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Preface 

Item 16J of the 1999 Appropriation Act directed the Joint Legislative Audit 
and Review commission (JLARC) to review need-based financial aid programs of the 
Commonwealth of Virginia. The study mandate directed JLARC to review financial 
aid systems in other states and to present alternative structures for carrying out finan- 
cial aid in Virginia. The mandate also directed JLARC to review merit and incentive 
scholarship programs. 

Administration of need-based financial aid in Virginia is currently decentral- 
ized to the institutions and largely driven by federal money, regulations, and schedules. 
The Commonwealth provided over $51 million in need-based aid to undergraduate 
students at public institutions in Virginia during the 1997-98 academic year. Grants 
are distributed to financially needy students primarily through the Commonwealth 
Award Program and the Virginia Guaranteed Assistance Program (VGAP). 

This study found that oversight of these grants by the State Council of Higher 
Education for Virginia (SCHEV) historically has been weak, and that the Council could 
improve its oversight function by better monitoring actual awards to students. A re- 
view of SCHEV financial aid records showed that almost half of the students who were 
eligible for either a Commonwealth or VGAP award actually received nothing from 
these programs. In addition, the institutions appeared to be varying from their own 
award schedules in 61 to 65 percent of the cases in whch awards were made. Conse- 
quently, ths study concluded that the State could do a better job of ahnis te r ing  its 
portion of financial aid by: (1) better articulating its policies, (2) monitoring the award 
of State grants to eligible students, (3) identifying students who did not receive the full 
amount of State aid for which they were eligible, and (4) calculating the amount needed 
to fully fund grants to eligible students. To accomplish these objectives, the State needs 
to articulate better a framework for need-based financial aid for undergraduates at 
public colleges and universities in Virginia. 

Merit scholarship programs have worthy goals, but implementation of a merit- 
based program could dilute funds available for need-based programs. Newly estab- 
lished merit-based programs in other states have been more expensive than antici- 
pated and have had mixed success. Therefore, the General Assembly may wish to defer 
action on a merit-based program until the goals for need-based programs are better 
articulated and funded. Also, action should be deferred until the results and costs fkom 
other states' programs are better known. If incentive scholarships are to be offered to 
increase the number of skilled workers in technological fields, rapid change in the 
technology fields needs to be taken into consideration when targeting academic pro- 
grams. 

On behalf of the Commission staff, I would like to express our appreciation for 
the cooperation and assistance provided by the financial aid offices of the Virginia 
public institutions, and to the Director and the stag of SCHEV. 

Philip A. Leone 
Director 

October 15, 1999 
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The  Commonwealth of Virginia has a 
long history of supporting public higher edu- 
cation. One aspect of that support is en- 
suring access to higher education through 
financial aid to students. However, there 
are different ways student financial aid can 
be structured and implemented. The pur- 
pose of this study is to examine how the 
State currently provides student financial aid 
and to examine some of the alternative op- 
tions available. 

Item 16J of the 1999 Appropriation Act 
directs JLARC to review the policies and 
administration of two types of student finan- 
cial aid programs: (1 ) need-based financial 
aid, and (2) non-need-based programs, in 

the form of merit and incentive scholarship 
plans. The study mandate specifies that the 
study shall: 

review the policies and implementa- 
tion strategies for need-based finan- 
cial aid programs in other states; 

present alternative policies and ad- 
ministrative structures for carrying out 
need-based financial aid programs in 
Virginia; and 

provide alternatives for a simplified, 
equitable need-based financial aid 
program for students and parents. 

In addition, the mandate also directs JLARC 
to examine merit and incentive schclarship 
plans, and to make recommendations re- 
garding their application in Virginia. 

Overall, this study found that the ad- 
ministration of need-based student financial 
aid in Virginia currently is decentralized, and 
largely driven by federal money, regulations, 
and schedules. The State could do a better 
job of administering its relatively small por- 
tion of financial aid (1 2.7 percent), however, 
by: 

better articulating its policies; 

monitoring the award of State grants 
to eligible students; 

identifying students who did not re- 
ceive the full amount of State aid for 
which they were eligible; and 

calculating the amount which would 
be needed to fully fund grants to eli- 
gible students. 



To accomplish these objectives, the State 
needs to articulate better a framework for 
need-based financial aid for undergraduates 
at public universities. 

Further, while merit-based programs 
have worthy goals and appealing simplicity, 
funds directed towards such programs could 
dilute funds available for need-based pro- 
grams. Moreover, newly-established pro- 
grams in other states have proven more 
expensive than anticipated and have en- 
joyed mixed success. The General Assem- 
bly may wish to defer action on a rnerit- 
based system until: 

The Commonwealth of Virginia's 
goals for need-based programs are 
better articulated and funded; and 

Results and costs from other states 
are better known. 

BASICS OF STUDENT 
FINANCIAL AID 

Need-based financial aid comes from 
three main sources: the federal govern- 
ment, the State government, and the insti- 
tutions themselves. f ederally-subsidized 
aid comes in three forms: grants, loans, and 
a work-study pro- 
gram. The large "Pell 
Grant" program dorni- 
nates the federal 
grant programs. The 
State provides need- 
based financial aid 
primarily through two 
grant programs: the 
Virginia Guaranteed 
Assistance Program 
(VGAP) and Corn- 
rnonwealth Awards. 
Finally, universities 
and colleges vary 
with regard to how 
much institutional 

money is available for student financial aid. 
Some institutions have large endowments 
that are earmarked for need-based finan- 
cial aid, when others have very little institu- 
tional money available. 

The State provides only 12.7 percent 
of financial aid, while 78.1 percent comes 
from the federal government, as shown in 
the figure below. The figure on the next page 
shows the breakdown of financial aid to in- 
state students by type of aid. Undergradu- 
ate in-state students at Virginia's public col- 
leges and universities received more than 
$456 million in financial aid during the 1997- 
98 academic year. The majority of this aid 
came in the form of loans, while grants ac- 
counted for slightly more than one-third of 
all aid. Scholarships and work-study ac- 
counted for only six percent of all aid to in- 
state students. A more detailed breakdown 
of financial aid by type and source for each 
institution is provided in Appendix 6. 

Need-based financial aid in Virginia 
generally comes in the form of a "package" 
that is put together by institutional financial 
aid administrators. Constructing the finan- 
cial aid package generally entails four main 
steps: (1 ) determining the cost of attending 
college; (2) deducting from the cost of at- 
tending college the amount the student and 

Total Financial Aid by Source (1997-98) 

State 
Private & 12.7% 

Federal 
78.1 % 

6.1 % 

Total Aid = $456,979,004 



Financial Aid to Undergraduate In-State 
Students by Type and Source (1 997-98) 

Total Financial Aid by Type 

Scholarships Grant Aid by Source 
3.7% 

$1 0,609,150 

lnst itution & 
Endowment $5,991,370 

$85,4TI,159 

$57,004,813 

Total Aid = $456,979,004 

Virginia Student Financial Assistance Pmgram (VSFAP) $ 51,284,768 
Common wealth A ward $34,290,421 
Virginia Guaranteed Assistance Prcgra m (VGAP) $16,994,347 

College Scholarship Assistance Program (CSAP) $ 4,185,079 
Virginia Transfer Grant (VTG) $ 812,657 
Last Dollar $ 652,321 
Graduate and Undergraduate Assistance Program (VAGUAP) $ 69,988 
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the family are expected to contribute; (3) 
deducting any "gift aid," such as a federal 
Pell grant or a scholarship; and (4) using 
the remaining balance, called "remaining 
need," to determine the amount of money 
awarded as a State grant. 

Need-Based Aid in Other States 
States vary in their approaches to stu- 

dent financial aid, in terms of the program's 
administrative structure, eligibility criteria, 
and award schedule for distributing aid. 

The financial aid administrative struc- 
tures of the various states may be classi- 
fied as either centralized or decentralized. 
In a centralized system, a central agency 
processes financial aid applications and de- 
termines student eligibility. In a decentral- 
ized system, the institutions process finan- 
cial aid apptications and distribute financial 
aid awards to students. Virginia has a de- 
centralized system. 

State financial aid systems also vary in 
their eligibility criteria for need-based grants. 



Determination of eligibility is a key aspect 
of financial aid systems. Especially impor- 
tant is the method of deriving the cost of 
attendance amount (a major factor for de- 
fining financial need, the primary eligibility 
criterion). In some states, there are uniform 
eligibility criteria for all institutions in the 
state. In other states, the institutions deter- 
mine their own eligibility criteria. 

Likewise, the different state systems 
vary in how uniform ate the award sched- 
ules for determining need-based grant 
amounts. Some states have a single award 
schedule for afl institutions in the state. Oth- 
ers have the individual institutions develop- 
ing award schedules or formulas, often 
within specified guidelines. 

VIRGINIA'S NEED-BASED 
FINANCIAL AID SYSTEM 

Virginia's system currently has an es- 
sentially decentralized administrative struc- 
ture, with eligibility criteria and award sched- 
ules varying across the institutions. How- 
ever, there are statutory guidelines and regu- 
lations the institutions are supposed to fol- 
low when determining eligibility for an award 
and the amount of the award given to a stu- 
dent. The State Council of Higher Educa- 
tion for Virginia (SCHEV) has oversight au- 
thority for the financial aid programs to en- 
sure compliance with State regulations. 
SCHEV's actual performance of this over- 
sight function historically has been weak. 

At the request of JMRC staff for this 
study, SCHEV staff compared institutional 
award schedules to actual student awards. 
A key finding of this comparison is that al- 
most half of the students who are eligible 
for the State's largest need-based financial 
aid program actually receive nothing from 
it. Another key finding is that, on average, 
the institutions appeared to be varying from 
their own award schedules in 61 to 65 per- 
cent of the cases in which awards were 
made. These findings indicate the need for 

better oversight of how the institutions award 
State grants to eligible students, and peri- 
odic calculation of the amount which would 
be needed to fully fund grants to students 
who are not receiving the full amount of 
State aid for which they are eligible. 

Recommendation (1). The State Coun- 
cil of Higher Education for Virginia should 
adopt the revisions to the Virginia Admin- 
istrative Code pertaining to the Virginia 
Student Financial Assistance Program, as 
proposed by the Financial Aid Advisory 
Committee. 

Rec~mmendaticm (2). The State Coun- 
cil of Higher Education should make the 
institutions' plans and deadlines for allo- 
cating Virginia Student Financial Assis- 
tance Program funds to students readily 
available to the public through agency 
publications and its internet presence. 

Recommendafion (3). The State 
Council of Higher Education for Virginia 
should conduct periodic program reviews 
of student financial aid as specified in the 
Virginia Administrative Code, to ensu re 
compliance with the guidelines in the Vir- 
ginia Administrative Code and the A pprol 
priation Act. The Council and the institu- 
tions should develop a process for audit- 
ing the Virginia Student Financial Assis- 
tance Program annually. The first step of 
this audit process should compare infor- 
mation in the Financial Aid Data File with 
the institutions' plans for awarding grants, 
to identify cases warranting further follow- 
up. The second step should be to audit 
further those cases which appear to have 
awards substantially above or below the 
planned levels, and to determine the rea- 
sons why each case may differ ham the 
institution's plan. These follow-up audits 
should be performed annually and on-site, 
perhaps on a rotating basis. 

Recommendation (4). The State 
Council of Higher Education for Virginia 
staff should consult with the financial aid 
administrators at Virginia's public institu- 



tions: (a) to determine the possible rea- 
sons why almost half of all eligible stu- 
dents do not receive VGAP or Common- 
wealth Awards, (b) to identify possible 
solutions, and (c) to develop a plan 'for 
implementing and monitoring these solu- 
tions. 

Recommendation (5). The State 
Council of Higher Education for Virginia 
staff should analyze the Financial Aid Data 
Fifes to determine the characteristics of 
eligible students who are receiving State 
aid and those who are not. The Council 
should revisit its estimation of remaining 
need and calculate the cost of providing 
need-based financial aid to all identified 
students who did not receive the full 
amount of State aid for which they were 
eligible, and report this estimate annually 
to the General Assembly. 

ASSESSMENT OF ALTERNATIVES 

Given that Virginia's current system is 
decentralized with eligibility criteria and 
award schedules varying across the institu- 
tions, three sets of alternatives for chang- 
ing the system are cansidered: 

a more uniform award schedule; 

more uniform eligibility criteria; and 

a more centralized administrative 
structure. 

The relative advantages and disadvantages 
of the different options for a need-based fi- 
nancial aid system depend on the goals the 
State is attempting to meet with need-based 
financial aid. Up to this point, the State has 
not clearly articulated these goals. There- 
fore, JLARC staff identified possible goals 
and objectives of a State system of need- 
based financial aid as a framework for as- 
sessing available alternatives. The follow- 

ing goals are discussed in more detail in 
Chapter Ill: 

access to higher education; 

equity (defined both as within-institu- 
tion equity and across-institution eq- 
uity); 

institutional flexibility; 

I. attracting quality students to the in- 
stitution; 

efficiency (defined both as: minimiz- 
ing administrative burden; and target- 
ing financial aid dollars to students 
more likely to "succeed"); and 

minimizing complexity (defined both 
as: making the system mare under- 
standable to students and parents; 
and simplifying administrative pro- 
cesses). 

Then the advantages and disadvantages of 
the different alternatives are analyzed in 
terms of the various possible goals and ob- 
jectives. 

Different goals can be given different 
levels of priority by the State. Overall, it was 
found that if the State wishes to give high- 
est priority to the goal of across-institution 
equity in terms of State financial aid alone, 
and to the goal of making Slate aid appear 
simpler for applicants to understand, then 
the options for a more uniform and central- 
ized system have some clear advantages 
over the current system. But these options 
atso have some clear disadvantages when 
other factors are taken into consideration. 

Institutional aid is a very large compo- 
nent of the total need-based financial aid 
packages students receive at many 
institutions(such as VM! or the College of 
William and Mary). At many other institu- 
tions (such as Christopher Newport Univer- 



sity or George Mason University), there is 
very little institutional aid available for needy 
students. Unless the State were to central- 
ize institutional aid as well (which appears 
to be highly unlikely), making eligibility cri- 
teria and award schedules for State aid 
alone more uniform may result in total aid 
being more inequitably distributed. Students 
from the same economic circumstances at- 
tending different institutions may get the 
same amount of aid from the State under 
uniform eligibility criteria and a uniform 
award schedule, but at the same time they 
may also be getting very different amounts 
of endowment aid from different institutions. 

There is an inherent tradeoff between 
the goal of across-institution equity and the 
goal of institutional flexibility. Historicaliy, the 
State appears to have given the goal of in- 
stitutional flexibility a very high level of pri- 
ority, allowing the various institutions to have 
different missions and to serve different stu- 
dent populations. There is a great deal of 
variation in the missions among the public 
institutions in Virginia. This diversity has the 
advantage of expanding the range of op- 
portunities available to Virginians, and pro- 
vides access to higher education to diverse 
populations. 

Public higher education in Virginia in- 
cludes nationally recognized residential uni- 
versities, urban commuter universities, small 
liberal arts colleges, land grant universities, 
historically black universities, a military col- 
lege, several regional colleges and univer- 
sities, the community college system, and 
a junior college. These institutions each face 
separate challenges in recruiting and serv- 
ing different populations of students. Finan- 
cial aid can be an important tool in meeting 
those challenges. Prornoting the goal of 
institutional flexibility, then, would have the 
State's financial aid policy minimizing restric- 
tions that would inhibit institutions from di- 
versifying and tailoring financial aid pack- 
ages to the different student populations 
they may be sewing. 

If the State wishes to continue giving 
the goal of institutional flexibility high prior- 
ity, and to assign moderate importance to 
other goals (such as attracting quality stu- 
dents to the institutions and efficiency), then 
the advantages of the current decentralized 
system appear generally to outweigh the 
combination of advantages and disadvan- 
tages of a more uniform, centralized sys- 
tem. 

Recommendation (6). The General 
Assembly may wish to articulate its goals 
for the State need-based student finan- 
cial aid program, indicate the level of pri- 
ority to be given to each goal, and more 
explicitly state how its policies may serve 
to accomplish these goals. 

MERIT AND INCENTIVE 
SCHOLARSHIP PROGRAMS 

Merit scholarships and incentive schol- 
arships use a very different basis for award- 
ing aid. Merit scholarship awards do not 
take the student's economic circumstances 
into account. Instead, awards are given to 
students based on academic performance, 
such as high school grade-point average, 
class rank, standardized test scores, or a 
combination of these factors. Incentive 
scholarships are different from both need- 
based and merit-based student aid in that 
the scholarships are targeted to students 
entering a particular academic field. These 
scholarships provide an incentive for stu- 
dents to get a degree in a high-demand field 
where there is a perceived shortage of quali- 
fied applicants. 

In assessing the applicability of merit 
and incentive scholarship programs for Vir- 
ginia, it is necessary to consider the needs 
of Virginia and to ascertain if these scholar- 
ship programs will help meet Virginia's 
needs. It is also necessary to assess these 
programs in light of the need-based finan- 
cial aid system currently in place. Because 



need-based aid has different goals than 
merit or incentive scholarships, funding merit 
or incentive scholarships may achieve some 
goals at the expense of need-based goals, 
especially access and equity. Virginia has 
several merit and incentive scholarship pro- 
grams in statute. These programs, how- 
ever, are largely unfunded at this time. 

The goals of merit and incentive schol- 
arships are reviewed in Chapter IV, in con- 
sideration of Virginia's needs and current 
system of financial aid. The appropriate- 
ness of applying merit and incentive schol- 
arship programs in Virginia depends on two 
factors: (1 ) which goals are most important 
to the State, and (2) the extent to which 
these scholarship programs are necessary 
for achieving these goals. The primary find- 
ings regarding the applicability of merit and 
incentive scholarship programs in Virginia 
are: 

The clearest benefit of a merit schol- 
arship program is that it can help 

families with middle or upper levels 
of income pay for college expenses. 

* The General Assembly may wish to 
defer action on a merit scholarship 
program until: (I)  the Commonwealth 
of Virginia's goats for need-based 
programs are better articulated and 
funded; and (2) results and costs from 
other states' merit scholarship pro- 
grams are better known. 

If the State wishes to offer incentive 
scholarships to increase the number 
of skilled workers in technological 
fields, money should be targeted to: 
(I ) baccalaureate programs that pro- 
vide basic learning skills that enable 
workers to adapt to changing tech- 
nologies, and (2) shorter degree and 
certificate programs offered by com- 
munity colleges to provide immediate 
job skills. 
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I. Introduction 

The Commonwealth of ~ i r ~ i n i a  has a long history of supporting public higher 
education. One aspect of that support is ensuring access to higher education through 
financial aid to students. However, there are different ways student financial aid can 
be structured and implemented. The purpose of'ths study is to  examine how the State 
currently provides student financial aid and to examine some of the alternative op- 
tions available. This study reviews two categaries of student financial aid programs: 
(1) need-based financial aid, and (2) non-need-based aid, in the farm of merit scholar- 
ships and incentive scholarships. This chapter first provides some background on stu- 
dent financial aid, then describes the study mandate and research activities, and con- 
cludes with a discussion of the report organization. 

