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NOTICE OF PUBLIC HEARING

The Senate Education Committee will hold a public hearing on .
Wednesday, February 11, 1987 at 10:00 A. M in Room 334, SLaLe House-

Annesx, Trenton, New Jersev.

’_I'he hearing will consider

‘ SENATE BILL NO. 2499
" AN ACT ESTABLISHING A GUARANTEED COLLEGE TL/IT!ON
!Nl ESTMENT PROGRAM"

~sponsored by Senator Dalton

Anvone. wishing to testifv should contact Deenza R. Schom, ‘aide to
the Senate Education Committee, at (609) 98+~6843. Eight copies of the
testimony shouid be submitted to the committee on the dav of the

hearing.
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SENATE Ne. 2499

STATE OF NEW JERSEY'

INTRODUCED SEPTEMBER 15, 1986

By Senators DALTON RAND, FELDMAN, LESNIAK DUMONT
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EWING, O’CONNOR, COWAN, VAN WAGNER, CODEY, ORE-
CHIO, PALLONE, LYNCH, JACKMAN and FORAN

Referred to Committee on Education

A1§ Act establishing a guaranteed college tuition investment .
program and supplementmo' Title 18A of the New Jersey~
Statutes.

BE 1T ENACTED bJ the Senate and General Assembly of the State
of New Jersey ‘ .
1. This act shall be known and may be cited as the ‘‘New Jersey

Guaranteed Colleoe Tuition Investment Program Act of 1986.7’

2. The Legislature ﬁnds and declares: that families are finding

it increasingly difficult to plan for college education due to the
unpredlctablht\ of escalating costs; that an educated citizenry is
essential to the well bemv of the State; that it is to the public
benefit to encourage talented individuals to _attend New Jersey
institutions of higher éducation; and, that a pl'dgraxn which guaran-
tees college tuition for New Jersey residents will benefit individuals
and will also serve an essential publié purpose. ' '

3. There is established in the New Jersey Higher Education
Assistance Authority, the New Jersey Guaranteed College Tuition -
Investment Program. The purpose of the program shall be to
permit participants to prepay college tuition in an amount equal
to 90% of the projected tuition at the time of initial enrollment in

college or 90% of the actual tuition at that timé, whichever is less;

- and, to provide low interest loans to those participants for jother

education costs up to a maximum of 50% that guaranteed tuition

rate.
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4. a In order ‘to maintain and administer the program, the
authority shall establish the New Jersey Guaranteed College Tui-
tion Program Fimd as a separate, nonlapsing revblvi’ng fond which
shall be used exclusively for the purposes of the pi‘ogram as pro-
vided pufsuant to this .act; however, any moneys in the fund which
are not disbursed‘immediately may be invested and reinvested by
the Director of the Division of Investment in the Department of
the Treasury on vthe written request and in accordance with the
written instructions of the authority.

-b. The fund shall consist of : |

(1) All moneys invested in the program by program parti-
‘cipants as pr ovided pursuant to section 7 of this act; »
(2) All interest received on moneys in the fund and sums
- received as repayment of any principal and in-terestb on out-
standing loans made by the fund pursuant to section 11 of this
act; and
(3) Any othel mone\s, pubhc or private, made available

- for the fund from any source or sources which the authonts

shall determine to be appropriate f01 inclosion in the fund.

5 Every public institution of hlghel educatlon in New Jersey
and each independent institution of higher education in New
Jersey which elects to part.icip,ate in the program shall submit to
the authority an annualized projection of tuition costs for 15 years,
based upoﬁ indicators and ecriteria established and approved by
the authority. Annually thereafter, each institution shall project

its tuition for an additional vear, so as to provide for the mainte-

nance of projected tuition costs on a 15 year basis. The tuition
projections shall be reviewed and may be altered annually; how-

ever, no such alteration shall affect the terms of any contract -

- already in effect

Each institution ehall guarantee that a dependent of a program
part1c1pant who 1s admitted to that institution shall pay no more
than _90% of that projected tuition for the appropriate vears of
attendance as’ provided in the contract between the participant
,and'fhe'authority, or no more than 90% of the actual tuition for
those years, whichever is less. _ '

6. Upon the establishment of the tuition projections as provided
in section 5 of this act,‘ the authority shall develop a schedule of

" the number and amount of payments necessary to provide funds

sufficient for four years of tuition at the guaxjantéed rate at each
institution based upon:
a. The date of enrollment in the program;
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b. The ’year’of initial "niatriculation in the institution; xind,

c. The rate of investment selected bv the participant. No one

shall be .eligible to partiéipéte in the program if the interval
between initial enrollment and the year of initial matriculation is
less than four years. )

‘The authority shall prov1de for a number of payment options,
aiid for accelerated payment by the participant; however, the
authority may establish a minimum annual investment necessary

for participation in the program.

- 7. Any mdiwdual who has been a resident of this State for 12.‘ |

months prior to makmg application for the program may contract

with the authority to participate in the guaranteed tuition program.

The contract shall specify:
- a. The amount of guaranteed tuition \\lnch 1s being purchased.

b. The amount of payments required from the participant.

c. The schedule of those payments. |

d. Provisions for late payment icharges and for default.

e. The number of years of tuition which the participant wishes
to purchase. o ' R

f. The name, age and years of attendance of the dependent for
whom tuition is being purchased. ‘

g. The conditions under which another dependent may be sub-
stituted for the person originally named.

h. The conditions under which a refund due may be applied to a
guaranteed tuition program for another dependent.

i. The conditions under which the years of attendance as pro-

‘vided in the original contract may be altered.

j. The terms and conditions for the termination of the contract
and the amount and nature of any refunds including t‘,he percentage
amount of accrued interest due from the program in the event of
termination. | |

k. The terms'and conditions attendant upon any special options

selected by the ‘participant apart from the guaranteed tuition

program, including but not limited to the prepayment of additional -

education costs of attendance.

L. Any other terms or conditions determined to be mecessary by
the authority. |

8. Upon entering a contract w1th the authority, a program par-
ticipant shall be regarded as a resident of New Jersey for the

purposes of this program so long as the terms of that contract are -

fulfilled, and the dependent for whom the tuition is purchased shall

be regarded as-a New Jersey resident for purposes of determining
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tuition at public institu:tions,of highei' education’ and for State aid

to independentv institutions as provided pursuant to P. L. 1979,

c. 132 (C. 18A:72B-15 et seq.).

9. Participation in this program shall in no way be construed to
ensure that the dependent shall be admitted to a- partlclpatmg :
1nst1tut10n, nor shall an 1nst1tut10n be required to follow any specml
admission procedures with regard to that dependent Should an
individual fail to gain admission toa part1c1patmo mstltutlon, or
fail to complete-the under gxaduate pxo_e_ram at that mstltutlon,

then all or a portion of the funds invested may be returned to the

~ participant as provided in the contract and as specified in section

10 of this act.
10. a. The contract may be termmated and a partlclpant may
receive a refund of the full prmmpal and any mterest less adminis- -

tratlve costs as agreed to in the contract under the followmg

~ circumstances:

(1) The death or disability of the dependent.
(2) The decision not to attend college or to attend college :
 in a state other than New Jersey. V .
(3) The decision to attend an independent col]eoe in New
‘ Jersey which dOes not participate in the guaranteed tuition
" investment program. '

(4) Failure to ain admission to a college in New Jersey
‘which participates in the guaranteed tuition investment pro-
gram, - _ ' -

(3) Failure for any reason to complete payment for the
number of years pr ovided for under the contract.

b. In the event that guaranteed tuition as purchased in the con-
tract is greate‘n thau the actual gnaranteed tuition at the time of
attendance, the participant may. elect toreceive e refund of the

balance or may elect to apply the balance toward a O'uaranteed

- tuition contract for another dependent if thls is provided for m

the contract. _
11. \‘\'hene\ er a dependent of a paltlmpant enrolls in an institu-

tion which participates in the gnaranteed college tultlon plan, the

paltlclpant shall be entitled to receive from the authorlty a loan

in an amount not to exceed aO% of the guaranteed tuition level at

Athe»msntution of attendance, which shall be used to pay costs of

attendance at the institution other than tuition. The loan shall not
be contingent on the receipt of or eligibility for any other State or
federal loan or grant; however, a participant shall be required to
demonstrate to the authorit)“ that the total aznount of financial ai'd :
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received by the dependent including the loan provided for in this

section does not exceed the cost of attendance at the institution as
determined by the Student Assistance Board in the Department of
Higher Education. The authority shall determine the terrhs and
conditions for the loan and the interest rate to be charged; how-
‘ever, the maximum permissible interest shall be the interest rate
established for the federal Guaranteed Student Loan Program in
the year in which the loan is initiated.

12. On or before March 1 of each year, the authority shall make

an-annual report on the activities of the program for the preceding

“calendar year to the Governor and the Legislature including in the

report a complete operating and financial statement. The authority

-shall provide for an external audit of the books and accounts of the

fund each year by certified public aecountants.r .

13. The Higher Education Assi'stan‘ce Authority shall, pursuant
to the ‘‘Administrative Procedure Aect,”” P. L. 1968, c. 410 (C.
52:14B-1 et seq.) adopt such rules and regulations as are necessary
for the 1mplementat10n of this act.

14. Nothing in this. act shall be conctlued to lmnt the power of ’
the authority to establish and maintain the ‘‘Higher Eduecation

Assmtance Fund’’ or to alter the tenm and (ondmon\ of loans

v made to students under that fund. -

15. Funds for the initial planmn and administration of the
Guaranteed College Tuition Program shall be made available to
the fund from the uncommitted reserve fund of the Higher Educa-
tion Assmtance Authority. | :

16. This act shall take effect unmedlatelv :

. v STATEMEXNT .
This bill establishes a New Jersey Guaranteed College Tuition
Investment program to be administered by the Hig'her Education
Assistance Authority. The purpose ,of‘the program is to allow

parents or legal guardians to prepay college tuition for their child

~at a guaranteed rate. That rate would be equal to 90% of tulhon

as projected by the mshtutmn for the vear of attendance or 90%
of the actual tuition for that vear, whichever was less. In addltlon,

parents who elect to participate in the program would be entitled

 to low interest loans to meet other costs of attending the institution.

‘As provided in the‘bill,,the public institutions of higher educa-

‘tion and independent colleges or universities which elect to pa_rtici-

pate would be required to project their tuition rates for 15 vears.

 following the establishment of the program, and would be required
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to guarantee: that a pmtmp.mt in the m\e stment program would
be chmged no more than 909 - of that tuition rate. The Higher
B Educatlon Asmstance Authority Womd then establish payment -
schedulex necessary to pr ovide for four vears of tuition at the
‘guarantced rate at each ins mdtlon baszed upon the year of enroll-
ment, the ye ar of expected matriculation and the rate of investment
tele(ted by the parent. Any resident of New Jersey could then
contract \\'1th the anth 0111\ for the prepayment of all or part of
the tuition at a tuition rate of their choice.

If a child was not admitted to a participating institution or
: elected not to attend a partlclpatmn institution in New Jersey,
“then the parent w ould be eligible for a refund of the principal and
interest at a rate to be establislied in the original contract. If for
~any.reason the cost of the institution tho child attended i< le55 than
the amount of tuition provided for in the cortract, the parent could
1'9('01\9 a refund or could e]oot to apply the halan(e tow ard a
enaranteed tuition contract for smother depmdom

In addition to the onaranteed tuition, the prozvam also provides
fm' low interest education lmn\ in an awount of up to 0% of the
guaranteed tuition rate.

The program wouid thus offer pun icipants four mqgox adv an- ‘
tages: it wonld provide for a gunaranteed rate of fuition: it e\tab-

lishies a mechamqn for saving nioney to meet that tuition: it oﬁel ~

the opportunity for a wide range of clmice amony 111:;1tut10n.~, of
hicher edueation in New Jersev: and, it makes available cducational
Jouns for the balance of educuhonal coxts at rates cowparable to
“the federal oualanteed student loan progran: In addition, the
~program would make new Jersey institutions of higher education .
anore mf'l'avctxve to New ,791-:'9}' resident= and thus serve ilic need \‘

of the State for an educated and highly trained citizenry.

HIGHER EDI’C‘ATION-—(‘OLL]-:GL‘S, AND UXNIVERSITIES
The “New Jersey Guaranteed College Tuition Investment Pro-
gram Act of 1986." '
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v SENATOR MATTHEW FELDMAN (Chairman): Let me welcome
you this morning to this public hearing on a very, very
important bill. 1 am pleased to  have Senator_Ewihg with us
today, as well as the sponsor of the legislation that will be
before us, Senator Dan Dalton. ' -

Essentially, what we will be discussing is the growing
problem of ‘the_ affordability of higher education. = As costs
escalate, parents - and students ere facing - very difficult
choiees, " There 1is every indication that the situation will
continue to worsen over time. ~Adding to the uncertainty, is
the annual threat from the Federal government to reduce‘student
financial ‘aid programs. Reductions in the Guaranteed Student
}Loan Program have been tecommended for the past several years.
Yet, the Department of Education 'in Washington suggests an
increasing reliance on loans for the payment of college costs,
presumably at market rates. At the same time, there is growing
national concern about the level of indebtedness which students
are incurring. o |

So, this is clearly a matter of major concern which
deserves the careful attention of this Committee. The'ebill
before us today, which willeprovide for a Guarenteed'College
‘Tuition Investment: vProg;am{ ' represents an - important and
innovative response to this problem. It is extremely
significant for the future of higher education in our State.
v I want to commend Senator Dalton publicly for his
initiative in developing this iegislation. As I  correspond
with people on the National Commission of Education, many have
written to me-- Senator Dalton, you are now a househeld name.
Other states are watching us now to see what develops with the
Dalton-sponsored bill. A |

Befere I call our first witness, Chancellor Hollander,
Sehator _Daltoh, as the sponsor, will you ‘please explain the
bill in detail, or encapsulate the bill for us?



SENATOR DALTON: Very quickly, Mr. Chairman, only in
BAmerica can a second generation Irish immigrant's son become a
household name. So, I want to thank you for——
' SENATOR FELDMAN: Even in Bedminster. o
| SENATOR DALTON: I want to thank you, ‘and also thank
‘Jack Ewing, for your attentlveness to the bill, as illustrated
by your presence today. | B

I 1ntroduced S-2499 last September, because I was
v concerned about the plight of middle-class families in ‘New
Jerseyr who face the prospect of paying for their children's
college five or ten years from now. Being the father of four
children, I understand thecproblemkin a very personal way.

If the current trend in cuts in Federal aid -- in
student assistance programs -- continues, there’will be 1little
Or ‘no help for mlddle income famllles, even in the form of low
1nterest ‘loans. The only alternative will be for families to
burden themselves with excessive debt, or to have their
children bear the burden of years of indebtedness. |

"My  proposal is targeted toward helping - young
,middle+income families who plan to send their children to
, college, without excessive ‘burden: It is a college layaway
bprcgram; a college investment program. Start saving now, and
you wiil have money for your Kkids' education. The Plan has
several distinct advantages over other forms of investment.
First, and perhaps most important, the Program guarantees what
"tuitionS'will be in New Jersey institutions when it comes time
for your children to attend. Parents, therefore, know exactly
how much'money they must save, no matter what happens to the
economy or college costs in general. ’ | ‘

Secondly, the Program not only guarantees tuition, but
_ guarantees a tuition at a reduced rate. The bill calls for a
~tuition that is 90% of what the projected or actual tuition is
_at participating institutions. | |



. Third, the Program would allow the parents to borrow
additional money at a reduced rate equal to the Federél
Guaranteed Student Loan rate. In addition to- helping New
Jersey families, the Program 1is designed also to help New
Jersey institutions of higher education, by limitingA the
- Program to New Jersey colleges, both public and private. The
goal, obviously, is to keep New Jersey talent in New Jersey
schools. - I o
’ New Jersey is the second highest exportér bf students
in the nation. - By encouraging New Jersey families to send
those children to New Jersey colleges, the Program will help to
maintain the wvitality of New Jersey. colleges, and the
continuing wvitality of these institutions, of course, is a
central ingredient to,New Jersey's economic prosperity. N
" Another feature of' the bill that is unique is the
provisions for low-cost loans to cover the cost of anci1lary or
additional education costs. The bil]f provides that a family
~can borrow up to 50% of the value of their investment in low
cost'loaﬁs, without having to meet income qualifications. In
some respecté, the Income InvestmentvFund,‘which will be placed
under the auspices of the Higher  Education Assistance
Authority, will be like a credit union. It will allow those -
who invest in it to borrow at a reduced rate. This aspect is

of special benefit to middle-income families who have been
priced out of the GSL market. This feature also helps to
enhance the ability of a parent to choose from a variety of
institutions at different price ranges. ’ | |

| I think if I've heard any criticism of my Program,’it
was the criticism that my Program is too aggressively consumer
oriented. It favors the investors -- the middle-class families
-- over the institutions of higher education, in providing -
- advantages. Clearly, my primary goal was consumer oriented. I
think the Program must be very attractive for parents if they
are going to be encouraged to invest in New Jersey colleges
years before their children are ready to attend college.



If I've weighted the advantage too 'much in the
“direction°‘6f‘ the parents, I am open to  criticism and
suggestions for improving the Program. I 1look forward to
learning from the testimony that will be provided today,:and I
‘am confident‘that WOrking together with the Chancellor and the
people aroundv him, the vpeople who = have been involved. in
national efforts in this direction, ~and also with _the
1nd1v1dua1 State and private colleges, we will be able to come
up with a Program that will meet the needs of middle-class
‘famllles and will also beneflt New Jersey 1nst1tutlons

" Thank you again, Matty, and thanks, Jack, for your
- attentiveness to this issue. ' |
_ SENATOR FELDMAN : Thank - you, ' Senator Daltdn.v - Our:
‘flrst witness will be the Chancellor of ngher Education for
- our State! Chancellor T. Edward Hollander. - With him 1s John
~ Brugel, Assistant Chancellor, Student Assistance.

"~ Allow me to congratulate you on “the Governor
recommendlng your reapp01ntment Chancellor. ‘ ’
"CHANCELLOR T. EDWARD HOLL A N D E R:
Thank you very much, Senator. I appreciate the opportunity the-
Governor is providing me to serve the State for another five
years, and I appreciate, as I alwayé do;, the opportunity to
-~ come before',_tvhis'v Committee, which has been so- str'ongyly
supportive of higher education in the State. I mean that in
_ Bedminster, too, Jack. | DR

Senator Feldman, Senator Dalton, ‘Senator Ewing, I
would like to comment on a number of things this morning, and
then share with you a proposallthat the staff of the Department
of Higher Eduation has been working on at the instance of the
eBoard of Higher Education, which has established, within it, a

committee to look at the whole question of affordablllty of
'hlgher education. : ‘ o

I think you are right on track. = I think the

affordablllty of hlgher education is a cr1t1ca1 policy issue




for the next two decades. It is probably an issue that is most

on the minds of parents today. I think it is an issue, too,
that is most on the minds of students, who face the prospects

of increasingly going into debt in order to finance their

higher education, 'a level of debt which we think is
inappropriate, and couid impact on family formation and the
whole ability of our young people to pass on to successive
generations the benefits they have had available:to them. |

I would like to talk first About the tuition issue, so-

we understand where we are and where we are likely to go. I
have given you three graphs, and I wonder if you could look at
the first graph which is based on graph lines. ,

Let- me say that with the strong suppott of the
vaernor and the Legislature, I think we have done very well in
this State 1in helping_students afford higher education. The

years '82-'83 to '86-'87 were periods of unusually high tuition.

increases in New Jersey. This graph illustrates, I think, how

we responded to it. If you will note, there are two variables
that are important on the graph. One is a change in the price

index over this period, which was an increase of 15% —-— the
" Consumer Price Index. The second 1is the change in personal
income of New Jersey parents, out of which they pay for

tuition. That increase has been 36%, and is represented by the

area that is shaded on the_graph.

The gross tuition cherges in New Jersey have varied
among the different sectors of higher education. The red line
shows the increase in tuition at independent celleges, and the
increase during th1s perlod is 40%, or roughly 4% higher than
the increase in income, and 51gn¢f1cantly higher -- 25% higher
-- than the increase in the Consumer Price Index. The
increases at Rutgers and ‘the county colleges have been 36%,
exactly paralleling the increase in income, and the increase in
the State colleges was 33%, slightly below the increase in the
income. '



_ lBut, this doesn’ t tell the whole story This just
tells. the gross tuition charge story. You have increased
sighificantly -- and the Governor has -- tuition aid available
to students. Our Tultlon Aid Program 1s 'S0 structured that no
student coming from a poor famlly pays any tuition at a publlc

institution, 'So,.nonevof these increases have been borne by
low-income students; by that I mean students from families of
$18,000 or less family income. _ _ |
| For moderate-income students, our Tuition Aid Grant
Program is structured so that they do not pay for the increases
in tuition. = They pay the base amount they were paying four or
five years ago. So,roursTultlon Aid Income Program has held
 harmless low-income and ,moderate—income ~students fromh the
tuition increases. The brunt of the tuition increases are
~borne by middle-income students and by high-income students |
The problem, as 1 see it, for ‘the “future in terms of
affordability, assuming we continue our commitment to tu1tlon’
aid is a problem for the middle-income student. As long as we
prov1de the appropriate safety ‘net in‘ this State}_ our
. low-income students and our moderate-income students will be
: protected but it is the middle-income student who is going to

face the full brunt of the tultlon increase. ‘
Now, for the middle-income studeht, the rise in
tuition has been equivalent to the rise in personal income.
'So, the middle-income student's family has paid roughly the
same share of 'income for tuition as they did before these
‘1ncreases In my judgment, that is not an acceptable level;
that is, I think our middle-income students are presently
overburdened, and the fact that they kept ,pace is not good
-ehough in our judgment. So, the question is, how do you deal

_with that issue, and how do you deal with it at a time when the
Federal commitment has deciined? The Federal commitment is not
. proposed to decline; “the Federal commitment has actually

- declined.




If you w111 look at the c1rc1es -- the chart with the
01rc1es -— they show the relative share the families, the State
1nst1tutlons, and the Federal government are paying for the
_COSts of going to college in New Jersey for our 'full—time
-Undergraduates. 'In 1981-'82, Federal student aid amounted to
29% of the total. Today, it amounts to only 17% of the total.
That is a substantial reduction. The current family expenses
have risen from 62% of the total to 73% of the total. New
Jersey has Kkept pace and  the institutions have kept pace in
providing their share of the total.

So, whether or not Congress responds to.  the
President's initiativés kby restoring the programs ,he: has
proposed be cut, nevertheless, they have not been increasing
thbse_programs with the increased costs of going to college.
'So, in effect, the Federal commitment has declined. If you
look at the last chart, you will see the extent of those
changes. - 7 | | -
 In terms of the source of funds available to students,
the Federal loan guarantees have dropped from 46% to 36%. The
Federal grant funds, thét is, the PEL grants and other grant
funds -- SCOG AND SSIG -- have dropped from 51% to 45%, whilev
the State has’ 1ncreased its share from 44% to 64%. The
institutions have increased their share also. So, the burden
is shifting Cléarly from the Federal government to the
“families, and from the Federal goverdmen+ to the states and to
the institutions. _ .

