Federal Default Status and Student Eligibility Procedrues

Activity #9 



Pull your procedures related to defaulted student loans and their effect on student eligibility to ensure they include the following (2 page document):
Satisfactory Payment Arrangements:


· If a borrower is in default, and makes satisfactory repayment arrangements, the school updates the loan status code in the National Student Loan Data System (NSLDS).


Loans with Judgments:


· If a judgment has been rendered on a defaulted student loan, the school only requires the borrower to repay the amount of the judgment obtained on the loan.


Loan Rehabilitation 674.39:


· The school has established a rehabilitation program and has notified defaulted borrowers of the option to rehabilitate and the advantages of rehabilitation 

· The rehabilitation payments for borrowers are sufficient to satisfy the outstanding balance on the loan within a 10-year repayment period

· If a judgment has been entered on the loan, the school requires the borrower to sign a new promissory note after making the twelve required payments (this provision ended on November 1, 2002)

· After November 1, 2002, your school does not rehabilitate loans on which the holder has obtained a judgment.  However, the school may choose to offer some of the benefits of rehabilitation.

· Within 30 days of receiving the borrower's last on-time consecutive monthly payment, the school:

· Returns the borrower to regular repayment status

· Treats the first of the 12 consecutive payments as the first payment in a new 10-year repayment schedule

· Instructs any credit bureau to which the default was reported to remove the default from the borrower's credit history.

· If the borrower who is attempting a loan rehabilitation, fails to make 12 consecutive on-time payments, the school allows the borrower to still make further attempts to rehabilitate the defaulted loan.

· If a borrower successfully rehabilitates a defaulted loan, but the loan later returns to default, the school does not allow the borrower to attempt rehabilitation on any defaulted student loans.


Assignment 674.50, DCL CB-02-05 (Assignment Procedures), DCL CB-95-13, DCL CB-95-22 


· If your school chooses to Assign loans, it follows all procedures outlined in 674.50 and DCL CB-02-05
· Your school has assigned to FSA Collections all its Perkins and NDSL loans if
· The school closed
· The school withdrew from the Federal Perkins Loan Program
· The Department terminated the school's participation in the program
· If your school has liquidated the portfolio, all procedures outlined in DCL CB-00-5 were followed
· If FSA Collections accepts the assignment of a loan, and the school later receives a subsequent payment from the borrower, the school endorses the payment and forwards it to the Department
· If FSA Collections later determines the assigned loan to be unenforceable because of an act or omission on the part of your school or its agent, your school compensates the Perkins Loan fund in the amount of the unenforceable portion of the outstanding balance
Default Reduction Assistance Project (DRAP) DCL CB-94-7


· Your school is aware of the Default Reduction Assistance Project (DRAP) which can assist your school in bringing defaulted borrowers into repayment
Perkins Cohort Default Rates 674.5(b), Federal Register 11-1-2000 


· When calculating your school's cohort default rate, your school has defined and calculated the rate in accordance with 674.5(b):


· Your school has included all borrowers in determining the default rate if the borrower's default has persisted for at least 240 consecutive days for a loan repayable monthly or 270 consecutive days for a loan repayable quarterly.
· Your school still considers a loan in default even if the school, its owner, agency, contractor, employee, or any other entity or individual affiliated with the school makes a payment to prevent the borrower from defaulting.

· Your school does not treat as defaults in calculating the Federal Perkins Loan Program cohort default rate 674.5(c)(3):

· Loans on which borrowers have made six consecutive monthly payments.
· Loans on which borrowers have "voluntarily" made all payments currently due.
· Loans that borrowers have repaid in full.
· Loans for which borrowers have received deferments or forbearance based on conditions that began prior to loans becoming 240/270 days past due.
· Loans that have been rehabilitated.
· Loans repaid in full under a compromise repayment agreement in accordance with 674.33(e) 
· Loans that have been discharged due to death or permanent disability, bankruptcy, or a school closing.
· Loans that have been assigned to the Department for determination of eligibility for total and permanent disability discharge.
· If your school has a branch or branches or has additional locations, the school includes all borrowers from those branches or additional locations when calculating the school's cohort default rate 674.5(d).

If your school found deficiencies in any areas above, please complete the Management Enhancement Worksheet to explain the school's plan to correct the problem(s).
