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S T E V E  C O W P E R
G O V E R N O R

M M 9 B K

c 1-
S t a t e  o f  A l a s k a

O F F I C E  O F  T H E  D O V E R I « ' Q R

J u n e a u

March 30, 1387

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  the H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  99811

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  the a u t h o r i t y  o f  art. Ill, sec. 18, of  the A l a s k a  C o n­
st i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  to the s c h o l a r­
sh i p  l o a n  p r o g r a m ,  m o r e  c o m m o n l y  r e f e r r e d  to as the "stu­
dent"  l o a n  p r o g r a m .  T h e  two m a i n  o b j e c t i v e s  o f  the bi l l  are 
to  e n s u r e  t h a t  s t u d e n t s  w i t h  d e m o n s t r a t e d  f i n a n c i a l  need 
w i l l  c o n t i n u e  to r e c e i v e  f i n a n c i a l  aid for p u r s u i n g  their
e d u c a t i o n ,  a n d  to r e d u c e  the c o s t  o f  the l o a n  program.

T h e  b i l l  w o u l d  a c c o m p l i s h  t h e  f i r s t  o b j e c t i v e  by  c o n v e r t i n g  
t h e  c u r r e n t  l o a n  p r o g r a m  to a t w o - t i e r  p r o g r a m ,  the second 
t i e r  of  w h i c h  is b a s e d  on f i n a n c i a l  need. U n d e r  the two- 
t i e r  p r o g r a m ,  A l a s k a  s t u d e n t s  c o u l d  a p p l y  for a loan o f  up 
to $ 4 , 0 0 0  p e r  y e a r ,  r e g a r d l e s s  of  f i n a n c i a l  need. This m a x­
im u m  l o a n  a m o u n t  c o m p a r e s  to t h e  c u r r e n t  a v e r a g e  lo a n  award
o f  a b o u t  $4,4 7 0 .  A  s u p p l e m e n t a l  l o a n  o f  u p  to $2,000 w o u l d
b e  a v a i l a b l e  to students, b a s e d  o n  f i n a n c i a l  n e e d  criteria.

T h e  b i l l  w o u l d  r e d u c e  the l o n g - r u n  c o s t  o f  the l o a n  p r o g r a m  
b y  e l i m i n a t i n g  " f o r g i v e n e s s "  o f  l o a n s  and s t a t e  p a y m e n t  of 
c e r t a i n  i n t e r e s t  o n  loans. S u r v e y s  o f  l o a n  r e c i p i e n t s  have 
s h o w n  t h a t  the f o r g i v e n e s s  p r o v i s i o n  has n o t  b e e n  a p r i mary 
f a c t o r  in m o s t  students' d e c i s i o n s  on w h e t h e r  to live in 
A l a s k a  a f t e r  c o m p l e t i n g  their e d u c a t i o n .

L e g i s l a t i o n  h a s  b e e n  i n t r o d u c e d  in  b o t h  h o u s e s  o f  the l e g i s­
la t u r e  w h i c h  w o u l d  fina n c e  t h e  s t u d e n t  lo a n  p r o g r a m  p r i m a r i­
ly t h r o u g h  the sale o f  r e v e n u e  bo n d s .  A l t h o u g h  the bo n d  
f i n a n c i n g  p r o p o s a l  of f e r s  t h e  a t t r a c t i o n  o f  l o w e r  g e n eral 
f u n d  r e q u i r e m e n t s  for the n e x t  s e v e r a l  f i s c a l  years, I b e­
lie v e  t h a t  the p a r t i a l l y  n e e d s - b a s e d  a p p r o a c h  p r o p o s e d  in 
th i s  b i l l  w o u l d  b e t t e r  serve b o t h  A l a s k a  s t u d e n t s  n e e ding 
f i n a n c i a l  a i d  a n d  the l o n g - t e r m  f i s c a l  i n t e r e s t s  of  the 
s t a t e .