With respect to ' the preSeﬁt proposals that the
President has put before Congress, the impact could be dramatic
and signifibant The Pre51dent has proposed, in his'budget for

' - this year, to resc1nd currently appropriated funds ‘that will

come to New Jersey in the amount of $30 million. He has
'vactually proposed that the student SSIG Program, which helps to
finance our Tuition Aid Grant Program -- that the moneys that

are committed and are built into our budgets. that we  have



, already shared‘with‘the institutions —- that that $2 million be
dropped,  and that an additional $28 million in _college work
study money and institutional grant . funds, through the -
'_Supplemental Educat10na1 Opportunlty Grant Fund, be eliminated
- from the Program, and that the NDSL. Program,. which is a
subsidized loan,program -— that those subsidies essentially be
eliminated, and there are no new funds to help subsidize that
Program. ' ' . k

For Fiscal Year 1988 -— the Federal ~government's
Fiscal Year 1988, next year -- the President has proposed
programs that would reduce all}of’the~loan and grant in aid
programs by $90 million.  So, we've got a $120 million
reduction proposed for this fiscal year and for next fiscal
year. I don't believe Congress, by the way, will accept those
reductions.t I suspect they will do what they did last year and
the'year before,'restore them, but hold the programs constant;
that is, not fund increases in the program, and leave it to New
Jersey to pick up the increases to our own State ald programs.

The summary at the bottom of--

SENATOR FELDMAN: Yes, Senator? (in response to one
of the Commlttee members) o _

CHANCELLOR HOLLANDER Let me just finish thlS p01nt
To glve you a sense of what that $120 million means, that is
equal to our Tuition Aid Grant Program for two years; that is,
_our'whole Tuition Aid Grant Program is $120 million, and if the
'Federal government reduces its commrtment by $120 mllllon, that
~is equlvalent to e11m1nat1ng our Student Aid Program. So, it
~is a very 51gn1flcant amount of money. It is not a trivial
‘amount : B ‘ | v
SENATOR FELDMAN' I would suggest that you complete -
"your testlmony before we have any questlons All right, Jack?
) SENATQR EWING: Well, I just want to know when this is
going to take effect in the Federal government. This year—-
There has been $30 million left out. |




CHANCELLOR HOLLANDER: The $30 million recisiens would
take effect in our year _beginning next September; the $90
million in the following academic year, because the Federal
budget is October 1 to September 30. -

We think it would be imprudent for us not to begln to
plan alternative ways of financing. We. think Senator Dalton's
proposal, and raising this issue and bringing it before the
public, provides a tremendousAcontribution, and we thank you,
‘Senator, for proposing the Prbgram,band for’doing’it in such a
'dramaficvw3y. I wish we had ours ready before you had yours
ready, but you were there first, and I think it has been very,
very helpful. | ’ . | S

The question is, what kind of a program can we support
and sustain in the State, and what ought it to be? I think you
are:going to find, if you look at what other states are doing,
‘a wide variety,of’plans and a wide variety of concerns about
the plans. v | / ’

Let me Jjust distinguish between the two possible
plans}'-What you call -- and properly so‘_—— the Tuition
Ihvestment Plan, and what I call the Tuition Assurance Plan.
The differences are significant. The Tﬁition Investment Plan
- and a number of states have proposed these -- represents a
way by which parents can set .aside money to cover the costs of
tuition when their children reach college age. Those moneys go
into a fund; the fund earns interest. If the parents want to
withdraw those moneys, for whatever reason, during the course
of the operation of the Plan, they can do so, and they can get
thelr money back, plus the interest. _

~ The strength of that Plan is that the parent as the
consumer, is best off. The weakness of that Plan is that the
income that is generated is probebly taxable to the parent, or
"to the child if it is less than $1000 and the child is under
14, or to the child if the child is over 14 and the Plan is
structured right, so that the taxes have to be peid by the




parent out of his or her ‘other - income - because the Plan is
11ke1y ‘to be deemed a taxable Plan. o N o
The second disadvantage of that Plan is, somebody has

to undertake the risk that the rate of tuition increase will be
"higher than the rate of return on the investment. Now, e1ther
the risk has‘tq be borne by the parents, namely they get.back
what they put in - and-that is useful, bY'the way, because it
willchVer a large part of the tuition_increase —% or the risk
has to be borne by the institution, which would agree to take
as tuition whatever is in the Plan, or the risk has to be borne
by the State or the other sponsoting agency, which would say,
"We will make up the difference.” 1In the Michigan plan, I
believe the risk is being borne by the state. In Senator
“Dalton's Plan, the rlsk is belng shared by the 1nst1tut10n and
the State. . ‘ :

~You need to understand that that risk could be very,
veryhhigh, because when you are dealing with an accumulating -
B amount thmoney held over long pe:iods of time, the differences -
between thedinvestment rate of increase and the tuition rate of
increaee, even if they are small, are accumulative. It is
possible’;évlo or 15 or 20 years down the line -- to find that
_jwhoever assumed that risk. w111 have assumed an extraordlnarlly‘
-V_large risk. ‘ -
" The Tultlon Assurance Plan that we are propos1ng as an .
alternative and as a compliment to the Tuition Investment Plan,
‘s really intended, to be 1insurance; that 1is, the risk is
divided,among the State, the institutions, and the families.
The preposal we make -- and are gding to put on the table here
- is this: That we provide an alternative to an investment
plan as an insurance plan; that what the parent is buying is
insurance that when his or her child goes to college, the
tuition they‘pay‘now,will,be accepted in full for whatever the
~tuition charge is at the institution the child attends, so that
‘the parent can rest easy that the child is provided for.
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The risk the parent takes in the proposal we are
making is like the risk in life insurance. If you don't die,
you don't collect. If the parent withdréws from thebPlan, or
if the child withdraws from the Plan, for whatever reason, they
would get back only their principal;-that is, whatever they put
in, they would get back. If the child goes out of State to
‘another institution, whatever they put in they would getrback.'
But, the parént,who sends his orAhef child to a New Jersey
institution-- That child will go, essentially, for whatever
tuition had’origiﬁaily been put into the Plan, regardless of
what the tuition rates are. So, the parent is insuring against
not being able to provide for his or her childfé eduction.

- Now, the way we propose it is, the New Jerse&bresident
‘who enrolls in the Plan -- much as your Plan, Senator Dalton —-
is insured, if you like, whether he moves out of State or stays
in  the ~State. The patents are insured 'nb matter what
institution the child attends,'though they ‘would have to make
up the differences in rates, or receive back the differences in
rates, among the institutions. They are insured for a New
'Jersey institution -- participating independent,ihstitutidn —
and we would propose that all public institutions be covered.
We could ' not guafantee aﬁyone admission to a particular.'
‘institution. Obviously, that  depends'_on the qualificatibns,
but clearly, under our,Open Access Plan in New Jersey, that
child could go to an institution in New Jersey. The child
would be guaranteed admission to an institution in New Jersey.'
o | Now, what are the risks to the institution? The
proposal we are going to put forward guarantees the institution
- 90% of whatever the tuition is at that point in time. We
expect that the institutions will‘recéive 100% of the tuition
at that point in time, but there is a risk that they will
receive only 90%. We don't think that is an unreasonable risk
for the institution. Many institutions now provide unfunded
scholarship aid of 10% anyway, and we think that risk is
minimal in size.
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What is the tisk to the State, and that has been a
problem with a lot of these plans° We brought an actuary in to
look at our Plan, and let me explain the actuarial risks and
how- you deal with them. The bottom line is this: If the rate
ef return on 1nvestment is within 3% of the rate of increase ‘in
tuition, the risk to the State after 25 years, assuming $4
million comes into the Plan a year, is something on the order
of $1 million or $2 million. ‘There is no risk to the State in
the first 24 years; that is, there is no need for a State
subsidy in the first 24 years. o o .

‘Now, we don't think that is a risk at all, by the way,
because if you 1look down 25 years from now, our tuition at
Rutgers will be $25,000, $30,000; our Tuition Aid Grant Program
will probably be around $300 million, instead of $60 million;
- and prices and incomes will be up at - levels where a $3
million—- The State budget will probably be . around $60
‘billion, so you're looking at a relatively small risk. o

' Now, why is the risk to the State so small? Because
'we estimate two things: One, we estimate that roughtly 30% of
the parents will elect to take their principal back, and their.'
children will either not ‘attend college, or will go -out of
State. So, ‘they will help the other 70% meet the requ1rements

of the Plan.
' Secondly, we don't think the gap between the rate of
tuition increase and the investment return is going to be 3%.
So, we don't even think that risk 'is a serious risk to the
State. For example,'lf today we were to invest—- If we could
invest at 7% -- and we don't think the rate of tuition 1ncrease
~likely to exceed 7% over a longer period of time, because’
that has not been our experience in the past -- and if we got a
rate of return of 7% and the tuition rate increase was only 7%,
there 1s,v1rtua11y no risk to the institutions and no risk to
the State, and the parents would essentially receive -- as they
‘would under any of these alternatives -- the full amount of
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tuition. And, the Plan would probably generate revenues to
support other student aid efforts When you get a 1%, or even
‘a 2% gap, that is, if we invested today'at 7% and the tuition -
‘was a 9% increase a Year,vthe institution would receiVe 100% of
its return, there would be no risk to the State, and the parent
 would receive full tuition. It is only when you gét beyond the
2% gap that you get a risk to the State, and that risk is
minimal. Now, if you got to a 4% gap —- which we don't think
actuarily is 1likely to happen -- then there is a substantial
risk to the State because, again, that is accumulative over 25
years. I think one can limit that risk by simply limiting the
number of such options‘that are made available ahnually to the
parents in the State, and it_probably ought to be done that way
in the first couple of'years anyway to get some'experience_
That is what the State of Michigan 1is prop051ng ‘to do during
their pilot period. , »

' ' So, we think there is room for »whét we call the
Tuition Insurance Plan. Very candidly, we want to encourége
more of our students and their families to consider a New
Jersey institution. We think we have a special obligation to
‘parents in our State, but we also have an obligation to the
institutions in our State, and we ought to meet both of those
obligations in the Plan. o | ' |

That doesn't mean that there can't be a Tuition
Investment'Plan,also, but we think the Tuition Insurance Plan
is likely to be a more appropriate one for most parents,
especially because we- think it will be tax free; that is, we
don't think the income generated will be taxable currently. We
are not sure whether there might be a deferred tax charge or
not, but we don't think there will be if the Plan is structured
properly. 4_, .
" 8o, we offer this as an alternative for your serious
consideration. We are going to release our draft of that Plan
today, so it also can get into the public forum for public
debate. ' '
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We are concerned, Senator, and I want to be candid
_ about it, about using the investment as a pool for 1loans. If
we do use the investment as a pool for loans, then either those
vloans are going to havei to be subsidized by the State in
significant amounts, or the rate of return on the investment
pool may not be sufflclent to accumulate .enough money to pay
tultlon and, as a result -the State may have to come in with a
ma]or subsidy. Then there is a value judgment, I think, that
the State has to make, whether it wants to put its. subs1dy into
'thls partlcular Program in 51gn1flcant amounts, thereby
11m1t1ng State funds for the rest of our student aid programs,
’or,whether it would prefer to minimize its risk and subsidy in
this Program in order to better be able to maintain its
commitments to low- and moderate income students. |

‘I guess our view is that we ought to minimize the
State's risk in _subsidy _here, while providing the subsldy
essehtiallyr’through. a tax deferred arrangement, so that State
has the flexibility annually to determine where it wants to put
its additional moneys in the form of student aid.
A ‘ I would be happy’to answer any questions. o

SENATOR FELDMAN: I have a question after listenihg
to—- | . . - : |
CHANCELLOR HOLLANDER: Oh, just one point. I'm sorry,
Senator.v I want to be sure you understand that the proposai we
are making'how is‘essentially a staff'recommendation - It has
been considered by the Student Aid Committee of the Board of
lﬂlgher Educatlon, which, in its draft report, w111 recommend
that ‘there be a plan, though they will not necessarily
recommend this Plan. We have not discussed this proposal with
the Governor's office, so I am here speaking as Chanéellor of
Higher Education, carrying out an initiative that the Board
"asked me to carry out. The Governor, of course, is going to
have to make his own: 1ndependent judgment as to whether or not
thlS proposal is a sensible one and con31stent with hls own
views.
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SENATOR FELDMAN: If the sponsor so desires, and our
Committee concurs, there can be parts of your recommendations
put into the Dalton bill as sort of a, you Know--

'CHANCELLOR HOLLANDER: That is your prerogative.

SENATOR = FELDMAN: Right. It is no 1longer an
assumption .-- from what you have said, and from the charts
before us -- that tuitions will continue to increase. A child

born today, 18 years from today, all set to enter a State
collegé, will have, according to your predictions,va tuition —-
costs of over $15,000 a Yea:.,‘The indépendent colleges—é I am
just throwing this out because it may'be 13, it may be 16} but
there is going to be a significant increase. . |

'~ CHANCELLOR HOLLANDER: It will be higher. 1If you
would like a rule of thumb, it will doublé every seven to eight
years. , ' | ' N
- SENATOR FELDMAN: ~ Independent colleges may be over
$30,000 a year. My question is this: What obligation does
‘this State have -- does the Department of Higher Education have
in trying to control these costs? = We hayé an answer'nowvfrbm
Senator Dalton how we are going to react to the higher costs.
But, what can we do to control these higher costs of tuition
for educating our young people. | ' . ,
' o CHANCELLOR HOLLANDER: Well, I think,there is a lot we
can and should do about contolling the costs. That 1s not an
agenda at this point in time, but it is an issue that I am’
going to share with the Board and discuss with the Board, as I
'presént my agenda for the next five years -- the question of
cdnstraining costs. :  ' v

‘Let me try to be realistic and candid about the

issue. Higher education-- Let me state this as an assumption,
and then tell you why I think it .is so. I believe tuition will
rise in propdrtion to the increases in salaries at our colleges
and universities, for two reasons: One, higher education has,
for three or four centuries -- and I think properly so —- based -
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its delivery system  on people} College faculties teach
“students, and college faculties teach them in reasonable size
classes. Though there are opportunities for substitution of
capital for labor, wherever that has occurred it has,uSually
beeﬁ to increase"the effectiveness of teaching, not to
substitute for the basic educational strategy.

' Now, in other industries, there is a major
substitution of capital for labor, as labor costs go higher.
 So, it is’poseible,,in‘the'autOmobile industry, to raise wages
- every yeat and maintain the cost of a car by increasing
'"productiVity,” ‘which means substitutihgf capital for labor.
| Whereas in higher education, 80%, or 70% of our’budget.is for
»_salaries,>and as the overall level of income and salary rises,
our level of income'and salary rises and the student's share of
that will also rise. ‘ _ ;

So, the ability of any eduCational_inStitution; unless
it changes the way in which education is offered -- and one
fought to look at that; I am not suggesting we not -— the
likelihood is that the labor-saving devices that are available
4in manufacturing, and in high technology, are really not as
available in'ehigherf education and, therefore, tuition and
salary costs are likely to go up parallel. If we ever reach a
point in our society where salaries stabilize -- don't increase
-— then faculty salaries will stabilize, too, and tuition
increases and tuition charges will stabilize. ; |

I don't think that 1is going to happen. The way in
- which our economy is structured tends to drive up prices, even
at only 3% or 4% a2 Year,'whiéh we now call "price stability,“
~but is also a kind of inflation, and we tend to increaSe.
salaries a little faster “than inflation, so real income
increases, and our facuity are_ likely to enjoy the same
benefits as everybody else in society. But, we can't
substitute capitai and, therefore, tuition is likely to follow
the salary increase curve. I think that is a realistic way of
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looking at the issue long term as one plans, while, at the same
time, we do everythlng we can to constraln cost increases and
constrain tuition 1ncreases o

SENATOR FELDMAN: _Thank YOu; ChanCellor.. Senator
- Dalton, Senatorwaing, are there any questions?

SENATOR DALTON: Chancellor, I appreciate the comments
you have made. Just like the Chairman, I don't think the Plan
that I have proposed, called.Investment,'and the Plan you have
proposed, called Insurance, are mutually exclﬁsive plans.

CHANCELLOR HOLLANDER: Yeah, I agree. |

SENATOR DALTON: They are plans that have a lot in
common. - i feel they are probably more alike than they are
different. Why don't we focus on the dlfferences,:so I will
,'understand a little bit better? . |

CHANCELLOR HOLLANDER: Sure; okay.

SENATOR DALTON: Why don't you tell me the chief
differences in the Program? By the way, Michigan has both
plans. = B | : |
CHANCELLOR HOLLANDER: Yes,'they'dOp' I think, in a
very fundamental sense, the differences have to do with the
distribution of risk. That is very clear. The risk in your
Plan is borne, in part, by the institutions, and»let me_expiain
that. In your Plan, we are asking the institutions to project
tuition, to .discount that at the current interest rate, and
then provide a discount of 10% to the parents, and, therefore,
the investment presumably will accumulate at the current rate
of interest to provide 90% of the tuition estlmated by the

1nst1tutlon 15 to 20 years from now. '

Now, the institutions is at ’:iSk in - two ways,

obviously. One, if they‘ underestimate ‘the increases in
tuition, they have to eat the dlfference, that is, they have to
~accept the money that is in the Plan, regardless of what
tuition is. In very large measure, that is beyond their
control; that is, the level of tuition increase is going to be
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impacted _as “much ‘by the economy as anything else and,
‘therefore, "that is ‘a risk that the currentv president of an
institution is going to lay on some president'lo or 15 years
down the line. The risk may be to the institution's iiability
itself- and that could get shlfted back to the State. So, that
'is a serious risk. _ L .

- The other problem there is, if_i were president of an
institutlon, and I was worrying about my successors and my
board I would tend to overestimate tuition increases'because I
wouldn t want to make a mistake on the down side. Now, if'I do -
‘that, I may take myself out of the market for the Program.
Therefore, the ,Program would not be appllcable to that
institution as a practical matter, or there would be pressure
on,the,institutiOnetQ.modify its}estiméte to a more realistic
~one, which means that somebody else would have to control
tuition, and_we would have a price-fixing arrangement of one
kind or another in such an arrangement. I am just not sure we
ought to do that if it is we . who are making that
determination. Then, 10 or 15 years from now, the president of
that institution is'going to say, "The State made us do it. It
‘made us estimate so low. We knew it should have been higher;
therefore, the .State has to bail us out." So, we then would be
.shlftlng the cost to the State again. | o '

The other d1fference has to do with the loan program.
- If you lend out the money at the current rate of interest, then
you are providing the parent with a non—sub51dlzed loan, which
'is available through the Plus Program. If, on the other hand,
you lend the'money out of the investment pool at less than the
eurrent rate of interest, then the amount in the investment
pool will not reach the ‘tuition levels projected by the
vinStitutiphs. So, somebody has to make up that difference, and
- that somebody is either the State-- Well, it has to be the
State if the State is the sponsor of the Plan. ’ ’
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‘Now, those differences can be enormous over time,
That is the problem. You know, it's like an unfunded pension
program.' If you promise a larger amount in pension payments
than you are accumulating currently, 20 years down, or 30vyears
dcwn, that“gap is enormous. So, we do not think it would be
prudent for the State to undertake that level of rlsk 51mp1y
because we are concerned not for the taxpayer, we are
concerned about the impact that those subsidies will have on -
the other tuition aid programs, because the State then is going
to have to make choices as to where it puts its money. If it
has a prior obligation to meet this Program SUbsidy, what
happends to our TAG Program for low-1ncome students; what
happens to our TAG Program for moderate-income students; what
‘happens to our EOF Program; ‘what happens to our other needs for
“higher education? ; |
Therefore, we have tried to come up with a Program
“that minimizes everybody's risks; but doesn't eliminate them
entirely. I guess I thlnk that is a sounder approach Firstb'
of all, it is based on whatever the real tuition is at that
time. ‘SeCOhd,.it does not permit the parent to withdraw the .
interest that his investment provides, which your Program
does. Our proposal would not permit the parent to take those
moneys, with the income, out of State, as yoﬁr“PrOgrmn does.‘
So your Program, in a sense, provides the consumer with those
additional benefits, but at the tax cost, which we think we
would 1like to avoid as much as possible, and with'thé total .
shift of that risk to the State, which I think ,ends up
affectlng the parents as taxpayers. |
8o, we're asking the parents to assume a small part of
the risk. We are asking the parents to assume the risk that if
their children decide not to go to a college in New Jersey, or
not to go to college, that they would get back their principal
and would not get back their income. But, what they would get
in return for that would be the insurance policy, which would
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eay that they have a place to send their children at a tuition
,fhey have already paid, if'they want to take that option.

It s a llttle bit 1like an insurance policy. Ycu share
the risk, but you also gain ‘thev benefit from sharing that
‘risk.  So, that is the major difference. 1 - guess,
’fundamentally,' Senator, the difference realiyb boils dcwn to
whether;you ask the State to put in a big subsidy at some time
in the future, or ask the institutions to assume the risk, or
whether you share the risk among all the jpartles That is
really what the fundamental dlfference is. ‘ _ o

- SENATOR DALTON: Yeah, T suspect so. The insurance
aspects'of your and my proposals are very similar. I mean,‘
what we*are'both.doing is insuring the tuition rate. Okay?
You do it from what you feel is a very conservetive
perspective, I do it from a progectlon perspectlve But the
“bottom line =- the effect on the parent -- 1is that that tultlon
is insured. s R R
o CHANCELLOR HOLLANDER: Yeah. The bottom .lin'e'for the
‘ pareht is that the tuition is insured. That is true. But your
-~P1an does —— 1 be11eve, Senator -- require a State subsidy. |

_ SENATOR EWING: It could be controlled by the 1nterest
earnlngs 'you rake into it. '

" SENATOR DALTON: Yeah. On one: of your optlonal plans,
you called for an up-front premium. S

: CHANCELLOR HOLLANDER : Yea“x'>

SENATOR DALTON: Doesn't the calculation of such a
premium assume projections of future tuition costs?

CHANCELLOR HOLLANDER: The up- front premium_would be
in our Investment Plan, wouldn' t it, John? ‘ ,
ASST. CHANCELLOR JOHN F. BRUGE L:
Yeah. : _ o
| ' CHANCELLOR = HOLLANDER: It's really to  cover
. adminiStrative expenses('and it would be very small. |
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" ASSISTANT CHANCELLOR BRUGEL: It could be that, or it
could be if the investment experience actnally was not keeping
pace with the tuition growth. It would be an opportunity,
then, to cut the down-side risk to the State, and to’pass that
on to the consumer. _ R | : ’

'CHANCELLOR -HOLLANDER: That's in the Plan, isn't it?

ASSISTANT CHANCELLOR BRUGEL: Yeah, See, our Plan is
k1n both options. v ‘ '

CHANCELLOR HOLLANDER: Oh, it's in both options.

ASSISTANT CHANCELLOR BRUGEL: No, it is in the--

. CHANCELLOR HOLLANDER: The Investment Plan option.

