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SUPPORTING STATEMENTPRIVATE 

Federal Direct Consolidation Loan Program Application Documents

OMB #1845-0053

A.  Justification 

1.  Necessity of Information Collected

The Student Loan Reform Act of 1993, enacted on August 10, 1993, established the William D. Ford Federal Direct Loan (Direct Loan) Program under Title IV, Part D, of the Higher Education Act of 1965, as amended (HEA).  This legislation authorized the Federal Direct Consolidation Loan Program, which provides Federal Direct Consolidation Loans (Direct Consolidation Loans) to eligible borrowers who consolidate certain federal education loans.  The regulations governing Direct Consolidation Loans are contained in 34 CFR 685.220.  

In order to obtain a Direct Consolidation Loan, a borrower must submit a completed application to the Secretary.  The processing of a borrower’s consolidation application involves the use of four forms approved under OMB #1845-0053. 

The application process consists of the following steps:

Step 1

An applicant obtains a Federal Direct Consolidation Loan Application and Promissory Note packet (including counseling materials) via a phone request, a mail request, our website, or as available in school financial aid offices. 

Step 2

After reading the information about Direct Consolidation Loans contained in the packet, the applicant completes and submits the Federal Direct Consolidation Loan Application and Promissory Note (application and promissory note) to us.

Note:  Applicants also may apply electronically via our website.

Step 3

Once an applicant’s application and promissory note is processed, our Consolidation Center sends a Federal Direct Consolidation Loan Verification Certificate (verification certificate) to each of the applicant's loan holders/servicers.  After completing the verification certificate, the loan holder/servicer returns it to us.

Note:  Some loan holders/servicers provide the verification information to us electronically via our website or a batch process.

Step 4

If the applicant for a Federal Direct PLUS Consolidation Loan (Direct PLUS Consolidation Loan) has an adverse credit history and chooses to obtain an endorser in order to receive the loan, our Consolidation Center partially preprints and sends a Federal Direct Consolidation Loan Promissory Note Endorser Addendum (endorser addendum) to the applicant.  The applicant finds a willing person to serve as an endorser and has the person complete and return the endorser addendum to us.

Step 5

Shortly before paying off an applicant’s loans, our Consolidation Center sends the applicant a statement with information about the amount and type of each loan that will be paid off.  If the applicant decides to exclude a loan or stop the consolidation process, the applicant must contact us before the loans are paid off. 

Step 6

If the applicant does not contact us to exclude a loan or stop the consolidation process, our Consolidation Center pays off the applicant’s underlying loans and books the new Direct Consolidation Loan.

2.  Purpose and Use of Information Collected

We have used the collection of information on the currently approved consolidation forms to make Direct Consolidation Loans to applicants.  The collection of information on the improved consolidation forms in this clearance package continues to be necessary and will be used for this same purpose.  

If we did not collect this information, an applicant would not have the opportunity to obtain a Direct Consolidation Loan and take advantage of benefits that the Direct Loan Program has to offer.  We use each consolidation form as follows:

Application and Promissory Note

This is the means by which the applicant for a Direct Consolidation Loan 1) indicates the loans he or she wants to consolidate; 2) documents his or her understanding, certification, and authorization of specific eligibility requirements; and 3) promises to repay the loan.  

Endorser Addendum

This is the means by which an endorser for a PLUS borrower with an adverse credit history promises to repay a Direct PLUS Consolidation Loan if the borrower fails to do so. 

Verification Certificate

This is the means by which the holder/servicer of each loan that an applicant wants to consolidate verifies pertinent loan information, including the amount to be paid off and to whom it should be paid.
Request to Add Loans

This is the means by which a borrower may request that loans be added to his or her Direct Consolidation Loan before the loan is made or within 180 days after the loan is made. 

3.  Consideration of Improved Information Technology 


We continue to maximize the use of available information technology in making Direct Consolidation Loans.  To begin, the application and promissory note, verification certificate, and request to add loans are available on our website in PDF format for a respondent to download, complete, and submit to us.  In addition, respondents may complete the application and promissory note and the verification certificate electronically.  

Application and Promissory Note

We estimate that 70% of Direct Consolidation Loan applicants will complete the application and promissory note interactively on our website.  Applicants who complete the application and promissory note interactively have a variety of options available that reduce their burden and help to expedite the application process.  Beginning in July 2001, applicants were given the option of completing their entire application and promissory note—including signing it—electronically.  Of course, applicants who prefer to sign a paper version of the application and promissory note have the option of doing this after they submit their application information to us electronically.  In addition, we are anticipating that by September 2002, applicants will have the option of accessing their loan information in our National Student Loan Data System (NSLDS) and using it to complete Section D: Education Loan Indebtedness of the application and promissory note.    

