
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - REGULAR SESSION 

SUBCOMMITTEE ON EDUCATION 

Call to Order: By Chairman Peck, on January 24, 1989, at 8:00 
a.m. 

ROLL CALL 

Members Present: All 

Members Excused: None 

Members Absent: None 

Staff Present: Keith Wolcott, Senior Fiscal Analyst 
Sandy Whitney, Associate Fiscal Analyst 
Joe Williams, Budget Analyst, OBPP 
Claudia Johnson, Committee Secretary 

Announcements/Discussion: Rep. Peck stated he had a memo from 
MSU that he would pass around and asked the Subcommittee 
Members to sign it and chose the type of tour that they will 
want to go on. MSU will arrange to have guides. Rep. Peck 
stated that they are due to arrive there at 8:30 a.m. so 
they need to meet here at the capital 6:30 a.m. Saturday 
morning. 

HEARING ON COMMISSIONER OF HIGHER EDUCATION 
Tape No. A1\1:000 

Presentation and Opening Statement: 

Dr. Carroll Krause, Commissioner of Higher Education, stated 
that the only comments that he had regarding the Board of 
Regents, is that the budget has not been sufficient to 
accommodate the number of meetings that the Board has had to 
hold. Because of the lack of funds, the Commissioner's 
office failed to reimburse the Board of Regents for the per 
diem that was required by the statue. It became an issue 
and the Commissioner's office was written up in an audit 
report. Dr. Krause stated that they had to make a transfer 
of $5,000 from the Commissioner's office to the Board of 
Regents budget to cover the impending deficit. It created a 
significant reaction with the members of the Legislative 
Finance Committee, by agreement the Commissioner's office 
was able to retract the $5,000 and reverted it back to the 
general fund. Dr. Krause felt that the intent there was 
that the Board of Regents could ask for a supplemental to 
cover the budget deficit. Dr. Krause stated there is a bill 
that is going before the Committee for the supplemental 
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which includes that money. Dr. Krause asked the 
Subcommittee to recognize the work the Board is required to 
do, including the Vo-Ed Technical Education Center. Dr. 
Krause stated they had to have a Vocational Technical 
Education Subcommittee established and stated they have been 
very active in meeting during this transition period. Dr. 
Krause stated the board has to do such things as 
presidential interviews and periodic workshops for long
range planning, etc. Dr. Krause asked the Subcommittee to 
give favorable consideration to the recommendations made on 
the Board of Regents budget and to include the amount that 
the Commissioner's office is asking for in the supplemental. 
Dr. Krause stated the one thing they would like to have is 
for the Board of Regents and the Commissioner of Higher 
Education budget be included into one agency. 

Mr. Wolcott distributed handouts on the LFA current level. See 
Exhibit 1. The LFA current level is included at the 1989 
biennium budgeted level which includes per diem for the 
regents for 224 meeting days each year. The 224 meeting 
days allow each of the 7 members to meet for 32 days. 
Operating expenses which are mostly travel is also included 
in the 1989 budgeted level of $16,751. This begins on Page 
F-2 of the LFA analysis. See Exhibit 1. There are a couple 
of reasons for travel increase; the new regent lives 275 
miles from Helena, where most of the meetings are held. In 
some cases it requires an extra day just to do the traveling 
to attend the meetings. Mr. Wolcott referring to Exhibit 1, 
stated the difference between the LFA current level and the 
Executive, is the Executive included 44 extra days which was 
the 1988 actual expenses while the LFA did not. Mr. Wolcott 
stated that in the per diem there is $2,200 more in the 
executive than the LFA. Mr. Wolcott stated that the $2,985 
travel is not included in the LFA. Mr. Wolcott stated that 
the Subcommittee should consider increasing the per diem and 
travel to the requested level of $9,855 in FY 1990 and 
$11,285 in FY 1991 as a modified request. See Exhibit 1. 

(198) 
Mr. Noble stated that if the Regents' budget could be moved to a 

program in the Commissioner's office, they would be able to 
transfer the money if they ran into a problem. Mr. Noble 
commented that the $32,000 level in the Governor's budget is 
appropriate. 

(211) 
Rep. Peck commented that the Subcommittee will need to address 

this to see if they want to allow this money to be a part of 
the Commissioner's office budget or require it to remain 
separate. 

Dr. Krause stated that they would add it as a line in the budget 
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under a separate category but it would still be identified 
as the Board of Regents. 

EXECUTIVE ACTION: 

DISPOSITION OF BOARD OF REGENT'S BUDGET 

Motion: Rep. Marks made the motion that the Board of Regent's 
budget become a program within the budget of the 
Commissioner of Higher Education. 

Amendments, Discussion, and Votes: Sen. Nathe called the 
question. The motion CARRIED unanimously. 

DISPOSITION OF TRAVEL 

(245) 
Motion: Sen. Jacobson moved to adopt the travel amount of 

$32,817 for FY 1990 and $32,867 for FY 1991. These figures 
were recommended by the Executive budget. 

Amendments, Discussion, and Votes: Sen. Hammond called the 
question. The motion CARRIED unanimously. 

DISPOSITION OF FUNDING 

Motion: Sen. Nathe moved the funding for $32,817 for FY 1990 and 
$33,868 for FY 1991 be approved by the Subcommittee. 

Amendments, Discussion, and Votes: Sen. Nathe called the 
question. The motion CARRIED unanimously. 

HEARING ON THE BOND PAYMENTS FOR VO-TECH CENTERS 

Tape Al\1:272 
Mr. Wolcott stated that both the executive and the LFA budget has 

placed the bond payments for Vo-Tech Centers in the Board of 
Regent's budget where it was appropriated in the 1989 
biennium. Mr. Wolcott distributed a hand-out that started 
on page F-5 in the LFA analysis. Mr. Wolcott stated that 
basically the Board of Regents 1991 budget request included 
a total of $1,447,973 from the education trust. Current 
level is presented at the agency request level which is 
about 5 ! percent less than the 1989 biennium. Mr. Wolcott 
stated that the appropriation for the education trust 
requires a separate appropriation bill and the executive has 
included this amount under the general fund. Mr. Wolcott 
stated that LFA raised an issue here as to just how to do 
the Vo-Tech bond payments if the Subcommittee desired to do 
so. Mr. Wolcott said the issue is the future funding source 
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of the bond retirement for Butte, Billings and Great Falls 
Vo-Tech Center facilities and what appropriation method the 
Subcommittee should chose. The Legislature has three basic 
fund sources available to fund the bond payments: 1) to 
continue funding from the education trust, 2) to use state 
general fund, and 3) a state wide mill levy, as proposed by 
the Commissioner's Office. The education trust fund balance 
is estimated to be in excess of 8 million dollars as of July 
1, 1989. Mr. Wolcott stated there would be sufficient funds 
in the trust fund for the 1991 biennium as long as no one 
else taps into the fund. 

Rep. Peck stated that there is some disagreement about what 
reverts back to the education trust fund, and that he had 
been told there was a bill drafted to put it back in the 
eduction trust fund where the LFA says it should go. Rep. 
Peck stated that the Governor Schwinden's budget says it 
does not go back there. 

