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February 6, 1997 

The Honorable William F. Goodling 
Chairman, Committee on Education 

and the Workforce 
House of Representatives 

The Honorable Pete Hoekstra 
Chairman, Subcommittee on Oversight 

and Investigations 
Committee on Education and the Workforce 
House of Representatives 

The Honorable Howard McKeon 
Chairman, Subcommittee on Postsecondary 

Education, Training, and Life-Long Learning 
Committee on Education and the Workforce 
House of Representatives 

The Department of Education provides loans to students to help finance their 
postsecondary education. For fiscal year 1996, the Department reported that 
the Ford Direct Loan Program (FDLP) provided $9.3 billion in loans to 1.7 
million students. - 

Recently, concerns have been expressed about FDLP student loan borrowers 
not starting to repay their loans when they are no longer enrolled in school. 
Specific concerns involve schools’ failing to report enrollment changes to the 
Department’s FDLP Servicing Cente? or the Servicing Center’s failing to 
accurately or promptly record the reported enrollment changes. Failure to 
record these changes may result in borrowers not promptly repaying their 
student loans or in the loans becoming delinquent and increasing the likelihood 
of defaulting. 

‘The Servicing Center services the loan during in-school, grace, and repayment 
periods; collects the loan; and provides customer service to borrowers. 
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Because off c~merns that inf~mation on 5tudents with direct kms weaving a astain 
medlical college wa5 not being reported to the Servicing Center, you a5ked that we 
provide you with that sebod’s infQmation on 

- the etieWt tQ Which bQmQWeE’5’ school eETQ&r-k?nt diate5 dif&r fk=QIII the date5 RX?COXd@d 
by the Department’s servicer and 

- wlnether tie problem lie5 in the 5chodk tmmmissi~ns to the servicer9 the servicer’s 
W&hQd Qff U~ddh.l$j it5 lr@CQffcBS, QIE' dS~WhC%X?. 

2F~r thi5 report, the date a borrower kft the merBicd college is referred to as bis or her 
“CQlTQ#?tiQll dab?.” 
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information; schools in F’DLP report it to the Servicing Center. Because a borrower’s 
enrollment date and status determine his or her deferment privileges and grace periods,3 
as well as the government’s payment of interest subsidies, enrollment status reporting is 
critical for effectively administering student financial aid loans. SSCR is the primary 
means of verifying borrowers’ loan privileges and determining the federal government’s 
monetary obligations. 

Some schools report their student borrowers’ enrollment status changes to the National 
Student Loan Clearinghouse (NSLCH), a private third-party loan servicer. NSLCH in turn 
submits the information to guaranty agencies for loans made under FF’ELP and to the 
Servicing Center for loans made under F’DLP. 

The accuracy of student financial aid loan records depends heavily on the accuracy of the 
data the school reports. The Department, borrowers, schools, and the Servicing Center 
are responsible for confirming or updating borrowers’ enrollment status information. As 
stated above, schools are required to report the enrollment status of their F’DLP student 
borrowers to the Servicing Center. Borrowers are also responsible, according to the 
Department’s publication, Borrower’s Rights and Resuonsibilities, to notify their schools’ 
iinancial aid office and the Servicing Center if any of the following enrollment- and 
address-related events occurs: 

- reduction in enrollment status to less than half time, 
- withdrawal from school, 
- graduation from school, 
- stopping class attendance, 
- failure to enroll for any term, 
- change in expected graduation date, or 
- change in name or local or permanent address. 

To determine the accuracy of information on students’ enrollment status, the Department 
relies on audits of schools and the Servicing Center. The Department expects (1) schools 
to promptly update their students’ enrolhnent status by returning their SSCRs to the 
Servicing Center and (2) the Servicing Center to record and maintain correct loan records 
on F’DLP borrowers. The Department uses independent auditors and its own program 
reviewers through its Institutional Participation and Oversight Services (IPOS) to monitor 
compliance by schools and the Servicing Center. 

‘FDLP loan borrowers receive a 6-month grace period before their first loan payments 
must be made. The grace period begins the day after the borrower ceases to be enrolled 
at least half time. 
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As of December 10, 1996, the Servicing Centeh data showed that only 9 of the 28 
bom~wer5 bad left the medi.cal college chning 69r after the fall 1995 5eme5ter and that 1 of 
the 9 x’edmmed tQ the meckxd @oUege during the fall 1996 seme&ere th? @E-KdQ5WX I for 
d ed ~II~QKKTU~~~Q~ in the 28 bmmwers. 

AltbQ the m@di.@adl college h&l not repo&?d that the 17’ bomower$ hii left, tie 
Smcirmg Center data showed the following: 

- 7 were errcmeotiy reccxded a5 conthning at the medkd college, 
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- 4 had contacted the Servicing Center and requested that their completion dates be 
changed, 

- 3 were recorded as enrolled at other schools on the basis of loan disbursement data 
received from the other schools, 

- 2 were recorded as enrolled at the medical college for the fall 1996 semester on the 
basis of loan disbursement data received from the medical college, and 

- 1 had a new completion date sent in by the medical college. 

The seven who were erroneously recorded as continuing at the medical college should 
have been asked to begin repaying their loans. Because of the medical college’s failure to 
report, however, Department officials said that some of these 17 borrowers probably will 
not be expected to begin repayment until 6 months after their anticipated completion or 
graduation date.4 As a result, the borrowers, at a minimum, may be late in repaying their 
loans. 

