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OVERSIGHT ON STUDENT LOAN COLLECTION

TUESDAY, MAY 19, 1981
! . ' HOUSE O¢ REPRESENTATIVES,
SUBCGMMITTEE ON POSTSECONDARY EDUCATION;

O
CoMMITTEE ON EDUCATION AND LAEBOR, -
o ~~_ _ Washington, D.C. _
_ The subcommittee met, pursuant to call, at 9 a.m., in room 2257,
Rayburn House Office Building, Hon..Paul Simon (chairman of the
subcommittee) presiding. , = - ,
Members present: Representatives Simon and Erdahl. :
_ Staff present: Maryln McAdam, counsel, and John Dean, minor-
ity counsel. - . : '

Mr. SimoN. The subcommittee hearing will come to order. -
- We are holding a_hearing on the question of debt collection in
the student loan area. On March 18; 1981, the Secretary of Educa-
tion, Terrel Bell, who is universally respected by this subcommit-
tee, made an announcement that collections would be shifted to the
. private sector. He also made clear that tlie Federal collectors have
dorie a_good job and we are moving in the right direction. .
.. .Theg subcommittee is not trying to set up a confrontational situa-
tion, but we havé some concerns. I-would say these concerns are
primarily in four general aregs:— =~ : A
-The reasons for the Department’s decision to transfer ‘collection °
of defaulted student loans to private contractors; . -
- The possible negative effects of a hiatus in collections during the-

process of transferring collections from the Federal to the private-
sector; - . P T W
_The relative effectiveness of the private sector collection agencies
compared to the Departmént of Education’s collection efforts; and
_ The contents of the Department’s request for proposals [RFP)
and the rules or regulations which the Department is developing to
insure proper conduct on the part of the private collection agen-
cies. = . . - ' . i

I think that sums up where we are. - ' .

—. We are anxious to see that_debt collection continues on an effi-
cient basis, and these oversight hearings will be taking a look at
th,é,t-,, [ L L -
[The chairman’s opening statement follows:)

OPENING STATEMENT oF HoN: PAUL SIMON, A REPRESENTATIVE in CONGRESS- FRoM
THE STATE OF ILLINOIS; AND CHAIRMAN, SUBCOMMITTEE ON- POSTSECONDARY EDUCA-
TION- . - ,. .

- The .Subcommiittee on. Postsecondary Education will begin oversight hearings

today. on the collection. of defaiilted Guaranteed-Student Leans (GSL) and National

Direct Student Loans by the Department of Education. This week’s hearings will -

. o ,
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- about 92 percent of all GSL borrowers do r

gram from federal eollectors to private contractmg agencies. - -

On March 18, 1982, Secretary of Education-Tejrel Bell announced in a memoran-
dum to-the- Actmg -Assistant Secretary for Podlsecondary- Education- that student
Yoan collections would be transferred to the private sector. In making his announce-
ment, the Secretary stated that “Federal collectors have proven to-be very effi-
cient.”” He further acknowledged that 'of the 600,000 Guaranteed Student Loans in
default over the pest four years, nearly 90 percent had.been resolved. These state-
ments were_consistel.t with Secretary Bell's testimony before this subcommittee on
Marclv 11 1981 when he stated that the Department, continiled t6-see improve-
ments.“in loan. defaalt collections, especially in the federal portion of the. Guaran-
teed Student Loan Program,” According to his testimony at that hedring, o‘amourits
collected by federal collectors have increased from about $9 million in fiscal year
197.7 to almost $38 million in. fiscal year 1980. ”
" Considering .this established and in fact admirable success. record 1 have serious
reservations about the transfer of the collections process to the private sector. The
specific concerns lay in four general areas: .

The_reasons for the Department’s decision to transfer collection of defaulted sti-

" dent loans-to. private contractors; - .

The_possible negative effects of & hiatus in_coltections durmg the process of trans-
ferrmg collections from: the federsal: to the private sector;.

The relative effectiveness_of the private sector coilectlon agencies comparéd to the
Department of Education's collection efforts; and._

_The _content of_the Department’s request for. Proposals (RFP) and the rules or reg-
ulations which the_ Department _is developmg to ensuge proper conduct:on the part
of the private collection agencies. _

The debate over the collection of . defaulted _student loans is not a‘new one: In
1977, the Department of Health; Education and Welfare began making a concerted
effort to collect on_monies owned to it under the student loan programs. Over that
five-year period hearings have been held by the Subcommittee _on_Intergovernmen-
tal Relations and Human Resources and by thi: bcommittee to monitor how that
collection effort was progressing. When.HEW initiated its collection_activities over
344,000 student borrowers he efaulted on_their Guaranteed Student Loans. That

ted into $500 mi 8 ate of nearly 13 percent.
1 of NDSL loans,has not_progressed as well. The federal government
dxdgnot become_ actively involved in_the collection of those.defaulted loans until -
197 Consequently, there is still a major backlog of defauited NDSL loans to be ad-

I am further concerned that the Department of Educatxon does not take any

action ‘to li h 1t§ of higher_educs s to refer NDSL loans to
the federal government. Such. an aeCt%tL ) '

eligible to receive funds under the NDSDE program because of hig e
n hearings held in July of 1978 by the Intergovernmental Relations and Human
Resources Subcommittee, former retary of-HEW Joseph Califano testified that
federal collectors were converting defaultedGSI: accounts-to- repayment status at a
rate of 1,200 g(;r week. By June of 1979, the Sefault. rate had dropped to 9 percent
ard-the number of defaulted -accounts which had been paid- in full had reached
41,963, hccording to HEW statistics. Current Department of Education figures show
that the default rate has dropped to 8.2 percent, a figure somewhat lower than the
national average default rate on all loans. Most importantly, it demonstrates that
ay their loans. .

‘1t has taken the Derpartmeint of Education .several .years to develi:ip an efficient
collection capability. Before irreversible actions are taken o dismatitle that capabil-

-ity, we_feel it _is imperative that the ramifications of such a move be thoughtfully

reviewed. That is the purpose of convening thiese hearings today:

__We are fortunate to have with us today a number: o wnnesses who are familiar
_various aspelts of the student loan collection process and the Bepﬁrtment‘s‘

cision to transfer that process to the private sector._ . ____

On ur witnesses today will be our distinguished colleague on the full commit-
tee, Representative Jim Je tords of Vermont. In March of this year Mr, Jeffords in-
troduced a bill, H.R. 2543, to establish’ aggressive and effective collection practices
with respect to federal loan rograms. Title 111 of that bill deals specifically with
collection practices for defaur student loans, and outlines genetal procedures to
be followed in the collection of those defaulted loans.

At this time I would like to introduce our first thness, Mr. John Yazurlo, the
Acting Inspector General for the Department of Education

.
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Mr: Suvon. Qur first witness is Mr. John Yazurlo, the Acting In-
spector'General for the Department of Education: . . ;

We are pleased to have you here. And I understand you may be
accompanied by Donald Nelson. Is that-correct? -
STATEMENT OF JOHN C. YAZURLO, ACTING INSPECTOR GENERAL

FOR AUDIT, DEPARTMENT OF EDUCATION, ATCOMPANIED BY

DONALD NELSON ‘

Mr. Yazurro. He is with me. - I S
Mr. SiMON. I understand you do not have a formal statement: Is

-

that correct? . = -
Mr. Yazurro. That is correct.

<

_ Mr. SiMoN. Any informal statement you wish to make 4t this
time we would, welcorne; then' we would like to toss questions at
you- . N - - - - —- o o .
_Incidentally, my apologies to- my colleague from Minnesota. I
wish to call upon you for any comments_you may wish to make.

Mr. ErpAHL. I heard a well-known -columnist; Jack Anderson,

touch on this subiect. He indicated this_was a program that had

worked very well in collecting student defaulted loans, and now the
Government was proposing to turn=it_over to_some -collection
agency which would be costing millions of dollars. I heard this; this
morning, as I was coming to the hearing. e
I have. to be.rugning in and. out, but I am sure these kearings
will be productive. & o L
.- Mr: SimoN. The Yubcommittee is going to pay for his czr radio.
‘He keeps up on the Dews. . :
" Pleased to have youNgere, Mr. Yazurlo. . - .
- Mr. YAzURLO. My prgsent position is Acting Inspector General
for Audit: T do not servd\in the capacity of Inspector General at
. this{in}e),,, . ,,;;; I . R . . . ‘
r. SiMoN: Who.does rve in that capacity? @ - =
‘Mr. YAzurLo. Preseritly we-have a Deputy Inspector General;
James Thomas, and“he is also the designee; he had previously
served as the Inspector General. - -~ . o
Mr. Smmon: If I may ask, was the' invitation made specifically to
youorto him, and why is he not here? -~ - - - - ~
. . Mr. Yazurro. I have not seen the invitation; sir. It is my under-
standing I was named in the invitation to attend this hearing.

Mr. SiMoN. We are very pleased to have you; and please proceed:

Mr: YAazurro. I have no formal statement to make. I am pleased

to be here and will try my best to respond to any questions:

“Mr. Simon. It is my understaiding that your office has sent two
memoranda to‘the Department of Education regarding the develop-
ment of the request for proposals. . .~ . " "
- Could you explain to the subcommittee the nature of .these

memorandums and what recommendations you have for imple-

> Mr: YazURLO. Yes, sir; I will be very happyto. =~
- We did in fact send two memorandums with respect to a request
for a proposal which as of this time has not been published. It is
stiil undergoing revisions. .Our first memo was_dated April 14, at

which time we expressed certain concerns we had with the draft

NI
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. proposal and made certain suggestions we felt shogdd be included
in the RFP. One-of the suggestions was that e felt before de--

faulted loans are turned over to private contractérs there should be

some working of those loans by Government employees.so as to

effect easy collections; and in that-way the Government would not
. have to pay a commission on those to 4 contractor. By. the Govern-
ment employees doing the initial wotk; We felt this sort of impetus -
- would result iri collections and consequently cut down on' the cost
of any collections by the contractor. - .~ .. S
Second, we- proposed that within the RFP, there -should be cer-

tairn- specified steps outlined for the .contractor to follaw _with
regard to fthe collection activity, that is for defaulted loans below a
certain threshold, certain minimal steps should be fallowed in at-
tempting collection, and above that threshold, additional steps over

and above the minimal ones should be pursued before giving up on
the particular ioan e e
-- The other main comment we had was to the effect that we ‘were
suggeSting that the proposal be structured in such a fashion that °

more than one contractor would receive an award—that way, we

would have some competition between the contractors—and that a
system be devised to measure then the performance of these. con-
tractors so that.in future years the business could be chatineled to

_ the more effective contractor. Essentially, that was the nature of

+ the_comments: __ ‘ R

__Mr. SiMoN. Have you any idék whether your suggestions are
being COHSiderEdat thls p01nt'7 . S
Mr. YazurLo. I know they are being actively considered; sir. -

There _is one point T would like to make. ‘The RFP calls for the -

-

award of three contracts. There is nothing in there to preclude the
~ award to'more than one contractor. ' '

- Our suggestions were along the line to assuve that more than
- one_contractor_did, in fact, gét an award.~. -

Mr. SiMoN. I frankly picked up a rumor,.I do not know if it is

any more than that, that one of the firms that may end up getting
a contract is a Canadian firm. Do you know anything about that?
Mr. Yazurto. No, sir, I have not heard that rumor!
= Mr: SiMoN. Rumors are frequently not worth a thing, so.there
~_may be no.truth to that, but it would be-a-development which will
be followed with interest by this subcommittee: = _ __

_ Our colleague from Vermont, Representative Jim Jeffords, has

introduced a bill which among other things would require that
durink the first 6 months of a life of a default program the Govern-;
ment would continue to try to collect. At that point, turn it over to
private collectors. It is somewhat along the same line as F sense .
your suggestion. = e - S

. Mr. Yazurro. Yes; it is, although we did not specify a specific
timeframe during which the; initial working should be;done by the
Government. - . -, . o

Mr. SiMoN. How do you react to the Jeffords proposal? :

- Mr._Yazurre. Well, the proposal does coincide with our sugges-
tion. Whether the timeframe is proper, I.am not too sdre. To me it
seems like a“stretchout, it is much too long. But I am not in a posi-
tion to really evaluate. ~t ;‘? )

. . ' : < . b
. “ \'"
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Mr. Yazurro. No;sir, Idonot. - 7 oo
Mr. SiMoN. Let me take the liberty, since there is no one else
here to object; to ask the Republican counsel if he has any ques-

- tions he would likesto specifically address to the committee.’

