| EA314

United States
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Washington, D.C. 20548

Health, Education, and
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B-277901
September 15, 1997

The Honorable Bill Frist
Chairman, Education Task Force
Committee on the Budget
United States Senate

Subject: Education Pro : jor Affecting P n Educatio
l-to-Work, and Y Emplovmen

This correspondence provides information requested by the Committee's
Education Task Force on July 18, 1997, summarizing work we have completed
from 1990 through 1997 on postsecondary education, school-to-work, and youth
employment training issues. In addition, today we are separately reporting on
preparatory education issues. These materials may be useful as the Committee
continues to explore problems in the American education infrastructure and in
informing the federal government about its role in addressing them.

Obtaining a postsecondary education is becoming even more essential to
students' future earning power, while the cost of a postsecondary education is
rising rapidly, contributing to the difficulty of students affording a
postsecondary education. In addition, some federal programs designed to help
educationally and economically disadvantaged youth enter, stay in, and
complete their postsecondary education or noncollege-bound youth obtain
alternative work skills have not lived up to their expectations. The limited
effectiveness of these programs has contributed to the difficulty of some at-risk

youth obtaining a postsecondary education.

In addition, the Department of Education, the principal federal manager of most
of these programs, has had problems in implementating and overseeing student
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financial aid programs, as well as managing the programs. This has led us to
identify its student financial aid programs as high risk because of vulnerabilities
to waste, fraud, abuse, and mismanagement.

In our past work, we have not only discussed problems that kept some of these
programs from meeting their statutory objectives, but also identified ways to
improve the programs. We discuss some of these problems, as well as
congressional and agency actions to address them, in enclosure L

Enclosure ] identifies and organizes the major issues concerning our previous
work on postsecondary education, school-to-work, and youth employment
training programs. For each issue, we have summarized our work, including
major conclusions and recommendations, and the action taken by the Congress
or agencies. A list of relevant major GAO products appears in enclosure IL

-----

We are sending copies of this correspondence to the Chairman and Ranking
Minority Member of the Committee on the Budget, the Secretaries of Education

and Labor, other congressional committees, and others be intereste

i

If you or your staff have any questions, or wish to discuss this material further,
please call me at (202) 512-7014. Major contributors include Jay Eglin, Assistant
Director, and Chuck Shervey.
Sincerely yours,
Carlotta C. Joyner
Director, Education and

Employment Issues

Enclosures - 4
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ENCLOSURE 1 ENCLOSURE 1

INFORMATION ON MAJOR POSTSECONDARY EDUCATION,
SCHOOL-TO-W! Y
P NDARY ED N

Higher education is a growing American industry with $173 billion in total
expenditures and 2.6 million employees in the 1993-94 academic year. During
the 1994-95 academic year, more than 9,900 2-year and 4-year colleges and
vocational and technical schools offered postsecondary education. Federal
appropriations for major postsecondary education programs totaled about $9.4
biltion for fiscal year 1997, and the administration requested about $13.9 billion
for fiscal year 1998 (see encl. III).

In the fall of 1994, America's higher education system enrolled 15.1 million
students, including 456,000 foreign students, and its schools conferred 2.2
million associate, bachelor's, master's, doctoral, and professional degrees. From
1974 to 1995, the portion of high school graduates who attended a

postsecondary institution rose from 48 to nearly 62 percent. In addition,
enroliment increased for nontraditional students, such as older students and
those attending school part time. The portion of the postsecondary education
population with one or more of these nontraditional characteristics increased
from 65 percent in 1986 to 69 percent in 1992.

Since 1980, a student's ability to afford to attend college has declined as college
tuitions have risen faster than incomes, grant aid,? and state funding for public
colleges. In 1996, we reported that tuition and fees at 4-year public colleges
increased 234 percent during the 15-year period ending with school year 1994-
95; median household incomes and the consumer price index rose by 82 percent
and 74 percent, respectively, during the same period® (See fig. 1.1.)

*Grant aid can be from federal or other sources. Federal Pell grants, which
represent the largest amount of federal funds appropriated for student financial
aid, are made available to students with the greatest financial need.

ntion

“Higher Education: Tuiti creasing Faster Than House
Public Colleges' Costs (GAO/HEHS-96-154, Aug. 15, 1996).
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Smce 198‘7 at 4—yeax' public colleges and universities, the mix of Pell grants and
federal student loans' has shifted from 67 percent loans and 33 percent grants
to 85 percent loans and 15 percent grants in 1995, as shown in figure 1.2,

“The two largest federal student loan programs are the Fedem Family
Education Loan Program (FFELP) (the government guara:

by private- sector lenders) and the Federal Direct Loan Program (FDLP) (the
government makes loans directly to borrowers).
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ENCLOSURE 1 ENCLOSURE 1

Figure 1.2: Distribution of Pell Grants and Federal Student Loans to Students at
4-Year Public Coll and Uni ities :

As college tuition and fees continue to increase, more students and their
families are borrowing. The total volume of new federal student loans more
than doubled between 1987 and 1995, from $9.7 billion to $23.1 billion.

The growth of the higher education industry has not been without its problems.
Socioeconomically and educationally disadvantaged high school students from
low-income families and certain ethnic groups attend and complete college at
much lower rates than other students. Concerns also exist about the quality of
college education being provided and the management of higher education
programs and funds by the Department of Education, schools, lenders, loan
guaranty agencies, and loan servicing companies. These are the key issues that
must be addressed if the United States is to remain internationally competitive
and the predominant world source of a quality college education in the future.
The following discussion involves five major themes: ensuring access, increasing
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ENCLOSURE 1 ENCLOSURE I

retention, improving guality, increasing affordability, and improving financial aid
program management and oversight.

