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07-58.
The auditors recommend ISAC continue consultation with the USDE to interpret the federal laws and regulations relating to the processing and submission of reinsurance claims to the USDE and make necessary changes to conform to those requirements including determining whether the new post-claim review process established during fiscal year 2006 meets the requirements of the USDE.  (Repeated-2003)

Findings:
ISAC did not comply with the regulations regarding the submission and processing of reinsurance claims.  During FY03, the US Department of Education Office of the Inspector General (ED-OIG) conducted an audit of the Federal Family Education Loan program to determine if ISAC (1) adequately processed post-default collections related to administrative wage garnishments, and (2) properly submitted eligible reinsurance claims to USDE for defaulted student loans (default claims).  The final audit report received from ED-OIG indicated ISAC did not comply with the regulations regarding the submission of eligible reinsurance claims.  Of the 50 reinsurance claims reviewed, totaling $123,521, selected from a universe of 21,732 reinsurance claims, 32 claims, totaling $75,077, should have been returned to the lenders because the claim packet was missing accurate collection and/or payment histories or contained evidence of a due diligence violation(s).  In addition, the ED-OIG report stated ISAC’s claims review process is not adequate as it is limited to a brief review of summary information reported on the claim form submitted by the lender which does not provide adequate assurance that only claims submitted by lenders exercising required due diligence in servicing the loan were paid.

The ED-OIG audit report states that ISAC’s process is not sufficient to fulfill their administrative responsibility and that ISAC require its claims analysts to verify lender due diligence activities shown on the claim form’s summary of lender due diligence against all detailed collection history information, support for periods of deferments/forbearances, and dates and amount of borrow payments.  During the year ended June 30, 2007, ISAC has not changed its process for submission and payment of claims.  

However, subsequent to the ED-OIG audit in 2003, the USDE established an exceptional performer designation for certain lenders and lender servicers. Under this relatively new program, lenders that meet the exceptional performer requirements, including having a compliance audit of their loan portfolio which shows a performance rating of 97% or higher, receive 100% reimbursement on claims and are entitled to receive payments immediately without a claim review by ISAC.  During the year ended June 30, 2007, ISAC received $125 million out of a total of $148 million reinsurance claims from lenders that were designated as exceptional performers by the USDE. Accordingly, ISAC’s current potential noncompliance is mitigated by the fact that 84% of the current claims are submitted by lenders who have been designated as exceptional performers.  
In discussing these conditions with ISAC officials, they state the conditions identified surround a well-documented disagreement between ISAC and other guarantors across the country, and the Department of Education concerning interpretations of federal guidance and, in particular, the legitimacy of the Common Claim Initiative, which has been in place for numerous years.  ISAC believes their current procedures conform to industry practice and federal regulations as interpreted in the Common Manual.  ISAC is currently working with the ED-OIG and the USDE to resolve the findings and implement a post-claim review process.  In addition, ISAC implemented a quality review process beginning in January 2006 which selects a statistical sample of claims for each quarter to perform a more thorough review to assess the accuracy of the claims payment process.

Response:
ISAC agrees with the recommendation calling for continued consultation with the United States Department of Education (USDE) relative to the interpretation of federal laws and regulations relating to the processing and submission of reinsurance claims. The Commission has an appeal pending with the USDE challenging the accuracy of the data on which this finding is based.  Based on the outcome of this appeal and any subsequent discussions, ISAC will modify our claims process, as appropriate. 

The Commission has implemented a post-claim review process, which meets, if not exceeds, the requirements outlined by the U.S. Department of Education (USDE) in their letter of December 19, 2005.  This process has been in place since the second quarter of calendar year 2006.  ISAC is also part of the student loan industry-wide work group that has submitted agreed proposals to the USDE to implement a standard post-claim review process.

07-59.
The auditors recommend ISAC establish procedures to ensure borrower payments from outside collection agencies are received on a timely basis.  (Repeated-2005)

Findings:
ISAC does not deposit the federal share of borrower payments into the federal fund within the required 48 hours.

ISAC receives payments on defaulted loans directly from borrowers and indirectly through outside collection agencies. Borrower payments received by outside collections are generally remitted to ISAC bi-weekly which extends the period between receipts of the borrower payments and deposited into the federal fund.  During testwork over 30 borrower payments, the auditors noted three instances where borrower payments were not deposited into the federal fund within the required 48 hours.  The delays were approximately five days.

Response:
ISAC has thoroughly evaluated its deposit process and is working with the outside legal collection agencies to reduce processing time for remitting collections into the Federal Fund. In addition, ISAC continues to transfer interest on a monthly basis for those deposits that fall outside the 48-hour deposit period into the Federal Fund.
07-60. The auditors recommend ISAC assign all defaulted loans to the USDE that meet the criteria contained in federal regulations or obtain a written waiver which specified the number and criteria for assignment of loans to the USDE.  (Repeated-2004)
Findings:
ISAC does not have an adequate process to ensure all defaulted loans that meet federal requirements are assigned to the USDE.  

ISAC is required to assign all defaulted loans that meet certain criteria as of April 15th of each year to the USDE.  During the audit of the Federal Family Education Loan Program, the auditors noted there were approximately 7,251 defaulted loans that met the criteria as of May 5, 2007 that should have been assigned to the USDE but were not.  Management indicated it was their practice to only assign approximately 10,000 loans per year.  

In discussing these conditions with ISAC officials, they state that while offering no dispute relative to the interpretation of the regulation in question, the Department of Education has consistently indicated their satisfaction with ISAC’s process of subrogating loans. Further, understandable time, effort and personnel limitations have prevented the immediate subrogation of all loans which might be eligible for such treatment.  

Response:
ISAC concurs and continues to monitor loans eligible for assignment and is seeking to assign all defaulted loans meeting the criteria stated in the regulation to the US Department of Education.  ISAC made a commitment to send 10,000 loans to the Department of Education during Federal Fiscal Year 2007 to clear up a submission deficit, during that year we submitted 10,914 loans.  ISAC will continue to assign all defaulted loans that meet the criteria.
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