on with the reauthorization of the Higher Education Act. The avail-
ability of seamless, lifelong education opportunities is critical for
our long-term competitiveness. In this global economy learning is
never over, school is never out. The Higher Education Act is part
of the comprehensive approach to education and training that this
country needs. This approach must effectively coordinate programs
such as the Workforce Investment Act, the Perkins Career and
Technical Education Act and other Federal education and training
initiatives to ensure that we remain competitive.

Congress must also consider change to the law that will help to-
day’s students attend and succeed in college, such as permitting
greater access to distance education, ensuring that students have
reliable information about the cost of attending college, and that
schools are partners with businesses in supporting a strong Amer-
ican economy.

Today’s panel will help build on the themes that we have looked
at through a number of hearings so far this year. Our panelists will
look at issues relating to access and accountability with higher edu-
cation. They will suggest ways we can ensure more students are
able to attend postsecondary education and that they leave these
programs with a certificate or degree prepared for future success,
whether that be in the workforce or additional education or some-
thing else all together.
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I look forward to the testimony of our witnesses. I hope this
hearing will help provide the committee with information we need
to take a great step forward in securing our long-term competitive-
ness. Postsecondary education will play a critical role in that proc-
ess. I look forward to working with my colleagues on the committee
in a bipartisan manner and in the Senate to reauthorize the High-
er Education Act.

Senator Dodd.

OPENING STATEMENT OF SENATOR DODD

Senator DopD. Thank you very much, Mr. Chairman. Let me
begin by thanking you for the hearings that we are conducting on
this critically important piece of legislation.

It is always dangerous to call one piece of legislation the most
important, but I cannot think of another piece of legislation as im-
portant as the reauthorization of the Higher Education Act. It has
been a part of our critical success as a nation going back to the ear-
liest days of our republic. One of the first acts ever passed by Con-
gress was the Northwest Ordinance at the very end of the 18th
century as we were a new Government; this act set aside lands for
education. We passed the Morrill Act in the middle of the Civil
War. Here was a nation preoccupied with how it would survive as
a people, and yet Abraham Lincoln and the Congress found the re-
sources and the time to create the land Grant Colleges. The Uni-
versity of Connecticut in my State is one of those institutions that
was founded as a result of the Land Grant College Act under Sen-
ator Morrill of Vermont.

Even before the end of World War II the GI Bill was enacted into
law, and then of course the Higher Education Act later on, but
throughout our history, even at times of great crises we have al-
ways understood the value of education, and in the 20th century
the importance of a higher education. There are a lot of reasons
why we are successful as a people, but if I had to pick one quality
more so than any others, it is our commitment to education over
the years. I think it is tremendously worthwhile that we are going
to spend as much time as we are this year on this issue.

You have identified already, Mr. Chairman, in your opening com-
ments the statistics today. 6,600 roughly degree and nondegree
granting institutions are eligible to receive Federal aid as higher
education institutions. They enroll more than 15.5 million students,
15.6 million to be exact. Of those 6,600 institutions, 75 percent of
students are enrolled in public colleges or universities. Over 70 per-
cent of those students receive financial aid, which is a tremen-
dously high number.

Since the inception of the Higher Education Act the face of post-
secondary education has changed dramatically. I think it is worth
noting what has happened in these last 40 years or so. There were
5.7 million students in 1965 when we passed the Higher Education
Act, we have more than 10 million more students today, 40 years
later. In 1965 women composed 38 percent of the student body.
Today, more than half of the student body is women. In 1965 only
6 percent of the students identified themselves as being black.
Today African-Americans make up more than 14 percent of the in-
coming class. Hispanic enrollment has increased from less than one
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percent in 1975—to more than 9 percent in the year 2000. Today
73 percent of students are nontraditional students, as the chairman
has pointed out, in some way or another. They are either older,
have children, are more likely to be working or are attending insti-
tutions on a part-time basis.

When I think of higher education, Mr. Chairman, I find myself
thinking about access. That is an important question obviously. It
has to do with academic access, to what extent we have prepared
students for their university experience. It has to do with informa-
tion, to what extent we made students aware of their higher edu-
cation opportunities. And it has to do with cost, to what extent can
Americans afford to go on to a higher end. More and more I am
particularly concerned, as I know many of my colleagues are, with
the issue of cost. According to the College Board last year the aver-
age cost of attending a public 4-year college including tuition fees,
room and board, increased by 7.8 percent to over $11,000. For pri-
gate 4-year colleges the average cost increased 5.6 percent to over

217,000.

I asked my staff, because as my colleagues know, as the father
of a 2-month-old and father of a 3%2-year-old, I thought it might
be interesting to extrapolate what kind of costs I would be looking
at 15 or 18 years from now, and I had better find another job
quickly here if I intend to do this. [Laughter.]

I think at my public institution I will be paying $31,000 for my
oldest to go to college, if these numbers hold up over the coming
years. At any rate, cost is an issue we will have to confront in the
coming years.

In comparison, how are family incomes holding up? The share of
family income required to pay total college cost has increased to 29
percent of an average family’s income for public university tuition
payments, and 41 percent of a family income to pay private univer-
sity tuition, 29 percent and 41 percent. These are huge numbers,
Mr. Chairman, I know you agree. In comparison, the average fam-
ily mortgage payment is 29 percent of income. Clearly, college is
not just an expensive investment, it is becoming unaffordable for
millions and millions of people in this country.

Worse still is the amount of debt students are taking on. In my
State of Connecticut the average student graduates in 4 years with
over $15,000 in debt. Nationally, the figure rounds out closer to
$17,000. If a student comes from a low-income family or is a minor-
ity, they are more likely to graduate in significant debt. I have to
wonder to what extent does student indebtedness dictate career de-
cisions. Are students foregoing careers in public service, education,
and the like, because they just cannot afford to do it any longer?

I am concerned about the lack of information many parents have
as it relates to financial aid. A recent poll shows that 45 percent
of low-income and 50 percent of hispanic families have no idea how
they are going to put their children through college. The survey
also showed that low-income families receive financial aid informa-
tion nearly 2 years later than upper income families, and lower in-
ccf)m(::1 families are least likely to be able to identify common sources
of aid.

I am concerned about the basic academic preparation at the high
school level, keeping kids out of college or causing them to drop
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out. In March, Cal State officials released a study that showed that
only 43 percent of first-time freshmen were sufficiently prepared
for college work in both English and mathematics. Similar figures
have been reported throughout the country. Suggestions for chang-
ing this include making college preparatory curriculum the stand-
ard for all students, providing financial aid commitments earlier so
that students begin to take the prospect of college seriously, or
more seriously, at a younger age, and using data and assessments
to develop effective support programs so that all students can
achieve at a college level. Expansion of the TRIO program, pro-
grams that help motivate and prepare low-income students for col-
lege, would also I think be helpful.

As global competition intensities, and I know again all my col-
leagues understand this and I am sure our panelists do as well, I
find myself worried, Mr. Chairman. Will we be able to compete in
a world today that is very, very different than it was even a few
years ago in terms of the level of educational support, with our
major competitors globally? The only way to ensure that is to en-
sure a world-class educational system for our children here in this
country, to ensure that they are prepared and can access it once
accepted, and then ensure that we do all we can to keep students
in school until they graduate.

One of today’s witnesses will discuss research showing that fewer
than 40 percent of college students graduate in 4 years. Again, we
understand with the nontraditional student there is some rational
for that. For minority students the rates are even lower. Today we
will also touch upon the issue of accountability, and accountability
for Federal dollars is something I strongly support. I would, how-
ever, caution the committee to proceed slowly and thoughtfully as
we explore the proposals that are currently out there.

Mr. Chairman, it is with great hope that I attend this morning’s
hearing. Again, as I said at the outset, I think there is no other
set of issues that is as important as these and the cost issue. If we
just look at this in terms of raising additional dollars to meet de-
mand without looking at what can be done to hold down costs, the
7.8 percent number rising all the time, outstrips almost anything
else occurring in our economy. We have with us today a former col-
lege president and someone who knows a great deal about the sub-
ject in our colleague from Tennessee. I know when I talk to my own
college presidents about this, they get a little tense when I start
talking about what can be done to bring down these costs, but we
have got to figure some way to do this, otherwise these numbers
are going to make it almost impossible for educationally eligible
families to meet these responsibilities.

So I thank you immensely for having today’ hearing.

The CHAIRMAN. Thank you.

Senator Alexander, as Subcommittee Chairman for Education,
would you like to make some comments?

OPENING STATEMENT OF SENATOR ALEXANDER

Senator ALEXANDER. Thank you, Mr. Chairman and Senator
Dodd, and I appreciate the chance to be here, and I thank the
chairman for his approach on this, getting early on into the impor-
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tance of higher education and thinking of it as part of a seamless
learning process.

I would only say these things briefly, and then I will look for-
ward to listening. I am convinced that we have an extraordinary
asset in our system of colleges and universities. I remember Presi-
dent Cardozo of Brazil, who was here at the Library of Congress
before he went back, was asked by Senator Hutchison what he
would take back to Brazil about the United States. He said the
American university, there is nothing like it in the world. And I be-
lieve that.

I also think our next big surprise coming is to our pocketbooks.
First big surprise was terrorism; next big surprise is to our pocket-
books and that we need to make sure over the next 10 years that
we take a look at our brain power because that is where our stand-
ard of living comes from. While are outsourcing jobs we have been
insourcing brains, and that is why we produce a third of all the
money in the world for only 5 to 6 percent of the people. So how
we keep doing that is what Senator Enzi is focusing on and it is
exactly the right focus.

I also believe that we stumbled into the right model for higher
education. In some miraculous way after World War II with the GI
bill for kids. We did not give the Federal dollars to Notre Dame
and the University of Tennessee, we gave it to the soldiers and
they spent where they wanted to. Our system of K through 12
would be much better off if we did that which is another debate.

We did the same thing with the Pell grants and we did the same
thing with the Stafford loans, and so as a result we have this sys-
tem where no one tells me I have to go to the University of Ala-
bama, I can choose to go to Vanderbilt or the University of Ten-
nessee or even Connecticut if I wanted to, and I can go to a for-
profit institution

Senator DoDD. Even Connecticut?

Senator ALEXANDER. Even Connecticut. [Laughter.]

I can go to a for-profit institution

The CHAIRMAN. Or Wyoming. [Laughter.]

Senator ALEXANDER. So I will be keeping my eye—or Wyoming—
I will be keeping my eye on this model we have in higher edu-
cation, which is, number one, autonomy for the institutions, and
number two, Federal dollars, and number three, following students
to the institution of their choice.

The last two comments I would make have to do with the cost
issue. I want to look at the cost issue too, but I would emphasize
that community colleges’ tuition is about $2,000 a year. It is a pret-
ty good bargain. University of Tennessee, University of North Caro-
lina, pretty good institutions, tuition there is a few thousand dol-
lars a year, maybe 3 or 4. Costs are going up but I think we ought
to understand the reason. I think it is because State support is
going down. I mean the tin cup is in Nashville, not Washington.
Federal dollars for Pell grants are up 40, 45 percent, two or three
times what State support for higher education is up in our State
and probably other States.

So the best thing perhaps we could do about the cost of higher
education is to get the Medicaid program under control so States
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did not have to spend all their money on health care and had a lit-
tle left for the colleges.

So, finally, I will be looking at these issues: simplicity of applica-
tions, this committee has done some work on that and there is
some good work, Mr. Chairman, that could be part of the Higher
Education bill to simplify the forms for grants and loans; year-
round schools and year-round attendance, which means amending
how Pell grants and loans are dealt with.

I would like to see deregulation of colleges and universities, not
more regulation of colleges and universities because I think auton-
omy is why they are good. I want to make sure we continue to at-
tract foreign students to help us have a high standard of living in
this country, and to go home and spread democracy. I want to find
out whether State funding is damaging the prospects for higher
education in the future. And I want to make sure that we have
ample funds for research because half our new jobs since World
War II came from advances in sciences technology.

So I can think of no more important subject, and I am delighted
the chairman is holding this hearing.

The CHAIRMAN. We will now hear from our panel of witnesses.
I will introduce our five witnesses. They will give their statements
and then we will move to questions. We do have a great panel of
witnesses who will speak on providing postsecondary education and
increasing access and accountability.

The first member of our panel is Ms. Kati Haycock. Ms. Haycock
is one of the Nation’s leading child advocates in the field of edu-
cation. She is the director of the Education Trust, which is a Wash-
ington-based organization that provides assistance in improving
student achievement in education.

The second member of our panel is Ms. Trinity Thorpe. Ms.
Thorpe is a graduate of Laramie Senior High School in Laramie,
WY and is currently a junior at Pepperdine University. She is also
the recipient of the Gates Millennium Scholarship. We are very
proud of Ms. Thorpe’s success and her academic achievement, and
we hope other students from Wyoming will follow in her footsteps.
I mentioned to her earlier that she is probably the youngest person
testifying on the Hill today, and she said, “Actually, there are two
of us from Pepperdine testifying today.” [Laughter.] So Pepperdine
is well represented on the Hill today, and as we will see in a mo-
ment, so is Wyoming.

The third member of our panel is Mr. Brian Bosworth. Mr.
Bosworth is the president of FutureWorks, which is a private con-
sulting and policy development firm that helps design and build
the strategies and institutions that promote sustainable skill-based
regional economic growth.

The fourth member of our panel is Mr. Robert Shireman. Mr.
Shireman is the director of the Institute for College Access and
Success. He also served on the Federal Advisory Committee on Stu-
dent Financial Assistance, and is an adviser at the Aspen Institute.

And our final member of the panel is Mr. Phillip Van Horn. Mr.
Van Horn is the president of the Wyoming Student Loan Corpora-
tion. In addition, Mr. Van Horn was appointed by the Governor of
Wyoming to chair the Wyoming Workforce Development Council in
1999 through 2002 and is still an active member of that council.
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I have known Mr. Van Horn for many years, and I am pleased that
he was able to be here with us today and provide this excellent in-
formation that always comes out of Wyoming.

I would ask all of the members of the panel to limit their oral
statement to 5 minutes. Your entire written statement will be in-
cluded in the hearing record. And I would mention that after all
of you finish your statements, then we will have questions from the
Senators, and then after that the testimony will remain open so
that you can expand on remarks if you have some other things you
wanted to comment on. Also since you are on the panel, we have
the opportunity then to ask you some questions in writing. Some-
times the questions are more detailed than what you might have
information for here at the hearing, or that anybody in the general
public might be interested in. So we would appreciate the answers
to those questions as well.

So let us begin. Ms. Haycock.

STATEMENTS OF KATI HAYCOCK, DIRECTOR, EDUCATION
TRUST; TRINITY THORPE, STUDENT, PEPPERDINE UNIVER-
SITY; BRIAN BOSWORTH, PRESIDENT, FUTUREWORKS; ROB-
ERT M. SHIREMAN, DIRECTOR, THE INSTITUTE FOR COL-
LEGE ACCESS & SUCCESS, INC.; AND PHILLIP F. VAN HORN,
CHAIRMAN OF THE BOARD AND PRESIDENT, WYOMING STU-
DENT LOAN CORPORATION, AND PRESIDENT AND CEO,
WESTERN STATES LEARNING CORPORATION

Ms. HAYcocK. Thank you, Mr. Chairman, Senators, members of
the committee.

As I think all of you know, for many decades the American edu-
cation system led the world on almost every measure. We had the
highest high school completion rate in the developed world. We had
the highest college going rate and the highest proportion of our
young people college educated.

Higher education, as all of you know, has long been one of the
main drivers of opportunity, of social mobility, and of economic
progress in our country.

Over the past decade, however, a surprising array of countries
has run right past us. We have slipped from first in the world to
17th in high school completion rates. We have slipped from first to
7th in college entry rates. We no longer even lead in a proportion
of our young people who get a college diploma.

Moreover, while our results remain essentially flat, a surprising
array of countries is poised right beneath us and has a much steep-
er upward trajectory, will soon pass us. And sadly, we are the only
developed country in the world where the literacy levels amongst
gours and my generation are actually higher than those of our chil-

ren.

Underneath that overall story, as dismal as it is, the numbers
are even more worrisome for low-income students and students of
color. They are less likely to complete high school, less likely to
enter college and less likely to complete once they get there. We
have got to get our systems back on track for the students, for our
democracy, and for our economy.

In reauthorizing the Higher Education Act this year, you have an
opportunity to address at least some of the major problems that
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interfere with these results. Let me mention just three things that
you could do.

First, preparation. Every year thousands, hundreds of thousands
of American high school students follow all the rules. They take all
the courses they are required to take, they pass all the tests they
are required to pass, with the full expectation that if they do so
they will be ready for the next level of education. Unfortunately,
as [ think you know, when they get to college—and most of them
are now going—they fall very short in many cases of having the
skills and knowledge they need to succeed there. Nearly a third ac-
tually end up in high school level course, otherwise known as reme-
dial or developmental course instead of the college courses that
they expected to start. Why is this? Because we have not aligned
the standards for high schools with the requirements of college and
of today’s workplace.

Now, fortunately, as I think you know, many States are begin-
ning now to do just that, some through the American Diploma
Project, others on your own. You could help by providing some in-
centive funding for States that are willing to give their high school
diploma real meaning by aligning their standards for high school
exit with the standard courses requirements and assessments nec-
essary to show readiness for both college and for work.

Second, money matters. It did not help much if students are pre-
pared for college if they cannot afford to go. The financial burden,
as all of you know, of paying for college is a huge barrier for many
young people. Low-income young people have been particularly
hard hit by increased college costs, in part because of the dimin-
ished buying power of the Pell grant program. It is very important
that you act to restored educational opportunity for our low-income
young people by committing to a 5-year trajectory of restoring the
buying power of the Pell grant program. Students also need to
know about all this, so continuing your support for the TRIO and
GEAR UP programs is important as well.

College education, as all of you know, is in fact the surest route
out of poverty, but it is now a route for only a handful of low-in-
come young people. College going rates amongst our highest achiev-
ing low-income students are now exactly the same as college going
rates amongst our lowest achieving high-income students. And if
you look at American families in the bottom economic quartile, ask
how many of their kids have a bachelor’s degree by age 26, the an-
swer is 7 out of 100; for upper middle class kids it is 60 out of 100.
Hugely important that we turn that around.

Finally, college success. Far too many students who enter our col-
leges and universities fail to earn a degree. Overall fewer than 4
in 10 of students get a 4-year degree in 4 years. Only about 6 in
10 get one in 6 years, and the rates are much worse for low-income
students and students of color.

Now, because the number of students entering colleges and uni-
versities has continued to go up, not much attention has been de-
voted to this success problem. Better preparation and more gener-
ous financial assistance would of course help, but it turns out that
what colleges and universities do matters a lot too.

As I think some of you know, this last year was the first time
that the Federal Government released data publicly on the success
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rates of colleges and universities around the country. And it turns
out that even after you control for factors like the size and mission
of the institution, its financial support and the academic and finan-
cial characteristics of its students, some colleges routinely do a
much better job at getting their students through to a degree. And
these colleges are a range of institutions from Elizabeth City Uni-
versity, a historically black college in North Carolina, to Miami of
Ohio, a much more elite college, to East Carolina University. These
are institutions that when compared with institutions that serve
students just like theirs routinely do a far better job than their
peers.

But even as individual institutions distinguish themselves, what
is important for you to remember is that our higher education sys-
tem as a whole is stuck. We have made virtually no progress. Im-
proving student success is now an option. You can by asking States
to put in place accountability systems that will set some stretch
goals for our colleges and universities, ask them to step up to the
success achieved by their counterparts. You can begin to get some
much-needed progress in improving student success across the
country.

Thank you very much.

The CHAIRMAN. Thank you.

[The prepared statement of Ms. Haycock follows:]

PREPARED STATEMENT OF KATI HAYCOCK

For many decades, the American education system led the world on almost every
measure. We had the highest high school completion rate, the highest college-going
rate, and the highest proportion of college-educated citizens. Collectively, our col-
leges and universities are unparalleled, attracting students and scholars from all
over the world.

Higher education has long been one of the main drivers of opportunity, social mo-
bility, and economic progress in our society. And that promise has been supported
through Federal policy—through tax-exempt status, establishment of land-grant in-
stitutions in the 19t century, the G.I. Bill after World War II, and Pell grants since
1972. Our historical national commitment to education has paid fantastic dividends;
the 1[&Tnited States has long had the best-educated, most productive workforce in the
world.

Over the past decade, however, we have allowed a surprising array of countries
to pass by us.

e We are now 17th in the developed world in high school graduation rates;

e We are now 7th in college-entry rates;

e And we are no longer first in the proportion of young people completing a col-
lege degree.

Moreover, we are the only developed country where college-education rates are not
improving and the only developed country where the literacy levels of older adults
are higher than those among young adults.

Underneath this overall story, the numbers are even more worrisome for low-in-
come students and students of color. These students are less likely to graduate from
high school; those who do graduate are less likely to be prepared for college or work.
To make matters worse, low-income students and students of color who do go on
to college are also less likely to complete college after entering.

What is going on here? Simply put, there are problems at several key points in
the education pipeline, each of which must be addressed to turn these patterns
around.

Better Aligning High School and College

Every year, hundreds of thousands of American high school students follow all the
rules—that is, take all of the courses they are required to take and pass all of the
required tests—expecting that, if they do so, they will be prepared for the next level
of education. Unfortunately, when they get to college—as most do—they often aren’t
even close to prepared for the challenges they face there. Nearly one in three end
up in remedial—or high school level—courses. Why? Because the standards for
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American high schools have not been aligned with the requirements of college and
today’s workplace.

Fortunately, many States are beginning to do just that—some working through
the American Diploma Project, others on their own. You could help by providing in-
centive funding for States willing to give the high school diploma real meaning by
aligning their standards, course requirements, and assessments across high school
and college.

Reauthorization of the Higher Education Act provides Congress with several op-
portunities to promote better preparation for work, for college, and for life. First,
Congress should support State efforts to align the standards for high school exit
with those for beginning postsecondary study. With a relatively small investment,
Congress could help States to link their K-12 and higher education data systems,
would allow States to significantly advance alignment and articulation activities.
What should States have to do to receive these funds? Quite simple:

e K-12 and higher education systems need to agree on common definitions of the
knowledge and skills required to begin postsecondary work.

e K-12 systems need to review State standards and course requirements required
for a high school diploma and develop a process to bring them into alignment with
the skills and knowledge required to begin postsecondary work.

e K-12 and higher education together need to agree on common assessments for
measuring whether students possess the skills they need, and a curriculum that
prepares students adequately for the challenges of postsecondary education.

e Higher Education needs to ensure that teacher preparation is aligned—both in
terms of quality and quantity—with the expectations of what needs to be taught in
the K-12 system.

o States willing to make a college- and work-ready curriculum the default curricu-
lum for all students should receive additional Federal financial assistance to provide
the professional development that will be required.

In addition, Congress can provide extra encouragement to low-income students to
prepare for success in postsecondary education by providing additional financial aid
to low-income students who have completed the college prep curriculum.

Many wonder whether the emphasis on preparing students to be successful in col-
lege neglects the needs of our non college-bound students. Large scale, national re-
search, including research by the American Diploma Project and others, has estab-
lished that the academic skills required for work are comparable to those required
for college. The point is that high school graduates should be prepared to choose col-
lege or work. Right now, they are not being adequately prepared for either.

Money Matters

Second, it is clear that some of the students who should be going on to college
aren’t. In the most recent year for which data are available, for example, low-income
students in the top quartile of academic achievement nationally are entering college
at rates exactly the same as high-income students in the bottom quartile of aca-
demic achievement. Though college-going rates for all groups of students are up, the
gap in college attendance between White high school graduates and graduates of
color is larger today than it was two decades ago.

In a century where some postsecondary education is essential to gain a foothold
in our economy, this is a tragedy for the young people themselves, for their families,
and for our country. Providing financial incentives for students to complete a more
rigorous college-prep curriculum would begin to address another contributor to low-
graduation rates—the cost of attending college. But this step alone is by no means
sufficient. The financial burden of paying for college is a huge barrier for many
young people. Low-income young people are particularly hard hit, because the rel-
ative value of Pell grants has diminished by 50 percent since the late 1970s. Where-
as Pell grants used to cover 84 percent of the average fixed cost at a public, 4-year
institution, in 2001-02 they covered only about 40 percent of these costs. It is
hugely important that you act to restore educational opportunities for our most vul-
nerable young people.

e Congress should commit to a 5-year trajectory to recoup the buying
power of Pell grants.

Beyond providing more help to low-income students, though, it is important for
Congress to consider how it might provide stronger incentives to colleges to enroll
low-income students. As college-going increases, colleges often have less incentive to
educate more low-income students. Despite the unique importance of higher edu-
cation in breaking the cycle of poverty for students from low-income families, in-
creases in student financial aid over the last 10 years—at the Federal, State, and
institutional levels—have disproportionately benefited upper-middle and middle-
class students. So even as the dollars for financial aid have grown, truly low-income



12

students have been asked to shoulder more of the burden of paying for college
through loans. Institutions of higher education should be eligible for supplemental
financial assistance for enrolling and graduating low-income students.

¢ Both Federal grants to individuals as well as Federal aid to institutions
should be designed to better serve the Federal priority of increasing the
access and success of low-income students.