Ensuring Access

A primary objective of federal postsecondary education programs is to ensure
access for qualified students. Although the rate of college enrollment among
high school graduates has risen steadily in the last decade, 2 wide disparity in
enrollment exists among certain racial groups and income levels. For example,
in 1993, 67 percent of high school graduates were enrolled in postsecondary
education. However, white students enrolled at a higher rate (69 percent) than
black students (65 percent), and students from higher income families enrolled
at a higher rate (86 percent) than those from lower income families (45

percent).

Thus, to narrow the enrollment gaps for students in these racial and income
groups, it is necessary to encourage and help students from minority and low-
income families to earn better grades in high school to prepare better for
college or to find a better way to help less prepared students from minority and
lower income families to enroll in postsecondary education.

Generally, the federal government has addressed college access through an
array of student financial aid programs. The availability of federal grant,
student loan, work study, and national service financial aid allows eligible
students from all income levels the opportunity to pursue a postsecondary
education. Even students who have not obtained a high school diploma (or
equivalent) may qualify for federal student aid if they can demonstrate an ability
to benefit from studying at a postsecondary school.

Certain federal student aid programs are designed to help selected populations,
pmﬂmmm those mth the greatest financial need, more readily obtain access to
higher education. Examples include the TRIO and Suwliemema]l mmomli
Opportunity Grant (SEOG) programs. TRIO is a series of program

provides remedial and support services to disadvantaged mdmdm
students before and after they are enrolled in college. A postseco

education institution's most needy students receive SEOGs. "m@@e grants are
distributed first as supplemental aid to students who receive Pell grants, and
any remaining SEOG funds are then distributed to other students on the basis
of their financial need.

Our past work has addressed a series of topics on college access. This work
includes a 1992 report in which we concluded that interest subsidy payments to
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lenders on the guaranteed student loans they make or hold could be reduced to
save the government money, yet allow student access. We also reported on the
use of scholarships targeted to minority students,® early benefits and costs
related to Americorps*USA,° and the controls in place at the Department of
Education to prevent student financial aid payments to ineligible noncitizens.’

In 1991 we reported, for example, that most SEOG funds go to the intended
recipients.® However, we also found that the amount of SEOG funds that
students receive may depend more on which schools they attend, rather than on
their financial needs. This is mostly due to the way SEOG funds are distributed
among the nation's schools. Schools annually receive SEOG funds largei: on
the basis of the amount of funds they have received in past years, but this may
not necessarily reflect the relative need of the students they currently enroll
We suggested that the Congress consider amending the Higher Education Act of
1965, as amended, to more equitably distribute SEOG funds. No such action
has been taken to date, however.

In 1992, we analyzed the potential impact of lowering the federal subsidy paid
to commercial lenders who make or hold guaranteed student loans.? The
Congress was exploring alternative ways to cut student aid costs without
adversely affecting students' access to loan capital. Some were concerned that
reducing the federal subsidy rate would lead to a diminished supply of
guaranteed loans from commercial lenders. Our analysis showed that the
subsidy rate at the time was 3.25 percent-probably higher than the rate
necessary to retain most lenders in the program. We recommended that the

*Higher Education: Information on Minority-Targeted Scholarships (GAO/HEHS-

94-77, Jan. 14, 1994).

_v;a:gﬂ_m_ﬂm_smm (GAO/HRD—92-47 Jan. 31, 1992).

*Stafford Student Loans: Lower Subsidy Pavments Could Achieve Savings
Without Affecting Access (GAO/HRD-92-7, Jan. 6, 1992).
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ENCLOSURE 1 ENCLOSURE I

subsidy rate be reduced to 3.0 percent. Subsequently, the Congress reduced the
subsidy rate to 2.5 percent, saving the government about $165 million without
affecting students' access to loans or enrollment in school.

Raising Retentio
About one-third of college freshmen drop out before they begin their second
year, and only about half eventually graduate. College students’ ability to stay
in school (referred to as persistence) mxrou@h graduation varies considerably
depending on their high school grades, Scholastic Aptitude Test scores, family
income, and ethnicity. Colleges also vary greatly in retaining students. For
example, schools that have highly selective admission standards (accept
freshman who were in the top 10 percent of their high school graduating class)
had an average freshman-to-sophomore persistence rate of 80.7 percent in 1897.
In contrast, schools with open-admissions standards (accepit all high school
graduates up to limits of capacity) had an average persistence rate of only 53.9
percent in 1997.

D0

Pmstence in poswecomdm educaamn is mmponam for @evemll msom. me

earnings potential. In 1994, a college mdmm eanmedl ?3 ]pem@m
more per hour mm someone with a high school diploma. On the other hand,
students who dropped out of college may have done little to improve their
earnings potential. Yet students who dropped out may have incurred additional
financial liabilities from student loan debt and are more likely to default on
their student loans. A student's failure to persist, therefore, can be costly not
only for the student, but also to the government and for society as a whole.