'SENATOR DALTON: Doesn't your entlre Program assume
that tultlon will grow at about ‘the same rate as 1nvestments’

_ CHANCELLOR HOLLANDER: No, it is based on~ actuarial
alculatlons '~ which assume alternative differences between

investment growth -- between the rate of return on investment
and the rate of return on tuition. It is so designed as to
provide a zero -- almost a zero risk to the State, with a 3%
spread. | | | |

- SENATOR DALTON' A 3% spread?
CHANCELLOR HOLLANDER Yeah, which we think is a very
ﬁlarge spread. ' ' ,
'SENATOR DALTON: Yeah. How about if we write into the
b111 -- if we limit the rest to 3%?
CHANCELLOR HOLLANDER: Who would bear it? Do you mean
the State would bear the risk beyond 3%? ‘
’ SENATOR DALTON: Well, I mean the college could bear
part of that risk, too. v
CHANCELLOR HOLLANDER: = I think it would make - the
Program unattractlve to the college. I think it 1is 1like an
insurance pol;cy. - 1f everybody should suddenly" die, the
insurance companies would be in deep, deep trouble, but one
does not expect that to happen{ I would say that the chances
of the spread being more thet 3% is a risk that the State could
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take -- a prudent risk that ‘the State could take. The
circumstances under which that would happen would probably be a
hypef—inflation, and in hyper-inflation, thelstate tax revenues

would rise dramatically we well. We don't think that is going
to happen. vaviously,’it is'always a possibility, and the 3%
risk becomes,a risk to the State only after a long period'of
time. : _ _ o o | ,
: ' So I guess I would argue, based on all the data we
 have lookedvat,:that that is not an unreasonable risk to the
State. It is hard for me to foresee where the spread would be
'more then 3%. 'In fact, I would think—- S _ .
SENATOR DALTON: So, if we write it into the bill,

 what makes it less attractive?

CHANCELLOR HOLLANDER .Pardon" o

SENATOR DALTON: I1f we write the 3% cap into the bill,
what makes it less attract1ve°' - ‘ v
| | CHANCELLOR HOLLANDER: ~Well, for an institution to
 take that risk could strike at  the viability-,ofl.thé’
institution.  Therefore, 'I’"suspect some institutions would
say-- Well, if it is a public institution, it doesn't matter,
because the State is going to end up having to'péy for it one
way or another. 'Right? There is no question about that.

In the case of an independent institution, I think
they would be reluctant to take that risk, and I don't blame
them because the president of an independent institution has
“really got;td think about his sucessors in the future, and they
v;are'really depending on the market. I guess I would arque that
'they shouldn't take that risk. o

SENATOR DALTON : Your Program places a 90° minimum on
the'amount of tuition an institution will be reimbursed.
| CHANCELLOR HOLLANDER: That's right.
| SENATOR DALTON: = Okay. Shouldn't there also be a
maximum? L :
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CHANCELLOR HOLLANDER: Yeah. The maximum is 100%.
Our Plan, as we are now talking about it -- we are not sure;
you may have better wisdom -- is that the institution, under
the worst of circumstances, would get back 90%. Under the best
of circumstances, it would get back 100%. 1f ‘the Program
generated surpluses beyond the 100% -- and.that is possible—-
For example, if the spread was zero, this Program could be
‘highly —- could generate significant;amounts of revenues, and
those moneys could benefit the entire higher education'system, :
but probably students more d1rect1y than anyone else
, SENATOR FELDMAN If I may follow up, Dan. You have a
reservation, or you object, as I read it, to the loan provision
in Senator Dalton's bill. With - the Federal government
literally phasing out - student'loan assistance, what does our
Department propose with regard to a State loan program‘> , :
_ CHANCELLOR HOLLANDER: We are looking at whether or
not it is feasible —- it is feasible —- whether or not there is

a market, is a better way of putting it -- for the State to
issue bonds -- taxable bonds, not'tax-free bonds -- and use the

proceeds to make loans to students. If we were to do that, the
advantage to the families would be that the bonds, because they
would carry, in effect, some kind of moral obligation of the
State, would be 1likely to sell at’a»relatively low interest
rate. Thereby,.the loans that would be made to the parents
would be at a more reasonable interest rate than the prevailing
market rate if a parent went into a bank . ’

Now, the reason we have not done that is- because there
is the Plus Loan Program which provides for market rate loans
to parents guaranteed by the Federal government. We are not
sure that at this'particular moment. in time that there is a
need for loan funds beyond that. So, that's one reason we are
hesitating about issuing bonds directly.

Secondly, we have been talking about the possibility
of encouraging lower tuition in the first two years of college,
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thereby making it less necessary for parents to borrow in the
first two years ofVICQllege, but concentrating, if YOU‘ like,
student'indebtedneSS on the last two years of college. Now,
there are two good ‘reasons to do that, and you can probably
th1nk of some more. One, if the Reagan proposal to charge
students interest in college -- while they_are‘still in college
-- 1s adopted, that. interest accumulates in the first two.

"years, resultlng in -a much higher debt to the student when he

or she graduates. That would reduce that cumulatlve impact.
Also, the students who tend to default on loans, are
students who drop out of college in the_flrst two years. They
tend to be high-risk students. As a result, we see our default
‘rate going up, not because students don't want to pay back the
‘money[ but because they can't. Students who get to the third
year of college tend to graduate and, therefore, tend to be
‘able to earn. enough funds to pay their loans back, ‘and do it
| w1th a minimal burden. ‘
s - Therefore, we would conclude that if we could do 1t -
1f we could reduce student dependency on loans . in the flrst two
years of college -- and increase their dependence in the last
_two‘years, we would reduce the overall level of loans, and we
‘would reduce the default rate on loans, which would save the
State money and saVe;the students a lot of unnecessary griefl
bSd, we are looking at that issue as a serious issue.

o And, of course, we are supportlno alternative
‘arrangements to loans One of the problems this generation of
'students faces -- or some 51gn1f1cant numbers of them face --

'is that  the mechanism of loans that was available in my
"generation, in your generation -- the_mechanism of financing
,higher education -- has broken down. In our generations, our
parents were in a position to finance the costs of our higher
education, or tuition was so low that if we had to finance it .
ourselves, we _realistically could. = There was never a
significant~publicly sponsored program'to encourage parents to
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save 'in advance. So, decisions on paying. for -college ‘were
almost always made when the child reached college age. Now,
that was never the case with the wealthy, who were able to use
Clifford Trust and other arrangements to accumulate the coSts
of going to college. But, that was the burden on the
mlddle—lncome student. ' ‘ |

We are in a perlod now where parents really haven't
saved very much, at 1least middle-income parents, for thelr
childrens' college, and;thevchildren are bearing a very high
burden, or the families are bearing a very high burden. They
are mortgaging their properties'to pay for the loans. ,So} whét_,
we think we need to put in place now, is what we are talking
about -- a way of encouraging parents to begin saving when the
child is born, or one year old, or two years old, or five yeéfs
- old. But, we see two other things happening as well'with,this
klnd of a program. We see dgrandparents and aunts and uncles
and others maklng gifts of college education to their
~grandchildren and nephews and nieces, and that is prbbably as
good a gift as some of the gifts that children are getting
now. This would be a way of facilitating that, so that'there
would be minimum risk that that gift would no longer have value
18 dr 20 years down the road. That is very significantf ’
' We think corporations and businesses will begin to
make such a program available as a fringe benefit for
employees, 1f there 1is a systematic way of bringing those
moneys together. This would change the terms of trade, if you
like, on how higher education is financed. We would permit the
accumulation of money in adV'ance to pay for college, rather
than burdening parents at the time the child hits college.
That is why I think these programs are very good.

" SENATOR FELDMAN: Very interesting.
SENATOR DALTON: Through you, Mr. Chairman--
SENATOR FELDMAN: Yes. | |
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| SENATOR DALTON: One of the criticisms of the Program
"1 have introduced is that it places too much of the burden of
risk on the college. '
' CHANCELLOR HOLLANDER: Yeah.
~ SENATOR DALTON: Don't the colleges gain much from the
fact that the Program will create a pool of students to attend
New. Jersey colleges? : -
© CHANCELLOR HOLLANDER: That is not clear at this
~ point.  If the parents—-— _ - . . |
| SENATOR DALTON: Well, if it doesn't, we are wasting a
lot of our time. o N o
CHANCELLOR HOLLANDER: Well, let me put it this way:
The pattern of college attendance,now'is for roughly ——_for the
“pfeponderant majority of the top quarter of the class to go out
‘of State. Okay? There are a lot of reasons forgthat which are
not fully relevant now, though the whole quality issue is
relevant now,‘I guess, in terms of whether we have good enough
‘ihstitutions to attract our own students. That is a question
~of money, which is what we are talking about.

- Second, your Plan would not change the pattern
vneceSsarily, because the parents who would have enough money to.
send their children in state, would also have enough money to
| send their children out of State. Because there is no special
advantage to a college in New Jersey, that is, the parent has
- the same tuition reimbursement-- -

B SENATOR DALTON: A 10% discount.
CHANCELLOR HOLLANDER: Pardon?
'SENATOR DALTON: A 10% discount.
.~ CHANCELLOR HOLLANDER: A 10% discount isn't sufficient
to have—- v Ea _ | :
SENATOR DALTON: The ability to use the loan --
guaranteed tuition. I mean, I-- ' "
' CHANCELLOR HOLLANDER: I don't think they--
| SENATOR DALTON:: For a middle-class family they are
not advantages? o ' ' '
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CHANCELLOR HOLLANDER: No. Let me say why I think
not. I may be wrong and, 'of course, we're'speculating All of
the ev1dence I have seen suggests that for a relevant range of
income -- and I would say that is around the median 1ncome_and
up -- the cost of 901ng to college is not the important
con51derat10n in choos1ng a college. That is, if children get
into an 1Ivy League school, parents will do anything, and
children will do anything to pay for the cost of that higher
education, and a 10% difference isn't going to shift them to an
institution that is their second or third choice.

SENATOR DALTON: Okay. Now, let's—- |

CHANCELLOR HOLLANDER: So, Rutgers and Princeton have
to be the first choice, and the State colleges have to be the
flrst choice. ’ ;
| SENATOR DALTON: Okay, let's rémove Princeton. Okay?
Let's get down to the range where most college students are.
Okay? Most students aren't Princeton. _ » _

| ' CHANCELLOR HOLLANDER: Most students in New Jersey

."are, I would say, in the top range of collegés in New Jersey

and'arodnd the country. They really are. I mean, we are the
State with the fifth highest income, and with high expectations
about college study. So, our students fan out to the best

institutions. » ,

SENATOR DALTON: = But, we're talking about the
middle-class family. Okay’ I mean, if, in fact, a 105
discount and the ability to obtain a 1ow interest loan based

'~upon the principal that you put in— I mean, they seem to me
to be for middle-income families -- at least the ones I have

talked to in this State, and I have talked about this Program
—-- tremendous inducements to the folks I have talked to. o

CHANCELLOR HOLLANDER: Okay. Twenty years—-

SENATOR DALTON: I mean, not only peers, people in my
position who have five-, six-, 'Seven—year—old children, but
other people as well, when I have talked to PTA"groups
throughout the southern part of the State. ' '
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o 'CHANCELLOR HOLLANDER: Well, let's look at it this
way: If it costs $2500 to go to Rutgers a year now -- let's
vassume that is the case'4— we have lots and lots of people who
are eligible to go to‘Rutgérs, who will go to an out-of-state
institution and pay many more times that. Now, if Rutgers
dropped their tuition from'$2500 to $2250, will it change that
arrangement? No. If it does change that arrangement, what
would happen? Thé'Out—offstgte_institutions, feeling the same
"~ pressure, are ‘going to reduce their tuition by 10%. As a
matter of fact, a lot of people in New Jersey are solicited by
. out-of-state institutions, with offers of discounts from the
nominal tuition rate, in order to be able to attract students
who w111 pay the '85% or 90% of the tuition price. _

I gquess I really don't believe that a 10% dlfference
'is’a signlflcant_dlfference. If the option the parent has, and
the child‘has, is to go out of State and get the same amount‘
and pay 10% more-— If they choose an out-of-state institution,
they are likely to go to that out-of- state institution. I am
not argulng it is bad, by the way, from the student's
' perspective,'or,the family's. I am only arguing that there is
ndvparticular advantage to the New Jersey institution by that
arrangement. .v , |
’ SENATOR DALTON: So, you're saying a gquaranteed
tuition rate -- a 10% discount and also a loan would not serve
as an inducement to middle- income famllles7 _

CHANCELLQR‘HOLLANDER. It would not, in a significant
v way; give an advantage to the New Jersey institutions over
competitive institutions in other states. If I were developing
- a strategy for Rutgers -- and I think Ed Bloustein is thinking
in these terms, too-- What is more important, Senator, to
attract students to ‘Rutgers, is 1mprov1ng the perceptlon of
quality, the amenities on campus. .

| 'SENATOR DALTON: No question; no question.
, CHANCELLOR HOLLANDER: Yeah, so if I had 10% to

invest, that is where I would put it. '
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SENATOR DALTON: Given that fact -- okay?-- I mean,
if, in fact, we are talking about quality institutions -- and I
think New Jersey has quality 1nst1tut1ons——

- CHANCELLOR HOLLANDER I agree.

SENATOR DALTON : ‘Obviously, you do, too

CHANCELLOR HOLLANDER: Oh, sure I do.

 SENATOR DALTON: Let's move out of that issue. If we

are talking about-inducemeuts; your Program produces less of an
inducement,than the one 1 have proposed. v , |

CHANCELLOR HOLLANDER: Well, 1let me tell you why I
think it doesn't. If the_parent, say, chooses -—- let's pick
Rutgers ‘as the bellwether institution - ~and enrolls in a -
program for Rutgers, and 20 years from now Rutgers is going to
be seen as superb as it is now, the parent has an option —— or
the child has an option 20 years from now —~- go to Rutgers free
- because I got that voucher, I pa1d for my tuition already -
or go to an out-of-state institution and get back my principal
~and have to come up with the rest bf the money to go to that -
out-of-state institution, clearly the difference will be more
than 10%. The difference is going to be 200% at that point in
time. So, that PrOgram—— ~If you are looking at. relative
choices, that Program would give a better ch01ce for a New
Jersey institution. ‘ v

It also means we have the respons1b111ty, when that
chlld goes to college, to make Rutgers -- the perception of
Rutgers equal to the reality of Rutgers That also applies to‘
our State colleges ‘ '

- SENATOR DALTON" I am not arguing perceptlon,_I am not

argUing quality. What I am arguing--

CHANCELLOR HOLLANDER_ - Okay, 1let's argue financial--
Let's argue money . ‘v_

- SENATOR DALTON Yeah, let's argue money. _

CHANCELLOR HOLLANDER: That student will have the
choice of going to Rutgers free -— from the student's

29



~ perspective, because the tuition has been paid for -- okay? -—-
or getting the pr1nc1pal back, or going to another institution
in New Jersey. ' o |
| ' SENATOR DALTON Yeah, and so does our Program.
CHANCELLOR HOLLANDER: Pardon?
'SENATOR DALTON: . That is the difference between that
and what we propose’ A _ ’ :
CHANCELLOR HOLLANDER vYou_are_proposing that 1if the
student goes out of State, the student gets back whatever is in:
_the fund. o . | | |
SENATOR DALTON:' First of all, we don't say that in
our bill. Okay? | o -
 CHANCELLOR HOLLANDER: In other words, the student——
SENATOR DALTON: We basically say, and we left it
breed, because obviously we want to have the ability to work on
it-- We leave_it open that the principal, and perhaps some
interest, should go back to the. parent, but we don't lock
ourselves‘in to saying that.ali of the interest goes back to
the parent, obviously. S -
| CHANCELLOR HOLLANDER: Well, then, from the-- The
kprinciple is simply this: As you increase the difference
between the cest at a New'Jersey institution and the cost of
some alternative out of State, you give the jNew: Jersey
1nst1tut10n the benefit. To the extent to which the two are
~very similar, then there 1is no particular'benefit'to the New
Jersey institutlon '
SENATOR DALTON: Well, I am going to have to read the
transcrlpt because I still don't understand
- CHANCELLOR HOLLANDER: Okay. : , ,
SENATOR DALTON: I'll pass to Senator Ewing, if he has
any questlons o
SENATOR FELDMAN: Senator Ewing?
SENATOR EWING: Not really on the bill, but what plans
do you have in the budget to make up this $30 million cut’ Is
: that belng taken into cons1derat10n in the budget? '
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CHANCELLOR HOLLANDER: Well, I think Congress is going
“to make it ‘up, Senator. L | , ‘
' SENATOR EWING: On the Assurance Plan, do you have an

insurance company that is going to do it, or would we handle it

all ourselves with the help of an actuary? .
o CHANCELLOR HOLLANDER: We would do it with the help—-
We are proposing we do it with the help of an actuary, and we
are proposing that the initial reserves’ for the funds be
established on a loan from  the Higher':Education Assistance
Corporation. : S o o '
| SENATOR EWING: In the amount of what? o

CHANCELLOR HOLLANDER: About a million dollars.

SENATOR EWING: Is that all?

CHANCELLOR HOLLANDER: Yeah, as reserves. , _

SENATOR EWING: Then there would be a different
premium paid by the family»which took it out for a one-year-old
'child} took it out for a six-year-old, and took it out for a
‘12-year-o0ld child? S -

CHANCELLOR HOLLANDER: No. Each parent would pay the
cﬁrrent tuition.vahey would pay the‘current tuition, and when
they paid-- : o | ' '

'SENATOR EWING: And, the premium?

CHANCELLOR HOLLANDER: That would be their investment,
or premium, if ydu‘like. " They would pay the current tuition.
Let's assume they choose Rutgérs. ~ No, let's take Jersey City
State College. They choosevJersey City State College as the
instituion they want to go to. They would pay the current
tuition at Jersey City State College. | |

SENATOR EWING: For four years? :

CHANCELLOR HOLLANDER: For one year, two years, three
years, or four years. Under our Plan, they can buy credits.
Theybcan Inur‘30 credits, 15 credits, 40 credits. It is a
variable amount. But they pay the current tuition. Whatever
they buy in terms of current tuition"at Jersey City State

- 31



'College would be what they wculd pay when the child went to
that college. . :
‘Now, if a child decided not to go to that college, but
to go to Rutgers, he would pay the difference between the
tuition of Jersey City and Rutgers. If he,dec1ded to go to-
Pfinceton,'he would pay the difference between the tuition at
Jersey CltY and Pr1nceton o |

| SENATOR DALTON: . Under whose Program is that?

CHANCELLOR HOLLANDER: Under our proposal.

SENATOR DALTON: Under ours, too.

CHANCELLOR HOLLANDER: Yeah.

- SENATOR DALTON: Okay. |
CHANCELLOR HOLLANDER: They don't differ in that
 respect. - o - ' :
 SENATOR DALTON: Okay. |
SENATOR EWING: And, that would be just the tuition?
What about books and things like that?
CHANCELLOR HOLLANDER: Well-- 7
SENATOR EWING: And all the extras? I mean, because,
"you know, the bill-- College is not just the tuition. -
| CHANCELLOR HOLLANDER: We would limit it to tuition,
‘ because we would be concerned that under the Tax Reform Act,
 the payment for anything other than tuition might be considered
payment for living costs ' and, therefore, would change the
_perceptlon of whether the Plan should be taxed or not.
SENATOR EWING: Well, have you gotten a ruling, or--
 CHANCELLOR HOLLANDER: No, no, no, no, no. We are.
going to have to get a ruling on ény of this to make it work,
but we are just getting advice on how to structure it, based on
what it is they may say. | . ‘ ,

SENATOR EWING: Yeah, but you could be asking for
different rulings as you went along. Has any effbttvbeen made
to get any rulings on what you are thinking about, or the other
Plan? '

A P
AT S

32




CHANCELLOR ~HOLLANDER: No. Further, the Internal
Revenue Service has said they will not rule on any of these
plans until they are put into place. That is the‘position they

' ,have taken.

SENATOR EWING: What does Michigan do? |
| CHANCELLOR HOLLANDER: Michigan is waiting for a
rullng, they are waiting for a ruling. | _
SENATOR EWING, How long have they been in operat10n’
‘ - CHANCELLOR HOLLANDER. : They just = passed the
legislation this year. I don't think they are inboperation Yet
SENATOR FELDMAN: What if they don't get the ruling?
Is that a possibility?. _ :
CHANCELLOR HOLLANDER: Oh, no. The Internal Revenue
Service will give them a ruling one way or the other. ‘

- SENATOR FELDMAN: I mean an affirmative -- a positive
ruling. o '
 SENATOR DALTON: That's not true.

CHANCELLOR HOLLANDER: No?
SENATOR DALTON The IRS doesn t feel obllgated just
to g1ve a rullng w111y-n111y ,
CHANCELLOR HOLLANDER: Oh, no; oh, no, no, but I'm
sure they would : | -
SENATOR DALTON: I mean, the ruling you are taiking
“about is not one that is neceSsarily imminent. The ruling you
are'talking about may be four or five years away. o
‘ CHANCELLOR HOLLANDER: It's possible. Yeah, you're
‘right. I think they'll give a ruling, but you're right; they
are not guaranteed to give a ruling. ' :
' SENATOR EWING: Some families could be caught on it.
If you go into it now and you wait four or five years for the
-‘rullng, ‘they may suddenly say, "Oh, you have to pay a tax on
that." . : ’ ;
SENATOR DALTON: See, that is why the marriage-- The
melding of what you propose and what I propose is the best of
both worlds. -
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» CHANCELLOR HOLLANDER: Oh, I'm sure of it, if we can
‘do that. o i |
' SENATOR DALTON: Would you have any objections to
kthat Chancellor’ , v ’ o , v
CHANCELLOR HOLLANDER Of the melding of the proposals?
~ SENATOR DALTON: Yeah. I mean, that is what Michigan
CHANCELLOR HOLLANDER: 1In fact, I would suggest that
maybe we should offer two plans; the one that is an Investment
Plan, and the other that is an Assurance Plan.
| SENATOR DALTON: I agree. | o
o CHANCELLOR HOLLANDER: I do think, though, and here is
where-- I don't know whether we will differ or not. I reaily
think we ought not do what we have done in pensions; that is,
allow the build-up of an unfunded cost. Ifambreally concerned
about that. : : | o
SENATOR EWING: To what extent are the pensions
unfunded in the State of New Jersey? ’ - -
. CHANCELLOR HOLLANDER: Not necessarily in the State of
, Ne& Jersey, but let's talk about corporatidns and businesses. |
'SENATOR EWING: Well, no, we're talking about the
State operation. : _ ' ' |
| ' CHANCELLOR HOLLANDER: I am not that familiar with the
plan. I .am fam111ar w1th corporate plans. | ’
SENATOR EWING: Well, we are one of the best funded--
_ CHANCELLOR HOLLANDER: Yeah, I dl,dn t _mean to :
criticize our Pension Plan. I am just—- |
| SENATOR EWING:V,Then don't bring up, you know?- Make
it clear. - : | B
. CHANCELLOR HOLLANDER: Jack, I am using the analogy--
SENATOR EWING: Why not use New York Clty then, or
somethlng, and their lousy plans?
- CHANCELLOR HOLLANDER. Okay. | We'll “talk about New
York City. In an unfunded pension plan, when you change the
current rate of the pension and'yOU'dbn‘t contribute—- |
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SENATOR EWING: That's right.