Mr. DEAN. Yes; just two simple questions. . .

What is your understanding of the size of the universe of poten-
- tial contractors? How many firms? . oo o
~ Mr. Yazurro: I do not recall, sir; it is spelled out in the RFP.. I~
have read-it, but J do not-recall. _ . S .

Mr. DEAN. Have you an estimate'of how many submissions pres-
ently, expressions of interest, have been received by the Depart-
ment. - . S o N .

Mr. YAzURLO. As to the number of bidders there will be on the °
proposal? . : .

Mr: BEan: Yes. . .

Mr. YazurLo. I do not know; sir. . S

Mr. Dean: Basically, what will be the next step of the Depart-
ment if no acceptable proposals are received? . _ .. :

. Mr. Yazurro. I would imagine they would follow normal con-
tracting procedures and start to contragt all over again:

_ Mr. DEAN. On the basis of your familiarity,of that, wWhat effect-
will that have on the timetable for releasing term employees?.
--Mr. Yazurro. I would expect the timetable would have to be ex- N

terrded to allow sufficient time to go through the process again and
make the proper awards. = - SR

Mr: DEaN: As a final question: IS there anj policy at the Depart-
ment right now relating to Canadian firms é%fting a contract from
the Department? e

Mr. YazurLo. I am not aware of any poticy; sir:

Mr. DEaN: Thank you: e
Mr. SiMON. Let me ask you about the timelag problem: There is
some concern that we are going to shift this over to privaté collec-
tors and there will be a time period where instead of a gradual im-
. provement in collections where we are now, there will bé slippage.
Not only do we have loss of revenue, but we end up with people
attacking the program. S S s
One- of the attacks made regiilarly on the student loan programs
is the high default rate, which we are gradually now diminishing.
jHa})ze you any reflection on this timelag problem that could de-
velop: T S o -
- Mr. Yazurro. Well; I personally believe the longer it drags out;
it will cause more problems. My feeling is the sooner contracts
could be awarded; the better it would be. e
. Mr: Simon. I did not make my question clear enough: I am talk-
ing - about -the timelag between—whether it is_tomorrow_ or- 6
- months; that there is a timelag between the point where the Feder-
al Government is assuming its responsibility and it shifts that re-
sponsibility to the private collectors. - . =
In .other words, if -you were the head »f the ABC Collection
Agency and you are given a contract, once vou get that contract,
then yoe have to employ people, you have to examine the kind of
caseload vou have, you have to take a look at how you proceed.

c
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What kind of problems do you see there 1f any”f -

Mr: Yazurro:. I am not aware of any; sir. The RFP does request
mfonpgtmn along those lines asto the capablhtles of the contrac-
tor’s firm to handle the volume of business that is in the RFP.

FE%I.; SIMON The RFP does request that. You have a copy of the
R ’ ‘

Mr. YAZURLO I have seen & copy of 1t It is still being revised: It
has been all marked up. . -

I venture to say they are plannmg for an orderly- transxtlon, 50
that problems do not arise during this period.  __

Mr. Simon. The plan is obviously for a mix of Federal and pri-
vate as we move ahead?
> Mr. Yazugrro: Yes:

Mr, SiMmoN. Do you have any feel for what kind of mix we are

talkmg about? 2

Mr. YazukLo. No, suL I do not.

Mr SIMON Our coiieague from New York has joined us.

Mr: Weiss: Thank you, Mr. Chalrman, not at this time.
Mr. SiMON. We thank you.very, very much for your testimon3n.
[The information referred to follows:] °

) ’ -
o N ,U.S. DepaRTMENT OF EpucaTioN,

. ] a Washmgmn, D.C, Apnl 24. 1981.
511'0 The Secreta . -

mg at the RFP which is being prep: i tu-
r. OSFA employees responsible for- writing

ncluded several e t provisions to ‘ensure the efficiency of the

system (e.g. spec fying minimum collection steps required for all accounts and pro-

viding for ED to retain accounts entering repayment as a result of its initial letter
ing unnecessary collection fees). -

e are; howeyer, two_related changes we would recommend to maximize the

effectiveness of the contract:

- Develop specific criteria to measure actual loan collection performance (mcludmg

the rate of return on the account portfolio and the number of &ccounts- collected).

The required quality control plan concentrates on necessary activities and documen-

tation but does not address the desired monetary result, i.e., collection of the de-

faulted loans.
Require that contracts be awarded to more than one contractor and apportlon

future- accounté to the eeveral contractors competitively based on the pnor year’s
rate of return.- —— -

We realize that there is some urgency in pubhshmg,L the RFP. However, in- order
to enhance the collection effort, we urge that the RFP contain ‘the suggested mea-

competltlon

A “N
: U.S. DEPARTMENT OF EDUCATION, ° .
‘ Washington, D.C.,-April 14, 1.981
To James Moore; Actmg Deputy mmtant Secretary for Student Financial Assxst-

ance.

’ Fromtbxrector, Fraod Control ﬂfﬁce of Inspector General. =

Subject: RFP for contracting out student loan collections to the private sector.

--In comunetxon with ‘eur -review of Student Financial Assistance,- we have been
looking- at _the loan collectlon function. In particular, we have reviewed the RFP
{dated 3/24/81) which is currently being prepared for contracting out student loan
collections to- private sector. We have identified several areas where the following _
changes could be made to improve the effectiveness ‘of the RFP. .

~

10‘ o ;
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. May 81, The objective of this procurement is to assist: the Department of Edication’s
Office of Student. Fiﬁéﬂ@jélrﬁﬁistgncer in_performing collection activities under the

* A

) T

_Government Creaming—Requiring the regional offices to take the first step of

sending to the student debtor a firm letter-using the IRS locator service for a ctr-
rent address. The RFP shoald allow OSFA to retain the amounts collected as a

_i-ésult,ofﬁthe,lgtt,e,lt.,,,lf,t,b,erc is no response-to this letter, however, refer it to the

contractor. This step y bring substantial repayments with minimal staff effort

while avoiding the collection fee. . - e _

Specifying required collection ,sLeps—,RéqUﬁ': the tontractor to perform specific

minimum collection steps on all accounts: Thus; all the-debtors. will realize that we

are interested in collecting their a,ccounis;régardle's’s" of size. This change will also
n.

provide that all debts transferred receive\the samie minimim, attention. Strengthen-
ing the RFP in this manner may avoid fufure disputes with. the contractors. o
. Encourage competiton among several collection agencies to maximize collection :
efforts—Use strict performance evaluation criteria includinig. rate of-return, and

then base future referrals on the prior year's performance. This should encourage

greatér collection efforts. —

-An-addition to the. above RFP-revisions, there are specific nspects of the clirrent

National Direct Student Loan (NDSL) collections that should be addressed. .
_.Preclaims assistance. for NDSL—since NDSL’ are now _being handled similarly to
Federally Insured Student: Loans (FISLs) preclaims assistance should be corisidered
in an attempt to reddce the number of assignments. B
_.Ensuring that the schools shoulder the _responsibility for these lsans—Sechools
which _submit. for assignment notes which are unsigned should be required to bl?

them back with follow-up action to confirm replacement of the money into the fui

imila the schools should be held accountable for notes whén there has been a
failure to conduct due diligence prior to assignment. . U 0
—Including a Penalty of Perjary statement on the- Assignment of Defaulted Notes
(Form 533). For example: Warning: Any person who knowingly makes a false state.
ment or.misrepresentation on this form maz be subject to a fine of up to $10.000_or
to imprisonment of up to 5 years or to both under provisions of the United States
Criminal-Code. Such prox ions may inclade, among others,-18 USC1001.
- Requiring that the Social Security Numbers for all NDSL borrowers be kept J?'
the.schools and submitted to the Department of Education-with any note’ assigried.
If there are-any questions we are available €5 meet with you and, discuss these
suggestions. We would appreciate your comments as to whether these suggestions
are adopted for the RFP.

) DoNaLb J. NELSON.

s

DEPARTMENT oF EBUCATION'S ANNOUNCEMENT oF RFP 1v CoMMERCE BUSINESS -

-~ DALY, May 4, 1981 o
- H—Private_Collection Alge'rifcy,Rééi,'siériéé,,,tiidéi the Federal Inisured Student
Loan_and National Direct - tudent' Loar Programs; will be issaed on_or about 15

777777 l Direct Student Loan programs. These activi.
include locating and contacting debtors, billing: of debtors; processisig. pay-

ments from dehtors; miaintaining records on accounts, and transmitting collection
information to the DGPETf-mé‘?i'sj-‘?@ﬁﬁt?riz,ed,j‘i‘,ta,,bas,e-,,The,,,cont;actor will riot

pe, however, the work for one contract will be performed in Atlanta, Georgia,
another -in Chicago, Illinois; and another i San Francisco, California. Request for
copies of solicitation will be honared if recejved within- 20 calenddr days after issu-
ance. Requests received after this period will be filled on a first-come, first-serve
basis until the supply is exhausted. Furnish three self-addressed label and ljst the
solicitation number at the bpttom of the lahels Individual requests should be sub-
mitted for each selicitation requited, It is anticipated that a closing date for receipt
of propusals for RFP 81093 will be 30 Jun 81 (120) - S e
_. US. Department of Education Office of Procurement and Assistance Mansgement
Operatioris Sipport Branch ROB%3, Room 5671, Tth and D Street, S.W. Washing-
ton; D:C: 20202 Att: Carol Garter, B C ,

‘Mr. SimoN. The next Wifﬁéssesﬂ"a;rer Mr. Thomas L. Shaffer of
Booz-Allen & Hamilton, and Mr. Edward Hearle, project director
for student loan collection with Booz-Alleri & Hamilton.

We are pleased to have you both here.

17




.
" You do not have a statement.
STATEMENTS OF THOMAS L. SHAFFER, PRINCIPAL, BOOZ-ALLEN

& HAMILTON, AND EDWARD HEARLE. PROJEET DIRECTOR.
STUDENT LOAN COLLEETION STATUS, OPTIONS, AND RECOM-
MENDATIONS, BOOZ-ALLEN & HAMILTON T
Mr. HearLE. Our work is a 6-week study with essentially two ob-
jectives: first, how the debt collection process works, and second, a
comparison of the cost-effectiveness of Federal staff as compared to
the two prototype collection agencies’ efforts, particularly in light .
- of the planned reduction by the end of.this fiscal year. That was
very present in_our analysis. T
- In terms of the report we presented, a few ball park numbers,

$36 billion have been distributed in student loans-since 1958, of
which $28 billion are in the two programs focused on by the com-

mittee; the guaranteed student loan program and the national
direct student ldan program. - - - .. o .
By the end of fiscal year 1980; about $2.2 billion of this was in
default; delinquent, or written -off. So if one looks at it the other
way, some 94 percent of the money is OK. = = o
Delinquency collection efforts accelerated starting in 1977, and
collection resources today include 17 employees in the national of-
fices and about 1,100 Department employees in the regional offices.
~ Results of the accelerated collection program have been substan-
tial since 1977: about $110 million has been collected at a cost of .
about $49 million. So; there is slightly over 2 to 1 positive cost-ef-_,
fective ratio. That isgood news. _ - - - ---- ---- --
_ There are some problems in the administration of the program
which we drew attention to and made recommendations on. There -
is some fragmentation in#the administration of the program. As is
often the case in high-priority programs, several people were given
high- responsibility and there was not sufficient focus so any one
person was_fully accountable. .= e
- -Some-of the systems designed wére not as effective as they could
be and some policies were needed in this position_and closeout. We
have beeri quite specific as to our suggestions there.. There is a
backlog of about 816,000 cases. That is a serious problem and a
problem to which additional resources should be directed. - .