In addition, the process of simply arranging college financing presents a daunting
morass of confusing, sometimes duplicative, programs. In some instances, the Fed-
eral Government is providing rich subsidies to private lenders without commensu-
rate benefits to the low-income students the programs were established to serve. To
make matters worse, private lenders can use their subsidies to entice college and
universities into their programs and out of the more efficient, less expensive direct
loan program. These subsidies should be limited and the savings should be redi-
rected to need-based aid for low-income students.

e Congress should eliminate excessive subsidies and directly administer
a greater portion of federally guaranteed student financial assistance, and
use the savings to expand need-based financial aid.

As Congress works to make college more affordable for students from low-income
families, it must not cut back on prior commitments to increase college access
among low-income and minority students. The GEAR UP and TRIO programs rep-
resent a lifeline to college for some of our most disadvantaged young people. Given
the inequitable access to college that exists right now, it would be unfair and unwise
to eliminate these programs.

Increasing College Success—What Institutions do Matters a Lot

Third, far too many students who enter our higher education system fail to earn
a degree. Overall, only about 4 in 10 students who begin full-time at a 4-year college
get a bachelor’s degree within 4 years and only about 6 in 10 get a degree within
6 years, according to the U.S. Department of Education’s Beginning Postsecondary
Survey. Graduation rates are even worse for BA-seeking students who begin in a
2-year college. Moreover, in both types of institutions, completion rates are substan-
tially lower for minority students and students from low-income families.

While approximately two-thirds of White freshmen in 4-year colleges (66.8 per-
cent) obtain a degree within 6 years, fewer than half of African-Americans (45.7 per-
cent) and Latinos (47.3 percent) do so. There are also significant differences in com-
pletion between students in terms of family income: 77 percent of students from
high-income families graduate, compared to only 54 percent for students from low-
income families—a 23 percentage point difference. And remember: These figures
represent the outcomes only of students who began as first-time degree-seeking
freshmen in 4-year institutions—that is, the students who are most likely to persist
and graduate.

Because the number of students entering the Nation’s colleges and universities
has been rising overall, not much attention has been paid to these low-completion
rates. The percentage of high school graduates going on to 2-year or 4-year colleges
and universities increased from less than half in 1975 to almost two-thirds in 2001.
But graduation rates among first-time, full-time students in 4-year colleges have re-
mained stagnant for decades—we are successfully getting more young people to col-
lege, but not getting proportionally any more of them through college.

While these disturbing patterns—low overall graduation rates and big gaps be-
tween groups—have remained stubbornly consistent, the consequences of not grad-
uating have changed drastically. People with a 4-year degree or higher now earn
much more relative to high school graduates than they did 30 years ago, and the
gap increases with the level of the degree. By contrast, those who enroll in college
but fail to get a B.A. have made only slight gains.

Unless we change current trends, we will become a society that is even more po-
larized by class distinctions. Consider this: Only 7 percent of young people from the
poorest one-quarter of American families earn a bachelor’s degree by age 26, while
60 percent of young people from the top quartile of family income do so. College de-
grees may be the best route out of poverty, but they are a route now for only 7 of
every 100 youngsters born to a low-income family.

It would certainly help if more of these young people entered college well prepared
and if they didn’t have to struggle to cover college costs. Preparation and ability to
pay are important, but they do not tell the whole story. What is becoming increas-
ingly clear is the critical role institutions themselves play in securing the success
of their students. How do we know? Because right now, institutions that serve simi-
lar students with similar preparation and similar family incomes have widely diver-
gent graduation rates. Our recent report focusing on this issue revealed that some
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colleges and universities are doing much better than others in graduating their stu-
dents, even once we account for student characteristics.

Last year for the first time, institution-level graduation-rate statistics were re-
leased to the public, disaggregated by student gender and race/ethnicity. Examining
the numbers closely, we find that some institutions stand out—even after control-
ling for factors such as institution size, resources, mission, degree programs, and the
financial and academic background of their entering students. Some colleges and
universities have much higher graduation rates than other, very similar institu-
tions.

These exceptional higher education institutions range from Elizabeth City State
University, a historically Black institution in North Carolina whose student body is
predominantly low-income, to Miami of Ohio, a highly selective public university, to
the University of California at Riverside, which serves a highly diverse mix of
White, Black, Asian, and Latino students, to the University of Northern Iowa, a
mid-sized comprehensive institution.

These institutions are different in many ways—their size, location, mission, selec-
tivity, and students vary tremendously. But theyre similar in one fundamental re-
zpect—they consistently and significantly outperform their peers in graduating stu-

ents.

And the data reveal that high performance doesn’t have to be for some students
at the expense of others—institutions like East Carolina University in North Caro-
lina and Binghamton University in New York outperform their peers without gaps
in graduation rates between White students and students of color. We even know
that rapid improvement is possible, thanks to the example of the University of Flor-
ida, Louisiana Tech, and others that have upped graduation rates for 5 years run-
ning.

This newly available data establishes that what institutions do makes a very big
difference when it comes to student success. Indeed, earlier this year, the Education
Trust made all of this data publicly available through an interactive database on
our web site. Visitors to the College Results Online database can select a given in-
stitution and see how it compares to similar, peer institutions in graduating stu-
dents. We will be happy to provide Senators and their staffs with information and
analysis from this database.

Even as individual institutions have distinguished themselves, our higher edu-
cation system has, collectively, made virtually no progress in improving graduation
rates over the last three decades. That must change—both for the students and for
our country. Institutions of higher education must be accountable for doing what
they can to enable the success of the students they admit.

Leaders in many States are beginning to step up to this responsibility:

e For example, The University System of Georgia, led by Chancellor Tom Mere-
dith, has begun to study the graduation rates of its 34 colleges and universities,
with the aim of setting graduation-rate goals, both overall and for student sub-
groups, for which campus presidents will be held accountable.

o In Massachusetts, a graduation-rate task force has been appointed to find out
why the number of undergraduate degrees awarded by 24 State and community col-
leges has dropped steadily since 1997, particularly in economically depressed areas
served by the schools. Spurred by upcoming implementation of a new State perform-
ance funding system, the task force is expected to outline a series of concrete rec-
ommendations by December.

e And it is no coincidence that two of the unusually high-performing institutions
I mentioned earlier are from North Carolina. Some years ago, the UNC system
began publishing graduation rates and holding campus presidents accountable for
these numbers.

The traditional State role in regulating and funding higher education suggests
that States are currently in the best position to create robust accountability systems
that hold institutions appropriately responsible for the success of their students. But
given the national interest in tackling this problem, Congress should ask States to
design and implement goals and accountability systems for higher education access
and outcomes. While the quality of currently available data and the limited knowl-
edge of best practices advise against a uniform system nationally, it is important
that States and systems of higher education begin to see increasing student success
as a responsibility, not a choice.

o Congress should require States to put in place an accountability system
for 4-year colleges and universities.

States should have broad discretion in designing systems that meet the particular
needs and characteristics of their institutions, and that fit with systems that have
already been established. But each system should share several common character-
istics: (1) accurate, publicly available graduation rates that are disaggregated by



14

student gender, race/ethnicity, and income status; (2) specific goals for improvement
at each institution, including both overall improvement and closing gaps between
groups; and (3) public reporting of institutional success in meeting graduation-rate
goals. And States should develop plans to integrate 2-year institutions into their ac-
countability system, once appropriate measure are developed that account for the
diverse missions those institutions pursue.

Some States are already well on the way to developing graduation-rate measures
that improve on the federally-collected data, by taking into account student mobility
between institutions. These States should be allowed to use these fuller measures
as they implement accountability systems. States that have not yet made the invest-
ment in the data systems they need should use the federally-collected measures in
the meantime.

Accountability for higher education should also incorporate measures of access
and quality of learning, to ensure that increasing student completion doesn’t come
at the expense of academic standards or education opportunities for low-income stu-
dents. Measures of institutional success must include both the institution’s perform-
ance in graduating traditionally underserved students, and its success in recruiting
and admitting such students. Too often, success in higher education is measured in
terms of increasing the so-called “quality” of the students who are enrolled, which
can come at the expense of serving the students whose need for an accessible, af-
fordable high-quality postsecondary education is greatest. Congress must help to
counterbalance those pressures by recognizing and encouraging those who give ac-
cess and success equal attention.

Building Even Better Data Systems

We recognize that the institutional graduation-rate statistics currently gathered
by the Department of Education aren’t perfect, because they don’t fully account for
students who transfer from one institution to another. This is less of a problem than
is sometimes suggested, though. Less than a quarter of beginning 4-year students
transfer, and only a third of those students who transfer end up graduating within
6 years. As a result, 80 percent of all students who start college at a 4-year institu-
tion and earn a B.A. finish where they began. The current graduation-rate statistics
are more than enough to know that some institutions are doing much better than
others, and we should act on that information now.

But we can and must do better. The U.S. Department of Education should be di-
rected to work with States to develop a next generation of graduation-rate statistics
that appropriately account for mobility and other factors. By moving to a more
streamlined, powerful data collection system that allows the tracking of student suc-
cess at multiple higher education institutions, we could increase the efficiency and
utility of the data collection process while reducing the expense in the long run. We
can also answer vital questions that currently lie beyond the scope of the data sys-
tem, such as: What are the graduation rates of low-income students and students
receiving Federal financial aid? How does the success of students seeking different
academic majors compare? How successful are institutions in graduating students,
after taking into account those who transfer?

Such a system would also give us much more information about the pipeline of
students between 2-year and 4-year colleges. We currently know even less about the
success of our community colleges than our baccalaureate and graduate institutions,
despite the fact that 2-year colleges represent a growing sector of higher education,
particularly for low-income, minority, and non-traditional students. A more inte-
grated, powerful data system will change this, providing a clearer picture of success
across higher education sectors.

With this new data in hand, Congress can help promote public scrutiny of higher
education outcomes by disseminating and drawing public attention to a free, easy-
to-understand, uniformly-comparable public information system. Such a system
would allow students, parents, and policymakers to better understand how different
colleges and universities compare on crucial performance benchmarks, including ac-
cess, affordability, and graduation rates, as well as available information regarding
academics and safety. Honest, objective, reliable information about the success of in-
dividual institutions of higher education needs to become more easily accessible and
this data needs to permeate discussions of institutional quality.

Moving forward, we need to know much more about which institutions are doing
better, and then we need to learn more about what these institutions are doing.
Gathering richer data about student progress and success is an important compo-
nent of any strategy to improve outcomes in higher education. Better data will help
researchers and higher education leaders identify high performers and learn from
them. There are some promising initiatives underway in this regard, such as NSSE,
the National Survey of Student Engagement, developed at Indiana University.
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NSSE and similar projects are exploring the connections between institutional prac-
tices and student success. But indepth “best practices” studies whose results are
transferable from one college or university to another are far too rare in higher edu-
cation, in part because there hasn’t been enough good data to reliably know who
the “high performers” really are, and in part because neither tradition nor policy
have created sufficient demand for such studies.

Congress can advance the conversation on both of these issues through the HEA
reauthorization.

e Better data systems should be developed to more accurately identify
the most successful institutions and research should be supported to dis-
cern the policies and practices that distinguish these institutions from
their peers.

eETo spur interest in the colleges and universities that truly stand out
in their service to their students, Congress should establish a program akin
to the Blue Ribbon schools in the K-12 context.

The Federal Government should very publicly recognize and reward the colleges
and universities that are serving the greatest number of low-income and minority
students and demonstrating the greatest success in graduating these students. Our
initial research suggests that these institutions come from all sectors of postsecond-
ary education, from large research universities to small private colleges to minority-
serving institutions. By very publicly identifying the best of the best, and rewarding
them for their success, Congress could set a standard against which all other insti-
tutions would be measured.

Why is all this so important?

Nationally, there are 772 colleges where at least 5 percent of the undergraduates
are black. In 299 of those institutions the 6-year graduation rates for black students
are less than 30 percent. In 164 of those institutions the 6-year graduation rates
for black students are less than 20 percent. In 68 of those institutions the 6-year
graduation rates for black students are less than 10 percent.

Similarly, in colleges where more than 5 percent of the students are Latino, 25
percent have 6-year graduation rates for Latinos less than 30 percent.

Surely, we can do better. Some institutions already are.

There are now about 890,000 African Americans between 25 and 34 who hold a
bachelors degree. If we could simply cut the black-white graduation rate gap in
half—which some institutions already have—the number of black college graduates
would grow by 10,000 per year. Over a decade, that would produce 100,000 more
%frican Americans with access to a wide range of opportunities currently denied to
them.

If we went further and closed the gap—which some institutions already have—
we could produce 200,000 more African Americans with such access. Similar im-
provement for Latino students would mean another 20,000 Latino college graduates
in Texas alone.

Thank you for this opportunity to testify on this important subject. I look forward
to answering your questions.

Overview of Testimony by Kati Haycock, Director, Education Trust

For many decades, the American education system led the world on almost every
measure. Over the past decade, however, we have allowed a surprising array of
countries to slip by us. We are now 17th in the developed world in high school grad-
uation rates and 7th in college entry rates. We don’t even lead any longer in the
proportion of our young people completing a college education.

Underneath this overall story, the numbers are even more worrisome for low-in-
come students and students of color.

To get our country back on an upward trajectory will require action on a number
of fronts. As it reauthorizes the Higher Education Act this year, Congress can make
an important contribution to solving key problems at several levels.

e To ensure that high school students are better prepared for college, Congress
should support State efforts to align high school requirements with the demands of
college and work. You can help by providing financial support for linking K-12 and
higher education data systems, for aligning course and exam requirements, and for
ensuring that teachers have the help they need to teach to these standards. Congress
should also provide an extra incentive for students to complete more challenging
courses by providing additional financial aid.

e To ensure that low-income students are have the support they need to continue
their educations, Congress should commit to a 5-year trajectory to recoup the buying
power of Pell grants, use Federal aid to institutions to provide incentives for institu-
tions to enroll more low-income students, and eliminate excessive subsidies to lend-
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ers, using the savings to help more low-income students. Also, because it would be
a cruel hoax to add additional financial aid for low-income students, but remove the
main programs—Ilike TRIO and GEAR UP—for helping them prepare for college,
Congress should continue to fund these programs.

o To ensure that colleges focus on both access and success, Congress should require
States to set stretch goals for their 4-year colleges and put into place accountability
systems to monitor progress. What institutions do matters a lot, and at the moment,
institutions don’t have strong incentives to improve student success.

e To enhance our ability as a country to identify problems and track progress,
Congress should direct the U.S. Department of Education to work with States to de-
velop better data systems and create a next generation of graduation rate statistics
that are capable of better tracking the progress of our highly mobile students.

Why is all this so important?

Nationally, there are 772 colleges where at least 5 percent of the undergraduates
are black. In 299 of those institutions the 6-year graduation rates for black students
are less than 30 percent. In 164 of those institutions the 6-year graduation rates
for black students are less than 20 percent. In 68 of those institutions the 6-year
graduation rates for black students are less than 10 percent. Similarly, in colleges
where more than 5 percent of the students are Latino, 25 percent have 6-year grad-
uation rates for Latinos less than 30 percent.

Surely, we can do better. Some institutions already are.

There are now about 890,000 African Americans between 25 and 34 who hold a
bachelors degree. If we could simply cut the black-white graduation rate gap in
half—which some institutions already have—the number of black college graduates
would grow by 10,000 per year. Over a decade, that would produce 100,000 more
African Americans with access to a wide range of opportunities currently denied to
them.

If we went further and closed the gap—which some institutions already have—
we could produce 200,000 more African Americans with such access. Similar im-
provement for Latino students would mean another 20,000 Latino college graduates
in Texas alone.

The CHAIRMAN. Ms. Thorpe. I know that you have some family
support here today too. We will not count it against your time if
you make the introduction. [Laughter.]

Ms. THORPE. OK. This is my foster mother, Geri Hanly, in the
pink, and my foster brother, Eric Hanly. He is in the Air Force. He
is a captain right now. I am very pleased to have them with me
today.

Good morning, and I am truly, truly honored to be here today.
This is something that I never had imagined myself doing. In fact,
the majority of my accomplishments, my resume bullets, you could
say, would not be where they are or even in existence if it had not
been for the Upward Bound program or the TRIO program as
many people know it. I am firm in my belief that if it were not for
this program and its constant encouragement, their belief and ac-
ceptance of me, I would not be who I am or where I am.

I need to tell you about my early life so you can fully understand
what I mean. To this day I do not remember completing an entire
year of school until the 8th grade. This truancy was not in any way
my own choice. Coming from my background, education was not
viewed as an important thing. When your bed is the floor of a truck
and the way you get your meals is to beg on a street corner, edu-
cation is not a priority.

My biological mother did not feel it necessary for me to attend
school. In fact, she saw my joy with school and would ground me
from it. Constantly on the move, switching homes, there was no
constancy or stability in my life. Then when I was in the 7th grade,
not even 2 months after my 13th birthday, my mother finally en-
rolled me in school.
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I was thrilled, but at the same time I was crying for help. I need-
ed someone to rescue me. Eventually I was rescued but not in the
way I thought I would be. After only 2 weeks in the 7th grade I
was kicked out for distributing drugs. I had taken these drugs from
my mother’s stash while living in our 7-foot by 9-foot pole trailer
in a trailer park. I wound up in the juvenile justice system.

Three months after being admitted to my last and best foster
home, the courts allowed me to attend school. I was given achieve-
ment tests. I was 13-years-old, unable to fully comprehend reading,
with little knowledge of mathematics or science, taking a test to de-
termine what grade and school I would be. They put me in all re-
medial learning classes. I can still remember celebrating my very
first completed semester. I had earned a 2.4 GPA.

After that first semester in the 8th grade my life began to
change. My foster mother, Geri, pushed for me to join the Upward
Bound program to take advantage of the after school tutoring that
they offered. I agreed and joined the Upward Bound program in
the 9th grade. My improvement was rapid and drastic. My grades
shot up to a 3.75 and I switched from remedial to honors courses,
and eventually later on in high school these were all AP courses.

With this new feeling of accomplishment I had a new self-image.
I did not want to be like my mother or my old friends. I wanted
something more for myself. I always had wanted something more
for myself. I just did not have a way to access it until the Upward
Bound program came into my life.

Through Upward Bound I was given a myriad of opportunities.
The first difference I noticed with Upward Bound was that the field
trips were free. I never felt poor and people believed in me. Edu-
cation was becoming something I never thought it would be—for
everyone. Although I began to believe in what this country refers
to as equal opportunity, I developed a sense of fear. I knew I want-
ed to go to college. I just did not think it was right for me. I did
not have a way to go.

When my senior year rolled around I told my Upward Bound co-
ordinator that I was not going to college. After knowing me for 4
years she was shocked. I still cannot remember if her reaction was
an anger one or if she sincerely had thought I had gone crazy. She
told me I would be wasting my mind, wasting a good chance that
I might never have again. Although my foster parents had tried to
convince me of this fact many times, it just was not sinking in. It
did not sink in until my Upward Bound coordinator put it so
squarely before me.

Instead of letting me get away with applying to one school, Up-
ward Bound got me to apply to 10. I received acceptances, but the
issue of money was still there. I had no way to pay for college. I
expressed this to my Upward Bound coordinator, who happily in-
formed me that I had a lot of options. She introduced me to the
FAFSA, helped me fill it out, and to a million different scholarship
applications. She did not stop there. She went on to write me let-
ters of recommendation, including one to the Gates Millennium
Scholarship Fund.

Pepperdine University accepted me and offered me the largest
scholarships and grants including the Pell grant. Plus, the Gates
Millennium Scholarship covers the difference. I went on to receive
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the Anton Kollars Scholarship and the Jim Casey Family Program
Scholarship. This was the first time in my life in which I actually
felt financially stable.

And here I am in front of you, a newly-minted senior at
Pepperdine University who is taking full advantage of the opportu-
nities provided for her, and giving back in every situation possible.
I now have the ability to point my life in whatever direction I see
fit for it to go. This ability, with all of its blessings, is something
I would not have had had it not been for the Upward Bound and
the TRIO program’s help and encouragements.

This summer I will be giving back to my community through
service as a team member for TRIO’s Upward Bound summer pro-
gram at the University of Wyoming.

Currently, as well, I work as a researcher for a program called
Los Angeles Bridges. This program is an outreach to high- and low-
risk students of Fulton Middle School. This is where I learn to
what extent programs like Upward Bound are necessary on a much
larger scale. The mean grade point average of the 85 high-risk stu-
dents that I work with is a 1.9. These kids will be the beneficiaries
of the Upward Bound program upon admittance into high school.
These kids may never see another opportunity to release them-
selves from the cycle of poverty if these programs are eliminated.

I was a child like those I work with, crying for help, who needed
someone to believe in her. Had it not been for the Upward Bound
program I would not have made it this far, nor will I make it on
to my next school.

I thank you for your support for these programs and for inviting
me to come here today to speak.

The CHAIRMAN. Thank you very much. I am very proud of you,
and I can tell that you are deservedly proud of what you have done,
and I can hardly wait to see what you will do.

Ms. THORPE. Thank you.

Senator DoDD. I have a feeling she is going to be sitting on this
side of the dais. [Laughter.] If I were you, Senator, I would be very
careful about it. [Laughter.]

Ms. THORPE. We will see.

[The prepared statement of Ms. Thorpe follows:]

PREPARED STATEMENT OF TRINITY THORPE

Good morning/afternoon Senators. I am truly honored to be here today. This is
something I never imagined myself doing. In fact, the majority of my accomplish-
ments, my resume bullets you could say, would not exist if it weren’t for a program
called Upward Bound. I would not be where I am or who I am if it weren’t for the
constant encouragement, belief, and acceptance of the Upward Bound staff.

I need to tell you about my early life so you will understand what I mean.

To this day I don’t remember completing an entire year of school until the eighth
grade. This truancy was not in any way my own choice. Coming from my back-
ground, education was not viewed as an important thing. When your bed is the floor
of a truck and the way you get your meals is to beg on the street corner, education
is not a priority.

My biological mother did not feel it was necessary for me to attend school. In fact,
she saw my joy in education and would ground me from school. Constantly on the
move, switching homes, there was no stability or consistency in my life. Then, when
I was in seventh grade, not even 2 months after my 13th birthday, my mother fi-
nally enrolled me in school.

I was thrilled, but at the same time I was crying for help. I needed someone to
rescue me. Eventually, I was rescued but not in the way I had imagined. After only
2 weeks in the seventh grade I was kicked out of the school for distributing drugs.
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I had taken the drugs from my mother’s stash while in our 7- by 9-foot pull trailer.
I wound up in the juvenile justice system.

Three months after being admitted to my last and best foster home, the courts
allowed me to attend school again. I was given achievement tests. I was 13 years
old, unable to fully comprehend reading, with very little knowledge of mathematics
or science, taking a test to determine my school grade. They put me in remedial
learning classes. I can still remember celebrating my first completed semester, I had
earned a 2.4 GPA!

After that first semester in the eighth grade my life began to change. My foster
mother pushed for me to join Upward Bound to take advantage of the after-school
tutoring they offered. I agreed and joined Upward Bound in the ninth grade. My
improvement was rapid and dramatic. My grades shot up to a 3.75 GPA and I
switched from remedial to honors courses.

With this new feeling of accomplishment I had a new self-image. I didn’t want
to be like my mother and my old friends. I wanted something more for myself. I
always had wanted something more I just didn’t have a way to access it until Up-
ward Bound came into my life.

Through Upward Bound I was given a myriad of opportunities. The first dif-
ference I noticed with Upward Bound is that the field trips were free. I never felt
poor, and people believed in me. Education was becoming what I never thought it
would be—for everyone. Although I began to believe in what this country refers to
as equal opportunity I developed a sense of fear. I knew I wanted to go to college
I just didn’t think it was right for me.

When my senior year rolled around, I told my Upward Bound coordinator that I
wasn’t going to college. After knowing me for 4 years, she was shocked. I will never
forget her reaction. I still can’t tell if she was angry or if she sincerely thought I
had gone crazy. She told me I would be wasting my mind, wasting a good chance
that I might never have again. Although my foster parents had tried to convince
me of this fact, it didn’t sink in until my Upward Bound coordinator put it so
squarely before me.

Instead of letting me get away with applying to one school, Upward Bound got
me to apply to ten. I received acceptances, but the issue of money was still there.
I had no way to pay for college. I expressed this to my UB coordinator who happily
informed me that I had options. She introduced me to the FAFSA and to a million
different scholarship applications. She didn’t stop there. She wrote letters of rec-
ommendation, including one to the Gates Millennium Scholarship Fund.

Pepperdine University accepted me and offered me the largest scholarship. Plus,
the Gates Millennium Scholarship covers the difference . I went on to receive the
Anton Kollars Scholarship, and The Jim Casey Family Program Scholarship totaling
amounts that went well beyond the cost of my education. Not to mention that if I
needed to have the scholarships increase for any particular reason there would be
no problem. This was the first time in my life in which I actually felt financially
stable.

And here I am in front of you, a junior at Pepperdine University, who is taking
full advantage of the opportunity given to her and giving back in every situation
possible. I now know I have the ability to point my life in whatever direction I want
it to go. This ability, with all its blessings, is not something I would have had with-
out the guidance, mentoring, and encouragement of the Upward Bound Program.

Currently I work as a researcher for a program called Los Angeles Bridges. This
program is an outreach to high and low risk students of Fulton Middle School. This
is where I learn to what extent programs like the Upward Bound are necessary on
a much larger scale. The mean grade point average of the 85 high risk students in
the program is a 1.9. These kids will be the beneficiaries of the Upward Bound Pro-
gram upon entrance into high school. These kids may never see another way out
of the cycle of poverty if programs like this are eliminated.