CHANCELLOR HOLLANDER: --the difference is very, very
high. I am just arguing  that the State cannot afford to take
_the risk of an enormous gap. ‘ ' ' :

~ SENATOR EWING: Oh, no, I don't think we should. I
don t th1nk the Leglslature would—- _

CHANCELLOR HOLLANDER: The reason T am concerned about
it is because ultimately higher education will pay for it one
~way or the other. , v . ‘

'SENATOR EWING: You mean the taxpayers?

CHANCELLOR HOLLANDER: The taxpayers will, but it's
got to come out of some other program, and it is just as likely
to come out of a Higher‘ Educationb program as eny_ other

program. So, I don'te think it is in our interest -- Higher

‘Education's interest -- to burden the State in advance for a
particular program: and reduce its optlons to use the money as
it sees approprlate at that point in time. ,

SENATOR FELDMAN: As I understand it, Jack, the
Mlchlgan plan does not take effect until the IRS comes out with
its rullng - Am chorrect’ We must move now. You know, that
could betthree years, four years from now; it could be-- B

CHANCELLOR HOLLANDER: I don't know the answer to
that. I do know they just passed it.

SENATOR DALTON: Should we wa1t7 Should we wait,

Chancellor’ ‘
CHANCELLOR HOLLANDER: Well, I think we-- Let me say
I think we ought to do -- I'm thinking out loud now -- but I

think we ought to do two things. 'One, we ought ”to_pass the
enabling legislation to find the Program sovWe'cah apply:fof a
ruling. Two, I do think we have to do a market study of any
plan that we propose, before we implement it, to determine
-vmether or not, under whatever proposal we propose, there are
parents out there who want to take advantage of it. We have
not done a market survey, because we" have. just defined the
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Program - We are g01ng to do a market survey to make sure it
meets the needs of the people of the State.

' SENATOR EWING: It's too bad the insurance companies
‘haven't done this -- Universal Life, because Universal Life is
tremendous. It is a better vehicle than what either one of You

 is talking about.

SENATOR DALTON: No way; no way . _
: CHANCELLOR HOLLANDER There are investment plans that
‘are - being prbposed by commercial 1nterests, and they are
available. | - | | |

SENATOR EWING: Universal Life, in particular.

SENATOR DALTON: I'll tell you, he sounds like an
'1nsurance agent, or something. ' ’ o .

SENATOR FELDMAN: Well, he is; he is. |

SENATOR, DALTQN. I sell it, too, but with mine you
guaréntee a tuition :ateﬁ you have a 10% discount; you have the

ability'to‘gét_a loan off the 50% of principal. I mean, that .
is better than any life insurance salesman can give me, and I
don't have my life license. _ R o

-~ SENATOR EWING: Yeah, but this way, with Universal

Life, if the kid doesn't go to college, you get all that
‘interest back. You can borrow against it without paying
interest after about five or six years. ' ‘

SENATOR DALTON: Well, from that perspective, you're
 right. ' |
' SENATOR EWING: Yeah. |
 SENATOR DALTON: That's an option.

CHANCELLOR HOLLANDER: - Any parent today can buy any
number of tax-free municipal funds and accumulate funds to pay
for his child's education. It can be done.

SENATOR DALTON: See, that is the problem I have——
v CHANCELLOR HOLLANDER: = Let me just finish. What is
the advantége of this over that? Three things possibly:
First, there is no assurance to the parent that the moneys are
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going to be sufficient to pay for the tuition, so the parent
takes a risk with respect to the differences in rate of
return. Two, the stability of the Progfam is a minor risk, but
it is a risk. I mean, when you invest for the next five or ten |
years, you feel comfortable in what you invest in. When you
are investing for 25, 30, or 35 years, you want to be sure that
the money is going to be there when theichild reaches the age.
A state-sponsored program can provide a little better assurance
of that than other pfograms. Third, in the sense that there is
no fear'of’itbgoing'out of business. That is what,i am:talking
about.‘ | o ‘ _
| SENATOR DALTON: Well, I haven't seen a whole lot of
insurance companies go out of business. | o .

CHANCELLOR HOLLANDER: I am not suggesting that; I am
just telling ybu what the differences are, that's all. . v

 SENATOR EWING: Other companies are going out of

business. | , o _
SENATOR DALTON: I mean, really--
CHANCELLOR HOLLANDER: Wait, wait, wait, wait. You
asked me what the differences are, and I am telling you what
the differences are. o | | ' | |

SENATOR DALTON: Well, that's not a difference.

CHANCELLOR  HOLLANDER: Okay. Well, there are -
insurance companies that go out of business.

SENATOR DALTON: Life insurance companies.

CHANCELLOR HOLLANDER: Which is the one that we just
had a major—— : -

SENATOR EWING: Ambassador.

SENATOR DALTON: Ambassador is property/casualty.

'CHANCELLOR HOLLANDER: Another reason —-- and I think
it is probably as much psychological as real, though it is real
in part -- is that when you define a systematic Program 1like
this, and publicize it, and‘ identify it, and provide the
guarantee of paying tuition, people will participate in it,
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companies will ‘participate in it, whereas “they will not
otherwise begin to think in these terms. We really think we
‘need to do an education job on rmrents, to persuade them to
save in advance’ for the1r ch11dren When you set up a
‘mechanism to do that, it is a lot easier to accomplish.

' SENATOR DALTON: But, why would, for instance, your
'Program be  more attractlve’ than the one I have' here? = The
problem I have with yours is that you don't make it attractive
enough. ‘ ‘ | _

vCHANCELLOR "HOLLANDER: Yeah, 'you‘ can say that, and
~that is so. The reason it is so is because we are presenting
our Program as essentially an insurance program, and not an
investment program; that is, we are arguing that investment
, programs are,generally'available;‘and what the parentoneeds and
cannot"otherwise get in_ our society is a guarantee of the

'-tultlon payment.

But, the difference is, fundamentally again, between
‘our two Programs, Senator, is the subsidy that we think is
necessary in your Program, and which we are concerned about
because 1t reduces the option of government then to make
ch01ces about how it wants to spend 1ts money. ‘
SENATOR DALTON: I think we can work that out within
our Program Idon't thlnk that is going to be a problem
) CHANCELLOR HOLLANDER: Well, then, our ‘programs will
'be'identlcal because once we spread the risk, yours becomes a
little 1less attractlve to parents, and more attractive to
institutions in the State. | | | o
‘ SENATOR DALTON: I have a commitment - a baSic

principle that mine is always going to be-— I want - that
attractiveness. I don't want to just-- You Kknow, you're

talklng about for the sake of State sub51dy, eliminating some
‘attractlveness ‘
CHANCELLOR HOLLANDER That's right.
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~ SENATOR DALTON: What I'm saying is, if you want
middle-income people to invest in this Program, you arekgoing.
to have to maintain a modicum of attractiveness. I mean, the
:greatest increases we are seeihg in college these days are notv
tuition. They are the ancillary services that we allow people
" to borrow for. They are the greatest increases we are seeing.‘
And,‘you know, talking about a room, or talking about books-—-
CHANCELLOR HOLLANDER: Room and board, yeah. They
tend to be affected more by the free market than tuition.
| SENATOR DALTON: Yeah. _ _
SENATOR EWING: Chancellor, what would be the cost to
the State if the 1nterest was glvenkback to those who went into
the Assurance Plan? . A | S
CHANCELLOR HOLLANDER It would be the difference
between the interest you charge—- |
SENATOR EWING: Well, what d1d the actuary tell you?
CHANCELLOR HOLLANDER: wWell, it~ depends how ,much.
1nterest you charge.. o ]
SENATOR EWING: You' ve had an actuary worklng on thlS
CHANCELLOR HOLLANDER: Again, if the spread——-- o :
SENATOR EWING: Fine. In dollars-- You must have
some’geﬁeral figﬁres —- parameters —-— you went through. |
CHANCELLOR HOLLANDER: Our actuary worked on our
proposal, not on that proposal. It depends on what you lend
the money at. It depends on-- v :
SENATOR EWING: Well, didn't he give you any
examples? How much did you pay this guy? o | |
CHANCELLOR HOLLANDER: Wait a minute. Are you asking .
me to give-- | | | o
SENATOR EWING: I want to ask something. Who was the
actuary you got? ' . _
ASSISTANT CHANCELLOR BRUGEL: Do you want me to answer
that? o | o
CHANCELLOR HOLLANDER: Yeah, go ahead, John. See, he
answers the hard questions. I only answer the easy ones.
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SENATOR EWING: Well, I hope you approve the bill.
ASSISTANT CHANCELLOR BRUGEL: We did not use an
ﬂexternal consultant for that. We used our own staff.

CHANCELLOR HOLLANDER: We had it checked by an actuafy.

SENATOR EWING: Who is your actuary’

ASSISTANT CHANCELLOR BRUGEL: Buck Consultants. We
worked through. the Department of the Treasury and used Buck

‘Consultants. They then looked at our actuarial model -- the
model we used for a modeling. But we did not use Senator
Dalton's bill, so we really can't respond to your question.

‘ | SENATOR EWING " When you used Buck-- They do the

*State s work. Don't they do the actuarial work for the State?
SENATOR DALTON: They didn't study our bill, o
SENATOR EWING: Did they charge you a separate fee
then? How much dld they charge you? o .
| '~ ASSISTANT CHANCELLOR BRUGEL: I think we have a
contract that would provide for wup to $8000 worth of
consultlng, and we have not used all of that yet. ' '
SENATOR . EWING: I was just wonderlng what it would
cost in your Plan -- the Insurance Plan -- if -the student
- decided not to go to cbilege, or the student decided to go out
"of Staté, and the parent could get the money back with the
interest. I think it would be very interesting to try that,
because maybe that would have to be subsidized by the State to
make the Plan more attractive from that'point of view. I think
it is very unfair to take people and ask them to invest -- it
is going to be a sacrifice for them now, even though it will be
-less than years from now -- and say, “Oh, you're not going to
B get anythlng back." ‘ . o
I CHANCELLOR HOLLANDER: The answer is simple. We just
have to calculate it. It would be the cost of the interest.
- SENATOR EWING: Fine, but they-- |
. CHANCELLOR HOLLANDER: Wait a minute, Jack. Hold it,
ilet me‘finish.' |
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- SENATOR EWING: No, I was talking first. The
Universal Life planfé',TheY"figure'it out, and then they will
change the interest each year. It can be projected out. They
can do that, and come up with some plan. ' '

CHANCELLOR HOLLANDER: We will give you a projection,
but understand that when you permit the parent to withdraw the
interest, you are likely then to change the taxability of the
- whole Program. _ _ ”
 SENATOR EWING: Fine, but you don't know yet what the
hell is going to héppen with the IRS anyway —4‘period., So, why
vbring that up? ‘ - - -
| ' CHANCELLOR HOLLANDER: Because we can make reasonable
assumptions based on past tradition, practices, the current
Internal Revenue-- We can anticipate what is likely to be
their decision. I mean, that is easy to do. o

SENATOR EWING: I would be very interested to find
that out then. _ ‘ ' ' '
SENATOR DALTON: Jack, may I pick up on that point you
were making? . o : .
~ SENATOR EWING: Yes.

SENATOR DALTON: I am a parent. |
CHANCELLOR HOLLANDER: I am beginning to feel like a
‘witness. | SR

' SENATOR EWING: You are.

SENATOR DALTON: I am a parent, and right now I have a
Universal Life program for my kids. I do. '

 SENATOR EWING: Yeah, I know. ;

SENATOR DALTON: Okay. What I would get-— If the two
'children'I am saving.for don't.go to school, decide not to for.

‘one reason or another —- college -- then I still receive the
interest accrued -- principal and interest accrued from that
program, ' ' ' L

'CHANCELLOR HOLLANDER: Sure.
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SENATOR DALTON: Okay? 1If I invest in your Program ——

1 okay? -= and my" daughter decides not to go to college, I just

get the pr1n01pa1 back.

. CHANCELLOR HOLLANDER: ~You are investing less in my
Program than. you would in the Universal Life policy, because

you are .paying a premium for your life insurance -- your term
insurance. ~You've .got two policies. You've got a term
insurance policy and you've got an investment. If we charge

the pafents ‘not 100% of tuition, as we didn't charge the
patents current tuition, but 120% of the current tuition, or
130% of the current tuition, yeah, we could do the same th1ng

‘See, you're paying a premium--—

| SENATOR DALTON: The whole thing is, I.don‘t know-- I

“am trying to think of why I would take my money out of that

- UniversallLife program -—- that savings program —-- to go into

yours. That is what I am trying to determine.
| _ CHANCELLOR HOLLANDER: Well, once you're in it, I'm
sure you won't. | o
SENATQR DALTON: Becauee,"if my dauchter decides not
to go to school -- to college -- okay? —— then all you're
giving me is the principal. ’
CHANCELLOR HOLLANDER: Yeah.
SENATOR DALTON: In Universal Life, I am getting the

:prlnc1pa1 and the 1nterest ‘back.

- SENATOR EWING: And you don t  pay the tax on the
interest unt11 you take it out. '
SENATOR DALTON : That S rlght : :
CHANCELLOR HOLLANDER:  But, let's examine these
differences. You know, we're making all kinds of assumptions
about 'numbers; and it's hard to do when you are comparlng
different approaches. '
SENATOR DALTON: Okay. | _
'CHANCELLOR - HOLLANDER:  But, remember, in your Plan,

you are asking the institution to project tuition. Then you
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are discounting that projection at the current rate of
interest. That may end up costing twice as much as the
proposal in our Plan, especially 1if that estimate of future
tultlon is very high. ' ‘ _ ' '

SENATOR DALTON: Your actuary said that?

CHANCELLOR HOLLANDER: No. I Jjust preceded all of
this by éaying that we are looking at two different approaches,

and it is very hard to-- It depends entirely-- It really
depends entirely upon what that projection is. If an
1nst1tut10n progects a 10% 1ncrease in tuition-- With‘me?-'

SENATOR DALTON: Yeah. _ ‘ _

CHANCELLOR HOLﬁANDER;’ If an institution projects a
10% increase in tuition, and the current market rate is 7%,
they have to put in more than today's tuition to reach that -
| level, even 90%. So, we've got a Plan that says, "Here is what
you have to pay in now, and here is the risk you assume."
- You've got a Plan that says, "We are going to determine what
lyou have to pay in now to reach a predetermined amount." And
that will be higher than ours if the rate of tuition increase
is higher’than the current investment rate. It will be lower
than ours 1if the rate of tuition 1ncrease prOJected is less
than the return on investment.

SENATOR FELDMAN: If I may, this is--

CHANCELLOR HOLLANDER: So, what you are buying from us

—— okay? -- let me put it down to a bottom line -- is iikely to
be -- again, we are dealing with conjecture -- is llkely to be
a lower current outlay, Senator -- a lower current outlay for'
‘that insurance than under any other proposal. _

SENATOR FELDMAN: May I suggest -- because this is
conjecture now -- that there be a fiscal analysis on both
_plans, on Senator Dalton s Plan, your Department'’ s Plan -- a

thorough fiscal analysis by your Department,‘or whatever, and
get it in to us as soon as possible. Then we would have these
figures in black and white, and will be able to look at it from
a fiscal p01nt of v1ew |
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CHANCELLOR HOLLANDER: Yes, but in every case we are
901ng to have to make assumptions about all these variables.
i SENATOR FELDMAN CAll rlght but--

CHANCELLOR HOLLANDER. But, we can do_that. We can
assume thatviS‘the.most,likely circumstance,‘andvthen compare
‘all of the plans. We can do that, sure. - |

'SENATOR FELDMAN: For both plans?

CHANCELLOR HOLLANDER: Oh, sure. ; -

_ SENATOR = DALTON: See, I think you are absolutely
right, Matty. I don't think these programs are mutually
exclusive. As a matter_of fact, I think they go hand in hand.
Obviously, the Legislature and the Governor in Michigan felt
the same way, because their program is a combination of both
ocomponents | o : . | ‘ : -
CHANCELLOR HOLLANDER Senator, I just have to make it
clear that you - are absolutely right., ~ We are proposing two
proposals -—- an»Investment Plan, which is almost identical to
yours, except it doesn't start with a projection of tuition,
and an Assurance Plan, which is the alternative. We are
prop051ng that both be considered, not just one.

SENATOR EWING: I have a question.

SENATOR FELDMAN: Yes, Senator Ewing.

‘SENATOR EWING: On our loan default, you know--

CHANCELLOR HOLLANDER: Yeah” v .

"SENATOR EWING: The State is vety, very low on it in
New Jersey; I mean, what we would-- : N

| CHANCELLOR HOLLANDER : tYea'h. Our loan default rate, I
think, is 4.8%. The trigger is 5%. - t
' SENATOR EWING: If either one of these Programs, or a
combination were put in, would it free up other money in the
way of grants and things? | - | ” -

. CHANCELLOR HOLLANDER: Well, 1let me play out the
scenario. To the extent that some people participate in this
‘Plan who, 10 or 15 or 20'yéars from now, might suffer a loss of
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income and, therefore, require TAG awards to the extent that
_thls Program is avallable, they won't need those awards. To
the extent that this Program is available, they may not have to
borrow, and to the extent that those persons are not as good a
credit risk as others, the default rate will be affected
favorably ' ' o R
| 'SENATOR EWING: Well, should we think of something,
and actually put it in, that if there is a substantial decrease
in grants because of programs of this nature, and also a
substantial decrease in default, that part of that meney»eould
go toward funding this Plan to gradually lower what the people
have to put in. It seems the more money invested-- If the
State put $20 million into a fund right now, it would:cettaihly'
help to lower what the people would have to pay. | :
CHANCELLOR HOLLANDER: I think that 1is a fair
statement, although it is hard to calculate. o
| SENATOR EWING: Oh, yeah, but I mean to say if--
CHANCELLOR HOLLANDER: = Yeah. Any program that
provides -- that eases the circumstance of parents in providing
for their child's education, will help the parents, will help
the children, will help the colleges, and will very likely help
the State, becauseA it will reduce thelr dependence on ‘State
vsub51dy when they go to college ’
- SENATOR EWING: I think that ought to be looked at,
too, to see if something possibly could be ‘worked out.
CHANCELLOR HOLLANDER: OKkay. '
| SENATOR FELDMAN: Thank you, Chancellor.
'CHANCELLOR HOLLANDER: Thank you for being so patient.
SENATOR FELDMAN: And to you, John Brugel, thank you
very much. We will now move on to our next witness, Darryi
Greer, - the New Jersey State College Governing Boards
Association. . ' '
Chéncellor,‘you are to be interviewed.
CHANCELLOR HOLLANDER: Pardon?
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p SENATOR‘FELDMAN: The press wants you. Good morning,
Darryl. o vk'vp' - | S
"DARRYL G. G R E E R: Good morning, Mr. Chairman.
Thank you very much for the opportunlty to appear before th1s
aaugustpbody‘ First, I should say the Chancellor is a hard act
to follow. Many of the things the Chancellor went into detail
on, I will not take up the Committee's time on. I haven't had
a chance to review the Chancellor's Plan, though I have looked'
at the Senator's bill and am prepared to comment on that.
I agree with many of the things that the Chancellor

, 1nd1cated before the Committee. I have for you-- I have given
B Dr;‘Schort a one-page statement which summarizes the position
" of the State College Governing Boards, which represents the
" nine State colleges in New Jersey. |

' I had the privilege of talking brlefly to Senator
Dalton*before today, so let me just make a couple of commehts
that I hope support some of the thlngs that the Committee may
have already dlscovered -

_ Fltst, the Association does support -- very much --
the approach that Senator Dalton 1is outlining, prinoipally

' because it -- by his own admission -- 1is an innovative
~ approach. The purpose of this hearing is to acquire some

testimonyv_information so that the Senator and the Committee
might refine it. The main reason thaththe Association supports
the bill is because it provides one method -- one alternative
" —— to helping families plan and pay for college. As the
- Chancellor pointed out, with escalating costs and perhaps
‘declining Federal;support, this approach does need to be looked
at. , o
I have indicated some of the‘strengths of the bill. I
think there are also some concerns, which I won't go into to
any great detail. I think the Chancellor has already touched
on that, related to who shares in the risk -- the family, the
.pinstitutlon, and the State. I thlnk, also, YOu-have hit upon
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" with the Chancellor the uncertainty about tax deductibility.
wh1ch may provide an 1ncent1ve or a disincentive to prospective
kpart1c1pants in the Plan. '

I th1nk I would be remiss if I didn't echo some of the
Chancellor's sentiments that even though the bill -- and I
think the sponsor .has already recognized this -- even though
the bill, if enacted, can prdvide an important supplement to
families and'bstudents' in New ,Je:Sey; it probably cannot
supplant the basic State and Federal student aid'progréms that
~.we have. I think the best support that this Committee and the
'Legislature can provide to citizens in New Jersey 'is continuing
strong support, as you have, of ’thé; current basic student
financial aid programs. . | a

One thing I would llke to do, with the sponsor's
permission-- I have not consulted fully with his staff, but we
really want to make a pledge to assist the Committee, the
sponsor and the cosponsors, and the Chancellor in taking a hard
look at the Plan and how it might be revised or merged, as
questions come up and additidnal'study is done. We don't haVe
any magic answers, but we want to be supportlve of the process'
to move this legislation along and study the issues.

, _ One thing I would offer, in addition to the exceilentr,
staff and resources that the Chancellor has, and that the State

colleges have, I think there are some national actors who John
'Brugel and the Chancellor are quite aware of, who they, too,
can call on, and who I think my office can call on, who we have
all worked with, who have studied these proposals, not only in
‘Michigan, but at other institutions, SUCh as Dartmouth

Duquesne, or some of the other colleges that have made some
'attempts in this direction. _

So, we look forward to supportlng the sponsor and the
Committee in trying to uncover what remedies the bill may or
may not need to move along in the legislative process. One
‘thing I might point out, Mr. Chairman, is, in addition to my
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one-page Stétement' on behalf of the Association, ‘just to
~1illustrate how on target the sponsor and the Committee and the
Chancellor are on this issue-— In the ourrent issue of "The
Chronicle of Higher Education,f there are two very brief
articles I have supplied fo'you, one on the Michigan pian'and
one on a brand—new proposal from the Governor of Missouri,
Governor Ashcroft, who has been very active in the higher:
~education reform ‘movement natlonally He has offered a tuition
savings plan that is interesting, which you may or may not want
to look at,_butvI prov1ded it for your information. Under this
~plan, a student or parents oOuld save for college tuition, and

the Missouri taXes:wQuld_be'deferred. The famlly would not pay :

taxes, and the student couldvuse it, in effect, as a voucher to
go to any college in the country,'not~just in Missouri.’ ,
| Again, I applaud the Senator's efforts, and the
Committee's hearing of this'iSSue We pledge our support to
work with you in. helplng to seek the proper tools to put the
'leglslatlon together
Thank you.
_ SENATOR FELDMAN : Thahk you, Darryl. You‘know some
.1mportant pieces of leglslatlon take two or three years to
really get on the Governor's desk. However, I am determined
 that this bill is going to be expedited. With everyone's
cooperatlon, I want this signed into law by the fall of this
year. We want to send a signal out to the people of this
State, as well. as tovthe nation, that New Jersey is taking
'enother big step forward to help higher education, as well as
the middle-class community'of our State.
Are there any questlons for Darryl Greer?
, SENATOR DALTON: No, 1 just apprec1ate his offer, and
we are 901ng to take h1m up on 1t ‘
MR. GREER: Like you, Senator, I have a six-year-old
_at7home, We are in Burlington County, and I, perhaps, have
benefited from too much higher education. But, he needs a
chance, too, and we look forward to assisting you on this.
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SENATOR EWING: Do you want to buy from Universal Life?