Verification Certificate

We estimate that 45% of loan holders/servicers will complete verification certificates electronically.  To date, electronic completion has been limited to Sallie Mae.  However, beginning in February 2002, all loan holders/servicers may choose to participate in our electronic verification certificate process.  Loan holders/servicers may do this 1) by completing and returning a verification certificate for each applicant via our website for loan holders/servicers or 2) by completing and returning verification certificates for a number of applicants through a batch process.  Both of these processes will reduce burden for loan holders by providing a more convenient, efficient, and expedient way to complete and return the required verification certificates.

Note:  On a related note, we have also implemented an electronic funds transfer (EFT) process for paying off the underlying loans after loan holders/servicers verify them.  Following a pilot, we opened up the EFT process to all loan holders/servicers in July 2001.  Currently, 13 loan holders/servicers participate in the EFT process; however, we expect that this number will increase over time. 

4.  Efforts to Identify Duplication

A thorough review of procedures indicates that current requirements are minimal and avoid duplication.  There is no similar information available that can be used or modified for these purposes at this time.

5.  Burden Minimization as Applied to Small Businesses

No small businesses are impacted by this collection.

6.  Consequences of Less Frequent Data Collection

The application and promissory note, the endorser addendum, and the verification certificate will be completed by an applicant, an endorser, or a loan holder/servicer one time for each Direct Consolidation Loan.  The consequence of collecting this information less frequently would be that a Direct Consolidation Loan would not be able to be made.


The Federal Direct Consolidation Loan Request to Add Loans and Addendum to Application and Promissory Note (request to add loans) will be completed by a borrower only when the borrower wants to request that one or more loans, not listed on the original application, be added to his or her Direct Consolidation Loan before the loan is made or within 180 days after the date the loan is made.  The consequence of collecting this information less frequently would be that a borrower would not be able to add loans to a Direct Consolidation Loan as authorized in regulations.

7.  Special Circumstances Governing Data Collection

The collection of this information will be conducted in a manner that is consistent with the guidelines in 5 CFR 1320.5(d)(2), with one exception.  The verification certificate must be completed and returned by the loan holder/servicer within 10 business days of the date received.  This return deadline is established in 34 CFR 685.220(f)(1)(i).

8.  Consultations Outside the Agency

In addition to considering the feedback that we receive from our customers on a daily basis, we held two focus groups with students to solicit suggestions for improving the application and promissory note.  We also consulted with loan holders/servicers in the Federal Family Education Loan (FFEL) Program about ways to make the verification certificate easier to use.  We have incorporated the suggestions that we received from all of these sources into the improved consolidation forms in this clearance package. 

9.
  Payments or Gifts to Respondents

We will not provide any payments or gifts to the respondents.

10.  Assurance of Confidentiality

A Privacy Act Notice is included on the application and promissory note, the endorser addendum, and the request to add loans.  In this notice, we inform the respondent of the statutory authority for collecting the information requested.  Although disclosure of the information is voluntary, the respondent must provide the information in order to be considered for a Direct Consolidation Loan.  We use the information provided to verify the respondent's identity, to determine the respondent's Direct Loan Program eligibility and benefits, to permit the servicing of the loan, and to collect on the loan.  The notice also includes a listing of the persons and entities to which we may disclose the information and the purposes for which we may disclose the information. 

11.  Questions of a Sensitive Nature

We are not requesting any sensitive data.

12.  Annual Hour Burden for Respondents/Recordkeepers

The total estimated annual reporting hour burden of this collection of information is approximately 681,875 hours.  The total estimated annual cost to respondents for the hour burden for this information collection is $3,511,656.00.  These figures represent the totals of the burden estimates and the costs to respondents for the hour burden for the application and promissory note, the endorser addendum, the verification certificate, and the request to add loans.  We calculated the burden and cost estimates for each form as follows:

Application & Promissory Note

Respondents

                        620,000

Responses




x 1

Hours Per Response


x 1.0 (60 Minutes)
Annual Reporting Burden

  620,000 Hours


Based on the hourly minimum wage rate of $5.15 per hour, the estimated annual cost to respondents for the hour burden is $3,193,000.00.

