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You asked if any state or the federal government offers interest-free college loans. You also asked if it would be feasible for the state to provide such loans to Connecticut residents, without income restrictions or limits on where the resident attends college. 

SUMMARY


Based on a computer search of state student financial aid programs supplemented by calls to the Education Commission of the States and the Connecticut Department of Higher Education (DHE), there appear to be no state or federal interest-free college loan programs.  The only no-interest college loan programs we found are offered by private organizations, usually in small amounts and to a limited number of applicants.  


Federal college loan programs have low and subsidized interest rates and some states, though not Connecticut, have programs that provide an additional reduction in interest rates from the federal levels.  Connecticut provided a 10% subsidy for college loans in the 1970s but eliminated it in 1979 to save money.  Some states, including Connecticut, have loan forgiveness programs targeted to certain types of students or certain types of professional training.  A feature of such programs is to forgive some or all of a student’s education loans in return for the person using his training to provide a particular service, such as teaching or medical care, in an underserved area of the state. 


It would certainly be possible to establish a state no-interest college loan program in Connecticut, given sufficient money. But several issues would have to be addressed in setting up such a program.  Among them are (1) borrower eligibility restrictions, if any; (2) restrictions on the amounts to be borrowed; (3) any restrictions on where a student may attend school; (4) administrative costs; (5) potential undermining of federal loan programs;  and (6) objections from existing lenders who would lose business.

INTEREST-FREE COLLEGE LOAN PROGRAMS


An Internet computer search for interest-free college loans reveals that only private groups provide this kind of assistance, generally in small amounts and only to members or other specified types of applicants.  An example of such a program is interest-free college loans provided by The Retired Officers Association, an association of retired military reserve officers.  Association loans for 1998-99 are set at $3,000. Roughly 1,000 students receive the loans.  To be eligible, an applicant must have a grade point average of at least 3.0 on a 4.0 scale and be under age 24, unmarried, and the dependent child of a member of the uniformed armed services.  In addition to these conditions, the association’s board selects loan recipients on the basis of scholastic ability, potential, character, leadership, and financial need.

SUBSIDIZED INTEREST AND LOW-INTEREST LOAN PROGRAMS


Although there are no state or federal interest-free loans, many state and federal college loans have interest subsidies or low interest rates. 

Federal Loans


Perkins Loan.  This program allows undergraduates to borrow up to $3,000 per year and a maximum of $15,000 at a fixed interest rate of 5%. Borrowers are selected based on financial need and available federal funding.


Subsidized Stafford Loans.  Under this program, the federal government pays the loan interest while the borrower is at school.  Students may borrow up to $23,000 for undergraduate study and up to $65,000 for both undergraduate and graduate study.  (The program also imposes annual borrowing limits.) Loans have a variable interest rate capped at 9%.  Borrowers are selected based on financial need.


Unsubsidized Stafford Loans. Borrowers pay interest on these loans while in school.  For financially dependent undergraduates, loan limits are the same as for subsidized Stafford Loans.  Independent undergraduates may borrow up to $46,000 (with annual limits) and up to $138,500 for undergraduate and graduate study combined (with annual limits).  Interest rates vary up to 8.25%. Loans made between July 1, 1998 and June 30, 1999 have an interest rate for in-school, grace, and deferment periods of 6.86%.  The rate is 7.46% for all other periods.  Loans are available regardless of financial need.


Federal PLUS Loans.  This program allows parents to borrow to help pay for their child’s education up to its full cost less other aid.  The interest rate is variable, capped at 9%.  The interest rate is 8.26% through June 30, 1999.  Borrowers are selected based on credit history.

Connecticut 


Current Program. Connecticut’s state college loan program is called the Family Education Loan Program (FELP).  It is available to (1) families with students enrolled at least half-time in a Connecticut nonprofit college, regardless of where they live, and (2) Connecticut residents enrolled at least half-time at a nonprofit college anywhere in the United States.  The program allows families annually to borrow up to the full cost of an education (less other aid) at a fixed interest rate of 7.5%. The maximum cumulative loan is $125,000. The family pays only the interest while the student is in school.  Graduate and professional students are allowed to capitalize the interest while they are in school.  Once school is completed, loans must be repaid over 11 years.  A more detailed description of the Connecticut FELP is enclosed with this report.


