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C S  F O R  H O U S E  B IL L  N O . 2 5 7 (H E S )

IN  T H E  L E G IS L A T U R E  O F  T H E  ST A T E  O F  A L A S K A

N IN E T E E N T H  L E G IS L A T U R E  - F IR S T  S E S S IO N

BY THE HOUSE HEALTH, EDUCATION AND SOCIAL SERVICES COMMITTEE

Offered: 3/22/9S
Referred: Finance

Sponsors): HOUSE HEALTH, EDUCATION AND SOCIAL SERVICES COMMITTEE

A B IL L  

F O R  A N  A C T  E N T IT L E D  

"A n  A c t re la t in g  to  s tu d en t lo a n  p rog ram s , in te rs ta te  com pac ts fo r  p o s tse c on d a ry  

ed u ca tion , and  fees f o r  re v iew  o f  p o s tseconda ry  ed uca tion  in s t itu tio n s ; and 

p ro v id in g  f o r  an  e ffe c tiv e  d a te ."

B E  I T  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A : !

*  S e c tion  1. A S  1 4 .4 3 .1 1 0  is repea led  and reenacted to read:
!

Sec. 1 4 .4 3 .1 1 0 . S T U D E N T  L O A N S , (a ) In  a sch oo l year, the com m iss ion  j 
m ay m ake a loan  not to exceed

(1 )  5 8 ,5 0 0  to a fu ll-tim e  undergraduate student o r  5 5 ,0 0 0  to a ha lf-t im e 
undergraduate student attending a co lleg e  o r  un iversity i f  the fu l l-  o r  h a lf-t im e  student 
is o therw ise e lig ib le  under A S  1 4 .4 3 .1 2 5 ;

(2 )  5 9 ,5 0 0  to a fu ll- t im e  graduate student o r  5 4 ,5 0 0  to a h a lf-t im e  
g raduate student attending a c o lle g e  o r un ive rs ity  i f  the fu l l -  o r  h a lf-t im e  graduate 
student is o therw ise e lig ib le  under AS 1 4 .4 3 .1 2 5 ;

( 3 )  $ 5 ,5 0 0  to a fu ll-t im e  student o r $ 2 ,0 0 0  to a h a lf-t im e  student i f  the
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fu ll-  o r  ha lf-tim e student is attending a caree r education p rog ram  that is nine o r  m ore
m onths in length and is otherw ise e lig ib le  under A S 1 4 .4 3 .1 2 5 ;

4 . 0  \ <S
(4 )  -$37000  to a fu ll-tim e  student o r  $ 1 -0 0 0  to a h a lf-t im e  student i f  the

fu ll-  o r  ha lf-tim e student is attending a career education program  that is less than nine
m onths in length and is otherw ise e lig ib le  under A S 1 4 .4 3 .1 2 5 .

(b ) The com m ission m ay m ake a loan  fo r  a sum m er term , even i f  the total 
loan  fo r  the schoo l yea r exceeds the lim it im posed under (a ) o f  this section i f  the loan  
fo r  the sum m er term  is counted against the lim it im posed under (a ) o f  this section fo r  
the fo llow in g  sch oo l year.

(c ) The com m iss ion  sha ll adopt regu la tions estab lish ing a m in im um  am ount 
f o r  which a loan m ay be made.

*  Sec . 2 . A S 1 4 .4 3 .1 2 0 (a ) is amended to read:
(a ) Proceeds from  a scholarsh ip loan  to a fu ll- t im e  student m ay o n ly  be used 

fo r  books, tuition and required fees, loan  o r ig in a t io n  [G U A R A N T E E ] fees, and room  
and board . P roceeds from  a scho larsh ip loan to a ha lf-t im e student m ay o n ly  be used 
fo r  books, tu ition and required fees, and loan  o r ig in a t io n  [G U A R A N T E E ] fees.

*  Sec . 3 . A S 1 4 .4 3 .1 2 0 (b ) is amended to read :
(b ) Scho la rsh ip  loans m ay o n ly  be used to attend a

( 1)  ca ree r education p rog ram  o p e ra t in g  on a sound  f is c a l b as is that
has [B E E N ]

(A ) op e ra ted  [A P P R O V E D  B Y  T H E  C O M M IS S IO N  B E F O R E
J U L Y  1, 19 86 ;

(B )  O P E R A T IN G ] fo r  tw o years be fo re  the b o rrow e r attends;
an d

(B ) subm itted  an  execu ted p ro g ram  p a rt ic ip a t io n  ag reem en t 
as re q u ire d  b v  the c om m iss io n : [O R

(C ) O P E R A T IN G  F O R  O N E  Y E A R  B E F O R E  T H E  
B O R R O W E R  A T T E N D S  A N D  T H E  C O M M IS S IO N  D E T E R M IN E S  T H E  
P R O G R A M  IS  O P E R A T IN G  O N  A  F IS C A L L Y  S O U N D  B A S IS ; ]  o r

(2 ) a co lleg e  o r  un ivers ity  that
(A ) has o p e ra te d  [B E E N  A P P R O V E D  B Y  T H E
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C O M M IS S IO N  B E F O R E  J U L Y  1, 1 9 86 , O R  H A S  B E E N  O P E R A T IN G ] fo r
2 at least tw o years b e fo re  the b o rrow e r attends;
3 (B )  is accredited by a na tiona l o r  reg iona l accreditation
4 assoc iation  recogn ized  by the C ou n c il on Postseconda ry  A ccred itation  o r  is
5 app roved  by the com m iss ion ; [A N D ]
6 (C ) i f  the loans are fed e ra lly  insured , is approved by the Un ited
7 States Secre ta ry  o f  E duca tion ;
8 (D )  is a d e c re e  g ra n t in g  in s t itu t io n : a n d
9 (E )  has su bm itte d  an  execu ted  p ro g ra m  D a rtic iD a tion

10 a g re em en t as re a u ire d  bv the com m iss io n .
11 * Sec. 4 . A S  1 4 .4 3 .1 2 0 (d ) is amended to read :
12 (d ) Scho la rsh ip  loans m ay not be made to a student
13 (1 )  f o r  m ore than a to ta l o f  S 4 2 .5 0 0  fo r  [F IV E  Y E A R S  OF1
14 undergraduate study;
15 (2 )  fo r  m ore than a to ta l o f  $ 4 7 ,5 0 0  f o r  [F IV E  Y E A R S  OF1 graduate
16 study;
17 (3 )  f o r  m ore  than a c om b in ed  tota l o f  S 7 9 .0 0 0  f o r  HE IGHT Y E A R S  i
1 8 ; O F ] undergraduate and graduate study;
19 (4 )  to attend an institution, o ther than a nonp ro fit institution, i f  the total •
20 am ount o f  scho la rsh ip  loans made to students to attend that institu tion  exceeds i
21 $ 100,000 and the de fau lt rate on those loan s exceeds the p rog ram  de fau lt rate by m ore
22

1
than 150 percent as de fin ed  by regu la tion .

2 3 * Sec. 5 . A S  1 4 .4 3 .1 2 0 (e ) is repea led  and reenacted  to read :
2 4 (e ) In terest on a scho larsh ip lo an  accrues from  the time the lo an  is disbursed;
2 5 how ever, the state sh a ll pay the interest w h ile  the b o rrow e r continues to be en ro lle d
26 under (c ) o f  this section .
2 7 * Sec. 6 . A S  1 L 4 3 .1 2 0 (g )  is am ended to read :
2 8 ( 2 ) A  b o r ro w e r 's  o b lig a t io n  to  com m ence  reD a vm en t [R E P A Y M E N T ] o f
2 9 the p rinc ipa l and interest on the loan  begins s ix  m on th s  [N O T  L A T E R  T H A N  O N E
30 Y E A R 1  a fte r the b o r r o w e r  is n o  lo n g e r  e n ro l le d  u n d e r (c ) o f  th is se c tion . T h e
31 b o r ro w e r  sh a ll re p a v  B O R R O W E R 'S  S T U D IE S  A R E  T E R M IN A T E D . T H E  L O A N

H

1i
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1 S H A L L  P R O V ID E 'F O R  R E P A Y M E N T  O F ] the tota l am ount ow ed in pe riod ic
2  insta llm ents o f  at le a s t $ 5 0  a  m on th  o v e r  a p e r io d  o f  [ IN ]  no t m ore than 1 5  [1 0 ]
3  years from  the com m encem ent o f  th e  repaym ent o b lig a t io n  [ IF  T H E  L O A N  IS  TO
4 A  F U L L -T IM E  S T U D E N T , O R  IN  N O T  M O R E  T H A N  F IV E  Y E A R S  F R O M  T H E
5 C O M M E N C E M E N T  O F  R E P A Y M E N T  IF  T H E  L O A N  IS  T O  A H A L F -T IM E
6 S T U D E N T , E X C E P T  A S P R O V ID E D  IN  (k )  A N D  (m ) O F  T H IS  S E C T IO N ]. I f  the
7 com m iss ion  and the b o rrow e r agree to a d iffe ren t repaym en t schedu le , the b o rrow e r
8 sh a ll repay the loan in accordance w ith the ag reem en t A  b o rrow e r m ay make
9 payments e a r lie r than requ ired  by this subsection o r  th e  a g re em en t.

10 *  Sec . 7 . A S  1 4 .4 3 .1 2 0 (h ) is amended to read:
11 ! (h ) Secu rity  m ay not -equired fo r  a lo an ; h ow eve r, a loan  o r ig in a t io n
12 | [G U A R A N T E E ] fee , as sp e c ir iu l in (u ) o f  this section , sh a ll be deduc ted
13 ! [C H A R G E D ] at the rime that the loan is d isb u rsed  [A W A R D E D ] . A dd ition a lly , the

| i
14 | b o r ro w e r  s h a ll pav [P R O V IS IO N  S H A L L  B E  M A D E  F O R  P A Y M E N T  O F ] a l l fees '
15 and costs incur red in co llection  [O F  T H E  A M O U N T  O W E D ] on the loan  i f  it becomes .

I I
16 de linquent o r  in  d e ft  it.
17 *  Sec . 8 . A S  1 4 .4 3 .1 2 0 (i ) is amended to read: :

i , 4 i
18 ( i )  I f  a loan  is in d e fau lt, the com m iss ion Ii
19 (1 )  sh a ll n o tify  the bo rrow er that, i f  the b o rrow e r has an occupationa l

i ;
20 , license issued under A S 08 , the license m ay not be renew ed under A S 0 8 .0 2 .0 2 5  and
21 , that repaym ent o f  the rem ain ing  ba lance is accelerated and due by m a i lin g  j
2 2  [S E N D IN G ] the b o rrow e r a notice a t the m os t re c en t a d d re s s  p ro v id e d  to  the
2 3  i com m iss io n  b v  th e  b o r r o w e r  [B Y  R E G IS T E R E D  O R  C E R T E F E D  M A IL ] ;
2 4  (2 )  m ay  take the bo rrow er's perm anen t fu n d  d iv idend under
2 5  A S 4 3 .2 3 .0 6 5 (b ) (3 )  to sa tis fy  the balance due on  a [T H E ] de fau lted  loan ; and
26  (3 )  sh a ll p rov ide  notice o f  the de fau lt to the D epa rtm en t o f  C om m erce
2 7  and E conom ic  D eve lopm en t, i f  the loan  rec ip ien t is licensed  unde r A S 08 .
2 8  *  Sec . 9 . A S 1 4 .4 3 .1 2 0 (k ) is amended to read:
2 9  (k )  A b o r ro w e r 's  o b lig a t io n  to  m a k e  p e r io d ic  p a ym en ts  [P E R IO D IC
30  IN S T A L L M E N T S ] o f  p rinc ipa l sh a ll be de fe rred , but the b o r r o w e r 's  o b lig a t io n  to
31 p a v  interest sh a ll c o n tin u e  un less the s ta te  pavs th e  in te re s t bv a p p ro p r ia t io n
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u n d e r ft ) [A C C R U E  A N D  B E  P A ID  U N LE S S  T H E  B O R R O W E R  IS  E L IG IB L E  F O R  
IN T E R E S T  P A Y M E N T  B E N E F IT S  U N D E R  (1)] o f  this section , du ring  any o f  the 
fo llo w in g  periods:

( 1 )  [ IF  T H E  B O R R O W E R  R E C E IV E D  A L O A N  T O  A T T E N D  A S  A 
F U L L -T IM E  S T U D E N T ,] return to fu ll-tim e student status in good  standing in a career 
education p rog ram , co llege , o r  un ivers ity  that meets the requ irem ents under (b ) o f  this 
section ;

(2 ) i f  the b o rrow e r rece ived a loan  to attend as a h a lf-t im e  student, 
re tu rn  to at least ha lf-t im e  student status in good  standing in

(A ) a ca ree r education p rog ram , co lleg e , o r  un ive rs ity  in the 
state that meets the requirem ents under (b ) o f  this section , o r

(B )  a career education program , co llege , o r  un ivers ity  that meets 
the requ irem ents under (b ) o f  this section , and the b o rrow e r is p h y s ic a lly  
present in the state while attending the career education p rog ram , co lle g e , o r  
un ive rs ity ; a b o rrow e r is not e lig ib le  fo r  d e fe rra l under this parag raph f o r  a 
pe riod  lo n g e r than eight years;

( 3 )  serving an in itia l p e riod  o f  up to th re e  [SDC] years on  active duty
as a m em ber o f  the armed forces o f  the Un ited  States;

( 4 )  serv ing , fo r  up to three years, as a fu ll- t im e  v o lu n te e r under the 
Peace C orps Act;

( 5 )  serv ing , fo r  up to three years, as a fu ll- t im e  v o lu n te e r under the 
D om estic  V o lu n te e r Se rv ice Act o f  1973 ;

( 6 )  fo r  a one-tim e pe riod  up to 12 m onths in which the b o rrow e r is 
seek ing  and unab le  to fin d  em p loym en t in  the Un ited  States; o r

( 7 )  during the pe riod  o f  d isab ility  i f ,  a f t e r  ih e  lo a n  is d isb u rs e d , the 
b o rrow e r becom es to ta l ly  [5 0  P E R C E N T  O R  M O R E ] d isab led  as ce rtified  by 
com peten t m ed ica l authority .

*  Sec . 1 0 . A S 1 4 .4 3 .1 2 0 (1 ) is amended to read:
(1) The state sha ll pay the interest on that portion o f  a loan  that is not fed e ra lly

insu red  during
(1 )  the pe riod  w h ile  [ IN  W H IC H ] the b o rrow e r c on tin u e s  to  be

(
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(

1 e n ro lle d  u n d e r fc ) o f  th is  section [IS  A  F U L L -T IM E  O R  H A L F -T IM E  S T U D E N T ! :
2 a n d
3 (2 )  de fe rm ents under (k )  o f  this section .
4 *  Sec . 1 1 . A S 1 4 .4 3 .1 2 0 (m ) is amended to read:
5 (m ) In  case o f  hardship , the com m iss ion  m ay extend repaym ent o f  a lo an  fo r
6 an add itiona l period o f  up to fiv e  years [ IN  IN C R E M E N T S  N O  L O N G E R  T H A N  12
7 M O N T H S  E A C H ].
8 *  Sec. 12 . A S  1 4 .4 3 .1 2 0 (q ) is amended to read:
9 (q ) F o r  the purposes o f  this s e c t io n  a loan is in de fau lt i f  a lo an  paym en t is

10 .180 [ 120 ] o r  m ore  days past due.

11 * Sec . 1 3 . A S  1 4 .4 3 .1 2 0 (f )  is amended to read:
12 (t) P a vm en t o f  in te res t u n d e r  ( I )  o f  th is  section  a n d  fo rg iv e n e ss

13
[F O R G IV E N E S S ] under (s ) o f  this section a n ; [ IS ]  sub ject to app rop ria tion  by the

1 4 , leg is la tu re . M oney  obtained from  the sa le o f  bonds by the Student L o a n  C o rp o ra tion

15 i
under AS 1 4 .4 2 .2 2 0  m av not be approp ria ted  fo r  the D avm en t o f  in te re s t o r  the !

16
fo rg iveness o f  loans.

17 ' *  Sec. 1 4 . A S  1 4 .4 3 .1 2 0 (u ) is amended to read:
18 (u ) T h e  com m iss ion  bv re g u la t io n  s h a ll se t a [A ] lo an  o r ig in a t io n  !

» '
[G U A R A N T E E 1  fee. n o t to exceed fiv e  [O F  ONE1 oe rcen t o f  the to ta l scho la rsh ip

20 j lo an  am ount, to [S H A L L ] be assessed upon a scho la rsh ip  loan that is funded  fro m  the ||
21 student loan  fund o f  the A laska  Student L o an  C o rp o ra tion . T he lo an  o r ig in a t io n  1

22 rG U A R A N T E E l fee sh a ll be d edu c ted  a t the t im e  T A D D ED  AS A  F IN A N C E

23 C H A R G E  T O l the (T O T A L ! loan  is d isb u rs e d  ("A M O U N T  A W A R D E D .
24 N O T W IT H S T A N D IN G  T H E  L O A N  L IM IT S  S E T  O U T  A T  A S  1 4 .4 3 .1 1 0  A N D

25 1 4 .4 3 .1 1 5 ]. Sub jec t to appropriation , the loan  o r ig in a t io n  [G U A R A N T E E ] fees sha ll

2 6 be depos ited  in to an  o r ig in a t io n  \A G U A R A N T E E ! fee  account w ith in  the student
2 7 lo a n  fund  o f  the A la ska  Student L o an  C o rp o ra tion , and subsequently used
2 8 [T R A N S F E R R E D !  bv the c o rp o ra t io n  [C O M M IS S IO N  T O  L O A N  A C C O U N T S

2 9 W IT H IN  T H E  S T U D E N T  L O A N  F U N D ] to o f fs e t  losses in cu rred  [D U E  T O
3 0 S T U D E N T  L O A N  D E B T  C A N C E L L A T IO N ] as a re su lt o f  death , d isab ility , d e fa u lt .
3 1 o r  bankrup tcv o f  the b o r r o w e r  [S T U D E N T ! .

H
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2

3
4
5
6

7
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9
10
11
12
13
14
15
16
17
18
19
20 
21 
22
2 3
2 4
2 5
26
2 7
2 8
2 9
3 0
31

* Sec. 15 . A S  1 4 .4 3 .1 2 5 (a ) is amended to read:
(a ) A  person m ay app ly fo r  and obtain a scho la rsh ip  loan  i f  the person

( 1) is
(A )  en ro lled  as a fu ll-dm e  student in a ca ree r education , 

associate, baccalaureate, o r  graduate degree p rog ram ;
(B )  en ro lled  as a ha lf-tim e student in a ca ree r education , 

associate, bacca laureate, o r graduate degree p rog ram  [ IN ]
( i )  jn  the state; o r
( i i )  ou t o f  th e  sta te  [A  C A R E E R  E D U C A T IO N , 

A S S O C IA T E , B A C C A L A U R E A T E , O R  G R A D U A T E  D E G R E E  
P R O G R A M ] and is p h y s ic a lly  present in th is [T H E ] state w h ile 
attending th a t [T H E  C A R E E R  E D U C A T IO N , A S S O C IA T E , 
B A C C A L A U R E A T E , O R  G R A D U A T E  D E G R E E ] p rog ram ; o r

(C ) a graduate o f  a high schoo l o r  the equiva lent, o r  scheduled 
fo r  graduation from  a high schoo l w ithin six months, w ith su ffic ient credits to 
be adm itted . to a ca ree r education p rog ram  o r  to an accredited c o lle g e  o r 
un iversity ;

(2 ) is not de linquent o r  in de fau lt on a p rev iou s ly  awarded scho larsh ip
loan ; and

(3 ) is a resident o f  the state at the time o f  app lication fo r  the loan ; fo r  
pu rposes o f  this section , a person qua lifie s  as a resident o f  the state i f  at the time o f  
app lication fo r  the loan  the person

(A ) has been physica lly  present in the state fo r  at least one vea r 
[T W O  Y E A R S ] im m ed ia te ly  be fo re  the time o f  app lica tion  fo r  the lo an ;

• (B )  is dependent on a parent o r guard ian fo r  care, the parent o r 
guard ian has been present in  the state fo r  at least one  v e a r [T W O  Y E  \ R S ]  
im m ed ia te ly  b e fo re  the time o f  app lication  f o r  the lo a n 5 and the pe rson  has 
been present in the state fo r  at least one year o f  the im mediate ly preceding five  
years except that the com m iss ion  m ay by a tw o-th ird s vote, acting upon a 
w ritten appeal by the person , grant an exem ption  to the requ irem ent that the 
person has been present in the state fo r  one yea r o f  the im m ediate ly  preceding
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1

2

3
4
5
6

7
8

9
10
11

12

13
14
15
16
17
18
19
20

21

n

23
24
2 5
2 6
27
2 8
29
30
31

C

fiv e  years ;
(C ) has been p h ys ica lly  p resent in  the state [, O R  IS  A 

D E P E N D E N T  O F  A  P A R E N T  O R  G U A R D IA N  W H O  H A S  B E E N  
P H Y S IC A L L Y  P R E S E N T  IN  T H E  S T A T E ,] fo r  at least o n e  v e a r [T W O  
Y E A R S ] im m ed ia te ly  b e fo re  the app lican t was absent from  the state and the 
absence is due so le ly  to

( i )  se rv ing  an in itia l pe riod  o f  up to th re e  [S IX ] years 
on active duty as a m em ber o f  the arm ed fo rc es  o f  the Un ited  States;

( i i )  se rv ing  fo r  up to three years as a fu ll-t im e  vo lunteer 
under the Peace C o rp s Act;

( i i i )  se rv ing fo r  up to three years as a fu ll-tim e  vo lunteer 
under the D om estic  V o lu n te e r Se rv ice  A c t o f  19 73 ;

( iv )  requ ired  m ed ica l care f o r  the app lican t o r  the 
applicant's im m ediate fam ily ;

(v )  being a person who otherw ise qu a lifie s  as a resident 
and is accom pany ing  a spouse w ho qu a lifie s  as a residen t under ( i )  - 

( iv )  o f  this parag raph ; [O R ]
(v i )  an  absence a llow e d  u n d e r (D H i) - (iv ) o f  th is 

p a ra g ra p h ; o r
(D )  [H A S  B E E N  P H Y S IC A L L Y  P R E S E N T  IN  T H E  ST A T E , 

O R ] is a dependent o f  a paren t o r guard ian w ho has been ph ys ica lly  present in 
the state [ ,]  fo r  at least o n e  v e a r  [T W O  Y E A R S ] im m ed ia te ly  be fo re  [T H E  
A P P L IC A N T  O R ] the paren t o r  guard ian was absent fro m  the state and the 
absence is due s o le ly  to

( i )  partic ipating in a fo re ig n  exchange student p rog ram  
recogn ized  by the com m iss ion ;

( i i )  attending a schoo l as a fu ll- t im e  student;
( i i i )  fu ll- t im e  em p lo ym en t by the state;
( iv )  be ing a m em ber o f  o r  em p lo yed  fu ll- t im e  by the 

state's cong ress iona l de lega tion ;
(v ) being a person w ho otherw ise qu a lifie s  as a resident

C S H B  257(HES) -8-
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and is accom panying a spouse w ho qu a lifie s  as a resident under ( i )  -
( iv )  o f  this paragraph;
(4 )  does not have a past due ch ild  support ob lig a tion  estab lished by

cou rt o rd e r o r  by the ch ild  support en fo rcem en t d iv is ion  under A S  2 5 .2 7 .1 6 0  -
2 5 .2 7 .2 2 0  at the time o f  app lication ; and

(5 )  has not, w ith in the p rev iou s f iv e  years , had a scho la rsh ip  loan
discharged o r  w ritten o f f  by the com m iss ion  f o r  any reason .

*  Sec . 16 . A S  1 4 .4 3 .1 2 5 (c ) is amended to read :
(c ) A  person may not be aw arded a scho la rsh ip  loan  under A S 1 4 .4 3 .0 9 0  - 

1 4 .4 3 .1 6 0  [ IF  A  F A M IL Y  E D U C A T IO N  L O A N  IS  M A D E  O N  B E H A L F  O F  T H A T  
P E R S O N  U N D E R  AS 1 4 .4 3 .7 1 0  - 1 4 .4 3 .7 9 0  O R ] i f  that person rece ives a teacher 
scho la rsh ip  loan  under AS 1 4 .4 3 .6 0 0  - 1 4 .4 3 .7 0 0  fo r  the same p e rio d  o f  a tten d an ce  

[S C H O O L  Y E A R ].
*  Sec . 17 . A S 1 4 .4 3 .1 2 5  is amended by adding a new  subsection to read:

(d ) A person incarcerated fu ll- r im e  in a co rrec tion a l fa c ility  m ay not be
awarded a scholarsh ip loan under A S  1 4 .4 3 .0 9 0  - 1 4 .4 3 .1 6 0  i f  the person's schedu led 
re lease date is m ore than two months a fte r the scheduled com p letion  date o f  the career 
education o r  degree prog ram  fo r  which the lo an  is requested. In  this subsection ,
"co rrec tiona l fa c ility " has the m ean ing g iven in A S 3 3 .3 0 .9 0 1 .

*  Sec . 18 . A S  1 4 .4 3 .1 5 0  is amended by adding a new  subsection to read:
(d ) An assignment o f  wages au thorized under this section  that is m ade under 

cou rt o rd e r has p rio rity  as against an attachment, execu tion , o r  o the r assignment, 
excep t fo r  an assignment fo r  paym en t o f  ch ild  support under AS 2 5 .2 7 .0 7 0  o r  as 
otherw ise o rdered  by the court.

