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« The National Direct Student Loan program
has been plagued by high default rates; result- -
ing dn -defaulted loans totaling about $730, .. inny DEPARTMENT OF epucarion ..
million, )

. N “ * i '(:/r( CENTER (gRiC,
Schools GAO visited made inadequate efforts oo UmENt D35 been reprodeng 5
to collect defaulted loans. Schools need to° L. ongnating x| "0 O Organzanon
,adopt. a tougher attitude toward collecting .t '“:'70' changes have b
'defaulted loans; and the Departrpent of Edu- . L qualy
cation should take stronger actions against . oS Of Ve 01 s stare iy s g

ment do not necessgr)

those that fall to do so. , . POsition of poicy ¥ represent otfic g Nig .

een made 1o 1mprove

Schools have forwarded to the Department ° . g
. for collection about 240,000 loans with
outstanding balances of $215 million. ° But -
various problems have slowed the Depart-

collections have doubled; throsgh March . .
,1981-the Department had collected $5.8 mil- . ““
lion, The Department plans to:comtrast.with , .

.private collection agencies for future loan col- *
lections. Also, to motivate defaulters to pay ~

, their debts the Department will allow credit

" bureaus to redisclose student loan default

data to the general credit industry. »
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COMPTROLLER GENERAL OF THE UNITED STATES ’ )
WASHINGTON D.C. 20548 ,

"

. B-200138

The Honorable“Paul Simon . ‘ ’

Chairman, Subcommittee.on T . -

" Postsecondary-Education . . vt
Committee on Education and Labor

House of Representatives

®r

Dear Mr. Chairman: -

s
.

In’accordance with arrangements made with your office, we are {u
reporting on (1) the Department of Education's National Direct
Student Loan program and (2) a recen: decision by the Department
to contract with private agencies for the collection of defaulted
student loans. The report contains recommendations to the Secre-.

tary of Education to strengthen the management of the program and~—
impreve loan collections. :

1

-~
4 H

As arranged with your officé, we are sending copies ' of this
. report to the Secretary of Education and plan no further distribu- )
tion of this geport until 5 days from i'ts issuesfate.- At that -
time we will send copies to interested parties and make copies

available to others upon request. »

> . ‘

Sincerely yours,

. o
- . . .
.
LN .
A ‘ y .
. ‘ . 3
’

Acting Comptroller General
of the United States
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COMPTROLLER' GENERAL' S\EP RT ‘ STRONGER ACTIONS NEEDED
TO THE CHAIRMAN, SUBCOMMITTEE TO RECOVER $730' MILLION
ON POSTSECONDARY FDUCATION, IN _DEFAULTED NATIONAL
HOUSE COMMITTEE ON EDUCATION RECT .STUDENT LOANS
AND LABOR f‘l - .

” DI GEST y

‘
. Since the National Direct Student Loan program
., ,beégan in..1958, nearly $5 billion in Federal funds
" [ have supported loans to‘'about 11 million students.
. These loans are made from revolving funds main-
tained 'by participating schools, which are respon-
sible for making loans and collecting repayments. '
The Federal Government provides 90 percent of the
moneys for the revolving finds, while the schools
provide 10 percent. _The Department of Education
estimates that, for the 1980-81 school year, about
870,000--students received loans at some 3,100 par- L
ticipating instititions. .’
The pfogram has been plagued by high default
rates*-16.04 percent as of Jupe 30, 1979, the
latest date for which data were available.’ .As," .-
- of that date outstanding defaulted loan balances
exceeded $730 million, an increase of about
$29.2 million from tHe previous year. Nearly - °
1,200 schools had default rates of 20 percent or
higher; 315 schools had default rates exceeding*
4* percent.. (See pp. 1 and 2.)

- GAO"s review focused on determining how well
schools were carrying out their- responsibilities
fol administering and collecting student loans and . -
identifying Department of Education actions for
¢ollecting defaulted loans forwarded to it by pﬂr-
ticipating schools. GAO interded to identify- fac- .
tors that have affected student loan collections
at participating schools and have hampered the
Department's collection efforts. GAO believes
that stronger collection efforts are needed by

Vparticipating gchools. The Department's collec-
tion activities also have been inadequdte; how- —
ever, its performance has improved. \ !

. GAO visited seven échoolg in the Midwest with de-

fault ratesyranging fiom 5.9 to 63.1 percent and ' .
. obtained information on 599 defaulted loans. Six

of these school§ had default rates exceeding .

20 percent. The.seven schoqls were judgmentally .
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"Q;faulted borrowers under certain conditions.
o

_ For example:

i3

P - ’ -

selected; ‘therefore, the observations on loan collec-
tion proced@res relate only to .these schools. GAO

also obtained information on defaults and collec- -
‘tions for 33 other schools in the same geographical R

area with default rates exceedlng 20 percent. (See

pp f3 and 4.)

SCHOOLS NEED TO IMBROVE ', o~ . e
"LOAN ADMINISTRATION AND *- - ) .

CO%}EGTION PROCEDURES N r f
. .
Nearly 19 years after program inception, the Depart-_ -
ment of Education developed interim program regula-
tions requiring schools to be diliggnt &nd fofgeful
in ddministering and collecting student loans. These ' =~ .
and later regulations require schools to inform bor-
rowers of their rights and obligations, attempt to
collect from defaulted boripwers by using their own
personnel or commercial collection agencies, and sue (
Many
i these procedures were recommended for use by ‘par- c
ticipating schools before the interim regulations
were issued.  (See p. 2.)
- ) . —
The seven schools GAO- visited did not—fully comply
with' the Department of Education's loan collecfion
procedures. Though they generally did an adequate
job sending bills and collection letters, improve-
ments shduld be made in other areas.. (See .p. 6.)

--Some schools were remiss in counseling borrowers
and maintaining contact with them. (See p. 6.)

--Most &§ the schools had problems locating bor- ,
rowers wr7h whom they had lost contact. (See :

p. 8.)

~~Schools often did not refer -accounts quickly to
collection agenc1es, monitor the status of ag-
counts referred, .and determine the collection

agencies'’ sucdess. (See p. 9.) ’ o

. ‘ e &=
“ 4

o

~-The seven,schools had been reluctant to gue . -7
borrowers to collect‘ﬁefaulted loans. .(See

poall ) o ‘,\a

Several school officials believed that referring e
names- of defaulted boyrowers to credit bureaus could

aid in collecting defaulted loans by providing an

&
’ .

‘
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incentive for repayment. However, this practice was .
impeded by the Family Rights and Privacy Act be- " -

\ ..cause, according to the Department, there were )
only limited situations in which a credit pureau
would ¥e authorized tg disclose information about a .
defaulted loan to a third party. The Department
had taken the position that ‘the act would nded to
be amended before defaulted loan information could
become a practical debt collection tool for schools.

(See pp. 12 and 19.) . . . _ B

COLLECTION OF DEFAULTED NATIONAL T .
DIRECT SWUDENT LOANS HAMPERED .,

Schools have been permitted by law to submit de-

faulted loans to the Department of Education ince

1972. However, it took almost 6 years “to develop
’ procedures to enable schools to forward National

Direct Student Loans to the Department for collec-

tion. -

Schoqls weré advised that any defaulted loan for-
warded to the Department before September 15, 1979,
would not be included in the computdtion of the
schools' default rate, which was a consideration in
awarding Federal fupds to schools for academic year
1980~81. This allowed schools with high default
rates to continue receiving Federal funding under . e
the loan program. (See p. 13.) .
As of September 15, 1979, the Department had re-
ceiwegd, from schools about»240,000 defaulted Na-
tionat Direct Student Loans with outstapding loan
balances of. nearly $915 million. Through' March °
1981, the Department had collected $5.8 million,
most of which had been collected since December.
1280. .The'Departmént's efforts to collect National
Direct Student Loans had been hampered because . .
--Schools failed to provide complete information--
such as loan amounts, loan dates, and social . by
J . security numbers--on defaulted loans; ‘
--collecting these loans was not the highest pfior—
ity of the Dé%artment's collectors~~they were
also responsible for collecting defaulted Guaran- N
teed Stugent Loans, of which they have recovered
riearly $119 million over the past 4 years; and,

s
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‘--a computer system to aid the Department in track-
ing,,K billing, and reporting on -defaulted -loans is
not expected to be completed until the latter
vhalf of 1981. (See p. 20.)

Many of the loans turned over to the Department by
schools GAO visited were in default for a number

of years, which could make collection difficult. By
law, loans -nmust be in default for at least 2 years
before they can be turned .over to the Department..
School officidls and Department regional office
collection officials believed .that forwarding de-
faulted loans to the Department sooner could help
-to increase collections. (See'p. 23.)

REDUCTION PLANNED IN THE
NUMBER OF FEDERAL .COLLECTORS

-

The:Bepartment plans to reduce the number of its
collectors from 955 to 250 by January 1, 1982, and
-to contract out collections of defaulted loans.

The Federal Claims, Collection Standards (see p. 27)
allow agencies to use private collectors, subject
to'certain limitations and guidelines.- GAO believes
that _agencies are ultimately responsible for deter-
mining the extent to which contracting out is appro-
priate. The standards provide for the use of pri-
vate collection agencies when it is cost effectlve

T and otherwise: practical.

A Department task force study and a contracted study
concluded that the use of private collection agen-
cies would be at least as cost effective as the use
of Department collectors. However, the statistlcs
contained in these studies do not conclusively sup=~
port that contention. The contracted study's cost
data indicated that the collection efforts in one of
the Department's regions were clearly outstanding
and could not be duplicated by a prlvate contractor.
(See p. 25.) )

yp——
Some Department regional officials raised -several
concerns regarding the use of private cqllection
agencies and believed that these agencies would
not Be able to match the performance record of
,Federal collectors. (See p. 26.)

