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Sunmary and Recommendations

This study of financial aids going to Minnesota State Grant and Scholarship
recipients has focused on the concept "implied work/loan expectation". This is
simply the dollar amount of work or loans a student must raise after grant aid
from all sources and an estimated parental contribution are subtracted from the

expenses students will incur while in school. Symbollically this may be expressed as:
Implied Work/Loan Expectation= Budget - Parent Contr. -Al11 Grant/Schol. Aid

In examining the amount of grant/scholarship aid from all sources going to
Minnesota Grant and Scholarship recipients, the study found two problems that

result from the type of award formula used to determine award amounts:

1) For recipients attending the same post-secondary system, there is an
inverse relationship between implied work/loan expectations and
estimated family contributions. 1In other words, grant recipients
from less well-to-do families are facing larger work/loan expectations

than are grant recipients from families that are more affluent.

2) Compared with objectively derived criteria for deciding what a
reasonable amount of work/loan expectation should be, implied

work/loan expectations were found to be low for many groups of students.

Criteria for deciding what a tolerable or reasonable work/loan expectation
should be were based on research conducted by financial aid officers. This
resear;h focused on the impact of part-time work on a full-time student's
scholastic performance. These criteria were used in designing several alternative
policies on the role of work/loans in student financial aid packages. Estimates
of the costs of a state grant/scholarship program based on these alternatives

7 afe presented in the report.

While this study will make no specific recommendations regarding the dollar
amounts of maximum awards, work/loan expectations, or student budgets, the findings
do suggest that policy-makers should give serious consideration to changing the
current award formula. The following changes would eliminate many of the problems

inherent in that formula:




(2)

1) Place a Yimit on the amount of tuition and fees allowed in the
budgets for private institutions. This Timit should be set at some
estimate of average direct and indirect costs per student in public

institutions judged by policy-makers to have similar missions.

2) In place of the current 50% or 75% of need rule, build into the award
formula a reasonable absolute dollar work/loan expectation that would
be the same for all same year-in-school grant recipients at all

institutions.

3) Begin coordinating receipt of all other grant aid funded from state
sources (including Indian Scholarships, Private College Contract
bayments, University of Minnesota Tuition Grants, etc.) with the amount
of aid received by the student from the Minnesota State Grant and

Scho]afship Program.
" Symbolically, the proposed formula would be:
Award= Budget -Work/Loan Expectation -Parent Contr.- BEOG- Other State Grants

,Simu]étions of several variations on this general formula reveal that many
of those variations could result in’ substantial savings of state general fund
revenue. Some of this savings could be used to provide additional work-study funds
for institutions in communities not having adequate part-time private sector
emp]oyﬁent opportunities for students. Or, it could be used to finance in part

various other modifications in the state grant program, including:

1) elimination of the application deadline;

2) allowing students to apply for first-time awards in their junior or
senior years; or

3) allowing greater-than-9-month budgets for those students (primarily
vocational) whose courses of study require more than 9 months

a year of full-time classroom work (but not including paid internships).
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. - (3)

(; Such modifications, if combined with the general recommendation for a formula
change, could utilize the same amount of dollars currently committed to these programs
while at the same time allowing state policy to move closer to assuring greater

access and choice, as these concepts have been operationally defined in this paper.

Those operational definitions embody the notions that: any capable student will be
able to study in any post-secondary institution that will admit him if he is

willing to assume a tolerable and reasonable work/loan burden.
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1.

Introduction

In the biennfal tudget message delivered in January 1977 Governor Perpich raised
several questions about the direction ot Minnesota's programs of financial aid
for stugen:s in post-secondary education. Concern was expressed about the degree
of coordination of all the various types of state, federal, and {nstitutional pro-
gracs providing financial assistance to students. In particular, there was
{nterest {n determining how much emphas{s was being placed on work and loans in
putting together student aid packages. Was the emphasis being placed on wark

and lcans unrealistically high or was it unrealistically low?

To find answers to these queétions. and to gather information that would allow
policy makers to decide if any changes were necessary in the state's policy of
ceerdinating the several types of financial assistance available to students,

the Governor called for a study of student financial assistance in Minnesota.

The following analysis which focuses cnly on Minnesota Grant and '
Scholarship recipients 4s a response to the Governor's request. While it will

present no policy recommendations on award amounts or work/loan expectations,

it will:

1) suggest sevefa1 questions that policy-makers should consider in
;eaching decisions about work/loan expectations for grant recip=
ents;

2

~

sucgest methcds policy-mekers could use in deciding what is an
azpropriate or tolerable amount of work/loan expectation;

3} present data estimating the implied work/loan expectations
faced by Minnesota Grant/Scholarship recipients after grant
2id from all state, federal, and institutional sources has
teen taken into consideration;

4) recommend a genera) change in the award formula used for the MSG/Sch program;

S

~——

propose alternative grant award formulas, each based on
defferent assumptions about appropriate work/loan expecta-
tions; and

6) provide estimates of the costs of a state grant policy based on each
alternative formula, : '

B |
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The Minnesota Grant and Scholarship Program

A, Description
To be eligible for consideration for a Minnesota grant or scholarship,
students must:
1)} be a United States citfzen or a permanent resident of the United
States and a legal resident of Minnesote at the tire of the clesing
date for filing application; and
2) be a graduate of a secondary school or its ecuivalent and have met
or be able to meet all requirements for adrission as & fuli-time
student co an eligible institution. This inciudes:

a) applicants with no previous post-secondary education who will
enter an eligible institution as beginning first year stucents;

b) applicants who have completed at Jeast cne acadenic vear cf
study at an eligible community collece at the time of transfer
to an eligible senior coliege or university;

¢} applicants who will attend an elicible institution as full-
time second year students who ¢id not receive a state scrclar-
ship or grant-in-aid for their first year of post-secordary
education; and

d) applicants who will be enrolled full-time in 2n eligible in-

stitutfon in a nursing education program leading to T{censure
as a registered nurse or & licensed practical nurse.

A holder of a Minnesota scholarship or grant may request renewal of his or
her award annually until a total of eight semesters or twelve cuarters or
their equivalent has been covered, or a baccalaureate degree cbtained,

whichever occurs first.

A holder of an honorary scholarship (no monetary award) may, at the annual

renewal date, request consideration for a monetary award.

To be eligible for renewal of a monetary scholarship or a grant-in-aid, the
student must:
1) show a continuing need for financial assistance;

2) continue to be a United States citizen or a permanent res{dent of the
Unfted States and a legal resident of the State of Minnesota;

3) have successfully completed the academic work of the preceding year
at an eligible fnstitution; and

4) attend an eligible institution in the succeeding year.

Though the scholarship program and the grant program are separately funded,
and a pre-requisite for receiving afd from the former {s graduation in the

top 25% of one's high school class, the sfze of the ¢ ' for both pregrans
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is besed on the stucent's financial need. Financial need, for the purpose
of these programs, fs defined as the dollar difference between the budget*
the stucent will face at the institution he chooses to attend and an esti-
mated amount of his family's contribution,**

Financial Keed = Budget - Estimated Family Contribution

The amount of the award in the 1976-77 school year was 50% of financial need up
to a maxirum of $1100 provided the student was not recefving a Basic Educational
Opportunity Grant (BEUAR). If the student was receiving a BEQG, and if the sum
of the BECG and the Minnesota State Grant/Scholarship (henceforth, MSG/Sch)
exceeded 1G0Z of need, the MSG/Sch was reduced so that the sum of the two was

equal to the student's estimated need.

Some modifications were made fn the eward formula used in the 1977-78 school
yezr. The formula remained the same for students not eligible for a BEQG; but,
for those students who were elfgible for a BECG, the amount of the MSG/Sch was
the smaller of

1) 502 of need;

2) $110C; or

3) the difference between 75% of need and the amount of tha BEOG for which
the student was eligible.

Analysis of the Award Forrula

1} Implied Work/Loan Expectations

One of the concerns expressed by the Governor was whether the emphasis
placed on the role of work or loans in assisting financially needy students
was appropriate. A later section will specifically address the matter of how

policy-makers might approach the problem of deciding what an appropriate or

¥inm tycgats used to cCetermine the awards fnclude only: 1) tuition and fres;
2) charzes for room and toard in @ dormitory {f the student is living in a
cormitery, or 51,107 1f he is not; and 3) $400 for miscellaneous expenses.

**The farily contritution fs estimated using a system jointly developed hy the
Frericen Ccllege Testing Service (ACTS) and the College Entrance Examinatfon
Ecerdé (CIEE).
it includes an estirate of the parent's expected contribution from {ncome and
assets as well es 2 contribution from any realized assets of the students.

The procedures for estimating parental contributions from assets and income
are based cn a complicated corbination of information about how families actually
terave and value judgrents about how they should behave. If the legitimacy of
these {s questioned, they could and should be dealt with separately in the process
of policy  —mulation. The basic points made in this analysis would apply regard-
s less of thods used to estimate parental contributions,
L .

tolerable work/loan expectation might be. But, before this is done, an analysis i

of the work/loan expectations implied by the current MSG/Sch award formula is

a.

in order.

Definition

The implied work/loan expectation s the amount of a studeqt's

budget remaining after subtracting the estimated tamily contribution*

and the amount of the grant award.

Size of Implied Work/Loan Expectations for MSG/Sch Recipients

What s{ze work/loan expectations are implied by the current rules
used to determine the amount of the MSG/Sch award? A few sirmle
examples will be used to clarify how these amounts are calculated,
then a table will be introduced that more thoroughly describes the
relationships among budget level, family contribution, and {mplied

work/loan expectation.

Let's begin with two students, both attending the University of Minnesota
{Minneapolis). The budget used by the Higher Education Coordinating Board

for determining amounts of MSG/Sch awards in the 1577-78 school year for 2
Universitv of Minnesota student livina in a universitv dormitory was $2,835.
Suppose the estimated family contributions and the BEOG awards these students
are eligible for are as shown below. Using this information, both the amgunt

of the MSG/Sch and the implied work/loan expectation can be calculated.

UM Student A 104 Student 3

1) Budget K 2,5%% $ 2,895

2) Estimated Family Contribution 0 620

3) BEOG 1,400 200

4) need (1-2) 2,835 2,235

§) MSG/Sch m 921
Work/L Expectation

O oo

*J{thout a summer savings expectation, since subtraction of an estimated
family contribution with a summer savings expectation would under-
estimate the amount of the total implied work/loan er— ~taticn.
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Student A, who attends the Unfversity of Minnesota, faces a zero

estimated parental contribution, so his need is determined to be
§2,895 - 0 = $2,895. Half of this is $1,448, an amount which ex-
ceeds the maximum $1100 grant. Therefore, $1100 would be the amount
of MSG/Sch Student A would recefve if the sum of the MSG/Sch and
EEQOG he was eligible for did not exceed 75% of need. Suppose that

Student A s eligible for a $1,4n0 BEOG. The sum of this, plus the ) v

$1,110 MS5/Sch 1s $2,500. Since this sum is more than 75% of
£2,895, the MSG/Sch recefved by the student will be $771.

How, fn the absence of any other grant or scholarship aid going to

i

Student A, ft seems safe to assume that what the student cannot ob- L .
]
|

tain from his family or from either the MSG/Sch or BEOG programs, he
ijl have to rajse through either work or loans. The {mpl{ed work/
Toan expectaiion facing Student A will thus be:

Impifed Work/Loan Expectation = (Budget -~ Estimated FAmily Contributian
~MSG/Sch - BEOG

= $2,895 - $0 - $771 - $1,400
= 35 72

Student A will have to raise $724 on his own through efther work or

Toans.