* Sec . 19 . AS 1 4 .4 3 .3 0 0 (g ) is am ended to read :
(g ) T h e  com m iss ion  bv  re g u la t io n  s h a ll se t a [A ] loan  o r ig in a t io n  

[G U A R A N T E E ] fe e , no t to exceed fiv e  [O F  O N E ] percent o f  the to ta l m em oria l 
scho la rsh ip  loan  a m o u n t jjo  [SPLALL ] be assessed upon a m em o ria l scho la rsh ip  loan . 
T he  loan  o r ig in a t io n  [G U A R A N T E E ] fee sh a ll be d edu c ted  a t the t im e  [A D D E D  
A S  A F IN A N C E  C H A R G E  T O ] the [T O T A L ] lo an  is d isb u rs e d  [A M O U N T  
A W A R D E D ]. Subject to appropriation , the loan  o r ig in a tion  [G U A R A N T E E ] fee  shall

HB0257b -9-
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be deposited into an o r ig in a t io n  [A  G U A R A N T E E ] fee account w ithin the m em oria l 
scholarsh ip revo lv ing  loan fund, and subsequendy transferred by the com m ission  to the 
appropriate m em oria l scholarsh ip accounts w ithin the m em oria l scho la rsh ip  re vo lv ing  
lo an  fund  to o ffs e t losses incurred due to lo an  debt cance lla tion  as a re su lt o f  death, 
d isab ility , o r  bankruptcy o f  the student.

* Sec. 20. AS 1 4 .4 3 .6 4 0  is amended by adding a new subsection to read:
(e ) T eacher scho larsh ip  loans m ade to a student m ay not exceed a to ta l o f  

$ 3 7 ,5 0 0 .
*  Sec . 21. A S  1 4 .4 3 .6 5 0 (c ) is amended to read:

(c ) A  student m ay not be awarded a teacher scho la rsh ip  loan  under 
A S 1 4 .4 3 .6 0 0  - 1 4 .4 3 .7 0 0  [ IF  A  F A M IL Y  E D U C A T IO N  L O A N  IS  M A D E  O N  
B E H A L F  O F  T H E  S T U D E N T  U N D E R  A S 1 4 .4 3 .7 1 0  - 1 4 .4 3 .7 9 0  O R ] i f  the student 
rece ives a scho la rsh ip  loan  under A S 1 4 .4 3 .0 9 0  - 1 4 .4 3 .1 6 0  f o r  the same p e rio d  o f  
a tten d an ce  [S C H O O L  Y E A R ],

*  Sec . 22. A S 1 4 .4 3 .7 4 0 (a ) is amended to read:
(a ) T he prov is ions o f  A S 14 .4 3 .1 0 0 , 14 .43 .110 , [1 4 .4 3 .1 1 5 ,] 1 4 .4 3 .1 2 0 (a ) - (d ), 

( i ) ,  (m ), and ( r )  - (u ) , and 1 4 .4 3 .1 3 5  ap p ly  to a loan  m ade under A S 1 4 .4 3 .7 1 0  - 
1 4 .4 3 .7 9 0 .

*  Sec. 23. A S 1 4 .4 3 .7 9 0 (a ) (1 )  is amended to read :
( 1)  "de fau lt" means a loan that is 180. [ 120] days o r  m ore  past due in

repaym ent;
*  Sec. 24. A S  1 4 .4 3  is amended by adding a new  section to read :

Sec. 1 4 .4 3 .9 2 0 . U N A U T H O R IZ E D  S C H O L A R S H IP S , L O A N S , A N D  
G R A N T S . I f  a person receives a scho la rsh ip , loan , o r  grant under this title fo r  which 
the person is not e lig ib le  under the p rov is ion s o f  this ride, the scho la rsh ip , le an , o r 
g ran t is vo id  and the entire balance o f  m oney paid is im m ed ia te ly  due to the 
scho la rsh ip , loan , o r  g rant fund . T h is  section is in addition to any pena lty  that m ay 
be im posed  accord ing to another p rov is ion  o f  law .

* Sec . 25. A S 1 4 .4 4 .0 2 5  is amended to read:
Sec . 1 4 .4 4 .0 2 5 . P R O V IS IO N S  O F  S E R V IC E S . State partic ipation under 

A rtic le s  V E I  and X I I I  o f  the W este rn  R eg ion a l H igh e r Education C om pact sh a ll be

CSHB 257(IIES) - 10-
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lim ite d  to the p ro v is ion  o f  adequate se rv ices and fac ilitie s in the p ro fe s s io n a l f ie ld s  
o f  s tu d y  a v a i la b le  th ro u g h  th e  P ro fe s s io n a l S tu d en t E x c h a n e e  P r o g r a m  
a d m in is te re d  b v  the W e s te rn  In te rs ta te  C om m is s io n  on  H ig h e r  E d u c a t io n . T h e  
A la s k a  C om m is s io n  on P o s ts e c o n d a rv  E d u c a tio n  s h a ll e s tab lish  fu n d in g  p r io r i t ie s  
u n d e r  A S 1 4 .4 4 .0 3 5  f o r  the a v a i la b le  f ie ld s  o f  s tu d y  b v  a n a ly z in g  s tu d e n t access 
a n d  s ta te  la b o r  needs [F IE L D S  O F  L A W , D E N T IS T R Y , M E D IC IN E , 
O S T E O P A T H Y , P U B L IC  H E A L T H , V E T E R IN A R Y  M E D IC IN E , P H A R M A C Y , 
P H Y S IC A L  T H E R A P Y , O C C U P A T IO N A L  T H E R A P Y , O P T O M E T R Y , P O D IA T R Y , 
F O R E S T R Y , A R C H IT E C T U R E , G R A D U A T E  N U R S IN G , P E T R O L E U M  
E N G IN E E R IN G , M A R IT IM E  T E C H N O L O G Y , A N D  G R A D U A T E  L IB R A R Y  
S T U D IE S ] .

* Sec . 2 6 . A S  1 4 .4 8 .0 5 0  is amended by adding a new parag raph to read:
( 10)  estab lish fees fo r  the rev iew  o f  institutions requesting app rova l fo r

pa rtic ipa tion  in the scho la rsh ip  lo an  p rog ram  under A S  1 4 .4 3 .1 2 0 (b ) (2 ) (B ) .
*  Sec . 2 7 . A S  1 4 .4 2 .0 3 2 ; AS 1 4 .4 3 .1 1 5 , and 1 4 .4 3 .7 5 0 (b ) are repea led .
*  Sec . 2 8 . T R A N S IT IO N . The A la sk a  C om m iss ion  on  Postseconda ry  Education  m ay 

p roceed  to adop t regu la tion s necessary to im p lem en t this Act. The regu la tion s take e ffe c t 
under A S  4 4 .6 2  (A dm in is tra tiv e  P rocedu re A c t), but not b e fo re  Ju ly  1, 1995 .

*  Sec . 2 9 . A P P L IC A B IL IT Y . A  bo rrow er's ob lig a tion  to pay in terest on a student loan , i
I

as requ ired  by A S 1 4 .4 3 .1 2 0 (k ) , amended in sec. 9  o f  this Act. app lies to a scho la rsh ip  loan  1 

d isbu rsed  a fte r June 3 0 , 1995 .
*  Sec . 3 0 . Section  28  o f  this A ct takes e ffe c t im m ed ia te ly  under A S  0 1 .1 0 .0 7 0 (c ) .
*  Sec . 3 1 . E xcep t as p rov ided  in sec. 3 0  o f  this Act, this A ct takes e ffe c t J u ly  1, 19 95 .
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COMPARISON OF FEDERAL LOAN LIMITS FOR SHORT COURSES

The Federal Student Loan program adjusts loan limits to accommodate for the lesser costs o f
the programs and the course length. This helps to minimize the debt load o f students opting for 
career based training.

Program Length/ Federal Current Proposed
Year in School Student Loan lim its ASLP Loan Limits ASLP New Tim its

First Year:
College or University
9-12 months $6,500 $5,500 $8,500

Career Education Programs
9-12 months $5,500 $5,500

Vocational Programs
9 < 6  months* $4,250 $5,500 $3,000
-6 months* $2,375 $5,500 $3,000

Second Year:
9-12 months $7,500 $5,500 $8,500

Third & Fourth Year:
9-12 months $11,500 $5,500 $8,500

Graduate:
9-12 months $13,500 $6,500 $9,500

* Same ASLP Loan Limits for each year in school
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ALASKA COMMISSION ON POSTSECONDARY EDUCATION /I
ii

A p ril 4 , 1995

The H ono rab le  M ark  H an ley , C o -C h a ir 
H ouse Finance C om m ittee 
A laska  State Senate 
Juneau, A la ska  9 9801

D ea r C hairm an H an ley :

The A laska  C om m iss ion  on  Postsecondary Education is requesting the au thority  to use 
$ 1 .4  m illio n  in co rpo rate receipts to deve lop  a new  loan  se rv ic ing system  fo r  the A laska  
Student L oan  P rog ram . W e are requesting th is au thority  in the G o v e rn o r ’ s F Y  9 6  C ap ita l 
Budget. Th is capita l budget request is in response to the 1994  A la ska  L eg is la tu re ’ s 
mandate to A C PE  to id en tify  a  so lu tion  to the long-stand ing loan  se rv ic ing  p rob lem s and 
bring fo rth  a recom m ended so lu tion .

O u r current loan  se rv ic ing  system  is outdated , ine ffic ien t, and inadequate fo r  the size o f  
the A S L P  loan p o rt fo lio . D ue to the rapid grow th o f  the A S L P  in the m id -1 9 8 0 s , a loan  
se rv ic ing system  capab le o f  se rv ic ing  2 2 ,0 0 0  loans is n ow  fo rced  to se rv ice 9 5 ,0 0 0  
accounts. Th is puts g reat strain on  the system  and threatens the qua lity  o f  se rv ice to 
A la ska  bo rrow ers . Fu rther, m aintenance o f  the current system  is h igh ly  lab o r-in ten sive  
im paired by little  o r  no system  docum entation . A ttem pting to f ix  the cu rrent system  is 
s im p ly  not a v iab le  op tion .

The A la ska  Leg is la tu re  appropriated $ 1 0 0 ,0 0 0  fo r  research into op tions fo r  im p rov in g  
loan  se rv ic ing . K P M G  Peat M arw ick , a n a tion a lly  know n expert in student loan  
se rv ic ing system s, was h ired  to conduct an intensive eva lua tion  o f  the A S L P  loan  
se rv ic ing system . T hey  w ere to assist A C P E  s ta ff in deve lop ing  a recom m endation  fo r  a 
long -te rm  so lu tion  to o u r loan  se rv ic ing needs. In  D ecem ber 1994 , A C P E  presented a 
recom m endation  to the Leg is la tive  Budget and Audit C om m ittee fo r  the deve lopm en t o f  
a new  loan  se rv ic ing system  that w ou ld  to ta lly  au tom ate, update, and stream line the 
se rv ic ing  o f  A S L P  loans.

The L B & A  C om m ittee app roved  use o f  $ 2 5 0 ,0 0 0  in co rpo ra te  receipts fo r  the firs t phase 
o f  this p ro jec t to iden tify  the so ftw are and prepare fo r  data conve rsion . The C om m ittee 
d irected A C PE  to subm it a capita l budget request to the 1995  Leg is la tu re  fo r  the 
rem ain ing funds needed to com p le te  the p ro jec t (pu rchasing and im p lem en ting  the new  
system ). The cost sav ings in term s o f  s ta f f  reductions and ope ra tiona l e ffic ien cy  are 
illu stra ted  in the appendix.

J U N E A U .  A L A S K A  9 9 8 0 1 - 7 1 0 9  

P H O N E 1 9 0 7 1 4 6 5 - 2 9 6 2  

F A X 1 9 0 7 )  4 6 5 - 5 3 1 6

3030 VINTAGE BLVD.



The repercussions o f  not fund ing this p ro jec t are rea l. O u r bond  insurer, A M B A C , has 
indicated that w ithout se rious m od ific a tion  to ou r loan  se rv ic ing  system  the insu rance on 
fu tu re bonds w i l l be threatened. In 1993 , as a d irect resu lt o f  a com p liance audit o f  the 
current loan  se rv ic ing  system , A M B A C  re fu sed  to insure the 1993  A S L C  student loan  
bonds. P rob lem s w ith the curren t loan  se rv ic ing  system  w ere a lso  documented in  the 
D iv is io n  o f  Leg is la tive  B udget and A ud it repo rt o f  O c tobe r 1993  and again in the K P M G  
Peat M a rw ick  Feasib ility  S tudy o f  Septem ber 1994 .

Th is new  loan  se rv ic ing so ftw are  w ill a llo w  the C om m iss io n  to  meet three o f  its 
im mediate ob jec tives :

•  M ain ta in  a h igh le v e l o f  custom er sa tis faction  and se rv ice  in the 
p rog ram s adm in istered by the C om m iss ion .

•  Im p ro ve  the C om m iss io n ’ s ab ility  to se rv ice loan s in  a tim e ly  m anner 
to reduce de fau lts and increase lo an  co lle c tion s .

•  Strengthen the fin anc ia l s tab ility  o f  the A S L  p rog ram .

O u r goa l is to m ake the A la s k a  Student L o an  P rog ram  fin a n c ia lly  v iab le  and ac tu a ria lly  
sound fo r  fu tu re generations o f  A la skan  bo rrow ers . T o  accom p lish  this, wo must rep lace 
a fau lty , in e ffic ien t system  w ith one that is e ffic ien t, re liab le , and cost-e ffec tive .

T han k  y ou  fo r  y o u r conside ra tion  o f  th is request. I f  y ou  have fu rth e r questions, p lease do 
not hesitate to contact m e at 4 6 5 -6 7 4 0 .

S ince re ly ,

E xecu tive  D ire c to r

Enc losu res



ALASKA COMMISSION ON POSTSECONDARY EDUCATION 
FY96 CAPITAL BUDGET REQUEST FOR LOAN SERVICING SYSTEM

N A TU RE O F  R E Q U E S T

The Alaska Commission on Postsecondary Education (ACPE) requests the approval in the FY 96 Capital Budget to spend SI,400,000 
in corporate receipts to acquire and implement a new loan servicing system. This amount represents the completion of a project 
partially funded by the Legislative Budget and Audit Committee in December 1994.

FUNDING SO U R C E

The funding source is Alaska Student Loan Corporation receipts. There is no funding from the general fund. The LB&A Committee 
approved expending S250,000 of corporate receipts for this loan servicing project to identify the software and prepare for data 
conversion. The Committee directed ACPE to submit a capital budget request to the 1995 Legislature for the balance needed to 
complete the project (purchasing and implementing the new system).

COST SAYINGS
With the implementation of a replacement system we should see a reduction in staff level of up to nine support staff over a five year 
period. The staffing reduction savings are as follows:

 Year I___________ Year.2___________ Y e a i i___________ Year 4___________ Year 5
ft staff 6 6 7 8 9

Est.S savings 5278,051 5278,051 $324,393 $370,735 $417,077

CUMULATIVE $278,051 $556,102 $880,495 $1,251,230 $1,668,307
SAVINGS

NOTE: The above amounts only represent savings directly associated with the staff positions to be eliminated. There will be 
additional savings due to reduced operational costs (office equipment, telephones, supplies, etc.) associated with these positions.

B R E A K D O W N  O F  E X PE N SES

♦ A software system capable of being run on the Division of Information Services’ computer in the Department of 
Administration ($650,000);

♦ Modifications to the software package to accommodate the specific requirements and characteristics of the Alaska 
Student Loan Program and modifications to ensure compatibility with the state’s AMDAHL mainframe ($277,500);

♦ Installation fees and personnel services related to installing the software and making modifications ($472,500).
♦ Contractual services from a nationally known firm in the student loan industry to assist with the selection, modification, 

installation and full implementation o f the new software ($250,000). This portion of the project was funded in December 
1994, by the LB&A Committee.

P R O JE C T  C O M P L E T IO N  D A T E

Should this request be approved, the new ASLP loan servicing system will be fully operational by December 31, 1996.

IMPACT OF REJECTING THIS CAPITAL BUDGET REQUEST

This project will achieve operational cost savings and increase productivity in the servicing of Alaska Student Loans. It will also 
insure the proper servicing of student loans per the requirements of the student loan bond indentures and insurance agreements. The 
effect of delaying or denying this request would be to compound the problems associated with ACPE’s loan servicing system. It will 
also put the Corporation’s bond rating and insurability at risk. Insurance coverage and/or increased ratings on future bond issues is at 
risk if the Commission cannot improve its servicing of loans pledged to outstanding and future bonds.



A C PE LOAN S E R V IC IN G  
C H R O N O L O G Y  O F  EV EN TS

1. M arch
1993

Deloitte & Touche 
Loan Servicing 
Com pliance A udit

Id en tified  lo an  se rv ic ing  de fic ienc ie s and 
m ade 53 recom m endations fo r  
im p rovem en ts .

2. May 1993 A laska Legislature D irec ted  A C P E  to conduct a p riv a tiza tion  
study and report to the 1 9 94  L eg is la tiv e  
Sess ion

3. Ju n e  1993 AM BA C Insu rance  
Denied

A M B A C  re fu ses to insu re the 1993  A S L  
B ond s

4. Fall 1993 Executive D irector 
Search

A C P E  begins na tiona l search fo r  new  
E xecu tive  D ire c to r w ith  student loan  
se rv ic ing  experience

5. O ctober
1993

A laska Legislative 
Budget and  A udit 
R eport

L B & A  report c on firm ed  se rious 
de fic ien c ies in cu rren t A S L P ; 
recom m ended seve ra l changes be made to 
cu rren t A C P E  opera tions

6. December
1993

New Executive 
D irector h ired

The new  Execu tive D ire c to r has o v e r 2 7  
yea rs experience in the student loan  
industry .

7. M arch
1994

A C P E  filed results of 
the Privatization  Study 
o f  ASLP

A C P E  recom m ended a study be 
conducted by a n a tio n a lly  recogn ized  firm  
to determ ine the m ost co st-e ffe c tiv e  
op tion  ava ila b le  to s o lv e  A C P E ’ s loan  
se rv ic ing  p rob lem s,

8. M ay 1994 A laska Legislative 
funding  of Loan 
Servicing Evaluation

$ 1 0 0 ,0 0 0  app rop ria ted  to A C P E  to 
conduct study on  best so lu tion  to its loan  
se rv ic ing  p rob lem s.

9. Sep tem ber
1994

K P M G  Peat M arw ick  
L oan  Servicing 
E valuation

Peat M a rw ick  com p le ted  its e va lu a tion  o f  
A C P E ’ s loan  se rv ic ing  system  and 
recom m ends a  new  system  be deve loped .

10. O ctober
1994

A C P E  adopts  Peat 
M arw ick  R eport

A C P E  accepted recom m enda tion s to 
pu rsue fund ing  to d eve lo p  a new  lo an  
se rv ic ing  system .

11. November
1994

A C P E  Revised 
P ro g ram  R equest

A C P E  requests $ 1 .6 5  m i llio n  to 
im p lem en t lo an  se rv ic ing  report 
recom m endations .

12. December
1994

LB& A  Com m ittee 
funds first phase of 
P roject

The L B & A  C om m ittee  app roved  
$ 2 5 0 ,0 0 0  fo r  the firs t phase o f  lo an  
so ftw a re  acqu isition  and in s ta lla tion  
p ro jec t.

13. M arch
1995

A C P E  Requests 
A pproval for 
rem ain ing  funds

A C P E  requests ap p rova l to com p le te  the 
lo an  so ftw are  p ro je c t, using $ 1 .4  m illio n  
in co rpo ra te  receipts.



ACPE OPERATIONS CALENDAR
(As of January 1995) 

 1--------------------
Jan  95

-i pass legislation 
♦ fund loan servicing project 
♦implement new law/regulations 
+ISS projects

•audit reports 
-billing cycle changes 
-post-dcfcr grace changes 
-past due cure option 
-ssn changes 
TO projects 
•audit software 
-project tracking 
-awards

Jan  96

1995-96 Year

♦increase collection efforts 
♦continue refine existing servicing 
♦ increase automation of existing processes 
♦improve financial/management reporting functions

J an  97

1996-97 Year

-use free fed form 
-use federal CPS data 
-disburse electronically

Jan  98

♦total electronic SFA delivery

Jan  99

1997-98 Year
\

V  • N

1995-96 Tasks

1996-97 Tasks

1997-98 Tasks

SFA DELIVERY SYSTEM IM PROVEMENTS

~ 1 __________

V
Start LOAN SERV IC IN G  P R O JE C T

A  — select software 
•clean up data

-A - •modify, install, and test new system

finish

- A

M AINTENANCE O F  C U R R EN T  SYSTEM M AINTENANCE O F NEW  SY STEM

wi (V7A%)



P O S IT IO N  F A P E K  ON HB 257
A laska Com m ission on Postsccondary Education 

M arch 17, 1995

House Bill 257 -  an act relating to student loan program s, interstate com pacts for 
postsecondary education, and fees for review o f  postsecondary education institutions; and 
providing for an effective date, was introduced by the Com m ittee on Health, Education 
and Social Services at the request o f  the A laska C om m issu ." on Postsecondary Education 
(ACPE).

The goal o f  the A laska Comm ission on Postsecondary Education is to ensure that student 
loan funds are availab le fo r future generations o f  A laskan borrowers. To acheive this, we 
must move the A laska Student Loan program toward a completely self-sustaining, 
financia lly sound future. We have gone a long way toward achieving this goal. Our last 
general fu n d  appropriation was in FY 92. In  addition, the bond debt issued by the A laska 
Student Loan Corporation is not pledged to the State o f  A laska, but is backed by the 
assets o f  the A laska Student Loan Fund.

Our continued effo rts toward financial independence and stability have greatly improved 
our standing in the bond market. This is reflected in the change in bond rating status 
from  1993 to 1994. Un like the uninsured bonds issued in 1993, the $50  m illion  in bonds 
issued in 1994 were fu lly  insured and were negotiated at one o f  the lowest rates in our 
history. Unfortunately, this favorab le bond rating is insecure and w ill remain so until 
vital changes arc made.

Today, A CPE  operates so le ly  on corporate receipts from  the A SL  fund. Loan provisions 
resulting in losses to the fund due to forgiveness provisions, and interest subsidies during 
times o f  deferment cannot continue. In order fo r the loan fund to maintain a healthy 
existence, these losses can no longer be ‘ absorbed.’ Statutory changes must be made in 
order to:

♦ Increase the loan lim its fo r graduate and undergraduate students
♦ A llow  us to increase loan orig ination fees to  cover loan losses due to death, d isability , 

forgiveness, and default
♦ Provide fo r the accrual o f  interest during periods o f  deferment
♦ Increase the number o f  months before a loan  goes into default
♦ Amend the repayment provisions to provide fo r  m inimum monthly payments, a six- 

month grace period, and extend repayment from  ten to  fifteen years
♦ Make various technical amendments
The 1995 proposed legislation seeks to improve customer service, continue to restore the 
financial soundness o f  the loan fund, and make various technical amendments to im prove 
overa ll program administration. The legislation has been developed to move the student 
loan program toward a completely self-sustaining financia lly sound future.

P O S I T I O N  P A P E R



S E C T I O N A L  A N A L Y S IS
AH !aln ::ia l diiwiuln\cnts have been together aocl included ai the end of iliib snlion

Im prove C u sto m er Service
Section I-- increases the annual borrowing m axim um  for coUege and university 
undergraduate and graduate students, and limits the am ount Aaned for career education 
program s to a level more closely reflect costs relative to the program  length.

Rationale: The University o f  Alaska, which receives 60%  o f  the ASLs, recently 
increased the tuition rates for all levels o f study. O ver the past 10 years, the 
University o f  Alaska has increased tuition by 140%, and during th3t same lim e, 
there have been no increase in loan limits. The num ber o f  financial aid sources 
available for graduate students has dwindled, w hile the cost o f  education has 
increased at a steady pace. National statistics show that graduate/professional 
students repay their loans in the greatest numbers.

Section  3 -  clarifies the financial condition o f  an institution and conform s to regulatory 
language changed in 1992; form alizes the responsibility o f  the institution to manage 
student loan funds appropriately by establishing a participation agreement.

Rationale: The C om m ission 's needs to ensure the financial and adm inistrative 
capability o f  an institution participating in the ASL. ITiis section strengthens 
consum er protection and protects the ASL fund from unnecessary losses due to 
defaults and school closures.

Section 4 -- replaces the borrowing m axim um  at a dollar am ount rather than the number 
of loaa yea rs  that a borrower is eligible.

Ra tiona le : This is a m ore flexible and practical m eans o f tracking student 
eligibility and is easier to adm inister and explain to applicants.

Section  6 -  amends the terms o f  repaym ent o f  the ASL as follows:

a) the traditional 12-month grace period prior to the beginning o f  repaym ent is 
reduced to six months.
b) a minim um  m onthly paym ent o f  $50 per m onth is established.
c) the num ber o f  years required to repay the loan is extended to fifteen years.

Section  11 -- om its the length o f  tim e a  borrower can be in hardship status.

Rationale: This reduces adm inistrative expenses by elim inating the need for s taff 
to continue to renew a hardship deferment.

Page 2
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.Section J2 -  extends the due diligence period on a loan from 120 to ISO days.

Rationale: 1 his allow s the borrow er an additional 60 days to work with 
Com m ission s ta ff to recover from tem porary financial problem s and prevent the 
loan from being declared in default.

Section 16 -  allow s a student to borrow  on the studen t’s own behalf in the ASL program  
at the same time a parent or spouse borrows on the student’s behalf in the Fam ily 
Education Loan program  (FEL). The total am ount borrowed in both program s cannot 
exceed the student’s cost o f  attendance.

Rationale: T his expands the students ' financial aid options and allow s a m ore 
financially stable family m em ber to contribute to the cost o f  education for a 
family m em ber.

Section  25 — allows the ACPE to target funds adm inistered as part o f  the W estern 
Interstate Com m ission on H igher E ducation’s (W1CHF.) Professional Student Exchange 
Program, and elim inates the specific categories previously in statute.

Rationale: This change would m ake possible the allotm ent o f  these funds in 
accordance with over-all needs o f  Alaskans. The Com m ission will w ork with the 
Departm ent o f  Laboi and allied institutions to  determ ine the availability  o f  jobs in 
certain fields thus meeting the needs o f  the A laska workforce.

