Archived Information

Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: ED Proposed 12/14/2001
| ssue: Perkins — Transfer of Fund
Regul atory Cite: 674. 17

Sunmary of Change: The proposed change to 8674.17 would clarify
the existing requirenment of assignnment of Perkins Loans to the
Departnment when an institution transfers its fund to the
Departnment when it withdraws fromthe Federal Perkins Loan.
Thi s change deletes the references in the regulations to schools
assigning their loans to other institutions.

Change:

8674. 17 Federal Interest in allocated funds — transfer of Fund.

(a) If an institution responsible for a Federal Perkins Loan fund
cl oses or no | onger wants to participate in the program the
Secretary directs the institution to take enre—-or—npre—-of—the
followi ng steps to protect the outstanding | oans and the Feder al

interest in that Fund:

(1) A capital distribution of the liquid assets of the Fund

according to section 466(c) of the Act.

2 7 5 5 e her i netitution.

(32) The t+ranster—assignnent of the outstanding |oans to the

Depart ment of Educati on.
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(b) An institution that t+ransfers—assigns outstanding |oans under

t hi s paragraph relinquishes its interest in those | oans.

ST " I  or of i na
L institution : loposit L]

: . . . hall | : I I
] " o : .
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: Fed Up — Additional Agenda |Item
| ssue: Perkins — Coordinating Multiple Monthly

Payments for Perkins Loans
Regul atory Cite: 674.33(b)(2) & 674.42(a)(11)

Summary of Change: When an institution requires a borrower to
pay a mninmum nonthly repayment, it is difficult for
institutions to coordinate the m ni mum nonthly repayment with
ot her institutions unless notified by the borrower. The
revisions require an institution to coordinate m ni mum nonthly
repaynents only at the request of a borrower. In addition, the
revisions require an institution to notify the borrower that the
borrower nust initiate a request to coordinate m ni mum nonthly
paynments anong institutions.

Change:

8674. 33 Repaynent.

(b)***
(2) Mnimmnmonthly repaynent of |oans from nore than one

institution. If a borrower has received | oans from nore than one

institution and has notified the institution that he or she

wants the m ni num nont hly paynent determ nation to be based on

paynments due to other institutions, the follow ng rules apply:

(i) I'f the total of the nonthly repaynents is equal to at | east
the m ni mum nonthly repaynent, no institution nmay exercise a

m ni mrum nont hly repaynment opti on.
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Per ki ns Loans

(ii) If only one institution exercises the m nimm nonthly
repaynment option when the nonthly repayment woul d ot herw se be
| ess than the m ni num repaynent option, that institution
receives the difference between the m ni num nonthly repaynent
and the repayment owed to the other institution.

(iii) If each institution exercises the m ninmmrepaynent
option, the m ninmum nonthly repaynent nust be divided anong the
institutions in proportion to the anmount of principal advanced
by each institution.

(3) M nimm nonthly repaynent of both Defense and NDSL or
Federal Perkins |oans fromone or nore institutions. |f the

borrower has notified the institution that he or she wants the

m ni rum nont hly paynment determ nation to be based on paynents

due to other institutions, and H f the total nonthly repaynent

is less than $30 and the nonthly repaynment on a Defense |loan is
| ess than $15 a nonth, the anobunt attributed to the Defense | oan

may not exceed $15 a nonth.

8674.42 Contact with the borrower.

* * * * *

(a)(11) An explanation that if a borrower is required to nake

m ni rum nont hly repaynents, and the borrower has received | oans

fromnore than one institution, the borrower nust notify the
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institution if he or she wants the m ni nrum nont hly paynent

determ nation to be based on paynents due to other institutions.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: ED Proposed 12/14/2001
| ssue: Perkins - Econom c Hardship for Borrowers

Regul atory Cite: 674.34(e) (10)

Summary of Change: Many borrowers repay their Perkins Loans in
| ess than 10 years. The proposed change all ows schools to base
econoni ¢ hardship defernent cal cul ati ons on a borrower’s actua
repaynent schedul e, rather than a 10-year repaynment schedul e.

