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Section 1. Federal Student Loan Programs 
To apply for funds from the Federal Student Loan Programs, students must submit the Free 
Application for Federal Student Aid (FAFSA) and the eligibility for the loan is established by the 
institution. Once the government has processed the FAFSA the school then determines which 
loan program best matches the student’s need and grants the loan. In addition, the institution 
uses the  
FAFSA to determine eligibility for various grant programs like the Pell Grant that is administered 
by the Financial Aid Department. 

 
FEDERAL PERKINS STUDENT LOAN 
The Federal Perkins Student Loan was originally created in 1958 with the passage of the 
National Defense Act. At the time it was called the “National Defense Student Loan.” In 1972 it 
was renamed the "National Direct Student Loan," and fifteen years later in 1987, it was renamed 
to the Perkins Student Loan Program. No other student loan program has undergone so many 
name changes over the course of its life. 
Perkins Loans provides a low-interest (currently 5 percent) long-term loan for both 
undergraduate and graduate students with postsecondary education financial needs.  
The U.S. Department of Education provides a programmed amount of funding to the institution 
each year. The school, in turn, becomes the lender. The school determines which students have 
the greatest need. The school combines the federal funds with some of its own funds set aside 
for this program for loans to be made to qualifying students and each institution manages its 
own program. 
Disbursements, administration and collections are all performed at the institutional level. Annual 
reports of all financial matters in this program are sent to the government for review and 
monitoring. 
Perkins Loan Program Expired and Grandfather Clause notes: 
The Federal Perkins Loan Program, also known as Perkins Loans, are federal loans with a low-
interest rate for undergraduate and graduate students with significant financial need. This 
program recently expired on September 30th 2017 after the U.S. Senate failed to pass a bill to 
extend the program.  
However, anyone who already has a Perkins Loan will be able to keep it to the end of the school 
year. (ends at Summer 2, June 2018) 
The only positive outlook on the ending of the Perkins loan is the grandfather clause. The 
grandfather clause that states that students can continue receiving funding from the loan for the 
next five years if they do not change their program. So students could not change their major or 
transfer schools. 
Perkins nonfederal share 
In the Federal Perkins Loan Program, every student’s loan must be comprised of federal funds 
and school funds. 
A school must provide a share of each student’s Federal Perkins loan from the school’s funds, 
the Institutional Capital Contribution (ICC). The ICC must equal or exceed 
One-third (33.33%) of the FCC, or one-quarter (25%) of the total funds available to lend to 
students (combined FCC and ICC). 
FCC $30,000 Required ICC $10,000 Combined FCC/ICC $40,000 
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The Department does not grant waivers of the ICC. 
The ICC must be comprised exclusively of institutional funds, and you must deposit the ICC prior 
to or at the same time as you deposit the FCC. The ICC must be deposited every year regardless 
of any overmatch a school may have made during the previous award year. The school makes 
its contribution through a short-term loan to the fund and reports that loan on its FISAP. 
This established the ICC minimum at 33%, however most schools at some point added when 
the Fed did not, therefore each school is different with 35-40% being the typical share that 
belongs to the institution. 
 
Excess Liquid Capital 
The legislative requirement included in Section 466 of the Higher Education Act of 1965, as 
amended (HEA), requires the return of excess Federal Perkins Loan funds when available 
resources exceed a school’s needs in the foreseeable future. A school has excess liquid capital 
in its Federal Perkins Loan fund if the funds available (cash on hand, plus projected collections, 
for the current award year exceed the award year’s total expenditures from the fund. Regardless 
of whether a school has received FCC or not, if a school has more cash than it plans to spend, 
the school should disburse any excess cash during the award year or return it to the Department. 
Federal Perkins cash on hand recorded on the school’s general ledger annually as of June 30 
and October 31 must be reported on the Fiscal Operations Report. Note that the overall cash on 
hand reported must include payments to the fund by the school for any loans the school has 
purchased. 
When not lending, all schools will have ELC… they should take the ICC before returning cash 
to the Fed. 
 
Characteristics of the Perkins loan are: 
 

 It is a Title IV program. As part of the Social Security Act, TITLE IV, grants aid and services 
to states for needy families with children. Federal student loan or grant programs are 
considered Title IV programs and are regulated by the U.S. Department of Education that 
is governed by the Higher Education Act of 1965. 

 The regulations for the Perkins Loan Program are incorporated within 34 CFR § 674. 

 Institutions receive federal allocations of funds on an annual basis that are then 
matched with institutional funds and disbursed to the students. 

 The lender is the school (often referred to as the institution). 

 The school is responsible for collection of all Perkins Loans including interest and 
related collection costs as required. 

 Institution administers the fund on a revolving basis—loans that are made to currently 
enrolled borrowers from federal allocations and institutional matching funds as well as 
previous payments received from past Perkins Loan borrowers. 

 The school may contract with a third-party servicer to provide the billing and collection 
procedures that are required by regulation. 34 CFR § 674.48. The school is responsible 
and liable for compliance with all program regulations. 

 The interest rate for Perkins Loans is established by Congress and is currently 5%. 
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Differences between Perkins and other federally subsidized financial aid programs are: 
 

 Perkins loans include no administrative fees and have a longer grace period. 

 Unlike the Pell Grant or Stafford Loan, a Perkins loan is based at the institutional level, 
rather than the federal level. 

 The Perkins Student Loan Program also differs from the Stafford loan, in that it has an 
interest rate of 5% percent, which begins to accrue 9 months after the borrower ceases 
to be a student. 

 The loan also encourages students to work in areas of high demand. Students who go 
into the following fields can have their loans reduced or fully cancelled: 

 

 Teaching special education 

 Math 

 Science 

 Foreign languages 

 Head Start 

 Law Enforcement 

 VISTA 

 Peace Corps 

 Armed forces 

 Social work 
 
 

FEDERAL FAMILY EDUCATION LOAN PROGRAM (FFELP) 
 
The Federal Family Education Loan Program represents the largest federal source of financial 
aid for college. The FFELP is a public-private partnership created by Congress in 1965 to deliver 
and administer guaranteed education loans for students and their parents.  FFELP makes low 
interest long-term loans available to students and parents of students attending post-secondary 
institutions. 
 
The FFELP provides the following types of loans for education and training: 
Stafford Loan (Subsidized)  
Programs represent the largest component of the FFELP. The federal government pays the 
interest on these Subsidized loans while the student is in school, at least as a half-time student, 
during a six-month grace period after the student leaves school, and during authorized periods 
of loan deferment. This is a need based loan program. 34 CFR § 682.100(a)(1) 
 
Stafford Loan (Unsubsidized)  
Loans are available to students regardless of their financial need; however the student is 
responsible for all interest that accrues on the loan and borrowers must pay the interest 
beginning from the date of disbursement. This is a need based loan program 34 CFR § 
682.100(a)(1) 
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Parent/Graduate Loan for Undergraduate Students (PLUS)  
 
The program encourages making loans to parents of dependent undergraduate students. 
Parents can borrow up to the total cost of their children’s undergraduate education, less financial 
aid from other sources.  34 CFR § 682.100(a)(3) 
 
Graduate PLUS Loan  
 
Program became effective July 1, 2006 and permits graduate and professional students to take 
out a low interest federally backed student loan that can be used to pay for the total cost of 
education less any aid already received. Like the undergraduate version, eligibility for the 
Graduate PLUS Loan is largely dependent on the borrower's credit rating and history, as 
opposed to the purely financial need- based Stafford Loan. 
 

Characteristics of the FFELP are: 
 It is a Title IV Program. Administered by the U.S. Department of Education. 

 The regulations for all the programs are incorporated within 34 CFR § 682. 

 Loans use private capital supplied almost entirely by commercial lenders. 

 Institutions enter into a participation agreement to comply with administrative and fiscal 

responsibilities common to all Title IV programs. 

 Institutions receive checks or electronically transferred funds that are disbursed to 

student borrowers. If the borrower receives funds and is subsequently determined to be 

ineligible, the institution must participate in the recovery of the loan funds. 

 The lender, not the institution, is responsible for collection of the funds from the student.  

 The guaranty agency, a commercial entity, guarantees a lender against losses due to 

default by the borrower on a FFEL loan. If the guaranty agency meets certain 

requirements, the guaranty agency is reimbursed by the Secretary of the Department of 

Education for all or part of the amount of default claims the guaranty agency had paid to 

the lender. 34 CFR § 682.100(b)(1) 

 For a standard repayment plan the minimum annual payment is $600 or the unpaid 

balance whichever is less. 32 CFR § 682(c). 
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THE WILLIAM D. FORD DIRECT LOAN PROGRAM 
 
The William D. Ford Federal Direct Loan Program (Direct Loan), formerly the Federal Direct 
Student Loan Program, was established in 1993 by the Student Loan Reform Act. The Secretary 
of the Department of Education makes loans, funded by the federal government, to enable a 
student or parent to pay the cost of the student’s attendance at a post-secondary institution. 
Regulations for the Direct Loan Program are found in 34 CFR § 685. 
 
 
The Direct Loan Program, which provides the same basic types of loans offered under the FFEL 
program directly to student and parent borrows and under the same terms, conditions and 
benefits, includes the following loan programs: 
 
 
1. Federal Direct Stafford Loan 34 CFR § 685.100(a)(1). 
2. Federal Direct Unsubsidized Stafford Loan 34 CFR § 685.100(a)(2). 
3. Parental Loan for Undergraduate Students (PLUS) 34 CFR §§ 685.100(a)(3), 685.100(b). 
4. Federal Direct Consolidation Loan. 34 CFR § 685.100(c)? 
 
 

Characteristics of the Direct Loan are: 
 It is a Title IV Program. 

 The Secretary of the Department of Education determines which colleges, universities, 

graduate, professional, vocational and proprietary schools may participate. 

 The lender is the federal government. 

 The school draws down money from the Direct loan program and disburses loans to 

eligible student borrowers. The federal government is responsible for collection. 
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THE HEALTH PROFESSIONS STUDENT LOAN PROGRAM (HPSL) 
 
The Health Professions Student Loan program provides long-term, low interest rate loans to full-
time, financially needy students to pursue a degree in dentistry, medicine, optometry, pharmacy, 
podiatric medicine, or veterinary medicine. Regulations governing HPSL appear under 42 CFR 
§ 57C. 
 

Characteristics of an HPSL are: 
 Part of Title VII Programs which are federal student loan programs regulated by the 

 U.S. Department of Health and Human Services (HHS) as governed by the Public 

Health Service act.  

 Institution must be accredited by a body that is recognized by U.S. Department of 

Health and Human Services (HHS). 

 The school is the lender. 

 The school is responsible for collection. 

 The school can contract with third-party servicers to provide billing and collection 

procedures that are required by regulation. 42 CFR §57.210. 

For more information, refer to the HHS Student Aid Guidelines website at: 
http://bhpr.hrsa.gov/dsa/sfag/ 

 
Types of HPSL Loans. 
 
Health Profession Student Loan (HPSL) 
HHS/HRSA funds participating schools to offer long-term, low interest loans to needy students, 
enrolled full-time or half-time in a dentistry, medicine, optometry, pharmacy, podiatric, or 
veterinary medicine. 
 
Primary Care Loan (PCL): Effective July 1, 1992, loans to new HPSL borrowers in schools of 
allopathic medicine and osteopathic medicine are restricted to borrowers committed to a career 
as primary care physicians. If a borrower does not fulfill this service commitment, the terms of 
repayment are recalculated. See, for example, 64 FR 47849 and 64 FR 37411. 
 
Loans for Disadvantaged Students (LDS): The LDS Program is governed by the same 
requirements as the HPSL Program and also provides long-term, low interest loans to full-time 
students from disadvantaged backgrounds. 
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NURSING STUDENT LOAN (NSL) 
 
In response to a profound national nursing shortage, the federal government passed the Nurse 
Training Act of 1964. The Nursing Student Loan program provides long-term, low-interest rate 
loans to both full-time and half-time financially needy students pursuing a course of study leading 
to a diploma, associate, baccalaureate or graduate degree in nursing. 
Participating schools are responsible for selecting loan recipients and for determining the 
amount of assistance a student requires. Regulations governing NSL programs appear under 
42 CFR § 57 (d). 
 
These loans are awarded to needy students pursuing a course of study leading to: 
1. An associate degree in nursing (registered nurse only) 

2. Diploma in nursing 

3. Baccalaureate degree or the equivalent in nursing 

4. Graduate degree in nursing 

 

Characteristics of a NSL are: 
 It is a Title VII Program. The Program is similar to the Federal Perkins Loan Program. 

 The school receives federal allocations that are matched with institutional funds. The 

school administers the fund on a revolving basis—while making loans to current 

students; it is also receiving payments of earlier loans. 

 The school is the lender. 

 The school is responsible for administration and collection. 

 The school can contract with third-party servicers to provide billing and collection 

procedures that are required by regulation. 42 CFR § 57.310. 

 
For more information, refer to the HHS Student Aid Guidelines website at: 
http://bhpr.hrsa.gov/dsa/sfag/ 
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FEDERAL CONSOLIDATION LOAN 
 
Once a borrower leaves school, he may apply to have all of his student loans combined into a 
consolidation loan. A Stafford borrower should begin by contacting one of his lenders to learn 
about a Federal Consolidation Loan. When a lender agrees to consolidate a borrower’s loans, 
the lender pays off the outstanding balance (principal, interest, late charges and collection costs) 
on the existing loans. The Federal Consolidation Loan will have one interest rate and one 
repayment schedule. 
 

 
Characteristics of Federal Consolidation Loans are: 
 

 Students may consolidate a defaulted loan, as long as no court judgment or wage 

garnishment has been issued against the loan. 

 The consolidation loan can be repaid over 10-30 years. 

 Unlike Stafford and PLUS loans, which have variable interest rates that are calculated 

every year, the interest rate on a Federal Consolidated Loan is fixed for the life of the 

loan. The interest rate for a consolidation loan is the “weighted average” of the interest 

rates on the loans being consolidated. 

 Borrower has the same deferment and forbearance provisions as for a Stafford loan. 

 The following loans can be included in consolidation: 

 
 Perkins 

 FFELP Loans ( Stafford, SLS, Plus, Grad Plus) 

 PLUS Loans (if parent borrower is consolidating) 

 Health Education Assistance Loans (HEAL) 

 Health Professions Student Loans (Except PCL) 

 Nursing Student Loans 

 National Direct/Defense Student Loans 

 Older SFA loans 
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Section 2. Student Accounts and 
Alternative/Private/Institutional Loan Programs 
 
 
Generally, institutions record charges for tuition, fees, room and board, and other services 
provided to their students on an open account basis (student account). Many institutions use this 
system to produce monthly billing statements for unpaid debts due to the institution. Some 
institutions, however, do have a promissory note or credit agreement (open line of credit) that 
are used to back up the various charges incurred by the student. 
 
Basically, state and federal debt collection laws control allowable business procedures for the 
student account. The state law where the debt was incurred and state law where the consumer 
currently resides control collection procedures. The Fair Debt Collection Practices Act (FDCPA) 
and the Federal Educational Rights and Privacy Act (FERPA) are just two of the federal laws 
that apply. 
 
At the conclusion of section two, you will be able to: 

 Identify types of student account receivables. 

 Describe processes associated with student account receivables. 

 Identify alternative/private loan programs and similarities and differences. 

 
The following is a description of some charges in Student Account receivables: 
 
Tuition: The basic charge for taking courses at colleges, universities or proprietary schools. The 
charges may be assessed either per credit hour or in a lump sum for 
full-time enrollment, as defined by the institution. The tuition rate may be affected if the student 
had not lived in the state where the university or college is located. 
Usually, students are not required to sign a promissory note or other contract when they register 
for classes and are charged tuition. Colleges and universities determine how much they will 
charge for tuition and establish the relevant payment policies and billing procedures. 
 
Fees: Various types of fees that an institution charges to students for laboratory courses, 
computer or technology costs, college facilities, recreation, or other institutional services. The 
charges may be assessed to either full time or part time students. The amount may be based on 
per credit hour enrollment or a flat fee per enrollment period. 
 
Housing: Charges for living in the school’s residence halls or rental facilities while attending the 
institution. Commonly referred to as “room or board” charges. Some institutions add the charges 
for boarding to the student’s account with no contract other than the “open account” designation. 
Other institutions keep the housing element of the student’s educational costs separate from the 
other institutional costs of education by having the student sign a contract or lease to support 
the collection of the charges. 
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Additional charges include: 
 
Meals: Commonly called “board” charges, students may enroll in a formal meal plan to receive 
dining services in on-campus facilities or purchase credits in a debit card system. Often the 
student has signed a contract or agreement to support the collection of the charges. 
 
Telecommunications: These charges are for computer hookups or telephone service within 
school housing. 
 
Library: These charges usually are assessed if a student has borrowed books or other 
audio/visual materials and has failed to return these materials on a timely basis. The charges 
often are divided between replacement costs and/or fines for delinquency. 
 
Parking: Many institutions charge students and staff for parking privileges on their campuses. 
In addition, drivers who commit parking violations are ticketed and fined for these offenses. 
 
Departmental Charges: These are miscellaneous fees that can be assessed for various 
courses or services within the institution. 
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Alternative/Private Student Loan /Institutional Loans 
 
Alternative/Private student loans are consumer loans funded by commercial banks, and non-
profit organizations to provide another source of financial aid to students. The lending industry 
recognized that sometimes federal loans aren’t enough to meet a student’s educational costs, 
so alternative/private loans were created to help fill the gap. 
 
Although alternative/private loans cover tuitions, room, board and books as other Title IV 
programs, these types of loans can be used to cover additional expenses. 
In recent years, there has been a significant increase in student borrowing, including the 
utilization of alternative/private loans, as well as in the number of lenders and loan products 
being offered. 
 
These loans are based on creditworthiness, carry competitive interest rates and vary on the 
amount you may borrow, the fees charged and terms of repayment. The following chart gives a 
high-level comparison between federal and alternative/private loans: 
 

Loan Characteristics: Federal Loans Alternative/Private Loans 

Backed by Taxpayers Bondholders/Private Investors 

Based on Need Cost 

Credit Ready Scored 

Limits are Smaller Higher 

Deferments/Forbearances Wide Range Limited 

Program is Title IV Not always a Title IV 

Subsidized interest Sometimes Very rare 

Cosigners No Highly desired 

Interest Rates Lower Higher 

Grace Periods Yes Not always 

Minimum payments Minimum $50/mo. Minimum as low as $17/mo. 

Delinquency/Default Due diligence Effective and efficient 

 
The administration of alternative/private loans must be made under a number of federal 
regulations including GLB, FACTA, FCRA, Truth in Lending, Regulation Z and bankruptcy laws 

 



12____________________________________________
_____________________________________________
____________________________________________ 

Section 3. Due Diligence 
 
This section covers federal student loan regulations and required actions by institutions in the 
student loan industry.  Many processes such as “due diligence,” which is the basis of loan 
program participation and management that leads to the billing and collection of these secured 
obligations, entrance and exit interviews as well as how debt management options are used are 
included. Familiarity with federal regulations and following these processes can increase your 
effectiveness in collecting student debts and ensure your compliance. 
 
Note: Each type of loan - Perkins, Federal Family Education (FFEL), William D. Ford Federal 
Direct (Direct Loan), Health Professions Student Loans (HPSL) and Nursing Student Loans 
(NSL) – appears in this section and the processes are presented chronologically from the 
beginning (i.e., due diligence and entrance interviews) to the end (i.e., paid in full (PIF), cancelled 
or written off). 
 

Perkins Student Loan Due Diligence 
 
When a Perkins Loan enters repayment, your school must follow the due diligence requirements 
of Subpart C of the Perkins regulation (34 CFR 674.41-50). You must afford a borrower 
maximum opportunity to repay a Federal Perkins Loan. Specific steps the school must take 
include (but are not limited to) billing the borrower, sending overdue notices, and conducting 
address searches if the borrower cannot be located. If billing procedures fail, a school must take 
more aggressive collection steps such as hiring a collection firm and/or litigating. Default in the 
Federal Perkins Loan Program is defined as “the failure of a borrower to make an installment 
payment when due or to comply with other terms of the promissory note or written repayment 
agreement.” 
 
Perkins Loan Counseling for Student Borrowers 
 
Loan counseling sessions are held before the money is disbursed and when a borrower’s student 
enrollment drops below half-time status because of graduation or withdrawal from school. From 
a collection standpoint, counseling usually improves the borrower’s understanding of his/her 
obligation to repay the loan. Better understanding may translate to timely repayment and/or 
application for deferment, cancellation or consolidation. Also of value to the collector is the 
personal debtor information gathered at the counseling sessions. 
 
 
Perkins Entrance Interviews 
 
34 CFR § 674.16 Making and Disbursing a Loan 
Pre-Loan Counseling 
Before a Perkins or National Direct Loan can be disbursed, 

 The borrower must sign a promissory note. 

 The institution must provide the borrower with certain information described below. 
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 The institution must inform the borrower about his or her rights under the Perkins Loan 

program including: 

a) The loan may be used only for educational expenses; and 

b) He or she must repay it. 

 
Before an institution makes the first disbursement to a student, the student shall sign the 
promissory note and the institution shall provide the student with the following information: 
 

 The name of the institution and the address to which communications and payments 

should be sent. 

 The principal amount of the loan and a statement that the institution will report the 

amount of the loan to a national credit bureau at least annually. 

 The stated interest rate on the loan. 

 The yearly and cumulative maximum amounts that may be borrowed. 

 An explanation of when repayment of the loan will begin and when the borrower will be 

obligated to pay interest that accrues on the loan. 

 The minimum and maximum repayment terms which the institution may impose and the 

minimum monthly repayment required. 

A statement of the total cumulative balance owed by the student to that institution and an 
estimate of the monthly payment amount needed to repay that balance. 
 

 Special options the borrowers may have for loan consolidation or other refinancing of 

the loan. 

 The borrower's right to prepay all or part of the loan, at any time, without penalty. 

 A definition of default and the consequences to the borrower, including a statement that 

the institution may report the default to a national credit bureau. 

 

 The effect of accepting the loan on the eligibility of the borrower for other forms of 

student assistance. 

 The amount of any charges collected by the institution at or prior to the disbursement of 

the loan and any deduction of such charges from the proceeds of the loan or paid 

separately by the borrower. 
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 Any cost that may be assessed on the borrower in the collection of the loan including 

late charges and collection and litigation costs. 34 CFR § 674.16 (a)(1) (West, 

WESTLAW through Mar. 19, 2002). 

 The Department of Defense has repayment programs for Perkins loans. 

 
This information should be provided in writing as part of the application material, as part of the 
promissory note or on a separate form. The signed promissory note signifies the beginning of 
the loan process. It is extremely important that all institutions use only the most recent 
promissory note provided by the Department of Education and that no substantive changes are 
made to the document. 
 
 
(34 CFR § 674.41) Communication with Borrowers 
 
While billing and collection activities involve many steps, there are general requirements that 
your school must adhere to at all times. You must: 
 

 Inform the borrower of all program changes that affect his or her rights and 

responsibilities. 