I was a child who was crying for help, who needed someone to believe in her. Had
it not been for the Upward Bound program I would not have made it this far nor
will I make it my next goal.

Thank you for listening.

The CHAIRMAN. Mr. Bosworth.

Mr. BoswoORTH. Mr. Chairman, members of the committee, I
have a lot of very smart things to say, but there could be no more
compelling testimony about the importance of higher education in
America, no more strong evidence of its success than this very
poised and articulate young lady sitting on my right.

Congratulations.
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Ms. THORPE. Thank you.

Mr. BoswORTH. Thank you for the opportunity to summarize
today some of our work about the education needs of working
adults who did not prepare for this economy when they were of tra-
ditional school age.

Let me turn first to the easy part: what is the problem? Here is
what I suspect you already know. Almost all of the good jobs de-
mand postsecondary credentials, yet 60 million working adults in
America between the ages of 25 and 65—that is over half of that
working age population—have no education after high school. Most
are stuck in low wage jobs. Few can buy homes or build family as-
sets to pass on to their children, and most probably will not send
their own children to college.

If we cannot do a better job in getting working adults back to col-
lege, the Nation faces a major shortfall of educated workers. High
school graduation rates are not increasing. College completion rates
are increasing only very slowly. This problem will get worse.

Working adults face huge barriers to postsecondary access and
success. Many have very poor or at least very rusty basic skills, but
colleges have limited ability to help them remediate those skills,
and our adult basic education system is of almost no help at all.
With full time work and family responsibilities, few adults can at-
tend college on the half-time basis required for most grant and loan
aid. The Lifetime Learning Tax Credits are poorly marketed, too
small to make much difference, and irrelevant to low-income work-
ers with limited tax liability.

Financing barriers aside, most colleges do not offer accessible
programs, flexible schedules or modularized credentials that might
work for working adults. Most programs are still seat time based
in 15 week semesters, not the competency-based, smaller, more di-
gestible chunks that would be accessible to working adults.

Of course there are wonderful exceptions to this generally dismal
picture of how higher education responds to the needs of working
adults, but they remain isolated best practice, far from common
practice. All working adults pay a high price for inflexibility and
traditionalism in postsecondary education.

Now to the more hard part: what can be done?

these are deeply embedded problems. They are not going to yield
to quick solutions. Still there are some things that this committee
could begin now to fix, some as part of the reauthorization of the
Higher Education Act and some as closely-related initiatives. I offer
four recommendations for your consideration.

1. Modify eligibility requirements for existing loan and grant pro-
grams. My written testimony recommends a few specific changes in
Pell eligibility, and also suggests it is time to reconsider the limita-
1(:1ion on Federal direct and insured loans to less than half-time stu-

ents.

2. Develop a new Federal/State partnership to promote higher
education for working adults. Barriers to continues learning go
very deep in the structure and financing of higher education, and
just squeezing a little more money out of title IV will not help
much. Solutions can come only through broad reforms and how the
States manager their postsecondary education responsibilities. I
recommend a modestly-funded temporary program of grants to
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States to promote access and success for working adults by reforms
in education governance, financing, curricular program develop-
ment policies, accountability systems, accreditation, credentialing,
and faculty development.

3. Make education tax credits more meaningful to working
adults. This would include increasing the percentage of qualified
educational expenses allowed under the Lifetime Learning Tax
Credit from the current 20 percent of the first $10,000 to 50 per-
cent, capping that credit at $2,000. Also make the credits refund-
able to low-skilled adults working in low-wage jobs with low tax li-
ability. With refundability many low-skill, low-income workers
could begin to use these credits for literacy and for occupational
skill development.

4. Reform adult basic education. The lack of basic literacy skills
is the greatest single barrier to postsecondary education facing
most working adults. Current Federal and State adult literacy pro-
grams do not work and should embarrass us all by their obvious
failures. We need fundamental reforms that would involve employ-
ers and directly link adult basic skill development to postsecondary
participation.

Of course some of these ideas go well beyond the reauthorization
of the Higher Education Act, but this is a systemic problem we face
and it requires a systemic response.

I look forward to the opportunity to discuss these ideas and oth-
ers in more detail. Thank you.

The CHAIRMAN. Thank you very much.

[The prepared statement of Mr. Bosworth follows:]

PREPARED STATEMENT OF BRIAN BOSWORTH

Mr. Chairman, and members of the committee: My name is Brian Bosworth. I am
the president of FutureWorks, a consulting and policy R & D firm focusing on the
strategies and institutions that promote sustainable, skill-based regional economic
growth. I am grateful for this opportunity to discuss problems and opportunities in
strengthening access and accountability in postsecondary education.

For the past few years, our firm has devoted an important part of our work to
exploring the policies and practices that will promote training and education for mil-
lions of working adults who did not prepare for this economy when they were of tra-
ditional school age. I am pleased today to have this opportunity to summarize some
of our findings and suggest their implications to the work of this committee. This
testimony is further informed by our consulting work in regional economic and
workforce development with business-civic institutions, workforce boards, and com-
munity colleges.

In the 21st century economy, skill has become the most critical determinant of
economic success—for individuals, for businesses, and for regions. The economic re-
turns to education and skill development are growing. The most obvious and the
widest divide between those who are doing well and those who are not is education
attainment. For the unprepared individuals, businesses, and regions, the increasing
bias toward education and skill demands wrenching adjustments. However, the good
news is that these are not fixed regional or personal endowments. Unlike natural
resource and location advantage in the last century, the chief determinates of region
economic success in the 21st century economy—education and skills advantage—are
not immutable; they can be changed. With the right policies and with aggressive
leadership, a region can increase its stock of skills and create flexible and respon-
sive educational institutions that will attract new investment and make old invest-
ments more efficient.

Federal policy can make a big difference. I will focus the balance of my remarks
on suggesting how this committee might craft strategies that better support the skill
attainment objectives of million of working adults. First, I want to explore the prob-
lem in more depth and, secondly, I want to offer four specific recommendations for
attacking these problems. Those recommendations include:
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1. modifying eligibility requirements for existing grant and loan programs;

2. developing a new Federal-State partnership in higher education for working
adults;

3. making education tax credits more meaningful to working adults; and,

4. reforming adult basic education.

Postsecondary Access and Success for Working Adults: What’s the Problem?

In 2004 there were about 115 million full-time workers from age 25 to 64 in the
U.S. civilian labor force. Only 40 percent of them have a college degree (associate’s,
bachelor’s, or advanced). Another 19 percent went to college, but never got a degree.
While some of this last category may have gained a 1-year academic certificate or
an industry-recognized certification, most probably dropped out of college before
completing even 1 year.

We can reasonably conclude that there are at least 60 million adult workers in
America who have no postsecondary credential of any kind. They were not prepared
by their education for success in today’s skills-biased economy and most are strug-
gling. They don’t make much money; they can’t buy a home nor accumulate other
assets to pass on to their children; and their own children are very unlikely to go
to college. This isn’t just their problem—America’s lack of educated and skilled
workers is the most significant drag on national economic growth.

There is no reason to believe this problem will abate over the next generation be-
cause more young people recently have completed or will attempt college. In fact,
the college attainment rate of the workforce is increasing only very slowly. While
the percentage of young adults age 25-35 with some college 1s much higher than
those age 65 plus, it is not appreciably higher than those still in the active work-
force. Nationally, the rate of increase in high school graduation has stalled. Only
a large recent increase in the number of GEDs awarded has prevented an actual
decrease in high school completion rates. The recent history of depressingly low at-
tainment among the fastest growing demographic segments of those young people
beginning high school over the next 10-20 years points to a further erosion of both
high school and college completion.

Conservative projections by the Bureau of Labor Statistics about the number of
net new jobs that will require some college and optimistic projections of net new
workers with some college credentials suggest a shortfall of about 12 million edu-
cated workers over the next 15 years. The lack of educated workers in the United
States already threatens the competitiveness of firms in technology, healthcare,
manufacturing, and most other sectors paying average or above average wages. Bar-
ring a dramatic, and unlikely, change in U. S. immigration policy, the skills gap will
get worse. We cannot stop this gap from widening, much less begin to close it, until
we develop policies that will help millions of working adults without college get
postsecondary credentials.

Any college matters some, but degrees and credentials matter most. According to
the Census Bureau, full-time, year-around workers with at least 1 year of college
and no degree can expect to earn 15-20 percent more than those with no college
at all, but other research indicates the benefits of less than a year’s worth of post-
secondary courses may generally be too small to be significant. Full-time, year-
around workers with associate’s degrees can expect to earn 30 percent more than
those with no college and those with bachelor’s degrees, 50 percent more. These fi-
nancial returns to postsecondary education are growing every year and, over a life-
time, make a huge difference to workers, to their family assets, and to the likelihood
of postsecondary education for their own children.

Many working adults understand the importance of further education but rel-
atively few are finding success in gaining postsecondary credentials. The National
Household Education Surveys (NHES) report stunning increases over the past dec-
ade in adult education enrollment, especially among those who have no previous
postsecondary credential. However, the NHES also reports that few of these adults
are enrolled in programs leading to degrees, certificates, or certification.

Unfortunately, efforts by working adults to gain those credentials are not well
supported by their Federal or State Governments or by the institutions of higher
education that ought to be encouraging them. Notwithstanding the rhetoric of “life-
long learning,” higher education financing, programming, scheduling, and
credentialing policies still are skewed narrowly toward traditional students coming
directly out of high school into higher education. Working adults, because they have
full-time job and family responsibilities, often lack the time, money, and flexibility
of schedule to fit into the mode of higher education.

Many working adults away from school for many years have poor or at least very
rusty basic skills. Our review of the research literature suggests that an astonishing
40 percent of the labor force probably lacks the basic literacy skills to be successful
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in higher education (and, of course, this means they also probably do not meet the
basic skill demands of employers struggling to remain competitive in the global
economy). In our work with community and technical colleges, we hear often that
that 50-75 percent of their applicants fail the tests designed to predict success in
the academic and occupational programs to which they seek admission. Some low
literacy applicants with skills at, say, an eighth grade level are allowed to enroll
in the colleges’ remedial or developmental studies and, if they stick with it, can
progress over several months to an acceptable level of proficiency. But, most of these
adults have approached the postsecondary institution looking for technical or occu-
pational credentials and they frequently lose all interest when diverted into basic
skill courses. Few colleges have integrated basic skill building curricula into their
for-credit, credential or degree-oriented courses. Those applicants with literacy skills
below an eighth grade level are simply turned away or referred to adult basic edu-
cation programs (and seldom are heard from again).

If they can get past the basic skill threshold problems, working adults still face
major barriers to postsecondary study (especially time, program availability, sched-
ule, and cost). Evidence shows that working adults do take courses outside of work-
ing hours, but usually on an intensive basis only for a short time—4 to 6 weeks or
so. Sometimes, they are able to take one course at a time for a whole 15-week se-
mester. However, especially if they have a family (and of course most do), they very
seldom are able to sustain education and training at what colleges and universities
consider a half-time pace.

Less-than-half-time students get little financial support. Government direct or
guaranteed loans (subsidized and unsubsidized) require half time or more attend-
ance. Working adults who must pursue college on a less-than-half-time basis receive
almost no Pell grant money because several eligibility criteria (involving income and
cost calculations, eligible programs and institutions, and the pace of attendance) ef-
fectively eliminate them from consideration. State programs generally minor Fed-
eral limits (although there are some innovative state-based practices).

Education tax credits are not helping. The more generous credit—the Hope Schol-
arship Credit—demands half-time or more attendance and goes mostly to the middle
income parents of traditional students who are in their first 2 years of college. The
Lifetime Learning Tax Credits available to less-than-half-time students are far less
generous than Hope, they are poorly marketed, and they are not effectively targeted
to modest income families.

Recall that the average annual earnings for full-time, full-year workers with only
a high school degree were only $30,400 in 2000. Even if a family has a second wage
earner (probably not full-time, full-year), that family is hard pressed just to cover
its basic living expenses. Educational expenses of $1,500 to $2,000 per year for a
family struggling to cover these basic expenses can easily make postsecondary study
seem out of reach.

The lack of student aid for working adults squashes demand for accessible pro-
grams and stifles experimentation and innovation, such as creating more digestible
modularized programs and sequencing credentials. It increases the skepticism of
working adults and their employers about the support they can get from their gov-
ernment or the higher education system.

But the problem is not just the absence of financing. Few institutions of higher
education have developed programs and schedules that work for working adults.
Even at community colleges, programs that will lead to degrees and academically
recognized credentials are frequently campus-bound; even if not, they often have
prerequisites that are tough to fit in the schedule of adults with full-time work and
family responsibilities.

Degree and other credential requirements often seem too daunting for a working
adult attending part-time. Associate degrees that require 60 to 75 credit hours can
seem an almost insurmountable barrier to a student who can take only three of four
credits at a time. Most programs continue to require seat time in lieu of competency
demonstration as a chief criterion of credentialing. Extended use of evening and
weekend programs often requires programming arrangements that can raise accred-
itation problems for the programs and institutions. Their response frequently has
been to make those offerings “non-credit” and to deny students shunted off into
those classes the opportunity to build a pathway of credentials to advance their ca-
reer.

Few public colleges have successfully integrated preparation for industry-based
certification into their for-credit, academically credentialed programs. Students who
choose to pursue such credentials (as in information technology fields) are often re-
quired to pursue these programs in more flexible but also more expensive propri-
etary training schools where they sometimes sacrifice future ability to articulate
their study into higher-level programs in favor of short-term credentials. Workers
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seeking continuing credentialed education as they navigate toward higher paid posi-
tions in their occupation are often frustrated to discover that credentials earned in
one institution cannot be applied to advanced study at another school.

Of course, there are important exceptions to this generally dismal picture of how
higher education systems meet the needs of working adults. Notwithstanding a dec-
ade of increases in tuition and fees that exceed the rate of inflation, many 2-year
community colleges are still financially accessible for limited income families. There
are several colleges, 4-year as well as 2-year, that have worked hard to develop pro-
grams that work well for working adults and are affordable. They have organized
credentialed programs that generally require 1 or 2 years of full time study into
shorter modules, each with distinct credentials that can be “stacked” together over
time into more conventional degrees and certificates.

Some community colleges are making more extensive use of “career ladders” in
high-growth occupations that enable students to earn basic, industry-recognized cer-
tification quickly to gain entry to higher wage occupations with the option to con-
tinue training for more advanced credentials. Some program offerings include open-
entry/open-exit classes that allow students to progress at their own pace, classes
that meet on weekends, and course offerings that combine distance-learning and on-
campus support. Some colleges have created short-term intensive programs with
curricula and scheduling formats that can better accommodate the schedule limita-
tions of working adults.

Regrettably, however, these are exceptions—best practice, not common practice.
In terms of cost and programs structure most institutions of higher education insti-
tutions are not easily accessible to working adults and they do not promote success.

In fact, this is not just a problem facing low-skilled working adults. A defining
characteristic of the early 21st century economy is the emergence of high wage, high
skill, occupational clusters not generally seen as professional or managerial and re-
quiring sub-baccalaureate credentials at entry. Jobs in these clusters (like advanced
manufacturing, biotechnology, logistics, health care) pay well and offer opportunities
for career advancement. They provide careers that can support middle class expecta-
tions for producing family sustaining earnings and building inter-generationally
transferable assets.

However, a central feature of these high performance occupations is that they re-
quire advanced and credentialed skills on a continuous basis. People in these occu-
pations need postsecondary education not just to get ready for the job, but also to
adapt to the job or occupation as skill requirements change and as they pursue bet-
ter opportunities within the occupational cluster.

The implications of these labor market changes for education and training are far
more significant than has been generally understood. We need demand-side ori-
ented, postsecondary institutions that can help pull young people through high
schools and pull adult workers back into education to build a solid foundation to
enter these high performance occupations. These market-based institutions then
need to stay with the workers as they and their employers discover the need for
new skills. Upwardly mobile workers developing a portfolio of credentialed skills
must rely on local education and training institutions that can deliver programs in
short, intensive, and credentialed packages that are accessible to people who have
full-time jobs and usually full-time family responsibilities. The institutions must de-
velop more systemic credentialing systems that certify both the strong foundation
and the addition of new increments of knowledge and capability. In these high skills
occupations, successful workers and their employers will need more comprehensive
and more fine-grained credentialing pathways than those currently offered by our
current system of 1-year certificates and 2-year and 4-year degrees.

In the old economy, postsecondary education helped people prepare for their first
jobs and the beginning of their careers. In the new economy, postsecondary edu-
cation must help people prepare for lots of jobs over their lifetime, building career
competencies through continuous education and skill development.

In summary then, there are big economic returns for workers, their employers
and the national economy to postsecondary education for working adults, especially
for those with no previous after high school credentials. However, there are even
bigger barriers to postsecondary access and success for working adults. The obvious
question is, “What do we do about it?” Or, more to the point, “What does this com-
mittee do about it?”

This committee can begin now the task of helping postsecondary education in
America organize itself to deal more effectively with the on-going education and skill
development needs imposed by the 21st century economy. It will take time but there
are some things that can be done now in re-authorizing the Higher Education Act
and some things that can be done in the near term through the strategic adjust-
ments of closely related Federal policies affecting higher education.
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What Can This Committee Do in Reauthorizing the Higher Education Act?

1.Modify Eligibility Requirements for Existing Grant and Loan Programs: This
committee might consider some relatively low-cost modifications to Title IV of the
Higher Education Act that would help working adults and promote lifetime learn-
ing. Very low-income adults could be helped by changing the way that “Expected
Family Contribution” and “Cost of Attendance” are calculated to better reflect living
costs, by permitting Pell grants for summer school to allow for year-around attend-
ance, by simplifying access to Pell grants, and by more aggressive marketing of their
potential eligibility.

For other working adults who are able to incur education debt, it certainly seems
appropriate to reconsider the limitation on Federal direct and insured loans to less
than half-time students. In fact, working adults (because they have a credit history
and income) are probably more able to manage education debt than young people
coming out of college and looking for their first career job. The returns to
credentialed learning are dramatic enough to justify this investment. I further en-
courage the committee to investigate how employers might be asked to play a sup-
portive role in new adult loan programs, perhaps through financial incentives for
helping repay worker debt.

I understand that the President’s 2006 budget has proposed a small, new loan
program, jointly administered by the Departments of Education and Labor, to help
dislocated, unemployed, transitioning, or older workers and students. I have very
few details of this budget initiative, but to the extent it seems to have merit, this
committee may which to consider its inclusion in the reauthorization of the Higher
Education Act.

However, beyond these modest changes, I don’t see much enthusiasm among post-
secondary institutions themselves for major changes in Pell grant or student loan
eligibility that might better accommodate the financial needs of working adults.
Most see Title IV of the HEA as a “zero sum game” where allocating more Federal
support to non-traditional students, like working adults, means diverting it from
traditional students. Certainly, Federal resources are tight; this hardly seems to be
the right climate to consider new government entitlements for higher education.
And it doesn’t help low-income working adults to set their needs in opposition to
the needs of low-income young people.

Even more importantly, we are increasingly convinced that squeezing a little more
money out of title IV will not help much. The problems that discourage access and
success for working adults seeking postsecondary credentials also discourage the
continuous learning that is required by the new economy. These are historic prob-
lems that go very deep into the governance and financing of higher education and
adult education. Solutions must come through broad reforms in how the States man-
age their postsecondary education responsibilities.

The current title IV programs for traditional students pretty much ignore the
State role in favor of direct entitlements and institutional aid programs. Perhaps
the more appropriate Federal role for such non-traditional students as working
adults might be to work directly with the States, helping them promote institutional
change for student access and success.

2. Develop a New Federal-State Partnership in Higher Education for Working
Adults: We suggest inclusion in the reauthorization of the HEA of a modestly-fund-
ed, temporary program of grants to States to promote postsecondary access and suc-
cess for working adults. These grants would help States develop and implement a
plan to reform higher education governance, formula financing, student aid, curric-
ula and program development, accreditation, credentialing, and faculty development
in ways that would promote access and success for working adults seeking their first
postsecondary credentials as well as those seeking the new skills and additional cre-
dentials of career advancement.

This would not create new Federal student financing programs. Nor would it seek
to divert existing program like the Pell grants and the direct and guaranteed stu-
dent loans away from traditional students toward working adults. Rather, this new
approach would be focused on helping the States—the biggest financial stakeholder
in higher education—explore how changes in the way they govern and finance high-
el(”1 iducation can create better opportunities for access and success for working
adults.

We suggest a time-limited approach (the 6 years of the new reauthorization)
under which each State would receive a planning grant in year 1 followed by an-
nual, formula-based implementation grants in years 2 through 6. There would be
monitoring, assessment, and enforcement mechanisms to keep States on track of the
plans they develop with incentives for outstanding work and sanctions for poor per-
formance. Alternatively, the entire process could be made competitive, with grants
going only to those States prepared up front to make a strong commitment to the



26

postsecondary education of working adults. Under any approach, it seems important
to make the Federal grants annually renewable, subject to performance, rather than
allocating each State full funding in one large grant.

Use of the Federal grants would vary from State to State depending on their par-
ticular diagnosis of problems and opportunities. Some States might place a special
emphasis on developing new financial aid instruments aimed at working adults.
Others might choose to focus their efforts around the development of new program
and credentials that fit the scheduling barriers facing many working adults. Some
States might look chiefly at their community colleges to implement this initiative
while others might ask their 4-year State colleges to play a major role. This diver-
sity of approach would provide a rich learning environment and State teams work-
ing on these issues could be brought together regularly to exchange information and
experience.

This does not have to be a costly program for the Federal Government. Giving
the States modest discretionary funding to help their institutions with careful re-
search and with the design, testing, and piloting of new programs will be enor-
mously important to States facing serious fiscal constraints. Consider a 6-year Fed-
eral authorization of just $500 million or $85 million per year, providing the States
an average of $10 million for this multi-year initiative.

A scaled-down version of this idea could be piloted with just some States (perhaps
10-15 selected through a national competition) who commit to assess and improve
their State postsecondary education policies to increase the number of working
adults with postsecondary credentials. The participating States would assemble
planning teams representing the Governor’s office, the State higher education com-
mission, the postsecondary student aid agency, the State department of workforce
development, the State human services agency, the State finance or budget officer,
the community/technical colleges, key legislators, and major business associations.
With some sort of careful annual review, Federal funds would support a 1-year plan-
ning process and perhaps 3 or 4 years of funding for project implementation. Fed-
eral resources would also support national technical assistance and dissemination.

We have been working on a small project using this model for the past 2 years.
With grant support from the Lumina Foundation, we have partnered with the Na-
tional Governors’ Association in what we have termed the Pathways to Advance-
ment project. Several of the eight participating States have made important
progress toward improving their State’s higher education for working adults; how-
ever, there is much more work to be done. Under this project, there has been no
funding to support program development and piloting at the State level and, in
these days of severe fiscal constraints, it is very hard for States to change institu-
tional behavior with no new money. However, our experience is that States are seri-
ous about making these changes. They have had strong support from their Gov-
ernors. They work together and learn from each other. Federal leadership and a lit-
tle Federal money could make the difference.

This new Federal-State program, even at a pilot scale, would be both good eco-
nomics and good politics. This strategy would find enthusiastic support from busi-
ness and labor groups. It does not require a large or open-ended financial commit-
ment from the Federal Government. It would build a partnership with States and
their institutions of higher education around the target of working adults as a huge
new market segment. It would kick-start the systemic repositioning toward lifelong
learning that is important for postsecondary education.

What Other, Closely Related Change Might This Committee Consider?

In the reauthorization of the HEA, this committee can begin to promote changes
and reforms in the regulatory and policy frameworks of higher education that will
help those institutions respond better to the needs of the millions of working adults
who lack any postsecondary credentials and who will fall further behind in this
economy.

However, changing institutional behavior is only one part of the challenge. We
also have to think of how to change the behavior of individual workers and their
employers. Adult workers need better information about the returns to postsecond-
ary and greater incentives to invest their own energy, time, and money into earning
postsecondary credentials. Employers need more information about the productivity
returns to investments in workforce skills and how to help their workers understand
the importance of these investments.

Strengthening employer commitment to the credentialed postsecondary education
of their workers is a difficult challenge and the potentially effective Federal role is
not clear. Employers may need more financial incentives as they step up to a higher
standard of responsibility for helping their employees gain credentialed and portable
skills. Employers spend a lot now, but most of their spending goes to support fur-
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ther education for already highly educated workers in professional and managerial
occupations. Very little information is available about employer education assistance
programs permitted under IRC Section 127. Anecdotally, tuition reimbursement pro-
grams for lower skilled workers don’t seem to be very effective as employers report
extremely low takeup rates among their employees and colleges report very little
tuition and fee income from employers. Perhaps this committee might encourage
more research and pilot experiments with employers and employer associations to
help determine how best to encourage a stronger employer role in promoting post-
secondary access and success for adult workers.

While I understand the committee is focusing this hearing on the Higher Edu-
cation Act, I would like to take this opportunity to encourage two very closely relat-
ed policy initiatives or opportunities that could have a big impact on the postsecond-
ary education achievement of working adults. The first opportunity lies in changing
the Lifetime Learning Tax Credit and the second lies in a reform of adult basic edu-
cation as currently promoted through Title II of the Workforce Improvement Act.

