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The Honorable William D. Ford 
Chairman, Subcommittee on 

Postsecondary Education 
Committee on Education and Labor 
House of Representatives 

Dear Mr. Chairman: 

This briefing report is a preliminary response to your 
request that we review the methods by which the Department of 
Education and state or private nonprofit loan guaranty agencies 
protect the federal government's interest when collecting 
defaulted student loans under the Guaranteed Student Loan 
Program. As part of this review, we sent questionnaires to the 
58 guaranty agencies that administer this program on behalf of 
the Department. Our purpose was to obtain information on these 
agencies' organizations and the policies and procedures they 
follow when collecting defaulted loans. 

We are providing this information now so that the 
Subcommittee can use it in preparing for the conference with the 
Senate on the reauthorization of the Higher Education Act of 
1965, as amended. We are continuing fieldwork at eight guaranty 
agencies, the results of which will be reported later this year. 

As agreed with your office, we have summarized information 
on seven specific areas based on our questionnaire results. 

I These areas relate to the (1) functions performed by or on 
behalf of the guaranty agencies; (2) use of standardized collec- 
tion procedures; (3) specific collection practices used; (4) use 
of private collection agencies; (5) litigation procedures used; 
(6) extent to which administrative offsets, such as seizure of 
income tax refunds and wage garnishments are used; and (7) 
guaranty agencies' opinions as to their most successful collec- 
tion techniques. The information in this report was provided by 
the 58 guaranty agencies and was not verified by GAO. Appendix 
II provides the agencies' detailed responses to all items 
included in the questionnaire. Key results from each of the 
seven areas follow. 
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GUARANTY AGENCIES' FUNCTIONS 

All guaranty agencies perform at least five major 
functions: preclaims assistance to lenders, processing of 
claims from lenders, collections, preparation of forms for the 
Department of Education, and litigation of defaulters. The 
functions are performed in house, by another state agency, under 
contract to a private firm, or through a combination of these. 
None of these functions, however, are performed totally in house 
by all agencies. 

STANDARDIZED COLLECTION PROCEDURES 

All guaranty agencies said they have standard procedures 
for collecting defaulted student loans. These procedures, 
however, are often less stringent than those proposed in draft 
regulations now being finalized by the Department. For example, 
compared to the five Department proposals for notifying, 
attempting to contact by phone, and taking legal action against 
defaulters, in four areas, the agencies' procedures are often 
less stringent. 

PRACTICES AFFECTING FEDERAL COSTS 

The agencies differ in how they credit defaulter payments 
to the outstanding balance of the individual's account. The 
Department's current regulations permit an agency to post 
payments to the principal or the interest of the loan first. 
Twenty-nine percent of the agencies stated they apply defaulter 
payments to the principal first. This practice results in less 
interest being assessed to the defaulter, which in turn results 
in less money being returned to the federal government. The 
Department's proposed regulations would require that payments be 
applied to interest first. 

I 
The Department's current regulations also require that any 

'payments made to a guaranty agency by or on behalf of a de- 
faulter on a reinsured loan are to be shared with the Depart- 
ment. The agencies vary in their treatment of collections with 
regard to the Department's share. For example, all agencies 
consider defaulter payments to reduce interest or principal on 
loans as subject to this sharing requirement. Not all agencies, 
however, consider charges to a defaulter for court costs, late 
payment fees, or attorney's fees as subject to this sharing. 

USE OF PRIVATE COLLECTION CONTRACTORS 

Eighty-six percent of the agencies use private collection 
contractors to assist them in their collection efforts. The 
agencies used an average of 5 collection contractors, ranging 
from 1 to 20 contractors per agency. 
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USE AND EFFECTIVENESS OF LITIGATION 

Ninety-one percent of the agencies contract out litigation 
to collect from defaulters. Twenty-nine percent of the agencies 
stated that they have had problems In obtaining legal judgments 
against defaulters, and 79 percent said they have difficulty 
enforcing judgments. These figures are significant because the 
Department is proposing that guaranty agencies be required to 
institute a civil suit after borrowers have been in default for 
225 days. If adopted, this proposal could, therefore, result in 
a proliferation of legal actions producing unobtainable or 
unenforceable judgments. 

+DMINISTRATIVE OFFSETS AND WAGE GARNISHMENTS 

Guaranty agencies use a wide range of administrative 
offsets or wage garnishment procedures, but their use is limited 
by state law. For example, 55 percent of the agencies stated 
they are leqally authorized to garnish state employees' wages, 
and 75 percent of these agencies stated they must first obtain a 
legal judqment against the borrower. 

SUCCESSFUL COLLECTION TECHNIQUES 

The successful collection techniques cited most frequently 
by guaranty agencies were reporting defaulters to credit bureaus 
(16 agencies); using private collection contractors (14 agen- 
cies): and having personal telephone contacts with borrowers (14 
agencies). 

We did not obtain official comments on this briefing report 
:from the Department of Education, but we did discuss the infor- 
'matJon contained in it with cognizant program officials and 
considered their views in developing the document. We plan to 
distribute this briefing report to other interested congres- 
sional committees and members, the Secretary of Education, and 
the guaranty agencies and make copies available to others on 
request. Should you need additional information on this 
document, please call me on 275-5365. 

Sincerely yours, 
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DEFAULTED STUDENT LOANS: 

GUARANTY AGENCIES' COLLECTION 

PRACTICES AND PROCEDURES 

BACKGROUND 

The Guaranteed Student Loan Program is the largest federal 
program providing financial assistance to students seeking a 
postsecondary education. It began operations in 1965 and has 
expanded rapidly in recent years. Under this program, various 
lenders, such as commercial banks, savings and loan associa- 
tions, and state agencies, make low-interest loans to students 
under the protection of guarantees issued by 58 state or private 
nonprofit agencies. 1 Through the end of fiscal year 1985, the 
program had provided more than $59 billion in student loans. 
During fiscal year 1985 alone, 3.8 million loans totaling $8.9 
b’illion were made through the program. 

The guaranty agency is responsible for administerlng the 
program within the state, encouraging program participation by 
lenders, and verifying that lenders use due diligence to collect 
on all claims filed under the guarantee provisions. “Due dili- 
gence M is defined as practices at least as extensive and force- 
ful as those generally practiced by financial institutions. The 
agency also issues guarantees on qualifying loans. When a 
borrower fails to repay the loan due to death, disability, 
bankruptcy, or default, the guaranty agency pays the lenders’ 
claims. The agency also collects insurance premiums from 
lenders and attempts to collect directly from the borrowers’ 
loans on which the agency has paid default claims. 

Once the guaranty agency pays a defaulted claim to a 
lender, it begins a series of actions to obtain repayment from a 
borrower. Agencies generally use a series of written notices-- 
balled demand letters-- to try and get the borrower to repay. 
/rhese letters are usually supplemented by attempts to contact 
the borrower by phone to reinforce the need for payment. 

The Department of Education has the authority for 
administering the program. This includes establishing program 
guidelines; approving the participation of lenders, guaranty 
agencies, and schools: and overseeing the operations of guaranty 
agencies and lenders. The Department makes interest and special 
allowance payments directly to lenders and makes reinsurance 
payments to guaranty agencies after agencies pay lender claims. 

1In total, 47 organizations serve as the guaranty agencies for 
58 separate reporting units under the program. The number of 
guaranty agencies differs from the number of reporting units 
because two large nonprofit agencies serve as the designated 
guarantor for more than one state. 
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It also reimburses guaranty agencies for a portion of their 
administrative costs and provides advances to help strengthen 
program reserves and pay lenders' claims. To partially offset 
program costs, the Department collects origination fees col- 
lected by lenders from borrowers. The Department also receives 
a portion of the guaranty agencies' defaulted loan collections 
that the Department reinsured. The retention of this portion of 
defaulted receipts is commonly referred to as the "Secretary's 
equitable share." 

OBJECTIVE, SCOPE, AND METHODOLOGY 

The Chairman, Subcommittee on Postsecondary Education, 
House Committee on Education and Labor, asked GAO to review how 
the Department of Education and the guaranty agencies are 
protecting the federal government's interest in collecting 
defaulted student loans under the Guaranteed Student Loan 
Program. As part of that review, we sent and received from all 
58 guaranty agencies that administer this program (see app. I) a 
questionnaire we developed. Our objective was to obtain 
information on the agencies' organization and the practices and 
procedures they follow for collecting defaulted student loans. 

As arranged with your office, we are providing this 
briefing report now so that the Subcommittee can use the 
information in preparing for the conference with the Senate on 
the reauthorization of the Higher Education Act of 1965, as 
amended. We agreed to address seven questions relating to the 
questionnaire results. A summary of the results for all items 
included in the questionnaire is attached (see app. II). The 
seven questions are: 

--What functions are performed by or on behalf of the 
guaranty agencies in administering the Guaranteed Student 
Loan Program? 

--Do guaranty agencies have standardized collection 
I procedures and what steps are taken to locate defaulters? 

--What specific collection practices are used that affect 
federal costs? 

--How extensively do guaranty agencies use private 
collection contractors, including how are contracts 
awarded and how are contractors compensated and 
evaluated? 

--How extensively do the guaranty agencies use litigation 
against defaulters, including who performs litigation, 
what factors influence the decision to litigate, and what 

I difficulties are encountered in obtaining and enforcing 
judgments? 
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--What administrative offset and wage garnishment 
procedures are allowed by state law/regulations and used 
by guaranty agencies? 

--What do the guaranty agencies consider to be their most 
successful collection techniques? 

Overall, the questionnaire we developed contained 126 
questions and 450 variables and was divided into four major 
sections: organization, policies and procedures, bankruptcy, 
and studies/audits. The questions used covered such areas as 
staffing, training, size of defaulted portfolio, techniques used 
to locate defaulted borrowers, use of private collection 
agencies, and how litigation is conducted. 

We developed the questions from a number of sources. We 
first reviewed the program legislation, regulations, and 
proposed legislation and regulations that pertain to the 
guaranty agencies. We next held discussions with officials from 
the (1) Department of Education, (2) guaranty agencies, and (3) 

#National Council of Higher Education Loan Programs, Inc., 
including the Council's nationwide Default Committee. We also 
reviewed studies and reports by others outside the Department on 
issues related to our work. 

The responses received from the 58 agencies were self- 
reported and not verified by GAO. We are continuing to do 
fieldwork at eight guaranty agencies, the results of which will 
be reported later this year. The information obtained from 
these site visits will supplement the questionnaire results. 
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@JESTION 1 
WEAT FUNCTIONS ARE PERFORMED BY OR ON BEHALF OF GUARANTY 
AGENCIES IN ADMINISTERING TEE GUARANTEED STUDENT LOAN PROGRAM? 

All guaranty agencies perform many functions in 
administering this program on behalf of the Department of 
Education. These functions may be done in house, by another 
state agency, under contract to a private firm, or through a 
combination of these. (These functions are listed below and 
defined in app. III.) 

All the guaranty agencies reported that they perform the 
following: (1) preclaims assistance to lenders, (2) processing 
of claims from lenders, (3) collections, (4) preparation of 
forms required by the Department, and (5) litigation against 
defaulters. In addition, a sixth function, monitoring of 
student enrollment status, was performed by all but one agency. 

