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Introduction and summary

Hundreds of thousands of Americans default on their student loans every year. 
Many of them never made it to graduation; others found that their degree did not 
offer a ticket to a decent job. No matter the reason, they face grave consequences. 
Their debt ends up with a collection agency, which may charge fees as high as 25 
percent of the loan balance.1 Their wages could be garnished; their tax refunds 
seized.2 Older borrowers may even lose a portion of their Social Security check.3

But the colleges and universities that borrowers attended will almost never face 
consequences for their students’ loan struggles.4 This is the case even where these 
institutions failed to offer a worthwhile education.

That’s not fair. Borrowers are not the only ones who benefit from student loans. 
In order to operate, the schools that borrowers attend depend to a great degree on 
the flow of federal dollars. Without federal loans, thousands of colleges across the 
country would likely shutter their doors.

Among the three main types of participants in the federal student loan program—
students, the federal government, and institutions of higher education—only 
schools currently share none of the risk associated with those debts. Students are 
on the hook for paying back their loans. Taxpayers suffer losses when debts go 
unpaid. But the only accountability that schools face is the need to keep the rate 
at which students default on their loans below a certain threshold. However, of 
the 4,637 colleges and universities that enrolled at least one student loan defaulter 
who entered repayment in 2013, just 10—0.1 percent—are at some risk of losing 
access to federal financial aid.5

In this report, the Center for American Progress proposes a new vision for institu-
tions to share in the risk of federal student loans. Requiring universities to put 
skin in the game would give them stronger incentives to design their educational 
offerings, support services, and financial policies to send borrowers into the wider 
world with a meaningful chance of success. 
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This vision also includes a proposal for establishing a system of financial bonuses 
that would reward institutions that do a good job serving vulnerable students. This 
bonus system is a crucial component of counteracting the significant potential 
downsides of a risk-sharing system. Any outcomes-based accountability system 
has a very real risk of creating unintended consequences. Of foremost concern 
is the possibility that institutions could be discouraged from enrolling vulner-
able students on the grounds that they may be more likely to struggle with debt. 
Rewarding institutions when they choose to serve these students—and do well 
by them—provides a counterweight to these otherwise undesired incentives. This 
matters because if concerns of improving equity and protecting access for under-
served students are not addressed properly, then a risk-sharing system may end up 
doing more harm than good and should not be pursued. 

Here is how the proposal works: Institutions would pay back a portion of stu-
dents’ loan balances when one of two negative financial outcomes occurred within 
five years of entering repayment: (1) default or (2) failure to repay on a reason-
able schedule. In each case, a school would be required to pay back a share of the 
affected balances equal to the rate at which students defaulted or did not repay. In 
other words, if 20 percent of students default, then the school would have to pay 
back 20 percent of the balance of loans in default.6

The system includes one other specification. Instead of paying back portions of loans 
based upon a school’s overall default rate, the risk-sharing amount required of insti-
tutions would get calculated for separate groups of students based upon whether 
they dropped out or graduated. The latter category would be further broken down 
by the type of credential earned. In other words, if the default rate was higher for 
students who dropped out than it was for graduates, then the school would pay back 
a larger share of those affected balances. This approach is important because it draws 
direct attention to the connection between noncompletion and loan struggles.
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TABLE 1

Example of a risk-sharing calculation

The example below illustrates the process of calculating a risk-sharing payment 
and bonus for a hypothetical school

Risk-sharing amount

Dropouts Associate degree graduates

Number of borrowers 200 600

Default-rate payment

Default rate 40% 10%

Total loan dollars $1,500,000 $9,000,000 

Defaulted dollar amount $440,000 $600,000 

Risk-sharing payment $176,000 $60,000 

Nonrepayment payment

Nondefaulted borrowers 120 540

Nondefaulted loan dollars $1,060,000 $8,400,000 

Nonrepayment rate 50% 20%

Target principal balance remaining $961,420 $7,618,800 

Actual principal balance remaining $1,038,800 $7,812,000 

Amount underpaid $77,380 $193,200 

Additional risk-sharing payment $38,690 $38,640 

Total

Total Risk-sharing payment $214,690 $98,640 

Bonus amount

Overall Pell

Number of borrowers 800 200

Predicted repayment rate 60% 30%

Actual repayment rate 64% 35%

Number of expected repayers 480 60

Number of actual repayers 512 70

Number of unexpected repayers 32 10

Per-student bonus amount $5,000 $10,000 

Repayment-rate bonus $160,000 $100,000 

Overall result

Dollars As share of loans

Risk-sharing payment $313,330 3.0%

Bonus $260,000 2.5%

Net payment $53,330 0.5%

Source: Figures based on CAP hypothetical example.
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The bonuses that reward schools for serving at-risk students would use a differ-
ent approach. A school’s eligibility for a bonus would be tied to the difference 
between its actual five-year loan repayment rate and an estimated rate deter-
mined through a predictive model. This model would adjust for things that the 
school can control, such as its size and the predominant degree that it offers, as 
well as circumstances that the school cannot control, such as the state in which 
it is located, the unemployment rate of its surrounding county, and whether it 
is a minority-serving institution—such as a historically black college or univer-
sity, a Hispanic-serving institution, or a tribal college. Schools that exceed their 
predicted repayment rate by at least 10 students and 3 percentage points would 
be eligible for a bonus. They would also be able to receive a bonus for Pell Grant 
borrowers through a similar process. 

The actual bonus amount would be paid out on a per-student basis. An institu-
tion would receive a payment of up to $5,000 for every repaying student beyond 
the number anticipated based upon the estimated rate. Each Pell Grant recipient 
repaying beyond expectations would be worth up to $10,000. The per-student 
award would be biggest for institutions that receive the lowest tuition revenue 
on a per-student basis. This acknowledges that institutions that receive less in 
tuition have fewer resources to work with, and are thus more impressive when 
they demonstrate success. 

Estimated effects of this system suggest that this proposal strikes an appropriate bal-
ance between incentives for improvement and reasonable expectations. In general, 
public and private nonprofit four-year institutions would face minimal risk-sharing 
payments. At public four-year schools, this is due to the fact that payments would 
be a small proportion of their loan volume. By comparison, nonprofit institutions 
would tend to pay very little because they perform adequately with students who are 
expected to do well in terms of loan outcomes based upon their backgrounds. 

Nearly half—45 percent—of public two-year colleges are estimated to receive a 
net bonus payment. Among those schools, half would receive an amount equal to 
7 percent or more of their average annual federal loan volume. Of the 55 percent 
of community colleges estimated to make a risk-sharing payment, half would 
have a payment equaling roughly 2 percent of loans received. This amount is even 
smaller when considering the very low borrowing rates at these schools. 



5 Center for American Progress | Sharing the Risk

Private for-profit colleges, meanwhile, would face the largest risk-sharing pay-
ments as a percentage of their loan volume. Roughly three-quarters of such 
schools would have to make a payment, with half of them owing an amount equal 
to at least 3 percent of their annual loan volume. About a quarter of for-profit 
schools would earn a bonus, but at smaller dollar levels than in other sectors.