Federal student aid programs may help many students stay in.college who
might have otherwise dropped out for financial reasons. In addition, one
component of the TRIO programs-Student Support Services—-provides funding
to higher education institutions to help them improve their retention and
graduation rates for low-income students or those with disabilities. In 1998, the
Department is requesting about $169.9 million to help approximately 179,500
participants. This program, huwever, can help only a small p@rmm of students
who might benefit from such assista

Partly because of the rather few federal dollars directed to helping students
persist in college, we have done little work on student retention. We have
reviewed the combination of federal student aid grants and loans provided to
students and the restructuring of students' financial aid packages to help
improve the persistence rates of minority and low-income students. For
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example, our 1995 analysis of low-income students showed that a $1,000
increase in grant aid reduced the probability that a low-income student would
drop out and that an equal increase in loan aid did not have a statistically
significant effect on these students' persistence.’’ In addition, giving students
mostly grants in their first year of college and gradually substituting loan aid in
subsequent years (referred to as frontloading grants) could significantly reduce
the dropout rate, according to our work.

Although the Department of Education thought that frontloading held promise,
it said it may need specific legislative authority before considering a
frontloading pilot program. The Congress has yet to give the Department that
authority.

In addition, federal financial aid programs can help students enrolled in college
who need remedial education. For example, we reported that 13 percent of aid
provided to a sample of 430 schools went to undergraduates enrolled in at least
one remedial course.!

; ing Qualit

Helping to ensure that postsecondary institutions provide students with quality
education or training worth the time, energy, and money they invest has
traditionally been a responsibility shared by school accreditation agencies, the
states, and the Department of Education. Because school operations, curricula,
and instruction are state and school responsibilities rather than federal ones,
the Department relies on accrediting agencies and states to determine and
enforce standards of program quality. The Department, as specified in the
Higher Education Act of 1965, as amended, (1) approves individual accrediting
agencies as the reliable authorities to help ensure that schools provide quality
education and training and (2) certifies schools by focusing more on their
administrative and financial capabilities and soundness rather than evaluating
the quality of the education they provide.

Since the late 1980s, the Congress and the postsecondary education community
have been quite concerned about the quality of institutions in the proprietary
(private for-profit schools) sector. Although proprietary schools make an

W (GAO/HEHS-95-48, Mar 2, 1995)

ent Financi id: F Aid ed t d Takin
Courses (GAO/HEHS-97-142, Ang. 21, 1997).
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important contribution to the nation's economic competitiveness by providing
occupational training to those who are not college bound, some proprietary
school operators have enriched themselves at the expense of economically
disadvantaged students, while providing little or no education in return. Faced
with large debts and no new marketable skills, these students often default on
their loans. Default rates for proprietary school students peaked at around 41
percent in 1990, when the student loan default rate for all postsecondary
institutions averaged about 22 percent. In 1991, the governmenmnt paid lenders
$3.2 billion to cover loan defaults-more than triple the amount paid in 1987.

Because of the large number of loan defauits and our work and that of
Education's Office of Inspector General (OIG), the Congress and the
Department have taken several actions to address this problem. For example,
the Higher Education Amendments of 1992 addressed program mite@mty
concerns by including provisions to encourage the states to more actively
oversee schools, and the Student Loan Default Prevention Initiative Act of 1990
allowed the Department to begin barring postsecondary schools with
exceptionally high default rates from federally guaranteed student loan
programs. Since the default prevention initiative began in 1991, Education has
barred 672 schools (most of which were proprietary schools) from participating
in federal student aid programs, and the default rate for proprietary schools has
dropped to 21.1 percent. Defaulted loans have totaled about $2.5 billion
annually the last couple of years, but the government's total costs related to
defaulted loans have been declining, to $249 million in 1996, mainly because of
subsequent efforts by the Department and its activities to collect on these loans
after default claims had been paid to lenders.

Our work on institutional quality in the last 5 or 6 years has concentrated
mainly on the Department's efforts to reduce loan defaults and increase the
collection of defaulted loans and related issues. For example, in 1995, we
reviewed the process the Department uses to bar sch@olsmm high default
er ﬁnm pmr@mmﬂmg in fedeml smdem aid pmgmms Many schools were
ubstantially against them, our work showed, by
aiming that the data used to

compuute memr deﬁamt rates were mmccwra:te their appeals and lawsuits
are being adjudicated, these schools are allowed to continue in the programs
and their students are receiving federally guaranteed loans, subjecting the
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government to possible additional default costs and risking these students’
ability to continue their education and causing them to incur additional debt.
We recommended that the Congress give the Department the authority to hold
schools liable for the costs of defaults on any loans made during the appeals
process and to require these schools to post a performance bond as a condition
of filing an appeal. Although Education has included such provisions in its
proposals for the reauthorization of the Higher Education Act in the 105th
Congress, the proposals have yet to be forwarded to the Congress.

In June 1997, we reported that students are obtaining federal student financial
aid (grants and subsidized loans) for training at proprietary schools for
occupations with a surplus of trained workers.? In the 12 states included in
our review, we found that in fiscal year 1995, $273 million in federal funds
subsidized the training of over 112,000 proprietary school students in
occupations with projected labor supply surpluses. We recommended that the
Congress-to0 help prospective students understand the usefulness of recent
school graduation rates—-expand the Student Right-to-Know Act requiring
proprietary schools to report recent graduates' training-related job placement
rates. We also recommended that Education ensure that prospective students
have access to employment and earnings projections regarding their chosen
training field in their locality. Education was receptive to our
recommendations; however, it may be too early for either the Congress or the
Department to have acted on the recommendations.

i ing Affordabilit

Escalating college tuition and related costs and student debt levels have become
an issue of growing concern to students and their families, college
administrators, and government policymakers. As we reported in 1996, from
1980 to 1995, the average tuition charged undergraduate students at 4-year
public colleges and universities increased 234 percent.* During approximately
the same period, median household income increased 82 percent and the cost
of living rose 74 percent. As college costs have continued to rise, state support
has funded a diminished portion of public colleges' revenues, and increases in
federal funds for grants have not kept pace with tuition increases, resulting in

ri illio dents for li
Mn_g (GAO/HEHS—97-104 June 10, 1997).