We identified seven other functions, which the results 
showed were performed to a lesser extent. The following chart 
shows the functions performed by or on behalf of the guaranty 
agencies. 

FUNCTIONS PERFORMED BY OR 
FOR GUARANTY AGENCIES 

DIRECT LENDER 

BILLING FOR LENDER INTEREST 

SECONDARY MARKET 

LENDER OF LAST RESORT 

LOAN ORIGINATOR 

I LENDER ESCROW AGENT 

LOAN SERVICER 

MONITORING STUDENT STATUS 

LITIGATION 

FORMS PREPARED FOR EDUCATION 

COLLECTIONS 

LENDER CLAIMS PROCESSING 

PRECLAIMS ASSISTANCE 

0 20 40 SO 80 100 

PERCENT OF RESPONDENTS 
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The following table further details the six functions 
performed by all guaranty agencies, except as noted, and who 
performs each function. As shown, none of these six functions 
were done totally in house by all agencies. For example, taking 
legal action against defaulters was performed in house by only 
22 percent of the agencies. 

SIX FUNCTIONS 
PERFORMED BY OR FOR 

ALL 58 GUARANTY AGENCIES 

Function 

Percentage performed by 
Other 
state External 

In house agency source 

Preclaims assistance to 
lenders 74 0 28 

Processing claims 
from lenders 79 0 24 

Collections 74 16 86 

Monitoring student 
enrollment statusa 70 2 32 

Preparing forms 
for the Department 81 0 24 

Litigation against 
defaulters 22 31 83 

aOnly one agency said it did not perform this function. 
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QUBSTION 2 
M) GUARANTY AGENCIES HAVB STANDARDIZED COLLECTION PROCEDURBS AND 
WEAT STEPS ARE TAKEN TO LOCATE DEFAULTERS? 

The Department of Education's regulations (34 C.F.R 
682.401(c)(3)) require that guaranty agencies exercise due 
diligence-- including litigation as appropriate--in attempting to 
collect defaulted loans. These regulations allow the agencies 
to establish their own standards for collections. The Depart- 
ment recently proposed draft regulations (published Sept. 4, 
1985) that would standardize agency collection procedures. 

The Department's draft regulations require that guaranty 
agencies follow five major steps in attempting to collect from a 
defaulter. These steps begin from the date the agency paid a 
default claim submitted by a lender. The five steps are: 

--Written notice and attempt to contact by phone within 45 
days. 

--Written notice, attempt to contact by phone, and 
reporting of defaulter to credit bureau within 90 days. 

--Written notice and attempt to contact by phone within 135 
days. 

--Final written notice within 180 days. 

--Institute civil suit within 225 days. 

We asked the guaranty agencies (1) whether they had 
established collection procedures, (2) whether their procedures 
were as stringent as those the Department proposed, and (3) what 
steps they take to contact defaulted borrowers who cannot be 
readily located. 

1 All guaranty agencies stated that they had established due 
*diligence procedures in accordance with the current regula- 
tions. By and large these agency procedures are less stringent 
than those proposed by the Department. In fact, there was only 
one procedure that all agencies said their requirements cur- 
rently meet or exceed, which was to send an initial written 
notice and then attempt to contact the defaulter by phone within 
45 days. 

The chart on the opposite page shows the percentage of 
agencies whose procedures are at least equal to the Department's 
five major proposed standards. 
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GUARANTY AGENCIES WHOSE COLLECTION 
PROCEDURES AT LEAST EQUAL PROPOSED 
IaEPARTMENTAL PROCEDURES 
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Locating borrowers 

A major task for guaranty agencies is their efforts to 
locate the defaulter-- commonly referred to as skip-tracing. 
Agencies may have a variety of methods available to them to 
locate defaulted borrowers. As a result, we asked the agencies 
to cite what sources of assistance they use, including (1) the 
Internal Revenue Service (IRS), (2) credit bureaus, (3) state 
organizations or agencies, and (4) other sources. 

IRS skip-tracing service 

The most frequently cited source was the IRS skip-tracing 
service. This service allows the Department of Education to 
request from IRS a defaulter's address from the individual's 
latest federal tax return. The Department then provides that 
address to the guaranty agency. Eighty-four percent of the 
agencies use this service. When asked how useful this service 
is, however, only 16 percent of those using the service believed 
it was useful to any great extent. 
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Credit bureau reports 

Agencies can also use credit bureau data to obtain a 
defaulter's address, as well as data on an individual's 
employment and credit history. Seventy-four percent of the 
agencies stated they use credit bureau reports for skip-tracing, 
and 33 percent of those using such reports considered them 
useful to a great extent. 

State orqanizat+ons agencies 
GEFEFltocate ce au Lters n-5 

Guaranty agencies may also use a number of state 
organizations or agencies to help locate defaulted borrowers. 
The graph below illustrates that the source that the guaranty 
agencies said they used most frequently was the motor vehicle 
department (79 percent). According to the guaranty agencies, 
the remaining sources listed, such as state taxation (29 per- 
cent) and state personnel (21 percent) were used to a much 
lesser extent. 
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UNEMPLOYMENT COMMISSION 
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Fourteen percent of the agencies said they do not contact any of 
the state organizations listed above. 
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Other sources of information 

In addition to the resources discussed above, guaranty 
agencies reported that they use other federal and local sources 
to locate defaulters. The most frequently cited other source 
was criss-cross directories (81 percent), followed closely by 
city directories (78 percent) and the U.S. post office (71 
percent). Criss-cross directories are reference books that list 
individuals by street address and may include telephone 
numbers. City directories are also reference books that, in 
addition to address information, may include such things as 
employment information, including length of employment, and 
whether those listed own or rent their dwelling. Guaranty 
agencies may also use libraries (29 percent), especially when 
they may not have their own criss-cross or city directories, 
qince many libraries have these reference books. Examples of 
the other federal agencies that the guaranty agencies said they 
used (19 percent) included the Departments of Defense and 
&ducation and the Social Security Administration. The following 
cjraph shows the responses to the other federal or local sources 
that the guaranty agencies used to locate defaulters. 
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QUESTION 3 
WHAT SPECIFIC COLLECTION PRACTICES ARB USED THAT AFFECT FEDERAL 
COSTS? 

Since guaranty agencies may establish their own collection 
practices and procedures, we asked them several questions about 
the methods they used that may affect federal costs. We wanted 
to know such things as whether they (1) continue to accrue 
interest on the defaulter's outstanding loan balance after the 
default claim has been paid to a lender and (2) apply defaulter 
payments to the principal or interest of the loan first. When 
successful in collecting, the agencies can make the defaulter 
pay any interest that is added to the principal amount of the 
loan, or they can forgive all or part of the interest. We also 
asked the agencies what types of receipts they considered 
subject to the Secretary's equitable share. 

All agencies said they continue to accrue interest after 
the default claim has been paid. Twenty-nine percent stated 
they apply defaulter payments to the principal of the loan first 
rather than to any interest owed. This practice results in less 
interest being assessed to the defaulter, which would have, in 
turn, been later shared on a reinsured loan with the Depart- 
ment. The Department's current regulations permit payments 
received by guaranty agencies to be applied to either principal 
or interest first, although its proposed regulations would 
require that payments be applied to accrued interest first. 

GUARANTY AGENCIES WHOSE 
LOAN PAYMENTS ARE GENERALLY 
APPLIED FIRST TO THE PRINCIPAL 
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Guaranty agencies do not consider all types of receipts 
from defaulters subject to the Secretary's equitable share. All 

,agencies consider loan prrnclpal, interest, and wage gar- 
nishments subject to be shared with the Department. Other 
receipts-- such as attorney's fees (47 percent), late payment 
fees (38 percent), and other court costs (36 percent) paid by a 
defaulter-- are less likely to be considered subject to the 
Secretary's equitable share. The Department's regulations 
state that any payment made by or on behalf of a defaulter on a 
reinsured loan is subject to the Secretary's equitable share. 

The following graph illustrates the extent to which 
guaranty agencies consider various monies collected to be 
subject to the Secretary's equitable share. 

COLLECTIONS CONSIDERED SUBJECT TO 
THE SECRETARY’S EQUITABLE SHARE 

COURT COSTS 

LATE FEES 

ATTORNEY’S FEES 

GARNISHMENTS 
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INTEREST 
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QUESTION 4 
HOW EXTENSIVELY DO GUARANTY AGENCIES USE PRIVATE COLLECTION 
CONTRACTORS, INCLUDING HOW ARE CONTRACTS AWARDED AND HOW ARE 
CONTRACTORS COMPENSATED MD EVALUATED? 

Guaranty agencies have the option of performing their 
collection activity in house, contracting out the collection 
function, or using a combination of both methods. To obtain a 
better understanding of how extensively the agencies use private 
collectors, we asked them whether they used such contractors. 
If they did, we then asked how many contractors they use and how 
long they have used contractors. Finally, we asked 

--how contracts are awarded, 

--how contractors are compensated, 

--what practices contractors followed, such as accruing and 
collecting of interest, and 

--how they evaluated contractor performance. 

Most agencies use 
collection contractors 

Eighty-six percent of the agencies stated they use 
contractors to help collect defaulted loans. These agencies 
said they used 

--an average of 5 contractors each, with a range from 1 to 
20, and 

--the services of collection contractors for an average of 
9 years, with a range from 1 to 22 years. 

Contracts generally awarded 
, on the basis of past 

successful performance 

Agencies may award contracts by considering several 
factors. The factor cited most often (88 percent) was based 
upon past performance or proven success with the collector on 
earlier contracts. Of the agencies, 50 percent base their 
decision to contract with collection agencies on which 
contractor has the lowest bid. In addition, 48 percent consider 
the geographic location or region of the contractor as a factor 
in deciding to award their contracts. 
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The following chart illustrates the methods the agencies 
use to award their contracts (more than one reason could be 
cited). 

FACTORS CONSIDERED WHEN 
AWARDING CONTRACTS TO 
PRIVATE COLLECTION AGENCIES 

DEI-ERMINATION BY ANOTHER STATE AGENCY 

GEOGRAPHIC REGION OF CONTRACTOR 

LOW BID 

PAST PERFORMANCE WITH GUAR. AGENCY 
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Collection contractors paid on 
a percentaqe basis 

All but one of the agencies using contractors paid them on 
a percentage of the total dollars collected. The remaining 
agency paid a flat fee of $5 per account per month for servic- 
ing. The lowest percentage being paid to contractors ranged 
from 10 to 30 percent, with an average of 22 percent. The 
highest percentage being paid ranged from 23 to 50 percent, with 
an average of 33 percent. 

Contractors may also be allowed to retain their contract 
fee before forwarding their collections to the guaranty agency. 
In fact, 68 percent of the agencies allow all their contractors 
to retain their fee first. 
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Contract features for accrual 
of interest and performance 
incentives vary 

Collection contractors may use varying practices, as 
permitted, by the guaranty agency. The contractors may accrue 
interest on the outstanding balance of the defaulter's loan and 
collect such interest for the loans that they are assigned. In 
addition, the agencies may use performance standards in their 
contracts to provide incentives for exceeding performance by the 
contractors. To obtain an understanding of whether the above 
practices and contract features may be used, we asked the guar- 
anty agencies to specify whether all, some, or none of their 
contractors/contracts employed these practices and procedures. 