 Your school must respond promptly to the borrower’s inquiries. 

 If a borrower disputes a loan and you cannot resolve the dispute, you must explain the 

services provided by the Department’s Federal Student Aid (FSA) Ombudsman Group. 

 Keep the borrower informed, on a timely basis, of all changes in the program that affect 

his or her rights or responsibilities. 

 Respond promptly to all inquiries from the borrower. 

 
Keeping current information on a borrower makes it easier for the school to know when 
repayment must begin and where to send billing notices. The various offices at the school—the 
admissions, business, alumni, placement, financial aid, and registrar’s offices, and others, as 
necessary—must provide any available information about the borrower that is relevant to loan 
repayment, including: 
 

 the borrower’s current enrollment status; 

 the borrower’s expected graduation or termination date; 

 the date the borrower officially withdraws, drops below halftime enrollment, or is 

expelled; and 

 the borrower’s current name, address, telephone number, Social Security number, and 

driver’s license number (if any). 
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Perkins Borrowers Who Graduate or Drop Below Half-Time Enrollment Status 
 
The appropriate action is the same for each of the loan funds. 
The institution must monitor enrollment status and schedule an exit interview: 

 Prior to graduation or 

 Within 30 days of learning the student has dropped below half-time enrollment 
If the student does not participate in the interview, mail the documents within 30 days. 
 
Perkins Exit Interviews 
The Exit Interview is a counseling session held when the student is no longer enrolled as at least 
a half-time student. The institution can establish sessions just prior to graduation but must also 
counsel borrowers during any semester when the enrollment drops below half-time status. At 
the beginning of each semester, the institution must identify any borrower who is not currently 
enrolled and conduct an exit interview. 
 
34 CFR § 674.42 Contact with the Borrower 
Institutions shall conduct Exit Interviews. The exit interview must include an explanation of the 
borrower’s rights and responsibilities and a disclosure of specific information to the borrower. 
More specifically, the person conducting the exit interview (counselor) must: 
 

 Review and update the information in the initial loan counseling session. 

 Obtain the name and address of borrower’s expected employer. 

 Update all of the repayment terms. See 34 CFR § 674.42(a) for a complete list of written 

documentation that must be provided to the borrower along with a copy of the 

promissory note. 

 Describe consequences of default, including adverse credit reports, litigation, and 

assignment to a collection agency. 

 Explain that the borrower must repay the full amount of the loan even if he or she is 

dissatisfied with the school’s educational or other services. 

 Suggest to the borrower debt management strategies that would facilitate repayment.  

 Provide contact information for the Student Loan Ombudsman’s office and provide an 

explanation of the services that office provides. 
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The Ombudsman’s Office is a resource for schools, collection agencies and borrowers when 
they have difficulties in interpreting or resolving questions about student loan policies. 
 
Contact information for the Office of the Ombudsman is as follows: 
 
U.S. Department of Education 830 First St., NE 
Mailstop # 5144 
Washington, D.C. 20202-5144 Ph: (877) 557-2575 or (202) 377-3800 
Fax: (202) 257-0549 
Web site: http://fsahelp.ed.gov 
 

 Inform the borrower of the availability of Title IV loan information in the National Student 
Loan Data System (NSLDS). 

 The institution must maintain documentation of each exit-counseling interview. 
 
 
Perkins Grace Period Contacts 
 
A grace period is the time frame immediately following the student’s dropping below half-time 
enrollment status and immediately preceding the date of the first required payment. All federal 
student loans have a grace period, which provides a borrower an opportunity to find employment 
before being required to start repayment of their loan obligation. The length of the grace period 
will vary depending on the loan program and statutory/regulatory requirements at the time of 
loan disbursement. 
 
34 CFR § 674.42(c) Grace Period Contacts 
 
Perkins Loans have two types of grace periods: 
 

 Initial Grace is the nine consecutive months following the student’s drop below half- time 
enrollment status. The initial grace period isn’t “used up” during shorter periods of no 
enrollment. For instance, if a borrower misses a semester (4 months), but resumes 
studies at least half-time, the borrower is still eligible for the full 9-month grace period 
when he/she drops below half-time enrollment or graduates. 
 

 Post Deferment Grace is a six-month period following the end of certain deferments. 
Interest does not accrue and principal need not be paid during grace periods. 

 
A school must contact the borrower during both initial and post deferment grace 
periods to remind him or her when repayment will begin or resume. 
 
Your school must contact the borrower three times during the nine month-initial grace period. 
The school must also contact the borrower twice during any six-month post-deferment grace 
period. The chart on the next page shows the length of initial and post-deferment grace periods 
for Perkins Loans. 
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 The first contact must be 90 days after any grace period (initial or post-deferment) begins. 
The school must remind the borrower that he or she is responsible for repaying the loan. 
The school must also inform the borrower of the amount of principal and interest, as 
projected for the life of the loan, and the due date and amount of the first (or next) payment 
 

 The second contact must be 150 days after any grace period begins, when the school 
must again remind the borrower of the due date and amount of the first (or next) payment. 
For six-month grace periods, the second contact should coincide with the first billing 
notice. These two notices may be combined. 
 

 For nine-month grace periods, the school must make a third contact 240 days after the 
grace period begins to remind the borrower of the date and amount of the first payment. 
This contact should coincide with the first billing notice. Again, the school may combine 
the two notices. 

 

Perkins Deferments 
 
Borrowers in the Federal Perkins Loan program may have their loan payment deferred under 
certain circumstances prescribed by law. During a period of deferment interest does not accrue 
and principal payments do not come due. After deferment, borrower is entitled to a post-
deferment grace period of six consecutive months. 
Please check the regulations for detailed information. 34 CFR § 674.34-37 
 

 Institution is responsible for granting deferment. 

 The borrower must request (except in case of student deferment). 

 Schools must automatically defer loans during periods when borrower is performing 

service that will qualify him or her for loan cancellation. Borrower need not apply for 

concurrent deferment. 34 CFR §§ 674.34(c), 674.52(d). 

 The institution provides deferment forms. 

 The institution determines the type of documentation and information required to 

support the request. 

 Institution determines the deadline for providing the documentation. 

 The borrower must reapply for deferment at least once a year. 

 A borrower is not entitled to a deferment on a defaulted loan. If the borrower signs a 

new repayment agreement, however, a school may grant a deferment even if the school 

has “accelerated” the loan. The school would have to undo the loan acceleration before 

granting the deferment. 
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Deferments for all Perkins Loans (regardless of disbursement date) 
In-school (SD and WD) 
A borrower may defer repayment of a Perkins Loan if he or she is enrolled at least half-time in 
an eligible school. 
 
Graduate fellowship deferment (JD) 
A borrower may defer repayment if he or she is enrolled and in attendance as a regular student 
in a course of study that is part of a graduate fellowship program approved by the Department, 
including graduate or postgraduate fellowship-supported study (such as a Fulbright grant) 
outside the United States. 
 
Economic hardship (QD) 
A borrower is entitled to an economic hardship deferment for periods of up to one year at a time, 
not to exceed three years cumulatively, if the borrower provides the school with satisfactory 
documentation showing that he or she is within any of the following categories: 
 

1. has been granted an economic hardship deferment for either a Stafford or PLUS Loan for 
the same period of time for which the Perkins Loan deferment has been requested; 
 

2. is receiving federal or state public assistance, such as Temporary Assistance to Needy 
Families (formerly, Aid to Families with Dependent Children), Supplemental Security 
Income, Food Stamps, or state general public assistance; 

 
3. is working full time and is earning a total monthly gross income that does not exceed 150 

percent of the poverty line for the borrower’s family size; 
 

4. is not receiving total monthly gross income that is more than twice the amount in (3) above 
and that income minus an amount equal to the borrower’s monthly payments on federal 
postsecondary education loans does not exceed the amount specified in (3) above; 

 
5. is working full time and has a federal educational debt burden that is 20% or more of the 

borrower’s total monthly gross income and the borrower’s total monthly gross income 
minus such burden is less than 220% of the amount specified in (3) above; or 

 
6. is serving as a volunteer in the Peace Corps. 

 
Seeking full-time employment (LD) 
A borrower may defer repayment on a Perkins Loan for up to three years, regardless of 
disbursement date and contrary provisions on the promissory note, if the borrower is seeking 
and unable to find full-time employment. Schools may determine the documents the borrower 
must provide to apply for this deferment. 
To receive deferment for enrollment in a graduate fellowship program, the borrower must provide 
certification that he or she is engaged in full-time study in an approved graduate fellowship 
program (or has been accepted by the program). 
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Rehabilitation training (KD) 
A borrower may defer repayment if he or she is enrolled in a course of study that is part of a 
Department-approved rehabilitation training program for disabled individuals. 
 

 To receive this deferment, the borrower must provide the school with certification that: 
 

 the borrower is receiving, or scheduled to receive, rehabilitation training from the 
agency; 

 
 

 responsible for programs in vocational rehabilitation, drug abuse treatment, mental health 
services, or alcohol abuse treatment; or by the Department of Veterans Affairs; and 
 

 the agency provides or will provide the borrower rehabilitation services under a written 
plan that (1) is individualized to meet the borrower’s needs; (2) specifies the date that 
services will end; and (3) is structured in a way that requires substantial commitment from 
the borrower. 

 
A substantial commitment from the borrower is a commitment of time and effort that would 
normally prevent the borrower from holding a full-time job either because of the number of hours 
that must be devoted to rehabilitation or because of the nature of the rehabilitation. 
 
Military Service Deferment (MZ) 
A borrower who is serving on active duty or performing qualifying National Guard duty in 
connection with a war, military operation, or national emergency does not need to pay principal 
or interest on Perkins, NDSLs, and Defense Loans. 
 
Military Service, Post Demobilization deferment (DM) 
The Military Service deferment period ends 180 days after the borrower’s demobilization date 
for the eligible active duty or National Guard service. 
 
Active Duty Student Deferment (SM) 
The College Cost Reduction and Access Act (CCRAA) created a new military deferment for 
borrowers enrolled in an eligible postsecondary school. Effective October 1, 2007, borrowers 
who are members of National Guard or Armed Forces Reserve, and members of the Armed 
Forces who are in retired status, are eligible for a 13 month period of deferment on repayment 
of their Perkins loans following the completion of their active duty military service if they were 
enrolled in a postsecondary school at the time of, or within six months prior to, their activation. 
If the borrower re-enrolls in postsecondary school prior to the expiration of the 13-month period, 
the deferment ends on the date the student re-enrolls. 
Unlike the military service deferment described above, students receiving the active duty student 
deferment need not be activated during a war, national emergency, or other military operation. 
For purposes of the active duty student deferment, "active duty" has the same meaning as in 
Section 101(d)(1) of Title 10, United States Code, but does not include active duty for training or 
attendance at a service school/academy. Members of the National Guard may qualify for this 
deferment for Title 32 full-time National Guard duty under which a Governor is authorized, with 



20____________________________________________
_____________________________________________
____________________________________________ 

the approval of the President or the U.S. Secretary of Defense, to order a member to State active 
duty and the activities of the National Guard are paid for by federal funds; or for State active duty 
under which a Governor activates National Guard personnel based on State statute or policy, 
and the activities of the National Guard are paid for by State funds. 
 
Many borrowers may also be eligible for the military service deferment, and a student may 
receive both deferments if eligible. If a student receives both, the overlapping periods of 
deferment will run concurrently. 
 
Deferments for Loans Made Before July 1, 1993 
Parenting Deferments 
A borrower may defer repayment (and interest will not accrue) during a period of up to one year 
if the borrower is a mother of a preschool-age child, provided the mother is working (or going 
back to work) at a salary that is no more than $1.00 above the minimum hourly wage. 
A borrower may also defer repayment for up to six months if the borrower is pregnant, or if he 
or she is taking care of a newborn or newly adopted child. This deferment is called a parental 
leave deferment. The borrower must be unemployed and not attending school and must apply 
for deferment within six months of leaving school or dropping below half-time status. 
 
Hardship Deferments 
Loans disbursed before July 1, 1993 are eligible for an additional type of hardship deferment, 
which is separate and different from an economic hardship deferment. A borrower may defer 
repayment for hardship, as determined by the school (for example, if the borrower is facing a 
prolonged period of illness or unemployment). A borrower may qualify for unlimited deferments 
due to hardship. 
Interest will continue to accrue during the hardship deferment. Also, hardship deferments do not 
have post-deferment grace periods. 
 
Internship/Residency Deferment 
A borrower who is serving in a medical internship or residency program is not considered to be 
in school for deferment purposes and may not receive an in-school deferment on that Perkins 
Loan for the internship or residency program; however, the borrower is eligible for an internship 
deferment for up to two years. 
 
The internship must also be required by a state licensing agency as a prerequisite for certification 
of the individual for professional practice or service. The borrower must provide the school 
certification from an official of the appropriate state licensing agency indicating that the 
successful completion of the internship is required by the state licensing agency as a prerequisite 
for certification for professional practice or service. The borrower must further provide a 
statement from the organization where the borrower will be an intern certifying: 
 

 that applicants must hold a bachelor’s degree to be admitted into the internship 

program; 

 that the borrower has been accepted into the internship program; and 

 the dates when the borrower is expected to begin and complete the program. 
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Deferment Exclusive to Perkins Loans Made Before July 1, 1993, and NDSLs Made 
Between October 1, 1980, and July 1, 1993 
The deferments in this section are only available for Perkins Loans made before July 1, 1993, 
and NDSLs made between October 1, 1980 and July 1, 1993. See the subsections following this 
list for more details on these deferments and for information on additional deferments. 
 

 A borrower may defer repayment for up to three years and interest will not accrue while 
he or she is: 
 

 a member of the U.S. Army, Navy, Air Force, Marines, or Coast Guard; 
 

 a member of the National Guard or the Reserves serving a period of full-time active duty 
in the armed forces; 

 

 an officer in the Commissioned Corps of the U.S. Public Health Service; 
 

 (for Perkins Loans made before July 1, 1993, only) on full-time active duty as a member 
of the National Oceanic and Atmospheric Administration Corps; 

 

 a Peace Corps or Americorps* VISTA (under Title I, Part A of the Domestic Volunteer 
Service Act of 1973) volunteer or comparable service (see below); 

 

 temporarily totally disabled or unable to work because he or she must care for a spouse 
or other dependent who is so disabled; 

 

 (for Perkins Loans made before July 1, 1993, only) a working mother (up to 12 months 
deferment); and 

 

 (for Perkins Loans made before July 1, 1993, only) a new parent (up to six months 
deferment). 
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Perkins Forbearance 
34 CFR § 674.33(d) 
 
Forbearance is usually a temporary postponement of payments. Forbearance is available for all 
loans made under the Federal Perkins Loan Program, regardless of when they were made. 
 
The borrower may alternatively request an extension of time allowed for making payments or 
the acceptance of smaller payments than were previously scheduled. 
Schools may grant forbearance to borrowers who are experiencing financial hardship or poor 
health, or for other acceptable reasons. For example, the Department strongly encourages 
schools to grant periods of forbearance to borrowers who are serving in AmeriCorps. Also, the 
Department may authorize periods of forbearance due to a national military mobilization or other 
national emergency. 
 
Borrowers must request forbearance and provide supporting documentation of the reason for 
forbearance. (Schools may now process forbearance requests based on a verbal request from 
a borrower.) The school and borrower must agree to the terms of the forbearance. The school 
confirms this agreement by notice to the borrower and by recording the terms in the borrower’s 
file. 
 
Schools may grant the borrower forbearance for a period of up to one year at a time. The 
forbearance may be renewed, but the periods of forbearance collectively may not exceed a total 
of three years. A school may apply an authorized period of forbearance to begin retroactively 
(that is, to begin on an earlier date than the date of the borrower’s request) if the borrower 
requests that the school do so and if he or she provides adequate documentation to support the 
request. 
 
Schools may not include periods of forbearance in determining the 10-year repayment period. 
 
Hardship 
A school must grant forbearance if the total amount the borrower is obligated to pay monthly on 
all FSA loans is equal to or greater than 20% of the borrower’s total monthly gross income. Total 
monthly gross income is the gross amount of income received by the borrower from employment 
(either full-time or part-time) and from other sources. 
To receive forbearance for hardship, the borrower must submit at least the following 
documentation: 
 

 evidence of the amount of the borrower’s most recent total monthly gross income, AND 
 

 evidence of the amount of the monthly payments the borrower owes for the most recent 
month on his or her FSA loans 
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Perkins Cancellation 
 
Cancellation means that the borrower does not repay part or all of the principal balance. A 
borrower may have all or part of his or her loan cancelled for engaging in certain occupations, 
such as teaching, public service, the Peace Corps or serving in the 
U.S. Military. The school determines whether the borrower has met the criteria for cancellation 
according to federal law. 
 
Cancellation Conditions for Perkins Loans 
 

Cancellation Types  
All Perkins Loans All Perkins Loans 

Low Income School Teacher 100% 

Special Education Teacher 100% 

Shortage Area Subject Teacher 100% 

Nurse or Medical Technician 100% 

Child or Family Services 100% 

Early Intervention 100% 

Law Enforcement or Corrections Officer 100% 

Head Start 100% 

Military Cancellation 
Prior to 8/14/2008 50% 
After 8/14/2008 100% 

Volunteer Services 70% 

Fire Fighters 100% 

Tribal College of University Faculty Service 100% 

Librarian 100% 

Speech Language Pathology 100% 

 
Non-Service Discharge Conditions for Perkins Loans 
 

Non Service Discharge Types All Perkins Loans 

Discharge for Death 100% 

Discharge for Permanent Disability 100% 

Discharge for spouses of September 11, 2001 victims 100% 

Discharge for Bankruptcy 100% 
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Service Cancellations For all Perkins Loans 
 
Note: With the exception of cancellations for Head Start, military (prior to 8/14/08) and volunteer 
service, the cancellation rate per completed academic year of full-time teaching or for each year 
of otherwise qualifying full-time service is 15% of the original principal loan balance for each of 
the 1st and 2nd years, 20% of the original principal loan balance for each of the 3rd and 4th 
years, and 30% of the original principal loan balance for the 5th year. 
 
Cancellation for Teaching in Low-Income Schools 
A cancellation based on teaching in a school serving students from low-income families may be 
granted only if the borrower taught in an eligible school that is listed in the Directory of 
Designated Low-Income Schools for Teacher Cancellation Benefits. The Department compiles 
and publishes this directory of low-income schools annually after consulting with each state’s 
educational agency. The Directory lists, on a state-by-state and territory-by-territory basis, the 
schools in which a borrower may teach during the school year to qualify for deferment and 
cancellation benefits.  
 
A teacher in a designated low-income elementary or secondary school who is employed by an 
educational service agency may qualify for a teacher cancellation. In addition, a teacher in a 
designated low-income elementary school, secondary school, or location operated by an 
educational service agency may qualify for a teacher cancellation. The Department will 
determine whether a school or location operated by an educational service agency is low-income 
pursuant to regulations of the Department and after consultation with the State education 
agency. 
 
Cancellation for teaching in special education 
A person who provides one of the following services does not qualify as a teacher unless (1) 
that person is licensed, certified, or registered by the appropriate state education agency for that 
area in which he or she is providing related special educational services and (2) the services 
provided by the individual are part of the educational curriculum for handicapped children: 
 

 speech and language pathology and audiology; 
 

 physical therapy; 
 

 occupational therapy; 
 

 psychological and counseling services; or 
 

 recreational therapy. 
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Cancellation for Teaching in a Field of Expertise (shortage area) 
For a borrower to be considered as teaching in a field of expertise that has been identified by a 
state education agency to have a shortage of teachers, the majority of classes taught must be 
in that field of expertise. 
A borrower who is teaching in science, mathematics, foreign language, or bilingual education 
qualifies for cancellation even if the State has not designated the subject area in which he or she 
is teaching as a shortage area. 
 
Other Categories of Service Cancellations 
 
Nurse or Medical Technician Cancellation 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served full time as a 
nurse or medical technician providing health care services. The borrower must provide health 
care services directly to patients. 
 
Child or Family Services Cancellation 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served full time as a 
employee of an eligible public or private nonprofit child or family service agency and has directly 
and exclusively provided services to high-risk children who are from low-income communities or 
has supervised the provision of such services. To receive loan cancellation for being employed 
at a child or family service agency, a borrower employed in a non-supervisory capacity must be 
providing services only to high-risk children who are from low-income communities. The 
borrower must provide services directly and exclusively to high-risk children from low-income 
communities. The borrower may also be providing services to adults, but these adults must be 
members of the families of the children for whom services are provided, and the services 
provided to adults must be secondary to the services provided to the high-risk children. 
 
The types of services a borrower may provide to qualify for a child or family service cancellation 
include child care and child development services, health, mental health and psychological 
services, as well as social services. The Department has determined that an elementary or 
secondary school system or a hospital is not an eligible employing agency. 
 
Early Intervention Cancellation 
Schools must cancel up to 100% of a Perkins Loan if the borrower has been employed full time 
as a qualified professional provider of early intervention services in a public or other nonprofit 
program under public supervision. 
 
Law Enforcement or Corrections Officer Cancellation 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served full time as a 
qualifying law enforcement or corrections officer. 
To establish the eligibility of a borrower for the law enforcement or corrections officer cancellation 
provision, the school must determine that (1) the borrower’s employing agency is eligible and 
that (2) the borrower’s position is essential to the agency’s primary mission. 
 

1. A local, state, or federal agency is an eligible employing agency if it is publicly funded and 
its activities pertain to crime prevention, control, or reduction or to the enforcement of the 
criminal law. Such activities include, but are not limited to, police efforts to prevent, 
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control, or reduce crime or to apprehend criminals; activities of courts and related 
agencies having criminal jurisdiction; activities of corrections, probation, or parole 
authorities; and problems relating to the prevention, control, or reduction of juvenile 
delinquency or narcotic addiction. Agencies that are primarily responsible for enforcement 
of civil, regulatory, or administrative laws are ineligible. However, in recognition of the fact 
that the activities of many divisions and bureaus within local, state, and federal agencies 
pertain to crime prevention, control, or reduction, or to the enforcement of criminal law, 
the Department has determined that a sub-unit within a larger, non-law enforcement 
agency may qualify as a law enforcement agency for purposes of a law enforcement 
cancellation. 

 
2. For the borrower’s position to be considered essential to the agency’s primary mission, 

he or she must be a full-time employee of an eligible agency and a sworn law enforcement 
or corrections officer or person whose principal responsibilities are unique to the criminal 
justice system and are essential in the performance of the agency’s primary 

 
*Effective date: August 14, 2008 
The law enforcement/corrections officer cancellation is expanded to include full-time attorneys 
employed in Federal Public Defender Organizations or Community Defender Organizations, 
established in accordance with Section 3006A(g)(2) of Title 18, U.S.C. 
 