Loan Subsidy Program. In the 1970s, the Connecticut Student Loan Foundation paid lending institutions the first 10% of student loans made to Connecticut residents who met maximum income criteria.  The program was terminated in 1979 for all loans made on or after July 1, 1979 (PA 79-430). At the same time, for loans made prior to July 1, 1979, the General Assembly changed the 10% state contribution to a direct payment to the borrower after he repaid the loan. 

Other States


Our computer search turned up three states that provide additional interest rate reductions from the federal Stafford and PLUS loan levels.  The states are Arkansas, Utah, and Maine.  Arkansas reduces the federal interest rate by 1%, Maine by up to 1.5%, and Utah by up to 2%.  The Utah program applies to Stafford and PLUS loans borrowed from participating Utah lenders and repayable starting on or after January 1, 1993.  The Maine program applies to loans borrowed from participating Maine lenders and disbursed on or after March 1, 1998. 

LOAN FORGIVENESS PROGRAMS


Several states, including Connecticut, have programs that allow students to borrow money for college from the state and then have some or all of the loan forgiven when the student fulfills certain conditions.  Loan forgiveness programs usually target specific types of professional training or particular groups of students.  


An example is the New York State Board of Regents Physician Loan Forgiveness Program.  The program pays up to $40,000 in undergraduate and medical school student loans and interest to physicians who agree to practice in areas of the state designated as having a shortage of doctors.  The required service is 12 months for each annual payment of $10,000, with a minimum of 24 months.   Preference is given to primary care physicians.


Connecticut currently has a loan reimbursement program, established by the General Assembly in 1998, to encourage minority students to become teachers.  It is available to minority juniors and seniors enrolled in Connecticut college and university teacher-training programs and reimburses up to $2,500 a year in student loans for up to four years of teaching in a Connecticut public school.


In the 1980s, Connecticut had two direct loan programs intended to encourage students to train as teachers that featured loan forgiveness provisions.  The Teacher Incentive Loan Program (TILP) provided loans of up to $5,000 per year for two years to students entering approved teacher education programs.  It forgave 20% of the loan for every year the student taught in a Connecticut public school in a field suffering a teacher shortage (PA 83-556).  The Educational Loans to Encourage Excellence in Teaching (ELEET) program was targeted at academically talented students.  It offered recipients up to $3,000 per year for four years if they attended public colleges and up to $5,000 per year for four years if they attended private colleges.  The loans were forgiven on a graduated scale depending on the number of years of teaching in a Connecticut school with 100% of the loan forgiven after five years of teaching (PA 84-513).


These programs were discontinued shortly after the implementation of the 1986 Education Enhancement Act which resulted in substantial increases in teachers’ salaries.  These loans were last issued during the 1989-90 school year. 

IMPLEMENTATION ISSUES 


A key issue in judging the feasibility of a state no-interest college loan program is determining how much money the program would cost, how much the state is prepared to spend, and where the money for the program comes from.  These issues can be best addressed by the Office of Fiscal Analysis.  But the way such a program is structured has a major effect on how much it costs.  If there are no limits on borrowers’ income or where they can attend college, more people will be eligible and the program would be more expensive and possibly less feasible, given other demands on the state budget.

We spoke to John Siegrist of the state Department of Higher Education (DHE) about the feasibility of such a program.  He mentioned the issue of administration.  Requiring the state to make direct loans and to enforce repayments imposes a potentially costly, long-term administrative burden on the state.  He cited the TILP and ELEET programs as examples.  Although those programs stopped making loans almost a decade ago, DHE, which administered them, is still servicing about 150 borrowers who have not finished repaying their loans.  These high administrative costs could eat into the money for the loans.  It is possible the state could charge borrowers a fee to cover all or part of the administrative costs but such a decision would undermine the “free” aspect of the proposed program.


In addition, Siegrist thought an interest-free state loan program would undermine existing federal loans programs, which he believes are financially attractive as currently structured. If the state offered no-interest loans, no one would have any incentive to use federal loans, thus increasing the state’s overall costs.  It is also possible that private banks that currently make student loans would object to the loss of business and fees that would inevitably occur if there were a more favorable state program.


Finally, it would probably be necessary to limit the annual and overall amounts borrowed and to monitor the use of the money to prevent borrowers from putting interest-free money from the state into interest-bearing accounts and pocketing the difference, thus profiting from the loans.
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