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Report to Rep. Don Edwards, Chairmsan, House Committee on the
Judiciary: Civil and Constitutional Rights Subccmmittee; Rep.
William Ford, Chairman, House Committee on Education and Labor:
Postsecondary Education Subcommittee; by Rcbert P. Keller,
Acting Cosmptrcller General.

Issue Area: Education, Training, and Employmert Prograas (1100).

Contact: Human Resources and Develcpaent Div.

Budget Function: Education, Manpower, and Social Services:
Higher Education (502).

Organizaticn Concerne¢d: Department of Health, Rducation, and
Welfare: Office cf Pducation. :

Congressiscnal BRelevance: House Comsittee on the Judiciary: Civil
and Constitutional Rights Subccaaittee; House Committee on
Educatcion and Labor: Postsecondary Educatica Subcommittee.

Authority: Higher Bducation Act of 1965, title 1V, as amanded.
Education Amendments of 1976.

Under the Guaranteed Student Loan program, loans are
maje to students by participating private lenders. These loans
are insured by tk: 0.S. Office of Bducation or by State or
private nouprofit guarantee agencies wvhich have reinsurance
agreemen’s with the Cffice. The Pederal Goverasment pays 100% of
lender losses on default and hankreptcy claims on Office of
Education insvred lcans, and reiamburses State or nonprofit
agenc’.es for €9% 5r their payrents to lenders. A randos sample
of €06 rankruptcy claiss paid during the perioad July 1, 1975,
throujh June 30, 1976, wos studied. Fiundings/Conclusions:
Analysis of 541 of “hese cases showed tae petitioners to have:
average earnings of $6,678 for the year prior to filing
bankruptcy; average total debts of $14,1%5, of which $4,132 were
educational debts; and average assets of £4,4854. The avers jge
guarauteed student loan was for $2,588, and the average claim
paid to lenders was $2,292, indicating that little is being
repaid on these loans. Other Pederal and private loans averaging
about $1,600 vere included ip» *he lankruptcy petitions. About 8%
of the bankruptcy petitions listed educational loans as the only
indebtedness. Over 3% of those filing were still ir school.
About 35% of the individwals had educatinnal debts which
represented 60% ur mcre of tue total umnsecured debts. (SC)
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April 15, 1977

B~164031(1)

The Honorable Don Edwards
Chairman, Subcommitta2e on Civil

and Constitutional Rights
Committee on the Judiciary
House of Representatives

Dear Mr. Chairman:

This letter is in further response to the August 5, 1376,
. request from you and the Chairman of the Subcommittee on Post-
| secondary Education, House Committee on Education and Labor,
that we perform a study of the discharge in bankruptcy of
educational debts resulting from federallvy insured or guar-
anteed loans under parts E and E, title IV of the Higher Edu-
cation Act of 1965, as amended. Our Decerber 23, 1976, letter
to you outlined our proposal to analyze a sample of guaranteed
student loan borrowers who had petitioned for bankruptcy and
to provide a prufile of the borrowers. We have completed our
review of 579 randomly selected cases using information from
the files of the Office of Education, the State guarantee
agencies, and tne bankruptcy courts.

o e et anaribptoisme MGG o o i ST ey v Bl i

Our analysis of 541 of these cases showed the peti-
tioners to have

--average earnings of $6,378 for the year prior to
filing bankruptcy:

‘--average total debts of $14,115, of which $4,138
were educational debts;

--average assets of $4,454; and
--an average guaranteed student loan rade for approx-

imately $2,600 of which &n average claim for approx-
imately $2,300 was paid.

it b e b A s

The above averages do not include 22 business bankrupt-
cies or 16 cases which had extremely high debts. However,
these are included in our computation for the overall sample
(see enclosure II).

FRD-77-83
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GUARANTEED STUDENT LOAN PROGRAM

Under the Guaranteed Student Loan program, loans are
made to students by participa*ing lenders such as commercial
banks, savings and loan associations, credit unions, and
educational institutions. These loans are insured by the X
Office of Education or by State or private nonprofit guarantee
agencies which have reinsurance agreements with the Office.
In nither case, if an individual fails to repay his loan be-
cause of default, bankruptcy, death, or disability, the lender
may submit a claim to the Office of Education or the guaraatece
agency and receive payment for the unpaid balance. The Federal
Government pays 100 percent of all lender losses on death and
disability claims. On default and bankruptcy claims, the
Federal Government pays 100 percent of lender o5sses on Office
of Education insured loans and reimbursaes State or nonprofit
agencies for 80 percent of their payments to lenders.

Borrowers are expected to begin repayment 9 to 12 months
after they cease to be at least a half-time student. The
repayment period normally extends from 5 to 10 years with
a minimum repayment of $360 annually. However, the Education
Amendments of 1976 allew the borrower and lender to agree to
payments of less than $360. Repayment may be deferred for
military, Peace Corps or Vista service, or for resumption of
full-time study. Also, if the student is seeking employment
but is unable to find it, a one-time, one-year payment defer-
ment may be allowed.

