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R e v i s i o n  D a t e  2/3/88

HB 363

R e v i s e d  A n a l y s i s  of Fiscal Impacts

Impact on B o r r o w e r :

1. Interest accrual during in-school peri o ds  will  increase the total 

i n d e b tedness by t hat a c c u m u l a t e d  interest amount. The am o u n t  of the 

accrued interest w o u l d  v a r y  w i t h  the am ou n t  of the loan and the time  spent 

in school after borrowing.

Example:

(a) $ 1 , 0 0 0  b o r ro w e d  (one t i m e  only)

Y ears in School A d d i t i o n a l  Interest

1 y e a r

2 y e a r s  

4 y e a r s

$ 60.00 

$ 1 4 0 . 0 0  

$300 . 0 0

Ad d i t i o n a l  M o n t h l y  I'ayment

$0.50

$1.17

$2.50

(b) $ 5 , 5 0 0  b or r o w e d  each y e a r

Years in School Total Deb t  A dd i t i o n a l  Interest

1 y e a r

2 y ears 

4 y e a r s

$ 5,500 

$ 1 1 , 0 0 0  

$22, 0 0 0

$ 330.00 

$ 1 , 1 0 0. 0 0  

$ 3 , 9 6 0. 0 0

Addi t i o n a l  M o n t h l y  Payment

$ 2.25 

$ 9.17 

$ 3 3 . 0 0

(c) Total r e p a y m e nt  a f t e r 10 y e a r s

Loan Total R e p a i d  Curre n t  P r o g r a m

$ 2 2 , 0 00  $ 3 3 , 7 9 1 . 6 0  @ $ 2 8 1 . 6 0  per month

Total R e p a i d  Pr o p o s e d  

$ 3 7 , 7 5 1 . 6 0  0 $ 3 1 4 . 6 0

3. F o r g i v e n e s s  impact will not be r e a l i z e d f o r  a n u m b e r  of years.



Re v i s i o n  D ate 2/3/88

HB 363

R e v i s e d  A n a l y s i s  of Fiscal Impacts

A s s u m p t i o n s :

1. B o r r o w e r s  t i m e  in school will approximate:

1 y e a r 15%

2 years 22%

3 y e a r s 35%

4 years 21%

5 y e a r s 5%

6 years 2%

100%

2. Loan v o l u m e  is a r b i t r a r i l y  set at f i g u r es  used fo r  p r e vious analyses. 

Actual v o l u m e  m a y  v ary substant i a l l y ,  but r e l a t ionship of fiscal impacts 

will r e m a i n  p r o portionate.

3. Loam d e f a u l t  rat e  and rep a y m en t  p a t t e rn s  m a y  be altered by the additional 

debt bu r d e n  of interest accrual, but a n y  es t i m a t e  of these impacts is left 

out of this analysis.

A n a l y s i s :

YEARLY FISCAL IMPACT** OF AMEN D M E N T S

(1) (2) (3) (4) (5) (6)

Year L oan V o l u m e F o r g i v e n e s s C u m u l a t i v e In-School Interest C u m u l a t i v e

1988-89 $ 80.3 None N one

1989-90 80 . 7 None None

1990-91 81.0 None (52,656)

1991-92 82.9 None (259,967) (259,967)
1992-93 85.3 None (836,708) (1,096,675)
1993-94 87.3 None (1,710,679) (2,807,354)
1994-95 88.4 None (2,677,189) (5,484,543)

1995-96 8 8 . 4 285,739 285, 7 3 9 (3,694,258) ( 9 , 1 7 8 , SOI)
1996-97 88.4 812, 9 0 8 1,098,647 (4,727,733) (13,906,534)
1997-98 88.4 1,821,711 2 , 9 2 0 , 3 5 8 (5,784,394) (19,690,928)
1998-99 88.4 3 , 1 19,056 6 , 0 3 9 ,4 1 4 (6,863,481) (26,554,409)
1999-00 88.7 4, 4 8 7 , 0 4 2 1 0,526,456 (7,958,642) (34,513,051)
2000-01 91.2 5,6 8 4 , 4 18 16,210,874 (9,008,659) (43,521,710)
2001 - 0 2 93.0 6 , 5 9 7 , 3 4 4 2 2 , 8 0 8 , 2 1 8 (9,906,280) (5 3 , 4 27,990)
2002 - 0 3 94.2 7,052,426 2 9 , 8 6 0, 6 4 4 (10,435,046) (63,863,036)

2 0 0 3 - 0 4 95.1 7, 2 3 7 , 5 6 0 3 7 , 0 9 8 , 2 0 4 (10,666,587) (74,529,623)

2004 - 0 5 96.2 7,356,249 4 4 , 4 5 4 , 4 5 3 ( 1 0 , 8 0 5 , 5S9) (85,335,212)
2005 - 0 6 97.3 7,4 25 , 4 8 2 5 1 , 8 7 9 , 9 3 5 (10,894,032) (96,229,24^-)

2006 - 0 7 98.5 7,462,909 5 9 , 3 4 2 , 8 4 4 (10,966,069) (1 0 7 ,195,313)

2 0 0 7 - 08 99.5 7,4 72 , 0 6 6 6 6 , 8 1 4 , 9 1 0 (11,014,921) (1 1 8 ,210,234)

2008 - 0 9 100.5 7,483,554 7 4 , 2 9 8 , 4 6 4 (11,041,354) (129, 2 5 1 , 5 8 8)

2 0 0 9 - 10 101.5 7, 5 1 8 , 8 2 8 8 1 , 8 1 7 , 2 9 2 (11,051,705) ( 1 4 0 ,303,293)

