Sept enber 1982

TO O ficials of Schools Participating in the Health
Prof essions and Nursing Student Loan Prograns

SUBJECT: Policy Menorandum Nunber Four

| nt r oducti on

This conmunication is the fourth in a series of nmenoranda to be issued by the

Di vi si on of Student Services (DSS), Bureau of Health Personnel Devel opnent and

Servi ce (BHPDS) concerning itenms of programmatic interest to the health professions
and nursing student financial aid conmunity. This nenorandum wi || address the status
of several of the activities on the debt managenent initiative, a number of concerns
related to the managenent of student | oan funds, and the exercise of due diligence
in the collection of these |oan funds.

| . Hearings Before the Senate Committee on Governnental Affairs

On July 21, 1982, the Senate Commttee on Governnental Affairs, of which
Senator Charles Percy (Republican-ll1linois) is a nmenber, held follow up
heari ngs on the student | oan delinquency issue. Although the Commttee
devoted a major portion of the hearings to the Departnent of Education
prograns, nmenbers did exam ne the Bureau's actions taken to reduce and
control delinquency of borrowers since its Decenber 8, 1981, hearing. The
Committee expressed pleasure with the progress health professions schools
have made in a short period of tinme. The BHPDS is al so pl eased and
congratul ates the | arge number of schools which has aggressively approached
t he delinquency problemw th both enthusiasm and i magi nati on.

1. Analysis of Assessnents

Since Cctober 1, 1981, financial aid adm nistrators under contract to the
Di vi si on have conducted assessnent site visits at nore than 280 health
prof essi ons and nursing schools. An analysis of the assessnment reports

i ndicate major problens in institutional conpliance with due diligence
procedures. The following table lists problens and the percentage of
assessed institutions with these probl ens:

Probl em Percent of Institutions with Probl ens
| nadequate exit interview procedures 35%
| nadequate foll owup on delinquent |oans 34%
Failure to maintain borrower contact 30%
Excess cash bal ances 21%
Failure to make regular billings 20%

Program adm nistrators should carefully review their | oan operations to
identify problenms such as those identified through the assessnents. W
anticipate that health professions and nursing schools will achieve

del i nquency rates no greater than 5 percent and 10 percent respectively by
March 31, 1983.

As stated in previous Policy Menoranda, schools wth delinquency rates
currently above these | evels nust have developed a witten action plan to
reduce the rate of delinquency. This action plan should be inplenmented and
on file at the school. After March 31,1983, schools with delinquency rates
above these levels will not be permtted to make | oan di sbursenments unti
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they are in conpliance with the standard.

Staff of the Departnent's O G have recently conducted audits at a nunber of
schools with high [ evels of borrower delinquency. Deficiencies found during
t hese audits included:

failure to conduct exit interviews;

failure to contact borrowers during the grace period;
irregular billing of borrowers;

failure to use litigation as part of due diligence;

. failure to use litigation within prescribed State statutes of
limtations;

excess cash bal ances;
I nadequat e defernment and cancel |l ati on procedures;
failure to assess penalties for |ate paynents;

| V. Health Professions Student Loan and Nursing Student Loan Notices of
Pr oposed Rul enaki ng ( NPRM)

The HPSL NPRM whi ch was recently published in the Federal Register woul d:

require the subm ssion of a financial aid transcript by HPSL
appl i cants;

require that prom ssory notes contain an accel eration cl ause;
require that schools establish nmonthly repaynent schedul es;

all ow schools to grant forbearance when extraordinary circunmstances
af fect the borrower's ability to repay;

require schools to submt a quarterly report;
strengt hen due diligence procedures by directing schools to:

(1) require the use of collection agents;

(2) mandate litigation when appropriate;
(3) require nenbership in a credit bureau;

. require that as of March 31, 1983, schools reduce their delinquency to
5 percent in order to continue to participate in the program

identify the fornmulas to be used in calculating both borrower and
dol I ar del i nquency r ates.
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O ficials should carefully review the NPRM and avail thenselves of the
opportunity to furnish witten comrents during the formal comrent period. W
will consider all comments in response to the NPRM prior to issuing the
final rules in the Federal Reqgister.

An NPRM for the Nursing Student Loan (NSL) programis currently under

devel opnent and will be published in the Federal Register in the near

future. The proposed rule will contain the itens nenti oned above, as well as
an update of the existing NSL regulations. For nursing schools, a maxi mum 10
percent delinquency rate is expected to be achieved by March 31, 1983, for
continued participation in the program

V. Annual/Quarterly Operating Reports

Schools were required to submt the Annual Operating Report (AOR) for the
period July 1, 1981 - June 30, 1982, to the BHPDS by August 13, 1982. W
wi || analyze the data and conpute delinquency rates for each program and
furnish these rates for both borrowers and dollars to each institution.