MR. GREER: How about--' Is a lunch involved in this?

SENATOR EWING: I'1l give you my card. -

MR. GREER: Okay, that's a good deal.

SENATOR EWING: 1I'll give you his card.

MR. GREER: That's a good deal. Thank you. , :
 SENATOR FELDMAN: Robert Janiszewski, Association of

‘Independent Colleges and Universities. . Good morning, Bob.

ROBERT C. JANI S ZEWSKI: M. Chairman and
members of the Committee, first let me thank you for the
opportunity to appear here before you today on behalf of the

‘fAssociation and our colleges and universities. You will note’
from the submitted testimony that-- I think on page 1 I

broached the basic issue which this bill is aimed at.  As a
matter of fact, it is the same issue that the Tuition Aid Grant
Program in New Jersey 1is aimed at. It is the same issue that

- the proposed loan component to the Program in the Senator's
bill is aimed at. That all has to do with the affordability of

college. ; . o
Needless to say, like the Chancellor, like the
Senatoi,'like the State colleges and Rutgers University, the
independent colleges have an abiding concern with regard to the

‘issue of affordability of a college education. Our sector of

the Higher Education_quilt —- an opportunity that exists -- is
the one which is most tempeSt tossed in the arena of market
forces. Consequently, we —a're,' I think, extraordinarily
sensitive, when one takes a look at the average independent
institution, to the issue of cost, to the issue of tuition,
and, further, to the issue of our ability to attract students
to our institutions so that we may perform the mission for
which our institutions exist. _ ' |

I note here in the early part of the paper'sevefal
issues that have -- or several studies that have reported data

" which are of substantial concern to us. I am not going to go
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through all of them now, except to commend the written
testlmony to the Committee, which will help to polnt out some
‘of_the deep and abiding concerns ourilnstltutlons have in the
issue of affordability. | _ ~

o I should also say that I can onlyr echo what the
Chancellor has shared with the Committee with regard to the
‘recent Federal budget proposals as they affect student aid, .
they affect other programs. College Work Study, I = think,
should be'mentioned'specifically Sometimes people don't look
at that as a form of aid because students work for that money,v
but, nonetheless, it bis. Essentlally, Secretary Bennett »is
‘carv1ng out and Substantlally slashlng the patchwork of aid
programs which allow our institutions to be affordable to the
broad scope of students who are seeking higher ‘education.

“We are not -- choose not to be, and continue to pursue
what we hope is the destiny of serv1ng the entire demographlc
~curve in the State of New Jersey, students from every economic
background, every social descrlptlon, and all manner of-
religions. That patchwork qullt of aid enables us to do that.
I should, on behalf of those institutions, thank the
Legislature, and this Committee, in particular, for its support
in helplng to bolster the variety of student aid programs that
- the State  has offered, which assist us to allow students to
participate in the educational processes at our institutions.

‘,Rather than go through, again, the statistics of what
the,Secretary'has proposed, suffice it to say that each year
that he has proposed dramatic reductions in student. aid, the
Congress has, frankly, come to our rescue as  the higher
education community, by ‘and large, . However, it has been a
rescue, as the Chancellor pointed out, of saving what 1is there,-
- of -trying to  keep things whole and 1intact, as opposed to
~ looking toward the future for new and creative ways to help
students and thelr families to f1nance higher education.
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Each time the Secretary and the Administration does’

that, it magn1f1es what people are already feellng, and 'that is

a growing concern w1th the questlon of how to go about the

business of paymg for a college education. _
So, agalnst that ~backdrop, let me suggest --— and I
‘have shared this with Senator Dalton in the past -- that we, as

the Association of Independent Colléges and Universities, have
encouraged our national Association to form a task force -——
which was done -- to take a look at the issue of prepayment

plans and the wide variety that have been proposed in a number
‘of states across the country. Essentially, that task force
came back and reported -- just last week in Washington: —-— that
they recommended that a national plan be put together. 1
think, from our perspective as the New Jersey Association of

Independent Colleges, we hold out little hope that the national

government, at this stage in the process, would be willing‘to
put forward new and creative financing plans that perhaps have

the po"ten'tial to call for a commitment of additional Fed'eral_

dollars, at the very same time when the current propOSal on the
table before the Appropriations Committees is to reduce student
aid 40% and better across the country. -

- So, we really think that the leadership role in
alternéte methods of financing higher education is being cast
upon the states, and the states, much to their c¢redit, and this
Committee, to its credit, and to Senator Dalton as the sponsor,
to his credit, have been willing and ‘eager to take up that
task. We hope, in the blong run that if a good number of
states, in fact, do that, and proceed in their own way with
plans of this nature, we may,'invfact,‘from the grassroots of
the states, in the final analysis, create, piece by ;déce, a
_ nat10na1 program. ‘
But, in the meantlme, I am not holding that hope

forward at this point. We encourage the Committee, the-

‘Department, the Chancellor, and all of the sectors of higher
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educatiOn in New Jersey,'frankly, to join together to encourage
the adoptioh of a pll'an. I don't propose to suggest to the
Committee that I know a plan, or the plan, or which plan it
should be, but we have set forth in the testimony here several
components ‘which we .think are important elements of a good
prepayment plah. I would like to share them with you. They
are numbered and underlined here for easy reference, and I will
make this as brief as I can. o | v

o ‘ 'To echo what Mr. Greer said -- and it is something
that is very close,-tb “the " hearts of the  indépendent
’institutionsllikewise; giveﬁ what 1 stated earlier about being

very sensitive to market forces and to price - this Plan .
'should not be viewed —- and I will no doubt say this many times
through the proce_ss' —— as a mechanism or a way to supplant

other student aid programs, whether they be Federal or State.
- I Kknow it is not the intent of the Committee to do that. The
breaSOn;IJemphasize that at this point, in public, is, in fact,
to be on the public record. We have seen, in récent’days in
Washington, a .variety of  proposals put forward as new
initiativés in student .aid. The one most recently put forwatdi
is the Income Contingent Loan Program, which Secretary Bennett'
has put forward, but he has.pﬁt_that forward in the context as
-a replacément of Campus Work Study, as a replacement of State
- Student Incentive Grants, or Student Assistance Grants, and a
~wide variety of other student aid programs. '
'So, I want to be clear from the outset, and on the
breCOrd, that our support of the concept and encouragement of
its adoption should not be read, in any quarter, as a way in
which to save money, to reduce student aid programs in any
other quadrant of the higher education community. I think the
important point to make ‘here is, these programsé— This
particular proposal is, in fact, a viable alternative only for
families which, in fact, ‘can afford, and have the current
income resources, to put that money aside. It may even be a
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viable option for families which could borrow money if they do
not have a current cash flow adequate to the job of investing
in such a program. Home could craft a way through home equity,
I suppose, to make even the interest and debt service on the
borfowing as a tax exemption in order to place money into the
‘fund. ' .
| But, for those who do not have home equity, for those o
who do not have current income which would be adequate to the
amount of money needed to be 1nvested it still would be, where
~a college education may perhaps even become more remote in

 their perceived ability to pay for it, for those families.
And, of ceUrse,'I am principally speaking now of a demographic
‘which is a low-income demographic, which is basically an utban

center demographic, and an important part of the higher .

education opportunity that the State of New Jersey offers. _

I point to studies by the Department of Higher
Educatlon and the focus it has placed on the decline in
, m1nor1ty enrollment in our colleges and universities, and
submit that the Committee should keep in mind that many
families'of lower socioeconomic status méy,not be able, at some
point in time, to contribute to such a plan, depending on what
the final plan may be. ‘ "

~We think that the Plan 1tself as a concept, is one
that should enhance student choice. That is what it is meant
to do, I think, by prov1d1ng vehicles and motivation - and a
mechanlsm through which families can save. '

In connection with that, and I think some of that was
revealed through earliet discussion, we believe the Plan
absolutely must be simple. I have had these conversations with
people on many occasions, with regard to various options in
such plans and, more often than not, within about 15 or 20
minutes of exploring options, the person is absolutely lost in
the explanation of how it works, what it does, what about these
nnits:of tuition, what is a standard unit, and it's lost}, If
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people don't understand what a plan is about, if it is not
placed_ in the most ‘simple terms, it is going to be very
difficult to get them to write a check, which is certainly the
most important part of this ”p'r:ovcess, to get money into an
'account which then can be used.

I want to Sklp over p01nt four,v except to say that
‘when I say that a plan of this nature should enhance choice, I
think the Committee should look at the issue of portablllty._ _
~ How portable is it? Obviously, if it were a national plan, it
FWOuld' be portable across the-cduntry. I understand, however,
the. Cbrhmittee‘s desire to address the question about migration
'likewise_. I further understand, in a St,ateéspons_ored Program
in particular, and one that may have some State appfopriation
, attendant to it'perhaps now or down the line, that there would
be an incentive to spend that in-State. But, I raise that as
an issue that perhaps could be addressed although we are quite ,
sens_l_tlve, likewise as the 1ndependent sector, to the issﬁe_of
out-migration. B ' o o

New Jer_'sey, as you know, ranks number one i‘n' ,th‘e
country in the net out-migration of students to other states.
So, I only mention that in passi'_ng,. and place no emphasis
really on it. - ' " o

Poi’nt,five,' I think, is the most critical one. Our
- task force, that is the national Association's task force, in
- talking with a number of consultants, which I know that the
'legisiative staff has spoken with, and the Department likewise,
has gotten the message time and time and time again. I don't
- propose or submlt to you as an expert on tax law, but from IRS
rulings in the past, I think one thmg is relatively sure.
Unless the Plan can be viewed as a purchase of Ser_vice, in o
advance of the delivery of that‘ service, it may very well start
to move away from the possibility of being ruled as tax exempt.
I don't believe we can approach the national
vgevermnent at  this point - and ask for the tax exemption,
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although it may be a possibility for the future. But at this

point, I would suggest, and Dr. Anderson out at Columbia has
suggested likewise many a tnme, that the careful crafting of
the verbiage in the bill, that the turning of one word here or
there could very well 1mpact a potential IRS review of the

~bill. The closer it can be described and, in fact, operate as

a purchase of service, the greater the likelihood of a tax
exemption. o ; .
The reason I emphasize that is, I really believe that
that is the singular most important incentive to invest in this
Program -— the tax exempt nature of it. I think that 1is the
very reason why Michigan has waited to 1mp1ement that component
of their program =—-- awaiting a ruling from IRS. Without that
eXemption,‘ I think they have found the attractiveness of
investment, no matter how many other whistles and bells are»putv
on it, may not be enough to make the program a viable
alternative for f1nanc1ng hlgher education.

; ‘Addltlonally, I want to reinforce something that the
Chancellor did say, anticipating a question the Committee may

"pose. It is listed as point a. underneath this. ’It;falls in

the first position because of our view that it is an important
one. The Program, as submitted -- as introduced by Senator

_Dalton -— called for an automatic 10% discount The issue was

addressed a little b1t earlier by the Chancellor. If we are
talking about an average tuition in the 1ndependenr sector

today of some $6000 -- to take a round number -- that discount
this year would be $600, multiplied times the number of
students. Ten years, 15 or 20 from now, that would be a

substantial number of dollars, and that_presupposes the ability
of an institution to, in fact, project accurately, at least to
some degree,'ls years later. '

Our sector has a difficulty with guaranteeing that

| tuition at the discounted level because of the substantial

nature of what that discount would be in raw dollars, number
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one. And sécondly, because, I would have to sayi,v they feel it
would be a virtual "impossibility to, by any 'stret'ch of
definition, to accurately project tuition out that far. The
reason 'is,_ too many other forces: well beyond our control impact -
directly on our tuition structure. The most recent example is

the reauthorization of the Higher Education Assistance Act in .

Washington, which took place last year in 1986, and  that
reoccurs every five years.. It is impdssible for us to. know
five years from now, or 10, what that Higher Education
-A551stance Act w111 be, or what the economy will be, or
whether, as in the past several years, the State or Federal
government would requi:e us, as an economic unit, to address
such issues as asbestos removal, w_ithout the résources to do
so, which ultimatély impact tuition; fire code upgrades, which,
. again,”without résources‘, fall principally in our structure -
our economic structure -- as institutions, impact on tuition.
The 1mponderables and the uncontrolled costs are so
dramatlcally a part of the tuition structure in the 1ndependent
sector, any calculatlon out that far, if I were a  college

~ president in the 1ndependent sector, would be highly suspect;

and would, perhaps, even put me at professionai risk, ’given the
inability to clearly see that far into the future and in light
- of the backdrop of reauthorization and other issues which could
come. | - .
| Let me, at this point, stop to say that the balance is -
contalned within the document that we would like to suggest as
attractive features of a plan. We think it is important that
such a vplan be developed. In the summary section, we do make a
recommendation -- and I have heard it made twice already
today. Rather than go directly to the verbiage contained in
there, our recommendation essentially was going to be —-- before
Senator Feldman made his commentary about his intended time
line —-"th'at the Committee continue to do what it has done
today. You have really been a lightening rod today. The
Senator was a lightening rod in the introduction of the bill;
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drew attention to it; drew out some research. This Committee

hearing today was a lightening rod insofar as it brought peopie
"to the tablé who finally had to commit one way or the other:
In our case, two concepts and componehts in an ideal plan
~perhaps; and the Chancelldr Who'committed to the nuts and bolts
~in an actual plan. You have moved this process along simply by
virtue and act of having thlS hearing.

We ask, in the testimony, that you, in fact, as the
Legislature, set up a task force. Now, that sounds 1like a way
that time could be consumed on this thing. There have been
student a1d task forces put together by the Board of Higher
" Education. Mr. Merck has chaired those in studying alternative
ways. The Chancellor and his Department have obviously done a
great deal of work on this. ‘Darryl ‘Greer and the ‘State
colleges, Rutgers, NJIT, and others have no doubt looked at
it. - As a community of colleges from an ~institutional
perspective, though, those institutions have not shafed with
each other some of the infdrmation that they'have today shared
with this Committee. I thlnk perhaps you can assist us in
puttlng together those components of the communlty who will be
-dealing with this on a day-to day basis, not in any way to
delay, although I did suggest September-- The reason I did,
~ frankly, Senatdr, is because during the summer we are in a down
cycle compared to the level of activity colleges have during
the course of the normal academic year, and would have a little
'bit more time. But, I am not wedded to that; neither are the
independent colleges. ' , v

' SENATOR FELDMAN: Before you become County Executive
from Hudson,- we would llke to have this as  your crowning
achievement. ' '

MR. JANISZEWSKI It could very well be.

SENATOR EWING: Did you switch parties?

MR. JANISZEWSKI: No, sir, not the last time I looked
at my registration card.
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SENATOR FELDMAN What I intend to do—- I was go1ng
vto-call not for a task force, but for a work group -- a work
: group. ‘I was going to ask Dr. Schorr to be the organizervof

1this'work'group, speaking-for me and for this Committee. On
that work group, I WOuld like to have everyone who testified
here today -- the Chancellor' s representatlve, you, and Darryl,
and John Brugel, and also staff such as Bob Noonen, and whoever
else -- people who are 1nformed and who want to work on this
thing and who can make a contribution -- because we must move.
'If there is anyone sitting here ‘who is not a witness today —- I
don't want it too unwieldy ~-- but anyone who feels he or she
can add something to this work group, I would be very happy to
entertain’that name. ' _
.~ MR. JANISZEWSKI: We would be absolutely delighted to
participate in such a working group, with the understanding
“that it is a working group which, on a time 1line, would
| part1c1pate in the craftlng and—- ' , | .

SENATOR FELDMAN: nght, ‘and to 'make sure it is'
eXpedited and that we move along, I am going to suggest .ask,
.command whatever, that the sponsor of the bill chair th1s work
group. So, you are their first head, Senator Dalton.

’ - SENATOR DALTON: Good. As long as it is a command‘
Matty—-— » _ ‘ . . ’
MR. JANISZEWSKI: Senator, we appreciate  the
~invitation to participate, and look forward to the calling of
that work group together. o | ' ' ,

With that, let me submit myself to whatever questions
 the Committee may have at this point.
| SENATOR FELDMAN: = I think you have encapsulated and
summarlzed the things that have been said, and also the views
of the independent colleges. I think this is something we must
read (referring to witness' written statement), and we will.

Dan, do you have eny questions for Bob?
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 SENATOR DALTON: No. I just think Bob's suggestion
with regard to the real concern he p1aces on the verbiage
within the bill, with regard to  its potential tax impact as
determined by the IRS, is, you know-- He is right on target.
I think we should take a look at some of the other programs
that are now being proposed 'thr-oughout the country. I think
that is another ideal suggestion. I look forward to working
with you, Bob, on this. ' '

| MR. JANISZEWSKI: Thank you very much.

'SENATOR FELDMAN: = Thank you, Bob. 1Is there anyone
here who wishes to comment, who has not declared herself or
himself as a witness? (nov»response‘) If not, let me thank you
for coming, and you, Chancellor, for giving up your time, and
your staff. ’ |

(HEARING CONCLUDED)
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 DEPARTMENT OF HIGHER EDUCATIOR
News Release

For Release: IMMEDIATELY

Teleph'one; John Brugel
: ' (609) 588-3225

CHANCELLOR OF HIGHER EDUCA'I‘ION TESTIFIES
ON TUITION INVESTMENT PROGRAM

TRENTON, Februéry 11, 1987 - Chancellor T. Edward Hollander .appeared
today before the Senate Education Committee in the State House Annex to testlfy on

Senator Daniel Dalton's Tuition Investment Program bill (S—2499)

; Before commenting on the bill, Chancellor Hollander emphasized affordability
~as currently one of the major issues in higher education. "_Uniess we address this issue,"”
he said, "New Jersey stands to lose a generation of nurses, teachers, social workers and
other professionals who cannot mortgage themselvés indefinitely to pay for educational
costs.” ' | o
The Chancellor allso‘ expressed his concern over decreasing federal support
of student financial aid. In 1981-82 the federal govérnment supported 29 percent of college
expenses for undergraduaté students; by 1985-86 that figure had dwindled to only 17 percent.
Hollander noted that the Federal Administration's FY 1988 budget proposals threatened
to rescind almost $30 million in FY 1987 funds to New Jersey and to cut current programs
by at least $90 million in FY 1988. _Students_w-ill have to pay more for federal loans and

- only a small number of the neediest students will obtain a federal grant.

Given the reduced federal commltment Chancellor ’Hollander said that he
supported efforts of state representatlves to develop. innovative funding strategies for
students. He praised Senator Dalton and his staff for their work in sending the message
to families on the responsibility for saving for a college education. Moreover, he felt
the bill also helps promote New Jersey institutions by making them even more financially

attractive to students.

-more-
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C HANCELLOR TESTIFIES, Page 2

The Chancellor asked that Senator Dalton's bill be revised to reduce the risk
to New Jersey colleges. He also pointed out that the supplemental loan component of
"~ the b111 could be extremely costly to the state because it x'equu'es significant state subs;dles»

and could reduce the availability of state funds for other state aid programs.

Hollander noted that, in conjunction with the Board of Higher Educatlons
Student Asclstance ‘Committee, the Department has also been working on a tuition:
pre-payment plan that is similar to Senator Dalton's bill. The Department's plan, the
Tuition Assurance Plan, differs, howkever, on several points. The Department's proposal
allows participants to choose between tax-free and taxable benefits and calculates payments
on the basis of current'tuition prices instead of future tuition projections. This program
would gu_arahtee to institutions payments of at le_ast_ 90 perceht.bf tui‘tion to minimize
therinstit\ltion's risks. Initial pt'ogram funding would be provided through ’the New Jersey -
Higher Education’ Assi’stance Authority, and the program's f\lnd'would be allowed to build

'up reserves to minimize any-financial exposure to the state.

‘The Chancellor released a draft copy of the department proposal at the hearing,
adding that it would be circulated to the higher education community for comments, and
~ that the program would be part of the final Student A551stance Committee recommendations

tobe» pres_ented to the State Board of Higher Education in May 1987%.
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“THE NEW JERSEY TUITION ASSURANCE PLAN

DRAFT

February 9, 1987

Office of Student Assistance -
Department of Higher Education
' #4 Quakerbridge Plaza '

Trenton, NJ 08625
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‘Executive Summary - . ' 1.

The New Jersey Tuition Assurance Plan is a savings plan designed to offer
'.families an attracti“ve means to insure themselves against the rising expense of sending
their kohildren to New Jersev colleges. The Plan gu_amnfpés that college credits purchased
at the current tuition price or the current price plus a small premium can be redeemed
at nb further chérge when the child enrolls in a 'participating'institution_ in Néw Jersey. |

The Plan also offers the posSibility of eliminating the tax consequences of the guarantee.

“The Plan will he adminiStered hv a public Authority. All-public institutions
of higher education and those independent colleges’and universities in New Jersey that
elect to parﬁcipate agree to accebt from this Plan the future policy Valuve"or_ the actual
tuition cost of Credi‘ts' assured on behalf of matriculating students. (whichever is less).
The Plan will reimburse institutions for a minimum of 90% of tuition. In return.
' parti(‘ipatincr 'institutionq agree to provide to students accepted for _admission the number
of credlts (or then' eqmvalent) assured through this Plan. The Plan is not envisioned to
r'eqmr'e any state fundmcr start-up funds will be loaned to the pr‘ogram by the Higher

Educatlon Assistance -\uthomt\

For' each child. msured families w11] select which participating msntutlon

the Ch]ld will attend and the number of assured credits (from one»semester to four years).

This will determine the cost of the policy to the family based on current tuition prices .

at that institution. When the child reaches college-going age, he or she can use the tuition
‘policy to attend the designated college. If, however, the beneficiarv decides to attend
a different. participating institution. exchange agreements among these institutions will

allow the individual to transfer the prepaid tuition.

v The Plan offers two option$ which affect the tax status of the tuition benefits 1
and the withdrawal terms of the Plan. Under the tax-free option, any refunds paid out
to those who withdraw are limited to the pnnc1pal only. Though dependent on an IRS
| ruling, it is ant1c1pated that this should make the benefits of the Plan non-taxable. Under
| the inter‘est—bearinor option, pavments will- be based on current tuition pms a small premium,
but -any refunds will be based on both the prmmpal plus an interest amount determmed
by the Authomtv It is anticipated that these benefits will be taxable.