2010-11 102.7 7 , 5 87,969 89,405,261 (11,054,544) (151,357,837)

# 3226K
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RESEARCH A G E N C Y

S e p t e m b e r  9, 1987

M E M O R A N D U M

TO: R e p r e s e n t a t i v e  J o h n  Sund

ATTN: Shari K o c h m a n  ^ ^ ^ 7

FROM: D a v i d  Teal, Direcj

RE: S t a t e  S u b s i d y  o f  S t u d e n t  Loans

Re s e a r c h  R e q u e st  8 8 . 0 3 8

You asked us to c a l c u l a t e  the e f f e c t i v e  S t at e  s u b si d y  o f  A l a s k a  s t u d e n t  

loans u n d e r  t hree scenarios:

1) the p r e - 1 9 8 7  program, w h i c h  o f f e r e d  loans:

at an i n t erest r ate o f  eight p e rcent;*

with no i nt e r e s t  a c c r u e d  w h i l e  the s t u de n t  r e m a i n e d  in school or 

d u r i n g  a o n e - y e a r  g r a c e  period a f t e r  c o m p l e t i o n  of  schooling; and

w i t h  a f o r g i v e n e s s  p r o v i s i o n  w h i c h  r e d u c e d  t h e  d e b t  by ten 

p e r c e n t - - t o  a m a x i m u m  o f  50 p e r c e n t - - f o r  each y e a r  in w h i c h  a 

•! successful st u d e n t  r e s i d ed  in A l a s k a  f o l l o w i n g  g raduation.

2) th e c u r r e n t  program, w h i c h  offers loans:

at an in t erest rate o f  eight percent;

w ith i n t e r e s t  a c c r u i n g  upon g r a d u a t i o n  (i.e., no g r a c e period); and 

no f o r g i v e n e s s  provision.

*Loans w e r e  o f f e r e d  at an i nt erest rate o f  five p e r c e n t p r i o r  to 

1985. I have  not i n c luded the o l d e r  p r o g r a m  in this d i s c u s si o n ,  but will 

do so if y o u  wish.



Representative Sund
September 9, 1987
Page 2

3) a proposal w h i c h  w o u l d  of f e r  loans:

on w h i c h  eight perc e n t  annual i n t erest w o u l d  accrue f rom the date of 

the loan; and

w i t h  the f o r g iv e n e s s  p r ov i s i o n s  that e x i s t e d  p r i o r  to the 1987 

legislation.

T a b l e 1 p r ov i d e s  the i n f o r m a t i o n y o u  r e q u e s t e d  for the three o p t i o n s  and 

for loans w i t h o u t  d e f e r m e n t  or f o r g i v e n e s s  s u bsidies. The t a b l e  is divi d e d  

into two s e c t i o n s - - t h e  left side refers to loan p r o v i s i o n s  as t h e y  relate 

to a sin g l e  loan; the r ight side c o n t a i n s  a d j u s t m e n t s  for d e f a u l t  and f o r­

giveness, t h e r e b y  p r e s e n t i n g  p r o g r a m s t a t i s t i c s  r a t h e r  than s t a t i s t i c s  for 

an individual loan. In both cases, sub s i d ie s  are c o m p u t e d  by c o m p a r i n g  the 

total loan r e p a y m e n t  w ith the amount the S t a t e  w o u l d  r e c o v e r  on an u n s u b s i­

dized loan. D e f a u l t  a dj u s t m e n t s  s i m p l y  red u c e  the S t a t e ' s  r e c o v e r y  by 

16.8 p e rc e n t  (the c u r r e n t  d e f a u l t  rate for the p r ogram); a d j u s t m e n t s  for 

f o r g i v e n e s s  assume tha t  the past rate of f o r g i v e n e s s - - o n e - s i x t h  o f  all 

m o n e y  l o a n e d - - c o n t i n u e s .

The t a b l e  ind i c a t e s tha t  individual loans c o u l d r e c e i v e  a S t a t e  s u b s i d y  of 

50 pe r c e n t  u n d e r  y o u r  proposal, c o m p a r e d  w i t h  a 16.8 p e r c en t  s u b s i d y  u nder 

the c u r r e n t  program. However, b e c au s e  all l oans are s ub j e c t  to d e f e r m e n t  

p r o v i s i o n s  w h i l e  onl y  o n e - s i x t h  o f  principal is e x p e c t e d  to be forgiven, 

a d j u s t m e n t s  m ust be m a d e  in o r d e r  to f a i r l y  c o m p a r e  the e f f e c t  o f  the 

f o r g i v e n e s s  and d e f e r m e n t  provis i on s .  A f t e r  a d j u s t i n g  f o r p a r t i c i p a t i o n  

rates, one ca n  see (in the r ight side o f  the table) that t h e  f o r g i v e n e s s  

p r o v i s i o n  is less c o s t l y  to t h e S t a t e  t h a n  d e f e r m e n t  o f  i n t e r e s t  (27.9 p e r­

cent s u b s i d y  vs. 3 0 . 8  p e r c e n t  subsidy). In d o l l a r  terms, y o u r  proposal 

w o u l d  cost a bout $6.6 m i l l i o n  per y e a r  vs. the $8.4 m i l l i o n  c o s t  o f  i n t e r­

est d e f e r m e n t  (assuming a $60 m i l l i o n  p er  y e a r  loan program).