For the 50 agencies using collection contractors, 62 
percent stated that all their contractors continue to accrue 
interest on the outstanding balance of a defaulter's loan and 
collect such interest while the loans are assigned to the 
contractors. The other 38 percent said that some, but not all, 
of their contractors continue to accrue and collect interest on 
the defaulted accounts. Only 36 percent of the agencies stated 
that at least some of their contracts contained performance 
standards. Thirty-three percent of the agencies using per- 
formance standards provided for incentive fees for exceeding the 
standards. 

The following table indicates the selected practices and 
features of collection contractors as discussed above. 

PRACTICES OF PRIVATE 
COLLECTION CONTRACTORS 

AND SELECTED CONTRACT FBATDRES 

Contract feature 

Percentage of 
contractors/contracts 

All Some None 

Contractors continue to accrue 
interest 

Contractors collect accrued 
interest 

62 38 - 
* 

62 38 - 

Contracts contain performance 
standards 34 2 64 

Contracts contain incentive fee 
for exceeding the standards 33 67 
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Methods used to 
evaluate contractors 

Guaranty agencies may use several methods of evaluating a 
contractor's performance. For example, they can compare the 
ratio of dollars collected to dollars outstanding in assigned 
accounts or can make on-site visits to the collection con- 
tractor's place of business. If an agency is displeased with a 
contractor's performance, it can cancel the contract. 

We wanted to know whether and how the agencies conduct 
their evaluation process. We asked the agencies (1) how they 
evaluate a contractor's performance, (2) whether they make 
onsite visits, and (3) have they canceled any collection 
contracts because of poor performance. 

All 50 of the agencies having collection contracts did some 
type of evaluation of the effectiveness of collection con- 
tractors. The most frequently cited method (by 96 percent of 
these agencies) was comparing the ratio of dollars collected to 
dollars outstanding in assigned accounts. Forty percent also 
compared the number of borrowers in repayment to number of 
borrowers assigned. 

Conducting site visits is another way of monitoring a 
contractor's performance. Seventy-four percent of the agencies 
said they make site visits to the collection contractors. Two 
agencies that do not currently make site visits said they will 
start doing so later this year. 

For those making site visits, 70 percent said they visited 
contractors on a semiannual or annual basis. Another 27 percent 
said their visits were not conducted on any regularly scheduled 
basis. Thirty-nine percent of the agencies not making site 
visits stated they had no agency staff to do the visits, while 
another 31 percent believed such visits were unnecessary. 

' Fifty-eight percent of the agencies said that they had 
canceled at least one contract for poor performance. When asked 
how many contracts they had canceled in the past 5 years, the 
average response was two contracts, with a range from zero to 
four contracts. 
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QUESTION 5 
HOW EXTENSIVELY DO THE GUARANTY AGENCIES USE LITIGATION AGAINST 
DEFAULTERS, INCLUDING WHO PERFORMS THIS LITIGATION, WEAT FACTORS 
INFLUENCE THE DECISION TO LITIGATE, AND WHAT DIFFICULTIES ARE 
ENCOUNTERED IN OBTAINING AND ENFORCING JUDGMENTS? 

The threat of litigation can be a powerful tool in getting 
defaulters to repay their loans. Although a defaulter may never 
be taken to court in an attempt to obtain a legal judgment to 
enforce repayment, the possibility of such an experience may 
make a defaulter come forward to repay a loan. As stated 
earlier, all guaranty agencies said they take legal action 
against defaulters if needed. 

The use of litigation is a significant factor, considering 
that the Department’s proposed regulations, if adopted, would 
require that guaranty agencies institute legal proceedings 
against any defaulter who does not agree to repay. These 
proceedings would occur within 225 days after the guaranty 
agency had paid the default claim submitted by the lender. 

As with the collections function, guaranty agencies may 
take legal action against defaulters in house, contracting out 
this function, or a combination of both methods. To determine 
how litigation is used, we asked the agencies 

--who performed the function, 

--what factors influence their decision to litigate, and 

--whether they have encountered problems in obtaining and 
enforcing legal judgments against defaulters. 
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Litiqation performed 
by many parties 

The litigation of defaulted loans is handled by many 
parties. We listed different entities that might conduct 
litigation and asked the agencies to check off the ones they 
used. The two entities most frequently cited were external 
collection firms who collect and litigate directly (55 percent) 
and external collection firms who collect and subcontract the 
litigation to another firm (50 percent). In addition, 40 per- 
cent of the agencies said they use external legal counsel (a law 
firm) that does not perform collection activities. Twenty-six 
percent of the agencies also use the state attorney general or 
attorneys under subcontract with the attorney general. 

WHO PROVIDES LITIGATION SERVICES 
TO GUARANTY AGENCIES? 

ST. AVORNEY ASSIGNED TO AGENCY 

IN-HOUSE LEGAL COUNSEL 

AlTORNEY GENERAL OR SUBCONTRACTOR 

EXTERNAL LEGAL COUNSEL 

I 
COLLECTION SUBCONTRACTOR 

COLLECTION & UTIGATION CONTRACTOR 

0 20 40 60 

PERCENT OF RESPONDENTS 
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Several factors 
considered before 
litigating 

Several factors may influence a guaranty agency's decision 
to litigate. The most frequently cited reason was the de- 
faulter's ability but unwillingness to pay (86 percent). The 
next most cited reasons were how long the account had been in 
default or age of account (78 percent) and the need to act 
before the expiration of the statute of limitations (67 
percent). 

For 60 percent of the agencies, the defaulter's outstanding 
balance is also a factor to consider in deciding whether to 
pursue litigation. The average minimum outstanding balance 
considered before initiating litigation was $1,003, while the 
dollar range cited ranged from $50 to $10,000. 

The chart below shows the frequency with which various 
motivations to litigate came into play. 

FACTORS THAT INFLUENCE A 
GUARANTY AGENCY’S DECISION 
TO INITIATE LITIGATION 

STATE LAW OR REGULATION 

DEFAULTER’S GEOGRAPHIC LOCATION 

, OUTSTANDING BALANCE OF ACCOUNT 

STATUTE OF LIMITATIONS 

AGE OF ACCOUNT 

DEFAULTER’S ABILITY TO PAY 

0 20 40 60 60 100 

PERCENT OF RESPONDENTS 
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D$fficulties encountered 
lrp obtaining ant' enforcing 
judgments 

When an agency decides to use litigation, it attempts to 
obtain a legal judgment against the defaulter. Once a judgment 
is obtained, the agency then can enforce the judgment in order 
to obtain repayment. 

As shown in the first of two charts that follow, 29 percent 
of all the agencies have had problems in obtaining judgments. 
Of the agencies that had problems, the majority stated that the 
main problem was that the courts were overloaded. In addition, 
this first chart also shows that once a judgment is obtained, 79 
percent of the agencies had problems enforcing it. 

GUARANTY AGENCIES THAT HAVE 
~FFICULTY OBTAINING AND 
ENFORCING JUDGMENTS 

PROBLEMS OBTAlNlNC 

PRbLEtvlS ENFORCING 

0 20 40 60 80 100 

PERCENT OF RESPONDENTS 
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The second chart shows that the major problem in enforcing 
judgments (cited by 89 percent of the agencies) was the de- 
faulter's inability to repay. Eighty-five percent of the 
agencies stated another problem was the inability to locate the 
defaulter. 

WHAT ARE THE PROBLEMS IN 
ENFORCING JUDGMENTS? 

AGENCY STAFF INADEQUATE 

DEFAULTER CAN’T BE FOUND 

DEFAULTER CAN’T PAY 

0 20 40 60 60 100 

PERCENT OF RESPONDENTS 
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@JESTION 6 
WHAT ADWINISTRATIVB OFFSET AND WAGE GARNISEHENT PROCEDURES ARE 
ALLOWED BY STATE LAW/REGULATIONS AND USED BY GUARANTY AGENCIES? 

Other collection tools available to agencies are 
administrative offsets and wage garnishment. Examples of 
administrative offsets are the seizure of (1) state income tax 
refunds, (2) property tax rebates, and (3) state lottery 
winnings. Offsets may not require a legal judgment against the 
defaulter before an offset can occur, whereas wage garnishments 
may require a legal judgment first, although procedures can vary 
from state to state. 

The chart below shows the extent to which the agencies said 
their agency's state law/regulations allow them to offset or 
garnish various sources of income. For example, 55 percent of 
the agencies are allowed to garnish the wages of state 
employees. 

PERCENTAGE OF GUARANTY AGENCIES 
THAT CAN OFFSET OR GARNISH 
VARIOUS SOURCES OF INCOME 

WELFARE 

STATE UNEMPLOYMENT 

STATE LOlTERl ES 

PROPERTY TAX REBATES 

STATE RETIREMENT CHECKS 

STATE LOANS, GRANTS, AWARDS 

FEDERAL EMPLOYEE WAGES 
I 
, STATE INCOME TAX REFUND 

LOCAL GOVT. EMPLOYEE WAGES 

STATE EMPLOYEE WAGES 

PRIVATE SECTOR WAGES 

0 20 40 60 60 

PERCENT OF RESPONDENTS 

Of those that indicated they are allowed to use these 
procedures, most stated they use them, but a legal judgment is 
required in many cases-- especially for wage garnishments. For 
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instance, garnishing the wages of state employees requires a 
legal judgment, according to 75 percent of the agencies that can 
us% this procedure. 

The table below shows the results for those agencies 
allowed to use these alternatives and whether they (1) use them 
and (2) need a judgment first. 

7 

PERCENTAGE OF AGENCIES THAT RAVE TEE AUTHORITY 
naIcE USE VARIOUS OPFSBTS AND GARNIsEMBNTs AND 

REPORTEDTHAT JUDGHBNTS ARX REQUIRED 

Percentage8 
Judgment 

Source of income Use? required? 

Wages due federal employees 96 86 

Wages due state employees 94 75 

Wages due city/county 
employees 93 90 

Wages due private sector 
employees 91 95 

State unemployment 
compensation 67 

State income tax refund 92 15 

Homestead/property tax 
rebates 100 17 

Welfare, Aid to Families 
with Dependent Children, 
etc. 50 

Other state loans, grants or 
scholarships 100 

State lotteries 60 40 

State retirement checks 100 43 

-a 

Twenty-eight percent of the agencies stated they had 
problems obtaining offsets and garnishments. Examples of these 
problems included the (1) the defaulter could not be located and 
12) the defaulter's employer would not allow the guaranty agency 
to garnish any wages. 
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QUESTION 7 
WRAT DO GUARANTY AGENCIES CONSIDER TO BE THEIR MOST SUCCESSFUL 
COLLECTION TBCENIQUES? 

When asked what they consider to be their most successful 
collection techniques (more than one technique could be cited), 
55 agencies responded. The most frequently cited techniques 
were reporting defaulted loans to credit bureaus (16 agencies), 
using collection contractors (14 agencies), and making personal 
telephone contacts with the borrowers (14 agencies). 

The table shows the techniques listed as most successful by 
the agencies. 