]




RECOMMENDATIONS TO THE
SECRETARY OF EDUCATION

etar :
The Secr Y should S~
--Require schools to comply with the Department's
loan collection procedures, particularly with
respect to bringing suit against defaulted bor-
rowers and submitting defaulted loans more quickly
to collection agencies. (Seé p? 17.) .

Y

-~Require schools to monitor results of collection
agencies' actions. (See*p. 17.) .

~-Establish limits for the time-a loan remains with
an agency for collection. (See p. 17.) ,
- --Establishpzﬁ acceptable default rate and suspend
. from the ogram or withhold Federal funds from
schools that exteed the established .default rate.
(See p. 17.) _ - .
--Determine whether submissions of National Digect
) Student Loans to the Department for collectidn
"earlier than the statutory 2-year time limit would
be beneficial to collection efforts and, if so,
consider prpposing legiglation to allow schools to
submit aulted loans as soon as possible after
completion of required collection activities.
(See p. 28.) )
--Propose legislation to allow credit bureaus to re- .
4 distlose student loan data referred to tHem if the '
Department's review shows that such redisclosure
is presently restricted by law. Should the De- -
partment find that present law does, not restrict
.credit bureaus from redisclosing student default
data, the Secretary should advise .schools and
., credit bureaus of this matter. (See p. 17.)
2 L4
--Monitor the Department's use of private collection
agencies t& insure that their use is the most cost- .
effective means of collecting defaulted student
Loans; any redssessment should consider the col-
lection program that was in place in one .of the
1 - Department's regions that was returning approxi- - .
mately’ $6 for every $1 spent. (See p. 28.) ) .




DEPARTMENT OF EDUCATION COMMENTS .
AND GAO'S EVALUATION -

In a draft of this report, GAO had propoesed that the
Department assess the economic feasibility of its
plan to use private collection agencies to make sure
that their use'is ‘the most cost-effective means, of
. collecting defaulted student loans. GAO péinted out
# that any reassessment should consider the potential
~ of agencywide application of the' collection. program
presently in place in one region (san Franciscp)
o that is returning $6 for every $1 spent. 1In its
response to GAO's draft report (see app. .I),.the
Department stated that 'it contacted the Office of
Management and Budget . (OMB) about the necessity
for conducting a formal cost analysis as required
by OMB:.Circular A-76 and was informed by OMB that
such an analysis was not required.

*

- C

The Department stated th!ﬁ it reViewed the best -

" available evidence relat® to the use of private
collection agencies (i.e., the contracted study dis-
cussed on p. 24) which shgwed that.private sector
‘pilot projects were performing efficiently and .
effectively. The Department further stated' that -
there were a number of factors which could not be. .
quantified in the.analyses but which it believed .
strongly +favored the private sector_option and would
swing the cost c0mparison in the private sector's
favor. ‘ o s

-
A e (.

.

The Department said, however; that it plans to ex-
amine the performance of the San Francisco regional
office staff in an attempt to determine ‘whether
there really is a significant cost difference.

GAO believes that Federal agencies have the ultimate
responsibility for determining the extent ,to which
contracting with private collection agenc1es is ap-
propriate. As noted on page 27 of .this report, an"
April 17, 1981, amendment to the Federal Claims
\ Collection Standards allows agenc1es to use private
collection agencies when "it' is cost effective and .-
otherwiseé practical, ‘While the Department's deci- -
’ sion to use priivate collection agencies was ‘based -
. on the "best available evidence" as the Departmeht
. pointed out, that. evidence did wiot concluSively show
S that private collection, agencies are more efficient

-t

- or. effective than Federal collectors,. . -
. ‘ . - ~ /\' U
vi~
| R
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Because the. Department intends to award a collec-
tion wontract soon, ‘it may not be practicable to

. perform a detailed cost assessment before the

~and 29,

Turﬂ%&

contract is ‘awarded. The Department, however,
should monitor the performance of its collection
contractors to insure that the collection of de—
faulted loans is being carried out in a manner
that will return the most Federal dollars at the
least cost to the Government.

The Department agreed to jnitiate action to allow
commereial credit bureaus to redisclose student
loan default data to the general credit industry.
Thus, credit bureaus can' now enter student loan
default \information. into the credit information
mainstream as they would any other credit infor-
mation. (See p. 19.)

The Department agreed-with GAO's other recommenda-
tions. Its comments are discussed on pages 17 -

2
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" CHAPTER 1 " C

‘ - C . INTRODUCTION
The National. plrec@ Student Loan (NDSL) program authorized by

part D, title. IV of the ngher Education Act 'of 1965, as amended
(20 u. S.C. 1087 aa-ii); is"@ continuation of the National Defense
Student Loan program authorized by title II of the National Defense
Education Act of 1958 (Public Law 85-864). .The .progkam provides
Federal funds ,to institutions of higher education to make long-
term, low-interest,loans to qualified students:»who need assistance

.~ in @}nanc1ng their.. educatlon ’

. Generally, to be eligible for a loan a student must be a U.S.
citizen, be enrolled at least half time at a partieipating‘higher
education institution, and demonstrate financial need.’ Loans are
V' ' made from revolv1ng loan funds maintained by participating schools.

" The Federal Government. prov1des 90 percent of the moneys for the

revolving funds; the schools' share represents at least one-ninth

of the Federal funds. Collections of principal and interest from

prior loans are also deposited in the schools' revolving fund.

The schools are responsible for making loans and collecting repay-
> ments either themselves or through an agent.

The Department of Education (ED) 1/ estimates that, for the

» 1980=-81 school year, about 870,000 students received loans at
about 3,100 participating schools. Since the program's inception,
nearly $5 billion in Federal funds have supported loans to about
1l million sWgdents. As of‘'June 30, 1979 (the’ most current date
.for which the data were available), about 875,000 students had de-
*fawd ed loans with outstandlng balances- exceeding $730 million.

. The actual default rate 2/ for the program was 16.04 percent.

P~

. e
2y < > - “
-y PO .. :

B " w’ ~“’ - H -
1/0n October  t7, 1979, the President signed the Dtpartment of

o Education Organization Act (Public Law 96~ 88) ckeating a De-
7 partment of Education to administer all educatiion programs that
AR had been administered by the Department of Hea th, Education, -
v and Welfare (HEW). -The 'act also changed HEW's jname to the De-

partment of Health and Human Services. On May ‘4, 1980, respon-
""sibility for the activities discussed in thls neport was given
9&1 »‘to the new Department of Educatlon.
vy
2/The Department of Education determlnes "default rates" by divid-
1ng the principal amount outstandlng on Defense and Direct Loans
in default for 120 days 1f repayable in.monthly installments,
+ or 180 days if repayable in less frequent installments, by the
. matyred jloans (principal amount of all loans made minus the
‘' 7. .prineipdl amount of loans thgt\have not reached‘the repayment -
a per;od)

"/\,, =

-
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As of June 3Q, '1979, 1,160 schools had default rates of
20 percent'or higher. Of these,. 315 had default rates of 41 per~"
cent or more. * The f¢llowing table shows the range of default
rates for 3,153 schools paxticﬁfating in the NDSL program as of

~ June 30Q, 1979. i )
« ‘ . . . - -
Default rate - ' Number of . Percent of .
range ‘ 1institutions + - institutions
(Percent) AL -
IR R A T S 40.95
K 10 -"1¢ ) 702 . .7, 22.26 Lo
. '20 - 30 - . 559 17.73
.’ 131 - 40 - 286 . 9.07 ,
.. 41 - 50 . 139 - 4.41 L
¢ 51 - 60 L 101> 3.20 :
© 61 - 70 S 46 1.46 S
71 -80- .17 .0.54 é 3
, 8l - 90" . 9 ' 0.29 .
91 =100 ' 3 0.09 - .
* ¢ . : 1. 3 .
' STUDENT BORROWING S PR
. . h , V ,

", Before enactment of Public Law 96-374, the' Education Amendments
of 1980,. dated October 3, 1980 (20 U.S.C. 100lg, students could,
borrow:' (a) $2,500 if they were enrolled’ in a vocational program |,
or if they had completed less than 2 years of a program leading to
a bachelor degree, (b) $5,000 if.the¥ we undergraduate students
and completed 2 years of study toward a bac elgr's‘deék?e (this
includes any amount borrowed under the NDSL program for the first
2 years of study), and (c) $10,000 for graduate or professional
study .(this includes any amount borrowed under the NDSL program
for undergraduate study). , Loans were made at a 3-percent interest :
rate. Public Law 96-374 increased the maximum amount that may be
borrowed by the’'above three categories of gtudents-to $3,000,
$6,000, and $12,000, respectively, and.raised the interest rate -
to 4 percent. v

$

'Students are allowed a grace:period before their initial loan
payment is.due. Before Public Law 96-374, loan repayments began '
9 months after the studenfwcgasédkgo be enrolled on at least a
half-time basis. -Public Law 96-374 reduced the grace period to
6 months. Repayments, which may be spread over a 10-year period,
may be deferred up to 3 yeaxs for service with VISTA, the Peace
Corps, or military service.® . . .

PROGRAM ‘REGULATIONS -+ *

“

In 1976,4apput'19 yéérs after the o}iginal program was estab-
‘lished, ED dssued interim program regulations which required
schools to be diligent and forceful in collecting student loans.