Mr. Wolcott stated that a one mill state wide levy would result 
in $2 million of revenue each year, so it would require 
approximately .365 mills to fund the bond payments for the 
Vo-Tech Centers in Butte, Billings, and Great Falls. Mr. 
Wolcott stated it is not a standard practice for the 
legislature to appropriate the amount required to retire 
bonded indebtedness to individual agencies. Mr. Wolcott 
stated that most bonded indebtedness of the state is retired 
through statutory appropriations. (342) Table 3 on page F-
7 shows the 1991 biennium bond payments by center, year, and 
the years remaining, the principle balance and interest. 
Mr. Wolcott stated that for Butte the bond payments in the 
1991 biennium would be $939,000, Billings is $272,000 and 
Great Falls is $235,000. 

Dr. Krause stated that although they have a bill in for a 2 mill 
levy, they were not proposing that it be used for the bond 
payments. Dr. Krause stated they were looking at the bond 
payments as a possibility for the operating budget 
components and stated they were hoping to replace the local 
voted levy with that as well as to have some decrease in the 
mandatory levy in the Community Colleges. Dr. Krause stated 
that Mr. Wolcott is correct in the fact that they normally 
would not appropriate bond payments, but the unfortunate 
thing is they are inherited, and the Commissioner's office 
will be looking into refinancing those bonds. 

(411) 
Rep. Marks commented that he felt it was premature to make a 

decision on the bond payments until the Subcommittee could 
see more data on the payout schedule. 

Rep. Peck stated if there were no objections, the Subcommittee 
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and the chair would postpone action on this until a later 
date. 

HEARING ON THE COMMISSIONER OF HIGHER EDUCATION 

Dr. Krause gave an overview on budget reductions in the office of 
the Commissioner of Higher Education. Dr. Krause stated the 
office of the Commissioner of Higher Education has had to 
eliminate two professional positions: 1) the director of 
special projects, and 2) one attorney who did the legal 
work for the Board and the University System. Dr. Krause 
stated it is a result of creating vacancy savings and 
partially because of not having the funds needed to operate 
the Commissioner's office in an efficient manner. With the 
intent to take open positions and the LFA's recommendation 
for half of an FTE, there is now 1.38 FTE less people in 
office. Dr. Krause stated if he understood it right, the 
Commissioner's office is required to have a 4 percent 
vacancy savings which creates a difficult situation and 
would result in some additional reductions above the two 
that are there already. Dr. Krause gave an example of what 
the Commissioner's office has done which have been a real 
asset to Montana, with the passage of HJR 58 last 
Legislature the Commissioner's office was able to do 
extensive study for telecommunications, there was not any 
money in there for that study and had asked everyone that 
came to their various meetings to contribute their expenses. 
Dr. Krause stated that as a result of that they were able to 
collect a small sum of money in the Commissioner's office 
that could be diverted to a contract, and were able to 
parlay $3,300 into $30,000 in which they were able to do an 
engineering study and be able to respond to HJR 58. The 
Commissioner's office was able to raise $10,000 each from 
the Montana Science and Technology and the Montana 
Ambassadors, $5,000 from Montana Power, and $5,000 from U.S. 
West which gave them a total of $30,000. Dr. Krause stated 
that some of the money they spent probably would have been 
salary salvage in contractual services. Dr. Krause stated 
the way the LFA approached the budget, if some personal 
services money is spent in contractual services it gets 
wiped from the base. 

HEARING ON INDIAN AFFAIRS 

Tape AI\2:000 
Dr. Krause stated that in working with the Committee on Indian 

Affairs, they have expressed a lot of frustration because of 
very little information on how to enhance the educational 
attainment of the Native American students. Dr. Krause 
stated that the Committee did not have the resources to find 
any data, but with the help of the Commissioner's office 
staff they were able to look for possible grants. Dr. 
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Krause distributed a handout on a SHEEO grant for $47,000 
and stated that it needs the Subcommittee's approval. See 
Exhibit 2. This grant from SHEEO which will be targeted 
toward the development in Indian Affairs and working with 
OPI. See Exhibit 2. The Committee on Indian Affairs has 
begun to collect the different kinds of data they need to 
improve the educational attainment of the Indian students. 
Dr. Krause stated that this requires a complete revamping of 
some of the forms that were used for collection, and this 
means working with tribal agencies and having some mechanism 
where the Commissioner's office can have an impact. Dr. 
Krause asked the Subcommittee that this grant be authorized 
in the Commissioner's budget in addition to those things 
which the LFA and the Commissioner's office have submitted 
previously. Dr. Krause stated that this does not impact the 
general fund, nor will it in the future. Dr. Krause stated 
that the work effort will expire upon termination of this 
grant. 

Dr. Krause stated the Commissioner's office is also trying to do 
a great deal more coordination than they have done in the 
past. For example they have absorbed in their office a 
number of the functions that the school districts have been 
involved in for the Vo-Tech Centers, and are now doing all 
of their legal work out of Commissioner's office with people 
outside of the Vo-Tech staff. Dr. Krause stated the 
Commissioner's office is doing all of their collective 
bargaining and have been successful in working with the 
Board of Personnel Appeals in combining the Vo-Techs with 
the Board of Regents. 

Dr. Krause briefly went over the involvement in working with the 
water Policy Committee to coordinate the research efforts of 
the University System. 

(090) 
In closing, Dr. Krause stated that the ability to do all these 

things cannot happen unless they have the ability to have 
some flexibility to utilize the resources that they have in 
the best way possible. Dr. Krause commented on the 
situation of their budget, given the 1.38 FTE that would be 
reduced from their current level budget does not allow the 
Commissioner's office to continue the required level of work 
with the staff they presently have. Dr. Krause stated they 
do have a request for a facility planner in their program 
modifications, and distributed a handout on the program 
modifications. See Exhibit 3. The facility planner is a 
critical component of a function of the Board of Regents. 
Dr. Krause stated that the Commissioner's office probably 
owns half of the facilities in the state with a value that 
could exceed $500,000,000. Dr. Krause stated if they had a 
facility planner that could develop some good maintenance 
schedules, they could schedule long term goals of renovation 
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projects, deferred maintenance priorities, have a better 
opportunity to go in and analyze all the requests, and he 
felt it would more than pay for itself over a very short 
period of time. Dr. Krause stated if the facility planner 
could save one building, it would pay for itself 100 fold. 
Dr. Krause summarized by saying two things; 1) he believe 
that it is an extreme disadvantage for the Commissioner's 
office to be locked into a budget by line item at the third 
level, and 2) informed the Subcommittee Members that at this 
time his office has generated with the assistance of other 
people nearly $400,000 return in satellite gifts, the SHEEO 
grant and the Talent Search Programs. Dr. Krause stated 
that the Commissioner's office does provide an extensive 
income into the state with these activities, but cannot 
continue to do all the things that they are doing given the 
possibility of having to cut additional professional 
positions. 

Rep. Peck stated that under the full Appropriation's Committee 
rule, the Subcommittee is not handling vacancy savings at 
this time, but the Governor has indicated that he wants the 
vacancy savings in. Rep. Peck stated that there could be 
some conflict with the Regent's in terms of how they look at 
the constitutional authority, because the funds cannot be 
transferred in and out of personnel services. Rep. Peck 
asked Dr. Krause if the two full time facilities positions 
in the two University units could be transferred to the 
Commissioner's office and make them available on a unit 
basis? Dr. Krause replied that the two people need to be 
engineers who understand facilities maintenance and 
construction and if one was pulled out it would leave a 
major gap in that campus operation. 

