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Subject: Update on Consolidation Loan Issues

Summary: This letter responds to questions we have received as a result ofthe Department's
previous guidance concerning the completion and return of Loan Verification
Certificates (LVCs).

Dear Colleague:

On December 1,2006, the Department issued a Dear Colleague Letter (GEN-06-20; FP-0-16) to
remind program participants of the rules governing the consolidation ofloans following recently
enacted legislation. Since we issued that letter, we have received a number of questions from
borrowers and lenders on this topic. For this reason, we are providing this updated guidance.

In Attachment C to the December I, 2006 Dear Colleague Letter, we listed the limited
circumstances in which a loan holder is not required to complete a Loan Verification Certificate
(LVC) and instead must provide the requesting lender with a written explanation for not
completing the form. The Department's regulations at 34 C.F.R. §682.209(j) allow a loan holder
that cannot, because of certain limited reasons, provide the completed LVC within the 10
business-day period to explain in writing to the intended consolidating lender, within the same
10 business-day period, why it cannot do so. One such circumstance is the occurrence of a
technical problem, such as a computer malfunction, that prevents the holder or servicer from
providing the information within the 10 business-day period. In that case, the loan holder must
provide the information as soon as the technical problem is resolved. The only other reasons
noted in that Dear Colleague Letter for not completing an LVC were when:

. The loan holder never held the loan;
The loan holder held the loan but has assigned it to a guaranty agency;
The loan holder sold the loan;
The loan the borrower wishes to consolidate is more than 270 days delinquent and a
default claim has been submitted to the guaranty agency;
The loan has not been fully disbursed or the borrower is not in grace or repayment status;
A judgment has been entered against the borrower on the loan that the borrower wants to
consolidate; or
The loan the borrower wishes to consolidate is subject to collection by wage garnishment.
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In each circumstance listed above, the loan holder must provide the requesting lender with an
explanation of why the LVC is not being completed.
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