Head Start Cancellation 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served full time as a staff 
member in the educational part of a preschool program carried out under the Head Start Act. 
A full-time staff member is someone who is regularly employed in a full-time professional 
capacity to carry out the educational part of a Head Start Program. The program must operate 
for a full academic year, or its equivalent, and the borrower’s salary may not be more than that 
of a comparable employee working in the local educational agency. An authorized official of the 
Head Start Program must sign the borrower’s cancellation form to certify the borrower’s service. 
The cancellation rate is 15% of the original principal loan amount—plus the interest that accrued 
during the year—for each complete school year. 
*Effective date: August 14, 2008 
The Head Start cancellation is expanded to include full-time staff members in a pre-kindergarten 
or childcare program that is licensed or regulated by the State. 
 
Military Service Cancellation 
Schools must cancel up to 50% of a Perkins Loan if the borrower has served a period of full-
time active duty in the armed forces (that is, the U.S. Army, Navy, Air Force, Marine Corps, or 
Coast Guard), the National Guard, or the Reserves. The service must be in an area of hostilities 
or an area of imminent danger that qualifies for special pay under Section 310 of Title 37 of the 
U.S. Code. The cancellation rate for every complete year of qualifying service is 12.5% of the 
original principal loan amount plus any interest that accrued during the year. 
*Effective date: August 14, 2008 
The HEOA eliminates the 50 percent limitation on military service cancellations. Borrowers may 
now receive military service cancellation of up to 100 percent of the loan in increments of 15 
percent (for the first and second years of service); 20 percent (for the third and fourth years of 
service); and 30 percent (for the fifth year of service). 
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Volunteer Service Cancellation 
Schools must cancel up to 70% of a Perkins Loan if the borrower has served as a Peace Corps 
or Americorps*VISTA (under Title I, Part A of the Domestic Volunteer Service Act of 1973) 
volunteer. An authorized official of the Peace Corps or Americorps*VISTA program must sign 
the borrower’s cancellation form to certify the borrower’s service. Americorps volunteers do not 
qualify for this cancellation unless their volunteer service is with Americorps*VISTA. An 
Americorps*VISTA volunteer may only qualify for this cancellation if the Americorps*VISTA 
volunteer elects not to receive a national service education award for his or her volunteer service. 
The Americorps*VISTA volunteer must provide appropriate documentation showing that the 
volunteer has declined the Americorps national service education award. Schools apply 
cancellation for volunteer service in the following increments: 15%, 15%, 20%, 20%. 
 
Addition of New Public Service Cancellation Categories authorized by the HEOA signed 
into law on August 14, 2008 
Note: Eligible service performed on or after August 14, 2008, in these new cancellation 
categories will qualify a borrower for cancellation, regardless of whether the cancellation 
category appears on the borrower’s promissory note. The cancellation rate for each year of 
qualifying full-time service is 15% of the original principal loan balance for each of the 1st and 
2nd years, 20% of the original principal loan balance for each of the 3rd and 4th years, and 30% 
of the original principal loan balance for the 5th year. 
 
Full Time Fire Fighters 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served as a full time fire 
fighter with a local State of Federal fire department or fire district. 
 
Tribal College of University Faculty Service 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served as a full-time 
faculty member at a Tribal College or University. 
 
Librarian Service 
Schools must cancel up to 100% of a Perkins Loan if the borrower has served as a full time 
librarian with a masters degree in library science and who are employed in an elementary or 
secondary school that qualifies for Title I funding, or in a public library that serves a geographic 
area that includes one or more Title I schools. 
 
Speech-Language Pathology Service 
Schools must cancel up to 100% of a Perkins Loan if the borrower is a full-time speech language 
pathologist with a master’s degree working exclusively with Title I eligible schools. 
 

Non-Service Discharges 
 
Discharge for Death 
Schools must discharge the remaining balance of any Perkins Loan if the borrower dies. Schools 
must base their determination of death of the borrower on an original or certified copy of the 
death certificate, or an accurate and complete photocopy of the death certificate. 
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Discharge for Permanent Disability 
Schools must discharge the remaining balance of any Perkins Loan if the borrower becomes 
totally and permanently disabled. Total and permanent disability is the inability to work and earn 
money because of an injury or illness that is expected to continue indefinitely or to result in death. 
 
Effective date: July 1, 2008, subject to regulations, except for disability discharge requests based 
on  
Department of Veterans Affairs’ determinations. 
The HEOA provides for a discharge of a borrower’s Perkins Loan if the borrower is unable to 
engage in any substantial gainful activity by reason of any medically determinable physical or 
mental impairment that 
 

 can be expected to result in death; 
 

 has lasted for a continuous period of not less than 60 months; or 
 

 can be expected to last for a continuous period of not less than 60 months. 
 
 
In addition, a borrower who is determined by the VA to be unemployable due to a service-
connected disability also qualifies for a discharge on his or her Perkins Loan. The Department 
will issue additional guidance to Perkins loan holders describing the procedures for discharging 
these loans after working with the VA to identify the appropriate documentation to support a 
borrower’s eligibility for the discharge. 
 
Discharge for Spouses of September 11, 2001 Victims 
The Third Higher Education Extension Act of 2006 (THEAA) authorized the discharge of the 
outstanding balance of a Perkins Loan made to the spouse of an eligible public servant. An 
eligible public servant is a police officer, firefighter, or other safety or rescue personnel, or a 
member of the Armed Forces, who died or became permanently and totally disabled due to 
injuries suffered in the September 11, 2001 terrorist attacks. This discharge is only available on 
Perkins, NDSL, or Defense Loan amounts that were owed on September 11, 2001. The THEAA 
doesn’t authorize refunding of any payments made on a loan prior to the loan discharge date. 
 
Discharge for Bankruptcy 
Effective for bankruptcies filed on or after October 8, 1998, a borrower who receives a general 
discharge in bankruptcy does not by that order obtain a discharge of a loan that has been in 
repayment for seven years or more at the time of the bankruptcy filing. For these bankruptcies, 
a student loan is discharged by a general discharge order only if the borrower also obtains a 
court ruling that repayment of the loan would impose an undue hardship on the borrower and 
his or her dependents. 
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Perkins Billing Procedures 
 
Billing refers to that series of actions the school routinely performs to notify borrowers of 
payments due, remind them of overdue payments, and demand payment of overdue amounts. 
 
34 CFR § 674.43 Billing Procedures 
 
The school may choose a coupon payment system as its method of billing. The school must 
send the coupons to the borrower at least 30 days before the first payment is due when using a 
coupon payment system. 
 
If the school does not use a coupon system, it must, at least 30 days before the first payment is 
due, send the borrower a statement of account and a written notice giving the name and address 
of the party to which payments should be sent. The statement of account includes information 
such as the total amount borrowed, the interest rate on the loan, and the amount of the monthly 
payment. For subsequent payments, the school must send the borrower a statement of account 
at least 15 days before the due date of the payment. 
 
If the borrower chooses to make payments through electronic funds transfer, the school doesn’t 
have to send the borrower a statement of account before each payment. However, the school 
must send the borrower an annual statement of account that lists the required amounts and 
dates of repayment, as well as any information tracking the status of any late charges. 
 
34 CFR 674.43(b),(c),&(d) Procedures required when payments are overdue 
 
If a payment is overdue and you have not received a request for forbearance, deferment, or 
cancellation, you must send the borrower: 
 

 the first overdue notice 15 days after the payment due date; 
 

 the second overdue notice 30 days after the first overdue notice; 
 

 the final demand letter 15 days after the second overdue notice. 
 
In this notice, you must tell the borrower the amount of any late charge your school has 
assessed and whether your school has 
 

 added the charge amount to the principal amount as of the first day on which the 
payment was due; or 
 

 demanded payment of the charge no later than the first day on which the next 
installment is due. 
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You may skip the first two letters and send just the final demand letter within 15 days after a 
payment is overdue if the borrower’s repayment history has been unsatisfactory or if you can 
reasonably conclude the borrower does not intend to repay the loan or to seek forbearance, 
deferment, or cancellation. A borrower is considered to have an unsatisfactory repayment history 
if he or she has failed to make payments when due; has failed to request deferment, forbearance, 
or cancellation on time; or has received a final demand letter. 
 
The final demand letter must inform the borrower that unless the school receives a payment or 
a request for forbearance, deferment, or cancellation within 30 days of the date of the letter, the 
school will refer the account for collection or litigation and will report the default to a credit bureau 
as required by law. 
If mail sent to a borrower is returned undelivered, or if the borrower fails to respond, you must 
take steps to locate the borrower. These steps must include: 
 

 reviews of borrower records in all appropriate school offices; 
 

 reviews of telephone directories or inquiries to directory assistance at the borrower’s last 
known address, and attempting to reach the borrower by phone; and 

 

 attempting to locate and contact the borrower by electronic means. 
 
 
34 CFR 674.43(f) Contacting the borrower by telephone 
If the borrower does not respond to the final demand letter within 30 days of the date the letter 
was sent, you must try to contact him or her by telephone before beginning collection 
procedures. As telephone contact is often very effective in getting the borrower to begin 
repayment, one call may avoid the more costly procedures of collection. 
 
You should make at least two attempts to reach the borrower on different days and at different 
times. Example: Tuesday at 10 a.m.; second attempt Wednesday at 6 p.m. If the borrower has 
an unlisted telephone number, you must make reasonable attempts to obtain it by contacting 
sources such as the borrower’s employer or parents. If you are still unsuccessful, you should 
document the contact attempts in your files. 
 
 
Perkins Skiptracing 
Skiptracing is an integral part of the collection process. It used to be accomplished with just a 
telephone and a phone directory; however, today’s technology and changing regulatory 
requirements have made the process more complex. Institutions will want to incorporate 
Skiptracing into their regular collection duties.  If, however, after taking some initial steps to 
locate the borrower are unsuccessful, then it may be necessary to hire an outside agency to take 
additional steps to track down that borrower. 
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34 CFR § 674.44 Address Searches 
 
The school must take the following steps to locate the borrower if communications are returned 
undelivered (other than unclaimed mail) 
 

 review the records of all appropriate school offices, and 
 

 review printed or web-based telephone directories or check with information operators in 
the area of the borrower’s last known address 

 
If these methods are unsuccessful, you must continue efforts to locate the borrower, using either 
school personnel or a commercial skip-tracing firm. If you use school personnel, you must 
employ and document efforts comparable to commercial skip-tracing firms. If you still can’t locate 
the borrower after taking these steps, you must continue to make reasonable attempts at least 
twice a year until the loan is recovered through litigation, the account is assigned to the 
Department, or the account is written off. 
 
Perkins Assessment of Late Charges 
 
34 CFR § 674.43(b)(5) Late Charges 
 

 The assessment of late charges on an overdue Perkins Loan borrower is now optional. A 
school that adopts a policy of assessing late charges on an overdue Perkins Loan must 
impose them on all borrowers with overdue payments. The charge is based either on the 
actual costs the school incurs in taking steps to obtain the overdue amount or on average 
costs incurred in similar attempts with other borrowers. The charge may not exceed 20% 
of the installment payment most recently due. 
 

 If a school opts to charge late fees, the school may charge late fees only during the billing 
process; a school may not charge late fees once the school begins collections 
procedures. A school must also impose a late charge if a borrower’s payment is overdue 
and the borrower has not filed a complete request for forbearance, deferment, or 
cancellation on time. (To be complete, the request must contain enough information for 
you to confirm the borrower’s eligibility.) 

 
 
34 CFR § 674.43(e)(1) Loan Acceleration 
You may accelerate a loan if the borrower misses a payment or does not file for deferment, 
forbearance, or cancellation on time. Acceleration means immediately making payable the entire 
outstanding balance, including interest and any applicable late charges or collection fees. 
 
Because this marks a serious stage of default, the borrower should have one last chance to 
bring his or her account current. For that reason, if the school plans to accelerate the loan, it 
must send the borrower a written acceleration notice at least 30 days in advance. The notice 
may be included in the final demand letter or in some other written notice sent to the borrower. 
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If the loan is accelerated, you must send the borrower another notice to inform him or her of the 
date the loan was accelerated and the total amount due. Remember that acceleration is an 
option, not a requirement. However, if you plan to assign the loan to the Department for 
collection, you must first accelerate the loan. Once a loan has been accelerated, the borrower 
loses all rights to deferment and cancellation benefits for qualifying service performed after the 
date of acceleration 
 
34 CFR 674.45 Collection Procedures 
If a borrower is unresponsive and required billing procedures have been exhausted, your school 
will need to institute more intensive collections procedures. You must make a first effort to collect 
using either your own personnel or hiring a collection firm. Before beginning collection 
procedures, you must attempt all of the required contact methods described previously. You 
must also report the borrower to at least one nationwide credit bureau. If the school’s personnel 
or the collection firm cannot convert the account to regular repayment status by the end of 12 
months (or if the borrower does not qualify for forbearance, deferment, or cancellation), you have 
two options—either to litigate or to make a second effort to collect. 
 
A second effort to collect requires one of the following procedures: 

 If you first attempted to collect by using your own personnel, you must refer the account 
to a collection firm unless state law prohibits doing so. 

 If you first used a collection firm, you must attempt to collect by using your own personnel 
or by using a different collection firm, or the school must submit the account to the 
Department for assignment. If a collection firm (retained by a school as part of its second 
effort to collect) cannot place an account into regular repayment status by the end of 12 
months (or if the borrower does not qualify for forbearance, deferment, or cancellation), 
the firm must return the account to the school. 

 
If you are unsuccessful in your effort to place the loan in repayment after a second collection 
effort, you must continue to make yearly attempts to collect from the borrower until: 
 

 the loan is recovered through litigation; 

 the account is assigned to the Department; or 

 the loan is written off. 
 
 
34 CFR § 674.45(e) Assessing Costs  
Your school must assess charges against the borrower, for the cost of actions taken with regard 
to past-due payments on the loan (not routine billing costs). 
 
34 CFR 674.45(e)(3) Reasonable Collection Costs 
 
For loans referred to a collection agency on or after July 1, 2008, collection costs charged the 
borrower may not exceed for first collection effort-—30% of the principal, interest, and late 
charges collected; second and subsequent collection efforts—40% of the principal, interest, and 
late charges collected; for collection efforts resulting from litigation, 40% of principal, interest, 
and late charges collected, plus court costs. 
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34 CFR 674.47) Charging Costs to The Fund 
If your school cannot recover billing and collection costs from the borrower, you may charge the 
costs to the fund, provided the costs fall within the specifications described in the following 
paragraphs. (Collection costs are included in the ACA, but if collection costs exceed the ACA, 
you must report the additional costs in the separate collection costs category on the FISAP.) 
Note that a school may not request a Perkins ACA if it has not made any Perkins loans during 
the year. 
 
The only billing costs a school may charge the fund are the costs of telephone calls made to 
demand payment of overdue amounts not paid by the borrower. Even if the amount recovered 
from the borrower does not suffice to pay the amount of the past-due payments and the penalty 
or late charges, the school may charge the fund only for the unpaid portion of the actual cost of 
the calls. 
 
34 CFR 674.47(d) Collection Costs Waiver 
A school may waive a percentage of the collection costs past-due on a loan if a borrower agrees 
to a written repayment arrangement. The percentage of collection costs that may be waived is 
equal to the percentage of the past-due balance paid by the borrower within 30 days of the date 
on which the borrower and the school enter into the written repayment agreement. A school may 
waive 100% of the collection coasts due on a loan in return for a lump-sum payment of the full 
amount of principal and interest outstanding. 
 
For a complete list of collection costs that may be charged to the Perkins Loan Fund if waived: 
https://ifap.ed.gov/fsahandbook/attachments/1718FSAHdbkVol6Ch5.pdf 
 
34 CFR § 674.48 Use of Contractors 
Your school may use a contractor for billing or collection, but it is still responsible for complying 
with due diligence regulations regarding those activities. For example, the school, not the billing 
or collection firm, is responsible for deciding whether to sue a borrower in default. The school is 
also responsible for decisions about cancelling or deferring repayment, granting forbearance, 
extending the repayment period, and safeguarding the funds collected.  
If you use a billing service, you may not use a collection firm that owns or controls the billing 
service or is owned or controlled by the billing service. In addition, you may not use a collection 
firm if both the collection firm and billing service are owned or controlled by the same corporation, 
partnership, association, or individual. 
 
34 CFR 674.45(a)(1)&(b) Credit Bureau Reporting 
Credit bureau reporting requirements vary among the loan programs. Collectors should be 
aware that the Fair Credit Reporting Act (FCRA) and the credit bureau’s policies also affect 
reporting and maintaining the data. 
 
A school must report an account to credit bureaus as being in default when a borrower fails to 
respond to the final demand letter or the telephone contact. You must report the default to any 
one national credit bureau or to an affiliated credit bureau that transmits credit information to one 
of the three national credit bureaus with which the Department has an agreement. 
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You must report any subsequent changes in the status of the borrower’s account to the same 
national credit bureau, using the procedures required by that credit bureau. You must respond 
within one month to any inquiry received from any credit bureau about reported loan information. 
Finally, you must notify all credit bureaus to which you reported the default when a borrower 
makes consecutive, on-time monthly payments. 
 
Reporting all credit history is essential to ensure that current and future creditors have complete 
information regarding the credit obligations of the borrower. 
 
Under the Fair Credit Reporting Act, a borrower may appeal the accuracy and validity of the 
information reported to the credit bureau and reflected in the credit report. You should be 
prepared to handle the appeal and make necessary corrections to the report as required by the 
provisions of the Act. 
 
34 CFR 674.47(g) Ceasing Collection 
A school may cease collection activity on defaulted accounts with balances of less than $200 
(including outstanding principal, accrued interest, collection costs, and late charges) if the school 
carried out the required due diligence and if the account has had no activity for four years. 
Although interest will continue to accrue and may put the account over $200, you will not have 
to resume collection activity if you document that you ceased collection activity when the account 
was under $200. The borrower will remain responsible for repaying the account, including 
accrued interest. The borrower will still be in default and ineligible for FSA funds and the account 
will still be included in the school’s cohort default rate, if applicable. 
 
Alternatives to Litigation 
To avoid litigation, a school may offer to waive collection costs as incentive for repayment. You 
may waive all collection costs on a loan if the borrower makes a lump-sum payment of the entire 
amount outstanding, including principal and interest; a written repayment agreement is not 
required. You may also waive a portion of the collection costs on a loan if the borrower agrees 
to pay a corresponding portion of the loan within 30 days of entering into a written repayment 
agreement with the school. For example, if the borrower repays half of the outstanding balance 
on a loan within 30 days of the agreement, the school may waive half of the collection costs 
incurred through the date of that payment. The amount of waived collection costs may be 
charged to the Perkins Loan fund. 
 
You may compromise the repayment of a defaulted loan if you have fully complied with all due 
diligence requirements and the borrower pays, in a single lump-sum payment, at least 90% of 
the outstanding principal balance, plus all interest and collection fees. The federal share of the 
compromise repayment must bear the same relation to the school’s share as the Federal Capital 
Contribution (FCC) bears to the Institutional Capital Contribution (ICC). 
 
A borrower may rehabilitate a defaulted Perkins Loan by making nine consecutive, on-time, 
monthly payments. A rehabilitated Perkins Loan is returned to regular repayment status. 
A borrower may include his or her defaulted Perkins Loan in a Direct Consolidation Loan. The 
amount eligible for consolidation is the sum of the unpaid principal, accrued unpaid interest, late 
charges, and outstanding collection costs. A defaulted loan that is being repaid under a court 
order remains in default status until paid and is not eligible for consolidation. 
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34 CFR § 674.46 Litigation 
If the collection procedures prescribed in the regulations do not result in the repayment of a loan, 
the school must review the account for litigation once every two years. If all the conditions are 
met, the school must litigate. The conditions are 
 

 the total amount owed, including outstanding principal, interest, collection costs, and late 
charges, on all the borrower’s Perkins Loans at the school is more than $500; 
 

 the borrower can be located and served with process; 
 

 the borrower either has enough assets attachable under state law to cover a major portion 
of the debt or enough income that can be garnished under state law to satisfy a major 
portion of the debt over a reasonable period of time (defining a “reasonable period of time” 
is left to the school); 

 

 the borrower does not have a defense that will bar judgment for the school; and 
 

 the expected cost of litigation (including attorneys’ fees) does not exceed the amount that 
can be recovered from the borrower. 

 
Even if all the above conditions are not met, your school may still choose to sue a defaulted 
borrower. If the borrower has a partial defense that may bar judgment for the school, you must 
weigh the costs of litigation against the costs of recovery based on the amount of the enforceable 
portion of the debt. No federal or state statute of limitation can apply to enforcement actions to 
collect Perkins Loans. 
Your school must attempt to recover from the borrower all litigation costs, including attorneys’ 
fees, court costs, and other related costs, to the extent permitted by applicable state law. You 
are also required to try to recover all costs previously incurred in the collection of overdue 
payments if the borrower has not paid these collection costs; a percentage of these unrecovered 
costs may be charged to the fund as explained later in this chapter under Billing and Collection 
Costs. 
When a school has filed suit to collect a defaulted Perkins Loan and a judgment has been 
rendered on the loan, the borrower is obligated to repay only the amount of the judgment 
obtained on the loan. A defaulted loan that is being repaid under court order remains in default 
status until paid and is not eligible for consolidation. After a judgment is satisfied on the defaulted 
loan, the student is again eligible for future awards under these programs if all other eligibility 
criteria are met. 
 
Regaining Eligibility for Federal Student Aid 
To the extent that he or she is otherwise eligible, a borrower who is in default on a Perkins Loan 
may regain eligibility for federal student aid by making satisfactory repayment arrangements on 
his or her defaulted loan. For purposes of regaining eligibility for federal student aid, a borrower 
who is in default on a Perkins Loan can regain eligibility by making six on-time, consecutive, 
monthly payments on the defaulted loan. A borrower may regain eligibility only once in this way. 
After a borrower has made six on-time, consecutive, monthly payments on the defaulted loan 
the school must appropriately update the borrower’s loan status code in the National Student 
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Loan Data System. Note that a borrower who makes six payments in the course of rehabilitating 
a defaulted loan but does not seek additional Title IV aid will not be considered to have used the 
one time opportunity to regain eligibility. Note that a borrower whose Perkins Loan is in default 
also can regain eligibility for federal student aid by consolidating his or her Perkins Loan. 
 
34 CFR 674.39 Rehabilitation of a Perkins Loan 
Your school must establish a rehabilitation program and notify all borrowers with defaulted loans 
of the option to rehabilitate and the advantages of rehabilitation. A borrower may rehabilitate a 
defaulted Perkins Loan by making full monthly payments, as determined by the school, each 
month for nine consecutive months and requesting rehabilitation. 
Borrowers may not rehabilitate loans on which the holder has obtained a judgment. However, 
your school may enter into an agreement with the borrower that provides the borrower with some 
of the benefits of rehabilitation. For example, your school could promise to vacate the current 
judgment and request the removal of the default from the borrower’s credit report after the 
borrower makes nine consecutive payments and signs a new promissory note. 
 