“GAO/HEHS-96-154, Aug. 15, 1996.
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students having to rely more heavily on student loans. This shift from grants to
loans is contributing to students leaving college with rapidly increasing debt
levels.

Agom,gnumberofsm and schools have begun taking measures to deal

scalating college costs. For example, 17 states have implemented college
savings or prepaid tuition plans through which families may prepay tuition at
current levels to avoid higher payments when their children reach college age
and enroll. Four more states will have coﬂege savings or prepaid tuition plans
in place by the end of 1997, and the remaining 29 states are considering such
plans. Examples of other measures taken or ]p]laumed to deal with rising college
costs include shortening the time needed to earn a degree and limiting tuition
increases to the increase in the cost of living. No clear consensus exists,
however, on how to best make college more affordable.

The federal government has not directly addressed the issue of how much
tmﬂom and fees colieges charge their students. The federal strategy in response
scalating college costs has been to steadily increase the amount of funds
available for federal student financial aid programs-mostly through loans. For
example, the Higher Education Amendments of 1992 greatly expanded access to
sm@em loans for students and their families. In addition, the recent budget
agreement contains a number of tax benefit and other provisions designed in

part to help Americans pay for higher education.

Our work on college affordability has involved analyzing information on the
extent of the problem and identifying examples of measures taken or planned
to address affordability. For example, our 1996 report reviewed the factors
conmbmmg to increases in tuition costs at 4-year public colleges and
universities for the 16-year period ending with the 1994-95 school year. Rises in
schm]ls expenditures, primarily for faculty salaries, and schools' greater
dependence on tuition as a revenue source, according to our review, were
mostly responsible for the increase in tuition. States vary widely in the amounnt
per student they appropriate for higher education, we found, and this in turn
has resulted in widely varying amounts of tuition that schools charge among the
states—from $1,524 in Hawaii to $5,521 Vermont in school year 1995-96. The
nationwide average tuition charged that year was $2,865.
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In 1995, we reviewed the states’ efforts to encourage families to save for college
through college savings or prepaid tuition programs.’”® Seven states had such
programs in 1995, and at least a dozen other states were considering
implementing prepaid tuition programs. Most participants were middle and
upper income families; lower income families were underrepresented probably
due to their lack of discretionary income. Uncertainty about the potential
federal tax liability for program participants was causing some states to delay
implementing such programs, according to our review. The Congress passed a
law in 1996 to resolve the tax issues, and this has contributed to several other
states subsequently establishing these kinds of programs.

The Department's management and oversight of the many student financial aid
programs has been a challenging task mainly because it involves many different
programs, millions of students, thousands of schools and lenders, multiple
guaranty agencies and loan servicers, and numerous private entities. The
Department's OIG, congressional committees, we, and others have well
documented the Department's history of mismanagement, abuses, and other
management and oversight problems regarding these programs. These concerns,
coupled with the significant amount of federal dollars at risk, contributed to our
decision in 1992 to designate the Federal Family Education Loan Program
(FFELP) a "high-risk" area. Billions of FFELP funds have been highly
vulnerable to fraud, waste, abuse, and mismanagement. In 1996, we expanded
our consideration of high risk to all of the student financial aid programs in
Education's purview.

As expected, with the significant amount of federal funds appropriated for
student financial aid and the Department's history of poor management and
fiscal accountability, we have focused considerable resources in reviewing how
the Department manages these programs. (See encl II, which shows the large
number of products we have issued on these topics.) Our latest high-risk series
report, issued in 1997, summarizes and updates both our continuing concerns
about the Department's vulnerabilities in managing and overseeing the student
aid programs as well as progress in strengthening the programs' fiscal and
management controls and systems.”® The following discussion highlights

15 ings: rmation on Tuition
(GAO/HEHS-95-131, Aug. 3, 1995).
"Hig&Risk Series: Student Financial Aid (GAO/HR-97-11, Feb. 1997).
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some of our concerns about Education's program administration, information
resources management, and financial management of smdent financial aid as
well as some of the Department's actions to remedy them.

In 1996, we reported that guaranty agencies operating under FFELP might be
inclined, under certain circumstances, to spend part of their reserve funds on
unnecessary expenditures for additional staff; the purchase of facilities,
furniture, computers, and the like; or higher salaries.”” These reserves, which
are federal funds that the government may recover, would then not be available
to the federal government or to the agencies to cover losses on defaulted loans
that cannot be collected. To prevent some of these abuses, the Department
subsequently issued regulations restricting the types of expenditures that the
guaranty agencies may malke.