- In terms of the cost-effective issue of Federal staff versus jji‘iygfje
' collection agencies, no-significant difference exists in the cost-effec-.

tiveness of Federal and contractor coliection efforts. The calculated*
. cost-effectiveness ratio for Federal staff appears to be significantly
better than for contract agency collettions. The basic numbers sug-
gest that Federal staff collect- §,3:§0,§f"gem, for each dollar of cost
incurred, whereas the_ contracter yield is about $2.20 for each .
dollar of their cost paid by the Federsdl Goverrimient. However, be-

cause contractors have received collection accounts already worked
by Federal staff, these ratios are not meaningful. We believe that

~,fully comparable cases would show little difference in cost-effective-

‘ness. S ,,
~ There are some functions that must be done by Government em-
ployees in sétting up the account and in the final disposition and
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closeout. It is the intermediute chusipg of the account where there
is the choice between private and iiijibﬂiycy performunce:. -
~In terms of our cenclusions and rocommendations, we divided
thenm into two categorios; first- those which we felt wero important
no matter what you do on the privute/public issue,*and the prob. - -
lems as to'mix is butweea contkactor and Federal omployment..

__ Firat; we feel this-should be consoliduted. Second, we bolieve
there ought to be a crispening up-of the policies on writeoff and
disposition. Indeed; some_ of the backlog would go uway, depending .
~on '[hUW the disposition and writeoff pelicies were defined. :
_ And finally; there ought to be improvement in the HUpPOrt Hys-
- tems; not always more automiation, but a little more sonsitivity to
the collection side of the cycle, when the systems urg, put in pluce.
o - - On the.options between private and public colloction, again 1 om.
Cphasize this-was dene in the contixt of o planned reduction to i
lcvql ol 530 by the end of this fisciil year. We huve to-do thiat, How
- ean we do-it? What will the relative impact be as to the cost? Those

4.

were the questions, . .

So we gonstructed o benchmark cnso 80 to sponk and tested tho
options against it. The benchmurk wus simiple: It said wo will dis:
solve this bucklog by the eid of- fiscal yoar 1982, and wo will have
i plaee by the end of fiseal year 1982 4 system for continuing offi-
cient collection of the debts. Then from that benchmark; we do-

fined the options, = -~ _ Sl
‘The first option would be to continue the current staff, 1,100 Fod-

- eral employecs, through fiscal year 1982-1n other words, abandon
the notion of reducing to 530 at the end of this year. That would
still require contructing out about 330,000 -of these bucklogged ue- .
counts to méet the'gousl of {iscal. year 1982, e

- Option 2 was the plan thé Departinent was working against; ro-
ducing the staff. They consolidute the three regions. It is a fuct the
students nre not reniining.in the region where they began. Thoy
ure seattering inull directions. So thore i8 no great merit in trying

" to conncct collection to n specific degion. .-

The contract effort would be animed at the bucklog: L
- Finally thereiy the option of r'cdii'ciii%{\ the Foderal staff to 530 by
0.

by fiscal yeur 1982 That'is
the maximum contructor option. Agiin this woul

the ead of this fiscal year, 1981; and 24
i ould be by consolidat-
ing into three regions and using éoritracting efforts for everything;
realizing there is-still u role for the Federiil employee in the got,
ready and closeout. . . . :
~That, &ir; is a. report on the highlights, and we will be happy to
. UnSwoer_questicns, R : . o
Mr.8imoN. Thank you very much: -~ oo
1 wodld like to enter into the record the gxecutive summary of
your report. - - S '
[The informuation referred to follows:)

EXECUTIVE SUMMARY

- Thirtyxix billion. dolliues -hive. beon provided in -grants and Jonns since 1008 P
through five stadesit Gniikciind Awisinee progriamas
Gouaranteed Student: Lo (GS1L 20 ’ .
National Direct Stadont Loiin (INDSEL - 20 P ;
T Luw Eolorcement Educition Progriin (LEEDP), -
Husie Fducation Opportanity Grant (BEOG),

-

. Z
: 1 L)
. ) ° _ »
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Cuban Studont Loan (CSL). . - ' - oo . S\

. +.._By the ond of fiscal yoar 1980, a_tota) of $2:2 billion in louts nnd geniNs wore®
;| delinquent, in_default, "or written off. This ‘represents 6 porcont of the. diount =
- lonned/granted; and indicatea that 94 percent of the funds hive beon or igo\boeli
. repaid, or have yot become due. The Departmont of Educistion. has {itffid

dporatin ,,Ecibongi,tﬂlij&ftiii,fémjecunf,sa:sr; million of tho tet:l $2.2 billion,whi
,‘fn the oporating responaibili

Pl

< balance ty of lenders; Inutitations or st Ciliriintot

¢y collection efforts. ucceleruted sturting in_ 1977, and collection fu-
con_today_Intlude 17 :Nationa): Office nind neiirly 1:100 iegionil citiployecs jilus
P o colloction: myencien, Results of the sccolornted coﬁeetim: progrivm hive
boen_substuntinl —$110 million collected in lows thim four yeird, compiired to Fi0
mijlion over the prior decnde. : ) -

S . CURRENT OPKRATIONN AND PROFLKME .
.The carrént orgrnilzaition of loan colloction i the Niitioiuid O < I8 frignionted
und: lucks ninnagenicnt focus, Thiree of the foir tinjor divistons of -« Offico of Stu-
- dent Finuneinl. Assistancy #ro drivalved In eollection, iw ire Lhroe other agafl groups
" nttiched tothe director. Additionadly. there i a colloction-“teum” and Yuality nu-
swarurco stafl, The.restlt iv thit fo single. pirion {8 rosponaible, and a critical mann
- of colldetion oxportine does not. oxjat anywhers, -
“Thu collection proceis for stident’ lonna itivelven sevirill major stops which tre
- performed quite differviitly ® the five progriama, ‘T't steps are: -
2o Mdentificition. of delinguoiit iiceotints, mailing of delinquency totters and posting of
7 delinquent pagwionts” & - - o
Initinl collection efforts, including postal trace, teleplione ealland, whore appro-
priiite, negotiition o siew payiient toeiis, - : e _
Second and Chird phiise colle®ion offort, involving oxtonnive skiptracing. -~
Closkosut. =0 7 - - - s
. The sfore. diffeiilt colloetion efforts tuwiird the ond of the procesy are primurily
the responwibility of the Dopartment. Contractor involvomunt. is found almont oxchi-
wively i ehe third. phis -

Tort. -
< Chavictoristicn of. colle

ion processig in aiich prograin ire i follows:
FISE and NDSL procodsing ix hundled In each of the ten rogions.
The LEEP collection process has not heon fully developed, 5
- .BEOG grant overpiyments nre handled-in both the National Office and in one
'i‘i‘f(lﬁii; - - i a
- ,'L‘.iibii'n' Studeiit Loan colloction processing is handled, through the Dalias rogional
Soffice. L. - : - e
- Tho. student loan progriis i ngtomited systoms prinacily for billing. aid not
“for calloction ictivitien. The one tully developed colloction systeths-FISL—in inte-
Rrated into colloction processing but doos not fully support the rogilirements. -

-
i

S CONTH; RFFKCTIVKNESN AND WORKLOAD :
 conts of Federal stadf involved in
=98 _percont_incurred in the
rim. About 65 percent of direct conts_for Federul
stifland nssoclitod oxpensos in the reglonal operations while g tod overhood ne-
counts for abolt 1 percont of total costs. Approximately 2 pe mt of regional col-
loctions Conts nro devoted to direct qupport of the two reglonnl contractors,. o~
- No significniit differonce oxints in tho cost-offectivenions of Fodoral and contractor
collection offorts. The culculated éor‘}gqmwt‘iygnc@ ritio for Fodernl staff appours to
bo wignificantly better than for contract ugoncy colloctions. Thé basic ,nu,m%mm,guuz
thit Fedoril 8l colloct $3.50 of dobt-for each dollar of Cost incurr

b Over the foiir yiirs onding in fiseal your 1980
loan eol) ool ”tqﬂnb‘()utﬁ -

tion have amoun

trictor yiold i nbout $2.20 for ench dolinr of their cosd
meit. Howuver, betise contrictors hnve recolved colloctida ta_alrondy
! ad: by Fedornl 3tiiff, thess ratlos aro not meaningful. We be that fully
conipurable civies would show little difference In cont-ofToctiveness, Regardlons of tli
konelen, the Depnrtmont In ultima
is to perform several ¢éol

functions condu®ed by priviite colliction igonclos,
uponsible for final. red fuwiﬁ of aceoints, and

uctivition with its own staef?,. . . . - i - e

-~ Futare workloud plus backlog cleiii-up e likely to require both contructor and g
Foderul staff support. Biwed on histor mf’ FISI, oxporlence, o standard time of 1 day
'u-r comploted-deht collection enwe in reagoniblo. From this stundard, plus the back-
og und ongoing worklond, the numbor of roquired collection stoff can bo oxtimated.

1
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- - The current number of unresolved accounts is 816,000, and the Department is ex-

pected to receive about 400,000 new accounts in the next three years, =~ -
. Thus, a total of some 3,300 staff years of effort will be required to eliminate the
backlog and process the new accounts received through fiscal year 1983; This com-
.pares to about 2,100 available man years now scheduled to be on board during this
period, thus creating a need for a total of about 1,200 additional staff years over the

next three years. )

OPTIONS AND RECOMMENDATIONS

'\ To strengthen the Department’s studerit loan debt colleétion prograiis, two. kifids
-+ of actions should be taken. First; ‘a set of core recommendations shoiild be installed,

d, second; a selection shéuld be made from among thréee strategic program op-
The core recommendations are: :

a
itions
I Cons:
‘zation in the Office of Student Finenciat Assistance. .. L .

i ._Establish an_effective writeoff and/or finial disposition policy (proposed elements

of this policy are suggested in the body. of our report):

__Establish an effective reporting and monitoring system for routinely evaluating

the cost-effectivness of each program: . . . -
-_Obtain_contract debt collection agency support consisterit with the strategic pro-
gram option selected. . . oD - .

Improve_the efficiency of regional debt collection operdtions. — - -
__In addition to implementing these.core recommendations, the Department needs
to implement-one of the following three strategic program options to clean-up its
backlog of unresolved accounts and expeditiously handle new accoynts.- - -
- Option I—Continue.the current staff level of approximately- 1;100 through fiscal

vear 1982 and contract out 333,000 old accoiints.

lidate all National Office collection activities into one division-level organi- -

~_Ontion I—Carry through with the currently programmed. reduction in Federal -

stafl to: 530 by the. end of fiscal year 1981, consolidate inito three regions and con-
'tract out almost all of the 816,000 iinresolved accounts. New accounts would contin-
‘ue tobe worked by Federal staff. ... . . ..~ . . - e -
_.Qption III-—Reduce federal staff to 530 by the end of -fiscal year 1981 and to 230
by the end of figcal year 1982; Corisolidate into three regions and use cuntract collec-
tions on almost all accounts; both. backlog and new. - - e e
—-The cost-effectiveniess of each. of these three options-is estimated to be approxi-
mately one dollar: of cost per $2:.00 of loan recovery, with total collections between
$180 and $225 milliorr. S ) - — - e
-_Since current ED planning and budget programiming will reduce Federal staff re-
sources by more than 50 percerit by the end of fiscal year 1981, an immediate deci-
sion is needed on one of thesé options to: provide sufficient resources, either contrac-
tors or Federal, for the corntinued effective functioning of §he program. Since spme

* contractor support is inescdpable, the. principal problem. is to acquire sufficient re-

sources go the backiog can be eliminated by fiscal year 1982 or otherwise ED - must
tolerate its exi*~~~ for additonal years. ~ , i . Tl

- Mr. SiMoN. What were your instructions when you took on this
chore; the instructions from the Department? Did they leave you
free? What were your instructions? > = = L
--Mr. HEARLE. There were none that shaped what we did; other
than the objective. Thé contract statement is in a single sentence:
To conduct a study of collection activities under the U:S. Depart-
ment of Education student financial assistance program, analyze

_results;-and_provide recommendations on the operation of future
- collection activities. . . ¢ -

~ There was the reality of the plan to reduce staff to 530 by the"
end of fiscal year 1981: The question was: Can we do it in light of

ghe%xp*eriﬁiént going on; and what are the different ways we can
0.it? . - S v ) -
~ Mr. SimoN. You talk about a backlog of 516,000 cases and at an-
other time a backlog of 800,000 cases. [ have two questions: One is
a discrepancy of those figures, and two, how do you enter the back-

log? How far behind are you, before you are part of a backlog?