T h e  f u n d a m e n t a l  i s s u e  is w h e t h e r  A l a s k a  c a n  c o n t i n u e  to a f­
for d  to p r o v i d e  s t u d e n t  l o a n s  for all a p p l i c a n t s  w i t h o u t  
r e g a r d  to f i n a n c i a l  n e e d  for s t a t e  aid. T h e  c o s t  of  the
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l o a n  p r o g r a m  has i n c r e a s e d  m o r e  t h a n  f o u r - f o l d  s i n c e  F Y  81. 
A l t h o u g h  m o s t  o t h e r  s t a t e s  h a v e  s t u d e n t  l o a n  p r o g r a m s ,  
A l a s k a ' s  is t h e  o n l y  s i z e a b l e  p r o g r a m  t h a t  do e s  n o t  c o n s i d e r  
f i n a n c i a l  n e e d  in a w a r d i n g  loans. W h i l e  m a n y  A l a s k a  s t u­
d e n t s  m i g h t  b e  u n a b l e  to a t t e n d  c o l l e g e  or  a v o c a t i o n a l  i n­
s t i t u t i o n  w i t h o u t  s t a t e  a s s i s t a n c e ,  a s i g n i f i c a n t  p r o p o r t i o n  
o f  l o a n  r e c i p i e n t s  a p p l i e s  for l o ans s i m p l y  b e c a u s e  the l o a n  
t e r m s  are m o r e  a t t r a c t i v e  t h a n  u s i n g  p e r s o n a l  o r  f a m i l y  r e­
so u r c e s  t o  f i n a n c e  t h e i r  e d u c a t i o n .

In a d d i t i o n ,  u n d e r  the c u r r e n t  A l a s k a  l o a n  p r o g r a m ,  m o r e  
t h a n  2,000 a p p l i c a n t s  are t u r n e d  a w a y  s i m p l y  b e c a u s e  t h e y  
a p p l y  l a t e r  i n  the f i s c a l  year. M a n y  o f  t h e s e  d e n i e d  a p p l i­
ca n t s  m a y  h a v e  a g r e a t e r  n e e d  for s t a t e  a s s i s t a n c e  than e a r­
lier a p p l i c a n t s  w h o  r e c e i v e  loans. B a s i n g  l o a n  a w a r d s  at 
l e a s t  p a r t i a l l y  o n  f i n a n c i a l  need, r a t h e r  t h a n  s o l e l y  o n  a 
f i r s t - c o m e - f i r s t - s e r v e  system, is a m o r e  e q u i t a b l e  meth o d .

T h i s  b i l l  e n s u r e s  th a t  s t u d e n t s  w i t h  the g r e a t e s t  n e e d  for 
s t a t e  f i n a n c i a l  a i d  w o u l d  r e c e i v e  loans, and a l l o w s  g e n e r a l  
fund a p p r o p r i a t i o n s  to the lo a n  p r o g r a m  to b e  r e d u c e d  w h i l e  
c o n t i n u i n g  the v i t a l  r o l e  t h a t  t h i s  p r o g r a m  h a s  p l a y e d  in 
e d u c a t i n g  A l a s k a n s .  A l t h o u g h  the n u m b e r  of loans a w a r d e d  
w o u l d  d e c r e a s e  u n d e r  m y  p r o p o s e d  FY  88 b u d g e t  for the loan 
p r o g r a m ,  the p e r s o n s  d e n i e d  l o ans w o u l d  b e  t h o s e  w h o  can 
m o s t  a f f o r d  to p a y  for t h e i r  o w n  e d u c a t i o n  t h r o u g h  p e r s o n a l  
or f a m i l y  r e s o u r c e s .  I b e l i e v e  t h a t  th i s  b i l l  o f f e r s  a 
f a i r e r  a n d  m o r e  f i s c a l l y  s o u n d  a p p r o a c h  to  the s t u d e n t  lo a n  
p r o g r a m  t h a n  b o n d  fin a n c i n g .

