Loan Rehabilitation

Procedures for Private Collection Agencies

Revised 3/15/02

1.0 FFEL (GSL) and FISL Program Loans

1.1 Borrower Eligibility

1.1.1 Payment history: borrowers must have made twelve full consecutive on-time monthly payments of an amount approved by the PCA.  

1.1.1.1 Payments must be voluntary; wage garnishment, federal defaulter and federal offset payments do not count toward the required 12

1.1.1.2 On-time is defined as within 15 days of the current L103 due date each month.

1.1.1.3 Borrowers may make payments weekly or monthly, so long as the cumulative amount of voluntary payments received within 15 days of every due date equals or exceeds the current L103 billing amount.

1.1.2 No judgments: at the time of the rehabilitation sale, the borrower must not owe a balance to ED on any FFEL loan that has a judgment.  In other words, the presence of an unpaid judgment loan renders the entire account ineligible, rather than just the judgment loan.  Judgments do not expire so the judgment expiration date on the R107 is irrelevant.

1.1.3 Account balance of $300.  The combined sale value of the account as of the sale date must equal or exceed $300.

1.1.4 Signed borrower agreement.  

1.1.4.1 The PCA must have secured the borrower’s signed agreement to have the account rehabilitated. 

1.1.4.2 The agreement letter language must be approved by ED.  

1.1.4.3 Although absence of a signed agreement letter will not halt an account’s sale, failure to secure one is grounds for commission reversal.

1.2 Initiating rehabilitation sale

1.2.1 L103 update.  Prior to initiating a sale, the PCA must update the following fields directly on the L103:

1.2.1.1 Collector code:  change to 00165.  This should not be updated until the final qualifying payment has posted, but should be updated as soon as possible after the borrower becomes eligible.

1.2.1.2 Borrower address and phone numbers

1.2.1.3 Address status (must be “V” – verified)

1.2.1.4 Reference information.  

1.2.1.4.1 There should be at least two current references on file.

1.2.1.4.2 The system will not allow for deletion or modification of references, only the creation of new ones.  Each new reference you create will become the first reference in the account (i.e., the first page on the L103).  We will send to SallieMae the first two references for any account.

1.2.1.4.3 Updating a reference:  if information for an existing reference needs to be updated, you may type over the bad information and replace it with current information.  This changed reference will then become the first reference for the account.

1.2.1.4.4 Deleting a reference:  if less than two valid references are available, the first two references displayed on the L103 should be either a current and accurate reference or should be blank.  To create a blank reference delete all the fields except for the state and zip code.  Again, the old reference you intended to delete will remain, but will be moved back one page and a new blank one will be created and will be the first page.

1.2.1.5 Billing information.  The borrower must be on billing, and borrower must have made 12 consecutive timely payments according to the current billing information.  

1.2.1.5.1 The billing due date may be changed to make every payment the borrower has made qualify as timely—so long as all payments are timely according to a single due date.  

1.2.1.5.2 The billing amount should equal the lowest amount of any approved payments, but must equal at least 1.2% of the sale amount in order for the PCA to earn a commission.

1.2.2 Agreement letter submission.  The PCA must send the signed agreement letter for every borrower to Rg5:

U.S. Department of Education

Attn: Rehab Sale

111 North Canal St., Ste. 1109

Chicago, IL  60606-7204

1.2.3 Notepad update.  

1.2.3.1 The PCA must update the L102 notepad directly to indicate that the account has been submitted for rehab sale.

1.2.3.2 The PCA shall use the following standard literal:  ***SUBMITTED FOR REHAB CUTOFF MM/DD/YYYY  where the actual cutoff date is stated.  See below for instructions on determining the cutoff date.

1.2.4 Accounts containing a consolidation loan.  

1.2.4.1 If a debt submitted for rehab is a consolidation loan (loan type = “CONS” on the R107), SallieMae needs to know what proportion of that loan is subsidized.  

1.2.4.2 The PCA must submit to Rg5 a copy of the promissory note, application and LVCs from the imaging system for that loan.  

1.2.4.3 The documents for each debt should be enclosed in a folder and should contain a cover sheet indicating the associated SSN, borrower name and debt ID.

1.2.4.4 If some or all of these documents are missing from the borrower’s file, the PCA must indicate this in a memo to Rg5 and include this memo in the folder.

1.2.4.5 Agencies should ship the required documentation via overnight delivery as soon as the collector code is updated.  If Rg5 has not received the documents by the time they review the sale, the debt(s) in question will be excluded.