- -
o

2 -
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The regulatlons required schepols to provide students with
» (1) information on their rights ahd obligatians before making the,
loan, (2) exit interviews before Yhey left school, (3) .advance
notices during the grace period of\the due date for initial loan
payment, (4) bills as .payments becate- due, and (5) three past due
-notices and a final -demand letter 75 days after a payment is missedl

‘ .The negulatlons also requlred schools to search for borrowers with

* collection.

.

by uslng thelr own personnel or commercial collectlon agenc1es.'
Final regulatlons, which were subsequently 1ssued adopted the pro-
visions of the interim regulations and added more specific require-
ments concerning past due notices. The final regulations also, re-
quire schools to sue defaulted borrogers under certa1n condltlons

: Before the interim regulatlons were issued, program manuals
and other guldance proV1ded to schools recommended the use of many
procedures contayned in the regulatlons.

In an effort to collect deﬁaulted loans, in March 1978 ED
established procedures to 1mplement section 463(a)(4) of Public
Law 92-318 (20 U.S.C. 1087(cc)).dated June 23, 1972, which permits
schools tofsubmit loans in default for 2 or more years to ED for

Schools must denonstriate that they have attempted to
'coIlect the defaulted loans before- submitting'them to ED., : ‘

.

OBJLCTIVES, AND METHODOLOGY

SCOPE,

Because of the growing concern over student loan defaults,
eur work focused on deﬂérmlnrng how well schodls were carrying out
their responslbllltles for administering and collecting student
lofz@ anpd identifying conditions that might affect collections and
deféult rates. In addition, we wanted to, determlne ED's progress
in collectlng defaulted loans forwarded to’it by participating
schools and those factors that" have" hampered its collection
efforts. Two of our prev1ous reports discussed the status of the.’
NDSL program at selectéd schod¢ls and the need to improve the ad-
ministration of the progradm. l/ This report examines the collec-
tlon aspects of the. program.

Q

-

<
) We visited seven schodls in the: Midwest that included publlc
and private schools with large and small ‘student populatlons in
.rural and urban areas. These schools were selected on the basis

<

-

o [y

> - f
1/"Status of Office of Educdtion's National Direct. Student Loan
gnds at Selected Postsecondary Educatlon Institutions"”
(

RD-78-94, May 2, 1978)
“Ph
\tioﬁxb
(‘HRD

v
4

ational'Ddrect Student Loan Program Requires More Atten-
Y the Office of Education and Participating Institutions"
7-109, June 27, 1977). ?
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of default rates published by ED as of June 30, 1978, which were
#xhe latest available when we bégan our work. We obtained from the
. schools' fiscal operations reports submitted to ED for the period
ended June 30, 1979, information on the schools' collection activi-
ties, including the number of (1) loans in-default, (2) borrowers
with whom the school lost contact, and (3) borrowers that were sued
for collection.
“
In addition to the seven schools visitedﬁfﬁimilar information

was obtained from fiscal operations reports for 33 other schools

in the same geographical area with default rates exceeding 20 per-
cent. Overall, default rates for 15 of the. 40 schools exceeded

40 percent; 1 school had a default rate of 82 percent.

The seven schools visited were~3udgmentally selected &nd in-
«cluded mostly schools with high default rates. Therefore, our
- observations are applicable only to these schools. Default rates
at six schools exceeded 20 percent; the highest was 63 percent.
The seventh school had a 5.9-percent default rate. ‘

During our visits to the.seven schools between January and
August 1980, we interviewed school officials and reviewed files on
599 defaulted loans. At five schools where the default rates were
over 25 percent, we reviewed files on about 9.percent (470) of all
. loans in default as of December 31, 1979. Of tHese, 231 loans went
into default before ED's 1976 1nteram/{egulations on loan coLlec--\\\
tion and the other 239 afterwards.

r >
At the school with the 5.9~percent default rate, we reviewed
files on all 63 loans in default at June 30, 1980, which uexb made
after ED's 1976 interim loan regulations became effective.” For
the 'school with a 2l-percent default rate, we selected 66 loans
representing 33 percent of all loans in default at June 30, 1980,
involving students who' graduated or dropped out of school on or i
after igust 1, 1977. :

From an ED report we obtainé%/default rates as of June 30,
1979, for all 40 schools and compared them to previous years' de-
fault rates to determine whether the rates had declined. We re-
viewed ED's report showing funding awards for the 1980-81 school
year to determine whether schools with high default rates were
awarded additional NDSL funds. ]

%9

We 1nterv1ewed ED officials reéponsible for administering
the program, visited two ED regional offices to determine their
efforts in collecting defaulted loans which had outstanding prin-
cipal balances of about $49 million as of May 1980, and reviewed
available Certified Publié Accounting and ED reports relating to
the schools' NDSL programs. >
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Since completion of our work, on March 18,1981,
its plans to reduce the numBer of Federal collectors
with private‘qgllectioq agencieg for thé recovery of
student loans. &E£D's plan was Based, in part, on its
report and a private contractor study, both of which
Federal versus commercial collettion activities. We
studies. : Y )

7

ED announced
and contract
defaulted.
task force
addressed the
reviewed the




-7

S s mmmege g

Tt o, :

CHAPTER 2

WEAKNESSES IN SCHOOL LOAN

COLLECTION PROCEDURES

. The seven schools we visited did not fully comply.with all of
ED's collection procedures. Though they generally: did .an adequate
job sending bills and collection letters, impravements should be’
made in other areas: Some schools were remiss in counseling bor-
rowergs and maintaining.contact with them both before they léft
school and during the grace period. Most schools could not locate
borrowers w1th whom they had lost contact. ;‘

The schools often did not refer defaulted accounts promptly
to collection agenc1es, monitor referred accounts, and determine
the collection agencies' success. All seven schools had been
reluctant to sue borrowers to collect defaulted loans which may
have contributed to the high default rates.

None of the seven schools, referred defaulted borrowers to
. credit bureag Schools ‘are permitted to refer them to credit
bureaus, but“there are only limited situations in which a credit ,

bureau would be: authorized to .disclose information about an NDSL
defaulter to a third party. Such a restriction impedes the effec-

tiveness of reporting to a, credit bureau,

Recent audit regorts issuedgby Certified Public Accounting
firms concerning four of the five schools we visited recommended
that they place greater emphasis on collections. * Many of the
defaulted loans have' recently been turned over to ED for collec- Py
tion. (See ch. 3 for ED's collectioh efforts.)

BORROWERS NOT GENERALLY INFORMED
OF RIGHTS AND OBLIGATIONS

ED regulations require schools to inform gtudents of their

rights and obligations before NDSL funds are given to them and
again before they leave school. Although preloan counseling inter-
views are not required, ED strongly recommends that. schools inform .
students of their rights and obligations through personal inter-
views. If an interview is not held, a statement of obligations - .

. muast be given to the borrower, and the schools are urgéd to have -
borrowers sign or initial a statemént indicating their rights and
responsibilities have been explained to them. If a borrower leaves
school without notice, the school must mail two copies of the in-
formation that is required to be covered in the exit counseling
session and request the borrower to sign and return one copy.

. Counseling sessions give the borrower and the school an opportu-
nity to review the terms of the note, explain rights and obliga-
tions, and resolve problems.

> —
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- At the sewven schools visited, officials told us they provided
preloan and exit counseling to all borrowers. However, the records
we reviewed at these schools did not contain ev1dence that all bor-
rowers were provided such counseling. i

' \

Of the 599 loan files reviewed at the seven schools, 431 N
(72 percent) did not contain evidence that preloan counseling was
provided to borrowers. We were told at one school that preloan )
counseling had been initiated only durlng the past 2 years; at
another school it had been 1n1t1ated in the spring of 1979, when
it became mandatory for all students Officials at four schools
told us that some students do not realize they are receiving
loans. .

\

Regarding exit counseling, our review of defaulted loan files
showed that 13 percent or 78 of the 599 students sampled were per-
sopally counseled before leav1ng 'school. Of the other 521 students,
38 percent or 198 students -were Ealled counseling information as
required;, but only about 19 percent or 38 students responded.
According to officials at two schaols, student response to mail
counseling was generally poor.

The five schools with the hlghest default rates did a poor
job of prov1d1ng exit interviews. Documentation at these schools
showed that only 152 of the 470 defaulted borrowers ‘gampled were
personally counseled or mailed counseling data. One of these
schools had no documentation to show .that any of the 88 borrowers
in our sample received personal exit interviews. Documentation at
the two schools with the lowest {efault rates showed that 124 of *
the 129" defaulted borrowers were personally counseled or mailed
counseling data. N

&

" »

. School off1c1als gave various reasons why persohal exit coun-

- seling was not always done. Some students dropped out of school
without notlfylng the school. {Locatlng these students and coun-
seling them is extremely diffi'cult. Sometimes the business office
was not notified for severaljweeks of students who officially with- °
‘drew from school or whb graduated making personal counselin ir-
tually impossihle. Frequently, students did not show up for hed-
uled counseling appointments. At one school, until May 1980 exit

. counseling was done .for spring graduates only, and many of them
failed to appear for scheduled counseling. Since then, however,
exit counseling 1s provided quarterly to students. '

\, ADEQUATE GRACE-PERIOD NOTICES * A

NOT PROVIDED TO BORROWERS

»

¢ Once students cease to be enrolled on at least a halftime

basis, a grace period is allowed before the initial payment on
* the loan is due. For those loans in our sample, the grace period
s was 9 months. ED regulations required schools during the 9-month.

v?
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. ‘ . . -
grace perlod'to notify’ borrowers three tlmes during the grace
period--90, ‘180, and 240 days after they leave school--of pendlng
payments due.. The notlces are intended to fatilitate billing for -
loan payments, Schools, however, did not\iiways send the required

) grace-perlod notices.

our review of 46 defaulted loan files at Qne school showed
that 36 borrdwers were not provided grace-perlod notices. Accord-
ing to recent audits by Certified Public Accouhting firms, three
schools were not sending-out grace-period notices :at the prescribed
times. The-audit reports- noted that, during the grace period, one .
school sent only one hotice, the two other schools sent only two
notices. A Certified Public Accounting firm's audit report for
another school noted that it did not promptly notify its billing
agency when borrowers entered the grace period to ensure notices
are sent out on time. (Some schools-used commercial billing agen-.
cies to send out grace-period notices.) The failure to send grace-
périod notices to borrowers may partially explain why 66 percent
or 346 of the defaulted borrowers included in our #mple at six
of the schools we visited had not made any payment on their loans.