NEED-BASED FINANCIAL AID IN VLRGLNZA 

The mandate for J M C  to review need-based financial aid (Item 16J of 
the 1999 Appropriation Act) originated fkom the Joint Subcommittee on Higher Educa- 
tion Funding Policies, which is composed of members of the House Appropriations and 
Senate Finance Committees. Joint Subcommittee staff issued a report in November, 
1998, titled "Need-Based Financial Aid for Dependent Undergraduate Virginia Stu- 
dents at Virginia's Public Colleges and Institutions," which concluded with a recom- 
mendation that JLARC conduct this study 

The Joint ~ubcommittee report stated that the Commonwealth has a public 
policy of providing access to  higher education for all students, regardless of economic 
circumstance. The substantial General Fund subsidy for Virginia students attending 
public colleges and universities is intended, in part, to serve this general public policy 
The average General Fund subsidy per resident full-time equivalent [FTE) student in 
Fiscal Year 1999 at the four-year institutions is $6,900. Further, need-based financial 
aid also carries out this general public policy in part, and it applies to a large segment 
of the undergraduate population. For example, in Fiscal Year 1997, about 40 percent 
(or more than 80,000) of all Virginia undergraduates were receiving some need-based 
financial aid. 

The State is not alone in providing aid to  needy students. In fact, the State 
provides only 12.7 percent of financial aid, while 78.1 percent comes from the federal 
government, as shown in Figure 1. 

Six key components to understanding the basics of need-based financial aid 
as it is currently administered in Virginia are discussed: 

federal programs, 

State programs, 
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Figure 1 I 1 
Total Financial Aid by Source (1997-98) 

State 
Private & 12.7% 

Local Govt.- I , 

. . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  y:::::::::::::::::::.:.:. ...................... m . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  ...................................... Institution & / : 7 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Endowment J 
- - : : : : :~ : : i : i~ :~: i : : : : : : : : : i : i : i : - - :  J Federal ... :..a::-: . . . . . . . . . . . . . .  \... .. 1.:. :.:.:.:.:.:.:.:.:.:.:.:.:. 1.: ....................................... . . .  . . ....................... 78.1 % 

Total Aid = $456,979,004 

Source: State Council of Higher Education for Virginia, 1997-98 Student Financial Aid Data File, 

qualifying for need-based financial aid, 

financial aid packaging, 

how State financial aid appropriations are allocated, and 

legislative changes made to State need-based financial aid in 1992, 
with some remaining issues identified by the Joint Subcommittee. 

Federal Programs 

The federal government has provided need-based grants since 1965. The large 
"Pel1 Grant" program dominates federal grant programs. Before 1965, the only form of 
aid by the federal government based solely on the financial need of the student was in 
the form of low-cost loans. The G.I. Bill provided access to college for many in the 
armed services, but t h s  aid was not need-based. The components of current federally- 
subsidized aid to needy students fall into three categories: grants, loans, and a work- 
study program. 
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Pell Grant. This program is targeted for uextremely needy" students as de- 
termined by federal formula. It is determined by the "Expected Family Contribution" 
(EFC) toward the cost of attending college, based on data submitted on the application 
form. The maximum grant for a student with zero EFC was $3,125 in the 1998-99 
school year. The lowest grant was $400 for a student with $2,925 EFC. The Pell sched- 
ule has 28 grant leveIs. 

Supplemental Education Opportunity Grant. This program is for "excep- 
tionally needy" students (that is, students with the lowest expected family contribu- 
tion). Priority is given to students who receive Pell grants. It is administered by the 
individual institutions, which must provide a 25 percent match. State financial aid 
appropriations are used for this match. 

Perkins Loan. Loans under this program are for "extremely needy" students 
as determined by each institution. Pell eligibility is a common standard. The terms for 
these loans are: 

maximum of $4,000 per year, not to exceed $20,000 total, for institutions 
with loan default rates of 15 percent or less (otherwise, $3,000 and $15,000, 
respectively ); 

repayment not required until six months after college; 

five percent interest; and 

10 year term. 

The federal government subsidizes the financial institutions that make these 
loans. 

Stafford Loan. These loans are for any student with remaining need. Re- 
maining need is essentially the remaining cost of attending college after the family's 
expected contribution and Pell grants and scholarships are taken into account. The 
terms for these loans are: 

maximum of $2,650 for freshmen, $3,500 for sophomores, $5,500 for juniors 
and seniors, not to exceed $23,000 total, 

repayment not required until six months after college; 

6.8 percent interest during college, and 7.4 percent during repayment; and 

10 year term. 

Work-Study. Each institution receives a federal grant for work-study pro- 
grams. There is a 25 percent required match. Students may work up to 20 hours per 



Page 4 Chapter 1: In trod uction 

week in a job on campus with the wages covered by the federal grant and the institu- 
tional match. 

State Prugrams 

Virginia did not have a state-funded need-based grant program until the early 
1970s. Before that,Virginia had a revolving loan program for needy students. Virginia's 
major need-based programs are the Virginia Guaranteed Assistance Program, Com- 
monwealth Awards, and the College Scholarship Assistance Program. 

Virginia Guaranteed Assistance Program (VG4.P). This program is de- 
signed to encourage Virginia high school students to graduate from high school and 
view college as a realistic expectation. It has a merit component. A 2.5 high school 
grade point average is required. It is administered by each institution using its gen- 
eral fund undergraduate financial aid appropriations and applying its own award sched- 
ule. VGAP students receive a bonus financial aid amount. Neediest VGAP students as 
determined by each institution can receive the maximum award that covers tuition, 
required fees and books. VGAP students must be full-time and maintain a 2.0 grade 
point average in college. 

Common wealth Award Program. This program provides grants t o  Virginia 
students who are not eligible for VGAP and are at least half-time. The maximum grant 
cannot exceed the level of tuition and required fees. There are no grade point average 
requirements. Only satisfactory progress toward a degree is required. 'ITUS program 
has generally the same process of administration as VGAP. 

College Scholarship Assistance Program (CSAP). CSAP represents 
Virginia's participation in the federal State Student Incentive Program (SSIG) that 
provides grants to students with substantial need. "Substantial need" for purposes of 
the SSIG program is determined by each state and is approved by the S e c r e t q  of 
Education. There is no grade point average requirement. The minimum award is $400 
and the maximum is $5,000. In fiscal year 1997, $3.9 million was spent for 6,559 CSAP 
awards. Of this amount, $3.4 million was State general funds and $520,000 federal 
funds. To continue in this program, the state must maintain its funding at a level equal 
to the average of state funding for the prior three years. Federal matchlng funds, 
however, have been steadily on the decline. The federal SSIG program has recently 
been renamed as the Leveraging Educational Assistance Partnership (LEAP). 

The federal and primary state need-based grants and loans are summarized 
in Table 1. 

Figure 2 (page 6) shows the breakdown of financial aid to in-state students by 
type of aid. Undergraduate in-state students at Virginia's public colleges and universi- 
ties received more than $450 million in financial aid during the 1997-98 academic year. 
The majority of this aid came in the form of loans, while grants accounted for slightly 
more than one-third of all aid. Scholarships and work-study accounted for only six 
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Key Characteristics of Financial Aid Programs 

Federal Grants 

Eliaibility Maximum Awara Minimum Award 

Pell Extreme Need $3,000 $400 

SEQG Exceptional Need $4,000 $1 00 

I 

State Grants 

VGAP Need plus 2.5 high Tuition and Fees Discretionary 
school G.P,A. plus Books 

Commonweaith Need Tuition and Fees Discretionary 

CSAP Substantial Need $5,000 $400 

Loans 

Minimum 
Federal Elisiblitity Maximum Award Award lnterestrrerm 

Perkins Extreme Need $4,000 Discretionary 5% / 10 yrs 

Stafford Need $2,625 Freshmen Discretionary 6.8-7.4% / 10 yrs 
$3.500 Sophomores 
$5,500 Juniors & Seniors 

Source: Joint Subcommittee on Higher Education Funding Policies, Need-Based Financial Aid for Dependent 
Undergraduate Virginia Students at Virginia's Public Cotleges and Institutions, 1 998. 

percent of all aid to in-state students. A more detailed breakdown of financial aid by 
type and source for each institution is shown in Appendix B. 

The component of financial aid that is of major concern for this study is grant 
aid. Grants do not need to be repaid, as is the case with student loans, and students are 
not obligated to work, as is the case with work-study programs. Scholarships are "earned" 
through a student's academic merit, leadership abilities, or  talent in a particular area. 
Although a student may be required to demonstrate academic merit to be eligible for 
grant consideration, grant award amounts are based solely on the economic circum- 
stances of the student and the student's family They are intended t o  reduce the fhan- 
cia1 barriers to a college education for financially needy students. 

Virginia provided more than $57 million in need-based grants to  in-state un- 
dergraduate students during the 1997-98 academic year, or about 13 percent of all aid 
received by these students. This $57 million also represents about 35 percent of all 
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Financial Aid to Undergraduate In-State 
Students by Type and Source (1 997-98) 

Total Financial Aid by Type 

\ Work-Stud y 

Total Aid = $456,979,004 

Grant Aid by Source 

- Private dl 
Local Govt. 

Institution & 
Endowment 

- 
Virginia Student Financial Assistance Pmgram (VSFAP) $ 51,284,768 

Common wea Ith A ward $34,290,421 
Virginia Guaranteed Assistance Program (VGAP) $ 16,994,347 

College Scholarship Assistance Program (CSAP) $ 4,185,079 
Virginia Transfer Grant (VTG) $ 812,657 
Last Dollar $ 652,321 
Graduate and Undergraduate Assistance Program (VAGUAP) $ 69,988 

A 

Source: L JLARC staff analysis of 1997-98 student financial aid data from the State Council of Higher Education 
for Virginia. I 

grant aid received. The federal government provided more than half of all grant aid 
through the Pel1 Grant and Supplemental Educational Opportunity Grant (SEOG), 
while institutions and outside sources provided about $16 million in grant aid. 

The $57 million in State grant aid is divided among six different programs, 
but two programs (the Commonwealth Award and the Virginia Guaranteed Assistance 
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Program) account for 90 percent of the total State grant dollars. The Commonwealth 
Award ($34.3 million) and the Virginia Guaranteed Assistance Program ($17.0 million) 
comprise the Virginia Student Fingcial Assistance Program (VSFAP), which is the 
major focus of this study. Other State programs include the College Scholarship Assis- 
tance, Virginia Undergraduate and Graduate Assis tance, Virginia Transfer Grant, and 
Last Dollar programs. These programs serve specid purposes and are discussed in 
more detail in Appendix C. 

Qualifying for Need-Based financial Aid 

A student's need for financial aid is determined by federal formula. A college 
may adjust the need level based on its own review of data reflecting the student's 
economic circumstances. 

The process starts with the student and parents filling out an application for 
federal student aid and sending it to a federal agency for review and processing. The 
form seeks such data as family income and assets, number of children, number of chil- 
dren in college, and how close the parents are to retirement age. After about four 
weeks, the student and parents receive a Student Aid Report that includes the "Ex- 
pected Family Contribution" (EFC) toward the cost of attending college (including tu- 
ition and fees, room and board, books, and so on). The EFC is derived from the data on 
the application form. 

The Student Aid Report also is sent to those colleges the student designated 
on the federal application form. The colleges receiving the federal report may ask the 
student to fill out their financial aid application forms, as well, and the EFC level may 
be adjusted as the result of this review. Upon acceptance for admission, the financial 
aid officer at the college then puts together a financial aid package for the needy stu- 
dent. Generally, if the student's family income is over $50,000 (and assuming, for illus- 
trative purposes, it is a family of four with one child in college), the EFC is sufficiently 
hgh that the student would not be eligible for need-based financial aid. The process 
assumes that students from relatively higher-income families will be able to acquire 
the necessary financial support from their families. 

The Virginia Administrative Code requires that public institutions use cost of 
attendance and "remaining need" as the basis for determining the size of the State 
award. Students with the greatest need receive the highest grants. The grant amounts 
are determined by each institution according to  its own award schedule. There are as 
many award schedules as there are institutions. Consequently, a student at one insti- 
tution may receive a grant much larger or smaller than a student in like economic 
circumstances at another institution. For example, in 1998-99 a student with remain- 
ing need between $6,000 and $6,999 could receive a VGAP award as low as $750 at 
Mary Washington College or as much as $3,478 at the University of Virginia's College 
at Wise. 
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In contrast, federal Pell grants are available to extremely needy students as 
determined by the EFC, and a uniform schedule is followed. The lower the EFC, the 
higher the grant made to the student. A s  a result, students with the same remaining 
need receive roughly the same Pel1 grant amount, regardless of which Virginia univer- 
sity or college they attend, 

Financial Aid Packaging 

Constructing the financial aid package generally entails four main steps: 

1. Determine the cost of attenchng college. 

2. Deduct from the cost of attending college the amount the student and the 
family are expected to contribute (the EFC). 

3. Deduct any "gifi aid," such as a federal Pell grant or a scholarship. 

4. The balance after the EFC deduction and the "gift aid" deduction is the 
"remaining need." 

The "cost of attendance" includes tuition, fees, room, board, books, required 
computers, supplies, travel, and personal expenses. For grant-making purposes, each 
institution determines the cost of each of these components and comes to a total for its 
own cost of attendance. At the four-year institutions in Virginia, the cost of attendance 
averages about $12,000, and ranges fiom a low of $9,800 at Virginia State University 
to a high of $15,212 at Virginia Tech. Typically, tuition and fees account for one-third to 
one-half the total cost of attendance. The higher the cost of attendance, the higher the 
"remaining need," and the better chance the student has to be eligible for a State grant. 

For State need-based aid, the policy at the four-year institutions in Virginia is 
that the State is the provider of last resort. Students and their families are expected to 
contribute to a portion of the costs of attending college, and students must apply for 
federal aid before receiving a State grant. The portion of college costs expected of the 
student's family (the EFC) is determined by a federal methodology through applying 
for a Pell grant. Institutions may supplement the federal methodology with their own 
financial aid forms that students are required to complete. After the EFC and aU other 
grants and scholarships are accounted for, "remaining need" is determined by subtract- 
ing these components from the cost of attendance. Theoretically, this is the amount of 
money needed for a student to attend college without going into debt. 

"Remaining need" may be covered in part with a State grant, a subsidized 
federal loan, subsidized work-study, or a combination of the three. After the financial 
aid package is put together, a balance usually remains (called the '% factor"), and that 
balance may be covered by part-time jobs, a higher than expected family contribution, 
additional loans, ingenuity and sacrifice. The Joint Subcommittee report provided an 
example of how remaining need and the remaining balance are calculated (Table 2). 
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How Remaining Need and the "X Factor" Are Calculated 

Cost of Attendance $1 3,000 
Less EFC (2,000) 
Less Pell Grant /1.1751 
Equals Remaining Need 9,825 
Less State Grant (3,500) 

Less Federal Work-Study (1,000) 
Less Federal Student Loan .(3.0.001 

Remaining Balance ("X Factor") $2,325 

Source: JLARC staff analysis, Joint Subcommittee on Higher Educatiorr Funding Policies, Need-Based Financial 
Aid for Dependent Undergraduate Virginia Students at Virginia's Public Co!leges and Institutions, 1998, 

State grants in particular are influenced by several factors. As shown in Table 
2, one influencing factor in determining the amount of the award is the cost of attend- 
ing a particular institution. Another is the "remaining need" of the student. But there 
are other influencing factors as well: the amount of the State appropriation per insti- 
tution (that is, the total amount of money that the institution has to work with); and 
the institution's award schedule (that is, its plan for distributing its appropriation). 

How State Financial Aid Appropriations Are Allocated 

Traditionally, the allocation formula developed by the State Council of Higher 
Education for Virginia (SCHEV) has been followed for the distribution of financial aid 
appropriations to the public colleges and universities. The State Council determines 
remaining need for an institution on a student-by-student basis. 

While the SCHEV allocation formula calculates "remaining need" in a man- 
ner similar to  that whch the institutions use to determine the amount of a grant, a 
major difference is that SCHEV uses standard cost elements. For example, SCHEV 
uses a national standard of $572 for transportation in its allocation formula, while 
Institution A may use $1,875 and Institution £3 may use $810 for transportation. The 
standards used by SCHEV for allocation purposes generally are below what the insti- 
tutions use for award purposes. 

Different calculation methods at the institutional level result in different out- 
comes. A hgher estimate far the cost of attendance makes more students eligible for 
aid. A lower estimate using cost standards concentrates aid dollars toward the needi- 
est students. 

After remaining need is computed for each student at an institution, SCHEV 
then aggregates the data to determine remaining need for the entire institution. The 
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same process is followed for all institutions. SCHEV uses the relative proportions of 
aggregated remaining need to  pro-rate the State need-based financial aid appropria- 
tion among the institutions. After allocating funds based on a hold-harmless provision, 
institutions with the highest proportion of remaining need receive proportionately more 
of the St ate appropriation. 

Legislative Changes and Remaining Issues 

Pnor to 1992, Virginia's financial aid program was largely decentralized, so 
that i t  was virtually delegated to the public institutions. The program was generally 
referred to  as the "discretianary" aid program, because the institutions had discretion 
to make need-based grants as they wished from the General Fund appropriations made 
by the General Assembly. 

There was na requirement that the neediest students receive the highest grants. 
There was no requirement that the neediest students even receive any grants a t  all. 
Award schedules were not required. Some institutions used factors in addition to need 
to  determine grant amounts. In addition, an institution could use up to 50 percent of 
its undergraduate grant appropriation to make grants to graduate students. 

The State financial aid program became less discretionary and somewhat more 
centralized with the advent of VGAP in f 992. VGAP has evolved from a small stand- 
alone grant program to the significant financial aid prograrn that it is now. The Appro- 
priation Act over the last six years has been amended several times to articulate poli- 
cies for the Virginia Student Financial Assistance Program that: 

segregate undergraduate and graduate financial aid and do not permit trans- 
fer of funds between undergraduate and graduate levels; 

make need the only factor in financial aid for undergraduate students; and 

require that grants be made to needy students according to a schedule. 

While these policies have reduced the degree of discretion at individual insti- 
tutions, there remains considerable institutional latitude regarding award schedules 
and other variables related to "need," resulting in different outcomes across the state- 
wide system of higher education. SCHEV is charged by statute with reviewing and 
approving the institutions' plans to distribute their financial aid appropriations. This 
review is generally confined to whether the institution is meeting the basic provisions 
of the law. 

The Joint Subcommittee report characterized the current administration of 
the State financial aid program as decentralized with respect to its process and to the 
amounts of the awards granted. Each institution determines its cost of attendance, 
which, in turn, influences the student's remaining need and the amount of the award. 
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Each institution determines the maximum award for the neediest student, along with 
the award schedule that descends on a sliding scale from the maximum award. For 
students receiving VGAP, the minimum award to the neediest students must be at 
least equal to tuition. The subcommittee report stated: 

The maximums and minimums and the number of levels in their 
award schedule vary considerably ... Current policy provides guidance, 
but allows each institution to administer financial aid as it sees fit. 
The approach can result in students with similar economic circum- 
stance being awarded very different mounts  of financial aid. 

A review of institutional approaches to award schedules (discussed in Chap- 
ter 11) confirms this finding. 

CHARACTERISTICS OF NEED-BASED FINANCIAL AlD SYSTEMS 
IN OTHER STATES 

Part of JLARC's mandate to  review need-based financial aid programs speci- 
fied that the Commission "review the policies and implementation strategies for finan- 
cial aid programs in other states." States vary in their approaches to student financial 
aid. Key defining characteristics of state financial aid systems include the program's 
administrative structure, eligibility criteria, and award formula for distributing aid. 
Another characteristic worth noting is the use of a merit component in distributing aid 
to students. 

The Natianal Association of State Student Grant and Aid Proggm (NASSGAP) 
conducts an annual survey of state financial aid administrators to collect data on state 
grant programs. &ARC staff used this data source to show the differences in the char- 
acteristics of state financial aid systems. The NASSGAP data set is for the 1996-97 
academic year, which is the latest available survey. To supplement the NASSGAP data, 
JLARC staff also interviewed financial aid administrators in other states to  under- 
stand better the worhngs of different financial aid systems. The results of these case 
studies are presented in Appendix D. 

