FSA Default Management Module


FSA Default Management Assessment



	INTRODUCTION:    Have you ever wondered how your cohort default rates for the FFEL or Direct Loan Programs are calculated?  Does your school have a default management plan?  Have you missed opportunities that might have lowered your school’s cohort default rates?

This module, through a series of statements, questions and links to additional resources, is designed to assist your school in managing your cohort default rate and to help prevent your students from defaulting on Federal student loans.  Since default management impacts almost every office on campus, it is extremely important that all of the appropriate offices or staff assist in evaluating your school’s effectiveness in default management.  In addition, it would be helpful to locate any current default management plans, policies or procedures while completing this module.

Participation in the Federal Family Educational Loan (FFEL) and Direct Loan Programs is a privilege, not a right.  With this privilege, a huge responsibility is placed upon our schools to ensure the integrity of these Federal loan programs.  Managing the loan programs properly can lead to opportunities and benefits for both the school and students, while mismanagement can lead to various sanctions.   Schools must carefully consider a plan of action to prevent and manage student loan defaults.
Reflections for further study:

Cohort Default Rate Guide
GEN-01-08 (sample default management plan)
2003-04, FSA Handbook, Vol. 8
NSLDS Enrollment Reporting Guide
Ensuring Student Loan Repayment (best practices)
34 CFR 668.181 through 668.198, (Subpart M) 

34 CFR 682
34 CFR 685
Hyperlinks to all applicable regulations are provided throughout this module.  Most of these hyperlinks are taken from regulations.  It is also recommended that you review the Student Aid Handbook for more detailed information regarding default management requirements. The continuous improvement symbol  [image: image1.wmf]  signifies a continuous improvement cycle and will prompt you to complete a checklist to review your policies and procedures. The Test your Knowledge symbol [image: image2.wmf] provides you with several exercises to test your knowledge and policies and procedures. [image: image3.wmf] Provides Community Questions & Answers received by schools and answered by the Department of Education.

In this Assessment you will evaluate your procedures regarding default management. You will be encouraged to complete several exercises. We ask that you pull out your default management policies and procedures so that you can evaluate them.  If you have not already done so, we recommend that you date your policies and procedures so you can determine when they were last updated. Specific instructions will be included in each exercise.


	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1)
	Results of Assessment

	Cohort default rates are one of the ways the Department measures a school’s ability to administer the Title IV loan programs.  Therefore, it is important to have an understanding of how cohort default rates are calculated.

· A school’s cohort default rate is the percentage of a school’s borrowers who enter repayment on certain Federal Family Education Loans (FFELs) and/or William D. Ford Federal Direct Loans (Direct Loans) during that fiscal year and default (or meet other specified conditions) within the cohort default period. 
· Other specified conditions include when, before the end of the cohort default period, the school’s owner, agent, contractor, employee, or any other affiliated entity or individual makes a payment to prevent a borrower’s default on a loan that entered repayment during the cohort fiscal year. In such a situation, the borrower is considered in default for cohort default rate purposes.
· “Cohort fiscal year” refers to the fiscal year for which the cohort default rate is calculated. The Federal fiscal years begin on October 1 of a calendar year and end on September 30 of the following calendar year.  For example, when calculating the 2000 cohort default rate, the cohort fiscal year is FY 2000 (October 1, 1999 to September 30, 2000).

· “Cohort default period” refers to the two-year period that begins on October 1 of the fiscal year when the borrower enters repayment and ends on September 30 of the following fiscal year. This is the period during which a borrower’s default affects the school’s cohort default rate. 


	[image: image4.wmf] Continuous Improvement
Does your school have any policies whereby the school makes payments on behalf of student borrowers? _________________________________________
If so, is this policy intended to impact the borrowers’ default status? _____________________________________________
[image: image5.wmf] Test your Knowledge

Activity 1:  Cohort Default Rate Formula
[image: image6.wmf] Community Questions & Answers

· Cohort default rate



	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1) (Continued)
	Results of Assessment

	There are two types of formulas used to calculate a school’s cohort default rate: Non-Average Rate Formula and the Average Rate Formula.

Non-Average Rate Formula

The Non-Average Rate Formula is used for a school with 30 or more borrowers entering repayment during a cohort fiscal year.

· The denominator is the number of borrowers who entered repayment in the cohort fiscal year; the numerator is the number of borrowers who entered repayment in the cohort fiscal year and who defaulted or met other specified conditions in the cohort default period. *  
          *The loans included in the default rate calculations are subsidized 

                  and unsubsidized Federal Stafford Loans, Federal Supplemental Loans 

                  for Students (SLS), and Federal Direct Subsidized and Unsubsidized 

          Stafford Loans.   For a listing of special circumstances and additional  

                  guidance on how a borrower will be included in the cohort default rate  

                  calculation, please refer to the Cohort Default Rate Guide, Ch. 2.1, pages 10-16

	[image: image7.wmf] Continuous Improvement
Did the Department calculate your most recent official cohort default rate using the Non-Average Rate Formula?  __________________________
[image: image8.wmf] Test your Knowledge

 Activity 2:  Non-Average Rate 



	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1) (Continued)
	Results of Assessment

	Average Rate Formula

The Average Rate Formula is used to calculate the official cohort default rate for a school with 29 or fewer borrowers entering repayment during a cohort fiscal year if that school had a cohort default rate calculated for the two previous cohort fiscal years.
The denominator for the average cohort default rate is the number of borrowers who entered repayment in the cohort fiscal year and the two preceding cohort fiscal years. The numerator for the average cohort default rate is the number of borrowers who entered repayment in the cohort fiscal year and the two preceding cohort fiscal years and who defaulted or met other specified conditions in the cohort default period for the cohort fiscal year in which they entered repayment. * 

        *The loans included in the default rate calculations are subsidized 

                  and unsubsidized Federal Stafford Loans, Federal Supplemental Loans 

                  for Students (SLS), and Federal Direct Subsidized and Unsubsidized 

          Stafford Loans.  For a listing of special circumstances and additional  

                  guidance on how a borrower will be included in the cohort default rate  

                  calculation, please refer to the Cohort Default Rate Guide, Ch. 2.1, pages 10-16.  


