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HIGHER EDUCATION SAINT PAUL 55101
COORDINATING BOARD (612) 296:3974

MEMORANDUM

TO: INTERESTED PERSONS

FROM: ROSE HERRERA HAMERLINCK M_

RE: STATEMENT OF NEED AND REASONABLENESS,
STUDENT EDUCATIONAL LOAN FUND (SELF)

DATE: OCTOBER 7, 1985

The Higher Education Coordinating Board is proposing permanent
rules for the SELF Program. Attached you will find the Statement
of Need and Reasonableness.

The SELF Program has been operating under emergency rules since
June 1985. Some changes have been made to the proposed rules from
the current emergency rules. For your information, these changes
are:

4850.0011, subp. 8, B-C. The conditions were added to maintain
the financial integrity of the program.

4850.0011, subp. 10, A-B. The conditions were added to ensure
that the Board could collect from a person of legal age; to ensure
that items such as estates or trust funds could not be used as a
co-signer; and to allow the student's school to be considered as
co—-signer.

4850.0012, subp. 2. The Attorney General suggested that the
Board be more specific in determining termination.

4850.0012, subp. 4. The conditions were added to allow the
program to submit data on borroers to the credit bureau. (1985 leg-
islation exempted the Board from the Data Privacy Act in order to
implement this program.)

4850.0014, subp. 1-2. All references to l2-month periods were
changed to "academic year" for consistency with other financial aid
programs.

4850.0017, sec. G. The Attorney General suggested that specific
instances for granting forbearances had to be listed.

The SELF Rule as Proposed appears in the State Register on
Monday, October 7, 1985.

AN EQUAL OPPORTUNITY EMPLOYER
B
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If you have any questions or comments, please contact:

Rose Herrera Hamerlinck
Minnesota Higher Education
Coordinating Board
400 Capitol Square Building
550 Cedar Street
St. Paul, Minnesota 55101
612/296-7963

RHH:kb
Att.



Authority to Prescribe Rules

The Minnesota Higher Education Coordinating Board is authorized by
statute to adopt policies and prescribe rules and regulations for student
loan programs, including supplemental loans.1 The 1983 legislation
authorizing the Board to establish a supplemental program gave the Board
authority to adopt temporary rules for a supplemental program for 1983—84.2

The 1984 Legislature extended the Board's authority to adopt temporary
rules for the 1984-85 school year.3 The 1985 Minnesota Legislature
authorized the Board to use emergency rules for the program until permanent

rules are adopted or June 30, 1986, whichever is earlier.4

The Board now is proposing to adopt permanent rules. This document
provides information on the background of the program, and provides a

part-by-part explanation for the proposed permanent rules.

lMinn. Stat. 1984, Minn. Stat. 136A.16, Subd. 2

2Laws of Minnesota for 1983, Chapter 258, Section 67

3Laws of Minnesota for 1984, Chapter 654, Article 4, Section 3(b)

4Laws of Minnesota for 1985, lst Special Sesion, Chapter 11, Section 80,
Subd. 2.
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CHAPTER I: INTRODUCTION/BACKGROUND

The Student Educational Loan Fund (SELF) Program is a new supplemental
loan program designed to help students pay for their education beyond high
school. It was authorized by the 1983 Minnesota Legislature and began
operation in June 1985. Following is an overview of the program's history
and its purpose.

The Minnesota Higher Education Coordinating Board, as part of its
comprehensive review of the state's financial aid system, directed its
staff in January 1982, to prepare a paper assessing the state's role in
making loans available to students. The paper was to include a study of
the feasibility of providing a supplemental state loan program. In
February 1983, the Board voted to authorize staff to secure enabling
legislation for such a program, which could be pursued, if needed, pending
a review of the paper's conclusions. The 1983 Minnesota Legislature
authorized the Board to provide for a supplemental loan program with
approval by the Legislative Advisory Commission (L‘l\xc)..5 The Board received
the staff paper in June 1983, and, following a discussion of it, directed
staff to explore the development of a self-supporting, tax—exempt funded
supplemental loan program that would meet the unmet borrowing needs of
students in Minnesota. In October 1983, the Board indicated that staff
should develop a specific proposal for review by the Board and examine

several issues raised in its discussion of the paper.

Students rely increasingly on loans to help finance their education
beyond high school. Approximately 1 of every 2 Minnesota students borrows
to help pay educational costs. Most of the borrowing occurs within three
federal programs: the Guaranteed Student Loan (GSL), the National Direct
Student Loan (NDSL), and the Parent Loans for Undergraduate Students (PLUS)
programs. Borrowing from these programs by Minnesota students totals more
than $200 million per year.