1.3 Exception requests

1.3.1 Definition.  An “exception” request is one where the account characteristics would appear to render the account ineligible for rehab.  For example, a borrower’s voluntary payment was mis-coded as a wage garnishment payment.  The systematic review programs would therefore reject the account as ineligible.

1.3.2 Route request through ED monitor.  If a PCA believes that circumstances warrant an account’s rehabilitation despite its apparent ineligibility, the PCA should route that request through their ED monitor in the contract services branch.  The ED monitor will annotate the notepad with the message ***REHAB EXCEPTION APPROVED if the exception is approved.

1.3.2.1 This note must be entered no earlier than 30 days before the cutoff date.

1.3.3 Other required processing actions.  

1.3.3.1 Once the ED monitor indicates the exception request has been entered, the PCA must update the L103 and notepad (indicating the reason for the exception) and route the signed agreement letter to Rg5 as described above.

1.3.4 Limitations.  Accounts must still contain a positive balance FISL or FFEL loan that has been assigned to ED for at least 12 months in order to be included in the sale. 

1.4 Sale rejects and confirmations

1.4.1 Rejected accounts.  

1.4.1.1 Systematic Rejects.  Whenever ED prepares a sale package, the accounts for which rehab has been initiated will be systematically analyzed to determine their eligibility.  Ineligible accounts will be identified and posted on the internet. 

1.4.1.2 Manual Rejects.  Rg5 will QC every sale file before it is sent to SallieMae and may reject loans or accounts not rejected by the systematic process (e.g., because the agency failed to send required documents to Rg5).  Rg5 will notify the agency or the agency’s monitor via email and will also update the notepad to reflect the fact that the account was rejected.

1.4.1.3 Follow-up: 

1.4.1.3.1 PCAs will need to take appropriate steps to either: 

1.4.1.3.1.1 notify the borrower that s/he is ineligible, 

1.4.1.3.1.2 request the account through the exception process, or 

1.4.1.3.1.3 re-submit the account once eligibility is established.

1.4.1.3.2 Change collector code to 99999 or any other appropriate code.

1.4.1.4 Clarification:  If the system rejected an account and you don’t understand why, please contact Mike Bryant via email bryam9@ncs.com.
1.4.2 Confirmations.  Once an account has been approved for inclusion in a sale, ED will update the notepad to reflect this fact.

1.5 Follow-up actions

1.5.1 Stop SpeedPays and other pre-scheduled payments

1.5.2 Follow up with borrower.  Advise the borrower that no more payments to ED are needed and that his first payment to SallieMae will be due one month after the cutoff.  SallieMae will be contacting him with further repayment information.

1.6 Processing timeframes.

1.6.1 Sale creation: 3 – 4 days from the cutoff date.  ED anticipates that it will prepare a sale every other week, with the cutoff date for every sale falling every other Friday.  Typically, the sale will be created the following Monday or Tuesday, so no more than 17 days should lapse between when a PCA updates the collector code and when that account is systematically reviewed for inclusion.  In many cases this interval will be only a few days.  Note:  because of the schedule on which database extracts used in this process are created, only accounts entered on or before the Friday cutoff date will be included and it is imperative that the PCA have made all L103 updates by that date.  Changes made the following Saturday or later would not be picked up even when we run the program on Monday.

1.6.2 Sale approval and transmission: 0 – 3 days.  Once the electronic sale file has been created, it will be QC’d and approved by Region 5, sometimes on the same day but always within one week of the cutoff date.

1.6.3 Funding timeframe: 3 – 14 days.  SallieMae advises that the new electronic process should significantly reduce their turnaround time.  However, until ED can accept electronic payments from SallieMae, their turnaround time will be variable.  Paper checks above a certain dollar amount require senior approval whereas electronic disbursements do not, and SallieMae advises that if the necessary authorities are on travel or on leave, the sale approval is delayed.