Endorser Addendum

Respondents


                    500

Responses




x 1

Hours Per Response


x 0.15 (9 Minutes)
Annual Reporting Burden


75 Hours

Based on the hourly minimum wage rate of $5.15 per hour, the estimated annual cost to respondents for the hour burden is $386.00. 

Verification Certificate

Respondents

                           7,000

Responses



        x 54

Hours Per Response

          x 0.15 (9 Minutes)
Annual Reporting Burden

    56,700 Hours


Based on the hourly minimum wage rate of $5.15 per hour, the estimated annual cost to respondents for the hour burden is $292,005.00.

Note:  Each Direct Consolidation Loan application averages 3 different loan holders/servicers.  This means that an average of 3 verification certificates will be generated per Direct Consolidation Loan.  (3 x 620,000 = 1,860,000).  There are approximately 7,000 loan holders/servicers; however the number of loans held is not evenly distributed.  The top 5 loan holders/servicers hold 65% of all loans.  This means that 5 respondents would provide a total 1,209,000 responses (1,860,000 x .65 = 1,209,000), with each respondent providing 241,800 responses (1,209,000 ( 5 = 241,800).  The remaining 6,995 loan holders/servicers would provide 651,000 total responses (1,860,000 – 1,209,000 = 651,000), with each respondent providing approximately 93 responses (651,000 ( 6,995 = 93).  The average response burden (5 at 241,800 and 6,995 at 93) is an average of 54 responses per loan holder/servicer (651,000 ( 1,209,000 = .5384615).

Request to Add Loans 

Respondents

                          30,000

Responses




x 1

Hours Per Response


x 0.17 (10 Minutes)
Annual Reporting Burden

      5,100 Hours

Based on the hourly minimum wage rate of $5.15 per hour, the estimated annual cost to respondents for the hour burden is $26,265.00.
13.  Estimated Annual Cost Burden to Respondents/Recordkeepers

The total estimated annual cost burden to respondents is $349,690.00.  This represents the total of the annual cost estimates for the application and promissory note, the endorser addendum, the verification certificate, and the request to add loans. We calculated the cost estimate for each form as follows:

Application and Promissory Note

Respondents
                                   620,000

Responses




x 1

Postage Cost Per Response
         x $0.34  

Annual Cost Burden

$210,800.00

Endorser Addendum

Respondents


                    500

Responses




x 1

Postage Cost Per Response
         x $0.34 

Annual Cost Burden

       $170.00

Verification Certificate

Respondents


                   7,000

Responses




x 54

Postage Cost Per Response

x $0.34  

Annual Cost Burden

  $128,520.00

Note:  The estimate for the cost of the verification certificate is likely inflated; loan holders/servicers usually return more than one verification certificate at a time.


Request to Add Loans 

Respondents

                          30,000

Responses




x 1

Postage Cost Per Response
         x $0.34  



Annual Cost Burden

   $10,200.00

14.  Estimated Annual Cost to Federal Government


The total estimated annual cost to the federal government for this collection of information is $40,035,780.00.  This estimate includes the following:

Form Development and Clearance Costs 

(calculation described below)


$14,500.00

Printing Application and Promissory Note
$13,000.00

Printing Endorser Addendum
                                                   $280.00

Printing Verification Certificate
                                                $6,000.00

Printing Request to Add Loans
$2,000.00

Processing
       $40,000,000.00

Total
________________

       $40,035,780.00

Note:  We calculated the cost estimate for the form development and clearance costs as follows: 

          Salary (100 hours X $30.00 per hour)

           
        $3,000.00

     Overhead (50% X $3,000.00)


                              $1,500.00
     Formatting Contractor


                                       $10,000.00
Total





                                       $14,500.00

15.  Reason for Changes to Annual Reporting/Recordkeeping Hour Burden and


       Annual Reporting/Recordkeeping Cost Burden to Respondents

Based on OMB’s current inventory, we are citing an increase in the estimated annual reporting hour burden to respondents of this information collection totaling 153,625 hours as an adjustment.  We are citing a decrease in the estimated annual reporting cost burden to respondents of this information collection totaling $5,000.00 as an adjustment. 
16.  Collection of Information with Published Results
We will not publish the results of this collection of information.

17.  Approval Not to Display Expiration Date

We are not seeking this approval.

18.  Exceptions to the Certification Statement


We are not requesting any exceptions to the "Certification for Paperwork Reduction Act Submissions" of OMB form 83-I.
B. Collection of Information Employing Statistical Methods

This collection of information will not employ any statistical methods.




