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GAO United States 
Genera l  Account ing Off ice 
Wash ington, D.C. 20548 

Human Resources Div is ion 

B-241944 

March 27,199 l 

The Honorab le Lamar Alexander 
The Secretary of Educat ion 

Dear Mr. Secretary: 

At the request of the Senate Committee on Labor and Human Resources 
and the Subcommittee on Postsecondary Educat ion of the House Com- 
mittee on Educat ion and Labor, we are conduct ing a rev iew of the Per- 
k ins Student Loan Program. Our rev iew is focus ing on ident ify ing cost 
sav ings and other improvements in the program. As we are conduct ing 
that work, we want to ca l l to your attent ion weaknesses in the Depart- 
ment’s po l ic ies, procedures, and pract ices for recover ing Perk ins loan 
fund assets (cash and outstand ing loans) from schoo ls that go out of 
bus iness. Accurate account ing for such assets wi l l become more impor- 
tant s ince changes in the Higher Educat ion Act to he lp reduce loan 
defau lts may contr ibute to add it iona l schoo l c los ings. 

The Perk ins Stu&%t I.&a PPO~ZW estab l ishas federa l ly subs id i%?$ 
revo lv ing loan funds at postsecondary schoo is that prov ide lO-y~&r, 
S-percent loans to f inanc ia l ly needy students. Schoo ls must prov ide at 
least $1 of the ir own fund ing for every $9 prov ided by the federa l gov- 
ernment. Each schoo l is respons ib le for admin ister ing its fund; inc lud ing 
mak ing loans, co l lect ing loan payments, and keep ing a l l loan records. 

Dur ing the 1989-90 schoo l year, 3,230 schoo ls part ic ipated in the pro- 
gram and d isbursed about $883 mi l l i on in Perk ins loans. As of June 30, 
1989, cumu lat ive federa l appropr iat ions had tota led about $6 b i l l ion 
s ince the program was enacted in 1968 as the Nat iona l Defense Student 
Loan Program. 

If a schoo l c loses, a federa l regu lat ion (34 C.F.R 674.17) requ ires the 
schoo l to (1) return to the Department of Educat ion the federa l share of 
its fund’s l iqu id assets (cash ba lance) and (2) transfer its outstand ing 
Perk ins loans to the Department or another inst itut ion approved by the 
Department. The total amount of assets a schoo l has in its Perk ins fund 
is referred to in th is report as the net federa l investment. 

Accord ing to Department records, 7 1 schoo ls part ic ipat ing in the Per- 
k ins program c losed dur ing the last 3 years (Ju ly 1,1987, through June 
30, 1990). Department records ind icate the net federa l investment of 
these schoo ls was about $21.6 mi l l i on when they c losed. 
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Scope a n d  
Methodo logy 

In conduct ing th is rev iew, we exam ined app l i cab le laws and Department 
of Educat ion regu lat ions, po l ic ies, and procedures perta in ing to the Per- 
k ins Student Loan Program. We interv iewed and obta ined informat ion 

. from offic ia ls at the Department’s headquarters and 10 reg iona l off ices. 
We rev iewed Department memoranda, annua l f isca l operat ions reports 
submitted by schoo ls, reports from the Department’s Off ice of Inspector 
Genera l (OIG), the Department’s 1989 F inanc ia l Integr ity Act report, and 
other Department records. In add it ion, to obta in an understand ing of 
borrowers’ behav ior towards repay ing and defau lt ing on student loans, 
we interv iewed industry representat ives from three agenc ies invo lved in 
serv ic ing student loans. 

Our rev iew was conducted between February and October 1990 in accor- 
dance with genera l l y accepted government aud it ing standards. 

Resu lts in Brief When schoo ls in the Perk ins Student Loan Program c lose, the Depart- 
ment of Educat ion lacks (1) adequate gu idance for accurate ly deter- 
min ing the va lue of assets due from the schoo ls and (2) a system for 
ca lcu lat ing and reconc i l i ng the va lue of assets returned with the 
amounts due. As a resu lt, the Department does not know whether al l 
Perk ins assets are be ing rece ived and accounted for. 