FIRE SERVICE TRAINING SCHOOL 

(238) 
Sen. Hammond asked Dr. Krause if the Fire service school will be 

placed under some other entity or left in the Great Falls 
Vo-Tech? Dr. Krause stated there are options if left in the 
Great Falls Center, but the difference would be who they are 
responsible to: 1) leave the Fire Service Training School at 
the Great Falls Center, 2) consolidate it with the 
Cooperative Extension Service, or 3) place it at Northern 
Montana College. 

Sen. Nathe asked Dr. Krause if the Vo-Tech Centers will remain as 
Vo-Techs or will they become Community Colleges? Dr. Krause 
replied that above all, the Commissioner's office wants to 
maintain the purpose for which Vo-Tech education exists, and 
that is to provide entry level employment skills to those 
people to meet the job market. Dr. Krause stated that he 
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sees the role of the Vo-Tech Centers programs changing 
considerably from vocational to technical. Through the 
affiliation agreement that was established, EMC can go out 
to the Vo-Tech Center and offer the necessary English and 
math courses. 

Tape Bl\1:000 
Sen. Nathe asked Dr. Krause with the five Vo-Tech Centers 

receiving Carl Perkin's money, would there be any advantage 
of having one system to qualify for more federal funds? Dr. 
Krause replied that it is unlikely because it is almost an 
entitlement if they meet all their requirements, but they 
would be able to write additional grants and contracts 
outside of the Perkin's money. 

The Subcommittee took a ten minute break until 9:25 a.m. 

ADMINISTRATION PROGRAM 

(057) 
Mr. Noble distributed a handout on the administration program and 

summarized some of the technical programs and reduction of 
staff due to the vacancy savings. See Exhibit 4. Mr. Noble 
stated that prior to 1984 they were operating at 
approximately 16.6 positions. In 1984 to 1987, it was down 
to 15.6 positions and when they applied the vacancy savings 
in the 1985 session, they had to leave the position vacant 
in order to recover the vacancy savings that was removed 
last session that dropped them down to 14.4 positions. On 
Exhibit 4 in terms of the 14.4 authorized FTE's, 13.4 of 
those positions are currently filled and that assumes that 
Don Hobbe from U of M will be acting for ex-Deputy 
Commissioner Albrecht. One FTE vacant position which is 
comprised of a .5 attorney and a .5 special projects 
position. 

Mr. Noble stated that the supplies and materials were 
approximately $19,000 last year. The LFA and Executive have 
approximately $11,000 in supplies and materials. Mr. Noble 
stated that they have not operated that low since 1983 or 
84. The repair and maintenance is the key critical 
situation in the office. Mr. Noble stated that the 
Commissioner's office will have to pay partial cost of 
maintenance agreement on a main-frame computer that is 
shared with the Montana Higher Education Student's 
Assistance Corporation. The three major components of that 
repair and maintenance budget are: 1) the xerox machine, 

(249) 

2) main-frame computer, and 3) the word processors. Mr. 
Noble went over the attached inventory of the names, 
positions and the FTE's that comprise the 14.4 FTE. See 
Exhibit 4. 
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Mr. Wolcott stated that LFA had eliminated in error the position 
of Bill Lannon and took that vacant position out. Another 
error was made when reducing a position out of the budget 
that has been left vacant for some time. Mr. Wolcott stated 
he had reduced the amount of vacancy savings and applied it 
to the program and did not do it to this one. There is a 4 
percent vacancy savings applied after taking the other one 
out and that would leave another position vacant. Mr. 
Wolcott stated that the Commissioner's office has been 
paying a rate of $5,475 per year over the past several 
bienniums. For the 1991 biennium, the Tort claims position 
is requesting $35,000. Mr. Noble stated that John Manyard 
of Tort Claims, did not have justification or documentation 
on how he had arrived at the $35,000. (305) Mr. Wolcott 
stated that he took out the amount of increase that the 
Commissioner's office had in there for insurance on the Tort 
Claims Division. See Exhibit 5. 

STUDENT ASSISTANCE PROGRAMS 

Mr. Noble went through the federal funded programs. See Exhibit 
6. Mr. Noble addressed the programs that are okay: The 
Paul Douglas program, WICHE Dues, WICHE Assistance, WAMI, 
Minnesota Rural Dentistry, State's student and incentive 
grants (on the LFA side) and NDSL (Carl Perkins) funds. See 
Exhibit 6. 

Bill Lannon, Director of Guaranteed Student Loans, Commissioner 
of Higher Education, asked the Subcommittee to appropriate 
state matching funds for the Supplemental Educational 
Opportunity Grant (SEOG) program. Mr. Lannon stated that 
student financial aid funds are not keeping up with the 
costs of education. See Exhibit 7. 

WORK STUDY 

Mr. Lannon stated that it is imperative that the students in our 
public post-secondary institutions continue to have access 
to these financial aid programs. In order to accomplish 
this, we need to have some increase in the contributions to 
the student assistance program. The work-study program is 
authorized under Title 20, Chapter 25, Part 7 of the Montana 
Codes Annotated. Mr. Lannon explained the MCA: Section 
20-25701 defines institutions as public institutions of 
post-secondary education, and is supervised and coordinated 
by the Board of Regents. The students attending the five 
Vo-Tech Centers are now eligible to participate in the state 
work-study program since the centers have been placed under 
the control of the Board. with the increase in the number 
of students eligible to participate, it is recommended that 
the Legislature increase the current level of appropriation 
by $24,863 each year of the coming biennium. The Board of 
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Regent's policy allocates the appropriations based upon the 
number of full-time students, classified as residents for 
fee purposes. For the fall term of the prior year, they 
take September 1988 full-time equivalents which will be used 
to allocate the state work-study appropriation to the 
campuses for the 1989-90 academic year. This increase will 
allow the Vo-Tech Centers an opportunity to participate 
without diluting the funds that have been recommended at the 
University campuses and the Community Colleges. 

SEOG PROGRAM 

Tape Bl\2:023 
Mr. Lannon stated that pursuant to Federal regulations issued on 

December 1, 1987, the matching requirement for the SEOG 
changed. The change phases in a 5 percent, 10 percent, and 
15 percent match effective for the academic years 1989-90, 
91 and 92 and subsequent years. At the present time there 
is no match required. For the current academic year the 
University System, the Community Colleges and the Vo-Techs 
receive $891,502 under the SEOG program. Assuming the 
campuses receive the same allocation in 1990 and 1991, the 
required non-federal match would amount to $46,921 for FY 
1990 and $99,056 for FY 1991. Mr. Lannon recommended that 
these amounts be included in the Subcommittee's 
deliberations. With an average award of approximately $600, 
there are about 1,500 students participating in the SEOG 
program. SEOG awards range from $100 to $3,000 or $4,000, 
depending on what the student's need is. Mr. Lannon 
attached a memo that gives a better description of this 
change that has occurred for the matching. In closing, if 
the total Federal allocation was greater than $891,502, they 
would simply pro-rate the money that is available to the 
campuses based on the size of their SEOG allotment and 
whatever was appropriated. If the total federal allocation 
was less the balance would revert at the end of the year. 
See back of Exhibit 7. 

Mr. Wolcott went over the LFA budget analysis. See Page F-13: 
Mr. Wolcott stated that overall the student assistance 
program increases just under five percent over the biennium 
with the bulk of the funding coming from the state general 
fund which increases a little over 7 percent. State special 
revenue which happens to be the Regents coal tax has 
declined from the 1988 level of $683,000 to a projected 
$324,000 in 1990 and $410,000 in 1991. Mr. Wolcott stated 
the majority of these decreases, the general funds are 
picking up, and federal revenue is increasing about 17~ 
percent. See Table on page F-14 of the LFA Analysis • 

Rep. Peck commented that the only issue that was raised relative 
to this student assistance program is that of work study and 
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asked if the rest of it is alright with the LFA? Dr. Krause 
replied that it is and the SEOG would be an additional line 
that would be a new program element in the office if the 
Subcommittee would desire to put up the required matching 
dollars. 