COLLECTION TMXtNIQUES CONSIDERED 
HOST SUCCESSFUL BY THE AGBIKIES8 

Technique 

Numberof 
agencies citing 

technique 

Reporting defaulted loans to 
credit bureaus 16 

Use of collection contractors 14 

Personal telephone contact with 
borrower 14 

Litigation/threat of litigation 7 

Long-term payment arrangements 6 

IRS tax offsets 6 

State income tax offsets 6 

Wage garnishments 5 

aWe did not list techniques for which there were less 
than five respondents. 
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APPENDIX1 APPENDIX I' 

State 

Alabama 

Alaska 

American Samoaa 

Arizonaa 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District of Columbiab 

Florida 

Georgia 

GWma 

Hawaiia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansasb 

Kentucky 

Iouisiana 

Maine 

Maryland 

Massachusetts 

riTs!maol?- iMaxxEs 

Guaranty agency 

Alabama Commission on Higher Education 

Alaska Comnission on Postsecondary Education 

Pacific Islands Education loan Program 

Arizona Educational Ioah Program 

Student Loan Guarantee Foundation of Arkansas 

California Student Aid Commission 

Colorado Guaranteed Student Loan Program 

Connecticut Student I&an Foundation 

Delaware Guaranteed Student Loan Program 

Higher Education Assistance Foundation 

Florida Student Financial Assistance Con-mission 

Georgia Higher Education Assistance Corporation 

Pacific Islands Education Loan Program 

Hawaii Educational Loan Program 

Student Loan Fund of Idaho, Inc. 

Illinois State Scholarship Commission 

State Student Assistance Commission of Indiana 

Iowa College Aid Comnission 

Higher Education Assistance Foundation 

Kentucky Higher Education Assistance Authority 

Governor's Special Con-mission on Educational Services 

Maine Guaranteed Student Loan Program 

Maryland Higher Education loan Corporation 

Massachusetts Higher Education Assistance Corporation 
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Guaranty agency State 

Michigan 

Minnesotab 

Mississippi 

Missouri 

Montana 

Nebraskab 

Nevada 

Ne& Hampshire 

Nek Jersey 

Nek Mexico 

New York 

North Carolina 

Nofth Dakota 

Northern Marianasa 

Ohli.0 

OklahCsla 

Ori2gonq 

Pennsylvania 

Puerto Rico 

Rh$e Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Michigan Department of Education; Michigan Higher 
Education Assistance Authority 

Higher Education Assistance Foundation 

Mississippi Guarantee Student loan Agency--Hoard of 
Trustees of State Institutions of Higher Learning 

Missouri Department of Higher Education 

Montana Guaranteed Student Loan Program 

Higher Education Assistance Foundation 

Nevada Guaranteed Student Ioan Program 

New Hampshire Higher Education Assistance Foundation 

New Jersey Higher Education Assistance Authority 

New Mexico Student lroan Guarantee Corporation 

New York State Higher Education Services Corporation 

North Carolina State Education Assistance Authority 

North Dakota Guaranteed Student Loan Program 

Pacific Islands Education Loan Program 

Ohio Student Loan Canmission 

Oklahoma State Regents for Higher Education 

Oregon State Scholarship Commission 

Pennsylvania Higher Education Assistance wency 

Puerto Rico Higher Education Assistance Corporation 

Rhode Island Higher Education Assistance Authority 

South Carolina State Education Assistance Authority 

South Dakota Education Assistance Corporation 

Tennessee Student Assistance Corporation 

Texas Guaranteed Student Loan Corporation 
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State Guaranty agency 

Trust Territoriesa Pacific Islands Education man Program 

Utah Utah Higher Education Assistance Authority 

Vermont Vermont Student Assistance Corporation 

Virginia Virginia State Education Assistance Authority 

Virgin Islands 

Washington 

West Virginiab 

Virgin Islands Guaranteed Student I.&an Program 

Washington Student Loan Guaranty Association 

Higher Education Assistance Foundation 

Wisconsin Wisconsin Higher Education Corporation 

Wyamingb Higher Education Assistance Foundation 

alhe United Student Aid Funds, Inc., a private nonprofit organization, is the 
designated guaranty agency. This agency also guarantees loans for lenders in 
states where it is not the designated guaranty agency and reports these 
activities separately to the Department of Education. 

he Higher Education Assistance Fbundation, a private nonprofit organization, 
is the designated guaranty agency. 
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Note: Unless otherwise indicated, all 58 agencies answered the question and 
percentage breakdowns total 100. In some cases, questions and written answers 
have been paraphrased for clarity or brevity. Where "no" answers were the 
obverse of ,(yes'* answers, we display only the positive answers. Where 
agencies could reply in more than one category, percentages may total more 
than 100. Responses were as of February-May 1986. 

Organizationof rrgenq 

NO. Percent 

State agency/board/department/public authority 34 58.6 
Private nonprofit agency 22 37.9 
Public nonprofit corporation 2 3.4 

Note: 6 agencies designated the Higher Education Assistance Foundation 
as their guarantor; 7 agencies designated the United Student Aid Funds, 
Inc.; and 45 agencies operated as their own guarantor. 

2. Haalarg hasyouraqencyparticipatedintheG6LPrograonasauthorizedby 
the Higher Education Act of 19651 

No. Percent 

5 years or less 8 13.8 
Over 5 to 10 years 23 39.7 
Over 10 to 15 years 3 5.2 
Wer 15 to 20 years 7 12.1 
Over 20 years 17 29.3 
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3. ~~0fthefo~functLonsareperfonmed~oranbehalfof~ 
agencyandhywhalQ mll~ieshadtorespondtoeadhcategory. If 
performed, the argen=y could cite one or more 8ouroes.) 

How performed 
Other 

Function 

Preclaims assist- 
ance 

Processing of 
claims from 
lenders 

Collections 
Monitoring of 

student en- 
rollment status 

Preparation of 
form 1130, 
1189, 1189-1, 
1189-2, and 
1189-3 

Litigation of 
defaulters 

Escrow agent for 
lender 

Direct lender 
Agency lender of 

last resort 
Imn origination 
Uan servicing 
Secondary market 
Imder interest 

ard special 
allowance bill- 
ing (form 799) 

Other (billings 
for secondary 
market) 

!r&al In house 
5 Percent No. Percent 

58 100.0 43 74.1 0 16 27.6 

58 100.0 46 79.3 0 
58 100.0 43 74.1 9 15.5 

14 24.1 
50 86.2 

57 98.3 40 70.2 1 1.8 18 31.6 

58 100.0 47 81.0 0 

58 100.0 13 22.4 18 

18 31.0 17 94.4 0 
8 13.8 4 50.0 3 

10 17.2 4 40.0 3 
17 29.3 15 88.2 0 
23 39.7 18 78.3 0 

9 15.5 4 44.4 5 

31.0 

37.5 

30.0 

55.6 

14 24.1 

48 82.8 

1 5.6 
1 12.5 

3 30.0 
2 11.8 
5 21.7 
1 11.1 

8 13.8 87.5 

1 1.7 100.0 

37.5 

Other state external 
agency source 

No. Percent No. Percent 
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Full time Part tme Total 

Personnel, by length of employment and time status 

YLbtal agency staff 3,708 

lCbta1 for collection functions 472 158 630 

Supervisory and others (including 
those who monitor private collec- 
tion agencies , etc.) by length of 
employment: 

0 to 1 year 
1 to 5 years 
Over 5 years 

Collectors for in-house collection 
activities by length of employment: 

0 to 1 year 
1 to 5 years 
Qver 5 years 

Personnel, by time status and nunbers 

Supervisory collection personnel 183 23 206 
Mean 3.2 0.4 3.6 
Median 2.0 0 2.0 
Range ( low-high) O-26 o-4 O-30 

In-house collection personnel 289 135 424 
I Mean 5.0 2.3 7.3 

Median 2.0 0 3.0 
Range (low-high) O-42 O-66 O-68 

W&al collection personnel 472 158 630 
Mean 8.1 2.7 10.8 
Median 5.0 0 5.5 
Range (low-high) O-66 O-66 O-82 

Tbtal agency personnel 3,708 805 4,513 
Mean 63.9 13.9 77.8 
Median 24 0 26 
Range (low-high) O-500 o-575 O-1,038 

34 6 40 
88 9 97 
61 8 69 

83 91 174 
165 42 207 
41 2 43 

805 4,513 
- 
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Agencies by no. and kind of personnel 

No. of personnel 

Kind of personnel (no. of agencies) 
Collection Total 

Supervisory In house Total agency 

11-15 
16-20 
21-25 
26-30 
31-35 
36-40 
41-45 
46-50 
More than 50 

47 42 29 16 
7 6 15 1 
2 4 4 2 
0 1 2 6 
1 0 2 4 
1 0 0 4 
0 0 0 3 
0 1 1 2 
0 2 0 0 
0 0 1 0 
0 2 4 20 

5. Do mllections persaME 1 ever perform other factions for the agency? 

Yes 
No 

No. 

21 
37 

Percent 

36.2 
63.8 

6. What types of other functions do collection personnel perform? 
(21 agencies mspon&d in one or more categories.) 

No. Percent 

Reclaims assistance 13 61.9 
Processing of lender claims 9 42.9 
I;legal activities 10 47.6 
me-default assistance for 

I secondary market 3 14.3 
* Collections for secondary market 1 4.8 

Other 2 9.5 
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APPENDIX II 

7. Wratisthetotalnunber 
acanmtsservicedarrd/ar 
19853 

Account status 

APPENDIX II 

an] dollar ilount of defaulted student loan 
assignedbyyouragencyasofSeptember30, 

Serviced internally 
(38 agencies responded ) 

Mean 
Median 
Range (law-high) 

Assign& to private collection 
agency (49 agencies responded) 

e?an 
Median 
Range (low-high) 

Assigned to private law firms 
for litigation/collection 
(32 agencies respcnded) 

Mean 
bkdian 
Range (low-high) 

No. of 
accounts 

599,913 $1,673,480,000 
15,787 44,038,947 

3,764 11,238,500 
561-151,786 855,000-420,494,OOO 

329,765 838,593,OOO 
6,730 17,114,142 
1,771 4,387,OOO 

4-70,071 8,000-163,279,000 

163,274 427,139,ooo 
5,102 13,348,093 

656 1,674,500 
4-92,973 6,000-220,392,OOO 

0 

Dollar value 

Ckgmizatitmof in-buse oollectian unit 

18. lbesyour agencyhavean i&muse oollectiarunitfor routineactivities, 
i.e., telephonirrgdefaulters,fm~~ardinqdemand letters, etc.? 

Yes 
No 

43 
15 

74.1 
25.9 

9. #lbwhatextentdoes your agency hire mllectors whohavehad 
, prior experience in oollecticm activities? (43 agencies respomkd.) 