	[image: image9.wmf] Continuous Improvement
Did the Department calculate your most recent official cohort default rate using the Average Rate Formula?  __________________________
[image: image10.wmf] Test your Knowledge

 Activity 3:  Average Rate


	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1) (Continued)
	Results of Assessment

	Unofficial Cohort Default Rate

· An official cohort default rate cannot be calculated for a school with 29 or fewer borrowers entering repayment during a cohort fiscal year if the school did not have an official or unofficial cohort default rate calculated for either or both of the two previous cohort fiscal years. Such a school will have an unofficial cohort default rate calculated using the non-average formula and current year data. An unofficial cohort default rate does not meet the statutory definition of a cohort default rate and therefore, it cannot be used to determine sanctions or benefits.


--------------------------------------------------------------
Receiving Cohort Default Rates:

· Cohort default rates are calculated twice each year

· The Department sends draft cohort default rates to schools in February 

· Schools are provided an opportunity to identify and correct any inaccuracies by submitting an incorrect data challenge to their draft cohort default rates

· The Department then calculates and releases the official cohort default rates approximately six months after the release of the draft cohort default rates. 
· Official rates must be released no later than September 30th each year.


	[image: image11.wmf] Continuous Improvement
What offices/individuals are informed about the school’s cohort default rate?  _________

How is the information disseminated?  ________________________________________
[image: image12.wmf] Community Questions & Answers

· Draft cohort default rate



	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1)  (Continued)
	Results of Assessment

	· Along with the actual cohort default rate, the Department sends a loan record detail report (LRDR) that contains information on the loans that were used to calculate a school’s draft or official cohort default rate.  If a school’s three most recent official cohort default rates are 25.0 percent or greater or if a school’s most recent official cohort default rate is an average cohort default rate, the Department sends the school its three most recent loan record detail reports for the official cohort default rates.

· Starting with the FY 2001 draft cohort default rate (February 2003), the Department will electronically transmit cohort default rate notification packages (eCDR) via the Student Aid Internet Gateway (SAIG).  The eCDR package will contain a cover letter, and the loan record detail information in a reader-friendly report format and an analysis-friendly extract format.  All domestic schools must sign-up to participate in eCDR via the SAIG enrollment form. Foreign schools are not subject to participation in this electronic process, and will continue to receive their cohort default rate notification packages in hardcopy rather than electronically.

· Additionally, any school can request an electronic loan record detail report using the NSLDS website.  Instructions for requesting an electronic loan record detail report are in the Cohort Default Rate Guide, Chapter 2.6, “General Information Tools”, as modified by Change Log/Pages dated August 31, 2001.

	[image: image13.wmf] Continuous Improvement
What individual/office analyzes your cohort default rate data? _____________________

What percentage of their job is devoted to default management? ________ 

What procedures are in place to ensure that the school challenges and/or appeals the default rate within required timeframes?  ___________________________________  

[image: image14.wmf] Community Questions & Answers

· Low cohort default rate



	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1) (Continued)
	Results of Assessment

	Sanctions or Benefits Associated with Official Cohort Default Rates:   (Cohort Default Rate Guide, Ch. 2.2)
· There are no sanctions or benefits associated with draft cohort default rates. However, a school that fails to challenge the accuracy of its draft cohort default rate data through an incorrect data challenge may not contest the accuracy of that same data when it receives its official cohort default rate
Benefits:  for schools with low cohort default rates

1.)
A school whose most recent official cohort default rate is less than 5.0 percent and is an eligible home institution that is certifying or originating loans to cover the cost of attendance in a study abroad program may – 

· Deliver or disburse loan proceeds in a single installment to a student studying abroad regardless of the length of the student’s loan period

· Choose not to delay the delivery or disbursement of the first installment of loan proceeds for first-year, first-time borrowers studying abroad.


	[image: image15.wmf] Continuous Improvement
Have you incorporated any of these benefits into the schools’ loan procedures?  ______________________________________

If yes, has your school stopped disbursing loan proceeds under the benefit associated with having the three most recent cohort default rates below 10% as required by 9/30/02?  __________________________________________



	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1) (Continued)
	Results of Assessment

	Sanctions: for schools with high cohort default rates

1.) A school whose three most recent official cohort default rates are 25.0 percent or greater – 

· Will lose FFEL, Direct Loan, AND Federal Pell Grant eligibility for the remainder of the fiscal year in which the school is notified of its sanction and for the following TWO fiscal years*

Note:  A school is not subject to the loss of Federal Pell Grant Program eligibility if, prior to October 7, 1998, the school requested in writing to withdraw from or lost its eligibility to participate in the FFEL and/or Direct Loan programs and has not subsequently participated in those programs.  In addition, a school is not subject to the loss of Federal Pell Grant Program eligibility if it did not certify any FFELs and/or originate any Direct Loans on or after July 7, 1998.  A school that resumes participation in the FFEL or Direct Loan programs is no longer eligible for either of these Federal Pell Grant exemptions.

       2.)
A school whose current official cohort default rate is greater than 40.0 percent - 

· Will lose FFEL and Direct Loan eligibility for the remainder of the fiscal year in which the school is notified of its sanction and for the following TWO fiscal years*

             *A school may be able to avoid specific sanctions in the event 

               of a successful adjustment or appeal

A school that loses FFEL, Direct Loan, or Federal Pell Grant eligibility may reapply for participation when the sanction period ends. A school should apply online at http://www.eligcert.ed.gov.

	[image: image16.wmf] Continuous Improvement
What are your three most recent official cohort default rates?  ______________________
[image: image17.wmf] Community Questions & Answers

· Sanctions and draft data challenges


	Title: Calculating Cohort Default Rates: (Cohort Default Rate Guide, Ch. 2.1) (Continued)
	Results of Assessment

	Provisional Certification

To participate in the Department’s Title IV programs, a school must demonstrate that it is capable of adequately administering those programs under the standards provided in the Title IV Program regulations.  In order to demonstrate administrative capability, a school must meet several requirements, including the requirement that the school’s three most recent official cohort defaults are each less than 25.0 percent.  If the school has impaired administrative capability solely because of its official cohort default rate, the Department may provisionally certify the school.