1. Making Education Tax Credits More Accessible to Working Adults: The Hope
Scholarship (Hope) and Lifetime Learning Tax Credits (LLTC) were initiated by The
Taxpayer Relief Act of 1997 to increase college affordability and to encourage life-
long learning. The two credits were designed to complement each other by targeting
different groups of students. While the Hope may be used only for a student’s first
2 years of postsecondary education, the LLTC is available for unlimited years to
those taking classes beyond their first 2 years of college, including college juniors
and seniors, graduate students, and working adults pursuing lifelong learning.

Eligible expenses for each credit include only tuition and required fees at an edu-
cational institution eligible for aid administered by the Federal Department of Edu-
cation (DOE). Tax filers may claim tuition and fee amounts after subtracting grants,
scholarships, and other tax-free educational assistance including Pell grants, em-
ployer-provided education assistance, and Veteran’s educational assistance. The
Hope provides a credit equal to 100 percent of the first $1,000 plus 50 percent of
the next $1,000 of net tuition and fees paid during the tax year, for a maximum
credit of $1,500. The student must be enrolled at least half-time (at least 6 credit
hours per semester, which typically is two classes) and be pursuing a degree or
other recognized educational credential in order to be eligible.

In contrast, individuals are not required to enroll at least half-time or pursue an
educational credential in order to be eligible for the LLTC. This makes the LLTC
available to adults taking an occasional college course or to those enrolled in any
course aimed at acquiring or improving job skills. Note that this could include adult
basic education, including remediation of basic literacy skills in a college setting.
Currently, the LLTC is equal to 20 percent of the first $10,000 of net tuition and
fees, for a maximum credit of $2,000.

Both credits reduce the amount of taxes filers owe. The Hope credit can be
claimed for multiple eligible students in a family while the LLTC is capped at
$2,000 per tax return, no matter the number of students in the family or the
amount of their combined educational expenses. Families are allowed to claim the
LLTC for some members and the Hope credit for others in the same year. However,
the same student cannot take both credits.

The benefits of the tax credits phase out for higher-income taxpayers. The phase
out begins at an adjusted gross income (AGI) of $83,000 for a joint return ($41,000
for single filers) with no benefit for families with incomes above $103,000 ($51,000
for single). With these relatively high thresholds, tax credits for higher education
expenses have the most extensive eligibility of any Federal program. (In comparison,
Pell grants are strictly limited to families with incomes below $40,000. Nearly 90
percent of Pell grant funds are awarded to families with incomes under $30,000 and
54 percent of those families has incomes under $10,000.)

In 2003-04, FutureWorks investigated the use of the Hope and LLTC using three
primary data sources: Internal Revenue Service’s Statistics of Income, the National
Household Education Survey, and the National Postsecondary Student Aid Survey.
We were limited then to 2001 tax information (and have not been able to update
our research since). Some quick highlights from our research include:

e 7.2 million filers received $5.2 billion in credits;

e Only 21 percent of adults in the general population had heard of the credits;

e 44 percent of the filers received a Hope credit only and they received 60 percent
of the total benefits, 52 percent received a LLTC only and they received 31 percent
of the benefits, and 5 percent received both credits and 9 percent of the benefits;
s e The mean credit for Hope recipients was $969 and the mean for LLTC was

432.

Overall, we found that the tax filers who benefited the most from these higher

education tax credits were those who claimed them on behalf of dependent college
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students. Those who benefited the least were students who claimed the credit(s) for
their own or their spouse’s educational expenses and who did not indicate that they
were “students” on their income tax return.

Based on our research findings, we conclude that the Hope and LLTC are not
working effectively to address the significant education and skill shortages in Amer-
ica’s workforce. They are not inducing greater numbers of working adults who need
to upgrade their education and skills to earn postsecondary credentials. They are
not supporting to any significant degree those who are currently enrolled. As a pol-
icy device to address the employment and economic challenges discussed above, the
higher education tax credits as currently marketed and structured do not work well.

These conclusions lead us to recommend four major changes to the education tax
credits to make them more accessible and beneficial for working adults who pursue
the postsecondary educational credentials needed in today’s economy:

1. Raise Awareness of the Credits: Especially, work with employers to market and
improve the takeup rate of the education tax credits among workers. Only 17 per-
cent of working adults without a bachelor’s degree had heard of them. These per-
centages decline with lower levels of education and income as well as among His-
panic adults and those for whom English is not their primary language. Among en-
rolled college students, only one-third of apparently eligible independent students
actually claimed an education tax credit in the 1999-2000 school year.

2. Increase the Percentage of Qualified Educational Expenses Allowed Under the
Lifetime Learning Tax Credit: Specifically, increase the percentage from the current
20 percent of the first $10,000 spent on qualified expenses (tuition and fees) to 50
percent and cap the credit at $2,000. The current structure of the Lifetime Learning
Tax Credit mostly benefits full-time students who attend higher cost institutions
and minimally benefits students who attend lower cost institutions like community
colleges, and who are enrolled less than full-time. Working adult students attending
community colleges part-time or less-than-half-time seldom spend over $2,500 in eli-
gible expenses (tuition and fees) annually.

3. Expand the Definition of “Qualified Expenses” for Both Education Tax Credits:
Specifically, include in the definition of “qualified expenses” not only the direct costs
of attending school, i.e., tuition, fees, and room and board, but also indirect costs,
i.e., books, supplies, equipment, transportation, child care, and others as currently
defined by the U.S. Department of Education in Title IV student aid formulas. It
is important to note that this change will benefit only those students who do not
already receive financial aid to cover these expenses. Both education tax credits al-
ready stipulate that tax filers can only include in “qualified expenses” those
amounts above and beyond what is. covered by tax-free education assistance and re-
funds, including the tax-free parts of scholarships and fellowships, Pell grants, em-
ployer-provided educational assistance, Veterans’ educational assistance, and any
other nontaxable payments other than gifts or inheritances received as educational
assistance.

4. Make Both the Hope Scholarship and Lifetime Learning Tax Credits Refund-
able: Specifically, using the guidelines for the Earned Income Tax Credit, change the
Hope and Lifetime Learning Tax Credits to allow low-income working adult stu-
dents to keep their full credit, including the portion above any tax liability they
have. Many low-skill adults working in low-wage jobs have low tax liabilities and
without refundability will see no benefit from the education tax. With refundability,
low skill, low income workers could begin to use these the credits for literacy and
occupational skill development

These changes in the education tax credits are, of course, not without fiscal con-
sequence and it may be necessary to phase them in gradually. On the other hand,
building demand for accessible postsecondary education programs by making these
credits more responsive to the needs of working adults should work to expand the
supply of the flexible programming and credentialing arrangements most needed in
postsecondary education.

2. Reforming Adult Basic Education: The biggest single barrier to postsecondary
access and success for many working adults is their low literacy proficiencies and
there is very little help available to them to improve their basic skills. Current adult
basic education strategies and programs are not working for working adults. Lit-
eracy deficits in the workforce are on the increase. Current programs enroll only a
tiny fraction of those who need help, the programs achieve very nominal literacy
gains for participants, and most program participants are not even working adults.
Adult basic education needs to be reformed and the Federal Government should
take the lead through the Adult and Family Literacy Act (now Title IT of WIA).

While there is widespread recognition of severe basic skills deficits in American
workplaces, there is no current statistical information that fully and accurately
quantifies the extent of the problem. The best source of information remains the



29

1992 National Adult Literacy Survey (NALS) of a nationally representative sample
of 13,000 individuals age 16 and over who responded to detailed in-home interviews
and completed a series of literacy tests.

The NALS respondents received proficiency scores in three literacy scales—prose,
document, and quantitative. There is no “pass-fail” threshold in the NALS; the pro-
ficiency scores are grouped in five levels—Ilevel I being the lowest and level V being
the highest. Adults in the bottom Level I could perform simple, routine tasks involv-
ing brief and uncomplicated documents (i.e., total entries on a deposit slip and locat-
ing the time and place of a meeting on a schedule), but they could not locate infor-
mation in text or make low-level inferences using printed materials. They could not
integrate easily identifiable pieces of information nor perform even one-step arith-
metic operations.

Those with proficiency only at Level II could handle simple one-step arithmetic
(e.g., determining the price difference between two tickets) but lacked such written
communication skills as the ability to write a short letter explaining a billing error.
Nor could they use a bus schedule to get to a destination by a specific time. Gen-
erally, employers would understand the middle level III as representing the degree
of literacy appropriate to successful completion of tasks usually associated with
front-line production or customer service workers; most employers would see this as
the minimum standard for workplace success.

In 1992, over 40 percent of labor force participants age 16 and above performed
below this mid-point standard—they were in the lowest two levels of proficiency as
defined in the survey. That means that about 53—-54 million workers probably did
not possess the literacy basic skills desired by employers. Of these, 21-22 million
workers scored only in the bottom Level 1.

The 2003 NALS data will soon provide information about changes between 1992
and today. However, big changes are unlikely. Over the past 10 years, there have
been only very modest gains in educational attainment of the workforce. In fact, the
percentage of 18—24 years olds with a high school diploma or its equivalent actually
decreased from 76.5 percent in 1990 to 74.7 percent in 2000. The immigration of
poorly educated adults also has heightened the problem.

In fiscal year 2003, the Federal Adult Education and Family Literacy Act (Title
II of the Workforce Development Act) allocated $491.5 million to the States for all
adult literacy programs. The States in turn allocate these funds to local providers,
usually local education agencies and community-based organizations and often to
correctional institutions. Most States match these Federal grants with more than
the required 25 percent (total State/local matching funds have been about $1 billion
annually for the past few years), but overall State funding has actually decreased
since 2000. Most programs fall into three categories: adult basic education; English
as a Second Language, and adult secondary programs (for GEDs or high school di-
plomas). Basic eligibility requirements are to be 16 or older and be without a high
school diploma.

Most adult education provider organizations are public K-12 schools offering
evening classroom programs to very low proficiency adults or young people using
adult education to compete high school. These providers typically have weak link-
ages at best to employers. Mostly part-time instructors staff the adult education pro-
grams; few instructors have credentials in adult education and fewer still have
training in workplace basic skill programs. Not surprisingly, most employers know
little about these providers or what help they may provide.

During much of the 1990s, enrollment in these publicly supported programs was
between 3.5 and 4 million people, but in recent years the number of participants
has slipped to about 2.7 million. Only about one third of these 2.7 million people
are adult workers.

The majority is unemployed. A large and rapidly increasing share of Federal-State
adult basic education program resources is devoted to GED preparation for young-
sters under the age of 21 who enroll in adult education program to prepare for the
GED test. While the GED was originally designed as a way for older adults who
had not completed high school to gain equivalency, it has become an alternative
pathway to high school completion by millions of high school age young people who
have dropped out of school. GED preparation for high school age or slightly older
adolescents is now consuming a large portion (perhaps 40-50 percent) of Federal-
State adult basic education programming. Yet, evaluation evidence suggests no eco-
nomic return to GEDs unless they lead directly to postsecondary credentials.

The current systems of adult basic education are supply-side approaches focusing
around public providers typically offering evening courses taught by K-12 teachers
who often are not trained as adult educators and have little experience with work-
place or work oriented programs. Postsecondary institutions in most States are rare-
ly involved with the design or delivery of adult basic education programs and few
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States set postsecondary access and success as a central objective of adult education.
There is very little educational infrastructure for demand-side strategies where em-
ployers and workers themselves might take on more responsibilities for developing
stronger basic skills.

I understand that reform of Federal-State approaches to adult basic education is
a big job and not the immediate subject of this committee. On the other hand, I un-
derstand that the committee is interested in how the different education programs
under its jurisdiction work together, or don’t. Here is a case where policy objectives,
as least as they play out on the ground, are at cross-purposes with each other. Adult
basic education as presently implemented in most States does not yield economic
return to participants and does not support postsecondary access for working adults.
I urge this committee to begin to assess this problem and how to solve it.

The CHAIRMAN. Mr. Shireman.

Mr. SHIREMAN. Thank you very much, Mr. Chairman and mem-
bers of the committee.

As a country we need to boost the education levels of our popu-
lation, but at the same time we need to make progress at the post-
secondary level. We need to come to grips with the fact that debt
has become the way that Americans pay for college. Two-thirds of
students at 4-year colleges graduate with an average close to
$20,000 in debt. This is up 60 percent in just 7 years.

Now, on average that is not a problem because on average the
college graduate will earn $900,000 more over a lifetime than the
average high school graduate. But as Milton Friedman pointed out
when he first suggested a Government student loan program 50
years ago, there is much variation about that average in the in-
come that people have over a lifetime. People have different careers
that have different levels of earnings, even within careers. People
live in different parts of the country, urban, rural, they specialize
in different things within their career and earn different amounts,
and there is even an element of luck that provides some people
with greater earnings than others.

This threat of looming student loan payments creates problems.
One is the disincentive to engage in service professions, teaching,
a disincentive to go to places where salaries are lower, rural areas,
for example. It also makes it more difficult for people to buy a
home, to save for retirement, to pay for their health insurance. And
now with students or borrowers out of school, extending their debt
to up to 20 or 30 years into their own 40s or 50s, it makes it more
difficult for them to help pay for their own child’s college education
and increases the amount that that child will end up having to bor-
row for college.

How do people get around these problems? One way they do it
is they do not go to college. Kati Haycock mentioned some of those
data about the number of highly-qualified low-income students who
end up choosing not to go, and part of the reason they choose not
to go is they do not want to have to take on that much debt. It is
scary.

Another way that people cope is by going to school part time. It
is wonderful to have the option of going to school part time, but a
part-time student is much less likely to complete their education
and get their degree and get those increased earnings.

Another way that people cope is that they work, and they work
a lot. One-third of full-time dependent students in college work
more than 20 hours per week. And for most of the majors that stu-
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dents are in, that is too much work to be able to learn what they
need to learn and complete. It is difficult to do.

These behaviors that are in part caused by the structure of our
financial aid system rob our Nation of the productive potential and
the creative contributions that these young people can provide to
society and to the economy. It robs us of that brain power that we
heard we need for our economy.

We can do better by college students and potential college stu-
dents without spending more tax dollars. President Bush in his
budget says that the guaranteed student loan program has unnec-
essary costs for taxpayers that prevent the program from achieving
the efficiencies the market is designed to provide. He suggested $25
billion in savings over 10 years. Senator Smith and Senator Ken-
nedy have another approach which the Congressional Budget Office
said would increase financial aid for students by $17 billion over
10 years.

Now, I suggest two ways that we can invest these savings. One
is to provide incentives to colleges and States to better serve stu-
dents from lower income families so that they seek them out, coun-
sel them, support them when they are in college and graduate
them from college. I think it is interesting that two of the wit-
Islesses already have indicated support for the idea of support to

tates.

Second, one of the things that Milton Friedman suggested in his
testimony was to make loans hurt less—not in his testimony, sorry,
what he had to say 50 years ago—to target assistance so that pay-
ments are not too large a proportion of income.

Mr. Chairman, let me just mention a couple of other items that
have come up already because I also serve on the Advisory Com-
mittee for Student Financial Assistance, and there has been much
discussion of the need to help foster youth as they apply to higher
education, and there is also an issue with a question on the finan-
cial aid form regarding drug convictions that scares a lot of young
people and causes them to not apply for financial aid.

So thank you very much for the opportunity to testify.

The CHAIRMAN. Thank you very much, and you have a strong
enough voice that none of us realized the microphone was not on.

[The prepared statement of Mr. Shireman follows:]

PREPARED STATEMENT OF ROBERT M. SHIREMAN

Mr. Chairman and members of the committee: Thank you for allowing me the op-
portunity to testify regarding the Federal role in promoting college access and suc-
cess. Through the Higher Education Act, the Federal Government plays a critical
role in making postsecondary education financially within reach for millions of
Americans. But more than just serving individual students, the programs help to
drive the economy. As Federal Reserve Chairman Alan Greenspan said in testimony
last year, our versatile higher education system serves “the practical needs of the
economy by teaching and training and, more significantly, by unleashing the cre-
ative thinking that moves our economy forward.”

With some urgency, Chairman Greenspan called for a more aggressive effort to
expand educational opportunity. “As history clearly shows, our economy is best
served by full and vigorous engagement in the global economy. Consequently, we
need to increase our efforts to ensure that as many of our citizens as possible have
the opportunity to capture the benefits that flow from that engagement . . . [Olne
critical element in creating that opportunity is the provision of rigorous education
and ongoing training to all members of our society. This proposal is not novel; it
is, in fact, the strategy that we have followed successfully for most of the past cen-
tury and a strategy that we now should embrace with renewed commitment.”
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More recently, Chairman Greenspan has also warned of the dangers of the large
Federal deficit. As I will testify today, this committee has the opportunity to address
both of these critical economic concerns: to significantly expand Americans’ opportu-
nities for postsecondary education and training, and to do so without adding to the
budget deficit.

The Debt Generation

Over the past 20 years, the way Americans pay for college has changed dramati-
cally. A system once based primarily on subsidized tuition and need-based grants
is now dominated by student loans. For students from all socioeconomic back-
grounds, debt has become a primary method of financing higher education:

e Just 15 years ago, only one in six full-time freshmen at 4-year public univer-
sities took out a Federal student loan; now more than half do.

e By the time they graduate, nearly two-thirds of all undergraduate students
have accumulated debt, up from less than one-half just 7 years earlier.

e Between 1993 and 2000, the average student debt for recent graduates from 4-
year colleges increased by 60 percent, to $19,300; the proportion of parents taking
out loans to help pay for their children’s education also rose.

e In the baccalaureate graduating class of 2000, more than one-fourth had in ex-
cess of $25,000 in loans. That is triple the proportion just 7 years earlier, when only
seven percent carried that much debt (adjusted for inflation).

e Borrowers who go to graduate and professional school carry even larger debt
loads. A 2002 Nellie Mae survey found average debt of $45,900; for those who at-
tended law and medical schools, the average is $91,700.

Today’s young adults are the first generation in American history to experience
college debt on such a mass scale. How does this new reality affect the educational
opportunities and outcomes that we want and need in this country?

At the Institute for College Access & Success, we have been exploring the percep-
tions that students, counselors, teachers, financial aid administrators, and education
policy experts have about borrowing for college. We are finding an enormous amount
of confusion and anxiety. It shows in the conflicting messages that people hear when
they are thinking about continuing their education:

Message 1: Invest in yourself. “Student loans are a good investment. Your
education will empower you to earn far more than you borrow.”

Message 2: Protect yourself. “Student loans can destroy your life. If you de-
fault, your credit is ruined, and you can’t get any more student aid. To avoid de-
fault, you might have to work two jobs, or forego the career you most want, just
to keep up with your loan payments.”

So, are student loans good, or bad? The real answer is, “it depends,” which is why
even college financial aid officials struggle with how to counsel students about loans.
For example, Ohio State University has made a valiant effort with its financial
counseling web site (http:/sfa.osu.edu/basic/debt.asp). It provides tools for budgeting
college costs and offers guidance for figuring out how much borrowing is too much.

The American Council on Education and others recommend that student loan re-
payments not exceed eight percent of a borrower’s earnings. They call anything
higher than 10 percent the “Red Zone”—the danger zone for default, diminished sav-
ings, and other risks associated with too much student debt.

But how many high school or even college students can predict with any level of
certainty what job they are going to have, much less what their income is going to
be? The only thing they can say for sure is that if they don’t graduate, or they don’t
get the kind of job they want, or they don’t get the salary they expect, then they
risk defaulting and undermining their own financial future and possibly their fami-
lies’ as well.

Some observers criticize families who are more reluctant to borrow for college
than to take on other types of debt. After all, postsecondary training is an invest-
ment that pays off handsomely in future earnings. But there are understandable
reasons for such reluctance. If you have a mortgage, then you have a house. If you
have an auto loan, then you have a car. But if you have a student loan, you do not
necessarily have the increased income that you need to pay it off. While education
does boost earnings in society in general, there is much variation around that aver-
age. And you can’t return your education to the store for a refund in order to pay
off the loan.

Student loans do offer real opportunities for millions of students. But with the
promise comes real peril as well. This reality affects the behaviors and attitudes of
students and potential students and their families—and thus has an impact on our
educational outcomes as a nation. For Americans from all backgrounds, the looming
threat of high loan payments—the Red Zone—has potential negative effects well be-
fore high school and long after a borrower completes—or fails to complete—a post-
secondary program. These effects include:
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e Diminished college access and completion. Some students of limited means
are extremely reluctant to take out loans. This leads them to forego college alto-
gether, or to engage in behavior that reduces their chances of completing a degree
(such as attending part-time, enrolling at less supportive institutions, or working ex-
cessively while in school).

e Disincentive for service careers. Recent graduates who want to go into
teaching, social work, religious service, and other helping professions find that their
college debt pushes them in other directions.

¢ Delay of marriage, family, and home ownership. Student loan debt makes
it more difficult for young adults to afford a home mortgage. Borrowers also report
that it has delayed their plans for marriage and children.

e Reduced ability to save for retirement—and for their own children’s
college education. Increasingly, borrowers are extending student loan repayment
across 20 or even 30 years. This reduces their ability to save for their own retire-
ment, and to help pay for their own children’s higher education expenses.

In my testimony today I will focus mostly on how college students and potential
college students and their families think about loans. I will touch briefly on some
of the other key issues, and then turn to what can be done about the problems.

Aid, Loans and College-Going Behavior

“I didn’t get any financial aid. I got a loan”

Disappointed Student

One of the great attributes of our postsecondary education system is that there
are so many different ways to enroll in so many different types of institutions. There
are traditional residential colleges, commuter campuses, community colleges, career-
focused night programs, intensive weekend courses, and online courses. This diverse
array of options is a positive feature of our system. It means that people who would
not enroll in one type of program have other options to consider. The problem is
that financial considerations prevent too many students from choosing the approach
that is the best fit for their qualifications, interests, and needs. This reduces their
likelihood of enrolling in any program; and for those who do enroll, it diminishes
their likelihood of success.

In the traditional model, high school graduates who cannot cover the full costs
of college take loans and other aid, enroll full-time in a 4-year school, and keep their
work to less than 20 hours a week. By focusing on their studies, these students are
the most likely to graduate and to play productive roles in the economy and as citi-
zens. Research consistently shows this is the most certain route to significant up-
ward mobility.

The image we like to have of our system is of the hard-working student from a
tough background who leaps far beyond his parents’ educational and income levels.
But this American dream doesn’t come true as often as it should. It is students from
high-income families who are most likely to take the 4-year-college route.

Set aside all of the students who drop out of high school, and set aside the high
school graduates who are not qualified for college—two factors that disproportion-
ately affect low-income families. There is still a large gap in college-going by family
income. Among high school graduates who are from higher income families and are
college-qualified, 83 percent enroll in 4-year colleges. But among low-income fami-
lies, only 52 percent enroll in 4-year colleges within 2 years of graduating high
school.

Where do the other college-qualified low-income students go? Twenty-one percent
enroll at community colleges and may be as successful as they would have been at
a comparable 4-year institution. But more of them—22 percent—do not enroll in any
type of postsecondary program at all. The comparable figure for high-income recent
high school graduates is only 4 percent. In other words, almost every college-quali-
fied, high-income high school graduate enrolls within 2 years, while more than one
in five qualified low-income students does not go at all.

For lower income students, affordability—perceived and actual—plays a major
role in whether and where they go to college. It also affects how they approach their
studies and, therefore, how likely they are to graduate. Research has found that if
a young adult sees herself as a student, she is more likely to persist. And it is much
more difficult to maintain that self-perception as a student if you are enrolled part-
time while working, a pattern that is more common for students of modest means.

For full-time students, work is a factor, too. Up to around 15 hours a week, work
is a positive contribution to achievement and college completion. But much more
than that and it becomes an impediment. Nearly a third of full-time dependent stu-
dents work more than 20 hours a week on top of their schooling. The lower your
income, the more likely you are to be in this group. Of these full-time and hard-
at-work students, 60 percent did not take out a student loan. In other words, 60
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percent could have reduced their work burden with a student loan, but chose not
to. Should they be congratulated for their commitment? Or pitied because they are
more likely to drop out, or graduate with lower grades than they are capable of?
How many talented students turn away from tough majors like science and engi-
neering because the courses don’t leave enough time for the work hours required
to pay the bills?

Financial aid is certainly not the only factor behind these gaps in the quality and
intensity of enrollment between lower and higher income students. But it is a con-
tributing factor. Here is a taste of what we are hearing from college officials in
interviews conducted for an upcoming report by researcher Pamela Burdman:

“Parents are very leery about loans. Sometimes it filters down to a student . . .
For some, it seems that they weren’t optimistic about their future. It’s more accept-
able if you were going to borrow money to purchase a car. It’s more tangible. It can
get you back and forth to work. They’ve seen people before them who have cars. No-
body before them has borrowed money to go to school.”—Jennifer Roller, GEARUP
director, Youngstown State University, Ohio

“Retention has been a problem at Carbondale. We did quite a few studies and we
started to see that working over 20 hours a week started to disintegrate academic
performance. Those students who were working a lot just to be able to go to school
were not academically successful. They were defeating the purpose. There clearly
seemed to be an issue that finances were affecting academic performance for some
students.”

—Dan Mann, former financial aid director, Southern Illinois University at
Carbondale.