Very great 8 18.6 
Great 9 20.9 
t&Aerate 12 27.9 
som 6 14.0 
Little or none 8 18.6 

No. Percent 

No. Percent 

10. Baw are your in-base collectors trained? (43 agencies reqmded in one 
or more categories.) 

On-the- job training 
Classrocm training by agency 
Classroom training outside agency 
No training 

No. Percent 

43 100.0 
16 37.2 

4 9.3 
0 
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APPENDIX II APPENDIX II 
I 

11. WIEIt is theaveragemd9erof&faultacanmtsassigmd toea& in-house 
collector? (Of the43agenciesrespomling,6 areunder theBigher 
BduoationAssistMoeFbundation,whi~hasconaolidated the6 agencies' 
in-tmase activities into 1 unit; therefore, 38 reqxmdd to this question 
an1Y.j 

Accounts No. Percent 

O-100 0 
101-200 1 2.6 
201-300 2 5.3 
301-400 3 7.9 
401-500 3 7.9 
Oder 500 29 76.3 

Mean 15,787 per agency 
Median 3,674 per agency 
Range (low-high) 561-151,786 per agency 

Note: In addition, we have estimated that the average nunber of accounts 
per in-house collector is 1,680. This number is based on an estimated 
357 full time equivalent collectors working on 599,913 accounts. 

12. What office hours do you require in-kmse oollectxxs to work? 
(43 agencies reqonded in one or more categories.) 

Normal office hours 41 95.3 
Evening hours 26 60.5 
Saturday 15 34.9 
Sunday 0 

II. -~poLIcyMDlpRoc- 

Qxxatimg criteria and policy 

d 3. Doyouhave specific state laws andlegalopiniomdealinq with the 
folluwingtypesof loanoperations? Whereyouhmrelawsorlegal 
opinions,cio they impactonCSLmlkcticnpmcedures? (All agencies 
respded toeachcategory.) 

Applicable laws/opinions? 
Yes, impact on GSL 

Yes, have collection procedures 
No. Percent No. Percent 

On GSL collection 
activities 

On other state loan 
collection activities 

Other--not specific to 
loans but have some 
impact on GSL collections 

10 17.2 10 100.0 

25 43.1 23 92.0 

29 50.0 26 89.7 
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Help/hinder No. Percent 

Very helpful 13 22.4 
Somwhat helpful 9 15.5 
Neither helpful nor a hindrance 11 19.0 
Somewhatahindrancea 6 10.3 
Verymuchahindrancea 1 1.7 
Not applicable 18 31.0 

aHindrances included no or inadequate garnisbnt laws, vague litigation 
laws, not allowed to hire private attorneys, administrative offset 
by state attorney general only, and provisions of the Fair Debt Collec- 
tion Practices Act. 

Yes 
No 

5 Percent 

18 31.0 
40 69.0 

'16. lb what extent are state regulaticxls helpful? (18 zqemies responded) 

Help/hinder 

Very helpful 
Somewhat helpful 
Neither helpful nor a hindrance 
Somewhat a hindrancea 

& Percent 

5 27.8 
5 27.8 

11.1 
62 33.3 

aHindrances included regulations limiting litigation and garnishment and 
vague regulations on debt collection practices and rights of consumers. 

17, () RM your agency establiahea due diliqsme criteria/prooedures in aaxxd- 
anoe with 34 C.P.R 682,401(c)(3) on how to collect loans on which a 
&faultclaLmhasbeenpaM? 

All 58 agencies responded that they had procedures; 8 said they were 
not in writing, 2 said they were being rewritten, and 1 said procedures 
were being written for the first time. 
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18. AreYOUC~r~criteria~equdLoorbetterthanthe follow- 
hg praposed due diligence criteria/procedures (in&&d in the Depart- 
mmtof&kxzation~sJ&tioe ofPropo6edRulemakingissuedonSqtember 4, 
1985). (Allagencies respon&Ytoeachcategory.) 

Proposed procedure 

Written notice and phone call to borrower 
within 45 days 

Written notice, phone call, and report to 
credit bureau within 90 days 

Written notice, phone call within 135 days 
Final notice within 180 days 
Institute civil suit within 225 days 

No. Percent 

58 100.0 

31 53.4 
41 70.7 
25 43.1 
14 24.1 

19. lhesyuuragencyhave aproceduretoidentifyfraudulentstudentloans? 

5 Percent 

Yes 45 77.6 
No 13 22.4 

20. 1s your agencyccrnsicJeriq suchaprocedure? (13agencies respoaded.) 

No. Percent 

Yes 7 53.8 
No 6 46.2 

21. Tbwhatextentdoesyouragencyconsiderfraudulentstudentloanstobe 
aproblem? 

Extent 2 Percent 

Very great 0 
Great 0 
Moderate 2;: 12.1 I 
some 50.0 
Little or none 22 37.9 

No. Percent 

Yes 57 98.3 
No 1 1.7 
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23. 

24. 

25. 

~~Ofthefollawirrg~tions~resultinaLenderr~~ing 
a defaultedstdhtlcmn? (57 urgencies respodedinoneormrecattr 
gories, 1 

No. Percent 

Borrower has rectified the default 
status of the loan 36 63.2 

Error by the lender, school, or 
guaranty agency 56 98.2 

Defective or missing docmntation 37 64.9 
Othera 5 8.8 

aOne agency allowed repurchase of a rehabilitated loan that had been in 
repayment 12-18 months; one allowed repurchase of reaffirmed bankrupt- 
cies; one allowed repurchase upon arrangemmts between student and 
lender; one allowed lender to repurchase nondischargeable debt after 
bankruptcy: and one allowed repurchase upon request of lender or 
borrower. 

besyouragemyrefinanoe defaulted student loans for bon-rs olloe the 
urgency has reidmrsed the k&x? 

No. Percent 

Yes 28 48.3 
No 30 51.7 

How does pur agency refinarme defaulted student loans? (28 agench 
respr&d in one or more categories,) 

$& Percent 

Issuance of a new promissory note with terms, 
conditions, and interest rates that may vary 
from the original promissory note 2 7.1 

Yes 
No 

I Establishment of a repayment schedule by the 
1 guaranty agency without the necessity of 

completing a promissory note 18 64.3 
Through a revision of the original repayment 

schedule tier the terms of the existing 
promissory note at the time of claim payment 12 42.9 

26. lhesyourqemq require lenderstoobtainacanaker/axignercmezh 
loan? 

No, Percent 

3 
55 9::; 
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Systemuaedtohcateborrowzra 

APPEtmIX~ II 

27. Does your agency utilize credit izuram in performing sJcip-tracin9 
activitiefl on &falllted student l,oanm 

Yes 
No 

28. Inowhatextentarecredit 
(43 zqencies reqxded.) 

No. Percent 

43 74.1 
15 25.9 

bureau reports uneful in locatin9 f3kipt3? 

Extent No. Percent 

Very great 
Great 
Moderate 
some 
Little or none 

5 11.6 

1: 
20.9 
25.6 

18 41.9 
0 

29. Does your qency utilize the IRS skip-tracing services? 

30. 

I 

31. 

No. Percent 

Yes 49 84.5 
No 9 15.5 

lb what extent is the IRS sJc.i*acirq program meful? (49 qenciea 
responded.) 

Extent No. Percent 

Very great 3 6.1 
Great 5 10.2 
Moderate 34 69.4 
some 5 10.2 
Little or none 2 4.1 

bfhat state organizations/~ies does your agency contact to locab? 
defaulted borrwrs? Ogerdes odd cite one or mre categories,) 

State source No. Percent 

State personnel records 12 20.7 
State tax records 17 29.3 
State motor vehicle department 46 79.3 
State unemployment cmnission 11 19.0 
.State military reserves 8 13.8 
State voter registrations 6 10.3 
Other 7 12.1 
No contacts 8 13.8 
Not available for use by agency 1 1.7 
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32. ‘what other souf(=es does your agewy use to locate defaulted borrowers? 
&encies could cite ore or more categories.~ 

No -* Percent 

Libraries 17 29.3 
Chambers of comwrce 16 27.6 
Criss-cross directories 47 81.0 
Other state guaranty agencies 31 53.4 
Federal agencies other than IRSa 11 19.0 
Private investigators 3 5.2 
Post offices 41 70.7 
City directories 45 77.6 
Otherb 20 34.5 

aOther federal sources included the Imnigration Service, Department of 
Defense locator services, Social Security Administration, licensing 
boards, and Department of Education. 

bother sources included loan application references, collection agencies 
specializing in skip-tracing, neighbors, friends, family, professional 
organizations, alurmi offices, and newspapers. 

33. Do you nornmlly mtify defaulted borrakRrs in reppent of the dollar 
immmtandduedateofeachpaymmt? 

Yes 
No 

34. What is consi&xed to be a collection subject to the Secretary’s 
equitable share? Oqencies could cite one or mre categories.) 

Category 

* Principal 58 100.0 
Purchased interest from lender 58 100.0 
Interest accrued by your agency 58 100.0 
Iate fees, charges assessed by agency 22 37.9 
Attorney's fees 27 46.6 
Other court costs 21 36.2 
Garnishments (wages, tax refunds and 

rebates, personal assets, etc.) 58 100.0 

35. Does ymlr agency continm to accrue interest after tb default claim has 
-paid? 

Yes 
No 

No. Percent 

58 100.0 
0 
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36. Whenyou receive a~frauadefaultfx,doyouapplythepaymntto 
tin principal. of the loan first? 

Yes 
No 

Percent 

29.3 
70.7 

Collection alternative 

Forbearance 
Deferment 
Fbrqiveness 
Cancellation 
Compromise 
Write-off 
Pursuance of cmakers and/or 

cosigners obtained by lenders 
Repxting defaulters to schools 
Requesting schools to withhold 

transcripts on defaulted 
borrowers 

Litigation 
Othera, 

Yes, agency is 
allowed to use it 
No. Percent 

30 
26 

4 
9 

51 
47 

54 93.1 52 96.3 
47 81.0 45 95.7 

51.7 29 
44.8 25 

1x 
87:9 

i 
48 

81.0 39 

35 60.3 31 88.6 
58 100.0 58 100.0 

5 8.6 5 100.0 

aIncluded suspension of collection for a limited time, 
employment for state workers, and reporting to credit 

Uaeofprivab2adlectiona3ntractors 

38. Does your agency use private co-on amtractors? 

No. Percent 

Yes 50 86.2 
No 8 13.8 

Yes, agency 
has used it 

No A Percent 

96.7 
96.2 
25.0 
66.7 
94.1 
83.0 

termination of 
bureaus. 
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39. How many private aA.lection 
her 30, 19853 (50 +qsncies 

Total used by 50 agencies 

Per agency: 
Mean 
Median 
Range (low-high) 

APPENDIX II 

cm&actors were you usirg as of Sep&m- 
reqmded.) 

No. of contractors 

265 

5.3 
4.5 

l-20 

40. How do ytm award contrm to private collection cantractors? 
(50 iqemies respomkd in ane or mre categories. 1 

No. Percent 

Geographic region 24 48.0 
Proven success with guaranty 

agency 44 88.0 
IDW bid 25 50.0 
ktermined by another agency 

within state 4 8.0 
Othera ia 36.0 

aOther bases included,proven success with schools, prior GSL experience, 
competitive bidding, and laws governing choice of contractor. 

41. Are private aKbct.im amtractmrs txqmmbd on a percentage of tutal 
dollars cxd.l.M (50 arpncie8 respomled.) 

No. Percent 

Yes 49 98.0 
No 1 2.0 

42. f&at is the rarqe of peroentqe rates currently paid to amtractors? 
I (49 agencies re8pomkd.) 