« : r

^ E f f e c t i v e  i n t e r e s t  rates are p r o v i d e d  for individual loans, but 

b e c a u s e  the e f f e c t i v e  i nt erest rate is a f f e c t e d  by th e  tim i ng  of payments, 

I am not a ble to c a l c u l a t e  e f f e c t i v e  i n t erest rates for p r o g r a m  prov i s i o n s  

w i t h o u t  m a k i n g  a series of u n s u p p o r t a b l e  a s s u m p t i o ns .  So m e  a s s u m p t io n s  

w e r e  n e c es s a r y .  For example, I have a s s u m e d that all loans are for $20,000 

for a f o u r - y e a r  c urriculum, and that there are no d e f a u l t s  by s t u d e n t s  who 

take a d v a n t a g e  of fo r g i v e n e s s  provisions.



SUBSIDY CALCULATIONS FOR VARIOUS STUDENT LOAN PROVISIONS

Applicable to Loans of Two $2,500 Installments in each of Four Successive Years 

at an Interest Rate of Eight Percent per Year

TABLE 1

Program Statistics

Individual Loans

Default Rate= 

16.8%

AmountAmount
Recovered Percent Percent Effective Recovered Percent Percent

by State Recovered Subsidy Interest Rate by State* Recovered Subsidy

No Subsidy 

» (no deferment 

no forgiveness)

$37,850 100.0% 0.0% 8.00% 31,524 83.2% 16.8%

Annual cash flow for a $60 million 

per year Loan Program (in millions)

Amount

Recovered

$49.9 $10.1

C ost
Excluding

by State Net Cost Default

$0.0

Old Program

(5 year deferment 

with forgiveness)

14,559 38.4% 61.6X •20.87% 22,466 59.3% 40.7% 35.6 24.4 14.3

Current Program 

(4 year deferment 

no forgiveness)

31,535 83.2% 16.8% - ~ 3.94% 26,237 6 9 . 3 0 . 8 % 41.5 18.5 8.4

Proposal

(no deferment 

but forgiveness)

18,945 50.0% 50.0% -11.85% 27,331 72. X 27.9% 43.3 16.7 6.6

•These amounts are adjusted for default (16.8 %) and for application of the forgiveness provision (1/6 of principal). Default 

is assumed to be nonexistent for all loans forgiven.

Prepared by the House Research Agency, September 1987 (08-03-87-03; 88.038).
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I beli e v e  the table answers y o u r  questions, but this m e m o r a n d u m  would be 

inco m p l et e  w i t h o u t  the fo llowing comments.

Th e  numb e r s  p r e s e n t ed  are a p p r o x i ma t i o n s .  I have had to mak e some 

s i m p l i f y i n g  a s s u m p t i on s  c o n c e r n i n g  d e f a u l t  and forgiveness. In 

addition, I have avoided c o m p l e x i t i e s  such as the r e l a t i o n s h i p  b e­

tween loan balance, interest rat e  and the d e f a u l t  rate; the fact 

t hat not all loans are m ad e  to s t u d en t s  w h o  e n t e r  or remain in a 

f o u r - y e a r  c u r r i culum; and chan ge s  in fund i n g  levels or economic 

c onditions. The t a b l e  ma y serve as a guide, but y o u  should be aware 

that the analysis is not h i g h l y  s o p h i s ti c a t e d .

As y o u  know, in t erest d e f e r m e n t  appli e s  to all b o r r o w e r s  w hile 

f o r g i v e n e s s  appl i e s  only to t hose b o r r o w e r s  wh o  both su c c e s s f u l l y  

c o m p l e t e  t h e i r  c u r r i c u l u m  and w h o  r e t u r n  to A l a s k a  for a n u m b e r  of 

years. I have not d i s c u s s e d  political or p h i l o s o ph i c a l  issues such 

as t a r g e t i n g  g r o u p s  o f  borrowers, the i n t e r c h a n g e a b i l i t y  of d e f e r­

men t  and h i g h e r  interest rates, or the p o s s i b i l i t y  of providing 

i n c e n ti v e s  to return to A l a s k a  or to use the federal stud e n t  loan 

p r o g r a m  instead o f  the A l a s k a  program. Th e  s p r e a d s h e e t  d e v e l o p e d  to 

p r o d u c e  the i n fo r m a t i o n  c o n t a i n e d  in T a b l e  1 can be u s rd for these 

purposes, and I o f f e r  the s p r e a d s h e e t  a n d / o r  o u r  a s s i s t a n c e  in 

i n v e s t i g a t i n g  t he s e  issues. I hav e  a t t a c h e d  a s u m m a r y  o f  the 

s p r e a d s h e e t  ou t pu t  to this m e m o r a n d u m .

In a d i g r e s s i o n  f rom the focus o f  this project, I w as  d i s c u s s i n g  the 

b o n d i n g  provi s i o n s  o f  the 1987 l e g i s l a t i o n  vjith K e r r y  Romesburg, 

e x e c u t i v e  d i r e c t o r  o f  the P o s t s e c o n d a r y  C o m m i s s i on ,  w h o  v o i c e d  some 

c o n c e r n  that no bonds ma y  be issued. A l t h o u g h  the l e g i s l a t u r e  gave 

the a u t h o r i t y  to bond, the y  did not d i r e c t  that b onds be used to 

f inan c e  the program. If bonds are not issued, it could have an 

impact on the capital a n d / o r  o p e r a t i n g  budgets. I w o u l d  be pleased 

:! to do some f u r t h e r  c he c k i n g  on this su b j e c t  if yo u  w i s h  me to do so.