Consider next Student B who also faces a $2,895 budget. Since his estimated
family contribution is $600, his need will be $2,895 ~ $600 = $2,295.

Haif of this is $1,143 an amount which exceeds the maximum $1,100 grant.
Therefore,$1,100 would be the amount of his MSG/Sch if he was not eligible
for a BEGG. But, he is eligible for an $800 BEOG; and, since the sum.

of the BEOG and the MSG/Sch may not exceed 75% of need (in this case,

75% of $2,295 =$1,721), the MSG/Sch will only be $921 (i.e., $1,721 - 800 =
$521). Tne implied work/loan expectation for this student will be:

Impilfed Work/Loan Expectation = iBudget - Estimated FAmily Contributiong
= M5G/Sch - BEOG

= $2,895 - $600 - $921 - $800
Hs14

N it B will have to, in the absence of any other grant aid, raise
N—

$514 on his own through either work or loans.

Table 1 provides several more estimates of implied work/loan expectations
for students facing different levels of budgets and various sizes of
extimated family contribution. This table, in particular, calculates
fmplied work/loan expectations facing MSG/Sch recipients under the

" current BEOG and MSG/Sch coordination strateqy. These observations may

be made about the relationships seen in this Table:

- For students at any of the lower levels of budget {$2820 or
lower), the implied work/loan expectation in generai * is greztar
for the grant recipient with the smaller estimated family
contribution than for the grant recipient coming f}un the

. more affluent family,

. = For any of the higher level budgets {$3500 or higher), the
‘ implied work/loan expectation {s constant over much of

the range of family contributions, but does show 3 decrease in
that part of the table representing recipients from the most
affluent families. The reasons the work/lcan expectations for
these budgets is constant over a large part of the family
contribution range are due to the facts that 3) most of thesa
students are receiving the maximum MSG/Sch award , and )
the BEOG award formula works in such a that a one dollar ircrezse
in estimated family contribution yields a one doilar Zdecrease

in the BEQG. ( It should be noted hare that prososals 2 raise

v
PR

the maximum MSG/Sch award amcunt, while keesing the current

MSG/Sch and BEOG coordinaticn policy will gcnanze the re3tiz-shin

between family contribution and implied wook/ 1027 gazsziztiors

for the "lower" high levels of budget. The relaticnsniz would

no longer be one of a constant irslied werk/lcan exsectstion

over much of the family contribution range, but rather the

inverse relationship described above).

- For a particular level of estimated family contribution, thera
is a positive relationship between the implied work/lcan

expectation and the budget faced by the student.

* Some exceptions to this general rule may be observed for the 52400 2ad $2300
budgets. For the former budget, t:e current MSG/Sch and BEQG cocrdination ruies
will yield a work/loan expectation that steadily decreases over -~“e $0 -1000 range
of family contribution, increases slightly between $11C0 «150( N decreases. Ihe
same basic trend is seen for the $2300 budget. ~ !

e
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These observations suggest three policy questions:

- If, for a given level of budget, the impifed work/lcan expectation facing
a grant recipient with $0 estimated family contributien 1s $X, should
the implied work/loan expectation for a grant recipient with a larger
family contribution be less than $X? The qualification that this gquestion
is being asked only about the work/loan expectations of grant recinferts
is very important and must be kept in mind constantly by readers. The
question would be ridiculous 1f applied to all students acress the whele
range of possible family contributions because some estimated family contri-
butions will be larger than the budget, {mplying no work/loan expectation
and no grant.

- For a given level of family contribution, is {t appropriate that there
be a positive relationship between the size of the budget taced by the
student and the implied work/loan expectation? Is such a relationship
appropriate if the actual costs of producing the education zre rezriy the
same for ail institutions but student budgets vary only beczuse of dif-
ferences in government policies regarding fnst1tutidna1 subsidies?

Would this relatfonship be appropriate if differences among budgets
in fact truly reflected ditferences among institutions in the cost of
producing the education? Daes this policy provide incentives for
students to choose institutions that are low priced, but not
necessarily low cost? Are such incentives good?

. = Given the great range of impifed work/lcan expectations shown in the
table (from $75 to 3000), one is led to ask: "What is an appropriate
or tolerable level of work/loan expectation? How can one decide what

is appropriate or tolerable?

While this summary will not dwell on reasons why the formulas used to de-
term{ne grant awards yield the results noted in cbservations 1 and 2 , it
will later suggest changes in the formulas that could be made 1f policy

makers' answers to questions 1-3 suggest that continuation of the current

policy is not appropriate.

Incentives on Institutions to Raise Charges

One might suggest that any student subsidy formula that includes tuition
charges, and makes the amount of the subsidy a positive function of those
charges will create an incentive tor fnstitutions t¢ e tuition,

This possibility certainly should not be discounted firanalyzing a subsidy
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formula. However, a blanket statement that such incentives will obtain
for all Institutions whose students are eligible to receive the MSG/Sch is
not appropriate. More specifically, these fncentives will not exist for
putiic institutions because tuition charges 1n public post-secondary
systems in Minnesota are-treated as a deduct from the systems' expenditure
authorizations that emerge from the appropriations process, Thus, we need

focus cnly on private fnstitutions.

Table 2 provides {nformation which is useful in discussing the formula
incentives for raising tuition. This table shows how the amount of the
MSG/Sch varies for several different levels of family contribution and far
four different budgets representative of the range of budgets in Minnesota's
private post-secondary institutions. Observe how the spread of maximum
awards increases with progressively higher budgets. One may surmise from
this observaticn that, given the maximum of $1100 placed on the grant award,
an incentive for an fnstitution at budget Tevel X to raise tuition will
exist only if a substantial number of its students have estimated family
contributions that currently yield less than the maximum award. For instance,
for an institution at which the student budget is $4,500, there will be an

incentive to raise tuition {f a substantial number of students have family

contributions greater than $2,300% .

Tadble 3 shows the distribution of MSG/Sch recipients attending Minnesota
private colleges in 1976-77 by estimated family contribution and institutiona)
cost category. It focuses just on students who are financially dependent
on their parents, single, and full-time students for nine months. The
distribution of students within each of the three cost categories is &een
to be just about the same. An interesting observation from this information
is that only about 11% of thesample from all three cost categor1és have
estimated family contributions equal to or greater than $1,950. Relating
this back to the information in Table 2, one might conclude that the incentive
to further raise tuftion will not be very great if the current $1,100 maximum
is maintained, since 89% of the recipients are already receiving the
maximum award. This does not, however, suggest that an incentive to raise

these charges was not more significant in the early years of the program,

*issure there are at a hypothetical institution with a $4,500 budqet a Tot of
stucents with 32,500, $3,000, and $3.500 estimated fam{ly contributions. If the
instituticn rafses the budget to $5,000, Grant recipients with the $2,500 family
coriritution would in fact pay 80% of the $500 increase, while the grant recipients
with the §3,P" " and $3,500 family contributions would pay only 50% of the {ncrease.

.

- " a—

{

Family Contribution Assuming No Eligibility

Minnesota Grants/Scholarships by Budget and
for a BEOG

Jable 2:
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of Minnesota Grant/Scholarship Rociplentsw

Attending Prlvate Collepes {n 1970-77 by Litimated

Family Concrfbution and Cost Category

Distribution

L

Table 3
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ncludes only those recipients who were dependent on their parents,.single, and full-time students for 9 months
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How might these future incentives be eliminated? A possibility is
suggested by the table. Policy could mandate that tuition above 2 certaia

level, say $X, simply be recognized as only $X. The level, X, could be set

£
T

at the average per student direct and jndirect instructional costs o
educating a student in a public post-secondary system (or unit therzof}
with a similar educational mission=. Need would‘be determined using this
amount as a tuition base, and the responsibility of meating any nead
resulting from an institution's charges to students being greater than

this amount would rest with the institution**.

* Direct and indirect instructional costs per full-time equivalent student
in various systems or units-within-systems for FY77 were estimated ic be:

Sum of Direct and Indirect Costs

System or Unit

AVTIs (1) $ 2,803
Community Colleges (2) 1.825
State University System (2) : 2,100
UM-Morris (3) 2,931
UM-Undergrad Liberal Arts

{Twin Cities) (3) 2,112

1. 1979-81 Biennial Budget, Area Vocational-Technical Institutes
iwith estimate of state contribution for retirement)

2. "A Review of Tuition Alternatives for Hinnesota Paost-Seccndary
Education: A Staff Technical Paper- Appendix” .
MHECB, June &, 1978, pp. 16-17.

Sources:

3. Management Planning and Information Services, University of Minn

wx Such an approach would also help assure against the possibility of 2 student at
a private institution being subsidized more heavily from public funds than 3
student in a similar-missicn public institution.