GROUP INSURANCE PROGRAM 

Mr. Noble stated they would be requesting some adjustments in the 
insurance program. Page F-18 of the LFA Analysis. These 
would be non-general fund fees and would be expended out of 
employee premiums. Mr. Noble stated that the Commissioner's 
office had provided these estimates early on in the budget 
submission process. A more recent review of that insurance 
program they would be requesting an additional authority, 
and it would be a revised estimate of the costs. Mr. Noble 
stated that insurance claims are going up and will probably 
be paid for by a combination of benefit reductions and 
employee out-of-pocket increases, but we do need $10,295,000 
in total authority the first year and $11,750,000 the second 
year and with that there will be some adjustment to the 
operating expense account. Vacancy savings was applied to 
this program with 2.5 FTE's. It is very difficult to have 
vacancy savings when you have a program staffed by 2.5. Mr. 
Noble stated they administer the group insurance program out 
of the Commissioner's office now. See Exhibit 8. 

TALENT SEARCH PROGRAM 

(336) 
Mr. Noble stated there is not a problem with the Talent Search 

program, but stated there is possible evidence of an 
increased amount of federal funds, and should find out about 
that later. Mr. Noble stated that the LFA figures are 
satisfactory. See page F-19 of the LFA Analysis. 

VO-TECH ADMINISTRATION 
(343) 
Mr. Noble stated they have non-general fund adjustments. Page F-

20 LFA Analysis. Mr. Noble stated they need to adjust the 
transfer to OPI that needs to be increased in the amount of 
$417,267 for each year of the biennium. Mr. Noble stated 
they estimate the grants authority would have to be 
increased by $110,920 for each year of the biennium. That 
is a total adjustment of $528,187, the amounts coming from 
revised estimated federal awards and carry-over authority 
from previous years that are within those accounts. 

SHEEO GRANT 
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Mr. Noble stated that somewhere they need to remember to add the 
program for the SHEEO Grant. Mr. Noble stated they will 
need federal authority for that grant that was awarded to 
the Commissioner's Office in the amount of $46,000. Mr. 
Noble stated that there will be a budget amendment bill 
coming in for a portion of that for authority for the 
current year because that grant takes effect in February and 
will want to expend some dollars out of that probably before 
July 1, but we will need $33,000 of authority beginning or 
commencing July 1, that should be put in the appropriations 
bill. 

GUARANTEED STUDENT LOAN 

(434) 
Bill Lannon, Director of the Student Loan Program, distributed a 

handout to the Subcommittee Members on a brief history of 
the Student Loan Program in Montana. See Exhibit 9. The 
audits from 1988, and 1987 are included in that handout as 
well as two annual reports. See Exhibits 11 and 12. The 
Board of Regents are the guarantor of the loans that banks, 
savings and loans and credit unions make to eligible 
students. See Exhibit 10. Mr. Lannon stated that there are 
about 150 lenders participating in the program. About 
$200,000,000 have been loaned to borrowers for education 
purposes since July 1980. Last year the amount borrowed and 
guaranteed by the Board of Regents was over $44,000,000. 
Montana's cumulative default rate as of September 30, 1988 
was 7.27 percent. The net cumulative default rate is the 
total claims paid by the guaranteed agency to lenders on 
defaults, subtract out the recoveries because when that 
student defaults, the default is handed over to collection 
agencies to recover that loan, then you divide by the mature 
paper or loans that are in repayment. Mr. Lannon 
congratulated the 93 percent of the borrowers who send in 
their monthly payments on time. Prior to 1986, the GSL 
program was what they called a middle-income program, now it 
is a "need based program" so the lenders are lending money 
to a higher risk student and this has to be taken into 
consideration when you think in terms of defaults. In 
September 1987, the Board of Regents authorized the agents, 
the guarantee agency to begin a distributive processing 
center in Helena. Upon study and the feasibility of this 
venture, they concluded that by creating this processing 
center in Montana, the student borrowers would be better 
served and equally important, the cost of processing those 
loans, the cost would be spent in Montana. Therefore, the 
guarantee agency has been contracting with an organization 
in Indianapolis called United Student Aid Funds. The cost 
of processing and continually servicing those portfolios is 
running to the order of $800,000 and may reach a million 
dollars a year in the near future. Mr. Lannon stated it 
made sense to the Board that maybe they could spend some of 
that money, hire some Montanans and do something for the 
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economy of Montana. Beginning in April of 1988, all 
applications for guaranteed loans are processed in Helena. 
The guarantee agency provides a dispersement service for the 
Montana lenders. During the last week in September, checks 
were sent allover the country. Approximately $1,500,000 
was dispersed to students to begin the next term. 

That ends the brief overview of the Commissioner of Higher 
Education's office. 

There being no further business the Subcommittee was adjourned. 

ADJOURNMENT 

Adjournment At: 11:00 a.m. 

RP/cj 

2021.min 
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REP. MIKE KADAS 

REP. BOB MARKS 

SEN. DENNIS NATHE 
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SI-IE£O STATE HIGHER EDUCATION EXECUTIVE OFFICERS ,IN. U i 5; 
1_ Uncoin StrMt - Suite 310 - Denver - CoIor.cIo -10215 _ 3Q3..83Q..3M5, 36M 

January 13, 1989 

Dr. Carrol Krause 
Commissioner 
Montana University System 
33 South Last Chance Gulch 
Helena, Montana 59620 

Dear Carrol: 

I am pleased to inform you that the State Higher Education Executive Officers Association 
has approved a grant of $46,300 to the Montana University System for "Minorities in 
Montana Education Project." Your proposal was chosen in a national competition in 
response to our Ford Foundation-sponsored project to improve the success of minorities in 
achieving the baccalaureate degree. On behalf of the selection committee members and the 
executive committee of SHEEO, I extend my congratulations to you and your staff. 

Payment of the grant funds will be made in full after receipt of a countersigned copy of 
this letter. Please indicate on the countersigned copy the payee for the grant funds and the 
individual to whom the check is to be sent. Grant funds will be available for your use 
over a fourteen-month period beginning February 1, 1989. 

In accepting this grant, you are agreeing that your organization and staff will participate in 
the SHEEO/FORD evaluation process and will submit interim and fmal project reports. 
The evaluation process will include a telephone consultation with your project directors in 
February, as well as their attendance at a two-day meeting in June and an end-of-project 
meeting in the Spring of 1990. Please consider these expenses as you review your 
budge~. ' 

The Ford Foundation may also monitor and conduct an evaluation of operations under this 
grant, which may include a visit from Foundation personnel to observe and discuss the 
program with your staff, and review financial and other records and materials connected 
with activities financed by this grant. 

At the end of the grant period SHEEO will require that you submit a final report which 
would include: 1) a nam.tive account of what was accomplished by the expenditure of 
funds; 2) a financial accounting according to the submitted budget, which has been certified 
correct by the responsible financial official of your organization; and 3) copies of any 
publications resulting from the grant. 