SELECTION OF SAMPLE

We obtained infeormation on bankruptcy claims paid during
the period July 1, 1975, through June 30, 1976, from the C¢fice
of Education headguarters and the guarantee agencies partici-
pating in the Guaranteed Student Loan program. After selecting
648 cases at random, we requested information from the appr-~-
priate bankruptcy courts and we received responses for 606 ¢ ises,

Office of Education headguarters sample

When we started our work in September 1976, an Office offi-
cial provided us a report which showed that 3,350 bankruptcy
claims for over $5 million were paid under the Federal program
for the year ending June 30, 1976. Since then, we have been
given other figures which program officials said are more
reliable. These figures show that 4,414 claims for about $5.7
million were paid for the period.
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Bankruptcy claims for the Federal program were paid by
the Office of Fducation headquutrters in Washington until the
spring of 1376 when Department :f Health, Education, and Wel-
fare regional offices were givan the responsibility to pay
such claims. As a result, oniy 751 bankruptcy claim files were
on hand at headquarters. An Gifice of Eduration official said
the bankruptcy claims at headgquarters were similar to the bank-
ruptcy claims at the regional offices and differed only in that
they were paid early in the fiscal year by the headquarters.
In a November 30, 1976, meeting with your office and the Sub-
committee on Postsecondary Education office, it was agreed
that we would select our sample from the files on hand at Of-
fice of Education headgquarters. from the 751 headquarters
files we randomly selected 20 percent, or 150 cases, and were
able to obtain records for 137 oi these cases; Office of Edu-
cation officials were unable to locate 13 cases.

Guarantee agency sample

The Office of Education's records showed that obligations
to guarantee agencies for 1,715 bankruptcy claims totaled
over $2.9 million during the year ending June 30, 1976. However,
the amounts paid by guarantee agencies to lending institutions
on such claims were higher because the Office of Education's
reimbursement normally cove§es only 80 percent of the amount
of the agencies' claims.

Guarantee agencies, in responding to our redquest for
information on guaranteed student loan bankruptcies, reported
that 2,574 bankruptcy claims totaling about $7.1 million were
paid@ for the above period. This was about 50 percent more
claims than the Office of Education had recorded. Part of
this difference results from post-default bankruptcies--guar-
anteed student loans on which the individual originally de-
faulted. Such claims are paid by State guarantee agencies
and reported to the Office of Education ar a default claim.
Subsequent to the default, the individual files bankruptcy.
However, claims categorized as a default remain in that cate-
gory for Office of Education recordkeeping purposes even
though a bankruptcy subsequently occurs. Therefore, Office
of Education figures on guarantee agency bankruptcy claims
are understated, and losses due to bankruptcy are higher than
actually reported to the Office.

In addition, some of the guarantee ageacies, in respond-
ing tc our request, reported bankruptcies filed under chapter
13 of the Bankruptcy Act. Under these bankruptcies, which are
designed to liguidate all debts in 3 years, the bankruptcy
courts determine what portion of the petitioner's wages can
be applied to outstanding debts. Such cases, known as

3
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(chapter 13) wage-eainer plans, are not included in cases re-
ported to the Office of Education.

From the 2,574 State guarantee agency cases, we randomly
selected 511 cases, or about 20 percent, for our review,
Combined with the 137 Office of Educiation headquarters cases,
our ov::all sample contained 648 bankruptcy cases.

Information from bankruptcy courts

Using our sample of 648 cases we contactel the appro-
priate bankruptcy courts to obtain information from their
records. Enclosure I shows the geographic distribution of
our sample.

For each case, we regquested copies of

—--the statem:nt of affairs which shows the petiticner's
personal data, including employment status and incoune;

~--the A-1 debt schedule which lists priority debts such
as wages and taxes; .

--the A-2 debt schedule which lists secured debts such
as home nortgages, automobile loans, etc.:

--the A-3 debt schedule which shows nonpriority unsecured
debts such as educational loans, medical expenses, cre-
dit card purchases, etc.; and

--the summary of debts and assets which shows the net
worth of the lbankruptcy petitioner.

Of the 648 randomly selected cases, we received responses
from the bankruptcy cturts on 606. In our analysis we con-
sidered only those educational debts that were identifiable
on the petitioners' A-3 debt schedules. In addition to guar-
anteed student loans, we identified National Defense/Direct
Student Loans, veterans benefits overpayments, and other Fed-
eral or scheool loans.

Twenty-seven of the cases in our sample were chapter 13
wage-earner plans. These cases were not included in our
analysis because the bankrupt's debts are not discharged as
in a regular bankruptcy. Hcwever, we did check on the status
of the 27 cases. In 10 cases, court-approved payments had
been made towards the guaranteed student loan debt, although
at the time we inguired, only 6 were current. For 17 cases,
no payments had ever been made towards the guaranteed student
loan debt, and 6 -ases had been converted to regular bank-
ruptcy.
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Included also in our sample were 22 cases where the
petitioner filed as an individual engaged in business. These
business bankruptcies made up less than 4 percert of the sample,
yet accounted for over 11 percent of the total debts. Aiso, some
cof the petitions in ocur sample listed debts which were greatly
in excess of the majority of the cases. For example, there
were 16 cases for which the A-3 debts (unsecured, nonpriority)
were $40,000 or more. These 16 cases made up less than 3 per-
cent of our samp.e, yet accounted for over 23 percent of all the
samples' debts. We included these 38 cases in our overall analy-
sis, and then made the same analysis without the cases to high-
light the impact they had cn the profile (see enclosure II).

Complete information was not available for every case
in our sample; for instance, not every individual indicated
employment status or prior years' earnings. Our averages are
based on the number of cases which contained the particular
data element in gquestion.

RESULTS OF ANALYS1S

The following pages highiight the results of our analysis
which is included as enclosure II. A regional analysis of
bankruptcy cases is included as enclosure III.

Length of time from receiving
Joans to ifi1ling for bankruptcy

The exact date when the student left schooi or graduvated
generally could not be determined from the information avail-
able. For example, information for 136 students showed that
89 graduated from and 47 dropped out of school. Another 443
students were ejther still in school or their :tatus was un-
known. Since siLfficient information was not available to de-
termine when a student graduated or ceased to be a half-time
student, we determined the time between the date of the stu-
dent's last loan and the date the bankruptcy petition was
filed. This span normally includes time for the students to
complete thei: education and a grace period of 9 to 12 months
before making loan repayments. Information that was available
for 573 individuals showed that the average time was 41 months.
The range was from zero--for an individual who filed for bank-
ruptcy in the same month he received his loan--to 130 months.