S ection 27 -  repeals lim its on the am ount o f  loans that can be aw arded in any one year; 
repeals separate section for graduate loan limits; and enables a family m em ber to  borrow  
a loan for a student at the same tim e the student is borrowing an  ASL or TSL as 
referenced in Sections 16 and 21 o f  this bill.

Rationale: A llow s the loan fund to m eet custom er dem and.

L^proye FigjLngial Stability
Section 5 -- Under sections 9 and 13, the State o f  A laska w ould pay the interest subject to 
appropriations.

Rationale: elim inates the drain on the Revolving Loan Fund resulting from 
interest-free deferm ent periods.

Section  9 -- alters the following 'crm s and conditions involving student loan deferm ents:

a) interest on the loan will continue to accrue during periods o f  deferm ent 
as provided in Section 5;
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h) I lie s ix  years o f  m ilitary deferm ent is reduced to three years; a n d  
o) borrower must be totally disabled to qualify for a medical deferm ent.

Rationale. In order to move the A laska Student Loan Program toward a self- 
sustaining, acluarially sound basis, these changes are essential.

Section 14 •• title o f  fee m ore accurately describes the fee being assessed — to offset for 
loan losses to the R evolving Loan Lund due to death, perm anent and com plete disability , 
bankruptcy, or default o f  the borrower; and provides consistency with changes m ade in 
sections 2, 7 and 19.

Rationale: 1 his allow s the ACPE to set the origination fee am ount by regulation, 
but not to exceed five percent o f  the loan am ount. Additionally the fee is to be 
deducted from the disbursem ent rather than added to the principal and then 
d cd u c te d -a  m uch easier process.

Section  17 — m akes incarcerated persons ineligible for ASL funds because o f  the 
person’s inability to repay the loan.

Rationale: This is a standard statem ent in all o ther student loan program s, and 
will help bring the A laska S tudent Loan program  closer to program s fam iliar to 
the bond market.

Section  18 -- gives delinquent student loans priority, behind child support enforcem ent, 
for garnishm ent o f  wages.

Rationale: The Com m ission needs to make a statem ent that the A laska Student 
Loan m ust be repaid,

Section  26 — allows the A C PE to initiate user fees from non-accredited Postsecondary 
institutions, outside o f A laska, that wish to receive the proceeds o f  ASL loans.

Rationale: The fees w ould ensure that the state does not subsidize the review  o f 
outside institutions.

Im prove P rogram  A dm inistration
Section 8 -- elim inates requirem ent for certified or registered m ail.

Rationale: This elim inates an unnecessary cost o f  adm inistration. Once a loan is 
in a default status, the borrow-er will be notified by mail at the most recent address 
provided by the borrower.
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Section J5 -- contains technical am endm ents to the eligibility criteria, am ends the 
residence requirem ent from two years to one year, and reduces the length o f  an allow able 
absence for m ilitary service from six to three years.

Rationale I he technical amendment and the change to the residency requirem ent 
to comply with die Hillgurdner case court decision is required by the D epartm ent 
o f Law. The Com m ission reduced the length o f an allow able absence for m ilitary 
serv ice to prom ote repaym ent to the loan fund at an earlier stage. M ilitary 
personnel are paid ou a regular basis therefore allow ing the borrow er to m aintain a 
m onthly paym ent cycle.

Section 20 -  caps the level in the Teacher Scholarship Loan (TSL) program  to a dollar 
am ount ($37,500) rather than the number o f  years o f  borrowing.

Rationale: This is consistent with changes in the ASL program  in Section 4 
making it a more practical means o f  tracking student eligibility.

Section 24 -- clarifies that a loan obtained illegally by a person who does not meet the 
eligibility criteria m ust be paid in full upon demand.

Rationale: The D epartm ent o f Law required this am endm ent to support current 
policy to collect those funds.

Section 27 -  repeals lim its on the amount o f  loans that can be aw arded in any one year, 
repeals separate section for graduate loan limits; and enables a family m em ber to borrow  
a loan for a student at the sam e tim e die student is borrow ing an A SL or TSL as 
referenced in Sections 16 and 21 o f  diis bill.

Rationale: A llow s a m ore financially stable family m em ber to borrow  on behalf 
o f  the student.

Technical Amendments
Section 2 -  technical am endm ent: changes guarantee fee to origination fee.

Section 7 -  technical am endm ent: sim plifies the procedure for collection o f  the 
origination fee.

Section 10 — clarifies w hen a borrow er’s accrued interest will be paid by the Slate o f
Alaska.

Section  13 -  conform s with changes made in Section 5 and 9.

Section  19 -  provides consistency with sections 7 and 14.
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Section 21 -- consistent with the change in Section 16, allows a TSL recipient to borrow  
on the studen t's  own behalt while a family m em ber also borrows on the student’s behalf.

.Section 22 — technical am endm ent: repeal o f duplicitous language for graduate loan 
limits that is now  covered in Section 1 o f  this bill.

Section 23 -- consistent with the change in Section 12, extending tl. *mc diligence period 
on the fam ily  education Loan from 120 to 180 days.

Section 28 -- provides the C om m ission w ith interim  authority to prom ulgate regulations 
to im plement this bill.

Section 29 -- clarifies that loans disbursed after June 30, 1993 will be obligated to pay 
interest during deferm ents as referenced in Section 5.

Section 30 -- provides for an im m ediate effective dale to prom ulgate regulations 
referenced in Section 28.

Section 31 -- provides for an effective date o f  this bill at the beginning o f  the fiscal year.

CONCLUSIO N

The Alaska Com m ission on Postsecondary E ducation and legislative s ta ff  o f  the office o f  
the G overnor supports I IB 257 and the direction it provides for fiscally-responsiblc 
m anagem ent o f  die Alaska Student Loan program  and the institutions benefiting from 
those funds. W ithout the provisions o f  this bill, the fu.:d w ill continue to erode and 
A laska’s credibility in the bond m arket will decline.

ghays'home'le'tuja 95PP.doc
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ACPE 1995 -1996 
OPERATION/SERVICE OBJECTIVES

The Alaska Student Loan Program (ASLP) is funded solely by corporate receipts. No general fund 
dollars have been appropriated to the program since FY 1992. As a result the Corporation has had to 
absorb losses due to the following statutory provisions:

• Interest paid by the State while borrower is in school and authorized deferred periods
• Forgiveness of principal and interest for eligible borrowers
• Payment of third-party collection vendors not recovered from defaulted borrowers
• Write-offs due to death, disability, and uncollectible loans
• Bond issuance costs paid from bond proceeds
• Difference between the yield on bonds outstanding (interest paid by the Corporation) and

the yield on loans in the portfolio (interest earned on loans in the portfolio)

Finally, the Alaska Student Loan Program has suffered for a number of years with serious problems 
related to its loan servicing system software. After serious audit deficiencies were identified and the 
ASLC lost its insurance on the 1993 student loan bonds, ACPE has taken dramatic steps to resolve 
its loan servicing system problems. This FY93 budget request, as well as ACPE’s 1995 Legislative 
Proposals, reflects the continuing effort of the commission to finally resolve these problems by 
meeting three major objectives in the coming year:

• To maintain a high level of customer satisfaction and service in the programs 
administered by the ACPE

• To enhance the financial stability now and for the long term in the ASLP
• To improve the ASLP loan servicing system to reduce defaults through enhanced 

repayment activity supporte uy a new up-to-date, fully automated loan servicing system

ACPE O bjective One: Maintenance of high levels of customer satisfaction and service

Over the past two years, ACPE has made major progress toward improving its customer service and 
overall program administration. Staff has been reorganized on a more horizontal and functional basis; 
'■'r-cedures have been revamped to improve efficiency and effectiveness; i  id changes to law and 
regulations that would improve program administration have been aggressively pursued. Outlined 
below are some of the major achievements in 1994 that have greatly contributed to ACPE’s improved 
levels of customer service:
• A New Executive D irector - Dr. Joe L. McCormick, Executive Officer o f the Corporation became 

Executive Director o f the Commission on December I, 1993. Dr. McCorm ick comes to the Corporation 
with more than 25 years o f experience in the student loan industry at both the national and state level.

• les truc tu ring Commission S ta ff - Since December 1, 1993, the Executive Director has taken the 
to I lowing actions:
• H ired an in terna l aud ito r to monitor all Commission functions and assess progress toward corrective 

loan servicing functions on January 18, 1994.
• H ired a new finance o ffice r to oversee the Commission’s accounting department in April o f 1994.
• Reassigned functions o f the Commission staff. Effective Ap ril 1, 1994 the commission was 

restructured and organized to maximize the efficiency and effectiveness o f the workforce and to 
“ flatten the organizational structure" o f the Commission sta ff as follows:
• Finance division includes the Finance Officer, accounting staff, administrative support staff, and 

personnel staff.
• Student Financial A id Program division directs all financial aid programs including the award 

function o f the ASLP, all institutional authorization and compliance functions, Veterans Affairs, 
special program, and all policy research functions.

ACI’ E
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• In fo rm a tion Support Services, a new division, directs all functions related to the management 
o f the information o f the computer mainframe and network o f the entire Corporation. In addition, 
this division is responsible for resolution o f special problems due to the 1991 computer 
conversion and records management functions.

• Loan Servicing division directs the communications between the borrowers, payment and 
deferment processing, forgiveness provisions, skip tracing, and collections on delinquent loans.

• Identified a solution to long standing ASLP loan servicing problems and now actively seeking funds to 
implement a permanent solution to a fu lly automated, up-to-date loan servicing system. (Tornl commission 
staff is 98 permanent positions and 6 temporary positions).

• Issued S50.0 m illion in student loan bonds fu lly insured by AM BAC (the 199J student loan bonds were 
uninsured).

• In itia ted a 72-hour turnaround time fo r processing ASLP applications (in prior years the commission 
took up to eight weeks to process loan applications).

• Backlogs in correspondence, processing deferments, and pa id -in -fu ll accounts have all but been 
elim inated.

• Telephone Service at ACPE has greatly improved to the point the commission now has a 98+% answer 
rate every month.

The FY96 Budget Request reflects a level of funding to allow the commission to maintain the high 
standards of customer service that have been implemented these past several months. Funds are 
requested to allow ACPE to install a 1/800 telephone number to assist borrowers who must 
communicate with our office. In addition, funds are requested to replace some very old modular 
furniture that now represents a serious work hazard to employees,

ACPE Objective Two: Enhance the financial stability and secure a strong fin.'jncial future for 
the program

New statutory authority will allow the Corporation to:
• Tie the interest rate on loans to the interest paid on bonds and the cost of servicing
• Restrict borrower's ability to receive a loan if previous loans were written off
• Restrict renewal of state occupational licenses for defaulted ASLP borrowers
• Receive an assignment of wages from borrowers with defaulted loans by a court of law

Proposed 1995 Legislative Proposals
• Increase loan limits for students
• Begin charging interest on loans during deferment periods
• Change the definition of default from 120 days to 180 days to be consistent with other

servicers in the industry and to allow for more time to perform due diligence on the loan
• Reduce the grace period from twelve months to six months
• Implement a required per loan minimum payment of $50 per month
• Reduce the military deferment period from six years to three years
• Change the language, a “guarantee fee" to a loan origination fee of up to five percent of the

loan amount. Fee used to offset losses due to death, disability and loan write-offs
• Alter the terms of repayment to allow for fifteen year repayment and a $50 minimum payment
• Allow student and family member to have both ASLP and FELP in same year
• Prohibit loans to incarcerated students
• Various technical amendments

ACPE
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ACPE O b je c tive Three: Im p rove loan se rv ic in g to reduce de fa u lts th ro u g h enhanced 
repaym en t a c tiv ity

The Comm ission 's most significant issue is to provide Alaska student borrowers an up-to-date, fully 
automated loan servicing system . The FY 96 budget has requested funding for a Capital Budget 
Request of 51.4 million to provide ACPE the necessary resources to implement a fully automated 
student loan servicing system . In December 1994, the Legislative Budget and Aud it Committee 
authorized ACPE 5250,000 to find the loan servicing software required to complete this effort. The 
capital budget request will provide the resources necessary to modify the software to the ASLP and 
implement the new system to a fully operational status as follows:

S 250,000 Personnel costs related to the hiring o f four temporary programm ing staff.
$ 5,050 Contractual services to assist with modification and conversion issues.
$ 1,144,950 Equipment costs to purchase hardware, software and installation services.

This project is vital to the Comm ission as the current software does not have the capacity to meet the 
needs of the Comm ission in properly servicing loans and will not meet future needs o f the Alaska 
Student Loan Program . Current system defic iencies include:

• Inadequate audit trails
• Labor intensive procedures requiring multip le screens to perform basic tasks
• Poor support o f interest accrual and billing cycles
• A collection module which cannot handle a large volume o f accounts
• Highly labor intensive, manual tasks required to service loans properly 

Inability to reconcile system transactions and verify accuracy o f data
• Maintenance of the current system is an unacceptable, high risk to the ASLC

ACi’E
Page 5

March 17, 1995



ALASKA COMMISSION ON POSTSECONDARY EDUCATION 
FY96 BUDGET SUMMARY AND COMPARISON

(Narrative Explanation of Budget Components to follow)

FY95 Budget FY96 Request
Operating Budget

General Fund:
WICHE Administration $79,000 $
WICHE Student Exchange 579,800 474 ,600
WAMI Medical Program 1,162,400 1,307,000
Federal Student Aid (State Match) 329,500 369,100

Total General Fund $2,150,700 $2,150,700

Corporate Receipts:
Postsecondary Commission: 

Program Administration $635,100 $717,900
Loan Operations 4,465,100 6,451,500
Data and Word Processing 843,700 —

Student Loan Corporation 382,200 —

Total Corporate Receipts $6,326,100 $7,169,400

Federal Funds:
Program Administration:

Veterans Administration $176,800 $148,100
State Postsecondary Review Entity 150,000 100,000

(SPRE) Program
Federal Student Aid (SEIG) 163,500 163,500
Governors Council on Vocational Ed. 160,700 160,100

Total Federal Receipts $651,000 $571,700

Total Operating $9,127,800 $9,891,800

Capital Pro jects (All Corporate Receipts): 
Intelligent Dialing System 
Expanded System Network 

and DP Enhancement 
Microfiche Replacement Equipment 
Feasibility Study 
Office Furniture 
New Loan Servicing Software

Total Capitol Pro jects 

TOTAL

$185,500 $

400 ,000 _
130,000 —
100,000 —

— 0
— 1,400,000

$815,500 $1,400,000

$9,943,300 $11,291,800
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ACPE OPERATIONAL BUDGET COMPONENTS
GENERAL FUND PROGRAMS

W ICHE (W este rn In te rs ta te C om m is s io n on H ighe r E duca tio n ) S tu d e n t E xchange P rog ram

The goal of this component is to provide professional education opportunities to Alaskan students in 
fields for which there are no programs operating in Alaska and to encourage them, through State labor 
data, to return and practice in Alaska. The Commission participates in three student exchange 
programs: Western Undergraduate (WUE), Professional Student (PSEP) and Western Regional 
Graduate (WRGP).

The Commission anticipates funding 15 continuing students and 15 new students in nine separate 
fields from an applicant field of approximately 98 students in the PSEP WICHE program. Total WICHE 
funds requested for FY96 is $474,600. The Commission anticipates passage of related legislation 
modifying the program to include physician assistant as a new field.

WICHE Changes from FY95 authorized budget requested in the FY96 Budget:
$ 79,000 Transfer the WICHE Administration component into this component 
$ 0 Line item transfer from grants to fund travel and supply expenditures
, 144,600) Transfer to the WAMI Medical Education component to cover the increase in the 

commission’s contractual obligation 
($ 39,600) Transfer of Federal Student Aid component to fund additional need-based awards

# W ICHE PSEP STUDENTS

120 vl

* Due to b u d g e t cu ts , no new p a rt ic ip a n ts are su p p o rte d in th e c u rre n t ye a r 1994-1995.

WAM I (W ash in g to n , A la ska , M on tana and Idaho ) M ed ica l E duca tio n

This program provides guaranteed access to a medical school for ten (new) Alaskan residents per 
year. The University of Washington School of Medicine (UWSM) acts as the regional medical school 
for Washington, Alaska, Montana and Idaho by reserving a predetermined number of class places 
each year. Alaska currently contracts and pays for thirty places, ten in each year of study. Students 
attend the first year of training at the University of Alaska, Anchorage campus before transferring to 
the University of Washington campus. Funding request for WAMI in FY96 is $1,307,000.
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WAMI Changes from FY 95 authorized budget:
5144,600 Transfer from the W ICHE Student Exchange component to cover the cost o f living 

increase in the Comm ission 's contractua l obligation.

# WAMI STUDENTS

89- 9 0 - 91 - 92 - 93- 94 - 95-
90 91 92 93 94 95 96

CORPORATE RECEIPTS

P rog ram A dm in is tra t io n  (FY96 funding request 5717,900)

This component has two goals: to provide overall adm in istra tion and policy direction to the 
Comm ission programs and sta ff and to exercise review and oversight o f postsecondary programs and 
institutions operating in the state, with the exception o f the University o f Alaska system . This 
component adm in isters the Veterans Adm in istra tion and SPRE program . In addition, the component 
conta ins funding for the Comm ission to set policy, the O ffice o f the Executive D irector to implement 
pclicy and the Institutional Authorization staff, which enforces the Comm ission 's regulations and policy 
directives. Sources of funding include corporate and federal receipts.

Changes from FY95 authorized budget:
S 0 Combination o f two part-time positions into one fu ll- tim e position.
5 0 Line item transfers to align federal authorization w ith expenditures.
582,800 Increase in Corporate receip ts to fully fund antic ipated expenditures based on

actual expenditures incurred in past years and antic ipated activity for the com ing 
year.

($78,700) Decrement in federal authorization to more closely re flect actual grant receipts. 

A laska S tu d e n t Loan O pe ra tio n s (FY96 funding request 56,451,500)

The goals o f this component are to provide low cost financing to the Alaska Student Loan Program 
(ASLP), disburse low -cost loans to elig ib le A laskans enabling them to pursue postsecondary 
education and tra in ing and to serv ice the outstanding loan portfo lio in a manner which maxim izes 
repayment to the Student Loan fund and protects the financial integrity o f the Alaska S tuden t Loan 
Program. This component is funded solely from corpora te receipts.

In FY96 the follow ing FY95 components were combined with this component in an effo rt to elim inate 
unnecessary components and to combine all re la ted activ ity into one component:

• Data and Word Processing
• A laska Student Loan Corporation

ACPI;
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O the r changes from the FY95 authorized budget:
S843.700 Transfer of Data and Word Processing component into this component.
S374.200 Transfer o f Alaska Student Loan Corporation appropriation to this component.
5250.000 Addition o f four CIP funded positions for implementation of the new loan servicing

system requested through a capital project budget.
5292.000 Funding for a 1-800 number for borrower use.
S 8,000 Increase in the cost of services to be provided by the Department of Commerce and 

Econom ic Development to implement new legislation passed in HB506. 
5218,500 Increase in other line item expenditures based on actual expenditures in past years 

and anticipated activity for the com ing year.

Federa l Funds

The Veteran Affa irs program and the State Postsecondary Review Entity (SPRE) are federal funds 
located in the Program Adm in istration component o f the ACPE budget. Under the VA program , ACPE 
certifies schools eligibility fo r VA benefits; in the SPRE program, ACPE acts as an overs igh t agency 
for the U.S. Department o f Education for all A laska Schools that participate in federal student aid 
programs.

The Federal Student Aid component includes the State Student Educational Incentive G rant program 
and the Paul Douglas Teacher Scholarship program . The State Studen t Educational Incentive Grant 
program utilizes federal and state funding to provide $1,500 need-based grants to eligible low-income 
students enrolled in full-time undergraduate programs. Each year approximate ly 1,400 students apply 
for this grant as it is the only need-based student aid program offered by the State o f Alaska. The 
Comm ission funded 319 grants in FY94 and anticipates funding 296 and 325 in FY95 and FY96 
respectively. The state matching fund request fo r FY96 is 5369,100.

The Comm ission acts as A laska 's adm inistrative and fiscal agent fo r the federal Paul Douglas teacher 
scholarship loan program. This program is funded exclusively by the federal government. The 
Comm ission provided seven loans in FY 94 and anticipates provid ing ten and eight loans in FY95 and 
'“ Y96 respectively.

Finally, the Comm ission acts as an adm in istra tor o f the federal funds allocated to the Governor's 
Council on Vocational Education. FY95 funding request is 5160,100. The goal o f the governor's 
council on Career and Vocational Education is to expand and improve the delivery o f vocational 
educational opportunities to Alaskan citizens.

Federa l Student A id Changes from FY95 authorized budget:
S39.600 Transfer from the W ICHE SEP to fund additional need-based awards 
(5600) Decrement in federal authorization tc more closely reflect actual grant receipts

ACPE
Page 9

March 17, 1995



ACPE FUNDING SOURCES 
ILLUSTRATED

FY96 BUDGET

$571,700 $1,757,000

$7,169,400

$2,150,700

□ General Fund

■  Corporate Receipts

□  Federal Funds

□  Capital Projects

FEDERAL FUNDS

$180,001 

$160,000 

$140,000 

$120,000 
$100,000 
$80,000 

$60,000 

$40,000 ■ 

$20,000 
$0

$148,100

VA

$100,000

SPRE

$163,500

so

SEIG

$160,100

GCVE

ACPE
Page 10

March 17, 1995



APPENDIX

1. Alaska Commission on Postsecondary Education Members

2. Alaska Student Loan Corporation Members

3. Alaska Student Loan Portfolio Analysis

4. History of Changes to the Alaska Student Loan Program
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GENERAL DUTIES AND RESPONSIB ILIT IES

A laska C om m is s io n on P o s tse conda ry E duca tio n (ACPE)

• Consumer Protection
Monitor school advertising and contracts w ith students.
Handle custom er complaints.
Help to assure loan/tuition re funds and student teach-outs when schools close.

• Institutional Authorization
Provide biennial review and re-authorization for approximate ly 100
postsecondary institutions.
Regulate program and degree offerings.
Approve institu tions for A laska and Veterans student loans.

• Student Financia ' Aid
Full-time, half-time, teacher scholarship, and fam ily education loans.
Special state and federal scholarship loans.
State and federal grants for low income students.
Tuition subsidy for professional programs not available in Alaska:
W ICHE Professional Exchange and WAMI Medical Programs.
Tuition breaks for Alaskans enrolled in certa in regional undergraduate and
graduate programs.

• State Postsecondary Review Entity (SPRE) Program to insure continuing availability of 
Federal Title IV elig ible Alaska . ‘utions

• Adm in istra tive support provided to the Governor's Council on Vocational Education.

A la ska S tu den t Loan C o rp o ra tio n (ASLC )(AS 14.42.200)

• Collect from a borrower amounts ow ^d with respect to a student <oan the corporation
has purchased or originated.

• Service student loans held by the Corporation.

• Enter into agreements with the federal government, including guaranty agreements and 
supplemental guaranty agreements as described in the United States H igher Education 
Act o f 1965.

• Adm in is te r federal dollars allotted to the state involv ing insured student loans and 
related adm in istra tive costs and other matters.

• Borrow money to carry out the purpose of the corpora tion and issue obligations as 
evidence o f the borrow ing.

• Invest o r re invest money held by the Corporation.

• Gather information on student loans available to residents o f Alaska and dissem inate 
the information to reasonably assure tha t qualified residents are aware o f financial 
resources available to those attending or desiring to attend institu tions for which the 
corporation can make loans.

• Enter into agreements with the A laska Comm ission on Postsecondary Education 
relating to student loans, the adm in istra tion o f the studen t loan fund, and the payment 
of and security for bonds of the corporation.
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ALASKA STUDENT LOAN PROGRAM

PORTFOLIO 
CHARACTERISTICS

March 1995 
(revised 3-17-95)
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Fund H istory
The Alaska Student Loan Coiporation (Corporation) was created in 1987 through an act o f the Legislature. A 
public corporation and a governmental instrumentality, the corporation was specifically established for the. 
purpose o f financing student loans through the issuance o f bonds, notes, or other debt instruments.

The corporation must determine the funding for Alaska student loans on an annual basis. The Alaska Student 
Loan Fund consists o f a blend o f funds from tax-exempt bonds, loan repayments and prior years State o f Alaska 
general fund support. Repayments are used to make new loans, to pay debt service on the outstanding bonds, 
and to pay operating expenses o f the Corporation. The chart below illustrates the amount o f previous bond 
issuance by the Corporation.

1988 1989 1990 1991 1992 1993 1994

Year

S ta te  A p p r o p r i a t io n s  to  A S L P

Smillions

Year est.
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The 1994 Bond Issue:
The 1994 offering was viewed by all parlies as successful with ASLC incurring favorably low debt service 
costs. In comparing, the Series 1994 bonds with the 1993 issue, it should be noted that AMBAC agreed to insure 
the 1994 issue after refusing to insure the 1993 bonds. AM BAC ’s participation in the 1994 issue was primarily 
due to their confidence in the new senior management’ s ability to rectify the servicing difficu lties which have 
persisted over the years. Even though the 1994 issue was offered during weak market conditions, the true 
.merest costs (TIC) o f the transaction was among the lowest ever achieved. See Chart A below. In addition, the 
1994 underwriter’ s discount compared favorably to discounts previously paid by the corporation (competitive 
or negotiated) and resulted in an aggregate discount ofS449,500 versus the budgeted discount o f S750,000 
producing a savings o f S300.500. See Chart B for a summary o f the corporation’s historical bond insurance 
costs.

