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TAB A

How the Default Side of the Program Works

A default legally occurs when a student borrower fails to
make a scheduled loan payment for a period of 120 days and
the lender attempts collection, then certifies the loan as
uncollectable under its terms and conditions. The student
borrower must have been out of school for not less than 9
nor more than 12 months before the first payment is due.
The efforts of the lender to establish contact with the
borrower and to effect collection are covered under the
legislated and regulatory areas of "due diligence."

The lender then presents a claim to the government. If the
investigation of the claim finds the claim legally sufficient,
the claim is paid. The rate at which such claims are paid,
that is, the ratio of defaults to loans that are being paid
properly (matured paper), has been the subject of controversy.

When a claim is paid, the government has essentially purchased
the loan; i.e., the loan is not simply written off. It moves
from the collection process of the original lender to that of
the Federal Government. The Federal Government can, and does,
cause loans for which claims were paid to revert to repayment
status. Therefore, the program losses reported are represented
not by the rate at which lenders are currently submitting
claims, but rather at the rate of true loss--loss rate after
the government has made its effort to collect the debt and
failed.













THE WHITE HOUSE

WASHINGTON
September 24, 1974

ADMINISTRATIVELY CONFIDENTIAL

MEMORANDUM FOR: KENNETH R, COLE, JR.

FROM:

SUBJECT: Guaranteed Student ILloan Defaults

Your memorandum to the President of September 23 on the
above subject has been reviewed and the following notation
was made:

-- Thanks, Keep pressure on,

cc: Al Haig
Jack Marsh