President: Norma Foreman Glasgow, Commissioner, Connecticut Department of Higher Education, 61 Woodland, Hartford, CT 061 05 

President·Elect: Clyde Ingle, Commissioner, Commission for Higher Education, 101 West Ohio, Suite 550, Indianapolis,lN 46204-1909 

Legal Counsel: Michael 8. Goldstein, Dow, Lohnes & Albertson, 1255 23rd Street, Washington, O.C. 20037.202-857.2569 

Executive Director: James R. Mingle, Denver Office 



1anuary 13, 1989 
Page 2 

This grant is made only for the purposes stated in your proposal. Major revisions in 
budget and plans should be discussed with the SHEEO project director prior to the 
expenditure of funds. Any grant funds not expended or committed for the purposes of the 
grant, or within the period indicated above, will be returned to the Ford Foundation. 

The competition for these grant funds was rigorous. Thirty-four states responded to our 
request for proposals and many were of substantial quality. The selection of Montana to 
participate in this project represents the unanimous judgement of the selection committee 
that you and your board proposed a project of great merit which deserved our support. 
The committee was also persuaded by the depth of commitment already demonstrated by 
your board on this critical issue. It is our hope that your work will not only benefit 
Montana but serve as a national model for other states as well. 

Again, congratulations. I look forward to working with you on this important endeavor. If 
you have any questions, please give me or my associate, Esther Rodriguez, a call. 