Perk ins loans recovered from c losed schoo ls are not be ing prompt ly 
entered into the Department’s debt-co l lect ion system, thereby a l l owing 
them to be serv iced. As of June 1990, the Department had a lo-month 
back log of loans to be serv iced. Serv ic ing inc ludes, among other th ings, 
bi l l ing, co l lect ing payments, and contact ing borrowers in defau lt. 
Department off ic ia ls expect schoo l c losures to increase further because 
of recent changes to the Higher Educat ion Act and agree that de lays in 
record ing and serv ic ing loans acqu ired from c losed schoo ls can con- 
tr ibute to increased loan defau lts. 

Inadequate Interna l 
Contro ls 

Our work and a 1989 OIG aud it found that the Department of Educa- 
t ion’s interna l contro ls over Perk ins fund assets obta ined from c losed 
schoo ls do not assure that the government’s funds are be ing proper ly 
safeguarded. The Federa l Managers’ F inanc ia l Integr ity Act of 1982 
(31 U.S.C. 3612) spec if ies that an agency’s interna l contro l systems 

Y shou ld prov ide reasonab le assurance that funds, property, and other 
assets are safeguarded aga inst waste, loss, unauthor ized use, or misap- 
propr iat ion. The act requ ires that an agency’s interna l contro l systems 
comp ly with interna l contro l standards prescr ibed by the Comptro l l er 
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Genera l .1 These standards spec ify, in part, that transact ions and other 
s ign if i cant events are to be prompt l y  recorded, proper ly c lass if i ed, and 
c lear l y documented. 

OIG Aud i t Sh owed  We a k  
Interna l Contro l s 

In August 1989, the OIG reported that Department records d id not accu- 
rate ly show the amount of assets the Department was owed by c l osed 
schoo l s nor how muc h  of th is amount had been rece i ved or rema i n ed 
outstand ing. The OIG conc l uded that without th is informat i on the 
Department ma y  be unab l e to recover assets-cash and outstand ing 
loans-from  Perk i ns funds at schoo l s that cease operat ions. 

The Department concurred w ith the OIG’S f ind ings and l i sted the fa i l ure 
of its s ystems to proper ly account for assets recovered from  c l osed 
schoo l s as mater i a l  interna l contro l weaknesses in its 1989 F i nanc i a l  
Integr ity Act Report. It intended to take cofTect i ve act i ons with in the 
year, inc l ud i ng sett ing up a database to mon i tor the status of a l l  Perk i ns 
Student Loan Program part ic i pants and estab l i sh i ng procedures for han- 
d l i ng assets, espec i a l l y outstand ing loans, from  c l osed schoo l s. 

Change s  Fa i l e d to 
Estab l i sh Adequate 
Contro l s 

The Department’s act i ons in response to the OIG report d id not go far 
enough to ensure that strong interna l contro ls are in p lace. Two ma j o r 
prob lem s  rema i n: 

1. The Department’s procedures l ack exp l i c i t gu i dance for its reg iona l 
off ices on how to compute the amount owed by a c l osed schoo l . 

2. In man y  cases, the amounts of cash and outstand ing l oans the Depart- 
ment obta ins from  c l osed schoo l s are not reconc i l ed w ith the amounts 
due, 

Inadequate Data and Gu i dance Inadequate Department gu i dance and data on schoo l s’ Perk i ns l oan 
funds are contr ibut ing to inaccurate determ inat ions of the amounts due 
from  c l osed schoo l s. The schoo l s’ annua l  f isca l operat ions reports to the 
Department conta in such data as the tota l federa l cap ita l contr ibut ion, 
interest i n c ome from  loans, and l oans cance l l ed or in defau lt. The 
reports, however, do not i nc l ude an amount for the net federa l i nvest- 
ment in schoo l s’ Perk i ns programs.  Th i s  amount i s s ign if i cant for deter- 
m in ing the federa l share of the program ’s assets when schoo l s c l ose. 

‘Standards for Interna l  Contro l s  i n the Federa l  Gover nment.  Un i t ed States Genera l  Account i n g  Off i ce, 
l&33. 
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Amounts Returned Not 
Ca lcu lated or Reconc i l ed 

Without a reported f igure for the net federa l investment, the Depart- 
ment has to compute th is amount from the data conta ined in the schoo ls’ 
f isca l operat ions reports. However, the Department prov ides l itt le gu i- 
dance on how its reg iona l off ice staff is to make the computat ion. Th is 
has led to errors and incons istenc ies. Our d iscuss ions with representa- 
t ives from each of the Department’s 10 reg iona l off ices ind icate errors in 
some of the ir determinat ions of net federa l investment. 

