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support to employers who requested such assistance.
Evaluation

Customer Service: Wage withholding would be available to approximately 80 percent of the
borrowers. In contrast to Options I and 2, wage withholders would gain the same access to
information and flexibility to switch plans as all other borrowers.

Default Rate and Student Loan Collections Impact: Since loan payments can be made
automatically (by wage withholding or through automatic clearing house payments),

delinquencies and defaults would be reduced.

Budget Consequences: Approximately the same as projected cost of current ED system
($850 million in FY 99). Budget neutral; those costs are assumed in current baseline
estimates. Option 3 could require 20 additional FTEs and $500,000 to pay for an incentive
program that would encourage employers to offer wage withholding voluntarily.

Required Resources and Impact on Tax Revenues: The IRS would require minimal increases

in resources to provide additional information. There would be no impact on tax revenues.

Im In Disclosure and Increased Involvement in Nontax Collection on Voluntary
Compliance: The impact of increased disclosure would not be evident to borrowers because

they would not be aware of any changes. IRS would not, therefore, be viewed as involved
in nontax collections. There should be no impact on voluntary compliance.

The Ability of the IRS to Enfor ollection of Student Loans: The IRS has no direct role
in the collection of student loan repayments.

Separating Loan Collection from Loan Servicing: There is no separation of functions as ED

is responsible for servicing and loan collections.

Effect on the Management of Student Loan Collections: There is no change in the

management of student loan collections.

Burden to Businesses: Based on the assumption that twenty million borrowers are in
repayment, with 4.5 million eligible borrowers electing to repay through voluntary employer
withholding, the estimated annual cost is $0.5 billion (or slightly over $100 per eligible
borrower).
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Funds Collection Options for Repayment of
Direct Federal Student Loans

Background

The Financial Management Service supports the Department of Education in its initiative to
offer a variety of ways for Direct Federal Student Loan borrowers to remit payments,
especially using electronic funds transfer.

Just as with the "repayment plan" options, there are several convenient and appealing funds
collection options which can be offered to borrowers for initiating their loan repayment
remittances.

AUTOMATED CLEARING HOUSE (ACH)

The Automated Clearing House network is a funds transfer system which provides for the
interbank clearing of electronic entries for participating financial institutions. There are
26,522 participating financial institutions.

ACH is inexpensive, reliable and improves funds availability. Also, once the borrower sets
up the ACH service, the chances of full collection are improved since the borrower doesn’t
have to write a check each month. ACH transactions can be originated by a borrower
directly, or can be originated by a borrower’s employer, and then deducted out of the
employee’s pay, using common wage-withholding practices.

Borrowers and bill payers have been demonstrating a rapidly growing interest in making
payments automatically and electronically. Automatic electronic payments (using ACH) are
easy, save time, and are not dependent on the borrower being at a certain place or having to
write a check, address an envelope and get it into the postal system. Some borrowers
perceive ACH payments involving a degree of lost control over their money. This is a
perception issue which has no basis in fact, since the consumer must authorize any electronic
activity occurring through his or her bank account. The ACH network has made a lot of
progress overcoming the perception; however, some still remains.

Because of the savings derived from using ACH, the agency should either mandate its use or
offer borrowers incentives to sign up for ACH. Mandates are generally used in conjunction
with other actions, such as a non-payment judgment. For the majority of cases, where
repayment is expected, a voluntary program is recommended, with incentives offered to
increase enrollments. Incentives for repayment by electronic funds, normally ACH, are

| common in the consumer loan industry. Three suggestions for incentives are:
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services allow for standing orders for payments which occur automatically unless their
customers intervene. This is appealing to many remitters because they can exercise a greater

degree of control.

The Department of Education should establish "strategic alliances" with the major bill
payment service providers and large regional banks where concentrations of borrowers are
located. Such alliances can be beneficial to both parties for at least two reasons:

(1) The Department of Education can provide bill payment services with billing files,
which are used to create messages/reminders to borrowers and request authorization for
making payments. This enhances the bill payment services’ offering and will encourage
prompt payment to the Department of Education.

(2) Joint marketing campaigns can be initiated with the agency and the bill payment
servicer/banks to get the word out that student loan payments can be made through these
services.