Most states have more than one state grant program in their financial aid 
system. Normally, however, there is one major grant program that constitutes the bulk 
of need-based aid to its residents. In the discussion of grant attributes such as admin- 
istrative structure, eligibility criteria, and the use of a merit component, the largest 
need-based grant is used as the basis of comparison between states. Appendix E pro- 
vides more information from all 50 states on financial aid per full-time undergraduate 
student and average tuition at four-year public institutions. 
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Administrative Structures of State Need-Based Grant Programs 

A basic distinction of a state p a n t  program is its administrative structure. 
While the process of distributing financial aid dollars to students may be slightly dif- 
ferent in each state, the financial aid systems may be classified as either centralized or 
decentralized. In a centralized system, a central agency processes financial aid appli- 
cations and determines student eligibility. In a decentralized system, the institutions 
process financial aid applications and distribute financial aid awards to students. De- 
pending on state guidelines, a decentralized system may or may not give institutions 
flexibility to  create their own eligibility criteria and determine award amounts for stu- 
dents. Similarly, a centralized system may allow institutions some flexibility to adjust 
eligibility criteria and awards. As shown in Table 3,3 1 of the 50 states have centralized 
financial aid systems for their largest need-based grant program. Centralization ap- 
pears to be related to the size of the state system. Nineteen of the top 25 states in total 
undergraduate need-based aid have centralized systems; twelve of the bottom 25 states 
have centralized systems. Eight of the nine states that rank above Virginia in total 
undergraduate need-based aid have centralized systems for their largest need-based 
grant program. Of the ten states with the smallest need-based grant systems, seven 
have decentralized administrative structures, 

States with a consolidated governing board for the public colleges and univer- 
sities are not more likely than other states to have a centralized financial aid system. 

' The Education Commission of the States lists 24 states as having a consolidated gov- 
erning board for the public colleges and universities in the state. The other 26 states 
have only a coordinating board or a planning agency Of the 24 states that have a 
consolidated governing board, 12 have a centralized financial aid structure and 12 
have a decentralized structure. Of the 26 states that do not have a consolidated gov- 
erning board, 19 have a centralized financial aid stmctuse while 7 have a decentralized 
structure. States that do not have a consolidated governing board are slightly more 
likely to have a centralized need-based financial aid structure. Table 4 shows the remion- 
ship between State hi&er education governing structure and financial aid structure. 

Eligibility Criteria of State Need-Based Financial Aid Programs: 
Public Versus Private University and College Students 

State need-based financial aid systems also vary in who is eligible for need- 
based grants. Some states, like Virginia, have one major grant program for students 
attendmg in-state public institutions and another program for in-state private institu- 
tions. Other states use one main grant program for students attending either in-state 
public or in-state private institutions. Some even give awards from the same grant 
program to students attending a college or university in another state. Twenty-nine of 
the 32 grant programs with centralized administrative structures include private in- 
stitutions in the program. Generally, the states that offer the most need-based aid 
have one program for both public and private institutions. The nine states that offer 
more need-based grant aid than Virginia all include private institutions in their major 
program. In fact, 41 of the 50 states include private institutions in their major public 
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Table 3 

Selected Characteristics of Major Need-Based Grant Programs, 
1 996-97 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana . 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 

I Tennessee 
I Texas 

Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

Includes Merit 
Component? 

Y = yes, N = no 

Administration 
C = Centralized 

1 Wvominq D N I N I 
Source: JLARC staff analvsis of data collected from other states. and National Association of State Student Grant and 

Includes Private 
institutions? 

Aid Programs, 1996-97 annual survey. 

D r Decentralized Y =yes, N=no 
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Higher Education and Financial Aid System Structures 

I Consolidated Governing Board 1 12 I 12 1 z4 1 

- 

Higher Education Stsr ~cture 
i 

'Virginia falls in this categoty. 

Financial Aid Structure 
Centralized 1 Decsnfratized 1 Total , 

1 7 

Coordinating BoardlPlanning Agency 19 

Total 31 

Source: National Association of State Student Grant and Aid Programs, 1996-97 annual survey. 
1997 State Postsecondary Education Structures Swrcetnwk, Education Commission of lhe States. 

institution grant program. Only 13 states award grants to students attending out-of- 
state institutions. Virginia does not. 

7* 

19 

Of the nine states that did not include in-state private institutions in their 
public institution grant program, seven had a separate need-based program for private 
institutions. One state, Nevada, did not offer any grant aid to students at private 
institutions. SeveraI states, including Virginia, have separate financial aid programs 
for resident students attending in-state private institutions. These programs provide a 
flat amount of money for every resident student attending an in-state private non- 
profit institution, regardless of the student's financial need or academic merit. 

Use of Merit Components in State Need-Based Financial Aid Programs 

26 

50 

Several need-based grant programs use a merit component for determining 
eligibility for an award. These programs are not exactly the same as merit scholar- 
ships, which are discussed in Chapter IV. A need-based grant with a merit component 
still uses financid need as a criterion for eligibility, and financial need also factors into 
the amount of the award. True merit scholarshps are based solely on academic perfor- 
mance. ~ o w e v e r ,  merit components in need-based grants are simiIar to merit scholar- 
ships in that they both have the god of providing an incentive for hard work in high 
school to be better prepared for college study They both aim to improve college success 
rates and ensure that state money is being spent eficiently by distributing it to stu- 
dents who are 1ikeIy to succeed. 

I 

Eleven states, including Virginia, include some form of a merit component in 
their major need-based grant program. All need-based grant programs require some 
display of academic merit, in the form of satisfactory academic progress, for renewal of 
awards. However, these eleven state grant programs require students to  demonstrate 
academic merit in order to receive the initial award. Some states, like Virginia, also 
provide need-based aid to those students who do not meet the initial eligibility require- 
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ments. In these situations, students who meet the merit criteria receive a larger award 
than their counterparts with similar economic circumstances. 

MERIT SCHOLARSHIPS ANZ) INCENTn;rE SCHOLARSHIPS 

Merit scholarships and incentive scholarships use a very different basis for 
awarding aid. Therefore, in this report, the review of existing programs and the range 
of available alternatives are discussed separately from need-based financial aid pro- 
grams in Chapter IV. 

Merit Scholaxships 

Merit scholarships are different from need-based financial aid programs in 
that ability to pay is not a factor in the award of the scholarship, according to the 
Southern Regional Education Board's December 1998 report, State-Funded Merit Pro- 
grams: Why are they popular? Can they increase participation in higher education? 
Instead of awarding aid based on a family's economic circumstances, awards are given 
to students based on academic performance in high school, such as high grade-point 
average (GPA), class rank, standardized test score, or a combination of these factors. 
Merit scholarships, through these academic criteria, provide an incentive for high school 
students to prepare for college and thus increase their chances for success in college. 
Also, merit scholarships normally require students to maintain a high grade-point av- 
erage in college to renew their award from year to year, thus providing an incentive to 
continue their high performance. Merit programs are also aimed at keeping the brightest 
students in their home state. Opponents to merit scholarships cite the relationship 
between high family income and academic achievement, and argue that most merit 
scholarships would go to students from relatively wealthy families. 

More discussion of ths approach to student financial aid is presented in the 
final chapter. 

Incentive Scholarships 

Incentive scholarships are different fxom both need-based and merit-based 
student aid in that the scholarships are targeted to students entering a particular 
academic field. These scholarships provide an incentive for students to get a degree in 
a high-demand field where there is a perceived shortage of qualified applicants. The 
scholarships often represent part o f  a state's effort to improve the economic base and 
be more responsive to industry's needs. More discussion of this approach to student 
financial aid is presented in the last chapter. 
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Item 16J of the 1999 Appropriation Act directs JLARC to review student fi- 
nancial aid programs (Appendix A). In particular, JLARC is mandated to study the 
Commonwealth's need-based financial aid programs, and the administrative proce- 
dures followed by the colleges and universities in the awarding of aid grants. The 
study mandate specifies that the study shall: 

review the policies and implementation strategies for financial aid programs 
in other states; 

present alternative policies and administrative structures for canying out 
financial aid programs in Virginia; and 

provide alternatives for a simplified, equitable financial aid program for stu- 
dents and parents. 

The study mandate states that the objective of the study is the "development of a finan- 
cial aid system that is both fair to students, and complementary to the Commonwealth's 
tuition policy" 

In addition, the mandate also instructs the Commission to review merit and 
incentive scholarship plans. JLARC is directed to examine the purposes and measur- 
able objectives of such scholarships, and to make recommendations regarding their 
application in Virginia. 

To address the issues raised in the study mandate, several research activities 
were undertaken, including: (1) structured interviews; (2) analysis of SCHEV student 
financial aid data; (3) Code of Virginia and Virginia Administrative Code searches; and 
(4) document and literature reviews. 

Structured Interviews 

Two groups of financial aid administrators were interviewed for this study. 
One was the financial aid ahnis t ra tors  at Virginia public institutions. The other was 
financial aid administrators in other states. 

Financial Aid Administrators at Virginia Public Institutions. Struc- 
tured interviews were conducted with financial aid administrators at all four-year in- 
stitutions, Richard Bland College, and the Virginia Community College System. The 
purpose of these interviews was to gain information on the policies and rationales of 
each of the institutions' award distribution schedules, as well as institutional perspec- 
tives and opinions on the effectiveness and fairness of Virginia's current student finan- 
cial aid system. 
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Financial Aid Administrators in Other States. Structured telephone in- 
terviews were conducted with financial aid administrators from nine states: Florida, 
Georgia, Illinois, Maryland, Minnesota, New Jersey, North Carolina, Pennsylvania, and 
Waslungton. The purpose of these interviews with the financial administrators was to 
get their perspectives on student financial aid issues in their states, how need-based 
aid is administered, and how existing merit and incentive scholarship programs work 
in their states. 

Analysis of SCIIZEV Student Financial Aid Data 

In recent years, the institutions have submitted two types of information to 
SCHEV: the "S5 report," and student specific financial aid data files. The "S5 reports" 
inform SCHEV of the institutions' plans for distributing financial aid though the Vir- 
ginia Student Financial Assistance Program (VSFAP). The "S5 report" contains the 
institution's planned award schedule for allocating VGAP and Commonwealth Awards, 
plus the institution's cost of attendance breakdown. This report i s  SCHEV's vehicle for 
complying with Appropriation Act language instructing SCHEV to review institutional 
plans for distributing undergraduate financial assistance. It helps ensure that State 
student aid is distributed proportional to remaining need, and that VGAF' eligible stu- 
dents receive a larger award than non-VGAP eligible students do. 

In addition to the "S5 report," SCHEV collects a student-specific Financial Aid 
Data File from the institutions each year. This file contains a record of every student 
who applied for need-based aid or received any form of non-need-based aid. For each 
student in the file, exact award amounts are given for each t y p e  of financial aid the 
student received, including state, federal, institutional, endowment, and other aid from 
private or local government sources. 

Data from these two sources were analyzed to determine: 

differences between institutions in granting State need-based aid awards; and 

actual distributions of financial aid. 

Code of Virginia and Virginia Administrative Code Searches 

Several sections of the Code of Virginia address financial aid for undergradu- 
ate students. Furthermore, the Code of Virginia specifies that SCHEV "shall promul- 
gate regulations for the implementation" of need-based financial aid programs such as 
VGAP and CSAP. The appropriate sections of the Code and regulations promulgated 
by SCHEV were reviewed to  determine how they define the structure of Virginia's 
student financial aid system. 



Page 18 Chauter I: In froduction 

Document and Literature Reviews 

The study team searched the literature on financial aid in higher education 
from two sources: hard copy books and journals; and the Internet, using search en- 
gines and accessing specific web sites. A document which the team especially utilized 
was the annual survey conducted by the National Association of State Student Grant 
and Aid Programs (NASSGAP) of student financial aid in all 50 states. Results of this 
survey provided information on several characteristics of each state financial aid pro- 
gram offered, including the total expenditures, centralized versus decentralized ad- 
ministration, if there is a merit component involved in need-based financial aid, and 
maximum award amounts. Also available was information on the percentage of need 
versus non-need and undergraduate versus graduate financial aid for each state, and a 
state ranking of financial aid per student population. 

REPORT ORGANIZATION 

This chapter has provided background information on student financial aid in 
Virginia and in other states, and a discussion of the JLARC review. Further back- 
ground information on smaller financid aid programs in Virginia is provided in Appen- 
dix C, while further information on student financial aid in other states is provided in 
Appendixes D and E. Chapter I1 describes how need-based financial aid is currently 
distributed at the various institutions in Virginia (with a more detailed and systematic 
inventory of the institutions' policies presented in Appendix B), and presents the find- 
ings of preliminary review of awards conducted by SCHEV at the request of JLARC 
staff. Chapter 111 first presents a framework for assessing need-based student finan- 
cial aid programs in terms of goals and objectives, and then discusses in more detail 
the advantages and disadvantages of alternative approaches for administering stu- 
dent financial aid currently used in some other states. Chapter IV then addresses 
merit scholarship and incentive scholarship programs, by describing alternative ap- 
proaches tried in other states and programs currently in place in Virginia, and assess- 
ing their potential role in Virginia's system of student financial aid. 
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11. The Current state-F'inancia &d 
System in Virginia 

In Virginia's current decentralized system of financial aid, the institutions 
can use different eligibility criteria and different award schedules. Although the Vir- 
ginia system is decentralized, there are statutory guidelines and regulations the insti- 
tutions must follow when determining a student's eligibility for an award and the amount 
of the award given to a student. The State Council of Higher Education for Virginia 
(SCHEV) has oversight authority for the financial aid programs to ensure compliance 
with State regulations. SCHEV's performance of this oversight function, however, his- 
torically has been we&. 

At the request of J M C  st& for this study, SCHEV staff compared institu- 
tional award schedules to actual student awards as a first step for reviewing how aid 
money is actually distributed. A key finding of this comparison is that almost half of 
the students who are eligible for the State's largest need-based financial aid program 
actually receive nothing from it. Another key finding is that on average, the institu- 
tions appeared to be varying from their own award schedules in 61 to 65 percent of the 
cases in which awards were made. Further review at the institutional level is required 
to determine why these results occur. However, these preliminary findings indicate the 
need fo r  better monitoring of how the institutions award State grants to eligible stu- 
dents, and periodic calculation of the amount whch would be needed to fully f w d  
grants to students who are currently not receiving the full amount of State aid for 
whch they are eligible. 

This chapter first provides an overview of the eligibility criteria that the vari- 
ous public institutions in Virginia use for State financial aid, and then a description of 
the different award schedules that are in place. The oversight responsibilities of SCHEV, 
and the results of the preliminary comparison, are also hscussed in this chapter. 

ELIGIBILITY CRITERLA USED FOR THE 
VIRGINIA STUDENT FINANCIAL ASSISTANCE PROGRAM (VSFAP) 

The Virginia Student Financial Assistance Program was formed in 1995 when 
the old "discretionary aid" program and the Virginia Guaranteed Assistance Program 
(VGAF') merged into one program. VGAP was created several years earlier as an at- 
tempt to promote academic achievement in high school and to reward economically 
disadvantaged students for good work. The Commonwealth Award evolved from the 
old "discretionary a i d  program and provides funding for students who are not eligible 
for a VGAP award. VSFAP funds are allocated proportionally to institutions each year 
based on the institution's total "remaining need" of their students. (Remaining need is 
the amount of money required to meet the cost of education after the family contribu- 
tion, Pel1 Grant, and other gift aid are taken into account.) The institutions then divide 
the available VSFAP money among VGAP-eligible and non-VGAP-eligible students. 
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VGAP-eligible students receive a slightly larger award than their counterparts for the 
same level of remaining need. 

To be eligible for an initial VGAP award, a student must have at least a 2.5 
grade point average (GPA) in a Virginia high school and be tax-dependent. Students 
must also maintain a 2.0 GPA in college and successfully complete a full-time aca- 
demic load in the fall and spring semesters to renew their VGAP award. VGAP stu- 
dents who do not meet the renewal requirements may become eligible for a Common- 
wealth Award. 

There is no minimum high school grade point average requirement for an 
initial Commonwealth Award. The student does not have to be a dependent, and only 
needs to enroll in six credit hours per semester. In order to renew a Commonwealth 
Award, the student needs to meet the institution's requirements for satisfactory aca- 
demic progress. (Standards for satisfactory academic progress vary by institution. Some 
institutions require students to acheve a 2.0 GPA after one semester, while others 
allow students more time to bring their GPA up to the 2.0 level.) 

The size of the VGAP or Commonwealth Award grant for each student de- 
pends on two main factors: the cost of attendance at  the institution, and the institution's 
award schedule. Because of the decentralized nature of the program, and because 
tuition and fees are different at each institution, there is considerable variation in 
these two factors across the institutions. Consequently, there is considerable variation 
in the size of the award for a given level of remaining need across institutions. The 
institutions have some discretion in how these grants are awarded, but they are con- 
strained by State and federal regulations. Differences in cost of attendance and award 
schedules, and the State policies and guidelines by w h c h  the institutions are bound, 
are examined in the next sections. 

Cost of Attendance Used for Determining Financial Aid Eligibility 

The cost of attendance (COA) at a college or university is a critical component 
in determining student eligibility for a need-based grant. As COA rises, remaining 
need increases, and more students become eligible for a grant. As COA decreases, 
relatively less needy students become ineligible for a grant, and the grant money is 
concentrated towards the neediest students. Institutions have a fixed sum of State 
financial aid dollars that they can distribute among the student population. If the 
institution's COA is relatively low, fewer students would receive larger grants. Con- 
versely, if the COA is high, grant money is distributed more thinly across a larger 
group of students. The decisions an institution makes in setting its cost of attendance 
could have a big impact on the number and size of grants awarded to students. 

Each institution develops its COA based on tuition, required student fees, 
housing, board, books and supplies, transportation, personal, and other miscellaneous 
expenses. The total COA is developed in accordance with federal guidelines. The COA 
at an institution may be different depending on the student's living arrangements. 
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Students living in campus housing may face a different COA than students living off- 
campus. Also, students living off-campus and away from their parents may face a 
different COA than students living at home with their parents. The differences in COA 
are primarily the result of differences in the housing, board, and transportation compo- 
nents. 

Table 5 below illustrates the differences in cost of attendance at the Virginia 
public colleges and universities. The tuition and fees component, which typically ac- 
counts for about one-third to one-half of the total COA, is listed as well. Table 5 illus- 
trates that there is a great deal of variation in the COA across institutions. Tuition 
and fees are set each year by the institutions' boards of visitors. Housing and board 
costs for on-campus students may also be set by the boards of visitors. The other com- 
ponents are based on student surveys, estimates from the College Board's College Schol- 
arship Service, Bureau of Labor Statistics estimates, bookstore accounts, or other sources. 

Table 5 

1998-99 Cost of Attendance Estimates 
at Virginia Public Colleges and Universities 

Institution 

Christopher Newport 

Tuition and 
Fees 

$3,466 

Total Cost of Attendance 

$15,141 
$1 1,462 

$4,300 $1 4,066 $1 0,893 

- On-Campus 
$1 1,000 

James Madison 
Longwood 
Mary Washington 
Norfolk State 
Old Dominion 
Radford 
UVA* 
UVA-W ise 
VCU 
VMI** 
Virginia Tech 
Virginia State 
William and Mary 
Richard Bland"' 
VCCS*" 

Off-Campus 
with Parents 

$9,500 

$4,148 

Off-Campus 
Away f rorn 

Parents 
- $1 1,000 . 