N -~



.~ number of cases to_be worked,,

&

. o
\ - e o. 12
Mr. HEARLE ‘On the first one, the backlog is 816 000; 300 000 was
~the _humber associated with-option 1. :
- Mr. SHAFFER.In general, ‘the- bacldogdeﬁmt:lon was the Depart-'_
ment’s- definition. - Generally in- the FSIL cases; .that .was the
y-of which were qult? old. In

the ‘matter of the NDSL cases{ those were the ones turned over to

the Department as-a result of he mstxtutxon turmng them over to
the Department. -~ -~ = .~ . L0

In addition. there were several smaiier programs BEOG and the
Cuba.n program, wh1ch were very much in arrears and were clearly '

a backlog. °
. Mr.- SimoN. When you calculat:e costs do you 1nclude Federal re-

' tlrement -costs in there?

Mr. HearLE: Yes; at the OMB gmdelme figure:

M; SiMON. - The one- area from-my brief scannrng through the.:

-various statistics that shows a remarkably good record is the San
Francisco.area. Was there any consideration toward why were they

successful; and ean this be applied more universally?

Mr. HEARLE They. are extraordinarily successful, mthogtiagy
quetsitl:lon We were only there a brief time, and Tom can comment
on this. .

- Mr. SHAFFER. Unfortunately we d1d not. have the time in 6' weeks

where we had to cover a lot of- territory, to see the e:r:%gt natiire of

their operations and the why of why it was so effective.

In our report, we raised the fact that it was mterestmg, but we -

.. were not able to take a detalled look at all the regions. -

Mr: SimoN. It would appear not too lacking in good sense to look
at areas where they are markedly Successful .and to keep those
areas going, and in areas where there is less success; shift things a
little more. Is that unreasonable?

Mr. HEARLE. They have a joint effort in San Francxsco ?
an employee effort, and it was one of the exper1mental si
contractor effort:-

. Mr. Suarrer. We suggested in .our report San Francisco should

be-considered as a prime collection region; so we did take cogni-
zarnice of that fact:

_Mr. SimoN.. Did you take a separate look at the NDSL and GSL E
statistics?.

-Mr. HEARLE. We looked at them separately S

Mr. SHAFFER. Although; sir; the only thing we computed the cost--
effectlveness on was the ESIL program; the NDSL program thepe
has not been enough experience to pull together the figures; ﬁfg
there was_no contractor effort e1t:her, so it was not possrble to do a
cost-effectiveness study o N

Mr: SimoN: The private agencies are chargmg a ‘

what a private collection agency might charge. Can\tiat be sus-

hey have »
es for the -

tﬁm'ed do you think, in. the contracts that rnay come out of all
this '
‘Mr. HEARLE. It is hard to know until the bids come. m L
Mr. SuarreR. I think they were dissatisfied with the! orlglnal ar-
rangements-because they were getting accounts that were worked
previously fairly hard by Federal collectors, as I understand it.
There are actually two different rates functioning; and they are

very differenit: One is 28 percent, which was actualgy on the low
b
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... side. The other rfite was 38 percent in San Francisco, which is a
" little bit on the high side. So there were really two different rates
compared. e im N o
‘Mr. SmMoN. What if suddenly Edward Hearle ‘becamie Secretary |
of Education and now you have studied this and -you had put the
program together. Just from: the. viewpoint of serving the. Nation
on this problem and serving the Nation effectively, what kind of a -
mix would you have of the private and public collection? = - o
__Mr. HeARrLe. Well, it is partly governed by constraints outside
this program that I might

A | face in terms of positions that. must be
reduced somewhere .in the Department. ‘The -attractiveness from
one perspective of logking hard at relying on the private collection
agencies here is that there is a private resource out there that can
be drawn upon, which is probably not equally true across the whole
range of the Department’s functions. The experiment I think has
been reasonably successful-in that the. yield has been cost effective
and there have not-been disasters of colléction episodes. . - o

~ So my own inclination, sir, in response to -your-question; would
be to rely substantially on a private collection operation, although
monitored by a small, tight, Federal management staff, -

-1 continue to emphasize the essentiality of having a couple hun-

dred Federal employees doing what needs to be done. - .
Mr. Stmon: Mr. Weiss. - © = I

- -Mr. Weiss. Thank you very much, Mr. Chairman. I get the sense
as 1 listen to testimony, both today and last time you were here,
that there is a feeling on your part that if you had more time, that
perl';’aps you would give us more definitive answers. Is.that accu-
ratve!’ - - - - , L - - - - . :
__Mr. HeariE~Yes; a 6-week study” dane during Christmas and
New Year’s is not enough time. But we are confident this is a re-
spectable report. On the other: hand, we did not study it the first
time. Others had studied it before. .~ * .~ " " 7
- -Mr. WEiss. If again you were suddenly thrust into being the Sec-
retary or Assistant Secretary in charge, would you in fact. ask for

 further detailed research before you came to-a final coneclusion? - ]

-+ Mr. HearLe. Ng; T do not believe so. I think I would move to im-
plement; because of the time that is available before whatever the
implemerted option is has to work. I.am concerned _this has been ,
expressed in the chairman’s opening statement about a protracted
interim period whil¥ the act is occurring. We have to tilt this som.
way. It is tilted toward contractors, so let us get on with it. o

-Mr. Weiss: When you or your company were being interviewed to
undertake this assignmenf; was there any discussion as to why it
we i i y to be undertaken within that very close
. timeframe you talked about? :

_Mr. HEARLE. Yes; in the sense that the Under Secretary wanted

to have a completed report to give to the incoming Secretary. That
was the drivipg-time horizon: .. - S

. Mr. SuAFFER. There was considerable concern by the then Under
Secretary that in. fact this handoff, if it were to occur because there
. was a congressional mandate as to staff, that this handoff to either

private collectors or continuation of private staff could not move on .

smoothly. There is a: fair amount of transition work that had to be .
done and his instructions to us were, let us see if we can get to the -

.
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bottom of thas 1ssue 50 some sort of dec1s10n can be madeL and also
- 50 it does ‘not gst lost_in the shuffle with a new administration
coming in so there are some options to proceed.

.Mr, Weiss: In essence; the mandated staff reduction in the Edu-.
cation -Act of 1979 really underlaidall this. effort, the urgency of

the effort. -

Mr. HEARLE. Yes that is correct. It was going to happen by the,
end of fiscal year. 1981 and what should we do with this program?"
.. Mr. Werss. And the mandate of that law is to reduce staff by :
some 500 people, right? . , . g

Mr. HEARLE. Yes.. ' ' |

. Mr. Weiss. And it was the purpose of the study aﬁsfto whether
that could be done and whether the work those people did could be -
done by private contractors. - -

Mr. HeEartrE: To look at the experlment .which had' been launched
mox;:}}}f befare to see how it had worked and if it would be ex-
ten :

" - Mr. SHAFFER. T}nsr was & very real problem, a poter?l:lal problem,

achieving a personnel reduction.. it was to be taken as a possible

- restraint, and we should look at other-plans: - . .
~The then Under Secretary made it very clear ‘that even though :
the Department was in the position of having- to reduce 530 posi- .

tions and .the preliminary- plans were/ equipped to-do that, -irr fact '

that was not a given and we should:look at all the options: if it had

turned out differently; if it had been shown that Federal collectors

were much more cost effective; then you:can aiways come back to

. the: President; the Congre§s,gtg relieve. the 51tuatlon or take it from
somewhere else in.the Depiartment: . :
Mr. WEiss. As I gather again, in your judgment 1t 1s pretty much

" 'a wash: We may or may not disagree wrth that but 1 in fact that is

your conclusion? - ‘ : !

Mr. HEaRLE. Yes.

Mr. WEiss. As I think back to when we were d.lscussmg the cre—
atlon of the Department; and I serve on the Government Oper-
ations Committee; I recall the insistence of the committee and of
just about everybody involved in the process that the Dapartment:

would not only be résponsible for adding additional etaff people;
but would end up reducing staff’ people. That is why this particular
smandate was written in the law. But what underlaid that was not

the reduction of people. What"we_were concerned about was cost

savings or mcreased costs; one or the. other, and it jast-seems to. me”
what we are doing in this _process, if in fact it is a wash, by going

~ off to othker en'ployinent levels of operation, to private contractors,
is at most measing the letter of the law; that is, we wxl)(have are- .
duction of st:f¥ people, but in fact there will be no reduction in cost’ .
at all. It sees to mie that perhaps you had addressed that, or were -
. you asked to address that at all, or was that beyond the scope of .
your:study? — s
Mr. HEARLE. We dld not look beyond theflgggefof thefSB{F erson
count. As I indicated, there was one option that put that aside and
kept the staffing for an _additional.year. But their thlnklng was
_ very much, is it possible ‘to_carry on the program and-reduce it by
that uumber of people while relying on the prlvate collection

agency route?
N~ . 1 ~
: | 1 &
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~_ Mr. Weiss. Is it not also possible once the Government has in es-
sence given up i#s capacity to. undertake collection, when more re-
alistic considerations enter into-the assessnient of costs by the pri-

vate companies; that. you may see an increase in the cost of those
contracts? T -
Mr. HEARLE. I suppose it is possible. - S s L
Mr. WEiss. I understand. the private contractors are charging 37
and 33’ percent respectivelg for collections, but that most agencies -
charge a 37-percent minin¥im and up to 50 percent. So is there not
dlready built. into this' an_Unreal estimation of what the ultimate.
.cost ‘may be on a contract basis? — . T
__Mr. SHAFFER. We do not; believe so- The amount the tontractors
charge is related to the ampount they can.get recovered frori
The way the Department a
ery is through competitive

sures itself that it gets the best recov- .
ocessing and recompeting, if néces-

sary, or whatever, if necessary.\. - - . - AP
r-understanding is the \:Qte_s charged on NBSL and other ac-

[counts By private collectors or guarantee agencies based on’ tele- &

phone survey, are in_the average-of 30 percent. So 1t _is possible
they could nave a higher rate, but T would be very surprisad if the
Pepartment keops the process competitive and controls it effective-
Iy - . L T I
Mr. ‘'WEiss. 1 am-just bothered by the possibility and indeed I

think the likelihood that you will end up—you know at the.very
least, the costs will be -the same. Yet we in Govennment,are\not‘

pretending that in some way we save the taxpayer a lot of money
by laying off employees and taking them into the private sector.
Ultimately a year or two down the line, somebody will total up -

- what thé gosts were and we will see we will be in the same place

 have been doing for less. In the meantime, we will have taken a

and we will be charged much more for work the Government could

blow at big Government by reducing staff, but we will not have re

"duced the amount of money taxpayers have to pay for this. °

Thank you very much; Mr. Chairman. = - R .
Mr. SimoN. May I toss a few othér questions in your direction.

- Did you take a look at the question of IRS and availability of ad-

/

1

dresses? We have authorized this for the Federal Government. Ob-

viously IRS would not turn over such addresses to—I do not think

/they would; anyway—to private collectors;.

