The U.S. Department of Education (ED), Collections will no longer be able to offer an Income Contingent Repayment Plan (ICR Plan) as a method of paying your defaulted student loans.  However, within the next few days, you may be contacted by one of ED’s contractors who will offer you the opportunity to have your defaulted student loans, currently serviced by Collections, consolidated into a Federal Direct Consolidation Loan (Direct Consolidation Loan) and still have an ICR Plan available for repayment of your loan.  If you elect not to enter into a Direct Consolidation Loan, you must elect to repay under other terms.  The purpose of this letter is to inform you of your options so you can make an informed choice.  ***YOU MUST MAKE A CHOICE REGARDING REPAYMENT OF YOUR STUDENT LOAN(S) WITHIN 60 DAYS OF THE DATE OF THIS LETTER*** to avoid adverse actions discussed in more detail below.  To discuss consolidation or begin the process of applying for a consolidation loan, please call <out-phone>.

A Direct Consolidation Loan with an ICR Plan offers several advantages to you:

· An ICR Plan, which is based on your family size and annual Adjusted Gross Income (A.G.I..) as reported on your Federal tax return, and the total amount of your Direct Consolidation Loan(s) can potentially reduce your monthly payments.  Depending on your loan size and family income, the repayment period may extend up to 25 years.

· Removal of the default status on these student loan debts, which makes you eligible for additional Title IV funds (unless you have other unresolved student loan debts not currently held and/or serviced by ED/Collections).

· An improved credit record.  If your defaulted loan is now reported to national credit reporting agencies, that loan will be reported as “paid” and your new consolidation loan will reflect a current status as long as payments are made as agreed.

If you decide to consolidate your debts, you will have two choices, unless you have a PLUS loan:  (1) make three payments prior to consolidating (in any amount deemed reasonable and affordable) and then upon consolidation, you would be free to elect any of the four repayment options available from Direct Loans or (2) decline to make the three payments prior to consolidating, in which case upon consolidating, you will have to make three payments under the ICR Plan before you would be permitted to switch to another plan.  In some cases, depending on your income and loan amount, you may actually do better with an extended or graduated plan rather than an ICR Plan as far as the amount due per month is concerned.  PLUS loans may not be paid under the ICR Plan.  If you have a PLUS loan, you will have to elect option 1 and make three payments before consolidation may go through, at which time you will have to select either the Standard, Extended, or Graduated repayment plan.  Any loan against which a judgment has been secured is not eligible for consolidation.

However, a Direct Consolidation Loan may not be the best choice for everyone.  Before you elect this option, please understand that a Direct Consolidation Loan is a new loan.  It is important to understand that by signing the promissory note for a Direct Consolidation Loan, you are affirming that you owe and intend to repay the Direct Consolidation Loan, regardless of any objections you have to repaying the student loans you now owe that may be paid off by the new loan.  With limited exceptions for borrowers who attended closed schools or whose eligibility was falsely represented by the school, your obligation to repay the Direct Consolidation Loan will not be affected by any objections you may now have to repaying the loans you intend to consolidate.  If you are disabled or are contemplating filing bankruptcy, you may not wish to consolidate your loans.  Neither ED nor its Contractor can offer you legal advice on whether or not you should consolidate and nothing in this letter is intended to do so.  You can obtain additional information and an online calculator at http://www.loanconsolidation.ed.gov.

You should also understand that your new Direct Consolidation Loan would have a larger principal balance than the combined principal balances of the loans paid off by the Direct Consolidation Loan.  All principal and interest of the loans being paid off will become the principal balance of your new Direct Consolidation Loan.  As a result, interest will accrue on a higher principal balance for your new Direct Consolidation Loan.

The interest rate on your Direct Consolidation Loan will be the lesser of:

· The weighted average of the interest rates on the loans being consolidated (as of the date we receive your application), rounded to the nearest higher one-eighth of one percent.

OR

· 8.25%

The interest rate on a Direct Consolidation Loan is a fixed rate.  This means that the rate will remain the same throughout the life of the loan.

If you have a PLUS loan or choose not to consolidate your loans, you must contact the ED contractor at 800-621-3115 for information regarding how to enter into repayment on your loans.  Failure to either consolidate or enter into a repayment agreement may result in ED moving against you with one or all of the following collection measures:

· ED may report your default status on this loan to the National Credit Reporting Agencies; this may hurt your ability to obtain further credit.

· ED may refer your debt to a private collection agency (PCA), and charge you the costs incurred by ED in having that PCA collect this debt.  These costs may be up to 25% of the principal and interest owed on your loan.  ED applies any payments you make first to these costs, and then to your loan balance.  Referral to a PCA will increase the cost to you of paying off your loan by up to 25%.

· ED may initiate an Administrative Wage Garnishment (AWG) to collect on your loan.  This will result in the garnishment of your wages by your employer. 

· ED may refer your debt to the U.S. Attorney for litigation.

· ED may perform computer matches with other Federal agencies to determine if you are a government employee or recipient of other Federal aid for purposes of offsetting all or a percentage of these funds.

· ED will refer your debt to the U.S. Department of the Treasury for offset of any Federal funds due you (including, but not limited to, your Federal Income Tax Refund and Social Security benefit payments).

To avoid any of these adverse actions, you have 60 days from the date of this letter to pay this loan in full, make satisfactory arrangements to repay and actually make the first payment under this arrangement, to enter into a Direct Loan, or to request an administrative review of your debt.

To request an administrative review of this debt, an explanation of this debt, copies of documents, or an opportunity to dispute this debt, you must send a written request to the following address:  (Note:  ED may use a contractor to provide information, arrange repayment terms, and process payments.)



U.S. Department of Education




P.O. Box 4222




Iowa City, IA  52244-4222

