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OVERSIGHT:  Examining the Relationship Between Student Financial Aid and Consumer Debt
On Wednesday, September 20, 2006, at 1:00 p.m., the Committee on Higher Education, chaired by Council Member Charles Barron, will conduct an oversight hearing entitled Examining the Relationship Between Student Financial Aid and Consumer Debt.  The hearing will focus on the various types and availability of financial aid and the connection between such aid and consumer debt.  Invited to testify are: representatives of CUNY’s Administration, including directors of offices and/or programs for students, Presidents of CUNY Colleges and interested members of the public.

Background

CUNY is one of the largest urban universities in the nation, and includes 11 senior colleges and six community colleges.  It serves more than 450,000 degree-credit students and adult, continuing and professional education students.
  Currently, a New York State resident attending CUNY full time will pay $4,000 per year in tuition at a senior college, or $ 2,800 per year in tuition at a community college.
  The number of credits a student elects to take determines the tuition amount for part-time students.  CUNY students also pay activity fees ranging from $48.85 to $103.55 per semester and a technology fee of $75 per semester for full-time students and  $37.50 per semester for part-time students.
  Other expenses on average per academic year for CUNY students include: $798 for books and supplies (full-time students),  $715 a year for transportation, $1653 for personal cost, and an estimated $2520 for room and board for students living at home with their parents.
    For many college students, paying tuition and the other expenses associated with attending college is not financially feasible without some type of monetary assistance.

Student Financial Aid


Student financial aid assists students with financing higher education costs.
   Student aid dates back to 1643, when the first scholarship was established at Harvard University; the Higher Education Act of 1965 created most of the federal student financial aid programs that exist today.
  There are three types of student aid: grants, work-study, and loans, all of which are used to comprise a financial aid package for students.  The federal government, state governments, and individual institutions all offer students financial aid options.


The federal government is the largest source of student aid, providing over $90 billion to students nationwide in the 2004-2005 academic year.
  Of the total amount of federal student aid disbursed, 20.2% were grants, 1.3% was work-study, and 69.5% were in the form of loans.
  Federal aid is comprised of the following programs: Federal Pell Grant, Federal Supplemental Education Opportunity Grant (SEOG), Federal Work-Study, Stafford loans and Perkins loans.  Federal grants provide students the best benefits because the student is not obligated to pay the money back. In the 2004-2005 academic year, the federal government administered over $13 billion dollars to the Pell Grant program.
  According to CUNY, during the same year, 95,992 students received $250 million in Federal Pell Grant awards (the average award was $2,160) and 19,480 student received Federal SEOG grants totaling $6.8 million.


The Federal Work-Study program provides jobs for students who demonstrate financial need.
 The program is available for both full-time and part-time students.  Work-study jobs are usually related to a student’s course of study.
  Students earn at least minimum wage and generally work on campus or off campus, at public agencies or at private non-profit organization.
  During 2004-2005 academic year, the federal government awarded $1.2 billion in Federal Work-Study aid;
 CUNY awarded 8,297 students $9.5 million in Federal Work-Study aid.


According to the U.S. Department of Education, the Stafford loan and Perkins Loan programs are the preferred sources of borrowing money for college students because they offer low interest rates, subsidies, and generally most students are eligible providing they can show financial need.
  There are two types of Stafford loans, subsidized and unsubsidized. With respect to Subsidized Stafford loans, the federal government pays interest on the loan while the student is in school.  The interest rate is fixed for the life of the loan.
  With respect to unsubsidized Stafford loans, the student is responsible for the interest during the life of the loan, which begins to accrue as soon as the loan is disbursed.
  Currently, the interest rate on Stafford loans dispersed after July 1, 2006 is fixed at 6.8 %.
  Loans disbursed between July 1, 1998 and June 30, 2006 accrue interest at a variable interest rate that is capped at 8.25%.
  