While considering a new policy for the State Scholarship and Grant
Program in 1982, the Board concluded that the critical and growing role of
student financial credit must be acknowledged, that the role is likely to

5Laws of Minnesota for 1983, Chapter 258, Sections 43, 44 and 46-50.
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grow, and that it should be stated explicitly and assessed in a separate
paper. Noting changes in federal loan policy to restrict GSL borrowing
that had been implemented in late 1981 and major changes proposed
subsequently, the Board decided it was essential to examine whether student
borrowing needs were being met adequately by existing student 1loan
programs, and whether any new state policies or programs were needed to

meet student borrowing needs.

The Board contracted for three technical studies. One study provided
a review and analysis of student loan market conditions, including both
student and lender participation. A second examined possible loan limits
for financing post-secondary education; that is, whether students could
afford to borrow more than allowed by existing programs. The third study
explored several specific options for alternative loan programs.6

The June 1983 staff paper presented to the Board concluded the

following:

l. The need to borrow is likely to increase in the 1980s as a result
of rising educational costs and a change in state policy that
expects all State Scholarship and Grant recipients to contribute
at least 50 percent of their cost of attendance from savings,
earnings, loans, or other resources. Since most students lack
adequate savings to cover their costs, and student work
opportunities vary, many need to borrow against their future
earnings. Several groups in particular need to borrow, e.g.,
students who make a personal committment to be self-sufficient,
students who must finance more than their expected contribution
because of parents' refusal or inability to contribute, graduate
and professional students, and residents who attend out-of-state
schools and who are therefore not eligible to apply for Minnesota
state grants.

2. Existing loan programs do not adequately serve students who are
ineligible because their parents' income exceeds a certain amount
and those who need to borrow more than what is allowed under
existing programs.

3. Most students can handle reasonable levels of indebtedness,
although what is reasonable varies greatly depending both on the
terms of the loan and the likely future earnings of the borrower.

4. Access to student loan capital is currently controlled by the
federal government, not the state.

6Touche Ross and Co., Review and Analysis of Student Loan Market Conditions
(December 1982); Richard Wabnick, Loan Limits for Financing Post-Secondary
Education (March 1983); and Springsted Inc., A Review of Selected Supple-
mental Student Loan Options for Minnesota Higher Education Coordinating
Board (March 1983),
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5. There are several ways the state could capitalize a program or
programs to supplement existing federal programs. However, the
most effective option appears to be through the use of tax-exempt
funding.

Essentially, the June 1983 report concluded that there are several
categories of potential borrowers with definite need for additional access
to financial credit and who, given certain conditions, would use a

supplemental loan program.7

In response to the Board's 1983 mandate, staff began to develop a
model that was both consistent with the 1983 authorizing legislation and

financially feasible to operate.

Specifically, the proposed program was designed to:

1. provide general access to as many students as possible;

2. provide the loan at as low a cost to the student (and the state)
as possible yet expect the student to share reasonably in the loan
costs;

3. integrate well with existing state, federal, and institutional
financial aid programs and policies;

4. require no federal subsidy or state appropriation,

The target date for a new supplemental loan program, if approved by
the Board and the LAC, was to be the 1984-85 academic year.

The model presented to the Board in May 1984 for its approval
contained the following features:

1. The Student Educational Loan Fund Program was to be a final source
of assistance. The program would include a requirement that
participants first exhaust their eligibility for existing
financial aid programs before applying to the SELF. This
requirement, to be called the "Maximum Effort Test", would allow
for three exceptions: College Work-Study, Parent Loans for
Undergraduate  Students/Auxiliary Loan to Assist Students
(PLUS/ALAS), and the Health Education Assistance Loan programs
(HEAL) .

2. The SELF Program would be administered only by the Coordinating
Board. There would no other lenders.

7Minnesota Higher Education Coordinating Board, Student Borrowing Needs in
Minnesota and Options for Meeting This Need: A Policy Paper (June 22, 1983).
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Post-secondary institutions would be considered eligible to
participate in the SELF Program if they: a) were located in the
United States or its territories b) were eligible to participate
in U.S. Department of Education Title IV financial aid programs,
c) signed an eligible school agreement with the Board.

Students would be eligible to participate if they: a) were
residents of Minnesota or non-residents who were enrolled in an
eligible Minnesota school, b) were enrolled in a school eligible
to participate in the SELF Program, c) were enrolled one-half
time or more in a program leading to a degree or certificate that
was not a correspondence or external degree program, d) were
making successful satisfactory academic progress, as defined by
the school, e) were not delinguent or in default of any student
loan, and £f) had a credit worthy cosigner.