C HART A
TRUE INTEREST COST on ASLC BONDS

CHART B 
ASLC BOND INSURANCE COSTS 

(per S I,000 in bonds)

14.00

12.00 
10.00
8.00 
6.00
4.00

2.00 
0.00

Overco lla te ra lization o f the Alaska Student Loan Fund - One o f the questions most frequently asked about 
the Alaska Student Loan Program has to do with its financial solvency and ability to retire the bond debt that 
now exists in the loan fund. The follow ing summary clearly indicates that the total assets o f the ASLP Loan 
Fund remain at over twice the amount o f student loan bond debt to be retired. The tremendous support o f the 
Alaska Legislature in the early years o f the loan program created this highly overcollateralized fund. However,
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since 1992 no G enera l  F und  R evenue  has been appropr ia ted  to the A S L P . In o rder  to rem ain  financially 
solvent,  the A S L P  will have  to con tinue  to e lim inate  certain losses to the loan fund due to lost interest, defaults, 
and  forgiveness benefits . T he  A C P E  1995 Legislative P roposa ls  and the F Y 96  budge t plan are designed  to 
secure  the future financial so lvency  o f  the A SLP.

Summary o f Overco lla te ra lization o f the Alaska Student Loan Fund

1994 1993 1992 1991

L oans receivable 490 ,615 ,743 486,836,311 483 ,959 ,466 479 ,681 ,427

Less a llow ances  for: 
D oubtfu l Loans: 
Forgiveness

96 ,503 ,198
12.880.026

93 ,158 ,000
18.709.788

100,534,190
26.385.723

102,144,000
29 .588.948

Net L oans receivable 381 .232 .519 374 .986 .523 357 .039.553 347 .948 .479

Cash and equivalen ts 13,185,091 8,146,615 11,083,015 5,584,929

Inves tm ents  held by trustee 87 .239 .970 70 .951 .944 42.701.143 69 .222.894

100.425.061 79 .09 8 .5 5 9 53.784.158 74.807.823

T otal assets 4 81 .6 5 7 .5 80 454 .0 67 .0 82 410.823.711 422 .756 .302

B onds payable ,  net o f  bond  discounts 2 16 ,8 89 ,5 40 188,407,638 150,988,410 156,032,505

Total Assets N e t  o f  Loan 2 ,2 2 %  2 ,4 1 %  2 ,7 2%  
A llo w an ce /B o nd  payable

(ratio  is show ing  that o u r  assets bv  far exceed  bo nd s  payable)

2 . 7 |%

Total Assets to Total Bonds Payable Compared

$500,000,000

$450,000,000

$400,000,000

$350,000,000

$300,000,000

$250,000,000

$7.00,000,000

$150,000,000

$100 ,000,000
$50,000,000

$0
1994 1993 1992 1991

□ Total a s se ts  

■  Bonds Payable
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Alaska Student Loan Volume - the level o f lending in the ASLP for the past several years has remained stable 
in the S50.0 m illion range. A ll demand for ASLP loan s has been met each year. The chart below illustrates the 
loan activ ity since PY88.

ASLP Loan Vo lume
68.6

Profile o f the 1994 Alaska Student Loan Portfo lio

Type o f Students Number o f Students To ta l S Loans 1994 Average Lpan_per
Borrower

Undergraduates 11,418 545,181,000 Sj ,956
Graduate 1,075 55,065,000 54,712
Total 12,535 550,246,000 S4,022

Residency Tota l Portfo lio Undergraduates Graduate
In-state 62.6% 65.5% 32.3%

Out-of-state 37.4% 34.5% 67.7%

T ype o f Students Tota l Cumulative 
ftStudents

Total
Undergrad
Graduate

208,772
190,285
18,487

To ta l Cumulative 
SDollars

5830,076,741
5740,679,840
589,396,901

Percentage

52.2%
55.4%
23.5%

Out-of-S tate
Students
Percentage
47.8%
44.6%
76.5%
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Average ASLP Loan

Undergrad Graduate All Students

Cumu lat ive ASLP Loan Vo lume

900 0 0 0 0 0 0
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600 0 0 0 0 0 0
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300 00000 0
200000000
100000000

0
Undergrad Graduate All Students

1994 B o rrow e r R es idency

Alaska Out of State
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The Permanent Fund Dividend - According to AS 43.23.065 (b)(3) to satisfy the balance o f a defaulted loan, 
the Commission can garnish an Alaskans Permanent Fund Dividend. The Alaska Permanent Fund is a fund 
held and managed by the state which was established by an amendment to the constitution o f the State in 1976. 
The Alaskan Permanent Fund may be taken to satisfy the balance o f a defaulted loan. Through this 
garnishment process, approximately 33.5 m illion dollars have been garnished since 1987, from defaulted 
borrowers. During dividend year 1994, to dale, 4.83 m illion has been collected.

Permanent Fund Dividend Garnishments

Conn Forgiveness Provisions - A rather unique feature o f the Alaska Student Loan Program is that loans made 
prior to July I. I9S7 are eligible for forgiveness benefits. I f a borrower completes the program o f study for 
which a loan is made and then lives in Alaska after completion o f study, the borrower may be eligible to have 
up to 50% o f the loan forgiven (canceled). Forgiveness benefits are earned in 10% increments for each year o f 
residency after the second year follow ing completion o f study.
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i - Since its inception, the Alaska Student Loan Program has been based 
upon a revolving fund with loan repayments and proceeds being used for loans in subsequent years. Since 
1976-77, student loan borroweu have repaid over 362 m illion. The annual and dramatic growth in repayment 
is presented graphically below.
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Student Loan Collection Agency Recoveries - Collection contractors have been utilized since September 
1984 to provide debt collection services to the Commission on accounts which have reached at least 120 days 
past due. The contracts are contingency fee based, covering the cost o f pursuing collection o f defaulted loans, 
including skiptracing, legal fees,.. J  judgment enforcement. Four collection contracts between the 
Commission and private contractors are currently in effect. The Commission recently solicited bids for 
additional contractors, with additional emphasis on skiptracing. Three new nationally known collection 
agencies w ill be added tentatively set by March 1, 1995. A table summarizing the recovery on accounts by 
private vendors since 1984-85 follows:

Student Defaulted Loan Recoveries from Collection Agencies
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ASLP Default Experience - The ASLP's default rate has been unusually high during the past five years with 
default rates ranging from 22 to 26%, During this pas' year the default rate dropped below 20% and was 19.3% 
as o f June 30, 1994. This decline is due in part to our increased collection efforts and in part to the steady 
increase in the numbei o f borrowers entering repayment. The default rates illustrated br'ow are cumulative 
rates calculated on the total dollars that have defaulted since inception o f the ASLP as a numerator and the total 
outstanding principle balance o f loans in the portfolio minus loans “ in-school” or "in-grace” status as a 
denominator.

Alaska Student Loan Program Default Rates

Year
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HISTORY OF CHANGES TO THE 
ALASKA STUDENT LOAN PROGRAM

1968
♦ Adm in istered by the Departm ent o f  Education
♦ M axim um  loan  am ount S 5 0 0  per year up to fo u r years
♦ N on-in te rest bearing
♦ Forg iven  at the rate o f  $ 5 0 0  fo r  each s ix  m onths student liv e s  in A la ska  a fte r com p leting 

studies

1970
♦ M axim um  loan  am ount increased to $ 7 5 0
♦ Fo rg iven  at a rate o f  $ 7 5 0  fo r  each fu ll yea r student liv es in A la sk a  a fte r com p le ting  

studies

1971
♦ F ram ew ork  fo r  current student loan p rog ram  estab lished
♦ Created the Scho la rsh ip  R evo lv in g  L oan  Fund
♦ M axim um  loan  am ount o f  $ 2 ,5 0 0  fo r undergraduates, $ 5 ,0 0 0  fo r  graduates
♦ Interest rate o f  5%
♦ Forg iveness o f  up to 4 0 %  at the rate o f  1 0%  fo r  each y e a r student rem ains in A la ska  a fte r 

com p leting  studies

1974
♦ A laska  C om m iss ion  on Postsecondary Education  created and charged w ith adm in istering 

the p rogram
♦ Scho la rsh ip  R e v o lv in g  L oan  Fund estab lished as se lf-su pp o rt in g  un less funds needed 

from  genera l fund
♦ M em oria l Scho la rsh ip  L o an  Fund created

1 978
♦ M ax im um  undergraduate loan  am ount increased to $ 3 ,0 0 0

1981
♦ M ax im um  loan  am ount increased to $ 6 ,0 0 0  fo r  undergraduates, $ 7 ,0 0 0  fo r  graduates
♦ Forg iveness am ount raised to 5 0%

HISTOR Y OF CHANGES CONTINUED...

1984
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'1991
I ♦ A la sk a  H a lf-T im e  Loan  P rog ram  estab lished

1993
♦ Guarantee fee o f  1%  estab lished

1994
♦ V a riab le  interest rate estab lished
♦ N on -renew a l o f  occupationa l licenses to de fau lted  b o rrow e rs un til d e fau lt re so lved .
♦ B o rrow e rs  have the op tion  o f  conso lida ting  m u ltip le  loan s in to a s ing le  lo an  o r  to 

conso lid a te  loan s made to m arried  bo rrow ers . T he new  interest rate is the w eighted 
average o f  the respective loans.

♦ F am ily  Education Loans m ade m ore accessib le to A laskan s w ish ing  to b o rrow  on b eh a lf 
o f  a ch ild  o r  spouse.

D e fau lted  b o rrow e rs  sub ject to wage garn ishm ent as a part o f  any ju d gm en t issued Loan  by
the courts .
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EXECUTIVE SUMMARY

The A laska  Comm iss ion  on Postsecondary Education (A C P E  o r  the Comm ission ) has 
been p rov id ing  educational loan assistance to A laska residents since 1974. D u r ing  the 
1993  - 1994  academic year, A C PE  originated 13 ,289  loans. ACPE 's operating center is 
located at 3 0 3 0  V intage B lvd . ,  Juneau, with a small orig ination stafFin Anchorage. The 
comm iss ion cu rren t ly  services an active p o r t fo l io  totaling approximate ly $ 5 0 0  m il l ion  fo r  
9 5 , 0 0 0  b o r row e rs  with a servicing s ta f f  o f  90.

A C P E  administers several student loan programs. The largest p rog ram  is the A laska 
Student L o an  P rog ram  (A S L P ) .  A S L P  differs f rom  the Federa l Fam ily Education Loan  
P ro g ram  ( F r E L P )  in that the federal government is not reinsuring these loans. The re fo re , 
A C P E  is not subject to the same due diligence requirements as the participants in the 
F F E L P .  The  A laska loan programs are cu rrently funded through tax exempt revenue bond 
issues. The  loans are granted to A laska residents attending post secondary education 
facilities based upon the students' financial need.

A s part o f  the requirements to obtain funding through bond issues, A C PE  contracted to 
have a comp liance and operationa l review pe rfo rm ed on the loan servicing. This 
compliance and operationa l review was conducted in March 1993. This review found the 
loan p o r t fo l io  was subjected to significant risk due to the fo l low ing  operationa l 
deficiencies:

■ E r ro n e o u s  record keeping
■ Insu ffic ient audit trail
■ Business interruption potential
■ Inadequate support f o r  management decisions
■ E r r o r s  o f  om ission o r  commission
■ Excess ive costs o r  deficient revenues
■ L o s s  o; destruction o f  assets
■ Unach ievab le  p rog ram  objectives

As a result o f  this review, a total o f  53 findings and recommendations were made to 
A C P E .  Add it iona lly , the Commission's bond insurer withheld insurance coverage on all 
bonds issued f o r  funding the 1993 /94  academic year.

A  fo l low -u p  rev iew  was perfo rmed in June 1994  to eva'uate the progress that A C P E  has 
made tow ards  improv ing operations and implementing the recommendations. T h e  results 
o f  the rev iew  were as fo l low s :

■ The Comm iss ion  has made significant p rogress implementing recommendations 
and improv ing the quality o f  the opera tions

p The  Comm iss ion  has implemented 2 9  o f  the 53 recommendations
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As a result o f  the improvements made, the bond insurer is providing insurance coverage o f  
bonds issued fo r  funding the 1994 /95  academic year.

Current Operations and Software Environment

A C PE 's  operating s t a f f  have made significant p rogress in resolving p rob lems associated 
w ith the conversion . Under the leadership o f  the new Executive D ire c to r ,  K P M G  believes 
A C P E  is well on the way toward achieving its goa ls and objectives. H ow eve r ,  the lack o f  
functiona lity in the current servicing system is an obstacle preventing the Commission 
f r om  fu l ly  realizing its program objectives and meeting b o rrow e r needs. The key issues 
include:

a The current so ftw are system does not meet the functional needs o f  the s ta f f
■ Pe rfo rm ing routine tasks is labor intensive, requiring too  many s ta f f  who cou ld  be 

utilized in o ther areas
■ B o r r ow e r  status management, skip tracing, and co llections do not have adequate 

system support to be effective
a Internal con tro l and accounting weaknesses o f  the system are a m a jo r risk to the 

Commission's assets

T he  loan servicing so ftw are is the primary cause o f  the prob lems stated above fo r  three 
reasons:

1. A s a result o f  conversion prob lems and certain modifications to the In fo rmat ion  
Associates ( IA )  system, the so ftw are contains numerous e r ro rs  which prevent p rope r 
processing. These e r ro rs  have forced the Comm ission to bypass certain features o f  the 
system, such as delinquency notice generation, to avoid adverse ly affecting bo rrowers .

2 . F rom  a functional standpoint, the so ftw are has m a jo r  shortcom ings including:

■ Inadequate audit trails
■ L ab o r  intensive procedures requiring multip le screens to pe r fo rm  basic tasks
■ P o o r  support o f  grace/post deferment grace period interest accrual and billing
■ A co llection modu le  which cannot handle a large vo lum e o f  accounts

3. F rom  a techno logy standpoint, maintaining the system ove r  the long te/m is 
p rob lematica l.

4



The scope o f  K P M G ’s feasibility study included a review o f  the current systems and 
opera ting environments, needed mod ifications to improve  ACPE 's  perfo rmance , and 
a lte rnative systems so lutions.

K ^ M G  was first requested to review the current system and operating environment. In 
this section o f  ou r  rev iew  we conducted on site research consisting o f  reading pr io r 
rev iews and eva luations performed at A C P E  to determ ine known weaknesses in the 
systems environment and met with systems and functiona l experts within A C P E  to 
eva lua te specific areas o f  the systems environment. The specific areas included:

-  L o an  orig ination
-  D isbursement
-  Scheduling
-  T rack ing  payment arrangements
-  B i l l ing
-  Payment processing
-  D ue  diligence
-  Co l lec t ions
-  Forg iveness
-  B o r r ow e r  tracking
-  Student status tracking
-  De fe rm en t processing
-  R epo rt ing
-  Funds reconciliation
-  E lec tron ic  funds transfer
-  L oan  conso lida tion

Second ly , K P M G  was requested to rev iew  the needed modifications (and their associated 
costs ) to the ACPE 's  systems and opera ting environment to improve  the services it 
de livers. F o r  the functiona l areas defined above  which have some o r  m a jo r  systems o r  
opera t ing deficiencies, we perfo rmed an analysis o f  the needed modifications to cure these 
deficiencies. W e  met with designated specialists f rom  A C P E  to determine the additional 
ha rdware  and/o r so ftw a re  requirements to support the function as we ll as an estimated 
cost f o r  purchasing such support, the estimated number o f  man hours fo r  development, 
p iog ram m ing , testing and implementation as well as an estimated cost per man hour, and 
the estimated time frame fo r  implementation.

Th ird ly ,  K P M G  was requested to rev iew  o the r systems so lu tions to find out which could 
be m o re  cost effective and cou ld p rov ide  the needed improvements . W e  looked  at the 
fo l low in g  alternatives as possible so lu tions : fixing the current in-house system, 
contract ing with facilities management g roup , remote servicing o f  the po rt fo l io ,  and 
ou tsou rc ing  all servicing o f  the po rt fo l io .

Last ly , K P M G  was requested to rev iew  the adequacy o f  the ACPE 's  opera tions 
environment to determ ine: i f  the interre lationships o f  each functional g roup  within A C PE
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prov ides an efficient and logical f low  f o r  pe rfo rm ing their set o f  functions; i f  the tasks 
p e r fo rm  by each functional g roup  are log ica l ly  re lated and appropria te to  the function o f  
each g roup ; and i f  each functional g roup  has the necessary structure, con tro ls  and 
pe rfo rm ance standards to achieve their goa ls and ob jectives.

Recommendation

A C P E  does not have the resources with the right skil l sets to timely implement the 
necessary changes to the current servicing system. Ou tsou rc ing  the servicing to an 
existing student loan servicer is the most attractive a lte rnative so lu tion f rom  an econom ic 
viewpoint. The A laska Student Loan  P rog ram  (A S L P )  dif fers f rom  the F F E L P  in the 
requirements f o r  loan orig ination, co llections, and claims processing. These differences 
w ou ld  cause con fus ion to the loan servicing s ta f f  accumstomed to on ly  dealing with 
F F E L P  loans. W e  believe the Comm ission may experience start up p rob lem s and 
b o r row e r  complaints by selecting ou tsourc ing as an a lte rnative so lu tion . T imesharing is 
not considered to be a viable alternative due to the increased opera ting costs and time 
requirements to implement custom ized p rog ramm ing requirements.

W e  be lieve A C P E  should consider purchasing a loan servicing system capable o f  being run 
on  the D iv is ion  o f  In fo rm at ion  Services computers . A C P E  should use the functional 
specifications, provided in the appendix o f  this report , as a base to determ ine which 
so ftw a re  package fits their needs. It is unrealistic to  assume that a generic loan servicing 
so ftw a re  package will fit all o f  the processing needs. The re fo re ,  in fo rmat ion  technology 
compan ies which purchase so ftware packages have adopted the S 0 % / 2 0 %  concept. I f  the 
package will fill 8 0 %  o f  the critical processing needs, the company will purchase the 
package and p rog ram  the remaining 20%
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SYSTEM BACKGROUND

The  current loan servicing system was purchased f rom  IA  in 1990. Du ring  the same time 
frame , A laska was conso lidating much o f  the state's data processing on Amdahl 
equipment. ACPE 's  o ld loan servicing system operated in a D ig ita l Equipment 
C o rp o ra t ion  operating environment. A C P E  contracted with C O M R IM  Systems, Inc. to 
custom ize the IA  loan servicing system to fit their new operating environment. C O M R IM  
dec lared bankruptcy p r io r to the completion the contracted w o rk  with A C PE . The 
Comm iss ion  decided to convert the loans to the new system without running paralle l with 
the o ld  system. The fo l low ing  are m a jo r issues that developed f rom  the conversion :

■ A C PE  or ig ina lly  thought 7%  o f  all loans we re  converted in e r ro r ; however, the 
extent o f  the e r ro rs  were under estimated. 33 separate convers ion issues have 
been identified and to date approx imate ly 7 man years have gone into fixing these 
conve rs ion  issues

■ The conve rs ion  has never been reconciled to general ledger records
■ Num erous accounts were converted with incomplete data. A C P E  had to devise 

methods o f  identifying these accounts to prevent normal processing. In do ing so, 
the intended use o f  some data elements have been changed

■ System prob lems related to de ferred accounts affected the accuracy o f  balances fo r  
approx imate ly  1 7 ,0 0 0  accounts

■ The conve rs ion  clean-up process hindered normal operations. Severe delays and 
back logs deve loped in answering ca lls/correspondence and basic processing o f  
fo rms, payments, etc.

M a j o r  Sys tem  Issues

T he re  were a number o f  b o r row e r  accounts converted with e r ro rs  o r  missing data. 
Add it iona l processing e rro rs  occurred immediately a fte r conversion due to the lack o f  
kn ow ledge  on how  the servicing system operated. This further degraded the integrity o f  
the b o r row e r  in fo rmation  on the servicing system. These two fac to rs  caused the 
opera tions s ta f f  to  lose confidence in the servicing system and the integrity o f  the loan 
data. The s ta f f  began to deve lop  manual p rocedures to  circumvent the system as opposed 
to learning what the system cou ld do. The  combination o f  convers ion issues and manual 
processing has caused billing and other account e r ro rs  to come to the borrower's attention. 
Th is  has created a ripple effect o f  b o r row e r complaints and additional stress on the 
servicing staff. Special pro ject resources have been devoted to cleaning up the conversion 
e r ro rs .

T he  system documentation is the orig inal narratives purchased f rom  In fo rmation  
Associates . M any modifications to the original systems have been implemented; however, 
the system documentation has not been maintained to reflect these changes. The  A C P E  
s t a f f  does not k n ow  which source prog rams are necessary to maintain the servicing system 
and, in some cases, which source p rog rams are necessary to reconstruct an on-line 
p rog ram .
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The system functions as a repository fo r  loan data with ve ry little automated functionality. 
The majority o f the loan servicing tasks are performed manually. L oan  balances a fte r a 
misapplied payment, N S F  check, interest rate increase, retroactive deferment o r  
fo rbearance are manually calculated by customer service representatives and entered into 
the system. AJmost any change in the borrower's status a lso requires manual intervention. 
In  some cases these calculations are pe rfo rmed with the aid o f  a ca lcu lator o r  spreadsheet; 
however , the accuracy o f  these calculations are not verified. This manual processing 
circumvents the internal contro ls inherent in most automated systems.

The IA  system was designed to service campus based loan programs fo r  twenty to twenty- 
f ive thousand bo rrow ers . The system was not meant to service a po rt fo l io  as large as 
ACPE 's . One schoo l using the IA  system is servicing th irty- five thousand bo rrow ers  and 
they have experienced s low  system response times and degraded system performance.
The system's pe r fo rm ance is customized to take advantage o f  the D E C  operating 
environment and operates in a degraded mode on the Amdahl equipment. A  degraded 
response time will not support A C PE  expected service levels. The response time fo r  
co llec tion  in fo rmation is so s low  that the co llections department relies on batch reports  to 
schedule w o rk  rather than the on-line system.

The orig ination system and the loan servicing system are on ly loose ly  interfaced. When 
new awards, cancellations, o r  refunds occur, the A C P E  s ta f f  must make sure that this 
activity is reflected by the borrowers' status in the servicing system. Additiona lly , the 
system is not interfaced to the general ledger system.

The A C P E  s ta f f  is required to access multiple screens to complete normal processing 
tasks. This negatively impacts the efficiency and effectiveness o f  the s ta f f  and b o r row e r  
services levels.

Necessary System Improvements

The fo l low ing  is a list o f  system changes that needs to be implemented i f  A C PE  plans to 
continue servicing b o r row e r  accounts on the current vers ion o f  the IA  system:

■ Upda te  the existing system documentation to re flect which source programs are 
cu rren t ly  used. Additiona lly , document how  the modu les are linked rq  fo rm  
executab le p rog rams production . This will help increase the system know ledge base 
and shorten the time to implement needed system changes.

■ Expand the Institution Budget segment o f  the F A M -A ID  data base to accommodate 
mu ltip le schoo l budgets per loan p rog ram  fo r  undergraduate and post graduate w o rk . 
Additiona lly , the attendance dates should be used to edit the disbursement dates fo r  
reasonableness. These changes will improve the orig ination process by eliminating the 
s t a f f s  re liance and maintenance o f  this in fo rmation  on ro lo d ex  cards. Additiona lly ,
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these modifications will help to ensure the p rope r timing and amounts o f  
disbursements,

■ P rov id e  fo rw a rd  and backward sc ro l l ing o f  the schoo l segment o f  the S Y S T E M -C N T -  
F I L E  and p rog ram  edits o f  the schoo l file to meet eligibility requirements. This 
modification will im prove the maintenance o f  the schoo l in formation file and ensure 
loans are granted to students attending eligible schoo ls .

■ Establish edits to the L M S  system to determine the number o f  loan years p r io r to 
awarding a new loan. This modification will p rov ide an automated contro l to comply 
with the established limit o f  granted loans.

■ Estab lish edits o f  the L M S  system to determine that a bo r row e r is not delinquent in 
loan  payments p r io r  to awarding a new loan. This modification improves the 
efficiency by prov id ing automated compliance with the program  requirement.

■ Establish edits o f  the bad address indicator p r io r  to  awarding a new loan. This 
automated con tro l will improve co llection activities th rough ensuring the quality o f  the 
bo rrower's demographic data.

■ Curren t ly  the system will a l low  access to on ly  15 screens o f  anecdotal notes. P rov ide  
fo rw a rd  and backward scrolling o f  the entire anecdota l file. This modification will 
improve  the process o f  making decisions on co llections and status changes.

■ P rov id e  the capability to capture application in fo rmation f rom  the Federa l F o rm  -
M u lt ip le  Data En try  process. This mod ification will improve the quality o f  the 
b o r row e r  data, reduce the data entry e f fo rt , and improve the Commission's ability to 
reach needy bo rrow ers .

■ P ro v id e  the capability to refinance loans and maintain an audit trail o f  this activity.
This modification will provide the Comm iss ion with a to o l to combine loans and ease a 
bo rrower's  payment obligations.

■ D eve lo p  automated procedures to handle va rious loan types with d iffering repayment 
terms. The system should au tomatica l ly set up the repayment terms, first payment due 
date, and p rov ide a p rope r truth in lending disc losure,

■ P ro v id e  the capaoility to produce d isc losure statements on demand w ithout affecting 
the terms o f  the loan. Additiona lly , the d isc losure statements should p rope r ly  disc lose 
the interest begin date and the amount o f  interest accrued during the period o f  post 
deferment grace.

■ P rov id e  an automated interface to the genera l ledger system, A K S A S .  This will 
facilitate the balancing and reconcilia t ion o f  accounting activity.
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P ro v id e  E lectron ic Funds T rans fe r support as an a lternative to cutting disbursement 
checks to bo rrow e rs  attending vo lume schoo ls . This w :!I reduce the cost o f  
disbursement activity.

U se  a combination o f  anticipated graduation date and student status verification with 
the schoo l to au tomatica l ly convert bo r row ers  into repayment. This eliminates the 
need to manually change the borrower's status each academic year and will improve 
co llec tion th rough timely conversion to repayment.

P rov ide  the capability to accelerate payment o f  the bo rrower 's  debt at defau lt and 
change the interest rate on defaulted loans. This will p rope r ly  record the total 
bo rrower 's  indebtedness.