In 19 cases, over 3 percent, the students filed for bank-
ruptcy while still in school. The average time between the
students' last loan and filing ~>r bankruptcy was 2]l months.
For five of these students the educational debts were the
only debts listed in the bankruptcy petition. Overall, the 19
students had average educational debts of $5,470 which were
about 28 percent of the students' total debts.

5
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Type of school attended

The following table shows *he type of educational insti-
tution that the students were attending at the time they
received a guaranteed student loan.

Number of students Percentage
Tvype of institution receiving loans of totai
4-year public 230 35.5
4-year private 129 19.9
2-year public 48 7.4
2-year private 4 .6
Proprietary 77 11.9
Vocational/technical 37 8.7
Graduate 6 .9
Other (unknown,
foreign, etc.) 117 18.1
Total 648 100.0

It should be noted that we did not determine whether the
educational institution was the lender in the above cases, nor
did we obtain information on the percentage of loans that were
made to students attending the various types of .nstitutions.

Employment status and earnings

At the time of filing their bankruptcy petitions, 411 in-
dividuals (72 percent) stated they were employed while 156
(28 percent) stated they were unemploved. Of those unemployed,
22 listed their occupations as housewife, and 19 indicated that
they were still in school. The following table summarizes the
employment status indicated by five or more individuals.

Occupation Number Occupation’ Number
Teacher 43 Accountant 9
Clerk 34 . Counselo~ 8
Salesman - 25 Nurse 8
Housewife 22 Attorney 7
Student 19 Laborer 6
Manager/ Soldier 5
Assistant Manager 16 Carpenter 5
Secretary 10 Supervisor 5
Mechanic 10 Truck Driver 5

Other occupations occurring less frequently included
buyer, bus driver, computer operator, construction worker,
cook, draftsman, engineer, firefighter, and machinist. Also

6
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"~ listed were doctor, dentist, psychologist, and several other
occupations in the medical field.

In addition, the earnings for 1 and 2 years prior to fil-
ing bankruptcy as listed on the bankruptcy petitions are shown
below.

2 years 1l year

Income before before
$ 0 95 65
1- 5,000 187 156
5,001-10,000 189 212
10,001-15,000 61 85
15,001-20,000 7 20
Over 20,000 _4 _6

Totals

(note a) §i§ 544

on——
——————

a/One individual reportnd earnings for 1 year prlor to filing
but not for 2 years prior.

The above shows that overall the individual earnings
increased in the year prior te filing for bankruptecy. For
the year prior to filing, 111 individuals (20 percent) had
incomes in excess of $10,000; for 2 years prior to filing,

72 individuals (13 percent) had incomes in excess of $10,000.
The average earnings for the 543 individuals 2 years prior
to filing for bankruptcy were $5,361; for the year prior to
filing, the average earnings for all individuals were $6,490.
However, when individuals with no income were excluded, the
average earnings increased to $6,498 and $7.371 for the
respective years.

Debts

Total debts for the entire sample averaged $20,115,
categorized as follous.

-=Priority (A-l) = $479.

~-~-Secured (A-2) = $7,550.

--Nonpriority, unsecured (A-3) = $12,086.

The average debts for the individuals engaged in business
were higher in all categories than for the sample as a whole.
Total debts for the business bankruptcies averaged $61,612,
For the 16 cases we identified with exceptionally high debts,

7
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the total debts averaged $167,491. 1In almost all cases, these
debts resulted from business-related activities or from
personal liability as a result of accidents. when the 22
business and 16 high-debt cases are 2Xcluded, the average total
debt drops to $14,115.

in 320 cases we were able to identify educational loans
and crelate them to total nonpriority debts. .For 184 of these
cases (over 35 percent) educational debts accounted for
60 percent or more of all nonpriority, unsecured indebtedness,
For 41 cases (8 percent) educational debts were the only debts
listed by the petitioner, and in nine other cases, educational
debts were the only nonpriority, unsecured debts listed. For
these 50 cases, total debts averaged $6,954, 93 percent of
which was educational.

We computed the average guaranteed student loan made to
all individuals in our sample baseA =n the information fur-
nished by the Office of Education and the guarantee agencies;
the average loan was $2,588. 1Individuals often recejved more
than one loan, and tho total amounts loaned ranged from $200
to $10,000. The average bankruptcy claim paid by the Office
of Education or the guarantee agency was $2,292. This would
indicate that, on the average, borrowers are repaying little
on these loans prior to filing for bankruptcy.

Federal obligations other than guaranteed student lcans
were noted in 17 percent of our sample., National Defense/Direct
Student Loans and Health Professions Student Loans were evident
in 81 and 4 cases, respectively. The average loan amounts
listed were $2,310 and $2,962. Fourteen individuals sought re-
lief from obligations--averaging $904-~to the Veterans Admin-
istration for overpayment of veterans benefits. Three indi-
viduals listed Small Business Administration loans, averaging
$54,191. :

Observations

Based on our sample of bankruptcy petitions and program
data we noted that:

--The average guaranteed student loan made was for $2,588
and the average claim paid to lenders was $2,292. This
indicates that little is being repaid on these loans.

--In addition to guaranteed student loans, other Federal
and private loans averaging about $1,600 were also in-
cluded in bankruptcy petitions.

