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‘Risk Sharing’ Proposals Could Impose New Penalties on Community Colleges 
 
As part of the reauthorization of the Higher Education Act (HEA), Senate Health, Education, Labor, and 
Pensions Committee Chairman Lamar Alexander (R-TN) released three policy white papers in the spring. 
The white paper on risk sharing, also known as “skin-in-the-game,” is particularly significant to the 
community college sector.  It explores holding colleges responsible for student success, debt, and default by 
instituting a financial stake for institutions. The contention is that the federal government and students 
already assume some financial risk in issuing and utilizing Direct Loans, and that institutions should assume 
more financial responsibility for student loan debt and defaults. While ACCT along with the American 
Association of Community Colleges (AACC), and a number of other higher education groups expressed 
strong opposition to risk sharing, the idea has continued to be developed by Chairman Alexander and others 
in the Senate.  
 
Recently, a bipartisan bill has been introduced in the Senate on risk sharing by Senators Shaheen (D-NH) 
and Hatch (R-UT). The bill, known as the Student Protection and Success Act (S. 1939) would replace the 
current cohort default rate metric with a system that bases Title IV eligibility on cohort repayment rates. In 
order to remain eligible for Title IV aid, including Pell Grants an institution would have to meet a set cohort 
repayment rate (set at 45 percent for the first year of enactment). Additionally, all institutions would be 
subject to financial penalties based on the amount of federal loan dollars in nonrepayment. Institutions with 
large loan federal portfolios and lower repayment rates would be subject to substantial fines. An initial 
analysis using 2009 repayment rates calculated by the Department of Education as part of the Gainful 
Employment regulation shows that hundreds of community colleges would owe $1 million or more under 
this proposal. However, it’s important to note that even institutions that have smaller federal loan portfolios 
and higher repayment rates would owe penalties as well, but to a lesser extent. The bill does propose that 
penalties collected under risk sharing be redistributed as part of a Pell bonus award, but that formula is not 
specified and may not be favorable to community colleges. 
 
We anticipate that risk sharing will remain an important topic throughout the fall as Chairman Alexander 
determines how to incorporate this policy into a draft HEA bill. While the Shaheen-Hatch bill may not be the 
ultimate proposal included in that bill, we remain concerned about the financial implications of risk sharing. 
In addition to ACCT’s formal white paper response with AACC, we have developed a number of talking 
points on risk sharing. Some of those points include: 
 
 

• Community colleges are intensively focused on increasing student success through a variety of 
educational innovations, particularly in developmental education and in guided pathways.  Increased 
student success will very likely reduce student loan defaults.   

 
• Community colleges, as public institutions, already have massive “skin-in-the-game.”  This comes in the 

form of state and local government funding of the colleges and their students, providing 51% of annual 
community college revenues. Increasingly, at least some of this funding is based on student outcomes. 

http://www.help.senate.gov/imo/media/Risk_Sharing.pdf
http://www.acct.org/files/Advocacy/Letters%20to%20Congress/Risk%20Sharing%20AACCACCTCommentsFinal.pdf


 
• Community colleges do not determine who receives loans, nor are they primarily responsible for their 

collection.  This limits their ability to reduce risk-sharing payments.   
 

• Despite being low-cost institutions with a relatively small percentage of borrowers, community colleges 
would be subject to enormous financial penalties under risk sharing as proposed in S. 1939, the Student 
Protection and Success Act, introduced by Senators Shaheen and Hatch.  

 
• Implementation of risk sharing at community colleges will inevitably result in either increased tuitions or 

reduced educational services for students, and very likely both. There simply is no other option for these 
thinly resourced institutions.  Community colleges operate on the margins, and small declines in 
revenues, whether due to budget cuts or decreased enrollments, often lead to immediate reductions in 
personnel and other core services. 

 
• Community colleges support a variety of measures to reduce student loan default and promote repayment.  

These include new limits on borrowing, an institutional role in determining appropriate levels of debt, and 
new incentives to ensure that colleges are vigilant in helping students manage and repay their loans. 

 
• The federal government must address subpar servicing of federal loans, which will reduce defaults. In 

addition, the myriad of confusing repayment options and corresponding paperwork need to be simplified 
dramatically.  Currently, many borrowers are in plans ill-suited for them.   

 
 
ACCT encourages community college leaders to become familiar with risk sharing as this is becoming a 
significant issue for HEA reauthorization.  
 