COA estimate is for returning students. COA for first-year students is $1 1,380. 
** All students live on campus at VMI. 
C + C  Public two-year colleges in Virginia do not have campus housing. 

Source: SCHEV 1998-99 "S5 Reports." 

$441 6 
$3,570 
$3,000 
$4,200 
$3,180 
$4,840 
$3,478 
$4,111 
$6,545 
$4,306 
$3,307 
$5,032 
$1,990 

$1,208 - 
$1,472 

$1 1,314 $8,702 
$1 2,694 
$12,f 30 
$9,966 

$1 2,450 
$1 0,172 
$1 1,860 
$1 0,217 

$12,694 
$1 0,120 
$8,100 

$12,450 ' 
$7,032 

N/A 
$7,685 

. $1 2,694 
$1 4,730 
$9,966 

$1 2,450 
$10,372 : 

. $1 1,860 
$7,685 
$1 4,286 

N/ A 
$1 5,830 
$9,767 
$1 1,438 
$6,740 
$6,704 - 
$1 1,268 

$14,286 
$1 2,525 
$1 5,212 
$9,767 

$1 1,438 
N/ A 
N/A 

, $1 O,? 76 
N/A 

. $1 3,108 
$7,557 
$9,102 
$5,740 
$5,008 - 
$8,850 
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Personal and mJscellaneaus expenses may include the cost of a computer, if the institu- 
tion requires all students to own one. For the 1998-99 academic year, Virginia Tech 
required a computer for all students and estimated the cost at $3,000. This decision by 
Virginia Tech resulted in its having the highest ($15,212 on campus) estimated cost of 
attendance of any Virginia public college or university. Longwood College has since 
implemented a computer requirement for students. 

All COA estimates must be in compliance with federal guidelines specified in 
the Federal Student Aid Handbook. As is evidenced by the differences in COA outside 
of differences in tuition and fees, these guidelines provide flexibility to institutions to 
compute costs as they see fit. The cost components outside of tuition and fees are 
analyzed in the following sections. 

Housing and Board. At many institutions, housing and board costs account 
for the largest share of the total cost of education. At the community colleges, housing 
and board costs may far exceed tuition and fees. Many factors go into the housing and 
board costs, the mast important being the living arrangement of the student and the 
geographic location of the institution. Students living off-campus and away from their 
parents generally face higher costs than their counterparts living on campus. Under- 
standably, students living with their parents face the lowest housing and board costs. 
Institutional, policies set by the boards of visitors, as well as the nature of campus 
housing, explain differences in these costs across institutions for students living on- 
campus. Institutions in urban areas often have higher costs of living than institutions 
in rural areas, and scarcity of student housing in the locality will also cause the cost to 
increase. 

As Table 6 shows, housing and board costs vary considerably A student may 
have an estimated housing and board cost as low as $1,500 or as high as $7,368. George 
Mason has the highest housing and board costs, as may be expected given its location 
in Fairfax County However, the community college with the highest housing and board 
costs is Virj$nia Western, not Northern Virginia Community College as might be ex- 
pected. There is considerable variation in the difference between the cost of students 
living on their own and of those living with their parents. Several institutions esti- 
mate the cost of living with parents at the federal standard minimum of $1,500. In 
addition to differences in location and living arrangements, differences in the methods 
used by the institutions to calculate housing and board costs play a large part in ex- 
plaining cost differences across institutions. 

Tnansportation. Institutional estimates for student transportation costs often 
include average vehicle miles for commuter students, parking fees, and the average 
cost of traveling home for semester breaks. Students at urban and commuter cam- 
puses tend to incur higher costs than students at residential colleges, and students in 
rural areas also tend to incur hgh transportation casts due to long commuting dis- 
tances. Students living at home with their parents may incur hgher transportation 
costs than those living on their own, as the latter students may be more likely to live in 
housing close to campus. Table 7 below shows the differences in estimated transporta- 
tion costs at the institutions. 
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Wytheville Community College in the Virginia Community College System 
(VCCS) has the highest transportation cost at $2,100. VCU has the highest cost of the 
senior institutions at $1,875. There is a lot of variation in cost between the institu- 
tions, with the average cost being about $1,000. Institutions also vary in how they 
differentiate costs between students by living arrangement. Some do not differentiate 
at all, while others use a higher cost for students living with their parents or vice versa. 
Although transportation costs are only a fraction of the total cost of attendance, these 
differences may affect a student's eligibility for a State grant and the size of the grant 
received. 

Table 6 

Estimated Housing and Board Costs 

Personal and Other MisceLZanetms Costs. Personal cost estimates may 
include such things as health care, child care, and other day to  day expenses. Other 
miscellaneous costs may include a computer, as in the case of Virginia Tech. Because of 
the nebulous nature of this category, these costs vary widely among the institutions. 
Table 8 details institutional estimates for personal and other miscellaneous costs. 

Off-Campus Away 
from Parents 

$4,650 
$7,368 
$4,994 
$4,360 1 
$6,922 
$4,166 
$5,200 - 
$5,840 
$4,820 - 

- $1,500 
$5,610 

N/A 
$4,576 
$4,910 , 

$4,586 
$2,500 

$2,500 - $5,933 

Institution 
Christopher Newpott 
George Mason 
James Madison 

On-campus housing and board cost is for returning students. Budget for first year class is less than al 
other classes. First-year students must reside in first-year resideme halls which are significantly 
less costly than returning upper-class residence. 

" Not given in "S5 Report" f r o m  UVA. 
.** A(I students live on campus at VMI. 
Sf.* Public two-year colleges in Virginia do not have campus housing. 

Source: S C H N  1998.99 "S5 Reports." 

On-Campus 
$4,650 
$6,552 
$4,846 

Off -Campus with 
Parents 

$2,980 
$3,120 
$2,234 
$4,360 

-- $2,312 
$1,700 

tongwood 
Mary Washington 
Norfolk State 

$4,360 
$5,180 
$41 66 

Old Dominion 
Radford 
UVA* 
UVA-Wise 

. VCU 
VMl*** 
Virginia Tech 

Virginia State 
William and Mary 
Richard Bland**"* 
VCCS**** 

$5,200 
$.4,&40 , 

$4,790 
$4,472 
$5,610 
$4,080 
$3,958 
$4,910 
$4,586-. 

N/A 
N/A 

$5,200 , 

$1,500 
** 

., $1,500 
$1,500 

NJA 
. . , $1.854 

$2,800 
$2,880 
$1,500 

$1,500 - $4,000 
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Personal cost estimates alone range from zero dollars for students living with 
their parents at Virginia State University to $3,575 for students living on their own at 
Patrick Henry Community College. While Patrick Henry Community College has the 
highest personal costs, its total COA is not the highest among community colleges, as 
housing and board, transportation, and books and supplies costs are lower than at 
many other community colleges. While there is considerable variation in the estimates 
for personal costs, these costs are all within federal guidelines. When "Other Miscella- 
neous Costsn are added to personal costs, Virginia Tech is the highest with $5,000, 
which includes the cost of the computer requirement. 

Books and Supplies. This cost component is simply the average amount of 
money needed to purchases textbooks and other materials associated with a full-time 
course load. These estimates are normally derived using student surveys, bookstore 
accounts, or national guidelines. The cost for books and supplies is generally between 
$500 and $1,000. Differences in cost may arise due to the quantity and typical price of 
the books that are required, and the pricing structure of the university or other local 
bookstores (which may reflect the extent of competition for student customers in the 
area). As with tuition and fees, cost estimates for books and supplies are the same 
regardless of the student's living arrangement. Table 9 lists the books and supplies 
costs used by the institutions. 

1 I 

Table 7 

Transportation Estimates Used in Cod of Attendance 

Institution 
. Christopher Newport 
. George Mason 

Off-Campus with 
Parents 

$960 
$1,439 

On-Campus 
$810 

$1,180 

Off-Campus Away 
from Parents 

$810 - 

$1,439 
$600 

$1,000 
$1,666 

$700 
$1,000 

$600 
$200 

$1,100 s 

. , $1,075 
N/A 

$1,124 , 
$400 
$t50 

$1,000 , 

$792 - $2,100 

James Madison 
Longwood 

, Mary Washington 
I. Norfolk State 
Old Dominion 

, Radford 
UVA 
UVA-W ise 
VCU 

* Not given in 3 5  Report" hmn WA. " All students live on campus at VMI. 
*.. Public tvm-year colleges in Virginia do not have campus housing. 

Source: SCHEV 1998-99 "S5 Reports." 

$600 
$1,000 

$9w 
$700 

$600 
$1,000 
$1,666 
$1,300 

N/A 
$1,124 

VMf** 
Virginia Tech 

$1,000 
$400 
$200 
$660 

$1,875,, 
I $300. 
I $1,124 

$1,000 
: $600 . 

* 

$1,100 
., , , $1,875 

, Virginia State 
William and Mary 

, Richard Bland*" 
VCCS'** 

$400 
$150 
N/A 
N/A 

$800 
$600 

$1,000 
$792 - $2, t 00 
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Books and supplies cost estimates range from $600 to $824 at the senior insti- 
tutions, and from $435 to  $1,000 at the community colleges. The magnitude of the 
range for community colleges is interesting to note. For example, the books needed at J. 
Sargent Reynolds Community College in H e ~ c o  County and Richmond are estimated 
to cost $1,000 per student, while the books needed at John Tyler Community College in 
Chesterfield County are estimated to cost $500. 

Table 8 

Personal and Other Miscellaneous Costs Used 
in Cost of Attendance Estimates 

Cost of Attendance Rationales and Implications on State Grant Awards 

Institution 
Christopher Newport 
George Mason 
James Madison 

Differences in the cost of attendance methodologies used by institutions do 
not necessarily reflect the actual cost of attending college, but they may affect a student's 
eligibility for a State grant. State grant eligibility is based on the COA of the institu- 
tion, the student's estimated family contribution (EFC), and the amount of federal and 
other gift aid given to the student. The Pel3 Grant is not affected by the institution's 
COA unless the COA is less than $3,125 (the maximum Pel1 Grant for 1999-2000). The 
COA at every public institution is greater than this amount, so eligibility for a Pel1 
Grant at Virginia public institutions is entirely based on the student's EFC. 

On-Campus 
$1,440 
$1,284 
$600 

Off-Campus with 
Parents 

$1,460 
$1,284 

Longwood 
q 
Norfolk State 
Old Dominion 
Radford 
UVA 
UVA-W ise 

Off-Campus Away 
from Parents 

$1,440 
$1,284 

- -- - - - - 
$2,268 
$1,700- 
$1,300 
$1,350 
$1,152 
$1,200 
$988 

- - -  - - 
, $2,268 1 - 

- $2,268 
$1,700 1 $1,700 

$600 1 $970 

$1,300 
$1,350 
$1,152 

* 

$988 
VCU $2,090 $2,090 $2,090 
VMI" $1,000 N/A N/A 

$1,300 
$1,350 
$1,152 
$1,200 
$988 

Virginia Tech 
Virginia State 
William and Mary 
Richard Blande** 
VCCS"* 

* Not given in "S5 Report" from UVA. 
" All students live on campus at VMI. 
*t* Public two-year colleges in Virginia do not have campus housing. 

Source: SCHEV 1 998-99 "55 Reports." .. 

$5,000 
$51) 
$970 
$750 

$200 - $2,585 

$5,000 
$550 
$970 
N/ A 
N/ A 

$5,000 
$550 
$970 
$750 

$200 - $3,575 - 

, 



Page 26 Chapter II; The Current State Financia'al Aid System in Virginia 

Since State grants are based on remaining need, students may be eligible for 
a VGAP or Commonwealth award without being eligible for a Pel1 Grant. Students 
with an EFC greater than $2,925 are not eligible for a Pel1 Grant, but if their EFC is 
still lower than the institution's COA, then they have positive remaining need and may 
be eligible for additional State aid. The fallowing case examples illustrate how the 
institution's COA affects student eligibility for a State Grant. 

A student with an EFC of $10,000 is admitted to a college with an 
estimated COA of $12,000. This student is not eligible for a Pell Grant 
because: her EFC is too high. Her remaining need is $2,000 ($22,000 
minus $1 0,000). Because this student has positive remaining need at 
this institution, she may receive a State grant to cover part of her 
costs. 

t 

Table 9 

Books and Supplies Cost Estimates 

The same student is also admitted to a college with an estimated COA 
of $9,000. She has no remaining need since her EFC is greater than 

Institution 
Christopher Newport 
George Mason 
James Madison 
Longwood 

Books and Supplies 
$634 
$750 
$750 
$650 

Mary Washington 
Norfolk State 
Old Dominion - 
Radford 
UVA 
UVA-W ise 
VCU 
VMI 
Virginia Tech 
Virginia State 
William and Mary 
Richard Bland 
VCCS 

$71 6 
$800 
$700 
$600 
$800 
$619 
$600 
$600 
$824 
$600 
$700 
$500 

$435 - $1,000 

Source: SCHEV 1998-99 '55 Reports." 
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the COA. She would not be eligible for a State grant at this institu- 
tion. 

It is important to note that t'he COA estimate used by an institution does not 
affect the total amount of VSFAP funds the institution gets from State appropriations. 
These appropriations are based on recommendations made by SCHEV, which take into 
account tuition and fees at the institutions, cost of living, and past appropriations. 
Since total State funding is not affected by the institutional COA estimate, the ration- 
ales for why an institution may want to use higher or lower COA estimates within 
federal and state guidelines needs to be explored along with the implications these 
institutional decisions have on student aid. 

Institutwnal Rationales for Setting Higher or Lower Costs of Atten- 
dance. One obvious rationale for setting a higher COA is to make more students 
eligible for State grants. If more students are eligible, the institution is then able to 
offer grants to students as an incentive for them to enroll. If a student is undecided 
between institutions, grant eligibility may become the deciding factor for that student. 
In interviews with JLARC staff, institutional financial aid administrators said that 
even a small grant can be a powerf'd incentive for a student to choose to enroll a t  that 
ins ti tution. 

In interviews with JLARC staff, institutional financial aid administrators said 
that a high COA estimate can be used as an effective recruiting tool, especially if an 
institution has a sizeable proportion of its applicants from families of moderate in- 
came. A lower COA estimate would make many of these students ineligible for State 
grant aid. If an institution has a relatively small amount of grant aid to oEfer through 
institutional and endowment sources, the State grant is one of the few financial incen- 
tives that institution has to offer over competing institutions. By encouraging more 
students to enroll, the institution can afford to be more selective in the students it 
admits and can improve its academic profile and ranking among its peers. 

Another possible rationale given by financial aid administrators in interviews 
with JLARC staff is that personnel at the institution may believe they can provide 
more access to higher education by mahng more students eligible for grant aid. If the 
students served by the college or university are primarily from moderate to low income 
levels, the higher COA estimate and subsequent grant eligibility may make the college 
education affordable for these students. Conversely, a lower CQA estimate may pro- 
vide more money to the neediest students, but if there are not many students from this 
income class applying to the institution, the grant money could axguably be better 
spent by providing access to students from slightly higher income levels. 

Financial aid administrators also described to  JLARC staff several rationales 
for  an institution setting a lower COA. Concentrating financial aid funds on the needi- 
est students is one rationale for using a lower COA estimate. If an institution has 
considerable endowment resources, the State grant may be best used on the neediest 
students, thereby freeing institutional and endowment funds to provide larger grants 
and scholarships to  less needy students. Another rationale may be that the institution 
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believes students should contribute to a significant portion of the costs. In this case 
grant money would be used only on those students with a significant amount of re- 
maining need. An institution may also be concerned about the growing debt burden on 
college students. According to some financial aid administrators, students are eligible 
for less federal loan money when the COA is low, and they may be more inclined to find 
other ways to pay their college expenses. 

A final rationale for adjusting the COA has to do with institutional goals. If 
an institution wants to increase the number of students living in campus housing to 
create a more traditional college atmosphere, the institution could set the COA artifi- 
cially low for off-campus students. This creates an incentive for students to live on- 
campus, as they would then be eligible for more aid. 

Cost of Attendance Estimates May AfJ;ect Grant Awards to College Stu- 
dents. An institution's decision to use a high COA estimate could have effects on 
students in several income classes. Students in the neediest category may have their 
grant reduced if financial aid dollars are spread to eligible students in the less needy 
categories. Students in slightly higher income classes may or may not have their grants 
reduced, depending on the award schedule used by the institution. Students with a 
hgher Expected Family Contribution (EFC) may become eligible for a small State grant 
if the institution sets the COA above the level of the EFC. 

For example, an institution may decide to use high-end cost estimates to raise 
its COA from $12,000 to $14,000. By doing this, students with an EFC between $12,000 
and $14,000 are now eligible to receive financial aid, as they would have positive re- 
maining need. The neediest student a t  an institution (that is, one with zero EFC) could 
receive a VGAP award equal to the cost of tuition, fees, and books at that institution. In 
order to provide grants to students with an EFC higher than $12,000, some grants to 
students with more need would have to be reduced. (The institution will not receive 
more VSFAP funds from the State as a result of the decision to raise its CQA estimate.) 
One solution would be for the institution to reduce the size of the largest VGAP award 
to only the cost of tuition. Money previously used for fees and a book allowance for 
these students could then be distributed in small grants to students with an EFC greater 
than $12,000. Table 10 illustrates how the COA estimate used by an institution could 
affect VGAP awards to students of different income levels. 

An institution's decision to use a low-end COA estimate has the opposite ef- 
fect. The institution is then able t o  award larger grants to the smaller number of 
students eligible for a State grant. Students with an EFC between the old and the new 
COA will not receive a VGAP or Commonwealth award and will have to resort to other 
methods for paying their college expenses. 

Different institutional rationales and methodologies for setting the cost of 
attendance used for financial need analysis may provide universities with flexible strat- 
egies for attracting students, but they also cause inconsistencies in student aid eligibil- 
ity and award amounts. The COA estimates used by the institutions may have an 
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impact on access and choice for students, as students are eligible for different amounts 
of aid at each of the institutions. Although the COA is only one part of the financial aid 
process that ultimately determines the award mount to the students, more uniform 
guidelines in the use of alternative methodologies for estimating the COA could reduce 
inconsistencies across institutions. 

", 

Table 10 

Change in VGAP Awards Resulting from Institutional Decision to 
Raise the Estimated Cost of Attendance 

INSTITUTIONAL AWGRD SCHEDULES FOR ALLOCATING 
VIRGINIA S m E N T  FINANCIAL, ASSISTANCE PROGRAM FUNDS 

Estimated Cost of 
Attendance 

$1 2,000 

$14,000 

In addition to the cost of attendance used by an institution, the institutional 
award schedule is a critical factor in determining the amount of money a student re- 
ceives through a VGAP or Commonwealth award. Each institution devises a schedule 
based on the remaining need of students. This schedule determines the maximum and 
minimum VGAP and Commonwealth awards, the neediest category of students, and 
the minimum level of remaining need at which a student may receive an award. The 
schedule also determines the difference in award amounts between the levels of re- 
maining need and the difference between the size of VGAP and Commonwealth awards 
for the same level of remaining need. The VGAP and Commonwealth award schedules 
are listed for each institution in Appendix B. 

Comparison of Award Schedules Across Institutions 

Source: JLARC staff analysis. 

VGAP Award 

Since each institution defines its own award schedule, VGAP and Common- 
wealth awards will be different across institutions for students of similar economic 
circumstances. Table 11 below shows the maximum and minimum VGAP and Com- 
monwealth awards for each institution. It is important to note that these scheduled 

Student A 
EFC=$12,001 

$0 

$500 

Student B 
EFC=$O 
$4,800 

(tuition & fees plus book 
allowance) . 

