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FEDERAL STUDENT AID






DEFAULT PREVENTION STRATEGIES

Additional Web Resources: 2008-09 FSA Handbook, School Eligibility & Operations, Chapter 10
The handbook references referenced below are from the Handbook link above.  It is recommended that you open the above link in a new window and refer to the appropriate page reference outlined in the topic heading.  However, regulatory citations and other guidance are linked throughout the document.

Schools now have two primary strategies that can be used to reduce both loan delinquency and loan default. These strategies are:

· Default Prevention Plan

· Late Stage Delinquency Process

Each alternative provides a unique approach to the reduction of delinquency and default. Schools may choose to use one or both strategies. For maximum results, it is recommended that schools utilize both approaches.  In this section we will describe both strategies and discuss the steps necessary to both develop and implement each approach. 

I. DEFAULT PREVENTION PLANS (A necessary long-term strategy) Click on this link to access ED’s Sample Default Management Plan 
Default Prevention Plans (DPP) are designed to provide schools with a unique, long-term solution to the problem of loan default on a particular campus. A properly developed and executed Default Prevention Plan will identify the unique root causes of default at an institution, and lay out, in accountable, objective and measurable ways, the steps which an institution will take to address the identified problems. 

While each plan will be unique to an institution, because of unique characteristics of the student population and institutional policies and procedures, there are some general steps that all institutions may wish to use to develop and implement an effective Default Prevention Plan.

1. Hire a Default Prevention Officer.  This will be a person to administer your default prevention program.
2. Establish a Default Prevention team.  This will be a group of specialists who will ultimately conduct data analysis to determine the reasons for default at your school and formulate a set of intervention strategies.

3. Study your Student Population.  Identify any common characteristics of your defaulters and non-defaults, and borrowers and non-borrowers.

4. Change Packaging Philosophy.   Once potential defaulters have been identified, target this portion of the student population through a change in packaging philosophy.

5. Build on Early Intervention strategies already in existence.  
6. Study or track Servicer and lender performance.  Compare the performance of servicers based on number of claims filed per moth, and number of claims paid per month; identify problem areas; identify “best practices” of services; open dialogue with services and lenders, gather and analyze data on a monthly and yearly basis, and solicit their assistance in lowering the default rate

7. Fine-Tune your Loan Servicing Procedures for the period while the borrower is at your school.  The financial aid office plays a critical role while the borrower is in school.  Stay in contact with your borrowers.
8. Fine-Tune your servicing efforts during the grace period and repayment.  The moment the borrower leaves school is the beginning of the most complicated part of the default prevention process.  All of the loan partners – schools, lenders, guaranty agencies, and servicers – become involved.
9. Review all of your borrower education materials.  This will include Entrance and Exit Counseling materials, website information, brochures, flyers, etc.   Seek to enhance these materials.
10. Become familiar with Default Prevention “Best Practices”.
Institutions have a great deal of data about students. School resources such as admissions, financial aid, academic affairs (including both administration and faculty), registrar, placement, alumni affairs, and the business office will maintain data which may be important in identifying factors which are contributing to the rate of delinquency and default at an institution. 

How explicit does my plan have to be?

Your plan should set realistic and attainable goals. The intervention developed by the team, i.e., changes in institutional policy and procedure, should establish time frames to complete tasks. Responsibility for tasks should be clearly assigned to a person or office.

Once we have a working plan, will we ever have to modify it?

· Yes. A Default Prevention Plan is a living document. The plan is only as good as the data and research on which it is based. Your institutional policies, procedures, resources as well as your students change from year to year. The steps that worked last year may no longer be relevant. The factors that influenced borrower delinquency and default last year may have been resolved through DPP implementation.  The school, and the Team, should continually assess the fresh data to determine what, if any, revisions in the plan need to be made from year to year. 

Today, we have a number of electronic tools to ease the process for borrowers and to help them repay.  There is no question that new technologies can greatly simplify the entire process for the borrower and can provide continuity of contact, from origination to payoff.  By successfully deploying the electronic tools we currently have available, we can help student borrowers make decisions and take advantage of all of the default prevention options available to them.

Great progress has been made in the last few years and the national default rate is the lowest ever.  But, we can do even better.   A good Default Prevention Plan gives you necessary tools to build on the achievements of the past and improve student lending and better serve students.  Above all, it allows you to focus on the student!
II. LATE STAGE DELINQUENCY PROCESS (A powerful short term strategy)  
Late Stage Delinquency Assistance, or LSDA, is a simple, straightforward strategy, available to all schools, which is based upon a number of basic realities of loan collection in the Stafford loan program.

What is “Late Stage Delinquency?”

Borrowers who are more than 240 days but less than 361 days delinquent in making a payment on a subsidized or unsubsidized student loan are considered in “late stage delinquency.”  A  servicer that is diligent in default prevention strategies most likely has resolved the vast majority of delinquent accounts by the 240th day. Borrowers who are in late stage delinquency are at greatest risk of losing eligibility for Title IV aid and defaulting on their student loan.  The good news is that this represents a small percentage of your students in repayment. 

Which schools should participate?

All schools may use this process as part of their default aversion efforts.  

What resources do I need to begin LSDA?

You will need only a few special resources to begin a Late Stage Delinquency Assistance project at your institution:

· You will need fresh delinquency, or pre-claims, data from your servicer. 

· You will need school-based contact information to supplement the data available from your servicer. Searching through institutional data for supplemental contact information may yield a way to contact the borrowers and begin the process of connecting borrowers with your servicer.
Where do I begin?

Begin this new process by focusing on borrowers with the highest level of delinquency. Remember, borrowers may still be rescued up to and until the time they are referred by your servicer to the Debt Collection Service. You will need to contact your servicer to determine at what point in delinquency this referral is made. 

In your first attempt at LSDA you may identify and work with a small group of borrowers who are in excess of 270 days delinquent. It is suggested that you focus your monthly efforts on people who fall between 240 and 270 days delinquent. By working with this group, you will assist borrowers in avoiding technical default on the 271st day of delinquency. By working borrowers in this bucket, schools provide additional value for these borrowers. Borrowers who reach 271 days of delinquency become ineligible for Title IV aid. Beginning to work with borrowers this far ahead of default also creates additional time for the borrowers and their servicer to cure the delinquency. Moreover, focusing on late stage delinquency allows a school to work with a very small population of student borrowers and provides customized counseling to resolve severe delinquency. 
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