Every applicant to the SELF Program was to have a credit worthy
cosigner. The definition for credit worthiness, would be
stringent enough to provide financial security for the program,
yet not so restrictive that a person with a reasonable credit
history would not be allowed access to the program.

There would be yearly loan maximums of $4,000 for undergraduates,
$6,000 for graduate students, and aggregate borrowing maximums of
$16,000 for undergraduates and $25,000 for graduate students.
There would be a minimum SELF loan size of $1,000.

In an attempt to monitor a borrower's student loan indebtedness,
participants in the SELF Program would be limited to a total of
$4,000 per year including all types of student loan debt. This
would be called the "Cumulative Student Loan Indebtedness"
feature.

Eligibility for a SELF loan would be determined also by
subtracting available financial aid from the current cost of
attendance. Assuming the student did not exceed the yearly
borrowing 1limit, and assuming the student had not exceeded his
cumulative student loan indebtedness, the student would be allowed
to borrow that amount of the cost of education that remained after
considering available financial aid.

The interest rate to the borrower would be variable. The source
of loan capital for the program would be a variable rate demand
note whose interest could change every seven days. The Board
would charge the borrower 4.25% in addition to the cost of funds.
The 4.25% would represent the Board's operational expense for the
program.

A guarantee fee representing 6.25% of the face value of the loan
would be subtracted from each check and placed in a fund to
protect the Board and bond holders against non-payment of
principal and interest.
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11. The SELF loan would consistently be in repayment. There would
however, be three phases of repayment: 1) in-school - staring 90
days from the disbursement of the first check the student would be
required to pay interest on a quarterly basis. The Board, or its
servicer, would send a bill to the student for the payment. 2)
Transition - for a period not to exceed 12 months from the
termination of study, the student would be required to pay
interest, but on a monthly basis. Again, the Board, or its
servicer, would bill the student monthly for the payment. 3)
Pay-out - beginning the 13th month out-of-school, the student
would be required to pay principal and interest on a monthly
basis. The Board would use 12 month coupon books for this

purpose.

There would be no grace or deferment periods. The length of the
repayment period would be determined by one of the four following
variables: a) 10 years from termination of study, b) 15 years
from the date of the first loan, c) November 1, 2000, or d) a
shorter period to be arranged with the Board. The shortest of
these four variables would determine the length of the repayment
period.

12. Certain security features would be incorporated into the SELF
Program to further protect its integrity. Among these features
would be: a) checks made jointly payable tg the borrower and the
school, and b) multiple check disbursements.

After reviewing the model, the Board directed staff to proceed with a
bond issue. The LAC in June approved the Board's proposal for a new loan
program. On December 28, 1984, $60 million worth of variable rate demand
notes were sold by the Board to finance the SELF Program.

During winter/spring 1985, the student loan staff proceeded with the
implementation of the new SELF Program. Applications and promissory notes
were designed and printed, processing procedures were formulated, servicing
software was purchased, a credit bureau was selected, training workshops
for the financial aid community were held, and the first SELF loan checks
were disbursed in June 1985.

8Minnesota Higher Education Coordinating Board, Design for a Proposed
Supplemental Student Loan Program (May 1984)
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CHAPTER II  Part-by-Part Explanations

This chapter provides an explanation for each part of the rules
relating to supplemental loans to post—-secondary students.
4850.0011 DEFINITIONS

Subpart 1. Academic year. This definition is consistent with other

definitions for this word within the state financial aid programs. It
does, however, include a provision for clock hour type schools.

Subp. 2. Anticipated graduation date. This definition is also

consistent with other definitions for this term within the state financial
aid programs. The anticipated graduation date is important to the SELF
Program because it indicates both the end of the in-school period, and also
the beginning of the transition period. In-school period and transition
period are defined in 4850.0011, subparts 23 and 29.

Subp. 3. Board. This definition is consistent with other definitions
for this term within the state financial aid programs.

Subp. 4. Capitalized interest. When interest is capitalized, it is

added to principal. Capitalizing interest is a common form of forbearance
in the banking profession. In the SELF Program, interest will be
capitalized only during the in-school phase of payment, and only if the
borrower or cosigner misses a scheduled quarterly interest payment. The
Board reasoned that during the in-school period, the borrower, by virtue of
his/her enrollment, would be in the worst position to earn income, and
might therefore have the greatest problem making the scheduled
interest-only payment. In an attempt to be sensitive to such situations,
while also being concerned about the financial integrity of the SELF
Program, the Board decided to allow a borrower to miss his/her quarterly
interest payment no more than twice before filing a claim for default.