L4

SCHOOL COLLECTION .

_PFECTICES ARE WEAK ’

Schools must attempt to locate defaulted borrowers and, if
successful, send them three past due notices and a demand letter
75 days after a payment is missed. The seven schools generally’
complied with the requirements concerning past due notices when
the borrowers could be located; however, the schools frequently
'lost contact with them. Also, (1) demand letters sometimes were
not strong enough to make them effective, (2) the seven schools
generally did not promptly send defaulted accounts to collection
agencies, and (3) the schools had been reluctant to sue borrowers.
Schools lose contact
with defaulted borrowers : : ——— e e

If the location of a borrower is not known, ED regulations
require schools to conduct an address search, which is referred
to as skip-tracing. A school may do its own skip~tracing using
the Intérnal Revenue Service and other sources, such as school
records, telephone directories, and motor vehicle registration
and licensing records. It may-also hire a skip-tracing agency to
locate borrowers. ' ‘ .

Fiscal operations reports at the seven schools visited showed

., that these schools did not know the location of about 1,900 bor-

rowers who, as of June 30, 1979, had outstanding loans totaling
nearly $1.6 million. The fiscal operations reports for 33 other
schools ,showed that they did not know the location of more than
8, 000 borrowers whose outstanding loan balance' as of June 30,
1979 totaled $5.4 million. S
«<0
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. . Some schools we visited did little-to locate borrowers. ‘At )
one school no' skip-tracing activity was done--all accounts 90 days
old were sent to a collection ‘agency. Two other schools did a
limited amount of skip-tracing. S

)

. -
-

Stronger demand letters. could
be more effective

"4 Regarding demand letters, officials at two schools said their
schools' demand letters were weéak and should contain more forceful
language. The letters used by one school informed borrowers that
their account was past due and simply “encouraged the defaulter to .,
make a payment-or indicate why one could not be made. A schrool
official said he desired stronger .letters, but was advised by the , *.
school's legal counsel not to chaqge these letters. '

At the second -school,” until recently demand letters reminded °
. students that a balance was due on their account and that .a check
would be appreciated. The school revised its collection(letters,
SO that’ the letters now inform the defaulted borrower that if pay-
ments are not received the school will use the‘servicés of a col-
lection agency or initiate litigation. .' .
Schools need to 'inaké better < . . . .

use of collection agencies ' . , :

. >

The records at the seven schools showed that 245 (41 percent)’ ’
of the 599 defaulted loans had been sent to collection- agencies. ’
Some defaulted loans were not referred to colkectionldﬁencies be~
cause borrowers were granted deferments or made payments on their
Toans after receiving several demand letters. Many other 1loans
v not referred to collection agencies were in default for several.
-years. Some schools were in the: process of’ forwarding defaulted
‘loans to collection agencies at the time of our visit. :

vy

.ot P

Only two schools sent defaulted accounts to a collection
agency on‘a regular basis. One of these used.its own collection ‘
~ spectalist-first; ‘but referred all uncollectible-accounts td o - T
collection agency after 6 months. 'The other referred all accounts - ’
that were 90 days past due to a collection agency., !
. , ) v ,

At the other five schools, in many cases substQntial time
elapsed between the last contact with the borrower and ‘referral - . '
to a collection agency. School officials provided varying expla- )
nations for the delays: - "

.-~
. L3

-~One school had not referred any loans to a collection N :
agency for over 2 years because it was in the process of

. selecting a new collection, agency. The school'left accounts
with billing agencies for 2 and 3 years before referring o
them to a collection agency. DuUring the period the accounts

- -
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were with the billing agency, the school attempted collec~
tion only when staff became available.j ) o

z -

‘=-=A second school referrdd accounte to collecbion agenciee N
only when the addre%s of the bdrrower was known. However, = .
the school was able to locate very few of jits ‘borrowers and
thus pnade few referrals to collection -agehcies, - A

-=A third school lacked staff to review loan accouﬁte on a . !
timely baeis and refer them to colleéfi%n agencies.

-=A fourth school ‘suspended the use of collection agencies&
for over a year. When use of collection. agencies resumed, -
the school had insufficient staff to review and refer ac-
counts, where appropriaté, to collectfon agencies on a .
timely basis. . Sl T
> 6
- =--The fifth scho@l did.not have a collection manager for
about 4 months. 1I1ts former manager had been lax in han-
"dling collections. The newly hired manager tgld us he .
planned to begin referring accounts to.collection agencies
more quickly.- He said that, in the past, hilling stopped
~on an aécount when it was 120 dayg past due and presumed
to be with a collection agency. He said ih many cases the'¥
school was not referring-the accounts to ar collection o
agency or following up with the borrowex. . t

~

A collection agency "official- told us that chances for colledting

are best during the first 3 months after default if Bufficient’

background information about the borroyer is provided. . ,
Once accountL were placed.with collection agencies, the . .

' schools generally stopped monitoring the accounts. .0Only two of

the seven sthools gave collection agencies a timé limitqfor col-

lecting referred loans. After 6 months, these schools required

the agencies to return all uncollected accounts. ‘The other five .

schools left accounts with collection agencies until the agenciee ]

decided to return them to the schools. Loan acs:gatewreferred by . .

one schoolgremained with the collection agencies\for up to 3 years, - ‘“

with the average being about 1 year. Records at’ dnother school . .

indicated that, as of March 1980, 24 accounts ‘had been with .a ‘col- ' 4

lec;}on agency for over 2 years; no payments were received on 8 of

these accounts. - .

°

We aeked three collection agency officials what percentage
of NDSLs are collected. Ong said about 50 percent of the dollars
referred are collected, another said 35 to 40 percent of:the ap- ’
counts were collected, and the third said that depending on the
school, 10 to 90 percent of.the accounts are collected. Statis-.
tical reports from another collection agency indicated that about (
" 12 percent of the dollar amounts referred by one school has been -

collected. - — .

LI ’
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The following§ table shows for the seven schools”the doliﬁr
value of loans reMerred to collection agencies as of July 1, 1978,
and the amounts collected during the year.  This information:'was

obtained from fiscal operations reports submitted td ED by the
schools. It does not include amounts referred to or returned by

. collection agencies during the year.

—

Loan amodhts

/ collected ®
) Loan amounts - (note a)
/ referred as between .
School of 7/1/178 '7/1/78 to 6/30/79
A © $272,257 ' $15,063
B 51,608 110 '
~ . c 43,422 . 4,347 :
D 25,503 . 3,582 =
b/E 932,918 6,423 , :
F « 184,804 25,574 .

a/One-third of the amountsVcollected'generally is paid to'the col-
lection agency as its fee. . .

]

b/Instructions for filling out fiscal operations reports advise
schools to report the totai principal amount outstanding 'if that
“amount has been declared due and if the school has turned the
entire amount over to a collection agency. .The amount School E
reported represented the total principal amount outstanding on
defaulted loans rather than only the past due amount referregd,
to collection agencies.

[

, Officials at three schools expressed concerm about the small
amounts being collected by the agencies. Two of the schools had
recently changed collection agencies, while the other school was
‘contemplating a change.

:

Schools have been }eluctant'

—— ———to—sue—borrowers
- -— ',

" . After all collection efforts have failed, ED's loan collec- *
tion reguiations require that a school sue the borrower if (1) the
borrower can be located, (2) the borrower .owes over $500, (3) the
Borrowergﬁgg agsets that will cover the outstanding debts, and '
(4) the borrower has no known legpl defense (e.g., statute of
limitations). However, schools are not prohibited by the regula- .
tions from seeking litigation if the four conditions are not met.