According to an official at the medical college, the college had not reported information 
to the Servicing Center earlier because it did not have a mechanism for doing so before 
October 1996. Furthermore, the official commented that the medical college has 
contacted NSLCH and plans to report enrollment status to it on the 28 borrowers by 
February 1997, if not before. The official also said that in the future (spring 1997) the 
medical college will report enrollment status information to the Servicing Center six times 
a year, using NSLCH. 

THE DEPARTMENT DID NOT KNOW THAT THE MEDICAL 
COLLEGEHADNOTREPORTEDENROLLMENTDATA 

As of October 1996, the Department did not know that the medical college had not 
reported enrollment status changes on student borrowers who left during, or at the 
completion of, the fall 1995 semester. The Department believes it did not have accurate 
enrollment status information for two main reasons: 

- Because the medical college did not provide updated enrollment status information on 
the 28 borrowers, its FDLP Servicing Center did not know that these borrowers’ status 
had changed nor that these changes should have been recorded and the borrowers 
placed in repayment status. 

Department officials believe that the medical college, which had been used to receiving 
SSCRs periodically from FFELP lenders or guaranty agencies, had also received 

?he anticipated completion date is determined when borrowers take out a loan. This 
date must be updated as appropriate, especially when enrollment status changes occur. 
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automated SSCRs for the &?micing Center but did rn~t properly c~mpnete and return 
them. The medical college did not re5pcn-d to the SSCR request because it was having 

ddie5 m&g required compnter software and 5ystem pmce&mdi changes. The 
Servicing Cexnter did not foUow up with the medlicd cdege when it did not reply to the 
SSCRs it was sent. 
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The Department also said that it has been working with these schools to ensure their 
future compliance with requirements, and that is why, in part, it did not assign financial 
responsibility for schools’ “. . . unintentional misreporting during the transition in SSCR 
reporting procedures.” It said that after the new SSCRs are generated by its National 
Student Loan Data System in February 1997, the Department will address appropriate 
liabilities against schools it determines to be out of compliance with reporting 
requirements. 

On January 9,1997, an official at the medical college provided us comments on a draft of 
this report. The official said that the medical college recognizes that it should have 
reported the enrollment status changes of the 28 borrowers who left during or at the end 
of the fall 1996 semester. He said that the college’s computer programmers were working 
on other higher priority system changes for FDLP, and the necessary changes to allow the 
college to report the enrollment status changes were not made. He said that the medical 
college is making the system changes and that the enrollment status changes of the 28 
borrowers will be provided to NSLCH, for transmittal to the Servicing Center, before the 
Department’s February 1997 SSCR reporting date. 

We are sending copies of this correspondence to the appropriate congressional 
committees and subcommittees, the Secretary of Education, and other interested parties. 
If you have any questions, please feel &ee to contact me at (202) 612-7014. Major 
contributors to this correspondence include Joseph J. Eglin, Jr., Assistant Director, and 
Paula N. Denman, Evaluator-in-Charge. 

4 S/L, Carlotta C. Joyner 
Director, Education and 

Employment Issues 

Enclosures - 2 
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8’ 

ENCLOSURE I ’ 

Servicing Center’s borrowers’ 
completion dates as of 

Student Date borrower Remarks by the -- 
borrower left the medical 10/17/96 B/10/96 medical college of 

college as of Servicing Center 
10/9/96 

reported enrollment 
status to NSLCH on 
10/7/96; borrower 
returned to college in 

status to NSLCH on 
10/7/96; borrower 
returned to college in 

reported enrollment 
status to NSLCH on 
10/V/96; borrower 
returned to college in 
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reported enrollment 
status to NSLCH on 
1 O/7/96; borrower 
returned to college in 

reported enrollment 
status to NSLCH on 
1 O/7/96; borrower 

show that borrower 
returned to medical 
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ENCLOSURE II ENCLOSURE II -m/( 

RELATED GAO PRODUCTS 

DeDartment of Education: Status of Actions to Imnrove the Management of Student 
Financial Aid (GAO/HEHS-96-143, July 12, 1996). 

Student Financial Aid: Data Not Fullv Utilized to Identifv Inannrooriatelv Awarded Loans 
w (GAO/T-HEHS-96-1996, July 12, 1996). 

Student Financial Aid Data Not Fulls Utilized to Identifv Inauurooriatelv Awarded Loans 
and Grants (GAO/HEHS-9b89, July 11, 1996). 

High-Risk Series: Student Financial Aid Promams (GAO/HR-96-10, Feb. 96). 

Direct Student Loans: The DeDartment of Education’s Imnlementation of Direct Lending 
(GAO/HRD-93-26, June 10, 1994). 

Deuartment of Education: Long-Standinp Management Problems HWIID~T Reforms 
(GAO/HRD-9347, May 28, 1993). 

Financial Audit: Guaranteed Student Loan Program% Internal Controls and Structure 
Need Imurovement (GAO/AFMD-93-20, Mar. 16, 1993). 

eT) D artm nt of Education: M 
Resources Manaement (GAO/IMTEC-92-17, Apr. 20, 1992). 

//.s, i’ 
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