$3,100 
(tuition) 
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awards are based on remaining need, which in turn is affected by the varying cost of 
attendance across institutions. (The following table, Table 12, deals with remaining 
need.) 

Table 11 shows considerable variation in award schedules across the institu- 
tions. Much of the difference in maximum awards can be explained by differences in 
tuition and fees at the institutions. Institutions with higher tuition and fees generally 
have higher maximum VGAP and Commonwealth awards. Institutional discretion 
also plays a role in the maximum VGAP award, as some institutions award the full 
tuition, fees, and book allowance, while others award only tuition to  their neediest 
students. Differences in the minimum grant awards do not appear to be related to 
tuition and fees and are more a function of institutional award packaging philosophies. 
VMI, which has the highest tuition and fees, sets its minimum award at $500. Radford, 
w h c h  has much lower tuition and fees, sets its minimum at $1,800 for Commonwealth 
awards and $1,900 far VGAP awards. 

' 

Table 1 1 

Maximum and Minimum VSFAP Awards 
at Virginia Public Institutions 

1 

Institution 
Christopher Newport 
George Mason 
James Madison 
Longwood 
Mary Washington 

Commonwealth 

Norfolk State 
Old Dominion - 
Radford 
UVA 
UVA-W ise 

Maximum 
$ 3,500 
$ 4,300 
$ 3,148 
$ 3,533 
$ 3,400 

VGAP 
Minimum 

$ 525 
$ 875 
$ 500 
$ 912 
$ I50 

Maximum 
$ 3,800 
$ 4,800 
$ 4,148 
$ 4,416 
$ 4,000 

Minimum 
$ 675 
$ 1,125 
$ 1,100 
$ 1,140 
$ 500 

$ 600 $ 3,800 

$ 590 
$ 500 
$1,000 
$ 1,000 
$ 300 
$ 500 

VCU 
VMI 
Virginia Tech 
Virginia State 
William and Mary 
Richard Bland' 

$ 4,000 
$ 2,500 
$ 5,300 
$ 3,478 

$ 300 $ 3,000 

VCCS* 

$ 3,600 
$ 6,050 
$ 4,306 
$ 3,307 
$ 3,800 
$ 2,140 

$ 525 
$ 1,900 
$ 1,500 
$ 500 

r~ Two-year colleges use an alternative schedule that allows for adjustments in awards to the neediest 
students. 

Source: SCWEV 1998-99 'S5 Reports." 

varies 

$ 660 
$ 500 
$ 1,250 
$ 1,500 
$ 550 
$ 750 

$ 3,325 
$ 1,800 
$ 3,000 
$ 2,368 
P 

varies I 

$ 1,950 
$ 5,250 
$ 2,400 
$ 3,000 
$ 3,550 
$ 2,040 

$ 420 
$1,200 
$ 1,000 
$ 250 
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Table 12 illustrates the variation across institutions in their definition of the 
neediest student category and the level of remaining need below which they will not 
award a State grant. Among the senior institutions, the neediest student category 
ranges from $6,000 at Radford and UVA-Wise to $12,000 at Virginia Military Institute. 
These differences, however, are nat as great as they appear. Because of differences in 
the cost of attendance, a student with $6,000 in remaining need at Radford or UVA- 
Wise may have $12,000 in remaining need at VMI. There are some real differences 
based on institutional discretionary practices, however. An example is provided by a 
comparison of the practices of Virginia Tech and the University of Virginia. Virginia 
Tech, which has the highest COA at over $15,000, considers every student with at least 
$7,000 in remaining need to be in the neediest category. The University of Virginia, 
which has a COA of just under $12,000, considers every student with at least $8,000 in 
remaining need to be in the neediest category. 

Table 12 

Levels of Remaining Need for Award Eligibility 
and Neediest Student Categories, 1998-99 

Other differences in award schedules are defined by the incremental increases 
in grant awards, and the difference between VGAP and awards for a given level of 

Institution 
Christopher Newport 
George Mason 
James Madison 
Longwood 
Mary Washington 
Norfolk State 
Old Dominion 
Radford 
UVA 
UVA-Wise 
VCU 
VMI 
Virginia Tech 
Virginia State 

Minimum Remaining Need 
for VSFAP Eligibility 

$1,000 
$2,000 
$5,000 
$3,000 
$5,000 
$2,000 
$1,000 
$3,000 
$6,000 
$500 

$2,OOQ 
$2,000 - 
$1,000 
$1,000 

Neediest Category for 
Maximum VGAP Award 

$8,000 
$1 I ,000 
$8,000 
$7,000 

$1 1,000 
$9,000 
$9,000 
$6,000 
$8,000 
$6,000 

1 $11,500 
I $1 2,000 

$7,000 
$7,000 
$8,000 
$2,800 
varies 

William and Mary 
Richard Bland 
VCCS 

Source: SCHW 1998-99 "55 Reports.' 

$3,000 
$500 

varies 
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remaining need. These aspects of the award schedule are shown in Appendix B for 
each institution. 

Because the award schedules are based on remaining need, and remaining 
need is based on the cost of attendance, the award schedules do not completely illus- 
trate how a student's grant award is affected by the institution that student enrolls in. 
One method of examining the effect of varying award schedules and hfferent costs of 
attendance is to see how these factors affect the grant award for a given level of EFC. 
The student's EFC is calculated by federal methodology and is roughly at the same 
level regardless of the institution, with some possible minor adjustments made at the 
institution. Using information from the institutions' award schedules and costs of 
attendance, it is possible to see how the decentralized system affects a particular stu- 
dent. 

InTal.de 13,VGAP and Commonwealth Awards are calculated at each institu- 
tion for a student with an EFC equal to $5,000 and living in campus housing. The 
$5,000 EFC is chosen arbitrarily, but it is a level that is simple for purposes of illustra- 
tion. This student is not eligible for a Pell grant but has a positive remaining need at 
every public senior institution. The remaining need, assuming the student receives no 
institutional or other gift aid, is simply the on-campus CQA minus the student's EFC. 

Table 13 shows real differences in the amount of State financial aid given to a 
student with an EFC of $5,000. Since the grant is deducted from tuition and fee charges 
and the student must pay the remainder, the percentage of tuition and fees covered by 
the grant is the more important figure. According to the institutions' planned award 
schedule for the 1998-99 academic year, the percentage of tuition and fees covered by 
the VGAP award ranged from 28 percent at Mary Washington to 100 percent at Longwood 
and Virginia Tech. The percentage of tuition and fees covered by the Commonwealth 
award ranged from 14 percent at Mary Washington to 80 percent at George Mason. 

For students who are eligible for the Pell grant, the difference in the percent- 
age of tuition and fees met by the VGAP award would decrease. Students who are 
barely eligible for the minimum Pell grant will have a remaining need very similar to 
students with an EFC of zero who receive the maximum Pell grant. This is because the 
table on which Pel1 grants are calculated ensures that the combination of EFC and Pel1 
grant for each student will be about $3,000. Since the institutions are required to give 
a VGAP award of at least tuition to the neediest students, the only differences will 
result from the institution deciding to award the maximum tuition, fees, and book 
allowance or the minimum tuition. For students with higher EFC than $5,000, differ- 
ences across institutions will increase, as some institutions may elect not to make awards 
of State financial aid below a certain level, and some may reduce their awards a t  a 
steeper rate than others. 

Table 13 assumes the student would receive no other gift aid at any of the 
institutions. This may not be an accurate assumption in some cases, as several of the 
institutions have sizable endowments to offer institutional grants and scholarships. 
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These other sources of aid are used to supplement VSFAP grants and fill part of the 
remaining need of the student body 

Table 13 

1998-99 VGAP and Commonwealth Awards 
for a Student with an Estimated Family Contribution of $5,000 

Rationales for Institutional Award Schedules 

The institutions' rationales for the award schedules are based mainly on the 
student body that the institution serves and the amount of institutional and endow- 
ment aid available for additional grants. Institutions that do not have much endow- 
ment aid tend to use more uniformly proportional award schedules, since the State 
grant is the only gift aid they can offer and many institutions want to offer aid to as 
many students as possible. Conversely, institutions with significant endowment and 
other gift aid available can use this money to offer grants and scholarships to students 
with less need. These institutions tend t o  have higher remaining need cutoff points for 
VSFAP eligibility. 

The selectivity of an institution also provides a rationale for why some insti- 
tutions use different award schedules than others. Selective institutions, such as UVA, 

Source: JCARC staff analysis of 1998-99 SCHN '55 Report." 

Remaining 
need' 

$ 6,000 
$ 9,066 
$ 6,314 
$ 7,694 
$ 7,130 
$ 4,966 
$ 7,450 
$ 5,172 
$ 6,860 
$ 5,217 
$ 9,286 
$ 7,525 
$ 10,212 
$ 4,767 
$ 6,438 

estimated family 

- ., . 

l nstitution 
Christopher Newport 
George Mason 
James Madison 
,Longwood 
Mary Washington 
Norfolk State 
Old Dominion 
Radford 
UVA 
UVA-W ise 
VCU 
VMI 
Virginia Tech 
Virginia State 
William and Mary 
* On-campus cost of attendance 

Tuition 
and 
Fees 
$3,466 
$4,300 
$4,348 
$4,416 
$3,570 
$3,000 
$4,200 
$3,180 
$4,840 
$3,478 
$4,111 
$6,545 
$4,306 
$3,307 
$5,032 

minus 

Award 
$2,995 
$4,275 
$2,100 
$4,416 
$1,000 
$1,300 
$3,150 
$2,300 
$1,500 
$2,750 
$1,990 
$3,500 
$4,306 
$2,500 
$2,500 

contribution of $5000. 

Common 

Award 
$ 2?275 
$ 3,325 
$ 1,100 
$ 3,533 
$ 500 
$ 1,000 
$ 2,625 
$ 1,600 
$ 1,000 
$ 2,250 
$ 1,780 
$ 3,250 
$ 2,400 
$ 2,250 
$ 2,250 

VGAP 
% of 

Tuition & 
Fees 

86% 
99% 
51% 

100% 
28% 
43% 
75% 
72% 
31% 
79% 
48% 
53% 

100% 
76% 
50% 

wealth 
% of 

Tuition & 
Fees 

66% 
77 % 
27% 
80% 
14% 
33% 
63% 
50% 
2 1 *lo 
65% 
43'/0 
50% 
56% 
68% 
45% 
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William and Mary, James Madison, and Mary Washington, may not need to provide as 
much grant incentive money to qualified applicants to get them to enroll. Coupled 
with the fact that selective institutions may also have more endowment and other gift 
aid available, selective institutions are able to concentrate VSFAP funds among the 
mare needy students while still meeting their enrollment goals. 

The institutions each have their own rationales for awarding State grants in a 
particular manner. Summaries of these rationales are listed for each institution in 
Appendix B. 

VS'FAP REGULATIONS AND SCHEnt OVERSIGHT FUNCTIONS 

The administration of Virginia's financial aid system is decentrdized, but the 
institutions' procedures for allocating State-funded financial aid to students are sub- 
ject to State regulations. Principally, these regulations are in place to ensure that 
VGAP and Commonwealth awards are distributed proportionately to the remaining 
need of students, and that VGAP-eligible students receive a VGAP award (which is 
larger than a Commonwealth award for the same level of need). Also, the regulations 
specify student eligibility for VGAP and Commonwealth awards. The Code of Virginia 
and the Virgin;iaAdministratiue Code state that the State Council of Higher Education 
for Virginia (SCHEV) is the principal agency responsible for the oversight of the main 
need-based financial aid programs through the Virginia Student Financial Assistance 
Program. SCHEV's actual performance o f  this oversight function, however, histori- 
cally has been weak. 

The Virgznia Administrative Code specifies the guidelines for the distribution 
of VGAP and Commonwealth awards (in 8 VAC 40-230). Changes to these regulations 
have been proposed. Further, two data collection processes have been in place in recent 
years to address the issue of compliance with the regulations, but SCHEV needs to  
develop further its capacity t o  audit actual student financial aid awards. A prelimi- 
nary review of actual awards conducted at the request of JLARC st& indicate that 
there may be problems in the implementation of the current system. 

Proposed Changes to Regulations 

A SCHEV financial aid advisory committee has proposed revisions to the 
VSl?AP regulations in the Virginia Administrative Code. This committee is composed 
of institutional financial aid officials and members of the Virginia Association of Stu- 
dent Financial Aid Administrators (VASFAA). The substantive changes proposed by 
this committee include changing the definition of remaining need and easing some of 
the restrictions on VGAP eligibility, The advisory committee also proposes t o  change 
the definition of "dependent student" so that orphans and wards of the court become 
eligible for VGAP awards. 
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"Remaining need" is currently defined as "any positive difference between a 
student's financial need and the sum of all gift assistance." Because remaining need is 
the factor on w h c h  VSFAP awards are based, any change to this definition could have 
implications on student eligibility and award amounts. The Committee has proposed 
changing the definition to 'any positive difference between a student's financial need 
and the sum of all need-based ~ I R  assistance." By considering only need-based gift 
assistance, any merit award that a student earned would not count against that student's 
eligibility for a VSFAP grant. The committee believes the current language penalizes 
the industrious student, as merit scholarshps result in the student's need-based aid 
being reduced. 

Other changes proposed by the Committee include changes to VGAP eligibil- 
ity requirements. Currently, only dependent students are eligible for a VGAP award. 
Technically, this requirement excludes orphans and wards of the court from the VGAP 
program, in addition to other students that needed to become independent for some 
reason other than age. The Committee has proposed an exception for certain students 
to become eligible for the VGAP award. Students currently must also have a 2.5 GPA 
from a high school in Virginia to be VGAP-eligible. Problems arise when high schools 
do not compute student GPAs. The Committee has proposed an alternative certifica- 
tion method for students in these circumstances. 

A final major change proposed by the Committee involves VGAP renewal re- 
quirements. Currently, students must have completed 24 credit hours during the fall 
and spring semesters to remain eligible for ii VGAP award. If a student completes less 
than 24 hours after the spring semester, the student loses VGAP-eligibility, even if that 
student completed the remaining credit hours during the summer. The proposed change 
would allow students to complete their satisfactory academic progress requirements 
during the summer to maintain VGAP eligibility. The students would not get VGAP 
money for the summer courses. 

The changes proposed by the Financial Aid Advisory Committee aim to pro- 
mote access to hgher education while not altering the intent of VSFAP. The changes 
also address improvements to equity in the system by including those students who 
may have inadvertently been left out of the program, and by rewarding those students 
who earned merit scholarships. 

Recommendation ( I ) .  The State Council of Higher Education for Vir- 
ginia should adopt the revisions to the Virginia Administrative Code pertain- 
ing to the Virginia Student Financial Assistance Program, as proposed by the 
Financial Aid Advisory Committee. 

SCHEV Oversight of Institutions' Implementation of Financial Aid 

SCWEV has a clear responsibility to be overseeing how student financial aid 
dollars are spent. The Virginia Administrative Code (in 8 VAC 40-130-230) specifies 
that SCHEV should be conducting program reviews: 
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The council periodically will review institutional administrative prac- 
tices to determine institutional compliance with prescribed guide- 
lines and this chapter. If a review determines that an institution has 
failed to  comply with guidelines and this chapter, the council may 
withhold approval of expenditure plans for the program until the end 
of the next General Assembly session. No attempt to determine com- 
pliance with the guidelines and this chapter should be solely based 
on information from either the student financial aid data file or the 
graduate financial assistance data file. 

SCHEV's current process for reviewing how financial aid dollars are actually 
spent has historically been weak and undeveloped. There is no written record of such 
program reviews based on actual awards occurring. Even though the last line of the 
regulation quoted above prohibits use of the student financial aid data file as the sole 
basis for an audit of how aid dollars are spent, it does not prohibit its use as the first 
step in such an audit. Consequently, as a first step in conducting a program review, 
JLARC staff requested that SCHEV sta f f  compare data from its student financial aid 
data file with award schedules, to identify those cases which may signal potential prob- 
lems and may require follow-up auditing. 

In recent years, SCHEV has had two main data collection processes for over- 
seeing the institutions' implementation of State student financial aid programs. The 
first process is the "S5 Report," which details the institutions' plans for distributing 
VSFAP funds prior to  the academic year, including award schedules and costs of atten- 
dance. The second is a student-specific Financial Aid Data File, which contains infor- 
mation on all students applying for financial aid, including the students' remaining 
need and the dollar amounts of each type of aid the students received. 

The first step of this preliminary comparison revealed two potential problems 
with the current system. One finding is that in general, the institutions appeared to be 
varying from their own award schedules (specified in their "55 Reports") in 61 to 65 
percent of the cases in which awards were made. Another key finding of the review is 
that almost half of the students who are eligible for VGAP or Commonwealth Awards 
actually receive nothing from these programs. Better auditing and oversight by SCHEV 
of the institutions' implementation of State financial aid programs may help remedy 
these potential problems. 

Variation porn Award Schedules. JLARC staff requested that  SCHEV 
staff compare institutions' award schedules specified in the "85 Reports" with the ac- 
tual awaxds students received, according to the Financial Aid Data File. This compari- 
son would provide a first step in identifying which cases may warrant additional re- 
view. Institutions submit the "55 Report" to SCHEV in the spring (usually March). It 
details the proposed award schedules, costs of attendance, and their methodology for 
ensuring that VGAP students are identified and are receiving larger awards than their 
counterparts receiving Commonwealth awards for the same level of remaining need. 
SCHEV reviews each report and either approves them or suggests revisions. The insti- 
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tutions usually receive approval of their pIans in July, well after most of the VSFAP 
funds have been committed for distribution. 

The timing of the submission and approval of "S5 Reports" has caused some 
concern among institutional financial aid administrators. At the time the "S5 Reports" 
are submitted to SCHEV, the institutions are not fully aware of the remaining need of 
their student bodies. Many students have not yet accepted the admissions offer from 
an institution, and the institution does not know how many returning students will be 
eligible for awards the following year. One financial aid administrator described the 
award schedule on the "S5 Reportn as a "shot in the dark." In interviews with JLARC 
staff, almost all financial aid directors stated or acknowledged that the "S5 Report" is 
merely their best guess at the time of submission. The late approval of the report from 
SCHEV is ineffectual, they contend, as this will not have much bearing on how aid will 
be distributed for the coming academic year. 

Using information on the Financial A d  Data Rle, JLARC staff asked SCHEV 
t o  produce a report showing the numbers of full-time students who did not receive a 
VGAP or Commonwealth award equal to the award specified in the institutions' 'S5 
Reports." The Financial Aid Data File is based on student-specific information the 
institutions submit to SCHEV following each academic year. The comparison was based 
on the 1997-98 SCHEV Financial Aid Data File and 1997-98 "S5 Reports." 

The report generated by SCHEV showed that only 39 percent of VGAP award 
recipients and 35 percent of Commonwealth award recipients received an award within 
$100 of the award indicated on the 'S5 Report." One-third of VGAP award recipients 
and more than one-half of Commonwealth award recipients received an award smaller 
than the amount indicated on the "S5 Report" (33 percent and 53 percent, respectively). 
Twenty-eight percent of VGAP recipients and 12 percent of Commonwealth recipients 
received an award larger than the amount indicated on the "S5 Report." The results by 
each institution are shown in Table 14. These results may indicate a potential problem 
if institutions are deviating from their award schedules in an unsystematic manner. 