Only three of the seven schools visited had .brought suits

- dgainst defaulters. Acqcording to fiscal operations reports, as

of June 30, 1979, the three schools were in the process of suing

4 Il ‘ .\
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33 borrowers. A fourth school had recently begun litigation on Y

~.a few cases. The seven schoolsg had .about 7,100- defaulted loans

with outstanding loan balances of $7.2 million as of June 30,
1979. .- | . &
- s ‘

' Officlials at three schools told us that.the schools have
beén reluctant to litigate in the past, not wanting.to tarnish
their image. An official at one of these schools said that the
school was reluctant to sue graduates because school officials
did not want to jeopardize potential contributions to their alumni
funds. Howeyer, officials at six of the seven schiools said they"
are now ready to sue borrowers when warranted. Offitials at the ,
seventh ‘school, still are relugtant to sue Porrowers and, in fact, ¢
have refused to authorize stiits against four defaulters who had
been’ recommended for litigation by a collection g?ency; ’ s

. o ~ .
The fistal operations reports for 33 other schools showed

that ‘9 schools as of June 30, 1979, were’in the process of suing

~

, 149 borrowers. A regional manager of a national collection agency

told us he believes that most schools are .not ag interested in

'cpllecting logns as they are in maintaining their image and,. there-

fore, prefer not to sue defaulted borrowers, even wheh a suit is

Zarranted. He said that one school still refuses-‘to bring suit g

gajnst any defaulted borrowes. ) -
: \
USE OF DEFAULT DATA BY ) R
CREDIT BUREAUS HAS BEEN LIMITED ' ‘ . . '
/
In reviewing collection procedures, we asked school officials
if they referred defaulted borrowers to credit -bureaus. None of
the seven schools visited had made referrals even though several .
school gfficials believed referrials gould help in collecting de-s
faulted loans. One school 3fficial added that borrowers often do
not repay their NDSLs because they know that their credit will not
be affected. T -

B

An ED official stated that schools are encouraged to use .
credit bureaus in an effort to=collect defaulted loans. Reporting =
NDSL defaulters to commercial credit bureaus -could provide an in- 5
centive for repayment. A defaulter's failure fo pay could prevent™
the individual from obtaining future credit since other lending

'institugions are warned that the perscn may ‘be unable or -unwilling

to pay Jdutstanding debts. . ) . BN

- N . .
However, the effectiveness of reporting defaulted loans to !

credit bureaus is impeded by the Family Educational Rights and
Privacy Act (commonly referred to as theBuckley Amendment). This
Amendment regulates the disclosure of information from the educa-
tional records of schools in order to protect the privacy of
parents and students. The Amendment allows schools {0 disclose
personal information without the prior written consent of the

-~
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student in connection with financial aid received. However, -the
party to whom the information is disclosed may, accordlng to ED,
.~ ' Dbe, restricted from disclosing it to others. - .
. ED adggifsed the effect of this.Amendment on reporting NDSL
default in nation in a February 1980 letter to.a Member of Con-
- gress. In that letter, ED concluded that the Amendment would
“.allow a school to disclose defaulted loan information to a credit
bureau as part of the school's collection effort. ED pointed out,
however, that this disclosure would be subject to a condltlon--that
the party to whom the information is disclosed would not redisclose
it without the student's prior written consent or unless otherwise
authorized to 'do so. ED recognized that there are only limited .
situations in which a credit bureau would. be authorized to ré-
disclose information about an NDSL default, such as where another
school makes a credit inquiry to the .credit bureau because the
student had applied for additional as'sistance. ED recognized that
the restriction on redisclosure imposed by the Amendment 1mpedes
the effectiveness of reporting as a debt collect%on tool. It con-
cluded that the Buckley Amendment would need to be amended if the
reportlng of NDSL default information to a-credit -bureau was to
‘become a practlcal debt collectionh device for schoola to use.
Se e .
~ During- an earlier rev1ew of public and prlvate sector debt -
collection pgactlces, 1/ private-sector credit ndustry officials \
told us that the single most powerful motivation for Lnd1v1duals
to pay their debt was the stigma of having their credit ratings
reflect that they ‘have not paid debts on time. The vast majority
of Americans rely on credit to buy the things they need. Industry
and credit bureau people we questioned said that, when faced with
‘ the loss of crgdlt, the majority agree to Ré! their bills.
. . An ED official advised us that credit bureaus- are unwilling
to accept information on defaulted, NDSL borrowers if' su¢h informa=-
\5 tion cannot be used to respond to all ihquirie#& about a pergon's
credit worthiness. Since its Februqry 1980 letter, dquestions con-
#* cerning disclosure authority of credit bureaus under the Buckley
Amendment have been raiséd. According to ED, it recently obtained
a legal reinterpretatidén of the act. Credit bureaus can now enter
student loan default information into the credit information main-
stream as they would any, other. credit information. (See p., 19v)

 SCHOOLS WITH HIGH DEFAULT RATES g Lo N
CONTINUE TO-RECEIVE FEDERAL FUNDS :

ED continues to make additional NDSL funds available\td
gohools that have high default rates. Many schools were-able.to
assign or refer a significant number of defaqlted\loans to ED for

- . .

' .
1/"The Government Can Be More Productiye in Collecting’ Its Debts

by Follpwing Commerc1a1 Practices" . (FGMSD—78 -59, Feb 23, 1979)

ERIC ~ . 25 s
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21 for details on assig

~For 'the awarq,year 1979 80, "NDSL funds to schpols were’ reduced,
a. According’ ‘to an ED offi--

if they did not meet similar criteri
‘cial,
year were-reduced by about $90 milli
- few schools were declared 1nellglble
.award year becauSe they were able to

.faulted loans to reduce their default rate by 25 percent or, certify

that they’'were folrlowing sound-loan
ED 'official said the certification w

indicating on an ED form- whether,or not loan collection procedures’

-were belng, followed and. having the s
y officery indicdte that the form had b

Although. school default rates f

reduced, the“NDSL program overall continues to have a high default -

rate--16,04 percent as of June 30,.1
ED ,has cilculated the default rate)

Federal NDSL funds to 1,260 schools for the '1979-80 award

on However, he said that -
for funds for the 1980-81-

assign or refer enough de- .

collectjon: procedures The
as accdmplished by schools

chools' chief financial aid
een correctly fllled out

or some schdués have been

979, .(latest date for which
Fiscal operations reports

-
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T we rev1ewed for the 40 schools showed that about 16, OOO borrowgrs

had loans in default for 2 or more y
ber 15, 1979, 11,400 loans with outs
$8.5 million had been asslgned or re
d At the seven schools,
in default for 2 oF more years, and
‘assigned to ED 2,151 loans with outs
“$1.9 million.

ears and that as of Septem-
tanding balances totaling
ferred to ED. ’

the schoods had ‘referred or
tanding balances totaling

2,089 o0ld loans told us that the lack of staff prevented £h

'sendlng defaulted loans to ED. Offi

cials. at twp other schoo s

stated that they were unable to document colle¢tion attempts as
required by ED regulations before such loans could be forwarded

tO ED . ,"' - @
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»
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The (oans assigned or- referred to ED, by~ the ‘séven schools

before September 15, 197%, were not

1ncluded as part of £he .

| schools'’ default rate in determlnlng whether they were to
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loans to about 4,240 borrowers had been

Officials at two schools holding most of the other
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“‘receive 1980-81 Federal funds. The following table shows default

-~

rates for 1978 and 1979 at ‘the seven schools and the effect of not
including assigned or referred loans in the default'rates. The
default rates for 1979 in column A were calculated by deleting as-
signed or referred loans to ED; the rates in column B include such
loans and .represent the schools' actual default rates.

Default rates

= June 30, 1979

School - June 30, 1978 A B
(Percent)

A 45.7 . 29.2 40.6

B 60.4 58.0 72.2

.C . ‘63.1 . 23.4 58.3

D 45.9 46.4 48.7

E 32.6 .21.6 39.5

F ré9 4.9 . 7.0

G 21.1 13.5 15.9

N\

- Three of the flve schools with the highest default rates were
funded for the 1980-81 school year. Two of these schools, whose
default rates during June 1978 to June 1979 increased from 60.4
and.,32.6 percent to 72.2 and '39.5 percent,. respectively, received
Federal funds of $90,000 and $496,000 for the 1980- 81 award year.
Both schools- were also funded during the 1979-80 ‘award year. The
third school whose default rate dropped from 45.7 to 40.6 percent
received additional-NDSL funds of $240,000 for the 1980- 81 year.
This school was not funded the previous year.

Of the other tw schools, one discontinued its participation
.in the NDSL program while the other school was authorized to con-
tinue making loans from\balances.in its revolving fund. An ED
official stated that ED|conducted only one NDSL program review
over the past 3 years a six schools visited with the highest
default rates. The report on' this review recommended that the
school* strengthen ‘its collection efforts and develop a long-term
plan tQ reduce its default rate.

In addition to the-: séYen schools visxted,\s:hxlqr reductions
in default rates were noted for 32 of 33 other schools. For ex-
ample, by assigning or referring defaulted loans to ED, default
rates for three schools were reduced from 55.0, 36.5, and. 56.2 per-
cent to 23.1, 2.5, and 24.8 percent, respectlyely. Default rates
at 20 of the 33 schools were below 20 percent when loans assigned
or referred to ED were not included¢*in their default rate computa-
;\gn. However, when assigned or referred loans were considered,
nly 6 of the 20 schools h&d default rates below, 20 percent.

X
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An analysis of ED funding awards for 33 échoois based on
default rates that included assigned or referred. loans showed:
\
--Twenty-six of the 33 schools received NDSL funding awards
for 1980-81L even though 22 of these ‘schools continued -to
have default rates exceeding 20 percent.

-~Nine schools whose 1979 default rates exceeded their pre-
vious year<s default rates received ‘NDSL funds for 1980-81,
with six of the awards exceeding the previous year's fund-
ing; one school's default rate increased from 69.8 to
71.0 percent while another's rate increased from 28.9, to
33.1 percent. Neither school was funded during the °

, 1979-80 year, but they received awards of $303,813 and .
§176,241, respectively, for the 1980-81 period. .

CONCLUSIONS

Tougher collection practices are needed if schools are to
reduce their default rateé and recover past due amounts on NDSLS.
Schools we visited generally were lax in following ED collection
procedures, which has contributed to the program's high-default
rate. At sevéral of the schools visited, many borrowers were not
making any payments on their loans.