Exemption:

Historically Black Colleges or Universities, Tribally Controlled Community Colleges, or Navajo Community Colleges, as defined in statute, are not subject to loss of eligibility or provisional certification based on its official cohort default rate if – 

· The school submits in a timely manner an acceptable default management plan (such as Appendix B)

· Engages in a timely manner an independent third party to assist in implementing the default management plan; and

· Demonstrates, on a yearly basis, that the default management plan has been successfully implemented, that the school has made substantial improvement in its cohort default rate during that year, and that it continues to engage an independent third party.

THIS EXEMPTION IS SCHEDULED TO END ON JUNE 30, 2004.

	[image: image18.wmf] Continuous Improvement
If your school is a Historically Black College or University, Tribally Controlled Community College, or Navajo Community College has it met all the requirements for the cohort default rate exemption?  ______________________
Will your school be able to avoid sanctions by meeting the cohort default rate thresholds by June 30, 2004?  _____________________________________



	Title: Challenges, Adjustments & Appeals
	Results of Assessment

	In this section we will assess your understanding of “challenges”, “adjustments”, and “appeals” of your cohort default rate.  These provisions are in the November 1, 2000, Student Assistance, General Provisions, Federal Family Education Loan Program, William D. Ford Federal Direct Loan Program, and Federal Pell Grant Program, Final Rule.
A school’s cohort default rate is a very important measure used to determine its eligibility to participate in various Title IV programs, thus allowing the school to continue providing essential aid to its students.  As the cohort default rate has such an important impact on a school’s eligibility to participate, Federal regulations stipulate the conditions under which a school may request changes to a cohort default rate or appeal the consequences of a cohort default rate.
The Loan Record Detail Report (LRDR)

The information in the LRDR is exceptionally useful if your school plans to file a challenge, adjustment, or appeal.  The LRDR contains information on the loans that were used to calculate a school’s draft or official cohort default rate.  It lists a school’s FFEL and/or DL activity, including but not limited to 

· The number of borrowers who entered repayment during a given fiscal year, and 

· The loan status of those borrowers.

After the release of your draft cohort default rate, you should review your LRDR to verify the accuracy of the loan information.  Because the official cohort default rate will be used to determine if your school is subject to sanctions or eligible for benefits,  it is most important that you verify the accuracy of draft cohort default rate data before the official cohort default rate data is calculated and released.  If you do not challenge draft cohort default rate data that you believe to be incorrect, your school forfeits the right to submit certain types of adjustments and appeals when the official cohort default rates are released.
	[image: image19.wmf] Continuous Improvement

Have you reviewed your latest LRDR? _____

Do you know how to read a loan record detail report?  _____

If not, review Cohort Default Rate Guide, Chapter 2.3, pages 2.3-5 through 2.3-16
List 3 borrower trends that you have determined by comparing data from one year to the next:

1)__________________________________________________________

2)__________________________________________________________

3)__________________________________________________________



	Title: Challenges, Adjustments & Appeals
	Results of Assessment

	Types of Challenges, Adjustments & Appeals

Incorrect Data Challenge – 668.185(b); Cohort Default Rate Guide, Chapter 4.1  What is it?  After the release of the draft cohort default rate, the Department provides schools an opportunity to review the draft data and, if necessary work with the data manager responsible for the loans to correct any errors.  The process of correcting data is called AN INCORRECT DATA CHALLENGE.  This process was formerly referred to as a draft data challenge.

When the Department notifies a school of its DRAFT COHORT DEFAULT RATE, the notice includes the loan record detail report for the draft cohort default rate.  Schools are encouraged to review the loan record detail report for the draft cohort default rates and, if appropriate, submit an incorrect data challenge.

PARTICIPATION RATE INDEX CHALLENGE – 668.185(c); Cohort Default Rate Guide, Chapter 4.2  What is it?  A school is not subject to a sanction based on its cohort default rates if its participation rate index is 0.0375 or less (for a sanction based on three consecutive cohort default rates of 25.0 or greater) or 0.06015 or less (for a sanction based on one cohort default rate over 40.0 percent).  If, after the release of the draft cohort default rates, a school believes it will be subject to sanction upon the release of the official cohort default rates and can demonstrate that the number of students who obtain loans is very low in relation to the number of regular students at the school, the school will be able to avoid sanction.

UNCORRECTED DATA ADJUSTMENT – 668.190; Cohort Default Rate Guide, Chapter 4.3 What is it?  An uncorrected data adjustment is a request submitted to the U.S. Department of Education’s Default Management to ensure that a school’s official cohort default rate calculation reflects changes that were correctly agreed to as a result of an incorrect data challenge that the school submitted after the release of the draft cohort default rates.
	[image: image20.wmf] Continuous Improvement
Does the LRDR for your draft default rate contain inaccurate data? ____

What are the benefits of an Incorrect Data Challenge?  ______________

__________________________________________________________   What do you need to submit to your Data Manager? Cohort Default Rate Guide, Chapter 4.1, Page 4.1-14
Will your school be subject to sanction after the release of the official cohort default rates? ____

If the answer is yes:

What are the benefits of a Participate Rate Index Challenge?  ______________

__________________________________________________________   What do you need to submit to Default Management? Cohort Default Rate Guide, Chapter 4.2, Page 4.2-10
Does the LRDR for your official default rate contain inaccurate data that the data manager correctly agreed to change as a result of an incorrect data challenge? ___________________________________________________

What are the benefits of an Uncorrected Data Adjustment?  ______________

__________________________________________________________   What do you need to submit to Default Management? ______________ (Cohort Default Rate Guide, Chapter 4.3, Page 4.3-8)



	Title: Challenges, Adjustments & Appeals
	Results of Assessment

	NEW DATA ADJUSTMENT –668.191; Cohort Default Rate Guide, Chapter 4.4 What is it?  A new data adjustment allows a school to challenge the accuracy of “new data” included in the school’s most recent official cohort default rate.  

What is new data?  New data occurs when loan data reported to the National Student Loan Data System (NSLDS) changes during the period between the calculation of the draft and official cohort default rates.  NSLDS is continuously provided with new or updated information.  Because the draft rates are calculated approximately six months before the official cohort default rates are calculated, the data used to calculate the draft cohort default rates may be different from the data used to calculate the official cohort default rates.