The rehabilitation payments should be sufficient to satisfy the outstanding balance on the loan 
within a 10-year repayment period. A school may not establish a loan rehabilitation policy that 
requires defaulted Perkins Loan borrowers to pay the full outstanding balance of the loan within 
the nine-month rehabilitation period, if such payments would create a hardship for the borrower. 
In most cases, such a policy would require a borrower to make excessively high monthly 
payments, and would, in effect, deny the borrower access to a statutorily mandated benefit of 
the Perkins Loan Program.  
Within 30 days of receiving the borrower’s last on-time consecutive monthly payment, you must 
 

 return the borrower to regular repayment status; 

 treat the first of the nine consecutive payments as the first payment in a new 10-year 
repayment schedule; and 

 instruct any credit bureau to which the default was reported to remove the default from 
the borrower’s credit history. 

 
After rehabilitating a defaulted loan and returning to regular repayment status, a borrower 
regains the benefits and privileges of the promissory note, including deferment and cancellation. 
If a borrower chooses to rehabilitate a defaulted loan and then fails to make nine consecutive 
on-time payments, the rehabilitation is unsuccessful, but the borrower may still make further 
attempts to rehabilitate the defaulted loan. Also, if a borrower successfully rehabilitates a 
defaulted loan and maintains good standing on the loan, the borrower may continue to attempt 
to rehabilitate other defaulted Perkins loans. However, if the borrower successfully rehabilitates 
a defaulted loan, but the loan later returns to default, the borrower may not attempt to rehabilitate 
that loan again or any other defaulted Perkins Loan. 
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Perkins Cohort Default Rate 
34 CFR § 674.5 Perkins Cohort Default Rates 
Your school’s cohort default rate is calculated for a particular year based on information you 
report in Part 3, Sections D and E, of the FISAP. For detailed information on how your school’s 
cohort default rate is determined, see Part III of the FISAP Instructions available under 
“Publications” on the IFAP website. 
34 CFR 674.5(b) How the Perkins Loan Default Rate Is Calculated 
For any award year in which 30 or more borrowers enter repayment, the cohort default rate is 
the percentage of those current and former students who enter repayment in that award year on 
loans received for attendance at that school and who default before the end of the following 
award year. 
34 CFR 674.5(c) Loans Included In the Cohort Default Rate 
For any award year in which fewer than 30 current and former students at the school enter 
repayment on a loan received at the school, the cohort default rate is the percentage of those 
current and former students who entered repayment on loans received for attendance at that 
school in any of the three most recent award years and who defaulted on those loans before the 
end of the award year immediately following the year in which they entered repayment. 
 
 
For purposes of the cohort default rate, a loan enters repayment only once in its life. This 
repayment begins the day after the end of the initial grace period or the day that the borrower 
waives his or her initial grace period. 
A borrower is included in determining the school’s cohort default rate if the borrower’s default 
has persisted for at least 240 consecutive days for a loan repayable monthly or 270 consecutive 
days for a loan repayable quarterly. 
 
34 CFR 674.5(c)(3) Loans Not Included In Cohort Default Rate 
The following loans are not treated as defaults when reporting borrower status on Part III of the 
FISAP: 
 

 Loans on which borrowers have made six on-time, consecutive voluntary, full monthly 
payments. 

 Loans on which borrowers have “voluntarily” made all payments currently due. 

 Loans that borrowers have repaid in full. 

 Loans for which borrowers have received deferments or forbearance based on 
conditions that began prior to loans becoming 240/270 days past due. 

 Loans that have been rehabilitated. 

 Loans repaid in full under a compromise repayment agreement in accordance with 
674.33(e). 

 Loans that have been discharged due to death or total and permanent disability, 
bankruptcy, or a school closing. 

 Loans that have been assigned to the ED because of the total and permanent disability 
of the borrower 
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Defined Terms: 
 
Cohort = all borrowers who enter repayment during fiscal year 2016 
Defaulted Cohort = all borrowers in Cohort who have defaulted as of end of fiscal year 2017 
Numerator = borrowers who entered repayment in 2016 and defaulted by end of fiscal year 
2017 
Denominator = number of borrowers who entered repayment by 2016 
 
To perform the calculation: 
Divide the numerator by the denominator and multiply by 100 to learn the Cohort Default Rate. 
Be sure to check your manual for borrowers to be excluded from rate and penalties. 
 
Example: Calculation is for fiscal year 2017 Cohort Default Rate. 
 
There were 1500 borrowers who entered repayment during fiscal year 2017. As of June 30, 
2016, 70 borrowers had defaulted. Calculation: 
 
 
______________ X _____________ = % default rate 
 
 
There were 2500 borrowers who entered repayment during fiscal year 2017. As of June 30, 
2016, 95 borrowers had defaulted. Calculation: 
 
 
______________ X _____________ = % default rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



39____________________________________________
_____________________________________________
____________________________________________ 

Other Federal Due Diligence 
 

FFEL Student Loan Due Diligence 
34 CFR § 682.208 
 
§ 682.200 Definitions. 
§ 682.201 Eligible borrowers. 
§ 682.202 Permissible charges by lenders to borrowers. 
§ 682.203 Responsible parties. 
§ 682.204 Maximum loan amounts. 
§ 682.205 Disclosure requirements for lenders. 
§§ 682.206-682.207 [Reserved] 
§ 682.208 Due diligence in servicing a loan. 
§ 682.209 Repayment of a loan. 
§ 682.210 Deferment. 
§ 682.211 Forbearance. 
§ 682.212 Prohibited transactions. 
§ 682.213 Prohibition against the use of the Rule of 78s. 
§ 682.214 [Reserved] 
§ 682.215 Income-based repayment plan. 
§ 682.216 Teacher loan forgiveness program. 
 
§ 682.404 Federal reinsurance agreement. 
§ 682.405 Loan rehabilitation agreement. 
§ 682.406 Conditions for claim payments from the Federal Fund and for reinsurance coverage. 
§ 682.407 Discharge of student loan indebtedness for survivors of victims of the September 
11, 2001, attacks. 
§ 682.408 [Reserved] 
§ 682.409 Mandatory assignment by guaranty agencies of defaulted loans to the Secretary. 
§ 682.410 Fiscal, administrative, and enforcement requirements. 
§ 682.411 Lender due diligence in collecting guaranty agency loans. 
§ 682.412 Consequences of the failure of a borrower or student to establish eligibility. 
§ 682.413 Remedial actions. 
§ 682.414 Records, reports, and inspection requirements for guaranty agency programs. 
§ 682.415 [Reserved] 
§ 682.416 Requirements for third-party servicers and lenders contracting with third-party 
servicers. 
§ 682.417 Determination of Federal funds or assets to be returned. 
§ 682.418 [Reserved] 
§ 682.419 Guaranty agency Federal Fund. 
§§ 682.420-682.422 [Reserved] 
§ 682.423 Guaranty agency Operating Fund. 
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Health Professions Due Diligence 
42 CFR Part 57, Subpart C 
 
§ 57.202 Definitions. 
§ 57.203 Application by school. 
§ 57.204 Payment of Federal capital contributions and reallocation of funds remitted to the 
Secretary. 
§ 57.205 Health professions student loan funds. 
§ 57.206 Eligibility and selection of health professions student loan applicants. 
§ 57.207 Maximum amount of health professions student loans. 
§ 57.208 Health professions student loan promissory note and disclosure requirements. 
§ 57.209 Payment of health professions student loans. 
§ 57.210 Repayment and collection of health professions student loans. 
§ 57.211 Cancellation of health professions students loans for disability or death. 
§ 57.212 [Reserved] 
§ 57.213 Continuation of provisions for cancellation of loans made prior to November 18, 1971. 
§ 57.213a Loan cancellation reimbursement. 
§ 57.214 Repayment of loans made after November 17, 1971, for failure to complete a 
program of study. 
§ 57.215 Records, reports, inspection, and audit. 
§ 57.216 What additional Department regulations apply to schools? 
§ 57.216a Performance standard. 
§ 57.217 Additional conditions. 
§ 57.218 Noncompliance. 
 
 

End of Segment One 
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Section 4. Laws Affecting Higher Education Collections 
There are a number of federal laws that affect collection practices for student loans and higher 

education receivables. This section will highlight those laws. 

BANKRUPTCY 

Bankruptcy is one of the oldest sets of laws in the United States and has undergone major 

reform. It becomes one of – if not the only – alternative after reaching a financial “point of no 

return” for individuals. There are 3 types of bankruptcy; however, only chapter 7 and chapter 13 

apply to individuals. 

Consumers must file a petition which includes a schedule of debts. An automatic stay is imposed, 

and courts provide a notice of filing to the listed creditors. Creditors then file a proof of claim and 

the order for discharge is issued by the courts. 

Note that a formal notice is not required for a creditor to have knowledge of a bankruptcy filing. 
Reasonable hints, clues and third-hand information are all viable means and should be 
monitored to avoid risks of penalties. 

The HEA took away bankruptcy protection for student borrowers and although government-
backed student loans are among the list of debts that are not discharged in bankruptcy cases, 
there can be no collection attempts made until the automatic stay is lifted by the courts 

Bankruptcy 

1. The U.S. Constitution granted Congress the power to create uniform laws for bankruptcy 

throughout the United States 

2. The constitution legislates that all bankruptcy laws are federal and handled only in federal 

courts (states are preempted from handling bankruptcy) 

3. Bankruptcy was established to give debtors a “fresh start” and establish a priority system 

of repayment to creditors 

4. The bankruptcy code is found at 11 U.S.C. 101.et seq. 

5. Over a million bankruptcy filings a year 

6. Since 2005 and the implementation of the Bankruptcy Abuse Prevention and Consumer 

Protection Act bankruptcy filings have increased 

7. The typical filer for bankruptcy the past few years has been a white male, married, working 

full time with a net household income of less than $30,000 per year and total debt of 

$47,000 (not including mortgage debt) 

8. The BACPA was the last significant legislation passed regarding bankruptcy 

Bankruptcy Chapters 

 Chapter 7 – liquidation 

 Chapter 11 - business reorganization 

 Chapter 12 - farm protection 

 Chapter 13 - individual reorganization 
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Terms you Need to Understand 

1. Petition - bankruptcy begins with the filing of a petition for relief filed in a federal 

bankruptcy court (voluntary or involuntary) 

2. Stay- once filed an automatic stay prohibits all entities (you or your agencies or attorneys) 

from any act to collect during the bankruptcy 

3. Trustee- a court appointee as fiduciary for the consumer. They may convert assets to 

cash, distribute the money or manage the consumers’ repayment plan under chapter 13 

Chapter 7 - Liquidation 

 Most common 

 Complete liquidation of debt 

 Priority payment by code (expenses, secured, unsecured) 

 All debtor’s non-exempt assets sold to pay debts 

 Runs about 90-180 days 

 Generally, not necessary to file a claim 

 Debtor is released from all dischargeable debt 

 Individual may file once every 8 years (prior to 2005 was 6 years) 

Chapter 13 – Wage Earner 

 For debtors with unsecured debts less than $336,900 and secured debts less than 

$1,101,650 (as of 1998) who must file a good faith plan to repay within 15-days of filing.  

 Under the newest rules some leftover balances may no longer be discharged at the end 

of the plan depending on purchase date and cost. 

 Debtor keeps all property and makes payments on debts from money earned after filing. 

 Under BACPA, if income exceeds means to pay, the debtor may be required to provide 

adequate fiscal protection to creditors to prevent their security from depreciating faster 

than they are being paid off. 

 All money goes to a trustee who distributes all funds. 

 Regular installments are paid according to a plan approved by the court. 

 Runs 3 to 5 years. 

 Educational debt is non-secured and not a priority. Most loans are not paid in full by the 

end of the bankruptcy.  

Tip-proactive and positive: contact the borrower’s attorney and request reaffirmation of the debt. 

Suggest a payment plan because the debt is not dischargeable. Rehabilitation may be an option 

to support a “fresh start”. 
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Dismissal 

 Trustee or a creditor may petition the bankruptcy court for dismissal 

 Being dismissed means the debtor does not qualify under the code, as bankrupt 

 The court may also dismiss a case due to substantial abuse of the bankruptcy code 

Remember dismissal does not mean discharge 

Discharge 

 A debtor receives a discharge from bankruptcy court when they have met the 

requirements of the code under the chapter in which their bankruptcy was governed (all 

dischargeable debts are effectively discharged and no longer owed). 

 You should have students look at their discharge order (with you if possible) to see that 

their student debt has not been discharged. 

Student Loans & Bankruptcy 

 In the 1970’s the government looked at the perceived abuse of student loans in 

bankruptcy.  

 It turned out that some students were financing their educations by taking out loans and 

filing bankruptcy upon graduation.  

 Successive congressional overhauls attempted to fix the perceived problem.   

 The result of all the fixes in successive congresses?  

 Massive confusion and the need for a chart to know what was and was not dischargeable. 

 When the BACPA was signed into law in October of 2005, the game changed.  Student 

loan debt was no longer dischargeable unless the borrower filed for a hardship discharge. 

(the Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 (pub.l. 109-8, 

119 stat. 23, enacted April 20, 2005) 

Comparing Student Loan Debt to Other Major Debts 

 For the first time ever, student loan debt in America has eclipsed credit card debt. 

According to the National Association of Consumer Bankruptcy Attorneys, Americans now 

owe: 

 693 billion in credit card debt 

 730 billion in car loans 

 870 billion in student loan debt 

 Graduates, drop-outs, those with advanced degrees and from all 50 states …those buried 

in debt are everywhere! 
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The Law and Student Loans in Bankruptcy 

 The U.S. bankruptcy code was amended under BACPA to include “Qualified 

Education Loans” in the exceptions to discharge. 

 An “Education Loan” can fail to qualify for non-dischargeability if: 

 It is used at a school that is a non-Title IV Institution. 

 It is used for costs not included within the definition of cost of attendance. 

 It is used for study abroad not under the purview of the home institution. 

 It is used for a previous year’s school charges. 

Changes you Need to Understand 

 523(a)(8)(b) changes the definition of a qualified education loan to match the IRS 

definition 

 The term “qualified education loan” means any indebtedness incurred by the 

taxpayer solely to pay qualified higher education expenses: 

 which are incurred on behalf of the taxpayer, the taxpayer’s spouse, or any dependent of 

the taxpayer as of the time the indebtedness was incurred 

 which are paid or incurred within a reasonable period of time before or after the 

indebtedness is incurred, 

 and, which are attributable to education furnished during a period which the recipient was 

an eligible student. Such term includes indebtedness used to refinance indebtedness 

which qualifies as a qualified education loan  

This does not include money borrowed from a relative or an employer plan 

Eligible Institutions 

 An eligible educational institution is any college, university, vocational school, or other 
postsecondary educational institution eligible to participate in the student aid 
programs administered by the Department of Education. (this category includes 
virtually all accredited public, nonprofit, and proprietary postsecondary institutions). 

 At this point, this includes private loans granted by the school specifically to attend the 
school. 

 A school must be eligible but does not have to participate in federal student aid programs. 
 

Key Changes with BACPA 

 Presumptively, all student educational debt is no longer dischargeable-- including tuition 

and fees.   

 If the debt incurred was "required of all students in the same course of study”. This could 

be construed as bookstore charges and lab fees and equipment purchases that are 

required. 
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 Various cases uphold institutional debt as an educational necessity. 

a) Funds changed hands 

b) An agreement was signed 

 Upheld in 2nd, 3rd and 7th Circuit Courts 

 

 Be careful with fighting things like parking citations. Were they necessary to the student’s 

education?  

Preparing for Bankruptcy Actions 

 Schools should be using a promissory note for tuition debt to protect themselves. 

 Speak to your school attorney about crafting an appropriate note for your institution. 

 The law is a living thing and can change at any time with a new precedent setting case in 

any of the circuit courts across the country. 

 Cover your assets with a note that has a signature, clearly indicates the debt is for 

educational purposes and lays out the expectations for repayment and any penalties for 

non-payment. 

Know the Requirements 

1. Determine the type:  chapter 7 (liquidation) or 13 (reorganization)? 

2. Your response will be determined by the type filed. Freeze all accounts as of the date of 

the bankruptcy. Take a screen shot and save it for use to make sure everything is put 

back correctly after discharge notice is received. 

3. Billing activity must stop immediately. 

4. Do not call, write or send bills to the borrower during the period of the “automatic stay”, 

also called “pendency”.  Cease collection efforts and notify your agencies to cease 

collection. 

5. Communicate only with the borrower’s attorney or the courts. 

6. Understand that if you receive voluntary payments: 

7. You must notify the borrower’s attorney. 

8. The judge has control of all of the borrower’s assets during a bankruptcy.  

9. You do not want to be perceived as receiving favorable treatment.  

10. In most cases, you will be permitted to receive payment or set up a plan because student 

debt is non-dischargeable 

Do not Ignore the Courts 
 

 Release transcripts if they are being held only for non-payment.  

 Be very careful about not releasing transcripts! This is your chance to be proactive! If 
the borrower gets a transcript, perhaps she’ll have a job and resume repayment on her 
loans. Think positive! 
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 Set your course for success: 

 Write letters to the borrower’s attorney and copy the trustee to acknowledge the 
bankruptcy and state the school’s position (or employ an attorney to do so). 

 File a claim if directed to do so by the courts.  

 It is required rarely in chapter 7’s and always in chapter 13’s.  

 Student loans are considered “self-executing”, and you are not required by law to file a 
claim unless directed to do so by the courts. 

 However, it is still a good idea to file a claim in chapter 13’s to make sure you are on the 
mailing matrix to receive notices regarding the case.  

Beware! Some unscrupulous attorneys have hidden “plain language discharge” in chapter 13 

proposed payment plans.  Get a copy of the plan, review it and make sure there is no language 

that says you agree to discharge the loan at the end of the bankruptcy—whether or not it is paid 

in full! 

Bankruptcy Discharge 

 The only way out of repaying a federal student loan in bankruptcy is via a hardship 

discharge (rarely granted). 

 It is an adversarial proceeding, and you will be notified before the case is heard. 

 Courts use different tests to evaluate whether a particular borrower has shown an undue 

hardship. 

 The most common test is the Brunner Test which requires a showing that: 

 The debtor cannot maintain, based on current income and expenses, a “minimal” 

standard of living for the debtor and the debtor’s dependents if forced to repay the student 

loans;  

 Additional circumstances exist indicating that this state of affairs is likely to persist for a 

significant portion of the repayment period of the student loans; and  

 The debtor has made good faith efforts to repay the loans. (Brunner v. New York State 

Higher Educ. Servs. Corp., 831 f. 2d 395 (2d cir. 1987). Most, but not all, courts use this 

test.) 

Undue Hardship Examples 

It is up to the court to decide whether you meet the “undue hardship” standard. Here are a few 
examples of successful and unsuccessful cases. 

1. A 50-year old student loan borrower earning about $8.50/hour as a telemarketer was granted a 

discharge. The court agreed that the borrower had reached maximum earning capacity, did not 

earn enough to pay the loans and support minimal family expenses and appeared trapped in a 

“cycle of poverty.” 

 

2. A college-educated married couple proved undue hardship and were able to discharge their 

loans. They both worked but had income barely above poverty level. The court noted that the 

borrowers worked in worthwhile, although low-paying careers. One worked as a teacher’s aide 
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and the other as a teacher working with emotionally disturbed children. Even with a very frugal 

budget, they had $400 more a month in expenses than income. Their expenses included $100 

monthly tuition to send their daughter to private school. Relatives paid for most of this and the 

couple testified that they objected to the public school’s corporal punishment policy. In agreeing 

to discharge the loans, the court also found that the couple had acted in good faith because they 

asked about the possibility of a more affordable repayment plan. Not all courts are as 

sympathetic to borrowers who work in low-paying careers. For example, one borrower was 

denied a discharge because he worked as a cellist for an orchestra and taught music part-time. 

The court suggested that this borrower could find higher-paying work. Another court came up 

with the same result for a pastor. The court found that it was the borrower’s choice to work as a 

pastor for a start-up church rather than try to find a higher paying job. 

 

 Several courts have granted discharges in cases where the borrower did not benefit from 

the education or went to a fraudulent school. 

 

 

 There have been mixed results when borrowers have tried to show that their financial 
difficulties will persist into the future. For example, one court found that a borrower’s 
alcoholism was not an insurmountable problem, but some borrowers have won these 
cases. In one case, a borrower’s testimony about her mental impairment, including 
evidence that she received social security benefits, was enough to convince the court of 
undue hardship. The court agreed with the borrower that her ongoing mental illness was 
likely to continue to interfere with her ability to work. 

 

Obtaining Information 

 Public access to court electronic records (PACER) is an electronic public access service 

that allows users to obtain case and docket information from federal appellate, district 

and bankruptcy courts, and from the U.S. Party/case index via the internet. Links to all 

courts are provided from this web site. Electronic access is available by registering with 

the pacer service center, the judiciary's centralized registration, billing, and technical 

support center.  

 

 VCIS (Voice Case Information System is a free way to find out the status of a student’s 

bankruptcy. You do however need to locate the appropriate bankruptcy court and obtain 

the telephone number. 

After Bankruptcy 

1. Put the account back into active billing status. 

2. Interest does accrue during bankruptcy and should be put back on as of the date the 

account was frozen, but the account should not reflect additional aging or months past 

due 
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3. Holds can go back on for non-payment. 

4. Send borrowers a letter apprising them of their return to repayment. This is a great time 

to offer rehab, so they can get the account current and keep their credit clean.  

5. Be prepared for confused borrowers who think “all dischargeable debts” includes their 

student loans. 

6. Develop a letter to send to borrowers after bankruptcy explaining the school’s position. 

In School and In Bankruptcy 

 An enrolled borrower who files for bankruptcy should have that loan closed immediately 

 It will be included in the bankruptcy, but loans advanced after the date of filing will not give 

the borrower a new prom note and a new loan for additional advances. 

 A student can qualify for more loans even if the last ones were discharged in bankruptcy.  

 A student may not be denied loans based on filing bankruptcy as long as any loans he 

has are current. 

 However, a school can consider the student’s post-bankruptcy payment/performance as 

an indicator of willingness to repay the loan. 
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FAMILY EDUCATIONAL RIGHTS AND PRIVACY ACT (FERPA) 

Family Educational Rights and Privacy Act of 1974 (FERPA): A law which requires every 

educational institution to publish its policies and explain how it fulfills the requirements of the Act. 

At the very minimum, FERPA requires that schools notify students and parents of their rights; 

how parents or eligible students can inspect educational records; a privacy statement indicating 

when, if at all, an institution may release personally identifiable information about a student and 

a record of such disclosures when they occur. This is sometimes referred to as the “Buckley 

Amendment.” 

FERPA 

 The Family Educational Rights and Privacy Act protects the privacy of student records.  

 The act provides for the right to inspect and review education records. 

 The right to seek to amend those records, and to limit disclosure of information from the 

records.  

 The act applies to all institutions (k-12 and postsecondary institutions) that are the 

recipients of federal funding. The regulations can be found in 34 cfr part 99.  

Who is Protected Under FERPA? 

1. Students who are currently enrolled in higher education institutions or formerly enrolled, 
regardless of their age or status regarding parental dependency.  