-

Schools should do several things to improve their debt'col-
lection process. Schools that have-referred loans to collection
agencies should elosely monitor the collection status, of such
loans to help them consider other optiong for collection when
these agencies are not successful in recovering defaulted loans.
Litigation, which was seldom used, could be an effective step in
recovering defaulted loans, and schools should make greater us
- of it when warranted. |, _ C T '

Reporting defaulters to commercial credit buréaus could pro-
vide an incentive for payment. However, according to ED, use of
this information by credit bureaus may be restricted. Unrestrijcted
disclosure of#NDSL defaulters by credit buyreaus to third parties
would seem necessary to make such repdrting an effective collection
tool. ED is presently reviewing this-matter. Should ED confirm
its initial finding that credit bureaus are restricted in disclos-
ing student default data to other partiés, it should propose legis-
lation to allow such disclosure. : .

Although, by excluding from a school's default rate loans
assigned or referred to it, ED has encouraged the submission of
loans for collection, it has done little to require schools to
improve their loan collection efforts. ED seems to reward schools
with chronic high default rateS\hzhi}lowing them to receive addi-
tional funds under the NDSL progran: ‘

\
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The initial resp;nezgzlity for loan collection rests with -
thée schools and when they fail to perform effectively, sanctions
should be cohsidered, including withholding of Federal Punds or
suspension from the .NDSL program. It is important that schools
adequately demonstrate sound loan collection practices or tlie
program will continue.to be plagued with a high default rate. g

. . - ‘>
RECOMMENDATIONS TO THE '
SECRETARY OF EDUCATION . ’ .

.We recommerid that the Secretary:

=-Require schools to comply with ED's loan collection proce-
4 dures, particularly with respect to bringing suit against
defaulted borrowers and submitting defaulted loans more
o« quickly to collection .agencies. . .
--Require schools to monitor results of collection agencies
actions. .

--Establish limits for the tlme 2 loan remains w1th an agency
) *"s for ‘collection. -

_ and suspend from the
funds. from schools that exceed

--Establish an acceptable default rat
.program or withhold Federa
the established default ra

=-Proposée legislation to allow credit bureaus to redisclose
. student default data referred to them if ED's .review shows
that such redisclosure is presently restricted by law.

>
« Should ED find that the present law does not restrict :
. . credit bureaus from redisclosing student default data,
U the Secretafy should advise schools and credlt bureaus of
this matta‘ .
AGENCY COMMENTS * i . ¢
. ED, in commentlng on our draft report (see app. I), said .
, that it agreed with our recommendations. ED's specific comments o
* on each recommendatlon is presented below. .
Cg;pllance with loan collectlon procedures , N
- ED said 1t is t1ghten1ng its program review effort in the

area of-NDSL billing, colléction, and litigation to more specifi-
cally pinpojnt the areas of noncompliance and require corrective
action. Wh such action is not forthcoming, steps may be taken '
* to require t e institution to buy the loan, to reduce or withhold
- Federal funds} or #o take 11m1tatlon, suspension, fine, jor termi--
nation action against the institution..

v + - .
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Schools mgnitor collection agency actions .

ED said that a notice will be sent to each part1c1pat1ng
institution to emphasize the fact that, as stated in the regula-
tions, institutions are responsible for all decisions in admin-
/%gterlng the NDSL program, including decisions concerning col-

écting, cancelling, or deferring loans, and that an institution
cannot absolve itself of responsibility by hiring a collection
agency. “Where it is discovered, through program reviews, audits,
etc., that a collection agency is not adequately performing in an
acceptable fashion, apprepriate action w111 be taken against the
institution.

ED added that it-“was proposing for the next award year that,
in order to appeal its denial of NDSL Federal funds, an institu-
tion will have to show, u51ng actual data, that its default rate
has decreased over the past two years. .

Establish time limits on loans
with collection agencies

-

ED said it is rev151ng its NDSL regulations and as a part of
‘the revision iteis proposing a limit on, the amount of time a col-
lection agency may work on an account. In addition, ED is con-
51der1ng establishing time frames in which institutigns must
litigate the loan, pursue further collection act1v1t1es, r assign
it to the U.S. Government. . Q\\

Establi®F an’acceptable default rate -
and-enforce compliance with it .

ED said that the funding procedures fors the NDSL program
have always applied a penalty agalnst an institution's NDSL award
if its default rate was excessive. 1In proce551ng requests for
NDSL funds for the 1981-82 award year, approximately 39% institu-
tions were denied Federal funds due to their default rate.

ED explained that a Notice of Proposed Rulemaking on the
funding procedures used to distribute NPSL funds is in the clear-
ance process. . The Notice contains a default penalty which has a
direct impact on an institution's receipt of Federal funds. The
proposed rule requires that an institution's default rate will
have to be 25 percent or less in order for the institution to
receive any NDSL Federal funds. Those institutions with a default
rate between 10 and 25 percent will have a penalty applied to the
.- amount of NDSL Federal funds they are to receive. The penalty

will ‘-be determined by calculating the amount of funds an institu-
tion would have collected if its default rate were 10 percent and
subtracting that amount from the amount.of NDSL Federal funds the
institution is scheduled to receive. .

-~
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Aliow credit bureaus to redisclose:
student default data '

ED explained that its Office of Student-Financial Assistance
has actively sought to overcome the restrictions which prevented.
the practical exchange of student default information between
school lenders, credit bureaus, and the general credit industry.
Recently, that Office was successful in obtaining a legal reinter-
pretation of the Family Educational Rights and Privacy Act which
would authorize school lenders to make disclosures ofs student loan
default information to credit bureaus without the previous restric-
tions on redisclosures of the default information by the credit
bureaus. . Thus, credit bureaus can now enter this student loan de-
fault information into the credit information mainstream as they
woulds/any other credit information. ED stated that it is in the
process of informing the schools of this, development and of the
availability of this important new collection tool.

1S




CHAPTER 3

PROBLEMS WITH COLLECTING DEFAULTED

NATIONAL DIRECT STUDENT LOANS -

"The NDSL program continues to be plagued by high default
rates. ED's most current information shows that outstanding de-
- faulted loans-as of June 30, 1979, exceeded $730 million, an in-
.- " crease over the previous year of about $29 2 million, During the
B past 1- 1/2 year, schools participating in the NDSL program have
submltted to ED about 240,000 defaulted loans with outstanding
‘balances of $215 million. Altho gh most of these loans were re-
ceived over a year ago, ED's efforts to collect loans' have been
slow." Throygh March 1981 ED had collected $5.8 million. However,
more recently ED's collection’activities have improved. 1In March
‘1981 ED'S 'collections of defaulted NDSLs were $818,000, almost
double ‘the amount collected during December 1980. * K

FACTORS HAMPERING ggl_ .
COLLECTION EFFORTS

. ED's collectlon efforts have been hampered by several factors.
One is ED's.delay in establishing procedures for'submission of de-
faulted- loans to it. Other factors include (1) the failure of
schools, to prov1de accurate or complete information on defaulted
loans submitted to ED, (2) the limited number of ED staff assigned

* to the collection of defqulted NDSLs, and (3) the lack of a com-
puter system to aid ED in tracking, billing, and reporting on de-
faulted loans. Many loans submitted:to ED for collection had been

» in default for years, which may also hinder ED's collection efforts.’

ED has now obtained the needed information on many loans, and

a0cord1ng to an ED official, the computér system for defaulted
.NDSLs is expected to be operational during the latter half of 1981.
Recently, however, ED decided to reduce its loan collection staff
and to contract with private concerns for the collection of de-
faulted loans. A recent amendment to the Federal Claims Collection
Standards 1/ (4 CFR 101-105) encourages the use of private collec-
tion agencies, subject to certain limitations and guidelines. We -
noted, however, that the cost effectiveness of using private col-
lection agencies in lieu .of ED staff for loan collections has not
been clearly established. Some ED regional office collectlon staff
disagree with ED's p051t10n that private collection agencies will
be as effective as ED's collection staff.

» -
v

&

1/The Standards are issued 301nt1y by the Comptroller General and
the Attorney General of the United States as required by the . .
«, Federal Claims Collection Act of 1966 (31+U.S.C. 951).
.
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ED slow in establishing procedures ~ ', « - '
for iumessIog of defaulted NDSLs - ¢ . N

{ -

Since 1972 schools have been éermitted by law to submit de-
-faulted loans to ED for collection. Section,463 (¥)(4) of Public
Law 92-318 (20 U.s.C. 1087(cc)) dated June 23, 1972, permits
schools to assign loans that have been in default for.2 or more
years to ED for collection if they can demonstrate that they have
attempted to collect the defaulted loans. However, ED did not
establish procedures for' schools to submit defaulted loans to it )
until March 1978. As of January 1979, schools had assigned fewer
than 500 loans to ED. ' . '

A December 1978 internal report to the Secretary of Health,
Education, and Welfare 'stated that few loans.had been assigned
because schools were apparently concerned about losing their
10 percent share of the amount collected.. Assigned loans become
the property of the Government, and all collections are deposited
with the Department of the Treasury. To provide an incentive for
»8chools to assign more loans, ED informed schools in May 1979 that
loans assigned by June 30, 1979, would be excluded from the compu-
tation of the schools' June 30, 1979, default rates. Default rates
can adversely affect the additional Federal contributions a school

v - receives. - )

Subsequently, the Higher Education Technical Amendments of
1979 (20 U.S.C. 1001 et seq.) permitted schools to refer rather
than assign defaulted loans to ED. Unlike assiqged loans, title
to referred loans remains with the schools, and D charges a fee
of 20 percent of the amount collected, returning the remainder of
the collection to the school. - In implementing the amendments ED
advised schools that a loan referred before September 15, 1979,
would not be considered part of their default rate in determining
whether they would receive a 1980-81 Federal contributjon. Loans
referred after September 15 would not reduce the schools' default

. rate. About 240,000 loans valued at $215 million had been turned

+ 4 over to ED for collection as of September 15, 1979. An ED offi=
cial stated that'nearly,all of these loans were referred rather
than assigned to-ED. '

- Adequate data onidefaulted loans -
* not always submitted to ED.