ERRONEOUS DATA APPEAL –668.192; Cohort Default Rate Guide, Chapter 4.5 What is it?  An erroneous data appeal alleges that because of “new data” and/or “disputed data” included in the official cohort default rate calculation, a school’s official cohort rate is inaccurate.  Only schools subject to official cohort default rate sanctions or provisional certification based solely on the school’s cohort default rate can submit an erroneous data appeal.

What is new data?  New data occurs when loan data reported to the National Student Loan Data System (NSLDS) changes during the period between the calculation of the draft and official cohort default rates.  NSLDS is continuously provided with new or updated information.  Because the draft rates are calculated approximately six months before the official cohort default rates are calculated, the data used to calculate the draft cohort default rates may be different from the data used to calculate the official cohort default rates.

What is disputed data?  Disputed data occurs when a school submitted an incorrect data challenge allegation, the data manager for the loan disagreed with the incorrect data challenge allegation, the school believed the data manager was incorrect, and the same alleged error exists in the school’s official cohort default rate data.
	[image: image21.wmf]Continuous Improvement

Did the data manager agree with any of the new data adjustment allegations? _____

What do you need to submit to the Data Manager? ______________

What do you need to submit to Default Management?

________________________________________________________

Cohort Default Rate Guide, Chapter 4.4, Page 4.4-20
Does the LRDR for the official cohort default rates contain new data or disputed data?  ________

Is the school subject to sanction? _____

If the school subject to provisional certification based solely on the school’s cohort default rate?   _____

If the answer to either of the last two questions is yes:

What do you need to submit to the Data Manager? _______________

_______________________________________________________

What do you need to submit to Default Management? ____________

_______________________________________________________

Cohort Default Rate Guide, Chapter 4.5, Page 4.5-21 through 22



	Title: Challenges, Adjustments & Appeals
	Results of Assessment

	LOAN SERVICING APPEAL –668.193; Cohort Default Rate Guide, Chapter 4.6
What is it?  A loan servicing appeal is an appeal that alleges a school’s official cohort default rate includes defaulted Federal Family Education Loans (FFELs) or William D. Ford Federal Direct Loans (Direct Loans) that are considered improperly serviced for cohort default rate purposes.

ECONOMICALLY DISADVANTAGED APPEAL –668.194; Cohort Default Rate Guide, Chapter 4.7
What is it?  An economically disadvantaged appeal alleges that a school, subject to sanction, should not be subject to sanction because it has a high number of low-income students.  There are two types of economically disadvantaged appeals: an economically disadvantaged appeal based on low income rate and placement rate and an economically disadvantaged appeal based on low income rate and completion rate.

PARTICIPATION RATE INDEX APPEAL – 668.195; Cohort Default Rate Guide, Chapter 4.8
What is it?  A school, subject to sanction, is not subject to a sanction based on its cohort default rates if it can demonstrate that its participation rate index is 0.0375 or less (for a sanction based on three consecutive cohort default rates of 25.0 percent or greater) or 0.06015 or less (for a sanction based on one cohort default rate over 40.0 percent).  In other words, if a school can demonstrate that the number of students who obtain loans is very low in relation to the number of regular students at the school, the school will be able to avoid sanction.


	[image: image22.wmf]Continuous Improvement
When is a defaulted FFEL considered improperly serviced for cohort default rate purposes? __________________________   (Chapter 4.6, Page 4.6-1)
Does the LRDR for the official cohort default rates contain defaulted loans that were improperly serviced for cohort default rate purposes? _______

If the answer is yes:

What do you need to submit to the Data Manager? _______________

_______________________________________________________

What do you need to submit to Default Management? ____________

_______________________________________________________

(Cohort Default Rate Guide, Chapter 4.6, Page 4.6-21 through 22)
[image: image23.wmf]Continuous Improvement
What criterion is used to determine if a student is considered to be a low income student? ____________________________________________ (Cohort Default Rate Guide, Chapter 4.7, Page 4.7-3)
How does a school calculate its low income rate? __________________________________________________________ (Cohort Default Rate Guide, Chapter 4.7, Page 4.7-3 )
Is the school subject to sanction? _________

What is the school’s low income rate? __________

For a non-degree granting school, what is the school’s placement rate? _____

For a degree granting school, what is the school’s completion rate? _______

What do you need to submit to an auditor? ____________________________ (Chapter 4.7, Page 4.7-10)
What do you need to submit to Default Management? _____________ (Chapter 4.7, Page 4.7-10)   

[image: image24.wmf]Continuous Improvement

Is the school subject to sanction? _________

What is the school’s participation rate index? _______
What do you need to submit to Default Management? Chapter 4.8, Page 4.8-10


	Title: Challenges, Adjustments & Appeals
	Results of Assessment

	AVERAGE RATES APPEAL- 668.196; Cohort Default Rate Guide, Chapter 4.9
What is it?  A school facing sanction based on three consecutive official cohort default rates of 25.0 percent or greater is not subject to that sanction if at least two of these official cohort default rates are average rates and would have been less than 25.0 percent if they had been calculated using only the data for that cohort fiscal year alone.  In addition, a school facing sanction based on one official cohort default rate that is greater than 40.0 percent is not subject to that sanction if the official cohort default rate was calculated as an average rate.

THIRTY-OR-FEWER BORROWERS APPEAL- 668.197; Cohort Default Rate Guide, Chapter 4-10 
What is it?  If a combined total of thirty-or-fewer borrowers entered repayment in the three most recent cohort fiscal years used to calculate a school’s cohort default rates, the school is not subject to sanction.

Default Management is responsible for resolving schools’ cohort default rate appeals, challenges and adjustments.  You have many resources available to you in properly understanding cohort default rate Challenges, Adjustments & Appeals.  They are:

· November 1, 2000, Student Assistance, General Provisions, pages 65647 through 65649
· Cohort Default Rate Guide
· Challenges, Adjustment, and Appeal Tools - Cohort Default Rate Guide, Chapter 4.11
· Default Management Branch, via phone (202) 377-4258, or email at FSA.schools.default.management@ed.gov


	[image: image25.wmf] Continuous Improvement 

Is the school subject to sanction? ______________

If so, what type? ______

Complete checklist questions on Page 4.9-4 of Cohort Default Rate Guide.