You asked f o r  2 5 - y e a r  p r o j e c t i o n s  o f  S tate costs. G i v e n  the level 

o f  s o p h i s t i c a t i o n  o f  the an a l y s i s  to date, I h e s i t a t e  to do mor e  

t ha n  m u l t i p l y  the "net cost" figu r e s  in T a b l e  1 by 25. D oing so 

p r o d u c e s  the f o l l ow i n g  results:

no s u b s i d y  $252 m i l l i o n

old p r o g r a m  610 m i l l i o n

c u r r e n t  p r o g r a m  462 m i l l i o n

proposal 417 m i l l i o n

'ou have any q u e s t i o n s  or w o u l d  like us to do additional
m e .

A t t a c h m e n t



STUDENT LOAN ANALYSIS

Nominal Interest Rate:
Interest Deferred While in School? 
Forgiveness (Years):

Years Until Annual
Repayment Loan Balance

5 $5,000 $5,000
4 $5,000 $10,000
3 $5,000 $15,000
2 $5,000 $20,000
1 $0 $20,000

Loan Balance at First Payment:
Honthly Payment
PSC Interest Computation:
PSC Interest Forgiven:

Actual
Interest Due;
Interest Paid:
Interest Forgiven:
Principal (+ Deferred Int.) Forgiven: 
Principal (+ Deferred Int.) Repaid: 
Prin. and Int. Recovered:
Effective Interest Rate:

Prepared by the House Research Agency 
Payment

tier 8alance Payment

•26024
1 20,000.00 242.66
2 19,890.68 242.66
3 19,780.63 242.66
4 19,669.84 242.66
5 19,558.32 242.66
6 19,446.05 242.66
7 19,333.04 242.66
8 19,219.27 242.66
9 19,104.74 242.66
10 18,989.45 242.66
11 18,873.39 242.66
,12 18,756.56 242.66
•13 16,633.95 242.66
14 16,507.22 242.66
15 16,374.62 242.66
16 16,241.12 242.66
17 16,106.74 242.66
18 15,9/1.47 242.66
19 15,835.29 242.66
20 15,C98.20 242.66

8.00X
1 (0=no;1=yes,2=no grace year) 
5

Balance +
Interest

55,309.18
$11,059.02
$17,286.09
$24,030.01
$26,024.49

$20,000.00
$242.66

$9,118.62
$0.00

$4,723.10
$4,723.10

$0.00
$10,163.79
$9,836.21
$14,559.31

•20.877.

09-Sep-87

nterest Principal Balance

133.33 109.32 19,890.68
132.60 110.05 19,780.63
131.87 110.78 19,669.84
131.13 111.52 19,558.32
130.39 112.27 19,446.05
129.64 113.01 19,333.04
128.89 113.77 19,219.27
128.13 114.53 19,104.74
127.36 115.29 18,989.45
126.60 116.06 18,873.39
125.82 116.83 18,756.56
125.04 117.61 •18,638.95
110.93 131.73 16,507.22
110.05 132.61 16,374.62
109.16 133.49 16,241.12
108.27 134.38 16,106.74
107.38 135.28 15,971.47
106.48 136.18 15..835.29
105.57 137.09 15,698.20
104.65 138.00 15,560.20

Prepared by the House Research Agency, September 1987 (88.038; 08-03-87-03).



T i i l E; STUDENT LOAN PROPOSAL 
DATE: 2/15/88

SPONSOR: HAYES THROUGH GRAIF, SMITH, HOFF, WILLIAMS, ROWSE

W H E R E A S ,  the students of UAF are supporting amending HB 363, to 
reinstate the forgiveness clause in the Alaska State Student 
Loan, and the original intent to benefit student that remain 
in/return to Alaska after graduation, and,

W H E R E A S ,  approximately nine percent of borrowers have actually 
qualif ied for forgiveness, and,

W H E R E A S ,  no state in the nation charges interest on student loans 
while a student is in school, and,

W H E R E A S ,  students feel that interest accruing while in school is a 
unjust economic burden, and,

W H E R E A S ,  students support a six month grace period on the 
interest of the loan, and repayment starting one year after 
graduation, the same terms as the National Guaranteed Student 
Loan, and,

W H E R E A S ,  with eight percent interest accruing during school, 
students that do not qualify for forgiveness for any number of 
reasons will end up owing an enormous debt.

T H E R E F O R E  BE IT R E S O L V E D  that the students of the University 
of Alaska Fairbanks unanimously support amending HB 363 to 
reinstate the forgiveness clause as it was originally worded 
implementing a six month grace period after graduation on 
in te rest accrual.

BE  IT F U R T H E R  R E S O L V E D  that this proposed amendment to HB 
363 be forwarded to the Governor of Alaska, members of the 
Alaska State t 5gislature, and members of the Alaska Post 
Secondary Education Commission.
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M E M O R A N D U M

TO: M e m b e r s  of 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

FROM:

Ms. A l i c e  Bossharc’, C h a i r

Ms. P a t r i c i a  A b n e y

Mr. J o h n  O h e n o w e t h

Dr. P a t r i c i a  C l a r k

Mr. G o r d o n  E v a n s

Mr. J o h n  H a v e l o c k

Mr. M a r k  H e l m e r i c k s

K e r r y  D. R o m e s b u rg ,  Exec 

A l a s k a  C o m m i s s i o n  on P o a

DATE: F e b r u a r y  24, 1988

S e n a t o r  Joe J o s e p h s o n

Ms. L a u r a  K e l l e y

R e p r e s e n t a t i v e  N i i l o  K o p o n e n

Mr. K e n n e t h  Kno x

Ms. E a r b a r a  S h a f f e r

Ms. B e t t y e  S m i t h

Ms. B a r b a r a  T h o m p s o n

c t o r

E d u c a t i o n

H B  363 

P o s i t i o n  R e c o m m e n d a t i o n

T h e  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  h a s  n o t  m e t  and 

f o r m a l i z e d  a p o s i t i o n  on H B  363 and w i l l  not m e e t  u n t i l  M a r c h  25 -26 ., 
1988. Th e  f o l l o w i n g  is o n l y  s t a f f  r e c o m m e n d a t i o n  a n d a n a l y s i s  an d  does 

not r e p r e s e n t  a n  a g e n c y  position.