Overall, this system would create strong incentives for colleges to consider how 
every student performs, especially those who drop out with debt. It also would 
reward schools that successfully use federal loans to promote opportunity. The 
result would be a loan program that better leverages tax dollars to help students 
build productive middle-class lives, while also protecting taxpayers from under-
writing failing institutions. 
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Why current loan accountability 
comes up short 

What passes today for institutional accountability with respect to federal student 
loans is based on the cohort default rate—the percentage of students who attend a 
given school and default on their loans within three years of entering repayment.7 
Institutions whose default rate exceeds 30 percent for three consecutive years risk 
losing access to all forms of federal financial aid.8 Those with a default rate of more 
than 40 percent in one year risk losing access to just federal loans.9 

Almost no school ends up facing sanctions due to high student loan default rates. 
Of the 593,000 students who entered repayment on a federal loan in 2013 and 
defaulted within three years, just 619 attended a college at risk of losing access to 
financial aid due to high default rates. Nearly 50 percent of defaulters attended a 
school that had a default rate of 15 percent or less.10 

Even the small number of schools facing loss of federal aid eligibility may avoid 
accountability thanks to a host of appeal options to avoid consequences. While 
some of these are reasonable—such as getting relief if only a small fraction of 
students at an institution borrow—others functionally allow colleges to avoid 
sanctions indefinitely. For example, Jay’s Technical Institute, a barber school 
in Houston where a high share of students borrow, has had default rates of 40 
percent or higher for at least four years, yet its appeals to the U.S. Department of 
Education have somehow allowed it to maintain access to aid.11

The exclusive focus on default within a narrow window of three years is also 
problematic. Federal financial aid programs include a host of options for bor-
rowers to postpone or defer payments for several years.12 Coupled with the fact 
that it takes nearly a year of nonpayment to default, it is very easy for a borrower 
to never make a single payment but still avoid defaulting on their loan within 
the measurement window.13 

What’s more, the current system’s thresholds create sharp cliffs. A school with a 
default rate of 29.9 percent for three consecutive years faces no problems, while 

Almost no school ends 

up facing sanctions 

due to high student 

loan default rates  
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one with a rate that is one-tenth of a percentage point higher over the same time 
period loses access to all federal financial aid. As a result, only those schools near 
the threshold have any incentive to change. Even then, schools need only change 
enough to leave the penalty range.

Finally, judging colleges only on default rates ignores a host of other negative bor-
rower outcomes. In particular, people who fail to make any progress on repaying 
their loans will see their balances grow, increasing what they must pay back if they 
do eventually default. It will also mean that loans with a typical repayment time 
frame of 10 years may stick around for decades longer.14
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CAP’s risk-sharing plan

To build an ideal risk-sharing plan, the Center for American Progress started with 
the idea that institutions should repay some portion of a debt balance every time 
a student loan goes bad. The amount for which a school is accountable should be 
determined through a clear process and should factor in the amount of problem-
atic debt in addition to the rate at which problems occur. Financial consequences 
must also be carefully calibrated to encourage improvement but not force wide-
spread closure of institutions. Questions of overall eligibility for the aid programs 
are better handled through the establishment of rigorous minimum performance 
standards. Last, but by no means least, the system must contain strong protections 
for access and equity—issues addressed in the next section on bonus payments. 

Here is how those principles translate into a system for risk sharing.

Institutional responsibility based upon student  
loan default and repayment progress

Student loan default is a substantial concern, and CAP’s system would place 
institutions on the hook when it occurs. But default is not the only negative 
borrower outcome. Individuals who make no progress toward retiring their debt 
are also of great concern. Borrowers who are either severely delinquent or are 
making no payments, thanks to options such as deferment or forbearance, are 
potentially on a road that leads to default, and the risk-sharing system should 
take their outcomes into account.

Taxpayers may also face costs when an institution has an extensive number of 
struggling borrowers in income-driven repayment. These plans make a borrow-
er’s monthly payments equal to a set percentage of their discretionary income—
an amount that for low-income people may be $0.15 Even among borrowers who 
are making monthly payments, if they make too little money, their loan payments 
will be insufficient to cover accumulating interest. 
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Making payments well below the level needed to pay off debt can result in negative 
outcomes for both borrowers and taxpayers. Borrowers who pay little to nothing 
each month for some period of time see their balances grow, which means they 
could ultimately pay back far more than what they originally took out. Students 
who consistently earn little to no money avoid this problem by having their 
remaining balances forgiven after 20 or 25 years in repayment. But institutions 
that produce large numbers of borrowers that end up with loan forgiveness create 
costs to taxpayers, who are on the hook for unpaid amounts.16 

Therefore, CAP’s system would also include a repayment rate measure to capture 
the range of negative debt outcomes that go beyond default. This indicator would 
consider whether students have paid back enough of their balances to retire their 
debt without excessive interest accrual or receipt of forgiveness through income-
driven repayment. Under this formulation, borrowers who are not in default but 
who are also not paying down their loans would count as failures because the 
accumulating interest on their debts will cause their balances to grow. 

Existing repayment measures tend to look at whether borrowers have paid enough 
so that their current balance is at least $1 less than what they originally owed.17 
But borrowers should have paid down far more than $1 after several years in 
repayment. This risk-sharing system would use a higher bar. What a borrower 
owes should be compared with what someone with the same debt and interest 
rate would owe after five years of repayment if that borrower was going to pay off 
a debt in equal installments over 25 years. This system suggests using 25 years 
because it is longest a borrower can pay on an income driven plan before receiv-
ing forgiveness.18 Borrowers who owe more are considered nonrepaying on the 
grounds that they are either accruing excessive interest or are headed toward loan 
forgiveness at the government’s expense.
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What about overborrowing?
One concern that some schools have raised about risk sharing is that students may be bor-

rowing too much money, and it is this excessive borrowing that results in loan problems. In 

general, the evidence does not bear out these arguments. For one, a recent study of 2011-12 

borrowers from the National Center for Education Statistics found that only 55 percent of 

borrowers took out all loan dollars available to them.19 Moreover, the percentage of borrowers 

who take out the individual maximum is actually higher among traditional-aged dependent 

students—58 percent—than the nontraditional independent borrowers who are typically 

identified as likely to overborrow—51 percent.20 

The theory of overborrowing leading to default also conflicts with other studies that show 

a substantial connection between dropping out of college and defaulting on loans. For 

example, a 2015 study of default at community colleges in Iowa found that 43 percent of all 

defaulters in the sample owed less than $5,000, and more than 75 percent took out less than 

$10,000.21 Results such as these strongly suggest that what triggers default is not the size of 

the debt but rather the circumstances of a borrower. 

That being said, listed below are some circumstances where adjustments to borrowing rules 

may better serve borrowers. These fixes would address loan challenges more effectively than 

giving schools the ability to limit loans selectively—a practice that could lead to redlining or 

pushing borrowers into more expensive private loans. 

• Connect loan limits to credits attempted. Currently, borrowers are allowed to take 

out the maximum amount of available debt as long as they enroll with at least a half-time 

course load—defined as six credits in a semester or the equivalent. This allows part-time 

students to borrow as if they were enrolled full time. This is noticeably different from Pell 

Grant awards, which are tied to credits attempted. Tying loan limits to credits attempted 

would thus better reflect aid-awarding rules for the rest of the federal system.