The Federal Perkins loan program is a campus-based program administered through participating schools for students demonstrating the greatest financial need.
  The interest rate on the Perkins loans is fixed at 5%.
  In the 2004-2005 academic year, the federal government awarded $1.2 billion in Perkins loans, $27 billion in Subsidized Stafford loans, and $26 billion in Unsubsidized Stafford loans.
 During that year, 3,130 CUNY students received a total of $7.5 million in Perkins loans; 25,150 students received $90.1 million in Subsidized Stafford loans; and 14,880 students received $57.3 million in Unsubsidized Stafford loans.
  The President’s proposed budget for fiscal year 2007 would eliminate $65.5 million from the Perkins loan program, canceling reimbursement to institutions whose borrowers undertake public service.

During this academic year (2006-2007), the federal Department of Education will make available two new grant programs for students: The National Science and Mathematics Access to Retain Talent (SMART) grant and the Academic Competitive Grant (ACG).  The SMART grant provides financial aid to students who are Pell Grant recipients enrolled full time at a four-year institution, and major in physical, life or computer science, engineering, mathematics, technology or a critical foreign language.
  Grant recipients are eligible to receive up to $4,000 for their third and fourth year of study.  ACG is for students in their first or second year of college, who have completed a rigorous course of study in high school.
  Students must also be Pell Grant recipients and are eligible for up to $750 for the first year and $1300 for the second year in awards. 

With regard to New York State and student financial aid, the State awards 20% of all the need-based state grant aid to undergraduates in the United States.
  Its largest grant program, the Tuition Assistance Program (TAP) helps eligible New York State and City residents attending in-state post-secondary institutions, pay for tuition.
   TAP grants can be up to $5,000, based on the New York State net taxable income of applicants and their families.
  In order to be eligible for TAP, recipients must be enrolled full time (at least 12 credits per semester) at an approved postsecondary institution, have a cumulative “C” average after receipt of two annual payments, be charged at least $200 in tuition per year, and meet income eligibility limitations.
  During the 2004-2005 school year, 83,600 CUNY students received TAP grants totaling of $175.5 million, on average each student received $2,164 in awards.
   Beginning in the 2006-2007 school year, the State will administer a Part-Time Tap Program as a form of aid to part-time students.
  First time freshmen and those who have earned 12 credits or more in each of the two consecutive preceding semesters, for a minimum total of 24 credits earned, are eligible to participate.
   The State also administers the Aid for Part-Time Study (APTS) program, which provides grant assistance for eligible part-time students enrolled in approved undergraduate studies.  Further, New York State administers the New York Lottery Leaders of Tomorrow Scholarship, which provides one student from every public and non-public school that applies a scholarship to study locally.
  CUNY disbursed 4.3 million to 11,970 APTS recipients and $500,000 to 64 Leaders of Tomorrow scholarship recipients during the 2004-2005 academic year.

With regard to institutional aid, such aid is usually administered by the college or university in the form of grants to students.  Nationally, institutional aid accounted for $24 billion of the total student aid awarded in the 2004-2005 school year.
  CUNY awards institutional aid through several programs, which include the Search for Education, Elevation, and Knowledge program (SEEK), College Discovery, Work Study, Honors College, Safety Net Programs, and the Peter Vallone Scholarships.  In the 2004-2005 academic year, CUNY awarded $32 million in institutional aid.
  The Student Safety Net Program and the Peter Vallone Scholarship Programs are City Council funded initiatives.

Although financial aid exists to help students cover the cost of attending college, it may not cover all of the financial needs a student may have.  Students are often faced with unmet need, calculated as the total college costs and expenses minus the expected family contribution and financial aid awarded.
  According to the State Public Interest Research Group and its Higher Education Project, there was approximately $31 million in unmet need nationwide in the 2003-2004 school year.
  The Higher Education Project also asserts that public college students from families with an annual household income of $34,288 or less will experience an average annual unmet need of $4,689.
  To address their unmeet needs, students often borrow to cover their educational expenses and consequently amount debt.  CUNY reports that the aggregate loan balance held by seniors at the end of the 2005-2006 academic year was $12, 237.