S e c t i o n a l  A n a l y sis

S e c t i o n  1 of the bil l p r o v i d e s  f o r  i n t e r e s t  o n  a l oa n  to a c c r u e  the 

entire time a lo a n  is held, an d to c h a r g e  t his a c c r u e d  i n t e r e s t  to-the 

borrower. T h i s  is a c o n s i d e r a b l e  c h a n g e  f r o m  the c u r r e n t  p o l i c y  of 

"waiving" the a c c r u e d  i nt e r e s t  w h i l e  a b o r r o w e r  is i n  s c h o o l  o r  i n  a 

d e f e r m e n t  clas s if i c a t i o n .

S e c t i o n  2 p r o v i d e s  that a l t h o u g h  i n t e r e s t  a c c r u e s  the e n t i r e  time a loa n 

is held, p a y m e n t  of that i n t e r e s t  s h al l  be d e f e r r e d  u n t i l  the b o r r o w e r  is

out of sc h o o l  or out o f  deferment.

S e c t i o n  3 r e i n s t a t e s  the 50# "f o r g i v e n es s "  program. T h i s  is the same

f o r g i v e n e s s  w h i c h  was d e l et e d  l ast year.

S e c t i o n  4 repe a l s  the c u r r e n t  l a n g u a g e  u n d e r  w h i c h  i n t e r e s t  is "waived" 

w h i l e  a b o r r o w e r  is in school o r  in defer m e n t .
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D i s c u s s i o n

T h e r e  are three p rinc pal i s s u e s  to be co n s i d e r e d  i n  d e l i b e r a t i o n s  on 

H B  363. T he s e  are: i m p a c t  of s t u d e n t  l o a n  bonding, s t u d e n t  i n d e b t e d n e s s

level, an d  b e n e f i t s  of a f o r g i v e n e s s  program.

Impact of s t u a e n t  loa n  b o n d i n g . The h a n d l i n g  o f  l o a n  f o r g i v e n e s s  c h a n g e s  

w h e n  the l o a n s  are p l e d g e d  a g a i n s t  bond i s s u e s  r a t h e r  t h a n  s i m p l y  b e i n g  

hel d by the State. If the S t a t e  h o l d s  the n o t e s  a n d  w i s h e s  to forgive, 

or  w r i t e -o f f ,  p o r t i o n s  of indeb t e d ne s s ,  there is no i m m e d i a t e  problem.

The inc o m e  s t r e a m  to be g e n e r a t e d  b y  the p o r t f o l i o  is i m p a c t e d  in f u t u r e  

years, but that is the o n l y  f i s c a l  impact.

If the p o r t f o l i o  is p l e d g e d  a g a i n s t  bond issues, f o r g i v i n g  p o r t i o n s  o f  

i n d e b t e d n e s s  has b o t h  a n  i m m e d i a t e  and a l o n g - t e r m  impact. The i m m e d i at e  

e f f e c t  is that it takes a l a r g e r  p o r t i o n  o f  the p o r t f o l i o  to se c u r e  an 

issue. U n c e r t a i n t y  o f  i nc o m e  is created. Secondly, the l o n g - t e r m  ca s h  

fl o w  is d iminished, t h e r e b y  r e d u c i n g  the p r o g r a m ' s  a b i l i t y  to s u p p o r t  

m u l t i p l e  b ond issues.

T h i s  ca n  be a v o i d e d  or o f f -s e t  i n  a co u p le  of ways. One, the S t a t e  c ould 

a n n u a l l y  a p p r o p r i a t e  to the l o a n  fund, the a m o u n t  o f  f o r g i v e n e s s  f o r  that 

year. T h i s  done, there i3 no d i m i n u t i o n  of i n c o m e  stream.

Second, the S tate c o u l d  imp o s e  n e w  c o nd i t i o n s  w h i c h  w o u l d  g e n e r a t e  e n o u g h  

p r o g r a m  r e v en u e  to o f f - s e t  the c o s t s  of forgiveness. I m p o s i n g  r e p a y m e n t  

of i n t e r e s t  a c c r u e d  w hile in sch o o l  or d e f e r m e n t  a c c o m p l i s h e s  this.

S t u d e n t  i n d e b t e d n e s s . T h e  s ize o f  student l o a n  i n d e b t e d n e s s  h a s  long  

b e e n  a c o n c e r n  of the P o s t s e c o n d a r y  Commission. The a d d i t i o n a l  i n t e r e s t  

i n d e b t e d n e s s  w h i c h  HB 363 i m p os e s  on b o r r o w e r s  c a n  be s u b s t a n t i a l . —  F o r  

example, i n s t e a d  of a s t u d e n t  b e i n g  in d ebt $ 2 2 , 0 0 0  at g r a d u a t io n ,  that 

same s t u d e n t  w o u l d owe $ 2 5 , 9 6 0  at g r a d u a t i o n  u n d e r  this b i l l  (an i n c r e a s e  

of 18#).