• Adjust loan limits based on credential level. Right now, borrowers enrolled in a cer-

tificate program can take out the same amount each year as borrowers pursuing a bachelor’s 

degree. Given that most certificates provide a lower return than bachelor’s degrees, it makes 

sense to provide flexibility to set different loan limits based upon the credential level. Impor-

tantly, loan limits should not vary by program within a credential level due to concerns about 

complexity and the fact that students may switch programs.

• Preserve aid officer flexibility. Financial aid officers currently have the ability to adjust 

loan limits on a case-by-case basis.22 The Department of Education should issue additional 

guidance to ensure that aid officers know they can make use of this ability. 
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Institutional payments calculated separately based 
upon borrower attainment levels 

One of this risk-sharing system’s central goals is to set payments in a way that 
would create a stronger link between college completion and student loan 
accountability. Recent studies and one review of the literature find that finishing a 
degree is among the strongest predictors of whether students are likely to default 
on their loans, and it is still an important determinant after controlling for other 
student and school characteristics.23 This strongly suggestive evidence of a causal 
link between completion and the risk of negative loan outcomes means that col-
leges should be acutely aware that academic improvements may also be the fastest 
path to shrinking the payments of the risk-sharing system. 

To establish the link between completion and risk-sharing payments, this 
system would break down each institution’s undergraduate borrowers into four 
groups: (1) dropouts, (2) certificate completers, (3) associate degree com-
pleters, and (4) bachelor’s degree completers. Students completing or dropping 
out of graduate programs would be in their own categories. 

Risk-sharing payments tied to the rate at which 
negative outcomes occur

This system would tie the share of problematic loan balances that an institution 
must repay to the rate at which the unwanted result occurred. In other words, an 
institution would pay back a percentage of dollars in default equal to the default 
rate. So if an institution’s dropouts have a default rate of 15 percent and defaulted 
loans totaling $100,000, then the school would make a payment of $15,000. 

Calculating the amount of affected dollars under a nonrepayment rate is a bit 
more complicated. In this case, the total amount of dollars of which an institution 
has to pay a portion would be equal to the difference between the total amount 
of money that a school’s borrowers within each attainment category should still 
have outstanding after five years in repayment and the amount they actually owe. 
In other words, if the borrowers who dropped out and did not default should have 
$200,000 outstanding and they actually have $250,000, then institutions would 
have to pay back a portion of that extra $50,000. 
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The share of nonrepaid dollars for which a school is on the hook would be based 
upon the rate at which borrowers who did not default owe more than expected 
after five years in repayment. This means that if 20 out of 100 borrowers not in 
default owe more than what they should, institutions would have to repay 20 
percent of the amount of nondefaulted loan dollars outstanding that borrowers 
should have paid back already. To continue the example above, that would be 20 
percent of $50,000, or $10,000.

Because borrowers who repay much more than expected help reduce the non-
repayment risk-sharing amounts for schools, it is possible that there would be 
situations where a high percentage of borrowers will not have repaid but the total 
outstanding balance will be lower than expected. In that case, institutions would 
face no risk-sharing payments for that group of borrowers. 

The sum of all risk-sharing amounts for default and nonrepayment across every 
borrower attainment group would represent the total payment for a school. 

Establishing a clear connection between the institutional risk-sharing pay-
ment and the rate at which problems occur would create immediate rewards for 
improvement. Each incremental decrease in a default or nonrepayment rate made 
by a school would automatically result in lower payments. It also would establish a 
payment system where it is very clear how risk-sharing amounts get calculated.

Institutions only pay once on a troubled loan 

It is likely that a borrower who defaults on a loan will also fail to repay it. 
Requiring an institution to pay back a share of the balance in both cases would 
be akin to double jeopardy—charging a school twice for the same problem. 

This system would avoid the double jeopardy concern by first calculating risk-
sharing amounts tied to default, then removing defaulters from the repayment rate 
calculations. Here’s how that works: Each attainment group within an institution 
would first have its default rate and total amount of defaulted debt calculated. This 
would form the basis of risk-sharing amounts tied to default. The repayment rate 
calculation would then exclude any defaulted borrowers and loan amounts from 
repayment rate calculations. 
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Small numbers exemptions 

Some of the suggested risk-sharing payment calculations may not work at institu-
tions with very small numbers of borrowers. If an institution only has a handful 
of borrowers, then a single default could trigger a risk-sharing payment equal to a 
large percentage of a single defaulted loan. Recognizing this possibility, the system 
would only start generating payments once a school has had at least 30 borrow-
ers enter repayment over a three-year period. This is the same threshold currently 
used for cohort default rates.24 

Similarly, any implementation of this plan should consider whether there is some 
size of risk-sharing payment that is too small to merit collecting. For example, a 
risk-sharing payment of $100 would clearly not be worth the federal government’s 
time and energy to obtain. Department of Education staff should determine the 
exact point where the value of the payment exceeds the cost of collecting it. 

A balance of simplicity and nuance

This tiered payment approach based upon two negative outcomes would balance 
simplicity and nuance, while putting a focus on borrowers who are most likely to 
struggle. Understanding the payment calculation would not require any complex 
input adjustment or other opaque processes that would make it hard for colleges 
to predict outcomes. The path to improvement would also be quite clear—fewer 
students defaulting or failing to make reasonable progress paying their debt would 
mean lower payments for schools. 

At the same time, the nuance introduced by breaking borrowers into several 
categories would create a process that is fairer to institutions and would encour-
age them to focus more on the students who are most likely to struggle. For 
example, this system intentionally highlights the importance of focusing on 
dropouts with debt—a group that is very likely to have challenges paying back 
their loans. An analysis of students who entered college in 2003, borrowed, and 
defaulted by 2009 found that more than 60 percent of them had dropped out of 
school.25 Similarly, data on undergraduate students from the College Scorecard 
show that 79.4 percent of graduates repay their loans, while just 59.7 percent of 
those who drop out do so.26 
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Not only are dropouts more likely to have problems with their loans, but students 
in this group also tend to come from more at-risk backgrounds. One study found 
that nearly 40 percent of black or low-income borrowers drop out versus around 
30 percent of white borrowers and less than one-quarter of higher-income bor-
rowers.27 Students take a big gamble when they borrow, and dropping out means 
they decisively lose their bet. Because a high rate of noncompletion is at least 
partly the fault of the institution, it should share a portion of the risk.

One might worry that calculating separate risk-sharing amounts based on attain-
ment status could result in excessive payments when certain completion groups 
have especially high default rates. This is unlikely, however, because defaulters in 
general, and dropouts in particular, tend to have small loan balances. For instance, 
an analysis of loan data by the Council of Economic Advisers found that more 
than one-third of defaulters owed $5,000 or less, while two-thirds owed $10,000 
or less.28 These numbers are a far cry from average loan balances for bachelor’s 
degree graduates of around $30,000.29 Thus, even if schools end up paying a large 
proportion of such balances, the final payment would still be relatively small. 

