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South Carolina Association of Student Financial Aid Administrators
Recommendations for Student Loan Reform
03/25/2014

SCASFAA has submitted the following recommendations to the Southern Association of Student Financial Aid Administrators for their presentation to the committee on Student Loan Reform, a subcommittee of the Senate HELP Committee.

Loan Fees

Recommendation: Eliminate the loan fee currently charged to students.

Rationale: Upfront loan fees are no longer necessary to support lending expenses as the Direct Loan Program has now become self-sustaining.

School Authority to Reduce Loan Amounts

Recommendation: Allow schools to set lower loan limits for specific populations, academic programs, credential levels, or other categories established by the school; then allow aid administrators to increase a particular student’s loan from the school’s imposed limit, up to the regular applicable statutory limit, on a case‐by‐case basis under professional judgment. Retain the authority for schools to deny loans on a case‐by‐case basis.

Rationale: Lower cost schools would be in a better position to limit unusually high borrowing levels and thereby help reduce the overall debt burden taken on by graduating students, relative to their degree and major.  In example, many students working towards Associate degrees currently borrow the maximum in student loan debt available for a Bachelor’s degree by going part time continuously.

Annual and Aggregate Loan Limits

Recommendation: Establish one annual subsidized limit by eliminating differences based on year in school.

Increase annual and aggregate loan limits to a more realistic level (to cover the average cost of a public education) [ideally in conjunction with school authority to reduce loan amounts].

Simplify the subsidized/unsubsidized structure of loan limits.

Rationale: Variation in lending levels creates confusion in borrowing and constant adjustments when students change year in college and degree program.  Increased loan levels by academic year does not accurately reflect decreases in other aid or increases in tuition and fees.

Currently the average cost of tuition and fees at a 4 year public institution $8893 (http://trends.collegeboard.org/college-pricing/figures-tables/average-published-undergraduate-charges-sector-2013-14). Currently loan limits of $5500 for a Freshmen do not provide a middle income student the  sufficient student loan funds to pay just tuition and fees for a 4 year public institution, not to mention other expenses such as room, board, books and supplies.

An increase in loan limits would be best accompanied with legislation granting lower cost institutions authority to reduce the amount borrowed based on actual costs (As recommended above)

Loan Disbursement

Recommendation: Allow unequal disbursements to accommodate unequal costs or resources (as may be done for FSEOG and Perkins Loans) and to facilitate disbursement by term in nonstandard term programs.

Rationale: Students change enrollment status from semester to semester, and sometimes have additional expenses in one semester not occurring in another.  Requiring equal disbursements does not allow for loans to be adjusted to consider these factors, often creating confusion and unintended limits on loans based on prior semester costs.

Loan Subsidies

Recommendation: Continue need‐based borrower subsidies during in‐school, grace, and deferment periods (subsidized loans).

Rationale: Subsidized loans encourage students to limit their borrowing based upon a promise that only a portion of the amount they borrow will have no  interest while in-school.  What more, subsidized loans allow borrowers in economic hardships to delay payments without incurring even greater debt, which only exacerbates their inability to repay the loan in a reasonable time frame.

Subsidized Borrowing Loan Limits

Recommendation: Remove the 150% limit on the interest subsidy.  There is already an aggregate limit of $23,000.

Rationale: Various limits on aid eligibility already exist that often go into effect before the 150% limit is reached. This additional limitation creates a confusing set of disconnected regulations that overcomplicate a relatively simple program.  The $23,000 aggregate subsidized loan limit and the 150% time frame for Satisfactory Academic Progress both already meet the intentions of this law.

Loan Consumer Information

Recommendation: Make ED and loan servicers responsible for developing and distributing loan‐related consumer information, including debt management.

Rationale: These agencies can meet this need in a far more effective and efficient manner than financial aid administrators.  Financial Aid Administrators could still share this information, but having the ED develop the material would create a consistency of information being disseminated regarding the Federal Direct Student Loan Program.  

Default Management

Recommendation: Make the Department of Education and its contracted Loan Servicers the primary parties responsible for default management.

Rationale: Financial Aid Administrators work with borrowers in the initial borrowing stages, but after they leave school their authority over the borrower is greatly diminished.  Schools have little to no power to enforce federal law for post-graduates and as such are unable to effectively reduce their own default rates.  Current students are presently penalized by the actions of prior students through sanctions set by 15%+ default rates.  
Loan Repayment Options

Recommendation: Allow borrowers to opt in to pre-tax withholdings from their paychecks to make student loan repayments.  Those who do so would not be able to claim the tax credit for interest paid.  The borrower should set the payment amount up with their employer and the amount should not be able to be increased or decreased without the employee electing to change the amount.

Rationale: Payments taken out pre-tax means the income is never received in hand.  It is an automatic process that prevents the borrower from spending income before paying their bill.  Pre-tax withholdings are already processed by the employers.  Those in repayment already receive some tax benefits for paying student loan interest.  Loan funds being paid to the ED should be considered repayment of federal funds and shouldn’t incur an additional tax.  By allowing student loan funds to reduce a borrower’s taxable income bracket, lower income individuals would receive more benefits by making use of this payment method.  Loan repayment rates would likely increase, with little impact upon actual tax revenue.