In addition to the AOR, we will require a Quarterly Debt Managenent
Report (QDWVWR), beginning with the quarter ending Septenber 30, 1982. The

QDMR, a short version of the annual report, will allow the identification on
a reqgular basis of schools with serious delinquency problens and excess cash
bal ances. We expect to mail the first QDMR in early fall, and will specify a

return deadli ne date of about 6 weeks | ater.

VI . Excess Cash Bal ances

One of the major problenms identified by the General Accounting Ofice,

the O G and noted in the assessnent activities is the excess cash bal ance
in |oan funds. The Bureau has attenpted over the | ast several years to
encourage schools to review their |loan activities, not to draw down funds
until they are needed for expenditure, and to handl e cash bal ances in a
prudent manner which could include the refund to the Federal Governnent of
excess cash.

It is inportant to renenber that the purpose of the Federal Capital
Contribution (FCC) |loan programis to establish a revolving loan fund within
t he school s which should eventually be self-sustaining wthout benefit of
addi tional allocations of Federal or school dollars. One of the serious side
effects of high delinquency rates is that a school does not develop the ful
potential of its revolving fund.

A school should carefully review its cash needs prior to requesting funds
and once allocated, draw down those funds only as they are needed. Because
of the timng of collections, a school may have cash in the |loan fund which
w ||l be used for |oans and cannot be considered as excess cash when not in
use. These funds should be invested in short-terminterest-bearing accounts
and all interest earned nust be deposited into the |oan fund.

The QDVMR wi |l contain a worksheet with instructions which will assist the
school in determ ning excess cash bal ances.
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VI1. Nursing Student Loan Program Cancell ation Provisions

The BHPDS revi ew of nursing schools indicates that many schools use
i nadequat e procedures in admnistering | oan cancell ation provisions.

The findings to date indicate that nursing schools are cancelling | oans not
eligible for cancellation, are lax in initiating and processing | oan
cancel l ations, and that reporting of cancellation activities to the Bureau
is not always accurately done. The failure to adm nister the cancell ation
provi sions effectively has a direct inpact on the borrower delinquency rate
in the nursing schools.

Al t hough cancel | ation benefits for service as a nurse were discontinued for
nursi ng student | oans nade on or after Septenber 29, 1979, borrowers with

| oans nmade prior to that date may still be eligible for cancellation
benefits in effect at the tinme their | oans were made. Current borrowers and
borrowers in repaynent status, delinquent or otherw se, nmay be affected by
t hese cancel |l ati on provi sions.

Pronpt and effective action to insure proper adm nistration of the
cancel | ati on provisions could assist nursing schools in reaching the
proposed 10 percent performance standard required for continued
participation in the NSL program

School s should review and conply with the follow ng sections of the Student
Fi nancial Aid Guidelines which relate directly to the cancell ation

provi sions: Book TI, Part |, Chapter 7, Sections 217.1 thru 217.7.

VII11. Defernent Docunentation

As a result of input from participating schools on the inpact of timng of
docunment ation for deferment status, we have nodified the reporting

requi renment for defernments to allow for the problens schools are
encountering. If the school has docunented evidence of borrowers who are in
def erment status as of the date of a required AOR or QDMR, but whose fornal
"Certification of Defernment Status" has not been received by the school, the
school may include these borrowers in deferred status rather than in
del i nquent status. Docunented evidence may include a witten notification
fromthe borrower or a docunented tel ephone conversation with the borrower.
Thi s docunentation cannot replace the properly executed "Certification of
Def erment Status" which nmust be obtained fromthe borrower within a
reasonabl e period of tine.

The BHPDS has determ ned that a reasonable period of tinme should not exceed
90 days. O ficial deferment docunments not on file after 90 days will force a
borrower account into delinquent status.

A revised "Certification of Deferment Status" to be dissem nated to schools
early this fall will include instructions that enphasize the inportance of
the subm ssion of the formon a tinmely basis and place responsibility on the
borrower to see that the report is conpleted appropriately.
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| X. Wite-off of Uncollectible Loans

A key factor that contributes to the high rate of delinquency in the health
prof essi ons and nursing schools is the nunber of uncollectible | oans which
schools are carrying on their books and not attenpting to renove through a
write off procedure. Schools are required to take one of two actions
regardi ng accounts considered to be uncollectible:
show evi dence of due diligence, in which case perm ssion may be
granted for wite-offs by the BHPDS s Division of Financing Services
(DFS); or
rei mburse the loan fund for the anount of the | oan.