Meaningful, but not overwhelming, consequences

The role of financial consequences in any risk-sharing system is not to raise money 
or to put a college out of business. Instead, money is a tool to get institutions to 
understand that they play a role in the repayment of student loans and incentivize 
schools to behave differently and lessen the risk of failure. As a result, the govern-
ment need only make the payments large enough to change institutions’ behavior.

This payment system is designed to produce financial results sufficiently large for 
institutions to notice but small enough to avoid creating unintended consequences. 
Because the amount schools pay would be tied to the rate at which loans fail to 
perform, it is extremely unlikely that they will end up paying the full amount of 
problematic debt. Similarly, schools will likely end up paying higher percentages 
of balances owed by those with the lowest debt amounts—dropouts—and lower 
percentages of loans borrowed by those who owe the most—graduates. 

By far the biggest concern about any risk-sharing system is that colleges that 
do a great job with vulnerable students will be judged unfairly. A risk-sharing 
system must not discourage schools from offering educational opportunities to 
those who need them the most but might not seem like the safest bet for repay-
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ing their loans. If the system creates this outcome, then it is a failure and should 
not be implemented. CAP’s bonus system, detailed below, would answer this 
challenge and allow institutions that beat the odds to shine through. Any risk-
sharing system cannot be implemented without some sort of bonus for institu-
tions that serve at-risk students well. 

While the fact that all institutions would face risk-sharing payments if their 
students default could prove to be a political obstacle, this system would assure 
students that their school had an incentive to improve. The conventional federal 
approach is to hold accountable only the worst actors—a design that limits the 
number of institutions facing consequences. The fact that fewer institutions are 
implicated under traditional approaches also means that fewer institutions and 
lobbying organizations are motivated to block the accountability system. 

But risk-sharing systems are about more than just accountability for the worst, 
and an effective plan needs to go further. Because schools create default risk but 
currently do not bear any of it, risk-sharing systems strive to alter the relationship 
between schools and the federal government to send a signal that improving loan 
performance is everyone’s business. Even schools that do well by existing default 
rate measures may still have dozens, if not hundreds, of distressed borrowers. 
Policymakers should care about their struggles, and institutions should share in 
the financial consequences of students’ dashed educational dreams. 
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CAP’s bonus plan

If institutions are going to share in the risk of the student loan system, they must 
be rewarded for producing successes. Providing these bonuses is also an impor-
tant tool that the federal government could use to shrink or eliminate risk-sharing 
contributions for institutions that succeed in serving disadvantaged student popu-
lations. In this way, institutions would not be dissuaded from serving these indi-
viduals. This system proposes that any bonus amount earned would be subtracted 
from required risk-sharing payments. This means that a bonus would reduce a 
risk-sharing payment and, in many cases, result in additional money for a school. 

Bonus eligibility would be simple: Institutions that outperform repayment expec-
tations—overall and/or for Pell Grant recipients who borrow—would receive a 
monetary reward for their results. More specifically, an institution would receive 
a bonus for each student repaying loans after five years beyond the expected num-
ber. In other words, if a school is expected to have 100 students repaying loans 
and actually has 150, then it would receive a bonus for 50 students. The size of 
the per-student bonus would vary based upon an institution’s affluence as mea-
sured by the amount of tuition it receives per student. The poorest schools would 
receive up to $5,000 per student, with the richest receiving $750. Rewards would 
be doubled for Pell Grant recipient borrowers who exceed expectations, resulting 
in bonuses of between $1,500 and $10,000 per student. 

Figuring out a school’s expected repayment rate would be the most complex part of 
the bonus system. The goal of an expected rate is to create a reasonable expectation 
for a school’s performance, given the students it serves and the other contextual 
factors affecting student outcomes. To do this, the system would start with creating 
a model that estimates what a school’s repayment rate should be—both overall and 
for Pell Grant recipients who borrow.30 This model should draw upon a combination 
of public federal data that schools report to the Department of Education, adminis-
trative data held by the Federal Student Aid Office, and local economic information 
from the Bureau of Labor Statistics. It must include factors within and outside the 
control of a school that may contribute to better or worse student loan outcomes 
and that are not directly related to the quality of education offered. 
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For example, factors such as an institution’s state or local unemployment rate 
would go into the model as outside factors because those conditions could affect 
the environment in which students try to find the jobs needed to pay back their 
loans. Similarly, the model should also include factors within a school’s control, 
such as the racial, gender, and socioeconomic makeup of the student body. It also 
needs to incorporate an indicator for whether a school is in any of the recognized 
categories of minority-serving institutions that the Department of Education 
uses as a way of acknowledging the historic role these types of schools have 
played in expanding opportunities for students of color. These schools include 
historically black colleges and universities, Hispanic-serving institutions, and 
tribal colleges, among several others. 

The next step would compare an institution’s predicted repayment rate with 
the actual results achieved. If an institution’s actual repayment rate exceeded its 
predicted rate by a meaningful margin—defined as at least 10 students and 3 
percentage points—it would become eligible to receive bonus payments. This 
requirement would ensure that small institutions would not receive a bonus solely 
if one or two more students repaid beyond expectations. 

The size of the per-student bonus should vary based upon the amount of tuition 
that a school receives for each full-time equivalent student—a measure of enroll-
ment that accounts for both full- and part-time students. Schools would be 
grouped into quintiles and receive bonuses between $750 and $5,000 per students 
who are not Pell Grant recipients and $1,500 to $10,000 for students who are. 
Larger amounts should go to schools that receive less in tuition per student on the 
grounds that they have fewer resources to draw upon in order to improve results 
and also reward those schools for having lower prices. Choosing tuition as a mea-
sure of institutional economic circumstances is also better than other options such 
as revenue per student because it rewards schools that have lower out-of-pocket 
prices. Table 2 shows how the bonus amounts would vary by quintile. 

An example illustrates how this bonus would work. Let’s say the University of the 
United States has a predicted repayment rate of 60 percent across its 500 borrow-
ers, meaning that 300 borrowers are expected to repay their loans. In actuality, 350 
end up repaying, a rate of 70 percent. Because it is in the lowest group of tuition 
revenue per student, it would receive the full bonus of $5,000 per student for the 
50 additional people repaying loans, or $250,000. Using the same method for 
Pell Grant recipients, let’s say the school produced 15 more Pell Grant recipients 
repaying loans than expected, which would result in an additional $150,000, or 
$10,000 per student. All told, the school would earn a bonus of $400,000. 
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Benefits of this bonus approach

Because each institution would be held to expectations that take their own cir-
cumstances into account, no school would face excessively difficult performance 
bars. At the same time, this bonus approach is intentionally designed to reward 
institutions that exceed expectations, particularly at scale. This is a notable depar-
ture from many other postsecondary reward systems based on outcomes, such 
as the performance-based funding systems that exist in some states.31 In many of 
those schemes, institutions simply receive credit for each graduate produced. Such 
programs may end up handing out large amounts of money to institutions solely 
because of their size. Larger schools naturally have more graduates and thus earn 
more money, even if their success rate is not particularly impressive. 