The Plan offers families a guaranteed tuition. the opportunity for a wide
-range of choice among higher education institutions in New Jersev, the option of realizing

certain tax advantages on Vt'he appreciated value of the policy, and the chance to receive

a refund or to transfer the credits in the event of a'change of plans. The Plan offers New

Jersey colleges an attractive means of recruiting students and a guaranteed return.
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Objectives of the New Jersey Tuition Assurance Plan

To enable families to plan better for vmeeting the costs of college ‘education.
the Department of Higher Education recommends the establishment of the New Jersey
Tuition Assurance Plan. This Plan will enhance a families' ability and wxllmgness to pursue

higher ednom]on for their children in New Jerae\

The primary purpose of the Tuition Assurance Plan is to encourage families
to save for their childrens' education by providing a financially attractive savings plan.
The program is'designed as an insdfance policy for families against the r’isk of rising higher
education costs. The Plan allows families to set aside funds long before their children
reach College age and may mitigate against the chrrent, trend of rising debt burden by

encouraging families to "save now" instead of "owe later.”

A secondary purpose of the Tuition Assurance Plan is to provide institutions
of higher education in New Jersey with a program to help attract and retain New Jersey
“students. By ensuring a tuition pavment plan for smdents, these instituiioné will be better
situated to pursue tuition strategies compatible with the overall objecvtives of higher
education in New Jér*sé_\’ and the mission of their institution. In addition, the Tuition
Assurance Plan will permit institutions to share the risks and benefits of guaranteeing
a future rate of tuition. By participating in a single st‘ate-wide'plan and pooling their
resources, thev.can benefit. from the economies of scale, higher investment returns, the
transferabxht} of benef1t< between institutions. and the general goodwill and publicity

that will be generated.

Administrative Provisions

- A public authority shall oversee the operation of the Tuitioh Assurance Plan.
In order to maintain and administer the program, the authority shall create the Tuition
Assurance Plan Fund as a separate. nonlapsing revolving fund which shall be used exclusively
for the purposes of the program. The monies in the fund shall be in\}este‘d and reinvested
by the Authority through the -State Treasury. The fund shall include all monies invested
in the Plan by participants, all interest received on monies in the fund, all fees charged
for participating in the Plan, as well as any other monies, public or private, ‘contributed
to the fﬁnd‘ Initially, the fund shall seek a loan from the New Jersey Higher Education
Assistance Authority to establish fund reserves and cover admm)stratlve costs Once

~the tuition fund has stabilized its reserves, this loan shall be repald.
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On or before March 1 of each year, the Authority shall make an annual report
on the activities of the,program for the preceding calendar vear to the Govet_'nor and the
Legislature, including in the I'epor‘t» abc'o»wplete operating and fihancial %tétement The
authomt\ shall provide. for an external audit of the fund each year by certlfled public

accountants

Institutional Provisions

Every public institution of hi‘gh'er' _educat’ion in New Jersey shall participate
in the Plan and each independent institution of higher education in New Jersey can elect
to partlmpate by submitting a formal request to the Authoritv. All part101patmv institutions
shall submit annuall\ the averave per credl‘r tuition charge (or its equwalent) for attendlng
that institution. This price will be used to determine the institutional tuition credit

~exchange rate on each policy issued during that academic vear.

- Each participating institution agrees to accept from the Authority the
redemption vélué of each assurénce policy redeemed at the institution during the semester.
The redemptxon value will be at least 90% of the actual tuition charged at the time the
policy is redeemed. The Authomt\ shall determme the dls‘mbutlon of funds above 'rhe,
909 level‘ based upon ‘tuition chavrges and partxmpatxon levels at each institution. Any :
surplus (funds above the 100% level) will be allocated between the institutions and the
Plan.

"Each parti‘cipatinvg institution agrees to provide to every b_eneficiar_\" of a
valid assurance policy who is admitted to the institution, the number of tuition.credits
(or their equivalent) provided through that policy. ff the policy is worth more than four
year‘s‘of thition, at that insitution, then the beneficiary's options depend on the withdrawal
provisions of the policv. If the policy provides interest-bearing withdrawal, then the
difference will be refunded to the beneficiary by the Author‘i‘ty at the withdrawal interest

rate. If the policy provides for tax-free benefits. then only the'pr‘incipal may be refunded.

Sponsor and. Beneficiary Provisions

Tuition assuranoe pollcles can be bomht bv anv individual acting as sponsor
The desmnated beneficiary must be vounger than fifteen vears-old and must have-been

born in New Jersev or be a resident of the state for twelve months pribr to application
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open a policyv. If the beneficiary of a policy changes state residence, he ‘or; she will not
lose assured tuition benefits. but any tuition not co,ve'r'e‘d by the policy at vpublic institutions
will be assessed at the prevailing non-resident rate. A policy cannot have more than one
benéficiary and the policy cannot be transferred from the designated beneficiary to another

individual.

At the time the sponsor opens a policy, the sponsor must choose one of two
withdrawal options. The first optioh is designed to carry no federal tax conseiquences
(subject to IRS confirm‘ation). This option restricts the cash surrender value of the policy
to principal onlv if the sponsor or beneficiary withdraws from the Plan without redeeming
the policy for its tuitivqn benefits at a participating New Jersey institution. The second
option is expected to‘carry a tax consequence on the accrued value of the policy, whether
it is redeemed for tuition or surrendered for cash. This option restricts the cash surrender
value of the policy to principal plus a rate of withdrawal interest set by the Authority
and specified.in the poiiCy. This option also requires a premium or surcharge that must
be paid by the sponsor in addition to current tuition value when the policy is purchased.
The premium serves to cover the greater risk borne by this tvpe of policy and will be
included in determining the policy's cash surrender value. Both the withdrawal interest

_rate and the premium rate will be adjusted annually by the Authority.

The sponsor designates theAparticipati_ng institution whose tuition ‘is to be
_assured at the tim‘e the pélicy is purchased. However, the beneficiary can enroll and claim
assured credits (or their bequivalent) at any institution that is participating in the Plan.
The rate of credit exchange will be established according to the relative cost per credit
for each institution at the time the policy was p—urchased'. Normally, a maximum of four
years of Undergradua{e éredits will be assured. Any pavments due to the beneficiary
resulting from a transfer from the designated institution will be refunded under the

withdrawal terms.

_ The Authority will set é minimum dollar amount for',ea'chv payment made
toward the beneficiary's policy. For example, the Authority may require a minimum annual
payment of one semester's tuition, or $1,500, whichever is less. The Authority may éhérge
both an administrative fee to cover record-keeping costs and a withdrawal fee to cover
~the additional costs associated with withdrawal. Once initiated, policy payments can

be made up to the heneficiary's eighteenth birthday. . .
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Corporatlona and other institutions in the state should be encouraaed to prov1de

. pa\roll W 1thholdmo plans to permit emplovees to partlmpate in the Plan. The state may

' also want to establlsh a withholding plan for state employees. Corporations and mstxtutlons
~will quahf\ as sponsors if thev choose to mal\e xuch arrangements ava}lable as a frmffe

benefit for children of their employees.

Participating in this Plan shall in no way be construed to ensure that the
beneficiary shall be admitted to a participating institution, nor shall an institution be

required to follow anv special admission policy for plan participants.

.Any beneficiary who does not redeem either a part. of the whole of a matured
policy for credits at a participating institution, can surrender that part or\yhole to the
'Authori‘ty'fér a cash r'eyfund. The amount of the refund _depends upon the \_vithdrawal,Opt'ioh‘
_'chosen bv the sponsor. - The Authority shall de\}elop policies for providing equitable refunds -

in case of the death or_disability of a beneficiary.
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The Risks and Benefits

Sponsors and Beneficiaries

The Tuition "Assurance Plan is 'con'struct'ed to balance the risk between the
families and the institutions. The risk to the families is obviously based upon which plan
~option is selected. Under the tax-free opﬁon, the risk is that the participants lose all
investment earnings should they decide to withdraw frofn ‘the Plan. Under the. taxable -
option. there is less risk in case of withdrawal, as thé participant is guar‘anteed investment
earnings at an interest rate established by the Authority. Under thls optlon, however,

the purchase cost is mcr'eased by an initial premium to reduce institutional msk

In the case of either option, the potenti'al value of the ;(_uition' benefit of the
Plan will be greater than the amount that would have been gaihed through regular savings
| plans. Families will have to assess the risk of withdrawal before joinin'gvtherPlan.-, It is
anticipated fh'at the Plan will attr‘act. primarily those families who feel that there is a
_relativelv small chance that the stv‘t.Jdent will opt not to attend college or attend a

. non-participating institution.

There are several potentlal beneflts of the Tuition Assurance Plan. Families
beneﬁt from the peace of mind thev gain when they know that their children’s educational
future is financially secure. Theyv also benefit from having access to a regular mechanism
for stretching out college payments over a reasonable length of time and at today's lower
- _prices.. Finallv. families will benefit if theyv wish to reduce the tax consequences of paying
for higher college costs and choose the tax-free option. Although the tax benefit must
await IRS ruling, the restrictive features of the tax-free option increase the chance of

a favorable outcome.
Institutions

The risk to institutions in the Tuition Assurance Plan is that the amount they
- are relmbur'sed from the fund falls short of actual tuition. The maximum risk that an
institution is exposed to is 90% of the actual tuition rate. The institution will receive
funds above the 90% level based upon tuition charges and participation levels in the Plan.
"Any funds in excess of the tuition level will be split between the institution anc.i’ the
Authority. The size of the risk to institutions is dependent on the percentage spread
between tuition increases and investment earnings. The Plan assumes that long—term
investment rates will be close enough to the tuition mcrease rates over time to make

the loss to mstltutlons mmlmal
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, Institutions benefit from the public goodwill that such a plan will generate.
Yea‘r]_'\'.'incrfeaﬁes in the cost of college »hrave ‘sensiti'z‘ed families to the financial burden:
they must bear if tvhe‘\f want their children to get a quality higher education. Institutions
should play éjrole in helping parents pay for higher. costs at the same time as they 'rail;‘s‘e-

those costs. Institutions also stand to benefit from van"‘\' surplus generated by the Plan.

The Authority

The reserves of. therTuition» Assurance Plan will help minimize risk to the
iﬁstitutvions and the sfate. The source of the reserves will be a) the initial premi\Jm of
: pérticipants under the taxable option who do not withdraw; b) full or partial interest benefits

of pafticipants who withdraw: and c)‘any other revenues contributed to’thev'fund.. A portion
"of the reserves must be used to cover liquidity needs and administrative costs of the
: pr‘ograrh. An_\' surplus -in the reserves will be allocated betweer;'t'he»'vinstitu_tions and the

fu_nd»b,ased upon criteria developed by the Authority.

‘The Plan will involve minimai risk to the Authority as it will be held liable
only for the amount that investments fall below 90% of the tuition value. The Plan does
-no{ require any initial state subsidies as reserve funds will be established through a loan
from a non-state account controlled by the New Jersey Higher‘ Education Assistance
Authority (NJHEAA).

_ ) The benefits to the State under this plan are several. The State will be
_providing New Jersev residents with a mechanism to save for higher education. In the
long run this savings tool may reduce. families’ dependehce, on loans or even State grant
,p’rograAms. By: es"tabliishing‘ one statewide program (as opposed to individual institutional
. prepayment plans) the State is able to provide New Jersey residents with a choice of in-state
educational opportunities. Finélly, the State will be able to minimize the administrative

costs and maximize investment returns by running one statewide program.
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Cost lmplications of the Tuition Assurance Plan
- The costs of administering the plan will be met through custodial and
transaction fees paid b\ the participants. A grant of $100,000 wﬂl be requestedvfrom..

the NJHEAA to establish the program in the first year.

The cost t'okthe colleges or the Authority will be determined by the long¥rUn

difference between the average rate of tuition increase and the average rate of return

- on investment to the plan fund (the "point spread” between tuition rates and interest rates).

Currently, the return on ten-year Treasury bonds is between 7-8 percent, while New Jersey

~college tuition has been increasing bv 7-9 percent annuallv over the past five vears.

Although several colleges are éonsidering increases higher than this in the next few years,
such high rates of tuition'gr'owth cannot be sustained over a long period of time, and', it
is 'unlikely that the average spread will exceed two points in the long run. Under either

withdrawal option, the Plan will be able to payv the colleges over 90% of actual tuition

even if the rate of return on investment averages two percentage points below tuition

growth. If the rate of return is only 1% below the tuition growth rate. the Plan can generate
a surplus. There is no exposure to the Authority unless the long-run point spread is 3 points .

or more. (see Tables 1 and 2)

It is difficult to predict how many par‘ticipahts would actually be attracted

‘to such a plan. There are about 1.5 million children under age 15 in New Jersey.’ About

75 percent will graduate from high school, about 60 percém of the high school graduates
will go to college, and about 60 percent of these will go to college in New 'Jer‘»sey. That
means there is a potential population of 400,000 participants (1.5 million x ,75.x 60 x
.60). If wé assume that the Plan will attract only one percent of these per vear, then

about 4,000 would enter the Plan every year.

However, pay-out costs with the exception of withdrawals are only incurred

when participants leave the Plan at age eighteen and claim the tuition benefit. There

would be ‘no pay-out costs during the first four vears of the plan because all participants

would be under eighteen. During the first ten years costs should be very low, because
only a small number of participants will be reaching age eighteenveach year if tﬁe age
diétribution is relatively uniforrﬁ. If the Plan does attract about 4,000 participants per
year with an even age distribution. it will take about eighteen vears before as many as

4,000 per vear would be leaving the Plan.

"X
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‘ - Assuming a 9% tuition gfowth and a 7% investment return with 4,000 students
entéring the Plan each vear, after ten vears the cost to-the colleges would be about $300,000
- (which would cover 98% of the actual tuition) mm a 10% tuition growth the cost would

be about one million dollars. which would cover 95% of actual tu1t10n (:ee Tables 3 - 5)

The financial irﬁpact of the proposed Tuit'ion Assurance Plan on the
participating colleges is difficult- to spécify or to interpret in absclute dollars, because
‘the full costs of the prog‘ramwill not occur fof' severval decadés, during which time inflation |
will totally change our current conéeption of the value of a dollar. _Participants can énrollv
-in the plan at anv age below 15. vbut'cann'ot normally claim the tuition benefits until: agé
18; therefore partlcxpants can be in the plan anywhere from 4 to 18 years or later before
- matumt\ If about the same number of participants enter the plan each. year, and their
ages are about evenlx distributed,: then it will take 18 vears before the full costs of the
plan are realized. If tuition actually continued to increase annually at the current rate
"of about 8% during that time. the collegés would be charging four times as much as t0day‘.v
Thérefore’, the potential costs of the plan to the'colleges can best be understood in relative
terms, ‘as_the percentage of actual future tuition that the Plan will be able to reimburse

to the C.olleges'. -

Each vear that a payment. is made, the fund will incur a liability for paying
a .collegé for a certain number of future college credits, depending ‘on the size of the
payment madé.’, Th-e ,aétual cést to the college will not be incurre’d' until the student
‘ matriculates and claims the pre-paid tuition benefits by redeeming the assurance policy.

At that time the vcollege will be reimbursed by the plan for at least 90% of actual tuition.

Tab_l,es 1 and 2 show the results of the simulations in Appendix 2 with different
combinations of tuition and interest rates assuming that either 70 pé_rcent or 80 percent -
of the participants will actually claim the benefits and matriculate in a New Jersey college.
Uhdef the t_ax-ffée ‘option, the plan fund retains all the earnings of those who do not
matr'iculate In this example the interest-bearing option assurhes \\'ithdraii'al of principal
plus interest earmncrs at a rate 2% below the average rate of return as well as- payment
of a 5°o premlum on tuition. |

'/.?,Xv
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~In Table 1 the rows show the average annual rate of tuition growt'h, while

the columns show the average annual rate of return oh investment. The numbers in the
boxes s:th the redemption value of the policies as a percentage of actual tuition when
the rate of return is equal to or less than tuition growth. For example, if we expect 80%
matmculatlon. a 9% tuition growth and a 7% return. then the redemption value will cover

9595 of dCtUd] tuition.

Table 2 emploves -the same analvtic aDp"oach but arranges the results

accordmd to the percentage "point s read' bet\« een tuition growth and rate of return.
p p p
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TABLE 1 :
_ TUITION ASSURANCE PLAN SIMULATION :
PERCENTAGE OF ACTUAL TUITION COVERED BY THE PLAN

AT VARIOUS RATES OF TUITION,

RETURN AND NJ MATRICULATION

PAYMENTS INCREASED ANNUALLY AT TUITION RATE
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TABLE 2 _
: TUITION ASSURANCE PLAN SIMULATION |
PERCENTAGE OF ACTUAL TUITION COVERED BY THE PLAN

AT VARIOUS RATES OF TUITION,

RETURN AND NJ MATRICULATION

PAYMENTS INCREASED ANNUALLY AT TUITION RATE
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Appendlx 1: A (‘omgarlson Wlth the 'I‘mtlon Investment Program
(New Jersey Senate Bill 2499)

The central problem in kdes‘ignivng'a guaranteed tu‘itiroAn plan is how it should
be financed. The two basic financing issues are: 1) who is to pay for the costs if tuition

“rates increase faster than rates of return? 2) who should share in the risks?

In order to be v$uc.ces's,fu1, the plan must be equally attractivé'to both individuals
and éolleges, ahd this will happen only if they share the costs and the risks in ret.urnbbfor'
certain assurances. The individual participant must be assured that the. plan can offer
a return (fn Atuit.ion value) that is greater than the return available through individual
investments. The colleges must be assured that the tuition revenue from the fund can

covér an acceptable threshold of their actual tuition charges.

A plan can be structured s0 that the costs are paid by one-or a combmatlon ~

of the follow ving:

Re The colleges can bear ‘the cost by being required to accept as payment for tuition

whatever the plan fund has earned.

2. The participants can be required to pay for it by paying a prémium on current tuition

levels.

3. The participahts who withdraw from the plan and do not claim their tuition benefits

can'be required to péy for it through penalties which restrict the amount of the refund.
4. The state can pay'er it bthrough subsidies or guarantees.

The issue of who pays the cost is closely Ar-elated.- to "th'e issue of who shares
the risk of financial loss. 'The risk to participating individuals depehds primarily on
: ‘w1thdrawal rights. If participants can withdraw both their principal and the investment
earnings from the plan fund; then there is no risk- to them (except that the return might
»have been higher elsewhere). If'they want tax-free benyeflts, they must accept the risk
of losing their earnings if fﬁe tuition benefit is not claimed. The risk to the colleges is

‘that the plan fund will not be able to earn enough to reimburse them for an acceptable
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percentage of the ‘actual tuition charged. This institutional risk can be- redu'ced bv
“structuring the plan to retain all or part of the earnings of those who withdraw and requmng

the pavment of a premium on tumon

The proposed Tuition AsSurence Plan (TAP) provides one way to share the |
costs and the risks between individual participants and the colleges. 'Ani_allternati_\)e
approach which shares manv of the same objectives is the Tuition Investment Program
(Senate Bill ‘749‘%) Although this Plan has many attractive features, it requires the colleges

to bear a level of cost and risk that mayv be unacceptablv high.

_Under the »T.uition Investr'nenvt Program (TIP) the colleges must annually submit
a schedule of projected tuition levels at least fifteen vears into the future. Participants
are guaranteed tuiti'ovn at 90 percent of this projectedlevel, or 90 percent of the actual
tuition level if it is less. The Plan Authority establishes a schedule-of fixed pavments
so that when 'the‘se'paymen’rs are invested at the expected rate of return they will yield
an amount equal to 90 percent of projected tuition. Participants who withdraw receive

a refund of principal plus interest earnings at the fund's rate of return.

The Tuition Investment Procrram would be ver5 attractlve to 1nd1v1dua1-
parncxpams. who are guaranteed tuition at a 10 percent discount and mterest earnings

if thev withdraw: most of the risk and most of the cost must be borne by the colleges.

Further, there is no provision for bulldmcr a reserve fund to cover these risks. If the col]eges
prolect their future tuition accuratel\ (wl “lCh is unlikelv), the minimum cost is the 10
percent of tuition represented bv the discount. If colleges overestimate tuition growth.
the cost is still 10 percent since all benefits or overpavments go to participants. If colleges
underestimate tuition growth. then the colleges must bear the loss and accept less than

90 percent of actual tuition.

The Tuition Investment Program, unlike the TAP proposal, includes a provision
for participants to take out supplemental loans up to 50% of the guaran_teed tuition level
to cover educational costq The financial implications of this provision are difficult to
calculate, however, 1t is assumed that the capital needed for ]oans would preclude some
~ long term investing. The impact of this provision could be a) part1c1pants would be requxred
to piay Higher initial costs as a result of lower cumulative fund earnings; or b) institutions
would be proVided with a lower percentage of tuition pavments as a result of this additional

liability to the ft_md. '
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The basic dlfferences between the Tumon Investment Program (TIP) and

the Tumon Assurance Plan (TAP) concern three issues:

Insurance or Investment Plan?

The TIP is an investment plan in that it prov1des a return to all part1c1pants - either

in the form of tumon beneﬁts or the interest on payments made into the fund. The

‘TAP is an insurance plan - it guarantees ‘tuition if the benefit is claimed, otherwise

only the principal or the principal plus earnings at a rate below éverage return are

] refunded.

College sévings/investment. plans are already available to families through financial

.institutions, and ith'err'e may be no need for the State to establish a competing plan.

The  major advantage of a state plan structured like an insurance policy is that the
benefits are more lxkelv to be exempt from federal taxes. It appears that any investment
plan which offers a. return to those who withdraw or do not use the tuition benefit.

will probabl; be taxable. By restrlctlng wﬁhdrawals. the Plan becomes an insurance

~ plan: individuals must risk los'i'ng‘ interest in return for the benefit of an aSsur‘ed tuition

level.

. Current Price or Future Price of Tuition?

_ Payments ihto TIP are based on projected future tuition: payments into the TAP are

based on actual current tuition prices. Basing the size of the pavments into the Plan

- on.future tuition projections creates a number of problems. From a practical point

of view, no one has developed a reliable economic model on which to base such

projections, w,hic'h would have to be 'made' up to fifteen years into the future. From

a policy perspective, colleges would get the wrong message, because they would be

encouraged to overestimate tuition increases in order to reduce the risk of being
underpaid by the Plan. Allowing participants to buy college credits at current tuition
(or current tuition plus a premium) avoids these problems and there W111 be no ambiguity

about how much has been pre-paid or how much to charge.

How Much Financial Risk and Cost to Colleges?

The TIP minimizes the risk to individual participénts. but requires the éolleges to absorb

the costs of a 10 percent tuition discount plus the cost of underestimating tuition
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growth. The TAP provides for a sharing of the risk among individuals, the Plan, and

the colleges. The maximumi exposure of institutions is 109 of tuition.

Summary

The proposed ’i‘uition Investment Program places the entire risk onto the colleges and
requires them to absorb a cost which eqguals or exceeds 10 percent of the actual tuition.

There is no risk to participants:,théy either receive the tuition benefits or their principal
plus interest. The colleges, on the other hand, must give benefits ’equall to 90 percent
of actual tu’ition’or the projected tui'tiovn if it is less. If the college ’under'esfimatés
the tuition increase, it must absorb the cost; if it over"estimates,'only the student profits
from the excess. There is no mechanism for the Plan fund fo insure the colleges against

 projection errors or for the Plan fund to build reserves.