Certainly, the i mp a c t  is less on v o c a t i o n a l  borrowers, since t h e y  u s u a l l y  

on l y  have a year, or less, of i n - s c h o o l  status. The g r e a t e s t  i m p a c t  

w o u l d  be o n  a s t u d en t  wh o  a tt e n d s  college and g r a d u a t e  school.

B e n e f i t s  o f  a f o r g i v e n e s s  p r o g r a m . The p u r p o s e  o f  f o r g i v e n e s s  is to 

e n c o u r a g e  or en t i c e  a student to live in A l a s k a  a f t e r  c o m p l e t i o n  of 

p o s t s e c o n d a r y  e d u c a t i o n  studies. A v e r y  real q u e s t i o n  e x i s t s  as to the 

e f f e c t i v e n e s s  o f  s u c h  a program. Certainly, the h i g h e r  the deb t  b u r d e n  

and the m o r e  g e n e r o u s  the forgiveness, the m o r e  e f f e c t i v e  it w o u l d  seem. 

W h e n  the C o m m i s s i o n  s u r v e y e d  g r a d u a t e s  in 1984, it was f ound that those 

c h o o s i n g  to live in A l a s k a  did so p r i n c i p a l l y  b e c a u s e  " A l a s k a  is h o m e "  o r
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"job a v a i l a b i l i t y " .  O n l y  8 . 4 #  o f  the r e s p o n d e n t s  l i v i n g  i n  Ala s k a  

i n d i c a t e d  that loa n  f o r g i v e n e s s  w a s  a p r i n c i p a l  d e t e r m i n a n t  in t he i r  
d e c i s i o n  to live  here.

The o t h e r  p o i n t  w h i c h  s h o u l d  not be m i s s e d  is that u n d e r  the past 

f o r g i v e n e s s  p r o g r a m  o n l y  a b o u t  one p e r s o n  i n  six a c t u a l l y  q u a l i f i e d  for 

and r e c e i v e d  f o r g iveness. W h e n  m a k i n g  a loan, m o s t  b o r r o w e r s  a s s u m e d  

t hey w o u l d  onl y  pay b a c k  h a l f  o f  w h a t  the y  w e r e  borro w i n g ,  but e x p e r i e n c e  

p r o v e d  that to be qu i t e  m i s l e a d i n g .

R e c o m m e n d a t i o n

T h e  E x e c u t i v e  D i r e c t o r  r e c o m m e n d s  the C o m m i s s i o n  f o r m a l l y  a dopt a 

p o s i t i o n  i n  o p p o s i t i o n  to c h a r g i n g  the s t u d e n t  b o r r o w e r  f o r  i n t e r e s t  

a c c r u a l  d u r i n g  i n - s c h o o l  and d e f e r m e n t  p e r i o d s  and a l s o  in o p p o s i t i o n  to 

r e i n s t a t e m e n t  of a g e n e r a l  f o r g i v e n e s s  program. The r e a s o n i n g  b e i n g  that 

i n t e r e s t  a c c r u a l  g r e a t l y  i n c r e a s e s  the deb t  b u r d e n  fo r  al l  borrowers, and 

a f o r g i v e n e s s  p r o g r a m  o n l y  b e n e f i t s  a s mall n u m b e r  of b orrowers, and the n  

p r o b a b l y  r e w a r d s  m o s t  of those f o r  s o m e t h i n g  t h e y  w o u l d  h a v e  done w i t h o u t  
forgiveness.
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SUBSIDY CALCULATIONS FOfi VARIOUS STUDOIT LOAN PROVISIONS

Applicable to Loans of Two 12,750 Installments in each of Fcur Successive Years
at a Simple Interest Rate of Eight Percent per Year

Effective Interest Rates are based on comparison with

rcney loaned at a rate of 8 % compounded monthly, so that Program Statistics
total principal and interest = $41,678.85 --------------------------------

No Subsidy 

(no deferment 
no forgiveness)

Old Program

(5 year deferment 
with forgiveness)

Current Program 
(4 year deferment 
no forgiveness)

Proposal 
(no deferment 
but forgiveness)

*These amants are adjusted for default (17.3%) and for application of the forgiveness provision (1/6 of principal and interest). 
Default 1s assumed to be nonexistent for all loans forgiven.

Âssumes bonds in the amount of $60 million are issued at 8% for 20 years.

Prepared by the House Research Agency (SLOAN) 04-Feb-88

Default Rate= Annual cash flow for a $60 million
Individual bans 17.3% per year Loan Program (in millions)

Aroint Amount Amount Net Bond
Recovered Percent Percent Effective Recovered Percent Percent Recovered Payments from

ty State Recovered Subsidy Interest Rate by State* Recovered Subsidy by State Net Gain General Rnd**

$37,752 30.6% 9.4% 5.78% 35,221 74.9% 25.1% $85.1 $25.1 $36.9

16,016 38.4% 61.6% -20.87% 22,075 53.0% 47.0% 60.2 0.2 61.8

33,792 81.1% 18.9% 3.39% 27,946 67.1% 32.9% 76.2 16.2 45.8

18,876 45.3% 54.7% -15.32% 26,016 62.4% 37.6% 71.0 11.0 51.0
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M E M O R A N D U M

TO: R e p r e s e n t a t i v e  Joh n  Sund

ATTN: Shari K o c h m a n

FROM: D a v i d  Teal, Direc-^..^.