Percent paid 
Lowst Highest 

Mean 22.4 32.9 
Median 25 30 
Range (low-high) 10-30 23-50 
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43. Why do tkae percentqe ratm differ? (49 qencies resporxkd in one or 
mre categmAes.1 

Reason for difference 

Based on dollar amount of assigned 
accounts 

Based on the type of assigned accounts 
(i.e., the more difficult the account, 
the higher the comnission rate) 

Economic conditions at time contracts 
were awarded 

Othera 
Pates do not differ 

2 4.1 

21 42.9 

20 40.8 
19 38.8 

6 12.2 

aIncluded use of a sliding scale based on the amunt of the placement 
block collected, higher rates for accounts needing litigation, rates 
negotiated through mnpetitive bidding, and age of account. 

44. Doyouuseothermetbdsof cImplsatingcollectioncantractxrrs? 
(50 agencies responded.) 

Yes 
No 

No. 

1 
49 

Percent 

2.0 
98.0 

45. whatothermethodsdoyouuseto cmqensatecollectionamtractcrrs? 

One agency responded, stating that it used a flat fee of $5 per 
account per month for servicing. 

46. Bow~yearshasyanagencyusedprivateoollectionoontractrrrs? 
(50 agencies respodd.1 

Years 

I Mean 8.7 
Median 8 
Range ( low-high) l-22 
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47. How are i5ammts assi@ to akllecth amtrmrs? (50 agencies 
respMded in one or mice cabgorief5.) 

How assigned yo& Percent 

In-state vs. out-of-state 28 56.0 
Dollar size of the accounts 5 10.0 
Skip accounts 8 16.0 
Alphabetically 4 8.0 
Geographical locations within state 9 18.0 
Prior performance 40 80.0 
othera 25 50.0 

aIncluded assigning accounts randcmly, after quarterly evaluations of 
recovery rates, by age of account, and equally to gauge contractor 
performance. 

4% Are l&se amtrwtors OOnpruSated for resolving an aocount as umollec 
tih’k (due to death, disability, banknprtcy, inability to pay, uw 
lo<mrtable, etc.)? (50 zqgmdes respanded.1 

Yes 
No 

49. Bar often do ca&rwtors nonmlly report 
your agemg? (50 agencies responded.) 

No. Percent 

1 2.0 
49 98.0 

ad forward their a3llections to 

Frequency No. Percent 

-uY 
Biweekly 
Monthly 
Warterly 
9th"' 

17 34.0 
11 22.0 
20 40.0 

0 
2 4.0 

Yes, all contractors 
Yes, sane contractors 
No 

No. Percent 

31 62.0 
19 38.0 
0 
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51. 

52. 

53. 

54. 

55. I 

Dmstkc0ntx~ractuallycollecttheaccruedinterest? (50 agenda 
responded. 1 

No. Percent 

Yes, all contractors 31 62.0 
Yes, some contractors 19 38.0 
No 0 

Do axkractmrs retaintheir fee/peraentEuge of thf2ircollectionsbefore 
forwarding themtoyouragenq? (50 agencies reqmnded.) 

No. Percent 

Yes, all contractors 34 68.0 
Yes, scxne contractors 3 6.0 
No 13 26.0 

Dothf+ccW.ectiona3ntractsamta.inperfokxmnce standards? (50 zqencies 
respaded.) 

No. Percent 

Yes, all contracts 17 34.0 
Yes, some contracts 1 2.0 
No 32 64.0 

Dothecol.hctim~tracts oontain inzntivefeesforexceedingtk 
standards? (18 qencies responded.) 

5 Percent 

Yes, all contracts 0 
Yes, sane contracts 6 33.3 
No 12 66.7 

Ekwdoyouevaluatetkeffectiveness oftheco~ionaontractors? 
(50 agencies respor&d in one or more categories.) 

Basis for evaluation No. Percent 

Ratio of collected dollars to dollars 
outstanding in assigned accounts 

Ratio of borrowers in repayment to 
borrowers assigned 

No evaluation 
othera 

48 96.0 

20 40.0 
0 

17 34.0 

aIncluded accuracy and completeness of accounting records, ratio of 
collected dollars to date of placed and assigned dollars, age of 
account, ratio of net recovered dollars to dollars placed, number of 
accounts canceled and returned as uncollectible, and servicing of 
accounts. 
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Ye8 37 74.0 
Noa 13 26.0 

%bo agencies planned to begin making visits in 1986. 

No. Percent 

Monthly 0 
Quarterly / 1 2.7 
sc3mi~uallY 16 43.2 
Annually 10 27.0 
No regularly scheduled basis 10 27.0 

$8. What cxxxlitim influsmx~ your decision not to make on-site visits to 
oaxtrachm? (13 agencies responded in one or more categories.1 

No agency staff 
No travel funds 
No procedures agency 
EWluation considered 

unnecessary 
othera 

5 38.5 
3 23.1 
2 15.4 

4 30.8 
6 46.2 

aIncluded no time or authorization for site visits, performance monitored 
through in house reports and reports provided by contractors, and visits 

1 unnecessary because of limited number of accounts placed with contrac- 
e tors. 

/59. thveycmevercanoeled acontractbssedonpoorperfcmmnce ? (50 iqen- 
ci.es responded.) 

Yes 
No 

No. Percent 

29 58.0 
21 42.0 
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Tbtal for agencies respotiing 

No. of 
contracts 

57 

Mean 
Median 
Range (lowhigh) 

2.0 
2.0 
o-4 

61. DoyougranttoaAlectioncontr~rsthe righttoexercisethe 
followlrrgadlectianalternatives? (5Oqpncies r~toeach 

Requires prior agency 
approval before 

Collection alternative 

Fbrbearance 
Deferment 
Forgiveness 
Cancellation 
Compromise 
Write-off 
Pursuance of comakers 

and/or cosigners 
obtained by lenders 

Litigation 
Other 

Useof utiantian 

62'. Idim handles the litigation 
' or more categories.) 

Responsible 

In-house legal counsel 

Granted to 
contractors 

No. Percent 

13 26.0 1 7.7 
5 10.0 1 20.0 
0 0 
1 2.0 1 100.0 

37 74.0 35 94.6 
5 10.0 5 100.0 

47 94.0 5 10.6 
40 80.0 39 97.5 

2 4.0 0 

ofdefaullx!dlans? 

contractor uses it 
& Percent 

(Agenciesoouldciteone 

&& Percent 

13 22.4 
State attorney general or attorneys 

tier subcontract with state attorney 
general 

State attorney assigned to guaranty agency 
External legal counsel (law firm) that does 

not perform collection activities 
External collection firm that collects and 

litigates directly 
J3xternal collection firm that collects and 

subcontracts litigation to another firm 

15 25.9 
4 6.9 

23 39.7 

32 55.2 

29 50.0 
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63. WEmt factors inflmnceyour&cisiantoinitiatelitigation? (Agencies 
could cite cult? or tmre categories.) 

2 No Percent 

Geographic location 16 27.6 
Outstanding balance (only 15 agencies 

specified a minimun dollar amount): 35 60.3 
rwul $1,003 
Median $200 
Range (low-high) $50-10,000 

Ability to pay 50 86.2 
Ageof account 45 77.6 
Statute of limitations 39 67.2 
Required by state law/agency regulation 2 3.4 
Othera 9 15.5 

aIncluded availability of a current address, assets of borrower, 
criminal prosecution, refusals, decided by private collection agencies, 
and uncooperative borrowers. 

64. when is litigation no-y 
categories. 1 

When initiated 

initiated7 (~iescouldciteoneormre 

No 2 Percent 

zmnediately upon payment of default claim 
to the lender 2 3.4 

When all collection efforts are exhausted and 
litigation is determined to be warranted 53 91.4 

Within a specified time after payment of claim 11 19.0 
othera 3 5.2 

aIncluded when litigation becomes a reasonable alternative, when assets 
are located and borrower refuses to pay, and when borrower is unwilling 
to make regular payments 

Yes 
No 

No. 

44 
14 

Percent 

75.9 
24.1 

66. bhtisyourstatuteoflimi~ons? (444enciesre. Because 
4didmtknartknmberofyears,theanalysisisbasedon40re- 
-.) 

Years 

Mean 8.7 
Median 6 
Range (low-high) 3-30 
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67. Wmt problems, other than number of years, are associated with tt~ 
statute of limitations? (44 agemies responded in om or mre 
categories. 1 

Problem No. Percent 

Lead time required by attorney general 
Caseload of attorney general 
IDW priority assigned by attorney 

general 
Other 
None 

2 4.5 
3 6.8 

3 6.8 
2 4.5 

38 86.4 

68. What step are taken ta avoid exoeedbq the statuk of limitations? 
(44 agencies reqombd in ache or mre categories. 1 

Steps 

Stagger the number of accounts in collection 
so that older accounts are worked first 7 15.9 

I&view accounts nearing their expiration dates 47.7 
Othera :: 54.5 

aIncluded administrative offset of state incme tax refund, reviewing 
inventory of accounts to identify old accounts, and referring old 
accounts to attorney general for judgment. 

No. Percent 

Yes 
No 

17 29.3 
41 70.7 

70. wlat prohlerm have you experienced in obtabhg judgmmts? (17 zqmcies 
respaxbd in one or mre categories. 1 

I Problem No. Percent 

Courts overloaded 
Attorney general's workload 
Iow priority given default cases by 

courts 
low priority given default cases by 

attorney general 
Othera 

9 52.9 
4 23.5 

2 11.8 

1 5.9 
6 35.3 

aIncluded locating attorneys in certain geographic locations, low rate of 
reimbursement by state agency to litigation contractor, locating bor- 
rowers and obtaining service of smrnons , and requirement that suit be 
initiated in debtor's county of residence. 
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71. Have you 

Yes 
No 

had problem enforcing judgmfxkts? 

No. Percent 

46 79.3 
12 20.7 

72. What problems have you elrperienced in enforcing judgments? (46 agencies 
BX3paxkd in one or mre categories.) 

No. Percent 

Borrower cannot be located 39 84.8 
Inability of borrower to pay 41 89.1 
Inadequate staff of agency/contractor 

to enforce judgments 21 45.7 
Othera 5 10.9 

aIncluded borrower changes jobs and refuses to pay, cannot enforce 
against federal employees and persons living on tribal land and 
overseas, refusal of some states to honor judgments obtained in other 
states, and borrower has no unprotected assets. 

Use of litigation - by amtract/asmenent 

'73. Does your agency contract for litigation (including agreenmts with the 
state attorneygeneral)? 

No. Percent 

Yes 53a 91.4 
No 5 8.6 

aIncludes 6 agencies that litigated through the state attorney general 
only. A 54th agency that used private attorneys and collection agencies 

1 also answered yes, but declined to answer questions in the litigation 
d section. 

74. Bow are litigation axktracts awarded? (53 responded in onf2 or mre 
categories.) 

No. Percent 

Geographic region 33 62.3 
Proven success with guaranty agency 30 56.6 
Lrow bid 20 37.7 
Determined by another agency within state 2 3.8 
Othera 16 30.2 

aIncluded competitive bidding, evaluation by committee, part of collec- 
tion agency contract, handled by state attorney general, and board of 
directors' decision. 
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75. 

76. 

77. 

78. 
I 

Are litigatiar omtres cmpensated 
collected? (53 agencies respnded.) 