Subp. 5. Certificate or degree. Because an eligible student in the

SELF Program must be enrolled in an academic or vocational program
culminating in a degree or certificate, it is necessary to define these
terms. The Board wanted to make the SELF Program available only to those
students with a specific academic or vocational goal in mind, so
participation was limited to those enrolled in degree or certificate
granting programs.

Subp. 6. Certification. Schools in the Guaranteed Student Loan (GSL)

Program perform an identical function for applicants to that program which
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is called "origination". The Board felt that the word "certification" more
accurately described this function.

Subp. 7. Correspondence or external degree program. Because the

Board's definition for "eligible school" excludes students enrolled in
correspondence or external degree programs, it was necessary to define
these terms. Because of the intricacies of the SELF Program, borrowers
require access to knowledgeable financial aid officers so they can have
questions answered. The Board believes that students enrolled in
correspondence or external degreee programs would not have that face to
face contact and therefore chose to exclude such programs from
participation.

Subp. 8. Cost of attendance. In an attempt to respond to the actual

financial need of students, the Board found it reasonable to allow the
schools to determine cost of attendance. This is the same procedure
followed in the Guaranteed Student Loan Program. This subpart defines the
categories included in cost of attendance.

Subp. 9. Credit worthy cosigner. In order to obtain private

reinsurance for the SELF Program, the Board was required by the Financial
Insurance Guaranty Corporation (FIGC) to obtain a credit worthy cosigner
for each borrower. In defining "credit worthy", the Board had two goals:
l. To write a definition that would maintain financial integrity of the
program yet not restrict access to the program, and 2. Provide an avenue
for defining credit worthiness if the cosigner was not on record with the
credit bureau. The Board feels that the proposed definition meets these
two goals.

Subp. 10 Cosigner. The Board specified U.S. citizenship or permanent
residence for the cosigner so that legal action could be taken against the
cosigner in the event of non-payment of principal and/or interest. Without
this specification it would be possible for a non-citizen to cosign a SELF
loan but then retreat to the legal immunity of his/her own country if
unable or unwilling to fulfill the cosigner's obligation. The Board also
specified that the cosigner be a minimum of 18 of age because Minnesota
defines 18 years as the age of majority. 1In addition, the Board allowed
eligible schools to serve as cosigners because of its concern that there

would be some potential borrowers unable to locate a credit worthy
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cosigner. In accordance with normal banking procedures, the Board also
chose to relieve the cosigner of financial responsibility only if the
borrower dies or becomes disabled.

Subp. 1l. Default. This is a standard definition for the word
"default", as used in the Guaranteed Student Loan Program. There are seven
specific conditions for default listed on the SELF Program promissory note.

Both the borrower and the cosigner could be subject to default. These
conditions are:

a) if the borrower or cosigner does not makes any payment when due;

b) if the borrower or cosigner makes any false representation in

obtaining any loan;

c) if the borrower or cosigner uses the loan for other than the cost

of attending an eligible school;

d) if the borrower or cosigner fails to notify the HECB when he/she

stops being an eligible student;

e) if the borrower or cosigner fails to perform any other provision of

the promissory note;

f) if the borrower or cosigner defaults on any other loan owed to the

HECB;
g) if the borrower or cosigner file a petition for bankruptcy.
Subp. 12. Delinquency. This is standard definition for the word

"delinquency", as used in the Guaranteed Student Loan Program. After a
certain number of days delinguent (120 days), a borrower is considered to
be in default.

Subp. 13. Due diligence. Due diligence is an outline that prescribes

the number of times the borrower and the cosigner are reminded of their
obligation and the manner in which they are reminded before a claim can be
filed. A claim is the process for requesting reimbursement due to death,
disability, bankruptcy or default of the borrower or cosigner.

Subp. 14. Eligible school. Membership in the Federal Title IV

financial aid programs was selected by the Board as a criterion for
participation in the SELF Program because it represented an appropriate
standard. Because the Board did not care to make SELF loans to foreign
schools, location in the United States or its territories was specified,

and schools will be required to sign a participation agrement with the HECB
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so that the Board can be assured that its procedures and practices are
being followed.
Subp. 15. Eligible student. Sections A, C, and D of this definition