Mr. SHAFFER. We looked at that as an integral part of the proc-
essing, yes. It is an effective technique: :

-~ Mr. SimoNn: Do you see this as a major barfier for the p’rivaté col-

léctb;i'?,.,,,;;;, o o . A P R -
Mr: SHAFFER: It is not clear to mie that the Departiment after it

gets the address cannot give the address to the private collector: I .

can see you would not allow the access of that collector to the files.

thé,;col,éétion agency. . . . - S
- Mr. SimoN. Did you take a look at the States or schopols under

I ;hipkraaybejhéiaré doing it, providing the addresses anyway to . .

the NDSL program that were successful—that are successfil and
why.they are successfulz =\ -~ - - . .
- Mr. SHAFFER. We just talked\to them briefly by phone: That is all
we had time to do. They considered that their programs were rea-

sonably successful using collectbrs and using gheir own' staff in cer-™

nt they can get recovered from loans. -

~
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tain cases. So, again, from the evidence from what we coild get
only by phone at that point; it. appeared either way could be suc--
cessful. =~ P I
- * Mr. SimoN. No pattern emerged from that? o L
. Mr!| SuarrFer. No distinctive pattern. It was a random sample of
institutions. "~ * . A - 5

- Mr."SiMoN. Mr. Dean, the minority counsel, have 'you any gues-
tions? < - o T T ‘

. Mr. Dean. Yes, just one or two. S
_.Did ‘you find empioyee turnover amongst the private collectors to
be a problem? __ - P
-Mr. SHaFFER. There was some turnover., We did not have time to.

assess the impact. It was higher. As I recall, it was around ‘20 to. 25
'percent. - - . A _ o e
- Mr. DEaN: The second question relates to the fact that the-De-
partment apparcntly is just going.to award three contracts: T know
.that pension funds often award a number of contracts to portfolio
- managers and let them compete among themselves for subsequent
contracts: Do you see any obstacle to doing this with these colléc-
tions? . - - - g Tz e
. Mr: HearLe. We have not seen the RFP. I thiik thére woiild beé .
some desirability with multiple contractors. e T
Mr. DEan. Have you been consulted in formulating the RFP, for-
mally or informally? : - :
". Mr. HEARLE. No; we gave

them some notions back¥in January at

- the time this report was submitted.

Mr. DeaN. Will you summarize for us what these notions were?
__Mr. SHAFFER. It basically went to the fact that alternatives for
- the Department should consider a first-placement and second-place-
ment: basis. We also-suggested in fact the cases should be clearly
..identified as to what kind of cases were they. Had they 6r had they
not-been_worked before .because that makes a difference on the -
return. There wepe a number of primarily technical points, and I
believe we included some of.the considerations. . . . = __
. One of the suggestions was consideration of: allowing the collec. -

tion agencies to use. their regional offices. They. do have region
officesgbut of course that has to be balanced in light of protecting
the Federal Government's interest. If t.iey use the regional offices
they catinot be monitored asclosely. - - -~ . - .
Mr. DEAN. What is first placement a'1d second placement? - _ ..
-~ Mr. SuarFeR. First placement meuns -it nas not been worked
- before, and second placement means it has been worked before; and
. rherrffoi-e the collection agency requests a higher rate in order to
work it. L L T . o -
. Mr. SimoN. You refer to loans as being delinquent or written off.
At what point-is a loan written off? o _
Mr. SHAFFER. Tt is a diffused policy, and that was part of the
problem. I believe the Debt Collection Act; or one of the laws guid- .
ing_it, the guidance is very vague, say something about-‘when it is
no longer cost effective to carry the loan, you should write it off:
- The Department was using a figure under $10 as being the point of
writeoff. Another figure, $70" to $80, was also-written off afgtgr due”’

diligence had been shown in collecting the loan.
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- .There were a lot of loans; $1,000, 31,500 debts that nobody guite
knew:what to do with. They could not find.the people to collect -
* from, or it was too much work; yet nobody was really willing to
L write thisoff.__- . . -~ _. - %7 T
. .Mr. SiMoN. We thank you very; very much for your testimony and

for_ your helpfuiness here. . < .. . " " - 7

- “Our next witness is Mr. Thomas Butts; assistant to the; vice presi-

fords, will be coning along, and we.may interrupt your testimony

at some point and get back to you..

STATEMENTJOF THOMAS BUTTS, ASSISTANT TO THE VICE PRESI-
DENT FOJ_ACADEMIC AFFAIRS, THE UNIVERSITY OF MICHI-
_GAN (FOXMER DEPUTY ASSISTANT SECRETARY, DEPARTMENT .
*OF EDJCATION) T 3 R
- MreBurtts. That-is no problem; Mr. Chairman. It is a pleasure to
be here: This is the first-time I have testified before-the committee
without hgving;téétiﬁidﬁy cleared by OMB. I must confess it is a
unique experience. . . . L ) ,
Mr. WEeiss. It-must be a heady feeling. o N -
_Mr. Burrs. Yes. These programs as you well know have had
strong bipartisan support and we have had a great deal of concern

over the years regarding the credibility of the program in. the
public .mind. The problems with -default and other problems of
abuse in the program have required.that strong steps be taken to

- insure program integrity. That, I think, was essential in the 1980
amendments when we were debating how to improve the programs -
and not whether or- :iot they should exist. The fraud-and-abuse ef-

forts whick have taken place over the last few years I think -have
contributed to that particular situation. . - - -~ .
I would say, as I move into my brief remarks, that the civil serv-

ants that I worked with in.the Department were absolutely out-
_standing, dedicated, and did their very 'best to operate the pro-
-grams effectively. My experience was, when you permitted-them to
- use the talents they have, that you get good, cost-effective results. ‘
‘I am conterned, however, in"the last-few months with Mr. Bell’s
‘statement to the staff that ‘“* *.* the collection of student loans is
not an ,‘in'tegral- part of the mission of the Department of. Educa-
tion A » B o
This forward-tc-yesterday attitude reminds me of administrations
prior to 1977 when the only interest in the programs seemed to be
‘to abolish certain ones by lack of administrative support—thus dis- -
crediting them by de facto encouraging fraud and abuse. - N

- My concerns range somewhat_ further than the area of student -
- loan collections, and I would like to briefly touch on them with

your -permission; Mr. Chairman, We have seen in the past few
months: - e ST
- Impoundment of the Pell—basic grant--delivery system for 2%
months to.make an unnecessary and-inequitable change in the
family contribution schedule at an estimated cost of $1.5 milliof-

Changing the family contyibution schedule in such a way as [to_
ask mgst-'of the poor apd the least of middle and upper incor\ne: '

21 o
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There has been enough confusion caused in the guaranteed stu-

. dent loan program to cause at least onée State—Mlchlgan—to gend

letters to all lenders telling them not to give students loan appllca-

tions.
Mlsleadlng the committes by saylng that $100 mﬂhon would be

added to the national direct student loan [NDSL] program in fiscal

year 1982 and not noting”that it would be cut by $100 million in
fiscal year 1981. -

- Dismantling the stixdent 1oan collectlon force which will result in

- fewer loans collected from defaulters and reinforce the notion that

loans are not loans but grants: -
.- We have seen the referrals of dexaulted national direct student :
loans by institutions as provided for in the law guspended.

Over the’ years'a'great deal of criticism about the management of

. the Federal student financial aid programs has come from both
. Members of the Congress and from the postsecondary communlty

While some of the criticisms may be justified because of ‘previous -
mismanagement of the programs; a great deal has beer done to im-
prove the delivery and management of the Federal student assist-
arice programs and to eliminate fraud, abuse, and waste: . . o

Much, bowever, remains to be- done to insure continued.improve-

ments in the management of the student aid programs. I would

* like to share with you some of my concerns about problems which:

exist in_the Department as they relate to the student finan"lai pro-
grams. I hope you will find my comments useful. '

‘ S’I‘KFFING KND RESOURCES
Flrst, further erosion. of. resources will cause efforts to combat

fraud abuse, and waste in these programs to be severely 1mpacted

“Since 1978, OSFA has conducted 5, ,690_institutional program re- .

" views and 4,220-audit resoliitions which identified $45.1 million. in

Y

liabilities to the Federal Government. The restrictions on h1r1ng

" and the dmnmshingL travel budget meant that last year we did 17
- percent fewer education institution reviews than the previousyéar.

To-measure -the impact of the travel restrictions and’ staff reduc-

tions; or to measure the eiféctiveness of program reviews, a simple
formula can be-used: For every $20,000 spent in program review :
travel, an estimated $1 million in recovery can be antic:pated. .
OSFA:currently has in house more than 2,000 unresolved audits.:
As resources diminish, only a cursory review of audits can be done;
--Second; as one looks -at OSFA'’s staffing; it is necessary to- under~:
stand the. heavy reliance OSFA has on contractors to provide neces-
sary services in the administration of the programs. Fdr example;-
the contract for processing Pell grant applications provides.not
only the processing of initial applications; but the handling of data

corrections; matches with social security and other data sources, as
well -as handhng the tens of thousands of mqmnes from. students
and the public.

Other contracts are used One, in 'the aﬁmmlstratlon of the guar-
anteed/Federal insured and national direct student loan )rograms,
two, to handle public inquiries about the programs; and three, to

conduct program research analysis, and tram1ng . /

’
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TP - e g ;
- Third, ED’s decision to discontinue using regional attorneys and

the transfer:of the, Division of Compliance to the Office of the In-

Spector General [O1G] has_severely hampered OSFA’s regional of-
fices. The transfer' of compliance to OIG also-_left "a“void that must
be taken up by OSFA’s program review staff. Without additional
resources, unmet needs will alsb remain in this area. Now that -
"compliance is in OIG, they have chosen to target their attéxetio”n
primarily en crithinal cases—not civil: T A
- Fourth, finally, attention must be given to the problems OSFA
personnel face in obtaining essential manzgement Support and
services within ED. __ e T
- OSFA has been unable to obtain sufficient skilled personnel nec-
essary. to: (@) develop. contract ‘requests for proposals [RFP’s]: (3) .-
~monitor contracts; (¢c) develop and. handle necessary accounting
funttions; and (d) develop application and reporting forms that
help reduce error and waste. o

Mr. S1voN. If I may. interrupt you. Our colleague has arrived.
. _If you do not mind being interrupted, we will get back to you in
aminute. - S -
* :Mr: Jetfords, We'lcj'qk forward to he:aring_ from you.
STATEMENT OF HON: JAMES M. JEFFORDS, A REPRESENTATIVE ,

- IN CONGRESS FROM THE STATE OF VERMONT - .

Mr. JEFFORDS. Mr. Chairman, I want to thank you and the other
members of the  subcommittee for giving wme the opportunity to

appear before you this morning. -

First of all, I would like to coramend the subcommittee for taking

up the issue of debt collection. The magnitude of the Federal Gov.

ernment’s outstanding: debt problem, ai all Federal agencies, is as-

tounding. As of the end of fiscal vear 1979, of the $175 billion in

debts owed; $25.3 billion was in default or delinquent. Moreover, at
that time the state of many agen-y accounting systems was so poor
that it was impossible to determine if an additionzl $2.4 billion was
current or overdue. So this is a pressing probleri; one that néeds to
be given top priority and addressed vigorously at the U.S. Office of
Education and across the entirg breadth of the Federal.Govern-
ment.:: . - S L o -

1 think we are making headway: Administrative savings were
called for in both Democratic and. R publican budget alternatives.