The follow ng sections of the Student Financial Aid Guidelines provide
gui dance for schools to use in preparing requests for wite-off of
uncol I ecti bl e | oans:

Book 1, Part 1, Chapter 1, Section 111.55
Book 1, Part 1, Chapter 2, Section 112.15
Book 11, Part 1, Chapter 1, Section 211.55
Book 11, Part 1, Chapter 2, Section 212.15
Book Ill, Part 1, Chapter 3, Section 313.123

The approval for wite-off of |loans will be considered on a case-by-case
basis. The school nust supply the DFS with docunentation show ng evi dence

t hat the school has exercised due diligence in the collection of the |oan

such as:
evi dence of entrance and exit intervi ews;

copi es of correspondence during grace and defernment periods, bills and
foll ow-up correspondence, docunents indicating use of collection agents,
and;

copi es of legal docunents as evidence of l|itigation, where
appropri ate.

Copi es of any additional evidence of efforts to collect the | oan should al so
be included with the request for wite-off. A summary sheet for each | oan,

i ndicating the date(s) of the loan(s), date of beginning of repaynent, and
dates of specific due diligence and other school actions will expedite the
review by the DFS. The DFS may request further information fromthe school
in order to reach a determ nation of approval or disapproval of the wite-
of f.

The DFS will review the request for wite-off of an uncollectible |oan
taking into consideration the due diligence procedures in effect at the tine
a | oan entered repaynment and any subsequent actions taken by the school in
attenmpting to collect the |oan.

In the event that a loan is determined to be ineligible for wite-off, the
school nust reinmburse 100% of the uncollectible principal and interest into
t he FCC or Federal Capital Loan fund, as appropriate. For |oans which have
been di sapproved for wite-off, the school nust supply the DFS with a copy
of the deposit receipt for the dollars reinbursed to the fund within 30 days
of the DFS disapproval letter.
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In the event the school elects to reinburse the fund for uncollectible |oans
rat her than requesting wite-off, the school's action will be reflected as
paynment of principal and interest collected and shown as a fully retired

| oan on the AOR and the QDMR.

X. Assignnment of Loans

The Departnment has requested statutory authority for schools to assign
certain loans to the Secretary for collection. Until such time as statutory
authority is provided, |oans may not be assigned to the Federal Governnent
for collection. The assignnment of |oans to the Federal Governnment should not
be confused with the request to wite-off uncollectible |oans previously
descri bed.

XlI. Credit Bureaus

I n Policy Menorandum Nunmber Two, the BHPDS encouraged schools to becone
menbers of a credit bureau and authorized schools to charge costs associ at ed
with this activity to the | oan fund. Associated costs nmay include nenbership
fees, nmonthly dues, any additional fees charged for credit reports, etc.
Prior approval is not needed for a school to charge these costs to the fund,
since authorization was provided to the schools in Policy Menorandum Number
Two.

School s should be aware that credit bureaus frequently have statutory
[imtations on recording information about delinquent borrowers wi th | oans
out standi ng nore than a specific nunber of years. Schools should determ ne a
credit bureau's policies in applying these statutory provisions prior to
referring information regarding delinquent borrowers accounts to the credit
bur eau.

The Departnment's General Counsel has advised us that if schools intend to
rel ease the nanmes of individual debtors to credit bureaus, these individuals
shoul d be provi ded advance notification and be given an opportunity to
guestion the factual record or correct their default status. In addition,
since sone states have | aws protecting personal privacy which could apply to
t he disclosure of nanes of individual debtors by State schools, institutions
are advised to consult legal counsel prior to referring information on
del i nquent borrowers to credit bureaus. Where schools determ ne that
notification of credit bureaus is appropriate, such notification to the
borrower should be included in the 120-day delinquency letter. If no
response is received to that letter, then the credit bureau should be
notified of the borrower's delinquency status.

XI'l. Additional Suggestions for Lowering Delingquency Rates
The DSS has identified a number of procedures and activities, beyond the
m ni mal due diligence requirenents, which are currently being practiced by
several schools and which have contributed to their attai nnent of acceptable
dellnquency rates. These procedures include the foll ow ng:
Require regul ar attendance at continui ng education sen nars and/ or
| oan collection semnars for all enployees involved in |oan
col | ecti ons.
Initiate a conputerized student | oan recordkeepi ng system t hat
provi des an aging |list of all delinquent borrowers, along with
details of their loan collection history.
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Establish a school commttee for nonitoring progress toward
conpliance with the Health Professions and Nursing Student Loan
program per formance standards. The comm ttee should neet on a
regul ar basis to review successful and unsuccessful |oan collection
t echni ques, deal with problens, and discuss and i npl enent
procedural changes.