Did the Department automatically grant the school the average rate appeal? ________________

What do you need to submit to Default Management?  ______________

___________________________________________________________

Is the school subject to sanction? ______________

Did the school have thirty or fewer borrowers enter repayment in the three most recent cohort fiscal years?  ________

Did the Department automatically grant the school a thirty-or-fewer borrowers appeal? _____

What do you need to submit to Default Management?  ______________

___________________________________________________________

[image: image26.wmf] Test your Knowledge

Activity 4:  Review Eligibility to Submit Challenges, Adjustment, Appeal Chart
Activity 5:  Review Timeframes to File Challenge, Adjustment, Appeal Chart
[image: image27.wmf] Community Questions & Answers


· Challenges, Adjustments, Appeals



	Title: Managing Cohort Default Rate Data
	Results of Assessment

	Why is data management important from a cohort default rate perspective?  Your school’s cohort default rate is comprised of the data that is provided by you and others servicing your students.  You know what they say about bad data, “Garbage in—Garbage out.”  We have seen the quality of data improve as the people who contribute to it become more knowledgeable about the requirements, their roles and responsibilities; and, as the processes for data input and communication of data continue to improve.

Three reasons why data management is important from a cohort default rate perspective are as follows:

· Administrative capability—cohort default rates and the reporting of data are measures of a school’s administrative capability

· High cohort default rates result in:

· loss of lender participation with your school’s borrowers

· provisional certification

· loss of loan program participation (and potentially Pell)

· Better-quality decision-making

· Congress, the Department, schools, servicers, guaranty agencies and lenders formulate legislation, policy, procedures and guidance from information and data that is derived from what is available in our systems.  Capturing the right data, accurate data, and timely data is critical for making good policy and accurate decisions.

· Better customer service

· We all serve students and we should want to do that well.

· Bad situations are always remembered; your alumni will not forget.


	[image: image28.wmf]  Knowledge Test

Activity 6:  Lack of Communication
Activity 7: Inadequate Data Management
Activity 8:  FY02 Appeal season at a large university



	Title: Managing Cohort Default Rate Data
	Results of Assessment

	Let’s look at a path for successfully managing your data.  There are many paths, models, or approaches that can be used to manage data effectively and efficiently.  The path that you choose is most likely based on your school’s resources, its organizational structure, its business plan and, of course, its default management plan.  The path is your technique or process of how to manage your data.  The key is to develop the processes within the path, use it, and evaluate it and refine accordingly.

The following is one path that your school could use.  It contains four elements:

· Data Gathering—collecting data

· Data Sharing—both internally and externally

· Data Comparing—using tools and reports to determine if your “internal” data agrees with others’ data—within and external to school

· Data Correction—using processes to clarify and correct data

The path is dynamic – you will frequently move from operating in one element to another, as data comes into play and/or as data changes.  Data is basically driven by the student’s change in status, that is, when the student goes from “in-school” to “in repayment.”

Let’s look at each of the elements in this path:

Data Gathering
· Determine data that needs to be captured

· The most significant data elements used in the cohort default rate calculation are:  Last date of attendance (LDA), less than half-time date (LTH), withdrawal date, date entered repayment (DER) and claim paid date/default date (CPD/DD).

· Capture demographic and other data so that you can analyze populations represented within your cohort default rate calculation.


	


	Title: Managing Cohort Default Rate Data
	Results of Assessment

	· Create a spreadsheet or database to capture this data—implement early and verify data is correctly captured.  Later you will be able to use in sharing, comparing, and/or correcting data.

The key here is spending the time at the front end; it will make the other elements of comparing and correcting much easier (e.g., you can copy queries/spreadsheets; compare data against delinquency reports, enrollment reports, or place data into spreadsheets for a cohort default rate challenge, adjustment, appeal submission.)

· Establish a process that works for your school.  Ask the questions:  What is required?  Who needs to be involved?  And, what are the roles and responsibilities?

· Establish a “communication network.”  It is essential for good data management.  It should be developed to fit your organizational structure.  A network communication plan should also be developed and used.

· Key players in that network may include:  Internal (registrar, teachers, FAA, business officer --  again, this depends on your organizational structure); External (guarantors, lenders, servicers, ED, NSLDS).

· A “missing link” to that network or to its communication process can cause major data problems.  For instance, when a “network” member doesn’t perform their responsibilities.


	[image: image29.wmf] Continuous Improvement
Does your school capture necessary data elements using spreadsheet or database software? _________________________________________

Has your school established a “communication network” for data gathering?

_________________________________________________________


	Title: Managing Cohort Default Rate Data
	Results of Assessment

	Data Sharing
· What good is the data if it is not—

· shared with the right people/systems (internal and external)

· shared at the right time (timeliness is critical with cohort default rates)

· successfully transmitted/received (follow-up is also an important responsibility; you need to resolve any transmission/reporting errors)

· Know what data is required (e.g., change in enrollment status, cancelled loans, student delinquency status, student transfers, cured loans.)

· Know what reports are derived from the data you provided and how you can use these reports to validate your data.

· Some reports are “canned” while others are generated according to the school’s requests or needs (e.g., delinquent reports are useful for default prevention activities.)

· Other reports available include:

· Internal to schools – e.g., program enrollments, student demographics, withdrawals, SAP, class attendance, loan information

· External to schools – e.g., GA/lender/servicer reports, NSLDS Enrollment Reporting, NSLDS Date Entered Repayment Report, NSLDS Default Loan Summary Report
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Does your school have a process for ensuring that data is transmitted properly? 

_____________________________________________________________ Does your school use the NSLDS tools and reports currently available?

_____________________________________________________________


	Title: Managing Cohort Default Rate Data
	Results of Assessment

	Data Comparing and Correcting

· Using the information provided in the sharing phase, you should now initiate the process for comparing and correcting data.
· There are two phases of data used in comparing and correcting cohort default rate data—Informational Data and Calculated Data.
Informational Data is data that is evolving.
· The data is the basis of the cohort default rate but there has been no cohort default rate calculation.
· It is relatively easy to access, review and correct data during this phase.
· School reviews and corrects its own internal data.
· School (or its servicer) is required by regulation to provide accurate data to ED via NSLDS enrollment reporting.
· School should compare its internal data against guarantor, servicer, and/or lender reports (i.e., delinquency reports, defaulted loan reports, cured cancelled reports) and work with them to make changes/corrections.
· School should compare its internal data against NSLDS Date Entered Repayment Report (real-time data) and repayment information report/extracts (older data) to look at students who are scheduled to go into repayment during a specific period of time and those that have already entered repayment.  If errors are found, school should submit corrections to the data manager or NSLDS.