In 1995, we found that Education did not adequately oversee the FFELP's
information system's computer security, resulting in the system having serious
security weaknesses that could lead to unauthorized access to sensitive

data suc]h as student loan files.® Nor were controls in place to pmvem

in unauthorized people altering records affecting monetary transact
mcomnendedl that the Department develop and implement a compm:@r security

linistration program to oversee the security of FFELP's computer operations
and ma,de other recommendations regarding weaknesses we found. The
Department fully agreed with all of our recommendations and has taken the
actions necessary to correct the problems we identified.

To address many of its long-standing management and oversight problems, the
Department recently began a major re-engineering effort, known as Easy Access
for Students and Institutions, or Project EAS]T, which will redesign the entire
student md program delivery system. Education intends for this system to
mcmude management and control functions, including accounting, auditing and
gram reviews, and quality comntrol procedures such as computer edit checks
and apphmm data checks. Although members of the higher education

community are participating in this project, it has had a tentative start because
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Education's top management's commitment to it has been uncertain. The
Department has not determined how long it will be before Project EAS] is fully
implemented but expects it to be a long-term undertaking.

Information Resources Management

As new student aid programs were implemented during the past 30 years, the
Department developed separate data systems to support each of these
programs. It now has data systems for FFELP, the Federal Direct Loan

Program (FDLP), the Pell grant program, and mmpus-based programs, and

2222 dL memnl cemevnbnows o Frrnne bl mim wnocame o T2 o]
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number of problems associated with the Department's data systems and its
ineffective use of these systems.

In 1995, for example, we reviewed the Department's use of its data systems to
ensure compliance with federal requirements and prevent the recurrence of
defaults and abuse.”® The Department did not effectively use its data systems,
resulting in approximately 43,500 ineligible students receiving over $138 million
in loans during fiscal years 1982 through 1992. We also found that, for school
years 1989-90 through 1993-94, more than 48,000 students may have received
Pell grant overpayments and over 35,000 students may have inappropriately
received grants while attending two or more schools concurrently, which is
prohibited under the program.

To address some of these problems, in 1994 the Department implemented the
National Student Loan Data System (NSLDS), which is a central repository to
receive and store student financial aid data for all student financial programs in
one central database. NSLDS was designed in part to ensure that accurate and
complete data are available on student loan indebtedness and to screen student
aid applicants for prior defanlts and grant award overages. In 1996, the
Department reported that using NSLDS to prescreen loan applicants had
prevented 125,000 previous defaulters from receiving new loans, avoiding as
much as $310 million in future defaults. This also enabled Education to deny
about $75 million in Pell grants to ineligible students.

Although NSLDS was envisioned as a central repository for student financial aid
data, it is not readily compatible with most of the student financial aid systems.

inancia

Awarted Loans end Grants (GAO/HEHS95.80. Jue 11 1065).
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Most of these systems are operated by different contractors and have different
types of computer hardware, operating systems, and other incompatible
features.

Therefore, to allow NSLDS to accept data from these other systems, Education
and its data providers currently use over 300 computer formatting and editing
programs. This process is cumbersome, expensive, and unreliable.

In July 1997, we recommended that Education develop, by June 30, 1998, a

bment-wide symemms architecture as a framework to allow compatil

mong all these systems.® The Department agreed with our recommendation.

Although it is too early to determine what actions have been taken in response

to our recommendations, continued support from senior-level Department
nanagement will be essential to ensure remedial actions.

The Higher Education Act of 1965, as amended, reqm?msme Department to
prepare annual financial statements for FFELP and reguire

i sibility has been expanded mm the Chief
Financial Officers Act of 199@ which requires agencies to prepare consolidated
or agencywide financial statements. Fiscal year 1994 was the third year these
financial statements were prepared and audited, and, as in previous years, we
reported that anditors found that accuracy and reliability concerns about data
supporting me smmmem:s continued to prevent the Departm
reasonably estimating the FFELP's costs.® The audit also found that the
Department do»es not have systems or procedures in place to ensure the
accuracy and validity of individual billing reports submitted by guaranty
agencies and lenders. As a result, the Department's financial Mmmems could
not be given a “clean” audit opinion. .

In response to these and other findings, Education has begun corrective actions.
]F‘mmmle, it has initiated efforts to develop a comprehensive plan to address
ntegrity issues, and it is developing guidance for external aunditors to use
that mqmres them to test guaranty agencies' billings for nmn paymem:s 'Me
Department is also replacing its antiquated financial management Sy

16 GAQ/HENHS-97-212R Postsecondary Ednestion Products



ENCLOSURE I ENCLOSURE 1

a new integrated financial system called Education's Central Automated
Processing System. These and other actions Education is taking indicate that it
is committed fo resolving its financial management problems. A sustained
effort, however, will be critical 10 the Department's having sound financial
management and reliable financial information.

SCHOOL-TO-WORK AND YOUTH EMPLOYMENT ISSUES

The United States provides extensive opportunity for college education for a
large proportion of its youth. Our colleges and universities are the envy of the
world. Yet with workforce quality becoming a key element of U.S.
competitiveness, the education and training of noncollege youth have become
increasingly critical. In the late 1980s, the basic skills gap between the
qualifications business needs for its employees and those of entry-level workers
was widening. Jobs were demanding increasingly skilled workers, while many
workers were inadequately prepared for the workforce. Our work on the
transition of the nation's youth from school to work reviewed the extent to
which the U.S. educational system focuses on youth not planning to go to
college.