ED's collections on NDSLs were delayed because schools did
not provide accurate or complete information on defaulted loans
-submitted to ED or loans that should not have been submitted.
For example: ’
-vAccéfhing to ED, at least 55,000 of 238,000 loans sub-

mitted before September 15, 1979, lacked data on original
.~ loan amounts and loan date, amount repaid, and social
.- security number of borrowers.

v
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-~Schools submitted defaulted loans under erroneous school
identification numbers, which ‘resulted in an inaccurate

defaulted loan inveantory for individual schools.

--Schools submitted defaulted loans that lacked promissory
- notes and documentation of collection actions.
t
. . \
~~Some loans had not been in default for at least 2 years
and, therefore, were ineligible for submission to ED.,
--Schools submitted, loans without notifying collection agen-
cies to cease collection actions on them. Some collection
agencies received payments from borrowers after loans were

- sent to ED.

v

" «One ED regional collection official said that it took over a-
year to reconstruct student loan records’turned over by the schools
before any collection action could be taken on the loans. ED col-
lection officials told us many of the defaulted NDSLs are now ready
for collection. . . . J

Limited staff assigned . <
to collect NDSLs.

" ED distributed the 240 000 defaulted 'NDSLs submltted by
‘schools to its 10 regional offices for collection. The regional
offices' NDSL defaulted loan portfolios ranged from about $4 mil-
lion to $39 million, with some regions responsible for collecting
as many as-43,000 defaulted "loans. In addition to collecting
defaulted NDSLs, regional offices were also responsible for col-
lecting defaulted federally insured Guaranteed Student’ Loans
|
{

(GSLs). 1/ According to an October 1980 ED task force estimate,
_ there were 325,000 federally insured GSLs in ED's inventory..” ED
had assigned about 85 percent of its approximately 1,000 collec-
tion staff to defaulted GSLs which were viewed as the major
priority. The other 15 percent were assigned-to defaulted NDSLs.
_During March and May of 1980, we visited two ED regional
offices that were respectively assigned about 11,000 and ‘43,000
defaulted NDSLs with outstanding balances of $10 million and
$39 million. ' One region had three staff members assigned to work
on the 11,000 defaulted NDSLs. The othemn region had a staff of
nine to work its 43, OOO defaulted NDSLs.

1/The Guaranteed Student™.0an program provides financial assist-
ance to students through lending institutions. The loans are
- insured by the Federal Government or State agencies.

X




NDSL computer system . . _
not fully operational T
r - N

ED is developing an interim computer system to aid. in the

> tracking,.billing, and financial reporting of defaulted NDSLs.

The system is not yet fully operational. Presently, the system ‘

. is used to record amounts owed and payments on defaulted loans.-
The other collection activities of tracking and billing borrowers
continue to be handled manually. An ED collection official said ' .
that the NDSL computer sygtem is expected to be” completed during
the latter half of 1981. .

’ -NDSLs stibmitted to ED - f /
for collection are old . . . _ . R

NDSLs submitted to ED for collection are—at least 33 months.
old, which could make collection difficult. Legislative require~
ments account for part of the age of defaulted NDSLs turned over
to ED. The statutory prohibition against assigning loans to ED
that are less than 2 years old and the 9-month grace period on *
repayments account for 33 months of ‘the .age of loans submitted
to ED. However, many loans submitted to ED were much older. v >

\J

An official at a school that forwarded 893 loans to ED stated
that all of the loans had gone into default before November 1976., .
All 85 loans forwarded to ED by another school Aad gone into de-,” © .
fault before August 1977. Our analy81s of 388 loans at a third
school showed that 147 had been in default for over 4 years. .
Many school officials and ED collection officials in two regional |
offices we talked to believed that sending loans to ED sooner
could increasge the probablllty of collectlon

’

ED PLANS TO REDUCE THE NUMBER OF
FEDERAL: COLLECTORS AND USE .
PRIVATE COLLECTION AGENCIES . -

Recently ED announced its plan to reduce the number of &£D
collectors and contract with private collectlon agenc1es to
collect defaulted student loans. —

In a March 18, l98l, memorandum, the Secretary of Ed\noted
that the collection of loans was not integral to ED's mission
and that the private sector has demonstrated that it can'be at

.~ least as effective as ED in collecting loans~ According to the
memorandum, ED collection operations in 10 regions will be con- . .
solidated into 3 regions with the number of ED callectors reduced-
from 955 to 390 by September 30, 1981, and further reduced to 250
.by January 1, 1982 ED regional offices are expected to transfer

.- collection accounts to a contractor as soon as one is selected.
An ED official stated that the selectlon is to be completed by
the fall of 1981. &

. _. %35;
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In an April 28, 1981, letter to the Chairman,: House Sub-
committee on Postsecondary Education, the Setretary of ED_ st#ted
that the decision to' contract out most of the loan collectlon
function was based on various factors. These 1nclude an 1nternal
ED task force analysis and an ED contracted study report. ‘x

-
s A

. The ED task forte concluded that collection agency efforts. .
would be at least as cost effective as ED's efforts, if not more-
so. The task force noted, however, that it had a relatlvely short -
time (from Sept. 2, 1980, to Oct. 6, 1980) to prepare the’ repdrt
and encountered problems in determlnlng ED's internal costs asso=
ciated with collecting defaulted loans and prlvate agency commis-
sions. The task force added that .. ':f

,"* * ¥ given the paucity of reliable 1nformat10n avall-

able to ‘the task force, the calculations represent the:

best estimate we could make in determining costs.

.U51ng this as a basis, it would appear that the pri-

vate collection agencies are at least as .efficient as

ED's regional officles." .

A major part of the ED contracted study was to determine the
1mpact of staffing reductions on the collection program as well as
to suggegz alternative operatlng gethods. The studx also analyzed

“

collectidbn activities of student aid programs. The ‘study wds con-

cerned pnimarily with collectlons of defaulted GSLs. .

The report noted that before 1977 ‘few ED resources were ap-
plied to collection and this lack of emphasis resulted in less -
than $30 million in collections from 1967 through 1976. Begin- -
ning in 1977 collections were made a major prlorlty with -efforts
targeted at federally insured GSLs. lelng 1,000 temporary em-
ployees, retaining two private collection agencies, and developing
computerized capability resulted in $110 million collected from
1977 through September 1980. Collections by ‘private agencies were
estimated to be $5.5 million (3.4 percent)-of the total collectigns.

o

14 . - * !
According to the report, ED's costs to dollect‘these;loaﬁs
totaled about $49 million which included about $2.6 million for
the support of two private contractors.

The executive summary to the report conqlﬁded thats: | ¢
b

< 4
"“No significant difference exists in the cost-
effectiveness of Federal and contractor collection
efforts. The‘calculated\cost—effectiveness ratio for
Federal staff appears to be significantly bettér than
for ¢entract agency collections. The basic numbers
suggest that Federal staff collect $3.50 of debt for
each dollar of cost ihqprred whereas™the contractor
yield is aboﬁt $2.20 for each dollar of their, cost

-

24




.

3

.

A »

paid by the Federal government. However, because

contractors have received collection accounts -already

'worked' by Federal staff, these ratios are not mean-

ingful. We believe that fully comparable cases would

show little difference in cost-effectiveness. Re-

gardless of the functions conducted by privgte col- ‘
lection agencies, the Department is ultimately re-

sponsible for final resolution of accounts, and needs
.to pgrform several collection activities with its”own

staff." -2

ED's San Francisco region was recovering $5.90 for each dollar of-
cost. The report noted that this region's performance was clearly
outstanding and not achievable by a contractor.

The report made several recommendations dealing with organiza=-\
tional, operational, and procedural improvements needed in the
loan collection process and offered three options aimed at resoly-
ing ‘the backlog of.accounts and the expéditious handling of new
accounts. /

-

. ) ' - \

One option suggeszzd continuation of a fully staffed
l0-regional-office sthucture with its full staffing complement
through fiscal year 1982 and contractor support to assist with
collections.,” This optikn presumes a likely reduction in staff
to only those needed £o§'ongoing collection (gstimated to be 600)
at the end of fiscal year 1982. The contractor stated that in
its judgment this option would not fully meet the objective of
developing and implementing dn organization, procedures,‘anq
systems which would provide a sound basis for handling future
workload. *The regional collection operations would still be
spread 6ut in 10 regions, making it difficpult to contré:
ever, this option was expected to allow ED time to
for future staff reduCtions ihd regional consoligatiop.

A second option was to reduce the number of ED collectors
to 530 and consolidate into three ED region8 by the end of fiscal
year 1981 with extensive collection agency suppert to handle most
of the 800,000 unresolved égcounts, in€luding NDSLs, GSLs, and
loans to students under other Fede student aid programs. The
report noted that there is some sk that ED will not be able
to effectively plan and implemeht this option within the short
period remaining ‘before the €nd of fiscal year 1981.