are identical to the definition of "eligible student" in the Guaranteed
Student Loan Program. Section B is different from GSL because the SELF
Program requires the student to be enrolled at least half-time in a program
other than a correspondence or an external degree program, as defined in
4850.0011, Subp. 7. Section E was included because it was felt the student
who was delinquent in other student loan obligations would not be a good
borrower in the SELF Program. Section F is discussed in detail in Subp. 9.
Section G will be discussed in Subp. 26. A specific graduation date is
mentioned as a requirement for an eligible student in Section H to insure
that all students will be through the transition period by the same date in
1993 and then have a minimum of seven years in payout. The Series 1984
SELF Bond Issue matures December 1, 2000, and all borrowers who received
SELF loans from this source of money must have them repaid by that date.
Subp. 16. Enrolled student. This definition is identical to that of

an "enrolled student" in the Guaranteed Student Loan Program. Without the
stipulation of classes having begun, schools could be inclined to disburse
checks to students during the registration period that normally preceeds an
enrollment period. Experience in the Guaranteed Student Loan Program
prompted the Board to make this distinction between registration and
enrollment periods.

Subp. 17. Financial aid. In an attempt to be concise and

comprehensive, and to avoid a long definition including such sources as
grants, scholarships, loans, jobs, benefits and entitlements, the Board
chose this definition. The definition is also purposely comprehensive
because the SELF Program does not want to cover an educational expense
already covered by another source of financial aid.

Subp. 18. Forbearance. Because the SELF Program must be

self-liquidating, and because the program lacks the traditional in-school
subsidies and interest benefits of federal loan programs, it was decided
that no grace periods or deferments would be possible. However, the Board
realized that hardship situations would occur that might curtail the

borrower's payment. These hardship circumstances, or "forbearances", will
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be dealt with by the Board as described in 4850.0017, Repayment Procedures.
Subp. 19. Full-time student. Except for the requirement that the

program terminate in a certificate or degree, this definition is parallel
to that of the Guaranteed Student Loan Program.
Subp. 20. Grade level. This definition also parallels that of the

Guaranteed Student Loan Program.

Subp. 21. Graduate student. Because there are different annual and

aggregate borrowing limits for graduate and undergraduate students; the
term "graduate student" must be defined. This definition parallels that of
the Federal Title IV financial aid programs.

Subp. 22. Half-time student. Half-time is exactly one half of

full-time enrollment as defined by the school.
Subp. 23. In-school period. There are three phases in the repayment

of a SELF loan: in-school, transition, and payout. The "in-school" is the

first of these three phases and means that the student is enrolled at least

half time. Repayment is discussed under 4850.0017, Repayment Procedures.
Subp. 24. Late charge. All loan programs have a penalty for late

payments. As the SELF Program begins, the late charge being assessed is
$5.00. Within the definition, the phrase "not to exceed $20.00" allows the
Board to increase the late charge if it finds that borrowers do not find
$5.00 to be enough of an incentive to pay on time. Had the Board used
$5.00 as the charge, and then found it to be insufficient, a rule change
would have been necessary to increase the charge.

Subp. 25. Loan period. This definition defines the term for which

the loan is to be used. By specifying that the loan period begins with the
first day of class, and by specifying that SELF loans are not to be
disbursed before the beginning of the loan period, the program does not
have to risk checks being disbursed to students before the school term
actually begins. Again, the Board's experience with the Guaranteed Student
Loan Program prompted it to define the term this way.

Subp. 26. Maximum effort. With the requirements of a credit worthy

cosigner and an in-school interest payment, the SELF loan is not as
attractive as some of the federally sponsored loan programs. Consequently,
the Board did not want students participating in the program until they had

exhausted their eligibility for other financial aid programs. Because the
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Board could not assume that potential borrowers would be told about the
other aid programs, the "maximum effort" test was included in the
requirements for the program. However, the Board allowed three exceptions
to the maximum effort test: work-study, PLUS/ALAS loans, and HEAL. The
HEAL was included as an exception because its higher interest rates makes
it less attractive then the SELF loan. Work-study was included as an
exception to give students the option to borrow rather than work, and
PLUS/ALAS was included because the interest rate is higher than SELF and
there is a requirement of immediate repayment of principal and interest.
Subp. 27. Payout period. See Subp. 22. "Payout" is the third and

final phase of SELF loan repayment. Sections B, C, and D of the definition
are identical to that of the Guaranteed Student Loan Program. Section A is
one of the parameters because the bond holders for the Series 1984 Bond
Issue must be paid in full by December 1, 2000. Ending all repayment
periods by the date assures the Board that the money will be available to
repay the bond holders at maturity. Repayment is discussed under
4850.0017, Repayment Procedures.

Subp. 28. The bonds. "The bonds" represent the source of money for
the SELF Program. Because of their importance to the program, "the bonds"
are mentioned repeatedly in the program literature and therefore had to be
defined.