Change:

8674. 34 Defernent of repaynent — Federal Perkins |oans, NDSLs
and Def ense | oans.

ok ok * %
(e) ***

(10) In determning a borrower's eligibility for an econon c
hardshi p defernment under paragraph (e)(5) of this section, the
institution shall count enly—the nonthly paynent amount (or a
proportional share if the paynents are due | ess frequently than
mont hly) that would have been owed on a Federal postsecondary

education loan if the |oan had been scheduled to be repaid in 10

years fromthe date the borrower entered repayment. ;—+egardless

January 22, 2002 DRAFT

PRE- DECI SI ONAL
FOR DI SCLISSI ON PURPOSFS ONI'Y



Page 2 of 2 — Econom c Hardship for Borrowers

(11) |If the Federal Perkins |oan had been schedul ed to be

repaid in less than 10 years fromthe date the borrower entered

repaynent, the institution shall use the actual repaynent

schedul e and the actual nonthly payment anpunt in determ ning

the borrower’s eligibility for an econom ¢ hardshi p def er nent

under paragraph (e)(5).
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: Fed Up #13
| ssue: Perkins - Prom ssory Notes

Regul atory Cite: 674.42(a)(10)

Sunmary of Change: Revise the current regulations to require an

institution to provide only, as part of its repaynent
information or during the exit interview, contact information
that allows the borrower to request a copy of the borrower’s
si gned prom ssory note.

Change:

8674.42 Contact with the borrower.

* * % * %

(a)(10) The contact information of a party who will provide the

borrower Aa copy of theberrewer-s—-his or her signed prom ssory

not e.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: Fed Up #21
| ssue: Perkins — Credit Bureau Reporting

Regul atory Cite: 674.45(a) (1)

Sunmary of Change: The proposed change to 8674.45(a) (i) woul d

clarify when a borrower’s default status is to be reported to at
| east one national credit bureau.

Change:

8674.45 Col |l ecti on procedures.

* * *x k% %

(a) The term "collection procedures,” as used in this subpart,
i ncludes that series of nore intensive efforts, including
litigation as described in 8674.46, to recover anounts owed from
def aul ted borrowers who do not respond satisfactorily to the
demands routinely made as part of the institution's billing
procedures. If a borrower does not satisfactorily respond to the
final demand letter or the follow ng tel ephone contact made in

accordance with 8674.43(f), the institution shall --

(1) Report the account as being in default—defaultedaccount to

any one national credit bureau; and
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: ED Proposed 12/14/2001
| ssue: Per ki ns — Assignnent of Cancelled Loans

Regul atory Cite: 674.50(e) (4)

Sunmary of Change: Revisions are made to the assi gnnment

regul ations to conformto the assignnment requirenents for |oans
t hat have been approved prelimnarily for a disability discharge
on or after July 1, 2002 and have been assigned to the
Department [see 8§ 674.61(b)(3)].

Change:

8674.50 Assignnment of defaulted |loans to the United States.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: ED Proposed 12/14/2001
| ssue: Per ki ns — Rei mbursenent to the Fund

Regul atory Cite: 674.50(9g) (2)

Sunmary of Change: The proposed changed to 8674.50(g)(2) would
make it optional for the Secretary to require an institution to
reimburse the Fund if an assigned | oan is unenforceabl e because
of an act or om ssion by the school (see 8674.13(a)). This

proposed change conforns to an earlier change nmade in 8674. 13.

Change:

8674.50 Assignnment of defaulted |loans to the United States.

* * * * *

(g)***

(2) The Secretary may require the institution shaH—to reinburse

the Fund for that portion of the outstandi ng bal ance on a | oan
assigned to the United States which the Secretary deternmines to
be unenforceabl e because of an act or om ssion of that

institution or its agent.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: FED UP #4
| ssue: FFEL — Eli gi bl e Lender

Regul atory Cite: 682. 200( b)

Sunmary of Change: Revises the definition of |ender to provide
that | oans held in trust are not considered part of the trustee
| ender’ s consunmer credit function in determ ning whether the

| ender has exceeded the limt of one-half of the Iender's

conbi ned consuner credit portfolio in the regulations. This
provision is intended to clarify that loans held in trust by a
| ender are not considered part of the trustee |l ender’s consuner
credit function but are considered part of the beneficial

hol der’ s consunmer credit function.

Change:

8682. 200 Definitions.