The third option woqld further reduce theé Federal collectors

. to 230 by the end of scal year 1982 with all "‘collections being

made by private agencies. Federal staff would not perform any
collection activjties under this option. Regarding this option,
the report added that there are inherent.risks in the planning
and implementidtion of*a major shift in program-size and charac-
terist}cs. 'The report stated that a significant Federal ‘effort

\ ( 25




is required under any contractor option and, regardless of the
‘option, estimated that about $2 would be recovered for every
dollar of cost. , R

’ 4 -

Concerns have been raised over the decision to replace Federal
collectors with private collection agencies. An ED regional offi-
cial responsible for claims and collections in commenting on the
task force report stated that private. collection agencies are not
capable of matching ED's performance record. He said that collec-,
tion agenc1es can be of service as a supplement to the ED collec—
tion efforts. He stated that: ) . e

. o R
--Collection agencies are only concerned with debtors who
" show an immediate willingness to pay. All other accounts
are set aside for return to the client.' By "creaming" .up
-to 10 percent of a client's accounts, an agency can move
on to the next client or next batch of accounts, instead
. of attempting to work the more difficult agcounts from thée
. previous batch. This system proves to be very successful
for the collection agency but not for ‘the client.

-~In his reglon-90 percent of the defaulted NDSL accounts
being worked had been through at Teast one collection
agency and sometimes two or three. The region succeeded
in puttlng accounts into repayment where three prlvate

" agencies }\ad failed. » i ~

Similar views were expressed by a collections branch chief
in another ED; regional office. Also, the collection staff in this
region noted that the regional offices ‘have in place debt collec-
tion unlts that theyﬁbelleve are more cost effective than private
collection agenciges:

In testimony before the House Subcommittee on Postsecondary
Educettion, .the Secretary of Education noted that amounts collected
. by ED have increased from about $9 million in fiscal year 1977 to
almost $38 million in fiscal year .1980 and that ED collections are
returning $3 to the Federal Treasury for every §l1 jjn collection
costs. The Secretary in his March 18 memorandum stated that ED
has establishéd an impressive record in the collections area and
Federal col;gptors have %reved to be very efficient.

In addition, NDSL monthly collection reports showed that
during March 1981 ED's Yo regional offiges ‘reported collections
totaling about $818,000. By comparison, in Dece ¥ 1980 collec-
tions totaled about $419,000. Through March 1 ED" regions
collected about $5.8 million, an increase of-about $2 million
since December - -1980. The following table-shows collections for
the -five ED regional offices having t largest defaulted loan
port folios'. ’

: 4
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- Vs . . Amounts collected . o
pe Region ‘Dec. 1980 ~ Jan. 1981 Mar. 1981 'l _
A $133,423 $139,096 $171,334
: ¢ B 52,214 56,373 - " 99,261
e 40,685 51,923 134,887 \
i D 45,616 70,290 ° 144,128
. - 33,746 66,693 - 92,905 _ -
1‘? ¢ & )
"$305, 684 $384, 375 $642,515
" - 7

ED's current plan for collecting defaulted student loans don-
templates using private collection agencies to supplement a sub-
stantially Seduced ED staff. 1In a February 23,°1979, 1/ report to
the Congress, ‘we had taken.the position that the Government did
not have the authority to hire private collectors except where the
Congress provided specific authority. The 1976 Education Amend-
ments (Public Law 94-482) provided ED such authority. In our’
February report, we pointed out that there could be merit-in us-
ing private debt collectors to collect debts which were not eco-
nomical for Federal agencies to ‘pursue--those which have been
. administratively written off without pursuing legal action.- et

Further study of this issue in the follgwing months resuf?%d

in amendment to the Federal Claims Collection Standards on April 17,
"’1981, to allow agepcies to use private collectors, subgect to cer-

tain limitations a idelines. Under the amended Federal Claims

Collection Standards, agencies must retain ultimate responsibility

for debt collection activities, including discretion to determine f’

when claims should be compromised or collection action otherwise

terminated. The amendment does not prescribe the precise scope of

authority that'agencies should delegate to private collectors. -

Before the amendment, an agency that had completed’ the various
collection steps required by the Federal Claims Collection Stand-
ards or by its own regulations, could only write off an uncollected
debt or refer it for legal action, depending on the size of the’

. debt and prospect that legal action would be successful. The
amendment now provides a third option--con?inuing collection action
through private collection agencies. The amendment does-not pre-
clude agencies from contracting before exhafGsting required collec-
tion ptocedures when there is’assurance that the required progce-
dures would be carried out by the contractor. Agencies are
ultimately responsible for determining the ektent -to which con-
tracting out is appropriate. The standard® pravide. for using

private collection agencies where it is-cost effective and other-
wise practical. X

1/1bid, p. 13.° . .




CONCLUSIONS, . -~ ‘& - ', o R ' L

. Presently,»schools are precluded by law from assrgnlng de-
. faulted loans to ED for collectlon unless\they have been in
default for 2’ years. Lf, - indicated by %ome ED collegtion
officials, sending loans. to Egnsooner ‘miglit increasg chances
for collection, schools, should be allowed to submit loans to ED
v as soon as p#ssible after complylng with ED's prescribed 16an
cbllection procedures.. To help in this matter ED should explore
the need for an amendment”to the statutory tlme limit for. loan
submissions. -
’ v

ED's task force study and Mits contracted study contend that
the use of private agencies would be as .cost effective as' ED's
. effort, but the statistics contained in the reports do not con-
. cluslvely support that contentlon. In fact, cost data contalned

' in the contracted study indicates that collection efforts in one
ED region were clearly ‘outstanding and could not: be duplicated by
T a prlvate contractor.

Some ED regional officials have raised concern over the
studles and believe that private ,cellectors will not be as cost
effective as Federal collectors. This issue has not been resolved.

RECOMMENDATION TO THE A
»  SECRETARY OF EDUCATION

. B

To stréngthen the management of the NDéL Program and help,
. reduce its default rate, we recomménd that the Secretary determine
whether submissions of NDSLs to ED for collecti earlier than the
statutory 2-year time limit would be beneficial to collection ef-
forts and; if so, propose leglslatlon to allow schools to submit
defaulted loans as soon as possible after completlon of required
collection activities. . : -

Also,: we recommend that the Secrgtary monltor ED's use of
private collection agencies to insure that their use is the most
cost-effective means of collectlng Jefaulted student loans; any -
reassessment should consider the «ollection proqram that was 1in
place in one EP region that was returnlng approxrmateLy $6 for o

every $l spengx .

i

AGENCY COMMENTS AND OUR EVALUATLON & e
| . 8

Allow schools to submlt defaulted
loans to ED before the 2-year time llmlt

ED said that thc statute governtng a551gnment of NDSL notes
would be amended so that institutions may assign defaulted loans
to the U.S. Government after they have performed all of the col—
lection activities re%hlred by law and’ regulatLons.

'

\ .
. ! . '
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Reassess the economic feasibility _ ‘ .
to use private collection agencies.

In a.draft of this report we proposed that ED reassess the
economic feasibility of its plan to use private collection agen-
cies to insu that their use is the most cost-effective means of
collecting defaulted studént loans. We pointed out that any re-
assessment should consider the potential of agencywide application
of the collection program presently in place in one region (San.
Francisco) that-is returning $6 for every $1 spent. ED stated
that- its decision to seek assistance from private collection firms

. was made in 3§manner fully consistent with present statutory and

regulatory provisions relating to the use of such services. ED
added that-.it .contacted the Office of Management and Budget (OMB)
about the necessity for conducting a formal cost analysis as re-
quired by OMB Circular A-76 and was informed by OMB that such an
y-analysis was. not required. ,
~ ED stated that it reviewed the best available evidence
related to the-use of private collection agencies (i.e., the
contracted study .discussed on p. 24) which showed that private
sector pllot projects were performing efficiently and effectively.
ED furthdr stated that there were a number of factors which could
not be quagtified in-the analyses but which it believed strongly
favored the r;vage”sector option and would swing the cost com-
parison in the priva'te sector's favor. ED added that two Of the
more significhnt, factors were (1) the private &ontractors were
working accounts that had already been unsuccessfully worked . by
Federal collectors and (2). the . cost of the private collectors
. wag_inflated because, at the time the cost comparisons were made,
" the cost of‘the'pridatg sector projects included startup costs.
- - ?

. ED noted that, since there was gengrally nb significant differ-
ence between the cost of using;Federdl collectors or private con-
tractors to collect logns, the burden of proof is placed 6n those

.who argue for keeping this function in the public sector.  ED added
that it plans to examine the-pérformafige of the San Francisco

“ regional office staff in an‘attemptlto_determine whether there
really is a significant cost %ifferénce. . ’ ) K

‘We believe ;hat'Fedéral,#genciés have the ultimate responsi-
bility for determining the extent to which contracting with private

. .collection agencies’' i§ ‘appropriate. As noted on page 27 of this

report, an April 17, 198}, amendment to the Federal Claims Collec-
tion Standards now allows agehcies to use private collection ageng--
- cires when=auit is cost effective and otherwise practical." While
ED's decision’to use private /collection agencies was based on the
""best available evidence" as ’LLD pointed out, that#wvidence did not
, conclusively show that private collection agendéies are more effi-
.cient’or effectiy®e than Federal cellectors.
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Because ED intends to award a collection contract soon, it may -
not be practicable to perform a detailed cost aBsessment before the
contract is awarded. ED, however, should monitor the performance
"if its collection contractors to insure that the, collection of
defaulted loans is being carried out in a manner that will return .

. the most Federal dollars at the least cost to the Government.
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