PAPER CHECKS INTO A LOCKBOX

A lockbox is a post office box which is maintained for the Government by a Treasury
designated financial institution (F) for the purpose of accelerating the receipt and clearing of
paper check remittances on behalf of a Federal agency. The F receives the remittances by
mail from the post office frequently during the day. The F opens the envelope, extracts the
check and any accompanying documentation, records the amount of the check, processes the
check for clearing in the banking system, and reports the deposit information to Treasury.
The funds are transferred to Treasury’s account at the Federal Reserve Bank of New York
via ACH the next business day, and the agency location code (ALC) is credited the next
business day following the date the deposit is reported to Treasury. The F also captures the
accounting information, and passes this, along with a record of the check payment to the
agency. The agency updates its accounting records from the information supplied by the
Lockbox bank.

Checks are not the preferred method of collection, but unless the Department of Education is
going to mandate electronc funds transfer (EFT) in the Direct Student Loan Program,
collection arrangements must accommodate checks. To effect the payment, the student
writes out a check and sends it, along with a scannable remittance document, to a post office
box address supplied by the agency. The agency supplies the remitter with a monthly notice
or a coupon (book) to return with the remittance. Whether a monthly bill or a coupon is
used, the return document must be machine scannable, since the volumes will be high.
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Information Systems (computer systems development and maintenance)
Payment Processing

Customer Service

Default Collection

Chief Counsel and Appeals (Option 1 only)

For the first few years, the most significant cost for Option 1 would be the cost of collecting
the existing defaults under the FFEL program. Estimates are that this effort will require an
increase of approximately 2,800 Collection FTE per year in the FY98-FY02 period. Under
Options 1 payment processing costs eventually become the most significant cost, requiring an
increase of 1,800 FTEs for FY98 and 7,500 FTEs when the program reaches its sized
capacity of 20 million borrowers in repayment. To meet the servicing goals of Option 1
,customer service costs become significant.

Using Federal employees, Option 1 costs for FY99 total $528 million. Option 2 costs for
FY99 total $54 million. At the designed systems capacity of 20 million borrowers in
repayment, Option 1 costs would be approximately $1 billion per year while Option 2 costs
would be approximately $500 million per year.

It should be emphasized that major operational and design decisions have not been made,
therefore, these costs estimates should be regarded as preliminary and subject to modification
as the systems design and underlying assumptions become more clear.

Limitations and Assumptions

IRS costs were estimated for the FY95-FY00 period in order to conform with the loan
volume projections provided by ED. In creating these estimates, it was assumed that major
operational involvement by the IRS would not begin before the start of FY98, although
systems development would begin in FY95. It was assumed that the IRS would require 3
years to complete the systems development and testing.? Costs were also estimated under at
the student loan system’s maximum capacity of 20 million borrowers in repayment.

Costs were developed for the key functions performed by the IRS for these options--
Information Systems, Payment Processing, Customer Service, and Default Collections.
Additional administrative costs to cover support functions such as Finance and Human
Resources were assumed to be 15 percent of the direct requirements.

2 These estimates assume that IRS would become operational in FY98. These estimates
were originally developed assuming that the IRS would begin systems development in FY95.
Since that is no longer a valid assumption, these estimates serve as illustrative examples of
the costs.
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all already in default (Note: this is an unverified assumption). It is
assumed that IRS would have to expend a higher level of effort to
collect student loans than taxes because of the differences between
defaulted debt and taxes. The scenario used for overall cost estimates
assumes that 45% of all the cases receiving initial notices will require
additional correspondence work by SCCB, 40% of all cases will go to
ACS, and that 15% will require work by the Collection field function.
In this scenario, the 7 million FFEL-case backlog would be allocated
over 5 years. Other, equally plausible, assumptions would significantly
impact estimated costs.

- Option 1: Collection would require 2,797 FTEs each year through
FY02.

- This analysis assumes that the current FFEL backlog will be resolved
by the end of FY02).

- Option 2: If FFEL defaults are not included, the Collection FTE
requirements are:

FY98: 128
FY99: 179
FY00: 233

- Dollar costs were derived by using the 1995 UCR handbook "Tax
Examiner" expansion rates for SCCB employees, "Other Permanent”
expansion rates for ACS, and "Revenue Officer" expansion rates for
CFf. All rates were adjusted for inflation. However, to build-in
additional costs for administrative or HR support, or for additional
facilities, a conservative approach of adding 15% to listed dollar costs
for these factors, increasing the Collection FY98 - FY0O estimate by
$37 million a year.

- Most Collection costs would be incurred in CFf. Regardless of the
assumptions used, however, a large percentage of cases would
inevitably end up in "currently not collectable" status. This analysis
does not attempt to deal with the consequences of this situation for
Account Receivable Delinquent Inventory, etc.

- Revenue neutrality was assumed across all options.

- Opportunity Costs:

- With FFEL Default Collections:
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