(b) * * *
Lender. (1) The term"eligible Iender"” is defined in section
435(d) of the Act, and in paragraphs (2)-(5) of this definition.
(2) Wth respect to a National or State chartered bank, a nmutua
savi ngs bank, a savings and | oan association, a stock savings
bank, or a credit union --

(i) The phrase "subject to exam nation and supervision” in
section 435(d) of the Act neans "subject to exam nation and
supervision in its capacity as a |l ender";

(i1) The phrase "does not have as its primary consuner credit

function the maki ng or holding of |oans made to students under
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this part” in section 435(d) of the Act means that the | ender
does not, or in the case of a bank hol ding conpany, the
conpany's whol | y-owned subsidiaries as a group do not at any
time, hold FFEL Program | oans that total nore than one-half of
the Il ender's or subsidiaries' conbined consuner credit |oan
portfolio, including hone nortgages held by the |lender or its

subsi diaries. For purposes of this paragraph, |oans held in

trust by a trustee | ender are not considered part of the trustee

| ender’s consunmer credit function.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: FED UP #25
| ssue: FFEL — First Paynment Due Date

Regul atory Cite: 682. 209(a) ( 3)

Sunmary of Change: Anmends the regulations to allow up to 60
days for the due date of a borrower’s first paynent of a
Stafford | oan or the resunption of paynents on a Stafford | oan
following a defernment or forbearance. The first paynent due
date is already up to 60 days for all |oan progranms except

St af f or d.

Change:

8682. 209 Repaynent of a | oan.

(a) * * *
(3) * * *

(ii) The first paynent on a Stafford |loan is due on a date
established by the |l ender that is no nore than --

(A) 4560 days following the first day that the repaynent period
begi ns;

(B) 4560 days fromthe expiration of a defernment or forbearance
period unless the borrower during this period has submtted
paynments with instructions that those paynents are intended for
future install nent paynents;

(C) 4560 days follow ng the end of the post deferment grace

peri od;

January 22, 2002 DRAFT

PRE- DECI SI ONAL
FOR DI SCLISSI ON PURPOSFS ONI'Y




Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: FED UP #27
| ssue: FFEL — Borrower Repaynment Terns

Regul atory Cite: 682. 209(a) (8) (iv)

Sunmary of Change: Renobves the “written notice” requirenment

for the borrower to request the | ender to extend the repaynent
period to a mnimumof 5 years in cases where the borrower had
previously requested a repaynent period of less than 5 years.

Change:

§682. 209 Repaynent of a | oan.

(a) * * *
(8) * * %
(iv) The borrower may, prior to the beginning of the repaynent
peri od, request and be granted by the | ender a repaynent period

of less than 5 years. Subject to paragraph (a)(8)(iii) of this

section, a borrower who nakes such a request may—by—witten
potice—to—nmay notify the I ender at any tinme dur-hgtherepayrent

perioed—t o extend the repaynment period to a mninmumof 5 years.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: ED - Additional Agenda Item
| ssue: FFEL — Sovereign Immunity — Proofs of Claim

Regul atory Cite: 682. 402(f) (4)

Sunmary of Change: The proposed changes clarify that State
guaranty agenci es that hold FFEL | oans, may oppose the di scharge
of HEA student | oans in bankruptcy by asserting that bankruptcy
| aw does not supersede the State's immunity under the 1lth
Amendnment to the Constitution fromsuit in Federal court. The
proposed changes will ensure that no Departnent regulation would
require a State agency that w shed to oppose di scharge by
asserting sovereign immunity to take any action that would

hi nder or frustrate that intention. |In addition, these changes
are al so designed to avoid future argunents that a State

guar antor concedes the jurisdiction of the court if it accepts
assi gnnment of a proof of claimfiled by a | ender. The changes
allow a State guarantor that intends to assert sovereign
immunity to direct |enders under its guaranty programnot to
file a proof of claim These changes are consistent with recent
regul ati ons promnul gated for state institutions in the Federal
Per ki ns Program

Change:

8682. 402 Death, disability, closed school, false certification,
unpai d refunds, and bankruptcy paynents.

(4) Proof of claim (i)Except as provided in (ii), Ynless

Hastrueted—otherwi-seby—the guaranty—ageney— tThe lender— hol der

of the loan shall file a proof of claimw th the bankruptcy

court within —
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—(A) 30 days after the lender—hol der receives a notice of
first nmeeting of creditors unless, in the case of a proceeding
under chapter 7, the notice states that the borrower has no
assets; or

++H—(B) 30 days after the lender—hol der receives a notice from
the court stating that a chapter 7 no-asset case has been

converted to an asset case.