	 


	Title: Managing Cohort Default Rate Data
	Results of Assessment

	Calculated data is data that is considered final for cohort default rate purposes.
· This data has been captured as a “snapshot” in time.
· Cohort default calculation (draft and then official) is derived.
· It is more time-and-labor intensive to compare and correct data during this phase.
· The data that is used to calculate a school’s cohort default rate is provided to the school in a report called the loan record detail report.  School should compare its internal data to the draft and official loan record detail report.  If errors are found, there are formal processes school should follow:
           -IDC process for draft cohort default rate cycle;
           -UDA and NDA process for official cohort default rate cycle.
· If you do not participate in the draft CDR process, then any data that is incorrect in that calculation will most likely remain incorrect in the final CDR calculation, and you will not be able to correct it.
· If you find incorrect data during the informational phase, you need to correct it at that time and not wait until the calculated phase.  If you wait, you are at risk that the data managers will not consider the data as being timely resulting in no change to your CDR calculation.
Do not limit your comparison and correction activities to the draft CDR cycle, as you may miss further opportunities for corrections to your CDR calculation. 

Consider the following example:
Example:  In a FY 02 new data adjustment, Default Management removed one borrower from the numerator and added two borrowers to the denominator of a school’s CDR calculation.  With these changes, the school’s CDR dropped from 25.7% to 21.6%; therefore, the school was no longer subject to sanctions.

While this section presents one path to successfully managing your data, it is not the only path.  You should decide what best fits your school.  However, it is to a school’s advantage to participate in all elements (data gathering, data sharing, data comparing and data correcting) of the path.  Spend the time up-front to ensure good data management.    Remember, YOU ARE THE KEY!
	[image: image31.wmf] Test your Knowledge

What is the impact of not including a compare and/or correct element as part of your school’s data management strategy?  ___________________________

_____________________________________________________________

Does your school review its internal data against guarantor/servicer/lender reports and work with the appropriate source to correct the data prior to the calculation of the cohort default rates?  __________________

Does your school participate in the draft data challenge process? _______




	Title:   Default Prevention (Federal Requirements)
	Results of Assessment

	Federal Regulatory Requirements:

Federal regulations and statutes contain many default prevention measures designed to ensure that students do not default on their Title IV Loans.  The default provisions contained in federal regulations and statutes may not specifically state that they are default prevention measures, but these provisions ensure that the student:

· Knows he has a loan obligation and not a grant

· Understands the terms of the loan and repayment obligation

· Is properly notified as to when the repayment obligation begins

· Receives required notices relative to the loan obligation

· Begin repayment at the proper time

Proper performance of default provision measures stated in federal regulation and statute are the foundation of your default prevention efforts.  These measures can also be applied to management of your school’s Federal Perkins Loan portfolio.

ENTRANCE AND EXIT COUNSELING

A school must conduct “initial” or entrance counseling before releasing the first disbursement of a Title IV loan to the borrower.  Entrance counseling is a default prevention requirement that has been established in regulation for many years.  Students are required to receive comprehensive information about the terms and conditions of the loan, the borrower’s rights and responsibilities, and staying in touch with the holder of the loan. 682.604(f); 685.304(a); 2002-03 FSA Handbook, pages 8-48 through 8-51
Prior to the borrower’s leaving school, the school must conduct exit counseling to inform the borrower once again of some of the information provided during entrance counseling and to provide more specific information about loan repayment and debt-management strategies.  The exit counseling session can be conducted in person, either individually or in groups, or by Web by guarantors, lenders, and the Direct Loan Program. 682.604(g); 685.304(b); 2003-04 FSA Handbook, pages 8-56 through 8-58
	[image: image32.wmf]Continuous Improvement – Entrance & Exit Counseling

Does your Entrance and Exit Counseling materials contain all required elements? 2003-04 FSA Handbook, Pages 8-52 through 8-59



	Title:  Default Prevention (Federal Requirements)
	Results of Assessment

	PROVIDING BORROWER INFORMATION AT SEPARATION
Within 60 days after the exit counseling session, the school must provide the guaranty agency (or for Direct Loans, the DL Servicing Center) that was listed in the borrower’s student aid records with updated information. 2002-03 FSA Handbook, page 8-68
NSLDS Enrollment  Reporting

The National Student Loan Data System (NSLDS) is used to update the enrollment status of students who borrowed Stafford Loans.  This information is very important because it is used to determine the student’s eligibility for in-school deferments, and to determine the date when the grace period begins. Completion of Enrollment Reports satisfies the regulatory requirement found in 682.610(c); 685.309.

NSLDS Enrollment Reporting is not necessarily connected to loans made at your school, you also must report information for students who received some or all of their FSA loans at other schools.

Institutions must report the following information to NSLDS:

· If the student has ceased to be enrolled at least half-time;

· If the student was accepted for enrollment at the school but did not enroll on at least a half-time basis for the period for which the loan was intended; or

· If the student changed her or his permanent address.

NSLDS Enrollment Reporting procedures: NSLDS Enrollment Reporting Guide.

NSLDS will place a Enrollment Roster file in the school’s designated SAIG mailbox on the business day of the month designated by an Enrollment Reporting Schedule.  School may set up their schedule using the Enrollment Reporting Schedule web page under the Enroll Tab on the NSLDS Website.  
	[image: image33.wmf]Continuous Improvement – Required Notification of Borrower Information
What are your procedures for providing the guaranty agency or DL Servicing Center with: the borrower’s future permanent address, SSN, identity & address of expected employer, address of next of kin, and the borrower’s driver’s license number and state of issuance? ______________________________________________________________________________________________________________________________

When was the last time you checked to determine that these procedures are performed properly and timely? _____________________________________




	Title:  Default Prevention
	Results of Assessment

	Responses to the Roster File are due within 30 days of creation of the file.  When the Roster is updated, the school returns it as a Submittal File.  Responses may also be completed online, eliminating the need to return a Submittal File.