--About 8 percent of the bankruptcy petitions listed
educational loans as the only indebtedness.
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--Over 3 percent of those filing were still in school.

--Thirty-five percent of the individuals had educational
debts which represented 60 percent or more of the total
unsecured debts. :

e did nnt obtain formal comments from Office of Educa-
tion officials but have discussed our report with them and
considered their comments.

This letter is also being rt ot the Chairman of the
Subcommittes on Postsecondary Education, House Committee on
Education and Labor.

Sincerely yours,

4,
Acting Compt:x:ollelr< Gen:r?a

of the United States

Enclosures - 3



ENCLOSURE I

ENCLOSURE I

REGIONAL DISTRIBUTION OF

SAMPLE GUARANTEED STUDENT LOAN BANKRUPTCIES

New England

Mid Atlantic D.C.

Midwest

Plains and
Rocky
Mountains

West

BY LOCATION OF COURT

-

Connecticut {
Maine
Massachusetts (

(1)
Delaware (0)
Maryland (5)

(2)
(3)
(15)

Alabama
Arkansas
Florida
Georgia (17)
Kentucky (5)
Louisiana ({4)

Illinois (68)
Indiana (13)
Michigan (21)

Colorado
Idaho
Iowa
Kansas
Mortana
N. Dakota

Alaska (0)
Arizona (9)
California (70)

23)
(4)
17)

New Hampshire (
Rhode Island (
Vermont (

New Jersey (
New York (1
Pennsylvania (

Mississippi (
Missouri (
Nozth Carolina ¢
South Carolina (
Tennessee (
Virginia (1
West Virginia (

Minnesota (4)
Ohio (31)
Wisconsin (30)

Nebraska
New Mexico
Oklahoma
South Dakota
Texas

Utah

Wyoming

P Y e R e R
Nl Ns® P st Nt ot st

Nevada
Bawaii
Oregon
Washington

WWn= o OCOMNWNW

Tt Nt s Vonsa?

P P
N bt~ o~

/64

Number

in

sample

51

185

89

167

37

1

P

~

a/One petition was filed in Canada producing a total sample

size of 648.



ENCLOSURE II : ENCLOSURE Il

AMALISIS OF BANKMUPTCY CASES
Complete sample
Complets sample leng business oankruptcies and
Complete less 22 business 15 cases with hi hest un-
2 bankroptics (note a)  secured, monpriority debts (note b)
Ceses (less chapte: 13s) (note ¢) a/579 557 S41

Aversge nuaher of months detween
last loan and filing for bank-
ruptey 4.2 40.9 40.%

Eaploymert status:
¢

Bapl 411 S 38
Unemployed 156 182 148
Average prior years' sarnings
2 years prior $ 5,361 $ 5,32 $ 5,27
1 ysar prior § 6,490 § 6,447 8 6,378
Average debts:
Priority (A-1) 5 41 8 376 $ 1M
Secured (A-2) $ 7,850 $ 6,906 $ 5,092
Unsecured nonpriority (A-3) $12,0:8 $11,262 $ 8,848
Total (A=l + A=2 + A=)} 320,118 $18,%544 814,115
Educational (included in A=J3) § 4,151 $ 4,)12 $ 4,138
Percentage of mnsscured, non-
priority debts represented
by educational debts:
100% 50 50 $0
50 - 99% s1 50 50
o0 - I 8 82 82
40 - 59¢ 94 34 9
20 - IN 121 118 117
Leas than 20% 121 111 9¢
Aversgs assets § 5,364 $ 4,640 §$ 4,454
Average gharanteed student lcan made $ 2,588 $ 2,502 $ 2,583
Average guaranteed student loan claim paié $ 2,292 § 2,306 $ 2,317

a/The sample included 22 cases where the petitioner filed as on individual engaged in business. These busj-
ness bankruptcies composed 3.8 percent of the sasple, yet accounted for 11.2 petcent of the total debts.

p/sone prtitions in the sample l1isted debts which were gtestly in excess of the majority of the cases. There

were 16 cases for which the A=) debts (unsecured, nenpriority) were 340,000 or more., These 16 cases composed

2.8 percent of the sample, yet accounted for 23,2 percent of the entire sswple’s debts.

§/Twenty-seven of the cases in the sample were filed as chapter 13 waje-earner plans. Uader such a plan, de-
signed to liquidate all debts in J years, the bankruptey court determines what portion of the petiticner's
wages can be applied to ocutstanding Gabts. These Cases were 70t included in our analysis becsuse the .ndi-
vidual's debts are not discharged ag in regular bankruptey.

4/Complete information was not aveilable fo: every case in our sample. Our avetages are based on the number
of cases which contained the particular data eiement.