(ii) A guaranty agency that is a State guaranty agency, and on

t hat basis can assert immunity fromsuit in bankruptcy court,

and that does not assign any | oans affected by a bankruptcy

filing to another guaranty agency—

(A) Is not required to file a proof of claimon a | oan al ready

hel d by the guaranty agency; and

(B) May direct |l enders not to file proofs of claimon | oans

guar anteed by that agency.
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: FED UP #54
| ssue: FFEL - Copies of Prom ssory Notes

Regul atory Cite: 8682.402(g) (1) (i)

Sunmary of Change: Renoves the requirenment that a | ender nust

“certify” that a note is a “true and exact” copy as part of its
cl aim subm ssion. This change confornms to prior technical
changes and al so now reflects the new unpaid refund cl ai ns
subm ssi on process.

Change:

8 682.402 Death, disability, closed school, false
certification, unpaid refunds, and bankruptcy paynents.

* * % * %

(g) Claimprocedures for a loan held by a lender -- (1)
Docunment ati on. A | ender shall provide the guaranty agency wth
the follow ng docunentation when filing a death, disability,

cl osed school, false certification, unpaid refund, or bankruptcy

cl ai m

(i) The original or true and exact copy of the prom ssory note.

oY . fied | he I
and—exact—
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Proposed Regul at ory Language

Commttee | — Loans
Qui ck Fi x: Yes
Origin: 1/ 7/ 02 Suggestion
| ssue: DL - Definition of Default

Regul atory Cite: 8668. 183(c) (1) (iii)

Sunmary of Change: The proposed change would elimnate the
requi renment that certain borrowers under the Direct Loan
Program s income contingent repaynent plan nust be included as a
defaulted loan in the cal culation of a non-degree-granting
proprietary institution’s FFEL/ DL cohort default rate.

Change:

8668. 183 Cal cul ati ng and applying cohort default rates

* * * * *

(c)(1) =**=

(ii) Before the end of the followi ng fiscal year, the borrower
fails to make an install nent paynent, when due, on any Direct
Loan Program | oan that was used to include the borrower in the
cohort or on any Federal Direct Consolidation Loan Program | oan
that repaid a | oan that was used to include the borrower in the
cohort, and the borrower’s failure persists for 360 days (or for

270 days, if the borrower’s first day of delinquency was before

Oct ober 7, 1998); or
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(d) Representative sanple of records. (1) To select a
representative sanple of records, the data manager first
identifies all of the borrowers for whomit is responsible and
who had | oans that were considered to be in default in the

cal cul ation of the cohort default rate you are appealing.

(f)Determ nation.
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Proposed Regul at ory Language

Committee | - Loans
Qui ck Fi x: Yes
Origin: ED - Additional Agenda Item
| ssue: DL - Master Promni ssory Note

Regul atory Cite: 8685. 102( b)

Sunmary of Change: Under current regul ations, the expiration of
a Direct Loan Master Prom ssory Note (MPN) is based on the date
of the first anticipated di sbursenent. Conmmon Origination and
Di sbursenent (COD) provides an opportunity to make the Direct
Loan MPN expiration date provisions nore consistent with the
correspondi ng FFEL provisions. The proposed changes to the
definition of MPN in 8685.102(b) would base the expiration date
of a Direct Loan MPN on the date the MPN is signed by the
borrower or the date the Secretary receives the MPN.

Change:

8685. 102 Definitions.

* * * * *

(b) * k k

Master pronissory note (MPN): (1) A promi ssory note under which

t he borrower nmay receive loans for a single academ c year or

mul ti pl e academ c years.

(2) For MPNs processed by the Secretary before July 1, 2003,

Lkl oans fer—multipleacademe—years—my no | onger be made under

an MPN after the earliest of--

(i) The date the Secretary or the school receives the
borrower's witten notice that no further | oans may be

di sbur sed;
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(ii) One year after the date of the borrower's first
antici pated di sbursement if no disbursenment is made during that

twel ve- nont h period; or

(iii) Ten years after the date of the first anticipated
di sbursenent except that a remaining portion of a |oan may be

di sbursed after this date.

(3) For MPNs processed by the Secretary on or after July 1,

2003, | oans may no | onger be nade under an MPN after the

earliest of--

(i) The date the Secretary or the school receives the

borrower's witten notice that no further | oans nay be

di sbur sed;

(i1) One year after the date the borrower signed the MPN or the

date the Secretary receives the MPN, if no di sbursements are

made under that MPN; or

(iii) Ten years after the date the borrower signed the MPN or

the date the Secretary receives the MPN, except that a renmining

portion of a |loan nay be disbursed after this date.
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