~ 

~~~ 
ames R. Mingle U 

Executive Director 

1RM:cw 
Enclosures 

Name of agency/organization to which grant funds will be payable 

Name and address to which check should be mailed 

Accepted and agreed (Signature) 

TWe ____________________________________________________ __ 

Date ______________________________________________ __ 



Description of the Selection Committee and Process 

The Committee 

The SHEEO Competitive Grant Program to improve minority success in achieving the 
baccalaureate degree is being administered under the direction of the executive committee 
of SHEEO. At its July 1988 meeting the committee appointed a six member selection 
committee and delegated complete responsibility for selecting recipients to the following 
individuals: 

Patrick M. Callan 
Vice President 
Education Commission of the States 

Thomas Cole 
President 
Clark College 

Juliet Garcia 
President 
Texas Southmost College 

T. Edward Hollander 
Chancellor 
New Jersey Department of Higher Education 

Richard C. Richardson 
Associate Director, Research Center 
Arizona State University 

Blenda J. Wilson 
Chancellor 
University of Michigan at Dearborn 

The SHEBO executive director and the associate project director for the Ford Grant 
provided staff support. 

The Process 

Because of the volume of proposals, the selection committee was divided into two groups, 
with each group of 3 members reading 17 proposals and completing a rating sheet based 
on the criteria outlined in the RFP. Readings were done in advance of the January 8-9 
meeting in Denver Colorado. The selection process was then carried out in three rounds at 
the Denver meeting. Selection committee members were prohibited from voting on 
proposals submitted from their home state or from state agencies of recent employment. 

Round 1 - After tabulating their combined ratings, each group discussed the lowest rated 
proposals first, with the objective of eliminating at least 50 percent of those proposals read 
and rated. Those proposals which remained were then exchanged and read and rated by 
three additional readers from the other group. 

Round 2 - Following a retabulation of the ratings, the top five rated proposals were 
discussed and two were selected. 

Round 3 - The remaining proposals, including those remaining from Round 2, were 
discussed in turn. Following this discussion, a preliminary vote was taken on each 
proposal. In order for the proposal to be further considered, it needed to receive an 
affirmative vote from a majority of the selection committee members eligible to vote. 
When only 8 states remained, a motion was accepted and passed unanimously to fund 
those states. 



Facilities Planner 

Salary 1.00 FTE 
Benefits (21") 

Program Modification Request 
Commissioner of Higher Education 

Commissioner of Higher Education 

FY 1990 FY 1991 

Travel, supplies and miscellaneous 

$33,000 
6,930 

10.000 

$35,000 
7,350 

12,OOQ 

Total $49,930 $54,350 

program Description 

rotal 

$68,000 
14,280 
22,OOQ 

$104,280 

Develop and maintain a capitol improvement program and facilities management 
system which insures adequate and safe facilities for students, faculty and 
staff, so that the Board of Regents of Higher Education can provide quality 
educational programs for Montana citizens. 

Justification 

During the 1960s the Board of Regents employed a full time facilities planner. 
With financial assistance from the federal government the University System 
maintained a facility inventory of all campus buildings including the 
agriculture experiment stations, Lubrecht Forest, and the Yellow Bay 
Biological Station. Utilization studies were completed each biennium. In 
conjunction with space planning standards and enrollment projects, future 
space needs were identified. When the federal funds ran out, neither the 
campuses nor the system office had the funds to continue the effort. The 
facilities planner coordinated all the campus planning and assisted the board 
in recommending Long Range Building Program requests. 

Each biennium the Long Range Building Program requests total about 70 to 100 
million dollars. In addition, the Board of Regents has the authority to build 
dormitories, student union and other non-state funded buildings authorized by 
the legislature. 

The investment in buildings on the system campuses including the vocational 
technical centers is too large for the Board of Regents to continue to govern 
the system without the technical expertise of a facilities planner. 



ADMINISTRATION PROGRAM Alternative Proposal 1/24/89 DATE.. 
Ha 

1 

Current Staffing: 

14.4 FTE Authorized 
13.4 FTE Filled (Habbe Acting for Albrecht) 
1.0 FTE Vacant (.50 Attorney, .50 Special Projects) 

13.4 FTE Salaries @ 
Benefits 

TOTAL Personal Services 

Add Back .50 FTE @ 

TOTAL Personal Services 

Less: 4% Vacancy Savings 

NET PERSONAL SERVICES 

Operations 

Contract Services 
I_ Supplies and Materials 

Communications 
Travel 
Rent 
Utilities 1 

: ' Repair and Maintenance 
Other Expenses 

TOTAL Operating 

Equipment 

TOTAL BUDGET 

Repair and Maintenance: 

XEROX 
Mainframe Computer 
Printers, PC's, Word Proc. 
Miscellaneous 

TOTAL 

$459,789 
96 z556 

$556,345 13.4 FTE 

23 z00Q. .5 FTE 

$579,345 13.9 FTE 

23 z 173 

$556 z 172 1990 and 1991 

1990 

$53,208 LFA - ok 
15,203 LFA + $4,000 
25,774 LFA - ok 
21,623 LFA - ok 
87,069 LFA - ok 
11,120 LFA + Inflation 
31,874 LFA + $19,155 
12 z363 LFA + $2,449 

$258,234 + $25,604 

7z465 LFA - ok 

$821 z871 

$11,900 ($992 Per Month) 
16,812 
3,000 

162 

$31 z874 

1991 

$37,321 LFA - ok 
15,203 LFA + $4,000 
25,774 LFA - ok 
21,623 LFA - ok 
87,069 LFA - ok 
11,801 LFA + Inflation 
31,874 LFA + $19,155 
12,363 LFA + $2,449 

$243,028 + $25,604 

1z629 LFA - ok 

$800 z829 



Position 
Number 

00002 
00003 
00004 
00008 
00010 
00011 
00012 
00014 
00015 
00016 
00017 
00018 
00021 
00025 
00029 
00050 
90001 
50003 
80002 

TOTAL FTB 

Incumbent 

Jack Noble 
Vacant (Lannan) 
LeRoy Schramm 
Deb Hendrix 
Phil Brooks 
Laurie Neils 
Jerry Williams 
Kathy Fuller 
Edwina Wheat 
Trish Bergan 
Laurie Tobol 
Lou Waterman 
Don Habbe 
Vacant (Weinberg) 
Sue Romney 
Carrol Krause 
Ann Gavin 
Julie Bakken 
Jim Delsigne 

Benefits @ 21' 

TOTAL SALARIES 

167T 

ADMINISTRATION 

Classificatiop Title 

Deputy Comm./Mgmt. & Fiscal 1.00 
Director Speical Projects .50 
Chief Counsel 1.00 
Acctg. Tech II .70 
Director Institutional Res. .90 
Financial Assistant .25 
Sec. to Board of Regents 1.00 
Admin. Secretary I 1.00 
Paralegal Assistant I 1.00 
Receptionist II 1.00 
Res. Assoc./WICHE Cert. Officer .80 
Admin. Aide II 1.00 
Deputy Comm./Academic Affairs 1.00 
Asst. Chief Legal Counsel .50 
Director Labor Relations/Per. 1.00 
Commissioner of Higher Ed. 1.00 
Board of Regents Clerical .35 
Administrative Aide II .15 
Financial Assistant .25 

14.4 

$459,789 
96,556 

1556,345 
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Mr. Chairman and members of the committee, my name is Bill Lannan. I work 

for the Commissioner of Higher Education and appear before you this morning to 

testify on the 1990-91 biennial appropriations for the following student 

assistance programs. Paul Douglas Teacher Scholarships, State Student 

Incentive Grants (SSIG), Carl Perkins loans (formerly NDSL), State Work Study, 

and the Guaranteed Student Loan Program. 

In addition, I want to recommend you appropriate state matching funds for 

the Supplemental Educational Opportunity Grant (SEOG) program. 

From 1980-81 to 1987-88 federal aid awarded to postsecondary students has _ .=-'f 

increased at a rate of about 5.3' each year. The specific financial aid 

awarded I am referring to is the Pe11 Grant, which is an entitlement, 

~ta1 Educational Opportunity G~~t, S.t;.9~_t.\.ldent Incentive Grant, 

Col.!!.2!.. W<?_~J.c_Study, and Perkins lo_~.-Jformerly NDSL). With the exception of -
the ?e11._grant, the rest of these programs are awarded by the campuses. These 

are national statistics I am presenting. My purpose is to indicate that 

increased availability of student aid has not kept pace with need. If one 

translated the Current Dollars data into Constant 1982 Dollars using the 

Consumer Price Index, the rate of increase is about 0.3'. My thesis for this 

presentation is simply "Student financial aid funds a..!!i! .Do!:-B'rowing: they are -----
barely keeping up with the cost of education," I.e., tuition and fees, books, 
.. ~.-.- •• - ... ~ ... -.. "-"- .---------,-----... -~----"' ....... -----.... <>-~- --..... ~ ..... - •• -- •• -., •. <- .......... ..- '" ~- •• - .~-#-~~' .• -- ...... '---... -

board and room, travel and other miscellaneous living expenses. The bottom 

line is students have to rely more and more on other sources of self help, 

i.e., student loans. 



In Montana, we have seen the demands for loans growing. Last year, 

October 1, 1987 through September 30, 1988, the loan volume in Montana was in 

excess of 44 million dollars. The greatest increase in the loan volume was 

for Supplemental Loans for Students (~LS), and the Parental Loans for ---------..• -.~-..... ~.,-.~ -'. ~-- , 

U~er9raduate Students (PLU~). These two programs provide up to $4,000 pe~ 

academic year to the borro~r. There are no federal interest subsidies and 

repayment begins 60 days after disbursement. SLS and PLUS loans have a _ .. _-------.. _- ._- .---. _._---_ ..• _ .. -... 

variable interest rate. For the current year the rate is 10.45' and 

fluctuates annually with the 9l-day T bills. There are provisions for a 

student borrower or a parent borrower to defer p'ri~~A~l!.£~~~~ts while the 

student is in school. However, the i~.!;_~!.~~t: __ c:~ock.keeps running. The lender 

can request the borrower to make interest payments or upon agreement between 

the lender and the borrower, the interest may be capitalized and added to the 

principal. Capitalizing interest increases the indebtedness of the borrower 

rapidly if deferments run for a long period of time. I discourage this kind 

of borrowing. 

Mr. Chairman, and members of the committee, for the student enrolled in 

our public postsecondary educational institutions, it is imperative they 

continue having access to existing financial aid programs. In order to 

accomplish this, Montana needs to increase its contributions. 