ENCLOSURE III ’ , ENCLOSURE I1II

REGIONAL AKALYSIS OF BANKRUPTCY CASES {note a)
Plains

and
Moun~ Nid- -Hid- New
West tains west South Atlantie England
Cases {less chapter 13) 112 33 140 73 172 . 49
Average number of months
between last loan and
filing for bankruptcy 36.7 41.4 37.6 45.2 47.1 34.3
Exployment status:
Exployed 75 22 106 59 118 Y |
Tnemployed k¥ 8 a3 11 57 18
Average prior years'
earnings:
2 years prior $ 5373 $ 5,510 § 5,052 % 6,634 $ 5,317 $ 4,41
1l year prior $ 6,263 § 5,953 % 6,452 § 8,030 $ 6,407 $ 5,520
Average debts:
Priority (A-1) $ 427 s € $ 479 $ 1,327 $§ 323 146
Secured (A-2) $ 8,148 § 5,802 s12,881 § 7,206 $ 4,166 $ 4,322
Unsecured nonpriority
{A-3) $12,684 § 9,634 $10,544 $14,884 $10,540 - $17,958
Total (A=1 + A-2 + A-3) $21,256¢ $15,506 $23,904 $23,417 $15,029 22,426
Educational (included
in A-3) $ 4,371  $ 4,189 § 3,735 § 3,305 $ 4,309 $ 5,320
Percentage of unsecured,
nonpriority debts repre-
sented by educational
debts:
1008 5 2 5 2 26 10
80 - 99% 6 3 ? 3 26 6
60 -~ 79 25 ? 19 10 16 é
40 - 592 13 ? 32 9 25 8
20 - 39 33 7 28 18 30 5
Less than 20% 20 -] 3 18 32 12
Average assets ’ $ 9,023 $ 4,589 $ 5,912 $ 5,980 $ 1,089 $ 3,076
Average guaranteed student
loan made $ 2,253 § 2,205 $ 2,258 § 2,157 $ 3,066 $ 3,536
Average guaranteed student
loan claim paid $ 1,874 $ 2,049 § 2,026 $ 1,776 $ 2,829 $ 3,045

a/Revresents analysis of complete sample, including business bankruptcies and 16 cases
with highest unsecured, nonpriority debts.



8-15'?531(1) April 15, 1977

The Honorable wWilliam Ford

Chairman, Subcommittee on
Postsecondary Education

Committee on Education and
Labor

House of Representatives

Dear Mr. Chairman:

This letter is in further response to the August 5, 1976,
reqguest from the former Chairman of your Subcommittee and the
Chairman of the Subcommittee on Civil and Constitutional
Rights, House Committee on the Judiciary, that we perform a
study of the discharge in bankruptcy of educational debts re-
sulting from federally insured or guaranteed loans under
parts B and E, title IV of the Higher Education Act of 1965,
as amended. Our December 23, 1976, letter to you outlined
our proposal to analyze a sample of guaranteed student loan
borrowers who had petitioned for bankruptcy and tc provide
a profile of the borrowers. We have completed our review of
579 randomly selected cases using information from the files
of the Office of Education, the State guarantee agencies, and
the bankruptcy courts.

Our analysis of 541 of these cases showed the peti-
tioners to have

--average earnings of $6,378 fbt the year prior to
filing bankruptey;

-—-average total debts of §14,115, of which $4,138
were educational debts;

--average assets of §$4,454; and

--an average guaranteed student loan made for approx-
imately $2,600 of which an average claim for approx-
imately $2,300 was paid.

The above averages do not include 22 business bankrupt-
cies or 16 cases which had extremely high debts. However,
these are included in our computation for the overall sample
{see enclosure II).

HRD-77-80
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GUARANTEED STUDENT LOAN PROGRAM

Under the Guaranteed Student 7Toan program, loans are
made to students by participating lenders such as commercial
banks, savings and loan associations, credit unions, and
educationzl institutions. These loans are insured by the
Office of Educaticn or by State or private nonprofit guarantee
agencies which have reinsurance agreements with the Office.
In either case, if an individual fails to repay higs loan be-
cause of default, bankruptcy, death, or disability, the lender
may submit a claim to the Office of Education or the guarantee
agency and receive payment fo. the unpaid balance. The Federal
Government pays 100 percent of all lender losses on death and
disability claims. On default and bankruptcy claims, the
Federal Government pays 100 percent of lender losses on Office
of Education insured loans and reimburses State or nonprofit
agencies for 80 percent of their payments to lenders.

Berrowers are expected to begin repayment 9 to 12 months
after they cease to be at least a half-time student. The
repayment period normally extends from 5 to 10 years with
a minimum repayment of $360 annually. However, the Education
Amendments of 1976 allow the borrower and lender to agree to
payments of less than $360. Repayment may be deferred for
military, Peace Corps or Vista service, or for resumption of
full-time study. Also, if the student is seeking employment
but is unable to find it, a one-time, one-year payment defer-
ment may be alliowed.

SELECTION OF SAMPLE

We obtained information on bankruptcy claims paid during
the period July 1, 1975, through June 30, 1976, from the Office
of Education headauarters and the guarantee agencies partici-
pating in the Guaranteed Student Loan program. Aft2r selecting
648 cases at random, we reguested information from the appro-
priate bankruptcy courts and we received responses for 606 cases.

Office of Education headauarters sample

When we started our work in September 1976, an Office offi-
cial provided us a repcurt which showed chat 3,350 bankruptcy
claims for over §5 million were paid under the Federal program
for the year ending June 30, 1976. Since then, we have been
given other figures which program officials said are more
reliable. These figures show that 4,414 claims f>r about $5.7
million were paid for the period.
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Bankruptcy claims for the Federal program wece paid by
the Office of Education headquarters in Waslkington until the
spring of 1976 when Department of Health, Education, and Wel-
fare regional offices were given the responsibility to pay
such claims. As a result, only 75) bankruptcy claim files were
on hand at headquarters. An Office of Education cfficial saicd
the bankruptcy claims at headquarters were similar to the bank-
ruptcy claims at the regioral offices and differed only
in that they were paid early in the fiscal year by the head-
quarters. In a November 30, 1976, meeting with your office
and the Subcommittee on Civil and Constitutional Rights office,
it was agreed that we would sezlect our sample from the files on
hand at Office of Education headquarters. From the 751 hLead-~-
guarters files we randomly selected 20 percent, or 150 cases,
and were able to obtain records for 137 of these cases; Office
of Education officials were unable to locate 13 cases.