1.6.4 Posting timeframe: 1 – 3 business days.  

1.7 Payoff not posted as expected

1.7.1 Before reporting a problem, the PCA must consider the following

1.7.1.1 Disbursement process.  PCAs occassionally assume—wrongly—that, because one account from a given sale has posted its rehab payoff, all accounts in that sale should have posted their payoff on the same day.  In fact, SallieMae typically issues two disbursements per sale:  one for the total amount of subsidized loans being purchased and a second for the total amount of unsubsidized loans being purchased.  NPC often posts these payments on different days.  Therefore it is possible not only for different borrowers in the same sale to post their payoffs on different days, it is possible for a given borrower’s total payoff to be spread out into two payments posted on different days.  PCAs should wait three business days from the posting date of the first payment before assuming a problem exists.
1.7.1.2 Consolidation loans.  Under the new process, consolidation loans will be funded separately and more slowly than other loans.
1.7.1.3 Account rejected.  Before assuming a payoff is missing, the PCA should first check the web and/or the notepad for evidence that the account was rejected from the sale.

1.7.2 Report to PIC.  If payment has not posted as expected, or the wrong amount was funded, send an email to dcshelp@ncs.com titled “rehab inquiry”.

2.0 Direct Loans

2.1 Borrower Eligibility.  There is a key difference between rehabilitation in the FFEL and Direct Loan Programs.  According to the regulations, a FFEL borrower becomes eligible for rehabilitation once he has made 12 payments.  At that point he has the option to rehabilitate or not, and he must find a lender willing to buy his loan(s).  In the Direct Loan program, however, rehabilitation is an automatic status change that happens once a borrower has made 12 qualifying payments.  Not only does it not require any action by the borrower, the borrower could not stop it from happening even if s/he wanted to.

2.1.1 Payment history: borrowers must have made twelve full consecutive on-time monthly payments of an amount approved by the PCA.  

2.1.1.1 Payments must be voluntary; wage garnishment, federal defaulter and federal offset payments do not count toward the required 12

2.1.1.2 On-time is defined as within 15 days of the current L103 due date each month.

2.1.1.3 Borrowers may make payments weekly or monthly, so long as the cumulative amount of voluntary payments received within 15 days of every due date equals or exceeds the current L103 billing amount.

2.1.2 Loan types:  defaulted Direct consolidation loans, as well as loans that were previously rehabbed and have re-defaulted are eligible for rehabilitation

2.1.3 Agreement letter.  No signed agreement letter from the borrower is required.

2.2 Initiating Direct Loan Rehabilitation.  

2.2.1 Disclaimer.  An agency does not have to initiate a Direct Loan rehabilitation:  borrowers who adhere to an approved billing plan for 12 months will, by regulation, automatically be rehabilitated

2.2.2 L103 update.  For Direct Loan accounts that are making regular monthly payments, the PCA should update the following fields directly on the L103 prior to the 12th payment:

2.2.2.1 Borrower address and phone numbers

2.2.2.2 Address status (must be “V” for verified)

2.2.2.3 Billing information.  The borrower must be on billing, and must have made 12 consecutive timely payments according to the current billing information.  

2.2.2.3.1 The billing due date may be changed to make every payment the borrower has made qualify as timely—so long as all payments are timely according to a single due date.  

2.2.2.3.2 The billing amount should equal the lowest amount of any approved payments, but must equal at least 1.2% of the sale amount in order for the PCA to earn a commission.

2.3 Exception Requests

2.3.1 Definition.  An “exception” request is one where the account characteristics would appear to render the account ineligible for rehab.  For example, a borrower’s voluntary payment was mis-coded as a wage garnishment payment.  The systematic review programs would therefore reject the account as ineligible.

2.3.2 Route request through ED monitor.  If a PCA believes that circumstances warrant an account’s rehabilitation despite its apparent ineligibility, the PCA should route that request through their ED monitor in the contract services branch. The ED monitor will annotate the notepad with the message ***REHAB EXCEPTION APPROVED if the exception is approved.

2.3.2.1 This note must be entered no earlier than 30 days before the end of the month in which the borrower’s final qualifying payment posts.

2.3.3 Other required processing actions.

2.3.3.1 Once the ED monitor indicates the exception request has been entered, the PCA must change the collector code to 00165  

2.3.3.2 The PCA must update the L103 (as detailed above) and notepad (indicating the reason for the exception).

2.4 Monthly Rehab/Transfer Process

2.4.1 Overview.  Direct Loans that are rehabbed are not “sold”; they are simply transferred back to the Direct Loan Servicer (DLS) where they are henceforth serviced as non-defaulted loans.  No payment posts to our system, so the loans are closed with a write-off transaction.  Consequently, the account must be recalled from the PCA at the time of rehabilitation so that the closing transaction may be posted.