Assuming the results of this preliminary comparison are accurate, there are 
several possible legitimate reasons why students may have received awards less than 
or greater than the award indicated in the institutions' plans. The award schedule 
plans are made prior to the institutions' full knowledge of the remaining need of their 
student bodies. The institutions may also have addressed students' remaining need 
with endowment funds, rather than State funds. In addition, the institutions are al- 
lowed to use professional judgment t o  adjust the estimated cost of attendance for dif- 
ferent types of students. Some other State grants, such as CSAP, Virginia Transfer 
Grant, and Last Dollar (which are described in Appendix C), were subtracted from 
students' remaining need in the analysis, which may also explain why so many stu- 
dents received smaller grants than indicated. Further, if a large number of students 
applied for financial aid after the deadline for priority consideration, each institution 
may have already committed much of its VSFAP funding to the students who have met 
the deadline, so that it would not have as much funding left to meet the remaining need 
of the students filing late applications. 
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Because of the problems with the timing of the approval process of award 
schedules in the "S5 Reports," institutions no longer are required to include an award 
schedule on the "S5 Reportn beginning with the 1999-2000 academic year. The institu- 
tions still must submit a plan for allocating aid proportionately to eligible students. 
The plan may be in the form of a table or formula. The Virginia Administrative Code 
does not require a specific proportionate award schedule, but it does require institu- 
tions to submit their initial plans to SCHEV. Public knowledge of the institutions' 
plans for distributing VSFAP funds would enable students and their families to better 
plan for financing college expenses. Information on application deadlines could also 
assist students in malung timely applications for aid. This knowledge will also help 
students and their families when applying for admission and deciding on the best col- 
lege for enrollment. 

Table 14 

Comparison of Actual Awards to Award Schedules (1 997-98) 

Institution 

VGAP 

Christopher 
Newport 
George Mason 
James Madison 
Longwoocl 
Mary Washington 
Norfolk State 
Old Dominion 
Radford 
UVA 
UVA-W ise 
VCU 
VMI . 
Virginia State 
Virginia Tech 
William and Mary 
Richard Bland 
VCCS 
TOTAL 

Source: SCHEV 1997-98 

Common wealth 
# Equal 

to 
specified 

# Higher 
than 

0 

1 92 
236 
246 

85 
67 
269 
13 
82 
5 

229 
13 
42 
17 

186 
1 
95 

1,778 
(28%) 

Rnancial Aid Data 

# Equal 
to 

specified 
# Higher 

than 
# Lower 

than 
# Lower 

than 

6 

62 
27 
260 

4 
56 
63 

1 05 
12 
83 

747 
19 
68 

194 
78 
2 

285 

2,071 
(33%) 

File and "523 

l t 6  

32 
301 
79 
17 

112 
225 
160 
299 
58 

21 7 
13 
74 

39 1 
47 
18 

265 

2,424 
(39%) 

Report." 

17 

482 
82 
58 
16 
97 

236 
254 
98 
7 

125 
8 
70 

41 4 

377 
90 

149 
10 

499 
420 
306 
2 

1 29 
189 
51 
323 

307 
24 

1 

61 
1,169 
5,713 
(35%) 

16 

1 30 - 
51 6 

11 
87 

573 
293 
314 
213 
56 

1,685 
2 

256 
67 
87 
2 

285 
1,991 
(1 2%) 

' 

' 2,268 
61 
24 

3,492 
8,804 
(53%) 
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In the absence of award schedules in "S5 Reports," SCHEV should have a 
more fully developed auditing function, to make sure that requirements in the Virginia 
Administrative Code are being followed (such as the requirement that students with 
the most remaining need are receiving proportionately more financial aid). At thls 
point, SCHEV's capacity for performing such an audit is limited and undeveloped. A 
more fully developed financial aid auditing capacity a t  SCHEV could check for incon- 
sistencies between the awarding of financial aid by each institution and the require- 
ments of the Administrative Code, and when inconsistencies are found, follow up with 
the institution on a case-by-case basis. This follow-up process would entail determin- 
ing for each case the reason for the award to appear to be inconsistent with the Admin- 
istrative Code, and, if necessary, how to bring the institution's process into compliance 
with the Administrative Code. 

Recommndation (2). The State Council of Higher Education should 
make the institutions' plans and deadlines for allocating Virginia Student 
Financial Assistance Program funds to students readily available to the pub- 
lic through agency publications and its internet presence. 

Recommendation (3). The State Council of Higher Education for Vir- 
ginia should conduct periodic program reviews of student financial aid as 
specified in the Virginia Administrative Code, to ensure compliance with the 
guidelines in the Virginia Administrative Code and the Appropriation Act. 
The Council and the institutions should develop a process for auditing the 
Virginia Student Financial Assistance Program annually. The first step of 
this audit process should compare information in the Financial Aid Data File 
with the institutions' plans far awarding grants, to identify cases warranting 
further follow-up. The second step should be to audit further those cases 
which appear to have awards substantially above or below the planned lev- 
els, and to determine the reasons why each case may differ from the 
institution's plan. These follow-up audits should be performed annually and 
on-site, perhaps on a rotating basis. 

Almost Half of Eligible Students Receive No Award Another finding 
from the first step of the preliminary review is that almost one-half (47 percent) of all 
eligible students did not receive either VSFAP award. The results for each institution 
are shown in Table 15. At this point, underlying reasons for this finding can only be 
hypothesized. For example, these students may not have received an award because 
they applied late and the institution had na money left t o  give them. But because this 
comparison is preliminary, more analysis still needs to be done in order to understand 
better what the data may indicate are the reasons behnd this finchng. Nevertheless, if 
this finding is accurate, then it may indicate problems in the current system in terms 
of access and equity, which are defined and discussed further in Chapter III. 

Because SCREV has not done a program review of actual awards like this one 
before, these findings should still be considered tentative. Flaws in the data and the 
analysis may still exist. For example, the data do not fully reflect the timing of key 
components in the Financial A d  Data File, which may result in inaccurate calculations 
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of remaining need of students whose financial situations may be changing over the 
course of the year Nevertheless, currently there is no better source of information 
available for analysis than the Financial A d  Data File. Consequently, findings from 
this data set provide the best indicators currently available regarding how student 
financial aid is actually spent. 

Further, more analysis of the data is needed to identify better the nature of 
potential problems in the system. For example, the data should be analyzed further to 
determine the characteristics of students who are receiving VGAP and Commonwealth 
Awards versus eligible students who are not, such as: 

I 

, 

Table 15 

Eligible Students Not Receiving VGAP 
or Commonwealth Award (1997-98) 

class standing (freshmen, sophomore, junior, senior); 

+ remaining need (for example, to determine whether students with higher 
levels of remaining need are receiving State financial aid, when those with 
lower levels are not); 

Institution 

Christopher Newport 
George Mason 
James Madison 
Longwood 
Mary Washington 
Norfolk State 
Old Dominion 
Radford 
UVA 
UVA-W ise 
VCU 
VMI 
Virginia State 

# of eligible 
students receiving 

no award 
847 

1,817 
51 3 
147 
221 

1,290 
2,636 
1,597 

294 
312 

1,983 
145 
563 

2,641 
334 
45 

4,036 
19,421 

Total # of eligible 
students 

1,416 
2,969 
1,724 

771 
-, 

435 
2,686 
4,141 
2,485 
873 
649 

5,153 
250 

1,379 

% of all eligible 
students receiving 

no award 
59.8% 
61 -2% 
29.8% 
19.1% 
50.8% 
48.0% 

d 

63.7% , 
64.3% 
33.7 % 
48.1 % 

38.5% 
58 -0% 
40.8% 
44.9% 
43.2% 
29.4% 
42.2% 

47.0% 

Virginia Tech 
William and Mary 
Richard Bland 
VCCS 

5,885 
774 
1 53 

9,555 
Total I 41,298 
Source: SCHEV 1997-98 Financial Aid Data fle and 'S5 Report." 
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when applications for financial aid were filed; 

whether the student's eligibility status changes over the year (for example, 
due to dropping classes or changes in family income); 

when grants, scholarships, loans and other aid were awarded; and 

any other factors that may affect awarding of student aid, such as first- 
degree seekers or grade point average. 

In addition, SCHEV staff should analyze Financial Aid Data Files from previous years 
to determine how far back in time t h s  potential problem may have existed. 

SCHEV staff should also meet with institutional financial aid administrators 
to detedne  the potential sources of the problem, and to identify possible solutions. 
Among the potential sources, and possible solutions, are: 

Better Communication Needs. Many students may not understand the im- 
portance of filing their applications by the priority deadlines. This situation 
could be addressed through better outreach, although financial aid adminis- 
trators at some institutions have told J W C  staff that they already have 
extensive efforts to "get the word out." Further, eligible students who do not 
receive VGAP or Commonwealth Awards may not know why they are not 
getting the aid. Better notification processes, either by the institutions or by 
SCHEV as a part of the auditing process, may help deviate this potential 
source of the problem. 

Funding Limitations. Part of the problem may also be the fact that institu- 
tions run out of money for VGAP and Commonwealth Awards before the 
needs of all eligible students can be met. Action which could help reduce 
this problem could entail the institutions reporting to SCHEV how many 
eligible students receive no awards, or awards substantially lower than the 
amounts in planned award schedules, and SCHEV reporting this informa- 
tion to the General Assembly. 

A more active oversight function on the part of SCHEV regarding student financial aid 
would provide the State with the knowledge that financial aid money is being spent as 
intended by the General Assembly, notify the State in a more timely manner about 
problems with student financial aid in  Virginia, and provide a basis for finding solu- 
tions to these problems. 

Recommendation (4). The State Council of Higher Education for Vir- 
ginia staff should consult with the financial aid administrators at Virginia's 
public institutions: (a) to determine the possible reasons why almost half of 
all eligible students do not receive VGAP or Commonwealth Awards, (b) to 
identify possible solutions, and (c )  to develop a plan for implementing and 
monitoring these solutions. 
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Recommendatisn (5). The State Council of Higher Education for Vir- 
ginia staff should analyze the Financia1 Aid Data Files to determine the char- 
acteristics of eligible students who are receiving State aid and those who are 
not. The Council should revisit its estimation of remaining need and calou- 
late the cost of providing need-based financial aid to all identified students 
who did not receive the full amount of State aid for which they were eligible, 
and repart this estimate annually to the General Assembly. 
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111. Assessment of Alternatives for 
Need-Based Financial Aid 

The potential problems with Virginia's current student financial aid system 
that were identified from the State Council of Higher Education for Virginia (SCHEV) 
staff's preliminary review may be remedied in part through better oversight by SCHEV. 
However, the mandate for this study also requires that options for more fundamental 
changes to the State system be considered. 

The relative advantages and disadvantages of different options for a need- 
based financial aid system depend on the State's objectives and priorities. Up to this 
point, the State has not clearly articulated these objectives. Therefore, a discussion of 
possible goals and objectives of a State system of need-based financial aid is  first pre- 
sented as a framework for assessing available alternatives. Then the advantages and 
disadvantages of three categories of alternatives are presented in terms of the various 
possible goals and objectives. 

FRAMEWORK FOR ASSESSMENT= GOALS AND OBJECTIVES 
FOR A STATE NEED-BASED FINANCIAL AID SYSTEM 

JLARC staff interviews with financial aid administrators at Virginia's higher 
education institutions confirmed that there is relatively little explicit guidance in the 
Code of Virginia or the Virginia Administrative Code regarding exactly what are the 
State's goals for its need-based financial aid program. Consequently, JLARC staff first 
examined the goals stated in the study mandate, and then derived a working set of 
possible goals from reviewing the literature and interviewing financial aid officials. 

Goals for Need-Based Financial Aid that Are Stated in Study Mandate 

The study mandate language itself refers to three goals or objectives for a 
State need-based financial aid program: (1) simplicity (that is, how easy the program 
is for students and parents to understand); (2) equity and "fairness" for students and 
parents; and (3) being "complementary to the Commonwealth's tuition policy" How- 
ever, these three goals done would not be sufficient for assessing the available alterna- 
tives for a financial aid system. The first goal (making the financial aid system simple 
and easy for students and parents to understand) cannot be substantially met by any 
of the options available to the State. The third goal (being complementary to the State's 
tuition policy) can be met by all of the options. And the middle goal (equity and fair- 
ness for students and parents) alone may not capture all of the key attributes that may 
be desired for a financial aid system. 

The State Alone Cannot Create a Simple Student Financial Aid Sys- 
tern As long as federal and institutional funds play a dominant role in need-based 
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financial aid, the system cannot be simple. Federal and institutional funds make up 
the vast majority of student financial aid. For example, in Fiscal Year 1998, federal 
funds comprised approximately $357 million, or 78 percent of all funding for student 
financial aid across all institutions (as shown in Figure 1 in Chapter 111). Likewise, 
institutional funds comprised $27.7 million, or six percent; and private or local govern- 
ment sources contributed $14.4 million, or three percent. State funding (including 
VGAP, Commonwealth Awards, and all other State sources) amounted to $58 million, 
or 13 percent of total student financial aid for in-state undergraduates. 

Federal regulations governing the federal portion of student financial aid are 
not simple. The regulations themselves are voluminous, comprising hundreds of pages. 
Further, key components of federal student financial aid that have been presented to 
the public in as simple a format as possible are still inherently complicated. For ex- 
ample, Pell grants rely heavily on tables or formulas for determining how much money 
an eligible student would be awarded. Like Internal Revenue Service tax tables, when 
taken as a given and the appropriate table is used, then the process may seem rela- 
tively simple. But when trying t o  determine which table is appropriate and how it is 
derived, then the process is inherently more complex. The federal regulations specify 
five different formulas for calculating Pell grants, and the institution chooses which 
m e  to use, depending on the type of program. In addition, each institution defines full- 
time enrollment status (a key component in the formulas), and the institution deter- 
mines the Cost of Attendance (another key component in the formulas, which depends 
on institution-specific charges such as tuition and fees). Consequently, from a state- 
wide perspective, the tables for calculating Pell grants can vary somewhat across all 
institutions across the State. 

Institutional aid also varies even more widely from institution to institution. 
-As shown in Appendix B, some institutions (such as the University of Virginia, the 
College of William and Mary, and Virginia Military Institute) have relatively large 
amounts of institutional money for student financial aid (including money from en- 
dowments), while other institutions (such as Christopher Newport University and the 
Virginia Community College System) have relatively little. Further, the separate funds 
contributing toward need-based student financial aid vary in number and specific re- 
quirements from one institution to another. For example, the financial aid &rector at 
the College of William and Mary said that the institution has over 200 endowment 
funds which can be used to contribute toward need-based financial aid, but that many 
of them have specific geographic requirements (such as the student being from a spe- 
cific locality in Virginia). From a statewide perspective, the number and variety of 
sources of institutional financial aid, varying by specific institution, also make the 
student financial aid system inherently complex. 

While the State cannot reduce the complexity of federal aid regulations, and 
chooses not to control institutional financial aid (especially aid coming from endow- 
ments), it can add to the complexity with its own additional requirements and regula- 
tions for State-funded aid. An example cited by many institutional financial aid direc- 
tors was the Council of Higher Education's recent push for having State standards for 
academic progress, in addition to the standards that are already in federal regulations. 
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(Standards for academic progress are used, in part, when determining whether stu- 
dents remain eligible to continue receiving need-based financial aid from one year to 
the next.) From the financial aid directors' perspective, the State standards would 
have imposed additional requirements that are unnecessary and would add to the COM- 

plexity of the system, given that the institutions are already required to adhere to the 
federal standards. Using the federal standards alone, they contend, is sufficiently rig- 
orous from a statewide perspective, and yet keep the system less redundant and corn- 
plicated. 

In conclusion, although the State cannot maximize simplicity in the total stu- 
dent financial aid system (because only 13 percent of financial aid money is State- 
funded), it can marginally minimize the complexity that it adds to the system. 

Any Financial Aid Program Based on uRemaining Need* Takes 
Commonwealth's Tuition Policy into Account. All options considered in this report 
use the current definition of "Remaining Needn as the basis for determining award 
amounts. As stated in previous chapters, "Remaining Need" is defined as: 

"Cost of Attendance" 
minus "Estimated Family Contribution" 

minus "Pel1 Grant" 
minus "Other Gift Aid." 

:t should be noted that a major component of the Cost of Attendance is tuition and fees. 
Therefore, any State policy that affects tuition (such as a freeze, reduction, or targeted 
student cost share) is automatically factored into the Cost of Attendance calculation, 
which in turn affects the Remaining Need estimate. Consequently, none of the options 
considered are any more or less Ycomplementary to the Commonwedth's tuition policy" 
than the others. All options considered in this analysis address the distribution of 
student financial aid, not the determination of the appropriate State funding levels for 
financial aid. 

Possible Gaals Identified by JLARC Staff 

Through reviewing the literature and interviewing financial aid administra- 
tors in Virginia and in other states, JLARC staff identified six potential goals for the 
State in developing a student need-based financial aid system. These six potentid 
goals are: (1) access to higher education; (2) equity; (3) institutional flexibility; 14) 
attracting quality students to the institution; (5) efficiency; and (6) minimizing com- 
plexity. Definitions and levels of priority t o  be associated with these goals provide a 
framework for assessing available alternative policies and administrative structures 
for carrying out financial aid programs in Virginia. 

Access to Higher Education. This goal can be defined as: providing every 
admitted student the opportunity to attend the public institution in Virginia of his or 
her choice, regardless of the student's economic background. Another way of stating 
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this goal is: to prevent the cost of attending from being an impediment that prevents 
the admitted student from attending the Virginia public college or university of his or 
her choice. Financial aid administrators interviewed by JLARC staffwere generally in 
agreement that this goal should be of the hghest priority in a State student financial 
aid system. 

The details of carrying out this goal take the form of the maximum award 
amount and the award schedule, and can result in questions such as: 

How much unmet remaining need is too much, such that it constitutes a 
bamer to access? 

How much of the cost of an undergraduate education should the student be 
expected to bear (such as in the form of loans)? 

Is it better to concentrate financial aid funds more heavily on the most needy 
students, or should it be distributed across students from a wider range of 
income levels? 

Answers to these questions can affect not only the goal of access, but the goal 
of equity as well. 

. Equity. There are several possible ways to define equity, although all defini- 
tions include the principles of vertical and horizontal equity A fundamental assump- 
tion of any need-based financial aid program is the principle of vertical equity: that the 
least advantaged individuals should receive the greatest benefit fkom the program, 
and those with greater ability to pay are expected t o  pay more. The principle of hori- 
zontal equity - that like individuals should be treated equally - has different ways of 
being operationalized. "Like" individuals could be defined as individuals attending the 
same institution. Referring to this definition as "within-institution equity," all finan- 
cial aid administrators interviewed by JLARC staff agreed that this specific goal is 
essential. 

However, opinions were mixed regarding how important "across-institution 
equity" should be (defined as individuals from like economic circumstances attending 
different public institutions being treated equally). Some financial aid administrators 
said this goal was very important; others said that it was not realistic and should not 
receive a high priority, given the institutions' different missions and student popula- 
tions served. One variation of "across-institution equity" would define it in terms of 
State student financial aid alone. This definition appears to  have been used in the 
Joint Subcommittee on Higher Education Funding Policy report from November, 1998. 
Some financial aid administrators have argued, however, that focusing on State aid is 
ody examining part of the picture. Therefore, they argue, "across-institution equity" 
should be defined in terms of the total financial aid package (which would also include 
federal aid and institutional funds), because the sources of the aid do not really matter 
to the student nearly as much as the total dollar amount does. 
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Therefore, the State has some choices in how it may want to define "across- 
institution equity," and the level of priority i t  may wish to assign to that goal. 

Institutional Filexibility. Virginia institutions historically have had the 
flexibility to diversify in meeting the needs of different student populations. There is a 
great deal of variation in the missions among the public institutions in Virginia. This 
diversity has the advantage of expanding the range of opportunities available to Vir- 
ginians, and provides access to higher education to diverse populations. 