NSLDS processes the file and return an Acknowledgement/Error File that contains a count of accepted records and any error records.  Error records must be corrected and return within 10 days of receipt of the Acknowledgement/Error File.  The file is returned as an Error Correction file.  The Acknowledgement/Error File may not indicate any errors, but will serve as proof that the Submittal File was received and processed by NDSLS and should be kept for audit purposes.

NSLDS is responsible for forwarding the enrollment status for every student to the appropriate guaranty agency.  Files containing new submitted enrollment data and online updates are sent to the guaranty agencies and the Direct Loan servicer weekly.

Federal regulations and statutes do contain default prevention provisions that provide many default prevention measures that help to ensure that student borrowers do not default.  However these measure are just the foundation of a good institutional default prevention program.  You will need to do more!
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Are NSLDS Enrollment Reporting Procedures documented in your Policy & Procedures Manual? _______

Evaluate your compliance with reporting requirement during the last 12 months.  What areas in your NSLDS Enrollment Reporting procedures must be strengthened? __________________________________________________________________________________________________________



	Title:  Default Prevention Strategies
	Results of Assessment

	Schools now have two primary strategies that can be used to reduce both loan delinquency and loan default. These strategies are:

· Default Prevention Plan

· Late Stage Delinquency Process

Each alternative provides a unique approach to the reduction of delinquency and default. Schools may choose to use one or both strategies. For maximum results, it is recommended that schools utilize both approaches.  In this section we will describe both strategies and discuss the steps necessary to both develop and implement each approach. 

I. Late Stage Delinquency (A powerful short term strategy)
Late Stage Delinquency Assistance, or LSDA, is a simple, straightforward strategy, available to all schools, which is based upon a number of basic realities of loan collection in the Stafford Loan program.

What is “Late Stage Delinquency”?

Borrowers who are more than 240 days but less than 361 days delinquent in making a payment on a subsidized or unsubsidized student loan are considered in “late stage delinquency”.  A vigorous Servicer has already resolved the vast majority of delinquent accounts by the 240th day. Borrowers who are in late stage delinquency are at greatest risk of losing eligibility for Title IV aid and defaulting on their student loan.  The good news is that this represents a small percentage of your students in repayment. 

Which schools should participate?

All schools may use this process as part of their default aversion efforts.  
	[image: image35.wmf] Test your Knowledge
Activity  9:  Late Stage Delinquency Worksheet (Stafford)
Activity 10:  Late Stage Delinquency Worksheet (Perkins)


	Title: Default Prevention Strategies
	Results of Assessment

	What resources do I need to begin LSDA?

You will need only a few special resources to begin a Late Stage Delinquency Assistance project at your institution:

· You will need fresh delinquency or pre-claims data from your Servicer. 
· You will need school-based contact information to supplement the data available from your Servicer. As a result, searching through institutional data for supplemental contact information may yield  a way to contact the borrowers and begin the process of connecting borrower with your  Servicer.
Where do I begin?

Begin this new process by focusing on borrowers with the highest level of delinquency. Remember, borrowers may still be rescued up to and until the time they are referred by your Servicer to the Debt Collection Service. You will need to contact your Servicer to determine at what point in delinquency this referral is made. 

In your first attempt at LSDA you may identify and work with a small group of borrowers who are in excess of 270 days delinquent, it is suggested that you focus your monthly efforts on people who fall between 240 and 270 days delinquent. By working with this group, you will assist borrowers in avoiding technical default on the 271st day of delinquency. By working borrowers in this bucket, schools provide additional value for these borrowers. Borrowers who reach 271 days of delinquency become ineligible for Title IV aid. Beginning to work with borrowers this far ahead of default also creates additional time for the borrowers and Servicer to cure the delinquency. Moreover, focusing on late stage delinquency allows a school to work with a very small population of student borrowers and provides customized counseling to resolve severe delinquency. 
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· Late Stage Delinquency 
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                 Activity 11:  Low Default Rate/ Dollars at Risk
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	Title: Default Prevention Strategies
	Results of Assessment

	II. Default Prevention Plans (A necessary long-term strategy) Click on this link to access ED’s Sample Default Management Plan  (LINK)
Default Management Plans (DPP) are designed to provide schools with a unique, long term solution to the problem of loan default on a particular campus. A properly developed and executed Default Prevention Plan will identify the unique root causes of default at an institution, and lay out, in accountable, objective and measurable ways, the steps which an institution will take to address the identified problems. 

While each plan will be unique to an institution, because of unique characteristics of the student population and institutional policies and procedures, there are some general steps that all institution may wish to use to develop and implement an effective Default Prevention Plan.

1. Hire a Default Prevention Officer.  This will be a person to administer your default prevention program.
2. Establish a Default Prevention team.  This will be a group of specialists who will ultimately conduct data analysis to determine the reasons for default at your school and formulate a set of intervention strategies.

3. Study your Student Population.  Identify any common characteristics of your defaulters and non-defaults, and borrowers and non-borrowers.

4. Change Packaging Philosophy.   Once potential defaulters have been identified, target this portion of the student population through a change in packaging philosophy.

5. Build on Early Intervention strategies already in existence.  Review Early Intervention Checklist.

6. Study or track Servicer and lender performance.  Compare the performance of servicers based on number of claims filed per moth, and number of claims paid per month; identify problem areas; identify “best practices” of services; open dialogue with services and lenders, gather and analyze data on a monthly and yearly basis, and solicit their assistance in lowering the default rate.


	
[image: image38.wmf]   Test your knowledge
Activity 13:  Default Management Picklist
Activity 14:  Defaulter Profile: How well do you know 

your average Defaulted student borrower? (Stafford Template)



Activity 15:  Defaulter Profile: How well do you know 

your average Defaulted student borrower? (Federal Perkins Template)





	Title: Default Prevention Strategies
	Results of Assessment

	7. Fine-Tune your Loan Servicing Procedures for the period while the borrower is at your school.  The financial aid office plays a critical role while the borrower is in school.  Stay in contact with your borrowers.
8. Fine-Tune your servicing efforts during the grace period and repayment.  The moment the borrower leaves schools is the beginning of the most complicated part of the default prevention process.  All of the loan partners – schools, lenders, guaranty agencies, and servicers – become involved.
9. Review all of your Borrower Education materials.  This will include Entrance and Exit Counseling materials, website information, brochures, flyers, etc.   Seek to enhance these materials.
10. Become familiar with Default Prevention “Best Practices”.