Conduct "Phone Power" sem nars on the effective use of the

t el ephone for | oan collection activities. These sem nars shoul d
hel p enpl oyees to make maxi num use of the tel ephone as a neans of
augnenting witten contacts with delinquent borrowers. Although

t el ephoni ng can be tinme-consum ng and some borrowers are hard to
track down, borrowers who are reached by tel ephone feel conpelled
to provide the school with some type of response; a call is not as
easily ignored or set aside as a letter can be. Schools should
foll ow each successful tel ephone contact with a witten
confirmation of the conversation.

| nsure school followup on |oans sent to collection agencies where
a collection agency has had little or no success.

Use personal know edge of borrowers and send personalized letters
as followup on delinquent accounts. If the |oan collections staff
does not know the borrowers on an individual basis, this function
could be carried out by the Dean or a nmenber of the Dean's staff. A
personal letter fromthe Dean, appealing to borrowers to repay,
makes borrowers realize that the Dean knows of their delinquent

st at us.

Use State Income Tax Refunds to offset delinquent |oans, where
perm ssi bl e.

Establ i sh and publicize a "tough” |oan collection policy. If
borrowers know that the school intends to aggressively pursue | oan
collections, they are less likely to allow their |oans to enter
del i nquent st atus.

Require all borrowers to update their personal information sheet
each tinme they sign for an advance of funds in order to receive
addi ti onal noney.

Devel op an effective system of conmunication with the Dean of the
heal t h professions and/or nursing school to facilitate pronpt

| ocation of |ost borrowers. This can be done by sending a
"del i nquency borrower"” report to the Dean's office for an address
check immedi ately after a borrower enters delinquent status. In
many cases, the Dean's office has current information on a
borrower's | ocation and will assist the |oan collections office in
| ocating | ost borrowers.

Contact borrowers 90 days before their defernments expire and rem nd
them of the need to submt an updated defernment formin a tinmely
manner. |f these borrowers still fail to file their defernent
forms, the school could send thema bill showi ng the principal and
interest due, rather than just a letter telling themto submt an
updat ed defernent form

Establish an extensive skip-tracing procedure to exhaust every
possi bl e I ead that the school m ght have for |ocating a borrower,

i ncluding contact with professional |icensing organizations,
religious organizations with which the borrower is affiliated,
directory assistance, credit bureaus, etc. Because there are nmany
possi bl e | eads for skip-tracing which many schools do not
adequately pursue, schools should not give up on any borrowers
until every possible | ead has been exhaust ed.
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Educate borrowers on the financial needs of future students and the
i nportance of tinmely repaynent by fornmer | oan recipients.

Review a list of current faculty to identify borrowers who may be
del i nquent in |oan repaynent. The school shoul d encourage al
faculty to bring their accounts into current status and take

di sciplinary action against themif they fail to do so.

XI'l. Audits

Heal t h prof essions schools are again rem nded of the requirenent for a

bi enni al audit. The Student Financial Aid Guidelines, Book 111, Part 1V,
Chapter 1, Section 341.121 states that copies of audits should be referred
to the appropriate DHHS Regi onal Audit Agency and the DSS.

The requirenment for subm ssion of audit reports to the DSS is discontinued
and copies should be sent only to the appropriate Regional Audit Agencies.
You may wi sh to make this notation in your Student Financial Aid Guidelines.

Audits of health professions schools conducted by internal audit staff do
not neet the Federal audit requirenents for qualifications and i ndependence.
Heal t h professions schools nust, therefore, obtain the services of a
qual i fied i ndependent auditor to satisfy the biennial health professions
audit requirenent.

Nur si ng St udent Set -asi de Fund

There has been sonme confusion anong nursing schools regarding the portion of
the March 26, 1982, Nursing Student Loan program award | abel ed as “set-

asi de” funds. For purposes of clarification, the "set-aside" funds are to be
used only to support those students who have neither worked full-time nor
been in school full-time during the 7 years prior to receiving the | oan.
"Set - asi de" funds nust be maintained and accounted for separately.

XV. Nursing Student Loan (NSL) Program Update

Applications for academ c year 1982-83 have not yet been sent to schools
participating in the NSL program Every school that will be continuing to
use its NSL funds is required to conplete and return an application, since
this represents the school's agreenent to abide by the statute, regulations
and program gui delines. The applications will be sent to nursing schools
later this fall. Those schools which do not wish to naintain an active NSL
fund must notify the DSS of their intent to withdraw fromthe programin
writing, so that close-out procedures can be initiated. Upon receipt of a
witten request to termnate participation in the NSL program the DSS w ||
send the school a letter explaining the cl ose-out procedures.
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W will be pleased to respond to any coments and questions with regard to
information in this nmenorandum In order to benefit fromall questions, and
for the purpose of the devel opnment of future policy, we request that

t el ephone inquiries be directed to the Program Devel opment Branch of the

Di vi si on of Student Services at (301) 443-4540.