In the proposed TAP, the risk and costs are shared by the participants, ‘the éolléges
and fhe Authdrity. The participants must accept the risk of losing the full value of
their interest if they .do not cla'im the tuition benefit (tax-free optioh). - Families finding
this risk unacceptable may choose to participate in the alternative (taxable) program |
which requires a premium, but provides for withdrawal plus some level of interest
ear'nings; The institutions face a maximum risk -of 109 of tuition: ho_wevér, favorable
.invvestment, rates .could eliminate any- costs and berhaps generate a surplus distribution
to the institutions. JThe’A’uthorit"\‘* will be allowed to build reserves under the TAP
progra_rh to minimiZe risk. cover admin‘isth‘ative.expenses, and guarantee 909% tuition

to institu‘tion‘s._
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Appendix 2:_yTuit'io‘n Assurance Plan Simulation

The attached tables show the results of a model wh‘ich,simulates the Tuition

Assurjance"Plan (tax-free option) using the following assumptions:

- 1,000 participants enroll in the plan each year for 20 vears, their ages at enrollment

| are Uniforrmly dist.ributéd f,rom'b'if‘th thrqugh 14. The_v make an annual pavment e\)ery
vear they are in-the plan >unt,i1 thev are 18. at which point thev claim the tuition benefit
or withdraw the principal. ‘ A - . |

- the ages of each entering cohort of participants are assumed to be uniformly distributed,

1 5 or 67 from each cohort ‘revach age 18 after 4 vears (since the maximum age at entry . ‘

s 14) and every succeeding vear for 15 vears. The plan reaches Stability after 19 years
when 67 participar‘i‘ts. from each of the first 15 entering cohorts (67 x 15 = l;ﬂoﬂroughl;\'),

leaves the plan.

= -participants‘ will b_eA in the plan’ for an average of 11 vears v('r'niedian age of entry of 7

- plus four.vears of participation after age 14).

- the annual tuition purchases start at $1,000 for the first vear of :thevplé'n and are increased
‘every vear at the rate of the average tuition increase. Therefore, subsequent payments

always buy the same amount of tuition (inflation adjusted) as $1,000 bought in 1986.

The numbers for each ‘entry vear" into the program show the 18-vear averagesA
. »and totals for each cohort of part1c1pants from birth to age 14 who enter the plan, in the
same vear. and ho will therefore-tal\e from 4 to 18 years to claim their benefit. The
nu‘mbersﬂ fbr.each-"exit vear" represent the costs actually incurred in each future 'year.
The first pav-out costs to the plan are incurred in vear 5, when only those who were 14
years old in vear 1 go to college. The model reaches stability after vear 18. Since no
new participants are added after year 20 the number of claims drops until year 38 when
-~ the v'iést one-year-olds who joined in vear 20 go to college. The bottom line in each table
shows the totals or abve‘ré-ges for all 20,000 participants in the simulation over the 38 years |

it will take before they all c‘l'avim.t,heir benefits.
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Column legend:

C The number of participénis entering or leaving the plan each vear.

D The average number of years of paymentvs to purchase tuition. '

E -The average annual dollar pavment. |

F - The total dollér amount of the pavments (in millions) which the participants
contributed. ' ‘ v

G : _Thé total pre-paid tuition benefits (in millions) claimed by those »w'hvo
matriculate. This is the value of the pre-paid credits the year they are claimed.

H' o The plan funds available to )pa‘y the tuition benefits or "redemption Vaiue"
(total of all payments plus all investment return minus the principal of the
non-matriculants). | .

I . The cost of the Tuition Assurance Plan tax-free option proposal (thé diffefénce
| between tuition benefits claimed and plan funds). v | ‘

J The percentage of actual tuition claimed which could be pald out of plan
‘funds to reimburse the colleges. , '

K | The (inflated) dollar value of the average pre- paid tuition benefit.

LMN - The number of years of college that the tuition benefxt is worth at a state

college. Rutgers and an independent college (average).

Table 3 simulates a 9% annual tuition growth, a 7% average annual investment
return. and 80% of the participants matriculating at a New Jersey college. In year 1 the
first cohort of one thousand,participants enters the plan. Since their ages are uniformly

- distributed (67 age 1, 67 age 2, étc.) and they make a payment each year, they will make
.an average of 11 pavments (median age 7 plus four years after age 14). The average yearly
“payment into the plan over the next 18 years is $1,780 (everyone payvs $1,000 the first
year, $1‘,090 the second vear, $1,188 the third vear, etc.). The total amount vpaid by the
cohort after 18 vears is $19.6 million. The total tuition benefit is $27.8 million, whiéh
represents the sum of the actual value of the pre-paid credits the vear that they are clalmed

by 80% of the part1c1pants who matriculate.
The plan fund has coilected and earned $26.4 million from this cohort_(prir}cipal

plus earnings from 800’, plus the earnings from the 20% who withdraw). The cost of the

plan is $1.4 million, the differenée between the value of the tuition benefit and the_plan

21X




1 9-:’

funds: the pvlan can reitnburse the cplleges for 95% of actual _t'uition.- The everage' tuition
benefit r‘eceived -over 15 vears was $34,720. This would have bought 9 years of tuition
at a state college. 6.2 vears at ‘Rutgers'. or 1.9 vears at an independent college. Those
choosin‘g the public institutions \&'onld pay in less; those choosing an independent institution

would need to payv in more.

‘The value of the tuition benefits in terms of "tuition-years" and the percentage.
of the tuition Covered by the plan is the same for all entering cohorts. The absolute dollar
values, howev.er, keep grewmg at 9% per year. The bottom half of the table shows the
same information for each group of participants who reach age 18 and leave the plan.
In year 5 onlv the 67 who entered at age 14 1n year 1 leave the plan. They have pai_d an:
‘aver'age of $§1,140 for four years. which is enough to buy 2.9 vears of tuition at a state
_college. Each vear the oldest mem'bers of the next cohort leave the‘plan until year 19

when t‘h_er'e are 1;000 entef’ing and also 1,000 leaving so the plan attains stability. "

‘The three &1mulat]ons (tables 3 - 3) show the effect, respectlvel\'. of an 8
percent 9 percent and 10 percent annual tumon mcrease assuming a return on investment
~of 7 percent and 80 per'cent of the participants actually matriculating in a New Jersey
colle_ge.‘ At an 8 percent tuition increaSe, the plan will generate a surplus sufficient to
cover the actual tuition plus 2 per‘c‘ent- at 9 percent tuition increase the plan could cover
7'95 percent of actudI tumon at a 10 percent tuition increase it will cover 89 percent of
~ tuition (Column 1)..

During the first four vears of the plan there are no co<ts, since the 14-vear
olds who entered in vear 1 mll not go to college until vear 5. During the first 10-13 years,
'the costs will be relatively low; during years 19-24, the plan attains stabilitv (after vear
24 the costs rise because no new'participants at'e being added in the simulation).” Although
the average percentage of tuition reimbursed shown in tables 1 and 2 are the a\}erage'
- percentages for the cohorts, these percentages are higher in the early vears of the plan's

' operation and during the years when the plan attains stability.
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TABLE 3
. TUITION ASSURANCE PLAN SIMULATION
9% TUITION GROWTH 7% INVESTMENT RETURN 80% NJ MATRICULATION
PAYMENTS ADJUSTED TO RECEIVE $1000 TUITION AT 1986 PRICES

(A) (B) (C) (D)AVG (E)AVG (F)TOTAL (G)TUITION (H)PLAN (IDPLAN (JIPCT OF (K)AVG $ C(L)TUITION (M)TUITION (N)TUITION

ENTRY EXIT NUM- YRS YRLY PAID BENIFIT FUNDS COST TUITION  TUITION YRS VALUE YRS VALUE YRS VALUE
YEAR YEAR BER PAID  PAYT $MIL $MIL $MIL $MIL COVERED BENEFIT STATE C  RUTGERS . INDEPNDT
1 1000 11.0 1780 - 19.6 27..8 26 .4 1.353 0.95 34,720 9.0 6.2 1.9
2 1000 '11.0 1940 21.4 30.3 28.8 1.475 0.95 37,840 9.0 6.2 1.9
3 1000 .11.0 2120 - 23.3 33.0 31.4 1.608 0.95 41,250 9.0 6.2 1.9
G 1000 11.0 2310 25.4 36.0 34.2 1.752 0.95 446,960 9.0 6.2 1.9
5 1000 11.0 2510 27.7- 39.2 37.3 ° 1.910 0.95 49,010 9.0 6.2 1.9
6 1000 11.0 2740 30.1 62.7° 40.7 2.082 0.95 53,620 9.0 6.2 1.9
7. 1000 11.0 2990 32.9 466 .6 464.3 2.270 0.95 58,230 9.0 6.2 -1.9.
8 1000 11.0 3260 35.8 50.8 48.3 2.474 0.95 63,470 9.0 6.2 1.9

.9 1000 11.0 -3550 39.0 55.3 52.6 2.696 0.95 69,180 9.0 6.2 1.9
10 1000 11.0 3870 42.5 60.3 57 .4 2.939 0.95 75,410 9.0 6.2 1.9
11 1000 11.0 4220 46.4 65.8 62.5 3.203 0.95 82,190 9.0 6.2 1.9
12 1000 . 11.0 4600 50.5 71.7 68.2 3.492 -0.95 89,590 9.0 6.2 . 1.9
13 1000 11.0 5010 55.1 78.1 76.3 3.806 0.95 97,650 9.0 6.2 1.9
14 1000 11.0 5460 60.1 85.2 81.0 4.149 0.95 106,440 9.0 6.2 1.9
15 1000 - 11.0 5950 65.5 92.8 - 88.3 4.522 0.95 116,020 9.0 6.2 1.9
16 1000 11.0 6490 71.4 101.2 96 .2 4.930 0.95 126,460 9.0 6.2 1.9
17 1000 11.0 7070 77.8 110.3 104.9 5.373 0.95 137,840 9.0 6.2 1.9
18 1000 11.0 7710 . 84.8 120.2 116.3 5.857 0.95 150,250 9.0 6.2 1.9
19 1000 11.0 8400 -92.4 131.0 126.6 ~ 6.386 0.95 163,770 ‘9.0 6.2 1.9
20 . 1000 11.0 9160 100.7 142.8 135.8 6.959 0.95 - 178,510 . 9.0 6.2 1.9

. 5 67 4.0 1140 0.3 0.3. 0.3 0.003 0.99 5,650 2.9 2.0 0.6
6 133 9.5 1220 0.7 0.7 0.7 0.008 0.99 6,930 3.2 2.2 0.7 .
7 200 5.0 1300 1.3 1.3 1.3 0.016 0.99 8,390 3.6 - 2.5 0.7
8 267 5.5 -1380 2.0 2.1 ‘2.1 0.030 0.99 10,050 - 3.9 2.7 0.8
9 333 6.0 1470 2.9 3.2 3.1 0.052 0.98 11,960 4.3 3.0 0.9
10 400 6.5 1570 6.1 6.5 4.4 0.083 0.98 14,120 4.7 3.2 1.0
11 467 7.0 1670 5.5 6.2 . 6.1 0.128 0.98 16,570 5.0 3.5 1.0
12 533 7.5 1780 7.1 8.3 §.1 0.190 0.98 19,350 5.4 3.7 1.1
13 600 8.0 1900 9.1 10.8 10.5 0.280 0.97 22,500 5.7 4.0 1.2
146 667 8.5 2020 11.5 13.9 . 13.5 0.396 0.97 26,060 6.1 4.2 1.3
15 733. 9.0 2160 14.2 17.6 17.1 0.553 0.97 30,080 6.5 4.5 1.3
16 800 9.5 2300 . 7.5 22.1 2% .4 0.752 0.97 . 36,600 6.8 6.7 1.4
17 867 10.0 2450 21.2 27.5 26 .5 1.017 0.96 39,700 7.2 5.0 1.5
18 933 10.5. 2610 25.6 33.9. 32.6 1.362 0.96 45,440 - 7.5 . 5.2 1.6
19 1000 11.0 2790 30.7 461.5 39.7 1.789 0.96 - 51,890 7.9 5.4 1.6
20 1000 11.0 3040 33.4 45.3 43.3 1.955 0.96 56,560 . 7.9 5.6 1.6
21 1000 11.0 3310 36.4 - 69.3 47 .2 2.124 0.96 61,640 7.9 5. - 1.6
22 1000 11.0 3610 . 39.7 53.8 51.4 2.320 0.96 67,200 7.9 5.4 1.6
23 1000 11.0 3940 63.3 58.6 56.1 2.534 0.96 73,250 7.9. 5.4 1.6
24 1600 11.0 4290 4q7.2 63.9 61.1 2.157 0.96 79,840 7.9 5.4 1.6
25 933 11.5 4630 4q9.7 67.9 64.9 2.990 0.96 . .90,980 8.2 5.7 1.7
26 867 12.0 5000 52.0 71.7 65.5 3.232 0.95 103,480 8.6 5.9 1.8
27 800 12.5 5380 53.8° - 75.2 71.7 - 3.478 0.95 117,490 9.0 6.2 1.8
28 733 13.0 5790 55.2 78.1 76.4 3.722 0.95 133,190 9.3 6.9 1.9
29 667 13.5 6230 56 .1 80.4 76.5 3.952 0.95 150,750 9.7 6.7 2.0
30 600 14.0 - 6700 56 .3 81.8 77.6 4.157 0.95 170,410 10.0 6.9 2.1
31 . 533 14.5 7200 55.6 82.1 77.8 - 6.323 0.95 192,390 10.4 7.2 2.1
32 467 15.0- 7730 56.1 81.0 76 .6 4.422 0.95 - - 216,930 10.8 7.4 2.2
33 400 15.5 8300 51.4 78.2 73.8 4.426 0.94 266,330 11.1 7.7 2.3 .
36 .333 16.0 8900 47.5 73.3 65.0 6.310 0.96 274,910 11.5 1.9 2.4
35 267 16.5 9560 42.0 65.9 61.9 %.026 0.94 309,010 11.8 8.2 2.4
36 200 17.0 10250 36.9 55.5 52.0 3.521 0.94 347,040 12.2 8.4 2.5
37 ‘133 17.5 11000 = 25.7 41.5 38.8 2.736 0.93 389,390 12.5 8.7 2.6
38 67 18.0 .1:800 . 16.2 23.% 2.7 1.593 0.93 © 436,570 12.9 8.9 2.7
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' "TABLE 4
TUITION ASSURANCE PLAN STMULATION
8% TUITION GROWTH . 7% INVESTMENT RETURN 80% NJ MATRICULATION
- PAYMENTS ADJUSTED TO RECEIVE $1000 TUITION AT 1986 PRICES

fA) (B) (C) (D)AVG (E)AVG (F)TDTAL (G)TUITION (H)PLAN (I)PLAN (J)PCT OF (K)AVG $ (L)TUITION (M)TUITION (N)TUITION

ENTRY EXIT NUM- _ YRS  YRLY PAID BENIFIT.  FUNDS - COST TUITION ~ TUITION YRS VALUE YRS VALUE YRS VALUE
YEAR YEAR BER =~ PAID PAYT " MIL SMIL $MIL $MIL COVERED ~ BENEFIT STATE C RUTGERS  INDEPNDT
1 1000 11.0 1660 18.3 26.4 24.9 -0.444 1.02 30,550 9.0 6.2 1.9.
2 1000 '11.0 1800 19.7 26.4 26.9 -0.479  1.02 33,000 9.0 6.2 1.9
3 1000 - 11.0 1940 21.3 28.5 29.0 -0.517 1.02 35,640 9.0 6.2 1.9
4 1000 11.0 2090  23.0 30.8 '31.3 -0.559 1.02 38,6490 9.0 - 6.2 1.9 =
5 1000 11.0 2260 ~ 24.9 33.3 33.9 -0.603 1.02 41,570 9.0 6.2 1.9
6 1000 11.0 2440 26.9 35.9 36.6 -0.652 1.02 . 44,890 9.0 6.2 -~ 1.9
7 1000 11.0 2640  29.0 38.8 39.5 -0.704 1.02 48,480 9.0 6.2 1.9
8 1000 11.0 2850  31.3 41.9 42.6 -0.761 1.02 - 52,360 9.0 6.2 1.9
9 1000 11.0 3080 33.8 45.2 46.1 -0.822 1.02 - 56,550 9.0 6.2 1.9
10 1000 11.0 3320 36.5 ' 48.9 49.7 -0.888 1.02 61,070 9.0 6.2 1.9
11 1000 11.0 3590 39.5 52.8 53.7 -0.959  1.02 65,960 9.0 6.2 1.9
12 1000 11.0 3880 42.6 57.0 58.0 -1.036 1.02 71,230 9.0 6.2 1.9 .
13 1000 11.0 6190  46.0 61.5 62.7 -1.118 1.02 76,930 9.0. 6.2 1.9
14 1000 11.0 4520 49.7 66.5 67.7 -1.208 1.02 - 83,090 9.0 6.2 1.9 .
‘15 1000 11.0 4880 53.7 71.8 73.1 -1.3064 1.02 89,730 9.0 6.2 1.9
16 . 1000 11.0 5270 58.0 77.5 78.9 -1.408 ° 1.02 96,910 9.0 6.2 1.9
17 . 1000 11.0 5690 62.6 83.7 85.3 -1.521 1.02 104,670 9.0 6.2 1.9
18 . 1000 11.0 6150 67.6 90.4 92.1 -1.643  1.02 113,040 9.0 6.2 1.9
19 . 1000 11.0 6640 73.1 97.7 99.4 -1.775 1.02 122,080 9.0 6.2 1.9
20 . 1000 11.0 7170  78.9 105.5 107.4 -1.917 1.02 131,850 9.0 6.2 1.9
L 5 67 6.0 1130 0.3 0.3 0.3 -0.004 1.01 5,440 2.9 2.0 0.6
6 133 4.5 1190 0.7 0.7 0.7 -0.011  1.02 6,610 3.3 2.2 0.7
7 200 5.0 1260 1.3 1.3 1.3 -0.020 1.02 7,940 . 3.6 2.5 0.7
8 267 5.5 1340 2.0 2.0 2.0 -0.03¢ 1.02 9,430 4.0 2.8 0.8
9 333 6.0 1410 2.8 3.0 3.0 =0.052 1.02 11,110 4.3 3.0 0.9 .
10 400 6.5 1490 3.9 4.2 4.2 -0.075 1.02 12,990 4.7 3.2 1.0
11 467 7.0 1580 5.2 5.6 5.7 -0.105 1.02 15,110 5.1 3.5 1.0
12 533 7.5 1670 6.7 7.5 7.6 -0.140 1.02 17,490 5.4 3.8 1.1
13 600 8.0 1770 8.5 9.7 9.9 -0.186 1.02 20,160 5.8 4.0 1.2
14 667 8.5 1870 . 10.6 12.3 12.6 -0.235 1.02 23,120 6.1 4.3 1.3
15 733 9.0 1980  13.1 15.5 15.8 -0.300 1.02 26,430 6.5 6.5 1.3
16 800 9.5 2090 15.9 19.3 19.7 -0.371 1.02 30,130 6.9 4.7 1.4
17 867 10.0 2220 19.2 23.8 26.2 -0.452 1.02 34,260 7.2 5.0 1.5
18 .~ 933 10.5 2350 23.0 29.0 '29.6 -0.566 1.02 38,850 - 7.6 5.2 1.6
19 1000 11.0 2480 21.3 35.2 35.8 -0.645 1.02 43,960 8.0 5.5 1.6
20 1000 11.0 2680 29.5 33.0 38.7 -0.696 1.02 47,480 8.0 5.5 1.6
21 1000 11.0 2900 31.9. 41.0 41.8 -0.755 1.02 51,270 8.0 5.5 1.6
22 1000 11.0 3130 34.4 46 .3 45.1 -0.813 1.02 55,370 8.0 5.5 1.6
23 1000 11.0 - 3380 37.2 47.8 48.7 -0.875 1.02 59,810 3.0 . 5.5 1.6
26 1000 11.0 3650 40.1 51.7 52.6 -0.956 1.02 - 64,580 8.0 5.5 1.6
25 933 ‘11.5 3910 42.0 56.4 55.5 -1.007 _1.02 . 72,920 8.3 5.7 1.7
26 867 12.0 4180 43.5 57.0 58.0 -1.060 1.02 82,180 8.7 6.0 1.8
27 800 12.5 4470 66.7 59.2 60.3 -1.103 1.02 92,450 9.0 6.2 1.9
28 © 733 13.0 4770 45.5 60.9 62.1 -1.133 1.02 103,840 9.4 6.5 1.9
29 667 13.5 5090 45.8 62.1 63.3 -1.153 1.02 116,460 9.8 6.7 2.0
30 600 16.0 5430 45.6 62.6 63.8 -1.158 1.02 130,440 10.1 7.0 2.1
31 533 14.5 5790 46.8 62.3 63.6 -1.136 1.02 145,910 10.5 7.2 2.2
32 467 15.0 6170 43.2 60.9 62.0 -1.099 1.02 163,020 10.9 7.5 2.2
337 400 15.5 6570 40.7 58 .2 59.3 -1.035 1.02 181,920 11.2 7.7 2.3
36 333 16.0 7000 37.3 56.1 55.0 -0.943 1.02 202,820 11.6 . 3.0 2.6
35 267 16.5 7450 - 32.8 48.2 49.0 -0.821 1.02 225,890 11.9 8.2 2.5
36 200 17.0 7930 27.0 40.2 40.9 -0.667 1.02 251,350 - 12.3 8.5 2.5
37 133 17.5 .8440, 19.7 29.8 30.3 -0.478 1.02 279,440 127« - 8.7 2.6
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TABLE 5
TUITION ASSURANCE PLAN SIMULATION
10% TUITION GROWTH - 7% INVESTMENT RETURN .80% NJ MATRICULATION
PAYMENTS ADJUSTED TO RECEIVE $1000 TUITION AT 1986 PRICES