Some of our principal competitor nations have national policies that emphasize
preparing noncollege youth for employment.Z In the United States in 1988, 9
million of 33 million youth 16 to 24 years old would not have the skills that
employers were demanding. In addition, only 15 percent of youth who entered
the ninth grade completed high school and went on to obtain a 4-year college
degree, our work showed. The majority—85 percent-got a job, obtained a 2-year
degree, dropped out of high school or college, or did not enter the workforce.

In 1993, four states had begun to acknowledge this deficiency in their schools
and started to develop comprehensive school-to-work transition systems.®
These systems had four interrelated components:

— processes for developing academic and occupational competencies,

~ career education and development,

P_re_gm Students for Jobs (GAO/HRD-93-139 Sept. 2 1993)
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ENCLOSURE 1 ENCLOSURE I
- extensive links between school systems and employers, and

— meaningful workplace experiences.

In 1994, the Congress passed the School-to-Work Opportunities Act to
encomage more states to develop such systems. In fiscal year 1998, the

iministration is asking for $400 million to continue to support the
mplementaﬂon of school-to-work systems through partnerships with states,
localities, and the private sector. This is the same level of funding as in 1997
(see encl. IV), and the partnerships are jointly administered by the Departments
of Education and Labor.

Programs to mn.pmve me skills of the nation's disadvantag
II-C of the Job Training Partnership

1998), the summer y@um pmmm (8871 million), and Job C@W ($1.2 billion).

The surmmer youth program provides summer jobs for over a half mm%mn low-
income youth, providing them with work em@m@nce to use the skills
learned in school and, for some, the opportimity to work on their

math skills. Although this program is generally viewed as successful because
provides youth with work experience, the remedial education component has
not been consistently applied nationwide. In addition, effectiveness evaluation
studies have not been conducted on this program.

'me JTPA youth program operates year round providing skill training to
disadvantaged, out-of-school youth. In 1990, this program served more job-
memdy and less job-ready youmh in pwmmﬂmm to each segment's presence in the
eligible population, but disparities existed in the services provided these two
groups, according to our 'wom Those who were less job ready (and likely
more in need of intensive services) were more likely to get less intensive
services; those who were more job ready recemed more intensive services.?
Amendments to JTPA in 1992 addressed requiring Cﬂmpmenm
needs assessments of all new program participants, reserving the lowest
intensity services for those for whom they were most appropriate. More .
recently, the impact of this program has been questioned;® in response, the
Labor Department is working with local programs to adopt "best-practice”

mgg (GAO/MHS—QMU Mar. 4, 1008)
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ENCLOSURE 1 ENCLOSURE I

For those youth most severely disadvantaged—especially schoal dropouts—Job
Corps provides an opportunity, away from their home enviromments, to obtain a
high school degree or equivalent and occupational skill training in several areas.
This program's high cost and mixed results have caused us to question its
effectiveness.® Job Corps spends, on average, about $15,300 on each
participant-four times the $3,700 spent by the JTPA youth program. Although
59 percent of Job Corps participants were placed in jobs (and another 11
percent enrolled in further education programs), about half of the jobs obtained
by students from six centers we visited were low skill-such as fast food
worker-and not related to the Job Corps training, according to our review. In
addition, about 2 quarter of participants dropped out of the program in the first
60 days, and about 40 percent of program funds at the six centers we visited
were spent on those who did not complete their vocational training. The 36
percent of participants who completed their training-at an average cost of
$26,219-had better outcomes~they were five times more likely than
noncompleters to obtain a training-related job; the completers also got 25
percent higher wages. Even though 112 centers were in operation in 1996, four
states had no centers. In addition, this program is administered by the Labor
Department, and not, like virtually all other job training programs, by the states.
As a result, it may not be as well integrated with a state's other education and

training programs as it could be.

#Job Corps: High Costs and Mixed Results Raise Questions About Program's

Effectiveness (GAO/HEHS-95-180, June 30, 1995).

19 GAO/HEHS-97-212R Postsecondary Educstion Products



M (GAO/HEHS—Q?—I@ Aug 21 1997)

20 GAO/HEBS-97-212R Postsecondary Education Products



ENCLOSURE II ENCLOSURE II

Hi ucation: i dent Aid d Reduce Low-Income
Student Dropout Rate (GAO/HEHS-95-48, Mar. 23, 1995).
Higher Education: Grants Effective at Increasing Minorities' Chances of
Graduating (GAO/T-HEHS-94-168, May 17, 1994).
Improving Quality
Propri ools: Poorer es at 00 More on
Federal Student Aid (GAO/HEHS-97-103, June 13, 1997).

el illio t to Train Students for Ov lied

Occupations (GAOIEEHS—97-104 June 10, 1997).

t : t at Histori Black eges and Uni ities
(GAO/HEHS-97-33, Jan. 21, 1997).

(GAO/T—HEHS-96-158, June 6, 1996)

ucation Limitations in Sanctionin
Problem Schools (GAO/HEHS-95-99, June 19, 1995).

Default Rates at Historically Black Colleges and Universities (GAO/HEHS-94-
97R, Mar. 9, 1994).

Student Financial Aid Programs: Pell Grant Program Abuse (GAO/T—OSI-94—8
Oct. 27, 1993).

Years 1989 to 1991 (GAO/HRD-92-138FS, Sept. 22, 1992).

Student cial Aid: cation Do Mo 1s Before
Students Receive Aid (GAO/HRD-91-145, Sept. 27, 1991).
t ics of in the ord dent

Mm (GAO/HRD-91-82BR, Apr. 26, 1991).