L Fo R b w i~ s I~ R -
/ ; i F Y ~> fel -~ <3 ol oy
LT]) . . . . . -
i halio! & ® < S o & :
: i I S =) 8 \n - bl )
| ; 5:3 o o — o — =~
II1. wWhat ls An Appropriate Amount of Work/Loan Expectation? = o =) o o =3 o !
S8 B < < < < < S :
. : o18é g gl g 8¢ g i
This section will discuss two methods that policy-makers could use to , &8 Z - = = - 0
decide what amount of work/loan expectation is appropriate. After policy-makers i ™ =] ~ ~ - w :
N [-V IS} — - o~
putied » . . . . . 3
decide what tnis amount should be, they could use that amount as an assessment criterfon £ 02 § 5 § § 2 2 :v.‘
. ) ) é — ~ ~ ~ o ~ £ :
for evaluating the extent to which the current array of state and federal subsidy < b ;
v [=] [=] [=3 = o o — J
programs is resulting in reasonable work/loan expectations being placed on students. . ﬁ é b4 Z- : < Z Z Z g I
x| 5.
dlef g g 2 S S = ?
— o~ -~ o~ 4 E’
Caniere* suggests two methods for deciding the amount of the work/lean . 5 5
. ¢ * 5 S =2 3 g 2 -~ :
expectation. One method, which will be called the "hours of work" method , would = Lo o e 3 o o o = P
N = = 2
. . B g2d 2 = | 5] &1 ¢ g € 1
focus on the number of hours of outside work a student could tolerate without adversely R af = = ~ - o~ - & £ _
. . = S3
affecting his school performance., Students of financial aid policy have been interested . tS = =1 =] =] =3 =3 §_§
wia! o . . . 3 . > = -
in this question for a long time. The research they have produced in attempting to 511 88 S 2 8 2 N 8 c& !
- P o o - - - - - - Pl -
find an answer (s2e Appendix A for an annotated bibliography) suggests that a % S = o = = = =7 ;
w [~
s S C B
student’'s working up to 15 hours a week during the time he {s enrolled in a fulle = £i :
[} ==
i . o [y RN
tize program nas no adverse effect on his academic performance. !n fact, some 2 © s
ry — T re) = — — —_—
> > i (=5} o O ™~ o ~— o =
research even susgests that such work could pe beneficial insofar as 1t forces g o 3 é:‘ o w < o ~ P £:=
, ' N B EE I 21888 g 7
a student to more carefully budget his time {Augsburger, p. 30-39). a =) 2 iy o~ iy - — _ x =
: I 5 = s
wn o o (=] [=3 [=3 (=3 o N
L] f o o o <@ O l=1 < [
< j B 3 2 ? t . A EE
- = e o} o o 0 =3 < ~ < ] &g ~
If 15 hours of work a week during the time a student is enrolled full-time is o 553 9 = & N 2 a 2=
] P - - - - - - ——
L — o — o~ — —_—
accepted as reasonable, translation to a dollar amount may be made after speci- 2 nes
-] e A ol
fying an expected wage rate. For fnstance, using the 1978 federal minfmum - ¥ 0 o @ ~ - ez :
o o ~ — V=3 ~ [ty
. = | & x g 5 : - w - o
wize rate of $£2.65/hcur at 15 hours a week for 48 weeks translates {nto: 2 e B 2 3 S o 2 =55
X by O O S o -—
- = -— o~ — ~— = — -
2.65/hcur) x (15 hours/week} x (48 weeks/year) = $1,908.00 before taxes. After : " o & wn 2ER
’ = o o 8 8 = 8 sl - ¢ 3
ncn-refundable taxes are subtracted, this amount is reduced to approximately “ % o - - « < < 5= 0
2 X < o O T ox x :
) a 5 <~ o ™ O D) o -8
$1,753. The dollar implications of other wage, hour and week assumptions are " B° w = £~ a o = S 2 3
! o <t~ H
shown in Teble 4. = @ o o n o~ . ER
5 IR 2 2 « e b “ - ;
N o s o @ o w o~ ™ — [ve] :
A secend method that could be used for deciding an appropriate or tolerable amount 5 5 EE - =y 3 = g "5 -~== '
. a x — — — L — :
of work/loan expectation might combine informatfon on monthly loan repayments with g = =
g K g SRR EREE g g
{nfaorraticn on the expected earnings of graduates. The task of pol{cy makers would = S, o o g - o o 2
. - &g 3; 3 ~ B X 2 - :
be to decide what a tolerable monthly loan repayment would be for a student whose : : a0 — o — —_ ~ 3 ;
< i
— =
exzected ronthly earnings after graduation will be $X. Once the policy maker has E £
“ 4
decided this he can use information 1ike that {n Table 5 to determine the amount b i
<
- z
of a loan that can be purchased with those monthly payments. This table shows the Lo &5 ﬂ’;; 2~ 9. f~ - -
52 5 53 55 55 58 5 s& 2 ’
“ o = e e « 3 &3 3 S 23 fud i
& o xg R Y = _x'c o = .x: = .x": * T
U QO D~ 4] U Oy [ R¥=] QN QO o @O v
25 £ fo52 €5 £ £Q $Sv$3
o - ] R Seal wl P wd G RaL -
. S - I8 — - [ Hidad e~ - i N
* Danfere, Andre, “The “enefits and Costs of Alternative Federal Programs of 38 3L 3L 32 ] 2L 4 Eao ;
financjal Aid to ¢ @ Students®, in The Economics and Financing of Higher o =8 =3 <8<8 <8 <8 =% =g ; !
gcucation in the Ui/ States, Joint Economic Committee of Congress, U.S. el f* oEQF ¥ ns 2*F 2 '
Governient Priating drfice, Washington, 1969, pp. 556-594.



Monthly Repayments for Varfous Repayment Perlods and Program Lengths*

Table 51

Ten Year Repn

E{cht Year Repavinent

Five Year Repavment

Two Four

One

0 Four One Two Four

Year

Ona

Year Year

Year

Year Year

Year

Year

Year

Azount Borrowed

Preeram Proeran

Procran

Prorram Program

Program

Program

Program

Proaram

Each Year of Program

46,48
55,78
69.72
83,66
92.96

23.64
28,37
35.46
42,55

11,62
13.94
17.43
20.92

13.64 27.28 54,56

16.37
20

79.2%
95.09
118.86

39.62

19,81
23.27

$1,600

65.47
61,84
98,21
109,12

32,74
40,92

47,54
59.43
71,32
79.24

1,200
1,500
1,600

2,000

W46

29.722
35.66
39.62

49.10

24055
27.28

142,63

47.28

23.24

564,56

158.48

% Repaymeut estimates based on i{nterest and time gutdelines used by Minnesota State Loan Program.

.
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monthly repayments required for various amounts borrcwed by the stucent curing

each year of his program. The monthly repayments are shown under an assuwed 7%
simple interest rate for three repayment periods - five years, efaht years, and

ten years. As an example of how use of the second method might proceed, consider
the fnformatToﬁ in Table 6 which provides estimates of monthly starting salaries

of baccalaureate graduates by field. One Observes from this table that the lowest
average monthly salary, $950, is found among liberal arts graduates. Uncerstandirg-
that these are just averages, one may in reaching a decision, prefer to use 2
smaller value than this average, say an estimate of the monthly salary exceeced by
90% of tha iiberal arts gfaduates. Suppose this {s $800. For a monthly starting
salary of this size, the decision maker might reason that a monthly loan repayment
of $50 for 10 years would not be unreasonable or intollereble. As one can see fro=
Table 5, under the rules governing the current Minnesota State Lozn Program, this
size monthly repayment would purchase a loan of approximately $1100 a year for a
four year program. This amount, $1100, could therefore be set as the amount ¢f the

work/loan expectation built into the subsidy award formula.

In setting the amount of the work/loan expectation, policy-makers would not
have to choose only the first method or the second method . They could use a
combination of the two that would yield separate work and loan expectations. FHowever,

whatever combination is chosen should be accompanied with some recognition that

" additional bonding authority for the loan program or additional funding of wark-study

opportunities for students attending institutions in communities with few part-time
private sector job opportunities may be necessary. It is,though , the opinicn of
Department of Finance staff that HECB's proposed increase in the bonding authority
for the State Loan Program would probably be adequate to cover any increased draw on
that program resulting from implementation of any of the alternatives proposed

later in this paper.

What Size Work/Loan Expectations Do MSG/Sch Recipients Face?

In thinking about the specific problems suggested by the three questions that ererced
from analysis of the award formula used by tha MSG/Sch program, the reader must keep
in mind that the distribution of subsidies to_students in Minnesota {s by far much
more complex. It {s made more complex by the existence of several other state,

federal and {nstitutional grant aid programs. The biggest of these is the Federal

g
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Economics=
8817
952
1006

Finance

Mathenatics
Stitfseics
994
1063
1136

1032
1174
1225

Chemistry

950

Liberal
835
917

Arts

Rusluess
3885
1123
1154

Other

Bus lness
852
963

1004

Geuneral

Table 6
Estimated Monthly Startlog Salarics of Baccalaurcate Graduates by Fleld,

1976-1978 (Eundicott Survey)

Sales
943

1007

1053

Accounting
1033
1088
1122

1165
1303
1390

Envineering

1180

1099

Computer
Science

1976
1972
1978

2/

LA

Basic Education Opportunity Grant Program. But, in addition, nearly every fn-
stitution has some grant aid available for distribution to students at fts ciscre-

tion. In many cases this includes only money from the federal Supplemental Educa-

tional Opportunity Grant Program; but, in the case of the University of Minnesota,
it also includes a special appropriation from the state legislatyre for a tuition
grant program, For the private colleges, funds are available from the Private
College Contract Program (though use of these {s not restricted to student finan-
cial afds operations) as well as numerous private endowments. Other federal &r
s state grant programs also have been established for minorities, nurses, veterans,

ete.

MSG/Sch recipients do receive grant aid from these other sources. If grant 2il from
v ©all sources going to MSG/Sch recipients is considored, what will be the size of the
resulting implied work/loan expectations faced by those students and what wiil b the

relationship between the implied work/loan expectations and estimated family contributi

; : The preceding section describied two methods that could be used by pclicy wakers

% .- to decide what a tolerable amount of work/lozn expectation is. This section

g . will use the “hours of work” method to establish a criterion for 2ssessing whether
the current array of subsidy programs is resulting in “reasonable" irplied werk/ican
expectatfons for MSG/Sch recipients. To determine the pcsftion of ¥SG/Sch recipients
relative to this criterion, information will then be presented describing the esti-

mated* size of the implfed work/loan expectations that weuid have faced HSG/Sch
recipients in 1976-77 {f the 1$77-78 coordination strategy had heen in etfect thern.

In addition, this section will examine the relationship between the

impiied work/Toan expectations and estimated family contribution.

A. Assessment Criterion
Since, as noted earlier, research by financial aid officers is in general
agreement that up to 15 hours of work a week has no significant adverse
' . effect on a student's scholastic performance, fifteen hours will ba atcepted
as a reasonable and tolerable weekly commitment to expect of students.
From Table 4 one observes that a 1976-77 student who worked an zverige of 15 hour

a week for 48 weeks at an hourly wage between $2.15 and $2.75% would have realfz
an after tax income ranging from approximataly $1,450 to $1,850 2 year.

*Tne estimates of implied work/loan expectations presented in this segtfcn are .
based on data gathered during the Fall of 1977 by the Desartment of Finance. T“:‘w
data consisted of information on the components of the aid pact of nearly S:: %)
; financially needy students in 05 Minnesota institutions of pos\\-d'ondary ecucation
! during the 1976-77 school year. -

aTha fndann’ hndonm wane 4n 1078 wae €2 S0/kaume 5730 nure An 16775 and 42,45/ heur 4m3s
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The Position of MSG/Sch Recipients Relative to the Assessment Criterion
How xany MSG/Sch recipients are facing yearly work/loan expectations

in the $1450-1850 range? Before presenting information that will answer
this question, some observations abaut the complexity of estimating expected

family contributfons and student budgets are in order.

1. Estimates of Family Contribution
The estimates of expected family contributfon used 1nlthe analysis that
follows are based on a methodology jointly derived by the American College
Testing Service (ACTS) and the College Entrance Examination Board (CEEB).
This system, in brief, uses information on a family's income and assets,
taxes, parent’s age, number of children, and any unusual-unescapahle ex-
penses (itke medical bills) to assess the family‘s financial ahility to
certribute to a students' educatfon. Considering all these matters in de=-
rising an zstimate of family contribution seems to he fair and just. But,
the process of taking each of these bits of {nformation on an fndividual
family and entering them {nto a system which outputs a number called "an
estimated femfly contributfon” 1s an exceedingly complicated process that
some famil{es will clafm fs not "fair" for their {ndividual circumstances.
While this paper will rot include an exhaustive discussion of
the rmethods ACTS or CEEB use in deriving family contribution estimates,
suffice {t to say ncw that the process is hased on both value Judgements
abcut how fanilies shculd allocate their resources and on rigorously con-
dﬁcted studies of how families have traditionally actually allocated those
resources. It fs a process that, for better or worse, tends to be geared
to the average family at each different level of financial strength.
Given this, one could reasonably expect that half the families will prob-
ably complain that the expectations are too high, while the other half will
2ccept the estimates as reasonable or too small., For the purposes of public
policy, the latter group is not a problem. The former group, however. is a
probler and should probably be divided into two subgroups: 1) those who
have legitimate reasons for complaining; and 2) those who could afford the

contribution but place less value on education than on some nonessential

. 1t more equitable for those in the first subaroup should be examined.

. maintaining in the system commitment to certain. traditional values

item of expenditure. Chenges in the needs analysis system that could make i

But, how to satisfy the second subgroup, while at the same time ;

§s {ndeed perplexing.