I would like to review each program identified on page F-13 of the 

Legislative Fiscal Analyst's budget book. 

The Paul Douglas Teacher Scholarship is a federally funded program. I 

support the $82,728 budget authority. 

-2-



State Student Incentive Grant is a do11ar-for-do11ar match program. I 

support the $220,000 appropriation with an anticipation of a $220,000 federal 

allocation. If the federal allocation is less, the remaining balance would 

revert to the general fund. 

Carl Perkins Loan (formerly NDSL) is a campus based loan program. The 

matching requirement is one dollar for every nine dollars of Federal Capital 

Contribution (FCC). In the past, the $55,000 appropriated was not sufficient 

to match the entire FCC; however, I prorated the amount of funds available to 

the University System campuses. 

The State Work Study Program is authorized under Title 20, Chapter 25, 

Part 7, MCA. The Board of Regents administers the work study program in 

accordance with the laws of Montana and regulations adopted by the Board. For 

your reference, a copy of the 1987-88 annual report is attached. Sect10~_ 

education governed, supervised, or coordinated by the_Board -Of. • ..R~.gents of 
.-~- -. -- - .. ,... ' ~ - - ., . .:.. ... --'''.-.-,~ ...... -,.- ..... : .... -. ....... 

Higher Education. The. fiV~ ... yo.catiQJlal __ tech~ical centers have been placed 

under the control of the Board of Regents. The students attending the centers _....-""'- , ..... -.-_._-, .-~...... .- -. -.- . 

are now eligible to participate in the State Work Study Program. With the 

increase in the number of students eligible to participate, I recommend the 

legislature increase the current level appropriation by $24,863 each year of 

the biennium. Board of Regents policy allocates the appropriation based on 

the number of fulltime students classified as Montana residents for fee 

purposes for the fall term of the prior year. This increase will allow 

vocational technical centers an opportunity to participate without diluting 

the existing programs at the university system and community college campuses. 

-3-



Pursuant to Federal regulations issued on December 1, 1987, 34 CFR 676.21 

the matching requirement changed for the SEOG program. The change phases in a 

5', 10' and 15' match effective for the academic years 1989-90, 1990-91, 

1991-92 and subsequent years. At the present time there is no required 

match. For the current academic year, the university system, community 

colleges and vocational technical centers received $891,502 under the SEOG 

Program. Assuming the campus received the same allocation in 1990 and 1991, 

the required nonfederal match would amount to $46,921 for FY 90 and $99,056 

for 1991. Mr. Chairman, I recommend these amounts be included in your 

deliberations. With an average award of approximately $600, there are about 

1,500 students participating in the program. In determining SEOG recipients, 

the financial aid office must first award funds to eligible students with 

exceptional financial need, i.e., with the lowest expected family 

contributions and Pel1 Grant recipients. The Pell Grant program and the SEOG 

program are for undergraduates only. SEOG awards range from about 100 to 

$3,000 or $4,000. A more detailed explanation is included in the attached 

memo. 

In closing, Mr. Chairman, if the total federal allocation was greater than 

$891,502, we would have to pro rate the campus share based on the size of 

their award and the state match. If the total federal allocation was less, 

the balance would revert at the end of the year. 

I'd be happy to entertain any questions you may have. 

Thank you. 

1/89/319H 



THE MONTANA UNIVERSITY SYSTEM 
35 SOUTH LAST ChAf'CE GULCH 

HELENA, MONTANA 59620·3104 
(406) 4~~·f,594 

COMMISSIONER OF HIGHER EDUCATION MONTANA GUARANTEED STUDENT LOAN PROGRAM 

January 19, 1989 

TO: 

FROM: 

SUBJECT: Instituti na1 Match for Supplemental Educational 
Opportunity Grant (SEOG) Program 

Effective with the fiscal year 1989 (award year 1989-90) institutions must 
contribute a certain percentage of the funds awarded to its students under the 
SEOG Program. The federal share of SEOG awards may not exceed 

95\ in 1989-90 award year 
90\ in 1990-91 award year 
85\ in 1991-92 award year and subsequent years. 

The non-federal share must come from the institution's own resources, including 

(a) institutional grants and scholarships 
(b) tuition or fee waivers 
(c) state scholarships 
(d) foundations or other charitable organization funds. 

The institution may carry out this match in the following manner. 

(1) by contributing the percentage match to the SEOG program account 
(2) by totalling all sources of non-federal aid made available to 211 
~ reciEients and demonstrating that this total meets the required 
percentage 

(3) on an individual student level 

I recommend that the legislature appropriate $46,921 for FY 90 and $99,056 for 
FY 91. 

These figures are based on the SEOG funds received in 1988-89 by the 
University System, Community Colleges and Vocational Technical Schools. FY 
90's recommendation is 5\ of the federal plus state share. FY 91's 
recommendation is 10\ of the federal plus state share. 
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The purpose of this report is to provide a background to the reader on the 
Montana Guaranteed Student Loan (GSL) Program. In addition to this basic 
description of the program, the reader is directed to the U.S. Codes Title IV 
of the Higher Education Act Part B and the current regulation 34 CFR 668 and 
34 CFR Parts 682 and 683. 

Federal legislation was enacted by Congress in 1965. Most, if not all 
federal student aid programs are contained in Title IV of the Higher Education 
Act of 1965. Subsequent amendments to the act have been made by almost every 
Congress since. After Congress authorized the fifty states to establish state 
guarantee agencies, the 1979 Montana legislature adopted the laws included in 
Title 20, Chapter 26, Part 11, MCA. The Board of Regents of Higher Education 
was delegated the authority to establish the program and provide for the 
guarantee of loans and the administration of the program. Hereinafter, the 
term "agency" or "guarantee agency" shall mean the Board of Regents of Higher 
Education. 

A number of entities or institutions play a role in the student loan 
program. They are, first of all, the Board of Regents or guarantee agency. 
Second, the private lending community who provides the capital and makes the 
student loan. In Montana there are about 160 lenders representing banks, 
savings and loan associations and credit unions. Third, the postsecondary 
educational institutions throughout this nation enroll the students who may be 
eligible for student loans. In order for a school to be eligible, it is 
required to request participation from the U.S. Department of Education and 
satisfy the educational, administrative and fiscal requirements of the 
Department. Finally, there are the students who borrow money from the lender 
to pay educational expenses to attend postsecondary institutions. Because the 
student borrower normally has no assets or collateral, the guarantee agency 
provides a "guarantee" to the lender. If the student defaults, the agency 
will pay the lender the outstanding principal and interest. 

A brief scenario would be, a student enrolls in an educational institution 
and needs additional resources. The student's intent is to borrow money from 
his/her local banker to pay some of the educational costs. If the student 
believes he/she is eligible to borrow under the Stafford Loan (formerly GSL) 
program, the student completes a financial needs analysis form and loan 
application. An independent servicer processes the financial needs analysis 
form and submits the results to the educational institution. The educational 
institution reviews the needs analysis and determines if the student is 
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eligible to borrow. Eligibility depends on the student's financial resources; 
parental resources, if the student's dependency status is a dependent; the 
cost of education (tuition, fees, board and room, books, travel, miscellaneous 
living expenses, etc.); and any other assistance or financial aid the student 
will receive. A first or second year student can borrow up to $2,625 per 
academic year. Upper division undergraduates or third and fourth year 
students can borrow up to $4,000 per year. Graduate and professional students 
can borrow up to $7,500 per year. There are also aggregate limits for 
undergraduate and graduate student borrowers. After the school determines 
student eligibility and the maximum amount a student may borrow, the student 
takes the loan to a participating lender who agrees to loan the money. The 
lender then sends the application to the guarantee agency for processing. 

In processing the borrower's application the guarantee agency determines 
whether the borrower is eligible, Le. no outstanding defaulted loans, the 
educational institution is a participating school, and the lender is an 
eligible lender. If all eligibility criteria is met, the guarantee agency 
issues the lender a "notice of guarantee" which insures the lender against 
loss of outstanding principal and interest in the case of a prospective 
default. Upon receipt of the notice of guarantee, the lender can send the 
student a check for the amount of the loan. The loan check is normally mailed 
to the educational institution in multiple disbursements over the academic 
year to be delivered to the student. The student is obligated to use the 
funds for educational purposes only. As long as the borrower is in school the 
Department of Education pays interest accruing on the student loan. Upon 
graduation or when the student borrower officially withdraws from school, the 
loan enters a grace period six to nine months after which the borrower begins 
making payments of principal and interest. The interest is 7, 8 or 9 percent 
depending on the date the borrower first borrowed. Today Stafford loans have 
an 8' interest rate. 

In addition to the Stafford loan, an independent borrower can borrow under 
the Supplemental Loans for Students (SLS), or the parent of a dependent 
student can borrow under the Parental Loans for Undergraduate Students 