(A) (B) .(C) (D)AVG (E)AVG (F)TOTAL (G)TUITION (H)PLAN (I)PLAN (JIPCT OF (K)AVG $ (L)TUITION (M)TUITION (N)TUITION

ENTRY EXIT NUM- YRS " YRLY PAID  BENIFIT FUNDS COST TUITION TUITION YRS VALUE YRS VALUE YRS VALUE
YEAR YEAR BER PAID PAYT $MIL - $MIL $MIL -~ $MIL COVERED BENEFIT STATE C RUTGERS INDEPNDT
1 1000 11.0 1910 21.0 31.6 28.1 53.474  0.89 39,450 9.0 6.2 1.9
2 1000 -‘11.0 - 2100 .= 23.1 36.7 30.9 3.822 0.89 43,400 9.0 6.2 1.9
3 1000 . 11.0 2310 . 25.4 38.2 34.0 6.203 0.89 47,730 9.0 6.2 1.9
4 1000 11.0 25640 28.0 42.0 37.4 6.624 0.89 . 52,510 9.0 6.2 1.9
5 1000 11.0 2800 30.8 66 .2 91.1 5.086 0.89 ‘57,760 9.0 6.2 1.9
.6 1000 11.0 3080 33.8 50.8 45.2 5.594 0.89 63,530 9.0 .. 6.2 1.9
7 1000 11.0 3380 37.2 55.9 49.8 6.154 0.89 69,890 9.0 6.2 1.9
8 1000 11.0 3720 40.9 61.5 56.7 6.770 0.89 76,880 9.0 - 6.2 1.9
9 1000 11.0 4100 5.0 67.7 60.2 7.448 0.89 846,570 9.0 6.2 1.9
10 1000 11.0 4500 99.5 76.49 66.2 8.193 0.89 - 93,020 9.0 6.2 1.9
11 1000 11.0 4960 56.5 81.9 72.8 9.012 0.89 102,320 9.0 6.2 1.9
12 1000 11.0 5450 60.0 90.0 80.1 9.914 0.89 112,560 9.0 6.2 1.9
13 1000 11.0 6000 65.9 99.1 88.1 10.905 0.89 123,810 9.0 6.2 1.9
14 1000 11.0 6590 72.5 109.0 97.0 11.995 0.89 136,190 9.0 6.2 1.9
15 1000 11.0 7250 79.8 119.9 106.7 13.195 - 0.89 149,810 9.0 - 6.2 1.9
16 1000 11.0 7980 87.8 131.8 117.3 14.515 :0.89 164,790 9.0 6.2 1.9
17 1000. 11.0 8780 96 .6 145.0 129.1 15.967 0.89 181,270 9.0 6.2 1.9
18 . 1000 11.0 9660 106 .2 159.5 142.0 17.563 0.89 199,400 9.0 6.2 1.9
19 . 1000 11.0 10620 116 .8 175.5 156.2 19.320 0.89 219,340 . 9.0 6.2 - 1.9
20 . 1000 11.0 11680 128.5 193.0 171.8 . 21.252 0.89 241,280 9.0 6.2 1.9

. 5 67 4.0 1160 0.3 0.3 0.3% 0.010 0.97 . 5,860 2.8 2.0 0.6
6 133 6.5 . 1250 0.7 0.8 +0.7 0.027 0.97 7,250 3.2 2.2 0.7
7 200 5.0 1340 1.3 1.4 1.6 0.056 0.96 - 8,860 3.6 2.5 0.7
8 267 5.5 1430 2.1 2.3 2.2 0.100 0.96 10,720 3.9 2.7 0.8
9 333 6.0 1540 3.1 3.4 3.3 0.166 0.95 12,860 4.3 2.9 0.9

10 400 6.5 ' 1650 4.3 4.9 9.6 0.260 0.95 15,330 9.6 3.2 1.0
11 . 467 7.0 1770 5.8 6.8 6.4 0.392 0.94 18,160 5.0 3.4 “1.0
12 533 7.5 1900 7.6 9.1 8.6 0.572 0.94 - 21,400 5.3 3.7 1.1
13 600 8.0 2040 9.8 12.1 11.2 0.813 0.93 25,100 5.7 3.9 1.2
14 667 8.5 2190 12.4 15.6 14.5 1.138 0.93 29,340 6.0 - 9.2 1.2
15 733 9.0 2350 15.5 20.0 18.5 1.561 0.92 34,170 6.4 4.4 1.3
16 800 9.5 - 2520  19.2 25.46 23.3 2.111 0.92 39,680 6.7 6.7 1.4
17 867 10.0 2710 23.5 31.9 29.0. 2.817 0.91 45,950 7.1 4.9 1.5
18 933 10.5 2910 - 28.5 39.6 . 35.9 3.712 0.91 53,070 7.5 5.2 1.5
19 1000 11.0 3130 36.4 68.9 949.1 4.850 0.90 ' 61,160 7.8 5.4 1.6
20 1000 11.0 3440 37.9 - 53.8 8.5 5.335 0.90 67,280 7.8 5.4 1.6
21 1000 11.0 3790 - 41 .6 59.2 . 53.3 5.863 0.90 . 764,000 7.8 5.4 1.6
22 1000 11.0 6170 - 45.8 - 65.1 58.7 6.452 0.90 81,400 7.8 5.4 1.6
23 1000 11.0 4580  50.4 71.6 646.5 7.098 0.90 - 89,540 7.8 5.4 1.6
246 1000 11.0 5040 55.4 78.8 71.0 7.807 0.90 98,490 7.8 5.4 1.6
25 933 11.5 5490 58.9 846.6 76.1 8.528 0.90 113,280 8.2 5.6 1.7
26 867 12.0 5970 62.0 90.1 80.9 9.271 0.90 - 130,020 8.5 5.9 1.8
27 800 12.5° 6680 66G.8 95.3 . 35.3 10.021 0.89 148,980 8.9 6.1 1.8
28 733 13.0 7030 67.0 100.0 89.2 10.764 0.89 170,430 . 9.2 6.4 1.9
29 667 13.5 7620 68.6 103.8 92.4 11.466 0.89 194,680 9.6 6.6 . 2.0
30 600 14.0 + 8260 69.3 106.6 94.5 12.090 0.89 222,080 9.9 6.9 2.1
31, .533 14.5 8940 69.1 108.0 95.4 12.584 0.88 253,010 10.3 7.1 2.1
.32 . 467 15,0 9680 67.7 107.5 . 96.6 - 12.890 0.88 287,910 10.7 7.6 2.2
33 . 400 15.5 10470 66.9 104.7 91.8 12.929 0.88 . 327,270 11.0 7.6 . 2.3
349 333 16.0 11330 60.49 99.1 - 86.5 12.592 0.87 371,600 ~11.4 1.9 2.3
- 35 267 16.5 12250 53.9 89.9 78.2 11.768 0.87 421,540 11.7 8.1 2.4
36 200 17.0 13250 45.1 76 .6 66.1 10.297 0.87 477,730 12.1 8.3 2.5
37 133. 17.5 14330 - 33.4 57.7 49.7 8.004 0.86 540,980 12.4 8.6 2.6
38 67 18.9 15490 18 .6 2.6 28.0  6.660 0.86 612,070 12.8 8.8 74
20000 1.0 s47p 12nc vent T m e -



- Actual Tuition '

Average Actual Tuition

Beneficiary

“Cash Surrender Value

- Credit Exchange Rate
Current Value
Designated Institution
Interest-Bearing Option

Par‘t'ic:ipating' Institution

[
ol
.

GLOSSARY

Tuition charged by an institution in any yéar.

Actual tuition,averaged‘ among all participating institutions,
weighted by the number of credits. assured through the plan

and claimed in any vear.

Individual identified to receive the credits assured through
this plan. Beneficiary must be younger than age 15 and must

have been a New Jersey resident for at least twelve months

-prior to the date the policy is issued on his or her behalf.

The amount the policy pays out if the sponsor or beneficiary

 decide to withdraw from the plan.. Under the tax-free

. xvithdrfa\\'al option, the cash surrender value equals the principal

paid in. Under the ihter‘est-bearihg option, the cash surrender

value equals principal plus interest. set at a rate to be

‘determined by the Authority.

The rate at which credits at the designated institution e’xchahge

for credits at alternative institutions. It is based on relative

tuition costs in the vear the policy is purchased. -
The pi’ice of tuition at the time the policy is opened.

The institution whose tuition is purchased on a pdlicy. There

c_van’not be more than one designéted institution per policy.

‘One option that allows spc'msor‘»to. withdraw from the plan

" and receive interest set at a rate determined by the Authority.

All New Jerseyv collegiate institutions that offer tuition under -

“the Tuition Assurance Plan. This includes all public institutions

~-and all private institutions that wish to participate.
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Plan Fund
Premium
Redemption Value

Sponsor

. Surplus Distribution

Tax-Free Option

24,

All monies invested in the Tuition Assurance Plan and all interest

earned on those monies.

The surcharge added to the current value of assurance polici‘és

purchased with the interest-bearing withdrawal o‘ptio,n.

The investment value of a tuition assurance policy at the time

it is redeemed for tuition.
The individual who buyvs an assurance policy.

The distribution of surplus fund earnings among participating

_institutions.

One withdrawal option. Tt allows the sponsor to avoid taxes
on the accrued value of the policy by foregoing all interest

if the policy is withdrawn.

",27X




BOX 206

SUMMIT, NEW JERSEY 07901 -

(201) 277-3738

- TESTIMONY
of the

IO AN

- BLOOMFIELD COLLEGE
CALDWELL COLLEGE

- CENTENARY COLLEGE.
COLLEGE OF SAINT ELIZABET™
N DREW UNIVERS.T ¢
FAIRLEIGH DICKINSON UNIVERSITY
FELICIAN COLLEGE

GEORGIAN COURT COLLEGE
MONMOUTH COLLEGE
PRINCETON UNIVERSITY

) RIDER COLLEGE

SAINT PETER'S COLLEGE

SETONHALL UNIVERSITY'

 STEVENS INSTITUTE OF TECHNOLOGY

UPSALA COLLEGE
~ WESTMINSTER CHOIR COLLEGE

'ASSOCIATION OF INDEPENDENT COLLEGES AND UNIVERSITIES

in
on
S-2499

THE GUARANTEED OOLLEGE TUITION INVESTMENT PROGRAM

Robert Janiszewski
- Vice President

February 11, 1987

20X




Mr. Chairman and members of the committee:

On behalf of the Association and our 16 member institutions, I
thank the committee and the bill sponsor, Senator Dalton, for the
opportunity to share with you our thoughts and concerns regarding
S2499/A3076, the Guaranteed College Tuition Investment Program.

As introduced, the legislation is designed to address several
specific policy areas which are appropriately of legislative concern.
Senator Dalton and the ¢co-sponsors of the bill are to be cammended
for their sensitivity to these issues as well as their creativity in
crafting a proposed solution to the problems of flnanc1ng collegiate
educatlon : :

AFFORDABILITY OF COLLEGE

, Central to the issues raised in the proposed leglslatlon is a
growing concern regarding the affordablllty ‘of higher education.
Education and access to it have been the cornerstones of the American
Experience. Recently, however, increasing attention and growing con-
cern over the cost of a college education has bequn to raise questions
regarding access to higher education. Several recent studies have re-
vealed same dlsturblng data. : ' ~

-A 1985 Roper ‘Poll examined public attitudes toward higher edu-

- cation. The data revealed that 3 of 4 families surveyed pre-
ferred that their children attend an independent college. Of
those, only 25% believed that thev would be able to afford the
cost of education when their child was of age. :

-On December 29, 1986, the COngressional Joint Economic'Ctnndttee
released the result of a study of higher education flnanc1ng
The report concluded as follows:

"Growing student indebtedness has raised gquestions
about the implications of debt burdens for the
national econamy, for the individual well-being

- of borrowers, for equality of access to higher edu-

- cation, and even for the educational process itself."

According to the study, student borrowing from federal, state,
or institutional lending programs rose from $3.5 billion in
1975-76 to $9.8 billion in 1985-86. During the same period,
federal grants and scholarships fell same 62% fram $13 billion
to $5 billion. ' ‘ ’

-The New Jersey Department of Higher Education studies of minority
-enrollment in colleges and universitiles indicate a dramatic down-
turn in the numbers of minority students who enroll and success-

fully camplete collegiate programs in New Jersey.
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Against this backdrop, it should come as nc surrrise that students
and. their families have became more concerned regaralng their ability
to afford a college education. This growing pessimism has been further

‘magnified by the Reagan administrantion's continuing attempts to sharplyg]‘

reduce the feizral role in financing educatior.. Secretary Bennett's
current budse: proposal for FY88, ‘submitted to the Congress last month,
- would slash ecucation funding by 30%. Student e-Z accounts would be
cut by over 48%.

DHE analy51s of the federal budget proposal reveals a projected
loss to New Jersey students at $80 million in a wide variety of pro-
grams. Over 100,000 students would be affected through reductions
or eliminations of a wide variety of aid programs  (See attachment
A for details). A .

Hav;nc sucgested such a dramatlc reductlon in ald, Secretary
Bernett proposes to replace the lost grant dollars with a new Income
Contingent Loan Program (ICL). The proposal would significantly in-
crease current debt ceilings, the service for which would be paid at
market rates. The practical effect of the proposal would be a sub-
stantial increase in debt burden assumed bv college students. Mr.
Bennett caommented that.his goal will be to "continue to shift emphasis
fraom grants to loans." 1In his January 8, 1987 memorandum to college
presidents, C*'ﬁcellor Hollander describe¢ the proposed budget as an
effort to "cortinue to pass the educational cost burden onto states,
institutions, lenders and, most of all, students and their families."

_Each element cited above reveals both the broad-scale neture>of
" the debate and the camplexity of the issues being discussed. What-
ever directions are to be taken in the future, all colleges and uni-

- versities, public and- 1ndependent alike, will be substantially impacted.

Of even dgreater concern is the impact that these proposed changes will
have on future generations of students seeking the benefits of higher

education. It 1s within this context that we respond tc vcur génerous
invitation tc submit ccnnentary on S2499/A3076. ~ ’

THE PROPOSAL

Since Senator Dalton first introduced this leg-slat;o“ ir ¢986
our Association has encouraged each institution to carefully caiculate
the potential campus impact that the bill would produce. During the
‘process several study groups have been formed to consider the bill and
to make suggestions for lmprOVLng the proposal -During the fall of 1986,
our association was successful in encouraging the National Association
of Independent Colleges and Universities (NAICU) tc form a Task Force
to review the Dalton Plan and to review all such plans which have been
put forwarcd in various states. The Task Force was asked toc consider.
whether the tuition prepayment concept could be implemented as part of
the process to assure that independent colleges ané universities will
continue to be affordable. Further, the group was to carefully monitor
developments on the state level to deternune whether or not such plans

o X
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were intended to rerlace current state grant procrams already in rlace
(as in the case of the federa1 shift from gran s to loans).

In forming the Task Force, President Rlchard Rosser stated,"It is
imperazzive for the future of Americen Ligher ecucation that students
continue to have the choice of indereniznt college or university ecu-
cation. To rerain strocng and compezi<:ve, independent institutions
‘must pe affordakle. To this end we mast 1) assure that federal and
state student aid programs are sustained and strengthened; 2) persue
every opportur.lty to promote family savings for college; and 3) mitigate
wherever possible the effects of tuition Increases. Tuition prepayment
mav be & ﬂe=“¢ cf helping to achieve the second and third of these im—
po*tan* gOa..L S. : :

After several months of SLuA’, the NRICU Task Force recently
relezsed an interim repcrt wnich reﬂonne::s that a nationel aiternative
vian be developed. They concluded that such a plan, if oroperly design-
s and carefully implemented, could ke ar. important part of a long term
solution to the affordability problem confronting independent higher
education. As the New Jersey independent colleges and universities .
we see precious little hope that such a national model will be designed
and implemented in the near future. - Our students and our colleges and
universities need help in the near term. Perhaps the time has come
for the states to play the leadsrship role in innovative programming
an?d funding of education. Should enough do sc, a national response
may very well follow. -

Durlng the study of a wide varlety of prepaymen* plans, ATCUNJ
has come tc believe that the followirs are essential considerations
in the development of any broacdly bas=c¢ program cf tuition prepayment:

1. The H‘an should supplement, not supplant existing student aid.
Even a highly effective prepayment plan can onl:y be nart of the
sclution to the problem of financinc higher education., It is
imperative that existinc student aid procrams 2zt the federal
and state levels not be diminished. Tuition prepavment is a
viable alternative only to families with incomes sufficient to
allow considerable savincs for educa+ion. Peorle who. are in no
positicn tc save will continue to nesd assistancs for their
higher ecducation from bcth federal anc state sources.

2. The pian should enhanse student choice.
A tuition prepayment program shou's increzses the rarge of ch01ces
which students are able to make about their educations.

3. The plan should be simple. , :
Provisicns and requirements of the plar shcuid be easily under-
stood by potential purchasers of t41tlon and by participating

. colleges ané universities. o '
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The “lan should orov1de For portabxlltv.

When chiidren whose college tuition was y‘eru-u reach college
age, they should have the widest range of opportunities to
select among colleges and universities. Such selection should

- v- na restricted by limitations on geocraohic location, or

e of eauczticnal progranm. Wrile we rezoonize that the bill
befcre the comattes may alsc acdress tne orcblem of out-
migratior. of students by encouraging iL-Stute recruitment,

& ceneral policy of portability shoulé be iTpiemented. Other
factcrs such as state funding and/or management of the program -
may mitigage against this approach but the program should seek
o encourage broader cheoice rather than be used as a devise to
1imit cheice. - '

The plan should be structured tc receive appropriate incentives
from feceral anc state govermment.

The plan should be dev1sed to recognize tha‘ the practice of
pilanning for the financing of college is dessrving of reasonable
incentives provided by the federal and state government(i.e.,
matching grants, non-taxing of scholarships,. grants, ect.)

An essential element of such a plan is that payments be considered
‘as purchases-of a service to be obtained at a future date, rather
than savings deposits or other investments, the increased value

of which would be subject tc income taw. In receiving prepayment -
the seller is making a commitment tc provide the purchaser a pre-
determined amount of service without additional adjustments in
price when the service is provided. Provisions offering a guaran-

teed rate of return to the purchaser could have the effect of

eliminating the distincticn between a prepayment and an investment..

The plan must be structured tc insure the intecrity of funds and
reasonable allocatior c¢f risk between purchasere and participating
institutions. ' ' -
Persons who make tulticr prepayments must have & high degree of
confiderce that pericrmzrics of services wilil Tt ope at risk and
_mstitutions must have confidence that the vielc of precayments

at maturity will be sufiicient to cover the posts of education.

The program should not resirict the abllltV of inst ;tut*on= To
set their own. tuition rates.

The financialvinstrument coi the plan should be some form of cer-
tificate with values denominateé in understandatle unite for all
or some portion of a college education anc with z specific maturity
date. Values could be developed in such & ranner as to accarodate
pr1c1n~ variations among PcIthlpatlnC institutions.

Some a;l:wance shoulid be made fc‘ limited tra:s_e“ubl_;;" cf bene-
;‘-s, e.c. to all siblings in the family.
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&. Provisicn should be made for extension of the méturityvdate
tc allow for the beneficiary's delayed entrance into college
or for transfer: of benefits to ycunger siblings. :

SUMVARY ANT ”"‘N:"L'JS:O‘J“

“Far:lies wishing tc exercise the cricice of hicher education for
their children are confronted by lncreasing obstacies in the: path of
~such a cno;ce. The declining availability and value of federal grants,
the rising price of tuition and other ccllege costs, and the mounting
Jburdens resuiting fram over-reliance on loans present a discouraging
prospect. The Reagan administration's proposal to slash student aid
expenditures same 48% in fiscal 1988 is a further discouragement. At
the same time, colleges and universities are increasingly in need of
the means to make themselves affordable to prospective students from
all income levels. The aual system cf highcr education--public.and
independent--which has been the hallrark and pride of American higher
learning, must be securec anc encouraged.

One part of a solution to this many-faceted problem may lie in the
prepayment program approach. Such a plan would need to make full use
of the great diversity which is the strength of our system of higher
~education. It should be creatively designed to accommodate this valuable
diversity. Further, it must be underszood that this agp*uaeh may pro-
vide but one element in a wide array of aid programs wnich will be
- essential to continue to offer both access andé ch01ce to future generations
of students and their families. ’ »

Addltlona‘iy we mast understand that even the mcs:t carefullv craftec
preya;nent plan may have a difficult road (absent legislation to provide
specifically for tax exemption) to pass muster before the Internal Revenue
Service as exempt fram taxation. As  the primary incentive to any pre-
payment plan, the legislation mast be carefully drafted to maximize the
potentizl Zor such an excluseen

In sumary, prepayment plans may very well be a valiuaile tool in pro-
viding families with alternate ways to finance higher education.  Such
pians are compliex and will z2ffect both . students and instliiciizcne in e
wide variety of ways, scme of wiiich have yet to be discovered. This Iact
suggests that we proceed with deliberative caution as we explore thiis
uncharted area. AICUNJ recommencs that this commiitee create a Seiect
Comittee charyed with the responsibility of carefully reviewing &ll such
plans which have been introduced in lezislatures across the natior, to
consult with recognizec national esxperts, to seex clarification from the
Internal Rsvenue Service, and to reocrt back tc the comittee not later
than Sertember (or other appropriate date) with their recammendations.

The group could be a creature of the lecislature or of the DEE and should
inclucde recresentatives of each secto* of the collegiate comunity, staff
from thi-lEQ-e‘a;Jre and the depar - ¢f hig gher educetion as well as the
Treasurer's offic ané could be cha-rec bs Chancellcr Holliander, other
DHE staff, or ky Senator Deltomn.

Wha*e”er the cutcome, we look forwarc tc & continuinc dialogue re-
garding this leulslatlo. anc any ‘other proposals which advance the cause
of education. . _



EPPECTS OF ADMINISTRATION'S PY 88 BUDGET PROPOSALS: COST TO NEW JERSEY -

(1) - Shift 2/3 of the cost o_t‘ the Guaranteed Student Loan program from
the federal government onto the students and the states.

ehmmate the 8% in-school interest subsxdy to students. I 16 n

- lower the Spectal Allowance to lenders from 3. 25% to 2.75%
and shift the cost from the government to students after 2
years of repayment o _ _ S8 1M

- charge a Q% Guarantee Fee on all new. loans (vs current S%a $ B
_ orxgmatnon fee) :

- eliminate federal Administrative Cost Allowance to state o8 2m
agencies : .
- reduce federal insurance coverage rrnm 100% to 90% of defeultt o $ 5

clalm dollars

- mamtaln undergraduate borrowmg limit at $2,500
(instead of the $2,650 for lower division/$4,000 upper division
student borrowing limits established through reauthorization) ‘
. : ' Sub-Total $ 32

(2) Reduce Pell Grant funding by 30%.

= maintain maximum awards at $2,100.
(although reauthortzatlon extended maximum awards to §2, 300)

- tlghten elnglbtlxty requxrements to eliminate families with
incomes over $20,000:
(current eligibility is generallv limited to famxlxes with mcomes
under $28, 900)" »

- ellmmate the college administrative cost allowance. o
: i : ' Sub-Total §$ 18
‘(3) Ellmmate fundmg for all campus-based prograrns and State Student
Incentive Grants :

Work-study program

$13

Supplemental Grants (SEOG) $ 81

- NDSL Capital contribution S I
SSIG grants _ $ 21
Sub-Total '$ 29

TOTAL Cost to New Jersey $80+
'l‘OTAL NUMBER OF STUDENTS AFFECTED (Duphcated Coum) - -

~ GSL loan costs increased = 80,000 -~ (100%)

- Pell Grants reduced or lost - 20,000 (40%)
Work-study jobs lost o 15,000 (100%)
SEOG grants lost ' 15,000 - {(100%)
SSIG State grant supplementals lost © 37,000 : (100%)

(Reduction of TAG awards)
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*  Does not include the potential exposure of the Righer Education
o Assistance Authority reseérves or the future cost to students, lencers
af N‘“" and the Stste. The projections do not sssume a drop 'n lender or
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