For the analysis that follows, it will be assumed that the estimates of
family contribution that emerge from the ACTS-CEE3 needs analysis systes
are, for the average family at any particular level of estimated
contribution, realistic estimates of what a family can in fact contritute. Fcr?
families who efther cannot contribute these amounts or do not want to,
this baper can only point out that the analytic scheme propesed here-

in suggests basing an assessment critericn onlv on the amount that
could be earned from a reasonable number of hours of work. It deoes ne*
propose basing the size of the assessment critericn cn both 1) the arcunt
that could be earned from a reasonable number of hours of work and 2} an
amount which 1f borrowed would veild loan repayments that are reascnable
in  relation to the student's post-graduation expected income. This was !
purposely done so as to provide some flexibility for those students whose
parents contributed less than the estimated amount and who would thus like-

1y have to rely on both work and Toans in order to meet their ccllege ex-

penses.

Estimates of Student Budgets

wy -

Currently, the budgets used by the Kigher Education Coordinzting Bcard in

determining the size of grant awards fnclude the following ftems:

a. Tuitfon and fees;

b. A misce]]aneoﬁs expense allowance of $400; and

¢. For students who are 1iving in college or university housing, the
amount of the room and board charcas; or for students wno are not i

living in collega or university housfng, a room and board allowance
of $1,100.

Some financial afds officers and HECB staff have indicated to the authcr
of this paper thc opinion that both the off-campus room and board zllowance

and the miscellaneous expense allowance used by HECD are too small.

f
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. imat f the distribution of implied work/loan expectations are pre-
With regard to the level of the miscellaneous expense allowance, figures Estimates of the p / p

ted b stem under three alternative assumptions about the level of the
from the CEEB {ndicate that the average mfscellaneous expense allowance sented by syst Al

owance. The distribution fs shown for three size.
for the 197€-79 school year was arcund $800*. However, it should be point- miscellaneous expense allowanc

|
|
|

' fons: 1) less than $§1,451;
ed out that this average was not computed for a fixed "market-basket" of ; ; c;tegorjes of implfed work/loan expectations: 1) le :
' : ater than or equal to §1,851.
expanse Tters considered minimally necessary for student maintenance. o 2) $1,451 to $1,850; and 3) greater t & $
Policy makers, therefore, should be cautious in accepting this figure as : I

an estimate of minimal student needs for these expenses and should, in . . M
arriving at the amount of this allowance, not simply focus on what average
student expenditures fn this category are. Instead, they should first de- b % v s

cide what minimum "market basket" of services or {tems should comprise

this category, then estimate their costs. Such an endeavor {s not, however, ' ‘“
, considered to be within the scope of this paper.. So, the approach used be- - g % :
Jow will be to present analyses with three alternative levels of miscellan- - ! 3
ecus expense allowance: 1) the current $40N allowance; 2) CEEB's estimate
of the natfonal average, $800, and 3) a value between these two, $600. . f ‘E
tstimates of rcom and board allowances for off-campus students in the éna]- E o
ysis that follows were derived in the following manner: ‘ , %
a. F?r students attending inst{tutions with dormitories, the room and board _ C ' Now, what does the information fn Table 7 tell us. To make the discussion
;olg;agggrég;;gggastudents wes set equal to the dormitory room and , = ‘i brief, attention will be given only to the distribution irmlied by the high
b. For students attending {nstitutions without student housing, the room - : . Tevel of budget (1.e., that with an $800 miscellaneous expense 2llowence).
e e uourd hasaa. for thees neetiustons. mavine dormitorten. This R This appears on Table 7 under the headfng "Low Fudget Plus £200%*.
‘;‘g;af‘»;;u:cggc.%oge;c_r the 1976-77 school year and will be about $1,400 for the |
Bt v " The information in this table suggests that if the 1977-78 coordiration
3. Implied Work/Loan Expectaticns Facing MSH/Sch Recipients . i ‘ strategy had been in effect in 1976-77:
bavirg etscussed to cavests significant fn any consiceration of fnpled Co R iy Sl A T Tl o A e
work/loan expectations, the paper will now address the mafn question of - ‘ .'! ) :§3§c§§1§ﬁ:§°§;d Zgoﬁiu%?7ga;§vf:§$: ;25550321?5?;aleZ§;;c2:t?§;§/l:§§
this section, that s, "how many MSG/Sch recipfents are facing fmplied » ;_ ‘f T were too large relative to the essessment criterfon.
wcrk/loan expectations less than or greater than the previously derived . ,2) :gZeghﬁoiﬁigﬁaﬁnlxﬁgiigii255935351gi Eﬁgnﬂigésg::ggﬁzzligtiszzglie:ive
3ssessment criterion range of $1430 to 31850 2 year? o T L e e e Bromd vork/loon expectations. that.
. i were too large relative to the assessment criterion.
Tabie 7 shows the estimated d{stribution of implied work/Toan expectations ‘ ‘ 3) zgcetgicgg1Ziiijgﬁaﬁfeﬁggggi2§3557§é§?1g: EﬂinHigﬁsgztggg}Eégﬁtisggglf-
that would have faced MSG/Sch recipfents in 1976-77 1f the 1577-78 award o : ng§ g:;ZiZZg?énz7éﬁ§ :g:Zi ?SY;%f;gigd";23202;125820li}?;inc:xgzzgétions
forrula had been in effect then. Recall that implied work/laan expectation ; that were too large relative to the assessment criterfon.
is defined as: .
i ]
’ ireited NfL Expec * Budget - F.C. - Total Grant Atd ) #The actual values of the Jow budget are shown at the top of the column
_— ' _ -t , each system, just below the system name. L
*Information obtaine{\\_ﬂtelcphone conversation with staff of Washington o : -

Office of CEEB.
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"4) for the Area Vocational-Technical Institutes, 97.7% of the “SR/Sch re-
cipients would have faced work/loan expectaticns sralier the- the es-

tablished asseSsment criterion; 2.3% would have faced "acprepriate®

Tevels of work/loan expectation; and ncne would have faced work/lcan

expectations that were too large relative to the assessrent critericn.

for low cost private colleaes and universities, 39.3% of the MI7/Sch
recipients would have faced work/joan expectations smaller than the
established assessment criterion; 23.9% would have faced “aporcoriate”
levels of work/loan expectations; and 3€.8% would have faced werk/loan
expectations that were too large relative to the assessment criterioa.

for medium cost private colleges and universities, 22.4% of the MS%/
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Under Low Budget 43200

Under Low Budget +%400

Under Low Rudget

Sch recipients would have faced work/loan expectaticns sraller
than the established assessment criterion; 27.6% would have feced
"appropriate” levels of work/loan expectation; and 58.5% would have
faced work/loan expectations that were too large relative to the
assessment criterion.

7) for high cost private colleges and universities, 15.24% of the MSG/Sch
recipients would have faced work/loan exnectations sraller than the
assessment criterion; 26.4% would have faced "appropriate” levels of
work/loan expectations; and 58.2% would have faced work/loan expecta-
tions that were too large relative to the assessment criterfcn.

So, in summary, what cne finds from examination of Table 7 f{s that even

under the high budget assumption a substantial proporticn of MSG/Sch

recipients in the publicly sponsored institutions of post-secondary ecuca-

tion are facing work/loan expectations smaller than the assessment criterion.
For MSG/Sch recipients in the private colleges and universities, the nrocer-

tion facing work/loan expectations smaller than the assessment critericen {s

significantly less than the proportion of students in public institutions

facing the same level of work/loan expectations. .

The Relationship Between Estimated Family Contributions and Irplied Work/

Loan Expectation.

The preceding section provided fnformation on the distribution of irplied

work/Toan expectations facing all MSG/Sch recipients regardless of the level

of their estimated family contributfon. Table 8 provides estimates of
the average implied work/loan expectations facing MSG/Sch with various
levels of estimated family contribution. The numbers in this table are
estimates of what the implied work/loan expectations wculd have been in
1976-77 4f the 1977-78 coordination strategy had been in effect then.
They are provided only for MSG/Sch recipients who were financially
dependent on their parents and were full-time students. These recipients
are grouped in the tap]e by system of post-secondary edr:~ation, year-in-

school, and whether they are 1iving in their parent's . __ -or elsewhere.
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for any particular level of estimated family contribution, an estimate of
the fmpTied work/lcan expectation s presentad in Table 8 only if 5% or
more of the students in a group are at or above that level of estimated
ferily contribution. In addition, readers should keep in mind that all

estirates presented fn_this table are based on the low budget assumption

{1.e., a miccellaneous expense allowance of $400). Estimates of implied
work/lcan expectations under the middle level budget assumptfon would be
feund by simply adding $200 to each of the figures shown in the table.
Similarly, estimates of implied work/loan expectations under the high bud-
get assumption would be found by adding $400 to each of the figures shown
in the table.

wWhiie this paper will not discuss the information shown in this table for
each gfoup separately, it will consider one group in detail so as to clarify

for the reader how the table should be interpreted.

Ccnsiﬁer the first group of grant recipients shown in the University of
Minresota section of the table. These grant recipients are freshmen who
are 1iving 1n their parent's home. The sampling and weighting procedures
used in analyzing the data yield an estimate of 800 grant recipients in.
this group for those branches of the University of Minnesota returning
useable {nformatfon. For this group of grant recipients:

1} those with estimated family contributions of $N faced a work/loan exe
pectation of $1,159 under the low budget assumption*;

2) those with estimated farily contributions of $500 faced a work/loan
expectation of $1,034 under the lJow budget assumption*;

3) those with estirated famfly contribution of $1,9n0 faced a work/loan
expectation of $829  under the low budget assumption*; and

4) those with estirated family contributions of $1,5N0 faced a work/loan
expectation of $784 under the low budget assumption*.

Readers interested {n any other spec{fic category of students should refer
to the table. The following general observations, though, apply to most of

the groups of students shown in the table:

1) After considering grant aid from all sources going to MSG/Sch recipients;

the i-plind work/loan expectation is found to be greater for the grant
recipient with the scaller estimated family contribution.

2) Fer a particular leval of family contribution, there is a positive rela-
tion tetween the implied work/loan expectation and the budget faced by
the stucent.