P ro v id e  a means to back out misapplied o r  N S F  payments and to au tomatica l ly  reapp ly 
payments ca lculating the co rrect interest and principal balances. This will improve  the 
timeliness o f  correcting the b o r row e r balances by reducing the manual process o f  
reapp lying payments.

The payment application a lgorithm shou ld be changed to handle payments less than 
and greater than the normal monthly payment amount. Payments shou ld be first 
applied to bring the b o r row e r  current. M u lt ip le  partial payments should be combined 
to fo rm  a full payment and reduce the de linquency by the number o f  fu ll payments 
received. Payments g reater than the no rm a l month ly payment amount should be 
applied to the outstanding principal balance. The system should also have the 
f lexibility to pay the bo rrower's  account into the fu tu re when the b o r row e r  has 
indicated that is the intent o f  the overpayment.

Re-activa te  the automated sixty day and ninety day de linquency letters. This will 
ensure timely co l lec tion  activities and im prove  co llec tions on delinquent accounts.

P ro v id e  a check digit routine fo r the b o r row e r ’s social security number to reduce the 
number o f  payment posting errors .

T he  system does not maintain audit trails o f  changes to critical moneta ry and non­
m oneta ry  fields. D u e  amounts, interest rates, graduation dates, month ly payment 
amounts , and b o r row e r  demographic in fo rmat ion  are specific areas o f-concern . When 
critical moneta ry  and non-monetary data elements are changed, p rov ide an audit trail 
including the in fo rmation  that was changed.

Additiona l payment transaction codes are needed to identify payments from  
garnishments and bankruptcy trustees. B y  identifying these payments separately,
A C P E  can avo id an e r roneous status change to the bo rrow er 's  account.

T he  data and processing needs o f  each opera tiona l area should be reviewed and 
screens designed to op tim ize inquiry and maintenance o f  the bo rrower 's  account.



■ The word  processing function should be modified to either a l low  fo rm  paragraphs or 
to custom ize the text po rt ion  o f  the letter, a l low ing more than two lines o f  text. 
Additiona lly , the system should calculate b o r row e r  level financial in formation and 
insert this i . fo rm ation  into the letters.

■ The system does not p rov ide management in fo rmation on departmenta l backlogs, 
emp loyee pe rfo rmance , o r  a l low  one to anticipate staffing levels. Additiona lly , ad hoc 
reporting requires assistance fo r a lready strained data processing resources. 
Additiona l management reporting should be deve loped o r  so ftw are implemented to 
support ad hoc report ing by the operating staff.

System Support  Matrix

The  fo l low ing  pages contain a summary a” d detail matiix  which defines the level o f  
su ff ic iency o f  the system support. F o r  each function, the matrix is divided into liability 
potentia l, systems, manual, and internal contro l.

L iab i l i ty  Potentia l

L iab ility  potentia l is defined as the potential financial exposure i f  m a jo r e rrors go 
undetected. This perspective is drawn from  the possible liability, vo lume, and relative 
comp lex ity  o f  the task. The possible ratings include:

1 H igh Liability
2 M ed ium  Liability
3 L o w  Liability

Systems

The  effectiveness and the functiona lity o f  the current system(s) supporting the activity in 
question The possible ratings include:

1 M a jo r  System  Deficiencies
2  Som e System  Deficiencies
3 Few  o r  N o  System Deficiencies

M anua l

T h e  effectiveness o f  the current manual p rocedures supporting the activity in question. 
T he  possib le ratings include:

1 D if f icu lt tasks with no documented procedures
2 Medium  difficu lty tasks with little o r  no documented procedures
3 Limited tasks and/o r well documented procedures
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C on t ro ls

T he  degree to which adequate contro ls  are in place to monitor the effectiveness o f  the 
current system and manual procedures. The possib le ratings include:

1 L itt le  o r  no con tro ls  in place
2 C on t ro ls  in place to identify on ly  m a jo r  prob lems
3 E ffec t ive  combination o f  Detective and preventive contro ls  are in place

T he  tota l scores fo r  each area is used to determine the priority that should be given to 
enhancing the processing o r  improving the existing contro ls . The pr io rity levels are 
assigned as fo l low s :

'' Priority : Total Score
1 1  m  v 1:yŷ

High P r io r i ty 4 - 7
Medium  Prio r ity 8 - 9
L o w  Prio rity 1 0 - 12
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A L A S K A  C O M M I S S I O N  O N  P O S T S E C O N D A R Y  E D U C A T I O N

D E T A IL E D  FUN C T IO N S

U r e a  o k

PROCESS
LIA.
POT. SYS. MAN.

INT.
CON.

TOT
SCORE

GENERAL
COMMENTS

Hardware 2.00 3.00 3.00 2.00 10.00 ACPE Relies on Division of Information Services
Systems Controls 2.00 3.00 3.00 2.00 10.00 ACPE Relies on Division of Information Services
Job Production 2.00 3.00 3.00 2.00 10.00 ACPE Relies on Division of Information Services
Disaster Recovery 1.00 1.00 1.00 1.00 4.00 Non existent: ACPE relies upon the State Division of Information Services
interfaces LOO 1.00 2.00 1.00 5.00 None to GL or even between some system functions
Phone Svslnm 3.01 3.00 3.00 3.00 12.00 Switch and ACD in use
Auto Dialers 3.00 3.00 3.00 3.00 12.00 Not in place - volume of outgoing calls low
Voice Response Tech. 3.00 3.00 3.00 3.00 12.00 Not in place - volume of calls low
Microfilming 2.00 1.80 2.00 2.00 7.80 Microfiche used

Document Control 2 00 1.00 2.00 1.00 6.00 No backup of master, No system updates which note document location or filming
System Tracer It's 2.00 1.00 1.00 1.00 5.00 No tracer numlrer used; documents, stored by borrower name reverse SSN
Turnaround Time 2.00 3.00 3.00 3.00 11.00 Outside processor

Retrieval 2.00 1.00 3.00 3.00 9.00 Manual - Microfiche
Quality Control 2.00 3.00 1.00 2.00 8.00 Fichc is spot checked for quality

Mail Stirling A Distribution 2.67 1.67 1.67 2.33 8.33
Dntc &. Time Stamp 3.00 1.00 1.00 2.00 7.00 Date Stamp Only

Hatch & Distribution 2.00 1.00 1.00 2.00 6.00 No Hatch Control in the Mail Room Operations
Turnaround 3.00 3.00 3.00 3.00 12.00 Same day to awards for ptocessing.

laiun Origination 2.17 2.06 2.17 2.17 8.56
Hatching 2.00 2.00 2.00 2.00 8.00 Applications arc batched but no hatch balancing

Electronic Processing 2.00 0.00 0.00 0.00 2.00 Applications are received and processed manually
Cosigner & References 3.00 2.00 1.00 1.00 7.00 Maintained in the Demo record of LMS files - Not entered at origination

Student Processing 3.00 2.00 2.00 2.00 9.00
System Edits of Application 2.00 1.00 2.00 2.00 7.00 Limited edits for eligibility ( child support & loan delinquency, number of yrs. funded)

Data Entry 2.00 3.00 2.00 2.00 9.00 On-line entry using multiple CICS screens for entry.
Awards notification 3.00 3.00 3.00 3.00 12.00

Appeal Processing 2.00 3.00 2.00 2.00 9.00
Setting of Disburse Date 1.00 2.00 2.00 2.00 7.00 Manual adjustments necessary on all except annual awards

Truth in Lending 1.00 , 3.00 3.00 3.00 10.00
Denied & Reject Processing 2.00 3.00 3.00 3.00 11.00 Canceled after 60 days

Application Tracking 2.00 1.00 3.00 3.00 9.00 Small Volume - done manually
Transaction History 2.00 3.00 3.00 2.00 10.00 1 lard code and standard abbreviations need to I k  developed. Limited to 15 screens.

Audit Trail 3.00 2.00 2.00 2.00 9.00 Anecdotal - Limited, no trail on original entry
Award Reductions 2.00 3.00 3.00 3.00 11.00

Refinancing of Loans 200 1.00 2.00 2.00 7.00 Not automated
Annual Application Renewal 3.00 2.00 1.00 2.00 8.00 Not automated



A L A S K A  C O M M I S S I O N  O N  P O S T S E C O N D A R Y  E D U C A T I O N

D E T A IL E D  FUN CT IO N S
AREA OK 
PROCESS

UA.
POT. SYS, MAN.

INT.
CON.

TOT
SCORE

GENERAL
COMMENTS

Quality Conlrol 2.00 1.00 3.00 3.00 9.00 Manual selection & review
Disbursement 1.29 1.71 1.76 1.72 6.47

Scheduling 2.00 2.00 3.00 1.00 8.00 Programmer maintains table
School Eligibility 1.00 1.00 2.00 3.00 7.00 No scrolling capability and table not maintained.

Bonds Funds Availability 2.00 1.00 2.00 3.00 8.00 Awards checks with accounting to determine.
School Budget Funds 2.00 1.00 2.00 3.00 8.00 One budget for undergraduate &. post work, Award's maintains a rolodcx for multi plans.

Check Production 1.00 3.00 2.00 1.00 7.00 Processed in batch mode and controlled by the state.
Electronic Fund Transfer 1.00 0.00 0.00 0.00 1.00 Not available

Fee Deduction 2.00 3.00 3.00 3.00 11.00 First year in use.
Reconciliation 1.00 3.00 3.00 3.00 10.00

Monitoring 3.00 1.00 2.00 3.00 9.00
Scheduling 1.75 1.00 1.00 1.75 5.50

Student Status Monitoring 2.00 1.00 1.00 1.00 5.00 No formal methods - relies on new applications to update grad date
Repayment Terms 2.00 1.00 1.00 2.00 6.00 100 %QC required -C B n 'l handle 5 year loans-man. calc, for extended terms
Truth In Lending 1.00 1.00 1.00 2.00 5.00 100 %QC required -can't handle 5 yeer loans-man. calc.l for extended tarns

1 st Pnvmcnt Due Dale 2.00 1.00 1.00 2.00 6.00 Retroactive processing requires manual calculation of 1 st due date
Trucking payment Arrangements 1.00 1.71 1.71 1.71 6.14 Needs include back to back schedules - manual calcs, and follow-up

Payment Amounts 1.00 1.00 1.00 1.00 4.00 All manually calculated - must have tickler to make mandatory changes
Disclosures 1.00 1.00 1.00 1.00 4.00 Must be requested, mnounls calc, altered on system, disclosed multiple limes.

Inquiry Capability 1.00 2.00 2.00 2.00 7.00 Reports used for tracking, must refer to tickler file for follow-up.
Billing 1.00 2.00 2.00 2.00 7.00 System produces bills, info, accurate, no manual intervention.

Missed Payments 1.00 2.00 2.00 2.00 7.00 System, reports, missed pays., auto expires afler 3. Lists must be revieweJ.
Transaction 1 listory 1.00 2.00 2.00 2.00 7.00 System has DD, must refer to multiple screens to gel complete picture
Borrower Contacts 1.00 2.00 2.00 2.00 7.00 All automated notices, no phone call due diligence

Billing 1.00 1.20 1.80 1.40 5.40
Data Elements 1.00 1.00 3.00 200 7.00 Grace accrued interest is not captured

Accuracy of Dais 1.00 2.00 3.00 2.00 8.00 Convetsion and defer grace problems affecting accuracy ofbills - prepay issue
Production 1.00 1.00 1.00 1.00 4.00 Tape sent to Utah, delays in printing, no capability for QC

Turnaround 1.00 1.00 1.00 1.00 4.00 Tape sent to Utah, delays in printing, no capability for QC
Quality Conlrol 1.00 , 1.00 1.00 1.00 4.00 No QC - System bugs prevent accurate billing

Payment Processing 1.12 1.94 1.76 1.53 6.35
Lock Box 1.00 3.00 3.00 1.00 8.00 May be problems with payment posting at lock box in Anchorage

Coupons/Bills 1.00 1.00 1.00 1.00 4.00 Overpaymcnli does not meet ACPE's policy needs - requires extensive adj.
Payment Application 1.00 3.00 3.00 3.00 10.00 Seems to woik as far as payment hierarchy

Interest Only 1.00 1.00 1.00 1.00 4.00 Done by technicians- no system calcs - very labor intensive
Backdating Transactions 1.00 1.00 • 1.00 1.00 4.00 Done bv technicians - no system calcs - very labor intensive



A L A S K A  C O M M I S S I O N  O N  P O S T S E C O N D A R Y  E D U C A T I O N

D E T A IL E D  FUN C T IO N S

AREA OR 
PROCESS

IJA.
POT. SYS. MAN.

INT.
CON.

TOT
SCORE

GENERAL |j 
COMMENTS 1

Back out & Reapplying 1.00 3.00 3.00 3.00 10.00 Applies per specifications.
Pay Exact 1.00 3.00 3.00 3.00 10.00 Applies per specifications
Underpays 1.00 1.00 1.00 1.00 4.00 Applies per specifications - does not meet ACPE's needs partial pays, does not clear delinquency
Overpays 1.00 1.00 1.00 1.00 4.00 Applies per specifications - does not meet ACPE's needs

Prepays 1.00 2.00 1.00 1.00 5.00 Applies per specifications - does not meet ACPE's needs
No Coupons/Bills 1.00 3.00 2.00 2.00 8.00 Bank Deposits and send to ACPE to clear

Non-OCR 1.00 3.00 2.00 2.00 8.00 Bank Deposits and send to ACPE to clear
Reject! 1.00 1.00 1.00 1.00 4.00 Done by technicians - no system calcs -very labor intensive

NSF 1.00 1.00 1.00 1.00 4.00 Done by technicians - no system calcs -very labor intensive
Paid-in-Full Notices 3.00 0.00 0.00 0.00 3.00 Not Used

Deposit! 1.00 3.00 3.00 1.00 8.00 Manual Process
Reconciliation 1.00 3.00 V00 3.00 10.00 Checks and KSK's

Cancellation 2.00 3.00 2.00 2.00 9.00 Requires manual adjustments.
Refunds 2.00 3.00 2.00 2.00 9.00 Requires manual adjustments.

GL Interface 1.00 0.00 0.00 0.00 1.00 No interface to slates AKSAS system.
Due Dilip.rncc 1.36 1.45 1.91 1.91 6.64

Tracking Reports 1.00 2.00 1.00 1.00 5.00 Systems errors and conversion, makes tracking inefficient
Notice Generation 1.00 1.00 1.00 1.00 4.00 60 and 90 day notices done manually and at irregular intervals

Data Elements 1.00 1.00 1.00 1.00 4.00 System errors and conversion, makes data inaccurate - requires manual audit
Accuracy of Data 1.00 1.00 1.00 1.00 4.00 System errors and conversion, makes data inaccurate - requires manual audit

Production 1.00 3.00 1.00 1.00 6.00 Few controls in place to insure production is properly running
Turnaround 1.00 3.00 3.00 3.00 10.00 Seems timely

Quality Control 1.00 1.00 1.00 1.00 4.00 Too manually driven, high number of errors requires constant audits
Phone Calls 2.00 1.00 3.00 3.00 9.00 Requires only 2 per 120 day delinquency

Frequency of Calls 2.00 1.00 3.00 3.00 9.00
Scheduling of Calls 2.00 1.00 3.00 3.00 9.00 Manual

Quality Control of Calls 2.00 1.00 3.00 3.00 9.00
Collections 2.20 1.40 1.80 1.80 7.20

Notice Scheduling 2.00 3.00 3.00 3.00 11.00
Tickler Files 3.00 , 0.00 0.00 0.00 3.00 Not Used

Quality Control 2.00 1.00 3.00 3.00 9.00
Collection Agency 2.00 2.00 2.00 2.00 8.00 Collection fees not captured
Perform. Monitor 2.00 1.00 1.00 1.00 5.00

Sldp Tracing 2.00 1.00 2.00 2.00 7.00
Identification 2.00 1.00 2.00 2.00 7.00 Manual Process and Tracking

Distribution 2.00 1.00 2.90 2.00 7.00 Manual Process and Tracking



A LA SK A  C O M M IS S IO N  ON PO ST SE C O N D A R Y  ED U C A T IO N  

D E T A IL E D  FUNCT IONS

AREA O R  
PROCESS

U A .
POT. SYS. MAN.

INT.
CON.

T O T
SCO RE

GENERAL
COM M ENTS

I’ lionc Skip Method 2.00 1.00 2.00 2.00 7.00 Manual Process ttnd Tracking
Mail Skip Method 2.00 1.00 2.00 2.00 7.00 Manual Process and Tracking

Follow-up 2.00 1.00 2.00 2.00 7.00 Manual Proccts and Tracking
Forgiveness 1.00 1.80 1.60 2.40 6.80 Manual Process end Tracking

Identifying Eligible Borrowers 1.00 2.00 1.00 3.00 7.00 Borrower has responsibility for initial request - review o f forms totally manual
Notifying Eligible Borrowers 1.00 3.00 3.00 3.00 10.00 System generated at lime o f approval • r . j  problems

Death 1.00 2.00 2.00 3.00 8.00 Some automated support - procedure well within industry standards
Disability 1.00 2.00 2.00 3.00 8.00 Some automated support - procedure well within industry standards

Bankruptcy 1.00 2.00 2.00 3.00 8.00 Some automated support • procedure well within industry standards
Forms Processing 1.00 2.00 2.00 3.00 8.00 Some automated support - procedure well within industry standards

Accuracy o f Calculations. 1.00 2.00 1.00 2 0 0 6.00 IA provides worksheet, requires manual calcs, accounting does final process.
Reconciliation 1.00 1.00 1.00 1.00 00 Not done regularly - problem with refunds conlrol

Fund Reimbursement 1.00 1.00 1.00 j.0 0 4.00 May be overpaying interest - policy problem
Quality Control 1.00 1.00 1.00 2.00 5.00 Some controls - labor intensive

Borrower Tracking 2.33 2.00 2.67 1.00 8.00
Reporting 3.00 2.00 3.00 1.00 y.oo Weak audit trail for recording chnngcs

Status Changes 2.00 2.00 2.00 1.00 7.00 No calculations occur, everything must be manually calc, and updated
Demographic Changes 2.00 2.00 3.00 1.00 8.00 Weak records, updates f-om a single screen

Student Status Tracing 3.00 1.25 1.25 1.25 6.75
Schools Contact 3.00 1.00 1.00 1.00 6.00 Minimal contact with schools to verify status

Borrower Contact 3.00 2.00 2.00 2.00 9.00 Limited contact for other reasons, i.e. new application requests
Follow-ups 3.00 1.00 1.00 1.00 6.00 Non existent

Updates 3.00 1.00 1.00 1.00 6.00 No calculations occur, manual, uonc on all in-school accounts annually
Entitlement Processing 1.00 1.R2 1.18 1.36 5.36

Forms Receipt 1.00 3.00 1.00 2.00 7.00 Manual process - just implementing distribution controls
Batching 1.00 3.00 1.00 2.00 7.00 Manual process - just implementing distribution controls
Review 1.00 3.00 1.00 1.00 6.00 Manual process - Little QC to verify accuracy

Data Entry 1.00 1.00 1.00 1.00 4.00 Very Cumbersome - requires multiple screens and procedures
System Calculations 1.00 1.00 1.00 1 00 4.00 System calcc are non existent - system just stores information

Interest Accrual 1.00 1 1.00 1.00 30 4.00 Major system error re: post defer grace interest accrual
Next Due Date 1.00 1.00 1.00 1.00 4.00 Musi be manually calc, and entered

Expiration Notices 1.00 3.00 3.00 3.00 10.00 Entirely automated - seems to work well
Disclosure 1.00 1.00 1.00 1.00 4.00 Totally manual • done constantly

Cancellations 1.00 1.00 1.00 1.00 4.00 Very manual - must calculate all retroactive accruals
Syslcmi Edits 1 00 2.00 1.00 1.00 5.00 Some edits regarding limits

Customer Service 3.00 2.50 1.75 3.00 10.25



ALASKA COMMISSION ON POSTSECONDARY EDUCATION

D E T A IL E D  FU N C T IO N S
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PROCESS

U A .
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GENERAL
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Correspondence 3.00 2.00 1.00 3.00 9.00
Inquiry 3.00 2.00 2.00 3.00 10.00

Dola Elements 3.00 3.00 2.00 3.00 11.00
Phone Calls 3.00 3.00 2.00 3.00 11.00

Reporting 2.32 2.05 2.47 2.63 9.47
Electronic App. Report 0.00 0.00 0.00 0.00 0.00 Electronic Application Not Used

Paper App. Report 3.00 3.00 3.00 3.00 12.00 Awards Listing
Weekly Production 3.00 1.00 3.00 3.00 10.00 Small Volume • Not Necessary
New Loan Activity 3.00 3.00 3.00 3.00 12.00 Class Information

Check Register 2.00 3.00 3.00 3.00 11.00 Warrants
Refund Report 2.00 3.00 2.00 1.00 8.00 Included on P ll: report, potential problem with defaulted loans - int. escalation

Roster Transmittal 2 0 0 1.00 3.00 3.00 9.00 Not available
Cash Report 2.00 3.00 3.00 3.00 11.00 Lock box. Payroll Deduction, Collection Agency & . On-line Hatch entry

Deleted Loans 2.00 3.00 3.00 3.00 11.00 Cancellations
Portfolio/13ond Reporting 2.00 3.00 2.00 2.00 9.00 Not a separate report

Skip Tracing 2.00 1.00 3.00 3.00 9.00 No
Transaction Detail 2.00 3.00 3.00 3.00 11.00 3'ransnclion Journal

Loan Journal 3.00 1.00 3.00 3.00 10.00 No
Doe Diligence 2.00 0.00 0.00 0.00 2.00 No

Suspense Reports 2.00 3.00 3.00 3.00 11.00 Handled in AKSAS
Past Due 2.00 1.00 2.00 2.00 7.00 Collector Aging

Paid in Full 2.00 3.00 2.00 3.00 10.00 Yes
Collection Agency 2.00 2.00 2.00 3.00 9.00 Placement and Aging reports
Ad Hoc Reporting 3.00 1.00 3.00 3.00 10.00 System has capability - not user friendly - not really used (Also Easytrievc)

Performance Statistics 3.00 1.00 1.00 3.00 8.00
Electronic Funds T ransfe r 0.00 Not Used
I/ian  Consolidation 3.00 2.00 1.00 2.00 8.00 Just being introduced • fu lly manual
O ther Requirements 3.00 2.00 2.00 2.00 9.00

Imaging System 3.00 3.00 3.00 3.00 12.00 Volume does not justify
Cosh Module r 0.00 Not A Requirement

Performance Standards 3.00 1.00 1.00 LOO 6.00 Just developing - little support from system
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Disaster Recovery 1.00 1.00 1.00 1.00 L 4.00
Electronic Funds Tran 2.00 0.00 0.00 2.00 4.00
interfaces 1.00 1.00 2.00 1.00 5.00
Entitlement Processing 1.00 1.82 1.18 1.36 5.36
Billing 1.00 1.20 1.80 1.40 5.40
Scheduling 1.75 1.00 1.00 1.75 5.50
Tracking Payment A rr 1.00 1.71 1.71 1.71 6.14
Payment Processing 1.12 1.84 1.76 1.53 6.35
Disbursement 1.29 1.71 1.76 1.72 6.47
Due Diligence 1.36 1.45 1.91 1.91 6.64
Student Status Tracing 3 .00 1.25 1.25 1.25 6.75
Forgiveness 1.00 1.80 1.60 2.40 6.80
Skip Tracing 2.00 1.00 2.00 2.00 7.00
Collections 2.20 1.40 1.80 1.80 7.20
Microfilming v 2.00 1.80 2.00 2.00 7.80
Borrower Tracking 2.33 2.00 2 .67 1.00 8.00
Loan Consolidation 3.00 2.00 1.00 2.00 8.00
Mail Sorting & Distrib 2 .67 1.67 1.67 2.33 8.33
Loan Origination 2.17 2.06 2 .17 2.17 8.56
Reporting 2.32 2.05 2.47 2.63 9.47
Hardware 2.00 3.00 3 .00 2.00 10.00
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Systems Contorls 2 .00 3 .00 3.00 2 .0( 10.00
Job Production 2.00 3 .00 3.00 2.00 10.00
Customer Service 3 .00 2.50 1.75 3.00 10.25
Phone Systems 3 .00 3.00 3.00 3.00 12.00
Auto Dialers 3 . 0 ' 3 .00 3 .00 3.00 12.00
Voice Response Tech 3 .0  ') 3 .00 3 ,00 3.00 12.00
Other 3 JO 3.00 3 .00 3.00 12.00
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ORGANIZATIONAL ANALYSIS

This section contains ou r overa l l analysis o f  areas within the A C P E ’s organizational 
structure, policies, and procedures which we bel'.we the Commission should consider 
changing as p^rt o f  any so lution fo r  improved servicing and data management.

O u r in fo rmation gathering consisted of:
*

■ Rev iew ing the Commission's organizational structure and functions with the Executive 
D ire c to r  and department directors to gain an understanding o f  the w o rk  f low  within 
the organ ization and its departments

■ Obtaining each director's assessment o f  how  their departments interrelate with each
othe r and are affected by other departments

■ M eeting with department directors and supervisors to review how  each area functions
and each area is supported by the current system

O u r  ob jectives in this analysis were to identify areas o r  functions within the Comm ission 
where re-engi.leering o f  w o rk  f low s and procedures and implementation o f  specific 
management directives wou ld  result in improvements in prob lem areas and enhance the 
impact o f  any recommended systems so lution. W e  evaluated each area to determine:

■ A re  the functions perfo rmed appropriate to the department o r  wou ld  they be more 
efficiently handled by another area?

■ A re  procedures perfo rmed too  manually driven where automated so lutions are available?

■ Is the department pe rfo rm ing on a timely and accurate basis?

■ Is  the department's staffing adequate to handle the tasks and vo lumes?

■ D oe s  management p rov ide adequate training and quality con tro l oversight?

■ Is the f low  o f  critical in formation and documents under adequate contro ls  to ensure 
p rope r  and timely processing?