Subp. 29. Transition period. "Transition period" is the second of

the three phases of student loan repayment. Repayment is discussed under
4850.0017, Repayment Procedures.
Subp. 30. Undergraduate student. This definition parallels the

definition of the same term in the Guaranteed Student Loan Program. Given
the diverse types of educational institutions eligible for participation in

the SELF Program, this definition seemed the most concise and equitable.
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4850.0012 SCHOOL AGREEMENTS AND STUDENT APPLICATIONS
Subpart 1. Institutional loan participation agreement. The eligible

school plays a crucial role in SELF Program application procedures; thus
the Board felt that it was necessary to draft a contract between itself and
the participating schools. This contract is called the Eligible School
Loan Participation Agreement. Section A and B of this subpart summarize
the information contained in the agreement. The Board has a similar
agreement with participating schools in the Minnesota State Student Loan
Program which has worked well. The Board's experience has been that the
schools are more inclined to follow the outlined procedures if they have a
signed contract with the lender.

Subp. 2. Termination. As in any contractual agreement, there are

sanctions for failure to comply with parts of the contract. Any time the
participating school violates any of the rules, the Board can terminate the
participating school from the SELF Program. In the event of termination,
however, the Board still holds the school responsible for fulfilling its
requirements for loans it has already certified for students at its school.
Termination means that the school can no longer certify applications for
its students.

Subp. 3. Application, guarantee, and promissory note. The first part

of Subpart 3 describes the path the application follows from beginning to
end. The application, after having been completed by the student, goes to
the school, rather than to the cosigner. This method provides the cosigner
an application certified by the school and recommends a specific loan
amount. It was felt the cosigner would feel more comfortable cosigning a
known amount rather than a yet-to-be determined amount.

After completing the application, the cosigner is to forward all
materials directly to the Board for processing rather than routing them
back through the student or through the school financial aid office.

Once the completed application and promissory note are received at the
Board, the application materials are examined for completeness and then a
credit check is conducted of the cosigner. The Board has joined a local
credit bureau and uses its services for this function. The Board
determines if a loan can be made, sends adverse action letters to those

applicants whose paperwork is rejected, and to those whose applications
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have been approved but for amounts less than requested, and sends the
approved loans to the HEMAR Service Corporation, the loan servicer. Acting
also as a trustee for the banks, HEMAR re-examines the application and
checks the work of the Board, and prepares the approved loans for payments.

Subp. 4. Release of information. This section discusses the release

of borrower's and cosigner's information to the credit bureau. At various
times throughout the life of the loan, for instance at disbursement and
payout, certain of the listed items will be released to the credit bureau
for its records. This release is to provide a periodic status report to
the borrower's and cosigner's credit rating. Providing information about
prompt and timely payment on an account to the credit bureau will
strengthen the borrower's credit rating. Conversely, the inability to make
timely and prompt payments also should be part of the borrower's credit
information. The Board also felt that if the borrower and the cosigner
knew that adverse information would be reported to the credit bureau, it
might provide added incentive to pay regularly and on time. Legislation*
adopted in 1985 allows the Board to release the listed data elements (A-K)
to consumer credit reporting agencies. Permission will be obtained from
the borrower when the borrower signs the SELF loan application. The
Borrower's Statement will be expanded to include language that will give
the Board permission to release information to "Consumer Credit Reporting
Agencies". While the Board will start obtaining permission from the
borrower for the release of the 1listed information as soon as the
application is redesigned, it will not actually start releasing the
information until the effective date of the legislation, which is July
1986.

4850.0014 AMOUNT AND TERMS

Subpart 1. Loan amounts. The minimum loan amount of $1,000 was

decided upon after consideration of the costs associated with servicing a
student loan. A limit at $1,000 spares the SELF Program the expense of
servicing costs for loans of smaller dollar amounts. The academic year
maximum borrowing amounts stem from the program's authorizing legislation.

Concerned about the total student loan debt that borrowers amass

throughout their educational careers, the Board felt it appropriate to

*Laws of Minnesota for 1985, First Special Session, Chapter 11, Sec. 47 and
48'
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monitor the students' indebtedness from year to year, or from grade level
to grade level. Thus undergraduates are limited to $4,000 a grade level in
all forms of student loans times the grade level number, up to a maximum of
$16,000. Graduate students are restricted to a maximum of $25,000. This
grade level by grade level monitoring of student loan indebtedness is
intended to stimulate the student's academic momentum and prevent him or
her from borrowing more money if for any reason progression is not made to
the next grade level.