3) There is no consistent relaticnship between imnlied work/loan expectation
and efther year-in-school or 1iving arrangements.

ow bucget a-  ~otion uses a 3400 miscellaneous expense allowance. Under the
izale 1 Sy 1ssumption , which uses a $600 miscellaneous expense allowance,
the inclied worky—een espectation would be $200 greater. Under the high levei budget
assLmpt on, Nhluh uses an ,nco niscellancous expense allowance, the implied work/loan

3 oy

o .
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' Table 8 ¢ Estimated Implied Work/Loani Expectations by Family
Contributions, Year-In-School, Living Arrangements,
And Systems
Minnesota Grant/Scholarship Recipients . j )

Nunmber of Dependents = 13
Dependent on Parents; Full«Time

University of Minnesota Budpet = $2,700 Nine Months State Universities Budget = $2100 Nine Months Cormunity Colleges Budget = $1965 Nine Months
Fresh | Fresh  Seph Sonh Jun Jua Sen Sen IFresh Fresh  Soph Soph Jun Jun Sen Sen Fresh Fresh Soph Scpn
Weighted il LPHYY O Pil nPH PH NPH Pil NPH PH NPH Pl NPH Pt NPH PH NPH Pil NPH PH I PH
Size = N —>» 300 - 443 - 504 - - 95 853 - 422 - 270 - 101 789 510 229 199
[~
E 1
2 $ 0 1159 1151 1169 978 11246 722 ’ 524 698 377 649 549 513 577
-2 300 1134 Ghl ! 1034 858 824 597 529 458 397 509 544 448 422
[onl=1 1000 903 771 899 738 324 472 534 218 417 369 539 383 267
55 1500 783 | 581 764 618 .
.
Private Collcgzes Ave. Budget = $3,928 Private Colleges Ave. Budge = $4,419 Private Colleges Ave. Budget = $5,100
L~y Cost ($37745-4675) Nine Months Middle Cost ($4250-4590) Nine Months High Cost ($5100-5300) Nine months
Trosin ) Fresh Sooh  Soph Jun Jun Sen Scn Fresh Fresh Soph  Soph  Jun Jun Sen Sen Fresh Fresh Soph  Sooh Jun Jua Sen San
o NPH PH NEH PH NPH Pil NEH Pyt NP PH NPH PH NPH PH NPH PH NEH PH NPH PH Y 3 N
N —> 365 1031 112 290 65 382 52 288 78 822 - 363 77 475 - 373 - 114 - 61 - 77 - 32
e $ OC 1541 1653 1070 1476 1892 1341 1645 1623 1902 1788 1759 2464 1745 1760 1831 1987 1915 197%
° 500 1321 1398 985 1121 1562 1171 1395 1393 1637 1578 1339 1924 1590 1710 1671 1787 1875 177¢
= 1653 1101 1143 900 766 1232 1001 1145 1163 1372 1368 1319 1384 1435 1660 1511 1587 1835 1578
. 1300 851 888 815 411 602 831 895 933 1107 1158 1099 844 1280 1610 1351 1387 1755 1378
ol 2000 661 663 661 645 703 842 948 . 879 304 1191 1187 1755 117¢
£5 3000 221 871
o
l"rea Vocational Technical Ave. Budget = $ 1700 Area Vocational Technical Ave. Budget = $1900 Area Vocational Technical  Ave. Budget = $2i00
Insgitutas Mine Months Institutes Ten Months Institutes Eleven. Months
IS lyr 2vr 2yr lyr lyr lyvr lyr
2H NPH P N PH PH NPH PH NPH
N —7 212 406 - 61 149 261 39 185
<
2% 0 568 567 537 - 949 744 929 901
S 500 503 425 299 . 693 634 844 931
>2 ‘
-~ -d
]
% PH = Parent's Home
WiNPH w Not Parent's Home '
i
i
|
j
\
\
‘\_,.y, — .
/ - -
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The Costs/Savings From Alternative Grant Award Formulas for the MSG/Sch
Program

In the preceding analysis, three basic problems were discussed:

1) wWork/Toan expectations for grant recipients with higher estimated family
contributions were smaller than the work/loan expectations of grant recipients

with lower estimated family contributions.

2) Many MSG/Sch recipients in both public and private {nstitutions were facing
work/loan expectatfons that were too low relative to an objectively derived

assessrent criterion.

3) Tre formulas would, in the past, have provided built-in incentives for
private institutions to ralse their charges. Such incentives are probably not
present now for the MSG/Sch program because the sfze of the maximum award
has not changed sfince the beginning of the program. But if this maximum 1s
raiéed. an incentive to raise charges above normal inflationary increases
wculd be present.

The purpose of this section is to present alternative award formulas for the

¥8G/%ch pregram that would eliminate these problems. Each alternative will be

briefly described and an estimate of {ts cost will be presented. In the discus-
sicn that follows, emphasis will only be on the total costs {mplied by each
alternative. Peaders who are specifically interested in how any particular

post-secondary system fares under each alternative should refer to Table 10

for this information. Proprietary and health-hospital schools are excluded from

the analysis because of inadequate data. The cost figures apply only to the

Cniversi:y'cf Minmesota, the State universities, the Community Colleges, the

AV7Is and the private colleges.

A. Alternative Grant Award Poiigies
This section will provide estimates"of the costs of several alternative
grant award polfcies {n F.Y. 78, For each alternative, two cost estimates
will be given. One will estimate the cost of the alternative with sube-
traction from the student's budget of the total amount of the payment

rade tc private colleges under the Private College Contract program for.

an-1

40

MSG/Sch recipients. The other will estimate the cost of the alternative
without any reduction in the grant of a student attending ap institution
eligible to participate in the Private College Contract pregram (PCC).
1) Alternative 1
Alternative 1 is the formula used in FY78 . The dollar arounts
shown for this alternative are the preliminary dollars awarded in
- fiscal year 1978 for thae Minnesota State Scholarship Program, tre
State Grant Program, and the Private College Contract Prcgram payments
made for MSG/Sch recipients. The costs for these programs for the
five systems shown on the table was $21,447,472 {n F.Y. 78 (of which
$1,885,232 was for Private College Contract Program payments
made for MSG/Sch recipients).
2} Alternative 2
In alternative 2, the amount of the award 1slbased only on tuition
and fee charges. Specifically, the amount of the award weuld be
determined by subtracting both the estimated family contributicns and
the amount of the BEOG from tuition and fees. Living expenses and
miscellaneous expenses are not included in the budgets used to detarmine
the amount of this award, so, in effect, these expenses represent
the work/loan expectation. Not fncluding these expenses could be

Justified since examination of the esiimates of living expenses used

by -HECB for resident students™ shows that they are very similar in
amount to many of the work/loan expectations derived by the “Hours

of work™ method.

Three variations on this general award formula are presented in Tatle
10. One would set no upper limit on the tuftion and fees recognized
by the grant award system. The total F.Y. 78 cost of this option

for the five post-secondary systems céﬁsidered would have been ap-
proximately $8.2 million less than the F.Y. 78 cermitments for both
the current MSG/Sch program and the Private College Contract Program
payments for MSG/Sch recipients. Without coordination with the PCC
program, the cost would have been $6.3 million less than the F.Y. 78

commitments for both programs.

¥Pormitory room and board charges ranged between $1,100 and $1,630 per vear
in the 1977-78 school year. So, these charges, plus a miscellaneous expense
allowance between $400 - $600 would yield an estimate of l1{ving expenses

. ™irese estimates were developed from a,sample of MSG/Sch recipients and not -
21l 77-78 act recipients. Therefore. the estimates provided of costs should
teviewed only’ jugh approximations.

- "
~—

ranging between $1,500 and $2,250.
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TAEE 10 1 BDULATED COSTS OF ALTERMATIVE GRANT ANARD PORNLAB
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The second var{ation would place an upper limit of $2,000 on the

amount of tuition and fees that would be allowed in the award formula.
The total F.Y. 78 cost of this alternative would have been approximately
$12.7 million less than the F.Y. 78 commitment for both the turrent
'S6/Sch program and the PCC program payments for MSG/Sch recipients.

Without coordination with the PCC program, the cost would have been

$10.9 million less than the F.Y, 78 commitment for both programs.

The third variation would place an upper 1imit of $2,400 on the amount

of tuition and fees allowed in the award formula. The total F.Y. 78

cost of this a]te}native would have been approximately $10.1 million
Jless then the F.Y. 78 commitment for both the current MSG/Sch program
an& the Private Co]lege Contract program payments for MSG/Sch recipients,
Without coordination with the PCC program, the cost would have been

$2.2 miliion less than the F.Y.78 commitment for both programs.

Alternatives 3-14

Alternatives 3-14, unlike the preceding award scheme, provide for {n-
clusien of living expenses in the grant determination formula, Fixed
absolute dollar work/loan expectations are also built 1nto these

alternatives.,

The room 2nd board allowances used {n these alternatives were set at
the dormitory charges for {nstitutions having dormitories., This

applied to0-all students reqardless of whether or not they were living

in cormitories. For instituwions not having dormitories ({.e. AVTIs
and cormunity colleges), room and board allowances were set at the
average of room and board charges for fnstitutfons with dormitories.
This was epproximately $1,300 for 1976-77, $200 greater than the HECB
er Bz0G room and board allowance for these students in the 1976-77 or

1678-79 school years.

In addition to the room and board allowance, all of these alternatives
assure a miscelianeous expense allowance of at least $400. Some alterna~
tives assume only $400 for these expenses, while others assume $600, and
st11] others assume $800. The specific assumption for each alternative

wi? -~ described fn the discussion of each alternative.

-

A,

B,

3

In general, the amount of the award for all ¢f these altermatives

{s the difference between: 1) a budget composed of tuition and fees,
room and board, and a miscellaneous expense allowance; and 2) the sux
of the estimated family contribution, the BEOG, and a work/loan expecta-
tion. Symbolically, the amount of the award could be eipressed as:
Award = Budget - (Family Contribution + BECG + Kork/Lcan Expeciation)

or ‘
Award = Budget - Family Contribution - BEQG - Work/lLoan Expectation.

Alternative 3

~ This alternative assumes a $400 miscellaneous expense allewance. It

aiso assumes a $1,500 yearly work/loan expectation for every grant

recipient.

1) With no upper limit on the amount of tuition and fees allowed in

the award formula, the F.Y. 78 cost of this alternative would have
been approximately $6.2 millfon less than the F.Y. 78 commitment
for both the current MS6/Sch program and the PLC progrem payrents
for MSG/Sch recipients. Without coordination with the PCC program,
the cost would have been $4.3 million less than.the commitment
for both.

2) With a $2,000 upper 1imit on the amount of tuition and fees z1lowed
in the award formula, the F.Y. 78 cost of this alternative would

have bezn approximately $10.8 million less than the F.Y, 78 ccomit~

ment for both the current MSG/Sch program and the PCC prograz peyments

for MSG/Sch recipients. Without coordination with the PCC pregres,
the cost would have been $8.9 miliion less than the commitment for
both,

3) With a $2,400 upper 1imit on the amount of tuition and fees, the
F.Y. 78 cost of this alternative would have been approximetely
§8.0 miilion less than the F.Y. 78 commitment for both the MSG/
Sch program and the PCC program payments for MSG/Sch recipients.
Without coordination with tha PCC program, the cost would have
been $6.1 million less than the commitment for both.

Alternative 4

This alternative assumes a $400 miscellaneous expense allcwance. It

also assumes a $1,700 yearly work/loan expectation for everv grant
recipient. ’
1} ‘H1th no upper limit on the amount of tuiti{on and fees allcwed in

the award formula, the F.Y. 78 cost of this 2° 1tive would have

e
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been approximately $8.9 million less than the F.Y. 78 commitment
for both the current MSG/Sch program and the PCC program payments
for MSG/Sch recipients. Without coordination with the PCC program,
the cost would have been $7.0 mi11{on less than the.commitment

for both, -

With a $2,000 upper 1imit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost of this alternative would

have been approximately $13.4 million less than the F.Y. 78 commite

ment for both the current MSG/Sch program and the PCC program payments
for MSG/Sch recipfents. Without coordination with the PCC progranm,
the cost would have been $11.5 million Tess than the commitment for
both. '

With 2 $2,400 upper 1imit on the amount of tuition and fees, the

F.Y. 78 cost of this alternative would have been approximately $10.7
million less than the F.Y. 78 commitment for both the MSG/Sch and

PCC program paywents for MSG/Sch recipfents. Without coordination

with the PCC program, the cost would have been $8.8 million less
than the commitment for both.