Awarding bonuses on a per-student basis also would ensure that larger rewards 
go to places that produce greater numbers of successes. Given equal expected and 
actual repayment rates, a larger school would receive greater financial rewards than 
a smaller one—an important recognition that it matters if more lives are positively 
affected. A large institution also could end up with a greater award than a smaller 
one even if it outperforms its expected rate by less. This, in effect, would give 
schools two paths for taking in more funds: succeeding at a higher rate or succeed-
ing with more students. 

CAP’s proposed bonus system would also ensure that an institution’s work with 
Pell Grant recipients would get special attention. These individuals would in 
effect be counted twice. First, they would be included in the overall predicted 

TABLE 2

Per-student bonus amounts, grouped by quintile of tuition  
revenue per student

Quintile of tuition revenue per 
full-time equivalent student Bonus per borrower

Bonus per Pell  
Grant borrower

Lowest $5,000 $10,000 

Low middle $2,750 $5,500 

Middle $2,000 $4,000 

High middle $1,500 $3,000 

Highest $750 $1,500 

Note: Full-time equivalent is a measure of enrollment that combines full-time and part-time enrollment into a single measure of students 
served. The level of each award is roughly proportional to the differences in core revenue per full-time equivalent for each tuition quintile. 

Source: Figures based on CAP’s proposed bonus amounts.

Awarding bonuses  

on a per-student basis 
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repayment rate for a school. Second, they would be counted separately in a Pell 
Grant recipient repayment rate, which would earn double the bonus amount. 
This means that high-impact work with Pell Grant recipients would be rewarded 
with a much larger bonus.

Downsides of this bonus system

Probably the single biggest challenge with this proposed bonus system is also the 
facet that would make it work the best: basing awards off of a predicted repayment 
rate. The process of predicting the repayment rate would inherently be less clear 
to institutional leaders than the risk-sharing system discussed earlier. Because the 
model depends on factors both within and outside of schools’ control, institu-
tional leaders will not be able to know upfront the exact performance level they 
need to achieve in order to receive a bonus. This could make it harder for schools 
to create a plan to increase their bonuses. 

Additionally, handing out money based on predictions can make the specifica-
tions underlying the model a contested topic. Slight changes in the model could 
mean that a somewhat different mix of schools receives a bonus.32 To address this 
concern, data scientists at the Department of Education should determine the 
final model and allow opportunities for stakeholder input. 

The benefits of using a predicted repayment rate, however, outweigh the draw-
backs. Several of these benefits have already been discussed above, but using a 
more complex way of generating bonuses would also make the system harder 
to game. The best way for an institution to do better is to strive for improved 
outcomes for all students. 
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Modeling potential effects

Estimated effects of the proposed risk-sharing and bonus system suggest that the 
typical results in most sectors would be manageable. For instance, the median 
public four-year institution would face relatively minimal payments of just more 
than $100,000. While this amount may seem large, very few schools in the public 
four-year sector face payments that approach even 1 percent of their loan volume. 
In fact, according to our calculations, the median institution in this group would 
pay an amount equaling just two-tenths of a percent of the average federal loans 
received. The typical risk-sharing payment would fall even further when consider-
ing the fact that more than one-third of these schools would likely receive a bonus 
to counteract these payments. Private nonprofit four-year schools would pay even 
less, a result of their generally affluent student bodies and favorable loan out-
comes. They would, however, be less likely to earn a bonus because they already 
have high expected repayment rates that are more difficult to exceed. 

Community colleges and private for-profit institutions would face the greatest 
effects of a risk-sharing system. At community colleges, the typical risk-sharing 
amount would be roughly 2 percent of the median federal loan balance that such 
schools receive each year. While this may sound high, it is important to recall that 
only a small share of students at these schools actually borrow. As a result, the 
risk-sharing payment would be a much smaller proportion of total federal aid or 
total revenue. Community colleges are also the ones most likely to benefit from 
the bonus system, with nearly half of them expected to receive a reward. The result 
is that 45 percent of community colleges are expected, on net, to end up with a 
bonus of around 7 percent of their federal loan amount. 

For-profit colleges, meanwhile, would face the largest risk-sharing payments of any 
sector at roughly 3 percent of loan balances. Given that these institutions are highly 
dependent on loan dollars, this percentage is likely to have more of an effect than 
the slightly lower number would have on community colleges. The larger risk-
sharing payments are not a result of any intentional policy to target these institu-
tions. Rather, it reflects the fact that for-profit colleges generally charge high prices 

45 percent of 

community colleges 

are expected, on net, 

to end up with  

a bonus



21 Center for American Progress | Sharing the Risk

and produce poor outcomes. Larger risk-sharing payments would hold in spite of 
the presence of bonus dollars, which are calculated in such a way that should help 
schools, such as private for-profit colleges, that enroll high numbers of low-income 
students or other predictors of loan-repayment difficulty. For instance, just 27 
percent of for-profit schools are expected to earn a net bonus. 

These estimates come from a model that projects each school’s payment and 
bonus amount given available data. All estimates come from public federal data, 
including information that institutions reported directly, administrative data, and 
nationally representative sample surveys. (See Appendix A: Methodology)

While this model includes several approximations and estimations, it excludes one 
key part of the proposal: risk-sharing payments based on student loan nonrepay-
ment. There were not enough available data to model this category. It also only 
models risk-sharing payments related to undergraduate borrowing, while the 
proposed system would include loans for all levels of postsecondary education. 

For similar reasons, the modeled bonus payments also rely upon a slightly differ-
ent type of repayment rate than the one suggested in the proposal. This model 
uses repayment rates from the College Scorecard, which defines successful 
repayment as any borrower who does not default and has paid down at least $1 in 
principal since leaving school. Ideally, the repayment measure would be a stron-
ger test that considers progress toward eventual retirement of the debt—not just 
avoidance of principal growth. This could mean that modeled bonuses would not 
exactly match actual results if CAP’s proposal became law.

Risk-sharing payments

Overall, the model estimates that the median public or private for-profit institu-
tion would face a risk-sharing payment between $104,000 and $113,000. Private 
nonprofit institutions would pay a good deal less—a median of $37,000—
mostly because many institutions in this category are prestigious four-year 
colleges or universities whose students are wealthier and therefore less likely to 
struggle with repayment. 

Calculating risk-sharing payments as a share of federal loan dollars received is a 
better way to understand the effect of these charges. For instance, a risk-sharing 
payment of $100,000 would cause greater difficulties for a school that serves 100 
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students and receives $200,000 from the loan program than one with 10,000 
students that receives $10 million. Therefore, a payment-to-loans ratio—the esti-
mated risk-sharing payment as a percentage of federal loan dollars received in the 
most recent year—provides a helpful way to contextualize risk-sharing figures.33 
For example, a school with a risk-sharing payment of $115,000 and total federal 
loan dollars of $5 million would have a payment-to-loans ratio of 2.3 percent.

When viewed in context, the estimated risk-sharing payments are quite reason-
able. The median public two-year college would face a risk-sharing payment equal 
to 2 percent of federal loan dollars received, while the typical private for-profit 
would pay 3 percent. Even at the 75th percentile, payments would still be well 
below 10 percent of loan dollars received.