Yes 
No 

g-a& Percent 

45 84.9 
8 15.1 

APPENDI,X II 

onapercentzqeoftotald0llars 

WbatistherarqeofptrrJentage ratescurrentlypaid tolitigation 
contractors? (45 agencies respoMed.) 

Percent paid 
Lawest Hiqhest 

Mean 29.8 33.5 
Median 28 30 
Range (low-high) 17-40 23-43 

Why do these percenm rates differ? (45 agencies responded in one or 
mre categories.) 

Reason rates differ No. Percent 

Based on dollar amounts of assigned 
accounts 3 6.7 

Based on type of accounts assigned 
(i.e., the more difficult the account, 
the higher the commission rate) 5 11.1 

Economic conditions at time contracts 
were awarded 16 35.6 

Othera 15 33.3 
Rates do not differ 11 24.4 

aIncluded minimum negotiated price, bid process, and fees differ by 
geographic region. 

DoyaluseothermethOdsof ampensathq litigatim cmtractors? 
(53 agencies respwded.) 

Yes 
No 

No. 

11 
42 

Percent 

20.8 
79.2 
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79. Whatothermetbdsdoyouuseto ampnsate litigation antractars? 
(11 agencies responded; themethodeadhstateditusedwasasfollaws.) 

Hourly rate (of $70) for general collection and bankruptcy advice 
that did not generate collection of loan amounts from borrower 

Payment of actual legal charges 
Hourly fee for successful litigation 
Litigation with private collection contractors, resulting in same 

percentage as a routine collection 
$70 per hour for defense of bankruptcy cases where dischargeability of 

loan was asserted 
Attorney general's office is paid a pro rata share of its costs to 

collect 
Monthly billing for legal services broken down by account and time 
Agency reimbursed for wages and overhead 
Hourly rate 
Contingency fee 
Flat rate for specified services 

80. How are aaxnmts assigned to litigation contractcsrs? (53 agencies 
responded in om or mme categories.) 

No. Percent 

In-state vs. out-of-state 
Dollar size of the accounts 
Skip accounts 
Alphabetically 
Geographical location within state 
Othera 

33 62.3 
10 18.9 

2 3.8 
2 3.8 

24.5 
13 50.9 

Wther responses included past performance, referred by collection 
agency, random assignment, all assigned to attorney general, second 
placement based on prior assigmnt, and single contractor subcontracts 
for litigation and garnishment. 

81: Ebwoftendoamtrwtmsmnmllyreportand forward theircollectiam 
' to ycur agency? (53 agencies respahded.) 

No. Percent 

weekly 16 30.2 
Biweekly 1 1.9 
Monthly 27 50.9 
Quarterly 0 
Othera 9 17.0 

aIncluded twice monthly, upon receipt, as received by the attorney 
general, and daily. 
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82. 

83. 

84. 

85. 

I 

86. 

Eow many years has yam agency used litigatian amtractors? (53 apm- 
ties responded,) 

Years 

Mean 7.9 
Median 6 
Range (low-high) l-22 

Do your litigation cmtracts contain performmce St-? (53 agerF 
ties respaded.) 

Yes, all contracts 10 18.9 
Yes, some contracts 1 1.9 
No 42 79.2 

Does the litigation axWacmr continue to accrue interest while the 
acaxmt is assigned to the contractor? (53 agencies respnded.) 

No. 

No. 

Yes, all contractors 38 
Yes, sme contractors 14 
No 1 

Does the litigation amtractar actually 
(53 agencies responded.) 

71.7 
26.4 

1.9 

collect the accrued interest? 

No. Percent 

Yes, all contractors 35 66.0 
Yes, scane contractors 15 28.3 
No 3 5.7 

Percent 

Percent 

Do the litigation contractors retain their fee/percent of their 
collectims before forwarding them to your agency? (53 agencies 
mgKnaea.1 

Yes, all contractors 
Yes, scxne contractors 
No 

No. Percent 

29 54.7 
2 3.8 

22 41.5 
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87. Dotk litigationamtracts ccntain imxmtivefees forexcxedingtk 
standardis (53 agencies respondea.1 

Yes, all contracts 
Yes, some contracts 
No 

5 

1 
0 

52 

Percent 

1.9 

98.1 

88. Ekmdoyuuevaluatetheeffectiveness of the litigation contractors? 
(53 agemies respanded in one or mre categories.) 

Basis for evaluation No. Percent 

Patio of collected dollars to dollars 
outstanding in assigned accounts 

Number of borrowers in repayment to 
number of borrowers assigned 

No evaluation 
Othera 

38 71.7 

8 15.1 
17.0 

198 34.0 

aIncluded accuracy and campleteness of bookkeeping and accounting 
mtbds, tied to collection agency contract evaluation, and speed of 
obtaining judgment and cost of services. 

89. Do you make owsite visits to the litigation contmcbrs? (53 agencies 
responded.) 

Yes 
No 

x Percent 

33 62.3 
20 37.7 

90. How often do you normlly visit the litigation cantrwtors? (33 agencies 
responded.) 

No. Percent 

Monthly 2 6.1 
Quarterly 0 
semiannually 17 51.5 
Annually 1 3.0 
No regularly scheduled basis 13 39.4 
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91. ~canditiavloontrolyaudecisionnottomakeorrsitevisits to 
litigathn c7mtr~rs? (20 agemies responded in one or mre 
categories. 1 

No. Percent 

No agency staff 4 20.0 
No travel funds 4 20.0 
No agency procedures 1 5.0 
Evaluation unnassary 11 55.0 
Othera 5 25.0 

aIncluded no time and authorization and handled by attorney general. 

92. 5veyouevercmceld a litigationamtraCtbasdonpoor 
perfo-? (53~agencief1 responded.1 

Yes 
No 

93. Aaw 
(12 

NO. Percent 

12 22.6 
41 77.4 

mnylitigationaxrtractshaveyou canceledint.bE?last5~s? 
gencies respomkd.) 

No. of 
contracts 

Total for agencies responding 62 

Mean 5.1 
Median 3 
Range (low-high) l-25 
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94. Do yuu grant to litigaticn czcm-trmrs the right to exercise eixh of the 
folJ..arirrg 00llectim altemati\nes and if so, is prior approval fran your 
qency v (53 agencies respnded to each category.~ 

Granted to contractor 
Collection alternative 

Prior approval necessary 
5 Percent No 2 Percent 

Forbearance 
Deferment 
Forgiveness 
Cancellation 
Compromise 
Write-off 
Pursuance of canakers 

and/or cosigners 
obtained by lenders 

Othera 

18 34.0 9 50.0 
5 9.4 3 60.0 
2 3.8 2 100.0 
5 9.4 5 100.0 

41 77.4 39 95.1 
9 17.0 8 88.9 

46 86.8 9 19.6 
4 7.5 2 50.0 

aIncluded postpone payments, garnish wages, property, etc. (through legal 
process only), and request termination of state employees. 
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uaeofaaninistrativeoff~andgarni~ 

APPJmxX II 

95. Listed bfd.owareseveralaM.nistr~ieeoffset/~sbmentprooedures 
thatmightbeumzd~~a?pncy.IndLcatewhetherornoteachis 
avaihble for useaxxlif so, ifthyare tmed,ardif :tdgrmts are 
required. (Allagenciesrespodedtoeachcabgory.~ 

Of agencies respcnding 

Sources of incane 

Wages due federal 
emplay~S 

Wges due state 
employees 

Wages due city/ 
county employees 

Wages due private 
sector employees 

State une@oymnt 
coqensation 

State income tax 
refund 

Homestead/property 
tax rebates 

Welfare, Aid to Ebmi- 
lies with Deperdent 
Children, etc. 

Other state loans, 
grants, or 
scholarships 

State lotteries 
State retirement 

Checks 

othera 

State law/ 
regulations 
allow use 

No. Percent 

22 37.9 21 95.5 19 

32 55.2 30 93.8 24 

30 51.7 28 93.3 27 

42 72.4 38 90.5 40 

3 5.2 2 66.7 0 

26 44.8 24 92.3 4 

6 10.3 6 100.0 1 

2 3.4 

8 13.8 
5 8.6 

7 12.1 
4 6.9 

Actuallyused 
No. Percent 

1 50.0 

8 100.0 
3 60.0 

a 
100.0 
100.0 

Judgment 
required 

No. Percent 

0 

86.4 

75.0 

90.0 

95.2 

15.4 

16.7 

40.0 

42.9 
75.0 

aIncluded participation in IRS offset program and obtaining offsets 
against bank accounts , real property, and selected personal property. 

96. Baveyauhtdpro~obtainingoffsetsandgami~? 

No. Percent 

Yes 16 27.6 
No 42 72.4 
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97. what problem3 have yau experiencd in okah.irq offsets ad 
gatnishnents? (16 agencies respond&.) 

Problems encountered in obtaining garnismnts most comnly cited were: 

Borrower could not be located 
Borrower employed in a job on which wages could not be garnished 
Employer would not cooperate with garnishment procedures 
Cumbersane procedures required (garnishing payroll each time a check 

issued, i.e., weekly, etc.) 
Lack of enforoement by officials 
Lack of cooperation by federal agencies in responding to requests 

from states 

98. Doesyouragerrcyever l_istdefaultedstuderrtloanswithcreditbureaus3 

No. Percent 

Yes 49 84.5 
No 9 15.5 

99. Withbwmanycreditimxausdoesyouragencylistmzxmmts? 
(49 zqerdes respaxkd.) 

Credit bureaus 
Nationwide Iocal 

Mean 
Median 
Range (low-high) 

2.1 0.2 
2 0 
o-5 o-2 

100. Wkn are aamunts listedtithcreditbur~? (49 agencies responded in 
are or mre categories.) 

Listed when 

, I&an initially is disbursed 
by lender 

Ioan goes into repayment at 
lender 

Lender requests preclaims 
ass istance 

Claim is paid by agency 
Defaulter fails to make payment 

to agency 
Othera 

5 10.2 

3 6.1 

2 4.1 
44 89.8 

21 42.9 
20 40.8 

aIncluded any time there is activity on account, 30 days after the claim 
is paid and there is no response by defaulter, and when lender files 
default claim. 
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III. -IN; BAtmmmY-(-m 7 ANI 13) 

101. ~n~~agencyaacqpt~ cl.a.im3framl~rs? 0gencies 
could cite ane or more categories.) 

Accepted when No 2 Percent 

Rorrower makes oral or written notification 
to lender of bankruptcy petition 17 29.3 

knder receives written notification of 
bankruptcy fran bankruptcy court 51 87.9 

Lender files "proof of claim" 29 50.0 
tinder receives written notification of 

discharge of the debt 17 29.3 
Othera 4 6.9 
Agency does not accept bankruptcy claims from 

lenders 0 

aIncluded within 60 days of lender notification of bankruptcy; after 
lender's receipt of notification of discharge, upon determination of 
5 years in repayment, upon receipt of adversary proceeding notice, or 
if creditors have not met (under chapter 7); and upon receipt of notice 
of first creditors' meeting or if loan is included in plan awroved by 
court (under chapter 13). 

102. Do you have any different lender procedures for chapter 13 bmkmptcies 
(mgeearmrplan)vs.chapter7btraight bankmpkies) prior to pay- 
the claim? 