“I have actually had students tell me they aren’t going to school because they
can’t get any grant money and they refuse to take on any loans.”—Bill Nowlin, Dean
of Enrollment Management, Northeastern

State University, Oklahoma

“How can we better explain this process, what it means and why it might be good
to take out the loan when we all wish they wouldn’t have to take out the loan? .
.. Even though we wish that these students weren’t having to take out these loans
and graduate in debt, lacking other choices, we want our students to enroll, and do
well and we don’t want them working 25 hours a week.”

—Karen Rice, financial aid administrator, University of California, Berkeley

After College: Staying Out of the Red Zone

While in college, the borrower’s student loan experience is brief and relatively
painless. The truly meaningful relationship with a student loan begins about 6
months after leaving college. That’s when the bills start coming in.

College is an excellent investment. On the average, it pays off in additional earn-
ings far more than it costs. But for the graduating class of 2000, it certainly didn’t
feel that way. A year out of college, a large proportion—36 percent were making
payments that represented more than 8 percent of their income. These borrowers
are not all doomed to a long-term struggle with student debt. Many of them will
see their incomes rise substantially over time, and they will be able to pay off their
loans without great difficulty.

But untold numbers make enormous life and career sacrifices to pay their student
loan bills. They forego a career as a teacher or community health worker. They take
a higher-paying job “for a few years to pay off the loans,” then find themselves stuck
in a career path that does not represent the best contribution that they can make
to their community. Or they work two jobs, too tired to excel at either, and miss
out on promotions that would ease their debt burden, or on time with their children
during the critical early years. They delay buying a home, and then watch as prices
rise for the home they could have had. They forego adequate health insurance, delay
saving for retirement, and make other tradeoffs with potentially devastating con-
sequences.

Millions of borrowers have gotten some relief because the recent low interest rates
in the economy meant lower rates on student loans. Hundreds of thousands of them
have taken the opportunity to lock in low rates through consolidation; more will do
so prior to a rate increase scheduled for July 1. While some observers are concerned
that the rate is “too low,” it is the only real relief that struggling borrowers can cur-
rently get.

In the refinancing frenzy, it is easy to forget that there are many borrowers who
are currently prisoners of their lenders, stuck with high fixed interest rates because
of Federal rules that prohibit them from consolidating more than once. President
Bush proposed granting them the right to refinance. Congress should follow up on
his recommendation.
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The borrower relief offered by refinancing opportunities is important. But there
is a dark side of the refinancing boom. Many borrowers are being placed in the long-
est repayment plan for which they are eligible. In the first 6 months of 2003, Sallie
Mae reported that half of the company’s new consolidations were for 20 years or
longer. This reduces the borrower’s monthly payments, providing many with the
help they need. But total interest costs are higher over the life of the loan, and ex-
tending repayment into most borrowers’ 40s interferes with the need to save for re-
tirement and for their own kids’ college education.

Solutions

Congress can address these problems by using the Federal Government’s current
investments more effectively. It is not necessary to spend additional taxpayer dol-
lars or to reduce student benefits as long as Congress takes the steps to make the
loan program more efficient. This section focuses on how to spend the money; the
next section focuses on where to get it. On the spending side, I recommend two
strategies: (1) grant aid with accountability; and (2) loans that hurt less.

1. Grant aid with accountability. Elite universities are abandoning loans in
order to recruit high-achieving students from low-income families. In the last few
years, Harvard, Princeton, the University of North Carolina at Chapel Hill, and the
University of Virginia all have launched new programs that promise students from
low-income families that they will not have to take out any loans to pay for college.
Initial reports indicate that low-income students, and minority students in particu-
lar, respond favorably to these programs.

Of course, most colleges and universities cannot afford to make blanket no-loan
promises. They don’t have the large endowments of more elite schools, and they en-
roll many more students from low-income families. But the strategy that high-status
institutions are using suggests that increasing grants may be the most effective way
to get more low-income students onto the college track.

What gets measured, gets done, and currently colleges and universities do not
have enough reason to pay attention to their enrollment and retention of students
from modest backgrounds. By attaching some campus funding to higher levels of
Pell grant enrollment campuses would be more likely to implement and improve
programs to increase those numbers all the way through to the baccalaureate. The
Federal Government should provide some funding for grant aid to colleges—either
directly or through States—in proportion to the number of low-income students that
the institutions enroll and/or graduate.

This policy would have different positive effects at two different types of colleges.
At higher-priced and more selective institutions, it would create incentives both to
recruit high-achieving students from low-income families and to offer the financial
aid that they need to enroll. To some degree, this has already begun to happen.
Three years ago, with the help of Don Heller at Pennsylvania State University, I
wrote articles in the New York Times and the Los Angeles Times that pointed out
the low proportion of Pell grant recipients at some colleges and universities. Others
then started drawing the comparisons between colleges, and the leaders of elite col-
leges are now paying closer attention to the economic diversity of their student bod-
ies.

Low-cost institutions have a different problem. Too many of their students who
likely qualify for aid are not getting it because there is no one to tell them that aid
is available or to help them fill out the application. These are students who, if they
had more aid, might attend full-time instead of part-time, or might enroll at a dif-
ferent institution, or might be able to get the child care they need in order to attend
class consistently. At low-cost colleges right now, more students applying for aid just
creates additional administrative work for the college. By providing some institu-
tional funding with each Pell grant, the campus has an incentive to help all the stu-
dents who are eligible.

This funding could be provided directly to colleges by the Federal Government.
Another, probably better, option has been suggested by the Advisory Committee on
Student Financial Assistance, on which I serve as a congressional appointee. This
approach would create a Federal-State partnership, providing States with matching
funds for policies and programs that improve college affordability, enrollment, and
completion for their residents.

2. Loans that hurt less. Fifty years ago, the economist Milton Friedman said
that the creation of a government student loan program would “do much to make
equality of opportunity a reality, to diminish inequalities of income and wealth, and
to promote the full use of our human resources.” He suggested income-based repay-
ment so that people could more safely take out the loans. Let’s finally put his idea
into meaningful practice.
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Public policy should help hard-working borrowers stay away from Red Zone of
burdensome debt without forcing them to spend half their working lives paying off
their student loans. Past approaches, as well as the current income-sensitive and
income-contingent repayment options, fail this test. They are better than nothing,
but they provide inadequate relief, and they can extend repayment for too long.

We need a simpler, more effective design for income-based loan repayment assist-
ance. This is critically important for two reasons. First, we need to be able to pro-
vide some assurance to students and families that a student loan will not ruin them.
Our economy suffers when they decide against postsecondary education or when
they work excessively during school. The purpose of the student loan program, after
all, is to get people to give postsecondary education the old college try.

Second, we need to minimize the negative life and career effects that student debt
can have on borrowers. A system that assists borrowers who are working but are
still facing excessively burdensome loan payments will let graduates consider the
best use of their skills and interests, even if it is not the career choice with the high-
est starting salary. It will make room for homeownership, entrepreneurship, retire-
ment savings, and commitment to family, and reduce economic insecurity across the
spectrum of student loan borrowers.

Improving Efficiency

There are a variety of ways that Congress could improve the efficiency of the stu-
dent loan programs, and use those savings to ease the burdens of student loan debt.

A. According to President Bush’s fiscal year 2006 Budget, “the Federal Govern-
ment assumes almost all of the risk for the [student] loans, while Federal subsidies
to intermediaries—lenders and guaranty agencies—are set high enough to allow the
less efficient ones to generate a profit. These problems lead to unnecessary costs for
taxpayers and prevent the program from achieving the efficiencies the market is de-
signed to provide.” To address this problem, the Bush administration identified $25
billion in savings over 10 years. Some of those savings negatively affect borrowers.
But at least half are positive improvements in efficiency, freeing up funds you could
use to help borrowers when their payments are excessively burdensome.

B. Colleges have no incentive to keep taxpayers costs down in the loan programs;
those costs are invisible to the institutions. Bipartisan legislation has already been
introduced that would address this problem. Under the provisions of the Student
Aid Rewards Act, the Secretary of Education would give colleges a share of the tax-
payer savings when they utilize the loan program that the Secretary determines is
“the most cost-effective for taxpayers.” By aligning a college’s incentives with tax-
payer costs, this proposal, according to the Congressional Budget Office, would gen-
erate an additional §17 billion in grant aid for low-income students over 10 years.

C. Taxpayers are currently spending $240 million every 3 months to subsidize a
guaranteed 9.5 percent interest rate for some student loans. Congress tried to fix
this problem last October, but the payments have actually increased. Part of the
problem with the new law is that it did not ban the “recycling” of loans carrying
the excess subsidies. Recycling allows the loan companies to create new loans carry-
ing the 9.5 percent guarantee by using collections and profits from prior 9.5 percent
loans as capital. The lure of such large, taxpayer-assured returns is an invitation
to abuse and the reason for the ballooning taxpayer costs over the last 2 years. I
joig Zlvith the Congressional Budget Office in recommending that this recycling be
ended.

D. Congress should take a serious, independent look at all of the efficiencies that
could be tapped in the government student loan programs without harming those
the program was designed to help. First identify more cost-effective ways of provid-
ing students with the same loans and terms that they receive today. Then consider
any changes in the design or distribution of student benefits. Compare them to the
reforms proposed by President Bush. Compare them to other options. And give tax-
payers the return they have every right to expect: real educational opportunity and
a better educated workforce.

Fighting for efficiency is not easy. Those who benefit from the inefficiencies will
resist change. Identifying improvements, particularly in a program that is finan-
cially complex like student loan systems, inevitably leads to competing and confus-
ing interpretations of the data. Rely on the experts who work for taxpayers: CBO,
OMB, GAO, the Education Department, and the Treasury Department.

We have a real opportunity to advance the education and training of our popu-
lation, improving our economic competitiveness and making good on the American
dream. Thank you for providing me with the opportunity to share my views. I look
forward to working with you in the months to come.

The CHAIRMAN. Mr. Van Horn.
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Mr. VAN HORN. Thank you, Mr. Chairman.

Wyoming Student Loan Corporation is a private non-profit cor-
poration founded in 1980 at the request of former Governor Ed
Herschler, who believed postsecondary education should be more
accessible for Wyoming students. As a non-profit, Wyoming Stu-
dent Loan Corporation returns its earnings after expenses to cur-
rent, former and future students.

In its 25 years Wyoming Student Loan Corporation has provided
more than $900 million of educational loan assistance to more than
65,000 students and parents of students, and it has provided
$130,000 in scholarship assistance to Wyoming students attending
Wyoming postsecondary institutions. For the Federal fiscal year
2002, the most recent year for which the Department has cal-
culated default rates, our corporation’s default rate is 4.9 percent,
well below the national average of 5.2 percent.

In the past 6 years alone we have returned almost $9 million to
students in the form of reduced origination fees, interest rates re-
ductions, loan principal forgiveness for those who graduate, and for
any soldier in the armed forces including those in the Reserves and
the National Guard.

However, our mission is not limited to today’s college students or
those high school juniors and seniors who already know that they
are college bound. Equally important, if not more so, is the impera-
tive to instill in the minds of elementary students and their par-
ents the absolute necessity for post high school education and
training so that as many young people as possible have both the
Vleion and the believe that college is indeed accessible and afford-
able.

Our corporations have placed more than $3.4 million in outreach
and early awareness activities in the past 5 years, including our
College for a Day Initiative. Just last week, as we have done for
the past several years, we hosted Wyoming 6th graders, many from
low-income families, as they attended Casper College and Univer-
sity of Wyoming, experiencing life on a college campus. For too
many young students in rural States such as Wyoming, the word
“college” simply has no imagery attached to it. By getting these
younger students to a campus, they can have hands-on experience
in a science lab or an art class, have lunch in the cafeteria, browse
the library, and hear from college students about the importance
of good grades, staying in school and setting goals in life.

The University of Wyoming and the 7 community colleges around
the State are proactive in developing outreach campuses and dis-
tance learning curricula in order to meet as many needs of our resi-
dents as practical. The number of distance education courses in the
State has grown dramatically in the last several years from just a
handful in 1995 to more than 300 today. That is a sizable increase
for Wyoming.

Yet even with these advancements, access to higher education in
Wyoming and other rural States remains difficult and challenging.
The cost of distance education is more expensive for the schools
simply because there are fewer students to enroll in such courses.
Not all courses lend themselves easily to web-based instruction,
and there is still no substitute for classroom and laboratory in-
struction. Greater distances to travel to attend classes means
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greater expenses for students of all ages. Median family incomes in
rural communities trend lower than more populated towns and cit-
ies. Need-based financial aid is an absolute necessity for moderate-
and lower-income dependent students and for working adults look-
ing to upgrade their education and their skills.

The fastest growing occupations in Wyoming all require post-
secondary education. Our population is expected to increase by 22
percent by the year 2015, far exceeding the national average of 13
percent. Yet during the same period the number of high school
graduates in Wyoming is expected to decline by 23 percent. In ad-
dition, Mr. Chairman, Wyoming’s baby boomers are reaching re-
tirement age, and in the next 5 years significant numbers of our
educators, engineers and business owners will be retiring. If these
trends continue, half our State’s population will be retirement age
by the year 2020.

The 1mplications of these figures are dramatic. The demand for
a highly skilled and educated workforce will be greater than ever
before, yet the supply of qualified individuals could be severely in-
adequate to sustain let alone grow our economy. These implications
are the driving force behind our corporation’s concerted outreach
efforts to expand access to students who historically have low post-
secondary participation rates. These include minorities, rural fami-
lies and nontraditional adult students.

Workforce changes require lifelong learning. Pell grants, campus-
based aid programs, the Federal student loan programs, and State
and institutional aid programs all have one goal, to increase access
to education. Student financial aid programs are the key to afford-
ing access to higher education and developing the Wyoming work-
force necessary for the diversity of industries and professions.

Mr. Chairman, I would not have received the education I am for-
tunate to have received without the assistance of grants, work
study and student loans. That is also true for my wife and our two
sons.

Mr. Chairman, I applaud your efforts and the efforts of your col-
leagues to promote access to and affordability of higher education.
Simplifying the Federal student aid application process and form
will be an important step toward promoting access. I commend the
Department of Education for the great strides in making the elec-
tronic version of the FAFSA quite user friendly. I noticed from re-
cent experience.

But we know from recent studies that almost half of enrolled stu-
dents across the country do not complete the FAFSA. Not have
these individuals automatically eliminated for consideration under
the Federal student programs, they miss opportunities for local and
institutional scholarships. We have to ask, why do so many stu-
dents opt out of the process before they even being?

WSLC has provided countless free FAFSA seminars over the
years. Parents and students come for help simply to understand
the instructions. Time and again parents tell us the FAFSA process
is as complex as filing one’s Federal income tax return. Surely part
of the reason for the complexity in the document is the complexity
of the underlying need analysis formula. Mr. Chairman, we support
the recommendations made by the Advisory Committee on Student
Financial Assistance in their January 21, 2005 report to you.
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I thank you, Mr. Chairman, and members of the committee, for
this opportunity to testify, and I will be happy to answer any ques-
tions as time is appropriate.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Van Horn follows:]

PREPARED STATEMENT OF PHILLIP F. VAN HORN

Mr. Chairman, members of the committee, I am Phil Van Horn, chairman of the
board and president of Wyoming Student Loan Corporation and president and chief
executive officer of Western States Learning Corporation, which administers the
student loan portfolio for Wyoming Student Loan Corporation and provides other
educational support services. I am pleased and honored to have this opportunity to
describe the importance of student aid programs in the development of Wyoming’s
higher education and workforce development initiatives.

Wyoming Student Loan Corporation is a private, non-profit corporation, founded
in 1980 at the request of former Governor Ed Herschler who believed postsecondary
education should be more accessible for Wyoming students. As a non-profit corpora-
‘(ciion, its earnings after expenses are returned to current, former and future stu-

ents.

In its 25 years of service, Wyoming Student Loan Corporation has provided more
than $900 million of educational loan assistance to more than 65,000 students and
parents of students and $130,000 in scholarship assistance to Wyoming students at-
tending Wyoming postsecondary institutions. Thanks to one of the best employee
teams I've ever had the pleasure of working with, Wyoming Student Loan Corpora-
tion’s default rate has consistently been among the lowest in the Nation. For fiscal
year 2002, the most recent year for which the Department of Education has cal-
culated, the corporation’s default rate is 4.9 percent, below the national average of
5.2 percent.

In the past 6 years alone, the corporation has returned almost nine million dollars
($9,000,000) to students in the form of reduced origination fees, interest rate reduc-
tions and loan principal forgiveness for those who graduate and for any soldier in
the Armed Forces, including those in the Reserves and National Guard.

However, our mission is not limited to today’s college students or those high
school juniors and seniors who already know they are college bound. Equally impor-
tant, if not more so, is the imperative to instill in the minds of elementary students
and their parents the absolute necessity for post-high school education and training
so that as many young people as possible have both the vision and the belief that
college is, indeed, accessible and affordable. Both our corporations have placed more
than $3.4 million in outreach and early awareness activities in the past 5 years in-
cluding our College For a Day initiative. Just last week, as we’ve done the past sev-
eral years, WSLC sponsored and hosted Wyoming sixth graders, many from low-in-
come families, as they attended Casper College and the University of Wyoming, ex-
periencing life on a college campus. For too many young students in rural States
such as Wyoming, the word “college” simply has no imagery attached to it. By get-
ting these younger students to a campus, they can have hands-on experiences in a
science lab or an art class; have lunch in the cafeteria; browse the library; and hear
from college students about the importance of good grades and setting goals in life.

Mr. Chairman, you and I certainly know, and I'm confident other members of the
committee are aware, that Wyoming is the least populated State in the country.
Providing access to higher education in rural States presents unique challenges in
terms of distance and technological infrastructure. The State’s only baccalaureate
and advanced degree institution is the University of Wyoming in Laramie. The Uni-
versity and the seven community colleges around the State are proactive in develop-
ing outreach campuses and distance learning curricula in order to meet as many
needs of our residents as practical. The number of distance education courses in the
State has grown dramatically in the last several years, from just a handful in 1995
to more than 300 today. Adult learners have greater opportunities for embarking
on a new career path or upgrading their current skills.

Yet, even with these advancements, access to higher education in Wyoming and
other rural States remains difficult. The cost of distance education is more expen-
sive for the schools simply because there are fewer students to enroll in such
courses. Not all courses lend themselves easily to web-based instruction and there
is still no substitute for classroom and laboratory instruction. Greater distances to
travel to attend classes mean greater expenses for students of all ages. Median fam-
ily incomes in rural communities trend lower than more populated towns and cities.
Need-based financial aid is an absolute necessity for moderate and lower-income de-
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pendent students and for working adults looking to upgrade their education and
skills.

The fastest growing occupations in Wyoming are in the fields of medicine and al-
lied health, dentistry, engineering, communications, pharmacy, extraction, and edu-
cation. All of these require postsecondary education. Our population is expected to
increase by 22 percent by the year 2015, far exceeding the national average rate
of 13 percent. Yet, during the same period the number of high school graduates in
Wyoming is expected to decline by 23 percent. In addition, Wyoming’s baby boomers
are reaching retirement age and in the next 5 years significant numbers of our edu-
cators, engineers, and business owners will be retiring. If certain demographic
trends continue, half our State’s population will be retirement age by the year 2020.

The implications of these figures are dramatic: The demand for a highly skilled
and educated workforce will be greater than ever before, yet the supply of qualified
individuals could be severely inadequate to sustain, let alone grow, our economy.
Even greater demands will be placed upon our institutions of higher education to
provide education, training and retraining. These implications are the driving force
behind our corporations’ concerted outreach efforts to expand access to students
with historically low postsecondary participation rates: minorities, rural families
and non-traditional adult students.

Workforce changes require lifelong learning. As the workforce needs create de-
mand for more courses, more instructors and more facilities, the cost of education
and training will increase. Pell grants, campus-based aid programs, the Federal stu-
dent loan programs, and State and institutional aid programs all have one goal: to
increase access to education for all. Student financial aid programs are the key to
affording access to higher education and developing the Wyoming workforce nec-
essary for a diversity of industries and professions. Mr. Chairman, I would not have
received the education I am fortunate to have received without the assistance of
grants, work-study and student loans. That is also true for my wife and our two
sons. We know first-hand the difference that Federal student aid dollars can make
in access and affordability in higher education.

Mr. Chairman, I applaud your efforts and the efforts of your colleagues to promote
access to and affordability of higher education. Simplifying the Federal student aid
application process will be an important step toward promoting access. I commend
the Department of Education for the great strides made in making the electronic
version of the Free Application for Federal Student Aid (FAFSA) quite user friendly.
I know this from first hand and recent experience. But I've also been in the student
aid profession for 30 years.

We know from recent studies that almost half of enrolled students across the
country do not complete the FAFSA. Not only are these individuals automatically
eliminated for consideration under the Federal student aid programs, they may miss
opportunities for local and institutional scholarships. We have to ask: Why do so
many students opt out of the process before they even begin? WSLC has provided
countless free FAFSA seminars over the years. Parents and students come for help
simply to understand the instructions. Time and again parents tell us the FAFSA
process is as complex as filing one’s Federal income tax return. Surely part of the
reason for the complexity in the document is the complexity of the underlying need
analysis formula. Mr. Chairman, we support the recommendations made by the Ad-
visory Committee on Student Financial Assistance in their January 21, 2005 report
to you.

I thank the committee for this opportunity to testify and I will be happy to answer
any questions you may have at the appropriate time. Thank you Mr. Chairman.

The CHAIRMAN. And again, I would mention that your full state-
ments will be a part of the record, and I appreciate the additional
information that is contained in that text as well.

We will now have a round of questions, and I get to start.

Mr. Van Horn, we know that rural students face many chal-
lenges getting to school and especially postsecondary school, and I
congratulate you on the tour that you give for the 6th graders to
finally get an image of what college is and think that could help
across the country. Are there any best practices from Wyoming or
other States you can suggest for Congress to look at as we amend
it in regard to the rural students, and could you touch just a little
bit on what impact the 50 percent rules had on access to higher
education in our area?
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Mr. VAN HORN. Mr. Chairman, rural communities do have their
unique challenges and distance education, while the university and
the community college have made great strides, it still is an expen-
sive proposition for the schools within a State. In terms of the 50
percent rule and the practices within the State, because of Wyo-
ming’s uniqueness, Mr. Chairman, I do not feel confident to ad-
dress that at this time.

The CHAIRMAN. OK. Then as I mentioned, we will be putting
some of these questions in writing so that we can get an opinion
from all of you on it, and also so that you can help us to get some
additional expertise on it.

Ms. Thorpe, I really appreciate your impassioned testimony, and
your ability to persist in spite of the tremendous odds is just out-
standing. I congratulate on all of your accomplishments.

In your testimony you mentioned that after-school tutoring and
guidance and encouragement are what allowed you to work
through the Upward Bound and to even consider college. Can you
tell us what factors were important in your ability to complete high
school and succeed in college? Are there any things in particular?

Ms. THORPE. There were a lot of things in particular, but I be-
lieve the most important thing was my skills at math. When you
miss the critical periods in math, you kind of miss out on a lot of
things, and since math was a big part of school you had to take
math every single year. I had no knowledge of how to do algebra,
really of how to do fractions. I could not divide. And Upward Bound
really took the time out to help me to be able to learn fractions.
They would pay for me to go to extra tutoring sessions. When I was
a senior in high school they actually paid for me to take a course
at the University of Wyoming to help me out in math as well. So
that was really helpful. And I am taking math now in college too.

The CHAIRMAN. Oh, good.

Ms. THORPE. So there you go.

The CHAIRMAN. Math and science is something that is disappear-
ing a little bit among American born students. We are having a lot
of foreign students that are doing that.

Something that we are really concerned about is the availability
of information about student financial aid as well as the availabil-
ity of the student aid, and ways to simplify the process. How can
we get information sooner to people to might be encouraged to go
to college, and any ideas on how we might simplify that application
process? This is a question for the whole panel, but I will start with
Ms. Thorpe.

Ms. THORPE. I think perhaps providing some sort of a session
maybe inside the high school or a class. I know at my high school
in particular they had a class dedicated for basically a study hall
and it was mandatory, so maybe perhaps during one of those ses-
sions. In other high schools as well, to have a class where you actu-
ally learn how to fill it out, because a lot of parents do not know.
I was fortunate to have people who were helping me out with these
applications such as the Upward Bound coordinator and the direc-
tor of the program and my foster parents, but a lot of the kids that
I was going to school alongside who were not in the Upward Bound
program had no way or no knowledge of how to fill these things
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out even though they were eligible. So, perhaps having classes, sort
of like taking the LSAT or something like that.

The CHAIRMAN. Anyone else? Mr. Shireman.

Mr. SHIREMAN. Thank you. I would say that the GEAR UP and
TRIO type programs that can provide early counseling and infor-
mation, as early as middle school, to parents and to students are
critically important. Also Congress asked the Advisory Committee
on Student Financial Assistance a year ago to look at simplification
and issues of earlier application. And the Advisory Committee a
few months ago, on which I serve, came out with a number of rec-
ommendations. Some of those were eliminating some questions and
simplifying for everyone. We did find that because this is all an ef-
fort to try to ration a particular amount of money that is available,
that you cannot eliminate as many questions as might be—as peo-
ple would like you to eliminate. However, there are people who are
very low income where complicated issues about assets probably do
not need to be asked, and the Advisory Committee recommended
that they be provided with an easy type form for families with in-
come of under $25,000 and some other recommendations like that.
So that not everyone has to fill out an application with 100 ques-
tions on it.