2. Students who have applied but have not attended an institution do not have rights under 
FERPA. 

Education Records 

 With certain exceptions, a student has rights of access to those records which are directly 

related to him/her and which are maintained by an educational institution or party 

authorized to keep records for the institution.  

 "Education Records" generally include any records in the possession of the institution 

which contain information directly related to a student, except for those addressed below.  

 FERPA contains no requirement that certain records be kept at all.  

 This is a matter of institutional policy and/or state regulation.  

 The records may be handwritten or in the form of print, computer, magnetic tape, e-mail, 

film or some other medium. FERPA coverage includes records, files, documents, and 

data directly related to students. This would include transcripts or other records obtained 

from a school in which a student was previously enrolled. Records held by an agency 

acting on behalf of the institution are also included. 
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What is not Included in an Education Record 

 Sole-possession records or private notes held by educational personnel which are not 

accessible or released to other personnel  

 Law enforcement or campus security records which are solely for law enforcement 

purposes  

 Records relating to an individual's employment by the institution (unless employment is 

contingent on student status)  

 Records relating to treatment provided by a physician, psychiatrist, psychologist or other 

recognized professional or paraprofessional and disclosed only to individuals providing 

treatment  

 Records of an institution which contain only information about an individual obtained after 

that person is no longer a student at that institution (i.e., alumni records) 

Directory Information 

Institutions may disclose information on a student without violating FERPA through what is 

known as "directory information".  

This generally includes: 

 A student's name 

 Address 

 Telephone number 

 Date and place of birth 

 Major field of study 

 Participation in officially recognized sports and activities 

 Weight and height of athletes 

 Dates of attendance 

 Degrees and awards received  

 Other similar information.  

 

Each institution is required to annually notify students in attendance of what constitutes 

directory information.  

This notice must also provide procedures for students to restrict the institution from releasing 

his/her directory information. 
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Consent to Disclose Personally Identifiable Information from an Education Record 

With specific exceptions, a signed and dated consent by the student must be provided by the 

student before any disclosure is made. The written consent must:  

 Specify the records that may be disclosed 

 State the purpose of disclosure 

 Identify the party or class of parties to whom the disclosure may be made  

What is "Personally Identifiable Information"? 

1. The student's name  

2. Name of the student's parent or other family members  

3. Address of the student or student's family  

4. A personal identifier, such as a social security number or student number  

5. A list of personal characteristics that would make the student's identity easily traceable  

When the Student's Consent not Required to Disclose Information 

 To university faculty, staff, and administrators with a legitimate educational interest 

(defined in the university's annual notification)  

 To parents of a "dependent student"  

 If the student is a dependent for income tax purposes, the institution may disclose any 

education records, including financial records to a student's parents. If the student is not 

a dependent, then the student must generally provide consent for the school to disclose 

the information to the parents. A consent form is suggested as dependency may not be 

easy to verify at the time of a request. 

 To federal, state and local education authorities involving an audit or evaluation of 

compliance with education programs  

 In connection with processing financial aid  

 To organizations conducting studies for, or on behalf of, educational institutions  

 To accrediting organizations  

 To comply with judicial order or subpoena  

 Health or safety emergency  

 Directory information  

 To the student  

 Results of disciplinary hearing to an alleged victim of a crime of violence 

Requests to disclose should always be handled with caution and approached on a case-

by-case basis.  
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Technology’s Impact on FERPA 

The use of computerized record-keeping systems is increasing at a tremendous rate. Electronic 

data will eventually replace most paper documents. Ensure that appropriate policies are 

established to protect the confidentiality of those records. Educate faculty, administrators, staff, 

and students, about the policies, and make sure the policies are enforced.  

 

The same principles of confidentiality must be applied to electronic data as apply to paper 

documents.  

A sample of protection notices Dear colleague letters (dcl: gen-15-(17&)18 July 29,2015) 

Letters were posted to the ifap.ed.gov website reminding institutions of higher education, their 
third-party servicers, and guaranty agencies of their continuing obligation to protect data used in 
all aspects of the administration of Title IV student financial aid programs. 
 
The expectation is that we all will “quickly access and implement strong security policies and 
controls to monitor and manage all systems and data bases”. 
They also reminded us that under FERPA and GLBA and potentially other laws, that schools 
may be responsible for losses, fines and penalties (including criminal) caused by any data leaks. 
 
Suggestion is to follow industry standards and best practices managing and securing personally 
identifiable information (PII). 
 
What to do on Campus 

 The standards and best practices alluded to include: 

 Assessing the risk and magnitude of harm that unauthorized access can cause. 

 Determine the levels of information security that is appropriate to protect the information. 

 Implement policies and procedures to cost-effectively reduce risk to an acceptable level. 

 Regularly test and evaluate the information security controls and implement and improve 

such controls continually. 

 Collaborate with and utilize the resources of US-CERT (United States Computer 

Emergency Readiness Team). 

 Please read and have your school’s Compliance Officer make sure that you are in line to 

prevent breaches and the related costs! 

What can Happen if we Fail to Follow the Law 

1. Lawsuit  

2. Loss of federal funding  

3. Conviction of a misdemeanor under the Public Information Act  

4. Confinement in the county jail not to exceed 6 months or 

5. Fine not to exceed $1,000 or  
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6. Both  

7. Dismissal  

Remember…when in doubt, don't give it out! 
If you have any questions on what you can or cannot release, check with your supervisor or 
the university counsel. 
 

Fair Credit Reporting Act (FCRA) 

Fair Credit Reporting Act (FCRA): A federal statute that requires consumer reporting agencies 
to adopt reasonable procedures to meet the needs of commerce for consumer credit, 
employment, insurance and other information in a manner which is fair and equitable to the 
consumer. 

Sections 605A and 605B of the Act provide extensive protections to consumers against identity 
theft. Consumers may place fraud alerts on their consumer reports and work with creditors and 
consumer reporting agencies to block identity theft-related information from appearing in their 
files. 

The FCRA imposes liability against any consumer-reporting agency, user of consumer credit 
information or furnisher of consumer credit information who willfully or negligently violates the 
provisions of the Act. The FCRA provides for private causes of action, as well as administrative 
enforcement through the powers and rights given to federal and state enforcement officials and 
agencies. Penalties for violating the Act may include monetary fines, injunctive relief, and/or 
terms of imprisonment. 

Congressional Findings and Statement of Purpose: 

 Accuracy and fairness of credit reporting. The Congress makes the following findings: 

 The banking system is dependent upon fair and accurate credit reporting. 

 Inaccurate Credit Reports directly impair the efficiency of the banking system 

 Unfair credit reporting methods undermine the public confidence 

 An elaborate mechanism has been developed for: 

 Investigating and evaluating the credit worthiness, 

 Credit standing 

 Credit capacity 

 Character, and general reputation of consumers 

 Consumer Reporting Agencies have assumed a vital role in assembling and evaluating 

consumer credit information 

 There is a need to ensure that consumer reporting agencies exercise their responsibilities 

with fairness, impartiality, and a respect for the consumer's right to privacy. 
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 It is the purpose of this title to require that consumer reporting agencies adopt reasonable 

procedures for meeting the need of commerce in a manner that is fair and equitable to 

the consumer regarding: 

 Consumer credit 

 Personnel  

 Insurance 

 Other information 

Does the FCRA affect your job? 

 If you report information about consumers to a Credit Reporting Agency (CRA), you are 

considered a "furnisher" of information under the FCRA.  

 CRAs include many types of databases  

 Credit bureaus 

 Tenant screening companies 

 Check verification services 

 Medical information services 

 

 If you provide information to a CRA regularly, the FCRA requires that the CRA send you 
a notice of your responsibilities 
 
The responsibilities of information providers are found in section 623 of the FCRA, 15 u.s.c. 
§1681s-2. Items 2 and 5 apply only to furnishers who provide information to CRAs "regularly and 
in the ordinary course of their business." All information providers must comply with the other 
responsibilities.  
 

Prohibition on reporting inaccurate information 

 You may not furnish information that you know -- or consciously avoid knowing -- is 

inaccurate.  

 If you "clearly and conspicuously" provide consumers with an address for dispute notices, 

you are exempt from this obligation  

 "clear and conspicuous" means - reasonably easy to read and understand.  

 For example, a notice buried in a mailing is not clear or conspicuous.  

 If you discover you've supplied one or more CRAs with incomplete or inaccurate 

information, you must correct it, resubmit to each CRA, and report only the correct 

information in the future.  

 

 



55____________________________________________
_____________________________________________
____________________________________________ 

Responsibilities after notice of a consumer dispute 

 If a consumer writes to the address you specify for disputes, to challenge the accuracy of 

any information you furnished: 

 If the information is inaccurate: 

 You must report the correct information to CRAs immediately and in the future  

 Once a consumer has given notice that he or she disputes information, you may not give that 

information to any CRA without also telling the CRA that the information is in dispute. 

 

If a CRA notifies you that a consumer disputes information you provided:  

 You must investigate the dispute  

 Review all relevant information provided by the CRA about the dispute.  

 You must report your findings to the CRA.  

 You must verify or provide corrected information to all national CRAs that received the 

information.  

 

Time period requirements  

 Complete these steps within -- 30 days after receipt of a dispute notice from the 

consumer.  

 If the consumer provides additional relevant information during the 30-day period, the 

CRA has 15 days more.  

 The CRA must give you all relevant information that it gets within five business days of 

receipt 

If you do not investigate and respond within the specified time periods, the CRA must 

delete the disputed information from its files.  

Reporting voluntary account closings 

 You must notify CRAs when consumers voluntarily close credit accounts. 

 This is important because some information users may interpret a closed account as an 

indicator of bad credit unless it is clearly disclosed that the consumer -- not the 

creditor -- closed the account.  
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Reporting delinquencies 

 If you report information about a delinquent account  

 You must notify the CRA of the month and the year of the commencement of the 

delinquency that immediately preceded your action.  

 This will ensure that CRAs use the correct date when computing how long derogatory 

information can be kept in a consumer's file.  

 Charged off accounts are reported on the date they were charged off or when payments 

were missed. 

 Placing an account for collection does not create a new reporting date 

 Payments that do not bring an account current do not change the delinquency date 

How do you report accounts that you have charged off or placed for collection? For 

example: 

A consumer becomes delinquent on March 15, 2008. The creditor places the account for 

collection on October 1, 2008. 

 In this case, the delinquency began on March 15, 2008. The date that the creditor places 

the account for collection has no significance for calculating how long the account can 

stay on the consumer's credit report. In this case, the date that must be reported to CRAs 

within 90 days after you first report the collection action is "March 2008."  

A consumer falls behind on monthly payments in January 2008, brings the account current in 

June 2008, pays on time and in full every month through October 2008, and thereafter makes 

no payments. The creditor charges off the account in December 2009.  

 In this case, the most recent delinquency began when the consumer failed to make the 

payment due in November 2008. The earlier delinquency is irrelevant. The creditor must 

report the November 2008 date within 90 days of reporting the charge-off. For example, 

if the creditor charges off the account in December 2009, and reports this charge-off on 

December 31, 2009, the creditor must provide the month and year of the delinquency 

(i.e., "November 2008") within 90 days of December 31, 2009. 

 

A consumer's account becomes delinquent on December 15, 2007. The account is first placed 

for collection on April 1, 2008. Collection is not successful. The merchant places the account 

with a second collection agency on June 1, 2013.  

 The date of the delinquency for reporting purposes is "December 2007." repeatedly 

placing an account for collection does not change the date that the delinquency began.  

A consumer's credit account becomes delinquent on April 15, 2008. The consumer makes partial 

payments for the next five months but never brings the account current. The merchant places 

the account for collection in May of 2009.  
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 Since the account was never brought current during the period that partial payments were 

made, the delinquency that immediately preceded the collection commenced in April 2008 

when the consumer first became delinquent.  

 

Permissible purposes of consumer reports 

1. Any consumer reporting agency may furnish a consumer report under the following 

circumstances and no other: 

2. In response to the order of a court having jurisdiction to issue such an order 

3. Subpoena issued in connection with proceedings before a federal grand jury. 

4. In accordance with the written instructions of the consumer to whom it relates. 

5. To a person which it has reason to believe (dealing with the consumer’s in question) 

6. Intends to use the information in connection with a credit transaction 

7. The extension of credit  

8. Review or collection of an account 

Civil liability for willful noncompliance 

Any person who willfully fails to comply with any requirement imposed under this title with respect 

to any consumer is liable to that consumer in an amount equal to the sum of: 

 Actual damages sustained by the consumer as a result of the failure or damages of not 

less than $100 and not more than $1,000; 

 In the case of liability of a natural person for obtaining a consumer report under false 

pretenses Actual damages sustained by the consumer as a result of the failure or $1,000 

whichever is greater 

Criminal Code 

Any person who knowingly and willfully obtains information on a consumer from a consumer 

reporting agency under false pretenses: 

Under title 18, United States code 

 Shall be fined 

 Imprisoned for not more than 2 years 

 Or both. 
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FCRA amended: expiration dates and clarification of willful noncompliance 

 In June 2008, H.R. 4008, the Credit and Debit Card Receipt Clarification Act of 2007, became 

law.  

 This bill amended the Fair Credit Reporting act (FCRA) by making technical corrections to 

the definition of “willful noncompliance” regarding violations involving the printing of a 

credit or debit card's expiration date on a consumer's receipt.  

 Expiration dates and more than the last 5 digits were prohibited from being printed on receipts 

FCRA 

 The Federal Trade Commission (FTC) has posted this law (over 100 pages) on their website 

as updated through 2012. 

 The FCRA includes amendments set forth in: 

 Consumer Credit Reform Act 1996 

 Omnibus Consolidated Appropriations Act 1997 

 Consumer Reporting Employment Clarification Act 1998 

 Gramm-Leach-Bliley Act 

 USA Patriot Act 

 Fair and Accurate Credit Transaction Act 2013 

 Financial Services Regulatory Relief Act 2006 

 Consolidated Appropriations Act 2008 

 Red Flag Program Clarifications Act 2010 

 Dodd-Frank Wall Street Reform Act  

 Consumer Financial Protection Bureau Act 

 And others…. 

Compliance and understanding how laws effect you is important 
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Fair Debt Collection Practices Act (FDCPA) 
 
The Fair Debt Collection Practices Act (FDCPA) is a federal law that provides limitations on what 
debt collectors can do when collecting certain types of debt. The federal Fair Credit Reporting 
Act covers how debt collection is reported in credit reports. In addition, there are state laws that 
provide protections. 
The Fair Debt Collection Practices Act (FDCPA) is the main federal law that governs debt 
collection practices. The FDCPA prohibits debt collection companies from using abusive, unfair 
or deceptive practices to collect debts from you. 
 
15 U.S.C. § 1692 The Fair Debt Collection Practices Act (FDCPA) 
§801.  Short title 
§802.  Congressional findings and declaration of purpose 
§803.  Definitions 
§804.  Acquisition of location information 
§805.  Communication in connection with debt collection 
§806.  Harassment or abuse 
§807.  False or misleading representations 
§808.  Unfair practices 
§809.  Validation of debts 
§810.  Multiple debts 
§811.  Legal actions by debt collectors 
§812.  Furnishing certain deceptive forms 
§813.  Civil liability 
§814.  Administrative enforcement 
§815.  Reports to Congress by the Bureau; views of other Federal agencies 
§816.  Relation to State laws 
§817.  Exemption for State regulation 
§818. Exception for certain bad check enforcement programs operated by private entities 
§819. Effective date 
 
§ 801.  Short Title 
This subchapter may be cited as the "Fair Debt Collection Practices Act." 
15 USC 1692 
 
§ 802.  Congressional findings and declarations of purpose 
(a) Abusive practices 
There is abundant evidence of the use of abusive, deceptive, and unfair debt collection 
practices by many debt collectors. Abusive debt collection practices contribute to the number 
of personal bankruptcies, to marital instability, to the loss of jobs, and to invasions of individual 
privacy. 
(b) Inadequacy of laws 
Existing laws and procedures for redressing these injuries are inadequate to protect 
consumers. 
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 (c) Available non-abusive collection methods 
Means other than misrepresentation or other abusive debt collection practices are available for 
the effective collection of debts. 
(d) Interstate commerce 
Abusive debt collection practices are carried on to a substantial extent in interstate commerce 
and through means and instrumentalities of such commerce. Even where abusive debt 
collection practices are purely intrastate in character, they nevertheless directly affect 
interstate commerce. 
(e) Purposes 
It is the purpose of this subchapter to eliminate abusive debt collection practices by debt 
collectors, to insure that those debt collectors who refrain from using abusive debt collection 
practices are not competitively disadvantaged, and to promote consistent State action to 
protect consumers against debt collection abuses. 
 
15 USC 1692a 
§ 803.  Definitions 
As used in this subchapter -- 
(1) The term "Bureau" means the Bureau of Consumer Financial Protection. 
(2) The term "communication" means the conveying of information regarding a debt directly or 
indirectly to any person through any medium. 
(3) The term "consumer" means any natural person obligated or allegedly obligated to pay any 
debt. 
(4) The term "creditor" means any person who offers or extends credit creating a debt or to whom 
a debt is owed, but such term does not include any person to the extent that he receives an 
assignment or transfer of a debt in default solely for the purpose of facilitating collection of such 
debt for another. 
(5) The term "debt" means any obligation or alleged obligation of a consumer to pay money 
arising out of a transaction in which the money, property, insurance or services which are the 
subject of the transaction are primarily for personal, family, or household purposes, whether or 
not such obligation has been reduced to judgment. 
(6) The term "debt collector" means any person who uses any instrumentality of interstate 
commerce or the mails in any business the principal purpose of which is the collection of any 
debts, or who regularly collects or attempts to collect, directly or indirectly, debts owed or due or 
asserted to be owed or due another. Notwithstanding the exclusion provided by clause (F) of the 
last sentence of this paragraph, the term includes any creditor who, in the process of collecting 
his own debts, uses any name other than his own which would indicate that a third person is 
collecting or attempting to collect such debts. For the purpose of section 1692f(6) of this title, 
such term also includes any person who uses any instrumentality of interstate commerce or the 
mails in any business the principal purpose of which is the enforcement of security interests. The 
term does not include -- 
(A) any officer or employee of a creditor while, in the name of the creditor, collecting debts for 
such creditor; 
 
 (B) any person while acting as a debt collector for another person, both of whom are related by 
common ownership or affiliated by corporate control, if the person acting as a debt collector does 
so only for persons to whom it is so related or affiliated and if the principal business of such 
person is not the collection of debts; 
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(C) any officer or employee of the United States or any State to the extent that collecting or 
attempting to collect any debt is in the performance of his official duties; 
(D) any person while serving or attempting to serve legal process on any other person in 
connection with the judicial enforcement of any debt; 
(E) any nonprofit organization which, at the request of consumers, performs bona fide consumer 
credit counseling and assists consumers in the liquidation of their debts by receiving payments 
from such consumers and distributing such amounts to creditors; and 
(F) any person collecting or attempting to collect any debt owed or due or asserted to be owed 
or due another to the extent such activity (i) is incidental to a bona fide fiduciary obligation or a 
bona fide escrow arrangement; (ii) concerns a debt which was originated by such person; (iii) 
concerns a debt which was not in default at the time it was obtained by such person; or (iv) 
concerns a debt obtained by such person as a secured party in a commercial credit transaction 
involving the creditor. 
(7) The term "location information" means a consumer's place of abode and his telephone 
number at such place, or his place of employment. 
(8) The term "State" means any State, territory, or possession of the United States, the District 
of Columbia, the Commonwealth of Puerto Rico, or any political subdivision of any of the 
foregoing. 
 
15 USC 1692b 
§ 804.  Acquisition of location information 
Any debt collector communicating with any person other than the consumer for the purpose of 
acquiring location information about the consumer shall -- 
(1) identify himself, state that he is confirming or correcting location information concerning the 
consumer, and, only if expressly requested, identify his employer; 
(2) not state that such consumer owes any debt; 
(3) not communicate with any such person more than once unless requested to do so by such 
person or unless the debt collector reasonably believes that the earlier response of such person 
is erroneous or incomplete and that such person now has correct or complete location 
information; 
(4) not communicate by post card; 
(5) not use any language or symbol on any envelope or in the contents of any communication 
effected by the mails or telegram that indicates that the debt collector is in the debt collection 
business or that the communication relates to the collection of a debt; and 
(6) after the debt collector knows the consumer is represented by an attorney with regard to the 
subject debt and has knowledge of, or can readily ascertain, such attorney's name and address, 
not communicate with any person other than that attorney, unless the attorney fails to respond 
within a reasonable period of time to communication from the debt collector. 
 
15 USC 1692c 
§ 805.  Communication in connection with debt collection 
(a) Communication with the consumer generally 
Without the prior consent of the consumer given directly to the debt collector or the express 
permission of a court of competent jurisdiction, a debt collector may not communicate with a 
consumer in connection with the collection of any debt -- 
(1) at any unusual time or place or a time or place known or which should be known to be 
inconvenient to the consumer. In the absence of knowledge of circumstances to the contrary, a 
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debt collector shall assume that the convenient time for communicating with a consumer is after 
8 o'clock antemeridian and before 9 o'clock postmeridian, local time at the consumer's location; 
(2) if the debt collector knows the consumer is represented by an attorney with respect to such 
debt and has knowledge of, or can readily ascertain, such attorney's name and address, unless 
the attorney fails to respond within a reasonable period of time to a communication from the debt 
collector or unless the attorney consents to direct communication with the consumer; or 
(3) at the consumer's place of employment if the debt collector knows or has reason to know 
that the consumer's employer prohibits the consumer from receiving such communication. 
(b) Communication with third parties 
Except as provided in section 1692b of this title, without the prior consent of the consumer given 
directly to the debt collector, or the express permission of a court of competent jurisdiction, or as 
reasonably necessary to effectuate a post judgment judicial remedy, a debt collector may not 
communicate, in connection with the collection of any debt, with any person other than the 
consumer, his attorney, a consumer reporting agency if otherwise permitted by law, the creditor, 
the attorney of the creditor, or the attorney of the debt collector. 
(c) Ceasing communication 
If a consumer notifies a debt collector in writing that the consumer refuses to pay a debt or that 
the consumer wishes the debt collector to cease further communication with the consumer, the 
debt collector shall not communicate further with the consumer with respect to such debt, 
except -- 
(1) to advise the consumer that the debt collector's further efforts are being terminated; 
(2) to notify the consumer that the debt collector or creditor may invoke specified remedies which 
are ordinarily invoked by such debt collector or creditor; or 
(3) where applicable, to notify the consumer that the debt collector or creditor intends to invoke 
a specified remedy. 
If such notice from the consumer is made by mail, notification shall be complete upon receipt. 
(d) “Consumer” defined 
For the purpose of this section, the term "consumer" includes the consumer's spouse, parent 
(if the consumer is a minor), guardian, executor, or administrator. 
 