_m_w_@ (GAO/HRD-90-178FS Sept- 12 1990)

21 GAO/HEHS-97-212R Postsecondary Education Products



Increasing Affordability

22 GAO/HEHS-97-212R Postsecondsry Eduestion Products



ENCLOSURE II ENCLOSURE II

Reporting of Student Loan Enroliment Status (GAO/HEHS-97-44R, Feb. 6, 1997).
High-Risk Series: Student Financial Aid (GAO/HR-97-11, Feb. 1997).
Stud :_Sel of Schools in Two Major Federal Loan
Programs (GAO/HEHS-9745 Jan. 31, 1997).

f ion: f Actions to rove the ement of
Student Financial Aid (GAO/HEHS-96-143, July 12, 1996).
Pr for rant (GAO/HEHS-96-91R, Mar. 28, 1996).
Guaranty Agency Finances (GAO/HEHS-96-81R, Mar. 11, 1996).
Financial it: Fed Family Education Loan 's Financi
Statements for Fiscal Years 1094 and 1993 (GAO/AIMD-96-22, Feb. 26, 1996).

of jon: orts by the Office for Civil Rights lve

W (GAO/HEHS-96-23, Dec. 11, 1995).

(GAO/HEHS-QG—G, Dec. 8 1995)

Direct Student Loans (GAO/HEHS-95-225R, Aug. 25, 1995).
Student Financial Aid: N i Identi ropriat
Awarded Loans and Grants (GAO/HEHS-95-89, July 11, 1995).
Federal Fami i Info ion : W Comput ntrols
pase Ris ized Acces ensitive Data (GAO/AIMD-95-117,
June 12 1995).
i Student : ed istics of Participating Schools (GAO/T-
HEHS-95-123, Mar. 30, 1995).
Department of Education: Opportunities to Realize Savings (GAO/T-HEHS-95-
56, Jan. 18, 1995).
Au' ra A E Cia
MMMM (GAO/AM-94—131 June 30, 1994).

23 GAO/HEHS-97-212R Postsecondary Edncation Products



MCGAO 4, 1992).

\:Nw I in Al \“\\!‘i\

.:mm o

24 GAGHERS-97-212R Postsecondary Education Products
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t of ion: itment Needed to Improve

Information Resources Management (GAO/IMTEC-92-17, Apr. 20, 1992).

0} t Loan Pr : nden ools' Volume
Declines Sharply (GAO/HRD-92-62FS, Mar. 13, 1992).
Perki dent : i Could Make the More Financi
Independent (GAO/HRD-92-6, Dec. 12, 1991).
Student : Di Lo d Save Money and Simplify Pro
Administration (GAO/HRD-91-144BR, Sept. 27, 1991).
Perki dent : N for Better Con Lo From
Closed Schools (GAO/HRD-91-70, Mar. 27, 1991).

afford Stud oans: Millions of Dollars in |

Borrowers (GAOC-91-7 Dec. 12, 1990).

Education Regulations: Reasons for Delays in Issuance (GAO/HRD-914BR,
Nov. 15, 1990).

G t Loans: Pro: f Secon Market Lenders Vary Widel
(GAO/HRD-90-130BR, Sept. 28, 1990).

Student Loan Lenders: Information on the Activities of the First Independent
Trust Companvy (GAO/HRD-90-183FS, Sept. 25, 1990).

Supplemental dent : islative Changes Have Reduced lLoan
Volume (GAO/HRD-90-149FS, Aug. 3, 1990).

Asencies and Lenders (GAO/HED-90.71R, Apr. 5, 1690),

lem ent Loans: Wh e ers? (GAO/HRD-90-
72FS, Feb. 21, 1990).

P : How f ion
(GAO/HRD-90-73BR, Feb. 21, 1980).
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MAJOR POSTSECONDARY EDUCATION PROGRAMS
NS FOR 1997 AND 1
Major program Appropriations (in millions)

‘ 1997 (actual) 1998 (request)
| Pell grants $5,919.0 $7,635.0 |
| Supplemental Educational 583.4 583.4 |
| Opportunity Grants r
| College work study 830.0 857.0 |
| Perkins loans 178.0 188.0 |
| State Student Incentive Grants 50.0 0.0
| Family Education Loans 177.0 2,125.6 |
| Direct loans 600.9 1,283.3

Other aid for students 565.7 732.3

Other higher education 287.9 276.0 §

Howard University 196.0 196.0 |
| College housing and academic 3.7 41
| facilities loans

Historically black colleges capital 0.1 0.1

financing |
 Total $9,391.7 ~ $13,880.8 |

Source: Department of Education Fiscal Year 1998 Budget Summary.
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| 1997 Gactal)

| School-to-Work

$400.0 $400.0
Summer Youth 871.0 871.0
JTPA-Youth 126.7 130.0
Job Corps 1,153.5

(104899)

$2,561.2
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May 28, 1997

The Honorable William M. Thomas
Chairman, Subcommittee on Health
Committee on Ways and Means
House of Representatives

Subject: Comments on H.R. 4229—-A Proposal for a Home Health
Prospective Payment System

Dear Mr. Chairman:

You asked us to comment on H.R. 4229, introduced in the 104th Congress,
which the home health care industry has suggested could be a model for a
Medicare prospective payment system (PPS) for home health services.
Many of the comments in this letter are similar to issues we raised about
home health PPS in general in our testimony before the Subcommittee on
March 4, 1997.!