Also on the question of earlier application, we are in the situa-
tion where now the traditional college student, in October of their
senior year, fills out an application to go to a 4-year university, and
then 2 months later on January 1st, they can fill out the form to
figure out what their financial aid might be. For a lot of people get-
ting a sense of what your financial aid might be has a lot to do
with where you might apply to college, and the Advisory Commit-
tee suggested that people be allowed to apply and get their esti-
mate of financial aid earlier, like they could apply in September or
they could apply at the same time that they are applying to the col-
lege. There has been a lot of interest in that recommendation and
it is not something that would cost the Government any more than
the way the process works now.

So there are some steps that can be taken that could improve the
process for students and families.

The CHAIRMAN. Thank you. My time has expired.

Senator Murray.

Senator MURRAY. Thank you very much, Mr. Chairman, for hav-
ing this hearing.

And thank you to all of our witnesses for being here. I think the
reauthorization of the Higher Ed Act is one of the most important
things we can do to make sure that our students, especially low-
income, minority have access to higher education. It is key to our
country’s economy, so I appreciate everybody being here.

Mr. Shireman, let me start with you. As you probably know, Sen-
ator Kennedy and I have been working on a complete closure of the
9.5 percent loan loophole. Last year we were successful in closing
part of that, but we still know these loans are being recycled. In
fact I saw in the New York Times recently that the Federal Gov-
ernment is still, what they said, hemorrhaging money to lenders
who figured out how to abuse some of these loans.

You mentioned in your testimony that taxpayers are currently
spending $240 million every 3 months to subsidize these loans. Can
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you talk to us today about how some lenders are figuring out how
to continue to manipulate these and how much it is costing us?

Mr. SHIREMAN. A little bit of background on this issue. Some
years ago the Government decided that student loans made from
the proceeds of tax exempt bonds needed to have some different
subsidy rules than other loans. And during a period of high inter-
ests rates, we, the Federal Government, guaranteed that holders of
those loans would never have to receive less than 9.5 percent inter-
est on those loans even if students are paying less. Now, of course
for the past few years students have been paying, borrowers have
been paying much less than 9.5 percent, and so these loans—and
this is a rule from 1980—started looking to be quite the money
maker. And some of them had moved from non-profit organizations
into for-profit lenders, so that the proceeds from making more
money would just go to shareholders’ pockets with no risk, rather
than to the good uses that might go from a non-profit organization.

Some of those lenders made the case that they had this limited
pot of funds that was supposed to be for 9.5 percent loans. And
they said, well, if we put a loan in there for a day and take it out,
we think it still should get the 9.5 percent for the life of that loan.
And they started dipping these loans into this pot and taking them
out. And over the last 2 years the amount, the dollar amount, a
volume of these loans increased from $11 billion to $18 billion, cost-
ing the Federal Government to subsidize those.

Congress said no more, except when people pay off these loans
you can take those proceeds and make new loans with those pro-
ceeds. Now, that essentially means it will go on for many years to
come, and now we are seeing that actually the costs are increasing
even after Congress stopped the provision.

What I think is happening is that you have this pot that pays
9.5 percent and you have other loans that lenders have, and that
they are figuring out how to switch loans, because they can take
proceeds here and use them to make new loans. They can move a
loan from one pot to another to figure out how they can maximize
the amount that taxpayers are paying, and that is what this recy-
cling provision allows. It is something that in their——

Senator MURRAY. So we still have a problem that needs to be
fixed, and it is costing us.

Mr. SHIREMAN. So we still have a problem and this could just go
on for years and years.

Senator MURRAY. Right. I very much appreciate that.

Trinity, thank you very much for your testimony today. You cer-
tainly are a compelling witness for TRIO and GEAR UP and pro-
grams like that that really allow students without who do not
think they have a chance, to have a chance.

I actually was with Bill Gates this morning. I wish I had have
met you before because I could have told him what a difference he
is making in the world. So I am delighted that you have been able
to take advantage of that.

You talked a little bit in your testimony about being a foster
child.

Ms. THORPE. Yes.

Senator MURRAY. Senator DeWine and I have worked for a long
time together on making sure we decrease barriers especially for
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foster kids. One of the things that I have heard repeatedly from
students who are foster students is the particular barriers they
have in going to college because once you are 18 you are no longer
in the foster system. You do not have that parent support network.
You are very lucky to have your foster mother still here with you.
But financially it makes a difference. But for this committee, could
you talk a little bit about what the particular challenges are for a
foster student in applying to college and financial aid?

Ms. THORPE. I think I was an exceptional case for a foster kid
because I did have very supportive parents, foster parents, and my
biological mother and I are actually still very close. So in that I
might not be able to speak on behalf of all foster kids.

But in particular some of the challenges that I faced were just
self-esteem challenges. As a foster child I often was not wanting to
tell other people that I was a foster child or that I was poor, that
I had grown up at a certain situation. So the biggest challenge that
I faced was being able to write that in applications or write that
on my FAFSA, you know, check the little box for ward of State. It
kind of makes you feel like you do not really have a home or that
you do not really belong anywhere, that you actually belong to the
State instead of to a family. So just the self-esteem issues really
poslelzd a problem for me, and thinking about going to college espe-
cially.

My mother did go to college for a little while and she still has
dreams that she wants to go back. This is my biological mother.
But the truth of the matter is she will not ever be able to go back
because she will not have the opportunities to do that. That also
posed some problems for me because my mother did not have an
education. She does not see the value of an education, and actually
not very long ago she asked me why I was not pregnant yet and
why I was not married. So this is the kind of background I grew
up in, you know, with people kind of telling you other things.

My freshman year I met my birth father for the first time, my
freshman year in college. When I went to go and tell him about my
accomplishments he completely did not understand it because he
does not have a college education. He is a bus driver in Mexico, just
completely cannot comprehend the challenges or the struggles that
I faced and what I have overcome to be where I am.

Senator MURRAY. You have done well and we are all very proud
of you and delighted to look at you here in front of us today.

Ms. THORPE. Thank you.

Senator MURRAY. You are a role model for many other young
kids in your same circumstances, so thanks for being here.

Ms. THORPE. Thank you.

Senator MURRAY. Mr. Chairman, I know my time is up, and I do
have to go to another committee hearing. I do want to submit some
questions for the record in particular to Ms. Haycock because I
have been working on some of the realignment issues between high
school and college which I think are very critical for this committee
to look at as we try and encourage States to make sure that high
school graduation and college entrance exams work together, and
how we as the Federal Government can help encourage that. So I
will submit those for the record, and look forward to your response.

Thank you.
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The CHAIRMAN. Thank you.

Senator Alexander.

Senator ALEXANDER. Thank you, Mr. Chairman.

I want to thank the witnesses and say to Ms. Thorpe how im-
pressive she is, and I thank you very much for being here.

I want to make two or three quick comments in my time and
then ask a question of any of the panel members who may want
to comment. One, I want to commend the Department of Education
and the Advisory Committee that has been mentioned in the testi-
mony for its work on simplification of student forms. I mean they
have really done some good work, Senator Enzi, as you well know,
and really at the request of this committee, and 8 of their 10 rec-
ommendations do not cost anything. Some of them are complete
common sense. I mean a large part of the complication of the form
had to do with questions California insists on knowing the answer
to. If you just take those out you simplify it for everybody else in
the country.

My humble suggestion is to change the name of the thing, be-
cause why would anyone go to conference on FAFSA who had never
heard of FAFSA. They would not know what you were talking
about, and I am quite serious about that. It needs a name that
someone who is not from Washington would understand.

Second, another contribution I think we can make in this bill has
to do with the testimony on loan eligibility and limits on loan to
better fit the traditional student, I mean the students who are ac-
tually in higher education today. We have impediments to what we
are talking about here which we are causing by our limits on loans
and grants, and we can afford to do those changes. That could hap-
pen.

A third thing I would like to mention, I am all for the college/
high school articulation as they say, but I am very leery of doing
it from here. Our colleges and universities did not get to be the
best in the world because somebody in Washington made them that
way. So I think we have to be very careful with our well-inten-
tioned orders from Washington not to actually over regulate col-
leges and universities and in effect make them worse while we are
trying to make them better.

I am sensitive to the point you made about the question about
drugs. I mean Congress gets excited about things. We are all ex-
cited about drug use and so we order it stopped from here, while
what we may be doing in an unintended way is adding to the com-
plexity of an application form and discouraging low-income stu-
dents from applying for loans. I am working on legislation—I have
talked to Senator Enzi about it—about actually looking to deregu-
late in some ways colleges and universities.

Here is my question. Cost is very important. It was 20 years ago,
it is today. Its always hard to pay for college even today. But I
think it is important to keep this in perspective and understand
what we are talking about. Community colleges are $2,000 or so,
at least where I come from, a year for tuition, and there are mul-
tiple scholarship opportunities for students to go there. When I was
at the University of Tennessee we used to encourage students to
go there and then come to the University of Tennessee. We would
save places for them after their first 2 years. But the big change



46

it seems to me is lack of State support for higher education, and
I think we need to talk about that. I mean Federal funding for
higher education between 2000 and 2005 went up nearly 50 per-
cent. We are actually spending 50 percent more dollars on higher
education from here than we were 5 years ago.

Now, what was happening in the States during that time? Ac-
cording to the American Association of State Colleges and Univer-
sities—and I mention them because this seems so low that I am
going to go back and double check it—in 2001 State spending was
up 3.4 percent. In 2002 and 2003 it was actually down, it was
down. In 2004 it was up 3.8 percent. If my math on the back of
my page here is correct, Mr. Chairman, that means that over the
last 4 or 5 years Federal funding for higher education was up 14
or 15 times more than State funding, and I think I know why. I
think it is because we failed to give States the ability to restrain
the growth of health care spending and it is soaking up all the dol-
lars, and as a result there is no money left for higher education be-
cause it is the one that gets cut first when money goes to health
care.

I wonder if there are any comments on that from any of the
panel members about how we keep this in perspective as we reau-
thorize higher education?

Mr. SHIREMAN. Senator Alexander, thank you. I think you were
right on target in terms of the number one reason that we have
seen significant increases in tuition has been the lack of, the de-
clines in State support. We are in a situation now where we have
more students graduating from high school and therefore more stu-
dents going to college, and less State support at the same time. The
$2,000 price of a community college can be $2,000 because of that
State support, because the actual cost of providing that education
is of course much higher than that $2,000. So the natural result,
even if there is no increase in the actual cost of providing the edu-
cation, the lack of State support has to drive up those tuitions in
order to maintain the provision of the education to the students.

So, absolutely, the issue of health care costs in addition to being
an issue for States to the extent that costs are increasing for col-
leges and universities. They also are paying health care costs that
are getting difficult for them. So that is right on target.

Senator ALEXANDER. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. I am going to ask a few more ques-
tions because I have some of a general nature that more than one
of you may want to comment on. I am pretty sure this one Ms.
Haycock and Mr. Bosworth would want to comment. We are inter-
ested in finding out what Congress can do to develop a system that
holds institutions accountable for the persistence, for the comple-
tion, for the graduation rates of the students while still recognizing
that institutions have varied missions and serve students with dif-
ferent needs and responsibilities. What kind of ideas could you
share with us?

Ms. HAvcock. Thank you, Mr. Chairman. As I indicated before,
one of the basic problems that we have now is that a lot of folks
within higher education think that their current success rates are
about as good as they can do, and we will certainly find, when we
visit a college or university, we ask about their 6-year graduation
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rates, and they will say, you know, 28 percent. We will say, what
is with that? And the answer typically is, well, that is about what
you get for students like ours.

As I indicated earlier, it is actually quite clear that that is not
the case. Yes, student preparation matters, and yes, student finan-
cial aid matters. But even when you take institutions that serve
very similar kids with very similar resources, they have quite dif-
ferent results. So the question is: how you sort of break through
the mindset that says, we are doing about as well as we can, and
begin to get some energy into student success.

At the moment there are not real incentives to do that. What
happens now is if you look at 4-year colleges, for example, of those
who enter as full-time freshmen about a quarter do not even make
it to the sophomore year, but frankly, it does not matter much to
the institution because there is another wave of entering freshmen
to take their places.

Mike Kirst at Stanford University says it is a little bit like
French warfare in World War I; a set of soldiers comes up out of
the trenches, gets mowed down, but that does not really much mat-
ter, right, because there is another set right behind them, and that
is essentially how the economics work. And those freshmen, who
are cheap to educate by comparison, actually subsidize the upper
division students who are more expensive. So the question is how
to turn those incentives around.

Our sense, as we look at the data, is that what you really want
to do at this point—because from a national level it does not make
sense to mandate a particular one, sort of one approach—is to ask
States to design systems that make sense in their State, to say to
institutions, here is a set of stretch goals on the access side, and
here is a set of stretch goals on the success side, and we are going
to monitor your progress, provide rewards for those that improve
their access and success, and some penalties for those who do not,
and some support for institutions that frankly have rates that are
unacceptably low.

Again, I think that if you ask States to do that, then 6 years
from now we will know something more as a country about what
works and what does not. We do not know that now because vir-
tually nobody is trying.

The CHAIRMAN. Mr. Bosworth.

Mr. BOSWORTH. Just a couple of observations focusing perhaps
more on 2-year schools than on 4-year schools with these. Schools
are paid for enrollment, not for success. Most community colleges,
if you show up on the campus the 11th day after the semester has
begun, you will notice a sharp drop-off from the 10th day because
it i1s the 10-day count that determines how much money a school
is going to get in its next year budget. So it is all about building
enrollment. It is not all about building completion. Colleges are not
rewarded for degrees or other credentials that they provide to their
students. They are rewarded for boosting enrollment. It should not
come as a great shock to us to realize then that that is what we
get.

I think it is useful to look at some examples in the proprietary
postsecondary arena where proprietary schools, particularly those
dealing with technical and professional credentials, are not paid for
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enrollment, they are paid for success. There are some behavioral
differences between those schools, the private 2-years and the pub-
lic 2-years in how they manage enrollment and the kind of flexibil-
ity that they offer. I am not suggesting that we just go out and try
to emulate the 2-year private college system. It is extraordinarily
expensive. People are paying $10,000 to $20,000 in a private 2-year
technical school, but they are getting success. As the head of one
such institution said to me, “We cannot attract students if we can-
not demonstrate to them that if they come here and spend that
much money, $10,000, $15,000, $20,000, they are going to get the
credential they thought they were paying for. It is going to be
there. So success is really important to us.”

Imagine if that were the attitude in public postsecondary edu-
cation.

I also want to note that in the community college arena, I think
it is essential to be a very fine-grained approach to these account-
ability measures. When a student enters a community college with
the intention of gaining a 4-year degree but starting at a commu-
nity college, the objective is transfer, it is not an associate degree.
And so the community college should not be held accountable for
whether or not it awards an associate degree after 2 years to that
individual. What it should be held accountable to is, have we suc-
cessfully transferred this individual after 6 months, 1 year, 18
months, 2 years, however long it takes, to a 4-year institution be-
cause that is their objective, the 4-year degree.

On the other hand, if they are entering the labor market and
they are looking for a credential that has labor market consequence
that means something out there to employers, they should be held
accountable for providing that particular credential. It is difficult
when all the credential in the academic arena are—you have to
cram them into a 4-year or a 2-year associate degree. A lot of the
labor market credentials that would be very useful do not require
a 4-year or a 2-year degree. Some might require a 3-year degree,
some might require a l-year certificate, but we are trapped in an
environment where the educational institutions have packages, and
some of these packages have no labor market consequence.

The CHAIRMAN. Thank you. My time has expired again.

Senator Alexander.

Senator ALEXANDER. Thank you, Senator Enzi.

I appreciate the issue the witnesses were just discussing and I
notice that they are being I think appropriately restrained in rec-
ommending a heavy Washington hand and figuring out how to do
it. One might argue that some of it has taken care of itself. We
have in higher education, which we do not really have very much
in K through 12, a big marketplace out there. The fastest growing
part of the Pell grants is not in the public sector, it is in the for-
profit sector. Maybe it is because there are some schedules and
rigor and credentials being offered in the for-profit sector that are
more attractive, more meaningful, more convenient than people are
finding in the public sector, and fortunately we have a market-
based system where the money follows the student to an institution
which may include a for-profit institution or a private institution
or in many cases a distant learning institution. So in that sense
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the entrepreneurial spirit of the marketplace is putting some pres-
sure on the more hide-bound public institutions.

I would argue too that in my experience the community colleges
and technical institutes, the 2-year schools, are a big part of that
marketplace. They are very entrepreneurial, enterprising, often op-
erating in effect year round, constantly changing their curricula to
meet the needs of the market.

The other things I think have to be considered are that many
students go to higher education not to get a degree. They go to
learn something and then to go on to a job or go back and live a
better life, and we have to be careful in the way we count all this
to make sure we do not penalize that. I mean the typical student
now is not a high school graduate, it is somebody who is a working
mom going from this job hopefully to a better job, and she may not
need a degree to get there. She just may need a course or two, or
three or four, and that is somewhere in the statistics.

Just a couple of other points on that. And so many of these stu-
dents who need so-called remedial help getting into college are not
the high school graduates. They are, as has been mentioned, the
adults who are going to go back again and back again and back
again, that we need to recognize that most of us when we go out
of school for a while and then go back to school are going to need
a little ramp up to that even if we are pretty smart and pretty well
educated. It is not easy just to get right back into a rigorous alge-
bra course or statistics course, which is what you have to have if
you want to work in the Saturn plant today. You have to know
these things.

So I was wondering, listening to your suggestions, whether
maybe a grant to encourage our big market-based higher education
system to pay more attention to getting people through more rap-
idly where appropriate, I mean two ways to look at it would be one
for us to get out of the way. We can do that with our limits on
loans and changing Pells and loans so year-round students can do
that. We have some actual impediments to what you are talking
about. We should certainly look for those. And rather than tell
States what to do, maybe we could make some large grants to
States who are interested in doing this. I have had more confidence
in a State gathering of institutions, public, private, non-profit, and
say, how are we going to approach this, rather than a group of peo-
ple in the Department of Education or on the congressional staff
here trying to think of ways to do it, because I have been both
those places and I did not get any smarter when I flew up here at
the beginning of the week than I was when I was back in Ten-
nessee. [Laughter.]

So I ask you. Let me start with Ms. Haycock. What about a large
grant to two or three or four States to say, figure this out as best
you can in your State and let us see what you come up with and
see if we learn anything there that might affect Federal policy?

Ms. Havcock. You could certainly do that, Senator. I would
argue, however, that the problem is much more serious. While the
phenomenon you talked about may well be putting some pressure
on institutions here and there around the country to get better re-
sults, when you stand back and you look at higher ed output in the
country as a whole, we are stuck. As I said earlier——
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Senator ALEXANDER. Output measured by what?

Ms. HAYCOCK. As measured by the proportion of young people
getting a college education. We are no longer first in the world. We
are 7th in college going. We are not first in college education. We
need more students with baccalaureate degrees. And you are put-
ting a lot of public dollars into students who are going on to insti-
tutions with every expectation of getting a degree, and those insti-
tutions are not taking responsibility for helping them get through.

You could again, not by telling States what to do in every detail,
but by asking States to put into place a system that will measure
student success, will set some stretch goals for institutions, and
monitor their progress in getting there.

Senator ALEXANDER. That sounds like No Child Left Behind for
colleges to me. [Laughter.]

Ms. Havcock. That is actually not at all like No Child Left Be-
hind. It is simply saying

Senator ALEXANDER. All it does is ask States to adopt standards
and measure progress toward standards.

Ms. Havcock. Right, but there is a fixed way for measuring
progress, as you know, which given the differences among the
States in terms of data systems, in terms of the capacity to do this,
does not make sense to do at the higher education level. That does
not mean, however, that you ought not to ask them to do some-
thing.

Let me just give you a couple of statistics. There are about 771
institutions in this country, 4-year colleges where at least 5 percent
of the students are black. In like 271 of those institutions, the 6-
year graduation rate for black students is less than 30 percent. In
160 of those institutions, the 6-year graduation rate for black stu-
dents is less than 20 percent. In about 70 of those institutions, the
6-year graduation rate for black students is less than 10 percent.
We can do better than that.

And if we were willing simply to say institutions, you need to
take that seriously, you need to set some stretch goals, that is not
suggesting that a very nonselective college needs to have a gradua-
tion rate like Harvard’s which happens to be best in the world. It
does suggest that 10 percent of your students getting through in
6 years is not as good as you could be doing.

What I am simply suggesting is our stake as a country, both in
having more college graduates, and in particular in making sure
that higher education continues to be a route out of poverty, our
stake in that is huge. We have said since our beginning that we
will provide to talented young people the opportunity to continue
their education regardless of their family income. That route is es-
sentially closed now. Seven out of 100 low-income students now
gets a college degree, compared to 60 out of 100 middle-income
kids.

Senator ALEXANDER. Mr. Chairman, my time is up. I would just
observe I agree with all the factors. My fear is that in devising a
Federal plan to deal with that limited number of examples you
mentioned, it would then apply to everybody and create one more
big level of Federal regulation, one big more thick book that college
presidents would have to do. You would not suggest just applying
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it to the schools that have black students because that would not
seem fair.

I think the better solution would be either to ask States to do
it or I would create a Pell grant for kids. The reason these children
are not succeeding in college is because they are not prepared when
they get there, and if we gave them a scholarship to go to a good
school when they are a kindergarten student or in first grade or
second grade of third grade, that I think would be more of an ap-
propriate Federal response.

Ms. HAvcock. I actually think we do not disagree, Senator. I did
not suggest one Federal approach. What I did suggest is that you
ask the States to take this on.

The CHAIRMAN. I want to thank all of the panel for their out-
standing testimony, their presentation, their answers to questions.
One of the joys of this job is that we get an education almost every
day. I think we probably get the equivalent of a college course
every month, and it is all helpful. Hopefully we are able to turn
that into legislation that makes a difference. That is what we are
always counting on. These panels never give us the opportunity to
really get into some details that you have suggested in your testi-
mony that we need to explore a little bit further so that we can
come up with some logical answers.

I really appreciate all of you being willing to testify. I know that
we made the request on a very short notice, and we are appre-
ciative that you complied with that and were here. What you have
said was stimulating and thoughtful. I am an accountant so I do
have some more detailed questions that I have learned not to ask
when we are at these kind of gatherings. [Laughter.] And particu-
larly for Mr. Van Horn, because I am fascinated the how your orga-
nization has a lower default rate than others, and want to explore
a little bit how you might perceive that that comes about.

So we will be submitting questions to all of you and would hope
that you would respond. We will leave the testimony open for 10
days. You can also expand on anything that you have said. We ap-
preciate it.

The hearing is adjourned.

[Additional material follows:]
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ADDITIONAL MATERIAL

RESPONSE TO QUESTIONS OF SENATOR ENZzI BY KATI HAYCOCK

Remedial Education

Question 1. The need for remedial education has important connotations for to-
day’s students. How can the HEA be shaped to reduce the need for remediation, and
what changes should Congress make in the TRIO and GEAR UP programs to focus
more on academic preparation?

Answer 1. The need for remedial education can be minimized (1) by making sure
that higher education clearly articulates the level of knowledge and skills students
need to successfully complete college-level work, and (2) ensuring more students are
prepared to meet these standards.

Students should know whether they are being prepared to succeed in college.
With more and more students entering college, it is imperative that we have clear,
public statements about the knowledge and skills college freshman need to be suc-
cessful in credit-bearing courses. For too long, this information has been treated as
proprietary information by institutions and systems of higher education. Students,
their families, and their schools need to know what higher education expects of col-
lege freshman when they arrive on campus. Community colleges must be involved
in this process, so their students also know where they stand in terms of prepara-
tion; our experience working on articulation projects in higher education suggests
that the standards for credit-bearing work are quite similar across 2-year and 4-
year institutions.

Some places are making sure high school students have this information. The
California State University system, for example, offers its placement exams as an
add-on to the assessment taken by every California 11th grader. With these results,
students know whether they are ready for college-level work, and have a chance to
focus on their weak areas before entering college. Congress could support alignment
and articulation activities, and could expand programs that seek to align high school
assessments with college-readiness standards. These activities would ensure that
more students know where they stand in academic preparation as they aspire to
enter and succeed in higher education, and minimize the need to remediate students
once they have arrived in postsecondary education.

In addition, we know that the courses students take in high school are the single
best predictor of whether they succeed in college. Congress can minimize the need
for remedial education by (1) supporting States that are willing to make an aca-
demically rigorous, college-prep curriculum the default curriculum for all students
and (2) by boosting Pell grants for students who complete this college prep curricu-
lum. This should not substitute for restoring Pell grants to their historical buying
power, but should be seen as a complementary strategy that could entice more stu-
dents from low-income families to complete the curriculum that is most often associ-
ated with success in college.

Transfer of Credit

Question 2. Given that a growing percentage of students will attend more than
one postsecondary school or college during their academic career, what changes can
we make in the Higher Education Act so that students do not have to duplicate
coursework unnecessarily?

Answer 2. The most efficient way for Congress to ensure that students do not
have to duplicate coursework unnecessarily is to support articulation agreements
between 2-year and 4-year systems and institutions. For instance, it should be clear
to students in community colleges whether the courses in which they are enrolling
have been certified by the State’s 4-year college system as courses for which transfer
credits will be accepted. If not already required, Congress could ask States to ensure
that a system is in place for institutions to work together to certify courses that will
be accepted for credit at other institutions (and to clearly indicate which institu-
tions), and to require that courses are clearly tagged with this information in course
registration materials.