15 USC 1692d 
§ 806.  Harassment or abuse 
A debt collector may not engage in any conduct the natural consequence of which is to harass, 
oppress, or abuse any person in connection with the collection of a debt. Without limiting the 
general application of the foregoing, the following conduct is a violation of this section: 
(1) The use or threat of use of violence or other criminal means to harm the physical person, 
reputation, or property of any person. 
(2) The use of obscene or profane language or language the natural consequence of which is to 
abuse the hearer or reader. 
(3) The publication of a list of consumers who allegedly refuse to pay debts, except to a 
consumer reporting agency or to persons meeting the requirements of section 1681a(f) or 
1681b(3)1 of this title. 
(4) The advertisement for sale of any debt to coerce payment of the debt. 
(5) Causing a telephone to ring or engaging any person in telephone conversation repeatedly or 
continuously with intent to annoy, abuse, or harass any person at the called number. 
(6) Except as provided in section 1692b of this title, the placement of telephone calls without 
meaningful disclosure of the caller's identity. 

https://www.ftc.gov/enforcement/rules/rulemaking-regulatory-reform-proceedings/fair-debt-collection-practices-act-text#f1
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15 USC 1692e 
§ 807.  False or misleading representations 
A debt collector may not use any false, deceptive, or misleading representation or means in 
connection with the collection of any debt. Without limiting the general application of the 
foregoing, the following conduct is a violation of this section: 
(1) The false representation or implication that the debt collector is vouched for, bonded by, or 
affiliated with the United States or any State, including the use of any badge, uniform, or facsimile 
thereof. 
(2) The false representation of -- 
(A) the character, amount, or legal status of any debt; or 
(B) any services rendered or compensation which may be lawfully received by any debt collector 
for the collection of a debt. 
(3) The false representation or implication that any individual is an attorney or that any 
communication is from an attorney. 
(4) The representation or implication that nonpayment of any debt will result in the arrest or 
imprisonment of any person or the seizure, garnishment, attachment, or sale of any property or 
wages of any person unless such action is lawful and the debt collector or creditor intends to 
take such action. 
(5) The threat to take any action that cannot legally be taken or that is not intended to be taken. 
(6) The false representation or implication that a sale, referral, or other transfer of any interest in 
a debt shall cause the consumer to -- 
(A) lose any claim or defense to payment of the debt; or 
(B) become subject to any practice prohibited by this subchapter. 
(7) The false representation or implication that the consumer committed any crime or other 
conduct in order to disgrace the consumer. 
(8) Communicating or threatening to communicate to any person credit information which is 
known or which should be known to be false, including the failure to communicate that a disputed 
debt is disputed. 
 (9) The use or distribution of any written communication which simulates or is falsely 
represented to be a document authorized, issued, or approved by any court, official, or agency 
of the United States or any State, or which creates a false impression as to its source, 
authorization, or approval. 
(10) The use of any false representation or deceptive means to collect or attempt to collect any 
debt or to obtain information concerning a consumer. 
(11) The failure to disclose in the initial written communication with the consumer and, in addition, 
if the initial communication with the consumer is oral, in that initial oral communication, that the 
debt collector is attempting to collect a debt and that any information obtained will be used for 
that purpose, and the failure to disclose in subsequent communications that the communication 
is from a debt collector, except that this paragraph shall not apply to a formal pleading made in 
connection with a legal action. 
(12) The false representation or implication that accounts have been turned over to innocent 
purchasers for value. 
(13) The false representation or implication that documents are legal process. 
(14) The use of any business, company, or organization name other than the true name of the 
debt collector's business, company, or organization. 
(15) The false representation or implication that documents are not legal process forms or do 
not require action by the consumer. 
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(16) The false representation or implication that a debt collector operates or is employed by a 
consumer reporting agency as defined by section 1681a(f) of this title. 
 
15 USC 1692f 
§ 808.  Unfair practices 
A debt collector may not use unfair or unconscionable means to collect or attempt to collect any 
debt. Without limiting the general application of the foregoing, the following conduct is a violation 
of this section: 
(1) The collection of any amount (including any interest, fee, charge, or expense incidental to 
the principal obligation) unless such amount is expressly authorized by the agreement creating 
the debt or permitted by law. 
(2) The acceptance by a debt collector from any person of a check or other payment instrument 
postdated by more than five days unless such person is notified in writing of the debt collector's 
intent to deposit such check or instrument not more than ten nor less than three business days 
prior to such deposit. 
(3) The solicitation by a debt collector of any postdated check or other postdated payment 
instrument for the purpose of threatening or instituting criminal prosecution. 
(4) Depositing or threatening to deposit any postdated check or other postdated payment 
instrument prior to the date on such check or instrument. 
(5) Causing charges to be made to any person for communications by concealment of the true 
purpose of the communication. Such charges include, but are not limited to, collect telephone 
calls and telegram fees. 
(6) Taking or threatening to take any non-judicial action to effect dispossession or disablement 
of property if -- 
(A) there is no present right to possession of the property claimed as collateral through an 
enforceable security interest; 
 (B) there is no present intention to take possession of the property; or 
(C) the property is exempt by law from such dispossession or disablement. 
(7) Communicating with a consumer regarding a debt by post card. 
(8) Using any language or symbol, other than the debt collector's address, on any envelope 
when communicating with a consumer by use of the mails or by telegram, except that a debt 
collector may use his business name if such name does not indicate that he is in the debt 
collection business. 
 
15 USC 1692g 
§ 809.  Validation of debts  
(a) Notice of debt; contents 
Within five days after the initial communication with a consumer in connection with the collection 
of any debt, a debt collector shall, unless the following information is contained in the initial 
communication or the consumer has paid the debt, send the consumer a written notice 
containing -- 
(1) the amount of the debt; 
(2) the name of the creditor to whom the debt is owed; 
(3) a statement that unless the consumer, within thirty days after receipt of the notice, disputes 
the validity of the debt, or any portion thereof, the debt will be assumed to be valid by the debt 
collector; 
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(4) a statement that if the consumer notifies the debt collector in writing within the thirty-day 
period that the debt, or any portion thereof, is disputed, the debt collector will obtain verification 
of the debt or a copy of a judgment against the consumer and a copy of such verification or 
judgment will be mailed to the consumer by the debt collector; and 
(5) a statement that, upon the consumer's written request within the thirty-day period, the debt 
collector will provide the consumer with the name and address of the original creditor, if different 
from the current creditor. 
(b) Disputed debts 
If the consumer notifies the debt collector in writing within the thirty-day period described in 
subsection (a) of this section that the debt, or any portion thereof, is disputed, or that the 
consumer requests the name and address of the original creditor, the debt collector shall cease 
collection of the debt, or any disputed portion thereof, until the debt collector obtains verification 
of the debt or a copy of a judgment, or the name and address of the original creditor, and a copy 
of such verification or judgment, or name and address of the original creditor, is mailed to the 
consumer by the debt collector. Collection activities and communications that do not otherwise 
violate this subchapter may continue during the 30-day period referred to in subsection (a) unless 
the consumer has notified the debt collector in writing that the debt, or any portion of the debt, 
is disputed or that the consumer requests the name and address of the original creditor. Any 
collection activities and communication during the 30-day period may not overshadow or be 
inconsistent with the disclosure of the consumer’s right to dispute the debt or request the name 
and address of the original creditor. 
(c) Admission of liability 
The failure of a consumer to dispute the validity of a debt under this section may not be 
construed by any court as an admission of liability by the consumer. 
 (d) Legal pleadings 
A communication in the form of a formal pleading in a civil action shall not be treated as an 
initial communication for purposes of subsection (a). 
(e) Notice provisions 
The sending or delivery of any form or notice which does not relate to the collection of a debt 
and is expressly required by title 26, title V of Gramm-Leach-Bliley Act [15 U.S.C. 6801 et seq.], 
or any provision of Federal or State law relating to notice of data security breach or privacy, or 
any regulation prescribed under any such provision of law, shall not be treated as an initial 
communication in connection with debt collection for purposes of this section. 
 
15 USC 1692h 
§ 810.  Multiple debts 
If any consumer owes multiple debts and makes any single payment to any debt collector with 
respect to such debts, such debt collector may not apply such payment to any debt which is 
disputed by the consumer and, where applicable, shall apply such payment in accordance with 
the consumer's directions. 
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15 USC 1692i 
§ 811.  Legal actions by debt collectors 
(a) Venue 
Any debt collector who brings any legal action on a debt against any consumer shall -- 
(1) in the case of an action to enforce an interest in real property securing the consumer's 
obligation, bring such action only in a judicial district or similar legal entity in which such real 
property is located; or 
(2) in the case of an action not described in paragraph (1), bring such action only in the judicial 
district or similar legal entity -- 
(A) in which such consumer signed the contract sued upon; or 
(B) in which such consumer resides at the commencement of the action. 
(b) Authorization of actions 
Nothing in this subchapter shall be construed to authorize the bringing of legal actions by debt 
collectors. 
 
15 USC 1692j 
§ 812.  Furnishing certain deceptive forms  
(a) It is unlawful to design, compile, and furnish any form knowing that such form would be used 
to create the false belief in a consumer that a person other than the creditor of such consumer 
is participating in the collection of or in an attempt to collect a debt such consumer allegedly 
owes such creditor, when in fact such person is not so participating. 
(b) Any person who violates this section shall be liable to the same extent and in the same 
manner as a debt collector is liable under section 1692k of this title for failure to comply with a 
provision of this subchapter. 
 
15 USC 1692k 
§ 813.  Civil liability  
(a) Amount of damages 
Except as otherwise provided by this section, any debt collector who fails to comply with any 
provision of this subchapter with respect to any person is liable to such person in an amount 
equal to the sum of -- 
(1) any actual damage sustained by such person as a result of such failure; 
(2) (A) in the case of any action by an individual, such additional damages as the court may 
allow, but not exceeding $1,000; or 
(B) in the case of a class action, (i) such amount for each named plaintiff as could be recovered 
under subparagraph (A), and (ii) such amount as the court may allow for all other class members, 
without regard to a minimum individual recovery, not to exceed the lesser of $500,000 or 1 per 
centum of the net worth of the debt collector; and 
(3) in the case of any successful action to enforce the foregoing liability, the costs of the action, 
together with a reasonable attorney's fee as determined by the court. On a finding by the court 
that an action under this section was brought in bad faith and for the purpose of harassment, the 
court may award to the defendant attorney's fees reasonable in relation to the work expended 
and costs. 
(b) Factors considered by court 
In determining the amount of liability in any action under subsection (a) of this section, the 
court shall consider, among other relevant factors -- 
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(1) in any individual action under subsection (a)(2)(A) of this section, the frequency and 
persistence of noncompliance by the debt collector, the nature of such noncompliance, and the 
extent to which such noncompliance was intentional; or 
(2) in any class action under subsection (a)(2)(B) of this section, the frequency and persistence 
of noncompliance by the debt collector, the nature of such noncompliance, the resources of the 
debt collector, the number of persons adversely affected, and the extent to which the debt 
collector's noncompliance was intentional. 
(c) Intent 
A debt collector may not be held liable in any action brought under this subchapter if the debt 
collector shows by a preponderance of evidence that the violation was not intentional and 
resulted from a bona fide error notwithstanding the maintenance of procedures reasonably 
adapted to avoid any such error. 
(d) Jurisdiction 
An action to enforce any liability created by this subchapter may be brought in any appropriate 
United States district court without regard to the amount in controversy, or in any other court of 
competent jurisdiction, within one year from the date on which the violation occurs. 
(e) Advisory opinions of Bureau 
No provision of this section imposing any liability shall apply to any act done or omitted in good 
faith in conformity with any advisory opinion of the Bureau, notwithstanding that after such act 
or omission has occurred, such opinion is amended, rescinded, or determined by judicial or other 
authority to be invalid for any reason. 
 
15 USC 1692l 
§ 814.  Administrative enforcement 
(a) Federal Trade Commission 
The Federal Trade Commission shall be authorized to enforce compliance with this subchapter, 
except to the extent that enforcement of the requirements imposed under this subchapter is 
specifically committed to another Government agency under any of paragraphs (1) through (5) 
of subsection (b), subject to subtitle B of the Consumer Financial Protection Act of 2010 [12 
U.S.C. 5511 et seq.]. For purpose of the exercise by the Federal Trade Commission of its 
functions and powers under the Federal Trade Commission Act (15 U.S.C. 41 et seq.), a violation 
of this subchapter shall be deemed an unfair or deceptive act or practice in violation of that Act. 
All of the functions and powers of the Federal Trade Commission under the Federal Trade 
Commission Act are available to the Federal Trade Commission to enforce compliance by any 
person with this subchapter, irrespective of whether that person is engaged in commerce or 
meets any other jurisdictional tests under the Federal Trade Commission Act, including the 
power to enforce the provisions of this subchapter, in the same manner as if the violation had 
been a violation of a Federal Trade Commission trade regulation rule. 
(b) Applicable provisions of law 
Subject to subtitle B of the Consumer Financial Protection Act of 2010, compliance with any 
requirements imposed under this subchapter shall be enforced under-- 
(1) section 8 of the Federal Deposit Insurance Act [12 U.S.C. 1818], by the appropriate Federal 
banking agency, as defined in section 3(q) of the Federal Deposit Insurance Act (12 U.S.C. 
1813(q)), with respect to-- 
(A) national banks, Federal savings associations, and Federal branches and Federal agencies 
of foreign banks; 
(B) member banks of the Federal Reserve System (other than national banks), branches and 
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agencies of foreign banks (other than Federal branches, Federal agencies, and insured State 
branches of foreign banks), commercial lending companies owned or controlled by foreign 
banks, and organizations operating under section 25 or 25A of the Federal Reserve Act [12 
U.S.C. 601 et seq., 611 et seq.]; and 
(C) banks and State savings associations insured by the Federal Deposit Insurance 
Corporation (other than members of the Federal Reserve System), and insured State branches 
of foreign banks; 
(2) the Federal Credit Union Act [12 U.S.C. 1751 et seq.], by the Administrator of the National 
Credit Union Administration with respect to any Federal credit union; 
(3) subtitle IV of title 49, by the Secretary of Transportation, with respect to all carriers subject 
to the jurisdiction of the Surface Transportation Board; 
(4) part A of subtitle VII of title 49, by the Secretary of Transportation with respect to any air 
carrier or any foreign air carrier subject to that part; 
(5) the Packers and Stockyards Act, 1921 [7 U.S.C. 181 et seq.] (except as provided in section 
406 of that Act [7 U.S.C. 226, 227]), by the Secretary of Agriculture with respect to any 
activities subject to that Act; and 
(6) subtitle E of the Consumer Financial Protection Act of 2010 [12 U.S.C. 5561 et seq.], by the 
Bureau, with respect to any person subject to this subchapter. The terms used in paragraph (1) 
that are not defined in this subchapter or otherwise defined in section 3(s) of the Federal 
Deposit Insurance Act (12 U.S.C. 1813(s)) shall have the meaning given to them in section 
1(b) of the International Banking Act of 1978 (12 U.S.C. 3101). 
 (c) Agency powers 
For the purpose of the exercise by any agency referred to in subsection (b) of this section of its 
powers under any Act referred to in that subsection, a violation of any requirement imposed 
under this subchapter shall be deemed to be a violation of a requirement imposed under that 
Act. In addition to its powers under any provision of law specifically referred to in subsection (b) 
of this section, each of the agencies referred to in that subsection may exercise, for the purpose 
of enforcing compliance with any requirement imposed under this subchapter any other authority 
conferred on it by law, except as provided in subsection (d) of this section. 
(d) Rules and regulations 
Except as provided in section 1029(a) of the Consumer Financial Protection Act of 2010 [12 
U.S.C. 5519(a)], the Bureau may prescribe rules with respect to the collection of debts by debt 
collectors, as defined in this subchapter. 
 
15 USC 1692m 
§ 815.  Reports to Congress by the Bureau; views of other Federal agencies 
(a) Not later than one year after the effective date of this subchapter and at one-year intervals 
thereafter, the Bureau shall make reports to the Congress concerning the administration of its 
functions under this subchapter, including such recommendations as the Bureau deems 
necessary or appropriate. In addition, each report of the Bureau shall include its assessment of 
the extent to which compliance with this subchapter is being achieved and a summary of the 
enforcement actions taken  
by the Bureau under section 1692l of this title. 
(b) In the exercise of its functions under this subchapter, the Bureau may obtain upon request 
the views of any other Federal agency which exercises enforcement functions under section 
1692l of this title. 
15 USC 1692n 
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§ 816.  Relation to State laws 
This subchapter does not annul, alter, or affect, or exempt any person subject to the provisions 
of this subchapter from complying with the laws of any State with respect to debt collection 
practices, except to the extent that those laws are inconsistent with any provision of this 
subchapter, and then only to the extent of the inconsistency. For purposes of this section, a 
State law is not inconsistent with this subchapter if the protection such law affords any consumer 
is greater than the protection provided by this subchapter. 
15 USC 1692o 
 
§ 817.  Exemption for State regulation 
The Bureau shall by regulation exempt from the requirements of this subchapter any class of 
debt collection practices within any State if the Bureau determines that under the law of that 
State that class of debt collection practices is subject to requirements substantially similar to 
those imposed by this subchapter, and that there is adequate provision for enforcement. 
 
 
 
 
§ 818. Exception for certain bad check enforcement programs operated by private 
entities (a) In general  
(1) Treatment of certain private entities  
Subject to paragraph (2), a private entity shall be excluded from the definition of a debt 
collector, pursuant to the exception provided in section 1692a(6) of this title, with respect to the 
operation by the entity of a program described in paragraph (2)(A) under a contract described 
in paragraph (2)(B). 
(2) Conditions of applicability 
Paragraph (1) shall apply if-- 
(A) a State or district attorney establishes, within the jurisdiction of such State or district 
attorney and with respect to alleged bad check violations that do not involve a check described 
in subsection (b), a pretrial diversion program for alleged bad check offenders who agree to 
participate voluntarily in such program to avoid criminal prosecution; 
(B) a private entity, that is subject to an administrative support services contract with a State or 
district attorney and operates under the direction, supervision, and control of such State or 
district attorney, operates the pretrial diversion program described in subparagraph (A); and 
(C) in the course of performing duties delegated to it by a State or district attorney under the 
contract, the private entity referred to in subparagraph (B)-- 
(i) complies with the penal laws of the State; 
 
(ii) conforms with the terms of the contract and directives of the State or district attorney; 
 
(iii) does not exercise independent prosecutorial discretion; 
 
(iv) contacts any alleged offender referred to in subparagraph (A) for purposes of participating 
in a program referred to in such paragraph-- 
 
(I) only as a result of any determination by the State or district attorney that probable cause of 
a bad check violation under State penal law exists, and that contact with the alleged offender 
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for purposes of participation in the program is appropriate; and 
 
(II) the alleged offender has failed to pay the bad check after demand for payment, pursuant to 
State law, is made for payment of the check amount; 
 
(v) includes as part of an initial written communication with an alleged offender a clear and 
conspicuous statement that-- 
 
(I) the alleged offender may dispute the validity of any alleged bad check violation; 
 
(II) where the alleged offender knows, or has reasonable cause to believe, that the alleged bad 
check violation is the result of theft or forgery of the check, identity theft, or other fraud that is 
not the result of the conduct of the alleged offender, the alleged offender may file a crime 
report with the appropriate law enforcement agency; and 
 
 
(III) if the alleged offender notifies the private entity or the district attorney in writing, not later 
than 30 days after being contacted for the first time pursuant to clause (iv), that there is a 
dispute pursuant to this subsection, before further restitution efforts are pursued, the district 
attorney or an employee of the district attorney authorized to make such a determination 
makes a determination that there is probable cause to believe that a crime has been 
committed; and 
(vi) charges only fees in connection with services under the contract that have been authorized 
by the contract with the State or district attorney. 
(b) Certain checks excluded 
A check is described in this subsection if the check involves, or is subsequently found to 
involve-- 
(1) a postdated check presented in connection with a payday loan, or other similar transaction, 
where the payee of the check knew that the issuer had insufficient funds at the time the check 
was made, drawn, or delivered; 
 
(2) a stop payment order where the issuer acted in good faith and with reasonable cause in 
stopping payment on the check; 
 
(3) a check dishonored because of an adjustment to the issuer’s account by the financial 
institution holding such account without providing notice to the person at the time the check 
was made, drawn, or delivered; 
 
(4) a check for partial payment of a debt where the payee had previously accepted partial 
payment for such debt; 
 
(5) a check issued by a person who was not competent, or was not of legal age, to enter into a 
legal contractual obligation at the time the check was made, drawn, or delivered; or 
 
(6) a check issued to pay an obligation arising from a transaction that was illegal in the 
jurisdiction of the State or district attorney at the time the check was made, drawn, or 
delivered. 
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(c) Definitions 
For purposes of this section, the following definitions shall apply: 
(1) State or district attorney 
The term “State or district attorney” means the chief elected or appointed prosecuting attorney 
in a district, county (as defined in section 2 of title 1), municipality, or comparable jurisdiction, 
including State attorneys general who act as chief elected or appointed prosecuting  attorneys 
in a district, county (as so defined), municipality or comparable jurisdiction, who may be 
referred to by a variety of titles such as district attorneys, prosecuting attorneys, 
commonwealth’s attorneys, solicitors, county attorneys, and state’s attorneys, and who are 
responsible for the prosecution of State crimes and violations of jurisdiction-specific local 
ordinances. 
 
 
(2) Check 
The term “check” has the same meaning as in section 5002(6) of title 12. 
(3) Bad check violation 
The term “bad check violation” means a violation of the applicable State criminal law relating to 
the writing of dishonored checks. 
15 USC 1692 note 
§ 819.  Effective date  
This title takes effect upon the expiration of six months after the date of its enactment, but 
section 809 shall apply only with respect to debts for which the initial attempt to collect occurs 
after such effective date. 
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Federal Student Aid Handbook 
 
The Federal Student Aid Handbook is intended for college financial aid administrators and 
counselors who help students begin the aid process—filing the Free Application for Federal 
Student Aid (FAFSA®), verifying information, and making corrections and other changes to the 
information reported on the FAFSA. 
The handbook translates for Financial Aid and Student Collections professionals in easy to 
understand terms the Codes of Federal Regulation that govern Title IV loans. 

There are six volumes in the handbook: 

Volume 1 - Student Eligibility 
Volume 2 - School Eligibility and Operations 
Volume 3 - Calculating Awards & Packaging 
Volume 4 - Processing Aid and Managing FSA Funds 
Volume 5 - Withdrawals and the Return of Title IV Funds 
Volume 6 - The Campus-Based Programs 
Appendices to the 2017-2018 FSA Handbook 
 
Volume 6 covers campus based lending. The Campus-Based Programs include the Federal 
Work-Study Program (FWS), the Federal Supplemental Educational Grant Program (FSEOG), 
and the Federal Perkins Loan Program (Perkins Loans). This volume provides the information 
that schools need to administer those programs. 
 