The payments that would be required of community colleges demand some 
additional context. While community colleges may appear to be making the largest 
payments in terms of dollars, the very low borrowing rates—and corresponding 
low levels of total federal loans—at these schools means that the payments would 
represent a very small share of the federal aid received each year. For instance, the 
median school in this group in terms of payment ratio would pay just 0.78 percent of 
its federal grant and loan dollars received. By contrast, the greater reliance on loans 
at for-profit colleges means that the median school’s payment ratio implies that its 
payment would represent 1.65 percent of the its federal loan and grant aid received. 

TABLE 3

Estimated risk-sharing payments, by sector

Sector

25th percentile Median 75th percentile

Share of  
loan dollars Dollars

Share of  
loan dollars Dollars

Share of  
loan dollars Dollars

Public four year 0.09% $50k 0.21% $104k 0.55% $219k

Public two year or less 1.06% $57k 1.75% $113k 2.94% $214k

Private nonprofit 0.05% $16k 0.14% $37k 0.44% $77k

Private for profit 1.07% $31k 2.45% $104k 5.87% $310k

Note: The schools at each percentile of the payment distribution are not the same as those at the corresponding percentile of the “share of loan dollars” distribution. For 
example, $104,000 does not represent 0.21 percent of the median public four-year school’s loan volume. This is because the distributions from which these percentile 
measures come are completely separate.

Source: Authors’ calculations for risk-sharing payments are based on school performance in the 2007-08 school year, the most recent year for which all measures are 
available. Data on performance comes from the U.S. Department of Education’s College Scorecard; the Beginning Postsecondary Students Longitudinal Study, 2003–09; 
Federal Student Aid Data Center; and the Integrated Postsecondary Education Data System. For more information on calculations, see Appendix A.  
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Bonus payments

The model predicts that roughly one-third of institutions would receive a bonus, 
including nearly half of community colleges. Among those that receive a bonus, 
the median amount would range from around $100,000 in the nonprofit and 
for-profit sectors, $380,000 at public two-year schools, and nearly $700,000 at 
public four-year institutions. When looking at the distribution of these risk-
sharing payments from the government to schools as a share of federal loan dol-
lars received, the median institution would be receiving roughly three-quarters 
of a percent at nonprofit institutions, 10 percent at community colleges, and 4 
percent at private for-profit colleges. 

Overall, these amounts should be large enough to get institutions’ attention, while 
remaining a relatively minor element of schools’ finances. The size of this propos-
al’s bonuses would also ensure that institutions have a powerful incentive to enroll 
and do well by students facing the biggest repayment risks. 

TABLE 4 

Estimated bonus payment amounts, by sector

Sector
Share earning 

any bonus

25th percentile Median 75th percentile

Share of  
loan dollars Dollars

Share of  
loan dollars Dollars

Share of  
loan dollars Dollars

Public four year 38% 0.80% $352k 1.77% $650k 3.51% $1,114k

Public two year 
or less 

46% 4.98% $210k 9.46% $380k 17.01% $720k

Private non-
profit

31% 0.25% $41k 0.75% $87k 2.13% $186k

Private for 
profit

36% 1.63% $54k 3.96% $107k 9.60% $202k

Note: Above calculations conditional on receiving some bonus amount. The schools at each percentile of the bonus distribution are not the same as those at the cor-
responding percentile of the “share of loan dollars” distribution. For example, $650,000 does not represent 1.77% percent of the median public four-year school’s loan 
volume. This is because the distributions from which these percentile measures come are completely separate. 

Source: Authors’ calculations for risk-sharing payments are based on school performance in the 2007–08 school year, the most recent year for which all measures are 
available. Data on performance comes from the U.S. Department of Education’s College Scorecard; the Beginning Postsecondary Students Longitudinal Study, 2003–09; 
Federal Student Aid Data Center; and the Integrated Postsecondary Education Data System. For more information on calculations, see Appendix A.  
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Net payments

After subtracting bonus amounts from risk-sharing payments, this model predicts 
that just more than half of schools would face a net payment, while the remainder 
would get a bonus. As Figure 1 shows, each sector has a different range of outcomes 
for its institutions, with a wide spread of payments owed or received in public insti-
tutions and a narrower spread at private nonprofit and for-profit schools.

As Table 5 shows, schools that receive a bonus would typically end up with awards 
that are between two and six times the size of other institutions’ risk-sharing 
payments, when viewed as a proportion of their loan volume. For example, a 
public two-year school with a bonus-to-loans ratio at the median for its sec-
tor would receive an award equal to 7 percent of the average amount of federal 
loans received. By contrast, a public two-year school at the median of its sector’s 
payment-to-loans ratio distribution would make a payment equal to about 2 
percent of its federal loan volume. This again suggests that the combination of 
payments and bonuses is properly calibrated to truly reward those schools that do 
well without overly harming those that do not.

FIGURE 1

Net risk-sharing payments, by sector

In thousands of dollars

Note: Outliers not pictured.

Source: Results are the sum of a school's risk-sharing payment and bonus amounts as described in Tables 3 and 4.
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Overall, these results again reiterate that in order to make the risk-sharing system 
work, it is important to include a bonus system to reward institutions that do well 
by vulnerable students. Absent these bonuses, hundreds of institutions—particu-
larly community colleges—would be asked to make unfair risk-sharing payments 
that fail to acknowledge that the school did better than expected. 

TABLE 5

Estimated size of net payments to or from schools as a share 
of federal student loan volume received

Sector
Share of schools 

in sector
25th Percentile Median 75th Percentile

Making a risk-sharing payment

Public four year 64% 0.12% 0.26% 0.70%

Public two year or less 55% 1.27% 2.20% 3.40%

Private nonprofit 76% 0.05% 0.14% 0.43%

Private for profit 73% 1.25% 2.88% 6.25%

Receiving a bonus payment

Public four year 36% 0.66% 1.55% 2.85%

Public two year or less 45% 3.51% 6.96% 14.06%

Private nonprofit 24% 0.16% 0.68% 1.90%

Private for profit 27% 1.84% 4.98% 8.80%

Source: Results are the sum of a school’s risk-sharing payment and bonus amounts, as described in Tables 3 and 4.
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Conclusion

The rewards of a good college education are shared among the student whose 
life improves, the institution that needs revenue to do its important work, and 
society at large, which thrives on educated citizens with good jobs. So too must 
every type of stakeholder involved share the risks that come with borrowing to 
pay for that education. 