Guarantee agency sample

The Office of Education's records showed that obligations
to guarantee agencies for 1,715 bankruptcy claims totaled
over $2.9 million during the year ending June 30, 1976. However,
the amounts paid by guarantee agencies to lending institutions
on such claims were higher because the Office of Education's
reimbursement normally covers only 80 percent of the amount
of the agencies' claims.

Guarantee agencies, in responding to our regquest for
information on guaranteed student loan bankruptcies, reported
that 2,574 bankruptcy claims totaling about $7.1 million were
paid for the above period. This was about 50 percent more
claims than the Office of Educaztion had recorded. Part of
this difference results from post-default bankruptcies--guar-
anteed student loans on which the individual originally de-
faulted. Such claims are paid by State guarantee agencies
and reported to the Office of Education as a default claim.
Subsequent to the default, the individual files bankruptcy.
However, claims categorized as a default remain in that cate-
gory for Office of Education recordkeeping purposes even
though a bankruptcy subsequently occurs. Therefore, Office
of Education figures on guarantee agency bankruptcy claims
are understated, and losses due to bankruptcy are higher than
actually reported to the Office.

In addition, some of the guarantee agencies, in respond-
ing to our request, reported bankruptcies filed under chapter
13 of the Bankruptcy Act. Under these bankruptcies, which are
designed to liguidate all debts in 3 years, the bankruptcy
courts determine what portion of the petitioner‘'s wages can
be applied to outstanding debts. Such cases, known as

3



B-164031(1)

(chapter 13) wage-earner plans, are nct included in cases re-
ported to the Office of Education.

From the 2,574 State guarantee agency caves, we randomly
celected 511 cases, or about 20 percent, for our review,
Combined with the 137 Office of Education headquarters cases,
our overall sample contained 648 bankruptcy cases.

Information from bankruptcy covrts

Using our sample of 648 cases we contacted the appro-
priate bankruptcy courcs to obtain information from their
records. Enclosure 1 shows the geographic distribution of
our sample.

For each case, we reguested copies of

--the statement of affairs which shows the petitioner's
personal data, including employment status and income;

~-the A-) debt schedule which lists priority debts such
as wages a~d taxes;

--the A-2 debt schedule which lists secured debts such
as home mortgages, automobile loans, etc.;

--the A-3 debt schedule which shows nonpriority unsecured
debts such as educational loans, medical expenses, cre-
dit card purchases, etc.; and

--the sunmary of debts and assets which shows the net
worth of the bankruptcy petitioner.

Of the 643 randomly selected cases, we received responses
from the bankruptcy courts on 606. 1In our analysis we con-
sidered only those educational debts that were identifiable
on the petitioners' A-3 debt schedules. 1In addition to guar-
anteed student loans, we identified National Defense/Direct
Student Loans, veterans benefits overpaymerts, and other Fed-~
eral or school loans.

Twenty-seven of the cases in our sample were chapter 13
wage-earner plans. These cases were not inclvded in our
analysis because the bankrupt's debts are not discharged as
in a regular bankruptcy. However, we did check on the status
of the 27 cases. 1In 10 cases, court-approved payments had
been made towards the guaranteed student loan debt, although
at the time we inguired, 'only 6 were current. For 17 cases,
no payments had ever been made towards the guaranteed student
loan debt, and 6 cases had been converted to regular bank-
ruptcy.
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Included also in our sample were 22 cases where the
petitioner filed as an individual engaged in business. These
business bankruptcies made up less than 4 percent of the sample,
yet accounted for over 1ll percent of the total debts. Also, some
of the petitions in our sample listed debts which were greatly
in excess of the majority of the cases. For example, there
were 16 cases for which the A-3 debts (unsecured, nonpriority)
were $40,000 or more. These 16 cases made up less than 3 per-
cent of our sample, yet accounted for over 23 percent of all the
samples' debts. We included these 38 cases in our overall analy-
sis, and then made the same analysis withont the cases to high-
light the impact theyipad on the profile (see enclosure II).

Complete information was not available for every case
in our sample; for instance, not every individual indicated
emplcyment status or prior years' earnings. Our averages are
based on the number of cases which contained the particular
data element in question.

RESULTS OF ANALYSIS

The following pages highlight the results of c'r analysis
which is included as enclosure II. A regional analysis of
bankruptcy cases is included as enclosure III.

Lenath of time from receivin
zoans_to filiang Tor bankruptcy

The exact date when the student left school or graduated
generally could not be determined from the information avail-
able. For example, information for 136 stuvdents showed that
89 graduated from and 47 dropped out of school. Another 443
studants were either still in school or their status was un-
known. Since sufficient information was not available to de-
termine when a student gradu=ced or ceased tc be a half-time
student, we determined the time between the date of the stu-
dent's last loan and the date the bankruptcy petition was
filed. This span normally includes time for the students to
complete their education and a grace period of 9 to 12 months
before making loan repayments. Informatior that was available
for 573 individuals showed that the average time was 41 months.

The range was from zero--for an individual who filed for bank-
ruptcy in the same month he received his loan--to 130 months.

In 19 cases, over 3 percent, the students filed for bank-
ruptcy while still in school. The average time between the
students' last loan and filing for bankruptcy was 21 months.
For five of these students the educational -debts were the
only debts listed in the bankruptcy petition. Overall, the 19
students had average educational debts of $5,470 which were
about 28 perceut of the students' total debts.

5
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Type of school attended

The following table shows the type of educational insti-
tution that the students were attending at the time theyv
received a guaranteed student loan.