Volume 6 chapters include: 

 Chapter 1 - Campus-Based Programs Common Elements 

 Chapter 2 - The Federal Work-Study Program 

 Chapter 3 - Participating in and Making Loans in the Perkins Loan Program 

 Chapter 4 - Perkins Repayment Plans, Forbearance, Deferment, Discharge, and 
Cancellation 

 Chapter 5 - Perkins Loan Billing, Collections, and Default 
 
 
Chapter 5 is most used by student collection professionals and covers the following 
topics: 
 

 Communication with Borrowers 

 Requirements at End of Enrollment 

 Contact with Borrower During Grace Period 

 Billing Procedures and Overdue Payments 

 Default Reduction Assistance Program. 

 Collection Procedures 

 National Credit Bureaus 
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 Alternatives to Litigation 

 Litigation 

 Default Status and Perkins Eligibility 

 Perkins Cohort Default Rates (CDR) 

 Billing and Collection Costs 

 Assigning Perkins Loans 
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Gramm-Leach-Bliley Act (GLBA) 
 
Gramm-Leach-Bliley Act (GLBA): A law which governs the collection and disclosure of 
customers’ personal financial information by financial institutions and other companies who 
receive such information. Financial institutions, including credit reporting agencies, must design, 
implement and maintain safeguards to protect customer information from foreseeable threats in 
security and data integrity. 
 
Privacy notices are required to be provided at the time the consumer is established as a 
customer. Disclosures must include policies and practices regarding the disclosure of personal 
information to affiliates and non-affiliated third parties. 
 
The GLBA does not restrict the use of personal information for collecting on the account. 
Customers cannot opt out from the creditor’s use of the information to collect; however, the 
customer can opt-out to limit the amount of information that is disclosed. 
 

Participatory effort 

 GLBA working group 
 Representatives from throughout the university 

 President 

 Provost 
 Senior officers 

 You! 
 

Other relevant privacy laws 

 Family Education Rights and Privacy Act (“FERPA”) 

 1974 

 Student records 

 Health insurance portability and accountability act (“HIPPA”)   

 1996 

 Health information 
 
GLBA components 

 Privacy rule 

 Exempt due to compliance with FERPA 

 Must communicate privacy policy for those not covered by FERPA 

 Safeguards rule 

 Establishes standards for ensuring the security and confidentiality of customer 
nonpublic financial information 
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Security and confidentiality 
1. Security 

 Is about protecting information from loss, misuse, unauthorized access, disclosure, 
alteration and destruction.   

2. Confidentiality  

 Is about making critical information available only to those having a legitimate need to 
know.  

 
Why the GLBA applies to colleges & universities 

 Colleges & universities are financial institutions 

 Colleges & universities significantly engage in financial activities:   

 Processing and servicing student loans 

 Managing certain donor investments 

 Other loans 
 
How to comply 

 Develop and maintain a written security plan 

 Assess risks 

 Department written assessments 

 Implement reasonable safeguards 

 Oversee service providers 

 Evaluate, monitor, adjust, and respond 

 Privacy officer 

 Internal audits 
 
Potential risks 

 Compromise of computer system 

 Interception of data during transmission 

 Unauthorized requests for data (e.g., pretext calling) 

 Physical loss of data due to disaster 

 Unauthorized access, internal & external  

 Corruption of data or systems 

 Unauthorized transfer of data by third parties 

 Others 
Proper safeguards 

 Basic steps and precautions: 

 Simple 

 Best practices 

 Little or no cost 

 Administrative 

 Physical 

 Technical 
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Administrative safeguards 

 Restrict access on a need-to-know basis 

 Check references prior to hiring 

 Background checks 

 Develop a contingency plan 

 Inform employees about the information handled 

 Post reminder 
 
Physical safeguards 

 Fax, envelope and email disclaimer and confirmation 

 Records left on fax, copier, printer 

 Properly dispose of hardware  

 Utilize alarms and surveillance - test 

 Erase computers, disks, etc 
 
Technical safeguards 

 Password activated screen savers 

 Smart passwords 

 Six characters long 

 Numbers and letters 

 No family names 

 Change periodically 

 Never share passwords 

 Maintain secure backups 

 Store sensitive information on a secure network 

 Do not transmit sensitive data via email 

 Encrypt confidential information 

 Install patches 

 Utilize and update anti-virus software 
 
 
Pretext calling 

 Pretexting is the practice of getting your personal information under false pretenses 

 It is against the law 

 Pretext callers may 

 Pose as someone else 

 Request to participate in a survey 

 Claim to have lost their bill, etc. 

 Don’t give out information on the telephone, through the mail, or over the internet 
without proper identification 

 Require written request 

 Never confirm caller information 
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Report a breach 

 Immediately contact your supervisor 
They will contact 

 Privacy officer 

 Internal audits 

 Campus safety services 

 Computer services 
 
Help and questions 
The following offices should be involved, and you need to have their numbers and contacts 
readily available: 

 University privacy officer 

 University counsel,   

 Internal audits,  

 Campus safety services  
At minimum 

 Shred sensitive data 

 Store information securely 

 Properly utilize passwords 

 Report suspected and actual breaches 

 Use your best judgment 

 Your personal information is a valuable asset 

 Identity theft 

 Our responsibility 

 How would you like your personal nonpublic information handled? 

 Little impact on how you do your job 
 
 
All campuses should have been in compliance in all areas since 2003. Your staff should be 
retrained on a yearly basis, there is no reason a department should not know and follow all 
these requirements. 
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Unfair, Deceptive, or Abusive Acts or Practices (UDAAP’S) 
Under the Dodd-Frank Wall Street Reform and Consumer Protection Act (DoddFrank Act), all 
covered persons or service providers are legally required to refrain from committing unfair, 
deceptive, or abusive acts or practices (collectively, UDAAPs) in violation of the Act. The 
Consumer Financial Protection Bureau (CFPB or Bureau) is issuing this bulletin to clarify the 
contours of that obligation in the context of collecting consumer debts. 
 
A. Background 
 
UDAAPs can cause significant financial injury to consumers, erode consumer confidence, and 
undermine fair competition in the financial marketplace. Original creditors and other covered 
persons and service providers under the Dodd-Frank Act involved in collecting debt related to 
any consumer financial product or service are subject to the prohibition against UDAAPs in the 
Dodd-Frank Act. 

 
B. Summary of Applicable Standards for UDAAPs 
 
1. Unfair Acts or Practices 
 
The Dodd-Frank Act prohibits conduct that constitutes an unfair act or practice. An act or practice 
is unfair when: 
 
(1) It causes or is likely to cause substantial injury to consumers; 
(2) The injury is not reasonably avoidable by consumers; and 
(3) The injury is not outweighed by countervailing benefits to consumers or to competition. 
 
A “substantial injury” typically takes the form of monetary harm, such as fees or costs paid by 
consumers because of the unfair act or practice. However, the injury does not have to be 
monetary. Although emotional impact and other subjective types of harm will not ordinarily 
amount to substantial injury, in certain circumstances emotional impacts may amount to or 
contribute to substantial injury. In addition, actual injury is not required; a significant risk of 
concrete harm is sufficient. 
 
An injury is not reasonably avoidable by consumers when an act or practice interferes with or 
hinders a consumer’s ability to make informed decisions or take action to avoid that injury. Injury 
caused by transactions that occur without a consumer’s knowledge or consent is not reasonably 
avoidable. Injuries that can only be avoided by spending large amounts of money or other 
significant resources also may not be reasonably avoidable. Finally, an act or practice is not 
unfair if the injury it causes or is likely to cause is outweighed by its consumer or competitive 
benefits. 
 
Established public policy may be considered with all other evidence to determine whether 
an act or practice is unfair, but may not serve as the primary basis for such determination. 
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2. Deceptive Acts or Practices 
 
The Dodd-Frank Act also prohibits conduct that constitutes a deceptive act or practice. An act 
or practice is deceptive when: 
 
(1) The act or practice misleads or is likely to mislead the consumer; 
(2) The consumer’s interpretation is reasonable under the circumstances; and 
(3) The misleading act or practice is material. 
 
To determine whether an act or practice has actually misled or is likely to mislead a consumer, 
the totality of the circumstances is considered. Deceptive acts or practices can take the form of 
a representation or omission. The Bureau also looks at implied representations, including any 
implications that statements about the consumer’s debt can be supported. Ensuring that claims 
are supported before they are made will minimize the risk of omitting material information and/or 
making false statements that could mislead consumers. 
 
To determine if the consumer’s interpretation of the information was reasonable under the 
circumstances when representations target a specific audience, such as older Americans or 
financially distressed consumers, the communication may be considered from the perspective 
of a reasonable member of the target audience. A statement or information can be misleading 
even if not all consumers, or not all consumers in the targeted group, would be misled, so long 
as a significant minority would be misled. Likewise, if a representation conveys more than one 
meaning to reasonable consumers, one of which is false, the speaker may still be liable for the 
misleading interpretation. Material information is information that is likely to affect a consumer’s 
choice of, or conduct regarding, the product or service. Information that is likely important to 
consumers is material. 
 
Sometimes, a person may make a disclosure or other qualifying statement that might prevent 
consumers from being misled by a representation or omission that, on its own, would be 
deceptive. The Bureau looks to the following factors in assessing whether the disclosure or other 
qualifying statement is adequate to prevent the deception: whether the disclosure is prominent 
enough for a consumer to notice; whether the information is presented in a clear and easy to 
understand format; the placement of the information; and the proximity of the information to the 
other claims it qualifies. 
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3. Abusive Acts or Practices 
 
The Dodd-Frank Act also prohibits conduct that constitutes an abusive act or practice. An act or 
practice is abusive when it: 
 
(1) Materially interferes with the ability of a consumer to understand a term or condition of a 
consumer financial product or service; or 
(2) Takes unreasonable advantage of – 
(A) a consumer’s lack of understanding of the material risks, costs, or conditions of the product 
or service; 
(B) a consumer’s inability to protect his or her interests in selecting or using a consumer financial 
product or service; or 
(C) a consumer’s reasonable reliance on a covered person to act in his or her interests. 
 
It is important to note that, although abusive acts or practices may also be unfair or deceptive, 
each of these prohibitions are separate and distinct, and are governed by separate legal 
standards. 
 
C. Examples of Unfair, Deceptive and/or Abusive Acts or Practices 
 
Depending on the facts and circumstances, the following non-exhaustive list of examples of 
conduct related to the collection of consumer debt could constitute UDAAPs. Accordingly, the 
Bureau will be watching these practices closely. 

  

 Collecting or assessing a debt and/or any additional amounts in connection with a debt (including 
interest, fees, and charges) not expressly authorized by the agreement creating the debt or 
permitted by law. 

  

 Failing to post payments timely or properly or to credit a consumer’s account with payments that 
the consumer submitted on time and then charging late fees to that consumer. 

 Taking possession of property without the legal right to do so. 

 Revealing the consumer’s debt, without the consumer’s consent, to the consumer’s employer 
and/or co-workers. 

  

 Falsely representing the character, amount, or legal status of the debt. 

  

 Misrepresenting that a debt collection communication is from an attorney. 

  

 Misrepresenting that a communication is from a government source or that the source of the 
communication is affiliated with the government. 
 
 
 
 

 Misrepresenting whether information about a payment or nonpayment would be furnished to a 
credit reporting agency. 
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 Misrepresenting to consumers that their debts would be waived or forgiven if they accepted a 
settlement offer, when the company does not, in fact, forgive or waive the debt. 

  

 Threatening any action that is not intended or the covered person or service provider does not 
have the authorization to pursue, including false threats of lawsuits, arrest, prosecution, or 
imprisonment for non-payment of a debt. 
 
The obligation to avoid UDAAPs under the Dodd-Frank Act is in addition to any obligations that 
may arise under the FDCPA. Original creditors and other covered persons and service providers 
involved in collecting debt related to any consumer financial product or service are subject to 
the prohibition against UDAAPs in the Dodd-Frank Act. The CFPB will continue to review closely 
the practices of those engaged in the collection of consumer debts for potential UDAAPs, 
including the practices described above. The Bureau will use all appropriate tools to assess 
whether supervisory, enforcement, or other actions may be necessary. 
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The Soldiers’ and Sailors’ Civil Relief Act (SSCRA) 

The Soldiers’ and Sailors’ Civil Relief Act (SSCRA) of 1940 (50 App. U.S.C. §§ 501-593) 
(SSCRA or the Act) is designed to give service personnel relief from obligations and liabilities 
they may have entered prior to entering military service or for reservists or members of the 
National Guard being called to Active Duty. Congress wanted service members not worry about 
financial problems that might occur to service personnel while they were defending the country. 
The Act was enacted in Congress in 1940, although earlier versions go back to World War I and 
the U.S. Civil War. The SSCRA was modified in 1991 for Operation Desert Storm and later 
amended in 2003; Additionally, following the terrorist attack on New York City and Washington 
D.C., President Bush authorized a partial mobilization of the National Guard and invoked 
provisions of the SSCRA.  
 
The Soldiers’ and Sailors’ Civil Relief Act  

1. Servicemen can get help and information at their local armed forces legal assistance 

program office 

2. Helps military members have more time to pay debts 

a) Also, as long as the cause is military service: 

 To honor contracts 

 Pay taxes 

 Grants stays of legal proceedings 

 Terminate leases 

 Avoid eviction   

b) This applies up to 90 days after discharge 

3. Interest rate on any loan obtained prior to service is capped at 6% 

4. Note – interest rate change will not reduce any delinquency on student loans 

5. Consolidated loans are considered eligible for SSCRA benefits 

6. Active duty and national emergency activation makes one eligible for a military service 

deferment  

7. Department of defense loan repayment program mandatory forbearance is available 

for student loans that qualify for partial repayment 

8. A post active duty student deferment is then available for up to 13 months 

9. Depending on the loan, student loan forgiveness may apply 

10. Income driven repayment plans may be a good option after the forbearance or deferment 

ends  

11. Protection is given to service members preventing default judgements 

12. Statute of limitations is however extended for potential law suits 

13. Dependents are covered under this act 

At least one member of your staff should be aware of unique military benefits and have an 

ongoing relationship with the Veterans Services Office. 



 
 

HIGHER EDUCATION CERTIFIED COLLECTION PROFESSIONAL 
 
 

SEGMENT 3 
 

Collection Management 
 

Telephone Collections  
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Section 5. Collection Management 
 

Telephone Calls 
Telephone collection calls can be your best resource as a collector. Like any collection effort it 
is important to keep Compliance and Strategy at the forefront of your collection attempts as you 
are liable under Consumer Protection laws such as: UDAAP’s, FCRA, FERPA, Fair Debt 
Collection Laws, State and Local Authorities and others. 
 
 
Compliance When Making Telephone Calls 
The FDCPA sets the best example of Communication in connection with debt collection 
Let’s look at some guidelines: 
(a) Communication with the consumer generally 
Without the prior consent of the consumer given directly to the debt collector or the express 
permission of a court of competent jurisdiction, a debt collector may not communicate with a 
consumer in connection with the collection of any debt – 
 
Hours to Call 
(1) at any unusual time or place or a time or place known or which should be known to be 
inconvenient to the consumer. In the absence of knowledge of circumstances to the contrary, a 
debt collector shall assume that the convenient time for communicating with a consumer is after 
8 o'clock antemeridian and before 9 o'clock postmeridian, local time at the consumer's 
location; 
 
Attorney Represented 
(2) if the debt collector knows the consumer is represented by an attorney with respect to such 
debt and has knowledge of, or can readily ascertain, such attorney's name and address, unless 
the attorney fails to respond within a reasonable period of time to a communication from the debt 
collector or unless the attorney consents to direct communication with the consumer; or 
 
Calling at the Job 
(3) at the consumer's place of employment if the debt collector knows or has reason to know 
that the consumer's employer prohibits the consumer from receiving such communication. 
 
(b) Communication with third parties 
Except as provided in section 1692b of this title, without the prior consent of the consumer given 
directly to the debt collector, or the express permission of a court of competent jurisdiction, or as 
reasonably necessary to effectuate a post-judgment judicial remedy, a debt collector may not 
communicate, in connection with the collection of any debt, with any person other than the 
consumer, his attorney, a consumer reporting agency if otherwise permitted by law, the creditor, 
the attorney of the creditor, or the attorney of the debt collector. 
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Skip Tracing 
§ 804.  Acquisition of location information [15 USC 1692b] 
Any debt collector communicating with any person other than the consumer for the purpose of 
acquiring location information about the consumer shall -- 
(1) identify himself, state that he is confirming or correcting location information concerning the 
consumer, and, only if expressly requested, identify his employer;  
(2) not state that such consumer owes any debt;  
(3) not communicate with any such person more than once unless requested to do so by such 
person or unless the debt collector reasonably believes that the earlier response of such person 
is erroneous or incomplete and that such person now has correct or complete location 
information;  
(4) not communicate by post card;  
(5) not use any language or symbol on any envelope or in the contents of any communication 
effected by the mails or telegram that indicates that the debt collector is in the debt collection 
business or that the communication relates to the collection of a debt; and 
(6) after the debt collector knows the consumer is represented by an attorney with regard to the 
subject debt and has knowledge of, or can readily ascertain, such attorney's name and address, 
not communicate with any person other than that attorney, unless the attorney fails to respond 
within a reasonable period of time to the communication from the debt collector. 
 
Disputed Debts 
(b) Disputed debts 
If the consumer notifies the debt collector in writing within the thirty-day period described in 
subsection (a) of this section that the debt, or any portion thereof, is disputed, or that the 
consumer requests the name and address of the original creditor, the debt collector shall cease 
collection of the debt, or any disputed portion thereof, until the debt collector obtains verification 
of the debt or a copy of a judgment, or the name and address of the original creditor, and a copy 
of such verification or judgment, or name and address of the original creditor, is mailed to the 
consumer by the debt collector.  
 
FCRA Disputes 
FCRA disputes must be in writing and may not trigger your duty under the FCRA to respond but 
a word to the wise- Be very conservative in your reliance on consumer requirements when 
deciding whether a dispute is ‘valid’ For example: 
To trigger your duty under the FCRA the consumer must: 

 send to the address you specify 
This should be a safety net and not a way to ignore disputes 

 It must be specific 

 The basis of the dispute must be explained 

 Include supporting documentation to substantiate the basis of the dispute 
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This is what the FDCPA says about Verbal Disputes  
– Section 807(8) of the FDCPA provides that is a violation to communicate or threaten to 
communicate to any person credit information which is known or which should be known to be 
false including the failure to communicate that a disputed debt is disputed. 

 The consumer does not have to explain their dispute and your staff does not get to 
determine the validity of the dispute. 

 
This is what the FCRA says about responding to a Direct Dispute: 
In response to a valid direct dispute the data furnisher must: 

1. Conduct a reasonable investigation (more than cursory) 
2. Review all of the information provided by the consumer 
3. Complete the investigation and respond to the consumer within 30 days of the receipt of 

the dispute (Unless the consumer supplemented his dispute during that 30 days. Then 
you have 45 days from the date of the original dispute). 

4. Correct inaccuracies with the CRA 
 
Dispute Policy 
What is your procedure for handling written Disputes and verbal disputes? 
– Written disputes 
• Received directly from the consumer 
• Received from the Credit Reporting Agency 
 
How to Conduct a ‘Reasonable Investigation 

 “Congress clearly intended furnishers to review reports not only for inaccuracies in the 
information reported but also for omissions that render the reported information 
misleading. Saunders v. Branch Banking & Trust Co., 526 F.3d 142 

 This suggests that the furnisher’s investigations should be looking for any factual 
inaccuracy whether or not that particular inaccuracy is the matter being disputed. 

 The CFPB has explicitly stated that it expects you to review and consider “all relevant 
information”. Consumer Financial Protection Bureau, Bulletin 2013-09 (Sept. 4, 2013). 

 You are not, however, required to resolve legal questions or questions that can only be 
resolved by a court of law. 

 You must have written P&Ps in place regarding the “accuracy and integrity” of the info 
you sent to the CRA (§312 of the FACT Act)  

 
Those written P&P should, of course, include how your reasonable investigation will be 
conducted and should include the need to review “all relevant” information. 
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Cease and Desist 
(c) Ceasing communication FDCPA  
If a consumer notifies a debt collector in writing that the consumer refuses to pay a debt or that 
the consumer wishes the debt collector to cease further communication with the consumer, the 
debt collector shall not communicate further with the consumer with respect to such debt, 
except – 
 
(1) to advise the consumer that the debt collector's further efforts are being terminated; 
 
(2) to notify the consumer that the debt collector or creditor may invoke specified remedies 
which are ordinarily invoked by such debt collector or creditor; or 
 
(3) where applicable, to notify the consumer that the debt collector or creditor intends to invoke 
a specified remedy. 
 
Telephone Consumer Protection Act 
In an effort to address a growing number of telephone marketing calls, Congress enacted in 
1991 the Telephone Consumer Protection Act (TCPA). The TCPA restricts the making of 
telemarketing calls and the use of automatic telephone dialing systems and artificial or 
prerecorded voice messages. The rules apply to common carriers as well as to other marketers. 
In 1992, the Commission adopted rules to implement the TCPA, including the requirement that 
entities making telephone solicitations institute procedures for maintaining company-specific do-
not-call lists. 
If using an ATDS or Automatic Telephone Dialing system to dial ‘Random Sequential Numbers’ 
and/or the use of Pre-Recorded messages you may be required to obtain ‘Express Written 
Consent’ from the consumer. 
 
Call Recording 
Federal Call recording Law: The recording of telephone call is governed by the Electronic 
Communications Privacy Act of 1986, 18 U.S.C. 2511(2)(d). As long as one party to the party 
conversation consents, the statutory requirement is satisfied. 
The ECPA does not preempt stricter State Laws and at least 13 States have inacted some for 
of a two-party consent law. The following states require two-party consent under some or all 
circumstances: CA, CT, DE, FL, IL. MD, MA, MI, MT, NH, NV, PA, WA. 
California’s CIPA or ‘California Invasion of Privacy Act’ is by far the most litigated call recording 
law in existence with a civil liability of $5,000.00 per violation. 
When recording call you should consider a that consent should take place at the ‘onset’ of a call 
and may require compliance even before verifying ‘right party contact’  
You may consider a script such as: 

 Hi, this is John Smith calling on a recorded line, or 

 Hello this is John Smith, all calls are recorded 
In addition you might add this disclosure on your website, letters, email and on incoming call 
disclaimer messages. 
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Payment Plans 
You are working your account because the student either did not pay the balance due on their 
account or they have defaulted or lapsed on payments on a payment plan. 
You will need to be prepared for: 

 Standard Payment Plans 

 Financial Based Payment Plans 

 2nd Chance Payment Plans 

 Other Variables Such as Unemployment or In-school 
 
It is good to have a set of standard payment plans 

 The student feels as though they have choices and when they can choose this will cement 
their commitment level to the plan. 

 You can refer to these plans from policy and not personal decision. This way the student 
knows they are getting the same treatment as everyone else and it narrows their escape 
routes. 

 Payment processing and collection follow-up becomes much easier. 
 