Subp. 2. Two loans in one year. Some students, however, would want

to transfer or terminate one academic progression and start another. This
would mean that a student might have to regress in grade level, or repeat
the same grade level. The Board agreed to allow borrowing in the same
grade level a maximum of two times, but only as long as the aggregate
student loan indebtedness figure for that grade level was not exceeded.
The Board recognized that students would be inclined to make academic
changes, but it was concerned about a student, for example, repaying the
equivalent of four years worth of loans after having only graduated from a
two-year program.

Subp. 3. The interest rate to the borrower in the SELF Program will
vary as much as weekly. This section describes how the interest rate will
vary. Essentially, the Board charges the borrower a fixed margin,
currently 4.25%, above the cost of the funds. If the cost of the funds, or
"index rate", one week is 4.75%, the interest rate charged the borrower
that week would 4.25% higher or a total of 9%. If the cost of funds, or
"index rate", for another week was 5.25%, the interest rate charged the
borrower for that week would be 9.5%. The margin represents the Board's
operating expense for the program. If the Board finds the margin to be
inadequate, or conversely more than it needs to charge, the Board will
adjust the margin accordingly. When the Board changes the margin, all
borrowers will be notified in writing. An interested borrower, or school,
can call the Board any day and learn the prevailing interest rate for that

week.

4850.0015 LOAN DISBURSEMENTS
Subpart 1. Disbursement scheduling. All checks in the SELF Program

are written jointly payable to the student and to the school and may be
disbursed by either academic or payment period.
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Subp. 2. Disbursement when check arrives before loan period.

Previous experience in the Guaranteed Student Loan Program indicates that
it is not good policy to disburse loan checks before the academic period
begins. The same is true for SELF loan checks. Once classes have started,
the school may disburse the check to the student as soon as it has verified
proper enrollment and determined that the satisfactory academic progress
requirement has been met. Like the GSL Program, the school may subtract
from a SELF check only that amount of money that it ordinarily charges its
students for that particular academic period. It is not allowed to keep
any more than that amount on account for the student without the borrower's
written permission.

Subp. 3. Disbursement when check arrives during loan period.

Procedures here are the same as in subpart 2 above with the additional
statement that checks must be disbursed to students within 30 days from the
date on the check. If the borrower is on an approved leave of absence at
the time the check arrives, the school is given permission to hold the
check until the student's return to school as long as the student returns
within 30 days from the date on the check. Otherwise, the check must be
returned to the Board.

Subp. 4. Disbursement when check arrives after loan period. Again,

procedures are similar to that of subparts 2 and 3 above with emphasis that
the check must be disbursed within 30 days from the end of the loan period.

4850.0016 NONENROLLMENT, TRANSFER, AND WITHDRAWAL
Subp. 1l. Nonenrollment. This is a standard warning that all SELF
checks that cannot be disbursed must be returned to the Board within 30

days. This requirement is not only for efficient recordkeeping, but also

allows the Board to reallocate the insurance premium for the undisbursed
check to another loan, thereby saving the program money.
Subp. 2. Withdrawal and transfer to another eligible school. 1In the

Guaranteed Student Loan Program, if the student fails to complete the loan
period for which the GSL was borrowed and then transfers to another
eligible school, the student is not permitted to take that GSL money with
him or her to the new school. This particular GSL rule was written when

costs of attendance were less, and the average Guaranteed Student Loan
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check covered a larger portion of the expense. Then, there was a fear that
the student might end up with more money than the total educational
expense. With the average cost of attendance much higher today, this is no
longer a serious problem yet the student is required to reapply for a new
loan in the GSL Program if more money is needed for the second school.

With a maximum loan size in SELF at $4,000, the Board decided that in
the event of transfer, there would still be legitimate educational expense
to be covered at the second school. Therefore, rather than requiring the
student to apply a second time in the same academic year it would allow the
student to transfer subsequent disbursements to the newer school.

Subp. 3. Withdrawal. This subpart defines the refund formula for the
SELF Program. The formula is identical to that used in the Minnesota State
Scholarship/Grant-in-Aid Program and is compatible with the refund formulas
for the Federal Title IV financial aid programs.

Subp. 4. Reduction of enrollment to less than half-time status. Some

SELF loan recipients might reduce their enrollment below the minimum
half-time requirement. If that occurs, the school must notify the Board
immediately. Further, the Board can allow a student to remain at a less
than half-time enrollment status for no more than six months. If the
student has not resumed a half-time or more status at the end of the six
months, the student automatically will be placed in the transition period
of repayment.