Alternative §

This alternative assumes a $400 miscellaneous expense allowance, but

the amount of the yearly work/lean expectation varies with the students'

year in school. The yearly work/loan expectation for a first year

stucent 1s $1,20C; for 2 second year student, 1t 1s $1,400; and

for juniors and senfors, it is $1,700.

1

2)

With no upper 1imit on the amount of tuition and fees allowed n
the award formula, the F.Y, 78 cost of this alternative would

have teen approximately $3.6 million less than the F.Y. 78 commit-

ment for both the current MSG/Sch program and the PCC program
payments for MSG/Sch récfpients. Without coordination with' the
PCC progren, the cost would have been $1.7 million less than the
commitment for both.

With a $2,000 upper 1imit on the amount of tuition and fees al-
lowed in the award formula, the F.Y. 78 cost of this alternative

would have been approximately $8.2 million less than the F.Y. 78

commitment for both the current MSG/Sch program and the PCC pro-
gram payments for MSG/Sch recipients. Without coordination with

the PCC program, the cost would have been $6.3 million less than the
witment for both,

D.

E.
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3) With a $2,400 uzper 1imit on the amount of tuition and fees a1lowed

in the formula, the F.Y. 78 cost of this alterrative would have
been approximately $5.5 million less than the F.Y. 78 commitment
for both the MSG/Sch program and the PCC program payments for MSG/
Sch recipients, Without coordination with the PCC program, the
cost would have been $3.6 million less than the commitment for
both.

Alternative 6

This alternative assumes a $400 miscellaneous expense allowance and

work/loan expectations that vary with the students' year in school.

But, the amounts of the work/loan expectations are grezter than

those in alternative 5. For this option, the work/loan expectation

for a first year student {is $1,400; for a second year student it is

$1,500; and, for juniors and senfors 1t is $1,700.

1) With no upper limit on the amount of tuition and fees alicwed in
the award formula, the F.Y. 78 cost of this aiternative would

have been approximately $5.9 million less than the F.Y. 78 ccomit-

ment for both the current MSG/Sch program and the PCC program paywents

for M5G/Sch recipients. Without coordination with the PCC
program, the cost would have been $4.0 miliion less than the
commitment for both.

2) With a $2,000 upper 1imit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost of this alternative would
have been approximately $10.4 million less than the F.Y. 78 coewit-
ment for both the current MSG/Sch program and the PCC program pay-
ments for MSG/Sch recipients., Without coordination with the PCC
program, the cost would have been $8.6 million less than the
commitment for both.

3) With a $2,400 upper 1imit cn the amount of tuition and fees allowed
in the formula, the F.Y. 78 cost of this altermative wculd have
been approximately $7.7 million Tess than the F.Y. 78 commitment
for both the MSG/Sch program and the PCC program payments for
MSG/Sch recipients. Without coordination with the PCC progras,

the cost would have been $5.8 millfon less than the cosmitment

for both.
Alternative 7

This alternative assumes a $600 miscellanesus exy <& allowance and
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a $1,500 yearly work/loan expectation for every grant recipient.

1)

2)

3)

With no upper 1imit on the amount of tuition and fees allowed

in the award formula, the F.Y. 78 cost of this alternative would
have been approximetely $3.0 million less than the F.Y. 78 commft-
ment for both the current MSG/Sch program and the PCC program
payrents for MSG/Sch recipients. Without coordination with the

PCC program, the cost would have been $1.1 million less than the
cornitment for both.

With a $2,000 upper Timit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost‘of this alternative would

have been approximately $7.6 million less than the F.Y. 78 commit-
ment for both the current MSG/Sch program and the PCC program payments
for MSG/Sch recipients. Without coordination with the PCC pro-
éram, the cost would have been $5.7 milljon less than the commitment
for both.

With a $2,400 upper limit on the amount of tuition and fees a110Qed
in the formula, the F.Y. 78 cost of this alternative would have

been approximately $4.9 million less than the F.Y. 78 committment
for both the MSG/Sch program and the PCC program payments for
MSG/Sch recipfent, Without coordination with the PCC program, the

cost would have been $3.0 million less than the commitment for both, "

Alternative 8

This alternative assumes a $600 miscellaneous expense allowance and a

$1,700 yearly work/loan expectation for every grant recipient.

1)

2)

With no upper limit on the amount of tuition and fees aliowed in
the award formula, the F.Y. 78 cost of this alternative would
have been approximately $6.2 million less than the F.Y. 78
commitment for both the current MSG/Sch program and the PCC
program payments for MSG/Sch recipients. Without coordination

with the PCC program, the cost would have been $4.3 million less
then the cormitment for both.

with a $2,000 upper limit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost of this alternative would
have been approximately $10.8 million less than the F.Y., 78 commit-
ment for both the current MSG/Sch program and the PCC program pay-
ments for MSG/Sch recipients. Without coordination with the PCC

program, the cost would have been $8.9 million less than the commit-

. for both,

R
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3) With a $2,400 upper iimit on the amount of tuition and

fees allowed in the formula, the F.Y. 78 cost of this alternative
would have been approximately 8.0 million less than F.Y. 78 comit-

ment for both the current MSG/Sch program and the PCC program
payments for i1S6/Sch recipients. Without coordination with the

PCC program, the cost would have been $6.1 million less than the

commitment for both.

Alternative 9

This alternative assumes a $600 miscellanecus expense allowance and

work/loan expectations that vavy with the students' year in school.

The yearly work/loan expectation for a first year student is $1,200;

for a second year sfudent, it is $1,400; and for juniors and senigrs,

it is $1,700.

1)

2)

3)

With no upper 1imit on the amount of tuition and fees ailowed
in the award formula, the F.Y. 78 cost of this alternative

would have been approximately $496,010 more than the F.Y. 73

"commitment for both the current MSG/Sch program and the PCC

program payments for MSG/Sch recipients. Without coordination

with the PCC program, the cost would have been $2.4 million more
than the commitment for both.

With a $2,000 upper 1imit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost of this alternative would
have been approximately’4.3 millicn less than the F.Y. 78 comit-
ment for both the current MSG/Sch program and the PCC prograsm pay-
ments for MSG/Sch recipients. Without coordimation with the PCC
program, the cost would have been $2.4 million less than the commit~
ment for both.

With a $2,400 upper limit on the amount of tuition and fees zllowed
in the formula, the F.Y. 78 cost of this alternative would have

been approximately $1.4 million less than the F.Y. 78 commitment

for both the MSG/Sch program and the PCC program payments for MSG/Sch
recipients. Without coordination with the PCC program, the cost

would have been $447,500 more than the commitment for both.

Alternative 10

This alternative assumes a S$600 miscellaneous expense allowance and

work/loan expectations that vary with the student's year ia school,

-
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but the amounts of the expectations are greater than those in alterna-
tive 9 for first and second year students. The yearly work/loan ex-
pectation for a first-year student is $1,400; for a second year student,

it 1s $1,500; and for juniors and seniors it is $1,700.

1) With no upper Vimit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost of this alternative
would have been approximately $2.4 miliion less than the F.Y.78
commitment for both the current MSG/Sch program and the PCC
program payments for MSG/Sch recipients. Without coordination
with the PCC program, the cost would have been $551,315 less
than the commitment for both.

2). With & $2,000 upper limit on the amount of tuition and fees allowed
in the award formula, the F.Y. 78 cost of this alternative would
have been approximately $7.1 million less than the F.Y. 78 commit-
ment for both the current MSG/Sch program and the PCC program
payment for MSG/Sch recipients. Without coordination with the
PCC program, the cost would have been $5.2 million less than the
cormiitment for both.

3) With a $2,400 upper 1imit on the amount of tuition and fees allowed
in the formula, the F.Y. 78 cost of this alternative would have
been apprcximate1y54.4 million less than the F.Y. 78 commitment

for both the MSG/Sch program and the PCC program payments for MSG/

Sch recipients. Without coordination with the PCC program, the cost -

would have been $2.5 million less than the commitment for both.

Alternative 11

This alternative assumes an $800 miscellaneous expense allowance and

a $1,500 yearly work/loan expectation for every grant recipient.

1) With no upper limit on the amount of tuition and fees allowed in
the award formula, the F.Y. 78 cost of this alternative would

have been approximately $1.1 million more than the F.Y. 78

comitment for both the current MSG/Sch program and the PCC pro-
gram payments for MSG/Sch recipients. Without coordination with
the PCC program, the cost would have been $2.9 million mﬁre than
the comitment for both.

2) With a $2,000 upper 1imit on the amount of tuition and fees allowed

1 the award formula, the F.Y. 78 cost of this alternative would

[N

have been approximately $3.7 million less than the F.Y. 78 commit~
ment for both the current MSG/Sch program and the PCC program pay-
ments for MSG/Sch recipients. Without coordination with the PCC
program, the cost would have been $1.8 million less than the ccie
mitment for both.

3) With a $2,400 upper limit on the amount of tuition and fees aliowed
in the formula, the F.Y. 78 cdst of this alternative would have
been approximately $883,487 less than the F.Y. 78 commitment for
both the MSG/Sch ﬁrogram and the PCC program payments for MSG/Sch
recipients. Without coordination with the PCC program, the cost

would have been $1.0 million more than the commitment for both.

J. Alternative 12

This alternative assumes an $800 miscellaneous eipense allowance and

a $1,700 yearly work/loan expectation for every grant recipient.

1} With'no upper limit on the amount of tuition and fees allowed in
the award formula, the F.Y. 78 cost of this alternative would have
been approximately 2.9 million less than the F.Y. 78 commitment
for both the current MSG/Sch program and the PCC program paymenis
for MSG/Sch recipients. Without coordination with the PCC program,
the cost would have been $1.1 million less than the commitment for
both.

2) Mith a $2,000 upper limit on the amount of tuition and fees aliowed
in the award formula, the F.Y. 78 cost of this alternative would
have been approximately $7.6 million less than the F.Y. 78 cormit-
ment for both the current MSG/Sch program and the PCC program pay-
ments for MSG/Sch recipients. Without coordination with the PCC

-program, the cost would have been $5.7 million less than the commit-
ment for both.

3) With a $2,400 upper limit on the amount of tuition and fees allowed
in the formula, the F.Y. 78 cost of this alternative would have
been approximately $4.9 million less than the F.Y. 78 commitment
for both the MSG/Sch program and the PCC program payments for
MSG/Sch recipients. Without coordination with the PCC program,
the cost would have been $3.0 million less than the commitment for
both.