Institutions have a great deal of data about students. School resources such as admissions, financial aid, academic affairs (including both administration and faculty), registrar, placement, alumni affairs, and the business office will maintain data which may be important in identifying factors which are contributing to the rate or delinquency and default at an institution. 

How explicit does my plan have to be?

Your plan should set realistic and attainable goals. The intervention developed by the team, i.e., changes in institutional policy and procedure, should establish time frames to complete tasks. Responsibility for tasks should be clearly assigned to a person or office.
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        What contacts do you have with your borrowers during the grace period and repayment? ___________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________




	Title: Default Prevention Strategies
	Results of Assessment

	Once we have a working plan, will we ever have to modify it?

· Yes. A Default Prevention Plan is a living document. The plan is only as good as the data and research on which it is based. Your institutional  policies, procedures, resources as well as your students change from year to year. The steps which worked last year may no longer be relevant. The factors which influenced borrower delinquency and default last year may have been resolved through DPP implementation.  The school, and the Team, should continually assess the fresh data to determine what, if any, revisions in the plan need to be made from year to year. 

Today, we have a number of electronic tools to ease the process for borrowers and to help them repay.  There is no question that new technologies can greatly simplify the entire process for the borrower and can provide continuity of contact, from origination to payoff.  By successfully deploying the electronic tools we currently have available, we can help student borrowers make decision and take advantage of all of the default prevention options available to them.

Great Progress has been made in the last few years and the national default rate is it’s lowest ever.  But, we can do even better.   A good Default Prevention Plan gives you necessary tools to build on the achievements of the past and improve student lending and better serve students.  

Above all, it allows you to focus on the student!
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· Do you have a Default Prevention Plan? _____________________________________________
· If so, when was it last modified?   _________

· What Improvement or enhancements are needed to your Default Prevention Plan? ________________________________________________________________________________________________________________________________________________________________________
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Are you familiar with the various default prevention websites? ____  


Activity 16: Review the Default Prevention Websites 



	Title: Mandatory Default Management Plans
	Results of Assessment

	Institutions are required to use a default management plan, under 34 CFR 668.14(b)(15), if –

· it is participating in the FFEL or Direct Loan Program for the first time, or 

· it has undergone a change of ownership.

The Department of Education has developed a "Sample Default Management Plan" to provide updated information about default reduction measures.  Click on this link to access ED's Sample Default Management Plan The school's implementation of the ED’s sample plan will satisfy those requirements.  In addition, we recommend that other schools consider implementing some or all of the measures described in the sample plan.

If you need technical assistance in implementing a default management plan, or if you have comments or suggestions about the sample plan, please contact your Case Management Team.

This sample default management plan describes measures that schools should find helpful in reducing defaults under the FFEL and Direct Loan programs. If schools are required to use a default management plan to participate in the Title IV programs, under 34 CFR 668.14(b)(15), their implementation of all the measures in this sample plan will satisfy those requirements.  Other schools should strongly consider implementing some or all of these measures as well, and may find additional ideas about default prevention in the Department's publication, "Ensuring Student Loan Repayment." 
Other Special Requirements for Certain Institutions

Sec. 668.198 of the General Provision Regulations  Relief from the consequences of cohort default rates for special institutions.


	[image: image42.wmf] Community Questions & Answers
· ED's Sample Default Management Plan



	Title: Written Verification Policies & Procedures (Continued)
	Results of Assessment

	If your institution is  --

· Historically black college or university as defined in section  322(2) of the HEA;
· Tribally controlled community college as defined in section 2(a)(4) of the Tribally Controlled Community College Assistance Act of 1978;  or

· Navajo community college under the Navajo Community College Act.

ED may determine that the loss of eligibility provisions in Sec. 668.187and the prohibition against full certification in Sec. 668.16(m) do not apply to your institution for each 1-year period beginning on July 1 of 1999, 2000, or 2001, if you meet the following

requirements and you send us--

By July 1 of the first 1-year period that begins after you receive our notice of a loss of eligibility under Sec. 668.187—

    (i) A default management plan; and

    (ii) A certification that you have engaged an independent third 

         party, as described in this section; and

    (2) By July 1 of each subsequent 1-year period--

    (i) Evidence that you have implemented your default management plan 

        during the preceding 1-year period;

    (ii) Evidence that you have made substantial improvement in the 

          preceding 1-year period in your cohort default rate; and

    (iii) A certification that you continue to engage an independent 

          third party, as described in this section.

This exemption is scheduled to end on June 30, 2004

Click on this link to access ED's Sample Default Management Plan
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Are you the required to implement Default Management Plan?  _____________________________________

Does your Default Management Plan contain are required elements? ______________________________________

What elements of your Default Management Plan are working well? _________________________________________

What elements of your Default Management Plan are not working well? _________________________________________


	Now that you have completed the Default Management FSA Assessment and have noted the results of each area in the Question/Comment Section, answer the last question in this Assessment. 

· Has your institution determined that it is meeting ALL Default Management Requirements outlined in statute and regulation? 

· Has your institution been able to determine how well its default management policies and procedures are working?

· Has your institution been able to determine which default prevention measures are working well for your student population? 

· Have you noted any good practices that you would like to identify as Effective Practices?  If so, complete an Effective Practice Form for each effective practice noted.

· For each default management Criterion that you have noted a need for improvement in your institutional policies and procedures, please complete a Management Enhancement Worksheet for each improvement needed.

· Need for Technical Assistance.  You may have listed questions in the Question/Comment area in some of the Verification categories.  Please contact our FSA Customer Service Center (at 1-800-433-7327) or you may email FSA Customer Support at fsa.customer.support@ed.gov or contact your regional Training Officer or Institutional Improvement Specialist by using the Technical Assistance Resources.
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  Related Modules: You may also find it helpful to complete the Consumer Information Module.
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