4850.0017 REPAYMENT PROCEDURES

Sections A; B and C describe the repayment procedures for the three
phases of repayment: in-school, transition, and payout. During in-school
and transition, the Board will bill for interest only quarterly and
monthly, respectively. The interest used on the bill will be the
prevailing interest rate at the time the bill is written. All payments are
due by the 15th day following the date of the billing.

While the Board wanted to continue the billing concept during payout,
it decided the expense would be too much for the program. Consequently,
the compromise was to use coupon books with 12 months worth of coupons in
them. Because the coupon books would have to be printed in advance, and

because there was no way of predicting exactly how the cost of funds would



‘l’ - 18 - ‘l'

fluctuate in the period, it was decided to incorporate a 3% cushion into
the interest rate. The Board will take the prevailing interest rate at the
time the coupon book is written, add 3% to it, and then calculate 12 months
worth of payments. This is called the "assumed rate". The Board felt it
was highly unlikely that the interest rate to the borrower would fluctuate
as much as 3 percentage points in a 12-month period. Assuming that it does
not fluctuate that much, the borrower will have paid more than actual
accrued interest by the end of the 12-month period. Should that occur, the
additional amount of the interest the student paid at the assumed rate
would then be deducted from the principal on the loan before the
calculation is made for the next 12-month period. This way, the borrower
would get full credit for any additional amount that would have been paid
in interest for the coupon book period.

Conversely, if the actual interest rate exceeded the assumed rate for
that period, causing the interest payments to be less than actual interest
accrued, the borrower would owe the Board some amount of money at the end
of the 1l2-month period. Rather than taking that amount and adding it to
the principal, the Board would calculate the next 12 months worth of
coupons using the assumed rate and the unpaid balance but then focus the
first 1, 2 or 3 months' payments on that additional amount owed. In this
way the borrower would repay the extra amount of interest owed within the
early part of the next 12-month period and reduce any possibility of
negative amortization.

In 4850.0011, Subp. 25, the term "late charge" is defined. Section D
indicates that if a late charge is assessed it will be billed in the 30-day
delinquent letter.

Section E provides for the capitalization of delinquent interest for
students in the in-school phase of repayment only for a maximum two
quarters, before filing a claim for default. The Board felt that if any
time a student was going to be delinquent in payment of interest, it would
be while enrolled as a student, which is a time when the borrower is least
able to generate income for making payments. Rather than immediately
filing a claim for default, the Board decided that interest could be
capitalized up to a maximum of two times in an attempt to keep a student in
repayment.
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Section F says that there is no penalty for prepaying a SELF loan.
Since one of the Board's objectives is to repay the bondholders it wanted
to encourage early payment rather than discourage it.

While it is necessary for the financial security of the SELF Program
that all borrowers be in one of the three phases of repayment, it realized
that situations could occur where the borrower is not able to make a
payment as covered in section G. In the majority of those instances, the
Board would expect the cosigner to make that payment for the borrower, but
the situation could also occur where the cosigner, since accepting that
responsibility, had died or become permanently disabled. Therefore, if
those two circumstances occurred simultaneously, the Board would provide
forbearance to the borrower before turning the account over to claim. The
Board does not expect these two conditions to exist in many occasions, but
it wants to be prepared for that situation.

Like all student and other commercial loan programs, the Board will
provide annual statements of how much principal is left in the account to

be repaid, and how much interest was paid for the calendar year.

4850.0018 CLAIMS

Subpart 1. When filed. A claim is a formal request to the insurer
(i.e. the Bad Debt Reserve, held in trust by Norwest Bank Minneapolis,
N.A.) for reimbursement of an account. This subpart says that after
following the prescribed requirements of due diligence, a claim should be
filed with the Bad Debt Reserve for repayment of outstanding principal and
accrued interest as long as no payment has been received from either the
borrower or the cosigner by 120 days from the billing date. The Bad Debt
Reserve is a reserve fund contributed to by the Board and each borrower.
The borrower contributes 6.25%, and the Board contributes 8.75% for a total
of 15% of each loan amount disbursed. The Bad Debt Reserve is used to
reimburse the SELF Program when claims are filed due to death, disability,
default or bankruptcy of the borrower or cosigner.

Subp. 2. When paid. Claims can be made in one of four categories:
death, disability, default, and bankruptcy. This subpart says that if the
borrower dies or becomes permanently disabled, and the Board receives

documentation of that fact, the cosigner will be relieved of repayment
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responsibilities. The cosigner, however, is still responsible for
repayment when the borrower is successful getting a SELF loan discharged
through bankruptcy.