Just yesterday the House passed under suspension of the rules .
H.R. 2811, which gives Federal agencies the authority to refer the
names of defaulted borrowers to credit bureaus. This bill should

help the Department of Education. In New Jersey, where the condi-
tion of all student loans is made known to credit bureaus, student
defaults are relatively few. R s

. But we need to go furthe:. Federal agencies nzed additional col-

lection tools. I think the administration’s plan to use private collsc-

tion agencies in order to bring defaulted NDSL and FISL loans into
repayment is sound. As I understand the plan, roughly ane-fourth
of the: Federal .term collectors will: be. retained by the -Office
through| fiscal year 1982 in three regions, San Francisco, Atlanta,
and Chicago. Defaulted accounts will still be reviewed at the Feder-
al level, and Federal ﬁloyees will still prepare cases for referral
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to the Justice Department and fon cancellation in the event of ~
death or.disablement. But -basically, the Federal effort is being

scaled back and a new tool, collection agencies, is being made avail- -
able. The more tools we have; the better. ' : '

~ “"The use of collection agencies has been reinforced by the GAO in

‘iis report entitled, “The Government Can Be More Productive In.
Collecting Its Debts:By Following Commercial Practices.’. The pilot
projects monitored by the Atlanta and San:Francisco offices have
been successful according to ‘@ number of analyses;, including one
conducted by Booz-AHEh & Hamilton. Although it has not been pos-
sible to make valid cost-effectiveness comparisofs between Federal
and private sector collection, private collectors-retain a higher per-

_ centage of accounts in repayment status and obtain larger monthly

payments. A case-can be made that the most effective collectors are

- @t work in the private sector, simply because the pay there is

higher than what they.can expect from ‘Uncle Sam. Finally, I think
a private operation can_probably be more responsive to fluctuations -
in the caseload; Federal agencies by nature can be somewhat bron-
tosaurus-like in adjustment:to changes: = __ , B
~_Icertainly do not mean to imply that-the Department’s term em-
-ployees have not been effective, because they have been. A keen
sense of competition was fostered between regional offices, and the
- results have been good. We have seen almost $1 million in collec-
tions- coming into ED’per week, oN roughly $49 million on an
annual basis, But_the -authority for most of the term appointees

- does expire as of September 30, 1982, and to a great degree these
individuals have done what they set out to accomplish, reduce the
backlog of defaulted GSL accounts. Of the more thian 600,000 GSL’s,
in default over the past 4 years, more than 90 percent have been
resolved. . F
_ Although I do support the use of colleciion agencies, I would like .
to see @n additional step inciuded. in the loan -collection process.
Tha, ¢ollection system I favor is included in my debt collection bill;
H.R. 2543, which I infroduced on March 17 and which currently

. has more than 50 cosponsors. Title II of the bill provides for a quar-

terly review of the portfolio of defaulted NDSL and FISL accounts

. by ED. During these_reviews, accounts determined to have been

with the Office for 6 months and which are not in repayment

. would be contracted out; on a competitive basis; for collection by

private collection agencies or the State guarantee agencies.

~ Loans contracted out which have not entered repayment status
after 1 year’s time would be referred -to the Justice Department if
the balance is in excess cf $600; this provision reflects current prac-
tice. Loans with balances ‘of $600 or less would be referred to the

IRS for offsetting against tax refunds that might be forthcoming to
the taxpayer. /- - - - .5 L
. My point heré is that some. are worried that collection agencies
will skim the cream off the top and will not spend much. time with
dccounts thaty/are tougher to crack: I think we need backup. proce-
dures, and thése should include referral to both the Justicé Depart-
ment ahd the IRS. The IRS has a very effective collection oper-
ation; and } think we will find that a goodly number of the more

difficult defaulted berrowers will have tax refunds coming to them.

Lo 24
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ject. To the =xtent that ED can formulate an effective debt collec-
tion system, it can provide very useful guidance to other Federal
agencies such as the Veterans’ Administration which have sizable

. Again, 1 congratulate the subcommiittee for looking into this sub-

default totals in their education loan programs.
Th?nki’ﬁu, Mr.-Chairman. - - - ) AU L. -

- . Mr. SivoN. Thank you very ‘much: You are the first witness I
have had in my 6% years heré who has referred to anything as

brontusaurus-like. o S o
- The IRS idea that you suggest here, is there any precedent for
that? - - . ‘ —

- Mr:. Jerrorps. The %ﬂyﬁpyecedegt,in a sense is the examination
of the potential.- The G

ft al.: eneral Accounting :Office did-an analysis, I
believe, last year or the year before, which indicated if you take a
look at the total Federal debts that are owed; it could have picked
up about $4 billion by the use of the refund situation. . -
— That. means there are a large number of people that owe the
Federal Government money who get back refunds in their checks
because of their tax situation. - -~ - = . - T
__Now some of thogse might be hardship cases; but nevertheless it
would be an effective tool -for recovering a considerable amount of
the money owed to the Federal Government. - .
_ With respect to the amounts owed the Department of Education,
-1 am not sure whether that was broken down. I guess it was a gen-
eral 30 percent across the board with respect to different types of
loans that could be picked up by the use of the refund system: ,
Mr. SiMoN. Have you had dny reiction from either the Depart-
ment of Education or the IRS to this idea? == = o
_Mr.. JEFFORDS. The response of the IRS was not with respect to
" this suggestion, but rather with respect to another attempt, and

that was to working in the food stamp areas: Put their general feel-
ing is that they are understaffed and have insufficient capacity to
take on_additional work. I feel that is an unfortunate position to
take, for if such a thing were to be productive then the additional
number of employees needed would be justified. Four billion dollars
is a_lot of money. . S - e

Mr. SiMoN. The Department could, in effect; adopt on its own
your idea; could it not; without legislation? - '

Mr: Jerrorps. With respect to the proposal——

Mr. SimoN. The 6-month_ portion of it? : L
. Mr. JeFrorbs. That is correct. It is my understanding they are
expected-to do a number of these things.

Mr. SiMoN: As_contracts are handed out, haye you any sujégés;

tions as to what kind of stipulations ought to be there for private..

agencies?

_Mr. Jerrorps. Only that obviously, there should be care taken in

the type of agencies selected, and there should be guidelines ‘as to

the procedures utilized. Having been an attorney involved in this. -

kind of business; obviously, some. collection agencies can be ruth-
less in_their approaches, and it should be spelled out what activi-
ties will be allowed or proscribed to prevent the abuse of collection
agencies to overdo their job: : -
Mr. SimoN. Mr. Weiss. "~ .
Mr. Weiss. Thank you very much; Mr: Chairman.
<

X
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Mr. Jeffords, Welcome
1 think the legislation proposed 1f I understand it correr'tly) 1s to
_ be commended. Your suggestion_is that as far as f rs%)efforts are
- contlrferned that will continue to be undertaken by the Department
itsel

Mr. JEFronDs, That iscorrect: . .
turned over to puvate collectors for subsequent efforts"

Mr. JEFFORDS. Right. - ER

Mr. WEerss: Have you any estimate as. to the percentage of the
collections that would be completed by the Department and what'
percent would be farmed;out to private. collectors?

Mr. JeFrorps. All:1 can say is that the recent efforts have been
successful; so. the number would not seem to be substanfial in 3
terms of overall numbers. I would think the agency itself, if it con-
tinues present efforts; although there is a move to cut back on the

number of people collecting, would collect a substantial amount, of
the money, if not the majority of it.- -

Mr. WEss:: Have you any estimate as to the numbers of staff’
people, perimanent or termporary, who would have to be kept on by
the Department to complete that first collection effort?_

-Mr. JeFrorDps. No; I do not. We can furnish that 1nforvnatlon to

the -Department.
Mr. Werss. Thank you very much, Mr; Chaxrman
Mr. Simon. Mr. Dean. i
. Mr. DEean. In preparing this legislatlon did you assess the.

impact-of having IRS involved as a factor in motiv ating people to

]

repay their student loans? Do you think that would increase the
number of students who would repay them? - -

Mr. JeFrorps: I think that would cause a tremendous change in
. people having to repay their loans, just the factjthese tools are
available. . ;
What we have seen, unfortunately, is an awar 1es§
would want most to pay back their loans that th¢y do not kave to
pay them back; that the ones you would want to give the best deal
to are the ones who get the€ worst of the situatiod, I think going to
a private collection agencé or going to the IRS wbuld probably do -
as much as all the collectors put together. '

Mr. DEAN: Thank you very mauch:
Thank you, Mr. Chairman, -

Mr SIMON Do you have any feel for the numbers of peopie who

Mr SIMON I assume there are representat1ves of the Depart-
ment here: My first-blush reaction to your._proposal is similar to
Mr. Weiss’, that one of the questions we will direct to the Depart-

ment when the testify on Thursday is their reactlon to your pro-

posal.
We appre ate your leadershrp and mrtlatwe on ‘this and thank
you. for-yourftestimony. ’
Mr. JEFForps. Thank you. I would like to add; when I was attor-
" ney general in the State of Verrmiont, I got into some of these collec-
" tion efforts and.found them to be very beneficial as to the cost ef-

26
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fective situation. In the-social welfare area, 10.to 1 or 20 to 1 for
dollars spent. So I would ike ‘to-emphasize that comes not only
from observation as to what has occurred, but from what can
occur. .. - Z B : ) S :

-Mr. Simon. I noti

SIMON..-] ce-in your testmony you suggest the possibility
of turning these def; loans over to State agencies; aﬁa%; whic
is an intriguing possibility that had not occurred to me, frankly.
~-Mr._ JEFFORDS. Yes, there is ‘a general .feeling the closer the
agency to the people involved, the more the motivation for people
to repay and for those agencies-to collect the money.

Mr gm_(ON; We thank vou again, very, very much.

Mr. SiMoN. Tom Butts, .Zain; our apologies. : - o
_Jim;_you owe the University of ch%ﬁggq a special vote on some-
 thing, because you interrupted thejr testimony here:. .

Mr. Burrs: Thank you for that, Mr. Chairihan. - - .

- I think the interruption was most appropriate. The recommenda-

tion-that I 'left the Department with was basically what Mr. Jef-

fords is proposing, that is that the Federal work force work the
loan for 180 days; following prescribed procedures in stepg they

would go through;, essentially those followed by the San Francisco -
regional office. - - = Ll S e
. Following that time, the loan would be referred directly to a col-
lection agency, possibly to a second collection agency. If the collec-
tion agency failed to collect. as they frequently “do, and there is
always the danger they will give up when ‘they see it will not be
cost effective, it will_then be returned to the Department or re-

ferred to the Justice Department for litigation. .

It should be noted .in the last 3 years. we have- referred over

27,000 cases to the. Justice Department for prosecution: In:the

entire history of the guarapteed loan program before that time,
only 500 cases had been refefred to litigation. = A
_ I'would like, in closing, since the’ rest. of my testimony is back-
ground; I think; and you may want to ask me questions about it, I

want to make clear that I believe the effective management of all

aspects of the title IV programs is an intégral part of _the mission -
of the Department of Education. - = . — L
.\s a consequence, if there must be reductions in staff and operat-
ing expenses, priorities-have to-be established within the Depart-

Hient: to- assure the programs:can. function effectively. 1 believe,
.therefore, that it is essential that-priority for funding be given to
processing contracts and support staff, fund training, and public in-
quiry contracts and support staff and all efforts to eliminate fraud
and abusé. If cuts must be made; there is ample Toom in nonpro-
gram staff and- expenses to achieve rediictions. This will be more
painful than firing temporary help which happens to have been
r’LQ’\ten to be-effective, but in a long run will make for a stream-
~lined, more efficient development.. - . - .
- 4n closing, Mr, Chairman, I would like to share with you a quota-«
. tion presented to me by the State guarantee agencies last year. We ,
all got along but we did have our differences of opinion and the
quote; I think, is appropriate: “We trained hard, but it seemed
every time we began:to form up into teams, we were reorganized. I
was to learn later in' life, that we-tend to meet any situation by
reorganization. A wonderful method it can be for creating the illu-

\ t
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Thank you: I WIll be happy to answer yonr questlons
[The prepared statement of Thomas Al Butts follows]

speak with you today reTardmg the: collection of student loans and other msugsfte-
lated to maintaining public conﬁdence in the integrity of the Tltle IV student assist-
ance programs.

Since 1977 L 1n ! X ¢
,,,,, é However, Secretary Bell's memo to staff stating

¢ e programas.
that * the collection of student loans is not an integral part of the mission of
the Department of Education-. . .” causes me great concern.- —
__This "forward to yesterdax attxtude* reminds me of- admxmstratxons pnor to 1977
when the interest in the programs.seemed to be to abolish certain ones by lack
of administrative support—-—t -us dxscredxtmg them by defacto encouraging fraud and
abuse.

Since January, 19’81/ my concern has been remforcﬂ by the followmg actions by
the administration: - -

m undment of the Pell (Basic Grant) dellvery system for- two and one-half
mont  to make an. unnec and inequitable change in the family contribution
schedule-at an estimated cost-of $1.5 million.