Integration of Programs with Higher Education

Question 3. At our April 14 hearing on lifelong learning, we learned a lot about
education silos and programs that are not as effective as they could be because they
are not coordinated or well integrated. What can Congress do during reauthorization
of the Higher Education Act to facilitate better coordination among the TRIO and
GEAR UP programs so they provide comprehensive services to help students get
ready for college? How can non-traditional students who have the same kinds of
needs be identified and served?
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Answer 3. Both TRIO and GEAR UP play critical roles in exposing students to
college aspirations and in helping students navigate the complicated college applica-
tion process. The success of both programs could be extended by the kinds of activi-
ties described in response to Question 1.

If higher education were more clear about the level of reading, writing, and math-
ematics that incoming freshmen need, then high schools, and those that administer
TRIO and GEAR UP programs, would have clearer targets for making sure their
students were on-track to succeed once they arrived at college.

Too many students who aspire to college are not taking the challenging, rigorous
courses that will prepare them to succeed—and this problem is most prevalent
among the low-income students and students of color who are the primary bene-
ficiaries of the TRIO and GEAR UP programs. Congress could bolster programs that
increase college access by making sure that States provide schools, counseling pro-
grams, and students themselves with better information on the benefits and impor-
tance of taking the college-prep curriculum. Congress could also provide incentives
for students from low-income families to complete the college-prep curriculum.

In addition, Congress could encourage TRIO and GEAR UP programs to utilize
federally collected data on institutional graduation rates. Using disaggregated col-
lege graduation rates, TRIO and GEAR UP programs could counsel students to
evaluate colleges in part on the institution’s track record of helping students stay
in school and earn diplomas.

Each of these proposed activities would build on the good work being done in
TRIO and GEAR UP to ensure more students are prepared for and succeed in col-
lege.

RESPONSE TO QUESTIONS OF SENATOR ENZzI BY TRINITY THORPE

Transfer of Credit
I don’t have any suggestions to offer.

Parental Involvement in the Financial Aid Process

Question 1. What role should parents play in helping students (with success in
education)?

Answer 1. Parents should play the role as supporter but one of the largest prob-
lems with this for low-income families is that there is a lack of information concern-
ing education. Most low-income parents feel that continuing education is going to
be a burden; they do not realize that there are many opportunities for their children
to attend an institution for higher education such as scholarships and financial aid.
Once low-income parents realize there are ways for their children to go on to college
and carry little debt while their, parents will probably be more supportive. Many
parents discourage their children from even the thought of going on to college based
on their financial situations.

Question 2. Awareness activities for students with limited or no parental involve-
ment.

Answer 2. I believe that if programs such as the TRIO programs are eliminated
from the budget than financial aid awareness for students might never take place.
I feel that increasing these programs by bringing them into more high schools can
aid more students by offering the activities for financial aid awareness, which are
already present, to a larger population. Often times school counselors have too many
students to be able to reach each one, but through the TRIO programs more stu-
dents, who might not otherwise be made aware of their financial options, will be
made aware through their increased involvement in programs that already exist.

RESPONSE TO QUESTIONS OF SENATOR ENZI BY BRIAN BOSWORTH

Question 1. Transfer of Credit.
Answer 1. Out of area of expertise.

Question 2. TRIO and GEAR UP programs.
Answer 2. Out of area of expertise.

Question 3. What works for persistence and completion for non-traditional
students?
Answer 3.
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TITLE X OF THE HIGHER EDUCATION ACT

A NEW FEDERAL-STATE PARTNERSHIP IN HIGHER EDUCATION TO MEET THE SKILLS
CHALLENGE OF THE 21ST CENTURY KNOWLEDGE ECONOMY

Quick Summary

This short policy brief outlines a new Federal strategy for helping working adults
gain the postsecondary educational credentials they need for success in the 21st cen-
tury economy, and which America needs to strengthen our global competitiveness.
This brief suggests embodying this strategy in a new “Title X” of the Higher Edu-
cation Act that would be focused explicitly on working adults and aimed at helping
the States make those changes in their higher education governance, financing, and
programs that would promote access and success for working adults.

Problem Statement

The 2000 census revealed that of 110.5 million adults in the U.S. workforce, only
about 40 percent had any postsecondary degree (associate’s, bachelor’s, or ad-
vanced). About 10 percent of all adult workers had not even finished high school,
and 31 percent had not attempted college after high school graduation. An addi-
tional 19 percent had “some college, but no degree.” Some of these may hold certifi-
cates from programs shorter than 2 years (or hold industry recognized credentials),
but most probably attended college briefly after high school and dropped out before
achieving any credential.l

We can conclude that about 60—65 million working Americans have no postsecond-
ary educational degree or credential of any kind. Without it, they are at risk of slip-
ping into the bottom ranks of the economy, or never climbing out of them. Just a
few decades ago, a high school degree, a strong back, and a good attitude may have
been adequate to guarantee entry to middle class occupations. But this is no longer
true. Over the last 20 years, men with only a high school degree have seen their
wages fall by nearly one-fifth (from $679 per week to $559).2

Additionally, the wage premium for skills and credentials has grown. Average
earnings for associate degree recipients are nearly 1/3 higher than are earnings for
workers with merely a high school degree. Earnings for those with a 4-year degree
are nearly 2/3 higher than high school graduates with no college. Moreover, the
earnings gap between those with college credentials and those without is growing
at an accelerating pace. The Bureau of Labor Statistics estimates that the real
wages of men in the bottom 10 percent of full-time workers fell by 22 percent from
the late 1970’s through the mid-1990’s. In the late 1990’s, these workers earned an
average of $275 per week, compared to $1200 per week for the top 10 percent of
workers.3

Over a lifetime, these huge gaps in annual earnings translate to crushing dispari-
ties in the lifetime accumulation of assets. The Census Bureau estimates that indi-
viduals with a bachelor’s degree will earn on average $2.1 million over their work-
life (40 years of full-time, full-year work). This is about a third more than workers
with only some college education and nearly twice as much as those with only a
high school diploma.* Consigned to low-wage labor markets, few of these non-col-
lege-ﬁducated workers will be able to buy their own homes or send their children
to college.

This is a serious economic problem for America. The next few decades will see
growing skill gaps that will not be closed with the small increases in the numbers
of high school students entering and graduating from college. Simply, the percent
of high school graduates gaining postsecondary credentials is edging up very slow-
ly—too slowly to meet the growing skill demands of employers and the American
economy. Moreover, the size of the graduating high school cohorts is much smaller
than the older baby boomer cohorts now making their way through the work force
toward retirement.

Even if more high school students graduate from college, they will add only a net
gain of perhaps 3 million workers with college credentials to the workforce by 2020.5

10ver the past decade, more high school graduates (almost 75 percent) are going on to college
but a third fail to return after their first year and only one-half of the rest earn any degree.

2U.S. Department of Labor. 1999. Futurework: Trends and Challenges for Work in the 21st
Century.

3Ibid.

4 Cheeseman Day, Jennifer and Eric C. Newburger. 2002. “The Big Payoff: Educational Attain-
ment and Synthetic Estimates of Work-Life Earnings.” U.S. Census Bureau Special Study #
P23-210. U.S. Department of Commerce: Washington, DC.

5Judy, Richard and Carol D’Amico, 1997. Workforce 2020: Work and Workers in the 21st Cen-
tury. Indianapolis IN: Hudson Institute.
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At the same time, the skill-based economy will continue to shift inexorably toward
occupations requiring postsecondary skills. For example, the BLS projects a 22 per-
cent increase by 2008 in jobs that will require at least some college. As Anthony
Carnevale of ETS points out, the continuation of that trend until 2020 will produce
about 15 million new jobs requiring college preparation and will result in a huge
deficit of workers with postsecondary credentials.® This estimated gap of 12 million
college-educated workers will have a crippling impact on the U.S. economy. It can
be filled only by a new commitment to helping adults already in the workforce get
access to postsecondary education and gain the credentials associated with economic
success.

Millions of working Americans know that they need these additional skills and
that the economy will produce good jobs for those with good skills. According to the
National Household Education Survey, 90 million adults were in some form of adult
education in 1999, a stunning increase from just 58 million in 1991. Almost half of
these were enrolled in work-related education and 18 million were seeking a post-
zecondlary credential. About 3.5 million were seeking their first postsecondary cre-

ential.

Unfortunately, their efforts to gain those credentials are not well supported by
their Federal or State Governments nor by the institutions of higher education that
ought to encourage them. Notwithstanding the rhetoric of “lifelong learning,” higher
education financing, credentialing, and governance policies still are skewed nar-
rowly toward traditional students coming directly out of high school into higher edu-
cation. Working adults, because they have full-time job and family responsibilities,
often lack the time, money, and flexibility of schedule to fit into this traditional
mode of higher education.

Recent studies by FutureWorks and MDRC discovered that working adults get
very little financial aid from Federal or State sources. First, those that hold full-
time jobs are typically able to attend school only on a less -than-half-time basis,
which renders them ineligible for most aid. Loan programs authorized by Title IV
of the Higher Education Act are available only for those attending accredited insti-
tutions at least half time. Eligibility guidelines and institutional practices preclude
Pell grants to all but a tiny group of less-than-half-time working adult students.”
Most State financial aid programs follow Federal eligibility guidelines.

Education tax credits are not helping. The more generous credit—the Hope Schol-
arship Credit—demands half-time or more attendance and goes mostly to the middle
income parents of traditional students who are in their first 2 years of college. The
Lifetime Learning Tax Credits available to less-than-half-time students are far less
generous than Hope, they are poorly marketed, and they are not effectively targeted
to modest income families. Moreover, because they are not refundable, they do not
benefit low-income families.

The average annual earnings for full-time, full-year workers with only a high
school degree was only $30,400 in 2000. However, not all workers are in full-time,
year-round employment; this is especially true of lesser-educated workers. The aver-
age earnings for high school graduates across the workforce was only $25,900.
Women in the workforce with only a high school diploma earned an average of only
$19,156, just over the poverty level for a family of four. Non-white workers with lim-
ited credentials had similarly lower earnings.® Even if a family has a second wage
earner (probably not full-time, full-year), it is hard pressed just to cover its basic
living expenses. Educational expenses of $1,500 to $2,000 per year?® for a family
struggling to cover these basic expenses can easily make postsecondary study seem
out of reach.

But the problem is not just the absence of financing. Few institutions of higher
education have developed programs and schedules that work for working adults.
Programs that will lead to degrees and academically recognized credentials are fre-
quently campus-bound; even if not, they often they have prerequisites that are
tough to fit in the schedule of adults with full-time work and family responsibilities.

6 Carnevale, Anthony and Richard Fry, 2001. The Economic and Demographic Roots of Edu-
cation and Training. Washington D.C.: National Association of Manufacturers.

7FutureWorks discovered that of 270,000 working adults with children and with family in-
come of less than 200 percent of the poverty level who were enrolled at title IV eligible institu-
tions in title IV eligible programs, only 7.7 percent got any form of aid—Federal, State, private,
institutional, grant or loan. Only 3.5 percent of these, 34.000 families, got any Pell grant aid.

8 Cheeseman Day, Jennifer and Eric C. Newburger, 2002.

9 FutureWorks found no reliable summary data of college costs for less-than-half-time working
adult students and estimates that tuition and fees might average in the range of $750-$1000
(much higher for those pursuing highly targeted, certification-focused programs at proprietary
institutions) with other expenses of a similar magnitude.
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Degree and other credential requirements often seem too daunting for a working
adult attending part-time. Associate degrees that require 60 to 75 credit hours can
seem an almost insurmountable barrier to a student who can take only three of four
credits at a time. Adults who have been out of school for several years often require
developmental or remedial courses and few colleges have integrated such basic skill
building curricula into their for-credit, credential or degree-oriented courses. Many
programs continue to require seat time in lieu of competency demonstration as a
chief criterion of credentialing. Extended use of evening and weekend programs
often requires programming arrangements that can raise accreditation problems for
the programs and institutions. Their response frequently has been to make those
offerings “non-credit” and to deny these students the opportunity to build a pathway
of credentials to advance their career.

Few public colleges have successfully integrated preparation for industry-based
certification into their for-credit, academically credentialed programs. Students who
choose to pursue such credentials (as in information technology fields) are often re-
quired to pursue these programs in more flexible but also more expensive propri-
etary training schools where they sometimes sacrifice future ability to articulate
their study into higher level programs in favor of short-term credentials. Workers
seeking continuing credentialed education as they navigate toward higher paid posi-
tions in their occupation often are frustrated to discover that credentials earned in
one institution cannot be applied to advanced study at another school.

There are important exceptions in the higher education system. Notwithstanding
a decade of increases in tuition and fees that exceed the rate of inflation, some insti-
tutions, especially 2-year community colleges, are more financially accessible for lim-
ited income families. There are several colleges, 4-year as well as 2-year, that have
worked hard to develop affordable programs that work well for working adults. They
have organized credentialed programs that typically required one or 2 years of full
time study into shorter modules, each with distinct credentials that can be “stacked”
together over time into more conventional degrees and certificates. These schools
are making more extensive use of “career ladders” in high-growth occupations that
enable students to earn basic, industry-recognized certification quickly to gain entry
to higher wage occupations with the option to continue training for more advanced
credentials.

Additionally, some program offerings include open-entry/open-exit classes that
allow students to progress at their own pace, classes that meet on weekends, and
course offerings that combine distance-learning and on-campus support. Some col-
leges have created short-term intensive programs with curricula and scheduling for-
mats that can better accommodate the schedule limitations of working adults.

Regrettably, however, these are exceptions—best practice, not common practice.
In terms of cost and program structure, most institutions of higher education insti-
tutions are not easily accessible to working adults and they do not promote success.

Searching for Solutions

There appears to be little enthusiasm in the Congress or the Administration—or
for that matter among postsecondary institutions—for changes in Pell grant or stu-
dent loan eligibility that might better accommodate the financing needs of working
adults. Concerns about the deficit probably will preclude any authorization changes
that would lead to big increases in available funding. Groups representing the high-
er education institutions see Title IV of the HEA as a zero sum game and will op-
gose any efforts to “divert” Federal support from traditional to non-traditional stu-

ents.

Even more importantly, we are increasingly convinced that squeezing a little more
money out of title IV will not help much. The problems that discourage access and
success for working adults seeking postsecondary credentials go very deep into the
governance and financing of higher education. Solutions must come through reforms
in how the States manage their higher education responsibilities.

For these reasons we have shifted our strategy toward the concept of a new title
in the HEA aimed explicitly and exclusively at working adults. This new “Title X”
would provide formula-driven grants (with incentive kickers) to States. These grants
would help develop and implement a plan to change systems of governance, formula
financing, student aid, curricula and program development, accreditation,
credentialing, and faculty development in ways that would promote access and suc-
cess for working adults seeking postsecondary credentials.

The proposed Title X of the HEA would not create new Federal student financing
programs. Nor would it seek to divert existing program like the Pell Grants and the
direct and guaranteed student loans away from traditional students toward working
adults. Rather, this new approach would be focused on helping the States—the big-
gest financial stakeholder in higher education—explore how changes in the way
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they govern and finance higher education can create better opportunities for access
and success for working adults. Title X would provide modest formula-based grants
and incentive funding to support States who choose to make these changes.

Basic Features of a New “Title X”

The Federal initiative embodied in title X would be time-limited (the 6 years of
the new reauthorization). Under this program, each State would receive a planning
grant in year one followed by annual, formula-based implementation grants in years
2 through 6. There would be monitoring, assessment, and enforcement mechanisms
to keep States on track in their plans. Grants could include incentives for States
to make linkages through the higher education system to other parts of the work-
force and economic development systems, i.e., the Workforce Investment Boards and
TANF agencies. These linkages are currently encouraged through the Workforce In-
vestment Act and TANF legislation, but not reinforced through higher education
legislation. In addition to the State grants, there might be some resources set aside
for competitively awarded research grants and some demonstration grants directly
to colleges and universities.

We would recommend the creation of a reserve for additional allocations to high
performance States, providing incentives for outstanding work as well as sanctions
for poor performance. Alternatively, the entire process could be made competitive,
with grants going only to those States prepared up front to make a strong commit-
ment to the postsecondary education of working adults. Under any approach, it
seems important to make the Federal grants annually renewable, subject to per-
formance, rather than allocating each State full funding in one large grant.

This concept is loosely modeled after the State Systemic Initiative (SSI) for math
and science education carried out in the 1990s by the National Science Foundation,
a program that was viewed favorably by the Congress, by the States, and by the
State K—12 education establishments that were its beneficiary. First, SSI was ex-
plicitly “systemic” in its orientation. It gave the State grantees wide authority and
discretion to deal comprehensively with all aspects of the multiple challenges of im-
proving the student performance in math and science. Second, it was not financially
open-ended. SSI had a fixed duration and the budget was planned in advance and
known to all the key organizations in the process. Third, it had a mechanism to hold
States accountable to their own performance objectives. SSI was not heavy-handed
but it did monitor performance, assess results, and enforce corrective action as nec-
essary.

Such a process lends itself well to this new initiative. Use of the Federal grants
would vary from State to State depending on their particular diagnosis of problems
and opportunities. Some States might place a special emphasis on developing new
financial aid instruments aimed at working adults. Others might choose to focus
their efforts around the development of new program and credentials that fit the
scheduling barriers facing many working adults. Some States might look chiefly at
their community colleges to implement this new act while others might ask their
4-year State colleges to play a major role. This diversity of approach would provide
a rich learning environment and State teams working on these issues could be
brought together regularly to exchange information and experience.

While this new legislation should avoid prescription and support flexible re-
sponses by the States, it should insist, like the SSI, on a systemic approach. Bar-
riers to access and success for working adults are not just financial or curricular
or schedule; they are all of these and more. States should be encouraged to examine
a wide range of problems and solutions. The first year planning grant will be an
especially important device to encourage the States to look widely at how their sys-
tem of postsecondary education could better meet the needs of working adults.

The Department of Education would administer this program. Both the Office of
Vocational and Adult Education and the Office of Postsecondary Education should
be directly involved in its design and management. The Department may find it use-
ful to establish an external authority to help monitor and assess the work of the
States. An independent authority such as a commission may find it easier to make
critical assessments when necessary and to enforce rigorous performance standards.

Additionally, coordination with the Workforce Investment Act, Temporary Aid to
Needy Families, and Perkins Vocational Education programs will be important to
the success of any State efforts to assist working adults in their educational pur-
suits. Representatives from these programs should be part of each State’s planning
and implementation process.

This does not have to be a costly program for the Federal Government. Giving
the States modest discretionary funding to help their institutions with careful re-
search and with the design, testing, and piloting of new programs will be enor-
mously important to States facing serious fiscal constraints. For example, a 6-year
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Federal budget of just $750 million ($125 million per year) would provide the States
an average of $15 million for this multi-year initiative. (Of course the grants would
be actually allocated on a population-adjusted formula.)

Success

The objective of this program is not simply getting adults to pursue continuing
studies while they work; they are doing that in huge numbers, especially those that
already have some postsecondary attainment. Rather, the challenge is to help signifi-
cantly larger numbers of working adults with only high school degrees gain recog-
nized postsecondary credentials. The objective is to get them into and through pro-
grams leading to a degree, certificate, or other credential that can help them im-
prove their standard of living and that can improve the productivity rate and the
U.S. economy.

This new Federal-State program would be both good economics and good politics.
It does not require a large or open-ended financial commitment from the Federal
Government. It would build a partnership with States and their institutions of high-
er education, which already see working adults as a huge new market segment. This
strategy would find enthusiastic support from business groups as well as labor orga-
nizations. Facilitating the entry of adults to postsecondary education would send an
important message to their children about the value of education and lifelong learn-
ing. As our economy continues to shift toward education and skills as the basis of
competitive success, we cannot afford, economically or politically, to ignore the post-
secondary educational needs and aspirations of millions of adults already in the
work force.

RESPONSE TO QUESTIONS OF SENATOR ENZI AND SENATOR MURRAY BY ROBERT

SHIREMAN
TICAS, THE INSTITUTE FOR COLLEGE ACCESS AND SUCCESS, INC.,
May 19, 2005.
Hon. MIKE ENzI,
Chairman,
Committee on Health, Education, Labor, and Pensions,
U.S. Senate,

Washington, D.C. 20510-6300.

DEAR CHAIRMAN ENZI: Thank you for providing me with the opportunity to testify
at the April 28 hearing on access and accountability in higher education. I am hon-
ored to have been included. I hope the hearing provided you and the members of
the committee with a helpful introduction to many of the critical issues that the Na-
tion faces as we attempt to improve postsecondary educational attainment.

A theme that was repeated throughout the hearing was the important role States
play in college access, and the need for a more thoughtful and productive connection
between Federal- and State-level postsecondary policies. The approach that I would
recommend is Federal encouragement for States and institutions to pay attention
to their enrollment of students from the lower half of the economic spectrum. This
could be accomplished through block grants to States, which the States would then
use to provide modest incentives for campuses to enroll students who do not come
from high-income families.

For example, a State could use its Federal funds to provide each campus, public
and private, with a small amount of additional funding for each student who quali-
fies for a Federal Pell grant. The campus could use the funds for financial aid or
for pre-college outreach to disadvantaged communities, or to provide assistance to
families in completing the financial aid application. This would have several effects.
First, selective universities that enroll few low-income students would have a reason
to review their policies and practices to determine if there are ways that their num-
bers could be increased. Second, all colleges would have greater incentives to retain
their lower-income students through to graduation. In fact, a State may decide to
link its incentive to low- and moderate-income students who transfer or graduate.
(As Brian Bosworth said at the hearing, colleges get paid for enrollment, not for the
degrees they confer.) In addition, campuses would have a small incentive to ensure
that low-income students are aware of the financial aid available, and that they
have assistance in completing the paperwork.

There are a variety of ways that such a Federal program could be designed, and
ways that States might implement it. Given the number of times that the State’s
role was mentioned at the hearing, I would encourage you to explore possible ap-
proaches, or to ask the Advisory Committee on Student Financial Assistance, on
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which I serve, to seek input from researchers, State officials, and the higher edu-
cation community.
Below I respond to each of the written questions that you provided last week.

Question 1. Transfer of Credit. Given that a growing percentage of students will
attend more than one postsecondary school or college during their academic career,
what changes can we make in the Higher Education Act so that students do not
have to duplicate coursework unnecessarily?

Answer 1. The U.S. higher education system is revered worldwide for its excel-
lence and its diversity. That is, not only the diversity in ethnicity, gender, age and
socioeconomic background of the students, but the enormous variety—and level of
rigor—of the course offerings and majors. Even courses with the same names—in-
troductory microeconomics, biology, or political science, for example—are often not
alike at all. Part of the strength of our higher education system is the independence
of each institution. This includes the prerogative of each college and university to
determine what courses from other institutions will count toward a degree. In the
college marketplace, students who don’t like those decisions can go elsewhere, put-
ting competitive pressure on the institutions to reconsider their denials of credit.

That said, there is a problem when students take courses they believe will trans-
fer, only to discover later that they do not. The issue seems to be poor information,
or, in some cases, misleading claims by a school. It would be worth exploring wheth-
er there is a role that the Federal Government could play in improving the informa-
tion that students have about the portability of credits from any particular institu-
tion. The American Association of Collegiate Registrars and Admissions Officers has
made some recommendations in that regard.

Question 2. Parental Involvement in the Financial Aid Process. Parental in-
volvement is one of the strongest indicators of success in education, regardless of
whether it is early, elementary, or postsecondary education. What role can and
should parents play in helping students? When there is limited or no parental in-
volvement, what kinds of early awareness activities can help low-income students
unde{;rstand their options to continue their education and learn about available sup-
port?

Answer 2. From stimulating early brain development to planning and saving for
college, there are many efforts around the country to encourage parents to get more
involved in the education process and to help children who lack parental support.
A growing number of States, schools, and community-based programs are trying to
raise awareness about college: why it’s important, what it takes to get there, and
how to pay for it. They create online resources, develop and distribute pamphlets,
workbooks, and posters, and use various marketing techniques. Some deliver direct
services such as workshops, scholarships, hands-on assistance with financial aid and
college application forms, counseling and mentoring.

Here are just four examples of the many current programs and resources aimed
at increasing college awareness and educational success:

e Indiana’s Learn More Resource Center (http://www.learnmoreindiana.org) offers
checklists, tips, and planning tools for parents of children at different stages of de-
velopment, from infancy through high school. Its resources for students range from
a learning-style assessment tool to college profiles, cost comparisons, and financial
aid information. It also provides a range of material for elementary, middle, and
high school counselors.

o College for Texans (http://www.collegefortexans.com) is a wide-ranging statewide
program with elements such as a theater troupe that performs motivational, stu-
dent-developed plays at high schools; a storybook for elementary students with a
companion teaching curriculum; radio and television advertisements; and online re-
sources about how to choose a college and explanations of the different tests that
are important for high school graduation and college admission.

e California Cash for College (http://www.californiacashforcollege.org) raises
awareness of available financial aid resources and holds workshops to help students
and parents fill out the application forms.

e Cleveland Scholarship Programs (http://www.cspohio.org/) offers scholarships
and other services, such as one-on-one help through online mentoring and placing
advisors in schools and neighborhood sites.