RE: A l a s k a  S t u d e n t  Loan Program: Co s t  o f  V a r i o u s  O p t i o n s

R e s e a r c h  R e q u e s t  8 8 . 1 9 6

W hen the s t u d e n t  loan p r o g r a m  b e g a n  in 1971, t h e  p r o g r a m  o f f e r e d  l oans at 

an i n t e r e s t  rate of five p e r c e n t  and f o r g i v e n e s s  o f  up to 40 p e rc e n t  of 

principal and a c c r ue d  interest, w i t h  the a m o u n t  f o r g i v e n  d e p e n d e n t  upon 

length of r e s i d e n c y  a f t e r  c o m p l e t i o n  of school. G e n e r al l y ,  the p r o g r a m  

be c a m e  m o r e  liberal o v e r  th e  years, e v e n t u a l l y  o f f e r i n g  up to $ 6 , 0 0 0  per 

y e a r  fo r  u n d e r g r a d u a t e  s t u d y  and up to 50 p e r c e n t  f o r g i v e n e ss ,  w i t h  no 

accrual o f  in t e r e s t  until the first p a y m e n t b e c a m e  d u e one y e a r  after 

c o m p l e t i o n  of  school. H o w ever, th e  1986 L e g i s l a t u r e  r ai s e d  th e  interest 

rate to e i g h t  p e r c e n t  and r e d u c e d  the m a x i m u m  loan a m o u n t  to $ 5, 5 0 0  for 

un d e r g r a d u a t e s .  In 1987, the f o r g i v e n e s s  p r o v i s i o n  w a s  d e l e t e d  and the

in t erest d e f e r r al  pe r i o d was m o d i f i e d  to e l i m i n a t e  t h e  o n e - y e a r  g race

period.

You a sked us to c o m p a r e  th e c o s t  o f  o f f e r i n g  s t u d e n t  l oans u n d e r  HB 363 

with the c os t  o f  o f f e r i n g  l oans u n d e r  the c u r r e n t  p r o g r a m  and u n d e r the 

f o r g i v e n e s s  and i n t er e s t  accrual p r o v i s i o n s  in e f f e c t  in 1986. H B  363 

w o u l d  r e i n s t a t e  f o r g i v e n e s s  and e l i m i n a t e  p r o v i s i o n s  t h a t  a l l o w  s t u d e n t s  to 

avoid t h e  accrual of i n t e r e s t  w h i l e  in school.

T a b l e  1 c o m p a r e s  vari o u s p r o g r a m  options. T h e  t a b l e  m a y  be m o r e  ea s i l y  

u n d e r s t o o d  if d i v i d e d  into t h r ee  parts. C o l u m n s  1 t h r o u g h  4 r el a t e  to an 

individual b o r r o w e r  t a k i n g  full a d v a n t a g e  o f  f o r g i v e n e s s  p r o v i s i o n s  (if

av a i l able). C o l u m n s  5 t h r o u g h  7 m a k e  a d j u s t m e n t s  fo r  d e f a u l t  and for 

a p p l i c a t i o n  of the f o r g i v e n e s s  p rovision. T h e y  i n d i c a t e  the d e g r e e  of

s u b s i d y  i n v o l v e d  in each o f  several o p t i o n s - - r e l a t i v e  to a loan o f f e r e d  at 

eight p e r c e n t  (compo u n d e d  m o n t h l y ) wit h  no d e fa u l t ,  no f o r g i v e n e s s,  and
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w i t h  interest a c c r u i n g  fro m  the d a t e  o f  the l o a n . 1 C o l u m n s  8 t h r o u g h  10 

pres e n t  s i m i l a r  information, out as a cash flo w  r a t h e r  than a p e r c e ntage. 

The cash f l o w  figu r e s  a s s u m e  that $60 m i l l i o n  per y e a r  is lo a n e d  to 

students.

T h e  "no s u b s i d y "  o p t i o n  i n dicates t hat use of s i m p l e  i n t e r e s t - - a s  op p o s e d  

to compound i n t e r e s t  as w o u l d  be c h a r g e d  in a s t a n d a r d  ban k  l o a n - - r e s u l t s  

in a s u b s i d y  o f  9. 4  percent. Whe n c o mbined w i t h  a d e f a u l t  rate o f  17.3 

percent, the s t a t e  c o ul d  e x p e c t  to r e c o v e r  a bout 75 p e r c e n t a f  the amount 

t ha t  w ould be r e c o v e r e d  if loans w ere t r u l y  u n s u b s i d iz e d .  C o l u m n  9 

shows that t h i s  m t i o n  w o u l d  be s e l f - s u p p o r t i n g - - a n d  c ou l d  a c t u a l l y  ret ur n  

m o n e y  to the gene i a l  f u n d - - i f  the p r o g r a m  loaned a c o n s t a n t  am ou n t  in each 

year. The s i m p l e  i n t e r e s t  and d e f a u l t  sub s i d i e s are i n c lu d e d  in each of 

the remaining options.