Institutions cannot get off risk-free while borrowers and taxpayers face significant 
consequences whenever the hope for a college education and middle-class life crum-
bles into default or nonpayment. The proposal in this report presents a straightfor-
ward solution whereby institutions would have skin in the game. Institutions would 
have stronger incentives to help their student borrowers succeed. To protect against 
the concern that institutions may avoid riskier students, institutions that exceed 
expectations with vulnerable populations would earn rewards, even if their overall 
results were not among the best. The result would be a system that acknowledges 
that student loan repayment is a shared responsibility in which everyone—students, 
schools, and the federal government—must do their part. 
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Appendix A: Methodology

Estimates for the risk-sharing proposal presented in this report rely on education 
data from a combination of six federal data sources or websites:

• College Scorecard: A consumer tool created by the U.S. Department of 
Education that includes extensive data on outcomes for students who received 
federal financial aid, among other indicators.34 

• Beginning Postsecondary Students Longitudinal Study: A longitudinal study 
administered by the National Center for Education Statistics that tracked stu-
dents entering higher education for the first time in the 2003-04 academic year 
for up to six years.35 

• Cohort default rate data: Information reported by the Department of 
Education’s Office of Federal Student Aid on the percentage of student loan bor-
rowers who default on their loans within three years of entering repayment.36 

• Quarterly federal student aid data: Information reported by the Federal 
Student Aid Data Center on the amount of loans received by a given school each 
quarter and academic year.37 

• Integrated Postsecondary Education Data System, or IPEDS: Data that institu-
tions report to the National Center for Education Statistics on completion rates, 
finances, and other information.38 

• Estimated county-level unemployment information: Data as reported by the 
Bureau of Labor Statistics, the U.S. Department of Labor’s statistical arm.39  
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Risk-sharing payments 

This report proposes to base risk-sharing payments on two measures: a student 
loan default rate and a nonrepayment rate. Data limitations meant that only 
default rate results for undergraduate borrowers could be modeled. 

Unfortunately, current student loan default rate data only report the percentage of 
students at a given institution who default. They provide no further information 
about the attainment rate or debt level of these students. The model, therefore, 
had to generate estimates for three factors for each school:

• The default rate within each attainment category 

• The number of defaulters within each attainment category

• The average student loan debt of a defaulted borrower, broken down by  
attainment category

Estimated default rates

Estimating default rates required relying on the only available source of informa-
tion about loan performance based upon educational attainment: student loan 
repayment rates from College Scorecard for students who entered repayment in 
the 2007 and 2008 federal fiscal years. These data report separate three-year repay-
ment rates for students who did or did not complete their chosen program. They 
do not, however, report separate repayment rates based upon the type of creden-
tial a student earned. 

Repayment rates by educational attainment were combined with each school’s 
cohort default rate data for students who entered repayment in the 2009 federal 
fiscal year, the closest year available to match the only cohort for which we have 
necessary withdrawal information, to generate an estimated default rate for gradu-
ates and dropouts. This required assuming that the ratio between a school’s overall 
repayment rate and the rate for its graduates and dropouts would be the same as 
the ratio between its overall default rate and the results for graduates and dropouts 
and that the default rate for students entering repayment in 2009 fairly approxi-
mates the rate for students leaving school in 2007 and 2008, whose data we lack. 
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An example illustrates how these assumptions work: If the repayment rate overall 
is 70 percent of the repayment rate for graduates—meaning that students who 
finish repay at a higher rate—then the model assumes that the default rate for 
graduates is 70 percent of the overall default rate. This means that graduates are 
less likely to default than a school’s overall rate. Similarly, if the repayment rate 
for all students is 120 percent of the repayment rate for dropouts—meaning that 
dropouts are less likely to repay—the model assumes that the default rate for 
dropouts is 120 percent of the overall rate. This means that dropouts are more 
likely to default than a school’s overall rate.

This approach turned an institution’s default rate into two separate estimates of 
the rate at which students are likely to default based upon whether they graduated 
or dropped out. 

Estimated number of defaulters

Figuring out how many borrowers graduated or dropped out was the next step 
in creating the model. This was done using data from the College Scorecard. The 
model multiplied the number of borrowers by the percentage of borrowers who 
completed school, either at their original or another institution, to get an esti-
mate of the total number of graduates. It used a similar calculation to estimate 
the number of indebted dropouts. In cases where the College Scorecard data 
did not include data on the number of graduates or dropouts who borrowed, the 
model instead used the analogous figures for all students who received federal 
financial aid. If data were not available, then the model combined data from the 
same institution across multiple years to generate an estimate. If that still did 
not work, then the model filled in the missing value with an average withdrawal 
or completion rate for all students who received federal financial aid across all 
years for which data were available. 

After obtaining counts for the number of borrowers who graduated or dropped out, 
the model multiplied those numbers by the default rates generated earlier to get an 
estimate of the total number of defaulted borrowers within each attainment category. 

An example illustrates how this math works. Let’s say that the College Scorecard 
data report that a school has 1,000 borrowers, of whom 60 percent finish and 40 per-
cent drop out. In addition, earlier estimates suggest that the school’s default rate was 
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10 percent for graduates and 20 percent for dropouts. Based upon this, the model 
would estimate that the school had 60 graduates who defaulted—600 multiplied by 
10 percent—and 80 dropouts who defaulted—400 multiplied by 20 percent. 

Estimated amount in default

The final step in evaluating defaulted loan payments is figuring out the total 
amount of dollars in default by attainment category within an institution. 
Unfortunately, there were no data available to calculate debt levels for each 
institution. Instead, the model used nationally representative survey data from 
the Beginning Postsecondary Students Longitudinal Study to estimate defaulted 
loan amounts for dropouts and graduates by the following school sectors: public 
four year, nonprofit four year, public two year, proprietary, and other. This 
means that the model assumed all defaulted students within a given institution 
type have the same loan balances. 

Multiplying the defaulted loan balance per student by the number of estimated 
defaulters in each attainment status produced a total defaulted loan balance for 
each institution. 

Putting the picture together

An institution’s estimated risk-sharing payment is the result of a simple equation. 
For each attainment category, the model multiplied the total amount of student 
loan dollars in default by the default rate for that category. It then adds the pay-
ment amounts for dropouts and graduates to get a total amount. For example, 
if a school has $250,000 in default for dropouts and a default rate of 25 percent, 
then it faces a payment of $62,500. If that same school’s graduates have $50,000 
in default and a default rate of 5 percent, then the risk-sharing payment would 
increase an additional $2,500 for a total amount of $65,000. 

For the purposes of generating the payment-to-loans ratio, the model compared 
the estimated penalty amount with the total amount of undergraduate federal 
student loan revenue received by an institution in the 2014-15 school year.40 
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Bonuses

Creating the model for the bonuses required calculating three factors:

• The predicted repayment rate

• The difference between the predicted and actual repayment rates

• Institutions’ tuition revenue levels 

Predicting repayment rates

The model generated a predicted repayment rate using a simple linear regres-
sion model with institutional five-year repayment rates for students entering 
repayment in 2009 and 2010, measured in 2014 and 2015, as the dependent 
variable. The repayment rate is regressed on the proportion of first-generation 
college students, Pell Grant recipients, and dependent students at the institution; 
the predominant degree granted; the local unemployment rate in the five years 
following the first separation year, in this case, 2009; undergraduate enrollment 
at the institution in the 2009-10 school year; the average income of entering 
independent and dependent students in 2009-10; and the racial composition 
of the institution. The regression also includes state fixed effects and indica-
tors for whether the institution falls into any of the minority-serving institution 
categories used by the Department of Education. This includes historically black 
colleges or universities, Hispanic-serving institutions, or tribal colleges, among 
others. The Pell Grant recipient repayment rate uses the same model except with 
the five-year repayment rate for recipients of a Pell Grant entering repayment in 
2009 and 2010, measured in 2014 and 2015. 