■ Is  documentation and training adequate to ensure accurate processing?

■ A re  the resources available to prov ide quality customer service?

The recommendations we have deve loped stem f rom  ou r understanding o f  how  the 
student loan servicing industry manages p o rt fo l io s  through the most productive and 
effective use o f  their resources. W e  are a lso recommending changes to policies and 
procedures in certain operationa l areas which are not serviceable by any systems so lution



without extensive and costly customization. B y  implementing these changes, the 
C om m iss ion  will bring them in line with industry norms and make feasible the use o f  the 
servicing op tions that are available.

Overall Organizational Findings and Recommendations

The Information Technology Group does not have the depth and technical skill sets 
necessary to effectively maintain the application.

ACPE 's  In fo rm at ion  T echno logy  g roup consists o f  three p rog rammers reporting to  an 
individual who does not have an in fo rmation techno logy background . On ly  one o f  the 
p rog ram m ers  has experience with the application and the application's language, C O B O L .  
The application system has been modified, but the documentation has not been maintained 
to  re f lect these modifications. A C PE  is re ly ing on the know ledge o f  the p rog rammers  to 
maintain this application.

M o s t  o f  the p rog ramm ing resources have been utilized to correct p rob lems f rom  the 
orig ina l conve rs ion  and to make changes necessary to support techno logy changes 
implemented by the D ivis ion o f  In fo rmation  Services. The re fo re , little progress has been 
made tow ard  implementing traditional in fo rm at ion  techno logy po lic ies and p rocedures 
re lated to:

■ Audit trails f o r  program  changes
■ Testing p rocedures
■ D isaste r Contingency Planning
■ Necessary  skill set training
■ P ro je c t  Management

The Comm iss ion  should consider hiring an individual with in fo rmation  techno logy and 
lending experience to direct the group.

The Compliance Officer is not reporting to a level within the organization to provide 
complete coverage.

The Comp liance O f f ic e r currently reports to the D ire c to r  o f  S FA  P rog ram s. The 
Com p liance  O f f ic e r  should deal with issues b roade r than SFA  programs. This s ta f f  
function should report to a high enough level to p rom o te  lateral coverage th roughou t the 
organ ization .

A C P E  shou ld consider having the Comp liance  O f f ic e r report to the Internal A ud ito r  and 
expanding the compliance coverage th roughout the organ ization .
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ACPE does not have a business resumption plan.

The D iv is ion  o f  In fo rm at ion  Services ( D I S )  which prov ides data processing services to 
A C P E  has a disaster contingency plan and hot site in Anchorage. I f  the computer 
opera tions has to be moved m  the Anchorage site, A C P E  could resume processing 
provided that the G o ve rn o r  specified A C P E  as a priority .

A C P E  may not be able to continue to p rov ide services i f  A C PE  personnel could not get 
into their building o r  a large number o f  key employees were unavailable fo r  an extended 
period . Business continuation o r  business resumption planning is not part o f  the services 
p rov ided by D IS .  A C PE  does not have a plan to deal with these types o f  interruptions.

A C P E  should deve lop  a business resumption plan. A t a minimum this plan should include 
a list o f  emp loyees and their home phone number, a skil l set/experience inventory, 
opera tiona l policies and procedures, and a list o f  vendors.

Origination and Disbursements

Borrower reference information is not added to the loan servicing system at the time 
the loan is established. When ship tracing is rei/uired, the reference information is not 
readily available; therefore, ship tracing is not initiated timely.

In  a recent opera tiona l review performed by another consulting firm, a recommendation 
was made to the Comm ission that tu rn-around time on  orig ination cou ld be improved by 
not immediate ly entering the borrower's reference in formation . H ow eve r ,  interviews with 
Co l lec t ions has indicated this new procedure is causing delays in the initiation o f  skip 
tracing procedures. Since the reference in fo rmation is not being maintained on the system, 
co l le c to rs  must request micro fiche copies o f  the bo rrower's  loan application to obtain 
re ference in fo rmation  and data enter that in fo rmation on to  the system. This negatively 
impacts the co llectors ' ability to contact references timely and increases the time between 
contacts with the debtor.

M o s t  we ll run co llection areas initiate skip tracing within three days after notification o f  
either a te lephone skip o r  bad address. W e  believe that it is critical fo r  effective 
co llec tions that co llec to rs  have ready access to all o r  the too ls  they need *j» p e r fo rm  their 
activity. The re fo re , the Commission should consider reinstating their procedures f o r  
including re fe rence in formation in a borrower's record at the time a loan is set up on  the 
loan servicing system.

Segregation o f  duties over disbursement cliechs has not been established

The D iv is ion  o f  Finance, which is not a part o f  A C PE , maintains the check stock, 
signature plates o r  stamps, and contro ls  the compute r jo b s  that create the checks. Unde r 
this situation, the D iv is ion  o f  Finance has complete con tro l o f  the disbursement check

Operations
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process . This does not provide fo r  sound internal con tro l through a p roper separation o f  
duties and responsibilities. Also, when disbursement checks are delayed o r  incorrect ly 
processed , this can be a ma jo r source o f  b o r row e r  complaints and cause strain on ACPE 's 
cus tom er service staff. The  Commission should w o rk  with the D iv is ion o f  Finance to set 
up p rop e r  segregation o f  duties ove r  the disbursement check procedures. One method 
w ou ld  be to let A C P E  con tro l the check printing process and the Department o f  Finance 
con t ro l the check stock and the signature plate o r  stamp.

In-School and Grace Servicing

Borrowers may be classified in the wrong status due to timing and the amount o f  
manual processing involved.

A C P E  assumes that a b o r row e r will enter repayment at the end o f  the academic term fo r  
wh ich a loan is awarded. This assumption is changed on ly  i f  the b o r row e r  applies fo r  
ano the r loan in the subsequent year o r  i f  the b o r row e r  notifies the Comm iss ion o f  their 
continuing in schoo l status. In either case, the Comm iss ion  must manually update the 
bo rrower 's  account with the new in fo rmation to retain the borrower's correct status. W ith 
this approach , A C PE  must manually update the status o f  the major ity  o f  in -schoo l 
b o r row e rs  yearly . This process is inefficient and frequent ly  subjects the borrower's 
account to being reported in the w rong  status. This can result in complaint ca lls from  the 
b o r row e rs  that unnecessari ly consumes cus tom er sen/ice time.

A  second concern is the Commission on ly "verif ies" a student's status once a year. They 
have no systematic approach fo r identifying students who w ithdraw during the academic 
yea r and shou ld be placed in a repayment status. The Comm iss ion  must rely on  the 
student contacting them in o rde r to establish their repayment schedule. This is a ma jo r 
con tro l weakness as fa ilu re to receive timely notification o f  early w ithdrawal risks losing 
contact with the b o r row e r , thus negatively affecting the co llectabi lity o f  the account.

The  student loan servicing industry and the federa l loan p rog ram s have established a far 
m o re  efficient method to mon ito r bo r row e rs  w ho  are in -schoo l. This method requires 
regu la r communications between schoo ls  and the servicing agency. Usua l ly  tw ice a year 
the servicing system will produce a file o f  in -schoo l b o r row e rs  recorded as cu rrently 
attending a given institution. The servicing agency submits that file, either in the fo rm  o f  a 
repo r t  o r  a file transmission, to the schoo l. The  schoo l compares the servicing agency's 
reco rds  with their own and updates the agency with their current in fo rmation  The  agency 
w ill then on ly  UDdate accounts which have a change in in fo rmation . These updates are 
pe r fo rm ed  manua l ly  i f  transmitted via reports o r  can be done automatica l ly when the 
in fo rm at ion  is e lec tron ica l ly  transmitted to them.

Any A laskan schoo l which participates in the federa l student loan p rog ram s must perfo rm  
this student status verification, As a result, they a lready have in place the procedu res and 
mechanisms fo r  p rov id ing the Comm ission with timely and accurate student status 
in fo rmation . W e  recommend that the C omm iss ion  deve lop  the procedures f o r  obtaining 
this in fo rm at ion  f rom  schoo ls . It will not on ly  reduce the labor invo lved in m on ito ring in-
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scho.ol accounts, but also ensure that the Comm ission obtains timely in fo rmation on early 
withdrawals.

T o  implement this procedure, the Commission will need to do the fo l low ing :

■ W hen processing an application, the Comm ission should begin using the anticipated 
graduation date which the b o rrow e r completes as the scheduled date fo r  the loan to 
enter repayment.

■ W ith each subsequent application, continue to update the repayment begin date with 
the new anticipated graduation date from  the application.

■ Contact schoo ls and develop the procedures f o r  exchanging student status 
in formation. W e  recommend starting with the State Univers ity  System since they 
account fo r  the majority o f  new loans.

k D eve lo p  programm ing specifications to create a file o f  in -schoo l accounts according to 
schoo l o f  attendance which can either be printed on a report o r  transmitted 
e lectronically .

■ Establish a regu la r schedule fo r  pe rfo rm ing the student status verification procedures. 
This should be done a minimum o f  twice a year such as late Fa ll/ear ly W in te r 
(D ecem ber o r  January) and Spring (Apr i l o r  M ay )

Borrower accounts are not converted from  in-scltool to grace on a timely basis.

The system schedules accounts to convert f rom  in-schoo l to grace period status five 
months after the grace begin date. This routine prevents the bo r row e rs  f rom  receiving 
pre-g race and early grace period notices and, fo r certain loan p rograms, requires the 
system to re troact ive ly  accrue interest.

E a r ly  and timely contact with bo rrow ers  at the time they enter repayment is an important 
contro l fo r  ensuring that the b o rrow e r will begin payments as scheduled. It is a lso an 
important means fo r  know ing the borrower's loca tion during this critical time when they 
are leaving schoo l and moving elsewhere.

The Comm ission should implement procedures to timely conve rt accounts f rom  in-school 
to  grace and to send status change notification to the b o r row e r within 9 0  days p r io r to a 
bo rrower's  scheduled grace begin date. Th>s will:

■ Enab le the system to produce notices and d isc losures on a significantly m ore  timely 
basis

■ Give the b o r row e r  ample time to contact the Comm ission with questions o r  changes to 
their status
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■ Beg in  to establish a more solid re lationship between the Commission and the bo r row e r 
thus reducing the risk o f  the b o r row e r defaulting on loans during the first critical year 
o f  repayment

Customer Service

The Customer Service Representatives are processing financial transactions that are 
normally handled by the accounting area thus circumventing proper separation o f  
duties.

The C us tom e r Serv ice area has fourteen Customer Serv ice Representatives, three 
Technicians, and one Reception ist . Custom er Service is responsible fo r  handling all 
incom ing correspondence with the bo rrowers . The Technicians research the more 
complicated requests from  bo rrow ers  such as repayment histories. They a lso perfo rm  
manual ad justments to accounts resulting from  such processing as N S F  checks and 
misapp lied payments.

T o  ensure consistent accounting contro ls  are established, the responsibility f o r  processing 
m oneta ry  transactions should be transferred to the Accounting Department.

Customer Service Representative are operating below the industry standards fo r  
handing incoming telephone calls.

The  Cus tom e r Serv ice area handles between three and fou r  hundred calls a day and seven 
hundred during peak periods. This averages between twenty and thirty calls a day per 
pe rson f o r  the fou rteen representatives. Du ring peak periods, representatives may handle 
up to f ifty  calls per day per person. The industry standard states that a customer service 
phone representative should handle between seventy and one hundred calls per day in 
addition to pe r fo rm ing  correspondence processing functions. These standards have been 
achieved through such methods as:

■ Au tom a tic  call distribution systems
■ Systems that disp lay the bo rrower's account at the same time a call is routed to a 

representative
■ W e l l  designed b o r row e r  inquiry screens
■ Te lephone  training techniques designed to keep the length o f  calls to a minimum
■ Supe rv iso ry  mon ito r ing  o f  phone calls
■ R ead y  access to complete and accurate account in formation

The Comm iss ion  shou ld evaluate its Custom er Serv ice area and deve lop  new methods and 
p rocedu res  to increase the area's p roductiv ity standards. B y  doing so they can reduce the 
number o f  required C S R s  and redirect the remaining manpower resources to other areas 
o f  the o rgan iza tion  o r  implement new services which are part o f  the Commission's long 
term objectives.
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Repayment Servicing

Customer billings can be delayed by inclement weather.

The Comm ission cu rrently uses a third party, located in Utah, to produce and mail billing 
statements. A  file tape is created each billing cycle and shipped to the facility fo r  
processing. G iven the variable weather in Juneau, outbound flights can be delayed fo r  
severa l days at a time.

W e  recommend that the Commission investigate the feasibility o f  printing the billing 
statements loca l ly  o r  transmitting the data files electronica lly to the vendor.

Deferment and Forbearance Processing

Interest is not accruing properly on accounts during post deferment grace periods.

Since conversion , a systems deficiency has affected interest accruals on certain loan 
p rog ram s fo r  which the b o r row e r is responsible fo r  interest during any post de ferment 
grace period. The  system accrues interest during the grace period but automatica l ly 
ad justs the interest to SO.00  when the account moves from  grace to repayment. A C PE  
estimates that approx imate ly  17 ,000  bo rrow ers  required review and possible adjustment o f  
the interest field.

T o  avoid b o r row e r  complaints, the operation s ta f f  decided to discontinue generating 
de linquency notices and credit reporting until the prob lem and accounts were fixed. In 
addition, the tu rnaround time fo r s ta f f  in processing fo rms and answering questions has 
been hampered by the need to reconstruct accounts to determine the accrued interest.

The Comm ission should consider fo rg iv ing this accrued interest and subsidizing it until the 
system prob lems have been fx e d .  P r io r  to establishing this policy, the Commission should 
discuss the impact o f  this decision with its external auditors.

Rescheduling loans fo r  a fifteen year repayment, under forbearance, is a highly 
manual process and subjects the borron'er account to errors in processing.

The Comm ission o f fe rs  bo rrowers  re l ie f  f rom  month ly payments by one o f  the fo l low ing  
fo rbearance options :

■ Reschedu ling the loan to a 15 year repayment term,
■ T em po ra ry  reduction in payments fo l low ed  by a reschedule to a 15 year repayment 

period, o r
■ Tem po ra ry  deferment o f  principal payments fo l low ed  by a reschedule to  a 15 year 

repayment period.
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Anytime a loan has been scheduled fo r  a 15 year repayment term, the bo rrower's account 
must be reviewed annually to determine i f  the bo rrower's financial condition justif ies 
continuing the repayment terms. W h i le  similar op tions are available in the federal 
p rograms, they are se ldom used by lenders and servicing agencies. The re  are several 
reasons fo r  this:

■ F o r  the vast majority o f  bo rrowers , the inability to make payments is a temporary 
condition and can be reso lved th rough a short term change in the payment 
arrangements

■ Extending repayment terms is not in the best interest o f  bo rrow ers  as it extends their 
debt ob liga tion and ends up costing them more money in terms o f  interest payments

■ The use o f  extended repayment terms is primarily intended fo r  bo rrow ers  with large 
debt balances (in excess o f  $ 5 0 ,0 0 0  fo r  example ) where, long term, the student loan 
repayment will represent a significant percentage o f  income.

V a r iou s  standards fo r  forbearance processing have been established by both the federal 
government and the servicing industry. These standards have been translated into 
significant systems support making the process easy to pe r fo rm  and administer. The 
fo l low ing  represents typical techniques employed:

Interest On ly  Payments

F o r  a tempora ry  period, de fe r the scheduled principal installments on a loan and accrue 
interest. At the end o f  the period:

■ E ither bill o r  capitalize the accrued interest, o r

■ E ithe r permanently change the payment amount o f  the loan to pay it o f f  within the 
normal schedule o r  ba l loon the final payment to re flect the de ferred principal 
installments, and

■ Generate a new disc losure statement fo r  the bo rrower .

T em po ra ry  Reduction in Payments

P rov id e  the b o r row e r  with a temporary  reduction in payments. At the end o f  the time 
period , the b o r row e r  will ow e a lump sum amount equal to the difference between the 
regu la r payment amount and the reduced amount. The bo r row e r can be given the option 
o f :

■ Repay ing the difference,
■ Hav ing  the payment permanently increased to pay the loan within the standard 

repayment terms, o r
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■ Hav ing  the final scheduled payment ba l lo oned  to reflect the difference.

Genera lly , under such an arrangement, the system monitors repayment, generates reminder 
notices i f  payments are missed and will cancel the arrangement i f  three payments are 
missed.

T em po ra ry  Increases in Payments

P rov id e  a de linquent b o r row e r with a tem po ra ry  increase in payments fo r  a specific length 
o f  time to g radua l ly  bring the bo r row e r current. This requires no rescheduling o f  the loan 
o r  permanent changes in the regular payment amount. Again, the system monitors 
repayment, generates rem inder notices i f  payments are missed, and will cancel the 
arrangement i f  three payments are missed.

Permanent Reschedu le o f  Payment Amount

In exchange fo r  a good  faith e f fo rt to make payments, the borrower's past due payments 
are forg iven . The  payment amount is permanently  increased to retire the loan within the 
standard repayment terms o r  the final scheduled payment is ba l looned to account fo r  the 
fo rg iven installments.

The C om m iss ion  should take the fo l low ing  actions f o r  forbearance processing:

■ Immed ia te ly  discontinue the po licy o f  au tomatica l ly  utilizing a 15 year rescheduling o f  
b o r row e rs  w ho  are granted forbearance. O n ly  o f fe r  this option to bo rrow ers  in cases 
o f  ex treme and documented hardship

■ Uti l ize  the current system functions fo r  fo rbearance processing that will require 
minimal manual updates and fo l low -up .

■ Inco rp o ra te  in the Commission's system so lu tion  requirements a broad range o f  
support f o r  forbearance processing. Again, the industry has deve loped a set o f  
standards and methodo log ies which have the automated support to pe r fo rm  efficiently 
and effective ly .
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F E A S I B I L I T Y  S T U D Y  
A L A S K A  C O M M IS S IO N  O N  P O S T S E C O N D A R Y  E D U C A T IO N

F IN A L  R E P O R T

C O N T E N T S

1 Execu t iv e  S u m m a ry

2 System s Ana lys is

3 O rg a n iz a t i o n a l  A na ly s is

0 K e y  O p e ra t in g  In d ic a to r s

5 A l t e rn a t iv e  Sys tem  S o lu t ion s

6 A p p en d ix  1 - F u n c t io n a l  Sp ec i f ic a t ion s



KEY OPERATING INDICATORS

O n  several occasions we were asked to compare A C P E  servicing to other student loan 
servicing agencies. The fo l low ing  is a table that indicates how A C PE  compares to 
industry norms in servicing statistics.

Key Operating Indicators
- ''/S ’ ' ■ ' '

Norms - -vv’-frV.Iv.X-1

„ n r , _  7  .............
ACPE s Performance

Loans Serviced Per Employee 1,300 - 2 ,5 0 0 * 1,340
Customer Service Abandonment Rate < 5 % 6 %
Customer Service Hold Time < 60 seconds avg. 45 seconds
Calls Answered Per Employee 75 calls per day 20 calls per day
Deferment/ Forbearance Processing < 10 davs < 6 days
Legal Correspondence < 2 davs not available
Customer Service Backlog < 10 davs < 6 days
Skip Tracing Initiated - Telephone Within 1 dav o f  notice Within 1 dav o f  notice
Skip Tracing Initiated - Address Within 1 dav o f  notice Within 2 davs o f  notice
Origination to Award Within 3 davs Notices mailed weekly
Microfiche Within 3 days Outside processing
Compliant Log 24 hr. turnaround not available
Status Changes < 10 davs See Def. & Forb.
Payment Processing - Manual Within 3 davs Within 5 davs
Misapplied Payments 15 days backlog
P IF  Processing Within 60 davs 127 days backlog
N SF  Processing Within 3 davs Within 3 days

* - The range varies based upon the services provided and the inclusion o f  s ta f f  support 
functions such as accounting.
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F E A S I B I L I T Y  S T U D Y  
A L A S K A  C O M M I S S IO N  O N  P O S T S E C O N D A R Y  E D U C A T IO N

F IN A L  R E P O R T

C O N T E N T S

E xecu t iv e  S u m m it ry  

Sy s tem s A na ly s is  

O rg a n i z a t i o n a l  A na ly s is  

K e y  O p e ra t in g  In d ic a to r s  

A l t e rn a t i v e  Sys tem  S o lu t io n s

A p p e n d ix  1 - F u n c t io n a l  Spec i f ic a t ion s



A L T E R N A T I V E  SY STE M  SO L U T IO N S

T o  assist A C PE  in deve loping a plan to address the system and operating deficiencies, 
K P M G  investigated alternative approaches. These alternatives included:

■ Fix the Current System
■ Purchase o r  Lease New Sen/icing So ftw are
■ Purchase Tu rn -key  Hardware and So ftw are
■ Rem ote  T imeshare Servicing
■ Out-sou rce Servicing

F ix  the Current System

In  the section titled "System Backg round " we identified a number o f  system weaknesses 
that need to be addressed. O u r m a jo r concern is focused on the maintenance o f  the 
current system. A C P E  is re lying on the know ledge o f  one p rog rammer to maintain the 
system. The documentation does not reflect the way the system operates. Additiona lly , 
the lack o f  automation negatively impacts the pe rformance o f  the servicing s ta f f  and the 
amount o f  manual processing unnecessarily subjects the loan po rt fo l io  to errors.

Addressing these system deficiencies will require resources with skill sets that A C P E  does 
not cu rrently have and that are not readily available. Additionally , the architecture o f  the 
system precludes adequate servicing o f  a p rog ram  as large as the A S L P  There fo re , fixing 
the current system is not a viable alternative.

Pu rchase o r  Lease N ew  Servicing So ftw are

The re  are a number o f  loan servicing so ftware packages produced that are available. W hile  
we did not review all so ftw are products available, we did find fou r vendors with so ftw are 
that cou ld fit ACPE 's  needs. The fo l low ing  is a list o f  vendors, operating p latforms, and 
p rog ramm ing languages used:

'
Vendor Name Operating Platform

M i l  1 I p  • . « -  ' ' Programming Language !
v "  >.v • >£

E C S I
U N IP A C
Charte r Account Systems 
Systematics

Personal Compute r L A N S  
IB M  Main frame 
IB M  Main frame 
IB M  Main frame

M ic ro focu s  C O B O L  
C O B O L  I I  
C O B O L  I I  
C O B O L  I I

The prices fo r  these so ftw are packages ranges from  $ 1 5 0 ,0 0 0  to $1 million. 
D ocumen ta t ion  and training is included. Each company provides p rogramm ing support, 
additiona l training, and conversion assistance based upon standard fee structure fo r  time 
and material
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Purchase Turn-key Hardware and Software

O u r  search did not reveal any alternatives in this category.

R em ote  T imeshare Servicing

T imeshare servicing is provided by a number o f  F F E L P  servicing companies. The ma jo r 
obstacles to this alternative are availability o f  data communication channels, time zone 
differences affecting the batch processing w indows, and the availability o f  p rogramm ing 
resources and cost to custom ize processing to fit A C P E ’s needs. The price o f  servicing 
ranges from  64  cents per month per note to 86 cents per b o r row e r per month. 
P rog ramm ing resources will cost between $45  to $ 7 5  per hour. The fo l low ing  is a list o f  
vendors contacted concerning timeshare services:

B T I  Services, Inc.
U N IP A C
C O S T E P
E D U S C R V

Outsource Servicin»

Outsource servicing like timeshare is provided by a number o f  F F E L P  servicing 
companies. The ma jo r obstacles are that time zone differences may affect servicing 
activities, the availability o f  p rogramm ing resources and the cost to custom ize the 
processing to fit ACPE 's needs, and conversions cost. The estimated servicing fees would 
be between $ 1 .50 and $ 3 .0 0  per month per account depending upon the status o f  the 
bo rrower .

A C P E  does not have the resources with the right skil l sets to timely implement the 
necessary changes to the current servicing system. Outsourc ing the servicing to an 
existing student loan servicer is the most attractive alternative so lu tion f rom  an econom ic 
viewpoint. H owever , the existing student loan seiwicers do not have the experience in 
dealing with the unique requirements o f  an alternative loan p rog ram  such as the A laska 
program . Additiona lly , ou tsourc ing the servicing wou ld  eliminate the need fo r  most o f  the 
current emp loyees at A C PE . This wou ld have a negative impact on the Juneau economy. 
W e  also believe the Commission may experience start up prob lems and bo r row e r  
complaints by selecting ou tsourc ing as an a lternative so lution.

In  the fo l low ing  chart we identified the m a jo r task to be considered in selecting an 
alternative. The "x" in the matrix indicates the task applies to the alternative.
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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 IO N

FE A SIB IL IT Y  ST U D Y  

M A J O R  T A S K  T O  BE C O N S ID E R E D

Issues

\ n
IT) rchase 

R q tiftc em eu t 
Package

T u rn -K e y
S o ftw a re
H a rdw a re

T im esha re

•: vt# % > •

O u t-S ou rce

fMMi U % ;<v v I ' i & s '
m m  % m  W 'yN v MM% W W m i i m '> ■' v

Commen ts
' ‘ * ^ •' '■ ’ ■

Fix Current Data Problems X X X X X 24 - 36 man months
Re-engineering processes X Resources not available

Add ncccssan' automation X 120 - 144 man months - Resources not available
Documentation up to standard X 6 - 1 2  man months - Resources not available

Request for proposal X X X X 2 - 3 months
Analyze responses X X X X 2 - 3  months
Award contract X X X X i month
Train Users X X X X 3 - C months
Install package X X X X 6 - 9  months

Develop test plan X X X X 6 - 9  months
Test system X X X X 6 - 1 2  months parallel test

Conversion X X X X 3 months

Site preparation X 6 - 9  months

W iring X 1 month

Data communications X 3 - 6  months

Staffing X .