2.4.2 Timing.  Transfers are done monthly, typically within the first few business days of every month.  We have committed to providing the transfer file to DLS by the 7th calendar day of every month.  Billing changes must have been entered by the last day of the prior month in order for them to be used in ED’s systematic identification of rehabiltated loans.

2.4.3 Post-Write-off Process.  It may take DLS until the end of the calendar month to restore the account on their system and begin servicing the loans.  ED sends these accounts the W36 letter advising borrowers of the rehab and instructing them to contact DLS at 800-848-0979 for customer service.  Payments should be sent to:

U.S. Department of Education

P.O. Box 530260

Atlanta, GA  30353-0260

2.5 Follow-up actions.

2.5.1 Stop SpeedPays and other pre-scheduled payments

2.5.2 Follow up with borrower.  Advise the borrower that no more payments to ED are needed and that his next scheduled payment should be sent to Direct Loans.  DLS will be contacting him/her with further repayment information.

2.6 Problems.  

2.6.1 Review payment history.  Before assuming there is a problem with the programs or reporting it, 

2.6.1.1 determine what the billing amount and due date was on the last day of the month (the L108 records changes to the billing information)

2.6.1.2 review every monthly due date to make sure that a full voluntary payment was received within 15 days of that date

2.6.2 Make billing change.  If the borrower has made 12 payments but they are not timely according to the current billing due date, see if there is a due date for which all payments would be timely.  If so, change the L103 due date; the account should be picked up for transfer at the end of the month in which you make the change.

2.6.2.1 Note:  L103 address status may not be “U” in order to change billing info; you must ensre the address info is correct and update that to a “V”

2.6.3 Report apparent problems to Mike Bryant via email at bryam9@ncs.com.

3.0 Accounts containing both FFEL (and/or FISL) and Direct Loans

3.1  Issue.  The Direct Loan rehab process, which occurs automatically, dictates that the account be recalled.  Thus, the PCA may not receive commission credit when the rehab payment posts.

3.2 Resolution.  The PCA should work with their CSB monitor to ensure the following steps are taken

3.2.1 The account is moved into location ED165

3.2.2 A manual commission adjustment is entered into the invoice database if the R103 does not reflect a commission has been credited

Rehab Cheat Sheet


FFEL
Direct

Minimum balance
$300
None

Signed agreement letter required
Yes
No

Judgment loan disqualifies account
Yes
No

Must verify and update L103 address
Yes
Yes

L103 address status field must be “V”
Yes
Yes

Two references on L103 required
Yes
No

Collector number must be 00165
Yes
Exceptions Only

Must be on billing
Yes
Yes

Must have 12 timely payments per billing info
Yes
Yes

May change billing due date to make pyts fit
Yes
Yes

Must submit consolidation docs to Rg5
Yes
No

Must update L102 when rehab initiated
Yes
No

Changes to L103 must be made by
Cutoff Date
End of Month

Rejected accounts will be posted to web
Yes
No

Must stop speedpays
Yes
Yes

Must contact borrower to advise of rehab
Yes
Yes
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Cutoff

Will Include Accounts Where Collector

Date

Number Was Changed between

4/26/02

4/16/02

and

4/26/02

5/10/02

4/27/02

and

5/10/02

5/24/02

5/11/02

and

5/24/02

6/7/02

5/25/02

and

6/7/02

6/21/02

6/8/02

and

6/21/02

7/5/02

6/22/02

and

7/5/02

7/19/02

7/6/02

and

7/19/02

8/2/02

7/20/02

and

8/2/02

8/16/02

8/3/02

and

8/16/02

8/30/02

8/17/02

and

8/30/02

9/13/02

8/31/02

and

9/13/02

9/27/02

9/14/02

and

9/27/02

10/11/02

9/28/02

and

10/11/02

10/25/02

10/12/02

and

10/25/02

11/8/02

10/26/02

and

11/8/02

11/22/02

11/9/02

and

11/22/02

12/6/02

11/23/02

and

12/6/02

12/20/02

12/7/02

and

12/20/02

1/3/03

12/21/02

and

1/3/03

1/17/03

1/4/03

and

1/17/03

1/31/03

1/18/03

and

1/31/03

2/14/03

2/1/03

and

2/14/03

2/28/03

2/15/03

and

2/28/03

3/14/03

3/1/03

and

3/14/03

3/28/03

3/15/03

and

3/28/03

4/11/03

3/29/03

and

4/11/03

4/25/03

4/12/03

and

4/25/03
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