H.R. 4229 would require the Department of Health and Human Services'
(HHS) Health Care Financing Administration (HCFA) to establish, after
congressional approval, a PPS for Medicare home health care 4 years after
enactment that would pay fixed rates for episodes of care. During the 4
years between enactment of the legislation and implementation of the home
health PPS, H.R. 4229 would establish two transitional 2-year phases.

Home health agencies (HHA) would be paid on a per visit basis with rates
for each type of visit equal to the national average Medicare payment in
1994, adjusted for geographic wage differences and updated for inflation
using the Medicare home health market basket index. In phase I, the first 2
years after enactment, an annual aggregate limit on payments would be
applied to each HHA equal to the 1995 national average number of visits per

"Medicare Post-Acute Care: Home Health and Skilled Nursing Facility Cost
Growth and Proposals for Prospective Payment (GAO/T-HEHS-97-90, Mar. 4,

1997).
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beneficiary mulitiplied by a blend of agency-specific cost per visit (75
percent in the first year and 50 percent in the second year) and average
regional cost per visit. In phase II, the 3rd and 4th years after enactment,
the limit would be based on the number of episodes in each of 18 case mix
categories and the national average Medicare payment per visit plus an
amount for each visit after 120 days has passed in an episode of care. If the
payments the HHA had received during the year were below the limit and
its average payment per beneficiary did not exceed 125 percent of the
regional average, it would receive 50 percent of the difference, up to a total
of 10 percent of the aggregate limit.

The transitional payment methods would give HHAs incentives to reduce
costs per visit but would provide litile if any incentive for many agencies to
control the number of visits furnished. Medicare's increased costs for home
health have been driven much more by increased numbers of visits per
beneficiary and more beneficiaries being served than by growth in cost per
visit. While Medicare's total home health costs increased an average of 33
percent per year from 1989 to 1996, its costs per visit increased an average
of only 3.6 percent per year. Moreover, what constitutes a visit has not
been defined, and HHAs could gain by responding to the incentives to

reduce cost per visit by actions such as merely reducing the length of visits.

Basing the limits on episodes in phase II would at best provide weak
incentives to control the number of visits, the factor that has driven
Medicare expenditure growth for home health. As we reported in 1996, the
average number of visits is skewed by a substantial portion of patients who
receive extraordinarily high numbers of visits and by the significant
variation in the average number of visits supplied by different HHAs. For
example, in 1993, 18 percent of patients received more than 90 visits in an
episode. In that year the average number of visits per beneficiary was 57,
much higher than the median number of visits of 24, which illustrates the
skewing. The effect is that the care received by most patients should
already be well below the average number of visits used in calculating the
limit and that in the aggregate, most HHAs are providing fewer visits than
the limit. Thus, while over time such a payment method might provide
incentives to hold down the growth in visits per episode, the short-term
effects are not likely to be significant.

’Medicare; Home Health Utilization Expands While Program Controls
Deteriorate (GAO/HEHS-96-16, Mar. 27, 1996).
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A potential problem with an episode payment system with stronger
incentives for cost control is that HHAs might respond to it by reducing the
number of visits during the episode, potentially lowering the quality of care.
HCFA would need a method to ensure that beneficiaries receive adequate
services and that any reduction in services that can be accounted for by
past overprovision of care does not result in windfall profits for HHAs. In
addition, HCFA would need to be vigilant to ensure that patients meet
coverage requirements, because HHAs would be rewarded for increasing
their caseloads.

Another problem with the phase II proposal is that it uses the 18 case mix
categories from HCFA's PPS demonstration project. HCFA has stated that
these categories are not sufficiently developed for general use and explain
less than 10 percent of the variation in cost across patients. In addition,
HCFA does not routinely collect the data on patient activities of daily living
that are necessary for this case mix system.

We also have concerns related to the data on utilization and costs of home
health that would be used to establish rates in both phase I and phase II
proposed in H.R. 4229. Efforts to identify fraud and abuse, such as
Operation Restore Trust, indicate that substantial amounts of noncovered
care are likely to be reflected in HCFA's home health care utilization data.
Similar concerns exist regarding the home health cost data base. Our work,
and that of the HHS Inspector General, has found examples of questionable
costs in cost reports. Also, the percentage of HHAs subjected to field audits
has generally decreased over the years, as has the extent of auditing done at
the facilities that are audited. For these reasons, there is little assurance
that HCFA's cost data reflect only reasonable costs that are related to
patient care. Using these data to set payment rates and determine extra
payments to HHAs could result in windfall profits for them.

Overall, considering all the factors discussed previously, we believe that it is
questionable whether savings would be realized by Medicare if H.R. 4229
were adopted. Moreover, mechanisms do not exist to protect beneficiaries
from potential quality of care problems that could arise from the incentives
to shorten visit times and decrease the number of visits in an episode of
care.

As agreed with your office, unless you release its content earlier, we plan
no further distribution of this letter for 7 days. At that time we will make
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copies available to other congressional committees and Members of
Congress with an interest in this matter. If you have any questions about
this letter, please contact me on 202-512-7114 or Tom Dowdal, Senior
Assistant Director, on 202-512-6588. Sally Kaplan, Senior Evaluator, also
contributed to this letter.

Sincerely yours,

() llimr_ %Mz“/

William J. Scanlon
Director, Health Financing and Systems Issues

(101572)
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