While awareness efforts may try to reach children and families as early as pre-
school or as late as senior year, the one thing successful programs have in common
is recognizing that awareness is only the first step. In fact, surveys consistently find
that a large majority of students across the income spectrum already think college
is a good idea and say they hope to attend. Most parents would like to see their
children go to college, including parents with no college experience themselves. The
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real challenge is to help translate these aspirations into actions, such as taking
higher level courses and studying hard in school, visiting a college campus, applying
for financial aid, or registering for the SAT.

To try to increase college preparedness and participation, more and more national,
State, and local college access campaigns are using marketing techniques aimed at
students, parents, teachers, and others who play important roles in the education
process. Some campaigns are built on a strong understanding of how to use market-
ing to change behavior, not just awareness, while others are still making that con-
nection.

Working with a coalition of State agencies and national non-profit organizations,
TICAS has developed an extensive web-based resource to support effective market-
ing and outreach practices in the college access field. The site, to be launched later
this year, provides a forum for college access professionals to share effective strate-
gies, avoid common mistakes, and find creative ideas. It includes a step-by-step
guide, a multimedia gallery of materials, campaign profiles, and helpful tools and
resources. The site’s sponsor, the Pathways to College Network
(www.pathwaystocollege.net), also maintains a database of the latest research on
pre-college outreach and family involvement, as well as a searchable list of pre-col-
lege programs around the country.

As the college access field expands and evolves, and we learn from the results of
current efforts, policymakers and others will have many opportunities to advance
best practices for young people who need more help preparing for college than their
parents can provide.

Question 3. Non-traditional Students and Financial Aid. Today’s college stu-
dents are very different from a decade ago. Working adults and independent stu-
dents with dependents have different challenges and needs. How might Congress
help to personalize student aid packages to address individual circumstances to bet-
ter assist disadvantaged students and workers who are returning to school because
they need additional training?

Answer 3. In order to be more successful in postsecondary education and training
programs, the students you describe need adequate financial aid, so that they can
invest more time in the learning process. By doing so, they are more likely to
emerge with knowledge, skills, and credentials that will help them secure a higher-
paying job. The Advisory Committee on Student Financial Assistance recommended
some changes to the Federal need analysis process that would help working adults
and independent students with dependents, including:

e Allow dislocated workers to report their projected current year income. The
prior-year income that is used by most applicants is not relevant when a worker
has lost a job.

e To reduce the work penalty and encourage savings, increase the Income Protec-
tion Allowance by at least $1,000 for all students. This would allow students to earn
more during the year without it affecting their aid eligibility for the following year.

e Reduce the assessment rate on student earnings for independent students with-
out dependents from 50 percent to 40 percent (for those with dependents, the rate
is already as low as 22 percent, depending on their income and other factors). This
would protect more of their earnings above the Income Protection Allowance from
need analysis.

e Automatically provide the maximum Federal aid (i.e., assume zero expected
family income) for independent students with dependents whose income is below
$25,000. (This auto-zero threshold is currently $15,000.)

I would also suggest carefully exploring the role of loans for non-traditional stu-
dents. Borrowing money is not likely to be a welcome prospect for a dislocated work-
er or a low-income parent. The dangers, and the competing demands, are too great.
Congress needs to address this problem, either by providing greater grant aid, or
by reducing the hazards of loans by protecting vulnerable borrowers from the pros-
pect of excessively burdensome payments.

Question 4. Student Loan Programs. In your testimony you suggest that Con-
gress could create some more efficiencies within the student financial aid system by
encouraging schools to participate in what you call “the most cost effective” student
loan program, and using the assumed savings for additional Pell grant funds for the
schools that participate. I am concerned, and I know many of my colleagues here
are concerned, that such an approach would create a clear inequity in the student
financial aid process. But my larger concern is how small, rural States like Wyo-
ming would be affected by such an approach. Since many of our financial aid offices
are very small, the schools in my home State of Wyoming are poorly equipped to
run a student loan program themselves, and are much better served by allowing a
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private lender to provide services to students. If your approach were adopted, it
seems to me the result would be a discriminatory policy between schools in smaller,
rural settings and larger schools in more urban areas. Can you explain to me how
the approach you recommend would be fair to students in States like mine?

Answer 4. I will address your question in three parts:

A. School duties in the Federal loan programs.

B. Inefficiency and inequity in the Federal loan programs.

C. The options for the committee.

A. School duties in the Federal loan programs. It does seem logical that
there would be a lot of duties that lenders perform in the government-guarantee
program (FFEL) that would become school responsibilities under direct lending. But
that is not the case. Even in FFEL, schools already do most of the work, including:

e determining borrower eligibility;

e calculating the loan amount;

e determining the disbursement schedule;

o certifying loan eligibility;

e performing entrance counseling;

e accepting the loan proceeds from the lender;

o delivering the loan proceeds to the student;

e monitoring student enrollment; and

e providing exit counseling before students enter repayment.

What’s left to be done by the lender? One duty that schools don’t perform in FFEL
is generating the promissory note. In direct lending, schools may choose to take on
this extra duty. But they are also offered an alternative originator (a private con-
tractor hired through a competitive contract by the Department of Education) that
can perform the function.

In a report last year, the Government Accountability Office did not find signifi-
cant added burdens on direct loan schools. Instead, GAO found that the direct loan
program offers schools several administrative advantages, including: “(1) stream-
lined loan delivery, (2) greater control over loan processes, (3) timely delivery of
money to students, and (4) ease of tracking loans over time.” (GAO-04-107).

So why do some schools complain of extra work in direct lending? GAO did find
one duty that some schools found difficult, and contributed to some of them moving
back into FFEL. These schools had trouble reconciling their records of the loan
funds they received with the amount of funds actually provided to students. In the
FFEL program, there is no attempt to reconcile the amount of loans that lenders
claim at a school with the amounts the school actually delivers to students. In other
words, some schools prefer the guarantee program because there is less accountabil-
ity for the funds.

Schools of all types participate in the Direct Loan Program: big, small, urban,
rural, public, non-profit, for-profit, 2-year, 4-year, graduate, certificate. To be sure,
some of the responsibilities and processes in direct lending are different than in
FFEL, and school officials do need training when they switch from one loan program
to the other. These differences are not significant enough to justify billions of dollars
of additional taxpayer spending. Also, the added accountability protects taxpayers
from fraud, abuse and costly errors.

B. Inefficiency and inequity in the Federal loan programs. Since the cre-
ation of the Direct Loan Program, FFEL lenders and intermediaries—many of them,
ironically, at State government agencies—have attempted to create the impression
that FFEL is a more “private sector” program. But, as President Bush pointed out
in his latest budget, the guaranteed student loan program specifically fails to make
use of market competition to reduce program costs for taxpayers. The President’s
budget singles out FFEL for criticism, saying its problems “lead to unnecessary
costs for taxpayers and prevent the program from achieving the efficiencies the mar-
ket is designed to provide.”

The Department of Education has no mandate or authority to use market com-
petition to keep costs down in the FFEL Program. Instead, the program operates
through a long list of subsidies set at arbitrary levels by Congress. When cir-
cumstances change, or when providers do not perform as they should, the Secretary
of Education can do little about it. Often, the committee-drafted provisions are
vague and subject to abuse. The recent experience with loans carrying a 9.5 percent
interest rate guarantee is a case in point. Another example is the enormous future
taxpayer costs of the current low-rate consolidation loans. The same low rates could
be provided at lower taxpayer cost if the lender subsidies were set by a market proc-
ess rather at rates set in statute.

There is no market-based explanation for any of the FFEL fee and subsidy entitle-
ments, which are cemented into the law by congressional action, requiring the gov-
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ernment to pay high fixed prices regardless of actual market costs. A sampling of
the federally guaranteed payments to FFEL lenders and intermediaries includes:

o Thirty-six federally-backed “guaranty agencies” are entitled to a .4 percent “loan
processing and issuance fee,” paid by the Federal Government.

o These agencies are also entitled to a .1 percent “account maintenance fee,” paid
by the Federal Government, and they have the legal authority to charge students
a 1 percent “guarantee fee.”

e Thousands of banks, as well as secondary market entities that purchase loans
from banks, are entitled to quarterly returns equal to the rates on commercial paper
plus 2.34 percentage points during repayment and plus 1.74 percentage points dur-
ing the in-school and grace period, assured by the Federal Government. And some
are entitled to payments that are much higher than that.

e If a borrower’s payments are late, the guaranty agency has an opportunity to
encourage the borrower to make a payment. If successful, the agency is entitled to
a 1 percent “default aversion fee.”

o If the borrower defaults, the lender or secondary market is entitled to receive
a minimum payment of 98 percent of the principal and interest.

e If a loan defaults, the guarantee agency is entitled to keep 28 percent of any
amounts it is able to collect.

In contrast to all of the above, the only obligation in the Direct Loan Program
is to students. The program’s costs are determined using market competition by pri-
vate sector providers of capital and private contractors that do loan servicing and
collection. The most recent servicing contract was very competitive, resulting in a
billion-dollar reduction in administrative costs. Many of the companies that work at
competitive rates for the Direct Loan Program are simultaneously working for FFEL
lenders who are paid excessive subsidies for the very same kinds of work.

Federal Loan Subsidies, 1994-2004

Average Taxpayer Gost
per $10,000 in Loans

Direct Loans FFEL

Figure 1 Source: Budget of the U.S. Government, Appendix, page 371.

You asked about inequities associated with a college’s choice of loan programs.
The answer is that while campus administrators may prefer one program to an-
other, they are able to administer either loan program without serious difficulty.
The real inequity in the Federal student loan system is shown in the chart above:
the large costs paid by taxpayers over the past 10 years to support the FFEL pro-
gram. If the goal is to have two loan programs that compete on a “level playing
field,” then the programs as currently designed do not approach that goal. The tax-
payer costs of FFEL—no matter how you add them up—are huge compared to the
Direct Loan Program. This inequity has been documented repeatedly by highly re-
spected budget analysts and accountants, including OMB, GAO and CBO.

C. The options for the committee. There is an enormous need for increased
investment in higher education and other postsecondary training. A good case can
be made for increased public investment, given the economic and social returns to
education. But another way to increase the Federal investment is to make the cur-
rent funds go further, by making aid programs more efficient.
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The Student Aid Rewards Act is an important approach to consider. But as the
chairman of the committee, you do not need to accept it as written. I would rec-
ommend you consider its salient points separately, rather than as a package, and
develop your own approach. The key questions raised by the proposal are:

e Should the Federal student loan system be as efficient as possible, without im-
posing unreasonable administrative or risk burdens on institutions of higher edu-
cation?

o How should efficiency be measured?

e How can efficiencies be achieved?

And most importantly:

e How should the resources freed up through improved efficiency be used?

Efficiency generates new investments that can help students, and expansion of
the Direct Loan Program is one way to achieve efficiencies. The program was proud-
ly developed by a number of officials in the first Bush Administration. A group of
them, including a chairman of the Republican National Committee, wrote:

Over the years, the guaranteed student loan program has developed a degree
of regulatory and administrative complexity that now undermines its fun-
damental integrity and effectiveness. Replacing the GSL structure with a
streamlined structure will mean not only enhanced accountability and budget
savings, but also a more rational delivery system that will particularly benefit
students and educational institutions. In particular, we believe direct loans will
also ensure greater responsibility and accountability by participating edu-
cational institutions.

A direct loan program will mean replacing the role currently played by many
banks, guarantee agencies, and secondary markets with a more competitive ap-
proach. The intent is not to harm these participants in the existing program but
rather to recognize that more competitive, efficient, and practical ways exist to
provide student loans. We hope that as the Congress considers direct loans it
will look beyond the misleading information that is being spread by representa-
tives of those entities who have a direct financial stake in preserving the status
quo.

By making better use of competition and markets, the Direct Loan Program has
produced the efficiencies its designers hoped it would achieve. But neither it nor the
details of the FFEL Program are immutable. There are certainly other designs,
should you choose to explore them, that could serve students equally well while re-
ducing costs and risks to taxpayers. The resulting savings could still be invested in
reforms to assist dislocated workers, improve enrollment and graduation of low- and
moderate-income students, or provide early information about college to children in
high-poverty schools.

Many people will oppose improvements in efficiency. Listen to them, but then
seek independent advice from experts and accountants who do not have a conflict
of interest. Then make up your own mind.

Question 5. 9.5 percent loans—Response to Senator Murray. In your re-
sponse to Senator Murray’s question, you mentioned the increase over the last 2
years in the volume of 9.5 floor loans. It appears that this was overwhelmingly the
result of the transferring and refunding opportunities that were closed off under the
Taxpayer-Teacher Protection Act. My understanding is that the volume of 9.5 floor
loans has gone down since passage of that Act—the intended result of the statute.
You also said that the 9.5 percent subsidy payments may actually be increasing be-
cause recycling allows lenders to “take proceeds from one pot and move them to an-
other.” Could you explain in detail the process by which you believe lenders can in-
crease floor loan billings via recycling alone? Also, could you explain why this proc-
ess, if it is indeed occurring, has not resulted in growth in the volume of loans being
billed at the 9.5 floor rate?

Answer 5. Under the recycling provision, loan companies can create new loans
carrying the 9.5 percent guarantee by using proceeds from prior 9.5 percent loans
as capital. Specifically, the law that Congress passed last fall gives the favorable
interest rate treatment to new loans made from “collections or default reimburse-
ments on, or interest or other income pertaining to” prior loans carrying the 9.5 per-
cent guarantee. This allows a lender to maintain or even increase the total volume
of 9.5 percent loans, even as borrowers repay the old loans.

The most recent data on lender billings (“Closed Loophole Hasn’t Cut Subsidies
for Student Loans: Payments to Lenders Are as High as Ever,” New York Times,
April 10, 2005) raised the further question of how billings could increase if volume
v;as unchanged or reduced. The example that I described at the hearing works like
this:
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Assume a simplified portfolio in which a loan company has two pots of loans, one
guaranteeing the 9.5 percent return, and the other carrying the interest rate guar-
antee that applies to other Federal loans. In period 1, the two portfolios contain the
same mix of loans, simplified here as just two fixed-rate consolidation loans each:

Year 1:
Regular Pot 8.5 Percent Pot
Loan A: $10,000 Loan C: 310,000
Bomower rate: 7% Borrower rate: 7%
Borrower-paid interest: $700 Borrower-paid interest; $700
Taxpayer-paid Subsidy: ~0 Taxpaver-paid Subsidy: $250
Loan B: 510,000 Loan D: $10,000
Borrower rate: 3% Borrower rate: 3%
Borrower-paid interest: $300 Borrower-paid interest: $300
Taxpayer-paid Subsidy: ~0 Taxpayer-paid Subsidy: $650

Total Loan Volume: $40,000

Total Borrower-paid Intetest: $2,000
Total Taxpayer-paid Subsidy: $900
Total Paid to Loan Company: $2,900

In this scenario, under today’s interest rates, the loan company would receive lit-
tle or no special allowance payments from the Department of Education for Loans
A and B in the regular pot. In the 9.5 percent pot, the Department of Education
would be required to pay the loan company the difference between the 9.5 percent
rate and the borrower rate, a subsidy that would equal $250 for Loan C and $650
for Loan D, for a total government payment of $900. On the $40,000 in loans, the
loan company would take in a total of $2,000 in interest paid by the borrowers and
the additional $900 from taxpayers, for an average return of 7.25 percent.

But it makes sense for loan companies to do everything they can to maximize
their returns. How might they improve upon the 7.25 percent return? The recycling
language allows the company to use any “income pertaining to” a 9.5 percent loan
to make a new loan. This means that a company could “sell” Loan C to the Regular
Pot, and use the proceeds to “buy” Loan B into the 9.5 Percent Pot. In other words,
Loans B and C switch places. The result would be as follows:
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Year 2:
Regulgr Pot 5.5 Percent Pot
Loan A: $10,000 Loan B: $10,000
Borrower rate: 7% Bomower rate: 3%

Borrower-paid interest: $700
Taxpayer-paid Subsidy: ~0)

Borrower-paid interest: $300
Taxpayer-paid Subsidy: $650

Loan C: $10,000
Borrower rate: 7%
Borrower-paid interest: $700

Loan D: $10,000
Borrower rate: 3%
Borrower-paid imerest: $300

Taxpaver-paid Subsidy: ~0

Taxpayer-paid Subsidy: $650

Total Loan Volume: $40,000

Total Borrower-paid Interest: $2,000
Total Taxpayer-paid Subsidy: $1,300
Total Paid to Loan Company; $3,300

With the same number of loans and same amount of loan volume in each pot, and
with the borrowers paying the same rates as in year 1, the loan company is able
to increase the special allowance payments, which the Department of Education is
contractually obligated to pay under Federal law, by more than 40 percent through
recycling. With the volume of loans unchanged, the borrowers still pay $2,000. But
the total taxpayer subsidy increases to $1,300. The company’s average return jumps
to 8.25 percent, a nearly 14 percent increase.

The use of statutory entitlements, rather than market competition, to determine
loan subsidies is an invitation to abuse and the reason for the ballooning payments
to student loan companies over the last 2 years. Instead of analyzing and fixing
each problem as it surfaces, Congress would be wise to authorize market-based ap-
proaches that keep program costs down.

I have heard that part of the reason for maintaining the 9.5 percent payments
and other excess subsidies is that some non-profit organizations use their proceeds
for good works. One could achieve the same end far more efficiently by ending the
subsidies and using the savings to provide such groups with as much or more direct
aid.

Ending recycling is not the only way to reduce the costs of the abuse of the 9.5
percent provision. In addition to stopping recycling, Congress could further reduce
Federal payments by authorizing a program to offer repayment incentives or re-con-
solidation opportunities to borrowers with 9.5 percent loans. By paying off their
loans quicker, or shifting to capital providers whose returns are set competitively,
voluntary borrower actions would significantly reduce taxpayer costs. Congress
could apply those savings to increased student aid.

Again, I really appreciate the honor of testifying before the committee. Please do
not hesitate to contact me if you have any further questions, or if any of my answers
require clarification.

Sincerely,
ROBERT SHIREMAN,
Director, TICAS, Inc.,
Visiting Scholar,
U.C. Berkeley Center for Studies in Higher Education.

RESPONSE TO QUESTIONS OF SENATOR MIKE ENzI BY PHILLIP F. VAN HORN

Question 1. Rural Access to Postsecondary Education. We know rural stu-
dents face many challenges getting to school, and especially postsecondary school.
Are there any best practices from Wyoming or other States you can suggest Con-
gress look to as we amend the Higher Education Act to address the needs of rural
students, and what impact has the 50 percent rule had on access to higher edu-
cation in rural areas?
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Answer 1. While Wyoming Schools have done an admirable job in balancing work-
force training demands placed on them by employers and all stakeholders in their
communities, the 50 percent rule means schools are forced to limit the number of
students and the number and kinds of courses that can be offered through distance-
learning methods. The decades-old regulation has a greater negative impact on rural
students and particularly older working adult students who desire to upgrade their
workforce skills, but who can’t find the time within their family and work obliga-
tions to travel to a classroom.

Question 2. Transfer of Credit. Given that a growing percentage of students will
attend more than one postsecondary school or college during their academic career,
what changes can we make in the Higher Education Act so that students do not
have to duplicate coursework unnecessarily?

Answer 2. Respectfully, the matter of unnecessary duplication of coursework is al-
most non-existent in Wyoming. There may be anecdotal exceptions, but the commu-
nity colleges and the University of Wyoming, have collaborated to make transfer of
credit a relatively seamless process for students. Our recommendation is that insti-
tutions across the country look at the Wyoming model.

Question 3. Parental Involvement in the Financial Aid Process. Parental in-
volvement is one of the strongest indicators of success in education, regardless of
whether it is early, elementary, or postsecondary education. What role can and
should parents play in helping students? When there is limited or no parental in-
volvement, what kinds of early awareness activities can help low-income students
understand their options to continue their education learn about available support?

Answer 3. Countless research studies and initiatives over the years all agree on
at least one common variable: Parental encouragement and intervention is the key
to a young person’s ambition to pursue higher education. Parents should talk about
college as a reality as soon as a child can read.

Absent parental involvement, encouragement and intervention by a significant
mentor is critical. Federal programs such as the TRIO and GEAR UP are notable
programs, but are inherently limited by the Federal budgetary and reauthorization
processes. Private initiatives provided by the student loan industry are significantly
contributing to early awareness efforts. As I stated in my oral testimony 3 weeks
ago, our job goes beyond working with students who are already college bound.
WSLC early-awareness programs include taking 6th graders to college campuses
under our College For a Day program and sponsoring the Women In Science pro-
gram that encourages elementary and secondary female and male students to ex-
plore education and a career in the sciences. We are working with the Hispanic Or-
ganization for Progress and Education (HOPE) and Latina and Latino leaders in
communities to instill the confidence among young Hispanic students that post sec-
ondary education is accessible, affordable and imperative. Successful early aware-
ness efforts will include private sector involvement, similar to what WSLC and
other members in the FFELP community are doing.

Question 4. Non-traditional Students and Financial Aid. Today’s college stu-
dents are very different from a decade ago. Working adults and independent stu-
dents with dependents have different challenges and needs. How might Congress
help to personalize student aid packages to address individual circumstances to bet-
ter assist disadvantaged students and workers who are returning to school because
they need additional training?

Answer 4. Frankly and respectfully, personalization of student aid packages is
best founded with school financial aid professionals. These men and women have
one overriding commitment: To serve all students in need and to the extent prac-
tical they will individualize each student’s aid package. Congressional assistance
should come in the form of simplifying the Federal student aid process and the un-
derlying student aid formula as recommended by the Advisory Committee on Stu-
dent Financial Assistance in January 2005 and allowing financial aid professionals
on campuses the greatest flexibility possible to address individual needs.

Question 5. Student Loans. When Congress made the decision to establish a 9.5
percent return on certain tax-exempt bonds, would you say that the intent of Con-
gress was to increase or decrease the subsidies to holders of these bonds and was
the initial effect of this differential treatment an increase or a decrease in the sub-
sidy to these bond-holders?

Answer 5. For clarification purposes: subsidies do not go to the bondholders.
Bondholders are the creditors, providing the capital used by the issuers who make
f\nd iillc(ﬁire student loans. We assume your question is meant to be directed to the
oan holder.
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As for the Congressional intent for creating the 9.5 percent floor return, it was
neither to increase nor to decrease the return to the lender or loan holder. Rather,
it was to provide stability for tax-exempt issuers and holders of student loans so
that there would continue to be a reliable source of funding for educational loans
and was applicable only to bonds originally issued prior to October 1993. Bond inter-
est rates were significantly higher at that time.

Less than one-quarter of Wyoming Student Loan Corporation’s portfolio is eligible
for the 9.5 percent floor. These earnings allow the corporation to invest in early
awareness programs. The corporation will experience a 28 percent reduction in its
9.5 percent floor-eligible portfolio by December 31, 2006. Another 31 percent of the
remaining portfolio will begin amortizing in May of 2007. Other outstanding bond
issues, refinanced under the intent and letter of the law, will amortize over the next
25 years. We have not increased our 9.5 percent holdings; contrary to those who
would have us believe all student loan lenders are taking advantage of the program.

Question 6. Also, what would be the impact on the ability of loan providers, and
financial markets in general, to originate additional student loans if the Federal
Government took a position that the terms and conditions of bond issues or other
asset-backed securities could be changed after the original issue? Would the savings
to the Federal Government be worth the market instability that such a change could
trigger?

Answer 6. The potential adverse effects of the scenario described in #2 above are
so numerous; I cannot contemplate them all. At a minimum, the following would
oceur:

For Wyoming Student Loan Corporation: The underlying economics of ALL out-
standing debt financings, not just the 9.5 percent portfolios, as well as future
financings, would no longer be valid, triggering a likely downgrade of our bonds,
with a corresponding increase in the rates we would have to pay. The end result
would be the corporation’s inability to meet its contractual commitments to bond-
holders and our ability to meet the need of Wyoming’s students. This scenario would
be played out across the country.

One of the great strengths of the FFELP for the past 40 years has been the elas-
ticity of the private financial markets to expand or contract with the demand for
student loans. Any retroactive change would have a broad impact because it would
raise the possibility of future retroactive changes and would disrupt markets so sig-
nificantly that many FFELP providers could no longer operate.

Mr. Chairman, Wyoming Student Loan Corporation and the other non-profit stu-
dent loan providers across the country are in a unique business: We are constrained
by laws that permit us to offer one product at a price mandated by Congress and
we are regulated by our competitor (the Department of Education and the direct
loan program) to whom we pay fees.

The only efficiencies the corporation can achieve come through controlling our li-
abilities and overhead, including executive compensation, in order to continue to
provide low-cost loans so that more students have access to higher education.

Beyond just the student loan financing markets, the imposition of a retroactive
change would have a much greater impact than simply the cost of the change. The
message to all financial markets would be clear: the reality that the Federal Gov-
ernment would change laws retroactively would destroy the full faith and credit
principle. Any debt financing, including municipal bond issues for streets, water,
sewer and other needs would come to a halt, or, at the very least, would carry a
risk premium, forcing municipalities to pay higher rates to attract bondholders, re-
sulting in higher local taxes.

Mr. Chairman, I can see no scenario in which purported “savings” to the Federal
Government would be worth the risk of eliminating private capital from the student
loan program and destabilizing the financial market for municipal securities.

Thank you for the Opportunity to respond to these questions. On behalf of West-
ern States Learning Corporation and Wyoming Student Loan Corporation, we look
forward to providing any additional information we can to assist you and the com-
mittee.

[Whereupon, at 11:34 a.m., the committee was adjourned.]
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