No. Percent 

Yes 
No 

29 50.0 
29 50.0 

103. ~your2sgencyha~aspecifiedtiElimItin~~thelenlersmust 
filebmkmptqclah3followingreaeiptofbanknqrtcynotices? 

No. Percent 

Yes 54 93.1 
No 4 6.9 
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104. Whatpenaltiesdoya~ w for fa.iluretomeetthxttime? 
(54 agencies respmded in one or mrf2 categories.) 

Penalty No. Percent 

Denial of claim interest after the 
specified time period has lapsed 

Denial of the principal amount of 
the claim 

Othera 
None 

42 77.8 

40 74.1 
4 7.4 
2 3.7 

aIncluded denial of claim and voiding of guaranty. 

105, what dommmtat ianQya~requireframler&xsfilingabankrrptcy 
claim? (Agenciescaildciteaneorm>recategorie8.) 

3 Percent 

Notification of first meeting of 
creditors 

Proof of claim 
Listing of creditors 
Notice of discharge 
Othera 

57 98.3 
35 60.3 
18 31.0 
21 36.2 

8 13.8 

aIncluded original note of claim form, receipt of stay notice if 
received first, all account material and notes, and notice of assign- 
ment of claim and order of substitution. 

106, bespuragemy protesttheinclusionofguaranteed -1oanSin 
bnkmpbqprooeedLnqs~theloanfallswithinthe5year 
nakiiz3hqe&iUty provisim of the bank- law prior to settlaoent 
ofthebnkn@qprooeeding bythe referee? 

I Jg Percent 

Never 24 41.4 
Sometimes 5 8.6 
Always 29 50.0 

Note: Several aqencies added comnsnts that included: not legally 
permissible to protest the inclusion of any loans if debtor 
requests a finding of undue hardship; loan assumed to be 
nondischargeable upon advice of counsel: not discharged as self- 
executing; pursue after disclosure; and seek reaffirmation of 
debt through bankrupt's attorney prior to discharge. 
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I 

APPENXX II 1 

107. Wtmt are yuur criteria for protest; (Rx the five agencies that 
zumwxed “SapetJples” to qmstian 106, they could resporrl in one or mre 
categories. 1 

Geographical considerations 
(in-state vs. out-of-state) 

Outstahding balance 
Othera 

No 2 Percent 

2 40.0 
20.0 

: 80.0 

aIncluded debtor's ability to pay, whenever issue is raised by debtor, 
and discharge due to hardship and fair settlement under chapter 13. 

108. When the borrower petitions the court to consider tk guaranlxed student 
laanasad isrfvargeabledebtinthe Jxmkm@y prcmedirqs due to finan- 
cial hat&ship, does your agency protest that action? 

In no cases 3 5.2 
In some cases 31 53.4 
In all cases 24 41.4 

109. What are your criteria for protest? (Ebr the 31 agencies that anmered 
"in EKXIE cases' to quest&m 108, thy could respond in one or more 
categories. 1 

No. Percent 

Geographical considerations 
(in-state vs. out-of-state) 

Outstanding balance 
Financial condition of borrowers 
Othera 

23 74.2 
21 67.7 
27 87.1 

3 9.7 

I aIncluded invalid hardship claims and only if loan had been in repayment 
for 5 years. 

110. wm harmes bmkmpky proceedings follmi.ng the purchase! of the loan 
f ran the lemk? (Agencies could cite one or mre categories. 1 

Responsible 

Internal operations personnel 
In-house legal counsel 
State attorney general (also includes 

attorney physically assigned to 
agency) 

Exterhallegalcoum3el 
External collection firm 
Attorney(s) under subcontract 

with state attorney general 

No 2 Percent 

39 67.2 
26 44.8 

13 22.4 
21 36.2 

3 5.2 

6 10.3 
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111. Dolendersreplrdhaae!aclrcaunts thatwerewitMrawnorexclukd fromthe 
- petition? 

No. Percent 

Never 28 48.3 
Scnnetimes 30 51.7 
Always 0 

Note: Several agencies provided comnents, including that bankers 
"never" under chapter 7 and "sometimes" repurchase these under 
chapter 13; and "never" repurchase these if the account was 120 
days or more past due. 

112. Wkntheborrarer recrziw2safavoraNecourtdecisim regardirq 
inclusicmofth2guar~student loan inthbankn@q proceedings 
under the hardshipprovision,doesymr agencyappealthatdecision? 

No. Percent 

Never 31 53.4 
sometimes 26 44.8 
Always 1 1.7 

113. What is ymr l collection suzess rate" onaamuntsthat 
nmdi~eandcurrentlysemicedbyyouragency3 

Collection success rate (percent) yo.- Percent 

O-20 5 8.6 
21-40 6 10.3 
41-60 6 10.3 
61-80 5 8.6 
81-100 0 
Information unavailable 36 62.1 

I 

wereconsidered 

111. Doesyouriagencyallowborrarnerswhhavebeendischar+dinbankruptcy 
prooeedingatoborraw&3itionalQ6LfuMs? 

No. Percent 

Yes 45 77.6 
No 13 22.4 

Note: Several agencies provided comnents that included "yes," unless 
the borrower's proven default was due to his or her failure to 
perform to the loan's terms: and if "satisfactory arrangements" 
are made and meet certain criteria. 
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Iv. EmlDIEs BY JGrmcIEs; - SIWIES AH) AuDITs OF JuzExIEs; 
MI-S 

115. Does your agency perform any statistical slMies of defaulted bmmwers 
& the following categories? (Agencies could cite one or moe 
categcxies.) 

Category of study 

Type of schools attended 40 69.0 
Incane level 8 13.8 
Othera 9 15.5 
None 16 27.6 

aIncluded lender categories, demographics within states by unemployment 
rates and schools attended, age of student, default characteristics, 
type of school and type of program, dependency status, and grade level. 

116. Are the studies available fur distribution outside of your agenq? 
(42 agencies mspnded.) 

y& Percent 

Yes 16 38.1 
No 26 61.9 

117. Has your agenq made procedural or regulatory charqes as a result of 
thee studies? (42 agencies reqxmded,) 

Yes 
No 

go& Percent 

19 45.2 
23 54.8 

118. Did your agency investigate or perform a study of whether to mnduct 
I collection activities in house ot by cmtract? 

Yes 
No 

119. What did the 
method3 (43 

No. Percent 

43 74.1 
15 25.9 

invekstigation or stmly conclude to be the best collection 
agencies respmded. ) 

Collection method No. Percent 

In house 6 14.0 
Through collection agencies/law firms 3 7.0 
Canbination of both 33 76.7 
Othera 1 2.3 

%ne agency responded that it is currently studying the best method to 
use. 
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120. m what did you base your de&sic-m? (43 agencies mspomkd in one or 
mre catzgories. 1 

EkX3i.S No -* Percent 

cost 34 79.1 
Effectiveness 38 88.4 
Availability/nonavailability of 

state resources 17 39.5 
Higher priority for use of staff 

in other agency functions 15 34.9 
Othera 1 2.3 

ache agency responded that it is currently studying the best method to 
use. 

121. otherthsnth!?De~ of R%xation~s Program lM&w and Inspecbr 
Cbneral reviwm, is your agemy rely audited? 

No. Percent 

Yes 58 100.0 
No 0 

122, w?m candllcts audit8ofyour~ (Allagenciescouldrespand 
or mre categories. 1 

Performed 4 No. Percent 

State auditor 24 41.4 
Certified public accounting firms 43 74.1 
Othera 4 6.9 

in one 

aOther types of audits were conducted by state bank examiners, internal 
auditors, and GAO. 

, Note: The question included a request for the dates of last review. We 
did not analyze the responses because the dates varied widely. 
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123. Whatdoesya;u:qencyamd.dertobethemstsuccess ful technique(mt 
considering the amts to inplement it) in your collection activities? 
(55 4f-=i= respaded and listed one or mre of the following 
te&niques,shmninorderoffrequenq in parenthesis, as beirq the 
llpst 8uaxssful in default collections.) 

Reporting to credit bureaus (16) 
Using contractors for collection (14) 
Personal contact by telephone (14) 
Aggressive use of litigation (7) 
Long-term payment arrangements (6) 
IRS offset program (6) 
State incane tax offset (6) 
Garnishment of wages (5) 
Preclaims assistance (3) 
Demand letters (3) 
Collecting from cosigners (3) 
Skiptracing techniques (3) 
IWnthly statements (2) 
Automation of collection unit (1) 
Ability to achieve full payment from second placement of accounts (1) 

124. Do you amsider the tednigue (listed in response to question 123) tr> be 
ax3t effective? (55 agencies resporded.) 

y& Percent 

Yes 
No 

55 100.0 
0 

125. What i&MAmal ccmmtsor insiqhtsdoyouhwem the mllectiollof 
defaulted loans? 

Increase contact with schools and lenders to locate borrowers. 
Exchange data with IRS and Social Security Administration. 
Need imnediate feedback on employment status in order to seek 

garnishment. 
Need federal garnishment law applicable to state guaranteed loans. 
Require annual contact between lender and borrower. 
I&turn to former policy of considering amunt paid in full if defaulter 

pays amOunt equal or greater than default purchase amount. 
Ask borrower's race, sex, marital status or spouse on loan application. 
Department of Education should accept forms canpleted by Veterans 

Administration on disability cases. 
Require cosigners on all loans. 
Schools and lenders should increase their publicity to borrowers on the 

effects of default and its consequences. 
Expand to lenders IRS skiptracing ability before default occurs. 
Minimize conditions that allow borrowers not to make payments. 
Relentlessly follow up on broken promises. 
Close the chapter 13 bankruptcy loophole. 
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126. Do you want to receivvz a summy of responses to this questionnaire? 

Yes 
No 

No. 

58 
0 

Percent 

100.0 

67 



APPENDIX III APPENDIX *III 

1. 

2. 

Direct lender makes loans directly to a borrower. 

Billing for lender 
interest 

3. Secondary market 

4. Lender of last 
resort 

5. Loan originator 

6. Lender escrow aaent 

7. Loan servicer 

8. Monitoring student periodic check with school to see if 
status borrower is still in attendance. 

9. 
I 

10. 

11. 

12. 

13. 

Litigation 

Forms prepared 
for Education 

Collections obtaining payments from a borrower. 

Lender claims 
processing 

Preclaims assistance 

DEFINITIONS OF FUNCTIONS 

TRAT MAY BE PERFORUBD BY OR 

ON BEEALF OF GUARANTY AGENCIES 

bills the Department on behalf of a 
lender for interest and special 
allowance. 

purchases loans outstanding from 
another lender. 

makes loans to a borrower who cannot 
otherwise obtain a loan. 

the activities that must be 
undertaken by or on behalf of a 
lender during the loan-makinq 
process. 

receives on behalf of the borrowers 
the proceeds of loans disbursed by 
lenders for the purpose of 
redistributing to the borrowers. 

responding to borrower inquiries 
and establishing repayment 
schedules. 

initiating legal proceedings to 
enforce repayment. 

submitting Departmental forms 
1130 and 1189 series that detail 
guaranty agency activity. 

processing a lender claim when 
borrower fails to repay due to 
default, death, disability, or 
bankruptcy. 

helping the lender in getting a 
delinquent borrower to repay before 
the borrower goes into default. 

(104565) 
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