Maintenance •V X

Suppon Software X X The purchase o f additional software maybe 
required

Equipment X X X

Business Resumption Plan X X X X

IT contingency plan X Vendor Vendor

Insurance X Vendor Vendor

Note: A l l comments related to resources required to take co rrec tive  action on the issues are based upon interviews with A C PE  staff'and ou r
estimates o f  the e f fo r t  required to complete the task.
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T H E  A L A S K A  C O M M I S S I O N  O N  P O S T S E C O N D A R Y  E D U C A T IO N  

FE A SIB IL IT Y  ST U D Y  

C O S T  A N A L Y S IS  ( in thousands )

FIR ST YEAR C O STS

1 ' > < ' ■  r 
I

■
■ Cost

' r ' '  ) ' , -

:'k5{
' / 'C u r r e n t  t |?

System ,. <• ’

Purchase 
Replacem ent 
Package %

i  T im esha re
T';V'' .
O o t-S ou rce Comments

Current Operating Budget 6.200 ’ 6.200 6.200 6.200
Programming and Testing 630 - 806 Assumes S 4,200 pci month programmer cost
Hardware 50 25 Assumes lease o f networking equipment

Software License 150 -650* Prices vary. Assumes w ill meet 80% o f requirements
Network 36 Assumes $3,000 per month
Servicing 900 - 1.032 2.500 - 4.000 Assumes .75 - .86 per borrower on time sharing and 2.00 - 3.00 on 

full service.
Train ing
Conversion 100 100 100 Assumes ACPE w ill provide resources.
Software Customization 200 200 Assumes 2666 hrs. at $75 per hr.
Reduction in Operating Cost (200) (4.700- 4200)

Total First Year Cost 6,830 - 7,006 6.450 - 6.950 7,286 - 7,418 4.325 - 6.325

* - One vendo r priced his so ftw are  at $1 million. This vendo r was removed from  the list reducing the range to between $ 1 5 0  - $ 6 5 0  thousand.
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The fo l low ing  is f ive -year cost analysis using each o f  the suggested alternative so lutions. 
This analysis includes a detailed b reakdown o f  the convers ion costs prorated o v e r  two 
years. The costs f o r  each a lternative are then summarized using actual and present va lue 
do lla rs . N o te : f o r  componen ts which have a range o f  va lue, we genera l ly used a median 
amount in ou r  assumptions.

Five-Year Cost Comparisons of Servicing Alternatives 
(in thousands)

Baseline Assumptions

In f la t ion  Rate  5 .0 %
Investment Rate 7 5%
Average Em p loyee  Sa la ry  + Bene fits  5
$ 4 ,2 0 0  per month p rog ram m er cost
$ 0 .7 5  to $ 0 .8 6  per b o r row e r  on time sharing and $ 2 .0 0  to $ 3 .0 0  on full service 
$ 7 5  per hou r f o r  1333  hours

Five-Year Cost Analysis

Keep Current System
Pos it ions E lim inated F rom  Serv ic ing : 0

Y e a r  1 ' Y e a r  2 Y e a r  3 Y e a r  4 Y e a r  5
Opera ting Budget $ 6,200 $ 6 ,5 1 0 5 6 ,8 3 6 $ 7 ,1 7 7 $ 7 ,5 3 6
D ata  C lean-up 200
P rog ram m ing  &  Testing 71 8 200 200 200 200
Reductions in C o s t* 0 0 0 0 0

To ta l $ 7 ,1 1 8 $ 6 ,7 1 0 $ 7 ,0 3 6 $ 7 ,3 7 7 $ 7 ,7 3 6

* R educ t ion s in costs are based upon eliminating s t a f f  f rom  servicing.
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Purchase Replacement Package 
Posit ions E lim inated F rom  Servicing: 9

Y e a r  1 Y e a r  2 Y e a r  3 Y e a r  4 Y e a r  5
Opera ting Budget $ 6,200 $ 6 ,5 1 0 S 6 .8 3 6 $ 7 ,1 7 7 $ 7 ,5 3 6
So ftw a re  License 650
D a ta  C lean-up 200
P ro jec t Manage.. :ent 200 100
So ftw a re  Custom ization 150 50
1 c.-alle! Test 2 5 0 78
Conve rs ion 75 25
Maintenance 25 25 25 25 25
Reduction  in Costs* 4 5 0 473 4 9 6 521 547

To ta l $ 7 ,3 0 0 $ 6 ,3 1 6 $ 6 ,3 6 4 $6 ,681 $ 7 ,0 1 4

* Reductions in costs are based upon eliminating s ta f f  f rom  servicing.

Timeshare
Pos it ions E lim inated F rom  Servicing: 9
Posit ions E lim inated F rom  M IS :  3

Y e a r  1 Y e a r  2 Y e a r  3 Y e a r  4 Y e a r  5
Operating Budget $ 6,200 $ 6 ,5 1 0 $ 6 ,8 3 6 $ 7 ,1 7 7 $ 7 ,5 3 6
Ha rdw are 50
N e tw o rk 36 38 4 0 42 4 4
Servicing 975 1,024 1 ,075 1 ,129 1 ,185
D a ta  C lean-up 200
P ro je c t Management 200 100
So ftw a re  Custom izat ion 150 50
Pa ra l le l Test 2 5 0 78
C onve rs ion 75 25
Reduction  in C osts* 6 0 0 6 3 0 6 6 2 6 9 5 7 2 9

T o ta l $ 7 ,3 5 6 $ 7 ,1 9 5 $ 7 ,2 8 9 $ 7 ,6 5 3 $ 8 ,0 3 6

* Reductions in costs are based upon eliminating s t a f f  f rom  servicing.



Out-source

Y e a r  I Y e a r  2 Y e a r  3 Y e a r  4 Y e a r  5
Opera ting Budget S6 ,200 $ 6 ,5 1 0 $ 6 ,8 3 6 $ 7 ,1 7 7 $ 7 ,5 3 6
H a rdw a re 25
Serv ic ing 3 ,3 00 3 ,4 6 5 3 ,6 3 8 3 ,8 2 0 4 ,011
D a ta  C lean-up 200
P ro je c t  Management 200 100
So ftw a re  Custom ization 150 50
Pa ra l le l Test 2 50 78
Conve rs ion 75 25
Reduction  in C osts* 4 ,5 0 0 4 ,7 2 5 4 ,961 5 ,2 0 9 5 ,4 7 0

To ta l S5 ,900 $5 ,5 0 3 $5 ,513 $ 5 ,7 8 8 $ 6 ,0 7 8

* Reductions in costs are based upon eliminating s ta f f  f rom  servicing.

Summary

Y e a r  1 Y e a r  2 Y e a r  3 Y e a r  4 Y e a r  5 T o ta l
K e e p  C u r r e n t  System $7 ,118 6 ,7 1 0 7 ,0 3 6 7 ,3 7 7 7 ,7 3 6 $ 3 5 ,9 7 7
P u rc h a s e  R ep la c em en t $7 ,3 0 0 6 ,3 1 6 6 ,3 6 4 6 ,681 7 ,0 1 4 $ 3 3 ,6 7 5
T im e s h a r e $7 ,5 3 6 7 ,1 9 5 7 ,2 8 9 7 ,653 8 ,0 3 6 $ 3 7 ,7 0 8
O u t - s o u rc e $5 ,9 0 0 5 ,503 5 ,513 5 ,788 6 ,0 7 8 $28 ,781

Present Value

Y e a r  1 Y e a r  2 Y e a r  3 Y e a r  4 Y e a r  5 T o ta l
K e e p  C u r r e n t  Sys tem $6 ,621 5 ,8 0 6 5 ,663 5 ,5 24 5 ,3 8 9 $2 9 ,0 0 4
P u rc h a s e  R e p la c em en t $6 ,791 5 ,465 5 ,123 5 ,003 4 ,8 8 6 $ 27 ,2 6 8
T im e s h a r e $ 7 ,0 1 0 6 ,2 2 6 5 ,8 6 7 5 ,731 5 ,5 9 7 $30 ,431
O u t - s o u r c e $5 ,4SS 4 ,7 6 2 4 ,4 3 7 4 ,3 3 4 4 ,2 3 3 $23 ,2 5 5
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W o r k p l a n  f o r  the A C P E ' s  C on v e rs io n  to a New  Se rv ic ing  E n v i r o n m e n t

The fo l low ing  is ou r initial w o rk  and budgetary estimates fo r  ACPE 's  convers ion to a new 
servicing environment. The accompanying Gantt Chart summarizes the key tasks to 
pe r fo rm . Based  on o u r  analysis, we believe that with p rope r management, planning, and 
testing, the conve rs ion  to a new servicing system can be achieved by D ecember month- 
end, 1995 . The fo l low ing  is a b r ie f  description o f  the key tasks.

P r o j e c t  M an a g e m en t

The p ro jec t management f o r  the convers ion w il l be an ongoing function which will last the 
fu ll du rat ion o f  the conve rs ion  project. It will require the fu l l - t ime dedication o f  resources 
f rom  both the A C P E  and the selected vendor. The s ta f f  assigned to this task v/ill have 
invo lvement in managing all tasks in this project. They will be the decision makers in 
defin ing requirements, determining when they are met, and when to m ove fo rward .

D a ta  C le a n -u p

The data c lean-up will be a critical task which should begin when A C PE  decides to 
conve rt to a new servicing system. The initial phase fo r c lean-up should invo lve 
co rrecting known system deficiencies and erro rs . The second phase will depend on  the 
servicing system selected and invo lve co rrecting known inconsistencies between the 
current system and the new system. The goa l will be to correct those incompatibilities 
p r io r  to conve rs ion  in o rd e r  to minimize the disruption to processing once conve rs ion  has 
been completed .

R e q u e s t  f o r  P r o p o s a l

W ith  the functiona l requirements definition deve loped by K P M G ,  A C P E  should be readily 
able to issue an R F P  within one month o f  deciding to change servicing systems.

A n a ly z e  R e sp on se s

This task will invo lve  analyzing the responses to  ACPE 's R FP . Based on experience, 
A C P E  shou ld anticipate extensive responses to the requirements definition. T hey  should 
plan the fu l l- t im e use o f  tw o  s ta f f  members fo r  at least six weeks to evaluate the 
responses.

A w a rd  C o n t r a c t

The award ing o f  the contract could reasonab ly take place within three months a fte r the 
decision is made to change systems. On average, we are assuming the awarded contract 
to be budgeted at $ 6 5 0 ,0 0 0 .
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P a c k a g e  C u s t om iz a t i o n

U nd e r  ou r assumption that any o f  the servicing alternatives will meet 8 0 %  o f  ACPE 's 
needs, we anticipate that it will take at least five months fo r  the design, p rogramming, and 
testing o f  the new so ftw are  components. O u r estimated cost relates to the programming 
charges assessed by the vendor.

D eve lo p  C o n v e r s io n  P lan

The  conversion plan must be as detailed and comprehensive as possible. Its key 
components w i l l be:

■ Data  mapping specifications fo r the conversion
■ Implementat ion schedule
■ S ta f f  training schedule
■ Training documentation
■ Pos t-conve rs ion  plan

As a result, at least fou r months will be required to complete this task.

D e v e lo p  C o n v e r s io n  P r o g r am s

This task w ill consist o f  the actual deve lopment and coding o f  the conve rs ion  programs 
and is contingent upon the specifications deve loped in the conversion plan

D ev e lo p  Test P lan

This task can be pe r fo rm ed at the same time as the conversion plan development. The test 
plan focuses on  defining the extent and scope o f  the paralle l test runs that will be 
pe rfo rmed p r io r  to the live conversion .

T r a i n  Users

The training p rog ram  should be developed with the selected vendo r and included in their 
ove ra l l  servicing fee contract. The re fo re , there should be minimal associated costs with 
this task.

I n s t a l l  S ys tem

This task invo lves the basic installation o f  the so ftware , hardware, and network ing 
equipment needed fo r  operating the new servicing system.



Paral le l Test

D ue  the sensitive and critical nature o f  this convers ion , we are a l low ing six months fo r  a 
comp le ted  paralle l test phase. This will require extensive use o f  the D IS  computer, 
how eve r ,  it is critical that all systems and conve rs ion  bugs be identified and minimized 
p r io r  to the live conve rs ion . The goa l is to eliminate any post conve rs ion  clean-up 
requirements as much as possib le to avoid d isruption to ACPE 's  services, the bo rrowers , 
and A C PE 's  employees.

C o n v e r s io n

Based  on  this w o rkp lan , the convers ion to the new sen/icing system cou ld take place by 
D ecem be r month-end, 1995 .
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FU N C T IO N A L  S P E C IF IC A T IO N S

L o an  O r ig in a t i o n  

Application Entry

The system must be capable o f  receiving differing application data f rom  a variety o f  sources:

■ On-line entry o f  application fo rm s mailed o r  otherwise delivered
■ E lec tron ic  application data transmitted via te lephone lines (including PC  (Persona l 

C om pu te r )  to PC o r  PC  to mainframe)
■ Magnetic Tape
■ Diskettes
■ Receiv ing application in formation e lectronica l ly f rom  the Federa l Mu ltip le  Data  Entry 

Fo rm

Batch Processing

The system must p rov ide batch processing contro l to ensure that applications received are 
processed. The batch processing technique should include date, batch number, and the number o f  
applications in the batch

Cosigners and References

The system must have the capability to capture a combination o f  at least fou r  references and 
cosigners. This in fo rmation must be readily available to co llections staff.

Editing o f Application Data

The system must incjude a comprehensive set o f  edits to determine a loan application's 
completeness and eligibility consistent with the A C PE  requirements. These edits should include:

Aggregate o f  no more than eight years o f  loans 
D o l la r  level limits 
De fau lt on previous loan
De fau lt  o f  child support payments "v
Residency Requirements
Type o f  Loan
B o r r ow e r  Name
Socia l Security Number
B o r r o w e r  Permanent Address
B o r r o w e r  Mailing Address
B o r r o w e r  Permanent Te lephone Number
B o r r ow e r  Daytime Te lephone Number
B o r r o w e r  Date o f  Birth
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B o r r ow e r  Gender 
B o r r ow e r  Marita l Status 
M a jo r  C ou rse  Code 
M a jo r  C ou rse  Title 
En ro l lm en t Leve l 
Schoo l Eligibility 
Tuit ion Type 
Type o f  Housing 
Refe rences 
Dup licate Application

The system should place the applications that do not pass the initial edits in a hold status fo r  
corrections. The system should then prepare written o r  e lectronic notice to accompany each hold 
status application, giving the reason it was placed on hold. T o  prov ide application tracking, the 
system must indicate the date the application was put on hold status, the individual that initially 
enter the application, and when the hold item was cleared. Applications not returned within a 
specified time should automatically be canceled

Appeal Processing

The system must identify applications that are incomplete o r  incorrect during the edit process. The 
system then must produce a Rejection Notice. This No tice  must list the reason (s ) f o r  the rejection. 
W hen  the application is rejected the system must place the application in a hold status fo r  an appeal 
process. T o  p rov ide application tracking, the system must indicate the date the application was put 
on hold status, the individual that initially entered the application, and when the hold item was 
cleared. The system should have the capability to au tomatica l ly cancel loan applications when 
appeals have not been made within a specified time.

Setting Disbursement Dates

The system must edit fo r  valid dates and fo r  dates that are consistent with the academic term. The 
system must have the capability to cancel o r  change the disbursement dates.

Disclosure Statements

The  system must produce plain English disc losure statements fo r  all approved loans. In the case 
that the disc losure is lost o r  destroyed, the system must have the capability to produce a duplicate 
disc losure on request. The system must a lso produce d isc losure statements i f  there is a change in 
the award.

Application Tracking

The system must a l low  on-line inquiry capability to view any application o r  pending award. It also 
must indicate the status o f  the application plus a history o f  the application process to  date.
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The system must be able to identify bo rrow ers  that have a need fo r  seria lized loans and will 
generate a partia l ly completed application. This partially completed application will a l low  the 
b o r row e r  to fill in the missing date and sign the application.

Award Notification

The system must have the capability to produce a flexib le award notice that will be sent to the 
bo r row e r .  A t a minimum, this notice should include the award amount, the date o f  the award, the 
schoo l, and the term.

D is b u r s em en t

School Eligibility

The system must contain a file o f  eligible schools . This file should be used to determine 
disbursement dates and the amount o f  awards fo r  va rious schoo ls and majors.

Bond Funds

The system must have the capability to determine the availability o f  funds p r io r to scheduling a 
disbursement.

Warrant Production

The system must be capable o f  p roducing checks o r  e lectronic funds transfers to the schoo ls  fo r  
b o r row e r  awards. The  system must have the ability to track outstanding checks and produce 
reports  to support the reconciliation process.

Fee Deduction

The system must p rov ide the means fo r  automatica lly deducting and accounting fo r  application 
fees. T he  fee percentage should be table driven fo r  easy maintenance.

Reconciliation

The system should p rov ide  a method o f  determining which check o r  E F T  funds are outstanding I f  
the funds are outstanding after a specified time, the checks o r  funds shou ld be marked as stale and a 
stop payment o rd e r  issued.

Cancellation

The system must p rov ide  a means to cancel and/o r reschedule a disbursement. I f  the first 
d isbursement is canceled the loan should be canceled.

A nnual Applicution Renewal
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Refunds

Schoo l re funds should be applied to the disbursement.

B o r r o w e r  L e v e l  R e c o rd s

The system must maintain certain b o rrow e r level records including:

■ Scheduled payment amount
■ Tota l amount due
■ The first payment due date
■ The next payment due date
■ Orig ina l loan balance
■ Current principal balance
n Current P a y o f f  Amount
■ Principal and interest past due
■ Late and other fees due
■ Last payment amount and date received
■ Excess principal paid

In -S c h o o l  S ta tu s  F u n c t io n s  

Enrollment Verification

The system must store the fo l low ing  account level records f o r  in-schoo l bo rrowers :

■ fn -S choo l Status
■ En ro l lm en t Status (i.e ., full-time, half-time, less than ha lf-t ime)
■ Anticipated Graduation Date

The system must provide a means to verify a borrower's student status. This means should include:

■ The capability to p roduce a file o f  in-school b o r row e rs  to interface with a school's database 
con firm ing the b o r row e r  is enro l led and the level o f  enro l lment, i.e. full time, h a l f  time o r  
less than h a l f  time.

■ The capability to receive file transmissions f rom  a schoo l containing the results o f  the 
student status confirmation. The file should be formatted to post the results directly to the 
bo rrow er 's  account records and update the graduation date, student status,.and enro l lment 
status.

■ A Student Status Con firmation  report which can be mailed to schoo ls fo r  verify ing the 
en ro l led  status o f  bo rrowers .
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■ . Optiona l: A report o f  in -schoo l bo r row ers  who have not received disbursements during the
current fiscal year. This list wou ld be used to identify bo r row e rs  who have possibly left 
schoo l.

Separation Notification

S ix ty  to one hundred and twenty days p r io r to a bo rrower's  graduation date, the system must be 
capab le o f  generating a notification to bo rrow ers  in fo rm ing them that they are scheduled to enter 
into repayment o f  their loans.

Truth-in-Lending Disclosure Statements

■ The system must be able to calculate and p roduce truth-in- lending disc losure statements 
either fo r  individual b o r row e rs  o r  fo r a popu la tion o f  b o r row e rs  based on graduation date.

■ The truth-in-lending schedules must have the fo l low ing  features:

Designated on a per loan/account basis. In addition, the system must be able to
p roduce combined repayment schedules fo r  multip le load types within a loan fund.

F o r  certain loan funds, disc lose fo r  interest accruals during the initial grace periud 
and inform the b o r row e r  that initial payments will be applied to this interest accrual.

T he  system must a l low  fo r  va rious lengths o f  repayment including 5, 10, and 15 
years.

The  system must a l low  fo r  minimum payment amounts.

Estimate the final payment amount.

Late Separation Processing

I f  a bo rrow er 's  g raduation  date is set into the past, the system must:

■ Genera te  a disc losure statement
■ Conve rt  the account into the appropria te status
■ Calcu la te and update the next due date
■ Accrue and bill fo r  any installments which have come due as o f  the date o f  the late

separation transaction

Grace S ta tu s  F u n c t io n s  

Grace Notices

The system must p roduce a series o f  grace notices. The frequency, timing, and message o f  the 
notices shall be determined by the loan fund.
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Grace Period Interest Accrual

The  system must have the capability o f  accruing interest during the grace period based upon the 
type o f  loan. The system must a lso have the fo l low ing  options o f  treating the accrued interest:

■ B i l l  the bo r row e r fo r accrued interest on ly during the grace period

• A c ca ie  the interest during the grace period and bill the interest when the b o r row e r  enters
repayment in installments equal to the bo rrower 's  scheduled payment amount o r  provide the 
ability to lump sum bill the b o r row e r  fo r  the accrued interest at the end o f  the grace period

■ Capita lize the interest when the b o r row e r  enters repayment and reschedule the loan and 
ad just the payment amount accordingly.

R e p a y m e n t  S c h ed u l in g  

Standard Repayment Scheduling

The  system must handle repayment scheduling as fo l low s :

■ V a ry in g  lengths o f  repayment terms based upon the loan type

■ A l low  fo r  graduated repayment installments

■ AJIow fo r  minimum repayment terms based upon the loan type. I f  a b o r row e r  has multiple 
loans o f  the same type, the system must p ro ra te  that m inimum amount among the loans.

■ AJIow the user to extend the length o f  repayment beyond the normal terms. The  system 
shou ld ca lculate the new payment amount based on the new length o f  the term.

■ Lum p sum billing o f  final scheduled payment to include the remainder o f  the principal 
ba lance and unpaid interest

Interest Calculations

The  system must p rov ide a f lexible means o f  change interest rates. One option cou ld be a table 
driven interest rate that wou ld provide automatic escalation o f  the interest rate upon default. The 
system shou ld a lso have the ability to accrue interest at d iffering start dates ar.d during periods o f  
post de fe rment grace based upon the loan date and loan type.

Grace Period Interest

F o r  loans that accrue interest during the grace period, the system must be capable o f  calculating a 
repayment amount to retire the loan within the length o f  the repayment period.
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F o r  loan funds which accrue interest during the post deferment grace period , the system must be 
capab le o f  recalculating and updating the repayment amount to retire the loan within the remaining 
length o f  the loan repayment period.

Hardship/Forbearance Interest

At the end o f  a hardship/forbearance period, the system must be capable o f  month ly billing, lump 
sum billing, o r  capitalizing the accrued interest. Fo r either option, the system must recalcu late and 
update the repayment amount to retire the loan within the remaining length o f  the repavment 
period.

Extended Repayment Terms

The  system must prov ide the capability to extend the repayment terms o f  the loan beyond the 
beyond the normal repayment terms. The system should calculate and update the payment amount 
based on  parameters entered by the user.

Payout Calculations

The system must be able to ca lculate a payout amount upon request fo r  a specified date. The  user 
must be able to enter in a future date and the system must calculate interest as o f  that date and 
disp lay the total p a y o f f  amount. The user must also be able to generate a letter to the b o r row e r  
which quotes that p a y o f f  amount.

Converted Loans

The system must be able to p rope r ly  schedule converted loans from  ACPE 's  p r io r system. Ail 
repayment scheduling functions must apply to convened  loans. Assume that the system must 
utilize the converted original loan amount, current principal balance, interest rate, and payment 
amount to  pe rfo rm  the functions.

Transaction History Audit Trail

The system must p rov ide a detailed historical audit trail o f  all payment scheduling and rescheduling 
transaction activity.

B i l l in g

Combined Billing

The system must be able to p roduce a single billing invoice which combines and itemizes all o f  a 
bo rrow er 's  loans on  the statement with a summary tota l due to be paid.
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Frequency

The system must have the ability to generate bills on a monthly , quarterly , o r  annual basis. The 
system should also have the ability to produce a bill on demand fo r  an individual bo rrower .

Bill Format

The billing statement should include the fo l low ing  data elements;

■ B o r r o w e r  Name
■ Address
■ An Optica l Character Recognit ion line fo r  payment processing
■ Basic account in fo rmation including:

Scheduled payment amount
The loan fund
Tota l amount
Annual interest rate
The payment due date
Original loan balance
Current principal balance
Principal and interest now  due
Principal and interest past due
Late and other fees due
Last payment amount and date received
Excess principal paid
A  due diligence message text

Interest

At the fund level, the system must have the option o f  accruing interest during the post deferment 
g race  period and either:

■ B il l ing  the b o r row e r  fo r  the interest during the grace period,
■ Accru ing the interest and billing the b o rrow e r after the grace period has expired. Bil ling

shou ld be in installments equal to the payment amount, o r
■ Capita liz ing accrued interest a fte r the grace period has expired.

Late Payment Fees

The  system must a l low , by loan fund type, the specification o f  whether o r  not to assess late lees 
The  fo rm u la  fo r  assessing late fees must be contro l lab le  by loan fund type. F o r  example, late lees 
can be ca lcu lated as a percentage o f  the last payment due, as a fixed fee, and/or as a percentage o f  
loan amounts o ther than payment due.
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Special Messages

The system must have the ability to include special messages on the bills to all o r  a select g roup  o f  
b o r row e rs .

If, a fte r a grace o r  post deferment grace period, the loan fund bills interest which has accrued 
during the grace o r  post deferment grace period, the bil ling statement must include the outstanding 
accrued interest which must be paid.

D u e  D i l ig en ce  B i l l in g  Notices 

Additional Notices

In  add ition to past due messages appearing on the combined bill, the system must generate 
additiona l past due notices fo r  individual accounts accord ing to the type o f  loan and due diligence 
requirements. The text o f  the notices must be specified by the A C P E  and defined fo r  each loan 
type.

P a ym en t  P ro c e s s in g

Payment Application Hierarchy

B y  loan  type, the system must a l low  f o r  the setting o f  a prio rity sequence in applying payments to 
principal, interest, late fees, and o the r charges. I f  the payment is less than the amount due and the 
b o r r ow e r  has multip le accounts, the system must have a routine fo r  a llocating the payment among 
the accounts based on some p ro ra tion  methodo logy . The system must a l low  the prescribed method 
o f  payment application to be overr idden .