In 8 of the 10 reg iona l off ices, the Department does not know whether 
c losed schoo ls are turn ing over al l the ir Perk ins loan fund assets to the 
federa l government or what further recovery efforts are needed. On ly 
two reg ions have ca lcu lated and reported the va lue of the ir recovered 
outstand ing loans to headquarters. Three reg ions performed part ia l rec- 
onc i l i at ions of the amount recovered from c losed schoo ls. 

Department po l ic ies do not requ ire that such reconc i l i at ions be made, 
and, genera l ly, they are not performed. To determine whether al l Per- 
k ins assets have been recovered from a c losed schoo l, the Department 
needs to ca lcu late the va lue of the assets obta ined and reconc i l e th is 
va lue with the amount due the government. One reg iona l off ic ia l sa id 
that the reg ion does not perform reconc i l i at ions because it lacks t ime 
and expert ise. An offic ia l in another reg ion sa id that on ly the most 
obv ious compar isons are made to reconc i l e the amount due with the 
amount co l lected. An offic ia l in a th ird reg ion sa id that they do not ba l- 
ance a schoo l’s account; rather, they just record the cash on hand and 
loan records from the schoo l. After the reg ions transfer Perk ins fund 
assets to the Department’s Debt Col lect ion and Management Ass istance 
Serv ice, the Serv ice does not reconc i l e c losed schoo ls’ loan portfo l ios, 
e ither. 

L o a n  Serv ic ing 
Back log Cou ld 
Increase Defau lts 

As of June 1990, the Department had a back log of about 4,000 loans 
va lued at about $1.7 mi l l ion that it had rece ived from c losed schoo ls. 
The loans were ne ither entered into its debt-co l lect ion system nor 
act ive ly be ing serv iced, Th is represented a lo-month back log of loans 
that were not be ing serv iced. The t ime ly record ing of loans is important 
because any de lay in serv ic ing them may cause loss of contact with bor- 
rowers and lead to increased defau lts. 

Accord ing to a June 11,1990, Department memorandum, th is back log 
occurred because the contractor enter ing loans in the system is l im ited 
to process ing a max imum of 400 loans per month. At th is rate-and 
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conservat ive l y assum ing no further l oans are transferred to the Depart- 
ment-some of the l oans in the back l og may wa it about 10 months 
before they are recorded and borrowers are contacted. Department rep- 
resentat ives from four reg ions sa id that they are ho ld i ng l oan records 
from at least 14 schoo l s that are awa it i ng entry into the Department’s 
system as a resu lt of the back log. One off ic ia l to ld us that h is staff is not 
pursu i ng the retr ieva l of l oan records from two schoo l s because the 
records wi l l just “s it around” once they are recovered. 

Department off ic ia ls sa id the back l og ex ists pr imar i l y because the 
Department lacks the resources to i ncrease the contracted loan 
process ing. One of these off ic ia ls sa id p l ans are to i ncrease the contract 
capac ity, but, as of December 31,1990, no act ion had been taken. 

The fa i lure to prompt ly serv ice l oans cou l d resu lt in a greater number of 
l oans go i ng into defau lt if the Department loses contact with borrowers. 
Exper i ences of pr ivate sector co l l ect ion agenc i es suggest that many 
l oans be i ng repa id at the t ime a schoo l  c l oses wi l l fa l l into defau lt if 
borrowers are unc lear where to send the ir payments. Usua l l y it is more 
d iff icu lt to locate these borrowers once contact is lost and repayment 
stops. Also, fa i l i ng to serv ice l oans prompt ly is a d isserv ice to students 
who want to pay back the ir loans. Students’ l oans may go into defau lt- 
through no fau lt of the ir own- if they do not know where to send pay- 
ments and no one contacts them with th is informat ion. 

1 9 9 0  L e g is lat ion May The Omn i bus Budget Reconc i l i at i on Act of 1990 conta ins a number of 

Increase Schoo l  measures that may ind irect ly i ncrease schoo l  c l osures in the next year. 
One of the l aw’s prov is i ons cou l d resu lt in decreased e l ig ib i l i ty of some 

C losures a n d  L o a n  
Process i ng Back l og 

schoo l s for the Stafford loan programe2 The l aw a lso de l ays l oan d is- 
bursements to f irst-t ime Stafford borrowers unt i l 30 days after the bor- 
rower beg i ns a course of study. 