K. Alternative 13

" This alternative assumes an $800 miscellaneous exp Mowance ard



work/loan expectations that vary with the student's year in school.
N i ] it fees allowed
The yearly work/ican expectation for a first year student is $1,200; 2) With a 52,000 upper Timit on the amount of tuition and fee

it i Y. cost of this alternative would
for a second year student, it is $1,400; and for junior and seniors, in the award formula, the F.Y. 78

it is 51,700 have been approximately $3.0 million Jess than the F.Y. 78 comit-
1) With no upper limit on the amount of tuition and fees allowed in - - v ‘ ment for both the current MSG/Sch program and the PCC program pay-

the award formula, the F.Y. 78 cost of this alternative would ments for MSG/Sch recipients. withogt coordination with the PCC

t $1.1 milli mite
have been approximately $5.0 million more than the F.Y. 78 commit- program, the cost would have been $1.1 million less than the comai
ment for both the current MSG/Sch program and the PCC program pay- L_ . ment for both.

ments for MSG/Sch recipients. Without coordination with the PCC 3) With 2 $2,400 upper limit on the amount of tuition and Tees allowed

. o ’ i i ive would have
program, the cost would have been $6.9 million more than the commit- : in the formula, the F.Y. 78 cost of this alternativ u
ment for both ' ¢ . been approximately 5143,000 less than the F.Y. 78 commitment for

. both the MSG/Sch program and the PCC program payments for MSG/Sch
2) With a $2,000 upper limit on the amount of tuition and fees allowed

1 - . ; . recipients. Without coordination with the PCC program, the cost
~ in the award formula, the F.Y. 78 cost of this alternative would ) S

i : would have been $1.7 million more than the commitment for both.
have been approximately $290,000 more than the F.Y. 78 commitment e

for both the current MSG/Sch program and the PCC program payménts ;

8. Anticipated Criticism
for MSG/Sch recipients. Without coordination with the PCC Program,

In general, ali of the alternatives dascribad above are desigrad sc that
the cost would have been $2.2 million more than the commitment for

both o ' v grant recipients in the same year of school face the same reasonable or
oth. . : . )

i imit bsolute dollar work/lcan expectation regardless of the level of
3) With a $2,400 upper 1imit on the amount of tuition and fees allowed tolerable a v

in the formula, the F.Y. 78 cost of this alternative would have i . their families' estimated contribution. Critics of this appreach will likely
3 wiae 3 u X N
i 111 3 . ’ . focus their arguments on at Teast two fssues: 1) the effects of the poiicy
been approximately $3.1 million more than F.Y. 78 commitment for i

both the MSG/Sch program and the PCC program payments for MSG/Sch ; on access and choice; and 2) adverse incentives on families to not save.

recipfents. Without coordination with the PCC program, the cost

P 1. Effects on Access and Choice
would have been $5.0 million more than the commitment for both. : ’ :

Since any discussion of the role of work or loans versus grant aid in

L Alternative-14 i . . meeting the financial needs of students inevitably hinges cn the

This alternative assumes an $B00 miscellaneous expense allowance and ' beliefs held by policy makers about student access or choice, it

% 5
work/loan expectations that vary with the student's year in school, ] | seems appropriate to focus on these concepts in greater deptn‘

. ' - poa o g .“.."m7 '»‘
but the amounts of the expectations are greater than those in alterna~ L ) i i el A giAle
tive 13 for first and second year students. The work/loan expectation
for a first year student is $1,400; for a second year student, it is

$1,500 and for juniors and senfors, it is $1,700.

The goal of access is said to be achieved if an education policy pro-

1} With no upper limit on the amount of tuition and fees allowed in vides any qualified student the option of attending at least one in-

the award formula, the F.Y. 78 cost of this alternative would have stitution of post-secondary education. The goal of providing stucents

been approximately $1.8 million more than the F.Y. 78 commitment for with choice is a little more complicated in that the attempt 33 0

both the current MSG/Sch program and the PCC program payments for give students the option of attending one of at Jeast two (usually

MSG/Sch recipients. Without coordination with the PCC program, the N differentially priced) institutions or systems. piscussion of both

%, would have been $3.7 million more than the commitment for both.
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goals usually emphasizes that societal realization of both goals
requires that "fipancial constraints... within the limits of available

resources (should be) minimized" *-

The requirement that "financial constraints ... be minimized... with-
in the 1imits of available resources" seems laudatory. But, such
vaguely stated requirements do not provide much help in deciding
what amounts of work/loan expectations could be built into an

award formula without creating intollerable burdens for the student

ar sacrificing other traditional values {1ike the self-help ethic
which recognizes the importance to both the student and society of a

student's making some reasonable personal sacrifices to attain his goals)

Some economists have tried to move away from this vagueness by building -

econoretric models that purportedly can help poiicy makers decide what

armount of subsidy is needed for various income-ability groups in order
to {ncrease their post-secondary participation rates. Such approaches
have two general weaknesses: '

A} Nearly all of them may be severely faulted on both conceptual and
rethodological grounds: 1) They too often focus only on economic
var{ables, 1gnoring certain attitudinal or value factors that
can be highly significant 1n explaining a student's matriculation
decision, Failure to take account of these other factors is likely
to result In estimates of the effect of subsidies on student at-
tendznce that are biased; 2) Their results are too often {nterpreted
to imply that a $100 change in the subsidy amount will have tﬂe
sare impact on entrance rates fn a system where a student faces
2 high budget as in a system where the student faces a low budget;
and;3) They have generally not looked at the relation between
net charges {with financial aids) and attendance;

B) Even {f the methodological problems cited above could be avercome,
such ecorometric approaches would be incapable of dealing with
such Jssues as:

- the importance policy makers may attach to maintenance of a
traditicnal value, like self-help; or
- the question of what amount of subsidies, which are paid for

in part by taxes on those in society who have 1ow‘incomes. should be

Jr., "The Effect of Tuition and Financial Afd on Access and Choice

1a Post-Seconddry Education”, Educetion Commission of the States, Denver, 1977, mimeo.

S m ey

provided to finance the education of students whose incomes after

completion of their education will be higher than some of the

taxpayers who helped finance their education.
In point of fact, though some may claim some  alternatives suggasted
above may lower the participation rates of some groups of students,
we know of no soundly designed studies that provide evidence suggesting
with any reasorable degree of accuracy that this will happen. But,
even {f participation rates could be known in advance to bte reduced
even though work/loan expectations were set at tolerzble amounts, pelicy
makers would have to, in their own minds: 1) weigh the consequences of
this reduction against the consequences of sacrificing certain
traditional values; or 2} consider whether the change in participation
rates s a reflection of the worth attached by the student to the
education. Most of the alternatives above implicitly suggest movemant
toward more operationally defined notions of access and choice. These

. definftions would embody the ideas that: any capable student Will be

able to enroll in any post-secondary institution that will admit him

if he is willing to assume a tolerable or reasonable work/lcan burden.

2, Adverse Incentives for Family Savings Behavior

Some might argue that an award formula of the general type proposed
would "provide an incentive for the family to be profligate since the
total amount of the estimated family contribution is counted as an
offset to the grant” or that such a policy "penalizes, or at least

does not reward, Tamilfes who earn more or save their earnings.”

Such statements indicate poor understanding of the financial reeds analysis
systems used to derive estimates of a family's expected contribution.

These statements would only have meaning {f the grant award system

were such that the amount of the grant decrezsed by ore dollar for an
additional dollar of family ircome or an additional dollar sf savincs/
assets, But, this {s not what is being suggested in any of the al-

ternatives, for the concept of estimated family contributicn is not

synonymous with either the concepts family income or assets/savincs,

separately or in some combination.



Estimates of family contribution are derfved by applying marginal ) ] VII.

progressive “tax rates® to a family's income and assets. For the

adverse incentive arguments to have much merit, these tax rates would

have to be 5o high as to allow 1ittle or no marginal income or wealth
gain per additional dollar of {ncome or assets. Examination of these

tax rates, however, reveals that they are far from such an intollerable

extreme; the maximum marginal taxation rate on an additional dollar of ot
after tax income approaches, but 1s always less than 45%; similarily, the

raximum marginal taxation rate on assets approaches, but is always .

less than (12%) x (47%) = 5.64%.* This means that for families with

enly the highest incomes, a one dollar increase in after tax income

will irply an increase in the estimate of family contribution that
comes’ close to, but will always be less than 47¢. Similarily, for families - T '
well endowed with assets, a one dollar increase in the amount of assets

will result in an increase in the estimated family contribution that

comes close to, but will always be less than 5.64¢. The {ndividua)
family will thus always be able to increase its net financial strength

ty earning an additional dollar or saving an additional dollar.

*The source of these estimates is the ACT Handbook for Financial Afd
Adninistrators, 1976-77 Processing Year, Chapter £, pp. 9-20,

+ the HECB.

"5) the

G

How Will Individual Students Fare Under the Proposed Alternatives?

The preceding section presented information on the costs of various grant
award policies. This section will use several hypothetical students from
families of different characteristics to show how the students will be
affected by those alternatives. The reader must keep in mind that the
students discussed in this section are only hypothetical cases- they are
not intended to be accepted as typical representatives in a strictly
proportionate sense of the students actually receiving Minnesota State
grants or Scholarships. 'I¥ 3 more elaborate analysis is desired showing
the distribution of relevant characteristics among those students who
actually received MSG/Sch's, this analysis will have to be performed by
But, in the judgement of the author of this veport, the infor~
mation coming out of analysis of these hypothetical cases can be just as

valuable as a more detailed statistical profile of actual receipients for

the types of decisions that policy-makers will have to make.

Table 11 provides basic information used in deriving estimates of expected
family contributions for each of 21 hypotheticel first year students. All
of the students in these exampies are unmarried and financiaily dependant
on their parents. Both parents are living, married to ore ancther, and
age 52. Other basic descriptive information on each student's family

provided in the table includes:

1) the number of children in the family;

2) the number of those children in college;
3) the amount of the student's assets;

4) the amount of the parent's income;

amount of the parent’s home equity;

6) the net worth of the parent's farm or business; and

7) the amount of the parent's cash, checking, and savings accounts.
A1l of these jtems enter into determination of the estimated family con-

tributions. These estimates are shown in the middie section of the table.

They were all derived by hand using the guidelines set up by the American

College Testing Service and the College Entrance Examination Board.

For each of the hypothetical first year students, the total grant award
from both the BEQG and MSG/Sch programs is shown for five different MSG/Sch

award formulas and for four different budget levels. The five alternative
award formulas are:

1) the current award formula;



ys

2} Forwula A, which builds in a $1500 work/lcan expectation:

0
MSG+BEOG = BEQG + Max or

__Egdget - F.C. - BEOG - $1500

3) Formula B, which builds in a $1700 work/loan expectation:

s ———

0

MSG+BEQG = BEOG + Max or
__Eydget - F.C. - GEOG - 51799_
4) Formula C, which builds in a $1200 work/loan expectation for freshmen:

— 0 —
MSG+BEOG = BEOG + Max or

fudget - F.C. - BEDG - $1200

§) Formula D, which builds in a $1400 work/loan expectation for freshmen:

o —

[¢]
MSG+BEOG = BEOG + Max or

| Budget - F.C. - BEOG - $1400 |

This section will focus in detail only on one student, Student 6, as an
exarple of how Table 11 should be read and interpreted. Readers interested
in any other particular case should consult the table. Suffice it to say
here that in genaral the examples shown in the table reveal that:

1. Al of the aiternative formulas result in some decrease in the total
amount of grant aid from MSG/Sch being received by students
attending in{titutions with budgets less than $3000.

2. For a privaete institution with a $4400 budget, the alternative award
formulas will either maintain the total award at the current level or
slightly increase it for students from families with incomes less than
cr equal to $20,000.

3. fFor families with incomes greate; than $20,000, a?i of the alterna-
tive award formulas would yield decreases of varying sizes in the amount
of grant aid. »

tow for the discussion of Student 6.

Student & comes from a family with 2 children, both of whom are in college.

Student 6 has accumulated assets of $500 and his parents' annual income is

$10,000. H{is parents’ have approximately $15,000 in home equity and $2,500

in cash, ~~eking and savings accounts. Under ACT heeds analysis quidelines,

o
v

Student 6 will be expected to contribute during his freshmen year toward
his education $175 from his assets. His parents’ will be expected to con-

tribute $130 from their income and assets.