(PLUS). Neither of these programs provide interest subsidy while the student 
is in school and the loan enters repayment 60 days after disbursement. SLS 
and PLUS borrowers are entitled to deferment of principal while the student is 
in school but the interest accruing during this time must be paid or 
capitalized. 

A more detailed discusson on how the guarantee agency operates follows. 
An obvious question would be how does the guarantee agency get the funds to 
administer the student loan program and pay the lenders for defaulted loan 
claims. Under section 20-26-1106 MCA the state is not obligated to 
appropriate any money to pay student loan defaults nor can the guarantee 
agency obligate the credit of the state. Other sources of funds must be 
available. Section 20-26-1105 MCA establishes a guaranteed student loan 
account into which all money designated for the guaranteed student loan 
program is credited. There are six sources of funds: 
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1) The insurance fee or guarantee fee charged to each borrower on a 
Stafford, SLS or PLUS loan. The fee is 3' of the principal amount of 
the loan. 

2) An administrative cost allowance (ACA) the Department of Education 
pays the guarantee agency for administration of the program. That 
allowance constitutes l' of the loans guaranteed by the agency and is 
paid on a quarterly basis. 

3) Interest earned on the investment of funds not necessary for the 
program operations. These funds are invested by the State Board of 
Investments. 

4) Reinsurance claims filed by the guarantee agency for defaulted 
student loan claims paid by the guarantee agency. The agency and the 
Department of Education have entered into an agreement whereby the 
Secretary of Education agrees to reimburse the guarantee agency for 
losses resulting from the death or total and permanent disability of 
a borrower. Losses resulting from the default of borrowers are 
reimbursed at 100', 90' or SO,, depending on the annual default rate 
characteristic of the guarantee agency. If the guarantee agency's 
annual default rate is 5' or less, the reimbursement is 100'; less 
than 9' and more than 5' the reimbursement is 90'; greater than 9' 
the reimbursement is SO,. 

5) Recoveries from defaulted borrowers. The guarantee agency is 
obligated to collect principal and interest from defaulted 
borrowers. Through the efforts of the guarantee agency's collection 
practices or through the utilization of collection agencies, 
recoveries are made on student loan defaulters. Normally, the 
guarantee agency is entitled to keep 30' of the money recovered 
through collections to help pay collection costs, it returns 70' of 
the recoveries to the Department of Education. In addition, federal 
income tax offsets are also used on defaulted borrowers. 

6) Initially, federal advances were made to the guarantee agency in 
order to establish reserve funds when the program was starting up. 
These advances, extending over a five-year period, amounted to 
$734,173 from 19S0 to 19S5 have since been returned to the Department 
of Education. 

Table 1 illustrates the annual default rate calculated on the federal 
fiscal year, October 1st through September 30th. The annual default rate is 
defined as claims paid for the fiscal year divided by the loans in repayment 
on October 1st of each year. Please note that the guarantee agency "hit the 
trigger" during the 1985, 1986 and 1987 fiscal years. The 9o, reimbursement 
rate is calculated on the reimbursement claims submitted after the date(s) the 
agency's annual default rate exceeds 5'. The 90' reimbursement rate effected 
the agency's reserves for 2 weeks in 19S5, slightly more than 3 months in 1986 
and about 2 months in 1987. 
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In 1987, the Department of Education began charging the guarantee agency a 
reinsurance fee. The reinsurance fee is 1/4 of l' of the loans guaranteed 
during the fiscal year. However, if during the year, an agency's annual 
default rate is in excess of 5', the reinsurance fee jumps to 1/2 of l' of the 
loans guaranteed during the fiscal year. In 1987, the reinsurance fee for the 
guarantee agency was $166,952 for the entire year even though the annual 
default rate exceeded 5' only for the months of August and September. 

TABLE 1 

Annual Default Rate 

Fiscal Year End Reimbursement Date Effective 
September 30th Claims Rate Receiyed From 100' 

1980 N/A 100' N/A 
1981 N/A 100' N/A 
1982 N/A 100' N/A 
1983 N/A 100' N/A 
1984 N/A 100' N/A 
1985 5.10' 90' 9/16/85 
1986 6.04' 9o, 6/26/86 
1987 6.50' 90' 8/08/87 
1988 4.23' 100' N/A 

Table 2 portrays the quarantee agency' s cumulative net default rate at 
year end for the past five fiscal years. Cumulative default rate is defined 
as claims paid less recoveries divided by matured paper. 

FYE 9/30 

9/30/84 
9/30/85 
9/30/86 
9/30/87 
9/30/88 

TABLE 2 

Net Default Rates - Cumulative 
As of September 30th 

Default Claims Paid 
Default Rate Less Recoyeries 

3.70' $ 1,083,085 
4.02' 1,991,837 
6.40' 4,943,892 
7.90' 8,371,336 
7.27' 11,291,955 
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Matured Paper 

$ 29,223,752 
49,599,789 
77,128,289 

105,974,425 
155,300,403 



The next obvious question is what expenses does the guarantee agency 
incur? The simplest way to describe expenses is to briefly describe the 
duties of the guarantee agency in administering the program. 

1. General Administration 

General administration of the program entails the management and 
accounting of the agency's records; filing the necessary reports to 
the Department of Education or the State of Montana; and marketing 
the student loan program to lenders, schools and students or parent 
borrowers. In addition, the agency assists in training lenders and 
educational institutions their obligations to the student, the 
guarantee agency, the Department of Education and each other to 
ensure the integrity of the loan program; it performs compliance 
reviews of the lenders and schools to insure each entity's strict 
adherence to the laws and regulations governing the program; and 
other duties as prescribed by the Department of Education or the 
Board of Regents. 

2. Application Processing 

Application processing entails processing student loan applications; 
issuing notices of guarantee to lenders; disbursing checks to student 
borrowers for those lenders participating in the guarantee agency 
disbursement service; collecting the guarantee fee or insurance fee 
from the borrowers through the lenders; answering lender, school and 
student inquiries relative to loan applications in process; and in 
some cases correcting errors on rejected applications. 

3. Managing the Data Base 

Managing the student loan data records entails making the necessary 
adjustments to the data base resulting from graduation, withdrawal, 
name and/or address changes, loans paid in full, and school 
transfers. Maintenance of loans in repayment may require filing 
deferments for eligible borrowers in an authorized deferment period. 

4. Assists Lenders with Delinquent Loans 

Upon request, the guarantee agency provides assistance to lenders on 
delinquent borrowers. When a borrower' s account becomes 90 days 
delinquent, the lender requests the guarantee agency to act as a 
third party to intervene with the borrower. The purpose of this 
intervention is to try and prevent the borrower from defaulting. 
This is accomplished through verbal and written communications. 

5. Claims Management 

When the lender submits a claim to the guarantee agency on a 
defaulted borrower, it must be examined to ensure the lender has 
followed the guarantee agency's regulations in servicing the loan. 

5 



Failure to perform proper due diligence results in the loss of the 
guarantee on the loan. Failure on the part of the guarantee agency 
to catch improper servicing methods resul ts in loss of reinsurance 
from the Department of Education. 

6. Collections 

When a loan is defaulted the guarantee agency has the responsibility 
to continue to collect the money from the defaulter. The collection 
activities can be accomplished by the guarantee agency itself and/or 
turned over to collection agencies. 

7. Bankruptcies, Legal Actions, Fraud and Abuse 

Normally student loans are not dischargable through bankruptcies. In 
some bankruptcy cases, the guarantee agency will have to file 
specific documents with the court. In other cases, the guarantee 
agency can take legal actions against borrowers who are able to pay 
but delinquent, or student borrowers who are abusing or attempting to 
defraud the program. 

The administration of the Guaranteed Student Loan Program can be provided 
by employees of the guarantee agency or in some cases by third party servicing 
organization. From 1980 through 1987, the guarantee agency contracted with 
United Student Aid Funds, Inc. (USA Funds) located in Indianapolis, Indiana, 
to fully service the loan administration functions. In 1987, the Board of 
Regents directed the guarantee agency to study the feasibility of bringing 
some of those functions to Montana. The purpose of the Regents' request was 
to bring the servicing closer to the clients, i.e., student borrowers, schools 
and lenders, and to provide jobs to Montanans in Helena. The guarantee agency 
consummated a servicing contract with USA Funds to provide remote processing 
in Helena so the various servicing functions could be phased in over a period 
of time. The first phase, applications processing, commenced in April 1988 
and continues. The second phase will address data management and lender 
assistance. The third phase will be claims processing and, finally, 
collections. 

For your reference, the 1987 and 1988 legislative audits are attached. 
Also attached are the 1986 and 1987 annual reports. The 1988 annual report is 
being printed and was not available for distribution at this time. Since the 
guarantee agency is part of the Commissioner's office, the annual report uses 
the July 1st to June 30th fiscal year. The reader is cautioned in comparing 
figures in the tables illustrated in this report and the annual report. The 
figures will not agree since two different fiscal years are used. 
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