Public higher education in Virginia includes nationally recognized residential 
universities, urban commuter universities, small liberal arts colleges, land grant uni- 
versities, historically black universities, a military college, several regional colleges 
and universities, the community college system, and a junior college. These institu- 
tions each face separate challenges in recruiting and serving different populations of 
students. Financial aid can be an important tool in meeting those challenges. To pro- 
mote the goal of institutional flexibility, then, the State's financial aid policy should 
minimize restrictions that would inhibit institutions from diversifying and tailoring 
financial aid packages to the different student populations they may be serving. 

In interviews with JLARC staff, financial aid administrators generally said 
that the goal of institutional flexibility should get high priority, in order for them to 
best serve the students at their institutions who are eligible for need-based financial 
aid. Prior to 1992, the institutions had more discretion to make need-based grants as 
they wished for the general fund appropriations made by the General Assembly. Since 
1992, however, the State appears to have reduced somewhat its emphasis on this goal. 
With the advent of VCAP, the State financial aid program became less discretionary 
and more oriented towards a statewide policy, including requirements for award sched- 
ules, making need the main driving factor in financial aid, and separating undergradu- 
ate from graduate financial aid. It appears that the State made these changes prima- 
rily to promote "across-institution equity," while putting same restrictions on institu- 
tional flexibility. As a result, there is an inherent tradeoff between the goals of "across- 
institution equity" and institutional flexibility at times, depending on the levels of pri- 
ority assigned to each goal. 

Attracting Quality Students to the Institution. Preserving or improving 
the overall quality of public colleges and universities has been an important goal to the 
State. Along with admissions standards, quality of the faculty, student-faculty ratio, 
and academic rigor, financial aid policy can have an effect on the quality of students 
attracted to an institution, particularly as it competes with its peer institutions in 
recruiting. 

Financial aid administrators across the public institutions in Virginia had 
mixed opinions on how important t h s  goal shauld be in a State system of student 
financial aid. Some said that this goal was very important because the financial aid 
package served as an important recruiting tool. Others (generally at institutions with 
more competition among undergraduate applicants to get in) said financial aid should 
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not be a factor at a11 in this regard, because the admissions process was determined 
independently of the financial need of the student. These institutions claimed to admit 
students on a "need-blind" basis. 

Overall, this goal appears to be important at some institutions and not at 
others, depending in part on what student population is being served and the nature of 
the institution's competition with its peers for students. Therefore, in the context of 
financial aid policy, this goal may make more sense as an institutional goal in some 
cases, but not as much as a statewide god. 

Eficieacy. The goal of efficiency can be defined in different ways. One way is 
in terns of minimizing administrative burden. Another way is in terms of maximizing 
the benefits of limited financial aid dollars by targeting them to students who are more 
likely to graduate. 

Financial aid administrators generally said that minimizing administrative 
burden is an important god as far as they are personally concerned, but that the goals 
of access and institutional equity should have higher priority. However, they also said 
that there were ways in which administrative burden could be reduced without ad- 
versely affecting access and institutional equity Minimizing administrative burden is 
one goal that is important if it does not reduce access and institutional equity. 

Most financial aid administrators also told JLARC staff that the financial aid 
offices should not be in the business of trying to second-guess which students are more 
likely to Ysucceed," beyond what is already done by other offices at the institution. 
Institutions already have standards for admission and satisfactory academic progress, 
which are taken into account in determining a student's eligibility for granting or re- 
newing financial aid. Some financial aid administrators also questioned whether gradu- 
ation was the best way to measure "success," because students may be benefiting from 
taking classes even if a degree is not their objective. Targeting need-based financial 
aid dollars more to students who are more likely to "succeed" may also conflict with the 
highest priority goal of need-based financial aid: access to higher education. 

Minimizing Complexity. An important objective is for students and their 
families to be able to understand the financial aid system well enough that they can 
have a reasonable expectation of how much aid they may receive from an institution, 
and the type of aid (whether in the form of grants, loans, or work-study). Like the goal 
of administrative burden, attaining this goal seems desirable if it does not reduce the 
higher-priority goals of access and institutional equity However, if it conflicts with 
these other goals, promoting access and institutional equity seem to be more impor- 
tant. Further, simplifying State financial aid still may not make the financial aid 
system seem very understandable to students and their families, given the rules and 
regulations for federal financial aid and the various sources of institutional need-based 
financial aid that would still comprise substantial portions of financial aid packages. 
Therefore, this goal should be assigned medium or secondary priority 



Page 49 Chapter 111: Assessment of Alternatives for Need-Based Financial Aid 

ASSESSMENT OF A L T E R N A W S  

The possible goals derived by JLARC staff provide a framework for assessing 
the advantages and disadvantages of alternative policies and structures for a state- 
wide system of need-based financial aid, using Virginia's current system as a baseline 
for comparison. Virginia's current system is decentralized, with some State oversight 
conducted by the State Council for Higher Education in Virginia (SCHEV). In this 
analysis, it is assumed that the policy options would be implemented as expected by 
policy makers, with appropriate oversight of the implementation. Three categories of 
alternatives for changing the system were identified, based on practices observed in 
other states: (1) a more uniform award schedule; (2) more uniform eligibility criteria; 
and (3) a more centralized administrative structure. 

Award Schedule 

The fundamental choice for awarding State financial aid is between: (1) hav- 
ing the institutions determine their own award schedules, and (2) having a uniform, 
statewide award schedule which institutions are required to use. 

Under the current system, the institutions determine their own award sched- 
ules, although SCHEV is supposed to provide oversight to make sure that State re- 
quirements are followed. In particular, SCHEV is expected to review the schedules to 
ensure that the neediest students receive the most aid, that need is the primary factor 
in awarding financial aid, and that State aid allocations to the institutions are not 
transferred from undergraduates to graduates. 

An alternative for changing the current system would be to require all institu- 
tions to use the same award schedule and the same maximum award as a proportion of 
the cost of attendance. In this situation, the maximum award could be set at some 
percentage of the cost of attendance for the neediest students (such as 50 percent or 75 
percent), although VGAP awards for the neediest student are also required to range 
from a minimum amount that equals tuition to a maximum that equals tuition and 
fees plus a book allowance. A sliding scale would be set for all institutions in awarding 
a grant based on the remaining need of the student. The Director of Financial Aid at 
Virginia Tech has developed an example of a proposed statewide standardized sched- 
ule for awarding VGAP and Commonwealth Awards. 

The advantages and disadvantages of each approach for award schedules are 
summarized in Table 16. 

Access. Both the current and the alternative approaches to award schedules 
(if implemented as expected by policy makers) have an advantage in terms of the goal 
of access. Each approach provides a structure for ensuring that State aid (in addition 
to Pel1 grants) serves to help systematically reduce remaining need as a financial bar- 
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Table 16 

Advantages and Disadvantages of Alternatives 
for Award Schedules 

Option: 
Uniform 

Award Schedule 
? Systematically reduce 

. - remaining need 

Level playing field 
Students with same 
remaining need would get 
same State aid 

-b Ignores institutional need- 
based aid available 

$ Uniformity could be 
undermined by 
manipulating remaining 
need calculations 
Not as adaptable to unique 
or changing conditions at 
institution level 

& Not as much flexibility in 
packaging financial aid 

& Administrative adjustment 
costs 
Institution having to adjust 
total awards around 
numbers generated in 
Richmond 

? Easier for parents and 
students to understand 

3. From institutions1 
perspective, makes total 
financial aid packaging 
mare complex with 
additional constrarnts and 
requirements 

Key: 

Goal 

I .  Access 

2. Equity 
-- Within-institution 
-- Across-institution, 

State aid only 

- Across-instimion, 
total aid 

3, Institutional flexibility 

4. Attracting quality 
students 

5. Efficiency 

6. Minimizing complexity 

Source: JLARC staff analysis 

? Advantage & Disadvantage 
Current Policy: 

Institutional 
Award Schedules 

t Systematically reduce 
remaining need - 

? Level playing field 
& Students with same 

remaining need may get 
different amounts of State 
aid at different institutions 

t Can take institutional need- 
based aid available into 
account 

? Allows institutions flexibility 
to achieve their missions 

? Flexibility to attract 
desirable types, of students 

t Not disrupting 
administrative processes, 
institutions! budgets or 
enrollment yields 

& May be cumbersome for 
institution to determine own 
award schedule 

J From satewide 
perspective, variations by 
institution makes financial 
aid system more complex 



Prize 51 Chapter 111: Assessment ofAlternativesfor Need-Based Financial Aid 

rier to higher education. Assuming both approaches are implemented with appropri- 
ate oversight, one approach would not inherently promote access more than the other. 
But if one award schedule has substantially different amounts of aid going to certain 
groups of students than another, then there may be chffererxes in the degree to which 
access is promoted. Further, if either approach is not implemented as originally in- 
tended by policy makers (such as allowing institutions not to adhere to the intended 
award schedule, or failing to distribute aid to eligible students), then access may be 
reduced. 

Equity. The relative advantages and disadvantages of each approach vary 
with how equity is defined. In terms of within-institution equity, both approaches have 
the advantage of applying the same set of rules to all students at the same institution, 
thereby creating a level playing field among students at the institution Such consis- 
tent application of the rules within the institution would help meet both vertical and 
horizontal equity. Again, if either approach is not implemented as originally intended 
by policy makers (such as allowing institutions not to adhere to the intended award 
schedule, or failing to distribute aid to eligible students), then within-institution eq- 
uity may be reduced by this failure in implementation. 

In terms of across-institution equity, the differences between the two approaches 
are more striking. The most apparent weakness of the current, institutionallydeter- 
mined award schedule is that students with the same remaining need may be receiving 
different awards in State aid at different institutions, which would seem to violate 
horizontal equity Likewise, the biggest advantage of a uniform statewide award schedule 
can be seen when across-equity is defined in terms of State aid alone: students with the 
same remaining need would get the same amount of State financial aid, regardless of 
the institution attended. 

However, this apparent advantage of a uniform award schedule could be a 
disadvantage if across-institution equity is defined in terns of total aid, rather than 
State aid alone. A uniform award schedule for State aid would ignore the differences 
between institutions in terms of institutional need-based aid available, especially firndmg 
coming from endowments. As a result, students at different institutions with equal 
remaining need may receive equal amounts of State aid, but unequal amounts of insti- 
tutional aid. 

Another possible disadvantage with both approaches, but especially with the 
uniform award schedule, would occur if institutions could still use different methods to 
calculate the cost of attendance (and thereby manipulate the remaining need calcula- 
tions). Consequently, any apparent uniformity across institutions in the award sched- 
ule could be undermined if institutions are calculating remaining need dfferently, which 
could reduce across-institution equity 

Institutional FZexibiLity. An advantage of allowing institutions to deter- 
mine their award schedules is that this approach allows institutions additional flex- 
ibility t o  acheve their missions. The different institutions serve different missions 
and different student populations. This approach allows the award schedule to be 
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tailored to address the needs of certain types of students that may be identified at a 
particular institution, which may not be so readily identified on a statewide level. 

In contrast, a statewide uniform award schedule has the disadvantage of not 
being as readily adaptable to unique or changing conditions that are experienced on 
the institutional level. In particular, the institutions have varying distributions of 
students with remaining need. Some institutions have larger proportions of students 
coming from economically needy backgrounds than others. A uniform award schedule 
may not be able to take this conhtion adequately into account. 

Attracting Quality Students. The different institutions may be drawing 
from different applicant pools and have their own sets of competing institutions. This 
situation places different challenges to each institution in attracting desirable stu- 
dents. Allowing each institution to determine its own award schedule has the advan- 
tage of allowing it the flexibility to package its financial aid in a way to attract certain 
desirable types of students who are not in the neediest category, such as by offering 
more grant aid rather than loans. Conversely, a disadvantage of a uniform award sched- 
ule is that it would not allow institutions as much flexibility in packaging financial aid 
as a means for attracting desirable types of students. 

Eficiency. When efficiency is defined in terms of targeting financial aid to 
students who are most likely to "succeed," neither the current or the alternative ap- 
proach for award schedules seem t o  address this goal. However, when efficiency is 
defined in terms of minimizing administrative burden, then the two approaches have 
different sets of advantages and disadvantages. 

The current approach has the advantage of not disrupting administrative pro- 
cesses, institutional budgets or enrollment yields. On the other hand, there may be an 
administrative adjustment cost to changing to a uniform award schedule, along with 
unintended consequences. At all institutions, computer programs for calculating awards 
would have to be changed to take a different award schedule into account. Further, it 
could take several years for institutions to adjust their admissions and tuition policies 
to meet the change in enrollment yields resulting from changes in the award schedule. 

A relative disadvantage of the current approach may be that each institution 
may find it cumbersome to determine its own award schedule periodically, rather than 
having it determined by a central office in Richmond. But a potential disadvantage of 
a uniform award schedule is that each year the institution may have to adjust its awards 
more around the numbers that are generated by the central office in Richmond, which 
may be more difficult. 

Minimize Complexity. financial aid administrators in Virginia have told 
JLARC staff that, compared to the days of "discretionary aid" before 1992, the current 
VGAP and Commonwealth Award requirements add complexity to the financial aid 
system. From a statewide perspective, however, having the financial aid system vary- 
ing completely by institution (with no State oversight) may have been more, not less, 
complex. In contrast, having a uniform award schedule that is in effect no matter 
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which institution is attended may have the advantage of making State financial aid 
easier for parents and students t o  understand, and it may be simpler to administer if 
institutions find the uniform award schedule matches closely what they would award 
on their own. However, from the institutions' perspective, a uniform award schedule 
may have the disadvantage of making total financial aid packaging more complex if it 
does not match what they would award on their own, because it would be imposing a 
new set of additional constraints and requirements for distributing State money, which 
may make the hstribution of institutional aid more difficult. 

Eligibility Criteria 

Under the current system, institutions determine the cost of attendance, which 
dfects a key eligibility criterion for need-based financial aid: remaining need. Fur- 
ther, some institutions currently assume a minimum student contribution, when oth- 
ers do not. 

An alternative option is to require all institutions to use the same criteria for 
calculating the cost of attendance and minimum student contribution. For example, 
the institutions may be required to calculate the cost of attendance by using the tuition 
and fees that are set by their Boards of Visitors, and to use statewide standardized 
amounts for books and supplies, room and board, personal expenses, and transporta- 
tion costs. Another variation of this alternative would be to use the same methodolo- 
gies for deriving costs of books and supplies, room and board, personal expenses, and 
transportation (rather than requiring the exact same amounts). 

Table 17 summarizes the advantages and disadvantages of each approach for 
eligibility criteria. 

Access. The alternative of making the eligibility criteria more uniform has 
two possible disadvantages that can affect access to higher education. One is that 
higher costs that are unique to certain institutions (such as higher housing costs in 
Northern Virginia, or costs of commuting) may not be recognized. Consequently some 
students at these institutions may be facing greater fmancial barriers to higher educa- 
tion without State aid tahng them into account. 

Another disadvantage is that having a uniform expected student contribution 
may reduce access for needier students. Some institutions have relatively higher pro- 
portions of students coming from families with lower incomes. Students on average at 
these institutions may find a statewide expected student contribution more difficult to 
meet, so that it is a bigger financial barrier to higher education, compared to students 
at other institutions. 

Conversely, an advantage of having institutions determine the cost of atten- 
dance and assuming their own minimum student contribution (if any) is that it can 
more readily take into account unique costs and students' income levels. In this way, 
these unique conditions may be avoided as barriers to access to attending college. 
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Table 17 

Advantages and Disadvantages of Alternatives for 
Eligibility Criteria 

Key: 

Goal 

1. Access 

2. Equity 
-- Within-institution 

-- Across-institution, 
' State aid only 

-- Across-institution, 
total aid 

3. liIstitlJti0nal flexibility 

4- Attracting quality 
students 

5. Efficiency 

6. Minimizing 
complexity 

Source: JLARC staff analysis. 

'? Advantage 4 Disadvantage 

Current Policy: 
Institutional 

Eligibility Criteria 
? Costs unique to institution 

and income levels of 
students more readily taken 
into account 

? All students within same 
institution have same rules 
applied 

3. unequal expectations 
across institutions for 
student contributions may 
be unfair 

Provides more flexibility to 
tailor financial aid packaging 
to institutional goals or 
needs unique to particular 

. student populations 
t Flexibility to compete with 

what other institutions may 
offer potential students 

? No disruption of operations 

& More complex and difficult to 
understand 

Option: 
Uniform 

Eligibility Criteria 
& Higher costs unique to 

institution may not be 
recognized 
Uniform expected student 
contribution may reduce 
access for needier 
students 

? All students within same 
institution have same rules 
app tied 

'I' ~ethodo~ogy for 
deterrn ining remaining 
need same for ail students 

3. May not recognize unique 
costs that are beyond 
students' control 

? Little disruption of 
operations 

& More SCHEV oversight 

t Simpler to understand, 
from statewide perspective 
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Equity. In terms of within-institution equity, there would be little difference 
between the current policy and the alternative of making the eligibility criteria more 
uniform. An advantage of both policy alternatives is that aH students within the same 
institution have the same rules applied for determining their costs, and are assumed to 
be making the same levels of contribution to their education. 

The policy alternatives have different advantages and disadvantages, how- 
ever, when it comes to across-institution equity A disadvantage of the current policy is 
that having unequal expectations from one institution to another for student contribu- 
tions may be inherently unfair. So the corresponding advantage of uniform eligibility 
criteria is that, after taking tuition and fees into account, the methodology for deter- 
mining remaining need for each student would be the same, regardless of institution. 
A related disadvantage of the alternative requiring uniform eligibility criteria, how- 
ever, is that they may not recognize unique costs that are beyond students' control, 
which could also violate the principle of horizontal equity. 

Institutional Flexibility. Compared to making the eligibility criteria more 
uniform, the current policy provides more flexibility far the institution to tailor finan- 
cial  aid packaging to institutional goals or  to meet needs that are unique to particular 
student populations. This advantage would be more important to institutions if a state- 
wide uniform award schedule were to be required. 

Attracting Quality Students. The current policy has the advantage of giv- 
ing each institution more flexibility to craft a financial aid package that can compete 
with what other institutions may offer potential students. 

Emciency. In terms of  minimizing administrative burden, the alternative of 
having uniform eligibility criteria has the advantage of creating little disruption to the 
financial aid operations at the institutions. Financial aid offices would continue t o  
operate as they have been, with only slight adjustments being needed to  accommodate 
different eligibility guidelines. A slight disadvantage is that SCHEV would have to do 
periodic reviews to  assure compliance with statewide eligibility criteria. However, this 
function should not add substantially to the oversight role that should already be in 
place. The current policy has the advantage of no disruption to operations because 
there is no change to the system. 

Neither option addresses the goal of targeting financial aid to students who 
are more likely to "succeed." 

Minimize Complexity, The current policy has the disadvantage of having 
cost components and expected student contributions varying across institutions, whlch 
make the statewide financial aid system more complex and more dimcult for students 
and parents to understand. Conversely, uniform eligibility criteria would help make 
the awarding of State aid simpler to understand, from a statewide perspective. 
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Administrative Structure 

Under the current system, administration of student financial aid is delegated 
to the institutions' financial aid offices, rather than through a centralized financial aid 
office. An alternative approach is to adrmnister financial aid statewide primarily through 
a centralized office. The institutions' financial aid offices would still play a role in 
administering the program, but the primary point of contact for students and parents 
would be through the central office. 

Table 18 summarizes the advantages and disadvantages of having a decen- 
tralized versus a centralized structure. 

Access. Whether the administrative structure is decentralized or centralized 
should not affect students' access to higher education, as long as the financial aid pro- 
gram is funded and administered properly either way. 