Number of students Percentage
Type of institution receiving loans of total
4-year public 230 35.5
4-year private 129 19.9
2-year public 48 7.4
2-year private 4 -6
Proprietary 77 11.9
Vocational/technical 37 5.7
Graduate 6 .9
Other (unknown,
foreign, etc.) 117 18.1

|

Total

=)
[ -9
©
[
Q
o
(=]

I

It shovld be noted that we did not determine whether the
educational institution was the lender in the above zases, nor
did we obtain information on the percentage of loans that were
mace to students attending the various types of institutions.

Employment status and earnings

At the time of filing their bankruptcy petitions, 411 in-
dividuals (72 percent) stated they were employed while 156
(28 percent) stated they were unemployed. Of those unemployed,
22 listed their occupations as housewife, and 19 indicated that
they were still in school. The following table summarizes the
employnent status indicated by five or more individuals.

Occupation Number  Occupation Number
Teacher - 43 Accountant 9
Clerk . 34 Counselor 8
Salesman 25 Nurse 8
Housewife 22 Attorney 7
Student 19 Laborer 6
Manager/ Soldier 5
Assistant Manager 16 Carpenter 5
Secretary 10 Sugpervisor 5
Mechanic 10 Truck Driver 5

Other occupations occurring less fregquently included
buyer, bus driver, computer operator, construction worker,
cook, draftsman, engineer, firefighter, and machinist. Also

6
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listed were doctor, dentist, psychologist, and several other
occupations in the medical field.

In addition, the earnings for 1 and 2 years prior to fil-
ing bankruptcy as listed on the bankruptcy petitions are shown
below.

2 years 1l year

Income before before
$ 0 95 65
i1~ 5,000 187 ~ 156
5,001-10,000 189 212
10,001-15,000 61 85
15,001-20,000 7 20
Over 20,000 4 5

Totals

(note a) 543 544

a/0One individual reported earnings for 1 year prior to filing
but not for 2 years prior.

The above shows that overall the individual earnings
increased in the year prior to filing for bankruptcy. For
the year prior to filing, 111 individuals (20 percent) had
incomes in excess of $10,000; for 2 years prior to filing,

72 individuals (13 percent) had incomes in excess of $10,000.
The average earnings for the 543 individuals 2 years prior

to filing for bankruptcy were $5,361; for the year prior to
filing, the average earnings for all individuals were $6,490.
However, when individuals with no income were excluded, the
average earnings increased to $6,498 and $7,371 for the
respective years.

Debts

Total debte for the entire sample averaged $20,115,
categorized as follows.

--Priority (A-1l) = $479.

--Secured (A-2) = $7,550.

--Nonpriority, unsecured (A-3) = $12,086.

The average debts for the individuals engaged in business
were higher in all categories than for the sample as a whole.
Total debts for the business bankruptcies averaged $61,612.
For the 16 cases we identified with exceptionally high debts,

7
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the total debts averaged $167,491. 1In almost all cases, these
debts resulted from business-related activities or from
personal liability as a result of accidents. When the 22
business and 16 high-debt cases are excluded, the average total
debt drops to $14,115.

In 520 cases we were able to identify educational loans
and relate them to total nonpriority debts. For 184 of these
cases (over 35 percent) educational debts accounted for
60 percent or more of all nonpriority, unsecured indeotedness.
For 41 cases (8 percent) educational debts were the only debts
listed by the petitioner, and in nine other cases, educational
debts were the only nonpriority, unsecured debts listed. For
these 50 cases, total debts averaged $6,954, 93 percent of
which was educational.

We computed the average guaranteed student loan made to
all individuals in our sample based on the information fur-
nished by the Offi-» of Education and the guarantee agencies;
the average loan was $2,588. Individuals often received more
than one loan, and the total amounts loaned ranged from $200
to $10,000. The average bankruptcy claim paid by the Office
of  Zducation or the guaran:ee agency was $2,292. This would
indicate that, on the average, borrowers are repaying little
on these loans prior to filing for bankruptcy.

Federal obligatinns other than guaranteed student loans
were noted in 17 percent of our sample. National Defense/Direct
Student Loans and Health Professions Student Loauns were evident
in 81 and 4 cases, respectively. The average loan amounts
listed were $2,310 and $2,962. Fourteen individuals sought re-
lief from obligations~-averaging $904--to the Veterans Admin-
istration for overpayment of veterans benefits. Three indi-
viduals listed Small Business Administration loans, averaging
$54,191.

Observations

Based on our sample of bankruptcy petitions and program
data we noted that: :

--The average guaranteed student loan made was for $2,588
and the average claim paid to lenders was $2,292, This
indicates that little is being repaid on these loans.

--In addition to guaranteed student loans, other Federal
and private loans averaging about $1,600 were also in-
cluded in bankruptcy petitions.

--About 8 percent of the bankruptcy petitions listed
educational loans as the only indebtedness.
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--Over 3 percent of those filing were still in school.

--Thirty-five percent of the individuals had educational
debts which represented 60 percent or more of the total
unsecured debts.

We did not obtain formal comments from Office of Educa-
tion officials but have discussed our report with them and
considered their comments.

This letter is also being sent to the Chairman of the Sub-
committee on Civil and Constitutional Rights, House Committee
on the Judiciary.