The table s h o w s  t h a t  the s tate w o u l d  r e c o v e r  a b o u t  five p e r c e n t  m o r e  u n d e r  

t h e  c u r r e n t  p r o g r a m  t h a n  u n d e r  HB 363. The n u m b e r s  p r e s e n t e d  are

a p p r o x i ma t i o n s .  I have had to mak e  some s i m p l i f y i n g  a s s u m p t i o n s  c o n c e r n i n g  

d e f a u l t  and f o r g i v e n e s s .  In addition, I have a v o i d e d  c o m p l e x i t i e s  such as 

the r e l a t i o n s h i p  b e t w e e n  loan balance, interest rat e  and the d e f a u l t  rate; 

the fact tha t  not all loans are m a d e  to s t u d e nt s  w h o  e n t e r  or r e m a i n  in a 

f o u r - y e a r  c u r r i c u l u m ;  a n d  c h a n g e s  in f u n d i n g  l e v e l s  o r  e c o n o m i c  

conditions. T h e  t a b l e  m a y  s e r v e  as a guide, but y o u  sho u l d  be a w a r e  that 

t h e  a n a l y s i s  is n o t  h i g h l y  s o p h i s t i c a t e d  and tha t  the f ive p e r c e nt

d i f f e r e n c e  b e t w e e n  HB 363 and the c u r r e n t  p r o g r a m  is w i t h i n  the p r o b a b l e  

ma r g i n  of error.

As y o u  know, i n t e r e s t  d e f e r m e n t  a p pl i e s  to all bo r r o w e r s  w h i l e  f o r g i v e n e s s  

a p p l i e s  o n l y  to t h o s e  b o r r o w e r s  w h o  both s u c c e s s f u l l y  c o m p l e t e  t h e i r

c u r r i c u l u m  and wh o  re m a i n  in A l a s k a  for a n u m b e r  of years. T h e  t a b le  

p r e sents p r o g r a m  s t a t i s t i c s  and does  not indicate t h e  fact t hat t h o s e  wh o  

re t u r n  to, or r e m a i n  in, A l a s k a  w o u l d  be far b e t t e r  o f f u n d e r  HB 363 than

u n d e r  current l a w  w h i l e  t hose i n e l i g i b l e  for f o r g i v e n e s s  w o u l d  be b e t t e r

of f  u nder the c u r r e n t  program.

*In this ana l y s i s ,  "subsidy" re f e r s  to any opt io n  that r e d u c e s  the 

amount of pri n ci p a l  or i n t e r e s t r e c o v e r e d  by the state. F o r g i veness, 

default, f a i l u r e  to ac c r u e  i n t e r e s t  fr o m  the d a t e  o f  the loan, and use of 

si m pl e  i nt erest are c o n s i d e r e d  subsidies.

2The c u r r e n t  d e f a u l t  rate is a bout 17.3 percent. Th e d e f a ^ i u  r a t e  is 

a f i ected by c o l l e c t i o n  efforts, e c o n o m i c  conditions, the level of  p a y m e n t s  

and several o t h e r  factors. No atte m p t  has been m a d e  to ad j u st  d e f a u l t  

rates for c h a n g e s  ii. r e l e v a n t  factors.
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I h a v e  n o t  d i s c u s s e d  t h e  i n t e r c h a n g e a b i l i t y  or loan term, interest 

d e f e r m e n t ,  c o m p o u n d  i n t e r e s t  and h i g h e r  i n t e r es t  rates as a m e a n s to set a

t a r g e t  r e c o v e r y  l e v e l .  T h e  s p r e a d s h e e t  d e v e l o p e d  t o  p r o d u c e  the

i n f o r m a t i o n  c o n t a i n e d  in T a b l e  1 can be u sed for t h e s e  purposes, and I 

o f f e r  t h e  s p r e a d s h e e t  a n d / o r  o u r a s s i s t a n c e  in i n v e s t i g a t i n g  t h es e  issues.

I have also o m i t t e d  d i s c u s s i o n  o f  (1) the cost, cash f lo w  and o t h e r  effects 

o f  i s s u i n g  bonds, and (2) the e f fe c t  that a f o r g i v e n e s s  p r o v i s i o n  and

c u r r e n t  d e f a u l t  r ates m i g h t  have on the a b i l i t y  to fun d  the s t u d e n t  loan

p r o g r a m  by i s s u i n g  bonds. I u n d e r s t a n d  that K e r r y  R o m e s b u r g  has d i s c u s s e d  

t h e s e issues w i t h  you.



*A9LE 1
SLE3IDY CALCULATICNS FOR VARIOUS STUDENT LOAN PROVISIONS
Applicable to Loans of Two $2,750 Installments in each of Four Successive Years
at a Sirole Interest Rate of Eight Percent per Year

Effective Interest Rates are based cn conoariscn with 
money loaned at a rate of 8 I corrcounded monthly, so that 
total principal and interest = $$1,678.85

2 3 10

Program Statistics

Individual Loans

Amount
Recovered Percent Percent Effective
by State Recovered Subsidy Interest .Rate

No Subsidy $37,752 SO.6% 9.4%
(no oefement 
no forgiveness)

Old Program 16,016 39.4% 51.6%
(5 year deferment 
with forgiveness)

Current Program 33,792 31.1% 18.9%
(4 year deferment 
no forgiveness)

•fl 353 -8,876 45.3% 54.7%
(no deferment 
but forgiveness)

-20.87%

3.39%

-15.32%

Default Rate=
17.3%

Amount
Recovered Percent Percent
by State* Recovered Subsidy

5.78% $31,221 74.9% 25.1%

22,075

27,946

25,016

53.0% 47.0%

57.1% 32.9%

62.4% 37.6%

Annual cash flow for a $60 million 
oer year oan Program (in millions)

Amoint Net Bond
Recovered Paynents from
by State Nat Gain General Fund**

$85.1 $25.1

50.2

75.2

71.3

0.2

16.2

11.0

$35.9

51.8

45.8

51.S

*These arants are aojusteo for default (17.3%) ana for application of the forgiveness prevision (1/6 of principal ana interest). 
Default is assured to be nonexistent for all loans forgiven.

“Assures bends in the amount of $60 million are issueo at C% for 20 years.
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