These restr ict ions are a lso l ike ly to impact the Perk ins Student Loan 
Program because many schoo l s with Perk ins l oan funds a lso part ic ipate 
in the Stafford program. A Department of Educat i on off ic ia l sa i d that 
many of these restr ict ions wi l l app l y to marg i na l  schoo l s that are h igh ly 
dependent upon federa l f inanc ia l a id. He added that without student 
access to Stafford l oans many of these schoo l s may c lose. Th i s off ic ia l 
est imated that over 300 schoo l s part ic ipat ing in the Stafford program 

2Stafford l oans-for n e e d y  u n d e r g r a d u a t e ,  graduate, a n d  vocat i ona l  students-are l ow- i nterest l o ans 
subs i d i zed and guaranteed by the federa l  g overnment. 
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are l ike ly to become ine l ig ib le because of the new restr ict ions and he 
expects that a port ion of these wi l l probab ly c lose as a resu lt. 

Conc lus ions The Department of Educat ion’s interna l contro l system is insuff ic ient 
for record ing and account ing for Perk ins lo& fund assets rece ived from 
schoo ls that c lose. Without adequate written po l ic ies and gu idance, 
Department personne l are re ly ing on ad hoc methods to determine 
whether fund assets are be ing recovered and accounted for. Th is con- 
tr ibutes to inaccurate determinat ions of a c losed schoo l’s assets and 
unnecessary losses to the government. 

The Department has a back log in its serv ic ing of some loans rece ived 
from c losed schoo ls. For some loans, process ing de lays resu lt in loss of 
contact with borrowers and contr ibute to an increase in loan defau lts. 
Recent leg is lat ion may resu lt in add it iona l schoo l c losures caus ing the 
Department to rece ive more loans in need of process ing. As th is occurs, 
process ing de lays wi l l l engthen and more defau lts wi l l occur un less the 
Department in it iates t ime ly correct ive act ion. 

Recommendat ions To prov ide reasonab le assurances that its Perk ins Student Loan Pro- 
gram assets are be ing proper ly safeguarded from loss, we recommend 
that the Secretary ofEducat ion - 

l rev ise the Department’s po l ic ies and procedures to prov ide gu idance for 
(1) accurate ly determin ing the net federa l i nvestment in schoo ls’ Perk ins 
loan funds and (2) prompt ly reconc i l i ng the amount of each c losed 
schoo l’s cash and outstand ing loans with the net federa l i nvestment in 
the fund, as recorded by the Department; and 

. increase the Department’s capac ity for the t ime ly process ing of loans 
from c losed schoo ls. 

Federa l l aw (31 U.S.C. 720) requ ires you to submit a written statement 
on act ions taken on our recommendat i ons to the Senate Committee on 
Governmenta l Affa irs and the House Committee on Government Opera- 
t ions not later than 60 days after the date of th is report, You are a lso 
requ ired to submit a written statement to the Senate and House Appro- 
pr iat ions Committees with the agency’s first request for appropr iat ions 
submitted more than 60 days after the date of th is report. 
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We are send ing cop ies of th is report to the Senate and House Appropr ia- 
t ions Committees, the Senate Committee on Labor and Human 
Resources, and the Subcommittee on Postsecondary Educat ion of the 
House Committee on Educat ion and Labor. We wi l l a lso make cop ies 
ava i lab le to other interested part ies on request. 

If your staff wou ld l ike to d iscuss these issues or has any quest ions, 
p lease contact Jay Egl in, Ass istant Director for Higher Educat ion Pro- 
grams, at (202) 401-8623. Other ma jor contr ibutors to th is report are 
l isted in append ix I. 

Sincere ly yours, 

Frank l in Fraz ier 
Director, Educat ion and 

Emp loyment Issues 
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Append i x I 

Ma jor Co n trib u tors to Th is Rep o rt 

Human  Resources Human  Resources 
D iv is ion, D iv is ion, 
Was h i n&m, D.C. Was h i ngton, D.C. 

Joseph J. Eg l i n, Ass istant Director Joseph J. Eg l i n, Ass istant Director 

4  
Seatt l e Re g iona l  Off ice Char l es M. Novak, Reg i ona l  Educat i on Issue Area Manager 

Char l es H. Shervey, Eva luator- i n-Charge 
Jane A. Dunke l , Eva luator 
Stan ley G. Stenersen, Eva luator 
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