Sincerely yours,

¢
Acting Comptroiger General
of the United States

Enclosures - 3



ENCLOSURE I

ENCLOSURE I

REGIONAL DISTRIBUTION OF

SAMPLE GUARANTEED STUDENT LOAN BANKRUPTCIES

1. New Enaland

2. Mid Atlantic

3. South

4. Midwest

5. Plains and
ROCKY
Mountains

BY LOCATION OF COURT

Connecticut
Maine

(23)
(4)

Massachusetts (17)

D.C. (1)
Delaware
Maryland

(0)
(5)

(2)
(3)
(15)

Alabama
Arkansas
Florida
Georgia (17)
Kentucky (5)
Louisiana (4)

Illinois (68)
Indiana (13)
Michigan (21)

Colorado (6)
Idaho (3)
Iowa (4)
Kansas (7)
Montana (3)
N. Dakota (0)
Alasna

Arizona
California (

(0)
(9)
70)

New Hampshire
Rhode Island
Vermont

New Jersey
New York
Pennsylvania

Mississippi (
Missouri (
North Carolina (
South Carolina (
Tennessee (
Virginia (1
West Virginia (

Minnesota (4)
Ohio (31)
Wisconsin (30)

Nebraska (
New Mexico (
Oklahoma (
South Dakota (
Texas (
Utah (

(

Wyoming

Nevada
Hawaii
Oregon (
Washington (

Number
in

samgle

51

185

89

167

a/0One petition was filed in Canada producing a total sample

size of 648.



ENCLOSURE II -

ENCLOSURE II

ANALYSIS OF BANKRUPTCY

Compiete sample

Complete sample leas business Larkruptcies and
Complete less 22 busitess 16 cases with highest un~
sample bankrupties (note 3) secured, nonnriority debts (note b)
Cases (less chapter 13s) (note c) 9/57% 557 541
Average number of aonths between
last loan and filing for bank-
ruptcy 4.2 40.9% 40.%
Employment status:
Empioyed 411 395 383
Unemployed 1%6 182 148
Average DPrior years' earnings
2 years prior $ 5,36) $ 5,323 $ 5,271
1 vear prior $ 6,490 $ 6,447 s 6,378
Average debts:
priority (A-1l) § 479 $ 376 s§ N
secured (A-2) $ 7,550 § 6,906 $ 5,092
Unsecured nonpricricy (A-3) $12,086 $11.262 s 8,845
Total (A=l + A=2 + A-3) $20,118 $18,544 $14,115
Educational (included in A-3) $ 4,151 $ 4,112 $ 4,138
Percentage of unsecured, non-
priority dedbts represented
by educational debes:
1008 [14] 50 50
80 - 99 51 S5¢ 50
60 = 9% 83 82 82
40 = 59% 94 94 94
20 - 39% 121 118 117
Leés than 20% 121 111 96
Aversge assets $ 5,364 $ 4,640 $ 4,454
Average guatanteed student loan made $ 2,588 $ 2,582 5 2,583
Average guaiantesd student loan claim paié $ 2,292 $ 2,306 $ 2,317

a/The sample included 22 cases where the petitioner filed as an individual engaged in business. These busi~
ness bankruptcies composed 3.8 percent of the sample, yet asccounted for 11.2 percent of the total debts.

p/some petitions in the sample listed debts which vere greatly in excess of the msjority of the cases. There
were 16 cases for which the A-3 debts (unsecured, nonpriority) were $40,000 or more. These 16 cases composed
2.8 percent of the sample, yet accounted for 23.2 percent of the entire sample's debts.

§/Twenty-seven of the cases in the sample were filed as chapter 13 wage-sarner plans. Undet such a plan, de-
signed to liquidate all 'debts in 3 yvears, the bankruptey court determines what portion of the petitioner's
wages can be applied to outstanding debts. These cases vere not included in our analysis because the indi-
vidusl's debts sre not discharged as in regular bankruptcy.

d/Complete information was not available for every case in our sarple. Our averages are based on the number
of cases which contained the particular data slement.



ENCLOSURE III

REGIONAL ANALYSIS OF BANKRUPTCY CASES (note a)

Cases (less chapter 13)

Averag2 number of months
between last loan and
filing for bankruptcy

Emplovment sta °
Employed 7
Unemployed

Average prior years'
earnings:
2 years prior
1 year prior

Average debts:

Priority (A-1)

Secured (A-2)

Unsecured nonpriority
{A=3)

Total (A-1 + A=-2 + A-3)

Educational (included
in A-3)

Percentage of unsecured,
nonpriority debts repre-
sented by educational
debts:

100%

80 ~ 99%

60 - 79%

40 - 59%

20 - 39%

Less than 20%

Average assets

Average guaranteed student
loan made

Average guaranteed student
loan claim paid

West

112

36.7

75
32

$ 5,373
§$ 6,263

$ 427
$ 8,148

$12,684
$21,259

§$ 4,301

5
6
25
13
33
20

§$ 9,023

§$ 2,253

$ 1,874

Plains
and

Moun-

tains

33

41.4

22

§ 5,510

§$ 5,953

70
5,802

@n v

9,634
$15,306

$ 4,188

Ny~ wn

§ 4,539

$ 2,205

$ 2,049

ENCLOSURE III

Mid- Mid-
west South Atlantic
140 73 172
37.6 45.2 47.1
106 59 115
33 11 57
$ 5,052 $ 6,634 $ 5,317
$ 6,452 $ 8,030 $ 6,407
$ 479 $ 1,327 'S 323
$12 881 $ 7,206 $ 4,166
$10,544 §14,884 $10, 540
§23,904 $23,417 $15,029
$ 3,735 § 3,305 § 4,309
5 2 26
7 3 26
19 10 16
32 9 25
28 18 30
3¢ 18 32
$§ 5,912 $ 5,980 $ 3,089
$ 2,258 $ 2,157 $ 3,066
$ 2,026 $1,776 $ 2,829

New

England
49

34.3

34
15

$ 4,471
$ 5,520

146
$ 4,322

$17,958
$22,426

$ 5,320

12
$ 3,076

$ 3,516

$ 3,045

a/kepresents antlysis of complete sample, including business bankruptcies and 16 cases
with highest unsecured, nonpriority debts.