A  s e c t i o n - b y  s e c t i o n  a n a l y s i s  o f  the b i l l  follows:

S e c t i o n  1 of the b i l l  m a k e s  a m e n d m e n t s  n e e d e d  to c o n f o r m  
A S  1 4 . 4 3 .100(a) to o t h e r  c h a n g e s  m a d e  to the l o a n  p r o g r a m  in 
the bill. It a l s o  a m e n d s  th a t  s u b s e c t i o n  to r e q u i r e  t h a t  a 
loan a p p l i c a n t  s u b m i t  i n c o m e  and o t h e r  f i n a n c i a l  i n f o r m a­
tion. T h i s  i n f o r m a t i o n  w i l l  b e  u s e d  b y  the c o m m i s s i o n  in 
a d j u s t i n g  the c r i t e r i a  to b e  u s e d  for d e t e r m i n i n g  f i n a n c i a l  
n e e d  u n d e r  p r o p o s e d  A S  1 4 . 4 3 . 1 1 6  ( s ec.4 o f  the bill).

S e c t i o n s  2 and 3 o f  the b i l l  a m e n d  the s t u d e n t  lo a n  p r o g r a m  
b y  c h a n g i n g  it f r o m  a n o n - n e e d - b a s e d  p r o g r a m  to a t w o - t i e r  
l o a n  p r o g r a m ,  the s e c o n d  t i e r  o f  w h i c h  is b a s e d  on f i n a n c i a l  
need. S e c t i o n  2 o f  the b i l l  a m e n d s  A S  1 4 . 4 3 . 1 1 0  to a u t h o r­
ize the A l a s k a  C o m m i s s i o n  on P o s t s e c o n d a r y  E d u c a t i o n  ( P S E C ) , 
w h i c h  serves as the " s t u d e n t  f i n a n c i a l  a i d  c o m m i t t e e , "  to 
m a k e  s c h o l a r s h i p  l o a n s  to b o t h  u n d e r g r a d u a t e  and g r a d u a t e  
s t u d e n t s  not to e x c e e d  $4,000, a n d  n o t  b a s e d  on f i n a n c i a l  
need. T h i s  is the f i r s t  t i e r  o f  the t w o - t i e r  l o a n  pr o g r a m .
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S e c t i o n  3 o f  the b i l l  a m e n d s  A S  1 4 . 4 3 . 1 1 5  to a u t h o r i z e  the 
c o m m i t t e e  (again, PSEC) to m a k e  s u p p l e m e n t a l  s c h o l a r s h i p  
l o a n s  to  u n d e r g r a d u a t e  a n d  g r a d u a t e  s t u d e n t s ,  n o t  t o  e x c e e d  
$2,000, b a s e d  on f i n a n c i a l  need. T h i s  is the s e c o n d  t i e r  of 
the t w o - t i e r  l o a n  pr o g r a m .

S e c t i o n  4 of  the b i l l  adds t w o  n e w  s e c t i o n s  to A S  14.43. 
P r o p o s e d  A S  1 4 . 4 3 . 1 1 6  d e s c r i b e s  the r e q u i r e m e n t s  for e l i­
g i b i l i t y  for the n e e d - b a s e d  s u p p l e m e n t a l  s c h o l a r s h i p  loan. 
T h e  P S E C  w i l l  e s t a b l i s h ,  b y  r e g u l a t i o n ,  the c r i t e r i a  a n d  
p r o c e d u r e s .  In  g e n e r a l ,  the r e g u l a t i o n s  m u s t  u s e  c r i t e r i a  
a nd p r o c e d u r e s  for d e t e r m i n i n g  f i n a n c i a l  n e e d  w h i c h  m e e t  the 
r e q u i r e m e n t s  of  the U.S. D e p a r t m e n t  of  E d u c a t i o n  for the 
e v a l u a t i o n  o f  f i n a n c i a l  n e e d  in its f e d e r a l  f i n a n c i a l  aid 
p r o g r a m s ,  w i t h  an  a d j u s t m e n t  for A l a s k a  c o n d i t i o n s  and the 
a m o u n t  o f  m o n e y  a v a i l a b l e  for n e e d - b a s e d  loans. In a d d i­
tion, u n d e r  p r o p o s e d  A S  14. 4 3 . 1 1 7 ,  o n e - t h i r d  o f  the m o n e y  
e s t i m a t e d  to be  a v a i l a b l e  for s t u d e n t  l o a n s  is to b e  a l­
lo c a t e d  for loans to s t u d e n t s  w h o  a p p l y  for, a n d  q u a l i f y  
for, b o t h  a s c h o l a r s h i p  l o a n  a n d  a s u p p l e m e n t a l  s c h o l a r s h i p  
loan. T h e  i n t e n t  o f  t h i s  p r o v i s i o n  is to e n s u r e  t h a t  m o n e y  
w i l l  be a v a i l a b l e  for s t u d e n t s  w h o  h a v e  t h e  g r e a t e s t  f i n a n­
cia l  need.