Changmg the family contribution schediile -in- such a way as to ask most of the
poor and the least of the middle and upper income: .

- Cause enough-confusion in the Guaranteed Studerit . Loan Pro am. to cause at
Jeast one State {(Michigan) to send letters to \all lenders telling them not to give stu-
dents loan applications. -

* Misleading the Comifiittee g that $100 mxllién would be added to the Na-
tional Direct Student: Loan. (N%S program in. ﬁscel year 1982 and not notmg that
it would be cut by $100 million in fiscal year 1981.

. Dismantling_the student loan collection force whu:h wilt resalt in fewer loans col-
lected from defaulters and reinforce the notion: that loans are not loans but_ granta.

Suspepd the referrals of” defaulted Natlonal Direct Student:Loans by institutions
as. rovided for in the law. -~ -

er the years a great deal of cntxcxsmjlmut themanagement of the Federal stu-
dept financial aid programs_has come from both Members of the Congress and from

e s}een a marked improvement in the management and. control

‘the ] tsecgndary community. = __ -

ile some of the criticism may be 1ust|ﬁed because of previous mismanagement.
grqgramswf,a great deal has been done to improve the delivery and mandge:
ment of the Federal student assistance programs and to ehmmate fraud, abuse, and

h"wevér, remains to be done to insure continued unyrovements in the
\agerr nt aid programs. I would like to share with you some of
my concerns about problems which exist in the Department as they relate to the

student financial a1 programs. I hope you will find my comments useful.

. STAFFING AND nesotmcm
1. Further erosion of resources wﬂl ‘cause efforts’ to combat Eraud, abuse, and

waste in these 8 to be severely impacted.
.. Since_ 1978, SSEEA cted - 590 mstntutxenal\ rogram reviews and 4,220

- audit resolutions which 1dehtl ied $45. 1 million in liabilities to the Federal Govern-

ment. The restrictions on hiring and the diminishing travel budget meant that last

%ear we did 17 percent fewer education institution reviews than-the previous year.
‘o measure the impact of the travel restrictions and staff reductions, or to- measure
the éffectiveness of program reviews, a simple formila can be used: For every

520 000 spent in program revxew travel an estimated $1 mxlhon in recovery can be

E currently has in houser miore than 2 000 unresolved audxts As resources di-
muush only a cursory review of audits can be done.

2. As one looks at OSFA's staffing, it is neeessary to underst:and the heavy réli-
ance OSFA has on contractors to provide necessary services in the administration of
the programs. For example, the contract for processitig Pell grimt applicgtions pro-
vides riot only the processing of initial applications, but the hzmdlrng of data correc-

2 8 : A 3 ;
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tions, 'r#ét’chésjwjth Social Security-and other data soiirces, as well as handling the
ens of thousands of inquiries from students and the public. - -7
are used: (1) in the administration of the Guaranteed/Federal In—-__
sured and National Direct Student Loan prograias; {2) to handle public inquiries
about the programs; and (3) to conduct program research, analysis, and training. -

3. ED’s decision to discontinue using_regional attorneys-and the_ transfer of the
Division of Compliance to: the_Office. of the Inspector General (OIG) has severely
hampered OSFA's regional offices. The transfer of Compliz

? - liance to OIG also left &
void that must be taken up by OSFA'’s program review staff. Without additional re- /!
sources, unmet needs will also remain in this area. Now that Compliance is in oIG,

they have chosen 'to target their attention primarily on criminal cases

on primarily on_criminal cases—rot.civil.
--4. Finally, attention must be given to the problems of OSFA personniel face i ob-
taining essential management support and services withir ED.
OSFA has been unable to obtain sufficient skilled personnel fiecessary to:
a. develop contract requests for proposals {RFPs); )
b. monitor contracts; e -
¢. develop and handle necessary accounting functions: - o
d. develop application and reporting forms that help redice error and waste.”
- Urilike the old HEW structure; within the new Department there was a_much

closer working_ relationship between senior budget and planning officers and pro-
gram personnel. Territorial disputes; ‘however, continually result in' management
taking away resources from program offices. . . [ S

With the separation from HEW, there are ifladequate numbers of trained person-
nel in contracts and procurement managepient. This is seemingly_not the case. ifi
grants management.. This results ifi excessive delays in contract awards and limited
contract monitoring by ED &oritract personnel. =~ = - - LT
. There has existed for many years a need to streamline OE's and niow ED's finance
system:to:accept and Support the huge sums and manner in which mornies are dis-
tributed through OSFA. The need for this streamlining has been the subject of 5 v-
eral ‘reports and stiidies. While atte was paid briefly to this issue during the

transition, 16 siibstantial improvements have aken place. The needed- improve-

ments. have grade and staffing implications tha have, heretofore, precluded neces-

sary changes.- - - s ~ - .-
The area of GSL claims fund control has been the subject of
independent- studies. The handling -of hundreds of millions of dol

lars_is woe
adequate. OSFA had established a epecial team to develop and recommend cri
needed changes. ED support will be necessary toimplement many of these changes.
Several changes will have direct impact upon ED’S finance structure and OSFA or.
ganization needs, S o
Mr. Chairman; following are a listing.of problems in the student loan prograris |

t and actions taken during the past sevéral years.
' GUARANTEED STUDENT LOAN PROGRAM - .

Problem.—More than 400,000 GSLs in default. - o
Action.—Beginning in October 1977, a_major effort was begurn to recover funds.

.. a The latest address of all defaulted borrowers was obtained from the Internal
Revenue Service. S S e
b. Letters were sent to virtually all student defaulters anfnouncing the Govern-
-ment’s intention to collect. - o S
¢.Congressional approval was obtained to reprogram funds to increase the
number of Federal collectors; to improve compiiter support, and to train financial
aid administrators. "~ .- . R R
..d. Almost 1,000 termcollectors were recruited, hired, and trained to handle the
defaulted loari backlog in both the GSL and NDSL programs. . - -
__e. A Pre-Claims Assistance program was implemented for lenders; which has beer
successful in reducing potential claims. e S
___Since fiscal year 1977, the following amounts-have been collected frori defaiilters

of federally insured student loans:

. Millions
$3.6

N
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,,Ag of Deceraber 1980, a total of 50,446 accounts have been closed duexodeath

d 30972 accounts have been written off. Also, 76,834 ac-
fo a total or 158,252 completions. ,

to pnvate collection contractors to test the ef-
lectmg student loans

Action.—A. computerized bllhng tem was 1nstalled in all reglons by May 1978
Pmblgm.—Casee not referred to U.S, Attorneys. - -
A;:txon.—ln ‘the.past four years more than 000 cases: have been reforred to U.S.
1 total o of 500 over the previous-history of the program.
D ucation’s delay in processing of lender claims. -
ion.—Efforts were initiated to reduce time between when banks file claims for

- defaulted loans and HEW’s payment on its guarantee. As of June 30, 1978, process-

ing time_had been decreased from as-long-as two years to an average of 30 days.
Proble ers not exercising due diligence. -
hed regulations which defined responsxblhtles of lendérs in takmg
1 ive action in servicing and collecting loans. .. —
iated a pilot program in pre-claims assistance to lenders in. the San Francisco
region. The pre-clanms assistance project i8 designed to help lenders bring their de-
lmquent accounts in.o repayment status 80 that they do not become default claims
against the Government.

L]

NDSL Piioéii}\'iﬁ
Problem.—700 000 NDSIa in default.

Required schools to submit data on default rates.
_regulations requiring institutions to exercise due dlhgence in collectmg

is 10 €
;loans The Department will take action to limit, suspend, or terminate the participa-
tion of those institutions not exercising due dnhgence -

In Apri]l 1978, OSFA began implementing a provision- of the Education. Amend-

ments of 1972 which allows _institutions to assign and refer to the (Office of Educa-
tion) Department loan notes in defauilt for more than two years. As of December
1980, approximately 278,000 defaulted notes were received from schools.. = .

-"Of the loans received from participating -institutions-during -the 1979 subrmssmm
period. (288,000), the ten regional offices of OSFA have initiated collection action on N

appgoxmiately 50,000 of these accounts. As of December 1980, the total dollars col-

" lected on these accounts was $3.9 million. As of-the same date 15,000 accounts had

been converted=to repag'ment, -3,380 had been paid in full, and an additional 350 had

been cancelled due to death; dxsabnhty, or-bankruptey. Regxonal offices. succeeded in

recovery -of these amounts despite reductions in-resources, a lack of computer sup-

port, and the continuing effort to collect on. defaulted loans in the GSL prograni:
'Offered technical assistance through special workshops to help institutions un-

prove student financial aid administration. .

~Annually, OSFA reduces Federal capita

NDSL default rates that do-not show - ovement, In- 1979-80, more than $3 mil-

a result of this action.

Problem.—Excess cash on hand at partic patlng institations.

- Action.—OSFA sent a letter_to institutions explaining their obhgatlon to with-
draw. from their cash account with the Department orily those funds needed for loan
operations during the next 30 days.

OSFA monitors the.amount of excess cagh iri institutional loan funds and requires

at least an’ annual repayiment of excess cash. Such funds revert to the U. S ‘Treas- .

con r)rbut.;ons to institations with. hm

SFA added & requ;rement to th NDSL Kudxt Gulde which reqmree mstltutlons
to make a cash flow analysis.

Mr. Chairman, I believe that eﬁ“ectlye man@en‘ient of the Title TV student assist-
afice. pregrams is an integral part of the mission of the Depatment of Education. As
a consequence, if there must be reductions in staff and operating expenses, priorities
shotild be established to assure that the programs can function effectively. I believe
it is essential to:

Fund processing contracts and snpport staff.

Fund training and public inquoir; ontracts and support staff

Support all efforts to eliminate fraud and abuse. =~ =~ _

If cits must be made, there is ample room in- nonprogrﬂmstaﬂ’ andgxpenae&to
achieve reductions. This will be more painful than firing temporary hel which has
proven to be effective; but in the long run it will make or a streamlmed) more effe-

cierit department ]
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- In closing, Mr. Chairman, I would like to share with you a quotation presented to
me by the State Guarantee Agencies last year: “We trained hard . - . but-it-seemed
every time we were beginning to form upinto teams; we were reorganized. I was to
learn later in. life that we tend to meet any such situation by recrganizing. A won.
derfal miethod it can bé for creating the illusion of progress while producing confu-
sion, inefficiency, and demoralization.”—Gaius Petronias, Roian author, 66 AD.
Thank you for asking me to be with you today: I would be happy to answer any
* questions you might have. . - - S
_-Mr. Simon. Thank you. Incidentally, it is a good quofe. My obser-
vation from some years in State and Federal government is, if you
have the wrong kind of structure and the right kind of people, you
have a great program; and if you have a great striicture and the
wrong people; you have a terrible program. :
~ You are aware of the Booz-Allen report.:
Mi‘ BU:ITS Yes: e —e
- Mr. SimoN. What are your reactions to it? LT
- Mr. Burrs: 1 think it is a responsible report. I .concur with the
recommendation. We are in the process of establishing- a collection

branch or division in the Department to be a focal paint. -

. As the program developed, my predecessor, Leo Cornfield, who

deserves a lot of credit for this, -set the program up and personally
supervised it.-As-it became operational; it was made a part of the
regular program operation. So I would support a branch or division
of student loan collections and student loans: T
- With regard to writeoff policy, I certainly concur with that. As I’
recall, we published one and sent it to the regions in December.