Perceptual Contrasts 
When considering a standard set of payment plans you might consider the law of ‘Perceptual 
Contrasts’ where ‘If the second item is fairly different than the first, we will tend to see if as More 
different that it actually is’ You might find this example in home sales where a sales person might 
show you two ‘less-than’ attractive homes within your price range and then later show you a very 
attractive home in a close proximity in price. Your value meter will be set on the contract in price 
and value between the different items and not on the cost of the item. 
 
Standard Payment Plan Examples: 
Plan 1 

 Eighteen months with half down 

 Twelve months with a quarter down 

 Six months with zero down 
Plan 2 

 Six months 

 Twelve months 

 Eighteen months 
 
Payment Guidelines 

 All Standard payment plans should begin Immediately 

 All payment plans should be due on the same day of the month and set by Your Policy 

 All payments should have the same amount of grace period 
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Plan Failures 
You should decide what you will do if they lapse on their plan. How many times will you allow 
your student to “Catch Up” or change a plan. It is less important how many changes you will 
tolerate than it is having this threshold written into POLICY 
 
Financial Based Plans 
If you choose and if your student can not meet your requirements for a standard plan have the 
student complete a Financial Statement. 
Your financial statement should include a list of verifiable assets and liabilities including: 

 Income. You should require the submission of a pay stub or other verifiable income 

 Assets.  Vehicles, Savings, Checking, Property, 401k, Spouses income 

 Debts. This sections should be complete 

 Deferrable Debts. Such as student loans to free up income or consolidation to reduce 
payments 

 
When accepting financial statements you should already have a policy to refer to concerning 
minimum payment amounts. It matters less how liberal you are than having a defined policy. 
Example: 

 A minimum payment for a period of time (12 months we’ll say) then opt for any standard 
plan 

 A minimum payment for a period of time (6 months we’ll say) to be considered as part of 
a maximum period of a standard plan, (24 months we’ll say) 

 
Deferment and Forbearance 
Will you entertain an unemployment or economic hardship forbearance and if so, for how long? 
Will you pull your account from collections if they qualify? 
What are the benefits and consequences of deferment, forbearance and collection removal? 
 
 
Collection Letters 
 
When considering a collection letter series you should decide on how many letters you will have 
in your series and how long you will continue to pursue your student in house. 

 What are the benefits of keeping your account in-house longer? 
(you might spare your student the consequences of collection placement and you might 
save fees in the form of collection charges) 

 What are the benefits of getting your account to collections faster? 
(you might collect larger revenues from student that don’t detach or disassociate 
themselves from their obligation as fresher accounts are always more collectable than 
older ones) 

 
 
 
Collection letters should serve a purpose. Less is better. Less correspondence from your office 
will garner more of your student’s attention and urgency and will be taken more seriously. 
More correspondence may foster a sense unimportance and Second Chance Syndrome. 
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Your letters should be purposeful and clear in their intent. They should include: 

 The introduction. This sets the stage for your purpose. A who’s who and what’s what. 

 The Body. This describes what did or did not happen. 

 The close. This is a statement of what is required and what will happen if that requirement 
is not met. 

 
Collection Letter Examples: 
 
Progressive Letter Introductions 
July 7, 2018 
 
Kerry Sneed 
12 Oak Street  
Dallas TX  75215  
 
Re:  #-467675920-()          
Dear Kerry: 
 
(INTRODUCTION LETTER 1) We are writing you as our records indicate that your above 
referenced student account is now PAST DUE. 
 
(INTRODUCTION LETTER 2) We are writing you as our records indicate that your above 
referenced student account is now SEVERELY PAST DUE. 
 
(INTRODUCTION LETTER 3) We are compelled to write you as our records indicate that your 
above referenced student account is now DEFAULT. 
 
Progressive Body 
 
(BODY LETTER 1) You have been given the opportunity to volunteer for a written repayment 
plan but to date have not opted to do so or made payment on your account. 
 
(BODY LETTER 2) We have written and advised you of the seriousness of your student account 
but thus far you have not responded. 
 
(BODY LETTER 3) We have written and advised you of the seriousness of your student account 
but thus far you have not responded. 
We do not wish to take any further action to collect your outstanding debt but will if necessary. 
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Progressive Close 
(CLOSE LETTER 1) If you are experiencing financial difficulties and are unable to send payment 
for the amount due, we urge you to immediately contact this office to discuss alternative 
repayment options that may be available to you. 
 
(CLOSE LETTER 2) If you are experiencing financial difficulties and are unable to send payment 
for the amount due, we urge you to immediately contact this office. If we do not hear from you 
we will be forced to take further action on your account. In addition, transcripts will not be 
released unless this account is brought current. 
 
(CLOSE LETTER 3) It is imperative that you contact us regarding your student account. We 
urge you to consider the seriousness of this matter and contact this office without further notice. 
If we do not receive payment due or hear from you on or before the 30th of this month your 
account will be sent to our collection agency. In addition, transcripts will not be released unless 
this account is paid in full. 
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Section 6. Telephone Collections 
 
Telephone collection calls can be your most successful tool in debt recovery and it can also 
become your greatest nightmare if the call goes wrong. For this reason we suggest following a: 
‘Telephone Call Protocol’, ‘Telephone Call Structure’ and the use of language and phone 
etiquette that attracts rather than repels. 
 
Telephone Call Protocol 
 

 Keep a Regular Schedule 
Let your students know when your office is or isn’t available 
 

 Return Your Calls 
Don’t give students and easy excuse to say ‘No one told me!’ 

 

 Schedule Your Telephone Attempts 
Having an organized time to make outbound calls will assist you in getting through all 
your accounts 
 

 Do you or your agency use any auto-dial technology or record your calls? 
Follow the law on this and other consumer protection laws 

 

 Be Compliant!! 
Success isn’t measured by dollars alone. Creating a liability just to win the race is a less 
than winning strategy 
 

 Skip Trace Efficiently 
Ask the experts for assistance. Have your agency share resources or have them do it 
for you! 
 

 Use Scripts 
Going off the ‘cuff’ can make a call sound personal to a person. When your call follows 
document policies and procedures you’ll limit how much personal involvement you 
expose yourself to 
 

 Practices Customer Service and Self Wellness 
Your students success is your school’s mission. Be your best and feel your best and 
you will enhance the experience and life of a young mind preparing for life on a mission 
encouraged by the faculty of your school 
 

 Document Your Efforts 
If you didn’t document it, it didn’t happen. For recollection, borrower accountability, 
audits or litigation, document your efforts. 
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Telephone Call Structure 
 
When making collection calls it is important to be prepared and structured. Your call should 
have an order and contain: 
 

 An introduction – A who’s who 

 A Body – To discuss repayment and hear objections 

 A Close – To reiterate what was agreed upon 
 
The Introduction 
The Who’s Who, What’s What 
 
Elements of the introduction 

 Obtains permission to engage the discussion 

 Establishes your authority to be there 

 Prepares the recipient to receive and focus on your data 
 
The Body of the Call 
Discussing options, objections and asserting accountability 
 
Elements of the Sale 

 Overcome objections 

 Handle disputes 

 Assert compliance 

 Negotiate repayment options 

 Guide, Mentor, Educate 
 
The Close 
Reiterating what was agreed upon, What/when will happen next 
 
Elements of the Close 

 Confirm the arrangement 

 Confirm the next step or appointment 

 Ask if the sale is complete 

 Assert your commitment and availability 
 
Language and Phone Etiquette 
 
Debt collection by its very nature is combative. Collection attempts bring to the forefront an 
obstacle between the student and the university. This obstacle conflicts with the student’s 
agenda, the universities or both. 
YOU, the collection representative, step into the arena of conflict when making or receiving a 
collection calls or by an in-person discussion. 
We know the obstacle is the student’s responsibility to their financial obligation but some student 
don’t want the news you’ve given them to be true or will make justifications for why it is not true 
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(excuses). Further, students can use their advanced language techniques and communication 
skills to make YOU out to be the obstacle and not their own accountability. 
 
When a person feels confronted by something, especially when they are at fault, they can 
become uncomfortable and their response to this might be defensive, argumentative, hostile, 
aggressive, or even launch counter attacks making your life miserable. 
 
Let’s help our students embrace the collections conversation by using the following techniques. 
 
Motivation 
 
Motivation is critical in if you r goal is to gain movement in any conversation. If a person is 
motivated to do something little can stop them. When thinking about motivation remember these 
three principles: 
 

 No one absolutely has to do anything. The choice is always yours 

 Everyone already has enough motivation 

 Focusing on any tiny bit of motivation works much better than asking about resistance. 
 
The power of Why 
 
Why is a very component in motivation. 
 
Think about this example: 

 Why don’t you join a gym? You’re instantly compelled to think about all of the reasons 
that you don’t want to join a gym. No time, I’m tired, it’s hard to get started again, etc. 

 Why might you join a gym? You’re instantly compelled to think about all of the reasons 
why you might want to join a gym. Better health, more energy, ect. 

 
Why’s to avoid 

 Why don’t you? 

 Why haven’t you? 

 Why wouldn’t you? 

 Why can’t you?  

 Why aren’t you?  
Why’s to rely on 

 Why might you? 

 Why would it be good for you to? 

 Why might it benefit you to? 

 Why might you want to? 

 Why might you decide to? 
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Assertion Statements 
 
Assertion Statements are used in a collections conversation to gain the acceptance of the 
situation by the recipient. Assertions are statements that are true. These statements are 
inescapable because they are in alignment with the other persons beliefs Because they are true. 
 
The purpose using a forward assertion is to gain alignment with a student not to obtain 
submission or a confession. Assertions are not “gotcha” statements, sarcastic, slanderous and 
condescending. You only need as many forward assertions that are necessary to achieve this. 
Any more than this will be viewed as personal. 
 
During a collections conversation you can make assertive statements and remain in the personal 
bubble space of the recipient because the call is a necessity and even though they might not 
like it that they understand that your action is valid. 
 
You can remain in this personal space as long as you continue to be these three things: 

 Respectful 

 Professional 

 And Truthful 
 
As soon as you have the appearance of being personal, condescending or otherwise offensive 
you will quickly be removed from this personal space and be left with a dial tone. 
 
Evaluate the following statements for effectiveness: 
 

 Your balance is $4,725.00 and that amount is due now. 

 Your account is in default because you decided not to send your payments 

 Did you think that the school was going to wait forever? 

 You did take the classes you’re being charged for and it’s reasonable for the university to 
ask for payment 

 You should have thought about how you were going to pay before you took these classes 

 You submitted a request to drop these classes 14 days past the drop date. This date was 
given to you prior to taking these courses and it’s only fair that you honor this agreement 

 
Social Rules we Live by 
 
Reciprocation 
The old give and take, and take! The principal of reciprocation is a deeply instilled social norm. 
It says we must try to repay those who provide us with a gift or kindness, no matter how trivial 
and even if it is unsolicited 
 
Perceptual Contrasts 
If the second item is fairly different than the first, we will tend to see if as More different that it 
actually is 
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Reciprocal Concessions or Rejection then Retreat 
To secure a certain request, first make a much larger request that will likely be turned down. 
Your second request will be viewed as a concession 
 
Consistency and Commitment 
Inconsistency is viewed as a disagreeable quality, which is why people strive for their actions, 
words, and beliefs to appear consistent over time, regardless of whether that is to their benefit. 
This means when a person makes a commitment, he or she will tend to stick to it 
 
Social Proof 
 
Social proof involves our tendency to pick up on behavioral cues from society in general, our 
community, and our peers, and use them to validate our own behavior. The idea that the greater 
numbers of people that find an idea correct the more a given individual will perceive the idea to 
be correct 
 
Liking 

 Physical attractiveness or tone 

 Similarity, age, views, opinions, background, RELATABILITY 

 Complements and Flattery 

 Cooperation efforts 

 Good cop, Bad cop 

 Conditioning and Association 
 
 
Authority 
There is a universal tendency for people to acquiesce to the requests or orders of those in 
positions of authority 
 
 
Scarcity 
The rule of scarcity explains why individuals place more value on that which is rare or restricted 
or difficult to get 
 
The Law of Psychological Reactance 
The law of psychological reactance is our tendency to resist being told what to do. Telling 
someone to do a task they don’t want to do. The more you demand and repeat the request the 
more the person will not want to do it.  
 

 Reactance (psychology) Reactance is a motivational reaction to offers, persons, rules, or 
regulations that threaten or eliminate specific behavioral freedoms. 

 Reactance occurs when a person feels that someone or something is taking away their 
choices or limiting the range of alternatives. 
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Switching Gears, Appeals and Concession Buzzwords 

 Tone Control – Pitch and Volume Level 

 Switching from Surname to First name 

 Empathy 

 Affirmation 

 Concession 

 Compassion 

 Sympathy 

 Humility 

 Transparency 

 Vulnerability 

 Value 
 
Cognitive Dissonance 
 
Cognitive Dissonance is the mental stress or discomfort experienced by an individual who holds 
two or more contradictory beliefs, ideas, or values at the same time. 
 
For example when people smoke (behavior) and the know that smoking is unhealthy (cognition) 
 

 I want to quit smoking - Cognitive Dissonance 

 I should quit – I ought to quit – I’m supposed to quit – not Cognitive Dissonance 
 

 I’m supposed to pay on time but I’m always late. Not Cognitive Dissonance. You see 
yourself as a disobedient person and therefore Cognitive Dissonance does not exist. 

 I want to pay on-time. (especially with a reason) I’d be less stressed and I have university 
privileges. 

 
Assertive Communication 
 
Assertiveness is the ability to honestly express your opinions, feelings, attitudes, and rights, 
without undue anxiety, in a way that doesn't infringe on the rights of others. 

 It's not aggressiveness; it's a middle ground between being a bully and a doormat. 

 It's dependent on a feeling of self-efficacy, a sense that if you behave in a certain way, 
something predictable will occur.  

 Where does non-assertive behavior come from? Many of us are taught that we should 
always please and/or defer to others, that it is not nice to consider our own needs above 
those of others, or that we shouldn't "make waves", that if someone says or does 
something that we don't like, we should just be quiet and try to stay away from that person 
in the future. 
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Two ways to practice assertive communication are ‘I Messages’ and ‘Assertive Intervention’ 
 
“I” MESSAGES: Formula for success  
 
The key to communicating assertively is to express yourself clearly, without blaming or judging 
the other person. An accepted and proven method for accomplishing this is using the "I" 
message format. 
 
“I” Message format: "WHEN...THEN...I FEEL…" 
 
WHEN  Describe (objectively) other person's behavior  
THEN   (the effect is) Effect of the behavior on you  
I FEEL   Your feelings; do not accuse or blame  
I'D PREFER  Describes the behavior you want/prefer 
 
 “I” MESSAGES verses BLAMING/JUDGING LANGUAGE (conflict escalators)  
 

 "WHEN you do not call me when you say you will, (THEN) I imagine that something bad 
has happened to prevent you from calling. I FEEL scared and anxious. I WANT/I WOULD 
PREFER that you call, even collect, when you say you will." (Assertive)  

 
Rather than…  
"You're so inconsiderate!" (Conflict Escalator) 
 
 

 "WHEN you don't put things away after using them, (THEN) I end up doing it and I FEEL 
really resentful. I WOULD PREFER your cooperation in keeping things in their proper 
storage places." (Assertive)  

 
Rather than…  
"You're such a slob!" (Conflict Escalator) 
 
Practicing assertive communication 
Express the following messages using the "I" message format (WHEN...THEN... I FEEL... I 
WANT/WOULD PREFER)  
 
Message:  
"I can never count on you to do what you tell me you will do." Rewrite in “I” message format: 
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Assertive Intervention 
Here's another example of an assertive communication. Read it, and then we'll discuss the 
different parts of it. 
"I've noticed that whenever we're preparing to go somewhere, you start rushing me to finish 
dressing as soon as you're ready, even if it's not yet the time we had planned to leave. I know 
you get anxious when you're all ready to go and I'm not, but when you do that, I get all flustered 
and take even more time. By the time we get in the car, we're mad at each other and not much 
in the mood to have a good time. From now on, let's be sure we know what time we want to 
leave, and if you're ready before I am, will you please just go to another room and read the paper 
or watch TV? From now on, if you come into the bedroom or bathroom before it's time to leave 
and start asking me to hurry up, I'm just going to remind you of the time, ask you to go to another 
room, and close the door until I'm ready. I know this is going to seem weird at first, but I bet we'll 
enjoy our outings a lot more over the long run." 
 
A: There are three parts of each assertive intervention: 

1. empathy/validation: Try to say something that shows your understanding of the other 
person's feelings. This shows them that you're not trying to pick a fight, and it takes the 
wind out of their sails. From the above example, "I know that you get anxious when you're 
all ready to go and I'm not … ." 

2. statement of problem: This piece describes your difficulty/dissatisfaction, tells why you 
need something to change. For example, "… but when you do that, I get all flustered and 
take even more time. By the time we get in the car, we're mad at each other and not much 
in the mood to have a good time." 

3. statement of what you want: This is a specific request for a specific change in the other 
person's behavior. For example, "From now on, let's be sure we know what time we want 
to leave, and if you're ready before I am, will you please just go to another room and read 
the paper or watch TV?" 

 
B: How to be effectively assertive: 
 

 Use assertive body language. Face the other person, stand or sit straight, don't use 
dismissive gestures, be sure you have a pleasant, but serious facial expression, keep 
your voice calm and soft, not whiney or abrasive. 

 Use "I" statements. Keep the focus on the problem you're having, not on accusing or 
blaming the other person. Example: "I'd like to be able to tell my stories without 
interruption." instead of "You're always interrupting my stories!" 

 Use facts, not judgments. Example: "Your punctuation needs work and your formatting is 
inconsistent" instead of "This is sloppy work." or "Did you know that shirt has some 
spots?" instead of "You're not going out looking like THAT, are you?" 

 Express ownership of your thoughts, feeling, and opinions. Example: "I get angry when 
he breaks his promises." instead of "He makes me angry." or "I believe the best policy is 
to…" instead of "The only sensible thing is to …" 

 Make clear, direct, requests. Don't invite the person to say no. Example: "Will you please 
..?" instead of "Would you mind … ?" or "Why don't you … ?" 

 
Practicing Assertive Intervention 
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Instructions:  
 
Confront the following problems using empathy/validation, statement of problem and statement 
of what you want in the following situations: 
  

 Your co-worker seems dismissive with you 

 A student has broken multiple promises and blames the economy 

 You want to a raise or promotion 

 As an employee you feel you need more resources 

 Your employee’s are constantly on social media during working hours 
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Customer Service 
 
Dealing with Angry Students - Principles of the Psychology of Anger 
 

1. Anger Precludes Rationality 
Anger customers cannot rationalize 
 

2. Anger must be acknowledged 
Do not ignore or tip-toe around anger. Ignoring it breaks the communication chain as 
this response to anger is a link to communication and breaking that link makes 
customers think that we do not care and that we do not want to listen, so they tend to 
raise their voices to try to get through to you. Responding to anger keeps your customer 
from getting more upset. 
 

3. Work to diffuse anger before going to problem solving 
Think of it in this perspective. Imagine a cup filled with water. The law of displacement 
states that no two things can be in the same place at the same time twice. One must 
make way to make room the other. Now look at it this way. The customer is the cup and 
the water in that cup is all the anger and frustration cooped up inside. Problem solving 
requires informing and educating. Now educating and informing the customer will do no 
good since he is preoccupied with all these emotions. To get things through we have to 
diffuse all of that emotion, get it out of his system so that the information can get 
through to him rationally. 
 

4. The issue is not the issue 
The way the issue is handled becomes the real issue. The primary issue is how the 
representative responds and resolves the issue. The customer’s reason for seeking 
help only becomes the secondary issue then. 
 

5. Ventilation is crucial 
An angry customer can be compared to an erupting volcano. Once a volcano erupts 
there is nothing you can do to stop it. It has to erupt. When a customer is angry he 
should have to experience and express this anger. DO not tell him to calm down or stay 
cool because this is as futile as taming an erupting volcano. Like an erupting volcano, 
the member would eventually erupt and subside. Your angry customer will eventually 
vent and calm down. 
 

Diffusing Angry Customers 
 

1. Assume that the Customer has a Right to be Angry 
Nobody makes mistakes on purpose, but they do happen. If you are working in a call 
center, behind a counter or in any capacity that directly interfaces with customers then 
you are going to encounter an irate customer at some time 

 
2. Listen to Emotion without Emotion 

Listen to the inflections and emphasis that the customer places on specific topics to 
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identify the emotional catalyst. Listen to the emotion as well as the words. This will help 
you to identify the specific item or items that need primary attention. 

 
3. Be Patient 

Customer conversations come in waves. When the customer is at the peak of 
expressing anger, sorrow or distress, be patient and listen. It is not effective to interrupt 
the customer when he or she is venting combustible sentiments. 

 
4. Speak Softly 

If you encounter a loud and abusive customer, respond by speaking softly and with a 
very steady tone. If you try to shout over the customer or interrupt, then the customer 
will concentrate on the verbal battle for attention and will not pay attention to the 
importance of your message. If you want your message to be heard, wait for a pause in 
the customer tirade. 
 

5. Reiterate 
Make sure that you are addressing the technical, administrative and emotional aspects 
of the customer concerns. After you have listened carefully to the customer, reiterate 
the priorities that you believe that you heard from the customer perspective. This will 
assure that you are focused on the appropriate issues and reassure the customer that 
you are concentrating on the proper priorities. 
 

6. Own the Problem 
It does not matter who created the problem or what transpired before the customer got 
to you. Tell the customer that you own the problem and will apply your personal effort to 
achieve results. 
 

7. Place the Customer First, Problem Second 
In most cases there are two conflicting issues that occur simultaneously when dealing 
with irate customers. There first issue is the customer emotional distress. The second is 
the technical or administrative issue that caused the emotional distress. While it may 
seem logical to focus first on the technical or administrative issue that cause the 
emotional distress, it is important to acknowledge the customer anger first and the 
technical issue second. 
 

8. Triage 
Once you have an opportunity to focus on technical and administrative issues, triage the 
root cause of the problems to determine what went wrong. Analyze the problem and 
provide corrective measures or detailed information in an effort to avoid duplicating the 
problem with other customers. It may be necessary to obtain some additional 
information from your customer to accurately analyze the root cause of the problem. 

 
9. Correct the Issue 

Correct the issue for the specific customer and also look for long term corrective 
measures. It may not be feasible to give your customer a guarantee that the correction 
will resolve all problems permanently, but it may be appropriate to reassure the 
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customer that you will be available to assist in the event that another different problem 
should occur again. 

 
10.  Follow Up 

When possible, follow-up with the customer after sufficient time has elapsed to 
demonstrate that the corrective action has been effective. A phone call or a letter 
demonstrates individual attention and acknowledgement. 

 
 
Rules to Live by When Giving Customer Service 
 

 Don’t take it personally. It’s not you, it’s the problem. 

 You represent your school. Own it. 

 Know and stick to your job description. 

 Don’t be emotional. 

 Empathy. 

 You can’t save the world. 

 Bronze Rule. Don’t treat others the way you want to be treated. Treat others the way they 
want to be treated. 

 
 

End of Segment Three 
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