S e c t i o n  5 of the b i l l  a m e n d s  A S  1 4 . 4 3 . 1 2 0 ( b ) ( 1 )  to c l a r i f y  
% t h a t  s t u d e n t s  w h o  w i s h  to u s e  a s t u d e n t  l o a n  to a t t e n d  a 
c a r e e r  e d u c a t i o n  i n s t i t u t i o n ,  wh i c h ,  b y  d e f i n i t i o n ,  w o u l d  
i n c l u d e  o n e  t h a t  o f f e r s  a c o u r s e  or p r o g r a m  in v o c a t i o n a l -  
t e c h n i c a l  t r a i n i n g ,  m a y  d o  so o n l y  if the i n s t i t u t i o n  is o n e  
t h a t  has b e e n  a p p r o v e d  b y  the P S E C  b e f o r e  J u l y  1, 1986 or 
has b e e n  o p e r a t i n g  in th i s  s t a t e  for a t  l e a s t  t w o  y e a r s  b e­
fore the s t u d e n t  a t t e n d s  th a t  p a r t i c u l a r  i n s t i t u t i o n .

S e c t i o n  6 o f  the b i l l  a m e n d s  A S  1 4 . 4 3 . 1 2 0 (i) to e n s u r e  t h a t  
s t u d e n t s  are a w a r e  th a t  d e f a u l t i n g  o n  a s c h o l a r s h i p  l o a n  
c o u l d  r e s u l t  in the t a k i n g  o f  a s t u d e n t ' s  p e r m a n e n t  fund 
d i v i d e n d ,  b y  the PSEC, in o r d e r  to s a t i s f y  the b a l a n c e  d u e  
on the loan.

S e c t i o n s  7 and 8 of  the b i l l  d e c r e a s e  the l o n g - r u n  c o s t  of 
the l o a n  p r o g r a m  b y  p r o v i d i n g  for i n c r e a s e d  r e v e n u e  to the 
s c h o l a r s h i p  r e v o l v i n g  l o a n  f u n d  (AS 1 4 . 4 3 . 0 9 0 ) .  S e c t i o n  7 
a m e n d s  A S  3 4 . 4 3 . 1 2 0 ( 1 ) ( 1 )  to e l i m i n a t e  the s t a t e  p a y m e n t  of 
i n t e r e s t  d u r i n g  the p e r i o d  a f t e r  a s t u d e n t  en d s  f u l l - t i m e  
e n r o l l m e n t  and b e f o r e  the s t u d e n t  b e g i n s  r e p a y m e n t  o f  the 
loan. A s  is the ca s e  u n d e r  e x i s t i n g  AS  1 4 . 4 3 . 1 2 0  (1), the 
s t ate w i l l  p a y  i n t e r e s t  as lo n g  as a s t u d e n t  is e n r o l l e d  
f u l l-time. S e c t i o n  8 r e p e a l s  A S  1 4 . 4 3 . 1 2 0  (j) , w h i c h  p r o­
v i d e s  for " f o r g i v e n e s s "  o f  u p  to 50 p e r c e n t  o f  a loan.
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I u r g e  y o u r  p r o m p t  and
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2. Personal Services: Needs analysis of two-tier program. Will require 1.0 

additional full-time awards clerk, Range 10-A. Multiple applications will 

require 2.0 seasonal data entry clerks, Range 9-A.

Cost: 1.0 Awards clerk with benefits $29,825

2.0 Data entry clerks 37,752

Total $67,577

2. Contractual: One-time expense of modifying data processing system.

a. Calculate and accumulate interest during the grace year including 

programming, design, testing, and implementation (765 hours).

Cost: $39,780

b. Calculate "need," process supplemental loans in awards and repayment 

systems including programming, design, testing, and implementation 

(584 hours).