If Student 6 chooses to attend an institution with a $2000 student budget
he would receive a total of about $1271 in grant aid from both the BEQG and
MSG/Sch programs under the current formula. Under 2iternative formulas‘a,
B, C, and D, this amount would be decreased by $271 to approximately $i000.
Now, the reader shouid be ﬁuzzled by this amount. After all, the work/loan
expectations built into the alternative MSG/Sch award formulas ranged from

$7200 to $1700 implying grant awards (after family contribution is consid-

“ ered) ranging from $0 to $495. Why is the amount of grant aid shown for

this student so much higher, i.e, $1000? The reason for this is that the
$1000 is all BEOG money. This student, if he (she) attended a $2003 bud-
get institution would not be receiving any MSG/Sch awards under any of the
alternatives and the work/loan expectation (s)he would face would be less
than those built into MSG/Sch award formula simply because the State of
Minnesota has no control over the amount of BEQG (s)he receives. This same
phenomenon will occur if Student & chooses to attend a $2500 budget insti-
tution or a $3000 budget institution (though for tne latter, it wiil not
occur under Formula C because this formula makes the lowest work/loan
expectation of ali the alternatives). But, it will not occur, if (s)he
chooses to attend a private institution with a budget of $4400, At such an
institution, Student 6 would receive at least the same amount of grant aid
under the alternatives as he receives under the current award formula and

for formulas A, C, and D, he will receive respectively approximately $200,

‘$500. and $300 more than under the current formula.



Table 11: Tmpact of Alternative Formulas on lMypothetical Students

(Al

: Family Characteristics Expected C by
- : Parent's Parent's )
Net Value Parcnt's Casli, Expected Toral
No. of No. of . Parent's | of Investments | Net Worth | Checkings | Student Expected | Expected
Children Children Studentts | Parent's | Home and Other of Farm or | Savings Contrib. Parental | Family
Student® | g Fagzilv t{n College | Assotg Ipcome Eguity Real Estate Busipess Accounts | from Assets i Comrrib, | Contrib,
1 1 1 $ 300 $ 8000 0 0 $1000 $105 $ 105
2 2 1 $ 300 $ 8000 0 0 $1000 $105 $ 105
3 2 2 $ 300 $ 8000 o} 0 $1000 $105 $ 103
4 1 1 $ 500 $10000 $15000 ' 0 0 $2500 $175 $ 510 $ 685
5 2 1 $ 500 $10000 $15000 4] 0 $2500 3175 $ 220 $ 395
6 2 2 $ 500 $10000 $15000 0 [¢] $2500 $175 $ 130 $ 305 o
7 1 1 $1000 $15200 $20000 ¢} 0 $2000 $350 $1520 $1370 !
8 2 1 $1000 $15200 $20000 0 0 $2000 $350 $1150 $1500
9 2 2 $1000 $15200 $20000 0 0 $2000 $350. $ 690 $1040 !
10 1 1 $1000 $20500 $25000 0 0 $5000 $350 $2560 $2910
11 2 1 $1000 $20500 $25000 0 0 $5000 $350 $2010 $2360
12 2 2 $1000 $20500 $25000 i 0 0 £5000 $350 $1200 $1530
13 1 1 $1000 $20500_ $25000 ’ 0 $50000 $5000 $350 $3860 $4210
14 2 1 $1000 $20500 $25000 ¢} $50000 $5000 $350 $3250 $3600
: " ’ 15 2 2 $1000 $20500 $25000 0 $50000 $5000 $350 $1950 $2300
! 16 1 1 $1000 $25500 $25000 0 . $5000 $350 $1082 $5430
17 2 1 $1000 $25500 $25000 0 $5000 $350 $3480 $3830
18 2 2 $1000 $25500 $25000 . 0 $5000 $350 $2090 $2440
19 1 1 $1000 $25500 $25000 0 $50000 $5000 $350 $5370 $5720
20 2 1 $1000 $25500 $25000 4] $50000 $5000 $350 $46780 $5130
21 2 2 $1000 $25500 $25000 0 $50000 $5000 $350 $2860 $3210
Sum of Gran:n Aid Trom BEQG and MSA/Sch Under Various Formulas
Public Institutions Pri
$2000 Bl 32500 Budeet $3000 Budoer
, Scrmula formula rormula Formul 4 Current Formula Tormula Formula Formula Current Formula Formula Formula Formula Current Formula
Secdenr® Lo—-la 3 2 o I Formulyg A B C D Formula A i C i Formula A
P
1 (73 10G0 1000 1000 1000 1796 1250 1250 1250 1250 2171 1495 1495 1695 1495 2595 2795 2595 3095 2853
rd 1621 1439 1040 1000 1000 1796 1250 12350 1250 1250 2171 1495 1495 1695 1495 2595 2795 2595 3093 3
3 1521 1000 1009 1000 1000 1796 1250 1256 1250 1250 2171 1495 1495 1695 1455 2595 2795 2385 3235 I8
1A 34 915 G915 915 915 1361 915 915 915 915 1736 815 915 1115 915 2015 2215 2015 2513 w33
5 1204 14C0 1000 1000 1060 1579 1205 1205 1205 1205 1954 1205 1205 1405 1205 2305 2505 2305 2835 2805
& 1271 1000 1000 1600 1060 1644 1250 1250 1250 1250 2021 1295 1295 1495 1295 2395 2595 2395 2893 25835
7 0 0 o] 0 0 315 0 0 0 0 565 Q 0 0 0 1100 1030 830 133D 1130
E 330 100 100 100 100 600 100 100 100 100 850 100 100 300 100 1200 1400 1200 1700 1330
S 720 560 560 560 560 1065 560 560 560 560 1470 360 560 760 560 1660 1860 1660 2160 19¢5
in o G 0 Q 0 4} o] Q Q 0 0 4} o} 0 0 745 - - 290 ¢
11 ¢ 0 0 0 0 Q 0 0 0 0 ] 0 o] o] 0 1020 540 340 8-0 (354
12 275 50 50 50 50 525 50 50 50 50 775 50 50 250 50 1150 1350 1150 1650 1350
13 0 0 . 0 s} 0 ] ] 0 0 0 0 0 0 0 0 0 0 ] 0 I
14 1] [} 0 0 o -0 0 a ¢} 0 0 0 1] 0 0 400 o] 0 0 Qo
13 ] 1] Qo 0 V] 100 [ 0 0 0 350 ] 0 0 0 165G 600 400 09 700
1£ 0 0 V] [ Q o- Q 0 0 0 [v] 0 g 0 0 [¢] 1] c Q o]
17 [V 0 [ ] o 0 Q o] 0 Q [¢] 0 [¢] c 0 285 0 o ¢} 2
15 s} o] 0 0 [¢] 0 0 0 0 o 280 o] 0 a [ 980 460 260 760 565
19 o o} 0 0 ¢ [¢] ] 0 [ Q Q ] 0 Y] Q ] 0 [s] [¢] 0
29 [ ] o 0 o Q [¢] Q ¢} 4} o] Q [ Q [} [¢] [} [+} 0 [+}
21 [+} 4] [} 1} ] g Q 1] 1] Q 1] Q Q 0 [} 595 0 [ 0 [+]
*All‘ Students in these examples are ummarried and financially dependent on their parentse
Both parents are assuzed to be living and both are assumed to be the age 52,
©  ¥*Does nog include PCC award to institutionse !
Ay
!
7 ., *
o e T



u?

Appendix A

A Suzmary of Pesearch on the Relaticn of Student Work and Academic Performance

1.

2.

5.

[

Truebleed, D. L., "Effects of employment on academic achievement', Personnel
ard fulainesa J-uraal, 1957, 36, 112-5,

Yaisr fen4in~sz  Partetime employment had no positive or negative effect
urzn the wzatenic performance of students at Indfana University. It was
not psssitle to estatlicha relatfonship between the maximum number of hours
worked per week and the maintenance of a given grade point average.

Bav, J. E., "How part-tire work affects academie performance", Journal of
Colirzn Plare=ent, 1969, 29(4), 1064,

Yai-- fr-11- o3 Aeadende performance of Peansylvania State University
(iponiz Ca:fus) students who worked 15 hours per week or less was not
adversely aifected. 1f, however, the job involved sixteen or more hours per
week, zrades tended to suffer. The study also found that the academic
perfor-ance of students working {n a job relevant to his major field of
study was hipler than the academic performance of students working on

an unrelated job.

Fenry, J. k., "Dart time employment and academic performance of freshmen',
] ¢f Coile~e Srv-ent Vorann-el, 1967, 8, 257-60.

Yai-r firdi-~a: VNo s{gnificant differences In the academic performance of

5 end noneworking freshmen at the University of Missouri-Columbia at
ity level. 5utuly concluded that freshmen who need financial

i
ce could be cmployed part-time up to 15 hours per week without
inp academic achlevement.

uid, W. Coy "The cffect of outside cmployment on initial academic adjustment
rn college™, Czlleje and Universitw, 19356, 31, 221-3,

re find{rncg

¢ Study found no significant relationship between employment
ic adjustment of entering freshmen at Western Vashington College,
y concluded that cmployment outside of college class hours should
gereral, be an academic handicap.

ror, A., "Parz-tice work = good or bad?" Journal of Collepe Placement,
53£, 26(3), 127-32.

Tris study focused on the opinions of Brooklyn College
aZuates  about the effect of work ¢n thefr academic performance.
mately 25% of the werking students believed that their grade polnt
lowered Yecause of particlpat{on in part-time work. Oa the other
-iive peroeat of the working students felt that employment had
versely influenced thelr academic performance. The study also found
2t 50% of the students who did not work as undergraduates made this choica
because they believed that part-time employment would interfere with their
academic or co-curricular work.

2aker, H. 3., "The working student and his grades”, Journal of Educational
Rescarch, 1941, 35, 28-35.

'
e

|
|

7.

8.

9.

Mafor findings: The academic performance of students at Friends University
was not. adversely affected if employment did not exceed 27 hours a weex.
Academic perfovmance did, however, suffer for those studenis working more
than 27 hours per weck.

Augsburger, J. Do, "An Analysis of Academic Performance of Working and
Non~Working Students on Academlic Frobation at Northern Illinois University”,
Journal of Student Financial Atd, 1975, 35(2) 30-39.

Major findings: No significant differcnce was found to exist belween
students not employed, students employed on~campus, and students exployed
off-campus on the basis cf thefr grade point averages. It was, hewever,
found that a students' grades may suffer if he attompts to work mere than

20 hours per week regularly. Additionally the study found that zmoung
students on acadomie probation, those who worked 20 hours or less, whether
on~campus or off-campus, achieved higher grades than those students who were
not employed.

Batnes, John D. and Roland Keene, ™A compariscon of the limited academice
achicvement of freshmen award winmers who work and those whoe do not work™,
The Journal of Student Financial Aid, 1974 4(3), 25-29.

Major findings: Part-time work in an on-campus job does not iaterfere
with the initial academic adjustment of students at that instituiion.

Gaston, Margaret, "A study of the effects of college~imposed work-study
programs on grade point averages of seiccled students at Western Washingrom
State Collcege", Journal of Student Financial Aid 1973 3(1), 19-26.

Major findinnse Studencs who worked part time performed as well as studeants
who were not required to work part time.

~