However, access could be affected if, as students are deciding whether to en- 
roll, some institutions run out of  money for financial aid sooner than others. In that 
case, a more centralized administrative structure with more centralized funding may 
have an advantage compared to the institutions that run out of money sooner, although 
it may be a relative &sadvantage compared to the institutions that do not run out of 
money as fast. Having a central office process State financial aid awards may promote 
portability, so that a student can take the financial aid award to any public institution 
in Virginia (including institutions that would otherwise run out of financial aid money 
sooner). 

Equity. Having either option in place should not affect within-institution 
equity, as long as the financial aid program operates as it should either way. But hav- 
ing a centralized versus a decentralized administrative structure can have its advan- 
tages and disadvantages when considering across-institution equity. 

Advantages of a centralized administrative structure can be articulated when 
across-institution equity is defined in terms of State aid alone. A centralized financial 
aid office may focus more on the needs of the student than on the needs of the institu- 
tion. It can be seen as more objective and consistent in how it allocates State aid to 
students at various institutions, compared to a decentralized system of institutional 
financial aid offices. Again, another possible advantage is that a centralized process 
may promote portability of the award t o  any public institution in Virginia. 

However, when addressing across-institutional equity in terms of total aid, 
including institutional aid, a central statewide financial aid office may have its disad- 
vantages as well. A question arises concerning how institutional need-based aid (in- 
cluding funding from endowments) would be handled. This source of aid is larger at 
some institutions than at others, and can be quite substantial, as shown at institutions 
such as VMI, the College of William and Mary, and the University of Virginia. It does 
not seem appropriate for a State central financial aid office to be distributing institu- 
tional aid as well as State aid, particularly if the institutional aid comes from an en- 
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Table 18 

Advantages and Disadvantages of Alternatives 
for Administrative Structure 

Option: 
Centralized 

Administrative Structure 
? Portability ,. 

Mayfocusmoreon 
needs of student than on 
needs of institution 

? More objective and 
consistent 

? Portability 
& Cannot handle 

institutional need-based 
aid 

& Central off ice not 
positioned to pursue this 
goal 

? May require students or 
parents to deal with only 
one State financial aid 
off ice 

& Could require additional 
layer of administrative 
overhead 

? May make application 
process simpler for 
students and parents 

? Students and parents 
may be better able to 
calculate State aid 

& Different administrative 
layers would be handling 
different sources of aid 

Key: 

Goal 
1. Access 
2. Equity 

-- Within-institution 
-- Across-institution, 

State aid only 

-- Across-institution, 
total aid 

3. Institutional flexibility 

4. Attracting quality 
students 

5. Efficiency 

6. Minimizing complexity 

Source: JLARC staff analysis. 

? Advantage 4 Disadvantage 

Current Policy: 
Decentralized 

Administrative Structure 

? Better able to adapt 
financial aid packages to 
needs of specific students 

? Can deal with special 
conditions of institutions 
Institutional offices better 
able to pursue this goal 

Less administrative 
overhead is required 
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dowment to that specific institution. Yet if State aid is packaged at the central finan- 
cial aid office and institutional aid is ignored, both vertical and horizontal equity among 
students across institutions may decrease, compared to the current system in which 
institutional offices may package aid from all sources at the same time. 

InstitutwnaZ Flexibility. There is a tradeoff between this goal and the goal 
of across-institutional equity (defined in terms of State aid alone). When considering 
this goal, the c m n t  decentralized administrative structure has clear advantages. The 
current structure allows institutions the flexibility to  adapt the financial aid packages 
to the needs of the students, without having to change the entire statewide financial 
aid system. The institutional financial aid offices are closer to the students, once the 
students are enrolled. Institutional financial aid offices are also more flexible to deal 
with the special conditions of the institutions themselves, such as those that have larger 
amounts of institutional aid to be distributed. 

Attracting Quality Students. Institutional financial aid ofices have the 
advantage of being able to pursue this goal, among other institutional goals. Con- 
versely, a central financial aid ofice would not be so well positioned to pursue this goal. 

Emiertcy.  Each option has an advantage in terms of minimizing adminis- 
trative burden. A potential advantage of the centralized office alternative is that it 
may require students or parents to deal with only one State financial aid office, rather 
than various institutional offices, when applying to college and for financial aid. 

A potential disadvantage of the centralized structure is that it could require 
an additional layer of administrative overhead, because the institutions will still need 
to have financial aid offices to handle institutional aid and other matters (such as 
financial aid for out-of-state and graduate students). Conversely, an advantage of the 
current administrative structure is that relatively less administrative overhead is re- 
quired: almost all of the administration is camed out by the institutional financial aid 
oEces, with some coordination and oversight from the State central agency (SCHEV) 
which requires relatively fewer personnel. 

Minimize Complexity. An advantage of having a centralized office is that it 
may make the application process for financial aid simpler for students and parents. 
They would have one office and one set of rules to deal with when applying for State 
financial aid, rather than having to go through multiple institutional financial aid 
offices. A related advantage is that students and parents may be better able to esti- 
mate for themselves how much State aid they can expect to receive, because they may 
be better able to understand the process for determining State aid. 

A potential disadvantage with having a centralized structure is that it could 
make the financial aid packaging process more complex, because the State is not the 
only source of financial aid. Coordination between the central office and the institu- 
tional offices would be necessary but more difficult when determining the total finan- 
cial aid package for each student, compared ta the current system in which the institu- 
tional financial aid office packages financid aid from all sources. With a centralized 
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administrative structure, different administrative layers would be handling different 
sources of aid. For example, the central office may be able t o  determine federal and 
State financial aid, but only the institutional financial aid offices would be able to 
determine how much institutional aid would be going to students, Therefore, the tim- 
ing and coordination of determining financial aid from different sources, when at the 
same time trying to maintain equity, could be much trickier because of the greater 
organizational complexity 

CONCLUSIONS 

A scorecard of the advantages and disadvantages of the current system ver- 
sus the alternative options shows that the best policy choices depend on which goals 
are given the highest priority (Table 19). If the State wishes to give highest priority to 
the goal of promoting equity among institutions in terms of State financial aid alone, 
and to the goal of making State aid appear simpler for applicants to understand, then 
the options for a more uniform and centralized system have some clear advantages 

Table 19 

Scorecard for Advantages and Disadvantages of Current System 
Compared to More Uniform, Centralized System 

- 

Key: ? Advantage & Disadvantage 
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More Uniform and 

Centralized System 
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over the current system. But these options also have some clear disadvantages when 
other factors and goals are taken into consideration. 

Institutional Aid 

Institutional aid is a very large component of the total need-based financial 
aid packages students receive at many institutions (such as VMI or the College of 
William and Mary). At many other institutions (such as Christopher Newport Univer- 
sity or George Mason University), there is very little institutional aid available for 
needy students. Unless the State wishes to centralize institutional aid as well (which 
appears to be highly unlikely), making eligibility criteria and award schedules for State 
aid alone more d o r m  may result in total aid being more inequitably distributed. 
Students from the same economic circumstances attending different institutions may 
get the same amount of aid from the State under uniform eligibility criteria and a 
uniform award schedule, but at the same time they may also be getting very different 
amounts of endowment aid from different institutions. 

Tradeoffs and Levels of Priority Associated with Other Goals 

There is an inherent tradeoff between the goal of across-institution equity 
and the goal of institutional flexibility Historically, the State appears to  have given 
the goal of institutional flexibility a very high level of priority, allowing the various 
institutions to have different missions and to serve different student populations. If 
the State wishes to continue giving institutional flexibility high priority as a goal, and 
to assign some importance to other goals (such as attracting quality students to the 
institutions and efficiency), then the advantages of the current decentralized system 
appear generally to outweigh the combination of advantages and disadvantages asso- 
ciated with a more uniform, centralized system. 

Recommendafion (6). The General Assembly may wish to articulate 
its goals for the State need-based student financial aid program, indicate the 
level of priority to be given to each goal, and explicitly state how its policies 
may serve to accomplish these goals. 

Given the flexibility currently afforded institutions to serve different popula- 
tions, institutional goals may vary even under a more well-articulated financial aid 
system. In order to inform the public and promote accountability, institutions should 
also articulate their goals for need-based student financial aid. 

The goal of targeting financial aid to students more likely to 'succeedn did not 
play a very large role in ths chapter's assessment of the three types of alternatives for 
a need-based financial aid system. However, this goal would have a more central role 
in assessing merit scholarship programs, which are discussed in the next chapter. 
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IV. Merit and Incentive Scholarship Programs 

Merit and incentive scholarships are alternative methods of providing aid to 
students. Students' family income or ability to pay are not factors in these awards. 
Merit scholarships are based on academic performance, while incentive scholarships 
are based on the field of study into which the student enters. These scholarship pro- 
grams aim to meet states' goals that need-based financial aid programs may not ad- 
dress. Merit scholarships can have several objectives: to improve efficiency by target- 
ing financial aid dollars to students most likely to graduate; to keep the best and brightest 
students in the state; and to reward and encourage high academic performance among 
high school students. Incentive scholarships aim to  meet workforce demands by pro- 
ducing people with skills to work in occupations where a shortage exists. 

This chapter discusses alternative methods of providing student financial aid 
in the form of merit and incentive scholarship programs. The use of merit and incen- 
tive scholarship programs in other states, as well as merit and incentive programs in 
place in Virginia, are reviewed. The advantages and disadvantages of these programs 
are examined along with their relationships to funding for need-based financial aid. 

The applicability of these programs for Virginia is also analyzed. Overall, it 
was found that the clearest benefit of a merit scholarship program inVirginia is that it 
can help families with middle or upper levels of income pay for college expenses. Funds 
directed towards such a program could dilute funds available for need-based programs. 
The General Assembly may wish to defer action on a merit scholarship program until: 

the Commonwealth of Virginia's goals for need-based programs are better 
articulated and hnded; and 

results and costs from other states' programs are better known. 

Further, if the State wishes to offer incentive scholarshps to increase the num- 
ber of skilled workers in technological fields, it may wish to target: 

baccalaureate programs that provide basic learning skills that enable work- 
ers to adapt to changing technologies; and 

shorter degree and certificate programs offered by community colleges to 
provide immediate job skills. 

MERIT SCHOLARSHIPS 

Merit scholarships are given t o  students who demonstrated academic perfor- 
mance through their high school grade point average, standardized test scores, class 
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rank, or some other measure of college preparedness. They represent a policy shift 
from need-based aid in that the primary goal of these programs is not necessarily to 
increase access to  college, but rather to provide an incentive to students for improving 
their academic performance (and thus to increase the number of students who gradu- 
ate), and for keeping high-achieving students in-state. 

While state merit programs may all be slightly different, they have some uni- 
versal characteristics in common. The main universal characteristic is that the amount 
of the award is based on academic achievement, not the family's ability to pay Another 
characteristic is that these programs provide incentives to students to maintain high 
standards in high school and college. Also, the nature of state merit scholarship pro- 
grams encourage the best and brightest students to attend college in their home state, 
and they help middle income families that do not qualify for need-based financial aid. 
Specific attributes of certain merit programs in other states are examined below. 

Merit Scholarship Programs in Other States 

The largest state merit scholarship program, and the most famous, i s  the HOPE 
Scholarship in Georgia, which was created in 1993. The scholarship pays up to $3,000 
for tuition, fees, and a book allowance for students who graduate from high school with 
EL 3.0 GPA in college preparatory courses. Students must maintain a 3.0 GPA in college 
to renew the award. Students who are eligible for a Pell grant have the Pell grant 
subtracted from the HOPE Scholarship, which saves the state money in administering 
the program. The program is funded by the state lottery. 

Since the inception of the Georgia HOPE scholarship, several states have 
adopted similar programs. Five states in the Southern region have adopted state schol- 
arship programs similar to  the Georgia HOPE scholarship, including Florida, Ken- 
tucky, Louisiana, Maryland, and South Carolina. North Carolina is considering a HOPE- 
like scholarship for its residents, but a lottery bill has to be passed by the legislature 
before the program can be funded. These programs we d l  based on high school GPA, 
standardized test scores, hgh school class rank, or some combination of the three. 

The Maryland HOPE Scholarship, which will begin in fall 2000, and the Wash- 
ington Promise Scholarship, which was recently initiated by the Washington State Leg- 
islature, have diverged from the original Georgia program in one important respect - 
they employ a means test for student eligibility. In Maryland, students with a family 
income aver $80,000 will not be eligible. In Washington, students with a family income 
over 135 percent of the median income will not, be eligible. This use of a means test is 
important because it addresses a major criticism of merit scholarship programs - that 
merit scholarshps benefit students from wealthier families who do not need the money 
and would have gone to college without the award. 
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Merit Scholarships in Virginia 

The primary merit scholarship program currently administered by Virginia is 
the Robert C. Byrd Scholarship. This program is funded entirely by the federal govern- 
ment. The number of awards and amount of each award is specified by the federal 
government for each participating state. For the 1999-2000 academic year, 150 new 
scholarships of $1,500 each will be awarded to Virginia residents. Students must be 
nominated for the award by their high school or school district. The awards are deter- 
mined by an independent committee of education professionals. Students receiving a 
Robert C. Byrd Scholarship may use the award at an out-of-state institution. 

The Virginia Scholars Program is in place as a merit scholarship program, but 
it is no longer being funded. It was last funded in 1997. This  program provided 100 
scholarships a year to the top students in the State attending in-state public institu- 
tions. The god of this program was to keep the best and brightest students in Virginia. 

Virginia institutions offer merit scholarships through institutional and en- 
dowment funds, and also through the Virginia Graduate and Undergraduate Assis- 
tance Program (VAGUAP). The State provides matching funds through VAGUAP to 
institutions on earnings from endowments earmarked for scholarships. The State 
rnatch through VAGUAP is very small, however, and the amount of money for merit 
scholarships is mostly dependent on institutional endowment funds. These funds may 
!x used to attract out-of-state students as well. 

Advantages and Disadvantages of Merit Scholarship Programs 

Merit scholarship programs have advantages and disadvantages as some State 
goals are helped by the scholarship while other goals are hindered. The goals that may 
be helped by merit scholarships me attracting quality students to Virginia public insti- 
tutions and efficiency Goals that may be hindered are equity and access. 

Proponents of merit scholarships claim that these programs promote a higher 
student achievement level by encouraging students to study harder and to take more 
challenging courses. These students will be more likely to graduate, so State financial 
aid money will not be wasted, they contend. Merit scholarships will also help reduce 
college loan burdens on middle class students. Proponents may claim that because 
need-based aid may not be effective in improving retention and graduation rates, merit 
scholarships are worthwhile. 

Opponents to merit scholarship programs claim that the programs hurt eco- 
nomically disadvantaged students because they do not have an equal chance of suc- 
ceeding in hgh school. Academic performance is highly related to family income levels, 
as poorer students often are enrolled in poorer school districts and have less family 
support for their education. Thus, wealthier students are more likely to have a "B" 
average and to score well on the SAT. Wealthier students would theoretically receive 
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merit scholarships at the expense of need-based aid going to poorer students, oppo- 
nents contend. This problem can be exacerbated when the program is funded by the 
state lottery, as poor families tend to be more likely to play the lottery and indirectly 
fund wealthier students' college education. A fmal concern raised by critics of merit 
scholarship programs is that these programs may lead to grade inflation, as teachers 
and administrators might feel pressured to award higher grades to marginal students 
so that the student may be eligible for the scholarship. 

Evidence of Effectiveness of Merit Programs. Because these large state 
merit scholarships are relatively new, there is  little evidence yet to support either the 
proponents or critics of merit programs. Most of the research on merit scholarships 
has focused on Georgia's HOPE Scholarship. Thus fcu; the results have been mixed. 

One study conducted for the Georgia Council for School Performance found 
that more high school students were earning "Bn averages while SAT scores had in- 
creased. The fact that SAT scores increased suggests that students really were "earn- 
ing" their higher grades, and it was not just the result of grade inflation. The study also 
found that HOPE Scholarship recipients had earned more credit hours during their 
first two years of college, had slightly higher GPAs, and were less likely to drop out 
than their counterparts with similar backpounds. However, the report also found that 
only one-third of all freshmen HOPE recipients maintained a "B" average and were 
able to renew their scholarship the next year. 

Dirnulty in Predicting the Cost. Predicting the cost of a state merit schol- 
arship program may be difficult. The cost to the state for funding these programs 
depends on the merit criteria and the effect of the program on college enrollment rates 
and high school achievement. By setting merit criteria low, more students will be eli- 
gible for the program, and the program will cost more. Also, the merit program may not 
serve its original intent if the criteria are set too low. By setting merit criteria high, the 
program will cost less, but fewer students will be eligible. 

Louisiana is an example of a state that did not accurately predict the cost. 
After one year of operating the Tuition Opportunity Program for Students (TOPS), the 
program was $26 million over its budgeted cost of $36.2 million. Louisiana had elected 
to set the minimum GPA at a &C+- average and the minimum ACT score at 19 out of a 
possible 36. 

Relationship Between State Funding for Merit Programs 
and State Funding for Need-Based Programs 

Many financial aid officials believe that states should not provide funds for 
merit scholarships unless student need is funded at 100 percent. Of the institutional 
financial aid directors at Virginia public institutions and state financial aid adminis- 
trators in other states that JLARC staff interviewed, almost all stated that financial 
need was more important than providing merit scholarships. Most stated that they 
would be in favor of merit scholal-ships as long as need-based financial aid programs 
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were to be funded at 100 percent. (The State currently funds about 41 percent of 
estimated remaining need through its need-based financial aid programs.) In the opin- 
ion of most aid administrators, providing access to college is more important than tar- 
geting financial aid efficiently by rewarding students who demonstrate academic merit. 

State funding of merit scholarships does not have to replace funding for need- 
based aid, however. Because merit programs are politically popular, citizens may be 
willing to pay for merit aid, while they may not be willing to have the state spend more 
on need-based aid. In this case, merit programs would be providing additional money 
for financial aid without taking money away from need-based financial aid. 

INCENTIVE SCHOLARSHIPS 

Incentive scholarship programs are designed specifically to address workforce 
shortages or objectives. Unlike need-based grants or merit scholarships, incentive schol- 
arships are not designed to promote broad access or increase the number of college 
graduates. Rather, incentive scholarships provide an enticement for students to enter 
certain fields of study. These fields selected far the scholarship prepare students to 
work in occupations in which a shortage exists or an opportunity is sought. Often, 
students receiving the scholarship are required to work in an occupation related to 
that field of study upon graduation, or else they are forced to repay the money received 
through the scholarship. Incentive scholarships may be need-based, merit-based, or 
neither. 

The characteristics of incentive scholarships in other states are examined along 
with the incentive scholarship program plans in Virginia. The strengths and weak- 
nesses of these programs are analyzed along with issues related to the feasibility and 
equity of these programs. 

Incentive Scholarship Programs in Other States 

Many states, and the federal government, offer some form of incentive schol- 
arships. Most of these state scholarships are in place to attract school teachers to high 
demand fields or certain geographic locations, such as remote rural areas or inner-city 
neighborhoods. Other state incentive scholarships are geared toward increasing un- 
der-represented minorities in certain professional fields, such as nursing, law, or medi- 
cine. Perhaps the most well known incentive scholarship is the federal Reserve Offic- 
ers Training Corps (ROTC) scholarship, whch  assists the Armed Forces in recruiting 
military officers. 

In order to improve the efficiency of the programs, most state incentive schol- 
arship programs entail a student obligation. This obligation is normally a contractual 
agreement that the student will work in the state in an occupation related to the student's 
major for a specified number of years upon graduation. If the student decides to  leave 




























































































































































