Cost: $30,368

3. Supplies: New application f o r m s  and new promissory note forms.

Cost: . $12,000

4. Equipment: One-time expense for on-line terminal and work station for 

awards clerk.

Cost: $10,200

5. Capital: Loan fund. The impacts on the revolving loan fund and repayment

cash flows are shown on the enclosed table. Please note that eliminating 

forgiveness benefits would have an accounting impact as early as 1989-90, 

since the outstanding receivables would not be decreased by this 

forgiveness amount ($259,759). However, the cash flow impact of increased 

revenues would not be realized until. 1994-95.

Sample Impacts ( I n c r e a s e d  Revenue)

Year

1987-88

1990-91

1993-94

1996-97

1999-00

2010-2011

w/o Forgiveness

None 

None 

None 

$ 2,152,297 

i  7,905,694 

$19,013,130

w/Grace Interest

None 

$ 44,200

$ 933,707

$1,857,324 

$2,777,633 

$3,467,698

w/Grace Interest and 

w/o Forgiveness

None 

$ 44,200

$  933,707

$ 4,087,269 

$10,968,539 

$23,166,761

Pa g e  2 of 3
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ADDITIONAL FISCAL ANALYSIS 

PROGRAM RECEIPTS FY88-11

Year
1987-88

Loan
Volume

80,000,000

Current
Principal

Prjgram
Interest

w/o Forgiveness 
Principal Interest '

88-89 80,345,504 — — . —

89-90 80,676,052 821,700 402,875 821,700 402,875

90-91 81,024,565 2,852,109 1,398,374 2,852,109 1,398,374

91-92 82,865,042 6,808,418 3,338,132 6,808,418 3,338,132

92-93 85,341,434 11,931,947 5,850,171 11,931,947 5,850,171

93-94 87,298,990 17,366,420 8,514,665 17,366,420 8,514,665

94-95 88,375,670 22,977,903 11,265,946 23,152,203 11,351,404

95-96 88,261,738 28,697,525 14,070,246 29,302,518 14,366,871

96-97 87,007,173 34,545,156 16,937,309 35,989,365 17,645,397

97-98 84,895,801 40,497,140 19,855,536 44,180,924 21,661,675

98-99 88,748,536 46,499,475 22,798,449 50,357,559 24,690,047

99-00 91,166,845 51,662,369 25,329,789 56,967,155 27,930,697

2000-01 92,991,621 55,598,981 27,259,889 62,525,548 30,655,948

01-02 94,155,886 57,625,014 28,253,243 67,197,346 32,946,506

02-03 95,130,963 58,596,524 28,729,569 67,186,823 32,941,347

03-04 96,214,236 59,400,950 29,123,975 69,264,476 33,960,009

04-05 97,349,392 60,144,727 29,488,644 71,103,406 34,861,627

05-06 98,462,230 60,873,880 29,846,145 72,667,598 35,628,542

06-07 99,498,206 61,552,678 30,178,956 73,776,160 36,172,064

07-08 100,489,383 62,202,124 30,497,376 74,425,606 36,490,484

08-09 101,518,364 62,876,347 30,827,943 75,305,907 36,922,091

09-10 102,687,093 63,642,129 31,203,402 76,242,324 37,381,211it 9 9
10-11 103,992,073 64,497,180 31,622,629 77,255,146 37,877,793

S Doc. 3 1 5 8 K

w/Grace w/Grace and w/o Forgiveness 
Interest Interest

447,054 447,054

1,551,718 1,551,718

3,704,187 3,704,187

6,491,693 6,491,693

9,448,372 9,448,372

12,501,355 12,596,185

15,613,171 15,942,324

18,794,633 19,580,369

22,032,869 24,037,067

25,298,498 27,397,526

28,107,422 30,993,542

30,249,174 34,017,641

31,351,458 36,559,378

31,880,017 36,553,654

32,317,673 37,684,021

32,722,332 38,684,509

33,119,037 39,535,523

33,488,342 40,138,647

33,841,680 40,491,985

34,208,496 40,970,921

34,625,128 41,480,388

35,090,327 42,031,424
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