Using the relationships determined in these regressions, the model calculated 
the predicted or fitted values for each institution. These predictions serve as the 
benchmark for judging a school’s performance. 
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Calculating the difference between predicted versus actual repayment rates

The difference between the observed repayment rate in the College Scorecard 
data and the predicted repayment rate serves as the basis for bonus calculations. 
If the institution’s repayment rates for Pell Grant recipients or non-Pell Grant 
recipients exceeded its predicted repayment rates by at least 3 percentage points 
and at least 10 students, it would receive the appropriate dollar allocation for 
each of those students. 

Grouping institutions by tuition revenue per student

Schools are grouped into five equal groups, or quintiles, based on their level of 
tuition revenue per full-time equivalent student in order to determine the exact per-
student bonus amount available to them. The data for this calculation come from the 
Department of Education’s Integrated Postsecondary Education Data System. 

Because the total tuition revenue at a school is as much a function of its size as 
its price, the model divided this amount by the number of full-time equivalent 
students. This strikes a balance between giving a college credit for having part-
time students while recognizing that the amount of tuition paid by one part-time 
student is not the same as what one full-time student pays. 

As Figure A1 shows, each sector has a much different share of its institutions in each 
of the tuition revenue quintiles. For example, while more than half of public two-
year institutions are in the lowest quintile of tuition revenue per full-time equivalent 
student—and virtually all schools in the sector are in the bottom two quin-
tiles—very few public four-year, nonprofit, or for-profit schools are in this group. 
Meanwhile, a large proportion of nonprofit schools are in the top quintile group, 
meaning that they are only eligible for the lowest per-student bonus amount. 

The treatment of graduate and undergraduate students in IPEDS finance data 
creates another challenge. Because IPEDS does not separate tuition paid by 
undergraduate students from tuition paid by graduate students, the data used here 
include graduate student enrollment. Because graduate school tends to be more 
expensive than undergraduate programs, this could have artificially driven up the 
level of tuition revenue per student for our purposes.
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The average tuition revenue per student within each quintile forms the basis of cal-
culating the per-student bonus for schools in a given category. The model started 
by determining the appropriate maximum award, which would go to institutions 
in the lowest tuition revenue quintile. Bonuses for schools in other quintiles 
were set at amounts equal to the relative percentage between tuition revenue per 
students in the lowest quintile. In other words, if the average tuition revenue per 
student in the highest quintile is 50 percent above the figure for the lowest, then 
the bonus for that quintile is 50 percent of the maximum. The model also rounded 
these amounts up to the nearest $250.

FIGURE A1

Share of institutions in each quintile of tuition revenue per 
full-time-equivalent student, by sector

Note: Each quintile group has just less than 1,000 schools with the following levels of tuition dollars per full-time equivalent: quintile 1, 
less than $2,248; quintile 2, between $2,249 and $4,694; quntile 3, between $4,695 and $7,858; quintile 4, between $7,859 and $12,331; 
quintile 5, greater than $12,338.

Source:  Authors' calculations using data from the Integrated Postsecondary Education Data System for the 2008-09 School Year.
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Appendix B: Regression 
Results from Prediction Model

Variables

(1) 
5 year repayment  

rate, 2009–10

(2)
5 year Pell recipient  

repayment rate, 
2009–10

Percentage of first generation students 
-0.00248***

(0.000415)

-0.00306***

(0.000508)

Percentage of Pell Grant students 
-0.00151***

(0.000188)

-0.00118***

(0.000212)

Predominant degree: Associate
0.00226

(0.00668)

-0.00374

(0.00698)

Predominant degree: Bachelor’s 
0.0645***

(0.00983)

0.0690***

(0.0116)

Unemployment rate in county, 2009-13
-0.00270

(0.00177)

-0.00184

(0.00193)

Number of undergraduates, in hundreds
1.66e-05

(3.74e-05)

4.14e-05

(4.80e-05)

Average dependent student income, in thousands 
0.00122***

(0.000187)

0.00110***

(0.000215)

Average independent student income, in thousands
0.00385***

(0.000263)

0.00415***

(0.000300)

Special designation: HBCU
-0.142***

(0.0142)

-0.140***

(0.0149)

Special designation: Predominantly black  
instituion, or PBI

-0.0171

(0.0128)

-0.00602

(0.0127)

Special designation: Alaskan Native-serving or  
Native Hawaiian-serving institution, or ANNHI

0.0288

(0.0228)

0.0332

(0.0407)

Special designation: Tribal institution 
-0.0810***

(0.0143)

-0.116***

(0.00959)

TABLE A1

Regression results from model predicting repayment rates
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Variables

(1) 
5 year repayment  

rate, 2009–10

(2)
5 year Pell recipient  

repayment rate, 
2009–10

Special designation: Hispanic-serving institution,  
or HSI

0.0452***

(0.00821)

0.0575***

(0.00909)

Special designation: Native American-serving  
nontribal institution, or NANTI

0.0206

(0.0169)

0.0202

(0.0155)

Special designation: Asian American and  
Native American Pacific Islander-serving  
institution or, AANAPII

0.0594***

(0.0108)

0.0701***

(0.0132)

Percentage of dependent students
0.00220***

(0.000216)

0.00257***

(0.000258)

Percentage of white students
0.000219***

(5.82e-05)

0.000153**

(6.99e-05)

Percentage of black students
-0.00131***

(0.000195)

-0.00108***

(0.000178)

Percentage of Hispanic students
-0.000439

(0.000516)

-0.000169

(0.000497)

Percentage of Asian students
0.000725

(0.000668)

0.000774

(0.000833)

Percentage of American Indian/Alaska  
Native students

-0.00209*

(0.00124)

-0.00186*

(0.00105)

Percentage of Native Hawaiian/Pacific  
Islander students 

-0.00169

(0.00218)

-0.00386

(0.00385)

Percentage of students with two or more 
races identified

-0.00126

(0.00122)

-0.00250*

(0.00145)

Percentage of nonresident foreign students
0.000518

(0.000583)

0.00126*

(0.000714)

Percentage of students with race unknown
-0.00135***

(0.000203)

-0.00131***

(0.000221)

Percentage of male students
-0.000443***

(0.000126)

-0.000616***

(0.000145)

Constant
0.577***

(0.0290)

0.513***

(0.0358)
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Variables

(1) 
5 year repayment  

rate, 2009–10

(2)
5 year Pell recipient  

repayment rate, 
2009–10

Observations 3,277 2,698

R-squared 0.887 0.885

State FE YES YES

SE Clustered At County Level County Level

RMSE 0.0650 0.0650

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Note: Results weighted by undergraduate repayment cohort size. All variables accounting for proportion of enrolled students from various 
demographic groups are on a scale of 0–100, such that a one-unit change can be interpreted as a 1 percentage-point change in enrollment 
for that group. The omitted categories for predominant degree and special designation are certificate degree and no special designation, 
respectively. 
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