__With respect to improving the systems, we can always improve
thesyStems’ and-we concur with that. e -
--With respect to the relationship.between contracting and Federal
employees, I think -Mr. Jeffords’ plan has much merit. My estimate

was that we could, with about 600 term employees down from

nearly 1,100 authorized, be able to operate such a plan with a mix
of contractors and so forth. It would not, of course; achieve the per-
sonnel reductions-of the collection force that was mandated by the
Department of Education Act and I .presume further staff reduc-

tions that may have come forward from OMB since I left.-

_-Mr. Sivon. This is digressing for a-moment; but on page 11 of
your testimony, you-talk about the excess funds on hand; excess
cash on_hand from the NDSL -program. Barring: the Second
Coming, this subcommittee is going to be faced very shortly with a
task of massively cutting back on funding of student programs.:
- What kind of money are we talking about, when you talk about

this excess cash.on hand, and isthis a possible source for——

_Mr. Burts. That dollar amount I would have to check, What was

Jperating was schools had:authdtiz«?gglérgé sums of Federal capital

n_an en did not loan it-out. These
vere schools that ‘were close to.revolving status each year. Basical-
y what we said was, if you do not need the new Federal contribu-
ion to.add to your reserve fund you. cannot draw down more than
t 30-day supply at a time. So any savings that might have beon
chieved by that have already been taken into account and redis-
ributed to other institutions. - e e
~Mr. SiMoN. So as far as ‘you know, there is no substantial
mount that can be saved in this area? : :

L3
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Mr. Burrs: No. The money that has been brought in has been re-
cycled. The demand for NDSL clearly exceeds the appropriation. - --
~“Mr. Smaon: What is the process by which the institution gets

funds? That: is something I should know; but do not. They apply;

how long after they make the application do the funds get to that
. imstitation?. - . - . L moommosen
~'Mr. BuTis.- The -program is -forward-funded  and. the schools
submit their applications in early October along with their fiscal
operations report for the prior school year: Sy e
" In December computer edit reports are sent to the schools to
verify the information. - - . e T
- In Jaguary, tentative allocations are- made; this year with-the
$186 nﬁlonY ou have probably gotten cards and letters as to dis-
tl‘ibntionaleffécté,of;thﬁji T ”*7: ,j” - - el
Then there is an appeal process; affd final awards will typically .

- be sent to schools in May, maybe late—I heard _yesterday; maybe

June. The schools may begin dispersing-the money then, en July 1.
" But they have a pretty good idea in January what their allocation
will be and at that time start making commitments to students.-
- Mr. StmonN. The travel ratrictiom‘gh page 4, in other words if we

riavel, we cotld be increasing,

~ allocated just a little bit mote for

substantially, the net income? = S o e e
. Mr. Butts. Yes, sir, the history of the past 3 years ‘will support
that. If you havé staff who are trained to review -institutions but

cannot go out to -institutiohs to review them, the job cannot. be

done: Now in Boston; it is not much of-a problem because most of
the schools you can get to by subway: But when you are working in
Denver; Atianta; and other places;- it takes planes to get there. If
you have highly skilled program reviewers and if they are sgitting
around not reviewing progrrms, schools in the immediate area get
all the attention and the others are lost; money is lost through the
collection effort. Biannual audits more than pay for the expenses of
_ secondary education. .. . .. e S
.Mr. SiMon. If we added $100,000 we could get an additional $5
million? - . . ... . B
-~ 'Mr. BuTts.-1 would hope as the effort continues; you would see

less liabilities. That is why I stress the importance of training in

the sense of preventative maintenance for the program. - - -
" - Mr: SimoN. Thén the other point, you say »O%A,currently has.in-
House more than 2,000 unresolved: audits; only cursory review
audits can bé done. This number is growing? - . - - : A
" Mr. Burrs. The staff in the audit resolution branch has done a
-monumental job-in getting. the audits resolved. If you compare the

4,000 or 5,000 they have done to previous resolutions; it-is an im-

~ pressive record. But the Department has placed a requirement that
this be resolved on a biannual basis. Consequently if they are not
given additional  staff resources, you will_get either a cursory
review or the backlog will get out of hand. ¢ ——
~ Mr. StmoN. ‘What if suddenly Tom B
ucation? “Secretary Butts” has a little bit of a familiar ring to
jt——— = _ : L s ) '
Mr. Butts. Once is.enough, thankyou. - - - - - - .
-2 Mr. Smvon: What would you do? ,S{’l'iét kind of a mix would you
have? And would you be going into the private sector at all?
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- Mr. Burts. To the extent it was cost effective: One thing I have
learned as people jawboned and said the Government employees
cannot be efficient; and v attitude has changed over the 3 years I
worked there, Governme:... employees can be efficient. It depends
on the nature of the task that needs to be done. - - -

In the basic grant program I think we have been very successful
with contracting. In the student ldan area, there you have 1,500
employees at certain points working for the contractor and nobody
pays any attentioii to that, becaise they do not appear on the
budget. - - - - = - S .

- _In the area of studerit loans, we.did build with Federal employees
a'reasonably efficient and cost-effective operation. So; you have to
balance those: = - - . - - - - ]

It is important that public officials in the Department, maintain

essential gontrol of policy and basic operations in order that the ob-
jective balancirig of competing interests and-forces-can take*place;
the role of the Depdrtment as we get into policy issues; where you
have competing sectors in the higher education community-asid- so
forth; with different  interests; have - someone; approaching the
issues, not from the point of view.of having anything special to
.gain one way or another, but a public mandate to be fair to every-
one. SO ; . .

Mr. SiMoN. Mr. Weiss. - -- -

Mr. Weiss. Do you believe the Office currently has sufficient
expert staff to monitor three additional contracts? --- - - - - ---. -
. Mr. Burts. No; I believe they need additional staff in the con-
tracts office, and also within the Office of Student Financial Assist-
ance; to monitor contracts.- You need probably to go outside to hire
people who are experienced inthat. . -:~ .~ .
* - -As you recall when the Department of Education was set up and
the negotiations went back and forth between HHS and Education,
my view. is Secretary Schweiker got the 500 people that were to be
<cut, but that is another matter. -~ = : o
- I think one person experienced in Systems contracts came over;
the basic grant is a $26 million a year operation. There needs to. be
additional experienced .people to assist in the monitoring of the
contracts in-my opinion. - -~ = - S B
Mr: WEiss: Can'you quantify that as to how many pe?p‘lé will be
needed for the three contracts? = 7 o
*- Mr. Burrs: No; sir, because I néver gave serious thoughts to
three contractors, or I never had to, atleast. - =~ ==~ =~
- Mr. Wiiss: What do you perceive to be the major reason behind
" the Deal‘tment’é decision-to contract out? .- - -1 - o
- Mr. Burrs. I think at this time they are under extreme pressure
to reduce visibility of Federal employees. These employees are not
-paid -from normal S. & E. funds %ut from the student loan fund,
which.is where the collections happen to go. But they are Federal
employees and-they are there. It is orie way to meet the 500 man-
" date to reduce people and any other possibilities. - =~ . -
.-When I recommend that_serious-consideration be.given to look-

ing at other parts of the Department where You do have career

people, 1 recognize that-is'a very tough thing to- do,- because it
means RIF’s possibly and that means people being bumped all over
and certain kinds of problems. But I certainly feel when the De-

. .
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partment was set up; from my.own personal point of view, the Con-
gress did not have in mind firing temporary people in an area
where there is -a_special congressional mandate. Indeed, they
. thought they should have fired other folks who were permanent
peopie. - - - - - oo - oo e
Mr.Weiss. As a-matter of fact, at_the time that H.R. 2434:was
P@@kﬁhéi‘é:w@é -a-whole series -of program-areas where there
were recommendations or assumptions of cuts to achieve savings of

$15 million:. But in none of those statements and assumptions were
collections mentioned. Were you involved in those discussions? . _
- Mr. Burts. No, sir, I managed the Office of Student Financial As-

sistance. -

probably have made stronger arguments had I had the information-
you lnd,lcate now. - - -~ oo e
Mr. WEiss. Can you indicate something about the decision to ter-
minate temporary employees? Was it simply the easiest way to go?
- Mr. Burrs. In all candor; Mr; Weiss; the decision to reduce to; I
think, 350 was not one that we were consulted to any-extent-about.

" It was one which within the Department there were strong argu-

ments both ways. The management people carried forth that rec-
ommendation to -OMB. However; as the facts emerged and agree-
ment was not reached, I think the Under Secretary took a very re-,
sponsible -position to say we want to follc w good management prin-
ciples, but we also have to deal with the 500. At which point he
commissioned Booz-Allen to do its study rather than to move ahead
at that time. - - . o oo

" So, within the program and within the Department when all the

issues reached senior management, the Under Secretary,; I think—
there was_sufficient concern: about the sudden reduction and the
fear of falloff in collections that a delay of some sort seemed to be
warranted: .. z o

Mr. Weiss. Thank you.

-. - “Thank you, Mr. Chairman: : : ‘

Mr. SiMoN. Mr. Dean. - : =

Mr. DeaNn: No questions: . Co o
- Mr. SimoN. We: thank you very, very-miuch for your- testimony
. and wish you the best at the University of Michigan. The Universi-
- ty of Michigan may need it this coming year. @ :

Mr. Butrs. We are having our financial problems. .~ . =
. Mr: StmonN:. The subcommittee stands adjourned until 11 o’clock
tomorrow. - - - S —

[Whereupon, at 11 a:m:; the subcommittee adjourned, to recon-
vene at 11 a.m., Wedresday,-May 20,1981.] - - . - - :

[Material submitted for inclusion in the record follows:]

- _...7-’HoUBE OF REPRESENTATIVES,

CoMMITTEE ON EDUCATION AND LABOR, . ..
oo s Washington, D.C.; May 18, 1981.
 Ms: Vicki J- BAKER, - - - .. -

Director, Student Financial Aid, . - — =
The George Washington University, Washington, DC. . - .. . ..
—DEAR Ms. BAker: Thank you for your joint letter; with Ms. Hoch, regarding the
Department of Education’s decision to shift from a system of Federal collectors to

almost exclusive reliance on private collection agencies. I share your concern about
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" - Although we sympathize with the goal of the Departifient of Education to cut

&

worked in
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the effects of this precipitous shift, with concrete justification or assurance that pri-

vate collectors will get the job done. e

- I appreciate your willingness to provide your views and a different perspective on
the efficacy of the Department’s decision. .

Cdi‘iyiélly, : o

PauL SimoN, Chairman.

.

A, - THE GEORGE-WASHINGTON UNIVERSITY, -
Y ' . : ' Washington, D.C, May 8, 1981.
Chairman PAuL SiMON, --- - - - :
Subcommittee on Postsecondary Education, R
Canrion House Office Building, Washington, D.C. LT A
_. DEAR Sir: We wish to comiment on the proposed chianges o the Claims and Collec-
tions Division of the Departmerit of Education. . S

cogts, we feel that the.elimination or reduction of the Claims and Collections Divi
sfon will not achieve.the desired. results. The success which the federal collectors
have had in resolvinig the defaulted loans has been truly remarkable. Based on our.
experience, we cannot. envision-a private collection agency that would be able to
match the accomplishments of the Claims and Collections Division for a significant-
ly lower_cost. e
The University in the past has employed six different collection agencies. Some
were local, and some national. All proved unsatisfactory for the same reasons. They
were_ineffectual, inéfficient and expensive. We_are now in_thé: process of phasing
out all ties to our remaining collection agency. Delinquent accounts are being
ec use and, if necessary, are being referred to an attorney. . . - .
__Many schools, however; do not_have:the resources and that are available to
The ‘George Washington_University. These schools depend on the.assistance pro-
vided by_the Department of Education, especially. with regard to the referral pro-
gram; which_has lowered their defaalt rates. Collection agencies, which have ai-
ready worked most of the referred loans, have been unable, in the past, to contrib-
ute significantly to a reduction in the delinquency rate. - L
- To replace a system which has proveneffective with one that has been so ineffec-
tual irfi. our experience does not seem te ‘be -cost-effective. Instead, i
taxpayers miore per 16an actually collected. If collection rates fall, the funding levels
of the schools could drop, thereby reducing the financial aid available to future stu-
dents. We cannot believe that these are goals that the Department of Education
wishes to achieve. Surely there must be some less crucial area in which the Depart-
ment of Education can save. .
Sincerely,

Vickt J. BAKER,  ©
.. "-- - D.rector. °
Lo . ... .. Rura R. Hoci,. -
Loan Collection Office, Sturent Financial Aid.

SIS

'