Payment Processing

The system must be able to handle payments in batch (bank lock box , direct deposit, automated 
c learing house ) as well as on -line real time at the b o r row e r  and account level.

Overpayments

I f  the b o r row e r  makes m ore than the scheduled payment, the system must be able to app ly the 
excess to the subsequent accruals until that excess is equal to SO.00 . A fte r retiring outstanding 
interest and fees, the remaining overpayment should be applied to principal. I f  the overpayments 
are equal to w ho le  factors o f  the payment amount and the b o r row e r has requested, the system must 
be ab le to app ly each segment to fu tu re installments and advance the bo rrower's due date.

NSF Checks, misapplied payments, etc.

In the case o f  bad checks, misapplied payments, etc. the system must a l low  fo r  the reversa l o f  the 
d istribution th rough a simple transaction (i.e. enter transaction code, payment amount, and
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effective date) and reset the account as i f  the payment had never occurred . An audit trail must be 
maintained re flecting the payment reversal.

Retroactive Payments

The  system must have the capability o f  applying payments with e ffective dates in the past and then 
reapp ly  any subsequent transactions. An audit trail must be maintained reflecting this activity.

Payment Types

The  system must have separate transaction codes fo r  the fo l low ing  types o f  payments:

■ R egu la r  Cash payments
■ N on -C ash  Payments
■ Permanent Fund Dividend Payments
■ T ax -O ffse t Payment
■ Co llec t ion  Agency Payments
■ Bank rup tcy  Payments

Historical Audit Trail

The  financial h istory fo r each payment must show at the account level:

■ Payment Posting Date
■ Payment E ffective Date
■ Payment Amount
■ Payment Type
■ Principal Paid
■ Interest Paid
■ Late Charges
■ Other Charges
■ Principal Ba lance Result ing from  Payment
■ vVho o r  how  the payment was posted

Reconciliation

The  system must provide contro l totals fo r  reconciliation purposes. Da ily  balancing toia ls by loan 
type, bond o r  p o r t fo l io  source id, transaction type, and batch must be provided. They system must 
be able to p roduce an interface file fo r posting to the ACPE 's  accounting system. The  file must 
inc lude the necessary account and object codes fo r  making accounting entries.
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D e fe rm e n t  P ro ce ss in g

The system must a l low  deferment types and limits fo r  each type o f  loan. This activity wou ld  
p re fe rab ly  be handled in a table fo r  easy maintenance. The  deferment types must include:

* Full time student
■ Fa l f - t im e  student
■ Aci. 'e duty as a member o f  the armed fo rces o f  the United States
■ Fu ll- t ime vo lun teer under the Peace C o rp s Act
■ Fu ll- t im e vo lun tee r under the Domestic V o lun tee r  Serv ice Act o f  1973
■ Unem p loymen t
■ Disability
■ Internship o r  residency

The system must have the capacity fo r  adding de ferment types as needed.

F o r  each deferment type listed, the system must have the op tion  o f  de ferring on ly principal during 
the deferment period . The system must a lso include edits to determine eligibility based upon the 
number and type o f  deferments used.

The system must capture the borrower's account number, deferment type, and begin and end date. 
The processing must:

■ Determ ine fhe bo rrower's  status and next due date
■ Prevent deferments f rom  exceeding the maximum period a l lowed
■ Calcu la te and update due amounts
■ F o r  re troactive deferments, reapp ly any transactions subsequent to the deferment begin 

date.

Post Deferment Grace Period

At the fund level, the system must have the op tion o f  p rov id ing a grace period fo r  a specified length 
o f  time fo l low ing  each defe rment period.

Borrower Notification

The b o r row e r  must be notified o f  the deferment exp ira t ion at least 3 0  days p r io r to the grace begin 
date. The b o r row e r  must a lso be notified o f  the grace period expiration at least 30. days p r io r  to the 
next due date.

Rescheduling

F o r  accounts with interest accruals during the post de ferment grace period, the system must 
determ ine i f  the payment amount is sufficient to retire the loan within the maximum repayment
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period. I f  it is not, the system must ca lcu late and update the payment amount to c on fo rm  to the 
repayment period At the same time the payment amount is changed, the system must generate a 
d isc losure statement to be sent to the bo rrower .

Fo rg iveness  ( P a r t i a l  C a n c e l la t i o n )  P rocess ing

The sy:.v-m must a l low  fo r  partial cancellation benefits and limits f o r  each loan fund. The 
cancellation eligibility, rates, and maximums must be set and edited at the loan fund level.

The system must have the capability fo r  adding additional fo rg iveness types as needed.

The system must capture the borrower's account number, fo rg iveness type, and begin and end date. 
The processing must:

■ Dete rm ine the borrower's status and next due date
■ Prevent the forg iveness from exceeding the maximum period a l lowed
■ Calcu la te and update amounts due

The forgiveness cancellation amount must he based on the orig ina l loan amount and, when 
appropriate, he allowed to create a credit balance on the loan so that ACPE can process the 
necessary refund checks.

Death and Total Disability

The system must have the capability to w r i te -o f f  a loan due to either the death o r  tota l disability o f  
the bo rrow er . The system must have an identifier on the bo rrower 's  account which notes the 
reason the account was written o ff. U p on  entry o f  the w r ite -o f f ,  the system must:

■ Calcu la te the interest due as o f  the effective date
■ C lo se  the account and stop all fu rther processing activity

B a n k r u p t c y  P ro ce ss ing

The system must have the capability to capture a change in the bo rrower 's  status when bankruptcy 
has been declared. The system must be able to indicate whether the filing is chapter 7 o r  chapter 
13.

*>

U p on  receipt o f  bankruptcy notification, the user enters the bankruptcy type and the effective date 
o f  the notification. The system must:

■ Calcu la te and display a payout amount effective as o f  the date o f  notification 
b S top  further billing on the account
b S top further interest accrual on the account
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Upon  receipt o f  notice o f  discharge, the user records the discharge date. I f  the loan is 
d ischargeab le under bankruptcy proceedings, the system must w r i te -o f f  the principal balance o f  the 
loan and the interest accrued as o f  the date o f  notification.

I f  the loan is not dischargeable under bankruptcy proceedings, the system must:

■ Ca lcu la te  and update the due amounts on the account
■ Resum e regu la r billing

Default Write-Off

The system must a l low  fo r  the w r i t e - o f f  o f  defaulted loans when no payment has been received 
after a specified time. The system must have an identifier on the bo rrower 's  account which 
indicates the reason the loan was written o ff . Upon  entry o f  the w r i te -o f f  status, the system must:

■ Ca lcu la te  the interest due as o f  the e ffective date
■ C lo s e  the account and stop all fu rther processing activity

The user must have the op tion to reverse the defaulted w rite -o f f . The system must:

■ Ca lcu la te  and update the due amounts on the account
« R esum e regu la r billing

F o rb e a r a n c e /H a rd s h ip  P ro ce ss ing

The system must a l low  forbearance/hardship processing fo r  each loan fund.
The system must capture the bo rrower 's  account number, and forbearance begin and end date. The 
processing shou ld :

■ Dete rm ine  the bo rrower 's  status and next due date
■ Ca lcu la te  and update due amounts
■ F o r  re troact ive  fo rbearance, reapp ly any transactions subsequent to the deferment begin

date
■ Acc ru e  interest fo r  bil ling during the fo rbearance period.

Borrower Notification
>-

The b o r r o w e r  must be notified o f  the forbearance expiration at least 3 0  days p r io r  to the next due 
date.

Rescheduling

A fte r the fo rbea rance  has expired, the system must determine i f  the payment amount is sufficient to 
retire the loan within the maximum repayment period. I f  it is not, the system must calculate and 
update the payment amount to con fo rm  to the repayment period.
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A t the same time the payment amount is changed, the system must generate a d isc losure statement 
to  be sent to the bo rrow er .

T e m p o r a r y  R e p a ym e n t  A r ra n g em en t s

The  system must support temporary repayment arrangements fo r  borrowers . The  types o f  
arrangements include tempora ry  reductions and increases in the payment amount. This process 
must have the option o f  being performed at the b o r row e r o r  the account level.

System  functions must:

■ Pe r fo rm  edits to prevent processing the arrangement more than a set number o f  months in 
the future

■ Calcu la te the amount due at the end o f  the period and displays that amount
■ At user's option, calculate payment amount o r  end date based on the type o f  arrangement

being made
■ N o t update records until the user presses enter a second time
■ Inc lude updates changing the status o f  the accounts to reflect the repayment arrangement

and updating the next due date, as needed.
■ Continue to accrue principal and interest based on the regular payment amount but bills the

b o r row e r  at the temporary  repayment amount.
■ Generate a disc losure schedule/temporary repayment agreement to be mailed to the

b o r row e r  as verification o f  the arrangement

Billing and Due Diligence

The system must generate month ly billing notices on a combined invoice fo r  all accounts set up on 
a tempora ry  repayment arrangement.

The system must send rem inder notices fo r  missed payments o f  a set number o v e r  a set period o f  
time. Each notice must have a due diligence message reminding the bo r row e r to make payments.

T he  system must cancel the temporary repayment arrangement a set number o f  days a fte r the 
missed payment. When this happens, a final notice must be generated to be sent to the bo rrower . 
The system must also:

>-
■ Change the status o f  the account to its correct va lue
■ Resume billing at the regu la r payment amount

S k ip  T r a c e  S u p p o r t

The  system should be able to record that a borrower's address and phone number are bad and 
require skip tracing activity. Separate designators fo r addresses and phone numbers must be 
available. Additiona lly , the system must maintain an audit trail o f  changes made to the address and 
phone numbers.
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W hen  a user codes an address as bad, the system will stop billing the account until the code is 
changed to good

The  system must create a report o f  all accounts with bad addresses and phone numbers.

T he  system must place accounts with a bad address and phone number into a queue to  enable the 
user to pursue skip tracing efforts .

T he  system must create a file capable o f  down load ing to an auto dia ler system to support phone 
call sk ip trace efforts .

T he  system must support historical comments related to skip trace efforts .

T h e  system must have edit checks in place to identify accounts with invalid zip code o r  phone 
numbers.

Permanent Reschedule within the Payout Period or Extended Payout Period

The system must have the capability o f  rescheduling the payment amourit o f  an account based on 
either the standard repayment period o f  the loan fund o r  on a user defined period which overr ides 
the standard. The system must calculate the payment amount and update the system records and 
adjust due amounts accordingly .

Credit Bureau Reporting

A t the fund level, parameters must be defined fo r  reporting accounts to credit bureaus. Options 
avai lab le must include:

■ R epo r t  o r  not report eligible bo rrow ers
■ AJ1 bo rrow ers
■ Delinquent bo rrow e rs  at a set number o f  days past due

A  report must be generated identifying accounts to be repo t e d  to the credit bureau.

A  file o r  tape o f  accounts to be reported must be created to send to credit bureaus. This tape must 
be fo rmatted according to the most universally acceptable format.

The credit bureau reporting status and date must be indicated on the bo rrower's account.

A  h istory must be kept o f  accounts reported to credit bureau.

The system must a l low  the user to suppress credit bureau reporting at the bo r row e r and/or account 
level.
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Due Diligence Plicne Culls

At prescribed intervals o f  delinquency, defined by loan fund, the system must select eligible 
accounts and:

■ Generate a list o f  accounts requiring a phone call
■ P lace account records into a file queue which can be accessed by the caller
■ P roduce  a file o f  accounts which can be fed into an auto dia ler system

The system must b<- capable o f  receiving uploaded data from  an auto dia ler system which records 
the results o f  i ’' ’ p one activity.

T he  system must continue selecting eligible accounts until the user o r  au to dialer system indicates 
on the system that the phone attempt/contact requirement has been fu lfi l led.

Collector Comments

The  system must a l low  fo r  entry o f  both pre-defined and free fo rm  comments into the system. The 
comments should be part o f  an account's overa l l historical file.

In-house Collection Assignment

The system must identify and assign past due accounts to ACPE 's  in-house co llections department. 
The  system must store a set criteria by which it determines which co llec to rs  receive accounts. This 
criteria will a l low  the system to determine which accounts meet specific criteria and then assign 
them to the appropriate co llecto r.

On-line Information

The co l le c to r  must either have regular access to the on-line system to rev iew  bo r row e r  records, o r  
the co llec tion modu le must contain comprehensive and current account in fo rmation requiring the 
use o f  minimal screens to review information.

Collector Activity

The system must store and re pon  records o f  c o l le c to r activity such as phone calls attempted, letters 
sent, and responses received from  bo rrowers . The system must a l low  the co l le c to r to update 
b o r row e r  records based on user defined security access parameters. This caDability must be 
efficient and require minimal screens and key strokes to pe rfo rm .

Collection Support
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Word Processing

The system must have the capability o f  maintaining pre-formed letters and paragraphs which 
collectors can use to correspond with borrowers. Records o f  all letters sent must be included in the 
borrow er historical records

Tickler F ile
The system must maintain a tickler file which schedules accounts to be worked by the collectors. 
Newly selected accounts must be scheduled by the system; the collectors must be able to schedule 
accounts for follow-up.

Loan Acceleration
The system must have the capability o f  accelerating the principal balance o f  a loan upon a user 
command. Upon accelerating the loan, the system must:

■ Flag the account as having been accelerated
■ Display the principal balance as due
■ H ave the ability to display the actual amounts due on the account as if the account had not 

been accelerated
■ Increase the interest rate as specified by the user
■ Have the ability to reverse the acceleration upon user command and update all amounts due 

on the account

Collection A gency  P lacem ent 

Agency Coding

The system must identify and report accounts assigned to a collection agency. An indicator o f  this 
assignment by specific agency must be displayed on the account.

Account Placement

At the option o f  ACPE, loans can be placed at either the account or bo rrow er level.

Agency Placement

At the option o f  ACPE, the system must generate a file to interface the placement o f  accounts with 
the agency, or a report, by agency, listing the accounts, amounts due, and current demographic 
information.
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T he system must suppress billing for accounts assigned to collection agencies. The system must 
have the capability to process borrower payments received from the collection agency without 
changing the borrower's  status.

Reconciliation

T he system must provide a method by which ACPE can reconcile collection agency activity to 
activity on the system.

Collection Costs

The system must have the capability o f  recording collection costs paid by the borrow er to the 
collection agency.

N a m e /A d d re s s /P h o n e  N u m b e r

Changes to name, address, and phone numbers must be performed on-line directly to a borrower's 
records. The system must be aole to maintain historical records o f  all changes to a borrower's 
name, address, and phone number.

O th e r  N o n -F in a n c ia l  In fo rm a t io n  

Co-signer/referen ces

The system must be able to store the names, addresses and telephone numbers o f  borrower 
references. There  must be the capacity to store at least three references per borrower.

Anecdotal Notes

The system must be capable o f  storing free form notes which the user can enter. These notes must 
be stored within the historical file o f  the system. There must be no limits to the number or length of 
the notes that can be entered.

On-line Screens and Support

T he on-line system must be easy to access. Information to perform functions must be readily 
accessible using a minimal number o f  screens. Transaction procedures must be simple to perform 
and require as few screens as possible

On-line History

T he on-line history must be comprehensive and include in a chronological tl-i.i si.

■ All financial transactions
■ All non-financial transactions

Billing Suppression
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■ All'rescheduling activity
■ All billing and due diligence records
■ All anecdotal comments

Paging through the on-line history must enable the user to page forward, backward, and to be able 
to enter a starting page number,

Optional: The system should allow the user to sort historical information by transaction type, i.e., 
payment transactions, billing transactions, and deferment transactions.

W o rd  P rocess ing

The w ord  processing functions must include:

■ Standard form letters
■ Standard form paragraphs which can be assembled into a letter
■ Com plete access to borrow er and loan level records as variables for the letters/paragraphs
■ The ability to easily create new form letters/paragraphs

The system must be able to generate letters for individual uorrowers or for populations o f  
borrow ers based on user defined parameters.
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Tcstinq Institute oj Alaska, Inc.
April 18, 1995

Representative M ark Hanley 
State Capitol, Room 507 
Juneau, AK 99801-1182

Subject: House Bill 257

2 1 1 4  R a i l r o a d  A v e n u e  
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I n s p e c t i o n  l a i t v u y

APR J 8 IS95

The Testing Institute of Alaska. Inc. has conducted a Post Secondary Vocational
welder training program in Anchorage for the past 19 years and has made it
possible for literally hundreds of Alaskans to be employed as welders.

The new House Bill 257, Section 1 AS 14.43.110, Item (a) 4, reduces the amount 
of funds a full time vocational student may borrow to S3,000.00 from the 
current $5,500.00. This will eliminate vocational training in Alaska for
programs less than nine months such as ours. Students that arc prone to 
vocational training are usually not candidates for higher academic programs 
of college with degrees, but can be productive citizens through vocational 
c e r t if ic a tio n s .

I urge you to keep the current vocational amount of $5,500.00 for the less than 
nine month program s.

It is difficult, with rising costs, to maintain a quality training program without 
an increase in funding, but it is impossible to continue a meaningful program 
with a reduction of 45% in funding. If this revision is pasted, I am sure it will 
be a devastating blow to all vocational programs in Alaska, as many residents 
rely on this program for their funding.

The residents o f Alaska need the option of vocational training if  we are to 
reduce the dependency on our social programs. The Testing Institute of Alaska 
provides a tremendous wealth of information to students due to the fact we 
conduct other welding services and testing of welds which relate to the 
tra in ing  program s.

If this, reduction o f loan amount is directed toward eliminating vocational 
programs in Alaska, then it will surely hit that mark. If it is directed to reduce 
the default rate, there are better ways to accomplish that goal than to just 
climate the students.

What a message to send to our citizens, If your cut out to be college material, we 
will loan you even more money, but if your not, we will not consider you 
worthy o f a Alaska student loan, that will be meaningful.

.R espectfully  Subm itted

Donald M. Lockman 
P re sfd e n t 4 0 c TPn
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BiU Analysis fo r  c  HB 257(HESS), uA n Act relating to student loan programs, interstate 
compactsfor Postsecondary education, andfees fo r  review o f Postsecondary education 

institutions: and providing fo r  an effective date. "  Sponsored by the House HESS Committee 
c f  March 30,1995

BACKGROUND:

The goal o f  the Alaska Com m ission on Postsecondary Education is to improve customer service 
and ensure that student loan funds are available for future generations o f  Alaskan borrowers. To 
achieve this, we must move the A laska  Student Loan Program tow ard a completely self- 
sustaining financially sound future. A  number o f  program matic changes must be made in order 
to achieve these goals.

The Alaska Student Loan Program is funded solely by corporate receipts. No general fund 
dollars have been appropriated to the program since FY 92. As a result, the Program has been 
forced to absorb losses due to death, disability, default, forgiveness on loans prior to 1987 and 
interest-free deferment periods. The loan fund cannot continue to absorb these losses. In order 
to ensure that student loan funds are available for Alaskans in the future, the changes made in HB 
257 must occur.

ANALYSIS OF BILL/PROGRAM EFFECTS:

Provisions o f  HB 257 (in the order they appear in the bill):

♦ raises graduate and undergraduate loan limits
♦ increases loan origination fees to cover loan losses
♦ allows ACPE to insure the financial and administrative capability o f  institutions receiving 

ASL funds
♦ sets the sorrowing m axim um  at a  dollar amount rather than the num ber o f  loan years
♦ provides for the accrual o f  in terest during periods o f  deferm ent
♦ amends repayment options
♦ reduces administrative costs
♦ alters the terms o f  student deferm ents
♦ extends the period before a 'o an  goes into default
♦ expands students’ financial aid options
♦ establishes wage garnishment priority (behind Child Support Enforcement)
♦ amends Alaska’s participation in the Western Interstate C om m iss ion  on Higher Education 

t WICHE) Program to provide for more directed student funding
♦ establishes fees for institutional review
♦ requires institutions to sign a program  participation agreement
♦ makes various technical am endm en ts  which are intended to im prove program administration.

These changes are intended to im prove the overall financial stability o f  the Alaska Student Loan 
Program as well as elevate levels o f  customer service.

(P lease see a tta ch e d  sec tio n a l a n a ly s is  for m ore d e ta il.)



€£HB 2?7(HESLi_S-ECTIQNAL PILL ANALYSIS
R ev ised  3 /2 3 /9 5

Section 1— increases the annual borrowing maximum for college and university 
undergraduate and graduate students. The University of Alaska, which receives 
60% of the ASLs, recently increased the tuition rates for all levels of study. Over 
the past 10 years, the University of Alaska has increased tuition by 140%, and 
during that same time, there have been no increase in loan limits. Loan limits for 
career education programs were adjusted to reflect costs relative to program 
length. The number of financial aid sources available for graduate students has 
dwindled, while the cost of education has increased at a steady pace. National 
statistics show that graduate/professional students repay their loars in the greatest 
numbers.

Section 2 -- changes guarantee fee to origination fee to more accurately describe 
the fee being assessed -- to offset for loan losses to the Revolving Loan Fund due 
to death, permanent and complete disability, bankruptcy, or default of the 
borrower.

Section 3 -  clarifies the Commission’s authority to ensure the financial and 
administrative capability of an institution participating in the ASL. This section 
strengthens consumer protection and protects the ASL fund from unnecessary 
losses due to defaults and school closures.

Section 4 — sets the borrowing maximum at a d o lla r  amount rather than the 
num ber of loan  y ea rs  that a borrower is eligible. This is a more flexible and 
practical means of tracking student eligibility.

Section 5 -  eliminates the drain on the Revolving Loan Fund resulting from 
interest-free deferment periods. Under Sections 9 and 13, the borrower will 
become responsible for the interest if the State does not appropriate the money 
rather than placing the loss on the Alaska Student Loan program.

Section 6 — amends the terms of repayment o f the ASL as follows:

a) the traditional 12-month grace period prior to the beginning of 
repayment is reduced to six months.
b) a minimum monthly payment o f $50 per month is established.
c) the number of years required to repay the loan is extended to fifteen 
years.
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Section 7 — simplifies the procedure for collection of the origination fee.

Section 8 — eliminates requirement for certified or registered mail thus 
eliminating an unnecessary cost of administration. Once a loan is in a default 
status, the borrower will be notified by mail at the most recent address provided 
by the borrower.

Section 9 -- alters the following terms and conditions involving student loan 
deferments:

a) interest on the loan will continue to accrue during periods of deferment 
as provided in Section 5;
b) the six years of military deferment is reduced to three years; and
c) borrower must be totally disabled to qualify for a medical deferment:.

In order to move the Alaska Student Loan Program toward a self-sustaining, 
actuarially sound basis, these changes are essential.

Section 10 -  clarifies when a borrower’s accrued interest will be paid by the 
State of Alaska.

Section 11 -  reduces administrative expenses by eliminating the need for 
continued renewal o f a hardship deferment.

Section 12 — extends the due diligence period on a loan from 120 to 180 days.
This allows the borrower an additional 60 days to recover from temporary 
financial problems and prevent the loan from being declared in default.

Section 13 -- conforms with changes made in Section 5 and 9.

Section 14 -  provides consistency with changes made in Sections 2, 7 and 19,, and 
allows the ACPE to set the origination fee amount by regulation, but not to exceed 
five percent of the loan amount. Additionally the fee is to be deducted from the 
disbursement rather than added to the principal and then deducted.

Spction 15 -- contains technical amendments and amends the residence 
requirement to comply with a court decision reducing the residency requirement 
from two year to one year. The allowable absence length for military service is 
reduced from six to three years.
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-- allows a student to borrow on the student’s own behalf in the ASL 
program at the same time a parent or spouse borrows on the student’s behalf in the 
Family Education Loan program (FEL). T h e  to ta l a m o u n t b o rro w ed  in both  
p rogram s c a n n o t ex ceed  the s tu d e n t’s c o st  o f  a tten d a n ce .

Section 17 -- makes incarcerated persons eligible for ASL funds only if the 
scheduled graduation date for the program is no more than two months before the 
incarcerated individual is scheduled for release.

Section 18 — gives delinquent student loans priority, behind child support 
enforcement, for garnishment of wages.

Section 19 -- provides consistency with Sections 7 and 14.

Section 20 -- caps the level in the Teacher Scholarship Loan (TSL) program to 
$37,500 rather than the number of years of borrowing. This is consistent with 
changes in the ASL program in Section 4.

Section 21 — consistent with the change in Section 16, allows a TSL recipient to 
borrow on the student’s own behalf while a family member also borrows on the 
student’s behalf.

Section 22 -- technical amendment: repeal of duplicitous language for graduate 
loan limits that is now covered in Section 1 o f this bill.

Section 23 — consistent with the change in Section 12, extending the due diligence 
period on the Family Education Loan from 120 to 180 days.

Section 24 — clarifies that a loan obtained illegally by a person who does not meet 
the eligibility criteria must be paid in frill upon demand.

Section 25 — allows the ACPE to target funds administered as part of the Western 
Interstate Commission on Higher Education’s (WICHE) Professional Student 
Exchange Program, and eliminates the specific categories previously in statute. 
This change would make possible the allotment o f these funds in accordance with 
over-all needs o f Alaskans.

Section 26 — allows the ACPE to initiate user fees from non-accredited 
Postsecondary institutions, outside of Alaska, that wish to receive the proceeds of
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ASL loans. The fees would ensure that the state does not subsidize the review of 
outside institutions.

Section 27 -  repeals limits on the amount of loans that can be awarded in any one . 
year; repeals separate section for graduate loan limits; and enables a family 
member to borrow a loan for a student at the same time the student is borrowing 
an ASL or TSL as referenced in Sections 16 and 21 o f this bill.

Section 28 — provides the Commission with interim authority to promulgate 
regulations to implement this bill.

Section 29 — clarifies that loans disbursed after June 30, 1995 will be obligated to 
pay interest during deferments as referenced in Section 5.

S ection  30  -- provides for an immediate effective date to promulgate regulations 
referenced in Section 28.

S ection  31 — provides for an effective date of this bill at the beginning of the 
fiscal year.
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