Students and Consumer Debt


The amount of financial aid a student receives in the form of grants and/or loans may not cover all of his or her college expenses.  For students who have no other means, getting and using a credit card may appear to be the best answer in meeting their financial needs. Although undergraduate students are typically unemployed or underemployed, a large number of them use credit cards.
  The use of credit cards by college students has caused much concern about the availability of such cards and the indebtedness accumulated by students who use them.
  Researchers at Nellie Mae, one of the largest student loan providers, report that 75% of undergraduates in 2004 began the school year with credit cards.
  Most undergraduates report receiving their first credit card during their freshman year, and as students progress through school, credit card usage swells.
  Ninety-one percent of final year students have a credit card, compared to 42% of freshmen.  By graduation, most students have more than doubled their average debt, and almost tripled the number of cards they hold.
  Fifty-six percent of final year students carry four or more credit cards, while only 15% of freshmen carry that many.
  In 2004, the average outstanding balance on undergraduate credit cards was $2,169.

Students use their credit card(s) for a variety of different reasons.  Recent estimates suggest that as many as 25% of college students may be relying on credit card debt to help pay their tuition.
  CUNY allows students to use credit cards to pay their tuition and fees.
  Students also use their cards for other direct education-related costs, for non-direct education costs, as well as items not related to their education.
   According to Nellie Mae, the most common direct education expenses charged by students are general school supplies such as paper, notebooks, writing utensils, labs supplies, calculators, etc., at 74%, followed by textbooks at 71%.  The next most commonly charged expenses are fees and commuter costs, almost 29% of the student population charged such expenses.
  With regard to use of credit cards for non-direct education or other expenses, more than 71% of students said they used their credit cards for food; the second leading expense was clothing, charged by 68%, and number three was cosmetics/toiletries, charged by 49%.

Accumulating consumer debt to pay for college related costs may not be financially sound for a number of reasons.  Unlike school loans, which are designed for students and their families, credit cards are designed for people with income.  Credit card users are expected to make payments every month.  Students with little to no income may have difficulty making monthly credit card payments.  Further, student loan repayment options such as payment deferral, graduated payment plans, interest subsidy and the required loan counseling are not part of the standard credit card repayment or application process.  Using a credit card to pay for educational expenses may also be problematic because interest rates on credit cards usually increases over time- many students sign up for a credit card at the “introductory offer” rate and may not understand the potential increase in the permanent rate.
  The purchasing power of credit cards can be irresistible to cash-strapped students who have not been taught about interest accrual, penalty fees and rate increases.


It has been reported that on average, 16% of combined education and credit card debt owed when an undergraduate leaves school is credit card debt; increased levels of credit card debt as students progress through school are concurrent with increased student loan debt levels.
  Although many students understand and manage the responsibilities of borrowing, there is some apprehension that some students may be setting themselves up for financial failure even before graduation.
  According to a recent article in Money magazine, “graduates burdened with student loans are far more likely than non-borrowers to live paycheck to paycheck, run up credit-card debt, postpone buying a house and even delay having children.”
   Large amounts of debt can also adversely impact a student’s credit history and limit future opportunities.  Companies use credit reports to decide who gets a car loan, a mortgage, a rental apartment, and even a job offer.

For some, the burden of student debt (loans and credit cards) may negate the advantage of a college education.  The Campaign for America’s Future estimates, that “in the next decade, over 4.4 million low- and moderate-income academically qualified students will opt not to enroll in four-year university degree programs, and another two million will opt not to enroll in higher education at all.”
  For those students who do decide to pursue a college degree and must finance their education, choices immediately following graduation are often dictated directly and expressly by that burden.  Some students immediately go right back to school after graduation to increase their skills in order to qualify for higher-paying jobs and continue to defer repayment of their undergraduate loans.  If they join the workforce, their options may be limited by their debt burden.

Conclusion

In order to prevent students from accumulating consumer debt, some suggest that credit card companies take a more conservative lending approach to students and that Congress should enact legislation that limits the number of credit cards issued to students.
  Others believe that everyone needs to do more to help students learn basic financial skills and avoid debt.  Many believe that the key to financial health for students during school and after graduation is if they must borrow money to finance their college costs then they must be aware of what they borrow, when they borrow, how much they borrow, and understand the costs and responsibilities associated with all types of borrowing, including credit cards.
 

At today’s hearing, the Committee on Higher Education will seek to learn more about the relationship between student financial aid and consumer debt. 
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